PHILIPPINE AEROSPACE DEVELOPMENT CORPORATION

NOTES TO FINANCIAL STATEMENTS



1. CORPORATE BACKGROUND

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 and Communication (DOTC) 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 a 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.


The Corporation is governed and its activities are directed, controlled and managed by a Board of Directors. 
       

2.  SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Accounting

Revenues and expenses are recorded on the accrual basis of accounting.

Cash Equivalents

For purposes of the statement of cash flows, the Corporation considers all highly liquid instruments purchased with original maturities of three months or less from date of acquisition to be cash equivalents.

Inventories

Inventories of supplies and materials are stated at cost determined on the basis of weighted average method and are determined on the basis of perpetual inventory records.  Allowance for inventory obsolescence is set up upon approval by the Board based on the actual physical count of obsolete spare parts, with their corresponding weighted average costs.

Allowance for Bad Debts
Allowance for bad debts is set up for three-year old accounts.
Investments
Investments are stated at cost less allowance for impairment.
Property and Equipment 

Property and equipment are stated at cost less accumulated depreciation. Major repairs which extend the life of the assets are capitalized, while minor repairs are charged outright to expense.

Foreign Currency Transactions

Transactions in foreign currencies are recorded in Philippine peso based on the exchange rate prevailing at the date of the transactions.  Cash denominated in foreign currencies are restated using the Bangko Sentral ng Pilipinas guiding exchange rate as of reporting date.  The foreign exchange differential is treated as a gain or loss on conversion of foreign currency, as the case may be.



3.   CASH AND CASH EQUIVALENTS

This account consists of the following:
	
	2014
	2013

	
	
	

	Cash in current/savings account - PNB 
	6,765,300
	26,363,867

	Cash in dollar savings account - PNB
	1,760,265
	2,610,171

	Revolving fund
	59,400
	22,558

	
	8,584,965
	  28,996,596


In its Resolution No. 493, dated April 26, 2007, the Monetary Board of the Bangko Sentral ng Pilipinas (BSP) approved Philippine National Bank’s (PNB) request for renewal of authority to accept government deposits on a continuing basis. 
The BSP guiding foreign exchange rate as of reporting date was adopted to convert the US dollar deposits at year end.  Conversion rates as of December 29, 2014 and December 27, 2013 are P44.617 and P44.414, respectively.


4.   RECEIVABLES

This account consists of the following:
	
	                 2014
	                   2013

	Trade receivables            
	       32,844,034
	           7,642,765

	Receivables from tenants  
	         3,575,350
	         5,071,000

	
	        36,419,384
	       12,713,765

	Allowance for bad debts
	       (5,487,079)
	       (5,487,079)

	
	       30,932,305
	         7,226,686

	Receivables from officers and employees
	         2,096,745
	         1,939,359

	Other receivables
	              24,733
	            241,479

	
	        33,053,783
	       9,407,524



Trade receivables represents accounts arising from service parts, labor, and over-the-counter sales. Of the total Trade Receivables, 81 per cent or P28.8 million represents receivables from the Philippine Navy. Receivables from tenants consists of receivables for rental of office spaces and hangarage, and telephone, water, and electricity bills of various tenants of the Corporation.  Receivables from officers and employees consists mainly of unliquidated cash advances. Other receivables represents the cash advance granted to a PADC Acting Treasurer for the Revolving Fund of the PADC President.  The liquidation voucher was disallowed by the PADC-COA Audit Team Leader under Notice of Disallowance (ND) No. 2009-009-(2007-2008).  Decrease in Other receivables is due to the settlement made by Mr. Suba of his unliquidated cash advance amounting to P241,479 under OR # 0093 dated September 12, 2014. 


5.   INVENTORIES

This account consists of the following:
	
	                2014
	2013


	Spare parts and accessories
	       64,926,656
	        66,571,066

	Jobs in progress
	       8,244,759
	     10,036,458

	
	          73,171,415
	           76,607,524

	Allowance for obsolescence 
	         (23,563,740)
	         (23,563,740)

	
	        49,607,675
	     53,043,784



This account represents the balance after deducting the other supplies inventory which were not accounted for during the  annual physical inventory count conducted in March 2012, amounting to P13,262,737. 


