
directing" i n  accordance with the law that created it. Therefore, it should be permitted to 
operate and develop independently as intended by the governing law. 

The operation and administration of the Government of Guam Retireme& System by the 
Board of Trustees frequently results in a misconstruction of the r e l a t i 6 p  of the system 
to the governmental employer whom it services. The Retirement System rconstitutes a 
"trust" of the highest degree, with the Trustees charged with specific and per~~d 

fiduciary obligations, both individually and collectively. The trust aspects and its 
operation as a separate entity wifh its independent management and dh60n  establish it 
as an "organization " distinct from all other operating units of the Government of Guam, 
the employer. 

The Retirement System is "not, as it is frequently represented" an "mtegrcLJ. part of the 
organization of the governmental unit", andlogous to the Government of E3ua.m Federal 
Employees Credit Union, except that thru its enabling legislation in May L 95 1, opted to 
incorporate its employees, within the Defined Benefit Plan System, with t h e  Government 
of Guam Personnel Management Systean. Thus, the Defined Benefit Plan S y s t e m  is 
expected, o f  course, to conform to the conditions and regulations applicable to all other 
organizations of the Govemrnental unit However, the accomplishment o r  this aspect 
does not envisage the relinquishing ofthe Board of Tiustees' authority to rnanagc its own 
affairs and enforce compliance on the part of the Government of Guam as t h e  employer 
to the end that proper and adequate revenues to  meet statutory liar* are forthcoming. 

AXmme, thisindependent status of the System does not rule out p i l e  examination 
and review by appropriate governmental agencies, i.e. Governor, Gum Legislature, 
Office of the Public Auditor, or Attorney General. This includes the Civil Service 
Commission due to the fact that the of Trustees "opted" to include E t s  p m e l  
administration within the government of Guam pem1111el managemeat system since 
195 1, and GGRF continued to accept the Department of Administdon R d e ~  and 
Regulations. GGRF anticipates the passage and adoption of its Persame1 Rules and 
Regulations before July 2005. 

In 1995 when the Defined Contriiution Retirement System was hnphted, the law 
allowcd the Board of Trustees to o m m e  the recordkeeping and D C w b e r s '  
investment education to a private firm, currently Great West Benefit Corps, as 
distinguished h m  the Defined B d t  System - which both sysleats are ' 1~1der  the 
dircct control of the management and the Board of Trust-. 

In 1 998 the 457 Deferred Compensation Plan was implemented, thus p m g  the third 
plan undcr the direct control of the management and Board of Trusteesoftlt.le Retirement 
Fund. 

Thc Rct ircment Fund is one of the largest industries on Guam with an bsset of over $1.4 
billion, covering approximately 10,028 active DB and DC members and approximately 
6,9 1 2 Dl3 and DC retirees, and are entrusted to provide annuities andotha -benefits for 
employcw o f  the government of Guam and the i r  survivors whcn they& eligibility for 
retircrncnt. 



The Fund's Management works closely with the Fund's 1 1 Investmat Managem, 
Investment Consultant, Custodial Bank, Actuary, Legal Counsel, and Medical Consultant 
to ensure that the Fund's mandates and mission are wried out. %Fund continues to 
experience an increase in annuity benefit payments and operational w s e s ,  however, 
due to the Fund's ability to realize higher investment returns; this in tum, resulted in 
decreasing the cash draw downs needed to meet the Fund's expense obligations. 

The Retirement Fund experienced positive investment rate o f  returns -g the l& two 
fiscal years: 9.9% in FY-03 and 9.3% in N-04 compared to the avenge of the preceding 
three fiscal years (ru'-2000 to N-2002) of 2 -0%. 

The FY-2003 audit performed by Burger and Comer reveals that with the exception of 
one finding, which the Retirement Fund disagrees with, all other fmdmgs have been 
removed due to remedies that have beea put in place to provide full arency and 
accountability. 

Since the inception of the Retirement Fund in 1 95 1, the operatiom and of 
the Retirement Fund has been fund4 by a percentage of the Fund's in 8 ~ ~ 0 -  
with its enabling mandate. Through a percentage of direct c o n t n i  *om the 
employer and employee of all government agencies, the Fund's qmtionaS. budget is 
prepared and approved by the Board of Trustees each fiscal year and is not subject to 
legislative appropriations or General Fund appropriations. 

The Fund has recently received its actuarial study  for the fiscal year & Sep- 30, 
2003. The study has been forwarded to you for informational pupom m e  Fund brs 
received information firom its actuary M i b a n ,  USA regarding costs of Fund opemhs 
with our asset base. Per their analysis, operating costs for pensions om s i z e  average 
0.0 149% of total Fund assets. This translates approximately to an oper&g buw of 
$20,150,878 (based on Defined Benefit Plan assets as of 9/30/03 of$i,352,407,962)fbr 
fiscal year 2004 and $20,110,323 (based on Defined Benefit Plan assetr as o f  9/30/(n of 
$1,349,686,126) for fiscal year 2003. 

The Fund's operating expenses for fiscal years 2004 and 2003 were $3,101 ,558 
(unaudited) and $2,980,438 (audited), respectively. 
The amount received from all agencies for Fund operations during fiscal y e a r  2004 was 
$2,291,234.19. Fund operating costs during fiscal year 2004 was $3,101 $5 8.00. 
Accordingly, the shortfall of $81 0,323.81-was +ded via i n v e s t m e n t ~ s  durmg.fiscd 
year 2004. It is important to note that outstanding contribution balm by the 
Guam Memorial Hospital Authority and the Department of Ed~cationapp~~~imating $34 
million dollars significantly impacts this shortfall. 

W e  have attached a schedule that shows the allocation of the 3.57%relabng to Fund 
operating costs across all agencies. We have also provided a copy of the F-ds £inancia1 
statements for the fiscal year ended September 30,2003 for your intiworn. 
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The Fund h a s  continued to operate significantly below the national averag- for pensions 
of our size. The continued non-receipt of outstanding balances and t h e m  of investment 
returns for Fund operations prove detrimental to the Fund, its members, snd retirees and 
their survivors. 

We hope that this information provides an insight into the problems f* the Fund. 
Please contact us at 475-8900 should you have  any questions. 

Regards, 

Attachments 

cc: Governor Felix P. Carnacho 
Speaker Mark Farbcs 
Vice Speaker Joam Brown 
Senator Frank B. Aguon, Jr. S e n c ~ - ~ j j a m i n ~ -  

Senator Mikc Cruq M.D. 
Senator Lany F. ICaspdauc;~ 
Senator Rob& Klitdie 
Senator Lou A Leon Guemr~ 
Senator Jesse A. Ljan 
Senator Adobb B. Palacioq Sr. 
Senator R a y  J. Rcspicio 
Senator Ray Tencirio 
Scnator Antonio Unpingco 
Senator Judith T. Won Pat 
Chief Justice F. Philip Carbullido, S w  Court of Guam 
Presiding Judge Alberta Lamorena III, S u m o r  of Guam 
GGRF Board of Trustees 
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Management's DGscussion & Analysis 
For the  Year Ended September 30,2003 

As management of the Government of Guam Retirement Fund, we oEer readers of the  
Fund's financial statements this narrative overview and analysis of the tl nancial activities 
of the Fund for fiscal years ended September 30,2003 a n d  2002. 

Financial Hiphliebts 
The Fund did not have an actuarial assessment performed in f i s c d  year 2003, but 
is in the process of having an actuarial assessment performed f o r  the fiscal year 
ended September 30,2004. 
The net assets held in trust for pension benefits totaled approximately $1 -39 
billion at September 30, 2003 compared to $1.34 billion at September 30,2002- 
The net assets are available for payment of monthly retirement bnef i t s  and other 
qualified distributions to the Fund's participants- The increase o f  $52.7 million 
resulted primarily from the appreciation of the fair value of the F-und investments 
due  to equity market increases affecting the year ended  September 30,2003. 
Interest income on investments dropped by $5.8 million as tbe asset focus was 
shifted t o  common stocks to take advantage of a reboundmg e@i e s  h e t .  . 
Dividend income increased by $1 million due t o  the of economic 
conditions and slightly increased corporate earnings. 
The total number of active members participating in the D e k d  Benefit Plan 
decreased by 10.8% fiom 6,066 at September 30, 2002 to 5,409 a t  September 30, 

- _  - -  -20193, _=number_of -re6r_ess at Sep_t_e_rnhe_r30,2003was 6JP-Oand the total -- 

number of retirees at September 30, 2002 was 6,53 6. Tbe Fund a d d e d  201 new 
annuitants in fiscal year 2003. The total number of active m e m b e r s  participating 
in the Defined Contribution Plan decreased by 4.02% from at September 
30,2002 to 5,010 at September 30,2003- 

a The Fund did not have an actuarial assessment performed in fiscal year 2003, but 
is in the process of having an actuarial assessment performed for the fiscal year 
ended September 30, 2004. The funded ratio of the F d  p e s  the actuarial 
valuation was 47.7% at September 30, 2002 compared to 54.2% at September 30, 
2001. This resulted from liability gains of $44 million aml asset losses of $124 
mi 1 lion as  computed by the Fund's actuary. 
Supplemental benefits and medical, dental, and life h e  premiums to be 
f~~nded by the General Fund and uari ous  autenomous agencies,-as authorized -by 
Public Law 26-1 52, amounting to $8 -96 million were  paid by tks Fund for the 
pcriod from October 1, 2002 through December 15, 2002. Raese-  payments 
ccrrsed after December 15,2002 based on a court order prohl'bithg I h e  Fund fiom 
advancing these payments without receipt of the appropriation 60- the funding 
rigencies identified by Public Law 2 6- 152. The Fund collected epproximately 
$ 4 . 3  million of these advanced payments during fiscal year 2004. m e  remaining 
holance of supplemental benefits authorized by Public Law 26-15Z for the fiscal 
ycnr ended September 30, 2003 o w e d  by the Government of G l l a m  and their 



autonornous agencies to annuitants that  retired from their respective agencies ' 
amounted to approximately $8.1 million- . 'The following agencies have significant outstanding payables to the Fund for 

and member" contributions: 

 vent of Education $17.6 million 
Guam Memorial Hospital Authority 8.3 million 

T h e  Guam Memorial Hospital Authority had an outstanding note mounting to 
$6.3 million as of September 30,2003. The  Fund in fiscal year 2000 established a 
reserve o f  $8.0 million due to the uncertainty of collection of this note; however, 
Fund mzmagement continues collection efforts in  this matter. 

