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INDEPENDENT AUDITORS’ REPORT

‘The Board of Trustegs of NN
Puerto Rico System of Annulties and Pensionis for Teachers:

We have audited the accompanying statement of plan net assets of the Puerto Rico System of Annuitles.
and Pensions for Teacheis (the “System™) as of June 30,2009, and the related statement of changes in
plan nét assets for the year then ‘ended, These financial statemeits are the responsibility of the System’s
‘management. Our resporisibllity is to express an opinion on these finariclal statémeiits based on our audit.
Weé conducted our aiidit In docordance with audiiing stanidards generally accepted in the United States of
Ametlca. Those standards requilre that we plan ind perforii the audit to obtaln reasonable assiirarice about
whether the financlal statéments are free of materlal misstatement, An audit Includes consideration of -
internal control over financlal reporting as a basls for designing audit procedures that are approptate in
‘the clrctimstances, but not for the purpose of expressing an opinion on the effectiveriess of the System's
intenal control over financlal reporting. Accordingly, we express no stich opinion. An qudit also includes
‘examining, on a fest basis; evidence supportinig the amounts and disclosures in the respective financial
statements, asséssing the accounting prin¢iples used and significant estimates made by management, as.
well as evaluating the overall financlal itatémeént presentation. We bélleve that our audit providesa
reasonable basis-for our opinich: ' ' '

In Gur dpllon, the fitiahclal staternents referreid to above present falrly, in all material réspects, the net
‘#issels of the System as of June 30, 2009, afid the changes In its riet assels for the yéar then ended In
onformity with acéounting pririciples génetally accepled in the Unlted States of America.

‘The managemient’s discssion and dnalysis presented on pages 3 throuigh 11 is nol a required part of the
“basio financlal statements but Is supplementary Information required by the Goverrimental Accountirig
Standards Board, This supplemeritary information is the responsibility of the System’s managentent, We'
have applied certain limited procedures, which consisted principally of inquires of management regarding
the methods of measurement and presentation of the supplémentary information. However, we did not
audit such information and we do riot express an opinion on it. '

As discussed in Note | to the basic financlal statements, the System held investments valued at
approximately $784,667,000 (35.05% of total assets) as of June 30, 2009, whoss fair values have been
estimated iri the absence of readily determinable falr values. This estimate is based on information
provided by the underlying fund managers.

Maiiiber f
Draloftte Touche Yahmatsu




Our audit was conducted for the purpose of forming an opinlon on the System’s basic financial
statements. The schedules of employer contributions and funding progress are presented for purposes of
wdditlonal analysis and are not a fequired part of the basic financlal stalements. This supplementary
Informatiofi Is the responslbility of the System's management. These schedules have been subjected fo the
auditing procedures applied by us in the audit of the basic financial statéments and, In our oplnion, are
falrly stated in all raterial respects In relation o the basic financlal statements taken as & whole.

DN Lo b Toche LateP
January 8, 2010
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PUERTO RICO SYSTEM OF ANNUITIES AND PENSIONS FOR TEACHERS

MANAGEMENT'S DISCUSSION AND ANALYSIS .
AS OF AND FOR THE \{E_AB ENDED JUNE 30, 2009

The Puerta'Rlco System of Annuities and Pensions for Teachers (the ‘System™) presents management’s
ovérview of the administrative and operational activities that had an inipact on the System’'s net assets for tho
fiscal year ended Juns 30, 2009, The System administers retireriient and other partloipant benefits, such as
petsonial; cuitural and iortgages l6ans, ocupational and non-oceupational disability anmulties and death
benefits. R '

Overview of the Finariclal Statements

THls discussion and analysis is intérided 10 serve as an introduction to the System's basio financial statemients,
which dre comprised of the followlng: 1) Stafemient of Plan Net Assets, 2) Statemerit of Chariges in Plan Net
Assets, and 3) Notes fo Basle Financlal Statements, Required supplementary Informétion Is also presented to
supplement the basic financlal statements. ' '

Statement of Plan Net Assets and Statement of Changes in Plan Net Assets

Both thesa statements provide information about the overall financlal status of the System. The Statement of
Plan Net Assets includes all of the System’s assets and liabilities, with the differerice reported as net asseis
held 1n trust foe penision benefits. The Statement of Chariges In Plan Net Assets discloscs changes n the
Systen’s nét assets during the fiscal year, ' '

Notes to Basic Financial Statemenits

Thes notes to the basle financtal statéments provide addltional Information that is essentia for an

understandirig of the data provided in the Statements of Plan Net Assets and Changes In Plan Net Assels.
Required Suppletentary Information

The réquired supplementaty formiation consists of two schedules and related notes concerning the funded
statug of the penslon plan admlnistered by the System.

Financlal Highlights

The System’s net issets as of Jurio 30, 2008 decréased from approximately $2,785 mifllion to $2,158 millilon
45 of Justa 30, 2009 The reduction was priniarily due fo the rist deprecfation in thé fali valus of the Systein's:

inyestment porifollo, The amount of $2,158 million in total net assets consists of thie following:

$1,711 mifflon in investments

$399 mitlion in loans to plan members

$70 milton ifi net cash and cash equivalents
($22) milion in other nét assets (liabilities)

. ® &% 8




The fotal plan net assets ate presented in the followlng chart (in millions):
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Following is 2 comparison of certaln ltems within the finariclal statements;

The System’s assets excceded labilities by $2,158 milllon (pet assets) for the fiscal year ended Juné 30,
2009 when compared to the pri or year ‘which assets exceeded iiabilities by $2,785 million.

The fair valus of the Systeni’s invesiments (skcluding Ipans to-particlpants) at Junie 30, 2009 amounted to
$1;711 illlion, compated to $2,324 rllifon at June 30, 2008,

Thie System's funded ratio of the actuariat acc¢rued liability dt June 30, 2009 vwas 25%.




The following schedules presént comparative sumimary financial statéments of the System’s net asséts and
changss in net assets for fiscal years 2009 and 2008;

Summary Comparative Statements of Plan Net Assets

Amountof Parcentage
Changé, Charge

2409 2009
{in Thousande)

Assets: o
Cash aind short term investments $ 69611 § 328,308 ‘5(2.58-?87; ?'9)%
Investments — at fair valué and loans 2,110,590 2,101,078 (590479 '
Aépounts receivable 31,606 26,229 5317

Capita] assets " 26,161 26223 (&) 9
Othet assets 876 431 425 94

Total asséts : A3 3082379 _(843.520) {27
Liabilities: o . ;0

Accounts payable and aceried liabilities. 10,113 9,061 1,082 12
Insurance reserve for loans to plany members X '

and investments selilemieats 23,561 12,593 _ 10,968 87
Other Viabtities 47592 - __ 25319 Q200 (83)

Tolal lishilitics 81,266 297,031 (215,967) {13)

et eissers hold in trust foF penslon benefis $2,157,593 $2785346  $(627.753) @
Summary Comparable of Plan Net Assets Analysis

The décreaso in cash ind short-term investments Is primatlly aitrlbutable to a reduction! In securities lending
fransactions, The collatoral held on securities lending transactions décreased $227.6 million from $274 -
miilon as of June 30, 2008 to $47 miilion as of June 30, 2009. The rémalning decrease in ¢cash and short-term
ifivesiments is duie to normal fluctustions In short-term Iiivestments slnce it represents the amountof
shiort-terin invesiiients held by Investnignt managets at a point In time. The incréase In accotints recelvable Js

milrly attributablé to an Iticrease in receivables fot invastments sold due to market conditions arid investient
managers’ declslons as of fiscal year end,

The decréase in falr valte of Investients Is pimarily attributable t6 the generally unfavorable miarket
coriditlons expetienced during fiscal year 2009 & evidericed by  decrezise In the System’s fotal investment
réturn from a hegative 6.52% In 2008 16 & negative 15,98% in 2009, Detailed Informatlon régarding the
investment porifoli is included in the Investment Portfolio dnid Capital Markets Overview section.

The Increase in accounts payablé and acerued liabilitles s primarily due to an Increase in invesintents
purchased ag 4 result of market conditions and investment managers' decisions as of flscal year end, Tho
increase in other liabilitics is mainly due to the payables to independént brokers under the securities lending
program. ' o ' :




Summary Comparative Statements of Chianges In Plan Net Assets.

