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Independent Awndilors’ Report

To the Board of Tiustees of the

Fmployee’s Retirement Systent of the Government of the
Commonwealth of Pucrio Rica

San Juan, Puerto Rico

We have audited the accompanying statements of plan net asscts of the Employee’s Retirement System of
e Government of the Commonwealth of Puertn Rico (the System) (a pension trust fund of the
Commanwealth of Pueito Rico) as of June 30, 2008 snd 2007 wnd the related statements of chunges In
plan net assels for (he years then ended, ‘These Onancial stalements are the responsibility of the System’s
management. Qur responsibility is to express an opinion on these financial stalements based on our

andlits,

We conducted our audils in accordance with auditing standavds genesally accepted in the United States of
America. 'Lhose standards require that we plan and perform the audit to oblain reasonable assurance
about whether the finmeial statements arg free of material misstatements. An andit includes examining,
on o test basis; evidence supporting the amounts and disclosares in the financial statements. An andit also
includes assessing the accomting principles used and significant estimales made by management, as well
as cvaluating the overall Nuancial statements presentation. We believe that our audits provide a

reasonable basis for onr apinion.

In our opinion the financlal statements referred to above present fairly, in all material respects, the net
assels of the System as of June 30, 2008 ond 2007, and the changes in its net assets for the years then
ended in conformity with aceounting principles generally sceepted in the United States of Amcrica.

The management’s discussion und analysis and the schedules of employers’ contributions, funding
progress and nufes fo supplementary schedules on pages 2 through 11, and 46 through 49 are not a
required part of the basic Tinancial statements but are supplementary information required by accounting
principles generally uccepted in the United Stales of America, We have applied cortain Himited
procedures, which consisted jincipally of inguires of manugement roganding the methnds of
measurement and presentation of the required supplementary information. However, we did not audit the
information and express no opinion on |t. e

Apl'ﬂ 27, 2009
Sun Joun, Puerio Rico
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Employee’s Retivement System of the Governmen!

of the Commonwealth of Puerto Rico

(A Pension Trust Fund of the Commonweadth of Puerto Rico)
Menagement 's Diseussion and dnalysis

Years Ended June 30, 2008 aned 2007

Introduction

The Fmployee’s Retirement System of the Government of (he Commonwealth of Puerto Rico (the
System) administers retirement and ofher plan member benefits, such as personal, cultural and mortgage
loans, oecupational ind non-oceupational disability annuities and death benefits. The System is a pension
ttust fund of the Commonwealth of Puerto Rico. Pension frust resowrces are only held in trust to pay
retirement benulits to plan memburs. The System presents the amual basic financial stalements and
provides a narrative discussion and analysis of the fndueial activities for the fiscal years ended June 30,
2008 and 2007, The Mnancial performance of the System is discussed and analyzed within the contex! ol
the ueeompanying busic linaneial statements and disclosures.

Overview af the Bosic Financial Statemen(s

The Munagenient's Discussion and Analysis intraduees the System'’s basie financial statements. The basiv
financial statements include: (1) Statements of Plan Net Assely, (2) Statements ol Changes in Mlan Net
Assets, and (3) Notes to the Basic Financial Statements. The System also includes additional information
to supplement the Busic Financial Statements.

Statements af Plan Net Assets and Stuteiments nf Clranigres fn Plan Nel Asxels

Roth these stutements provide information about the overall status of the System. The System uses
acerual basis of accounfing (o prepare its financial statements,

The Statements of Plan Net Assots Includes all of the System's assels and liabilities, witli the difference
reported as net assels held in trust for pension benefily, Qver (ime, increnses or decrenses in nel assets
mity serve as a useful indicator of whether the financial position of the System as 4 whole is Improving or
doteriorating.

The Statements of Changes in Plan Net Asscts reports changes in the System’s nel assets held in frust for
pension benefits during the year. All current year additions and decuctions are included regardless of

when cush is received or paid,
Notes fo Basic Financinl Statenenls

[he noles to the basic lnancial statements provide additional intarmation that Is essentinl for an
understanding of the data provided in the Statements of Plan Net Assols and Changes in Plan Net Assels,

Required Suppleinentary Information
The required supplementary intormation consists of lwo sehedules and related notes concerning the
funded status of the pension plan sdhninistered by the System.

Finaneial Hightiyhis

The System provides the retirement benefits (o employees of the Commeanwealth of Pyerto Rico. The
System has $5,600 and $2,931 million In total assets us of June 30, 2008 and 2007, respectively, This

amount consists of the following:



Employee’s Retivement System of the Government

of the Commonwealth of Puerto Rico

(A Pension Trust Fund af the Commonwealth of Puerto Rico)
Menagement s Discussion aidd Analysis
Years Ended June 30, 2008 and 2007

o $2,012 million in cash and short-term investments and acconnts seceivable
= 5927 million in leaps o plan members

o 342 million in private cquity investments

o §2,565 million in stoeks, bonds and notes

o 354 million in bond issue costs nud capital snd olher assels
i (heasminls)

LRETRETIES | -

KRR
2,500,000 - - =
2000000 | S e
[T Car
1000000 | S
300000 =
41,000 = e
i- : 10
Cashy, shat lerm ARl
lnvestimedis ol Logntoplan e “”
meeaunts wivinbes RIC- R Stk hoals S e
mcrivablo aml s Doumd Dt vvats,
vapdtad sood piher
[TASCEN




Ewmployee’s Retivemeni System af the Government

of the Conmmonwealth of Puerto Rico

(A Pension Trast Fund of the Commonwealth of Puerio Rico)
Meanaeement s Discussion and Analysis
Years Endedd June 30, 2008 and 2007

For fiscal year ended June 30, 2007, consists ol (e following:

o S448 million in cosh ond short-leem investiments wad weconnly receivable
o 3577 million in loans to plin members

o 548 million in privale equily investments

o 51,843 million in stock, bonds mmwl notes

o %15 million in capital and other aszels
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Employee’s Retirement System of the Government

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

Management s Discussion and Anclysis
Years Lnded June 30, 2008 and 2007

The following provides a comparison of certain items within the financial statements (amounts in

thousands):

Assoly
toash and short-term investenly
and total accounts receivable
Invesiments
Laoans do plan members
Bond issve cosls, capilal sssets and other
I'otal asscts

Linbiities
Accounts payable sud accried liahililies
Insurainee reseeva for loans to plan members
and investment purchosds
itond payable
Hend interest payabla
Other liabifities
Tuotal liabilities

Total net assets held in trust
{or pension banafits

Misely
Cash and shor-lerm investments
and total seeeunts receivable
Investinents
Loans o plan membues
Capital assets and ulher
Tetal nssets

Liubitities
Accounts payable sl accrued Habilitics
Inswrine reserve for loans to plan members
aned Investment purclmses
Line of credit
Other Nnkiltias
Tulal linbilities

Takal et assets held bu s
for pension benchits

Tulzil Total
Nallar Percentage
2008 2007 Change  Change
£ 2012043 447572 1,564,470 349.5%
2,607,798 | R90,567 17231 31.9%
are.831 T3 349517 60.3%0
51,595 15,847 17,7148 238.7%
5,600,260 24931400 A008,200 91.1%
930 10,125 (813%) -8.0%%
16,554 LI D8RG 5473 40 4%
2,042,184 - 2,942,184 100.0%%
2,181 — [2.181 T00.0%
12,016 18,388 (5,612) -30.4%
2,993,180 30,790 2053381 T2 7%
5 2607086 ZRDIS01 (284.4135)  -9.8%
Tatal Total
Pollar Percuntage
oy 2006 Change Change

3 447,572 163,651 281,92 | 173.5%
1,390,567 2,068,653 (178,086) -5.6%
577,314 328,552 48,762 0.2%
15,847 15,286 6l 3.7%
2,931,300 2,716,142 155,154 .67
10,125 G240 i79 U.5%
| 1,086 118,680 {1:47,600) -92.3%
— G000 (10,000) -100,0%,
18,588 iﬁ.ﬂ?‘i‘ 1,709 10.1%%
19,7549 234,311 {195,012) XN )
5 28 S 2,541,431 350,170 13.8%




Employee’s Retirement System of the Government

of the Commonweulth of Puerto Rico
(A Pension Trust Fund of the Commonwenlth of Puerto Rico)

Management’s Disenssion and Ancdysis
Years Ended June 30, 2008 and 2007

Additions
Contributions:
Umployers
Marlicipating employess
Other
Mot investment incoime {loss)
Other
Total additions

Deductions
Wetirement snd otler benefits
Refinds of contnbutinns
Cieneral and adminisiative
Tnterest on Bond payable
Other
rotal deductions

et increase (decrease) i nat assels

Additions

Contributions:
Lmployers
Partlelpating eniployuees
{Mher

tet inveslment income

Olher

Total ndiditions

Deduclions
Retirement and other benefis
Retiunds of confributions
General wnd administrative

(Hher
Totnl deductions

Met hitcrease in nat assels

Talal Tudal
Dallar Percentage

200H 2007 Change Change
§  IR0333 374,394 6,439 1.7%
45,0614 ¥38,791 6,821 2.0%
141,724 69,007 12,627 105.1%
(93,910} 433,570 (527,830) -121.6%
47,796 36,872 10,924 29.0%
822,057 1,253,124 (A31,007) -14.4%
968,202 824,753 143447 17.4%
40,366 33,303 7,061 21.2%
3610 249207 2,403 8.2%
46,4% - 6,996 0, 0%
19,253 15,687 3611 23.0%
1,106,472 90254 203,518 22.5%
5 (284,415) 350,170 (634,3035) -131.2%

Total Tukal
Nallar I"ereentope

2007 2006 Chnuge Change
P O34304 g8 (H.483) 2.2%,
338,791 342,697 (3,905) L%
69,097 15,495 534602 345.9%
433,970 202,810 141,154 4%.2%
36,572 39,954 {3,082) <7.7%
L8304 1,073,839 179,285 16.7%
331,658 i ] 27,343 4%
33,305 22373 10,932 A3.9%
29,207 24,534 673 2.4%
3,784 a,157 3,627 70.3%
902,954 860,379 42,575 A.5%
§  3S00T0 213460 136,710 64.0%




Employee’s Retirement System of the Government

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

Management’s Discussion and Analysls
Vears Ended .frme 30, 2008 and 2007

o The System assels execeded liabilities by $2,607 million (net assets) for the fiseal year reported
compared to the privr year, for which assets exceeded liabilitics by $2,891 million.

o  Rased on the last actuarial valuation at June 30, 2007, (he System funding ratlo of the actuarial
accrued lisbility is 17.2%,

o Loans o plan members amounted Lo $927 million ai June 30, 2008 compared to $577 million at Junc
30, 2007.

The basic financial statement of the System Tor the liscal year ended June 30, 2008 presents a decrease in
net asseis held in trust for pension benefits of approximately $284 million, This was mostly the wesull of
un inerease in cash and shori-term investments of 81,368 million and increase in the lair value of
investments and bond issue cost of $753 million. Both increascs were based on Ihe proceeds received us
a result of various bonds issuances during the currenl year. There wus also a net increase in luans and
interest recoivable from plan members of $350 million as the loan upper limils were raised from $5
thousand to $15 thousand for the personal loans and from $5 thonsand to $10 thuusand for the cultmal
trip lonns. The incrense in accounts reccivable of $198 million was mainly due to pmowils receivable
(rom various employers duc to the implementation of enrly retirement programs us deseribed in Note 2 to
the busic financial statements.  Finally, the net increase in total liabilities of $2,953 million was
pringipally dus to the issuance ol senior pension funding bonds in the amount of 32,942 million.

‘I'he System's net assets held in trust for pension benefits include employer and employee contributions as
well as investment income, Por [1scal year 2008, the employer and plan member contributions incrensed
by approximately $86 million, from §782 million during tiscal year 2007 to $868 million during fiscal
2008, which includes income réccived from early retirement contributions in the amount of 569 and $142
million, respectively, The System recognized a net depreeiation in the fuir value of investments of $211
million and a et apprecintion of $364 millian for fiseal year 2008 and 2007, respectively.

Also the tinancial statement of the System for the fiscal year ended June 30, 2007 presents an increase in
nelt ussels as compared to the fisenl yewr ended June 30, 2000 of approximately $350 million. This was
mostly the result of un inercase in the fair value of investments of 3317 million, increase in loans porttolio
of 849 million, increase in cash and shorl-term investments of $255 million, increase in accounts
receivable of $29 million and an nerease in labilities of $195 million, offset by the sale of the PRTA
Holdings Preferred Stock investment of $493 million..

