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Report of Independent Auditors

The Board of Trustees
The Commonwealth of Puerlo Rico
Judiciary Retirement System

We have audited (he icecompanying statement of plan net assets of the Commonwealth of Puerto
Rico Judiciary Retirement System (the System) as of June 20, 2001, and the related statement of
changes in plan net asscts for the year then ended. These financial statements are the
responsibility of the System’s management. Our responsibility is to express an opinion on these
financial statements based on our audil. The financial statements of [he Systen as of June 30,
2000, were audited by other auditors and whose report dated December 22, 2000, expressed an
unqualified opinion on those statements,

We conducted our audit in accordance with auditing standards generally accepted in the United
States. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether lhe financial stalements are free of material misstatement.  Ap audit
includes examining, on a tes basis, evidence supporting the amounts and disclosures in {he
financial statements. An audit also includes asscssing the dccounting principles used and
significant estimates made by managemnent, as well as evaluating the overall finansial statement
presenitation. We believe thal our audit provides a reasonable basis for our opinion,

In our opinion, the 2001 ﬂhﬂncj,al staternents referred to above present fairly, in all material
respects, the net assets of the System at June 30, 2001, and the changes in its net assets for the
year then ended in conformity with decounting prineiples generally accepied in the United Srates.

Our audit was performed for the putpose of forming an opinion on the basic fnancial staiements
taken as a whole. The accompanying supplemental schodules of employer contributions and
(unding progress are presented for putposes of complying with requirements of the
Governmental Accounting Standards Bourd, and are not & required part of the basic financial
statements. We have applied certain limited proceduires, which consisted prineipglly of inquiries
of managoement regarding the methods of measurement and presentation of the supplementary
information. However, we did not audjt the information contained in the supplemental schedules

and express no opinion on it
é%ﬂ?ﬁ ¥ LLP
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The Commonwealth of Puerto Rico
Judiciary Retirement System

Statements of Plan Net Assets

Assets
Cash and investmenls:
Clash and cash equivalents

Cash deposited with Government Development

Bank lor Puerta Rico

Recelvables
Acerued interest
Investmant sales
Oithar

Securitics lending, eollutera] jnvested
Marketible securities at fair value:
Naores and bonds
Stocks

Meortgage notes acquired from third parties

T.oans 1o plan members:
Mortgage
Personal
Cultueal trips

Tolal assels

Liabilities _

Securities lending, collateral due to borrowers

Due to the employee's refitement system of
the Govermient of Puerlo Rico

Escrow funds to plan members and guarantee

insuranecs reserve for loans to plan members
Investment purchases

Others labilitizs
Total Habilities

Met assets held in reust for pension benefits

See accompanying notes.

Juwe 30

2000

{Tn Thousands)

$ 2,127 $ 1,036
1,506 2,983
3,973 4;024

388 325

543 1,482
63 477
1,034 2,284
2,630 :

20,940 19.901
46,850 4,103
67,790 B0,004

26 70
55 20
234 190
S 3
332 263

75,535 86,645
2,630
1,508 1,751

144 142
720 1,895
50 49
5452 @ 3.83F
570,083 $42,808




The Commonwealth of Puerto Rico
Judiciary Retirement System

Statements of Changes in Plan Net Assets

Additions:
Contribulions:
Employer
Participating employees

Investment income:
Net {depreciation} appreciation in investments
reporied at fair value
Dividend income
Intterest inooma

Less investment expenss
Totzl additions

[reductions:
Annuities
Administrtive expenses

Total deductions

Met {decrease) increase in net assefs held {n trust
Jor pension benelits

Net assers held in trust for pension benefits:
Beginning of year

End of year

See accompanying notes,

Year ended June 30

__ 2001

20060

(In Thousands)

S 5394 § 5,222
2,240 2,094
7,634 7,316
(11,184) 9,299
173 303
304 1,473
(10,707) 11,075
341 413
(3,414) 17.978
8,262 9,705
1,049 1372
9,311 9.077
(12,723) 8,901
82,508 73,907
_$ 70,083 182,508




The Commonwealth of Puerto Rico
Judiciary Retirement System

Motes to Financial Statements

June 30, 2001

L. Organization and Summary of Significant Accounting Policics
Organization

The Commonwealth of Puerto Rico Judiciary Refirement System (the System) was crealed by
Act No. 12 on October 19, 1934. The System is considered an integral part of the
Commonwealth of Puerto Rico (the Commonwealth) financial reporting entity and is included in
the Commonwealth’s financial statements as a tst fand. The System, as a governmental
retirement plan, is excluded from the provisions of the Emplovee Retirement Income Security
Act ol 1974 (ERISA).

