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INDEPENDENT AUDITORS' REPORT - i il
To the Board of Trustces of

The Commonwealth of Pucrlo Rico

Judiciary Retirement System:

We have audited the accompanying statement of plan net assets of The Commonwealth of Puerto Rico
Judiciary Retirement System (the “System™), a pension trust fund of the Commonwealth of Puerlo Rico, as
of June 30, 2011, and the related statement of changes in plan net assets Tor the year then ended. These
financial statements are the responsibility of the System’s management, Our responsibility is to express an
opinion on these financial statements based on our audit,

We conducted our andit in accordance with anditing 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 misstatements. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements, An audit also includes
assessing the accounting principles uzed and significant cstimates made by managesment, as well as
evaluating the overall financial statement presentation. We believe that our audit provides & reasonable basis
for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the net assets
of the System as of June 30, 2011, and the changes in its net assets for the year then ended in conformity
with accounting prineiples generally accepted in the United States of America,

The management’s discussion and analysis, and supplemental schedules listed in the table of contents arce not
a required parl of the basic fnancial statements but are supplementary imformation required by the
Governmental Accounting Standards Board. This supplementary information is the responsibility of the
System’s managemenl. We have gpplicd cerlain Hmited procedures, which consisted principally ol inguirics
of management regarding the methods of measurement and presentation of the supplementary information,
However, we did not audit such information and do nol express an opinion on it

As discussed in Note 1 to the basic financial statements, the System’s unfunded actuarial accrued Hability
and [unded ratio as of June 30, 2011, was approximately $318.8 million and 16.7%, respectively. In the
opinion of management, based on information prepared by consulting actuaries, the System’s net assets will
be exhausted by the fiscal year 2019, il measures are not taken to reduce the unflunded actuarial acerucd
liability and increase the funded ratio of the System, Management’s plans concerning this matter are also
deseribed in Note 1,
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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, 2011

Introduction

The Commonweallh of Pucrto Rico Judiciary Retirement System (the “System™) administers retirement
and ofher plan member benefits, such as personal, cultural and mortgages loans, occupational and non-
nceupational disability annnitics, and death benefits for the employees of the judiciary branch of the
Commonwealth of Puerto Rico (the “Commonwealth™). The System is a pension trust fund of the
Commenwealth. The pension trust resources are only held in trust 1o pay retivement benefits to plan
members. The System presents the annual basic financial statements and provides 3 narrative discussion
and analysis of the financial activities for the Gscal year ended June 30, 201 1. The financial performance
of the System is discussed and analyzed within the conlexd of the accompanying basic financial
slalements,

Overview of the Basic Financial Statements

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

Statement of Plan Net Assets and Statement of Changes in Plun Net Assels

Both of these statements provide information aboul the overall stalus of the System. The System nses the
accrual basis of accounting to prepare its finsncial statements,

The statement of plan net assets includes all of the System’s assets and liabilities, with the dilference
reported as net assets held in trust for pension benefits, Over time, inereases or deercases in net assets
may serve as a useful indicator of whether the Onancial position of the System as a whole is improving or
deteriorating,

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

Notes 1o the Basfe Financial Stateaents

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

Reguired Supplementary Information

The required supplementary information consists of two schedules and relaled notes concerning the
employer’s contribotions and the funded slatus of the pension plan administered by the System.



Financial Mighlights

The System provides retirement benefits to the employees of the judiciary branch of the Commonwealth
As of June 30, 2011, the System has $73.9 million in total assets, which consisted of the following:

e 57.7 million in cash and shori-term investments, and sccounts receivable, plus $3.2 million in
collateral from securitics lending transactions
e 533 million in investments in stocks, bonds, and notes
e %29 million in non-exchange traded mutual funds
o 5845 thousand in loans and interest receivable from plan members
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Asof June 30, 2010, the System has $83.9 million in total assets, which consisted of the following:

o $4.4 million in cash and short-term investments, and accounts receivable, plus $2.5 million in
collateral from seccuritics lending lransactions

o 576.2 million in investments in stocks, bonds, notes, and non-exchange traded mutual Tunds

s 5768 thousand in loans and interest receivable from plan members
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The following schedules present comparative summary Gnancial statemenis of the System’s
assels and changes in plan nel assels as of and Tor the years ended June 30, 2001 and 2010:

Sunmnary Comparative Stafements of Plan Net Assels

plan net

Total
Tl Dollar Poerceniage
2000 20140 Change Change
Assots {in thousands)
Cash ond short-lerm invesimenis,
and total accoimts receivable b 10,928 % 6,850 % 4 078 59.5%
Investments at fair value 62,090 T0,248 (14,158} -1 8.6%
Loans and inlerest receivable
Grom plan members 545 768 77 10.0%
Total assets TA,863 B3.860 (10,003 -11.%%%
Liaulvilitics
Accounls payablo 6,441 24 9749 (18,538) <74.2%
Insuwrance rescive for loans to plan
rembers and irrvestments settlements i 931 {&03) 03 T%%
Payables for sceurilics lending 3,218 2,474 744 30.1%
Oiher liabilitics 161 72 bl 123.6%:
Total liabilities G RER 284506 (18,568) -65.3%
I'otal net assets held in trast
fior pension henefits b 63975 % 55410 8 8.505 15.5%
Surmmnary Comparative Statements of Changes in Plan Net Assets
Total
Total Dollar  Percentape
2011 2010 Change Change
{in thousands)
Additions:
Contributions:
Employer 5 QunG % 10021 % (53) -0.5%
Parlicipaling ermployees 2,789 3,104 (315 ~10.1%
Special laws GRd 629 - 004
Investment incomec . 14,294 8716 3,578 64.0%
(ther income 10 804 (75 100.0%
Total additions 27,688 23,274 4414 19 0%
Dreductions:
Itetirement and other henefits 18,627 17,897 T30 A.1%%
Gieneral and adminisiralive expenses 4495 533 {37} -0,9%
Total deductions 19,123 18,130 493 J.8%
T6.8%

