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Independent huditers' Eeport

The Board of Trustees of
The Commonwealth of Puerbe Rico
Judigiary Revirement System:

We have audited the accompanying statenents of plan net assebs of The
Commonwealth of Puerto Rige Judiciary Retirement System {the System) as of
June 310, 2005 and 2004, and the related statements of changes in plan net assets
for the years ther ended. These finaneial staboments are the responsibilivy of
the System's management, Our responsibility is to express an opinicn on these
financial statements based on our audits,

We conducted our zudits in accordance with auditing standards generally accepted
in the United States of hmerica. Thoss standards reguize that we plan and
perform the andiks to obtain reasonable assurance about whether the firancial
ptatements are fres of material misstatement. An audit ioeludoes exdamining, @n &
test basis, evidence supporting the ameunts and disclosures in the Einancial
ataraments. 2n audit also includes assessing Che asccounting principles used and
significant estimsies made by management, as well as evalumsting the overall
financizl statement presentation. HWe believe that our audite provide a reasonable
basis for our cpinion. :

in our opinion the financial statewents referred to above pxesent fairly, in all
materiail respects, the net asssts of the System at June= 30, 2005 and 2004, and
the changes in its net assebs for bkhe years then ended in conformity with
accounting principles generally accepted in the United States of America.

Cnir audits were conduckad For the purpose of forming an opinion on the basic
Finaneial skatements taken as a whole, The accompanying Management’s Discussion
and Aralysis presented on pages 2 through § and supplemental schedules of
emplovers’ centriputions and funding progress presented on pages 22 and 24 are
pupplementary information reguired by the Governmental Accounting Standards
Hoard, aond are not a reguired part of the basic financial skatements. We have
applied certain limited procedures, which consisted principally of inquiries of
management regarding the methods of measurement and presentation of the
supplementary information, Howsver, we did mot audit the information contained
in the Management's Discussion and Analysds and supplemental schedules and,
therefore, express no opinion on them, "

Pecvember 21, 2005 517"3“4’: /—Wgﬁﬁ& /ﬁ;(‘?g b

Stamp ¥Mo. 2107164 of the Fuarbto
Rico Socieby of Certificd Public
Acoountants was aflixed To original.



THE COMMONWEALTH OF FUERTO RICO
JUDICTARY RETIREMENT SYSTEM
Management’s Diacussion and Analysis
June 30, 2005

Introduction

Within this section of the Commonwsalth of Puerto Rico Judiclary Retirsment
System (the System) annmual financial stacements, the System's nanagement
srovides a narrative discussion and analysis of the Zinancial activities for
the fiseal vear ended Juns 30, 2005. The financial perfcrmance o the
System is dlscussed and analyzed within the context of the accompanying
fimancial statements and disclosurss fcllnwing this seotion.

Overview of the Financial Statements

Management Discussion and aAmpalysis introduces System’s basic financial
statements., The basic financial statements dnclude: 1) statements of plan
et assecs 2) statements of changes i 2lan net assets, and 3) notes ta the
financial statements. The System also includes additional information to
supplement the basig Einancial statements,

Bagic Finaticial Stabemsnts

The System’'s financial statements consist of two basic financial statements.
These statements provide information about the overall gratus of the
System. The System uses full accrual accounting.

Tne Ffirst of bthe basic financia®l statements is the Statement of Plan Neb
assets, This statement includes all of the System’s assets and liabilities,
with the dJdifference reported as net assets. Overtime, Increases or
decreases in net assets may serve as a useful indicator of whether the
financial position of the System as a whole Ig improving or dsteriorating.

The second of the basic financial statements is the Statement of Changes in
Dlan Met Assets. This statement reports changss in the System’'s assets
during the year. All current ysar revenues and expenses are included
regardless of when cash is reoeived or paid.

The System is a pension trust fund of the Commonwealth of Puerto Rico.

Pensgion trust resources are only held in trust to pay retirement beneficvs Lo
participaznts.

Zavas, Mozt 8O0, CERTIFIED PURLIC ACCOUNTARTS



THE COMMONWEALTH OF DPUERTO RICOQ
JUDICIARY EETIREMENT SYSTEHM
Menagement’'s Dipouasion and Analysis
June 30, 2005

"Financial Highlights

A of June 30, 2008, the Svevem has $72.8 millienm in total asssrs
consisting, ien swmmary of the following:

o 69,4 million in marketabla securities

o $251,000 in leoans to participancs

L $2.7 million in net gash and equivalents
a HL04, 000 in other net asssla

The following provides a comperison of certain items within the financial
statements:

o The Syavem's assebs exceeded liabilibies by S69,797,000 (net assets)
for the fiscal year reported when compared to the prior vear which
assels excevded ldabilities by 567,851,000,

L The fair wvalue of the system's investments (excluding participants’
loaznis) &b June 30, 2005 amounted to 569,391,000 cowpared Lo
869,726,000 at June 30, 2004,

e °  Participants’' loan amounted to $251,000 at Jumes 20, 2005 compared to
$212,000 at June 30, 2004.

