EXECUTIVE SUMMARY

INTRODUCTION

The Philippine Charity Sweepstakes Office (PCSO) is the principal government agency
for raising and providing funds for health programs, medical assistance and services, and
charities of national character. It was created under Philippine Legislature Act No. 4130
on October 30, 1934 and later amended by Republic Act No. 1169 in 1954 and Batas
Pambansa Blg. 42 on September 24, 1979.

The main programs of the PCSO consist of endowment fund/quality health care, individual
medical assistance, community outreach, ambulance donation, national calamity and
disaster program, and hospital renovation and improvement of health care facilities. It also
gives mandatory contributions to various agencies and institutions and extends regular
contributions to charitable institutions engaged in giving welfare services to the children
and youth who are either abandoned or exploited, the elderly, and the physically and
mentally handicapped, among others.

The PCSO holds and conducts charity sweepstakes, races and lotteries and engages in
health and welfare-related investments, projects, and activities to provide for permanent
and continuing sources of funds for its programs. Other activities to enhance and expand
such fund-generating operations as well as strengthen its fund-management capabilities
are also being undertaken by the Agency.

As of December 31, 2022, the Board of Directors of the PCSO is composed of the
following:

Junie E. Cua - Chairman

Melguiades A. Robles - Vice Chairman and General Manager
Jennifer E. Liongson-Guevara - Member

Judge Felix P. Reyes (Ret.) - Member

Janet De Leon Mercado - Member

Reymar H. Santiago - Board Secretary

The total manpower complement of the PCSO as of December 31, 2022 is 1,662, broken
down as follows:

Particulars Head Office Branch Offices Total
Permanent employees 516 499 1,015
Co-terminous 64 6 70
Confidential agents 134 0 134
Consultants 39 0 39
Job order 207 197 404
Total 960 702 1,662

The main office of the PCSO is located at the Sun Plaza Building and Conservatory Shaw
Plaza Building in Mandaluyong City. It has five branch operation departments, namely:
National Capital Region (NCR), Northern and Central Luzon (NCL), Southern Tagalog and
Bicol Region (STBR), Visayas and Mindanao. The PCSO has 72 branches nationwide as
of December 31, 2022.



Proceeds from the sweepstakes draws and the lottery games are the main sources of
funds of the PCSO. Various game types have been introduced and other game
innovations are constantly being conceptualized.

FINANCIAL HIGHLIGHTS (In Philippine Peso)

l. Financial Position

2021
2022 As Restated  Increase/(Decrease)
Assets 41,585,012,582 36,918,693,399 4,666,319,183
Liabilities 22,895,679,172 19,704,408,515 3,191,270,657
Equity 18,689,333,410 17,214,284,884 1,475,048,526
Il. Comprehensive Income
2021
2022 As Restated  Increase/(Decrease)
Total income 57,796,417,980 43,649,028,231 14,147,389,749
Total operating expenses 45,873,257,738 34,339,175,542 11,534,082,196
Profit/ (loss) before tax 11,923,160,242 9,309,852,689 2,613,307,553
Income tax expense 1,840,816,383 1,014,577,043 826,239,340
Income tax expense/(benefit) — deferred (498,279,991) (64,246,726) (434,033,265)
Total Income tax expense net of deferred tax 1,342,536,392 950,330,317 392,206,075
Profit/(loss) after tax 10,580,623,850 8,359,522,372 2,221,101,478
Financial assistance/subsidy/contribution 6,280,453,262 4,714,283,076 1,566,170,186
Net income/(loss) 4,300,170,588 3,645,239,296 654,931,292
Other comprehensive income (loss) for the period (13,807,232) 1,200,764 (15,007,996)
Total Comprehensive Income 4,286,363,356 3,646,440,060 639,923,296

M. Comparison of the CY 2022 Budget and Actual Amounts on Comparable Basis

Actual Amounts

Approved Corporate on Comparable
Operating Budget Basis Variance
Operating Fund
Personnel services 1,822,166,523.22  1,083,025,679.01 739,140,844.21

Maintenance and other operating expenses 4,183,610,669.69 2,591,908,779.12 1,591,701,890.57

Capital outlays 3,536,088,059.00 384,155,486.18 3,151,932,572.82
Charity Fund

Maintenance and other operating expenses 15,553,400,000.00  18,407,149,437.83  (2,853,749,437.83)
Prize Fund

Maintenance and other operating expenses 24,847,900,000.00 29,249,980,320.78  (4,402,080,320.78)

Others (dividend) 846,461,403.55 846,461,403.55
Total 50,789,626,655.46 51,716,219,702.92 (926,593,047.46)

Note: Charity Fund MOOE includes Financial Expense and Financial Assistance/Subsidy/Contribution

SCOPE OF AUDIT

The audit covered the examination, on a test basis, of the accounts, transactions and
operations of the PCSO to enable us to express an opinion on the financial statements for



the years ended December 31, 2022 and 2021 in accordance with International Standards
of Supreme Audit Institutions (ISSAIs). It was also conducted to determine the PCSO'’s
compliance with pertinent laws, rules and regulations and adherence to prescribed policies
and procedures.