Increase in net asseis £ 5,565 % 4,804 5 3,721

o The System’s tolal sssets as of June 30, 2011, excceded total labilitics by $64 million (net assets held
in trust for pension benefits). As of June 30, 2010, total assels exceeded liabilities by $55.4 million.

e The fair value of the System’s investments, excluding loans to plan members, as of June 30, 2011,

amounted to 5621 million compared to $76.2 million as of June 30, 2010,

o T.oans and intercst reecivable from plan members amounted to $845,000 as of June 30, 2011,
compared (o 5T68,000 a5 of Tune 30, 2010,

5.



Financial Analysis of the Svstem

The basic fmancial statements of the System for the fiscal year ended June 30, 2011, present a net
increase in net assets held in trust for pension benefits of approximately $8.6 million as compared to the
tiscal vear ended June 30, 2010 This was mainly the result of an increase in cash and shovi-term
investments of $4.1 million, offset by a decrease in Investments, al fair value, of $14.2 million, an
increage in loans to plan members of 577,000 and a net decrease of $18.6 million in total liabilities. The
decrease in total liabilities consisted of a decrease of $18.3 million in amounts due (o the Commonwealth,
a decrease of $281,000 in cash overdraft owed to the Department of Treasury and a deercase of $863,000
in insurance reserve, which were partially offzet by an increase ol approximately $744,000 in payables for
securities lending and other payables.

The Systen’s additions in the statement of changes in plan net assafs include employer and plan member
contributions, as well as investment income or loss. For tiscal year 2011, employer and plan member
contributions decreased by approximately $370,000, from $13.1 million during fscal yoar 2000 10 512.8
million during fiscal year 201 1. The System recognized a net appreciation in the [air value of investments
of 512.9 million daring 201 1, which represents an increase of $5.5 million [rom the net appreciation of
$7.4 million recognized in 2010,

Tnvestment and Other Transactions

As of Tune 30, 201 1 and 2010, the System held approximately $845,000 and $768,000, respectively, in
loans and interest reeeivable Mrom plan members. As of June 30, 2011, these loans consist of $17,000 in
mortgage loans, $737,000 in personal loans, $73,000 in coltural trip loans, and $18,000 of accrued
interest receivable applicable 1o the pool of loans. As of June 30, 2010, theze loans consist of $20,000 in
mortgage loans, $680,000 in personal loans, $43,000 in enltural trip loans, and $15,000 of accrued
interest reecivable applicable (o the pool of loans.

Ther assel allocation of the System’s investment portfolio fulfills the System’s needs, and since it is more
atlequately balanced, 1t provides proteciion in case of a market downtom. As of June 30, 2011, the asset
allocation of the System’s investment portlolio is 39% in fixed-income investments, including loans, 7%
in equily securities, 14% in cash and short-lerm investments, and 40% in non- exchange traded mutual
funds as shown in the following chart;
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The System earns additional investment income by lending investment securities to brokers via ils
custodian’s securities lending program. The brokers provide collateral to the System, and gencrally usc
the borrowed securities 1o cover short sales and failed trades. The cash collateral reccived from the
brokers is invested in order o carn intercst. Tor financial statements purposes, the amount of securities
thal was involved in seeurities lending transactions as of June 30, 2011, has been presented, along with
the required disclosures, in accordance with currenl govermment accounting pronouncements. During
fiscal years 2011 and 2010, income from the custodian sccuritics lending activity amounted (o
approximately $5,802 and $25,278, respectively.

The System and the Employecs” Relivement System of the Government of the Commonwealth of Puerto
Rico (ERS), also a pension trust fund of the Commonwealth, are administercd by the Poerto Rico
Government Employees and Judiciary Retirement Systems Administration (the “Administration™). The
Administration allocated 1.5317% of its general and administrative expenses (o the System. This percent
is based on tolal cmployer and participating employees’ contributions o the System, divided by the
aggregate total of employers and participants’ contributions to the System and TRS, combined.

Funding Status

According to the actuarial valuation as of June 30, 2011, the System®s unfunded liability amounted to
$318.8 million with a funded ratio of 16.7%. In order to protect the System’s financial health, the
Coommonwealth follows the practice of not allowing an increase in benefits unless an actuarial study is
performed or the law provides the financing source.

