UNIVERSITY OF PUERTO RICO AT CAYEY

Office of the Chancellor

April 30,2019

Dr. Elizabeth Sibolski, President

Middle States Commission on Higher Education
3624 Market Street, 2" Floor West
Philadelphia, PA 19104

RE: UNIVERSITY OF PUERTO RICO CAYEY 2018 AUDITED FINANCIAL
STATEMENTS AND SINGLE AUDIT

Dear doctor Sibolski:

As requested in your letter of March 18, 2019, attached are the University of Puerto
Rico audited financial statements and single audit for fiscal year 2018 along with the
evidence of our submission to the US Department of Education.

As presented at the Show Cause Appearance in March 2019, the UPR Cayey
management has taken the following steps to support Central Administration’s efforts in
achieving timely submission of fiscal year 2019 financial statements and single audit:

Established a financial and accounting closing process calendar with detailed
activities to be carried out with datelines and the office responsible for performing
the tasks. The calendar also provides for recording the date on which the task is
completed so that an assessment of the processes can be made and corrective
actions can be taken, if necessary.

Use of an on-line centralized repository for all requested documentation;
Identified key complex areas to reduce potential process holdups;

Convened regular meetings with the Chancellor, Finance Director, Dean of
Administration and the Audit Coordinator to oversee the closing process and
audit requirements;

Established bimonthly Staff meetings with the Chancellor to discuss any situation
that requires immediate support concerning accounting issues or related matters;
Discussion of status concerning the financial statements and audit in the UPR
President and Chancellors Meetings. In addition, the UPR Central Administration
Finance Director attends those meetings;

Offer training to the finance and accounting personnel.
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Finally, for the next Fiscal Year 2020, quarterly closings will be performed to ensure
completed our processes as scheduled, as well as the delivery of all the information that
is required by Central Administration. We are certain that these steps will improve our
readiness in accomplishing our goal to submit timely and accurate financial audits to the
MSCHE and the US Department of Education, amongst others.

Sincerely,
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" Your FYE 06/30/2018 Annual Submission
submitted on 04/29/2019 18:34:10 has been
received. Review of your submission has not yet
started.
Your FYE 06/30/2017 Annual Submission
submitted on 03/01/2019 16:41:08 is under FSA
review,
A Final Audit Determination letter was sent to your
institution on 04/04/2019 for your FYE 06/30/2017
Annual Submission.
Your FYE 06/30/2017 Annual Submission
submitted on 02/15/2019 16:25:19 is incomplete.
Click here to view the Incomplete Letter
The Incomplete Letter must be viewed before
Resubmission
Your FYE 06/30/2016 Annual Submission
submitted on 05/17/2018 15:28:15 is under FSA
review.
Compliance Audit: The compliance Audit portion
contains one or more findings that require final
resolution. A final Audit Determination letter will be
sent once review is complete.
A Final Audit Determination letter was sent to your
institution on 11/01/2018 for your FYE 06/30/2016
Annual Submission.
Your FYE 06/30/2015 Annual Submission
submitted on 10/19/2016 15:23:00 is under FSA
review,
Compliance Audit: The compliance Audit portion
contains one or more findings that require final
resolution. A final Audit Determination letter will be
sent once review is complete.
A Final Audit Determination letter was sent to your
institution on 04/17/2017 for your FYE 06/30/2015
Annual Submission.
Your FYE 06/30/2015 Annual Submission
submitted on 10/14/2016 09:01:32 is incomplete.
Click here to view the Incomplete Letter
The Incomplete Letter must be viewed before
Resubmission
Your FYE 06/30/2015 Annual Submission
submitted on 09/07/2016 19:11:23 is incomplete.
Click here to view the Incomplete Letter
The Incomplete Letter must be viewed before
Resubmission
Your FYE 06/30/2014 Annual Submission
submitted on 03/31/2015 17:25:41 has been
reviewed and is complete.
A Final Audit Determination letter was sent to your
institution on 09/16/2015 for your FYE 06/30/2014
Annual Submission.
Your FYE 06/30/2013 Annual Submission
submitted on 04/09/2014 18:02:34 has been
reviewed and is complete.
® A Final Audit Determination letter was sent to your

institution on 07/14/2014 for your FYE 06/30/2013

1/4


https://ezaudit.ed.gov/EZWebApp/default.do
https://ezaudit.ed.gov/EZWebApp/institutionHome.do
https://ezaudit.ed.gov/public_manual.pdf
https://ezaudit.ed.gov/EZWebApp/logout.do
https://ezaudit.ed.gov/EZWebApp/changeFiscalYear.do?subId=287984
https://ezaudit.ed.gov/EZWebApp/waiverRequest.do?subId=273824
https://ezaudit.ed.gov/EZWebApp/financialStatementInfo.do?subId=286393
https://ezaudit.ed.gov/EZWebApp/programAuditInfo.do?subId=830236
https://ezaudit.ed.gov/EZWebApp/additionalInfo.do
https://ezaudit.ed.gov/EZWebApp/historicalSubmissions.do
https://ezaudit.ed.gov/EZWebApp/myProfile.do
https://ezaudit.ed.gov/EZWebApp/institutionProfile.do
http://www.ed.gov/
http://fsa4schools.ed.gov/SCHOOLSWebApp/index.jsp
https://ezaudit.ed.gov/EZWebApp/institutionProfile.do?opeId=00394200
javascript:submitIncompleteLetter(858113);
javascript:submitIncompleteLetter(831136);
javascript:submitIncompleteLetter(830237);
osi
Highlight

