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Independent Auditors’ Report

The Members

State Investment Council,
Division of Investment,
Department of the Treasury,
State of New Jersey

We have audited the accompanying statements of net assets of the Pension Fund (the Fund)
managed by the Division of Investment (the Division), Department of the Treasury, State of New
Jersey, as of June 30, 2012 and 2011, and the related statements of changes in net assets for the
years then ended. These financial statements are the responsibility of the Division’s
management. Our responsibility is to express an opinion on these financial statements based on
our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United
States. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. We were not engaged
to perform an audit of the Division’s internal control over financial reporting of the Fund. Our
audits included consideration of internal control over financial reporting as a basis for designing
audit procedures that are appropriate in the circumstances, but not for the purpose of expressing
an opinion on the effectiveness of the Division’s internal control over financial reporting of the
Fund. Accordingly, we express no such opinion. An audit also includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements, assessing the
accounting principles used and significant estimates made by management, and evaluating the
overall financial statement presentation. We believe that our audits provide a reasonable basis for
our opinion.

As discussed in Note 1, the financial statements present only the Fund and do not purport to, and
do not, present fairly the financial position of the State of New Jersey as of June 30, 2012 and
2011 and the changes in its financial position for the years then ended in conformity with
accounting principles generally accepted in the United States.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of the Pension Fund managed by the Division of Investment, Department
of the Treasury, State of New Jersey, as of June 30, 2012 and 2011, and the changes in its
financial position for the years then ended in conformity with U.S. generally accepted accounting
principles.

A member firm of Ernst & Young Global Limited



Accounting principles generally accepted in the United States require that management’s
discussion and analysis, on pages 3 through 6, be presented to supplement the basic financial
statements. Such information, although not a part of the basic financial statements, is required by
the Governmental Accounting Standards Board who considers it to be an essential part of
financial reporting for placing the basic financial statements in an appropriate operational,
economic or historical context. We have applied certain limited procedures to the required
supplementary information in accordance with auditing standards generally accepted in the
United States, which consisted of inquiries of management about the methods of preparing the
information and comparing the information for consistency with management’s responses to our
inquiries, the basic financial statements, and other knowledge we obtained during our audit of the
basic financial statements. We do not express an opinion or provide any assurance on the
information because the limited procedures do not provide us with sufficient evidence to express
an opinion or provide any assurance.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements
taken as a whole. The supplementary information included in schedules 1 through 8 listed in the
table of contents are presented for purpose of additional analysis and are not a required part of
the basic financial statements. Such information is the responsibility of management and was
derived from and relates directly to the underlying accounting and other records used to prepare
the financial statements. The information has been subjected to the auditing procedures applied
in the audit of the basic financial statements and certain additional procedures, including
comparing and reconciling such information directly to the underlying accounting and other
records used to prepare the financial statements or to the financial statements themselves, and
other additional procedures in accordance with auditing standards generally accepted in the
United States. In our opinion, the information is fairly stated in all material respects in relation to

the basic financial statements taken as a whole.
ém ¥ MLL?

October 26, 2012



Division of Investment
Department of the Treasury
State of New Jersey
Pension Fund

Management’s Discussion and Analysis
(Unaudited)

June 30, 2012 and 2011

Introduction

This section of the financial statements of the Pension Fund (the Fund) presents our discussion
and analysis of the Fund’s financial position as of June 30, 2012 and 2011. Since this discussion
and analysis is designed to focus on current activities, it should be read in conjunction with the
Fund’s basic financial statements, which follow this section.

Financial Statements

The Fund’s basic financial statements include statements of net assets and statements of changes
in net assets, which have been presented in accordance with accounting principles generally
accepted in the United States as applicable to governmental entities.

The statements of net assets provide information on the financial position of the Fund at year-
end. The statements of changes in net assets present the results of the investing activities during
the fiscal year. The notes to the financial statements offer additional discussion that is essential to
the full understanding of the data presented in the financial statements. The notes give more
detail about accounting policies, significant account balances and activities, material risks,
obligations, contingencies and subsequent events, if any. The financial statements and related
notes are prepared in accordance with Governmental Accounting Standards Board principles as
applicable to governmental entities.

Statements of Net Assets
The statements of net assets present the assets, liabilities and net assets (assets minus liabilities)

of the Fund as of the end of each of the respective fiscal years and are point in time financial
statements.



