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LETTER FROM THE TREASURER

State of Connecticut

Office of the Treasurer
Denise L. NaPrIER Howarp G. RIFKIN
TREASURER DepPuTy TREASURER

February 15, 2007

To the State of Connecticut
Combined Investment Funds
Fellow Beneficiaries

| am pleased to submit this Comprehensive Annual Financial Report (CAFR) for the State of Connecticut
Combined Investment Funds (CIF) for the fiscal year ended June 30, 2006, which reflects a year of solid
performance, exceeding the Funds benchmark and providing substantial increases in the value of the CIF
portfolio.

Responsibility for both the accuracy of the data and the completeness and fairness of the presentation,
including all disclosures, rests with the management of the Office of the Treasurer. To the best of our knowl-
edge, the enclosed data is accurate in all material respects and is reported in a manner designed to present
fairly the financial position and results of operations of CIF.

The Combined Investment Funds were established pursuant to Connecticut General Statutes Section 3-
31bto provide a means for investing pension and other trust fund assets entrusted to the Treasurer in a variety
of investment classes. The Funds are separate legally defined open-end portfolios consisting of the Cash
Reserve Fund, Mutual Equity Fund, Mutual Fixed Income Fund, International Stock Fund, Real Estate Fund,
Commercial Mortgage Fund, and the Private Investment Fund.

The units of the Funds are owned by six pension funds which include the Teachers’ Retirement Fund, State
Employees’ Retirement Fund, Connecticut Municipal Employees’ Retirement Fund, State Judges’ Retirement
Fund, Probate Court Retirement Fund, and State’s Attorney Retirement Fund, and eight trust funds which
include the Soldiers’ Sailors’ & Marines’ Fund, Police and Fireman’ Survivors’ Benefit Fund, Connecticut Arts
Endowment Fund, School Fund, Ida Eaton Cotton Fund, Hopemead Fund, Andrew C. Clark Fund, and the
Agricultural College Fund.

The 2006 Comprehensive Financial Report is presented in four sections.

The Introductory Section contains this letter of transmittal, Management's Report, and identification of the
Funds administrative organization.

The Financial Section contains the opinion of the independent auditors, management’s discussion & analysis
(MD&A), and basic financial statements.

The Investment Section contains investment information and a list of investments.

The Statistical Section contains tables of significant data pertaining to the Fund.

55 Etm STReeT, HARTFORD, CONNECTICUT 06106-1773, TELEPHONE: (860) 702-3000
Anv Eouar OpPPORTUNITY EMPLOYER
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LETTER FROM THE TREASURER

Management’s Discussion and Analysis

The MD&A beginning on page 17 provides an overview and analysis of the Funds basic financial state-
ments. This letter of transmittal is intended to complement the MD&A and should be read in conjunction with
it. We are confident that the data is presented in a manner that fairly reflects the financial position and results
of operations as measured by the financial activity of the fund. To this end, audited financial statements and
all disclosures necessary to enable the reader to gain an understanding of the Combined Investment Funds
financial activity have been included herein for your review.

Economic Condition and Outlook

The economic condition of the Funds is based primarily upon investment earnings. CIF produced an
annual total return of 10.55 percent, net of operating expenses. A comparative analysis of rates of return is
presented on page 44 of this report. Returns were positive in all the Funds investment classes, despite higher
market volatility as a result of rising oil prices and interest rates. At the close of fiscal year 2006, the Funds net
assets were $22.8 billion, an increase of $1.5 billion from the previous year after deducting payments for
pension benefits and monies withdrawn by participants from operating income earned this year.

CIF’s fiscal year 2006 performance ranked in the fiftieth percentile in the country among public funds
greater than $1 billion as reported by TUCS, an independent firm that monitors the performance of public funds
on a monthly basis. Over the longer term, CIF was ranked in the top 31 percent of public funds over the last 7
and 10 years, respectively.

Equity markets for the fiscal year ending June 30, 2006 were strong across the board with all indices
posting positive returns. In the U.S. equity markets, high oil prices and rising interest rates contributed to
market volatility while strong merger and acquisition activity, particularly in the latter half of the year, helped
sustain the positive performance.

The Federal Open Market Committee raised the overnight lending rate at every opportunity throughout the
fiscal year (eight times for a total of 200 basis points), which resulted in a federal funds rate of 5.25% on June
30, 2006.

Financial Information

Management is responsible for maintaining a system of adequate internal accounting controls designed to
provide reasonable assurance that transactions are executed in accordance with management’s general or
specific authorization, and are recorded as necessary to maintain accountability for assets and to permit
preparation of financial statements in accordance with generally accepted accounting principles. This system
includes written policies and procedures. Discussion and analysis of net assets and related additions and
deductions is presented in the MD&A beginning on page 17.

As principal fiduciary of the Combined Investment Funds, | am authorized to invest in a broad range of
equity and fixed income securities, as well as real estate properties, mortgages and private equity. The Office
of the Treasurer and the State’s Investment Advisory Council (IAC) developed a comprehensive Investment
Policy Statement (IPS) that provides policy guidelines for the Funds investments and includes an asset
allocation plan, which governs Fund investments today. The Asset Allocation Plan’s main objective is to
maximize investment returns over the long term at an acceptable level of risk, primarily through asset diversi-
fication. Risk, in this context, is defined as volatility of investment returns. (See the Understanding Investment
Performance discussion in the Investment Section.)

The target investment portfolio mix at fair value as of the end of the 2006 fiscal year was 36% U.S. equity,
18% international equity, 5% equity commercial real estate, 30% U.S. fixed income, and 11% alternative
investments. The Funds investment outlook is long-term allowing the portfolio to take advantage of the favor-
able risk-return characteristics of equities by placing more emphasis on this category.

The Funds are externally managed, primarily with registered investment advisors selected on a competi-
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LETTER FROM THE TREASURER

tive basis based on professional reputation, experience and performance. Investments are stated at fair value
for each of the funds and the investments of the Cash Reserve Fund are valued at amortized cost that approxi-
mates fair value.

Independent Audit

In this report, you will find a level of disclosure consistent with the highest standards of financial reporting
in conformity with generally accepted accounting principles (GAAP). The State of Connecticut’s independent
Auditors’ of Public Accounts conducted an annual audit of this Comprehensive Annual Financial Report in
accordance with generally accepted auditing standards. The auditors’ report on the basic financial statements
is included in the Financial Section of this report.

Awards

The Government Finance Officers Association of the United States and Canada (GFOA) awarded the Fund
a Certificate of Achievement for Excellence in Financial Reporting for its Comprehensive Annual Financial
Report (CAFR) for the fiscal year ended June 30, 2005. The Certificate is a prestigious national award recog-
nizing conformance with the highest standards for preparation of state and local government financial reports.

Requests for Information

This financial report is designed to provide a general overview of the State of Connecticut Office of the
Treasurer Combined Investment Funds activities for all those with an interest in the Funds investment activities.
Questions concerning any of the information provided in this report or requests for additional financial information
should be addressed to the Office of the Treasurer, 55 EIm Street, Hartford, Connecticut 06106-1773, and
telephone (860) 702-3000. Copies of the comprehensive annual financial report will also be available on the
Internet at www.state.ct.us/ott.

Sincerely,

Denise L. Nappier
Treasurer
State of Connecticut

State oF ConNECTICUT, OFFICE OF THE TREASURER, DENISE L. NAPPIER 5



MANAGEMENT'S REPORT

State of Connecticut

Office of the Treasurer
Denise L. NaPrIER Howarp G. RIFkIN
TREASURER DEePUTY TREASURER

December 29, 2006

To the State of Connecticut
Combined Investment Funds
Fellow Beneficiaries

This report was prepared by the Office of the Treasurer, which is responsible for the accuracy of the data,
the completeness and fairness of the presentation and all disclosures. We present the financial statements
and data as being accurate in all material respects and prepared in conformity with generally accepted ac-
counting principles and such financial statements are audited annually by the State of Connecticut Auditors of
Public Accounts.

To carry out this responsibility, the Office of the Treasurer maintains financial policies, procedures, ac-
counting systems and internal controls that management believes provide reasonable, but not absolute, assur-
ance that accurate financial records are maintained and investments and other assets are safeguarded.

It is our belief that the contents of this Combined Investment Funds Comprehensive Annual Financial
Report make evident the State of Connecticut Office of the Treasurer support of the safe custody and conscien-
tious stewardship of the State’s property and money held by the State.

In management’s opinion, the internal control structure of the Office of the Treasurer is adequate to ensure
that the financial information is this report presents fairly the financial condition and results of operations of the
funds that follow.

Sincerely,

;

Howard G. Rifkin
Deputy Treasurer

55 Ewm STReeT, HARTFORD, CoNNECTICUT 06106-1773, TELEPHONE: (860) 702-3000
An Eouvar OpporTuNITY EMPLOYER
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CERTIFICATE OF ACHIEVEMENT FOR EXCELLENCE IN FINANCIAL REPORTING

Certificate of
Achievement
for Excellence
in Financial
Reporting

Presented to

Connecticut State Treasurer's
Combined Investment Funds

For its Comprehensive Annual
Financial Report
for the Fiscal Year Ended
June 30, 2005

A Certificate of Achievement for Excellence in Financial
Reporting is presented by the Government Finance Officers
Association of the United States and Canada to
government units and public employee retirement
systems whose comprehensive annual financial
reports (CAFRs) achieve the highest
standards in government accounting
and financial reporting.
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THE CONNECTICUT STATE TREASURY

Mission Statement

To serve as the premier State Treasurer’s Office in the nation through effective management of public
resources, high standards of professionalism and integrity, and expansion of opportunity for the citizens and
businesses of Connecticut.

Statutory Responsibility

The Office of the Treasurer was established following the adoption of the fundamental orders of Connecticut
in 1638. The Treasurer shall receive all funds belonging to the State and disburse the same only as may be
directed by law, as described in Article Fourth, Section 22 of the Connecticut Constitution and in Title 3 of the
Connecticut General Statutes.

The Treasurer, as Chief Fiscal Officer for the State, oversees the prudent preservation and management of
State funds, including the administration of a $22.8 billion portfolio of pension assets and a $5.4 billion short-
term investment fund.

Public Service

The Office of the Treasurer includes an Executive Office as well as five distinct divisions, each with specific
responsibilities: Pension Funds Management, Cash Management, Debt Management, Unclaimed Property,
and the Second Injury Fund.

Treasurer

Executive Office

Pension Debt Cash
Funds

Unclaimed Second

Management Management Property Injury Fund

Management
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COMBINED INVESTMENT FUNDS ADMINISTRATION

INVESTMENT ADVISORY DENISE L. NAPPIER

COUNCIL Treasurer
State of Connecticut

Clarence L Roberts., Jr.
Michael Freeman

Robert L. Genuario | | I
David Himmelreich
James T. Larkin MEREDITH A.MILLER SHELAGH P. MCCLURE CATHERINEE.LAMARR
Reginald U. Martin Assistant Treasurer Investment Compliance General Counsel
William Murray Policy Officer

Denise L. Nappier
Sharon M. Palmer
David M. Roth

Carol M. Thomas
Peter Thor SUSAN B. SWEENEY

PATRICIA DEMARAS
Associate Counsel

Chief Investment Officer

JUDY BALICH
Executive Secretary

GREGORY D. FRANKLIN
Assistant
Treasurer

DAVID J. HOLMGREN DAVID R. JOHNSON VACANT
Principal Investment Principal Principal Investment
Officer -Equities Real Estate Officer

MICHELLER.B.HALE
Investment Officer
Accounting & Control

RONNIE RODRIGUEZ JASON J. PRICE
Investment Officer Investment Officer
Performance & Analysis Private Investments

BRINDAMATTIE ASSIM
Pension Fund
Accountant

SONIAY. PERONE SARAH CARTER
Administrative Administrative
Assistant Assistant

SEENU DEVAPPA
Pension Fund
Accountant

FELICIA GENCA
Pension Fund
Accountant

SALVATORE LISATANO

Investment Technician Il .
Effective October 15, 2006.
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Facsimile: (860) 702-3042
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Treasurer, State of Connecticut
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HOWARD G. RIFKIN (860) 702-3292

General Counsel
CATHERINE E. LAMARR (860) 702-3018

Assistant Treasurer - Policy
MEREDITH A. MILLER (860) 702-3294

Chief Investment Officer
SUSAN B. SWEENEY (860) 702-3229

Assistant Treasurer
GREGORY D. FRANKLIN, CFA (860) 702-3162

Principal Investment Officer
DAVID J. HOLMGREN (860) 702-3047

Principal Investment Officer
DAVID R. JOHNSON (860) 702-3160

Investment Officer
RONNIE RODRIGUEZ (860) 702-3167

Investment Officer
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Investment Officer
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Investment Compliance Officer
SHELAGH P. MCCLURE (860) 702-3280
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INVESTMENT ADVISORY COUNCIL

The Investment Advisory Council (IAC) consists of The State Treasurer and Secretary of the Office of Policy and
Management (as ex-officio members of the council), five public members all of whom shall be experienced in matters
relating to investments appointed by the Governor and legislative leadership, and three representatives of the teachers’
unions and two representatives of the state employees’ unions (CGS Sec. 3-13b).

As enacted in Public Act 00-43, the IAC annually reviews the Investment Policy (IPS) Statement recommended by the
Treasurer which includes an outline of the standards governing investment of trust funds by the Treasurer. The IPS
includes, with respect to each trust fund, (A) investment objectives; (B) asset allocation policy and risk tolerance; (C) asset
class definitions, including specific types of permissible investments within each asset class and any specific limitations
or other considerations governing the investment of any funds; (D) investment manager guidelines; (E) investment perfor-
mance evaluation guidelines; (F) guidelines for the selection and termination of providers of investment related services
who shall include, but not be limited to, investment advisors, external money managers, investment consultants, custodi-
ans, broker-dealers, legal counsel, and similar investment industry professionals; and (G) proxy voting guidelines. The
Treasurer shall thereafter adopt the IPS, including any such changes recommended by the IAC the Treasurer deems
appropriate, with the approval of a majority of the members appointed to the IAC. The current IPS was adopted by the
Treasurer and approved by the IAC in March 2002 and subsequently in January 2003, the IAC approved the Treasurer’s
adopted guidelines for the Mutual Fixed Income Fund.

All trust fund investments by the State Treasurer shall be reviewed by the Investment Advisory Council along with all
information regarding such investments provided to the council which the Treasurer deems relevant to the council’s review
and such other information as may be requested by the council. The IAC shall also review the report provided by the
Treasurer at each regularly scheduled meeting of the IAC as to the status of the trust funds and any significant changes
which may have occurred or which may be pending with regard to the funds. The council shall promptly notify the Auditors
of Public Accounts and the Comptroller of any unauthorized, illegal, irregular or unsafe handling or expenditure of trust
funds or breakdowns in the safekeeping of trust funds or contemplated action to do the same within their knowledge.

At the close of the fiscal year, the IAC shall make a complete examination of the security investments of the State and
determine as of June thirtieth, the value of such investments in the custody of the Treasurer and report thereon to the
Governor, the General Assembly and beneficiaries of trust fund assets administered, held or invested by the Treasurer
(CGS Sec. 3-13b(c)(2)).

I —m————— — — ————
Council members who contributed their time and knowledge to the IAC during fiscal 2006 include:

CLARENCE L. ROBERTS, JR., Chairman, as appointed by the Governor, Former Assistant Treasurer,
Unilever United States, Inc. (Retired)

MICHAEL FREEMAN, Representative of State Teachers’ unions, Teacher, Stonington High School.
ROBERT L. GENUARIO, Secretary, State Office of Policy and Management (Ex-officio member)
DAVID HIMMELREICH, Principal, Hynes, Himmelreich, Glennon & Company.

JAMES T. LARKIN, President, Global Strategy Advisors

REGINALD U. MARTIN, Managing Partner, Insurance Planning Associates. (resigned effective January 11,
2006)

WILLIAM MURRAY, Representative of State Teachers’ unions, NEA, Danbury
DENISE L. NAPPIER, Treasurer, State of Connecticut (Ex-officio member) and council secretary.
SHARON M. PALMER, Representative of State Teachers’ unions, President, AFT Connecticut.

DAVID M. ROTH, Principal and Managing Director, WLD Enterprises, Inc.
CAROL M. THOMAS, Representative of State Employees’ unions, State Department of Mental Retardation.

PETER THOR, Representative of State Employees’ unions, Coordinator, Policy & Planning, AFSCME
Council 4.
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LIST OF EXTERNAL ADVISORS

INVESTMENT CONSULTANTS

Alignment Capital Management - Austin, Texas
CRA RogersCasey - Darien, Connecticut
Franklin Park Associates - Conshohocken, Pennsylvania
Pension Consulting Alliance - Portland, Oregon

MASTER CUSTODIAN

State Street Bank and Trust Co. - Boston, Massachusetts

AUDITORS

Auditors of Public Accounts - Hartford, Connecticut

INVESTMENT ADVISORS

CASHRESERVE ACCOUNT
State Street Global Advisors - Boston, Massachusetts

MUTUAL EQUITY FUND
Large Cap

BGI Barclays Global Investors, N.A. - San Francisco, California
State Street Global Advisors - Boston, Massachusetts

All Cap
Capital Prospects, LLC - Stamford, Connecticut
FIS Group, Inc. - Philadelphia, Pennsylvania

Small/Mid Cap Passive Enhance
AXA Rosenberg Investment Management - Orinda, California

Small/Mid Cap Active
Brown Capital Management, Inc. - Baltimore, Maryland
Bivium Capital Partners - San Francisco, California
TCW Cowen Asset Management - New York, New York

INTERNATIONAL STOCK FUND
Index
State Street Global Advisors - Boston, Massachusetts

Core
Invesco Global Asset Management - Denver, Colorado
Progress Investment Management Company - San Francisco, California

Active - Growth
Clay Finlay, Inc. - New York, New York
MFS Institutional Advisors, Inc. - Boston, Massachusetts

Active - Value
Grantham, Mayo, Van Otterloo & Co. - Boston, Massachusetts

Small Cap
Morgan Stanley Asset Management - New York, New York
Schroder Investment Management - New York, New York

(1) Notincluded in the listing are currency overlay managers: The Bank of New York and Bridegwater
Associates, Inc.
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LIST OF EXTERNAL ADVISORS

Emerging
Emerging Markets Management - Arlington, Virginia
Grantham, Mayo, Van Otterloo & Co. - Boston, Massachusetts

Risk Controlled
Fidelity Management Trust Co. - Boston, Massachusetts
Merrill Lynch Investment Managers - Plainsboro, New Jersey

REAL ESTATE FUND

AEW Capital Management - Boston, Massachusetts
Apollo Real Estate Investment Fund - New York, New York
Canyon Johnson Urban Funds - Beverly Hills, California
Capri Capital Advisors - Chicago, lllinois
Cigna Realty Investors - Hartford, Connecticut
New Boston Fund - Boston, Massachusetts
RLJ Urban Lodging Fund - Bethesda, Maryland
Rockwood Capital - Greenwich, Connecticut
Starwood Global Opportunity Fund - Greenwich, Connecticut
Walton Street Real Estate Fund II- Chicago, Illinois
Westport Senior Living Fund — Palm Beach Gardens, Florida

MUTUAL FIXED INCOME FUND

Core
BlackRock Financial Management, Inc. - New York, New York
Phoenix Investment Counsel - Hartford, Connecticut
Progress Investment Management Company - San Francisco, California
State Street Global Advisors - Boston, Massachusetts
Wellington - Boston, Massachusetts
Western Asset Management - Pasadena, California

High Yield
Loomis Sayles & Co., Inc. - Boston, Massachusetts
Oaktree Capital Management, L.L.C. - Los Angeles, California
W.R. Huff Asset Management - Morristown, New Jersey

Emerging Market Debt
Ashmore Emerging Markets Debt Fund - London, England
Bridgewater Associates, Inc. - Greenwich, Connecticut

Inflation Linked Bonds
Brown Brothers Harriman - New York, New York
Hartford Investment Management Company - Hartford, Connecticut

COMMERCIAL MORTGAGE FUND

AEW Capital Management, LP - Boston, Massachusetts

PRIVATE INVESTMENT FUND

Corporate Buyouts
AIG Healthcare Partners LP - New York, New York
Blackstone Capital Partners 11l - New York, New York
Charterhouse Equity Partners IV - New York, New York
DLJ Merchant Banking Fund II- New York, New York
Forstmann Little Equity Fund VI- New York, New York
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LIST OF EXTERNAL ADVISORS

FS Equity Partners V - Los Angeles, California
Green Equity Investors Il — Los Angeles, California
Hicks Muse Tate & Furst Equity Fund IIl - Dallas, Texas
ICV Capital Partners LLC - New York, New York
Kelso Investment Associates VI - New York, New York
KKR 1996 Fund - New York, New York
KKR Millenium Fund - New York, New York
SCP Private Equity Partners - Wayne, Pennsylvania
Thayer Equity Investors IV — Washington D.C.
Thomas H. Lee Equity Fund IV - Boston, Massachusetts
Veritas Capital Fund- New York, New York
Wellspring Capital Partners Il - New York, New York
Wellspring Capital Partners 1l - New York, New York
Welsh, Carson, Anderson & Stowe VIII — New York, New York
Welsh, Carson, Anderson & Stowe X — New York, New York

Venture Capital
Connecticut Futures Fund - Westport, Connecticut
Conning Capital Partners V - Hartford, Connecticut
Crescendo Il — Minneapolis, Minnesota
Crescendo World Fund — Minneapolis, Minnesota
Grotech Partners V - Timonium, Maryland
RFE Investment Partners VI - New Canaan, Connecticut
Shawmut Equity Partners - Boston, Massachusetts

Mezzanine
GarMark Partners — Stamford, Connecticut
GarMark Partners Il LP — Stamford, Connecticut
SW Pelham Fund - Hartford, Connecticut
SW Pelham Fund Il LP - Hartford, Connecticut

International
AIG Global Emerging Markets Fund - New York, New York
Carlyle Asia Partners— Washington D.C.
Carlyle Europe Partners— Washington D.C.
Compass European Partners — New York, New York
Gilbert Global Equity Partners - Tacoma, Washington

Fund of Funds
Fairview Constitution Il LP - Farmington, Connecticut
Goldman Sachs Private Equity Fund - New York, New York
Landmark Private Equity Fund VIII — Simsbury, Connecticut
Lexington Capital Partners Il - New York, New York
Parish Capital | LLP - Chapel Hill, North Carolina
The Constitution Liquidiating Fund - Farmington, Connecticut

Special Situations
Forstmann Little MBO VII - New York, New York
Greenwich Street Capital Partners 1l — New York, New York
KPS Special Situations Fund - New York, New York
Welsh, Carson, Anderson & Stowe Capital Partners Il - New York, New York
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STATE OF CONNECTICUT

AUDITORS OF PUBLIC ACCOUNTS

STATE CAPITOL
KEVIN P. JOHNSTON 210 CAPITOL AVENUE ROBERT G JAEKLE

HARTFORD, CONNECTICUT 06106-1559

INDEPENDENT AUDITORS' REPORT

We have audited the accompanying statement of net assets of the Combined Investment Funds as of
June 30, 2006, and the statement of changes in net assets for the fiscal years ended June 30, 2006,
and 2005. These financial statements are the responsibility of the management of the State Treasury.
Our responsibility is to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements.

