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In our opinion, except for the effects of such adjustments, if any, as might have been
determined to be necessary had we been able to satisfy ourselves as to general fixed
assets balances, the general purpose financial statements referred to above present fairly,
in all material respects, the financial position of the Municipality of Bayamén as of
June 30, 2001, and the results of its operations for the fiscal year then ended in conformity
with accounting principles generally accepted in the United States of America.

San Juan, Puerto Rico
November 2, 2001

The stamp 1762069 was aff
to the original of this reporg
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF BAYAMON
NOTES TO COMBINED FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2001

ORGANIZATION

The Municipality of Bayamon, Puerto Rico (Municipality) was incorporated in 1509.
The Municipality is a political legal entity with full legislative and administrative
faculties in every affair of the municipal character, with perpetual succession
existence and legal personality, separate and independent from the central
government of the Commonwealth of Puerto Rico. The Municipality provides a full
range of services including health, public works, environmental control, education,
public safety, public housing and community development, culture and recreation as
well as many other general and administrative services.

The Municipal Government comprises the executive and legislative branches. The
executive power is exercised by the Mayor and the legislative by the Municipal
Assembly, which has 16 members. The members of these branches are elected
every four years in the Puerto Rico general elections.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accounting policies of the Municipality are in accordance with the generally
accepted accounting principles applicable to government entities. The Governmental
Accounting Standards Board (GASB), is the standard-setting body for governmental
accounting and financial reporting. On June 15, 1987, the GASB issued a
codification of the existing Governmental Accounting and Financial Reporting
Standards which, along with subsequent GASB pronouncements (Statements and
Interpretations), constitutes GAAP for governmental units. The following is asummary
of the more significant policies:

a. Fund Accounting

The accounts of the Municipality are organized on the basis of funds and account
groups, each of which is considered a separate accounting entity. The operations
of each fund are accounted for with a separate set of self-balancing accounts that
comprises its assets, liabilities, fund equity, revenues, and expenditures, or
expenses, as appropriate. Government resources are allocated to and accounted
for in individual funds based upon the purposes for which they are to be spent and
the means by which spending activities are controlled.

5
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF BAYAMON

NOTES TO COMBINED FINANCIAL STATEMENTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2001

The various funds are grouped in the financial statements into four fund types and
other fund category, as follows:

1) Governmental Funds

2)

a)

b)

d)

General Funds

The General funds are the general operating funds of the Municipality. It
is used to account for all financial resources except those required to be
accounted for in another fund.

Special Revenue Funds

Special revenue funds are used to account for the proceeds of specific
revenue sources (other than special assessments, expendable trusts, or
major capital projects) that are legally restricted to expenditures for
specified purposes.

Debt Service Funds

Debt service funds are used to account for the accumulation of resources
for, and the payment of, general long-term debt principal, interest, and
related costs.

Capital Project Funds

Capital project funds are used to account for financial resources to be used
for the acquisition or construction of major capital facilities (other than
those financed by Proprietary Funds, Special Assessments Funds and

Agency Funds).

Fiduciary Funds:

Tru

st and Agency Funds

Trust and Agency Funds are used to account for assets held by the
Municipality in a trustee capacity or as an agent for individuals, private
organizations, other governments and/or other funds. Agency Funds are

-10-
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF BAYAMON

NOTES TO COMBINED FINANCIAL STATEMENTS (CONTINUED)

3)

4)

FOR THE FISCAL YEAR ENDED JUNE 30, 2001

custodial in nature (assets equal liabilities) and do not involve measurement
of results of operations.

Account Groups:

Accountgroups are used to establish accounting control and accountability for
the Municipality's general fixed assets and general long-term debt. The
following are the Municipality's account groups:

a) General Fixed Assets Account Group

This group of accounts is established to account for all fixed assets of the
Municipality.

b) General Long-term Debt Account Group

This group of accounts is established to account for all long-term debts of
the Municipality.

Budgetary Control:

The Mayor submits and the Municipal Assembly approves, an annual budget
for each fiscal year beginning July 1 as well as any amendment thereon.
Appropriations in the Municipality budget consist of the following:

a) General Fund appropriations for recurrent and ordinary functions of the
Municipality.

b) Appropriations of Special Funds for specific purposes and for capital
improvements are, for the most part, authorized by separate laws and do
not require annual legislative budget authorization because they are

continuing appropriations.

b. Basis of Accounting

Governmental revenues and expenditures are recognized using the modified
accrual basis. Revenues are recognized in the accounting period in which they
become both measurable and available to be used to pay recorded liabilities.