6.   PREPAYMENTS

This account includes:

	
	        2014
	           2013


Prepaid rent - MIAA                                                                    9,023                             0
Other prepaid expense                                                        7,234,580                  267,886
	
	   7,243,603
	           267,886


Other prepaid expense consists of payments made to various foreign suppliers for purchase of spare parts. 


7.   INVESTMENTS
This account consists of the Corporation’s investment in shares of stock of the  following:
	
	         2014
	         2013

	
	
	

	Airbus Helicopters, formerly Eurocopter Phils., Inc. 
	     11,799,153    
	        11,799,153

	PLDT
	        55,300
	         55,300

	Meralco
	                5,870
	                 5,870

	
	     11,860,323
	      11,860,323

	Allowance for impairment 
	(6,900,948)
	      (6,900,948)

	
	
	

	
	       4,959,375
	        4,959,375


Investment in Airbus Helicopters, Inc. formerly Eurocopter Phils., Inc. (EPI), represents the Corporation’s investment of 11,700 shares representing 30 per cent equity.  Airbus (EPI) has not declared dividends since it started operations in 1997.


8.   PROPERTY AND EQUIPMENT
This account is composed of the following (amounts stated in thousand pesos):
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Mach. Acft  Furn./ Technical IT and

 & Bldgs. &  Grd. Fix. & Library Motor Communication Software

Equipt. Improv't. Equipt. Equipt. Books Vehicle Equipt. Equipt.          TOTAL

Cost 40,857 27,597 8,885 12,840 29                  5,748 495 364 96,815

Accumulated Depreciation 35,465 21,865 7,996 11,346 1                   5,173 447 69 82,362

Net Book Value 5,392 5,732 889 1,494 28 575 48 295 14,453

Opening Net Book Value 5,392 5,732 889 1,494 28 575 48 295 14,453            

Additions/Deductions 141 0 (244)                          (969) 83 (161)                0 55                         (1,095)            

Cost/ Adjustment 0 0 0 0 0 0 0 0 0

Accum. Depreciation 0 0 0 0 0 0 0 0 0

Prior Year's Adj. 0 0 0 0 0 0 0 0 0

Depreciation for the Year (168) (595) 266                           765 (21)                 161 2 (82) 328                

Closing Net Book Value 5,365 5,137 911 1,290 90 575 50 268 13,686            

At December 31, 2014

Cost 40,998 27,597 8,641 11,871 112 5,587 495 419 95,720

Accumulated Depreciation 35,633 22,460 7,730 10,581 22 5,012 445 151 82,034

Net Book Value 5,365 5,137 911 1,290 90 575 50 268 13,686

At December 31, 2013

Year Ended December 31, 2014


As a matter of policy, depreciation expenses are allocated and added to the following costs/expenses (amounts in thousand pesos):

	
	              2014
	                   2013

	Depreciation
	                892
	719

	Prior years adjustment
	               (564)
	                 0  

	Auditing services
	                   0
	42

	
	               328
	761




9.  OTHER ASSETS


This account consists of the following:

	                                                                                               
	         2014
	              2013

	
	
	

	Trade receivables
	        35,568,891
	          35,568,891

	Miscellaneous receivables
	            8,513,714
	              8,513,714

	
	          44,082,605
	          44,082,605

	Allowance for bad debts
	          44,082,605
	        44,082,605

	
	                          0      
	                            0  

	Traded-in spare parts and accessories
	          11,270,950
	          11,270,950

	Flight equipment-rotable parts
	            1,610,445
	            1,610,445

	
	          12,881,395
	           12,881,395

	Provision for obsolescence
	       (12,881,395)
	         (12,881,395)

