THE COMMONWEALTH OF FUERTO RICO
JUDICIARY RETIREMENT SYSTEM

Financial Statems=nts
June 30, 2004 and 2003

{With Independent Auditors' Report Thereon)

Zayas, Morazzan & Co.
CERTIFIED PUBLIC ACCOUNTANTS

P.O, Box 386225

San Juan, Prerio Rico 00%35-6225
(787} 7537025
{7E7} 7537038




THE COMMONWEALTH OF PUERTQ RICO
JUDICIARY RETIREMENT SYSTEM

Talble of Contenls

FPages

Indepen@ent Ruoditars! Remort, o i vh i e i s 5 a sk e e e o 1
Management'’'s Dizcussion and AnalywElS . v v o oo e e e eee e e 2
Financial Statements:

Statements of Plan Neb AsSsels ... ..o snnas 6

Statements of Changes 1in Plan Nell ASsebsS oo v weeeons )

Nokes Lo Financial SEaeMORER . oeueis savilmimeias g
Supplementary Information:

Schedule of Contribublons . vacceoi Ve csovids cawvwas 20

Soheduleiof Funding Brogress ivas i oeib e e i s avamis 21

Notez to Schedule of Trend Information ...........oee.. 22

Z.nvas, Morazzana & Co., CERTIFIED PUBLIC ACCOUNTANTS



Z.avas, Morazzani & Co.

CERTIFIED PUBLIC ACCOUNTANTS

.0 Dox 366225

Sun Juan, Poerto Rico D0BAG-6225
{787) TRR-TOLD
(TRT) TE3-TOSE

Independent Auditors' Report

The Board of Trustees of
The Commonwealth of Pusrto Rico
Judiciary Retirement System:

We hawve audited the accompanying statement of plan net assets of The Commonwealth
of Puerto Rico Judiciary Retirement System {(the System) as of June 30, 2004, and
Lhe related statement of changes in plan neb asgels for Lhe year then ended.
These financial statements are the responsibility of the System’s management. Cur
responsibility is to cxpress an opinion on Lhese financial statemonts hased on
our audit, The financizl statements as of and [or Lhe year ended June 30, 2003
were audited by other independent auditors whose reoport dated Seplember 26, 2003
expressed an unqualificd opinion.

We conducted our audil in accordance with auditing standards generally sccepted
in the United States of America. Those standards roguire that we plan and
perform the asudit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on
a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing Lhe accounting principles uszed and
significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audit provides a reasonable
basis for our opiniom.

In our opinion Che financial stabtements referred to above presenl Fairly, 1o all
material respects, the net assets of the System at June 30, 2004, and the changes
in its net assets for the year then ended in conformity with accounting
principles generally acceptaed in the United States of AEmerica.

Cur audits were conducted for the purpose of forming an opinion on the basic
financial statemsnts caken as & whole. The accompanying Management's Discussion
and Analysis presented on pages 2 through 5 and =upplemental schedules of
enployvers contributions and funding progress presented on pages 20 and 22 are
supplementary informabtion reguired by the Governmenlal Accounting Standards
Doard, and are not a reguired part of the basic Financial stalemenls. We have
spplied certain limited procedurcs, which consisted principally of ingquiries of
managemenlt 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 Ansly=is and supplemental schedules and,
therefore, express no opinion on them.

December 17, 2004 37‘47 Wfﬁ ?ﬂ“

Stamp No. 2008159 of Lhe Pusrto
Rico Socicty of Cerlilied Public
Acomintants was affixed to original.



THE COMMONWEALTH OF PUERTO RICO
JUDICIARY RETIREMENT SYSTEM
Management’s Discussion and Analys=is
Juna 30, 2004

Introduction

Within this section of the Commonwealth of Puerto Rico Judiciary
Retirement System (the System) annual financial statements, the System's
management provides a narrative discussion and analvsis of the financial
activities [Lor the f[iscal wyear ended June 30, 2004. The financial
performance of the System is discussed and analywed within Lhe conlext
of the accompanying financial statements and disclosures following this
section.

Overview of Lhe Financial Statements

Management Discusgion and Analysis introduces System’s basic financial

slatoments., The basic financial statements include: 1) stalements of
plan net assets 2} statements ol changes in plan net assets, and 3) nobes
Lo Lhe financial stabomonts. The System also includes additional

information to supplement the basic financial statements.