osi
Highlight

osi
Highlight


4/29/2019

https://ezaudit.ed.gov/EZWebApp/submit.do

eZ-Audit Web Site

Annual Submission.
® Your FYE 06/30/2012 Annual Submission
submitted on 12/12/2013 15:46:34 is under FSA
review.
Compliance Audit: The compliance Audit portion
contains one or more findings that require final
resolution. A final Audit Determination letter will be
sent once review is complete.
A Final Audit Determination letter was sent to your
institution on 06/10/2014 for your FYE 06/30/2012
Annual Submission.
Your FYE 06/30/2011 Annual Submission
submitted on 09/14/2012 15:00:04 is under FSA
review.
Compliance Audit: The compliance Audit portion
contains one or more findings that require final
resolution. A final Audit Determination letter will be
sent once review is complete.
A Final Audit Determination letter was sent to your
institution on 03/12/2013 for your FYE 06/30/2011
Annual Submission.
Your FYE 06/30/2010 Annual Submission
submitted on 08/17/2011 16:31:53 has been
reviewed and is complete.
Compliance Audit: The compliance audit contains
no findings and therefore no further action is
required. This notice serves as the Final Audit
Determination Letter.
Your FYE 06/30/2010 Annual Submission
submitted on 08/15/2011 16:35:02 is incomplete.
Click here to view the Incomplete Letter
The Incomplete Letter must be viewed before
Resubmission
Your FYE 06/30/2010 Annual Submission
submitted on 08/12/2011 18:02:41 is incomplete.
Click here to view the Incomplete Letter
The Incomplete Letter must be viewed before
Resubmission
Your FYE 06/30/2009 Annual Submission
submitted on 10/08/2010 15:08:52 has been
reviewed and is complete.
Compliance Audit: The compliance audit contains
findings. Click here to view the Final Audit
Determination Letter.
A Final Audit Determination letter was sent to your
institution on 04/05/2011 for your FYE 06/30/2009
Annual Submission.
Your FYE 06/30/2008 Annual Submission
submitted on 07/21/2009 11:14:50 has been
reviewed and is complete.
A Final Audit Determination letter was sent to your
institution on 01/07/2010 for your FYE 06/30/2008
Annual Submission.
Your FYE 06/30/2008 Annual Submission
submitted on 06/30/2009 19:19:40 is incomplete.
Click here to view the Incomplete Letter
The Incomplete Letter must be viewed before
Resubmission
Your FYE 06/30/2007 Annual Submission
submitted on 05/01/2008 11:08:58 has been
reviewed and is complete.
A Final Audit Determination letter was sent to your
institution on 10/28/2008 for your FYE 06/30/2007
Annual Submission.
Your FYE 06/30/2006 Annual Submission
submitted on 03/30/2007 03:08:38 has been
reviewed and is complete.
A Final Audit Determination letter was sent to your
institution on 08/16/2007 for your FYE 06/30/2006
Annual Submission.
Your FYE 06/30/2005 Annual Submission
submitted on 04/20/2006 08:18:38 has been
reviewed and is complete.
® A Final Audit Determination letter was sent to your
institution on 10/17/2006 for your FYE 06/30/2005
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Annual Submission.

Your FYE 06/30/2005 Annual Submission
submitted on 03/29/2006 03:16:42 is incomplete.
Click here to view the Incomplete Letter

The Incomplete Letter must be viewed before
Resubmission

Your FYE 06/30/2004 Annual Submission
submitted on 08/30/2005 09:22:37 has been
reviewed and is complete.

A Final Audit Determination letter was sent to your
institution on 06/16/2006 for your FYE 06/30/2004
Annual Submission.

Your FYE 06/30/2003 Annual Submission
submitted on 08/30/2005 09:20:42 has been
reviewed and is complete.

A Final Audit Determination letter was sent to your
institution on 06/16/2006 for your FYE 06/30/2003
Annual Submission.

Your FYE 06/30/2004 Annual Submission
submitted on 08/12/2005 10:23:23 is incomplete.
Click here to view the Incomplete Letter

The Incomplete Letter must be viewed before
Resubmission

Your FYE 06/30/2003 Annual Submission
submitted on 08/12/2005 10:20:59 is incomplete.
Click here to view the Incomplete Letter

The Incomplete Letter must be viewed before
Resubmission

Your FYE 06/30/2004 Annual Submission
submitted on 07/08/2005 02:56:35 is incomplete.
Click here to view the Incomplete Letter

The Incomplete Letter must be viewed before
Resubmission

Your FYE 06/30/2003 Annual Submission
submitted on 07/08/2005 02:51:50 is incomplete.
Click here to view the Incomplete Letter

The Incomplete Letter must be viewed before
Resubmission

Your FYE 06/30/2003 Annual Submission
submitted on 06/28/2005 11:26:43 is incomplete.
Click here to view the Incomplete Letter

The Incomplete Letter must be viewed before
Resubmission

Your FYE 06/30/2004 Annual Submission
submitted on 06/20/2005 07:47:45 is incomplete.
Click here to view the Incomplete Letter

The Incomplete Letter must be viewed before
Resubmission

Your FYE 06/30/2003 Annual Submission
submitted on 06/20/2005 07:45:37 is incomplete.
Click here to view the Incomplete Letter

The Incomplete Letter must be viewed before
Resubmission

Your FYE 06/30/2004 Annual Submission
submitted on 06/06/2005 01:33:47 is incomplete.
Click here to view the Incomplete Letter