Years Ended o

Juns 30, Amdunt . Percentage
2008 2008 ‘of Charige Change

(in thoueands)

Additions; o !
Contributlons $ 309,165 S 288631  § 20,532 1%
Investment Income (Joss) 3401y (199986)  (43,439) 122
Other Income L A4 5 709 4]

Total additianis (13,799 90400 _(32.104)  (246)

Deductions: | , o o

Benefts ped o participani 0T ams1 28297 $

Administrative éxpénsed 25,485 25537 [52) ¢
“Total deductions 493950 461774 28,18 6

Net decrease in et assets held in trust o o _
fot pension benefits (621733 (TN (250379) 56

Nél assels held 1 trust Tor perision benelis: _ . N
Beglnning of year 278806 3060720 37134 12

End of yéar $2,157803 4785346 $(621.75) (23)
Summary Comparable Statements of Changes in Plan Net Assets Analysis

During the fiscal year 2009, employers and employees® contributions ingreased due to salary increases by the
Depaitinent of Education on January and July 2008. During the period, the Governimert’s contribittion for
Speclal Laws beneflts increased by approximately $7,5 million. The inorease was Intended.to mainly cover an
additional cost of living adjuistment granted by the Governmen} to qualified System retireés effective July
2008 and fo cover the Incréase in benefits to rettrees and beneficlaries dyring the fiscal year. T

Financlal Analysis of the System

The Syster provides retirement beriefits to teachiers ialily within the public education system of the
CominonWeéalth of Puarto Rico, The Systemn’s net asseis held in trust for benefits at June 30, 2009 amounted
to approxirnately $2;158 million, & decrease of approximately $628 millicn from approximately

$2,785 million at June 30, 2008, Additlons to the System's niet assets held in frust for bienefits include
employer and member contributions, as well as investment iricome (10ss), For fiscal yeat 2009, employét and
friember confributions increased by approximately $17 million, fram approximately $245 million during fiscal
year 2008 to approimately $262 miltion durlng fiscat 2009, The Increase is du to 3 salary increase by the
Department of Education on January and July 2008, The System recognized a net depreclation if the fair
valus of Investments of approximately $519 mlllion for fiscal year 2009.

T fiscal year 2004, the Systén staried a ré-engineering and mechanization project that involves different
aréas, such as Pensions and Finance: As of June 30, 2009, $6.7 million was capitalized as a result of the
project iri progress.

l!‘6-'




Teachet's Retirenent System’s Inivestment Portfolle Overview

Dutiig the fiséal year ended June 30, 2009, there yiéte no chages in the Sysiem’s target dsset allocation and
wanager structure, The furid’s asset mix genierated a riégative gross retiirn of -15.98% for the fiscal yedr enided
Jurie 30, 2009, The target asset mix is as follow:

B US Flxed Tncome 1, Hougs
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Ecoriomy and Capltal Markets Overview

During the flscal year 2008-2009 worldwide capital markets, (with the exception of sover¢ign debt) régistered
one of the weakest-fecorded réturns in'history during the one year period, The fiscal year first quarter started
with Increasing concerns with securitized morigages comprising loans to lower quality borrowers that quickly
escalated (o n global crisis at credit and lquidity markets. The crisls camé to a tipping point In Septémber

2008 with a serles of evenis on a levél that had riot beon witniessed before, mnging from the failures of major

financlal institutions to coricerted actlons by pollcy makers across the world to stem the crisls.

The thonth of September 2008 was especially severe for finanglal markets and world economies, as Lehumiah
Brothérs déclared Chapter 11 barikrupicy, the RDIC negottated the takeovér of Washington Mutus] by JP
Morgzan Chasé (in effect hslping the traubled economiy avoid the Jargest bank failure In history), the TreaSury
provided $83 billion in emeigency findricing to AIG to address its liquidity crisis and the SEC temporarily
prohiblted short-selling of the stocks of hundreds of financlal firms, The Federal Hoyising Finance Authority
also placed Fannle Mas and Freddie Mac under governtient conservatorship, confirming the widéspread
assumption that these were truly government-backed entities.

The first quarter of fiscal year 2009 also had equity decllnes of -8.4% for the S&P 500 Index, <20.6% for the
MSCI EAFE Indey, and 27.0% for the MSCI Emergling Mérkets Index, During this périod, all assets seémed

to bo perfectly comelated and experiencing significant negative performance. U.S, Treasury Seourlties.
(bdnds’n,c't@s}cgosiéd the only positive performance, &s fnvestors fled all tisky assets in search of safety,
Treasury yields hit near-zero levels as-inyéstors sought near term security, T

As the worldwlide financlal system nearly collapsed, central bankers and governments across.the world
initiated coordinated measures to deal with the crisis, with large fiscal stimulus programs coriblned with fow
{niterest ratés, emergency liquidity measures, and explicit and implicit support to largé financial institutions. Tn -
the U.S;, the Federal Reserve rediced its target ovérnight lending rates to & historio low of 0.25%.
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The follawing quarter began with a revised Emergenicy Economic Stabllization Act'of 2008 being passed by
the House of Represéntatives In earty October. The nearly $700 billior stirmuhis package included assistarice
for homeowners, sutomakers, and banks. The exténsive measures to feduca the tide of foreclosures, increase
liquiidity and prevent furthér bank failures demonstrated thie extént to which the govemment was willlng to
use its extensive balance sheet to avold a deepening of the recesslon snd deflatlonary concerns. Although
criticized for its broad ballouts, minimal ovérslght on the distribution of finds and the exténision of
government conito} over private industry, many economists agreed that svch measures wefe nscessary to
ovérconie the tremendous headwinds facing the global economy, Forsign governments responded with
similar stimutus efforts, although they were not quite as costly or expansive. '

During the month of October 2008, domestic equity Indices, responding to negative economic news, posted
ihie weakest monthly returms singé October 1987, The S&P 500 Indox returned <16.8%, while the Russell
2000 Index retimed -20,8% for the month. Intematlonial markess posted one of the weakest monthly retims
11 }ts recent history. International developed-market equitlés, as measured by the MSCI EAFE Index, retumed
20.0%; its Worst mionth for the pest 40 years, Intemnatiorial emerging market equitles, as measured by the
MSCIEM Index, retumed -27.4%. B '

As the crlsis evolved, the U.S, goveininent moved forward with several monetaty policy fnitiatives aimed at
restoring Iquidity irl the capital markets, Incliding the Term Asset-Backed Secuwitles Loan Facitity (TALF),
which was designied to attract investors to the new-issue asset-backed securities markets, aid th
Public-Private Investment Program (PPIP), which alms to restore liquidity for distressed securities such 93
non-agency residenitial morigage-backed securities and commerolal mortgage-backed securities. Govemments
across Europe and Asla followed sult by propplng up banks and flnancial Institutions and injecting liquidity
Into the finasiclal system on & historle seale,.  ~ ' ' ‘

The combinatlon of the various stimulus measures has had a calming effect an the markets as confldence and
tiquidity appears 16 be retuming to the markets. The return of confidence rewarded risk-based assets nd
financial markets rebounded strongly in early March of 2009 through the end of the fiscal year 2009,

The last quaster of fiscal yéar 2009, and specifically April and May, exterided the global market rally that
begtin in March 2009; The reduced Hisk perception led o a declini iri oredlt spreads aross fixed tcome
sectors — high yleld bonds weré aniong the best performing bond seciois betweeri January and June 2009, this-
high risk sector experienced a 30% réturn for the period.

