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INDEPENDENT AUDITORS' REPORT

To the Honorable Mayor and
Municipal Legislature
Municipality of Bayamén
Bayamén, Puerto Rico

We have audited the accompanying financial statements of the governmental activities,
each major fund and the aggregate remaining fund information of the Municipality of
Bayamon, as of and for the year ended June 30, 2010, which collectively comprise the
Municipality's basic financial statements, as listed in the table of contents. These
financial statements are the responsibility of the Municipality's management. Our
responsibility is to express opinions on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the
United States of America 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. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing
the accounting principles used and the significant estimates made by management, as
well as evaluating the overall financial statement presentation. We believe that our
audit provides a reasonable basis for our opinions.

In our opinion, the financial statements referred to above present fairly, in all material
respects, the respective financial position of the governmental activities, each major
fund and the aggregate remaining fund information of the Municipality of Bayamon as
of June 30, 2010, and the respective changes in financial position thereof for the fiscal
year then ended in conformity with accounting principles generally accepted in the
United States of America.

In accordance with Government Auditing Standards, we have also issued our report
dated December 17, 2010 on our consideration of the Municipality’s internal control over
financial reporting and on our tests of its compliance with certain provisions of laws,
regulations, contracts, grants, agreements and other matters. The purpose of that
report is to describe the scope of our testing of internal control over financial reporting
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and compliance and the results of that testing, and not to provide an opinion on the
internal control over financial reporting or on compliance. That report is an integral part
of an audit performed in accordance with Government Auditing Standards and should
be considered in assessing the resuits of our audit.

Accounting principles generally accepted in the United States of America require that
the management's discussion and analysis on pages 3 through 14 and budgetary
comparison information on pages 54 through 55 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, who
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 of America,
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
obtain 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.

Our audit was conducted for the purpose of forming opinions on the financial statements
that collectively comprise the Municipality of Bayaman's financial statements as a
whole. The accompanying schedule of expenditures of federal awards is presented for
purposes of additional analysis as required by U.S. Office of Management and Budget
Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations, and
is also not a required part of the financial statements. Such information is the
responsibility of management and was derived from and relates directly to the
underlying accounting and other records used to prepare the financial statements. The
information has been subjected to the auditing procedures applied in the audit of the
financial statements and certain additional procedures, including comparing and
reconciling such information directly to the underlying accounting and other records
used to prepare the financial statements or to the financial statements themselves, and
other additional procedures in accordance with auditing standards generally accepted in
the United States of America. In our opinion, the information is fairly stated, in all
material respects, in relation to the financial statements as a whole.

San Juan, Puerto Rico
MNoacember 17, 2010.

ORTIZ, RIVERA. RIVERA & CO.

CERTIFIED PUBLIC ACCOUNTANTS o VAT LR ABDRED SERVICES

Surte 152, PO Box 70250, San Juan, PROG0936-7230 « Phone 17873 7368524 Fan (7871 2740562



MANAGEMENT’S DISCUSSION AND ANALYSIS

The Municipality of Bayamén's (the “Municipality”) discussion and analysis is designed to (a)
assist the reader in focusing on significant financial issues, (b) provide an overview of the
Municipality's financial activities, (c) identify changes in the Municipality’s financial position (its
ability to address the next and subsequent year challenges), (d) identify any material deviations
from the financial plan (the approved budget), and (e) identify individual fund issues or
concerns.

Because the Management's Discussion and Analysis (MD&A) is designed to focus on the
current years activities, resuliting changes and currently known facts, we encourage readers to
consider the information presented here in conjunction with the Municipality’'s financial
statements (beginning on page 15).

HIGHLIGHTS
Financial Highlights

¢ The Municipality’s net assets amounted to $430.1million at the close of the current
fiscal year. This amount represents an increase of $13.3 million (or 3.2%) from the
previous year's net assets.

o As of June 30, 2010, the Municipality’'s General Fund (the primary operating fund)
reported a fund balance of $7.0 million, a decrease of $2.7 million in comparison with
the prior year. About 47% of this total amount, $3.3 million, is available for spending
in future years.

¢ The Municipality’'s activities revenue increased $10.4 million, not considering a loss
on disposition of capital asset of $.1 miliion. The results of activities for both fiscal
years 2008-10 and 2008-09 produced an increase in net assets of $13.3 million and
$10.4 million, respectively.