Basic Financial Statements

The System's financial statements consist of twe basic financial
statemenks. These statements provide information about the overall
status of the System. The System uses full accrual accounting.

Tha first of the basic financial statemenls is the Statement of Plan Neot
Azsets, This statement includes all of the System’'s asssts and
liabilities, with the difference reported as net assets. Overtime,
increases or decreases in net asscts may serve as a useful indicator of
whether the financial position of the System as a whole is improving or
deteriorating.

The second of the basic [inancial sztatements is the Statement of Changes
in Plan Not Assets. This statement reportz changes in Lhe System’'s
assets during the vear. All currenl yoar revenues and expenses are
included regardless of when cash 1s received or paid.

The System iz a pension trust fund of the Commonwealth of Puerto Rico.
Pension trust resources are only held in trust to pay retirement benefits
to participants.

-2~
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THE COMMONWEALTH OF PUERTO RICO
JUDICIARY RETIREMENT SYSTEM
Management’s Discussion and Analy=is
June 30, 2004

IMinancial Highlights

As of June 30, 2004, the System has 571.6 million in total assets
congigting, in summary of the following:

L] 569.7 million in marketable securities

® $212,000 in loans to participants

® 1.3 million in net cash and eguivalents
® £377.000 in other net azscts

The following provides a comparison of certain items within the financial
statemants:

s The System’s assets exceeded liakilities by éﬁ?,ﬂSl,ﬂﬂﬂ {net assets)
For the fiscal year reporlied when compared to the prior year which
agsets exceeded liabilities by 561,781, 000.

e The falr value of the System’s investments (excluding participants
loans) at June 30, 2004 amounted to 569,726,000 compared to
£59,831,000 at Juns 30, 2003,

® Participants’ loan amounted to $212,000 at June 30, 2004 compared
to 5389,000 ab June 30, 2003.

" The System’'s funded ratio of the actuarial accrued liability
at June 30, 2003 and 2001 was 37% and 43%, respectively.

The financial statements of Lhe System for the fiscal vear ended June 30,
2004 present an increase in net assets as compared to the prior fiscal
year of approximalely $6.1 million. This inerease was mainly the result
of a net appreciation experienced in the investment portfolic during 2004
fizeal year of approximately $9.9 millien offseted by a reduction in net
cash of 2.3 million.

For financilal statements purposes, the amount of securities that as of
June 30, 2004 were involved in the securities lending transactions was
presented with the required discleosures, according to the courrent
government accounting pronouncements. For the fiscal year 2004, incoms
from the custodian securities lending activity amounted to approximately
54,300.

-
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THE COMMONWEALTH OF PUERTO RICOD
JUDICIARY RETIREMENT SYSTEM
Management.’s Discussion and Analys=is
Juna 30, 2004

Funding Status

According to our last certified actuarial valuation as of June 30, 2003,
the System's unfunded liability amounted to 5105 milliom with a
capitalization level of 37%.

In order to protect the System’s Financial health, the Government follows
the practice of not allowing an increase In benefits unless an acluarial

study is performed or the law provides the financing source.

Increase in Economic Benefits for Retirees Granted in Summer 2003

I'm symmer 2003, the Governor of Puerto Rico granted Lhroee now benefils
to the SBystem’s retirees to help them cope with the increase in the cost
of living, which consisted of:

° Medicine Bonus of 5100 payable annually every July, starting July
2003;
® Increase in the Christmas Bonus to 400 annually every December,

gtarting Decenber 2003;

L Increase in the monbthly emplover contribution for: the medical plan
to 5100, effective January 1, 2004;

To avoid any adverse economic impact on the System, these benefits are
financed through legislative assignments in the General Fund.

Initiatives to Provide Better Services to Our Farticipants and Retirees

The System serves around 338 active participants and 282 retirees and
beneficiaries. Tt provides a range of c¢lese Lo 50 differenl Lypes of
services to its clientele, including pension applications, disability
benelits, mortgage and personal loans and the paymenl of unpaid services.
Because of that, our clientele frequently demands fast services, access
to information and bencfits orientation.

-4 -
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THE COMMONWEALTH OF PUERTO RICO
JUDICIARY RETIREMENT SYSTEM
Management’'s Dizcussion and Analysis
Jgune 30, 2004

Initiatives to Provide Petter Services te Our Participants and Retirees,
Continucd

During fiscal year 2003, the System launched several initiatives to
improve 1ts services to its participants and retirees. They are:

@ TELERETIRO — a telephone calls center to provide information about
benefits and services. TELERETTRD) operates through a toll-free
number, with extended hours including Saturdavs.

