OTHER FUNDS AND RESERVES

Tax Stabilization Reserve (TSR)

In 2019 the SIC assumed management of the State's
so-called “rainy day fund.” The Council invests

the TSR in a conservative, highly liquid fashion in
accordance with the Uniform Prudent Investor

Act. Investment gains are reinvested into the fund,
which also receives monies from specified oil and
gas revenues collected by the state during years of
above-average production. The TSR helps the state
better cope with fiscal challenges during times of
economic distress, and these reserves help improve
the state’s credit rating.

Early Childhood Education and Care
Fund

This $300 million endowment was created in
February 2020 by the legislature and Governor
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Michelle Lujan Grisham to support the growth of
early childhood education in New Mexico. In FY
2022, the fund will distribute $20 million to the Early
Childhood Education Department, and thereafter
will distribute to the department at least $30 million,
or 5% of the 3-year-average value of the fund,
whichever is greater.

Rural Libraries Endowment Fund

This fund, created by the legislature in 2019,
supports the preservation, development, and
establishment of rural libraries throughout the
state. The fund was created with an appropriation
of $1 million and now has a $3 million balance, with
additional funding expected in the future. When
the endowment begins distributions in FY 2022,

it will provide annual funds to 50+ rural libraries
throughout New Mexico.



INVESTMENTS: AN OVERVIEW

The SIC strives to preserve and grow its permanent
funds, so that future generations can enjoy the same
or greater benefits than those who benefit today.
The SIC's goals dictate our investment strategy, as
well as the level of risk we take in trying to achieve
those goals.

Our current annual investment return target is 7
percent for the Land Grant Permanent Fund and
6.75 percent for the Severance Tax Permanent Fund.
These targets were set by the Council in October
2015. The Council believes these returns can be
achieved over time through a balanced portfolio

of diversified investment strategies with different
degrees of correlation and risk. Accordingly, the SIC
invests primarily in two types of assets: public equity
and private equity (in a sense, companies that are
publicly owned and companies not publicly owned).

Public equity investments include stocks (U.S. and
international stocks) and core bonds (U.S. treasuries,
mortgage-backed securities, and investment-grade
corporate bonds). Private investments (sometimes
known as alternative investments) range from real
return assets (tangible assets with an inherent value
based on their physical attributes—infrastructure,
energy, agriculture, timber, etc.) to real estate

(office, retail, industrial, hospitality) to private equity
investments (privately held companies such as
PetSmart, Panera, even Ancestry—all backed by
private equity) to venture capital investments in New
Mexico companies (Skorpios, Meow Wolf, BayoTech,
and others).

The Council performs an extensive asset allocation
study approximately every three years and sets
annual investment targets based upon its findings.
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NEW MEXICO STATE INVESTMENT COUNCIL
INVESTMENT SOURCING PROCESS

Council
Approves
1
Asset Allocation Investment Policy Asset Class Structures
Long-term macroeconomic outlook. RFP process. e Benchmark selection.
Financial objective of funds. Permissible investment types. o Active/passive discussion.
Long-term capital market assumptions. General investment philosophies. e Investment allocation size.
Modeling process to allocate among > Roles and responsibilities of various o Risk tolerance (tracking error).
chosen asset types to meet return and parties involved. ® Structure studies which shape sourcing
risk objective of funds. Performance benchmarks for funds, asset needs.

classes,and specific investments. e Investment style and capitalization
preferences.

Annual Investment Plan

Areas of investment focus.
Views of primary investment markets.
Pacing plans for private market asset classes.
Factors influencing sourcing of investments in the coming year.
Discussion of near-term economic environment with long-term trends.

v v

Public Market Investments Private Market Investments
Process Pipeline Document

One or more staff.

Requests for Proposal.

One Council member.

One or more, general consulting team.

e Each investment is challenged for fit.

e List of potential investments in various
stages of due diligence.

e Reviewed every two weeks for
adds/drops, updates, fit with annual
investment plan and scheduling of
presentations to CIC and Council.

