Republic of the Philippines
COMMISSION ON AUDIT

Commonwealth Avenue, Quezon City, Philippines

CORPORATE GOVERNMENT SECTOR
Cluster 6 — Social, Cultural, Trading, Promotional and Other Services

September 14, 2020

Ms. ROYINA M. GARMA

General Manager

Philippine Charity Sweepstakes Office

Sun Plaza Building

1507 Shaw Boulevard corner Princeton Street
Mandaluyong City

Dear General Manager Garma:

Pursuant to Section 2, Article IX-D of the Philippine Constitution and Section 43 of
Presidential Decree (PD) No. 1445, otherwise known as the Government Auditing Code
of the Philippines, we transmit herewith our report on the results of the audit of the
accounts and transactions of the Philippine Charity Sweepstakes Office (PCSO), for
the years ended December 31, 2019 and 2018.

The report consists of the Independent Auditor's Report, the Audited Financial
Statements, the Observations and Recommendations, the Status of Implementation of
Prior Year’'s Audit Recommendations and the Annex.

The Auditor expressed an adverse opinion on the fairness of the presentation of the
financial statements of the PCSO in view of the following:

1.

The Guaranteed Minimum Monthly Retail Receipts (GMMRR) Shortfalls for
calendar years (CYs) 2017-2018 and 2019 in the total amounts of P13.905
billion and P6.305 billion and the corresponding amounts of Shortfalls due to
PCSO (receivables) totaling P5.617 billion and P3.081 billion, respectively, were
not recognized in the books of PCSO despite being valid revenues and
receivables from the Authorized Agent Corporations (AACs), as defined under
the Philippine Accounting Standard (PAS) 1 and the Conceptual Framework for
Financial Reporting (CFFR), resulting in the understatement of Income from
Gaming Operations-Small Town Lottery (STL), Receivables — STL, Retained
Earnings, Expenses and Payables accounts by P6.305 billion, P6.980 billion,
P2.331 billion, P4.696 billion and P4.757 billion, respectively, and overstatement
of Other Business Income and Miscellaneous Income accounts in the amounts of
P1.055 billion and P663.001 million, respectively.

The full amount of P961.013 million retail receipts generated from the Instant
Sweepstakes Program (ISP), representing the CY 2019 guaranteed sales of
P833.333 million plus the P127.680 million from the CY 2018 sales, were



recognized in the books despite that only thiteen (13) per cent thereof, or
P124.932 million accrue to the PCSO as its guaranteed share, which was
tantamount to misrepresentation of the actual revenues derived from the ISP,
contrary to Section 4 (i) of the RIRR for the ISP, Paragraph 15 of PAS 1 and
Paragraph 4.47 of the CFFR.

The faithful representation in the financial statements of the balance of the Cash
and Cash Equivalents account of P14.840 billion as of December 31, 2018 was
not established due to various deficiencies enumerated below, contrary to
Paragraph 15 of PAS 1 and QC12 of the CFFR:

a. Variance between the balances per books and the confirmed bank
balances of the Operating Fund (OF) accounts and Main account in the
total amount of P46.138 million;

b. Variance of P61.861 million between the balances per books and the
confirmed bank balances of the Charity Fund {CF), Prize Fund (PF) and
Small Town Lottery (STL} remittances accounts;

C. Ciosed accounts still having outstanding balances in the books amounting
to P12.020 million and P39.280 million {negative);

d. Variance of P3.377 million between the balances per books and the
confirmed bank balances of the bank accounts maintained with the Land
Bank of the Philippines (LBP) that was not reconciled due to non-
preparation of the monthly Bank Reconciliation Statements (BRSs); and

e. Checks totaling P1.550 million already presented to and cleared by the
bank were erroneously included as unreleased checks that were reverted
back to cash at year-end.

The measurement of right-of-use asset and lease liability was not in accordance
with the Philippine Financial Reporting Standard (PFRS) 16 — Leases, resulting
in the overstatement of the Finance Lease Payable, Prepaid Rent and
Depreciation Expense accounts by P26.508 million, P24.631 million and P1.473
million, respectively, and the corresponding understatement of Leased Assets,
Accumulated Depreciation, Interest Expense, Rent Expense and Retained
Earnings accounts by P97.512 miilion, P98.985 million, P1.063 million, P0.874
million and P0.868 million, respectively.

