 EXECUTIVE SUMMARY

A. Introduction

The Department of Budget and Management (DBM), created under Executive Order (EO) No. 25 dated April 25, 1936, is mandated under this Order and by subsequent issuances to promote the sound, efficient and effective management and utilization of government resources (i.e., technological, manpower, physical and financial) as instrument in the achievement of national socioeconomic and political development goals.

By 2016, the DBM envisions to be: a champion of results-oriented budget and management policies and practices that enable the government to steer the country towards meaningful development that empowers the poor and the marginalized; an implementer of world-class budget and management systems that enhance transparency, accountability and public participation in governance; and an institution composed of highly competent and motivated public servants who observe the highest standards of professionalism and integrity.

It shall lead public expenditure management to ensure the equitable, prudent, transparent and accountable allocation and use of public funds to improve the quality of life of each and every Filipino.

Furthermore, the following are the general functions of the Department:

· Formulates the overall resource application strategy to match the government’s macro-economic policy;

· Prepares the medium-term expenditure plan, indicating the programming, prioritization, and financing of capital investment and current operating expenditure requirements of medium-term sectoral development plans;

· Undertakes the formulation of the annual national budget in a way that ensures the appropriate prioritization and allocation of funds to support the annual program of government;

· Develops and administers a national accounting system essential to fiscal management and control;

· Conducts a continuing study of the bureaucracy and assesses as well as makes policy recommendation on its role, size, composition, structure and functions to establish a government bureaucracy imbued with a spirit of public service;

· Establishes the rules and procedures for the management of government organization resources i.e., physical, manpower and other resources, formulates standards of organizational program performance; and undertakes or provides services in work simplification or streamlining of systems and procedures to improve efficiency and effectiveness in government operations;

· Conceptualizes and administers the government’s compensation and position classification plan; and

· Monitors and assesses the physical as well as the financial operations of local government units and government-owned and/or controlled corporations.

The DBM is headed by Secretary Florencio B. Abad, who is assisted by seven Undersecretaries and five Assistant Secretaries. It has 951 personnel complement in the Central Office (CO) and 16 Regional Offices (ROs) as follows:

	Status of Employment
	Total

	Permanent
	730

	Co-Terminous
	79

	Contractual
	38

	Job Order/Contract of Service
	104

	     Total                 
	      951


B. Financial Highlights

The financial position and the sources and utilization of funds for Funds Cluster 01-Regular Agency Fund, 04-Special Account-Foreign Assisted/Grants and 07-Trust Fund for Calendar Year (CY) 2015 with corresponding figures for 2014, are summarized as follows:
	Particulars
	
	2015
	
	2014

	Allotments Received
	
	410,188,972,892.92
	
	354,753,703,801.02

	    Current Year Appropriations
	
	401,267,139,478.00
	
	354,059,425,622.00

	    Continuing Appropriations
	
	8,921,833,414.92
	
	     589,800,937.02

	    Supplemental Appropriations
	
	-
	
	104,477,242.00

	Obligations Incurred
	
	409,411,211,888.17
	
	353,576,263,344.48

	    Current Year Appropriations
	
	400,498,319,223.19
	
	353,232,979,386.84

	    Continuing Appropriations
	
	8,912,892,664.98
	
	236,486,281.86

	    Supplemental Appropriations
	
	-
	
	67,267,242.00

	    Automatic Appropriations
	
	-
	
	39,530,433.78

	Unobligated Allotments
	
	777,761,004.75
	
	 1,177,440,456.54

	
	
	
	
	

	Total Assets
	
	 2,294,348,352.77
	
	1,801,060,282.18

	Total Liabilities
	
	1,505,683,739.72
	
	1,302,597,524.00

	Net Assets/ Equity
	
	 788,664,613.05
	
	 498,462,758.18

	Total Revenue
	
	2,707,443,311.81
	
	6,397,999,892.15

	Total Expenses
	
	2,247,764,176.72
	
	6,225,551,534.51

	Surplus/(Deficit)
	
	 459,679,135.09
	
	 172,448,357.64


The DBM’s Financial Accountability Report Summary showing the Appropriations, Allotments, Obligations, Disbursements and Unobligated Allotments for CY 2015 is shown in Annex A.
C. Operational Highlights

EO No. 43 signed by President Aquino in May 2011 aims to orient and direct government programs, projects, and activities toward the attainment of five key priority areas (KRAs) of the Administration’s Social Contract (1) Transparent, accountable, and participatory governance; (2) Poverty reduction and empowerment of the poor and vulnerable; (3) Rapid, inclusive, and sustained economic growth; (4) Just and lasting peace and the rule of law; and (5) Integrity of the environment and climate change adaptation and mitigation. 