The statements of net assets are comprised of the following major components:

June 30
2012 2011 2010

(Millions)
Cash and Cash Management Fund $ 1,393 $ 4384 % 3,164
Investments, at fair value 67,863 69,122 63,337
Receivables 1,711 2,570 2,568

Securities lending collateral

and income receivable 1,209 855 17
Total assets 72,176 76,931 69,086
Total liabilities 2,067 3,196 2,262
Net assets $ 70,109 $ 73,735 % 66,824

The decrease in cash balances at June 30, 2012 over prior years is due to the ability to maintain
lower cash balances as a result of the implementation of daily unitization during fiscal 2012
which provides the ability to contribute cash to and withdraw cash from the Common Pension
Funds on daily basis; previously cash contributions and withdrawals were only permitted during
the first fifteen days of each month. At June 30, 2012 and 2011 receivables consist primarily of
net amounts owed to the Fund on pending investment transactions and amounts related to
forward currency transactions. At June 30, 2012 receivables includes $299 million related to
secondary sales of private equity investments with due dates of November and December 2013.
Receivables for all years presented also include dividends, interest and foreign tax receivables.
Securities lending collateral represents cash invested by the Fund with cash collateral received
from borrowers of securities under its securities lending programs. Liabilities include amounts
related to forward currency transactions, amounts owed for pending investment transactions,
amounts due to borrowers under the securities lending program (i.e., the obligation of the Fund
to return the collateral and pay rebates at the expiration of the securities loans) and amounts due
for certain administrative and investment expenses.



Statements of Changes in Net Assets

Changes in net assets from year to year are presented in the statements of changes in net assets.
The purpose of these statements is to present the net investment income earned by the Fund as
well as the net pension fund withdrawals. A summary follows:

Year ended June 30
2012 2011 2010
(Millions)
Additions:
Net investment income:
Interest and dividends $ 1939 $ 1,992 3% 2,012
Net realized gain from investment transactions 1,145 3,205 2,618
Net change in unrealized (depreciation) appreciation
of investments (1,455) 6,340 3,595
Securities lending income 15 7 28
Net investment income 1,644 11,544 8,253
Deductions:
Administrative expenses 51 51 49
Securities lending program expenses 2 1
Custody fees — 1 1
Investment expenses 53 51 26
Net pension fund withdrawals 5,164 4,529 4,268
Total deductions 5,270 4,633 4,352
(Decrease) increase in net assets (3,626) 6,911 3,901
Net assets, beginning of year 73,735 66,824 62,923
Net assets, end of year $ 70,109 $ 73735 $ 66,824

The Pension Fund realized net investment income of $1.6 billion in fiscal 2012, $11.5 billion in
fiscal 2011, and $8.3 billion in fiscal 2010. Each of the three fiscal years included approximately
$2 billion of interest and dividends. The decrease in net investment income in fiscal year 2012 of
$9.9 billion over the prior year was partially due to realized and unrealized losses on non-U.S.
equities caused by continuing instability in the Euro-zone and a slowing growth in China. In
addition, unrealized losses and lower realized gains on domestic equity securities were the result
of more modest returns in the U.S. equity markets. The increase in net investment income in
fiscal year 2011 of $3.3 billion over the prior year is primarily attributable to realized and
unrealized gains resulting from increasing global equity and credit values due to stronger
financial markets. The decrease in gross securities lending revenue in fiscal 2011 was due
primarily to a reduction in loaned values, lower yields available in the marketplace, and the
transition to a new securities lending agent during the first half of the fiscal year.

Net deductions from the pension funds amounted to $5.3 billion, $4.6 billion and $4.3 billion in
fiscal 2012, 2011 and 2010, respectively, consisting primarily of pension fund withdrawals for
benefits paid to retirees and other beneficiaries and other withdrawals from the Fund, partially
offset by employer, participant and State contributions. Increases in net pension fund
withdrawals were the result of an increase in the number of retirees collecting benefits over the



Statements of Changes in Net Assets, continued

past three year period as well as cost of living adjustments in fiscal 2011.

Investment Performance

The rates of return (i.e. investment performance, which includes income and changes in the fair
value of investments) for the portfolios within the Fund and various market indices are as

follows:

Year ended June 30
2012 2011 2010

Total rate of return (%):

All Pension Funds 252 1803 1336
Common Pension Fund A (Domestic equity) 358 3247 1577
Common Pension Fund B (Domestic fixed income) 15.89 598 16.75
Common Pension Fund D (International securities) (16.53)  25.58 6.70
Common Pension Fund E (Alternative investments) 163 17.69 9.42
Cash Management Fund © 017 030 045
Returns of Various Market Indices (%):
S&P Composite 1500 Index 463 3165 1557
S&P 500 Index 545 30.69 1443
Dow Jones Industrial Average 6.63 30.37 18.94
Barclays U.S. Government/Credit Index 8.78 3.68 9.65
Barclays Long Government/Credit 24.58 320 16.49
MSCI EAFE - Net (Developed Non-US) (13.83) 3036 (1.77)
MSCI Emerging Market Free - Net (15.95) 27.80 4.22
HFRI Fund of Funds Index (5.40) 6.67 4.68
NCREIF Property Index 1204  16.73 (1.48)
Cambridge Private Equity Index" 10.83  24.69 18.28
3-month Treasury bills 0.04 0.16 0.15

