
Minutes Approved at the June 10, 2014 IC Meeting 

NEW MEXICO 

PUBLIC EMPLOYEES RETIREMENT BOARD 

INVESTMENTS COMMITTEE MEETING 

May 13,2014 

This meeting of the Public Employees Retirement Board Investments Committee 
was called to order by Chair Dan Mayfield, at approximately 9:50 a.m. on the above-
cited date in the PERA Building, 33 Plaza La Prensa, Fabian Chavez Board Room, Santa 
Fe, New Mexico. 

1. Executive Director Wayne Propst called roll and a quorum was established with the 
following members present: 

Members Present: Member(s) Excused: 
Dan Mayfield, Chair James Lewis 
Roman Jimenez, Vice Chair 
Jackie Kohlasch 
Patricia French 
Stewart Logan 

Other Board Members Present: 
Dan Esquibel 
Paula Fisher 
Loretta Naranjo-Lopez 
John Reynolds 

Staff Members Present: 
Wayne Propst, Executive Director 
Susan Pittard, General Counsel 
Sylvia Barela, ASD Director 
Judy Olson, Executive Assistant 
Karen Risku, Assistant General Counsel 
Jonathan Grabel, Chief Investment Officer 
Julian Baca, Deputy CIO 
LeAnne Larranaga-Ruffy, Portfolio Manager 
Christina Keyes, Portfolio Manager 
Roderick Ventura, Assistant General Counsel 
Joaquin Lujan, Portfolio Manager 
JoAnn Garcia, Deferred Compensation Program Manager 
Mark Montoya, Financial Specialist 



Others Present: 
Jamie Feidler, Cliffwater 
Michael Schlachter, Wilshire 
Anne Hanika-Ortiz, LFC 
Hector Dorbecker, LFC 
John Garrett, Cavanaugh Macdonald Consulting 
Jonathan Craven, Cavanaugh Macdonald Consulting 
C. Dianne McCoy, lllh Judicial District Court 
Paul Lium, Nationwide 

2. APPROVAL OF AGENDA 

Mr. Jimenez moved to approve the agenda as published. His motion was 
seconded by Mr. Logan and passed by unanimous [5-0] voice vote. 

3. APPROVAL OF CONSENT AGENDA 

Mr. Jimenez moved to approve the consent agenda. Mr. Logan seconded and the 
consent agenda was unanimously [5-0] approved. 

4. CURRENT BUSINESS 
A. Chief Investment Officer's Report 

1. Preliminary Investment Performance Summary -
April 2014 

Jonathan Grabel, Chief Investment Officer, said it is too early in the month to 
provide April's results. The preliminary numbers show the plan was up 23 basis points 
for the month. More accurate and final numbers will be presented at the May Board 
meeting. The fund balance remains about $14 billion and the fiscal year to date returns 
are very strong at 13.32 percent which is a positive actuarial experience. The trends that 
appear in the April number/themes show that international equities continue to perform 
well, domestic equities' volatility continues to increase and fixed income has been strong. 

2. Cash Plan Update 

Mr. Grabel reviewed the actual estimated and projected cash flows for FY 14. 
During April approximately$43 million was transferred to the State Treasurer to pay 
benefits. The sources were $45 million from US equities, $25 million from international 
equities and that money was redeemed from the most overweight asset categories. 
Historically, staff has taken cash from the most overweight asset category. 

Responding to Ms. Kohlasch's observation that management fees spiked between 
March and April Mr. Grabel said investment managers are typically paid on a quarterly 
basis. The majority of PERA fees are asset based so as the plan grows, fees tend to 
increase. 
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Ms. French congratulated Mr. Grabel for his interview with Fox News and said it 
has put New Mexico PERA on the map. 

Legislative Finance Committee Auditor, Anne Hanika-Ortiz, said while the state 
is at the bottom of many lists, she said it was pleasure to see the state is gaining a 
leadership role in its employee pension management. 

3. Other Updates 

Mr. Grabel advised the Committee that Sonam Rapten was leaving PERA. Mr. 
Grabel said they are getting close to the bone with the other vacancies in the department. 

