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Independent Auditor's Report

The Board of Trustees
State of New Jersey
Police and Firemen’s Retirement System

We have audited the accompanying statement of iidpoet assets of the State of New Jersey Police
and Firemen’s Retirement System (the System) a3uoé 30, 2011, and the related statement of
changes in fiduciary net assets for the year tinele@ These financial statements are the respbitysib

of the System’s management. Our responsibility isxpress an opinion on these financial statements
based on our audits. The financial statemente@®Slystem as of June 30, 2010 were audited by other
auditors whose report dated October 27, 2010 egpdesn unqualified opinion on those financial
statements.

We conducted our audit in accordance with audistasndards generally accepted in the United States
of America. Those standards require that we prahperform the audit to obtain reasonable assurance
about whether the financial statements are freematerial misstatement. An audit includes
consideration of internal control over financiapogting as a basis for designing audit procedunas t
are appropriate in the circumstances, but not F& purpose of expressing an opinion on the
effectiveness of the System’s internal control ofreancial reporting. Accordingly, we express no
such opinion. An audit includes examining, on st teasis, evidence supporting the amounts and
disclosures in the financial statements. An aaldiv includes assessing the accounting principgdes u
and significant estimates made by management, dsawevaluating the overall financial statement
presentation. We believe that our audit providesagonable basis for our opinion.

In our opinion, the financial statements referredabove present fairly, in all material respedi® t
financial position of State of New Jersey Police &iremen’s Retirement System as of June 30, 2011,
and changes in its financial position for the ydan ended in conformity with accounting principles
generally accepted in the United States of America.

Management’s Discussion and Analysis and the supgiéary information included in the schedule of
funding progress and schedule of employer coninbst(schedules 1 and 2) are not a required part of
the basic financial statements but are supplememésrmation required by the accounting principles
generally accepted in the United States of Amerld&e have applied certain limited procedures, which
consisted principally of inquiries of managemengareling the methods of measurement and
presentation of the required supplementary infolwnatHowever, we did not audit the information and
express no opinion on it.

Member of

1 International



Our audit was made for the purpose of forming amiop on the basic financial statements taken as a
whole. The 2011 schedule of changes in fiduciagly assets by fund (schedule 3) is presented for
purposes of additional analysis and is not a reguart of the basic financial statements of th&t&y.
Such information has been subjected to the audpiragedures applied in the audit of the basic
financial statements, and, in our opinion, is pnése fairly, in all material respects, in relatitinthe
basic financial statements taken as a whole.

%WALA

Mt. Laurel, New Jersey
November 1, 2011



STATE OF NEW JERSEY
POLICE AND FIREMEN’S RETIREMENT SYSTEM

Management's Discussion and Analysis
June 30, 2011 and 2010

Our discussion and analysis of the financial penéoice of the Police and Firemen’s Retirement System
(the System or PFRS) provides an overview of thetéy's financial activities for the fiscal yearsded
June 30, 2011 and 2010. Please read it in confumetith the basic financial statements and findrst@ement
footnotes, which follow this discussion.

Financial Highlights
2011 - 2010

. Net assets held in trust for pension benefits amed by $1,448,550,068 as a result of fiscal yoan'a
operations from $19,844,137,816 to $21,292,687,884.

. Additions for the year are $3,181,924,007, whick aomprised of member and employer pension
contributions of $110,443,152 and net investmecwrime of $3,071,480,855.

. Deductions for the year are $1,733,373,939, whieh @mprised of benefit and refund payments of
$1,729,258,463 and administrative expenses of $476.

2010 - 2009

. Net assets held in trust for pension benefits amed by $1,755,208,201 as a result of fiscal yeao'a
operations from $18,088,929,615 to $19,844,137,816.

. Additions for the year are $3,340,414,302, whick aomprised of member and employer pension
contributions of $1,332,175,021 and net investnmesdame of $2,008,239,281.

. Deductions for the year are $1,585,206,101, whieh @mprised of benefit and refund payments of
$1,579,126,015 and administrative expenses of $§)88.

The Statements of Fiduciary Net Assets and the Serhents of Changes in Fiduciary Net Assets

This annual report consists of two financial staata: The Statements of Fiduciary Net Assatsl The
Statements of Changes in Fiduciary Net Assetese financial statements report informationualtloe System
and about its activities to help you assess wheheeBystem, as a whole, has improved or declisetrasult of
the year's activities. The financial statementsenprepared using the accrual basis of accountimgletJthe
accrual basis of accounting, revenues are recagjmizéhe period they are earned and expenses ewedesl in
the year they are incurred, regardless of when isagiteived or paid.

The Statements of Fiduciary Net Ass#tew the balances of all of the assets and lisgsilof the System at the
end of the fiscal year. The difference betweentassed liabilities represents the System'’s fidyciaet assets.
Over time, increases or decreases in the Systadusiéry net assets provide one indication of waetihe
financial health of the System is improving or dgiclg. The Statements of Changes in Fiduciary Net Assets
show the results of financial operations for thary@he statements provide an explanation for ktizenge in the
System’s fiduciary net assets since the prior yEaese two financial statements should be reviealedg with

the information contained in the financial statetrf@otnotes, including the required supplementantyeslules,

to determine whether the System is becoming firaiycstronger or weaker.
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STATE OF NEW JERSEY
POLICE AND FIREMEN’S RETIREMENT SYSTEM

Management's Discussion and Analysis
June 30, 2011 and 2010

Financial Analysis
Summary of Fiduciary Net Asset

2011 -201
2011 201(C Increase
Assets $ 21,673,746,646 19,987,241,043 1,6866G5,
Liabilities 381,058,762 143,103,227 237,955,535
Net assets $ 21,292,687,884 19,844,137,816 534868

The System’s assets primarily consist of investmesecurities lending collateral, contributions duem
members and participating employers, accrued im&st income and members’ loans receivable. Between
fiscal years 2010 and 2011, total assets increhgekil.7 billion or 8.4%. The total assets increaded to an
increase in investments of $2.6 billion, an incesimsthe securities lending collateral of $225.2%iom, offset by

a decrease in receivables of $1.1 billion. Emplogentributions receivables include contributioneigables
from local employers for appropriations and eaelfrement incentive programs due April 1, 2012.

Liabilities consist of retirement benefits payahieretirees and beneficiaries, non-contributoryugrinsurance
premiums payable to the System’s insurance proyisiecurities lending collateral and rebates payabie,
classified under accounts payable and accrued egpeliabilities of PFRS for unclaimed member act®and
checks issued to members that have not been negbtiy the members but remain due and payablel Tota
liabilities increased by $238.0 million or 166.3%edto an increase in the securities lending caolatand
rebates payable of $224.9 million and an increaseeiirement benefits payable and other payable$18f1
million.

Net assets held in trust for pension benefits exed by $1.4 billion or 7.3%.

Summary of Fiduciary Net Asset

2010 - 200
Increase
201( 200¢ (decrease
Assets $ 19,987,241,043 19,323,903,680 663,337,36
Liabilities 143,103,227 1,234,974,065 (1,091,870,838)
Net assets $ 19,844,137,816 18,088,929,615 U201

The System’s assets primarily consist of investmesecurities lending collateral, contributions duem
members and participating employers, accrued im&st income and members’ loans receivable. Between
fiscal years 2009 and 2010, total assets increbge®D.7 billion or 3.4%. The total assets increaded to an
increase of $1.5 billion in the fair value of intreents, an increase of $0.3 billion in the employ@ntribution
receivables and other assets, offset by a deckda$g.1 billion in the securities lending collaterBmployer
contributions receivables include contribution reables from local employers for appropriations aratly
retirement incentive programs due April 1, 2011 2642.
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STATE OF NEW JERSEY
POLICE AND FIREMEN’S RETIREMENT SYSTEM

Management's Discussion and Analysis
June 30, 2011 and 2010

Liabilities consist of retirement benefits payahderetirees and beneficiaries, non-contributoryugrinsurance
premiums payable to the System’s insurance proyisiecurities lending collateral and rebates payabie,
classified under accounts payable and accrued egpeliabilities of PFRS for unclaimed member act®and
checks issued to members that have not been negbtiy the members but remain due and payablel Tota
liabilities decreased by $1.1 billion or 88.4% doea decrease in the securities lending collat@nal rebates
payable of $1.1 billion, offset by an increase @fmillion in retirement benefits payable and othayables.

Net assets held in trust for pension benefits exed by $1.8 billion or 9.7%.