'Tho positive results of the U.S. Treasury’s bank “stress tests,” coupléd with additional declines in the rate of
job losses, led jnvestors to regain thelr confidence and retirn to all the major sectors of the financial markets,
The Bureau of Economic Analysis released an advance estlinate on réal GDP for the second quarter of -1.0%,
which marked a significant Improvement from the past two quartery as govesnment spending incieased armldst

smaller declines in private Invéntorles and investment, Consumer confidence also rebounded in spite of the
bankruptcy filing of Generat Motors 6n June Ist, which was the fourth-latgest bankruptcy In U.S. history. As
the prospects for economic grovith Improved, commodittes, which were one of the worst performing
segmients of the imarkets in the second lialf of 2008, tebounided signlficantly in 2009, Crude oil, which fell to
below $40/barve] towards the end of 2008, rebounded to nearly $70/barcel by June 2009. The.U.S, dollaf,
which benefited arly during the fiscal year, ag investors piled into the safety of U.S, Treasuries, came under
pressire towards the end of the fiscal year as Investors movid assets away to fiskior, higher-yielding coutitrles
and currencies. B h ‘ '

Given the oxtraordinary resylts experfénced during thie fourth fiscal quarter 6f 2009, e have outlified the
fund's performauice by asset class Iri order o provide a better asséssiment of the investinent results,




Industry Indices Performance Overview

S&P 500 15.93% 2621%
S&P 500 Cifi Growth ' 14.60% 23.89%
S&P 500 Citi Value 17.51% -28.63%
Dow Jones 30 industrials 11.96% 23.00%
NASDAQ 20,32% -19,14%
Russell 2000 : 20.69% -25.01%
Russell 2000 Growth 23.38% 24.85%
Ruissell 2000 Value: 18.00% 25.24%
MSCI EAFE 25.43% 31.35%
MSCI Emerginig Markets Fres 34.89% 27.82%
‘Barclays Aggrogate _ O L78% 6.05%

U.S. Equity Overview for the Flscal Year 2009
The U.S. equity markets suffered significant loses across all sectors during the first 8 months of the fiscal year-

2009, Such trend ended in March 2009 with positive mofith perforreance, The market rally that started in-

March continted all the.way to mild-June and registered some of the largest equity galns in over.a decade, The

Financial sector of the economy led the rally fueled in part by the decision by FASB to ase mark-to-market _'
accolinting rules, which strengthened the overall confidence in thie sector, As the market confidence increased.
durlng the quarter, market volatility slowed down with the VIX ending around 25 aftér Starting the quarter-
above 40, - '

At Juné 30, 2009, the System tietd $896 flllion I U.S, equity seoliities which represents approxintately 42%
‘of the tola} investment porifolio. During the fiscal year ended June 30, 2009, irivestment In U.S: equity
securitiss posted negative gross refurns of -26.18% ' ‘

U.8. Fixed Income Overview for thie Fiscal Year 2009

‘Not as severe as In the equity markets; 1.5, Fixed Income market faced during the fiscal years 2009
wiptegedented challenges derived from global concems aboit liquidity and credit, As merke participants
confidence tevel improved in March 2009, hon-irivestment grade cofporate outperformed their investment
grade counterparts., The two Glovernment programs, TALF and PPIP, which were announced In the preyious
quarter, aided the recovery of securitized markets, The TALF program increased the supply and deménd of
eligible asset-backed seciiriites, enabling sproads to ¢ontract significantly. The PPIP (Public Private
Investrent Prograin) also Increased market confidénts in the mortgage sector:

At Junie 30, 2009; the Systein held $426 inilliori In doniestic fixed lricomp securities, which represents
approximately 20% of the fotal invéstrient portfolio. The System’s fixed income tmoney mianagers had a
‘positive gross réfurn of 3.97% for the fiscal year ended June 30, 2009.




Internationa Equity Overview for the Last Quarter of the Flscal Year 2009

Intérnatlonal equity markets exhiblted the samie pattern as domestic equity markets, they rallied significantly
ifn Aprit and May then stabliized off in Junie: Govermmeits around the world took some complémentar
measures to keep their economies going. The ECB lowered interest rates to 1%, the Bank of England held
rates constant at 0.5% and Japan launchéd a $150 billion stimufus plan, Similar o the U.S, market, the rally
was led by inferior quality, riskier.stocks and those sectors and stocks that hed posted the largest Josses in the
previous quartet.

At Jurlo 30, 2009, the System held $363 million in forelgn securities, which represents approximately 17% of
the total investment portfolio. Durlng the fiscal year ended June 30, 2009, investment in interriational equity
securitics posted negative gfoss retums of -29,18%

Total Fund Performance

Tor fiscal year 2008-09, the System éxperlenced overall négative returns due to the ovesall cordelation
between the U.S: and International equity inarkets, During the 2008-09 fiscal year, the furid experiencéd a
riegative gross return of -15,98% beating its targeted benchmark réturn of -16.48%.

Other lnvestments and Transactions

At Jtitie 30, 2009 nd 2008, tho System Held $399 mililor and $377 million if loans to participants,
respectively, which 3 of June 2009 représents approxlmately 18% of the total portfolio; As of Juné 30, 2009,
these Joans consisted of $109 milfion in morgage loans, $288 milllion in personal loans and $2 millionin
cultural trip loans. The loans to partioipants had g gross réturn of 10.26% for the fiscal year ended on June 30,
2009,

As of June 30, 2009, the System had participation in limited partnerships of private equity Investments for an
approximate valug of $26 million, which répresents approximately §% of the Investment pottfolio,

The System €arns additional jnvestinent lncome by lending investment sécuirities fo brokers vie its custodian's
securities lending program. The brokets provide collateral to the System and generally use the borrowed
securitlés to cover short sales and failéd trades, The cash collateral received from the brokers Is livested in
order (o eam interest. For fiscal year 2008-2009, incoms from the custodlan’s securities lending activity
amounted to-approxitnately $1.4 million,

Funding Status

The System petforms an actuarial valuation of its assets arid obligations at least every offier Yeat. The most
recent actuarial valiiation was performed as of June 30, 2009, Aésotdlng t6 Such valuation, the System's
unfinded liability artiotinted to apptoximately $6.6 biliton with a funding level 6f25%,

As & means o protect the Systern’s finaicls] health, Act No. 91 of March 29, 2004 established the practice of
tequiring an actuarial sfudy identifying the funding statiis prior to granting new benefits..

10




Request for Information

The finanicial report Is designed to provide a general averview of thé Systern's finanicial status, comply with
related Jaws and regulations, and demonstrate commitmicnt to publlé accountability. Questions concerning any
of the informition provided in this report of réquests for additional Information should be eddressed to the
Puerto Rico Tedchers Retirement System, Capital Center Bullding, #235 Arterial Hostos' Avei, North Tower,
8th floor, Haio Rey, P.R. 00912-1879. '

-11-




PUERTO RICO SYSTEM OF ANNUITIES AND PENSIONS FOR TEACHERS

STATEMENT OF PLAN NET ASSETS.

AS OF JUNE 30, 2009

{In thousands)

ASSETS:

Cish .
Cash and shorf-ferm investierts $ 65885
Cash with fige) agent 450
Cash deposwed with Government Development- -

“Bank for Puério Rico 3216
Total eash 69611

Trivegttents — af falf value: N
Bonlii 425911
Stocks. 129,169:.

Tolal investmeits — it falr value 1,685,080
Other investnien(s — private équity mvestnients 26,139
Tola! [nvestmbiils 1,711219

Loens to, plan membeis! _—
‘Morfgagé 109,508
Petsonal 283,410
Qultural trips _ 1 6_2

Total loans to plan members __. 393380
Total {nvestments and losns 2180210

Actounts réctivable::

R«u\’able for Investmens goid 3.1
Avcrabd Intomt anid dividends receivable 5445
Other.” 2 930

Tolal sccounts teoctvaile _371 ,606
Capital gsseis —nel. 26,167
Othier nisets 876

“Toial aisels 3,233,859

LIABILITIES:
 Inyesiments purchased 13,981

Puyibles fot sécuritles lending 46,751

Aciowts paynhtt 4, I§3

Agcrued sipentes 5925

Escrow funds of morigaps loans énd guaraniet insurance resen'e for loans
toplan members 4,580

Gther linhilitles - s41

Total Nabilitics 81,266 .

COMMITMENTS AND CONTINGENCIES (Notés 11 4hd 12)
NET ASSBTS HELD N TRUST FOR PENSION BENEFITS. _

(Schedule of Funding Progress {s présented o page 33) $2,157.593

Seq notes to basts financlal statements.

-12-




PUERTO RICO SYSTEM OF ANNUITIES AND PENSIONS FOR TEACHERS
.STATEMENT OF CHANGES IN PLAN NET ASSETS

FORTHE YEAR ENDED JUNE 30. 2009
(in ghoueands)

ADDITIONS:
Contributions;
Participatmg employees
Employer
Comri utions transferred from other dystems
Spegial

Towal eontributlons
Investmént ingome (loss):
Interest incotne :
Divldend Inoome
Net deprecjatlon in falr.value of investmenits
Teial Investiient loss'
Less Investient expense
Net tivestment 1oss
Other income
Total edditions
DEDUCT IONS
Beneﬁts paid to dp;rticlpahts
. Annyities and death benéfits
Special benefits
“Refunds of éontributions
Administrative expstises

Total deductions -

NET DECREASE IN NET ASSETS HELD IN TRUST FOR

PBNSION BENEFITS

NET ASSETS HELD IN TRUST FOR PENSION BENEFITS:

Beglnning of year
Euod ofyeat

Seé fiotes to basie financial staténsents.

