Notes to the
Basic
Financial Statements




Note

O© 0 N &N W b~ W N =

1 S
S OV 0 NN AN W R WD = O

STATE OF NEW JERSEY
NOTES TO THE FINANCIAL STATEMENTS
INDEX

Summary of Significant AccoUNting POLICIES ........corueiiiiririiiieiieeeeee et
Other AcCOUNtING DISCIOSUIES ......eouirieiiitiietiiet ittt ettt ettt e et e et e st st eseete e esesteneenensenes
Cash and Cash EQUIVALEIES ........c.oouiiiiiiiiitiieite ettt ettt ettt ae e ebe st ese et et be e eseesennenan
INVESTIMENLS ..ottt b ettt b ettt sh ettt e
Securities Lending COlateral ............cooioieieiieieieieetere ettt ettt sbeste s ssees e e e ensenseneenbenseenne
RECEIVADIES ...ttt ettt h et s et e e st et ee et et e bt et £ eh et ent et eneese b es e beneebe s eseebeneenen
CAPILA] ASSELS ...ttt ettt ettt ettt et ettt b ettt bbbt a ettt be et ettt b e nens
Interfund TTANSACLIONS .....c.coveiitirieiieieieiertee ettt ettt ettt sttt be bt ebe sttt sttt aetens
SHOTt-tEIM ODBIIZALIONS. ... ettt ettt ettt ettt sttt ettt es e te e e st et s s e eae et eseese s eseebeneesenseseeneneenen
Deferred Outflows/INflows 0f RESOUICES ... . ..euinininiii e
Long-term ODBIIZALIONS .....c.cc.eiriiuiriirieiiteeetct ettt ettt ettt ettt eb et eb e sttt sttt et b et b st eae eneenenaens
TAX ADALEIMICIILS ...ttt ettt ettt ettt et ea e ee e s e s bem et e e eae et ea e ebeeae s e e eseasene et eseebe s es e be st et et ereeneneenan

Risk Management and INSUrance COVETAZE .........c.ccerruiruemieiinieierieiniieteeteietetesteie ettt sttt st bess et beeeeseaesenne e

Net Position Restricted by Enabling Legislation/Governmental Fund Balances...........c.c.ccococeveocnicinicnncncnecne
OPETAtiNg LEASES ....eoveueeuiietieieieieietit ettt ettt sttt e et see bt ebeeeseeeene

REHIEIMENT SYSTEIMIS. ....evitetitiietiieeet ettt sttt s et es et e et eaeese e e st et et es et et eseme e st ases e et emeebenteseeteneabeneeseeseneenen
Other Postemployment Benefits and Active Employee Health Benefits...
COMPONEGIT UNIES ..ottt ettt ettt sb e et et b bt et e bt eb e e bt e bt bt eb e e st et et eatesaesbesbebeesbeebe et enteneennen
Contingent LIabilities ... ... e

SUDSEQUENT EVENLS ...ttt e e e e et e e

54

Page

55
64
67
67
80
81
82
84
85
86
87
92
96
97
98
99
112
118
123
124



STATE OF NEW JERSEY
NOTES TO THE FINANCIAL STATEMENTS

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A. Basis of Presentation

The accompanying financial statements have been prepared in conformity with generally accepted accounting principles
(GAAP) as prescribed by the Governmental Accounting Standards Board (GASB). The financial statements have been prepared
primarily from accounts and records maintained by the Director of the Office of Management and Budget. The financial data for
the various public benefit corporations, authorities, commissions, colleges, and universities has been derived from reports
prepared by those organizations based on their independent accounting systems.

B. Financial Reporting Entity

For financial reporting purposes the State of New Jersey includes all fund types, departments, and agencies of the State, as well
as boards, commissions, authorities, colleges, and universities for which the State is financially accountable. The following
circumstances set forth the State's financial accountability for a legally separate organization:

1. The State is financially accountable if it appoints a voting majority of the organization's governing body and (a) it is
able to impose its will on that organization or (b) there is a potential for the organization to provide specific financial
benefits to, or impose specific financial burdens on, the State.

2. The State may be financially accountable if an organization is fiscally dependent on the State regardless of whether the
organization has (a) a separately elected governing board or (b) a jointly appointed board.

Entities for which the State is financially accountable, and have a financial benefit or burden relationship, such as boards,
commissions, authorities, colleges and universities are considered component units. These component units are included in the
State's reporting entity because of the significance of their operational or financial relationships with the State. Component units
are either discretely presented or blended. Discrete presentation entails reporting component unit financial data in columns
separate from the financial data of the primary government (the State). Blending requires the component unit's balances and
transactions to be reported in a manner similar to the balances and transactions of the State.

The following organizations comprise the State's blended component units:

Garden State Preservation Trust - The Garden State Preservation Trust is a blended component unit based on the governing
body which is substantively the same as the governing body of the primary government. It provides services entirely, or almost
entirely, to the primary government. The total debt outstanding, including leases, is expected to be repaid entirely with the
resources of the primary government.

New Jersey Building Authority - The New Jersey Building Authority is a blended component unit based on its governing body
which is substantively the same as the governing body of the primary government. It provides services entirely, or almost
entirely, to the primary government or otherwise exclusively, or almost exclusively, benefits the primary government. The total
debt outstanding, including leases, is expected to be repaid entirely with the resources of the primary government.

New Jersey Schools Development Authority - The New Jersey Schools Development Authority is a blended component unit
based on its governing body which is substantively the same as the governing body of the primary government. It provides
services entirely, or almost entirely, to the primary government. Its total debt outstanding, including leases, is expected to be
repaid entirely with the resources of the primary government.

New Jersey Transportation Trust Fund Authority - The New Jersey Transportation Trust Fund Authority is a blended
component unit based on its governing body which is substantively the same as the governing body of the primary government.
It provides services entirely, or almost entirely, to the primary government. The total debt outstanding, including leases, is
expected to be repaid entirely, or almost entirely, with the resources of the primary government.

Tobacco Settlement Financing Corporation - The Tobacco Settlement Financing Corporation is a blended component unit
based on GASB Technical Bulletin No. 2004-1, Tobacco Settlement Recognition and Financial Reporting Issues, in accordance
with paragraph 53b, “usually the services provided by a blended component unit are financing services provided solely to the
primary government.”
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All other component units have been discretely presented. Descriptions of the discretely presented component units and
addresses from which complete financial statements of the respective component units can be obtained is detailed in Note 18.
Below is a list of all discretely presented component units:

Colleges and Universities

The College of New Jersey

Kean University

Montclair State University

New Jersey City University

New Jersey Institute of Technology
Ramapo College of New Jersey

Rowan University

Rutgers, The State University of New Jersey
Stockton University

Thomas Edison State University

The William Paterson University of New Jersey

Authorities

Casino Reinvestment Development Authority
Higher Education Student Assistance Authority
New Jersey Economic Development Authority
New Jersey Educational Facilities Authority

New Jersey Infrastructure Bank

New Jersey Health Care Facilities Financing Authority
New Jersey Housing and Mortgage Finance Agency
New Jersey Redevelopment Authority

New Jersey Sports and Exposition Authority

New Jersey Transit Corporation

New Jersey Turnpike Authority

New Jersey Water Supply Authority

South Jersey Port Corporation

South Jersey Transportation Authority

University Hospital

C. Government-wide and Fund Financial Statements

The government-wide financial statements (the statement of net position and the statement of activities) report information on
all of the nonfiduciary activities of the primary government and its component units. For the most part, the effect of interfund
activity has been removed from these government-wide statements. Governmental activities, which normally are supported by
taxes and intragovernmental revenues, are reported separately from business-type activities, which rely to a significant extent on
fees and charges for support. Likewise, the primary government is reported separately from the legally separate component units
for which the primary government is financially accountable.

The statement of net position measures not just current assets and liabilities, but also long-term assets and liabilities such as
capital assets (including infrastructure assets) and long-term obligations and deferred outflows of resources and deferred inflows
of resources. The difference between the State’s assets and deferred outflows of resources and its liabilities and deferred inflows
of resources is its net position. Net position is displayed in three components - invested in capital assets, restricted, and
unrestricted. Net position is restricted when constraints are either externally imposed or are imposed by constitutional provisions
or enabling legislation. The amount of net position that is restricted by enabling legislation is disclosed in Note 14. When both
restricted and unrestricted resources are available for use, generally it is the State’s policy to use restricted resources first, then
unrestricted resources as they are needed.

The statement of activities is presented in a format that reports the net revenue (expense) of the State’s individual functions.
The net revenue (expense) format reports the relative financial burden of each of the State’s functions on its taxpayers. This
format identifies the extent to which each function of the government draws from the general revenues of the State or is self-
financed through licenses, fees, permits, and other revenues.

Program revenues originate from the program or from parties other than the government’s taxpayers or citizens as a whole and

reduce the expenses of the function to be financed by general revenues. Categories of program revenues that are separately
reported in the statement are charges for services, program specific operating grants and contributions, and program specific
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capital grants and contributions. Charges for services are revenues from exchange or exchange-like transactions with external
parties that purchase, use, or directly benefit from the program’s goods, services, or privileges. These revenues include fees
charged for specific services, licenses and permits, and operating special assessments, as well as payments from exchange
transactions with other governments. Program specific operating and capital grants and contributions are revenues from
mandatory and voluntary nonexchange transactions with external parties that are restricted for use in a particular program. All
other revenues are general revenues, including all taxes, even if levied for a specific purpose. A special item is a significant
transaction or other event within the control of management that is either unusual in nature or infrequent in occurrence. An
extraordinary item is a transaction or other event that is both unusual in nature and infrequent in occurrence.

In the statement of activities, all expenses are reported by function except those that are special or extraordinary items. Each
function reports direct expenses — those specifically associated with a service, program, or department and therefore clearly
identifiable to a particular function. Some functions, such as government direction, management, and control, include expenses
that are indirect expenses of other functions. The State does not allocate indirect expenses to the other functions.

Separate financial statements are provided for governmental funds, proprietary funds, fiduciary funds, and component units.
However, the fiduciary funds are not included in the government-wide statements. Major individual governmental funds and
major individual enterprise funds are reported as separate columns in the fund financial statements.

D. Measurement Focus and Basis of Accounting

Government-wide Financial Statements - The government-wide financial statements are reported using the economic
resources measurement focus and the accrual basis of accounting. Revenues are recorded when earned and expenses are
recorded when a liability is incurred, regardless of the timing of related cash flows. The government-wide financial statements
report all financial and capital assets (including infrastructure assets), deferred outflows of resources, short and long-term
liabilities, deferred inflows of resources, revenues, expenses, gains, and losses using the economic resources measurement focus
and the accrual basis of accounting. Activity and balances resulting from exchange and exchange-like transactions are
recognized when the exchange takes place; those resulting from nonexchange transactions are recognized based on the provisions
of GASB Statement No. 33, Accounting and Financial Reporting for Nonexchange Transactions.

Governmental Fund Financial Statements - The governmental fund financial statements are reported using the current
financial resources measurement focus and the modified accrual basis of accounting. Under the current financial resources
measurement focus, only current assets and liabilities are generally included on the balance sheet. Operating statements of these
funds present increases and decreases in net current assets.

In accordance with the modified accrual basis, revenues are recognized when they become susceptible to accrual; that is, when
they become both measurable and available to finance expenditures of the fiscal period. Available means collectible within the
current period or soon enough thereafter to be used to pay liabilities of the current period. Generally, these revenues which are
considered to be susceptible to accrual include amounts received during the three month period subsequent to June 30 that were
earned as of June 30. On an exception basis, the State will occasionally accrue amounts received after this three month period
but within twelve months subsequent to June 30. Those revenues which are considered to be susceptible to accrual include sales
tax, individual income taxes, corporate income taxes, and federal grants. Licenses, fees, permits, and other sources are
recognized when received since they normally are measurable only at that time. Unapplied overpayments of Corporation
Business Tax and Gross Income Tax are recorded when a final determination is made as to the ultimate disposition of the
overpayments.

Expenditures are recognized when the related fund liabilities are incurred. Expenditures for compensated absences, claims, and
judgments are recorded to the extent they would normally be liquidated with available financial resources. Disbursements for
prepaid expenses, inventory items, and capital assets are recorded when expenditures are incurred. Expenditures for principal
and interest on general obligation long-term debt are recognized when due.

Proprietary Funds, Fiduciary Funds, and Component Units Financial Statements - The financial statements of the
proprietary funds, fiduciary funds, and component units are reported using the economic resources measurement focus and the
accrual basis of accounting, similar to the government-wide statements previously described.

GASB Statement No. 62, Codification of Accounting and Financial Reporting Guidance Contained in Pre-November 30, 1989
FASB and AICPA Pronouncements, incorporates into GASB’s authoritative literature certain accounting and financial reporting
guidance included in the Financial Accounting Standards Board (FASB) pronouncements which does not conflict with or
contradict GASB pronouncements, and eliminates the option to apply post-November 30, 1989 FASB pronouncements that do
not conflict with or contradict GASB pronouncements.

Proprietary funds distinguish operating revenues and expenses from non-operating items. Operating revenues and expenses
generally result from providing services and producing and delivering goods in connection with a proprietary fund’s principal
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ongoing operations. Revenues and expenses not meeting this definition are reported as non-operating revenues and expenses.
The State’s proprietary funds are the Unemployment Compensation Fund and the State Lottery Fund.

The Unemployment Compensation Fund’s principal ongoing operations consist of assessments received from employers and
employees and the subsequent disbursement of monies to persons entitled to receive unemployment benefits. Collections and
disbursements to eligible recipients are classified as operating revenues and expenses. The State Lottery Fund’s principal
ongoing operations, which are classified as operating revenues and expenses, consist of receipts from lottery ticket sales and
subsequent disbursements of monies to lottery winners.

E. Fund Accounting

The financial activities of the State are recorded in individual funds, each of which is deemed to be a separate accounting entity.
The State uses fund accounting to report on its financial position and results of operations. Fund accounting is designed to
demonstrate legal compliance and to aid financial management by segregating transactions related to certain government
functions or activities. A fund is a separate accounting entity with a self-balancing set of accounts, which represent the fund’s
assets, liabilities, residual equities or balances, revenues, and expenditures or expenses. Separate financial statements are
provided for governmental funds, proprietary funds, and fiduciary funds. Major individual governmental funds and major
individual proprietary funds are reported as separate columns in the fund financial statements, with non-major funds being
combined into a single column. For further details of the funds listed below, see the Description of Funds.

1. Major Funds

The State reports the General Fund and the Property Tax Relief Fund as major governmental funds. The State also
reports the State Lottery Fund and the Unemployment Compensation Fund as major proprietary funds. Descriptions
are as follows:

a.  General Fund - This fund accounts for all State revenues not otherwise restricted by statute. The largest part of the
total financial operations of the State is accounted for in the General Fund. Most revenues received from taxes,
federal sources, and certain miscellaneous revenue items are recorded in this fund. The Annual Appropriations
Act enacted by the State Legislature provides the basic framework for the operations of the General Fund.

b. Property Tax Relief Fund - This fund accounts for revenues from the New Jersey Gross Income Tax and a portion
of the New Jersey Sales and Use Tax. Revenues realized are dedicated by the State Constitution. All receipts
from taxes levied on personal income of individuals, estates, and trusts must be appropriated exclusively for the
purpose of reducing or offsetting property taxes. P.L. 2006, c.44 dedicated one half of a percent of the Sales and
Use Tax rate to the Property Tax Relief Fund. Annual appropriations are made from the fund, pursuant to formulas
established by the State Legislature to counties, municipalities, and school districts.

c. State Lottery Fund - Monies derived from the sale of State lottery tickets are deposited into this fund.
Disbursements are authorized for the payment of prizes to holders of winning lottery tickets and for the
administrative expenses of the Division of State Lottery. Pursuant to P.L. 2017, ¢.98, remaining balances paid to
the Pension Plans (TPAF, PERS, and PFRS) are solely available to and for the benefit of the applicable Pension
Plans. The present value of obligations for future installment payments of lottery prizes funded by the purchase of
deposit fund contracts are accounted for in this fund.

d. Unemployment Compensation Fund - This fund accounts for monies deposited from contributions of employers
and employees for unemployment compensation, amounts credited or advances made by the federal government,
and amounts received herein from any other source. After consideration is given to any claim for refund of
overpayment of contributions, the remainder is transferred by the Division of Employment Security to the
Treasurer of the United States for credit to the State of New Jersey Unemployment Compensation Fund and held
by the Treasurer of the United States in the State of New Jersey Unemployment Trust Fund. Drawdowns against
the State of New Jersey Unemployment Trust Fund are made by requests submitted to the Treasurer of the United
States by the Division of Employment Security on an as-needed basis, whereby amounts are transferred back to
the Unemployment Compensation Fund and are then disbursed by the Division of Employment Security to
persons entitled to receive unemployment benefits. Any shortfall in the Unemployment Compensation Fund
needed to pay benefits is covered by federal statutes, which authorize advances from the federal government for
unemployment benefits. Such advances are repayable by increased rates on federally taxable wages reported by
New Jersey employers, or the advances may be repaid out of the fund assets at any time by the Governor.
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2.  Governmental Fund Types

a.  Special Revenue Funds - These funds are used to account for and report the proceeds of specific revenue sources
that are restricted or committed to expenditures for specified purposes other than debt service or capital
projects. The term, “proceeds of specific revenue sources,” establishes that one or more specific restricted or
committed revenues should be the foundation for a special revenue fund.

b. Capital Projects Funds - These funds are used to account for and report financial resources that are restricted or
committed to expenditures for capital outlays, including the acquisition or construction of capital facilities and
other capital assets. Capital projects funds exclude those types of capital related outflows financed by proprietary
funds or for assets that will be held in trust for individuals, private organizations, or other governments.

3. Fiduciary Fund Types

a. Pension and Other Employee Benefits Trust Funds - These funds report resources that are required to be held in
trust for members and beneficiaries of defined benefit pension plans, defined contribution plans, other post-
employment benefit plans, and other employee benefit plans, such as the deferred compensation plan.

b. Investment Trust Fund - This fund reports an investment pool that consolidates monies from municipalities,
counties, school districts, and any other public body, corporate or politic.

c. Private Purpose Trust Funds - These funds report all other trust arrangements for which principal and income
benefit individuals, private organizations, or other governments.

d. Agency Funds - These funds report resources held by the State in a purely custodial capacity. These funds
typically involve only the receipt, temporary investment, and remittance of the resources to external parties.

F. Appropriations and Outstanding Debt

The State Constitution provides that the Legislature may not create a debt (where total outstanding debt would exceed one
percent of total appropriations for the year) unless such law has been submitted to the people at a general election and approved
by a majority of the legally qualified voters. After approval by the electorate, and prior to any bond sale, the Legislature may
make appropriations up to the legally authorized amount of such bonds, which enables the State to enter into contracts with
vendors.

G. Assets
1. Cash and Cash Equivalents

Deposits encompass the State's cash on deposit with financial institutions and several cash equivalents, including
certificates of deposit. All deposits, including cash equivalents that are subject to federal or state depository insurance,
generally are classified as deposits. Only investments with an original maturity of three months or less are considered
to be cash equivalents. See Note 3 for details.

2. Investments

Statutes of the State of New Jersey and regulations of the State Investment Council authorize the Division of
Investment to invest in global equities; non-convertible preferred stocks, covered call and put options; futures contracts;
obligations of the U.S. Treasury, government agencies, corporations, international governments and agencies; global
diversified credit investments; interest rate swap transactions; state and municipal general obligations; public authority
revenue obligations; collateralized notes and mortgages; commercial paper; certificates of deposit; repurchase
agreements; money market funds; private equity funds; real estate funds; other real assets; and absolute return strategy
funds. Investee institutions and organizations are prescribed by the statutes and regulations based on such criteria as
minimum capital, dividend paying history, credit history, and other evaluation factors.

In addition to the amounts invested directly, most of the funds included herein participate in the State of New Jersey
Cash Management Fund wherein amounts also contributed by other units of government are combined into a large
scale investment program. The Pension Trust Funds also participate in a Common Pension Trust Fund pool whereby
amounts contributed by the various Pension Trust Funds are combined for the purpose of investment. Participation in
the Cash Management Fund investment pool and the Common Pension Trust Fund investment pool by State funds is
reflected as investments in the Balance Sheets of the respective funds. Amounts contributed to the Cash Management
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Fund investment pool by local governments and other entities which are not part of the State’s reporting entity, are
reflected as investments in the statement of net position of the Investment Trust Fund.

Amounts contributed to the Cash Management Fund investment pool are recorded at cost, which approximates fair
value. Any differences between cost and fair value for Cash Management Fund pool investments are immaterial.
Other investments are recorded at fair value. Fair value is the amount at which a financial instrument could be
exchanged in a current transaction between willing parties, other than in a forced or liquidation sale. See Note 4 for
additional details.

Securities Lending Collateral

The Pension Trust Funds participate in securities lending programs with their custodian banks, whereby securities are
loaned to brokers and, in return, the Pension Trust Funds have rights to the collateral received. All of the securities
held in the Common Pension Trust Fund investment pool are eligible for the securities lending program. Collateral
received may consist of cash, irrevocable bank letters of credit, or U.S. Treasury obligations having a market value
equal to or exceeding 102 percent (U.S. dollar denominated) or 105 percent (non-U.S. dollar denominated) of the value
of the loaned securities at the time the loan is made. The contracts with the Common Pension Trust Fund investment
pool custodian banks require them to indemnify the investment pool if the brokers fail to return the securities or fail to
pay the investment pool for income distributions by the securities’ issuers while the securities are on loan. The
securities loans can be terminated by notification by either the broker or the investment pool. The term to maturity of
the securities loans is generally matched with the term to maturity of the investment of cash collateral. As of June 30,
2018, the Pension Trust Funds have no aggregate credit risk exposure to brokers because the collateral amount held by
the Pension Trust Funds exceeded the market value of the securities on loan. See Note 5 for additional details.

Receivables

Receivables in the State's governmental, fiduciary, and proprietary funds, component units - authorities, and
component units - college and university funds are stated net of allowances for uncollectible amounts and primarily
consist of federal grants, taxes, assessments, loans, interest and dividends, contributions due from employers and
members to the respective pension funds, mortgages, and other receivables. See Note 6 for additional details.

Capital Assets

Capital assets are tangible and intangible assets that are used in operations and that have initial useful lives that extend
beyond a single reporting period. Capital assets are reported in the statement of net position at cost or historical cost
based on appraisals or other acceptable methods when historical cost information is not available. Donated capital
assets are recorded at acquisition value at the time of donation. The State’s capital assets consist of:

a.  All land, including parks, forests, easements, development rights, highways, and right-of-ways.

b. Infrastructure assets such as roads, bridges, and dams.

c.  All general government buildings, including hospital, care, and correctional facilities.

d. Land improvements, equipment, software, and motor vehicles used in general operations with a
unit cost of at least $25,000, $20,000, $100,000, and $30,000, respectively. For the purpose of
reporting, equipment and software are consolidated into one category.

e. Capital assets in the process of construction.

To measure depreciation expense, the State uses the straight-line method, whereby the historical cost (or other
capitalized amount) of depreciable assets, less their estimated salvage values, is allocated in equal annual amounts over
the estimated useful lives of the assets. To estimate the useful lives of its capital assets, the State uses guidelines from
industry organizations. There is no depreciation recorded for land, easements, construction in progress, and right-of-

way.

Capital leases which are classified as capital assets are recorded in amounts equal to the lesser of the fair value of the
asset or the present value of the future net minimum lease payments at the inception of the lease.

The State possesses certain capital assets that have not been capitalized and depreciated because the assets cannot be

reasonably valued and/or the assets have inexhaustible useful lives. Examples of these assets include, but are not
limited to statues, monuments, forts, lighthouses, and various capitol related furnishings. Collections, such as historical
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documents, artifacts, works of art, rare library books, and antique furnishings are not capitalized. These assets are
exempted from capitalization as the State maintains the collections for reasons other than financial gain; the collections
are protected, kept unencumbered, cared for and preserved; and the collections are subject to an organizational policy
requiring that the proceeds from sales of collection items be used to acquire other items for collection. See Note 7 for
additional details.

6. Interfund/Intrafund Transactions

Interfund Transactions - During the course of normal operations, the State has numerous routine transactions between
funds, including expenditures, and transfers of resources to provide administrative services, program services, debt
service, and compliance with legal mandates, such as legislation requiring the transfer of investment earnings from a
capital project fund to the General Fund. In the fund financial statements, these transactions generally are recorded as
transfers to/transfers from other funds and due to/due from other funds. Operating transfers represent legally authorized
transfers from a fund receiving revenue to the fund through which the resources are to be expended and do not
represent reimbursement of expenses.

Intrafund Transactions - Intrafund transactions, as a result of contracts among departments within the same fund, are
considered expenditures by the contractor and revenues by the contractee in the fund financial statements.

As a general rule, intrafund revenues and expenditures, interfund transfers, and interfund receivables and payables
have been eliminated in the government-wide financial statements. An exception is the net residual amounts due
between governmental and business-type activities, which is recorded as internal balances. Receivables from and
payables to fiduciary funds are recorded in the statement of net position as receivable from and payable to external
parties.

7. Deferred Outflows of Resources

A deferred outflow of resources is a consumption of net assets by the government that is applicable to a future
reporting period. In the government-wide statements, governmental activities column, the deferred outflows of
resources represents three items: (1) the unamortized deferral on refundings of long-term obligations, (2) pension
related amounts, and (3) OPEB related amounts. The pension and OPEB related amounts consists of: a) changes of
assumptions; b) employer contributions and benefit payments subsequent to the measurement date; c) differences
between expected and actual experience; d) changes in proportion and differences between employer contributions and
proportionate share of contributions; and e) net difference between projected and actual investment earnings on pension
and OPEB plan investments.

