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Esteinforme presenta alosforosa quienescompetesuevaluacion,
ala comunidad universitaria y a la comunidad en general, los
principios, estrategiasy cumplimientos enla gestion de direccion
de la Universidad de Puerto Rico durante el afio académico
2003-2004. Aspira a comunicary documentar como plantea la
Universidad su crecimiento y sus responsabilidades y como se
articula dicho proyecto enla programaciony administracion de
la institucidon.

El Punto de Partida: - Vinculo sostenido con

Con fecha del 18 de febrero de 2005  los estudiantes

se presentd ante la consideracion

de la comunidad universitaria - Culturas académicas de

DIEZ PARA LA DECADA: AGENDA  actualizacién, experimentacion
PARA LA PLANIFICACION EN yrenovacion

LA UNIVERSIDAD DE PUERTO

RICO (2005-2015), producto de un - Investigacion competitiva
andlisis realizado en conjunto por

el Presidente y por las rectoras y - Liderato enlainversién comunitaria
rectores del sistema. El documento  y enla gestion cultural

es un instrumento para encaminar

los esfuerzos de planificacion en - Vocacion para un mundo global
el sistema y definir las areas del

comportamiento institucional que - Eficiencia y belleza en los espacios
seran objeto de evaluacion en los  naturalesy edificados

préoximos afios. Por tanto, es una

gufa y un contrato de principios y - Actualizacién tecnoldgica

de accion, que identifica parametros

de vida institucional deseables - Optimizacion administrativa
para la Universidad de Puerto Rico. y gerencial

Estos quedan enmarcados en diez

propdsitos de desarrollo estratégico: - Identidad institucional fortalecida

- Cultura de evaluacion
y avalto institucional

Esta agenda, acoge las energias
y motivaciones de renovacion
y mejoramiento  continuo  de
los  ofrecimientos  académicos,
investigacion 'y  de  servicios
universitarios. Parte del supuesto
de que en la medida en que la
institucion evite centralizaciones vy
fragmentaciones innecesarias, podra
avanzar en sus metas con mayor
eficiencia. De ahi su insistencia en
que se canalice recursos y energias
hacia las bases mismas de Ia
Universidad: facultades, escuelas y
centros de investigacion.

Propone una vision institucional,
compartida en sus lineas generales,
a la vez que individualizada para
responder a las necesidades
particulares de las unidades del
sistema. En ese sentido, armoniza
unidad y diversidad. El documento
atiende la pertinencia académica,
social y cultural de la Universidad de
Puerto Rico en el desarrollo integral
del pais y el lugar estratégico de la



institucion en el sistema educativo
puertorriquefo. Se replantea,
ademds, una insercion mas
efectiva en los escenarios globales
contemporaneos.

La Agenda se enmarca en un
periodo de diez afios. Muchos de
sus objetivos enlazan con procesos
ya iniciados lo que permitird que
se logren en menor tiempo y ello
seguramente servird de acicate para
ellogro de aquéllos cuya complejidad
precisa de una mayor duracion. Por
otra parte, el horizonte de una década
nos permite el tiempo adecuado
para los procesos de evaluacion y
avalto que son parte fundamental de
este ejercicio sistémico.

Al concluir el afilo académico 2004-
2005, Diez para la Década estd
sometido al escrutinio y evaluacion
de todas las unidades del sistema
en un proceso que contempla
auscultar la opinion de los sectores
universitarios de manera abierta
desde sus foros institucionales

tales como senados académicos,
facultades y departamentos pero
también desde sus agrupamientos
estudiantiles, docentes y gremiales.
Una vez concluido, se armonizaran e
integrardn las recomendaciones y se
remitird a los foros superiores —Junta
Universitaria y Junta de Sindicos-
para su consideracion final antes de
adoptarse como agenda institucional
para la préxima década.

Este Informe Anual se organiza
todavia desde el modelo de objetivos
y cumplimientos que remite al Plan
Académico-Administrativo de 2001
adoptado como Agenda de Trabajo
de la administracion universitaria que
asume laresponsabilidad de dirigir la
institucion a partir de noviembre de
2001. Sinembargo, la mayor parte de
las acciones tomadas durante el afio
académico tienen correspondencia
con las metas y objetivos propuestos
por Diez para la Década, actualmente
bajo consideracion de la comunidad
universitaria.
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. ESTABILIDAD
FINAN CIERA

La Universidad se aboca a fortalecer
sus  fuentes tradicionales de
ingreso en tanto institucion estatal
y a identificar y convocar fuentes
complementarias de ingreso. Es
un nuevo entendimiento de lo
publico, que desborda el concepto
gubernamental e integra el escenario
socialamplio en el que la Universidad
se desempefiay al cual impacta. Es
un nuevo entendimiento de lo que
es la comunidad universitaria, que
expande su ambito a los egresados
y a los amigos -colectivos e
individuales- que se identifican y
apoyan a la institucion.

A. Financiacién gubernamental

O bjetivos:

1. Lograr la integracion por ley de
aquellas partidas eliminadas de la
formula de financiacion adjudicada a
la Universidad.

2. Reclamarla completa restauracion
de la integridad de la férmula de
financiamiento del Estado a |la
Universidad de Puerto Rico.

3. Aumentar los recursos con que
debe contar la institucion para echar
adelante la agenda de ensefianza,
investigaciony servicio que demanda
el pueblo puertorriqueio y que
demandan los tiempos y retos del
mundo contemporéneo.

4. Hacer frente a los incrementos
en los costos de funcionamiento
institucional frente al aumento
decretado en las utilidades publicas
y las obligaciones centradas en
materia de salarios y beneficios
marginales.

5. Evaluar las tarifas universitarias
que se han mantenido sin cambio
desde 1991.

Cumplimientos:

1. El gobierno anuncio la restitucion
por ley de las fuentes de ingreso
que habian sido eliminadas de la
formula de financiacion. Aln asi,
la restitucion no era suficiente para
mitigar todas las necesidades ni
para dotar a la Universidad de la
estabilidad que requiere su misidn
social y académica.

2. Seguidamente, la Universidad
realiz6 un estudio de su situacion
financiera, sus fuentes de ingreso,
y sus necesidades impostergables.
A la luz de los resultados, y del
aumento en los costos de de ofrecer
sus servicios educativos, determind
ajustar las tasas de matricula, que no
se alteraban desde 1991.

El 29 de marzo de 2005, la Junta
de Sindicos aprob6 una revision
tarifaria luego de 15 afos de estar sin

modificacion. La decision tom6 en
cuenta y satisfizo dos compromisos
preeminentes de la Universidad. El
primero es de inclusion: la oferta
universitariatiene que ser accesible a
todos los sectores de la comunidad.
El segundo, de excelencia. La
Universidad debe ofrecer wuna
formacion  de  primer  orden,
realmente competitiva y realmente
capaz de abrir oportunidades para
una vida mejor.. De ahi que ambos
compromisos tienen que coexistir.
Establecio un aumento de $§30 a $40
por el crédito sub graduado y de
$75 a $100 por el crédito graduado,
y ajustes correspondientes a las
cuotas de construccién y tecnologia

El aumento no contraria el
compromiso institucional de
inclusion. Ningun estudiante puede
ser excluido de la Universidad
por razones econdmicas. Para
los numerosos estudiantes de
bachillerato de menores recursos
econémicos y que reciben las
becas Pell, la cantidad serd cubierta
por la beca. Para los estudiantes
graduados que no reciben este tipo
de beca, habrd un aumento en las
partidas de asistencia para mitigar el
impacto

3. La Junta de Sindicos de la UPR
acordo ademas encomendar
el estudio y la formulacion de
un mecanismo para revisar con
periodicidad las tarifas de matricula
y cargos relacionados.
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B. Politicas de disciplina financiera
institucional

Objetivos:

1. Promover una cultura de disciplina
en los gastos a tono con la politica
de administrar con idoneidad en
los momentos de contraccion
econémica.

2. Devolver responsabilidades
de manejo presupuestario a las
unidades y programas que realizan
las responsabilidades académicas.

Cumplimientos:

1. La Junta de Sindicos solicité de
la  Administracion universitaria la
estricta observancia de una politica
de prudencia presupuestaria con
medidas concretas para reducir
gastos y aumentar la productividad
y la eficiencia de los servicios
educativos y administrativos.

Se continué, por consiguiente,
con plan para controlar gastos
sistémicos, con la salvedad de
que no se afecten los programas y
servicios académicos y se cumplan
con las obligaciones laborales y
fiscales que tiene la Universidad, que
ha generado en los Ultimos tres afios
fiscales $47 millones en ahorros.
Esta reduccion se extiende a la
Administracion Central.



I. INSTALACIO NES

UNIVERSITARIAS

O bjetivos:

1. Rearticular bajo un nuevo orden
conceptual y nuevos parametros de
ejecucion la el disefio y construccion
de nuevas estructuras asi como
la intervencion en estructuras
existentes que asi lo requieran en la
Universidad de Puerto Rico.

2. Rearticular bajo un nuevo orden
conceptual y nuevos pardmetros
de ejecucion la atencion al llamado
sindrome de edificios enfermos que
aqueja a un nimero de estructuras
en la Universidad.

3.Incorporacion sistematica de obras
de arte en los espacios edificados y
no edificados de la Universidad.

Cumplimientos:

1. La labor académica, de
investigacion 'y creacion debe
realizarse en un medioambiente
edificado y natural a la vez acogedor
y estimulante. La puesta al dia de
las instalaciones debe combinar la
funcionalidad y la inversidon prudente
de los recursos publicos con disefio
audaz e imaginativo que corresponda
las aspiraciones y metas de la
Universidad, asi como a su tradicion
histérica de excelencia en el disefio.

2. En el afio 2003-2004 se aproho6 por
la Junta de Sindicos la Revisién del
Programa de Mejoras Permanentes
2003-2004 a 2006-2007. Por primera
vez, en la historia de la Universidad
se articulé un Programa de Mejoras
Permanentes con una visidn,
claramente definida y en funcion de
tres fundamentos sustantivos:

Fundamento ético: plantea el deber
y compromiso de la Universidad
de Puerto Rico de proveer
espacios dignos para el ejercicio
de la investigacion, la catedra y los
servicios a la comunidad, tanto
interna como externa.

Fundamento estético: representa la
base conceptual que permitirda una
intervencion inteligente y sensible
en los espacios universitarios.
La experiencia estética es parte
intrinseca de la formacion intelectual
delos universitarios. Esta experiencia
estética comienza por el disfrute
pleno de los espacios, naturales y
construidos, hasta la apreciacion
artistica del lenguaje arquitectonico
y el arte.

Fundamento epistemolégico:
permite una aproximacién critica a
los diagndsticos y recomendaciones
técnicas y programaticas de las
estructuras a construirse o a ser
intervenidas. La actualizacion

programatica y la adecuacion de
las tecnologias constructivas,
infraestructurales e informadticas
serd eje de las intervenciones
arquitectdnicas.

3. En el afio 2003-2004 la Junta de
Sindicos, mediante propuesta del
Presidente de la Universidad, aprob6
también la Politica Institucional sobre
el Arte Pablico en la Universidad de
Puerto Rico. La misma reconoce
la importancia del arte publico y
provee que hasta el 1% del costo
de construccion de cada proyecto
se destine para la adquisicion,
colocacion y exhibicion de una obra
de arte, como minimo.

4. Durante el afo 2004-2005 la
propuesta de Politica General
sobre la Elaboracién, Desarrollo
y Financiamiento del Programa
de Mejoras Permanentes de la
Universidad de Puerto Rico fue
aprobada por la Junta de Sindicos.
Esta politica establece los principios
guia para las dreas fundamentales
de planificacion institucional, disefio,
administracion, construccion,
ocupacion y mantenimiento del
Programa de Mejoras Permanentes.

5. La Universidad acometio
un radical proyecto de intervencion
en sus estructuras edificadas
para moverse de la metdfora de
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edificios enfermos hacia la metafora
de la excelencia en los espacios
universitarios.  Iniciando con las
edificaciones aquejadas por el
sindrome se articulé una estrategia
en tres fases: Diagnostico vy
Programacion, Disefioy Construccion
y una tercera de Mantenimiento
Sostenido apoyada econdémicamente
con un compromiso ejecutivo vy
legislativo que se concretd en
una asignacion legislativa de $60
millones.

6. Durante el 2004-2005 se
encomendo6 la fase de diagndstico
y programacion en las estructuras
identificadas a un equipo
de profesionales del disefio
arquitecténico y consultores de
primera en Puerto Rico. En estrecha
interaccion con la comunidad
universitaria de todos los recintos
se realiz6 el diagndstico de las
condiciones de las estructuras
afectadas, se trabajé en wuna
programacion racional basada
en los planes de desarrollo
académicos e investigativos de
las unidades y finalmente se
disefiaron las remodelaciones o
nuevas construcciones. El resultado
concreto es que del Programa de los
$60 millones inician construccion

en el afio fiscal 2005-2006, ocho
importantes proyectos con
presupuesto comprometido de $54.1
millones habiendo concluido varios
proyectos de escala relativamente
menor en todas las unidades del
sistema universitario.

7. Dentro del Programa de Mejoras
Permanentes entra en su segundo
afio de construccion la Biblioteca
en Utuado y culmina el Edificio
de Laboratorios y Oficina para
Profesores. En Bayamén comenzara
a operar su nuevo Edificio Centro de
Estudiantes. Entre otros proyectos,
inician construccion durante este
proximo afio fiscal el Complejo para
Ciencia y Tecnologias de Bayamon;
en Mayagiez el Museo de Arte
y Senado Académico (MUSA) y el
antiguo dormitorio para varones de
Mayagiiez que proveera 156 oficinas
individuales tecnolégicamente
equipadas para profesores; en el
Recinto de Ciencias Meédicas el
Edificio que albergara el programa
doctoral en Farmacia y el Colegio
de Profesiones Relacionadas a la
Salud ; en Rio Piedras la fase de
ampliacion de la Biblioteca Lazaro y
en el Teatro la habilitacion final de los
interiores y sus sistemas de sonido y
teatralidad; en Aguadilla se retoma la

fase final del Centro de Informacion
y comienza la primera fase de la
subestacion eléctrica; en Humacao
el Edificio de Administracion de
Empresas; en Arecibo el sistema de
aire de la Biblioteca y oficinas para
profesores; en Ponce la Biblioteca.

8. Esta puesta al dia de sus
instalaciones y la construccién de
nuevas edificaciones obliga a la
Universidad a retomar la tercera
fase del Plan de Intervencion en
Edificios: Mantenimiento Sostenido.
Es impostergable el nutrir
adecuadamente el fondo operacional
para esos fines para garantizar que
esas estructuras se mantienen en
condiciones 6ptimas para su uso.



I.DOTACION

TECNOLOGICA

O bjetivos:

1. Optimizacion de los recursos
informaticos  para agilizar los
procesos educativos y las
operaciones administrativas.

2. Adecuar la dotacion tecnoldgica
a las nuevas conceptualizaciones
sobre disefio y construccion de
estructuras.

3. Servir de soporte a la cultura de
investigacion

4. Servir de soporte a la cultura de
evaluacion

Cumplimientos:

1. Comenzé el proyecto de
implantacion ~ del  sistema de
informaciéon que wunira a toda
la Universidad bajo las mismas
aplicaciones de negocios tales como:
el sistema financiero, el sistema de
recursos humanos, recaudacion y
administracion de fondos externos.

2. Incluye ademés los servicios
al  estudiantado  tales como:
admisiones, matricula, asistencia
econdmicay finanzas estudiantiles.

3. La primera fase consiste de la
configuracion de los mddulos, la

integracion de los valores en una sola
base de datos y la implantacién de
los médulos Admisiones de Escuela
Superior, y laintegracion del catalogo
de todas las unidades.

4. Otras ventajas del nuevo sistema
seran:

a. En lo relativo a la administracion
del sistema financiero, integrar
mejor el sistema y proveer completa
visibilidad de los datos financieros
con féacil acceso a ellos.

b. En la administracion de los
recursos humanos, la actualizacion
del sistema permitirda mecanizar
totalmente su funcionamiento desde
los récords, pagos de némina y
administracion de los beneficios.

c. Serd también un valioso apoyo
para los proyectos de investigacion
proveyendo para una mejor y mas
eficaz administracion de los fondos
asignados.

Il.  Vinculo sostenido con el
estudiantado

O bjetivos

| EL ESTUDIANTADO: Mejores
servicios y apoyos a los estudiantes
Objetivos:

1. Incrementar los indices de
retencion y terminacion de grados.

2. Optimizar los servicios de la
Oficina de Estudiantes para agilizary
profesionalizarlos procedimientos de
reclutamiento, admisiény colocacion
estudiantil.

3. Ampliar 'y flexibilizar las
concesiones de ayuda econdmica.

4. Atencion a los estudiantes de
escuela superior para atraer los
mejores talentos a la Universidad.

Cumplimientos:

1.Elconceptode unvinculosostenido
entrela Universidad y sus estudiantes
ha seguido hilvanando los trabajos
de la Oficina de Estudiantes durante
el afio académico 2004-2005. Los
esfuerzos de reclutamiento se han
dirigido precisamente a sembrar
en la imaginacion de los escolares
puertorriquefios la idea de la
Universidad de Puerto Rico como
una opcién real de futuro.