(1) Excludes returns on Police and Fire Mortgage Program.
(2) Rate of return for State of New Jersey participants which includes the Pension Fund.
(3) Reported with a one quarter lag



Division of Investment
Department of the Treasury
State of New Jersey
Pension Fund

Statements of Net Assets

June 30, 2012 and 2011

2012 2011
Assets:

Cash and cash equivalents $ 191,977,683 $ 166,304,683
Cash Management Fund 1,201,046,882 4,217,315,871

Receivables:
Interest and dividends 272,790,489 314,942,553
Investments sold but not settled 703,408,652 953,446,637
Foreign taxes 13,204,989 12,934,411
Forward currency contracts receivable 423,267,019 1,285,366,143
Other 298,782,049 3,102,277
Total receivables 1,711,453,198 2,569,792,021
Securities lending collateral and income receivable 1,209,086,214 854,857,725
Investments, at fair value 67,862,938,875 69,122,431,185
Total assets 72,176,502,852 76,930,701,485

Liabilities:

Securities lending collateral and rebates payable 1,207,235,246 853,754,527
Forward currency contracts payable 420,869,210 1,310,308,414
Investments purchased but not settled 428,002,614 1,021,917,250
Written call options 5,570,000 3,822,200
Other 5,728,357 5,708,839
Total liabilities 2,067,405,427 3,195,511,230
Net assets $ 70,109,097,425 $  73,735,190,255

See accompanying notes to financial statements.



Division of Investment
Department of the Treasury
State of New Jersey
Pension Fund

Statements of Changes in Net Assets

June 30, 2012 and 2011

2012 2011
Additions:
Net investment income:
Interest and dividends $ 1,939,365,491 $ 1,992,478,720
Net realized gain from investment transactions 1,145,118,874 3,204,732,193
Net change in unrealized (depreciation) appreciation of
investments (1,455,184,127) 6,339,906,618
Securities lending income 14,733,771 6,679,778
Net investment income 1,644,034,009 11,543,797,309
Deductions:
Administrative expenses:
Division of Pensions and Benefits 37,114,985 38,616,877
Division of Investment 13,720,692 12,047,414
Total administrative expenses 50,835,677 50,664,291
Securities lending program rebate and agent fees 1,711,179 809,149
Custody fees 133,208 1,041,667
Investment expenses 53,133,597 51,162,391
Net pension fund withdrawals 5,164,313,178 4,529,158,735
Total deductions 5,270,126,839 4,632,836,233
(Decrease) increase in net assets (3,626,092,830) 6,910,961,076
Net assets as of beginning of year 73,735,190,255 66,824,229,179
Net assets as of end of year $ 70,109,097,425 $ 73,735,190,255

See accompanying notes to financial statements.



Division of Investment
Department of the Treasury
State of New Jersey
Pension Fund

Notes to Financial Statements

June 30, 2012 and 2011

1. Organization

The Division of Investment, Department of the Treasury, State of New Jersey (the Division)
manages and invests certain assets of various pension funds, divisions, agencies and employees
of the State of New Jersey in various groups of funds, such as the Pension Fund and the Cash
Management Fund. The accompanying financial statements present the assets, liabilities and net
assets of the underlying investment portfolio of the Pension Fund (the Fund) which is comprised
of various accounts managed by the Division. The Fund is considered to be an investment trust
fund as defined in Governmental Accounting Standards Board (GASB) Statement No. 34. The
operations of this Fund are governed by the provisions of State Investment Council Regulations
for the purpose of determining authorized investments for the Fund.

The accounts included in the Fund are: Common Pension Fund A, Common Pension Fund B,
Common Pension Fund D, Common Pension Fund E, Police and Firemen’s Mortgage Program
accounts and other investments owned directly by the seven defined benefit pension plans
administered by the Division of Pensions and Benefits, Department of the Treasury, State of
New Jersey. Common Pension Fund A invests primarily in domestic equity securities. Common
Pension Fund B invests primarily in domestic fixed income securities. Common Pension Fund D
invests primarily in international equity and fixed income securities. Common Pension Fund E
invests primarily in alternative investments, which include private equity, real estate, real asset
and absolute return strategy funds. The Police and Firemen’s Retirement System includes a
mortgage loan program administered by the New Jersey Housing and Mortgage Finance Agency
that provides participants with mortgages from the program at rates which are fixed by formula.
The law establishing the program provides that the Fund may not sell the mortgages, and no
independent market exists for them.

The Fund is not a legally separate entity within the State of New Jersey. The assets managed by
the Division are included in the financial statements of the State.

The accompanying financial statements present only the net investments of the Fund and do not
purport to, and do not, present fairly the financial position of the State of New Jersey as of
June 30, 2012 and 2011, and the changes in its financial position for the years then ended in
conformity with accounting principles generally accepted in the United States.



