PART II - OBSERVATIONS AND RECOMMENDATIONS
FINANCIAL OPERATIONS
1. The validity, reliability and probability of full recovery from several Cash, Receivables, Prepayments, Other Current Assets and Other Assets accounts totaling of P865.967 million cannot be ascertained since 42.31 per cent or P366.398 million have been dormant for more than 10 to 26 years due to undocumented balances carried over from seven defunct tobacco agencies in 1987; unsettled loans of farmers/traders/cooperatives since 1996; receivables from officers and employees no longer in the service; and unrecovered investment in bonds.
1.1 COA Circular No. 97-001 dated February 5, 1997 prescribes the guidelines on the proper disposition/closure of funds and/or accounts which have remained dormant for more than five years.  Item III.A.10 of the said Circular specifically provides that:

If the analysis/review of the accounts/funds is not possible due to absence of records and documents, the agency head concerned should request for write-off and/or adjustment of account balances from the COA, supported by:

a. List of available records and extent of validation made on the accounts; and

b. Certification and reasons why the books of accounts/records, financial statements/schedules and supporting vouchers/documents cannot be located.

1.2 Audit of Cash, Receivables, Prepayments, Other Current Assets and Other Assets accounts disclosed that of the total year-end balance of P865.967 million, 42.31 per cent or P366.398 million had been dormant for more than 10 to 26 years, as shown in Table 1. This observation had been reiterated in previous years’ audit reports but the corresponding recommendations to address the issues affecting the accounts have not   been undertaken. Verification disclosed that the Accounting Division in the Central Office has already sent demand letters in 2014 and during the first quarter of 2015 to debtors, for NTA to be able to comply with the requirements in the request for write off of receivables from the Commission on Audit.  However, no action has been taken yet as far as the other accounts are concerned. 

1.3 Aging of the aforementioned accounts disclosed that of the dormant accounts of P366.398 million, P90.107 million or 24.59 per cent of which composed the balances carried over from the books of the seven tobacco agencies consolidated to NTA in 1987, thus affecting the accuracy and reliability of the account balances as of year-end.
Table 1 – Aging of Accounts with Dormant Balances
	Account
	Total
	0 to 1 year
	1 to 5 years
	5 to 10 years
	10 to 26 years

	Cash
	
	
	
	
	

	Cash – collecting officer
	P    1,496,941
	P    1,403,519
	P 
   -
	P
                  -
	P        93,422

	Cash – disbursing officers
	1,658,694
	759
	-
	-
	1,657,935

	
	3,155,635
	1,404,278
	-
	-
	1,751,357

	Receivables
	
	
	
	
	

	Loans receivable-others
	460,620,358
	142,066,307
	205,702,138
	33,234,138
	79,617,775

	Interest receivable
	101,233,992
	-
	27,480,709
	20,713,961
	53,039,322

	Notes receivable
	77,734,275
	-
	-
	-
	77,734,275

	Accounts receivable
	53,323,503
	-
	48,096,477
	1,613,670
	3,613,356

	Disallowances and charges
	30,269,493
	-
	3,450,591
	4,087,790
	22,731,112

	Due from officers and employees
	4,578,187
	-
	3,031,550
	348,892
	1,197,745

	Due from NGAs
	965,968
	-
	93,586
	-
	872,382

	Advances to officers and employees
	110,302
	-
	89,964
	-
	20,338

	Other receivables
	12,993,238
	-
	1,333,495
	4,953,205
	6,706,538

	
	741,829,316
	142,066,307
	289,278,510
	64,951,656
	245,532,843

	Prepayments
	
	
	
	
	

	Deferred charges
	579,365
	-
	-
	-
	579,365

	Other prepaid expenses
	4,990,209
	-
	136,177
	152,375
	4,701,657

	
	5,569,574
	-
	136,177
	152,375
	5,281,022

	Other current assets
	671,727
	-
	-
	-
	671,727

	Other assets
	114,739,824
	1,579,235
	-
	-
	113,160,589

	
	P 865,966,076
	P 145,049,820
	P 289,414,687
	P 65,104,031
	P 366,397,538

	Percentage versus Total
	100
	16.75
	33.42
	7.52
	42.31


Undeposited collection of P93,422 and unliquidated
cash advances of P1.659 million
1.4 The Cash-Collecting Officers account consisted of collections of collecting officers of the then Philippine Virginia Tobacco Administration (PVTA) and Philippine Tobacco Administration (PTA) totaling P93,422, apparently not deposited to the  depository banks of the then concerned agencies. On the other hand, the Cash-Disbursing Officers account of P1.659 million were unliquidated cash advances of former disbursing officers of the four defunct tobacco agencies, namely: PVTA, Philippine Virginia Tobacco Board (PVTB), Virginia Tobacco Fuel Wood Corporation (VITOFCO) and PTA which are no longer supported with documentation and a cash advance granted prior to December 31, 2011 in Central Office to a former Board of Director, who is now deceased.

1.5 On March 6, 2014, a narrative report on the said unliquidated cash advances granted on or before December 31, 2011 was submitted to the Fraud Audit Office (FAO), Special Services Sector of the Commission on Audit, in compliance with the memorandum dated February 5, 2014 of the then FAO Director, directing Supervising Auditors and Audit Team Leaders to file criminal and administrative cases against the accountable officers. This directive is pursuant to COA Circular No. 2012-004 dated November 28, 2012, on the “Demand for Immediate Liquidation and Settlement of all Cash Advances Outstanding as of December 31, 2011” for final disposition in view of the circumstances that these accountable officers are no longer connected with NTA. 
Receivables on research and regulation fees of P3.613 million 
1.6 The Accounts Receivable represents uncollected research and regulation fees of P3.613 million. These balances of the seven defunct tobacco agencies were consolidated to NTA by virtue of Executive Order (EO) No. 116 dated January 30, 1987. The seven agencies were: PVTA; PTA; PVTB; VITOFCO; Philippine Tobacco Research and Training Center (PTRTC); Virginia Flue-Curing Board (VFCB); and National Tobacco Classification Council (NTCC). Said accounts are no longer supported with complete documentations.
Unsettled loan balances under various projects of P79.618 million and interest thereon of P53.039 million and loans of since 1996 of P77.734 million
1.7 The Loans Receivable of P79.618 million granted to tobacco farmers and traders pertains to the Facility/Production Assistance; Curing Barn Assistance; Tobacco Contract Growing and Tobacco Contract Growing System projects. The accrued interest thereon amounted to P53.039 million.

