AUDIT OBSERVATIONS AND RECOMMENDATIONS

1. PPI’s results of operation and financial position show losses and negative equity since its inception that indicates its difficulty and inability to sustain operations, carry out its mandated functions and continue as a going concern.
1.1  PPI started operations in CY 2006. The following data pictures PPI’s financial performance from its inception to the current period, viz:
	Results of operation:
	2015
	2014
	2013
	2012
	2011
	2010
	2009
	2008
	2007
	2006

	(in Thousand Pesos)
	
	
	
	
	
	
	
	
	
	

	    Sales
	941,258
	 559,952
	344,643
	  63,727
	154,223
	121,567
	159,610
	123,652
	 260,773
	   29,832

	Cost of sales
	891,220
	 518,490
	 291,427
	  51,659
	 114,299
	  96,235
	126,428
	  94,581
	 203,465
	   21,146

	Gross profit
	  50,038
	  41,462
	  53,216
	  12,068
	 39,924
	  25,332
	 33,182
	  29,071
	 57,308
	   8,686

	Expenses
	  56,160
	  57,108
	  44,706
	  35,894
	  49,798
	  86,872
	   81,619
	111,068
	   98,527
	   40,960

	Net income(loss)
	     (6,122)
	   (15,646)
	   8,510
	   (23,826)
	   (9,874)
	  (61,540)
	  (48,437)
	 (81,997)
	(41,219)
	  (32,274)

	Gross margin %
	5.32
	7.40
	15.44
	18.94
	25.89
	20.84
	20.79
	23.51
	21.97
	


	Financial position:
	2015
	2014
	2013
	2012
	2011
	2010
	2009
	2008
	2007
	2006

	(in Thousand Pesos)
	
	
	
	
	
	
	
	
	
	

	Total assets
	 410,292
	 292,596
	 194,371
	  46,094
	 109,908
	 134,214
	172,172
	 227,542
	291,778
	 290,521

	 Composed mainly of:
	
	
	
	
	
	
	
	
	
	

	   Cash
	  58,826
	    8,318
	   43,474
	   3,918
	   18,428
	   23,822
	   27,225
	  59,469
	  36,968
	 116,861

	   Receivables-net
	 313,882
	 254,680
	   92,858
	  28,849
	   83,502
	   73,443
	   77,203
	  62,270
	111,897
	   96,331

	
	
	
	
	
	
	
	
	
	
	

	Total liabilities
	 723,106
	 600,154
	 486,283
	358,201
	 353,644
	  361,841
	 338,259
	345,191
	327,431
	 284,894

	 Composed mainly of:
	
	
	
	
	
	
	
	
	
	

	   AP-Trade
	 333,606
	 238,740
	 151,752
	  23,418
	   23,369
	   55,082
	   53,769
	  38,332
	  60,853
	   62,255

	   Long-term loan
	 291,795
	 291,795
	 291,795
	295,522
	 276,972
	  258,472
	 240,500
	224,466
	203,500
	 185,000

	 Interest payable
	  30,261
	12,623
	
	
	
	
	
	
	
	

	Stockholders' Equity/ (Capital deficiency)
	(312,814)
	(306,693)
	(291,912)
	 (312,107)
	(271,627)
	 (224,694)
	  (166,086)
	(117,649)
	 (35,652)
	         5,567


1.2  The above data show that PPI has been incurring operating losses until the current year.  While the amount of sales has been increasing significantly during the last three years, the percentage of gross margin has been consistently declining. This inversely proportionate trend indicated ineffective business policy, financial planning/analysis and profitability strategy.
As discussed in the previous year, the net income of P8.510 million for CY 2013 was attributed only to the gain of P11.918 million from the restructuring of the long-term loan with the National Development Company (NDC), otherwise, PPI still had an operating loss of P3.408 million.
1.3  Sales performance for current year increased by P381.306 million or 68 per cent compared to last year and almost three times more than the CY 2013 sales.  However, despite the highest sales in CY 2015, gross margin is the lowest at     5.32 per cent. The significant increase in sales did not generate a positive result because of the very minimal gross margin of 5.32 per cent which could not cover the increasing operating expenses of P56.160 million or 5.97 per cent of sales.  
1.4  The deficiencies noted in the past years regarding cost of sales have not been resolved. Some items were still sold at a loss and some at very minimal gross margin. The setting up of the estimated cost, the Approved Budget for Contract (ABC) for procurement and the selling price of items sold to DOH were not properly studied, such that, even the significant sale of “TB drugs for adult” amounting to P283.204 million, which is equivalent to 30 per cent of total sales, did not generate a margin that could cover operating expenses. 