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

The financial statements of the System for the fiscal year ended June 30,
2005 present an inorease in net assets &8s compared Lo the priocr fisoal
year of approximately $2 million. fThis increase was mainily the result of
a decrease in net liabilities of $2.6 million, a decrease in net cash of
$352,000 and a reduction in the value of warketable securities bf
8335,000,

For financial statements purposes, the amount of seocurities thatb as of
June 30, 2005 were involved in the securities lending Lransactions was
presented with the reouired disclosures, according to the current
government accounting proncuncements. TFor the fiepoal year 2005, incomne
From the custedian securities lending activity amounted to aporoximately
£7,600.

Laxas, Motasian & Co,, CERTIFIED PURLIC ACCOINTARTS



THE COMMOWWEALTH OF PUERTO RICO
JUDLCIARY RETIREMENT SYSTEM
Management’s Discussion and Analysis
June 30, 2005

Funding Stztus

According to our last certified actuwarial waluation & of June 30, 2003,
the BSystem's unfunded Idability amcunbted to £I05 wmillion with =&
capizalization level of 37%,

Il order te protect the System’s fimanedal health, the Government follows
the practice of not allewing an increase in henefivs unless an actyarial
study is performed or the law provides the financing source.

Incrpase in Bconomic Benefits for Retizees

For Figeal years 2003, 2004 and 2005 the Governor of Pusrto Rico granted
soveral new benefits te the SBystem’s retiress te bkelp them cope with the
increase in the cost of livipng, which consisted of:

a Medicine Bonus of S100 payvabkle ancually every July, starting July
2003}
e Ingrease in the Christmas 3cnus to 5400 annually every December,

starting Deceunber 2003;

© Inecrease in the monthly employer conbribubion’ for the medical plan
to 5100, sbarting Januvary 1, 2004;

@ Increase in the Christmas Bonus to $500 annually every Decexber,
starting December 2005;

e Increase from 5500 to 55350 and to 5600 in the Christmas Bonus for
the retires, etisctive on December 2006 and 2007 respectively,

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

Initiatives to Provids Better Services to Our Participants and Retirees

The System serves around 372 active participants and 309 retirees and
bensficiaries. It provides a range of close to 50 different types of
services Lo its clientels, ineludisly pensienm apvlications, disabllicy
berefits, mortgage and personal loans and the payment of unpaid services.
Secause of that, our clientele freguently demands fast services, access
Lo informabion and benefits orientation.

Laxvas, Morazeant & Co., CERITFIED PLBLIC ACCOTNTANTS



THE COMMONWEALTE OF PUERTO RICO
JUDICIARY RETIREMENT SYSTEM
Management’s Discusuzsion and Analysis
June 30, 2005

Intlatives bo Provide Bevter Serviess to Qur Participants and Retirees,
Continued

During fisgal year 2003, the System launched several initisbives to
improve its services bto its parbl!cipants and retiress. They are:

o TELERETIRO -~ & telephone calls center teo srovide information about
benefits and services. TEILERETIRO operateées through a bell-fres
number, with exbtended hours including Saturdavs.

@ Personal Lozns Program - a program that provides the granking of
personal loans up Lo 55,000 with a 5 vear term.

In December 2005 a new office for the Goverpment Retdirement System of
P.2. was opened on Mayaglesz,

Tne System'’s management has alse taken other steps bo improve the
cperational efficiency and produckiveness. With a strong commitment, the
System’'s management continues its efforts te Implement irmnovative
initiatives to provide eveo belber services to its clientele and protect
the Sysbem's Firancial condition. '

Reguests for Information

The financizl =zeport is designed bto provide a guneral overview of the
System’s finances, comply with related laws and regulations, and
demonstrate commitment to public accountability. (Questions concerning
any of the information provided in this report or regussts for additicnal
informabien should be addressed bto the Commonwealth of Pusrto Rico
Government Employees and Judiciary Retirement Systems Administratioz, 437
Ponce de Ledr Avenue, Hato Rey, Puerto Rico, 00918,