Division of Investment
Department of the Treasury
State of New Jersey
Pension Fund

Notes to Financial Statements (continued)

2. Summary of Significant Accounting Policies
Measurement Focus and Basis of Accounting

The financial statements are reported using the economic resources measurement focus and the
accrual basis of accounting. Under this method, revenues (additions) are recorded when earned
and expenses (deductions) are recorded at the time liabilities are incurred, regardless of when the
related cash flow takes place.

Cash and Cash Equivalents

Cash and cash equivalents consist of cash on hand and other short-term investments with
maturities of three months or less when purchased.

Valuation of Investments
Investments are reported at fair value as follows:

* U.S. Government and Agency, Sovereign and Corporate obligations — prices quoted by a
major dealer in such securities.

* Police and Firemen’s Mortgages — estimated market prices obtained from independent
brokers.

* Domestic and Foreign Equity Securities, Exchanged Traded Funds, Forward Foreign
Exchange Contracts — closing prices as reported on the primary market or exchange on
which they trade.

* Money Market Instruments — amortized cost which approximates fair value.

» Cash Management Fund — closing net asset value on the last day of trading during the
period as determined by the Transfer Agent.

10



Division of Investment
Department of the Treasury
State of New Jersey
Pension Fund

Notes to Financial Statements (continued)

2. Summary of Significant Accounting Policies (continued)

Alternative investments (private equity, real estate, real asset and absolute return strategy
funds) — Fair values for the individual funds are based upon the net asset values for the
funds at the closest available reporting date, adjusted for subsequent contributions,
distributions, management fees and reserves. The valuation techniques vary based upon
investment type and involve a certain degree of expert judgment. The most significant
input into the net asset value of an entity is the value of its investment holdings. The net
asset value is provided by the general partner and/or investment manager and reviewed
by management. The net asset values are audited annually. The strategy of private equity
and real estate funds are long term and illiquid in nature which can prevent the
investment from being readily marketable. Hedge funds may be subject to redemption
restrictions which can limit distributions and restrict the ability of a limited partner to exit
a partnership. For alternative investments, the realized value received upon the sale of
these investments in the open market might be different than the fair value reported in the
accompanying financial statements.

Investment Transactions

Investment transactions are accounted for on a trade or investment date basis. Gains and losses
from investment transactions are determined by the average cost method. Interest and dividend
income is recorded on the accrual basis, with dividends accruing on the ex-dividend date.

Net Pension Fund Withdrawals

The net pension fund withdrawals include the withdrawals from and contributions to the various
funds. Withdrawals include pension payroll distributions to participants and/or plan beneficiaries
in addition to other pension plan withdrawals (e.g. member contribution reimbursements and
pension loans) which are directed by the plans when funds are needed. Withdrawals are partially
offset by participant, employer and State contributions.

11



Division of Investment
Department of the Treasury
State of New Jersey
Pension Fund

Notes to Financial Statements (continued)

2. Summary of Significant Accounting Policies (continued)
Administrative Expenses

Certain administrative expenses of the Division and the Division of Pensions and Benefits are
paid by the Department of the Treasury of the State of New Jersey. These expenses are
reimbursed by charges to the individual pension plans administered by the Division of Pensions
and Benefits. The withdrawal of the funds from pension plan assets to provide this
reimbursement to the Department of the Treasury is reflected as administrative expenses in the
accompanying financial statements.

Other Liabilities
Other liabilities include amounts due for administrative and investment expenses.
Securities Lending

The State Investment Council policies permit Common Pension Funds A, B, D and E and several
of the direct pension plan portfolios to participate in securities lending programs, whereby
securities are loaned to brokers or other borrowers and, in return, the Funds have rights to the
collateral received. All of the publicly traded securities held in Common Pension Funds A, B, D
and E, and certain securities held directly by the pension plans, are eligible for the securities
lending program. Collateral received may consist of cash, letters of credit, or government
securities having a market value equal to or exceeding 102% (U.S. dollar denominated) or 105%
(non-U.S. dollar denominated) of the value of the loaned securities at the time the loan is made.
Collateral is marked to market daily and adjusted as needed to maintain the required minimum
level.

Effective December 2010, for loans of U.S. government securities or sovereign debt issued by
non-U.S. governments, in the event that the market value of the collateral falls below 100% of
the market value of the outstanding loaned securities to an individual borrower, or the market
value of the collateral of all loans of such securities falls below the collateral requirement,
additional collateral shall be transferred by the borrower to the respective funds no later than the
close of the next business day so that the market value of such additional collateral together with
collateral previously delivered meets the collateral requirements.

12



Division of Investment
Department of the Treasury
State of New Jersey
Pension Fund

Notes to Financial Statements (continued)

2. Summary of Significant Accounting Policies (continued)

For loans of all other types of securities, in the event that the market value of the collateral falls
below the collateral requirement of either 102% or 105% (depending on whether the securities
are denominated in U.S. dollars or a foreign currency, respectively) of the market value of the
outstanding loaned securities to an individual borrower, additional collateral shall be transferred
in an amount that will increase the aggregate of the borrower’s collateral to meet the collateral
requirements. As of June 30, 2012 and 2011, the Fund had no aggregate credit risk exposure to
borrowers because the collateral amount held by the Fund exceeded the market value of the
securities on loan.