1.5  Similarly, the financial position of PPI has not improved despite the significant increase in sales. 

a. Liquidity remains a problem.  The current ratio of 0.75:1 means that PPI has only P0.75 of liquid asset for every P1.00 of current liability.  

The receivable of P313.882 million is not sufficient to settle the higher accounts payable-trade of P333.606 million.  There are no assets that could settle the other liabilities particularly the long-term loan of P291.795 million.

b. Total liabilities increased by 20.47 per cent or P122.845 million, consisting mainly of increases in the following accounts:

	AP – Trade
	P94.865

	Interest payable
	17.638

	Performance/bid bonds payable
	9.680


c. The quarterly amortization on the principal amount of the P291.795 million long-term loans has not been paid since the restructuring in CY 2013. During the year, there was only one payment of P3 million on the quarterly interest payable which has accumulated to P30.261 million.

d. There was poor collection on receivables. Accounts receivable turnover was computed at 3.31 as shown below:  
          Receivables turnover  =  Net credit sales  ÷  Average AR-trade

    


      =  P1,054,209,244  ÷  P318,541,846



      =  3.31 times

    365 days   ÷   3.31  =  110 days




It showed that PPI was able to collect its receivables only 3.31 times a year or once every 110 days.  In other words, it took 110 days for PPI to collect from its credit sales. 

e. The lack of working capital and the poor collection on receivables further contributed to the operating loss. 

Suppliers suspend deliveries of products if previous accounts of PPI remain unpaid. Payment to suppliers, however, is dependent on collection of receivables. With the poor collection efficiency, PPI could not immediately settle its payables. Accounts payable-trade increased by P94.865 million. This resulted in late delivery of products by PPI, thus, penalties were imposed by DOH.  During the year, penalties incurred by PPI for late deliveries amounted to P0.656 million.   

f. PPI has negative equity since its 2nd year of operation. Capital deficiency further increased to P312.814 million from P306.693 million due to the current year’s loss.
1.6  There is high risk that PPI may no longer sustain its operations, carry out its mandated functions and continue as a going concern if the foregoing observations remain unresolved and PPI continues to incur losses.

1.7  Note 2 of the Notes to financial statements includes “Strategic Directions for CY 2016” which mentioned three business plans, to wit:

a. Provide procurement outsourcing services to the DOH;

b. Undertake pooled procurement for government agencies for oncology medicines, vaccines, and common medicines ordered by LGUs; and

c. Partner with the PS-DBM.   

The disclosures, however, were general statements and there were no detailed plans and specific courses of actions on how the strategies will be carried out, taking into consideration the lack of working capital.  Thus, there is doubt that these plans will materialize.

As of this date, PPI has not served any Purchase Order (PO) from DOH for CY 2016. Sales revenue from DOH for the CY 2015 accounted for 96 per cent of total sales.  
1.8  We recommended that Management:
a. Conduct an assessment of the conditions affecting the consistent unfavorable operating performance of PPI, to include the following:

i.  Evaluation of pricing methods so that gross margin will at least be enough to cover operating expenses;

ii.  Periodic review of operating performance with concern not only on the volume of sales but also its profitability; and

iii.  Evaluation of existing procedures and controls for improvements in the different stages of operations; 

b. Formulate and establish the specific courses of action to implement the business plans discussed in paragraph 1.7 and disclosed in Note 2 of the Notes to Financial Statements;

c. Initiate more effective and efficient strategies to intensify collection of trade receivables; and

d. Formulate policies emphasizing sound internal controls and ensure proper implementation thereof.

1.9  Management commented that PPI is in the process of preparing the action plan to implement the strategic directions for CY 2016.  However, with the change in administration, PPI is waiting for the appointment of heads of agencies such as Department of Trade and Industry (DTI), DOH, DBM, PCSO, PAGCOR, Philippine Health Insurance Corporation (PhilHealth) and the different LGUs to whom PPI plans shall be presented.
PPI has noted the observations and is looking forward to the following actions from the government:

a. Executive Order for PPI to be the government procurement arm for pharmaceuticals, like the PS-DBM;
b. Authority to receive fund transfer from other government agencies for the procurement service; and
c. Subsidies/grants to augment operational funds.
2. PPI has not developed an effective profitability strategy resulting in consistent losses since the start of operations.
2.1  Through the Annual Procurement Plan (APP) of the DOH, PPI offers its selling price for a number of selected pharmaceutical products that it could supply.  From the amounts indicated in the APP, PPI estimates its gross margin and sets the selling price to DOH.  After evaluation of the offered selling price by PPI, DOH then awards and issues purchase order (PO) to PPI that could cover several product items. One PO issued to PPI involved 80 pharmaceutical products. PPI is bound to supply all the items because DOH will not award the PO unless PPI commits to deliver all items.
2.2  PPI offered its selling prices to DOH by estimating the gross margin based on amounts indicated in the APP of DOH, on historical acquisition costs, and on the Drug Price Reference Index.  Other sources of information, including market survey or canvass of prices from known suppliers for the prevailing market prices, were not availed of.  Thus, PPI was not informed that the prevailing market prices of some items increased while some were lowered.

2.3  In the procurement of products for subsequent sale to DOH, rather than having the Approved Budget of the Contract (ABC) set prior to the offer of selling price to DOH, PPI sets the ABC based on amounts indicated in the DOH PO following a business model of 10 per cent gross margin.

2.4  In view of the lack of information due to absence of market study, PPI incurred loss on the sale of a number of pharmaceutical products because the acquisition costs were higher or just equal to the selling price.  Some products had very minimal gross margin which also resulted in a loss after considering other expenses.  Also, the gross margin of a sale was significantly reduced arising from a questioned selling price due to excessive mark-up because the cost was not carefully estimated.
a. The following verified samples were among the product items sold that resulted in a loss.

Table 1

	Description of product
	Selling Price
	Acquisition Cost
	SALES
	COGS
	(Loss)

	1.
	Cyclophosphamide 500mg vial
	175.00
	175.00
	   156.25 
	    164.06 
	  (7.81)

	2.
	Dactinomycin, 500mcg powder (IV)
	350.00
	350.00
	   312.50 
	   328.13 
	(15.63)

	3.
	Flucanozole 50mg capsule
	  39.55
	  47.00
	     35.31 
	     44.53 
	  (9.22)

	4.
	Cyclophosphamide 500mg vial
	175.00
	175.00
	   156.25 
	   164.06 
	  (7.81)

	5.
	Fluticasone+Salmeterol (50mcg/25mcg x 120 doses inhaler) 4-12 y/o
	108.00
	107.20
	     96.43 
	   100.45 
	  (4.02)

	6.
	Fluticasone+Salmeterol (125mcg/25mcgx120 doses inhaler)for adult
	126.00
	125.65
	   112.50 
	   117.78 
	 (5.28)

	7.
	Salbutamol (100 mcg/inhalation x 200 doses)
	  74.55
	  71.89
	     66.56 
	     67.23 
	  (0.67)

	8.
	Amlodipine 10mg tablet, by 10's per blister pack/foil, 30 pcs/tp
	  10.20
	    9.87
	       9.11 
	       9.23 
	  (0.12)

	9.
	Amoxicillin, 500mg capsule (as trihydrate) by 10's or 7's per blister
	  25.86
	  27.17
	     23.09 
	     25.56 
	  (2.47)

	
	          pack/foil, 21 pcs. per treatment pack
	
	
	 
	
	

	10.
	Erythromycin 500mg tablet (as stearate), by 10's or 7's per blister
	  75.60
	  73.90
	     67.50 
	     69.18 
	 (1.68)

	
	          pack/foil, 21 pcs. per treatment pack
	
	
	
	
	


i. The items in Table 1 were among the items in one PO issued by DOH to PPI containing 80 pharmaceutical products totaling P500 million.  PPI considered the expected profit from the total DOH PO and justified that since the PO involved 80 items, the loss on about 10 product items can be offset by the gain on the other 70 items.  
ii. However, of the total DOH PO of P500 million, only P299 million was delivered by PPI, of which the amount of P130 million pertained to the sale of 10 items presented in Table 1.  Further, DOH cancelled about P19 million worth of the scheduled 5th tranche deliveries.  Thus, instead of earning from the sale, a loss of P5 million was incurred.

iii. In proposing its selling price to DOH, PPI was not able to consider the effect of the Value Added Tax (VAT) wherein a portion of the 12 per cent Input VAT is charged to Cost of Goods Sold (COGS).  Even if the selling price included a mark-up on its purchase price, the effect of the Input VAT could negate such mark-up.  Example is the loss of P0.67 on product no. 7 in Table 1 as illustrated below:

	Selling price
	SALES revenue
	Purchase price
	Initial COGS
	Input Tax charged to COGS
	Actual COGS
	Gross Margin (Loss)

	
	
	
	
	
	
	

	P74.55
	66.56
	71.89
	64.19
	3.04
	67.23
	P(0.67)


By simple comparison of the selling price of P74.55 with the purchase price of P71.89, it appeared that there was gross margin of P2.66.  However, the application of the Input VAT of P3.04 resulted in a loss of P0.67.

