COMMENTS AND OBSERVATIONS

1. Inventory account stated at a gross value of P88.405 million is overstated by P21.023 million representing the reported value of job in process, office and other supplies, and gasoline, oil and lubricants which have not been accounted for during the physical count of inventories.
Results of the physical count of inventories as of December 31, 2012 are as follows:
	Particulars
	
	Amount

	
	
	

	Duly Accounted for:

	
	

	Spare Parts
	P
	        47,473,592

	Spare Parts & Accessories Repossessed/Trade-in
	
	         19,515,743

	Flight Equipment Rotable Parts
	
	              392,515

	Sub total
	
	          67,381,850

	Allowance for Obsolescence
	
	(23,563,740)

	Net
	
	 43,818,110 

	
	
	

	Unaccounted for:

	
	

	Job in Process 
	
	           8,139,881

	Office Supplies 
	
	236,767

	Other Supplies 
	
	12,076,592

	Gasoline, Oil & Lubricants 
	
	570,000

	Sub-total
	
	    21,023,240

	
	
	

	Total
	P
	64,841,350


As stated in the above summary, inventory items identified as Job in Process, Office Supplies, Other Supplies, and Gasoline, Oil & Lubricants with a total cost of P21,023,240 could not be accounted for.  Therefore, while said items are still carried in the books, their existence have been determined to be doubtful. 

This issue has been raised as a concern during previous years’ audits and apparently, no concrete actions have been taken by previous Managements to address this issue.
In view thereof, we recommended that the present Management provide an allowance for inventory loss on these items and determine accountability for the unaccounted items.
2. The P23.564 million allowance for inventory obsolescence provided on unserviceable, condemned and obsolete aircraft inventory items in the total amount of P59.574 million is understated by P36.010 million.  
International Accounting Standard (IAS) No. 2 requires that inventory items be measured at lower of cost or net realizable value (NRV). This necessitates that a periodic assessment of the items be conducted to determine their commercial value, and to provide an allowance for their obsolescence, if warranted.  

Aircraft inventory items identified as Spare Parts, Account Repossessed/Trade-in & Flight Equipment-Rotable Parts with a total cost of P67.382 million and which were accounted for thru physical count are further classified as follows:

	Particulars
	Amount

	
	

	Unserviceable (w/o authenticating documents)
	P         58,601,193

	Condemned/obsolete
	                972,499

	
	

	Subtotal 
	           59,573,692

	
	

	Serviceable (with authenticating documents)
	             4,839,860

	Reparable
	             2,968,298

	Subtotal
	             7,808,158

	
	

	Total
	P         67,381,850


It bears attention that P58,601,193 out of P67,381,850 have been classified to be without authenticating documents.  Likewise, P972,499 inventory items were already condemned for being either defective or obsolete.  As such, they are booked assets that have no economic benefit for the Corporation (can no longer be used/sold to the clients) and should be written down.  

Analysis of the account revealed that the allowance for obsolescence as of December 31, 2012 amounting to P23,563,740 has remained the same since 1991. The absence of an adjustment in the allowance account indicates that no periodic evaluation has been made for the past twenty-one (21) years. Thus, the provision balance does not reflect an accurate estimate of the adjustment in inventory valuation to carry them in the books at NRV.  

We recommended that Management evaluate the condition of inventories and adjust the  allowance for obsolescence; and formulate and recommend to the Board guidelines on the proper disposition of unserviceable, condemned/obsolete and missing inventories and implement the same promptly.

According to Management, they have undertaken remedial measures relative to the handling and recording of their inventories which are stated in a memorandum-request dated May 2, 2013 which has been approved by the Acting President.  The balances of the inventory accounts mentioned will be adjusted (including the additional provision for inventory obsolescence) in 2013 to reflect their correct balances as determined through the Wall to Wall Inventory after the same is reported to the Board of Directors.

3. 
Voluntary separation pay paid to three (3) PADC employees amounting to P0.930 million is not authorized under the DBM approved Corporate Operating Budget for the calendar year 2012. 

On March 23, 2012, the Board of Directors issued Resolution No. 24-2012 approving Management’s recommendation for the implementation of a Sustainable Growth Plan (5-Year Plan) in order to strengthen PADC, upgrade its standards and turn around its status to a competitive organization.  The Plan included the offer of a Voluntary Separation Program (VSP) to qualified employees based on its approved guidelines.

Three (3) PADC personnel decided to avail of the said Plan and were paid their separation pay as follows:

	DV#
	        Check #
	    Payee
	Separation Pay

	
	
	
	

	12-05-0692
	         058753
	   B. Moral
	   P    542,154.68 

	12-05-0694
	         058755
	   R. Monzon
	            283,801.01

	12-05-0742
	         058806 
	  M. Magnaye
	         103,739.59 

	
	
	
	

	   Total
	
	
	   P    929,695.28


However, our audit of said disbursements disclosed that payments to the three employees were charged against accrued leave pay.  Apparently, while the Board of Directors approved the appropriation of P13.351 million for the VSP, the Department of Budget and Management (DBM) disallowed the same as reflected from PADC’s approved Corporate Operating Budget for CY 2012 “since no Rationalization Plan Program was submitted to DBM/GCG for approval.  No legal basis for payment of said benefits for FY 2012.”
Evidently, the separation packages were charged against a budget that was not allotted for that purpose.

According to Management, the VSP is not an incentive package pursuant to Executive Order No. 366.   The VSP is entirely separate and distinct from the Rationalization Plan and an employee can always choose to retire under applicable laws or under a Board-approved retirement and separation program.  The separation pay of the employees was not sourced from the national government but from corporate funds as approved by the Board.  Further, Management asserts that the disallowance by the DBM of the incentive package under the impression of EO 366 was not applicable in the light of the approval of the VSP by the PADC Board.