¢ The total cost of the Municipality's programs amounted to $192.3 million and $183.0
million during fiscal year 2009-10 and 2008-09, respectively. This represented an
increase of $9.3 million (or 5.1%).

e Loans principal payments were $15.2 million during fiscal year 2009-10. Loan
proceeds from new debt issued amounted to $19.3 million during the same fiscal
year. Other long-term liabilities amounted to $18.7 million at June 30, 2010, for a
total iong-term debt of $269.5 million as of same date, as compared to $264.8 million
in pricr year.

Municipality Highlights

¢ During the current year the Municipality continued its initiative for the improvement of
roads, bridges and other infraestructure projects all over the city at a cost of $14 4
million.

¢ The Municipality continued its investment in sports and recreational facilities (active
and passive). During the current year, the investment on these facilities amounted to
$13.8 million, including $7.3 million in facilities whos construction was in progress at
June 30, 2010,
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¢ The Municipality continued the construction of the second home for the elderly in the
city (Centro Envejecientes de Bayamoén) which at the end of the fiscal year was
under construction with an investment of $3.2 million.

» During the year the Municipality acquired land (through purchases or donations) with
a cost or value of $7.9 million. As of June 30,2010 the Municipality had land
(developed and undevelop) recorded on books with a cost or value of $270. 5 million.

s« The Municipality continued the expropriation of properties located in the center of the
city with the purpose of remodeling the downtown area to create housing and
business development. At the end of the year the investment in this project
amounted to $29.8 million.

USING THIS ANNUAL REPORT

In light of the fact thas this annual report has a very different presentation from the pre-
GASB Statement No. 34 model, the following graphic is provided for your review.

Figure 1
Required components of the Municipality’s Annual Financial Report

Management's Discussion And Analysis |-
(Required Supplementary Information)
(new)

MD& A

Government-wide Fund Financial

(new) ¥  (refocused)

(pages 15-16) (pages 17 -18)

Notes to the financial statements
(expanded/restructured)
(pages 22-52)

Basic Financials Statements

The new financial statement's focus (implemented in 2001/2002) is on both the Municipality as a
whole (government-wide) and on the major individual funds. Both perspectives (government-
wide and major fund) allow the user to address relevant questions, broaden a basis for
comparison (year to year or government to government) and enhance the Municipality's
accountability.




Figure 2 below summarizes the major features of the Municipality's financial statements.

Figure 2

Major features of the Municipality’s Governmental-wide
and Fund Financial Statements

Govermnment-wide
Statements

Fund Statements

Scope

The entire Municipality’s Govemnment The activities of the Municipality

Required financial statements

Accounting basis and measuraments
focus

Type of asset/liability information

Type of inflow/outflow information

Statement of net assets

Statement of activities

Accrual accounting and economic
resources focus

All assets and liabilities, both
financial and capital, and shont-term
and long-term

All revenues and expenses during
the year regardless of when cash is
received or paid

Balance Sheet

Statement of revenues, expenditures
and changes in fund balances.

Modified accrual accounting and
current financial resources focus.

Only assets expected to be used up
and liabilities that come due during
the year or soon thereafter; no
capital assets included.

Revenues for which cash is received
during or soon after the end of the
year.

Expenditures when goods or
services have been received and
payment is due during the year or
soon thereafter.

Government-wide Financial Statements

Our analysis of the Municipality as a whole begins on page 15. One of the most important
questions asked about the Municipality's finances is “Is the Municipality as a whole better off or
worst off as a result of the year's activities?”. The Statement of Net Assets and the Statement of
Activities report information about the Municipality as a whole and about its activities in a way
that helps answer this question. These statements include all assets and liabilities using the
accrual basis of accounting, which is similar to the accounting used by most private-sector
companies. Accrual of the current year's revenues and expenses are taken into account
regardless of when cash is received or paid.

The Statement of Net Assets (see page 15), for the first time, combines and consolidates
governmental fund’s current financial resources (short-term spendable resources) with capital
assets and long-term obligations. You can think of the Municipality's net assets as one way to
measure the Municipality's financial heaith. or financial position. In future years, increases or
decreases in the Municipality's net asset are one indicator of whether its financial health is
improving or deteriorating. You will need to consider other non-financial factors, however, such
as changes in the Municipality's property tax and municipal license tax bases and the condition
of the roads and buildings, among others, to assess the overall health of the Municipality.