1.8 For  the  tobacco  trading  augmentation  program, the Notes Receivable of P77.734 million  pertains  to  the  loans availed by tobacco traders and cooperatives from the Omnibus Credit Line with the Philippine National Bank (PNB) per Credit Agreement dated January 24, 1996 in the total amount of P52 million. The interest amounted to only P25.734 as of year-end considering that recognition of interest has been stopped in 2005.
Unsettled disallowances and charges totaling P22.731 million; due from/advances to officers and employees of P1.218 million; and other receivables of P6.706 million 
1.9 The unsettled disallowances had been non-moving for more than ten years, contrary to the provisions of COA Memorandum No. 2009-084 dated November 16, 2009, on the Enforcement of COA Disallowances and Charges, which provides for the settlement of disallowances and charges which have become final and executory.
1.10 As regards the Due from Officers and Employees and Advances to Officers and Employees, some of them are no longer connected with NTA. Of the Other Receivables of P6.706 million, P3.290 million pertain to lots awarded to 20 employees pursuant to Resolution No. 110-94 dated February 22, 1994 and Resolution No. 216-94 dated October 5, 1994. There were no payments made by the said employees notwithstanding actual possession, use and acquisition of land titles in their respects or their successors. Twelve recipients have already sold their lots to third parties without settlement of their accounts.
Undocumented prepayments totaling P5.281 million and Other Current Assets of P0.672 million 
1.11 The Prepayments account in the total amount of P5.281 million consists of  prepayment balance in Batac Branch Office which included mobilization expenses of P0.583 million incurred in the construction of the main NTA Building in Batac, Ilocos Norte; Letters of Credit (LCs) with PNB for various suppliers’ account of P3.488 million; other prepaid expenses in the Central Office of P0.579 million; and, the deferred charges account in the amount of P0.631 million, which was used in recording the reforestation project in Vigan Branch Office.  According to the Accountant, the transactions of the then PTRTC were consolidated in the books of Batac Branch Office without any documentation.
1.12 On the other hand, Other Current Assets account of P0.672 million in the books of Batac and Candon Branch Offices represents balances of reforestation projects jointly implemented by the NTA and the Department of Environment and Natural Resources (DENR) in 1993 to 1996 with two cooperatives in Ilocos Sur and one in Ilocos Norte. These projects were covered by a Memorandum of Agreement (MOA). Reports disclosed that the cooperatives no longer exist and the projects have been abandoned though the trees with recoverable value still exist in the project site in Vigan, Ilocos Sur. 
1.13 The NTA building in Batac which is currently occupied by the Branch Office, LCs with various suppliers which were already consummated, and the reforestation projects which were already completed affected the reliability of the Prepayments and Other Current Assets accounts. 
Unrecoverable Other Assets of P113.161 million
Table 2 – Summary of Dormant Other Assets Account

	
	Amount
	
	Percentage

	Balances of the seven defunct agencies
	
	
	

	Due from banks
	P   69,270,437
	
	

	Loans receivable
	7,192,940
	
	

	Tobacco shortages and miscellaneous
	6,070,860
	
	

	Unserviceable property
	1,414,620
	
	

	Work/other animals
	33,500
	
	

	Others
	544,335
	
	

