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____________________________________________________________________________ 

Executive Summary 

The Office of Planning, Budget & Analysis, on behalf of the University Debt and Investment Advisory 
Committee (DIAC), is seeking The University of New Mexico Board of Regents’ approval of edits to the 
Regents’ Policy Manual – Section 7.21: Investment of Operational Funds and Bond Proceeds that will 
permit certain investment categories that are currently prohibited and increase the average maturity of 
investments. These changes will provide attractive relative value opportunities, and enhance yield while 
minimally impacting investment risk, providing additional flexibility to move when markets move and allow 
investment decisions to be made in real time.  

We are also recommending minor edits related to changes in position titles and removal of three 
sentences under Reporting and Accountability section that detail day-to-day administrative roles and 
responsibilities, which we believe is more appropriate in University Administrative Policy (UAP) 7610: 
Investment Management, under 3. Investment Responsibilities.  The proposed changes to Regent policy 
as outlined above align with recommendations received from both of our investment managers, Loomis 
Sayles and SLC Management, and deemed to be reasonable requests from our investment consultant, 
Aon Investments. A redline version of the policy is shown as ATTACHMENT 1. A summary of the 
investment manager recommendations and Aon review is shown as ATTACHMENT 2. 

Background 

Originally adopted in 2005, and not having been revised since 2010, the Regents’ Policy Manual – 
Section 7.21: Investment of Operational Funds and Bond Proceeds governs the investment of 
operational funds and bond proceeds of the University of New Mexico. It does not apply to endowments 
held by the University and the UNM Foundation, which are invested in accordance with the Foundation’s 
Consolidated Investment Fund Endowment Investment Management Policy.  

Each of our accounts is managed in a manner that correlates to the three tenets of public funds that are, 
in order of priority: 

 Preservation of Capital (Safety)
 Liquidity
 Yield or Return
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Due to the nature of the funds  we are always obligated to ensure the safety of our portfolios by seeking 
out high credit quality investment opportunities, and we like to have an optimal mix of higher yield, less 
liquid investments and lower yield, highly liquid opportunities.   
 
The University seeks market rates of return on its investments, consistent with its liquidity requirements 
and quality and duration/maturity constraints, in relation to the Fund's benchmark. In addition, the 
University tries to acquire securities with suitable characteristics corelated to Operating Fund cash flows, 
and to hold those assets until such time as market conditions or other factors create clear opportunities 
for increased returns.  
 
As discussed in the April 10, 2023 Board of Regents meeting, it is important that we continue to seek 
alternative revenue sources to support the University’s mission. Given the size of our investment 
balances with Loomis Sayles and SLC Management ($254.6 million and $117.4 million managed, 
respectively, as of February 28, 2023), we believe this is a great opportunity to diversify and expand this 
source of investment income, while minimally impacting investment risk because these balances 
represent operational funds that must be preserved for operational needs and intended long-term uses. 
In addition, this proposal aligns with the UNM 2040 Strategic Planning Framework Goal of Sustainability 
by ensuring the necessary financial resources to achieve our aspirations and mission. 
 
Since December 2022, we’ve met separately with both investment managers, SLC Management and 
Loomis Sayles, to get a sense of what changes or recommendations they’d propose to allow more 
flexibility in managing our investment portfolios. We’ve also met with our investment consultant, Aon 
Investments, as well as Dr. Reilly White, Associate Professor of Finance at UNM’s Anderson School of 
Management and faculty advisor for the $4.0 million student-run Regents’ Portfolio. These discussions 
centered around the proposed changes and the reasonableness of these recommendations while still 
upholding our top two tenants with investing operational funds of safety (preservation of capital) and 
liquidity. On March 2, 2023 the DIAC met to discuss the investment recommendations and proposed 
changes to investment policy. The changes were voted on by the Committee and approved to move 
forward.   
 
Manager Recommendations and Related Policy Changes 
 
Allow investment in private placements (144As) 

 By removing “Private placements” from the Prohibited Investments section, we would be able to 
take advantage of privately placed securities, giving our investment managers a greater supply of 
bonds to invest in. 

