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Report of Independent Auditors

The Board of Trustees
The Commonwealth of Puerle Rico
Tudiciary Retrement System

We have audited the accompanying statements of plan net assets of the Commonwealth of Puerto
Rico Judiciary Retirement System (the System) as of June 30, 2002 and 2001, and the related
statements of changes in plan net assets for the years then ended, These financial statements are
the responsibility of the System’s management. Our responsibility i8 to express an opinion on
these financial statements based on our audits.

We conducted our audits in accordance with auditing standards gencerally accepted in the United
States.  Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit
includes exarmining, on a test basis, evidence supporting the dmounts and disclosures in the
financial statements, An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the mEmIF financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion,

As discussed in Note | to the financial statements, in 2001 the System has adopted Governmental
Accounting Standards Board Statement No. 34, Basic Financial Statements — and Monagement's
Discussion and Analysis — For State and Local Government.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the net assets of the System at June 30, 2002 and 2001, and the changes in its net assets for the
years then ended in conformity with accounting principles generally accepted in the United
Stares, '

Our audits were performed for the purpese of forming an opinion on the hasic financial
statements taken as a whole. The accompanying management’s discussion and analysis and
supplemental schedules of employer contrbutions and funding progress are presented for
purposes of complying with requirements of the Governmental Accounting Standards Roard, and
are not a required part of the basic financial stalements. 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 the
information contained in the management's discussion and analysis and supplemental schedules
and express no opinion on it

Snsat + LLP

Seplember 6, 2002
San Juan, Puerto Rico

Stamp No. 1825900
affixed to the
original copy
of this repotl.
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The Commonwealth of Puerto Rico
Judiciary Reurement System
June 30, 2002

- MANAGEMENT’S DISCUSSION AND ANAILYSIS

Within this section of the Commonwealth of Puerto Rico Judiciary Retirement Systemi (the
System) annual financial statements, the System’s management provides a narrative discussion
and analysis of the financial activities for the fiscal year ended June 30, 2002. The financial
performance of the System is discussed and analyzed within the context of the accampanymg
financial statements and disclosures following this section.

Financial Highlights

* The Systom’'s assels excesded liabilities by $60,438,000 (net asscrs) for the fiscal year
reported when compared to the prior ysar which assets exceeded liabiliies by
$70,083,000.

©  The fair valua of the System’s investments at June 30, 2002 amounted to 559,194,000,
compared to $67,816,000 at June 30, 2001,

= The System’s funded ratio of the actuarial acerued lability at June 30, 2000 and 1999 was
61 % and 63%, respectively.

Overview of the Financigl Slatements

Management Discussion und Anulysis introduces the Syslem's basic financial statemzns. The
basic financial statements include: 1) statements of plan net assets 2) statements of changes in

lan net assets, and 3) notes to the financial statements. The System also includes additional
intormation to supplement the basic financial statements.

Rasic Finaneial Statemenis

The System's financial statements consist of two basic financial statements. These statements
provide information about the overall status of the System.  The Systemn uges full accral
accounting.

The first of the basic financial stalements is the Staiement of Plan Net Assets. Ihis statement
includes all of the System's assets and liabilities, with the difference reported as net asssts:
Overtime, increases or decredses in nel assets may serve as a useful indicator of whether the
financial position of the System ag a whele is improving or deteriorating.

The second of the basic financial statement is the Statement of Changes in Plan Net Assers. This
statement reports changes in the Systom’s assets during the year.  All current year revenues and
expenses are included regardless of when cash s received or paid.

