EXECUTIVE SUMMARY

INTRODUCTION

The Civil Aviation Authority of the Philippines (CAAP) was created under Republic Act
(RA) No. 9497, otherwise known as the Civil Aviation Authority Act of 2008, as an
independent regulatory body vested with quasi-judicial and quasi-legislative powers
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 years. The
Authority is attached to the Department of Transportation (DOTr) for the purpose of policy
coordination.

Under Section 2 of RA No. 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 aviation system, the promotion, development, and regulation of the technical,
operational, safety and aviation security functions under the civil aviation authority.

The Management implemented a new Airport Clustering Scheme in 2018 that covered 79
airports, and six facilities which were grouped into four Area Clusters - Laoag Area Center,
lloilo Area Center, Tacloban Area Center, and Davao Area Center.

Pursuant to RA No. 11457 or the Charter of the Davao International Airport Authority
(DIAA), the Authority is expected to cede and transfer the ownership and operation of the
Francisco Bangoy International Airport (FBIA) to the DIAA. However, as of December 31,
2023, CAAP has yet to transfer the FBIA to the DIAA. Based on CYs 2017 to 2019
Revenues, CAAP is estimated to forego P652.662 million in revenue yearly once the FBIA
is transferred to DIAA. Pending the transfer, all income generated and expenses incurred
by the FBIA are being recorded in the books of CAAP.

Section 38 of Article XIl on Regional Economy and Patrimony of RA No. 11054 states that
the Bangsamoro Government shall have the authority to grant regional franchises,
licenses, and permits to land sea, and air transportation plying routes in the provinces or
cities within the Bangsamoro Autonomous Region. However, the National Government,
through CAAP, shall regulate the airside operations of all existing airports. CAAP and
Bangsamoro Airport Authority (BAA) agree that the transition period is January 2021 to
December 31, 2022. The official turnover of all assets, powers, and functions to BAA
relative to the landside operations of the airports was made on January 1, 2023. The
affected airports are as follows:

Cotabato Airport
Wao Airport
Malabang Airport
Sanga-Sanga Airport
Mapun Airport

Jolo Airport
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CAAP has a total of 6,920 personnel composed of 2,859 regular employees, 109 Contract
of Service personnel, 1,330 Job Order personnel, and 2,622 outsourced personnel, and
has a Corporate Operating Budget amounting to P8.126 bhillion for CY 2023.



FINANCIAL HIGHLIGHTS

Comparative Financial Position

Increase/

2023 2022 (Decrease)

Assets 77,898,304,556 76,395,051,311 1,503,253,245
Liabilities 16,551,549,647 16,157,659,473 393,890,174
Equity 61,346,754,909 60,237,391,838 1,109,363,071

Comparative Results of Operations

Increase/

2023 2022 (Decrease)

Operating Income 10,330,098,708 6,639,331,537 3,690,767,171
Operating Expenses 8,615,874,165 7,641,886,899 973,987,266

Income from Operations
Income Tax
Expense/(Benefit)
Assistance and Subsidies

1,714,224,543

406,712,085

875,089,648

(1,002,555,362)

(102,395,725)
2,874,867,607

2,716,779,905

(509,107,810)
(1,999,777,959)

Net Income 2,182,602,106 1,974,707,970 207,894,136

SCOPE AND OBJECTIVES OF AUDIT

Our audit covered the examination, on a test basis, of the accounts and transactions of
CAAP for the period January 1 to December 31, 2023, in accordance with International
Standards of Supreme Audit Institutions (ISSAIs) to enable us to express an opinion on
the fairness of presentation of the financial statements for the years ended December 31,
2023, and 2022. Also, we conducted our audit to assess compliance with pertinent laws,
rules, and regulations, as well as adherence to prescribed policies and procedures.

INDEPENDENT AUDITOR’S OPINION ON THE FINANCIAL STATEMENTS

We rendered a qualified opinion on the fairness of the presentation of the financial
statements of CAAP for the years 2023 and 2022 because the qualitative characteristics
of verifiability and faithful representation of the following accounts were not met/could not
be ascertained, which is not in accordance with Philippine Accounting Standards (PAS) 1
on Presentation of Financial Statements and the Conceptual Framework for Financial
Reporting:

1. Property and Equipment (PE) account with a carrying value amounting to P57.156
billion due to: a) the non-reconciliation of the variance amounting to P10.817 billion
and P112.328 million between the balance per General Ledger (GL) vis-a-vis the
balances per inventory report/property records and the Subsidiary Ledgers (SLs),
respectively; and b) the non-recognition of land with an undetermined area and value,
located in Pasay City, where the CAAP-Head Office Administrative Compound, Manila
Control Tower, CAAP Hangar and Manila Radar are situated.