Summary of Changes to Fiduciary Net Asse

2011 - 201
Increase
2011 201( (decrease
Additions:
Member contributior $ 327,357,244 330,951,798 (3,594,554)
Employer contributior (216,914,092) 1,001,223,223 (1,218,137,315)
Net investment incom 3,071,480,855 2,008,239,281 1,063,241,574
Total additions 3,181,924,007 3,340,414,302 (A93,295)
Deductions:
Benefits 1,721,552,719 1,573,510,855 148,041,864
Refunds of contributior 7,705,744 5,615,160 2,090,584
Administrative and miscellaneo
expense 4,115,476 6,080,086 (1,964,610)
Total deductions 1,733,373,939 1,585,206,101 , 1648838
Changes in net assets $ 1,448,550,068 1,755,208,201 (306,658,133)

Additions primarily consist of member and employentributions and earnings from investment actwiti
Member contributions decreased by $3.6 million 4f4 due to a decrease in active membership.

Employer contributions decreased by $1.2 billiori®t.7%. In fiscal year 2011, employer contribusiamclude
accrued appropriations due April 1, 2012 and eagtirement incentive benefits billed to local emys. The
State did not make a pension contribution for figear 2011 but did make a contribution of $7.6linil for
Non-contributory Group Insurance (NCGI) death basefilso included in the employer contributionstte
annual billing to local employers for their pensiemd NCGI contributions and Early Retirement Incen{ERI)
contributions for those who participate in the was ERI programs and other miscellaneous itemsibet due
the system. The amount accrued in fiscal year 20i0due April 1, 2012 was originally $950.7 millidn fiscal
year 2011 the State made a decision to reduce ERSHag period between the valuation year and the
contribution year from three years to two yearsolhwill bring the System in line with the other g@m trust
funds. This change results in a revised accruatHerbills due April 1, 2012 in the amount of $7Bnillion
resulting in a reduction of $214.6 million.

Net investment income increased by $1.1 billio®219% due to appreciation of investments.

5 (Continued)



STATE OF NEW JERSEY
POLICE AND FIREMEN’S RETIREMENT SYSTEM

Management's Discussion and Analysis
June 30, 2011 and 2010

The total investment return for all pension fundssvestimated to be an 18.03% gain compared to4&cl@ain
in the prior year.

Deductions are mainly comprised of pension benpéiyments to retirees and beneficiaries, refunds of
contributions to former members, and administratests incurred by the System. Benefit paymenteeased

by $148.0 million or 9.4% primarily due to an inase in number of retirees receiving benefits. Tinewnt of
refunds processed increased by $2.1 million or @7.A2dministrative expenses decreased by $2.0 miléo
32.3% due to a change in the method of calculatiegamount reimbursed to the State of New Jersegrgé
fund between fiscal years 2010 and 2011.

Summary of Changes to Fiduciary Net Asse

2010 - 200
Increase
201( 200¢ (decrease
Additions:
Member contributior $ 330,951,798 326,491,066 4,460,732
Employer contributior 1,001,223,223 913,302,011 87,921,212
Net investment income (los 2,008,239,281 (2,735,834,439) 4,744,073,720
Total additions 3,340,414,302 (1,496,041,362) 34,855,664
Deductions:
Benefits 1,573,510,855 1,463,420,411 110,090,444
Refunds of contributior 5,615,160 6,299,957 (684,797)
Administrative and miscellaneo
expense 6,080,086 6,526,510 (446,424)
Total deductions 1,585,206,101 1,476,246,878 ,9B8223
Changes in net assets $ 1,755,208,201 (2,972,288,24 4,727,496,441

Additions primarily consist of member and employentributions and earnings from investment acgeiti
Member contributions increased by $4.5 million a#% due to a normal salary increase.

Employer contributions increased by $87.9 milliar96%. In fiscal year 2010, employer contributianslude
accrued appropriations due April 1, 2011 and 20@@8 early retirement incentive benefits billed tadb
employers. The State did not make a pension caniity for fiscal year 2010 but did make a contribatof
$7.3 million for Non-contributory Group InsurancH(GI) death benefits. Also included are miscellarseo
items that were due the system from the Statelantbtal employers.

Net investment income increased by $4.7 billiod©8.4% due to appreciation of investments.

The total investment return for all pension fundssvestimated to be a 13.4% gain compared to a 1lB&84n
the prior year.
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STATE OF NEW JERSEY
POLICE AND FIREMEN’S RETIREMENT SYSTEM

Management's Discussion and Analysis
June 30, 2011 and 2010

Deductions are mainly comprised of pension benpéiyments to retirees and beneficiaries, refunds of
contributions to former members, and administratests incurred by the System. Benefit paymenteeased

by $110.1 million or 7.5% primarily due to an inase in number of retirees receiving benefits. Tineunt of
refunds processed decreased by $0.7 million or9a0ARdministrative expenses decreased by $0.4 mildo
6.8%.

Retirement System as a Whole

The overall funded ratios of 80.2% for fiscal y@d1 and 70.8% for fiscal year 2010 indicate that$ystem is
reasonably funded.

Contacting System Financial Management

The financial report is designed to provide our rbers, beneficiaries, investors and other interegéeties with
a general overview of the System’s finances arghtw the System’s accountability for the monegdsives. If
you have any questions about this report or neatitiadal financial information, contact the Divisioof
Pensions and Benefits, P.O. Box 295, Trenton, N25®295



STATE OF NEW JERSEY
POLICE AND FIREMEN’S RETIREMENT SYSTEM

Statements of Fiduciary Net Assets
June 30, 2011 and 2010

Assets:
Cast
Securities lending collatel

Investments, at fair value:
Cash Management Fu
Common Pension Fund
Common Pension Fund
Common Pension Fund
Common Pension Func
Mortgage

Total investments

Receivables:
Contributions
Member:
Employer:
Accrued interest and divider
Members’ loan
Securities sold in tran:
Othel

Total receivables
Total assets
Liabilities:
Accounts payable and accrued expe
Retirement benefits payal

Non-contributory group insurance premiums pay
Securities lending collateral and rebates pa

Total liabilities

Net assets:
Held in trust for pension benel

See schedule of funding progress on pages &
See accompanying notes to financial statern

2011 2010
$ 3,530,486 5,763,447
229,475,294 4,292,198
834,258,381 858,161,248

5,224,187,934
5,000,893,22¢
4,148,349,24¢
3,532,122,61z
1,166,665,01€

4,455,622,37C
5,041,808,27z
3,252,936,01¢€
2,401,803,17¢€
1,338,985,27¢

19,906,476,422

17,349,316,362

42,193,912
976,737,845
99,127,632
401,765,399
9,561,663
4,877,993

45,062,645
2,085,862,365
92,153,743
388,256,691
12,166,417
4,367,177

1,534,264,444

2,627,869,036

21,673,746,646

19,987,241,043

3,585,173 3,130,086

145,797,941 133,450,778

2,497,728 2,269,382

229,177,920 4,252,981
381,058,762 143,103,227

$ 21,292,687,88¢  19,844,137,81¢




STATE OF NEW JERSEY
POLICE AND FIREMEN’S RETIREMENT SYSTEM

Statements of Changes in Fiduciary Net Assets
Years ended June 30, 2011 and 2010

Additions:
Contributions
Member:
Employer:

Total contributions

Investment income:
Net appreciation in fair value of investme

Interes
Dividend:s

Less investment expense
Net investment income
Total additions

Deductions:
Benefits
Refunds of contributior
Administrative and miscellaneous expet

Total deductions

Change in net assets
Net assets — beginning of year
Net assets — end of year

See accompanying notes to financial statements.

2011 2010
327,357,244 330,951,798
(216,914,092 1,001,223,225

110,443,152 1,332,175,021

2,533,138,43¢€

1,466,339,19¢

440,253,971 450,487,844
99,455,410 92,716,111
3,072,847,817 2,009,543,150
1,366,962 1,303,869
3,071,480,855 2,008,239,281
3,181,924,007 3,340,414,302

1,721,552,71€
7,705,744
4,115,476

1,573,510,85¢
5,615,160
6,080,086

1,733,373,939

1,585,206,101

1,448,550,068
19,844,137,816

1,755,208,201
828,615

$ 21,292,687,884

19,848187
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STATE OF NEW JERSEY
POLICE AND FIREMEN’S RETIREMENT SYSTEM

Notes to Financial Statements
June 30, 2011 and 2010

Description of the System

The State of New Jersey Police and Firemen’s Reéin¢ System (the System; PFRS) is a cost-sharing
multiple-employer contributory defined benefit pletnich was established as of July 1, 1944, under th

provisions of N.J.S.A. 43:16A. The System is inelddalong with other state-administered pensiort trus

and agency funds in the basic financial statemgfiitse State of New Jersey.

