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Purpose of the Investment Policy Statement 
The State of New Mexico Deferred Compensation Act, NMSA 1978, Sections 
10-7A-1 through 10-7A-12 (the “Act”) authorizes the Public Employees 
Retirement Board of the Public Employees Retirement Association (“PERA”) 
to establish a Deferred Compensation Plan (“Plan”) for the benefit of 
employees in accordance with Section 457(b) of the Internal Revenue Code 
(“Internal Revenue Code”) of 1986, as amended.   
 
This Statement of Investment Policy (the “Policy”) defines the objectives of 
the Plan and establishes policies and procedures for creating the highest 
probability that these objectives are met in a prudent manner that is 
consistent with established guidelines under the Internal Revenue Code, and 
other governing rules and regulations. 
 
The Plan is overseen by the New Mexico Public Employees Retirement Board 
(the “Board”). This Policy has been adopted by the Board under the authority 
granted by Section 10-7A-3 of the Act. 
 
This Policy outlines guidelines and requirements in the following three 
functional areas: 
 
Planning 
 

 Defining the Plan objectives and linking those to the Plan investment 
structure,  

 Establishing guidelines for the investment of the Plan assets, and 
 Documenting the responsibilities of parties responsible for the 

oversight and management of Plan assets. 
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Operations 
 

 Outlining criteria and procedures for the ongoing operation of the Plan 
investment program, and 

 Establishing investment performance standards. 
 
Control 
 

 Monitoring results, including investment performance, and 
 Describing ways to address investment options and investment funds 

that fail to satisfy established standards. 
 
In general, it is understood that this Policy is intended to incorporate sufficient 
flexibility to accommodate current and future economic and market conditions 
and changes in applicable accounting, regulatory, and statutory requirements.  
The Board will review this Policy at least annually, and, if appropriate, amend 
it to reflect changes in the capital markets, Plan participant objectives, or 
other factors relevant to the Plan. 
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Plan Objectives 
The Plan is open to all employees who are state and local public employees, 
as defined in Sections 10-7A-2C and 10-7A-2E of the Act or other persons 
other than public employees, who provide services to the state or any local 
public body as set forth in Section 10-7A-4 of the Act. 
 
The Plan is part of the State of New Mexico’s retirement program, which 
seeks to assist employees and their beneficiaries in obtaining financial 
security primarily in retirement. The State of New Mexico believes that 
achieving this objective is a shared responsibility of both the State of New 
Mexico and its employees.  
 
The Plan is voluntary and is intended to facilitate the accumulation of assets 
by participants on a tax-deferred basis for retirement by permitting 
participants to defer a portion of their compensation in accordance with the 
Internal Revenue Code, and other governing rules and regulations.  
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Plan Investment Structure 
The appropriate investment strategy for any individual participant to 
accumulate retirement savings or achieve other savings objectives is a 
function of multiple personal factors, including age, income, time horizon, risk 
tolerance, return and accumulation objectives and other assets outside of the 
Plan.  In order to allow participants to establish savings and investment 
strategies, which meet their individual needs, the Plan provides an array of 
investment options in which participants may invest.   
The Plan currently allows participants to direct the investment of their 
contributions to the following investment structure: 

Tier Philosophy 

Tier 1 – Lifecycle Funds 
 

Allows participants to choose the diversified 
investment portfolio that best fits their time 
horizon, risk tolerance and investment goals.  
As the target date of each fund approaches, 
the asset allocation progresses to a more 
conservative risk-return profile.  Designed for 
investors who want a ‘streamlined’ approach to 
investing and a professionally managed asset 
allocation. 

Tier 2 – Core Fund Array (Passive) 
 

Allows participants to create their own 
portfolios without active management risk 
based on the asset classes (or types of 
investments) that best fit their time horizon, risk 
tolerance and investment goals.  

Tier 3 – Core Fund Array (Active) 
 

Allows participants to create and complement 
their portfolios using active managers based 
on the asset classes (or types of investments) 
that best fit their time horizon, risk tolerance 
and investment goals. 
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Tier Philosophy 

Tier 4 – Extended Choice Array  Affords participants with diversification 
opportunities outside the traditional asset 
classes of stocks, bonds, and cash.  
Participants may use Tier 4 options to further 
diversify their holdings in other investment 
Tiers.  