2.

The faithful representation of the carrying amounts of the Accounts Receivable (AR)
and Operating Lease Receivable (OLR) accounts of P3.906 billion and P308.477
million, respectively, could not be ascertained due to: a) the inadequate allowance for
expected credit loss despite the existence of long-outstanding receivable balances
with carrying value of P1.622 billion; and b) the non-reconciliation of the variance of
P344.790 million between the balances of the GL and SLs.

Input Tax account amounting to P269.582 million due to the non-reconciliation of the
variance of P210.671 million between the GL and the input tax computed from unpaid
purchases in accounts payable.

Inventory account amounting to P138.194 million due to: a) the non-reconciliation of
the variance of P47.193 million between the balance per GL vis-a-vis the balances per
inventory reports/property records; b) unrecorded utilization of inventory; and c) non-
recognition of impairment loss to write-down inventory to its net realizable value not in
accordance with PAS 2 on Inventories.

For the above observations, which caused the issuance of a qualified opinion, we
recommended the following:

Property and Equipment

1.

Variance of P10.817 billion between the balances per books of accounts and the
Report on the Physical Count of Property, Plant, and Equipment (RPCPPE)

We reiterated our prior years’ recommendations, with modification, that Management
direct:

a. CIRC, in coordination with the Supply and Accounting Divisions of CAAP-HO
and ACs to:

i.  Strictly implement the guidelines outlined in COA Circular No. 2020-
006 dated January 31, 2020, and CAAP Memorandum dated
December 28, 2023, regarding the Physical Inventory Plan (PIP) for
the One-Time Cleansing of PPE Account Balance of CAAP to
reconcile the variances between the balances per books and the
RPCPPE; and

ii. Assess the value of PE items found at the station in case no such
information could be found in both accounting and supply records;

b. CAAP-HO and ACs Accounting Division to make the necessary adjustments
for the recognition of PE items found at the station and disposition of non-
existing/missing PE items, if warranted, to reflect the correct PE account
balances;

c. ACsV, IX, and XI to maintain updated accounting and property records; and

d. ACs Il and V to finalize and submit the inventory reports and other supporting
documents to the Audit Team.



We further recommended that Management direct AC VI to issue demand letters to
the accountable personnel responsible for non-existing or missing properties and
instruct the Accounting Unit to set up receivable accounts for those personnel who
were unable to produce the PE items, if appropriate.

Variance between General Ledger and Subsidiary Ledgers amounting to P112.328
million

We reiterated our prior years’ recommendations, with modification, that Management
direct:

a. CAAP-HO AD to exert effort to locate the supporting documents of prior years’
transactions to be able to reconcile the GL and SL balances and prepare the
necessary adjusting entries, if warranted,

b. AC X to enjoin the Accountant and Property Custodian to update the lapsing
schedule and RPCPPE once the cleansing is completed and make necessary
adjustments to reflect the correct amounts of reported PPEs and related
depreciation expenses for the fair presentation of financial statements, copy
furnish COA of the adjustments made; and

c. AC X Accounting Unit and the Property and Supply Office/Unit to maintain
Property, Plant, and Equipment Ledger Cards (PPELC) and Property Cards
(PC) for all existing and newly acquired PPEs, respectively, to ensure that the
balances of both cards are always reconciled.

We further recommended that Management direct AC X to ensure that all relevant
data, including appraisal values and derecognition of items, are updated in the relevant
reports during the one-time cleansing of PPE.

The non-recognition of land with an undetermined area and value, located in Pasay
City, where the CAAP-Head Office Administrative Compound, Manila Control Tower,
CAAP Hangar, and Manila Radar are situated.

We reiterated our prior year’s recommendations that Management:

a. Require CAAP-HO RETTF, in coordination with Asset Management Division
(AMD), Aerodrome Development and Management Service (ADMS), SD, and
AD to expedite the validation of the unrecorded land by obtaining the necessary
documents (i.e. documents for the transfer of properties, appraisal reports,
titles, etc.) and coordinate with the source agencies for documents to support
the transfers; and

b. Direct the CAAP-HO AD to make the necessary adjustments to reflect the
correct balances of the accounts in the financial statements.



