EXECUTIVE SUMMARY
A. Introduction

The Department of Finance (DOF) is mandated under Executive Order (EO) Nos. 127, 127-A and 292, to perform the following:

· Formulation, institutionalization and administration of fiscal policies in coordination with other concerned subdivisions, agencies and instrumentalities of government;

· Generation and management of the financial resources of the government;

· Supervision of the revenue operations of all local government units;

· Review, approval and management of all public sector debt, domestic or foreign; and

· Rationalization, privatization and public accountability of corporations and assets owned, controlled or acquired by the government.
The DOF-Office of the Secretary (OSEC) is headed by Secretary Cesar V. Purisima with four Undersecretaries and five Assistant Secretaries.  It has an approved plantilla of 797 positions comprising of 380 filled up and 417 unfilled positions as of December 31, 2015.
B. Financial Highlights

The financial position and the sources and application of funds of DOF for calendar year 2015 with corresponding figures for CY 2014 are summarized below:
	Particulars
	2015
	2014

	Financial Position
	
	

	Assets
	P1,295,031,341.45
	P1,247,288,146.73

	Liabilities
	47,374,622.10
	33,729,480.80

	Net Assets/Equity
	1,247,656,719.35
	1,213,558,665.93

	Sources and Application of Funds
	
	

	Appropriations
	
	

	Regular
	974,647,297.00
	615,921,508.00

	Continuing Appropriations
	115,458,970.55
	248,140,124.18

	Supplemental Appropriations
	32,224,000.00
	-

	Special (Grants and  Donations)
	149,988,276.00
	50,000,000.00

	Total Appropriations
	1,272,318,543.55
	914,061,632.18

	Allotments Received
	
	

	Regular
	P     764,068,297.00
	P  615,921,508.00

	Continuing 
	P   115,458,970.95
	P  37,561,124.18

	Supplemental 
	32,224,000.00
	-

	Grants and Donations
	149,988,276.00
	50,000,000.00

	Total Allotments
	1,061,739,543.95
	703,482,632.18

	Obligations Incurred 
	799,563,432.05
	562,987,953.71

	Unexpended Balance
	P   262,176,111.90
	P140,494,678.47


The Statement of Appropriations, Allotments, Obligations, Disbursements and Balances as of December 31, 2015 is presented in Annex A.
C. Operational Highlights
Some of the reported significant accomplishments of the DOF-OSEC for CY 2015 which were validated by the Audit Team on a test basis are summarized below:

	Major Final Outputs

(MFOs/Operations)
	Target
	Actual Accomplishment
	Remarks

	1. Fiscal Policies (Domestic and International) Plans and Programs
· Plans and policy advisories developed and issued or updated and disseminated

	4
	6.5
	162.5%

	2. Public Sector Financial Resources Management Services
· Revenue Integrity Protection and Services (RIPS)

· Number of personnel investigated


	72
	75
	104%

	· Dividend from GOCCs collected within the prescribed period.
	P6.0Billion

100%
	P31.458 Billion

524%
	Intensive collection of prior years dividends and stricter enforcement of Dividend Law

	· Negotiation of Internal loans
· Value of foreign loans and grants negotiated
	> or =US

$500 Million
	US

$4.780M
	.96%


D. Scope and Objectives of Audit

The audit covered the financial operations of the DOF for calendar year 2015.  It was aimed to ascertain the propriety of the financial transactions and determine the fairness of the presentation of the financial statements and to ascertain compliance with laws, rules and regulations.  Review and analysis of the balances of the assets, liabilities and equity accounts were made, while tests of transactions were applied on the income and expense accounts reflected in the financial statements as of December 31, 2015.
E. Auditor’s Report on the Financial Statements

The Auditor rendered a qualified opinion on the fairness of presentation of the financial statements of the Department of Finance as of December 31, 2015 due to the following accounting errors and deficiencies which are discussed in detail in Part II of this Report.
1. The receipt of the Technical Assistance (TA) under Grant No.  8258 – PHI in the amount of US$1,000,000.00 for the Capacity Building for Microinsurance financed by the Japan Fund for Poverty Reduction (JFPR) and administered by the Asian Development Bank (ADB) and the disbursement charged thereto were not recorded in the books of the DOF, although the amount was deposited in the DOF US dollar and peso accounts opened for the purpose, the authorized signatories of which are all DOF officials.  This affected the fairness of the presentation of the Cash in Bank and the corresponding expense accounts in the Financial Statements.
We recommended that Management require the DOF-National Credit Council (NCC) to coordinate with the Central Finance Management Office (CFMO) for the recording of the grant and the corresponding disbursements in the books of accounts of DOF.

