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The Commonwealth of Puerto Rico

Judiciary Retiremenl System:

INDEPENDENT AUDITORS' REPORT

We have audited the accompanying statement of plan net assets of The Commonwealth of Puerto Rico
Tudiciary Retirement System (the “System™), a pension trust fund of the Commonwealth of Puerto Rico, as
of June 30, 2010, and the related statement of changes in plan nel asscts for the year then ended. These
financial statements are the responsibility of the System’s management. Qur 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. Thosc standards require that we plan and perform the audit to oblain reasonable assurance aboul
whether the financial statements are free of material misstatements. An audit includes examining, on a (est
basis, evidence supporting the amounts and disclosures in the financial statements. An audil 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
[ar our opinian,

In our opinion, the financial stalements referred to above present fairly, in all material respects, the nol assets
of the System as of June 30, 2010, and the changes in ils nel assets for the year then ended in conformity
with accounting principles generally accepted in the United States of America.

The management’s discussion and analysis, and supplemental schedules listed in the table of contents are not
a required part of the basic financial statements bul are supplementary information required by the
Governmental Accounting Standards Board, This supplementary information is the responsibility ol the
System’s management. We have applied certain limited procedures, which consisted principally of inquiries
of management regarding the methods of measurement and presentation of the supplementary information.
However, we did not audit such information and do not express an opinion on it.

As discussed in Note | to the basic financial statements, the System held invesiments valued at
approximately $38,834,000 (46% of total assets) as of June 30, 2010, whose fair values have been estimated
in the absence of readily determinable fair values. This estimale is based on information provided by the
underlying fund managers,

As discussed in Note | to the basic Nnancial statements, the System’s unlunded actuarial acerued liability
and funded ratio as of June 30, 2010, was approximately $283 million and 16.4%, respectively. In the
opinivn of management, based on information prepared by consulting actuaries, the System will not be able
to fully fund pensions after the fiscal year 2018, if measures are not taken 1o reduce the unfunded actuarial
accrued liability and increase the funded ratio of the System, Management's plans concerning his matier are
also deseribed in Mote 1,

DVeliZ § Tk LLLP
March 18, 2011
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alMixed Lo original.
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Deloitte Touche Tohratsu



THE COMMONWEALTH OF PUERTO RICO

JUDICIARY RETIREMENT SYSTEM
(A Pension Trust Fund of the Commonwealth of Puerto Rico)

MANAGEMENT'S DISCUSSION AND ANALYSIS
AS OF AND FOR THE YEAR ENDED JUNE 30, 2010

Introduction

The Commonwealth of Puerto Rico Judiciary Retirement System (the “System™) adminisicrs retirement
and other plan member benefits, such as personal, cultural and mortgages loans, occupational and
nonoceupational disability annuitics, and death benefits for the employces of the judiciary branch of the
Commonwealth of Puerto Rica (the “Commonwealth™). The System is a pension trust fund of the
Commonwealth. The pension trust resources ave only held in trust to pay retirement benelils 1o plan
members. The System presents the annual basic financial statements and provides a narrative discussion
and analysis of the financial activitics for the fiscal year ended June 30, 2010. The financial performance
of the System is discussed and analyzed within the context of the accompanying basic financial
slalements.

(verview aof the Busic Financial Statements

The management’s discussion and analysis introduces the Sysien’s basic financial statements. The basic
financial statements include (1) statement of plan net assets, (2) statement of change in plan net assets,
and (3) notes to basic financial statements. The System also includes additional information to
supplement the hasic financial statements.

Statement of Planr Net Assets and Statement of Changes in Plan Net Assets

Roth of these statements provide information about the overall status of the System, The System uses the
acerual basis of accounting 1o prepare its financial statements,

The statement of plan net assets includus all of the System’s assets and liabilities, with the difference
reported as net assets held in trust for pension benefits, Over time, increascs or decreases in nel assets
may serve as 4 useful indicator of whether the financial position of the System asa whole is Improving or
deleriorating,

The statement of changes in plan nel assels reports changes in the System’s assets and liabilities during
the fiscal year. All current year additions and deductions are included, regardless of when the cash is
received or paid.

Notes to the Basic Financial Stafements

The notes to the basic financial statements provide additional information that is ¢ssential for an
understanding of the data provided in the statemenl of plan net assets and the statement of changes in plan
net assets.

Reqguired Supplementary Information

"I'he required supplementary information consists of two schedules and related noles coneerning the
cmployer's contributions and the funded stalus of the pension plan administered by the System,



Financial Highlighis

The System provides retirement benefits Lo the cmployees of the judiciary branch of the Commonwealth.
As of Tune 30, 2010, the System has $83.2 million in total asscts, which consisted ol the following:

o 54.4 million in cash and short-term investments, and accounts receivable, plus $2.5 million in
collateral Crom scourities lending transacltions

e $76.2 million in stocks, honds, and notes

e $768 thousund in loans and interest receivable fvom plan members
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The System had $76.1 million in tolal asscis as of June 30, 2009, which consist of the following;:

$6.7 million in cash and shori-term investments and accounts reccivable, plus $1.5 million in
collateral from securilics lending transactions

a 5674 million in slocks, bonds, and notes

o 5530 thousand in loans and interest receivable from plan members
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lznding

The System’s total assets as of Tune 30, 2010, exceeded total liabilities by $55.4 million (net assets

held in trust for pension benefits), As of June 30, 2009, total assels exceeded liahilities by
55000 million.

The fair value of the System's investinents, excloding loans to plan members, as of June 30, 2010,
amounted to $76.2 million compared to $67.4 million us of June 30, 2009,

T.oans and interest from plan members amounted to $768,000 as of June 30, 2010, comparcd to
330,000 as of June 30, 2009,

The System’s funded ratio of the actuarial accrued liability as of June 30, 2010 and 2009 was 16.4%
andl 15.6%, respectively.