Management has come up with recommendations lo improve the System’s tinancial health by revising the
Employee Personal Loan Policy by Jimiting personal and cultural loan amounts to $5,000 from 515,000
and $10.000

Reguests for Information

The financial reporl is designed to provide a general overview of the System’s [inances, comply with
related laws and regulations, and demonstrate commitment to public accountability. Questions concerning
any of the information provided in this report or requests for additional information should be addressed
o the Commenweslth of Puerto Rico Government Employees and Judiciary Refirement Systems
Administration, 437 Ponce de Ledn Avenue, Llato Rey, Puerto Rico, 00918,

#od ok ok o4



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

STATEMENT QF PLAN NET ASSETS
AS OF JUNE 30, 2011
(In thousanis)

ASSETS: ;
Cash and short-term investments:
Jeposiis 4l commereial banks § 6409
Dieposits with Government Development Bank for Puerto Rico 1,011
Callateral for securities lending 3,218
Total cash and shorl-term invesiments 0,638

Investments — at fair value:

Bonds and notes 28,097
Stocks 4,858
MNon-exchange traded mutual funds 29,135
Tolal investments 62,000
Lowns and interest receivible fom plan members Bd3

Accounts receivahle:

Accrved interest 263
Other 27
Total accounts receivable 280
Total asseks 73,363
LIABILITIES:
Due to the Treasury Department of the Commonwealth of Paerto Rico 5,560
Payables for securities lending 328
Investment purchases &
e o the Employee’s Betirement System ol the Government of the Commonswealth
of Puerto Rico K81
Escrow funds to plan members and goaraniee insurance reserve for loans
o plan members a6
Other liabilities ) 161
Total liahilities 9,888

NET ASSETS HELD IN TRUST FOR PENSION BENEFITS (Schedule of
Funding Progress is presented on page 26) 563,975

Ses notes to 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 MET ASSETS
FOR THE YEAR ENDED JUNE 30, 2011
{In thousands)

ADTITIONS:
Contributions:
Cmployer 3 9.9a6
Participating cimployees 2.789
Special laws 629
Total contributions 13,384

Investment income:

Met appreciation of investments 12,928
Dividend income 176
Interest income 1,352
T'olal investment Income 14,456
Tess investmenl cxpense 162
Net investment income 14,204
Other income 10
Total additions 27,688
DEDUCTIONS:
Annuities 18,627
General and adiministrative expenscs 496
Total deductions 19,123
NET INCREASE TN NET ASSETS IIELD IN TRUST FOR
PENSION BENETITS 8.565
WET ASSETSTIELD TN TRUST TOR PENSION BENETITS:
Beginning of year 55410
End of year $ 63,975

Sce notes o baste Mnancial slatements.



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, 2011

1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING TOLICIES

Organization — The Commaonwealth of Puerto Rico Judiciary Retirement System (the “System™) isa
defined benefil pension plan administered by the Poerto Rico Government Employees and Tudiciary
Retirement Sysiems Administeation (the *Administration™) and was created by Act No. 12 on

October 19, 1954 (“Act No. |2 of 19547). The System is a pension trust fund ol the Commonwealth of
Puerto Rico (the “Conmumonwealth™) and is not an employer. 'The System provides retirement benefits to
the employees of the judiciary branch of the Commonwealth, through the Office of the Administration
of Cowt Facilities (the “Employer™). The System, as a povernmental retirement plan, is excluded from
the provisions of the Employes Betiremenl Income Sceurily Act of 1974 (ERISA).

Thie responsibility tor the proper operation and administration of the System is vested on a board of
trustees, composed of two participating employees and one pengioner, who are appointed by the
Governer of the Commonweslth, Also, there are four Commonwealth government agency
representatives, which are the Scerclary of the Treasury, the President of the Government Development
Bank for Pucrio Rico, the Commissioner of Municipalities Affairs, and the Executive Director of the
Human Resourees Offee of the Commonmwealth of Puerto Rico.

As of June 30, 201 1, the System has an unfunded actuarial acerued liability of approximately

F319 million, representing a 16.7% funding ratio. In the opinion of management and based on
information prepared by consulting actuaries, it measures are not taken now to deal with this situation,
the System’s assets will be exhausted by the fiscal vear 2019, This situation could have a dircet negative
cffeet on the Commaonwealth’s general fund, since the Commonwealth is the plan spongor and is
obligated to make actuarial contributions to fund the System.

To address these issues, the System and the Office of the Administration of Court Facilities (“the
Employer™) entered into an agreement to increase the employer contributions from 20% to 30.34%,
effective on July 1, 2008. Tmployees® contributions consist of 8% of the employees’ monthly salary.
Contributions from the Commonwealth should ultimately cover any deficiencies between the employer’s
and employee contributions and the System’s pension benefit obligation and administrative costs.

The suceess of these measures cannot be assured, as it is dependent upon future events and
civenmistances whose ouleome cannol be anlicipated,

The System and the Employees’ Retirement System of the Government of the Commuonwealth of Puerto
Rico (ERS), also a pension trust fund of the Commonwealth, are administered by the Administration.
The Administration allocated 1.5317% of its general and adminisirative cxpenses Lo the System during
the year ended June 30, 2011. The methodology used o determine the alloeation of the Administration’s
expenses was is based on total Emplover sud pacticipating eimployees® contributions to the System,
divided by the aggregate tolal of employers and participants’ contributions to the System and ERS,
combined.

During the year ended June 30, 2011, the System liquidated investments of approximately $19 million to
pay [or administrative expenses charged by the Administration, covering several previous fiscal years.

