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MISSION STATEMENT 

The New Mexico Educational Retirement Board is a statutory entity that provides secure retirement 

benefits for our active and retired members from school districts, higher education and educational 

agencies. 

 

¶ We strive to make our membersô retirement experience optimal by: 

¶ Prudently managing the financial assets of the fund, 

¶ Providing prompt, courteous and accurate responses to membersô inquiries, 

¶ Counseling members on an individual basis related to retirement issues, 

¶ Educating members about both the financial and personal aspects of retirement, 

¶ Educating members about way to advocate for improving benefits, 

¶ Soliciting member input for improving services. 

We are consistently building skills, capacities, and competencies of our employees in order to provide our 

members caring and quality service. 

 

PURPOSE OF NMERBôS INVESTMENT GOALS, OBJECTIVES AND POLICES 

To help accomplish NMERBôs overall mission, the Board has adopted this document to serve as the 

framework for investment policy making and investment objective setting within the context of applicable 

New Mexico laws.  The statements contained in this document are intended to allow for sufficient 

flexibility in the investment process to capture opportunities, yet ensure prudence and care are maintained 

in the execution of the investment program. 

 BACKGROUND 

The New Mexico Educational Retirement Boardôs operations are governed by the Educational Retirement 

Act, sections 22-11-1 to 22-11-52, NMSA 1978.  The statutes articulate that the prudent investor rule shall 

govern the decision-making functions of the Board.  Under this standard, the Board shall discharge their 

duties with respect to the system: 

(a) Solely in the interest of, and for the exclusive purposes of providing benefits to, participants and 

their beneficiaries and defraying reasonable expenses of administering the system. 

(b) Investment of the fund shall be made with the exercise of that degree of judgment and care, under 

the circumstances then prevailing, which men of prudence, discretion and intelligence exercise in 

the management of their own affairs, not for speculation but for investment, considering the 

probable safety of their capital as well as the probable income to be derived. 
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(c) Shall diversify the investments of the system so as to minimize the risk of loss and to maximize 

the rate of return, unless under the circumstances it is clearly prudent not to do so. 

ACTUARIAL CONDITION OF THE FUND 

As of June 30, 2005, NMERB had applied assets of $7.4 billion compared to total actuarial liabilities of 

$10.59 billion calculated as of the last actuarial study conducted June 30, 2004.  The projected total 

funding target, or actuarial liability of $10.59 billion represents obligations that include assumed future 

salary increases on benefits service earned to date.  As of June 30, 2004, the applied market value of assets 

was $3.13 billion lower than the actuarial liability.  Hence, NMERB is not fully funded, although the 

financial condition is still sufficient to fulfill promised obligations. 

INVESTMENT GOALS 

The NMERB investment goals can be summarized as follows: 

1. To invest the assets so they provide sufficient benefits to plan participants. 

2. To develop an investment structure that minimizes risk and maximizes investment return, 

recognizing the theory of capital market pricing that maintains that over the long-term investment 

risk should be proportional to the investment return achieved. 

3. To comply with existing and future state and federal statutes. 

INVESTMENT PHILOSOPHY 

NMERB believes that its long-term investment objectives will be achieved through emphasizing equity-

oriented investments to the extent possible and through prudent management of those risks that do not 

offer long-term rewards.  Thus, investment strategies will be developed to provide consistent value-added 

relative to relevant market-based benchmarks and will incorporate effective risk controls. 

NMERBôs investment philosophy is based upon a set of factors that have widely accepted theoretical 

basis. 

1. It is not possible to time market cycles.  Investment strategies will focus on processes that do not 

rely exclusively on market timing activity. 

2. Capital markets revert to the mean over long time periods.  Investment strategies will be long term 

in nature and will avoid ad-hoc decision-making based upon short-term factors. 

3. Some markets are efficient while others are less so or inefficient.  Investment strategies will reflect a 

mix of active and passive investments. 

4. Costs have a meaningful impact on returns.  Investment strategies will utilize cost effective 

approaches. 
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5. Asset allocation has the most significant impact on investment results.  The NMERB Board will 

focus the majority of its efforts on the development and maintenance of asset allocation strategies 

that will optimally fulfill investment objectives. 

6. Valuation and analysis based upon fundamentals generally produce superior return/risk results.  

Investment strategies will focus on fundamentally based processes.   

7. Performance measurement and monitoring activities provide assessment of success of NMERBôs 

investment strategies and implementation of those strategies.  Clear, unambiguous market-based 

benchmarks will be selected for each investment strategy. Performance reviews of all investment 

strategies will be conducted at least annually. 

ROLES AND RESPONSIBILITIES 

NMERB has established procedures to accomplish its investment goals. NMERBôs procedures, grouped 

together as the Investment Policy, serve to guide the investment program.  These procedures also help to 

define the responsibilities of the Board members in regard to NMERBôs investments.  The Board has the 

sole authority to develop and to execute the investment policy. However, the Board may delegate any 

portion of this authority. 

1. NMERB shall base the investment of assets on a financial plan.  This comprehensive plan must 

take into consideration various alternative investment mixes, their resulting risk and return levels, 

and the current and projected liabilities of the plan.  Specific inputs must also include the expected 

long-term capital market outlook, asset classes suitable for investment, the future growth in the 

number of plan participants, expected salary and benefit increases, the rate of inflation, and 

expected cash flow needs. 

NMERBôs financial plan shall be reviewed at least once every three to five years, taking into 

consideration the most current actuarial study. 

2. Based on a review of the financial plan, the Board will adopt an asset allocation mix with an 

objective of helping NMERB achieve or maintain a fully funded status.  Each asset class will have 

a target allocation set for it, but allow flexibility in structuring the asset allocation within ranges 

around each asset class.  The range will express the minimum and maximum acceptable level of 

investment for each asset class.  The targets will be regarded as long-term objectives that will be 

funded in a manner so that the investment risks and costs to NMERB are minimized.  One of the 

keystones of the asset allocation is diversification among asset classes to ensure that risk is 

maintained at a reasonable level.  The performance of the assets shall be reviewed on a quarterly 

basis over various time periods (quarterly, annually and multi-year) to ensure that the allocation 

continues to meet NMERBôs needs. 

The Board has delegated responsibility for the following duties to the Investment Committee of the Board.  

The Investment Committee is comprised of the Director and two members of the Board and the Board 

Chairman, who is an ex-officio member.  The main responsibilities of the Investment Committee are as 

follows. 
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1. Review on an at least an annual basis the investment philosophy, policy and guidelines of the fund 

and make policy recommendations to the Board. 

2. To establish asset allocation guidelines, including targets and ranges and recommend the 

guidelines for Board approval. 

3. To implement the asset allocation plan, internal and external investment managers will be selected 

in accordance with the Monitoring and Evaluation Policy (see Appendix D).  Prior to selection, the 

Investment Committee will screen potential managers on criteria specific to their asset class and to 

their investment style and recommend selection to the Board.  After selection, the Investment 

Committee will monitor their investment performance against specific benchmarks in accordance 

with the Manager Monitoring and Evaluation Policy.  The Investment Committee will establish 

these benchmarks to evaluate if the manager is fulfilling its role within NMERBôs investment 

structure and is adding value relative to its respective market and to its peer group of other similar 

investment managers.  If a manager does not meet its objectives, it is the Investment Committeeôs 

responsibility to take appropriate action, including termination of that manager. 

4. Part of the Investment Committeeôs responsibility in overseeing NMERBôs investments is to 

ensure that services are received at the lowest possible cost without sacrificing quality or 

performance.  These services include investment management, consulting, and other 

administrative functions. 

5. Review the Transaction Summary Report of the Investment Division and to recommend to the 

Board specific action with regard to the continuation or change in the investment practices of the 

Investment Division. 

6. With regard to equity investments, it is the responsibility of the Investment Committee to establish 

a proxy voting policy.  Voting of proxies can influence the direction of the company and the value 

of a company's stock in the marketplace.  The proxy voting guidelines are contained in Appendix 

B. 

7. Formal reviews of every aspect of the investment program shall be conducted on a regular basis as 

outlined below: 

Actuarial Valuation: Annually 

Full Asset/Liability Study: Every three to five years 

Asset Allocation Review Annually 

Investment Structure Review: Annually 

Investment Performance: Quarterly and more often if a special situation develops   

Manager Review Annually 

The primary role of the Investment Division is to manage the assets of the ERB fund.  The Investment 

Officers are responsible for the following: 

1. To provide significant real returns over long periods of time (i.e., 5 to 10 years). 

2. Propose changes to long-term investment philosophy, policy statement, and guidelines. 

3. Implement strategic and tactical decisions that aid in the achievement of fund objectives. 
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4. Identify and recommend investment managers and advisory firms when deemed necessary. 

5. Purchase, sell or exchange securities, within the guidelines set forth by the Board and the New 

Mexico state statutes, taking into account market conditions and the fundôs objectives 

6. Monitor activities of ERBôs custodian in order to insure proper settlement of transactions and 
crediting of interest/dividends. 

7. Administer securities lending program so as to maximize income and insure that sufficient 

collateral is available at all times. 

8. Prepare routine and non-routine reports for approval by the Investment Committee and Board.  

Routine reports include, but are not limited to: 

a. Quarterly asset listing 

b. Quarterly investment summary reports 

c. Quarterly proxy report 

d. Annual broker commission report 

 

9. Coordinate with Accounting Division to insure proper recording of securities transactions. 

10. Voting proxies and/or delegating to investment managers. 

NMERB PROCEDURES 

1. Actuarial Valuation 

An actuarial evaluation will be performed annually by an independent actuarial firm.   

2. Investment Review 

NMERBôs investments will be formally reviewed at least quarterly.  The performance of the 

investments will be evaluated on a total return basis to include realized and unrealized gains and 

losses and investment income.  Assets will be valued at market value for performance evaluation 

purposes. 

3. Custodian 

A custodian will be utilized to provide custody and safekeeping for the equity, fixed income, and cash 

equivalent assets.  The custodian will be expected to provide monthly asset and transaction statements 

 

4. Investment Managers 

NMERBôs Board has the authority to engage investment managers to manage NMERBôs assets.  Each 

manager will operate under NMERBôs general investment guidelines concerning investments, directed 

commissions and proxies and specific guidelines given the manager's particular style.  In addition, 

NMERB will follow the procedures outlined in Appendix D :  Manager Monitoring and Evaluation 

Policy. 

5. Proxy Voting 

Proxy voting is one of the duties of the investment manager.  The investment manager shall vote 

proxies in accordance with NMERBôs proxy voting guidelines (see Appendix B:  Proxy Voting 
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Guidelines).  Reporting of proxy voting and oversight by the Investment Committee and Board are 

also dictated by the proxy policy. 

ASSET ALLOCATION 

The Board has adopted the asset allocation policy shown below.  This policy is expected to fulfill 

NMERBôs need to meet its actuarial interest assumption rate of 8%.  These are target allocations.  As 

investments in non-public markets (private equity and real estate) can take some time to implement, the 

Board recognizes that this asset allocation is a long term goal, and that short term positions may represent 

an intermediate point in the process of attaining these targets. 

Exhibit 1 

Asset Allocation Policy 

Asset Class Target Weight Minimum  Maximum 

PUBLIC MARKETS       

EQUITIES       

  Domestic Equities 40% 35% 45% 

  International Equities 18% 15% 21% 

       Total Equities 58% 53% 63% 

FIXED INCOME       

  High Yield Bonds 5% 3% 8% 

  Investment Grade Bonds 22% 19% 25% 

       Total Fixed Income 27% 22% 32% 

        

ALTERNATIVES       

Real Estate/REITS 5% 2% 8% 

Private Equity 5% 2% 8% 

Hedge Funds 5% 2% 8% 

 

These asset allocations shown above are meant as long-term targets.  Occasionally, the Investment 

Committee may elect to exceed the target and/or maximum allocation in a particular asset class.  The 

minimum and maximum allocations are meant to serve as guidelines for allowing the assets to fluctuate 

before the Investment Committee must consider reallocation of assets from one asset class to another.  If 

this occurs, the deviation must be approved by the Investment Committee and the variance must not last 

for more than one fiscal year.  

Appendix A contains detailed asset class investment philosophy and strategy statements.  The strategic 

role of each asset class and subclass in NMERBôs asset allocation policy is summarized as follows: 
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TRADITIONAL (PUBLIC) ASSET CLASSES 

Domestic Equity 

The role of equities is to provide a high real return that is attained with a higher degree of volatility.  

Capital appreciation rather than income is the main component of the equity return. All of the equity 

investments must be made in the public equity markets per the New Mexico statutes.  

International Equity 

A portfolio of stocks of non-domestic companies.  These securities are primarily traded on exchanges 

outside the U.S. and denominated in non-U.S. currency.  However, U.S. registered securities traded in the 

U.S. of international companies may be included.  The international equity investment is expected to 

provide diversification from U.S. equity investments and to provide the same level of return as domestic 

equities.  The emerging market segment is expected to provide diversification to the overall plan.  

NMERB considers emerging markets as those countries with low per capita of GDP compared to 

developed markets that have a much higher per capita of GDP. 

Fixed Income 

A portfolio of marketable, primarily investment grade debt securities per the New Mexico statutes.  A 

portion of the fixed income allocation, managed as a separate portfolio, may be invested in below 

investment grade securities.  The fixed income portfolio is designed to provide steady cash flow available 

for benefits and reinvestment and to diversify the overall investment structure.   

ALTERNATIVE ASSET CLASSES 

 

Private Equity 

The role of private equity is to provide high real returns with a low correlation to the public markets.  By 

adding further diversification to the Fund, private equity investments can add an increment of higher 

return while decreasing overall Fund risk.  The primary investment vehicles will be limited partnerships 

and/or fund-of-funds.  The ERB does not anticipate direct investments in individual private businesses. 

 

Hedge Funds 

Conservative hedge funds are expected to provide an absolute rate of return above that of fixed income 

with a low correlation to the more traditional asset classes in the portfolio.  The preferred investment 

vehicle is expected to be fund-of-funds, but limited use of individual hedge funds is possible. 
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Real Estate 

The real estate portfolio can consist of a combination of publicly traded equity securities of Real Estate 

Investment Trusts (REITs) and private real estate investments held in partnerships or other fund 

structures.  The role of this portfolio is to provide an intermediate level of return with a low correlation to 

either the fixed income or equity markets. 

 

INVESTMENT STRUCTURE 

Within the major asset classes, NMERB has further structured its investments by style and or sector to 

ensure the greatest diversification possible. 

Domestic Equity Structure 

Under the current asset allocation, domestic equities will comprise 40% of plan assets.  NMERB has 

adopted a diversified equity structure that utilizes several complementary styles of equity managers.  

The U.S. equity market is the largest and most well researched market in the world.  The Board views 

large capitalization stocks as a relatively efficient segment of the market.  Thus, the Board shall reduce the 

emphasis on traditional active management in favor of strategies that are low cost, passive, or index 

related or that have a high probability of outperforming their benchmarks.  The Board believes small 

capitalization stocks are a less efficient segment of the market than large company stocks.  In the small 

stock segment, the Board shall, therefore, emphasize active management to add value over index related 

strategies when possible. 

The Board believes it is prudent to include both growth and value styles in the equity structure.  Since 

these two styles do not move together, the Board may achieve a more diversified structure by investing in 

both styles.  Where traditional active strategies are used, the Board shall consider allocating assets to these 

two styles. 