	
	84,526,692
	
	74.70

	Investment in bonds
	28,633,897
	
	25.30

	
	P 113,160,589
	
	100.00


1.14 Of the total Other Assets account balance of P113.161 million, per Table 2, 74.70 per cent or P84.527 million were balances of the seven defunct tobacco agencies merged to NTA in 1987. It also included the undelivered Land Bank of the Philippines (LBP) bond certificates of P28.634 million purchased in 1988 and 1989 from two private brokers/traders. A case has been filed against the former NTA Deputy Administrator for the possible recovery of the said bonds. However, the charges filed against her were dismissed by the Office of the Ombudsman in a Decision and Resolution dated November 2, 2011 and April 2, 2012, respectively, on the ground that the prescription period of 15 years to file a claim had already lapsed and the latter was no longer a public servant at the time the case was filed. Thus, the validity of the balance of Other Assets account is affected.
1.15 In view of the foregoing observations, the validity, reliability and probability of full recovery from the aforementioned accounts cannot be ascertained.
1.16 We recommended and Management agreed to instruct:  
a. Central/Regional Offices’ Accountants to:
a.1  Set time frame in complying with the documentation of dormant accounts to support the request for write off from the Commission on Audit, in accordance with existing guidelines; 
a.2 Analyze all receivable accounts pertaining to officers and employees to establish their correct balances, thereafter send demand letters for the immediate settlement of their obligations, otherwise, deduct from whatever cash/benefits due them; and
a.3  Analyze  the Prepayment and Other Current Assets accounts to determine accounts affected to serve as basis in preparing adjustments to close the accounts.
b. Legal Officer  to:
b.1 Make representations with LBP Head Office on the possible redemption of the bonds amounting to P28.634 million, and the results of which shall be the basis for succeeding action to be undertaken; and
b.2  Exert all legal remedies for the rescission of the Certificates of Award and for the reconveyance of the pertinent lots located in Tuguegarao, Cagayan to the government pursuant to Resolution No. 258-2012 dated April 12, 2012 of the NTA Governing Board, if the awardees and/or the occupants/possessors/successors of the 20 unpaid lots do not agree to settle in full the cost with increments for the unpaid lots.
c.
Concerned Branch Managers of Vigan, Batac and Candon to make representations with the DENR for the possible transfer of the reforestation project sites to the local government units so as to preserve the area.
2. The accuracy and existence of Property, Plant and Equipment (PPE) with net book value of P487.766 million as of December 31, 2014 could not be ascertained due to failure to conduct physical inventory taking of its claimed parcels of land totaling P291.770 million per property record, uncorrected discrepancy between property and accounting records of P172.920 million, partially updated PPE Ledger Cards (PPELCs), and uncorrected prior years’ deficiencies in the transfer of title and ownership of claimed parcels of land.
2.1 Section 58 of Presidential Decree (PD) No. 1445, on the audit of assets, states:
The examination and audit of assets shall be performed with a view to ascertaining the existence, ownership and valuation and encumbrances as well as propriety of items composing the respective assets accounts; determining their agreements with records; proving the accuracy of such records; xxx.
2.2 Audit of PPE account stated at P487.766 million as of December 31, 2014  disclosed deficiencies which include, among others, the following:  parcels of land claimed by NTA valued at P291.770 million which were not physically inventoried; discrepancy of P172.920 million between property record of P291.770 million compared with accounting record of P118.850 million; partially updated PPELCs and uncorrected deficiencies in titling and ownership of claimed parcels of land.
Non-conduct of physical inventory on immovable properties worth P459.587 million
2.3 Verification of the Report on the Physical Count of PPE (RPCPPE) disclosed that physical inventory taking was undertaken in 2014 for PPE accounts except for immovable properties with book value of P459.587 million, contrary to COA Circular No. 80-124 dated January 18, 1990 which provides that physical inventory of fixed assets shall be made at least once a year. Of this amount, P118.850 million pertain to land and land improvements and P340.737 million for buildings and other structures. The conduct of physical inventory, particularly on the claimed parcels of land, is among the subject of audit recommendations reiterated since 2009 which remained not addressed by Management.  Hence, the complete physical existence of the claimed parcels of land could not be established. 
2.4 According to the Manager, General Services and Administrative Division, last physical inventory of real properties was conducted in 1999 with the exception of the claimed parcels of land in the province of Cagayan which could not be reached considering that these are located in a mountainous areas, where there are no access roads.  
Discrepancies between accounting and property records of P172.920 million for claimed parcels of land and also between the general ledger balance and Schedule of Real Property of P18.527 million 
2.5 A discrepancy of P172.920 million was noted between accounting record of P118.850 million and property records of P291.770 million. The discrepancy is partly attributed to the unrecorded claimed parcels of land. It was also noted that the Schedule of Real Property of P92.214 million is less by P18.527 million when compared with the general ledger balance of the Land account of P110.741 million. Thus, the accuracy of the book balance could not be ascertained.  
Partially updated PPELCs 
2.6 Validation of PPELCs revealed that these were partially updated in 2014, contrary to Section 12 of the Manual on the New Government Accounting System (MNGAS), Volume II, which prescribes the use of Subsidiary Ledger (SL), a book of final entry containing the details or breakdown of the balance of the controlling account appearing in the General Ledger (GL). According to Management, this is due to lack of manpower in the Accounting Division. The PPELC is required to be maintained and updated by the Accounting Division for each item of PPE to facilitate reconciliation of the balances reflected in the GL, inventory list and property records.  
2.7 In view of the partially updated PPELCs, causes of discrepancy between accounting and property records could not be easily identified.   
Uncorrected deficiencies in titling and ownership of claimed parcels of land
2.8 In the previous year, we recommended for the creation of a committee to conduct physical inventory taking of all claimed parcels of land as mentioned in paragraph 2.3 hereof; to validate ownership with the Registry of Deeds/concerned government agencies; to work out for the consolidation of Transfer Certificates of Title (TCTs) in the name of NTA; and, the change of Tax Declarations of the parcels of land with the Assessor’s Office of local government units. However, the Property Division was able to obtain only the zonal value of the claimed properties which was their basis for costing.
2.9 In Batac Branch Office, Management paid in February 2015 the Tax Declarations of 75 parcels of land that are still in the name of private individuals; however, they were not able to work on the transfer of said properties under the name of NTA.  Said parcels of land were included in the inventory report of the then Philippine Tobacco Research and Training Center (PTRTC) which was transferred to NTA in late 1980s and were subsequently included in the inventory report of the branch office.  
2.10 In the 2013 Annual Audit Report (AAR) on NTA, it was reported that the 16 lots in Cagayan and seven in Isabela were listed in the inventory report of the then PTA, a defunct agency merged with NTA. Some of these are squatted by farmers; an elementary school building was erected in a portion of the lot in Enrile, Cagayan; 7,591 square meters is under litigation; and three lots are still under the name of private individuals. As mentioned also in paragraph 2.3 above, neither physical inventory has been conducted nor verification been made from the registry of deeds to determine their existence.
2.11 In view of the foregoing deficiencies, the accuracy and existence of the PPE account with net book value of P487.766 million could not be ascertained.
2.12 We recommended and Management agreed to:
a. Commit and submit time frame within which to create a committee which will be responsible to perform the following activities within a specified time: (i) conduct physical count of immovable properties and prepare and submit to the Audit Team  the consolidated RPCPPE, (ii) validate status of all parcels of land claimed by NTA with the Registry of Deeds or request for survey with the Office of the Geodetic Engineers of the DENR, (iii) work out for the consolidation of TCTs under the name of NTA of the parcels of land still registered under the names of PTA, PTRTC and private companies/individuals, (iv) work out for the change of Tax Declarations of the parcels of land with the Assessor’s Office of local government units to facilitate recording in the books;  and
b. Require the concerned Accountants and Property Officers to complete the reconciliation of their respective accounting and property records within specified period, and effect adjustments where appropriate.
3. The inability to act speedily on the restructuring agreement offered by the Philippine Deposit Insurance Corporation (PDIC) for the dacion agreement may put NTA into paying huge accumulated interest and penalty charges which already reached P191.784 million as of year-end, thus, could deplete its financial resources. 
3.1 NTA obtained a loan from the Philippine National Bank (PNB) through the Omnibus Credit Line (OCL) for tobacco trading purposes on June 21, 1996. 
3.2 On May 3, 2002, the Republic of the Philippines, PDIC, Mr. Lucio C. Tan (for himself and the group of companies and individuals that he represents) and PNB executed a Memorandum of Agreement (MOA) containing the components of PNB’s rehabilitation, which in part called for the assignment by way of dacion by PNB to PDIC of government, local government, and other government-related accounts and assets in the aggregate amount not exceeding P10 billion pesos, in order to partially reduce PNB’s obligation to PDIC.

3.3 PNB and PDIC with the conformity of NTA entered into a dacion agreement on July 30, 2002, where PNB cedes, transfers and conveys by way of dacion the loan of NTA in a manner absolute and irrevocable in favor of PDIC, its successors and assigns and that PDIC accepts and acquires the same at the price of P78.729 million consisting of P52 million principal and interest amounting to P26.729 as partial settlement of PNB’s obligation.  
3.4 Simultaneous with the conveyance by PNB and the acquisition of PDIC of the subject loan, PNB likewise cedes, transfers and conveys to PDIC all existing collaterals, in the form of mortgages, mentioned in the contracts, agreements, collateral documents and papers evidencing the Loan.  In return, NTA agrees and gives its consent to the transfer by PNB of the loan accounts and the collateral in favor of PDIC. Also, PNB further agrees that, upon PDIC’s written notice, it shall cause the registration of the transfer of the mortgages from PNB to PDIC.  
3.5 On November 22, 2004, a restructuring agreement for the said loan was approved by PDIC Board; however, the repayment period of eight years with four years grace period, repayment starting on the fifth year up to July 2010, was not complied with by NTA. 

3.6 Again, another loan restructuring was requested by NTA on April 24, 2013 which was approved by the PDIC Board on July 17, 2013.  Said approved restructuring has not been signed by the parties as at audit date in view of Management’s failure to settle the upfront payment of P7.872 million required by PDIC and the monthly amortization of P4.200 million on the proposed restructured loan totaling P108.315 million as of August 1, 2013. This proposal remained not signed by both parties to date, in view of Management’s request for renegotiation.   