The loss becomes more significant when the acquisition cost is just equal to its selling price as in the case of products 1, 2 & 4 in Table 1.  Product nos. 3 and 9 even have higher acquisition costs than its selling prices. 

b. Some products were also sold at very minimal gross margin or at almost breakeven amounts.
Table 2

	   Description of product
	Unit
	Per unit
	Totals

	
	
	SALES
	COS
	GM
	%
	SALES
	 GM

	1.
	TB Drugs for Adult CAT 1& CAT II
	kit
	937.50
	931.88
	5.62
	0.60%
	283,208,438
	1,699,251

	2.
	Doxycycline 100mg capsule, by 10's 
	pack
	9.46
	9.42
	0.04
	0.49%
	3,353,215
	16,576

	
	   per blister pack/foil, 14 pcs. per tp
	
	
	
	
	
	
	

	3.
	Metronidazole 500mg tablet, by 10's 
	pack
	10.31
	10.30
	0.01
	0.09%
	3,969,013
	3,608

	
	   per blister pack/foil, 21 pcs. per tp
	
	
	
	
	
	
	

	4.
	Metoprolol 50mg tablet (as tartrate), 
	pack
	26.78
	26.21
	0.57
	2.13%
	17,546,908
	374,283

	
	     by 10’s per blister pack/foil, 60pcs/tp
	
	
	
	
	
	
	


As discussed in Observation No. 1, the gross margin for CY 2015 was             5.32 per cent.  However, the gross margin for the four items in Table 2 ranged only from 0.09 to 2.13 per cent.  The total sales of P283.208 million for product no. 1 accounted for 30 per cent of the total Sales revenue of P941.258 million but the very minimal gross margin of P1.699 million has covered only 2.94 per cent of the operating expenses of P57.757 million.

c. The ABC for the procurement of sample products was not reasonably set because of the significant discrepancy between the ABC and the winning bid prices such as these sample items:
Table 3

	
	Description of product
	Unit
	Selling Price
	ABC
	Bid price / Acquisition cost
	Discrepancy of ABC with Bid Price

	
	
	
	
	
	
	Amount
	%

	1.
	Fucidic Acid, 2% cream, 5 grams
	tube
	69.00
	62.00
	35.00
	27.00
	43.55%

	2.
	Filgrastim 300mcg/ml, vial (IV/SC)
	vial
	2,247.45
	2,024.70
	950.00
	1,074.70
	53.08%

	3.
	Filgrastim (G-CSF) 150mcg/0.6ml (IV/SC)
	vial
	1,400.00
	1,300.00
	1,068.00
	232.00
	17.85%

	4.
	Glicazide 30mg MR tablet, by 10's per 
	pack
	68.67
	68.67
	53.98
	14.69
	21.39%

	
	        blister pack/foil, 30 pcs/tp
	
	
	
	
	
	

	5.
	Digital Sphygmomanometer 
	kit
	3,500.00
	3,150.00
	2,450.00
	700.00
	22.22%


i. In the conduct of public bidding, the procuring party would normally set the lowest reasonable ABC so that gross margin is maximized. It is expected that bid prices would still be lower than the ABC or, at most, equal to the ABC. Thus, there has to be a careful study to prudently set the ABC, which could include canvass of prices from known suppliers, market survey and other sources of information. The setting of high amounts of ABC could expose PPI to the risk of procuring overpriced products which could deprive PPI of a reasonable margin because suppliers usually bid at a little lower than the ABC or just equal to the ABC.  
ii. PPI, however, based its ABC on historical acquisition costs, amounts indicated in the APP of DOH and the Drug Price Reference Index. Other sources of information, including market survey or canvass of prices from known suppliers for the prevailing market prices, were not availed of.  Thus, PPI was not informed of the lower prevailing market prices of some items.
iii. Of the data in Table 3, it was observed that the bid prices were significantly lower than the ABC with discrepancies ranging from 18 per cent to                 53 per cent.  The material discrepancy of the bid price with the ABC indicated lack of proper planning and market study by PPI. Public bidding as a mode of procurement should not have precluded PPI from conducting market study so that a reasonable ABC can be obtained and a fair selling price is offered to DOH.
iv. The ABCs were too close to the selling price such that the expected gross margin ranges from 8 per cent to 11 per cent only.  There was even no expected gross margin for product no. 4.  
v. With the very minimal expected gross margin based on the ABC set for the procurement of products for sale, PPI did not realize the earnings for CY 2015 necessary to cover total operating expenses of P56.160 million.  At the actual gross margin of 5.32 per cent, PPI needed to attain total sales of not less than P1.044 billion to realize a gross margin that could cover the same amount of operating expenses. Total sales, however, amounted only to P941.258 million, resulting in net loss of P6.122 million.