-11-
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF BAYAMON
NOTES TO COMBINED FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2001

Expenditures are recognized in the accounting period in which the final liability is
incurred, measurable, except for unmatured interest on general long-term debt,
which is recognized when due. Agency fund assets and liabilities are accounted
for on modified accrual basis.

To accrue the inter-governmental revenues, the legal and contractual
requirements of individual programs are used as a guide. Essentially, there are
two types of revenues. In one, the resources must be used in the specific projects
and purposes before the revenues are recognized by the Municipality. Therefore,
revenues are recognized based on recorded expenditures and submitted to the
granting agencies for reimbursements. In the other revenues, resources are
unrestricted as to purpose of expenditures and are usually revocable only for
failure to comply with prescribed compliance requirements.

Licenses, fees, permits, fines and other revenues are recognized when received.

Interest income is recognized and accrued in the accounting period in which they
are earned.

. Encumbrances

Encumbrances represent commitments related to unperformed contracts for
goods or services. Encumbrances accounting (under which purchase orders,
contracts, and other commitments for the expenditure of resources are recorded
to reserve that portion of the applicable appropriation) is utilized in the
governmental funds. Encumbrances outstanding at a year end are reported as
reservations of fund balances and do not constitute expenditures or liabilities
because the commitments will be honored during the subsequent year.

. Total Column (Memorandum Only)

The amounts presented under this column represent the aggregate amount of the
different types of funds and account groups. The totals under this column were
not obtained from eliminations or consolidations, accordingly, they do not present
consolidated information.

~12-
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF BAYAMON
NOTES TO COMBINED FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2001

. Insurance

The Municipality has insurance coverage for their public facilities and certain
officials are covered by a fidelity bond. The Secretary of Treasury is the person
authorized to negotiate the insurance coverage of the Municipality.

Investments

Investments amounts are stated at cost or amortized cost. Interest income is
recognized in the accounting period in which they are earned.

. Inventories

The General and Special Revenue Fund purchase office and printing supplies,
gasoline, oil and other items. The cost of current purchases are recorded as
expenditures and inventory is recorded at cost in the general purpose financial
statements based on end year balances and presented as a reserve.

. Use of Estimates

The preparation of financial statements in conformity with generally accepted
accounting principles requires management to make estimates and assumptions
that affect the reported amounts of assets and liabilities and related disclosures
at the date of the financial statements and the reported amounts of revenues and
expenses during the reporting period. The most significant estimates consist of
the contribution received from the Electric Power Authority of Puerto Rico and the
Municipal Revenue Collection Center (CRIM) caused by the delay of the
notification of the real revenues and expenditures to be presented in the financial
statements of the agencies mentioned above. Actual results could differ from
those estimates.

Reporting Entity

In evaluating the Municipality as a reporting entity, management has addressed
all potential component units which may or may not fall within the Municipality's
oversight and control and, as such, be included within the Municipality's financial
statements. The basic criteria for including a component unit within the

-13-
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF BAYAMON
NOTES TO COMBINED FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2001

Municipality's reporting entity is the exercise of oversight responsibility by the
Municipality's Council. The specific criteria used by the Municipality for
establishing oversight responsibility are:

Manifestations of Oversight Responsibility

Selection of Governing Authority
Designation of Management
Ability to Influence Operations Significantly

Accountability for Fiscal Matters

Budgetary Authority
Surplus/Deficit
Responsibility for Debt
Fiscal Management
Revenue Characteristics

Factors other than oversight which may significantly influence the entity
relationship are:

Scope of Public Service
Special Financing Relationships

The relative importance of each criteria is evaluated in light of specific
circumstances in order to determine which component units are to be included as
part of the reporting entity. Our specific evaluations of the criteria applicable to the
Municipality of Bayamén indicate that the reporting entity consists of all funds and
accounts groups included in the combined balance sheet, therefore no
organizations, activities or functions were excluded from the reporting entity.

-14-
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF BAYAMON
NOTES TO COMBINED FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2001

CASH AND SHORT-TERM INVESTMENTS

a. Cash in Bank and Concentration Risk

The amounts reflected as cash in the balance sheet represents the individual
funds' equity in pooled cash balance. Short-term investments consist of
certificates of deposit.

The Municipality maintains its cash accounts in four (4) banks located in Puerto
Rico. Accounts are guaranteed by the Federal Deposit Insurance Corporation
(FDIC) up to $100,000. The excess is covered by collateral provided by bands
and held by the Treasury Department of the Commonwealth of Puerto Rico
pursuant to applicable laws and regulations.