.34 =



The Tollowing arc the significant sccounting policies [ollowed by the System in the preparation of its
hasic Mnancial slalements;

Besis of Presentation: — The accompranying basic lnancial statements have been preparcd on the
accrual basis of accounting in accordance with the provisions of Governmental Aceounting Standards
Board (GASE) Statement No. 25, Financial Reporting for Defined Benefit Fension Plans and Note
Disclosures for Defined Contribuiion Plany, as amended by GASR Statement No, 30, Pension
Disclosures — an Amendment of GASE Statementy No, 25 and No. 27. Participaling employees and
cmployer®s contribulions ave recognized as adiditions in the period in which the employee services are
rendered. Annuitics and refimds are recognized as deductions when due and payable in accordance with
the terms of the plan.

Use of Estimares — The prepavation of lnancial statements in conformity with accounting principles
generally aceepted in the United States of America (GAAL) requires management 1o make estimates and
assumptions that alTeel the reported amounts of net assets held in trust for pension benefits and the
disclosure of contingent assels and liabilities at the date of the {inancial 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 estimates.

Cash and Short-Term fuvestments — Cash and short-term investments consist of deposits with
commercial banks, deposits in the Government Development Bank for Puerto Rico (GDB), and
securities lending collateral,

Investments — Investments are carried at fair value. The fair value of investments is based on quoted
market, it available. Securitics transactions arc accounted for on the trade date, Realized gaing and losses
on securities are determined by the average cost method and are included in the statement of changes in
plan asscls as part of the net appreciation {depreetation) ol invesimenls,

Loans to Plan Members — Morigages, personal, and coltural (rip loans to plan members are stated al
their outstanding principal balance. Maximuom amounts that may be granted o plan members for
mortgage, personal, and cultursl irip loans are 100,000, $15,000, and 310,000, respectively, The
carrying valuc of these loans approximales their Fair value,

Reserve for Life Insurance on Loons to Plan Members  Premivms collected and benefits claimed are
recorded as additions and deductions of the gusrantee insurance rveserve for life insurance on loans to
plan members, respectively.

Allocation of Adniinistrative Expenses — The Administration allocated 1.5317% of its general and
aldministrative expenses to the System, which amounted to approximately 496,000 for the vear ended
June 30, 2011, aud are included as part of general and administrative expenses in the accompanying
statement of changes in plan net assets,

Recently Isswed Accownting Pronownicements — The (GASD has issued the following accounting
pronouncements that have effective dates after June 30, 201 1:

a. (GASB Statement MNo. 57, OPER Measurements by dgemt Employvers and Agent Multiple-Emplayer
Plans, which is effective for financial statements for periods beginning after June [5, 2011,

b. GASB Statement No. 60, dccotnting and Financial Reporting for Service Concession

Arrangements, which is effective for financial statements for periods beginning afrer Decenther 15,
2011,
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c. UASB Statement No. 61, The Financial Reporting Entity: Omnibns  an conendment of GASE
Statements No. 14 and No. 34, which is effective for financial statements for periods beginning afler
June 15, 2012,

d. GASB Statement No. 02, Codification of Acemmiing cnd Financial Reporting Guidance Contained
in Pre-November 30, 1989 FANE end AICPA Proneuncemenis, which is clTective lor fnancial
statements for periods beginning after December 15, 2011,

e. GASB Statement No.63, Financial Reporting of Deferred Outflows of Resources, Deferred inflows
of Resowrces, and Net Position, which is effective for finamcial statements for periods beginning
after December 15, 2011.

f.  (GASD Statement No. 64, Derivative Instruments: Application of Hedge Aceaunting Terminalion
Praovision-an amendment of GASE Statement No. 53, which is effective for finemecial stalements for
periods begimming after June 15, 2011.

g GASD Statement No 65, Trems Previously Reported as Assets and Liabilities. which is effective for
finangial statements for periods beginning after December |5, 2012,

. GASH Statemnent No. 66, Teelnmical Corvections—2012, which is effective for financial statements
for periods beginning after December 15, 2012.

The impact of these prosouneements in the System’s linancial statements has not yel been determined.
PLAN DESCRIFTTON

The System consists of a single-employer delined benefit plan sponsored by the Commonweallh. TInder
the terms of Act No. 12 of 1954, as amended, all judges of the judiciary branch ol the Commonwealth

are plan members of the System,

Al June 30, 2011, the System membership consists of the lollowing:

Retirces and beneficiaries currently receiving benetits 391
Current participating employees and vested members 410
Total membership 801

Members of the System are eligible Tor the Tollowing benelits:

Retirement Annuity - Plan members with 10 years of credited service are eligible [or retirement upon
reaching 60 years of age.

[Plan members are eligible for monthly benefit payments determined by the applicalion of a stipulated
benetit 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 a maximum 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.
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Reversionary Aminity — A plan member, vpon retirement, could elect (o reecive a reduced retirement
annuity giving one or more benefit payments to his'her dependents. The payments would start after the
death of the retiree, for an amount not less than $120 yvearly or greater than the anniily payments being
received by the retirce,

Occupational Disability Annuity- A pariicipating employee, who as a diveet result of the performance
of hisfher occupation is totally and permanently disabled, is cligible Tora disability annuity of 50% of
the compensation received at the time of (he disability.

Nonoecupational Disability Annuity — A participating cmployce totally and permanently disabled for
causes not related to his/her occupation, and with no less than 10 years of eredited service, is cligible for
annuity of 30% of the average compensation of the [irsl 10 years ol credited scrvices, increased by 1%
for every additional year of credited service in excess of 10 years, up 1o a maximum ol 50% ol the
average compensation.

