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Independent Auditors’ Report

The Board of Trustees
Pace University:

We have audited the accompanying balance shedaa® University as of June 30, 2003 and 2002, and
the related statements of changes in unrestrivdtdassets, changes in net assets, and cash flows for the
years then ended. These financial statements aresfiponsibility of the University’'s management. Our
responsibility is to express an opinion on thi@sancial statements based on our audits.

We conducted our audits in accordamgth auditing standards generally accepted in the United States of
America. Those standards require that we planpanfibrm the audit to obtaireasonable assurance about
whether the financial statements are free of matarigstatement. An audit éfudes examining, on a test
basis, evidence supporting the amounts and disclosutke fimancial statements. An audit also includes
assessing the accounting principles used and signifiestimates made by management, as well as
evaluating the overall financial statement presentatiga.believe that our aitd provide a reasonable
basis for our opinion.

In our opinion, the financial statements referredatmve present fairly, in all material respects, the
financial position of Pace University as of June&I)3 and 2002, and the changes in its net assets and its
cash flows for the years then ended in conformitgh accounting principles generally accepted in the



PACE UNIVERSITY
Balance Sheets
June 30, 2003 and 2002

Assets 2003 2002

Cash and cash equivalents $ 2,092,343 245,813
Student accounts receivable (net of allowance for doubtful

accounts of $1,479,000 in 2003 and 2002) 6,495,453 6,215,715
Grants and other receivables (note 21) 13,656,129 16,435,514
Prepaid expenses and other assets 5,326,689 5,959,966
Contributions receivable, net (note 4) 2,500,546 2,720,666
Investments (notes 3 and 10) 81,591,626 81,813,540
Student loans receivable (net of allowance for doubtful

accounts of $1,685,000 and $1,806,000 in 2003 and 2002,

respectively) 13,665,103 13,752,455
Funds held by bond trustees (note 7) 11,046,956 11,898,388
Plant assets (notes 5 and 7) 270,411,350 238,606,958

Total assets $ 406,786,195 377,649,015
Liabilities and Net Assets

Liabilities:

Accounts payable and accrued liabilities (notes 12 and 14) $ 24,382,239 26,221,017

Notes payable (note 6) 43,400,000 35,000,000

Deferred revenues and deposits 6,420,550 4,451,692

Liability under split-interest agreements 922,418 914,295

Long-term debt (notes 7 and 8) 81,874,799 83,441,757

Deferred compensation (note 10) 6,674,675 8,142,535

Deferred rental revenue (note 9) 16,051,338 —

Accrued postretirement benefit obligation (note 11) 52,495,150 49,742,786

U.S. Government grants refundable 12,228,854 11,900,662

Total liabilities 244,450,023 219,814,744



PACE UNIVERSITY
Statements of Changes in Unrestricted Net Assets
Years ended June 30, 2003 and 2002

Operating Nonoperating
Revenues:
Tuition and fees, net (note 16) $ 179,520,959 —
State appropriations 1,185,800 —
Contributions (note 17) 700,652 —
Investment return (note 3) 657,034 (2,703,388)
Investment return on funds held by bond trustees — 353,120
Sales and services of auxiliary enterprises 17,152,888 —
Other sources (note 9) 6,035,172 —
Net assets released from restrictions 21,546,274 —
Total revenues 226,798,779 (2,350,268)
Expenses (notes 17 and 19):
Instruction 94,135,225 2,387,454
Research 2,811,034 44,504
Academic support 31,071,101 1,687,912
Student services 27,900,921 1,232,495
Institutional support 39,305,760 1,183,889
Auxiliary enterprises 20,687,225 3,422,853
Total expenses 215,911,266 9,959,107
Losses and related recoveries (hote 21):
Costs and losses related to events of
September 11, 2001 (176,927) —
FEMA aid and insurance recoveries 4,897,404 —
Excess insurance recoveries
over costs and losses 4,720,477 —