‘The following schedules present comparative summary financial statements ol the System’s plan net
assels and change in plan net assets as of and for the years ended Junc 30, 2010 and 2009:

Summary Comparative Statements of Plan Net Assets

Total
Total Dollar Percentage
2010 2009 Clhange Change
Aszseis -[_in thousands) -
Cash and short-terim investmeonis,
and total accoums rcecivable b 6,850 3 8,180 % (1,330 -16:3%
Investments ai fair value T, 248 67,139 &,y 13.1%
Loans and interest recenable
from plan members 768 a3 238 44.9%
Total assefs 83,866 76,149 1717 10.1%
Liahilities
Aceounls payable 24,979 22,455 2,524 11.2%
Insurance reserve for louns o plan
members and investments selllements 331 926 3 0.5%
Payables for sscurities lending 247 1,482 992 66.9%
Other liabilities T2 720 (G48) ~C, 1
‘T'otal liahilitics 2B,456 25,583 2,873 11,2%
Total net asscts held in trust
lor pension benelits b 55410 3 50,566 § 4 844 0.6%
Summary Comparative Statements of Change in Plan Net Assels
Total
Total Daollar Percentage
2010 2009 Change Change
{in thousands)
Addilions:
Contributions;
Fanployer £ 10,021 % 9970 & 51 0.5%
I*articipating employces 310 31138 (30 -1 0%
Special laws G249 GO (6 <0.0%%
Investmen! income (loss) 716 (15,379 24,003 -156.7%
Other income 204 50 754 100.0%
Total additions 23.2M (1,530 24 #4 -1621.2%
edustions:
fetirement and other hencfits 17,897 16,226 1,668 10.3%
Cieneral and administralive expenses 513 986 (453) -459%
Total deductions 18430 17,213 1,25 T1%
Increass (decrease) In net assets i 4,844 % (18,745) & 23,589 -125.8%




Financial Anelysis of the Kystem

The basic financial statements of the System for the fiscal year ended June 30, 2010, present a net
increase in net assets held in trust for pension benefits of approximately $4.8 million as compared Lo the
tiscal year ended June 30, 2009. This was mainly (he result of an increase in the fair value of investments
of $8.8 million, offset by a decrease in cash and short-term invesiments, and total reccivables of

$1.3 million, an increase in loans to plan member of $238,000 and & nel increase of $2.9 million in total
liahilities. ''he increase in total liabilities consisted of an increase of $1.2 million in amounts duc to the
Commonwcealth, an increase of $1.3 million in cash overdrall owed to the Department of Treasury and an
increase of $992,000 in payables for securities lending, which were partially offsct by a decrease of
approximately $648,000 in other payables.

The System's additions in the statement of changes in plan net assels include employer and plan member
contributions, as well as investment income or Toss. For the fiscal year 2010, employer aud plan member
conteibutions were $13.1 million. This was the same amount for the fiscal year 2009, The System
recognized a net appreciation in the fair value of investments of §7.4 million during 2010, which
represents an increase of $24.1 million from the net depreciation of $16.7 million recognizcd in 2000.

Tnvestiment and Other Transaciions

As of Tune 30, 2010 and 2009, the System held approximately $768,000 and $530,000, respectively, in
loans and interest receivable from plan members. As of June 30, 2010, these lnans consist of 520,000 in
mortgage loans, $690,000 in personal loans, $43,000 in cultural wip loans, and $15,000 of accrued
interest receivable applicable o the pool of loans, As of June 30, 2009, these loans consisted of $8,000 in
mortgage loans, $457,000 in personal loans, $37,000 in cultural trip loans, and $H.000 of ucerued interest
receivable applicable to the pool of loans.

The asset allocalion of the System’s investment portfalio fulfills the System’s needs, and since it is more
adequately balanced, it provides protection in case of a markel downturn. As of June 30, 2010, the asset
allocation of the System's investment portfolio is as lolows:
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The System carns additional investment income by lending investment securitics to brokers via its
custodian’s securities lending program. The brokers provide collateral to the System, and generally use
the borrowed securitics to cover shoit sales and [ailed (rades. The cash colluteral reccived from the
brokers is invested in order to earn interest, For financial statements purposes, the amount of seeuritics
that was involved in securities lending transactions as of Junc 30, 2010, has been presented, along with
the required disclosures, in accordance with current government accounting pronouncements. During
fiseal years 2010 and 2009, income from the custodian sccurities lending activity amounted to
approximately $25,278 and $4,516, respectively.

The System and the Fmployees’ Retirement System of the Government of the Commenwealth of Puerto
Rico (ERS), also a pension Lrust [und of the Commonwealth, arc administered by the Puerto Rico
Government Tmployees and Judiciary Retirement Systems Administration (the *Administration™).
During the year ended June 30, 2010, the methodology used to determine the allocation of the
Administration’s expenses was modilied from a fixed percentage Lo an annual allocation percentage,
based on total employer and participating employees’ contributions to the System, divided by the
apgregate total of employers and participants’ contributions to the System and ERS, combined. This new
methodology resulted in a decrease in the percentage used to allocate such expenses [rom 3% in 2009 to
1.53317% in 2010,

Funding Status

According to the actuarial valuation as of June 30, 2010, the System’s unfunded liability amounted to
$283 million with a funded ratio of 16.4%. In order to proteet the System’s [inancial health, the
Commonwealth follows the practice of not allowing an increase in benefils unless an actuarial study is
performed or the law provides the financing source.