RFP Evaluation Committee e Developed by Asset Class Directors,

Drafts, posts, and advertises RFP. CIO, staff strategy group, and private
Evaluates RFP responses. market consultants; serves as

Vets finalists. funneling and filtering process.
Prepares recommendation.

Selection of RFP Evaluation Committee.

Staff

Council Investment Committee
Recommends

Council Approves

Legal Review
\ 4

Staff Implements



INVESTMENTS/ASSETS
Public Equity Investments

The publicly traded equity portfolio is the
cornerstone of the permanent funds and is the
largest and most liquid of the SIC’s investment
assets. The role of the public equity portfolio is
to generate meaningful returns through capital
appreciation and dividend income.

In the most efficient markets, the SIC focuses on
capturing market returns through the increased use
of low-cost strategies.

In less efficient markets, the SIC's focus is on
identifying skilled active managers who will achieve
greater-than-market returns.

The primary portfolio strategy employed in the
publicly traded equity portfolio is to maintain returns
on the upside (when things are good) and to protect
its investments when markets are falling. Downside
protection—techniques to prevent a decrease in the
value of the investment—is an essential element of
any SIC equity portfolio. If and/or when the equity
markets are weaker or exhibit downside volatility,
the SIC or its fund managers are prepared with
various strategies designed to help its investments
perform relatively better.

Private Market (Alternative)
Investments

The Council uses alternative investment strategies
to reduce risk, enhance returns, and diversify its
holdings. Alternative, or private-market asset
classes, are ideal for long-term institutional
investors like the SIC, which safeguard their
investments by seeking out diversification benefits
and by putting a premium on investment returns in
exchange for less liquidity.

Real Return Assets

When the SIC created this asset category in 2011, it
set a 10% asset allocation target for its real return
investments. The Council’s real return strategy
includes investments in infrastructure, timber,
agriculture, energy, inflation-linked securities,
commodities, and other similar assets. These
assets are characterized by their diversification,
theirincome generation and capital appreciation,
their protection from inflation, and for having
attractive risk-adjusted returns. Currently, the SIC

has approximately $2.2 billion invested in this
asset class.

A common feature of infrastructure assets is that
they protect against volatility and act as a hedge
against inflation. For instance, the energy generated
by a solar farm may be subject to a long-term
commitment with a public utility (to buy all or most
of the generated electricity). Many infrastructure
assets are or can be privatized, thus creating
investment opportunities for institutional investors.

The SIC similarly invests in real return assets
through commingled funds. Currently, the Council
is invested in nearly 30 such commingled funds and
more than 350 underlying real asset investments.
Investments in real assets tend to be globally
diversified. About 60 percent of the funds’ real
asset investments are in the U.S.

Real Estate Investments

The SIC has been investing in real estate since 2004.
The Council targets 12% of the funds’ total assets for
its real estate sector, which translates to about $2.7
billion. Currently, the funds have about $1.9 billion
invested in real estate, and we are closing the gap
by making ongoing new commitments.

Generally, the SIC invests in real estate through
commingled funds, which means that a sponsor
investment manager pools the capital of several
institutional investors (including pension funds,
sovereign wealth funds, endowments, and the like)
and invests in a diversified portfolio of real estate
assets. The Council invests in more than 40 such
commingled funds, and through those funds has
investments in more than 2,000 properties.

Most of the funds’ real estate investments are in four
major commercial property sectors: office, retail,
industrial, and multifamily rentals. However, the
funds also are invested in student housing, elder-
care facilities, self-storage, hotels, medical office
buildings, and data centers.

