COMMENTS AND OBSERVATIONS

1. PADC’s revenue in the performance of its mandate hardly sustains its operations which casts doubt upon the agency’s ability to continue as a going concern. 
PADC 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.
PADC’s primary sources of income include sales of aircrafts, services parts, service man hours and over the counter sales of parts.  
For several years, PADC has incurred net loss which already accumulated in the total amount of P194.585 Million as of December 31, 2010.  For CY 2011, PADC earned a net income of P4.399 Million due to the present leadership’s success in looking for other sources of income and tight budgeting of expenses. 

However, even though the Corporation is slightly picking up, we observed that majority of its revenue came from other sources like rental income and collection of hangarage fees.  Revenue from repairs and service parts of P3.649 Million comprises only 10.07% of its total revenue of P36.231 Million.

Likewise, based on the 2009 National Statistics Office records, PADC has a very minimal .22% share of the P12.9 Billion revenue of the Manufacturing - Air and Space Craft Industry.  Furthermore, in the past five years PADC could not meet its targeted revenue as can be depicted from the table below:

	
	Revenue (In Millions)
	Variance

	Year
	Target
	Actual
	

	2011
	62.915
	35.243
	27.672

	2010
	77.361
	43.213
	34.148

	2009
	92.776
	28.408
	64.368

	2008
	359.000
	28.163
	330.837

	2007
	62.410
	29.889
	32.521


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.

PADC management commented that it is fully aware of this predicament and had taken great strides to address the dilemma.  
2. The correctness of the book balances as of December 31, 2011 of property, plant and equipment (PPE) and inventories of P10.620 million and  P65.552 million, respectively, cannot be ascertained in the absence of physical inventory report and its reconciliation with accounting and property records. 

Review of the accounts revealed that for CYs 2008, 2009, 2010 and 2011, no actual physical inventory was made to determine the completeness and accuracy of the property records, contrary to Sec. 1 of COA Circular 80-124 dated January 18, 1980 which states that:


“Physical inventory-taking being an indispensable procedure for checking the integrity of  property custodianship has to be regularly enforced. “

Also, Sec. 4 of the said COA Circular states that:

“Physical inventory of fixed assets shall be made at least once a year as of December 31.” 

Lastly,  Par. 4 Sec. 5 of the same COA Circular provides that:

“All inventory reports shall be prepared on the prescribed form (Gen.  Form No. 41-A) and certified correct by the committee in charge thereof, noted by the Auditor and approved by the head of the agency.  The reports shall be properly reconciled with accounting and inventory records.”

As a result, for CY 2011, the existence, condition and correct valuation of the property, plant and equipment could not be established properly. Likewise, no records would show the acquisition cost of the property and the date they were acquired, so that PADC has been depreciating properties that are doubtful of existence. 

We reiterated our previous years’ audit recommendation to conduct physical inventory of property, plant and equipment and of inventory to establish their existence, condition and correct valuation and to reconcile the report with the records.

Management informed that for 2012 an inventory team was formed to conduct physical count.
3. Deferred charges totaling P3.220 million remained untraced; thus, dormant in the financial statements of the Corporation for more than five years. 

Deferred charges account as herein reflected in the Corporation’s financial statements represents customs duties, freight and import charges that are being paid for before delivery of imported aircraft parts and supplies.  The estimated amounts for these expenses are given to the PADC Logistics Personnel to be liquidated/accounted for upon receipt of goods.  

The non-liquidation of such advances gave rise to non-closure of the Deferred charges account and casted doubt on the receipt of such deliveries of imported goods and accordingly the payment of customs duties.

Interview with the accounting personnel revealed that the balance was just a carry over from previous years and records were no longer available.  

The failure of PADC to record the adjustments had caused the overstatement of its asset account and understatement of its expense/retained earnings account. 
We recommended and management agreed that they should dig deeper into this case, to gather evidence of delivery to close the account.
4. Long-outstanding cash advances to officers and employees who are already separated from PADC in the total amount of P2.265 Million as of December 31, 2011 remained unliquidated.
Long outstanding cash advances to officers and employees remained unliquidated in the total amount of P2.265 Million as of December 31, 2011.  These were the cash advances of employees who are already separated from PADC.

Section 5.8 of COA Circular No. 97-002 dated February 10, 1997 on the Rules and regulations on the Granting, Utilization and Liquidation of Cash Advances, states that:


“All cash advances shall be fully liquidated at the end of each year.  Except for petty cash fund, the accountable officer shall refund any unexpended balances to the Cashier/Collecting Office who will issue the necessary official receipt.”