The Incomplete Letter must be viewed before
Resubmission

Your FYE 06/30/2003 Annual Submission
submitted on 06/06/2005 01:20:28 is incomplete.
Click here to view the Incomplete Letter

The Incomplete Letter must be viewed before
Resubmission

Your FYE 06/30/2004 Annual Submission
submitted on 05/17/2005 08:51:56 is incomplete.
Click here to view the Incomplete Letter

The Incomplete Letter must be viewed before
Resubmission

Your FYE 06/30/2003 Annual Submission
submitted on 05/17/2005 08:35:42 is incomplete.
Click here to view the Incomplete Letter

The Incomplete Letter must be viewed before
Resubmission

Your Change in FY End Submission submitted on
03/31/2005 02:46:33 has been approved.
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4/29/2019 Universidad de Puerto Rico Mail - Single Audit Submission - Auditee Completed Certification for UNIVERSITY OF PUERTO RICO - Rep...

l ' P I ! Antonio Tejera Rocafort <antonio.tejera@upr.edu>

Universidad de Puerta Rico

Single Audit Submission - Auditee Completed Certification for UNIVERSITY OF
PUERTO RICO - Report ID: 800923

1 message

Federal Audit Clearinghouse <govs.fac.ides@census.gov> Mon, Apr 29, 2019 at 7:12 PM

To: ANTONIO. TEJERA@upr.edu, ARTURO.ONDINA@ey.com, GLORIA.SOTO@upr.edu, GUILLERMO.TORRES@ey.com,

IRAIDA.GARCIACASALDUC@ey.com, MATIAS.COLOMBO@ey.com
04/29/2019
AUDITEE NAME: UNIVERSITY OF PUERTO RICO
REPORT ID: 800923
FISCAL YEAR END DATE: 06/30/2018
The auditee has electronically certified (signed) the Form SF-SAC for the above referenced organization.
After the auditor and auditee have both certified the Form SF-SAC, please complete the final step and submit the Single
Audit package.

Sincerely,

Federal Audit Clearinghouse
https://harvester.census.gov/facides
govs.fac.ides@census.gov

https://mail.google.com/mail/u/0?ik=9e48697092&view=pt&search=all&permthid=thread-f%3A1632191966514052370%7Cmsg-f%3A1632191966514...
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4/29/2019 Universidad de Puerto Rico Mail - Single Audit Submission Received for UNIVERSITY OF PUERTO RICO - Report ID: 800923

l ' P I ! Antonio Tejera Rocafort <antonio.tejera@upr.edu>

Universidad de Puerta Rico

Single Audit Submission Received for UNIVERSITY OF PUERTO RICO - Report ID:
800923

1 message

Federal Audit Clearinghouse <govs.fac.ides@census.gov> Mon, Apr 29, 2019 at 7:26 PM

To: ANTONIO. TEJERA@upr.edu, ARTURO.ONDINA@ey.com, GLORIA.SOTO@upr.edu, GUILLERMO.TORRES@ey.com,
IRAIDA.GARCIACASALDUC@ey.com, MATIAS.COLOMBO@ey.com

04/29/2019

AUDITEE NAME: UNIVERSITY OF PUERTO RICO

REPORT ID: 800923

FISCAL YEAR END DATE: 06/30/2018

Dear ANTONIO TEJERA:

The Single Audit report for your organization has been submitted to the Federal Audit Clearinghouse (FAC).

The FAC will now process your submission and send you an e-mail once this is completed. If there are no errors, you will
receive an email to let you know that your submission has been accepted by the FAC. If the submission has errors, you
will receive an email identifying these errors and the steps needed to correct them.

Sincerely,

Federal Audit Clearinghouse

https://harvester.census.gov/facides
govs.fac.ides@census.gov

https://mail.google.com/mail/u/0?ik=9e48697092&view=pt&search=all&permthid=thread-f%3A1632192863766377924%7Cmsg-f%3A1632192863766...
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University of Puerto Rico

Audited Financial Statements and
Reports and Schedule Required by the Uniform Guidance

Year Ended June 30, 2018
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Report of Independent Auditors

Governing Board
University of Puerto Rico

Report on the Financial Statements

We have audited the accompanying financial statements of the business-type activities and the aggregate
discretely presented component units of the University of Puerto Rico (the “University”), a component unit
of the Commonwealth of Puerto Rico, as of and for the year ended June 30, 2018, and the related notes to
the financial statements, which collectively comprise the University’s basic financial statements as listed
in the table of contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
conformity with U.S. generally accepted accounting principles; this includes the design, implementation,
and maintenance of internal control relevant to the preparation and fair presentation of financial statements
that are free of material misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We did not audit
the financial statements of Desarrollos Universitarios, Inc., a blended component unit of the University,
which financial statements reflect total assets constituting 5%, total net position constituting 0.5% and total
revenues constituting 0.6%, of the related University’s totals. Those financial statements were audited by
other auditors whose report has been furnished to us, and our opinion, insofar as it relates to the amounts
included for Desarrollos Universitarios, Inc., is based solely on the report of the other auditors. We also did
not audit the financial statements of Servicios Médicos Universitarios, Inc. (the “Hospital”), University of
Puerto Rico Parking System, Inc. and Material Characterization Center, Inc. (collectively, the
“Companies”), which represent 100% of the aggregate discretely presented component units, as of June 30,
2018. Those financial statements were audited by other auditors whose reports thereon have been furnished
to us, and our opinion, insofar as it relates to amounts included for the aggregate discretely presented
component units, is based solely on the reports of the other auditors. The financial statements of the Hospital
and the Companies were not audited in accordance with Government Auditing Standards. We conducted
our audit 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. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement.