Zavas, Morazzav & Co., CERTIFIEDR PLRLIC AQCOUNTANTS



THE COMMONWEALTH OF FPURRTO RICO
JUDICIARY RETIREMENT SYSTEM
Statements of Plan Net Assebas
June 30, 2005 and 2004
{In Thousands)

Assets 2005
Casgh;: :
Cash and casnh equivalenta £ 1,804
Cash deposited with CGovernment
Devalopment Bank of Puerto Rico 923
2,727
Boecounts receivable:
Acocrued interast 287
Investment sales 1502
Othex a5
H0a

Marketable ssourities at Faiyr wvalus:

Bonds and notes 23,031
Stocks 49,350
69,391

Loans and interest receivable
from plan membara 251
Total assets 5 32,773

Lighilities

Book overdraft 828

Due to the Fmployee's Retirement System

of the Government of Puerto Rico and

its Instrumentalities 1,376
Hscrow Zunds to plan members and

gusrantes insurance reserve

for loans bo plan members 1340
Investment purchases 123
Other lisbilitdies 518

Total lisgbhilities 2,878

et assets held in Erast
for pension henefits $ 59.737

See accompanying indeperndent zuditors' report
and niotes to financial statements.

Zawns, Monazzang & Co., CERTIVELD PUBLIC ADCOUNTANTS
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THE COMMONWEALTH OF BUERTO RICO
JUODTICIARY RETIREMENT SYSTEM
Stubements of Changes in Plan Net Assets
June 30, 2005 and 2004
{In Thousands}

2305 2004
Additions:
Contributdons:
Employens 5 6,470 5,656
Participating employees 2,778 _2,578
9,245 B,124
Investment income:
Nel appreciation on investmenls 4,248 8,093
Dividend income 206 158
Interest income 1159 o e lor
5,613 9,425
Legs: Investment expenss 37 205
5,416 5,223_
Total additions }4,651 17,359
Deductions:
Annuities 11,48% 9,827
Administrative expenses 1,226 1,143
Net adjustments in the
cenversion to a new
loans application {note 5} - et 0 B
Total deductions 12,715 11,287
Net increase in assets hsld in
Lrusk for pension benefit 1,248 5,070
Met aszsets held in trust for pension
benefits:
Beginning of year 67,851 B1,781
End i year 5 68,797 67,851

Bee accompanying independent auditors' report
and notes to financial statements.

., =

Faovas, Monazean & Co., CERIIFIED PEBLIC ACCOUNTANTS
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THE COMMONWEALTH OF PUERTO RICD
JUDECTARY RETIREMENT SYSTEM
Notes to Flnancial Statements
June 30, 2005 and 2004

Organization, and Summary of Significant Accounting Policies

Crganization

The Commenwealth of Puervs Rien Judiciary Hetirement 3Zystem (the
Syshem) was created by Act No. 12 on October 19, 1854, 'The System
{5 considered an inktegral park of the Commonwealth of Puerto Rico
{the Commonwealth) finasneial reportving entity and is included in the
Commonwezlth's financial stateme:nls as a brusk Fund. The Syskem, as
a governmenlbal retirement plan, is excluded from the provisions of
the Employee Retirement Income Security Act of 1874 (ERISA).

The respongibilicy for the proper operation and administrstion of
the System 45 wvested in a Board of Trustees, composed of two
participating employees and one pensioner, whe are appoinbted by the
Governor of the Commonwealth, and Lour Commonwealth goveroment
agency representatives.

The System is not an employer. The System’s operations are managed
by the Employees’ Rebirement S8ystem of Ghe Government of the
Commonwealth of Puerto Rice Administration (BRS) (formerly
Employees’ Retirement System of the Goveranment of Puerte Rico and
its Inmstrumentalizies). EBRS allocations of administration ecosts to
the Syatem amounted to approximately 51,226,000 and $1,143,000 fox
the yezrs ended June 20, 2005 and 2004, respectively.

The following are the significant accounting pelicies followed by
the 8ystem in the preparation of its financial statements:

Pagis of Zresentaticon

The accompanying financial sktatements have Zeen prepared oh the
accrual basis of acoounting in accordance with the provisions of
Goveromental Accounting Standards Board Ne. 25 (GASE Ne. 25},
“Finanaial Reporting for Defined Benefit Ponsion Plans and Noto
Disclosures for Defined Contribotion Plans”. Participating employvess
and employer's contributions are recognized as revenuss in the
period in which the employee services are rendered. Benefits and
refunds are recognized when due and payable in accordance with the
terms of the plan.