Requests for Information

‘The Gnancial report is designed to provide a goneral overview of the System’s finances, comply with
related laws and regulations, and demonstrate commitment Lo public accountability. Questions concerning
any of the information provided in this report or requests for additional information should be addressed
to the Commonwealth of Puerto Rico Government Employees and Judiciary Retirement Systems
Administration, 437 Ponce de Ledn Avenue, Halo Rey, Puertn Rico, 00918,

woR oW ok ®



THE COMMONWEALTH OF PUERTO RICO JUDICIARY RETIREMENT SYSTEM

(A Pension Trust Fund of the Commonwealth of Puerto Rico)

STATEMENT OF PLAN NET ASSETS
AS OF JUNE 30, 2010
(In thousands)

ASSIITS:
Cash and short-term investments:
Deposils 4l commercial banks 54,007
Depaosits with Government Development Bank [or Puerto Rico 30
Collateral for securitics lending _ 2474
Total cash and short-term investmenls 6,511

Investments — at fair value:

Stocks 50,275
Donds and notes 25,973
Total investments 76,248
I.oans and interest receivible [rom plan members 7638

Accounts reccivable:

Accrued interest 271
Investment sales 41
Other 2
Total aceounts reecivable 339
Total assels 83,800
LIABILITITS:
Due to the Treasury Department of the Commonwealth of Puerto Rico 5,841
Payables for securilics lending 2,474
Investment purchases 869
Due to the Employee’s Retirement Systom of the Government of the Commonwealth
of Puerto Rico 19,138
Escrow funds lo plan members and guarantee insurance reserve for loans
to plan members 62
Other liabilities 12
Total liabilities 28,150

NET ASSETS HELD IN TRUST FOR PENSION BENEFITS (Schedule of
Funding Progress is presented on page 24) £55.410

See noles 1o basic financial statements,



THE COMMONWEALTH OF PUERTO RICO JUDICIARY RETIREMENT SYSTEM
(A Pension Trust Fund of the Commonwealth of Puerto Rico)

STATEMENT OF CHANGES IN PLAN NET ASSETS
FOR THE YEAR ENDED JUNE 30, 2010
(In thousands)

ADDITTONS:
Contributions:
Employer £ 10,021
Participating employces 3,104
Special faws G629
Total contributions 13,754

Investment income:

Met appreciation of investments 7,385
Dividend income 211
Interest income .. 284
Total investinent income B 88D

Less investment cxpense _ led
Met investment income 8,116
Other income 504
‘T'otal additions _ 23,274

DEDUCTIONS:

Annuilics 17,897
CGieneral and administrative expenscs 533
Total deductions 18,430

NET INCREASE IN NET ASSETS HELD IN TRUST FOR

PENSION BENEFITS 4,844
NET ASSETS HELLD IN TRUST FOR PENSION BENEFITS:

Deginning of year 50,566

Find of year $ 55410

See noles o basic tinancial statements.
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THE COMMONWEALTH OF PUERTO RICO JUDICIARY RETIREMENT SYSTEM
(A Pension Trust Fund of the Commonwealth of Puerto Rico)

NOTES TO BASIC FINANCIAL STATEMENTS

AS OF AND FOR THE YEAR ENDED JUNE 30, 2010

ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Organization  The Commonwealth of Puerto Rico Judiciary Retirement Systcm (the “System”) is a
defined henefit pension plan administercd by the Puerto Rico Government Emplayees and Judiciary
Retirement Systems Administation (the *Administration™) and was created by Act No. 12 on

October 19, 1954 (“Act No. 12 ol 1954”). The System is a pension trust fund of the Commonwealth ot
Puerto Rico (the “Commonsvealth™) and is not an employer. The System provides retirement benefils 1o
the employees of the judiciary branch of the Commonwealth, through the Office of the Administration
of Court Facilities (the “Employer™). The System, as a governmental retirement plan, is excluded from
the provisions of the Employee Retirement Income Securily Act of 1974 (ERISA).

The responsibility for the proper operation and administration of the System is vested on a board of
trustees, composed of two parlicipating cinployces and one pensioner, who are appointed by the
Governor of the Commonwealth, Also, there are four Commomwealth governmenl agency
representatives, which are the Secretary of the Treasury, the President of the Government Development
Bank for P'uerle Rico, the Commissioner of Municipalitics Alfairs, and the Executive Dircclor of the
Human Resources Office of the Commonwealth of Puerto Rico,

As of June 30, 2010, the System has an unfunded actuarial acerued Hability of approximately

$283 million, representing a 16.4% funding ratio. In the opinion of management and based on
information prepared by consulling actuaries, it measures are not taken now to deal with this situation,
the System will not able to fully fund pensions during [iscal year 2018. This situation could have a divect
negative effect on the Commonwealth’s general fund, since the Commonwealth is the plan sponsor and
is obligated to make actuarial contributions to fund the System.

To attend to these issues, the Governor of the Commanwealth (the “Governor™), by Tixecutive

Order OE-2010-10 datcd March 12, 2010, created the Special Commission on the Retirement Systems
Reform (the “Commission™) to provide individual and/or group recommendations on actions that the
executive and legislative branches can exceute to provide immediate alicrnatives to ease the current
crisis and long terin solutions to improve the financial condition of the System.

On October 21, 2010, the Commission presented a report Lo the Governor that included specific
recommendations addressing the current fiscal crisis and cash flow problems of the System. Among
these recommendations, the Commission proposed increasing the contribution percentages, restructuring
benefits and establishing certain limitations on loans, amoeng other.

After reviewing the Commission’s report, the System and the Employer, with the assistance of the
System's external consulting actuarics, concluded that annual increases in the Bmployer's contributions
would be required to fully fund pensions, without having to liguidate the System’s investment portfolio.
It is the intention of the Employer o make such additional contributions during its fiscal year 2012 and
thereafer. The Commuonwealth is committed to finding a long-term solution to the funding
situation of the System.