L] Now Porsonal Loans Program — a program that provides the granbing
of personal leans up to 55,000 with a 5 vear term.

Tho System’'s managemaent has also taken other steps to improve the
operational efficiency and productiveness. With a slUrong commitment, the
Syzbtem’s management conbinucs its offorts to implement innovative
initiatives to provide even better services Lo its clientele and protect
the System’s financial condition.

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
demonslirate commitment Lo public accountability. OQuestions concerning
any of the information provided in this reporl or reguests for additicnal
information should be addressed to the Commonwsalth of Puerto Rico
Govermnment Emplovees and Judiclary Retirement Systems Administration, 437
Ponce de Ledn Avenue, Hato Rey, Puerto Rico, 00918,

Zavas, Morazzan & Co., CERTIFIED PUBLIC ACCOUNTANTS



THE COMMOMNWEALTH OF PUERTO RICOD
JUDICIARY RETIREMENT SYSTEM
Statements of Plan Nat Assets

June 30, 2004 and 2003

(In Thousands)

Asaods

Cash:
Cash and cash eguivalents
Cash deposited with Government
Development Bank of Puerto Riceo

Aocounts receivable:
Acerued interest
Investment sales
Other

Marketahle securities at fair wvalue:
Bonds and nolco:
Stocks

Loans and interest receivable
from plan members
Total assels

Liabilities

Due to the Employee's Helicomenl Systom
of the Government of Puerto Rico and
its Instrumentalities

Eserow funds to plan members and
guarantee insurance reserve
for loans to plan members

Investment purchases

Other liabilities=

Total liabilities

Nel assets held in trust
for pension benefits

Eee accompanying independent auditors' report
and notes to financial statements.
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THE COMMONWEALTH OF PUERTO RICO
JUDICIARY RETIREMENT SY3TEM

Statemants of Changas in Plan Net Assats

June 30, 2004 and 2003

Additions:
Contributions:
Enployers
Participating employees

Investment income:

Nel appreciabtion on investments

Dividend income
Interssl incoms

Less: Investment cxpense
Total additions

Deductions:
annuities
Administrative expenses
Net adijustments in the
CU[IVETfI;i_BH tﬂ o TLEwW
loans application (note &)

Total deductions

Net increase in assets held in
trust for pension benefit

Net assets held in trust for pension

benef]ts:
Beginning of vear
End of year

See accompanying independent auditors’
and notes te financial statements.
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THE COMMONWEALTH OF PUERTO RICO
JUDICTARY RETIREMENT SYSTEM
Notes to Financial Statements
June 30, 2004 and 2003

Organization, and Summary of Significant Accounting Policies

Organization

The Commonwealth of Puerto Rico Judiciary Retiremont Syslem (Lho
System) was created by hAct No. 12 on October 19, 1954, The System
is considered an integral part of the Commonwealth of Puerto Rice
{the Commonwealth) financial reporting entity and is included in the
Commonwealth’'s financial statements as & trust fund. The System,
az a governmental retirement plan, is excluded from the provisions
of the Employee Retiremeont Income Security Act of 1974 [ERISA) .

The responsibility for the proper operation and administration of
the System isg wested 1in a Board of ‘rusbecs, compozed ol two
participating employees: and onoe pomsioner, who are appeinted by the
Governor of the Commonwealth, and four Commonwealth government
agency representatives,

The System is nob an employer. The System’s operaticns are managed
by the Employees’ Retirement System of the Government of Puerto Rico
and i1ts Instrumentalibies Administration (ERS). ERS allocations of
administration costs to the System amounted to approximately
51,743,000 and 51,473,000 for bthe years ended Juno 30, 2004 and
2003, respectively.

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

Egais af Prezentation

The accompanying financial statemenls have been prepared on the
acorual basis of accounbting in accordance with the provigsions of
Govermmental Accounting Standards Board No. 25 (GASE Nao. 25),
*Financial Reporting for Defined Benefit Pension Plans and Noto
Disclosures for Defined Contribution Plans®. Participating employees
and employer'szs contributions are recognized as revenues in bthe
period in which the emplovee services are rendered. Benefits and
refunds are recognized when duc and payable in accordance wilh the
terms of the plan.