 Rule 144A allows privately placed securities to be sold and traded to Qualified Institutional Buyers 
without SEC registration. The primary benefit of buying 144A securities is access to a greater 
supply of bonds. A white paper explaining the case for expanding 144A limits and additional 
background on what 144A securities are is shown as ATTACHMENT 3. 

Allow investment in securitized assets (asset-backed securities, mortgage-backed securities, etc.)  
 By removing “Mortgages—backed debt and pass-through securities or obligations”, “Residual 

Tranche collateralized mortgage obligations”, and “Collateralized mortgage obligations (CMOs) 
and other mortgage-backed securities…” from the Prohibited Investments section, we would be 
able to take advantage of higher yields that would come from allowing investments in securitized 
assets. 

 Both of our investment managers recommend adding in the option to invest in securitized assets. 
Allocations within securitized assets (of which 90% comes to market as 144A) would provide 
attractive relative value opportunities and higher yields. Mortgage-backed securities (MBS) allow 
investors to benefit from mortgage business (i.e. principal and interest payments passed through) 
without the need to directly buy or sell home loans. We believe that existing investment guidelines 
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in our policy that call for an average quality of A1/A+ or better helps to mitigate any risk in 
investing in MBS, as low-quality MBS would not be considered. We can also manage our low 
tolerance for investment risk by implementing a preferred range and maximum percentage 
allowed of investment funds within this asset class in University Administrative Policy 7610. 

Increase maturity limit or neutralize duration of the portfolio.  
 Duration represents the weighted average term of maturity of bonds in a fixed-income portfolio. 

Portfolios with a shorter duration will typically be less affected by interest rate changes than a 
portfolio with a longer duration. However, when interest rates are expected to stabilize or stay 
low, longer duration bonds are a better choice, as bond prices move in the opposite direction of 
interest rates. While the portfolios have benefited recently from the short duration posture, this is 
essentially an interest rate bet. Should rates stabilize or decrease, there is a significant risk to the 
portfolio’s performance. 

 We acknowledge that our short duration posture that currently exists within RPM 7.21 opens our 
portfolio to risk in the event interest rates stabilize or decrease. We propose increasing average 
maturity from three years or less to five years or less. Refer to red line edit under the Investment 
Guidelines section that changes average maturity from three years or less to five years or less. 
 

Align University Administrative Policy with Regents Policy Manual changes 
 
If the Regents approve of the changes proposed, we will also put forward similar changes to University 
Administrative Policy 7610: Investment Management to bring both policies into alignment. 
 
 
ATTACHMENT 1 
 

Regents' Policy Manual – Section 7.21: Investment of Operational Funds and Bond Proceeds 
DRAFT of 05/11/23 (Redline Copy) 

 
 
ATTACHMENT 2 
 
 Aon Investments - Review of Fixed Income Manager Recommendations (January 2023) 
 
ATTACHMENT 3 
 
 AAM White Paper on 144A Securities (August 2019) 
 



Regents' Policy Manual - Section 7.21: Investment of 

Operational Funds and Bond Proceeds 

Adopted Date: 12-13-2005 

Amended: 05-11-2010 

Applicability 

This policy governs the investment of operational funds and bond proceeds of the University of New Mexico. It does not 

apply to endowments held by the University and the UNM Foundation, which are invested in accordance with the 

Foundation's Consolidated Investment Fund Endowment Investment Management Policy. 

Policy 

The University shall manage its cash flow in a manner which will maximize funds available for investments. The primary 

objective for investments of operational funds and bond proceeds of the University is capital preservation. In addition, 

available funds shall be invested with the following objectives: 

1. Conformance with applicable laws and regulations, bond resolutions and indentures, and other pertinent legal

restrictions.

2. Sufficient liquidity to ensure the University can quickly respond to cash demands and meet funding and operations

requirements and emergency expenditures.

3. Recognition of differing objectives and needs of various operating funds and bond proceeds.

4. Maximization of investment returns.

The Board recognizes that in order to meet these investment objectives it may be advantageous to engage the services of 

investment consultants and managers who have appropriate training and expertise and who have access to specialized 
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information and analysis or analytical tools and systems. Investment consultants and managers must be registered 

investment advisors with the Securities and Exchange Commission (SEC) and must have a minimum of $500 million of 

assets under management. Such contracts must be approved by the Board of Regents. All persons or entities, including 

investment managers and consultants, that have responsibility for investment of University funds shall be bound by this and 

other University policies, including conflict of interest policies RPM 1.8 and RPM 6.4, and federal and state laws and 

regulations. 