The successful implementation of these measures cannot be assured, as it is dependent upon [ulure
events and circumstances whose outeome cannot be anticipated.



The following are the significant accounting policies followed by the System in the preparation of its
basic financial statements:

Basis of Presentation — The accompanying basic financial statements have been prepared on the
accrual basis of accounting in accordance with the pravisions of Governmental Accounting Standards
Roard (GASB) Stalement No. 25, Financial Reporting for Defined Benefit Pension Plans and Note
Disclosures for Defined Contribution Plans, as amended by GASB Statement No. 50, fension
Disclosures — an Amendment of GASB Statements No. 25 and No. 27. Participating employces and
employer's contributions are recognized as additions in the period in which the employee Services are
rendered, Annuities and refunds are recognized as deductions when due and payable in accordance with
the terms ol the plan.

Lise of Estimates — The preparation of financial statements in conformity with accounting principles
generally accepted in the United Slates of America (GAAL) requires management Lo make estimates and
assumptions that alfect the reported amounts of net assets held in trust for pension benefits and the
disclosure of contingent assets and liabilitics at the date of the financial statements, and the reported
amounts of additions and deductions to net assets held in trust for pension benefits during the reporting
period. Actual results could differ from those cstimates,

Cash and Short-Term Investments — Cash and shorl-term investments consist of deposits with
commercial bauks, deposits in the Government Development Bank for Puerto Rico (GDB), and
sccurities lending collateral.

Tnvestments — Investments are carried at fair value, The [wir value of mvestments is based on quoled
market, if available, The System has investments valued at approximately $38,834,000 or 46% of total
assets as of Junc 30, 2010, whose [air valucs have been estimated in the absence of readily determinable
fair values. This estimate is based on information provided by the underlying fund managers. Such
investments include non-exchange traded mutual funds.

Securilies ransactions are accounted for on the trade date. Realized gains and losses on sceurities are
determined by the average cost method and are included in the statement of changes in plan assets as
part of the net appreciation (depreciation) of investiments.

Loans to Plan Members — Mortgages, personal, and eultural trip loans (o plan members arc stated at
their outstanding principal balance. Maximum amounts that may be granted to plan members for
mortgage, personal, and cultural trip loans are $100,000, $15,000, and $10,000, respectively. The
carrying value ol these loans approximates their fair value,

Reserve for Life hsurance on Logns to Plan Members — Premiums collected and benefits claimed are
recorded as additions and deductions of the guarantee insurance reserve for life insurance on loans to
plan members, respectively.

Allocation af Administrative Expenses - The System and the Employces’ Retirement System of the
Government of the Commonwealth of Puerto Rico (ERS), also a pension trust fund of the
Commanwealth, arc adiministered by the Administration. The Administration allocated 1.5317% of its
seneral and administrative expenses Lo the System, which amounted to approximately $533,000 for the
year ended June 30, 2010, and arce included as part of general and administrative expenses in the
accompanying statement of changes in plan net asscts. During the year ended June 30, 2010, the
methodology used to determine the allocation of the Administration’s expenses was modificd from a
fixed percentage to an annual allocation percentage, based on total Employer and participating
employees’ contributions to the System, divided by the aggregate total of employers and parlicipants’
contributions to the System and ERS, combined. This new methodology resulted in a decrease in the
perceniage used to allocate such cxpenses from 3% in 2009 1o 1.5317% in 2010.



Recent Accounting Pronowncements  In June 2007, the GASB issucd GASB Statement No. 51,
Intangible Assets, which was elfective for periods beginning afler Jun 15, 2009, GASD Statement Nao.
51 establishes guidance on (he recognition, accounting, and financial reporting for intangible asscts. The
adoption of this statement did not have a material eftect on the System’s financial statements,

In June 2008, the GASE issued GASD Statement No. 53, dccounting and Financial Reporting for
Derivative Instruments, which was effective for periods beginning alter June 15, 2009. This statement
addresses the recognilion, measurement, and disclosure of information regarding derivative instruments
entered into by state and local governments. The adoption of this statement did not have a material effeet
on the System’s [inancial statements,

In March 2009, the GASD issued GASB Statement No. 55, The Hierarchy of Generally Accepted
Aecounting Principles for State and Local Governments, which was effective upon issuance. GASB
Statement No. 55 codifics all generally accepted accounting principles lor state and local governments
so that they derive from a single source. The adoption of this statement did not have @ malerial effect on
the System’s financial statements,

In March 2009, the GASB issucd GASD Statement No. 56, Codification of Acconnting and I'inancial
Reporting Contained in the AICPA Statements on Auditing Standards, which was effective on issuance.
The objective of GASB Statement No. 56 is to incorporate into the GASB’s authoritative literature
certain accounting and financial reporting guidance presented in the American Institute of Cerlilicd
Public Accountants’ (AICPA) Statemenis on Auditing Standards. GAST Statement No. 56 addresses
{hree issues not included in the authoritative literature (hat establishes accounting principles—related
party transactions, going concern considerations, and subsequent events. The adoption of this statement
did not have a material effect on the System’s financial statements.

In December 2009, the GASB issued GASB Statement No. 58, Accounting and Financial Reporting for
Chapter 9 Bankrupicies. This statement cstablishes accounting and financial reporting standards
for all governments that have petitioned for relicl under Chapter 9 of the U.S, Bankruptey Code or have
beon granted relief under the provisions of Chapter 9, including governments thal enter into bankruptey
and are not expeeted to emerge as a going concern. The adoption of this statement did not have a
material effect on the System’s linancial slatcments.