Our procedures included confirmation of securities owned as of June 30, 2006, by correspondence
with the custodians. An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statement presentation.
We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of the Combined Investment Funds as of June 30, 2006, and the results of their
operations and changes in net assets for the year then ended, in conformity with accounting
principles generally accepted in the United States of America.

As explained in Note 1B, the State Treasurer's policy is to present investments at fair value. The fair
value of most of the assets of the Real Estate Fund, the Commercial Mortgage Fund and the Private
Investment Fund are estimated by investment advisors in the absence of readily ascertainable market
values, and reviewed and adjusted, when appropriate, by the State Treasurer. The fair value of most
of the assets of the Real Estate Fund and the Private Investment Fund are presented at the cash
adjusted fair values, which utilize the investment advisors' March 31,2006, quarter ending estimated
values adjusted for cash flows of the Funds during the subsequent quarter that affect the value at the
Funds' level. Adjustments are made for underlying investments that experienced significant changes
in value during the quarter, if deemed appropriate. We have reviewed the investment advisors'
values, the relevant cash flows and the procedures used by the State Treasurer in reviewing the
estimated values and have read underlying documentation and, in the circumstances, we believe the
procedures to be reasonable and the documentation appropriate. However, because of the inherent
uncertainty of valuation, those estimated values may differ significantly from the values that would
have been used had a ready market for the investments existed, and the differences could be material.



Our audit was made for the purpose of forming an opinion on the financial statements of the
Combined Investment Funds taken as a whole. The Combined Investment Funds Statement of Net
Assets, Statements of Changes in Net Assets, Total Net Asset Value by Pension Plans and Trusts and
the Statements of Investment Activity by Pension Plan and by Trust, contained within the Statistical
Section of this document, are presented for purposes of additional analysis and are not a required part
of the financial statements of the Combined Investment Funds. Such information has been subjected
to the auditing procedures applied in the audit of the financial statements of the Combined
Investment Funds and, in our opinion, is fairly presented in all material respects in relation to the
financial statements of the Combined Investment Funds taken as a whole. The Management’s
Discussion and Analysis is not a required part of the basic financial statements but is supplemental
information required by the Governmental Accounting Standards Board. We have applied certain
limited procedures, which consisted primarily of inquiries of management regarding the methods of
measurement and presentation of the supplementary information. However, we did not audit the
Management’s Discussion and Analysis and express no opinion on it.

This opinion is being issued for inclusion in an annual report for the State Treasurer’s Combined
Investment Funds for the fiscal year ended June 30, 2006. Other information contained within the
Statistical Section and the Investment and Introductory Sections of this document has not been

audited.
2.
Ko £ ﬁ\ 4

Kevin P. Johns Robert G. Jaekle
Auditor of Public Accounts Auditor of Public Accounts

December 29, 2006
State Capitol
Hartford, Connecticut



MANAGEMENT’S DISCUSSION AND ANALYSIS

This section presents Management’s Discussion and Analysis (MD&A) of the Comprehensive Annual Financial
Report (CAFR) of the State of Connecticut’s Office of the Treasurer Combined Investment Funds (CIF) financial position
and performance for the fiscal year ended June 30, 2006. It is presented as a narrative overview and analysis.
Management of the State of Connecticut’s Office of the Treasurer encourage readers to review it in conjunction with the
transmittal letter included in the Introductory Section at the front of this report and the financial statements in the
Financial Section that follow.

The Combined Investment Funds serve as an investment vehicle for the six State pension plans and eight trust
funds collectively known as the Connecticut Retirement Plans and Trust Funds representing the pension funds of the
State teachers, State and municipal employees, as well as non-retirement trust funds that support academic programs,
grants and initiatives throughout the State and are managed for the sole benefit of the participants. CIF investments
range in investment diversity from domestic and international stocks to fixed income, real estate and private investment
equity. Investments of the pension plans and trust funds are combined in a commingled investment pool as authorized
by state statute. Each pension plan and trust fund owns an equity position in the CIF and receives proportionate
investment income from the CIF in accordance with each respective ownership percentage. Each pension plan and
trust fund’s allocated share of each type of investment in the CIF is shown in the Statement of Investment Activity of
each respective pension plan and trust fund on pages 87 - 91. Investment gains or losses are also reported in the
Statement of Investment Activity of each pensions plan and trust. The Market Value per share is therefore approximately
the same for each of the pension plans and trust funds investments in the CIF.

The CIF financial statements reported by the Treasurer’s Office for which the Treasurer has fiduciary responsibility
for the investment thereof begin on page 20 and provide detailed information about individual funds.

FINANCIAL HIGHLIGHTS
Condensed Financial Information

Combined Investment Funds
Net Assets and Changes in Net Assets

Net Assets -The net assets of the Combined Investment Funds at the close of the fiscal year were $22.8 billion,
anincrease of $1.5 billion from the previous year. The change in net assets resulted from a net increase in net assets
from operations of $2.2 billion partly offset by cash outflows of $0.8 billion to make payments to beneficiaries of the
Connecticut Retirement Plans and Trust Funds.

The net assets under management in the Combined Investment Funds at the close of the 2005 fiscal year were
$21.3 billion, an increase of $1.1 billion from the prior year. The change in net assets resulted from a net increase in
net assets from operations of $2.1 billion partly offset by cash outflows of $0.9 billion to make payments to beneficiaries
of the Connecticut Retirement Plans and Trust Funds.

Operating Income — Favorable performance results achieved a positive return of 10.55%, net of all management
fees and expenses, compared to a return of 10.46%, net of all expenses for the previous fiscal year. Positive returns
in the Funds’ investment classes were realized in fiscal year 2006 despite higher market volatility as a result of higher
oil prices and rising interest rates.

The Funds’ annual total return, net of expenses, of 10.55% exceeded its benchmark by 54 basis points as
measured against the total funds benchmark, a hybrid benchmark customized to reflect the CRPTF’s asset allocation
and performance objectives.

For the previous fiscal year, favorable performance results achieved a positive return of 10.46%, net of all management
fees and expenses, compared to a return of 15.23%, net of all expenses in 2004. Returns were positive in all the
Funds’ investment classes in fiscal year 2005 despite higher oil prices and rising interest rates.

The Funds’ annual total return in 2005, net of expenses, of 10.46% exceeded its benchmark by 44 basis points as
measured against the total funds benchmark.
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MANAGEMENT’S DISCUSSION AND ANALYSIS

Net Assets held in trust for Participants
A summary of the net assets held in trust for participants is presented below.

Condensed Statement of Net Assets
Fiscal Year Ended June 30,

Assets 2006 Increase (Decrease) 2005 Increase (Decrease) 2004

Investments at Fair Value $23,482,898,042 $1,909,633,425 $21,573,264,617 $923,148,715 $20,650,115,902
Cash, Receivables and Other 16,145,903,300 3,933,160,855 12,212,742,445 1,756,302,745 10,456,439,700
Total Assets 39,628,801,342 5,842,794,280 33,786,007,062 2,679,451,460 31,106,555,602
Liabilities (16,812,028,370)  (4,325,170,910) (12,486,857,460) (1,569,691,638) (10,917,165,822)
Net Assets $22,816,772,972 $1,517,623,370 $21,299,149,602 $1,109,759,822 $20,189,389,780

Condensed Statement of Changes in Net Assets
Fiscal Year Ended June 30,

Additions 2006 Increase (Decrease) 2005 Increase (Decrease) 2004
Dividends $525,565,751 $25,325,909 $500,239,842 $(107,289,421) $607,529,263
Interest 350,786,481 48,733,880 302,052,601 (976,584) 303,029,185
Securities Lending &

Other Income 124,613,062 48,593,890 76,019,172 23,253,315 52,765,857
Total Investment Income 1,000,965,294 122,653,679 878,311,615 (85,012,690) 963,324,305
Total Investment Expenses (178,008,768) 65,886,061 (112,122,707) (48,566,340) (63,556,367)
Net Investment Income 822,956,526 56,767,618 766,188,908 (133,579,030) 899,767,938
Net Realized Gain/(Loss) 886,031,474 187,367,321 698,664,153 (182,314,879) 880,979,032
Net Change in Unrealized

Gains on Investments 520,430,130 (70,724,973) 591,155,103 (345,760,521) 936,915,624

Net Increase (Decrease) in
Net Assets resulting

from operations 2,229,418,130 173,409,966 2,056,008,164 (661,654,430) 2,717,662,594
Purchase of Units by

Participants 1,829,831,913 197,508,729 1,632,323,184 1,257,190,659 2,889,513,843
Total Additions 4,059,250,043 370,918,695 3,688,331,348 (1,918,845,089) 5,607,176,437
Deductions
Administrative Expense (2,958,886) (279,238) (2,679,648) (423,340) (2,256,308)
Distribution of Income to

Unit Owners (802,533,547) 57,108,208 (859,641,755) (43,511,564) (816,130,191)
Redemption of Units by

Participants (1,736,134,242) (19,884,123) (1,716,250,119) 1,183,555,107 (2,899,805,226)
Total Deductions (2,541,626,675) 36,944,847 (2,578,571,522) 1,139,620,203 (3,718,191,725)
Net Change in Assets 1,517,623,368 407,863,542 1,109,759,826 (779,224,886) 1,888,984,712
Beginning Net Assets 21,299,149,602 1,109,759,826 20,189,389,776 1,888,984,708 18,300,405,068
Ending Net Assets $22,816,772,972 $1,517,623,370 $21,299,149,602 $1,109,759,822 $20,189,389,782

OVERVIEW OF THE FINANCIAL STATEMENTS

This discussion and analysis is an introduction to the Office of the Treasurer's Combined Investment Funds basic
financial statements, which are comprised of: 1) Statement of Net Assets, 2) Statement of Changes in Net Assets and
3) Notes to the Financial Statements.

The Statement of Net Assets and the Statement of Changes in Net Assets are two financial statements that report
information about the Combined Investment Funds as a whole, and about its activities that should help answer this
qguestion: Are the Combined Investment Funds, as a whole, performing better or worse as a result of this year’s
activities? These statements include all assets and liabilities using the accrual basis of accounting. The current year’s
revenues and expenses are taken into account regardless of when cash is received or paid.
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MANAGEMENT’S DISCUSSION AND ANALYSIS

The Statement of Net Assets (page 20) presents all of the Combined Investment Funds assets and liabilities, with
the difference between the two reported as “net assets”. Over time, increases and decreases in net assets measure
whether the Combined Investment Funds financial position is improving or deteriorating.

The Statement of Changes in Net Assets (page 21 and 22) presents information showing how the Combined
Investment Funds net assets changed during the most recent year. All changes in net assets are reported as soon as
the underlying events giving rise to the change occurs, regardless of the timing of related cash flows. Therefore,
revenues and expenses are reported in this statement for some items that will only result in cash flows in future fiscal
periods (e. g. security lending rebates and dividend and interest income).

The Notes to the Financial Statements provide additional information that is essential to a full understanding of the
data provided in the Combined Investment Funds financial statements. The notes can be found on pages 23-34 of this
report.

ECONOMIC CONDITIONS AND OUTLOOK
After three years of strong economic performance, U.S. economic growth peaked just as Fiscal-Year 2006 (FY
2006) began. Throughout the year, however, economic growth began to moderate. One of the main factors that
contributed to slower growth was energy prices. Higher energy prices decreased consumer discretionary spending and
contributed to the trend of slower economic growth.

Inflation concerns began to surface early in the fiscal year. As the fiscal year began with economic growth at full
speed, demand expanded to a point where consumers were willing to tolerate higher prices. As inflation rose and the
economy continued to show positive growth, albeit at a slower pace, both short and long-term interest rates rose. The
overnight Federal Funds rate rose from 3.25 percent as of June 30, 2005 to 5.25 percent as of June 29, 2006. For the
first time in over two-years and after 17 consecutive rate hikes, the Federal Reserve did not increase the Federal Funds
rate at the August 2006 Federal Open Market Committee (FOMC) meeting

On the positive side a strong employment picture supported consumer spending. Employment grew by 1.9 million
jobs as the unemployment rate fell from 5.1 percent to 4.6 percent. For FY 2006, consumer purchases were the major
contributor to growth in the economy with Gross Domestic Product (GDP) growing by 3.5 percent on a year-over-year
basis.

As we enter fiscal year 2007, the U.S. economy appears to be in a period of transition characterized by the
unenviable position of slowing growth and increasing inflation. Itis likely that the Federal Reserve will hold interest rates
roughly steady throughout the fiscal year. Federal funds futures show that the most likely case is for interest rates to
remain at the current 5.25 percent level for the first half of this fiscal year. During the second half of FY 2007, Federal
Funds futures predict a 50 basis point easing to 4.75 percent as the economy slows further.

CONTACTING THE OFFICE OF THE TREASURER
This financial report is designed to provide a general overview of the Office of the Treasurer’s finances and to show
the Office’s accountability for the money it receives. Questions about this report or requests for additional information
should be addressed to:

Connecticut State Treasury
55 Elm Street
Hartford, CT 06106-1773
Telephone (860) 702-3000
www.state.ct.us/ott
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CONNECTICUT STATE TREASURER'’S COMBINED INVESTMENT FUNDS

STATEMENT OF NET ASSETS

JUNE 30, 2006

ASSETS
Investments in Securities, at Fair Value
Cash Reserve Fund
Cash Equivalents
Asset Backed Securities
Government Securities
Government Agency Securities
Mortgage Backed Securities
Corporate Debt
Convertible Securities
Common Stock
Preferred Stock
Real Estate Investment Trust
Mutual Fund
Limited Liability Corporation
Trusts
Limited Partnerships
Annuities
Total Investments in Securities, at Fair Value
Cash
Receivables
Foreign Exchange Contracts
Interest Receivable
Dividends Receivable
Due from Brokers
Foreign Taxes
Securities Lending Receivable
Reserve for Doubtful Receivables
Total Receivables
Invested Securities Lending Collateral
Prepaid Expenses
Total Assets

LIABILITIES
Payables
Foreign Exchange Contracts
Due to Brokers
Income Distribution
Total Payables
Securities Lending Collateral
Accrued Expenses
Total Liabilities

NET ASSETS

TOTAL

820,779,917
434,063,514
1,664,157,058
1,536,772,778
970,809,988
1,940,538,032
45,228,403
13,888,791,634
100,926,827
113,098,840
360,256,278
10,769,746
53,199,123
1,543,267,802
238,102

23,482,898,042
53,677,919

12,927,274,057
78,916,742
18,206,889
256,645,981
2,177,074
984,399
(9,156,576)

13,275,048,566
2,815,146,706
2,030,109

39,628,801,342

12,991,164,913
975,877,929
788,592

13,967,831,434
2,815,146,706
29,050,230

16,812,028,370

22,816,772,972

The accompanying notes are an integral part of these financial statements.
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STATEMENT OF CHANGES INNET ASSETS
FOR THE FISCAL YEAR ENDED JUNE 30, 2006

CONNECTICUT STATE TREASURER'’S COMBINED INVESTMENT FUNDS

ADDITIONS
OPERATIONS
Investment Income
Dividends
Interest
Other Income
Securities Lending
Total Income

Investment Expenses
Investment Advisory Fees
Custody and Transfer Agent Fees
Professional Fees
Security Lending Fees
Security Lending Rebates
Other Investment Expenses
Total Investment Expenses

Net Investment Income

Net Realized Gain (Loss)
Net Changein Unrealized Gain/(Loss)

on Investments and Foreign Currency

Net Increase (Decrease) in Net
Assets Resulting from Operations

Unit Transactions
Purchase of Units by Participants

TOTAL ADDITIONS

DEDUCTIONS
Administrative Expenses:
Salary and Fringe Benefits

Distributions to Unit Owners:
Income Distributed
Returns of Capital

Total Distributions

Unit Transactions
Redemption of Units by Participants

TOTAL DEDUCTIONS
CHANGE INNET ASSETS

Net Assets- Beginning of Period
Net Assets- End of Period

TOTAL

525,565,751
350,786,481

2,466,219
122,146,843

1,000,965,294

64,365,142
96,982
1,960,211
2,406,733
108,848,718
330,982

178,008,768

822,956,526
886,031,474

520,430,130

2,229,418,130

1,829,831,913

4,059,250,043

(2,958,886)

(802,533,547)

(802,533,547)

(1,736,134,242)

(2,541,626,675)

1,517,623,368

21,299,149,602

22,816,772,972

The accompanying notes are an integral part of these financial statements
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CONNECTICUT STATE TREASURER’S COMBINED INVESTMENT FUNDS

STATEMENT OF CHANGES INNET ASSETS
FOR THE FISCAL YEAR ENDED JUNE 30, 2005

ADDITIONS
OPERATIONS
Investment Income
Dividends
Interest
Other Income
Securities Lending
Total Investment Income

Investment Expenses
Investment Advisory Fees
Custody and Transfer Agent Fees
Professional Fees
Security Lending Fees
Security Lending Rebates
Other Investment Expenses
Total Investment Expenses

Net Investment Income

Net Realized Gain (Loss)
Net Changein Unrealized Gain/(Loss)
on Investments and Foreign Currency

Net Increase (Decrease) in Net Assets
Resulting from Operations

Unit Transactions
Purchase of Units by Participants
TOTAL ADDITIONS

DEDUCTIONS
Administrative Expenses
Salary and Fringe Benefits

Distributions to Unit Owners:
Income Distributed
Total Distributions

Unit Transactions

Redemption of Units by Participants
TOTAL DEDUCTIONS
CHANGE INNET ASSETS

Net Assets- Beginning of Period
Net Assets- End of Period

TOTAL

500,239,842
302,052,601
17,941,401
58,077,771

878,311,615

56,704,256
1,907,792
3,217,508
2,941,450

47,351,701

112,122,707

766,188,908
698,664,153

591,155,103

2,056,008,164

1,632,323,184

3,688,331,348

(2,679,648)

(859,641,755)

(859,641,755)

(1,716,250,119)

(2,578,571,522)
1,109,759,826

20,189,389,776

21,299,149,602

The accompanying notes are an integral part of these financial statements
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CONNECTICUT STATE TREASURER’S COMBINED INVESTMENT FUNDS

NOTES TO FINANCIAL STATEMENTS

NOTE 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The Combined Investment Funds (the “Funds”) are separate legally defined funds, which have been created by the
Treasurer of the State of Connecticut (the “Treasurer”) under the authority of the Connecticut General Statutes (CGS) Section
3-31b. The Funds are open-end, unitized portfolios consisting of the Cash Reserve Fund, Mutual Equity Fund, Mutual Fixed
Income Fund, International Stock Fund, Real Estate Fund, Commercial Mortgage Fund and the Private Investment Fund.
The Funds were established to provide a means for investing pension and other trust fund assets entrusted to the Treasurer
in a variety of investment classes. The units of the Funds are owned by these pension and trust funds. For financial
reporting purposes of the State of Connecticut, the Funds are considered to be internal investment pools and are not reported
in the State’s combined financial statements. Instead, each fund type’s investment in the fund is reported as “equity in
combined investment funds” in the State’s combined balance sheet.

The Treasurer, as sole fiduciary of the Funds, is authorized to invest in a broad range of fixed income and equity
securities, as well as real estate properties, mortgages and private equity. This authority is restricted only by statute. Such
limitations include prohibitions against investment in companies doing business in Iran and those doing business in Northern
Ireland, but who have failed to implement the MacBride Principles (CGS Section 3—-13h). Other legislation restricts the
maximum aggregate investment in equity securities to 60% of the fair value of the Trust Funds.

The Funds are not subject to regulatory oversight and are not registered with the Securities and Exchange Commission
as an investment company.

The following is a summary of significant accounting policies consistently followed by the Funds in the preparation of
their financial statements.

A. NEW PRONOUNCEMENTS

The financial statements and corresponding footnotes include the application of GASB 44, “Economic Condition Report-
ing.” This Statement amends the portions of NCGA Statement 1 which guides the preparation of the statistical section. This
amendment now requires that the statistics section include ten-year trend information that assist users in utilizing the basic
financial statement, notes to basic financial statements, and required supplementary information to assess the economic
condition of a government. The provisions of this Statement are effective for statistical sections prepared for periods begin-
ning after June 15, 2005.

B. SECURITY VALUATION

Investments are stated at fair value for each of the Funds as described below. For the Commercial Mortgage Fund, the
investments listed on the Statement of Net Assets, other than the amounts invested in the Cash Reserve Fund, are shown
at fair values provided to the Fund by the investment advisor, and adjusted, when appropriate, by the Treasurer’s staff. For
the Real Estate and Private Investment Funds substantially all of the investments, other than those in the Cash Reserve
Fund, are shown at values that are estimated by the Treasurer’s staff. Such estimations utilize the investment advisors’ prior
guarter end estimated fair value, plus or minus the appropriate related cash flows as described later in this section. The
Treasurer’s staff reviews the valuations for all investments in these alternative asset classes (Commercial Mortgage, Real
Estate, and Private Investment Funds) to see that they are reasonable and consistent. Due to the inherent uncertainty of
valuation, those estimated values may differ significantly from the values that would have been used had a ready market for
the securities existed and the differences could be material.

Cash Reserve Fund
Investments are valued at amortized cost, which approximates fair value. Repurchase Agreements held are collateral-
ized at 102 percent of the securities’ value. Such transactions are only entered into with primary government securities
dealers who report directly to the Federal Reserve Bank of New York. The collateral is evaluated daily to ensure its fair value
exceeds the current fair value of the repurchase agreements including accrued interest.