Accounts Receivable (AR) and Operating Lease Receivable (OLR)

1.

Inadequate allowance for impairment/expected credit losses based on the
requirements of PFRS 9 despite the existence of long-outstanding receivable balances
with a carrying value of P1.622 billion

We reiterated our previous year’'s recommendations, with modification, that the CAAP-
HO Accounting Division:

a. Adhere to the impairment requirements of PFRS 9 on the recognition and
measurement of Expected Credit Losses of Accounts Receivable and,
accordingly, incorporate the same in its Accounting Policy;

b. Establish concrete plans to facilitate the completion of the detailed review and
evaluation of the Authority’s receivables portfolio necessary for the calculation
of the ECL; and

c. Prepare adjusting entries to ensure the fair presentation of the receivable
accounts and the related impairment loss accounts in compliance with PFRS
9.

Variance of P344.790 million between the General Ledger (GL) and Subsidiary Ledger
(SL) balances per Aging Reports of Accounts Receivable (AR)/Operating Lease
Receivable (OLR)

We recommended that Management direct the Accounting Division in CAAP-HO and
all Area Centers to conduct an in-depth examination and periodic reconciliation to
identify the other possible factors contributing to the variance between the GL and the
SL balances. Prepare the necessary adjusting entries, if warranted.

Input Tax

The reliability of the balance of the Input Tax account amounting to P269.582 million as of
December 31, 2023, could not be ascertained due to the non-reconciliation of the variance
of P210.671 million between the GL and the input tax computed from unpaid purchases
in accounts payable.

We recommended that Management instruct the Accounting Division to:

a. Prepare immediately SLs or a schedule of input taxes to support the Input Tax
account, ensuring that essential information required for the preparation of the
SLSP is readily available and included in the SL/schedule;

b. Reconcile the balance in the Input Tax account with the input tax recorded in
the Accounts Payable account and prepare the necessary Journal Entry
Voucher to rectify any discrepancies in the account balance; and

c. Ensure the proper and continuous maintenance of the SLs or supporting
schedule.



Inventory Held for Consumption

The Inventory accounts with an aggregate balance of P138.194 million, net of impairment,
were not faithfully represented in the financial statements of CAAP due to: a) the
unreconciled variance between accounting records and the Report on Physical Count of
Inventories (RPCI) and Report on Physical Count of Semi-Expendable Properties
(RPCSP) amounting to P47.193 million, and b) non-recognition of Allowance for
Impairment.

We recommended that Management:
For CAAP-HO, ACs V, VI, IX, and XII:

a. Establish an Inventory Committee that includes both Chiefs of the Supply and
Accounting Division who will be responsible for the following:

i.  Planning, executing, and reporting of the conduct of physical count of
inventories, including the subsequent reconciliation of accounts;

i. Investigate any shortages to determine the accountability of erring
personnel for overages, ensure that it is reconciled with control records;
and

iii. The Committee to provide a valid and justifiable explanation to the
Director General in the event of any failure to conduct the physical
count, reconcile the records, or timely submit the RPCI and RPCSP to
the Audit Team.

b. Require both the Supply and Accounting Divisions to meticulously prepare and
maintain SCs, SPCs, SLCs, and SPLCs; and

c. Ensure the timely and accurate preparation of RSMIs, supported by duly
accomplished Requisition and Issue Slips.

For CAAP-HO and AC VI

d. Once the accuracy of the RPCI and RPCSP are validated and compared
against other control records, require the Accounting Division to recognize
impairment in the books of accounts to write down inventory to its net realizable
value in accordance with PAS 2.

For CAAP-HO:
e. Instruct the Accounting Division to prioritize the retrieval of records relative to

FOLI consumptions for CY 2017 and CY 2018 and to record the utilization
accurately in the books of accounts.
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OTHER SIGNIFICANT OBSERVATIONS AND RECOMMENDATIONS

1.

The weakness in CAAP’s internal control more particularly on control activities on the
payments to the service provider of Institutional Contract of Service (ICOS) for salaries
and overtime, aggregating P3.407 billion covering the period March 2020 to December
31, 2023, could be disadvantageous to CAAP and to the government.