To maintain a diversified equity investment structure and to meet the goals of the program the Board has 

adopted the domestic equity investment structure in Exhibit 2. 
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Exhibit 2 

Domestic Equity Investment Structure 

Percentages of U.S. Equity Allocation 

Style Implementation Manager Target Minimum Maximum 

     Large Core Passive Investment Division 45% 42.5% 47.5% 

     Large Value Active  ICAP 10% 7.5% 12.5% 

     Large Growth Active Goldman Sachs 17% 14.5% 19.5% 

     Enhanced Index Active BGI 15% 12.5% 17.5% 

Total Large Cap --- --- 87% 84.5% 89.5% 

     Small Value Active Rothschild 5% 2.5% 7.5% 

     Small Growth Active Franklin 8% 5.5% 10.5% 

Total Small Cap --- --- 13% 10.5% 15.5% 

 

The Board defines each strategy as follows: 

Large Cap Core - Large capitalization stocks are among the largest 500 stocks in the Wilshire 5000 

Index.  The Board uses the S&P 500 as the benchmark for the large cap segment.  The S&P 500 is 

capitalization weighted and closely tracks this segment of the market.  It is also the most widely accepted 

industry benchmark for large cap stocks. 

Large Cap Growth ï Large capitalization growth stocks are characterized by higher risk, lower yield and 

higher P/E ratios.  The growth stock portfolio will display above market performance in rising markets 

and will tend to emphasize technology and consumer related stocks. 

Large Cap Value ï Large capitalization value stocks are supposed to outperform the broad equity market 

in down and flat markets, while approximating market performance in up markets.  Value portfolios are 

usually characterized by high yields and low P/E ratios and an emphasis on financial and utility stocks. 

Passive Strategies - A strategy designed to track the performance of a recognized stock index such as the 

S&P 500.  The strategy closely tracks the performance of its designated index from quarter to quarter and 

has low fees. 

Enhanced Index Strategies - A strategy that controls the risk from industry and sector decisions and 

achieves value-added above the benchmark either through fixed income management, index arbitrage, or 

active stock selection, among other strategies.  These strategies will closely track an index with an actual 

tracking error below 2% and should add between 50 and 100 basis points per year net of fees and costs. 

Small Cap Growth - Generally, these companies have high earnings growth rates, low payout ratios and 

low yields.  The Russell 2000 Growth Index is the benchmark used for risk and return analysis. 

Small Cap Value - A strategy that actively invests in stocks in the Small Cap segment that display 

characteristics consistent with the concept of value.  Generally, these companies will have low 

price/earnings and price/book ratios and higher dividend yields than growth oriented companies. The 

Russell 2000 Value Index is used as a benchmark for risk and return analysis in this segment. 
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International Equity Structure 

The target commitment to international equities is 18% of total assets with the majority invested in 

developed markets and a portion in emerging markets.  To maintain a diversified international equity 

investment structure and to meet the goals of the program the Board has adopted the international equity 

investment structure in Exhibit 3. 

Exhibit 3 

International Equity Investment Structure 

Percentages of International Equity Allocation 

Style Implementation Manager Target Minimum Maximum 

     Core EAFE Active JP Morgan 17.0% 18.0% 22.0% 

     Core EAFE Active Fidelity 33.0% 32.0% 38.0% 

     Core EAFE Active Capital Guardian 33.0% 32.0% 38.0% 

Total Developed      

Markets   83.0% 80.0% 86.0% 

Emerging Markets Active Growth 

Active Value 

Alliance Capital 

Alliance Capital 

8.5% 

8.5% 

14.5% 19.5% 

 

 

Fixed Income Structure 

NMERB invests 27% of the Planôs assets in fixed income investments, which are all managed externally.  

NMERBôs fixed income structure is comprised of U.S. and public fixed income, including mortgages, 

corporate and government-issued bonds.  For the core fixed income portfolio, NMERB employs an active 

management approach to exceed the return of the Lehman Brothers U.S. Aggregate Bond Index.  The 

three core managers comprise a laddered risk approach, from enhanced index to ñcore plusò strategies. 

The high yield corporate bond portfolio will be benchmarked against the Citigroup High-Yield Market 

Cash Pay Index. 
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Exhibit 4 

Fixed Income Investment Structure 

Percentages of Fixed Income Allocation 

Asset Target Range  Benchmark 

INVESTMENT GRADE      

  Enhanced Index 25% 22.5 ï 27.5 Lehman Aggregate 

  Core 36% 33 ï 39 Lehman Aggregate 

  Core Plus 21% 18.5 ï 23.5 Lehman Aggregate 

       Total Investment Grade 82% 77 ï 87 Lehman Aggregate 

HIGH YIELD  18% 15-21 Citigroup High 

Yield Mkt Cash 

 

Alternative Investment Structure 

NMERB plans to invest 15% of its assets in the alternative investment classes of real estate, private 

equity, and hedge funds.  A separate investment policy and set of guidelines for each of these classes will 

be developed and attached to this document. 

 

Exhibit 5 

Alternative Investments Structure 

Percentages of Alternative Allocation 

Asset Target Range Benchmark 

Private Equity 33.30% 15 - 45 TBD 

Real Estate/REITS 33.30% 15 - 45 TBD 

Hedge Funds 33.30% 15 - 45 TBD 

 

 

MANAGER ASSET POLICY 

NMERB has adopted the following general policies to be used in limiting exposure to any single manager 

or product.  The Board may override these policies under special circumstances: 

1.  The maximum allocation to a single active manager in its own investment products is 40%.  

This implies that a single manager could manage up to 40% of the aggregate market value of 

the Fund.   

2.  The maximum allocation to a single active management product is 30%.  This limitation 

applies to any non-index investment vehicle.  

3.  There is no maximum allocation limitation for passive managers or their passive investment 

products.  This policy reflects the fact that there are no active manager or business risk issues 
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with passive investment management firms.  Passive portfolios can quickly and easily be 

assumed and managed by another firm in the unlikely occurrence of a catastrophic event that 

could put NMERBôs assets at risk. 

 

NMERBôS PERFORMANCE OBJECTIVES 

NMERBôs performance objectives can be divided into two components: objectives for the overall fund 

and objectives for the individual portfolio components.  Both kinds of objectives will be incorporated in 

the quarterly reviews of NMERBôs performance. 

The performance objectives for the overall fund are fourfold: 

1. Objective relative to asset allocation targets 

2. Objective relative to financial plan assumptions 

3. Objective relative to inflation 

4. Objective relative to actuarial rate of interest. 

The first objective is measured through a custom index that reflects NMERBôs asset allocation policy.  

The custom index is constructed by using pubic market indexes, such as the S&P 500 Index, to represent 

each portfolio asset class.  These market indexes are held at NMERBôs asset allocation targets and a rate 

of return for the entire mix is calculated on a quarterly basis. NMERBôs custom index is shown in Exhibit 

5.  Exceeding this objective indicates that the active management of the various portfolio components has 

added value over a passively managed fund with a similar asset mix. The second objective relates actual 

asset class performance to financial plan assumptions to review the ongoing asset allocation.  The 

inflation objective requires that the investment performance provide an adequate real return over the 

expected rate of inflation, the primary driver of benefits and, therefore, pension costs.  Lastly, NMERB 

should earn a return over the assumed actuarial rate of interest of  8%. 
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Exhibit 6 

Overall Fund Objectives 

1. Relative to asset allocation targets, a custom index with the following mix: 

Public Securities: 

 35% x Standards & Poorôs 500  Index Return 

  15%   x MSCI EAFE Index 

    3%   x     MSCI Emerging Markets Free Index 

 5%   x    Russell 2000 Index Return   

  22%  x Lehman Brothers U.S. Aggregate Bond Index Return 

     5%   x    Citigroup High-Yield Market Cash Pay Index 

 

 Alternative Investments: 

     5% x  Wilshire REIT Index (it is assumed that as the REIT portfolio is gradually converted to               

private real estate holdings, the benchmark will also change.) 

    5%  x      To Be Determined (private equity benchmark) 

      5%  x      To Be Determined (hedge fund benchmark) 

100 % TOTAL 

 

2. Relative to financial plan assumptions: 
 

Asset Category Expected Rate of Return 
 

Domestic Equity 8.50% 

International Equity 9.5% 

            Real Estate 7.25%  

Fixed Income  5.00%  

Private Equity                                                      11.00% 

Hedge Funds                                                         6.50% 
 

3. Relative to inflation: 

5.0% above Consumer Price Index, annually 
 

4. Relative to assumed actuarial rate of interest: 

Return at least equal to or above assumed actuarial rate of interest, annually 
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Individual portfolio components also have performance objectives reflecting the unique investment style 

of each category as shown in Exhibit 6. 

Exhibit 7 

Objectives For Individual Portfolio Components (Public Securities) 

Domestic Equities  Over a Market Cycle 

Passive Core S&P 500 Index  

Enhanced Strategies S&P 500 Index + 0.75% 

Large Cap Value Russell 1000 Value + 1.50%1 

Large Cap Growth Russell 1000 Growth + 1.25%  

Small Cap Value Russell 2000 Value Index + 2.50% 

Small Cap Growth Russell 2000 Growth Index + 2.50% 

International Equities 

Active Developed Markets MSCI EAFE Index + 2.00% 

Active Emerging Markets MSCI Emerging Markets Free + 3.00% 

 

Real Estate  

                           Passive REIT   Wilshire REIT Index 

 

Fixed Income  
    Core Lehman Brothers U.S. Aggregate Bond Index + 

0.50% 

 High Yield Citigroup HighïYield Market Cash Pay Index + 1.0% 

 

 

INVESTMENT MANAGER OBJECTIVES 

General Guidelines 

1. The manager shall have full discretion to direct and manage the investment and reinvestment of 

assets in accordance with this document, applicable federal and state statutes and regulations, and 

the executed contract 

 
2. Derivative Securities:  Certain of NMERBôs investment managers may be permitted under the 

terms of individual investment guidelines to use pre-approved derivative instruments as set forth 
in each managerôs investment guidelines to control portfolio risk or add additional return 
potential.  Derivatives are contracts or securities whose returns are derived from the returns of 
other securities, indices or instruments including, but not limited to, futures, forwards, swap 
transactions, options and options on futures.  Examples of appropriate applications of derivative 
strategies include hedging interest rate and currency risk, maintaining exposure to a desired 
asset class while effecting asset allocation changes and adjusting portfolio duration for fixed 
income.  

 

                                                 
1 Market cycle is defined as a 3 to 5 year period. 
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a. NMERB's managers are not allowed to utilize derivatives for speculative purposes unless 
proscribed by the investment manager guidelines.  In no circumstances can individual 
managers borrow funds to purchase derivatives, nor may leverage be used without the 
express consent of the NMERB.  No derivatives positions can be established that create 
portfolio characteristics outside of portfolio guidelines.  Managers must ascertain and carefully 
monitor the creditworthiness of any third parties involved in derivative transactions. 

 
b. For non-exchange traded derivative instruments, counterparty credit status shall be of the 
highest caliber with care taken to avoid ñname washingò or credit guarantees extended 
through to parties less creditworthy than the primary counterparty to the transaction.  The 
manager shall develop and have available for review credit guidelines for evaluating 
prospective counterparties and a list of approved counterparties for use in options 
transactions.  Counterparty exposure is limited to firms with a short-term credit rating of 
A1/P1, with single counterparty exposure limited to 5% of the cost value of the portfolio. 
Derivative securities holdings will be monitored on an ongoing basis, but not less than 
monthly. 

 

3. The manager will adhere to the style concepts and the investment principles that were in use at the 

time NMERB appointed the firm to manage NMERB assets. 

4. The firm must provide notification to NMERB within three (3) days of any changes in the firm's 

organizational relationships, professional staff, or services that impact the service of the account. 

5. Proxy voting is a function and is considered a part of the duties of the investment manager. The 

investment manager shall vote proxies in accordance with NMERB guidelines (Appendix B:  

Proxy Voting Guidelines) unless specifically exempted.  If the manager is of the opinion that a 

deviation from NMERBôs guidelines is appropriate in any proxy issue because of particular facts 

or circumstances, the manager shall advise NMERB, in writing, of his opinion with respect to the 

issue and shall return the proxy to NMERB. The manager must conform to NMERBôs reporting 

requirements as laid out in the Proxy Voting Guidelines. 

6. The Board shall follow guidelines (Appendix D:  Manager Monitoring and Evaluation Policy) 

outlined on terminating investment managers. 
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INDIVIDUAL MANAGER GUIDELINES 
 

ALLIANCE BERNSTEIN 
 

 

1. Investment Objectives and Policies 
 

 The investment objective of the Emerging Markets Fund (the "Fund") will be capital appreciation 

and current income (total return). 

 

 The Fund will seek to achieve its objective principally through investment in marketable equity 

securities of companies in Southeast Asia, Latin America, Europe and Africa.  It is expected that the Fund 

will invest in companies in emerging markets such as Indonesia, Malaysia, Singapore, Hong Kong, 

Thailand, Taiwan, Korea, Mexico, Chile, Brazil, Argentina, Venezuela, Portugal, Greece, Turkey and 

Hungary.  The Fund may also invest in other emerging markets at such time as the Investment Manager 

determines they present attractive investment opportunities.  The percentage of the Fund's assets invested 

in particular geographic sectors will shift from time to time in accordance with the judgment of the 

Investment Manager.  The Fund will invest in securities of companies which the Investment Manager 

considers to be leaders in their respective industries as well as new and unseasoned companies.  The Fund 

is authorized to invest in closed-end investment companies (including closed-end investment companies 

managed by the Investment Manager) which invest primarily in companies in the above described 

emerging markets; although it does not currently intend to do so. 

 

 It is anticipated that the assets of the Fund will be invested principally in equity securities and 

rights and interests therein.  However, investments may be made in fixed income securities and  cash 

equivalents when the Investment Manager believes there are not sufficient attractive investment 

opportunities in equity securities.  Cash equivalents in which the Fund invests may include (i) short-term 

obligations of the U.S. and foreign sovereign governments and their agencies and instrumentalities, (ii) 

interest bearing savings deposits, certificates of deposit and bankers' acceptances of U.S. and foreign 

banks, (iii) commercial paper of U.S. issuers rated Prime-1 by Moody's Investors Service, Inc. or A-1 or 

higher by Standard & Poor's Corporation and (iv) repurchase agreements related to the foregoing.  Subject 

to the foregoing limitations, fixed income securities and cash equivalents in which the Fund invests may 

be issued by foreign governments, banks or other issuers which are not located in, or formed under the 

laws of, emerging market countries. 

 

 The Fund may seek to increase income by lending securities from its portfolio to brokers, dealers 

and financial institutions.  Such loans would be continuously secured by collateral consisting of cash, cash 

equivalents or U.S. Treasury Bills in an amount at least equal to the market value of the securities loaned.  

While securities are on loan, the borrower will pay the Fund any income earned on the securities loaned 

and, in addition, the Fund will typically receive either a portion of the income earned on the investment of 

the collateral or an agreed-upon amount of income from the borrower.  The value of securities loaned will 

not exceed 30% of the value of the total assets of the Fund measured at the time of such lending. 

 

 To the extent consistent with the investment objective of the Fund, the Investment Manager will 

attempt to avoid the imposition of foreign withholding taxes on the income and gains of the Fund, 

although in some cases a withholding tax may be incurred (see Section 14 of the memorandum, "Taxation 

and ERISA Matters"). 
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 There can be no assurances that the investment objective of the Fund will be achieved. 