Mutual Equity Fund
Securities traded on securities exchanges are valued at the last reported sales price on the last business day of the
fiscal year. Corporate bonds and certain over-the-counter stocks are valued at the mean of bid and asked prices as
furnished by broker-dealers.
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CONNECTICUT STATE TREASURER'’S COMBINED INVESTMENT FUNDS

NOTES TO FINANCIAL STATEMENTS (Continued)

Mutual Fixed Income Fund
Investments are valued based on quoted market prices when available. For securities that have no quoted market
value, fair value is estimated based on yields currently available on comparable securities of issuers with similar credit
ratings.

When-issued securities held are fully collateralized by U.S Government securities and such collateral is in the posses-
sion of the Fund'’s custodian. The collateral is evaluated daily to ensure its market value exceeds the current market value
of the instruments including accrued interest.

The Mutual Fixed Income Fund invests in Mortgage Backed Securities (MBSs) and Asset Backed Securities (ABSS),
which are included in the Statement of Net Assets. These are bonds issued by a special purpose trust that collects
payments on an underlying collateral pool of mortgage or other loans and remits payments to bondholders. The bonds are
structured in a series of classes or tranches, each with a different coupon rate and stated maturity date. Interest payments
to the bondholders are made in accordance with the trust indentures and amounts received from borrowers in excess of
interest payments and expenses are used to amortize the principal on the bonds. Such principal payments are made to
retire the tranches of bonds in order of their stated maturity. Because mortgage prepayments are largely dependent on
market interest rates, the ultimate maturity date of the bonds is unpredictable and is sensitive to changes in market
interest rates, but is generally prior to the stated maturity date. At June 30, 2006, the Fund held MBSs of $941,603,360
and ABSs of $194,890,055.

Interest-only stripped mortgage backed securities (10s), a specialized type of Collateralized Mortgage Obligation
(CMO), are included as Mortgage Backed Securities on the statement of Net Assets. The cash flow on these investments
is derived from the interest payments on the underlying mortgage loans. Prepayments on the underlying loans curtail
these interest payments, reducing the value of the 10s and, as such, these instruments are extremely sensitive to changes
in interest rates, which encourage or discourage such prepayments. At June 30, 2006 the Fund’s holdings had a fair value
of $2.0 million and a cost of $39.2 million. The valuations were provided by the custodian.

Investments in non-U.S. fixed income securities are utilized on an opportunistic basis. Certain advisors within the
Mutual Fixed Income Fund are authorized to invest in global fixed income securities.

International Stock Fund
Investments in securities listed on security exchanges are valued at the last reported sales price on the last business
day of the fiscal year; securities traded in the over-the-counter market and listed securities for which no sale was reported
on that date are valued at the mean of the last reported bid and asked prices.

Certain cash held in non-U.S. dollar denominated trading accounts is non-interest bearing.

Real Estate Fund

Investments in securities not listed on security exchanges and investments in trusts, limited partnerships, and annu-
ities, which comprise substantially all of the Fund’s investments, are carried at the cash adjusted fair value. The cash
adjusted fair value utilizes the prior calendar quarter end fair value as estimated by the investment advisor, (i) plus cash
flows relating to capitalized expenses and principal contributions disbursed from and (ii) minus amounts received by the
Real Estate Fund, to estimate the current fair value. At June 30, 2006 one partnership is being reported at cost. The
Treasurer’s staff reviews the prior quarter estimated fair values provided by the investment advisors for reasonableness. In
those instances where an advisor’s value appears to be overstated, this estimated fair value is adjusted accordingly.
Additionally, the staff monitors the estimated cash adjusted fair values against the estimated values subsequently reported
by the investment advisors. In the event of significant total Fund-level differences between the cash adjusted estimates and
the investment advisors’ estimated values, adjustments to the reported cash adjusted fair values are made to prevent
overstatement. At June 30, 2006, the estimated investment values provided by the investment advisors, net of the adjust-
ments noted above, exceeded cash adjusted fair values reported on the Statement of Net Assets by approximately $7.2
million. Consistent with the cash adjusted fair value presentation this increase will be considered for the next quarter’s
adjustment.

Commercial Mortgage Fund
This Fund invests in commercial mortgage loans and mortgage backed securities generally through indirect ownership
vehicles such as trusts and corporations. The value of the Fund'’s interest in these entities is based on the fair value of the
underlying commercial loan portfolio or securities held. Fair value for the mortgage portfolio is computed by discounting the

24 CowmBINED INvESTMENT FuNDs 2006 ComMPREHENSIVE FINANCIAL ANNUAL REPORT



CONNECTICUT STATE TREASURER’S COMBINED INVESTMENT FUNDS

NOTES TO FINANCIAL STATEMENTS (Continued)

expected cash flows of the loans at a rate commensurate with the risk inherent in the loans. The discount rate is deter-
mined using the yield on U.S. Treasury securities of comparable remaining maturities plus an appropriate market spread for
credit and liquidity risk. The Fund does not record fair values in excess of amounts at which the borrower could settle the
obligation, giving effect to any prepayment premiums. In the event that the fair value of the loan collateral, based on an
appraisal, is less than the outstanding principal balance, the collateral value is used as fair value. These calculations are
performed by the investment advisor and reviewed by Treasury personnel.

Private Investment Fund

The Private Investment Fund is comprised of investments in various limited partnerships, limited liability companies
and securities. The general partner or managing member is the investment advisor and is compensated on a fee basis for
management services in addition to its participation in partnership profits and losses. These investments are carried at their
cash adjusted fair values. The cash adjusted fair value utilizes the prior quarter fair value as estimated by the investment
advisor, (i) plus cash flows relating to capitalized expenses and principal contributions disbursed from and (ii) minus
amounts received by the Private Investment Fund, to estimate the current fair value. The Treasurer’s staff reviews the prior
guarter estimated fair values provided by the investment advisors for reasonableness. In those instances where an advisor’s
value appears to be overstated, the estimated fair value is adjusted accordingly. Additionally, the staff monitors the esti-
mated cash adjusted fair values against the estimated values subsequently reported by the investment advisors. In the
event of significant total Fund-level differences between the cash adjusted estimates and the investment advisors’ esti-
mated values, adjustments of reported cash adjusted values are made to prevent overstatement. At June 30, 2006, the
estimated investment values provided by the investment advisors, net of the adjustments noted above, exceeded cash
adjusted fair values reported on the Statement of Net Assets by approximately $53.1 million. Consistent with the cash
adjusted fair value presentation this increase will be considered for the next quarter’'s adjustment. Securities traded on
securities exchanges are valued at the last reported sales price on the last business day of the fiscal year. Corporate
bonds and certain over-the-counter stocks are valued at the mean of bid and asked prices as furnished by broker-dealers.

Fair values of the underlying investments are generally represented by cost unless there has been an additional arms-
length indication of value, such as a public offering or a new investment by a third party.

C. INVESTMENT TRANSACTIONS AND RELATED INCOME

Investment transactions are accounted for on a trade date basis. Dividend income is recognized as earned on the ex-
dividend date. Interestincome is recorded on the accrual basis as earned. Realized gains and losses are computed on the
basis of the average cost of investments sold. Such amounts are calculated independent of and are presented separately
from the Net Change in Unrealized Gains and Losses on the Statement of Changes in Net Assets. Realized gains and
losses on investments held more than one fiscal year and sold in the current year were included as a change in the fair value
of investments reported in the prior year(s) and the current year. Unrealized gains and losses represent the difference
between the fair value and the cost of investments. The increase (decrease) in such difference is accounted for as a change
in unrealized gain (loss). In the Funds’ cost basis records, premiums are amortized using the straight-line method that
approximates the interest method.

Dividends earned by the Private Investment, Real Estate, Commercial Mortgage Funds relate to investments that are
not listed on security exchanges. Such dividends are recognized as income when received, generally net of advisory fees.

D. FOREIGN CURRENCY TRANSLATION

The value of investments, assets and liabilities denominated in currencies other than U.S. dollars are translated into
U.S. dollars based upon appropriate fiscal year end foreign exchange rates. Purchases and sales of foreign investments
and income and expenses are converted into U.S. dollars based on currency exchange rates prevailing on the respective
dates of such transactions. The Funds do not isolate that portion of the results of operations arising from changes in the
exchange rates from that portion arising from changes in the market prices of securities.
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E. SHARE TRANSACTIONS AND PRICING

All unit prices are determined at the end of each month based on the net asset value of each fund divided by the number
of units outstanding. Purchases and redemptions of units are based on the prior month end price and are generally
processed on the first business day of the month.

F. EXPENSES

Expenses of the funds are recognized on the accrual basis and are deducted in calculating net investment income and
net asset value on a monthly basis. Fees and expenses of the Real Estate Fund are generally recognized when paid, by
netting them against dividends received. Each of the funds bears its direct expenses, such as investment advisory fees,
and, in addition, each of the funds is allocated a portion of the overhead expenses of the Pension Funds Management
Division of the Office of the State Treasurer, which services the funds. These expenses include salary and fringe benefit
costs and other administrative expenses. Certain of these costs are allocated among the Funds based on relative net asset
values. Other costs are charged directly based on the specific duties of personnel.

G. DISTRIBUTIONS

Net investmentincome earned by the Combined Investment Funds is distributed monthly to the unit owners of the funds,
generally in the following month.

H. DERIVATIVE FINANCIAL INSTRUMENTS

GASB Technical Bulletin No. 2003-1 defines a derivative instrument as a financial instrument or other contract with all
three of the following characteristics: a) It has (1) one or more underlying (a specified interest rate, security price, commodity
price, foreign exchange rate, index of prices or rates or other variable) and (2) one or more notional amounts (a number of
currency units, shares, bushels, pounds, or other units specified in the contract). b) It requires no initial investment or
smaller than would be required for other types of contracts. c) Its terms require or permit net settlement, it can readily be
settled net by a means outside the contract, or it provides for delivery of an asset that puts the recipient in a position not
substantially different from net settlement.

For the fiscal year ended June 30, 2006, the funds maintained positions in a variety of such securities that are all
reported at fair value on the statement of net assets. The Cash Reserve Fund held adjustable rate and asset-backed
securities. The Mutual Fixed Income Fund held CMOs, including 10s, and other asset backed securities, indexed Treasury
securities and option contracts. The International Stock and Mutual Fixed Income Funds were invested in foreign exchange
contracts and the Commercial Mortgage Fund held CMOs and CMO residuals. The underlying holdings of the Private
Investment Fund and the Real Estate Fund may hold derivatives. The specific nature of these investments is discussed more
fully in the accounting policy note for each respective fund, where appropriate. These financial instruments are utilized for
trading and other purposes. Those that are used for other than trading purposes are foreign exchange contracts, which can
be used to facilitate trade settlements, and may serve as foreign currency hedges. The credit exposure resulting from such
contracts is limited to the recorded fair value of the contracts on the Statement of Net Assets.

The remaining such securities are utilized for trading purposes and are intended to enhance investment returns. All
positions are reported at fair value and changes in fair value are reflected in income as they occur. The funds’ credit exposure
resulting from such investments is limited to the recorded fair value of the derivative financial instruments.

The Mutual Fixed Income and International Stock Funds also utilize derivatives indirectly through participation in mutual
funds. These mutual funds may hold derivatives from time to time. Such derivatives may be used for hedging, investment
and risk management purposes. These transactions subject the investor to credit and market risk.

. COMBINATION/ELIMINATION ENTRY

The financial statements depict a full presentation of each of the Combined Investment Funds. However, one of these
funds, the Cash Reserve Fund, is owned both directly by the pension plans and trust funds which have accounts in the Fund,
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and also indirectly because each of the other Combined Investment Funds has an account with the Cash Reserve Fund. As
a result, elimination entries are presented for the purpose of netting out balances and transactions relating to the ownership
of the Cash Reserve Fund by the other Combined Investment Funds. The combined presentation totals to the overall net
assets owned by the pension plans and trust funds.

J. FEES AND REALIZED GAINS

Investment advisory fees incurred for the Private Investment Fund are generally charged to the entity in which the Fund
has been invested. In such cases, these amounts are either capitalized in the cost basis of the investment and become a
component of unrealized gain (loss) or are netted against the corresponding income generated. Certain other fees are
incurred directly by the Funds. These amounts are expensed and are reflected as Investment Advisory Fees on the
Statement of Changes in Net Assets. The appropriate treatment is determined depending on the terms of the investment
agreement. Capitalized fees are not separately presented on the Statement of Changes in Net Assets. These fees are
borne by the partners in their respective shares. The following is a listing of the Fund’s total fees for the fiscal year ended
June 30, 2006:

Netted Capitalized Expensed Total
Private Investment Fund $ 12,502,870 $ 9,082,928 $4,702,362 $ 26,288,160

In addition, realized gains and losses are not reported at the level of the Fund’s investment since these relate to
realized gains and losses on the underlying securities held by the Funds’ investment vehicles. The following is the Fund’s
share of such net realized gains and losses for the fiscal year ended June 30, 2006:

Private Investment Fund $ 157,787,997

Periodically the Private Investment Fund may receive stock distributions in lieu of cash. These securities are included
as common stock on the Statement of Net Assets. When one of these individual securities is sold the realized gain or loss
is presented on the Statement of Changes in Net Assets. Realized loss for such transactions for the fiscal year ended
June 30, 2006 were $3,121,713.

The Mutual Fixed Income Fund includes an investment in a mutual fund. Fees incurred are deducted from the opera-
tions of the fund and are not separately presented on the Statement of Changes in Net Assets. The corresponding fees
incurred for the fiscal year ended June 30, 2006 totaled $1,635,342.

The International Stock Fund includes an investment in a mutual fund. Fees incurred are deducted from the operations
of the fund and are not separately presented on the Statement of Changes in Net Assets. The corresponding fees incurred
for the fiscal year ended June 30, 2006 totaled $679,952.

Investment advisory fees incurred for certain investments in the Real Estate Fund are generally charged to the entity in
which the Fund has been invested. In such cases, these amounts are either capitalized in the cost basis of the investment
and become a component of unrealized gain (loss) or are netted against the corresponding income generated. Certain
other fees are incurred directly by the Funds. These amounts are expensed and are reflected as Investment Advisory Fees
on the Statement of Changes in Net Assets. The appropriate treatment is determined depending on the terms of the
investment agreement. Capitalized fees are not separately presented on the Statement of Changes in Net Assets. These
fees are borne by the partners in their respective shares. The following is a listing of the Fund'’s total fees for the fiscal year
ended June 30, 2006:

Netted Capitalized Expensed Total
Real Estate Fund $ 2,222,656 $ 2,456,640 $ 837,532 $ 5,516,828

Investment advisory fees for the Cash Reserve, Mutual Equity, Mutual Fixed Income (except as noted above) and
International Stock Funds are estimated monthly based on periodic reviews of asset values and performance results.
Accordingly, the amounts listed as Investment Advisory Fees on the Statement of Changes in Net Assets represent
estimates of annual management fee expenses.
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K. RECLASSIFICATIONS
Certain prior year amounts have been reclassified to conform to the current year presentation.

L. RELATED PARTY AND OTHER TRANSACTIONS

There were no related party transactions during the fiscal year. Additionally, there were no “soft dollar” transactions.
Soft dollar transactions result from arrangements whereby firms doing business with organizations such as the Treasury
arrange for third parties to provide other services in lieu of cash payment. These arrangements tend to obscure the true cost
of operations and can result in potential overpayment for services. Such transactions have been prohibited by the Treasurer.

M. ESTIMATES

The preparation of financial statements in conformity with generally accepted accounting principles requires manage-
ment to make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosures of
contingent assets and liabilities at the date of the financial statements and the reported amounts of revenues and expenses
during the reporting period. Actual results could differ from those estimates.

NOTE 2: CASH, INVESTMENTS AND SECURITIES LENDING

Deposits:

The Funds minimize custodial credit risk by maintaining certain restrictions set forth in the Investment Policy State-
ment. Custodial credit risk is risk associated with the failure of a depository financial institution. In the event of a depository
financial institution’s failure the Funds would not be able to recover its deposits or collateralized securities that are in the
possession of the outside parties. The Funds utilize a Cash Reserve Account that is a cash management pool investing
primarily in highly liquid money market securities such as commercial paper, certificates of deposit, bank notes and other
cash equivalents, asset backed securities, and floating rate corporate bonds. Deposits shall consist of cash instruments
generally maturing in less than one year and having a quality rating, by at least one widely recognized rating agency, of A-
1 or P-1 and earn interest at a rate equal to or better than the International Business Communications (“IBC”) First Tier
Institutions-Only Rated Money Fund Report Index.

At June 30, 2006, the reported amount of Funds deposits were $53,677,919 and the bank balance was $53,677,919. Of
the bank amount, $53,677,919 was uncollateralized. Through the Securities Lending Program $2,869,003,975 was collater-
alized with securities held by the counterparty’s trust department or agent but not in the State’s name.

Investments:

Pursuant to the Connecticut General Statutes, the Treasurer is the principal fiduciary of the Funds, authorized to invest
in a broad range of equity and fixed income securities, as well as real estate properties, mortgages and private equity. The
Funds minimizes credit risk, the risk of loss due to the failure of the security issuer or backer, in accordance with a
comprehensive Investment Policy Statement (IPS), as developed by The Office of the Treasurer and the State’s Investment
Advisory Council (IAC), that provides policy guidelines for the Funds and includes an asset allocation plan. The asset
allocation plan’s main objective is to maximize investment returns over the long term at an acceptable level of risk. There
have been no violations of these investment restrictions during the 2006 fiscal year.

The Funds concentration of credit risk, the risk attributed to the magnitude of an investment in a single issuer. There are
no restrictions in the amount that can be invested in Government Securities and Government Agency Securities. However,
there can be no more than 5% of the total portfolio market value invested in other securities.

The following table provides average credit quality and exposure levels information on the credit ratings associated with
Funds investments in debt securities.

Fair Cash Asset Backed Government  Government Mortgage Backed Corporate Convertible Mutual
Value Equivalents Securities Securities Agency Securities Securities Debt Debt Fund
Aaa $4,302,771,475 $4,196,757 $427,140,277 $1,441,028,970  $1,518,932,960 $744,051,749 $167,420,762 $ - $
Aa 389,776,322 - - 23,299,026 - 1,260,926 364,625,240 591,130
A 278,870,169 4,807,774 236,133 11,165,006 - 1,746,411 260,183,801 731,044
Baa 466,882,393 - 5,223,775 68,602,762 - 10,735,422 382,242,054 78,380
Ba 296,542,479 - - 42,606,345 - 3,966,088 244,831,728 5,138,318
B 406,202,502 - - 29,797,000 - 7,253,888 367,489,689 1,661,925
Caa 66,295,124 - 7,431,804 54,604,808 4,258,512
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Ca 6,129,351 - - - - 110,139 383,437 5,635,775

C 922,342 - - - - 922,342 - -

Prime -1 125,947,516 125,947,516 - - - - - - -

Not Rated 1,294,832,738 685,827,870 1,463,329 47,657,949 17,839,818 193,331,219 98,756,513 27,133,319 222,822,721
$7,635,172,411 $820,779,917 $434,063,514 $1,664,157,058  $1,536,772,778 $970,809,988  $1,940,538,032 $45,228,403 $222,822,721

The investments in the Private Equity Fund, Real Estate Fund and Commercial Mortgage Fund generally utilize invest-
ment vehicles such as annuity contracts, common stocks, limited partnerships and trusts to comply with investment
guidelines against direct ownership of such investment assets.

The investments of the Cash Reserve, Mutual Equity, Mutual Fixed Income and the International Stock Funds were
securities registered under the State Street Bank and Trust Co. nominee name Pondwave & Co. and held by a designated
agency of the Pension Plans and Trust Funds of the State of Connecticut, or bearer and held by a designated agency of the
Pension Plans and Trust Funds of the State of Connecticut.

Investments of cash collateral received under securities lending arrangements are registered in the master custodian’s
name and are invested in a fund maintained by the master custodian exclusively for the Funds. In circumstances where
securities or letters of credit are received as collateral under securities lending arrangements, the collateral is held by the
master custodian in a commingled pool in the master custodian’s name, as trustee. When “tri-party” collateral is received,
the collateral consists of cash, letters of credit or securities but is held in a commingled pool by a third party master
custodian in the Funds’ master custodian’s name. The breakdown of Securities Lending is as follows:

Investment Fair Value
Government Securities $5,876,084
Government Agency Securities 5,426,294
U.S. Corporate Stock 11,613,376
International Equity 37,446,003

Collateral Securities held by Investment Pools under
Securities Lending Arrangements:

Other 383,466,311
Corporate Debt 2,425,175,907
Total $2,869,003,975

The following table provides information about the interest rate risks associated with the Funds investments. Interest
rate risk is the risk that the value of fixed income securities will decline because of rising interest rates. The prices of fixed
income securities with a longer time to maturity tend to be more sensitive to changes in interest rates and therefore, more
volatile than those with shorter maturities. Investment Managers that manage the CRPTF portfolio are given full discretion
to manage their portion of CRPTF assets within their respective guidelines and constraints. The guidelines and constraints
require each manager to maintain a diversified portfolio at all times. In addition, each core manager is required to maintain
atarget duration that is similar to its respective benchmark which is typically the Lehman Brothers Aggregate — an interme-
diate duration index.

The investments include certain short-term cash equivalents, various long term items, and restricted assets by maturity
in years.

Investment Maturities (in Years)

Investment Type Fair Value Less Than 1 1-5 6-10 More Than 10
Cash Equivalents $ 820,779,917 $ 784,779,917 $ 36,000,000 $ - $ -
Asset Backed Securities 434,063,514 684,475 406,306,471 26,192,005 880,563
Government Securities 1,664,157,058 186,767,115 545,636,186 401,957,155 529,796,602
Government Agency Securities 1,536,772,778 17,868 33,493,446 70,772,541 1,432,488,923
Mortgage Backed Securities 970,809,988 - 21,996,885 60,746,180 888,066,923
Corporate Debt 1,940,538,032 166,368,536 633,638,078 698,039,294 442,492,124
Convertible Debt 45,228,403 5,095,966 27,003,796 10,128,902 2,999,739
Mutual Fund 222,822,721 - - - 222,822,721

$7,635,172,411 $1,143,713,877 $1,704,074,862 $1,267,836,077 $3,519,547,595

Exposure to foreign currency risk results from investments in foreign currency-denominated equity or fixed income
securities. As a means of limiting its exposure, the CRPTF utilizes a strategic hedge ratio of 50% for the developed market
portion of the International Stock Fund. This strategic hedge ratio represents the neutral stance or desired long-term expo-
sure to currency for the ISF. To implement this policy, currency specialists actively manage the currency portfolio as an
overlay strategy to the equity investment managers. These specialists may manage the portfolio passively or actively
depending on opportunities in the market place. While managers within the fixed income portion of the portfolio are allowed
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to invest in non-U.S. dollar denominated securities, managers are required to limit that investment to a portion of their
respective portfolios. The following table provides information on deposits and investments held in various foreign currencies,
which are stated in U.S. dollars.