H. Liabilities
1. Unearned Revenue

Unearned revenues at both the government-wide and fund level arise when potential revenue does not meet the
available criterion for recognition in the current period. Unearned revenues also arise when resources are received by
the State before it has a legal claim. In subsequent periods, when the revenue recognition criterion is met, or when the
State has a legal claim to the resources, the liability for unearned revenue is removed from the balance sheet and
revenue is recognized.

Unearned revenue consists principally of amounts due from the Port Authority of New York and New Jersey, Clean
Water State Revolving Fund, and New Jersey Hazardous Discharge Site Cleanup Fund.

2. Long-term Obligations

The State’s long-term obligations are divided into bonded and non-bonded categories. Bonded categories include
general obligation bonds, revenue bonds, certain capital leases, installment obligations, certificates of participation,
Tobacco Settlement Financing Corporation Bonds (TSFC), unamortized interest on capital appreciation bonds, and
unamortized premium. Non-bonded categories include compensated absences, certain capital leases, loans payable,
total other postemployment benefits (OPEB) liability, net pension liability, pollution remediation obligation, other, and
deposit fund contracts. The liability for long-term items described above is reflected in the government-wide financial
statements and the proprietary fund financial statements as noncurrent liabilities, due in more than one year and as
current liabilities-current portion of long-term obligations, if due within a year.
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Bond and note premiums and discounts are amortized to interest expense based on the straight-line method. Capital
appreciation bonds are reported at their net or accreted value rather than at face value. Bonds and notes payable are
reported net of the applicable bond premium or discount.

In the governmental fund financial statements, governmental funds recognize bond premiums and discounts, as well
as bond issuance costs, during the current period. The face amount of debt issued is reported as other financing
sources. Premiums received on debt issuance are reported as other financing sources while discounts are reported as
other financing uses. Issuance costs, whether or not withheld from the actual debt proceeds received, are reported as
expenditures.

Deferred Inflows of Resources

A deferred inflow of resources is an acquisition of net assets by the government that is applicable to a future reporting
period. In the government-wide statements, governmental activities column, the deferred inflows of resources
represents two items: (1) pension related amounts, and (2) OPEB related amounts. The pension and OPEB related
amounts consists of: a) changes in proportion and differences between employer contributions and proportionate share
of contributions, b) differences between expected and actual experience, and c) changes of assumptions. Additionally,
deferred tobacco settlement revenue is recorded as a deferred inflows of resources in the governmental funds as all
eligibility criteria excluding timing requirements have been met.

Net Position

Net Investment in Capital Assets - This component of net position consists of capital assets, net of accumulated
depreciation and reduced by the outstanding balances of any bonds, mortgages, notes, or other borrowings that are
attributable to the acquisition, construction, or improvement of those assets.

Restricted - Net position is reported as restricted when constraints placed on its use are either: externally imposed by
creditors, grantors, contributors, or laws or regulations of the other governments, or imposed by law through

constitutional provisions or enabling legislation.

Unrestricted - Unrestricted net position consists of assets that do not meet the definition of “restricted” or “invested in
capital assets”.

Held in Trust for Pool Participants - This is used to accumulate resources held for investment.

Restricted for Pensions - This is used to accumulate all active member, State, and other employer contributions and
investment income from which pension benefit payments are made.

Restricted for OPEB - This is used to accumulate all local government retired members and employer contributions
and investment income from which post-retirement health benefit payments are made.

Restricted for Private Purpose Trust Funds - This is used to accumulate resources received as a result of trust
arrangements.

Fund Balances

1.

Nonspendable - Fund balance includes amounts that are not in a spendable form or are legally or contractually
required to be maintained intact (i.e., the principal of a permanent fund).

Restricted - Fund balance includes amounts that can be spent only for the specific purposes stipulated by external
resource providers or imposed by law through constitutional provisions, or through enabling legislation.

Committed - Fund balance includes amounts that can be used only for the specific purposes determined by a formal
action of the government’s highest level of decision-making authority. Commitments may be changed or lifted only by
the government taking the same formal action that imposed the constraint originally.

Assigned - Fund balance comprises amounts intended to be used by the government for specific purposes. Intent can be
expressed by the governing body or by an official or body to which the governing body delegates the authority. In
governmental funds other than the General Fund, assigned fund balance represents the amount that is not restricted or
committed. This indicates that resources in other governmental funds are, at a minimum, intended to be used for the
purpose of that fund.
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5. Unassigned - Fund balance is the residual classification for the General Fund and includes all amounts not contained in
the other classifications. Unassigned amounts are technically available for any purpose. If another governmental fund
has a fund balance deficit, then it will be reported as a negative amount in the unassigned classification in that fund.
Based on the definitions of the nonspendable, restricted, committed, and assigned fund balance classifications, positive
unassigned amounts can exist only in the General Fund. The State’s General Fund reflects nonspendable restricted,
committed, and unassigned fund balances. Initially, expenditures are made from existing committed fund balances, and
if necessary, additional expenditures are made from unassigned fund balances.

K. Fiscal Year End Differences
The following component units have fiscal years that ended on December 31, 2017:
Component Units — Authorities

Casino Reinvestment Development Authority

New Jersey Economic Development Authority

New Jersey Educational Facilities Authority

New Jersey Health Care Facilities Financing Authority
New Jersey Housing and Mortgage Finance Agency
New Jersey Redevelopment Authority

New Jersey Sports and Exposition Authority

New Jersey Turnpike Authority

South Jersey Port Corporation

South Jersey Transportation Authority

Special Revenue Funds

New Jersey Building Authority (blended component unit)
New Jersey Schools Development Authority (blended component unit)
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NOTE 2 - OTHER ACCOUNTING DISCLOSURES

A. Changes in Accounting Policy
In Fiscal Year 2018 the State adopted four new Governmental Accounting Standards Board (GASB) standards as follows:
GASB Statement No. 75, Accounting and Financial Reporting for Postemployment Benefits Other Than Pensions.
GASB Statement No. 81, Irrevocable Split-Interest Agreements.
GASB Statement No. 85, Omnibus 2017.
GASB Statement No. 86, Certain Debt Extinguishment Issues.

All applicable provisions of these new statements have been incorporated into the financial statements and notes.
B. Restatement of Net Position
The July 1, 2017 Net Position for the primary government was adjusted for the following:

Government-wide
Net Position

Balance July 1, 2017 - As Reported $  (132,590,365,332)

Prior Period Adjustments (correction of an error):

Increase in Capital Assets 312,113,042
Increase in Accumulated Depreciation (123,777,002)
Decrease in Group Homes (87,313,118)
School districts' loans that were previously expended are now

classified as assets 20,237,425
New Jersey Building Authority reduction of Accounts Payable 22,250,776
Governmental Funds' liabilities previously understated (29,307,366)

Prior Period Adjustments (adoption of GASB standard):

Elimination of Net OPEB obligation per GASB Statement No. 75 36,493,600,000
Increase in Long-term Obligations and Deferred Outflows of

Resources for the adoption of GASB Statement No. 75 (95,089,595,480)

Balance July 1, 2017 - Restated $  (191,072,157,055)
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C. Restatement of Fund Balance

The July 1, 2017 Governmental Fund Balance has been increased by $13,180,835 to reflect the following adjustments:

Total Other
Governmental Governmental
Funds Fund General Fund Funds Fund
Balance Fund Balance Balance
Balance July 1, 2017 - As Reported $ 11,859,269,032 $§  4,715,999,948  § 7,143,269,084
Prior Period Adjustments (correction of an error):
New Jersey Building Authority reduction of
accounts payable 22,250,776 - 22,250,776
School districts' loans that were previously
expended are now classified as assets 20,237,425 20,237,425 -
Liabilities that were previously understated (29,307,366) (52,836,581) 23,529,215
Balance July 1, 2017 - Restated $§ 11,872,449,867 §  4,683,400,792 § 7,189,049,075

D. Deficit Fund Balance

It is anticipated that bond sales during Fiscal Year 2019 will relieve the current deficit fund balances in the Cultural Centers and
Historic Preservation Fund.

E. Joint Ventures

The Port Authority of New York and New Jersey
4 World Trade Center
150 Greenwich Street, 234 Floor
New York, NY 10007
WWww.panynj.gov

Joint ventures are independently constituted entities generally created by two or more governments for a specific purpose such
as contracting and maintaining an interstate bridge. Pursuant to current financial reporting standards, the State does not record its
equity in joint ventures. The only significant joint venture in which the State of New Jersey participates is the Port Authority of
New York and New Jersey. Individually published financial statements may be obtained by writing the Port Authority of New
York and New Jersey at the above mentioned address. Other joint ventures are immaterial.

The Port Authority is a municipal corporate instrumentality of the States of New York and New Jersey created by compact
between the two states in 1921 with the consent of the Congress of the United States. It is authorized and directed to plan,
develop, and operate terminals and other facilities of transportation and commerce, and to advance projects in the general fields
of transportation, economic development, and world trade that contribute to promoting and protecting the commerce and
economy of the Port District, defined in the compact, which comprises an area of about 1,500 square miles in both states,
centering about New York Harbor. The Governor of each State appoints six of the twelve members of the governing Board of
Commissioners, subject to confirmation by the respective State Senate. Each Governor has from time to time exercised the
statutory power to veto the actions of the commissioners from their state.

The commissioners serve six-year overlapping terms as public officials without compensation. They establish Authority policy,
appoint an Executive Director to implement it, and also appoint a General Counsel to act as legal advisor to the Board and to the
Executive Director. The Authority undertakes only those projects authorized by the two states.

The compact envisions the Port Authority as being financially self-sustaining and, as such, it must obtain the funds necessary

for the construction or acquisition of facilities upon the basis of its own credit, its reserve funds, and its future revenues. The
Authority has neither the power to pledge the credit of either state or any municipality nor to levy taxes or assessments.
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Consolidated financial statements for the Port Authority (including the Passenger Facility Charges Program) for the fiscal year
ended December 31, 2017 disclosed the following (expressed in millions):

Financial Position

Combined Total
Total Assets and Deferred Outflows of Resources $ 46,983.5
Total Liabilities and Deferred Inflows of Resources 29,902.4
Net Position $ 17,081.1
Operating Results
Operating Revenues $ 5,496.2
Operating Expenses (3,132.9)
Depreciation and Amortization (1,275.3)
Income from Operations 1,088.0
Non-operating Revenues (Expense), Net (581.8)
Net Income $ 506.2
Changes in Net Position
Balance January 1, 2017 $ 16,574.9
Net Income 506.2
Balance December 31, 2017 $ 17,081.1

Except for Special Project Bonds, the Authority’s debt is secured by its full faith and credit, its reserve funds, or a pledge of
future revenues. Special Project Bonds are secured by a mortgage on the financed properties. At December 31, 2017, Port
Authority debt consisted of the following (expressed in millions):

Bonds, Notes, and Other Obligations

Consolidated Bonds and Notes $ 21,696.4
Special Project Bonds 1,327.7
Operating Asset Financing 542.5
Capital Asset Financing 2,417.9
25,984.5

Less: Unamortized Discount (13.4)
Total $ 25971.1

F. Other

In accordance with GASB Statement No. 14, The Financial Reporting Entity, the debt and assets of the New Jersey Building
Authority have been reduced for presentation herein in the amount of $276.2 million, the amount of the present value of future
lease payments by the State to the New Jersey Building Authority as of December 31, 2017.

In accordance with GASB Statement No. 24, Accounting and Financial Reporting for Certain Grants and Other Financial
Assistance, an additional $1.0 billion in federal grant revenues and economic planning, development, and security expenditures
has been recorded.
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NOTE 3 - CASH AND CASH EQUIVALENTS

All funds maintain their own individual bank account(s) except for the Casino Control, Casino Revenue, Gubernatorial
Elections, Special Transportation, Property Tax Relief, and Long Term Obligation and Capital Expenditure Funds which are in
the General Fund bank accounts. The balances of cash for these funds held in the General Fund, after receipt and disbursement
transactions, are accounted for and reflected in the respective due from or due to accounts on the balance sheet presented in the
fund financial statements.

New Jersey Revised Statutes (c.52:18-16.1) set the policy that the State Treasurer must follow when depositing State funds and
for the collateralization of such funds. The relationship between the face amount of the collateral and the amount of a deposit is
not statutory but is stipulated by the State Treasurer. All bank accounts in which the State Treasurer deposits funds must be
collateralized. Securities pledged as collateral must consist of obligations of, or be guaranteed by the United States or the State
of New Jersey. Securities are pledged in the State Treasurer's name and held by a custodian bank under a custodian agreement.

Collateral requirements for demand accounts and time accounts for banks having less than $15 million in State deposits per
month require 100 percent coverage of the average aggregate daily balance of the preceding month. For banks that have State
deposits which total $15 million or more per month, the amount of collateral required is 120 percent of the average aggregate
daily balance on deposit in the bank during each calendar quarter of the year. The State Department of the Treasury monitors the
level of collateral required to be maintained by the banks.

GASB Statement No. 40, Deposit and Investment Risk Disclosures, requires that the State disclose bank deposits that are subject
to custodial credit risk. The custodial credit risk for deposits is the risk that, in the event of the failure of a depository financial
institution, the State will not be able to recover deposits or will not be able to recover collateral securities that may be in the
possession of an outside party. As of June 30, 2018, the State’s bank balances amounted to $297.2 million. Of these balances,
$23.2 million was exposed to custodial credit risk as uninsured and uncollateralized.

NOTE 4 - INVESTMENTS

Statutes of the State of New Jersey and regulations of the State Investment Council authorize the Division of Investment to
invest in global equity investments; non-convertible preferred stocks; covered call and put options; futures contracts; obligations
of the U.S. Treasury, government agencies, corporations, international governments and agencies; global diversified credit
investments; interest rate swap transactions; state and municipal general obligations; public authority revenue obligations;
collateralized notes and mortgages; commercial paper; certificates of deposit; repurchase agreements; money market funds;
private equity funds; real estate funds; other real assets; and absolute return strategy funds.

Federal securities, including those held as collateral on repurchase agreements, are maintained at Federal Reserve Banks in
Philadelphia and New York through the custodian banks, in trust for the State of New Jersey. A significant portion of corporate
equity and debt securities are maintained by the Depository Trust Company (DTC) through the custodian banks in trust for the
State of New Jersey.

Securities not maintained by the Federal Reserve Banks or DTC are in the name of a designated nominee representing the
securities of a particular State fund which establishes the State fund's unconditional right to the securities. The custodian banks,
as agents for the State funds, maintain records identifying the securities maintained by the Federal Reserve Banks and the DTC as
securities owned by or pledged to the State funds.

In addition to the amounts invested directly, most of the funds included herein participate in the State of New Jersey Cash
Management Fund wherein amounts also contributed by other units of government are combined into a large scale investment
program. The Pension Trust Funds also participate in a Common Pension Trust Fund pool whereby amounts contributed by the
various Pension Trust Funds are combined for the purpose of investment. Participation in the Cash Management Fund
investment pool and several Common Pension Trust Fund investment pools by State funds is reflected as investments in the
Balance Sheets/Statement of Net Position of the respective funds. Amounts contributed to the Cash Management Fund
investment pool by local governments and other entities which are not part of the State’s reporting entity, are primarily reflected
as investments in the Statement of Fiduciary Net Position, Investment Trust Fund.

Amounts contributed to the Cash Management Fund investment pool are recorded at fair value. Fair value is defined as the
price that would be received to sell an asset or paid to transfer a liability in an orderly transaction between independent market

participants at the measurement date.

Casino Control, Casino Revenue, Gubernatorial Elections, Special Transportation, and Property Tax Relief Funds do not
maintain separate investment accounts. Since cash transactions are handled by and through the General Fund as described in
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Note 3, any available cash balances for these funds reside in the General Fund and are combined with other balances for either
participation in the State of New Jersey Cash Management Fund or direct investment as part of the General Fund large scale
investment program.

Approximately $234.5 million of investments represents deposit fund contracts for future installment payments of lottery prizes.
Lottery prizes are funded by the purchase of deposit fund contracts which, when matured, will provide amounts sufficient for
future payment of installment prizes. Purchases of deposit fund contracts are recorded as an expenditure in the State Lottery
Fund in the year of purchase. Annuity contracts are carried at their current contract values which are based upon their original
purchase price adjusted for credited interest and amounts already received. The estimated fair value of annuity contracts
approximates the carrying value reflected in the statement of net position. In the event of default in making future payments by
the insurance company from which the contracts were purchased, the State would be liable for such future payments.

Investments for all funds as of June 30, 2018, are as follows (expressed in millions):
Amount Reported
As Investments

Domestic equities $ 25,482.7
Domestic fixed income securities 22,406.6
International equities 14,238.4
Private equities 8,710.0
Absolute return strategy funds 4,953.5
Global diversified credit funds 4,365.7
Real estate 38174
Equity mutual funds 3,287.8
Real assets 2,094.1
International fixed income securities 2,037.5
Fixed income mutual funds 452.4
Opportunistic private equity investments 432.0
Annuity contracts 234.5
Fixed income money market funds 7.6

Total investments 92,520.2
Unallocated administrative expenses

and transaction exchanges 478.2

Net amount recorded as investments $ 92,998 .4
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As Reported on the Government-wide Statement of Net Position and Statement of Fiduciary Net Position as of June 30, 2018
(expressed in millions):

Current Non-Current
Investments Investments Total
Governmental activities $ 8,144.6 $ - $ 8,144.6
Business-type activities 277.2 207.7 484.9
Fiduciary funds 84,368.9 - 84,368.9
Total $ 92,790.7 $ 207.7 $ 92,998.4

The asset allocation policy as of June 30, 2018 for the pensions funds are as follows:

Asset Class Target
Absolute return/risk mitigation 5.00%
Total risk mitigation 5.00
Total Cash and Short Term 5.50
Governments 3.00
Total liquidity 8.50
Investment grade credit 10.00
Public high yield 2.50
Global diversified credit 5.00
Credit oriented hedge funds 1.00
Debt related private equity 2.00
Debt related real estate 1.00
Total income 21.50
Real Assets 2.50
Equity related real estate 6.25
Total real return 8.75
U.S. equity 30.00
Non-U.S. developed markets equity 11.50
Emerging markets equity 6.50
Buyouts/venture capital 8.25
Total global growth 56.25
Total 100.00%

The asset allocation policy is reviewed on at least an annual fiscal year basis.

A. Deposit and Investment Risk Disclosure

The State’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 a
debt instrument is measured by nationally recognized statistical rating agencies such as Moody’s Investors Service, Inc.
(Moody’s), Standard & Poor’s Corporation (S&P), or 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. State regulations require minimum credit ratings for certain
categories of fixed income obligations and limit the amount that can be invested in any one issuer or issue. As of June 30, 2018,
the following limits were in effect:
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Limitation of

Issuers'
Minimum Rating* Outstanding Limitation
Category Moody's S&P Fitch Debt of Issue Other Limitations
Global debt obligations Baa3 BBB- BBB- 10% - Not more than 5% of fund assets
can be invested in any one issuer
International government Baa3 BBB- BBB- 25% 25% Not more than 5% of fund assets
and agency obligations can be invested in this category
Collateralized notes and Baa3 BBB- BBB- - 25% Not more than 5% of fund assets
mortgages can be invested in any one issuer
Commercial paper P-1 A-1 F1 - - Not more than 5% of fund assets
can be invested in any one issuer
Certificates of deposit: Cannot exceed 10% of issuer's
Domestic A3/P-1  A-/A-1 A-Fl - - primary capital; not more than 5%
International Aa3/P-1 AA-/A-1 AA-/FI - - of fund assets can be invested in
any one issuer
Global diversified credit
investments:

Direct bank loans - - - 10% -

Funds . _ _ _ _ Not more than 10% of fund assets
can be invested in this category;
not more than 5% of fund assets
can be invested in any one issuer

Swap transactions Baa2 BBB BBB - - Notional value of net exposure to
any one counterparty shall not
exceed 1% of fund assets; notional
value shall not exceed 5% of fund
assets but may be increased to 10%
for a fixed period of time

Repurchase agreements:

Bank or trust company - - - - - -
Broker P-1 A-1 F1 - - -

State, municipal and public A3 A- A- 10% 10% Not more than 2% of fund assets

authority obligations can be invested in debt of any one
obligor

M ket fund: - - - - -

oney market uncs Not more than 5% of fund assets
can be invested in this category;
limited to 5% of shares or units
outstanding

Mortgage backed: Not more than 10% of fund assets
Pass-through securities A3 A- A- - - can be invested in this category
Senior debt securities - - - - 25%

Non-convertible preferred stocks Baa3  BBB- BBB- 10% 25% Not more than 5% of fund assets

can be invested in any one issuer

* Short-term ratings (e.g. P-1, A-1, F1) are used for commercial paper and certificates of deposit.
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The above table does not include Prudential Retirement investments for the New Jersey State Employees Deferred
Compensation Plan (NJSEDCP). The NJSEDCP consists of a number of individual investment managers, which individually
have investment guidelines that they comply with and follow.

Up to eight percent of the fair value of the combined assets of the pension funds may be invested in global debt obligations,
collateralized notes and mortgages, non-convertible preferred stocks, and mortgage backed pass-through securities that do not
meet the minimum credit rating requirements set forth above.

The total amount of a particular class of stock directly purchased of any one entity by the pension funds cannot exceed 10
percent of that class of stock outstanding. The total amount of shares or interests directly purchased or acquired of any one
exchange traded fund or global, regional or country fund by the pension funds shall not exceed 10 percent of the total shares
outstanding or interests of such fund.

For securities exposed to credit risk in the fixed income portfolio, the following tables disclose aggregate fair value, by major
credit quality rating category at June 30, 2018. The first table is for fixed income securities rated by Moody’s. The second table
uses Standard and Poor’s ratings for fixed income securities not rated by Moody’s (expressed in millions):

Moody's Rating

Aaa Aa A Baa B P-1

Domestic corporate obligations $ 651.0 $ 8042 $ 38184 § 3694 §$ 3810 § -
United States Treasury bills 4,199.4 - - - - -
United States Treasury notes 4,479.0 - - - - -
Foreign government obligations 200.9 845.1 34.6 - - -
United States Treasury bonds 1,231.5 - - - - -
Commercial paper - - - - - 3,511.5
Certificates of deposit - - - - - 1,455.0
Federal agency obligations 934.0 - 100.0 - - -
International corporate obligations 14.9 49.7 243.5 239 64.5 -
Money market funds 7.6 - - - - -
Municipal obligations - 128.9 33.7 - - -
Mortgages (FHLMC/FNMA/GNMA) 15.6 - - - - -
Other 0.1 - - - 1.8 -

Total $§ 11,7340 $ 18279 $ 42302 § 3933 § 4473 § 49665

Standard & Poor's Rating
AAA AA A BBB BB B

Domestic corporate obligations $ - 8 - 8 141 $ 149 § 29 § 5.6
Commercial paper - - 269.4 - - -
International corporate obligations - - 4.4 4.9 21.0 4.9
Foreign government obligations - - 38.6 - - -
Municipal obligations 11.8 8.6 - - - -

Total $ 11.8 § 86 $ 3265 § 198 § 239 $ 10.5

The above tables do not include the following Moody’s rated investments: domestic corporate obligations ($212.8 million),
foreign government obligations ($0.7 million), international corporate obligations ($45.6 million), and other investments ($0.7
million) with a Ba rating; domestic corporate obligations ($3.5 million) and international corporate obligations ($0.5 million)
with a Ca rating; and domestic corporate obligations ($146.7 million) and international corporate obligations ($25.8 million) with
a Caa rating. Additionally, the tables do not include domestic corporate obligations ($2.5 million) with a Standard & Poor’s
rating of CCC and commercial paper ($0.4 million) with a Fitch rating of AA.
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The tables do not include certain domestic and international corporate obligations and certain fixed income mutual funds, which
invest in an underlying portfolio of fixed income securities totaling $464.4 million, and do not have a Moody’s or Standard and
Poor’s rating.

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 are limited to a term of one year or less. Repurchase agreements must
mature within 30 days. State regulations permit the pension funds to enter into foreign exchange contracts for the purpose of
hedging the international portfolio.