Transfer for repayment of indebtedness (1,585,000) 1,585,000

2003

179,520,959
1,185,800
700,652
(2,046,354)
353,120
17,152,888
6,035,172
21,546,274

224,448,511

96,522,679

2,855,538
32,759,013
29,133,416
40,489,649
24,110,078

225,870,373

(176,927)
4,897,404

4,720,477

Total

2002

166,293,214
1,235,981
943,646
(1,770,830)
344,478
16,077,684
4,523,650
20,895,328

208,543,151

92,713,495

1,922,389
30,323,359
28,583,635
34,881,656
23,225,152

211,649,686

(2,859,749)
6,115,673

3,255,924



PACE UNIVERSITY
Statements of Changes in Net Assets
Years ended June 30, 2003 and 2002

Increase in unrestricted net assets $

Changes in temporarily restricted net assets:
Government grants and contracts
Private gifts and grants (note 17)
Investment return (note 3)
Change in value of split-interest agreements
Net assets released from restrictions

2003
3,298,615

8,447,063
9,304,640
4,312,298
2,550
(21,546,274)

2002
149,389

8,402,991
10,399,386
(8,045,578)

37,797

(20,895,328)



PACE UNIVERSITY
Statements of Cash Flows
Years ended June 30, 2003 and 2002

Cash flows from operating activities:
Increase (decrease) in net assets
Adjustments to reconcile increase (decrease) in net assets
to net cash provided by operating activities:

Net (appreciation) depreciation in fair value of investments
Change in value of split-interest agreements
Deferred rental revenue
Depreciation
Amortization
Write-off of fixed assets

2003

4,501,901

(1,061,201)
31,979
(157,366)
9,959,719
135,574
187,668

2002

(8,805,672)

11,955,956
(11,444)

8,806,110
135,574
344,917



(1)

(2)

PACE UNIVERSITY
Notes to Financial Statements
June 30, 2003 and 2002

Nature of Operations

Pace University (the University) is an independengducational, nonsectariampt-for-profit institution

of higher education with campuses in New Ydky and Westchester County. The University was
founded in 1906 and was granted college status in b948e New York State Board of Regents. It is
exempt from Federal income taxes under the provisio8gction 501(c)(3) of the Internal Revenue Code.

The University considers teaching and learning its dsglpriorities. The University’s commitment to the
individual needs of students is at the heart of itssiah. Offering access and opportunity to qualified men
and women, the University embraces persons of slivéalents, interests, experiences, and origins who
have the will to learn and the desire to participatdniversity life. The University offers a wide range of
academic and professional programs at the graduatarataigraduate levels gix colleges and schools.
The University is accredited byiajor accrediting entities.

Summary of Significant Accounting Policies

The significant accounting policies followed the University are described below:

(a) Basis of Presentation

The University’s financial statements are preplaon the accrual basis of accounting in accordance
with standards established by the Financial Aotimg Standards Board for external financial
reporting by not-for-profit organizations. Accordigginet assets of the University and changes
therein are classified and reported as follows:

Unrestricted net assets- Net assets that are not subject to donor-imposed restrictions.

6 (Continued)



PACE UNIVERSITY
Notes to Financial Statements
June 30, 2003 and 2002

Conditional promises to give are not recognized uhely become unconditional, that is when the
conditions on which they dependeasubstantially met. Contributions of assets other than cash are
recorded at their estimated fair value. The @ity reports contributions of plant assets as
increases in unrestricted net assets unless the daw@splestrictions on their use. Contributions to
be received after one year are discounted at dreskrate. Amortization of the discount is recorded
as additional contribution revenue in accordance thighdonor-imposed restrictions, if any, on the
contribution. An allowance is recorded for ohliectible contributions based on management’s
judgment, past collection experience, and other relevant factors.