Under the General Appropriations Act (GAA) for FY 2015 (Republic Act No. 10651), the DBM’s total appropriations for the programs and specific activities amounted to P1,383,155,000.00, details are as follows: 

	Program/Project
	
	Amount

	A.
	PROGRAMS
	
	

	
	I.
	General Administration Support
	
	P   498,663,000.00

	
	II.
	Support to Operations
	
	26,622,000.00

	
	III.
	Operations
	
	

	
	
	a. MFO 1: Budget Policy Advisory Services
	10,692,000.00
	

	
	
	b. MFO 2: Budget Management Services
	187,620,000.00
	

	
	
	c. MFO 3: Organizational Productivity Enhancement Services
	22,385,000.00
	

	
	
	d. MFO 4: Performance Review and Evaluation Services
	83,119,000.00
	303,816,000.00

	
	Sub-total
	
	829,101,000.00

	B.
	PROJECTS
	
	

	
	I. 
	Locally-funded Projects (s)
	
	554,054,000.00

	
	Total New Appropriations
	P1,383,155,000.00


D. Scope of Audit

The audit covered, on a sampling basis, the accounts and operations for Calendar Year 2015  of  the DBM-CO  and its ROs  except for ROs  7  and 12.  It was aimed to (a) determine fairness of presentation of financial statements; (b) ascertain the propriety of the financial transactions and Management’s compliance with laws, rules and regulations; (c) verify the level of assurance that may be placed on Management’s assertions on the  correctness of  released allotments  and  notices  of  cash allocation; (d) recommend agency improvement opportunities; and (e) determine the extent of implementation of prior year’s audit recommendations. 

E. Auditor’s Report on the Financial Statements 

The Auditor rendered a qualified opinion on the fairness of the presentation of the consolidated financial statements of DBM-All Funds due to the audit observations which are hereunder presented, the details of which are discussed in Part II of this Report: 

1. The accuracy of the P1,940,604.12 balance of the account Cash-Treasury/Agency Deposit, Trust is doubtful due to existence of significant discrepancy of 2,506.33 percent between the records of the DBM and the Bureau of the Treasury (BTr) totaling P48,637,975.54.
We recommended and Management agreed to require the Chief Accountant to provide the BTr with the requested Monthly Statement of Account and to reconcile periodically with the BTr-National Cash Accounting Division to promptly address any discrepancy that may arise and ensure accuracy of the account balance.
2. The balance of the account Due from NGAs of P563,353,322.90 is unreliable due to a) discrepancy of P25,444,749.48 and P63,913.92 between the beginning balances per books of the DBM-Central Office (CO) and National Capital Region (NCR), respectively, and the Procurement Service (PS) books; b) unrecorded deliveries in the books of DBM-CO and NCR totaling P1,272,926.30 and P479,941.28, respectively; c) existence of SL accounts totaling P9,735,625.48 which remained outstanding for two to 13 years in the books of DBM-CO; d) unrecorded liquidation report submitted by the National Youth Commission (NYC); e) unaccounted difference between the balances per DBM-CO and DOST-National Computer Center (NCC) books; and (f) non-submission of the Report of Disbursements to DBM by the concerned national government agencies (NGAs).

We recommended that Management require the Chief Accountant to:

a. Coordinate with PS and DOST-NCC for the reconciliation of their records and ensure periodic reconciliation to facilitate prompt adjustments of discrepancies, if any; 

b. Coordinate with the Property Officer for the submission of delivery receipts particularly those that pertain to the unrecorded deliveries totaling P1,272,926.30, to serve as basis of recording in the books of accounts;
c. Coordinate with the concerned NGAs for the prompt submission of liquidation reports for the amount expended out of the transferred funds especially those that remained outstanding for several years; and

d. Take up the liquidation report submitted by NYC and ensure that all liquidations submitted by the concerned NGAs are recorded promptly in the DBM books.