The responsibilily for the operation and administration of the Svstem [s vested in a Board of
Truslees, composed of two participuting employees and one pensioner, who are appointed by the
Governor of the Commonwealth and four Commonwealth government agency representatives,

Lhe System is ool an employer. The System’s operations are managad by the Employees'
Retirement System of the Government of Puerto Rico and its Istrumentalities (ERS). EES
allocations of administration costs lo the System amounted to approximately $1,049.000 and
51,372,000 for the years ended June 30, 2001 and 2000, respectively,

The following are tie significant accounting policies followed by (he Swstem in the preparation
of 1ts financial statements:

Basis of Presentation

The accompanying financial statements have been prepared on the accrual basis of accounting in
aceordance with the provisions of Statement of Govermmental Accounting Standards No. 23
(SGAS No. 25), “Financial Reporting for Defined Benefit Pension Plans and Note Disclosures
for Defined Contribution Plans”. Panicipating employees’ and smployer’s conldbutions are
recognized as revenues in the period In which the employee services are rendered. Benefits and
refunds are recognized when due and payable in accordance with the terms of the plan.

Use al Tstimntes

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

Cash and Cash Equivalents

Cash and cash equivalenis consist of “overnight deposits” guaranteed by the custodial bank.



The Commonwealth of Puerto Rico
Judiciary Retirement System

Notes to Finaneial Statements (continued)

L. Organization and Summary of Significant Accounting Policies (continued)
Iuvesimenis

Investments are carried ot fair value, except for certain mortgage notes which have no readily
determinable fair value, The fair value of notes, bonds and stocks is based on quotations
obtained from national securities exchanges. Securities transactions are accowited for on the
{rade date.

Mortgages, acquired from third partics are held to maturity and are noi readily markeétable.
Conseguently, these are carried amortized cost.

No investment in any organization represents 5% or more of the System’s net asseis held in trust
[or pension benelits,

Loans to Plan Members

Morlgage, personal and cultural trip loans to plan members are stared ai their ouistanding
principal balance. No allowance for uncellectible amounts has been established since loans to
plan members are secured by mortgage deeds, parficipants’ coutributions and any unrestricted
amount remaining in the escrow funds. Maximum amounts that may be granted to plan members
for mortgage, personal and cultural trip loans are S100,000, $3,000 and $3,000, respectively.
The carrying value of these loans approximates their fair value,

During fiscal 1998, the Systom sold mortgage loans with a principal balance of approximately
241,400 1o Federal National Mortgage Association (FNM A) at a gain of approximalely $8,800,
The sale contract stipulates that the System must repurchase any loans with pavments in arrears
over 90 days, Ag of June 30, 2001 and 2000, the System had not repurchased any loans,

Guarantee lnsurance Reserve

Premiums collected and benefits claimed are recorded as additions and deductions of the
guarantee insurance reserve, respectively,



The Commonwealth of Puerto Rico
Judiciary Retirement System

Notes to Finaneial Statements (continued)

‘2, Plan Deseription

Ihe System is 4 single-employer defined benelit plan sponsored by the Commonwealth. Under
the terms of fthe Act No, 12 of 1934, as amended, all judges of the Judiciary Branch of the
Commonweallh are plan members of the System. At June 30, 2001 and 2000, membership
consisted of the following:

_ 2000 z000
Retiress and beneficiaries currently receiving henefits 268 264
Current participating employeos 346 243

The plan members of the System are eligible for the following benefits:
Retirement Annuity

Plan members with 10 years of credited service are eligible for retirement upen reaching G0
years of age.

Plan members are eligible for monthly benefit payments determined by the application of
stipulated benefit ratios to the plan member's average compensation. Average compensation is
computed based on the last three years of service (offcctive July 28, 1993, highest monthly
salary), except for the judges of the Supreme Court for whom i is based on the last manth of
compsnsation. The annuity for which a plan member is eligible is limiled to 2 minimum of 25%
and a maximum of 75% of the average compensation except for the judges of the Supreme Court
for whom the annuity is limited to a minimum of 50% and a maximum of 100% of the average
compensation.

Reversionary Annuity

A plan member, upon retivement, could clect to receive a reduced retirement annuity giving one
or more benefit payments 1o histher dependents. The payments would start after the death of the
retiree, for un amount not less than $120 yearly nor ereater than the annuity payments being
received by the reliree.

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

totally and pormanently disabled is cligible for a disability annuity of 50% of the compensation
received the time of the disability,



The Commonwealth of Puerto Rico
Judiciary Retirement Systen

Notes to Financial Statements (continued)

2. Plan Description (continued)
Nonoceupational Disability Annuity

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

Death Benefits

QOccupational:

° Surviving spouse — annuity equal to 50% of the participating employee’s salary at the
date of the death.

o Children - $10 per month for each chuld, minor or student, up to a maximurm bensfit per
family of 75% of the participating emplovee's salary al the date of the death, If no
spouse survives or dies while receiving the annuity payments, ¢ach child, 18 or under, is
eligible to receive an annuity of $20 per month up to the attainment of 18 vears of age or
the completion of his/her studies.