At July 1, 2010 and 2009, the dates of the mosenmeactuarial valuations, participating employers
consisted of the following:

201( 200¢

State of New Jersey 1 1
Municipalities 588 588

Total 589 589

The System’s designated purpose is to provideera@int, death and disability benefits to its members.
Membership in the System is mandatory for substhyptall full-time county and municipal police or
firemen, and state firemen or officer employees withice powers appointed after June 30, 1944. The
System’s board of trustees is primarily responsiblét$oadministration.

According to State of New Jersey Administrative €oall obligations of the System will be assumed by
the State of New Jersey should the System terminate.

Vesting and Benefit Provisions

The vesting and benefit provisions are set by N.J.S.A. 43:h6A3:3B. The PFRS provides retirement as
well as death and disability benefits. All benefiest after ten years of service, except disabilggdjits
which vest after four years of service. Retiremesnidiits for age and service are available at agensb
are generally determined to be 2% of final comptmsdor each year of creditable service, as defing

to 30 years plus 1% for each year of service in &o&f 30 years. Final compensation equals the
compensation for the final year of service priorétrement. Members may seek special retiremeat aft
achieving 25 years of creditable service or they elagt deferred retirement after achieving ten yedr
service, in which case benefits would begin at dgediual to 2% of final compensation for each ydar o
service. The annual benefit under special retireriee66% of the member’s final compensation plus 1%
for each year of creditable service over 25 yeatsnbtito exceed 30 years. The maximum allowance is
therefore 70% of final compensation. Pursuant ® ghovisions of Chapter 78, P.L. 2011, the annual
benefit under special retirement for members eadadifter June 28, 2011 (Tier 3 members), is 60%eof th
member’s final compensation plus 1% for each yéareditable service over 25 years but not to exceed
30 years. The maximum allowance is therefore 65% of émapensation.

Widows and widowers of members retired since DeegriB, 1967 receive 50% of the retiree’s final
compensation. The minimum annual widow and widoweesefits of an accidental disability retiree prior
to December 18, 1967 and of all retirees since Decenthdi967 is $4,500.
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STATE OF NEW JERSEY
POLICE AND FIREMEN’S RETIREMENT SYSTEM

Notes to Financial Statements
June 30, 2011 and 2010

Members are always fully vested for their own citmiions. In the case of death before retirement,
members’ beneficiaries are entitled to full paymeinnembers’ contributions providing no survivoratie
benefits are payable.

Eligible retirees receiving monthly benefits are entitiedost-of-living (COLA) increases equal to 60% of
the change in the average consumer price indethéocalendar year in which the pensioner retired, as
compared to the average consumer price index fdR-anonth period ending with each August 31st
immediately preceding the year in which the adj@sttmbecomes payable. The regular retirement
allowance is multiplied by the 60% factor as depelb and results in the dollar amount of the adjaatm
payable. Retired members become eligible for penadjustment benefits after 24 months of retirement.
The COLA increases are funded by the retirementesysand are included in the annual actuarial
calculations of the required state and state-reélataployer contributions. Pursuant to the provisioh
Chapter 78, P.L. 2011, COLA increases are suspendell fourrent and future retirees of all retirement
systems. No further COLA increases will be grant&étie law does not reduce any COLA increases that
have already been added to retiree benefits.

Pursuant to Chapter 1, P.L. 2010, for new memberd-BfSPhired after May 21, 2010 (Tier 2 members),
this law capped the maximum compensation that eamskd to calculate a pension from these plarat t
annual wage contribution base for Social Security, @equires the pension to be calculated usingeg th
year average annual compensation instead of the la& gakary.

Membership

Membership in the System consisted of the followinguit 1, 2010 and 2009, the dates of the most recent
actuarial valuations:

201(C 200¢
Retirees and beneficiaries currently receiving biene
and terminated employees entitled to benefit
not yet receiving the 35,973 34,364
Active members
Veste( 29,552 29,400
Nonveste 14,652 15,750
Total active members 44,204 45,150
Total 80,177 79,514

Summary of Significant Accounting Policies
Measurement Focus and Basis of Accounting

The accounting and financial reporting treatment apptieddfund is determined by its measurement focus.
The System is accounted for using an economic resourceasiraggnt focus.

The accrual basis of accounting is used for meagfinancial position and changes in fiduciary netets
of the System. Under this method, revenues are recorded attounting period in which they are earned,
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STATE OF NEW JERSEY
POLICE AND FIREMEN’S RETIREMENT SYSTEM

Notes to Financial Statements
June 30, 2011 and 2010

and deductions are recorded at the time the ligsilare incurred. The financial statements of ty&te®n
conform to the provisions of Governmental AccougtiBtandards Board (GASB) Statement No. 25,
Financial Reporting for Defined Benefit Plans andt®&l Disclosures for Defined Contributions Plans
Employer contributions are recognized when pay#ablihe System. Benefits and refunds are recognized
when due and payable in accordance with the terms &ybiem.

Investments

The Division of Investment, Department of the Tregs$tate of New Jersey (Division of Investment)
manages and invests certain assets of seven ddfieed benefit plans (PERS, TPAF, JRS, PFRS,
CPFPF, SPRS and POPF). The Division of Investmerdratgy reports the assets, liabilities and net
assets of the underlying investment portfolio @& tieven defined benefit plans in its Pension Fepart.
The Division of Investment accounts included in Bension Fund report are: Common Fund A, Common
Fund B, Common Fund D, Common Fund E, Police and Einé&srMortgage Program accounts and other
investments owned directly by the seven definedfiepension plans. Common Fund A invests primarily
in domestic equity securities. Common Fund B invesimarily in domestic fixed income securities.
Common Fund D invests primarily in foreign equityddixed income securities. Common Fund E invests
primarily in alternative investments which includgsvate equity, real assets, real estate, and atiesol
return strategy investments. The Police and Firemmd&etirement System includes a mortgage loan
program administered by the New Jersey Housing and Matgagnce Agency that provides participants
with mortgages from the program at rates whichfixed by formula. The law establishing the program
provides that the System may not sell the mortgages,@imtiapendent market exists for them.

Investments are reported at fair value as follows:

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

. Domestic and Foreign Equity Securities, Exchangealddd Funds, Forward Foreign Exchange
Contracts — closing prices as reported on the primarkahar exchange on which they trade.

. Money Market Instruments — amortized cost which appratésfair value.

. Cash Management Fund — closing bid price on the day of trading during the period as
determined by the Transfer Agent.

. Mortgages — all mortgages except for the Police inemen’s mortgages are priced by a major
dealer in such securities and reviewed by managefoereasonableness. The Police and Firemen’s
mortgages are priced using another third-party adtrénds.

. Alternative investments (private equity, real estagal asset, and absolute return strategy funds) —
Fair values for the individual funds are based ughennet asset values for the funds at the closest
available reporting date, adjusted for subsequemntriboitions, distributions, management fees and
reserves. The valuation techniques vary based up@stiment type and involve a certain degree of
expert judgment. The most significant input into tied asset value of an entity is the value of its
investment holdings. The net asset value is providgdhe general partner and/or investment
manager and reviewed by management. The net adees\are audited annually. The strategy of
private equity and real estate funds are long tamd illiquid in nature which can prevent the
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STATE OF NEW JERSEY
POLICE AND FIREMEN’S RETIREMENT SYSTEM

Notes to Financial Statements
June 30, 2011 and 2010

investment from being readily marketable. Hedge $undy be subject to redemption restrictions
which can limit distributions and restrict the &lilof a limited partner to exit a partnership. For

alternative investments, the realized value receiyauh the sale of these investments in the open
market might be different than the fair value reportedhénaccompanying financial statements.

Investment transactions are accounted for on a tmdinvestment date basis. Gains and losses from
investment transactions are determined by the geecast method. Interest and dividend income is
recorded on the accrual basis, with dividends accruingeex-dividend date.

The net asset values of Common Funds A, B, D andobh(@n Funds) are determined as of the close of
the last day of business of each month. Purchases and remesmgftparticipants’ units are transacted each
month within fifteen days subsequent to that time andegorded at such net asset value.