For fiseal vear 2007, the cmployer and employes contribulions increased by approximately $41 million,
from $741 during fiscal year 2006 1o $782 million during fisenl year 2007, which includes income
veceived from early retirement in the amount of $69 and $15 miltion, respectively, The System
recognized u net appreciation in the fair value of investments of $364 and 5139 million for fisval year

2007 and 2006, respectively,
Issunnce of Bonds

The Board of Trustees approved the issumee of honds to increase the funds eurrently availuble Lo pay
pension benefits to certain of its bencficiaries. The total amount of the bond payable aimeninted to 52,942
wiillion as of June 30, 2008,



Employee’s Retivement System of the Government

of the Commonwealth of Puerio Rico

(A Pension Trust Fund af the Commonwealth of Puerto Rico)
Management's Discussion and Analysis
Years Ended June 30, 2008 and 2007

Financtal Analysis of the Spsten

Facing an wnstable market, in 2001 management identified the need for & portlolio restructuring. The
System’s partfolio moved from a very aggressive allocation of 75% toward equities to a controlled
allocation of & maximum ol 65% in cquities. T'o enhance the expected annual refurn, the stratepy
coneentrated in the allocation of 1 28% of the total portlolio to the plan members’ loans program with
only 7% assigned Lo a core fixed come strategy. Those loans actually provide a higher return and lower
risk in comparison (o bonds, mostly because the System has the ability to rise the interest rates charged,
the repayment comes from payroll deductions and the loans are gearanteed by plin members’
accumulated contribulivng.

The asset mix of the find generated @ fixed income ol approximately 10.59% and 10.32% for the yowr
ended June 30, 2008 and 2007, respectively. Uhe new assel allocation is the one that fulfills the System’s
needs and since it is more adequately biluneed, il provides protection in case of a markel downturn. The
assel allocation for Bquily is 51.64%, Tixed Income 38.47%, Cash 8.79% and Allertive Tuvestments
1. 10% as shown in the following chart:




Emplovee’s Retirement System of the Government
pioy .

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

Management's Divcussion and Analysis
Years Ended June 30, 2008 and 2007

Other Tuvestamenis and Transactions

At June 30, 2008 and 2007, the System held approximately §927 and $577 million, respectively, in loans
and interest receivable Trom plan members which represent 26% and 23%, respectively of the total
investment portfolio. As of June 30, 2008 these lonns consist of $116 million in mortgage loans, $7TH2
imillion in persenal foans, 337 million in cultural loans, 518 millian in acerucd interest receivablo, and 327
million in allowance for adjustnient and losses in realization. For the fiseal year ended June 30, 2007
these loans consist of $108 million in mortgage loans, $440 million in personal loans, 327 million in
cultural loans, $16 million in acerued interests receivable, and $14 milllon in allowance for adjustment
and losses n realization,

As of June 30, 2008 and 2007, (he System has participation in Limited Purtnership Investments for an
approximate valie of $42.3 and $47.8 million, respectively which represents 2% of the investment
portfolio for each year.

The System eams additional investment income by lending investiment securilies to brokers via its
custodlan's securities lending program. The brokers provide collateral to the System and gencrally wsed
the borrowed seeurity to cover shorl sales and fuiled trades. The cash collateral received from the brokers
is invested in order to earn Interest. For financial statements purposes, the amount of sceurities us of June
10, 2008 that was invelved in Hie securities lending (ransactions was presented with the required
disclosures, aceording to the eurrent governmenl ‘accounting pronouncements, For the fiscal year 2008
and 2007, income from the enstadinn seeurities lending avtivily amounted to approximately $349,000 and
5144000, respectively.

Foondineg Staruy

The System was created by Act 447 of May 15, 1951, and since ils inception it lacked proper planning
und the lovels of contributions were relatively low (and still remains low in comparison (o the leyal of
benefits). Besides, all retirement systents in pluce bofore 1951 were merged into the System, which then
had to ahsorb all their unfunded Liabilities. Aftenwards, in 1971, the benclils structure was cnhanced
however, without the appropriale incresse in the contribution levels. As more people joined the
govermunent labor force and then retived under the new enhanced benefit structure, the gap between the
assets available lo pay benefits and the actuarial obligation started ils slevping course.

In 1990, in an efforl o withstand the increase in the unfunded linhility, the benetit strecture was madified,
basically to deerease the benclits and to posipone the retirement age from 35 to 65 in order Lo provide a
structure more affordable. Also, the level of contributions was raised and the Act 447 was amended to
provide that any inerease in bunefils will require aetuarial studies and must state the financing souree,

Ten yeurs later, the steeping course of the unfunded lability required further action.  As a result, the
defined benefit plan was closed 10 new plan members joining the System on or afler January 1, 2000. To
provide a refirement alteniative, the Commonwealth created o defined contribution plan funced only by
employes’s contributions. The new plan is known as the Refirement Savings Account Program (System
2000). Under System 2000, the employers' contributions conlinue at the same level as the defincd benetit
plan, but are being used to fund the acerved netuurial Hability of the defined benefit plan that was closed.
Also under System 2000, the disability benelits are to be provided through a private insurnce long term



Employee’s Retirement System of the Government

of the Commonwealth of Puerto Rico

(A Pension Trust Fund of the Commonwealth of Puerta Rico)
Management's Discusslon and Analysis

Years Fnded June 30, 2008 and 2007

disubility program 6 those plan members that voluntarily elect to encoll in such program. On Septembey
15, 2004, Act 296 was enacted (o amond the dispositions on Acl 105 regarding disbursements and the
disability benefits progroni,  After the mmendment, any plan member that leaves public service muy
request Ihat the bakunce In histher savings nccaunt be trmsterred to u qualilied vetivement vehicle such as
any individual vetirement account ur a qualified retirement plan in Puerto Rico. Act 206 also provides
Mexibility on the establishment of the disubility prograny; but siill, the employees must linanee the

program,

Prosently, (he Fmployee's Sysiem comsists ol three different benefit structures, which are administruted
according o their specilications in the Act. For all plan members in the defined benefit plan, the level of
contributions established by law is 8.275% of the employee saliy. Under System 2000, employee's
contributions range from 8.275% to 10% of th salary, as specificd by the employee. Under ull structuras,
employers' contributions are stated by law at 9.275% of the ciployee salary,

On the other hand, the System'’s actuarial obligation continues its incrensing trend as a result of the
continuous inerense in the pensioners’ population and its longevity and the fact that incoming jiensioners
have higher snlaries and eonsequently, they ave entitled to even higher annuities. Since 1990, there huave
been no other increases in the employers or employees contibutions to cope with these faclors and
therefore, the level of contributions remains low in comparisan to the level of pension benefils.

Murket events plus the continuous inerease in the actuarial Hability had a negative vffcet aver the
System’s actuarfal unfunded liability, Based on (he last aetuavial valuation at June 30, 2007, the System's
funding ratio is 17.2%, the actumial obligation is 316,769 million, tolal uetvarial value of plan assety
amoynted to $2,891 million snd the untunded actuarial acerued liability Is $13.878 million.

'Fhe bottom line is that the capital markets by themselves cannot solve the System’s finding problem.
Somehow cupilal contributions must be lnereased andfor the liabilitics must be reduced. Mamagement has
come up with recommendations to improve the System's linancial health,  Among those stand out the
possibility to increase in employce’s and emplayer's contribution rates,

On February 27, 2007, the System's administration and the Government Development Bank for Puerto
Rico, acting as the System's fiscal agent, presented (o (he Board of “Trustees, a financial (ransnction lor
the isswance of pension funding bonds. ‘The System has authorized the issuance of one or more series of
bonds (the Bonds) in order to increase the funds corrently available to pay pension bencfits to certain of
its beneficiarics. The System will pledge future Employer Contributions to the payment of the Bonds,
invest (he proceeds of the Bonds and use fhese investments and the earnings thereon to provide such
pension henefils to its beneficiarivs, On Januury 31, 2008, the System issued the first series of Bonds,
which consisted of approximately $1,589 million aggregate principal smount of Senior Pension Funding
Bomnds, Series A (the Series A Bonds). On June 2, 2008, the System issued the second of such serips of
Rends, which consisted of approximately $1,059 million aggregate principal amount of Senior Pension
Funding Bonds, Series BB (the Serics T3 Bonds), Finnlly, on June 30, 2008, the System issued the third and
final of such series of Bonds, which consisted of approximately $300 million aggaregate prinipal amount
of Senior Pension Funding Bonds, Series C (the Scries C Bonds),

1



Employee's Retirement Systemn of the Government

of the Commonwealth of Puerto Rico

(A Penston Trust Fund of the Commanwealth of Puerto Rico)

Meanagement 's Disewsston and Analysis

Years Linded June 30, 2008 and 2007 -

Tnerease n Bengfits for Retlvees Established for 2008 and 2007

For fhe years 2008 and 2007, the Goverament of Puerto Rivo granted several henefits (o the System's
retirees to help them cope with (he increase in the cost of living, which consisted of;

o Increase in the minimum monthly pension benefit from $300 to §400, effective July 1, 2007.

o Increases of 3% in all pensions clicetive on July 1, 2007, but computed retronctively to Januwary |,
2007.

o Increase from $500 to $550 and to $600 in the Christmus Bonus for the ratires, effective in
Necember 2006 and 2007 respectively.

Following, the requirements estublished by Act | of February 16, 1990, these henefils are inanced
through legislative uppropriations from the Commonwealth with respeet to Centeal Government retirecs
ind finaneed by the municipalities and public corporations with respect to their corvesponding retirees.
There were no additivnal benelits tor tiscal year 2008,

Cupital Assets

The System’s investment in capital nssets as of June 30, 2008 and 2007 amounted to approximately 39.8
and 38,5 million, respectively, net of accumulated depecintion, Capital assets include lmd, builiing,
consfruction in progress, cquipment, furniture. The building consists in the fucilitics in which the System
has its operations.

Puring the year ended June 30, 2007 (he System invested approximately $1.4 million for construction and
remodeling the building facilities. This construction activily was financed through the operational budpet

ol the System.

Requests for Information

‘The financial report is designed (o provide a general overview of (he System's finances, comply will
related laws and regulations, and demonstrate commitmenl o public aceountability. Questions coneerning
any of the information provided in this report or requests for additional information should be addressud
to the Commonwealth of Puerto Rico Governmuent Employees and Judiciary Retirement Systems
Administration, 437 Ponce de Ledn Avenug, Hato Rey, Puerto Rice 00918,

11



Employee’s Retirement System of the Government

of the Commonweualth of Puerto Rico

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

Statements of Plan Net dssers
June 30, 2008 and 2007

Assels

Cash and short-ferm investments,
Deposits at commercial banks
Deposits with Treasury Duparhnent
of ihe Commaonwealth
eposits with Governmenl Development
Bk ol Pucrto Wicn:
Unresiricted
Hestricted
Deposits with Bank of Mew York
Total cash wnd shorl-term investmants

Investments!
Bonds and notes
Stocks
Private equily investments
Total investmenls

Total cash and investments

Bond issus cosls

Foans and interest reccivable from
plan members, net of allowance for
acjustments and losses in realization

Accounls receivable:

Bimployers

Commenwealth of Pucrto Rico

The Commonwealth ol Puerlo Rico
Judiglary Retirament Systein

Tnvestiment sales

Accrued interest

Oiher
Tolal seeounts receivable

Capltal assals
Ol fssets
Tutal pssets

See secompanying notes 1o basic financial statements.
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2008

2007

(in thousands)

#4439 41,365

23,009
54,438 266,633
1,320,224 2,310

194,819 5

1,677,014 310,308
538,787 149,639
2,026,717 1,693,144
42,294 47,784
2,607,798 1,800,567
4,284,817 2,200,875

35,4462
026,831 ST
216,167 117,420
854 4,615
16,714 5113
9,800 2,470
3,278 L9
58,210 4,527
135,023 137.264
9,810 8,476
82931 7,371
5,600,266 2,931,300
(Continged)



Employee’s Retivement System of the Government
of the Commonwealth of Puerto Rico
(A Pension Trust Fund of the Connmonwealth of Puerto Rico)

Statements of Plan Net Assels
JSune 30, 2008 and 2007

1008 2007
(in thousands)

Linbilitics

Deposits with Treasury Department

ot the Commonwealth $ - 1,566

Funds of mortgage loans and guarantee insurance
reserve for loans to plan members 3,863 8,914
12,690 2,172

Investment purchiases
Mccounts payable and accrued liabilities 9,310 10,125

Honds payable 2,942,184 —

Bonds interest payahle 12,181

Other liabilities 12,946 17,022
Total lubilitics 2,993,180 39,799

Net assets held in trust for pension benefits $ 2,607,086 2,891,501

(Coneluded)

See accompanying notus Lo basic financial statements.
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Employee’s Retivement System of the Government

of the Conmmonwealth of Puerto Rico

(A Pension Trust Fund of the Commeonwenlth af Puerto Rico)

Statenents of Changes in Plan Net dysels
Yeors Ended Jmlt.f 30, 2008 and 2{?{}?