Investment Guidelines 

The scope of authority for the types of investments that may be made with University funds is statutorily defined in NMSA 

1978, Sections 6-8 and 6-10. University assets may be invested in any securities permitted by law, subject to the provisions 

of this investment policy. Individuals responsible for investment decisions shall exercise judgment, care, skill, and caution to 

invest and manage funds as a prudent investor would, by considering the objectives, terms, and distribution requirements 

while preserving capital. Operational funds and bond proceeds are primarily invested in high quality, relatively short-term 

fixed income securities not exposed to significant market risk. Investments should have an average duration of three  five 

years or less, an average credit quality of A1/A+ or better, no use of leverage, and security ratings of investment grade. 

Prohibited Investments 

Notwithstanding authority granted by law and elsewhere in this document, in order to mitigate exposure to interest rate 

risk, market risk, and liquidity risk, the following investments and investment practices are prohibited. Prohibited 

investments include, but are not limited to the following: 

 Domestic or international equity securities (i.e. stocks)

 Commodities and futures contracts

 Options

 Speculative securities

 Mortgages--backed debt and pass-through securities or obligations

 Non-government fixed income mutual funds

 Private placements

 Limited partnerships

 Real estate properties



 Principal-only (PO) securities

 Interest-only (IOs) securities

 Planned amortization class (PACs)

 Residual Tranche collateralized mortgage obligations

 Venture-capital investments

 Derivatives, except when utilized to protect the Global Fixed Income Portfolio

 Collateralized mortgage obligations (CMOs) and other mortgage-backed securities, inverse floaters, leveraged floaters,

capped and rate floaters, dual index floaters, and floating rate notes whose index is tied to a long-term interest rate or 

lagging index, e.g. Cost of Funds Index (COF1) 

 Investment purchase on margin or short sales

 Leveraging the portfolio, lending securities with an agreement to buy them back after a stated period of time (reverse

repurchase agreements from the perspective of the Operating Fund)

 Repurchase agreements are prohibited for operating funds, but are allowable for bond proceeds

 GICs are prohibited for operating funds, but are allowable for bond proceeds

Reporting and Accountability 

The University Debt and Investment Advisory Committee is responsible for ensuring University investments are managed 

in accordance with University policy and applicable laws and regulations. The Committee is also responsible for oversight of 

the investment process and distribution of investment income, monitoring investment activities, and reporting the results of 

investment activity annually to the Board of Regents. The Committee is chaired by the Executive Vice President for Finance 

and Administration/CFO/COO and is composed of representatives from Financial Services, the Office of Planning, Budget 

and Analysis, and other members designated by the Executive Vice President for Finance and Administration/CFO/COO. 

The Associate Vice President  Director for Planning, Budget, and Analysis under the supervision of the Executive Vice 

President for Finance and Administration/CFO/COO is responsible for the day-to-day investment activities concerning 

University operational funds and bond proceeds. The associate vice presidents  University Controller and the Chief Budget 

and Facilities Officer for Financial Services are responsible for ensuring proper internal controls are in place. The UNMH 

Administrative Chief Financial Officer is responsible for the day-to-day investment activities concerning UNM Hospital 

operational funds and bond proceeds and for ensuring proper internal controls are in place. All investment transactions 

require prior authorization from two University administrators with signature authority on the University's depository 

account. All individuals delegated authority to make investment decisions must be bonded in accordance with NMSA 6-8-5. 



References 

NMSA 1978, §§ 6-8 and 6-10; Uniform Prudent Investor Act, NMSA 45-7 (601-612); Internal Revenue Code IRC §148, 

Arbitrage; RPM 1.8 " Regent Code of Conduct and Conflicts of Interest Policy," RPM 6.4"Employee Code of Conduct and 

Conflicts of Interest Policy," UBPPM 3715 "Code of Conduct," UBPPM 3720 "Conflicts of Interest," UBPPM 

7610 "Investment Management." 
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Proprietary & Confidential  
Investment advice and consulting services provided by Aon Investments USA Inc..