The System i3 a pension lrust [und of the Commuonwealih of Puero Rico,  Pension trust
regources are only held in trust to pay reticement benefits ta participants.
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Financial Analysis

The financial statements of the System for the fiscal year ended June 30, 2002 present a decrease
in net assets as compared o the prior fiscal year of approximately $9.6 million. This decrease is
mainly the result of a net realized and net unrealized losses experienced in the investrnent
portfolio during the 2002 fiscal year of approximately $9.4 million,

As of June 30, 2002, the System has 360.438 miilion in total net assets consisting, in summary of
the following:

« $59.2 million in markstable securilies
«  $348,000 in loans to participants

* $678,000 in net cash and equivalents
- 3218.000 in other

Qur investment portfolio, highly concentrated in stocks, faced a significant decrease in valus
during the fiscal year 2002, directly related to the downturn in the investment securities market
which was negatively impacted by the evenis on September 11, 2001 and the fraud allegations in
large and prominent companies in the United States. Therefore, for the fiseal year 2002, the
portfolio recognized a depreciation of approximately $2.4 million.

For (inancial statements purposes, the amount of securities that as of June 30, 2002 were
involved in the secudlties lending Lransaclions was presented with the required disclosures,
according to the current government accounting pronouncements. For the fiscal year 2002,
income from the securities lending activity amounted to approximately $6,000.

According to the last centified actuarial valuation, as of June 30, 2000, the System’s unfunded
liability amounts to 553 million with a capitalization level of 61%. The annual acluarial
valuation for the fiscal year 2001 is in process. Based on our preliminary estimate of the
unfunded actuarial obligation as of June 30, 2001, it represents approximately 592 million for a
capitalization level of 43%.

In order to protect the System's [inancial health, the Government follows the practice of not
allowing an increase in benefits unless an actuanal study is performed or the law provides the
linancing source.

Requests for Information

The financial report is designed to provide a general overview of the System’s finances, comply
with related laws and regulations, and demonstrate commitment o public accountabilily.
Questions conceioing any of the information provided in this report or reguests for additonal
information should be addressed to the Commonwealth of Puerto Rico Government Employess
and Judiciary Retirement Systems Administration, 437 Ponce de Ledn Avenue, Hato Rey, Puarto
Rico.



The Commonwealth of Puerto Rico
Judiciary Retirement System

Statements of Plan Net Assets

Asgsels
Cash:
Cash and cash equivalents
Cash deposited with Government Development Bank
for Puecrto Rico

Accounts receivable:
Accroed imtersst
Tnvestment sales

Other

Marketable securities:
Notes and bonds
Stocks
Mortgage notes acquived from third partics

L.oans to plan members:
Morgags
Personal
Cultural trips

Total assets

Liabilities

Due to the Employee's Retirement System aof the
Government of Peerto Rico

Escrow funds to plan members and guarantes
insurance reserve for loans to plan members

[nvestment purchases

Other liabilities

Total labilities

Net azsets held in tiust for pension benefits

S¢e accompanying notes.

June 30
2002 - 200
{In Thowsands)
5 2,971 $72,127
817 1,596
3,788 3,723
313 388
123 583
43 53
470 1034
23,455 20,840
33,730 3,850
9 20
50,194 67,816
43 55
265 234
40 43
348 332
63,809 72,505
3,110 1,808
124 144
87 720
a0 30
3311 2390
560,438 F70,083




The Commonwealth of Puerto Rico
Judiciary Retirement System

Statements of Changes in Plan Net Assets

Year ended June 30
2002 2001
{in Thowsands)
Additions:
Contributions:
Employer $ 5412 53,394
Farticipating employess 2,448 220
7,860 7.634
Investment income:
Realized loss (4.737) {2,865
Unrealized loss (4,678) (8.315)
Dividend income 199 173
[nterest income 1,743 301
{7.473) (10,707)
Less investment expense 318 341
{7,791) (11.048)
Total additions 6% (3414
Deductions:
Annuities 8,042 8,262
Administrative expenses 1,072 1,049
Tatal deductions 9,714 91311
Net decreage in assers held in trust for pension benefit (9,645) {12,723)
Netassets held in trust for pension benefits:
Beginning of year T0083 82,808
End of year 560,438 $70.083

See accompanying notes.