INDEPENDENT AUDITOR’S REPORT ON THE FINANCIAL STATEMENTS

We rendered a qualified opinion on the fairness of presentation of the financial statements
of the PCSO in view of the following:

1.

The Printing and Publication Expenses — Small Town Lottery (STL) account was
understated by P568.561 million, consequently overstating the Retained Earnings
account by the same amount due to the non-recognition of printing expense for
STL tickets in the Calendar Year (CY) 2022, which is not accordance with
Paragraph 4.50 of the Conceptual Framework for General Purpose Financial
Reporting (CFGPFR) and Section 6 of Republic Act No. 1169, as amended.

The correctness of the balance of P120.853 million of the Play/Bet Slips and
Thermal Rolls Supplies Inventories account as of December 31, 2022, could not
be ascertained contrary to Paragraph 15 of the Philippine Accounting Standard
(PAS) 1 due to the: (a) unaccounted discrepancy of P45.418 million between the
balances per General Ledger (GL) and the Report on the Physical Count of
Inventories (RPCI) for Luzon; (b) absence of RPCI for the supplies inventories of
Visayas and Mindanao and Printing Materials amounting to P29.362 million and
P0.426 million, respectively; and (c) non-maintenance of Supplies Ledger Cards,
Stock Cards, and other required inventory records and reports.

The amount billed to and collected by PCSO from the Instant Sweepstakes
Authorized Corporation pertaining to the PCSO guaranteed share, Documentary
Stamp Tax (DST) and Prize Fund Tax (PFT) for the remaining six months of its
operation was short by P76.661 million due to the understatement of the
guaranteed sales by P276.804 million, contrary to Section 58 of the Implementing
Rules and Regulations (IRR) for Instant Sweepstakes Program.

The faithful representation in the financial statements of the balance of the Cash
and Cash Equivalents account in the amount of P20.343 billion as of December
31, 2022, cannot be ascertained due to the : (a) Discrepancy of P50.304 million
between the balances per books and the confirmed bank balances of the Main,
Operating Fund (OF), Charity Fund (CF) and PF accounts and (b) Closed bank
accounts with outstanding balances in the books totaling P3.612 million (negative)
and P0.483 million, contrary to Paragraph 15 of the PAS 1 and QC12 of the
Conceptual Framework for Financial Reporting.

The faithful representation in the financial statements of the balance of the
Accounts Receivable (AR) with a carrying amount of P5.064 billion as of December
31, 2022, cannot be ascertained in view of (a) discrepancies between the GL
balances and the schedule of AR with Aging report totaling P558.437 million and
P(13.133) million and (b) three (3) AR sub-accounts had abnormal (credit)
balances totaling P6.531 million contrary to Paragraph 15 of the PASs No. 1 and
QC26 of the CFGPFR.



The existence, completeness, validity and reliability of the Financial Liabilities
totaling P9.169 billion could not be established due to (a) Discrepancy between the
GL balances and the supporting schedules of the Financial Liabilities amounting
to P466.566 million; (b) Existence of long outstanding payables amounting to
P462.370 million, P3.889 billion and P745.232 million for PF, CF, and AP-
Miscellaneous-OF, respectively; (c) Abnormal (debit) GL balances of AP-OF Head
Office account, AP-Miscellaneous Branch account amounting to P45.762 million
and P35.171 million, respectively; and abnormal balances presented in AP-CF
Schedule and Aging of AP-Miscellaneous (OF) amounting to P0.845 million and
P90.298 million, respectively; and (d) Understatement of AP-CF account in the
amount of P12.140 million due to erroneous recording of a cancelled check as an
issued check, contrary to PAS 1 and Sections 111 (1) and 114 (2) of PD No. 1445.