The faithful representation of the effects of the transactions relating to the
Accounts Receivable (AR) account having a balance of P1.096 billion, net of
Allowance for impairment of P163.864 million, as of December 31, 2018 was not
established due to various deficiencies enumerated below, contrary to Paragraph
15 of the PAS 1 and QC12 of the CFFR:

a. Abnormal (credit) balances of four (4) AR sub-accounts totaling P681.735
million;



Variance in the total amount of P466.230 million between the account
balances per General Ledger (GL) and the Aging Schedule resuiting from
prior period errors in posting of transactions; and

Twelve (12) AR sub-accounts totaling P72.089 million cannot be validated
due to absence of complete supporting subsidiary ledgers, schedules and
the corresponding aging scheduie.

For the afore-cited observations, which caused the issuance of an adverse opinion, we
recommended that Management:

1.1

2.1

3.1

Direct the concerned accounting personnel to:

Recognize as part of the PCSO’s revenues the GMMRR shortfalls
incurred by the concerned AACs during CYs 2017-2019 totaling P20.210
billion and recognize as receivables the amount of P6.980 billion,
representing unsettled GMMRR shortfalls due to PCSO for CYs 2017-
2019,

Record the STL transactions on accrual basis to ensure that the same are
recognized in the period in which they were earned and not when cash
was collected, pursuant to Paragraphs 27 and 28 of PAS 1 and the
CFFR.

Effect the necessary adjusting entries to correct the misstatements of
Retained Earnings, Expenses, Payables, Other Business Income and
Miscellaneous Income accounts, resulting from the inconsistent treatment
of transactions relating to the settlements of GMMRR shorifalis as well as
the unrecorded allocation of expenses relating to the unrecorded
GMMRR shortfalls.

Direct the concerned Accounting personnel to effect the necessary adjusting
entries in order to reflect the correct amount of retail receipts from the ISP
accruing to the PCSO pursuant to Section 4 (i) of the RIRR for the ISP, in
accordance with Paragraphs 15 and 4.47 of PAS 1 and CFFR, respectively.

Direct the concerned Accounting personnel to:

a.

Effect the necessary adjustments, after a thorough verification of the book
reconciling items for each of the subject bank accounts, in order to
present fairly the balance of the Cash in Bank account in the financial
statements,

Intensify the efforts in coordinating with the corresponding depository
banks to thresh out the details of the bank reconciling items and
investigate the cause/s of the alleged unposted deposits totaling P32.733



million under the Operating Fund accounts so that appropriate action may
be taken thereafter,;

c. Effect the necessary adjusting entries, after a thorough verification of the
long-outstanding reconciling items, in order to correct the P12.020 million
overstatement of the Cash and Cash Equivalents account and the
negative balance of P39.280 million, which pertained to book balances of
closed Philippine National Bank (PNB) accounts;

d. Effect the necessary adjusting entries that will correct the P1.550 million
overstatement of the Cash and Cash Equivalents and Accounts Payable
accounts as of December 31, 2019 brought about by the erroneous entry
reverting back to cash the issued checks that were already cleared by the
concerned depository banks at year-end; and

e Ensure the timely preparation of monthly BRSs for all the bank accounts
of the PCSO to facilitate prompt reconciliation of discrepancies.

4.1 Direct the concerned Accounting personnel to effect the necessary adjusting
entries to correct the erroneous entries made on the transition from operating
lease to finance lease in accordance with PFRS 16 as well as to correct the
misstatements in various accounts.

5.1 We recommended that Management:

a. Direct the concerned Accounting personnel to: (i) conduct an immediate
thorough evaluation of the AR sub-accounts with abnormal balances
totaling P681.735 million; (i) undertake closer coordination with the
concerned Branch officials and employees in order to determine the
specific cause/s thereof, and thereafter, effect the necessary adjusting
entries to bring the accounts to their normal balances; and (iii} submit to
the Audit Team the complete supporting schedules, subsidiary ledgers
and aging schedules for the AR sub-accounts in the total amount of
P72.089 million, pursuant to the provisions of PD No. 1445 and COA
Circular No. 2015-004; and

- b Direct the ABD and the BOS to: (i) conduct thorough analysis of the
outstanding receivables due from each agent/debtor and reconcile their
records in order to determine the causes of the P466.230 million variance
between the balance per GL and the aging schedule of the subject
receivables; and (ii) effect the necessary adjusting entries thereafter to
ensure that the balance of the AR account presented in the financial
statements faithfully represents the effects of transactions on the said
account and properly supported with reliable financial records.