The following table summarizes the maturities (or, in the case of Remics and mortgage backed securities, the expected average
life) of the fixed income portfolio at June 30, 2018 (expressed in millions):

Maturities in Years*

Total Less More
Fair Value than 1 1-5 6-10 than 10

Domestic corporate obligations $ 6,4306 $ 2539 $ 1,9499 §$ 3,094 $ 1,127.4
United States Treasury notes 4,479.0 4,404.6 74.4 - -
United States Treasury bills 4,199.4 4,199.4 - - -
Commercial paper 3,780.9 3,725.4 55.5 - -
Certificates of deposit 1,455.0 1,455.0 - - -
United States Treasury bonds 1,231.5 - 709.8 319.2 202.5
Foreign government obligations 1,119.9 96.5 595.0 226.4 202.0
Federal agency obligations 1,034.0 634.5 203.9 195.6 -
International corporate obligations 508.2 66.2 75.2 304.4 62.4
Municipal obligations 183.0 - 449 - 138.1
Mortgages (FHLMC/FNMA/GNMA) 15.6 - 0.3 4.0 11.3
Money market funds 7.6 7.6 - - -
Asset backed obligations 33 - - - 3.3
Bank loans 1.9 - 1.9 - -
SBA passthrough certificates 0.1 0.1 - - -

Total $ 24450.0 $ 14,8432 $ 3,7108  § 4,149.0 § 1,747.0

* $453.9 million of investments do not have specific maturity dates.
Foreign currency risk is the risk that changes in exchange rates will adversely affect the fair value of an investment. As

mentioned previously, the State’s Pension Trust Funds participate in the Common Pension Trust Fund pool, which invests in
global markets.
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At June 30, 2018, the State had the following foreign currency exposure based on exchange rates in effect for such day

(expressed in millions of U.S. dollars):

Total Fixed Alternative
Currency Fair Value Equities Income Investments

Australian dollar 5447  $ 544.7 -3 -
Brazilian real 264.3 264.3 - -
Canadian dollar 857.9 801.8 56.1 -
Chilean peso 36.1 36.1 - -
Columbian peso 1.3 - 1.3 -
Czech koruna 25.5 25.5 - -
Danish krone 142.8 142.8 - -
Euro 3,247.6 2,436.6 28.5 782.5
Hong Kong dollar 1,383.3 1,383.3 - -
Hungarian forint 472 472 - -
Indonesian rupiah 108.0 108.0 - -
Japanese yen 2,019.1 2,019.1 - -
Malaysian ringgit 97.4 97.4 - -
Mexican peso 111.3 111.3 - -
Moroccan dirham 3.3 33 - -
New Israeli shekel 14.9 14.9 - -
New Taiwan dollar 12.5 12.5 - -
New Zealand dollar 1.1 1.1 - -
Norwegian krone 61.5 61.5 - -
Pakistan rupee 21.3 213 - -
Philippines peso 43.6 43.6 - -
Polish zloty 79.7 79.7 - -
Qatari rial 21.5 21.5 - -
Singapore dollar 943 94.3 - -
South African rand 330.0 330.0 - -
South Korean won 676.1 676.1 - -
Swedish krona 217.7 217.7 - -
Swiss franc 629.8 629.8 - -
Thailand baht 99.5 99.5 - -
Turkish lira 69.1 69.1 - -
UAE dirham 30.6 30.6 - -
United Kingdom pound sterling 1,601.1 1,460.4 2.6 138.1

Total 12,8941 § 11,885.0 885  $ 920.6

The State’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, emphasis on
speculative investments (both derivatives and non-marketable investments), and nondisclosure of portfolio composition. State
regulations require that not more than 38 percent of the fair value of the pension funds can be invested in alternative investments,
with limits on the individual categories of real estate (nine percent), real assets (seven percent), private equity (12 percent), and
absolute return strategy (15 percent). Not more than five percent of the fair value invested through direct investments, separate
accounts, fund-of-funds, commingled funds, co-investments and joint ventures in global diversified credit, private equity, real
asset and absolute return strategy investments, plus outstanding commitments, may be committed to any one partnership or
investment. These investments cannot comprise more than 20 percent of any one investment manager’s total assets.
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B. Derivatives

The Pension Trust Funds invest in derivative securities. A derivative security is an investment whose value is derived from other
financial instruments such as commodity prices, bonds and stock prices, or a market index. The Pension Trust Funds’ derivative
securities are considered investment derivative instruments. The fair value of all derivative securities is reported in the statement
of fiduciary net position, and the change in fair value is recorded in the statement of changes in fiduciary net position as a net
increase or decrease in fair value of investments.

Derivative transactions involve, to varying degrees, credit risk and market risk. Credit risk is the possibility that a loss may
occur because a party to a transaction fails to perform according to terms. Market risk includes, but is not limited to, the
possibility that a change in interest rate risk, foreign currency risk or the value of the underlying securities will cause the value of
a financial instrument to decrease or become more costly to settle. The market or the value of underlying security, or securities,
risk associated with derivatives, the prices of which are constantly fluctuating, is regulated by imposing limits as to the types,
amounts and degree of risk that the Pension Trust Funds may undertake as set forth in State Regulations.

The Pension Trust Funds may use financial futures to replicate an underlying security or indices they wish to hold in the
portfolio. In certain instances, it may be beneficial to own a futures contract rather than the underlying security. Additionally, the
Pension Trust Funds may use futures contracts to improve the yield or adjust the duration of the fixed income portfolio or may
sell futures contracts to hedge the portfolio. A financial futures contract is an agreement between a buyer and a seller that is based
on a referenced item, such as financial indices, or interest rates or a financial instrument such as equity or fixed income securities,
physical commodities or currencies. Futures contracts may call for physical delivery of specified quantity of the underlying asset
of a specified price (futures or strike price) and date, or be settled in cash. Futures contracts must be traded on a securities
exchange or over-the-counter market. The net change in the future contracts value is settled daily in cash with the exchanges. The
cash to fulfill these obligations is held in a margin account. As the market value of the futures contract varies from the original
contract price, a gain or loss is paid to or received from the clearinghouse and recognized in the statement of changes in fiduciary
net position. The Pension Trust Funds had no investments in futures at June 30, 2018.

Foreign currency forward contracts are used as a means to hedge against currency risks in the Pension Trust Funds. Foreign
currency forward 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. Foreign currency forward contracts are marked to market on a daily basis with the change
in fair value included in investment income in the statement of changes in fiduciary net position.

The Pension Trust Funds utilize covered call 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 Pension Trust Funds enter into covered calls when it writes (or sells) call options on underlying stocks held
by the Pension Trust Funds or stock indices. The Pension Trust Funds enter into covered put options when it purchases put
options on underlying stocks held by the Pension Trust Funds or stock indices. The Pension Trust Funds enter 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.
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As of June 30, 2018, Pension Trust Fund’s derivative investments included foreign currency forward contracts:

Notional value Change in
(local currency) Receivable Payable fair value
Foreign currency forward contracts:
Buy:
Euro € 747,548 ¢ 873,737 % 872,330 ¢ 1,407
Pound sterling £ 19,000 25,116 25,283 (167)
Sell:
Euro € 25,528,125 29,837,710 29,851,830 (14,120)
Pound sterling £ 2,068,516 2,775,000 2,734,787 40,213
Total Forward contracts $ 33511563 § 33484230 § 27,333

Certain 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 Pension Trust Funds may have additional exposure to derivatives
primarily through limited liability vehicles such as limited partnerships and commingled investment funds.

C. Fair Value Measurements

Fair value is defined as the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction
between independent market participants at the measurement date. Inputs refer broadly to the assumptions that market
participants would use in pricing the asset or liability, including assumptions about risk. Inputs may be observable or
unobservable. Observable inputs are inputs that reflect the assumptions market participants would use in pricing the asset or
liability developed based on market data obtained from sources independent of the reporting entity. Unobservable inputs are
inputs that reflect the reporting entity’s own assumptions about the assumptions market participants would use in pricing the asset
or liability developed based on the best information available in the circumstances.

The three levels of the fair value hierarchy are as follows:
Level 1 — Quoted prices are available in active markets for identical investments as of the reporting date.
Level 2 — Pricing inputs are other than quoted prices in active markets, which are either directly or indirectly
observable as of the reporting date, and fair value is determined through the use of models or other valuation

methodologies.

Level 3 — Pricing inputs are unobservable for the investment and inputs into the determination of fair value require
significant management judgment or estimation, including assumptions about risk.
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Investments are reported at fair value as follows:

e  Domestic and international equity securities and exchange traded funds are valued using closing sales prices reported
on recognized securities exchanges on which the securities are principally traded; these securities are included as Level
1 in the chart below. For listed securities having no sales reported and for unlisted securities, such securities will be
valued based upon the last reported bid price; these securities are included as Level 2 in the chart below.

e  Fixed income and equity mutual funds are valued using the published daily closing prices reported by Prudential and
are included as Level 1 in the chart below.

e  Foreign and domestic government, agency and corporate obligations, municipal bonds, mortgages, bank loans and asset
backed securities are valued using an evaluated price which is based on a compilation of primarily observable market
information or broker quotes in a non-active market. These are included as Level 2 in the chart below.

e Foreign exchange contracts are valued using industry recognized market-based models to calculate the value that a
holder or counterparty would receive within the bid-ask spread, in an orderly transaction under current market
conditions. These securities are included as Level 2 in the chart below.

e  Options are valued using closing sales prices reported on recognized securities exchanges on which the securities are
principally traded. These securities are included as Level 1 in the chart below.

e Distributions from private equity vehicles are received as the underlying investments are liquidated. The Plan’s
ownership interest in partners’ capital can never be redeemed, but could be sold subject to approval by the fund’s
management. As of June 30, 2018, a buyer (or buyers) for these investments have not yet been identified. The
partnership interest may be sold at an amount different from the net asset value (NAV) per share (or its equivalent) of
the Plan’s ownership interest in partners’ capital.

e  The valuation methods for investments measured at the NAV per share (or its equivalent) is presented in the table
below.
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The following table summarizes the fair value hierarchy of the investment portfolio as of June 30, 2018 (expressed in millions):

Fair Value Measurements Using

Quoted Prices in Significant
Active Market for  Significant Other = Unobservable
Identical Assets  Observable Inputs Inputs
June 30, 2018 (Level 1) (Level 2) (Level 3)
Investments by fair value
Equity securities:
Domestic equities $ 25239.7 $ 252282 $ 11.5 §$ -
International equities 13,584.6 13,583.9 0.7 -
Equity mutual funds 3,287.8 3,287.8 - -
Exchange traded funds 896.8 896.8 - -
Total equity securities 43,008.9 42,996.7 12.2 -
Debt securities:
Corporate obligations 6,430.6 - 6,430.6 -
United States Treasury notes 4,479.0 - 4,479.0 -
United States Treasury bills 4,199.4 - 4,199.4 -
Commercial paper 3,780.9 - 3,780.9 -
United States Treasury bonds 1,231.5 - 1,231.5 -
Foreign government obligations 1,119.9 - 1,119.9 -
Federal agency obligations 1,034.0 - 1,034.0 -
International corporate obligations 508.2 - 508.2 -
Fixed income mutual funds 452.4 452.4 - -
Annuity contracts 234.5 39.6 - 194.9
Municipal obligations 183.0 - 183.0 -
Mortgages (FHLMC/FNMA/GNMA) 15.6 - 15.6 -
Asset backed securities 33 - 33 -
Bank loans 1.9 - 1.9 -
Exchange traded funds 1.5 1.5 - -
SBA pass through certificates 0.1 - 0.1 -
Total debt securities 23,675.8 493.5 22,9874 194.9
Total investments by fair value level $ 66,6847 $ 43,4902 $ 229996 $ 194.9
Investments measured at the net asset value (NAV)
Buyout private equity funds $ 7,211.7
Global diversified credit funds 4,365.7
Real estate funds - equity 3,401.9
Multi-strategy hedge funds 2,131.1
Real assets 2,094.1
Opportunistic hedge funds 1,115.4
Debt related private equity funds 967.8
Credit oriented hedge funds 867.9
Equity oriented hedge funds 839.2
Venture capital private equity funds 491.9
Opportunistic private equity investments 432.0
Real estate funds - debt 415.5
Secondary private equity funds 38.6
Total investments measured at the NAV ~ $ 24.372.8
Investments measured at cost
Certificates of deposit $ 1,455.0
Money market funds 7.6
Total investments measured at cost $ 1,462.6
Investment derivative instruments
Foreign currency forward contracts (assets) $ 335 § 335 § -
Foreign currency forward contracts (liabilities) (33.9) (33.9) -
Total investment derivative instruments $ - 8 - 8 -

77



The following table represents the unfunded commitments, redemptions frequency, and redemption notice period for
investments measured at the NAV as of June 30, 2018 (expressed in millions):

Unfunded Redemption Frequency Notice

Fair Value Commitments  (if currently Eligible) Period
Buyout private equity funds’ $ 7211.7 $ 3,107.6 None N/A
45 and 90
Global diversified credit funds? 4,365.7 1,978.2  Quarterly, semi-annual days
15 and 90
Real estate funds - equity? 3,401.9 1,775.7 Quarterly days
Multi-strategy hedge funds* 2,131.0 232.6  Quarterly, semi-annual None
Real assets® 2,094.1 1,006.3 None None
Opportunistic hedge funds® 1,115.4 125.0 Monthly, quarterly 2-90 days
Debt related private equity funds’ 967.8 819.1 None N/A
Monthly, quarterly, semi-
Credit oriented hedge funds® 867.9 - annual, annually 45-60 days
Quarterly, semi-annual,
Equity oriented hedge funds’ 839.2 50.0 annually 45-92 days
Venture capital private equity funds' 491.9 89.4 None N/A
Opportunistic private equity funds'! 432.0 341.6 None N/A
Real estate funds - debt'? 415.5 346.2 None N/A
Secondary private equity funds!? 38.5 27.8 None N/A
Total investment measured at the NAV §$ 243726 $ 9,899.5
Notes:

Buyout private equity funds include investments in 76 partnerships and seven co-investment vehicles, which invest primarily in the
equity of established operating companies in order to restructure the target company’s reserve capital, management and/or
organizational structure or facilitate ongoing growth of the firm. Return on investment is typically realized through an initial public
offering, sale or merger of the company, or a recapitalization. All of the investments provide for transfer or sale of limited partnership
interest with the prior written approval of the General Partner and six investments further require the right of first refusal by the other
partner in the investment. It is expected that the underlying assets will be liquidated over the next 1 to 14 years. The fair value of the
investments in this type have been determined using the NAV per share (or its equivalent) of the investment.

Global diversified credit funds include investments in 17 funds and separate account investments that make investment in mezzanine
debt, credit structured products, commercial and residential mortgage-backed securities, commercial and residential whole loans, and
other similar strategies. One of the funds has a quarterly redemption provision and one fund has a semi-annual redemption provision.
Fifteen of these investments cannot be redeemed because the investments include restrictions. As of June 30, 2018, these remaining
redemption restriction periods range from 3 to 72 months. It is expected that the underlying assets will be liquidated over the next 1 to
8 years. The fair value of the investments in this type have been determined using the NAV per share (or its equivalent) of the
investment.

Real estate equity funds include investments in 47 funds or separate accounts that make investments in the equity of the underlying
asset, where the investor acts as a shareholder in a specific property and receives a share of the rental income the property generates.
Investments representing approximately 71% of real estate equity investments can never be redeemed. Thirty-six of the investments
provide for transfer or sale of limited partnership interest with the prior written approval of the General Partner and nine investments
further require the right of first refusal by the other partner in the investment. Distributions from each fund and separate account will
be received as the underlying investments are liquidated. It is expected that the underlying assets will be liquidated over the next 6
months to 16 years. The fair value of the investments in this type have been determined using the NAV per share (or its equivalent) of
the investment.

Multi-strategy hedge funds include investments in 12 hedge funds that pursue multiple strategies to diversity risks and reduce
volatility. Investments representing approximately 58% of the value of the investments cannot be redeemed because the investment
includes restrictions that do not allow for redemptions. As of June 30, 2018, the remaining redemption restriction periods range from
6 to 7 months. The fair values of the investments in this type have been determined using the NAV per share (or its equivalent) of the
investments.
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Real asset funds includes investments in 18 funds or separate account strategies which invest in the equity or debt of infrastructure,
energy, utilities, water, timber, agriculture, metals, mining, and commodity-related and commodity-linked investments. Real asset
investments include investments in products, services and technology related to the above. No real asset investments can be redeemed.
Seventeen of the investments provide for the transfer or sale of limited partnership interest with the prior written approval of the
General Partner and one investment further requires the right of first refusal by the other partners in the investment. Distributions from
each fund and separate account will be received as the underlying investments are liquidated. It is expected that the underlying assets
will be liquidated over the next 1 to 15 years. The fair value of the investments in this type have been determined using the NAV per
share (or its equivalent) of the investment.

Opportunistic hedge funds include investments in five hedge funds that invest in speculative opportunities with high net market
exposure across varied markets. Opportunistic funds include global macro funds, commodity trading advisor funds, and funds
employing other similar strategies. Investments representing approximately 14% of the value of the investments in this type cannot be
redeemed because the investments include restrictions. As of June 30, 2018, this remaining redemption restriction period is 15 months.
The fair value of the investments in this type have been determined using the NAV per share (or its equivalent) of the investment.

Debt related private equity funds include investments in 24 funds employing distressed, turnaround and mezzanine debt strategies.
Distressed debt involves purchasing debt securities that are trading at a distressed level, in anticipation that those securities will have a
higher market valuation and generate profit at a future date, or strategies, which take a position to potentially gain control of an asset.
Turnaround investments focus on acquiring voting control in companies that are in distress, and aim to subsequently restore the
company to profitability. Mezzanine debt strategies provide a middle level of financing in leveraged buyouts, which is below the
senior debt layer and above the equity layer. A typical mezzanine investment includes a loan to the borrower, in addition to the
borrower's issuance of equity in the form of warrants, common stock, preferred stock, or some other equity investment. All of the
investments provide for transfer or sale of limited partnership interest with the prior written approval of the General Partner.
Distributions from each fund will be received as the underlying investments of the funds are liquidated. It is expected that the
underlying assets of the funds will be liquidated over the next 1 to 14 years. The fair value of the investments in this type have been
determined using the NAV per share (or its equivalent) of the investment.

Credit oriented hedge funds include investments in eight hedge fund and separate account strategies that include both credit and
distressed debt funds. Credit strategies typically invest both long and short in high yield and high-grade bonds, and structured products
using fundamental credit analysis. These securities tend to be relatively liquid. Distressed debt strategies take advantage of corporate
securities in default, under bankruptcy protection, in distress, or in liquidation. These securities are often illiquid. Investments
representing approximately 97% of the value of the investments cannot be redeemed because the investment includes restrictions that
do not allow for redemptions. As of June 30, 2018, these remaining redemption restriction periods range from 3 to 18 months. The
fair value of the investments in this type have been determined using the NAV per share (or its equivalent) of the investment.

Equity oriented hedge funds include investments in seven hedge fund and separate account strategies that includes both equity
long/short and event driven funds. Equity long/short funds hold a combination of long and short positions primarily in publicly traded
equities. Event driven funds invest in merger arbitrage, capital structure arbitrage, relative value, activist or other similar strategies.
Investments representing approximately 46% of the value of the investments cannot be redeemed because the investment includes
restrictions that do not allow for redemptions. As of June 30, 2018, these remaining redemption restriction periods range from 3 to 36
months. The fair value of the investments in this type have been determined using the NAV per share (or its equivalent) of the
investment.

Venture capital private equity funds include investments in eight partnership vehicles that make equity investments primarily in-high
growth companies during their early or expansion stages. These companies may or may not have revenues or a client base and in most
cases will not be cash flow positive. Distributions from each vehicle will be received as the underlying investments are liquidated. It is
expected that the underlying assets will be liquidated over the next 6 months to 6 years. The fair value of the investments in this type
have been determined using the NAV per share (or its equivalent) of the investment.

Opportunistic private equity funds include investments in four funds and separate accounts which acquire minority equity interests in
investment management companies. Investments in these funds have a perpetual term and cannot be redeemed. The fair value of the
investments in this type have been determined using the NAV per share (or its equivalent) of the investment.

Real estate funds — debt include investments in seven funds or separate accounts that make investments in the debt of the underlying
asset, where the investor acts as a lender to the property owner and receives an interest rate on the loan. Investments can never be
redeemed. Six of the investments provide for transfer or sale of limited partnership interest with the prior written approval of the
General Partner and two investments further require the right of first refusal by the other partners in the investments. Distributions
from each fund and separate account will be received as the underlying investments are liquidated. It is expected that the underlying
assets will be liquidated over the next 1 to 8 years. The fair value of the investments in this type have been determined using the NAV
per share (or its equivalent) of the investment.

Secondary private equity funds include investments in four funds that purchase secondary interests in private equity partnerships. The
underlying investments represent ownership interests in private equity funds managed by buyout or venture capital firms after the
capital has been deployed. Distributions from each fund will be received as the underlying investments are liquidated. It is expected
that the underlying assets will be liquidated over the next 1 to 5 years. The fair value of the investments in this type have been
determined using the NAV per share (or its equivalent) of the investment.
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NOTE 5 - SECURITIES LENDING COLLATERAL

The State Investment Council policies permit the Common Pension Funds and several of the individual 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. The publicly traded securities held by the Common Pension Funds and the pension plans,
are eligible for the securities lending program. Collateral received may consist of cash, irrevocable bank letters of credit, or U.S.
Treasury obligations having a market value equal to or exceeding 102 percent (U.S. dollar denominated) or 105 percent (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.

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 percent 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.

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 percent or 105 percent (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, 2018, the Common Pension Funds have no aggregate credit risk exposure to borrowers because the
collateral amount held by the Common Pension Funds exceeded the market value of the securities on loan.

The contract with the securities lending agent requires them to indemnify the Common Pension Funds and pension plans 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 Common Pension Funds and pension plans are also indemnified for any loss of principal or interest on
collateral invested in repurchase agreements. The Common Pension Funds and pension plans 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 Common Pension Funds and pension plans. The term to maturity
of the securities loans is generally matched with the term to maturity of the investment of the collateral.

The securities lending collateral is subject to various risks. Among these risks are custodial credit risk, credit risk,
concentration of credit risk, and interest rate risk. Securities lending collateral is invested in repurchase agreements, the
maturities of which cannot exceed 30 days. The collateral for repurchase agreements is limited to obligations of the U.S.
Government or certain U.S. Government agencies, collateralized notes and mortgages and corporate obligations meeting certain
minimum rating criteria. Total exposure to any individual issuer is limited consistent with internal policies for funds managed by
the Division of Investment.

For securities exposed to credit risk in the collateral portfolio, the following table disclosures aggregate fair value, by major
credit quality rating category at June 30, 2018 (expressed in millions):

Rating
Aaa/AAA Not Rated Total
Repurchase Agreements $ 7220 $ -3 722.0
State Street Navigator Securities Lending
Money Market Portfolio - 118.1 118.1
Total $ 7220 § 118.1  § 840.1

Custodial credit risk for investments is the risk that the Pension Funds will not recover the value of the investments, which are
in the possession of an outside party, if the counterparty to the transaction does not fulfill its obligations. The repurchase
agreements’ underlying securities are held in the Common Pension Fund’s name.

As of June 30, 2018, the Pension Funds had outstanding loaned investment securities with an aggregate fair value of $814.3

million and did not hold any noncash collateral. There were no borrowers or lending agent default losses, and no recoveries or
prior-period losses during the year.
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NOTE 6 - RECEIVABLES

Fiduciary funds’ receivables are not disclosed in the statement of net position. However, these receivables are disclosed in the
fund financial statements and consist primarily of amounts due from employers and employees and accrued earnings on
investments. Receivables presented in the statement of net position are described below.

A. Federal

Federal government grant awards are established against State appropriations. Most Federal government receivables are
comprised of amounts expended against grant awards, the expenditure of which is the basis of reimbursement. Since all amounts
due from the Federal government are considered to be collectible, no allowance has been established for doubtful collections.
Also see Note 19 — Contingent Liabilities.

These Federal receivables are reported in conformance with generally accepted accounting principles as defined by the National
Council on Governmental Accounting Statement No. 2 - Grant, Entitlement and Shared Revenue Accounting and Reporting by
State and Local Governments. Inasmuch as encumbrances do not constitute expenditures, and since recognition of grants and
entitlements as revenue is primarily based on expenditures, there is an additional $4.3 billion of Federal government awards
consisting of encumbrances which are considered unearned and unrecorded as of June 30, 2018.

B. Departmental

Departmental receivables of $5.0 billion are reported net of allowances of $668.2 million and are mostly comprised of major tax
revenues substantially collected within the one month period subsequent to June 30. Amounts included in these receivables, but
not collected within the one month period subsequent to June 30, 2018 are deemed to be collectible.

C. Loans

Loan receivables of $1.7 billion are reported net of allowances of $62.3 million. Major loan receivables include $1.6 billion
loaned to local units of government and other recipients for environmental projects; $32.6 million loaned for economic
development projects within local units of government; $25.8 million loaned for school districts’ deficit relief; $8.4 million
loaned to eligible homeowners to make their homes lead-safe; and $1.9 million loaned for housing and mortgage assistance
projects.

D. Other

Other receivables of $896.2 million are reported net of allowances of $556.7 million. Major other receivables include $359.2
million of Transfer Inheritance Tax and Public Utility Gross Receipts and Franchise Taxes due from taxpayers; $122.5 million
due from the tobacco companies; $104.2 million due from claimants representing overpaid unemployment benefits; $99.9 million
due from New Jersey Transit; $82.1 million due from the Port Authority of New York and New Jersey; $71.9 million
representing rebates from pharmaceutical companies; $19.5 million due from proceeds of Motor Vehicle Commission bonds
which are held by the trustee; and $6.4 million due from the utility industry.
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NOTE 7 - CAPITAL ASSETS

A summary of capital assets and related accumulated depreciation by category as of June 30, 2018 is as follows (expressed in

millions):

Balance Transfers/ Balance
July 1, 2017* _ Additions Deductions Adjustments June 30, 2018
Capital assets, not being depreciated:
Land and easements $ 52766 $ 554 % - 8 (15.5) $ 5,316.5
Construction in progress 2,539.7 1,624.7 - (1,507.7) 2,656.7
Capital assets, being depreciated:
Land improvements 254.2 18.3 - (6.3) 266.2
Buildings and improvements 3,994.8 4.0 5.9 81.5 4,074.4
Equipment and software 1,353.1 100.8 25.8 31.9 1,460.0
Infrastructure 29,393.0 - - 1,474.1 30,867.1
Total at historical cost 42.811.4 1,803.2 31.7 58.0 44,640.9
Less accumulated depreciation:
Land improvements 168.5 6.9 0.7 - 174.7
Buildings and improvements 2,275.3 117.4 27.6 - 2,365.1
Equipment and software 1,013.0 127.7 22.8 - 1,117.9
Infrastructure 11,922.9 822.5 1.3 - 12,744.1
Total accumulated depreciation 15,379.7 1,074.5 52.4 - 16,401.8
Governmental activities capital assets, net $ 27,431.7 § 7287 $ (20.7) $ 580 $  28239.1

* The July 1, 2017 capital asset balance has been restated by $312.1 million and the accumulated depreciation balance has been
restated by $123.8 million across construction in progress, building improvements, equipment and software, and infrastructure.