 

 

2. Investment Restrictions 
 

 The Investment Manager may not on behalf of the Fund:  (a) invest more than 10% of the net asset 

value of the Fund, measured at the time of investment, in the securities of a single issuer (other than 

securities issued or guaranteed by the U.S. or foreign sovereign governments or their agencies or 

instrumentalities, short-term investment funds sponsored by a bank or a money market fund); (b) purchase 

more than 10% of the voting securities of a single issuer (measured at the time the investment is made); 

(c) invest in the securities of a company for the purpose of exercising control therein; (d) invest in 

restricted securities or securities of any company for which an investment letter is required (although 

securities may be acquired or disposed of in transactions effected pursuant to Rule 144A under the 

Securities Act of 1933); (e) invest in commodities or commodity futures; (f) invest in real estate; (g) 

purchase securities on margin or otherwise use leverage in connection with investments; (h) sell securities 

short; (i) invest in interests in master limited partnerships; or (j) invest in non-U.S. fixed income securities 

other than those listed in Section 1 above. 
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INDIVIDUAL MANAGER GUIDELINES 

BARCLAYS GLOBAL INVESTORS 

 

 

Account Objective: 

 

The investment objective for the Account is to invest in large capitalization equity securities using an 

ñenhanced indexò style, with returns over a market cycle exceeding those of the S & P 500 Index. The 

portfolio will further be managed in accordance with Contractorôs investment philosophy and process 

as described in Contractorôs response to ERBôs Request for Proposal.  ERB recognizes that the active 

management of investment portfolios involves risk of underperformance of benchmark.  ERB accepts 

this risk and understands that no assurance can be given that clientôs objectives can or will be achieved 

for any particular period within a market cycle.  

 

The Account will invest in equity securities with a weighted average market capitalization similar to 

that of the S & P 500 Index.  

 

Investment Guidelines 

 

      Asset Allocation: 

This portfolio is to be invested in publicly-traded equity securities that are listed on national securities 

exchanges, including the NASDAQ over-the-counter exchange.   In accordance with the Statutes and 

Policies of the Educational Retirement Board, the portfolio may not: 

¶ Invest for the purpose of exercising control of management; 

¶ Invest in commodities or commodity contracts; 

¶ Purchase or sell futures or options or any other derivative securities; 

¶ Sell securities short; 

¶ Invest in securities that would create leverage in the portfolio. 

 

At times a portion of the portfolio may be allocated to cash.  The cash portion will be managed by 

ERBôs Custodian and will be swept daily into the Custodianôs Short Term Investment Fund.  The cash 

allocation will be included in the total market value of Contractorôs account for purposes of both fees 

and performance evaluation. 

 

ERB retains the right to lend securities held in this portfolio.  Fees earned on securities lending will 

not be credited to Contractorôs performance record. 

 

All asset allocation and investment decisions will be made by Contractor, at its discretion, based on 

ERBôs objectives, economic and market conditions, the availability of particular investment 

opportunities, and other considerations that Contractor deems relevant. 

 

ERB may notify Contractor at any time not to invest any funds in the Account in specific securities or 

specific categories of securities or in either or both beyond a certain percentage of the Account and 

Contractor shall promptly follow those instructions. 
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      Diversification: 

In accordance with ERBôs Investment Goals, Objectives, and Policies, this account shall adhere to the 

guidelines established for portfolio diversification: 

 

Historical tracking error will be < 3% relative to the S & P 500 Index over rolling three-year periods. 

Style and Size risks:  Size (capitalization) exposure will be similar to the S & P 500 Index benchmark 

over time with a minimum information ratio of 0.40 over rolling three-year periods. 

 

Market timing risk:  As an active manager, Contractor will maintain average cash balances of 5% or 

less. 

 

Industry Risk: The difference between the portfolio's weight and the benchmark's weight in any given 

industry will remain between -1% and +1% at time of security purchases/sales. 

 

Issuer Risk:  Portfolio weight may not exceed 7% per issuer at market value or exceed benchmark 

weight by more than 1% at time of security purchase, whichever is greater. 

 

Issue risk:  Portfolio weight may not exceed 7% per issue at market value or exceed benchmark 

weight by more than 1% at time of security purchase, whichever is greater. 

 

      Risk Measures and Controls: 

Contractor shall maintain risk exposures of the equity portfolio at levels similar to the overall equity 

market and will limit aggressive deviations from market risk levels.  A clear set of risk measures and 

controls will be used by Contractor for monitoring the risk exposures of the portfolio. 
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INDIVIDUAL MANAGER GUIDELINES 

 

CAPITAL GUARDIAN EMPLOYEE BENEFIT INVESTMENT TRUST 

  

 

Account Objective 

 

The investment objective for the Account is to invest in developed and emerging international equity 

securities using a ñcoreò style, with returns over a market cycle exceeding those of the MSCI Europe 

Australasia Far East (ñEAFEò) Index. The Account will be invested in Managerôs International (Non-

US) Equity commingled trust fund, referred to here as ñthe portfolioò. The portfolio will be managed 

in accordance with Managerôs investment philosophy and process as described in Managerôs response 

to ERBôs Request for Proposal. ERB recognizes that the active management of investment portfolios 

involves risk of underperformance of the benchmark and possible deviation from tracking error 

targets. ERB accepts this risk and understands that no assurance can be given that clientôs objectives 

or targets can or will be achieved for any particular period within a market cycle. 

 

Investment Guidelines 

 

Asset Allocation 

 

This portfolio will be invested primarily in a diversified portfolio of non-U.S. common stocks or 

securities convertible into common stocks with market capitalizations greater than $1 Billion at time 

of purchase. 

 

At times, a portion of the portfolio may be invested in fixed income short-term securities or cash 

instruments. As the aim of this portfolio is to be fully invested, the cash and equivalent position shall 

normally average less than 10% of the portfolio. 

 

All asset allocation and investment decisions will be made by Manager at its discretion, based on 

economic and market conditions, the availability of particular investment opportunities, and other 

considerations that Manager deems relevant. 

 

Diversification and Concentration 

 

In accordance with Managerôs general investment philosophy as stated in the response to the Request 

for Proposal, this portfolio shall adhere to the guidelines established for portfolio diversification which 

may be amended by the Manager from time to time.  As of the date of this Agreement, such guidelines 

are as follows: 

 

Style and Size Risks: Size (capitalization) will be similar to the MSCI EAFE Index over time. Style 

will be core (similar to the index) but actively managed. 

 

Market Timing Risk: As an active manager, Manager will maintain under normal circumstances 

average cash balances of 10% or less. 
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Country Risk: Maximum country weightings shall be the larger of: 

1.5X the benchmark (MSCI EAFE) or 50% of portfolio for large countries; 

2X the benchmark or 25% of portfolio for medium countries (including Canada); 

3X the benchmark or 10% of portfolio for small countries; 

up to 15% of portfolio (10% emerging markets, 5% other countries) may be invested in non-

benchmark countries (excluding Canada). 

 

Currency Risk:. Manager will not attempt to add value through currency management. However, 

occasional use of currency hedges may be appropriate.  Hedging is done only for defensive purposes 

and normally will not exceed 20% of portfolio, though exposure is permitted up to 75% of the 

portfolio. 

 

Industry/Sector Risk: Since sector deviation is a result of active individual stock selection, the 

portfolio is not managed to sector guidelines.   However, it is expected that over time, portfolio sector 

exposures will be generally similar to the benchmark sector exposures given that the majority of 

value-added is to be derived from country and stock selection. 

 

Risk Measures and Controls 
 

Manager expects to maintain risk exposures of the equity portfolio at levels similar to the overall 

international equity market and will strive to limit aggressive deviations from market risk levels. A 

clear set of risk measures and controls will be used by Manager for monitoring the risk exposures of 

the portfolio. The minimum expected tracking error for this portfolio is between 7-8%.  However, the 

emphasis on active selection of individual stocks means that the portfolio is not managed to achieve a 

particular level of tracking error. 
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INDIVIDUAL MANAGER GUIDELINES 

FIDELITY MANAGEMENT TRUST COMPANY 

INTERNATIONAL EQUITY PORTFOLIO 

 

Account Objective: 

 
The investment objective for the Account is to invest in developed and emerging international equity 

securities using a ñcoreò style, with returns over a market cycle exceeding those of the MSCI Europe 

Australia Far East (ñEAFEò) Index.  The Account will be invested in Contractorôs ñSelect 

International commingled trust fund, referred to here as ñthe portfolioò.  The portfolio will be 

managed in accordance with Contractorôs investment philosophy and process as described in 

Contractorôs response to ERBôs Request for Proposal.  ERB recognizes that the active management of 

investment portfolios involves risk of underperformance of the benchmark.  ERB accepts this risk and 

understands that no assurance can be given that clientôs objectives can or will be achieved for any 

particular period within a market cycle. 

 

Investment Guidelines 

Asset Allocation 

This portfolio will be invested primarily in a diversified portfolio of non-U.S. common stocks or 

securities convertible into common stocks. At times, a portion of the portfolio may be invested in 

fixed income short-term securities or cash instruments.  As the aim of this Account is to be fully 

invested, the cash and equivalent position shall be kept below 5% of the portfolio. All asset allocation 

and investment decisions will be made by Contractor, at its discretion, based on, economic and market 

conditions, the availability of particular investment opportunities, and other considerations that 

Contractor deems relevant. 

 

       Diversification and Concentration 

In accordance with ERBôs Investment Goals, Objectives, and Policies, this account shall adhere to the 

guidelines established for portfolio diversification: 

Style and Size risks:  Size (capitalization) and style exposures will be similar to the MSCI EAFE 

Index over time  

Market Timing Risk:  As an active manager, Contractor will maintain average cash balances of 5% or 

less. 

Country Risk:  Regional weights will be neutral to the MSCI EAFE benchmark.  Country weights will 

have a maximum deviation from the benchmark of +/- 3%. 

Currency Risk: The expectation is that the portfolio shall be unhedged on a normal basis, similar to the 

benchmark. Contractor will not attempt to add value through currency management.  However, 

occasional use of currency hedges may be appropriate. 

Industry/Sector Risk:  Maximum sector deviation from the benchmark  will be +/- 2.5%.  On the 

individual stock level, the maximum deviation from the index will be +/-2%. 
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 Risk Measures and Controls 

Contractor shall maintain risk exposures of the equity portfolio at levels similar to the overall 

international equity market and will limit aggressive deviations from market risk levels.  A clear set of 

risk measures and controls will be used by Contractor for monitoring the risk exposures of the 

portfolio. The expected tracking error for this portfolio will be less than 4%. 
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New Mexico Educational Retirement Board 

Investment Guidelines 
FOR 

Fidelity Broad Market Duration Portfolio 
 

 
Investment Objective 

 

The Portfolio seeks to generate returns that exceed the Lehman Brothers Aggregate Bond Index (the 

ñBenchmarkò) through investments in investment-grade fixed income securities. Over a full market cycle, 

the return objective is 50 basis points per year, gross of fees. The annualized tracking error target is 80 

basis point per year over the same market cycle.  

 

Eligible Investments  
 

Investments in the Portfolio may include, but are not limited to, the following types of fixed income 

securities: 

 

A) Debt obligations issued or guaranteed by the U.S. government, U.S. government agencies or U.S. 

government-sponsored corporations or agencies. 

 

B) Debt obligations of domestic and non-U.S. corporations, foreign governmental issuers and 

supranationals. 

 

C) Mortgage-backed securities, including collateralized mortgage obligations and commercial mortgage-

backed securities, and other debt instruments backed by mortgage-backed securities. 

 

D) Asset-backed securities. 

 

E) Obligations issued or guaranteed by U.S. local, city and state governments and agencies. 

 

F) Private placements, including securities defined under Rule 144A. 

 

G) Derivative instruments, including futures contracts, option contracts and swap agreements.   

 

H) Other securities not represented in the Benchmark, including, but not limited to, zero coupon bonds, 

medium-term notes, non-dollar denominated bonds, convertible bonds, preferred stock, structured 

notes, floating-rate debt, and Treasury inflation-protected securities. 

 

I) Cash or short-term debt obligations, including, but not limited to, Government securities, commercial 

paper, certificates of deposit, time deposits, bankers acceptances, and repurchase agreements. 

 

J) Collective investment vehicles or shares of investment companies that invest primarily in fixed 

income securities; provided, however, that any such investments shall be made in accordance with the 

Employee Retirement Income Security Act of 1974, as amended (ñERISAò). 
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Credit Quality 

 

Under normal circumstances, the Portfolio will follow the guidelines listed below: 

 

A) At the time of purchase, if a security is rated, the security must be rated investment-grade (BBB-, or 

the equivalent) by one or more nationally recognized rating organizations.  If a security is split-rated, 

the higher rating shall apply.  If a security is not rated by any of the nationally recognized rating 

agencies, such security may be purchased only if Fidelity has assigned it an investment-grade rating. 

 

B) The average credit quality of the Portfolio will be at least A3 or A-.  For purposes of determining the 

average credit quality of the Portfolio, debt obligations issued or guaranteed by the U.S. government, 

U.S. government agencies and U.S. government-sponsored enterprises are deemed to carry an AAA 

rating. 

 

Diversification  
 

Under normal circumstances, the Portfolio will follow the guidelines listed below: 

 

A) At the time of purchase, the maximum investment in the debt of a single credit issuer or asset-backed 

trust will be either 5% of the Portfolio or a 100% Benchmark weighting, whichever is greater.  Debt 

obligations issued or guaranteed by the U.S. government, U.S. government agencies and U.S. 

government-sponsored enterprises are exempt from this limitation.   

 

B) At the time of purchase, the maximum investment in asset-backed securities of any single sponsor will 

be no more than 10%.  Debt obligations issued or guaranteed by the U.S. government, U.S. 

government agencies and U.S. government-sponsored enterprises are exempt from this limitation.   

 

C) At the time of purchase, the maximum investment in the debt of a single industry will be either 25% of 

the Portfolio or a 100% Benchmark weighting, whichever is greater.  Debt obligations issued or 

guaranteed by the U.S. government, U.S. government agencies, U.S. government-sponsored 

enterprises and foreign governments are exempt from this limitation.   

 

 
Interest Rate Sensitivity 

 

Under normal circumstances, the interest rate sensitivity of the Portfolio generally will be managed to 

approximate the expected interest rate sensitivity of the Benchmark. 
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INDIVIDUAL MANAGER GUIDELINES 

FRANKLIN ADVISORS 

 

Account Objective: 

 

The investment objective for the Account is to invest in small capitalization equity securities using a 

ñgrowthò style, with returns over a market cycle exceeding those of the Russell 2000 Growth Index. 

The portfolio will further be managed in accordance with Contractorôs investment philosophy and 

process as described in Contractorôs response to ERBôs Request for Proposal.  ERB recognizes that 

the active management of investment portfolios involves risk of underperformance of benchmark.  

ERB accepts this risk and understands that no assurance can be given that clientôs objectives can or 

will be achieved for any particular period within a market cycle.  

 

The Account will invest in equity securities with a weighted average market capitalization similar to 

that of the Russell 2000 Growth Index.  

 

Investment Guidelines 

 

      Asset Allocation: 

This portfolio is to be invested in publicly-traded equity securities that are listed on national securities 

exchanges, including the NASDAQ over-the-counter exchange.   In accordance with the Statutes and 

Policies of the Educational Retirement Board, the portfolio may not: 

¶ Invest for the purpose of exercising control of management; 

¶ Invest in commodities or commodity contracts; 

¶ Sell uncovered call options or sell put options; 

¶ Purchase futures or options; 

¶ Sell securities short; 

¶ Invest in securities that would create leverage in the portfolio. 

