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 (RA) 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, 2023, the Board of Directors of the PCSO is composed of the
following:

Junie E. Cua - Chairman

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

Judge Felix P. Reyes (Ret.) - Member

Janet De Leon Mercado - Member

Atty. Charles Frederick T. Co - Board Secretary

The total manpower complement of the PCSO as of December 31, 2023 is 1,890, broken
down as follows:

Particulars Head Office Branch Offices Total
Permanent employees 528 516 1,044
Co-terminous 54 1 55
Co-terminous to the Incumbet 10 3 13
Confidential agents 225 0 225
Consultants 86 0 86
Job order 252 215 467
Total 1,155 735 1,890

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, Northern and Central Luzon, Southern Tagalog and Bicol Region,
Visayas and Mindanao. The PCSO has 72 branches nationwide as of December 31, 2023.



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)

. Financial Position

2022
2023 As Restated  Increase/(Decrease)
Assets 50,589,002,885  41,588,171,963 9,000,830,922
Liabilities 30,571,552,016  22,871,563,893 7,699,988,123
Equity 20,017,450,869 18,716,608,070 1,300,842,799
Il. Comprehensive Income
2022
2023 As Restated  Increase/(Decrease)
Total income 62,044,196,646 57,797,107,509 4,247,089,137
Total operating expenses 51,594,250,520 45,984,724,289 5,609,526,231

Profit/ (loss) before tax 10,449,946,126 11,812,383,220 (1,362,437,094)
Income tax expense 1,597,654,845 1,840,816,383 (243,161,538)
Income tax expense/(benefit) — deferred (195,478,716) (498,279,991) 302,801,275

Total Income tax expense net of deferred tax 1,402,176,129 1,342,536,392 59,639,737

Profit/(loss) after tax 9,047,769,997 10,469,846,828 (1,422,076,831)

Financial assistance/subsidy/contribution 5,221,056,543 6,142,401,580 (921,345,037)

Net income/(loss) 3,826,713,454 4,327,445,248 (500,731,794)

Other comprehensive income (loss) for the period 13,529,645 (13,807,232) 27,336,877

Total Comprehensive Income 3,840,243,099 4,313,638,016 (473,394,917)

lll.  Comparison of the CY 2023 Budget and Actual Amounts on Comparable Basis

Actual Amounts

Approved Corporate on Comparable
Operating Budget Basis Variance

Operating Fund

Personnel services 1,984,531,000.00  1,100,383,361.00 884,147,639.00

Maintenance and other operating expenses 4,278,795,000.00 5,967,612,845.00 (1 ,688,817,845.00)

Capital outlays 3,792,911,000.00 102,667,553.38 3,690,243,446.62
Charity Fund

Maintenance and other operating expenses 18,149,484,000.00  18,037,965,691.00 111,518,309.00
Prize Fund

Maintenance and other operating expenses 28,690,720,000.00 33,111,521,295.00  (4,420,801,295.00)

Others (dividend) 780,707,000.00  2,539,400,300.00  (1,758,693,300.00)
Total 57,677,148,000.00 60,859,551,045.38  (3,182,403,045.38)

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, 2023 and 2022 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 accounts Guaranty Security Deposits Payable-Cash Bond-STL, Accounts
Receivable-STL, and Other Deposits-Lotto/Keno/STL Cash Bond were overstated
by P847.369 million, P391.050 million and P847.369 million, respectively, and the
accounts Cash-in-Bank, Other Business Income-Operating Fund-STL and
Retained Earnings were understated by P847.369 million, P456.319 million and
P456.319 million, respectively, contrary to Paragraph 15 of Philippine Accounting
Standard 1 due to the failure of PCSO to charge the outstanding liabilities of 55
Authorized Agent Corporations (AACs) totaling P391.050 million against their
respective cash bond and to forfeit the cash bond of 18 AACs in total amount of
P456.319 million in favor of PCSO.

The balance of Prizes-STL-Lower Prize 10,000 and Below expense account for
calendar year 2023 totaling P9.910 billion was overstated by P71.394 million due
to (a) erroneous recognition of STL Prize Fund expense account on the over
remittance of the excess Net Prize Fund (NPF) by Authorized Agent Corporations
totaling P22.068 million and (b) understatement of excess NPF recorded by the
Accounting and Budget Department totaling P49.326 million; thus, resulting in the
understatement of the Retained Earning-Prize Fund, Accounts Receivable and
Other Payable account by P71.394 million, P72.057 million and P0.663 million,
respectively, contrary to Paragraph 15 of Philippine Accounting Standard 1.

