Republic of the Philippines
Commission on Audit
Office of the Regional Director
Regional Office No. |
City of San Fernando, La Union
Tel. No. (072) 888-6780

May 22, 2017

THE BOARD OF DIRECTORS
Santa Maria Water District
Santa Maria, Pangasinan

Dear Board of Directors:

We transmit herewith the report on the financial and compliance audit of the
accounts and operations of Santa Maria Water District, Santa Maria, Pangasinan, for the
year ended December 31, 2016 in compliance with Section 2, Article IX-D of the
Philippine Constitution and pertinent sections of Presidential Decree No. 1445

The audit was conducted to ascertain the propriety of the financial transactions
and compliance with prescribed rules and regulations. It was also made to ascertain the
accuracy of financial records and reports, as well as the faimess of the presentation of
the financial statements.

The report consists of four parts, Part I- Audited Financial Statements, Part 1
Detailed Audit Observations and Recommendations, Part 111 - Status of Prior Year's
Audit Recommendations and Part IV -Annexes. The observations and recommendations
were discussed with concemed management officials and staff in an exit conference on
i?ebmary 27. 2017. Management’s comments were included in the report, where

appropriate.

We rendered a qualified opinion on the presentation of the Financial Statements
as of December 31, 2016, due to the variance amounting to P2,180.368.08 pertaining
3 Payable balances appearing between the book of the District and that of the
records that affected the accuracy and reliability of the account; and because the
accuracy and reliability of Property, Plant and Equipment account in the
al Statements amounting to P48,401,146.15 (net), were not validated/verified

ailure of Management to conduct physical stocktaking thus unable to prepare the
'ﬁﬂm'e,_ rt on Physical Count of PPE (RPCPPE). Consequently, there was no basis
nciliation against the balance per book.



Anent the above observations, we have recommended management to:

Undertake periodic reconciliation of the balances between the LWUA and the
District’s records: and

Conduct actual physical stocktaking of the District's properties as basis in the
preparation of the Report on the Physical Count of Plant, Property and
Equipment (PPE), copy furnished to the COA. Also, to strictly comply with the
criteria on the proper recording of PPE account in the book in pursuant to PAS
16 of the PFRS. Furthermore, reclassify unserviceable properties account upon
satisfaction of the 1 & 1 proceedings. An entry with a debit to Other Assets
account and a credit to PPE account should be drawn to support the
reclassification.

Aside from the audit observations which are the bases for a qualified opinion,

the following are other significant observations and recommendations:

s

There was a discrepancy arising in the Inventory account when the balance
reported in the Financial Statements is compared against the amount reflected in
the Report on the Physical Count for Inventory by P81,146.46. Moreover, there
was no periodic reconciliation conducted between the two (2) records.

We recommended that management reconcile the discrepancy amounting to
P81.146.46 and conduct periodic reconciliation between the accounting and
inventory records

Property of the District inventoried as insurable assets with acquisition cost of
P4,559,730.00 were not covered or insured with the General Insurance Fund
administered by the GSIS which contravenes COA Circular No. 92-390 s. 1992
and RA 656 otherwise known as the Property Insurance Law as amended by PD
No. 245 s. 1973, hence assets were not adequately protected in the event of loss
or damage, to the detriment of the government,

We recommended that management strictly comply with the requirement of the
Property Insurance Law to avoid penalties as sanctioned under Section 6b of RA

656.

Ownership of the three lots could not be adequately established due to the
absence of Certificates of Title or whatever documents to prove satisfactory
ownership thercof which contravenes Section 39 (2) of PD 1445. Consequently,
structures built thereon valued at P13,035,750.00 poses risk of wastes and
possible losses, to the detriment of the government.

We recommended that management exhaust effort in securing Certificates of
‘Titles of purchased and donated lots to establish valid and legitimate ownership



































































































Financial Reporting Standards (PFRS), for fingneia) mop . ©F the Philippine

inancial Repo ormati .
nust be relevant and faithfully represent whay purportjs :'":zf;;c;r;s::"’!) el

- Statements
ifically pertaining to Accounts Recei S Dieentve ),

 Speci ] g, vables revealed that said
eominnously-‘cames with it overdue accounts totalling P18.212.30 whi:;c\(::;

cady :dot N€ accounts constituted several
concessionaires-debtors who were already in default/delinquent for so many

years and whose water supply services were already disconnected.

Due to dormancy, the settlement/collectability of these accounts could no
longer be ascertained. The District even stop from issuing demand notices to
defaulting concessionaires. Also, documents and office records such as location,
status and others pertaining to them were no longer available and updated hence
the huge dormant amount is greatly affecting the propriety and the fair
presentation of the receivable account in the Trial Balance as of December 31,
2016.