-13.

$ 136,305
125,165
1479

46,214
__309.163
66,927
(51%',&1134)_
(438,741)
4,660

. (443,401
2444
(131,784)

418,414
45,747
5313

25,485

495,959

(627,753)

2,785,346
$2,157,593




PUERTO RICO SYSTEM OF ANNUITIES AND PENSIONS FOR TEACHERS

NOTES TO BASIC FINANCIAL STATEMENTS-

/AS OF AND FOR THE YEAR ENDED JUNE 30, 2009

i.

ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The Puerto Rico Systemn of Annuities and Pénsions for Teachers (the “System™) is 4 defined benofit plan
‘administered by the Puerto Rieo Teachers Retirement System and was created by Act No. 91 of

March 29, 2004, that superseded Act No. 218 of May 6, 1951 The System is considered an Integral part
of the Commonwealth of Puerté Rlco’s (the *Conimonwealth™) financial repotting pand is included in the
Commonwealth's financial statements as a pension fiirid, The System, as a governmenial refirement
plan, is exclided from the provislons of the Bmployee Retirement Income Security Act of 1974,

The respansibility for the proper operation and administration of the System is vested In a Board of
Trustees (the “Board”), The Boatd 15 composed of nlne members, as follows;

o Tlhiree ex offico members, which are the Secretary of the Treasury, the Secrotary of Education, and
{h& President of the Governmient Developmient Bank fot Puerto Rico (GDB), or thelt respective:
represenitatives,

e One member wha is 2 represenitatlve of a teacher's orgatiization designated by the Govemor of the
Corimonwealth of Puerto Rico.

o Three teachers of the System, one of which represents currently centified teachers in active service,
and two who represent retired teachers. These three teachers are appointed by the Governor of the |
Commonwealth of Puefto Rico,

“«  One meniber who s & fepreséntative of the entity that represents the proper unit under Act No, 45 of

Pebruiry 25, 1998, as amended,

¢ Oné additional member; a3 répresentative of the public interest, with kiowledge of and experience
in the administration and operation of financial systems, appointed by the Govermor of the
Comumonwealth of Puerto Rico.

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

Basis of Presentarion — The actompanying financial statements have been prepared on the.acorual
basis of accounting In accordance with the provisions of Governmental Accounting Standards Board
(GASB) Statement No. 25, Financlal Reporting for Defiried Bénefit Pension Plans. and Note Disclosures
for Defised Contribition Plans, end GASB Statement No. 50, Penston Disclosures. Participating
employes and emiployer contributions are recognized as revenues in the period In which the employee
services are rendered. Benefits and refunids are recognizéd when due and payable in aceordance with the
terms of the plan, ' i '

Use of Estlriates — Thi preparation of financial statements In conformity with accountinig principles
generally accepted in the Unlied Statés of America requires management (o riake estimates and
assimptions that affect the reported amourits of net assets held in trust for pension benefits; disclosure of
contingent assets and liabilities at the date of the financial statements, and the reported amounts of
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additions and deductions to niet assets held in trust for pension benefits during the reporiing perfod
Actiial résulté could differ from those estiniates. ' o '-

Caski and Short-Tevm Investments aid Cash With Fiscal Agent — Cash and short-term Investments
consist of “overnight deposits” with the custodian bank and 4 ¢commerclal bank, and money market
funds, Cash with fiscal agent répresents a fund account the System has at the Departntent of Treasury for
the payment of payroll expenses, '

Investments — Investments aro carried af fair value, The fair value of investmonts is based on quoted
pices, If available. The System has investments valued at approximately $784,667,000 6r 35% of total
assets as of Jurie 30, 2009, whose falr values have been estimated in the absence of readily determinable
falr values. This estimate Is based on information provided by the underlying fund managers, Such,
Investmiens Iriclude private equity investments dnd nonexchange traded mutual funds,

Securities transactions are accounted for on the trade date, Realized gains and losses on securities are
detormined by the average cost method and are included in the statement of changes in plan net gsséts.

‘Lognis fo Plan Membérs — Mortgages, personial, and cultural trip loans t6 plan members are stated at
thelr outstanding prinelpat balarics. No allowante for uncollectible amounts has been éstablished since
Toans to plan members are collgoted through payfoll withkiolding and secured by mortgage deeds, plan
members’ contributions, snd any usiréstricted amouiit reniaiiiing in the escrow finds. Maximut
amounts that may be loaned to plan members for mortgage afid cultural krlp loans are $160,000
($190,000 I£ 1he Spouse is also a plar member) and $10,000, respectively. The moximum ariount of
petsonal loans to be granted to current participating enployees is up to 90% of thelr accumulated
‘contribuitions and $7,000 fn the cass of retiress currently recelvitig benefits,

Capiral Asséts — Capltal ssets inglude building, building Improvements, fumituré and équipment,
capital leases, and projests in progress. The System defines capltal asssts as assets, which have an initial
“Individual cost of $500 or more at the date of acquisition and have a useful life of four or more years,

Capltal assets aré tecorded at historieal cost or at estimated historlcal cost if actual historlcal cost Is not
‘avallable: Donated ¢apital assets are récorded at thelr estimated fair value at the tlme of donation.

‘Capital asséts are dépreclated on thie stralpht-llno methiod over the Assets estimated useful lives, Thore is
fio depreciation récorded for projécts in progress, The estimated useful lives of capital assets are as
fallows; ' ‘
Years
Buildings 40

Buildings iniproverents 10,
Bdquipments, furnlwure, ffitures, and vehicles: 4-10

Long-Lived Assels — The System reviews the carrying ariouint of its long-llved assets and identifies
assets for possible impalrinent whenever events or changies in ¢lreumstances iridicaté that this carrying
-amolinf of the assets may not be recoverable. Any long-llved asset held for disposal is reported at the
lower of 1ts carrylng amount or fair value, less.cost to sell.

Guardntee Insurance Reserve for Loans to Plan Mermbeérs — Premiums collécted and benefits clalmed

aré recorded as additions and deductions of the guarantes lnsurancs reserve for life insurance on loans to
plan members, respectively.
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Fuiuré Adoption of Accownting Pronounzémenis — The GASB has issued the fallowing accounting
standards that have effective dates after June 30, 2009: '

o GASB Statemént No, 51, Tntangible Asseéss, which is effective for periods beginning after June 15,
: 2 009. d h 5 ¢ !

» GASB Statement No. 53, 4ccounting and Financlal Reporting for Derivative Instrumients, which Is
effectiv for periods beginnirig after June 15, 2009,

The imipact of these statements on the System's basic financial staternents has not yst been determined.
PLAN DESCRIPTION

The System s 4 defined benefit plan sponsored by the Commonwealth, Subssantially, all active teachers
‘of the Cominonwealth's Department of Eduication aré covered by the System under the térms of Act
No. 91 of Match 26, 2004, that superseded Act No. 218 of 1951. The new law gives the Puerto Rico
Teachets Retlremént System’s nctive employees as of March 20, 2004, the option to participate 1n the
plan; Employees recrulted by the Pugtto Rico Teachers Retirement System afier the approval of the new
lay become membérs of the plan. Atl active teachers of the Department of Educatlon become plan
members of the System at their date of employment, Licensed teachers working in private schools or
‘othér educational organizations can be members of the System at their own cholce as long as the
requiredl etaployer and employes conlributlons are satlsfied.