. Cash with Fiscal Agents

An additional special tax of 1.48% of the assessed value of all real and personal
properties are levied by the Municipality. The proceeds of said tax are required
to be credited to the Debt Service Fund for payment of General Obligation Bonds
and Notes of the Municipality. The property taxes are collected by the Municipal
Revenues Collection Center as agent for the Municipality and are retained by the
Government Development Bank for debt service purposes. At June 30,2001, the
balance of cash retained by the Government Development Bank amounted to
$16,730,852.

The bonds issued by the Municipality are administrated by the Government
Development Bank with a method of escrow system. At June 30, 2001, the
balance of cash retained by the Government Development Bank available for the
acquisition of real property and the construction of special revenues and capital
projects amounted to $31,552,691.

INVESTMENTS

The amounts reflected as investments in the balance sheet represents certificates of
deposit that the maturity date exceeds ninety (90) days.

-15-
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF BAYAMON
NOTES TO COMBINED FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2001

The Municipality maintains its investments in four (4) banks located at Puerto Rico.
Allkind of deposit is guaranteed by the Federal Deposit Insurance Corporation (FDIC)
up to $100,000.

The excess is covered by collateral provided by banks and held by the Treasury
Department of the Commonwealth of Puerto Rico pursuant to applicable laws and
regulations.

MUNICIPAL LICENSE TAX

Municipal License Tax receivables are recorded in the fiscal year in which
payment is due and, accordingly, represent taxes which are due and uncollected at
June 30, 2001. The annual Municipal License Tax is determined based on the gross
income of all commerce and industrial organizations who have operations in the
Municipality of Bayamén, and are not totally or partially exempt under the Industrial
Incentive Law of Puerto Rico.

An annual return of business volume should be filed on or before April 15 of each
year and payable in two equal installments due on July 1 and January 1. The rates
of municipal license in the Municipality of Bayamoén, are as follows:

1.%
5%

Financing institution
Other organizations

The amounts collected in advance are recorded as deferred revenues in the General
Fund. The Municipality invoiced and collected in advance during the current year
$17,735,123, corresponding to the next fiscal year municipal license.

INTER-GOVERNMENTAL REVENUES

Intergovernmental revenue sources consist of contributions received from certain
quasi-public corporations of the Government of Puerto Rico, such as the Water and
Sewer Authority, the Electric Power Authority, Puerto Rico Telephone Company and
from certain federal agencies, such as U.S. Department of H.U.D., U.S. Department
of Health and Human Services and U.S. Department of Labor.

-16-
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF BAYAMON

NOTES TO COMBINED FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2001

NOTES AND INTEREST RECEIVABLE

DUE FROM OTHER AGENCIES

Represents loan agreements between the Municipality of Bayamén and various
institutions, under the Urban Development Action Grant (UDAG) Program. Under the
agreements, the Municipality lent funds to assist in financing the cost of construction
of buildings and facilities.

Represents grants and contributions due from local and federal agencies:

Special
Revenue General
Fund Fund Total
Department of Labor-School to Work $ 203,471 § - $ 203,471
HUD - Emergency Shelter 99,740 - 99,740
HHS - Head Start 52,352 - 52.352
Authority of Electric Energy - 8,627,756 8,627,756
HUD - CDBG Program 2,681,539 - 2,681,539
HHS - HOME Program 191,760 - 191,760
HUD - Section 8 34,698 - 34,698
HUD - Ryan White 630,146 B 630,146
HUD - UDAG 1,427,851 - 1,427,851
Iniciativa HUD 117,758 - 117,758
Department of Labor - WIA 293,065 - 293,065
$5.732,380 $8.627,756 $14.360.136

DUE FROM (TO) OTHER FUNDS

Represents the amount due between funds. At the end of the fiscal period, the
unpaid or unsettled amounts of these types of inter-fund transactions are reported as
inter-fund receivables (due-from) and inter-fund payable (due-to) balances.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF BAYAMON
NOTES TO COMBINED FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2001

The due from and due to other fund balances as of June 30, 2001, are as follows:

Due from Due to
Other Fund Other Fund

General Fund

Special Revenue Fund $606,209 $ 4,800

Special Revenue Fund
General Fund 4,800 606,209
$611,009 $611,009

10. GENERAL FIXED ASSETS

General fixed assets have been acquired for general governmental purposes. Assets
purchased are recorded as expenditures of the various governmental funds and
capitalized at cost, or, if donated, at their estimated fair market value at time of
contribution in general fixed assets accounts group. Maintenance, repairs and minor
renewals are expended as incurred. Assetdispositions and retirements are informed
monthly to the Department of Treasury and written-off after authorization of that
department. Depreciation is not provided on general fixed assets. Public domain or
infrastructure, such as roads, streets, gutter, curbs, sidewalks, and drainage, are not
recorded in this group of accounts. The Municipality has not maintained adequate
records for its Fixed Assets, and management was not able to make an assertion as
to the completeness of the General Fixed Assets Account Group. However, the
Finance Department at present is in the process of updating these records in order
to maintain a proper system in is future.