Also,  Section 5.9 of said COA Circular states that:


“When no liquidation on the previous cash advance is received on or before January 20, the Accountant shall cause the withholding of the accountable officer’s salary.”
We noted that the demand letter sent by the Corporation’s Legal Department to employees were just returned back to sender.  Thus, we urged the Corporation to exert best effort to trace the whereabouts of the separated employees.
We reiterated our recommendation that Management should 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 by 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. Various reconciling items to the cash in bank accounts in the total amount of P.337 Million were not recognized in the books. 
Various reconciling items such as unrecorded deposits/withdrawals, interests and taxes and other related adjustments in the total amount of P336,878 were not taken up in the books of accounts.  Though a bank reconciliation statement is prepared for the PNB Peso Savings Account, the reconciling items were not recorded in the books of accounts for December 31, 2011.  And, no bank reconciliation statement is prepared for the PNB Dollar Savings Account.

Analysis of the Bank Reconciliation Statements, Bank Certificates on Time Deposit, and passbooks revealed that the following reconciling items were not taken up as summarized below:

	Date
	Particulars
	Amount

	12/31/2011
	Accrual of Interest Income on Short Term Investments PNBig Savings
	136,262.35

	12/31/2011
	Accrual of interest income on Dollar Savings Account  with PNB amounting to USD377.29 @ P43.928 totaling P16,573.60
	16,573.60

	12/31/2011
	Income on LBP Dollar Savings account in the amount of USD8.71 @ P43.928 totaling P382.61 as of March 31, 2011 and USD 1.55@ P43.928 totaling P68.09 
	450.70

	12/31/2011
	Interest income on PNB Combo account from 1st to 4th Quarter ending December 31, 2011 amounting to P21,963.75
	21,963.75

	12/31/2011
	Interest income on LBP Current Account P4,016.74 and interest income on LBP Savings Account P17.45 as of February 28, 2011 
	4,034.19

	12/31/2011
	Interest earned on Oct 6, 2011 
	 6,631.28

	12/31/2011
	Bank charges not taken up
	(3,231.58)

	12/31/2011
	Dollar deposits/withdrawals/errors not taken up 
	292,175.23

	12/31/2011
	Peso deposits not taken up
	1,870,703.18

	12/31/2011
	Peso withdrawals not taken up
	(2,008,684.79)

	
	
	

	
	TOTAL
	     336,877.91


We recommended that more efforts be exerted in the analysis, reconciliation, and review of the cash in bank accounts to establish their correctness.  Necessary adjusting entries should be made to reflect the correct balances of the cash and income accounts in the financial statements.  Also, monthly bank reconciliation statements should be prepared for all cash in bank accounts.
6. Dormant Accounts Payable in the total amount of P 25.162 Million were closed to Retained Earnings without analysis and supporting documents. 

PADC closed dormant Accounts Payable-Trade, Accounts Payable Others and Other Payables without any supporting documents to justify adjustments.

Analysis of accounts showed that AP-Trade, AP-Others and Other Payables have dormant balances of P11.452 Million, P10.241 Million and P3.469  Million; respectively, for more than five (5) years already.  Original entries of these accounts can no longer be traced because of absence of supporting documents/records.  Records show the beginning balances of these accounts as of January 1, 2011 as follows:

                   Account Name                                Balances
              Accounts Payable-Trade                       P11,452,051
              Accounts Payable-Others                        10,289,947

              Other Payables                                          8,323,204

The adjustments made in the books are as follows:

	JEV # 11-04-0550
	DR
	CR

	Accounts Payable-Trade
	11,452,051.64
	

	Retained Earnings
	
	11,452,051.64

	     To reclassify balances of dormant accounts
	
	

	
	
	

	JEV # 11-04-0551
	
	

	Accounts Payable-Others
	10,240,828.43
	

	Retained Earnings
	
	10,240,828.43

	     To reclassify balances of dormant accounts
	
	

	
	
	

	JEV # 11-04-0552
	
	

	Other Payables
	 3,469,466.09
	

	Retained Earnings
	
	3,469,466.09

	     To reclassify balances of dormant accounts
	
	

	
	
	


We recommended that Management should exert efforts to locate documents relative to the accounts.  Further, since transactions involved unpaid obligations, closing such entries to clean the financial statements without scrutiny may not  detect previous questionable transactions.
In view of the foregoing, we requested for the submission of the supporting documents that will support the adjustments/reclassifications, or herein entries maybe suspended in audit.
Management responded that the accounts were reclassified for having an overdue balance for more than five (5) years in the books and in compliance with the recommendation in AOM 2011-008 dated May 24, 2011.  Likewise, 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 dividend to the National Government.   

For CY 2011 PADC earned a net income of P4.399 Million; however, we noted that as of this date, Management has not declared dividend yet to be remitted to the National Government.