The Commonwealth of Puerto Rico
Judiciary Ketirement System

Notes to Financial Statements

June 30, 2002

1. Organization and Summary of Significant Accounting Policics
Organizalion

The Commonwealth of Puerto Rico Judiciary Retirement System (the System) was created by
Act MNo. 12 on OQOctober 19, 1954, “The System is considered an integral part of the
Commonwealth of Puerto Rico (the Commonwealth) financial reporting entity and is included in
the Commonwealth’s financial statements as a trust fund. The System, as a governmental
reliremnent plan, is excluded from the provisions of the Employee Ratirement Income Security
Actof 1974 (ERISA),

The responsibility for the operation aad administration of the Syseem is vested in 2 Board of
Trustees, composed of two partticipating employees and one peénsioner, who are appointed by the
Governor of the Commonwealth and four Cornmonwealth government agency representatives.

The System is nol an employer. The System’s operations are managed by the Employess'
Retrement System of the Government of Puerto Rico and its [nstrumentalities (ERS). ERS
allocations of administration costs 1o the System amounted to approximately $1,402,000 and
51,049,000 for the years ended June 30, 2002 and 2001, respectively.

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

Basis of Presentalion

The accompanying financial staterments have been preparsd on the accrual basis of accounting in
accordance with the provisions of Statement of Governmental Accointing Standards No. 25
(5GAS No. 25), “Financial Reporting for Defined Benefit Pension Plans and Note Disclosures
for Delined Conwibution Pluns”. Participatng cmployees’ and employer's contribulions are
recognized as revenues in the perod in which the smployee services are rendered. Benefils and
refunds are recognized when due and payable in accordance with the terms of the plan.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of Amerdca requires management o make estimates and
assumptions that affect the reported amnounts of net assets held in trust for pension benefits, and
disclosure of contingent assets and liabilities at the date of the financial statements and the
reported amounts of additions and deductions to net assets held in trust for pension benefiss
during the reporting period. Actual results could differ from those estimates.



The Commonwealth of Puerto Rico
Judiciary Retirement System

Notes to Financial Staterments (continued)

1. Oreganization and Summary of Significant Accounling Policies (continued)

Cash and Cash Equivalents .

Cash and cash equivalents consist of “overnizght deposits™ guaranteed by the custodial bank.
Investments

Investmenls are carried at fair value, except for certain mortgage notes, which have no readily
determinable fair value, The fair value of notes, bonds and stocks is based on quotations
obtained from national securities exchanges. Securities transactions dre accounted for on the
Irade dale.

Mortgages, acquired from third parties dre held to maturity and are nat readily marketable.
Consequently, these are carried amortized cost.

No investment in any organization represents 5% or more of the System’s net assets held in trust
for pension benefics,

Loans to Plan Members

Mertgage, personal and cultural trip loans to plan members are stated ar their outstanding
principal balance. No allowance for uncollectible amounts has been established since personal
loans and cullural trip loan to plan members are secured by plan members' eontributions and
mortgage loans are secured by mortgage deeds and any vnrestricted amount remaining in the
eserow funds. Maximum amounts that may be granted to plan members for morigage, personal
and cultural trip loans are $100,000, $3,000 and $5,000, respectively. The carrying value of
these loans approximartes their fair value.

Reserve for Life Insurance on Loans to Plan Members

Premiums collected and benefits elaimed are recorded as additions and deduoctions of the
guarantea insurance reserve for life insurance on loans to plan members, respectively.

Reclassificafions

Cerlain amounts from fiscal 2001 have been reclassified to conform to the current year's
presentation,



The Commanwealth of Puerto Rico
Judiciary Retirement System

Notes to Financial Statements (continued)

2. Plan Description

The System is a single-employer defined benefit plan sponsored by the Commonwealth. Under
the terms of the Act No. 12 of 1954, as amended, all judges of the Judiciary Branch of the
Commonwealth are plan members of the System. At June 30, 2002 and 2001, membership

consisted of the following:

2002 2001
Retirees and beneficiaries currently receiving benefits 268 269
Current participating cimployces 357 346
T'otal membership 625 615

The plan members of the System are eligible for the following benafits;
Itetirement Annuity

Plan members with 10 vears of credited service are eligible for retitement upon reaching 60 years
of age.