As of June 30, 2009, the membership consisted of the following:

Rettiress and beneficiaries curreritly reciving benefits 33,24
Currert particlpatirig emplogess 46,295

Total mebership 79519

The plan members of the System are éligible for the benefits described below:

‘Retivement Annuily — Plan members are eligible for monthly benefit payments determined by the
application of stipulated benefit ratios to the plan member's average compensation. Average
cGompernsation is compited based on the highest 36 months of compensation recognized by the Syster.
The annuity for which a plan member Is eligible Is limited to a minimum of $400 per month.and a
‘maximum of 75% of the average compensation.
The plan ménibers are eligible for retirement annulty benefits upon complying with the following:

Age . Yeara of Greditable Bervices Ratiroment Annuity Compensation

Fify Thirty 6 more 75% of averags bompensation

Under ity Thirty or moré 65% of averags compensation

Sbity At least 10 bu fess thii 25 1.8% of average compensation Umes years of sérvics -

Fifty Af least 5 but less than 30 1,49 of avérdge compensation tiniics Years of strviee

Forty-saven but Atlenst25 butless 95% of the annua] pensida that would have received

Jet§ than Fifty thiin 30 * with 50 years of ag:
Deferred Retirement Annilty.— A particpating employee who terminates servios before age.60, after

having accurulated p mintmum of ten years of creditable services, qualifies for a deferred retirement
annuity payable beginting at 4ge 60, A participating employee who has completed 25 or more years of
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creditable services and 1§ tmder the age of 47 at terminatlon, qualifies for a deferred retirément annuity
‘payable beginning at age 47. The vested rights described above are provided if hisfher contributions fo
the System are left within the System until the attainment of the respective retirement age.

Ocenpattonal Disability Anmily — A participating employee, who as a direct result of the perforniance
of his/hér occupation becomes disabled, is eligible for an aninuity of 1.8% of averdge tompensation
basest on the highest 60 months or the number of months of creditable services, If less than five years,
recognized by the System, times yeats of creditable services; but not less than $400 per month.

Nenoecupaiional Disability Annuity — A pesticipating employee disabled for causes not related to
hig/her oceupation, and with at least five years of eredited service, s eligible for an annuity of 1.8% of
average coimpensation based ofi the Kighest 60 mohths recognized by the System, times years of service;
but fot less than $400 pet month. S ' ‘

Death Beneﬁrs;-
Pre-retirement

s The beneficlaries receive the contributions made 1o the plan and 2% Intefest accuriutated d of the
date of death (after discounting debts with the Sysiein), phus an amount equal fo the atinual
compansation of the merinber at the ttme of death,

Post-tefirement

o The surviving spouse recelves 50% of the retiree’s pénsion and if there are children under 22 years
of age or disabled (until disability ceases), they recelve the other 50% of the pension. If there.is no
surviving spouise or children that qualify, the beneficiaries receive the excess; if any, of the

aceunulated contributions at the time of retirerent dver the total annulty beneflts recelved before
- death, limited 1o a miintmum of $1,000, '

Refunds — A partiéipating employee Whio eeases hisier employmient with the Commoriwealth withot
‘the right to a retirerhent annuity hias the right to a refurid of the eriployee dontributions paid to the
Syster), plus any interést earned thercon. - '

Early Retirement Progran — On January 27,2000, At No. 44 was approved, which provided that
sffective Marchi 9, 2000, plan members are eligible for early retirement upon attaining the age of 50 and.
28 years of services In the first year of Itiplomentatlon and age 50 and 25 years of servics in subsequeért
years, Thosé who select early reflrement undér thése conditions will receive morithly betefits equal to'
75% of thelr average compensation, which is computed based on the highest 36 months of compensation
recogrized by tho Syster, Effective July 31, 2001, the optlon for early retlrément was closed.

Spédlal Bénifits — Special benofits include the following:

¢ Christmas Bonus — An anrivgl bonus of $600 for each retiree and disabled membet paid each
‘December. The System pays $150 per retites and disabled tiember and tho remaining bonus Is pald
by the Commionwealth.

o Suninier Bonus — An atinual bonus of $100 for each refirés, beneficlary, and disabled mémber paid
‘each July, This benefit Is prorated iIf thére are multiple beneficlartes and 15 funded by the
Commonwealth, '
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s Medication Bonus — An annval bonus of $100 for each retires, beneficiary, and disabled member
paid each July to cover health costs. Evidencé of coverage Is not required. This betiefit is funded by
the Commonwealth,

¢ Cost-of-Living Adjustients — ActNo. 62 of 1992 provided, subject to the approval of the Legislature
of the Cortimonwealth (the “Legislature”), for Inéreases of 3% every three years in pensions to those
plin fiiéinbers with thiree of more years of retirément. In years 1995, 1998, 2001, 2004, and 2007, the
Legislature has replicated the benefit granted per ActNo. 62, This benefit Is funided by the
.Commonweaith. o ' '

FUNDING POLICY

“The Taw requires the emploer to coiitribiite 8,5% of the applicable payroll, Participating ¢mployees ate
required to contribute 9% of their compensation. Comonwealth contributions should ultimately cover
any deficlency beiween the parifcipating employess’ contributlons and the System’s pension benefit
obligations and adminlstrative costs. The employer and participants’ contributions will be evaluated at
least every five years;

The spectat coniributions of approximately $46,214,000 in 2009 represént contributions from the
Gerieral Fund of the Commonwealth for the Special Benefits granted by speclal taws.

Calenlations of the present value of benefits under the Sysiem were made by consulting actuaries as of
June 30, 2000, visirig the entry aige niotmal actuarlal cost method. Significant assumptions underlylng the
-actuiarial compuitations Incluge (a) assumed rate of return on investments of 8%, riet of fnvestment
oxpense; (b) assimied compaind rate of wags incréases of 3.5% per yeat; and (¢) assumed mortality rate
‘baséd on the Group Annuity Table for-2000, ' '

The actuarlal accrued liability 45 of June 30, 2009, was approximately $8,722 million. As of June 390,
2009, the unfunded agtuarial actrued lability was pproximately $6,564 milfion.
FUNDED STATUS AND FUNDING PROGRESS

The funded status of the System as of Jime 30, 2009, thie xrost récént actuarial valuation date, Is es:
follows (dollar amounts in thousands):

Actuaria) |
Actuarial Acorued Unfunded Annual UAAL Percentage
Value of Llablality AAL Funded Covared  of Annual Covered
Plan Assets. (AAL) {UAAL) Ratle Payroll Payroll

$ 2158000  § 8722000  § 6,364,000 25% § 1,418,000 463 %
“The schedule of funding progress, presented as required supplementary informatlon following the notes to

the financial statements, presents multiyear frend Information about whether the actarfal values of plan
-assefs are increasing or decreasing over tline relative to the AAL for beneflts,
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Additional Information as of the tatest actuarial valuation follows:

Valuation date June 30, 2009

Actuarial cost method Enitry age norma)

Amorilzatlon ‘30 years closid, level percént of payroll

Remalning amortization period ~ 28years B

Asset valuation method ‘Market value of asséts

Actuarlal sssumptions;

Tavestment rate of refurn 8.00%
Projected salary Inéreases *3.5% penéral wage inflation, plus 4 service-based merit Ingrease
Inflation , 2,50% ' '
Cost of living adjustment None

DEPOSITS AND INVESTMENTS
Pursusnt to the provisions of Act No. 91 of March 29, 2004, that supérseded Act No. 218 of 1951, as

amended, the System may Invest in different types of securities, including domestic, intértational, and
fixed Income securities, among others. :

Deposlts— Custodial credit risk for deposits is the risk that in the event of bank failure, the System nay
not be able to recover deposits that are in the possesslon of an outside party, The Commonwealth
tequires that public funds depostted In commier¢ial banks in Puerto Rico must be futly collaterallzed for
the arount deposited In éxcess of federal depository Insurance, All securities pledged as collateral are
held by the Secretaty of the Treasury of the Commonwealth. Funds deposited with GDB are not covered
by this Commonwealth requirerment.