2. Se particip6 en la Feria Educativa
Autopista, celebrada en el Hotel El
San Juan, durante la cual consejeros
y oficiales de asistencia econémica
ofrecieron orientacion sobre la
Universidad a cerca de 3,000
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visitantes. Ademas, parte del disefio
de la Autopista incluyd visitas a
once escuelas donde se establecio
contacto directo con cerca de 2,000
estudiantes. Estas actividades, por
supuesto, son adicionales a las que
realizan las unidades.

3. La actividad anual para los
consejeros escolares del pais,
Conexion Universitaria, se celebro
en la Universidad de Puerto Rico en
Cayey. Los rectores y rectoras del
Sistema fueron los protagonistas
principales de la actividad,
presentando a los asistentes lo
que distingue a cada unidad y las
ventajas que ofrece, segin los
intereses de los solicitantes. Durante
la actividad, se distribuyé el Manual
de Ofrecimientos 2005, asi como
el CD-ROM interactivo sobre la
Universidad.

4. Enlo que respecta a la Division de
Admisiones, sobresale el comienzo
del proceso de adiestramiento parala
implantacion del programado Oracle
como fundamento  tecnolégico
del proceso de admisiones. Se
continu6, ademds, con el servicio
de Tele-Admisiones UPR, por medio
del cual las personas interesadas
pueden obtener informacion sobre
la Universidad, llenar su solicitud
de admision y pagarla, ademds
de conseguir informaciéon sobre
las oportunidades de asistencia
econdmica. Durante el afio 2004-
2005, Tele-Admisiones atendié un
total de 12,331 llamadas. El uso
principal que dan los usuarios a
este servicio estd relacionado con
indagar sobre los resultados de las
admisiones.

5. En lo que respecta al uso de
la solicitud electronica, para el
proceso de admisiones del 2005,
1,173 solicitantes utilizaron este
mecanismo de solicitud, lo que
representa el 6.2% del total de
solicitantes.  Esto representa una

reduccion de 2.8% con respecto al
afio anterior. A nuestro juicio, hace
falta un mayor esfuerzo de publicidad
sobre esta opcion.

6.Sigue dando frutoslanuevaférmula
para la admision temprana. Para el
proceso del 2005, la Universidad
admitio 3,024 estudiantes mediante
este mecanismo, lo que representa
un aumento de 274% sobre la
cantidad admitida en el 2003 bajo
la formula anterior. De esta forma,
la Universidad logr6 admitir cerca
del 27% de su clase de primer
afio mediante admision temprana.
Por supuesto, este aumento en el
nimero de estudiantes que reciben
admision temprana fortalece
nuestras posibilidades de lograr que
éstos se matriculen.

7. Por otra parte, continta el proyecto
de admision para estudiantes
educados en el hogar. Como se
habia informado antes, se desarrollé
una foérmula experimental que
permite convertir los resultados de
las pruebas de aprovechamiento
del College Board en un “indice de
Escuela Superior”, de manera que
se pueda procesar las solicitudes
de estos estudiantes sin necesidad
de que éstos acudan a escuelas
privadas para pagar por un examen
de equivalencia. Se ha comenzado
con el proceso de acopio de
informacion que permita validar este
mecanismo de admision de acuerdo
con el desempefio académico de los
estudiantes admitidos.

8. Por tercer afio consecutivo, la
Compaiia Johnson & Johnson hizo
entrega de un donativo de $100,000
que sera destinado a becas para
estudiantes sobresalientes de los
programas de enfermeria de la
Universidad de Puerto Rico. Este
donativo nos permitird conceder
becas de $2,000 a cincuenta
estudiantes de los recintos de
Mayagiiez, Ciencias Médicas,

Humacao, Aguadilla, Arecibo
y Carolina. De los cincuenta
estudiantes becados este afio, cinco
la recibieron por primera vez y siete,
por segunda vez. Se han graduado
35 de los becados, de los cuales
28, o el 80%, estan empleados
en el campo de la enfermeria en
Puerto Rico, cumpliendo asi con su
compromiso de servicio.

9. Otros desarrollos significativos del
area de Asistencia Econdmica fuero
el aumento de 8% en el nimero de
estudiantes que reciben sus becas
por medio del depésito directo,
elevando la participacion total al
55% de la totalidad de los becados.
En este esfuerzo, sobresalen los
logros de las unidades de Mayagiiez,
Cayey y Humacao. En el primero,
la participacion se acerca al 90%,
mientras que en los dos segundos
raya el 70%. Hay que reconocer,
ademads, el trabajo realizado en
las unidades de Rio Piedras y
Ciencias Médicas, en las cuales
la participacion estudiantil en el
depdsito directo sobrepasa el 50%.

10. El proceso de mecanizacion de las
solicitudes de asistencia econdmica
adelanta  significativamente. La
radicacion de solicitudes electronicas
aumento al 68% de los estudiantes;
es decir, 40,178  solicitudes
electronicas de un total de 59,140
solicitudes.

11. Una de las metas especificas
de reclutamiento promueve a la
optimizaciéndelavisibilidad dela UPR
entre las poblaciones de hispanos en
los Estados Unidos. A estos efectos,
la Universidad de Puerto Rico resefo
sus ofrecimientos académicos en la
Hobson’s Guide for College-Seeking
Hispanic ~ Students,  publicacién
que se distribuye anualmente
a 2,000 escuelas superiores en
Estados Unidos alcanzando a un
millon de estudiantes. Por otra
parte, participamos en la exhibicion



Acércate a la Universidad de Puerto
Rico, celebrada en el Centro Cultural
Julia de Burgos en la ciudad de
Nueva York, los dias 17 al 24 de
enero de 2005; en el Congreso
Hispano Somos el Futuro, celebrado
en Albany, NY, del 14 al 18 de abril
de 2005; y en el Latino Issues Expo
Organization, coordinada por el
Latino Institute, los dias 25 al 30 de
mayo de 2005 en Newark, NJ. Como
resultado de éstos y otros esfuerzos,
se admitieron ocho estudiantes en la
Universidad de Puerto Rico en Cayey.
Para el proceso de admisiones del
2006, dispondremos del Manual de
Ofrecimientos traducido al inglés, lo
que debera fortalecerla presentacion
que se hace de la Universidad entre
las comunidades latinas de los
Estados Unidos.

12. Como parte de la vision de
un vinculo sostenido entre la
Universidad y sus alumnos Ila
Universidad se mueva a alcanzar los
estdndares mas competitivos en la
provision de servicios de colocacion.
Bajo la Certificacion 135 (2003-2004)
de la Junta de Sindicos, producto
de una propuesta sometida por la

Oficina de Estudiantes, se reclutd
a una Goordinadora de Desarrollo
Profesional y Colocaciones efectivo
en enero de 2005. Se inicio el
proceso de implantacion de la
politica contenida en la Certificacion
135. Entre sus logros, se incluye
el traspaso del Centro Virtual de
Exploracion en Carreras de la UPR-
Bayamon a la Oficina de Estudiantes,
el desarrollo de un portal sobre
Colocaciones y Desarrollo
Profesional, la creacion de un espacio
en nuestro portal para promocionar
actividades particulares, tales como
internados. Ademas, se ha iniciado
el proceso de conversaciones
con las oficinas homélogas de las
unidades con el fin de armonizar la
recopilacion de datos y de compartir
informacion atil.
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IV. EXCELEN CIA
ACADEMICA

La Universidad de Puerto Rico como
centro de alta y creciente calidad
académica.

Objetivos:

1.  Fortalecer la cultura de
evaluacion en todos los niveles de
la programacion académica. La
generalizacion de la cultura de
evaluacion debe proveer horizontes
deseables de comportamiento vy
produccién académicos.

2. Revisar los contenidos y procesos
relacionados a la evaluacion y puesta
aldiadelaofertaacadémica existente
y la insercion de nuevos programas,
en funcion de la investigacion
institucional, del ambiente externo
y la incorporacion de estdndares
de excelencia establecidos para
las  disciplinas, tecnologias vy
profesiones.

3. Retener 'y aumentar las
acreditaciones institucionales,
profesionales y especializadas en la
Universidad.

4. Apoyar en forma especial la
acreditacion de las dos disciplinas en
las que tenemos la mayor cantidad
de estudiantes y programas, estos
son Educacién y Administracion de
Empresas.

5. Promover la excelencia académica
de los programas de estudio
mediante su creacion y evaluacion
desde los estandares de la entidad
de acreditacion profesional y/o
institucional pertinentes.

6. Impulsar la investigacion
institucional que permita la toma
de decisiones y la planificacion mas
idonea.

Cumplimientos:

1. La Junta de Sindicos de la UPR
aprobd la Certificacion 138, 2003-
2004, Politica Institucional sobre las
acreditaciones de los programas
académicos y servicio de la
Universidad de Puerto Rico. Esta la
politica que sustenta la cultura de
evaluacion de nuestros programas
por estdndares externos rigurosos.

2. La Vicepresidencia en Asuntos
Académicos (VPAA) elabord, en
coordinacién con los recintos, un
Plan de Acreditacion y Evaluacion
Profesional de los Programas vy
Servicios de la Universidad de Puerto
Rico.

3. Se organizé el grupo sistémico
de los programas de preparacion
de maestros con el propésito de
apoyar los esfuerzos dirigidos a la
acreditacion.

4. Durante el afio, la Vice Presidencia
en Asuntos Académicos organizé
cuatro grupos sistémicos
compuestos por los programas de
administracion de empresas y los
servicios de bibliotecas, museos
y centros de consejeria, con el
prop6sito de apoyar los esfuerzos
dirigidos alaacreditaciony evaluacion
profesional.  Las bibliotecas van
a evaluarse por los estandares
de la Association of Colleges and
Research Libraries (ACRL). Los
museos van a acreditarse por la
Association of American Museums
(AAM) y los centros de consejeria
por la International Association
of Counseling Services (IACS). La
VPAA ofreci6 apoyo y direccion a
las catorce (14) bibliotecas, siete
(7) museos y once (11) centros
de consejeria que iniciaron en el
proceso de acreditacion o evaluacion
profesional por sus respectivas
agencias.

5. Se intensificaron los esfuerzos
especiales en apoyo de la
acreditacion de las dos disciplinas en
las que tenemos mayor cantidad de
estudiantes y programas: Educacion
y Administracion de Empresas.
Se ofreci6 apoyo y direccion a
los programas de preparacion de
maestros de las ocho unidades
que iniciaron en el proceso de
acreditacion de la National Council for



Accreditation of Teacher Education
(NCATE).

6. Dos programas de preparacion
de maestros, los de la UPR Ponce
y el RUM, sometieron su carta de
intencion a NCATE para iniciar el
proceso de acreditacion.

7. Otras iniciativas que fortalecen los
programas de la UPR son:

1. Certificacion Nam. 47
(2004-2005), que enmienda la
Certificacion Nam. 27 (2003-
2004), sobre las Politicas
y Normas para Autorizar
Secuencias Curriculares
de Especial Interés para la
Universidad de Puerto Rico
y el Servicio Plblico. Esta
disposicion permite que los
estudiantes de  bachillerato
tomen hasta 15 créditos
como electivas libres en areas
especificas que enriquezcan
y diversifiquen su preparacion
académica.

2. Certificacion Nam. 85 (2005-
2006), que actualiza la politica
institucional dirigida a otorgar
el grado automaticamente a
aquellos estudiantes que hayan
completado  los  requisitos
para ello. Esta politica reduce
los costos institucionales y
amplia las oportunidades de
los estudiantes que no han
completado los requisitos y
de los estudiantes de nuevo
ingreso.

3. Alrededorde 100 programas
académicos sometieron
informes de evaluacion
requeridos por la Certificacion
Nim. 93-113 del antiguo CES.
La VPAA evalud estos informes y
los discutio en reunion individual
con cada Decano de Asuntos
Académicos a comienzos del
semestre académico  2005-
2006. Esta experiencia ofrecio
un panorama amplio del estado

de situacion de los programas
académicos en las diferentes
unidades del sistema, asi como
informacion valiosa sobre
los énfasis que debe tener
la evaluacion de las nuevas
iniciativas académicas.

4, Certificacion ~ Nam. 80
(2005-2006), Reglamento para
la  Creacion de Programas
Académicos de la Universidad
de Puerto Rico, que establece las
reglas aplicables ala preparacion
y tramite de las propuestas de
programas académicos nuevos,
y dejo6 sin efecto los contenidos
concernientes a la creacion
de programas académicos
en la Certificacion Nuam. 93-
113 del antiguo Consejo de
Educacion Superior. Esta nueva
normativa, entre otros, asegura
la integracion formal de los
indicadores de excelencia
que distinguen la educacion
superior y facilitan el avallo
de la efectividad institucional,
desde la etapa de ideacion hasta
la implantacion de las iniciativas
académicas.

4. Durante el afiio comenzaron a
funcionar los siguientes nuevos
programas académicos:

Recinto de Rio Piedras

1. Maestria en Ciencias del
Ejercicio con Especialidad en
Fisiologia del Ejercicio (2004-
2005)

2. Maestria en Administracion
de Empresas con especialidad
en Gerencia de los Recursos
Humanos (MBA) (2004-2005)

Recinto de Ciencias Médicas

3. Certificado Graduado en
Promocion de la Salud Escolar
(2004-2005)

4, Maestria en Ciencias en
Enfermeria con especialidad en
Practica Avanzada de Enfermeria
de Familia (FNP) (2004-2005)

5. En lo relativo a la renovacién
de de licencias y re acreditacion
institucional, la Universidad comenzo
en el 2005 el proceso de evaluacion
requerido para la renovacion de la
licencia institucional por el CESPR.
Las wunidades del primer ciclo
Rio Piedras, Mayagliez, Arecibo,
Ponce y Cayey - desarrollaron su
autoestudio y recibieron la visita de
evaluacion conjunta por el CESPR
y la Middle States Association of
Colleges and Schools (MSA). Los
datos agregados de los informes de
hallazgos presentados por las Juntas
Consultivas del CESPR para fines de
renovacion de licencia institucional,
demuestran que las unidades del
primer ciclo de evaluacion - Rio
Piedras, Mayagiiez, Arecibo, Ponce y
Cayey —alcanzaron un nivel sumativo
de cumplimiento de 94 por ciento
(105 indicadores).

6. El andlisis de los datos
agregados de los Informes
presentados por MSA para fines
de reacreditacion institucional,
demostraron que las unidades del
primer ciclo alcanzaron un nivel
sumativo de cumplimiento de 97 por
ciento (70 indicadores).

7. REACREDITACION DE LAS
UNIDADES INSTITUCIONALES:
Al 2004, todas las unidades del
Sistema ostentan la acreditacion de
la MSA, destacdndose que cinco de
ellas reafirmaron su acreditacion al
formar parte del primer grupo de
instituciones que se acredita con
los nuevos estdndares de excelencia
de 2002 de dicha organizacion.
Estos estandares ubican su mayor
énfasis en el avalto de la efectividad
institucional y en el avalio del
aprendizaje de los estudiantes.
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8.ACREDITACIONES
PROFESIONALES:

e NCATE: La Facultad de
Educacion del Recinto de
Rio Piedras logré este afio
su reacreditacion profesional
por los préximos diez afios
sin  recomendaciéon alguna.
Cinco (5) de las siete (7)
unidades restantes  con
programas de preparacion de
maestros sometieron en forma
oficial a la National Council
for Accreditation of Teacher
Education, entidad acreditadora,
sus respectivas solicitudes de
precandidatura.

9. Programas de Preparacion de
Maestros : Indicadores de Exito de
los Egresados

La calidad de los programas esta
siendo determinada, entre otros
factores de naturaleza cualitativa,
por el desempefio de los egresados
en sus examenes profesionales. El
comportamiento de los egresados
de los programas de preparacion
de maestros en las Pruebas de
Certificacion de Maestros de Puerto

Rico para el afio fue excelente.
Segun los datos informados al
Departamento de Educacion Federal,
la primera cuartila de las tasas
de aprobacion sumativa (Puerto
Rico Summary Pass Rates) la cual
reconoce los programas de “alto
desempefio” --High performing--
estuvo formada por los programas
de la Universidad.

Asi, el 100 por ciento de los
egresados de los programas de
Cayey aprobaron las pruebas
(12/12); los de Bayamoén, aprobaron
en un 96 por ciento (66/69); de Rio
Piedras aprobaron, el 94 por ciento
de los egresados (520/553); en el
caso de los programas de Arecibo
(79/85), Humacao (62/67) y Ponce
(111/120) la tasa de aprobacion de
los egresados fue de 93 por ciento; y
para los egresados de Mayagliez fue
de 92 por ciento (106/115). Los dos
programas que no formaron parte
de esa primera cuartila --Aguadilla
y Utuado, ambos formaron parte
de la segunda cuartila, con tasas
de aprobacién de 87 y 80 por
ciento, respectivamente, (33/38)y
(40/50). Ninguna otra institucion de
educacion superior del pais formoé
parte de esa cuartila.