Plan members are cligible for monthly benefit paymems detcrmined by the applicatdon of
stipulated benefit ratios lo the plan member's average compensation. Average compensation is
computed based on the last month of compensation. The annuity for which a plan member is
cligible 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 gannuity is limited lo a minimum of
30% and a maximum of 100% of the average compensatian.

Reversionary Annuity

A plan member, upon reticement, could elect to receive a reduced retiroment annuity giving one
or mere benefit payments to his/her dependents. The paymenis would start after the death of the
retiree, for an amount net less than $120 yearly nor greater than the annuity payments being
received by the retires,

Occupational Disability Annuity
A participating employee, who as a direct result of the performance of hisfher occupation is

totally and penmanently disabled is eligible for a disability annuity of 30% of the compensation,
received the fime of the disability.



The Commonwealth of Puerto Rico
Judiciary Retitement Systern

Notes to Financial Statements (continued)

2. Plan Deseription (continued)
Nonoccupational Disability Aunuity

A participaling employee totally and permanently disabled for causes not related o histher
occupation, and with to less than 10 years of credited service, is eligible for annuity of 30% of
the average compensation of the first 10 years of credited services increased by 1% for every
additional year or credited service in excess of 10 years up to a maximun of 50% of the average
compensation,

Death Benelils
Occupational:

e Surviving spouse - annuity equal to 50% of the participating smployee’s salary at the date
of the death.

o Children - 510 per month for each child, minor or student, up to & maximum benefit per
Family of 75% of the participating emplovee’s salary at the date of the death. If no spouse
survives or dies while receiving the annuity paymenis, each child, 18 or under, is eligible
to receive an annuity of 820 per month up lo the attainment of 18 years of age or the
completion of his/her studies.

Nonoccupational:

* The contributions and interest accumulated as of the date of the death plus an amoont
equal to the annual compensation at the time of the death.

Post-retirement:

= Surviving spouse and child, 21 oy under - ep to 60% of the retiree’s pension.

s Other designated by the retiree - the excess, if any, of the accumulated contributions at the
lime of retircment over the total anauity benefits ceceived before death, limited w a

mintmum of 3500,
Refunds

A participating employes who ceases his/her employment with the Commoenwealth without
having the right to a retiemont annaity has the dght w0 4 refund of the contributions to the
System plus any interest eamed thereon.



The Commonwealth of Puerto Rico
Judiciary Retirement System

Notes to Financial Statements (continued)

2. Plan Deseription (contimied)
Amendments to Benelits Payable to Plan Members Eflective January 1, 1999

Act No. 177 of 1997 provides, effective January 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,

Termination

Although the Commonwealth has not expressed any intent to terminate the plan, it may do so al
any tume. In the event of termination of the plan, the rights of all affected plan members and
beneficiares to whom benefits have accrued under the plan shall be nonforfeitable Lo the extent
funded.

3. PFunding Palicy

The contrbution requirement to the System is ecstablished by law and is not actuarially
determined. Required contributions consist of 20% of applicable payroll for the employer and
8% for the participating employees. Commonwealth contributions should ultimately cover any
deliciency between the participating employees' contributions and the System’s pension benefit
obligations and administrative costs,

Calculations of the present value of benefits under the System were made by consulting actuariss
as of June 30, 2000 using the projected unit credit actuarial cost method. Significant assumptions
underlying the actuarial computations include: (a) assumed rate of retucn on investments of
8.3%, (b) assumed compound rate of wage increases of 3%; and (¢) assumed mortality rate based
on the Group Annuity Table for 1951.