Death Benefits:
Oceupational:

a  Surviving spouse — annuity equal to 50% ot the participating employee’s salary al the date ol the
death,

e Children -— $10 per month for each child, minor ar student, up o & maximum benefit per family
of 75% of the participating employes’s salavy al the date of the death, TEno sponse survives or
dies while receiving (he snnuily paymenls, each child, 18 or under, is eligible to receive an
annuity of $20 per month up to the attainment of 18 years ol age or the completion of hisfher
studies.

MNonoccupational;

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

Postretirement:
o Surviving spouse and child, 2| or under — up to 60% of the retiree’s pension.

o (Nher designated by the reliree — the exeess, it any, of the accumulated contributions at the time
of retirement over the total annuity benefits received before death, limited to a minimum of $500.

Refunds — A participating employee who ceases 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 interest
carmed thereon,

Cost of Living Adfusmment for Pension Benefits — Act No. 177 of 1997 provides, elTeelive Janoary 1,
1999, for increases of 3%, every three years, of the pensions paid by the System to those plan members
with three or more years of retirement, The act reguires lurther legislation to grant this increase every
three years.
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FUNDING POLICY

The contributions to the System are established by law and are not actuarially determined. Required
contributions consist of 30.34% of applicable payeoll for the employer and 8% for the participating
employees. Contributions from the Commonwealth should ultimately cover any deficiency between the
employer’s and employees’ contributions and the System’s pension benefit obligations snd
adminisiralive cosis.

Calculations of the present value of benetits under the System were made by consulting actuaries as of
June 30, 2011, using the projected unit credit cost method, with straight provation based on service Lo
decrement.

The significant assumptions underlying the actuarial computations include (a) assumed rate of return on
investments of 6.6%, (b) assumed compound rate of wage increases of 3% per year, (c) assumed
inflation rate of 2.53%, (d) assumed cost of living adjustment of 99% annual Cost of Living Adjustment
(COLA) to approximate 3% triennial increases, and () assumed morlalily as follows:

e Prerclivement morlality — RP-2000 employee mortalily rates, with white collar adjustments lor
tales and lemales, projected ona gencrational basis using Scale AA.

e Postretirement healthy mortality - RP-2000 healthy annuitant morlality rates, with white collar
adjustment for males and females, projected on a generational basis vsing Scale AA.

o Posiretirement disabled mortality  BE-2000 disabled annuitant mortality rales, without projeetion.

During the vear ended June 30, 2011, the System decreased the assumed rate of retumm from 7.5% in
2010 to 6.6% in 2011, which resulted in an increase of approximately $30 million in the actuarial
accrued liability.

The actuarial accrued liability and the unfunded actvarial accrued liability as of June 30, 2007, were
$382.8 million and $ 318.8 million, respectively.

FUNDED STATUS AND FUNDING PROGRESS

The System’s lunded status as of June 30, 2011, the most recent acluarial valuation date, s as Tollows
(in thoosands):

Unfunded
Actuarial Actuarial UAAL
Actuarial Actuarial Accrued Accrued Annual as a % of
Valuation Value Liahility Liahility Funded  Covered Annual
Date Assets (AAL) {UAAL) Ratio Payroll Covered
Payroll
June 30, 2011 § 63,975 5 382,776 & 318,801 16.7% § 31,811 1002.2 %

The schedule of Tunding progress (sce page 26), presented as required supplementary inflonnation
lollowing the notes to the linancial stalements, presents multilayer trend inlormation about whether the
acluarial values of the Syslem®s assels are increasing or decrcasing over time relative to the AAL for
benefits.
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Additional information as of the date of the latest actuarial valuation is s follows:

Valuation datc Tunc 30, 2011

Actuarial cost method Projected unit credit cost method, with straight proration
based on service to decrement

Amortizalion method 30 years closed, level pereentage of payroll
Remaining amortization period 15 years
Assel valuation method Market valuc of asscls

Actuarial assumplions:

Invesiment rate of return 6.6%
Projecied salary increases 3.0%
Inflation 2.5%
Monrtality rate Preretirement Mortality — RP-2000 employvee mortality

rates, with white collar adjustments for males and
lemales, projected on a gencralional basis using
Scale AA,

Postretivement 1lealthy Montality — RI-2000 healthy
annuitant mortality rates, with white collar adjustments
for males and lemales, projected on a gencrational
hasis using Secale AA.

Postretivement Disabled Montality — RP-2000 disabled
annuitant mortality rates, without projection,

Cost of Living Allowanee 0.99% annually to approximate 3% triennial increases.

CASIT AND INVESTMENTS

Deposits — Custodial credit risk is the risk that, in an event of a bank fhilure, 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 securities pledged as collateral are held by the Scerctary of the Treasury of the
Commonwealth of Puerio Bico. Deposits al G are aninsured and uncollateralized, as GIDR, wiich is
a component unil of the Commonwealth, is exempt rom compliance with the collaleralization
requirciment,

A of June 30, 2011, the depository bank balance of approximately $10.6 million was uninsured and
imcollateralized, The bank balance of deposils with GIDB, which amounied to approximately

PO million are uninsured and incollateralized since GIDB is exempl from the collateral reguirement
cstablished by the Commonwealth, Uninsured and uneollateralized cash and short-term investments
amouniing lo approximately $6.4 million and $3.2 million, respectively, represent cash held by the
System’s custodian banks and collateral received from securities lending transactions that was invested
in a short-term investment fund sponsored by the System’s custodian banks. These deposits are also
exempt from compliance with the collateralization requirements.
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TInvestments -— The following table shows the Gir valoe af investments held by the System as of
June 30, 2011 (in thonsands):