10. BECA PRESIDENCIAL

e Desde 2004-2005 el Programa
de Concesion de Becas
Presidenciales para Estudios
Doctorales y Postdoctorales de
la UPR incorpord al proceso de
recomendacion y seleccién de
candidatos elementos de avallo
de la efectividad institucional.
En armonia con las dreas
prioritarias definidas en el plan
de desarrollo de la Universidad
y de las unidades, los rectores
y rectoras recomiendan vy
se comprometen con el
reclutamiento de sus candidatos
a Beca Presidencial. Este
proceso asegura el mejor uso de
los fondos institucionales, apoya
las iniciativas de acreditacion y
la incorporacion de los becarios
al Sistema de la Universidad
de Puerto Rico. Durante este
afo académico se concedieron
trece becas, para un monto de
$158,000.



V. CULTURA
DE INVESTIGACION

Y NUEVOS APOYOS A ELLA

O bjetivos:

Aumentar la competitividad de
nuestra produccion investigativa.

1. generar investigaciones de
frontera desde los parametros que
muestran universidades de escala
parecida a la nuestra.

2. articular una alianza con el sistema
educativo publico para fortalecer
la ensefianza y formacion de los
estudiantes  puertorriquefios en
ciencias y matematicas.

3. configurar la infraestructura
sistémica correspondiente para que
adelante los propodsitos y proyectos
de investigacion

4. Aumentar la competitividad de
nuestra produccion investigativa.

5. Generar investigaciones de
frontera desde los parametros que
muestran universidades de escala
parecida a la nuestra.

6. Articular una alianza con el sistema
educativo pablico para fortalecer
la ensefianza y formacion de los
estudiantes  puertorriguefios  en
ciencias y matematicas.

7. Configurar la infraestructura
sistémica correspondiente para que
adelante los propdésitos y proyectos
de investigacion

Cumplimientos:

1. Se comenzd el proceso para
la integracion de los servicios de
telefonia, Internet e Internet 2, el
cual expandird la red institucional
de telecomunicaciones (incluyendo
Internet2) a todas las unidades del
sistema.

2. Se inici6 la implantacion de un
sistema de informacidon integrado
para la Universidad de Puerto Rico
(Proyecto de Actualizacion de
las Tecnologias de Informacion -
PATSI) que impactard los servicios
estudiantiles, financieros y de
recursos humanos

3. Se complet6 laimplantacion inicial
de acceso inalambrico en dreas de
alta densidad en todos los recintos
permitiendo a los estudiantes tener
acceso alosrecursos electronicos de
la universidad en cualquier lugar con
coberturay en cualquier momento.

4. Los recintos de Cayey y Ponce
recibieron  propuestas federales
de Titulo V para mejorar la
infraestructura de comunicaciones
en estas unidades.

5- Se invirtié un total de §1,617,068
en el mantenimiento de los servicios
de Internet2.

6.L.a UPR particip6 activamente
en las organizaciones que apoyan
el desarrollo de tecnologias de
informacion en instituciones
de  educaciéon  superior tales
como Internet2, Universia,
Educause y Hispanic Educational
Telecommunications System (HETS).

7..Creacion con un fondo inicial
de $100 millones del Fideicomiso
para la Ciencia, la Tecnologia y la
Investigacion del cual la Universidad
es institucion fundadora. Este Fondo
impulsard el establecimiento en
Puerto Rico de instalaciones y de
talento de calidad mundial.

8.Se trabaj6 en el disefio y los
documentos de construccion para el
Complejo de Ciencias Moleculares.
Este Esfuerzo colaborativo entre
el Recinto de Rio Piedras y el
Recinto de Ciencias Médicas
cuenta con el aval de los Institutos
Nacionales de la Salud. El total de
pies cuadrados en el Edificio es de
aproximadamente 152,000 (90,000
p.c. para Investigacion y Desarrollo)

9- Se firm6 un memorando de
entendimiento entre el Recinto

de Mayagiiez y la Compaifia de
Fomento Industrial de Puerto Rico
para el establecimiento de una planta
piloto de biotecnologia. Esta planta
piloto modela el concepto
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de colaboracion entre industria,
academiay gobierno en funcion del
desarrollo econdémico de Puerto
Rico.

10.Aprobacion de la Ley 230 el
24 de agosto de 2004, esta ley
provee fondos ($125 millones)
para el establecimiento del Centro
Comprensivo de Investigaciones de
Céancer de la Universidad de Puerto
Rico. Este Centronosdélo desarrollard
nuevo conocimiento sobre formas de
preveniry de tratar esta enfermedad,
sino que generara en el proceso los
cuadros puertorriquefios que podran
asuvezejercer provechosamente su
profesion en beneficio de la salud y
del bienestar de la comunidad.

11. Asignacion de fondos para
mejorary fortalecer la infraestructura
de investigacion incluyendo: la
rehabilitacion de Edificio Biomédico
| para albergar laboratorios del
Centro de Cancer en el RCM; Jardin
Experimental de Plantas Medicinales
y Venenosas - Jardin Botdnico;
Construccion de nuevo edificio
Centro de Innovacion y Tecnologia
Agroindustrial - RUM; Nuevo
Edificio de Farmacia que albergara
Laboratorios de Investigacion—RCM;
Rehabilitacion Edificio de Enfermeria
y Anexo - RCM

12. La inversibn en equipo
especializado para investigacion
sobrepas6 los $10  millones;
$9,554,789 en los Recintos
Graduados y  $500,000 en las
unidades subgraduadas.

13. Obtencion de un donativo
federal para crear el Centro Para el
Estudio de las Desigualdades en

Salud Relacionadas con el VIH, este
es un esfuerzo en el que participan
también la Escuela de Medicina de
Ponce vy la Universidad Central del
Caribe. El donativo se obtuvo de los
Institutos Nacionales de la Salud
quienes aportaran $13.4 millones al
proyecto.

14.LaFundacion Nacionalde Ciencias
otorgd $34 millones al Recinto de
Rio Piedras de la Universidad de
Puerto Rico al proyecto ALACIMA
para desarrollar y coordinar una
alianza de ensefianza en las ciencias
y mateméticas en las escuelas de
Puerto Rico.

15. Comenz6 el desarrollo de un
plan para el Fondo de Centenario,
que incluye el desarrollo de nueva
infraestructura de investigacion, el
reclutamiento de investigadores
competitivos en dreas biomédicas
y biosociales, y la creacion de
una unidad de wuna unidad de
transferencia de tecnologia.

16. Aumento en el total de fondos
externos para la investigacion de
$57M en el 2002-2003 a $88M en el
2004-2005. Este aumento (39%) es el
mayor registrado en los dltimos diez
anos.

17. El Recinto de Ciencias Medicas
se encuentra entre las primeras
200 universidades en cantidad de
fondos federales otorgados para
investigacion y desarrollo

18. Se otorgaron 106 grados
doctorales, 65 de ellos en las dreas
de ciencia y tecnologia (61%) vy
691 maestrias, 605 en las areas de
cienciay tecnologia (59%)

19. El Recinto de Rio Piedras se
encuentra entre las primeras 200
universidades publicas de los
Estados Unidos con mayor nimero
de grados doctorales otorgados

20. La Junta de Sindicos aprob¢
la version revisada de la politica
institucional de patentes e
invenciones para incluir el proceso
de comercializacion sometida por la
Vicepresidencia de Investigacion y
Tecnologia.

21. Laproduccion cientifica de Puerto
Rico alcanz6 un total de 524 trabajos
en el 2004, aportando la Universidad
de Puerto Rico 496 (95%) de los
mismos.

22. El portafolio de patentes refleja 27
patentes aprobadas y 15 solicitudes
de patentes sometidas a la Oficina
de Patentes y Marcas Registradas
de los Estados Unidos Diez. Nueve
de las 27 patentes aprobadas se han
otorgado en los dltimos cinco afos.

23. Tres facultativos del Recinto de
Ciencias Médicas de la Universidad
de Puerto Rico fueron designados
a posiciones importantes en los
Institutos Nacionales de la Salud
(NIH). La Dra. Glorisa Canino fue
designada miembro del Concilio
Nacional del Instituto de la Salud
Mental; la Dra. Carmen Zorrilla fue
nombrada al Comité Asesor para
Asuntos de la Mujer y el Dr. Nicolas
Linares formara parte del Consejo de
Representantes Publicos del Director
de NIH



VI. FOMENTO
CULTURAL

O bjetivos

1. La Universidad ha de ser no
solo espacio para el intelecto, sino
también casa del arte y de la cultura;
sede rica y estimulante del aprecio
por la belleza como parte esencial
de la formacion del egresado,
y como enriquecimiento a la
comunidad académica en general y
ala comunidad en general. Para ello
el Plan Académico Administrativo
propone que la Universidad sea plaza
abierta de las artes.

2. Aportar a la formacion y aprecio
cultural de la comunidad universitaria
y la comunidad amplia.

Cumplimientos:

1. Durante el pasado afio continu6
el exitoso programa La Sinfénica
en la Universidad. Nuevamente la
Orquesta Sinfonica llevo conciertos a
las once unidades de la Universidad.

2. Ecocultura, el programa que
fusiona la excepcional belleza del
Jardin Botdnico con las mejores
manifestaciones artisticas, continu¢
su puesta en escena en los predios
del jardin La temporada 2004-
2005 de incluy6: el Festival de la
Pascua con el Conjunto Nacional
de Tiples; el Concierto de Navidad

con la Orquesta Sinfénica: un Taller
de Danza y Teatro; el Conjunto
de Mdusica de Cémara Venus; el
montaje de El Llanto del Silencio, y
la presentacion de coros y bandas de
distintas unidades de la Universidad.
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VILRECURSOS HUMANOS

Entre los logros significativos en el
area de recursos humanos del afio
se destacan:

1. La implantacion a nivel del
Sistema Universitario de la politica
plblica que prohibe efectuar
acciones de personal dentro de
las areas esenciales al Principio de
Mérito, mediante las Directrices
de Aplicacion Uniforme para el
periodo de Veda Electoral 2004 y
la administracion efectiva de las
mismas.

2. La reorganizacién de la Oficina
Central de Recursos Humanos.

3. La estipulacion sobre concepto
de Prioridad en el proceso de
reclutamiento, negociada y firmada
con la Hermandad de Empleados
Exentos No Docentes de la UPR, a
tenor con las Reglas y Condiciones
de Trabajo Suplementarias a la
Reglamentacion Vigente del Personal
No Docente de la UPR.

4. La conclusion de los procesos
de Negociacion completados vy
Acuerdos Sindicales firmados en
las Reglas y Condiciones de Trabajo
Suplementarias a la Reglamentacion
Vigente para la Hermandad de
Empleados Exentos No docentes y
la Federacion Laborista del Recinto
Universitario de Mayagiez. Estardn
vigentes hasta junio 2007.
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Report of Independent Auditors

Board of Trustees
University of Puerto Rico

We have audited the accompanying statement of net assets of the University of Puerto Rico (the
University), a component unit of the Commonwealth of Puerto Rico, as of June 30, 2005 and 2004 and the
related statements of revenues, expenses and changes in net assets, and cash flows for the years then
ended. These financial statements are the responsibility of the University’s management. Our
responsibility is to express an opinion on these financial statements based on our audits. We did not audit
the financial statements of Servicios Médicos Universitarios, Inc. (the Hospital) and Desarrollos
Universitarios, Inc. (the Company), discretely presented component units, as of and for the years ended
June 30, 2005 and 2004 and March 31, 2005 and 2004, respectively. Those financial statements were
audited by other auditors whose report has been furnished to us. The Hospital’s report included an
explanatory paragraph stating that it has experienced recurring losses since it commenced operations and
has a net capital deficiency that raise substantial doubt about its ability to continue as a going concern.
Our opinion, insofar as it relates to data included for the Hospital and the Company is solely based on the
report of the other auditors.

We conducted our audits in accordance with auditing standards generally accepted in the United States and
the standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States of America. Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes consideration of internal control over financial reporting as a basis for
designing audit procedures that are appropriate in the circumstances, but not for the purpose of expressing
an opinion on the effectiveness of the University’s internal control over financial reporting. Accordingly,
we express no such opinion. An audit also includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements assessing the accounting principles used and
significant estimates made by management, and evaluating the overall financial statement presentation. We
believe that our audits and the reports of other auditors provide a reasonable basis for our opinion.

In our opinion, based on our audits and the reports of other auditors, the financial statements referred to
above present fairly, in all material respects, the financial position of the University of Puerto Rico as of
June 30, 2005 and 2004, and its changes in its financial position and cash flows for the years then ended in
conformity with accounting principles generally accepted in the United States.

As discussed in Note 12 to the financial statements, the Hospital has experienced recurring losses since it
commenced operations and has a net capital deficiency that raise substantial doubt about its ability to
continue as a going concern.



In accordance with Government Auditing Standards, we have also issued our report, dated October 31,
2005, on our consideration of the University’s internal control over financial reporting and on our tests of
its compliance with certain provisions of laws, regulations, contracts and grants agreements and other
matters. The purpose of that report is to describe the scope of our testing of internal control over financial
reporting and compliance and the results of that testing, and not to provide an opinion on the internal
control over financial reporting or on compliance. That report is an integral part of an audit performed in
accordance with Government Auditing Standards and should be read in conjunction with this report in
considering the results of our audits.

Management’s Discussion and Analysis, as listed in the table of contents, is not a required part of the basic
financial statements but is supplementary information required by the Governmental Accounting Standards
Board. We have applied certain limited procedures, which consisted primarily of inquiries of management
regarding the methods of measurement and presentation of the supplemental information. However, we
did not audit the information and express no opinion on it.

Our audits were performed primarily for the purpose of forming an opinion on the financial statements of
the University of Puerto Rico taken as a whole. The schedule of changes in sinking fund reserves included
in page 49 is presented for purposes of additional analysis and is not a required part of the financial
statements. Such information has been subjected to the auditing procedures applied in the audit of the
financial statements and, in our opinion is fairly stated in all material respects in relation to the financial
statements taken as a whole.

As disclosed in Note 1 to the financial statements, the University adopted the provisions of Governmental
Accounting Standards Board (GASB) Statement No. 40, Deposit and Investment Risk Disclosure and
amendment of GASB3, during 2005.

ézwvt ¥ LLP

October 31, 2005, except for
the third paragraph of
Note 15, as to which the
date is November 19, 2005

Stamp No. 2093888
affixed to original
of this report.
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Introduction

The following discussion presents an overview of the financial position and financial activities of the
University of Puerto Rico (the University) for the years ended June 30, 2005 and 2004. This discussion
was prepared by University management and should be read in conjunction with the financial statements
and notes thereto, which follow.

Financial Highlights

The financial position of the University remains strong at June 30, 2005, with total assets of
$1,048,745,000 total liabilities of $741,092,000 and net assets of $307,654,000. University net assets
increased $6,892,000 during the year ended June 30, 2005 when compared to $4,114,000 during June 30,
2004. This increase is explained in the section entitled “Analysis of Financial Position and Results of
Operations.” An overview of the statements is presented below along with a financial analysis of the
transactions impacting the statements.