Capital Assets were acquired by functions of the primary government as follows (expressed in millions):

Public safety and criminal justice
Physical and mental health

Educational, cultural, and intellectual development

Community development and environmental management

Economic planning, development, and security

Transportation programs

Government direction, management, and control

Special government services
Total
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$

$

106.9
23.0
13.2
75.3
275

1,519.1
31.0

7.2

1,803.2



A. Items Not Capitalized and Depreciated

The State possesses certain capital assets that have not been capitalized and depreciated because the assets cannot be reasonably
valued and/or the assets have inexhaustible useful lives. Examples of these assets include, but are not limited to, statues,
monuments, forts, lighthouses, and various capitol related furnishings. Collections, such as historical documents, artifacts, works
of art, rare library books, and antique furnishings are not capitalized. These assets are exempted from capitalization as the State
maintains the collections for reasons other than financial gain; the collections are protected, kept unencumbered, cared for and
preserved; and the collections are subject to an organizational policy requiring that the proceeds from sales of collection items be
used to acquire other items for collections.

B. Depreciation and Useful Lives

Capital assets are depreciated using the straight line method. The State assigned useful lives that were most suitable for the
particular assets. Estimated useful lives were in an allowable range as follows:

Asset Years
Land improvements 10-50
Building and improvements 12-60
Equipment and software 3-30
Infrastructure 4-70

Depreciation was charged to functions of the primary government as follows (expressed in millions):

Amount

Public safety and criminal justice $ 95.4
Physical and mental health 19.5
Educational, cultural, and intellectual development 329
Community development and environmental management 20.2
Economic planning, development, and security 339
Transportation programs 831.5
Government direction, management, and control 31.1
Special government services 10.0

Total $ 1,074.5
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NOTE 8 - INTERFUND TRANSACTIONS

During the course of normal operations, the State has numerous routine transactions between funds, including interfund loans,
expenditures, and transfers of resources to provide administrative services, program services, debt service, and compliance with
legal mandates, such as legislation requiring the transfer of investment earnings from a capital project fund to the General Fund.
In the fund financial statements, these transactions generally are recorded as transfers in/transfers (out) and due from/due to other
funds. Operating transfers represent legally authorized transfers from a fund receiving revenue to the fund through which the
resources are to be expended and do not represent reimbursement of expenses.

A. Due From/Due To Other Funds

The balances of current interfund receivables and payables at June 30, 2018 are presented below (expressed in millions):

Property Non-Major State Unemployment
General Tax Relief ~ Governmental Lottery Compensation Fiduciary
Fund Fund Funds Fund Fund Funds Total
Due from:
General Fund $ - 8 - 8 2123 § - 8 08 $ 703 $ 2834
Property Tax
Relief Fund 442.3 - 1.6 - 4.8 - 448.7
Non-Major
Governmental Funds 487.9 0.4 269.3 - 1.7 - 759.3
State Lottery Fund 52.9 - - - - 83.0 1359
Unemployment
Compensation Fund - 0.6 0.4 - - - 1.0
Fiduciary Funds 7.5 11.1 - - - - 18.6
Total Due from $§ 9906 $§ 121 § 483.6 $ - 8 73§ 1533 §  1,6469
Due to:
General Fund $ -5 4423 § 4879 $ 529 § - 8 75§ 990.6
Property Tax
Relief Fund - - 0.4 - 0.6 11.1 12.1
Non-Major
Governmental Funds 212.3 1.6 269.3 - 0.4 - 483.6
Unemployment
Compensation Fund 0.8 4.8 1.7 - - - 7.3
Fiduciary Funds 70.3 - - 83.0 - - 1533
Total Due to $§ 2834 § 448.7 § 7593 § 1359 § 1.0 § 186 $ 1,646.9
B. Transfer In/(Out)
Interfund transfers for the fiscal year ended June 30, 2018 are presented below (expressed in millions):
Property Non-Major State Unemployment
General Tax Relief = Governmental Lottery Compensation  Fiduciary
Fund* Fund Funds* Fund Fund Funds Total
Transfers (out) to:
General Fund $ - 3 (56.3) $ (1,6952) $  (52.7) $ - 8 0.1) $ (1,804.3)
Non-Major
Governmental Funds (3,864.2) (230.9) (1,664.4) - - - (5,759.5)
Total Transfers (Out) $ (3,8642) § (287.2) § (3,359.6) §  (52.7) $ - 8 (0.1) $ (7,563.8)
Transfers in from:
General Fund $ -3 -3 38878 $ -3 - 3 - $ 3,887.8
Property Tax Relief Fund 56.3 - 2309 - - - 287.2
Non-Major
Governmental Funds 1,695.2 - 1,664.4 - - - 3,359.6
State Lottery Fund 52.7 - - - - - 52.7
Fiduciary Funds 0.1 - - - - - 0.1
Total Transfers In $ 1,8043 § - S 5,783.1 § - 3 - 3 - § 75874
Net Transfers $ (2,0599) § (287.2) § 24235 8 (52.7) $ - 8 0.1) $ 23.6

*  The New Jersey Building Authority (a blended component unit included in the Non-Major Governmental Funds) has a fiscal year end of
December 31, 2017. Due to the State having a June 30, 2018 fiscal year end, transactions between the New Jersey Building Authority and
the General Fund have created an imbalance within the transfers.
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NOTE 9 - SHORT-TERM OBLIGATIONS

Tax and Revenue Anticipation Notes

The State issues short-term debt instruments in the form of Tax and Revenue Anticipation Notes (TRAN) in advance of income
tax and corporation business tax collections, depositing the proceeds in the General Fund. These notes are used to provide
effective cash management to fund the imbalances that occur between the collection of revenues and the disbursement of
appropriations of the General Fund and Property Tax Relief Fund. For Fiscal Year 2018, the State, under a resolution executed
by the Treasurer on August 30, 2017, authorized the issuance of $2.0 billion of TRAN. On August 31, 2017, the State issued
$0.9 billion of TRAN through a private placement. On February 22, 2018, the State issued $0.6 billion of TRAN through a
private placement. These notes bear interest from their date of issuance through maturity or earlier redemption by the State at an
adjustable rate per annum equal to 100 percent of the Securities Industry and Financial Markets Association (SIFMA) Municipal
Swap Index plus 34.0 basis points. In addition, the State paid an undrawn fee of 15.0 basis points on any unutilized portion of the
facility.

Short-term debt activity for the year ended June 30, 2018, was as follows (expressed in millions):

Outstanding Outstanding

July 1, 2017 Issued Redeemed June 30, 2018
Tax and Revenue Anticipation Notes-Series 2018 A $ -3 900.0 $ (900.0) $ -
Tax and Revenue Anticipation Notes-Series 2018 B - 600.0 (600.0) -
Total Tax and Revenue Anticipation Notes $ - $ 1,500.0 $ (1,500.0) $ -
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NOTE 10 - DEFERRED OUTFLOWS/INFLOWS OF RESOURCES

Deferred outflows and inflows of resources reported on the statement of net position as of June 30, 2018, consists of the
following (expressed in millions):

Governmental
Deferred Outflows of Resources: Activities
Net Pension Liability related items $ 21,465.2
Total OPEB Liability related items 2,384.6
Unamortized deferral on refundings of
long-term obligations 467.9
Total Deferred Outflows of Resources  $ 24317.7
Deferred Inflows of Resources:
Net Pension Liability related items $ 16,277.6
Total OPEB Liability related items 10,561.4
Deferred tobacco revenue 122.5
Total Deferred Inflows of Resources $ 26,961.5

Deferred Outflows of Resources:

The pension related amounts consist of: 1) changes of assumptions of $17,231.2 million; 2) differences between expected and
actual experience of $987.8 million; 3) net difference between projected and actual investment earnings on pension plan
investments of $587.0 million; 4) changes in proportion and differences between employer contributions and proportionate share
of contributions of $201.1 million; and, 5) employer contributions of $2,458.1 million subsequent to the measurement date.

The OPEB related amounts consist of: 1) net difference between projected and actual investment earnings on OPEB plan
investments of $1.4 million; 2) changes in proportion and differences between employer contributions and proportionate share of
contributions of $474.9 million; and, 3) benefit payments of $1,908.3 million subsequent to the measurement date.

Deferred outflows of resources in the statement of net position consists of unamortized deferral on refunding of long-term
obligations and pension related amounts. The $467.9 million of unamortized deferral on refunding of long-term obligations is in
accordance with GASB Statement No. 65, ltems Previously Reported as Assets and Liabilities, implemented in Fiscal Year 2014.
Deferred Inflows of Resources:

The pension related amounts consist of: 1) changes of assumptions of $15,778.1 million; 2) changes in proportion and
differences between employer contributions and proportionate share of contributions of $317.7 million; and, 3) differences

between expected and actual experience of $181.8 million.

The OPEB related amounts consist of: 1) changes of assumptions of $10,392.4 million; and, 2) changes in proportion of $169.0
million.

Deferred inflows of resources in the statement of net position consists of $122.5 million of deferred tobacco revenue reported in
accordance with GASB Statement No. 65.
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NOTE 11 - LONG-TERM OBLIGATIONS

The State’s long-term obligations are divided into bonded and non-bonded categories.

OPEB Liability, Net Pension Liability, Pollution Remediation Obligation, Other, and Deposit Fund Contracts.

A. Changes in Long-term Obligations

The following schedule represents the changes in the State’s long-term obligations (expressed in millions):

Governmental Activities
Bonded Debt
General Obligation Bonds

Revenue Bonds Payable
Less: Unamortized Interest on CABS
Revenue Bonds Payable, net

Capital Leases

Installment Obligations
Less: Unamortized Interest on CABS
Installment Obligations Payable, net

Certificates of Participation

Tobacco Settlement Financing
Corporation Bonds
Less: Unamortized Interest on CABS
TSFC Bonds, net

Unamortized Premium

Non-Bonded Debt
Compensated Absences
Capital Leases
Loans Payable
Total OPEB Liability !
Net Pension Liability
Pollution Remediation Obligation
Other

Subtotal Governmental Activities

Business-type Activities
Compensated Absences
Deposit Fund Contracts

Subtotal Business-type Activities

Total Governmental and
Business-type Activities

I Restated to reflect the implementation of Governmental Accounting Standards Board (GASB) Statement Number 75,

Bonded categories include General
Obligation Bonds, Revenue Bonds Payable, certain Capital Leases, Installment Obligations, Certificates of Participation,
Tobacco Settlement Financing Corporation (TSFC) Bonds, Unamortized Interest on Capital Appreciation Bonds, and
Unamortized Premium. Non-bonded categories include Compensated Absences, certain Capital Leases, Loans Payable, Total

Amounts
Outstanding Outstanding Due within
July 1, 2017 Additions Deductions June 30, 2018 One Year

$ 2,039.9 $ - 3 2447 $ 1,7952  § 244.6
24,930.1 - 698.0 24,232.1 914.7
(4,215.3) - (187.8) (4,027.5) (198.4)
20,714.8 - 510.2 20,204.6 716.3
271.3 - 23.6 247.7 10.5
18,668.6 1,582.1 2,031.2 18,219.5 1,572.6
(843.2) - (175.2) (668.0) (167.5)
17,825.4 1,582.1 1,856.0 17,551.5 1,405.1

96.3 83.1 42.0 137.4 31.9

3,977.2 3,146.7 3,977.2 3,146.7 108.9
(793.0) - (793.0) - -
3,184.2 3,146.7 3,184.2 3,146.7 108.9
1,969.1 326.8 214.4 2,081.5 201.3

505.4 301.1 319.6 486.9 301.0

244.0 10.2 38.7 215.5 40.1

1,279.4 - - 1,279.4 -
97,114.4 - 6,627.3 90,487.1 -
115,113.6 - 15,471.9 99,641.7 -
99.2 30.6 68.6 -

1,442.8 727.0 472.8 1,697.0 474.0

$ 261,899.8 $ 6,177.0 $ 29,036.0 $ 239,040.8 $ 3,533.7
$ 07 $ 04 $ 05 $ 06 $ 0.4
254.2 8.2 279 234.5 24.7

254.9 8.6 28.4 235.1 25.1

$ 262,1547 $ 6,185.6 $ 29,0644 $ 239,2759 $ 3,558.8

Accounting and Financial Reporting for Postemployment Benefits Other Than Pensions (OPEB). As a result of implementing
GASB Statement No. 75, the Net Pension Obligation of $36,493,600,000 was removed and replaced with the Total OPEB

Liability of $97,114,401,941.
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B. Debt Service Payments

The following schedule represents debt service payments for the next five fiscal years and thereafter (expressed in millions):

Debt Service

General Certificates
Obligation Revenue Capital Installment' of
Fiscal Year Bonds Bonds Leases Obligations  Participation TSFC? Total

2019 $§ 2446 $ 9147  $ 506 $ 1,5726 $ 319 $ 1089 $ 29233
2020 277.0 967.8 46.4 1,328.0 23.6 109.7 2,752.5
2021 216.6 1,014.2 445 1,343.0 16.1 113.6 2,748.0
2022 144.5 1,067.5 41.0 1,371.6 6.1 118.0 2,748.7
2023 91.3 1,125.2 34.6 1,422.2 4.7 1233 2,801.3
2024-2028 295.1 6,138.8 128.6 7,097.8 20.1 511.9 14,192.3
2029-2033 367.0 5,019.3 105.3 2,573.4 28.0 616.7 8,709.7
2034-2038 159.1 4,313.6 10.3 966.2 6.9 770.1 6,226.2
2039-2043 - 3,442.7 0.2 457.2 - 470.7 4,370.8
2044.-2048 - 228.3 0.3 87.5 - 203.8 519.9
2049-2064 - - 1.4 - - - 1.4

Total Principal 1,795.2 24,232.1 463.2 18,219.5 137.4 3,146.7 47,994.1
2019 80.0 836.8 28.6 752.1 3.7 154.2 1,855.4
2020 66.7 796.7 24.5 714.5 3.2 149.5 1,755.1
2021 544 742.0 21.4 673.2 2.6 144.8 1,638.4
2022 459 688.7 18.4 628.0 23 140.1 1,523.4
2023 39.8 634.2 15.8 582.9 2.1 135.1 1,409.9
2024-2028 152.4 2,464.4 46.4 2,089.3 8.5 588.1 5,349.1
2029-2033 80.5 1,537.7 14.1 663.5 4.2 458.5 2,758.5
2034-2038 13.0 954.5 0.6 266.9 0.3 286.2 1,521.5
2039-2043 - 3549 0.2 70.1 - 113.9 539.1
2044.-2048 - 16.8 0.1 11.2 - 20.9 49.0
2049-2064 - - 0.1 - - - 0.1

Total Interest 532.7 9,026.7 170.2 6,451.7 26.9 2,191.3 18,399.5
2019 324.6 1,751.5 79.2 2,324.7 35.6 263.1 4,778.7
2020 343.7 1,764.5 70.9 2,042.5 26.8 259.2 4,507.6
2021 271.0 1,756.2 65.9 2,016.2 18.7 258.4 4,386.4
2022 190.4 1,756.2 59.4 1,999.6 8.4 258.1 4,272.1
2023 131.1 1,759.4 50.4 2,005.1 6.8 258.4 4,211.2
2024-2028 447.5 8,603.2 175.0 9,187.1 28.6 1,100.0 19,541.4
2029-2033 447.5 6,557.0 119.4 3,236.9 322 1,075.2 11,468.2
2034-2038 172.1 5,268.1 10.9 1,233.1 72 1,056.3 7,747.7
2039-2043 - 3,797.6 0.4 5273 - 584.6 4,909.9
2044.-2048 - 245.1 0.4 98.7 - 224.7 568.9
2049-2064 - - 1.5 - - - 1.5

Total Principal
and Interest § 23279 $§ 332588 $ 6334 § 24,6712 3§ 1643 $ 53380 $ 66,393.6

Notes:
! Fiscal Years 2026 and 2028 include maturing Floating Rate Notes that the State anticipates refunding prior to maturity.
2 The State is not liable for debt issued by the TSFC.
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C. General Obligation Bonds

The State is empowered by voters to authorize, issue, and incur debt subject to certain constitutional restrictions. General
obligation bond acts are both legislatively and voter-approved and are backed by the State’s full faith and credit. As of
June 30, 2018, the State had $1.8 billion of State general obligation bonds outstanding with another $593.2 million of bonding
authorization remaining from various State general obligation bond acts. The amount provided by the State’s General Fund for
debt service payments for Fiscal Year 2018 was $337.1 million.

The State has refunded various outstanding general obligation bonds. Refunding bond proceeds are used to purchase and
deposit United States Treasury Obligations — State and Local Government Series or open market U.S. Treasury Securities into a
separate irrevocable trust fund held by a trustee. The investments and the fixed earnings that accrue are sufficient to fully service
the defeased debt until it is called or matures. For financial reporting purposes, the refunded debt is considered defeased at the
time the refunding bonds have been issued. Therefore, the refunded debt is removed as a liability from the State’s long-term
obligations.

During Fiscal Year 2018, the State did not issue any general obligation refunding bonds. As of June 30, 2018, the amount of
defeased general obligation debt outstanding, but removed from the State’s long- term obligations, amounted to $131.5 million.

D. Revenue Bonds Payable

This debt classification represents bond issuances whose segment of debt service is derived solely from legally restricted
revenues. Revenue bonds include debt issued by the New Jersey Building Authority (NJBA), the Garden State Preservation
Trust (GSPT), and the New Jersey Transportation Trust Fund Authority (TTFA). During Fiscal Year 2018, the TTFA, NJBA and
GSPT issued no debt. Total authorized but unissued revenue bonds equal $12.0 billion as of June 30, 2018.

E. Capital Leases (Bonded)

Capital Leases represent long-term contractual debt obligations that the State has with various State authorities, for the purpose
of utilizing office space for State operations and program usage. This includes the design, acquisition, and construction or
renovation of certain facilities. The New Jersey Health Care Facilities Financing Authority (HCFFA) issued no debt during
Fiscal Year 2018.

F. Installment Obligations

Installment Obligations represent agreements between the State and several authorities which have issued bonds for the purpose
of purchasing or constructing facilities to be rented by the State or to provide financing for other State projects. The State agrees
to make payments equal to the corresponding authority’s debt service, subject to and dependent upon appropriations being made
from time to time by the State Legislature. At the conclusion of the term of the installment obligation agreement, title to the
various facilities is transferred to the State, except in the case of the School Facilities Construction Program. During Fiscal Year
2018, these authorities issued $1.6 billion of bonds, of which $856.4 million were refunding bonds, that were issued in order to
defease $835.0 million of existing debt. The liability on these refunded bonds has been removed from the State’s long-term
obligations. Total debt service payments over the next 21.0 years were decreased by $60.4 million and resulted in a net present
value savings of $77.9 million. The State’s installment obligations outstanding as of June 30, 2018 total $18.2 billion. Total
authorized but unissued installment obligations equal $2.4 billion as of June 30, 2018.

G. Certificates of Participation

These obligations represent several Lines of Credit that were drawn on to finance State equipment needs through the State’s
Master Lease Program, as well as an energy master lease program. The initial lines of credit were issued for $100 million each,
with language that provides for increasing the amount during the five year contract period with the mutual agreement of both
parties.

H. Tobacco Settlement Financing Corporation (TSFC)

In November 1998, the State entered into a Master Settlement Agreement (MSA) with participating cigarette manufacturers, 46
states, and six other United States jurisdictions in the settlement of certain smoking-related litigation. During Fiscal Year 2003,
the State sold to the newly established TSFC, the State’s right, title, and beneficial ownership interest in the State’s right to
receive tobacco settlement rights under the MSA and decree of Final Judgment. In return, in 2002 and 2003, the TSFC issued
$3.5 billion of bonds to pay for the tobacco settlement rights. Proceeds of the two bond issuances were used to fund General
Fund expenditures during Fiscal Year 2003 and Fiscal Year 2004. During Fiscal Year 2007, $4.7 billion of refunding bonds were
issued, of which $1.1 billion were capital appreciation bonds.

During Fiscal Year 2003, the TSFC was presented as a discreet component unit of the State. Since then, the State adopted
GASB Technical Bulletin No. 2004-1, Tobacco Settlement Recognition and Financial Reporting Issues. As a result, the TSFC is
required to be shown as a blended component unit of the State. Bonds issued by the TSFC are the sole obligation of the TSFC.
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The State is not liable for any debt issued by the TSFC nor is the debt dependent on any dedicated stream of revenue generated
by the State.

On March 7, 2014, the TSFC entered into a credit enhancement transaction. Pursuant to the Series 2007-1B Pledge Agreement,
the TSFC pledged an additional 15.99 percent of the Tobacco Settlement Revenues (TSRs) received on and after July 1, 2016, to
be applied to the optional redemption of the Series 2007-1B bonds. Pursuant to the Series 2007-1C Pledge Agreement, the TSFC
additionally pledged 7.75 percent of the TSRs received on and after July 1, 2016, to be applied to the optional redemption of the
Series 2007-1C bonds. As a result of these Pledge Agreements, a bond enhancement premium of $96.5 million was received by
the TSFC in Fiscal Year 2014, of which $91.6 million was paid to the State of New Jersey, in accordance with the Pledge
Agreements, and the remaining $4.9 million was paid to various professionals as a transaction fee.

On April 11, 2018, the TSFC issued Series 2018 A Senior Bonds in the amount of $2.1 billion and Series 2018 B Subordinate
Bonds in the amount of $1.0 billion. These bonds were issued to refund the balances of the Series 2007 bonds. The liability on
these refunded bonds has been removed from the TSFC’s long-term obligations. Total debt service payments over the next 27.0
years were decreased by $131.7 million and resulted in a net present value savings of $162.2 million. The MSA revenue received
totaling $265.6 million in April 2018, was transferred to the General Fund of the State of New Jersey. Master Settlement
Revenues received subsequent to 2018 will remain in the TSFC. The proceeds of the Series 2018 bonds are secured by TSFC’s
right, title and interest in the pledged TSRs, consisting of 100 percent of the tobacco assets received by the Corporation on or
after December 1, 2018.

I. Unamortized Interest on Capital Appreciation Bonds

Unamortized Interest on Capital Appreciation Bonds represents the unaccreted interest value on zero coupon bonds that have
been issued.

J. Unamortized Premium

GASB Statement No. 34, Basic Financial Statements — and Management’s Discussion and Analysis — for State and Local
Governments, requires bond premiums to be deferred and amortized over the life of the bonds.

K. Compensated Absences

Pursuant to GASB Statement No. 16, Accounting for Compensated Absences, Compensated Absences represents the liability
due to employees for unused sick and vacation time.

L. Capital Leases (Non-bonded)

Capital Leases represent long-term contractual obligations that the State has entered into for the purpose of utilizing office space
for State operations and program usage. Examples of non-bonded capital leases include motor vehicle inspection stations, State
government office buildings, and State Police facilities.

M. Loans Payable

The New Jersey Automobile Insurance Guaranty Fund received a $1.3 billion loan from the New Jersey Property-Liability
Insurance Guaranty Association. The loan was made in an effort to depopulate the New Jersey Automobile Insurance Guaranty
Fund and to help satisfy its unfunded liability. The repayment of the loans depends upon a number of contingencies, including
the legislature voting to appropriate funds to pay the loans.

N. Total OPEB Liability

In accordance with the provisions of GASB Statement No. 75, Accounting and Financial Reporting for Postemployment
Benefits Other Than Pensions, the State is required to quantify and disclose its obligations to pay Other Postemployment Benefits
(OPEB) to active, inactive, and retired employees. This new standard supersedes the previously issued guidance, GASB
Statement No. 45, Accounting and Financial Reporting for Postemployment Benefits Other Than Pensions, effective for Fiscal
Year 2018. The State is now required to accrue a liability in all instances where statutory language names the State as the legal
obligor for benefit payments. As such, the State’s total OPEB liability has been re-measured to $97.1 billion and $90.5 billion for
Fiscal Years 2017 and 2018, respectively.

O. Net Pension Liability

GASB Statement No. 68, Accounting and Financial Reporting for Pensions, requires the reporting of net pension liability as a
State general long-term obligation. GASB Statement No. 68 requires participating employers in cost sharing plans to recognize
their proportionate share of the collective net pension liability, collective deferred inflows of resources, collective deferred
outflows of resources and collective pension expense, excluding that attributable to employer-paid member contributions. The
net pension liability represents the liability of employers and nonemployer contributing entities to employees for defined benefit
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pensions. The liability is measured as the portion of the present value of projected benefit payments to be provided through the
pension plans to current active and inactive employees that is attributed to those employees’ past periods of service (total pension
liability), less the amount of the pension plans’ fiduciary net position. The Net Pension Liability as of June 30, 2018 is $99.6
billion.

P. Pollution Remediation Obligation

GASB Statement No. 49, Accounting and Financial Reporting for Pollution Remediation Obligations, requires the reporting of
Pollution Remediation Obligations as a State general long-term obligation. The Pollution Remediation Obligation represents
State contractual commitments with either vendors to clean up hazardous waste contaminated sites or the administrative
authorization to proceed to clean up identified hazardous waste contaminated sites. Pollution remediation activities include the
engagement of contractors to define the extent of the hazardous waste contamination through a remedial investigative contract,
outline the method of cleanup/remediation through a feasibility study contract, implement the required/recommended remediation
action through construction contractors, and maintain and monitor the operations of the cleanup remedy at the site.

The Pollution Remediation Obligation estimates that appear in this report are subject to change over time. Cost may vary due to
price fluctuations, changes in technology, changes in potential responsible parties, results of environmental studies, changes to
statutes or regulations and other factors that could result in revisions to these estimates. Prospective recoveries from responsible
parties may reduce the State’s obligation.

The estimated liability as of June 30, 2018 is $68.6 million. The reported amount represents the unexpended balances of those
cleanup actions in which the State has obligated itself to commence remediation. The reported amounts represent the prospective
outlays for existing remediation activities and not anticipated remediation work that may be addressed by the site’s responsible
parties at some future time or date.