(c) Cash Equivalents

The University considers all highly liquid debt inshents with maturities of three months or less at
the time of purchase to be cash equivalents, exXoephose that are purchased by the University’s
investment managers as partlodir investment strategies.

(d) Plant Assets

Plant assets are stated as follows:

. Land, land improvements, and buildingat cost.
. Equipment- at cost.
. Library books- at nominal amount of $1 per volume.

7 (Continued)
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(9)

(h)

(i)

PACE UNIVERSITY
Notes to Financial Statements
June 30, 2003 and 2002

Operations

The statements of changes in unrestrictechaséts distinguish between operating and nonoperating
activities. Nonoperating activities principally inclugdesestment return in excess of (or less than)
amounts authorized for spending by the Universibgard of trustees (see note 3), investment return
on funds held by bond trustees, gain or loss ordfexgset disposal, if any, and depreciation. Fixed
asset disposals resulting from the events of Sdpgedil, 2001 are recorded in operations as
required by generally accepted accounting principles.

Accounting Estimates

The preparation of financial statements in comiity with generally accepted accounting principles
requires management to make estimates and assumptions that affect the reported amounts of asset:
and liabilities and disclosures of contingencies attte of the financial statements and the reported
amounts of revenues and expenses during the reppsigd. Actual results could differ from those
estimates.

Other Significant Accounting Policies

Other significant accounting policies aet forth in the following notes.

Investments and Investment Return

Investments are carried at fair value based upon quoted market prices or values provided by the
University’s external investment magexs if no quoted market prices exist.

The following tabulation summarizes the compositbinvestments atuhe 30, 2003 and 2002:

2003 2002
Cost Fair value Cost Fair value

Cash and cash equivalents $ 2,101,523 2,200,884 1,720,225 1,769,630
Cash and cash equivalents —

deferred compensation 4,184,611 4,236,718 4,297,442 4,343,299
Common stocks 18,004,470 18,364,579 24,926,541 22,245,174
Mutual funds:

Equity 29,180,588 24,697,023 27,937,592 22,538,876

Fixed income 18,340,726 19,604,170 17,197,389 17,884,799
Mutual funds — deferred

compensation 2,421,640 2,530,596 3,800,012 3,795,310
Alternative investments 8,177,500 8,502,411 7,471,450 7,381,187
U.S. Government bonds 640,521 634,520 951,854 979,970
Collateralized mortgage

obligations — deferred

compensation of $96,563

in 2002 6,497 194 103,549 97,256
Municipal bonds 780,007 820,531 776,443 778,039

$ 83,838,083 81,591,626 89,182,497 81,813,540
8 (Continued)






PACE UNIVERSITY
Notes to Financial Statements
June 30, 2003 and 2002

The following summarizes the Universgytotal investment return (excludj investment return on assets
held under split-interest and defetreompensation arrangements) andcitssification in the financial

statements for the years ended June 30, 2003 and 2002:
Temporarily ~ Permanently

Unrestricted restricted restricted Total
2003:
Dividends and interest on
investments (net of
expenses of $465,045) $ 342,960 898,886 9,658 1,251,504
Net appreciation in fair value
of investments (2,389,314) 3,413,412 37,103 1,061,201
Total return on
investments (2,046,354) 4,312,298 46,761 2,312,705
Investment return appropriated
in operations 657,034 2,915,058 — 3,572,092
Utilization of prior
years’ accumu-
lated investment
return $ (2,703,388) 1,397,240 46,761 (1,259,387)
2002:
Dividends and interest on
investments (net of
expenses of $499,425) $ 516,751 1,401,012 31,317 1,949,080
Net depreciation in fair value
of investments (2,287,581) ,(316,590) (221,785) (11,955,956)
Total return on
investments (1,770,830) ®315,578) (190,468) (10,006,876)
Investment return appropriated
in operations 1,356,291 2,374,015 — 3,730,306
Utilization of prior
years' accumu-
lated investment
return $ (3,127,121) (10,41393) (190,468) (13,737,182)

10 (Continued)



PACE UNIVERSITY
Notes to Financial Statements
June 30, 2003 and 2002

(4) Contributions Receivable

Unconditional promises to give are reported in tharicial statements as contributions receivable and as
revenue of the appropriate net asset class. Conuorisuteceivable due more than one year from the date
of the financial statements are recorded net of adidcto reflect the present value of future cash flows.