 

At times a portion of the portfolio may be allocated to cash.  The cash portion will be managed by 

ERBôs Custodian and will be swept daily into the Custodianôs Short Term Investment Fund.  The cash 

allocation will be included in the total market value of Contractorôs account for purposes of both fees 

and performance evaluation. 

 

ERB retains the right to lend securities held in this portfolio.  Fees earned on securities lending will 

not be credited to Contractorôs performance record. 

 

All asset allocation and investment decisions will be made by Contractor, at its discretion, based on 

ERBôs objectives, economic and market conditions, the availability of particular investment 

opportunities, and other considerations that Contractor deems relevant. 

 

ERB may notify Contractor at any time not to invest any funds in the Account in specific securities or 

specific categories of securities or in either or both beyond a certain percentage of the Account and 

Contractor shall promptly follow those instructions. 
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      Diversification: 

In accordance with ERBôs Investment Goals, Objectives, and Policies, this account shall adhere to the 

guidelines established for portfolio diversification: 

 

Style and Size risks:  Size (capitalization) exposure will be similar to the Russell 2000 Growth 

benchmark over time with the objective of a minimum information ratio of 0.75 over rolling three-

year periods. 

 

Market timing risk:  As an active manager, Contractor will maintain average cash balances of 5% or 

less. 

 

Sector Risk:  Portfolio may not invest more than 200% of a sector, for sectors weighing equal to or 

greater than 10% of the benchmark sector weight.  For sectors weighing between 5% and 10%, the 

portfolio may not invest more than 250% of the benchmark sector weight.  For sectors weighing 

between 0% and 5% portfolios may invest in up to 400% of the benchmark sector weight. 

 

Issuer Risk:  Portfolio may not invest more than 5% per issuer at market value, or 120% of the 

benchmark weight, whichever is greater. 

 

Issue risk:  Portfolio may not invest more than 7% per issue at market value or 120% of the 

benchmark weight, whichever is more.   

 

Issuer Risk and Issue Risk shall all be determined at the time of purchase. 

 

      Risk Measures and Controls: 

Contractor shall maintain risk exposures of the equity portfolio at levels similar to the overall U.S. 

Small Cap equity market and will limit aggressive deviations from market risk levels.  A clear set of 

risk measures and controls will be used by Contractor for monitoring the risk exposures of the 

portfolio. 
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INDIVIDUAL MANAGER GUIDELINES 

 

GOLDMAN SACHS ASSET MANAGEMENT, LP 

 

Account Objective: 

 

The investment objective for the Account is to invest in large capitalization equity securities using a 

ñgrowthò style, with returns over a market cycle exceeding those of the Russell 1000 Growth Index. 

The portfolio will further be managed in accordance with Contractorôs investment philosophy and 

process as described in Contractorôs response to ERBôs Request for Proposal.  ERB recognizes that 

the active management of investment portfolios involves risk of underperformance of benchmark.  

ERB accepts this risk and understands that no assurance can be given that clientôs objectives can or 

will be achieved for any particular period within a market cycle.  

 

The Account will invest in equity securities with a weighted average market capitalization similar to 

that of the Russell 1000 Growth Index.  

 

Investment Guidelines 

 

      Asset Allocation: 

This portfolio is to be invested in publicly-traded equity securities that are listed on national securities 

exchanges, including the NASDAQ over-the-counter exchange.   In accordance with the Statutes and 

Policies of the Educational Retirement Board, the portfolio may not: 

¶ Invest for the purpose of exercising control of management; 

¶ Invest in commodities or commodity contracts; 

¶ Sell uncovered call options or sell put options; 

¶ Purchase futures or options; 

¶ Sell securities short; 

¶ Invest in securities that would create leverage in the portfolio. 

 

At times a portion of the portfolio may be allocated to cash.  The cash portion will be managed by 

ERBôs Custodian and will be swept daily into the Custodianôs Short Term Investment Fund.  The cash 

allocation will be included in the total market value of Contractorôs account for purposes of both fees 

and performance evaluation. 

 

ERB retains the right to lend securities held in this portfolio.  Fees earned on securities lending will 

not be credited to Contractorôs performance record. 

 

All asset allocation and investment decisions will be made by Contractor, at its discretion, based on 

ERBôs objectives, economic and market conditions, the availability of particular investment 

opportunities, and other considerations that Contractor deems relevant. 

 

ERB may notify Contractor at any time not to invest any funds in the Account in specific securities or 

specific categories of securities or in either or both beyond a certain percentage of the Account and 

Contractor shall promptly follow those instructions. 
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      Diversification: 

In accordance with ERBôs Investment Goals, Objectives, and Policies, this account shall adhere to the 

guidelines established for portfolio diversification: 

 

Market timing risk:  As an active manager, Contractor will maintain average cash balances of 5% or 

less. 

 

Sector Risk:  Portfolio may not invest more than 150% of a sector, for sectors weighing equal to or 

greater than 15% of the benchmark sector weight.  For sectors weighing between 5% and 15%, the 

portfolio may not invest more than 200% of the benchmark sector weight.  For sectors weighing 

between 0% and 5% portfolios may invest in up to 400% of the benchmark sector weight.  It is agreed 

that there may be periods, due to index rebalancing or differences in Contractorôs issue sector 

classification that would cause the portfolio to be non-compliant with these guidelines.  The 

Contractor will proactively apprise the ERB of possible sector risk non-compliance. 

 

Issuer Risk:  Portfolio may not invest more than 7% per issuer at market value or 120% of the 

benchmark weight, whichever is greater. 

 

Issue risk:  Portfolio may not invest more than 7% per issue or 120% of the benchmark weight; 

whichever is more at market value.   

 

      Risk Measures and Control Objectives: 

Style and Size risks:  Size (capitalization) exposure will be similar to the Russell 1000 Growth 

benchmark over time with a minimum information ratio of 0.50 over rolling three-year periods. 

 

Contractor shall maintain risk exposures of the equity portfolio at levels similar to benchmark and will 

limit aggressive deviations (defined as those materially inconsistent with the targeted tracking error 

specified below) from market risk levels.  A clear set of risk measures and controls will be used by 

Contractor for monitoring the risk exposures of the portfolio.  The targeted tracking error for this 

portfolio will be less than 7% over rolling 3-year market cycles.  Tracking error is generally measured 

as the standard deviation of returns of the relevant strategy relative to the specified benchmark. A 

ónormalô distribution of returns suggests that two thirds of the time the Portfolioôs annual return will 

lie in a range of the benchmark return plus or minus the tracking error if the market behaves as 

predicted based on past patterns.  While it is the Contractorôs  intention to achieve an actual tracking 

error which approximates targeted levels over a long term business cycle this objective will not be met 

during all periods, and may not be achieve as a whole due to market conditions, sector positioning, 

specific security selection, or other reasons. 
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INDIVIDUAL MANAGER GUIDELINES 

INSTITUTIONAL CAPITAL 

Account Objective: 

 

The investment objective for the Account is to invest in large capitalization equity securities using a 

ñvalueò style, with returns over a market cycle exceeding those of the Russell 1000 Value Index. The 

portfolio will further be managed in accordance with Contractorôs investment philosophy and process 

as described in Contractorôs response to ERBôs Request for Proposal.  ERB recognizes that the active 

management of investment portfolios involves risk of underperformance of benchmark.  ERB accepts 

this risk and understands that no assurance can be given that clientôs objectives can or will be achieved 

for any particular period within a market cycle.  

 

The Account will invest in equity securities with a weighted average market capitalization similar to 

that of the Russell 1000 Value Index.  

 

Investment Guidelines 

 

      Asset Allocation: 

This portfolio is to be invested in publicly-traded equity securities that are listed on national securities 

exchanges, including the NASDAQ over-the-counter exchange.   In accordance with the Statutes and 

Policies of the Educational Retirement Board, the portfolio may not: 

¶ Invest for the purpose of exercising control of management; 

¶ Invest in commodities or commodity contracts; 

¶ Sell uncovered call options or sell put options; 

¶ Purchase futures or options; 

¶ Sell securities short; 

¶ Invest in securities that would create leverage in the portfolio. 

 

At times a portion of the portfolio may be allocated to cash.  The cash portion will be managed by 

ERBôs Custodian and will be swept daily into the Custodianôs Short Term Investment Fund.  The cash 

allocation will be included in the total market value of Contractorôs account for purposes of both fees 

and performance evaluation. 

 

ERB retains the right to lend securities held in this portfolio.  Fees earned on securities lending will 

not be credited to Contractorôs performance record. 

 

All asset allocation and investment decisions will be made by Contractor, at its discretion, based on 

ERBôs objectives, economic and market conditions, the availability of particular investment 

opportunities, and other considerations that Contractor deems relevant. 

 

ERB may notify Contractor at any time not to invest any funds in the Account in specific securities or 

specific categories of securities or in either or both beyond a certain percentage of the Account and 

Contractor shall promptly follow those instructions. 
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      Diversification: 

In accordance with ERBôs Investment Goals, Objectives, and Policies, this account shall adhere to the 

guidelines established for portfolio diversification: 

 

Style and Size risks:  Size (capitalization) exposure will be similar to the Russell 1000 Value 

benchmark over time with a minimum information ratio of 0.40 over rolling three-year periods. 

 

Market timing risk:  As an active manager, Contractor will maintain average cash balances of 5% or 

less. 

 

Sector Risk:  Portfolio may not invest more than 130% of a sector, for sectors weighing equal to or 

greater than 10% of the benchmark sector weight.  For sectors weighing between 5% and 10%, the 

portfolio may not invest more than 250% of the benchmark sector weight.  For sectors weighing 

between 0% and 5% portfolios may invest in up to 400% of the benchmark sector weight. 

 

Issuer Risk:  Portfolio may not invest more than 7% per issuer at market value. 

 

Issue Risk:  Portfolio may not invest more than 7% per issue at market value.  

 

      Risk Measures and Controls: 

Contractor shall maintain risk exposures of the equity portfolio at levels similar to the overall equity 

market and will limit aggressive deviations from market risk levels.  A clear set of risk measures and 

controls will be used by Contractor for monitoring the risk exposures of the portfolio. 
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INDIVIDUAL MANAGER GUIDELINES 

ENHANCED BOND INDEXING GUIDELINES 

for 

LEHMAN BROTHERS ASSET MANAGEMENT LLC 

(The ñManagerò) 

Performance Target: 15-25 bp above the Lehman Aggregate Index at a tracking error of 20 bp 

 

Eligible Investment: 

1. All securities contained in the Lehman Brothers Aggregate Bond Index, their equivalents as 

determined by the Manager, and other instruments including: 

Å Treasury and Agency securities 

Å Corporate securities 

Å Mortgage-backed securities including agency pass-thru issues, collateralized mortgage 

obligations, other structures such as interest only (IO) and principal only (PO) structures 

Å  Asset-backed securities 

Å Commercial mortgage backed securities 

Å Securities issued under rule 144A (with or without registration rights) 

Å Non-U.S. fixed income securities that are denominated in U.S. dollars. 

2. Additional eligible investments include: 

Å Cash and cash equivalents as described in the Short-Term Investments Section 

Å Forward purchase and sales transactions 

Å Derivatives as specified under the Derivatives Section, which may include exchange traded 

and over the counter traded financial futures, options, swaps. 

 

Issuer/Issue Type/Industry restrictions: 

1. The maximum holding in a single issue, excluding U.S. Government and Government Sponsored 

Enterprises, is 5% of the portfolioôs total market value. 

2. The maximum holding in IO and PO securities is 5% of the portfolioôs total market value. 

 

Rating Restrictions: 

1. The minimum individual issuer credit rating is BBB- by S&P, or an equivalent rating by Moodyôs, 

Duff & Phelps or Fitch 

2. The minimum overall weighted average quality for the portfolio is A using a hierarchy of 

Moodyôs, S&P and Fitch ratings. 

 

Derivatives: 

1. Derivatives may not be used to create a portfolio structure that is incompatible with any guideline 

contained within this document 

2. The maximum holdings in derivative instruments is 50% of the portfolioôs total market value 

3. The maximum investment, as measured by notational amount, in a single type of swap transaction 

is 25% of the portfolioôs total market value 

4. The maximum investment, as measured by notational amount, in a single-name credit default swap 

is 5% 

5. The maximum investment in exchange traded futures and options is 30% of the portfolioôs market 

value 
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6. The maximum investment in non-exchange traded futures and options is 5% of the portfolioôs 

market value 

7. The minimum rating for a counter party is A by S&P, or an equivalent rating by Moodyôs, Duff & 
Phelps or Fitch 

 

Short-Term Investments: 
1. The maximum in cash and cash equivalents, excluding liquid assets required as collateral for 

forward commitments, is 20% 

2. Permitted short-term securities include:   

Å U.S. Treasury and Agency issues 

Å Certificates of Deposit (CDs) 

Å Bankersô Acceptances (BAs) 

Å Floating rate notes of domestically chartered banks.  The minimum rating is AA by S&P, or an 

equivalent rating by Moodyôs, Duff & Phelps or Fitch.  Short-term obligations issued by banks 

must be direct obligations of banks or bank holding companies or subsidiaries as long as such 

obligations are fully guaranteed by the parent company 

Å Repurchase agreements (Repos) collateralized by U.S. Treasury and agency securities at a 

minimum 102%; the maximum maturity for the Repos is 7 days; the minimum rating for a 

counter party is A by S&P, or an equivalent rating by Moodyôs, Duff & Phelps or Fitch 

Å The minimum rating for commercial paper is A1 by S&P or P1 by Moodyôs 

Å Money market funds of commercial banks 

 

Additional Restrictions: 

1. The portfolio duration will be within ° 0.25 years of the index duration as measured by the 

Manager 

2. The use of leverage is not permitted 

3. All securities must be denominated in U.S. dollars 

4. The maximum for forward purchase and sales transactions is 30% based on the portfolioôs total 

market value 
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INDIVIDUAL MANAGER GUIDELINES 

 

J.P. MORGAN INVESTMENT MANAGEMENT INC.  

 

  

 

Account Objective 

 

The investment objective for the Account is to invest in developed and emerging international equity 

securities using a ñcoreò style, with returns over a market cycle exceeding those of the MSCI Europe 

Australia Far East (ñEAFEò) Index. The Account will be invested in Managerôs ñEAFE Equity Plus 

commingled trust fund, referred to here as ñthe portfolioò. The portfolio will be managed in 

accordance with Managerôs investment philosophy and process as described in Managerôs response to 

ERBôs Request for Proposal. ERB recognizes that the active management of investment portfolios 

involves risk of underperformance of the benchmark. ERB accepts this risk and understands that no 

assurance can be given that clientôs objectives can or will be achieved for any particular period within 

a market cycle. 

 

Investment Guidelines 

 

Asset Allocation 

This portfolio will be invested primarily in a diversified portfolio of non-U.S. common stocks or 

securities convertible into common stocks. 

 

At times, a portion of the portfolio may be invested in fixed income short-term securities or cash 

instruments. As the aim of this Account is to be fully invested, the cash and equivalent position shall 

normally average less than 5% of the portfolio. 

 

All asset allocation and investment decisions will be made by Manager at its discretion, based on 

economic and market conditions, the availability of particular investment opportunities, and other 

considerations that Manager deems relevant. 