Overview of t h e  Financial Statements 
The Fund's purpose is to provide retirement annuities and other benefits to employees of 
the Government of Guam- The Fund administers two plans: the Defined Benefit (DB) 
plan and the ~ e f m d  Contribution @C) plan. 

Defied Benefit Plan 
The Defined Benefit Plan provides for retirement, disability, and survivor benefits 
to members of the plan prior to October 1, 1995 (all government employees are 
re4&d t o  participate in the DC Plan after October 1, 1995). Under this plan, 
retirement benefits are based on age andlor years of credited service and an 

- average of-the three (3) highest annual salaries received by a m e m k  during the - - 

e - o f  c r e d i t e d - m e -  six%ou&md-dollars ($6,000), whichever is greater. 

. The  basic retirement benefit is computed as the sum of an amount equal 
to two (2%) percent of the average qua1  salary for each of the first ten 
years of  creditable service and two and one-half (2.5%) percent of 
average annual salary for each year or part thereof of c d t e d  service 
over ten years and an amount equal to twenty dollars ($20) multiplied by 
each yea .  of credited service, the total o f  which is reduced by an amount 
equal to one hundredth of one percent (-0 1 %) of said total for each one 
dollar ($1) that a member's average annual salary exceeds six thousand 
dollars ($6,000). The basic annuity is limited to a maximum of eighty 
five percent (85%) of the average salary, and cannot be less than one 
thousand two hundreddollars ($ 132@@)-per year. 
Members under the age of sixty-five (65) with six (6) or more years of - 

credited service who are not entitled to receive disability payments from 
the United Sates Government are eligible to receive sixty-six and two- 
thirds percent (66213%) of the average of theiu three highest annual 
salaries received during the years of credited service. . In the event of death of a member who completed three (3) years of total 
service, the following benefits qe payable: 
1. Spouse - Annual benefit i s  equal t o  fifty percent (50%) of the 

disability or service retirement benefit earned by the member. 



0 e 
2. Minor Children - Bas ic  benefit is t w o  thousand -one hundred and 

sixty dollars ($2,160) per year for a minor child u p  to eighteen (1 8) 
years o f  age (age 2 1 if a full time student). 

p efined Contribution Plan 
T h i s  plan was created by Public L a w  23-423 to provide an individual account 
retirement system for any person who is employed by the Government of Guam. 
This plan is a single-employer pension plan and is the only p l an  for all n e w  

whose employment commences on o r  a f te r  October 1, 1995. This p l an  
is administered by Benefitscor~. 

'fie ~ u n d ' s  financial statements comprise a Statement of Plan Net Assets, a Statement of 
Changes in Plan Net Assets and Notes t o  the Financial Statements. Also included is 
certain r e  quired supplementary and other supplementary i n f o d m  

The Board of Trustees, which comprises five ( 5 )  members, is responsible for the 
ndminisuation and operation of the Fund- The Fund is accounted for as a blended 
component unit, fiduciary fund type, and pension trust hnd of the Govercunent of Guam, 

The statement of plan assets presents information on the Fund's assets m d  liabilities and 
the result i ng net assets held in trust for pens ion  benefii's. This s t a w e n t  reflects the 

investments, at fair value, along w i t h  cash and cash equhdents, receivables and 
other - ts and liabilities. 

~ h _ ~ t ~ ~ r n e n t  ofzhanges in plan net agsers presents information showing how the Fund's 
net assets held in trust for pension benefits changed during the years ended September 30, 
2003 and 2002. It reflects contributions b y  members and participating employers along 
with deductions for retirement benefits, refi-mds and withdrawah, and administrative 
expenses. Investment income is also presented showing income fb m investments, 
interest a r ~ d  dividends. 

'Ihe notes to the financial statements provide additional information that 5 s  essential to a 
full understanding of the data provided in the financial statements. 

'Ihe other supplementary information presents  a schedule of p r w  and 
crnployer contributions at September 30, 2003. Additionally, s c h e d d e s  of certain 
cxpnscs a n d  fees paid at September 30, 2003 and 2002 are & p r e s m a .  *-other . . 
supplementary infirmation is - presented for additional analysis of the -cia1 
stntemenls. -- - - - .  - - + > F -  - a 

Financial Analwis 
'I'IIC following are the condensed Schedules of Plan Net Assets and C-es in Plan Net  
Assets for the Government of Guam Retirement Fund for the fha years ended 
Scplcmbcr 30,2003 and 2002. 



COrYDENSED SCHEDULE OF 
PLAN NET ASSETS 

Cash a n d  cash equivalents 
Receivables 
Investments 
Property and equipment 

Total Assets 

($ millions) 
September 30, 

2003 - 2002 
$ 

- 
16.2 S 5.7 

203.6 223.3 
1,222.6 1,194.4 

Accounts payable and accrued expenses 
Due to brokers for unsettled trades 
Other liabilities 

Total Liabilities 

%$ Net Assets Held in Trust for Benefits 

CONDENSED SCHEDULE OF (S millions) 
CHANGES IN PLAN NET ASSETS September 30, 

Employer contributions 
Member contributions 
Net investment income (loss) 

Total Additions 
- Ad . 

225.0 -- --- - - - -- - 92.3 ---- -- - 

Retirement, death, survivor benefits, and 151.1 146.9 
insurance 
Rchnds and withdrawals 16.6 13.3 
~dministrative expenses 

Total Deductions 

Total Changes in Plan Net Assets 

For the y c m  ended September 30, 2003 Fund assets increased $52.7 million or 3.92% 
from the prior year primarily due to the increase in i n v a t s  o f  $28.2 million. 
Receivables decreased $19.8 million at the end of the fiscal yw due primarily to the 
~ollection of balancesdue from the Government of Guam G d  Fund rrlatiag to - - 

.- -- 
payn~ents made to annuitants for-supplemental annuities and rn of l i h g  allowance- - 

- .  - (COLA) ns authorized by Public Law 25-72 and the collection of balances relatingto ihe 
Early Rc t ircment Incentive Program as authorized b y  Public Law 24-327. 

The outstanding supplemental and COLA balance is being r e d w  by a portion of the 
eniploy cr contribution received. The percentage used for reduction was 1 -20 1 6% for the 
fiscal ycnrs ended September 30,2003 and 2002. The outstand@ balance owed by the 
C i o v c r n ~ ~ w ~ ~  t of Guam General Fund relating to the Early Retirement Incentive Program is 
retlucctl by ;r portion of the employer contribution received. 
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The percentage of reduction was 1.31% for the fiscal years ended epternber 30, 2003 
and 2002. 

Fund liabilities decreased $33.7 million at the end of the fiscal year d u e  primarily t o  a 
$25.4 rn illion decrease in payables for pending purchases of securities and a decrease of 
$5.5 in deferred revenues due to the recognition of deferred rev -enues relating to 
payments received by annuitants relating to the Early Retirement Imcentive Program 
(ENp) as well as the amortization of receivable balances owed by b e  Government of 
Guam General Fund relating to the ERIP. This program was established by Public Law 
24-327 and the outstanding balance owed by the Goverrunent of G m  General Fund is 
reduced by a portion of the employer contributions received. 

Total additions to plan assets of $224.9 million are significantly great- than prior year 
due to the  appreciation in the fair value o f  investments. Total deductio as increased $8.2 
million for the year as a result of a 2.8% increase in retirement, de=ath and survivor 
benefits. 

Additions to Plan Net Assets 

Additions for the year ended September 30, 2003 were $224.9 million, a $132.6 million 
increase over the prior year due primarily t o  a net investment gain of $1ZZ6.5 million. The 
total nmber of active members participating in the Defined Benefit p l a n  decreased by 
10.8% from 6,066 at. September 30, 2002 to 5,409 at September 30, -3-003.- The total 
number of active members participating i n  the Defined Contriion p l a n  d m d  by 
4.02% f i m  5,22Q_;bt September 39,2Q02t=~o~~Septennhe130,2003 --- 
Deductions to Plan N e t  Assets 

For the year ended September 30,2003 total deductions jncreased $8.2 =million over the 
prior year  due to a 4.98% increase in retirement, death, and survivor benefits as the 
average monthly benefit increased for retirees. At September 30,2@3 t l h e  total number 
of annuitants receiving retirement benefits w a s  6,590 compared to 6,536 a t  September 3 0, 
2002, an increase of 0.83%. Refunds and withdrawals increased as ar ore participants 
withdrew contributions during the period compared to the prior y e a r -  The 16.52% 
increase in administrative expenses is a resul t  of increased a-tiwe fees incurred 
for the administration of the Defined Contribution Retirement Plan as c== ompared to the  
prjor year. - - - - - - -*--* Y -  - - 

. - >--,a 

- * 

I nvestmcn ts  - -  - tt -- *- 

?llc investment portfolio is reported by a s s e t  type which comprises t h e  investment 
ntunngcrs' portfolios including cash equivalents. A summary of tbe F u n d ' s  investments 
for the fiscal years ended September 30,2003 and 2002 is as  follows: 



Common Stocks 
U.S. Government Securities 
Corporate Bonds and Notes 

' Money Market Funds 
Mutual Funds 
Other 

Total managed investments 

Cash and equivalents 
Total Investments and cash 

(% millions) 
e 

September 30, 
2003 - 2002 - 

$ 529.5 $ 348.9 
207.1 369.8 
342.4 376.2 

54.5 28.5 
83.4 65.9 

L5.1 
1,222.6 1,194.4 

For the fiscal year ended September 30,2003 t h e  Fund's managed investments, for the 
most part, reflect management expectations as the asset focus was shifted to common 
stocks to take advantage of a rebounding equities market. The Fund experienced a return 
on investmepts of 9.9% for the fiscal year ended  September 30;2003 as a result of the 
ficus shift. While the Fund experienced this gain, this was offset by reductions for the 
cash flow requirements of the Fund for operations and retiree a&es. 