‘I'he GAST has issued the following accounting pronouncements that have effective dates after June 30,
2010:

4. GASD Statement No. 54, Fumd Balance Reporting and Governmental Fund Type Definitions, which
is effective for financial statements for periods beginning after June 15, 2010,

b. GASE Statement No. 57, OPER Measurements by Agent Employers and Agent Multiple-limployer
Plans, which is clfcetive for financial statements [or periods beginning after June 15, 2011,

¢, GASH Statement No. 59, Financial Tistruments Omnibus, which is effective for financial statements
for periods beginning after June 15, 2010.

d. GASB Statement No, 60, Accounting and Financial Reporting for Service Concession
Arrangements, which is effective for financial statements for periods beginning after December 15,
2011,

e. GASD Statement No. 61, The Financial Reporting Fntity: Omnibus  an amendment of GASE

Statements No. 14 and No. 34, which is effective for financial statements for periods beginning after
June 15, 2012,
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£ GASB Statement No, 62, Codification of Accounting and Financial Reporting Guidance Conterined
it Pre-November 300 1989 FASE and AICPA Pronouncements, which is effeetive for financial
statcments for periods beginning atter December 13, 2011

The impact of these pronounceéments in the System’s [inancial statements has not yet been determined,
PLAN DESCRIPTION

The System consists of a single-employer defined benefit plan sponsored by the Commonwealth. Under
the terms of Act No, 12 of 1954, as amended, all judges of the judiciary bramch of the Commonwealth

are plan members ol the System.

At June 30, 2010, the System membership consists of the following:

Retirces and beneficiaries currently receiving benefits 394
Current parlicipating employees 362
Total membership 736

Members of the System are eligible for the following benefits:

Retirement Annuity — Plan members wilh 10 years of credited service are eligible for retirement upon
reaching 60 years of age.

Plan members are eligible for monthly benefit payments determined by the upplication of a stipulated
benefit to the plan member’s average compensation. Average compensalion is computed based on the
last month of compensation. ‘The annuity for which a plan member is eligible, is limited to a minimum
of 25% and & maximumn of 75% of the average compensation, except for the judges of the Supreme
Court for whom the annuity is limited to a minimum of 50% and a maximum of 100% of the average
compensation received by the members of the Supreme Court,

Reversionary Annuity - - A plan member, upon retirement, could elect to receive a reduced retirement
annuity giving one or more benefit payments to hisfher dependants. The payments would start after the
death of the retiree, for an amount not less than $120 yearly or greater than the annuily payments being
received by the relirce.

Cecupational Disability Ammuity - - A participating employce, who as a direct result of the performance
of his/her occupation is totally and permanently disabled, is eligible for a disability annuity of 50% of
the compensation received at the time of the disability.

Nonoceupational Disability Amiuity — A parlicipating employee Lotally and permanently disabled for
causcs nol related to hisfher occupation, and with no less than 10 years of eredited seryice, is eligible for
anmuity of 30% of the average compensation of the first 10 years of crediled services, increased by 1%
for every additional year of credited service in exvess of 10 years, up o a maximum of 50%: of the
average compensation,

Deail Benefiis:

Cleccupational:

o Surviving spouse — annuily equal to 50% of the participating employee’s salary at the date ol the
death.
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e Children — $10 per nonth for each child, minor or student, up 1o a maximum benelit per family ol
75% of the participating employee’s salary at the date of the death, 1f no spousc survives or dics
while reeciving the annuily payments, each child, 18 or under, is cligible to receive an annuity of
$20 per month up to the attainment of 18 years of age or the completion of hisfher studies.

Nonoccupational:

The contributions and interest accumulated as of the date o the death, plus an amount equal to the
annual compensation at the time of the death.

Postretirement:
e  Surviving spouse and child, 21 or under  up to 60% of the retiree’s pension,

e Other designated by (he retiree — the excess, it any, of the accumulated contributions at the time of
retirement over the total annuity benefits received before death, limited 1o a minimum of $500.

Reftnids — A participating cmployee who ceascs his/her employment with the Commonwealth without
right to a retirement annuity has the right to a refund of the contributions to the System, plus any inferest
carned thereon.

Cost of Living Adjustment for Pension Benefits - Act No. 177 ol 1997 provides, effective January 1,
1999, for increases of 3%, every three years, of the pensions paid by the System fo thase plan members
with three or more years of retirement, The act requires further legislation fo grant this increase every
three years.

FUNDING POLICY

"The contributions to the System arc established by Jaw and are not actuarially determined. During the
year ended June 30, 2009, the System and the Employer entered into an agrecment to increase the
Employer’s contributions from 20% ta 30.34%, effective on July 1, 2008. Employees’ contributions
consist of 8% of the cmployees’ monthly salary, Contributions from the Commonwealth should
ultimately cover any deficiency between the employer's and employces® contributions and the System’s
pension benefit obligations and administralive costs.

Caleulations of the present value of benefits under the System were made by consulling actuaries as of
June 30, 2010, using the projected unil eredit cost method, with straight proration based on service to
decrement, The significant assumptions underlying the actuarial computations include (a) assumed rate
of return on investments of 7.5%, (b) assumed compound rate of wage increases of 3% per year,

(¢) assumed inflation rate of 2.5%, (d) assumed cost of living adjustment of 99% annual Cost of Living
Adjustment (COLA) 1o approximate 3% tricnnial increases, and (e) assumed mortality as follows:

e  Prerctirement mortality — RP-2000 employce mortality rates, with white collar adjustments for
males and females, projected on a generational basis using Scale AA.

o Postretirement healthy mortality — RP-2000 healthy annuitant mortality rates, with white eollar
adjustment [or males and females, projecied on a generational basis using Scale AA,

o Postretirement disabled mortality — RP-2000 disabled annuitant mortality rates, without projection.

I'he actuarial acerued liability and the unfunded actuarial accrued liability as of June 30, 2010, were
$338.2 million-and $282.8 million, respectively.