Dividends and interest earned per unit are caledlahonthly and distributed quarterly for Common
Funds A and B. Dividends and interest earned perawgitcalculated monthly for Common Fund D, and
the income earned on Common Fund D units is retedesncome earned per unit is calculated monthly
for Common Fund E, and the income earned on Common Fund Esur@isvested.

Securities Lending

The State Investment Council policies permit Comrands A, B and D and several of the direct pension
plan portfolios to participate in securities lemgliprograms, whereby securities are loaned to brokers
other borrowers and, in return, the pension fundg hights to the collateral received. All of the s#oes
held in Common Funds A, B and D, and certain seesrhield directly by the pension plans, are eligible
for the securities lending program. Collateral reedimay consist of cash, letters of credit, or gavemt
securities having a market value equal to or exoged02% (U.S. dollar denominated) or 105%
(non-U.S. dollar denominated) of the value of thenémhsecurities at the time the loan is made. Caotlate
is marked to market daily and adjusted as needemaimtain the required minimum level. Effective
December 2010, for loans of U.S. government securitiessovereign debt issued by non-U.S.
governments, in the event that the market valud®fcbllateral falls below 100% of the market vatdie
the outstanding loaned securities to an individual lbegrpoor the market value of the collateral of all loans
of such securities falls below the collateral reguient, additional collateral shall be transferrgdthe
borrower to the respective funds no later than tbgecof the next business day so that the markeé\af
such additional collateral together with collatgpatviously delivered meets the collateral requiasts.
For loans of all other types of securities, in thierg that the market value of the collateral falidow the
collateral requirement of either 102% or 105% (ehelieg on whether the securities are denominated in
U.S. dollars or a foreign currency, respectively)h&f market value of the outstanding loaned secsritie
an individual borrower, additional collateral shhl transferred in an amount that will increase the
aggregate of the borrower’s collateral to meetdbiéateral requirements. As of June 30, 2011 and 2010,
the Common Funds have no aggregate credit risk exposuoertaviers because the collateral amount held
by the Common Funds exceeded the market value of thetseori loan.

The contracts with the Common Funds’ securitieslitggn agent require them to indemnify the Common
Funds if the brokers or other borrowers fail tauratthe securities and provides that collateralisges

may be sold in the event of a borrower default. Toenmon Funds are also indemnified for any loss of
principal or interest on collateral invested in ueghase agreements. The Common Funds cannot
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participate in any dividend reinvestment progranvate with respect to any securities that are @m lon
the applicable record date. The securities loandeaerminated by notification by either the boreowr
the Common Funds. The term to maturity of the s@egrioans is generally matched with the term to
maturity of the investment of the cash collateral.

Derivatives

The Division of Investment, from time to time, utdiz forward foreign currency contracts, derivative
securities, as a means to hedge against curreriey iristhe Common Funds’ foreign equity and fixed
income portfolios. Forward foreign currency contsagite agreements to buy or sell a specific amduat o
foreign currency at a specified delivery or maturity dateafoagreed upon price.

The fair values of foreign forward currency contsaleld directly by the Common Funds as of June 30,
2011 and 2010 were as follows:

2011 2010
Forward currency receival $ 1,285,366,143 1,950,687,029
Forward currency payat 1,310,308,414 1,964,107,355
Net unrealized lo¢ (24,942,271) (13,420,326)

The Common Funds utilize covered call and put ogtio an effort to add value to or reduce the rislel

in the portfolio. Options are agreements that gheedwner of the option the right, but not obligafitm
buy (in the case of a call option) or to sell (i tase of a put option) a specific amount of aetafor a
specific price (called the strike price) on or biefa specified expiration date. The Common Fundsrent
into covered calls when they write (or sell) cgitions on underlying stocks held by the Common Bund
or stock indices. The Common Funds enter into aa/gut options when they purchase put options on
underlying stocks held by the Common Funds or stockces. The purchaser of put options pays a
premium at the outset of the agreement and stangaim from an unfavorable change (i.e., a decréase)
the price of the instrument underlying the optioheTwriter of call options receives a premium at the
outset of the agreement and bears the risk of &éavorable change (i.e., an increase) in the pricthef
instrument underlying the option.

The System had written call options on 5,375,000eshand these options had a fair value of $3,822,200
at June 30, 2011. The System owned 11,650 put opbatracts with a fair value of $5,505,500 at
June 30, 2011. The Common Funds did not have anyewrdall or put option contracts as of June 30,
2010.

Certain alternative investment funds and partnpeshinay use derivative instruments to hedge against
market risk and to enhance investment returns. jipamt during the year, the Common Funds may have
additional exposure to derivatives primarily thrbdgnited liability vehicles such as limited partabips

and commingled investment funds.

Members’ Loans

Members who have at least three years of servicéhénSystem may borrow up to 50% of their
accumulated member contributions. Repayment of loan eddsaceducted from payroll checks and bears
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a commercially reasonable interest rate. Members ngtie with an outstanding loan have the option of
paying the loan in full prior to receiving any béteor continuing their monthly loan payment schied
into retirement.

Under the Internal Revenue Service regulations #@fedanuary 1, 2004, the Division changed its pension
loan repayment policy: Members who take multiplan® must repay the outstanding balance of the
original loan, and all subsequent loans taken bef@@riginal loan is completely paid off, within arjoel

not to exceed 5 years from the issuance of thel@est taken after January 1, 2004. Failure to repay th

loan within the five-year period will result in the uighdalance being declared a taxable distribution.

Chapter 92, P.L. 2007 eliminated the 4% fixed raten@réest for loans from the defined benefit pland an
provided that the rate of interest will be set bg State Treasurer at a commercially reasonaldeasat
required by the Internal Revenue Code and permitigdan administrative processing fee may be @targ
for such loans. As such, effective January 1, 2008800 processing fee per loan was charged, and the
pension loan interest rate became 3.25% per year for yg@ra2@ 5.25% for year 2011.

Administrative Expenses

The System is administered by the State of Neweydbsvision of Pensions and Benefits. Administrative
expenses are paid by the System to the State ofJdesey, Department of the Treasury, and are included
in the accompanying financial statements.

Miscellaneous expenses and reimbursements fromSystem that comprise various adjustments to
member and employer accounts are incorporateditirt@dministrative expense amounts included in the
accompanying financial statements.

Commitments

The Common Funds are obligated, under certain grieguity, real estate and absolute return strategy
alternative investment agreements to make addltmapgtal contributions up to contractual levels otrer
investment period specified for each investmentofAdune 30, 2011, the Common Funds had unfunded
commitments totaling approximately $4.8 billion.

Use of Estimates

The preparation of financial statements in confoymiith U.S. generally accepted accounting principles
requires management to make estimates and assusptiat affect the reported amounts of assets and
liabilities at the date of the financial statements tgdreported amounts of income and expense during the
reporting period. Actual results could differ from thosénestes.

Funded Status and Funding Progress

The required supplementary information regarding filmded status and funding progress is based on
actuarial valuations which involve estimates of Wadue of reported amounts and assumptions abeut th
probability of events far into the future. These amnts are subject to continual revision as actusllite

are compared to past expectations and new estimates aralnwad¢he probability of future events.
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The required schedule of funding progress presemilii-year trend information about whether the
actuarial value of plan assets is increasing oredesing over time relative to the actuarial accrisdlity
for benefits.

Actuarial calculations reflect a long-term perspeciand are based on the benefits provided undse St
statutes in effect at the time of each valuatioth @so consider the pattern of the sharing of dostaeen
the employer and members at that point in time. @rogection of benefits for financial reporting poges
does not explicitly incorporate the potential effeof legal or contractual funding limitations omet
pattern of cost sharing between the employer and membtrs future.

Actuarial Methods and Assumptions

In the July 1, 2010 and 2009 actuarial valuations,giojected unit credit was used as the actuaost c
method, and the five year average of market valuewgad as the asset valuation method for the System
The actuarial assumptions included (a) 8.25% fordtnaent rate of return and (b) 7.20% for projected
salary increases as of July 1, 2010 and 2009.