The Statement of Activities (see page 16) is focused on both the gross and net cost of various
activities which are supported by the Municipality's property tax, municipal license tax, sales
and use tax and other revenues. This is intended to summarize and simplify the user's analysis
of cost of various governmental services.
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The Governmental Activities reflects the Municipality’s basic services, including the municipal
police, public works, garbage disposal, community services and general administration.
Property tax, municipal license tax, sales and use tax, state and federal contributions finance
most of these services.

Fund Financial Statements

A fund is a grouping of related accounts that is used to maintain control over resources that
have been segregated for specific activities or objectives.

The Governmental Major Fund (see pages 17-18) presentation provides detailed information
about the most significant funds, not the Municipality as a whole. The Municipality uses fund
accounting to ensure and demonstrate compliance with finance-related legal requirements.

The Municipality's basic services are reported in governmental funds, which focus on how
money flows into and out of those funds and the balances left at year-end that are available for
spending. These funds are reported using an accounting method called modified accrual
accounting, which measures cash and all other financial assets that can readily be converted to
cash. The governmental fund statements provide a detailed short-term view of the Municipality’'s
general government operations and the basic services it provides. Governmental fund
information helps you determine whether there are more or fewer financial resources that can
be spent in the near future to finance the Municipality's programs. We describe the relationship
(or differences) between governmental activities (reported in the Statement of Net Assets and
the Statement of Activities) and governmental funds in a reconciliation beside the fund financial
statements.

Notes to the Financial Statements

The notes provide additional information that is essential to a full understanding of the data
provided in the government-wide and fund financial statements. These notes to the financial
statements can be found starting on page 22.

Infrastructure Assets

Historically a government's largest group of assets (infrastructure-roads, bridges, drainage
systems, underground pipes, etc.) had not been reported nor depreciated in governmental
financial statements. The new statement required that these assets be valued and reported
within the Governmental column of the Government-wide Statements. Additionally, the
government must elect to either (a) depreciate these assets over their estimated useful life or
(b) develop a system of asset management designed to maintain the service delivery potential
to near perpetuity. If the government develops the asset management system (the alternative
method) which periodically (at least every third year), by category, measures and demonstrate
its maintenance of locally established level of service standards, the government may record its
cost of maintenance in lieu of depreciation. Because the Municipality is not planning to acquire,
during a short period of time, an asset management system which a) would allow the election to
use the alternative method, and b) will provide valuable management information, it elected to
implement the depreciation method, and will monitor and consider, over time, a possible
conversion to the alternative method.
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GOVERNMENT-WIDE STATEMENT
Statement of Net Assets

As noted earlier, net assets may serve over time as a useful indicator of a government’s
financial position. In the case of the Municipality, assets exceeded liabilities by $430.1 million at
the close of the most recent fiscal year. The following table reflects the condensed Statement of
Net Assets compared to prior year.

Table 1
Summary of Net Assets
(in millions)

Governmental Activities

2010 2009
Current and other assets $106.7 $115.9
Capital assets 652.8 629 4
Total assets $759.5 $745.3
Current and other liabilities $59.9 $63.7
Long-term debt outstanding 269.5 264.8
Total liabilities $329.4 328.5

Net assets:
Invested in capital assets, net of debt $393.6 $367.1
Restricted 416 487
Unrestricted (5.1) 1.0

Total net assets gggg_a M

For more detailed information see the Statement of Net Assets (page 15).

By far the largest portion of the Municipality's net assets reflects its investment in capital assets
(e.g., land, buildings, equipment), less any related debt used to acquire those assets that is still
outstanding. The Municipality uses these capital assets to provide services to citizens:
consequently, these assets are not available for future spending. Although the Municipality’s
investment in its capital assets is reported net of related debt, it should be noted that the
resources needed to repay this debt must be provided from other sources, since the capital
assets themselves cannot be used to liquidate these liabilities.

An additional portion of the Municipality's net assets (10 percent) represents resources that are
subject to external restrictions on how they may be used. As a result, the unrestricted balance of
net assets reflected a negative balance of $5.1 million as of the end of the current fiscal year.