The other significant audit observations and recommendations that need immediate
action are as follows:

8. The faithful representation in the financial statements as of December 31, 2019
of the Prize Fund expenses-STL account totaling P622.393 million could not be



6.1

71

8.1

established due to the non-submission of the summary of all prizes and winnings
paid and charged to prize fund together with all the other related reports, as
required under Section 18 (g) of the 2019 Revised Implementing Rules and
Regulations (RIRR) for the STL.

We recommended that Management: (a) require the AACs to submit the reports
on the utilization of the STL Prize Fund enumerated under Section 18 (g) of the
RIRR for the STL, copy furnished the Office of the Auditor, and (b) ensure that
recognition of prize fund expenses in the books of accounts is supported by valid
documents.

Absence of provisions in the 2019 Revised Implementing Rules and Regulaticns
(RIRR) for the Small Town Lottery (STL) and the 2017 RIRR for the Instant
Sweepstakes of the PCSO on the proper accounting and monitoring of the
allocation for printing costs retained by the Authorized Agent Corporations
(AACs) and the Instant Sweepstakes Authorized Corporation (ISAC) in the total
amount of P197.284 million during CY 2019 resulted in apparent absence of
internal control system that will ensure that government funds are safeguarded
against loss or wastage through illegal or improper disposition, contrary to
Section 2 of PD No. 1445.

We recommended that Management:

a. Revisit the 2019 RIRR for the STL and the 2017 RIRR for the Instant
Sweepstakes and consider amending certain provisions relating to the
printing costs of STL and Instant Sweepstakes tickets to include
guidelines on the proper accounting, reporting and monitoring thereof;
and

b. Require the AACs and ISAC to liquidate the amounts retained by them for
the printing of STL and Sweepstakes tickets, submit the original
documents to support the utilization of funds and return to PCSO any
unutilized amounts.

Applicable taxes for draw allowances paid by PCSO in CY 2019 in the total
amount of P182.087 million were not withheld, in violation of the National Internal
Revenue Code (NIRC) of the Philippines and depriving the National Government
of additional revenue.

We reiterated our prior year's recommendation that Management ensure
compliance with Section 251 of the NIRC of 1997, as amended by RA No. 10963,
and direct the concerned officials to cause the withholding of the applicable taxes
from the draw allowances being paid to the concerned PCSO officials and
employees and other individuais and to remit the same to the BIR.

The other observations together with the recommended courses of action which were
discussed by the Audit Team with concerned Management officials and staff during the
exit conference conducted on August 20, 2020 are discussed in detail in Part Il of the
report. We also invite your attention to the prior year's partially and unimplemented audit
recommendations embodied in Part til of the report.



We request that appropriate actions be taken on the observations and recommendations
contained in the report and that we be informed of the action(s) taken thereon by
submitting the duly accomplished Agency Action Plan and Status of implementation form
(copy attached) within 60 days upon receipt hereof.

We acknowledge the support and cooperation that you and your staff extended to the
Audit Team, thus facilitating the submission of the report.

Very truly yours,
COMMISSION ON AUDIT

By:

CLEOTILDE M. TUAZ@N
Director IV
Cluster Director

Copy furnished:

The President of the Republic of the Philippines

The Vice President

The President of the Senate

The Speaker of the House of Representatives

The Chairperson — Senate Finance Committee

The Chairperson — Appropriations Committee

The Secretary of the Department of Budget and Management
The Governance Commission for Government-Owned or Controlled Corporations
The Presidential Management Staff, Office of the President
The UP Law Center

The National Library

The COA Centra! Library



Name of the Agency and Address

AGENCY ACTION PLAN AND STATUS OF IMPLEMENTATION
Audit Observations and Recommendations

Annex A

For the Calendar Year 20 _
As of
Agency Action Plan
s Status of Reason for Partiaj/Delay/Non- Action Takeny
Ref. | Audit Observations | Audit Recommendations Action PeraotVD.ept. Ta{gﬂmplementation Date Implementation | Implementation, if applicable | Action to be Taken
Responsible From To
Agency sign-off:
Name and Position of Agency Officer
Note: Status of Implementation may either be {a) Fully Implemented, (b) Ongoing, () Not Implemented, (d) Partially Implemented, or (¢) Delayed.