Tier 5 – Brokerage Window 
 

Allows participants to supplement Tier 1, 2, 3, 
and/or 4 investments with additional mutual 
funds or other diversified investments based 
on their time horizon, risk tolerance, investment 
goals and/or fund manager preferences. 

 
Each investment option category within the Plan’s investment structure is 
intended to fill a primary savings and investment role consistent with the Plan 
objectives and to address the risks that participants face.  Participants bear 
the full risk of investment results from the option(s) and asset mix they select.  
The investment options offered in the Plan are included in the Appendix to 
this document.  
The Board may decide to replace or hire additional managers within an 
investment option category at any given time. Investment options shall be 
selected in accordance with the State of New Mexico Deferred Compensation 
Act and the administrative rules and regulations there under. 
 
Although the Plan is not subject to ERISA, the Board intends to comply with 
the provisions of ERISA section 404(c).  ERISA section 404(c) applies to 
plans with participant-directed investments and allows the plan sponsor and 
other fiduciaries to avoid liability for participants’ investment direction if the 
plan meets the requirements of ERISA section 404(c). To comply with ERISA 
section 404(c), a plan must: 

 Offer at least three diversified “core funds” representing a broad range 
of investment alternatives; each core fund must itself be a diversified 
portfolio of investments 

 Enable participants to switch investments as frequently as “appropriate 
in light of the market volatility of the investment alternatives” 

 Permit transfers of the core funds “quarterly” defined as at least once 
in any three-month period – or more frequently 

 Provide participants with certain information on the plan including costs 
and each of the investment alternatives 

 Must notify all participants of the Board’s intention to comply with 
ERISA section 404(c)   

With the intent to comply with ERISA section 404(c), the Board also 
recognizes that it acts in a fiduciary capacity for the selection (and periodic 
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monitoring) of an appropriate menu of plan investment choices available to 
participants. 
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Investment Option Performance Standards 
Each investment option’s performance shall be evaluated based on 
quantitative and qualitative standards as outlined below.   
 
Qualitative Standards 
The following qualitative standards will be used in the evaluation of each 
investment option: 
 Compliance with stated investment guidelines, contract terms, and/or 

State or federal laws and rules 
 Adherence to stated investment style and philosophy 
 Ownership stability and alignment of interests with investors 
 Retention and attraction of key investment professionals associated with 

the management of the investment option  
 Litigation and assessment of impact on future investment performance 
 Disclosure of relevant information that may have an adverse impact on 

performance 
 
Quantitative Standards 
Performance results will be measured by: (1) Total time-weighted rates of 
return net of investment management fees and all fund expenses; however, 
they will be gross of Plan expenses (i.e. explicit costs paid for administration 
or other Plan costs) and (2) Against a respective market index and peer group 
median over rolling three- and five-year periods.   Volatility will be measured 
by the standard deviation of quarterly returns and should be reasonably 
comparable to each fund’s respective market index and the respective peer 
group averages.  Funds with greater volatility than their indices should earn 
higher returns than those indices.   
Following, the investment return objectives for each investment option 
category are stated.  It is expected that the funds designated for each 
investment category will meet or exceed these performance objectives.  The 
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manager universes will be composed of professionally managed funds 
comprised of comparable peers.  The Board will monitor fund performance 
relative to these standards. 
Fund Review and De-selection 
The Board will utilize the qualitative and quantitative standards described 
above as criteria to review the options available in the Plan. Furthermore, 
Investment Consultant and the Board will continue to monitor performance 
results at least quarterly to determine whether a fund should be de-selected. 
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Responsibilities of Plan Participants 
The Plan is a voluntary, participant-directed deferred compensation plan. As 
such, participants in the Plan bear responsibility for deciding the amount of 
current compensation to defer in the Plan and for developing and monitoring 
a strategy for the investment of their accounts. 
 
The specific responsibilities of the Plan participants are as follows: 
 
 Determining the amount to contribute to the Plan within the limitations set 

by the Plan and the Internal Revenue Code. 
 Allocating account balances and future deferrals to the available 

investment options, based on individual circumstances, goals and 
objectives and risk tolerance. 

 Verifying transactions and account activity including, but not limited to, 
payroll, deferrals, transfers, account maximum limits. 