The Supreme Court has ruled on many occasions that a corporation’s board of directors is merely an administrative body tasked with overseeing the conduct of its corporation’s business.  Its power is not absolute, thus, its issuances and decisions must be in harmony with existing laws.  To dispense with the requirements of the DBM, which exercises authority over fiscal management of all branches and instrumentalities of the government, is tantamount to bestowing it unbridled powers that may be subject to misuse.

The DBM, in its approval of the Corporate Operating Budget of PADC, was clear that budget for the VSP was disallowed because there is no legal basis for the payment thereof in CY 2012 since no Rationalization Plan was submitted to them and/or to the Governance Commission for Government-Owned or Controlled Corporations.

In view thereof, we recommended that the Corporation secure the necessary approval of the DBM for the payment of the VSP.

4. A comparison of the book balances of employees’ mandatory and optional     deductions vis-à-vis the General List of Deductions remitted to various entities disclosed a variance of P0.548 million as of December 31, 2012.

      Verification of the account balances against the amounts remitted to various entities per General List of Deductions disclosed discrepancies, details of which are as follows:

	Account Name
	
	  Per Books / GL
	  Per Gen. List of     Deductions
	    Difference

	Life and retirement
	
	107,747.95
	(117,725.68)
	(225,473.63)



	Salary Loan


	
	(40,911.59)
	                    (133,933.15)
	              (93,021.56)

	Policy Loan


	
	22,059.27
	(6,700.00)
	(28,759.27)

	E-Card Loan


	
	7,912.42
	(7,450.96)
	(15,363.38)

	Emergency Loan


	
	29,620.80
	(16,455.66)
	(46,076.46)

	Multi-purpose Loan


	
	(927.57)
	(29,456,33)
	(28,528.76)

	LBP Salary Loan


	
	(10,245.94)
	(10,245.94)
	                -

	PAPHEA


	
	(10,789.26)
	(67,824.96)
	(57,035.70)

	Philhealth


	
	(587.50)
	(14,837.50)
	(14,250.00)

	Pagibig


	
	47,651.89
	(7,400.00)
	(55,051.89)

	Tax Withheld


	
	(2,518.40)
	12,837.38
	15,355.78)

	TOTAL
	
	            149,012.07
	                     (399,192.80)


	             (548,204.87)


Balances in the General List of Deductions which pertain to the amounts remitted to the corresponding entities in January 2013 did not tally with the balances in the General Ledger as of December 31, 2012.  A negative variance of P548,204.87 was determined upon audit of said accounts.

Apparently, accruals, including the erroneous beginning balances, and remittances of mandatory deductions are not properly adjusted/recorded in the books which resulted in incorrect ending balances, thereby resulting in over/under statement of the affected accounts.

We recommended that Management conduct an analysis of the account transactions and make the necessary adjustments to correct the affected balances.

According to Management, their Accounting Department’s analysis of the discrepancies validated the findings of the figures arrived at by the audit team.  However, said differences were the result of carry-over errors pertaining to prior years.  Continuous analysis of the discrepancies will be performed and the necessary adjustments will be made as the verification progresses.

5. SUSPENSIONS, DISALLOWANCES AND CHARGES

For CY 2012, the Status of Suspensions, Disallowances and Charges are as follows:
	
	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
	
	
	14,540.00
	
	
	With NFD dtd 12/1/10

	
	
	
	
	
	
	With Appeal

	Total for 2007
	
	   
	          479,055.84
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	Suspension
	
	Disallowance
	
	Charge
	Remarks

	
	
	
	
	
	
	

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

	ND No. 2008-02
	
	
	             62,000.00
	
	
	With NFD dtd 11/10/10 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 6/1/11

Unsettled

	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

	ND No. 200901A
	
	
	
	
	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. 2010-00
	
	
	         195,197.65
	
	
	With appeal

	ND No. 2010-10
	
	
	           30,088.75
	
	
	With appeal

	ND No. 2010-11
	
	
	           25,093.03
	
	
	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 No. 2010-15
	
	
	         256,990.19
	
	
	With appeal

	ND No. 2010-15
	
	
	        998,000.00
	
	
	With appeal

	 Total for 2010                                                2,182,334.08



	  Total                                                        P   7,848,263.88     P   9,259,741.45

	6.  UNLIQUIDATED CASH ADVANCES

	
	
	
	
	

	      List of Officers and Employees with long outstanding Cash advances:

	NAME / Designation
	

	
	Unliquidated Cash Advances as of December 31, 2012
	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
	 
	         323,062.55 
	
	 ND#2008-006 dtd. 9/24/08 

	     Division Manager
	 
	 
	
	 (P344,700.00) 

	ROBERTO MANLAVI
	
	           93,937.14 
	
	 With demand letter 

	     Senior Vice President
	
	 
	
	dated April 22, 2013

	DANILO R. CRISOLOGO
	
	         492,677.50 
	
	 With demand letter 

	    Former PADC President 
	
	 
	
	dated April 22, 2013

	Michael Baculi
	
	     2,378.73 
	
	 With demand letter 

	 
	
	 
	
	dated April 22, 2013

	Raquel Echin
	
	           28,250.00 
	
	 With demand letter 

	 
	
	 
	
	dated April 22, 2013

	Alicia Herezo
	
	             6,508.13 
	
	 With demand letter 

	 
	
	 
	
	dated April 22, 2013

	Jireh Nacionales
	
	             5,537.83 
	
	 With demand letter 

	 
	
	 
	
	dated April 22, 2013

	Darwin Paraguison
	
	             1,920.00 
	
	 With demand letter 

	 
	
	 
	
	dated April 22, 2013

	
	   
	 
	
	 

	TOTAL
	P
	       1,954,746.31
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