The contract with the Fund’s securities lending agent requires them to indemnify the Fund if the
brokers or other borrowers fail to return the securities and provides that collateral securities may
be sold in the event of a borrower default. The Fund is also indemnified for any loss of principal
or interest on collateral invested in repurchase agreements. The Fund cannot participate in any
dividend reinvestment program or vote with respect to any securities that are on loan on the
applicable record date. The securities loans can be terminated by notification by either the
borrower or the Fund. The term to maturity of the securities loaned is generally matched with the
term to maturity of the investment of the cash collateral.

Derivatives
The Division, from time to time, utilizes forward foreign currency contracts, a derivative
security, as a means to hedge against currency risks in the Fund’s foreign equity and fixed

income portfolios.

Forward foreign currency contracts are agreements to buy or sell a specific amount of a foreign
currency at a specified delivery or maturity date for an agreed upon price.

13



Division of Investment
Department of the Treasury
State of New Jersey
Pension Fund

Notes to Financial Statements (continued)

2. Summary of Significant Accounting Policies (continued)

The fair value of foreign forward currency contracts held directly by the Fund as of June 30 was
as follows:

2012 2011
Forward currency receivable $ 423267019 $  1,285,366,143
Forward currency payable 420,869,210 1,310,308,414
Net unrealized gain (loss) 2,397,809 (24,942,271)

The Fund utilizes covered call options and put options in an effort to add value to or reduce the
risk level in the portfolio. Options are agreements that give the owner of the option the right, but
not obligation, to buy (in the case of a call option) or to sell (in the case of a put option) a
specific amount of an asset for a specific price (called the strike price) on or before a specified
expiration date. The Fund enters into covered calls when it writes (or sells) call options on
underlying stocks held by the fund or on stock indices. The Fund enters into covered put options
when it purchases put options on underlying stocks held by the fund or stock indices. The Fund
enters into put spreads when it purchases put options while simultaneously writing put options on
the same underlying securities or indices at a lower strike price. The purchaser of put options
pays a premium at the outset of the agreement and stands to gain from an unfavorable change
(i.e. a decrease) in the price of the instrument underlying the option. The writer of call options
receives a premium at the outset of the agreement and may bear the risk of an unfavorable
change (i.e. an increase) in the price of the instrument underlying the option.

The Fund had written call options at June 30, 2012 and June 30, 2011 on 7,000,000 and
5,375,000 shares, respectively, and these options had a fair value of $5,570,000 and $3,822,200,
respectively. At June 30, 2012 and June 30, 2011, the Fund owned 12,100 and 11,650 put option
contracts, respectively, with a fair value of $696,600 and $5,505,500, respectively.

Certain of the alternative investment funds and partnerships may use derivative instruments to
hedge against market risk and to enhance investment returns. At any point during the year, the
Fund may have additional exposure to derivatives primarily through limited liability vehicles
such as limited partnerships and commingled investment funds.

14



Division of Investment
Department of the Treasury
State of New Jersey
Pension Fund

Notes to Financial Statements (continued)

2. Summary of Significant Accounting Policies (continued)
Commitments

The Fund is obligated, under certain private equity, real estate, real asset and absolute return
strategy alternative investment and bank loan fund agreements to make additional capital
contributions up to contractual levels over the investment period specified for each investment.
As of June 30, 2012, the Fund had unfunded commitments totaling approximately $7.6 billion.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States requires management to make estimates and assumptions that
affect the reported amounts of assets and liabilities at the date of the financial statements and the
reported amounts of income and expense during the reporting period. Actual results could differ
from those estimates.

3. Deposits and Investments
The bank balance of the Fund’s deposits at June 30, 2012 was $191,977,683. Of this amount,

$750,000 was covered by federal depository insurance and $191,227,683 was uninsured and
uncollateralized.

15



Division of Investment
Department of the Treasury
State of New Jersey
Pension Fund

Notes to Financial Statements (continued)

3. Deposits and Investments (continued)

The Fund’s investments as of June 30 are as follows:

2012 2011
Domestic equities $ 18,366,219,480  $ 18,794,883,830
International equities 13,686,071,035 14,710,800,731
Domestic fixed income 15,012,944,491 18,023,341,944
International fixed income* 2,877,198,257 2,066,705,578
Bank loan funds 1,364,990,293 1,174,078,860
Police and Fireman's mortgages 963,899,029 1,140,494,077
Private equity funds 5,488,969,238 5,381,612,092
Real estate funds 3,106,708,016 2,731,205,959
Absolute return strategy funds 5,547,000,728 3,902,428,308
Real assets 1,448,241,708 1,191,374,306
Put Options 696,600 5,505,500