More than 80 percent of the funds’ real estate
investments are located in the U.S., with most of
those investments in major U.S. cities. In addition, to
improve diversification and return profiles, the SIC
also invests in commingled funds which focus on
Europe, Asia, and Latin America.
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Core Bonds

Fixed income assets in which the Council invests
through its core bonds portfolio are strategically
used to promote portfolio stability and also liquidity
in times of market upheaval. The primary goal of the
core bonds portfolio is to preserve capital, produce
income, and protect against the volatility of public
equities and other risk assets. The allocation is
composed of high quality, highly liquid assets like
U.S. treasuries and highly rated corporate securities
that provide diversification and downside protection
to the total portfolio.

Non-Core Fixed Income

The non-core portfolio is intended to produce yield
and generate returns above what's expected in
publicly traded securities. Non-core assets do this
by capturing liquidity and complexity premiums
through private assets with a contractual yield
component or securitization of an asset like real
property.

PRIVATE EQUITY INVESTMENTS

Historically, private equity has demonstrated some
of the highest returns among the various asset
classes.

The Council has been investing in private equity
funds since 1989, and currently has over $2.7
billion in these assets and a long-term allocation
target of 11% for this strategy. Mercer, the SIC'’s
private equity advisor, consults the Council in regard
to its private equity portfolio and performs due
diligence on prospective fund investments.

Private equity commitments are also vetted

during public meetings of the Council

Investment Committee, followed by a vote of the
Council. The Council currently has exposure to
hundreds of private companies, through dozens of
managers and more than 100 limited partnerships.

New Mexico Private Equity
Investments

The SIC may also invest in New Mexico-based
private equity funds, and is statutorily authorized to
commit up to 11% of the STPF to this strategy. By
statute the Council is allowed to consider economic
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benefits to the state in addition to potential
financial returns when considering this type of fund
commitment.

The Council has focused primarily on funds capable
of creating market-rate returns (about 9.2% over
the past decade), which has resulted in improved
investment performance. Mercer also serves as the
Council’s advisor for the New Mexico Private Equity
Investment Program (NMPEIP), which launched in
1993.

The NMPEIP, by investing in startups and other new
businesses, has helped the state bring in out-of-
state venture capital firms (whose SIC investments
reassure these outside firms of these state startups’
promise). The NMPEIP has also brought in local VC
firms.

When the Great Recession hit in 2008, the SIC laid
low until 2014, when it once again began to invest in
New Mexico businesses, via a co-investment fund
managed by Sun Mountain Capital.

New Mexico statutes allow the STPF to invest in
regional private equity funds; currently, the SIC
has over $400 million in these private equity
investments.

This allocation plays a dual role in the portfolio. The
first allows for the enhancement of the overall return
of the portfolio through investment in young, early-
stage regional companies. The second provides
investment capital that may ultimately provide
economic benefits—jobs and industry creation—to
the State of New Mexico.

When analyzing regional private equity-fund
commitments, the Council can consider the
economic benefits to the state in addition to
potential financial returns.



NEW MEXICO COMPANIES

Thanks to the SIC's slow-and-steady philosophy, its
sure-handed guidance, and its commitment to New
Mexico’s venture investment ecosystem, in which it
has continued to provide financial support to local
startups, the state's private equity programs have
been able to do quite well, even during and after the
pandemic.

After launching the NMPEIP in 1993, the initiative
has picked up steam in recent years. Between 2014
and 2019, the SIC signed off on $82
million for seven out-of-state venture
funds (which have since invested in
New Mexico startups). Similarly, the
Council has sent $105 million to the
Catalyst Fund since 2016, which

has invested in six new micro funds
throughout the state.

As of 2019, venture investment in 29 New Mexico
companies totaled $302 million. Some of the
Council’'s investments have been sizable, $20
million, for example, to the data analytics firm
Descartes Labs.

But the Council's support
hasn't only been financial—
many other New Mexico
companies cite its wisdom,
its philosophy, its approach,
and its belief in New Mexico talent as having been
vital to their getting off the ground, surviving, and
succeeding.