The Municipality's management has estimated its real property and other fixed assets
as follows:

Real property $ 99,460,199

Vehicles, equipment, and furniture 25,222,960

Construction in progress 18,303,802

Total general fixed assets $142,986,961
-18-
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF BAYAMON
NOTES TO COMBINED FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2001

11. DUE TO OTHER AGENCIES
The balance of this account represents the following:

General Fund

Electric Power Authority $8,290,632
General Services Administration 24,964
Water and Sewer Authority 249,411
Retirement System Administration 134,722
Puerto Rico Telephone Company 588,411

$9,288,140

12. ACCRUED VACATIONS

Employees are entitled to 30 days vacations leave and 18 days sick leave per year.
Sick leave is recorded as an expenditure in the year paid. Employees are entitled to
payment of unused sick leave upon retirement if have been employed for at least 10
years in the municipal government. On July 1997, state Law 152 supra amended the
Article 12.016, Section b (2) of the Municipal Law, authorizing the Municipality to pay
any excess of vacations and sick leave accumulated over the maximum previously
permitted by law. Calculations must be made until December 31 of every year.
Excess of sick leave must be paid until March 31 next every natural year. Excess of
vacations can be paid after July 1 of every fiscal year.

13. RETIREMENT PLAN

a. Plan Description

The Employee’s Retirement System of the General Government of Puerto Rico
and its Instrumentalities (ESR) is the administrator of a cost-sharing multiple-
employer retirement system established by the Commonwealth of Puerto Rico.
The System was created under the ACT 447, approved on May 15, 1951, as
amended, and became effective on January 1, 1952.

-19-
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF BAYAMON
NOTES TO COMBINED FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2001

ERS covers all regular employees of the Commonwealth of Puerto Rico and its
instrumentalities and of certain municipalities and components units not covered
by their own retirements systems.

Participation is mandatory except for members of the Legislature, Government
Secretaries, Heads for Agencies and Public Instrumentalities, Assistants to the
Governor, the Comptroller of Puerto Rico, Gubernatorial Board and Committee
appointees and Experimental Service Station employees.

The Systems provides retirement, death and disability benefits. Disability
retirement benefits are available to members for occupational and non-
occupational disabilities. Retirement benefits depend upon age at retirement and
number of years of credited service. Benefits vest after ten years of plan
participation.

Members who have attained an age of at least fifty-five (55) years and have
completed at least twenty-five (25) years of creditable service of members who
have attained an age of at least fifty-eight (58) years and have completed at least
fifty-eight (58) years and have completed at least ten (10) years of creditable
service, are entitled to an annual benefit, payable monthly for life.

The amounts of the annuity shall be one and one-half percent of the average
compensation multiplied by the number of years of creditable service up to twenty
years, plus 2% of the average compensation multiplied by the number of years of
creditable service in excess of twenty years. In no case the annuity will be less
than $200 per month.

Participants who have completed at least thirty (30) years of creditable service are
entitled to receive the Merit Annuity. Participants who have not attained fifty-five
(55) years of age will receive 65% of the average compensation or if they have
attained fifty-five (55) years of age will receive 75% of the average compensation.
Disability retirement benefits are available to members for occupational and non-
occupational disability. However, for non-occupational disability a member must
have at least ten (10) years of service.

No benefit is payable if the participant receives a refund of his accumulated
contributions.