FUNDLED STATUS AND FUNDING PROGRESS

The System’s funded status as of June 30, 2010, the most recent actuarial valuation date, is as follows
(in thousands):

Unfunded
Actuarial Actuarial UAAL
Actuarial Actuarial Accrued Accrued Annual as a % of
Valuation Value Liability Liability Funded Covered Annual
Date Assets {AAL) (UAAL) Ratio Payroll Covered
Payroll
June 30, 2010 $55,410 $338,193 $282,785 16.4% $32,061 882.0%

‘The schedule of funding progress (sce page 24), presented as required supplementary information
following the notes to the financial statements, presents multilayer trend information about whether the
actuarial values of the System’s assets arc increasing or decreasing over time relative to the AAL for
benefits.

Additional information as of the date of the latest actuarial valuation is as follows:

Valualion date June 30, 2010

Agctuarial cost method Projected unil ¢redit cost method, with straight proration
based on service Lo decrement

Amortization method 30 years closed, level percentage of payroll
Remaining amortization period 16 years
Asset valuation method Markel value of asscls

Actuarial assumptions:

Tnvestment rale of return 7.5%
Projected salary increases 1.0%
Inflation 2.5%
Morlality rate Preretirement Mortality - - RP-2000 employee mortality

rates, with white collar adjustments for males and
females, projected on a penerational basis using
Scale AA.

Postretirement Healthy Mortality — RI-2000 healthy
annuitant mortalily rates, with white collar adjustments
for males and femalus, projected on a generational
basis using Scale AA,

Postretirement Disabled Mortalily — RP-2000 disabled
annuitant mortality rates, without projection.

Cost of Living Allowance 89% annually Lo approximate 3% triennial increases,
2 ¥ i
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CASH AND INVESTMENTS

Deposits — Custodial credit risk is the risk that, m an event ol a bank failure, the System’s deposits
might not be recovered, The Commonwealth requires that public funds deposited in commercial banks
in Puerto Rico must be fully collateralized for the amount deposited in excess of the Federal depository
insurance. All securilies pledged as collateral are held by the Sceretary of the Treasury of the
Commonwealth of Pusrto Rica. Deposits at GDB are uninsured and uncollateralized, as GDB, which is
a companent unit of the Commomwvealth, 15 exempt from compliance with the collateralization
requirement,

As of June 30, 2010, the depository bank balance of approximately $6.5 million was uninsured and
uncollateralized. The bank balance of deposits with GDB, which amounted to approximately

$30 thousand are uninsured and collateralized since GDB is exempt from the collateral requirement
established by the Commonwealth. Uninsured and uncollateralized ¢ash and short-term investments
amounting to approximately $4 million and $2.5 million, respectively, represent cash held by the
System’s custodian banks and collateral received from securitics lending transactions that was invested
in a short-term investment fund sponsored by the System’s custodian banks. These deposits are also
exemplt [rom compliance with the collateralization requirements.

Investments — The following table shows the fair value of investments held by the System as of
June 30, 2010 (in thousands);

Stocks:
11.5. corporate stocks § 11,441
Mon-exchange (raded mutual funds:
1.5, 25,T8E
Non-1U.5, 13,046
Total stocks 50,275
Nonds and notes:
U.S. government and sponsored agencics’ seourities 9,092
1.5, corporate bonds and notes 16,881
Total bonds and notes 25873
Total invesiments ¥ 76,248

T'he System’s investments are exposed to custodial eredil risk, credit risk, concentration of credil risk,
foreign curreney risk, and interest rate risk, Following is a description of these risks as of June 30, 201(:

Custodial Credit Risk  Custodial credit risk for investments is the risk that, in the event of the failure
of the counterparty to a transaction, the System may not be able to recover the value of the investment or
collateral securities thal are in the possession of an outside party. Al June 30, 2010, securities were
registered in the name of the System and were held in the possession of the System’s custodian bank,
The Bank of Mew York Mellon.

Credit Risk Al fixed-income securities at the time of purchase must be of investment grade quality.
The System’s investment policy limits the investment in corporate debt securities to the top ratings
issued by nationally recognized siatistical rating organizations, The policy requires the debt securities
portfolio to maintain a minimum weighted average credit quality of either A" or belter using cither
Standard & Poor’s or Moody's Investors Service, Ine. (“Moody’s™) eredit ratings.
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The System’s U.S, government and sponsored agencies’ sceurities portfolio includes approximately
$2,077,000 of 1.8, Treasury notes and approximalely $2,416,000 of mortgage-backed sceurities
puaranteed by Government National Mortgage Association (GNMA), which carry the explicit guaranice
of the U.S. government. Moody's eredit ratings of bonds as of June 30, 2010, excluding U.S, Treasury
notes and mortgage-backed securities puaranteed by GNMA arc as follows (in thousands):

Moody's Rating Investment Type Fair Valuo
Aaa 1.S. povernment and sponsored agencics' securities b 4,598
A U.5. corporate honds 387
Aal 1.5, corporate bonds 424
Aad 1.5, corporate bonds 4491
Al LS, corporate bonds 2,624
A2 LS. carporate bonds 3,158
Ad U.5. corporate bonds 1,467
Baal U8, curporate bonds 1,940
BaaZ 11.S. corporate bonds 3,856
Baal [1.5. carporate bonds 1,792
Bal 1.5, corporate bonds 243
Total Band and Notes 3 21,480

Concentration of Credit Risk-  No investment in marketable securities in any organization represents
5% or more of the System’s net assets held in trust for pension benefits. As of June 30, 2010, the System
owned shares in the State Street Global Advisors’ S&P 500 Flagship Sceurities Lending Fund (the
“S&1P 500 Fund™), the Russell 3000 Index Non Lending Fund (the “Russell 3000 Tund™), and the
Morgan Stanley Investment Management Active International Allocation Trust (the “Morgan Stanley
Fund™), as follow:

Falr
Value
Fund Name Shares (In Thousands)
S&P 500 Fund 57,388 h 12,100
Russell 3000 Fund 1,425,924 13,700
Morgan Stanley Fund 976,933 13,000

Tatal 5 38,800

The investment objectives of the S&P 500 Fund and the Russell 3000 Fund are to maich the return of the
Standard & Poor's 500 Index and the Russell 3000 Index, respectively. The objective of the Morgan
Staley Fund is to achicve capital appreciation through exposure to non U.S. markets.
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As of June 30, 2010, the investmenls underlying the S&P 500 Fund, the Russell 3000 Fund, and the
Morgan Stanley Fund had the following sector allocations.