	
	                          0
	                            0

	Deposits
	            2,082,543              
	             2,082,543

	Other prepaid expense
	                 33,614
	                   33,614

	Creditable withholding tax      
	            6,240,018
	              5,137,805

	Final withholding tax      
	               136,580
	                            0

	Deferred credits-MCIT      
	                 39,125
	              1,987,400

	Deferred tax asset      
	                 58,931
	                            0

	Foreign training      
	                 18,204
	                 455,111

	
	            8,609,015
	              9,696,473


      Because of doubtful collectibility and utilization, the receivable and inventory accounts, together with their provisions, were reclassified under Other assets account by virtue of Board Resolution No. 12 Series of 1991.  An additional allowance for bad debts amounting to P16,244,202 was set up in 2011 upon the approval of the Board. 


Miscellaneous receivables includes the claim of P2,183,500 against a former PADC Treasurer who entrusted to an intermediary PNB employee the amount for the purchase of dollars in the black market.  An estafa case against the former PADC Treasurer, which was filed on April 22, 1986 by the Office of the Government Corporate Counsel with the Office of the Provincial Fiscal of Rizal, is still pending.   


10.  TRADE AND NON-TRADE PAYABLE

This account consists of the following:

	
	   2014
	2013

	
	
	

	Accounts payable - trade
	659,906
	1,018,187

	Accounts payable - others
	35,187
	35,322

	Accrued liabilities
	13,078,449
	12,525,116

	Other payables
	4,853,738
	4,853,738

	Other payables - (miscellaneous)
	1,722,540
	689,665

	Deferred credits
	1,477,403
	1,730,300

	
	21,827,223
	       20,852,328


Accounts payable - trade  represents obligations to suppliers of aircraft parts and supplies, while Accounts payable - others substantially consists of duties and fees due to the Bureau of Customs, insurance of various properties due to GSIS, and claims of former PADC officials and employees. Accrued liabilities consists of various accruals for expenses incurred but not yet paid. Other payables - (miscellaneous) is composed of Input VAT that normally has a debit balance. Deferred credits represents payments received for items not yet delivered.  


11. PROVISION FOR VACATION AND SICK LEAVE PAYMENTS (Accrued Retirement
        Benefits)
This account represents the money value of the earned vacation and sick leave credits of employees. 


12. DEPOSITORY LIABILITIES

This account consists of deposits made by airline companies and various tenants in connection with the lease of PADC hangars, as follows:
	
	2014
	  2013

	
	
	

	Cebu Pacific Airways
	2,935,906
	    2,935,906

	Various customers
	2,651,671
	2,765,079

	
	5,587,577
	    5,700,985




13. CAPITAL STOCK

This account pertains to the subscribed and paid for shares, as follows:

	
	Subscribed Shares
	Par Value/ Stated Value
	Property

Contribution
	Cash

Contribution
	                    Total

	NG
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2,000,000
	      40 
	       
	    
	       

	
	917,783
	150
	          151,967,400
	   65,700,000           
	217,667,400

	GSIS
	500,000
	40
	                         0
	20,000,000
	    20,000,000

	DBP         
	500,000
	40
	                         0
	20,000,000
	20,000,000

	
	    3,917,783
	
	       151,967,400
	  105,700,000
	  257,667,400



Under P.D. No. 286, the initial authorized capital stock of the Corporation is P50 million, divided into 500,000 shares at P100 par value.  P.D. No. 346 increased the authorized capital stock into three million shares, no par value. P.D. No. 696 further increased the capital stock into five million shares, no par value.

The two million shares of stock subscribed and paid for by the National Government (NG) had an initial stated value of P40/share.  The 500,000 shares of stock each for the Government Service Insurance System and Development Bank of the Philippines were also issued at P40/share. 

However, in its letter dated June 11, 2013, DBP informed PADC that it ceased to be an ex-officio member of the PADC Board, citing that on December 8, 1986, President Corazon C. Aquino issued Proclamation No. 50, mandating GOCCs and GFIs to transfer non-performing accounts to the NG through the Asset Privatization Trust (APT), now known as Privatization and Management Office.  PADC was among the assets transferred by DBP to the NG on February 27, 1987.  Wherefore, the 500,000 shares totaling P20,000,000 were delegated to the NG.  PADC Management is awaiting approval/confirmation from the PADC Board/NG. 
The property contribution of the NG consisted of four C-130 aircrafts. 