The District’s Aging Schedule for dormant accounts is shown below:

; Age of Receivables Amount

:_ 10 years P 6.910.53
11 to 15 years 8,372.33
16 16 20 years 2.929.44
More than 20 years =
TOTAL P 18,212.30

Regulation provides that in cleaning the books of the District from
dormant accounts, procedures in the writing-off of dormant receivable accounts
should be properly employed. COA Circular No. 2016-005 (7.0 and 8.0) dated
ber 19, 2016 specifically delineates the write-off process including the
ng entries for the disposal of accounts.

written-off from the book, dormant accounts
f&x\;ﬂle&i‘i propriety and fair presentation of the Accounis
account in the Financial Statements (FS).

Brwo | ement promptly act on the proper disposal
e Man:ﬁztian 05' the requirement for write-off as

e ot Ciroalar 2016-005 (7.0 and 8.0) dated December 19



b. Inadequate monitoring, lack of review and analysis deprived the Distri
5 istrict
collect the amount of P313,901.20 for inactive accoulfts contr:ry to (?05:
Circular No. 2016-005, s. 2016.

COA Circular 2016-005 dated December 19, 2016 requires that:

“61 | AII government entities shall conduct regular monitoring
| and gnalysi: of receivable accounts to ensure that these are
collected when these become due and demandable vy ™

Verification of the District’s Financial Statements as of December 31,
2016 specifically pertaining to Accounts Receivables revealed that the said
account continuously carries with it inactive accounts totalling P313.901 28.
These accounts comprised 44% of the total accounts receivables — trade and
which remained outstanding in the book for several years already. These
constituted several concessionaires - debtors who were already disconnected of
water supply services for being in default/delinguent. Inadequate monitoring,
lack of review and analysis as well as lack deficient collection actions resulted to
huge inactive accounts.

Information further disclosed that demand letters for delinquent
‘concessionaires were no longer consistently issued/served and follow-ups were
‘ot exhaustively undertaken.

~ The large percentage constituting these accounts in the Accounts
‘Receivables is deemed alarming and continuously affecting the propriety and fair
‘presentation of the account in the year-end Financial Statements. Furthermore,
tion of collection actions deprived the District of additional funds for

e recommended that Management adequately conduct paiadic
, review and analysis of receivables as well as exhausting collection
past due accounts to ensure that these are collected when become
" demandable thereby preventing the accumulation of
Winactive accounts, Furthermore, devise effective collection actions
bility of inactive accounts recovery of its invested resources

it conference, the General Manager informed COA to
a #;;mmendaﬁon of conducting study and review of past






6 m of the thm lots could not be adequately established due to the
~ absence of Certificates of Title or whatever documents to prove satisfactory

whersh ‘thereof which contravenes Section 39 (2) of PD 1445, Consequently,
structures built thereon valued at P13.035,750.00 poses risk of wastes and

" possible losses, to the detriment of the government.
| ‘Section 39(2) provides:
P “In the case of deeds to property purchased by any government

agency, the Commission shall require a certificate of title entered in favour
of the government or other evidence satisfactory 1o it that the title Is in the
government.

Afore cited provision is aligned with the state policy thar properties of the
government should be adequately safeguarded against loss or wastage. The
responsibility to take care that such policy is faithfully adhered to rests directly with
the Chief or Head of the government agency concerned (Sec. 2. PD 1445).

- Hence, to prove ownership on purchased/donated lots, ruling requires that a
Certificate of Title or other satisfactory evidence that the title is in the name of the
Water District concerned should be validly established. Purchased lots are evidenced
by Title Certificate secured and processed by the Register of Deeds. In the case of
ted lots, ruling has set conditions precedent to satisfactorily establish a valid
tion that include (a) Deed of Donation from the Donor to the Donee of the
et, stipulating among others the intent for the use of said donation and (b)
e government agency should attach an “acceprance of donation” among
cumenting donation (PSMS, pl17). Settled was the rule that a Deed of
without acceptance by the Donee does not constitute a valid and legitimate
n. A Deed of Donation is eventually applied for title ownership in the
of Deeds to fully legitimize and establish the ownership of the property.

inspection disclosed three (3) lot properties of SMWD which

Land Value Improvements Status
P 500,000.00 | P 10,000,000.00 donated

75,000.00 1,333,750.00 purchased
275,000.00 1,702,000.00 purchased
P 850,000.00 | P 13,035,750.00







the suspension of payment of their salaries until they shall have
complied with the requirements of the Commission,

Cash is the most liquid account of an Agency that requires an immediate
audit. Bank Reconciliation Statements are necessary in order to verify the reliability
of the balance in the District’s cash account. Time and again, submission of these
reports were being communicated to the Management, however to no avail. Hence,
prompt audit and verification for cash account were not permitted.