Additions:
Contributions:
Employers
Participating employess
Enrly rétirement
Other special Iaws

Investiment (loss) income:;
Mel (depreciation) appreciation of investments
Dividend income
literest incom

Less: Invesiment expense
Net Invesiment (foss) income

lnsurance premiums on foans to plan members
Ciier Incomy

T'otal additions

Deduclivns:
Annuitics
Benefits wider othey special laws
Death benelits
Refinls of contributions:
Employers
Parlicipating employees
Insurance ¢lalins on loans to plun members
Interests on bunds payable
General and administrative
Otlher expenies
Tmal deductions
Net (decrease) ncrense
Met assets el in teust for pension kenefits:
Beginning of year

End of year

See accompanying notes (o basie financial statements,
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008

007

{in thousands)

$  3K0,83) 374,394
35,614 338,701
141,724 ﬁf};ﬂﬂ?
16,789 17,000
84,960 7949, 282
{2!3,356} 36d, 185
10,347 14,494
115,763 68,231
(87,246) 446,910

6664 12,840
(*}'3.‘3'10} 433,970
6,197 2,411
24,810 17,431
822,057 1,253,124
932,701 793,881
16,789 17,000
18,712 13,472
3,020 5,296
37,346 28,009
1,042 2118
16,996 —
el 20207
13,206 13,569
I, 106,472 902,951
(284,415) 350,170

2891501 2,511,331

§ 2,607,086 _ 2,891,501




Employee’s Retivement System of the Government

of the Commonwealth of Puerto Rico

(A Pension L'rusi Fund of the Commonwealth of Puerio Rico)
Notes to Basic Financial Statenvents

Years Enced June 30, 2008 and 2007

1. ORGANIZATION AND SUMMARY QF SIGNIFICANT ACCOUNTING POLICIES

The Fmployes's Retirement System of the Government of the Commonwealth of Puerlo Rica (the
System) was ercated by Act No. 447 on May 15, 1951, ‘Lhe System began operations on January 1,
1952, at which date, contributions by employers and participuling vmployees commenced. The
Systam is a pension trust fund of the Commonwealth of Puerlu Rico {the Commonwealth), The
Systum, as & governmental vetirement plan, is excluded from the provisions of the Employee
Retirement Income Security Act of 1974 (ERISA).

‘e responsibility for the proper operation and administration of the System is vested on the Board of
Trustces, composed of two parlicipating employees and one pensioner, who are appointed by the
Governor of the Commaonwenlth, Also, there are four Commonwealth  government sgeney
representatives which are the Scerctary of the Treasury, (he President of the Government
Develapment Bunk Tor Puerto Rico, the Executive Dircetor of the Commomvealth's Thiman
Resources Office (ORTIELAY, and the Municipal Alfairs Commissioner,

The following are the significant accounting policics followed by the System in fhe preparation of its
finuncial stalcments:

Basls af Presentation

The necompanying basic financial stalements have been prepured on (he acernal basis of accounting
in accordance with the provisions of Governmental Accounting Standards Board No. 25 (GASR No,
25), Financial Reporting for Defined Benefit Pension Plans and Nute Discloswres for Defined
Confribution Plans ws amuided by GASE Statement Mo, 50, Pension Diselosures. Parlicipating
employees and employer's contributions ure recognized ns additions In (he perind in which the
employee services are rendered, Amnuities and refunds are recognized as deductions when due and
payable in nceordance with the terms of the plan.

During the year ended June 30, 2007 the System adopted the provision of the Statement of
Clovernmental Accounting Standards Board No. 43 (GASB No. 43), Financial Repmting for Post-
employment Benefit Plans Other Than Pension Plans, the objective of which is ko establish uniform
standards of [inancial reporting by stite and loval govermmental entitivs for other past-employment
benelits plan. ‘This statement provides standards for measnrement, recognition and display of the
asset, liabilitivs, net asscts and changes in net assets and for related disclosnre.

During the year ended June 30, 2008 (he System adopled the provisian of the Statement of
Gavernmental Accounting Standards Bourd No. 45 (GASI No, 45), decounting and Financial
Reporting by Emplayers for Post-employment Bengfits Other than Fensians, the abjective of which fs
to establish standards for the measurement, recognition, and display of other post employment
henefits (QPER) expenditures and reluted nssels and liabilities, note diselosures, and, il applicable,
required supplementary information (RS1) in the finnneinl reports of stite and local governmental
employers. Also, the System adopled the provision of the Statement of Governmentil Actounting
Sinndards Board No, 48 (GASDE No. 48), Sales and Pledges of Receivable wnd Future Revennes and
Intra-Equity Transfers of Assets and Frtire Revenues, the objective of which is to estublish uniform
criteria for finameial reporting by state and local governmental entilics on whether to repurt thuse
Lypes of Iransactions as a sale or as a collateralized borrowings resulting in a liability,
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Employee’s Retivement System of the Government

of the Commonwealth of Puerto Rico

(A Pension Trust I'und of the Commonwenlth of Puertn Rico)
Motes to Hasic Finanelal Statements
Years Ended June 30, 2008 and 2007

Use of Extinuites

The preparation of financial statements in conformily with accounting prineiples penemlly accepted
(GAAD) in the United States of America requires management to make estimates and assumptions
that affeet the reported amounts of net assets held in trust for pension benefits, und diselosws of
contingent assets and liabilities at the date of the finuncial statements and the reporied amounts of
additions and deductions to net assets held In trust for pension benefits during the reporting period.
Actual resulis could differ from those estimates,

Cash and Shori-Verm Tivestiients

Cash and shori-term investments consist of overnight deposits guaranieed by the custodian bank, and
certificates of deposits in Government Duvelopment Bank for 'uerto Rico (GDR) and a commercial
bunk. Restricted cash deposited with GDR consists of payments vreceived from morlgage loan hotders
administered by the mortpage services in the servicing of loans (¢scrow accounts); expired ehecks not
claimed by (he plan members, restvivied for repayments, and proceeds of the issuance of the Series A
and B Bonds restricted for investmen! purchases,

Tirvesirrents

Investments are earcled at [air value, except for certain mortgape notes, which do not have readily
determinuble Taie values. The fair value of notes, bonds and stocks is based on quotations obtained
from national seeurities exchanges. Sceurities transactions are accounted for on tlie (rade data,

The alternutive Investments have as assels, securifics whose values have been estimated by the
corresponding general purtner or Tind manager.  Market values arc not available. ‘The estimated
values may differ signiticantly from the amounts that could be obtained from dispositions or formal
wetive markets if were available,

Morlgage notes acquired from third parties are held 1o muturity and are not readily markctable.
Consequently, these are earried at amorlized cost,

Loaus fo Plan Members

Maontgage, personal and cultural wip loans Lo plan members are stated af (heir outstanding principil
balanee. Maximum amonnts that mey be gianted to plan membus for mortgage, personal and cultural
trip loans are $100,000, $15,000 and $10,000, respectively,

The System services mortgage loans with apgeegate principal balances of approximately $10.4 and
$11.9 million at June 30, 2008 and 2007, respectively, reluted W cerlain moitgages louns sold to
Federal Nationul Morlgage Association (FNMA) for a fee of 25%, ‘The income lor 2008 and 2007
amounted to $21,672 und $30,622 respectively, and is recognized as interest income in the
accompanying statcment of changes in plan nel asscts.

In addition, ns of June 30, 2008 and 2007, the System repurchased approximately $56,126 and
$51,000, respectively, In mottgage loans that weve sold during fiscal year 1998 to FNMA. The sale
contract stipnlates that the System must repurchase any loans with payments In arrears over 90 diys.
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Employee’s Retirement System of the Government

of the Commonwealth of Puerto Rico

(A Pension Trust Fuud af the Commeonwealth of Puerto Rico)
Nates to Basie Finaneiol Slatements
Years Fnded June 30, 2008 aind 2007

Tusurance Premiums, Claimy and Rexerve for Life Tnsurance on Loans to Plan Members

Preminms eollected and benefits claimed are recorded as additions and deductions, respectively. The
gumrantee insuranee reserve for life insurance on laans to plan members is revised each year and
adjusted accordingly based on the annual higher claim amount of a five year period increased by a
management determined percentage.

Coapital Assely

Capital assets include building, fumitere and cquipment, capital leases and conslruction in progress.
‘Lhe System delines capltal assets as assets, which have an initial Individual cost of 5300 or more at
the date of acquisition and have a useful life equal 1o or in excess of four years, Capital assuls are
recorded at historical cosl or al cstimated historical cost if ectual historical cost is nol available,
Monated capital assets are recorded at their estimated fair value at time of donation,

Cupital assets are depreciated on the straight-line method vver the assels estimated usetul lite, There
s no depreciation recorded for construction in progress. The estimated vseful lives of capital assets
are as follows:

Years
Building 50
Duildings improvemeants 10
Equipment, furniture, fixtures, and vehicles 5-10

During the year ended June 30, 2007, the System adopted the provisions of Statement o
Governmental Accounting Standards (GASB) No, 42, Adccownting and Financial Reporting for
Tpaivment of Capital Assvets and for fnsurance Recoverdes, which estublishes that, generally, an asset
is considered impaived when ils service ulility has deelined signiticantly and unexpectedly, and the
event or change in cireumstances s outside the normal life cycle of the assel, Management is then
required to determine whether impairment of an assel has ocenrred. Impaired capital assets that will
no longer be used by the government should be reported at lower of carrying value or fair value,
Impatrment losses on capital assets that will continne to be used by the government should be
measured using the method that best reflects the diminished service ulility of (he capital asset,
Impairment of capital assels with physical damage generally shonld be measured using o restoration
cost upproach, an approach that use the estimated cosl (o restore the capital asset Lo identity the
portion of the historical cost of the eapital asset that should be written off. Management assessed and
determined that no impairment adjustment was deemed necessury.

Futnre Adoptlon of Aceonnting Proneuncemenis

"The (GASB has issucd the Following accounting standurds that have effcelive dates after June 30,
2008:

o (GGASB Statement No. 49, dceounting and Financial Reporting for Pollwtion Remediation
Qbligations, which is effeclive for [iscal years beginning after December 15,2007

o (JASB Statement No, §1, Accounting and Reporting for hitangible Assets, which is effective for
Miseal years beginning alter June 15, 2009,
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Employee’s Retivement System of the Governmnent

of the Commonywealth of Puerto Rico

(A Peasion Lrust Fund of the Commonwealth of Puerto Rico)
Neatas to Basic Finanelal Stotenients
Years Erided Junie 30, 2008 quel 2007

o GASDH Statement No. 52, Fand and Other Keal Fstate Held a5 Invesimenis by Endowments,
which iz effective for fiscal years beginning uller June 13, 2008,

s GASB Statement Nu. 53, dccownting and Financlal Reporting for Darivative Instruments, which
is etfective for fiscal years beginning aller June 15, 2009,

The impact of these statements on the System's basic financial stalements has not yef been
determined.

2. PLAN DESCRIPTION

The System is u cost-sharing multi-ciployer detined benelit plan sponsored by llie Commaonwealth,
public corporations and municipalitles of Puerto Rico. Substantially all full-time employees of the
Commonwealth and its Tnstumentalitios (Commonwealth Agencies, Municipalities and Public
Corporatlons, including e System) are covered by the System under the terms of the Act No. 447 of
1951, All regulur, appointed and temporary cmployees of the Commonwenlth at the dunte of
employment become plan members of the System. The System is aptional for Commonwenlth
officers appointed by the Governor wnd Head of Agencies,

Al June 30, 2008 and 2007, membership consisted of the following:

__ 2008 007
Retirces and beneficiuries
curtenily receiying benefity 102,614 09,851
Current participating employees 103,230 107,256
Total membership 208,844 20107

The plan members of the System, other thin those joining the Systein alter March 31, 1990, are
cligible for the benclits described below:

Rerfeenent Aunuffy

Plan members are cligible for a retirement annuity upon reaching the following uge:

Palicemen and Firclighter:

S0 with 25 years ol evedited service
58 with 10 years of credited service

Oiher Employess:

55 with 25 yewrs of eredited service
38 with 10 years of credited service

Plan members are eligible for menthly benetit payments determined by the application of stipulated
benefil ratios to the plan member’s average compensation. Average compensation is computed bascd
on the highest 36 months of compensation recognized by the System. The annuity, for which a plan
meiniher is eligible, Is limited to n minimum of $400 per month and & maximum of 75% ol the

average compensation,
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Employee’s Retivement System of the Government

of the Commonweualth of Puerto Rico

(A Pension Lrust Fund of the Commamwealth of Puerto Rico)
Notes to Buasic Finonclal Stedemenis
Years Em!'e_d_‘-’mm 30, 2008 wned 2007

Merit Annnity

Plan members are eligible for merit annnity with a minimum of 30 years or more of credited serviee,
"The annuity for which tle plan member is eligible is limited to a minimum of 65% and & maximum of
15% of the average compensation,

Deferred Retivement Annuity

A participating employee who ceases lo be an emplayee of fhe Commonwealth after having
aceumuluted a minimum of tn years of eredited service qualifies for retirement benefits provided
hisfher contributions 1o the System are lef within the System until attainment of 58 years of age.