The Municipality's net assets increased by $13.3 million during the current fiscal year. Such
increase was mainly due to the net effect of investments in capital assets ($23.4 million) and
issuance of long-term debt ($19.3 million).




Statement of Activities

The following schedule compares the revenues and expenses for the current and previous fiscal
year.

Table 2
Changes in Net Assets
(in millions)

Governmental Activities
2019 2009
Revenues
Program Revenues:
Charges for services $5.4 $8.7
Federal grants-operating 58.2 50.2
State grants and entitlements-capital 36 51
General Revenues:
Property Taxes 70.6 63.5
Municipal license tax 347 28.3
Sales and use tax 20.0 20.4
Grants and contributions not restricted to specific programs 12.1 16.9
Interest fines and penalties 5 1.6
Other general revenues 8 6
Total Revenues $205.7 195.
Expenses
Program expenses:
General Government $68.6 $71.0
Public safety 8.5 10.2
Public Works 31.2 21.3
Culture 1.2 1.0
Recreation 7.2 7.1
Health and weifare 542 541
Education 11.0 8.5
Interest on long-term debt 104 9.8
Total Expenses $192.3 $183.0
Excess (deficiency) before special items $13.4 $12.3
Gain (Loss) on disposition of capital assets (@S] (1.9}
Increase (decrease) in Net Assets §133 $10.4
Revenues

Total revenues increased by $10.4 million. Revenues controlied by the Municipality (property
taxes, municipal license tax, and sale and use tax) increased $13.1 million in spite of the actual
economic environment. Program revenues increased $3.2 million and other revenues
accounted for a decreased of $5.9 million.
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Expenses

Total cost of all programs and services increased by $9.3 million, mainly due to
increases in public works expenditures of $9.9 million and education expenses of $2.5
million, which for the most part, paralleled inflation and growth in the demand for
services. Other categories of expenses resulted in a net decrease of expenditures of

$3.10million.

80
70 4
60
50
40
30
20
10

Expenses by Source - Governmental Activities

2009-2010
intorest on long-
term ebt
Education 5%
&%

General

government
36%

Haalth and welfare

28%
Public safely
Recreation 4%
4%

Public works
Cutture 16%

1%

Program Expenses
Governmental Activities 2009-10

MGeneral Government

B P ubhc Safety

OFublic Works

OCulture

BRecreation

MHealh and Welfare

@E qucation

Ointerest on Long-Term Dept

'\‘
PNl el L e i a)

10

S M . AT

SRR o 2554 S tens



THE MUNICIPALITY FUNDS

Governmental Fund

As of the end of the current fiscal year, the Municipality's governmental funds (as presented on
the balance sheet on pages 17 and 18) reported a combined fund balance of $58.0 million
which is 8% lower than the beginning of the year (363.4 million). This decrease was the result of
decreases in the General Fund balance ($2.7 million) and the Capital Fund Balance ($12.3
mitlion) net of increases in other government funds. The Capital Project Fund reflects loan
proceeds as financing sources and capital expenditures (which are reflected in the current
financial resource-based Fund Financial Statements) as a spending of a portion of available
fund balances at the beginning of the year (see page 20). The federal funds on the other side
reflected an increase on their fund balances of $3.3 million as a result of timing differences in
recording expenditures.

Budgetary Highlights

During the current year, the Municipal Legislature revised the Municipality’s budget several
times increasing the original budget by $11.5 million (see page 54 for budget to actual
comparisons), including $5.0 million reprogrammed from prior years fund balance. The current
year operations resulted in $2.7 million of excess revenues over expenditures.

CAPITAL ASSETS AND DEBT ADMINISTRATION

Capital Assets

At June 30, 2010, the Municipality had $652.8 million invested in a variety of capital assets, as
reflected in the following table, which represents a net increase (additions less retirements and
depreciation) of $23.5 million or 4% from the end of last year.