Section 3 of Republic Act No. (RA) 7656 states that, “All government owned or controlled corporations shall declare and remit at least fifty percent (50%) of their annual net earnings as cash, stock or property dividends to the National Government. This section shall also apply to those government-owned or controlled corporations whose profit distribution is provided by their respective charters or by special law, but shall exclude those enumerated in Section 4 hereof: Provided, That such dividends accruing to the National Government shall be received by the National Treasury and recorded as income of the General Fund.”
We recommended Management to declare dividend 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.   SUSPENSIONS, DISALLOWANCES AND CHARGES
	
	
	
	
	


For CY 2011, the status of Suspensions, Disallowances and Charges are as follows:

	ND/NC No.

	Suspension
	
	Disallowance
	
	   Charge
	Remarks

	ND No. 2006-01
	
	P
	169,499.18
	P
	
	Unsettled

	ND No. 2006-02
	
	
	173,618.27
	
	
	With Appeal



	ND No. 2006-03
	
	
	 909,415.36
	
	
	With Sandiganbayan
With Appeal

	ND No. 2006-04
	
	
	    2,750.00
	
	
	With Appeal

	ND No. 2006-05
	
	
	    5,238.00
	
	
	With Appeal

	ND No. 2006-06
	
	
	   15,861.78
	
	
	With Appeal

	ND No. 2006-07
	
	
	 144,567.68
	
	
	With Appeal

	ND No. 2006-08
	
	
	  295,345.69
	
	
	With Appeal

	ND No. 2006-09
	
	
	  130,009.84
	
	
	With Appeal

	ND No. 2006-10
	
	
	   685,671.09
	
	
	With Appeal

	       Total for 2006


	
	2,531,976.89
	
	
	

	ND No. 2007-01
	
	
	160,011.64
	
	
	With Appeal

	ND No. 2007-02
	
	
	 20,985.12
	
	
	With Appeal

	ND No. 2007-03
	
	
	  29,430.82
	
	
	With NFD dtd 12/1/10
Unsettled

	ND No. 2007-04
	
	
	9,681.97
	
	
	With Appeal 

	ND No. 2007-05
	
	
	244,406.29
	
	
	With NFD dtd 11/10/10
Unsettled

	ND No. 2007-06
	
	
	 15,540.00
	
	
	With NFD dtd 12/1/10
With Appeal

	          Total for 2007


	
	480,055.84
	
	
	

	ND No. 2008-01
	
	
	  241,478.68
	
	
	With COE dtd 6/28/10
With Appeal

	ND No. 2008-02
	
	
	  62,000.00
	
	
	With NFD dtd 6/1/11

Unsettled

	ND No. 2008-03
	
	
	 626,878.68
	
	
	With Appeal

	ND No. 2008-04
	
	
	1,000,000.00
	
	
	With NFD dtd 6/1/11

With Appeal

	ND No. 2008-05
	
	
	11,282.57
	
	
	With NFD dtd 11/10/10
Unsettled


	ND/NC No.

	Suspension
	
	Disallowance
	
	   Charge
	Remarks

	ND No. 2008-06
	
	
	344,700.00
	
	
	With NFD dtd 12/1/10
With Appeal

	        Total for 2008


	
	2,286,339.93
	
	
	

	ND No. 2009-          05(2007)
	
	
	14,957.22
	
	
	With Appeal

	ND No. 2009-06
	
	
	  153,286.47
	
	
	With Appeal

	ND No. 2009-07
	
	
	    15,772.00
	
	
	With Appeal

	ND No. 2009-09
	
	
	    38,733.13
	
	
	With Appeal

	ND No. 2009-10
	
	
	    56,110.00
	
	
	With Appeal

	ND No. 2009-11
	
	
	    89,698.32
	
	
	With Appeal

	NC No. 2009-01
	
	
	
	
	4,992,250.30
	With Appeal

	NC No. 2009-01A
	
	
	
	
	4,267,491.15
	With Appeal

	          Total for 2009


	
	368,557.14
	
	9,259,741.45
	

	ND No. 2010-01
	
	
	    28,080.72
	
	
	Unsettled

	ND No. 2010-02
	
	
	    12,490.57
	
	
	Unsettled

	ND No. 2010-03
	
	
	    23,274.28
	
	
	Unsettled

	ND No. 2010-04
	
	
	    18,569.41
	
	
	Unsettled

	ND No. 2010-05
	
	
	      7,000.00 
	
	
	With Appeal

	ND No. 2010-06
	
	
	  100,039.49
	
	
	With Appeal

	ND No. 2010-07
	
	
	    49,000.00
	
	
	With Appeal

	ND No. 2010-08
	
	
	    63,871.05
	
	
	With Appeal

	ND No. 2010-09
	
	
	  195,197.65
	
	
	With Appeal

	ND No. 2010-10
	
	
	    30,088.75
	
	
	With Appeal

	ND No. 2010-11
	
	
	    25,093.00
	
	
	With Appeal

	ND No. 2010-12
	
	
	    81,700.03
	
	
	With Appeal

	ND No. 2010-13
	
	
	  242,938.91
	
	
	With Appeal

	ND No. 2010-14
	
	
	    50,000.00
	
	
	With Appeal


	ND/NC No.