The faithful representation in the financial statements of the balance of the
Property, Plant and Equipment (PPE) account with a carrying amount of P996.545
million as of December 31, 2022 could not be ascertained due to: (a) Variance of
P276.970 million between the balance of the PPE account per books and the
Report on the Physical Count of PPE (RPCPPE) of the Head Office and various
Branch Offices; and (b) Variance of P265.787 million between the carrying amount
of depreciable PPE per books and the corresponding Lapsing Schedules/PPE
Ledger Cards (PPELCSs), thus affecting the fair presentation of the balance of the
account in the Financial Statements contrary to paragraph 15 of PAS 1.

For the afore-stated observations, we recommended that Management:

1.1.

2.1.

3.1.

Instruct the concerned Accounting and Budget Department (ABD) to prepare an
adjusting entry for the printing expenses of P568.561 million by debiting the RE
and crediting the Other Provision — STL accounts both by the same amount;
henceforth, observe Paragraph 4.50 of the CFGFR in recording income and
expense.

Require the ABD and Asset and Supply Management Department (ASMD)
personnel to: (a) Fast track the verification/reconciliation of the records/documents
of the used inventories of P45.418 million and prepare the necessary adjustments
or corrections in the books; (b) Submit to the respective Audit Team the RPCI of
Play/Bet Slips and Thermal Rolls for VISMIN and Printing Materials for Lotto with
book balances of P29.362 million and P0.426 million, respectively; and (c)
Prepare/maintain SLC, SC and other inventory records/reports required in Section
17, Chapter 8, Volume 1 of the Government Accounting Manual.

Direct the ABD to: (a) Prepare an adjusting entry to correct the understatement of
the guaranteed sales recorded in December 2022 amounting to P46.134 million,
and the understatement of the guaranteed sales recorded for January to May 2023
totaling P230.670 million; and (b) Bill the Instant Sweepstakes Authorized
Corporation, and accordingly collect therefrom, the amount of the understatement
of the PCSO guaranteed share and the payments for DST and PFT, totaling
P76.661 million.



4.1.

5.1.

6.1.

7.1.

7.2.

7.3.

7.4.

Direct the concerned accounting personnel to: (a) Effect the necessary
adjustments, after thorough verification of the long—outstanding reconciling items,
to correct the affected accounts, the negative balances totaling P3.613 million of
the Cash in Bank account and P0.483 million which pertained to the balance of
closed PNB account; and (b) Intensify the efforts in coordinating with the
corresponding depository banks to clear out the details of the bank reconciling
items and investigate the cause/s of the alleged unposted deposit totaling P2.092
million so that appropriate action may be undertaken.

Direct the concerned personnel of the ABD and Branch Operating Sector to: (a)
Examine and determine the causes of the discrepancies between the GL balances
and the schedule of AR with Aging report as well as the abnormal (credit) balances
totaling P558.437 million, P(13.133) million and P6.531 million, respectively and
make the necessary adjustments of the affected accounts to ensure that the
balances of the affected accounts are fairly presented in the financial statements
pursuant to Paragraph 15 of PAS 1; and (b) Prepare a complete schedule of the
AR with aging report and Subsidiary Ledgers (SLs) as required under Section
41(2) of PD No. 1445

Direct ABD to: (a) Analyze and determine the causes of the discrepancies between
the GL balances and the supporting schedules for the Financial Liabilities and
make the necessary adjustments. Henceforth, ensure that GL balances are duly
supported with SL; (b) Verify the validity of the long outstanding payables under
PF, CF and AP-Miscellaneous-OF amounting to P462.370 million, P3.889 billion
and P745.232 million, respectively, after which prepare and record the required
adjusting entries; and (c) Analyze the abnormal (debit) balances of the AP-OF, AP-
CF and AP Miscellaneous accounts and book up the necessary adjustments.

Direct the ASMD to (a) Include in the RPCPPE the real properties and machinery
& equipment, the land, other land improvements, buildings, other structures,
leased assets, buildings and other structures, military, police and security
equipment, printing equipment, other machinery and equipment; (b) Review the
items in the RPCPPE and correct those that have been recorded twice; and (c)
Conduct the annual physical inventory and prepare and submit a complete
RPCPPE as required under COA Circular No. 80-124 dated January 18, 1980.
Property records shall be updated based on the results of the physical inventory
and the RPCPPE shall be reconciled with the PPELC, PC and the GL/control
accounts. Any discrepancies shall be immediately verified and adjusted.

Direct the ASMD and ABD see to it that the correct amount of item of PPE are
those that are recorded both in the property and accounting records.

Instruct the ABD to maintain Lapsing Schedule/PPELCs for all items of PPE
accounts both at the head office and branches.