 

Diversification and Concentration 

 

In accordance with Managerôs investment philosophy as stated in the response to the Request for 

Proposal, this account shall adhere to the guidelines established for portfolio diversification: 

 

Style and Size Risks: Size (capitalization) will be similar to the MSCI EAFE Index over time. Style 

will be core (similar to the index) but with a growth tilt. 

 

Market Timing Risk: As an active manager, Manager will maintain under normal circumstances 

average cash balances of 5% or less. 

 

Country Risk: Maximum deviations from the MSCI EAFE index will be +/- 7% for Europe and the 

United Kingdom, +/- 6% for Japan and +/- 4% for the Far East. 

 



 

NMERB Investment Policy  
February 2006 

37 

Currency Risk: The expectation is that the portfolio shall be unhedged on a normal basis, similar to the 

benchmark. Manager will not attempt to add value through currency management. However, 

occasional use of currency hedges may be appropriate. 

 

Industry/Sector Risk: Maximum sector deviations from the MSCI EAFE Index will be +/- 5%. On the 

individual stock level, the maximum deviation from the index will be +/- 4% 

 

Risk Measures and Controls 
 

Manager shall maintain risk exposures of the equity portfolio at levels similar to the overall 

international equity market and will limit aggressive deviations from market risk levels. A clear set of 

risk measures and controls will be used by Manager for monitoring the risk exposures of the portfolio. 

The expected tracking error for this portfolio is between 3-6%. 
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NEW MEXICO EDUCATIONAL RETIREMENT BOARD 

INVESTMENT GUIDELINES  

FOR 

 POST ADVISORY GROUP, L.L.C. 

High Yield Bonds 

 

Investment Philosophy 

The primary investment role of the high yield bond portfolio is to provide relatively high current income 

relative to investment grade bonds without the incurrence of undue principal risk.  Long-term performance 

objectives will be achieved through risk controlled portfolio management approaches that emphasize 

higher credit quality, cash yielding, senior debentures in a well diversified manner.  Performance 

objectives shall not be achieved through interest rate forecasting. 

I. Investment Policy 

A. Investment Objective 

1. The primary investment objective is to generate a rate of return from investments in 

high yield bonds that is greater than the U.S. high yield bond market net of all costs and 

fees over the course of a five-year market cycle. 

B. Performance Objectives 

1. Exceed the total return of the Citigroup High Yield Market Cash Pay Index by 1.0% 

annually after fees over three year periods. 

2. Perform in the top half of the Wilshire High Yield Bond Manager Universe over five 

year periods. 

C. Special Constraints and Considerations 

1. The Investment program shall at all times comply with existing and future applicable 

State and Federal regulations. 

2. Tax Status - Earnings in the portfolio are exempt from taxation; therefore, tax 

considerations are not a constraint on portfolio management. 

3. Liquidity Needs - Moderate cash flows will occasionally occur in and out of the 

portfolio. 

4. Trading - There are no requirements for, or restrictions against, realization of net 

investment gains or losses during any accounting period. 
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II. Investment Guidelines 

A. Asset Allocation 

1. The portfolio will be invested primarily in high yield fixed income bonds, convertible 

bonds and preferred stocks.  At times a portion of the portfolio may be invested in fixed 

income short-term securities with maturities less than one year.  The maximum position 

allowed in short-term securities is 10%.  Higher cash allocations require the written 

approval of ERB. 

B. Types of Securities 

1. The portfolio will be invested in a diversified portfolio of non-investment grade 

corporate bonds, preferred stocks, convertible securities, bank loans and money market 

instruments. 

2. The portfolio may have exposure to the broad fixed income market. 

3. Securities issued as the result of a leveraged buyout are acceptable; however, such 

securities, in aggregate, should not exceed 35% of the total portfolio market value at 

the time of purchase. 

4. Rule 144A securities may be purchased to the extent that such securities, in aggregate, 

do not exceed 40% of the total portfolio market value at the time of purchase or the 

percent such securities comprise of the benchmark. 

5. In aggregate, private placements other than Rule 144A securities shall not exceed 10% 

of the total portfolio market value at the time of purchase. 

6. Deferred pay and zero coupon securities may be invested in up to 15%, in aggregate, of 

the total portfolio value at time of purchase. 

C. The Manager may not: 

1. Sell uncovered call options or sell put options.   

2. Sell securities short. 

3. Invest in non-dollar denominated securities. 

4. Invest in mutual funds or group trusts unless approved by ERB. 

5. Invest in direct real estate investments, commodities or commodity (futures) contracts, 

or warrants.  Equity, including warrants, acquired as units or attached to securities are 

exempt from this restriction; however, such securities should not exceed 10% of the 

total portfolio market value at the time of purchase. 

 

III. Diversification and Concentration 

A. The portfolioôs investments will be appropriately distributed to provide prudent 

diversification.  At the time of purchase, the maximum holding in individual issues/sectors 

will be: 

Public Corporate Bonds 100% 

Bank loans 10% 

U.S. Treasury obligations 15% 

Federal Agency bonds 10% 

Non-U.S. sovereign bonds 10% 

Emerging market debt   5% 

Mortgages   5% 

B. The following maximum credit quality constraints will apply to the portfolio.  The weighted 

average portfolio credit quality will be at least double-B rated per Moodyôs credit ratings. 

Ba 100% 

B 100% 
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Below B 20% 

CCC 20% 

CC 10% 

C    5% 

D 10% 

Non-rated 10% 

For split ratings, the highest rating at the time of purchase will prevail. 

C. Portfolio concentration within a single industry will not exceed 25% with the exception of 

Treasury issues. 

D. Portfolio concentration in any single issuer will not exceed 5% with the exception of 

Treasury issues.   

E. No single investment shall exceed 10% of the outstanding principal amount of an issue. 

F. The long-term policy duration target shall equal the duration of the benchmark portfolio.  

Active duration deviations relative to the benchmark are not to be intended by the portfolio 

manager. 

IV. Evaluation and Review 

A. Policy and Guideline Review 

1. ERB shall review the investment objectives and guidelines at least annually.  Given 

changing economic and capital market conditions, an in-depth evaluation of how 

existing guidelines are affecting the managerôs ability to meet policy objectives is 

warranted at least every three years. 

2. Manager performance shall be evaluated at multiple levels in accordance with the 

Performance Objectives. 

B. Risk Measures and Controls 

1. A clear and usable set of risk measures and controls will be used for monitoring the risk 

exposures of the portfolio. 

2. Over time, portfolio risk should be comparable to the level of market risk reflected by 

the benchmark. 

3. ERB shall be notified immediately, via telephone and confirmed in writing, of the 

departure of personnel associated with the investment management process employed 

in the ERB portfolio.  

C. Portfolio Reporting 

1. The manager shall provide ERB a complete list of portfolio holdings, including current 

market prices, on a monthly basis. 
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INDIVIDUAL MANAGER GUIDELINES 

 

ROTHSCHILD ASSET MANAGEMENT, INC. 

 

Account Objective: 

 

The investment objective for the Account is to invest in small capitalization equity securities using a 

ñvalueò style, with returns over a market cycle exceeding those of the Russell 2000 Value Index. The 

portfolio will further be managed in accordance with Contractorôs investment philosophy and process 

as described in Contractorôs response to ERBôs Request for Proposal.  ERB recognizes that the active 

management of investment portfolios involves risk of underperformance of benchmark.  ERB accepts 

this risk and understands that no assurance can be given that clientôs objectives can or will be achieved 

for any particular period within a market cycle.  

 

The Account will invest in equity securities with a weighted average market capitalization similar to 

that of the Russell 2000 Value Index.  

 

Investment Guidelines 

 

      Asset Allocation: 

This portfolio is to be invested in publicly-traded equity securities that are listed on national securities 

exchanges, including the NASDAQ over-the-counter exchange.   In accordance with the Statutes and 

Policies of the Educational Retirement Board, the portfolio may not: 

¶ Invest for the purpose of exercising control of management; 

¶ Invest in commodities or commodity contracts; 

¶ Sell uncovered call options or sell put options; 

¶ Purchase futures or options; 

¶ Sell securities short; 

¶ Invest in securities that would create leverage in the portfolio. 

 

At times a portion of the portfolio may be allocated to cash.  The cash portion will be managed by 

ERBôs Custodian and will be swept daily into the Custodianôs Short Term Investment Fund.  The cash 

allocation will be included in the total market value of Contractorôs account for purposes of both fees 

and performance evaluation. 

 

ERB retains the right to lend securities held in this portfolio.  Fees earned on securities lending will 

not be credited to Contractorôs performance record. 

 

All asset allocation and investment decisions will be made by Contractor, at its discretion, based on 

ERBôs objectives, economic and market conditions, the availability of particular investment 

opportunities, and other considerations that Contractor deems relevant. 

 

ERB may notify Contractor at any time not to invest any funds in the Account in specific securities or 

specific categories of securities or in either or both beyond a certain percentage of the Account and 

Contractor shall promptly follow those instructions. 
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      Diversification: 

In accordance with ERBôs Investment Goals, Objectives, and Policies, this account shall adhere to the 

guidelines established for portfolio diversification: 

 

Style and Size risks:  Size (capitalization) exposure will be similar to the Russell 2000 Value 

benchmark over time with a minimum information ratio of 0.30 over rolling three-year periods. 

 

Market timing risk:  As an active manager, Contractor will maintain average cash balances of 5% or 

less. 

 

Sector Risk:  Portfolio may not invest more than 200% of a sector, for sectors weighing equal to or 

greater than 10% of the benchmark sector weight.  For sectors weighing between 5% and 10%, the 

portfolio may not invest more than 250% of the benchmark sector weight.  For sectors weighing 

between 0% and 5% portfolios may invest in up to 400% of the benchmark sector weight. 

 

Issuer Risk:  Portfolio may not invest more than 7% per issuer at market value, or 120% of the 

benchmark weight, whichever is greater. 

 

Issue risk:  Portfolio may not invest more than 5% per issue at market value.  For issues less than 2% 

of the benchmark weight, the maximum relative weight may be 200%. 

 

      Risk Measures and Controls: 

Contractor shall maintain risk exposures of the equity portfolio at levels similar to the overall equity 

market and will limit aggressive deviations from market risk levels.  A clear set of risk measures and 

controls will be used by Contractor for monitoring the risk exposures of the portfolio. 
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INDIVIDUAL MANAGER GUIDELINES 

FULLY DISCRETIONARY CORE FIXED INCOME 

INVESTMENT GUIDELINES 

for 

WESTERN ASSET MANAGEMENT COMPANY 

 

Objectives 

 

Subject to the considerations outlined below, overall Investment Policy shall seek to: 

 

 (1) maximize long term total return in the portfolio; 

 (2) control and restrict overall portfolio risk. 

 

 Performance target: 100-125 bp above the Lehman Aggregate Index , at a tracking error of 

75 bp or less 

 

Eligible Securities 

 

Any of the following fixed income securities and their futures or options derivatives, 

individually or in commingled vehicles, subject to credit, diversification and marketability 

guidelines below, may be held outright and under resale agreement: 

 

(1) Obligations issued or guaranteed by the U.S. Federal Government, U.S. Federal 

agencies or U.S. government-sponsored corporations and agencies; 

 

(2) Obligations of U.S. and non-U.S. corporations such as mortgage bonds, convertible 

and non-convertible notes and debentures, preferred stocks, commercial paper, 

certificates of deposit and bankers acceptances issued by industrial, utility, finance, 

commercial banking or bank holding company organizations; 

 

(3) Mortgage-backed and asset-backed securities (including CDOs, CBOs & CLOs); 

 

(4) Obligations, including the securities of emerging market issuers, denominated in 

U.S. dollars or foreign currencies of international agencies, supranational entities 

and foreign governments (or their subdivisions or agencies), as well as foreign 

currency exchange-related securities, warrants, and forward contracts; 

 

(5) Obligations issued or guaranteed by U.S. local, city and state governments and 

agencies; 

 

 (6) Swaps, forwards, options on swaps, options on forwards; 

 

 (7) Securities defined under Rule 144A and Commercial Paper defined under Section 4(2) of 

the Securities Act of 1933; 
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 (8) Swaps, futures and options on commodity indices; and 

 

 (9) Bank Loans. 

 

Duration Exposure 

 

The average weighted duration of portfolio security holdings including futures positions is 

expected to range within ± 20% of the benchmark.  Options positions will be limited to 

those which, in a reasonable range of market scenarios, will not change the portfolio's 

average weighted duration by more than + 20%. 

 

Credit Quality 

 

In all categories, emphasis will be on high-quality securities and the weighted average of 

portfolio holdings will not fall below AA- or equivalent.  Holdings are subject to the 

following limitations: 

 

(1) Rated Securities:  At least 70% of the portfolio will be of "investment grade", i.e. 

rated as high as or higher than the following standards or their equivalent by one or 

more nationally recognized statistical rating organizations (NRSRO): 

 

 Standard & Poor's  BBB-, or A-2, or 

 Moody's Baa3, or Prime-2, or 

 Fitch BBB-, or F-2 

 

(2) Other Unrated Securities:  Securities not covered by the standards in (1) above will 

normally be, in the judgment of Western Asset Management, at least equal in credit 

quality to the criteria implied in those standards.  

 

(3) Downgraded Securities:  In the event downgraded securities cause a breach of the 

maximum percentage allocation permitted in below investment grade, Western 

Asset Management may continue to hold the positions but will not make any further 

purchases to increase the position.  

 

(4)  Securities Inside 270 Days:  For securities with legal final maturities of 270 days or 

less, Western Asset Management may use the underlying creditôs short term ratings 

as proxy for establishing the minimum credit requirement. 
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Diversification 

 

(1) Maturity:  Securities covering the full range of available maturities are acceptable. 

 

(2) Sector:  The portfolio will at all times be diversified among the major market 

sectors, subject to the following limitations: 

 

(a) up to 20% of the portfolio may be invested in non-dollar denominated 

securities; up to 10% of the portfolio may be invested in un-hedged non-

dollar denominated securities; 

 

(b) up to 20% of the portfolio may be invested in U.S. securities rated below 

investment grade, however over a full cycle we would expect the domestic 

high yield exposure to average less than 10%; and 

 

(c) up to 10% of the portfolio may be invested in non-U.S. securities (dollar 

and non-dollar denominated) rated below investment grade. 

 

(3) Issuer:  Holdings are subject to the following limitations: 

 

(a) Obligations issued or guaranteed by the U.S. government, U.S. agencies or 

U.S. government-sponsored corporations and agencies are eligible without 

limit. 

 

(b) Obligations of other national governments are limited to 10% per issuer. 

 

(c) Private mortgage-backed and asset-backed securities are limited to 10% per 

issuer, unless the collateral is credit-independent of the issuer and the 

security's credit enhancement is generated internally, in which case the limit 

is 25% per issuer. 

 

(d) Obligations of other issuers are subject to a 5% per issuer limit excluding 

investments in commingled vehicles. 

 

(4) Credit:  No more than 30% of the portfolio will be invested in issues rated below 

Baa3 or BBB- / A2 or P2. 
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(5) Derivatives:  No more than 5% of the portfolio will be invested in original futures 

margin and option premiums, exclusive of any in-the-money portion of the 

premiums.  Short (sold) options positions will generally be hedged with cash, cash 

equivalents, current portfolio security holdings, or other options or futures 

positions. 

 

(a) Max 5% in commodities. 

 

Marketability 

 

All holdings will be of sufficient size and held in issues that are traded actively enough to 

facilitate transactions at minimum cost and accurate market valuation. 

