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MEMORANDUM TO: The State Investment Council
FROM: Timothy Walsh /5~
Director L B
SUBIJECT: Proposed Investments in Centerbridge Capital Partners II and

Newstone Capital Partners 11

The New Jersey Division of Investment is proposing investments of $100 million in buyout/distressed
fund Centerbridge Capital Partners IT and $100 million in mezzanine fund Newstone Capital Partners II.
This memorandum is presented to the State Investment Council (the “Council”) pursuant to N.J.A.C.
17:16-69.9.

The Division of Investment (“Division”) Staff and its private equity consultant, Strategic Investment
Solutions, undertook extensive due diligence on these proposed additional investments. We completed
the same due diligence process as with all the other alternative investment opportunities presented to the
Council.

e Centerbridge Capital Partners II, LP — Centerbridge is an opportunistic private equity manager that
merges buyout and distressed investing across control and non-control situations.

NJDOL is currently invested in the firm’s first fund, CCP I (2006 vintage), and its performance is
the top quartile relative to its vintage year peer group, but more importantly, CCP I is one of the fop
performing partnerships in the NJDOI private equity portfolio (17.49% Net IRR, 1.38x money
multiple as of 9/30/10).

As stated above, CCP utilizes a flexible approach with a general focus on leveraged buyouts,
corporate partnerships, corporate buildups & growth opportunities, special situations and distressed
opportunities while adhering to a disciplined, value investing model. By capitalizing on the
convergence of private equity and distressed investing, it allows CCP to invest in the most attractive
opportunities across all market cycles and a range of industries and asset classes.

CCP 1s led by Jeff Aronson, former partner and head of distressed securities efforts at Angelo
Gordon, and Mark Gallogly, former Head of Blackstone’s Private Equity Group and President and
CEO of Blackstone Communication Advisors, CCP I will be a $4 billion fund as compared to Fund
[ which was a $3.2 billion fund, and the firm currently has ~$8 billion in AUM.

* Newstone Capital Pariners II. LP ~ Newstone is a middle market focused provider of mezzanine
capital to private equity sponsors: the firm will structure investments to provide substantial current
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income, adequate principal protection and upside in the form of warrants, common stock or other
equity-type investments.

NJDOLI is currently invested in the firm’s first mezzanine fund (2006 vintage), which is currently
performing in the top quartile per venture economics (7.0% Net IRR, 1.21x money multiple as of
/30/10).

The firm is led by its founding members, Tim Costello and John Rocchio, who maintain a track
record dating back to 1996 when they were responsible for managing the day to day activities of the
TCW Mezzanine Funds including originating, structuring and monitoring investments. Newstone I
will be a $750 million fund, which is consistent with the size of Fund I at $850 million.

We will work with representatives of the Division of Law and outside counsel to review and negotiate
specific terms of the legal documents to govern each investment. In addition, each proposed investment
must comply with the Council’s “pay to play” regulation (N.J.A.C. 17:16-4).

Please note that these investments are authorized pursuant to Articles 69 and 90 of the State Investment
Council’s regulations. These investments are considered “debt-related” as defined under N.J.A.C. 17:16-
90.1.

Formal written due diligence reports for the proposed investments were sent to each member of the
Investment Policy Committee and a meeting of the Committee was held on March 17, 2011. In addition
to the formal written due diligence reports, all other information obtained by the Division on the
investments was made available to the Investment Policy Committee.

We look forward to discussing the proposed investments at the Council’s March 24, 2011 meeting.

Attachments
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