Investment advice and consulting services provided by Aon Investments USA Inc.

Nothing in this document should be construed as legal or investment advice. Please consult with your independent professional for any such advice. 
To protect the confidential and proprietary information included in this material, it may not be disclosed or provided to any third parties without the 
approval of Aon. 

Review of Fixed Income Manager Recommendations

January 2023

The University of New Mexico

ATTACHMENT 2



2
Proprietary & Confidential  
Investment advice and consulting services provided by Aon Investments USA Inc..

Statutory Rules and Requirements Relating to the Investment of the 
University’s Operating Assets

Section 7.21 Policy 7610

Applicability  Governs investment of operational funds and bond proceeds of the University
‒ Does not apply to endowments held by University and the UNM Foundation

Objectives  Primary = Capital Preservation and Liquidity
 Secondary = Yield

Investment 
Guidelines 

 Average Duration = 3 years or less
 Average Credit Quality = A1/A+
 No use of leverage

 Average Duration = 3 years or less
‒ Requirement to maintain duration of 

portfolio aligned with the benchmark 
 Minimum Credit Quality = BBB/Baa2
 Allowable Investments (Maximum Allocation):

‒ U.S. Treasuries (100%)
‒ U.S. Gov’t. Agencies (100%)
‒ Money Market Funds (100%)
‒ Corporate Bonds (50%) 
‒ Municipal Bonds (25%)
‒ Global Fixed Income (20%)
‒ Industrial Floaters (10%)
‒ Certificates of Deposit (10%)
‒ Commercial Paper (10%)
‒ Federal Funds (10%)

Prohibited 
Investments 

Stocks, Commodities, Options, Speculative Securities, MBS, CMOs, Private Placements, 
Limited Partnerships, Real Estate, Principal-Only Securities, Interest-Only Securities, 
Investment Purchase on Margin or Short Sale, Repurchase Agreements* and GICs* 

* Prohibited for operating funds, but allowable for bond proceeds
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Current State

 ≈$371 million in operating assets

- Loomis Sayles = $254 million

• 1-5 Year Gov/Credit Mandate

- SLC Management = $117 million

• 1-3 Year Gov/Credit Mandate
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Recommendations from Loomis Sayles 

 Average portfolio credit quality shall be Aa3 or higher
 Permitted asset classes to include corporate bonds AND securitized

assets such as agency backed mortgages, asset backed securities and
commercial mortgage-backed securities
Minimum credit quality for any security will be BBB- with exception of

securitized assets which shall be AA-
 Sector limits shall be no more than 75% in corporate bonds, 25% in

ABS, 25% in CMBS and 25% in Agency MBS
 144a securities are permitted (not permitted today)
 Security maturity to be 7 years or less - securitized assets weighted

average life must be 7 years or less
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Loomis Sayles – Comparison of “Standard Account” to UNM Account
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Recommendations from SLC Management

 Add in structured products, inclusive of 144A’s
- Allocations within securitized (of which 90% comes to market as 144A) would

provide attractive relative value opportunities, enhancing yield and carry specifically
at the front end of the curve

 Increase exposure to full BBBs
- Allowing for BBB- securities would increase yield within the portfolio while minimally

impacting investment risk
 Open the opportunity set to allow flexibility

- By loosening restrictions on permissible investments and liquidations, SLC
Management would be able to move when markets move and allow investment
decisions to be made in real time

 Neutralize duration of the portfolio to the benchmark
- The current portfolio is running short to the benchmark by 0.46 years
- While the portfolio has benefitted from the short duration posture, this is in effect an

interest rate bet
- Should rates stabilize of decrease, there is a significant risk to the portfolio’s

performance
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SLC Management – Comparison of “Standard Strategy” to UNM Account
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SLC Management – Comparison of “Standard Strategy” to UNM Account 
(Cont’d)



9
Proprietary & Confidential  
Investment advice and consulting services provided by Aon Investments USA Inc..

Summary of Manager Recommendations

 Allow investment in securitized bonds (ABS, MBS, etc.) – BOTH
 Allow investment in 144As – BOTH
 Allow investment in bonds rated BBB- – BOTH
 Increase maximum allocation to corporate bonds (50%  75%) – LOOMIS SAYLES
 Increase maturity limit to 7 years or less – LOOMIS SAYLES
 Remove constraints on “selling at a loss” – SLC MANAGEMENT