This template shall be used for Current Year's audit recommendations and Prior Years' recommendations as contained in the Parts [l and 111, respectively, of the Annual Audit Report.
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Gentlemen/Mesdames:

Pursuant to Section 2, Article IX-D of the Philippine Constitution and Section 43 of
Presidential Decree (PD) No. 1445, otherwise known as the Government Auditing Code
of the Philippines, we transmit herewith our report on the results of the audit of the
accounts and transactions of the Philippine Charity Sweepstakes Office (PCSO), for
the years ended December 31, 2019 and 2018.

The report consists of the Independent Auditor's Report, the Audited Financial
Statements, the Observations and Recommendations, the Status of Implementation of
Prior Year's Audit Recommendations and the Annex.

The Auditor expressed an adverse opinion on the fairness of the presentation of the
financial statements of the PCSO in view of the following:

[ B

The Guaranteed Minimum Monthly Retail Receipts (GMMRR) Shortfalls for
calendar years (CYs) 2017-2018 and 2019 in the total amounts of P13.905
billion and P6.305 billion and the corresponding amounts of Shortfalls due to
PCSO (receivables) totaling P5.617 billion and P3.081 billion, respectively, were
not recognized in the books of PCSO despite being valid revenues and
receivables from the Authorized Agent Corporations (AACs), as defined under
the Philippine Accounting Standard (PAS) 1 and the Conceptual Framework for
Financial Reporting (CFFR), resulting in the understatement of Income from
Gaming Operations-Small Town Lottery (STL), Receivables — STL, Retained
Earnings, Expenses and Payables accounts by P6.305 billion, P6.980 billion,
P2.331 billion, P4.696 billion and P4.757 billion, respectively, and overstatement
of Other Business Income and Miscellaneous Income accounts in the amounts of
P1.055 billion and P663.001 million, respectively.

The full amount of P961.013 million retail receipts generated from the Instant
Sweepstakes Program (ISP), representing the CY 2019 guaranteed sales of
P833.333 million plus the P127.680 million from the CY 2018 sales, were



recognized in the books despite that only thirteen (13) per cent thereof, or
P124.932 million accrue to the PCSO as its guaranteed share, which was
tantamount to misrepresentation of the actual revenues derived from the ISP,
contrary to Section 4 (i) of the RIRR for the ISP, Paragraph 15 of PAS 1 and
Paragraph 4.47 of the CFFR.

The faithful representation in the financial statements of the balance of the Cash
and Cash Equivalents account of P14.840 billion as of December 31, 2019 was
not established due to various deficiencies enumerated below, contrary to
Paragraph 15 of PAS 1 and QC12 of the CFFR;

a. Variance between the balances per books and the confirmed bank
balances of the Operating Fund (OF) accounts and Main account in the
total amount of P46.138 million;

b. Variance of P61.861 million between the balances per books and the
confirmed bank balances of the Charity Fund (CF), Prize Fund (PF) and
Small Town Lottery (STL) remittances accounts;

C. Closed accounts still having outstanding balances in the books amounting
to P12.020 million and P39.280 million (negative);

d. Variance of P3.377 million between the balances per books and the
confirmed bank balances of the bank accounts maintained with the Land
Bank of the Philippines (L.BP) that was not reconciled due to non-
preparation of the monthily Bank Reconcitiation Statements (BRSs); and

e. Checks totaling P1.550 million already presented to and cieared by the
bank were erroneously included as unreleased checks that were reverted
back to cash at year-end.