The actuarial accrued liability was $135,800,000 as of June 30, 2000, At June 30, 2000, the
unfunded actuarial accrued liability was approximately $353,000,000.

4. Cash and Investments

Cash Deposils

Al June 30, 2002, the aggregats carrying amount of cash deposits an cash equivalents hold by the
System was approximately $3.8 million, which includes $2.9 million at commercial banks, $817
thousands at Government Development Bank for Puerto Rico (GDB),

As of June 30, 2001, the aggregate carrying amonnt of cash and cash equivalents held by the

System was approximately 53.7 million, which includes 3$2.1 million at commercial banks, $1.6
million at Government Development Bank of Puerto Rico (GDB).

(Y



The Commonwealth of Puerto Rico
Judiciary Retirement System

Notes to Financial Starements (continued)

4, Cash and Investments (continued)
Cash Deposits (continued)

The $2.9 million and $2.1 million deposited at commercial banks for years 2002 and 2001
respectively, are insured by the Federal Deposit Insurance Corporation or collateralized with
securities held on behalf of the System by the Secretary of the Treasury of the Commonwealth of
Fuerto Rico, or the Secretary’s agent in the name of the Secretary,

Pursuant (o present statutes, deposits of financial institutions, other than with GDB, shall be in
banks designated by the Puerto Rico Secretary of the Treasury as depository institutions of public
funds. Such deposits are guaranteed by sufficient collateral under the name and custody of the
Secretary of the Treasury.

At June 30, 2002, cash consists of deposits in banks and is categorized following the “Guids to
Implementation of GASB Statement 3 on Deposits with Financial Institution.” Investments
(including Repurchase Agreements), and Reverse Repurchase Agreements,”

The categories for deposits are the following:

Category 1 - insured or collateralized with securities held by the financial institution or by its
agent in the System’s name.

Category 2 - collateralized with securiries held by the_pledging financial institution's toust
department or its agent in the System’s name.,

Category 3 - uncollateralized.

The carrying amount of the deposits approximates their fair valus. The following presents the
deposits categorized (in thousands):

Market
Lalegary Valua
L 2 3
Deposits in commercial banks 2911 & . P - $2,971
Deposits in governmental banks - . . i A 817
$2.917 3 - £ 817 53,788
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The Commonwealth of Puerto Rico
Judiciary Retirement System

4. Cash and Investments (continued)

[nvestients

Notes to Financial Statements (continued)

The following table shows the cost and market value of the investments in marketable sscurities
held by the System as of June 30, 2002 and 2001:

2002 2001
Cost Fair Value Cost nir Value
{In Thousands)

115, Government and

agencies' securities §15,705 $15,705 $13,954 514,015
Corporate bonds T3S 1,750 06,973 6925
Total bonds and notes 23.140 23453 20,927 20,940
Domestic corpotate stocks 29,802 28,106 33,941 39,036
Intemnational corporate stocks 9,065 7.624 9,065 1,794
Total stocks 38,367 35,730 45,006 46,350
Total investments 562,007 539,185 563,933 $67,790

The Credit Risk categories for investments are:

Category 1 - Insured or registered in the entity's name, or securities held by the entity or its agent

in the entity's namne,

Category 2 - Uninsured and unvegistered, with securities held by the counterparty’s trust

department or agent in the entity's name.

Category 3 - Uninsured and unregistered, with securities held by the counterparty, or by ils tust

department or agent but not in the entity’s name.