(Continued)
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THE COMMOMNWEALTH OF PUERTO RICO
JUDICIARY RETIREMENT SYSTEM
Wotes to Financial Statements

Organization, and Summary of Significant Accounting TPolicies,
Continued

Use of Estimates

The preparation of financial statements 1in conformity with
accounting principles generally accepted in the United States
roeguires managemenl Lo make ezlimates and assumptions Lthal allect
the reported amounts of net assets held in trust for pension
benefits, and disclosure of conbtingenl assetbs and liabilities at
the date of the financial =statements and the reported amounls of
additions and deductions to net assets held in trust for pension
benefits during the reporting period. Actual resullis could differ
from those estimates.

Cash and Cash Eguivalents

Cash and ecash eguivalents consist of “overnight deposits”
guaranteed by the custeodian bank.

Investmonls

Investments are carried at fair walue. The fair wvalue of notes,
bonds and stocks is based on quotations cbtained from national
securilties exchanges. Securities transactions are accounted for on
the trade date,

Mortgages, acquired from third parties are held to maturity and are
not readily marketable. Conseguently, these are carried at cost.

No investment in any organization represents 5% or more of the
System’'s nel assets held in trust for pension benefits.

Loans Lo Plan Members

Mortgage, personal and cultural trip loans to plan membors are
stated at their outstanding principal balance., Maximum amounts
that may be granted to plan members for mortgage, personal and

cultural trip loans are 5100,000, 35,000 and $5,000, respectively.
The carvrying value of these loans approximates their fair value.

({Continusd)
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THE COMMONWEALTH OF PUERTO RICO
JUDICIARY RETIREMENT SYSTEM
Wotes to Financial Statements

Organization, and Summary of Significant Bccounting Policies,
FontinuEg

Reserve for Life Insurance on Loans to Plan Members

Premiums collected and benefits claimed are recorded as additions
and deductions of the guarantes dinsurance reserve for 1life
ingurance on loans Lo plan members, respectively.

Plan Desgscripltion

The System is a single-emplover defined benefit plan sponsored by
Lhe Commonweal bh. Under the terms of the Acl No. 12 of 19%4, as
amended, all judges of the Judiciary Hranch of the Commonwesalth are
plan members of Lhe Syslem. Ak June 30, 2004 and 2003, membership
consisted of the following:

2004 2003
Retirees and beneficiaries
currenltly receiving benefits 282 285
Current participating employeoes 338 338
Total membsrship 820 623
(Continued)
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THE COMMONWEALTH OF PUERTO RICD
JUDICIARY RETIREMENT SYSTEM
HNotasz to Financlal Statements

Plan Description, Conlinuved

The plan members of the System are eligible for bLhe [ollowing
benefits:

Retirement Annuity

Plan members with 10 vesrs of credited serviee are eligible for
retirement upon reaching 60 years of age.

Plan mombors are eligible for monthly benefit payments determined
by the application of s=stipulated benefit rations to the plan
member ' s average compensation, Average compensation iz compuled
based on the last month of compensalbion. The annuity, for which
a plan member is eligible, iz limited to a minimem of 25% and a
maximum of 75% of Lhe average compensalion except for the judges
ol the Supreme Court for whom the anpuity is limited Lo a minimuam
of 50% the average compensation and a maximum of 100% of the
compensation received by the active members of the Supreme Court.

Reversionary Annulty

& plan member, upon retirement, could elect to recelve a reduced
retirement annuity giving ocne or more benefit payments to his/her
dependants. The paymonts would start after bthe death of the
rotiree, for an amount not less than 5120 yvearly ner grealer Lhan
the annuity payments being received by the reotiree.

Dccupational Disability Annuity

4 participating employee, who as a direct result of the performance
of his/her ocecupation is totally and permanently disabled is
eligible for a disability annuity of 50% of the compensation,
received at the timo of tho disability.

Won-cccupatlional Disabilily Annuily

& participating empleyee totally and permanently disabled for
causes not related to his/her coccupation,; and with ne less than 10
vears of credited scrvice, iz eligible for annuity of 30% of the
average compensation of the first 10 years of credited services
increased by 1% for every additional vear of credited service in
excess of 10 wyears up to a maximum of 50% of the average
compensation.

(Continued)
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THE COMMONWEALTH OF PUERTO RICO
JUDICIARY RETIREMENT SYSTEM
Notes to Financlal Statements

Flan Descriplion, Continued

Doath Benefits

Occupational:

&

Surviving apouso — annuity ogual to 50% of the participating
employee’s salary at the date of the dealh.