Cooritnated Plan

On (he Ceordinated Plan the participating emplayee contributes a 5.775% of the monthly salary for
tie Tirst $550 and 8.275% for the cxcess over $550. By the time the employce reaches 65 years old
and hegins Lo recelve social security benefils, the pension benefils arc reduced by the following:

o $165 per monil il retired with 55 years of uge and 30 years of credited service
o $110 per tonth it retired with less than $5 years of age and 30 ycars of credited service.
o All other hetween $82 nnd 100 per month

¢ Disability annuitics under the coordinated plan wre also adjusted al age 65 and i sonie cases cin
be reduced over $£165 per month

Non-Coordinated Plan

On the Non-Coordinated plan the participating employee contributes an 8,275% of the monthly salary
el dous not have any change on the pension benefits upon receiving sacial securdly benefits.

Reversivnary Annnity

A plan member, upon retirenient, could elect o receive 4 reducad retivement ity giving one vl
more benefil payments ta histher dependents. The life ammity payments would start afler the death of
the relirce for an amount not less than $240 yearly or greater than the sonuity payments being
received by the retiree.

Oceupativnal Disalility Amwnnity

A participating employee, who as a direct resull of the performance of hisfher nceupation is lotally
and permanently disabled is eligible for a disability amuily ol 50% of the compensation received at
the time of the disability.

Non-veenpatinnal Disabifity Annuily

A participating employee totally aml permanently disabled for causes nol related to hisfher
accupation, and with no less tian 10 years of creditel service, is eligible for an anmuity of 1.5% ol the
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Employee’s Retivement System of the Governnient
pio, 14

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

Notes to Wasic Financiol Statements
Veors Enged Junie 30, 2008 qured 20007

e . ——

average compensation of the first 20 years of eredited services increased by 2% for every additional
year of credited service in excess of 20 yeary,

Death Bengflty

Qeeupational;

¢ Suryiving spouse - annuity equal to 50% of the parficipating employee's salary at the date of the
danth,

s Children - $10 per month for cach child, minor or student, up to a maximum benelit per family of
100% of the participating employee’s salary at the date of the death. 1T no spovse suivives, or
dies while reeciving the annuity payments, each child, age 18 or under, is cligible o receive an
annuity of $20 per month up o the atainment of 18 years of age or the completion of his/her
studlies,

Non-voeupalivual

s Beneficiary - the contribulions and interest accumulated as of the dute of the death plus un
amount equal ta the annual compensation at the time of the death.

l'ost-retirement:

o Beneficinry with surviving spouse age 60 or over and child, age 18 or under, up to 50% (60%, if
ol covered vnder Title 11 of the Social Security Act) of retives's pension or otherwise the excess,
it any, of the accumulated contributions at the lime of reliroment over the total annuity benefits
vecuived before death, Himiled to a minimum of $750.

Refronls

A parlicipaling cmployee who ecases his/her employment with the Commonwealth withoul right to a
retirement annuity has the right o a refund of the confributions to the System plus any interest earned
thereon,

Amendments to Benefits Stracturé for Plan Members Wlio Joined the System on or Afler Aprll L,

1990;

Aet No. | of Febroary 16, 1990 made certain amendmems applicable to new participating employees
joining the System effective April 1, 1990, These changes consist principally of an increase in the
retirement age from 55 to 65, a decrease in the benefit percentage of the average compensation in the
occupational disability and occupational death benetits annuities from 50% to 40%, wnd the
elimination ol the Merit Annuity for participating employees (except policemen and firemen) who
have completed 30 years of creditable service.

Cost of Living Adjustment for Pension Benefits

Act No. 10 of May 21, 1992 provided for inoreases of 3% every three years, of the pensions paid by
the System to those plan members with three or more yenrs of retirement “The Act requires further
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Employee’s Retirement System of the Government
PLO) 3

of the Connmonweunlth of Puerto Rico

(A Pension Trust Fund of the Commonwealth of Puerto Rico)
Nertes to Bayie Finencial Slatements
Years Ended Juna 30, 2008 wnid 2007

legishution to grant this increase overy three years, subject to the presentation of setunrial siudies
reparding its costy and the source of Mnancing. Since fiscal year 1992 to 2007 there have been other
acts addressing the cdst of living adjustment (COLA) s Aet No, 207 of August 13, 1995, Act No.
221 of August 9, 1998, Act No. 40 of June 13, 2001, Act No 157 of June 27, 2003, and Act No, 35 of
April 24, 2007.

On April 24, 2007 the Governor sipned the Acl No, 35 to provide for an increase ol 3% of the
pension paid by the System to those plan members which monthly pension is less than $1,250,
citective vn July 1, 2008,

Tor protect the financial health of the System, the inereases granted pursuant to the above laws are
heing Tnanced (through uppropristions  from  the Commonwealth and  contributions  frum
municipalities and public corporations,

Otlrar Benefls Granted

For fiscal years 2003 to 2007 the Commonwsalth of Puerlo Rico granted additional henefits to the
System's retirces. As of June 30, 2008 these invrvases are heing luwled through special
approprintions from the Commonwealth for the amount corresponding to the Commonwealth
agencies and by contributions from the public corporations and municipalities.

Early Retirement Programs

During fiscal year 2001 the Commaonwealtl granted three adiitional retivemcnt programs through Agt
No. 370, dated December 317, 1999, Act No. 119 dated July 137 2000, and Act No, 174 dated
August 127, 2000, These ncts applicd to employees of the Municipality of San Juan, employees of
the Statc Insurance Fumd Corporation and the employees within the three branches of the of the
Commanwealth of Puerto Rico, respectively. These early retirerient programs ended in fiscal year
J006, time in which the lotul employees became fully beneficiaries of the System. ‘o uvoid any
ceonomic impaet on (e System, the empluyers were responsible for contributing to the System the
amounts (o cover the benefil payments and the employer and employes contributions with respect to
flie plan members vovered until reaching the normal retirement ago.

During fiscal year 2007 the Commonwealth issued the Act No. 273, dated December 21, 2006, to
implement an early reticement program for the employees of the Puerto Rive Tourism Compuny
(Tourism). Also the Municipality of San Jumn issued the Resolution No. 41, dated November 17,
2006, which provided also, an ealy retivement progeam for the municipalities’ employees. ‘the
actuarisl cost of the implementation of the arly retirement program of Tourlsm and the Munigipality
of San Jumn would be paid by ench entity prior to the implementation of the program,

As of June 30, 2008, there is $2.8 million as receivable balance from FRINDCO's early retiremunl
program from the year 2005,

Duving fiscal year 2008 the Commonweultil issued the Act Mu. 70, dated July 13, 2007, to implement
an early retirement program for the emplayees of the Puerto Rico Revreation Development, The
Municipality of San Juan based on the Resnlution No. 41, signed an agreement dated May 3, 2008,
which provided an early retirement program For the municipalities' employcees. Also, the Government
Povelopment Bank of Puerto Rico (GDN), including its subsidiaries, the Puctlo Rico Infrastiuctore
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of the Commaonwealth of Puerto Rico
(A Pension Trust Fund of the Commonwealth of Puerfo Rico)

Noates fo Basic Financial Statements
Years Ended June 30 2008 and 2007

Financing Authoilty and the Puerte Rico Housing Financing Authority, implomented an early
retirement program for its employee’s under the Act No, 188; dated December 12, 2007, The
Recreation Development of PR alroady made two payments and would reimburse the remaining
balance on annuities and ofher benefits paid by the Systom in three installments on each July 31
starting on 2009 through 2011, The actuarial cost of the implementalion of flie early retivement
progrim of the Municipality of San Juan waould be paid by the Municipality prior o the
implementation of the program during a five year perivd, In addition, GDB woull reimburse the
annuitics and other benetits paid by the System inmediately upon invoiced,

Amendment to Act No, 447 Effective January 1, 2000 o ereate o Defined Contribution Plai:

On Seplember 24, 1999, Law 305, an amendment to Act No. 447 of May 15, 1931, which ereated the
System, was enucted 1o establish a detined contribution plin, known as System 2000 1o cover
employees joining the System on or alter Junwary |, 2000,

Fmployees participating In the current system as of December 31, 1999, were allowed to eleet cither
lo stay I the defined henefit plun or transier to System 2000. People joining the public sector on or
after January 1, 2000, are only allowed to become members ol Systen 2000, System 2000 is & hybrid
defined contribution plan, also known as a cash balance plan, Under this new plan, there will be a
pool of plan assets, which will be invested by the System, together with these of the curvent defined
henefit plan. The Commonwealth will not guarantes benufits ol retirement age.

The annuity will be bused on & Tormula which assumes that each year the employee’s contribution
(with o mininmim of 8.275% of the employee’s sulary up to a maximum of 10%) will be invested as
instructed by the employee in un account which cither: (1) eurns # lixed rate based on the two-year
Constanl Muturity Treasury Motes or, (2) cuns a rate cqual lo 75% of the relurn of the System’s
investment portfolio (nel of management fees), or (3) sars a combination of hoth alternatives. Plan
members receive perindie account statemunts similar (o those of defined contribution plans showing
their acerned bulances. Disability benefits are not granted under System 2000 rather shoukd be
provided to those plan membars that voluntarily cleet to participate in a privale insurance long-term
disablility program. The employurs’ contributions (9.275% of the employee’s salary) with respect 1o
amployess under System 2000 will continue but will be used to fund the defined benellt plan, System
2000 will rediice the retirement age from 65 years to 60 for those employees who joined the current
plan on or afler January 1, 2000,

At June 30, 2008 wnd 2007, System 2000 membership within the System’s total menbership
consisted of the following:

2008 07
Cuireent partictpating employees 69,440 (9,581

3. TUNDING POLICY

The contribution requirement to the System is established by law and s not actiarially determined.
Required cmployers' contributions consist of 9.275% aof applicable payroll in the cases of
municipalities, central government and public corporations, Requingd employee contribution consists
of 5,775% of the first $550 of the monthly salary with the excess at 8.275% for he coordinated plan
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and 8.275% of the lotal monthly salary for paiticipating employee’s contributions for the non-
coordinated plan. Commonwealth contributiony should ulthmately cover any deficicnicy between the
parlicipating employers’ and employee's contributions and the System's pension benefit abligations
and general and sdministralive deductions,

The System reesived from the Commonwealth $134.9 and 31179 million in 2008 and 2007,
respectively, to cover special laws. The addiiional contributians ave ncoounted as reduction of benafits
payments, excepl for approximately $16.8 million and $17 million in 2008 and 2007, respectively,
which are feceived under the provisions of Luw No. 127 of 1958 that covers the vceupational
disability of firefighter, policemen and other pursonnel disabled during high risk circumstances.

The System, hesides the contributions reveived from plan members and employers, also. reeeives
legislative appropriations from special laws to cover additional benefits and the increase in henetits to
retired cmployees. In the past years there have been laws tlal granted additional benefits; such as,
summer and Christmas bonuses, medical plan contributions, and various increases in cost of living
allowances (3%), among others. Most of the funds used to cover these benefits are budgeted by the
Commonwenhth through Isgisiative appropriations.

Actnarial Information

Calculations of the prosent value of benefits under the System were made by consulling actuarics as
of June 30, 2007, using the projected unit credit actuarial cost method, with straight proration based
on service to decrement. ‘The signifivant sssumptions wnderlying the actuarial computations include
(#) assumed rate of return on investments of 7.5%, (b) assumed projosted silary Inercases of 3%, (no
increases in 2009-10 and Z010-11) () assumed projecled payroll growth of 2.5%, (d) assumed
inflation rate of 2.5%, (c) assumed cost of living adjustments of .99% annual COLA to approximale
1% (rlennial increases (COLA is only applied to members covered under Act 127 who bhecome
disabled or die in the line of duly), nnd {e) assumed mortality as follows:

o Pre-Retivement Mortality — RP-2000 Employee Morlallty Rates for males and females,
projected on o geperational basis using Scale AA.

o  Post-Retivement Healthy Mortality  gender specitic rates based on a study of Syslem
mortalily cxperience during the period from July 1, 2003 1o June 30, 2007 projected on a

gonerational basis using Sealy AN,

o Post-Retivement Disabled Mortality — RI-2000 Disabled Annuitant Mortality Rates, without
[rajection,

As of Tune 30, 2007 the actuariol seerued liability and the unfinded actuarial acerued linbility were
approxinutely $16,769 and $13,878 million, respectively.

The Legislature of the Commonwealth enacted Act No. | of Februmy 16, 1990 to Improve the
solveney of (he Systam for the next 50 years. Among other pravisions, the legislation increased the
level of contribulions to the System, reduced the benefits fur new pmticipating employees and
inereascd the retivement age from 55 (0 65 years. Further, through Act 305 of Seplomber 24, 1999,
the defined benefit plan was closed and a defined contribution plan was ercated (as deseribed in Nole
2) for all plan members who started working for the Commanwealth offective Janwary |, 2000 or
ulter,
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As an employer, the System has contribuled 31,578,000 and $1,525,000 which represented its
contrnctunlly required contribution for the years cndid June 30, 2008 and 2007, respectively.