{Continued)

Zavas, Morazzam & Co., CERTIFIED PUBLIC ACCOUNTANTS
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THE COMMONWEALTH OF PUERTO RICO
JUDICITARY RETIREMENT SYSTEM
Motes to FPinancial Statements

Organization, and Summary of Siognificact Accounking Policies,
Continued

Use of Hsbimates

The preparation of financial =statements in conformity with
avsgunting principles generally accoented in the United States
requires management to make estimates and assumptions that aZffect
the reporbted amoumnta of net assets held in trust for pensien
henefits, and disclesure of contingent assets and lizhilities at
the darte of the finanoial statements and the reported amounts of
additions and deducticns Lo net assets held in trust for pension
benefits during the reporting peried. Actual resulls could differ
Erom those estimates.

Cash and Cash Eguivalents

Cash and ecash eguivalsnts consist of T“overaight depesits”
guaranteed by the custodian benk.

Investments
Investmenks are carrled abt fair value, The fair valus of notes,
beonds and stocks is based on guobations obtained [rom aational

securitiss exchanges. Securities transactions are accounted for on
the trade date,

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

Loans to Plan Members

Mortgage, personal anmd oultural brip leans to plan members are
stated at their outstanding principzl balance. Maximum amounts
that way be granted Lo plan members Efor mortgage, perscnal and
cnitural Erip loans are $100,000, $5,000 and 55,000, respectively.
The carrying valus of these loans approximates their fair value.

{Continued)

Zavas, Morareast & Co., CERTIFIED PURLIC ACCOUNTANIS
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THE COMMONWEALTH OF PUERTO RICO
JUDIOIARY RETIREMENT SYSTEM
Notes to ¥inancial Statements

Organizztion, and Summary of Significant Accounting Policies,
Continued

Reserve for Life Imsurance con Loans to Plan Members

Zramiums collecved and benefits claimed are recorded as addibions
and deductions o©of the guarantees insurance ressrve for 1life
ingurance on losns to olan menbers, respectively.

Tlan Description

The System is a single-employer defined benefit plan sponuored by
the Commonwealth, Urnder the terms of the Act Mo. 12 of 2954, as
amended, all judges of the Sudiciary Branch of the Commonwealth are
plan members of the System. At June 30, 2005 and 2004, mambership
consisted of tae following;

2005 2004
Retirees and beneficiaries
currently receiving benefits 309 z8z
Current participating employess 372 3as
Total wmembership E81 520
{Continued)

-10-
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THE COMMONWEALTH OF PUBERTO RICO
JUDICTLARY RETIREMENT SYSTEM
Notes to Financial Stztements

Plan Description, Continued

hé plan membezrs of the System are eligible for the following
benelits:

Retirement Annuity

Flan wembers with 10 years of oredized seovice &re eligible fox
retirement upon reaching 60 years oI age.

Plan memnbers are eligible for monthliy benefit payments determined
by the application of stipulated benefit rations to the plan
member's average compsnsation, Average compensabion is compubed
based on the last month of compensatio:n. The annuity, for which a
plan member is eligible, is limited to a minimum o 25% z2nd a
meximum of 73% of the average coppcnsation except for Lhe judges of
the Suvreme Court for whom the anmuity is limited to & minimum of
50% the average compensation and a maximum of 100% of the
compensation received by the active members of the Suprems Court,

Reversionary Annuity

2 plan member, upon retirement, could sleck to receive a reduced
retirement annuity giving one or more benefit payments to his/her
dapendants, The payments would star:z azfter the death coi the
retiree, for an amount not less than 5120 yearly nor greater than
the annuity vpaymencs being received by the retiras,

Occupatienal Disakility Aanuiby

A participating employee, who as a direct resunlt of the performance
of his/her occupation is totally and permatently disabled is
eligible for a disability onnuity of 50% of the compensation,
received at the time of the disability,

Non-occupakbional Disability Avnuity

A perticipating employes totally and permanently disabled Zor
pauses not related bta his/her ocoupation, and with no less than 10
years of gredited service, is eligible for annuity of 30% of the
average compensation of the first 10 years of credited services
increased by 1% For every additisnal year of credited service in
excess of 10 years up to a maximum of 50% of the average
compensation. :

(Continued)
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THE COMMONWERLTE OF FUERTO RICO
JUDICIARY RRETIREMENT SYSTEM

Notes to Financial Statements

Plan Degerviption, Centinued -

Cocupational:

° surviving spouse - annuity equal to 50% of the partiecipating

employee’s salary at the date of the death.