Economic Factom 

Funding 
-- ~ p e n s i o n  fi.md is well fundiwhen it has enough- money in r e s e r v e  to meet all 

expected fbture obligations to participants. The fhded ratios of the Fund at 
September 30, 2002 and 2001 were 47.7% and 5 4 2 ?  respectively. The 

tuarialiy determined rate for contributions for the years ended September 30, 
2003 and 2002 were 20.81% and 29.25% respectively. &Fund d id  not have an 
actuarial assessment performed in fiscal year  2003, but is in the process of having 
an actuarial assessment performed for the fiscal year ended September 30,2004. 
The established statutory rates at September 30. 2003 wcn 260A for the period 
from October 1, 2002 through February 28,2003 and IOl? for the period fkom 
March 1,2003 to September 30,2003 (as amended by Public Law 27-29). The 
established statutory rate at September 30, 2002 was 19.8016%. 

. - The p n v i o ~ ~ l y  noted significant decrease in funding ratios m.gfimarily-due to '- 
-- the impact of market pedbmance and the non-remittance of contributions based - - ,.- 

*-- - -a-- e. on actuarially determined contribution percentages during thc fi-ical ye&endeC 
September 30,2003. 

Plan Amendments 
There were no amendments affecting either the Defined Benefit or the Defined 
~ontribution Plans noted for the fiscal year ended SeptemberSO, 2003. 



Other 
Other than changes in the fajr value of Fund a s s e t s  as may b e  impacted by the 
stock a n d  bond markets, no other matters are known by management to have a 
significant impact on the operations o r  financial position of the F u n d .  

Requests for Information 

This financial report is designed to provide a general overview of the F u n d ' s  finances for 
all those with an interest. Questions concerning any of the information provided in this 
report or requests for additional financial information should  be addressed to tbe Director 
of the Government of  Guam Retirement Fund, 424A Route 8, Maite, G u a m  96910. 



GOVERNMENT OF GUAM RETIREMENT FUND 

Statement of Plan Net Assets 

I 

September 30,2003 and 2002 

Investments, at fair value: 
Common stocks 
U.S. Government securities 
Corporate bonds nnd notes 
Momy market funds 
Mutual fimds 
DC plan forfeitures 

Total investments 
Receivables: 

Employer contributions, net 
Member contributions 
Accrued investment income 
Due from WQS for unsettled trades 
Note receivable fFom GMHA, net (note 5) 
Notes mivable for savicc credits 
Notes receivabk - ERlP 
R d v a b l e  - ERlP ernpbyds share 
SupplementaVCOLA benefits receivable 
Otha r c c e i v a b k  -- _ _ 

Due from DC plan 
Total rarivables 

Detined Defined Total Total 
Benefit Contri butioq 2x!3 2!2&2 

Cash and cash equivalents 15,409,299 772,757 16,182,056 5,701,019 

Propaty and equipment 1,440,829 - '1,440,829 1,425,433 

Total assets 3,352,407962 91,394,097 . 1,443,802,059 1,424,830,085 

Bank overdraft 41 1,663 - 4 1 1,663 1,306,08 1 
Dcfemd revenue for service d i t s  38,385,810 - 38,385,8 10 43,969,065 
Accounts payable and aocrued expenses 3,224,330 455,625 3,679.955 5,487,703 - - 
Due 10 brokers for unsettled tra& rh. - 2,730,786 - - 2,730,786 ' 28,162,721- J I. 

Due to DB plan - - -4 1 9,722 3 1 9,722 420,993 .'- 
Total liabilities 44,752,589 875,347 45,627,936 79,346,563 

Net assets available for benefits S 1,307,655,373 90.5 18,750 1,398,174,123 1,345,483,522 

See accompanying notes to financial statements. 



],yestnacat iacomc 
Net appreciation (dcprrciation) in fair value 

of investments 
I n t c d  
Dividends 

investment income 

Less investment ucpenscs 
Net iovatmcmt icomc 

@ERNMEM OF GUAM R E T I R E M E N T  FU @ 
Statement of Changes in Plan Net Assets 

Years ended Seplem ber 30,2003 and 2002 

Coptribrtiolu 
Employ- 
Member 

Total cr~tributiom 

TOTAL ADDITIONS 

Bemefd prymcnb 
~ g e  and service annuities 
W i l i t y  nnnuitiu 
Swivor annuities 
Insurance 

Total bcmcnt paymeets 

Rcfmmds te scpamtcd cmpbyees and withdmwab 
] l temt  on ref~ndtd  c o a t n i m t i o u  
B ~ h n e t s  tmuferrrd te DC phn 
Admkbtmtive sod gcwcrrl expenses 

TOTAL DEDUCTIONS 

Net (&c-) in plan net as~ets 

Net -IS rvoilabk for bcnefit~, beginning of year 

Net assets ~voileble for h c f ~ f *  end ofyear 
.... ;." ... :',;;.-.:-*"-. :: ,. , -_.-  

see accompanying RlHas lo financial stakments. 

Defined Dcfmed Total 
Benefit C o n t r i i  am 

Total 
aB2 

128,189,391 - 128,189,391 124,500,190 
9,276,164 9276,164 9,205,129 

13,617,180 1 3,617,180 12,893,926 
332,562 

15 1,oazns IS; 1,082,735 146,93 1.807 



GOVERNMENT OF GUAM RETIREMENT FUND 

Notes to Financial Statements 

September 30,2003 and 2002 

J 1) Description of the Fund 

T h e  following brief description of the  Government of Guam Retirement Fund 
(GGRF) is provided for general information purposes only. Members should 
refer to Title 4, Chapter 8, Articles 1 and 2 of the Guam Code Annotated (GCA) 
for more complete information. 

The Government of Guam Retirement Fund was established and became 
operative on May 1, 1951 to provide retirement annuities and other benefits to 
employees of the Government of Guam. The Board of Trustees is responsible for 
the general administration and proper operation of the Fund, Tbe Board of 
Trustees comprises five members, appointed by the Governor with the advice and 
consent of the Legislature. Three of  the member trustees are employees with at 
least five years of service credit as members of the GGRF, The GGRF is 
accounted for as a blended component unit, fiduciary fimd type, pension trust 
fbnd of the Government of Guam. 

/2) Descri~tion of the Defined Benefit Plan 

The Defined Benefit Plan @B) is a single-employer defined benefit pension plan 
and membership is mandatory for all employees in the service of the Government 
of Guam on the operative date. Persons becoming employees after the effective 
date are members as a condition of employment. 

The following employees have the option of accepting or rejecting membership 
and becorn .mg&as ody:upon submission of a:written quest to tbe Board for. - .  -. . L L : . z . a .  . . . 
memanship. . .. .--?. . 

. - ,- . .r..., " .  .- . - . .- . . . - _ _- .-.- .. W' 
1 Employees hired for a definite agreed term or  who at the time of employment 

are not domiciled on Guam. 
2. Employees of a public corporation of the Government of Guam or of the 

University of Guam. 
3. Any empioyee whose employment i s  purely temporary, seasonal, intermittent 

or part time. 



a t e s  to Financial Statements, contrl$ 

September 30, 2003 and 2002 

(2) Descrivtion of the Defined Benefit Plan. continued 

I nelinible Persons 

The  following employees are not eligible for membership: 

1 . Persons whose services are compensated on a fee basis. 
2. Independent contractors. 
3 - Persons whose employment is for a specific project  
4. Persons who are employed in the Senior Citizens Cornmu-nity Employment 

Program. 

A t  September 30, 2002, the latest actuarial valuation date, membership was as 
follows: 

Retirees and beneficiaries receiving benefits 63 5 7  
Terminated plan members entitled to but not 

yet receiving benefits - 
Active plan members 6.099 

Contributions 

Contributions are set by law. Member contributions are requireh at 9.5% of base 
pay. During the year ended September 30,2003 t h e  Guam Legslature mandated 
a n  employer contribution rate of 26%' of covered payroll h m  b t o b e r  1,2002 to 
Fcbruary 28, 2003. This rate was dropped to 1 8.6%. effective March 1, 2003. 
Employer contributions were required at 19.8016% of covered pa)~,roII for the year 
ended September 30,2002. 

The actuarial valuation as of September 30,2002 was issued in .me 2003. The 
act uarially determined contribution rate was 20.8 1 %of c o ~ p ~ y r o ? l .  - 

-- - 

K c  t irement. Disability an-vor Benefits - = - --- 

Under the defined benefit plan, retirement benefits are based on a s e  andlor years 
of' credited service and an average of the three highest annual s a l d e s  received by 
u member during years of credited service, or f 6,000, whichever is greater. 
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otes to Financial Statements, continued 

September 30, 2003 and 2002 

12) Description of the Defined Benefit Plan, continued 

Retirement. Disability and Survivor Benefits. continued 

Members who joined the DB plan p r io r  to October 1,1981 m a y  re& after 10 
years of service at age 60 (age 55 for uniformed personnel) or completion of 25 
years of service at any age. Members may retire after 20 years' of service . 
regardless of age with a reduced benefit. 

service Benefit Fonnula 

The basic retirement benefit is computed as the sum of tbe following: 

1 - An amount equal to two percent (2%) of the average annual salary for each of 
the first ten years of credited service and two and one-half percent (2.5%) of 
average annual salary for each year or part thereof of credited service over ten 
Y-- 

2. An amount equal to twenty dollars ($20) multiplied by each year of credited 
service, the total of which is reduced by an amount equal to one hundredth of. 
one percent (.01%) of said total one dollar ($3) that a member's 
average annual dakj &weds s& phowand dollars ($6,000). 

The basic annuity is limited to a maximum of eighty-five percent (85%) of the 
average annual salary, and cannot be l e s s  than one thousand two hundred dollars 
($1 200) per year. 

Disability 

Members under the age of sixty-five with six or more years of  credited service 
who are not entitled to receive disability payments from the United States 
Government are eligible to receive sixty six and two- third^ percent (66-U3%) of 
the average of their three highest annual salaries received d&g years of credited, . . . , .,--. ,---.- ,.. . ...-...-.-.- , . - . . - 'X +---'.-:.' . ' -.--. . . . _ ... . I.,. . . .. .... --. 