“Companies like ours have a lot of potential and
hurdles to go through so the support from the
SIC—it’s been vital,” says Mo Vargas, president
and CEO of BayoTech, maker of hydrogen fuel cells.

“The SIC offer that early gave us solid support that
commercial markets don't. They offered a very fair
evaluation through
different rounds of
funding. They're not
cheap but they're fair.
And it's a fantastic
program that helps tremendously. They can make
their dollar stretch in New Mexico. They're willing to
listen and at the end of the day, they supported us
and it paid off for them."

BayoTech has doubled its staff in New Mexico and
will double that number again in August, giving

SKORPIO
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ON-SITE HYDROGEN more in-home backing.

them close to 100 people by the end of 2021. And
sales are near $1 billion.

“Their fund is industry-agnostic,” adds Chief
Financial Officer Wendy Rollstin. “It's good to invest
in things that have good potential. It doesn't have to
all be oil and gas.”

“There is a mortality rate,” admits Vargas. “Some
companies don't make it. But if you're only looking
to have winners, that means the process is too tight
and so that business might go outside the state.”

Keeping these
businesses in state,
5 and supported, is
Iargely the SIC’s goal.
“ “It's about the broader
economic ecosystem,
and the SIC has a broad objective of helping New
Mexico businesses,” says Srinivas Mukkamala, CEO
and founder of RiskSense, an Albuquerque-based
cybersecurity company that now has 65 employees
and contracts throughout the world. “There’s a
vested interest to make New Mexico better. And
entrepreneurs here should take bold advantage of
what the state has.”

Even so, Mukkamala is
bullish on having even

“We should be doing more.
We don't do enough. If you look at other incubators
like those in Virginia or Utah in terms of pure high
tech, we are only a handful. We need more from the
state in terms of development. We need more funds.”

Lisa Albrecht, co-founder of Skorpios Technologies,
a semiconductor company that delivers highly
integrated communications products based upon
their proprietary, wafer-scale, silicon photonics
process, came to the SIC via Sun Mountain. “Most
states have some type of

“but few offer a VC market

approach through SMC like
the SIC. The SIC offers high-value investors, with
the money and support to help companies build a
business. The SIC should definitely continue the
VC market approach.”

- — mmmm c€CONOMIC support for start-up
Rls KS = s companies,” says Albrecht,
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Small Business Investment
Corporation (SBIC)

Though not controlled by the SIC, investments made
by the SBIC reside in the Severance Tax Permanent
Fund and impact STPF returns. By statute, the

SBIC is allocated 2% of the STPF (currently over
$100 million), to encourage New Mexico business
expansion and job creation. The SBIC currently has
$17.9 million deployed in small business loans to
621 New Mexico companies, and has $11.4 million
of equity investments across 21 New Mexico
companies.

The SBIC was established in 2001 to help create
new job opportunities throughout the state, which it
can do by providing equity and debt capital to small
businesses through its Lending Program and Equity
Program.

New Mexico Recovery Fund

In response to the needs of businesses hit hard by
the COVID-19 pandemic, in April 2020 the Council
authorized an emergency short-term loan fund

for medium-to-large-size New Mexico businesses
with approximately 40 or more employees. These
loans helped bridge the gap for enterprises that
were profitable prior to the lockdown and that

had good prospects thereafter but which may

not have qualified for other loans from the federal
government, state, or private banks.

New Mexico Recovery Act

Separate from the Recovery Fund, this legislative
bill signed into law by the governor in March of
2021 extended the Small Business Recovery and
Stimulus Act into May of 2022, increasing the
funding from $400 million to almost $500 million.
Small businesses (with at least 10 New Mexicans
and net revenues less than $5 million in a year) can
receive up to $150,000 in low interest loans from the
state and at below-market terms. The New Mexico
Finance Authority is overseeing the $500 million
loan fund on behalf of the state.
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Pandemic Changes and Effects

Like many government agencies, the SIC closed
its offices in March 2020 and shifted to remote
operations (pursuant to statewide public health
orders).