Staff is in the process of finalizing contracts with MLP, Harvest Advisors and the 
allocation may be funded later this month. The plan is to liquidate the $37 million TIPS 
account and fiind the tranch of MLPs. 

He updated the Committee on hedge fund manager Och-Ziff who is being 
investigated by the SEC and DOJ for alleged violations of the Foreign Corrupt Practices 
Act involving sovereign wealth funds in Africa. There are now allegations against Och-
Ziff regarding mining entities and loans in the Congo. At this point there are no charges 
against Och-Ziff and the individual involved in the mining loans has left employment 
with Och-Ziff. PERA and Cliffwater have had calls with Och-Ziff and they assert there 
have been no regulation violations. The firm is not experiencing redemptions from 
investors. 

Jamie Feidler, Cliffwater, said his firm routinely has conversations with all the 
hedge fund managers their clients are invested in. They have had additional calls with 
Och-Ziff on this issue and there has been a lot of dialogue. The issues regard how certain 
mining rights were obtained and Och-ZifFs loans to to an Israeli mining magnate. 

Mr. Reynolds asked whether Och-Ziff was a client of Cliffwater and Mr. Feidler 
said Cliffwater derives no revenues at all from Och-Ziff nor do they provide any services 
to Och-Ziff Cliffwater vetted Och-Ziff with other hedge fund managers and approved 
them for client investment. He confirmed that none of the hedge funds are Cliffivater 
clients and Cliffwater revenues are derived from their clients. 

Ms. Pittard said each hedge fund has its own contractual requirements regarding 
redemptions. She offered to provide the particulars regarding Och-Ziff 

Recalling the Bemie Madoff fraud case, Ms. Naranjo-Lopez recommended 
speaking to other investors rather than asking Och-Ziff if they have conducted their 
business within the confines of regulations. She asked if there was a process in these 
sorts of situations. 
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Assuming Och-Ziff is found guilty, Mr. Esquibel asked how it would affect 
PERA's investment with the firm. Mr. Grabel said the investigations are not limited to 
Och-Ziff. They include BlackRock, JP Morgan and there may be non-public entities that 
are part of the investigation that are not required to disclose the existence of the 
investigation. 

Mr. Feidler said PERA's capital is not at risk as a result of any of these 
investigations. 

Och-Ziff has informed staff that the general partner, not the limited partners, are 
paying legal fees and any potential fines. 

Mr. Grabel offered to provide an update on this item at the next Committee 
meeting. 

Mr. Grabel provided an update on Elliott, a hedge fund PERA has a $46 million 
commitment to. The firm was recently fined €16 million euros (US $22 million+) for 
insider trading by the French authorities. Elliott disagrees with the findings and is 
appealing within the French courts. Elliott will not go to their investors' capital to pay 
any fees or fines. Like Och-Ziff, neither staff nor the consultant have a recommendation 
at this time. 

B. Information Item: Investment Policy Statement Implementation 
Timeline for New Strategic Asset Allocation 

Mr. Grabel reported that staff has been working with the IC chair, Cliffwater and 
Wilshire in terms of die process. The next step is to adjust PERA's Investment Policy 
statement, benchmarks and asset allocations. It is anticipated that a draft will be 
presented to the IC at its June meeting. 

C. Information Item: 3rd Quarter Fiscal Year 2014 Review 
[Exhibit 1: Wilshire Q3 FY 14 Investment Performance Review] 

Michael Schlachter, Wilshire, said he would focus on overall characteristics of the 
fund and contextual discussion of the overall performance. He reviewed TUCS (Trust 
Universe Comparison Service) public plans >$5 billion of which there are 40 large 
institutional investors and PERA ranked for the one year 52nd out of a rank with 1 as best 
and 100 as worst. Looking back five years, PERA was ranked in the top third. He 
pointed out that PERA's peers have larger allocations to private equity, real estate, etc. 

Mr. Schlachter said even though PERA's ranking among its peers is not that 
strong, PERA's added value is very strong. 