 

Futures and options contracts will be limited to liquid instruments actively traded on major 

exchanges or, if over-the-counter for options, executed with major dealers. 

 

Performance Measurement 

 

Total portfolio return will be reported at the end of each calendar quarter, and the 

increment from management will be judged against the following standards: 

 

(1) general inflation levels as measured by CPI; 

 

(2) other managers as measured by recognized measurement services; and 

 

(3) the market as measured by the Lehman Brothers Aggregate Bond Index. 

 

Performance Objectives 

  

The manager shall aim to exceed these standards as follows: 

 

(1) inflation by 2% annually over the long term (over 10 years);  

 

(2) the 25th percentile of other managers over the medium term (3-7 years); and 

 

(3) the market by 115 basis points annually over the medium term (3-7 years) 

 

These standards will be treated as a target only and should not be considered as an 

assurance or guarantee of performance. 

 

Reporting 

 

Formal management reporting will include: 

 

(1) a monthly accounting statement showing portfolio income, holdings and 

transactions; 
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(2) a quarterly total return computation; and 

 

 (3) a quarterly market outlook and investment strategy. 

 

Review and Modification of Guidelines 

 

These Guidelines will be reviewed at least annually and revised or confirmed as 

appropriate. 

 

Any changes deemed necessary by either the client or Western Asset will be fully discussed 

and agreed upon by both before taking effect.  Any such changes will then be incorporated 

in writing into the Guidelines. 
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APPENDIX A 

INVESTMENT STRATEGY STATEMENTS 

Domestic Equity Investment Strategy Statement 

Domestic Equity Investment Philosophy  

The NMERB seeks to control equity investment risk by assuming risks expected to be rewarded 

over time and to avoid strategies where rewards are not expected or are highly uncertain.  

Therefore, the domestic equity funds will be constructed to be style and size neutral to the broader 

market benchmarks.  In addition, the funds will utilize a mix of active and passive investments in 

recognition of the high degree of efficiency that exists in the U.S. equity markets. 

Market timing will not be employed as the asset class will remain fully invested at all times.  

Additionally, bottom-up, issue selection strategies will be preferred to top-down oriented strategies 

in all asset class segments. 

Cost and resource effective investment approaches will be utilized.  The NMERB will weigh the 

costs and benefits, in terms of risk/reward impact, when evaluating new equity sub-asset classes 

and sectors.  Only those approaches which are expected to provide meaningful improvement to the 

equity compositeôs risk/reward profile will be added. 

The NMERB seeks consistent value-added from itôs active domestic equity managers and will 

avoid investment in strategies which could produce highly volatile value-added patterns. 

The NMERB will utilize high quality benchmarks to the extent practicable and measure active risk 

and value-added relative to those benchmark portfolios.  The domestic equity composite fund 

benchmark will be the Wilshire 5000.  This is the broadest domestic equity benchmark and best 

reflects the investment philosophy of the NMERB. 

To maximize return for an acceptable level of risk, target allocations, rebalancing ranges, 

benchmarks, and target value-added expectations for the individual equity managers are set forth 

below. 

     Target  

Mandate Target Min. Max. Benchmark Value-Added 

Active Core 15% 12.5% - 17.5% S&P 500 0.75% 

Passive Core 45% 42.5% - 47.5% S & P 500 N.A. 

Large Growth 17% 14.5% - 19.5% Russell 1000 Growth 1.00% 

Large Value 10%  7.5% - 12.5% Russell 1000 Value 1.50% 

Small Cap Value  5%  2.5% -   7.5% Russell 2000Value  2.50% 

Small Cap Growth  8%   5.5% - 10.5% Russell 2000 Growth 2.50% 

Individual separate account portfolios shall adhere to the guidelines established for the following 

areas of portfolio diversification: 

Style and Size risks:  Active managers shall achieve size exposures similar to their respective 

benchmarks over time with an annualized actual tracking error of 5% or less.  

Market timing risk:  Active managers will maintain average cash balances of 5% or less. 

Sector risk:   Sectors will be appropriately diversified to minimize sector risk versus the 

benchmark.  Individual manager guidelines will reflect more detailed sector guidelines. 
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Issuer risk:  Portfolios will be appropriately diversified to minimize issuer risk versus the 

benchmark.   Individual manager guidelines will reflect more detailed issuer guidelines. 

Issue risk:   Portfolios will be appropriately diversified to minimize issue-specific risk versus the 

benchmark.  Individual manager guidelines will reflect more detailed issue specific guidelines. 

 

International Equity Investment Strategy Statement 

International Equity Investment Philosophy  

The NMERB seeks to control equity investment risk by assuming risks expected to be rewarded 

over time and to avoid strategies where rewards are not expected or are highly uncertain.  

Therefore, the international equity fund will be constructed to be style and size neutral to the 

broader market benchmark.  Additionally, international portfolios will be unhedged. 

Market timing will be not be employed as the asset class will remain fully invested at all times.  

Additionally, bottom-up, issue selection strategies will be preferred to top-down oriented strategies 

in all asset class segments. 

Cost and resource effective investment approaches will be utilized.  The NMERB will weigh the 

costs and benefits, in terms of risk/reward impact, when evaluating new equity sub-asset classes 

and sectors.  Only those approaches which are expected to provide meaningful improvement to the 

international equity fundôs risk/reward profile will be added. 

The NMERB seeks consistent value-added from itôs international equity managers and will avoid 

investment in strategies which could produce highly volatile value-added patterns. 

The NMERB will utilize high quality benchmarks to the extent practicable and measure active risk 

and value-added relative to those benchmark portfolios.  The international fund benchmark will be 

the MSCI All Country World ex-U.S. (ñACWIò) Index.  This is the broadest international equity 

benchmark and best reflects the investment philosophy of the NMERB.   

To maximize return for an acceptable level of risk, target allocations, rebalancing ranges, 

benchmarks, and a target value-added for the individual equity managers are set forth below. 

    

Mandate Target Min. Max. Benchmark      Target Value-Added 

Active Dev. Mkts. 83% 80-86% MSCI EAFE 2.00% 
Active Emrg. Mkts. 17% 14.5% - 19.5% MSCI Emerging Mkts. Free 3.00% 

Individual separate account portfolios shall adhere to the guidelines established for the following 

areas of portfolio diversification: 

Country risks:   Portfolios will be appropriately diversified to minimize country specific risk 

versus the benchmark.  Individual manager guidelines will reflect  country specific guidelines. 

Style and Size risks:  Managers shall achieve size exposures similar to their respective benchmarks 

over time with an annualized actual tracking error of 8% or less.  

Sector risk:   Sectors will be appropriately diversified to minimize sector specific risk versus the 

benchmark.  Individual manager guidelines will reflect more detailed sector guidelines.   

Market timing risk:   Managers will maintain average cash balances of 10% or less. 
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Issuer risk:  Portfolios will be appropriately diversified to minimize issuer risk versus the 

benchmark.  Individual manager guidelines will reflect more detailed issuer guidelines. 

Issue risk:   Portfolios will be appropriately diversified to minimize issuer risk versus the 

benchmark.   Individual manager guidelines will reflect more detailed issue specific guidelines. 

Derivative risk:  Portfolios may not sell securities short nor create leverage through the use of 

financial futures and options.  Uncovered futures or options positions are prohibited.  Financial 

futures and options may only be used to hedge currency risk.  Investment in non-144A private 

placements is prohibited.  

Fixed Income Investment Philosophy 

¶ The NMERB Board seeks to control fixed income investment risk by assuming risks expected to be 

rewarded over time and to avoid strategies where rewards are not expected or are highly uncertain.  

Therefore, the fund will emphasize corporate and collateralized securities and underemphasize 

government securities relative to the broad fixed income market.   

¶ Market timing will not be employed as the asset class will remain fully invested at all times.   

¶ Cost and resource effective investment approaches will be utilized.  The Board will weigh the costs 

and benefits, in terms of risk/reward impact, when evaluating new fixed income sub-assset classes and 

sectors.  Only those approaches which are expected to provide meaningful improvement to the fixed 

income fundôs risk/reward profile will be added. 

¶ The Board seeks consistent value-added from its fixed income managers and will avoid investment 

strategies which could produce highly volatile value-added patterns. 

¶ The Board will utilize high quality benchmarks to the extent practicable and measure active risk and 

value-added relative to those benchmark portfolios. 

Fixed Income Strategy Statement 

¶ The fixed income fund benchmark will be the Lehman Brothers U.S. Aggregate Bond Index.  This is 

the broadest fixed income benchmark and best reflects the investment philosophy of the NMERB 

Board. 

¶ Individual portfolios shall adhere to the guidelines established for the following areas:  sector 

allocation ranges, credit quality, issue and issuer diversification. 

¶ Duration risk:  Duration shall be managed within + 20% of the managerôs benchmark duration.  The 

overall fund duration is expected to be within + 20% of the fund benchmark duration. 

¶ Fixed Income Allocation 

Asset Target Range  Benchmark 

Core 82% 77-87 Lehman Aggregate 

High Yield 18% 15-21 Citigroup High 

Yield Mkt Cash 

 

¶ Credit and other risk factors:  Individual manager guidelines will govern the allowable credit quality 

and issuer exposure risk of each fixed income portfolio.   
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 APPENDIX B 

PROXY VOTING GUIDELINES 

 

The guidelines have been developed keeping in mind that the purpose of the fund is to provide adequate 

assets to pay retirement benefits for the participants of the plan. Therefore, each issue proposed shall be 

examined so as to vote against issues which, in the judgment of the Chief Investment Officer, negatively 

affect shareholder rights to the extent that it could adversely impact the current or potential market value 

of the companyôs securities. The following is a list of common proxy issues and our policy, in the absence 

of special circumstances, on voting each issue: 

 
 
THE BOARD OF DIRECTORS 

 

 Election of directors      With management 

 

 Stock ownership requirement     Against 

 

 Classified board      Against 

 

 Cumulative voting      For 

 

 Director/officer indemnification    For 

 

 Majority of independent directors    For 

 

 

CORPORATE GOVERNANCE ISSUES 

 

 Ratification of auditors     With management 

 

 Submission of corporate governance    For 

 Issues for shareholder approval 

 

 Fair price provision      Against 

 

 Supermajority provision     Against 

 

 Anti-greenmail provision     For 

 

 Combination of several anti-takeover    Against 

 proposals and an anti-greenmail 

 proposal (without the opportunity 

 To vote separately on each issue) 

 

 Unequal voting rights      Against 
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 Opt out of a stateôs anti-takeover law    For 

 or reincorporate in another state 

 

 Merger/acquisition and other economic issues  Reviewed on a case- 

by-case issues basis to determine if it 

is in the shareholdersô best interests 

 

 

NEW SECURITY ISSUANCE 

 

 Increase in authorized common stock    Reviewed on a case- 

by-case Basis to determine if it is 

intended as an anti-takeover provision 

 

 Blank check preferred stock     Against 

 

 Redemption of poison pills     Vote to redeem or  

submit to  

Shareholder vote, unless CIO feels 

strongly that a particular issuer should 

retain the poison pill plan 

 

 Preemptive rights      Against 

 

 

EXECUTIVE COMPENSATION 

 

 Golden parachutes      Against 

 

Employee stock ownership plans  Reviewed on a case- 

by-case basis to determine if it is in 

the shareholdersô best interests 
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PROXY SYSTEM ISSUES 

 

Confidential voting      For 

 

 Equal access       For 

 

 

SOCIAL RESPONSIBILITY ISSUES 

 

Resolutions asking for a report on  For, if the activity under 

activities of the company scrutiny is either not fully regulated or if the 

problem is serious enough to deserve a 

separate communication to shareholders 

 

Resolutions asking for cessation of Against, if (1) activity is 

activities or the implementation of sufficiently regulated, (2) 

pro-active policies activities refer to business operations in 

foreign countries where different regulations 

and the principles of sovereignty apply, (3) it 

would impose a substantial financial burden 

on the company 
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NEW MEXICO EDUCATIONAL RETIREMENT BOARD 

PROXY ISSUE DESCRIPTIONS AND VOTING GUIDELINES 

 

 

THE BOARD OF DIRECTORS 

 

 

ELECTION OF DIRECTORS: WITH MANAGEMENT 

 

Boards of directors should ideally be constructed so that they are representative of shareholders, 

include a majority of independent (outside) directors, be open to shareholder input on major policy 

issues, and operate in such a manner that share value will be maximized. 

 

 

STOCK OWNERSHIP REQUIREMENT:    AGAINST 

 

This provision requires directors to own a minimum amount of company stock in order to qualify as a 

director, or to remain on the board. 

 

PROS:  Directors may be more committed to making decisions which serve the best interests of 

shareholders if they personally own stock in the company. 

 

CONS:  Persons who would otherwise be qualified for director may be prevented from serving on the 

board of the company, making it more difficult to attract and retain outside directors. 

 

 

CLASSIFIED (STAGGERED) BOARD:  AGAINST 

 

Under a classified board, the directors are divided into three groups.  Every year  

one-third of the directors stand for election and then serve a three year term. 

 (Under an unclassified board, all directors stand for election annually). 

 

PROS:  Classification helps to ensure continuity of the board, allowing the board  

to carry out long-term strategic plans. 

 

CONS:  A classified board is viewed by many as an anti-takeover device, because 

it makes it more difficult and time consuming to change the composition of the  

board. 

 

An SEC study showed that the average net-of-market impact on the stock price of  

a company proposing a classified board was -2.4% over a 30 day period. 
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CUMULATIVE VOTING:  FOR 

 
Cumulative voting allows shareholders to cast all of their votes in the election of directors - the 
number of shares owned times the number of directors being elected - for a single director or 
apportion them in any manner they choose. 

 
PROS: Cumulative voting allows minority shareholders to obtain representation on the board of 
directors. 

 
Directors elected by cumulative voting rather than the normal method may be truly ñoutside 
directors,ò and thus would be more likely to represent the shareholdersô interests and not 
management ós interest. 

 
Cumulative voting can make it easier to replace incumbent management in the case of a change of 
control in the company. 

 
CONS: Cumulative voting allows directors to represent the interest of the minority shareholders, 
or some special group instead of all shareholders. 
 

 

DIRECTOR/OFFICER INDEMNIFICATION:FOR 

 
In response to the increased costs of Directors and Officers (DIO) Insurance and to liberalized state 
law, many companies have reduced D&O coverage, have decreased personal director liability, and 
have increased the indemnification offered by the corporation. 

 
PROS: increased Indemnification and decreased liability for directors are important to guarantee 
the continued availability of competent directors. 

 
It is easy for directors to meet the requirements of the ñbusiness Judgment ruleò which only 
requires that the directors exercise reasonable care in conducting the business of the corporation. 

 
CONS: By broadening the limits of indemnification and liability as far as permitted by state law, 
directors are virtually absolved of the exercise of personal liability in conducting the affairs of the 
corporation. 
 
 

MAJORITY OP INDEPENDENT DIRECTORS  FOR 

 
This provision requires that a majority of the board of directors be independent directors (not 
current or past employees of the company and not a party to a contract paid by the company.) 

 
PROS: This will permit objective decision making in the best long-term interests of shareholders. 
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CORPORATE GOVERNANCE ISSUES 

 

RATIFICATION OF AUDITORS: WITH MANAGEMENT 

 

Management should generally be allowed to appoint the auditors for the  

corporation.  However, in those cases where there has been a change in auditors  

and it is determined the cause is strict enforcement of accounting principles end 

practices by the terminated firm, ratification of auditors should not be approved. 