Fixed Income Securities Equities
Real Estate
Government Corporate Convertible Common Preferred Investment

Foreign Currency Total Cash  Securities Debt Securities Stock Stock Trust
Argentine Peso $2,764,773 $19,706  $2,440,306 $ - $ - $304,761 $ - 3 -
Australian Dollar 151,646,804 410,135 - - - 151,236,669 - -
Brazilian Real 66,523,627 203,652 - 4,255,782 - 16,922,549 45,141,644 -
Canadian Dollar 22,984,721 22,519 - 1,048,579 - 21,913,623 - -
Chilean Peso 4,071,148 28,278 - - - 3,214,165 828,705 -
Czech Koruna 1,865,661 1 - - - 1,865,660 - -
Danish Krone 35,361,805 146,086 - - - 35,215,719 - -
Egyptian Pound 405 405 - - - - - -
Euro Currecny 1,396,310,025 9,274,283 14,536,703 - 935,965 1,352,516,273 19,046,801 -
Hong Hong Dollar 173,346,828 408,843 - - - 172,493,327 - 444,658
Hungarian Fornit 3,189,456 9 - - - 3,189,447 - -
Indonesian Rupiah 10,710,064 3,199 - 693,340 - 10,013,525 - -
Israleli Shekel 6,925,950 - - - - 6,925,950 - -
Japanese Yen 1,106,010,326 22,837,051 - - 1,419,936 1,081,276,236 - 477,103
Malaysian Ringgit 21,576,487 31,620 - - - 21,544,867 - -
Mexican Peso 34,655,435 951,087 13,122,005 - - 20,582,343 - -
New Taiwan Dollar 79,647,770 59,868 - - - 79,587,902 - -
New Turkish Dollar 9,701,642 315 - - - 9,701,327 - -
New Zealand Dollar 20,321,621 517,198 708,128 5,774,782 - 13,321,513 - -
Norwegian Krone 42,497,438 2,670,152 - - - 39,827,286 - -
Pakistan Rupee 408,097 - - - - 408,097 - -
Peruvian Nouveau Sol 120,309 (39) - - - 120,348 - -
Philippine Peso 4,086,991 981 - - - 4,086,010 - -
Polish Zloty 6,489,060 58,467 - - - 6,430,593 - -
Pound Sterling 940,213,373 2,027,898 - 10,617,800 - 927,567,675 - -
Singapore Dollar 61,985,891 373,013 7,697,080 7,299,492 - 45,871,282 - 745,024
South African Rand 89,084,167 51 - - - 88,842,918 241,198 -
South Korean Won 338,345,900 701,830 - 1,882,382 - 304,942,276 30,819,412 -
Swedish Krona 71,510,540 478,540 - - - 71,032,000 - -
Swiss Franc 305,788,566 477,610 - - - 303,699,119 1,611,837 -
Thailand Baht 29,024,874 (904) - 11,369,863 - 17,655,915 -

$5,037,169,754 $41,701,854 $38,504,222 $42,942,020 $2,355,901 $4,812,309,375 $97,689,597$1,666,785

Securities Lending
Certain of the Funds engage in securities lending transactions to provide incremental returns to the Funds. The Funds

are permitted to enter into securities lending transactions pursuant to Section 3-13d of the Connecticut General Statutes.
The Funds’ master custodian is authorized to lend available securities to authorized broker-dealers and banks subject to a
form loan agreement.

During the period ended June 30, 2006, the master custodian lent, at the direction of the Funds, securities and received
cash (in both U.S. and foreign currency), U.S. government securities, sovereign debt rated A or better, convertible bonds,
and irrevocable bank letters of credit as collateral. The master custodian did not have the ability to pledge or sell collateral
securities delivered therefore absent a borrower default. Borrowers were required to deliver collateral for each loan equal to:
() in the case of loaned securities denominated in United States dollars or whose primary trading market was located in the
United States or sovereign debt issued by foreign governments, 102% of the market value of the loaned securities; and (ii)
in the case of loaned securities not denominated in United States dollars or whose primary trading market was not located
in the United States, 105% of the market value of the loaned securities.

The Funds did notimpose any restrictions during the fiscal year on the amount of the loans that the master custodian
made on its behalf and the master custodian indemnified the Funds by agreeing to purchase replacement securities, or
return the cash collateral thereof in the event any borrower failed to return the loaned securities or pay distributions thereon.
There were no such failures by any borrowers to return loaned securities or pay distributions thereon during the fiscal year.
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Moreover, there were no losses during the fiscal year resulting from a default of the borrowers of the master custodian. During
the fiscal year, the Funds and the borrowers maintained the right to terminate all securities lending transactions on demand.
The cash collateral received on each loan was invested in an individual account known as the State of Connecticut Collateral
Investment Trust. On June 30, 2006, the Funds had no credit risk exposure to borrowers. The value of collateral held and the
market value of securities on loan for the Funds as of June 30, 2006 were $ 2,879,684,387 and $ 2,825,332,314 respectively.

Under ordinary circumstances, the average effective duration of the security lending operations will be managed such
that it will not exceed 120 days, or fall below 1 day. Under such ordinary circumstances, the net duration, as defined by the
duration of assets less the duration of liabilities, will not exceed 45 days. In the event that the average effective duration does
exceed 120 days, or the net duration does exceed 45 days for any 3-day period, the Trustee shall, (i) notify the Funds within
5 business days and (ii) take appropriate action as is reasonable to return an average effective duration below 120 days or a
net duration below 45 days. The average effective duration is calculated using the weighted average effective duration of
holdings. The average effective duration of the security lending program at June 30, 2006 was 47 days.

The average effective duration is managed to be within 45 days due to the inability to monitor the weighted average
duration of liabilities. The weighted average duration of liabilities is assumed to remain at 1 day.

The fair value of collateral held and the fair value of securities on loan are as follows for the Funds as of June 30, 2006:

Fair Value of Fair Value of
Fund Collateral Securities Lent
Mutual Equity $ 961,147,382 $ 946,167,432
International Stock 880,773,361 852,057,569
Mutual Fixed Income 1,046,626,925 1,027,107,312
Total $2,888,547,668 $2,825,332,313

Investments made using the cash collateral received from security loans were included in the Statement of Net Assets.
The fair value of these amounts is as follows:

Cash Corporate Total
Fund Equivalents Debt Investments
Mutual Equity $128,670,203 $ 813,755,650 $ 942,425,853
International Stock 114,246,885 722,537,509 836,784,394
Mutual Fixed Income 140,549,223 888,882,748 1,029,431,971
Total $383,466,311 $2,425,175,907 $2,808,642,218

These amounts are invested in a pool which is maintained solely on behalf of the Funds, but whose investments are held
in the master custodian’s name. The above total amounts were included on the Statement of Net Assets in “Invested
Securities Lending Collateral”.

NOTE 3: PURCHASES AND SALES OF INVESTMENT SECURITIES

For the period ended June 30, 2006, the aggregate cost of purchases and proceeds from sales of investment securities
(excluding all U.S. Government securities and short-term securities) were as follows:

Fund Purchases Sales

Mutual Equity $ 4,679,572,375 $ 4,531,249,415
Mutual Fixed Income 19,447,495,227 18,483,302,221
International Stock 3,418,851,164 3,423,887,156
Real Estate 60,907,775 88,087,035
Commercial Mortgage - 11,168,334
Private Investment 268,427,835 62,038,912

The above amounts include the effect of cost adjustments processed during the year.

NOTE 4: UNREALIZED APPRECIATION AND DEPRECIATION ON INVESTMENTS AND FOREIGN EXCHANGE
CONTRACTS

At June 30, 2006, the gross appreciation of investment securities and foreign currency in which there was an excess of
fair value over cost, the gross depreciation of investment securities and foreign currency in which there was an excess of cost
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over fair value and the resulting net appreciation (depreciation) by fund were as follows:

Gross

Fund Appreciation

Gross
Depreciation

Net Appreciation
(Depreciation)

Mutual Equity $1,877,450,459

$395,570,168

$1,481,880,291

Mutual Fixed Income 97,620,861 224,900,614 (127,279,753)
International Stock 1,346,351,028 99,487,006 1,246,864,022
Real Estate 81,852,227 11,233,640 70,618,587
Commercial Mortgage 462,926 0 462,926
Private Investment 132,575,943 467,863,081 (335,287,138)

NOTE 5: FOREIGN EXCHANGE CONTRACTS

From time to time the International Stock, Mutual Fixed Income, and Private Investment Funds utilize foreign
currency contracts to facilitate transactions in foreign securities and to manage the Funds’ currency exposure. Con-
tracts to buy are used to acquire exposure to foreign currencies, while contracts to sell are used to hedge the Funds’
investments against currency fluctuations. Also, a contract to buy or sell can offset a previous contract. Losses may
arise from changes in the value of the foreign currency or failure of the counterparties to perform under the contracts’
terms.

The U. S. dollar value of forward foreign currency contracts is determined using forward currency exchange rates
supplied by a quotation service.

Investing in forward currency contracts may increase the volatility of the Funds’ performance. Price movements of
currency contracts are influenced by, among other things, international trade, fiscal, monetary, and exchange control
programs and policies; national and international political and economic events; and changes in worldwide interest
rates. Governments from time to time intervene in the currency markets with the specific intent of influencing currency
prices. Such intervention may cause certain currency prices to move rapidly. Additionally, the currency markets may
be particularly sensitive to interest rate fluctuations.

At June 30, 2006, the Funds had recorded unrealized gains (losses) from open forward currency contracts as
follows:
International Stock Fund:
Value

Foreign Currency Unrealized Gain/(Loss)

Contracts to Buy:

Australian Dollar $ 454,429,338 $ 346,078
Canadian Dollar 105,736,699 515,029
Czech Koruna 783,929 5,532
Danish Krone 10,125,994 129,724
Euro Currency 1,073,519,527 34,963,487
Hong Kong Dollar 38,186,623 (5,877)
Indonesian Rupiah 11,424 44
Japanese Yen 1,427,090,180 (860,991)
Malaysian Ringgit 135,936 21
New Zealand Dollar 29,487,865 (408,752)
Norwegian Krone 14,315,005 143,817
Pound Sterling 518,700,075 20,531,361
Singapore Dollar 91,693,078 906,669
South African Rand 2,269,934 38,464
South Korean Won 39,873,606 296,544
Swedish Krona 170,638,803 3,180,867
Swiss Franc 411,979,624 9,513,181
Thailand Baht 11,185 76
4,388,988,825 69,295,274
Contracts to Sell:
Australian Dollar 534,322,843 (7,558,490)
Brazilian Real 402,378 (1,303)
Canadian Dollar 17,014,972 50,032
Danish Krone 27,905,017 (676,169)

Euro Currency

2,871,107,654

(61,967,485)
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Hong Kong Dollar 97,084,148 123,030
Japanese Yen 2,846,732,389 (12,307,649)
Malaysian Ringgit 215,262 (22)
Mexican Peso 45,298 (230)
New Turkish Lira 345,906 (121)
New Zealand Dollar 32,511,607 189,391
Norwegian Krone 41,126,326 (423,563)
Peruvian Nouveau 24,884 (57)
Pound Sterling 1,017,297,473 (27,650,752)
Singapore Dollar 82,888,782 (150,303)
South African Rand 2,756,957 (41,656)
South Korean Won 98,780,028 (762,692)
Swedish Krona 171,057,608 (7,289,485)
Swiss Franc 601,376,213 (14,528,111)
Thailand Baht 449,622 (1,394)

8,443,445,367 (132,997,029)
Total $12,832,434,192 $ (63,701,755)

Financial Statement Amounts:

Receivable Payable Net
Amount In US Dollars $12,832,434,192 $ 12,832,434,192 $ -
Unrealized Gain (Loss) 69,295,274 (132,997,029) (63,701,755)
Net $12,901,729,466 $ 12,965,431,221 $(63,701,755)

Mutual Fixed Income Fund:
Foreign Currency Value Unrealized Gain/(Loss)
Contracts to Buy:
Czech Koruna s - s (12,478)
Euro Currency 105,480 52,676
Hungarian Forint - (75,216)
New Taiwan Dollar 1,429,955 (48,831)
Polish Zloty - (69,577)
South Korean Won 3,288,201 (54,013)
4,823,636 (207,439)

Contracts to Sell:
Czech Koruna 1,443,608 (19,504)
Euro Currency 9,421,207 (89,660)
Hungarian Forint 1,246,178 49,298
Mexican Peso 670,857 (10,672)
New Taiwan Dollar 766,530 (3,533)
New Zealand Dollar 5,424,555 109,594
Polish Zloty 494,956 (8,564)
South Korean Won 1,460,503 (8,621)

20,928,394 18,338
Total $25,752,030 $ (189,101)

Financial Statement Amounts:

Receivable Payable Net
Amount In US Dollars $ 25,752,030 $ 25,752,030 $ -
Unrealized Gain (Loss) (207,439) 18,338 (189,101)
Net $ 25,544,591 $ 25,733,692 $ (189,101)

The net unrealized gain has been included in the Statement of Changes in Net Assets as a component of Net
Change in Unrealized Gain (Loss) on Investments.

NOTE 6: COMMITMENTS

In accordance with the terms of the individual investment agreements, the Private Investment Fund and the Real
Estate Fund have outstanding commitments to make additional investments. These commitments will be fulfilled as
suitable investment opportunities become available. Unfunded commitments at June 30, 2006, were as follows:
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Cumulative
Total Amounts
Fund Commitment Funded
Real Estate $ 926,684,364 $ 447,257,549
Private Investment 4,241,780,537 3,310,365,869

Unfunded
Commitment
$ 479,426,815

931,414,668

NOTE 7: SUBSEQUENT EVENTS

Subsequent to June 30, 2006 one of the underlying holdings of a partnership in the Private Investment Fund was forced
into bankruptcy due to allegations of financial misconduct. This resulted in a reduction of approximately $53.5 million of
value. This amount represents 84.4% of the individual partnership and 3.8% of the Private Investment Fund. This adjustment
has been made to the fair value as of June 30, 2006.

The investments in the Real Estate Fund are carried at their cash adjusted fair values. One of the Real Estate Fund
partnerships submitted a capital account summary stating a negative ending capital account balance. This amount would
have resulted in a reduction of approximately $719,000 of value as compared to CRPTF’s cash adjusted fair value for the
same investment. This amount represents 100% of the individual investment and 0.19% of the Real Estate Fund. No
adjustment has been made to the fair value as of June 30, 2006. Consistent with standard valuation practices this amount will
be recorded along with next quarter’'s market adjustments.

A limited partnership in the Private Investment Fund notified the Connecticut Retirement Plans and Trust Funds that it
was named a defendant in a matter pending in California state courts involving the bankruptcy of a portfolio company. The
partnership engaged counsel to defend violations of the California Worker Adjustment and Retraining Notification Act and
failure to pay wages due. As of September 11, 2006 a tentative settlement was reached resulting in approximately $580,000
to be paid on behalf of the General Partner. This amount will be fully funded by the General Partner’s insurance catrrier.

NOTE 8: COST BASIS OF INVESTMENTS
The aggregate cost values of investments in the Funds are as follows at June 30, 2006:

CASH MUTUAL MUTUAL INTERNATIONAL REAL COMMERCIAL PRIVATE
RESERVE EQUITY FIXED INCOME STOCK ESTATE MORTGAGE INVESTMENT

FUND FUND FUND FUND FUND FUND FUND
Investments, at Cost
Cash Reserve Fund $ - $90,843,478 $772,700,385 $80,889,412 $68,221,329 $9,470,748 $80,457,680
Cash Equivalents 806,140,136 - 14,632,241 - - - -
Asset Backed Securities 239,173,459 198,278,458 - - - -
Government Securities 13,004,057 - 1,667,269,288 - -
Government Agency Securities 38,065,924 - 1,536,437,082 - - - -
Mortgage Backed Securities 28,747,100 - 997,931,760 - - 459,529
Corporate Debt 258,001,334 305 1,722,502,708 - - -
Convertible Securities - - 45,162,322 1,832,479 - -
Common Stock 7,314,928,893 16,609,061 3,900,271,267 2 7,198,912
Preferred Stock - - 2,094,346 48,632,746 - - -
Real Estate Investment Trust - 95,204,761 3,057,121 1,597,976
Mutual Fund - - 203,142,367 112,578,672 -
Limited Liability Corporation - - - - 16,960,031
Trusts - - - 21,578,450 -
Limited Partnerships 186,040 - - 237,927,868 1,595,387,541
Partnerships - - - - - -
Annuities - - - 44,871 - -
Total Investments, at Cost $1,383,132,010 $7,501,163,477 $7,179,817,139 $4,145,802,552 $327,772,520 $17,729,189 $1,692,805,252
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Division Overview
Introduction

As principal fiduciary of six State pension funds and eight trust funds, (known collectively as the “Connecticut
Retirement Plans and Trust Funds” or “CRPTF"), the Treasurer is responsible for prudently managing $22.8 billion of
net assets of retirement plans for approximately 160,000 teachers, State and municipal employees, as well as trust
funds that support academic programs, grants, and initiatives throughout the State. The Pension Funds Manage-
ment Division (“PFM” or “the Division”) is responsible for the day-to-day administration of the CRPTF.

Prudent investment management requires properly safeguarding pension assets in order to ensure the retire-
ment security of the beneficiaries. Funding of the pension benefit liability is dependent on investment returns, State
contributions and the contribution requirements of eligible retirement plan participants. When pension investment
returns exceed the target return, excess returns are applied against the unfunded liability, while investment income
returns below the actuarial target return increase the unfunded pension liability and may require an increase in future
tax dollar contributions in order to ensure full payment of benefits.

As shown in Figure 1-1, over the last ten years pension and trust assets have grown from $13.7 billion to $22.8
billion, or 66.4%. The Teachers’ Retirement Fund (“TERF”), with $12.2 billion of assets under management at June
30, 2006, is the largest participating fund, followed by the State Employees’ Retirement Fund (“SERF”) and the
Municipal Employees’ Retirement Fund (“MERF”") with $8.8 billion and $1.5 billion of assets, respectively. During
the fiscal year ended June 30, 2006, total investment return (comprised of interest income, dividends, securities
lending income, and net realized and unrealized capital gains, net of Fund operating expenses) was approximately
$2.2 billion. (See figure 1-2.)

CRPTF’s total investments in securities at fair value as of June 30, 2006 is illustrated below:

COMBINED INVESTMENT FUNDS
Investment Summary at June 30, 2006
Fair % of Total Fund
Value ® Fair Value

Cash Reserve Account (“CRA")(2) $280,548,978 1.19%
Mutual Equity Fund (“MEF”") 8,983,043,768 38.14%
International Stock Fund (“ISF”) 5,392,666,574 22.90%
Real Estate Fund (“REF”) 398,391,108 1.76%
Mutual Fixed Income Fund (“MFIF") 7,052,537,386 29.94%
Commercial Mortgage Fund (“CMF”) 18,192,114 0.08%
Private Investment Fund (“PIF”) 1,357,518,114 5.99%
Total Fund $23,482,898,042 100.00%

(1) “Fair Value” includes securities and cash invested in CRA, and excludes receivables (FX contracts, interest, dividends,
due from brokers, foreign tax, securities lending receivables, reserve for doubtful accounts, invested securities lending
collateral and prepaid expenses), payables (FX contracts, due to brokers, income distribution, securities lending collateral
and accrued expenses), and cash not invested in CRA.(2) The market value of CRA presented represents the market
value of the pension and trust balances in CRA only (excluding receivables and payables); the CRA balances of the other
combined investment funds are shown in the market value of each fund.

(2) The market value of CRA presented represents the market value of the pension and trust balances in CRA only (excluding
receivables and payables); the CRA balances of the other combined investment funds are shown in the market value of
each fund.
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Fund Management

Under the supervision of a Chief Investment Officer, the Division executes and manages the investment programs of
the pension and trust funds with a thirteen-member professional staff. Internal resources are augmented by several
outside consulting firms that provide research and analytical expertise to the Treasurer, the Chief Investment Officer and
Division staff. State Street Bank and Trust, as the custodian of record for the CRPTF, retains physical custody,
safeguards plan assets and provides record keeping services under the supervision of PFM staff.

The Treasurer employs external advisors to invest each Fund. Advisors are selected based on asset class exper-
tise, investment performance and style and are expected to comply with the parameters, guidelines, and restrictions
set forth in the Investment Policy Statement. As of June 30, 2006, 88 external advisors were employed by the Treasury
to invest the pension and trust assets, an increase of 9 advisors from June 30, 2005. (See figure 1-5.)

The Division allocates all operating overhead directly to the earnings of the pension and trust fund assets under
management. Itis therefore incumbent upon the Division to manage assets in a cost-effective manner consistent with
maximizing long-term returns.

Investment Policy

One of the immutable principles of investment management is that asset allocation decisions are responsible for as
much as 90% of the resulting returns. In April 2002, the Investment Advisory Council approved the Investment Policy
Statement (“IPS”) including the asset allocation plan, which governs CRPTF investments today. The asset allocation
plan’s main objective is to maximize investment returns over the long term at an acceptable level of risk, primarily
through asset diversification. Risk, in this context, is defined as volatility of investment returns. (See Understanding
Investment Performance discussion on page 102.)

Diversification across asset classes is a critical component in structuring portfolios to maximize return at a given
level of risk. Likewise, asset allocation is used to minimize risk while seeking a specific level of return. In selecting an
asset allocation strategy, there is a careful examination of the expected risk/return tradeoffs, correlation of investment
returns, and diversification benefits of the available asset classes (i.e., those not restricted by statute) under different
economic scenarios.