I
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF BAYAMON
NOTES TO COMBINED FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2001

b. Contribution Requirements

Commonwealth legislation requires employees to contribute 5.775% of gross
salary up to. $6,600 plus 8.275% of gross salary in excess of $6,600. The
Municipality contributions are 9.275% of gross salary. Contributions’ requirements
are established by law. The actuarially determined contribution requirement and
contributions actually made for the year ended June 30, 2001 was $1,559,842.
The Municipality’s payroll for employees covered by ESR was $16,817,700. The
Municipality total payroll for all employees was $37,955,607.

c. Trend Information

Trend information gives an indication of the progress made in accumulating
sufficient assets to pay benefits when due. Information on funding progress for
the three last years is presented below:

2001 000 1999

Net assets available for benefits as a
percentage of total pension benefit obligation N/A N/A N/A

Unfunded pension benefit obligation as a
percentage of annual covered payroll N/A N/A N/A

Employer contributions (not actuarial
determined) as a percentage of annual
covered payroll 9% 9% 9%

N/A = Not available
Trend information prior to 1999 is not available

For a ten-year trend information, refer to the separately issued financial
statements of the Employee’s Retirement System as of and for the year ended

June 30, 2001.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF BAYAMON

NOTES TO COMBINED FINANCIAL STATEMENTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2001

14. GENERAL LONG-TERM DEBTS

The following is a summary of the general long-term debt transactions for the year

ended June 30, 2001:

Balance July 1, 2000
Current additions
Current repayment

Balance June 30, 2001
The general long-term debts as of June 30, 2001 are as follows:
Bonds

$21,425,000 series of 1992, payable in annual instaliments of
$755,000 to $2,380,000 until July 1, 2006, interest at 8.50%.

$863,000 series of 1982, payable in annual installments of
$15,000 to $55,000 until July 1, 2007, interest at 5%.

$895,000 series of 1995, payable in annual installments of
$35,000 to $95,000 until July 1, 2007, interests from 5%
to 7.506%.

$3,110,000 series of 1986, payable in annual installments of
$205,000 to $210,000 until July 1, 2001, interest at 8.20%.

$980,000 series of 1987, payable in annual installments of
$25,000 to $110,000, until July 1, 2002; interest at 8.20%.

$1,440,000 series of 1987, payable in annual installments of
$45,000 to $165,000, until July 1, 2002; interest at 8.20%.

$7,135,000 series of 1994-95, payable in annual installments
of $165,000 to $715,000 until July 1, 2014, interest from
6.44% to 8.50%.

99,
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF BAYAMON

NOTES TO COMBINED FINANCIAL STATEMENTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2001

$13,260,000 series of 1995, payable in annual instaliments of
$545,000 to $1,490,000 until July 1, 2007, interest from
5% to 7.506%.

$17,850,000 sefies of 1994, payable in annual instaliments of
$240,000 to $1,550,000 until July 1, 2009, interest from
6.5% to 8.0%.

$2,760,000 series of 1994, payable in annual installments of
$95,000 to $300,000 until July 1, 2009, interest from
6.5% to 7.706%.

$15,000,000 Municipal Revenues Bonds 1995 Series A and
Series B. During the first two years the Municipality has

a moratorium. The annual instaliment of Series A are
$500,000 to $1,000,000, until June 30, 2005, interest from
6.90% to 8.50%. Series B an installment of $7,500,000 on
June 30, 2012, interest at 6.25%.

$605,000 series of 1997-98, payable in annual installments
of $135,000 to $170,000 until July 1, 2001, interest from
6.69% to 8.00%.

$2,595 series of 1998-99, payable in annual installments
of $35,000 to $225,000 until July 1, 2023, interest at 8%.

$16,535,000 General Obligation Bonds. (Ordinance number 61,
series 97-98).

$17,275,000 General Obligation Bonds, series of 1998-99,
payable in annual installments of $590,000 to $1,760,000
until July 1, 2015, interest at 7.5%.

$1,210,000 series of 1998-99, payable in annual installments
of $205,000 to $280,000 until 2004, interest fluctuating from
7.08% to 7.5%.
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$ 8,375,000

16,060,000

2,015,000

11,500,000

170,000

2,520,000

15,105,000

16,685,000

1,005,000
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF BAYAMON

NOTES TO COMBINED FINANCIAL STATEMENTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2001

$135,000 series of 1999-2000, payable in annual instaliments
of $25,000 to $30,000 until 2004, interest at 7.5%.

$1,700,000 series of 1999-2000, payable in annual instaliments
from $290,000 to $390,000 until 2004, interest from 7.08%
to 7.5%.

$3,045,000 series of 1999-2000, payable in annual installments
of $525,000 to $700,000 until July 1, 2004, interest fluctuating
from 7.08% to 7.5%.

$22,820,000 series of 2000-01, payable in annual installments
of $750,000 to $2,385,000 until July 1, 2016, interest fluctuating
from 5.88% to 8%.

$2,765,000 series of 2000-01, payable in annual installments
of $40,000 to $240,000 until July 1, 2025, interest fluctuating
from 6.13% to 8%.