Bonds and notes:

LLS. govermment and sponsored agencies’ securitics 5 0007
LS. corporate honds and notes 18,190
Total bonds and nodes 28,097

U.S. corporate stocks 4,858

Mon-exchange traded natoal Tunds;
Lquity and other funds:

L=, 5,139

Mon-11.5, 12,089
Fixed income funds: _

.5, 7,773

Mon-11.5. 4,084

Total non-exehangze traded mulval funds 29135

Total investments $ 62,090

The System’s investments are exposed to custodial credit risk, credit risk, concentration of credit risk,
Foreigm currency risk, and interest rate risk. Following is a description of these risks as of June 30, 2011:

Custodial Credit Risk— Custodial credil visk 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 that are in the possession of an outside party. At June 30, 2011, securities were
registered in the name of the System and were held in the possession of the System’s custodian bank,
The Bank of New York Mellon.

Credit Risk— All 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 statistical rating organizations. The policy requires the debl securities
portlolio to maintain a minimmum weighted average credit quality of either *A™ or better using either
Standand & Poor's (“S&P™) or Moody’s Investors Serviee, Ine, (“Mouody™s™) eredit ratings.

The System’s U.8. government and sponsored agencies” securities portfolio includes approximately
$1,566,000 of LS. Treasury noles and bonds, and approximately 2,939,000 of morigage-backed
seeurilies guaranteed by Government National Mortgage Association (GNMAY, which camy the explicit
puarantiee of the LS, government,
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Moody's credit ratings of bonds and notes as of June 30, 2011, arc as lollows (in thousands):

Moody's Rating Investment Type Fair Value
Aaa U.S. government and sponsored agencies sceuritics $ 9,634
Aaa 1.8, corporate bonds 906
Aa2 1J.S. corporate bonds 690
Aal .S, corporale bonds 1,723
Al 1.8, corporate bonds 2,998
A2 LS. corporate bonds 2,429
A3 ULS. povernment and sponsored agencies securilies 273
A3 LS. corporate bonds 1,805
Baal LS. corporate bonds 1,556
Baa2 U.S. corporate bonds 3,861
Bau3 11.S. corporate bonds 1,957
Bal LS. corporate bonds 265
Total F 28,007

In addition, the System invests in shares of the State Street Global Advisor Intermediate U.S. Credit
Index Non Lending Fund (the “SSgA Intenmediate Tund™). The investment objective of the 55gA
Intermediate Fund is to replicate the Darclays Capital 1.5, Intermediate Credit Bond Index by investing
exclusively in fixed income sceuritics. Shares of the 5SgA Intermediate Fund can be redeemed ona
daily hasis at their net asset value (NAV) and have no redemption restrictions. The System’s investmen
in the 8SgA Tntermediate Fund is included as part of non-sxchange traded mutual funds.

Moody's credit ratings for the underlying investments comprising the 55gA Intermediate Fund as of
June 30, 2011, are as follows (in thousands):

Moody's Rating Investment Type Fair Value
Aua/dal Government sponsored % 1418
Aal/Aa2 Government sponsored 312
A2IA3 Government sponsored 224
A3/Baal Government sponsored 480
Aad/Al Corporate bonds 363
Aa2fAal Corporate bonds 31
AlAZ Corporate bonds 3,162
A2IAG Corporatc bonds 2,706
A3 Corporate bonds 6
A3/Baal Corporate bonds 2,163
Baal/Baa? Corporate bonds 697
Baa2/Baal3 Corporate bonds 295
Total $ 11,857
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Concentration of Credit Risk — No investmoent im marketable sceurilics in any organivation represents
5% or more of the System’s niel asscts held in trast Gor pension benefits. As of June 30, 2011, the System
owned shares in the State Strect Global Advisors® S&P 500 Tlagship Securities Lending Fund (the
“S&P 500 Fund™), the Morgan Stanley Investment Management Active International Allocation Trust
(the “Morgan Stanley Fund™) and the S5GA Intermediate Fund, as follow {in thousands):

Fair
Fund Name Shares Valueg
S& 500 Fund 18,778 % 5,189
Morgan Stanley Fund GHE8,133 12,089
S5GA Tntermediate Fund AT, 645 11,857
Total $ 29,135

The investment objectives of the S&I" 500 Fund is to match the return of the Standard & Poor®s 500
Index. The objective of the Morgan Staley Fund is to achicve eapital appreciation through exposure to
non U.S. markets. Shares of these fimds can be redeemed on a daily basis at NAY and have no
redempiion restrictions, The System'’s investment in these funds is ineluded as part of non-exchange
traded mutoal Tunds

As.of Tune 30, 2011, the investmenis under]ying the S&P 500 Tund, the Morgan Stanley Fund and the
S8pA Intermediate Fund had the following sector allocations:

Morgan SS5gA
S&P 500 Stanley Intermediate

Sector Fund Fund Fund
Information technology 18 % 7 % 4 %
Health care - 11 %% 7 %
TFinancials 15 % 20 % 33 %
Energy 13 % 9 % 5%
Consumer staples 11 % 9 % 10 %
Industrials 11 % 15 % 6 %
Consumer discretionary 11 % 11 % 4 %
Utilities 3 % 3% T %
Telecommunicalion services 3 % 5% 7 %
Materials 4 %% 14 %% 4 %
Government sponsored 20 %5
Total 100 %% 100 %% 100 %

