EXECUTIVE SUMMARY
Introduction
The Civil Aviation Authority of the Philippines (CAAP) was created by virtue of Republic Act
(RA) No. 9497, otherwise known as the Civil Aviation Authority Act of 2008, as an independent
regulatory body with quasi-judicial and quasi-legislative powers and possessing corporate
attributes. It is headed by a Director General who shall be appointed by the President of the
Philippines with a tenure of office for a period of four (4) years. The Authority is attached to
the Department of Transportation (DOTr) for the purpose of policy coordination.
Under Section 2 of RA 9497, CAAP is mandated to provide safe and efficient air transport and
regulatory services in the Philippines with jurisdiction over the restructuring of the civil system,
the promotion, development and regulation of the technical, operational, safety and aviation
security functions under the civil aviation authority.
At present, CAAP has 12 Area Centers (ACs) in consonance with the present restructuring of
CAAP, to re-align with the political subdivisions of the country.
Scope and Objectives of Audit
The audit covered the accounts, transactions and operations of CAAP for calendar years 2017
and 2016. It was aimed at expressing an opinion as to whether the financial statements
present fairly CAAP’s financial position, results of operations and cash flows, and at
determining CAAP’s compliance with pertinent laws, rules and regulations.
Financial Highlights
Comparative Financial Position

Assets
Liabilities

2017
82,647,188,940
4,648,311,335

2016
86,116,095,243
7,383,124,862

Increase
(Decrease)
(3,468,906,303)
(2,734,813,527)

Equity

77,998,877,605

78,732,970,381

(734,092,776)