. . . . ,-- 5.L7. sefices. ' . . .; '. - ,  

-- . --,. ._ . . *.s . <+& .- . * ... .- . - 
' Survivor 

In the event of death of a member who completed at least 3 years of total senrice, 
the following benefits are payable: 

I .  Spouse - annual benefit is equal t o  fifty percent (50%) of the disability or 
service retirement benefit earned by the member. 



a b t e s  ~o Financial Statements, conti a 
September 3 0,2003 and 2002 

(2) Descri~tion of the Defined Benefit Plan, continued 

Survivor. continued 

2. Minor  children - Basic benefit is $2,160 per year for a minor  child up to 1 8 
years of age (age 24 if a fill-time student). 

Separation fiom the DB Plan 

Upon complete separation from service before attaining at least 20 years of total 
service, a member is entitled to receive a refbnd of total contri butions including 
interest . 
A member who withdraws after. completing at least 5 years m f  service has the 
option of leaving contributions in the GGRF and receives a s e r v i c e  retirement 
benefit upon attainment of the age of 60 years. 

j3) ~ e s c r i ~ t i o n  of the Defined Contribution Retirement System 

-- - - 
The Defined Contribution Retirement System (DCRS) was created by Public Law 
23-42:3 to provide an individual account retirement system for m y  person who is 
employed in the Government of Guam. The GGRF Board of Trustees is 
responsible for the general administration and operation of the f u n d .  The DCRS, 
by its nature, is fully W e d  on a current basis fiom employer  and member 
contributions. 

The DCRS is a single-employer pension plan and shall be the single retirement 
program for all new employees whose employment c o r n m a c e s  on or after 

........-. ..+r--"P&:"^5-. ;.- . -  . .- . - -  Octs& 1,..1:9P5,-. :: - ... . . . .-.. . -. .,- >,. ".:.A,%.-- . - .  .- 
.- . 

.s?_. . 

Existing members of the DB plan with less than twenty years service d t  may, 
u p n  written election, voluntarily elect membership in the mS. This option 
was available for sixty five (65) months after enactment of the legislation, and 
between March 1 and May 3 1 of eve ry  year, beginning in tbe y e a r  2002. After 
nlnking the election to transfer, the employee may not change the election or 
again become a member of the DB p lan .  
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September 30,2003 and  2002 

J3) Description of the Defined Contribution Retirement System, continued 

Ineligible Persons 

Employees ineligible for membership in  the DB plan are also ineligible for 
membership in the DCRS. 

Contributions 

Member and employer contributions are set by law at five percent (5%) of base , 

Pay 

Sevaration fiom the DCRS 

Any member who leaves government service after attaining 5 years but less than 
20 years of total service is entitled to receive their total contribution plus 100% of 
the employer contribution and any earnings thereon after attaining the age of 55. 

Any member who leaves government service below the age of 55, with 5 years 
but less than 20 years of t o g  s e ~ i c e j s  enti t led to  receive t&@ - to@ -- contribution - 

plus any earnings thereon. 

J4) Summarv of Simificant Accounting Policies 

Method of Accounting 

The financial statements presented herein have been prepared on the accrual basis 
of accounting under which expenses are recorded when the liability is incurred 
and revenues are recorded in the accounting period in which they are earned. 
Employee contributions are recognized in the period in which contributions are 
due. Employer contributions are recognized when due and the  employer has 
made a formal commitment to provide t h e  contributions. Contributions fiom 
employees ai1d.emp16ye1-s for se&e & a ~ g h  S~pte1hber-30,-'2'003 and 2002 ' afe' ' 

. accmd .  With the exception of a m o ~ e -  d u e  $ ~ m  the Guam ~ e ~ r i a l  ~ o s ~ i t a l  . - . . - *.;.- '. -. 
Authority under a p r ~ m i s s o ~  note, these contnbutiom & eonsidered to be f i l l y  
collectible; accordingly, no allowance for uncollectible receivables is reflected i n  
the  financial statements. Benefits and refbnds are recognized when due a n d  
payable in accordance with provisions set forth in Govemrnent of Guam Code 
Annotated. 
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September 3 0, 2003 and 2002 

~ 4 )  s umrnarv of Significant Accountinn Policies, continued 

~t ~eptember 30, 2003 and 2002, the GGRF has cash balnces in banks of 
approximately $16.5 million and $4.9 million, respectively, of w h i c h  $200,000 is 
insured by the Federal Deposit Insurance Corporation. 'he remaining balances 
a r e  collateralized by securities he ld  by a trustee in the name of the financial 
institution. 

1 n vestments 

Investments include U.S. Federal G o v e m e n t  and agency o b l  igations, foreign 
g ~ ~ r m m e n t  obligations, real estate, commercial rnortgap, *-rate debt, and 
equity instruments. Investments are reported at fair value. Secluity transactions 

any resulting gains or losses are account& for on a trade date basis. 

T h e  Fund's investments may be categorized as e i ther  (I) inslPed and registered 
for which the securities are held by the ~ K I  or its agent in the F u n d ' s  name, (2) 

and registered for which the securities are held by the broker's or 
- dealer's trust department- or agent in -the- Fund's n-,-or (33, uninsured and 

unregistered for which the securities are held by the broker or deaxer or by its trust 
dcpartrnent or agent but not in the Fund ' s  name. A t  September 3 ( t ,  2003 and 2002' 
all of the Fund's investments are classified in category (1). 

Investments other than real estate, commercial mortgages and o t h e r  loans, and 
municipal revenue bonds are reported at market v h  b r m i n e d  by the 
custodial agents. The agent's determination of market v b  imcludes, among 
other things, using pricing services or prices quoted by -dent brokers at 
current exchange rates. 

~ ~ t n m e r c i a l  mortgages and other l o a n s  and municipal revenue b n d s  have b e e n  
-. . . . . ued on  an-amortized cost basis, w h i c h  approximates .met & - ' NoL 

a110 wance for loan loss has been provided as all loans and bo& are considered 
. . ._ by management to be fully collectible. Short-term investments m reported -'at - - 

cost , which approximates market value. For investments wh e r e  no readily 
ascertainable market value exists, management, in consultatE on with their  
investment advisors, have determined the fair values for t h e  individual 
investments based on anticipated maturity dates and current interest rates 
colnrnensurate with the investment's degree of risk. 
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{4) Summary of Significant Accounting Policies. continued 

First Hawaiian Bank holds the investments as custodian in the Fund's name. In 
addition, the Fund has selected investment managers who are given authority to 
purchase and sell securities in accordance with the following guidelines: 

A. Investment managers may invest in U.S. and mu. S , common stocks, 
American Depository Receipts (ADRs); convertible bonds, prefixred stocks, 
fixed-income securities, mutual funds and short-term securities. 

1. U.S. equities: 

a. Equity holdings are restricted t o  readily marketable securities of 
corporations that are actively traded on the major U.S. exchanges 
and over the counter. 

b. Common and prefenred stock: 
i. The issuing institution has reported a profit in at least four of 

the five fiscal years preceding tbe date o f  investment, or 
alternatively in at least seven of the ten fiscal years 
preceding the date of investment 

- - -- _ _- ii.--z-d -has- paid a ZGh -dividend on its 
common or capital stock in at least four of the five years 
preceding the date of investment, or alternatively, in at least 
seven of the t e n  fiscal years preceding the date of 
investment 

iii. Total cash dividends have not ex& total earnings in 
five years preceding the date of investment, 

iv. On the date o f  investment, the isma is not in default in 
payment of principal or interest on any of its publicly held 
bonds or other evidence of indebtedness, and any contingent 
interest, cumulative and non-cumulative preferred dividends 
and dividends on prior common or capital stock have been 

. . -.' paid in Ill. .2..c,. - - 
.- - *. - P e f m  stock m i k t  also adhere to lbe following - - - 

- "  
S r 

The net earnings of the institution available for fixed 
charges over a period of five fiscal years preceding the date 
of investment have averaged per year, and during either of 
the last two years have been, after depreciation ad after 
income taxes, no less than: 
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September 30, 2003 and 2002 

(4) Sumrnarv of Significant Accounting Policies. continued 

1. Two times its average annual  fixed cXmrges, maximum 
contingent interest and p x e f e d  dividend requirements 
over the same period, in the case of a n y  public utility 
company; or, 

2. Three times its average annual fixed cmarges, maximum 
contingent interest and preferred divid end requirements 
over the same period, in the case of any- other company. 

2. U.S. Fixed Income: 

a. All fixed income securities held in the p o d ~  Xio must have a 
Moody's, Standard & Poor's and/or a Fitch's c red i t  quality rating 
of no less than "BBB". U.S. Treasury and U . S .  Government 
agencies are qualified for inclusion in the podol ic r  - 

b. No more than twenty percent ( 2 0 % )  of the market v&e of the 
portfolio may be rated less than single "An qlrality, unless the 
manager has specific written authorization. Eigh.rtv percent (80%) 

- -  - of €lSe fixed 'mo-ii f l . i o  must be in bonds afyredit quality 
equal to or greater t h a n  'A". . . 

c. Total portfolio quality (capitalization weighted) nclrust mmtam an 
"A" minimum rating. 

d. In case such bonds or  other evidence of indebteclness are not so 
rated by two nationally recognized and published_ rating services, 
the net earnings available for fixed charges over a penod of five 
fiscal years preceding the date of investment barre averaged per 
year and during either of the last two years h a v e  been, after 
depreciation and after taxes, not less than: 

i. Two times its average annual fured charge s over the same 
period, in the case of any public utility c o m p a n y ;  

ii. One and one-half times its average a n n e ' i f f i x e d  charges 
- - - over the s a m e  period, in the me of- any- financial 

*=.. 
company; or, 

iii. Three times its average annual fixed ch arges over the 
same period, in the case of any other company. 
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/4) Summar- of Significant Accounting Policies. continued 

e. With the written petition and subsequent written approval of the 
Trustees, opportunistic investment bonds issued by national 
governments other than the United States or folreign corporations 
may comprise up to six percent (6%) of e a c h  fixed-income 
manager's portfolio. In no case shall inwestments exceed 
three and one-half percent (3.5%) of the total GGRF investments. 
All non-U.S. securities will be, in the judgment a f  the investment 
managers, of credit quality equal or s - o r  to  the standards 
described above. 