3.7 Results of confirmation with PDIC as of December 31, 2014 disclosed a variance of P191.784 million, details is shown in Table 3. 
Table 3 – Variance Between Balances per Books and PDIC 
	
	Per Books
	PDIC
	Variance

	Principal 
	P 78,729,152
	P   78,729,152
	P                    -

	Interest
	-
	64,794,381
	64,794,381

	Penalty Charges
	-
	126,990,122
	126,990,122

	
	P 78,729,152
	P 270,513,655
	P 191,784,503


3.8 The capitalized interest and penalty charges already reached P64.794 million and P126.990 million, respectively, or for a total of P191.784 million as of year-end.  Said amounts remained unrecorded in the books pending results of renegotiation with the PDIC.
3.9 Analysis of the Notes Payable subsidiary records showed that there were no payments made from 2002 to 2014. 
3.10 The inability of Management to act speedily on this issue due to lack of funds to settle the amounts required by PDIC in the proposed restructuring agreement has put NTA in a situation of paying huge accumulated interest and penalty charges, thus, could  deplete its financial resources. 
3.11 We recommended that Management conserve the meager resources by acting expeditiously in exploring all possible options to settle the liability to PDIC, which includes the request for possible waiver of penalty charges. 
3.12 Management commented that a draft letter to transfer the NTA property as dacion en pago to PDIC is already prepared since there are no interested buyers of the property considering that the site in San Isidro, Montalban, Rizal is near the West Valley Fault Line.   
4. In the absence of control records, actual expenditures had exceeded the approved budget in 2012 and 2013,  and for 2014, certain expenditures under Maintenance and Other Operating Expenses (MOOE) again exceeded the approved Corporate Operating Budget (COB) by P5.403 million, thus contrary to existing guidelines set by the Department of Budget and Management (DBM).
4.1 This observation had been prevalent since 2012 in view of the non-maintenance of control records by the Budget Division to ensure that expenditures are always within the approved budget. In 2013, it was recommended that disbursements shall only be made within the approved budget. However, this was not complied with because in 2014, the expenditure incurred for MOOE was more than the approved budget by P5.403 million, as shown in Table 4. 

Table 4 - Expenditures Exceeding Budget
	Object of Expenditure
	Approved Budget
	Amounts Expended
	Excess over Authorized Amount

	Professional services
	P 19,027,000
	P 23,343,271
	P (4,316,271)

	Supplies and materials expense
	  9,000,000
	  9,181,452
	   (181,452)

	Traveling expenses-local
	7,269,000
	7,287,747
	(18,747)

	Gasoline, oil and lubricant expenses
	2,982,000
	3,505,917
	(523,917)

	Communication expenses
	2,200,000
	2,336,369
	(136,369)

	Repairs and maintenance
	1,530,000
	1,755,846
	(225,846)

	
	P 42,008,000
	P 47,410,602
	P (5,402,602)


4.2 One of the conditions provided in the DBM approved COB for CY 2014 is for all expenditures, whether for current operating expenditures or capital outlay, be made within the limits of available funds realized from corporate receipts, authorized corporate borrowings and national government budgetary support either in the form of subsidy, equity or loans outlay.
4.3 Analysis disclosed that the increase in Professional Services was partly due to hiring of job order personnel in the AgriPinoy Project which reached P3.596 in 2014. On the other hand, the increase of P523,917 for gas and oil was attributed to the designation of the Deputy Administrator for Operations as Officer-in-Charge (OIC) of Vigan Branch Office, where he and his driver were also paid of their per diem while on travel to the Branch Office and back to Central Office.
4.4 In the approved COB for 2014, MOOE level was computed considering the actual/audited expenses for the previous years and the effects of inflation. Although in totality, the amounts expended for MOOE was within the approved budget of P501.927 million compared with actual amounts expended of P69.657 million, leaving an unexpended balance of P432.270 million.  This balance actually refers to the P437.500 million released by the DBM in December 23, 2014 for Irrigation Support Project. Thus, it is unlikely that the excess disbursements were all taken from this project fund.
4.5 To date, Management has not submitted approval from the DBM of their request for realignment for the excess expenditure incurred in 2012 and 2013.
4.6 We recommended and Management agreed to: 
a. Instruct the Budget Division, in coordination with the Accounting Division, to prepare a report/statement of approved budget, utilizations, disbursements and balances for monitoring and control purposes; and
b. Request from DBM for the approval of realignment of savings to cover the excess expenditure incurred in 2014 and follow-up the similar request covering the excess expenditures incurred in 2012 and 2013. Absence of authority from DBM will be a ground for the suspension and disallowance of the transactions in audit.
4.7 Management commented during the exit conference held on July 8, 2015 that they had been spending within the submitted COB; however, the 2014 COB was approved by the DBM only on November 3, 2014 in which case budget for MOOE and Personal Services (PS) were reduced by P4.461 million and P13.922 million or a total of P18.383 million.
4.8 As a rejoinder, we further recommend that Management should disburse within the limits of the previous year’s approved COB in case of delayed approval by the DBM to prevent incurrence of overdraft in appropriation.
VARIOUS LOAN PROGRAMS

5. The time frame within which to fully collect loans receivable under various projects was uncertain since it appeared that the capacity of the farmer-availees to pay was not objectively assessed and due to the absence of collection targets for 9 out of 11 projects, thus only P179.855 million was collected during the year, ranging from zero to 109 per cent collection rates or an average of 53.73 percent out of the estimated collectibles of P334.747 million for the year 2014.
5.1 Under EO No. 245, NTA is mandated to improve the economic and living conditions and raise the quality of life of tobacco farmers including those who depend upon the industry for their livelihood. To attain this mandate, NTA continuously granted loans/financial assistance to tobacco farmers under various programs, such as, the Integrated Farming and Other Income Generating Activities Project (IFOIGAP), Cooperative Marketing Facility (CMF) and Livelihood Seed Capital Assistance (LSCA).
5.2 Loans were granted in cash and/or in kind, payable within 1 to 9-year period depending on the terms stipulated in the implementing guidelines of each project. The granting of loan is a major program of NTA; hence, target setting as basis for performance measurement is necessary.  It is through setting of collection targets for the various loan programs that Management would be able to gather valuable information as a tool to manage proactively in order to improve future performance.     
5.3 In calendar years (CYs) 2010 to 2014, the total loan extended/released amounted to P785.641 million while loan balances from 1988 to 2009 totaled P79.914 million, or a total of P865.555 million as of year-end, as shown in Table 5.
Table 5 – Summary of Loans Granted to Farmers

	Project
	1987 to 2009
	2010
	2011
	2012
	2013
	2014
	Total

	MPCB
	P                 -
	P 32,500,000
	P  53,800,000
	P  15,199,444
	P                   -
	P                  -
	P 101,499,444

	IFOIGAP-Tobacco
	-
	20,076,117
	75,363,976
	103,707,225
	89,499,429
	75,857,343
	364,504,090

	IFOIGAP-Rice
	-
	7,450,145
	17,507,355
	14,210,248
	17,941,247
	19,762,362
	76,871,357

	IPA/Water Pumps
	-
	-
	-
	34,382,806
	22,844,264
	17,321,722
	74,548,792

	IFOIGAP-Fuelwood/
	
	
	
	
	
	
	

	Bamboo/KPP
	-
	-
	-
	-
	35,176,832
	42,746,165
	77,922,997

	AgriPinoy
	-
	-
	-
	-
	37,345,688
	52,949,576
	90,295,264

	F/PA
	19,439,086
	-
	-
	-
	-
	-
	19,439,086

	CBAP
	19,506,629
	-
	-
	-
	-
	-
	19,506,629

	TCGP/TCGS
	35,725,976
	-
	-
	-
	-
	-
	35,725,976

	IFOIGAP-Others
	5,241,874
	-
	-
	-
	-
	-
	5,241,874

	
	P 79,913,565
	P 60,026,262
	P 146,671,331
	P 167,499,723
	 P 202,807,460
	P 208,637,168
	P 865,555,509


MPCB-Multi-Purpose Curing Barn; IPA-Irrigation Production Assistance; F/PA- Facility/Production Assistance; KPP-Kakahuyang Pangkabuhayan at Pangkalikasan; CBAP-Curing Barn Assistance Project; TCGP-Tobacco Contract Growing Project; TCGS-Tobacco Contract Growing System