2. The carrying amount of Due from NGAs account as of December 31, 2015 amounting to P19,105,126.32 is unreliable due to (a) inclusion of dormant accounts totaling P2,113,525.64 and (b) discrepancy of P4,630,874.49 between the DOF and Procurement Service-Department of Budget and Management (PS-DBM) records. Moreover, advances to PS-DBM accumulated to P16,978,010.18 due to undelivered supplies and equipment.
We reiterate our recommendation that Management:

a. Instruct the Chief Accountant to request for the write-off of the dormant accounts amounting to P2,113,525.64;
b. Request for a schedule of meeting/discussion with the PS-DBM officials concerned to reconcile the difference of P4,630,874.49 between their records and make the necessary adjustments. Henceforth, conduct periodic reconciliation of the balances per SL and schedule with the PS-DBM records to ensure the correct balance of the Due from NGAs account pertaining to PS-DBM;
c. See to it that only those items that are available and can be provided by the PS-DBM be procured from the agency. Some items can be obtained from other reputable suppliers through the conduct of public bidding or other allowable modes of procurement; and
d. Demand from PS-DBM the refund of the advanced amount corresponding to the undelivered items. 
3. The carrying amount of Other Receivables account of P287,553.89 as of December 31, 2015 is unreliable due to the presence of (a) undocumented accounts totaling P249,853.89; and (b) dormant accounts for more than 10 years amounting to P36,700.00, contrary to Paragraph 29 of Philippine Public Sector Accounting Standards (PPSAS) 1 and COA Circular No. 97-001 dated February 5, 1997.    

We recommended and Management agreed to prepare a request from the COA Central Office for the write-off of the dormant and undocumented accounts if collection is already remote, pursuant to the provisions of COA Circular No. 97-001 dated February 05, 1997.

4. The correctness of the carrying amount of the Other Prepayments account of   P4,625,017.44 cannot be ascertained  due to (a) non-adjustment of the expired portion of the prepayments amounting to P1,126,986.37 which overstated this account and understated the Subscription Expense account; and (b) lack of  documents to support the prepayments totaling P3,493,551.07, contrary to Paragraph 29 of PPSAS 1.
We recommended and Management agreed to require the Accountant to:

a. Prepare a Journal Entry Voucher (JEV) to adjust the expired portion of the Other Prepayments account; and

b. Exert all efforts to locate the documents relative to the prepayments made to determine if the amount has already been fully expended considering the length of time that had elapsed, and to make the necessary adjustment.
5. The aggregate balance of P1,070,094,689.02 of the PPE accounts as of December 31, 2015 could not be relied upon due to (a) unrecognized Land and Buildings accounts amounting to P22,066,850.00; and (b) derecognition of lost assets from the books without the approved request for relief from accountability and/or payment thereof by the concerned Accountable Officers contrary to COA Circular No. 2015-002 dated March 9, 2015 and Section 73 of PD 1445, respectively.  Moreover, the Land costing P531,940.00 is not yet titled in the name of the Republic of the Philippines.
We recommended and Management agreed to:

a. Require the Chief Accountant to prepare the JEV to recognize the Land and Buildings in the books of the agency; 
b. Instruct the Legal Department to facilitate the titling of the Land; and
c. Require the Accountable Officer to immediately notify the Auditor of any loss of PPE and to file a request for relief from accountability before these properties are derecognized in the books of accounts.
6. The reported balances of Due to Pag-IBIG and Due to PhilHealth of (P12,899.25) and P110,802.39, respectively, as of December 31, 2015 are unreliable due to (a) inclusion of negative SL balance amounting to P19,463.86 in the Due to Pag-IBIG account; and (b) undocumented SL balance of P102,417.89 in the Due to PhilHealth account. Likewise, premium contributions and Pag-IBIG loan amortizations were not remitted on time/unremitted.

We recommended that Management:

a. Instruct the Accountant to analyze the Due to Pag-IBIG and Due to PhilHealth accounts to determine causes of negative balances and undocumented SL balance and make the necessary adjustments in the books;
b. Remit immediately all outstanding balance of the accounts; and
c. Periodically review and reconcile all premium contributions and loan amortizations withheld and remitted to prevent the occurrence of late or unremitted balances, as well as the incurrence of penalties.
F. Other Significant Observations and Recommendations

1. The carrying amount of the Cash in Bank - Local Currency Current Account (LCCA) deposited with the Land Bank of the Philippines-BSP Servicing Unit includes Interest Income earned totaling P306,474.43 which were not remitted to the Bureau of Treasury (BTr) as of December 31, 2015, contrary to  Section 2 of Executive Order No. 338 dated  May 17, 1996.

We recommended and Management agreed to remit immediately to the BTr the interest income totaling P306,474.43.
2. Submission of the required monthly Financial Reports, Schedules and the corresponding supporting documents to COA was delayed from four days to 140 days contrary to the provisions of COA Circular Nos. 95-006, 92-89E and 96-011 dated May 18, 1995, March 8, 1992 and October 2, 1996, respectively, which prevented the Auditor from conducting timely audit and communicating the results thereof for immediate correction of deficiencies, if any.

We recommended that Management require the Chief Accountant and all those responsible for the preparation of financial reports to submit the required monthly financial reports within the timeline set by existing rules and regulations. 
3. The expenditures of P3,227,685.87 for Gender and Development (GAD) exceeded the budgeted amount of P1,680,000.00 but still short of the funding required in Section 6.1 of PCW-NEDA-DBM Joint Circular No. 2012-01 and Section 34 of the General Provisions of the General Appropriation Act (GAA) for FY 2015.  

We recommended that the Management allocate the required funding for GAD programs as provided for under Section 34 of the GAA for FY 2015 in order to carry-out all identified GAD related activities. 

The aforementioned observations and the corresponding recommendations were discussed with concerned officials of the agency during the exit conference on March 11, 2016. Management’s views and comments were incorporated in the report, where appropriate.
G. Status of Implementation of Prior Years’ Audit Recommendations

Out of the 23 prior years’ audit recommendations embodied in the 2014 Annual Audit Reports, 10 or 43 percent were implemented and 13 or 57 percent were partially implemented. 
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