3. Non-U.S. Equities 

a Common or capital stock of any institution or entity created or 
existing under the laws of any foreign are perrnigible' 
investments, provided that: 

i. The issuing institution has reported a profit i n  at least four of 
the five fiscal years preceding the date o f  investment, or 
alternatively, in at least seven of the ten fiscaI years pieceding - 
the date of investment. 

ii. The issuing institution has paid a cash d i v i d e n d  on its common 
or capital stock in at least four of the five y e a r s  p d i n g  the 
date of investment, or alternatively, in at least seven of the ten 
fiscal years preceding the date of investment 

iii. Total cash dividends have not exceeded tdal earnings in five 
years preceding the date  of investment, 

iv. On the date of investment, the issuer is n o t  in default in 
payment of principal br interest on my of' i t s  publicly held 
bonds or other evidences of indebtedness, and any contingent 
interest, cumulative and non-cumulative preferred dividends 

. . 
and dividends on prior common or capital stock have been paid 

. .-. C- ' 
. . . _  ... . . - . .  . . .  , . .  . 

-.,-- .. ." 
. '  in full. - 

... . - .ak.?.' 
. . . . m... . . - 

. . . .  

- .  
" k' -CofiiTtient " Gtl~ the -desire to maintain broad di&ji&ation, 

allocations to any country, industry or other ecommic sector should 
not be excessive. 
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(4) Summary of Significant Accountinn Policies, continued 

4. Cash and Cash Equivalents 

a. Cash equivalent reserves must cons i s t  of cash instmmnents having a 
quality rating of A-2, P-2 or higher.  Eurodollar Certificates of 
Deposit, time deposits, and repurchase agreements are also 
acceptable investment vehicles. All other securities will be, in the 
judgment of the investment managers, of credit quality equal or 
superior to the standards described above. 

b, No single issue shall h a v e  a maturity of greater t h n  two years. 
c. The cash portfolio shall have a maturity of less tbm one year. 
d. Any idle cash not invested by the investment managers shall be 

invested daily through an automatic sweep xrxanaged by the 
custodian. 

B. No investment management organization sha l l  have more than twenty-five 
percent (25%) of the GGRF's assets under its direction. 

C .  No individual security of any issuer, other  than that of t h e  United States 
government or Government of Guam, shall constitute more than five percent  
(5%), at cost,-of the total GGRF or of any investment manager's portfolio, 

D. Holdings of any issuer must constitute no more than five percent (5%) of the 
outstanding securities of such issuer. 

E. Investments in a registered mutual fund managed by the investment 
manager are subject to prior approval of the Board of Trustees. 

F. The following securities and transactions are not mtbrized: letter stock 
and other unregistered securities; non-negotiable securities; commodities or 
other commodity contracts; and, short sales origin transactions. Options and 
futures are restricted, except by petition to the Tivstees for app rova l .  

Income Taxes 

The Fund:is a @ic employees' retirement system and an autonornous agency of - . .. - 
the Government of Guam. Accordin*, the Fund is not subject t o  income taxes. ' ' 

a 

- *-.. . 

Actuarial Present Value of Accumulated Plan Benefits 

Accumulated plan benefits are those future periodic payments, including lump- 
sum distributions that are attributable under the Fund's provision s to the service 
nlembers have rendered through the most recent actuarial valuation date 
(September 30,2002). 
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J4) Summary of Significant Accounting Policies, continued 

Accumulated plan benefits include benefits expected to be paid to (i) retired, 
disabled, and terminated employees and their beneficiaries, (ii) beneficiaries of 
employees who have died, and to (iii) present employees and their beneficiaries. 
Benefits payable under all circumstances - retirement, death, disability, and 
termination of employment - are included, to the extent they are deemed 
attributable to employee service rendered through September 3 0,2002. 

T h e  actuarial present value of accumulated plan benefits is determined by an . 
. 

independent actuarial firm and is the amount that results from applying actuarial 
assumptions to adjust the accumulated plan benefits to reflect the time value o f  
money (through discounts for interest) and the probability of payment (by means 
of decrements such as for death, disability, withdrawals, or retirement) between 
the most recent actuarial valuation date (September 30,2002), and the expected 
date of payment. 

The significant actuarial assumptions used to calculate the actuarial present value 
of accumulated plan benefits are presented below, and are based on the 
assumption that the Fund will continue in  operation. Were the Fund to terminate, 
different --actuarial --asSumptbm- and- -0-er --f-might €55 -applicable in 
determining the actuarial present value of  accumulated plan benefits. 

Actuarial Cost Method: Entry age normal 

Valuation of Assets: Market value, including accrued but unpaid 
contributions, with fixed income investments at 
amortized cost 

Investment Income: 8% per year. 

Salary Increase: Graded based on service with the Government 
ranging from 4.0% for service in excess of 21 years 
to 8.S0/s.for service from zero to five years . - .- . 

. - Total Payroll Growth: 4;5% -"." 
- .- . 

Expenses: 

Mortality: 

Administrative expenses of the prior year. For 
2002, assumed t o  be 1.80% of covered defined 
benefit payroll 

1983 Group A ~ u i t y  Mortality for males set 
forward two years for males and no set forward for 
females 
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14) Summarv of Significant Accountin n Policies. continued 

Disability: 1974-78 SOA LTD Non-Jumbo w i t h  rates increased 
for males  by 30% 

Retirement Age: 80% probability of retirement a t  earliest age of 
eligibility for unreduced re& rement benefits; 
remai ning are assumed to retire at age 60 

Credited Service: Active participant liabilities an& costs loaded by 
1.6% for estimated cost of those members 
purchasing additional credited 4 c e  in accordance 
with F u n d  provisions. ~ d d i t i o d  2% for unknown 
but assumed errors in data files 

Estimates 

The preparation of financial statements in conformity witb generally accepted 
accounting principles requires management to make  stimars and mptions  
tha t  affect the reported amounts of assets and liabilities amd disclosures of 
contingent assets -and- -liabilities at the date of the financial statements and the 
reported amounts of revenues and expenses during the rep0rtin;lg period Actual 
resub could differ fiom those estimates. 

mpreciation is calculated using'the straight-line method over tbe estimated u s e m  
l ives of the assets, as  follows: 

Furniture and fixtures 3 Y- 
~utomobiles 5 y e s  
Buildings 30 y m s  
Improvements 5-IOy-s . . 
Equipment . A*... - 1-5 y m s  - 

- d; 

~Jrninistrative expenses include depreciation and amode- a n  expense of 
$ 1  1 9,10 1 and $1 47,653 in 2003 and 2 002, respectively. 
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( 5 )  Related Party Transactions 

I n  March 1998, the GGRF accepted a promissory note from Guam Memorial 
Hospital Authority (GMHA), a component unit of the Governme n t  of Guam. The 
note was originally in the amount of $9,385,720 and bears inteltest at the bank's 
prime rate plus 1 %, with a floor amount  of 8%. The note was executed for the 
outstanding balance of a previously executed promissory note and for 
contributions owed to the GGRF as of February 28, 1998, slang with related 
penalties and interest. Payments were to begin on March 3 0 , 1 9 9  8. At September 
30 ,  2003 and 2002 the balance on the note was $6,271,028 a n d  $6,823,775, 
respectively. Management established a reserve of $8,000,000 a t  September 30, 
2000 due to the uncertainty of collection of th i s  balance. m e  reserve was . 
decreased during the years ended September 30, 2003 and 2 0 0 2  to equal the 
balance o f  the receivable, with a corresponding offset iocluded in bad debt 
recoveries. 

(6) Pro~erty and E ~ u i ~ m e n t  and Land 

Properly and equipment at September 30, 2003 and 2002 were as fbl lows:  

Building 
Improvements 
Equipment 
Land 
Furniture and fixtures 
Automobiles 
Other 

Less: Accumulated depreciation 

Public Law 25-72, passed in September 1999, required t h e  payment of 
supplemental annuities and cost of living allowances (COLA) to retirees. P.L. 25- 
72 also specified that these payments were an obligation ofthe General Fund and 
not of the GGRF. The cost of these benefits is to be paid through increased 
contributions over a period of twenty years. 
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(7) Supplemental Annuities and COLA Payments, continued 

During the year ended September 30, 1999 the GGRF paid -ut approximately 
$3 1.4 million for supplemental annuities and COLA p m t s .  The GGRF 
collected approximately $3.2 million fiom a u t m m s  agencies and 
approximately $1 4.8 million from the general b d  during fisc=al year 1999 for 
these payments. The receivable balance at September 30, 1999 was 
approximately $14.9 million. Approximately $1 -6 million was rezflected as "Other 
receivables" on the statement of n e t  assets, and $13.3 as "Sup=plemenWCOLA 
benefits receivable". 

During fiscal year 1999, the Government of Guam appropriate 4 $12 million to 
p a y  for a portion of  the $31.4 million that the GGRF paid f o r  supplemental 
annuities and COLA payments. Public Law 25-122, p e C i  in May 2000, 
reallocated $12 million from the payment of supplemental annuit3es and COLA to 
regular employer contributions. 

Since the $1 2 million collected i n  fiscal year 1 999 was u s e 4  to reduce the 
receivable at September 30, 1999, this reallocation requid ttre receivable for 
supplemental annuities and COLA payments to be  increased by S 12 million. The 
omset was recorded as a reduction of employer contributions rn-ivable fiom the 
Government of Guam. 

~ u r i n g  the year ended September 30, 2000 the GGRF paid out S 32.3 million for 
supplemental annuities and COLA payments. Of the employ er contibutions 
received in fiscal year 2000, $4.2 mil l ion was allocated to the reduction of  the 
receivable for these payments. The balance at September 30, Z O O 0  was $54.9 
mil lion. 

During the year ended September 30, 2001 the G G R F  paid out $ 1 4 . 0  million for 
supplemental annuities and COLA payments. Of the employer contributions 
received in fiscal year 2001, $4.7 mil l ion was allocated to the reduction of the 
rcce ivable for thm.,payments. The baPanee at .-September 30 ,2001  was '$8412 " 

. -. - . &re.. . ' - : -- . .- . 
mill  ion. . . 