4. FUNDED STATUS AND FUNDING PROGRIESS

The funded status of each plan as of June 30, 2007, the mos! recent actuwriul valustion date, s as

follows (in thousunds);

Unfunded
Actmirial Actuarial Actuarial UAAL s 1
Actnarial ¥alue Aceried Acciued Pereentage
Yaluation of Mlan Tinhility Linbility Fumiled Annual of Annal
Daie Assets (AAL) {UAAL) Ratio Sulnry Sitliwy
Juz 30, 2007 h] TR91,301 16,769,512 (RETERR] 17.2% 4,246,409 316.5%

The schedule of funding progress (see page 48), presented as required supplementary information (RS1)
following the noles o the fnancial statements, present multilayer trend information about whether the
actuarial vahues of plan asscts are increasing or decreasing over time relative to the AALs for benefits.

Additional information as of the Intest aciuarial viluadion is as [ollows;

Valuation Date
Actumrdal Cost Method

Amortization Method
Remaining Amortization Periad
Assel Valuation Method

Actuarial Assumptions,
Investment rate of retum

Prajected salary invrenses
Projected payroll growth
Inilation

Moartality rate

June 30, 2007

Prajected nnit credit actuarial cost method; with straight
provation based on service to decrement

30 years closed, level dollar
30 years
Market value of assets

7.50%

3.00% (no Inereases o 2000- 10 and 2010-11)
2.5%

2.5%

Pre-Retivement Modality - BRI-2000 Employce Modality
Rates, for males and tfemales, projeeted on a generational
basis using Seale AA,

Post-Retivement 1lealthy Mortality - gender specilie
rates based on @ study of Syslem mortalily experivncy
during the period fram July 1, 2003 to June 30, 2007,
projecied on a genertional basis using Scale AA.

Post-Retirgment Disaliled Motiality - RP-2000 Disabled

Annwitant Motality Rales, withoul projection,
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Cost of living adjustiment 09% amual COLA to approximute 3%  triconial
increnses (COLA is only applicd 1o members coverwl
under Act 127 wha bzcome disabied or die in the line of

duty).

5, CASH AND INVESTMENTS
Custodial Credit Risk Related to Deposits

As of June 30, 2008 and 2007, the System's custodial credit risk was approximately $1.4 billion uid
$275.4 million, respectivaly, related to the bank balance of cash and short-term investments deposited
in GDB. These deposits are oxempt from the collateral requirement cstablished by the
Commonwealih,

Custodial credit visk is the risk that, in an event of a bank Gilure, the System's deposils might not be
recovered. ‘The Commonwealth requires that public funds deposited in commereial banks must be
fully collateralized for the amount deposited in excess of federal depository insurance. All securitics
pledged as colluteral are held by the Secretary of the ‘Treasury of the Commonwealth, Deposits at
GDB fur Pucrto Rico are uninsured and uncollateralized, as these entilics, which arc component unity
of the Commenwealth, are exemp! [rom compliance with the collaterallzation requirement.

fnvestuenis

The tollowing schedule shows thie fair value of the investments in marketable securities hold by the
System as of fune 30, 2008 and 2007 (in thousands):

2008 2007
(in thousands)

US Government and ggencivs' securlties s 208,840 Yo,874

US Corporite hunds L 249,947 52,760
Total bonds 538,787 149,639

1S Corporate stocks 1,436,291 [,037987

Mun-US Corpornte stocks 590,426 555,157

Total stocks 2,026,717 1693, 144

Private equity investmuents 42,284 47,784

Tolal investments § 2607798 1,890,567
e sl

The System’s investments are exposed to custodial credil risk, credit risk, concentration of eredit risk,
foreign currency risk and interest rate risk. Following is « deseription of these risks s of June 30,

2008,
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Crstodiol Credit Rivk Reloted to Tnvesinents

ustodial credit risk for investments is the risk that, in the event of failure of the counterpurly v &
ttunsnetion, the System may not be able to recover the vilue of the investment vy collateral sccurities
that are in the possession of an outside parly. At June 30, 2008 and 2007 sceurities invostinents were
registered in the name of the System and were held in the possession of the System’s custodinn bunks,
State Street Bank and Trust, Citibank M.A., snd Morgan Stanley.

Credit Risk

Al tixed income securities al the time of purchase must be of invesiment grade quality. All issuances
shull be rated investment grade by at least two of the nationally recopnized rating agencies. ‘The
purlfolio is cxpected to maintain a minimum weighted average eredit quality of either “A™ or beller
using either Standurd and Poor’s or Moody's Investor Service credit ratings, Thy lollowing schedule
presenty the bonds Moody's ratings as of June 30, 2008 and 2007, respeetively (in thousands):

Fair Yalue

Mumly's Rallng Bvestimont Type 2008 2007
AAA LIS Government and Agencies Scouritles $ 788,840 YA, 870
AAA Cuorporate Bonds 62,937 980
AAl Corporate Ronds 2,504 2344
AR Cuorporate Bonds 20,985 —
AAT Corporate Bonds 21,162 12,522
Al Corporate Bunds 30,897 4414
A2 Corporate Bonds 37,172 5,229
A3 Corporste Bonds 29,218 4,449
HAAI Corporate Donds HiA27 2,433
BBAAZ Corporate Bonds 15,835 1,279
BAAD Cirpurae Bomds 15,337 5,886
CAAL Corporate Donds 2,013 3,994

Tl bonds 8 53R787 M_"j,i?:ﬁﬁ

Conceniration of Credit Risk

No fiivestment In marketahle securities in any organization represents 5% ormore of Lhe System's nel
assets held in trust for pension benefits,

Tndervest Rate Rixk

In accordance with ils investment policy, the System manages ils exposurc to declines in fair values
by strucluring the investment portfulio so that securitios mature to meet cash reguirement for benelit
payments, thereby avoiding (he need to sell securilies on the open market prior to maturity.
Investments In equity securities are nol subjeet to the maximum maturity policy sinee they do not
carry a maturity dute, The System is expeeted to achieve capilal preservation and income generation
by investing in diversified portfolio of marketuble, investiment grade core fixed incomne seeuritics,
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The tollowing schedule summarizes the investments on dubl securities of the System at June 30, 2008

(in thousands):

Investment Maturities (In Years)

Naturity Il . More than iure
from  Value Rck | 1:5 510 than 10
U8 Govemmentund o0 9538 5 288,810 5951 15,682 21796 219411
agencies securities
Coiparate bonds (2009-2044) 249,947 7451 24,876 65,008 92612
‘Total bunds § 538,787 13402 120,558 02,804 _ 312003
As of Juns 30, 2008, investments maturities ave as follows:
Moaximum
Maturity Maturity
Lesg than one year 294
Oniz Lo five yoars 22%
wore then five to ten years 17%
More than ten vears S8Y

Fareign Chirrency Risk

As ot June 30, 2008 und 2007, the System awned approximately $519 and $555 million, respectively,
in an international equity commingled fund wnder the custody of Morgan Stanley investment bank,
which represented approximately 96.8% and 74.11%, respectively, of the total commingled fund,
Also, for the year ended June 30, 2008 the System owned approximately $71 million in an
inteenational equity comminglo fund under the custedy of Invesco International Bquity Trust, which
represented approximately 8.67% of the total commingle fund, As of June 30, 2008 and 2007 these

two poaled trusts had an assel mix and country allocation as shown in the following sehedules:

This Space Iy Tntentionally Left In Blank
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Morgan Stanley: L 007
Assels Mix B ercant Pereent
Casliand Equivatems H.08 1.51
Future Contragts 837 1214
Tiepuity Becurities e oo TASS §6.35
Totul 16000 104,00
Country Allncatlan Currency Curreney Code I‘nr;:nllﬁ l-'ur‘;;crliu
Ltoland Zletych PIH 0.68 061
ATEETE Rouzhiles R glE] 04 0499
Faslern Ruraps .62 1.0
Ausiria Fairo RUR 0,00 ()]
Uelglam LEuro B U.da 0.55
Finland Tour ELIL 1.09 95
France LEura EUR B.O% 0.3
Clariany Fuma EUR TN 11.6]
Cirgovs Eura FLUR {50 0.
Ireland Curir EUR .00 .03
Methrands Evro ELIR 143 FEY)
fraly el EUR 0,00 oy
Peartupnl Huro RLIR 1& ih
Spavin ETIN ] EUR 370 102
Eure Eurupe 22.73 2943
ozl Real (114 124 1.93
Colomhia l'zsos COF e .05
Mexico Pesoa MXN 0,21 1.05
Latin Amerlea §.A5 o
Cyprus I"oupds oy 0.00 i
Tinkay Lira TIRY 02 0.22
Middle East 07 [1.&
Denmirk Kraner KR D44 (41
HWowiy Kromer NOK 176 1.32
Swerden K ronia SER 183 261
Bwlizerland Frints CHF 556 472
United Klngelom P'ounds Gane 16,32 17.85
Mon-BEuro Europe 503 20.91
Anstralia Mllars AUD 480 181
China Yuan Wenmimlbi CHNY 040 (1
Ieng Kong Dollars HED 2.58 1.26
Inthmigsin Rupinhs 120 018 48
Japan Yen ny 23134 Mz
Mlalasya Ringoits YR 008 0.08
New Zealand Pollaes NZD {01 nnj
Iilippincs I"sz0s PHP .02 000
Sligiyiore Thollirs S0k 2.51 14
South Koren Wan Enw Lz 0,56
Taiwan ey Dallars TWI = .70 014
Pacitie .75 500
Emu Ewra R 4,31 0,09
Africa Rand EAR 127 3 .14
T ralin Hapies IMR 022 I.Z'i2l
(Mher ET) 226
Cash —— o8 1.5
Totnl | 1), 0 100.00
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Invesca: nna

Asscls by Percenl
Short Teom Iyestiments 213
Torelgn Stack . 9147
Tulul 10700
Counlry Allocition Curreney Carrenyy Cuele Portloliv %
Comedia - Mullirs ) CAD 1.24
Worth America I.24

Findaml Fiirir EUR 196
France Eyra FLIR o
Cisrinany Fiira ELUK 146
Netieriands Euro FLIR 897
laly Eura EUR .83
Sk Fuir ELIR Lag
Futo Furopse gy

(e pimark Foromier NEK 130
Morwity Kriner MO 1.32
Swieeden Krona SRK 18l
Switseriged Frunes CHIF 2.38
United Kingtdin Pounils i 18.57
Mon-Euro Europe 34838

Hony Kuong [hollars HER 29
Japan Yen ey 24.26
Pacific 21,17

lwvesco Lmerging Markets Euuliy Trist .24
_(iher Counlries )

- Total 10000

This Space Is Intentivnally Left In Blank
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Investnients in Limited Partacrships

As of Juns 30, 2008, (he System had eapital commitments and contributions us follows {in

thousanda):

Date of Tefal FY 08 Contributions  Kstimadei
Crmmtllnent Comptliment  Conbribulions o Do wl Cusl Value

Cirgo Cuayachn, i

Guayacdn Fund of Funds, 1.1° Sepr, 996§ 35,0000 67 21,570 5500

Guagachn Fund of Funds 11, 11} A 1959 15,000 127 23,535 13,382
Advent-Moro Equily Fartoer, Ine,

Cuayagdn Private Eguily Fund, L Jan, 1597 LR — 4,407 4412

Guaynedn Privote Myuity Fad 1, 1.0 Apr, 2007 15,080 4,365 5,505 4,907

Venture Capital Fund, Ing, My, 1905 BN = B0 638
CF Capital Management & Advisas, 1LG

GF Capliat P'rivate Equity Fund LP D 2006 25,000 1,532 i.657 2932
Chase Caplnal Paincs Private

Equity Fund of Funds Corparate

Investers 11, LTD Jut, 2000 20,000 195 18,164 10,207
Martinesu Bay Hesorl, s ene (58] Jul. 1993 1,796 1,796
vetal private squity Investimenis § 117,596 6,430 2,697 42,39

As ol June 30, 2007, the System had capital commitments and contributlons as follows (in

thousands):
Duste of Total 1wy ui Contributlons  Estlmated
Commitmend Commitent  Contrilinlions g ide al Cou Value

Cirupn Cluagpactn, Ine.