1904-3113403 1
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An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditor’s judgment, including the assessment
of the risks of material misstatement of the financial statements, whether due to fraud or error. In making
those risk assessments, the auditor considers internal control relevant to the entity’s preparation and fair
presentation of the financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s internal
control. Accordingly, we express no such opinion. An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of significant accounting estimates made by management,
as well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
audit opinions.

Opinions

In our opinion, based on our audit and the reports of the other auditors, the financial statements referred to
above present fairly, in all material respects, the respective financial position of the business-type activities
and the aggregate discretely presented component units of the University as of June 30, 2018, and the
respective changes in financial position and, where applicable, cash flows thereof for the year then ended
in conformity with U.S. generally accepted accounting principles.

The University’s Ability to Continue as a Going Concern

The accompanying financial statements have been prepared assuming that the University will continue as
a going concern. As discussed in Note 2 to the financial statements, the University is highly dependent on
the Commonwealth of Puerto Rico (the Commonwealth) appropriations to finance its operations. The
financial difficulties experienced by the Commonwealth, including the uncertainty as to its ability to fully
satisfy its obligations, raises substantial doubt about the University’s ability to continue as a going concern.
Management’s plans in regard to these matters are also described in Note 2. The financial statements do
not include any adjustments that might result from the outcome of this uncertainty. Our opinion is not
modified with respect to this matter.

Change in Accounting for Postretirement Benefits Other than Pensions
As discussed in Note 1 to the financial statements, the University adopted the provisions under GASB

Statement No. 75, Accounting and Financial Reporting for Postretirement Benefits Other than Pensions, as
of July 1, 2017. Our opinion is not modified with respect to this matter.

1904-3113403 2
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Required Supplementary Information

U.S. generally accepted accounting principles require that the management’s discussion and analysis on
pages 4-50, schedule of changes in the University’s net pension liability and related ratios on page 141,
schedule of University’s contributions- pension plan on page 142 and the Schedule of changes in the
University’s total OPEB liability and related ratios on page 146 be presented to supplement the basic
financial statements. Such information, although not a part of the basic financial statements, is required by
the Governmental Accounting Standards Board which considers it to be an essential part of financial
reporting for placing the basic financial statements in an appropriate operational, economic or historical
context. We have applied certain limited procedures to the required supplementary information in
accordance with auditing standards generally accepted in the United States, which consisted of inquiries of
management about the methods of preparing the information and comparing the information for consistency
with management’s responses to our inquiries, the basic financial statements, and other knowledge we
obtained during our audit of the basic financial statements. We do not express an opinion or provide any
assurance on the information because the limited procedures do not provide us with sufficient evidence to
express an opinion or provide any assurance.

Other Information

Our audit was conducted for the purposes of forming opinions of the basic financial statements that
collectively comprise the University of Puerto Rico’s financial statements. The other information on page
147 is presented for purposes of additional analysis and is not a required part of the basic financial
statements. The other information on page 147 has not been subjected to the auditing procedures applied in
the audit of the basic financial statements, and accordingly, we do not express an opinion or provide any
assurance on it.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we also have issued our report dated April 29, 2019,
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 grant agreements and other matters.
The purpose of that report is solely 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 effectiveness
of the University’s internal control over financial reporting or on compliance. That report is an integral part
of an audit performed in accordance with Government Auditing Standards in considering University’s ’s

internal control over financial reporting and compliance.
ém ¥ MLL?

April 29, 2019

Stamp No. E376393
affixed to

original of

this report.
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University of Puerto Rico
(A Component Unit of the Commonwealth of Puerto Rico)
Management’s Discussion and Analysis
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Introduction

The University of Puerto Rico (the University), founded in 1903, is a state supported university system
created by Law No. 1 of January 20, 1966, “Law of the University of Puerto Rico” (“Act No. 17), as
amended, with the mission to serve the people of Puerto Rico and contribute to the development and
enjoyment of the fundamental, ethical and esthetic values of Puerto Rican culture, and committed to the
ideals of a democratic society. To advance its mission, the University strives to provide high quality
education and create new knowledge in the Arts, Sciences and Technology.

The University is a public corporation of the Commonwealth of Puerto Rico (the Commonwealth) governed
by a fourteen-member Governing Board, of which eight members are appointed by the Governor of Puerto
Rico and confirmed by the Senate of Puerto Rico for a term of six years. The remaining members of the
Governing Board consist of two tenured professors and two full-time students. The Secretary of the
Department of Education of the Commonwealth and the Executive Director of the Puerto Rico Fiscal
Agency and Financial Advisory Authority or their designees become ex-officio members of the Governing
Board. The terms for the students and professors are one year.

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

The University is the oldest and largest institution of higher education in Puerto Rico with a history of
academic excellence. Commonwealth appropriations are the principal source of the University revenues.
Additional revenues are derived from tuitions, federal grants, patient services, auxiliary enterprises, interest
income, and other sources.

The University capacity to attract federal funding for research, training, public service and other endeavors
to advance its mission and priorities is certainly a premier strength. A broad range of federal agencies
currently sponsors the University research activity in the Sciences, Health Sciences, Engineering,
Technology and the Arts. Efforts continue to increase and diversify sources of funding.