Nonoccupational:

e Beneliciary ineligible for survivor benefit - the contributions and interest acoumulated us
of the date of the death plus an amount equal to the annual compensation at the time of
the death.

s Surviving ﬂ'muse and child, 21 or under - up 1o 60% of the pension that would have been
payable had the participating employee retived on the date of death,

Post-retirement:

° Beneficiary with surviving spouse and child, 21 or under, up to 60% of retiree’s pension
or otherwise the exccss, if any, of the accumulated contributions at the tme of retirement
over the total annuity benefits received before death, limited to a minimwmn of $500,

Relunds

A participating emplovee who ceases hisiher employment with the Commonwealth without Tight
10 & retirement annuity has the right to a refund af the contributions Lo the System plus any
interest eamed thercon.



The Commonwealth of Puerto Rico
Judiciary Retirement System

Notes to Financial Staternents (continued)

2, Plan Deseription {continued)
Amendments to Benelits Payable to Plan Members Effective Jan uary 1, 1999

Acl No. 177 of 1997 provides, effective Januwary 1, 1999, for increases of 3%, every three vears,
of the pensions paid by the System to those plan members with three or more vears of retirement.

Termination

Although the Commonwealth has not expressed any intent to terminate the plan, it may do so at
any time. In the event of iermination of the plan, the rights of all affected plan members and
beneliciaries o whom benefits have acerued under the plan shall be nonforfeitable to the extent
lunded,

3. Tunding Policy

The contribution requirement to the System is established by law and is nol actuarially
dotenmined. Required contributions consist of 20% of applicable payroll for the employer and
8% for the participaling employees. Commonwealth contdbutions should nltimately cover any
deficiency belween the participaling employess’ contributions and the System's pension benefit
obligations and administralive costs.

Caleulations of the present value of benefits under the System were made by consulting actuaries
as of June 30, 2000 and 1999, using the projected unit credit acluarial cost method. Significant
assumptions undedlying the actuanial computations include: (a) assumed rate of retum on
investments of 8.5%, (b) assumed compound rate of wage increases of 5%, and (¢) assumed
mortality rate based on the Group Annuily Table of 1951,

The actuarial accrued lability was $135,800,000 and 31 18,200,000 as of June 30, 2000 and
1999, respectively. At June 30, 2000 and 1999, the Onfounded sctuarial acorued liability was
approximately 553,000,000 and $44,300,000, respectively,

4, Cash aud Investments

Cash Deposits

At hine 30, 2001, the aggrezate carrying amount of cash doposits and cash equivalents held by
the System was approximately $3.7 million, which includes S1.6 million at the Govermment
Deyelopment Bank for Puarto Rico (GDR).

The remaining balance of 82,1 million {5 insured by the Federal Deposit Insurance Corporation

or collateralized wilh securities held on behalf of the System by the Secretary of the Treasury of
the Commonwealth of Puerto Rico, or the Ssoretary’s agent in the name of the Seorclary.



The Commonwealth of Puerto Rico
Judiciary Retirement System

Notes to Financial Statements (continued)

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

Pursuant to present statutes, deposits of financial institutions, other thun with G, shall be in
banks designated by the Puerto Rico Seeretary of the Treasury as depository institutions of

public funds, Such deposits are suarantead by sufftcient collateral under the name and custody
of the Secretary of the Treasury.

As of June 30, 2001, cash consists of deposits in banks and is categorized following the “Guide
o Tmplementation of GASB Statement 3 on Deposils with Financial Institutions. Invesimsnis
(including Repurchase Agreements), and Reverse Repurchase Agreements.” The categorics for
deposits are the following:

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

Catcgory 2 - collateralized with securities held by the pledging financial institution’s trust
departiment or its agent in the Svstem's name.

Category 3 - uncollateralized.

The carrying amount of the deposits approximates their fair value. The following presents the
deposils categorized (in millions):

Bank Carrying
o Category Balance Amouni
1 3
Deposits in commereinl banks $2.1 5 - $2.1 52.1
Deposits in GDB - 1.6 16 1.6
521 S1.6 $3.7 53.7




The Commonwealth of Puerto Rico
Judiciary Retirement System

Notes to Financial Statements (continued)

4. Cash and Invesiments (continued)
Investments

The following table shows the cost and market value of the investments in marketable securities
held by the System as of Tuse 30, 2001 and 2000,

2001 2000 o
Cost FEair Value Cost Fair Value
{In Thousands)

U5, Government and 2pensies’ seclistes $13,954 514,015 $13,979 $13,731
Carporate bonds 0,973 6,225 6611 6,170
Total Bonds and Nelas 20,927 20,941 20,390 19,901
Domeslic corporate stocks 35,941 39,056 38,756 51.038
[nlernational corporate stocks 9.065 7,794 8,815 9,065
Toral Stocks 45,006 46,850 45,571 60,103
Total Tnvestments $65,033 H67,700 568,161 FR0.004

The Credit Risk categories for invesiments are:

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

Category 2- Uninsured and unregistered, with securities held by the counterpaty’s irust
department or agent in the entity's name.