State

Local

Actuarial valuation date
Actuarial value of asse $

July 1, 2010
2,190,654,958 $

July 1,

2,254,766,935 $

2009

ydyl2010
20,367,865,987 $

July 1, 2009
20,724,453,343

Actuarial accrued liabilit 3,672,361,258 3,993,259,480 25,601,998,126 28,448,841,765
Unfunded actuari

accrued liabilit 1,481,706,300 1,738,492,545 5,234,132,139 7,724,388,422
Funded rati 59.7% 56.5% 79.6% 72.8%
Covered payro $ 530,747,536 $ 525,862,047 $ 3,189,786,833 $ 3,147,812,476

Unfunded actuarial accru
liability as a percentac
of covered payro 279.2%

Actuarial cost methc

Asset valuation meth¢

Projected unit crec
5 year average
market valu
Amortization metho Level dollar, ope

Remaining amortizatic

330.6%

Projected unit crec
5 year average

market valu

Level percent, ope

164.1% 245.4Y
Projected unit crec
5 year average
market valu
Level dollar, ope

Projected unit crec
5 year average
market valu
Level percent, ope

perioc 30 year 30 year 30 year 30 year
Actuarial assumption

Interest rat 8.25% 8.25% 8.25% 8.25%

Salary rang 7.20% 7.20% 7.20% 7.20%

Cost-of-living adjustmen 0.00% 1.80% 0.00% 1.80%
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(3) Investments

The System is invested in Common Fund A, Common Fund B, Carkned D, Common Fund E, and
other investments, including mortgage backed securitieishwepresent 27.2%, 22.5%, 27.0%, 26.2%,
and 95.0%, respectively, of each investment total of theipe fund as of June 30, 2011.

The System is invested in Common Fund A, Common Byrdommon Fund D, Common Fund E, and
other investments, including mortgage backed séesyitvhich represent 28.6%, 21.5%, 25.3%, 22.1%,
and 94.4%, respectively, of each investment total of theipe fund as of June 30, 2010.

The pension funds’ investments as of June 30 ardlaw/$o

2011 2010
Domestic equities $ 18,794,883,830 15,432,119,968
International equitie 14,710,800,731 12,622,731,135
Domestic fixed incormr 18,023,341,944 19,933,985,342
International fixed income 2,066,705,578 2,502,077,223

Bank loan fund

Police and Fireman's mortga
Private equity func

Real estate func

Absolute return strategy fun

1,174,078,860
1,140,494,077
5,381,612,092
2,731,205,959
3,902,428,308

1,071,419,455
1,305,728,863
4,219,334,445
1,875,718,683
3,377,238,284

Real asse 1,191,374,306 997,115,205
Put Option 5,505,500 —
$ 69,122,431,185 63,337,468,603

*US dollar denominated securit

New Jersey state statute provides for a State timezg Council (Council) and a Director. Investment
authority is vested in the Director of the Divisiohlnvestment and the role of the Council is tonfalate
investment policies. The Council issues regulatiwhih establish guidelines for permissible invesitae
which include domestic and international equitied axchange traded funds, covered call and putmgtio
equity futures contracts, obligations of the U.SaBury, government agencies, corporations, interrztion
governments and agencies, bank loans, interesswatp transactions, credit default swaps, fixed income
exchange traded funds, U.S. Treasury futures costratdate and municipal general obligations, public
authority revenue obligations, collateralized notesl mortgages, commercial paper, certificates of
deposit, repurchase agreements, bankers acceptaneesntged income contracts, funding agreements,
money market funds, private equity funds, real testands, other real assets, absolute return sjyrateg
funds, and the State of New Jersey Cash Managempdt(EMF). The CMF is a short-term cash fund and is
open to state and certain non-state participants.

The pension funds’ investment in the CMF is notdewiced by securities that exist in physical or book
entry form held by the pension funds.
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The System’s investments are subject to varioks.ri&@mong these risks are custodial credit risk, itred
risk, concentration of credit risk, interest ratekriand foreign currency risk. Each one of these risks
discussed in more detail below.

Custodial credit risk, as it relates to investmeistshe risk that in the event of the failure of thestodian,
the pension funds will not be able to recover thki@ of investments or collateral securities thiatia the
possession of the third party. The pension fundgstment securities are not exposed to custodialitcr
risk as they are held in segregated trust accounts mathe of the pension funds with the custodians.

Credit risk is the risk that an issuer or otherrtetparty to an investment will not fulfill its dghtions.
The credit risk of issuers and debt instrumentgvaluated by nationally recognized statistical ngti
agencies such as Moody’s Investors Service, Inc. (iMsp, Standard & Poor’s Corporation (S&P), and
Fitch Ratings (Fitch). Concentration of credit riskthe risk of loss attributed to the magnitudeaaf
investment in a single issuer. There are no re@mistin the amount that can be invested in UniteedeS
treasury and government agency obligations. Coumgjllations require minimum credit ratings for
certain categories of fixed income obligations Hdiléctly by the pension funds and limit the amotinatt
can be invested in any one issuer or issue.
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These credit ratings and limits are as follows:

Limitation
of issuer’s
Minimum rating (1) outstanding Limitation
Category Moody’s S&P Fitch debt of issue Other limitatiors
Corporate obligations Baa3 BBB- BBB- 10% 25% Not morentb&o of fund
assets can be investe(
debt and non-convertik
preferred stock of ot
issuer
International corporate Baa3 BBB- BBB- 10% 25%  Not mdvant 5% of fund
obligation: assets can be investe(
debt and non-convertit
preferred stock of ai
one issue
not more than 10% of fui
assets can be investec
this categor
International government Baa3 BBB- BBB- 25% Greater of —
and agency obligatio 25% o
$10 million
Collateralized notes and Baa3 BBB- BBB- — 25%  Not ntben 5% of fund
mortgage assets can be inves
in any one issue; not mc
than 10% of fund asse
(or 20% of Commol
Fund B assets) can
invested in this categc
Commercial paper P-1 A-1 F1 — — —
Certificates of deposit and Certificates of deposit and
Banker's acceptance banker’s acceptanc
Domestic A3/P-1 A-IA-1 A-/F1 — — cannot exceed 10%
Internatione Aa3/P-1 AA-/A-1  AA-IF1 — — issuer’s primary capit
Credit default swap Al A+ A+ — — Nominal value of medposure
transaction: to any one counterpa
shall not exceed 10%
fund asser
Guaranteed income contracts
and funding agreemei A3 A- A- — — —
Money market funds — — — — — Not more than 10% ofdun

assets can be inves
in money market fund
limited to 5% of share
or units outstandir
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Limitation
of issuer’s
Minimum rating (1) outstanding  Limitation
Category Moody’s S&P Fitch debt of issue Other limitatiors
Interest rate swap Al A+ A+ — — Notional valuenett
transaction: exposure to any o
counterparty shall n
exceed 10% of fund ass
Repurchase agreements Aa3 AA- AA- — — —
State & municipal A3 A- A- 10% 10% Not more than 2% ofhd
obligations (2 assets can be inves
in debt of any one politic
entity maturing more th¢
12 months from purcha
Public authority revenue A3 A- A- — 10% Not more tH2@b of fund
obligation: assets can be inves
in any one public authori
Mortgage backed A3 A- A- — — Not more than 5% warfid
pass-through securiti assets can be inves
in any one isst
Mortgage backed senior — — — — 25% Not more than 5%armd
debt securitie assets can be inves
in any one isst
Non-convertible preferred Baa3 BBB- BBB- 10% 25% Not mtbran 5% of fund
stocks of U! assets can be inves
corporations in debt and non-convertik
stock of any or
corporatiot
Bank loans Baa3 BBB- BBB- 10% — Not more than 10%uofl

assets can be inves
in this categor

(1) Short term ratings (e.g. P-1, A-1, F1) are uUsedommercial paper and certificates of deposit.
(2) Prior to October 19, 2009, this was restridte8lJ State & Municipal obligations.

Up to 5% of the market value of the combined assktke pension and annuity funds may be invested i

corporate obligations, international corporate d@ilins, collateralized notes and mortgages, banksjoan

non-convertible preferred stock, and mortgage bagbask-through securities that do not meet the
minimum credit rating requirements set forth above.
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For securities in the fixed income portfolio, thddwing tables disclose aggregate market value, Bjom
credit quality rating category as of June 30, 201% flist table for 2011 includes fixed income setesi
rated by Moody’s. The second table for 2011 disdd3&P and Fitch ratings for fixed income securities
not rated by Moody’s.