Children - 510 per month for sach child, minor or student, up
o a maximum benefit per family of 75% of the participating
employee's salary at the date of the death. If no spouse
survives or dies while receiving Lhe annuily payments, esach
child, 18 or under, iz cligible to receive an annuily of $20
per month up to the attainment of 18 wyears of age or thse
complebion of his/her aludies.

Non-occupational:

The conbtribubtions and interest accumulated as of Lhe dale of
the death plus an amount egual to the annual compensation at
the time of the death.

Posk-robiromenl

Surviving spouse and child, 21 or under - up Lo G60% of the
retires’'s pension.

Other designated by the retiree — the excess, if any, of the
accumulated contributions at the time of retirement over the
total annuity benefits received before death, limited teo a
minimum of $500.

Eefunds

A participating employee who ceases his/her employment with the

Commonwealth withoub right to a retirement annuity has the right
to a refund of the contributicons to the System plus any interest
earned theroon.

(Continued)
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THE COMMOMNWEALTH OF PUERTO RICO
JUDICIARY RETIREMENT SYSTEM
Netes to Financial Statements

Plan Description, Continued

Cost of Living Adjustment for Pension Benefits

Act No. 177 of 1987 provides, effective Japuary 1, 1893, for
increases of 3%, every three wyears, of the pensions paid by the
System Lo those plan members with bthroc or more years of
retirement. The Ack reguires further legislation to grant this
increase every three years. To protect the financial health of the
System the increase granted in 2002 1s being financed through
grants from the General Fund.

Funding Folicy

The contribution requirement bto the System is established by law
and is not actuarially determined. Required contributions consist
of 30% of applicable payroll for the employor and 8% for Lho
participating emplovees. Commonwealth contributions should
ultimately cover any deficiency between the participaling
emplovers’ and employees’ contributions and the System’s pension
benefil obligations and administrative costs.

During fiscal year 2004, the System received grants from the
General Fund of £372,000 to cover special laws. The grants are
accounted net of benefits paymentls.

Calculations of the present value of benefits under the System were
made by consulting actuaries as of June 30, 2003, using the
projected unit eredit actuarial ecost method. Significant
assumptions wunderlyving the actuarial computations include: (&)
assumed rate of return on investments of 8.5%, (b) assumed compound
rate of wage increases of 5% per year, and (c) assumed mortality
rate based on the Group Annuity Table for 1983.

The actuarial accrucd liability was $5166,732,000 as of June 30,
2003. At June 30, 2003, the unfunded acltuarizl acorued liability
was approximately 104,951,000,

(Continued)
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THE COMMONWEALTH OF PUERTO RICO
JUDICIARY RETIREMENT SYSTEM
Notes to Financial Statements

Cazh and Investments

Cash Deposits

AL June 30, 2004, the aggregate carrying amount of cash deposits
and cash equivalents held by the System was approximately 51.2
million, which includes 51.0 million at commercial banks, and 5223
thousand at GDE. AL June 30, 2003, the aggregate carrying amount
of cash deposits and cash ecuivalents held by the System was
approximately $3.6 million, which dincludes $2.6 mwmillion at
commercial banks, and %990 thousand at GDE.

The 1.0 million and Lthe 52 .6 million deposited atbt commercial banks
for vears 2004 snd 2003, respectively, are insured by the Fedsral
Deposil Insurance Corporation up Lo £100,000 or collaleralived with
securities held on behalf of the System by the Secretary of the
Treasury of Lhe Commonwealth of Puorlbo Rico, or lLhe Secrelary’s
agent in the name of the Secretary.

Pursuant to present statutes, deposits of financial institutions,
obher than with GDB, shall bs in banks designated by the Puerto
Rico Secretary of the Treasury as depository institution of public
funds. Such deposgits are guarenteed by sufficient collateral under
the name and custody of the Secretary of the Treasury.

At June 30, 2004, cash consists of depcsits in bankz and is
categorized following the *Guide Lo Implementation of GASE No. 3,
*Deposits with Financial Institutions, Investments (including
Repurchaze hgreements), and Reverse Repurchase Agreements”. The
categeories for depeosits are the fellowing:

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 securitiess held by the pledging
Linancial institution’s trust deparblment or itz agent in the
System’s name.