Contributions receivable consist of ttelowing at June 302003 and 2002:

2003 2002
Amounts expected to be collected in:
Less than one yea $ 745,380 455,350
One to five years 2,448,704 3,091,293
3,194,084 3,546,643
Less discount to present vala,6.5% (504,943) (616,062)
Less allowance for uncollectible amounts (188,595) (209,915)
$ 2,500,546 2,720,666
(5) Plant Assets
Plant assets at June 30, 2088 2002 consist of the following:
2003 2002
Land $ 11,285,092 11,285,092
Land improvements 5,789,449 5,784,728
Buildings and building improvements 270,126,754 233,937,618
Equipment 75,702,939 70,243,331
Library books 887,571 886,959
Total 363,791,805 322,137,728
Less accumulated depreciation (93,380,455) (83,530,770)
$ 270,411,350 238,606,958

Included in buildings and buildi

11
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PACE UNIVERSITY
Notes to Financial Statements
June 30, 2003 and 2002

On July 16, 2003, Tranche B wagigeased to $25,000,000. In addition, the line of credit was renewed
through November 28, 2003.

The above line of credit is secured by certain investsnef the University. Interest incurred for the years
ended June 30, 2003 and 2002 #8682,761 and $806,726, of which $377,699 and $769,760 has been
capitalized in plant assets, respectively.

(7) Long-Term Debt
Long-term debt at June 30, 200812002 consists of the following:
2003 2002

Long-term leases of the Dormitory Authority of the State of
New York (DASNY) (a):
Revenue Bonds, Pace University issue, $26,075,000,
Series 2000, due serially to 2029 at interest rates
ranging from 4.75% to 5.88% per annum, net of
unamortized original issue premium of $245,038 and
$254,463, at June 30, 2003 and 2002, respegtivel $ 25,520,039 25,939,463
Revenue Bonds, Pace University issue, $60,000,000,
Series 1997, due serially to 2026 at interest rates
ranging from 5% to 5.75% per annum, net of
unamortized original issue discount of $631,739 and
$659,206 at June 30, 2003 and 2002, respeytivel 54,928,260 55,975,794
Bonds payable to the U.S. Department of Housing and
Urban Development (HUD) (b):
Bonds issued to Briarcliff College assumed by Pace
University as a result of a purchase agreement in 1977
with Briarcliff College matung in annual installments
ranging from $42,000 to $101,000 through 2016:

1954 issue, $224,000, at 3.6% 24,000 37,000
1961 issue, $548,000, at 3.5% 223,000 243,000
1966 issue, $1,115,000, at 3% 577,000 609,000

Bonds issued to the College of White Plains assuged b
Pace University as a result of a consolidation in 1975
with the College of White Plains, maturing in annual
installments ranging from $20,000 to $45,000 through
2016 with interest at 3% 602,500 637,500

Total long-term debt $ 81,874,799 83,441,757

(@) The Series 2000 Revenue Bonds payable tdtrenitory Authority of the State of New York
(the Authority or DASNY) were issued to finee the acquisition and renovation of a 15-story
building located in lower Manhattan. The 76,08Quare-foot building is being used by the
University for student and staff housing and otledated activities. Th8eries 2000 Revenue Bonds
are secured by tuition and fees in an amount letpuahe interest, principal, and sinking fund
installments required in a given year. Undee tBeries 2000 bond agreement, the University

12 (Continued)



PACE UNIVERSITY
Notes to Financial Statements
June 30, 2003 and 2002

maintains a debt service reserve fund on déepesh a trustee. At June 30, 2003 and 2002,
$3,153,151 and $3,146,458, respectively, of detice reserve funds and $29,021 and $516,947,
respectively, of construction andoete funds were included in funtield by bond trustees, at fair

value.