Imnterest Rate Risk — In accordance with its investment policy, the System manages its exposure (o
declines in fair values by structuring the investment portfolio so that securities malure Lo meel cash
requirements for benefit payments, thereby avoiding the need o sell seeurities on the open market prior
to maturity. The System is expected o achieve capital preservation and income generation by investing
in a diversified portfolio of marketable, invesiment grade core fixed income securitics.
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The following table summarizcs the contractual maturities of the System’s investment in bonds and
noles ag of Tune 30, 2007 (in thousands):

Maturity Less Than  Between Between More Than
Between Fair Value 1 1-5 5-10 10
.S, povernment and
sponsored agencies”
securities (2014-2041) & 9907 % - b B % LBT § B032
118, corporate bonds
and notes (20112041} 18,190 1,501 6278 5,567 4,844
Total bonds and noles § 28097 S 1501 § 6286 § 743 § 12876

As of June 30, 2011, investment maturitics as a pereentage of total bonds and notes are as follows:

Maximum
Maturity Maturity
Less than one year 5%
One to five years 22 %
More than five to ten years 27 %4
Muore than ten years 46 %o
Total 100 %
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Foreign Currency lisk— The forcign currency risk is the risk that changes in exchange rates will
adversely aflfeet the fair value of an investient or a deposit. As of June 30, 2011, the System’s
ivestment in the Morgan Stanley Tund amounting to approximately $12 million represented 4.301%
of the total commingled fund. As of June 30, 2011, this pooled trust has an asset mix and country
allocation, as follows: '

Maorgan Stanloy:

Assots Mix Percent
Clash amil gquivalanls 226
Future contracts T.%1
Lyguity securilics 90,53
Total L4, 00

Curroncy Paortfollo

Country Allocation Currancy Code Percent
Aqstoalie Drollnrs ALID 479
Hong Kong 13olkws HED 1.50
Singapore Trallars SGL ran
Jagan Yen Iy 1393
Jopan Global Surviver Yin IPY 4.69
Mgt lic oo R
Amstirin Fuio EUR {64
Helzipn Eura LR 058
EMIT Fura EUR 530
European Union Growth Fura EUR Rt
Finland Eyno EUR 1.723
France Fura LUR 6,00
Giermany Burg FiTi 11.1%
Traly Furo EUR .0z
Metherliinds Buro LU 263
Spain Kdnrrey EITR 1.14
L Lvrops 1233
Ticnmark Kroner DEE 111
Horway K raner HNOK 1.9%
Sweiden Hrono SEK 3.56
Switzerland Friukes CHF 1.722
United Kinpdom Pounds GLE 16.38
Hon-Evre Europs EIUFE]
China Yusn Benmimbi CHY 055
Indoncsia Bupriths DR 041
Fliihipings Peso Flip 088
South Korca Wisn ERW L37
Thatlond Hew Dallars TWD [
Asiz Emerging 4.0
Folaud Zlotych PLH 0.57
Fussio ftuble RUB L
Furope Emerging 1.51
Liral Rl BEL 0.74
Mlexicn Pusu MM 0.85
Tatin Amcrica LGl
Tinztging A5
Aprculiure o 9%
Thematic (SR
Cush 2.26
Tolal 10K 0
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In gdddition, the composition of the underlying investments in the 88gA Tnlermediate Tond by country as
of June 30, 2011, was as [ollows:

Partfolio
Currency Percentage
Furipe:
(iermany Liuro 4 %
Switzerland Hwisg Franc 2%
United Kingdom Sterling Pound 4 %
Total Burope 10 %
Tacific Basin:
Australia Australian Dollar 1%
Japan Japanese Yen 1 %%
Total Asia Pacific 2%
Americas:
Canada Canada Dollar 5%
Mexico Mexican Peso 1%
Rrazil Bravilian Real 1 %
LLs. (LS. Dollar 66 %
Total Americas T3
Supranational Warion 7 %
Other Various B %
Total 100 %

Securities Lending Transactions — The System participates in a securities lending program, wherehy
securities are transterred to an independent broker or dealer in exchange for collateral in the form of
cash, government securities, and/or irrevocable bank letters of credit equal 1o approximately 102% of the
market value of the domestic securities on loan and 105% of the market value ol the intemational
securities on loan, with a simulianeous agreement (o retwn the collateral for the same sceurities in the
future, Collateral is marked to market daily and the agent places a request Tor additional collateral from
brokers, il needed. 'The custodian bank is the agent for the sceuritics lending program.

AL the end of the year, there was no eredil risk exposure to borrowers because the amounts the System
owes the borrowers (the “collateral™) excceded the amounts the borrowers owe the System (the “loaned
sccurilics™). AL Fune 30, 2011, the collateral reecived represented 102.00% of the fair value of the
domestic securities lent.