The measurement of right-of-use asset and lease liability was not in accordance
with the Philippine Financial Reporting Standard (PFRS) 16 — Leases, resulting
in the overstatement of the Finance Lease Payable, Prepaid Rent and
Depreciation Expense accounts by P26.508 million, P24.631 million and P1.473
million, respectively, and the corresponding understatement of Leased Assets,
Accumulated Depreciation, Interest Expense, Rent Expense and Retained
Earnings accounts by P97.512 million, P98.985 million, P1.063 million, P0.874
million and P0.868 miliion, respectively.

The faithful representation of the effects of the transactions relating to the
Accounts Receivable (AR) account having a balance of P1.096 billion, net of
Allowance for Impairment of P163.864 million, as of December 31, 2019 was not
established due to various deficiencies enumerated below, contrary to Paragraph
15 of the PAS 1 and QC12 of the CFFR:

a. Abnormal (credit) balances of four (4) AR sub-accounts totaling P681.735
million;



Variance in the total amount of P466.230 million between the account
balances per General Ledger (GL) and the Aging Schedule resuiting from
prior period errors in posting of transactions; and

Twelve (12) AR sub-accounts totaling P72.089 million cannot be validated
due to absence of complete supporting subsidiary ledgers, schedules and
the corresponding aging scheduie.

For the afore-cited observations, which caused the issuance of an adverse opinion, we
recommended that Management:

1.1

2.1

3.1

Direct the concerned accounting personnel to:

Recognize as part of the PCSO’s revenues the GMMRR shortfalls
incurred by the concerned AACs during CYs 2017-2019 totaling P20.210
billion and recognize as receivables the amount of P6.980 billion,
representing unsettled GMMRR shortfalls due to PCSO for CYs 2017-
2019,

Record the STL transactions on accrual basis to ensure that the same are
recognized in the period in which they were earned and not when cash
was collected, pursuant to Paragraphs 27 and 28 of PAS 1 and the
CFFR.

Effect the necessary adjusting entries to correct the misstatements of
Retained Earnings, Expenses, Payables, Other Business Income and
Miscellaneous Income accounts, resulting from the inconsistent treatment
of transactions relating to the settlements of GMMRR shorifalis as well as
the unrecorded allocation of expenses relating to the unrecorded
GMMRR shortfalls.

Direct the concerned Accounting personnel to effect the necessary adjusting
entries in order to reflect the correct amount of retail receipts from the ISP
accruing to the PCSO pursuant to Section 4 (i) of the RIRR for the ISP, in
accordance with Paragraphs 15 and 4.47 of PAS 1 and CFFR, respectively.

Direct the concerned Accounting personnel to:

a.

Effect the necessary adjustments, after a thorough verification of the book
reconciling items for each of the subject bank accounts, in order to
present fairly the balance of the Cash in Bank account in the financial
statements,

Intensify the efforts in coordinating with the corresponding depository
banks to thresh out the details of the bank reconciling items and
investigate the cause/s of the alleged unposted deposits totaling P32.733



4.1

5.1

million under the Operating Fund accounts so that appropriate action may
be taken thereafter;

Effect the necessary adjusting entries, after a thorough verification of the
long-outstanding reconciling items, in order to correct the P12.020 million
overstatement of the Cash and Cash Equivalents account and the
negative balance of P39.280 million, which pertained to book balances of
closed Philippine National Bank {PNB) accounts;

Effect the necessary adjusting entries that will correct the P1.550 million
overstatement of the Cash and Cash Equivalents and Accounts Payable
accounts as of December 31, 2019 brought about by the erroneous entry
reverting back to cash the issued checks that were already cleared by the
concerned depository banks at year-end; and

Ensure the timely preparation of monthiy BRSs for all the bank accounts
of the PCSO to facilitate prompt reconciliation of discrepancies.

Direct the concerned Accounting personnel to effect the necessary adjusting
entries to correct the erroneous entries made on the transition from operating
lease to finance lease in accordance with PFRS 16 as well as to correct the
misstatements in various accounts.

We recommended that Management:

a.