Mr. Schlachter clarified that PERA was ranked in the 69th percentile for the last 
five years relative to the performance of the fund not relative to other benchmarks. He 
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said PERA is out of balance because GTAA was never funded, it has been difficult to 
ramp up alternative investments, and is underweight in private equity, real estate, and 
infrastructure. That money that was slated for those categories has been placed in stocks, 
mostly US. Ideally, PERA will adhere to its asset allocation. He reviewed where the 
value added came from for the fund. He noted that the fund was overweight by 1.44 
percent to US equities. US equities were up for the year and that overweight added 
tremendous value. PERA's index is not especially easy or hard to beat. It was manager 
value selection that contributed to the fund. 

Mr. Schlachter summarized that it was PERA's managers doing smart things not 
misweights in benchmarks that added value to the fund. 

Referring to performance relative to the equity composite, Mr. Schlachter said 
PERA has ranked very high with consistent solid outperformance. He attributed it to a 
small-cap growth bias that he did not think would continue. He noted that the portfolio 
has more growth, risk and volatility than the benchmark and the return on equity was 
lower at 14.6 percent versus 17 percent for the benchmark. The factor bias needs to be 
taken out of the portfolio. Interesting, PERA has a small-cap growth bias in US equities 
with a large cap value bias in non-US equities. He reviewed the fixed income composites 
also noting strong performance. 

Mr. Jimenez observed that looking back 10 years, PERA was in last place in the 
comparison universe. While he was confident that the portfolio was moving in the right 
direction he did not want to ignore the past. Although he wasn't working with PERA 
then, Mr. Schlachter said he understands the portfolio was conservative and there were no 
investments in alternative assets which have done phenomenally well. The new asset 
allocation structure has a higher expected return, better diversification for asset classes, a 
slight decrease of risk and reduction of factor biases. 

Ms. French pointed out that 10 years ago PERA did not have the necessary 
legislative approval to invest in alternatives. Mr. Schlachter said the Board surely should 
not be unfairly handcuffed against pursuing investments in which it feels appropriate to 
invest. 

D. Action Item: Cash Equitization Recommendation 
[Exhibit 2: Staff report re: Cash Equitization recommendation] 

Mr. Grabel reminded the Committee of what a cash equitization program provides 
in that it enables PERA to use exchange traded futures and other instruments to 
synthetically replicate the strategic asset allocation in cash. Currently, cash is not part of 
the strategic allocation and without earning a return it becomes a cash drag. The agency 
has $300 million to $400 million in cash in order to cover expenses and as a result no 
return is earned. Aside from the drag, cash also prevent operational efficiency. On a 
monthly basis staff moves quickly to insure there is cash available to pay benefits and 
expenses. 
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As an example, Mr. Grabel said with the plan being up 14 percent year to date and 
multiplying that notional cash balance of $400 million, that would equate to $50 million 
that the fund would have earned. 

Confirming that cash equitization programs can lose money in the short term, it is 
the long term that PERA seeks in which to earn a positive return. 

Mr. Grabel noted this item was isolated in the staff work plan during February. 
An education session occurred at the March IC meeting and at the April IC meeting Chief 
of Staff/General Counsel Pittard discussed it from a procurement perspective and stated 
that it does not require an RFP process. Staff issued an informal RFI to existing PERA 
managers who provide cash equitization services: State Street, BlackRock, Northern 
Trust, Parametric Clifton, and Russell. The bids were all similar ranging from $200,000 
to $250,000 annually to manage approximately $400 million monthly. 

Mr. Grabel reviewed PERA's Investment Policy Statement that speaks to the 
Board delegating to staff the uses of derivatives and that the Procurement Policy requires 
a super majority to award a contract to the incumbent provider without having to go to an 
RFP. 

Based on the RFI review, Mr. Grabel said staff recommends awarding the 
contract to Parametric Clifton. It was also noted that Parametric Clifton pioneered the 
cash equitization technique and remains the industry leader. Staff will work on an 
implementation timetable and road map with Parametric Clifton at a site visit. 

Ms. French questioned the RFI process. Mr. Grabel responded that the 
Investment Policy Statement articulates the delegation of this to staff. 

Mr. Grabel offered to share the RFI with the Board as well as have a Board 
member assist to develop an implementation timetable. 

Mr. Jimenez moved to accept staff recommendation and recommend to the PERA 
Board that Parametric Clifton be hired to manage the cash equitization program. Mr. 
Logan seconded and the motion passed by majority [4-1] voice vote with Ms. French 
voting against. 