Online operations included ongoing investment
management and monitoring, due diligence for
current and pending investments, and all related
accounting and administrative duties normally
handled by the office.

The Council itself shifted its meetings from in-
person to telephonic gatherings, with the public
being able to listen to the meetings online and
provide comments to the Council via electronic
submissions. (Council meetings are permanently
archived online for future access or review and can
be accessed here: www.siconline.org.)

In response to the lockdown and its effects on New
Mexico businesses, the SIC also took early direct
action: at its April 2020 meeting, the SIC approved
a $100 million New Mexico Recovery Fund to assist
and support New Mexico businesses. The low-cost
loan Fund was designed to support medium-to-
large-size businesses not necessarily being served
by other federal and state grant or loan programs.
The Council’'s program complemented the efforts of
the governor and legislature, which passed the NM
Recovery Act, authorizing hundreds of millions in
small-business loans during the 2020 special and
2021 legislative sessions. Funding for both of these
initiatives, as well as tens of millions of dollars in
business loans from the Small Business Investment
Corporation, originated with dollars from the
Severance Tax Permanent Fund.




SIC Governmental Clients

The Council manages more than $1.5 billion for

23 New Mexico state agencies, cities, counties,
and other governmental entities. These clients,
whose assets range from just over a quarter million
dollars (Springer Schools) to nearly $925 million
(NM Retiree Health Care Authority), participate

in investment pools across a wide range of
investments (side-by-side with the Land Grant
Permanent Fund and other Council investments).
The primary investment pools involve publicly traded
assets such as stocks or bonds, in both domestic
and international markets, that are either actively or
passively managed.

Larger clients with assets greater than $10 million
may also participate in the Council's longer-term
investment strategies, including private equity, real
estate, real assets, and credit/structured finance.

The Council does not charge any fees related to its
overhead costs, which means clients only pay for
the actual fees/expenses related to their pro rata
share of the investment pools. This allows for clients
to access high-quality investment managers at the
same lower institutional rates commanded by the
Council's $31 billion in assets.

Each client must structure their own investment
portfolio based on their own goals and risk/return
profiles. The Council offers a menu of investment
choices, but it is up to each individual client to
develop a long-term investment allocation plan.
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SIC GOVERNMENTAL CLIENTS

Totals invested as of Dec. 31, 2020:

New Mexico Highlands University Foundation

Central NM Community College $2,401,951
Children Youth and Families Department $8,322,498
City of Albuquerque $659,749
City of Las Cruces $30,295,937
Clovis Community College Foundation $4,067,836
Eastern New Mexico University $19,550,134
Interstate Stream Commission $63,771,895
John R. Carver Testamentary Trust $839,829
Los Alamos County $58,462,675
New Mexico Commissioner of Public Lands $21,985,421
New Mexico Higher Education Dept $2,933,152
New Mexico Highlands University Endowment Fund $15,695,115

New Mexico Institute of Mining and Technology (seven accounts with the SIC)

$113,310,401

New Mexico Military Institute (six accounts with the SIC) $54,396,949
New Mexico Mortgage Finance Authority $69,972,892
New Mexico Public Schools Insurance Authority $35,151,842
New Mexico Retiree Health Care Authority $924,474,377
New Mexico School for the Blind and Visually Impaired $12,879,883
New Mexico Small Business Investment Corporation $18,752,682
Office of Superintendent of Insurance $44,184,910
San Juan College Foundation $13,551,541
Springer Municipal School District $268,382

Total

$1,515,627,839
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STATE INVESTMENT COUNCIL MEMBERS

The State Investment Council is composed of 11 members, including Governor Michelle Lujan Grisham
(Chair), Land Commissioner Stephanie Garcia Richard (Vice-Chair), and Treasurer Tim Eichenberg. Four
members are appointed by the Governor, and four members are appointed by the Legislative Council. Only
two legislative appointees can be from any one political party. All public members must be confirmed by
the New Mexico State Senate. Council terms are five years, staggered to ensure board continuity, and

members may be reappointed.