-. . -  . - 

During the year ended September 30, 2002 the GGRF paid out $217.5 million for 
supplemental annuities and COLA payments. O f  the e m p l o y e r  contributions 
recc ived in fiscal year 2002, $3.6 mil l ion was allocated to the reduction of the 
rccc ivable for these payments. The balance at September 30,2002 was $1 08.1 
mill ion. 



Guvw MEN'l' OF GUAM RETIRE 

Notes to Financial Statements, continued 

September 30,2003 &d 2002 

(7) S up~lemental Annuities and COLA Payments, continued 

During the year ended September 30, 2003 the GGRF paid approximately $8.96 
million in supplemental and COLA benefits. These p a y m e n t s  are induded in 
"Otber receivables" in the statement of net assets, and ~ld in t h e  "Supplemental 
a n d  COLA benefits receivable". Accordingly, lbc-ody change in the 
supplemental and COLA benefits receivable in 2003 is amartization of the 
employer contributions received. In fiscal year 2003, $4.44 millSon was allocated 
t o  tbe reduction of the receivable for these payments. Tbe balmce at September ' 

3 0,2003 was $103 -7 million. 

Since the GGRF is simply acting .as a paying agent for these benefits ,  the payment 
of  the benefits and their subsequent collection should not increase or decrease 
plan net assets. The receivable for supplemental annuities and COLA payments is 
being reduced by a portion of the employer contriions received. The 
percentage used for fiscal years 2003 and 2002 was 1.2016% of covered  payroll. 

/8) Early Retirement Incentive P r o m  (EIUPJ 

- - Public Law 24-327, as amended by Public Laws 25-2,25-3,s-72, 25-74,25-90, 
25-98 and 25-99 became effective December 30, 1998. This l a w  allowed GGRF 
members with at least twenty years of creditable service to retire and to purchase 
u p  to five years of creditable service. Those electing to participate in the ERIP 
must pay the members' share of the required contributiq plus interest, based on 
their salary at the time they made the election. Payma& can be made in 111 or 
can be financed through deductions from annuities over a p e r i o d  not  to exceed 
fifteen years. 

The time allowed for making the election and retiring was from December 30, 
1 998 to January 7,2000. During this period, approximately eight hundred (800) 
members elected to participate in this program and sigd promissory notes 
totaling nearly $15 million. At September 30, 2003 and 2W t h e  amount owed . . . . 
under these notes was "$12,498,071 aridi'$ 1'3,487,082, respectively. - There is a: 
corresponding deferred revenue a ~ o u n t  to offset these && ackivable, since 
contribution income is recognized dn a cash basis as m t s  collected from 
the retirees. 



m e s  to Financial Statements, contin @ 
September 30, 2003 and 2002 

ly Retirement Incentive Program (ERIP). continued 

T h e  share of these required contr ibut ik has b e e n  recognized in 
t h e  accompanying statement of plan net  assets as "Receivable - E R I P  employer's 
 hare" and amounted to $17,080,487 and $2 1,662,768 at Septembr 30, 2003 and 
2002, respectively. This receivable is o&t by deferred revenue in the same 
m o u n t .  Contribution income is recognized on a cash basis as amounts are 
collected from the employer agencies. 

me receivable for the government's share of required contributions is being 
reduced by a portion of the employer contributions received. The statutory 
percentage for fiscal years 2003 and 2 0 0 2  was 1 -3 1 % of covered p ayroll. 

/g) ~ d d i t i o n a l  Amounts Owed to Retirees bv Government of Gum A g e e  

Certain supplemental and COLA benefits were paid by GGRF a n  behalf of the 
Government of Guam and are reflected as "Other receivablesn in the 
accompanying statement of net assets- In addition, various Gove-nt of G u a m  

are obligated to pay retirees for supplemental and C O L A  benefits. Such 
benefits were not paid by the G G R F  and are therefore not imchrded in the 
-- -.- - - -- --= --- 
accompanymg%illl~iaT-~temenb. 

Amounts owed to retirees by Government of Guam agencies for t h e  period fiom 
January 3 1,2003 to September 30 ,2003 are as follows: 

General fund line agencies 
Other agencies funded by the general fund: 

Department o f  Education 
Guam Memorial Hospital Authority 
University of Guam 
Guam Waterworks Authority 
Other agencies 

Autonomous agencies: - a/ :. - .  

Port Authority of Guam - - 
Guam Power Authority 
Guam Telephone Authority 
Other agencies 

Total $ JJl!uu 



Actuarial 
Valuation as of 
Septanba 30 

GOVERNMENT OFGUAM RETIREMENT FUND 

Schedule of Funding Progress 

September 30,2003 

Actuarial UAAL as a 
Actuarial Accrued Unfunded l"==ntage 
Value of Liability (AAL) AAL ~mkd C o d  of covered 
Assds Entry Age (UAAL) R&tb Payroll payroll - 

Set accompanying iMkpmdcnt auditors' report. 



e 
GOVERNMENT OF G U A M  RETIREMENTFWD 

Schedule of Employer Contributions 

September 30,2003 

Annual Actual 
year ended Required Employer Pemtqe 

~e~tember 3 0 Contribution Contribution C o n t n i  

See accornpan y ing independent auditors' report, 

29 



t ,. * 
GOVERNMENT OF GUAM RETIREMENT FUND 

Supplementary Schedule of Administrative and General Expenses 

Years ended September 30,2003 and 2002 

DEFINED BENEPIT PLAN 
Salaries and wages 
Legal fces 
Employer's retirement contribution 
Program servicedmaintenance 
Insurance 
Depreciation 
Actuary fees 
Repairs and maintenance 
Computers and software 
Utilities 
Retiree suppleme ntaYCOLA 
Printing and pub1 ications 
Audit fces 
Postage 
Miscellaneous 
Communications 
Equipment rental 
Travel and transportation 
Medicare contribution 
Medical exams 
Training 
Office supplies 
Medical consultant 
Contract services 
Bad debts (rccovcries) 

... 

,DEFINED CONI'RIBIJTION PLAN 
FASCORP odmirtistrative fees 
Other operating cx penses 

See accon~panying independent auditors' report. 



@ @ 
GOVERNMENT OF GUAM RETIREMENT FUM) 

Supplementary Schedule of Personnel C o s t s  

Years ended September 30, 2 0 0 3  and 2002 

Salaries and wages $ 1,617,229 
Employer's retirement contribution 

1,567,599 
326,120. 3 17,1 

Medicare contribution 20,158 1 9,632 

Average number o f  employees 49 49 

Average cost per employee 

See acco~n~anying i ndependent auditors' report. 



GOVERNMENT OF GUAM RETIREMENT FWD 

supplementary Schedule of Other Receivables - Defined Benefit Plan 

September 30,2003 and 2002 

Retiree supplemental benefits - agencies 
Penalties and interest 
Defined contribution plan start-up costs 
Benefit overpayments 
Other 
Employer contributionS for mn-base pay 
Other overpayments 
Unhded liability portion ftom defined contribution plan 

See accom pn~ry i n g  independent auditors' report 
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GOVERNMENT OF GUAM RETIREMENT FCJND 

Supplementary Schedule of Receivables by Agency - Defined Benefit Plan 

September 30,2003 

ERIP 
Supplemental/ Employer's Employer Member 

A~ency COLA Share Contributions Contributions TOTAL 
# 

Department of Administration (General Fund) 
Department of Education 
Guam Memorial Hospital Authority 
Guam Power Authority 
Guam Community College . P. 
Guam Waterworks Authority . . 

Superior Court of Guam 

Port Authoity of Guam 
Guam Telephone Authority 
University of Guam 
Guam Legislature 
Government of Guam Retirement Fund 
Guam Airport Authority 
Guam Housing Corporation 
Guam Mass Transit Authority 
Guam Economic Development and Commerce Authority 
Guam Housing and Urban Renewal Authority 

Guam Visitors Bureau 
Public Defender Service Corporation 
Supreme Court o f  Ouam 
TOTALS 

See accompanying independent hdit~rs' report. 
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GOVERNMENT OF GUAM RETIREMENT FUND 

Supp~rmtntary Schedule of Receivables by Agency - Defined Benefit Plan 

September 30,2002 

ERIP 
Supp~ementall Employefs Employer Member 

Agency COLA Share Contributions Contributions 

Department of ~dministration (benerd Fund) 
Depattrnent of  Education 
Guam Memorial Hospital Authority 
Guam Power Authority 
Guam Community College . 
Guam Waterworks Authority 

superior Court of Guam 
Port Authority of Guam 
Guam Telephone Authority 
University of  Guam 
Guam Legislature 

Guam Airport Authority 
Guam Housing Corporation 
Guam Mass Transit Authority 
Guam Economic Development and Commerce Authority 
Guam Housing and Urban Rancwal Authority 
Guam Visitors Bureau 

w 40 - Public Defender Service Corporation - - (3,324) - Supreme Court of Guam - (23,392) 
(8) - 

TOTALS S 106,Sl3,203 21,644J75 23,119,737 10,804,989 

See accompanying independent auditors' report. 
I 

TOTAL 



WHAT WOULD CONSTITUE DETREMENTAL TO THE FUND?? 

-by Joe T. San Agustin- 1/18/05 
Chairman, Board of Retirement Fund Trustees. 
Government of Guam Retirement Fund 

We have over $32 millions due to the Retirement Fund; and the Legislature and the 
Governor "propensity" to cure these delinquencies have been by enacting specific 
appropriations" to cover "selected " specific employee's contributions of selected 
employee(s) in order to be allowed to retire. Since the Legislature's appropriation includes 
all interest and penalties covering the "selected" employee's due contributions, it has been the 
findings of our Legal Counsel that the "allowance" for the "selected" employee to retiree 
would not be detrimental to the Fund. This appears contrary to the Court Decree issued on 
Feb. 18,2003, CV 1848-01 and the Consent Decree, dated Dec. 19,2003, (CV 1848-01 and 
CV 1823-02) both by Judge Lamorena. 

Budget Law 2003,2004 and 2005 continually provides for these "allowances" in order for the 
"selected" employee deemed eligible to retire. 