5.4 Of the 11 projects, only two have been set with collection targets for 2014: the IFOIGAP-Tobacco and IFOIGAP-Rice, with 97 and 86 per cent, respectively.  From the total loan granted from 2010 to 2014 and loan balances from 1988 to 2009 totaling P865.555 million, estimated collectibles would have been P334.747 million; however, actual collection was only P179.855 million or 53.73 per cent, as shown in Table 6.    
Table 6 – Comparison between Estimated Collectibles Against Actual Collection
	Project
	Year Granted
	No. of Yrs. to Pay
	CY 2014 
	%
	Target Collection Rate
	Remarks

	
	
	
	Estimated 
	Actual
	
	
	

	MPCB
	2010 to 2012
	9
	P  35,755,431
	P  1,985,187
	0.06
	None
	Original repayment period was 5 years and was restructured to 9 years in view of the very low collection. 


	IFOIGAP-Tobacco
	2013
	1
	89,499,429
	73,073,479
	81.65
	97
	Assumed that the loan was granted  towards the end of the year and collectible towards the end of the succeeding year



	IFOIGAP-Rice
	2013
	1
	17,941,247
	19,539,793
	109
	86
	

	IPA/Water Pumps
	2012 to 2013
	4
	14,306,767
	10,299,999
	71.99
	None
	Assumed that the repayments due for loans granted  in 2012 and 2013 were collected in 2014
  

	IFOIGAP-Fuelwood/ Bamboo/KPP
	2013 
	5
	7,035,366
	2,207,338
	31.37
	None
	Assumed that the repayment  due for loan granted in 2013 is collected in 2014


	AgriPinoy
	2013 to 2014
	1
	90,295,264
	72,746,287
	80.56
	None
	Assumed that loans granted in 2013 and 2014 were fully collected in 2014


	F/PA
	
	
	19,439,086
	2,000
	0.01
	None
	Assumed that as of 2014, these have already been collected 

	CBAP
	1987 to 2009
	
	19,506,269
	470
	0
	None
	

	TCGP/TCGS
	
	
	35,725,976
	-
	0
	None
	

	IFOIGAP-Others
	
	
	5,241,874
	300
	0
	None
	

	
	
	
	P 334,746,709
	P 179,854,853
	53.73
	
	


Note: In the absence of target collection on nine projects, assumptions were made to arrive at estimated due for collection for the year 2014.
5.5 The above data showed that actual collection rates ranges from zero to 109 per cent in 2014. It is worth mentioning that actual collection rate of 109 per cent for IFOIGAP-Rice surpassed the target rate of 86 per cent; however, for IFOIGAP-Tobacco it was only 81.6 per cent or below the 97 per cent collection target. Although there was no collection target set for AgriPinoy, it is quite impressive that it has a collection rate of 80.56 per cent. 
5.6 For the other projects granted from 2010 to 2014, namely:  MPCB, IPA/Water Pumps, and IFOIGAP-Fuelwood/Bamboo/Ipil-ipil, these have 0.06 per cent to 71.99 per cent collection rates only. The MPCB loan which have originally repayment period of 5 years was restructured to 9-year period due to very low collection. The loan balances for F/PA, CPBAP, TCGP/TCGS and IFOIGAP-Others granted prior to 2009 have aggregate collection of only P2,770. 
5.7 Per Report of the Evaluation Committee on MPCB dated February 17, 2014  furnished by Management to the Audit Team, the poor collection could be attributed to financial reasons, technical issues and other issues, as follows:
a. Financial reasons

i.    Collections were applied to interests and service fees;

ii.    Sales proceeds were not enough to cover amortization;
iii. Over exposure to loans of tobacco-farmers, prioritizing other IFOIGAP loans; 

iv. Sales proceeds were used to finance other priorities such as education and medical concerns of families; 

v.    Low buying prices of tobacco/downgrading of tobacco;
vi. Cost of fuel wood to dry palay is high, hence non-usage of grain drying component of the barn; and

vii. Harvested palay were used for own consumption. 

b. Technical issues

i.    Damaged tobacco crop/poor harvest/low yield due to early rains, tobacco mosaic virus, tobacco wilt, stunted growth of crop, poor curing and soil infestation/soil no longer suitable for tobacco production; 

ii.    Multi-Purpose Curing Barns no longer used by farmer cooperators on account of switch to other crops and other tobacco varieties due to pest/disease infestations;

iii. Low quality of leaves attributed to use of farm input/fertilizer in Vigan and lack of water for irrigation in Candon; and 

iv. Pre-mature harvesting resulted in poor quality of cured leaves.

c. Others 
i.    Burned/damaged curing barn; 

ii.    Difficulty of demanding payment from farmer cooperators due to the presence of common notion that government loans assistance are dole-outs; and 

iii. Familiarity of the assisting extension worker with the farmer-availees. 
5.8 In view of the aforementioned causes of low collection for MPCB, while some were beyond the control of Management, it appeared that the capacity of the farmer-availees to pay has not been objectively assessed.  Likewise, the non-setting or lack of collection target per project and the lack of insurance protection of farmers against losses arising from natural calamities, plant diseases and pest infestations of their crops contributed to the low collection or even non-collection of receivables. It would be noteworthy to mention that farmers can avail insurance from the Philippine Crop Insurance Corporation (PCIC) which extends innovative and client-responsive insurance packages and other services through Peoples Organizations (POs) including farmers’ coops, agricultural lenders and service providers.  With insurance coverage, the income of agricultural producers is stabilized and flow of credit in the countryside is promoted.
5.9 We recommended and Management agreed to: 

a. Assess the financial capability of the farmer-availees by taking into consideration the appropriateness of existing guidelines prior to grant of loan, including full deduction from the proceeds of a new loan of farmer-availees who have outstanding balance/s  to prevent the accumulation of dormant accounts;
b. Involve the Branch Managers and tobacco technicians in setting yearly collection targets that are reasonable and attainable per project in order to intensify collection efforts, the results of which would serve as management tool to decide whether to continue or discontinue the grant of loan assistance to tobacco farmers; and
c. Make representation with PCIC on the possibility of insuring crops and other agricultural produce of tobacco farmers to ensure recovery in cases of losses.
5.10 Management commented that best efforts have been exerted despite their difficulty of collecting, since sales from tobacco produce were utilized by the farmer-availees for the next planting season. They also added that they are going to explore the possibility of how to insure crops and produce of tobacco farmers to stabilize their income and to ensure collection of receivables.
AGRIPINOY TOBACCO FARMERS’  PROCESSING AND TRADING CENTER (NTA AgriPinoy)
The NTA AgriPinoy Project was conceptualized aligned with the AgriPinoy Food Processing Center Program launched in 2012 by the Department of Agriculture (DA) in consonance with the Public-Private Partnership Scheme espoused by President Aquino.  This is also in cognizance with the problems that beset the tobacco farmers regarding their agricultural products such as absence of marketing outlets, unstable prices of farm produce and control of the market prices by the middlemen. In general, its goals and objectives are to improve the economic and living conditions and raise the quality of life of the tobacco farmers and the tobacco growing communities through an integrated, comprehensive assistance scheme for small tobacco farmers, provision of an alternative marketing system/business model, increase tobacco farmers’ purchasing and bargaining power and development of farmers’ capabilities and dynamic rural enterprises.