° thildren - §10 per month for each child, minor or student, up
to a waxinow benefit per family of 75% of the participating
employee’s salary at the dake of the death. If no spouse
survives or dies while receiving the amnuity paymerts, each
ohild, 18 or undex, is eligible to receive an ammuity of 820
per menth ws To the attainment of 18 years of age or Lhe
completion of his/her studies.

Kon-occupationsl :
o The soncsibubions and inlerest acgumalated as of the date of

the death plus an amount squal to the annual compensaticn at
the time of the death.

Pogt-retirement:

] surviving spouse and child, 21 or under - up to 60% of the
retires’s pensiomn.

o Other desigmated by the vetiree - the excess, if any, of the
accum:lated contributions at the time of retirement over the
total snnuity benefits received before death, limited to &
minimum of 5500,

Rafundyg

A participating employee who ceases his/her employment with the

Commonwealth without right to a retirement anmuity has the right €4

a wefund of the contribubions to the System plus any interest
earned thereon.

Sontinued)

-12-
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THE COMMONWEALTH OF PUERTO RICD
JUDICIARY RETIREMENT SYBTEM
Notes to Financial Statements

Cost of Liwving Adjustment for Pension Benefits

Act No. 197 of 1997 provides, effective Januaxy 1, 198%3, for
inoreases of 3%, every threes vears, o©of the pensions paid by the
System %o those plan membsrs with three or more years of
retirement. The act requires further legislation ke graznt this
increase every bhree vea-g. To protect the financizl health of the
System the increase granted in 2002 is being financed through
grants from tle Beneral Fund.

Funding Policy

The contribution requirement to the System is established by law
and is not actuarizlly determined. Eequired contributicons consist
of 20% of applicable payroll For the employer and 8% for tha
participating employees, Commonwealth contributions should
ultimately cover any deficiengy Dbeuween Lhe participating
enployers’ aud enployees’ contributicns and the System’s pension
benefit obligations and administrative costs.

During fiscal year 2005 and 2004, the System received grants from
the General Fund of $372,000 for each year to cover special laws.
The grants are acoounted as & reduction of penefibts payuents.

Caleulaticns of the present wvalue of benefics under the System were
made by consulting actuaries as of June 30, 2003, using the
projected unit ecredit actuarial cost meshod. Significant
assumptions uvnderlying the actuarial computations inelude: (a)
assumed rate of reluzn on investmenta of 8.5%, (B} masumed compound
rate of wage increases of 5% per yesar, and (c¢) assumed mortality
rate based on the Group Annuity Table for 1483,

The actuarial accrued liability was $166,732,000 as of June 30,
20032, At Jume 30, 2003, the unfurnded actuarial accrued liability
was approximabely $10<2,5521,000,

(Continued)

To-13-
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THE COMMONWEALTH OF PUERTO RICO
JUDICIARY HETIREMENT SYSTHEM
Motes to Finanecial Statements

fash and Invesumenss

Cash Depesits

AL June 3(, 2005, the svgregate carzrying amount of cash deposits
and cash equivalents held by the System was approximately $§1.8%
miliion, which incoludes $1.8 million =2t commercial banks, and §923
thousand abk the Goverzmuent Development Bank for Pusrto Rico {GDB)
reduced by &n overdraZt of $828 thousand gt Treasury Department of
the Copmonweslbh of Puerto Zieco, At June 30, 2004, the aggregate
carrying amount of cash deposits and cash sguivalents held by the
System was avvroximately $1.3 million, whish includes $1.0 million
at commarcial Dbanks, and $2.3 wmillion at GDBE reduced hy an
overdraft of $1.8 million at Treasury Department.

The following table presents the carrying amouwnt and the
aorresponding depositorsy bank balances as of June 30, 2005 and 2004
{in thousands):

- 2008
Carrying Depository
Amount Bank Balance
Deposits at commercial banks 5 1,804 1,804
Deposits with GDR 923 4,787
Depogits with Treasury Department _1828) 1,037
$ 1.899 1,628
2004

Carryiug Depository
Amount Aank Balance

Deposits at commerecial banks 5 1,025 1,028
Deposits with @DB 2,050 2,050
Deposite with Treasury Repariament {1.827) 1,194
$ 1,252 4,273
{Contineed)
-14-
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THE COMMONWEALTH OF PUBRTO RICO
JUDICIARY RETIBEMENT SYSTEM
Hotes Lo Finspcilal Statemenbs

Cash and Investments, Contimced

Cash Deposits, Continued

The $1.8 milllon and the 51.0 million deposited at commercial banks
for years 2005 and 2004, respechtively, are insured by kthe FPederal
Deposit Insurange Corporation up to S100,000 o collateralized with
securities held on behalf of the System by the Secretexry of the
Treasury of the Commonwesalth of Puerto Riesn, or the Secretary's
agent in the name of the Secretary.

he of June 30, 2005 ang 2004, furds deposibted abl GP3 for $4.8
million and $2.1 million, respectively, are uninsured and
unecollateralized.