We recommended to management to observe the monthly submission of the
Bank Reconciliation Statements to the COA Audit Team Jor timely audit and
prompt correction of errors.

b. Initial receipt, custodial and releasing functions for Accountable Forms are
under the control of the Cashier contrary to the principles of a sound internal

control which requires proper segregation of duties/ responsibilities to facilitate

check and balance of all transactions and thus, reducing the risks of
errors/fraud.

As stated in the Handbook on Internal Control System:

“Key duties and responsibilities need to be divided or segregated
among different people to reduce the risk of error or fraud This
includes separating the responsibilities for authorizing transactions,
processing and recording them, reviewing the transactions. and
handling any related assets. "

Initial receipt of accountable forms is lodged in the responsibility of the

erty Officer. These forms are under his/her safekeeping until issued to the

‘requesting Cashier. Once issued, the latter assumes the responsibility while forms
-and checks are under his/her custody.

Verification disclosed that the Accountable Forms which included the
Receipts and Checks were under the initial custody of the Cashier. The
; also took charge in receiving, releasing and monitoring the Forms including
hat in the Ppreparation of the Monthly Report of Accountability for Accountable

lis practice denotes weakness of the District’s internal control, as multi-
- assigned to only one personnel. Hence, the high risk of error/fraud is
le, to the disadvantaged of the Water District.

commended to management that receipt, issuances and safekeeping

¢ Forms should be initially assigned to the Property Officer. The

Id be relieved from such responsibilities as she was not the custodian

able forms. A logbook should also be maintained by the

' record all Accountable Forms received and issued to the

other Accountable Officers (A0). Each AO should also prepare a
eport dcco untability for Accountable Forms.
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8. Incorrect recording of fines and penalties in the amount of P697,515.84 resulted
in a mlsluding interpretation that these were not taken up in the books
contrary to existing accounting principle on faithful representation.

The Philippine Financial Reporting Standard Framework (PFRS) emphasizes
the quahtative characteristics of useful financial information. These qualitative
K characteristics are most useful to users in making decisions about the reporting entity

il on the basis of information in its financial report. Among these qualitative
characteristics is “understandability”.

Understandability as detailed in the Conceptual Framework of the PFRS as
follows:

[Classifying. characterizing and presenting information clearly and
concisely make it understandable. While some phenomena are
inherently complex and cannot be made easy to understand, to exclude
such information would make financial reports incomplete and
potentially misleading. |

‘However, audit disclosed that while the collection of fines and penalties are
presented separately in the Statement of Comprehensive Income and Statement of
Cash Flows, no clear accounting entries were made to trace the recording of every
- transaction in relation to the collections of fines and penalties.

We have recommended that the Accountant should follow the correct
accounting entries for fines and penalties upon billing and upon collection.
; es pertaining to water bills and fines and penaities should be made separately
JSor understandability of how the transactions had transpired.

- During the exit conference, the Accountant agreed to comply with our audit

R~

i !
recommendation.

sal Water Utilities Administration (LWUA) chartered in Section 27 of
ended, that Sale of water — X X x Any district holding a valid
'mance or a Conditional Certificate of Conformance from the
be exempt from regulation by the Public Service Commission
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m‘ - Cm from the regulation of the Public Service Commission or
its successors. Therefore as hqldgrs of valid Certificate of Conformance, above
provision exempts local water districts (LWDs) from the regulation of the NWRB. It
could be mentioned herein that NWRB has been charging LWDs with annual
charges since 1978 despite holding a valid Certificate of Conformance.

In our post audit and verification of Disbursement Vouchers (DVs) of Sta.
Maria W?mr District as of September 2016, partial payments were made to NWRB
representing water charges and fees covering CY 2016 amounting to P10,390.66.

While Article 83 of PD 1067 provides that NWRB can impose and collect, on
the other hand Section 46 of PD 198, as amended, exempis a district from paving
any franchise, filing. recordation, license or permit fees or taxes and fees charges or
COsts.

The irreconcilable inconsistency of these two laws apparently involve
questions of laws which has been settled under OSJ Case No. 01-2010 when
declared by the Secretary of the Department of Justice (DOJ), who after thorough
review and evaluation conducted, reveals that Section 45 of PD 198, as amended is
sly an exception to Article 83 of PD 1067 as ruled under Merro Cebu vs.
'RB that water district is not liable for the payment of annual water charges and
“imposed by the NWRB. With the Motion filed by the latter, the DOJ Secretary
ined that the ruling in all cases involving questions of law is conclusive and
n all parties as provided in Section 67, Chapter 14, Book IV of the
trative Code of 1987.