 Rebalancing account balances to the participant’s desired allocation due 
to market movements and account activity. 

 Reallocating account balances and direction of future contributions as 
personal circumstances and goals and objectives change. 
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Management & Administration of the Plan’s 
Investments 
 
The Board will act in the sole interest of the Plan participants and 
beneficiaries, for the exclusive purpose of providing benefits to participants 
and beneficiaries and of defraying the reasonable expenses of administering 
the Plan.  The safeguards to which a prudent investor would adhere must be 
observed.  Furthermore, the Board must comply with and fulfill all aspects of 
the established guidelines under Sections 10-7A-1 through 10-7A-12 of the 
Act, the Internal Revenue Code, and other governing rules and regulations 
that relate to the administration and investment of the Plan assets.  
 
Several entities are responsible for various aspects of the management and 
administration of the Plan’s investments. Those entities’ responsibilities are 
governed by Sections 10-7A-1 through 10-7A-12 of the Act, Administrative 
Rules, the Plan Document, and/or certain contracts entered into or on behalf 
of the Plan; to the extent that any provision of this Policy contradicts Section 
10-7A-1 through 10-7A-12 of the Act, the Plan Document, and/or certain 
contracts entered into by or on behalf of the Plan or Board, those documents 
will control.  The entities and their responsibilities include, but are not limited 
to: 
 
Board 
The tasks overseen by the Board include: 
 
 Hiring the administrator, deferred compensation carriers, and/or 

investment advisory consultants. 
 Establishing and maintaining the Investment Policy. 
 Selecting investment options in compliance with the State of New Mexico 

Deferred Compensation Act. 
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 Periodically evaluating the Plan’s investment performance, the costs to 
Plan participants, and recommending investment option changes. 

 
 
Investment Consultant 
The Investment Consultant reports to the Board and staff on various aspects 
of the Plan’s investments and the performance of the Plan’s investment 
managers, meeting with the Board to review investment performance, making 
recommendations regarding investment objectives, guidelines, and this 
Policy, assisting in the Plan’s compliance with this Policy, and reporting to the 
Board on current investment trends and issues. In addition, the Investment 
Consultant shall provide annual recommendations for the asset allocation 
(mixes) of the Target Maturity Lifecycle Funds. 
 

The Investment Consultant acknowledges that it is a fiduciary to PERA and 
shall at all time act in a fiduciary capacity to PERA with respect to those 
services for which it exercises discretion. The Investment Consultant further 
acknowledges that it is a fiduciary with respect to these services that consist 
of investment advice that satisfies the ERISA definition of such service being 
fiduciary in nature. Accordingly, the Investment Consultant is under a duty to 
exercise a skill greater than that of an ordinary person, and the manner in 
which advice is handled or services are rendered will be evaluated in light of 
the Investment Consultant’s superior skill. 
 
Investment Managers  
The managers of the funds/investment strategies selected by the Board make 
investment decisions consistent with the approach stated in relevant 
prospectuses, investment manager agreement and/or contracts.  Investment 
managers are also responsible for reporting investment results on a regular 
basis as determined by the Board.  
 

As deemed necessary, each investment manager will be expected to meet 
with the Board and/or its representative(s) and to provide: 
 
 A verbal and written review of their investment performance and portfolio 

structure. 
 A synopsis of their key investment decisions, their underlying rationale 

and expected future implications. 
 An organizational update. 
 Compliance with this Policy. 

 

Managers are also required to immediately notify the Board (or its designees) 
and the Investment Consultant in writing of changes in fund operation and 
personnel that may negatively impact performance. This includes any 
organizational or strategy changes that impact asset management. 
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To the extent that the Plan uses mutual funds and/or collective investment 
trusts, the Board recognizes that the governing documents for those vehicles 
will preside over this Investment Policy Statement. 
 
Custodian/Insurance Provider 
The Custodian/Insurance Provider will perform the following in conjunction 
with Plan and statutory provisions: 
 

 Complying with all applicable rulings, regulations, and legislation. 
 Acting in accordance with the provisions of trust and/or custodial 

agreements and annuity and other insurance contracts. 
 Reporting financial transactions and preparing periodic summaries of 

transactions, asset valuations, and other related information as deemed 
appropriate by the Board. 