14. SALES / COST OF SALES

These accounts represent the following:

	
	2014
	               2013

	Sales
	
	

	Service parts sales
	28,922,828
	5,104,487

	Hangarage fees
	3,026,181
	3,592,804

	Man-hours
	1,340,495
	2,904,272

	Manhours (VAT zero-rated/VAT exempted)
	770,403
	851,938

	Over-the-counter
	163,812
	4,716,015

	
	34,223,719
	     17,169,516

	Cost of Sales
	
	

	Service parts
	16,533,792
	       3,617,568

	Labor and overhead
	13,098,755
	     10,456,117

	Over-the-counter
	112,713
	       3,217,157

	
	29,745,260
	     17,290,842

	Gross profit (loss)     
	    4,478,459
	          (121,326)


Hangarage fees represents income received from clients who place their aircrafts while waiting for the aircraft parts to be used for repair and overhaul; and from clients who store  their aircraft parts, tools and equipment at Hangar 3.

PADC records all the salaries, wages, RATA, leave benefits and bonus of regular MROS, Marketing and Quality Assurance personnel as Cost of Sales - Labor and Overhead.  This account was separated from those of other employees which were recorded in the Personal Services Expense account.  With or without service sales (man-hours), the Corporation incurred/paid the above expenses, thus, same were charged to cost of sales.


15. CONTINGENT LIABILITIES  


The Bureau of Internal Revenue (BIR) issued Tax Assessment for alleged tax deficiencies by PADC for the years 1999, 2003, 2004 and 2008, as follows:

	
	                          1999
	              2003
	          2004
	(Incremental Charges for Late Payment)

         2008
	Total

	Deficiency

income tax
	12,239,939
	32,650,997
	5,975,775
	                  0
	   50,866,711

	Value-added tax
	9,900,762
	16,661,371
	2,377,298
	    1,493,310
	   30,432,741

	EWT
	247,036
	728,504
	416,655
	      350,552
	       1,742,747                

	Withholding tax on
compensation
	0
	5,941,555
	0
	         352,603
	     6,294,158

	Withholding of
creditable value-

added tax
	0
	0
	1,023,676
	       148,079
	     1,171,755

	Total
	22,387,737
	55,982,427
	9,793,404
	    2,344,544
	  90,508,112




On February 7, 2007 and September 13, 2011, the Board instructed the PADC Management to exert optimum efforts in negotiating with the BIR for possible tax remedies PADC can undertake for CYs 2003 and 2004 assessments. Respectively, on August 1, 2008 and August 16, 2011, the BIR issued a Final Decision on Disputed Assessment for CYs 2003 and 2004, against which a petition for review was filed by the Corporation at the Court of Tax Appeals on September 8, 2008 and December 5, 2011, paying aggregate court fees amounting to P505,475.13 and P111,204.20. 


16. SUPPLEMENTARY   INFORMATION    REQUIRED   UNDER   BIR   REVENUE
       REGULATION  15- 2010



In compliance with Bureau of Internal Revenue (BIR) Revenue Regulation (RR) # 15-2010, dated November 25, 2010, it is hereby disclosed that the Corporation paid the following taxes for the year:

	Particular
	        Income
	     Withholding
	       Others
	 Total

	VAT Withheld
	0
	534,408
	0
	     534,408

	Compensation

Expanded
	0
	2,508,753
278,152       
	0
0
	    2,508,753


   278,152 
          

	Taxes paid on sales of goods & services
	0
	0
	5,046,550
	   5,046,550

	Income Tax paid thru Deferred Credits-MCIT
	1,476,244

	0
	0
	     1,476,244

   

	Total
	  1,476,244

	3,321,313
	5,046,550
	    9,844,107
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