$ 67,862,938,875 $ 69,122,431,185

*US dollar denominated securities

New Jersey State statute provides for a State Investment Council (Council) and a Director.
Investment authority is vested in the Director of the Division and a role of the Council is to formulate
investment policies. The Council issues regulations which establish guidelines for permissible
investments which include domestic and international equities and exchange traded funds, covered
call options, put options, equity futures contracts, obligations of the U.S. Treasury, government
agencies, corporations, international governments and agencies, bank loans, interest rate swap
transactions, credit default swaps, fixed income exchange traded funds, U.S. Treasury futures
contracts, state and municipal general obligations, public authority revenue obligations, collateralized
notes and mortgages, commercial paper, certificates of deposit, repurchase agreements, bankers
acceptances, guaranteed income contracts, funding agreements, money market funds, private equity
funds, real estate funds, other real assets, absolute return strategy funds and the State of New Jersey
Cash Management Fund (CMF). The CMF is a short-term cash fund and is open to state and certain
non-state participants.

16



Division of Investment
Department of the Treasury
State of New Jersey
Pension Fund

Notes to Financial Statements (continued)

3. Deposits and Investments (continued)

The Fund’s investment in CMF is not evidenced by securities that exist in physical or book entry
form held by the Fund.

Custodial credit risk, as it relates to investments, is the risk that in the event of the failure of the
custodian, the Fund will not be able to recover the value of investments or collateral securities
that are in the possession of the third party. The Fund’s investment securities are not exposed to
custodial credit risk as they are held in segregated trust accounts in the name of the Fund with the
custodians.

The Fund’s investments are subject to various risks. Among these risks are credit risk,
concentration of credit risk, interest rate risk and foreign currency risk. Each one of these risks is
discussed in more detail below.

Credit risk is the risk that an issuer or other counterparty to an investment will not fulfill its
obligations. The credit risk of issuers and debt instruments is evaluated by nationally recognized
statistical rating agencies such as Moody’s Investors Service, Inc. (Moody’s), Standard & Poor’s
Corporation (S&P) and Fitch Ratings (Fitch). Concentration of credit risk is the risk of loss
attributed to the magnitude of an investment in a single issuer. There are no restrictions in the
amount that can be invested in United States Treasury and government agency obligations.
Council regulations require minimum credit ratings for certain categories of fixed income
obligations held directly by the Fund and limit the amount that can be invested in any one issuer
or issue. These credit ratings and limits are as follows:
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Division of Investment
Department of the Treasury

State of New Jersey

Pension Fund

3. Deposits and Investments (continued)

Notes to Financial Statements (continued)

Limitation
of issuer’s
Minimum rating (1) outstanding  Limitation
Category Moody’s ~ S&P Fitch  debt/stock of issue Other limitations
Bank Loans Baa3 BBB-  BBB- 10% N/A Not more than 10% of fund assets
can be invested in this category
Certificates of deposit and
banker’s acceptances: Certificates of deposit and
Domestic A3P-1 AJAL AR N/A N/A  banker’s acceptances cannot
exceed 10% of issuer’s primary
International Aa3/P-1  AA-IA-1 AA-F1 N/A N/A capital
Collateralized notes and
mortgages Baa3 BBB-  BBB- N/A 25% Not more than 5% of fund assets
can be invested in any one issue;
not more than 10% of fund assets
(or 20% of Common Pension
Fund B assets) can be invested in
this category
Commercial paper P-1 A-1 F1 N/A N/A None
Corporate obligations Baa3 BBB-  BBB- 10% 25% Not more than 5% of fund asset
can be invested in debt and non-
convertible preferred stock of one
issuer
Credit default swap Al A+ A+ N/A N/A Nominal value of net exposure to
transactions any one counterparty shall not
exceed 10% of fund assets
Guaranteed income contracts
and funding agreements A3 A- A- N/A N/A None
Interest rate swap transactions Al A+ A+ N/A N/A Notional value of net exposure to

any one counterparty shall not
exceed 10% of fund assets
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Department of the Treasury
State of New Jersey
Pension Fund

Notes to Financial Statements (continued)

3. Deposits and Investments (continued)

Limitation
of issuer’s
Minimum rating (1) outstanding Limitation
Category Moody’s _S&P Fitch debt of issue Other limitations
International corporate Not more than 5% of fund assets can
obligations Baa3 BBB- BBB- 10% 25% be invested in debt and non-
convertible preferred stock of any one
issuer; not more than 10% of the fund
assets can be invested in this category
International government
and agency obligations Baa3 BBB- BBB- 25% Greater of None
25% or
$10 million
Money market funds N/A N/A N/A N/A N/A Not more than 10% of fund assets can
be invested in money markets funds;
limited to 5% of shares or units
outstanding
Mortgage backed passthrough
securities A3 A A N/A N/A Not more than 5% of fund assets can

be invested in any one issue

Mortgage backed senior debt
securities N/A N/A N/A N/A 25% Not more than 5% of fund assets can
be invested in any one issue

