PHILIPPINE AEROSPACE DEVELOPMENT CORPORATION

EXECUTIVE SUMMARY

CY 2011
Introduction

The Philippine Aerospace Development Corporation (PADC) was created by virtue of Presidential Decree (PD) No. 286, dated September 5, 1973, as amended by PD Nos. 346 and 696, dated December 14, 1973 and May 9, 1975, respectively. PADC is attached to the Department of Transportation and Communication (DOTC).

a. Creation and Mandated Functions
        The Corporation is mandated to undertake all manner of activity, business or development projects for the establishment of reliable aviation and aerospace industry that shall include (a) the design, assembly, manufacture, and sale of all forms of aircraft and aviation/aerospace devices, equipment or contraptions and studies or researches for innovation and improvements, (b) the development of local capabilities in the maintenance, repair/overhaul and modification of aerospace and associated flight and ground equipment and components, and (c) the operation and provision of transport services, whether for cargo or passengers, on a scheduled, non-scheduled, or charter basis or domestic and/or international scale.
b. Major Accomplishments
 
   On track in rebuilding its image as one of the agencies with a reliable facility in the maintenance and repair in the aviation industry, for 2011 PADC has started accomplishing the following activities:

	ACTIVITY
	COST

	
	

	Repair and calibration of equipment to standards
	P  167,991.50

	Updating of Technical Library through purchase of manuals
	701,598.05

	Conducting re-currency and refresher trainings
	___50,000.00

	
	

	            Total
	P 919,589.55



    Likewise, PADC has instituted Maintenance Services Agreement with the following flying schools: 
1. All Asia Aviation Academy

2. Delta Air International Aviation Academy

3. Aeroflite Aviation Corporation

4. Flight School International

c. Financial Highlights

          In the year 2011, because of the upgraded aircraft tools and equipment and manuals, for the first time in many years, PADC earned a net income of P4.399 Million.  Likewise, based on the previous year’s Statement of Financial Position, its assets amounting to P122.130 Million increased by P10.752 Million; liabilities of P30.519 Million decreased by P17.778 Million;  Networth of P91.611 Million increased by P28.530 Million.  Current ratio of 4.491:1 increased by 2.176.

SCOPE OF AUDIT

 The audit covered the accounts and operation of PADC for the period January 1 to December 31, 2011.  The audit was undertaken to ascertain the fairness of the presentation of the financial statements and adherence to certain laws, rules and regulations.

INDEPENDENT AUDITOR’S REPORT ON THE FINANCIAL STATEMENTS

 The Auditor rendered a qualified opinion on the fairness of presentation of the financial statements.  The Corporation was not able to prove the existence, completeness and correctness of the balances of property, plant and equipment (PPE) and inventories with carrying values of P10.620 Million and P65.552 Million, respectively, due to failure of Management to conduct physical inventory for CY 2011. 
SUMMARY OF SIGNIFICANT FINDINGS AND RECOMMENDATIONS
     
  The following are the significant findings and recommendations:
1. PADC’s revenue in the performance of its mandate hardly sustains its operations casting doubt upon the Corporation’s ability to continue as a going concern.   Competition in the aircraft manufacturing industry greatly affected PADC’s revenue.  Competitive prices offered by the private sector on the maintenance, overhaul and repair service turned to be a great burden for the Corporation to meet.  We urge Management to give a serious look into the Corporation’s status of existence, evaluating present activities and operation viz-a-viz its mandate.

2. The correctness of the stated book balances as of December 31, 2011 of property, plant and equipment (PPE) and inventories with carrying values of P10.620 Million and P65.552 Million, respectively, remain to be uncertain due to failure of Management to conduct physical inventory for CY 2011.

3. Deferred charges totaling P3.220 Million remained untraced, and thus, dormant in the financial statements of the Corporation for more than five years.  We recommended and Management agreed that they should dig deeper into this case, identify the accountable officers who received the advances and make them liable for the non-liquidation of the cash advances. 

4.    Long-outstanding cash advances to officers and employees in the total amount of P2.265 Million as of December 31, 2011 remained unliquidated.  We reiterated our recommendation that Management strictly implement the provisions of COA Circular No. 97-002 dated February 10, 1997, particularly Sections 5.8 and 5.9, on the liquidation and settlement of cash advance.  Management reported that the unsettled cash advances of the employees were already submitted to the Office of the Government Corporate Counsel (OGCC) for legal action.  As of date, collection effort is being undertaken.

5. The cash account balance in the total amount of P27 Million is erroneous due to non take up of various reconciling items in the total amount of P.337 Million.  We recommended that more efforts be exerted in the analysis, reconciliation, and review of the cash accounts to establish the correctness and validity of the accounts and that necessary adjusting entries be made to reflect the correct balances of the cash and income accounts in the financial statements.  Also, monthly bank reconciliation statement should be prepared for all cash in bank accounts.

6. Dormant accounts payable in the total amount of P25.162 Million were closed to retained earnings without analysis and supporting documents.   We recommended that Management exert effort to locate documents relative to the accounts.  Further, since transactions involved unpaid obligations, closing such entries to clean the financial statements without scrutiny may overlook previous questionable transaction.  Management responded that the accounts were closed for having been outstanding in the books for more than five (5) years and in compliance with the recommendation in AOM 2011-008, dated May 24, 2011.  However, subsidiary ledgers and accounts with supporting documents were kept in the file for future reference.  As of date, there were no valid claimants yet.
7. PADC has not remitted dividends to the National Government.   We recommended that Management declare dividends for CY 2011 and remit the same to the Bureau of Treasury.  Management responded that they will certainly comply with RA No. 7656 as mandated; however, the profit garnered by PADC for FY 2011 is not yet sufficient to declare dividends to its stockholders.  In the Board Meeting last March 23, 2012, giving of dividends to stockholders has not surfaced because there are more than urgent projects that PADC will undertake this year. 
8.    UNSETTLED SUSPENSIONS, DISALLOWANCES AND CHARGES
                        For CY 2011, the status of Suspensions, Disallowances and Charges are as follows:

	
	
	

	Suspension
	P
	-0-

	Disallowance
	
	7,918,523.83

	Charge
	
	9,259,741.45

	
	
	

	
	P  
	17,178,265.28


9. TOTAL AMOUNT OF LONG OUTSTANDING CASH ADVANCES IS P2.265 MILLION.

STATUS OF IMPLEMENTATION OF PRIOR YEAR’S AUDIT RECOMMENDATIONS

  Of the six (6) audit recommendations embodied in the 2010 Annual Audit Report one (1) was implemented; one (1) was partially implemented; and four (4) were not implemented by the Corporation.
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