E. Informational Item: Securities Litigation Update 

Ms. Pittard provided an update on the Wachovia litigation stating outside counsel 
will come in for executive session to discuss it more candidly with greater detail. In 
2008/2009 PERA incurred significant losses with regard to the securities lending 
program in two specific collateral pool investments: SIGMA and Stanfield Victoria. 
These are structured investment vehicles (SIVs) that were invested over a period of 
several years. The losses that were sustained at the time the lawsuit was instituted were 
$90 million. She characterized that as the most significant loss the fund incurred related 
to specific investments during the GFC. 
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Ms. Pittard said as an agency and as a Board, PERA cannot enter into contracts on 
a contingency basis; however, the AG's office can. PERA is represented by Bernstein 
Liebhard out of New York City and local counsel is Long, Komer & Associates. 
Discovery is expected to be completed February 2015 and the case is scheduled for trial 
in July 2015. TTie lawsuit was filed in 2010 and has been removed to federal court twice. 

Ms. Pittard stated that in 2011 the loss of $71 million was realized with the Sigma 
account. The Stanfield Victoria investment loss was $31 million and $26 million has been 
recovered. 

Ms. Pittard said ERB filed a lawsuit against Wachovia/ClearLend Securities and 
settled for $5 million of the approximate $9.5 million loss. A lot of PERA's discovery 
will use what ERB has found. She mentioned that another similar case against Wachovia 
in Florida resulted in 100 percent recovery awarded. 

Ms. Kohlasch asked about legal fees and Ms. Pittard said that was arranged with 
the AG's office and she understood it was not to exceed 35 percent. 

F. Action Item; JP Morgan Chase Securities Lending Contract 
Extension by up to two years through June 30, 2016 

Mr. Grabel referred to a staff memo providing background and recommendation 
on JP Morgan Chase, PERA's current partner in securities lending. The program was 
transferred to them in 2011 and it is working. The contract will expire next month. Staff 
recommends extending the contract by up to two years to coincide with the expiration of 
the contract PERA has with JP Morgan as its custody bank. 

Mr. Logan moved to approve and forward staff recommendation to the Board. 
The motion was seconded by Ms. French. 

Ms. French recalled the discussions about the extent of the task of changing 
custody banks. She asked if JP Morgan's services have improved and if staff felt 
comfortable extending the contract out to 2016. Mr. Grabel said the action before the IC 
refers to the securities lending portion. He said staff will recommend rebidding both 
contracts when there is sufficient staff to work with the Board on the process. He 
emphasized that PERA's asset are safe. 

The motion passed by unanimous [4-0] voice vote. Mr. Jimenez was not present 
for this action. 

G. Action Item: Recommendation of Auditor for FY14 Deferred 
Compensation Plan Audit - Eide Bailly LLP 

JoAnn Garcia, Deferred Compensation Program Manager, advised the IC that the 
professional services contract between Nationwide and PERA requires Nationwide to 
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provide an annual audit of the State's Deferred Compensation Plan conducted by an 
independent firm approved by PERA. Nationwide pays the fee for this service. 

Staff report included background information on Eide Bailly and Ms. Garcia said 
staff recommends the approval of this firm to conduct the independent audit. She noted 
that Eide Bailly is on the State Auditor's approved firm list. 

Ms. French moved to approve the staff recommendation and forward it to the 
Board. Her motion was seconded by Ms. Kohlasch. 

Ms. Garcia said the audit will be incorporated into the audit conducted by the 
PERA auditor. 

The motion passed by unanimous [4-0] voice vote. Mr. Jimenez was not present 
for this action. 

5. OTHER BUSINESS 

None was brought forward. 

6. ADJOURNMENT 

Having completed the agenda, and upon motion by Ms. French and second by Ms. 
Kohlasch, Chair Mayfield declared this meeting was adjourned at 11:35 a.m. 

Dan Mayfield, Chair 
Investments Committee 

ATTEST: 

Attached Exhibits: 
Exhibit 1: Wilshire Q3 FY 14 Investment Performance Review 
Exhibit 2: Staff report re: Cash Equitization recommendation 
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