Our Legal Counsel recently indicates that: 

1. The reason the Legislation was passed was to clear the "backlog of retirees who were - - 
no longer working. 

2. The Board's non-compliance with the Budget Law would be the basis for a legal suit 
against the Board (by DOE or GMH retirees who wants to retire); 

3. The best defense for such a suit would be a finding that the individual retirement 
provisions would be a detrimental to the Fund(which the Legal Counsel could not 
support); 

ON THE OTHER HAND, OUR LEGAL COUNSEL 

Maintains that if "you believe that by allowing the agencies to pay on an individual basis, 
this will deter them fiom paying amounts past due, then of course this would be a detriment" 
However, it was acknowledged since the Agencies have not been paying the amounts past 
due, and they have been apparently being using the amounts past due for other expenses, there - - .  

is a "need to institute appropriate collections actions as a separate matter". 

ESSENTIALLY, OUR LEGAL COUNSEL MAINTAINS THAT ENTIRE 
MATTER SHOULD BE "SEPARATED AND HANDLED IN TWO SEPARATE 
PROCEDURES, I.E. (I) ALLOW THE INDIVIDUAL RETIREMENT, BASED ON 
BUDGET LAW WHICH PROVIDES FOR THE SPECIFIC AMOUNTS DUE; (2) 
INSTITUTE SEPARATE COLLECTIONS FOR OTHER AMOUNTS PAST DUE-A 
MATTER WHICH IS ON-GOING WITH DISMAL RESULTS. 



HISTORICAL BACKGROUND 

During the 11" Guam Legislature, there was a bill 692 introduced to 
establish an appropriation by the Legislature out of which administrative 
expenses and other costs in the administration and operation of the 
Retirement Fund shall be paid. 

On a letter testimony, dated Jan 20,1972, submitted to the oversight 
legislative chairman of the 11" Guam Legislature, opposes the bill in part 
due to the fact that the Government as an employer in its appropriated 
contributions includes a portion earmarked for administrative expenses. 

The Board of Retirement Trustees maintained an established government 
policy and has prevailed since the establishment of the Government of 
Guam Retirement Fund, the following: 

"The operation of a retirement system in effectuating personnel objectives 
for government and the successful fulfillment of this major function 
frequently results in a misconstruction of the relationship of the system to 
the governmental employer whom it services. A retirement system 
constitutes a trust of the highest degree. Its trust aspects and its operation 
as a separate entity with its independent management and direction 
establishes it as an organization which is distinct from all other operating 
units of the governmental employer. I t  is not, as it is frequently represented, 
an integral part of the organization of the governmental unit. 

A retirement system is actually self-governing and self-directing according 
to law creating it. I t  should, therefore, be permitted to operate and develop 
in its independent form as contemplated by the governing law. The system 
is expected, of course, to conform to the conditions and regulations 
applicable to all o a e r  organizations-of government. 

However, this conformance does not encompass subservient to the employer 
or submission to his policies if these are in conflict with or in violation of the 
underlying principles of the system or contrary to the expressed or implied 
provisions of the Retirement Law. 

Likewise, the system is expected to cooperate fully in rendering the 
employer the services for which it was created, and to assist in carrying out 



its role as an essential adjunct of a progressive personnel policy. But the 
accomplishment of this function does not envisage the relinquishing of its 
authority to manage its own affairs and enforce compliance on the part of 
the employer with the provisions of the retirement law to the end that 
proper and adequate revenues to meet statutory liabilities are forthcoming, 
and to insure that the duties of the employer arising out of his obligations 
under the law are performed properly and fully. On the other hand, the 
independent status of the system does not rule out possible examination by 
the employer or regulation by appropriate governmental agencies." 

In a published view point, Guam Pacific Sunday News, dated July 13,1986, 
Mr. Phil J. Flores, then the chairman of the board for the Guam Chamber 
of Commerce, stated: 

'' The concern extends to the treat to the Retirement Fund. A study 
performed as of December 31,1982 disclosed that the Retirement Fund had 
an unfunded accrued liability which increased at an annual growth rate of 8 
percent from $101.9 million on Dec. 31,1979 to $135.4 million on Dec. 31, 
1982. This liability was the result of implemented changes in retirement 
benefits without corresponding adjustments in employer-employee 
contribution rates to the Fund. Assuming that the annual growth rate 
remained at 8 percent since 1982, we can conclude that by Dec. 31,1986, the 
unfunded accrued liability to the Retirement fund will total $180.4 million. 

The fact that the government had failed to pay the employer's share and 
withheld employees' share of contributions over the last several years is 
also taking its toll on the Fund. For the period ending Dee. 31,1985, 
GovGuam reports showed 10,110 active employees in the Government of 
Guam. As of the same date, the Administration Deficit 

Elimination Plan showed $3,739 per GovGuam employee in Retirement 
Fund contributions which remain unpaid. 

If we keep on our present course one of these days our friends, relatives 
and neighbors will get credit memos or some other non-negotiable piece of 
paper and not a check. What will happen to the members of the Retirement 



Fund then, or their families who depend upon their pension income for 
subsistence." 

WHAT DOES THE LAW STATES? 

1. Section 8 137GCA --- Contributions by the Government: 

"The amount of contributions by the Government shall be determined by 
applying the applicable percentage rate of contributions as hereinabove prescribed to the total 
salaries paid to the members during each payroll period, and all such amounts shall be paid 
into the Fund following the close of each payroll period, concurrently with the contributions 
made to the Fund by the members". Total salaries means "base pay" 

Subsection O authorizes the assessments on the total delinquent payments at a rate 
equal to average rate of return on the investment of retirement funds, plus 1% as penalty for 
late payments. Delinquent payments are payments not paid within ten (1 0) working days after 
the issuance of the payroll checks. In other words, payments not made after the tenth day after 

-_ mll will becansidered-delinqumts. Agparentjydince h r e  are no specific time stated by 
law how long these late payments need to be paid, there are really no real incentive for any 
Agency to make payments within a "reasonable or customary time'. Historically, GMH was 
the only Agency that has had serious delinquency, BUT, for 2002 and 2003, the Department 
of Education "has joined" the delinquency group. While GMH may have signed a 
"promissory note" but, to date, DOE has not- nor will they without Legislative authorization. 

Unfortunately, the Fund can assess interest and penalty, the actual receipt of such 
payments, plus interests and penalties, becomes a "collection issue" according to our Legal 
Counsel, which the Retirement Fund, other than to seek Court relief, lacks the enforcement 
powers, i.e. The Retirement Fund appears not to have the authority to "levy" government 
assets. On the other hand, the first instance of "collections" would appear to be legally 
required by the Government, i.e. the appropriate Agency, charged with the payroll functions 
to "deduct" fiom the employees' gross salaries, and to pay such amounts into the Fund. 

- - 

The legal question appears to determine whether the "past due accounts" are 
considered "assets of the Retirement Fund" as "accounts receivables" , within the fill 
meaning and intent of 22 GCA, Section 3215-which states that "retirement contributions of 
both the employer and the employee to a retirement fund or plan, including the Government 
of Guam retirement fund, shall be the property of the retirement fund or plan held in trust for 
the benefit of the members of the plan or fund, and the employer retains no rights thereto". 
These contributions once deducted fiom the employee's gross salary and the Government, 
likewise, in accordance with 4GCA Section 8168, is required as a legal obligation to make the 
corresponding contributions, whether they are "remitted to the Fund or not" would become 



an assets of the Retirement Fund. Consequently, continued non-remittance of these 
contributions could be construed as "unlawfully dissipating the assets of the Fund" especially, 
if it can be shown that the actual funds, representing contributions, were diverted to meet 
other expenses of the Agencies, i.e. mis-routing of funds specifically "from the total salaries" 
of the employee members gross pay. 

Court Order, Civil Case No. CV 1848-01, cited 22 GCA, Section 32 15 and 4 GCA 
Section 8 139.1 Fiduciary Duties, agrees with the California Court Case, Valdes (1 39 Cal 
App.3d at 788 189 Cal. Reptr. At 224) which holds that "contributions to a public employee's 
retirement plan, including employer's contribution, became part of the corpus of the trust and 
were not available as state funds". The Court further states that the "employees have earned 
these funds, so any purpose of which they are used which is not the puppies of the fund is an . 

adverse modification of the rights of the participants". Furthermore, pursuant to 48 U.S.C. 
142 (b) (j) of the Organic Act of Guam recognizes that "public employment contains certain 
obligations, which are protected by the Contract Clause, including the right to the payment of 
pensions and retirement benefits". Under this Court Decree, the Board, among other things, is 
ordered to "(4) decline to process retirement, disability, or survivor benefit applications at the 
statutory contribution rate (this includes unfunded, underfunded, and late contributions)". 
Please note that this includes not only late contributions, BUT also ''unfimded" or 
"underfunded". Is it reasonable to conclude even if "late contributions" were made as 
provided in the Budget Law for 2005, GMH employees, but the Court's Order includes the 
"underfunded liability" which is now in excess of $1 .O Billions? 

-- 
This s-~iie7=5GrtOrderlsited by the AG's Opinion, dated Mar 6,2003, maintains that 

"the employee and employer contributions" are intended to be on an "actuarial hnded basis", 
and hence failure of the departments and agencies to make contributions will "indubitably 
impair the actuarial soundness of the Defined Benefit Plan." 

Attorney-General's Opinion, further, maintains that the Board should permit those 
members who are attempting to retire, to retire, provided that their contributions, interest and 
penalties are paid; and at the same time, the Board should "also immediately assess all 
delinquent members and provide them reasonable notice of their amount of delinquency, 
giving a date certain when they will be terminated unless their contributions are fully paid". 
Our Retirement Fund Director did issue a letter, dated 20 Dec. 2004 to both GMH and DOE, 
indicating that individual notices will be issued to employees of both Agencies. 

However, 4 GCA Section 8 105: Members stated that all employees (with few 
exemptions specified in law) "shall become members of the Fund, by virtue of their 
employment", and more specifically sub-section (b) that all employees shall become members 
of the Fund "as a condition of employment" below 60 years of age. 

Assuming that "terminations" of membership would be done in accordance with the 
AG's opinion, does this means also "termination of employment"? Can an employee with 
few statutory exceptions, be continually employed if the membership status is not maintained? 