 
Third Party Administrator 
The Third Party Administrator will perform the following in conjunction with 
Plan and statutory provisions: 
 
 Marketing the Plan. 
 Performing general administration of the Plan. 
 Updating changes in the Plan. 
 Maintaining and updating participant accounts. 
 Preparing activity reports. 
 Preparing participant statements. 
 Rebalancing LifeCycle portfolio allocations back to target asset allocations 

approved by the Board within the first 15 days of each quarter 
 Administering the loan program for the Plan. 
 Educating and communicating the investment options offered in the Plan. 
 Enrolling new employees in the Plan. 
 Processing new employee information. 
 Accepting and initiating employee investment direction. 
 Processing distributions. 
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Appendix A   

Appendix – Investment Options 
 

Investment Option Comparative Manager Peer 
Group Universe  

Median 3 and 5 Years 

Relative Market Index  
3 and 5 Years 

Target Maturity  
Lifecycle Funds 

Target Date Fund Universe Each Option Will Be Evaluated 
Compared to Customized 
Indices Based on Asset 

Allocation Mixes  
Stable Value Fund  Stable Value  

Fund Universe 
3-month Treasury Bill Index + 

100 basis points  
Inflation Protected Bond Inflation Protected Fund 

Universe 
Barclays Capital US TIPS Index 

Diversified Inflation Hedge N/A Customized Indices Based on 
Asset Allocation 

Market Duration Bond Fund 
(Passive) 

Core Fixed Income Mutual  
Fund Universe 

Barclays Capital Aggregate 
Bond Index  

(Tracking Error +/- 20 basis 
points) †† 

Global Bond Fund Global Fixed Income Mutual 
Fund Universe 

Citigroup World Gov’t Bond 
Index 

Balanced Fund Balanced Manager Mutual 
Fund Universe 

60% S&P 500 Index/40% 
Barclays Capital Aggregate 

Bond Index 
Global Real Estate 
Investment Trust Fund 

Global Real Estate Mutual 
Fund Universe 

FTSE EPRA/NAREIT 
Developed Index 

Large Capitalization Value 
Equity Fund 

Large Cap Value Equity  
Mutual Fund Universe 

Russell 1000 Value Index 

Large Capitalization Core 
Equity Fund (Passive) 

Large Cap Core Equity  
Mutual Fund Universe 

S&P 500 Index 
(Tracking Error +/- 30 basis 

points) †† 
Large Capitalization Core 
Equity Fund (Active) 

Large Cap Core Equity  
Mutual Fund Universe 

S&P 500 Index 
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Large Capitalization Growth 
Equity Fund 

Large Cap Growth Equity  
Mutual Fund Universe 

Russell 1000 Growth Index 

International Equity Fund 
(Passive) 

International (All Country 
World ex-US ) Equity Index 

Mutual Fund Universe 

MSCI ACWI ex US IMI Net 
Index 

(Tracking Error +/- 30 basis 
points) †† 

International Large Cap 
Equity Fund (Active) 

International Equity  
Mutual Fund Universe 

MSCI EAFE (Net) Index 

Mid Capitalization Core  
Equity Fund 

Mid Cap Core  Equity  
Mutual Fund Universe 

Russell Midcap Index 

Mid Capitalization Growth 
Equity Fund 

Mid Cap Growth Equity  
Mutual Fund Universe 

Russell Midcap Growth Index 

Small Capitalization Value 
Equity Fund 

Small Cap Value Equity  
Mutual Fund Universe 

Russell 2000 Value Index 

Small Capitalization Core 
Equity Fund 

Small Cap Core Equity 
Mutual Fund Universe 

Russell 2000 Index 

Emerging Markets Equity 
Fund 

Emerging Markets Equity 
Mutual Fund Universe 

MSCI EM Index 

 
† Target Maturity Lifecycle Funds will also be evaluated based on their asset allocation mixes, ability to span the risk/return 

spectrum, and the underlying funds that comprise each lifecycle fund.  
††  Tracking error is defined as the return of the Fund minus the return of the index. When evaluating the performance of the Fund 

relative to the respective index, the tracking error should fall within the stated amount of basis points relative to the index on an 
annualized basis over the 3 and 5 year periods. 
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Appendix B  

Appendix – Investment Option Selection Process 

 
  


