d. PPI anticipated a gross margin of P112.702 million on the procurement and subsequent sale to DOH of 126,084 units of digital sphygmomanometer but was significantly reduced to actual amount of P30.454 million.  This transaction was emphasized by PPI as the solution to the going-concern issue we raised in our CY 2014 audit.  The data for this transaction are as follows:
Table 4

	
	Original DOH Purchase Order 

dated 12.29.2014
	Amended DOH Purchase Order

dated 10.21.2015
	Income not realized

	
	At gross 
	Actual after taxes
	At gross 
	Actual after taxes
	

	 No. of units
	126,084
	
	156,084
	
	

	 Selling Price/unit
	P3,500.00
	
	P2,817.31
	
	

	 Amount of PO
	P441,294,000
	
	P441,294,000.00
	
	

	
	
	
	
	
	

	Sale of 126,084 units in CY2015 costing P2,450/unit
	
	

	 SALES
	441,294,000.00
	394,012,500.00
	355,217,714.04
	317,158,673.25
	

	 COGS
	308,905,800.00
	281,310,560.02
	308,905,800.00
	286,704,692.87
	

	 Gross margin
	132,388,200.00
	112,701,939.98
	46,311,914.04
	30,453,980.38
	82,247,959.60

	% of gross margin
	30.00%
	28.60%
	13.04%
	9.60%
	


i. In view of the low acquisition cost by PPI of P2,450 per unit, DOH noticed of the excessive gross margin, then, negotiated for a reduced selling price and issued an amended PO on October 27, 2015 or six days after completion of delivery of the 126,084 units on October 21, 2015. The amended PO maintained the original total amount of P441.294 million but increased the number of units to 156,084 to conform to the negotiated selling price of P2,817.31. 
ii. Under the original PO, DOH erroneously interpreted a gross margin of 30 per cent instead of 28.60 per cent only. The lower selling price in the amended PO resulted in actual gross margin of only 9.60 per cent. Instead of P112.702 million, gross margin was significantly reduced to P30.454 million or a difference of P82.248 million.

iii. As discussed in paragraph 2.1, POs awarded by DOH to PPI were results of offers made by PPI to supply items/pharmaceutical products selected from the APP of DOH.  After receipt of the PO from DOH, PPI starts with the procurement process including setting up of the ABC based on amounts indicated in the DOH PO.  

iv. Similar to the preceding issues, the offered selling price of P3,500 as well as the ABC of P3,150 per unit lacked careful study. At the winning bid price of P2,450, the ABC was higher by 22.22 per cent.  If there was proper market study on the price of the product considering the discounts inherent in bulk purchases, the costs could have been properly estimated, the selling price offered to DOH could have been lower than P3,500 and the ABC for procurement been carefully set.  Further, the unfavourable negotiation by DOH for the reduced selling price after deliveries were completed could have also been avoided.
v. PPI does not have a standard business policy having allowed DOH to negotiate for reduced selling price after the PO was awarded and even after deliveries were completed.  
vi. Although the actual realized gross margin of P30.454 million for this transaction accounted for 60.86 per cent of the total gross margin, this did not result in net income for PPI.

vii. Moreover, the gross margin for this transaction was further reduced by P2.676 million for the cost of three units of Non-Invasive Blood Pressure Simulators that were included as additional requirement in the amended PO and given to DOH without cost or payment.