The University of Puerto Rico system includes all the campuses at Rio Piedras, Mayagiiez, Medical
Sciences, Cayey, Humacao, Ponce, Bayamon, Aguadilla, Arecibo, Carolina and Utuado, and the Central
Administration. The Middle States Commission on Higher Education is the regional accreditation entity of
the eleven campuses of the University.

The financial reporting entity consists of the University and its Component Units which are legally separate
organizations for which the University is financially accountable. The University of Puerto Rico consists
of the University and its blended component unit. The definition of the reporting entity is based primarily
on the notion of financial accountability. The University is financially accountable for the organizations
that make up its legal entity. It is also financially accountable for legally separate organizations if its
officials appoint a voting majority of an organization’s governing body and either it is able to impose its
will on that organization or there is a potential for the organization to provide specific financial benefits to,
or to impose specific financial burdens on the University. The University may also be financially
accountable for organizations that are fiscally dependent on it if there is a potential for the organizations to
provide specific financial benefits to the University or impose specific financial burdens on the University
regardless of whether the organizations have separate elected governing boards, governing boards
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appointed by higher levels of government or jointly appointed boards. The University is financially
accountable for all of its Component Units.

Most Component Units are included in the financial reporting entity by discrete presentation. One of the
component units, despite being legally separate from the University, is so integrated with the University
that it is in substance part of the University. This component unit is blended with the University.

Blended Component Unit: Desarrollos Universitarios, Inc. (“DUI”), a blended component unit, although
legally separate, is reported as if it was part of the University because its debt is expected to be repaid
entirely or almost entirely with resources of the University.

DUI is a nonstock corporation that is governed by a separate board. DUI was organized on January 22,
1997, under the laws of the Commonwealth of Puerto Rico, as a not-for-profit organization. DUI 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. DUI developed the Plaza Universitaria Project, which consists of a student housing facility, a
multi-story parking building and an institution building to house administrative, student service and support
functions, and, to a lesser extent, to lease commercial space.

Discretely Presented Component Units: All discretely presented component units are legally separate from
the primary government and are nonstock corporations governed by separate boards. These entities are
reported as discretely presented component units because the University appoints a majority of these
organization’s boards, is able to impose its will on them, or a financial benefit/burden situation exists. They
include the following:

1. Servicios Médicos Universitarios, Inc. (“the Hospital” or “SMU”)
2. University of Puerto Rico Parking System, Inc. (“UPRPS”)
3. Materials Characterization Center, Inc. (“MCC”)

The Hospital is a not-for-profit acute care corporation, organized under the Laws of the Commonwealth of
Puerto Rico, on February 11, 1998, to operate and administer healthcare units. The principal objectives of
the Hospital are to constitute it as the principal medical education institution of the University and to offer
healthcare services to the residents of Puerto Rico.

UPRPS was organized on May 5, 2000, under the laws of the Commonwealth of Puerto Rico, as a not-for-
profit organization. UPRPS was organized to operate the parking facilities of the University system. UPRPS
operates the parking facilities of the Medical Sciences and Rio Piedras campuses.

MCC was organized on April 15, 1999, under the laws of the Commonwealth of Puerto Rico, as a not-for-
profit organization. MCC was organized to provide a much-needed accessible and reliable center to
chemically and physically characterize materials from the pharmaceutical as well as other manufacturing
endeavors. MCC is administrated in conjunction with the College of Natural Sciences of the Rio Piedras
Campus of the University.

The financial statements of the discretely presented component units have a June 30 year-end, except for
MCC, which has a December 31 year-end.
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An annual audit of each organization’s financial statements is conducted by independent certified public
accountants. Financial statements and information relating to the component units may be obtained from
their respective administrative officers.

The following discussion presents an overview of the financial position and financial activities of the
University and its blended component unit (hereafter referred as the “University”) for the years ended
June 30, 2018 and 2017. It excludes its discretely presented component units. This discussion and analysis
should be read in conjunction with the basic financial statements of the University, including the notes
thereto.

Financial Highlights

As of June 30, 2018, the University had total assets of $1.44 billion, total deferred outflows of resources of
$919.8 million, total liabilities of $4.11 billion, total deferred inflows of resources of $126.3 million and
net deficit of $1.87 billion. As of June 30, 2017, the University had total assets of $1.50 billion, total
deferred outflows of resources of $222.1 million, total liabilities of $2.92 billion, total deferred inflows of
resources of $172.9 million and net deficit of $1.37 billion.

The most significant fluctuations in the statements of net position came from the changes in the net pension
liability, the total other post-employment benefit (OPEB) liability and their related deferred outflows and
inflows of resources. The net pension liability which amounted to approximately $2.97 billion and $2.01
billion as of June 30, 2018 and 2017, respectively, increased by approximately $961.5 million or 48% in
fiscal year 2018. The increase in the net pension liability mainly resulted from the decrease in the discount
rates used to calculate the total pension liability, which amounted to 3.92% and 5.89% in fiscal years 2018
and 2017, respectively.