Porsuant to present statutes, deposits of financial instikutions,
other than with $DB, shail be in banks desiemated by the Puerto
Ailco Secretary of the Treasury as depository ingtitution of public
funds. Such deposits are guarantesd by sufficient collateral under
the pame and custody of the Secretary of the Treasury.

AL June 30, 2005 and 2004, cash consists of depesits in barks and
ls categorized following the “Guide to Implementation of GASBE No,
3, “Depesits with Finaceial Institutions, Investments (including
Repurchase nAgreements), and Heverse Iepurchase Agreements®, as
amanded .

Deposgits wikhh finaneial dnstitutions are subject to custodilal
eredit risk when they are not covered by depository insurance and
have one ¢f the three following characteristics (GRSB-40,
varagraph B} :

L Uncollateralized (no sscurities are pledged to the depositor
govaernment) .
2 Collateralized with securities held by the pledging financial

fnseitulion,

= Collateralized with securities he=id by the pledging financial
institution, or by lts Lrust department or agent, but not in
the depository governmnenk's name.

{Cantinued)

gt
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THE COMMOMWEALTH OF PUERTO RICO
JURTOIARY RETIREMENT SYSTEM
Wotes to Financial Statements

Custodial Credit Risk Related to Deposits

Custodial cwedits ¥isk is the rigk that, in the evert of a bani
failure, the Svstem's depesits might mot be recoversed. As of Jone
30, 2005 and 2004, $5.8 million and $3.2 million, respectively, of
khe Syster‘sa depogit balance of $7.6 million and $4.3 willion,
respectively, was exposed to custodial credit risk since it was
uwninsured and vneoollateralized.

Investments
The following table shows the fair wvalue of the investments in

marketable securities held by the System as of June 30, 2205 and
2004 {in thousands): ‘

205
Weighted
avearago
Fair maturity
Invastment Type value (years)
U,8, Treasury securities 5 220 .04
U.5. Government sgencies sscurities 4,053 0.
Collateralized mortgage obligatioms 1,285 1.58
Corporate bonds i3,093 714
Domestic mutual funds 24,201 M/n
International mutual funds 11,116 N/h
Domestic corporate stocks 24,043 /A
Total $ 62,391 9.53
(Continued)
o
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THE CQOMMONWEALTH OF PUERTO RICO
JUDTOTARY RETIREMENT SYSTEM
Notes to Financizl Statements

Cash and Investments, Continued

Investments, Continued

2004
Weighbed
average
Fain makuzi by
_ Tnvestment Type Value {years)
T.5. Governmant agencies securitias 5 =,737 1.894
Collateralized morbgage cbkligations 1,821 2.24
Corporate bonds 15,224 B.S7
Ponestic musual funds 26,093 /A
Internaticnal mutual Furnds 9,862 n/n
Domestic corporate stooks 12,989 KSR
tal 5 53.736 12.15

Interest Rate Risk

In éaeonrdance wikh its invesbtmant policy, the System managas iks
exposure to declines in fair values by structuring the investment
portfolie so that securities mature to meet cash reguirements for
benefit payments, thereby avoiding ths need bto sell securities on
the open market prior Lo maturity. Investments in equity
securlities are not subject bo the maximum maturity velicy since
they do not garry a wmaturity date.

Credit Rigk

The System’s investment policy limits the investment in corporzate
debt securities bo the top ratings issued by nationally recognized
statistical rating organizations, The policy requires the debt
securities portfolic to maintain z minimum weighted average credit
guality of sither “AY dr boétber using elther Standard & Poor's or
Moody's credit ratings.