June 30, 2011
Moody'’s rating (1)

(In thousand: Aaa Aa A Baa Ba B Ca Caa Totals
Corporate obligations $ 579,318 1,240,698 3,767,728 703489 291,148 262,447 3,200 119,424 9,967,452
United States treasury Tl 2,728,50: — — — — — — — 2,728,50:
United States treasury bot 1,739,541 — — — — — — — 1,739,541
Foreign government obligatio 183,511 916,049 26,762 125 1,126,447
International corporate obligatic — 109,077 456,42C 284,861 9,170 16,450 714 6,399 883,091
Mortgages (FHLMC/FNMA/GNMA 630,62¢ — — — — — — — 630,62¢
United States government sti 568,55€ — — — — — — — 568,55€
Federal agency obligatio 362,867 — — — — — — — 362,867
SBA pass through certificat 152,64C — — — — — — — 152,64C
Asset backed obligatio —_ 16,786 25,189 43,759 1,519 —_ —_ 623 87,876
Othel 97,477 854,064 249,972 — — — — — 1,201,51¢
$ 7,043,042 3,136,674 4,526,071 4,032,109 301,962 ,8978 3,914 126,446 19,449,115

(1) Subsequent to the June 30, 2011, Standard &$downgraded the United States credit rating fo-Arom its top
rank of AAA, for the first time in history.

June 30, 2011
Standard & Poors & Fitch ratings

(In thousands) Standard & Poor's Fitch
A AA AAA B BB BBB cCccC BBB Totals
Corporate obligations $ 97,733 69,219 —_ 11,032 3,981 94,199 5,131 , 238 294,529
International corporate obligatio — — — 2,943 618 — — — 3,561
Other 50,139 65,320 34,625 — — — — — 150,084
$ 147,872 134,539 34,625 13,975 4,599 94,199 1315, 13,234 448,174

The 2011 tables do not include certain domesticiatatnational corporate obligations including eert
exchange traded funds (ETFs) totaling $172,869,190chnimvest in an underlying portfolio of fixed
income securities and do not have a Moody'’s, Stanfldtdor’s or Fitch rating. The Police and Firemen’s
Mortgages and the CMF are also unrated.
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For securities in the fixed income portfolio, thdldwing tables disclose aggregate fair value, byamaj
credit quality rating category as of June 30, 2010. The fiogt far 2010 is for bonds rated by Moody’s. The
second table for 2010 uses S&P and Fitch ratings forsdonadrated by Moody's.

June 30, 2010
Moody'’s rating

(In thousands) Aaa Aa A Baa Ba B Ca Caa Totals
United States Treasury TIPS $ 3,624,618 — — — — — — — 3,624,618
United States Treasury bonds 1,907,850 — — — — — — — 1,907,850
United States government strips 867,809 — — — — — — — 867,809
Federal agency obligations 581,474 — 163,390 — — — — — 744,864
Mortgages (FHLMC/FNMA/GNMA) 658,973 — — — — — — — 8273
International corporate obligations — 85,637 624,046 549,017 82,223 30,124 1,540 4,974 1,377,561
International bonds and notes 83,516 143,872 — — — —_- - — 227,388
Foreign government obligations 163,396 554,284 — — — — — — 717,680
Corporate obligations 518,011 929,740 3,998,857 BED 299,152 222,323 3,184 43,490 9,371,776
SBA passthrough certificates 168,876 — — — 1,919 57 — — 170,852
Other 202,860 798,839 514,513 — — — — 47,250 1,563,462

$ 8,777,383 2,512,372 5,300,806 3,906,036 383,294  ,5P82 4,724 95,714 21,232,833

June 30, 2010
Standard & Poor’s & Fitch ratings

Standard & Poor’s Fitch

(In thousands) A AA B BB BBB CCC B Totals
International corporate obligations $ — — 2,788 092 — 213 — 3,921
Foreign government obligations 26,970 109,006 — — — — — 135,976
Corporate obligations 28,098 83,426 27,782 22,410 135,629 4,034 — 301,379
SBA passthrough certificates — — 1,990 760 — — — 2,750
Asset backed obligations — 203,810 — — — — — 203,810
Other 87,458 100,644 — — — — 45,956 234,058

$ 142,526 496,886 32,560 24,090 135,629 4,247 45,956 881,894

The 2010 tables do not include certain domestic iatefnational corporate obligations including aert
exchange traded funds (ETFs) totaling $321,336,486, vilmest in an underlying portfolio of fixed income
securities and do not have a Moody’s, Standard &rBoar Fitch rating. The Police and Firemen's
Mortgages and the CMF are also unrated.

Interest rate risk is the risk that changes inregerates will adversely affect the fair valueaafinvestment.
Commercial paper must mature within 270 days. Ceatifis of deposits and bankers acceptances aredimit
to a term of one year or less. Repurchase agreemast mature within 30 days. The investment in
guaranteed income contracts and funding agreementsitiedito a term of 10 years or less.
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The following tables summarize the maturities (orthie case of Remics, Police and Firemen’s Mortgages
and mortgage-backed securities, the expected avéfapef the fixed income portfolio as of June 30,
2011 and 2010:

June 30, 2011
Maturities in years

(In thousands)

More
Fixed income investment type Less than 1 1-5 6-10 thdr® Total fair value

Corporate obligations $ 2,470 788,190 3,826,864 5,683,875 10,301,399
United States treasury inflation index notes — — 2,296,801 431,702 2,728,503
United States treasury bonds — — — 1,739,541 1,739,541
Foreign government obligations — 122,643 447,719 598,498 1,168,860
Police and firemen's mortgage program 1 330 4,726 1,135,437 1,140,494
International corporate obligations — 131,075 299,110 467,661 897,846
Mortgages (FHLMC/FNMA/GNMA) — 4,608 6 626,015 630,629
United States government strips — — — 568,556 568,556
Federal agency obligations — 11,202 211,747 139,918 362,867
Asset backed obligations — 1,347 17,409 148,962 167,718
SBA pass through certificates — — 152,640 — 152,640
Other — — — 1,351,599 1,351,599

$ 2,471 1,059,395 7,257,022 12,891,764 21,270,65

June 30, 2010
(In thousands) Maturities in years
More
Fixed income investment typ Less than . 1-5 6-1C than 1C Total fair value
United States Treasury TIPS $ —_ — — 3,624,618 368
United States Treasury bonds — — — 1,907,850 7, 88D
United States government strips — — — 867,809 BB
Federal agency obligations — — 87,325 657,539 e,
Mortgages/FHLMC/FNMA/GNMA 306 25,982 2,150 630,536 58074
International corporate obligations 43 13,574 25p,08 1,118,309 1,382,008
International bonds and notes — 77,905 168,436 — 46,341
Foreign government obligations — 126,917 274,742 2,@70 873,729
Corporate obligations 56,346 361,338 2,659,819 (8[54 9,699,541
Police & firemen’s mortgages — 1,870 89,053 1,208,8 1,305,728
SBA passthrough certificates 57 502 172,785 258 (s1028
Asset backed obligations — — 16,966 258,712 27%,67
Other — 93,206 27,070 1,677,244 1,797,520
$ 56,752 701,294 3,748,428 19,051,788 23,558,262

The pension funds invest in global markets. Foreigreogy risk is the risk that changes in exchangesrate
will adversely affect the fair value of an investtheThe market value of international preferred and
common stocks and issues convertible into commookst when combined with the market value of
international government and agency obligationsnoaexceed 30% of the market value of the pension
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funds. The market value of emerging market seesritiannot exceed more than 1.5 times the percentage
derived by dividing the total market capitalizatiohcompanies included in the Morgan Stanley Cépita
International (MSCI) Emerging Market Index by tlo¢al market capitalization of the companies inctlide
in the MSCI All-Country World Ex-United States Indef the total market value of the assets held by
Common Fund D. Not more than 10% of the market valuéhe emerging market securities can be
invested in the common and preferred stock of argy aprporation. The total amount of stock purchased
of any one corporation cannot exceed 5% of itsksttasses eligible to vote. Council regulations perm
the pension funds to enter into foreign exchang®raots for the purpose of hedging the internationa
portfolio. The pension funds held forward contraateaivables totaling approximately $1.28 billion and
payables totaling approximately $1.31 billion (wit$24.9 million net exposure) as of June 30, 2011. The
pension funds held forward contract receivableslitay approximately $1.95 billion and payables iogl
approximately $1.96 billion (with a $13.0 million nefp@sure) as of June 30, 2010. At June 30, 2011, the
credit ratings of the counterparties to the forwaudrency contracts had credit ratings of no less tA3
using Moody'’s rating scale.

The pension funds had the following foreign curgeagposure as of June 30, 2011 and 2010 (expressed
in U.S. dollars):
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June 30, 2011

Alternative

Australian dollar
Brazilian real
Canadian dollar
Chilean peso
Czech koruna
Danish krone
Egyptian pound
Euro

Hong Kong dollar
Hungarian forint
Indonesian rupiah
Israeli shekel
Japanese yen
Malaysian ringgit
Mexican peso
New Taiwan dollar
Norweigian krone
Pakistan rupee
Phililippine peso
Polish zloty

Pound sterling (U.K.)