2. Section 8 164 Contributions Reserves and Accounts. There are five (5) required 
reserves that must be maintained : 

a. Members" contribution reserve. Each member must have an individual account 
established on which "credit" - representing the amounts of his contributions (upon 
receipt of his deductions, following the close of each payroll period) and regular 
interest credited annually at the end of year. At the end of the fiscal year, each 
member shall be provided with the year-end statement of account. Whenever, the 
member is granted retirement annuity (service, disability or survivors), accumulated 
contributions, including interest, to the credit of the member shall be transferred fi-om 
this "reserve" to the "retirement reserve (see item (c) below- Retirement Reserve). 

b. Employer's Contribution Reserve. Government contributions (service, disability, 
survivors) covering each member shall be credited to this reserve. Regular interest 
"shall be credited annually upon the mean amount in the reserve". 
Whenever, the covered member is granted retirement annuity (service, disability, or 
survivors), an amount "representing the excess of the actuarial value of the annuity or 
benefit over the accumulated contributions, including interest, shall be transferred 
fi-om this reserve to the retirement reserve" (see item (3) below- Retirement Reserve). 
In terms of what is the "excess of the actuarial value" whatever this amount is not 
clear-be it over the assumed actuarial rate of returns, i.e. 7.5%? Of the actual rate of 
return, i.e. 8.5%--- l%? We need to established what would be the amount to be 
"transfmed" to the individual member account in the Retirement Reserve (see item 
(c) below). 

c. Retirement Reserve. Before any eligible member is to receive annuity (service, 
disability or survivors), the amounts plus interest in both the Members and Employer's 
contribution reserves must be transferred to this Retirement Reserve. From this 
reserve, the individual member receives his annuity payments. 
d. Death Benefit Account. This account is maintained based on the Normal Cost 
(employer share) for the death of a member. 

e. Interest and Investment Income Reserve. This reserve is essentially the first "step" 
in the distribution of all income &om investments. The required interest payment due 
the Member and Employer contributions shall come from this Reserve. 

f. Supplementary Annuity Payment Reserve. To cover the cost of the required annuity 
adjustments, an amount over and above the 4.5% interest (this amount is the interest 
paid to the individual member account (see item (a) above), shall be credited to this 
reserve. Presumably whenever a member retires (the source of his annuity payment 
would be the Retirement Reserve), the added annuity adjustments amount would come 
from this Supplementary Annuity Reserve. 



CAN THE ISSUE OF SELECTED EMPLOYEES TO RETIRE 
BY LEGISLATIVE APPROPRIATIONS BE SEPARATED BY THE FAILURE OF 
THE AGENCIES TO "REMIT AS REQUIRED BY LAW' OR WOULD THE 
CUMULATIVE EFFECT OF BOTH ISSUES CAN BE A SERIOUS THREAT TO 
THE DETRIMENTAL FISCAL INTEGRITY OF THE FUND??? 

1. It is known fact that the total contributions of an individual member and the 
Government's are "exhausted" for the individual member's total annuity 
payments after eighteen (1 8)months, and the life time annuity payments due will 
be absorbed or met by the contributions of active employees and at best by the 
investment returns of the total invested assets. 

2. Since the total delinquent payments, plus interests and penalties, would be by 
general accounting practices be reflected on the Retirement Fund's balance sheets 
as "accounts receivables". Continued "non-remittance of the actual funds" would 
thereby under general accounting principles mandates the Fund to ''write off as 
uncollectible , creating an actual reduction of the Fund's assets--(Public Auditor 
has recommended that a reserve be established for GMH delinquent payments- 
which effectively reduced the assets of the Fund) 

3. Since both 1 and 2 above has indeed occurred, can it be concluded that such 
happenings are not detrimental to the Fund? 

4. How can the various requirements for the maintenance of the Reserves, as 
established by law, be implemented-the Reserve Requirements are basic in the 
existence of a qualified pension plan. If these Reserves are not maintained as they 
should be, would the Pension Plan as being '?ax-exempt" be in jeopardy? 

5. What legal standing would the Retirement Fund have in "having a member whose 
member account stand in arrears for years"? Would the fact that there appears to 
be no real enforceable penalty, civil or otherwise, against an Agency who fail to 
remit the member prescribed deductions to the Fund as prescribed by Law, and the 
Fund, as it has been the regular practice (although the law do not prohibit such 
practice) to divert contributions by an active member to pay or meet current. 
annuity payments be considered as detrimental to the future stability of the Fund? 

6. What kind of fiduciary liabilities, if any, does the members of the Board of 
Trustees assumed? 

7. Inasmuch as the current members of the GovGuarn Retirement Board of Trustees 
consist of four (4) elected fiom the members of the Fund, would these elected 
members have a constituency obligations to so informed its voters of the continued 
fiscal soundness of the Pension Plan? 



8. Based on the above discussions, would the Board be fiee fiom its fiduciary 
obligations if (1) allows individual employee request for retirement provided full 
contributions are made to the Fund; (2) the delinquent payments becomes strictly a 
matter of collection issue. Would the treatment of these two as distinct and 
separate issue be not in violation of the two Court Decrees., as issued by Judge 
Lamorena? 

9. At a meeting with the Governor, several weeks ago, there were general agreements 
for the Administration to: (1) Remit the appropriations of $1.2 millions for GMH 
in four equal installments, plus all outstanding interests and penalties on the 
delinquent accounts, totaling approximately $2.5 millions, and the principal 
payments will be made, if and when, the pending Bond issues were made. In so 
far as DOE, the Governor has effectively direct that the problem would be 
resolved by the Supt. of Education, Juan Flores and the Legislature. Governor 
indicates that the Legislature has effectively "cut him off' educations financial 
matters. 

10. According to the AG's Opinion RF 81-0432, dated 9115181, retirement benefits , 
under the Defined Benefit Plan, are contractual rights that have limited or qualified 
vesting on employment and 111 vesting on maturation. The Government, as the 
Employer, continued failure or in constant arrears of the contributions, both the 
employee's and employer's share, to "remit" to the Retirement Fund could surely 
can be argued as jeopardizing the annuity payments of both current and future 
retirees. 

Prepared in Draft Form: 

116105-Joe T. San Agustin 



'age 4-PACIFIC DAILY NEWS, Tuesday, July 30,1974 

Legislators Eye $45 M 
Retirement Fund Confrol 

By Pat .McElroy 
Daily News Staff Writer 

Grim's most successful . 
nonetary venture-the $45 
nillion Retirement Fund-has 
aught the eye of local 
:gisiators who aepear to want 
lore control but whprmay run 
 to legal problems getting it. 
The fund was set up in 1954 

s a trust administered by a 
oard of two GovGuam 
mployes, two nongovernment 
ersons and the director of 
dministration. 
Joe San Agustin, a retireme~t 

~ n d  trustee and current 
irector of ' administration 
ppeared yesterday before Sen. 
.ichard Taitano's Finance 
ommittee to defend the fund's 
u t o n .  
Tht . ~tirement fund, receives 

mtributions from the General 
und and government employes 
) finance retirement and 
~rvivors benefits for some 
1,000 GovGuam employes 
ow on the payroll. 
Legislators inserted a section 

I the executive budget bill, 
ready adopted, that defines 

the duties of the Governor to 
include recommending for 
consideration by the Legislature 
programs and financial plans 
covering all estimated receipts 
and expenditures that includes 
the General Fund and all special 
funds. 

The question arises over the 
implication that the Retirement 
Fund is considered a special 
fund. The section did state that 
all funds were up for legislative 
considetation, regardless of the 
source of revenue. 

San Agustin told committee 
members that he had taken the 
section to several lawyers to see 
if the Retirement Fund should be 
under ~ e ~ i s l i t i v e  control. 

The response was negative by 
both the Attorney General 
Keith Andrews and attorney 
Andrew Gayle, according to 
letters from San Agustin's file. 

The board of ' trustees is 
charged by law with managing 
the Fund. It would be 
considered a breach of trust if 
the board delegated its fiduciary 
duty to another agency or 
person, it was noted in C;ayle's- 
opinion. 

Legally, a trust fund cannot 
be diverted from the purpose 
for which it originally was set 
up, according to Gayle. 

Taitano argued yesterday that 
it was the taxpayers, who 
support the General Fund, who 
were the major "stockholders" 
in the retirement fund and 
thus should have some power ,* 
of review or control. Taxpaye ' 

mntribu* more thali 9 perm sf _ 
to the fund, it was noted, while 
the employes of the government 
contribute some perccnt. . 

Besides, Taitano argued, 
Ceneral Fund is in debt and the 
Legislature needs to  explore 
all sources of potential revenue. 
Taitano said the General Fund 
deficit may hit $16 million, 
implying some help from the 
Retirement Fund would be 
welcomed. 

When asked how much the 
Retirement Fund had in assets, 
San Agustin said about $45 
million. Some $35 million is in 
investments that include stocks, 
land and financing large 
construction project. San 
Agustin later said it was the 
GovGuam Retirement Fund 

which financed the Bank of 
Guam construction, and he said 
the yield on the investment. 
dolliirs has been vcry 
"rewarding." The fund also has . 
about $5 million money on time 
deposits that can receive up to 
13 percent interest under 
certain circumstances, according 
t~ San Agustin. 
'*Finance committee business 

aso included a quick look at  the 
Retirement Fund budget 
request of $522,359. The Fund 
has 35 employes, including 
inve s t  ment analysts and 
accountants. 

The Retirement Fund now 
pays benefits to 935 retirees and 
survivors, according to San 
Agustin. 

Ta i t ano  criticized the, 
Governor's weekly column in 
the retirement fund newsletter, 

Y 'Simana Taitano said it is 
against the law for poiiticiansto 
use government-sponsored 
commpnications to  further their 
ends He called Gov. Carnacho 

)the "top politician" here. 
A bill to appropriate 

$383,766 to cover CovGuam 
contributions Ro those employes 
joining the retirement fund or 
the Social Security program for 
the months of  April, May and 
June was reviewed by the 
mmmittee. 

Some 2,710 employes of the 
government who had not chosen 
retirement fund or Social 
Security benefits are now 
required to join one of the two, 
according to federal law. 

The money will be used to 
cover t h e  government's 
contribution toward placing 
these persons in a retirement 
plan, according to San Agustin. 