Q. Other

This obligation represents unamortized long-term claims which are required to be reported under National Council on
Governmental Accounting Statement No. 1 as a State general long-term obligation. This includes Business Employment
Incentive Program (BEIP) grants of $758.6 million which have been incurred but not reported. This also includes Medicaid
benefit claims ($251.0 million of which $151.8 million is federally reimbursable) which have been incurred but not reported.
South Jersey Port Corporation has an obligation of $366.2 million, health benefit claims of $154.6 million also have been
incurred but not reported, and Unclaimed Property of $45.2 million has been deemed to be payable to other states.
Governmental Accounting Standards Board (GASB) Statement No. 70, Accounting and Financial Reporting for Nonexchange
Financial Guarantees, resulted in the inclusion of the State’s estimated future obligation relating to the South Jersey Port
Corporation bonds. The State, when necessary, provides the South Jersey Port Corporation with funds to cover all debt service
and property tax requirements when the Corporation’s earned revenues are anticipated to be insufficient to cover these
obligations. On December 1, 2017, the Corporation certified that it would be unable to provide sufficient funds from operations
for debt service, and therefore, required a State appropriation for Fiscal Year 2018 in the amount of $17.7 million. This
obligation also includes $121.6 million of capitalized software liability which is required to be reported in accordance with
GASB Statement No. 51, Accounting and Financial Reporting for Intangible Assets.

R. Deposit Fund Contracts

Large Lottery prizes are paid out to winners over a period of multiple years. Current Lottery proceeds are used to purchase
deposit fund contracts which will provide sufficient amounts for future payment of installment prizes. Future payments of
installment prizes in the present value of $234.5 million are recorded as liabilities in both the fund financial statements and the
government-wide statements.

S. Nonexchange Financial Guarantees

The authorizing legislation for certain State entities provides for specific budgetary procedures with respect to certain
obligations issued by these entities. Pursuant to such legislation, a designated official is required to certify any deficiency in debt
service funds maintained to meet payments of principal and interest on the obligations and a State appropriation in the amount of
the deficiency is to be made. However, the State Legislature is not legally bound to make an appropriation. Bonds issued
pursuant to authorizing legislation of this type are sometimes referred to as “moral obligation” bonds. There is no statutory
limitation on the amount of “moral obligation” bonds which may be issued by eligible State entities. Currently, bonds issued by
the South Jersey Port Corporation, the New Jersey Housing and Mortgage Finance Agency, and the Higher Education Student
Assistance Authority fall under this category. Furthermore, the New Jersey Housing and Mortgage Finance Agency and the
Higher Education Student Assistance Authority have not had a deficiency in their respective debt service funds which required
the State to appropriate funds.
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NOTE 12 - TAX ABATEMENTS

The State of New Jersey, through the New Jersey Economic Development Authority (NJEDA), provides various tax credit
programs subject to the disclosure requirements of GASB Statement No. 77, Tax Abatement Disclosures: Grow New Jersey
Assistance Program, Economic Redevelopment and Growth Program, Angel Investor Tax Credit Program, Technology Business
Tax Certificate Transfer (NOL) Program, Urban Transit Hub Tax Credit Program, Business Retention and Relocation Assistance
Grant Program, Business Employment Incentive Program, and Public Infrastructure Projects. Only tax credit programs with
greater than $5.0 million in taxes abated during Fiscal Year 2018 are disclosed.

Pursuant to N.J.S.A. 34:1B-120.1, the NJEDA is authorized to issue a recapture assessment of all or a portion of tax credits,
which shall be based upon the proportionate value of the grant of tax credits that corresponds to the amount and period of
noncompliance.

A. Grow New Jersey Assistance Program

The NJEDA administers the Grow New Jersey Assistance Program (GROW NIJ), which was created in 2012 to provide tax
credits to encourage job creation and job retention that strengthen New Jersey’s competitive edge in the increasingly global
marketplace. Revised through P.L. 2013, c.161, the intent of the program is to provide tax credits to eligible businesses which
make, acquire, or lease a capital investment equal to or greater than certain minimum capital investment amounts at a qualified
business facility at which it will employ a certain number of employees in retained and/or new full-time jobs. Qualified eligible
businesses receive tax credits ranging from $500 to $5,000 per job annually for up to ten years, plus potential bonus credits based
on specific criteria, for each new or retained full-time job to be located at the qualified business facility. The maximum amount
of the annual tax credits is generally determined by applying the gross amount per job per year plus all applicable bonuses which
must fall at or below annual caps. Credits can be used to lower corporation business tax and insurance premium tax liabilities.

In order to qualify for consideration to GROW NJ, a business must meet several eligibility requirements:

e  Locate the project in a Qualified Incentive Area, defined as one of the following: Urban Transit Hub Municipality,
distressed municipality, Garden State Growth Zone, a project in a priority area, or another eligible area not located
within a distressed municipality or priority area.

e Meet or exceed the minimum employment and capital investment requirements.

e  Demonstrate that the award of the tax credit is a “material factor” in the company’s decision to create or retain at least
the minimum number of full-time jobs.

e Demonstrate the capital investment and creation of eligible positions will yield a net positive benefit of at least 110
percent of the requested tax credit amount.

e  Ascertain that all projects meet Green Building Requirements.

e Meet certain compliance requirements within 12 months following application approval.

e  Use “prevailing wage” labor rates and affirmative action requirements in any construction contracts signed.

e  Maintain the project and related employment at the project site for 1.5 times the period in which the business received
the tax credit.

e  Maintain a minimum of its 80 percent full-time New Jersey workforce from the last tax period prior to grant approval
and 80 percent of new and retained full-time jobs at the qualified business facility specified in the incentive agreement.

B. Economic Redevelopment and Growth Program

The Economic Redevelopment and Growth (ERG) Program is another program offered by the NJEDA as an incentive for
developers and businesses to address revenue gaps in development projects, defined as having insufficient resources to support
the projects’ debt service under a standard financing scenario. While not meant as a substitute for conventional debt and equity
financing, ERG can also apply to projects that have a below market development margin or rate of return.

Created by law in 2012, and revised through P.L. 2013, c.161 and the “Economic Opportunity Act of 2014, Part 3,” P.L. 2014,
c.63, the intent of this program is to provide State incentive grants to a developer or non-profit organization on behalf of a
qualified developer, in order to capture new State incremental taxes derived from a project’s development to address a financing
gap. The program offers incentives in the form of cash reimbursements and tax credits. In Fiscal Year 2018, over 80 percent of
incentive payments were in the form of tax credits, with offsets being available to corporation business tax, insurance premiums
tax, and gross income tax liabilities.
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Per N.J.S.A. 34:1B-207 et seq. / N.J.A.C. 19:31-4 and the program’s rules, the applicant must:

e  Have a redevelopment project that is located in a qualifying area and not have begun any construction at the project site
prior to submitting an application, except: if the NJEDA determines the project would not be completed otherwise or if
the project is undertaken in phases, a developer may apply for phases for which construction has not yet commenced.

e  Demonstrate to the NJEDA that: 1) the project shall be constructed in accordance with certain minimum environmental
standards; 2) except with regards to a qualified residential project, the project will yield a net positive benefit equaling
no less than 110 percent of the grant assistance, not to exceed 20 years; and, 3) the project has a financing gap.

e Meet a 20 percent equity requirement.

A comprehensive net benefit analysis is conducted to ensure the project has a positive net benefit to the State of no less than 110
percent. The economic impact model used by the NJEDA includes criteria published by the U.S. Department of Commerce
along with internal econometric analysis and modeling to assess economic outputs, impacts, and likely jobs creation.

Residential projects that do not generate tax revenues can qualify for tax credits that can be assigned to lenders for project
financing. A tax credit of up to 20 percent of total project cost, with additional tax credit amounts possible based on project type
and/or location is available. Residential projects have an affordable housing requirement.

Mixed use parking projects that do not generate tax revenues can qualify for tax credits that may be assigned to lenders for
project financing. A tax credit of up to 100 percent of the parking component project costs and up to 40 percent (including
additional tax credit amounts) of the non-parking component project costs. Aggregate tax credits available to qualified
residential and mixed-use parking projects under ERG are limited to $718 million.

Certain allocations of tax credits available through the residential component of the ERG Program are currently oversubscribed.
As aresult, the NJEDA is not accepting applications for residential ERG projects in areas of the State where tax credit allocations
are oversubscribed. For residential ERG projects in areas of the State where tax credits remain available, the NJEDA will
continue to accept applications. Consideration of all project applications, including those already in-house, will be based on the
readiness of the project to proceed.

C. Angel Investor Tax Credit Program

The Angel Investor Tax Credit Program, offered by the NJEDA, is where businesses investing in a qualifying New Jersey
emerging technology business may benefit from a tax credit of up to ten percent of the investment, capped at $500,000 for each
investment transaction per investor. If the cumulative credits claimed by taxpayers exceed the amount available in a given year,
then credits will be applied in the order in which applications are received and completed, starting on the first day of the
succeeding calendar year in which Angel Investor Tax Credits do not exceed the amount of credits available. The purpose of the
credit is to stimulate investment in New Jersey emerging technology businesses.

Pursuant to P.L. 2013, c.14, the New Jersey emerging technology business must meet the following criteria:

e  Employs fewer than 225 full-time employees, at least 75 percent of whom work in New Jersey.

e Does business, employs or owns capital or property, or maintains an office in New Jersey.

e  Conducts at least one of the following activities in New Jersey: incurs qualified research expenses in the State;
conducts pilot scale manufacturing in the State; commercializes one or more various eligible technologies in the State;
advanced computing, advanced materials, biotechnology, electronic devices, information technology, life sciences,
medical devices, mobile communications, and renewable energy technology.

e  Has as its primary business an eligible technology (advanced computing, advanced materials, biotechnology, electronic
devices, information technology, life sciences, medical devices, mobile communications, and renewable energy
technology).

e Qualified investments include non-refundable transfers of cash made directly to the New Jersey emerging technology
business or indirectly, through the New Jersey Emerging Technology Business Holding Company in connection with at
least one of the items listed below. To be considered non-refundable, the following items must be held or not expire
for at least two calendar years from the date of the transfer of cash, with an exception being made for initial public
offerings (IPOs), mergers and acquisitions, damage awards for the business’s default of an agreement, or other return of
initial cash outlay beyond the investor’s control:

o  Stock, interests in partnerships or joint ventures, licenses (exclusive or non-exclusive), rights to use
technology, marketing rights, warrants, options, or any similar items, including, but not limited to, options or
rights to acquire any of the listed.

o A purchase, production, or research agreement.

Credits may be treated as an overpayment and refunded with no interest on the overpayment paid. For corporate taxpayers, the
tax credits may be carried over up to 15 tax years following the tax year for which the credit was allowed. Individuals cannot
carryforward the tax credits. Credits may not be carried forward in a tax year in which the taxpayer was a target for corporate
acquisition or in which the taxpayer was party to a merger or consolidation unless the taxpayer can demonstrate to the New
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Jersey Division of Taxation the identity of the acquiring corporation. The credits may be claimed on the taxpayer’s New Jersey
tax return in the tax year applicable to the effective date of approval. The program has a cap of $25 million approved per
calendar year.

D. Technology Business Tax Certificate Transfer (NOL) Program

Pursuant to N.J.S.A. 34:1B-7.42a, The Technology Business Tax Certificate Transfer Program enables qualified, unprofitable
NJ-based technology or biotechnology companies with fewer than 225 U.S. employees (including parent company and all
subsidiaries) to sell a percentage of net operating losses and research and development tax credits to unrelated profitable
corporations. Net operating losses and research and development tax credits may be sold for at least 80 percent of their value, up
to a maximum lifetime benefit of $15 million per business. Up to $60 million is available annually.

An eligible company must own, have filed for, or have a license to use protected, proprietary intellectual property, defined as a
patent or a registered copyright. Additionally, the company must have at least one full-time employee working in New Jersey if
incorporated or formed less than three years, five full-time employees in New Jersey if incorporated or formed more than three
years but less than five years, or ten full-time employees in New Jersey if incorporated or formed more than five years. Only
technology and biotechnology companies whose primary business involves the provision of a scientific process, product, or
service are eligible.

An eligible company cannot have had positive net operating income on either of its last two full-year income statements. The
two most recent years of operations must be compiled, reviewed or audited by an independent certified public accounting firm
and prepared according to the United States Generally Accepted Accounting Principles. In addition, an eligible company cannot
have a parent company with positive net operating income or be part of a consolidated group of affiliates for federal income tax
purposes with positive net operating income.

The application deadline falls on June 30" of each program year. The applicant company’s Corporate Business Tax returns,
with all required schedules and attachments, must also be filed with the New Jersey Division of Taxation by the application
deadline. Failure to file by the program deadline results in the applicant company having no available tax benefit for the current
program year.

E. Urban Transit Hub Tax Credit Program

The Urban Transit Hub Tax Credit Program (HUB) was previously offered by the NJEDA and phased out during Fiscal Year
2014. Pursuant to P.L. 2007, c.346, the Urban Transit Hub Tax Credit Act established a program available to individuals or
businesses making a qualified capital investment within a designated Urban Transit Hub. Tax credits equal up to 100 percent of
the qualified capital investments made within an eight year period. Taxpayers can apply ten percent of the total credit amount per
year over a ten-year period against their corporate business tax, insurance premiums tax or gross income tax liability. Tax credits
may be sold under the tax credit certificate transfer program of not less than 75 percent of the transferred credit amount. Total
credits approved under this program are capped at $1.75 billion, with $250 million allocated towards residential projects which
may receive up to a 35 percent credit.

This incentive program was designed to spur private capital investment, business development, and employment by providing
tax credits for businesses planning a large expansion or relocating to a designated transit hub located within one of nine New
Jersey urban municipalities. Urban Transit Hubs are located within one-half mile of a New Jersey Transit, Port Authority Trans-
Hudson Corporation (PATH), Port Authority Transit Corporation Speedline (PATCO), or light rail station in Camden (expanded
to one mile), East Orange, Elizabeth, Hoboken, Jersey City, Newark, New Brunswick, Paterson, and Trenton. Eligibility was
expanded to locations within these municipalities that had active freight adjacent or connected to the proposed building and
utilized by the occupant.

Businesses were able to apply for the tax credits within five years of the programs January 13, 2008 effective date and satisfy
the capital investment and employment conditions within eight years of that date. The tax credits may be reduced or forfeited if
facility or employment levels are not maintained.

Developers, owners, and tenants were eligible to qualify for the Urban Transit Hub Tax Credit Program if they met the
following criteria:

e Developers or owners must have made a minimum $50 million capital investment in a single business facility located
in one of the nine designated Urban Transit Hubs. In addition, at least 250 employees must work full-time at that
facility.

e Tenants must occupy space in a qualified business facility that represents at least $17.5 million of the capital
investment in the facility and employ at least 250 full-time employees in that facility. Up to three tenants may
aggregate to meet the 250 employee requirement.

e  Projects retaining 250 full-time jobs were eligible for tax credits of up to 80 percent of the qualified capital investment,
while projects which created 200 or more jobs were qualified for up to 100 percent of the qualified capital investment.

e  Mixed-use components are part of the “qualified residential project” definition.
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e  Applicants must have demonstrated at the time of application that the State’s financial support of the proposed capital
investment in a qualified business facility will yield a net positive benefit to both the State and the eligible
municipality.

e S corporations, limited liability corporations and partnerships were eligible; however, tax credits cannot be applied
against an individual’s New Jersey gross tax liability.

F. Business Retention and Relocation Assistance Grant Program

A business relocating operations within New Jersey and retaining jobs, or a business maintaining jobs at a current location and
making a qualified capital investment may have been eligible to apply for the Business Retention and Relocation Assistance
Grant (BRRAG) program, pursuant to N.J.S.A. 34:1B-114. BRRAG, which stopped accepting applications in Fiscal Year 2014,
offered eligible companies corporate business tax credits of up to $2,250 per year for up to six years, per job retained in the State.
Offered by the NJEDA, the BRRAG program helped companies preserve jobs, expand operations, and reinvest in the State. The
total amount of credits that can be applied against a single company’s tax liability in a fiscal year may not exceed $10 million.

In order to have qualified for BRRAG, a company must have done the following:

e  Retained a minimum of 50 full-time jobs.

e  Committed to remain in the State for the tax credit term and an additional five years. For leased project locations, the
business must have signed a written lease for a period of no less than the commitment duration or eight years,
whichever is greater.

e  Offered its employees healthcare benefits.

e Demonstrated that the grant was a “material factor” in moving the relocation project forward in New Jersey.
Applicants must not have signed a lease, entered into a purchase contract, or otherwise committed to a site in New
Jersey that will host the relocation project prior to receiving NJEDA Board of Directors’ approval. For companies
relocating 1,500 or more employees from outside a designated urban center to one or more new locations within a
designated urban center, the “material factor” did not apply if the application was received within six months of the
company signing its lease or purchase agreement.

e  Demonstrated that the capital investment and job retention resulting from a proposed project would yield a net positive
benefit to the State.

e  Entered into any construction contracts associated with the project using “prevailing wage” labor rates and affirmative
action requirements.

e  Have operated continuously in New Jersey in whole or in part, in its current form or as a predecessor entity, for at least
ten years.

G. Business Employment Incentive Program

The Business Employment Incentive Program (BEIP) created business employment incentives to approved New Jersey
companies. Pursuant to P.L. 1996, ¢.26, BEIP offered cash incentives to economically viable expanding or relocating businesses
that created at least 25 jobs in a two year period, or at least ten jobs if positioned in the technology or biotech industries.
Businesses must have also demonstrated the BEIP grant was a material factor in moving the job expansion or relocation forward
in the State. The grant program stopped accepting applications in 2013. Pursuant to P.L. 2015, c.194, businesses previously
approved for the program were granted 180 days to direct the NJEDA to convert the grant to a refundable corporation business
tax credit or an insurance premium tax credit in lieu of a cash incentive. Approximately 30 percent of incentive payments were in
the form of tax credits during Fiscal Year 2018, with issuance based on the chronological order of program acceptance.

H. Public Infrastructure Projects

Pursuant to N.J.S.A. 34:1B-251, the State allocated $25 million in corporate business tax or realty transfer fee credits for public
infrastructure projects. The credit is equal to 100% of the cost of providing infrastructure up to $5 million. In order to qualify, the
public infrastructure must have a minimum fair market value of $5 million, or if open space without improvement, $1 million.
The business must demonstrate that a new capital investment has been made of at least $10 million. Public infrastructure includes
three general types of infrastructure projects:

e  Buildings and structures, including schools, fire houses, police stations, recreation centers, public works garages, water
and sewer treatment facilities, and pumping facilities.

e  Open space improvements, including athletic fields, playgrounds, and planned parks.

e  Public transportation facilities, including train stations and public parking facilities.
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I. Fiscal Year 2018 Revenues Reduced by Abatement Programs

Program

Amount (in thousands)

Grow New Jersey Assistance Program

Economic Redevelopment and Growth Program

Angel Investor Tax Credit

Technology Business Tax Certificate Transfer (NOL) Program
Urban Transit Hub Tax Credit Program

Business Retention and Relocation Assistance Grant Program
Business Employment Incentive Program

Public Infrastructure Projects

Total Tax Abatements

NOTE 13 - RISK MANAGEMENT AND INSURANCE COVERAGE

131,682
22,457
12,399
45,041

110,692
13,057

8,412
15,000

358,740

The State is self-insured and self-administered for tort, workers’ compensation, and automobile liability claims. As of
June 30, 2018, no liability for unpaid claims has been established since the amount of loss cannot be reasonably estimated,
however, any unpaid claims are not expected to be material. Claims are reported as expenditures in the General Fund in the year
they are paid. Amounts expended for tort, workers’ compensation, and automobile liability claims for Fiscal Years 2018 and

2017 are detailed below (expressed in millions):

Fiscal Year

Type of Claim 2018

Tort $ 238 § 234
Workers' compensation 88.2 91.0
Automobile 1.1 24

Property exposure is handled by a commercial insurance carrier. There were no reductions in commercial insurance coverage
during the fiscal year ended June 30, 2018. No settlements exceeded commercial insurance coverage during each of the past

three fiscal years. The State does not participate in any risk pools.
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NOTE 14 - NET POSITION RESTRICTED BY ENABLING LEGISLATION/GOVERNMENTAL
FUND BALANCES

A. Net Position Restricted by Enabling Legislation

As of June 30, 2018, $7.9 billion of restricted net position is reported in the Statement of Net Position. Net position is restricted
when constraints have been placed upon the use of resources through enabling legislation initiated by voter referendum,
constitutional provisions, debt covenants, or other external parties such as the federal government. Unexpended debt proceeds
that are recorded as assets and restricted fund balance in the governmental funds ($1.7 billion) have been deducted from the
restricted net position balance.

B. Governmental Fund Balances

In the governmental fund financial statements, fund balances are segregated into the following categories: nonspendable,
restricted, committed, and unassigned.

Nonspendable

The nonspendable fund balance classification includes amounts in the New Jersey Cultural Trust Fund ($20.0 million) and
the State of New Jersey Tischler Memorial Fund ($0.4 million) that are legally required to remain intact.

Restricted

Similar to the net position restricted by enabling legislation definition, the restricted fund balance classification is used
when constraints have been placed upon the use of resources through enabling legislation initiated by voter referendum,
constitutional provisions, debt covenants, or other external parties such as the federal government.

Restricted Fund Balance — School Bond Reserve:
Fund for Support of Free Public Schools

New Jersey statutes provide for the establishment of a school bond reserve within this fund. The school bond reserve
consists of two accounts, the old school bond reserve account and the new school bond reserve account. The old school
bond reserve account shall be funded in an amount equal to at least 1.5 percent of the aggregate issued and outstanding
bonded indebtedness of counties, municipalities, or school districts for school purposes for all such indebtedness issued
prior to July 1, 2003. The new school bond reserve account shall be funded in an amount equal to at least one percent of
the aggregate issued and outstanding bonded indebtedness of counties, municipalities, or school districts for school
purposes for all such indebtedness issued on or after July 1, 2003, exclusive of bonds for debt service, which is provided
by State appropriations. Accordingly, of the total $153.5 million restricted fund balance, $67.6 million has been
reserved as of June 30, 2018, for the school bond reserve.

Committed

The committed fund balance classification is used for amounts that can only be used for purposes specified in enabling
legislation, with the consent of both the legislative and executive branches. In contrast to the restricted fund balance
classification, amounts in this category may be redeployed for other purposes with appropriate due process.

As mentioned above, both restricted and committed fund balances, may only be used for purposes specified in enabling
legislation. Within these balances, however, money has been set aside (encumbered) pending vendor performance. In
addition, within these balances are long-term loans and other items such as legally mandated reserves and escrow balances
that represent balances that are not currently available for expenditure in subsequent accounting periods.
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Restricted and Committed fund balances are categorized as follows (expressed in millions):

Restricted Committed
Fund Balance Fund Balance

Public safety and criminal justice $ -3 474.2
Physical and mental health 4.5 300.3
Educational, cultural and intellectual development 724.6 100.7
Community development and environmental management 2,988.6 684.9
Economic planning development and security 497.6 365.1
Transportation programs 1,231.6 1,374.4
Government direction, management and control - 572.4
Special government services - 54.5
Contributory life insurance 692.1 -
Debt service 299.5 -
Unclaimed property payments - 142.5
Property tax relief 27.9 -

$ 6,466.4 $ 4,069.0

Unassigned

Unassigned balance is $990.6 million. This classification represents fund balance that has not been restricted or committed
to specific purposes within the General Fund.

NOTE 15 - OPERATING LEASES

The State of New Jersey has commitments to lease certain land, buildings, and equipment under arrangements representing
operating leases. Future minimum rental commitments for noncancelable operating leases as of June 30, 2018, are as follows
(expressed in millions):

Fiscal Year Amount

2019 $ 63.4
2020 53.7
2021 36.4
2022 28.5
2023 16.7
2024 - 2028 21.3
2029 - 2030 0.4

Total Future Minimum
Lease Payments $ 220.4

98



NOTE 16 - RETIREMENT SYSTEMS

The State of New Jersey sponsors and administers the following contributory defined benefit public employee retirement
systems (retirement systems; pension plans) covering substantially all state and local government employees.

A. Descriptions of Retirement Systems

1. Single-employer Defined Benefit Pension Plans

Consolidated Police and Firemen's Pension Fund (CPFPF):

The State of New Jersey CPFPF is a single-employer defined benefit pension plan administered by the State of New Jersey,
Division of Pensions and Benefits (the Division). For additional information about CPFPF, please refer to the Division’s
Comprehensive Annual Financial Report (CAFR) which can be found at www.state.nj.us/treasury/pensions.

There are no active members in CPFPF. Additionally, based on the recent actuarial valuation, there was no normal cost or
accrued liability contribution required by the State for the Fiscal Year ended June 30, 2017. The vesting and benefit provisions
were set by N.J.S.A. 43:16.

Judicial Retirement System (JRS):
The State of New Jersey JRS is a single-employer defined benefit pension plan administered by the Division. For additional
information about JRS, please refer to the Division’s CAFR which can be found at www.state.nj.us/treasury/pensions.

The vesting and benefit provisions are set by N.J.S.A. 43:6A. JRS provides retirement benefits as well as death and disability
benefits. Retirement is mandatory at age 70. Service retirement benefits are available to members who have reached certain
ages and various years of service. Benefits of 75% of final salary are available to members at age 70 with 10 years or more of
judicial service; members between ages 65-69 with 15 years or more of judicial service or between ages 60-64 with 20 years or
more of judicial service. Benefits of 50% of final salary are available to those with both judicial service and non-judicial
service for which five or more consecutive years were judicial service. These benefits are available at age 65 or older with 15
years or more of aggregate service or age 60 or older with 20 or more years of aggregate service. Benefits of 2% of final salary
for each year of public service up to 25 years plus 1% of final salary for each year in excess of 25 years are available at age 60
with five consecutive years of judicial service plus 15 years in the aggregate of public service or at age 60 while serving as a
judge.