Guayatdn Fund of Funds, LP Sepl. 1U96  § 25,000 2 23,503 #7133

Ciuayasdn P of Fands 11, 1P Aup. 1993 25,000 1772 341 16,859
Advem-Momroe Eypily Pasiner, Ine

Cinayacdn |"rivare Mquity Fuud, 11! Lo, 1997 3060 4 doy 5,153

Guayacdn Urivate Bquity Fund 11, LD Apr. 2007 15,000 1,200 1,200 1,129

Vinture Capitel Fend, Ing, o, 1995 800 — sou £33
G Capltal Management & Advisoes, 1L

GlF Capital Private Equlty Fund LD Dec 2006 25,000 3125 1128 2,75
Chasge Cupital Portieers Private

Equity Fund of Furds Corporaie

Investors L, LTD Jul. 200 0,000 (Wi 17,969 12,321
Martincau Hay Wesonl, . en . (5.0} Jul. 1998 1796 == 1,796
Tolul priviite uuily inveshinenis 3 17,396 __ 9380 all 47,784
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‘The fair value of investments in limited partnerships as of June 30, 2008 and 2007 amounted lo
upproximately $42,3 and $47.8 million, respectively, and is presented within investiments in the
statements of plan net assets. The allocutions of nel wain and net loss to limited pariners are based on
certain percentupos, s established in the limited partnership agreements. The distributions for these
investments were as follows:

o During liseal year 2008, $67 thousand wero invested to Guayacin Fund of Funds, L.P., a
Dilaware limited partnership ereated by Grupo Guayacdn, [nc. as General Partner in which the
System has a total commitment of 325 million, ‘The Fund hag commitments fo invest in fifteen
(15) US based and internutiomd venture parinerships and familiarizes the local pension funds
with the private equity asset elass without the risks inherent in geographicully construined
[nvestiments, Tatal cantributions for fiscal year 2007 amonnted Lo approximately 3224 thousand.

o During fseal year 2008, $127 thousand were invested to Guayacin Fund of Funds 1, LD, a
Delaware limited partnership created by Grupe Guayacdn, Inc. as General Parlner in which the
System hias @ tolal commitment of $25 million, The Fund seeks to provide investors with a
supurfor fnvestment relur and extensive diversitication by investing in nineteen (19) Privats
Iquity investment partnerships in (he United States and Europe, The Fund also invests a
portion of its assels in a Puerto Rico based Private Fquity investment entity. Total contributions
for fiscal year 2007 amounted to approximately $3.8 million.

o Durlng fiseal years 2008 and 2007 there were no additional contributions to the Guayacin
Private Fquity Fund, 1.P., a limited partnership organized pursuant to the laws of the state of
Delaware and authorized 1o engage in business in (he Commonwealth of Puerto Rico, in which
the System has a total commitment of $5 million. The purpose of the Parinership Is o mike
equity investments in privately held companics as ¢stablished in its charter.

o During fiscal ycar 2008, approximately $4.4 million were invested to Guayacdn Private Hquity
Fund I1, 1.1%, a limited partnership organized in April 2007, pursuant (o the ks of the State of
Delawie, in which the System has a total commitment of $15 million. The Partnership intends
to scek out, invest in, and add value to companies, which will be bused vr vperaling in Puerlo
Rico or in companies whose produgty or services ure targeted al the U.S.-Hispanie market, with
speeific interest n those companies where Advent-Morr’s Equity Parlners, Inc. Puerto Rico
contact, know-how and track record can be leveraged to enhance investmen selection and post-
investnient value-add. Guayacdn Private Equity Fund 11, L.P will strive to hive o balanced mix
of portfolio investments primarily focusing on luter stage opportunitics such as: expansion
financing, leveraged buyouts, management buyouts and recapitalizations. I he Patnership may
invest in de-nove companies that are being sel up Lo enter established industries vin markot
consolidation opportunitics andfor internal growth. Total contributions for fiscal year 2007
amounted 1o approximately $1.2 million.

o During fiseal years 2008 and 2007 there were no additional contributions to Venture Capital
Fund, Tne., & Puerto Rico corporation organized pursuant to Act Mo, 3 of October 6, 1987, us
amended, known # the Puerto Rico Capital Tnvestment Funds Act that is managed by Advent-
Muorro Fequity Partners (Advent-Morra), in which the System has a tolal commitment of $800
thousund, Advent-Morro is & Puertu Rico hased private equity firm, The Fund was created to
make private cquity investments in operating companies which e bused, or are operating, or a
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combination of both in Puerto Rico, Since inceplion, the Fund has invested in 25 companies
sunte of which it eontinues to provide capital [or their expansion.

During fiscal year 2008, $1.5 million were invested in GF Capital Private Equity Fund, L.P., &
limited partnership organized under the laws of thu State of Delaware, in which the System has
a tatal commitment of $25 million. The purpose of the parinership is (o make private equity
investmenis in @ varicly ol indusiries including media aml entertainment, branded consumer
products, @nd software for media and telecommunications applications. ‘The arinership
initiatives are focused on companies capitalized al between 320 to 3400 million wilh a
represantation of buy-outs, growth eapltal and recapitalizations. Tolal contributions for fiscal
year 2007 amounted to approximately $3.1 million.

During fiscal yeor 2008, 5395 thousand were mvested in Chase Capial Partners Private Equity
Fund of Funds Corporate Investors |1, LID o limited partnership, organized by Chase as
Cieneral Partner in which (ho System has a tolal commitment of 820 million. The Pund’s
investment stralegy is to capitalize on a globally diversificd pertfolio of private equity
investment opportunities across varidus sectars including buyonts, growth equity, venture
capital and other speciul situations through partiership and direct invesiments. Total
contributions for fiscal year 2007 amounted to approximately $1.1 millivn,

The investment in Murtincay Bay represents an investment in a hotel resort that iled under Chapier
11 of the United States Bankruptey Code.

Virluntton Method of Limited Pavtnerships

Gripo Guayacan — The fair value of the Parinership’s investments in limited partnesships is
determined by the general piriners of the limited partnerships. The Fund eviluates and mnlyzes
these valuatiuns (0 assess their appropriateness for inclusion in the financial statements at fair
value. The valua of the Parinership's investments in limiled partperships will chunge from time Lo
time based on prevailing market conditions and operating performance of each ol the underlying
eitities. Necavse of the inherent uncertainty of valuations, the valvation estimates may differ
from the values that would have been used had a ready market for seeurities existed and such
dillerences conld be material.

The Partnership’s policy is to present its investments it Faiv value, Fair value is detevmined os
follows:

I. For frecly tradable (as defined below) securities, the Rir value is determined by
taking the last reported sales price of the security on the valuation date of the national
securities exchange where it is primarily traded.

2, For securilies nol waded vn o natlonal scourities exchange, the fair value s
determined by taking the last veported salus price on the valuation date on the
MASDAO Mutional Markel,

3. For securities nol traded on the NASDAQ National Market, the fuir value is
determined by the closing bid price (or average of bid prices) last quoted on the
valuation date us reporled by un established quotation service for over- the counter-

seouritics,
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4, All vther securities are valued initially at cost, with subsequent adjustments to lair
values, which retlect meaningful third- party insuctions in the private market or fair
value ns determined by the General Purtner, who may consult with the Investment
Pand Manager. The determinatlon of the fair value is made by and shall be based
upon all relevant factors, including, without limitation, such of the following factors
ns muy be relevint in the circumstances; current financial position and current and
historieal operating resulis of the lssuer; sales prices of recent public or private
transactions in the same or similar securities, including transactions on any securitios
exchange on which such securities dre listed or in the over- the- counter market;
peneral level of Interest vates; recent trading volume of the security; restrictions on
transfer, including the Partnership’s right, if any, to require registration ol ifs
seourities by the issuer under the seowrities huws; significant reeent events alleeting
the issuer, including pending mergers, scquisitions and sales of securities; the price
paid by the Partneeship to acquire the asset; the percentage of the issuer's oulstanding
securities that is owned by the Partnership; and all other Gactors affecting value.

For purposes of the Partnership’s valuation of investments, « sevwity shall be deemed to be
“frecly tradable” i (i) the portion of the Partnership's holding of such security to be valued or
distributed can he immediately sold hy the Partnership to the general public without the necessity
of any ULS, Tederal, state or loesl government consent, upproval or filing (ather than any notice
filings of the type required pursuant to Rule 144 (h) under the Securities Act of 1933, us amended
(the Secwrities Act), and (ii) such security is either listed on a nalional sceorilics exchange, any
other recognhzed stoek exeliange or stock marked for dealing In securities in the United Kingdom
or Western Europe or onrvied on the NASDAQ National Matket and market quotations are readily
aviilable therefore.

o Aedvent

Morro Fquity Parmers Tne, — The Partership’s valuation methodologies used for

investments measwed at fair value:

2,

The cnst {excluding transaction costs) of an investmenl is deemed the “exit price™ on
the date of the investment ind is therelore used as its initial fair value.

Listed securities which are not restricted as (o saleability or Iransferability are valued at
(he closing price as of the valuation date. Tf any listed security was nol traded on such
date, the mean of the closing high hid and low asked prices as of the close of husiness
on sich date is naed,

Uilisted seenrities which are readily marketable are valued al the mean of the closing
bidd and asked prices as of the valuation date,

Sceuritics, whether listed or unlisted, for which market quotations ure available, bul
which ave restricted as to saleability or transferability, shall generally be valued as
provided in (2) and (3) above, less a disconnt of generally five percent (5%) (o thirly
percent (30%) of the value thereof as determined in good faith by the General Partner.
In defermining the amount of such discount, the Geneml Parner shull give
considerition 1o the mture and length of such resivictions and the relative volatility of
the market prico of such security.
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5. Tor sceuritics which are not publicly traded, or unlisted sceurilics which are niof readily
marketable, but do have o comparable company which fair value can be determined, the
General Partner will utilize compirable company valuation techniques to determine fuir
value. These Include existing similar securities performance valuation, sales prices of
regent public or private transactions in the sume or similar sceurities, including
transactions on any securities exchange on which such securities are listed or in the
over-the-counter market; general level ol interest vates; recent Wading volume of the
sceurity; restrictians. an transfer including the partnerships right, I any, to require
registration ol ily sevuritics by the issuer under (he seeurities lnaws, ete. The fair values
defived  [rom  valuation  methodologles deseribed above may include  significant
adjustments based on unobservable inputs, vs deemed necessary by the Gengral Partner,
under the cirewmstances of the pacticular seeurily,

6. If the security does not have o comparable company which fair valug could be derived,
the generul pariner will see il the investes company has sustainable performance, for
example recurring EBITDA. Ti such cascs [air value may be determined as EBITDA
times a reasonable marketplace multiple for the company.

7. Ifthere is no comparable company which fair value could be derived, then the General
Partner will determing if there is any material changg in the resulls of the invesiee
compuny compared to budges, plan, markel for the company or its products or potential
products, major change in the global economy or the economic envirenment in which
the company operates, ele,

8 IT none of the above scenarios are eonhsidered, the value of most recent round of
financing will most likely be used as the hest estimate of fivir value.

9, Ifthere is no recent round of financing the CGeneral Partner will analyze the investment
and use arensonible nethod Lo arrive o an estimated faie value,

o (G Caplital Management and Advisors, LLC - The Partnership adopted Financial Accounting
Standards Doard Statement of Financial Aceounting Standands No. 157, Fair  Value
Meansurements (FAS 157), effective January 1, 2008, In accordance with FAS 137, “fair value” is
defined as the price that the Partnership would receive upan selling an investment in an orderly
transaction to un independent buyer in the principul or most advantageous market for the

ivestmenl.

o Chase Capital Pavimers Private -~ Privale cynily investments are initially valued based upon
teansaction price, with subscquent adjustments to values which reflect the consideration of
available market data, including primarily observalions of the trading multiples of public
companics considered comparable to the private companies being valued, Valuitions are alse
adjusted to give consideration to (he fnancial condition and operating results specitic to the
jssuer, the lack of liquidity inherent in a non-public investment, eredit markets and the et that
compurnble public companics are not Idemtical to the companies heing valued. Such value may
alsa be based on foir value as determined by JIPMP snd then adjusted as considered necussury by
the Investment Manager due to the ahsence of quoted market values, inherent lack of liguidity
and the long-term nmature of such investimenls.
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Investments in Hmited partnerships are presented in the accompanying finanelal statements at fair
value, as determined by the Tovestment Manager. Such value generally represents the Fund's
proportionate share of the net assets of the investment partnerships as reporied by the gencial
partners of the underlying pminerships. Accordingly, the value ol the investment in the
underlying partnerships is generally increased by additional contributions to the underdylig
partnerships and the Fund’s share of net ewnings from the underlying parlnership investments
and decreased by distributions (rom the underlying partnerships and the Fund's share of net losses
from thie underlying parfeership investments.

The wvaluation of the wnderlying privite companies require significant judgments and
interprotations by the general pariners of the underlying investiment parinerships due to the
absence of quoted market values, inherent lack of liyuidity and the long-term nature of such
investments, Private companies are initially valued bascd upon transaction price, with subseyuent
adjustments o valuws which reflect the consideration of available market data, including
primurily observations of the trading multiples of public companics cansidered comparable fe the
private compmnies being valued. Valuations are also adjusted to give vonsideration fo the
financial condition aud operating results specific to the issuer, the lack of liquidity inherent in
non-public investment, credit murkets and the fact that comparable public companivs ar¢ not
identical to the companics being valued,

Seenrities Lending Transactions

The System entered into securities lending jransnctlons. The System’s securitivs custodian, as agent,
munages the seeurities londing program and receives liquid vollieral. At June 30, 2008 and 2007, the
aollateral received represents 102.93% and 103.88%, respectively, of the fuir value of the sceurilics

lent.