2.5  We recommended that Management:
a. Formulate, develop and install effective business policies and strategies for profitability, necessary in its trading business;  

b. Conduct a careful study of the prevailing market prices aside from the historical sources of information before setting and offering the selling prices to DOH so that the ABC in the procurement of products for sale may likewise be reasonably obtained; and
c. Estimate a reasonable and competitive selling price and gross margin to maximize profit and consider the effect of input tax charged to cost of sales.
2.6 The Management took note of the recommendations and commented that these are already being addressed.
3. The correctness of the P3.201 million balance of the Merchandise Inventory (MI) account  cannot be ascertained due to absence of schedule as basis for inventory count, adjustments to tally the General Ledger (GL) and Subsidiary Ledger (SL) balances with the inventory count, non-correlation of GL entries with SL entries, numerous adjustments of previous accounting entries and the lack of supporting documents.

3.1  The MI account showed a GL balance of P3.201 million as of December 31, 2015 while the inventory report amounted to P3.213 million or a discrepancy of P12,651.

3.2  Similar to the previous years’ observations, the physical count was not supported by a previously prepared schedule of inventories based on SL balances. The Distribution Department conducted a pre-count of the existing items and thereafter, prepared a count sheet which was used as basis for the count by the inventory team. As of the date of the actual physical count, the SLs were not updated with postings as of November 30, 2015 only and showed a total amount of P3.377 million.  Therefore a three-way reconciliation of merchandise inventory per GL, SL and Inventory count could not be properly conducted. Further, it could not be determined whether there was shortage or overage on the items counted or there were missing items.

3.3  Contrary to proper accounting controls and the principles on accountability, journal vouchers (JV) dated December 31, 2015 were prepared to reconcile the accounting records with the result of the actual count. As a sample, the net credit amount of P27,111 was posted to MI account under JV201512-050 to reconcile the GL balance with the inventory report.  The adjustments, however, were not posted in the SL.  The following observations were noted in the review of the JV.  

a. There were debit and credit entries that were not supported with valid documents. Verified sample transactions are as follows:
i. MI account was credited in the amount of P2,151.79 for 10 vials of “Etoposide 20mg/ml” which were purportedly returned to supplier on December 11, 2015.  The entry was not supported by valid document such as a Withdrawal Report. It cannot be ascertained whether the items were actually returned items since there is no information in the acknowledgement receipt (AR) whether the person who received the item was a representative of the supplier, thus it can be construed that these were purchased items received by a customer. Per verification in the SL from January to December 2015, Batch #e696513 of the medicines indicated in the AR was not among the items received during the year.  

ii. MI account was debited for P1,250 due to erroneous credit of the cost of eight vials “Cyclophosphamide 500mg” via sold on December 7, 2015.  Allegedly, the eight vials sold were among the 15 vials acquired for free or without cost.  


The SL showed a debit entry dated December 31, 2015 for quantity only of 15 vials and without corresponding cost.  Analysis of the SL entry showed the following observations:

· The debit entry was recognized only on December 31, 2015, that was nine days after actual delivery on December 23, 2015 of the eight vials sold.  

· The debit entry was not supported by any document, such as the PPI Receiving Report or any other document showing receipt of the items by authorized PPI personnel.

· The debit entry for the 15 quantity appeared as cover up for overage of this particular product. The SL showed that as of October 31, 2015, there was only a balance of two vials with a total cost of P312.50. The succeeding transaction was on December 7, 2015 for a sale of 10 vials.  Since there were seven vials during the inventory count, the quantity of 15 vials was recognized and debited on December 31, 2015. 

b. There were too many erroneous entries such that adjustments in JV201512-050 involved correction of entries covering the period January to December 2015. Among the adjustments even involved a prior year transaction and another current year erroneous entry for the same transaction, to wit:

i. The MI account was credited for cost of 99,000 tablets of “Vitamin B1 B6 B12 (B complex)” amounting to P45,522.32  purportedly to reclassify the CY 2015 erroneous debit to MI account because the items were purchased and sold in December 2014.  The adjustment was debited to the Cost of Sales account. 
· The receipt of purchased items was recorded but the sale was recognized.  Thus, the MI account as of December 31, 2014 was understated.

· When the Voucher Payable document was prepared in January 2015, the MI account was debited and to support the debit entry, RR#7527 was accomplished even if there was actually no receipt of goods on such date. This erroneous debit entry to MI account was corrected in December 2015 per this JV201512-050 by a reclassification to Cost of Sales account.  

ii. The reclassification overstated the Cost of Sales while the MI account was understated by same amount of P45,522.32.

iii. The error was way back in CY 2014 ending balance and forwarded to the current year beginning inventory wherein the SL was understated by P45,522.32. As practiced by PPI, however, the 2014 GL balance was adjusted to reconcile with the inventory count.

c. The beginning balance of one item was altered so that the ending balance tally with the physical count. 