Elected Members

Governor Michelle
Lujan Grisham
(2019-)

Land Commissioner
Stephanie Garcia
Richard

(2019-)

Treasurer Tim Eichenberg
(2015-2022)

Governor’s Appointees

Debbie Romero, Dept. of
Finance & Admin. Secretary
(2019-)

Nicolas M Telles, Santa Fe
Community College CFO
(2019-)

John Bingaman
Public member
(2021-2026)

L. Michael Messina
Public member
(2019-2024)

Legislative Appointee

Catherine A. Allen
Public member
(2021-2025)

Timothy Z. Jennings
Public member
(2013-2023)

Harold W. Lavender Jr.
Public member
(2013-2023)

Leonard Lee Rawson
Public member
(2010-2022)
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SIC Committees

After the Council was restructured by the legislature in 2010, the SIC established working advisory
committees to serve various Council needs. These include the Investment Committee, Audit Committee,
and Governance Committee. The committees are not established by statute, but rather by the Council
appointing either its own members or other qualified volunteers who can bring sector or domain expertise
to this advisory role. Committee decisions are not binding but assist the Council in its oversight of the

funds.

Committee meetings are publicly announced on the SIC website and elsewhere, and notes from these
meetings are published to subsequent Council meeting materials for review.

Investment Committee
Harold Lavender (Chair)

Nicolas Telles
Michael Messina

SIC STAFF
LEADERSHIP

Steven K. Moise
Robert “Vince” Smith
Brent H. Shipp

Evan L. Land
Charles V. Wollmann

INVESTMENT
Robert “Vince” Smith
Starla Bennett

Paul Chapman

David Lee

Keith Sabol

Mikhail Kuznetsov
Clayton Camper
Nino Carpenito
Christopher Cassidy

FINANCE
Brent H. Shipp
Nicole Gallegos
Rita Scheett
Thu Sanchez

Andrea Cohen

LEGAL

Evan L. Land
Bruce Brown
Gordon Sellers

SUPPORT
Kerri Segell
Dave Jackson
Claire Sevigny
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Governance Committee
Nicolas Telles (Chair) Catherine Allen (Chair)
Leonard Lee Rawson Michael Messina
Michael Everett (advisory)  Debbie Romero

Audit Committee

State Investment Officer

Chief Investment Officer

Chief Financial Officer

Chief Counsel

Director, Communications, Legislative and Client Relations

Chief Investment Officer

Director, Public Equity

Director, Real Estate and Real Return

Director, Private Equity

Director, Stable Value

Investment Strategist

Investment Analyst, Real Estate and Real Return
Investment Analyst, Real Estate and Real Return
Portfolio Manager, Private Equity

Chief Financial Officer

Manager, Investment Accounting
Financial Coordinator

Financial Coordinator
Investment Accounting Analyst

Chief Counsel
Deputy General Counsel and Compliance Officer
Legal Assistant

Executive Assistant
Network Administrator
Administrative Assistant



PUBLIC RECORDS REQUESTS

The Inspection of Public Records Act is intended to provide the public with access to governmental
information. The law requires public access to virtually all public records, with a few exceptions. A
reasonable fee may be charged for a copy of a public record. The NMSIC fee for documents 11" x 17" or
smaller is .25¢ per page. For records other than documents, the fee is $6.75 for videos and DVDs and $2.75
for audio tapes. The records custodian may request that applicable fees for copying public records be paid
in advance, before copies are made. A receipt indicating that fees have been paid for making copies of
public records will be provided upon request.

Records requests for the State Investment Council should be addressed to:

NMSIC Records Custodian

41 Plaza la Prensa

Santa Fe, NM 87507

Fax: (505) 424-2510

Email: nmsicrecordsrequest@state.nm.us
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