Condensed financial statements for the University as of and for the years ended June 30, 2005 and 2004
follow:

Condensed Statement of Net Assets

June 30
2005 2004 2003

Assets
Current assets $ 298,621,981 §$ 324,488,255 $ 343,492,432
Noncurrent assets:

Due from Commonwealth of Puerto Rico 71,570,127 22,710,382 -

Capital 629,903,127 591,331,872 568,604,803

Other 48,650,332 41,365,027 33,678,864
Total assets $1,048,745,567 $979,895,536 $§ 945,776,099
Liabilities
Current liabilities $ 188,106,410 $ 135,275,117 $ 104,847,662
Noncurrent liabilities 552,985,169 543,858,433 544,280,641
Total liabilities $741,091,579 $679,133,550 $§ 649,128,303
Net assets
Invested in capital assets net of related debt $ 183,741,045 $ 164,188,965 $ 150,639,405
Restricted:

Nonexpendable 45,310,063 38,902,830 31,906,293

Expendable 85,968,022 91,944,811 100,138,696
Unrestricted (7,365,142) 5,725,380 13,963,402
Total net assets $307,653,988  $300,761,986 $ 296,647,796
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Management’s Discussion and Analysis (continued)

Condensed Statements of Revenues, Expenses and Changes in Net Assets

Operating revenues
Tuition and fees

Grants and contracts
Patient services

Other operating revenues
Total operating revenues
Operating expenses
Operating loss

Nonoperating revenues

State appropriations

Other nonoperating expenses, including interest on indebteness
Net nonoperating revenues

Income before other revenues

Capital appropriations
Addition to permanent endowment
Total increase in net assets

I HE RN |

Condensed Statements of Cash Flows

Cash and cash equivalents (used in) provided by
Operating activities

Noncapital financing activities

Capital and related financing activities

Investing activities

Net decrease in cash and cash equivalents

Cash and cash equivalents - beginning of year
Cash and cash equivalents - end of year

2005 2004 2003
$ 36,951,309 $  40,235263 $ 38,844,683
257,270,339 251,075,661 246,523,874
43,589,157 50,675,183 53,329,127
38,852,582 38,466,965 30,579,768
376,663,387 380,453,072 369,277,452
1,182,072,684 1,120,598,736  1,040,994,779
(805,409,297) (740,145,664) (671,717,327)
796,568,502 743,632,033 695,550,184
(2,998,029) (6,852,732) (9,243,174)
793,570,473 736,779,301 686,307,010
(11,838,824) ($3,366,363) 14,589,683
12,323,593 2,243,129 691,592
6,407,233 5,237,424 8,332,474
$ 6,892,002 4,114,190 § 23,613,749
$  (745,410,567) (711,317,046) $  (658,450,757)
811,364,868 755,518,466 708,285,700
(74,371,268) (79,302,909) (88,222,791)
(12,838,861) (13,331,357) 48,728,417
(21,255,828) (48,432,846) 10,340,569
56,827,882 105,260,728 94,920,159
$  35572,054 S 56,827,882 $ 105,260,728
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Using the Financial Statements

The University’s financial statements were prepared in accordance with standards issued by the
Governmental Accounting Standards Board (GASB). In June 1999, the GASB issued Statement No. 34,
Basic Financial Statements — and Management’s Discussion and Analysis — for State and Local
Governments. This was followed in November 1999 by GASB Statement No. 35, Basic Financial
Statements — and Management’s Discussion and Analysis — for Public Colleges and Universities — an
amendment of GASB Statement No. 34, in June 2002 by GASB Statement No. 37, Basic Financial
Statements — and Management’s Discussion and Analysis — for State and Local Governments: Omnibus —
an Amendment of GASB Statement No. 21 and No. 34, in June 2002 by GASB Statement No. 38, Certain
Financial Statement Note Disclosures; and also in May 2002 by GASB Statement No. 39, Determining
whether Certain Organizations on Components Units.

These statements became effective for the years ended June 30, 2002 through 2004. The financial
statement presentation required by GASB Statements No. 34 and 35 provides a comprehensive, entity-
wide perspective of the University’s assets, liabilities, net assets, revenues, expenses, changes in net assets
and cash flows.

Analysis of Financial Position and Results of Operations
Statement of Net Assets

The statement of net assets presents the assets, liabilities and net assets of the University as of June 30,
2005 and 2004. The net assets are displayed in three parts, invested in capital assets net of related debt,
restricted and unrestricted. Restricted net assets may either be expendable or nonexpendable and are those
assets that are restricted by law or by an external donor. Unrestricted net assets, while they are generally
designated for specific purposes, are available for use by the University to meet current expenses for any
purposes. The statement of net assets, along with all of the University’s basic financial statements, is
prepared under the accrual basis of accounting, whereby revenues are recognized when the service is
provided and expenses are recognized when others provide the service to the University, regardless of
when cash is exchanged.

Assets included in the statement of net assets are classified as current or noncurrent. Current assets consist
primarily of cash and cash equivalents, short-term investments and accounts receivable. Of these amounts,
cash and cash equivalents, investments and accounts receivable comprise approximately 9.4%, 25% and
57%, respectively, of current assets as of June 30, 2005. Approximately 93% of noncurrent assets are
capital assets.
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University’s cash, cash equivalents and
investments decreased from
$175,651,000 at June 30, 2004 to
$170,383,000 at June 30, 2005. Current
accounts receivable decreased from
$161,078,000 to $142,189,000 for the
same periods. The increase in Accounts
Receivables net is due, basically by the
increase in grants, contracts and
appropriation with the Commonwealth of
Puerto Rico and the Federal Government.

Current liabilities consist primarily of
accounts payable and accrued liabilities
and the current portion of long-term debt.
Accounts payable and accrued liabilities
increased from $81,097,000 to
$101,262,000 between June 30, 2004 and
2005. The increase is due to an Annual
Required Contribution to the University’s
Retirement System and the employees,
according of GASB Statement No. 16.
Noncurrent liabilities consist primarily of
bonded indebtedness and notes payable.
Long-term  debt  decreased  from
$397,835,000 and to $382,261,000 for the
same period as a result, mostly, of the
repayment of principal.

Net assets represent the residual interest
in the University’s assets after liabilities
are deducted and are classified into one of
four categories as shown on the following
illustration:

University of Puerto Rico

Management’s Discussion and Analysis (continued)
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183,741,000

86,968,000

45,310,000

(7.365,000)

“-P

Unrestricted (7,365,000)
Invested in Capital Assets 183,741,000
Restricted Nonexpendable 45,310,000
Restricted Expendable 85,968,000

Net assets invested in capital assets, net
of related debt amounting to
$183,741,000 represent the University’s
capital  assets less  accumulated
depreciation and outstanding principal
balances of debt attributable to the
acquisition, construction or improvement
of those assets.

Restricted nonexpendable net assets,
amounting to  $45,310,000 consist
primarily of the University’s permanent
endowment funds. The corpus of these
funds may not be expended and must
remain with the University in perpetuity.
Only the earnings from these funds may
be expended. Restricted expendable net
assets, amounting to $85,968,000 are
subject to externally imposed restrictions
governing their use. The funds are
restricted primarily for debt service,
capital projects, student loans and
scholarship purposes.
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Unrestricted net assets amounting to
$(7,365,000) represent those balances
from operational activities that have not
been restricted by parties external to the
University such as donors or grant
agencies. This includes funds that have
been designated by the governing board
for specific purposes as well as amounts
that have been contractually committed
for goods and services which have not yet
been received. Approximately one half
of the net assets relate to capital projects,
which are in various stages of planning
and completion.

Statement of Revenues, Expenses and
Changes in Net Assets

Changes in total University net assets as
presented on the statement of net assets
are based on the activity presented in the
statement of revenues, expenses and
changes in net assets. The purpose of the
statement is to present the revenues
received by the university, both operating
and nonoperating, and the expenses paid
by the University, operating and
nonoperating, and any other revenues,
expenses, gains and losses received or
spent by the University.

Generally, operating revenues are
received for providing goods and services
to the various customers and
constituencies of the  University.
Operating expenses are those expenses
paid to acquire or produce the goods and
services provided in return for the
operating revenues, and to carry out the
mission of the University. Nonoperating
revenues are revenues received for which
goods and services are not provided.
GASB Statement No. 34, as amended by
GASB Statement No. 35 requires that
statement appropriations be classified as

Management’s Discussion and Analysis (continued)
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nonoperating.

Approximately 91% of the operating
revenues and non operating revenues of
the  University are federal and
Commonwealth appropriations grants and
contracts. The remainder consists
primarily of tuition and fees and patient
services.

The following illustration presents the
major sources of University revenues
(both operating and nonoperating) for the
year ended June 30, 2005:

796,569,000

257,270,000

36,951,000 43,589,000 32,193,000
(2.998,000)

Tuitions & Fees 36,951,000
State and Federal Grants & Contracts 257,270,000
Auxiliary Enterprises 6,660,000
Patient services 43,589,000
Nonoperating Revenues (2,998,000)
Other Operating Revenues 32,193,000
State Appropiations 796,569,000



G

Analysis of Grants Revenues

70, 4%

89%
Federal 238,302,090 89%
Commonwealth 18,968,249 7%
Other 10,852,762 4%

University expenses are presented using
natural expense classifications. Salaries
and benefits represent 67% of the
University’s operating expenses.

The following illustration presents the
major University operating expenses,
using natural classification for the year
ended June 30, 2005:

3%
50%

13%
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Salaries $ 588,045,000 50%
Benefits 199,436,000 17%
Scholarship and others services 151,106,000 13%
Utiltes 33,152,000 3%
Supplies and others services 117,982,000 10%
Depreciation 29,354,000 2%
Others Expenditures 62,997,000 5%

Functional expense classification presents
University expenses in the operational
categories they benefit. The following
illustration presents the major uses of
University revenues (both operating and
nonoperating) on a functional basis for
the year ended June 30, 2005.

1% 4% 4

14%

4%

0,
5% 8%

Instruction 367,702,000
Research 98,034,000
Public Service 56,022,000
Academic Support 85,615,000
Student Services 45,480,000
Institutional Support 162,697,000
Operation and Maintenance of Plant 101,530,000
Scholarships and Fellowships 124,768,000
Auxiliary Enterprises 42,391,000
Patient service 10,609,000
Depreciation 29,354,000
Other 57,870,000

30%
8%
5%
7%
4%

14%
9%

1%
4%
1%
2%
5%
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For the year ended June 30, 2005, the University reported an operating loss of approximately
$(805,409,000). After adding non-operating revenue and expenses, primarily state appropriations,
the total increase in net assets for the year is approximately $6,892,000.

Statement of Cash Flows

The statements of cash flows present information related to cash flows of the University. The
statement presents cash flows by category: operating activities, noncapital financing activities,
capital and related financing activities and investing activities. The net cash provided to, or used
by the University is presented by category.

Increases in cash and cash equivalents from noncapital financing activities were due primarily to
the receipt of state appropriations and increases in cash and cash equivalents from investing
activities resulted from maturities of short-term investments. Those increases were offset by
decreases in cash and cash equivalents from capital and related financing activities and cash used
in operating activities. Cash and cash equivalents decreased from capital and related debt activity
due primarily to purchases of capital assets and payment of principal and interest on debt. The
decrease in cash and cash equivalents from operating activities is consistent with the University’s
operating loss.

Capital Assets and Debt Administration

Significant capital assets additions for the year ended June 30, 2005 consist mainly of renovation
and rehabilitation of existing facilities, restoration of historic buildings, and modifications of
existing facilities in light of new technology, educational standards and the requirements of
modern building codes.

During fiscal year 2005, the University borrowed $32,011,000 from the Governmental
Development Bank, to finance new construction projects. Debt in the amount of approximately
$17,486,000 was retired during the year.

Economic Outlook

The economy of Puerto Rico must be analyzed as a region within the U.S. economy, since it is part
of the U.S. monetary and banking system, as well as within its territorial boundaries. The main
driver of the Puerto Rico economy is a huge external sector closely tied to the flow of
merchandise, tourists, and capital between Puerto Rico and the Mainland. Thus, historically, the
real growth rates of the Puerto Rico economy have closely followed those of the U.S. economy. In
fiscal year 2005, real GDP of Puerto Rico economy continued to expand at rate of 3.0%. The
overall expansion of the economy of Puerto Rico was negatively affected by a decline in the U.S.
real GDP growth rate.
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The Commonwealth appropriations for the last five years are illustrated below:

$796,568,502

$743,632,033
$695,550,184

$666,662,399

$624,511,561

2000-01 2001-02 2002-03 2003-04 2004-05

The University administration is not aware of any currently known facts, decisions or
conditions that are expected to have a significant effect on the University’s financial position
or results of operation during fiscal year 2005 beyond those unknown variations having a
global effect on virtually all types of business operations. While the University’s overall
financial position is strong, various factors influence the University’s ultimate financial
success.

10
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Statements of Net Assets

Assets
Current assets:
Cash and cash equivalents
Investments at fair value
Investments with bond trustees at fair value
Accounts receivable (less allowances for doubtful
accounts of $96,379,608 and $75,841,858
for 2005 and 2004, respectively)
Inventories
Prepaid expenses and other assets
Total current assets

Noncurrent assets:
Restricted cash and cash equivalents
Investments at fair value
Due from Commonwealth of Puerto Rico
Notes receivable, net
Capital assets (net accumulated depreciation of
$362,900,414 and $340,650,082
for 2005 and 2004, respectively)
Total noncurrent assets
Total assets

Liabilities

Current liabilities:
Accounts payable and accrued liabilities
Current portion of long-term debt
Other current liabilities

Total current liabilities

Noncurrent liabilities:
Long-term debt, net of current portion
Other long-term liabilities

Total noncurrent liabilities

Total liabilities

See accompanying notes.

SEEREHELIDR L ]
June 30

2005 2004
34,073,287 $ 55,330,233
51,044,877 42,380,461
39,093,146 39,099,123
142,189,387 161,077,900
8,000,211 7,455,868
24,221,073 19,144,670
298,621,981 324,488,255
1,498,767 1,497,649
44,672,823 37,343,883
71,570,127 22,710,382
2,478,742 2,523,495
629,903,127 591,331,872
750,123,586 655,407,281
$ 1,048,745,567 $ 979,895,536
101,261,852 $ 81,097,273
63,901,010 31,531,864
22,943,548 22,645,980
188,106,410 135,275,117
382,261,072 397,834,520
170,724,097 146,023,913
552,985,169 543,858,433
741,091,579 $ 679,133,550

11
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June 30
2005 2004
Net assets
Invested in capital assets, net of related debt $ 183,741,045 $ 164,188,965
Restricted, nonexpendable
Sholarship & fellowships 23,837,318 20,979,392
Research 18,546,717 13,292,145
Other 2,926,028 4,631,293
Restricted, expendable
Research 15,729,216 13,180,651
Loans 7,881,602 7,996,322
Capital projects 5,662,370 6,679,951
Debt service 37,501,622 39,838,432
Other 19,193,212 24,249 455
Unrestricted (7,365,142) 5,725,380
Total net assets $ 307,653,988 $ 300,761,986

See accompanying notes.
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June 30
2005 2004
Revenues
Operating revenues:
Tuitions and fees (net of scholarship allowances of $28,822,302
and $30,100,834 for 2005 and 2004, respectively) $ 36,951,309 $ 40,235,263
Net hospital patient services and other 43,589,157 50,675,183
Federal grants and contracts 238,302,090 238,477,529
Commonwealth grants and contracts (net of allowances of $4,893,254
and $9,895,867 for 2005 and 2004, respectively) 18,968,249 12,598,132
Nongovermental grants and contracts 10,852,762 11,366,647
Sales and services of educational departments 5,935,971 4,726,381
Auxiliary enterprises (net of scholarship allowances of $146,715
and $4,146 for 2005 and 2004, respectively) 6,659,812 6,748,690
Other operating revenues 15,404,037 15,625,247
Total operating revenues 376,663,387 380,453,072
Expenses
Salaries:
Faculty 339,512,616 323,245,761
Exempt staff 246,050,912 229,202,035
Nonexempt wages 2,481,087 2,808,706
Benefits 199,435,760 179,020,688
Scholarship and fellowship 151,106,021 154,139,641
Utilities 33,152,547 31,234,988
Supplies and other services 117,982,519 121,930,100
Depreciation 29,353,945 34,266,264
Other expenses 62,997,277 44,750,553
Total operating expenses 1,182,072,684 1,120,598,736
Operating loss (805,409,297) (740,145,664)
Nonoperating revenues (expenses):
Commonwealth appropriations 796,568,502 743,632,033
Gifts 7,284,899 6,010,379
Net investment income 3,154,496 3,023,248
Interest on indebtedness (14,541,657) (16,524,989)
Other nonoperating revenues 1,104,233 638,630
Net nonoperating revenues 793,570,473 736,779,301
Loss before other revenues (11,838,824) (3,366,363)
Capital appropriations 12,323,593 2,243,129
Additions to term and permanent endowment 6,407,233 5,237,424
Increase in net assets 6,892,002 4,114,190
Net Assets
Beginning of year 300,761,986 296,647,796
End of year $ 307,653,988 $ 300,761,986

See accompanying notes.
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Year Ended June 30
2005 2004

Cash flows from operating activities
Tuition and fees $ 37,297,489 $ 40,113,831
Grants and contracts 255,755,608 255,434,259
Patient services 43,589,157 50,675,184
Auxiliary enterprises 6,349,042 6,654,215
Sales and services educational depatrments 10,203,787 (3,624,511)
Payments to suppliers and vendors (117,067,834) (121,921,472)
Payments to employees (594,941,568) (548,196,193)
Payments for utilities (33,424,034) (31,216,778)
Payments for benefits (149,236,160) (154,604,323)
Payments for scholarships and fellowships (151,084,619) (154,140,705)
New loans issued to students (1,513,505) (2,435,729)
Student loan repayments 1,558,255 1,769,508
Other payments (52,896,185) (49,824,332)
Net cash used in operating activities (745,410,567) (711,317,046)
Cash flows from noncapital financing activities
Commonwealth appropriations 796,568,502 743,632,033
Endowment gifts 6,407,233 5,237,424
Gifts and grants for other than capital purposes 8,389,133 6,649,009
Net cash provided by noncapital financing activities 811,364,868 755,518,466
Cash flows from capital and related financing activities
Capital appropriations 12,323,593 2,243,129
Net purchases of capital assets (86,684,521) (61,085,487)
Principal paid on capital debt (17,485,773) (21,447,422)
Interest paid on capital debt (14,541,657) (16,524,989)
Deposit with trustee 5,977 1,560,404
Proceeds from capital debt 32,011,113 15,951,456
Net cash used in capital and related financing activities (74,371,268) (79,302,909)
Cash flows from investing activities
Proceeds from sales and maturities of investments 17,050,968 16,534,604
Purchase of investments (33,044,325) (32,889,209)
Interest on investments 3,154,496 3,023,248
Net cash used in investing activities (12,838,861) (13,331,357)
Net change in cash and cash equivalents (21,255,828) (48,432,846)
Cash and cash equivalents:

Beginning of period 56,827,882 105,260,728

End of period $ 35,572,054 $ 56,827,882

14
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Reconciliation of net operating revenues (expenses) to
net cash used in operating activities
Operating loss
Adjustments to reconcile net loss to net cahs used in operating
activities:
Depreciation expense
Reduction of capital assets
Amortization on land premium, discount and future
appreciated principal
Changes in assets and liabilities, net:
Grants and contracts receivables
Other receivables
Prepaid expenses, inventories and other
Accounts payable and accrued liabilities
Accrued salaries and wages and other liabilities
Net cash used in operating activities

See accompanying notes.
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Year Ended June 30
2005 2004

$ (805,409,297) §  (740,145,664)

29,353,945 34,266,264
18,759,321 4,092,154
2,270,359 2,069,141
(29,971,230) (36,920,674)
(5,620,747) (7,444,118)
20,209,330 17,617,019
24,997,752 15,148,832

$ (745,410,567) $§  (711,317,046)
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Discretely Presented Component Unit
(Servicios Médicos Universitarios, Inc.)
Balance Sheets
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Year Ended June 30
2005 2004
Assets
Current assets:
Cash $ 977,009 $ 834,927
Patient accounts receivable, net of allowance for doubtful
accounts of $29,174,559 in 2005 and $24,663,708 in 2004 11,413,732 10,468,354
Estimated third-party payor settlement - Medicare - 410,347
Accounts receivable - other 262,486 217,514
Inventories of supplies 1,835,051 1,535,453
Prepaid expenses 868,525 877,233
Total current assets 15,356,803 14,343,828
Property and equipment, net 3,283,246 2,551,845
Total assets $ 18,640,049 $ 16,895,673
Liabilities and deficiency in unrestricted net assets
Current liabilities:
Current portion of long term debt $ 15,367,611 $ 15,367,611
Current portion of capital lease obligations 278,984 338,073
Accounts payable 16,131,047 14,147,967
Accrued interest 2,762,252 1,912,252
Estimated third-party payor settlements-Medicare 1,454,393 -
Accrued payroll taxes and employee benefits 1,505,430 1,577,899
Accrued expenses 4,345,815 4,266,459
Total current liabilities 41,845,532 37,610,261
Long-term debt, net of current portion 1,632,389 1,632,389
Capital lease obligations, net of current portion - 32,004
Due to related parties 26,587,565 23,668,541
Total liabilities 70,065,486 62,943,195
Commitments and contingencies
Deficiency in unrestricted net assets (51,425,437) (46,047,522)
Total liabilities and deficiency in unrestricted net assets $ 18,640,049 $ 16,895,673

See accompanying notes.
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(Servicios Médicos Universitarios, Inc.)
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Year Ended June 30
2005 2004

Unrestriced revenues and other support:

Net patient service revenue $ 37,700,670 $ 35,011,804

Other revenue 1,445,330 1,385,018
Total revenues and other support 39,146,000 36,396,822
Expenses:

Salaries and benefits 17,222,514 15,843,487

Contracted services 2,378,480 2,365,146

Professional services 964,299 942,119

Supplies 12,029,608 11,426,480

Utilities 1,664,010 1,816,464

Interest 977,478 996,509

Provision for bad debs 6,292,064 3,990,269

Depreciation and amortization 586,230 776,989

Other 2,409,233 1,928,903
Total expenses 44,523,916 40,086,366
Net loss (5,377,916) (3,689,544)
Deficiency in unrestricted net assets, at beginning of year (46,047,522) (42,357,978)

&

Deficiency in unrestricted net assets, at end of year (51,425,438) $§  (46,047,522)

See accompanying notes.
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Discretely Presented Component Unit
(Desarrollos Universitarios, Inc.)
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Year Ended March 31
2005 2004
Assets
Current assets:
Cash $ 202,802 $ 77,805
Restricted funds held by trustee 25,695,460 32,331,302
Project in process 80,755,423 70,965,964
Bond issance costs, net of accumulated amortization
0f $290,391 and $210,412 2,498,833 2,578,812
Prepaid expenses 5,275 5,110
Total assets $ 109,157,793 $ 105,958,993
Liabilities and deficiency in fund balance
Current liabilities:
Construction contract, project management fee and other payables,
including retainege of $2,451,894 in both years $ 3,077,199 $ 3,787,561
Accrued interest payable 1,097,533 1,113,722
Accrued expenses 111,964 115,876
Unearned revenue 19,896,569 14,670,562
Bonds payable, net of discount of $368,015 and $394,091 85,071,985 86,340,909
Total current liabilities 109,255,250 106,028,630
Contingencies
Deficiency in fund balance (97,457) (69,637)
Total liabilities and deficiency in fund balance $ 109,157,793 $ 105,958,993

See accompanying notes.

18



Discretely Presented Component Unit
(Desarrollos Universitarios, Inc.)
Statements of Operations and Deficiency in Fund Balance

i e ]
Year Ended March 31
2005 2004
Expenses:
General and administrative $ (27,820) $ (31,716)
Total expenses and excess of expenses
over revenues (27,820) (31,716)
Deficiency in fund balance, beginning of year (69,637) (37,921)
Deficiency in fund balance, end of year $ (97,457) $ (69,637)

See accompanying notes.
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University of Puerto Rico
Notes to Financial Statements

June 30, 2005

1. Reporting Entity and Summary of Significant Accounting Policies
Reporting Entity

The University of Puerto Rico (the University) is a public corporation of the Commonwealth of
Puerto Rico (the Commonwealth) governed by a thirteen-member Board of Trustees, of which
ten are appointed by the Governor of Puerto Rico and confirmed by the Senate of Puerto Rico.
The remaining members of the Board consist of one full-time student and two term professors.
The Governor appointed the original members for terms from four to eight years. Upon
expiration of their terms, the new members will be appointed for a period of six years. The terms
for the student and professors are for one year.

The University is exempt from the payment of taxes on its revenues and properties. The
University is a component unit of the Commonwealth.

The financial reporting entity of the University consists principally of Rio Piedras, Mayagiiez,
Medical Sciences, Cayey, Humacao, Ponce, Bayamon, Aguadilla, Arecibo, Carolina and Utuado;
and the Central Administration.

Appropriations from the Commonwealth are the principal source of revenues of the University
and are supported by Act No. 2 of January 20, 1966, as amended. Under the Act, the
Commonwealth appropriates for the University an amount equal to 9.60% of the average total
amount of annual revenues collected under the laws of the Commonwealth in the two fiscal years
immediately proceeding the current fiscal year. In addition, the Commonwealth has appropriated
amounts for general current obligations, for capital improvement programs, and for loans and
financial assistance to students.

Discretely Presented Component Unit Disclosures: A discretely presented component unit is an
entity whose operations are separate from the University’s but over whom the University has
significant accountability. The University has two discretely presented component units as
follows:

Servicios Médicos Universitarios, Inc.

Servicios Médicos Universitarios, Inc. (the Hospital) is legally separated from the University and
is governed by a separate board. @ The Company is a not-for-profit acute care corporation,
organized under the Laws of the Commonwealth of Puerto Rico, on February 11, 1998. The
principal objectives of the Company are to constitute it as the principal medical education,
institution of the University and to offer care services to the residents of Puerto Rico.
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University of Puerto Rico

Notes to Financial Statements (continued)

1. Reporting Entity and Summary of Significant Accounting Policies (continued)
Servicios Médicos Universitarios Inc. (continued)
Desarrollos Universitarios, Inc.

Desarrollos Universitarios, Inc. (the Company) is legally separated from the University and is
governed by a separate board. The Company was organized on January 22, 1997, under the laws of
the Commonwealth of Puerto Rico as a not-for-profit organization. The Company was organized to
develop, construct, and operate academic, residential, administrative, office, commercial, and
maintenance facilities for the use of students and other persons or entities conducting business with
the University of Puerto Rico (the University). Currently, the Company is in the process of
developing the Plaza Universitaria (Plaza Universitaria) and the Central Air Condition System
projects (the Projects), to be leased to the University. Plaza Universitaria will consist of a student
housing facility, a multi-story parking building and an institutions building to house administrative,
student service and support functions and to a lesser extent to lease commercial space. The
financing for the Projects is being provided by the issuance of $86,735,000 in Educational
Facilities Revenue Bonds through the Puerto Rico Industrial, Tourist, Educational, Medical and
Environmental Control Facilities Financing Authority (AFICA).

The following is a summary of the significant accounting policies followed by the University:
Financial Statement Presentation

In June 1999, the GASB issued Statement No. 34, Basic Financial Statements — and Management’s
Discussion and Analysis — for State and Local Governments. This was followed in November 1999
by GASB Statement No. 35, Basic Financial Statements — and Management’s Discussion and
Analysis — for Public Colleges and Universities — an amendment of GASB Statement No. 34; in
June 2001 by GASB Statement No. 37, Basic Financial Statements and Management’s Discussion
ad Analysis — for State and Local Governments: Omnibus — an Amendment of GASB Statement
No. 21 and No. 34; and, also in June 2004 by GASB Statement No. 38, Certain Financial
Statement Note Disclosures. These statements are effective for the year ended June 30, 2003. The
financial statement presentation required by GASB Statement Nos. 34, 35, 37 and 38 provide a
comprehensive, entity-wide perspective of the University’s assets, liabilities, net assets, revenues,
expenses, changes in net assets and cash flows and replaces the fund group perspective previously
required.
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Notes to Financial Statements (continued)

1. Reporting Entity and Summary of Significant Accounting Policies (continued)
Financial Statement Presentation (continued)

Significant accounting changes made in order to comply with the new requirements included the
adoption of depreciation of capital assets, reporting tuition and fee revenue net of certain
scholarship allowances and reporting revenue from auxiliary enterprises net of cost of goods sold
and scholarships and allowances. Additionally, reclassifications of prior year balances have been
made to conform to the current year presentation.

In March 2003, the GASB issued Statement No. 40, Deposit and Investment Risk Disclosures. This
statement which amends GASB Statement No. 3, Deposits with Financial Institutions, Investments
(Including Repurchase Agreements) and Reverse Repurchase Agreements, is effective for the
University for the year ending June 30, 2005.

The University will be required to address common deposit and investment risk to credit risk,
concentration of credit risk, interest rate risk, and foreign currency risk. This statement also
requires certain values that are highly sensitive to changes in interest rates. The University is also
required to disclose its deposit and investment policies.

Measurement Focus and Basis of Accounting

For financial reporting purposes, the University is considered a special purpose governmental
agency engaged only in business type activities, as defined by GASB Statement No. 34.
Accordingly, the University’s financial statements have been presented using the economic
resources measurement focus and the accrual basis of accounting. Under the accrual basis,
revenues are recognized when earned, and expenses are recorded when an obligation has been
incurred. All significant transactions related to internal service activities such as publications,
telecommunications and institutional computing have been eliminated where appropriate.

The University has the option to apply all Financial Accounting Standards Board (FASB)
pronouncements issued after November 30, 1989, unless FASB pronouncements conflict with
GASB pronouncements. The University has elected to not apply FASB pronouncements issued
after the applicable date.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States requires management to make estimates and assumptions that affect
the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at
the date of the financial statements and the reported amounts of revenues and expenditures during
the reporting period. Actual results could differ from those estimates.
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Notes to Financial Statements (continued)
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1. Reporting Entity and Summary of Significant Accounting Policies (continued)
Cash Equivalents

The University considers all highly liquid debt instruments with maturities of three months or less
when purchased to be cash equivalents.

Investments

Investments are reported at fair value in the statements of net assets. The changes in the fair value
of investments are reported in the statements of revenues, expenses and changes in net assets as a
component of net investment income.

Donated investments are recorded at their fair value at the date of donation. Investments of the
Deferred Compensation Plan are valued at fair value in order to measure the current liability
attributable to plan participants.

Restricted Funds Held by Trustee — Discretely Presented Component Unit

Restricted funds of Desarrollos Universitarios, Inc. held by trustee at March 31, 2005 and 2004
consist of money market funds and zero coupon bonds purchased with remaining maturities of six
months or less.

Capital Assets

All capital expenditures of $1,000 or more and having a useful life of two or more years are
capitalized at cost at the date of acquisition. Donated assets are recorded at estimated fair value at
the date of donation. Depreciation is recorded using the straight-line method over the estimated
useful lives of the assets, generally 25 to 50 years for buildings and infrastructure, 5 to 20 years for
equipment and library materials, and 7 to 30 years for land improvements. Renovations to
buildings and other assets that significantly increase the value or extend the useful life of the asset
capitalized. Routine repairs and maintenance are charged to operating expense in the year in which
the expense was incurred.

Inventories

Inventories are valued at the lower of first-in, first-out cost or market and consist primarily of
books.
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1. Reporting Entity and Summary of Significant Accounting Policies (continued)
Classification of Net Assets
The University’s net assets are classified as follows:

Invested in capital assets, net of related debt represents the University’s total investment in capital
assets, net of outstanding debt obligations related to those capital assets. To the extent debt has
been incurred but not yet expended for capital assets, such amounts are not included as a
component of invested in capital assets, net of related debt.

Restricted, nonexpendable net assets consist of endowment and similar type funds which donors or
other outside sources have stipulated, as a condition of the gift instrument, that the principal is to
be maintained inviolate and in perpetuity, and invested for the purpose of producing present and
future income, which may either be expended or added to principal.

Restricted, expendable net assets include resources that the University is legally or contractually
obligated to spend in accordance with restrictions imposed by external third parties.

Unrestricted net assets represent resources derived from student tuition and fees, state
appropriations, hospital revenues, sales and services of educational activities and auxiliary
enterprises. Auxiliary enterprises are substantially self-supporting activities that provide services
for students, faculty and staff. While unrestricted net assets may be designated for specific
purposes by action of managements or the Board of Trustees, they are available for use, at the
discretion of the governing board, to meet current expenses for any purpose. Substantially all
unrestricted net assets are designated for academic and research programs and initiatives, and
capital programs.

When an expense is incurred that can be paid using either restricted or unrestricted resources, the

University addresses each situation on a case-by-case basis prior to determining the resources to be
used to satisfy the obligation.
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Notes to Financial Statements (continued)

1. Reporting Entity and Summary of Significant Accounting Policies (continued)
Scholarship Allowances and Student Financial Aid

Student tuition and fees, and certain other revenues from students, are expected net of scholarship
discounts and allowances in the statement of revenues, expenses and changes in net assets.
Scholarship discounts and allowances are the difference between the stated charge for goods and
services provided by the University and the amount that is paid by students and/or third parties
making payments on the students’ behalf. Certain governmental grants, such as Pell grants and
other federal, state or nongovernmental programs, are recorded as either operating or nonoperating
revenues in the University’s financial statements. To the extent that revenues from such programs
are used to satisfy tuition and fees and certain other student charges, the University has recorded a
scholarship discount and allowance.

Bond Premium/Discount and Deferred Issuance Costs

Bond premium and/or discount and deferred issuance costs are amortized using the effective
interest method.

Deferred Compensation Plan

The University offers certain employees a non-qualified deferred compensation plan which was
created pursuant to Certification No. 94 of the Council of Higher Education, dated February 13,
1984. The plan, managed by independent plan administrators, permits employees to defer a portion
of their salary until future years. At the employee's election, such amounts may be invested in
mutual funds, which represent varying levels of risk and return. The deferred compensation is not
available to employees until termination, retirement, death or unforeseeable emergency. All
amounts of compensation deferred under the plan, all property and rights purchased with those
amounts, and all income attributable to these amounts, are (until paid or made available to the
employee or other beneficiary) solely the property and rights of the University (without being
restricted to the provisions of benefits under the plan), subject only to the claims of the
University's general creditors. Participants' rights under the plan are equal to that of general
creditors of the University in an amount equal to the fair market value of the deferred account for
each participant. It is the opinion of the University's legal counsel that the University has no
liability for the losses under the plan but does have the duty of care that would be required of an
ordinary prudent investor. The University believes that it is unlikely that it will use the assets of
the plan to satisfy the claims of general creditors in the future.
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Notes to Financial Statements (continued)

1. Reporting Entity and Summary of Significant Accounting Policies (continued)
Compensated Absences

The vacation policy of the University generally provides for the accumulation of 2.5 days per
month. Unpaid vacation time accumulated is fully vested to the employees from the first day of
work.

Employees accumulate sick leave generally at a rate of 1.5 days per month up to a maximum of 90
days. The University pays, annually, the excess of 90 days of accumulated sick leave to the
employees. Upon retirement, an employee receives compensation for all accumulated unpaid sick
leave at the then current rate, provided the employee has at least 10 years of service with the
University. During the years ended June 30, 2005 and 2004, the cost of the excess of 90 days of
the accumulated sick leave was $8,664,000 and $8,206,000, respectively.

Classification of Revenues
The University has classified its revenues as either operating or nonoperating revenues.