$11,945,000 series of 2000-01, payable in annual instaliments

of $165,000 to $1,040,000 until July 1, 2025, interest fluctuating
from 6.13% to 8%.

Notes Payable

$4,520,000 note payable in annual installments of $75,000 to
$485,000 until July 1, 2007, interest at 9%.

Other Debts
$314,128 final liquidation notified by the Municipal Revenue

Collection Center (CRIM), year 1997-98, payable in
monthly installments of $7,999 until 2002, no interests.

-24-

ORTIZ, RODRIGUEZ, RIVERA & CO.

CERTIFIED PUBLIC ACCOUNTANTS » VALUE ADDED SERVICES

Suite 152, PO Box 70250, San Juan, PR. 00936-7250 + Phone (787) 756-8524, Fax (787) 274-0562

$ 110,000

1,410,000

2,520,000

22,820,000

2,765,000

11,945,000
134,535,000

2,590,000

163,608
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF BAYAMON
NOTES TO COMBINED FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2001

$1,510,444 final liquidation notified by the Municipal Revenue

Collection Center (CRIM), year 1998-99. $__1.510.444
1,674,052

$138,799,052

The annual requirement for the amortization of general long-term at June 30, 2001,
are as follows:

2002 $ 8,979,810
2003 9,184,810
2004 9,539,810
2005 10,194,810
2006 8,384,812
2007-2011 31,700,000
2012-2016 42,240,000
2017-2021 12,445,000
2022-2026 6.130,000
$138.799.052

As described in Note 3, the Municipality levies an annual special tax of 1.48% of the
assessed value of real property. The proceeds of this tax are required to be credited
to the Debt Service Fund for payment of general obligation bonds and notes of the
Municipality. The property taxes are collected and retained by the Government
Development Bank.

PROPERTY TAXES

The Municipal Revenues Collection Center of the Commonwealth of Puerto Rico is
responsible by law for the assessment, levy and collection of all real and personal
property taxes. The tax on personal property is self assessed by the taxpayer. The
assessment is made in a return which must be filed with the Municipal Revenues
Collection Center by May 15 of each year. The tax on real property is assessed by
the Municipal Revenues Collection Center. The assessment is made as of
January 1 of each year and is based on estimated current values of the property as
of year 1957. The tax on personal property must be paid in full together with the
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF BAYAMON
NOTES TO COMBINED FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2001

return on or before May 15. The tax on real property is due in two equal installments
in July 1 and January 1, following the assessment date.

The rates are 8.31% for real property and 6.31% for personal property. The
composition is as follows:

Real Personal
Basic property 6.00% 4.00%
Additional special property - state 1.03% 1.03%
Additional special property - municipal 1.48% 1.48%
Discounts made by state to tax payer <_.20%> <_.20%>
8.31% 6.31%

The “Additional special property tax - municipal” is restricted for debt service and
retained by the Government Development Bank for such purposes and it is recorded
as revenue in the Debt Service Fund when collected by the Municipal Revenues
Collection Center and reported to the Municipality.

The “Additional special property tax - state” is collected by the Municipal Revenue
Collection Center for the payment of principal and interest of general obligation bonds
and certain other obligations issued by the state government.

Residential real property occupied by its owner is exempt by law from the payment
of property taxes on the first $15,000 of the assessed value. For such exempted
amounts, the Department of Treasury assumes payment of the basic tax to the
Municipality, except for property assessed at less than $3,500, for which no payment
is made. Revenue related to the basic tax on exempt property is recorded in the
General Fund when payments are received from the Municipal Revenues Collection
Center.

Complete exemption from personal property taxes up to an assessment of $50,000
is granted to merchants with an annual volume of net sales less than $150,000.

The Municipal Revenues Collection Center advances to the Municipality an estimated
amount of the basic property tax levied on nonexempt property for each fiscal year.
Advances are repaid through actual collections from the taxpayers. The Municipal
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF BAYAMON
NOTES TO COMBINED FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2001

Revenues Collection Center periodically informs the Municipality of the amounts
collected and applied to outstanding advances. The basic property tax advanced by
the Municipal Revenues Collection Center (nonexempt) is recorded as other financing
sources in the Municipality's General Fund and as an obligation in the General Fund.
To the extent that such taxes are collected and informed by the Municipal Revenues
Collection Center, they are recorded in the General Fund as revenue and as due from
the Municipal Revenues Collection Center. During the fiscal year ended June 30,
2001, transactions regarding property tax advances were as follows:

Due to the Municipal Revenues Collection

Center June 30, 2000 $ 1,503,097
Adjustment 48,890
Current year advances ( 43,670,585)
Collection of property taxes 47,103,600

Due from the Municipal Revenues Collection
Center, June 30, 2001 $_4,985,002
LEASES

Leasing Arrangement with the Municipality as Lessor:

a. The Municipality leases spaces in its Market Place and Transportation center
under operating lease agreements with terms ranging from one to five years.

b. Totalincome from leases during the year ended June 30, 2001 was approximately
$1,631,210.

c. The Municipality retains title to its leased property. The lessee pays taxes,
licenses, insurance, and maintenance costs of the leased assets.

Leasing arrangements with the Municipality as lessee:

The Municipality is obligated under noncancellable operational leases, with periods
not longer than one year.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF BAYAMON
NOTES TO COMBINED FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2001

17. CONTINGENCIES

18.

a.

The Municipality receives Federal Grants for specific purposes that are subject to
review and audit by the grantor agencies. Although such audits could generate
expenditure disallowances under the terms of the grants, management believes
that any required reimbursements would not be material.

The Municipality is a defendant and/or co-defendant in various lawsuits which
claims for actual damages. Some of these lawsuits are covered by insurance.
The Municipality's management and outside counsels believe that is probable that
any potential liability that might exist, if any, in excess of the insurance, will not
affect significantly the financial position of the Municipality.

COMMITMENTS

The Municipality of Bayamon had several outstanding or planned construction
projects as of June 30, 2001. These projects are evidenced by contractual
commitments with contractors. The construction projects are commitments of the
Capital Projects’ funds that amount to $7,237,593.

19. FUND EQUITY (RESERVES AND DESIGNATIONS)

a.

Reserve for Inventories

This amount represents the portion of fund balances that are not available for
expenditures as the Municipality anticipated, utilizing the current balance in
inventories within the next accounting cycle.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF BAYAMON
NOTES TO COMBINED FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2001

b. Reserve for Encumbrances

This reserve represents the portion of purchase order and contracts awarded for
which goods or services have not yet been received at June 30, 2001.

c. Reserve for Long-Term Portion of Notes Receivable

As mentioned in Note 6, the Municipality loaned various amounts to various
institutions under the UDAG Program. A reserve has been established for the
amount of the loan principal which is due for more than one year. This long-term
portion represents fund balance that is not available to meet current expenditures.

BUDGETARY COMPARISONS

As described in Note 2, the statement of revenues and expenditures budget and
actual was prepared in accordance with the budgetary basis. This method is not in
accordance in some aspects with generally accepted accounting principles.

The principal difference between budgetary basis and generally accepted accounting
principles, are as follows:

a. The encumbrances are recorded as expenditures in the budgetary basis instead
of as a reserve of the fund balance.

b. The advances of property taxes are recorded as revenues in the budgetary basis
instead as other financing sources, as required by generally accepted accounting
principles.

c. Under generally accepted accounting principles, the collection of property taxes
through Municipal Revenue Collection Center is recorded as revenue and at the
same time, such amount is recorded as expenditure and applied to previously
advanced taxes when they are notified to the Municipality. In the budgetary basis,
said revenues are recorded as revenues when the advances are received.

d. Under generally accepted accounting principles, the principal and interests’
payment of $1,950,324 is recorded as expenditures in the Debt Service Fund. In
the budgetary basis, only the expenditures related to general and special
obligation bonds referred in note 14.

-29-

ORTIZ, RODRIGUEZ, RIVERA & CO.

CERTIFIED PUBLIC ACCOUNTANTS « VALUE ADDED SERVICES
Suite 152, PO Box 70250, San Juan, PR. 00936-7250 * Phone (787) 756-8524, Fax (787) 274-0562



=

]

= i}

i _{]

== |

——

COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF BAYAMON
NOTES TO COMBINED FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2001

The necessary adjustments to reconcile the revenues and expenditures of the
General Fund at the end of the year from the generally accepted accounting
principles to budgetary basis, are as follows:

Revenues Expenditures

Generally accepted accounting principle basis $106,443,319 $131,671,031

Plus current year encumbrances recorded as
expenditures on the budgetary basis - 3,478,694

Less prior year encumbrances & results
recorded as expenditures on the GAAP basis - ( 1,891,574)

Plus advances of property taxes recorded
as revenue on the budgetary basis 30,523,186 -