Fair value of sceuritics lending obligations for which collaigral was received consisted of 31607
million and $61.8 million in US equity seeuritics al June 30, 2008 and 2007 respectively.

The underlying collateral for these securities had a market value of approximately $171.6 und $64.2
millian as of June 30, 2008 and 2007, respeetively, and was invested vs follows (in thousands):

A00R 7
Asset lacked Commarciul Papur 5 - - 9,369 11.58%
Roverse Rupo LS. Agency elivarad 1,047 G5 6,151 9.58%
Roverse Repo Morlgage Bucres Tri- Farly — — 48,720 75.54%
Roverse Repo Corporate Tri-Parly 170,553 00,39%, — -
Total $__ 171,600 100.00% 64,213 100.00%

The System has low credit risk expusure lo burrowers, The System’s rights to collsteral are defined
in the contractual agreement. Thero is eollateral in excess of 100%. In casc of barrower defimlt, the
System has immediate rights to collatersl. Borrower's ereditworthiness is also proactively reviewed

lyy the Lending Agent.
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(i

T.OANS AND INTEREST RECRIVABLE I'ROM PLAN MEMBERS

Thie loans reecivable from plan menbers are guarmteed by the contribulions of plan members and by
ather sources, including mortgnge deeds and any untestricted amount remaining In the eserow [unds.
In addition; collections on loans receivable are recelved through payroll withholdings. Eftective
September 2007, the System increased the maximum amounts that may be granted to plan members
for persanal and enltwral trip loans from $5,000 to $15,000 and Trom $5,000 1o $10,000, respectively.

The allowanee Tor loan losses is considered a general allowance for all eategories of loans and Interest
reccivable except morlgage lowns; and also o specific allowance for the special collection praject
loans balances.

The compaosition of loans and inferest recoivable fom plan members is summarized as follews (in
thousands):

2008 oy
l.oans regeivable
ivlortgage = 116,022 107,680
Personal 742,234 439,854
Cultural trips 37,379 27.813
Total loans o plan members 935,635 575,347
Accried Interest receivabie B Y | 6,200
53,4 591,547
Less: Allewinee for adjustments
il losses in reslization (26,571 (14,233}
Total loans receivable, not 5 926,831 e 579,314

ACCOUNTS RECEIVABLE FROM EMPLOYERS

During 2007 the System recorded approximately $64.5 million as a reduction of wnnuities
disbursements, regarding the amount billed for specinl lnws that are the financial responsibility of the
corresponding employers.  The management of the System recordud wll vevenues during fiscal year
2007 sinee they believe that the information available in previous years was not sulficiont nnd relinble
to deferming n necurale amount. '

From (e $41 million of accounts receivable from employers s of June 30, 2007, 46% are supporied
by installment payment agreements signed by the counterparties, 37% accepted the amount billed by
the Systens, bul requosted a leim extension to sign the agresments after analysis by the governing
bodies of the counterparties and 17% which have not accepted nor rejected the amount biiled by the

System.

The total amount included as receivable as of June 30, 2008, includes an wllowunes for doubt{ul
sccounts of wpproximately 7 million mainly caused by the amount billed to the employers which as
of end of tiscal year have not replicd to the System cither aceepting or rejecting the amount billed 1o
ther, N is the mansgement understanding that the remaining receivable balances do not need an
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ullowance tor doubtful accounts since these employers have consistently showed an sceeplable
payment history toward the System,

As of June 30, 2008 the balance of (hese accounts receivable amounted to $27 million as collections
has been received during current year. For this outstanding balance there is still recorded an account
receivable allowance of aver $6 million, however the System has vnguged In additional strategices
toward a more aggressive colleetion effart to reach the highest colleetion rate possible. ‘The System'’s
munagement belicves that these balances have a high probability of collection, moreover with the new
colleetion steategies implemented and that any balapce that remains uncollected has been already
offset from their records as an udeguate allowance has been established.

Accounts receivable from employers consist of contributions and leun repayments due from
municipalities and public corporations. The cmployers, other than Commonwealth agencics, must pay
directly o the System. According to Act 447, each employer must pay on a monthly basis, the
amotnts regarding contributions and loun repayments, on or before the fifteenth day of the olluwing
month. Afer that date, inlerests are charged, ns established by the System. As of June 30, 2008 and
2007, the recoivahle from employers amonnted to 324 1.3 and $117.4 million, respectively,

H, CAPITAL ASSETS
Capital assets activily Tor the year ended June 30, 2008 was as follows (in thousamls):

Hepinning Endingy
Balanee  Increases  Decrenses  Dalance

Capital asscts, not baing depreciated:

Land £ U469 — — UGy

Canstruction in progress 1,475 1,100 — 3,075
T'otal capital assets, not being depreciated 2,344 1700 — 4,044
Capital assets, being depreciated:

Building und improvements 7,631 -- 7,631

Equipment 12,958 37} 1427 11,90
Total capital assets, being deprecinted 20,589 373 1,427 19,535
Luiss aeenmulated depreciation for:

Building and Improvements 3,455 113 — 3,568

Equipment | 1,002 501 1,423 10,171
Total weeumnlated depreciation 14,457 705 1423 13,739
T'tslal capital assets

belng depreciated, net 6,132 (312) q 5,796
Tuotal capital asscis, net 5 8476 1,368 1 9.810

— = |
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Capital assets activity for the year ended June 30, 2007 was as foliows (in thousunds):

Beginning Ending
Balance _ Tnercnses Decreases Balance

Capltal assets, not being depreciated:

land $ BoY — = 96y

Construction in progress — 1375 — 1,375
Total capitul asscts, not being depreciated G50 1,375 — 2344
Capital asscts, being depreciated:

Building and improvemenls 7,631 — 7,631

Eipulpiment 12,780 205 117 12,958
Total capital assets, being deprecinted 20411 295 117 20,589
Less accumuladed depreciation for:

Building amd improvements 3,342 113 3,535

Equipment 10,344 770 112 | 1,002
Totul acenmulated depreciation 13,080 883 112 14,457
Total capitial usscts

being depreciated, net 6,725 (588) b 6,132
Total capital assets, net 8 7,694 787 5 8,176

9, OTLER ASSETS

At June 30, 2008 and 2007, other assets consisted of the following (in thousanils):

2008 2007

Repossessed and foreclusud propertics 5 3,394 2,672
Executed land 4,699 d,604
Total 5 , 8,293 7371

Repossessed and foreclosed properties consist mainly of propesties nequired through foreelosure
proceedings related to delinquent moriguge luans. Foreclosed propertics are valued at the ontstanding
principal balance of the velated morlgage laan upon foreclosure, Ihese propertics will be sold wnder a
bidding, process intended to recover the outstanding principal balance of the related morigage loan.

Guin or loss is recognized at the time of sale.

Dilferences resulting from recognition of losses al the point of sale ndher (han upon foreclosure, as
required by acconnting principles gencrally accepted in the United States of America, wre not
muterial. Management belicves that the earrying vilue of these properties approximates ils fair value.
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As of June 30, 2008 and 2007, a total of 14,618 square meters of land remained under the possession
of the System. According to an independent appraisal as of June §, 2005, the estimated markel value

of this lamd approximmtes 322.8 million.

10, BONDS PAYAULLE

Senior Penston Funding Bonds

On February 27, 2007, the System’s administration and the Government Development Bank for
Puerto Rico, acting as the System’s fiseal agent, presented to the Board of Trustees, a tinancial
(ransaction for the issuance of pension funding honds in order to reduce the System’s unfunded
actuarial acerued liability, The System has nuthorized the issuance of one or more series of bonds
(1he Bonds) in erder to increase the funds currently availuble to pay pension benefits to cerlain ol its
beneticinries and reduce Its wnfinded ncorued actuarial pension lability, The System will pledge
future Employer Contributions to the payment of the Bonds, invest the proceeds of the Bonds and use
tiese investments and the camings thereon (o provide sueh pension benefits to its beneficiarics.

On January 31, 2008, the System issucd the first series of Bonds, which consisted of upprogimately
$1,5%9 million aggregate principal amount of Senior Pension Funding Bonds, Series A (the Series A
I3ends). On June 2, 2008, the Sysiem issued the second of such series of Bonds, which consisted of
approximately $1,059 million aggregate principal amount of Senior Pension Funding Nonds, Serfes
B (the Sevies 13 Bonds), Finally, on June 30, 2008, the System issued the third and final of such series
of Bonds, which consisted of approximately $300 million aggregate principal amount of  Senior
Pension Funding Bonds, Series € (the Series CC Bonds),

This Space Is Intentionally Left in Blank
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‘I'he outstanding balanee of the Empleyee’s Retirement System Senior Pension Funding Bonds is
comprised of the following obligations (in thousands):

Leseription 2008
Seriv A -
Capital Appreclation Bonds, maturing through 2028, with hnerest rate of 6.20% § 46,197
Term Donds, maturing through 2023, with interest 1ate of 5.45% 200,000
Term Bonds, maturing from 2031 through 2038, with interest rate of 6.15% 679,000
Term Bonds, maturing from 2039 through 2042, with interast rate ol 6.20% 3
revm Ronds, muturing from 2035 througth 2058, with intcrest rate of 6.45% 33000
Seriv 3 - LB
Capital Appreciation Bonds, maturing [Fom 2024 through 2030, with interest rate of 6.40% 141,781
Capital Appreciation Bonds, maturing, from 2031 through 2034, with intorest rate ol 6.45% 101,984
Turm Bonds, maturing through 2031, with interest rate of 6.25% 117,100
Torm Bonds, matring from 2036 through 2039, with interest vate of 6,.30% 270 0
Term Bonds, maturing from 2055 through 2058, with interest rale ol 6.53% 429,000
1,059 471
Serie C -
Capltal Appreciution Bonds, maturing through 2030, with interest rate of 6.50% 2,200
Term Bonds, maturing through 2028, with inferest rale of 6.15% 1 10,000
Term Bonds, maturing throngh 2038, with intoryst rale of 6.25% 45,000
Ferm Bonds, maturing through 2043, with interest rate of 6.30% 143,000
300,200
Tulal bonds outstanding 2,930,041
lesar Bonds discounts (7,857)
Mot bonds payable § 294l 24

Gorics A The Serfes A Bonds issued on January 31, 2008 in the uggregate principal umount of
upproximately $1,589 million #s term bonds (the Term Bonds) and as capital appreelation bonds (the
Capital Appreciation Ronds), in the principal smounts of $1,544 million and $45 million,
respectively, bearing infercst rates from 5.85% to 6.45% and matwring from 2023 fhvough 2058,
Interest on the Series A Bonds acerued, or compound (in the case of Capital Appreciation Ponds),
(rom their date of delivery, Interest in the Term Ronds are payable monthly on the first doy of each
month, commencing on March 1, 2008, Interest on the Capital Appreciation Bonds are nol payable on
a enrront basis, bul are added to the principul al the Capital Appreciation Bonds on each January |
and July |, commencing on July |, 2008 (ench, n Compounding Date), and are treated as if acoraing
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in equal daily smounts between Compounding Dates, until paid at maturity or upon redemption,
Interest shall be compnted on the basis of 4 360-day year consisting, of twelve 30-day months, The
Serics A Tonds are subject Lo redemption at the oplion of the System [rom any souree, in whole or in
part at any time on or allof July 1, 2018, at a redemption price equal to the principal amount (in the
case ol Capital Appreciation Bonds, the Accreted Amownt) of the Series A Bonds, plus peerued
interest to the redemption dule, and without premivm. The Series A Bond has the fallowing debl

service requirements (in thousands):

Yenr ending June 30, __I’t‘ln-:ipul _ Tuterest

2009 % — 40,059

2010 — 95,504

2011 —_ 45,504

2012 — 95,504

2013 - 05,504

2014-2018 - A77,522

2019-2023 120,000 474,596

2024-2028 80,000 423,702

2029-2033 52,511 530,476

20342038 538,000 166,469

2039.2043 466,270 143,749

2044-2048 = 107,070

2049-2053 — 107,070

2051-2058 251,150 00,476

2054 80,850 3,215

Principal cutstunding andl Interest 1,588,811 3,178,420
Add (deduet): Avercted value on bands putstanding 1156 (L,156)