Operating revenues include activities that have the characteristics of exchange transactions such as
student tuition and fees, net of scholarship discounts and allowances; sales and services of auxiliary
enterprises, net of scholarship allowances; most federal, state and local grants and contracts; and,
hospital patient service revenues, net of allowances for contractual adjustments and doubtful
accounts.

Non operating revenues include activities that have the characteristics of non-exchange
transactions, such as gifts and contributions, and other revenue sources that are defined as
nonoperating revenues by GASB Statement No. 9, Reporting Cash Flows of Proprietary and
Nonexpendable Trust Funds and Governmental Entities That Use Proprietary Fund Accounting,
and GASB Statement No. 34, such as state appropriations, investment income and gifts. Gifts to the
endowment fund are classified as other nonoperating revenues.

Gifts and Pledges

Pledges of financial support from organizations and individuals representing and unconditional
promise to give are recognized in the financial statements once all eligibility requirements,
including time requirements, have been met. In the absence of such promise, revenue is recognized
when the gift is received. Endowment pledges generally do not meet eligibility requirements, as
defined by GASB Statement No. 33, Accounting and Financial Reporting for Nonexchange
Transactions, and are not recorded as assets until the related gift has been received.

Unconditional promises that are expected to be collected in future years are recorded at the present
value of the estimated future cash flows.
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Notes to Financial Statements (continued)

1. Reporting Entity and Summary of Significant Accounting Policies (continued)
Gifts and Pledges (continued)

During the current year, the University received the third payment of $5,000,000 of an award from
the National Center of Minority Health Disparitiecs (NCMHD) amounting to $17,925,684, to
establish a Health Services Research Center within the University of Puerto Rico’s School of
Medicine. The purpose of this Center is to strengthen and increase the diversity of the biomedical
and behavioral workforce for the 21st century.

As part of the agreement, the University has to maintain the principal invested for at least five
years; therefore, it was classified as a term endowment fund. The University received other
miscellaneous endowment gifts during the year.

Grants and Contracts

The University has been awarded grants and contracts for which the funds have not been received
or expenditures made for the purpose specified in the award. These awards have not been reflected
in the financial statements, but represent commitments of sponsors to provide funds for specific
research or training projects. For grants that have allowable cost provisions, the revenue will be
recognized as the related expenditures are made. For grants with work completion requirements,
the revenue is recognized as the work is completed and for grants without either of the above
requirements, the revenue is recognized as it is received.

2. Cash and Cash Equivalents

As of June 30, 2005 and 2004, cash equivalents of approximately $25,757,000 and $65,898,000
respectively, consist of certificates of deposit and time deposits.

All the operating cash of the University and its Retirement System (the System) is pooled into one
bank account. Cash balances by funds represent the cash that is allocated to each fund of the
University.

The University is authorized to deposit only in institutions approved by the Department of the
Treasury of the Commonwealth of Puerto Rico (Treasury) and such deposits are maintained in
separate bank accounts in the name of the University. Such authorized depositories, except for the
Government Development Bank for Puerto Rico (GDB) and the Economic Development Bank for
Puerto Rico (EDB), collateralize the uninsured deposits with securities that are pledged with the
Department of the Treasury.

No collateral is required to be maintained for deposits in the GDB and EDB, both public
corporations of the Commonwealth of Puerto Rico.
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2. Cash and Cash Equivalents (continued)

As of June 30, 2005 and 2004, the carrying value of cash and cash equivalents amounted to
approximately $35,572,000 and $56,828,000 respectively, and the cash deposited in the banks
amounted to $46,923,000 and $70,938,000 respectively.

3. Investments

The University’s investments held at June 30, 2005 and 2004 are summarized in the following
table:

2005 2004
Certificates of deposit $ 7,457,224 $ 4,536,924
Government agency securities 56,456,176 51,799,023
Corporate bonds and preferred stock 11,104,374 10,257,849
Common stock and convertibles 59,793,072 51,879,671
Other - 350,000

$ 134,810,846 § 118,823,467

The custody of these investments is held by the trust treatment of a commercial bank in the name
of the University and the portfolio is managed by a brokerage firm.

The University is authorized to invest a percentage of total assets, with certain limitations, in the
following types of investments; not less than 20% and no more than 80% in fixed income
securities, not less than 20% and no more than 80% in equity securities. No international equity,
private equity and on non-U.S. income securities investments are held by the University.

Credit Risk

Issuer credit risk is the risk that an issuer or other counterparty to an investment will not fulfill its
obligations. Investments issued or explicitly guaranteed by the United States government are
excluded. As of June 30, 2005, the University’s credit quality distribution for securities was as
follows:

Carrying Moody's
Value Ratings
U.S. Treasury Notes $ 15,555,062 AAA
Corporate Bonds 11,104,384 AA
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3. Investments (continued)
Interest Rate Risk

Interest rate risk is the risk that changes in interest rates will adversely affect the fair value of an
investment. Generally, the longer the maturity of an investment, the greater the sensitivity of its fair
value is to changes to market interest rates. As of June 30, 2005, the weighted average maturity by
investment type in each fund follows:

Investment Type Maturities Amount

U.S. Treasury Notes April 2008 - July 2032 $ 6,913,802
U.S. Treasury Notes March 2007 - July 2032 422,114
U.S. Treasury Notes November 2008 - July 2032 133,411
U.S. Treasury Notes April 2008 - July 2032 6,969,055
U.S. Treasury Notes November 2008 - April 2010 26,668
U.S. Treasury Notes August 2008 - July 2032 1,090,012
Corporate Bonds January 2006 - May 2033 4,694,744
Corporate Bonds January 2006 - March 2033 315,522
Corporate Bonds January 2006 - March 2033 130,577
Corporate Bonds January 2006 - May 2033 4,757,751
Corporate Bonds October 2013 - October 2030 11,963
Corporate Bonds January 2006 - May 2033 1,193,827

$ 26,659,446

29



University of Puerto Rico

s

Notes to Financial Statements (continued)

IR

4. Accounts Receivable

Accounts receivable as of June 30 are as follows:

2005 2004

Commonwealth of Puerto Rico appropriations,
grants and contracts $ 60,341,238 §$ 93,132,075
Due from Federal government 40,857,570 31,410,284
Due from Medical Plans 45,203,075 39,863,035
Due from Servicios Médicos Universitarios, Inc. 24,646,756 20,946,756
Other 67,520,356 51,567,608
238,568,995 236,919,758
Less allowance for doubtful accounts 96,379,608 75,841,858
Accounts receivable, net $ 142,189,387 § 161,077,900

On September 7, 2004, the legislature of Puerto Rico approved a resolution to pay $94,710,382 to
the University on behalf of the Puerto Rico Department of Health and the Commonwealth of
Puerto Rico, over the course of ten years. As of June 30, 2005 the University has received
$7,570,127 from this amount. The remaining balance is going to be received as follows:

Fiscal Year Amount
2005-2006 $ 15,570,127
2006-2007 15,570,127
2007-2008 15,570,127
2008-2009 7,570,127
2009-2010 7,570,127
2010-2011 7,570,127
2011-2012 8,000,000
2012-2013 8,000,000
2013-2014 1,719,493
$ 87,140,255
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5. Capital Assets

Changes in capital assets for the year ended June 30, 2005 and 2004 are as follows:

2005
Beginning Ending
Balance Additions Transfers Reductions Balance
Capital assets not being depreciated:
Land $ 32,965,504 § -8 -8 -8 32,965,504
Construction - in progress 117,183,191 50,431,777 (16,163,234) (1,013,274) 150,438,460
150,148,695 50,431,777 (16,163,234) (1,013,274) 183,403,964
Other capital assets:
Land improvements 30,514,724 - - - 30,514,724
Building, fixed equipment, improvements
and infraestructure 566,661,328 - 15,285,066 - 581,946,394
Equipment and library materials 184,657,207 20,089,510 878,168 (8,686,426) 196,938,459
781,833,259 20,089,510 16,163,234 (8,686,426) 809,399,577
Less accumulated drepreciation for:
Land improvements (10,211,382) (1,252,099) - - (11,463,481)
Buildings, fixed equipment,
improvements and infraestructure (196,029,115) (14,690,372) - - (210,719,487)
Equipment and library materials (134,409,585) (13,411,474) - 7,103,613 (140,717,446)
(340,650,082) (29,353,945) - 7,103,613 (362,900,414)
Other capital assets, net 441,183,177 (9,264,435) 16,163,234 (1,582,813) 446,499,163
Capital assets, net $ 591,331,872 § 41,167,342 § - 8 (2,596,087) $ 629,903,127
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5. Capital Assets (continued)

Capital assets not being depreciated:
Land
Construction - in progress

Other capital assets:
Land improvements
Building, fixed equipment, improvements
and infraestructure
Equipment and library materials

Less accumulated drepreciation for:
Land improvements
Buildings, fixed equipment,
improvements and infraestructure
Equipment and library materials

Other capital assets, net
Capital assets, net

University of Puerto Rico

Notes to Financial Statements (continued)

2004

Beginning Ending

Balance Additions Transfers Reductions Balance
$ 32,965,504 $ $ -8 - § 32,965,504
147,986,260 41,812,751 (70,982,665) (1,633,155) 117,183,191
180,951,764 41,812,751 (70,982,665) (1,633,155) 150,148,695
29,140,159 1,374,565 30,514,724
495,434 471 1,834,631 69,419,494 (27,268) 566,661,328
175,215,625 17,438,105 188,606 (8,185,129) 184,657,207
699,790,255 19,272,736 70,982,665 (8,212,397) 781,833,259
(9,495,235) (716,147) (10,211,382)
(183,283,414) (12,745,701) (196,029,115)
(119,358,567) (20,804,416) 5,753,398 (134,409,585)
(312,137,216) (34,266,264) 5,753,398 (340,650,082)
387,653,039 (14,993,528) 70,982,665 (2,458,999) 441,183,177
$ 568604803 $§ 26819223 § - 8§ (4,092,154) § 591,331,872

Project in Process — Discretely Presented Component Unit

Project in process of Desarrollos Universitarios, Inc. at March 31, 2005 and 2004 consist of:

Construction, professional services and project

management

Interest capitalized, net of interest and dividends earned
from restricted funds of $9,122,543 and $8,514,412

Total

2005 2004
$ 71,492,429 $ 65,558,257
9,262,994 5,407,707
$ 80755423 $§ 70,965,964
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6. Lines of Credit

As of June 30, 2005, the University has available two line of credit agreements with GDB for the
total authorized amounts of $100,000,000 and $60,000,000. Advances under these agreements,
which bear a variable interest rates and are payable in a monthly and annual basis, respectively,
amounted to $45,701,010 and $2,261,559 at June 30, 2005. The line of credit of $60,000,000 is
guaranteed by the Commonwealth of Puerto Rico.

7. Noncurrent Liabilities

Changes in noncurrent liabilities for the year ended June 30, 2005 and 2004 are as follows:

2005
Beginning Ending Less Due Noncurrent
Balance Additions Reductions Other Balance Within One Year Liabilities

Long-term debt

Notes payable § 1618231 § R3S 30,775 § - § 41962569  § 45,701,010 § 2,261,559

Bonds payable 413,184,153 - (17,255,000 2,270,360 398,199,513 18,200,000 379,999,513
Total long-term § 49366384 8 RN § (17485775 8 2270360  § 446,162,082  § 63,901,010 § 380,261,072
Other long-term liabilities

Deferred compensation payable § 646387 0§ 598913 § - $ - § 45575300 8 - § 45575300

Claims liability 13,598,042 7,000,000 (338,042) - 20,260,000 2,000,000 18,260,000

Compensated absences 115425464 12,406,881 - - 127,831,345 20,943,548 106,888,797
Total other long-term liabilities § 168669893 8§ 2533794 8 (33804) - § 193667045  § 20,943,548 § 170,124,097

2004
Beginning Ending Less Due Noncurrent
Balance Additions Reductions Other Balance Within One Year Liabilities

Long-term debt

Notes payable § 508,195 § 1595145 S @4 S - § 16,182,031 § 14,276,864 S 1,903,367

Bonds payable 432,285,012 - (21,170,000 2,069,142 413,184,153 17,255,000 395,929,153
Total long-term § 43793207 § 1595145 S (QLA4742) S 20690142 S 42936638  § 31,531,864 § 397834320
Other long-term liabilities

Deferred compensation payable $ 32,767,691 § 687809 § - § - § 39,646,387 § - § 39,646,387

Claims liability 13,358,205 J11,018 (2871.241) - 13,598,042 3,500,000 10,098,042

Compensated absences 107,395,105 8,030,359 - - 115,425 404 19,145,980 96,179 484
Total other long-term liabilities § 153,521,061 § 18000073 §(28mMy S - § 168009893  § 20,645 980 § 146023913

Bonds payable are further disclosed in Note 8.
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8. Bonds Payable

A. Bonds

The University has issued revenue bonds designated as “University System Revenue Bonds”, the
proceeds of which have been used mainly to finance new activities in connection with its
educational facilities construction program and to cancel and refinance previous debts incurred.
The following is the balance of bonds payable as of June 30, 2005:

Balance as of Anual Interest

Series June 30, 2005 Rate (%) Due Date
C - Serial $ 929,000 3.00% 1972-2011
D - Serial 1,208,000 3.75% 1972-2011
F - Term 12,225,000 5.50% 2012
M - Serial 18,305,000 4.35-5.45% 1996-2009
M - Term 127,215,000 5.25-5.45% 2015-2025
N - Serial 27,850,000 4.35-5.45% 1996-2008
N - Capital Appreciation Serial Bonds 51,980,000 5.6-5.75% 2009-2013
O - Serial 81,025,000 4.5-3.75% 2001-2020
O - Term 101,905,000 5.38% 2030

422,642,000

Less unamortized bond discount (10,893,024)
Plus unaccreted premium 1,213,158
Less future appreciated principal (14,762,621)

$ 398,199,513

Capital Appreciation Serial Bonds interest accrues semi-annually and is added to the principal.
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8. Bonds Payable (continued)
B. Debt Service Requirement
Principal Interest Total
2006 18,200,000 $ 19,864,180 $ 38,064,180
2007 19,210,000 18,854,332 38,064,332
2008 20,280,000 17,784,858 38,064,858
2009 to 2013 113,172,000 108,025,133 221,197,133
2014 to 2018 66,505,000 60,554,138 127,059,138
2019 to 2023 86,375,000 40,688,538 127,063,538
2024 to 2028 74,045,000 17,094,904 91,139,904
2029 to 2030 24,855,000 2,022,000 26,877,000

$ 422,642,000 $ 284,888,083 $ 707,530,083

C. Pledged Revenues

The bonds are general obligations of the University and are collateralized by the pledge of, and a
first charge on, all revenues derived or to be derived by the University, except for appropriations
and contributions, as defined in the Trust Agreement governing the bonds issued. In the event that
the pledged revenues are insufficient to pay the principal of and the interest on, the bonds, the
University agrees to provide any additional required monies from other funds available to the
University for such purposes, including funds appropriated by the Commonwealth of Puerto Rico.
The revenues pledged were as follows for the year ended June 30, 2005:

Pledged Revenues: June 30, 2005 June 30, 2004
Tuition and other fees collected $ 53,791,456 $ 55,431,021
Student fees collected 5,024,000 5,109,364
Rental and other charges received for the right of use

and occupancy of the facilities in the University system 1,142,215 1,209,430
Bookstore receipts (gross sales less cost of books and

supplies sold) 720,050 456,461
Interest on investment of University funds, excluding funds

invested pursuant to Article VI of the Trust Agreement 957,054 812,034
Funds paid to the University in respect to overhead

allowance on federal research projects 16,732,754 15,317,430
Other income 28,606,408 28,501,876

$ 106,973,937 § 106,837,616
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8. Bonds Payable (continued)
C. Pledged Revenues (continued)

Interest earned on investments in the sinking fund reserve account amounted to approximately
$846,000 and $377,000 for the years ended June 30, 2005 and 2004, respectively.

The University is required to maintain a sinking fund and construction fund as described in the
following paragraphs:

The funds for retirement of indebtedness consist of a sinking fund which includes three separate
accounts designated Bond Service Account, Redemption Account and Reserve Account. The
Trustee shall, upon the receipt of the pledged revenues, make deposits to the credit of the
following accounts in the amounts specified and in the following order:

Bond Service Account - such amount thereof as may be required to make the amount then to its
credit equal to the interest then due, or to become due, within the next ensuing six (6) months on
the bonds of each series then outstanding, and the amount of principal of the serial bonds of each
series then due, or to become due, within the next ensuing twelve (12) months.

Redemption Account - such amount, if any, after making the deposit to the Bond Service Account,
as may be required to make the amount then to its credit equal to the amortization requirements, if
any, for the fiscal year in which such deposit is made for the term bonds of each series then
outstanding plus redemption premiums, if any.

Reserve Account - such amount, if any, after making the deposit to the above accounts as may be
required to make the amount then to its credit equal to the maximum principal and interest (less
any federal debt service grant payments) requirements for any year thereafter, on account of all
bonds then outstanding.