Morgan
S&P 500 Russell 3000  Stanley
Sector Fund Fund Fund
Information technology 18.70% 18.34% (r.94%
Health care 12.13% 12.28% 8.23%
Financials 16.29% 17.03% 19.56%
Lnergy 10.57% 0.93% B.20%
Consumer stuples 11:57% 0.77% 10,05%
Industrials 10.40% 11.27% 13.36%
Consumer discretionary 10,17% 10.96% 12.27%
Litilities 3.74% 3.79% 4.37T%
Telecommunication services 3.01% 2.78% £4.41%
Matcrials 3.42% 3.85% 12.01%

Interest Rate Risk — In accordance with its investment policy, the System manages its exposure to
declines in fair values by structuring the investment portfolio so that securities mature to meet cash
requirements for benefit payments, thereby avoiding the need to sell securitics on the open market prior
to maturity, ‘The System is expeeted to achieve capital preservation and income generation by investing
in a diversified portfolio of marketable, investment grade core fixed income sceuritics,

The following table summarizes the contractual maturitics of the System’s investment in bonds and
notes as of June 30, 2010 (in thousands):

Investment Maturities {in Yoears)

Maturity Less Than Betwoon  Betwsen  More Than
Between  Fair Value 1 15 5-10 10
[1.5. govermmenl and
sponsored agencies’
seourilics (2011-2039) % 9,092 5 1 8 14 2,118 6,959
U.5. corporate bonds
and notes (2011 2040) 16,881 607 5421 5,863 4990
Total bonds and notes $25973 0§ GO $5433 $7,98] £11,949

As of June 30, 2010, investment maturities as a percentage of total honds and notes arc as [ollows:

Maximum
Maturity Maturity
Less than one year 2%
{ne to five years 21
More than five to lon years 31
Mare than ten years 46
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Foreign Curreney Risk - - The foreign currency risk is the risk that changes in exchange rales will
adversely alTcet the fair value of an investment or a deposit, As of June 30, 2010, the System’s
investment in the Morgan Stanley Fund amounting to approximately $13 million represented 3.2% of
the tatal commingled fund. As of June 30, 2010, this pooled trust has an asset mix and country
allocation, as [ollows:

Morgan Stanlay:
Assols Mix Perant
Cnsh and squivalents 4.0
Fulun & contracls 1176
Fouity secunlies L. B .
Teiol FHELIR
Currency Porlfulio
Country Allocatlon Cumency Codo Farcant
Australia Boliars AL EE-7]
Hong Kong Drallars HED 0%
Sirgapore Lraliprs L 1 54
Japan Wen IrY 7134
Asihx Pagific s 20,78
Austriz Fairn EUR 045
Befgium Euro Bk 0aT
(AL Haire EUR 518
Eurapean Laban Grawth Eare EUR 134
Ruropean Unton Qualily Muro ELR 104
Fisdand Eur iz EL 074
Framce furo ELIR 6.0
Gegan oy o EUK 284
laly Euro LR 0
Hetherlands Furn EUR 153
Gpain Euru EUR LiHx]
Euse Ewiope N 27173
Denmark Rroner DER 053
Morway Erunzr HOE k1
Sweeden Kranz SHK 122
Switwerland Frans CiLF 610
United Klugdvan Faunds Gop 17.15
Mon-Eurg Ewopo 1739
Lmited Stntes Drallars Lismy ol
Morth Amer ez L. L}
Eaym Epyplian Futeil Eur _ 0¥
Adiica 023
China Yan Hewmanhi Y 147
India Indinn Rupese TR 143
Indonesia Hupiahs WK 0.80
Makiysia Ringzils MYR ({5
South Kares Won KEW T3
Taiwan Mew Dollas TWD | O
Aoz Emerpmg 576
Foland Zlolych PFLM 112
ATEE- Kistbe REID | Fin
Turkey Turkish Lua TRY I
Erncigpu Ewape 3.4,
Rrazil cal BRL 0an
L#tm Amciicd s
Agzrignltre 056
Themalic 0 %6
Caxh 410
Tosl V0 00
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Securities Lending Transactions — The System participates in a securitics lending program, wherchy
securilics arc transferred to an independent broker or dealer in exchange for collateral in the form of
cash, government securilics, and/or imevocable bank letters of eredit equal (o approximately 102% of the
market value of the domestic securitics on loan and 105% of the market value of the international
securities on loan, with a simultancous agreement to return the collateral for the same securilics in the
[uture, Collateral is marked to markel daily and the agent places a request for additional collateral [rom
hrokers, il needed. The custodian bank is the agent for the securities lending program.

At the end of e year, there was no credit risk exposure to borrowers because the amounts the System
owes the borrowers (the “collateral”) exceeded the amounts the borrowers owe the System (the “*loancd
securities™). At June 30, 2010, the collateral received represented 102.26% of the fair value of the

domestic securitics lent.