The initial fund of P165.200 million was sourced in 2012 from the entitlement/share of NTA from the Tobacco Excise Tax by virtue of Republic Act (RA) No. 4155.  Additional funding of P148.000 million was released in 2013, thus a total of P313.200 million was released for the project.
Initially, the project covers the whole of Ilocos Region, La Union, Pangasinan, Abra and to expand to other tobacco growing provinces in Cagayan Valley in the future.  The NTA will provide the tobacco farmer-cooperators with production inputs and the NTA operations staff of Branch Offices in Region I and Cordillera Administrative Region (CAR) shall deliver the transfer of technology, i.e. hog fattening, broiler growing coupled by close-in process technical assistance, monitoring and supervision to the tobacco farmer-cooperators. As a mechanic, the targeted beneficiaries of 7,693 registered tobacco farmers will be going to produce hogs and poultry through Contract Growing System for the NTA AgriPinoy.   
As of December 31, 2014, a total of P298.858 million had been utilized for the procurement of a parcel of land, machineries and equipment, and construction of the AgriPinoy Food Processing Plant and Milling Complex in Narvacan, Ilocos Sur.

Audit of the project covering the year 2014 revealed some deficiencies, as discussed in the succeeding paragraphs, which need to be addressed.

6. The net loss of P6.385 million on the first year of operation for hogs and poultry production was farfetched from its projected income of P12.915 million due to,  among others, loan-availees of only 538 compared with the target of 3,939; not properly laid out marketing strategies resulting in low sales of meat processed products; and the absence of clear operational and financial controls, thus  the  risk that the return of investment of P298.858 million may be put to waste and would not be able to pursue the objective of improving the lives of tobacco farmers.
6.1 The 5-year projection for target sales and income, as shown in Table 7, were based on the target markets which include suppliers, wholesalers, retailers as well as institutional-based markets and government offices; the average per capita consumption of pork and chicken of 103.68 million kilos annually and about 55.85 million kilos in Region I and Abra in CAR; and, the pricing system which is lower than the prevailing retail market price. 

Table 7 – Summary of 5-Year Projection for Sales and Income

	Year
	Sales
	Income

	2013
	P    115,852,022
	P   12,914,528

	2014
	150,133,491
	21,172,087

	2015
	194,369,990
	32,018,083

	2016
	251,387,811
	46,458,139

	2017
	324,749,134
	64,720,399

	
	P 1,036,492,448
	P 177,283,236


6.2 Audit of results of operation vis-a-vis targets contained in the Business Plan disclosed that a net loss of P6.385 million was incurred on its first year of operation from October 2013 to September 2014, as against its projected income of P12.915 million, details in Table 8. 

Table 8 – Results of First Year Operation vis-a-vis Targets 

	
	      Targeted
	     Actual
	    Variance

	
	Amount
	%
	Amount
	%
	Amount
	           %

	Sales
	P 115,852,022
	100.0
	P  38,667,903
	100.0
	P (77,184,119)
	      (66.6)

	Cost of sales
	85,621,843
	73.9
	33,620,418
	86.9
	(52,001,425)
	      (60.7)

	Gross profit
	30,230,179
	26.1
	5,047,485
	13.1
	(25,182,694)
	     (83.3)

	Administrative and selling expenses
	17,315,650
	15.0
	11,433,379
	29.6
	(5,882,271)
	     (34.0)

	
	P   12,914,529
	11.1
	P  (6,385,894)
	(16.5)
	P (19,300,423)
	     (149.4)


6.3 The targeted sale of P115.852 million was farfetched from its actual sales for the period of P38.668 million or a shortfall of P77.184 million. This is attributed to low production which, according to the Project Manager and the Head of the Operations Manager, is caused by the following:
a. Only 538 of the 3,939 targeted loan-availees were granted because NTA will have to shoulder the transport cost of produce including quarantine and other fees for the entry and exit of livestock to and from other provinces. Of the 538 loan-availees, there were 21 recipients who could not be considered as small tobacco farmers considering the number of piglets received of 40 to 75 heads instead of the maximum limit of 20 heads per beneficiary; 
b. Maximum plant capacity for cold storages was not sufficient to accommodate the processed meat; hence, there were instances where live hogs were sold to avoid longer holding period in the pigpens which would entail additional cost. Records showed that hogs purchased totaling P41.767 million were sold at a net loss of P0.225 million;  and
c. The targeted poultry dispersal and operation were not met due to lack of suppliers for NTA’s needs which is below suppliers’ minimum delivery requirement. 
6.4 There was a defined market, promotion and marketing strategies but these are not properly laid down to penetrate the market due to absence of a full time marketing expert who should be responsible in marketing the products. 
6.5 There were no operational and accounting guidelines to be followed in carrying out the business.  As a consequence, delivery of processed meat costing P150,000 to an alleged supplier in Metro Manila who issued personal check from a closed bank account was consummated.  Said transaction is currently under investigation.
6.6 Although some of the project’s basic objectives were achieved such as the establishment of a Tobacco Farmers Food Processing and Trading Center, logistics and related services to tobacco farmers, enhancement of farm productivity and increased income, and generation of additional jobs for the community, we raise doubt on the viability and sustainability of the AgriPinoy Project if the prevailing problems besetting the operations of the same are not immediately and properly addressed.
6.7 We recommended and Management  agreed to: 
a. Device a plan that would attract loan-availees to increase production and to include budget allocation to expand the cold storage capacity and conduct survey on the possibility of charging the  transport cost and other expenses to the loan-availees,  in order to carry out the project efficiently and economically;     
b. Instruct the Plant Supervisor, Internal Audit Manager and the Chief Accountant to prepare operational and accounting manuals to serve as guide in carrying out the business operations and documenting overall financial operations to ensure that controls are in place to avoid loss or waste of government funds and property;

c. Implement the project in accordance with implementing guidelines particularly on the granting of financial assistance to  small tobacco farmers to attain the project’s objectives;

d. Consider  hiring  a marketing expert who will be responsible in helping out figure sales; analyze market data on a local, regional or national level; determine what people are buying, what gaps are in the market,  looking at competitors and their pricing, creating and administering surveys, questionnaires and other information gathering devices and an effort to help expertly understand the best way to market the AgriPinoy products; and
e. Instruct the Planning Division to prepare sales and income projections, among others, for any project feasibility studies that are reasonable so as to determine the sustainability and viability of proposed projects.   