Monies in the Bond Service Account and the Redemption Account shall, as nearly as may be
practicable, be continuously invested and reinvested in direct obligations of, or obligations, the
principal of and interest on which are unconditionally guaranteed by the United States
Government. Monies in the Reserve Account may be invested in a broader range of investments
including interest bearing bank accounts, federal agency obligations, repurchase agreements,
commercial paper and other highly rated obligations.

D. Bonds Arbitrage

During fiscal year 2005 the Government Development Bank performed an arbitrage test. The
preliminary results of the test showed a negative arbitrage.
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8. Bonds Payable (continued)
E. Bonds Payable — Discretely Presented Component Unit

On December 21, 2000, AFICA issued, on behalf of Desarrollos Universitarios, Inc., Educational
Facilities Revenue Bonds, 2000 Series A, in the amount of $86,735,000. The bonds were issued to
(i) finance the development, construction and equipment of Plaza Universitaria Project (the
Projects), (ii) repay a portion of certain advances made by the Government Development Bank for
Puerto Rico under a line of credit facility for the purpose of paying certain costs of the
development and construction of the Projects, (iii) make a deposit to the Debt Service Reserve fund
and, (iv) pay the costs and expenses incurred in connection with the issuance and sale of bonds.
The principal and interest on the bonds are insured by a financial guaranty insurance policy issued
by MBIA Insurance Corporation, and by the assignment of the lease agreement with the
University.

Bonds payable at March 31, 2005 and 2004 consist of:

Interest 2005 2004
Description Rate Maturity Face Amount Face Amount

Serial Bonds 5.00% July 1, 2004 $ - 8 1,295,000
Serial Bonds 4.00% July 1, 2005 1,360,000 1,360,000
Serial Bonds 5.00% July 1, 2006 1,415,000 1,415,000
Serial Bonds 4.00% July 1, 2007 1,485,000 1,485,000
Serial Bonds 5.00% July 1, 2008 1,545,000 1,545,000
Serial Bonds 4.13% July 1, 2009 1,620,000 1,620,000
Serial Bonds 4.25% July 1, 2010 1,685,000 1,685,000
Serial Bonds 5.63% July 1, 2011 1,760,000 1,760,000
Serial Bonds 5.63% July 1, 2012 1,860,000 1,860,000
Serial Bonds 5.63% July 1, 2013 1,960,000 1,960,000
Serial Bonds 5.63% July 1, 2014 2,075,000 2,075,000
Serial Bonds 5.63% July 1, 2015 2,190,000 2,190,000
Serial Bonds 5.63% July 1, 2016 2,315,000 2,315,000
Serial Bonds 5.63% July 1, 2017 2,445,000 2,445,000
Serial Bonds 5.63% July 1, 2018 2,580,000 2,580,000
Serial Bonds 5.63% July 1, 2019 2,725,000 2,725,000
Serial Bonds 5.00% July 1, 2020 2,880,000 2,880,000
Serial Bonds 5.00% July 1, 2021 3,020,000 3,020,000
Serial Bonds 5.00% July 1, 2033 50,520,000 50,520,000

Total $ 85,440,000 $ 86,735,000
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8. Bonds Payable (continued)
E. Bonds Payable — Discretely Presented Component Unit (continued)

Interest on the bonds is payable each January 1 and July 1, commencing on July 1, 2001. Bonds
maturing after July 1, 2010 may be redeemed, at the option of the University in whole or in part, at
a redemption price equal to 100% of the principal amount plus accrued interest, without premium.
In addition, term bonds are subject to mandatory redemption in part commencing on July 1, 2022
to the extent of the sinking fund requirement for said bonds set forth below at a redemption price
equal to 100% of the principal amount thereof plus accrued interest.

Redemption Period Amount
July 1, 2022 $ 3,175,000
July 1, 2023 3,330,000
July 1, 2024 3,500,000
July 1, 2025 3,675,000
July 1, 2026 3,855,000
July 1, 2027 4,050,000
July 1, 2028 4,255,000
July 1, 2029 4,465,000
July 1, 2030 4,690,000
July 1, 2031 4,925,000
July 1, 2032 5,170,000
July 1, 2033 5,430,000
$ 50,520,000
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9. Commitments and Contingent Liabilities

A. Insurance

The University is exposed to various risks of loss related to torts; theft of, damage to, and
destruction of assets; errors and omissions; injuries to employees; and natural disasters. Through
January 1993 the University was insured under claims-made insurance policies with respect to
medical malpractice risks for $250,000 per occurrence up to an annual aggregate of $500,000.
Subsequent to such date, the University was unable to obtain insurance at a cost it considered to be
economically justifiable, consequently, the University is now self-insured for such risks. Under
Law Number 98 of August 24, 1994, the responsibility of the University is limited to a maximum
amount of $75,000 per person, or $150,000 if it involves actions for damages to more than one
person or where a single injured party is entitled to several causes of action. Self-insured risk
liabilities are reported when it is probable that a loss has occurred and the amount of the loss can
be reasonably estimated. Liabilities include an amount for claims that have been incurred but not
reported. Because actual claims liabilities depend upon such complex factors as inflation, changes
in legal doctrines, and damage awards, the process used in computing claims liabilities does not
necessarily result in an exact amount. Claims liabilities are reevaluated periodically to take into
consideration recently settled claims, the frequency of claims, and other economic and social
factors. Changes in the claims liability amount in fiscal year 2005 were:

Claims payable - July 1 $ 13,598,042
Incurred claims and changes in estimates 27,298,905
Payments for claims and adjustments expenses (20,636,947)
Claims payable - June 30 $ 20,260,000

The University continues to carry commercial insurance for all other risks of loss. Settled claims
resulting from these risks have not exceeded commercial insurance coverage in any of the past
three fiscal years.

B. Federal Assistance Programs

The University participates in a number of federal financial assistance programs. These programs
are subject to audits in accordance with the provisions of OMB Circular A-133, Audits of States,
Local Governments, and Non-Profit Organizations, or to compliance audits by grantor agencies.
The resolution of certain previously identified questioned costs has not occurred. The amount, if
any, of expenditures which may be disallowed by the granting agencies cannot be determined at
this time, although the University expects such amounts, if any, to be immaterial.
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9. Commitments and Contingent Liabilities (continued)
C. Discretely Presented Component Units

Servicios Médicos Universitarios, Inc. (the Hospital) is a nonprofit corporation organized to
operate and administer healthcare units located in Carolina. These facilities were acquired by the
University and include land, building and medical equipment.

The Hospital entered into a loan agreement (the Agreement) with the Government Development
Bank for Puerto Rico (GDB) for an aggregate principal amount not to exceed $17,000,000. As part
of the Agreement, the University (the Guarantor) agreed to guaranty payment obligations.

On July 18, 2001, the Board of Trustees approved to amend the Working Capital Loan to
$15,367,611 and to decrease the Improvement Loan to $1,632,389. The amendment was effective
on August 1, 2001. In addition, the Guarantor will pay GDB, on the first day of July and January
of each year, the balance of interest due and outstanding by the Hospital.

Scheduled principal repayments on long-term debt and capital lease obligations for the next five
years and thereafter are as follows:

Long-Term Debt Capital Leases

2006 $ 15,367,611 $ 300,087
2007 - -
2008 - -
2009 - -
2010 - -
Thereafter 1,632,389 -
17,000,000 300,087

Less: amount representing interest under
capital lease obligations - 21,103
$ 17,000,000 $ 278,984

Total interest charged to operations under the aforementioned leases was approximately $29,500
and $30,000 in 2005 and 2004, respectively.
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9. Commitments and Contingent Liabilities (continued)
C. Discretely Presented Component Units (continued)

Desarrollos Universitarios, Inc. (the Company) was incorporated on October 2, 1996. The
Company is a non-profit corporation, with the sole purpose of developing, constructing and
operating academic, residential, administrative, office, commercial and maintenance facilities
(Plaza Universitaria) for use by students, faculty members, administrators, employees, visitors,
invitees, and other members of or persons and entities related to or conducting business with the
University community, or other activities conducted in such facility.

On May 11, 2000 the University’s Board of Trustees ratified a Memorandum of Agreement (the
Agreement) to establish a contractual agreement between the University and the Company. The
Agreement, dated May 22, 1998, states among other things the following: (1) the University will
lease to, or otherwise grant to, the Company the right for the long-term use of the land, for the sole
purpose of developing, constructing and operating Plaza Universitaria, (2) the Company shall
finance the development of Plaza Universitaria from AFICA Bond proceeds and/or line credit
and/or any other structure or credit facility, (3) the Company will own the Plaza Universitaria
improvements and will lease them exclusively to the University, during the life of the AFICA
Bonds, (4) the University shall have the right to prepay or refinance the Bonds at any time,
consistent with the restrictions on refinancing contained in the financing documents, (5) upon the
payment or prepayment in full of all the AFICA Bonds, the lease on the land shall terminate and
the University shall become, ipso facto, owner of all the Plaza Universitaria improvements,
without the need or obligation to make any additional payment of any kind (other than any
“bargain purchase” payment as may be required under the project documents), and (6) rental
payments (lease payments) from the University shall have a fixed component and a variable
component. The fixed component shall be in an amount sufficient to guarantee to bondholders the
payment of principal and interest on the AFICA Bonds as may be established in the financing
documents, and will be pledged to guarantee such payments. The variable component of the lease
payments will be used to cover operating, maintenance, administrative, management, and other
fees and costs, which will be established periodically and reviewed annually between the parties,
as well as such amounts for reserves and special funds, which may be required under the financing
documents related to the bond issue.

On December 21, 2000, the University entered into a lease agreement with the Company in which
the University agreed to pay directly to a trustee for the account of the Company, the basic lease
payments (denominated into components of principal and interest) on or before the twenty-fifth
(25) day of each month. As of June 30, 2005 and 2004, the University had paid in advance a total
of $21,322,000 and $16,096,000, respectively, for these purposes and such amounts have been
recorded in the accompanying statements of net assets as prepaid expenses and other assets.
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9. Commitments and Contingent Liabilities (continued)
C. Discretely Presented Component Units (continued)

Future minimum annual lease payments under this agreement at June 30, 2005 are: $5,702,000 in
2006; $5,701,000 in 2007; $5,701,000 in 2008; $5,700,000 in 2009; $5,698,000 in 2010; and
$132,528,000 thereafter.

In October 2003, Plaza Universitaria Project’s general contractor submitted a claim for extended
overhead (field and main office) and subsequently a Proposal for Settlement for an amount
exceeding $10 million. It is the Company’s legal counsel’s opinion that some of the allegations are
invalid under the terms of the existing contract and that the general contractor has already been
compensated for some of the claimed amounts by Company approved change orders. Management
of the Company believes, based on the advice of counsel, that there is a minimal financial
exposure to the Company in connection with this claim.

10. University of Puerto Rico Retirement System

General

The System is a single-employer defined benefit pension plan that covers all employees of the
University of Puerto Rico (the University) with the exception of hourly, temporary, part-time,
contract and substitute employees, and visiting professors. It is qualified and exempt from Puerto

Rico and United States taxes.

Membership consisted of the following as of June 30, 2005 and 2004:

2005 2004

Retirees and beneficiaries receiving benefits 6,408 6,317
Terminated plan members entitle to but no

yet receiving benefits 348 324
Terminated non-vested plan members entitled

to return on their contributions 7,041 6,945
Active plan members 12,677 12,484
Total 26,474 26,070
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10. University of Puerto Rico Retirement System (continued)
Plan Amendments

Effective July 1, 1999, the Plan was amended by establishing Certification 128, to increase by 3%
the pension benefits to those employees who retired due to age or disability and who have been
retired for at least three years as of January 1, 1995, with a monthly minimum of $10.

Effective July 1, 1995, the Plan was amended by establishing Certification 194, to increase by 3%
the pension benefits to those employees who retired due to age or disability and who have been
retired for at least three years as of January 1, 1992, with a monthly minimum of $10.

Effective July 1, 2004, the Plan was amended by establishing Certification 130, to increase by 3%
the pension benefits to those employees who retired due to age or disability and who have been
retired for at least three years as of January 1, 2001, with a monthly minimum of $10.

Effective July 1, 2002, the Plan was amended, by establishing Certification 139, to offer
participants an increase from $50,000 to $60,000 in the maximum salary subject to withholding
contribution. The participants who elect this benefit may pay retroactively to their first day of
employment the differences in withholding contributions for prior year salaries exceeding $50,000
and up to a maximum of $60,000 plus 8% interest. Also, effective July 1, 2002, maximum salary
basis will increase automatically 3% every two years.

Effective July 1, 2001, the Plan was amended by establishing Certification 140, to increase by 3%
the pension benefits to those employees who retired due to age or disability and who have been
retired for at least three years as of January 1, 1998, with a monthly minimum of $10.

Effective July 1, 1998, the Plan was amended by establishing Certification 94, to offer participants
an increase from $35,000 to $50,000 in the maximum salary subject to withholding contributions.
The participants who elect this benefit may pay retroactively to their first day of employment the
differences in withholding contributions for prior year salaries exceeding $35,000 and up to a
maximum of $50,000 plus 8% interest. Effective July 1, 1998, all new participants contribute 9%
of their salary up to $50,000.

In addition, the maximum annual compensation for those participants who had not completed 20
years of service by July 1, 1979 is $35,000. Also, the minimum pension is $250 a month. Finally,
the reduction for commencement of pension benefits prior to age 65 is 1/3% per month for
participants who had not completed 20 years of service by July 1, 1979 and elected Certification
55, and for participants hired on or after January 1, 1990.
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10. University of Puerto Rico Retirement System (continued)
Contributions and Funding Policy

The contribution requirements of plan members and the University are established and may be
amended by the Board of Trustees. Plan members are required to contribute as follows:

Members who elect Certification No. 139: 11% of monthly compensation up to $5,000

Members who have not completed 20 years of service by July 1, 1979:

+ If full supplement is elected: 7% of monthly compensation up to $2,625
+ If full supplement is not elected: 5% of monthly compensation up to $2,625
« If Certification 94 is elected: 9% of monthly compensation up to $4,500

Members who have completed 20 years of service by July 1, 1979:

+ If full supplement is elected: 7% of monthly compensation
» If full supplement is not elected: 4% of monthly compensation up to $350, plus 6.5% of the
excess

Members who have not completed 20 years of service by July 1, 1979 and elect Certification 55:

+ If full supplement is elected: 7% of monthly compensation up to $2,625

+ If full supplement is not elected: 4% of monthly compensation up to $350, plus 6.5% of the
excess up to $2,625

o If Certification 94 is elected: 9% of monthly compensation up to $4,167

Members who are hired between January 1, 1990 and June 30, 1998:

* 8% of monthly compensation up to $2,625 or,
» If Certification 94 is elected: 9% of monthly compensation up to $4,167

Members who are hired on or after July 1, 1998:

* 9% of monthly compensation up to $4,167

The University is supposed to contribute at an actuarially determined rate; the rate as of June 30,
2005 and 2004 was 18.4% and 16.2% respectively, of annual covered payroll. The actuarially
determined employer contribution rate takes into account payment of administrative expenses.
Therefore, administrative expenses are paid out of the trust fund. The University contributed 15%
and 14% of participants’ payroll in 2005 and 2004, respectively.
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10. University of Puerto Rico Retirement System (continued)
Contributions and Funding Policy

The contributions of the University were originally designed to fund, together with the
contributions of the members, the current service cost on a current basis and the estimated accrued
benefit cost attributable to qualifying service prior to the establishment of the System over a forty-
year period, but as a result of increasing benefits without a correlative increase in employer’s
contributions, they fall short of accomplishing the necessary funding.

Retirement Benefits

The System provides retirement, disability and death benefits to plan members and beneficiaries.
Cost-of-living adjustments are provided to members and beneficiaries at the discretion of the Board
of Trustees of the University of Puerto Rico (Board of Trustees), formerly known as the Council on
Higher Education of the University of Puerto Rico. Article XIII of the Rules and Regulations of the
University of Puerto Rico Retirement System as amended effective July 1, 1973 assigns the
authority to establish and amend benefit provisions to the Board of Trustees.

Participants who have completed 20 years of service by July 1, 1979 are entitled to annual
retirement benefits at any age after 30 years of service. Otherwise, participants are entitled to
annual retirement benefits at age 55 after 30 years of service. Participants may elect to receive their
retirement benefits at age 58 after 10 years of service, or at age 55 after 25 years of service.

The amount of service retirement annuity is as follows:
e For all members except those who have completed 20 years of service by July 1, 1979:

- Before age 65 - for members with at least 30 years of service: 75% of average
compensation. Amount is reduced by %% for each month the member is under age 58
(Certification 37) and 55 (Certification 55), at time annuity begins.

- Before age 65 - for members with less than 30 years of service: 1.5% of average
compensation per year of service for the member with 20 or fewer years. Percentage
increases by .05% for each year in excess of 20 years up to a maximum of 1.95% per
year. Amount is reduced by /2% for each month the member is under age 58 at time
annuity begins.