Category 3 — Uncollateralized

{Contimaed)
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THE COMMONWEALTH OF PUERTO RICO
JUDICIARY RETIREMENT SYSTEM
Notes to Financial Statemants

(£) Cash and Investments, Continued

Cash Deposilts, Continued

The carrying amountz of the deposits approximate their fair value,
The following presents the depesits categorized (in thousands):

Category Fair

S 2 3 Value

Deposits in commercial banks 5 1,028 - - $ 1,029
Doposits In GDB L= - 223 _ 223
pebal $ 1,029 = 223 S e

Investmenlbs

The following table shows the falr walue of the investments in
marketable securities= held by the System as of June 330, 2004 and
2003 (in thousands) :

Fair Value

2004 2003
7.5, CGovernment and agencies, securibies 5 5,558 6,728
Corporate bonds 15,2424 13,045
Toltal bonds and noles 20,782 19,003
Domestic corporate stocks 39,082 32,451
International corporate stocks 5,862 7,607
Total stocks 48, 944 40,058
Total investments s 69,726 59,831

{Continued)
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THE COMMONWEALTH OF FUERTO RICO
JUDICIARY RETIREMENT SYSTEM
Hotasg to Financial Statements

Cash and Investments, Continued

Investments, Continued

The Credit Risk categories for investments are:

Category 1 - Insured or reglistered in ULhe entity's name, or
sccuritios held by the enlity or its agent in the entliby’'s name,

Category 2 - Uninsured and unregistered, with securibies held by
the counter party’'s trust department or agent in the entity’'s name.

Category 3 — Uninsured and unregistered, with securities held by
the counterparty, or by its trust department or agent but not in
Ehe onbd by’ s name .

Oredil Bisk Classilicalbion is axs Follows {(in thousand:s) -

Caktegory Fair
1 2 3 Value
Bonds and notes 5 - . 20,782 20,782
Stocks - = 48,944 48,9544
Tolal 8 - 69,726 69,726
Securilies Lending Transactiong
The System entered inte securities lending transactienms. The

System’s securities custodian, as agent, manages the securities
lending program and receives liguid collateral. The collateral
requirements is egqual te 103.15%% of the fair waluge of the
securities lent.

(Continued)
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THE COMMONWEALTH OF PUERTO RICO
JUDICIARY RETIREMENT SYSTEM
Notes to FPinancial Statements

Cash and Investments, Continued

Sccurilkbies Lending lransactions, Continued

Securities lending obligations for which collateral was received
at June 30, 2004 and 2003 consisted of the following (in
thousands) :

Fair Value

2004 2003
Securities Lent
U.5. Corporalte Bonds & 614 1,111
U.5. Eguity 3,135 728
Total $ 3,749 1,840

The underlving collateral for these securities had a market wvalue
of approximately 353,867,000 and 51,8%2,000 and was invested as
follows {in thousands):

2004 2003

Asset Backed Commoercial Paper 5 614 253
Reverse Report U.S5. Agency Delivered - 1,343
RFeverse Report Goverrment Delivered 2,844 -
Promissory Note - 148
Certificate of Deposit - 49

Time Deposit - 89
Ma=ber NolLe 409 ~

Total 5 3,867 1,882

The System has very low credit risk exposure to bhorrowors. The
Sysltem’s rights to collateral are defined in the contractual
agresment . There is excess collateral above 100%. In case of

borrower default, the Syvstem has immediate rights to ceollateral.
Borrower's creditworthiness is alsoc preoactively reviewed by the
Lending Agentb.

(Continucd)
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THE COMMOWWEALTH OF PUERTQO RICO
JUDICIARY RETIREMENT SYSTEM
Notes to Financlal Statements

loans amnd Interest Receiqule from Plan Mombiors

The composition of loans and interest receivable from plan mombiors
is summarized as follows:

200¢ 2003
Loans receivable:
Mortgage & 48,345 5 31,219
Personal 116,842 306,908
Cultural trips 42467 51,192
Total loans Lo plan member:s 207,604 189,319
Accrued interest receivable 4,177 -
Tolkal loans and interest
receivable $ 211,831 $ 389,319

During the wear ended June 30, 2004, the Svstem completed =
smignificant phasge in the develcpment and implementation of a new
computerized system for the accounting and management of Jloansb.

The process allowed the determination of the balance of interest
and charges receivable and the identification of loans that were
not activated in the former system and in process of ackivation.

The amount corresponding Lo interest as of June 30, 2003 was not
identifiable sgince the former system did not allow -such
determination,

The not effecl of Lhe process in bthe financial stalements of the
System was recognized in the current vear operations and amountod
approximately 5217, 000.