As of June 30, 2009, approximately $67 million of the depository bank balance of approximately $71
million was uninsuréd and uricollateralized as follows (in'thousands):

. Amount
_ Depository Uninsured
Carrying _Bank and
Amount Balance Uncoliateralized

Cash $ 5851  § 7445 § 2,399
Short-term investments 60,034 60,034 160,034
Cash with fiscal agent 450 450 450
Caish deposited with GDB 3276 3276 3216

Total S __ 69611 s 71,20 § :66,659

As of Juné 30,2009, uninsured and uncollsterialized cash and cash equivatents amounting to $2.9 and
$60 miltion; respéctively, represents cash and money market funids hield by the System'’s custodian bank.
“These deposits are exefipt from the collateral requirenient established by the Cormmonwealth,
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Tavestments — The market value of the investments In minrketable securitlés held by the Syster as of
June 30, 2009, isas follows (in thousands):

Bonda: . . T
'U.S. govemment and sponsored agendies’ seciwrltios $ 233,74
U.8. corporate bonds 192,137

Total bonds 425911

Stock: .,
U.8. corporate stocks 330,474
Non-U.S. corporate stocks . 170,167
Non-exchangs traded mutual funds: o
us. 565,751
Non-U.S. 192,711
Total stocks 1,259,169
Private-equity investments 26,139

Total investments $1,711,219

Th Systemn’s invéstricrits are exposed 1o custodial credit fisk; credit flsk, concentration of credit sk,
interest rate risk; and forelgn currency risk. Following Is a description of these risks as of June 30, 2009:

Custodlat Credit Risk— Custodial credit risk for [fivestinents is the risk that, in the svent of the failure
of the counterparty to a transaction, the Syster may riot be able to recover the value of the investment or
coflaterat securitles thal are In the possession of an outslde party, At June 30, 2009, securities
invesiments were registered in the nanie of the System and were held in the possession of the custodian
bank, except for securities lent, ' T

Credit Risk — The System’s investment guidelines prohibit the Investments In securitfes with expected
nisturity dates beyond 30 years, All fixed income securitics at thedime of purchiase must be of
investment grade quality. Positlosis that drift below Investment grade should be reported toa
niatiagement represeritative 6f thé Systom and monitored carefully. The porifolio Is niot expected to have

tiofé than 5% Investéd tn securitles that have driftéd after purchase below investment grade quality, All
Isshies shall be rated investment grade by at feast two of the niatiorially recognized rating agencies.
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The poitfolio is expected to maintaln a minimum welghted-average credit quality of éither “A” or better

using eithier Moody’s or Standard and Poor’s ¢redit ratings:

Moody's
Rating
Ada
Aaa
Aaa

Aal
An2
Aa2

Aa3
Al
A2
A3
A3

Bual
Baal
Baal

Baa2
B
Baal

Bal
Bal

Ba3
Ba3
Bl
B2

Investmaiit Type

Mortgage-backed séeuritles
U.S; government issies
Asset-backed sécurities

Mortgage-backed securities
Corporate bonds
Mortgage-backed securitles

Cotporate bonds
Corporate bonds
Cotporate bonds

Corporate botids .
Mortgage-backed securities

Corpofate bonds
Asset-backed securitics
Mortgage-backed securitles

Corporats bonds .
Mortgage-backed securities

Corporate bonds

Corporale bonds ,
Mortgage-backed secuslties

Corporate bonds

Agset-backed securities

Carporate bonds
Asset-backed securities
Sublotal

<21 -

Falr Value
(in thousands)
$ 190,650

44,169
15
234834
500

4,735
_751

5512
— 19,843
41,992
92,846
25
2871
46,878
14
16
46,908
27473
S /4
27535
16,846
783

222

__ 1,005
848

181

1,069

294
1
$._420,822
(Contlnued)




Moody's Fair Value

Rating Investment Type {In thousands)

B3 Assét-backed securitles 100
C Corporate bonds 47
CA Asset-backed securitles 17
cA Morigage-backed sécurities, ] 18
135

CAA!  Morigage-backed securitios , 328
Caa2 Othier dsset-backed seciirlties 5
NR Corporaté bonds 3,128
NR Mortgage-backed securities. 765
3.893

WR  Corporate borids 58t
Total bionds and notes $ 42590
(Coricluded)

Concentration of Credit Risk — There are no invéstments In any oné issuér that represent 5% or more
of total investments as of June 30, 2009, The System’s investment guidetines specify that rio more than
5% of a manager's assets at market shail be Invested in the securities of any single jssuer,

The. Syslem owns shares In the State Street Bank and Trust Comp;my S&P 500 Flagship Securities
_LendingFund {the “S&P 500 Fund®). As of June 30, 2009, the fair value of the System's Investment in
3,065,921 shares of the S&P 500 Fund gmounted to npprox[mate!y $565,8 million. The investment
-objectlve of the S&P 500 Fund is to mateh the refum of the Standard & Poor’s 500 Index. As of Juné 30,
2009, the investments mdeﬂylng the.S&P 500 Fund had the following sector allocatfons:

Sector Percentage
Information Technology 1838 %
Health Care 14,00
Financlal 13.58
Energy 1241
Consumier Staples 11.99
Indusfrisls 9.85
Consimer Discretionary ‘8,96
Utilities ' 4.08
Telecomniwnicatlon Services 3.53
Materials 322

.22.




Interest Rate Risk — The System is expected to-achievé capital preservation and income generation by
investing In 4 diversified portfolio of marketable, investment grade core fixed income securities. The
System's investment guidelines specify that the duratlon of the portfolic is expected to vary no more
thar between ‘75% and 125% of the duration of the respeciive benchmark.
The Investments. on debt séduritids of the Systém as of Juné 30; 2009, are summarized as follows (in
thousands): '
Anvestment Matudities {in Years)
Mahirity " o ' _ More Thaii More Than
From FalrValue  Lessthan i 1-6 10 19

U8, govermment and agencles, _
sezilrities (2008102051) $213774  $10706  $23990 S 8389  $190,689
Corporate bonds (008102049) 192,037 4389 43362 47691 _ 96,695

Tolal bonds $425.911 $14,895 $67.552  $36080  $287.384

As of Jung 30, 2009, the pércentages of investment maturities by category are as follows:

_ Maxhknum
Maturity | Maturity

Less than one year 4%
One to five years 16
Moré than five to teh years 13
Moré than teh yéars 67

Forelgn Currency Risk — The intemational portfollo Is expected to achleve long-térm, aggressive
capital apprectation by investing in Core EAFE (Eurdpe Australasia and the Far East) sécuritles. The

portfolio i expested fo be broadly diversified with sespect to exposures Lo counries, economio setlors,

industries; and Individual stock, No Single issue is expected to exceéd 5% (at market) of the portfollo.
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Investments and deposits exposed to foreign ciirrency risk as of June 30,2009, are as follows:

Investment Type

Foreign currency
Foreign currency
Forelgm currency
Far¢ign currency
-Poreign currerioy

‘Total cash exposed to
foreign currency risk

-Shates ln'a comfingled

fund
‘Common stock
‘Common ‘stock
Cormnion stock
Commion stock:
Common stock
‘Common stock
Corinton stock
Comnion stock
Commion: stock
Comion stock
‘Cohinoh stock
Mutual fuiids.

Total securities exposed to
forelgn currency risk

‘Conmon stock

Total

Local Currency

Eurg Currency
Pound Sterling
Japanese Yen
Augiralian Dollar
Hong Kong Dollai

Virtous (refer to
coliitries betow)
Euro Curréncy
Pound Sterling
Japanese Yen
Swiss Frane

Swedish Krona

Norwegian Krone

Australian Dollar

Hong Kong Doflar
ISDan shi Krone]
ingapore Dolla
Souglfl Kotean Won
Pound Sterfing

‘U,8. Dollar

Falr Value
{in thousands)

$ L8
"9

$ 192,977
42,440
27,486
32,916
14,774

9,694
17383
10 843
8,301
6,654
2 083

354,546
8,398




The Systetn owns shares in an Intternational equity commingléd furid. As of June 30, 2009, the System
ovmed approximately 7,258,161 shires that represent 35.82% of tho total cominlngled fund which hiad
the following countries weightlngs:

Europa Ouirancy Percent  Pacific Basin Curancy Patcont

‘Flaland Euro (Various) 2.0% Ausiralla Australian Doflar 24%
France Eyro (Various) 93  HongKong Hotig Kong Dollar 42
Geitnany Euro (Verious) 44 Jspan Japanese Yen 233
ey Eurg {Varlous) 3 »
Neiberlands Euto (Various) 9.2 Tolal Pacifle 99
Notway Norwegian Krone 09 _

Spiln Euro 39 Emergingmerkets  Various 6.7
Sweden $wedish Krona 14

-Switzerland Swiss Franc. 68 Cinada Canadian Dollar 28
Unilted Kingdom Pourd Stesllng 204

“Total Burope 50,6 % Total equities 1000 %

Investments in Limited Partnerships — The System Invested approximately $918,000 In limited
partnerships dirrlig the fiscal year ended June 30, 2009, The investments were as follows:

s During the fiscal year 2009, $199,597 were invested in Guayacdn Fund of Funds, LB, 2 Delaware
limited parinership created by Grupo Guayacén, Inc. as General Partner in which the System hasa
total commitment of $20 million, The Fund has éommitifints o lavestiri 15 U,S.-based and
‘international venture partnérships and ties local pénsion. furids With thie private equity asset class
without the risks inherent in geographically constrairied investadents. '

» During the fiscal year 2009, $142,260 were invested in contributions to Guayacdn Fund of Funds
1L, L. & Delaware limited partriership created by Grupo Guayacén, Inc. as General Partnet in which
the System has a total commitment of $25 million. The Fund seeks to provide investors witha =
superlor invesfment return and extérislve diversification by Investing In 19 Private Equity lnvesiment
‘patinerships In the United States and Europe, The Fund also invests a portion of its assets n a Puetto
Rlco-based Private Equity Tnvestment entity.