A ‘The above observation also finds support under Section 62 of PD 198, as
ended, which bears emphasis that the LWUA has the power and duty to establish
for local water utilities and adopt rules and regulations for the enforcement

ite the foregoing chartered provisions and laws, and finding support from
g under OSJ Case No. 01-2010, the SMWD continuously pays its
ater charges with the NWRB hence such payments are deemed

mended to management to elevate the matter to the LWUA to
o dain ..”wkmmmw_bythewuilm

DOJ ruling under OSJ Case No. 01-2010. Also, to prevent
f payments made, it is recommended that the necessary information
¢ be furnished to this Office.
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g our exit conference, the managemen, informed C

K ghe '.'CVOAvaudit observation e OA' that the LWl}A

In view of the affirmation of LWUA Admin;

P e : b strator on the observation as
gards the legality of payments to NRWB, it is recommended thar Management

hould make the necessary representation with NRWR for the refund of payments

10. Several Board Resolutions were not aligned with existing laws and rules, thus
could eventually result to irregular/unauthorized expenditures/ Audit
Observation Memoranda (AOMs)/ suspensions/ disallowances, to the detriment
of the government.

| Board Resolutions issued cannot be characterized as policies but more on
engaging in the detailed management of the District.

Presidential Decree (PD) No. 198, as amended provides under Section 18.
Functions Limited to Policy Making - The function of the Board shall be to

establish policy. The Board shall not engage in the detailed management of the
District.

Simply put, the Board of Directors (BODs) has the function limited to
ablishing policies for the District and in no instance that they engage in the
detailed management of the District. Formulated policies are communicated to the
management thru Board Resolutions that sequentially govern management affairs.
By this rationale that Board Resolutions should be indispensably aligned or in
- harmony with existing government laws and rules. This is to avoid possible
~occurrence of irregular/unauthorized expenditures that could result in the eventual
piling of COA suspensions/disallowances.

v of Board Resolutions for CY 2016 revealed that Resolutions were

flict and inconsistent with existing laws/rules. This can be proven by
udit Observations Memoranda issued during the year and Notices of
Moreover, Board Resolutions issued cannot be even characterized as
ed but more on engaging in the detailed management

esolution No. 34 — Approving the Procurement of calendars, coin
| umbrella giveaways for the consumers of SMWD.
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The Resolution is wanting of legal basis. Allowable com i
. Res Ve . . : pensation and
benefits granted to the Board of Directors is specifically enumerated under EQ

il

0. 24, as amended. Medical Check-up is not included as one benefit for the

Board.

e 8. Board Resolution No. 22 — Awarding the Contract for repainting of SMWD
building, Elevated Water Tank, Pumping Station at Sta. Cruz, Bantog, Sta.
Maria, Pangasinan

Above cited Resolution is another management activity of the BAC and
governed primarily by RA 9184 or the Procurement Law. In no instance that
awarding of the Contract be lodged to the function of the Board.

haag Disallowed transactions for CY 2016 which were covered by the following
bt Disbursement Vouchers (DVs), to wit:

» DV No. 2016-005-048  Anniversary Souvenir Program
') of Legazpi Water District P4,000.00

» DV No. 2016-006-035  Medical Check-up granted
To the Board of Directors (BODs) 15,000.00

» Several Petty Cash Travel Expenses granted to Job-Order
Vouchers personnel 2,471.00

Although Board Resolutions were issued authorizing payments of the above
~transactions, these were disallowed in audit for being contrary to existing laws and

We have recommended that Board Resolutions, in order to avoid the
eventualities of AOMs/ suspensions and/or disallowances, should be aligned and
‘harmonized with the existing government laws and rules.

Also, we have recommended that the Board should limit its function to
making and not in the detailed management of the District in conformance
PD 198, thus preventing undue injury to the government.

' During the exit conference, the General Manager informed COA that he will
s the audit observation with the Board including the audit recommendations.
DER AND DEVELOPMENT (GAD)
ia Water District has not yet prepared and submitted their annual
s and Budgets (GPBs) and Accomplishment Reports (ARs) to the
¢ GAD planning and budgeting cycle provided in the PCW-
Circnlar No0.2012-01, hence timely review on the
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Observations &
Recommendations

Payments out of government
fu_nds should be supported
With complete documentation.

We have recommended
management to strictly adhere
with Section 4, paragraph 6 of
PD  No. 1445 requiring
complete documentations for
every transaction paid out of
government funds. DVs paid
totaling P1,604,637.03 should
be attached with proper
documentations otherwise
Notices of Suspensions are to
be subsequently issued.

9. Infractions in violation of
the Revised IRR of RA
9184 and GPPB issuances
produced defects in the
preparation  of  Annual
Procurement Plan (APP).

Review and scrutiny of
submitted APP for CY 2015,
deficiencies were noted:




B Status of Reasons for
Management Implementation Non-
Response/Action Full | Partial | NI | implementation
be .
i?plﬁnmwd -

cy 2017.




