§ 1,589,067 3,177,204

Series B-- ‘lhe Suries B Bonds issued on June 2, 2008 in the agpregale principal amount of
upproximately §1,059 million o term bonds (the Term Bonds) and #s capltal sppreciation bonds (the
Capital Appreciation Bonds), in the pringipal amounts of $816 million and $243 million, respeetively,
bearing inlerest rates from 6.25% (o 6.55% and maturing fiom 2028 throngh 2058, Interest on the
Series 13 Bonds acerued, or compound (in the case of Capital Appreciation Bonds), from ticir date of
delivery. Interest n the Term Bonds are payable monthly on the first diry of caeh month, commencing
on July 1, 2008. Intevest an the Cupital Appreciation Bonds are not payable on & current basis, bul are
addded 1o the principal of the Capital Apprecintion Bonds on sach January 1 andd July |, commencing
on July 1, 2008 (each, u Compounding Date), and are wested as il acoruing in equal daily anounts
between Compounding Dates, until paid al maturity or upon redemption. Intercst shall be computed
on he hasis of a 360-day yeur consisting of twelve 30-day months. The Series B Bouds are subject 1o
redemption al the option of the System [rom any source, in whole or in part al any time on or alter
July 1, 2018, at a redemption price equal to the principal umount (in the case of Cupital Appreciation
Bonds, the Acereted Amount) of the Serics T Ronds, plus acerued interest 10 the redemption dite, and
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withiout premium. The Series B Bond has the follawing debt service requirements (in thonsands):

L Year ending June 3il, Principal Interest

2004 5 = 4223

2010 — 52,428

2011 — 32,428

2012 52,128

2013 — 52,428

2014-2018 — 262;141

2019-2023 . 262,141

2024-2028 262,141

2029-2033 308,171 819,866

20344-2034 186,464 431,277

2039-2043 135,000 153,253

20442048 - 140,498

2049-2053 — L, 498

2054-2058 288,750 121,585

20549 140,250 9,186

Principal outstanding and interest 1,058,635 2,816,523
Add (deduet): Acereted valne an bonds outstunding 1,236 (1,236)

5 1,059,471 e 2,815,287

Series C — The Serios © Bonds fssucd on June 30, 2008 in the spgrepate principal amount of
approximately $300 million s term bonds (the “Vorm Bonds) and as capital appreciation bonds (the
Capital Appreciation Bonds), in the principal amounts of $298 million und $2 million, rospectively,
bearing interest rates [rum 6.15% to 6.50% and maturing from 2028 through 2043, Interest on the
Series C Bonds aecrued, or compound (in the case of Capital Appreciation Bonds), from their date of
delivery, Interest in the Term Bonds are payable monthly on the first day of each month, commencing
on Augnst 1, 2008. Tntercst on the Capital Appreciation Bonds are not payable on i current basis, but
are wdded (o the principal of the Capilal Appreciation Bonds on cach January 1 and July 1,
commencing on July 1, 2000 (each, a Compounding Diate), and are treated as if secruing in equal
daily amounts between Compounding Dates, until paid at maturity or upon redemption. Interest shull
b computed on the busis of' a 360-day year consisting of (welve 30-day months, ‘The Series C Donds
are subjeet to redemption at the option of the System from any souree, in whele or in part at any time
on or after July 1, 2018, at a redemption price cqual (o the principal amount (in the case of Capital
Appreciation Donds, the Accreted Amount) of the Series C Bonds, plus accrued interest (o (e
redemption dute, and without premium. ‘Lhe Series C Bond has the following debt service
reguireiments (in thousands):
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Year ending June

30,

2010
2011
2012
2013
2014
2015-2019
2020-2024
2025-2029
2030-2034
2035-2039
2040-2044

Principal outstanding and interest

T'otal Series

3

=

3

~ I'rincipal Interest

- 18,638

18,587

18,587

- 18,587

— 18,387

92,935

- 92,935

110,000 78,155

10,683 65,553

36,520 53,430

143,000 27,026

300,203 503,320

2,950,041 6,195,871

Activity of bonds payable during the year ended Tune 30, 2008 is as follows:

June 30, 2008

Curient

Serle A - g
Capital Appreciation Bonds
Tern Bonds

Serie B3 -
Capltal Appreciation Bonds
Tern Bomds

Sevie 2+
Capitul Appreciation Bonds
Term Bunds

‘Total bonds ontstanding
Less: Bonds discounts

‘Total bonds payibly, net 8

2007 Issuances Acerction  Paymenls 2008 Portinn
— 45,041 1,156 46,197
1,513,770 — — 1,543,770 -
1,548,811 1,150 — 1,589,967 —-
- 242,538 1,236 — 243,171 —
— f16,100 — 816,100 -—
— 1,058,635 1,236 1LUSY.BTI -
—_ 2,003 — 2,43
— 298,000 — 293,000
— 300,201 — 200,203
2,947 644 2,392 — 2,950,041 —
(7.857) 40 — (7.857) o
2,930,792 202 — 2942184 -

43



Emnlovee’s Retivement System of the Government
pLay 1%

of the Commonwenlth of Puerto Rico
(A Pension Trust Fund of the Commonwealth of Puerfo Rico)
Motas to Basic Financial Stelemenls

Years Ended June 30, 2008 ard 2007

11

i2

Pledpre of Employer Contributions Pursuant to Securily Agreement

‘The System entered [nlo a Secuwrity Apgreement with the Fiscal Agent for fhe benefit of the
Bundlhiolders, pursuant o which the System pledged o (he Fiscal Agent, and granted to the Fisval
Agent a security interest in, Employer Contributions made atter Jamary 31, 2008, which was (he date
of issuance of the first seiics of Bonds, and the funds on deposit with the Fiseal Agent under the
virlous account cstablished under the Pension Funding Bond Resolution (the Resolution),

‘The Resolution amd the Seeurity Agreement constitute a contract betweun the System and the Fiscal
Agent, on behall of the owners of the londs. The pledge, covenants and agreements of the System set
forth in the Resolution and the Security Agreement shall be for the cqual benefit, protection an
security of the owners of the Bonds, regardless of time or times of their issuunce or maturily, and
shiall be of equal rank, withoul preference, priovity or distinction of any of the Bonds over any other
Rond, exeept as expressly provided in or permitted by the Resolution. The pledge by the System of
the Pledged Funds, which consist of all Fimployer Contributions that are made after January 31, 2008,
which was (he date of Issuance of the first series of Bonds, in accordanee with the Act and amounts
on deposit in the different sccounts ereated pursnant to the Resolution for the benefits of the owners
of the Buns, is irrevacable so long as any Bonds are outstanding under the terms of the Resolution.

GUARANTEE INSURANCE RESERVE FOR LOANS TO PLAN MEMBERS

The System provides life insurance that guarantces the payment of the outstanding principal balance
of mortgage, persenal wnd culloral (rip loans in case of death of a plan member. The plm members
who abtained these logns from the System pay the coverige in its enlivety. The e Insurance rates are
actunrinlly determined sl do not vary by age, sex or health status,

RETMBURSEMENT CLAIM

‘I'he System, busides reeciving contributions from plan members and the plan sponsor, also reeeives
legislative appropriations from special laws (o cover the increase in benefils Lo retivees. There have
been several ncts which established an Increase of 3% In pension annuities every three years [or those
members wiio meet the requivements outlined by these uets (Act No. 10 of May 21, 1992, Act No,
207 of August 13, 1995, Act No. 221 of August 9, 1998, Act No. 40 of Jume 13, 2001, and Act No,
157 of June 27, 2003). Also there have been other laws that granted additions) bengfits, sueh as,
suminer and Christmas bonuses, and medical plin contributions, among others.  Most of the finds
needed to cover these benelils are budgeted by the Commonweahth through legislative appropriations,
Noveriheless, the System believes thit the costy of penslon benefits from 1992 to June 30, 2004
purstiant 1o the above laws were not received in full by the System from legislative appropriations.
The System had 1o cover approximately 534.7 millien from its resourees that the System believes
should have been reecived theough special laws appropriations, From these costs, as of une 30, 2008
and 2007 there were $319 thousands and $3 million, respectively, included in the finanvial statements
as recelvables from the Commaonwealth of Puerto Rico,

In Juite 30,2007, the System had filed o reimbursement ¢laim with the Office of Management and

Nudjet of the Commonwenlth Lo collect this smount,  The final outcome of this cltim cannuot by
presently determined, theretors no accruals has been made in the System's financial statements.
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13, COMMITMENTS AND) CONTINGENT 1LIABILITIES
Loss Contingency

‘The System is defendunt or co-detendant in various Jawsuits resulting from the ordinary conduct of its
aperations, Based on the wdvice of legal counsel and considering insurince goverage, management is
of the upinion it the ultimate liability, if any, will not have a sipnificant effect on the Minancial

stafug of the System.

Construction Commilments

The System hus entered Into varions contracts with owside conlraclors for canstruction and
remodeling the building facilities. The System records the liabilily for these confinels as progross

hillings are received, based on completed work. The uncompleted portion of (hese contracts
approximated $2 million as of June 30, 2008,

w W W N %
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Employee’s Retirement System of the Government

of the Commonwealth of Puerto Rico

(A Pension Trust I'and of the Commonwealth of Puerto Rico)
Sehedule of Employer ‘s Contribution

e 30, 2008

{fn Thousands)

Yemr Ended Actual Employer Annual Required Percentoge

June 3, Clontributions Contribulions Contributed

2008 * $ 581,285 1,191,275 48.80%
2007 *# 566,524 BlG472 60,39%
20006 ** 559,198 Bl6,472 68.49%
2005 374,821 578,337 61, 80%
20 330,316 578,387 ST 1%
2003 330,404 R02,330 41.11%
2002 J08,228 802,536 38.41%

* Actual Fimployer Contribution for the year ended June 30, 2008 assumes!

o contribution of 9.275% of expected payrell for the Basic System Benefity, plus
o contribution of $139.9 million for Special Law Pension Benelils, plus

o contribution of $47.5 million for carly retivement incentives.

* In the development of the Fiseal Year 2007-2008 Annunl Required Contribution the System has
adopted « level dollar amortization method with 30-year period to reflect the closing of the defincd
benefil plan (o new entrants under System 2000 (the Retiremenl Savings Account P'rogram).

** Annual Required Contributions lor the yews ended June 30, 2007 and June 30, 2006 is restated to
remove the offset of employer contribotions on behalf of System 2000 members (hat was applied to the
normal cost, and to include the Special Law Benslits, Actual Employer Contributions are restated to
Include receipts for Special Law penslon benefits and early retirement incentives, These adjustments
wete made to alfow for better comparability belween the results of the curvent and the prior valuation.

‘The above liabilllics are for Basic System Benelils and sclected System Admmistered Benelits,

Sec notes to supplementary schedule of employers® contributions amd Nuinding progress.
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Sune 30, 2008
(I Thousandy)
Actuarinl
Actuarial Accrued Linhility UAAL nsn
Actmirial Yalueal Plan - Unit Credit Unfumiled AAL Annual Covered Percentage
Valuation Nate Adsels (AAL) (UAAL) Funded Rallo Payrall Coverad Payroll
June 30, 2607 3 2800501 16,764,512 13,378,011 17.8% 4,246,409 32685
Mot Mot Mol Mot Mot
Jupe M, 2006 2,541,331 determined determbned determined detenmiined determined
Jume 30, 2005 * 23T 8T 13,969,000 1,641,129 16755 4, 125466 IR A
Mol Mot Mot Hot Mot
func 30, 2004 214442 delerminel detzrmingd dotermined detormined determingd
June 34, 20003 19702 11,141,357 9,241,455 17.4% L3441 277.1%
Mot Mol Mot Mol Mol
Tune 30, 2002 1.974.677 deternmned lokermini] detenmined determined delenning]

*Accrued Liability for June 30, 2003 is restated to include the Special Law benefits. These adjustments
were made (o allow for better comparability between the resulls of the current and the prior valuation,

The abave liabilities are for Basic System Renefits and Scleated System Administercd Benefits.

See notes to supplementary schednle of employers' contributions wnd Tunding progress.
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Employee’s Retirement System of the Government

of the Commonwedalth of Puerto Rico

(4 Penslon Trust Fund of the Commewwealth of Puerto Rico)
Notes 1o Swpplementory Schedules of
Emplayer's Contribution and Funding Progresy

Srare 30, 2008

1,

N

SCHEDULE OF CONTRIBUTIONS

The Schedule of Contributions provides information about the ammual required contributions (ARC)
and the extent to which contributions made cover the ARC. The ARC is the amnual required
contribution for the year caleulited in necordance with certain parameters, which inchude actuarkal
methods and assumplions.

The System’s Schedule of Contributions is based on tufal beretits and administration costs, nel of
member contribution; il includes both Commonwealth’s and participating cinployer's contributions,

The Commonwealth’s and paticipating employer’s contributions, ultimately, should cover any
delicicney botween pension benefits and the System's administratlon costs.

The information was obtained from last actuarial report as of hme 30, 2007.
SCHEDULE OF FUNDING PROGRIESS
The Schedule of Funding 'rogress providus information about the funded status of the Systen and

the progress being made in accunulfating sufticient assets to pay benefits when due. The infarmation
wias obinined from the last actuarial reporl as of June 30, 2007,

wOwW % % %
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