Early retirement benefits of 2% of final salary for each year of service up to 25 years and 1% of final salary for each year
over 25 years is available to members who retire before age 60, have five or more consecutive years of judicial service, and 25
years or more in aggregate public service. The amount of benefits is actuarially reduced for the number of months remaining
until the member reaches age 60.

Prison Officers' Pension Fund (POPF):
The State of New Jersey POPF is a single-employer defined benefit pension plan administered by the Division. For additional
information about POPF, please refer to the Division’s CAFR which can be found at www.state.nj.us/treasury/pensions.

There are no active members in POPF. Additionally, based on the recent actuarial valuation, there was no normal cost or
accrued liability contribution required by the State for the Fiscal Year ended June 30, 2017. The vesting and benefit provisions
were set by N.J.S.A. 43:7.

State Police Retirement System (SPRS):
The State of New Jersey SPRS is a single-employer defined benefit pension plan administered by the Division. For additional
information about SPRS, please refer to the Division’s CAFR which can be found at www.state.nj.us/treasury/pensions.

The vesting and benefit provisions are set by N.J.S.A. 53:5A. SPRS provides retirement benefits as well as death and
disability benefits. All benefits vest after ten years of service, as defined, and members are always fully vested in their
contributions. Mandatory retirement is at age 55. Voluntary retirement is prior to age 55 with 20 years of credited service. The
benefit is an annual retirement allowance equal to the greater of (a), (b), or (c), as follows: (a) 50% of final compensation; (b)
for members retiring with 25 years or more of service, 65% of final compensation, plus 1% for each year of service in excess
of 25 years to a maximum of 70% of final compensation; or (c) for members as of August 29, 1985 who would not have 20
years of service by age 55, benefit as defined in (a) above. For members as of August 29, 1985, who would have 20 years of
service, but would not have 25 years of service at age 55, benefit is as defined in (a) above plus 3% for each year of service.
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Single-employer Plan Membership
Single-employer defined membership pension plans consisted of the following as of June 30, 2017:

Number of Employees Covered by Single-employer Defined Benefit Plans

CPFPF JRS POPF SPRS
Inactive plan members or beneficiaries
currently receiving benefits 77 623 77 3,588
Inactive plan members entitled to but
not yet receiving benefits - 4 - -
Active plan members - 430 - 2,812
Total 77 1,057 77 6,400

2. Multiple-employer Defined Benefit Pension Plans

Public Employees' Retirement System (PERS):

The State of New Jersey PERS is a cost-sharing multiple-employer defined benefit pension plan administered by the
Division. For additional information about PERS, please refer to the Division’s CAFR which can be found at
www.state.nj.us/treasury/pensions.

The vesting and benefit provisions are set by N.J.S.A. 43:15A. PERS provides retirement, death, and disability benefits. All
benefits vest after ten years of service, except for medical benefits, which vest after 25 years of service or under the disability

provisions of PERS.

The following represents the membership tiers for PERS:

Tier Definition
1 Members who were enrolled prior to July 1, 2007
2 Members who were eligible to enroll on or after July 1, 2007 and prior to November 2, 2008
3 Members who were eligible to enroll on or after November 2, 2008 and prior to May 22, 2010
4 Members who were eligible to enroll on or after May 22, 2010 and prior to June 28, 2011
5 Members who were eligible to enroll on or after June 28, 2011

Service retirement benefits of 1/55™ of final average salary for each year of service credit is available to tier 1 and 2 members
upon reaching age 60 and to tier 3 members upon reaching age 62. Service retirement benefits of 1/60' of final average salary
for each year of service credit is available to tier 4 members upon reaching age 62 and tier 5 members upon reaching age 65.
Early retirement benefits are available to tier 1 and 2 members before reaching age 60, tier 3 and 4 members with 25 years or
more of service credit before age 62, and tier 5 members with 30 years or more of service credit before age 65. Benefits are
reduced by a fraction of a percent for each month that a member retires prior to the age at which a member can receive full
early retirement benefits in accordance with their respective tier. Tier | members can receive an unreduced benefit from age
55 to age 60 if they have at least 25 years of service. Deferred retirement is available to members who have at least ten years of
service credit and have not reached the service retirement age for the respective tier.

Police and Firemen's Retirement System (PFRS):

The State of New Jersey PFRS is a cost-sharing multiple-employer defined benefit pension plan with a special funding
situation administered by the Division. For additional information about PFRS, please refer to the Division’s CAFR which can
be found at www.state.nj.us/treasury/pensions.

The vesting and benefit provisions are set by N.J.S.A. 43:16A. PFRS provides retirement benefits as well as death and
disability benefits. All benefits vest after ten years of service, except disability benefits, which vest after four years of service.
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The following represents the membership tiers for PFRS:

Tier Definition
1 Members who were enrolled prior to May 22, 2010
Members who were eligible to enroll on or after May 22, 2010 and prior to June 28, 2011
3 Members who were eligible to enroll on or after June 28, 2011

Service retirement benefits are available at age 55 and are generally determined to be 2% of final compensation for each year
of creditable service, as defined, up to 30 years plus 1% for each year of service in excess of 30 years. Members may seek
special retirement after achieving 25 years of creditable service, in which benefits would equal 65% (tier 1 and 2 members)
and 60% (tier 3 members) of final compensation plus 1% for each year of creditable service over 25 years, but not to exceed
30 years. Members may elect deferred retirement benefits after achieving ten years of service, in which case, benefits would
begin at age 55 equal to 2% of final compensation for each year of service.

Teachers' Pension and Annuity Fund (TPAF):

The State of New Jersey TPAF is a cost-sharing multiple-employer defined benefit pension plan with a special funding
situation, which the State is responsible to fund 100% of the employer contributions, excluding any local employer early
retirement incentive (ERI) contributions. TPAF is administered by the Division. For additional information about TPAF,
please refer to the Division’s CAFR which can be found at www.state.nj.us/treasury/pensions.

The vesting and benefit provisions are set by N.J.S.A. 18A:66. TPAF provides retirement, death, and disability benefits. All
benefits vest after ten years of service, except for medical benefits, which vest after 25 years of service or under the disability
provisions of TPAF. Members are always fully vested for their own contributions and, after three years of service credit,
become vested for 2% of related interest earned on the contributions. In the case of death before retirement, members’
beneficiaries are entitled to full interest credited to the members’ accounts.

The following represents the membership tiers for TPAF:

Tier Definition
1 Members who were enrolled prior to July 1, 2007
2 Members who were eligible to enroll on or after July 1, 2007 and prior to November 2, 2008
3 Members who were eligible to enroll on or after November 2, 2008 and prior to May 22, 2010
4 Members who were eligible to enroll on or after May 22, 2010 and prior to June 28, 2011
5 Members who were eligible to enroll on or after June 28, 2011

Service retirement benefits of 1/55™ of final average salary for each year of service credit is available to tier 1 and 2 members
upon reaching age 60 and to tier 3 members upon reaching age 62. Service retirement benefits of 1/60' of final average salary
for each year of service credit is available to tier 4 members upon reaching age 62 and tier 5 members upon reaching age 65.
Early retirement benefits are available to tier 1 and 2 members before reaching age 60, tier 3 and 4 members with 25 years or
more of service credit before age 62, and tier 5 members with 30 years or more of service credit before age 65. Benefits are
reduced by a fraction of a percent for each month that a member retires prior to the retirement age for his/her respective tier.
Deferred retirement is available to members who have at least ten years of service credit and have not reached the service
retirement age for the respective tier.

3. Other Pension Funds

The State established and administers a Supplemental Annuity Collective Trust Fund (SACT) which is available to active
members of the State-administered retirement systems to purchase annuities to supplement the guaranteed benefits provided by
their retirement system. The State or local governmental employers do not appropriate funds to SACT.

The State administers the Defined Contribution Retirement Program. Individuals eligible for membership include State or
Local Officials who are elected or appointed on or after July 1, 2007; employees enrolled in the PERS or TPAF on or after
July 1, 2007, who earn salary in excess of established annual maximum compensation limits (equivalent to annual maximum
wage base for Social Security deductions): employees enrolled in the PFRS or SPRS after May 21, 2010, who earn salary in
excess of established annual maximum compensation limits (equivalent to annual maximum wage base for Social Security
deductions); and employees otherwise eligible to enroll in the PERS or TPAS on or after November 2, 2008, who do not earn
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the minimum annual salary required for PERS or TPAF Tier 3 enrollment or do not work the minimum hours per week
required for PERS or TPAF Tier 4 and Tier 5 enrollments.

The State also administers the Central Pension Fund (CPF) which is a single-employer noncontributory defined benefit plan
for special groups which are not included in other State-administered systems.

The State also administers the Pension Adjustment Fund (PAF). Prior to the adoption of pension reform legislation in 2011
(P.L. 2011, ¢.78), PAF provided cost-of-living increases, equal to 60% of the change in the average consumer price index, to
eligible retirees in some State-sponsored pension systems which are the CPF, CPFPF, and POPF. Cost-of-living increases
provided under the State’s Pension Adjustment Program are currently suspended as a result of the reform legislation. This
benefit is funded by the State as benefit allowances become payable.

Likewise, while the cost-of-living increase for JRS, PFRS, PERS, SPRS, and TPAF is suspended, the cost-of-living
adjustment is still funded directly by each of the respective systems.

According to State law, all obligations of each retirement system will be assumed by the State of New Jersey should any
retirement system be terminated.

The State of New Jersey, Department of the Treasury, Division of Pensions and Benefits, issues publicly available financial
reports that include the financial statements and required supplementary information of each of the above systems, funds, and
trust. The financial reports may be accessed via the New Jersey Division of Pensions and Benefits website at
www.state.nj.us/treasury/pension.

B. Basis of Presentation

Pension plans administered by the State are accounted for using the accrual basis of accounting. Under the accrual basis of
accounting, employee and employer contributions are recognized in the period in which employees services are performed,
investment gains and losses are recognized as incurred; benefits and refunds are recognized when due and payable in accordance
with the terms of the applicable plan. For purposes of measuring the net pension liability, all components including information
about the fiduciary net position of all plans and additions to/deductions from all plan fiduciary net position have been determined
in all material respects on the same basis as they are reported by the plans.

C. Cost-sharing Pension Plans Allocation
1. Public Employees’ Retirement System (PERS)

GASB Statement No. 68, Accounting and Financial Reporting for Pensions (GASB Statement No. 68), requires
participating employers in PERS to recognize their proportionate share of the collective net pension liability, collective
deferred outflows of resources, collective deferred inflows of resources, and collective pension expense. At June 30, 2017, the
State reported net pension liability (excluding the State colleges and universities) of $21,826,320,460 for its proportionate
share of the collective net pension liability for PERS. The State’s proportionate share of net pension liability for PERS was
85.11 percent, a decrease of 0.27 percent since the prior reporting period. The proportion is based on the State’s contributions
of all participating employers.

2. Police and Firemen’s Retirement System (PFRS)

GASB Statement No. 68 requires participating employers in PFRS to recognize their proportionate share of the collective
net pension liability, collective deferred outflows of resources, collective deferred inflows of resources, and collective pension
expense. At June 30, 2017, the State reported net pension liability (excluding the State colleges and universities) of
$5,952,979,113 (comprised of the State proportionate share of the collective net pension liability of $4,223,785,606 plus
special funding situation as defined by GASB Statement No. 68 of $1,729,193,507). The State’s proportionate share of the net
pension liability for PFRS was 96.09 percent, an increase of 0.03 percent since the prior reporting period. The proportion is
based on the State’s contributions of all participating employers.

3. Teachers’ Pension Annuity Fund (TPAF)
At June 30, 2017, the State reported net pension liability of $67,670,209,171 (comprised of the State proportionate share of
the collective net pension liability of $246,603,312 plus special funding situation as defined by GASB Statement No. 68 of

$67,423,605,859). The State’s proportion for TPAF was 0.36 percent, a decrease of 0.10 percent since the prior reporting
period. The proportion is based on the State’s contributions of all participating employers.
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D. Special Funding Situations

1. Police and Firemen’s Retirement System

A special funding situation exists for the local employers of the State of New Jersey PFRS. The State of New Jersey, as a
nonemployer, is required to pay the additional costs incurred by local employers. Under N.J.S.A. 43:16A-15, local
participating employers are responsible for their own contributions based on actuarially determined amounts, except where
legislation was passed which legally obligated the State, if certain circumstances occurred. The legislation, which legally
obligates the State is as follows: Chapter 8, P.L. 2000, Chapter 318, P.L. 2001, Chapter 86, P.L. 2001, Chapter 511, P.L. 1991,
Chapter 109, P.L. 1979, Chapter 247, P.L. 1993, and Chapter 201, P.L. 2001. The amounts contributed on behalf of the local
participating employers under this legislation is considered to be a special funding situation as defined by GASB Statement
No. 68 when the State is treated as a nonemployer contributing entity. Since the local participating employers do not contribute
under this legislation directly to the plan (except for employer specific financed amounts), there is no net pension liability,
deferred outflows or deferred inflows of resources, and pension expense report in the financial statements of the local
participating employers. However, the notes to the financial statements of the local participating employers must disclose the
portion of the nonemployer contributing entities’ total proportionate share of the collective net pension liability that is
associated with the local participating employer.

At June 30, 2017, the State’s PFRS special funding situation as defined by GASB Statement No. 68, as nonemployer
contributing entity with net pension liability amount of $1,729,193,507, is the accumulated difference between the annual
actuarially determined State obligation under the special funding situation and the actual State contribution through the
valuation date. The State special funding situation pension expense of $211,519,420, for the Fiscal Year ending June 30, 2017,
is the actuarially determined contribution amount that the State owes for the Fiscal Year ending June 30, 2017. The pension
expense is deemed to be a State administrative expense due to the special funding situation.

2. Teachers’ Pension Annuity Fund

The employer contributions for local participating employers are legally required to be funded 100% by the State, excluding
any local ERI contributions in accordance with N.J.S.A. 18:66-33. Therefore, these local participating employers are
considered to be in a special funding situation as defined by GASB Statement No. 68 and the State is treated as a nonemployer
contributing entity. Since the local participating employers do not contribute directly to the plan (except for employer specific
financed amounts), there is no net pension liability, deferred outflows of resources or deferred inflows of resources to report in
the financial statements of the local participating employers. However, the notes to the financial statements of the local
participating employers must disclose the portion of the nonemployer contributing entities’ total proportionate share of the net
pension liability that is associated with the local participating employer.

At June 30, 2017, the State as a nonemployer contributing entity reported a net pension liability of $67,423,605,859 for its
proportionate share of the net pension liability. The nonemployer contributing entity’s proportion for TPAF was 99.64%, an
increase of 0.10 percent since the prior reporting period. The proportion is based on the State’s contribution as nonemployer
contributing entity. The State special funding situation pension expense of $4,682,135,422, for the Fiscal Year ending June 30,
2017, is the actuarially determined contribution amount that the State owes for the Fiscal Year ending June 30, 2017.

E. Contributions

Consolidated Police and Firemen's Pension Fund (CPFPF):
Based on the recent actuarial valuation, the State made a $575,000 contribution towards the unfunded accrued liability during
the Fiscal Year ended June 30, 2017. The vesting and benefit provisions were set by N.J.S.A. 43:16.

Judicial Retirement System (JRS):

The contribution policy is set by N.J.S.A. 43:6A and requires contributions by active members and the State of New Jersey.
Members enrolled on January 1, 1996 or after, contribute on their entire base salary. Contributions by active members enrolled
prior to January 1, 1996 are based on the difference between their current salary and the salary of the position on January 18,
1982. Pursuant to the provisions of Chapter 78, P.L. 2011, the active member contribution rate is being increased from 3.0% to
12.0%, phased-in over seven years for members hired or reappointed after June 28, 2011. In October 2011, the member
contribution rate for new members increased. The phased-in of the additional incremental member contribution rate takes place in
July of each subsequent State Fiscal Year. The member contribution rate was 10.7% in State Fiscal Year 2017. The State’s
contribution is based on an actuarially determined amount, which includes the normal cost and unfunded accrued liability. In
State Fiscal Year 2017, the State contributed $20,341,379 to JRS. For the Fiscal Year ended June 30, 2017, the State’s pension
contribution was less than the actuarial determined amount.
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Prison Officers' Pension Fund (POPF):
Based on the recent actuarial valuation, there was no normal cost or accrued liability contribution required by the State for the
Fiscal Year ended June 30, 2017. The vesting and benefit provisions were set by N.J.S.A. 43:7.

State Police Retirement System (SPRS):

The contribution policy is set by N.J.S.A. 53:5A and requires contributions by active members and the State of New Jersey.
Pursuant to the provisions of Chapter 78, P.L. 2011, the active member contribution rate was 9.0% in State Fiscal Year 2017. The
State’s contribution is based on an actuarially determined amount, which includes the normal cost and unfunded accrued liability.
In State Fiscal Year 2017, the State contributed $53,006,614 to SPRS. For the Fiscal Year ended June 30, 2017, the State’s
pension contribution was less than the actuarial determined amount.

Public Employees' Retirement System (PERS):

The contribution policy is set by N.J.S.A. 43:15A and requires contributions by active members and contributing employers.
Pursuant to the provisions of Chapter 78, P.L. 2011, the active member contribution rate increased from 5.5% of annual
compensation to 6.5% plus an additional 1.0% phased-in over seven years beginning in July 2012. The member contribution rate
was 7.2% in State Fiscal Year 2017. The phased-in of the additional incremental member contribution rate takes place in July of
each subsequent State Fiscal Year. The rate for members who are eligible for the Prosecutors Part of PERS (Chapter 366, P.L.
2011) was 10.0% in State Fiscal Year 2017. Employers’ contributions are based on an actuarially determined amount, which
includes the normal cost and unfunded accrued liability. In State Fiscal Year 2017, the State contributed $459,187,045 to PERS.
For the Fiscal Year ended June 30, 2017, the State’s pension contribution was less than the actuarial determined amount.

Police and Firemen's Retirement System (PFRS):

The contribution policy is set by N.J.S.A. 43:16A and requires contributions by active members and contributing employers.
Pursuant to the provisions of Chapter 78, P.L. 2011, the active member contribution rate was 10.0% in State Fiscal Year 2017.
Employers’ contributions are based on an actuarially determined amount, which includes the normal cost and unfunded accrued
liability. In State Fiscal Year 2017, the State contributed $198,914,352 to PFRS. For the Fiscal Year ended June 30, 2017, the
State’s pension contribution was less than the actuarial determined amount.

Teachers' Pension and Annuity Fund (TPAF):

The contribution policy is set by N.J.S.A. 18A:66 and requires contributions by active members and contributing employers.
Pursuant to the provisions of Chapter 78, P.L. 2011, the active member contribution rate increased from 5.5% of annual
compensation to 6.5% plus an additional 1.0% phased-in over seven years beginning in July 2012. The member contribution rate
was 7.2% in State Fiscal Year 2017. The phased-in of the additional incremental member contribution rate takes place in July of
each subsequent State Fiscal Year. The State’s contribution is based on an actuarially determined amount, which includes the
normal cost and unfunded accrued liability. In State Fiscal Year 2017, the State contributed $1,127,018,480 to TPAF. For the
Fiscal Year ended June 30, 2017, the State’s pension contribution was less than the actuarial determined amount.

F. Aggregate Pension Amounts — All Plans as of the Measurement Date of June 30, 2017:

The following table represents the aggregate pension amounts for all plans for the State for 2017:

Aggregate Pension Amounts - All Plans

Net pension liability 99,641,657,342
19,007,105,013
16,277,619,954

7,089,310,708

Deferred outflows of resources related to pensions
Deferred inflows of resources related to pensions

&L L L L

Pensions expense
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G. Collective Net Pension Liability
1. Components of Net Pension Liability

The components of the net pension liability of the participating employers for PFRS as of June 30, 2017 are as follows:

Police and Firemen's Retirement System

State Local Total

Total pension liability $ 5939531281 § 41,471,190457 $ 47,410,721,738

Plan fiduciary net position 1,543,788,140 24,303,930,259 25,847,718,399

Net pension liability $ 4395743141 S 17,167,260,198 $ 21,563,003,339

Plan fiduciary net position as a percentage

of the total pension liability 25.99% 58.60% 54.52%

The components of the net pension liability of the participating employers for PERS as of June 30, 2017 are as follows:

Public Employees' Retirement System

State Local Total
Total pension liability $ 32,535,896,852 $§ 44,852,367,051 $ 77,388,263,903
Plan fiduciary net position 6,890,274,055 21,573,965,463 28,464,239,518
Net pension liability $ 25,645,622,797 $§ 23,278,401,588 $ 48,924,024,385

Plan fiduciary net position as a percentage

of the total pension liability 21.18% 48.10% 36.78%

The components of the net pension liability of the participating employers for the defined benefit plans at June 30, 2017
are as follows:

Components of Net Pension Liability

CPFPF JRS PFRS POPF
Total pension liability 7,396,613 937,395,995 § 47,410,721,738 6,477,263
Plan fiduciary net position 1,904,496 175,325,333 25,847,718,399 5,620,868
Net pension liability 5,492,117 762,070,662 21,563,003,339 856,395
Plan fiduciary net position
as a percentage of the total
of the total pension liability 25.75% 18.70% 54.52% 86.78%
PERS SPRS TPAF Total
Total pension liability 77,388,263,903 5,124,274,114 90,726,371,000 $ 221,600,900,626
Plan fiduciary net position 28,464,239,518 1,761,497,335 23,056,161,829 79,312,467,778
Net pension liability 48,924,024,385 3,362,776,779 67,670,209,171  § 142,288,432,848
Plan fiduciary net position
as a percentage of the total
of the total pension liability 36.78% 34.38% 25.41% 35.79%
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2. Net Pension Liability Reconciliation to Government-wide Financial Statements

For the year ended June 30, 2018, the State recorded net pension liability of $99,641,657,342 in governmental activities for
its respective proportionate share of collective net pension liability. The State’s proportionate share of the collective net
pension liability was measured as of June 30, 2017 measurement date, and was determined using an actuarial valuation as of
July 1, 2016, with updated procedures used to roll forward the total pension liability to June 30, 2017.

Amount

Net Pension Liability per GASB Statement No. 68 $ 142,288,432,848
PERS Adjustments:

Exclude Local Government Group (23,278,401,588)

Exclude State Colleges and Universities (3,819,302,337)
PFRS Adjustments:

Include Nonemployer Local Government Group (Special Funding Situation) 1,729,193,507

Exclude Local Government Group (17,167,260,198)

Exclude State Colleges and Universities (171,957,535)
Blended Component Units:

Include New Jersey Building Authority 868,976

Include New Jersey Schools Development Authority 60,083,669
Net Pension Liability per State of New Jersey CAFR $ 99,641,657,342

H. Pension Expense, Deferred Outflows of Resources and Deferred Inflows of Resources Related to Pensions

For the year ended June 30, 2018, the State recognized pension expense of $7,089,310,708. At June 30, 2018, the State reported
deferred outflows of resources and deferred inflows of resources related to pensions from the following sources:

CPFPF JRS
Deferred Deferred Deferred Deferred
Outflows of Inflows of Outflows of Inflows of
Resources Resources Resources Resources
Difference between expected and
actual experience $ -3 -3 10,122,496 $ 288,865
Changes of assumptions - - 35,865,022 56,797,033
Difference between projected and actual
earnings on pension plan investment - - 3,886,007 -
Contributions subsequent to the
measurement date 325,000 - 24,023,637 -
Total $ 325,000 $ - 9 73,897,162 $ 57,085,898
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SPRS PERS"

Deferred Deferred Deferred Deferred
Outflows of Inflows of Outflows of Inflows of
Resources Resources Resources Resources
Difference between expected and
actual experience $ 35,036,188 $ 11,411,829 § 501,492,265 $ -
Changes of assumptions 696,983,442 574,871,622 2,867,301,944 3,102,278,561
Difference between projected and actual
earnings on pension plan investment 25,308,938 - 139,043,806 -
Changes in proportion - - 2,960,684 124,875,982
Contributions subsequent to the
measurement date 74,603,780 - 587,813,845 -
Total $ 831,932,348 $§  586,283451 § 4,098,612,544 § 3,227,154,543
PFRS TPAF
Deferred Deferred Deferred Deferred
Outflows of Inflows of Outflows of Inflows of
Resources Resources Resources Resources
Difference between expected and
actual experience $ - $ 54,758,023 $ 441,116,389 $ 115,381,203
Changes of assumptions 252,820,427 359,321,977 13,378,255,364 11,684,858,458
Difference between projected and actual
earnings on pension plan investment 77,276,010 - 341,507,504 -
Changes in proportion 5,546,749 194,623 192,581,778 192,581,778
Contributions subsequent to the
measurement date 252,904,104 - 1,518,391,693 -
Total $ 588,547,290 $ 414,274,623 § 15,871,852,728 $ 11,992,821,439
Total
Deferred Deferred
Outflows of Inflows of
Resources Resources
Difference between expected and
actual experience $ 987,767,338 $ 181,839,920
Changes of assumptions 17,231,226,199 15,778,127,651
Difference between projected and actual
earnings on pension plan investment 587,022,265 -
Changes in proportion 201,089,211 317,652,383
Contributions subsequent to the
measurement date 2,458,062,059 -
Total $ 21,465,167,072 $  16,277,619,954

*The PERS deferred outflows/inflows of resources include the blended component units (New Jersey Building Authority and
New Jersey Schools Development Authority).