The Cash-in-Bank-Prize Fund (PF) account was overstated by P397.591 million
and the Cash-in-Bank-Charity Fund (CF) account was understated by the same
amount as  of December 31, 2023 due to the delay in the transfer of cash
pertaining to forfeited prizes of Lotto and Keno games from March to December
2023; and, the accounts Cash-in-Bank-CF and Retained Earnings-CF were
overstated, and the accounts Cash-in-Bank-PF and Accounts Payable-
Miscellaneous-PF were understated, each by P10.908 million due to the
discrepancy in reporting amount of forfeited prizes between accounting records
and the Data Center Division for the month of February 2023 by P10.908 million
as at December 31, 2023, contrary to Section 6(A) of Republic Act No. 1169, as
amended, and Paragraph 15 of the Philippine Accounting Standard 1.

The fair presentation of the Accounts Payable (AP) totaling P10.052 billion as at

December 31, 2023 could not be ascertained due to: (a) Non-maintenance of
Subsidiary Ledger for each payee/creditor to support the General Ledger balances



of the AP-Miscellaneous accounts amounting to P8.758 billion; (b) Discrepancies
between the balances per PCSO books and the supporting schedules of the AP
accounts in total amount of P332.399 million; (c) Existence of long outstanding
payables in the total amount of P3.367 billion; and (d) Existence of abnormal/debit
balances of AP accounts in the total amount of P88.120 million, contrary to
Paragraph 15 of the Philippine Accounting Standard 1.

The faithful representation in the financial statements of the balance of the
Accounts Receivable (AR) with a carrying amount of P4.298 billion as at December
31, 2023 cannot be ascertained in view of (a) Unreconciled balances of AR in the
General Ledger and the Subsidiary Ledger or the Schedule of AR with Aging report
amounting to P389.732 million and P(2.389) million, respectively, (b) two (2) AR
sub-accounts had abnormal (credit) balances amounting to P(1.610) million, (c)
three (3) AR sub-accounts were not provided with allowance for impairment loss
and (d) the accounting policy of PCSO on the age classification of outstanding
receivables was not uniformly adopted and applied contrary to Paragraph 15 of the
Philippine Accounting Standard (PAS) 1, Paragraph 9 of PAS 36 and Paragraph
5.5.15 (a) of the Philippine Financial Reporting Standard 9 on the Expected Credit
Loss model.

The faithful representation in the financial statements of the balance of the
Property, Plant and Equipment (PPE) account with a carrying amount of P5.859
billion as at December 31, 2023, excluding Land and Other Land Improvements
accounts was not established due to unaccounted discrepancy of P130.413 million
and P207.396 million, respectively, when compared with the balance per Lapsing
Schedules/PPE Ledger Cards and the Report on the Physical Count of PPE of the
Head Office and various Branch Offices, thus affecting the fair presentation of the
balance of the account in the Financial Statements contrary to Paragraph 15 of the
Philippine Accounting Standard 1 and Section 6.3 of COA Circular No. 2020-006
dated January 31, 2021.

The validity and accuracy of the reported net sales totaling P80.558 billion for the
Calendar Years 2021 to 2023 was not established due to cancelled sales totaling
P367.207 million for the same period, which were not validated caused by the
inadequate internal control procedures on the accounting, monitoring and
validating the canceled sales of lotto tickets.

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

1.1.

2.1.

Direct the Accounting and Budget Department (ABD) to prepare the necessary
entries to correct the overstatement of Guaranty Security Deposits Payable-Cash
Bond-STL, Accounts receivable-STL and Other Deposits — Lotto/Keno/STL Cash
Bond account by P847.369 million, P391.050 million and P847.369 million,
respectively, and understatement of Cash in Bank account and Other Business
Income — Operating Fund — STL/Retained Earnings account by P847.369 million
and P456.319 million, respectively.

Direct the ABD personnel to prepare the necessary adjusting entry to correct the
balance of the subject accounts by debiting Accounts Receivable account by
P72.057 million, and crediting Retained Earnings-Prize Fund and Other Payable
account by P71.394 million and 0.663 million, respectively, and ensure that all

iv



3.1

4.1.

5.1.

6.1.

7.1.

transactions are properly and completely recorded in the books for fair
presentation of the account in compliance with PAS 1.

Direct the Treasury Department to transfer cash from CF account to PF account
amounting to P10.908 million pertaining to the overstatement of the forfeited prizes
and ABD to effect the necessary adjustments in the books to correct the
overstatement of the Cash-in-Bank-CF account and RE-CF account both by
10.908 million and the understatement of Cash-in-Bank-PF account and Accounts
Payable-Miscellaneous-PF also both by P10.908 million.