6.8 Management commented that one of the causes of the loss from operations was the hiring of job order employees to assist in the operation of the project, since there are no plantilla positions provided for the AgriPinoy Project.  They added that in 2015, the employees were on rotation basis to minimize expenses.
6.9 As a rejoinder, it is not a guarantee that if there are plantilla positions for the project, there will be no loss in operations. 
7. Internal control over the movement/transfer of raw materials from the holding pen  to the Slaughter Section is weak, resulting in unaccounted disposals which could possibly result in the loss of raw materials; thus, raised doubt on the accuracy of the  Raw Materials Inventory-Hog account balance of P1.912 million.
7.1 The harvested hogs from farmer-beneficiaries which are being procured by NTA through buy-back under the AgriPinoy are intended for meat processing. According to the Plant Supervisor, the hogs are immediately scheduled for slaughtering to avoid incurring more costs due to longer period of stay in the holding pigpen. Likewise, he added that in cases of huge number of harvests, the hogs are sold “live”, thus leaving a zero balance at the end of each month.
7.2 Contrary to the above statement of the Plant Supervisor, the Raw Materials Inventory-Hogs account showed that there were certain months with negative balances. This is an indication that there were transfers of hogs from the holding pen to the Slaughtering Section which were not recorded in the books. The Raw Materials Inventory-Hogs account balance was P1.912 million at year-end. As of December 31, 2014, the physical inventory disclosed 38 hogs on hand. However, computing for the cost per hog based on the book value of P1.912 million, it would yield that the cost per head would be P50,316, which is not the usual cost per hog which ranges from P6,000 to P10,000 depending on the weight in kilo. Therefore, there could be unaccounted disposals not recorded in the Raw Materials Inventory-Hogs account.
7.3 It was informed by the Accountant and the Plant Supervisor that data on live hogs transferred from the holding pen to the Slaughtering Section are recorded in the respective logbooks of the Raw Materials Coordinator and the Head of the Slaughtering Section, however, reconciliation with the accounting records were not updated. They added that starting in January 2015 serialized Transfer Slip (TS) form is used to account transfers of live hogs from the holding pen to Slaughter Section and also for processed meat products to the Storage Section.  On the other hand, Withdrawal Slip (WS) form is used to request withdrawal of raw materials while Order Slip (OS) form is used for requisition of frozen meat/processed meat for sale/disposal. 
7.4 We recommended and Management agreed to:
a. Evaluate the existing process flow relative to buying and selling of hogs and meat to determine where it can be improved to ensure that everything is duly accounted for, including defining the timing and frequency of reconciliation of the records of the Raw Materials Coordinator, Head of Slaughtering Section and the Accountant; and

b. Instruct the Raw Materials Coordinator and the Head of Slaughtering Section to reconcile their records on a regular basis and furnish the Accountant of the reconciliation made as basis for adjusting the Raw Materials Inventory account.
8. Accounts Receivable totaling P1.363 million under the Hog Fattening Program may no longer be collected from the 95 beneficiaries due to livestock mortality which was not properly documented, and beneficiaries who are no longer qualified in the second cycle of loan availment due to low production yield,  thus may result in the depletion of funds that could hinder the continuity of the project implementation. 

8.1 Under the AgriPinoy Implementing Guidelines and Procedures for Integrated Farming and Other Income Generating Activities Project (IFOIGAP) - Hog component Project, NTA shall provide production assistance in the form of piglets, feeds and medicines to the beneficiaries and buy-back the hogs from the beneficiaries when these reached marketable quality within the prescribed fattening period of 110 days based on the cost on the total live weight, proceeds of which shall be deducted from the production assistance granted to the beneficiary by NTA. 

8.2 Review of the Accounts Receivable account disclosed that a total of P1.363 million under the Hog Fattening Program pertained to accounts of 95 beneficiaries whose hogs died due to calamity or epidemic diseases or the cause of death was due to negligence.  For those beneficiaries, whose hogs died due to negligence or not due to natural calamity or epidemic diseases, they shall remain liable as provided in  Section VIII,a.1 of the Implementing Guidelines and Procedures of the AgriPinoy Fattening Project, as follows:
“Death of piglet/s due to causes other than natural calamities and epidemic diseases, shall be to the account of the FC/Association;” (Underscoring supplied)

8.3 Another cause of non-collection is attributed to those beneficiaries who yielded harvests lower than the required 100 kilos per hog upon reaching marketable stage; hence, they could no longer avail the second cycle of the loan availment.
8.4 Further review disclosed that payments of harvested hogs which include  reported deaths as alleged by Management due to natural calamities and epidemic diseases were not supported with post mortem report from the Municipal Veterinarian thus, request for write off from the Commission on Audit could not be made due to  incomplete documentation. In such cases, liability remained with the beneficiaries.
8.5 We recommended and Management agreed to:

a. Include in the guidelines as part of the responsibility of the beneficiary to notify NTA immediately in cases of death of hogs due to natural calamity or epidemic diseases so that conduct of inspection by the Municipal Veterinarian can be timely requested;
b.  Instruct the Tobacco Technicians to always secure post mortem report of death of hogs from the Municipal Veterinarian as basis for requesting for write off of the accounts from the Commission on Audit, if warranted; and 

c. Send demand letters to beneficiaries whose hog(s) died, but the cause of death was not due to natural calamities or epidemic diseases.
8.6 Management commented that they will consider the possibility of insuring all loan releases with the Philippine Crop Insurance Corporation (PCIC) to prevent the accumulation of dormant accounts.

9. Physical assets of the AgriPinoy Plant valued at P298.858  million were not covered with insurance, in violation of Section 5 of Republic Act (RA) No. 656, as amended by Presidential Decree (PD) No. 245, thus, the risk of loss in case of damage or loss of property.
9.1 Section 5 of RA No. 656 law states that:
Every government, except xxx is hereby required to insure its properties, with the Fund against insurable risk herein provided and pay the premiums thereon xxx.

9.2 In support of the Act, COA Circular No. 92-390 dated November 17, 1992 also provides for the inventory of physical assets, insurance and bonding of risks with the General Insurance Fund of the Government Service Insurance System (GSIS).
9.3 Audit of PPE accounts showed  that physical assets in the AgriPinoy Plant in Narvacan, Ilocos Sur consisting of buildings, office equipment, furniture and fixtures, information and technology equipment, communication equipment, sports equipment and other machinery and equipment worth P298.858 million were not covered with insurance due to lack of complete inventory of the AgriPinoy Complex. This poses risk of non-indemnification in case of damage or loss of these pieces of property.
9.4 We recommended and Management agreed to follow up from the Manager of the AgriPinoy Project the complete inventory report of the physical assets and insure all insurable property with the General Insurance Fund of the GSIS to protect the interest of NTA.
TOBACCO DUST PRODUCTION 

AGRIBUSINESS PROJECT (TDPAP)

The TDPAP was conceptualized in 2007 to be established in Sto. Tomas, La Union. It was intended to develop other uses of the tobacco plant. In consonance with one of its core functions which is research and development, NTA developed the business plan/feasibility study for the TDPAP.  NTA was confident that the other use of the tobacco plant may very well be a timely safety net and an appropriate alternative product that can be provided to tobacco farmers, whose crops are threatened and endangered, in the event that the world-wide massive campaign against smoking may bring adverse effects to the livelihood of the tobacco farmers.