As shown in Figure 1-3, the number and complexity of asset classes comprising the asset allocation policy have
fluctuated during the last ten years. As of June 30, 2006, multiple asset classes were included in the Investment Policy
Statement, including Domestic Equity, International Equity, Fixed Income, Real Estate, and Private Investments.

At fiscal year-end, domestic and international equities comprised the largest asset allocation, at 63%. Equities
have an established record of maximizing investment returns over the long term. Fixed income and alternative invest-
ments were also included to allow the Fund both to leverage portfolio returns during highly inflationary or deflationary
environments and to mitigate the effects of volatility in the stock market.

To realize the allocations set forth in the asset allocation plan, the Division operates seven Combined Investment
Funds (“CIF” or the “Funds”) as a series of mutual funds in which the pension and trust funds may invest through the
purchase of ownership interests. Each of the Funds is designed to replicate one or more of the six asset classes
outlined in the Policy.

Domestic Equity Investments

Management of the Mutual Equity Fund (“MEF") entails pure indexing, enhanced indexing, and active management
strategies executed by external managers. Enhanced indexing involves identifying, through market analysis and
research, those securities in the index which are most likely to under-perform, and discarding them from the portfolio.
This is achieved while maintaining industry weightings consistent with the overall index. The goal of enhanced indexing
is to generate a return slightly in excess of the selected index. Indexing is a particularly appropriate strategy for the
“large-cap” segment of the equity markets, which is defined as the securities of the largest capitalized public compa-
nies, typically comprising the major market indices.

Within the “small- and mid-cap” sections of the equity markets, active management continues to allow pension
funds the opportunity to achieve enhanced returns. Small- and mid-cap securities are issued by companies that are
much smaller and not as closely monitored, researched or analyzed as the larger capitalization companies. Conse-
quently, the small-cap segment of the U.S. equity market is less efficient. Certain active investment advisors are
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therefore more likely to outperform the markets over the long term, while earning an acceptable level of return
per unit of risk. For performance measurement purposes, the MEF is benchmarked against the Russell 3000
Index.

As currently structured, the MEF replicates the approximate capitalization of the U. S. equity market as a
whole with 80% of the portfolio invested in large-cap stocks and 20% in small/mid-cap stocks. Approximately
88% of the entire domestic equity portfolio adheres to indexing, enhanced indexing, or risk controlled strate-
gies.

International Equity Investments

The International Stock Fund (“ISF”) consists of a series of externally managed equity portfolios which, in
aggregate, are structured to achieve long-term performance consistent with non-U.S. equity markets and add
diversification of the total portfolio. Approximately 49% of the ISF is comprised of passive indexing, risk
controlled, and core developed markets strategies, all of which entail benchmark sensitive investment manage-
ment approaches. Mandates for active and small cap developed market strategies represent roughly 22% and
10% of the ISF, respectively, and introduce greater flexibility with regard to benchmark weightings. The cur-
rency exposure of the aggregated 81% of the ISF investments in developed markets is managed through a
currency hedging overlay strategy. Additionally, 19% of ISF is invested in emerging markets.

The ISF’s hybrid benchmark is 83% of the Citigroup Europe Pacific Asia Composite Broad Market Index
(50%-hedged) and 17% of the Morgan Stanley Emerging Markets Free Index.

Fixed Income Investments

The Mutual Fixed Income Fund (“MFIF”) serves to reduce volatility of the CRPTF returns under various
economic scenarios. Further, the fixed income portfolio provides cashflow to the CRPTF over all economic
cycles, through interest payments and bond maturities. As of June 30, 2006 the MFIF’s allocation includes
passively indexed core fixed income (20%), active core fixed income (60%), inflation-linked bonds (3%), high
yield bonds (13%), and emerging markets debt (4%).

The MFIF benchmark is a hybrid comprised of 73% Lehman Brothers Aggregate (LB Aggregate), 17%
Citigroup High Yield Market Index, and 10% JP Morgan Emerging Markets Bond + Index (JPM EMBI+).

Real Estate and Private Equity Investments

The externally managed Real Estate Fund (“REF”) invests in real estate properties and mortgages and is
designed to dampen volatility of overall returns through diversification and to provide long-term rates of return
similar to the Mutual Equity Fund. The REF will invest in the following types: core investments; value added
(investments involving efforts to increase property value through repositioning, development and redevelop-
ment); opportunistic (investments that represent niche opportunities, market inefficiencies, or special purpose
markets); and publicly traded (primarily Real Estate Investment Trusts and Real Estate Operating Companies).
Leverage within the REF is limited to 50%. For market evaluation, the benchmark is National Council of Real
Estate Investment Fiduciaries Index (NCREIF) 1 quarter lag. For the calculation of the custom total fund
benchmark on a monthly basis, the Russell 3000 is used as the benchmark since the NCREIF is produced
quarterly.

The Private Investment Fund (“PIF”) is comprised of externally managed separate accounts or limited
partnerships that focus on private equity investments. PIF investments include the following: venture capital
funds (focusing on start-ups, early and expansion stage); mezzanine funds (investing in equity and debt instru-
ments of established companies); buy-out and acquisition funds (which make controlling and non-controlling
investments in established companies); special situation funds; and specialized or special purpose funds-of-
funds focusing on, for example, venture capital partnerships too small to be otherwise appropriate for PIF. For
market evaluation, the benchmark is the Venture Economics All Private Equity (Venture Economics) 1 quarter
lag. For the calculation of the custom total fund benchmark on a monthly basis, the S&P 500 is the
benchmark used since the Venture Economics is produced quarterly.
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Securities Lending

The Treasury maintains a securities lending program for the Combined Investment Funds designed to
enhance investment returns. This program involves the lending of securities to broker/dealers secured by
collateral valued slightly in excess of the market value of the loaned securities. Typically, the loaned securities
are used by broker/dealers as collateral for repurchase agreements and other structured investment products,
as well as to cover short sales, customer defaults, dividend recapture, and arbitrage trades. To mitigate the
risks of securities lending transactions, the master custodian carefully monitors the credit ratings of each
counter-party and overall collateral level. Collateral held is marked-to-market on a daily basis to ensure
adequate coverage.

State Street Bank and Trust Company, the current master custodian for the Funds, is responsible for
marketing the program, lending the securities, and obtaining adequate collateral. For the fiscal year ended
June 30, 2006, securities with a market value of approximately $2.8 billion had been loaned against collateral
of approximately $2.9 billion. Income generated by securities lending totaled $10.9 million for the fiscal year.

The Year in Review
Total Fund Performance

For the fiscal year ended June 30, 2006, the State of Connecticut Retirement Plans and Trust Funds
achieved a total return of 10.55%, net of expenses, which was 54 basis points ahead of the benchmark return
of 10.01%. During the fiscal year, the value of CRPTF’s portfolio increased from $21.3 billion to $22.8 billion.
The $1.5 billion increase was primarily due to net funds from operations of $2.2 billion, offset by net cash
outflows of $0.7 billion. This latter amount was comprised of pension payments to beneficiaries of $1.105
billion that were offset by net contributions from unit holders of $396 million, for a net outflow of $709 million.
Funds from operations were comprised of net investment income of $793 million, realized gains of $886 million
and unrealized appreciation of approximately $520 million.

For the Fiscal Year ending June 30, 2006, equity markets were strong across the board with all indices
posting positive returns. In the U.S. equity markets, high oil prices and rising interest rates contributed to
market volatility while strong merger and acquisition activity, particularly in the latter half of the fiscal year,
helped sustain the positive performance. The U.S. economy grew approximately 2.6% in the second calendar
quarter of 2006 (annualized over the prior year), helped by a booming housing market and high personal
consumption. The unemployment rate continued to decline and was 4.6% as of June 2006, in comparison to
the 5.0% rate at the beginning of the fiscal year. The Federal Open Market Committee raised the overnight
lending rate at every opportunity throughout the fiscal year (eight times for a total of 200 basis points), which
resulted in a federal funds rate of 5.25% as of June 30, 2006.

The Mutual Equity Fund (MEF) generated a positive return of 10.27%, net of fees, which outperformed the
Russell 3000 Index return of 9.56% by 71 basis points. U.S. equity market performance was powered by
strong returns in the third quarter of 2005 and the first quarter of 2006 which resulted in positive results for fiscal
year 2006. Much of the strength in U.S. equity markets came from returns in the energy sector as record high
oil prices drove energy-related issues. The broad market Russell 3000 Index gained 9.56% in the fiscal year
ending June 30, 2006. Within the asset class, small cap stocks (+14.6%) bested mid cap stocks (+13.5%),
which in turn, fared better than large cap stocks (+9.1%). In terms of investment style, value stocks outper-
formed growth stocks among large cap names, while the two styles produced identical returns among small
caps.

The International Stock Fund returned 25.69% (the third consecutive year of double digit returns) but
underperformed its benchmark return of 28.56% by 287 basis points largely due to active management deci-
sions of the currency overlay managers and weak relative performance of the Fund’s core and small cap
managers. The International Stock Fund benchmark is comprised of 83% Citigroup EPAC BMI Index (50%
Hedged), and 17% MSCI Emerging Markets Free Index. International economies experienced slightimprove-
ment over much of fiscal year 2006, which drove healthy returns. International equity markets posted double-
digit gains during the fiscal year as witnessed by the 28.27% increase in the S&P/Citigroup EPAC BMI Index,
a broad measure of international equity markets. Currency markets over the trailing year can be characterized
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by volatility, lack of notable currency trends, and the ultimate weakening of the U.S. Dollar versus most major
currencies. Interms of style, international value stocks beat their growth counterparts, and small caps out-
paced large caps. The emerging markets were strong throughout the first three quarters of the fiscal year, yet
cooled off and lost 4.3% during the fourth quarter. The negative return of the fourth quarter was not enough to
offset earlier gains and the MSCI Emerging Markets Index returned 35.9% during the year.

The Mutual Fixed Income Fund returned 0.77% for the fiscal year, outperforming its composite benchmark
return by 13 basis points due to manager selection in the core, high yield and emerging market debt sectors.
The Mutual Fixed Income benchmark, consisting of 73% Lehman Brothers Aggregate Index (LBA), 17% Citigroup
High Yield Market Index, and 10% JPM Emerging Markets Bond + Index, was up 0.64% for fiscal year 2006.
The market environment for U.S. fixed income was volatile as the yield curve flattened and inverted during the
latter part of the fiscal year. The broad fixed income markets returned slightly negative results, as measured by
the Lehman Brother Aggregate which fell 0.8% for the fiscal year, while interest rates continued to rise across
the board. Investors sought returns in the high yield and emerging market debt sectors, the fiscal year’s
strongest performers within the fixed income market.

Along with the overall economy, the private equity market has continued to perform well in fiscal 2006
fueled by improved business performance in most industries, robust debt markets and low interest rates. On
the venture capital side, Sarbanes Oxley compliance has raised the bar for companies trying to complete initial
public offerings and has resulted in a slowing of venture-backed companies going to the public equity market.
The Private Investment Fund earned 11.74%, underperforming its benchmark by 1,426 basis points.

The Real Estate Fund underperformed its benchmark of 20.19% by 1,310 basis points with a return of
7.09%. Most of the underperformance (675 basis points) can be attributed to a significant write down of a 1998
investment due to operational issues. The Real Estate Fund is well diversified by long-term risk/return objec-
tives while adhering to established investment guidelines.

The overall return of the CRPTF is measured against the total fund benchmark, a hybrid benchmark
customized to reflect the CRPTF'’s asset allocation and performance objectives. This benchmark is comprised
of 36% Russell 3000 Index; 18% International Stock Fund benchmark; 29% Mutual Fixed Income Fund bench-
mark; 5% CT Real Estate Fund; 11% CT Private Equity/Venture Economics All Private Equity Index; and 1%
Donoghue Money Fund Average. The International Stock Fund benchmark is comprised of 83% Citigroup
Europe, Pacific, Asia Composite Broad Market Index (50% Hedged) and 17% MSCI Emerging Market Free
Index. The Mutual Fixed Income Fund benchmark consists of 73% Lehman Brothers Aggregate Index, 17%
S&P/Citigroup High Yield Market Index, and 10% JPM Emerging Markets Bond + Index.

Investment return calculations are prepared using a time weighted rate of return based on industry stan-
dards.

2006 Management Initiatives

The Connecticut Horizon Fund was funded in August 2005, with mandates for four fund-of-fund managers to
invest portions of the MEF, ISF and MFIF. The four fund-of-funds managers in turn hired sub-managers,
minority- and/or women-owned, Connecticut-based and/or emerging firms who would normally not be of a
sufficient scale to manage funds directly for the CRPTF. Future expansion of the Connecticut Horizon Fund is
planned for the real estate and private equity asset classes.

Progress continued in the implementation of the Real Estate Fund’s long term strategic plan to bring this
asset class to its target allocation of 5% and build the core segment of the portfolio. Two commitments totaling
$105 million were issued in the core space. In addition, CRPTF committed $70 million to two value added funds
and $150 million to two opportunistic funds. CRPTF continues to actively liquidate assets when appropriate,
generating $55.7 million of realized gains for the Fund during the fiscal year.

During fiscal 2006, a pacing study was completed for the PIF which projected future cash flows and
commitments to private equity. This study will be updated annually and will serve as the base for building this
fund to its target asset allocation of 11%. Also during fiscal 2006, $330 million of commitments were made to
4 funds, including 2 new managers.
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Staff of the Treasury has undertaken several actions in furtherance of the implementation of Public Act 06-
51, An Act Concerning Divestment of State Funds Invested in Companies Doing Business in Sudan. To date,
the Treasurer has not divested the shares of any company which conducts business in Sudan. The Treasury
has continuously engaged companies by way of writing letters, telephone follow-up and, in some cases, face-
to-face meetings with representatives from companies in which CRPTF holds shares. Staff regularly monitors
news accounts and Sudan divestment related web sites for information on the current situation in Sudan and
the activities of companies that are doing business in Sudan. An informal working group of public pension
funds communicates periodically to discuss developments on the international, national and state level, and to
coordinate engagement activity with respect to companies doing business in Sudan. CRPTF staff has also
engaged numerous companies, alone or in concert with other public funds, to gather information on the
companies’ activities in Sudan.

Proxy Voting

During 1999 and 2000, the Treasury developed comprehensive proxy voting policies for both domestic and
global proxy voting. These policies were endorsed by the state’s Investment Advisory Council (IAC), and now
serve as the policy framework for shareholder decisions. As required by the Treasury Reform legislation
enacted in 2000 the Proxy Voting Policies have been incorporated into the Investment Policy Statement.
Connecticut law requires the Treasurer to consider the economic, social, and environmental impact of invest-
ment decisions. In addition, state law prohibits investment in companies doing business in Northern Ireland
that have not implemented the MacBride Principles of fair employment. Similar statutory prohibitions exist for
investing in companies conducting business with Iran counter to U.S. foreign policy.

This year the CRPTF engaged with over 27 companies — ranging from writing letters, to filing shareholder
resolutions, appearing at annual meetings, holding discussions with management, and meeting with member
of the board of directors. The Treasury also worked together with numerous other investors representing public
pension funds, labor funds, socially responsible investors and faith based investors. CRPTF filed and co-filed
a total of 12 shareholder resolutions this proxy season on critical corporate governance issues.

One of the Corporate Governance / Proxy Voting program’s more noteworthy successes during the year
was a settlement with Pfizer Corporation on behalf of a shareholder resolution filed by the CRPTF requesting
broadening disclosure of Executive Compensation related to the salary and retirement benefits for key execu-
tives. The company agreed to comply with the series of detailed disclosures sought by Connecticut.

The CRPTF also withheld votes for election of a number of directors based on the executive compensation
practices of the company. Treasurer Nappier also wrote follow up letters to these directors asking them to
respond to her on their oversight of Executive Compensation. The Securities and Exchange Commission
(SEC) proposed and then adopted new disclosure rules for executive compensation effective for the 2007
proxy season. The Treasurer wrote to the SEC commenting on the proposal. The Treasurer also wrote an
open letter to the chairs of all compensation committees urging them to prepare for the new disclosure rules.

Other successes include, a majority vote for the fourth year in a row at Stanley Works on a resolution
requesting annual election of all directors. Three companies agree to address board diversity in response to
resolutions co-filed by the CRPTF. In response to a shareholder resolution co-filed by the CRPTF, and subse-
guent dialogue in which the CRPTF patrticipated, Chubb is building consideration of climate change into its
business strategy. The CRPTF also participated in numerous initiatives with many companies and other
investors on climate change — including the Treasurer co-chairing a workshop for the Connecticut insurance
industry in Hartford in October 2005. Copies of the Connecticut pension fund’s proxy voting policies and a
report of proxy votes cast are available for review and downloading at the State Treasurer’s web site: http://
www.state.ct.us/ott/proxyvoting.htm

Asset Recovery and Loss Prevention

Asset recovery and loss prevention form the cornerstone of Treasurer Nappier's Legal Unit. Careful con-
tract negotiation, coupled with implementation of best practice contract language, lends clarity to the obliga-
tions of the Office of the Treasurer and of the vendors of the Office. The Office maintains contact with other
similar governmental offices, shares ideas for enhancement of contract language, frequently offering advice to
counterparts in other states. The Office of the Treasurer aggressively pursues all opportunities to recover
assets lost due to the misfeasance or malfeasance of others.
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The Office of the Treasurer continues to consider making application to serve as lead plaintiff in class
action litigation, encourages other institutional investor lead plaintiffs to aggressively negotiate reasonable legal
fees.

Class Action Securities Litigation

The CRPTF recovered $1,829,940.98 million from class action settlements in this fiscal year and closely
monitors opportunities to recover lost assets through participation in class action litigation.

The Office of the Treasurer, as the trustee for the CRPTF, serves as Lead Plaintiff in two national class
action lawsuits, which allege corporate misconduct and malfeasance of certain corporate insiders by JDS
Uniphase and Redback Networks. The JDS Uniphase case has been vigorously prosecuted. The matter is
scheduled for trial in October 2007.

Other Litigation
The CRPTF recovered $185,334.06 from individual litigation in this fiscal year.

The litigation involving Keystone Venture V L.P. (the “Partnership”) concluded favorably for the CRPTF. The
limited partners have taken the steps necessary to wind down the partnership. As previously reported, the
Office of the Treasurer and four (4) other limited partner plaintiffs filed a derivative action against the Philadel-
phia-based law firm Ballard Spahr Andrews & Ingersoll LLP, alleging legal malpractice in the advice given to the
Partnership. The parties participated in settlement talks and submitted the negotiated settlement terms to the
Court of Common Pleas for approval. Following appellate litigation, the Court of Common Pleas approved the
settlement terms on the 12" of September 2005. Certain of the settlement proceeds were distributed in
September 2005. Prior to the ruling of the Commonwealth Court, the plaintiffs learned that the defendant,
Ballard Spahr, had withheld material information from the settlement negotiations. The Office of the Treasurer
was instrumental in negotiating an additional $1 million payment from the law firm. The amount recovered as a
result of the pursuit of the law firm is nearly 2.5 times the proceeds received from the liquidation of partnership
assets. The limited partners have referred this matter to the Securities and Exchange Commission and the
Department of Justice for further action. The limited partners have requested that any disgorged assets ob-
tained by these federal agencies be turned over to the investors. Under Pennsylvania law, the partnership must
remain open for a period of two years. Final distribution of assets is scheduled for December 2008.

Corporate Governance

NewsCorp: During the fall of 2004, News Corporation, an Australian company began a process to re-
incorporate from Australia to the United States. In order to complete this desired transfer, the Australian
company required approval from its shareholders. Alarge group of institutional shareholders, mostly foreign,
raised concerns about the company’s poison pill. In order to induce the approval of these shareholders and
others concerned about the poison pill, including the CRPTF, the board of directors promised shareholders that
the board would neither extend the existing poison pill language not adopt an new poison pill without seeking
shareholder approval. After the board gave this promise, the shareholders approved the re-incorporation.

In August 2005, the NewsCorp board of directors extended the poison pill without obtaining shareholder
approval. The CRPTF was the sole US-based plaintiff to sign on to the litigation against NewsCorp. In Decem-
ber 2005, NewsCorp settled the litigation. The most important element of the settlement included a binding
obligation by NewsCorp to seek shareholder approval of all poison pill language into the future.

UnitedHealth Group: Beginning at least 1995, the UnitedHealth Group (“UHG”) CEO, Dr. William C. McGuire,
MD (“Dr. McGuire”), and other very senior UHG executives manipulated UHG's shareholder approved stock
option plans such that they are dictating their own compensation without the required oversight or review from
the UHG Board of Directors and its Compensation Committee. The terms of the shareholder approved stock
option plan provides that the plan be “administered” by a committee of independent, non-employee directors —
the Compensation Committee. The Board of Directors and the Compensation Committee have breached their
fiduciary duty to the company and its shareholders by abdicating their oversight and administrative roles and
permitting Dr. McGuire and others to retroactively set their own strike prices for stock options. A study of twelve
stock option grants for Dr. McGuire through mid 2002, established that annual option grants repeatedly were
dated on the very day that UHG stock hit its low price for the year or in advance of sharp stock price increases.
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Experts have stated that it is statistically impossible to have hit the most advantage strike date, for Dr.
McGuire, in each and every year. This manipulation is enormous. Dr. McGuire alone has amassed more than
$1.6 billion in stock options since 1995. He has exercised approximately $400 million of such options.

On the 11" of May, the Securities and Exchange Commission (“SEC”) announced that there was a “signifi-
cant deficiency” in how UHG has administered its stock options plans, which could force UHG to restate its
financial results by cutting netincome by as much as $286 million over the last three years. Additionally, UHG
may lose tax deductions taken on the improper option grants. Finally, the 2005 net earnings may be reduced
by 4.5% or $0.11 per share.

At the time that the Board and the Compensation Committees abdicated their roles, in breach of their
fiduciary duties, the manipulation of the stock option plan was never disclosed to the shareholders. The
CRPTF, with other institutional investors, filed derivative and class action law suits against UHG. The CRPTF
was named co-lead plaintiff in this matter.