The total OPEB liability which amounted to approximately $232.1 million and $14.2 million as of June 30,
2018 and 2017, respectively, increased by approximately $217.9 million in fiscal year 2018, when
compared to prior year balance. As further explained in the section “Overview of the Basic Financial
Statements™, as of July 1, 2017, the University adopted Governmental Accounting Standards Board
(“GASB”) Statement No. 75, Accounting and Financial Reporting for Postemployment Benefits Other Than
Pensions (OPEB) (“GASB Statement No. 75) which establishes standards for recognizing and measuring
liabilities, deferred outflows of resources, deferred inflows of resources, and expenses related to OPEB. At
transition, the impact of GASB Statement No. 75 decreased the net position as of July 1, 2017 by
approximately $205.8 million, recognized a deferred outflow of resources for the OPEB employer’s
contributions made after the June 30, 2016 measurement date of approximately $9.9 million and increased
the total OPEB liability by approximately $215.7 million.

Deferred outflows of resources related to pension and OPEB activities which amounted to approximately
$918.1 million and $220.2 million as of June 30, 2018 and 2017, respectively, increased by approximately
$697.9 million in fiscal year 2018, when compared to prior year balance. Deferred inflows of resources
related to pension activities which amounted to approximately $126.3 million and $172.9 million as of
June 30, 2018 and 2017, respectively, decreased by approximately $46.6 million in fiscal year 2018.
Changes in these deferred outflows and inflows of resources mainly resulted from the changes in
assumptions and other input and from differences between expected and actual experience.
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The University’s net deficit position increased by $499.6 million or 36% in fiscal year 2018, when
compared to prior year balance. In fiscal year 2018, the operating loss which amounted to approximately
$1.20 billion exceeded by approximately $294.0 million the total nonoperating revenues, net which
amounted to approximately $909.2 million. In fiscal year 2017, total nonoperating revenues, net which
amounted to approximately $1.11 billion exceeded by approximately $128.4 million the operating loss
which amounted to approximately $984.8 million.

In fiscal year 2018, nonoperating revenues, net decreased by approximately $204.0 million or 18%, when
compared to prior year balance. In fiscal year 2018, the Commonwealth appropriations and Federal Pell
Grant program revenues which amounted to approximately $733.1 million and $187.3 million, respectively,
decreased by approximately $201.3 million and $2.1 million, respectively, when compared to 2017 balances
of $934.4 million and $189.4 million, respectively, mainly as a result of the decrease of $202.7 million in
the Commonwealth formula appropriations, as explained below. In addition, in fiscal year 2018, the
University recognized an impairment loss on capital assets of approximately $16.3 million as a result of the
damages caused by the passage of Hurricanes Maria and Irma through the Island of Puerto Rico in
September 2017.

The change in the net operating loss in fiscal year 2018 was mainly caused by the change in the pension
cost. In fiscal years 2018 and 2017, the University recognized a pension cost of approximately $304.7
million and $42.7 million, respectively, in accordance with GASB Statement No. 68, Accounting and
Financial Reporting for Pensions- an Amendment of GASB Statement No. 27 (GASB Statement No. 68)
which caused an increase in benefits of $262.0 million in fiscal year 2018.

The University’s cash position amounted to approximately $264.3 million as of June 30, 2018, a decrease
of $49.1 million or 16%, when compared with the University’s cash position of approximately $313.4
million as of June 30, 2017. The decrease in the University’s cash position in 2018 mainly resulted from
the excess of the net cash used in the operating activities which amounted to approximately $881.9 million
and the net cash used in the capital and related financing activities which amounted to approximately $93.6
million over the net cash provided by the noncapital financing activities which amounted to approximately
$928.0 million. The decrease in the University’s cash position was mainly caused by the decrease in the
Commonwealth’s appropriations. In accordance with the Commonwealth Budget for the fiscal year 2018
certified by the Oversight Board of PROMESA, the Commonwealth formula amounted to $631.2 million,
a decrease of approximately $202.7 million when compared with the Commonwealth’s formula
appropriation of $833.9 million for 2017. In addition, in fiscal year 2018, the University made an additional
payment of about $20 million to the trustee of the University System Revenue Bonds corresponding to
unremitted deposits for the fiscal year 2017.

The reasons for the changes in net position and cash flows are explained in the section entitled “Analysis

of Net Position and Changes in Net Position.” An overview of the statements is presented below along with
a financial analysis of the transactions impacting the statements.
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Condensed financial statements for the University as of and for the years ended June 30, 2018 and 2017,
follows:

Condensed Statements of Net Position (Deficit) (In thousands)

June 30
2018 2017
(As Previously
Assets: Reported)
Current assets:
Cash and cash equivalents $ 255,302 $ 304,138
Investments 67,266 45436
Accounts receivable, net 14,682 17,001
Due from Federal Government, net 37,616 33,584
Due from related parties, net 16,165 12,972
Other assets 5,665 4,663
Total current assets 396,696 417,794
Noncurrent assets:
Investments 205,425 199,523
Capital assets, net 823,916 866,457
Other assets 14,453 14,985
Total noncurrent assets 1,043,794 1,080,965
Total assets 1,440,490 1,498,759
Deferred outflows of resources 919,784 222,111
Total assets and deferred outflows of resources 2,360,274 1,720,870
Liabilities:
Current liabilities:
Accounts payable, accrued liabilities and unearned revenue 110,365 82,007
Long-term debt 102,101 100,861
Other long-term liabilities 33,368 27,442
Total current liabilities 245,834 210,310
Non-current liabilities, net of current portion:
Long-term debt 439,319 466,700
Other long-term liabilities:
Net pension liability 2,968,233 2,006,703
OPEB lhability 232,115 14,153
Other liabilities 222,794 224,569
Total noncurre nt liabilities 3,862,461 2,712,125
Total liabilities 4,108,295 2,922,435
Total deferred inflows of resources 126,312 172913
Total liabilities and deferred inflows of resources 4,234,607 3,095,348
Net position (deficit):
Net investment in capital assets 382,646 390,426
Restricted:
Nonexpendable 118,307 115,180
Expendable 78,678 59,049
Unrestricted (deficit) (2,453,964) (1,939,133)
Total net position (deficit) $ (1,874,333) $ (1,374,478)
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Condensed Statements of Revenues, Expenses and Changes in Net Position (Deficit) (In thousands)
Year Ended June 30