The securities on loan for which collateral was received as of June 30, 2010, consisted of the following
(in thousands);

Securities Lent IFair Value
U.S. government and sponsored agencies® sceurities 52,112
11.5. corporate stocks 307
Total $2,419

‘The underlying collateral for these securities had a fair value of approximately $2,474 as ol June 30,
2010. The collateral received was invested in a shorl-term investment fund sponsored by the custodian
bunk and is included as part of cash and shorl-term investments in the accompanying 201 0 stalement of
plan net assels. As of June 30, 2010, the distribution of the short-term investment fund by investment

type is as follows:

Investment type Percentage
Securities bought under agreements Lo resell 67.16%
Commercial paper 3.69%
Certificates of deposil 1.29%
Floating rate notes 12.48%

15.38%

Time deposits

Under the terms of the sceuritics lending agreement, the System is fully indemnificd against [ailure of
the borrowers to return the loaned sceurities (to the extent the collateral is inadequate to replace the
loaned seeurities) or failure to pay the System [or income distributions by the sceuritics” issuers while
the securities are on loan. In addition, the System is indemnified against loss should the lending agent
fail to demand adequate and appropriate collateral on a timely basis.

LOANS AND INTEREST RECEIVABLE TROM PLAN MEMBERS

Loans and interest receivable from plan members are substantially guaranteed by the contributions af
plan members and by other sources, including morlgage deeds and any unrestricted amount remaining in
the eserow funds. In addition, collections on loans receivable arc received through payroll deductions.
The maximum amounts that may be granted to plan members for personal and cultural trip loans are
$15,000 and $10,000, respectively,
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The composition of loans and interest receivable from plan members as of Jung 30, 2010, is sum marized
as Tollows (in thousands);

Loans receivable from plan members:

Personal 5690
Cultural trips 13
Mortgage _ 20
Total loans reecivable from plan members 153
Accrued interest receivable 15
‘T'otal loans and interest receivable from plan members $ 768

Guarantee Insurance Reserve for Loans to Plan Members — The System provides lile insurance
that guarantees the payment of the outstanding principal balance ol mortgage, personal, and cultural trip
loans in case of death of a plan member. This coverage is paid in its entirety by the plan members who
obtain these loans from the System. The life insurance rates are acluarially determined and do not vary
by age, sex, or health slatus,
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THE COMMONWEALTH OF PUERTO RICO JUDICIARY RETIREMENT SYSTEM
(A Pension Trust Fund of the Commonwealth of Puerto Rico)

SCHEDULE OF EMPLOYER'S CONTRIBUTIONS
FOR THE YEAR ENDED JUNE 30, 2010
{In thousands)

Years Ended Actual Employor  Annual Required  Percontage Annual Percentage
June 30 Confributions Contributlons Contributed  Penslon Cost Contributed
2010 £11,006 528,127 3V 15 Y 27,893 319.40 %
2004 11,105 22,195 S0.03 % 22,123 50,20 %
2008 7,262 19,803 3667 % 9820 36,62 Y
2007 6,632 0,733 G813 % 9,553 G942 %
E00n 6,727 0,735 6810 % 9553 TLA42 W
2005 6,470 &.707 7431 % B.AR0 TT21 %

The ahove liabilities are for basic System benefils and selected System administered benefils.

Sece notes to supplementary schedules of employer’s contributions and funding progress,
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THE COMMONWEALTH OF PUERTO RICO JUDICIARY RETIREMENT SYSTEM

(A Pension Trust Fund of the Commonwealth of Puerto Rico)

SCHEDULE OF FUNDING PROGRESS
AS OF JUNE 30, 2010
{In thousands)

Unfunded Unfunded
Actuarial Actuarial Actuarial UAAL
Value of Acorued Accrucd as a % of
Plan Liability Liahility Funded Annual Annual
Actuarial Valuation Data Asscis {AAL) (UAAL) Ratio Salary Salary
e 30, 20740 L55410 338,193 F2B2.7R5 164 % 532061 RA2.0 %
Junc 30, 2009 50,506 323,524 274,362 15.6%  J05%7 8037 %%
Jume 30, 2008 69311 M W M ML (R B
Jume 30, 2007 #1473 258,577 177,104 315 % 31,256 3606.0 %%
Jume 30, 2006 72850 MY ™D N M3 i
Jume 30, 2005 U797 174,454 104,657 100% 2933 3508 %

The above linbilities ure Tor basic System benefits and selected System adminisicred benelits,
NI - Mot Petermined

Bee nules (o supplementary schedules of employer's cantributions and funding progress.
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THE COMMONWEALTH OF PUERTO RICO JUDICIARY RETIREMENT SYSTEM
(A Pension Trust Fund of the Commonweaith of Puerto Rico)

NOTES TO SUPPLEMENTAL SCHEDULES OF
EMPLOYERS' CONTRIBUTION AND FUNDING PROGRESS
AS OF AND FOR THE YEAR ENDED JUNE 30, 2010

1.  SCIIEDULE OF EMPLOYER'S CONTRIBUTTONS

The schedule of employer's contributions provides information about the annual required contributions
(ARC) and the extent to which contributions made cover the ARC, The ARC is the annual required
contribution for the year caleulated in accordance with cerlain parameters, which include actuarial
methods and assumptions,

The System’s schedule of contributions is based on total benefit and administration cost, net of member
contributions; it includes both Employer’s and participating employees’ contributions. The
Commonwealth’s and Employer’s contributions, ultimately, should cover any deficiency between the
pension benefits and the System’s administration costs, net of member contributions. The information
was obtained from the last actuarial report as of June 30, 2010.

2. SCHEDULE OF FUNDING PROGRESS

The schedule of funding progress provides information about the funded status of the System and the
progress being made in accumulating suflicient assets to pay benefits when due. The information was
obtained from the last actuarial report as of June 30, 2010.
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