(Cortined)
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THE COMMONWEALTH OF PULRIC RLCO
JUDIAIARY RETIREMENT S8YSTEM
Wotes bto Financial Statements

Cash and Investments, Continued

Custodial Credit Risgk Related bo Investments

Investments held By finsneial institutidns are subject of custodial
credit risk when they ars uninsured or unregisterad securities,
These way be classified in one of the following three categories:

Cabegory A

Category B

Category C:

Uninsured and uwnreglstersd investments held by the
governmental entity or held by the governmental
entity's agent in the =zame of c<he governmental
antiLy,

Uninsured or unregistered investments held in the
name of the governmental snbity, but held by the
counterparty’s trust department or the counterparty’s
agant .

Uninsured and unregistered investments neld by the
counterparty, the counterparby’'s trust department, or
the counterparty’'s agent; but not held in the
governmenial entiby’s name,

As of June 30, 2005 and 2004, the System’s inovestmenbs held by
Einancial instituticns were expesed tH custodial eredit rigk as

Eollows:
2005 2004

Uninsured am urregistered
investmnents hoeld by the govermmental
entity’s agent in the neme of the
governmental entity. 5 639,391 Y, 748
Uninsured on unregistered
investments held in tke name of the
governnental entity, but held by the
counterparty’'s trust department or
Lhe pounterparty’s agenk. - -
Uninsured or unregistered
investments held by the
counterparsy, the counterparty’s
trust deparbment, or the
counmterparcy’'s agernt, bub not held
in the govermmental sntity’s name. = 4

$ 69,391 69,726

(Conzinued)
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THE COMMONWEAT.TH OF PUERTO RICO
JUDICIARY RETIREMENT SYSTEM
Hotes to Financial Statements

Cash and Imvestments, Continued

Concentration of Credit Risk

No dinvestment in any organization represents 5% or more of the
Systen's net assets held do wrust for pension benefits.

Securilies Lending Transachtions

The System entered into securitiss lending tranmsactions.,  The
System's securitbies custodian, as aygont, manages the Securities
lending program and receives liguid collateral. At June 30, 2005
and 2004, the collateral received represents 103.48% and 103,15%,
respectively, of the falr walue of Lhe securities lent.

Securities lending obligations for which collateral was received at
Juns 30, 2005 and 2004 consisted of khe following (in thodsands)

Fair Value

24005 2004
Securitiers Lent
U.8. Corporate Eonds 5 548 614
U.5. Eguity 2,641 3,135
Total § 3,185 3,743

The underlying collateral Sor these securities had a market valus
of approximacely 53,300,000 and £3,867,000 and was inveoted as
follows [in thousands) :

2305 2004

Asset Backed Commercial Paper 5 563 B.Ld
Reversae Repo 11.5. Agency Delivered 33s “

Reverse deno Governmant Delivered - 2,844
Reverse Hepo Mortgage Lacked Tri-party 15999 -

Maeter Mobe = £09
Total § 3,300 3,867

{Cortinued])
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THE COMMONWEALTH OF PUERTO RICO
JUDICIARY HETIREMENT SYSTEM
Notes to Financial Statements

Cash #nd Investments, Continued

Securities Lending Transactions, Continued

The Byscem has very low eredit risk exposure to borrowers. Tha
System's righus to collateral are defined in the contractual
agrecment . There is excess collakteral abowve 1005. Iz case of

borrower defaulz, the Syscew has immediate rights to ecollateral.
Borrowsr's oreditworthiness is alsc prosctively meviewed by the
Lending Agent.

Loang and Intereat Receivable from Plan Mewbeors

The compesition of loans and interest recelvable IZrom plan members
is summarized as follows:

2008 2004

Leans rTeceivable:
Mortgaoe 5 43,52% 48, 345
Fersonal 165,872 Llh,842
Cultural trips al, 664 42,467
Total loans to plan membors 240,080 207,854
acorued interest receivable _11,210 2,177

Total loans and interest _
receivable § 251,270  § 211.831

puring the year cended June 30, 2004, the System completed a
significant phase in the development and implementation of a new
computerized system for the accounting and management of loans.

The process allowed the determinabtion of the balance of interest

and charges receivable and the identification of loans that were
nct activated in the former system and in procass of activation.

(Continued)
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THE COMMOMWEALTH OF PUERTO RICO
JUDICTARY RETIREMENT EYSTEM
Notes to Financial Statements

Loans and Interest Receivable from Plan Mepbers, Costinued

The net effeckt of the process in the financial skstemerits of the
Bystem was recognized in fiscal year 2004 operations and amounted
approximately $217,000,

The loans receivables Zxom participants are substenbkially guaranteed
by the contributiens of participants and by other sources,
including wortgage deeds and any uwnresbricted amount remaining in
the escrow funds., In a2ddicvien; collections on losns receivaeble are
received through pavroll deductions.