Direct ABD to (a) Prepare SL per payee/creditor to support the balance of AP-
Miscellaneous accounts totaling P8.758 billion and to reflect the correct balance of
outstanding payable per payee/creditor; (b) Analyze and determine the causes of
the discrepancies totaling P332.399 million between the balances of PCSO books
and the supporting schedules, and prepare the necessary adjusting entries;
(c) Verify the validity of the long outstanding AP totaling P3.367 billion and prepare
the necessary adjusting entries; and (d) Analyze the abnormal/debit balances of
the AP accounts in total amount of P88.120 million and book up the necessary
adjusting entries.

Direct the concerned personnel of ABD and Branch Operations Sector to
(a) Conduct a thorough examination to determine the causes of the unreconciled
balance of P389.732 million and P(2.389) million, respectively, between AR
balance per GL and the SL/Schedule of AR with Aging Report and make the
necessary adjustments duly supported with reliable financial records; (b) Effect the
necessary adjusting entries on the abnormal (credit) balances totaling P1.610
million which pertained to prior years’ errors in posting; and (c) Ensure that the
allowance for impairment loss on all financial assets that are already past due for
two to three years and onwards is provided in compliance with Paragraph 9 of PAS
No. 36 and is uniformly adopted and applied by the ABD and BOS, and uniformly
adopt the PCSO accounting policy on the age classification of outstanding
receivables to ensure reliability in the measurement of impairment loss allowances
for financial assets.

Direct the concerned ABD personnel to (a) Conduct an immediate reconciliation of
ltems of PPE per books with the balances in the corresponding lapsing
schedules/PPELCs to determine the causes of the discrepancy of P130.413 million
as at December 31, 2023; (b) Coordinate with the concerned ASMD personnel and
conduct immediate reconciliation of the balances of the items of PPE per books
with the balances per RPCPPE as at December 31, 2023 in order to determine the
causes of the discrepancy of P207.396 million and conduct an investigation
considering the balance per book is greater than actual physical count which may
indicate missing items of PPE; and (c) Effect the necessary adjustments in the
books or corrections in the lapsing schedule and RPCPPE to arrive at reconciled
balances.

To update the Game Rules and Regulations for lotto and digit games to clearly
define conditions of a valid cancelation of tickets and should be captured by the
system accordingly and enhance the existing internal control policy and adopt
measures that will ensure the accuracy, validity and reliability of the reported
canceled sales to address the risk of improper cancelation of sales of lotto tickets.
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The other significant audit observation and recommendations that need immediate action
are as follows:

8.

8.1.

The non-submission of the detailed monthly Prizes and Winners Summary Report
for calendar years (CY) 2018 to 2023, the delay in the submission of the monthly
Inventory and Sales Report, and the incomplete submission of the Production
Report and its supporting documents by the Powerball Marketing and Logistic
Corporation (PMLC) for CYs 2022 and 2023, and the lack of written approval of
the PCSO on the production of 2 million tickets of Go for Gold 50 game variant
constitute non-compliance of PMLC with Sections 31(b), 34, and 41 of the 2017
RIRR for ISP and Section 7 of the Memorandum of Agreement between PCSO
and PMLC, and inadequate program monitoring by PCSO contrary to Section 47
of the 2017 Revised Implementing Rules and Regulations for ISP.

We recommended Management to:

a. Require the PMLC to submit the PWS Reports pertaining to the five-year
contract with PCSO from CY 2018 to CY 2023, including the details such as
the number of winners per game variant and the amount of winnings.
Henceforth, we recommend the timely submission of the monthly reports
required under the approved guidelines for ISP;

b. Require the PMLC to submit the Production Reports including its complete
supporting documents pertaining to the production/re-printing of the 18
million IS tickets in CY 2022;

C. Require ISAC the strict compliance on the approval of PCSO before the
production of IS tickets; and

d. Impose the sanctions or remedies available in the 2017 RIRR for ISP and
the MOA between PCSO and PMLC for the above stated non-compliance of
PMLC.

SUMMARY OF TOTAL SUSPENSIONS, DISALLOWANCES AND CHARGES

The unsettled audit suspensions and disallowances as of December 31, 2023 amounted
to P87.197 million and P2.691 billion, respectively, and the details and status thereof are
shown in Part IV-Annex G 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 47 audit recommendations embodied in the previous year’s Annual Audit
Report, 29 were implemented and 18 were not implemented. Details are presented in Part
Il of this Report.
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