 

 

SUBMISSION OF CORPORATE GOVERNANCE ISSUES 

FOR SHAREHOLDER APPROVAL:  FOR 

 

It is in the shareholdersô best interests to be allowed to vote on corporate  

governance issues (as opposed to management making these decisions without  

allowing shareholders to vote on the issue.) 

 

 

FAIR PRICE PROVISION:  AGAINST 

 
A fair price provision requires that shareholders decide whether or not all shareholders should be 
paid the same price in the event of a takeover. This fair price is frequently defined to be the highest 
price the offeror paid for any of the shares it acquired in the target company during a specified 
period before the commencement of the tender offer. There are many variations of fair price 
provisions, but typically they are linked to a supermajority provision. That is, they require a 
supermajority vote to approve a takeover or merger unless the offeror agrees to pay all 
shareholders a fair price (or the proposed transaction is approved by the target companyôs board of 
directors.) Once in place, fair price provisions are hard to change. They generally require as much 
as an 80 percent vote of shareholders to amend the provision. 

 
PROS: Fair price provisions force the bidder to negotiate directly with the board of directors. The 
argument generally used is that the board is in a better position to assess the value of the business 
than the shareholders and can negotiate a higher bid. 

 
Fair price provisions prevent two-tier offers. In a two-tier offer, a higher price is paid for shares 
needed to obtain controlling interest than is paid for the remaining shares. 

 
CONS: Fair price provisions can prevent any type of tender offer from being made. If there is no 
tender offer, then none of the shareholders receive a premium. 

 
A SEC study indicates that stock prices fall an average of l.3%, net of market  

transactions, following the announcement of a fair price agreement.  Another SEC 

study found that there is very little difference in the premium paid for stock in a  

two-tier offer. 
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SUPERMAJORITY VOTING PROVISION:  AGAINST 

 
A supermajority voting provision requires a level of voting approval in excess of a simple 
majority. The majority of state laws only require a simple majority vote of shareholders to approve 
a change in the charter or bylaws. No state law requires more than a two-thirds vote. However, 
companies can require a higher level of approval (often as high as 80 percent) if they receive 
shareholder approval to do so. 

 
CONS: In general, provisions which require more than a majority to carry the  

vote are not regarded to be in the best interest of the shareholders. 

 

 

ANTI-GREENMAIL PROVISION:  FOR 
 

Greenmail refers to the practice of a company purchasing a large block of its own stock from a 
shareholder at an above-market price to prevent the shareholder from taking over the company or 
engaging in a proxy fight. The price of the stock almost always falls after the payment. This leaves 
the rest of the shareholders with less than they had prior to the payment. An anti-greenmail 
provision generally prevents the company from repurchasing shares of its stock at an above 
average price without prior approval of a majority of its shareholders unless the same repurchase 
terms are offered to all shareholders. The interested shareholder is excluded from voting on this 
issue. 

 
PROS:  The funds used to pay greenmail are no longer available for reinvestment purposes or for 

paying dividends to shareholders. In addition, paying greenmail allows management to treat 

shareholders of the same class differently. 

 
A SEC study found that nonparticipating shareholders suffer substantial and significant share price 
declines and in general these transactions are not in the best interests of nonparticipating 
shareholders. The total net of market return for companies paying greenmail was -3.7%. 

 
CONS:  Paying greenmail leaves a company independent and current 

management in place. 

 

 

COMBINATION OF SEVERAL ANTI-TAKEOVER  

PROPOSALS AND AN ANTI-GREENMAIL PROPOSAL 

(WITHOUT THE OPPORTUNITY TO VOTE  

SEPARATELY ON EACH ISSUE):     AGAINST 

 

It is in shareholdersô best interests to be allowed to vote on anti-takeover proposals separately from 

anti-greenmail proposals. 
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UNEQUAL VOTING RIGHTS:     AGAINST 
 

Unequal voting rights involve a variety of recapitalization plans, in which either a second class of 
stock is issued granting voting rights which are different than common stock, or superior voting 
rights are granted to certain long-term shareholders (usually management or founding family), or 
the voting rights of shareholders who have acquired a significant percent of the outstanding 
common stock are capped. Unequal voting rights are used by management to concentrate voting 
power or controlling interest in the hands of management or a founding family. 
 
PROS: Unequal voting rights plans allows companies to raise capital while letting management or 
the founding family maintain control. 
 
It allows companies to expand without fear of being taken over, or to set up and fund philanthropic 
causes. 
 
CONS: Shareholders no longer have the ability to elect outside directors since management 
controls the majority of votes. 
 
It is a very strong anti-takeover mechanism which serves to entrench management. No one is going 
to pay a premium for shares of a company when there is no way for them to obtain voting control 
of the company. 
 
A SEC study shows that adopting unequal voting plans can have a significant negative impact on 
share prices. 

 
 
OPT OUT OF A STATEôS ANTI-TAKEOVER LAW 

OR REINCORPORATE IN ANOTHER STATE:   FOR 

 

In general, it is not in the shareholdersô best interests for the corporation to be restricted by strict 

anti-takeover laws. 

 

 

MERGER/ACQUISITION AND 

OTHER ECONOMIC ISSUES:                                          REVIEWED ON A CASE- BY-

CASE 

     BASIS 

 

Each individual issue will be reviewed to determine it is in the shareholderôs best interests. 
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NEW SECURITY ISSUANCE 

 

INCREASE IN AUTHORIZED COMMON STOCK: REVIEWED ON A CASE- BY-

CASE BASIS 

 

Excessive increases in authorized stock will be evaluated to determine the potential uses of the 

new stock.  If the additional stock could be used as an anti-takeover defense, a vote will be cast 

against the proposal. 

 

 

BLANK CHECK PREFERRED STOCK: AGAINST 
 

Blank check preferred stock provisions authorize management to create new classes of preferred 
stock with unspecified voting, conversion, distribution and other rights. 
 
PROS: It can provide management with more flexibility in making certain financial decisions. 
 
CONS:  It can be used as a strong anti-takeover mechanism. 

 

 

REDEMPTION OF POISON PILLS: FOR, UNLESS CIO 

  FEELS THAT A  

  PARTICULAR ISSUER SHOULD 

RETAIN ITS  

  POISON PILL 

 

The term ópoison pillô describes a family of shareholder rights agreements which, when triggered 

by an event such as a (hostile) tender offer or the accumulation of a specified percentage of shares 

by an acquirer, provide the shareholders, of the target company with rights to purchase additional 

shares or to sell shares at very attractive prices. These rights, when triggered, impose significant 

economic penalties on a hostile acquirer. Redemptions of poison pills would eliminate any such 

shareholder rights agreements previously adopted. 

 

PROS: Redemption of poison pills would remove a strong anti-takeover mechanism. 

 

 

PREEMPTIVE RIGHTS: AGAINST 
 

Preemptive rights require a corporation to offer rights to current shareholders in any new issue of 
stock to allow current shareholders to retain the same percentage ownership in the company as 
held prior to the new issue. 
 
CONS: Providing preemptive rights is costly to the corporation and little purpose is served, since 
shareholders can purchase shares in the market if they want to retain the same percentage 
ownership 

same percentage ownership. 

EXECUTIVE COMPENSATION 

 

GOLDEN PARACHUTES: AGAINST 
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A golden parachute is a special type of employment contract that is triggered when a senior 
executive is fired, demoted, or resigns following a takeover or change in control of a corporation. 
The amount paid to an individual is generally three times that personôs average compensation over 
the last five years. 
 
PROS:  Golden parachutes are designed to insure that executives will not oppose takeovers that 
are in the best interests of shareholders. 
 
Golden parachutes may be necessary in order to attract and retain qualified executives. 
 

CONS:  Golden parachutes can be considered anti-takeover devices. 
 
Golden parachutes eliminate the incentive for executives to do a good job of managing the 
company. The executives are handsomely paid if the company does well and handsomely paid if 
the company does poorly. 
 
Golden parachutes, especially those granted during a takeover, are viewed as an example of 

corporate managers benefiting at the expense of shareholders. 

 

 

EMPLOYEE STOCK OWNERSHIP PLANS: REVIEWED ON A CASE-BY-CASE-

BASIS TO DETERMINE IF IT IS IN 

THE SHAREHOLDERSô BEST 

INTERESTS 

 

Employee stock ownership plans should be designed to provide incentives to employees  

and should not be excessive. 
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PROXY SYSTEM ISSUES 

 

 

CONFIDENTIAL VOTING: FOR 
 

In a confidential voting system only the proxy tabulator and inspector of elections would know the 
identity of the shareholders and how they voted on each issue. The management of the company 
would only know the total number of shares voted and the percent voted for and against each 
proposal. This type of proposal would not prevent any shareholder from disclosing how he voted, 
but would eliminate managementôs ability to discover a shareholderôs vote without consent. 
 
PROS:  Confidential voting would prevent a companyôs management from contacting shareholders 
and putting undue pressure on shareholders to change their vote on a particular issue. 
 
Confidential or secret balloting is the heart of the American system of governance and this 
provision would also benefit the system of corporate governance. 
 
CONS: Open voting records give management the ability to more thoroughly explain their position 

on major issues. It allows management and shareholders to freely exchange views and discuss 

resolutions. 

 

 

EQUAL ACCESS:       FOR 
 

Equal access provisions allow shareholders equal access to the proxy process to propose proxy 
voting issues, and to managementôs proxy material in order to evaluate and propose a voting 
recommendation on proxy proposals. 
 
PROS: It is in shareholdersô best interests to have equal access to the proxy voting process. 

 

 

SOCIAL RESPONSIBILITY ISSUES 

 

RESOLUTIONS ASKING FOR A REPORT 

ON ACTIVITIES OF THE COMPANY: REVIEWED ON A 

  CASE-BY-CASE BASIS 

 

Vote will be cast for the proposal, if the activity is either not fully regulated or if the problem is 

serious enough to deserve a separate communication to shareholders. 

 

 

RESOLUTIONS ASKING FOR CESSATION 

OF ACTIVITIES OR THE IMPLEMENTATION 

OF PRO-ACTIVE POLICIES:     REVIEWED ON A  

  CASE- BY-CASE BASIS 

 

Votes will be cast against the proposal, if (1) activity is sufficiently regulated, (2) activities refer to 

business operations in foreign countries where different regulations and the principles of 

sovereignty apply, or (3) it would impose a substantial financial burden on the company. 
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 APPENDIX C 

ASSIGNMENT OF INVESTMENT 

ADVISORY AGREEMENTS POLICY 

The relationship between NMERB and the investment manager is one of significant importance, and 

therefore timely communications of material changes is encouraged. Specifically, a manager under 

contract to NMERB must advise NMERB within 24 hours if at any time there is: 

a. a significant change in investment philosophy; 

b. a loss of one or more key management personnel; 

c. a new portfolio manager on the NMERB account; 

d. a change in ownership of the firm; 

e. a change in the ownership structure of the firm; or 

f. any occurrence that might potentially impact the management, professionalism, integrity, 

organizational structure or financial position of the management firm. 

Should any of the situations outlined above occur, the manager must provide NMERB with a full 

explanation and the impact on the NMERB account. If deemed necessary by NMERB, the manager will 

be asked to meet with the Board to review the relationship prior to approval of contract assignment.  
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Revised August 2004 

APPENDIX D 
 

INVESTMENT MANAGER MONITORING AND RETENTION POLICY 

 

I. Policy Objectives & Principles 

Investment manager retention and termination decisions have high costs, whether it be the decision 

to retain unskilled managers for too long, or the decision to terminate a skilled manager 

prematurely. Not only are the costs of redeploying assets considerable, but the variability of most 

manager returns complicates straightforward evaluations of manager skill. Without reliable 

assessments of manager skill, NMERB has little assurance that the manager we hire today will 

perform better than the manager we terminated yesterday.  

 

This manager monitoring and retention policy provides a systematic, consistent, and rational 

framework for manager retention and termination decisions, thereby avoiding untimely and 

haphazard actions that may adversely impact fund returns. In addition, the policy is intended to:  

 

¶ Foster a long-term approach to manager evaluations.  

¶ Provide a logical and statistically valid framework to evaluate manager skill.  

¶ Improve client/manager communication by apprising each manager of the quantitative and 

qualitative standards by which they will be judged, and the near-term and long-term 

consequences of failing to meet these standards.  

¶ Promote timely and appropriate responses to actual and potential performance issues.  

¶ Provide flexibility to allow application across all asset classes, management styles, and market 

environments.  

 

This policy shall apply to all of NMERBôs external managers, except where otherwise noted.  

 

Although quantitative assessments of manager success are useful in judging whether managers 

have been successful in the past, they can be poor predictors of future success. Since NMERBôs 

goal is to determine the likelihood of future success, it is critical that the ultimate 

retention/termination decision focus on the qualitative aspects of each manager relationship, as 

well as quantitative assessments of past performance.  

 

Staff will utilize quantitative tools such as cumulative and rolling excess return
1 

analysis to identify 

performance shortfalls, while qualitative assessments of organization, personnel and investment 

approach will be used to diagnose the source of the shortfall. Regular qualitative assessments are 

also valuable in flagging potential problems by drawing attention to developments that might lead 

to future poor performance.  

 

In addition to identifying existing and potential problems, an important purpose of the manager 

monitoring and retention policy is to outline how and when NMERB addresses specific issues and 

events. Depending on the significance of the issue or event, staff will recommend one of four 

possible courses of actions: do nothing and continue to monitor the situation, place the manager on 

NMERBôs Watch List, initiate a Comprehensive Review, or, under extraordinary circumstances, 

terminate the manager immediately without a Comprehensive Review.  
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Inevitably, each retention/termination decision will be unique. Accordingly, it is intended that this 

manager monitoring and retention policy be flexible enough to account for specific manager, asset 

class, and market-related factors, but, it is also intended that exceptions to this policy be rare.  

 
II. Manager Monitoring  

 

A. Manager Meeting Frequency and Content  

 

Staff will meet with each investment manager not less than once every twelve months, and 

staff shall meet with each manager at their place of business whenever staff believes it is 

necessary, but not less than once every four years. Each meeting will include a review of 

the managerôs near-term and long-term performance, their current investment strategy and 

capital market outlook, and any other pertinent issues related to the managerôs 

organization, personnel, or investment process. Each manager shall make periodic 

presentations to the NMERB Investment Committee. The frequency, content, and timing of 

specific manager presentations will be subject to staff and the Boardôs discretion.  

 

B.  Qualitative Assessments  

The qualitative aspects of each manager relationship will be monitored through frequent 

oral and written contacts by staff with each manager and NMERBôs consultants, and, when 

appropriate, through quarterly evaluations utilizing attribution, style and peer universe 

analyses. Qualitative assessments will focus on organizational and staff stability, adherence 

to investment philosophy and process, asset/client turnover, and the quality of client 

service.  

 

A significant and potentially adverse event related to, but not limited to, any of the 

following qualitative issues or events will generally cause staff to either place the firm on 

the Watch List or initiate a Comprehensive Review, depending on the impact of the event 

or issue:  

 

¶ A significant change in firm ownership and/or structure.  

¶ The loss of one or several key personnel.  

¶ A significant loss of clients and/or assets under management. 

¶ A profound shift in the firmôs philosophy or process evidenced by style drift
2

, increases 

or decreases in tracking error
3

, or value-added coming from an unexpected source.  

¶ A significant and persistent lack of responsiveness to client requests.  