The loans redceivable from participants are substantially guaranteed
by the contributions of participants and by other s=sources,
including mortgage deeds and any unrestricted amount remaining in

the sscrow funds. In addition, collections on loans receivable are
received through payroll deductions.

{Cornlinued)
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THE COMMONWEALTH OF PUERTO RICD
JUDICTARY RETIREMENT SYSTEM
Wotes to Financial Stataments

Guarantee Insurance Reserve for Loans Lo Plan Members

The Syslem provides life insurance Lhat guarantecs Lhe payment of
the outstanding principal balance of mortgage, personal and

cultural Etrip leoans in case of death of a plan member. This
coverage is pald in its entirety by the plan members who obtain
Lhesse loans Lfrom the Svstem. The: J1afeo dngurance rates are

actuarially determined and do nobt wvary by age, sex or health
status.
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SUPPLEMENTARY

THE COMMONWELALTIH OF PUERTO RTCO
JUDLICTARY HETIREMENT SYSTEM
Schedule of Contributions
{Dollar amounts in Thousands)
June 30, 2004

Annual

¥ear Ended Regquired FPercentage
June 30, Contributions Contributions Contributed

2003 % 6,900 % 5,536 B0%

2002 6,900 5,412 T8

2000 9,200 L300 'a

1999 4,500 7,900 176

1958 2,800 6,100 218

199Y 1,500 5,900 311

19596 2,400 5,500 229

See notes to schedule of trend information.
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THE COMWMONWEALTH OF PUERTO RICO
JUDICTARY RETIREMENT SYSTEM
Schedule of Funding Progress
(Dollar amounts in thousands)

SUPPLEMENTARY

Junea 30, 2004
) UAAT, a8 &

Aetuarial Actuarial Percentage
Actuarial Value Accrusd Unfunded Annual of Annual
Valuation of Plan Liabilicy BAL Fundad Coverad Covared
__Date Assets (RAT.} (UART) Raktic Payvroll Payrell
THLS2003 1,781 £ 166,732 s 104,851 3% LR R o B A0HE
TR0 70,083 162,186 3,103 43 26,700 245
T/152000 B2,80D0 135, BOD 53,000 Gl 25,700 2006
11880 73,900 138,200 44,300 B3 26,300 168
T/1/1998 57,200 9%, 600 28,400 70 18,000 158
L1997 57, 300 Ye,500 19,200 75 18,000 107
T/1/1996 50,000 63,100 13,100 75 146,600 78

See noles

Lo schedule of trend information.
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THE COMMONWEALTH OF PUERTO RICO
JUDICIARY RETIREMENT SYSTEM
Notes to Schedules of Trend Information
June 30, 2004

Schedule of Funding Progress

The Schedule of Funding Progreszs provides information about the
funded status of the System and the progress being made 1in
accumulating sulfiecient assets ko pay benefits when dus. The
informalbion was oblained from the lasl actuarial report as
of June 30, 2003.

Schedule of Contributions

The Schodule of Contributions provides informalion about Lhe annual
required contributions (ARC) and Lhe extent to which contributions
made cover the ARC.  The ARC is the annual reguired conlribubion
for the wyear calculated in accordance with certain parameters,
which include actuarial methods and assumptions.

The Sysltem’'sz Schedule of Contributions includes both Commonwealth‘s
and participating employee’s ceonlributions as the Commonwealth's
contribulions, ultimately, should cover any deficiency between Lhe
participating emploveses' contributions, the pension benefits and
the System's adminiatration costs.

The infurmalion wis oblained from the last actuarial reporl
as of June 30, 2003.

Actuarial Data

The information presented in the required supplementary schedules
was determined as part of the actuarial wvaluations at the dates
indicated. Starting July 1, 2001, the actuarial valuation is being
perfomed every two years. Additional information as of the latest
actuarial valualion follows:

vValualion Date July 1, 2003
Botuarial Cost Hethod Projected unit credit cost method
hmorrization Merhod Level percentage of the projected payroll
Remaining Amortization Period 23 wyeoars
Aszget Valuation Method Market value
Rotuarial Assumptions:

Investment rate of return* 2.5%

EBrojected salary incroasos® 5%

Mortality Rate Group Annuity Table for 1983

Cost of living adjustment HMone

* Includes inftlatiom at 3.5%
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