Aon believes all of these to be reasonable requests

Suggested Next Steps:
1) What changes is UNM comfortable with?
2) What changes can be accommodated? (I.e., from a statutory rules and requirements 

perspective) 
3) Draft account guidelines for Loomis Sayles and SLC Management
4) Execute guidelines; managers then transition portfolios as needed
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Appendix: Background Information on 144As from SLC Management 
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Appendix: Background Information on 144As from SLC Management 
(Cont’d)
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A Case for Expanding 144A 
Limits
Kevin Adams, CFA | Senior Portfolio Manager, Principal, & Vice 
President

Given the persistent low interest rate environment, investment managers require flexibility to employ 
strategies that maximize a portfolio’s income within the constraints of their clients’ mandates. A segment 
of the market that is often overly constrained is 144A private placement issues. While not all investors 
are qualified to purchase 144A issues, the expanded opportunity set in these issues makes a compelling 
case for increasing 144A limits for those that do. 

What are 144A securities?
When a bond issuer offers a security to the investing public, the Securities Act of 1933 requires that 
the issuer register the bonds with the Securities and Exchange Commission (SEC). This process entails 
extensive documentation, review, and recurring disclosures. However, there is an exception for bonds 
issued under Rule 144A, which allows privately placed securities to be sold and traded to Qualified 
Institutional Buyers (QIBs) without SEC registration. QIBs are defined as institutions (not individuals), 
deemed to be an “accredited investor” under Rule 501 of the SEC’s Regulation D. To qualify as a QIB 
under Rule 144A, an insurance company must have a minimum of $100 million in unaffiliated invested 
assets on a discretionary basis. The exception for QIBs is made because they are viewed as having more 
resources and access to information versus smaller institutions. As such, it is inferred that they can make 
sound investment decisions despite potentially having less information and ongoing required reporting 
provided by securities registered with the SEC.

144A securities can be issued with or without registration rights. For those issued with registration 
rights, the issuer hasn’t filed for registration with the SEC but intends to do so within a specified time 
period after issuance. Once they are registered, the 144A securities are subsequently exchanged for 
newly created public securities. For those issued without registration rights, the securities will remain 
unregistered until maturity.

ATTACHMENT 3
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What are the benefits for an issuer of 144A 
securities?
From an issuer’s perspective, there are a number of advantages to issue bonds under Rule 144A. First, 
there is no required public disclosure of sensitive information, no SEC review process, and ongoing 
reporting requirements are reduced. Second, 144A issuance decreases the potential for liability under 
the Securities Act. Third, issuers can access the market more quickly since the process of registering a 
bond with the SEC can delay the timing of an issue. Finally, the issuers’ costs are lower as they are able 
to forgo pre-issuance registration, significant underwriting fees, and ongoing reporting post-issuance.

What are the benefits of buying 144A securities 
for QIBs?
With the advantages to the issuer being fairly straight forward, the primary benefit to the investor 
is access to a greater supply of bonds. Over the past decade, the amount of 144A issuance has 
accelerated at a much faster rate than public bonds. The outstanding issuance of investment grade 
144A (excluding structured sectors: asset backed securities, commercial mortgage backed securities, 
and non-agency residential mortgage securities) since 12/31/08 has increased from $341B to $1,637B 
(380% growth) versus the Barclays Aggregate increase of $11,430B to $20,836B (82% growth). 

In the structured sectors, the growth of 144A issuance since the financial crisis has been even more 
pronounced. In the Asset Backed and Commercial Mortgage Backed Sectors, over half of the bonds 
in 2018 were issued under Rule 144A (Exhibit 1). In the Non-Agency Residential Mortgage Backed 
Sector, almost all of the securitizations in the past few years have been issued under Rule 144A. 

Exhibit 1

Source: Source: J.P. Morgan, Bloomberg

A greater supply of bonds is the primary benefit of 144A issues to investors, but it’s not the only one. 
Underwriters of 144A structured securities typically provide more granular loan level data, which 
isn’t made available for public issues. This feature allows investment management research teams to 
better understand the characteristics of the underlying collateral, model cash flows, and predict deal 
performance.