	Suspension
	     Disallowance
	
	   Charge
	Remarks

	ND No. 2010-15
	
	
	   256,990.19
	
	
	With Appeal

	ND No. 2010-16
	
	
	   998,000.00
	
	
	With Appeal

	          Total for 2010


	
	2,182,334.05
	
	
	

	ND No. 2011-01
	
	
	    69,259.98
	
	
	With Appeal

	          Total for 2011


	
	    69,259.98
	
	
	

	             TOTAL


	P
	7,918,523.83
	P
	9,259,741.45
	


9.  UNLIQUIDATED CASH ADVANCES 

	
	
	
	
	


 List of Officers and Employees with long outstanding Cash Advances: 

	Name/Designation
	
	Unliquidated Cash Advances as of December 31, 2011
	Remarks

	
	
	
	

	ANGELO DWIGHT PENSON
	P
	              89,698.32 
	 ND#2009-011 dtd. 12/15/09 

	     Former PADC President 
	
	 
	 

	ROBERTO R. NAVIDA
	
	              626,878.68 
	 ND#2008-003 dtd. 9/23/08 

	     Former PADC President 
	 
	 
	 

	MA. LORENA B. AQUINO
	 
	                84,590.51 
	 ND#2010-12 dtd. 11/11/10 

	     Financial Specialist B
	 
	 
	 (P81,700.03) 

	RICHARD K. LAZARO
	 
	              199,306.92 
	 ND#2010-09 dtd. 8/23/10 

	     Former Acting President/CEO
	 
	 
	 (P195,197.65) 

	VILMA S. MIANE
	 
	              323,262.55 
	 ND#2008-006 dtd. 9/24/08 

	     Division Manager
	 
	 
	 (P344,700.00) 

	ANTONIO M. SUBA
	 
	              241,478.68 
	 ND#2008-001 dtd. 3/17/08 

	     VP for Operations
	
	 
	 

	CONRADO CUETO
	
	                68,259.98 
	 ND#2011-001 dtd. 1/27/11 

	     Division Manager A-ASD
	
	 
	 

	ROBERTO MANLAVI
	
	                93,937.14 
	 With Demand Letter 

	     Senior VicePresident
	
	 
	 

	DANILO R. CRISOLOGO
	
	              492,677.50 
	 With Demand Letter 

	    Former PADC President 
	
	 
	 

	Michael Baculi
	
	                  2,378.73 
	 With Demand Letter 

	 
	
	 
	 

	Raquel Echin
	
	                28,250.00 
	 With Demand Letter 

	 
	
	 
	 

	Alicia Herezo
	
	                  6,508.13 
	 With Demand Letter 

	 
	
	 
	 

	Jireh Nacionales
	
	                  5,537.83 
	 With Demand Letter 

	 
	
	 
	 

	Darwin Paraguison
	
	                  1,920.00 
	 With Demand Letter 

	 
	
	 
	 

	 
	
	 
	 

	 
	
	 
	 

	TOTAL 
	P
	           2,264,684.97 
	 



STATUS OF IMPLEMENTATION OF PRIOR YEAR’S AUDIT RECOMMENDATIONS

	
	Audit Recommendations
	Status



	1.
	The PADC should not only conduct physical inventory of property and equipment and of its inventories but also reconcile the physical inventory report with the property cards and accounting records to establish their existence, condition and correct valuation.


	Not implemented – Reiterated in 
Observation No. 2


	2. 
	Management should exert extra effort to collect long overdue outstanding cash advances especially those pertaining to employees who are already separated from PADC.


	Not implemented – Reiterated in 
Observation No. 4


	3.
	Management should analyze the long-outstanding dormant accounts and, if these are found to be no longer valid claims, necessary reversing/correcting entries should be taken-up in the books.  Moreover, the negative balances have to be analyzed and adjusted accordingly.


	Not implemented 


	4.
	Management should establish an Internal Audit Service office pursuant to AO Nos. 278 and 70 dated April 28, 1992 and April 14, 2003, respectively, in order to strengthen the Corporation’s internal control system. 


	Not implemented 


	5.
	Management should stop the practice of paying honorarium to OGCC lawyers as this is violative of Section 6 of E.O. 878; require the OGCC lawyers to refund the money received without basis; and, strictly comply with the provision of Section 6 of E.O 878. 


	Partially implemented 


	6.
	Management should develop a Gender and Development Plans and Program in line with its mandate.
	Implemented
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