107



The $2,458,062,059 reported as collective deferred outflows of resources related to pensions resulting from the State
contribution subsequent to the measurement date will be recognized as a reduction of the collective net pension liability in the
year ended June 30, 2018. The remaining cumulative net amounts reported as deferred outflows of resources and deferred inflows
of resources related to pensions for the governmental activities will be recognized in future pension expense as follows:

For the Fiscal Year Ending June 30,

Year JRS SPRS PERS*
2018 $ 1,320,438 $ 113,912,009 $ 316,146,791
2019 (1,733,101) 128,913,499 448,107,745
2020 (5,209,218) 54,098,500 247,042,481
2021 (1,590,492) (46,213,441) (393,588,605)
2022 - (79,665,450) (327,292,476)
Thereafter - - (6,771,780)
Total $ (7,212,373) $ 171,045,117 $ 283,644,156

Year PFRS TPAF Total
2018 $ 30,625,472 $ 740,341,056 $ 1,202,345,766
2019 52,958,899 1,175,650,200 1,803,897,242
2020 (16,703,271) 983,008,137 1,262,236,629
2021 (95,835,419) 551,152,948 13,924,991
2022 (52,101,358) 624,850,883 165,791,599
Thereafter 2,424,240 (1,714,363,628) (1,718,711,168)
Total $ (78,631,437) $ 2,360,639,596 $ 2,729,485,059

*The PERS deferred outflows/inflows of resources include the blended component units (New Jersey Building Authority and
New Jersey Schools Development Authority).

Actuarial Assumptions

The total pension liability for the June 30, 2017 measurement date was determined by actuarial valuations as of July 1, 2016,
which was rolled forward to June 30, 2017 using the following actuarial assumptions, applied to all periods in the measurement:

CPFPF JRS POPF SPRS

Actuarial cost method Entry Age Normal Entry Age Normal Entry Age Normal Entry Age Normal

Amortization method  Level percentage of pay Level percentage of pay  Level percentage of pay  Level percentage of pay

Remaining amortization

period 9 years

Asset valuation method

Five-year average of

market value

Inflation rate 2.25%
Salary increases:

Through 2025 N/A

Thereafter N/A
Investment rate of return 1.00%
Mortality rate table RP-2000
Period of actuarial

experience study N/A

upon which actuarial
assumptions were based

Five-year average of

30 years

market value

2.25%

2.00%
3.00%

7.00%
RP-2000

July 1,2011 -
June 30, 2014
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Five-year average of
market value

14 years 30 years

Five-year average of
market value

2.25% 2.25%
N/A 2.95%
N/A 3.95%

1.00% 7.00%

RP-2000 RP-2000

N/A July 1,2011 -

June 30,2014



Actuarial cost method
Amortization method

Remaining amortization period

Asset valuation method

Inflation rate

Salary increases:
Through 2026

Thereafter

Investment rate of return
Mortality rate table
Period of actuarial experience

study upon which actuarial
assumptions were based

PERS

PFRS

TPAF

Entry Age Normal
Level percentage of pay
30 years

Five-year average of
market value

2.25%

1.65% - 4.15%
based on age

2.65% - 5.15%
based on age

7.00%

RP-2000

July 1, 2011 -
June 30, 2014

N/A - This is a closed plan. There are no active employees.
Adjustments for mortality improvements are based on Society of Actuaries Scale AA.

Entry Age Normal
Level percentage of pay
30 years

Five-year average of
market value

2.25%

2.10% - 8.98%
based on age

3.10% - 9.98%
based on age

7.00%

RP-2000

July 1, 2010 -
June 30, 2013
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Entry Age Normal
Level dollar amount

30 years

20.0% of the difference between
the expected Actuarial Value and
market value is recognized each year

2.30% until June 30, 2026 /
2.60% thereafter

Varies based
on experience

Varies based
on experience

7.00%

Based on members' generational

mortality improvement

July 1, 2012 -
June 30, 2015



Long-Term Expected Rate of Return

In accordance with State statute, the long-term expected rate of return on plan investments (7.00% at June 30, 2017) is
determined by the State Treasurer, after consultation with the Directors of the Division of Investment and Division of Pensions
and Benefits, the board of trustees, and the actuaries. The long-term expected rate of return was determined using a building
block method in which best-estimate ranges of expected future real rates of return (expected returns, net of pension plan
investment expense and inflation) are developed for each major asset class. These ranges are combined to produce the long-
term expected rate of return by weighting the expected future real rates of return by the target asset allocation percentage and
by adding expected inflation. Best estimates of arithmetic rates of return for each major asset class included in pension plans’
target asset allocation as of June 30, 2017 are summarized in the following table:

JRS, SPRS, PERS, PFRS, TPAF

Long-Term
Target Expected Rate of
Asset Class Allocation Return

Absolute return/risk mitigation 5.00% 5.51%
Cash equivalents 5.50% 1.00%
U.S. Treasuries” 3.00% 1.87%
Investment grade credit 10.00% 3.78%
Public high yield 2.50% 6.82%
Global diversified credit 5.00% 7.10%
Credit oriented hedge funds 1.00% 6.60%
Debt related private equity 2.00% 10.63%
Debt related real estate 1.00% 6.61%
Private real asset 2.50% 11.83%
Equity related real estate 6.25% 9.23%
U.S. equity 30.00% 8.19%
Non-U.S. developed markets equity 11.50% 9.00%
Emerging markets equity 6.50% 11.64%
Buyouts/venture capital 8.25% 13.08%

*All CPFPF & POPF pension plans investments are in U.S. Treasuries at long-term expected rate of return of 1.00%
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Discount Rates

The discount rates used to measure the total pension liabilities of each pension plan as of June 30, 2017, are in the following
table. The single blended discount rate per pension plan was based on the long-term expected rate of return on pension plan
investments of 7.00% and a municipal bond rate of 3.58% as of June 30, 2017, based on the Bond Buyer GO 20-Bond Municipal
Bond Index, which includes tax-exempt general obligation municipal bonds with an average rating of AA/Aa or higher. The
projection of cash flows used to determine the discount rates assumed that contributions from plan members will be made at the
current member contribution rates and that contributions from employers will be made based on the contribution rate in the most
recent fiscal year. Based on those assumptions, the pension plans’ fiduciary net positions were projected to be available to make
projected future benefit payments of current plan members through crossover periods shown in the following table per pension
plan. Therefore, the long-term expected rate of return on plan investments was applied to projected benefit payments through the
crossover periods, and the municipal bond rate was applied to projected benefit payments after those periods in determining the
total pension liabilities.

Pension Plan Discount Rate
Consolidated Police and Firemen's Pension Fund 3.58%
Judiciary Retirement System 3.83%
Police and Firemen's Retirement System 6.14%
Prison Officers' Pension Fund 3.58%
Public Employees' Retirement System 5.00%
State Police Retirement System 4.42%
Teachers' Pension and Annuity Fund 4.25%

The following table represents the crossover period, if applicable, for each defined benefit plan:

CPFPF JRS PFRS POPF PERS SPRS TPAF
Period of projected
benefit payments for
which the following
rates were applied:
Long-term expected Not Through Through Not Through Through Through
rate of return applicable June 30, 2023 June 30,2057 applicable June 30,2040 June 30,2037 June 30, 2036
Municipal bond rate* All From From All From From From
periods July 1,2023  July 1, 2057 periods July 1,2040 July 1,2037 July 1,2036
and thereafter and thereafter and thereafter and thereafter and thereafter

* The municipal bond return rate used is 3.58%. The source is the Bond Buyer GO 20-Bond Municipal Bond Index, which
includes tax-exempt general obligation municipal bonds with an average rating of AA/Aa or higher.

111



Sensitivity of Net Pension Liability

The following presents the net pension liability of each pension plan calculated using the discount rates as disclosed above as
well as what each plan’s net pension liability would be if it were calculated using a discount rate that is one-percentage point
lower or one-percentage point higher than the current rate:

Pension At Current
Plan Rates Used At 1% Decrease Discount Rate At 1% Increase
CPFPF (2.58%, 3.58%, 4.58%) $ 5,819.905 §$ 5,492,117  $ 5,194,839
JRS (2.83%, 3.83%, 4.83%) 861,952,973 762,070,662 677,006,861
PFRS (5.14%, 6.14%, 7.14%) 7,277,192,381 5,952,979,113 4,866,463,098
POPF (2.58%, 3.58%, 4.58%) 1,190,286 856,395 555,217
PERS* (4.00%, 5.00%, 6.00%) 25,453,432,829 21,887,273,105 18,925,196,942
SPRS (3.42%, 4.42%, 5.42%) 4,177,923,905 3,362,776,779 2,713,454,218
TPAF (3.25%, 4.25%, 5.25%) 80,394,331,171 67,670,209,171 57,188,022,171

*Includes the blended component units of New Jersey Building Authority and New Jersey Schools Development Authority.
Additional Information

For additional information and supporting documents regarding GASB Statement No. 68, please refer to the New Jersey
Department of the Treasury, Division of Pensions website at: http://www.state.nj.us/treasury/pensions.

NOTE 17 — OTHER POSTEMPLOYMENT BENEFITS AND ACTIVE EMPLOYEE HEALTH
BENEFITS

General Information about the Other Postemployment Benefits (OPEB) Plans:
The State of New Jersey (the State) implemented Governmental Accounting Standards Board (GASB) Statement No. 75,
Accounting and Financial Reporting for Postemployment Benefits Other Than Pensions, for Fiscal Year 2018.

A. Descriptions of OPEB Plans

State Health Benefit State Retired Employees Plan:

The State Health Benefit State Retired Employees Plan (State Retired Plan) is a single-employer defined benefit OPEB plan that
is administered on a pay-as-you-go basis. It covers the State, State colleges and universities, the Palisades Interstate Park
Commission, and the New Jersey Building Authority (referred to collectively as “the employers”) for which the State is legally
obligated to pay for benefits. The State Retired Plan is treated as a cost-sharing multiple employer plan with a special funding
situation for allocating the total OPEB liability and related OPEB amounts since each employer mentioned above is required to
issue stand-alone financial statements. Accordingly, no assets are accumulated in a qualifying trust that meets the criteria in
paragraph 4 of GASB Statement No. 75. The State Retired Plan provides medical, prescription drug, and Medicare Part B
reimbursement to retirees and the covered dependents of the employees. The State also offers dental care to retirees, however,
since dental benefits are completely paid for by the retirees, there is no OPEB liability for these benefits.

In accordance with N.J.S.A. 52:14-17.32, the State is required to pay the premiums or periodic charges for health benefits of
State employees who retire with 25 years or more of service credit in, or retires on a disability pension from, one or more of the
following plans: the Judicial Retirement System (JRS), the State Police Retirement System (SPRS), the Teachers’ Pension and
Annuity Fund (TPAF), the Public Employees’ Retirement System (PERS), the Police and Firemen’s Retirement System (PFRS),
or the Alternate Benefit Program (ABP). In addition, N.J.S.A. 52:14-17.26 provides that for purposes of the State Retired Plan an
employee of Rutgers, the State University of New Jersey, and New Jersey Institute of Technology shall be deemed to be an
employee of the State. Further, Chapter 302, P.L. 1966 addresses the other State colleges and universities, whereas while these
institutions were provided autonomy from the State, their employees retained any and all rights to health benefits within the State
Retired Plan and are therefore classified as State employees.

N.J.S.A. 34:14 states that employees of the Palisades Interstate Park Commission whose salary is paid in full from funds
appropriated by the State shall be deemed to be employees of the State.

Pursuant to Chapter 78, P.L. 2011, future retirees eligible for postemployment medical coverage who have less than 20 years of
credible service on June 30, 2011 will be required to pay a percentage of the cost of their health care coverage in retirement
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provided they retire with 25 or more years of pension service. The percentage of the premium for which the retiree will be
responsible will be determined based on the retiree’s annual retirement benefit and level of coverage.

State Health Benefit Local Education Retired Employees Plan:

The State Health Benefit Local Education Retired Employees Plan (Local Education Retired Plan) is a multiple-employer
defined benefit OPEB plan that is administered on a pay-as-you-go basis. Accordingly, no assets are accumulated in a qualifying
trust that meets the criteria in paragraph 4 of GASB Statement No 75. The Local Education Retired Plan provides medical,
prescription drug, and Medicare Part B reimbursement to retirees and the covered dependents of local education employees. The
State also offers dental care to retirees, however, since dental benefits are completely paid for by the retirees, there is no OPEB
liability for these benefits.

The employer contributions for the participating local education employers are legally required to be funded by the State in
accordance with N.J.S.A. 52:14-17.32f. According to N.J.S.A. 52:14-17.32f, the State provides employer-paid coverage to
employees who retired from a board of education or county college with 25 years or more of service credit in, or retires on a
disability pension from one or more of the following plans: TPAF, PERS, PFRS, or ABP. Pursuant to Chapter 78, P.L. 2011,
future retirees eligible for postemployment medical coverage who have less than 20 years of creditable service on June 28, 2011
will be required to pay a percentage of the cost of their health care coverage in retirement provided they retire with 25 or more
years of pension service credit. The percentage of the premium for which the retiree will be responsible will be determined based
on the retiree’s annual retirement benefit and level of coverage.

State Health Benefit Local Government Retired Employees Plan:

The State Health Benefit Local Government Retired Employees Plan (Local Government Retired Plan) is a cost-sharing
multiple-employer defined benefit OPEB plan with a special funding situation and is administered on a pay-as-you-go basis.
Accordingly, no assets are accumulated in a qualifying trust that meets the criteria in paragraph 4 of GASB Statement No. 75 for
the special funding situation. It covers employees of local government employers that have adopted a resolution to participate in
the Local Government Retired Plan and the covered dependents of the employees. The special funding situation of the Local
Government Retired Plan provides medical and prescription drug coverage to local police officers and firefighters, who retire
with 25 years of service or on a disability retirement from an employer who does not provide postretirement medical coverage.
The State also offers dental care to retirees, however, since dental benefits are completely paid for by the retirees, there is no
OPEB liability for these benefits.

In accordance with Chapter 330, P.L. 1997, which is codified in N.J.S.A. 52:14-17.32i, the State provides medical and
prescription coverage to local police officers and firefighters, who retire with 25 years of service or on a disability pension from
an employer who does not provide postretirement medical coverage. Local employers were required to file a resolution with the
State of New Jersey Division of Pensions and Benefits in order for their employees to qualify for State-paid retiree health benefits
coverage under Chapter 330. The State also provides funding for retiree health benefits to survivors of local police officers and
firefighters who die in the line of duty under Chapter 271, P.L. 1989.

Pursuant to Chapter 78, P.L. 2011, future retirees eligible for postretirement medical coverage who have less than 20 years of
creditable service on June 28, 2011 will be required to pay a percentage of the cost of their health care coverage in retirement

provided they retire with 25 or more years of pension service credit. The percentage of the premium for which the retiree will be
responsible will be determined based on the retiree’s annual retirement benefit and level of coverage.

Employees Covered by Benefit Terms

The following employees were covered by benefit terms as of the June 30, 2017 measurement date:

State Local Education Local Government
Retired Plan* Retired Plan Retired Plan

Inactive employees or beneficiaries currently

receiving benefit payments 46,165 99,686 3,876
Inactive employees entitled to but not yet

receiving benefit payments - - -
Active employees 101,029 224,418 23,959
Total Plan Members 147,194 324,104 27,835

“Includes the New Jersey Schools Development Authority.

113



B. Special Funding Situations

State Health Benefit State Retired Employees Plan:

The State is legally required to pay for the OPEB benefit coverage for eligible retirees of the various State colleges and
universities. Therefore, these employers are considered to be in a special funding situation as defined by GASB Statement No. 75
and the State is treated as a nonemployer contributing entity. Since these entities do not contribute directly to the plan, there is no
total OPEB liability, deferred outflows of resources, or deferred inflows of resources to report in their respective financial
statements. The total OPEB liability at June 30, 2017 was $8,178,871,728 for this special funding situation.

State Health Benefit Local Education Retired Employees Plan:
A special funding situation exists for the participating local education employers according to N.J. S.A. 52:14-17.32f., where the
State is required to recognize the total nonemployer OPEB liability of $53,639,841,858 at June 30, 2017.

State Health Benefit Local Government Retired Employees Plan:

Under Chapter 330, P.L. 1997, the State shall pay the premium or periodic charges for the qualified local police and firefighter
retirees and dependents equal to 80 percent of the premium or periodic charge for the category of coverage elected by the
qualified retiree under the State managed care plan or a health maintenance organization participating in the program providing
the lowest premium or periodic charge. The State also provides funding for retiree health benefits to survivors of local police
officers and firefighters who die in the line of duty under Chapter 271, P.L. 1989.

Therefore, these employers are considered to be in a special funding situation as defined by GASB Statement No. 75 and the
State is treated as a nonemployer contributing entity. Since the local participating employers do not contribute under this
legislation directly to the plan, there is no total OPEB liability, deferred outflows of resources, or deferred inflows of resources to
report in the financial statements of the local participating employers related to this legislation. The total OPEB liability at June
30,2017 was $8,695,413,135 for this special funding situation.

C. Total OPEB Liability

The State of New Jersey total OPEB liability of $90,487,141,054 was determined by an actuarial valuation as of June 30, 2016,
which was rolled forward to June 30, 2017 measurement date.

State Local Education Local Government
Retired Plan* Retired Plan Retired Plan Total

Total OPEB Liability - Beginning $ 30,256,739,660 § 57,831,784,184 §  9,025,878,097 § 97,114,401,941

Changes for the Year:
Service cost 1,145,173,094 2,391,878,884 453,398,691 3,990,450,669
Interest on the total OPEB liability 885,680,293 1,699,441,736 276,174,004 2,861,296,033
Changes of assumptions (3,486,167,293) (7,086,599,129) (1,102,207,386) (11,674,973,808)
Changes in proportion (6,636,151) - 223,939,633 217,303,482
Benefit payments (685,231,656) (1,242,412,566) (53,064,311) (1,980,708,533)
Member and non-employer contributions 42,350,455 45,748,749 (132,157,062) (44,057,858)
Net investment income (1,825) - (336,921) (338,746)
Administrative expense (20,516) - 3,788,390 3,767,874

Net Changes in Total OPEB Liability (2,104,853,599) (4,191,942,326) (330,464,962) (6,627,260,887)

Total OPEB Liability - Ending $ 28,151,886,061 $ 53,639,841,858 $  8,695413,135 S  90,487,141,054

*Includes the New Jersey Schools Development Authority.
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D. Actuarial Assumptions and Other Inputs

The actuarial valuation for the June 30, 2017 total OPEB liability was determined using the following actuarial assumptions and
other inputs included in the measurement. The actuarial assumptions vary for each plan member depending on the pension plan
the member is enrolled in and are based on normal entry age into the plan. These assumptions are based on the results of actuarial
experience studies for the period of July 1, 2011 through June 30, 2014 for the JRS, SPRS, and PERS; July 1, 2010 through June
30, 2013 for the PFRS; and July 1, 2012 through June 30, 2015 for the TPAF and the ABP.

This actuarial valuation used the following actuarial assumptions, applied to all periods in the measurement:

Local Education Local Government
State Retired Plan Retired Plan Retired Plan
Inflation rate 2.50% 2.50% 2.50%
Salary increases:
Through 2026 1.55% - 8.98% 1.55% - 8.98% 1.65% - 8.98%
based on age/years of service based on age/years of service based on age
Thereafter 2.00% - 9.98% 2.00% - 9.98% 2.65% - 9.98%
based on age/years of service based on age/years of service based on age
Discount rate' 3.58% 3.58% 3.58%

! The source is the Bond Buyer GO 20-Bond Municipal Bond Index, which includes tax exempt general obligation

municipal bonds with an average rating of AA/Aa or higher.

Mortality Rates

The following mortality rates were applied for the State Retired Plan and Local Education Retired Plan.

Pre-Retirement Healthy Mortality: RP-2014 Headcount-Weighted Healthy Employee Male/Female Mortality Table
with Fully Generational Mortality Improvement Projections from the central year using Scale MP-2017.

Post-Retirement Healthy Mortality: RP-2014 Headcount-Weighted Healthy Annuitant Male/Female Mortality Table
with Fully Generational Improvement Projections from the central year using Scale MP-2017.

Disabled Mortality: RP-2014 Headcount-Weighted Disabled Male/Female Mortality Table with Fully Generational
Improvement Projections from the central year using Scale MP-2017.

The following mortality rates were applied for the Local Government Retired Plan.

Pre-Retirement Healthy Mortality: RP-2006 Headcount-Weighted Healthy Employee Male/Female Mortality Table
with Fully Generational Mortality Improvement Projections from the central year using Scale MP-2017.

Post-Retirement Healthy Mortality: RP-2006 Headcount-Weighted Healthy Annuitant Male/Female Mortality Table
with Fully Generational Improvement Projections from the central year using Scale MP-2017.

Disabled Mortality: RP-2006 Headcount-Weighted Disabled Male/Female Mortality Table with Fully Generational
Improvement Projections from the central year using Scale MP-2017.
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Health Care Trend Assumptions — All Plans

e  For pre-Medicare preferred provider organization (PPO) and health maintenance organization (HMO) medical benefits,
the trend rate is initially 5.9% and decreases to a 5.0% long-term trend rate after nine years.

e  For self-insured post-65 PPO medical benefits, the trend rate is 4.5%. For prescription drug benefits, the initial trend
rate is 10.5% decreasing to a 5.0% long-term trend rate after eight years.

e  For the Medicare Part B reimbursement, the trend rate is 5.0%. The Medicare Advantage trend rate is 4.5% and will

continue in all future years.

Sensitivity of the Total OPEB Liability to Changes in the Discount Rate as of June 30, 2017:

At 1% At Current At 1%
Decrease (2.58%) Discount Rate (3.58%) Increase (4.58%)
State Retired Plan* $ 33,084,714,495 S 28,151,886,061 S 24.217,116,570
Local Education Retired Plan 63,674,362,200 53,639,841,858 45,680,364,953
Local Government Retired Plan 10,256,499,015 8,695,413,135 7,456,717,795
Total $ 107,015,575,710  $ 90,487,141,054  $ 77,354,199,318

Sensitivity of the Total OPEB Liability to Changes in the Healthcare Cost Trend Rates as of June 30, 2017:

E.

At 1% Decrease

At Current
Health Care
Trend Rate

At 1% Increase

State Retired Plan* $ 23,406,062,565
Local Education Retired Plan 44,113,584,560
Local Government Retired Plan 7,226,142.275

$ 28,151,886,061

53,639,841,858
8,695,413,135

$ 34,330,195,415
66,290,599,457
10,608,574,036

Total $ 74,745,789,400

$ 90,487,141,054

$ 111,229,368,908

*Includes the New Jersey Schools Development Authority.

OPEB Expense, Deferred Outflows of Resources, and Deferred Inflows of Resources Related to OPEB

For the Fiscal Year ending June 30, 2018, the State recognized OPEB expense of $5,598,212,841. At June 30, 2018, the State
reported deferred outflows of resources and deferred inflows of resources related to OPEB from the following sources:

Local Education

State Retired Plan* Retired Plan
Deferred Deferred Deferred Deferred
Outflows of Inflows of Outflows of Inflows of
Resources Resources Resources Resources
Changes of assumptions $ - § 3,083,554,406 $ - $ 6,343,769,032
Net difference between projected and
actual investment earnings on
OPEB plan investments 8,070 - - -
Changes in proportion 63,335,837 69,147,405 99,843,255 99,843,255
Benefit payments subsequent to the
measurement date 653,289,000 - 1,201,941,000 -
Total $ 716,632,907 $§  3,152,701,811 $§ 1,301,784,255 § 6,443,612,287
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Local Government

Retired Plan Total
Deferred Deferred Deferred Deferred
Outflows of Inflows of Outflows of Inflows of
Resources Resources Resources Resources
Changes of assumptions - 965,116,915 - 10,392,440,353
Net difference between projected and
actual investment earnings on
OPEB plan investments 1,490,139 - 1,498,209 -
Changes in proportion 311,723,840 - 474,902,932 168,990,660
Benefit payments subsequent to the
measurement date 53,071,000 - 1,908,301,000 -
Total $ 366,284,979 $ 965,116,915 $ 2,384,702,141 $ 10,561,431,013

Amounts reported as deferred outflows of resources related to OPEB resulting from benefit payments due subsequent to the
measurement date will be recognized as a reduction of the total OPEB liability in the year ended June 30, 2019.

For the Fiscal Year Ending June 30,

State Local Education Local Government

Year Retired Plan* Retired Plan Retired Plan Total
2018 $ (403,436,376) $ (742,830,097) $ (92,345,120) $ (1,238,611,593)
2019 (403,436,376) (742,830,097) (92,345,120) (1,238,611,593)
2020 (403,436,376) (742,830,097) (92,345,120) (1,238,611,593)
2021 (403,436,378) (742,830,097) (92,345,121) (1,238,611,596)
2022 (403,438,394) (742,830,097) (92,717,655) (1,238,986,146)
Therefore (1,072,174,004) (2,629,618,547) (189,804,800) (3,891,597,351)
Total $ (3,089,357,904) $ (6,343,769,032) $ (651,902,936) $ (10,085,029,872)

*Includes the New Jersey Schools Development Authority.

F. Active Employee Health Benefits

The State sponsors and administers the State Health Benefit Program (SHBP). The following programs cover substantially all
State and local government employees:

State Health Benefit State Fund — Local Education Active (including Prescription Drug Program Fund) — N.J.S.A 52:14-
17.46a established the School Employees Health Benefits Program Fund which provides medical coverage to qualified active
education participants. Also, education employees are eligible for the Prescription Drug Program coverage after 60 days of
employment.