Figure 1-1 Figure 1-2
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TERF - Teachers’ Retirement Fund TERF - Teachers’ Retirement Fund
SERF - State Employees Retirement Fund SERF - State Employees Retirement Fund
MERF - Connecticut Municipal Employees’ Retirement Fund MERF - Connecticut Municipal Employees’ Retirement Fund
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Figure 1-3 Figure 1-4

Target Lower Upper
Actual Policy Range Range

100% |:| Cash Reserve
U.S. EQUITY 39.4% 36.0% 29.0%

Alternative Mutual Equity Fund (MEF) 39.4%

Investments
INTERNATIONAL EQUITY 23.5% 18.0% 14.0%
60% - Fixed Income International Stock Fund (ISF) 23.5%
0

- Real Estate REAL ESTATE 17% 50% 4.0%
Real Estate Fund (REF) 1.7%

FIXED INCOME 29.4% 30.0% 26.0%
Mutual Fixed Income Fund (MFIF)  28.1%
20% - U.S. Stocks Commercial Mortgage Fund (CMF) 0.1%
Cash Reserve Account (CRA) 1.2%

0% PRIVATE EQUITY 6.0% 11.0% 6.0%
97 98 99 00 01 02 02 03 04 05 06 Private Investment Fund (PIF) 6.0%
TOTAL 100.0%

80%

40% International
Stocks

(1) MFIF’s advisors are allowed to invest in non U.S. fixed
income assets on an opportunistic basis.

Figure 1-5 Figure 1-6

1YR 3YRS 5YRS

June 30, June 30,
Fund 2006 2005
MEF 8 6
ISF® 11 10
PIF 46 44
MFIF 13 11
CMF 1 1
REF 12 10
CRA 1 1
Total® 92 83

Compounded, Annual Total Return (%)
CRPTF 10.55 12.06 6.19
CRPTF CMMI (Without

Objective) Benchmark 10.01 12.06 5.70
CRPTF CMMI (With

Objective) Benchmark 11.47 13.53 7.09

Cumulative Total Return (%)
CRPTF 10.55 40.71 34.99
CRPTF CMMI (Without

Objective) Benchmark 10.01 40.73 31.95
CRPTF CMMI (With

Objective) Benchmark 11.47 46.34 40.88

(1) Does not include the two Currency Overlay Managers.
(2) Actual total advisors was 86 and 79, respectively when
factoring in advisors across multiple funds.

Figure 1-7 Figure 1-8

797 98 99 00 0L 02 03 04 05 06 3 Years 5 Years

lcrer | |cRPTF Benchmark Mllcrere [ [cRPTF Benchmark
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Figure 1-9

Figure 1-10

PENSION AND TRUST FUNDS

TUCS Ranking for Periods ending June 30, 2006

1YR 3 YRS 5YRS 7 YRS 10 YRS

Public Funds >$1 Billion
Percentile Return

5th 15.35 15.69 8.77 8.31
25th 12.02 1330 743 6.01
50th 10.72 1224 657 5.44
75th 9.43 11.04 6.10 4.56
95th 2.88 554 458 4.12
CT Pension and Trust Funds

Return?® 10.86 12.33 6.38 5.88
Public Funds Ranking 42 44 59 31

10.29
9.05
8.42
7.91
7.20

8.80
31

PENSION AND TRUST FUNDS
CRPTF Returns vs. Benchmarks at June 30, 2006

30%

25%

20%

15%

10%

5%

0%

-5%

CRPTF

Custom CRPTF @

ISF

MEF
Custom ISF @

Russell 3000

REF
NCREIF

MFIF

Custom MFIF @

CMF

Lehman Agg

PIF

S &P 500
CRA

MFR Rated

Source: State Street Bank
(1) Gross Return

Combined Investment Funds Total Return Analysis (%)

Asset Class (% of Total Fund at 6/30)

(Investment performance is calculated using a time-weighted rate of return.)

Total Fund (100.0%)

Combined Investment Funds

Connecticut Multiple Market Index (Without Objective)
Connecticut Multiple Market Index (With Objective)

U.S. Stocks (39.3%)
Mutual Equity Fund (39.3%)
Russell 3000 Index

International Stocks (23.4%)
International Stock Fund (23.4%)
International Stock Fund Hybrid Benchmark

Equity Commercial Real Estate (1.8%)
Real Estate Fund (1.8%)
Russell NCREIF(1 Qtr. Lag)

U.S. Fixed Income (28.1%)

Mutual Fixed Income Fund (28.0%)
Fixed Income Fund Hybrid Benchmark
Commercial Mortgage Fund (0.1%)
Lehman Aggregate Bond Index

Alternative Assets (6.2%)

Private Investment Fund (6.2%)

S & P 500

Venture Economics All Private Equity (1 Qtr. Lag)

Cash (1.2%)
Cash Reserve Account (1.2%)
MFR First Tier Rated Inst. (Formally IBC Rated)

@

Total Fund Benchmark: Inception through 9/30/99: 40% Russell 3000,

15% MSCI EAFE Net, 28% LB Aggregate, 11% Russell 3000 Private

Equity Fund, 4% NCREIF Property Index, 2% IBC Rated Index. 10/1/99
to date: 36% Russell 3000, 18% Int’l Stock Benchmark, 29% Mutual
Fixed Income Benchmark, 5% Russell 3000 Real Estate Fund, 11%

Russell 3000 Private Equity Fund, 1% MFR Rated Index.

@
©)

International Stock Fund Benchmark: 83% SSB EPAC BMI 50% Hedged
and 17% MSCI Emerging Market Free.
Mutual Fixed Income Benchmark: 73% Lehman Aggreagte, 17%

Salomon High Yield Market Index and 10% J.P. Morgan Emerging
Markets Bond Index.

Fiscal Years Ending June 30, Annualized

3 5 10
2006 2005 2004 2003 2002 Years Years Years
10.55% 10.46% 15.23% 2.49% (6.39)% 12.06% 6.19% 8.56%
10.01 10.02 16.27 3.88 (9.60) 12.06 5.70 8.12
11.47 11.46 17.79 5.26 (8.39) 13.53 7.09 9.31
10.27 8.06 20.84 0.48 (14.95) 12.93 4.24 9.40
9.56 8.06 20.46 0.77 (17.24) 12.56 3.53 8.52
25.69 19.23 29.69 (6.39) (9.00) 24.80 10.61 8.02
28.56 18.88 29.79 (6.62) (10.88) 25.65 10.54 7.50
7.09 27.74 0.67 3.30 0.81 11.26 7.46 10.59
20.19 15.55 9.71 7.13 6.40 15.07 11.67 12.23
0.77 7.70 2.79 12.03 5.64 3.71 571 6.59
0.64 8.82 2.44 15.53 5.04 3.91 6.36 6.84
9.69 6.95 7.87 20.62 1.19 8.16 9.08 9.78
(0.81) 6.80 0.32 10.41 8.63 2.05 4.97 6.22
11.74 958 20.21 (11.94) (10.81) 13.75 2.94 7.56
8.63 6.32 19.11 0.26 (17.99) 11.22 2.49 8.32
26.00 17.37 21.49 (14.67) (14.45) 22.08 6.20 16.05
4.54 2.38 1.30 1.80 3.03 2.73 2.60 4.22
4.00 1.91 0.73 1.21 2.22 2.20 2.01 3.70
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Fund Facts at June 30, 2006

Investment Strategy/Goals: To serve as a cash management tool for the pension and trust funds by investing in
high quality, liquid money market securities.

Performance Objective: An annual total return in excess of the index.

Benchmark: MFR Index Date of Inception: September 1, 1987
Total Net Assets: $1,383,592,932 Number of Advisors: lexternal
Management Fees: $271,123 Operating Expenses: $156,502

Expense Ratio: 0.03%

Performance Summary

For the fiscal year ended June 30, 2006, the Cash Reserve Account (CRA) generated a return of 4.54%,
outperforming the benchmark MFR Index return of 4.00% by 54 basis points. The fund outperformed the
Citigroup 90 day Treasury Bill Index of 3.95% by 59 basis points for the period.

The fund’s compounded annual total return for the trailing three, five and ten year periods as of June 30,
2006, were 2.73%, 2.60% and 4.22% respectively, net of all expenses. These returns exceed those of the
fund’s benchmark for the time periods listed by 53, 59 and 52 basis points respectively.

Description of the Fund

The Cash Reserve Account (CRA) is a cash management pool investing primarily in high quality money
market securities, Asset Backed Securities (ABS) and corporate bonds. It serves as a cash management tool
for the pension, trust and Combined Investment Funds while also being considered a separate asset class of
the fund providing a competitive return with the primary focus being preservation of capital with a high degree of
liquidity.

CRA is managed as an enhanced cash strategy whereby the fund maintains a relatively short weighted
average maturity through the purchase of fixed rate money market instruments such as Commercial Paper,
Certificates of Deposit, Bank Notes and other cash equivalents. The fund also will invest in high quality, floating
rate corporate bonds and Asset Backed Securities. The focus on floating rate product is primarily in maturities
or average lives in excess of 13 months. By focusing on maturities in this range, CRA is able to take advantage
of wider credit spreads than would otherwise be available to a typical money market fund. CRA maintains an
adequate amount of overnight liquidity in order to meet any unexpected withdrawals from the fund. The fund
also maintains adequate back up liquidity in the form of highly liquid money market instruments in order to
meet any cash needs over and above its overnight liquidity.

Economic Review

The period began with the Fed Funds target at 3.25% after nine consecutive 25 basis point rate hikes
dating back to June 2004. During the fiscal year, the target rate was raised an additional 2.0% over 8 consecu-
tive meetings to finish the period at 5.25%, some 425 basis points higher over the 2 year period. Inflation was
a major concern as elevated energy costs were prevalent throughout the fiscal year. Despite the rise in energy
costs, core inflation data remained relatively contained yet high enough to keep the FOMC on its rate hike
campaign. The year-over-year Core CPl averaged 2.2% over the period, with more elevated prints from May
onward. Payroll growth was robust yet unspectacular during the period. New nonfarm jobs averaged 156,000
per month during the period with the strongest monthly gain 354,000 (November 2005) and the weakest just
37,000 (October 2005). The unemployment rate fluctuated in a tight range between 4.6% - 5.0% producing an
average of 4.8%. Average Hourly Earnings growth averaged 3.3% annualized during the period.
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Portfolio Characteristics & Strategy

The portfolio performed well during the fiscal year outperforming its benchmark by 54 basis points. Fed
policy was obviously an important driver of portfolio strategy throughout the year. With the Fed raising rates at
each meeting by 25 basis points, a strategy of investing a portion of the portfolio from meeting date to meeting
date was deployed in order to take advantage more quickly of the new, higher target rates throughout the
period. This type of strategy made sense in an environment where future Fed action was for the most part,
telegraphed by the central bank. Due to the interest rate environment, weighted average days to maturity were
kept in arange from 42 days to 64 days for the majority of the fiscal year. Despite the transparency of the Fed
(or perhaps because of it) the money market curve was only priced for 1 or 2 more hikes throughout the period.
During the period, the spread from 1 month to 12 month LIBOR averaged 48 basis points, or almost two full 25
basis point hikes. With so little spread at times priced into the curve, it was important to have an accurate Fed
funds forecast when investing in fixed rate paper beyond 1-2 months in maturity. Credit spreads on Corporate
bonds and Asset Backed Securities remained very narrow for the entire period. This was particularly true for
highly rated, floating rate securities due to strong credit fundamentals, the interest rate environment and the
shape of the yield curve. With 3 month LIBOR yielding more than longer dated Treasury benchmark securities
for much of the period, many non traditional floater buyers were competing for this paper due to its yield
advantage and relative safety. Floating rate bonds remained an important part of the fund’s strategy as they
allow for significant yield pick up compared to money market instruments without taking on significant interest
rate risk. CRA's floating rate exposure was on average about 55% of portfolio assets during the period.
Floating rate securities in the fund were comprised of high quality corporate and CD floaters and also AAArated
floating rate Asset Backed Securities.

Risk Profile

Due to the short-term nature of CRA, it is generally considered to be low-risk. Consequently, returns that
are realized by CRA may be significantly lower than those realized by funds with fixed income investments
maturing over a longer time horizon. Similarly, the investments’ short time horizon, along with the quality of the
issuing entities, mitigates traditional concerns over interest rate, default and currency exchange risk.

Based on returns over the last five years, the Fund exhibited a similar degree of risk relative to the MFR
Index, as evidenced by its relative volatility of 1.00. The standard deviation of the Fund of 0.10 suggests
comparatively low overall volatility, while its beta of 0.76 indicates a high overall correlation to returns achieved
by the Index. Inthe aggregate, CRA achieved a positive alpha, or return in excess of that predicted by returns
of its benchmark of 0.59.
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Figure 2-1 Figure 2-2

SERF  Other
$3520 $37

Relative Volatility
Standard Deviation
RZ

Beta

Alpha

CIF
$1,102.6

TERF - Teachers’ Retirement Fund (1) Based upon returns over the last five years.
SERF - State Employees Retirement Fund

MERF - Connecticut Municipal Employees’ Retirement Fund

CIF - Combined Investment Funds

Figure 2-3 Figure 2-4

Quarter End MFR Index
06/30/2006 39 days

- 181+ days

91-180 days
03/31/2006 39 days
[ ]s1-90days

12/31/2005 38 days - 0-30 days
09/30/2005 38 days

06/30/2005 37 days

(1) Or Interest Rate Reset Period.

Figure 2-5 Figure 2-6

Repurchase
Agreements Asset-Backed

16.4% Notes
18.2%

Yield
4.26% - 4.50% 1.1%
4.51%-4.75% 0.0%

Bank/Corporate
Notes
1.2% Fixed ABS
3.9%

4.76% - 5.00% 14.7%
5.01% - 5.25% 37.6%
5.26% - 5.50% 41.6%
5.51% - 5.75% 5.0%
TOTAL 100.0%

Certificates Floating Rate

oleiéefofv:ll Corporate Notes
B 17.4%

Commercial Paper
16.8%

(1) Represents yield to reset if floating and yield to maturity if
fixed.
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Figure 2-7 Figure 2-8

Number Average Average
of Issues Yield® Maturity Quality Quarter End MFR Index
69 4.54% 54 days A-1+/AA+ 06/30/2006 4.78%
100 2.38% 44 days A-1+/AA+
92 1.30% 48 days A-1+/AA+ 03/31/2006 4.41%
109 1.80% 48 days A-1+/AA+
104 3.03% 51 days A-1+/AA+ 12/31/2005 4.03%
90 6.35% 65 days A-1+/AA+
109 5.96% 81 days A-1+/AA+ 09/30/2005 3.29%
102 5.46% 67 days A-1+/AA+
81 5.86% 60 days A-1+/AA+ 06/30/2005 2.76%
53 5.70% 71 days A-1+/ AA+
(1) Represents annual total return of the Fund for year ended (1) An annualized historical yield based on the preceding
June 30. month's level of income earned by the Fund.
Figure 2-9 Figure 2-10

1YR 3YRS 5YRS10 YRS

Compounded, Annual Total Return (%)
CRA 4.54 2.73
MFR Index 4.00 2.20

CRA 4.54 8.42
MFR Index 4.00 6.75
CPI-Urban 4.32 10.45

CitiGroup 90-Day CD 433 7.90 °97 98 99 00 OL 02 03 04 05 06
CitiGroup 90-Day T-Bill ~ 3.95  7.08 []
cRA | |wrrindex  [[lcp-Allurban

CPI-Urban 4.32 3.37

CitiGroup 90-Day CD 4.33 2.57 .

CitiGroup 90-Day T-Bill 3.95 2.31

Cumulative Total Return (%) |
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Fund Facts at June 30, 2006

Investment Strategy/Goals: To participate in the growth of the U. S. economy through the ownership of domes-
tic equity securities.

Performance Objective: An annual total return that is one percentage point greater than that of the Russell
3000 after expenses.

Benchmark: Russell 3000 Index Date of Inception: July 1, 1972
Total Net Assets: $8,982,365,852 Number of Advisors: 8 external
Management Fees: $25,959,765 Operating Expenses: $1,414,123
Expense Ratio: 0.32% Turnover: 35.3%

Performance Summary

For the fiscal year ended June 30, 2006, the Mutual Equity Fund (MEF) generated a positive return of
10.27%, net of fees, which outperformed the Russell 3000 Index return of 9.56% by 71 basis points. Strong
stock selection was the main contributor to performance over the fiscal year. During this same period, MEF's
net assets grew from $8.275 billion to $8.982 billion, an increase of $707 million. Of this net total change, $850
million was due to realized and unrealized capital gains and net investment income. Partially offsetting this
amount is $143 million in net cash outflows to participating pension plans and trusts as well as administrative
expenses.

While volatility in investment returns is expected in the short-term, the Fund’s long-term performance
remains the most important comparative measure. As Figure 3-4 illustrates, MEF has generated annualized
total returns, net of fees, of 12.93%, 4.24%, and 9.40% over the last three, five, and ten-year periods, respec-
tively. The Fund returns outperformed the Russell 3000 for the three, five, and ten-years periods by 37, 71, and
88 basis points, respectively.

The MEF’s cumulative total returns for the three, five, and ten year periods ending June 30, 2006, were
44.01%, 23.07%, and 145.47%, respectively.

Description of the Fund

The Mutual Equity Fund (MEF) is an externally managed fund investing in domestic equity securities. It
serves as an investment vehicle for the Pension and Trust Funds with the goal of earning prudent returns while
participating in the growth of the U.S. economy.

MEF’s performance objective is an annual total return, net of management fees and Division’s operating
expenses, which exceeds that of the Russell 3000 Index by 100 basis points per annum. The Russell 3000
Index is a broad stock market index of the securities of the largest 3,000 publicly traded U.S. companies.

At the close of the fiscal year, MEF consisted of eight externally managed equity portfolios structured to
approximate the composition of the Russell 3000 Index. Two advisors actively managed approximately 9% of
the portfolio in small to mid-capitalization stocks. One advisor invested approximately 10% of the portfolio in
small to mid-capitalization stocks using a risk controlled strategy. Two advisors in large capitalization stocks
(of which 44% was invested using enhanced indexing strategies and 34% was invested using a passive
strategy) managed approximately 78% of the portfolio. Three Connecticut Horizon Fund advisors cumulatively
managed approximately 3.5% of the portfolio (1.2% in small to mid-capitalization stocks and 2.3% in all
capitalization stocks). At fiscal year end, approximately $7.9 billion, or 88%, of the Fund’s net assets were
invested in indexed or enhanced index and risk controlled portfolios.
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Portfolio Characteristics

At fiscal year-end, MEF was 99.1% invested in domestic stocks, reflecting the Fund’s policy that it be
fully invested. The largest industry weightings at June 30, 2006 were financials (20.6%), followed by informa-
tion technology (17.8%) and health care (12.8%). (See figure 3-3.)

The MEF's ten largest holdings, aggregating to 17.1% of Fund investments, included a variety of blue chip
companies. (See figure 3-9.)

Risk Profile

Based on returns over the last five years, the Fund has exhibited a similar degree of risk as that of its
benchmark, the Russell 3000 Index. With a relative volatility of 1.00, the MEF’s returns have almost equal
volatility to those of the Index and reflect a strong degree of correlation, 0.99, to those of the Index. MEF'’s
annual excess return during the five year period, or return relative to that achieved by the benchmark, was a
positive 0.71%. (See figure 3-2.)

Figure 3-1 Figure 3-2

Relative Volatility
Standard Deviation

RZ
Beta
Alpha

TERF
$4,913.7

TERF - Teachers' Retirement Fund (1) Based upon returns over the last five years.

SERF - State Employees Retirement Fund
MERF - Connecticut Municipal Employees’ Retirement Fund

Figure 3-3 Figure 3-4

1YR 3 YRS 5YRS 10 YRS
At 6/30/2006: MEF Russel 3000

% of Net Annual %of Net Annual

Assets Return Assets Return
Energy 9.3 27.6 8.3 22.7
Materials 3.6 36.8 3.6 23.7
Industrials 12.0 18.4 12.1 18.0
Consumer Discretionary 12.1 14 12.3 1.7
Consumer Staples 6.6 12.3 6.9 9.2
Health Care 12.8 1.2 12.8 0.2
Financials 20.6 12.1 21.6 12.7
Information Technology  17.8 6.5 15.9 3.8
Telecommunication Services 2.5 9.8 3.1 13.8
Utilities 2.7 6.7 3.4 6.1

100.0 100.0

Compounded, Annual Total Return (%)
MEF 10.27 12,93 4.24
Russell 3000 9.56 1256  3.53

Cumulative Total Return (%)
MEF 10.27  44.01 23.07
Russell 3000 9.56 42.61 18.92

(1) Excludes the Cash Reserve Account.
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Figure 3-5

Figure 3-7
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2002

MEF

Russell

MEF

Russell

MEF

Russell

MEF

Russell

MEF

Russell

# of Issues
Cap ($ Bil)
PIE

Div Yield

Figure 3-8

Investment Advisor

2,033

$67.9
17.0
1.70%
19.3%
3.5x
1.0%

3,000
$69.3
18.2
1.80%
19.1%
3.6x
0.0%

1,719

$69.0
19.1
1.60%
17.4%
3.6x
3.1%

Net Asset
Value

3,000
$70.7
20.5
1.70%
17.3%
3.8x
0.0%

% of
Fund

All Cap (Active)
Capital Prospects
FIS Group, Inc.

Large Cap(Passive - Enhanced)

BGI Barclays Global Investors, N.A.
Large Cap(Passive - Indexed)

State Street Global Advisors

$3,946,901,194

3,032,481,420

205,668,089
90,134,597
115,533,492

Small/Mid Cap (Passive - Enhanced)
AXA Rosenberg Investment Management

Small/Mid Cap (Active)

TCW Asset Management

Brown Capital Management, Inc.
Bivium

Other @

900,814,732
900,814,732

880,578,460
560,601,652
211,754,259
108,222,549

15,921,957

43.94%

33.76%

2.29%
1.00%
1.29%

10.03%
10.03%

9.80%
6.24%
2.36%
1.20%

0.18%

TOTAL MEF

$8,982,365,852

100.00%

(1) Other represents moneys earmarked for distribution to participants,

reinvestment, and expenses as well as terminated advisor balances,
Currency Overlay Managers (Bank of New York and Bridgewater), CT

Financial Development Fund, Keystone Venture V Partnerships and

GarMark Partners Il LP.