While some 144A issues may offer a yield benefit, increasing the limit on 144A issued securities is not 
necessarily a yield enhancement strategy. In an acknowledgement from the market that public issues 
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versus 144A are nearly identical, there is very little or no yield premium for a given issuer whether 
they come with a 144A versus a public transaction. Increasing 144A limits is really about expanding 
the opportunity set, particularly in the ABS, CMBS, and Non-Agency RMBS sectors. For example, the 
entire single property CMBS market and nearly the entire ABS market outside of prime auto deals and 
credit card transactions are 144A. 

Given the pool of potential investors in 144A is limited to those with QIB status, it would be 
reasonable to assume that 144A issues are less liquid than public bonds. However, liquidity for both 
fully registered and 144A securities is impacted primarily by the specific issue characteristics which 
include issue size and credit quality. Bid side indications for similar tenor public and 144A bonds are 
generally the same. An example is shown in exhibit 2.

Exhibit 2

Source: Bloomberg, AAM

Conclusion
As 144A private placements become a larger component of the bond market, they warrant 
consideration as a greater percentage of portfolios for QIB investors. Constraining 144A to a small 
percentage of a portfolios’ holdings is an outdated restriction in today’s market, limits the investment 
options for managers, and doesn’t necessarily reduce a portfolio’s risk profile. If your investment 
guidelines have restrictions on the exposure to 144A issues, ask your investment manager about 
whether increasing those limits would benefit your portfolio’s diversification and opportunity set. 

Kevin Adams, CFA, is a Principal, Vice President and Senior Portfolio Manager at AAM with 
27 years of investment experience. Kevin is responsible for constructing portfolios based 
on client-specific objectives, constraints, and risk preferences. He is also responsible for 
communicating market developments and portfolio updates to clients. Prior to joining AAM, 
Kevin worked as a Registered Representative for the National Business Association. He earned 
a BS in Corporate Communications from Northern Illinois University. Additionally, Kevin is a 
CFA Charterholder and a member of the CFA Society of Chicago. 
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Disclaimer: Asset Allocation & Management Company, LLC (AAM) is an investment adviser registered with the Securities and Exchange 
Commission, specializing in fixed-income asset management services for insurance companies. Registration does not imply a certain level of 
skill or training. This information was developed using publicly available information, internally developed data and outside sources believed 
to be reliable. While all reasonable care has been taken to ensure that the facts stated and the opinions given are accurate, complete 
and reasonable, liability is expressly disclaimed by AAM and any affiliates (collectively known as “AAM”), and their representative officers 
and employees. This report has been prepared for informational purposes only and does not purport to represent a complete analysis 
of any security, company or industry discussed. Any opinions and/or recommendations expressed are subject to change without notice 
and should be considered only as part of a diversified portfolio. Any opinions and statements contained herein of financial market trends 
based on market conditions constitute our judgment. This material may contain projections or other forward-looking statements regarding 
future events, targets or expectations, and is only current as of the date indicated. There is no assurance that such events or targets will 
be achieved, and may be significantly different than that discussed here. The information presented, including any statements concerning 
financial market trends, is based on current market conditions, which will fluctuate and may be superseded by subsequent market events 
or for other reasons. Although the assumptions underlying the forward-looking statements  that may be contained herein are believed to 
be reasonable they can be affected by inaccurate assumptions or by known or unknown risks and uncertainties. AAM assumes no duty to 
provide updates to any analysis contained herein.  A complete list of investment recommendations made during the past year is available 
upon request. Past performance is not an indication of future returns. This information is distributed to recipients including AAM, any of 
which may have acted on the basis of the information, or may have an ownership interest in securities to which the information relates. 
It may also be distributed to clients of AAM, as well as to other recipients with whom no such client relationship exists. Providing this 
information does not, in and of itself, constitute a recommendation by AAM, nor does it imply that the purchase or sale of any security 
is suitable for the recipient. Investing in the bond market is subject to certain risks including market, interest-rate, issuer, credit, inflation, 
liquidity, valuation, volatility, prepayment and extension. No part of this material may be reproduced in any form, or referred to in any other 
publication, without express written permission.