Table 3
Capital Assets at Year-end
(Net of Depreciation, in millions)

Governmental Activities

2010 2009
Land $2705 $262.5
Construction in progress 11.2 116
Artwork 1.8 19
Buildings and improvements 238.0 2378
Furniture and fixture 7 7
Vehicles and equipment 10.7 105
infraestructure 1189 104 3

Totals $652.8 $629.3




Table 4
Change in Capital Assets

(in millions)
Governmental
Activities
Beginning balance $629.3
Additions 46.6
Retirements
CWIP (9.8)
Other (5.8)
Depreciation (9.8)
Retirements * 2.3
Ending balance $652.8

* Reduction in accumulated depreciation related to retirements

The retirements in the construction work-in-progress is equally reflected as an addition to
Capital Assets. This year's major additions included (in millions):

Roads, bridges and other infrastructure improvements $14.4
Sports & recreational facilities (active and passive) 6.5
Rehabilitation of Downtown Area 1.2
Land 7.9

Debt Outstanding

As of year-end, the Municipality had $269.5 million in debt (bonds, notes and other long-term
debts) outstanding compared to $264.8 million last year, an increase of 2% (considering new
borrowing and debt retirement).

Table 5
Outstanding Debt at Year-end
(in millions)

Governmental Activities
2010 2009
General obligation bonds and notes $249.9 $245.8
Due to CRIM 1.5 1.2

Due to AAA 2.0 -
Claims and judgements 1.7 1.8
Compensated absences 144 16.0

Totals ;ggg,g gggg!g

New bonds in the amount of $19.3 million were issued during the year. This amount will finance
improvements to roads and other infrastructure, the construction of a Soccer Campus (2™
Phase). A credit line of $2.3 million represents advances from the Government Development
Bank guaranteed with certificates of deposit. The proceeds of these advances were mainly used
to expropriate properties for the development of the downtown area. A note payable with a
balance due of $1.5 milion represents a repayment agreement with the Government
Development Bank and CRIM to repay the excess of property taxes advances from fiscal years
up to 2001. Another note payable with a balance due of $2.1 million represents a financing
agreement with CRIM to finance delinquent property tax accounts sold to private investors. A
note payable with a balance due of $1.0 million represents another financing agreement with the
CRIM for the payment of the Municipality’s share of the cost of a management information
system (LIMS) acquired by CRIM for the management of taxpayer's properties located in Puerto
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Rico. Finally, a note payable with a balance due of $27.9 million to the U.S. Department of
Housing and Urban Development is due in August 2024.

The Municipality levies an annual special tax of 1.75% of the assessed value of real property
located within the Municipality, which is not exempted by law. 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 amount of general obligation debt that the Municipality can issue
is limited by law to 10% of the total assessment of the taxable property located within the
boundaries of the Municipality plus the balance of the special ad valorem taxes in the debt
service fund. Total property assessed value at December 7, 2009 amounted to approximately
$1.62 billion.The outstanding general obligation debt of the Municipality amounted to $215.1
million and is below legal limitation.

More detailed information about the Municipality’s long-term debts is presented in note 14 to the
financial statement.

ECONOMIC FACTORS AND NEXT YEAR’S BUDGET

The Municipality is a political legal entity with full legisiative and administrative powers in every
area of municipal government, with perpetual existence and legal personality, separate and
independent from the central government of Puerto Rico. The Municipal Government comprises
the executive and legislative branches. The executive power is exercised by the Mayor and the
legislative by the Municipal Legislature, which has 16 members. The Mayor and the Municipal
Legislature are elected every four years in general elections.

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 Municipality's
principal source of revenue are property taxes, municipal license taxes, sales and use taxes,
contributions by the state government and federal grants.

The Municipality's elected and appointed officials considered many factors when setting the
fiscal year 2011 budget. One of the factors is the economy, which is affected by the population,
family income and unemployment growth of the Municipality.

The Municipality maintained a higher than average population growth compared to that of
Puerto Rico for the period from 1970 to 2000, averaging annual gains of 13.2%. The average
family income of families in the Municipality has been one of the highest of any of the
municipalities of Puerto Rico, and during the period from 1970 to 2000 the growth rate for
average family income in the Municipality was comparable to that of Puerto Rico, averaging
annual gains of 74.7%. The Municipality has one of the lowest unemployment rates of any of the
municipalities in Puerto Rico. During the last three years, the unemployment rate of the
Municipality averaged 10.3% as compared to 11.9% in Puerto Rico.