Non-convertible preferred
stocks of US corporations Baa3 BBB- BBB- 10% 25% Not more than 5% of fund assets can
be invested in debt and non-
convertible stock of any one
corporation
Public authority revenue
obligations A3 A- A- N/A 10% Not more than 2% of fund assets can
be invested in any one public authority

Repurchase agreements Aa3 AA- AA- N/A N/A None

State & municipal obligations A3 A- A- 10% 10% Not more than 2% of fund assets can
be invested in senior debt of any one
political entity maturing more than 12
months from purchase

(1) Short term ratings (e.g. P-1, A-1, F1) are used for commercial paper and certificates of deposit.
N/A — Not applicable
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Notes to Financial Statements (continued)

3. Deposits and Investments (continued)

Up to 5% of the market value of the combined assets of the pension and annuity funds may be
invested in corporate obligations, international corporate obligations, collateralized notes and
mortgages, bank loans, non-convertible preferred stock, and mortgage backed pass-through
securities that do not meet the minimum credit rating requirements set forth above.

For securities in the fixed income portfolio, the following tables disclose aggregate market value,
by major credit quality rating category at June 30, 2012. This first table includes fixed income
securities rated by Moody’s. The second table discloses S&P ratings for fixed income securities
not rated by Moody’s.

June 30, 2012 Moody'’s rating (1)

(000’s) Aaa Aa A Baa Ba B Ca Caa Totals
Corporate Obligations $ 534,211 $ 912,398 $ 3,287,413 $ 3,719,664 $ 347,686 $ 486,636 $ 835 $ 171,336 $ 9,460,179
United States Treasury Tips 1,818,164 - - - - - - - 1,818,164
United States Treasury Bonds 666,630 - - 666,630
Foreign Government Obligations 618,145 1,431,403 54,136 - - - - - 2,103,684
International Corporate Obligations 10,468 - 370,672 275,231 39,035 36,056 12,450 743,912
Mortgages (FHLMC/FNMA/GNMA) 359,681 - - - - - - - 359,681
United States Government Strips 583,671 - - - - - - - 583,671
Federal Agency Obligations 264,056 - - - - - - - 264,056
SBA Pass Through Certificates 158,841 - - - - - - - 158,841
Asset Backed Obligations 16,628 - - 16,628
Other 94,306 797,273 213,720 - - - - - 1,105,299

$ 5,124,801 $ 3,141,074 $ 3925941 $ 3,994,895 $ 386,721 $ 522,692 $ 835 $ 183,786 $ 17,280,745

(1) Subsequent to the June 30, 2011, Standard & Poor’s downgraded the United States credit rating to AA+ from its top
rank of AAA, for the first time in history.

June 30, 2012 Standard and Poor's

(000's) A AA AAA B BB BBB CCC Totals
Corporate Obligations $ 164813 $ 86598 $ - $ 12749 $ 200 $ 92569 $ 5165 $ 362,094
International Corporate

Obligations - 18,091 - 360 - - - 18,451
Other 17,653 53,759 56,587 127,999

$ 182,466 $ 158448 $ 56587 $ 13109 $ 200 $ 92569 $ 5165 $ 508544
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Notes to Financial Statements (continued)

3. Deposits and Investments (continued)

The tables do not include certain domestic and international obligations and certain exchange
traded funds (ETFs) that invest in an underlying portfolio of fixed income securities which do
not have either a Moody’s, Standard & Poor’s, and Fitch ratings, totaling $100,854,257. The
Police and Firemen’s Mortgages and the CMF are also unrated.

Interest rate risk is the risk that changes in interest rates will adversely affect the fair value of an
investment. Commercial paper must mature within 270 days. Certificates of deposits and bankers
acceptances are limited to a term of one year or less. Repurchase agreements must mature within
30 days. The investment in guaranteed income contracts and funding agreements is limited to a
term of 10 years or less.

The following tables summarize the maturities (or, in the case of Remics, Police and Firemen’s
Mortgages and mortgage-backed securities, the expected average life) of the fixed income
portfolio at June 30, 2012.