We reiterated our previous year's recommendations, with modification, that
Management:

a. Direct the Chiefs of the Accounting Division, the HRMD, and other key offices
of CAAP, to formulate a documented policy on the processing of all claims of
the service provider for ICOS. Ensure that controls are embedded in the
process and that all claims are accurate, 100 per cent validated, reviewed,
approved, and monitored. The policy also has to include, among others, the
duties and responsibilities of each office/personnel involved, the procedures to
be done, the timelines, and documentary requirements;

b. Require the Accountant to:

i.  Maintain a database to facilitate the monitoring of all claims paid to
the service provider on a per-individual personnel basis. This is to
ensure that all claims are valid and mitigate the risk of double
payments; and

i. Designate a personnel who is not an employee of the service provider
to handle the processing of the claims;

c. Instruct the Chief, HRMD to only certify that services have indeed been
satisfactorily rendered by the service provider after obtaining sufficient
documentary evidence to support such certification; and

d. Decentralize the processing of service provider claims to Area Centers to better
manage the volume of transactions that need to be validated.

2. Non-remittance to CAAP of unrefunded Domestic Passenger Service Charges

(DPSC) collected by the Air Carriers from Expired/Unused Passenger Tickets and
Locally-Recognized Exempted Passengers (LREP) since the implementation of the
Integration of DPSC at the Point of Sale of Airline Tickets in CY 2017 resulted in an
undetermined amount of uncollected income for the government.

We recommended that Management amend CAAP MC No. 022-17 to explicitly include
enforcement mechanisms that would ensure Air Carriers’ remittance to CAAP of the
unrefunded DPSCs from CY 2017 to the present.
In addition, consider to include the following provisions:
For Air Carriers:

a. Submission of a detailed report on refunds made directly to paying passengers;

and
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b. Setting up of a Trust Liability or another clearly identifiable account in the books
of accounts as funds due to CAAP;

For the Accounting Division:

c. lIssuance of balance confirmations or other form of correspondence to verify
the total amount of DPSCs collected but not yet refunded nor remitted to CAAP;
and

d. Creation of a committee to regularly inspect and audit DPSCs in the books of
Air Carriers.

CAAP remitted P366.485 million to the Bureau of Internal Revenue (BIR) despite
having creditable input tax with an aggregate amount of P293.861 million to partially
satisfy its Value-Added Tax (VAT) payable for CY 2023, which deprived CAAP of
additional funds it could use to fulfill its mandate.

We recommended that Management require both the Chief Accountant and the
Department Manager lll, Finance Department, to:

a. Submit an explanation to the Director General and the Audit Team, along with
a detailed plan of action on how they will ensure that all creditable input taxes
are first utilized prior to disbursing funds for VAT Payable; and

b. Include the General Ledger of the Creditable Input Tax account and the
previous quarter's VAT return as part of the documentary requirements when
processing the quarterly remittance of VAT Payable.

CAAP did not include creditable withholding taxes and previous overpayment on
income taxes with an aggregate amount of P159.775 million as tax credits in its Income
Tax Returns (ITRs), thus exposing the Authority to risk of loss due to foregone tax
credits. Further, CAAP did not secure the necessary BIR Forms to support the
creditable withholding taxes amounting to P79.493 million which rendered the balance
of the Withholding Tax at Source (WTaS) account unreliable.

We reiterated our prior year’s recommendations, with modifications, that Management
direct the Department Manager lll, Finance Department, and the Chief Accountant to:

a. Submit a valid explanation/justification for the non-application of tax credits in
CAAP’s income tax returns, and, considering the implication of the issue, clarify
why no significant action was taken in CY 2023 to address the matter;

b. Secure all BIR Form No. 2307 to support the balance in the WTaS account and
immediately coordinate with the BIR to amend previously filed ITRs; and

c. Moving forward, ensure proper monitoring of creditable withholding taxes in

the WTaS account by requiring BIR Form No. 2307 as part of the supporting
documents when recording creditable withholding tax.
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SUMMARY OF AUDIT SUSPENSIONS, DISALLOWANCES, AND CHARGES AS OF
YEAR-END

Particulars Suspensions Disallowances Charges

CAAP - Head Office 29,929,062 886,349,770 30,913
CAAP - Area Centers 8,732,042 372,526,968 0
38,661,104 1,258,876,738 30,913

STATUS OF IMPLEMENTATION OF PRIOR YEAR’S AUDIT RECOMMENDATIONS

Out of 240 prior year’s audit recommendations, 161 were implemented, and 79 were not
implemented by Management. Details are presented in Part 11l of this Report.