2,114

$70.0
22.0
1.50%
16.7%
3.9x
0.8%

3,000
$74.6
22.5
1.60%
16.7%
4.0x
0.0%

Figure 3-9

Security Name

2,119
$65.1
23.2
1.50%
16.0%
3.9x
1.1%

3,000
$71.7
23.9
1.70%
16.2%
4.0x
0.0%

Sector

2,274

$66.8
29.3
1.50%
15.5%
4.2x
1.2%

3,000

$70.2
30.4
1.60%
16.4%
4.3x
0.0%

Market Value %

Exxon Mobil Corp

CitiGroup Inc

General Electric

Energy

Financial

Technology

Bank America Corp  Financial

Microsoft

Technology

$198,331,912
189,819,672
178,935,226
169,256,829
168,799,180

2.21%
2.11%
1.99%
1.89%
1.88%

*

Johnson & Johnson Health Care

JP Morgan Chase & Co Financial
Health Care

Pfizer Inc
Cisco Systems Inc  Technology

ConocoPhillips Energy

1.67%
1.45%
1.36%

150,127,942
130,578,126
122,449,491
114,722,872 1.28%
110,188,302 1.23%

Top Ten

$1,533,209,552 17.07%

A complete list of portfolio holdings is available from the Office of the

Treasurer.
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Fund Facts at June 30, 2006

Investment Strategy/Goals: To invest in a range of fixed income securities, thereby providing diversification to
the retirement funds’ overall performance in different economic environments.

Performance Objective: To achieve a net return that exceeds its composite benchmark by 75 basis points per
annum, over rolling three to five year periods.

Benchmark: 73% LB Aggregate, 17% Citigroup High Yield Market Index and 10% JPM Emerging Markets +
Bond Index.

Date of Inception: July 1, 1972 Total Net Assets: $6,419,181,540
Number of Advisors: 13 external Management Fees: $7,355,194
Operating Expenses: $663,360 Expense Ratio: 0.13%

Turnover: 309.8%

Performance Summary

For the fiscal year ended June 30, 2006 the Mutual Fixed Income Fund (MFIF) generated a total return of
0.77% net of fees, outperforming the hybrid benchmark return of 0.64% by 13 basis points. Fiscal year
outperformance was primarily attributable to active management, particularly from the MFIF’s core, high yield,
and emerging debt managers. Comparative returns from indexes comprising the benchmark include: The Lehman
Brothers Aggregate Index -0.81%, the Citigroup High Yield Market Index 4.15% and JP Morgan Emerging
Markets Bond Index 5.26% (JP EMBI+).

During the fiscal year, the Fund increased $139 million, from $6.280 billion to $6.419 billion. Of this total,
$85 million was due to net cash inflows from participating Pension and Trust Funds and $330 million of net
investment income, offset by $276 million from net realized and unrealized losses.

For the trailing three, five and ten-year periods, MFIF’'s compounded annual total returns were 3.71%,
5.71% and 6.59% respectively, net of fees. These returns are behind the benchmark by 20, 65, and 25 basis
points respectively.

The cumulative total returns for the three, five, and ten-year periods ending June 30, 2006, were 11.55%,
32.02% and 89.29%, respectively.

Description of the Fund

The Mutual Fixed Income Fund is an externally managed fund investing primarily in domestic fixed income
securities. The Fund serves as an investment tool for the Pension and Trust Funds with the goal of reducing
volatility in returns under various economic scenarios. Fixed income securities represent fixed, variable and
zero coupon bonds issued by U.S. federal and state governments, foreign governments, domestic and interna-
tional corporations and municipalities. During periods of low inflation, fixed income investments may enhance
the overall performance of the Pension and Trust Funds, while in times of moderate inflation and high nominal
interest rates, these investments may contribute satisfactory investment returns.

During fiscal year 2006, the Office of the Treasurer continued to update investment contracts to reflect the
legal and business requirements of the Office of the Treasurer and the State of Connecticut. Additionally, the
Office has begun the process of reviewing the Fund’s investment objectives to consider changes for the Invest-
ment Policy Statement.

At June 30, 2006, 13 advisors managed investments in the Fund. The Fund’s investments were allocated
to six advisors investing approximately 80% of the portfolio in core strategies, three advisors actively investing
13% of the portfolio in high yield strategies, two advisors actively investing 3% of the portfolio in inflation linked
bonds, and two advisors actively investing 4% of the portfolio in emerging markets debt. (See figure 4-11.)
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Since inception, the MFIF’s objective has been to achieve an annual return, net of management fees and
operating expenses, of 50 basis points in excess of the LB Aggregate, which is widely considered to parallel
the performance of the U.S. bond market. During fiscal year 2000, another performance measurement bench-
mark for the MFIF was added to reflect the Fund’s strategic allocation to other fixed income markets, such as
high yield securities and emerging market debt. The new benchmark is a hybrid comprising 73% LB Aggre-
gate, 17% Citigroup High Yield Market Index, and 10% JP EMBI+, and the Fund'’s goal is to exceed the return
of the hybrid index by 50 basis points annually.

Portfolio Characteristics

MFIF continues to be well diversified across the spectrum of available fixed income securities. The Fund
maintained a substantial concentration in corporate securities, comprising approximately 23.9% of the Fund’s
investment securities at fiscal year-end. The Fund also maintained a concentration in Treasury, Agency,
Asset-backed and Mortgage backed securities of 23.4%, 21.3%, 13.4% and 2.8% respectively. Sector
concentrations differed from those comprising the LB Aggregate, reflecting the collective allocations of the
Fund’s active investment advisors. The Fund’'s average quality rating was AA-2, as judged by Moody’s
Investor Services, supported by its 47.5% concentration in mortgage-backed, U.S. Treasury, and Agency
securities. Relative to the Index, MFIF held a lesser degree of below investment grade securities including
emerging market debt. (See figure 4-4.)

Risk Profile

Given MFIF’s investment policies and objectives, the Fund is exposed to several forms of risk. These
include, but are not limited to, purchasing power risk, default risk, reinvestment risk and market risk. In
addition, the Fund is occasionally exposed to political and economic risk and currency risk resulting from
investments in international fixed income securities.

In fixed income investing, returns are extremely sensitive to changes in market interest rates. In general,
the longer the time to maturity of a fixed income investment (and the resultant increase in time during which
interest rates may change), the greater the level of risk assumed. To measure the degree of MFIF’s price
sensitivity to changes in market interest rates, the Fund’s duration, or the weighted average time period over
which cash flows are received by the investor, is monitored. At June 30, 2006, the Fund held a duration-
neutral stance relative to the LB Aggregate Index of 4.7 years. While often viewed as an indicator of risk,
duration can, if managed effectively, contribute significantly to total Fund returns. (See figure 4-3)
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Figure 4-1 Figure 4-2

Relative Volatility
Standard Deviation
RZ

Beta

Alpha

SERF
$2,562.6

TERF
$3,191.9

Other
$176.0

TERF - Teachers’ Retirement Fund (1) Based upon returns over the last five years.
SERF - State Employees Retirement Fund
MERF - Connecticut Municipal Employees’ Retirement Fund

Figure 4-3 Figure 4-4

LB
MFIF  Aggregate Variance

Treasury 23.4% 25.9% -2.5%

Agency 21.2% 10.2% 11.0%
Corporate 23.9% 19.5% 4.4%
Mortgage-Backed 2.8% 35.2% -32.4%

Asset-Backed 13.3% 1.2% 12.1%
Othert 15.4% 8.0% 7.4%
6/30/05 6/30/06 TOTAL 100.0%  100.0%

Bvrr | JlehAgg

(1) Computed without the effect of Cash and other Net Assets. (1) Other category includes non fixed-income securities such
as common and preferred stock and convertible securities,

cash and other assets.
Figure 4-6

Figure 4-5

Aaa 54.6%
AA-1 0.8%
AA-2to A-1 4.0%

0.00-4.00%
Greater than 11.01%

9.01-11.00%

A-2to BAA-1 5.9%
Less than BAA-1 17.1%
Not Rated® 6.4%
Cash® 11.2%
Total 100.0%

7.01-9.00%

4.01-7.00%

(1) Represents securities for which ratings are unavailable.
(2) Represents monies invested in the Cash Reserve Account and
cash equivalents.
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Figure 4-7

0-3 Years
3-5Years
5-7 Years

7-10 Years
10+ Years
Unknown®
Cash®

Total

and cash equivalents.
Figure 4-9

Figure 4-11

Investment Advisor

27.2%
25.7%
14.4%
10.6%

7.8%

3.1%
11.2%

100.0%

97 98 99 00 01 02 03 04 05 06
.MFIF DCustom Benchmark

Net Asset
Value

(1) Represents securities for which the Macaulay Duration could
not be calculated by the custodian.
(2) Represents monies invested in the Cash Reserve Account

% of
Fund

Core

State Street Global Advisors
BlackRock Financial Mgmt, Inc.
Wellington

Western Asset Management Co.
Phoenix

Progress

High Yield

Loomis Sayles & Co., Inc.
W.R. Huff Asset Management
Oaktree Capital Mgmt, L.L.C.
Emerging Market Debt
Ashmore

Bridgewater

Inflation Linked Bonds
Brown Brothers Harriman
Hartford Investment Mgmt Co.
Other @

$4,563,432,579
1,254,902,828
1,087,866,323
974,196,426
867,046,802
298,419,041
81,001,159
856,271,008
375,460,412
260,212,909
220,597,687
282,065,282
177,546,517
104,518,765
203,924,586
136,172,049
67,752,537
513,488,085

71.09%
19.55%
16.95%
15.17%
13.51%
4.65%
1.26%
13.34%
5.85%
4.05%
3.44%
4.39%
2.76%
1.63%
3.18%
2.12%
1.06%
8.00%

TOTAL MFIF

$6,419,181,540

100.00%

Figure 4-8

1YR

CONNECTICUT STATE TREASURER'’S COMBINED INVESTMENT FUNDS

3YRS 5YRS 10 YRS

Compounded, Annual Total Return (%)

MFIF

0.77

MFIF Hybrid Benchmark 0.64

Cumulative Total Return (%)

MFIF

0.77

MFIF Hybrid Benchmark 0.64

Figure 4-10

3.71
3.91

11.55
12.19

97 98 99 00 01 02 03 04 05 06
.Income DCapital Appreciation

Figure 4-12

Security Name

Maturity

Market
Value %

FNMATBA

12/01/2036 $168,154,984 2.39%

U.S. Treasury Bonds 08/15/2023
U.S. Treasury Notes 11/15/2015

GNMAITBA

U.S. Treasury Notes
U.S. Treasury Notes
U.S. Treasury Notes
FNMATBA
FNMATBA

U.S. Treasury Bonds02/15/2021

12/01/2036
05/31/2008
09/30/2006
04/15/2011
12/01/2036
12/01/2036

86,835,794 1.23%
83,462,210 1.18%
64,446,486 0.92%
63,277,053 0.90%
56,431,686 0.80%
54,379,011 0.77%
47,280,450 0.67%
46,805,625 0.66%
40,889,063 0.58%

Top Ten

* A complete list of portfolio holdings is available from the Office of the

Treasurer.

(1) Other represents moneys earmarked for distribution to participants, reinvestment,
and expenses as well as terminated advisor balances, Currency Overlay
Managers (Bank of New York and Bridgewater), CT Financial Development Fund,
Keystone Venture V Partnerships and GarMark Partners Il LP.

$711,962,36210.10%
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Figure 4-13

2006 2005 2004 2003 2002
MFIF LB Agg MFIF LB Agg MFIF LB Agg MFIF LB Agg MFIF LB Agg

Number of Issues 4,332 6,561 4,511 5,859 4,566 6,976 4,319 7,472 4,071 6,892

Average Coupon 5.30% 5.30% 5.60% 5.30% 5.90% 5.40% 6.20% 6.10% 6.60% 6.50%

Yield Maturity 6.10% 5.80% 5.00% 4.40% 5.20% 4.60% 4.50%  3.40% 6.50% 5.30%
Average Maturity 7.60 7.00 7.10 6.30 7.70 6.70 7.50 6.20 8.40 7.30
Modified Duration @ 4.70 4.80 4.40 4.30 4.80 4.70 4.60 4.20 4.70 4.40
Average Quality AA-2 AA-1 AA-3 AA-1 AA-2 AA-1 AA-3 AA-1 AA-3 AA-1

Cash @ 11.2% 0.0% 10.5% 0.0% 12.0% 0.0% 12.8% 0.0% 10.9% 0.0%

(1) Includes funds invested in the Cash Reserve Fund and cash equivalents.
(2) Compounded without the effect of Cash and Other Net Assets.

Figure 4-14

6/30/06 3/31/06 12/31/05 9/30/05 6/30/05
MFIF 4.97 4.80 4.76 4.73 4.68
Leh Agg 5.37 5.25 5.13 5.08 4.98
Citigroup 3 Month T-Bill 5.04 4.62 4.07 3.56 3.13

Lehman Treasury 4.83 472 4.55 4.48 4.34
Lehman Agency 5.01 4.85 4.69 4.58 4.27
Lehman Mortgage 5.57 5.47 5.39 5.37 531
Lehman Corporate 5.99 5.86 5.71 5.69 5,51
Lehman Asset Backed 491 4.79 4.62 4.50 4.43

(1) Current Yield represents annual coupon interest divided by the market value of securities.
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Fund Facts at June 30, 2006

Investment Strategy/Goals: To participate in the growth of the global economy through the ownership of foreign
equity securities.

Performance Objective: An annual total return that is one percentage point greater than the ISF Hybrid Bench-
mark after expenses.

Benchmark: ISF Hybrid Benchmark (83% Citigroup Europe, Pacific, Asia Composite Broad Market Index, 50%
Hedged and 17% MSCI Emerging Market Free)

Date of Inception: January 1, 1988 Total Net Assets: $5,357,275,185
Number of Advisors: 13 external Management Fees: $25,266,303
Operating Expenses: $1,066,334 Expense Ratio: 0.53%

Turnover: 54.5%

Performance Summary

For the fiscal year ended June 30, 2006, the International Stock Fund (ISF) generated a return of 25.69%,
net of fees, which underperformed its hybrid benchmark index return of 28.56% by 287 basis points. The
underperformance was largely attributable to the currency overlay program as the U.S. dollar weakened during
the period, as well as weak performance by the one core and two small cap managers.

During fiscal year 2006, ISF net assets increased from $4.489 billion to $5.357 billion, an increase of $868
million. This included realized and unrealized net capital gains of $1.006 billion and net investment income of
$124 million partly offset by $262 million due to net cash outflows to participating pension plans and trusts.

The Fund returned 24.80%, 10.61% and 8.02% for the three, five and ten year periods underperforming the
benchmark return of 25.65% by 85 basis points for the three year period, while outperforming the benchmark
returns of 10.54% and 7.50% for the five and ten year period by 7 and 52 basis points respectively. The
cumulative returns for the Fund for the three, five and ten years were 94.37%, 65.56% and 116.24% respectively
as illustrated in Figure 5-4 below.

Description of the Fund

The International Stock Fund is an externally managed fund, which invests in foreign equity securities. It
serves as an investment tool for the Pension and Trust Funds, with the goal of participating in the growth of
global economy. Itis used to reduce short-term volatility in the Pension and Trust Funds returns by providing
an additional layer of asset and currency diversification. In environments where the value of the U.S. dollar is
declining relative to other currencies, international stocks are expected to enhance total Pension and Trust
Fund returns.

Established in 1988, the ISF’s performance objective was an annual total return, net of management fees
and Division operating expenses, which exceeds that of the Hybrid Benchmark, a measure of the returns of
developed, non-U.S. stock markets, by 100 basis points. During a structure review in fiscal year 2000, the
objective was changed to reflect the Fund’s strategic exposure to emerging markets, as well as an exposure to
stocks of smaller companies in the developed international markets. The new objective is for the return of the
Fund (net of fees) to exceed the return of a hybrid index comprising 83% of the Citigroup Europe Pacific Asia
Composite Broad Market Index (50% Hedged) and 17% of the Morgan Stanley Capital International Emerging
Market Free Index (MSCI EMF) by 100 basis points.

At the end of fiscal year 2006, the Fund had thirteen external advisors, selected on the basis of expected
future performance and investment style. One advisor managed two portfolios: an emerging markets and an
active large cap value portfolio. (See figure 5-8.) Based on the Fund’s holdings, as of June 30, 2006, approxi-
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mately 49% of the portfolio was actively managed in core, growth, value and small cap, while 19% was actively
managed within the emerging markets, 17% was actively managed within risk controlled and 16% was allo-
cated to one advisor for passive management against the Citigroup Europe, Pacific, Asia Composite Primary
Market Index (Citigroup EPAC PMI).

Portfolio Composition

At fiscal year-end, ISF was 99.2% invested in international securities. Investments in Japan were the
largest percentage of Fund assets, 19.4%. The United Kingdom accounted for 18.2% of investments followed
by France at 7.6%. These geographic concentrations differed from those comprising the Hybrid index, reflect-
ing the Fund’s allocation to active management strategies. (See figure 5-7.)

The ISF was well diversified at year-end, holding more than 1,766 securities in the portfolio. The ISF’s ten
largest holdings, not including cash, included a variety of companies located throughout Europe and the Far
East. The Fund's largest investment, comprising 1.5% of investment securities, was the U.K.’s GlaxoSmithKline.
In the aggregate, these ten holdings accounted for 11.4% of the Fund’s investments at June 30, 2006. (See
figure 5-9.)

Risk Profile

Given ISF’s investment policies and objectives, the Fund is exposed to several forms of risk. These
include, but are not limited to, political and economic risk, currency exchange risk, market risk, and individual
company credit risk. The Treasurer determined that a 50% hedge ratio would provide an acceptable reduction
in the portfolio’s currency risk profile over time. The currency hedging strategy was implemented during the
fiscal year ending June 30, 2004 with the hiring of two dedicated currency overlay managers. As a result,
currency hedging is not a part of the investment mandates of the other international equity managers within the
Fund.

Based on returns over the last five years, the Fund'’s risk profile is similar to that of the Hybrid benchmark.
The Fund’s relative volatility to its benchmark over the five-year period ending June 30, 2006 has been 1.01%,
while its high R2 of 0.98 demonstrates a relatively strong overall correlation. In the aggregate, ISF's annualized
excess return over the five-year period, or return in excess of that predicted by the benchmark, was 0.07%.
(See Figure 5-2.)
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Figure 5-1

Figure 5-3

TERF - Teachers’ Retirement Fund
SERF - State Employees Retirement Fund
MERF - Connecticut Municipal Employees’ Retirement Fund

CONNECTICUT STATE TREASURER’S COMBINED INVESTMENT FUNDS

Figure 5-2

Relative Volatility
Standard Deviation

RZ
Beta
Alpha

TERF
$2,893.2

(1) Based upon returns over the last five years.

Figure 5-4

ISF Hybrid 1YR 3 YRS 5YRS 10 YRS

ISF Benchmark

Compounded, Annual Total Return (%)

Figure 5-5

Number of Issues 1,766 5,466
European Allocation (%) 50.6 53.0
Pacific Allocation (%) 26.2 26.9
Other (%) 23.2 20.1
Annual Total Return (%) 25.69 28.56

ISF 25.69 24.80 10.61 8.02
ISF Hybrid Benchmark 28.56 25.65 10.54 7.50

Cumulative Total Return (%)
ISF 25.69 65.56 116.24
ISF Hybrid Benchmark 28.56 65.06 106.01

Figure 5-6

$332.9

05 L
97 98 99 00 01 02 03 04 05 06

WisF | ]isFHybrid

97 98 99 00 01 02 03 04 05 06
. Income |:|Capital Appreciation
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Figure 5-7

ISF ISF Hybrid Benchmark
% of % of % of % of

Net Assets Net Assets Total Net Assets Net Assets Total
6/30/05 6/30/06 Return 6/30/05 6/30/06 Return

Japan 19.4 20.2 35.1 17.8 20.3 33.5
United Kingdom 18.2 17.4 15.1 19.9 18.4 23.3
Germany 5.2 5.1 32.7 5.4 55 32.3
France 7.6 7.9 32.4 7.1 7.8 28.3
Italy 3.4 2.7 -0.5 3.5 3.3 23.1
Switzerland 5.2 5.6 26.6 5.2 5.2 29.9
Netherlands 4.9 3.7 21.8 3.9 2.7 25.9
Spain 2.8 1.9 -9.0 3.4 3.2 27.3
Hong Kong 2.8 2.1 -8.4 1.9 1.4 17.3
Sweden 1.6 1.3 19.2 1.9 2.0 32.2
Australia 3.2 2.7 7.9 4.5 4.3 22.6
Finland 1.6 1.7 33.9 1.2 1.1 27.3
Belgium 1.2 0.9 9.8 1.1 1.0 37.0
Singapore 1.0 0.9 27.7 0.8 0.8 20.1
Denmark 0.9 0.6 29.9 0.7 0.7 28.0
Ireland 0.8 0.4 -22.0 0.7 0.7 22.7
Norway 0.8 0.8 32.5 0.6 0.7 41.5
Malaysia 0.7 0.4 7.1 0.6 0.5 11.6
Austria 0.6 0.5 16.1 0.4 0.4 28.9
New Zealand 0.4 0.3 36.8 0.2 0.1 -0.5
Portugal 0.2 0.1 -34.6 0.3 0.3 34.4
Other 175 22.8 18.9 19.6

Total 100.0 100.0 100.0 100.0

(1) Includes Cash Reserve Account and cash equivalents at each country level.