The Series 1997 Revenue Bonds payable to the Authveeite issued to finaxe various projects and
retire other indebtedness of the University dkves: retirement of the credit agreement with The
Chase Manhattan Bank used to initially financedbestruction of the Goldstein Center; expansion
of instructional space at the law school on the Wh

13 (Continued)



PACE UNIVERSITY
Notes to Financial Statements
June 30, 2003 and 2002

and fiscal year ending June 30, 2004, respelgtivand its Expendablé&et Assets Maintenance
Requirement for such period.

(8) Debt Service — Long-Term Debt

Debt service relating to long-term ddbt the next five years is as follows:

Long-term Bonds
leases to payable to
DASNY HUD Total

June 30, 2004:

14 (Continued)



PACE UNIVERSITY
Notes to Financial Statements
June 30, 2003 and 2002

an agreement of sublease, also dated April 5, 2000, in amounts sufficient to pay the principal, sinking fund
installments, and interest on the bonds. Paymeriie tnade under the sublease have been assigned to the
Authority pursuant to an assignment of subleas# @nt agreement, dated April 5, 2000, between the
University and the Authority that requires the Systermake payments to the Authority by March 31 of
each year. The loan agreement between the Autharity the University is without recourse to the
University and the University’s obligation thereler on account of payments due on the Series 2000
Bonds are payable solely from the aforesaid repggiments as received umdie sublease with the
System. The obligation of the System to make paysnefrent under the sublease is subject to annual
appropriations by the State of New York for such p bt, ofts ae2c the ssl Je

15 (Continued)






PACE UNIVERSITY
Notes to Financial Statements
June 30, 2003 and 2002

During 2003, the plan was amended to reflect ameese in the medical co-payment of $5 effective
January 1, 2004 and subsequent increas

17 (Continued)






PACE UNIVERSITY
Notes to Financial Statements
June 30, 2003 and 2002

The carrying amount of long-term debt approximatésvialue because these financial instruments bear

interest at various rates, which, when averagedairsignificantly different from current market rates for
loans with similar maturities and credit quality.

(19) Allocation of Certain Expenses

The University allocates operation and maintenancplarit, depreciation, and interest expenses based
upon building square footage and the use of dachity. For the year mded June 302003 (with

comparative totals for 2002), the following alltoa of expenses was included in the accompanying
statements of changes in unrestricted net assets:

Allocated expenses

Total per
Operation statement of
and Interest and changes in
maintenance other Direct unrestricted
of plant Depreciation debt-related expenses net assets
Instruction $ 5,542,090 2,387,454 807,347 87,785,788 96,522,679
Research 103,308 44,504 a9 2,692,677 2,855,538
Academic support 3,925,325 1,6904 571,825 26,570,889 32,759,013
Student services 2,861,040 232,495 416,784 24,623,097 29,133,416
Institutional support 2,742,521 181,439 824,580 35,741,109 40,489,649
Auxiliary enterprises 7,945,604 422,853 2,718,224 1@r 3,397 24,110,078
Total 2003 $ 23,119,888 9,959,719 5,353,809 187,436,957 225,870,373
Total 2002 $ 19,706,810 8,806,110 3,938,976 179,197,790 211,649,686

(20) Contingency

The University is involved in various legal prode®s and claims arising in the normal course of

business. Management of the University does not expeatltimate resolution of these actions to have a
material adverse effect on the idersity’s financial position.

(21) Impact of September 11, 2001 Events

As a result of the September 11, 2001 attackthen World Trade Center, the leased space and all

equipment, furniture, and fixtures where the Ursitgis World Trade Institute (WTI) operated were
totally destroyed.
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