3. The accuracy of the balance of the Due from Officers and Employees account amounting to P880,250.76 is doubtful due to existence of SL accounts in DBM-CO totaling P699,455.61 which have been dormant from four years to more than 18 years. 

We recommended and Management agreed to require the Chief Accountant to:

a. Re-submit request for authority to write-off accounts totaling P673,738.91 together with the pertinent documents to support the same;

b. Require the employees that are still in the active service, especially those on co-terminous status, to settle their obligations.  If warranted,  deduct from whatever amount due them their payables to the government;

c. Exhaust all possible means to enforce payment from the personnel that are no longer in the service; and

d. Ensure that in the future, all collectibles from employees are promptly settled to avoid accumulation of the same. Coordinate with the Human Resource Development Division in reviewing the process of issuing clearance from money accountabilities so that all financial accountabilities and other outstanding obligations of officers and employees are settled first before their transfer, separation or retirement from service.
4. The P6,366,780.62 balance of Inventory accounts is unreliable due to (a) unrecorded deliveries of P479,941.28 in NCR; (b) unreported issuances to end-users in NCR; (c) incomplete/not-updated stock cards in NCR; (d) understatement of the account balance due to simultaneous recording of office supplies delivered and issued in DBM-CO; (e) doubtful validity of issuance of supplies and materials totaling P1,470,288.00 in DBM-CO; (f) non-reconciliation between property and accounting records in NCR; and (g) non-compliance with the conduct of physical count and submission of Report on the Physical Count of Inventory (RPCI) in RO 8.
In DBM-CO, we recommended and Management agreed to require the (a) Chief Accountant and Supply Officer to comply strictly with the provisions of Sections 13, 15, 16 and 17 of the GAM, Volume I; and (b) Chief Accountant to ensure that recognition of issuances of supplies and materials in the books are supported by Requisition and Issue Slip (RIS) duly signed by the end-user accepting the supplies and other pertinent supporting documents.

In NCR, we recommended and Management agreed to require the (a) Accountant to take up the unrecorded deliveries of P479,941.28 from PS; (b) Property and Supply Officer to submit the Report of Supplies and Materials Issued (RSMI) for CY 2015, and every month thereafter, to the Accountant as basis for recording of issuances made in the books of accounts, and maintain updated and complete stock cards; and (c) Accountant and the Property and Supply Officer to reconcile their records periodically to ensure accuracy of the reported balance of the Inventory accounts.
In RO 8, we recommended and Management agreed to comply with the provision of Sections 13 and 17 (i) of the GAM, Volume I on the conduct of physical inventory and preparation of RPCI and the submission of the same to the Audit Team.
5. The carrying amount of PPE accounts as of December 31, 2015 totaling P1,086,550,886.73 is unreliable due to (a) net understatement of P634,573,573.05 in the Buildings account due to non-reclassification from Construction-in-Progress account of completed buildings in the amount of P651,665,314.90 and inclusion of four structures totaling P17,091,741.85 which should be derecognized in the books of  DBM-CO; (b) unrecorded receipt of PPE items totaling at least P376,263.75 in the books of NCR; (c) overstatement of P9,346,225.02 in the Other Land Improvements account in DBM-CO; (d) a net discrepancy of P579,496.73 between the accounting and property records of NCR, ROs 8 and 9; (e) classification as PPE of items with acquisition cost of less than P15,000.00 in the books of NCR; and (f) non-compliance with pertinent rules and regulations on PPE.
In the CO, we recommended that Management require the (a) Chief, Administrative Service (AS) and/or other concerned officials to furnish the Chief Accountant with the Certificates of Final Acceptance for building construction/renovations already completed to serve as basis for reclassifying the same from Construction in Progress to Buildings accounts. Determine the cost of replaced parts for the renovated buildings and consider derecognizing the same; (b) Chief Accountant to coordinate with the AS for the submission of documents to support the dropping of the cost of the Tower Plaza in the books of DBM-CO and the transfer of the Watson Building and the Metal Closure to PS and Presidential Security Group (PSG) to facilitate the dropping of the subject assets from the Buildings account of the DBM-CO; and (c) the AS to facilitate the documentations of the demolished properties and the transfer to PS and PSG of the renovation costs of the booked up properties currently used by these agencies.
In NCR, we recommended and Management agreed to require the Accountant to recognize in the books the receipt of various items totaling at least P376,263.75 under the appropriate PPE or Semi-Expendable asset accounts, depending on the unit cost/value of the subject items.