*  During the fiscat year 2009, $238,379 were invested in Guayacdn Private Equity Fund, a limited
partnership organized pursuant to the laws of the State of Delaware and authorized to rigage in
‘bushness In the Commonwealth, in which the Systetn has & total commitnient of $5 million. The
purpose of the Partiership i 10 fake equlty investments in privately held compariles as established
i its charter. ' '

s During the fiscal year 2009, there were no contributions to Invesco Venture Partnership Fund
HI, LP,, a Delaware limited partnership, organized by IPC Partnership Assoclates III, LLC as
‘General Partner-in which the System has a total commitment of approximately $5,5 milllon. The
‘Partnership was organized to invest in othér ¢ollective Investment funds investing in altemative »
asséts, including primarily United States and Iritémational funds thit fockis on both early.and later-
stage venture capital Invéstments.
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o During the fiscal year 2009, thére were no contributlons to Invesco Non-U.S. Partriership Fund
111, LP. a Delaware limited parinership, organized by IPC Partnership Associates IIL, LLC as
General Pariner In which the System has a total commitment of $4.5 million, The Partniétship was
‘organized to Invest in other collective Inyestments funds investing In alternativa assets; including
primarily investrients focusing on non-U.S. buyouts, expansion caplial, tumaround, mezzanine, and
distressed investment partrierships.

s Diring the fiscal year 2009, $151,704 weré Invested In Invesco U.S. Buyout & Expansion Capital
Partnership Fund 111, L.P; a Delaware Hnilted parinership; organizéd by IPC Partnership Associatés
1T, LLC #s General Partner In which the System has a total commitment of approximately
'$3.7 miltion. The Partnership was organized to invest in other collective Investment funds Investing
in alternative assets, including primarily investments focusing on small, midsize and large domestic
‘buyout transactlons.

o Duiring th fiscal year 2009, §185,992 were invested in Chase Capital Pariners Private Equity Fund.
of Funds II, LTD a limited partnership, oganized by J.P, Morgan Alterative Asset Management,
Ine. as investment tariager in which the System has 4 total comniitment of $15 miitlon, The Fund’s
Investment stralegy is to capitalizé on a globally diversified portfolio of private equity investment
opportunitiés across various sectors, including buyouts, growth eéquity, venture caplial, and other
‘special situntions through partriership investments and direct inveéstmients,

The fair vahie of thiese invesiménts at Jung 30, 2009, amounted to approximately $26 mitlion andis
presented within other investments In the statement of plan net assets, The allocations of net gains and
1osses to limited partners are based o certain percentages, a$ established tn the limited partnership
agreements. ' ' ' '

As of June 30,2009, the System had capltal commitments and contributlons as follows (in thousands):

 Tola) Flscal Yoar  Gumulative Falr
‘Cofmitments  Confributions  Coritributions Value

Quayaédn Fuid of Funds $ 20,000 § 200 $ 19057 $ 2,543
Guayacdn Fiiiid of Funds 11 25,000- 142 23,681 8,939
- Guisyacan Private Equlty Fund 5,000 238 4,645 3,824
Inveaeo Veihirs Parinership |

Fund ML, LP 5,498 4,731 3,004
Tnvesco Non-1J.8. Pértnershlp ‘ _ _
Fund 1T, LP . 4,500 4,034 1,258
Tnveseo U.S, Buyout & Expangion , . _

Cepltal Partaership Fund M1, LP EN L 152 3,186 2,149
- Chase Capital Pariners Private

Equlty Fund of Funds I, LTD 15,000 _ i8¢ 14368 4392
Total

$ 78714 $ 918 $ 737102 $26,139

Securities Lending Transactions — The System participates in a security lending program whereby
securities are transferred to an lndependent broker or-dealer in exchange for cotlsteral in the form of
cash, government securliles, and/or Irrevocable bank lefters of eredit equal to:approximately 102% of the
market value of the domestic. securities on Toan and 105% of the macket value of the international
‘securlties on loan; with # simultarieois agreement to setumn the colfaterat for the samie securities in th




future, Cotlateral is marked to market daily and the ageént places a request for gdditional collateral from
brokers, if needed. The clstodian bank 1s the agent for the securlties lending program.

At year-end, there was no credit tisk exposire (o borrowers because the sinoints he Systemi owes the
‘borrowers (the “collateral”) exceeded the amounts the borrowers owe thie System (the “loaned
securities”). At June 30, 2009, the collateral receivéd represented 102.64% of the falr value of the
domestic securities lent and 105,37% of the fair value of the international securities lent.

The securities on loan for which collateral was recelved as of June 30, 2009, consisted of the following:
Socurties Lent FalrValue

U,8, corporate stock _ $16,546,599
.S, government and sponsored agencles' securities 15,665,115
U.$, corporate bonds 7:805,264
Non-U.S. corporale Stock 5,386,432

Total $45,403,410

‘The underlying collateral for these sécurities-had a falr value of approximately $46,751,000 a5 of

June 30, 2009, The collateral recelved was invested in a money market fund sponsored by the custodian
bank and {s included a5 part of cash and cash equivalents in the accompanying 2009 statemerit of plan
et assets, As of June 30, 2009, the distribution of the short-term lnvestmeit fund by investment type is
“ns follows: '

Investment type Perceritage

Securities bought under agreements to resell $53.67 %
Commercial paper ' 20.01
Ceftificates of deposit 15,50
Floating rats notes 805
Time deposits 27

Unider the terms of the securities lending agreement, the System is fully Indemnified agalnst fallure of
the borrowers to rebusn the loaned securities (to the extent the collateral is inadequate 1o replace the
Joaned securliies) or fallurs to pay the System for income distributions by the securities” Issuers while
the securities are on loan. In addition, thé Systém is indemnified against loss should the leriding agent
1fall to demanid adequate and appropriate collateral on'a timely basls. ‘
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7.

8‘

CAPITAL ASSETS

Capital assets addiilons aré fécorded at cost, Depreciation Is provided using the straight-line methiod
over the usefiil life of the assef. As of Juns 30, 2009, changes in ¢apital assets consisted of the following

(in thousands):

Estimated
UsefulLtle  Belancest Balance at
(InYears)  June20,2008  Additlons  Retirements  June 30,2009

Defreclable: o . .
Buitding 40 $ 2608 s - 0§ - $ 26008
Funiture and equipment 410 1961 30 (7 1914
Compulers nd softwate s 4,633 i3 (112) 4,534
Capilalleasés s 106 | 106
Bullding fmprovements 10 39 39
Vehlcles 3 . 4 42

Total depreciable capiial asseis 2,789 3 (185 32,663

Accumulated depreciation o ) .
and amrtization (11,741) (1,632) 189 (13,174

Not depretiable — profect _ .
in progress K A UL 1,523 . 6,698

Capital assets — nel $ 2623 8 (6 §__- $ 26167

On August 1, 1996, thie Systém acquired the North Tower of Capital Center (the “Building™) located in
Hato Rey to serve as the Systém’s main office facilities and to lease the additiorial space to third partiss.
Approximately orie-half of the Bullding is being used for its operatlons and the Gthier half for leasing to
tenants, The Bullding was financed with ndustrial Reventic Bonds, The Bonds were called during fiscal
vear 2007.