Less collection of property taxes (not
exonerated), recorded previously as
revenue by the Municipality when received
and deducted from the advances payable

to the Treasury Department ( 34,005,091) ( 30,523,186)
Plus transfer in-out 4,479,356 2,950,022
Less other funds not recorded on budgetary

basis ( 17,990,197) ( 14.867,152)
Budgetary basis $89.450,573 $90,817,835
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF BAYAMON
NOTES TO COMBINED FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2001

The necessary adjustments to reconcile the revenues and expenditures of the Debt
Service Fund of the year from the generally accepted accounting principles to
budgetary basis are as follows:

Revenues Expenditures

Generally accepted accounting basis $13,656,688 $14,070,051
Add: Transfer out to General Fund - 627,287
Less: Transfer in from General Fund - ( _1.950,324)
Budgetary basis $13.819,701 $12,747,014

The Municipality budget is amended by the majority vote of the Municipal Assembly.
Said amendments are included in the budgetary basis.

SUBSEQUENT EVENTS
The New Governmental Financial Reporting Model

In June 1999, the Governmental Accounting Standards Board (GASB) unanimously
approved the issuance of the long-awaited statement on the financial reporting model
project. GASB No. 34, “Basic Financial Statements-and Management's Discussion
and Analysis-for State and Local Governments,” makes dramatic changes to the way
state and local governments report their finances to the public. Issuance of the
statement is the culmination of an extended due process period, including the
issuance of a preliminary view document and exposure draft and conducting public
hearings and focus groups.

Under the new reporting model, general purpose governments must present the
following basic financial statements and required supplementary information (RSI) to
be in accordance with generally accepted accounting principles:

Management'’s discussion and analysis.
Government-wide financial statements.
Fund financial statements.

Notes to the financial statements.

cpop
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF BAYAMON
NOTES TO COMBINED FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2001

e. RS], including budgetary comparison schedules, infrastructure condition data, and
other data required by previous GASB pronouncements, if applicable.

The Statement will first be effective for governments with annual revenues exceeding
$100 million for fiscal years beginning after June 15, 2001; for those with revenues
of $10 million to $100 million, years beginning after June 15, 2002; and for those with
revenues of less than $10 million, years beginning after June 15, 2003.
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FROM :OFICINA AUDITERIA INTERNA FAX NO. :7872694R47 Oct. @3 2002 01:12PM PS
il (
Municipality of Bayamén
CIN A-02-02-69759
Recommendation Resolution Comments and
Code Page | Amount Agency Recommendation Information
220202100 41 N/A HHS/OARCP | Property and On July 2001 our
Equipment. We | Municipality
recommend contracted Mr. Jorge L.
procedures be Torres a Certified
developed and Public Accountant to
’ implemented to evaluate the process of
ensure 1) a inventory control and
periodic physical | to create a
inventory is computerized registry
. z conducted in of our property. Once
accordance with | the records are
Federal complete and accurate
Regulations and | we will perform the
220901100 41 N/A HHS/OARCP | 2) property and reconciliation with the
equipment physical inventories
records are taken. This procedure
z complete, is being conducted in
accurate, and order to comply with
reconciled to the | Federal Regulations,
physical Local Government
inventory. Laws and Regulations
and GASB Statement
No. 34. ‘
45 N/A Footnote A | 00-1, Ryan White | The Program Director
Program- Federal | has established a
Cash schedule with the dates
Transactions in which reports are
Report Not due in order to comply
Timely. with program
Footnote A: This | requirements. This
finding and condition has been
related corrected as
recommendation | determined by the
has not been Single Audit performed
identified for for the period ended on

formal Federal
resolution by
HHS.
Appropriate
corrective action
should be taken
by Municipality
of Bayamon, as
recommended by

June 30, 2001, which
did not reflect the |
previous condition.




FROM :OFICINA AUDITORIA INTERNA

FAX NO. 1 7R726°24847A

Oct. 03 2000 O1:13PM P6

( P il
Municipality of Bayamon
’ CIN A-02-02-69759
Recommendation Rexolution Comments and
Code Page | Amount Agency Recommendation Information

the auditors. This
action could
involve necessary
financial
adjustments to
Federal program
accounts and
reports.

-

If you need additional information, please contact our office at (787) 786-7117 or 269-4340,

Cordially,

Edimburgo Mblédtlez M:ﬁ\
Director

Internal Audit Office’

C: Hon. Ramén Luis Rivera, Mayor

Mr. Angel R. Marrero, Executive Assistant
Mrs. Isabel Vega Jourdan, Finance Director