Credit Risk Classification is as follows:

) Category o
1 2
Bonds and notes 5 -5 - 823455
Stocks - o 33,730
3 -5 339,185

Marlket
_ Value

323,435
33,730

$39,185



The Commonwealth of Puerto Rico
Indiciary Retirement Systeni

Notes to Financial Statciments (continued)

4. Cash and Investments (continued)

Securities Lending Transactions

During the year the System entered into securities lending transactions. The System's securities
custodian, as agent, manages the securities lending program and receives liquid collateral. The
collateral requirement is equal to 102.17% of the fair value of the security lent,

Securities lending obligations for which collateral was received at June 30, 2002 consisted of the
following (in thousands):

_Securities Lent Irair Vualue of Securities
T.S. Equity $1.42

The underlying collateral for these securities had a market value of approximately $1,459
thousand and was invested as follows:

Asset Backed Commercial Paper % 250
Reverse Repo US Agency Delivered - 28
Reverse Repo Mortgage - Backed Tri-Party 1172

$1,439

The System has very low credit risk exposure 1o borrowers. The System tights to collateral are
defined in the contractual agreement, There is excess collateral above 100%. In case of
borrower default the System has immediate rights to collateral. Borrower credit worthiness is
also proactively reviewed hy the Lending Agcent.

5. Guarantee Insurance Reserve Over Loans 1o Plan Members
The System provides life insurance that guaranices the payment of the outstanding principal
balance of mortgage, personal and cultural telp loans in case of death of a plan member. This

coverage is paid in its entirety by the plan members who obtain thase loans from the System,
The life insurance rates are nctuarially determined, and ta not vacy by age, sex or health status.
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The Commonwealth of Puerto Rico
Judiciary Retirement System

Schedule of Contributions

June 30, 2002
Annual
Year Inded Required Percentage
June 30 Contribution Contributions Contributed
2000 59,200 £7.300 T9%
1999 4,500 7,900 176
1993 2,800 6,100 218
1997 1,900 3,900 311
1956 2,400 3,500 220
1995 2,700 4,600 170
1594 2,600 4,300 165

Sew notes to schedules of trend informarion.



The Commonwealth of Puerto Rico
Judiciary Retirement System

Schedule of Funding Progress

June 30, 2002
UAAL ag n
Actuarial Actuarial Percentage
Actuarial Value Accrued  Unfunded Annual of Annual

Valuation of Plan  Liability AAL  Fonded Covered Covered
_ Date  Assets (AAL) (UAAL)  Ratio  Payroll Payroll

142000 $82,900 S135,800 $33,000 61%  $25,700 206%

7/1/1999 73,900 118,200 44,300 63 26,300 168
17171998 67,200 05,600 28,400 70 18,000 138
11997 57,300 76,300 19.200 T 18,000 107
711898 50,000 63,100 13,100 7o 16,600 79
7171595 42,100 60,500 L8, 700 6o 15,800 118
THL1904 33,600 38,900 23,300 ol 12,600 185

See notes to schedules of trend information.



The Commonwealth of Puerto Rico
Judiciary Retirement System

Notes to Schedules of Trend Information

June 30, 2002

L. 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 sufficient assets to pay benafits when due.

2. Schedule of Contributions

The Schedule of Contributions provides information about the annual required contributions
(ARC) and the extont to which contributions made cover the ARC.. The ARC is the annual
required contobution for the year calculated in accordance with certain parameters, which
include actuarial methods and asswnptions.

The System’s Schedule of Contributions includes both Commonwealth’s and participating
amlplﬂy{:c’s contributions as the Commonwealth's contributions, ultimately, should cover anv
deficiency between the participating employee’s contributions the pension benefits and the
Systems’ administration coats.

3. Actuarial Data
The information presented in the required supplementary schedules was determined as part of the

actuanial valuations at the dates indicated. Additional information as of the luter actuanial
valuation follows: L

Valuation Date July 1, 2000
Actuarial Cost Method Projected unit credit cost method
Amortization Method Level percentage of the projected payroll
Remaining Amortization Period 26 years
Asset Valuation Method Market value
Actuarial Assumplions:

Investment rate of retum® $.5%

Projected salary increases® 3%

Cost of living adjustment 3%, every three years

Fincludes inflation at 3.5%

L6