The sccuritics on loan for which collateral was received as of June 30, 2011, consisted ol the following
(in thousands):

Securities Lent Falr Value
1.8, povernment and sponsored agencies’ securities $ 2,025
1S, corporate stocks ~LI31
Total : ¥ 3,146
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The underlying collateral for these securities had a fair value of approximately $3,218 as of June 30,
2011, The collateral received was invested in a short-term investment fund sponsored by the custodian
bank and is included as part of cash and short-term investments in the accompanying statement of plan
net assets. As of June 30, 201 1, the distribution of the short-term investment fund by mvestment type is
as follows:

Investment type Percentage
Securities bought under agreements to rescll 13 %
Commercial paper 21 %
Corlificates of deposit 18 %
Tloating rate notes 31 %
Time deposits 17 %
Total 100 %

LInder the terins of the securities lending agreement, the System s fully indemnilied against failure of
the barrowers to return the loaned securities (1o the extent the collateral is inadequate to replace the
loaned securities) or failure to pay the System for income distributions by the securitics’ 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 FROM PLAN MEMBERS

Loans and interest receivable rom plan members are substantially guaranteed by the contributions of
plan members and by other sources, including mortgage deeds and sany vnresiricled amount remaining in
the escrow funds, In addition, eollections on loans receivable are received through payroll deductions.
I'he maximum amounts thal may be granted to plan members for personal and cultural trip loans are
515,000 and 510,000, respectively.

The cumposition of loans and interest receivable from plan members as of June 30, 2011, 15 summarizci
as follows (in thousands):

Loans receivable from plan members:

Personal $737
Cultural trips 73
Mortpage i
Total loans receivable from plan members 827
Accrued inferest receivable 13
Tatal loans and interest receivable from plan members $ 845

Guarantee Insurance Reserve for Loans to Plan Members - The System provides life insurance
that guarantees the payment of the outstanding principal balance of morigage, personal, and cultural trip
loams 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 lifc insurance rates are actuarially determined and do not vary
by age, sex, or health status.
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SUBSEQUENT EVENT

As the liquidity of the System’s assets has been impaired by the growih of its loan portlolio, on August
8, 2011, the System’s Board of Trustees issued Resolution No, 8054, Timiting the personal and cultural
loan maximum amounts o $5,000. Such limitations on loan amounts are expected to improve the
liquidity of the System’s asscls. In addition, Resolution No. 8054 provides for certain limitations on the
renewitl of persenal and cullural Toans.

Furthermore, on September [8, 2011, the Commonwealth enacted Act No. 196, which allows the
System to pledge employes contributions to guarantee persomal loans issued by s Anancial institution.
Act No. 196 also allows the System to sell personal, cullural and mortgage loans.

o R R Rk
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REQUIRED SUPPLEMENTARY INFORMATION
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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, 2011
{In thousands)

Years Encded Actual Employer  Annual Required  Percentage Annual Percentage
June 30 Contributions Contributions Confributed Pansion Cost Confributed
2011 510,955 $29.683 36.21% f20112 37.03%
2010 11,006 28,127 39.13% 27,895 39.46%
2009 I,I05 22,195 30.03% 22,123 50.20%
2008 7,262 19,803 36.67TH 19.829 36.62%
2007 5,637 9,735 68.13% 9,553 69.42%
2006 6,727 9,735 69.10% 9.553 T0.42%

The above liabilities are for basic System benefits and sclecled System administered banehits,

See notes to schedules
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THE COMMONWEALTH OF PUERTO RICO JUDICIARY RETIREMENT SYSTEM
(A Penslon Trust Fund of the Commonwealth of Puerto Rico)

SCHEDULE OF FUNDING PROGRESS
AS OF JUNE 30, 2011
{In thousants)

Unfunded Unfunded
Actuarial Actuarial Actuarial UAAL
Value of Accrued Accrued asa % of
Flan Liablilty Liability Funded Annual Annual
Actuarial Valuation Data Assets (AAL) (UAAL) Ratio Salary Salary
June 30, 2011 563,975 5382776 £318,80] 16.7 % $31,811 1002.2 %
Tune 30, 2010 55410 338,195 282,785 16.4 %% 32,061 BEZ.0 %
June 340, 2000 30,566 323,928 273,362 15.6 % 30,587 BU3.7 %o
June 30, 2008 69,511 N/ Ny N N ™D
June: 30, 2007 B1.473 258,577 177,104 L3 % 31,256 5666 %
June 30, 2006 72 850 WD N/D N N N

The above liabilities are for basic System benefits and selecied System adminisicred benefits.
N/ = Mot Determined

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

MNOTES TO SCHEDULES
AS OF AND FOR THE YEAR ENDED JUNE 30, 2011

SCHEDULE OF EMPLOYEIR'S CONTRIBUTIONS

The schedule of cinployer’s contributions provides information about the annual réquired contributions
{ARC) and the cxtent to which contributions made cover the ARC. The ARC is the annual required
contribution for the year calenlated in accordance with certain parameters, which include actuarial
methods and assumptions.

The System’s schedule of contributions is based on total benefit and administration cost, nel of member
contributions; it includes both Employer’s and participating employees’ contributions, The
Commonwealth’s and Employer’s contributions, ultimately, should cover any deficieney between the
pension benefits and the System’s administration costs, nel ol member contributions. The information
wits oblzined from the last actuarial report as of June 30, 2011,

SCHEDULE OF FUNDING PROGRESS
The schedule of linding progress provides information aboul the funded status of the System and the

progress being made in accumulating sufTicient assets to pay benehits when due. The information was
obtaincd from the bagl acloarial reporl as of Tune 30, 200 1.

£ EF F k&

iy o S