The above mentioned factors, among others, were taken into account when adopting the
Municipality’s budget for fiscal year 2010-11. Amounts available for appropriations (revenues) in
the General Fund Budget are $121.1 million, which is $3.5 million higher than the budget for
fiscal year 2009-10. Municipal license taxes and other local taxes and charges for services,
licenses and permits are expected to provide the revenues necessary to finance programs we
currently offer. Budgeted expenditures are expected to be exceeded by budgeted revenues.

It those estimates are realized, the Municipality’s budgetary General Fund balance is expected
to be the same or to increase modestly by the ciose of fiscal year 2010-11.
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CONTACTING THE MUNICIPALITY’S FINANCIAL MANAGEMENT

The Municipality's financial statements are designed to present users (citizens, taxpayers,
customers, investors and creditors) with a general overview of the Municipality’s finances and to
demonstrate the Municipality’s accountability for the money it receives. If you have questions
about the report or need additional financial information, contact the Municipality's Director of

Finance Office on the 3" floor of the City Hall, State Road #2, P.O. Box 1588, Bayamon, Puerto
Rico 00956-61.




COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF BAYAMON
STATEMENT OF NET ASSETS
JUNE 30, 2010
Governmental
ASSETS Activities
Cash and cash equivalents {(Note 2) 3 24,715,530
Cash with fiscal agent (Note 2) 39,917,461
Certificates of deposit (Notes 2 and 4) 16,395,303
Investments (Note 4) 1,741,499
Accounts receivables:
Municipal license taxes (Note 6) 343,523
Sale and use taxes (Note 7) 1,896,984
Rent, licences and permits 885,916
Interests 52,146
Other 3,705,542
Deferred charges 1,012,286
Due from other agencies (Note 8) 15,255,603
Inventories (Note 2) 814,238
Capital assets, net (Note 10) 652,762,568
Total assets $ 759,498,599
LIABILITIES AND NET ASSETS
Liabilities
Account payable and accrued liabilities 8 15,563,967
Due to other agencies (Note 11) 8,730,914
Deferred revenues (Note 12):
Municipal license tax 23,347,958
Federal government 119,299
Accrued interest 12,132,045
Noncurrent liabilities (Note 14):
Due within one year 16,119,197
Due in more than one year 253,414,417
Total liabilities 329,427,797
Net Assets
Investment in capital assets, net of related debt 393,573,201
Restricted for:
Debt service 25.970,595
Capital projects 15611,182
Unrestricted (5,084,176)
Total net assets $ 430,070,802

The accompanying notes are an integral part of these basic financial statements.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF BAYAMON
RECONCILIATION OF THE GOVERNMENTAL FUNDS
BALANCE SHEET TO STATEMENT OF NET ASSETS
JUNE 30, 2010

Total fund balances - governmental funds $ 57,961,607

Amounts reported for governmental activities in the statement
of net assets are different because:

» Capital assets, net used in governmental activities are
not current financial resources and therefore are not
reported in the governmental funds balance sheet 652,762,568

« Other assets used in governmental activities are not
financial resources and, therefore, are not reported in
the funds:
Deferred charges 1,012,286

« Some liabilities, including bonds payable, are not due
and payable in the current period and therefore are not
reported in the funds. (Note 3) (281,665,659)

Net assets of governmental activities $430.070,802

The accompanying notes are an integral part of these basic financial statements.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF BAYAMON

RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES, AND
CHANGES IN FUND BALANCES OF GOVERNMENTAL FUNDS TO THE STATEMENT OF

ACTIVITIES

FOR THE FISCAL YEAR ENDED JUNE 30, 2010

Net change in fund balances - total governmental funds

Amounts reported for governmental activities in the statement of
activities are different because:

*

Governmental funds report capital outlays as expenditures.
However, in the statement of activities, the cost of those assets
is allocated over their estimated useful lives and reported as
depreciation expense.

Depreciation expense on capital assets is reported in the
statement of activities, but do not require the use of current
financial resources. Therefore, depreciation expense is not
reported as expenditure in governmental funds.

Governmental funds report issuance of long-term debt as other
financial sources because provides current financial resources.

Governmental funds report principal payments on long-term
obligations as expenditures, whereas the principal payments
reduces the long-term obligations in the statement of activities.

Governmental funds report proceeds received in the disposal of
assets. In the statement of activities, a gain or loss is reported
for each disposal. Thus, the change in net assets differs from
the change in fund balance by the cost of disposal assets.

