
EXECUTIVE SUMMARY
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.  As an agency tasked to advance aviation-related transport services, the Department of Transportation (DOTr) exercises supervision over the Corporation’s policy formulation.
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.
Audit Scope and Objectives
The audit covered the accounts, transactions and operations of PADC for calendar years 2016 and 2015.  The audit was aimed at expressing an opinion as to whether the financial statements present fairly the Corporation’s financial position, results of operations and cash flows, and at determining the Corporation’s compliance with pertinent laws, rules and regulations.
Financial Highlights
Comparative Financial Position
	
	
	           2016
	
	        2015
	
	    Increase
  (Decrease)

	
	
	
	
	
	
	

	Assets
	
	 135,877,571
	 
	 125,833,772
	
	       10,043,799

	Liabilities
	
	   33,906,126
	
	 29,505,644
	
	4,400,482

	Equity
	
	 101,971,445
	 
	   96,328,128
	
	         5,643,317


Comparative Results of Operations
	
	
	         2016
	
	           2015
	
	         Increase
       (Decrease)

	
	
	
	
	
	
	

	Total Revenues
	
	34,881,372
	
	33,816,025
	    
	           1,065,347

	
	
	
	
	
	
	

	Personal Services
Maintenance and Other
   Operating Expenses 
Financial Expenses
	
	13,370,303
9,453,805
30,922
	 
	  12,799,790
14,069,914
       36,495
	
	             570,513
           (4,616,109)
(5,573)

	Total Operating Expenses
	
	22,855,030
	 
	      26,906,199
	
	           (4,051,169)

	
	
	
	
	
	
	

	Profit from Operations
	
	12,026,342 
	
	6,909,826
	
	           5,116,516

	Income Tax Expense
	
	  3,567,016
	
	      2,065,836
	         
	           1,501,180

	Net Profit
	 
	  8,459,326
	
	        4,843,990
	 
	           3,615,336


Independent Auditor’s Report on the Financial Statements
We rendered an adverse opinion on the fairness of presentation of the financial statements for the years 2016 and 2015 because aircraft inventories stated at P40.919 million as of December 31 of both years are overstated by P17.355 million.  This is due to the inadequacy of the P23.564 million allowance for obsolescence provided during the same periods on items which are considered worthless because they could no longer be installed to aircrafts or be sold for lack of authenticating documents from their respective manufacturers.
Significant Audit Observations and Recommendations
The other significant audit observations and recommendations are as follows:  
1. The Corporation has not been able to generate operating revenue from its core business mandate for the past five consecutive years thereby indicating an immediate need to perform a comprehensive evaluation of its structure, policies and business processes to determine its sustainability as a going concern.
We recommended that PADC’s governing body and corporate management initiate a comprehensive review of its structure, policies and business processes to promptly address the challenging state of affairs of the Corporation.
2. Failure of the Corporation to renew its Bureau of Customs (BOC) Importation License in a timely manner resulted in the incurrence of unnecessary costs for the release of aircraft parts from the BOC warehouse.
We recommended that Management conduct an inquiry into the cause of the Corporation’s failure to renew its importation license in order to pinpoint responsibility therefor and to avoid recurrence of the situation in the future.
3. The Corporation has yet to remit to the National Government (NG) about P11.049 million in dividends for past and current years’ earnings as required by Republic Act No. 7656.
We reiterated our recommendation that Management strictly comply with the provisions of RA 7656.
4. The recording of accruals and the payment of liabilities to COA and OGCC representing assessments for cost of audit and legal services of P35.771 million and P2.384 million, respectively, are not updated.
We recommended that Management:

a) Validate the COA PFMS cost of audit summary to determine if there are any unrecorded payments made by PADC or any other inconsistencies therein so that the amounts can be reconciled;

b) Recognize in the books of accounts the accrued cost of audit and legal services; and 

c) Make periodic payments to COA and OGCC.

Summary of Total Suspensions, Disallowances and Charges
For CYs 2016 and 2015, the unsettled Suspension, Disallowances and Charges are as follows:
                                                                                             2016                         2015
	
	
	
	
	
	

	Suspension
	
	0
	
	0
	

	Disallowances
	
	7,430,887
	
	7,430,887
	

	Charges
	
	9,259,741
	
	9,259,741
	

	
	
	16,690,628
	
	16,690,628
	


Status of Implementation of Prior Year’s Audit Recommendations
Of the four audit recommendations embodied in the 2015 Annual Audit Report, one was fully implemented, one was partially implemented, and two were not implemented.
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