Singapore dollar
South African rand
South Korean won
Swedish krona
Swiss franc
Thailand baht
Turkish lira

Equities Investments Total fair value
$ 539,940 — 539,940
234,906 — 234,906
1,424,080 — 1,424,080
3,700 — 3,700
16,889 — 16,889
148,033 — 148,033
28,329 — 28,329
2,645,346 325,883 2,971,229
658,318 — 658,318
19,799 — 19,799
80,706 — 80,706
7,614 — 7,614
2,008,900 — 2,008,900
52,994 — 52,994
39,165 — 39,165
15,699 — 15,699
115,985 — 115,985
8,043 — 8,043
17,252 — 17,252
24,996 — 24,996
1,864,042 11,399 1,875,441
260,687 — 260,687
152,337 — 152,337
321,936 — 321,936
584,331 — 584,331
781,942 — 781,942
48,799 — 48,799
57,784 — 57,784
$ 12,162,552 337,282 12,499,834
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June 30, 2010

Alternative

Currency Equities Investments Total fair value
Australian dollar $ 686,886 — 686,886
Brazilian real 166,664 — 166,664
Canadian dollar 886,527 — 886,527
Chilean peso 791 — 791
Czech koruna 2,983 — 2,983
Danish krone 186,552 — 186,552
Egyptian pound 30,844 — 30,844
Euro 2,622,791 213,678 2,836,469
Hong Kong dollar 509,638 — 509,638
Hungarian forint 11,599 — 11,599
Indonesian rupiah 54,809 — 54,809
Israeli shekel 3,561 — 3,561
Japanese yen 3,002,843 — 3,002,843
Malaysian ringgit 22,689 — 22,689
Mexican peso 32,029 — 32,029
Norweigian krone 84,594 — 84,594
Pakistan rupee 5,392 — 5,392
Phililippine peso 6,377 — 6,377
Polish zloty 16,167 — 16,167
Russian ruble 54 — 54
Singapore dollar 219,767 — 219,767
South African rand 123,392 — 123,392
South Korean won 181,570 — 181,570
Swedish krona 289,725 — 289,725
Swiss franc 776,100 — 776,100
New Twaiwan dollar 11,304 — 11,304
Thailand baht 32,703 — 32,703
Turkish lira 52,262 52,262
U.K. Sterling 1,196,105 12,445 1,208,550
$ 11,216,718 226,123 11,442,841

The pension funds’ interests in alternative investta may contain elements of credit, currency and
market risk. Such risks include, but are not limitedlimited liquidity, absence of regulatory overgigh
dependence upon key individuals, speculative imvests (both derivatives and nonmarketable
investments), and nondisclosure of portfolio comipasi Effective April 18, 2011, Council regulations
provide that not more than 38% of the market valfithe pension funds can be invested in alternative
investments, with limits on the individual investrherategories of real estate (9%), real assets (7%),
private equity (12%) and absolute return stratddp@/q). Prior to that, the overall limitation was 28%hw

a 7% limit on each of the individual categories. Not more 8%rof the market value of Common Fund E,
plus outstanding commitments, may be committechtoane partnership or investment, without the prior
written approval of the Council. The investmentimmmon Fund E cannot comprise more than 20% of
any one investment manager’s total assets.
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June 30, 2011 and 2010

Securities Lending Collateral

The System’s share in the securities lending progra®.82and 25.7% of the total market value of the
collateral as of June 30, 2011 and 2010, respectively.

The securities lending collateral is subject toiouss risks. Among these risks are custodial cradi, r
credit risk, concentration of credit risk, and insnate risk. Prior to July 1, 2010, the agreementis thie
lending agents require minimum credit ratings fertain categories of fixed income obligations andtl

the amount that can be invested in any one issuseswe, consistent with Council regulations andriml
policies for funds managed by the Division of Inwmesnt. The pension funds did not lend securitiesfro
July through December 2010. As of December 201@Qy#is lending collateral is invested in repurehas
agreements the maturities of which cannot exceeda3@. The collateral for repurchase agreements is
limited to obligations of the U.S. Government or agrtU.S. Government agencies, collateralized notes
and mortgages and corporate obligations meetingineminimum rating criteria. Total exposure to any
individual issuer is limited consistent with intafnpolicies for funds managed by the Division of
Investment.

For securities exposed to credit risk in the celalt portfolio, the following table discloses aggregfair
value, by major credit quality rating category as of June€301 and 2010.

June 30, 2011

Rating
(In thousands) Aaa/AAA Not rated Totals
Repurchase agreements $ 847,919 — 847,919
Cash — 5,686 5,686
Totals $ 847,919 5,686 853,605

Custodial credit risk for investments is the ribkttin the failure of the counterparty to the temt®n the
pension funds will not recover the value of theeistynents that are in the possession of an outsidg. p
The repurchase agreement’s underlying securities &térhhe pension funds’ name.

As of June 30, 2011, the pension funds had outstaridarged investment securities with an aggregate
market value of $831,618,717. In accordance with BABScounting standards, the noncash collateral is
not reflected in the accompanying financial stateisieThere were no borrower or lending agent default
losses, and no recoveries or prior period losses duringetire y

June 30, 201
Rating
(In thousand: Aaa/AAA Not rated Totals
Repurchase agreements $ — 16,669 16,669
Money market func 5 5 10
Cast — 5 5
Totals $ 5 16,679 16,684
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As of June 30, 2010, the System had outstanding dogavestment securities with an aggregate fairevalu
of $9,229,063. The program was terminated effectivee B0, 2010 and all loaned securities and collatera
were subsequently returned. In accordance with GAG®unting standards, the noncash collateral is not
reflected in the accompanying financial statemeftsere were no borrower or lending agent default
losses, and no recoveries or prior-period losses duringetir.

Contributions

The contribution policy is set by N.J.S.A. 43:16A amdjuires contributions by active members and
contributing employers. Plan member and employetritariions may be amended by State of New Jersey
legislation. Employers are required to contribut@amtactuarially determined rate. The annual employer
contributions include funding for basic retiremesitowances, cost-of-living adjustments, and non-
contributory death benefits. Members contributa aniform rate of 8.5% of base salary. The full nairm
employee contribution rate will be increased frorB% to 10%, based on Chapter 78, P.L. 2011 in
October 2011.

Chapter 19, P.L. 2009, effective March 17, 2009, provatedption for local employers to contribute 50%
of the normal and accrued liability contribution amts certified by PFRS for payments due in Statalfis
year 2009. This law also provided that a local eygianay pay 100% of the required contribution. Such
an employer will be credited with the full paymemtd any such amounts will not be included in their
unfunded liability. The actuaries for PFRS will detine the unfunded liability of those retirement
systems, by employer, for the reduced normal anduaddiability contributions provided under this law
This unfunded liability will be paid by the emplay® level annual payments over a period of 15 gear
beginning with the payments due in the State figear ending June 30, 2012 and will be adjustechby t
rate of return on the actuarial value of assets.

Chapter 1, P.L. 2010, effective May 21, 2010, requines State to make its full pension contribution,
defined as 1/7th of the required amount, beginning imlfigear 2012.

The State did not make a pension contribution i&gal year 2011 but did make a contribution of $7.6
million for NCGI death benefits. Also included in temployer contributions are the annual billing taalloc
employers for their pension and NCGI contributiam&l Early Retirement Incentive (ERI) contributions
for those who participate in the various ERI progsaand other miscellaneous items that were duleeto t
System. The amount accrued in fiscal year 2010 aredAgril 1, 2012 was originally $950.7 million. In
fiscal year 2011 the State made a decision to eethe PFRS lag period between the valuation yedr an
the contribution year from three years to two yeahich will bring the System in line with the other
pension trust funds. This change results in a reviseaial for the bills due April 1, 2012 in the amount of
$736.1 million resulting in a reduction of $214.6 million.

The State did not make a pension contribution i&gal year 2010 but did make a contribution of $7.3
million for NCGI death benefits. Also included in temployer contributions are the annual billing taalloc
employers for their pension and NCGI contributiansl ERI contributions for those who patrticipat¢ha
various ERI programs and other miscellaneous items thatdue to the System.
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(6) Funds

PFRS maintains the following legally required funds a®vad:

Members’ Annuity Savings Fund (2011 — $3,091,65%162010 — $3,075,484,919)

The Members’ Annuity Savings Fund (ASF) is credigth all contributions made by active members of
the System. Member withdrawals are paid out of this Fund.