June 30, 2012 Maturities in years
(000’s) More
Fixed income investment type Less than 1 1-5 6-10 than 10 Total fair value
Corporate Obligations $ 2,497 $ 815,660 $ 3,772,682 $ 5,269,697 $ 9,860,536
United States Treasury Inflation Index Notes - 56,116 248,107 1,513,941 1,818,164
United States Treasury Bonds - - 666,630 666,630
Foreign Government Obligations - 156,880 1,136,294 828,601 2,121,775
Police and Fire Mortgage Program 43 1,962 6,556 955,338 963,899
International Corporate Obligations - 44,736 265,402 445,286 755,424
Mortgages (FHLMC/FNMA/GNMA) 9 2,505 - 357,167 359,681
United States Government Strips - - 583,671 583,671
Federal Agency Obligations - 7,864 185,783 70,409 264,056
Asset Backed Obligations - 16,628 51,441 68,069
SBA Pass Through Certificates - 5,461 153,380 - 158,841
Other - - - 1,233,298 1,233,298
$ 2,549 $ 1,091,184 $ 5,784,832 $ 11,975,479 $ 18,854,044
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Notes to Financial Statements (continued)

3. Deposits and Investments (continued)

The Fund invests in global markets. Foreign currency risk is the risk that changes in exchange
rates will adversely affect the fair value of an investment. The market value of international
preferred and common stocks and issues convertible into common stocks, when combined with
the market value of international government, agency, and corporate obligations, cannot exceed
30% of the market value of the Fund. The market value of emerging market securities cannot
exceed more than 1.5 times the percentage derived by dividing the total market capitalization of
companies included in the Morgan Stanley Capital International (MSCI) Emerging Market Index
by the total market capitalization of the companies included in the MSCI All-Country World Ex-
United States Index of the total market value of the assets held by Common Pension Fund D. Not
more than 10% of the market value of the emerging market securities can be invested in common
and preferred stock of any one corporation. The total amount of stock purchased of any one
corporation cannot exceed 5% of its stock classes eligible to vote. Council regulations permit the
Fund to enter into foreign exchange contracts for the purpose of hedging the international
portfolio. The Fund held forward contract receivables totaling approximately $423.3 million and
payables totaling approximately $420.9 million (with a $2.4 million net gain) at June 30, 2012.
The Fund held forward contract receivables totaling approximately $1.28 billion and payables
totaling approximately $1.31 billion (with a $24.9 million net exposure) at June 30, 2011. At
June 30, 2012, the credit ratings of the counterparties to the forward currency contracts had
Moody’s credit ratings of no less than A3.

22



Division of Investment
Department of the Treasury
State of New Jersey
Pension Fund

Notes to Financial Statements (continued)

3. Deposits and Investments (continued)

The Fund had the following foreign currency exposure at June 30, 2012
(expressed in U.S. dollars):

Alternative
Currency Equities Investments Total fair value
AUSTRALIAN DOLLAR  § 404,954,100 $ -$ 404,954,100
BRAZILIAN REAL 172,085,944 - 172,085,944
CANADIAN DOLLAR 992,370,679 - 992,370,679
CZECH KORUNA 2,569,245 - 2,569,245
DANISH KRONE 98,819,480 - 98,819,480
EGYPTIAN POUND 20,394,383 - 20,394,383
EURO 1,689,226,359 360,483,508 2,049,709,867
HONG KONG DOLLAR 538,220,766 - 538,220,766
HUNGARIAN FORINT 18,229,565 - 18,229,565
INDONESIAN RUPIAH 78,278,460 - 78,278,460
ISRAELI SHEKEL 7,460,574 - 7,460,574
JAPANESE YEN 1,981,574,037 - 1,981,574,037
MALAYSIAN RINGGIT 37,936,336 - 37,936,336
MEXICAN PESO 42,885,574 - 42,885,574
NEW RUSSIAN RUBLE 9,029 - 9,029
NEW TAIWAN DOLLAR 13,881,976 - 13,881,976
NORWEGIAN KRONE 107,748,167 - 107,748,167
PAKISTAN RUPEE 7,436,961 - 7,436,961
PHILIPPINE PESO 29,208,830 - 29,208,830
POLISH ZLOTY 19,937,010 - 19,937,010
POUND STERLING (U.K) 1,274,777,605 12,365,673 1,287,143,278
SINGAPORE DOLLAR 219,137,755 - 219,137,755
SOUTH AFRICAN RAND 144,895,161 - 144,895,161
SOUTH KOREAN WON 303,027,034 - 303,027,034
SWEDISH KRONA 357,003,430 - 357,003,430
SWISS FRANC 712,213,298 - 712,213,298
THAILAND BAHT 65,424,218 - 65,424,218
TURKISH LIRA 77,161,333 - 77,161,333

$ 9/416,867,309 $ 372,849,180 $  9,789,716,489
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3. Deposits and Investments (continued)

The Fund’s interests in alternative investments may contain elements of credit, currency and
market risk. Such risks include, but are not limited to, limited liquidity, absence of regulatory
oversight, dependence upon key individuals, speculative investments (both derivatives and non-
marketable investments), and nondisclosure of portfolio composition. Effective April 18, 2011,
Council regulations provide that not more than 38% of the market value of the Fund can be
invested in alternative investments, with limits on the individual investment categories of real
estate (9%), real assets (7%), private equity (12%) and absolute return strategy (15%). Prior to
that, the overall limitation was 28% with a 7% limit on each of the individual categories. Not
more than 5% of th