Comparative Results of Operations

Income
Expenses

2017
9,035,216,303
7,814,840,387

2016
7,980,023,085
6,845,865,596

Increase
(Decrease)
1,055,193,218
968,974,791

Net Income

1,220,375,916

1,134,157,489

86,218,427
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Independent Auditor’s Report on the Financial Statements
We rendered a qualified opinion on the fairness of presentation of CAAP’s financial statements
due to the non-reconciliation of the net variance of P105.066 billion as of December 31, 2017
between the balance per books and the balance per inventory report/property records of the
Property and Equipment account, except for land and buildings amounting to P49.312 billion
that are supported with Transfer Certificates of Title and are used in CAAP’s operations; and
the non-reconciliation of the discrepancy of P100.696 million of the balances between the
general ledger and subsidiary ledgers of the Accounts Receivable account, that cast doubt on
the reliability of the recorded amounts as of December 31, 2017 and 2016, respectively, of
the following: Property and Equipment account of P108.314 billion and P84.829 billion and
Accounts Receivable account of P3.883 billion and P9.316 billion. The status of CAAP’s
records and the inadequacy of data/information did not permit us to apply alternative audit
procedures, thus, the adjustments necessary in the circumstances cannot be determined.
Other Significant Audit Observations and Recommendations
1. Of the total Advances to Officers and Employees account balance of P12.569 million as
of year-end, P11.234 million or 89.38 per cent which are due and demandable were not
liquidated as of year-end, contrary to the provisions of COA Circular No. 96-004; Executive
Order (EO) No. 248, as amended by EO 298; and Section 89 of Presidential Decree (PD)
1445.
We recommended that Management:
a. Revisit its practices in the grant, utilization and liquidation of cash advances (CAs) and
henceforth stop the practice of granting additional CAs to accountable officers and
employees unless their previous CAs have been fully accounted for/liquidated. In
addition, direct the Chief Accountant to make analysis on the abnormal balances and
effect the necessary adjusting entries; and
b. Instruct the Chief Accountant to strictly implement Authority Order No. 266-17 dated
November 9, 2017 to enforce settlement of long outstanding/unliquidated CAs
including imposition of sanctions against accountable officers and employees who
continue to neglect their obligations in accordance with the provision of COA Circular
No. 96-004, EO 248, as amended by EO 298 and Section 89 of PD 1445.
2. The Authority could have earned an additional P45.847 million in total revenues for CYs
2016 and 2017 had the Authority based the computation of the Air Navigational Charges
(ANCs) on CAAP Circular No. 03-11, Series of 2011 dated April 11, 2011.
We recommended that Management instruct the Billing Section of the Accounting Division
to:
a. Send the corresponding supplemental billing to the concerned Airline Carriers (ArCs)
for the remittances of deficiencies in the billing statement previously issued; and
b. Henceforth, use the actual distance flown, correct weight factors and all pertinent
provisions in CAAP Circular No. 03-11 dated April 11, 2011, subject to the distance
cap provided in Board Resolution No. 2013-003 dated January 18, 2013.
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3. Delay in the preparation and sending out of billing statements caused by the breakdown
of the Billing and Collection Information System (BACIS) since year 2011 resulted in nonaccrual of income which is not in accord with Paragraph 28 of PAS 1 and Paragraph 4.47
and 4.49 of the Conceptual Framework for Financial Reporting.
We recommended that Management:
a. Hasten the implementation of our previous year’s recommendation which is to adopt
an effective billing and collection system that includes full automation of billing data
and integrates the source units [Air Navigation Service (ANS) and ACs], the
Accounting Division (assessment and preparation of billing statements) and the
Administrative Section (delivery) to ensure accurate assessment, prompt issuance of
billing statements and timely and correct recognition of revenues;
b. Adjust the Income from Communication Facilities and Prior Year Adjustments –
Retained Earnings accordingly; and
c. Impose the interest of one per cent per month or a fraction thereof, compounded
monthly on the defaulting ArCs for their failure to settle their bills on due date pursuant
to the Terms of Payment in the Billing Statements.
4. The following deficiencies were noted on the Integration of the Domestic Passenger
Service Charge (DPSC) at the Point of Sale of airline tickets under CAAP Memorandum
Circular (MC) No. 022-17, Series of 2017.
4.1 The Circular does not specifically define who are referred to in the statement “other
authorized by law and the Office of the President”;
4.2 The remittances of the DPSCs are not made daily or within the next banking day, net
of service charge and do not include collections for unflown and cancelled flights;
4.3 The Service Fee (SF) was offset from the DPSC collections, contrary to Philippine
Accounting Standards (PAS) 1;
4.4 Submission of documents, considered as integral part of the Remittance Report of
ArCs, are to be done by the ArCs only upon written request from CAAP and/or COA;
4.5 MC No. 022-17, Series of 2017 does not specify the “acceptable exemption
documents” that may be presented for claiming a refund; and
4.6 Comparison of the total number of paying passengers and the validated number of
outgoing passengers per AC disclosed under remittance of DPSC by the ArCs totaling
P6.984 million and non-imposition of the 18 per cent per annum penalty on the same
amounting to P0.265 million.
We recommended that Management instruct the Legal Service Division to
revisit/enhance/amend the policy guidelines on the integration of DPSC to include the
following:
a. Specifically identify who are those mentioned as “locally-recognized exempted
passengers”;
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b. Make arrangements with the ArCs to cause the full deposit of all DPSC (flown, unflown
and cancelled flights) collected by them on a daily basis or not later than the next
banking day to a bank account to be opened by the Authority with an Authorized
Government Depository Bank for the purpose;
c. Remittance of the DPSCs at gross amount and submission by the ArCs of the
corresponding statement of account for the service fee to ensure proper approval of
payment of expense;
d. Submission of the Flight Manifest and the Flight Summary without the need of a written
request and make these documents mandatory and integral part of the Remittance
Report and Details of Remittance; and
e. Specify the “acceptable exemption documents” that may be presented to CAAP for
claiming a refund and ensure that these claims are supported with complete
documentation.
Moreover, instruct the Chief Accountant to validate the number of passengers in the
remittance reports with the number of passengers who have flown, unflown and cancelled
flights and compute the 18 per cent penalty per annum, if applicable, and cause the
collection of the under remittance of DPSC and penalty thereon in the amounts of P6.984
million and P0.265 million, respectively.
5. Poor procurement planning for various infrastructure projects and equipment and repairs
of venues in the Head Office and other ACs resulted in unutilized/idle/unmaintained assets
and may further result in the non-attainment of the objectives/commitment to its
stakeholders and wastage of government funds and resources.
5.1 The objectives of the construction of the Gender and Development (GAD) Training
Center and Communal Toilet amounting to P10.399 million and P2.454 million,
respectively, may not be fully achieved due to the inappropriateness of its design,
structure and location.
We recommended that Management:
a. Judiciously plan and evaluate future project proposals to ensure that the project
would be beneficial to CAAP and other government agencies;
b. Expedite the purchase of appropriate furniture, fixtures and equipment for the GAD
Training Center that are fitting to its design and structure;
c. Pursue the rehabilitation of the old staff house to accommodate the participants to
GAD trainings and other activities of CAAP;
d. Comply with the required detailed engineering activities for every infrastructure
project included in the Annual Procurement Plan;
e. Inform immediately the contractor of the defects discovered and require him to
undertake repair or forfeit the performance security, when applicable; and
iv

f.

Assign an employee to properly maintain the property.

5.2 The amount of P13.370 million was spent for the purchase of several equipment in
various ACs that remain idle/unused and the repair of infrastructure that are
unnecessary.
We recommended that Management:
a. Require the Planning and Design Section to conduct actual inspection and
evaluation of the project site before preparing the Design Plans of a project. The
detailed engineering investigation, surveys and design must be sufficiently carried
out taking into consideration all the scope of work needed so that the purpose and
benefits for which a project is constructed could be attained at the maximum level;
b. Require the contractor in writing to correct/repair the defects discovered to avoid
issuance of Notices of Disallowance; and
c. Include in the Project Procurement Management Plan only items that are needed
to avoid the procurement of unnecessary items of equipment.
Moreover, Management should find measures to bring the equipment to good running
condition and a permanent solution to address the problem of recurring holes in the
runway.
Summary of Total Suspensions, Disallowances and Charges as of Year-end (in pesos)
Particulars
CAAP - Head Office
CAAP - Area Centers
Total

Suspensions
59,082,617
40,908,365
99,990,982

Disallowances
216,928,948
377,582,938
594,511,886

Charges
30,913
0
30,913

Status of Implementation of the Prior Year’s Audit Recommendations
Of the 64 prior year’s recommendations, 21 were fully implemented, 16 were partially
implemented and 27 were not implemented.
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