OTHER ASSETS

Asof June 30,2009, other assets consisted of repossessed and in-substance foreclosed propertics
aniounting fo approximately $876,000. Repossessed and In:substance foreclosed properties consist
malnly of properties acquired or to be acquired upon foreclosute proceedings as collateral from
delinquenit mortgage Joans. Foreclosed properties ero valued at the outstanding principal balance of the
related mortgage upon foréciosure. These ptoperties will be sold under a bidding process Intended to
reécover the olitstanding priicipal balancs.

LINE OF CREDIT
The Systeni has a fine of credit with the GDB of $15,000,000, which is due on October 31, 2010, and is

guarantéed by a poo! of investients of thé Systeri. As of June 30, 2009, the System has no outstanding
balanée under this line of credit.




9, 'GUARANTEE INSURANCE RESERVE FOR LOANS TO PLAN MEMBERS

The System provides life Insurance thiat puarantces the payment of the outstanding principal balanca of
‘mortgage, personal, and oultural trip loans in casé of death of a plan member. This coverage s paid i its
eritirety by the. plan merbers who obtaln these odns from the System, The ife insirance reserve fs
determined by the actuary.

10, SPECIAL BENEFITS AND HEALTHCARE BENEFITS

Ttié Coimmonwealth provides through the System certain Special Benefits (see Noto 2) to rétirees that
are funded on a pay-as-you-go basls, As a result, these Speclal Beriefits are 100% unfunded. During the
year ended June 30, 2009, the System réceived contribullons for Special Benefits amounting to.
approximately $46.2 million and paid Speclal Benefits of approximately $46.7 million.

‘The Commonwealth provides postemployment healthcare benefits (the “Healthcare Benefits®) to the
‘membets of the Puerto Rict System of Annuitiés and Penslotis for Teachers Medical Insurance Plan
Contribution (“TRS MIPC") The Healthcare Bériafits are provided through the System and consist of a
paymient of up to $100 per month to the eliglble medical insyirance plan selected by the. mefribers of the
TRS MIPC. The Healthcare Benefits aré funded by the Commonwealth on'a pay-as-you- 20 basis.

The funding of the Spéclal Béngfits aitd the Healtheare Benefits Is provided to the Systei through
legislative appropriations each January 1-and July 1, The legislative appropriatlons are considered
estimates of thié payments to be made by the System for the SpeCIal Benefits and the Healthcare Benefits
throughout the year. Deficlencies in legislative appropriations ate covered by the System’s own funds
until recovered through future leglslauve approprlatlons

The System maintains a ¢laim with the Office of Management and Budget of the Commorniwealth (the
“QMB?) for defcxencles in Ieglslatwc appropnatious under Speclal Benefits and Healthcare Benefits
pald for the period from 1992 to 2003, Which amolnts to,approximately $107.4 miillon as of Jurie 30,
2009 (see Note: 12) For the period from 2004 t0 2009, the Systém has received an excess of legislative-
appropriations oyer Speclal Benefits and Healthcire Bériefits pald of approxlmately $807,000. The
ccumulated balance of Special Beriefits and Healthcare Benefits | pald, aiid 18gislative appropriations
miade by the Commoniwealth from 2004 through 2009 aréas follows {in thotisands):

Flacal Leglslative Benefits Pald ( Cummulative
Year Appropriations Heilthcare  Spaclal  Total Balance Balance

2004 S 426802 § 17314 $ L5 $49059  § (6371) 8 ©6317)
2005 62,883 23,626 31,828 55458 7,429 1,081
2006 61,619 28207 31485 56703 4916 5968
2007 57,960- 26247 BOB 59272 (1,312) 4,655
2008 68,168 28266 43218 71484 3,518 1,340
2009 75,548 29313 46,47 76,080 (533) 807

11, COMMITMENTS

The System ledses office facilities for the operation of its reglonal offices (Ponce, Mayagilez, Areclbo,
Hiimacao, and Caguas) under opetaling léase agreements, which expire at different dates through 2012,
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The minfmum futire payments under the existing opérating leases as of June 30, 2009, are as follows (in
thovsands): _ _ . _ _

Year Ending
June 30 Amount

2010 $249
2011 142
2012 106
Total $497
CONTINGENCIES
Loss Contingencles — The System is 4 defendant or codefendiint In various lawsuits resulting from the

ordinary conduict of its Spérations. Managemienit afid legal courisel belisve that there aré nio contingefit

matters that would have a matetial advérse effect on the Systein’s financial status:

Gain Conitingeri¢y — The System, bésldes rebeiving contributions from participants and the plan

sponsor, also recelves legislative apptopriations fror speclal laws to cover the increase in benefits to

retired teachers. Law No, 62 of September 4, 1992, s amended, establishes an increase of 3% in

pension annuities every three years for those members who meet the requlrements. In addifion, there
have beert other Jaws that granted benefits, such as, Summer and Christmias bonuses, among others.
Most of the funds used to cover these beneflts are bdgsted by the Commonwealth through legistature
‘approptiations. Novertheless; the costs of pension beniefits that increased from 1992 to June 30, 2004,
‘were not recelved i full by the Systeim from legislative appropriations. The System had to cover .
$119,575,193 from its resolirces that should have been recelved throtigh speoiel aws. On May 31, 2004,
the Syster madé a claim with the OMB t6 collect this amount as pér a résolution approved by the

‘System’s Board of Trustees. During 2009, the Department of Education of the Comonwealth pald

$12,189,925 that was part of thié dmotints olalrmed t6 OMB, $inco the piirties Irivglved in this ¢lalid are.
under a deolsions committee, the remalring amount ¢lalmed has nof been recotded in the System's
financial statements,

I EE RS N
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PUERTO RICO SYSTEM OF ANNUITIES AND PENSIONS FOR TEACHERS

SCHEDULE OF EMPLOYER CONTRIBUTIONS

AS OF JUNE 30, 2009
{In thousands)
Penslon Plan
. Annual Actual

Year Entled Required Employer Percentigo
Jung 30 Contribution Cantribution Contribuilon
2009 $ 393,871 $ 172,841 4388 %
2008 341,495 139,101, 46,59
2007 341,160 147,597 43.26
2006 ‘220,821 150,215 63.03
2005 220,821 151,690 68:69
2004 217,002 132,403 61.01

The annwal required contribution, actual émployer contributions, and percentage contributed for the year
ended June 30, 2004, have beer revised and were obiained from the amounts presented in the 2009 actuarlal
report. The revislons were made based on our current actuary firm Interptetation of the reporting requirements

of the schedule.

See notes to:schedules,
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PUERTO RICO SYSTEM OF ANNUITIES AND PENSIONS FOR TEACHERS

SCHEDULE OF FUNDING PROGRESS

AS OF JUNE 30,2009

{in thousands)
UAAL

. Acfuartal B} » Percentage
Actuarial Actyarial Accrigd. Unfunded Annvial ol Arinual
Valuatioh Value of Liability AAL Funded Covered Covered
Date’ Plan Assets "(AAL) {UAAL) Ratlo Payroll Payroli
Peasion Plan
sk 30,2009 $2158000  $8,722,000 $ 6,564,000 B% $1,418,000 463 %
June 30,2008 . Not determined o Not deteritined .
Jano 30, 2007 3,163,000 7,136,000 4,593,000 41 11,370,000 335
June 30, 2006 Notdelenitined Not defermined
Jung 30, 2005 Not determined Not determined
Juné 30,2004 2,403,000 4,702,000 2,299,000 51 1,294,000 2
Jume 30, 2003 2,143,000 4,540,000 397,000 4 1,105,000 2
June 30, 2002 2,167,000 4,155,000 1,988,000 52 991,600 2
See notes 10 schedules:
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PUERTO RICO SYSTEM OF ANNUITIES AND PENSIONS FOR TEACHERS

NOTES TO SCHEDULES
AS OF JUNE 30, 2009
{In thousauds)

L SCHEDULE OF EMPLOYER CONTRIBUTIONS

The S¢hedule.of Employer Contributions provides information about the annual required contributions-

:(ARC) and the extent to which contributions inade cover the ARC, Thé ARC is the annual required
contribution for the year caléulated with ceitain parameters, which include actuarial methods and
-assumphdns.

2. 'SCHEDULE OF FUNDING PROGRESS

The Scheduls of Fundliig Progress provideés information about the funded status ‘of the Systein and the
progress belng made in accumulating assets to pay benefits when due,

L E X R RN )
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