Governmental funds report the effect of issuance costs where
debt is first issued, whereas these amounts are deferred and
amoertized in the statement of activities.

Some expenses reported in the statement of activities do not
require the use of current financial resources; therefore, are not
reported as expenditures in governmental funds.

Changes in net assets of governmental activities

$ (5,438,422)

36,611,965

(9.757,757)

(19,305,000)

14,523,720

(3,300,000)

(109,043)

77,991

$ 13,303,454

The accompanying notes are an integral part of these basic financial statements.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF BAYAMON
NOTES TO THE FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2010

ORGANIZATION

The Municipality of Bayamén, Puerto Rico, (Municipality) was founded in 1772.
The Municipality is a political legal entity with full legislative and administrative
faculties in every affair of municipal character, with perpetual succession existence
and legal identity, separate and independent from the central government of the
Commonwealth of Puerto Rico. The Municipality provides a full range of services
including: public safety, public works, culture, recreation, healith, and welfare,
education and other miscellaneous 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 accompanying financial statements of the Municipality have been prepared in
conformity with accounting principles generally accepted in the United States of
America (GAAP) as applicable to governmental entities. The Governmental
Accounting Standards Board (GASB) is the accepted standard-setting body for
establishing governmental accounting and financial reporting principles.

The financial information of the Municipality is presented in this report as follows:

« Management's Discussion and Analysis - Introduces the basic financial
statements and provides an analytical overview of the Municipality's financial
activities.

« Government - Wide Financial Statements - This reporting model includes
financial statements prepared using full accrual of accounting for all of the
government’'s activities. This approach includes not just current assets and
liabilities, but also capital assets and long-term liabilities (such as buildings
and infrastructure, including bridges and roads. and general obligation debt).

+ Statement of Net Assets - The statement of net assets is designed to display
the financial position of the Municipality, including capital assets and
infrastructure.
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COMMONWEALTH OF PUERTOQ RICO
MUNICIPALITY OF BAYAMON
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2010

* The net assets of the Municipality will be broken down into three categories;
invested in capital assets, net of related debt; restricted; and unrestricted.

e Statement of Program Activities - The government - wide statement of
activities report expenses and revenues in a format that focuses on the cost of
each of the government’s functions. The expense of individual functions is
compared to the revenues generated directly by the function.

* Budgetary comparison schedules - Demonstrating compliance with the
adopted budget is an important component of a government's accountability to
the public. Under the new reporting model, the Municipality will continue to
provide budgetary comparison information in their financial statements. An
important change, however, is a requirement to add the government's original
budget to the current comparison of final budget and actual results.

The following is a summary of the more significant policies:
a. Reporting Entity

In evaluating how to define the Municipality for financial reporting purposes,
management has considered all potential component units. The decision to
include a potential component unit in the reporting entity was made by
applying the provisions of Statement No. 14, as amended by Statement No.
39, Determining whether Certain Organizations are Component Units” - an
amendment of GASB Statement No. 14, “The Financial Reporting Entity,” of
the GASB. The basic, but not the only criterion for including a potential
component unit within the reporting entity is if elected officials of a primary
government appoint a voting majority of the entity's governing body, and if
either one of the following conditions exists: the primary government can
impose its will on the other entity or the potential exists for the other entity to
(1) provide specific financial benefits to or (2) impose specific financial burdens
on the primary government. A second criterion used in evaluating potential
component units is if the nature and significance of the relationship between
the entity and a primary government are such that to exclude the entity from
the financial reporting entity would render the financial statements misleading
or incomplete.

GASB Statement No. 39 provided additional guidance to determine whether
certain organization for which the primary government is not financially
accountable should be reported as components units, A legally separate,
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF BAYAMON
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2010

tax-exempt organization should be discretely presented as a component unit if
all of the following criteria are met: (a) the economic resources received or
held by the separate organization are entirely or almost entirely for the direct
benefit of the primary government, its component units, or its constituents; (b)
the primary government, or its component units, is entitled to, or has the ability
to otherwise access, a majority of the economic resources received or held by
the separate organization, and; (c) the economic resources received or held by
an individual organization that the specific primary government, or its
component units, is entitled to, or has the ability to otherwise access, are
significant to the primary government.