The MI account was debited for P11,686.43 for 10 vials of “Human Papillomavirus, Quadrivalent (Types 6, 11, 16, 18) Recombinant Vaccines, 0.5mL Suspension” allegedly pertaining to items which were not counted during the CY 2014 inventory.

Verification of the SL for item “Human Papillomavirus, Quadrivalent (Types 6, 11, 16, 18) Recombinant Vaccines, 0.5mL Suspension” showed the ending balance of 604 vials amounting to P 0.706 million.  Review of the SL beginning balance of 530 vials and the transactions during the year showed that the SL should have an ending balance of 594 vials, thus, there appeared an overage of 10 vials.  However, instead of posting in the SL the 10 vials, the beginning balance of 530 vials was altered to 540 vials to reflect that the 604 vials was the correct year-end SL balance.

3.4  Adjustments for a previous month’s error were posted in the GL in the period of correction, that is, a correction of erroneous entry in July was recognized in the August GL.  However, the adjustment in the SL altered the previous month’s error, that is, the erroneous posting for July was altered in August to reflect the adjusted balance making it appear that the July posting in the SL had no previous error.  Thus, both the erroneous GL entry in July and the correcting entry in August cannot be traced in the SL.
a. JV201508-036 has adjusted in August an understated posting in July for item “Etoposide 20mg/ml ampule (IV)” with RR#8103 dated July 29, 2015 amounting to P17,429.46.  Instead of 90, the recorded quantity was only 9.  In the SL, however, the July posting for RR#8103 was altered to reflect the correct amount of P19,366.07 and quantity of 90 units.

b. RR#8236 dated September 2, 2015 for 9,000 tablets of “Metformin (hydrochloride) 500mg” is an accomplished and duly signed document supported with a corresponding supplier’s invoice amounting to P4,500.  This document, however, does not appear as posted in the SL because of a GL entry that recognized the return of items to supplier. Instead of posting the GL entry for the return, the SL posting for RR#8236 was merely deleted.  Thus, the GL entries for the receipt and the subsequent return of items had no trace in the SL.
Similar to the issues in paragraph 3.3a, there were no documents to prove the release/return of the items to supplier.  RR#8236 is a valid document evidencing receipt of items, hence, the return to the supplier should have also been supported by duly approved documents such as a PPI withdrawal report which should have been the recorded in the SL rather than deleting the correct posting for the receipt. 
By this practice, the GL and SL balances cannot be reconciled at any given period and in view of the manually maintained SL, postings were easily manipulated.  
3.5  The documents for postings in the SL were independent of the documents for GL entries. Thus, the GL and SL entries were not matched. Debit and credit postings in the SL were based on Receiving Reports (RR) and Withdrawal Reports while the debit and credit postings in the GL were based on documents such as the Vouchers Payable and Journal Vouchers. 
3.6  Considering the manual SL for the inventory account, it is imperative that entries in the GL control account be supported by corresponding posting in the SL to ensure reconciliation of the GL and SL balances and to establish accountability.

3.7  The foregoing observations show that there is no established system of procedures and policies that define the process of handling transactions, accountability is not defined and internal control is inadequate. The numerous adjustments of previous accounting entries, the lack of supporting documents, the non-correlation of GL entries with SL entries and the adjustments to balance the GL and SL balances with the inventory count cast doubt on the reliability of the balance of the MI account. 
3.8  We recommended that Management install a system of procedures and controls in the handling of transactions and ascertain that:     

a. GL and SL entries are cross referenced, that is, the GL and the SL have the same document reference.  The SL may have other references for the data entries but the common reference for the GL entry shall be emphasized;

b. GL entries as well as postings in the SL are updated  so that the GL balance and the totals of the SL balances agree at any given period;

c. All accounting entries are supported by adequate and valid documents;

d. Correction of errors on previous entries has to be done or effected through a properly approved JEV;

e. Physical inventory count be based always on a schedule of SL balances; and

f. Accountability for accomplished RRs as well as recording thereof is established;

g. As previously recommended, Management: 

i. Maintain an automated inventory system if feasible; and

ii. Require the Internal Audit Department to review the existing system and recommend the necessary procedures and control measures. 

3.9  Management commented that it is already implementing the recommendations except for recommendation g.i which is subject to availability of funds.
4. The procurement of three units Non-Invasive Blood Pressure (NIBP) Simulator amounting to P2.997 million was not supported by necessary documents contrary to Section 4 of Presidential Decree No. 1445 and appeared to be overpriced by P2.504 million. 