- After age 65 - if the member elected full supplement, the annuity is the same as before
age 65. Otherwise, the annuity is reduced by 2% of average compensation not in
excess of Social Security wage base in effect at retirement for each year of service. If
the member had less than 30 years of service and was under age 58 at the beginning
date, adjustment is made before application of 2% reduction per month under age 58.
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10. University of Puerto Rico Retirement System (continued)
Retirement Benefits (continued)
e For those members who have completed 20 years of service by July 1, 1979:

- Before age 65 - for members with at least 30 years of service: 75% of average
compensation if age 55 at beginning date; 65% if under age 55. If the member
completed 30 years of service before July 1973, the annuity is increased by 2% of
average compensation for each year of service beyond 30 and before July 1973, but
to not more than 85% of average compensation.

- Before age 65 - for members with less than 30 years of service: 1.5% of average
compensation per year of service for members with 20 or fewer years. Percentage
increases by .05% for each year in excess of 20 years up to maximum of 1.95% per
year. Amount is reduced by %% for each month the member is under age 58 at the
time the annuity begins.

- Atage 65 - if member elected full supplement, the annuity is the same as before age
65. Otherwise, the annuity is reduced by %% of first $350 of average compensation
for each year of service but not by more than primary Social Security benefit. If the
member had less than 30 years of service and was under age 58 at beginning date,
adjustment is made before application of 2% reduction per month under age 58.

e For all members who have not completed 20 years of service by July 1, 1979 and elect
Certification 55, and for those hired on or after January 1, 1990:

- Before age 65 - for members with less than 30 years of service: 1.5% of average
compensation per year of service for members with 20 or fewer years. Percentage
increases by .05% for each year in excess of 20 years up to a maximum of 1.95% per
year.

- Before age 65 - for members with at least 30 years of service: 75% of average
compensation for participants with at least 55 years of age at retirement date. Amount
reduced by 2% for each month the member is under age 55 at time annuity begins.

- Age 65 - if member elected full supplement, annuity is the same as before age 65.
Otherwise, annuity is reduced by 2% of average compensation at time of retirement
multiplied by years of service.

- Minimum Annuity - $250 per month - if a member terminates before rendering 10
years of service, the right to receive the portion of his accumulated plan benefits
attributable to the University’s contributions is forfeited. However, the employee is
entitled to receive, in a lump-sum payment, the value of his accumulated
contributions.
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10. University of Puerto Rico Retirement System (continued)

Retirement Benefits (continued)

- If a member terminates after rendering 10 years of service, and does not withdraw
his contributions, the member receives a retirement annuity payable beginning at
age 60 based on the applicable benefit formula.

- Refund may also be obtained after 10 years of service, but the vested benefit is
lost.

Disability Benefits - employees who become disabled receive annual disability benefits
regardless of service if disability is due to occupational causes or after 10 years of service if
disability is due to non-occupational causes. If the employee is also eligible for a retirement
annuity, the benefit payable is the higher of the two. Disability benefits are paid as follows:

- Before age 65 - if service related, 50% of final salary. If not service related, 30%
of average compensation plus additional 1% for each year of service over 10.

- After age 65 - reduced to amount payable as retirement annuity, if that amount is
less than disability retirement annuity, but reduced annuity plus primary Social
Security benefit may not be less than original disability annuity.

Death Benefits:

Pre-retirement death benefit - if the death of an employee is service related, a death benefit
equal to 50% of the final annual salary plus $120 ($240 if widow not receiving benefit) per
year for each child under age 18 (21 if at school) is paid to the employee’s beneficiaries.
Maximum family benefit is 75% of the employee’s final annual salary. If death is non-service
related, a lump-sum is paid equal to the employee’s contributions plus one year’s final salary,
but not less than $6,000.

Post retirement death benefits - employee’s contributions are refunded to the extent that they
exceed retirement payments already made, unless reversionary annuity was elected. Minimum
payment is $600. In addition, 50% of retirement annuity is payable to surviving spouse until
death or remarriage or until they become eligible for Social Security benefits. Minimum
annuity, $75 per month, maximum annuity, $150 per month.

Christmas Bonus:

A $400 annual bonus is given to all retiree plan members.
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11. Post-Retirement Benefits

In addition to the pension benefits described in Note 10, the University provides post-retirement
health care benefits and a Christmas bonus for its retired employees in accordance with law.
Substantially all of the employees may become eligible for these benefits if they reach normal
retirement age while working for the University. Health care benefits are provided through
insurance companies whose premiums are paid by the retiree and by the University up to
maximum of $125 per month for each retiree. During the years ended June 30, 2005, the payments
of health care benefits amounted to $7,778,000. The Christmas bonus paid to the retired
employees during the years ended June 30, 2005 and 2004 were $400 per retiree and the total
amounts were $2,476,650 and $2,444,114, respectively. These benefits are recorded as expenses
when granted and paid. The plan covers approximately 6,408 retirees.

12. Going Concern - Discretely Presented Component Unit

Since the Hospital commenced operations, it has experienced significant operating losses having an
accumulated net assets deficiency of approximately $51,425,000 at June 30, 2005. The Hospital
has received advances from the University to cover its cash needs from operations. Most of these
accumulated losses are mainly related to the fact that, as a former public hospital operated by the
Department of Health, it provides a significant amount of services to indigent population for which
the Hospital does not obtain a payment. Most of these patients are indigent persons not subscribed
to the Health Reform Program are aliens without medical insurance coverage, among others. The
medical services provided to these persons were supposed to be paid to the Hospital by the Puerto
Rico Department of Health. However, since the beginning of the operations of the Hospital, the
Department of Health has been unable to pay for such services. As shown in the accompanying
financial statements, the Hospital has accumulated losses for uncollectible accounts receivable in
the approximate amount of $29,174,000.

The Hospital’s management believes that all these factors had a material impact in the Hospital’s
results of operations during its years of operations and consequently in the accumulated deficit at
June 30, 2005.

The Hospital’s management with the assistance of the University of Puerto Rico’s administration
continues implementing a management plan toward its operational activities as well as the
Hospital’s ability to get cash to comply with its current obligations.

Among the matters included in such management plan are the following:

* Extension of the medical privileges in the Hospital to faculty members within the
Hospital’s primary and secondary market area.

* Development of new business within the Hospital’s building, for example space rentals
for physicians and others.

» Marketing of the Ob Gyn and pediatrics services.
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12. Going Concern - Discretely Presented Component Unit (continued)

* Marketing of the ophthalmology services, including a new physician that has a
specialization in cornea diagnosis and treatment.

* Revaluation of the contract agreements with the anesthesiologists and radiologists, to
share the costs of those services.

* More aggressive negotiation with medical insurance to increase the per diem rates.

Among the alternatives, the Hospital has to deal with its fiscal difficulties and has publicly
discussing the possibility to sell the Hospital’s facilities.

The accompanying financial statements do not include any adjustments relating to the
recoverability and classification of recorded assets amounts or the amounts and classifications of

liabilities that might be necessary, should the Hospital be unable to continue as a going concern or
in the event of any disposition of the Hospital’s assets through a sale or by other means.

13. Functional Information

The University’s operating expenses by functional classification were as follows:

Salaries and Supplies and  Scholarship and Other
Functional classification Benefits Other Services Fellowship Utilities Depreciation Expenditures Total
Instruction $ 334968365 § 19,067,166 § 12,307,580 §  1,185011 § -8 173392 § 367,701,513
Research 62,412,211 22,049,800 9,067,252 502,357 - 4,002,415 98,034,034
Public service 43,852,678 9,534,958 2,392,871 169,833 - 72,001 56,022,340
Academic support 67,299,111 14,547,307 3,672,593 60,474 - 36,000 85,615,486
Student service 37,379,622 7,383,156 649,844 1,435 - 66,241 45,480,298
Institutional support 128,855,178 30,374,022 369,132 2,519,873 - 578,693 162,696,899
Oper & Maintenance 65,920,485 7,001,842 26,942 28,396,986 - 183,732 101,529,987
Student Aid 1,569,980 643,967 122,554,307 - - - 124,768,254
Patient Service 40,686,479 1,649,465 33,565 6,515 - 15,023 42,391,047
Auxiliary Enterprises 4,536,267 5,730,835 31,935 310,062 - - 10,609,100
Depreciation - - - - 29,353,945 - 29,353,945
Other - - - - 57,869,781 57,869,781

$ 787480375 § 117,982,519 § 151,106,021 § 33,152,547 § 29,353,945 § 62,997,277 § 1,182,072,684
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14. Significant New Accounting Pronouncements

In November 2003 the GASB issued Statement No. 42, Accounting and Financial Reporting for
Impairment of Capital Assets and for Insurance Recoveries. This Statement establishes accounting
and financial reporting standards for impairment of capital assets. A capital asset is considered
impaired when its service utility has declined significantly and unexpectedly. This Statement also
clarifies and establishes accounting requirements for insurance recoveries. This statement will be
effective for the University for fiscal year ending June 30, 2006.

In April 2004 the GASB issued Statement No. 43, Financial Reporting for Post employment
Benefit Plans Other Than Pension Plans. This Statement establishes uniform financial reporting
standards for OPEB plans and supersedes the interim guidance included in Statement No. 26,
Financial Reporting for Post employment Healthcare Plans Administered by Defined Benefit
Pension Plans. The approach followed in this Statement generally is consistent with the approach
adopted in Statement No. 25, Financial Reporting for Defined Benefit Pension Plans and Note
Disclosures for Defined Contribution Plans, with modifications to reflect differences between
pension plans and OPEB plans. This statement will be effective as follows:

The requirements of this Statement for OPEB plan reporting are effective one year prior to
the effective date of Statement 45 for the employer (single-employer plan) or for the largest
participating employer in the plan (multiple-employer plan). The requirements of this
Statement are effective in three phases based on a government's total annual revenues in
the first fiscal year ending after June 15, 1999:

* Plans in which the sole or largest employer is a phase 1 government—with annual
revenues of $100 million or more—are required to implement this Statement in
financial statements for periods beginning after December 15, 2005.

* Plans in which the sole or largest employer is a phase 2 government—with total
annual revenues of $10 million or more but less than $100 million—are required to
implement this Statement in financial statements for periods beginning after
December 15, 2006.

* Plans in which the sole or largest employer is a phase 3 government—with total

annual revenues of less than $10 million—are required to implement this
Statement in financial statements for periods beginning after December 15, 2007.

If comparative financial statements are presented, restatement of prior-period financial
statements is required. Early implementation is encouraged.
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14. Significant New Accounting Pronouncement (continued)

In May 2004, the GASB issued Statement No. 44, Economic Condition Reporting: The Statistical
Section - an amendment of NCGA Statement 1. This Statement amends the portions of NCGA
Statement 1, Govermmental Accounting and Financial Reporting Principles, that guide the
preparation of the statistical section. The statistical section presents detailed information, typically
in ten-year trends, that assists users in utilizing the basic financial statements, notes to basic
financial statements, and required supplementary information to assess the economic condition of a
government. This statement is effective for Statistical sections prepared for periods beginning after
June 15, 2005.

In July 2004 the GASB issued Statement No. 45, Accounting and Financial Reporting by
Employers for Post employment Benefits Other Than Pensions. This Statement improves the
relevance and usefulness of financial reporting by (a)requiring systematic, accrual-basis
measurement and recognition of OPEB cost (expense) over a period that approximates employees’
years of service and (b)providing information about actuarial accrued liabilities associated with
OPEB and whether and to what extent progress is being made in funding the plan. This statement
will be effective as follows:

The requirements of this Statement are effective in three phases based on a government's
total annual revenues in the first fiscal year ending after June 15, 1999:

*  Governments that were phase 1 governments for the purpose of implementation of
Statement 34—those with annual revenues of $100 million or more—are required
to implement this Statement in financial statements for periods beginning after
December 15, 2006.

* Governments that were phase 2 governments for the purpose of implementation of
Statement 34—those with total annual revenues of $10 million or more but less than
$100 million—are required to implement this Statement in financial statements for
periods beginning after December 15, 2007.

* Governments that were phase 3 governments for the purpose of implementation of
Statement 34—those with total annual revenues of less than $10 million—are
required to implement this Statement in financial statements for periods beginning
after December 15, 2008.

Earlier application of this Statement is encouraged. All component units should implement
the requirements of this Statement no later than the same year as their primary government.
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14. Significant New Accounting Pronouncement (continued)

In December 2004, the GASB issued Statement No. 46, Net Assets Restricted by Legislation - an
amendment of GASB Statement No. 34. This Statement clarifies that a legally enforceable enabling
legislation restriction is one that a party external to a government—such as citizens, public interest
groups, or the judiciary—can compel a government to honor. The Statement states that the legal
enforceability of an enabling legislation restriction should be reevaluated if any of the resources
raised by the enabling legislation are used for a purpose not specified by the enabling legislation or
if a government has other cause for reconsideration. Although the determination that a particular
restriction is not legally enforceable may cause a government to review the enforceability of other
restrictions, it should not necessarily lead a government to the same conclusion for all enabling
legislation restrictions. This statement is effective for periods beginning after June 15, 2005.
Earlier application is encouraged.

15. Subsequent Events

On July 29, 2005, the Legislative Assembly of Puerto Rico approved Law 36 which amended Law
Act 139 of 1999, reinstating the funds to the University corresponding to the Slot Machines
Revenue.

On September 26, 2005, the Medical Science Campus was granted a Public Health Grant of $15
million development of research infrastructure and capacity for the conduct, collaboration and
promotion of scientifically meritorious research. The University will receive this during the next
three years, for a total award of $15 million.

On November 19, 2005, the Board of Trustees of the University approved a Resolution
(Certification No. 43 2005-2006) authorizing the execution and delivery of separate Master
Agreements, refunding a portion of its bonds and also simultaneously issuing bonds (New Money)
to defray the cost of certain necessary capital improvements at the University of Puerto Rico.
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Schedule of Changes in Sinking Fund Reserve
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2005 2004
Bond Bond Bond Bond
Service Reserve Service Reserve
Account Account Total Account Account Total
Additions:
Transfer from Reserve Account $ 4834555 § - $ 4,834,555 $ 3,607,039 N - $ 3,607,039
Transfer from unrestricted current funds 33,039,508 1,677,432 34,716,940 39,508,764 4,084,757 43,593,520
Net increase in fair marker value of investments 47,519 41,939 89,458 1 160,694 160,694
Interest Earned on Investments 148,874 697,944 846,818 102,704 274,648 377,352
Total receipts 38,070,456 2417315 40,487,771 43,218,507 4,520,098 47,738,605
Deductions:
Payments of bond interest 20,815,446 - 20,815,446 22,048,516 - 22,048,516
Payments of bond principal 17,255,000 - 17,255,000 21,170,000 - 21,170,000
Transfer to Reserve Account - 4,834,555 4,834,555 - 3,607,039 3,607,039
Total digbursements 38,070,446 4,834,555 42,905,001 43,218,516 3,607,039 46,825,555
Net increase/(decrease) for the year 10 (2,417,240) (2,417,230) ) 913,059 913,050
Balances at beginning of year 0 41,573,018 41,573,018 10 40,659,959 40,659,969
Balance at end of year $ 10 § 39,155,778  $ 39,155,788 $ 1 $ 41,573,018 $ 41,573,019
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Report on Independent Auditors
on Compliance and Internal Control Over Financial Reporting
in Accordance with Government Auditing Standards

Board of Trustees
University of Puerto Rico

We have audited the financial statements of the University of Puerto Rico (the University) as of and for
the year ended June 30, 2005, and have issued our report thereon dated October 31, 2005. We conducted
our audit in accordance with generally accepted auditing standards and the standards applicable to
financial audits contained in Government Auditing Standards, issued by the Comptroller General of the
United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the University’s internal control over financial
reporting in order to determine our auditing procedures for the purpose of expressing our opinion on the
financial statements and not to provide an opinion on the internal control over financial reporting. Our
consideration of the internal control over financial reporting would not necessarily disclose all matters in
the internal control over financial reporting that might be material weaknesses. A material weakness is a
reportable condition in which the design or operation of one or more of the internal control components
does not reduce to a relatively low level the risk that misstatements caused by errors or fraud in amounts
that would be material in relation to the financial statements being audited may occur and not be detected
within a timely period by employees in the normal course of performing their assigned functions. We
noted no matters involving the internal control and its operation that we consider to be a material
weakness. However, we noted other matters involving the internal control over financial reporting that
we have reported to management of the University in a separate letter dated November 29, 2004.

Compliance

As part of obtaining reasonable assurance about whether the University’s financial statements are free of
material misstatement, we performed tests of its compliance with certain provisions of laws, regulations,
contracts and grants, noncompliance with which could have a direct and material effect on the
determination of financial statement amounts. However, providing an opinion on compliance with those
provisions was not an objective of our audit and, accordingly, we do not express such an opinion. The
results of our tests disclosed no instances of noncompliance that are required to be reported under
Government Auditing Standards. However, we noted certain immaterial instances of noncompliance that
we have reported to management of the University in a separate letter dated October 31, 2005.

This report is intended for the information of the board of trustees, management and Federal awarding
agencies and pass-through entities and is not intended to be and should not be used by anyone other than

these specified parties.
é/vmt ¥ LLP

October 31, 2005

Stamp No. 2093889
affixed to original
of this report.
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