The project involves three major phases, namely: Leaf/Raw Material Production, Tobacco Dust Processing, and Tobacco Dust Application in Fishponds. With this project, NTA projected a potential national demand for tobacco dust of 430 million kilos or equivalent to 17.200 million sacks at 25 kilos each annually, with consumers from Regions III and IV as primary targets.

It was envisioned to flow back to NTA a net profit or return of investment, as shown below. 

a.    First year

-
P32,893,845
or 15 per cent


b.    Second year
-
P38,846,022
or 17 per cent


c.    Third year

-
P54,361,566
or 24 per cent


d.    Fourth year
-
P61,130,380
or 27 per cent


e.    Fifth year

-
P78,656,855  
or 35 per cent

It was also projected that the capital infusion of P223.930 million would be recouped in a period of four years and four months, but only a portion of this was utilized for the project. The implementation of the project commenced in 2009, thus the capital should have been recouped by end of 2014. However, audit disclosed some deficiencies which need to be properly addressed by Management as discussed below.
10. The incurrence of losses for six consecutive years already amounting to P11.230 million in the operations of the Tobacco Dust Processing Plant (TDPP) due to difficulty of disposing stocks and high production and operating cost, and the probability of recovering the investment estimated at  P129.614 million in a period of four years and four months per projection cast doubt as to the viability and sustainability of the project.
10.1 Evaluation of the project from start of operation in CY 2009 to CY 2014 disclosed high production but low sales of tobacco dust and also high operating and production cost which resulted in consecutive losses from operations, as presented in Table 9.
Table 9 - Production/ Sales/ Operating Cost and Losses from Operations 
CYs 2009 to 2014 
	Year
	Production in Bags of 25 kilos
	Sales

In Bags
	Sales
	Cost of Sales
	Operating /Production Cost
	Loss from Operations

	2009 - 2010
	9,293
	256
	P                 -
	P             -
	P  3,576,387
	P   3,576,387

	2011
	-
	35
	9,600
	5,311
	2,088,589
	2,084,300

	2012
	-
	1,144
	111,100
	58,564
	1,873,660
	1,821,124

	2013
	2,525
	6,946
	899,950
	730,524
	2,125,655
	1,956,229

	2014
	1,083
	1,848
	361,980
	129,250
	2,025,028
	1,792,298

	
	12,901
	10,229
	P 1,382,630
	P 923,649
	P 11,689,319
	P 11,230,338


Note: In CYs 2009- 2010, 5,297 bags were processed in the TDPP in Sto. Tomas, La Union and 3,366 bags from pilot project site in Barangay Perez, Meycauayan, Bulacan

10.2 This observation has been reiterated in audit reports since 2010 in view of the difficulty in disposing tobacco dust which prompted the plant to cease operation in August 2010, aside from high production and operating costs in buying and processing tobacco raw materials.  In 2012, the 7,975 bags in stock were disposed in 2013. The TDPP resumed operation on November 26, 2013 wherein 3,608 bags were manufactured. In 2014, a total of 936 bags were disposed leaving a balance on stock of 2,672 bags as of year-end.
10.3 In prior years, it was recommended that Management find alternative business proposals for the tobacco dust plant, such as offer for lease or disposal of the plant in the event that operation will no longer be pursued, so as not to waste government funds and property. In response, Management resumed operation on November 26, 2013 with a total production of 3,608 bags until December 18, 2014. However, sales still remained low despite reducing the cost per bag from P335 in 2010 to P100 in 2014, as evidenced by the 2,672 bags which remained on stock as of year-end. 

10.4 It appeared that the difficulties in carrying out the project were not taken into consideration during the preparation of the feasibility study, thus casting doubt on the viability and sustainability of the project. 

10.5 We recommended that Management undertake careful study of the project with the end in view to preventing incurrence of further losses and waste of government funds.
10.6 Management commented that it has intensified its marketing strategy for the tobacco dust. To date, clients from Bani, Bolinao, Anda and Alaminos, Pangasinan committed to purchase 12,000 bags; 9 fish pond owners in Binmaley, Dasul and Dagupan started using tobacco dust and also, clients in Surigao and Capiz are currently experimenting the use of tobacco dust. 

GENDER AND DEVELOPMENT (GAD)
11. The amount expended for GAD’s activities and programs of P35.062 million exceeded the GAD Plan and Budget (GPB) of P32.674 million contrary to Section 2.3 of the Philippine Commission on Women-National Economic and Development Authority and Department of Budget and Management (PCW-NEDA-DBM) Joint Circular No. 2012-01, resulting in over expenditure of P2.388 million.
11.1 GAD programs and activities were implemented in compliance with PCW-NEDA- DBM Joint Circular No. 2012-01 dated August 22, 2012.

11.2 The total approved budget for GAD activities in CY 2014 amounted to P32.674 million. But as per the GAD Annual Accomplishment Report, the total amount expended was P35.062 million which was over by P2.388 million compared with the approved budget. Comparison of the said Report against the GPB disclosed the inclusion of three activities in the Accomplishment Report, namely: (i) provision of production/technical assistance, (ii) marketing assistance under the IFOIGAP-Rice Production Project, Renewable Fuel Wood Energy Farm Development Project and Restoration Ecological Integrity; and (iii) conduct of organizational meetings with tobacco farm clusters under the Farmers Organizational Development.  These activities were not included in GPB.

11.3 We recommended and Management agreed to implement GAD activities within the approved plan and budget to avoid exceeding the budgeted amount and ensure that planned activities during the year are effectively carried out. 

COMPLIANCE WITH TAX LAWS

12. NTA regularly complied with the requirement of the Department of Finance (DOF) - DBM - Commission on Audit (COA) Joint Circular No. 1-2000 dated January 3, 2000 and Joint Circular No. 1-2000A dated July 31, 2000, relative to the withholding of taxes on gross compensation income of personnel, suppliers and clients for procurements and service contracts which are remitted using the prescribed Bureau of Internal Revenue (BIR) forms.  
COMPLIANCE  WITH GSIS ACT
13. Verification disclosed that the provisions of Section 6 of RA No. 8291 on the withholding of contributions and remittance of employees’ and employer’s share to GSIS within the period prescribed under the said Act were duly complied with.
AUDIT DISALLOWANCES, SUSPENSIONS AND CHARGES
14. The unsettled audit disallowances and suspensions as of December 31, 2014 totaled to P21.688 million and P25,247, respectively. There was no Notice of Charge issued during the year neither unsettled charges at year-end. The status of audit disallowances and suspensions as of December 31, 2014 is presented in Annex A. 
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