Retirement Reserve Fund (2011 — $17,555,267,794,020$18,599,167,672)

The Retirement Reserve Fund is the account fronchwingtirement benefits including cost-of-living
adjustments are paid. Upon retirement of a membeuynaglated contributions are transferred to the
Retirement Reserve Fund from the Members’ ASF. Additeonal reserves needed to fund the balance of
the retirement benefit are transferred from the sRen Accumulation Fund. Annually, interest as
determined by the State Treasurer (8.25% for figears 2011 and 2010) is credited to the Retirement
Reserve Fund.

Special Reserve Fund (2011 — $0; 2010 — $0)

The Special Reserve Fund is a fund to which ang®xearnings and gains from sales and maturities of
investments are transferred and against which assek from the sales of securities are applied. The
maximum limit on the accumulation of this accoutlPo of the market value of the investments of the

System. Amounts in excess of 1% are credited to the PenstumAitation Fund.

Pension Accumulation Fund (2011 — $640,920,013; 201$-1,870,288,894)

The Pension Accumulation Fund is credited with ¢batributions of the State of New Jersey and other
employers. Interest earnings, after crediting ther®atnt Reserve Fund and the Special Reserve Fund, as
required, are credited to this account. Additionafyyments for administrative and miscellaneous
expenses are made from this Fund.

Non-Contributory Group Insurance Premium Fund — Lad (2011 — $4,844,403; 2010 — $39,774,119)

The Non-Contributory Group Insurance Premium Fugpresents the accumulation of employer group
insurance contributions in excess of premiums disdalito the insurance carrier since the inceptfdhe
non-contributory death benefit program plus resetveld by the insurance carrier. Members are edigibl
by statute for the non-contributory group insurance piahe first year of membership.

(7) Income Tax Status

Based on a May 2007 declaration of an outside taraibretained by the Attorney General of the Stdte o
New Jersey, the System complies with the qualificatiequirements of Section 401(a) of the Internal
Revenue Code.
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Schedule 1

Unfunded
(overfunded)
actuarial
Unfunded accrued
(overfunded) liability as a
Actuarial actuarial percentage
Actuarial Actuarial value accrued accrued Funded Covered of coved
valuation of assets liability liability ratio payroll payroll
date (a) (b) (b—a) (a/b) (c) (b—a)/c)
State:
July 1,2005 $  2,005,752,079 2,815,620,221 8@z 712% $ 482,460,402 167.9%
July 1, 2006 2,082,930,162 3,082,176,677 999545 67.6 506,084,434 197.4
July 1, 2007 2,215,697,407 3,426,631,813 1,344D6 64.7 527,556,519 229.5
July 1, 2008 2,316,017,361 3,749,118,910 1,483549 61.8 527,495,741 271.7
July 1, 2009 2,254,766,935 3,993,259,480 1, 788545 56.5 525,862,047 330.6
July 1, 2010 2,190,654,958 3,672,361,258 1,481,300 59.7 530,747,536 279.2
Local:
July 1,2005 $ 17,372,138,294 21,388,972,326 648381Y,032 812% $ 2,619,347,468 153.4%
July 1, 2006 18,281,315,556 22,907,522,660 4406104 79.8 2,772,915,465 166.8
July 1, 2007 19,500,229,156 24,562,195,443 B9B%51287 79.4 2,932,283,180 172.6
July 1, 2008 20,437,541,909 26,871,106,532 65633623 76.1 3,068,758,436 209.6
July 1, 2009 20,724,453,343 28,448,841,765 73881422 72.8 3,147,812,476 245.4
July 1, 2010 20,367,865,987 25,601,998,126 51324139 79.6 3,189,786,833 164.1
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STATE OF NEW JERSEY
POLICE AND FIREMEN’S RETIREMENT SYSTEM

Required Supplementary Information
Schedule of Funding Progress — Additional Actuarial imfmtion
(Unaudited — See accompanying independent auditorstjep

Significant actuarial methods and assumptions uséte most recent 2010 and 2009 actuarial valoatio
include the following

July 1, 2010 July 1, 2009

Actuarial cost method Projected unit credit Projecind credit
Asset valuation metht 5 year average of market va 5 year average of market va
Amortization metho Level dollar, ope Level percent, ope
Remaining amortization peri 30 year 30 year
Actuarial assumptions:

Interest rat 8.25% 8.25%

Salary rang 7.20% 7.20%

Cost-of-living adjustmen —% 1.80%

The valuations were prepared on the basis of theodephic assumptions that were determined from
the July 1, 2004 to June 30, 2007 Experience £

Annual covered payroll is an estimate based uponaizing one quarter's actual payroll.

31



Schedule 2

STATE OF NEW JERSEY
POLICE AND FIREMEN’S RETIREMENT SYSTEM
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Schedule of Employer Contributions
(Unaudited — See accompanying independent auditorstjep

Annual
Year ended required Employer Percentage
June 30, contribution contributions®® contributed
State:
2006 200,902,193 73,541,000 36.6%
2007 216,570,332 128,167,965 59.2
2008 252,836,330 133,510,4%5 52.8
2009 275,205,347 20,014,34% 7.3
2010 343,091,276 7,326,383 2.1
2011 377,153,530 7,736,000 2.1
Local:
2006 475,872,193 260,986,583 54.8%
2007 584,645,679 422,743,2¢8 72.3
2008 708,019,933 647,288,980 91.4
2009 773,029,316 696,476,702 90.1
2010 818,672,171 751,395,802 91.8
2011 960,271,326 892,167,113 92.9

Notes to schedule:

(1) Local employer contributions include contributionade by the State to provide funding for certainefis

payable to local participan

(2) In accordance with Chapter 108, P.L. 2003, dicall statutory required contributions for fiscahye 2004
through 2007 have been redut

(3) Differences between the amounts in the emplogatribution column in this schedule and the amsunt
recorded in the financial statements and footnatesttributed to timing differences between th&Q
actuarial valuations and the actual amounts reddivéiscal year 2011. Employer contributions ges
schedule represent anticipated contribution amadetsrmined at the time the actuarial valuationse\
prepared and finalized prior to the end of fisezdy2011. The financial statements and footnofiéscte
the actual amounts received in 2(

(4) For State, the fiscal year 2008, 2009, and Zfaitfiributions have been reduced in accordancethéh

provisions of the Appropriation Act for fiscal ye2008, 2009, and 2010, respective

(5) For local, the fiscal year 2008 contribution hagn reduced in accordance with Chapter 108,20Q3.
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STATE OF NEW JERSEY
POLICE AND FIREMEN’'S RETIREMENT SYSTEM

Schedule of Changes in Fiduciary Net Assets by Fund
Year ended June 30, 2011

Members’ Pensior Retirement Specia Non-Contributory
Annuity savings ~ Accumulation Reserve Reserve Group Insurance
Fund Fund Fund Fund Premium Fund Total
Additions:
Contributions:
Members $ 327,357,244 — — — — 327,357,244
Employers — (213,810,330) — — (3,103,762) (216,914,092)
Total contributions 327,357,244 (213,810,330) — — (3,103,762) 110,443,152
Distribution of net investment income — 1,732,258 1,335,971,137 — 3,281,365 3,071,480,855
Total additions 327,357,244 1,518,418,023 1,335,597 — 177,603 3,181,924,007
Deductions:
Benefits — — 1,686,445,400 — 35,107,319 1,721,552,71
Refunds of contributions 7,680,275 25,469 — — — 7,705,744
Administrative and miscellaneous expenses — A71p, — — — 4,115,476
Total deductions 7,680,275 4,140,945 1,686,445,400 — 35,107,319 1,733,373,939
Net increase (decrease) before
transfers among reserves 319,676,969 1,514,277,078(350,474,263) — (34,929,716) 1,448,550,068
Transfers among reserves:
Retirements (303,960,292)  (1,411,284,365) 1,7156514, — — —
Other 454,078 2,408,216,194 (2,408,670,272) — — —
Net increase (decrease) 16,170,755 2,511,208,907,043,899,878) — (34,929,716) 1,448,550,068
Net assets held in trust for pension benefits:
Beginning of year 3,075,484,919 (1,870,288,894) 598,167,672 — 39,774,119 19,844,137,816
End of year $ 3,091,655,674 640,920,013 17,5557247, — 4,844,403 21,292,687,884
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