4.1  PPI purchased three units of NIBP Simulators amounting to P2.997 million or P0.999 million per unit which were transferred to the DOH without cost or payment being a requirement of the amended PO for the 156,084 units of digital sphygmomanometers.
4.2  As discussed in Observation No. 2, the amended PO for the digital sphygmomanometers which contained the additional requirement for the three units NIBP was issued by DOH on October 27, 2015.  The procurement process for the NIBP units, however, commenced in July 2015 and the items were completely delivered on September 29, 2015, which was 33 days prior to the receipt of the DOH PO by PPI.  Hence, prior to receipt of the DOH PO, there was no basis for the procurement of the NIBP units. Even the minutes of the pre-procurement conference on June 29, 2015 had no reference of the basis for the procurement. 
4.3 Section 4 of Presidential Decree No. 1445 provides that: 

“Fundamental principles. Financial transactions and operations of any government agency shall be governed by the fundamental principles set forth hereunder, to wit:
(1) No money shall be paid out of any public treasury or depository except in pursuance of an appropriation law or other specific statutory authority.

(2) xxx

(3) xxx

(4) xxx

(5) xxx

(6) Claims against government funds shall be supported with complete documentation.

(7) xxx

(8) xxx. ”
4.4  The DOH PO had no cost indicated for the NIBP units as this was part of the cost of sale of the sphygmomanometers. Online verification of the price of the same purchased brand/model BC Biomedical NIBP-1040B-E (kit) disclosed that the price per unit was only US$3,495. Considering a conversion rate of P47.00 to US$1.00, the price per unit would only be P164,265 or P492,795 for the three units. Thus, it appeared that the purchase of NIBP units was overpriced by P0.835 million per unit or a total of P2.504 million for the three units.

4.5  Similar to the preceding observations, PPI did not conduct a market research for prices for this product.  Rather, the ABC of P1 million per unit was based on a DOH document, PR, which was not dated, numbered nor approved.  With the ABC of P1 million per unit, the lone bidder submitted a bid price of P0.999 million or lower than the ABC by P1,000 only.
4.6  The purchased items were imported from USA as evidenced by the Packing Slip dated September 17, 2015 of the shipment to the supplier.  However, there was no proof of payment by supplier of taxes/customs duties as required by Administrative Order (AO) No. 200 dated November 21, 1990.

4.7  The purchased items have a warranty period of two years.  The supplier was paid in full without deducting at least 10 per cent retention money or requiring a special bank guaranty to cover the warranty, contrary to the requirements of Section 62.1 of RA 9184.

4.8  We recommended that Management:
a. Submit documents to justify the procurement of the three NIBP units prior to receipt of the DOH PO on October 27, 2015;
b. Prove reasonableness of the price of P2.997 million paid for the three units NIBP;
c. Submit proof of payment by the supplier of taxes/customs duties on the importation of the NIBP units as required in AO No. 200; and
d. Require the supplier to post a special bank guaranty equivalent to at least P299,700.

4.9  Management commented that:
a. The basis for procurement of the three NIBP was the verbal request of the DOH to provide the items as part of the goods that will be charged against the amount that PPI shall return to the DOH as regards the savings on the procurement of the sphygmomanometers.
b. Having handled this type of requirement for the first time, it relied on the experience of the DOH in setting the ABC.
c. Supplier was required to submit proofs of payment of taxes / customs duties required under AO No. 200.

d. Supplier will be required to post a special bank guaranty equivalent to at least P299,700 and, henceforth, will be implementing this retention requirement. 

5. PPI was not able to implement any of the approved training courses for its Gender and Development (GAD) program with a total cost of P350,000.
5.1  PPI had an approved budget of P350,000 for six training courses aimed to help its employees augment their income through access to livelihood opportunities and capacity building.  Its GAD Accomplishment Report, however, showed that not a single training program was conducted.

5.2  As observed in previous years, PPI Management cannot provide the needed amount for its GAD activities in view of the agency’s unfavorable financial condition.

5.3  PPI, however, had its Team Building Activities with a total cost of P81,101.

5.4  We reiterated our recommendation that Management ensure the formulation and implementation of a doable annual GAD plan, allocate budget according to financial capacity and exert best efforts to comply with Philippine Commission on Women (PCW), National Economic Development Authority (NEDA) and Department of Budget and Management (DBM) Joint Circular No. 2012-1. 
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