2018 2017
(As Previously
Reported)

Operating revenues:

Tuition and fees, net $ 53,443 $ 47,666

Governmental grants and contracts, net 98,241 96,541

Patient services, net 68,198 75,801

Other operating revenues, net 33,714 42,561
Total operating revenues 253,596 262,569
Operating expenses:

Salaries 574,528 609,820

Benefits- Pension cost and OPEB expense 315,704 58,070

Other benefits 135,888 147,784

Scholarships and fellowships 186,843 193,434

Supplies and other services and utilities 161,977 181,630

Impairment loss on capital assets 16,348 —

Other operating expenses 65,549 56,625
Total operating expenses 1,456,837 1,247,363
Operating loss (1,203,241) (984,794)
Nonoperating revenues (expenses):

Commonwealth and other appropriations 733,099 934,418

Federal Pell Grant program 187,272 189,364

Other nonoperating expenses, net (11,190) (10,631)
Net nonoperating revenues 909,181 1,113,151
Income (loss) before other revenues (294,060) 128,357
Additions to term and permanent endowme nts 15 9
Change in net position (294,045) 128,366
Net position (deficit):
Beginning of year (1,374,478) (1,502,844)
Cumulative effect of change in accounting for OPEB expense (205,810) —
End of year $  (1.874333) $  (1,374478)
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Condensed Statements of Cash Flows (In thousands)

Year Ended June 30

2018 2017

Net cash used in operating activities $ (881,905) $ (965,417)
Net cash provided by noncapital financing activities 927,959 1,135,268
Net cash used in capital and related financing activities (93,619) (45,695)
Net cash used in investing activities (1,513) (2,698)
Net change in cash and cash equivalents (49,078) 121,458
Cash and cash equivalents:

Beginning of year 313,358 191,900

End of year $ 264,280 § 313,358

Refer to the next section “Overview of the Basic Financial Statements” - New Accounting Standards
Adopted, for the changes in the financial statements as required by GASB Statement No. 75, Accounting
and Financial Reporting for Postemployment Benefits Other Than Pensions (OPEB).

In addition, certain reclassifications of prior year balances have been made to conform to the current year
presentation.

Going Concern

The discussion in the following paragraphs regarding the University’s financial and liquidity risks provides
the necessary background and support for management’s evaluation as to whether there is substantial doubt
about the University’s ability to continue as a going concern for 12 months beyond the date of the financial
statements or for an extended period if there is currently known information that may raise substantial doubt
shortly thereafter. GASB Statement No. 56, Codification of Accounting and Financial Reporting Guidance
Contained in the AICPA Statements on Auditing Standards, establishes that the continuation of a legally
separate governmental entity as a going concern is assumed in financial reporting in the absence of
significant information to the contrary. Information that may significantly contradict the going concern
assumption would relate to a governmental entity’s inability to continue to meet its obligations as they
become due without substantial disposition of assets outside the ordinary course of governmental
operations, restructuring of debt, submission to the oversight of a separate fiscal assistance authority or
financial review board, or similar actions. Indicators such as negative trends in operating losses and negative
cash flows, possible financial difficulties such as nonpayment or default of debt and/or restructurings or
noncompliance with capital or reserve requirements, and internal or external matters impacting the
governmental entity’s ability to meet its obligations as they become due, are factors that are considered in
this evaluation.
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The University faces significant risks and uncertainties, including liquidity risk, which is the risk of not
having sufficient liquid financial resources to meet obligations when they come due. The risks and
uncertainties facing the University together with other factors further described below, have led
management to conclude that there is substantial doubt as to the ability of the University to continue as a
going concern in accordance with GASB Statement No. 56.

The University is highly dependent on the Commonwealth’s appropriations to finance its operations. The
financial difficulties being experienced by the Commonwealth have significant adverse impacts on the
University, given its reliance on Commonwealth’s appropriations and lack of available funding alternatives
at reasonable interest rates.

The Commonwealth Going Concern

The Commonwealth and several of its component units face significant risks and uncertainties, including
liquidity risk.

The Commonwealth has incurred recurring deficits, has a negative financial condition, has experienced
further deterioration of its economic condition, has not been able to access the credit markets, and has stated
that substantial doubt exits about the Commonwealth’s ability to continue as a going concern. Additionally,
the Commonwealth is currently restructuring its obligations in an orderly fashion under Title III of the U.S.
Congress Puerto Rico Oversight, Management, and Economic Stability Act (PROMESA) which was signed
by the U.S. President on June 30, 2016.

The Commonwealth is in the midst of a profound fiscal, economic and liquidity crisis, the culmination of
many years of significant governmental deficits, a prolonged economic recession, high unemployment,
population decline, and high levels of debt and pension obligations. Further stressing the Commonwealth’s
liquidity is the vulnerability of revenue streams during times of major economic downturns and large health
care, pension and debt service costs. As the Commonwealth’s tax base has shrunk and its revenues affected
by prevailing economic conditions, health care, pension and debt service costs have become an increasing
portion of the Commonwealth’s General Fund budget, which has resulted in reduced funding available for
other essential services, including appropriations to the University. The Commonwealth’s high level of debt
and unfunded pension liabilities and the resulting required allocation of revenues to service debt and
pension obligations have contributed to significant budget deficits during the past several years, which
deficits the Commonwealth has financed, further increasing the amount of its debt.