¶ A change in NMERBôs capital market beliefs which eliminates the need for a particular 
managerôs investment style or strategy.  

¶ A significant decrease in the quality or volume of deal flow and/or a marked change in 

the investment types or deal terms negotiated by the manager.  

¶ Consistent failure to meet investment allocation targets.  

¶ Chronic violations of  NMERBôs investment guidelines.  

¶ Apparent breaches in ethical behavior or integrity. 
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C. Quantitative Assessments 

 

In order to evaluate manager skill, cumulative or rolling assessments of excess return will 

be calculated for each external manager. Public market managers will be evaluated 

quarterly using Skill Analysis Graphs. Section II.C.1.a. below describes in detail the 

methodologies employed in public market manager performance evaluations.  

 

Judgments as to whether a manager has achieved NMERBôs investment objectives, and 

judgments as to whether a manager will achieve NMERBôs investment objectives in the 

future, ultimately rest with NMERBôs staff and Board. Accordingly, NMERBôs staff and 

the Board reserve the right under this policy to pursue, at any time, any course of action in 

response to absolute, relative, historic or perceived future investment performance. 

Notwithstanding the foregoing, the following decision rules will generally apply to 

quantitative assessments of manager performance:  

 

1. Public Market Managers - Because of the large degree of variability in manager returns, 

it is often very difficult to assess whether a managerôs over/under performance is the 

product of randomness or true investment skill. NMERBôs quantitative skill analysis 

considers the variability of a managerôs excess return, in addition to the absolute 

magnitude of the excess return, when making judgments about manager skill.  

 

Skilled managers often have periods of under performance, just as unskilled managers 

often experience periods of out performance. Over long time periods, however, skilled 

managers will produce a larger average excess return more frequently than their 

unskilled peers. The use of confidence bands
4 

in the cumulative and rolling Skill 

Analysis Graphs explicitly embrace these principles.  

 

a. Active Managers - Depending on the availability and appropriateness of each 

managerôs historic excess return series, NMERB will utilize either a cumulative or 

a rolling five-year Skill Analysis Graph with 80% confidence bands to evaluate 

manager skill on a quarterly basis. NMERB will not construct a cumulative or 

rolling five-year Skill Analysis Graph until two years after the inception date of the 

account. At that time, NMERB will combine its actual two years of excess returns 

with the managerôs previous five-year, net-of-base-fee, quarterly excess returns to 

produce a rolling five-year Skill Analysis Graph. If the previous five years of excess 

returns are unavailable or are inappropriate, staff can elect to use a shorter, 

historical time series if available. In this case, a cumulative Skill Analysis Graph 

will be used to assess quarterly performance. Once seven years of combined 

historic and actual excess returns are available, NMERB will convert from the 

cumulative to the rolling five-year Skill Analysis Graph. If a manager does not have 

a return history that is appropriate or available as of their date of hire, NMERB will 

postpone drawing the cumulative skill graph until three years of actual, excess 

return history is available. 
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The cumulative and rolling Skill Analysis Graphs will be utilized 

as follows:  

 

i. If the managerôs cumulative or rolling, five-year excess 

return plots below the benchmark for four (4) consecutive 

quarters, the manager shall be placed on the Watch List. 

  

ii. If the managerôs cumulative or rolling, five-year excess 

return plots below the lower confidence band for two (2) 

consecutive quarters a Comprehensive Review will be 

initiated. The Watch List is bypassed in this case because 

breaching the lower confidence band indicates a serious 

performance problem which should be addressed, in-depth, 

as soon as possible. 

 

D. Reporting 

 

On a quarterly basis, staff shall prepare the Skill Analysis Graphs for each of 

NMERBôs active, public market managers. Where appropriate and available, staff 

shall also prepare reports to support the qualitative assessments including style 

measurement reports, attribution analysis, tracking error reports, and peer universe 

comparisons.  

 

III.     Courses of Action 

 

A Watch List 

 

A manager will be placed on the Watch List as a result of a significant and 

potentially adverse development involving the manager as described in sections 

II.B. and II.C. above. Being placed on the Watch List communicates to the 

manager NMERBôs concern about a particular situation. A manager will be 

placed on the Watch List for a specified length of time, normally twelve 

months. Staff will meet with the manager within ninety (90) days of their being 

placed on the Watch List to discuss the situation and the steps needed to be taken 

to resolve the issue to NMERBôs satisfaction. A manager will generally remain on 

the Watch List until the specified time period expires, or until the issue is resolved 

to NMERBôs satisfaction. If the issue has not been resolved by the expiration of 

the specified time period, a Comprehensive Review may be initiated. Also, a 

manager may be removed from the Watch List and a Comprehensive Review 

initiated at any time if a situation deteriorates. 

  

B. Comprehensive Review  

 

A Comprehensive Review of a manager will be undertaken as a result of serious 

under performance of a manager relative to its benchmark per section II.C., or as 

the result of a significant and adverse change to the managerôs organization, 

personnel, or investment process per section II.B. These categories of events cause 
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staff to seriously question the firmôs ability to achieve NMERBôs investment 

objectives in the future. A Comprehensive Review is a thorough, in-depth due 

diligence effort, similar in scope to NMERBôs manager selection process. A 

Comprehensive Review explores all elements of a managerôs organization, 

personnel, and investment philosophy and process. Comprehensive Reviews will 

be completed within 90 days of initiation.  

 

In undertaking a Comprehensive Review, staff is ultimately deciding whether the 

firm should be re-hired today given the current events and prevailing 

circumstances. Thus, the outcome of a Comprehensive Review is a decision to 

retain or terminate the manager.  
 

The Comprehensive Review will focus on whether the firm currently embodies 

enough of the following characteristics to provide reasonable assurances that 

NMERBôs investment objectives in the future will be achieved. The list below 

represents characteristics that NMERB believes are important to the success of a 

managerôs investment program. 

  

Organization:  

- Stable ownership structure  

- Experienced, dynamic leadership  

-Clearly delineated lines of authority and responsibility 

-Sound financial condition 

-Planned growth 

-Strong compliance and internal control systems 

-  

Personnel:  

- Investment staff is experienced and competent  

- Low turnover in key positions  

- Employees are highly incented to meet client objectives  

-Sufficient back-up and on-going training 

  

Investment Process and Philosophy:  

- Well-articulated philosophy as to how value is added in a particular               

market  

- Investment process is systematic, focused and consistent  

- Investment process exploits a perceived competitive advantage  

-Investment process has been successfully applied in different market 

environments  

- High quality research base  

- Investment process/style can be benchmarked  

- Strong trading capabilities  

-High quality deal flow and investment opportunities  

-  

The Comprehensive Review shall also address whether the problem can be 

resolved within the scope of the existing relationship, and if not, how and to 

whom the assets should be redeployed. A decision to re-hire a manager may also 
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be subject to the manager satisfying specified conditions and include a 

probationary period.  

 

 

C.       Comprehensive Review Conclusions 

In order to make a more fully informed retain -or-terminate decision, 
additional considerations must be taken into account.  Considerations include:  

Å The direct costs of replacing managers are significant, from 1% - 4% of the 

portfolioôs market value. 

Å If the manager is terminated, what alternatives exist in redeploying the portfolioôs 

assets?  Alternatives include: 

- Hiring a new manager with a similar style 

- Transferring assets to an existing, similar style manager 

- Distributing assets among various existing managers 

Å Key questions to address in making the retain/terminate decision include: 

- Would the manager be hired today? 

- What has fundamentally changed since the manager was hired? 

- Are the changes significantly adverse? 

- Are there plausible solutions to the adverse changes? 

- What are the long-term, medium-term, and short-term prospects for the 

manager? 

A report will be delivered to the NMERB Investment Committee by Staff and the investment 

consultant on the results of an in-depth evaluation of a manager and will include: 

Å The recommendation to retain or terminate the manager 

Å Detailed rationale for the recommended decision 

Å If a recommendation is made to retain the manager, identification of key issues 

which will be closely monitored going forward 

Å If a recommendation is made to terminate the manager, what alternative action 

should be pursued to redeploy the portfolioôs assets 

If a recommendation is made to terminate the manager, staff will notify the Board, in writing, and 

the Board vote will be part of the Board agenda at the next meeting. 
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IV.     Other Termination Conditions 

 

This policy depicts circumstances where NMERB may elect to terminate a manager for 

cause. However, all of NMERBôs investment management contracts permit NMERB to 

terminate the manager, with or without cause, after thirty days written notice. NMERB also 

has the right under its investment management contracts to terminate a manager after thirty 

days written notice in the event of the non-availability or non-appropriation of funds.  

 

V. Documentation Guidelines 

 

 A file should be maintained for each of the managers, to include: 

1. Legal Documents 

2. Investment management guidelines 

3. Correspondence 

4. Rationale for the managerôs being hired 

5. Performance results, attribution and analysis 

6. Written summaries of manager meetings, including 

key issues to focus upon going forward. 

 

  

 

 

 

 

 

 

 

 
1 

Difference between the managerôs return and the benchmark return  
2 

Changes in a portfolioôs predominant style characteristics over time (i.e. shifts from growth to value or large cap to small cap)  
3 

Standard Deviation of excess return  
4 

The range the managerôs excess return is anticipated to fall a specified percentage of the time based on the past variability of excess returns  
5 Risk-adjusted excess returns 
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APPENDIX E 

 

ASSET PRICING POLICY 

The purpose of this policy is to provide a process for the valuation of securities where the master 

trustee bankôs prices appear to be discrepant.  The New Mexico Educational Retirement Board 

(ñNMERBò) recognizes that there are coverage limitations for security prices as provided by the 

master trustee bankôs matrix pricing and third party pricing provider prices.  In those situations 

where pricing is disputed between the investment manager for NMERBôs assets and the master 

trustee bank, the approach outlined in this policy will be implemented.  The minimum level of 

pricing discrepancy for which the manager may provide alternative prices will be the greater of 

$1 per issue or 1% per issue. 

The master trustee bank will provide official pricing for all of NMERBôs portfolios with the 

following exceptions: 

I. issue specific market values may be priced by the portfolio manager where no reliable 

third party pricing source is available; 

II. disputed issue prices may be deferred to the price provided by the portfolio manager 

when (listed in order of preference): 

A. the manager provides the average of at least two dealer prices (bid-side); 

B. the manager provides the average of one dealer price (bid-side) and a 

quantitatively-based estimate; 

C. the manager provides an estimated price resulting from one consistently applied 

quantitative methodology, subject to approval by the NMERB Investment Board. 

NMERB requires monthly documentation for prices provided by the portfolio manager to be 

used by the master trustee bank.  This documentation should contain the following: 

1. sources and/or quantitative calculation used to determine the respective issue prices; 

2. percentage difference between managerôs price relative to the price generated by the master 
trustee bank; 

3. aggregate percentage of the portfolioôs market value for the securities priced by the manager; 

4. written concurrence of the portfolio managerôs compliance officer with the implementation of 
this policy by the portfolio manager. 

Monthly reports including the above documentation must be sent by the portfolio manager to the 

Boardôs Staff, master trustee bank, and performance measurement consultant five (5) days after 

receipt of the master trust statement. 
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APPENDIX F 

 

MANAGER RECONCILIATION POLICY 

DOMESTIC EQUITY 

(SEPARATELY MANAGED ACCOUNTS) 

 

The New Mexico Educational Retirement Board (ñNMERBò) seeks to ensure greater accuracy 

through the implementation of a monthly reconciliation reporting process.  Each of the NMERB 

investment managers shall provide written acknowledgment of the accuracy of the master trust 

bankôs statements and the performance results provided by NMERBôs investment consultant.  This 

reconciliation is due to NMERB with the next quarterly performance report following the current 

month reporting period. 

Master Trust Bank Reconciliation 

1. Verify each security market value.  List those issues outside of a 1 basis point tolerance for 

market valuation differences. 

2. Verify accrued dividends for each issue.  List those issues with differences which would impact 

performance results by > 5 basis points. 

3. Verify total securities traded but not settled at month-end. 

4. Confirm corporate actions and income collection.  Note significant differences. 

5. Verify miscellaneous receivables and payables and their age.  Note any issues for which 

receivables are deemed not collectible.   

Investment Consultant Reconciliation 

1. Review investment consultant portfolio return and benchmark calculation on a monthly basis.  

Note performance differential if > 10 basis points at the portfolio level. 

2. On an annual basis, provide written agreement with investment consultantôs annual return 

calculations for portfolio and benchmark. 
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MANAGER RECONCILIATION POLICY 

NON-U.S. EQUITY 

(SEPARATELY MANAGED ACCOUNTS) 

 

The New Mexico Educational Retirement Board (ñNMERBò) seeks to ensure greater accuracy 

through the implementation of a monthly reconciliation reporting process.  Each of the NMERB 

investment managers shall provide written acknowledgment of the accuracy of the master trust 

bankôs statements and the performance results provided by NMERBôs investment consultant.  This 

reconciliation is due to NMERB with the next quarterly performance report following the current 

month reporting period. 

Master Trust Bank Reconciliation 

1. Verify each security market value.  List those issues outside of a 1 basis point tolerance for 

market valuation differences with the exception of non-Japan Pacific Basin equities.  For non-

Japan Pacific Basin equities, list those issues outside of a 25 basis point tolerance for market 

valuation differences. 

2. Verify accrued dividends for each issue.  List those issues with differences which would impact 

performance results by > 5 basis points. 

3. Verify total securities traded but not settled at month-end. 

4. Confirm corporate actions and income collection.  Note significant differences. 

5. Verify miscellaneous receivables and payables and their age.  Note any issues for which 

receivables are deemed not collectible.   

6. Review tax reclamations receivables.  Note any issues where aging presents a problem to 

collection. 

Investment Consultant Reconciliation 

1. Review investment consultant portfolio return and benchmark calculation on a monthly basis.  

Note performance differential if > 20 basis points at the portfolio level. 

2. On an annual basis, provide written agreement with investment consultantôs annual return 
calculations for portfolio and benchmark. 
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 MANAGER RECONCILIATION POLICY 

FIXED INCOME 

(SEPARATELY MANAGED ACCOUNTS) 

The New Mexico Educational Retirement Board (ñNMERBò) seeks to ensure greater accuracy 

through the implementation of a monthly reconciliation reporting process.  Each of the NMERB 

investment managers shall provide written acknowledgment of the accuracy of the master trust 

bankôs statements and the performance results provided by NMERBôs investment consultant.  This 

reconciliation is due to NMERB with the next quarterly performance report following the current 

month reporting period. 

Master Trust Bank Reconciliation 

1. Verify each security market value.  List those issues outside of a 25 basis point tolerance for 

market valuation differences with the exception of high yield bonds.  For high yield bonds, list 

those issues outside of a 50 basis point tolerance for market valuation differences. 

2. Verify accrued interest for each issue.  List those issues with differences which would impact 

performance results by > 5 basis points. 

3. List any issues for which coupon or principal payments are past due. 

4. Confirm corporate actions and income collection.  Note significant differences. 

5. Verify miscellaneous receivables and payables and their age.  Note any issues for which 

receivables are deemed not collectible.   

6. (Non-U.S.) Review tax reclamations receivables.  Note any issues where aging presents a 

problem to collection. 

Investment Consultant Reconciliation 

1. Review investment consultant portfolio return and benchmark calculation on a monthly basis.  

Note performance differential if > 25 basis points at the portfolio level. 

2. On an annual basis, provide written agreement with investment consultantôs annual return 
calculations for portfolio and benchmark. 

 

 

 