State Health Benefit State Fund — Local Government Active (including Prescription Drug Program Fund) — N.J.S.A 52:14-

17.38b established rules allowing for the participation of non-State employers to participate in the SHBP. Also, local employees
are eligible for the Prescription Drug Program coverage after 60 days of employment.
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State Health Benefit State Fund — State Active (including Prescription Drug Program Fund) — N.J.S.A 52:14-17.25 provides
medical coverage to qualified active State participants. The Prescription Drug Program was established in December 1974, under
N.J.S.A. 52:14-17.29 to provide coverage to employees and their eligible dependents for drugs which under federal or State law
may be dispensed only upon prescription written by a physician. State employees are eligible for Prescription Drug Program
coverage after 60 days of employment.

Additional information on the available plans can be accessed via the New Jersey Division and Pensions and Benefits website
at: http://www.state.nj.us/treasury/pensions.

NOTE 18 - COMPONENT UNITS
A. Authorities

Managed independently of the appropriated budget process, the Authorities are legally separate entities with powers generally
vested in a governing board. Established for the benefit of the State's citizenry, Authorities exist for a variety of purposes such as
financing economic development, public transportation, low-cost housing, environmental protection, and capital development for
health and education. Unlike the State itself, Authorities are not subject to State constitutional restrictions on the incurrence of
debt; however, similar to the State, Authorities may issue bonds and notes within legislatively authorized amounts.

With the approval of the State Senate, the Governor appoints the members of the board of most Authorities. Authorities
generally submit annual reports to the Governor, the State Legislature, and the Director, Division of Budget and Accounting on
their operations and finances accompanied by an independent auditor's report thereon. Authorities also submit annual budget
information on operations and capital construction to the Governor and the State Legislature. From time to time, the Governor
has exercised the statutory power to veto actions.

The activities of the Garden State Preservation Trust, the New Jersey Building Authority, the New Jersey Schools Development
Authority, the New Jersey Transportation Trust Fund Authority, and the Tobacco Settlement Financing Corporation have been
blended into the financial activities of the State as Special Revenue Funds.

In accordance with GASB Statement No. 14, The Financial Reporting Entity, and GASB Statement No. 61, The Financial
Reporting Entity: Omnibus, an amendment of GASB Statements No. 14 and No. 34, all other Authorities have been presented
discretely as major and non-major component units in the State’s financial statements. These component units are included in the
State’s reporting entity because of the significance of their operational or financial relationship with the State. Financial
statements for the Authorities are derived from their most recently issued financial statements. Descriptions of the discretely
presented Authorities, addresses and websites from which separately issued audited financial statements and accompanying notes
may be obtained, are provided below:

Casino Reinvestment Development Authority (N.J.S.A. 5:12-153)
15 S. Pennsylvania Avenue
Atlantic City, New Jersey 08401
https://njerda.com

The Casino Reinvestment Development Authority (CRDA) was created to maintain public confidence in the casino gaming
industry as a tool of urban redevelopment throughout New Jersey, and to facilitate the direct redevelopment of blighted areas by
providing eligible projects in which licensees (casinos) can invest. CRDA encourages investment in, or financing of, projects
which are made as part of a comprehensive plan to improve blighted areas or targeted to benefit low-income through middle-
income residents. CRDA is also responsible for promoting the tourist industry in New Jersey, especially in Atlantic County.

Within the Atlantic City Tourism District, the Authority has jurisdiction to implement initiatives to promote cleanliness, safety

and commercial development, institute coordinated public safety improvements, undertake redevelopment projects, adopt a
tourism district master plan and impose use regulations.
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Higher Education Student Assistance Authority (N.J.S.A. 18A:71A-1 et. seq.)
4 Quakerbridge Plaza, P.O. Box 547
Trenton, New Jersey 08625-0547
https://www.hesaa.org

New Jersey’s Higher Education Student Assistance Authority (HESAA) was established to provide a single statewide agency
for the coordination and delivery of student financial assistance. HESAA serves as the Guaranty Agency for the Federal Family
Education Loan (FFEL) program and the issuer of State of New Jersey College Loans to Assist State Students (NJCLASS)
supplementary loan program. In addition to administering the delivery of a number of needs-based and merit-based State
scholarship programs, to include Tuition Aid Grants (TAG), New Jersey Student Tuition Assistance Reward Scholarship
(NJSTARS), and World Trade Center Scholarship Fund, HESAA oversees the State’s 529 College Savings Program, known as
the New Jersey Better Educational Savings Trust (NJBEST).

New Jersey Economic Development Authority (N.J.S.A. 34:1B-4)
36 West State Street, P.O. Box 990
Trenton, New Jersey 08625-0990
https://www.njeda.com

The New Jersey Economic Development Authority is authorized to arrange long-term, low-interest financing, as well as other
forms of assistance to private firms and companies, for the purpose of maintaining and expanding employment opportunities and
enlarging New Jersey’s tax base for State and local governments.

New Jersey Educational Facilities Authority (N.J.S.A. 18A:72A-4)
103 College Road East, 2" Floor
Princeton, New Jersey 08540-6612
https://www.nj.gov/njefa

The New Jersey Educational Facilities Authority (NJEFA) provides a means for New Jersey public and independent colleges
and universities to construct additional facilities through the financial resources of a public authority empowered to sell their debt
instruments (bonds, notes, and other obligations). NJEFA may finance academic and auxiliary facilities for the State’s public and
independent institutions of higher education.

New Jersey Infrastructure Bank (N.J.S.A. 58:11B-4)
3131 Princeton Pike, Bldg. 4, Suite 216
Lawrenceville, New Jersey 08648-2201

https://www.njib.gov

On October 14, 2016, the Governor signed into law an amendment of the Trust Enabling Act. The amendments changed the
name of the Trust to the New Jersey Infrastructure Bank and authorizes the Trust to fund local transportation infrastructure
projects in addition to environmental infrastructure projects with separately appropriated funds.

The New Jersey Infrastructure Bank provides low-cost financing for the construction of infrastructure projects that enhance and
protect ground and surface water resources, ensure the safety of drinking water supplies, and make possible responsible and
sustainable economic development.

Working in partnership with the New Jersey Department of Environmental Protection, the Bank has devised a system to
leverage the funds available from the federal government to make money available at the lowest possible cost. The financing
program has provided funds to local and county government units, as well as some private water companies, to finance
wastewater systems, combined sewer overflow abatement, nonpoint source pollution control, safe drinking water supplies, and
open space acquisition.
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New Jersey Health Care Facilities Financing Authority (N.J.S.A. 26:21-4)
22 South Clinton Avenue, Station Plaza, Bldg. #4
P.O. Box 366
Trenton, New Jersey 08625-0366
https://www.njhcffa.com

The New Jersey Health Care Facilities Financing Authority provides low-cost capital financing for the State’s public and private
not-for-profit health care institutions.

New Jersey Housing and Mortgage Finance Agency (N.J.S.A. 55:14K-4)
637 South Clinton Avenue, P.O. Box 18550
Trenton, New Jersey 08650-2085
https://www.nj.gov/dca/hmfa/

The Housing and Mortgage Finance Agency (HMFA) makes mortgage and improvement loans to nonprofit and limited
dividend sponsors for the construction or major rehabilitation of rental apartment housing for low-income through moderate-
income families and senior citizens. In addition to providing financing, HMFA monitors and provides technical support in the
planning, construction, and management of all developments in its portfolio. Its mortgage loan funds come from the sale of tax-
exempt revenue bonds.

In promoting the availability of affordable homeownership financing, HMFA also provides low-interest mortgage and
improvement loans to eligible residents throughout the State. Proceeds from the sale of tax-exempt mortgage revenue bonds
enable the Agency to finance the purchase and improvement of one to four unit residences.

New Jersey Redevelopment Authority (P.L. 1996, c.62)
150 West State Street, 2" Floor, P.O. Box 790
Trenton, New Jersey 08625-0790
https://www.njra.us

The New Jersey Redevelopment Authority provides assistance in the redevelopment and revitalization of New Jersey cities.
The Authority provides financial, managerial, and technical assistance to persons, firms, or corporations that wish to undertake
industrial, commercial, or civic projects within qualified municipalities.

New Jersey Sports and Exposition Authority (N.J.S.A. 5:10-4)
One DeKorte Park Plaza
P.O. Box 640
Lyndhurst, New Jersey 07071
http://www.njsea.com

The New Jersey Sports and Exposition Authority (NJSEA) owns, operates, and manages a variety of sports, entertainment,
wagering, and convention facilities throughout New Jersey; it also has been responsible for the financing, construction, and
management of the Meadowlands Racetrack, the IZOD Center, and the MetLife stadium. In addition to being authorized to issue
bonds and notes and provide the terms and security thereof, NJSEA is charged with the responsibility to own, operate, and build
various facilities for athletic and entertainment events, trade shows, and other expositions located throughout the State. Effective
February 5, 2015, the New Jersey Meadowlands Commission merged and became part of the New Jersey Sports and Exposition
Authority.
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New Jersey Transit Corporation (N.J.S.A. 27:25-1)
One Penn Plaza East
Newark, New Jersey 07105
https://www.njtransit.com

New Jersey Transit Corporation (NJ TRANSIT) is empowered to acquire, own, operate, and contract for the operation of public
transportation services. Both the State, by legislative appropriation, and the federal government, by defined formula grants under
the Federal Transit Administration, provide NJ TRANSIT with operating subsidies. NJ TRANSIT uses these subsidies to operate
public transportation services through bus and commuter rail subsidiaries.

NJ TRANSIT also contracts with several motor bus carriers for certain transportation services; under these contracts, NJ
TRANSIT has the right to set fares and coordinate service levels and schedules. In addition, NJ TRANSIT contracts with the
National Railroad Passenger Corporation (Amtrak) for the use of Amtrak's Northeast Corridor, including the cost of maintaining
right-of-way as well as propulsion costs.

New Jersey Turnpike Authority (N.J.S.A. 27:23-3)
1 Turnpike Plaza, P.O. Box 5042
Woodbridge, New Jersey 07095-5042
http://www.njta.com/

The New Jersey Turnpike Authority is authorized to construct, maintain, repair, and operate turnpike projects at locations
established by law. Subject to prior approval by the Governor and by either or both the State Treasurer and the Director, Division
of Budget and Accounting, the Authority also may issue turnpike revenue bonds or notes that are payable solely from Authority
tolls and other revenues.

New Jersey Water Supply Authority (N.J.S.A. 58:1B-1)
1851 State Route 31, P.O. Box 5196
Clinton, New Jersey 08809
http://www.njwsa.org

The New Jersey Water Supply Authority is authorized to acquire, finance, construct, and operate water supply systems. The
Authority currently operates and maintains the Delaware and Raritan Canal Transmission Center, the Spruce Run/Round Valley
Reservoirs Complex, and the Manasquan Reservoir Water Supply System. Upon the request of a municipality, county, the State,
or agencies thereof, the Authority may enter into a contract to provide services for any water system project. All projects
undertaken by the Authority shall conform to the recommendations of the New Jersey Statewide Water Supply Plan. Bonds of
the Authority may be issued to finance these projects, and the debt service on the bonds is payable from the revenues and other
funds of the Authority.

South Jersey Port Corporation (N.J.S.A. 12:11A-2)
101 Joseph A. Balzano Blvd.
Camden, New Jersey 08103
http://southjerseyport.com

The South Jersey Port Corporation is empowered to establish, acquire, construct, rehabilitate, improve, operate, and maintain
marine terminals in the South Jersey Port District, to include Mercer, Burlington, Camden, Gloucester, Salem, Cumberland, and
Cape May counties. To this end, the Corporation may issue tax-exempt revenue bonds subject to the provisions and restrictions
of its Marine Terminal Bond Resolution, which mandates the distribution of funds to various Port Corporation funds.

South Jersey Transportation Authority (P.L. 1991, ¢.252)
Farley Service Plaza, P.O. Box 351
Hammonton, New Jersey 08037
https://www.sjta.com

The South Jersey Transportation Authority is authorized and empowered to acquire, construct, maintain, operate, and support
transportation projects to include the Atlantic City Expressway, the Atlantic City International Airport terminal, and the parking
facilities in Atlantic City. Subject to prior approval by the Governor and by either or both the State Treasurer and the Director,
Division of Budget and Accounting, the Authority also may issue revenue bonds or notes, which are payable solely from
Authority tolls and other revenues.
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University Hospital (P.L. 2012, c.45)
150 Bergen Street
Newark, New Jersey 07103
http://www.uhnj.org

In accordance with Public Law 2012, c.45, the “New Jersey Medical and Health Science Education and Restructuring Act” (the
Restructuring Act), effective July 1, 2013, University Hospital (the Hospital), a public institution of healthcare and a body politic
of the State of New Jersey was separated from University of Medicine and Dentistry of New Jersey as a new stand-alone entity
and is the primary teaching hospital for the Newark-based schools of the Rutgers School of Biomedical and Health Sciences.
The Hospital shall maintain its public mission to provide a comprehensive healthcare program and services in collaboration with
the Newark-based schools of the Rutgers School of Biomedical and Health Sciences. The Hospital is committed to act in
accordance with the spirit and intent of the “Agreements Reached between Community and Government Negotiators Regarding
New Jersey College of Medicine and Dentistry and Related Matters of April 30, 1968.”

B. Colleges and Universities

Enactment of P.L. 1986, c.42 and c.43, provided autonomous status for New Jersey’s eight State colleges and universities. Prior
to the July 1, 1987 effective date of this legislation, revenues and expenses for these public institutions of higher education were
included in the General Fund of the State of New Jersey.

The financial statements of all eleven of the State’s Senior Public institutions of higher education (three Public Research
universities and the aforementioned eight State colleges and universities) have been prepared in accordance with GASB
Statement No. 35, Basic Financial Statements — and Management’s Discussion and Analysis — for Public Colleges and
Universities. Due to the significance of their operational or financial relationships and fiscal dependency with the State, these
component units are included in the State’s reporting entity. State appropriations, tuition, federal grants, and private donations
and grants provide funding for these institutions. Based upon the relative size of assets, liabilities, revenues, and expenses in
relation to the total, the financial statements of these institutions have been presented discretely in either the major or non-major
categories in both the Statement of Net Position and the Statement of Activities. In addition, pursuant to GASB Statement No.
39, Determining Whether Certain Organizations are Component Units, the financial statements of all eleven institutions include
financial activities related to their foundations and other similar organizations.

Separately issued independent audited financial statements and accompanying notes may be obtained directly from the State’s
Senior Public institutions of higher education at the following addresses and websites:

The College of New Jersey Stockton University

(N.J.S.A. 18A:62-1) (N.J.S.A. 18A:62-1)

2000 Pennington Road 101 Vera King Farris Drive, N119

Ewing, New Jersey 08628 Galloway, New Jersey 08205
https://tenj.pages.tenj.edu/ https://www.stockton.edu

Kean University Rowan University

(N.J.S.A. 18A:62-1) (N.J.S.A. 18A:62-1)

1000 Morris Avenue 201 Mullica Hill Road

Union, New Jersey 07083 Glassboro, New Jersey 08028
https://www.kean.edu https://www.rowan.edu/home/

Montclair State University Rutgers, The State University of New Jersey
(N.J.S.A. 18A:62-1) (N.J.S.A. 18A:65-1)

One Normal Avenue University Accounting, West Wing, 2nd floor
Montclair, New Jersey 07043 33 Knightsbridge Road
https://www.montclair.edu Piscataway, New Jersey 08854

https://www.rutgers.edu

New Jersey City University Thomas Edison State University
(N.J.S.A. 18A:62-1) (N.J.S.A. 18A:62-1)

2039 John F. Kennedy Boulevard 111 West State Street

Jersey City, New Jersey 07305 Trenton, New Jersey 08608
httns://www.nicu.edu https://www.tesu.edu
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https://www.njcu.edu/
https://www.tesu.edu/

New Jersey Institute of Technology William Paterson University of New Jersey

(N.J.S.A. 18A:64E-14) (N.J.S.A. 18A:62-1)

323 Martin Luther King Jr. Boulevard 300 Pompton Road
General Accounting Office Wayne, New Jersey 07470
Fenster Hall, Room 550 https://www.wpuni.edu
University Heights

Newark, New Jersey 07102-1982
https://www.niit.edu

Ramapo College of New Jersey
(N.J.S.A. 18A:62-1)

505 Ramapo Valley Road
Mahwah, New Jersey 07430
https://www.ramapo.edu

NOTE 19 - CONTINGENT LIABILITIES
General Fund

At any given time, there are various numbers of tort, contract, and other claims and cases pending against the State, State
agencies, and employees, seeking recovery of monetary damages. The claims filed can represent significant amounts and
include, but are not limited to, issues regarding pensions and education funding. The majority of these claims have historically
proven to be substantially less value than originally claimed. The State does not formally estimate its reserve representing
potential exposure for these claims and cases. As of June 30, 2018, the exact amount involved in these legal proceedings is not
fully determinable.

Unapplied overpayments of Corporation Business Tax are recorded when a final determination is made as to the ultimate
disposition of the overpayment. These overpayments only become a liability based upon a taxpayer filing a request for the
refund. As of June 30, 2018, there were approximately $1,058.0 million of overpayments.

New Jersey Lawyers’ Fund for Client Protection

Claims of approximately $10.8 million have been filed against this Fund by individuals and companies seeking reimbursement
for losses resulting from the alleged dishonest conduct by members of the Bar of the State of New Jersey. Under present rules
and regulations of the Fund, the total maximum amount that may be awarded from this Fund is $6.2 million. The ultimate
disposition of these claims is not determinable at this time.

New Jersey Spill Compensation Fund

Various claims totaling approximately $3.1 million have been filed against this Fund by third parties for damages caused by
spills. In addition, there are a number of similar claims for unspecified dollar amounts which are pending. The ultimate
disposition of these claims is not determinable at this time.

Property Tax Relief Fund

Unapplied overpayments of Gross Income Tax are recorded when a final determination is made as to the ultimate disposition of
the overpayment. These overpayments only become a liability based upon a taxpayer filing a request for the refund. As of June
30, 2018, there were approximately $2,297.0 million of overpayments.

Sanitary Landfill Facility Contingency Fund

Various claims totaling approximately $20.1 million have been filed against this Fund by individuals, local municipalities, and
school districts. In addition, there are a number of similar claims for unspecified dollar amounts which are pending. The
ultimate disposition of these claims is not determinable at this time.

Medical Malpractice Self Insurance Fund

The State has the ultimate liability for tort and malpractice claims in excess of the resources of the Fund. The University of
Medicine and Dentistry of New Jersey (UMDNJ) — Self-Insurance Reserve Fund was dissolved as of July 1, 2013. A new fund
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was established, the Medical Malpractice Self-Insurance Fund, which encompasses three successor entities; University Hospital,
Rowan University, which includes UMDNJ’s former school of Osteopathic Medicine, and Rutgers University, which now
includes all other components of the former UMDNIJ. As of June 30, 2018 projected unpaid claims were $158.8 million. Fund
management is presently evaluating the claims. There has been no determination as to the ultimate amount for which this Fund
will be liable.

Capital Projects Funds

Due to delays in construction and design problems, various claims for damages have been filed with respect to the Special
Transportation Fund in the amount of $33.3 million. Fund management is presently evaluating the claims. There has been no
determination as to the ultimate amount for which this Fund will be liable.

Federal Programs

Under the terms of various grant awards, expenditures from federal funds are subject to audit. As of June 30, 2018, audits of
expenditures for Fiscal Year 2017 and prior years may not be completed. Disallowances which may result from these audits are
not determinable at this time. In addition, Medicaid disallowances may be issued during federal Fiscal Year 2018 (which ends
September 30, 2018) or 2019 (which ends September 30, 2019) based on a series of federal Office of the Inspector General
program audits of claim documentation and cost allocation methodologies. The Department of Human Services disputes these
findings and is taking steps to minimize the final impact of these audits. Nineteen audits, which in the aggregate total in the
hundreds of millions of dollars, are currently in draft or final form but, due to the possible revisions or appeals, the final amounts
and timing of any repayments are uncertain. The State is unable at this time to estimate its exposure.

The Adoption Assistance Program provides funds to states to facilitate the timely placement of children with adoptive families
whose special needs or circumstances would otherwise make it difficult to place. Authorized under Title IV-E of the Social
Security Act, the program provides federal matching funds of 50 percent to the State. Currently, there are approximately 15,000
contracts entered into whereby the State agrees to provide family assistance payments until the child turns 18 or some other
ineligibility occurs. Federal money is reimbursed subsequent to the claim approval process. The State is currently obligated to
pay approximately $932.0 million in monthly payments and to receive federal matching funds of approximately $466.0 million
over the life of the contracts.

New Jersey Economic Development Authority Incentive Programs

The State of New Jersey through the New Jersey Economic Development Authority (NJEDA) provides various types of tax
incentive programs to qualifying businesses. The objectives are to help stimulate business development, job creation, and
community revitalization in New Jersey. The businesses must meet certain statute and program requirements to qualify and must
annually certify that all eligibility criteria have been met. There are currently ten programs approved for future cash or tax
incentive credits, some of which have been discontinued, but the approved amounts are still available for future use. As of June
30, 2018, the State approved $7.8 billion in incentives to be issued through fiscal year 2040, which are subject to each recipient
attaining the milestones set forth in each respective program. Historically, the full amount of available incentives are not utilized.
A portion of the incentives are forfeited or otherwise reduced due to non-compliance. Once earned, the tax incentive credits can
be utilized to offset corporation business tax, insurance premium tax, and in some instances, gross income tax liabilities. For
more information, please see https://www.njeda.com/financing_incentives/All-Programs.

NOTE 20 - SUBSEQUENT EVENTS
Short-term Obligations

For Fiscal Year 2019, the State authorized the issuance of short-term notes. The short-term note proceeds are to be used to provide
effective cash flow management to fund the timing imbalances that occur in the collection of revenues and the disbursement of
appropriations. On July 1, 2018, the State authorized $2.0 billion of Tax and Revenue Anticipation Notes though a private placement;
Series Fiscal 2019 A totaling $1.0 billion and Fiscal 2019 B totaling $1.0 billion. $1.0 billion of Series Fiscal 2019 A was issued on
August 30, 2018, and $500.0 million of Series Fiscal 2019 B was issued on December 13, 2018. The Notes were issued at a rate equal to
the Securities Industry and Financial Markets Association municipal swap index plus 43.5 basis points, with accrued interest payable at
final maturity on June 27, 2019.
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Long-term Obligations

On October 17, 2018, the New Jersey Transportation Trust Fund Authority (TTFA) issued $1.6 billion of Transportation Program
Refunding Bonds Series 2018 A. Interest on the bonds ranges from 4.0 to 5.0 percent per annum and is payable June 15 and December 15,
commencing on June 15, 2019.

On October 24, 2018, the New Jersey Economic Development Authority (NJEDA) remarketed $335.1 million of State Lease Revenue
Refunding Bonds 2017 Series A and B. Interest on the bonds ranges from 3.8 to 5.0 percent per annum and is payable June 15 and
December 15, commencing on December 15, 2018.

On November 20, 2018, the New Jersey Sports and Exposition Authority (NJSEA) issued $99.4 million of State Contract Refunding
Bonds Series 2018 A. Interest on the bonds ranges from 4.0 to 5.0 percent per annum and is payable March 1 and September 1,
commencing on March 1, 2019.

On November 28, 2018, the New Jersey Economic Development Authority (NJEDA) issued $350.0 million of School Facilities
Construction Bonds Series 2018 EEE, and $50.5 million of School Facilities Construction Refunding Bonds Series 2018 FFF. Interest on
the bonds ranges from 4.6 to 5.0 percent per annum and is payable June 15 and December 15, commencing on June 15, 2019.

On January 16, 2019, the New Jersey Transportation Trust Fund Authority (TTFA) issued $750.0 million of Transportation Program
Bonds Series 2019 AA. Interest on the bonds ranges from 3.8 to 5.0 percent per annum and is payable June 15 and December 15,
commencing on June 15, 2019.

Litigation

In 2009 the Tobacco Settlement Financing Corporation (TSFC) filed a claim against Lehman Brothers Holding Company (LBHI) and
Lehman Brothers Special Financing, Inc. (LBSF) for its guaranteed return on investment of $81.6 million from investments held at Lehman
Brothers prior to their Chapter 11 bankruptcy. In August 2015, a settlement was reached in the amount of $53 million for both claims. The
TSFC’s claim against LBSF is expected to be treated as a Class 4A Claim, while the TSFC’s claim against LBHI is expected to be treated
as a Class 9A Claim. On October 1, 2015, TSFC received $30.2 million in settlement payments. Additional payments totaling $1.5 million
were received during fiscal year 2016, $1.4 million during fiscal year 2017, $1.3 million during fiscal year 2018, and $0.6 million to date,
during fiscal year 2019. At this time, it is not known by management if any additional payments will be received.

Pension Plans

The State Treasurer has authorized a 5 year plan to gradually reduce the assumed rate from 7.5% to 7.0%. Under the administration’s 5
year plan, the assumed rate will drop from 7.5% to 7.3% effective with the July 1, 2019 actuarial valuations (Fiscal Year 2021) and then
from 7.3% to 7.0% effective with the July 1, 2021 actuarial valuations (Fiscal Year 2023).

On July 3, 2018, L. 2018, c. 55 was enacted providing for the transfer of management of the Police and Firemen’s Retirement System
(“PFRS”) from the New Jersey Department of the Treasury, Division of Pensions and Benefits, to a newly constituted twelve-member
PFRS Board of Trustees. The new Board will oversee the management of PFRS, have the authority to direct investment decisions, and
adjust benefit levels.

Collective Bargaining Agreement
The Communication Workers of America (“CWA?”) ratified a new four-year contract effective July 1, 2019 through June 30, 2023. It

provides annual across the board 2% salary increases for each of the four years. The State is anticipated to save about $70 million annually
in health care costs through the implementation of a new health plan, which will limit payments to out of network providers.
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