Guarantes Insurance Reserve for Leans to Plan Members

The Bystem provides life insurance bthar guaranteesg the payment of
the outstanding principal balance of wmortgags, personal and

cultural Ekrip Jlozns in case of death of a plan member, This
covernge Ls paidé in its entirety by the plan members who chtzin
these loans ELrom the Bystem. The Llife insurance ratwes are

actuariaily determinsed and do nekbk vary by age, sex cor health
STATUS.

L e
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Year Ended
June 30,

2003
20022
2000
15999
19598
1587
1994

e notes to schedule of trend information.

THE COMMONWEALTH OF PUERTC RICO

SUPPLEMENTARY SCHEDULE

OF TRBEND INFORMATION

JUDICIARY HETIREMENT SYSTEM
Schedules of Contribwticns

{Dollar amount=s in Thousandg})
June 30,

Anmual
Required

Contributions

5 8,800
6,900
2,200
4,500
2,800
1,800
2,400

Zaxasg, Morazrant & Co,, CERONID PIRLIC ACCOUNIANTS

e o

Papraontage
Contributions Contributed
$ 5,536 80%
5,412 Te
7300 19
7,200 L6
6,100 218
5, 9400 311
5,500 225



SUPPLEMENTARY BUHEDULE
OF THEND ITNFORMATION

THE COMMONWEALTH OF PUERTO RICO
JUDICIARY HETIREMENT SYSTEM
Schedule of Funding Progress
{(Dollar amounts in thousands)

June 30, 2005

CARD, as @

Avbuarinl aActuaxial PeEraentags

Actuarinl Yalae Acoraed Unfundéed Arnual of Annual

Waluation e Plan Ligbiliky AR Fungod Covered Coverad

cace hAssata [ARL) PRAALD Rario  Fayxoll Payrolo
/172005 5 FL,7B1 5 165,733 § 164,951 37% s 25,711 108k
Ff1fa000 7,583 il I 1. ©2,103 43 20, 700 345
7/ 2000 52,800 235,800 §3,000 61 25, 7LD 208
Mfif1595 73,500 18,280 24,500 63 24, 300 <6l
7/1/1998 67,200 95, BL0 2&,400 70 18,0C0 il
1171597 57,300 76,500 18,200 75 18,000 e 17 |
Rf1i1z9g By, 0oo &3,100 1%.200 79 15,600 (]

See notas to schedule of trend information.
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SUPPLEMENTAWY SCHEDULE
OF THEND INFOEMATION

THE COMMONWEALTH OF PUERTC EICO
JUDICIARY RETIREMENT SYSTEM
Hotes Lo Scheduler of Trend Information
June 30, 2005

Schedule of Punding Progress

The Schedules of Funding Progress provides informatiom about the
funded status eof the 8ystem and the progress being made In
acoumulatbine sufficient asselbs Lo pay benefits when due. “he
informabion was obtadisned Ffrom khe last actuarial zeport as
of June 30, 2003.

Schedule of Contribmtions

The Schedule of Contributions provides information about the annual
required eontributions (ARC) and the extent to which conbributions
mada cover the ARC. The ARC is bthe annual reguired contribution
for the year calculaled In accordance with certain psrameters,
which include acruarial methods and assumptions.

The System’'s Schedule of Conbtribubticns includes bobh Conmonwealth’s
and particivating employee’s contributiens as bhs Commonwealth's
contributions, ultimately, should cover any deficiency betwsen the
participating employees’ contributions, the pension benefits and
the System’s administration costs.

The information was obtained from the last ackuarial repoxi
as of June 30, 2903,

hetuarial Dakta

The Informalien presented in the reguired supplementary schedules
was determined as part of the aatuarial valuations sk the dates
indicated. Starting July 1, 2001, the actuarial valuvation is being
performed every Lwo yesrs. Additionzl inforwation as of the latast
actuarial valuation follows:

Valuption Jate July 1, 2003
Aotuarial Cost Mechad Projected wniz gredit cost method
nrrortdsakion Mathed Leves pergentage of Lho groloctad pnyrnl]
Remzining Amcrbization Fericd 23 vears
fsaet Valuation Method Markel value
Aotuarial Assumptlons:

Investment zabe &F reburnr 8.5%

Projected salary inczeasest 53

Moztality Rate Sroup Annuity Table for 1233

cost of living adjustmenc Hone

* Includes inflation at 3.5%

Zivas, Morawzani & Co,, CERTIMIED PUBLIC ACCOURTANTS



b

I