Figure 5-8 Figure 5-9

Net Asset % of

Investment Advisor Value Fund

Index $831,193,971 15.52%
State Street Global Advisors (Passive) 831,193,971 15.52%
Core 912,956,491 17.04%
Invesco Global Asset Mgmt. (Active) 844,542,851 15.76%
Progress (Active) 68,413,640 1.28%
Active-Growth 622,297,860 11.62%
Clay Finlay, Inc. (Active) 404,415,305 7.55%
MFS Institutional Advisors, Inc. (Active) 217,882,555 4.07%
Active-Value 551,521,019 10.29%
Grantham, Mayo, Van Otterloo (Active) 551,521,019 10.29%
Small Cap 553,726,107 10.34%
Morgan Stanley Asset Management (Active) 271,313,592 5.07%
Schroder Investment Mgmt. (Active) 282,412,515 5.27%
Emerging 1,012,666,732 18.90%
Grantham, Mayo, Van Otterloo (Active) 514,297,679 9.60%
Emerging Markets Management (Active) 498,369,053 9.30%
Risk Controlled 908,546,332 16.96%
Merrill Lynch Investment (Active) 553,681,020 10.34%
Fidelity Management Trust Co. (Active) 354,865,312 6.62%
Other @ (35,633,327) -0.67%

SUBTOTAL ISF $5,357,275,185 100.00%

Security Name Country Market Value

Glaxosmithkline

ORD GBP .25 United Kingdom $81,850,948
Total SA Eur 10 Serie B France 79,429,143
BP PLCOrdUSD .25 UnitedKingdom 71,870,810
Samsung Electronic  Rep. of Korea 65,892,067
Nestle SA Switzerland 56,926,354
Novartis AG

CHF .50 Regd Switzerland 56,160,946
Royal BK Scot GRP

Ord GBP .25 UnitedKingdom 54,658,064
HSBC Holdings UnitedKingdom 54,633,113
ING Groep NV CVA

Euro .24 Netherlands 48,784,265 0.91%
Roche Holdings

AG NPV Switzerland 46,904,523 0.87%
Top Ten 617,110,233 11.44%

* A complete list of portfolio holdings is available from the Office of the
(1) Other represents (i) cash earmarked for distribution to participants, (ii) Treasurer.

reinvestment and expenses as well as terminated advisor balances, (iii)

Currency Overlay Managers, and (iv) CT Financial Development Fund,

Keystone Venture V Partnerships and a new unfunded committment to

GarMark Partners Il LP.
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Fund Facts at June 30, 2006

Investment Strategy/Goals: (1) to provide diversification to the overall CRPTF investment program; (2) to pre-
serve investment capital and generate attractive risk-adjusted rates of return; (3) to provide currentincome; and (4)
to provide a hedge against inflation.

Performance Objective: An annual total return which is equal to or greater than CRPTF's actuarially determined
assumed rate of return (currently 8.5%) and competitive with that of other asset classes in which CRPTF invests,
on a risk adjusted basis.

Benchmark: National Council of Real Estate Investment Fiduciaries Index (NCREIF) 1quarter lag.

Date of Inception: July 1, 1982 Total Net Assets: $398,743,411
Number of Advisors: 10 external Management Fees ®: $837,532
Operating Expenses: $807,027 Expense Ratio: 0.41%

Capitalized and Netted Fees: $4,679,296

(1) See note 1 to the Financial Statements for a discussion of similar fees incurred at the investment level.
Performance Summary

For the fiscal year ending June 30, 2006, the Real Estate Fund (REF) generated a total return of 7.09%,
net of fees, which under performed the National Council of Real Estate Investment Fiduciaries Index (NCREIF)
of 20.19% by 1,310 basis points. Most of the under-performance can be attributed to a Florida senior housing
fund. This 1998 vintage year investment generated a total negative return of ($26,232,000) in 2006. This fund
is in its liquidation phase which should be completed by fiscal 2008. Excluding this fund, the REF posted an
18.1% total return or 209 basis points less than the NCREIF index.

During the fiscal year, the value of REF's portfolio decreased from $400 million to $399 million, due to the
$23.9 million generated by operations and net gains and $81.5 million of new unit purchases offset by $61.4
million of distributions to unit holders and $44.7 million of redemptions.

For the trailing three, five and ten year periods, REF's compounded annual return was 11.26%, 7.46%, and
10.59%, respectively, net of all expenses (see figure 6-8). The REF returns underperformed the benchmark in
the three, five and ten year periods by 381 basis points, 421 basis points and 164 basis points, respectively.
The under performance is due primarily to over allocations to non-core property types such as senior housing,
land development, condominium development and corporate stock. CRPTF is in the middle of a major portfolio
restructuring with most new investments allocated to the core asset categories of office, retail, industrial,
apartment and hotel, which are the major components of the NCREIF index.

Description of the Fund

REF is an externally managed fund that invests in real estate, real estate related investments and mort-
gages. These investments are restricted by policy to the purchase of shares in group annuities, limited
partnerships, group trusts, corporations, and other indirect ownership structures managed by professional
commercial real estate investment firms.

REF is benchmarked against the NCREIF index. Its strategic objectives are: (1) to provide diversification
to the overall CRPTF investment program; (2) to preserve investment capital and generate attractive risk-
adjusted rates of return; (3) to provide current income; and (4) to provide a hedge against inflation. Its returns
are expected to be equal to or greater than CRPTF’s actuarially determined assumed rate of return (currently
8.5%) and competitive with that of other asset classes in which CRPTF invests, on a risk adjusted basis.

Portfolio Activity

During the fiscal year, the State of Connecticut Retirement Plans and Trust Funds (CRPTF) continued to
implement the REF investment plan. New investment opportunities were considered. Of these, a select
group was identified and awarded with investment commitments totaling $375 million. These new commit-
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ments are in addition to the $325 million in new commitments in 2005, indicating substantial progress towards
the goal of building a $1.1 billion real estate portfolio (5% of CRPTF). The largest core commitment was $75
million to an open-end core account, which remains in legal due diligence. The other core investment was a
$30 million commitment to Capri Select Income Il, L.P. a mezzanine debt fund expected to generate returns of
11% - 13% net of fees. The typical transaction for Capri Select is a 90% loan to value second mortgage at an
8% pay rate and a participation in net profits. Preferred property types are office, retail, apartment and
industrial.

CRPTF also committed $20 million to Rockwood Real Estate Partners Fund VI. CRPTF had previously
committed $40 million to Rockwood Real Estate Partners V. Rockwood is a value-added investor that rehabili-
tates older office, retail, industrial and apartment buildings. Targeted returns are 15% net of all fees.

The second value-added investment was a $50 million commitment to New Boston Urban Strategy America
Fund. This fund invests in development and repositioning strategies for urban properties in the Boston to
Washington, D.C. corridor. Two-thirds of CRPTF’s commitment will be targeted for investments in Connecti-
cut. Returns are projected at 12.5% - 15% net.

CRPTF offset these lower risk funds with opportunistic funds that target higher returns. The largest
commitment at $100 million was to MacFarlane Urban Real Estate Fund II, L.P. The projected return for this
fund is 16% - 18% net of fees derived from the development of major mixed use projects in New York City,
Washington, D.C., Los Angeles and San Francisco. The Fund also committed $50 million to Starwood
Opportunity Fund VII, an international fund with expected returns of 20% net of fees.

The third opportunistic investment was to RLJ Lodging Fund Il in the amount of $50 million. This fund
invested in a pre-specified portfolio of hotel assets located across the United States. Expected returns are
14% - 15% net of fees. CRPTF is also a $25 million investor in the affiliated RLJ Urban Lodging Fund.

CRPTF continued to liquidate assets in the investment funds committed in the late 1990’s. During the
year CRPTF sold properties that generated realized gains of $37.5 million. The capital markets remain strong
for real estate assets which should benefit the continuing liquidation in fiscal 2007.

REF has unfunded outstanding commitments of $648 million in 11 separate investments. During the year
REF funded $81.5 million in seven separate funds.

The U.S. economy continues to grow at a moderate pace. So long as GDP growth remains in the 3%
range absorption and net income for commercial properties should continue to rise. New construction for most
property types remains modest, and is expected to remain modest in 2007. Steady economic growth and
modest new construction continues to attract capital to the real estate sector which in turn stabilizes property
valuations.

The biggest negative to real estate investing has been the recent rise in long-term rates which has now
abated. If rates remain in the current range, or reduce there should be a positive impact on property values. A
return to rising rates, on the other hand, will put significant pressure on current valuations.

Portfolio Characteristics

At June 30, 2006, the portfolio consisted of 14 externally managed portfolios/investments, with 11.9%
invested in real estate separate accounts, 68.4% invested in commingled funds and 17.1% invested in cash.
The Fund’s ten largest holdings aggregated to 78.4% of the fund. (See figure 6-12.)

As currently structured 17.1% of the fund is cash, 16.1% hotel, 14.5% retail, 14.3% office and 8.8%
apartment. (See figure 6-7.)

The portfolio is reasonably well diversified geographically with 19.0% in the West, 25.6% in the South,
25.8% in the East and 4.0% in the Midwest. 4.0% is invested internationally. (See figure 6-6.)

Risk Profile
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Given REF’s investment policy and objectives, the Fund is exposed to several forms of risk. These include
risks attendant to alternative investments, such as management, operations, market, and liquidity risk, but
also include geographic, financing, and construction risks specific to real estate investments.

As shown below, based on returns over the last five years, the Fund has exhibited substantially more
volatility than its benchmark. The Fund’s statistics are consistent with its extraordinarily low R2 of 0.25,
signifying almost no correlation between Fund returns and those of the benchmark. Its beta of 0.19 indicates
little sensitivity to overall fluctuations in the benchmark. Inthe aggregate, the Fund’s monthly alpha, or return
relative to that achieved by the benchmark, was negative 4.21 over the five-year time period. As mentioned
earlier, a major restructuring of the Fund is in process to more closely align the Fund with the benchmark.
(See figure 6-2.)

Figure 6-1 Figure 6-2

Relative Volatility

Standard Deviation

RZ

TERF - Teachers' Retirement Fund (1) Based upon returns over the last five years.
SERF - State Employees Retirement Fund
MERF - Connecticut Municipal Employees’ Retirement Fund

Figure 6-3 Figure 6-4

No. of REF REF REF Cash @
At Investments Book Value Market Value Core 2.6% Value-Added
17.1% 11.9%
6/30/2006 12 259,551,191 330,169,779
6/30/2005 11 304,926,401 394,855,227
6/30/2004 10 324,142,113 344,673,596

6/30/2003 10 393,641,512 420,132,363

6/30/2002 10 413,693,249 467,819,628
6/30/2001 10 403,106,638 471,662,581
6/30/2000 1 434,881,420 478,966,334
6/30/1999 14 395,221,763 380,769,286
6/30/1998 20 407,989,996 379,124,673

6/30/1997 24 540,133,490 475,213,540 Opportunistic
68.4%

(1) Number of investments in annuities, partnerships, corporations, (1) Cash Reserve Account and other monetary assets.
and trusts, excluding the Cash Reserve Account.
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Figure 6-5 Figure 6-6

REF NCREIF Variance

100%
Cash @
e 25.8%  32.0%  -6.2%
80% I I:Sts i 40%  11.3%  -7.3%
60% [ ] Partnerships 25.6% 21.7% 3.9%

- Annuities
40% 19.0% 35.0% -16.0%
Cash and Other Assets®  25.6% 0.0% 25.6%

20%
100.0% 100.0%

0%

(1) Includes non-U.S. (4.3%) and cash and monetary assets

(1) Cash Reserve Account.
(16.5%).

Figure 6-7 Figure 6-8

1YR 3YRS 5YRS 10 YRS

REF NCREIF Variance
Apartment 8.8% 20.4%  -11.6%

Compounded, Annual Total Return (%)
REF 7.09 1126 7.46 10.59
NCREIF Property 20.19 15.07 11.67 12.23

Industrial 1.6% 17.5% -15.9%

Office 14.3%  37.3% -23.0% Cumulative Total Return (%)
REF 7.09 37.72 43.28

NCREIF Property 20.19 52.36 73.66

Retail 14.5% 22.5% -8.0%

Hotel 16.1% 2.3% 13.8%

Cash and Other Assets®  44.7% 0.0% 44.7%
100.0% 100.0%

(1) Other includes senior living (18.0%), miscellaneous and
mixed use (12.4%) and cash and other assets (16.5%).

Figure 6-9 Figure 6-10

i}
97 98 99 00 01 02 03 04 05 06 2557 98 99 00 0L 02 03 04 05 06
R [ INCREF lincome | |capital Appreciation
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Figure 6-11 Figure 6-12

Net Asset % of Market

Investment Advisor Value Fund
Property Name Type Value %

AEW Capital Management $66,335,015 16.64%
Westport Senior Living 58,985,955 14.79% Westport Senior LIVIng InvFD Sr LIVIng $58,985,955 14.81%

Walton Street Real Estate 54,529,040 13.67% Walton Street RE Il LP Fnd 2 Various 54,529,040 13.69%
Apollo Real Estate 50,877,314 12.76% Apollo Real EstInvest Fd Il Various 50,877,314 12.77%
Rockwood Capital Fund V 36,344,749 9.11% Union Station LTD LP Mixed 43,302,384 10.87%

Rockwood Capital IV Limited Partnership 11,192,697 2.81% Rockwood Captial Fund V. Various 36,344,749 9.12%
Capri Select Income Il LLC 7,612,991 191% AEW Partners Il Various 20,508,132  5.15%
Starwood Opportunity Fund Vi 9.536,386  2.39% RLJ Urban Lodging Fund LP Hotel 17,046,611 4.28%

New Boston Fund 9,896,748 2.48%
RLJ Urban Lodging Fund 17,046,611 4.28%
Canyon Johnson Urban Fund Il 7,574,216 1.90%
CIGNA Realty Investors 238,092 0.06%
Other ® 68,573,507  17.20% Top Ten

Rockwood Captial IV LP Various 11,192,697 2.81%
New Boston Fund IV Various 9,896,748 2.48%
Starwood Opportunity Fund VIl Various 9,536,386 2.39%
$312,220,016 78.37%

TOTAL REF $398,743,411  100.00%

(1) Other represents moneys earmarked for distribution to * A complete list of portfolio holdings is available from the
participants, reinvestment, and expenses as well as terminated Office of the Treasurer.
advisor balances, Currency Overlay Managers (Bank of New
York and Bridgewater), CT Financial Development Fund,
Keystone Venture V Partnerships and GarMark Partners Il LP.
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Fund Facts at June 30, 2006

Investment Strategy/Goals: To achieve yields in excess of those available on domestic fixed income securities
by investing in mortgages on income producing property or in commercial mortgage backed securities (CMBS).

Performance Objective: An annual total return which is one percentage point greater than that of the Lehman
Aggregate Index after expenses.

Benchmark: Lehman Aggregate Index Date of Inception: November 2, 1987
Total Net Assets: $18,203,751 Number of Advisors: 1 external
Management Fees: $183,500 Operating Expenses: $14,794

Expense Ratio: 1.09%

Performance Summary

For the fiscal year ended June 30, 2006, the Commercial Mortgage Fund (CMF or the Fund) generated a
return of 9.69%, net of management fees and operating expenses, out performing the Lehman Aggregate Bond
Index (LABI) of -.81% by 1,050 basis points. The Fund’s favorable performance is attributable to its yield
advantage versus the benchmark and the receipt of a significant prepayment penalty.

During the fiscal year, CMF assets declined from $20.3 million to $18.2 million, a decrease of $1.75 million.
This decrease was due to cash outflows to the Fund’s unit holders of $3.9 million offset by $1.75 million
generated by operations. The $1.75 million generated from operations consisted of $1.79 million of net operat-
ing income offset by $.04 million of unrealized loss.

For the trailing three, five, and ten-year periods, CMF'’s total compounded annual portfolio return was
8.16%, 9.08% and 9.78%, respectively, net of all expenses. The Fund’s results over the three, five and ten-year
periods exceeded the benchmark by 611 basis points, 411 basis points and 356 basis points, respectively.
(See figure 7-7.)

Description of the Fund

CMF is an externally managed fund that holds mortgages on income-producing commercial property.
Established in 1987, it serves as a fixed income investment tool for the pension plans with the goal of realizing
yields in excess of those available from traditional domestic fixed income securities, while accepting slightly
greater credit risk.

CMF’s investment assets consist of an externally managed portfolio of commercial real estate mortgage
loans and interests in Yankee Mac pooled residential mortgage-backed securities created pursuant to a previ-
ous Connecticut State Treasury program.

The Fund’s performance objective is an annual total return, net of management fees and operating ex-
penses, which exceeds that of Lehman Aggregate Index by 100 basis points.

Portfolio Activity

At June 30, 2006, the Fund consisted of 1 commercial mortgage loan with a value of $8.3 million and five
residential mortgage pools with a combined value of $0.46 million. The balance of the Fund’s assets consisted
of short-term cash investments. During the fiscal year one portfolio loan was paid off. This payment resulted
in the receipt of $9.1 million including a $0.5 million prepayment penalty. The Fund continued to be inactive
regarding new loans and is being managed to maximize the total return on its remaining holdings.
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In the fiscal year ended June 30, 2006, the U.S. economic expansion continued at a steady pace. As
noted in the prior year, optimism regarding economic growth continues to be tempered by uncertainty over
interest rates and energy prices as well as the unsettled global economic and security situations. For the
short-term, interest rates are stable and gasoline prices are decreasing, which is good news for the mortgage
fund and the U.S. economy.

Portfolio Characteristics

As its existing loans mature, CMF's portfolio diversification has decreased. The remaining mortgages are
all in the residential sector. The cash position of the fund is 52.1% due to the temporary retention of the
proceeds from the pay-off of one of the assets. (See figure 7-4.) The residential mortgage pools are located in
the Northeast (2.5%) and the only remaining whole loan is located in the Mountain region (45.4%). (See figure
7-5.)

The CMF's six holdings aggregated to 48% of Fund investments. (See figure 7-11.)

The portfolio is healthy from a credit risk standpoint. CMF had no delinquent or non-performing loans at
fiscal year end. None of the Fund’s investments are scheduled to mature in the next 12 months.

Risk Profile

Given CMF's investment policies and objectives, the Fund is exposed to several forms of risk. These
include risks specific to fixed income investing, such as purchasing power risk, market risk, and default risk.
Moreover, falling interest rates subject commercial mortgages to the risk of prepayment, thereby shortening
investors’ assumed time horizon and exposing them to reinvestment risk. However, yield maintenance-based
prepayment penalties, which are included in the majority of the Fund’s commercial mortgage investments,
help minimize this risk.

Based on returns over the last five years, the Fund'’s risk profile is similar to that of the Lehman Aggregate
Index. With arelative volatility of 1.47, its returns are slightly more volatile than the index; however, its returns
show modest correlation to those achieved by the benchmark. The Fund’s beta of 0.14 signifies a limited
amount of sensitivity to movements in the Index as a whole. CMF’s five-year monthly alpha, or return in
excess of that predicted by returns in the overall market, at June 30, 2006 was 4.11. (See figure 7-2.)
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Figure 7-1 Figure 7-2

Relative Volatility
Standard Deviation

RZ

TERE - Teachers’ Retirement Fund (1) Based upon returns over the last five years.

SERF - State Employees Retirement Fund
MERF - Connecticut Municipal Employees’ Retirement Fund

Figure 7-3 Figure 7-4

LB
Aggregate

06/30/2006 5.40%
03/31/2006 5.30%
12/31/2005 5.10%

Residential

09/30/2005 5.10% 47.9%

06/30/2005 4.98%

(1) Current Yield represents annual coupon interest divided by (1) Includes senior ground leases.
the market value of securities.

Figure 7-5 Figure 7-6

Mountain
45.4%

Northeast
2.5%
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Figure 7-7 Figure 7-8

1YR 3YRS 5YRS 10 YRS

Compounded, Annual Total Return (%)
CMF 9.69 8.16 9.08 9.78
Lehman Agg -0.81 205 497 6.22

Cumulative Total Return (%)
CMF 9.69 26.54 54.45 154.28
Lehman Agg -0.81 6.28 27.46 82.80

0f —
97 98 99 00 01 02 03 04 05 06
BcvF [ JiehmanAgg

Figure 7-9 Figure 7-10

Net Asset % of
Investment Advisor Value Fund

AEW Capital Management $ 8,261,838 45.39%

Other @ 9,941,913 54.61%

SUBTOTAL CMF 18,203,751 100.00%

97 98 99 00 01 02 03 04 05 06
[l income [ |capital Appreciation

) (1) Other also includes residential mortgage-backed
Figure 7-11 securities for the Commercial Mortgage Fund.

Property Market
Property Name Type Value %

SASCO Other $8,261,838 45.42%
Yankee Mac E 11.056% Residential 188,051 1.03%

Yankee Mac G 11.125% Residential 129,790 0.71%
Yankee Mac F 12.981% Residential 98,905  0.55%
Yankee Mac C 14.1505% Residential 27,505  0.15%
Yankee Mac A 13.075% Residential 15,278 0.08%
Top Six 8,721,367 47.94%

* A complete list of portfolio holdings is available from the Office of the
Treasurer.
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Fund Facts at June 30, 2006

Investment Strategy/Goals: Along-term asset allocation with the goal of earning returns in excess of the public
equity markets through investments in private equity companies.

Performance Objective: To outperform the Standard & Poor 500 Index by 500 basis points at the end of ten
years.

Benchmark: Venture Economics All Private Equity Index.

Date of Inception: July 1, 1987 Total Net Assets: $1,359,993,333
Number of Advisors: 48 external Expensed Management Fees ®: $4,702,362
Operating Expenses: $1,346,508 Expense Ratio: 0.36%

Capitalized and Netted Fees: $21,585,798

(1) See Note 1 to the Financial Statements for a discussion of similar fees incurred at the investment level.

Performance Summary

For the fiscal year ended June 30, 2006, the Private Investment Fund (“PIF") generated a one year 11.74%
compounded annual rate of return which is also known as a Time Weighted Return (“TWR"). While the PIF’s
TWR under performed the Venture Economics All Private Equity time-weighted benchmark of 26.00%, several
factors must be considered. First, the PIF is undergoing the “J curve” effect of new fund investments made over
the last severalfiscal years after a period on inactivity. Second, while short-term performance is assessed, the
Fund has a long-term perspective in evaluating performance, in that it measures the returns over a 10-year time
period. This long-term perspective reflects the illiquid nature of the Fund’s underlying partnership holdings that
require a meaningful length of time to progress through specific developmental periods. Third, the TWR metric
is not the best way to measure private equity performance since it eliminates the effects created by the
amounts and timing of cash inflows and outflows.

The institutional standard for measuring private equity performance is the Internal Rate of Return (“IRR"),
which is a dollar-weighted return that considers both cash flows and time. As of June 30, 2006, the PIF has
generated a 8.2% Internal Rate of Return since its inception in 1987. Another performance measure which is
used by major institutional investors is a customized dollar-weighted public U.S. equity market equivalent
(“PME"). The PME serves as a proxy for the return the investor would have received had it invested in public
equities versus private equity. From inception through June 30, 2006, the PIF has generated 550 basis points
in excess of the PME and its Performance Objective.

Portfolio Activity

During fiscal 2006, the PIF added $430 million of new commitments to six private equity fund managers.
Four of those managers are minority-owned; in aggregate 