These matters and the Commonwealth’s liquidity constraints, among other factors, have adversely affected
its credit ratings and its ability to obtain financing at reasonable interest rates, if at all.

The Commonwealth’s Primary Government reflects a net position deficit/fund balance deficit of
approximately $67 billion as of June 30, 2015 (the most recent audited financial information). The
Commonwealth’s General Fund shown a fund balance (deficit) of approximately $2.1 billion as of June 30,
2015.
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The University Going Concern

The University only had an unrestricted deficit position and a total net deficit position of approximately
$2.45 billion and $1.88 billion, respectively, as of June 30, 2018. The University only has had operating
losses (without considering nonoperating revenues and expenses such as: Commonwealth appropriations,
Federal Pell Grant program and other revenues and depreciation, interest and other expenses) during fiscal
years 2018, 2017 and 2016 of $1.18 billion, $984.8 million, and $890.1 million, respectively.

The University is highly dependent on the Commonwealth appropriations to finance its operations and had
historically relied on the GDB for liquidity. Approximately 64% of the University’s total revenues
(operating revenues and nonoperating revenues, net) are derived from the Commonwealth and other’s
appropriations which amounted to approximately $733.1 million, $934.4 million and $932.5 million for the
years ended June 30, 2018, 2017 and 2016, respectively.

Appropriations received by the University from the Commonwealth are mainly supported by Act No. 2 of
January 20, 1966, as amended (“Act 2”). Under Act 2, the Commonwealth appropriates for the University
an amount equal to 9.60% of the average total amount of annual general fund revenues collected under the
laws of the Commonwealth in the two fiscal years immediately preceding the current fiscal year (the
Commonwealth formula appropriations). In accordance with the Commonwealth Budget for the fiscal year
2018 certified by the Oversight Board of PROMESA, the Commonwealth formula based appropriations of
the University amounted to $631.2 million, a decrease of approximately $202.7 million when compared
with the Commonwealth’s formula appropriation of $833.9 million for 2017. In addition, the University
and the Commonwealth fiscal plans for the fiscal years 2019 to 2023 certified by the Oversight Board of
PROMESA include additional reductions to the Central Government appropriation that which would rise
annually. The Commonwealth approved formula appropriations are $587 million for 2019, $501 million
for 2020, $430 million for 2021, $407 million for 2022 and $383 million for 2023.

Moreover, the University has limited ability to raise operating revenues due to the economic and political
related challenges of maintaining enrollment and increasing tuition. The University’s ability to continue
receiving similar operational support from the Commonwealth and obtaining external financing is
uncertain.

Pursuant to a series of legislations and executive orders during fiscal year 2016, as further explained below,
the University delayed the $4.0 million monthly deposits of pledged revenues to the trustee of the University
revenue bonds and the $475,000 monthly basic lease payments to the trustee of the DUI’s AFICA Bonds
from July 2016 to May 2017. In addition, the University stopped the debt service payments of the GDB
credit facilities.

On August 5, 2016 and monthly thereafter until April 2017, the trustee of the DUI’s AFICA Bonds notified
to the University that it failed to make the basic lease payment to the trustee since July 25, 2016 and that a
default under the lease agreement with DUI constitutes an event of default under the DUI’s AFICA Bonds
Trust Agreement. As such, the University was in default of this obligation until April 2017. The trustee was
not seeking any indebtedness from, enforce any judgment, or obtain possession of, or exercise control over,
any property of or from, the Commonwealth or any of its instrumentalities, including DUI and the
University, or exercise any act that is stayed by PROMESA, the Act No. 21, or the Executive Orders related
thereto. In May 2017, the University reestablished the payments to the trustee of the DUI’s AFICA Bonds
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(approximately $475,000 monthly) and paid all the basic lease payments due from July 2016 until May
2017 (approximately $5.2 million). Presently, DUI has paid as agreed the scheduled principal and interest
payments on its outstanding AFICA Bonds. Refer to Subsequent Events Section.

On August 19, 2016, the U.S. Bank Trust National Association, in its capacity as Trustee for the University
of Puerto Rico System Revenue Bonds (Series P and Q Bonds), filed a civil lawsuit under the United States
Court, District of Puerto Rico against the Commonwealth and its Governor, the University and its President.
The motion seeks relief from the stay of PROMESA, or Executive Orders related thereto, and a preliminary
injunction against the Commonwealth’s diversion and expropriation of pledged revenues, which constitute
the University’s Bonds collateral. On June 29, 2017, the Trustee and the University, at the direction of the
Fiscal Agency and Financial Advisory Authority (FAFAA), entered into a letter agreement providing that
the University will transfer certain amounts in respect of pledged revenue, as defined in the trust agreement,
to the Trustee on condition, among others, that through August 31, 2017 (the Compliance Period) the
Trustee not institute, commence, or continue certain legal proceedings against the University, the
Commonwealth or any other agency, instrumentality, or municipality thereof during the Compliance
Period, except in certain enumerated circumstances. FAFAA is an independent public corporation that
assume GDB’s role as fiscal agent, financial advisor and reporting agent for the Commonwealth, its
component units, in