GAAP details two methods of presentation: blending the financial data of the
component units’ balances and transactions in a manner similar to the
presentation of the Municipality’'s balances and transactions or discrete
presentation of the component units’ financial data in columns separate from
the Municipality's balances and transactions. Based on the aforementioned
criteria, the Municipality has no component units.

Government-Wide and Fund Financial Statements

The government-wide financial statements (i.e., the statement of net assets
and the statement of changes in net assets) report information on all the
activities of the Municipality. For the most part, the effect of interfund activity
has been removed from these statements. Governmental activities are
supported mainly by taxes and intergovernmental revenues.

The statement of activities demonstrates the degree to which the direct
expenses of a given function or segment is offset by program revenues. Direct
expenses are those that are clearly identifiable with a specific function or
segment. Program revenues include 1) charges to customers or applicants
who purchase, use, or directly benefit from goods, services, or privileges
provided by a given function or segment and 2) grants and contributions that
are restricted to meeting the operational or capital requirements of a particular
function or segment. Taxes and other items not properly included among
program revenues are reported instead as general revenues.

The fund financial statements segregate transactions related to certain
functions or activities in separate funds in order to aid financial management
and to demonstrate legal compliance.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF BAYAMON
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2010

These statements present each major fund as a separate column on the fund
financial statements: all non-major funds are aggregated and presented in a
single column.

Measurement Focus, Basis of Accounting and Financial Statement
Presentation

The government-wide financial statements are reported using the economic
resources measurement focus and the accrual basis of accounting. Revenues
are recorded when earned and expenses are recorded when a liability is
incurred, regardless of the timing of related cash flows. Property taxes are
recognized as revenues in the year for which they are levied. Grants and
similar items are recognized as revenue as soon as all eligibility requirements
imposed by the provider have been met.

Governmental fund financial statements are reported using the current
financial resources measurement focus and the modified accrual basis of
accounting. Revenues are recognized as soon as they are both measurable
and available. Revenues are considered to be available when they are
collectible within the current period or soon enough thereafter to pay liabilities
of the current period. For this purpose, the government considers revenues to
be available if they are collected within the current period or soon enough
thereafter to pay liabilities of the current period. For this purpose, the
Municipality considers revenues to be available if they are collected within 60
days of the end of the current fiscal period. Expenditures generally are
recorded when a liability is incurred, as under accrual accounting. However,
debt service expenditures, as well as expenditures related to compensated
absences and claims and judgments, are recorded only when payment is due.

Property taxes, franchise taxes, licenses, and interest associated with the
current fiscal period are all considered to be susceptible to accrual and so
have been recognized as revenues of the current fiscal period. Only the
portion of special assessments receivable due within the current fiscal period
is considered to be susceptible to accrual as revenue of the current period. All
other revenue items are considered to be measurable and available only when
cash is received by the government.
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COMMONWEALTH OF PUERTQ RICO
MUNICIPALITY OF BAYAMON
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2010

The Municipality reports the following major governmental funds:

General Fund

This is the operating fund of the Municipality and accounts for all financial
resources, except those required to be accounted for in ancther fund.

Housing and Urban Development Programs (HUD Programs)

This fund account for revenue sources for the development of viable urban
communities, decent housing, suitable living environment, rental assistance to
help very low-income families afford decent, safe and sanitary housing by
encouraging property owners to rehabilitate substandard housing and lease
the units with rental subsidies to low-income family.

Health and Human Services Programs (HHS Programs)

This fund account for revenue sources to provide essential human services
such as health insurance for elderly and low-income people, improving
maternal and infant health, pre-school education and services, prevent child
abuse and domestic violence and medical and social science research
including the prevention of the outbreak of infectious disease and
immunization services.

Debt Service Fund

This fund is used to account for the resources accumulated and payments
made for principal and interest on long-term general obligation debt of
governmental funds.

Capital Project Fund

This fund is used to account for the financial resources used for the acquisition
and construction of major capital facilities, financed with the proceeds of
general obligation bonds.

Private-section standards of accounting and financial reporting issued prior to
December 1, 1989, generally are followed in the government-wide financial
statements to the extent that those standards do not conflict with or contradict
guidance of the Governmental Accounting Standards Board.
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