In NCR, ROs 8 and 9, we recommended that Management require the respective Accountants and the Property and Supply Officers to review and analyze the discrepancies between their records and effect the necessary adjustments.

F. Other Significant Observations and Recommendations

1. The grant under PH-EU Financing Agreement dated July 03, 2012 between the Republic of the Philippines (ROP) and the European Union (EU) with total cost estimated at Eight Million Euros (approximately 416 Million Pesos) for the “Support for the Local Government Units for More Effective and Accountable Public Financial Management” Project (LGU PFM 2 Project) was not recognized in the DBM books of accounts, contrary to Section 4 of the General Provisions of the General Appropriations Act (GAA) for CY 2015.
We recommended that Management recognize the receipts, expenditures and related transactions from the Grant under PH-EU Financing Agreement in their books of accounts pursuant to Section 4 of the General Provisions of the GAA for CY 2015.
2. Technical review of the contract for the construction of DBM Building 2 disclosed discrepancies/differences totaling P28,491,079.33 between COA Evaluated Cost  and the Contract Cost.
We recommended that Management explain the discrepancies/differences noted totaling P28,491,079.33 representing the amounts in excess of the COA Evaluated Cost. Otherwise, deduct the P28,491,079.33 from the unpaid balance of the Contract of P26,398,163.40 and require the contractor to refund the difference of P2,092,915.93.
3. The nature of the expenses incurred, the system of liquidation made and the documents submitted casted doubt on the regularity and propriety of the charging to training expense of the P2,432,000.00 and P76,000.00 granted as cash allowance to DBM-CO and NCR personnel, respectively for year-end assessment.
We recommended that Management (a) submit proof that actual year-end assessment was conducted to warrant charging of the expenses incurred as Training Expenses, explanation on the nature of liquidations made, and basis for the grant of P4,000 per employee; and (b) ensure that the grant of any amount to employees find its legal basis in existing laws, rules and regulations.
4. Out of the 200 agencies’ performance targeted to be reviewed and evaluated under MFO 4, the DBM accomplished 193 as of December 31, 2015, or a variance of negative seven, with related expenses incurred totaling P77,947,512.20 or 91.43 per cent of the budget allotted for its activities. Accordingly, instead of two per cent change in the average utilization rate of agencies, it registered a negative 2.89 per cent for CY 2015, or an effective negative five per cent variance. 

While we commended Management for its delivery of services and prudent spending, we recommended that it continue to study and consider other options/measures that will serve as catalyst or booster in improving the utilization of funds by the various agencies to contribute to a more vigorous economy.

5. A total of P39,662,357.28 was reportedly expended by the different ROs under MFO 4 notwithstanding that the reported accomplishments in the Physical Report of Operation (PRO) appeared to be undertaken only by the DBM-CO.

We recommended that Management ensure that the accomplishments of the ROs are indicated in the DBM’s PRO in order to recognize their contribution in the attainment of the targeted activities under MFO 4. 

6. Delays of six days to 108 days were incurred in the tagging of SAROs as “Released” in the eBudget system, thus, the correct amount of obligational authority issued is not reflected on a timely basis in the Status of Releases of Allotment reported by the DBM.

We recommended that Management direct the personnel in charge of processing SAROs to exert extra effort and diligence in tagging promptly the “Released” SAROs.
The foregoing observations together with the corresponding recommendations were discussed with concerned officials of the agency on April 28, 2016 during the exit conference. Management views and comments were incorporated in the report, where appropriate.

G. Status of Implementation of Prior Years’ Audit Recommendations 

Of the 42 audit recommendations contained in the 2014 Consolidated Annual Audit Report, 26 were fully implemented, and 16 were partially implemented, details of which are shown in Part III of this Report.
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