Evaluate the possible application of COA Circular No. 2020-006 dated January 31,
2020 on one-time cleansing of PPE account balance to come up with a reliable
PPE balances that are verifiable as to existence, condition and accountability.



The other significant audit observations and recommendations that need immediate action

are as follows:

8. The expenses recorded under the PF of STL totaling P14.370 billion for CY 2022
were not duly supported with documents required under Section 18 (f.ii and f.iii) of
the 2020 Revised IRR for STL, constituting non-conformance with Section 4(6) of
PD No. 1445.

8.1. We recommended Management to:

a.

Require the ABD to submit the summary of all prizes and winnings paid
and charged against the PF and the summary of the payroll and/or
commissions paid to sales representatives;

Require the Authorized Agent Corporation to issue Official Receipt
pertaining to the commission from STL Operations paid by PCSO and
use it as an attachment to the recorded Agent's Commission Expense;
and,

Ensure that the recorded expenses charged to STL PF are supported
with complete documents evidencing the disbursement of fund

9. Deficiencies were noted in the grant and releases of the STL CF Share granted to
the Philippine National Police (PNP) and the National Bureau of Investigation (NBI)
amounting to P619.618 million in CYs 2017-2022 and P119.863 million in CYs
2019-2022, respectively, thus, affecting the evaluation and monitoring of the
proper utilization and complete documentation of the funds.

a.

The lack of clear provisions in the Memorandum of Agreement (MOA) on
the monitoring of the STL CF Shares granted to PNP and NBI, and the lack
of proper dissemination of the copies of the MOA to the concerned PCSO
departments resulted in the continuous release of the STL CF Share to
PNP and NBI despite the absence of Fund Utilization Reports from the date
of the execution of the MOA; and

The rate of the PNP STL CF Share provided in the MOA was still the old
rate of 2.50 percent, instead of the new rate of 0.50 percent as approved
per Board Resolution No. 0178 series 2020.

9.1. We recommended Management to:

a.

Direct the ABD and the Charity Sector to strictly monitor the releases and
utilization of the STL CF Share granted to PNP and NBI by requiring the
submission of the Fund Utilization Reports for the previously transferred
funds prior to the release of the additional fund and the submission of the
Fund Utilization Reports and/or required reports within the period stipulated
in the MOA;

Vi



10.

b. For the STL CF Share granted to PNP and NBI amounting to P619.618
million in CYs 2017-2022 and P119.863 million in CYs 2019-2022,
respectively, require the immediate submission of the Fund Ultilization
Reports, otherwise, enforce the remedies provided in the MOA,;

C. Consider revision of the STL implementing guidelines to include the
following and use the same to amend the MOA:

I.  Towhom the Fund Utilization Reports shall be submitted to establish
accountabilities on the monitoring of the timely and complete
submission of the required Fund Utilization Reports;

ii. To issue guidelines on the utilization of the grant of financial
assistance to PNP and NBI;

iii.  Tochange the rate of the PNP STL CF Share in accordance with the
latest approved STL Revenue Allocation.

Lotto and STL CF shares granted to 13 out of the 17 Local Government Units in
the National Capital Region totaling P166.245 million for CYs 2021 to 2022 were
released despite the absence of Memorandum of Agreement (MOA) for the initial
releases and Fund Utilization Reports for subsequent releases, thereby affecting
the faithful adherence by the parties of their obligations under Executive Order
357-A series 1996, and the MOA, and the determination of the efficient and
effective utilization of the fund.

10.1. We recommended Management ensure that the Lotto and STL CF shares granted

to LGUs are covered with MOA for initial releases and Fund Utilization Report for
subsequent releases and that the remedies available therein for the non-
compliance thereof are enforced. We also recommend that the receipt of the grant
other than the collecting officer be supported by proper authority and government-
issued ID, as required.

SUMMARY OF TOTAL SUSPENSIONS, DISALLOWANCES AND CHARGES

The unsettled audit suspensions and disallowances as of December 31, 2022 amounted
to P87.197 million and P2.691 billion, respectively, and the details and status thereof are
shown in Part IV-Annex A of this Report. There was no Notice of Charge issued during
the year.

STATUS OF IMPLEMENTATION OF PRIOR YEAR’S AUDIT RECOMMENDATIONS

Out of the 54 audit recommendations embodied in the previous year’s Annual Audit
Report, 33 were implemented, 19 were partially implemented and two were not
implemented. Details are presented in Part Il of this Report.
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