Direct the concerned Accounting personnel to: (i) conduct an immediate
thorough evaluation of the AR sub-accounts with abnormal balances
totaling P681.735 million; (i) undertake closer coordination with the
concerned Branch officials and employees in order to determine the
specific cause/s thereof, and thereafter, effect the necessary adjusting
entries to bring the accounts to their normal balances; and (iii) submit to
the Audit Team the complete supporting schedules, subsidiary ledgers
and aging schedules for the AR sub-accounts in the total amount of
P72.088 million, pursuant to the provisions of PD No. 1445 and COA
Circular No. 2015-004; and

Direct the ABD and the BOS to: (i) conduct thorough analysis of the
outstanding receivables due from each agent/debtor and reconcile their
records in order to determine the causes of the P466.230 million variance
between the balance per GL and the aging schedule of the subject
receivables; and (ii) effect the necessary adjusting entries thereafter to
ensure that the balance of the AR account presented in the financial
statements faithfully represents the effects of transactions on the said
account and properly supported with reliable financial records.

The other significant audit observations and recommendations that need immediate
action are as follows:

6.

The faithful representation in the financial statements as of December 31, 2019
of the Prize Fund expenses-STL account totaling P622.393 million could not be



6.1

71

8.1

established due to the non-submission of the summary of all prizes and winnings
paid and charged to prize fund together with all the other related reports, as
required under Section 18 (g) of the 2019 Revised Impiementing Rules and
Regulations (RIRR) for the STL.

We recommended that Management: (a) require the AACs to submit the reports
on the utilization of the STL Prize Fund enumerated under Section 18 (g) of the
RIRR for the STL, copy fumished the Office of the Auditor; and (b} ensure that
recognition of prize fund expenses in the books of accounts is supported by valid
documents.

Absence of provisions in the 2019 Revised Implementing Rules and Regulations
(RIRR) for the Small Town Lottery (STL) and the 2017 RIRR for the Instant
Sweepstakes of the PCSO on the proper accounting and monitoring of the
allocation for printing costs retained by the Authorized Agent Corporations
(AACs) and the Instant Sweepstakes Authorized Corporation (ISAC) in the total
amount of P197.284 million during CY 2019 resulted in apparent absence of
internal control system that will ensure that government funds are safeguarded
against loss or wastage through illegal or improper disposition, contrary to
Section 2 of PD No. 1445.

We recommended that Management:

a. Revisit the 2019 RIRR for the STL and the 2017 RIRR for the Instant
Sweepstakes and consider amending certain provisions relating to the
printing costs of STL and Instant Sweepstakes tickets to include
guidelines on the proper accounting, reporting and monitoring thereof;
and

b. Require the AACs and ISAC to liquidate the amounts retained by them for
the printing of STL and Sweepstakes tickets, submit the original
documents to support the utilization of funds and return to PCSO any
unutilized amounts.

Applicable taxes for draw allowances paid by PCSO in CY 2019 in the total
amount of P182.087 million were not withheld, in violation of the National Internal
Revenue Code (NIRC) of the Philippines and depriving the National Government
of additional revenue.

We reiterated our prior years recommendation that Management ensure
compliance with Section 251 of the NIRC of 1997, as amended by RA No. 10963,
and direct the concerned officials to cause the withholding of the applicable taxes
from the draw allowances being paid to the concerned PCSO officials and
employees and other individuals and to remit the same to the BIR.

The other observations together with the recommended courses of action which were
discussed by the Audit Team with concerned Management officials and staff during the
exit conference conducted on August 20, 2020 are discussed in detail in Part Il of the
report. We also invite your attention to the prior year’'s partiaily and unimplemented audit
recommendations embodied in Part ill of the report.



In our transmittal letter of even date, we request the General Manager of PCSO to
implement the recommendations contained in the report and to inform this Commission
of the actions taken thereon within 60 days from receipt of the report.

We acknowledge the support and cooperation that you and your staff extended to the
Audit Team, thus facilitating the submission of the report.

Very truly yours,
COMMISSION ON AUDIT

By:

CLEO“"ILDE M. TU
Director IV
Cluster Director

Copy furnished:

The President of the Republic of the Philippines

The Vice President

The President of the Senate

The Speaker of the House of Representatives

The Chairperson — Senate Finance Commitiee

The Chairperson - Appropriations Committee

The Secretary of the Department of Budget and Management
The Governance Commission for Government-Owned or Controlled Cerporations
The Presidential Management Staff, Office of the President
The UP Law Center

The National Library

The COA Central Library