Calegory 3- Uninsured and unregistered, with securities held by the counterparty, or by lts trust
department or agent but not in the entity’s namne.

Credit Risk Classification s as follows:

Category Carrying

1-2-3 Amount

Bonds and Notes $20,940 520,940
Stocks 46,350 46,850
S67,790 S67,790

-10-



‘The Commenwealth of Puerto Rico
Judiciary Retirement System

Notes to Financial Statements (contimied)

4. Cash and Investments (continued)

Securities Lending Transactions

During the year the System cntered into securities lending transactions. Citibank as agent
manages lhe securities lending program and receives liguid collateral. The collateral requirement
is equal to 102.1%, of the fair value of the security lent.

Securities lending obligations for which collateral was received as of June 30, 2001 consist of {in
thousands):

Fair Value
Securifiss lent of Securities

Equily sccurities 2,569

Collateral received amounted o $2.6 million and it was invested as follows, S18 thousand in
commercial paper and $2.6 million in repurchase agreements.

5. Guarantee Insurance Reserve over Loans to Plan Menibers

The System provides life insurance that suaranices the payment of the outstanding principal
balance of mortgage, personal and culwiral trip loans m case of death of & plan member. This
coverage i patd in its entirety by the plan members who obtain these loans from the System.
The life insurance rawes are actuarially determined, and o not vary by age, sex or health status.
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The Commonwealth of Puerto Rico
Judiciary Retirement System

Schedule of Contributions
(Dollar Amounts in Thousands)

Year Ended Contributions Fercentipe
Juome 30 Requived Contributiens Contributed
2000 8,200 57,300 T5%
1999 4,500 7,900 176
198§ 2,800 &, 100 218
1907 L9006 3,000 3il
1996 2,400 3,500 229
1905 2,700 4,600 170
1954 2,600 4,300 163

See notes to schedules of trend information,

.12



The Commonwealth of Puerto Rico
Judiciary Retirement System

Schedule of Funding Progress.
(Dollar Amounts in Thousands)

UAAlasa
Actuarial Actearial Porcenn
Actuarial Value Acerngl  Unfumiled Annuzl of Annual
Valuarion vl Flan Liablily AAL Funded Covered Cavered
_ Diae Agiely {AAL) iLAAL) Ratlo Payrell  Paweall
L2000 LR2,500 E135.500 E5)000 0l%: §25,700 2065
41999 73900 118,200 44,300 13 26,300 Fiti
7 1/199%8 67,200 93,600 25400 T L8000 154
TELAIGO? 300 1,500 19,200 73 18,060 mn7
WG 30,000 G3.100 13,100 T | 8,600 Ve
1993 4Z,100 60,800 LR T00 ] 15,800 13
1994 35,600 a5.000 23,300 ] 12,600 145

See notes to schedules of trend information,

13-



The Commonwealth of Puerto Rico
Judiciary Retivernent Systern

Notes to Schedules of Trend Information

I. Schedule of 'unding Progress

The Schedule of Funding Progress provides information about the [unded status of the System
and the progress being made in aceumulating sufficient assets to pay benefits when due.

2. Bchedule of Contributions

The Schedule of Contribulions provides informalion aboul the annual required contributions
(ARC) and the extent to which contdbitions made cover lhe ARC. The ARC is the annual
required contribution for the year caleulated in accordance wit cerlain parameters, which
include actuarial mothods and assumplions.

The System’s Schedule of Conlributions includes both Commonwealth's and participating
employee’s contributions as the Commonwealth’s contributions, ultimately, should cover any
deficiency belween the participating employee’s conibutions the pension benefits and the
Systems’ administration costs,

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

actuarial valuations at the dates indicated. Additional information as of the laler actuarial
valuation follows:

Valuation Date July 1, 2000

Actuarial Cost Method Projected unit credit cost method
Amortization Method Level percentage ol Lhe projected payroll
Remaining Amortization Period 26 years

Asset Valuation Method Market value

Actuarial Assumptions:

Investment rate of retum* 8.5%
Projected salary increases® 5%
Cost of living adjustment 3%, every three vears

*Includes inflation at 3.3%



