EXECUTIVE SUMMARY
INTRODUCTION

The AFP Retirement and Separation Benefits System (AFPRSBS) was created by virtue of Presidential Decree (PD) No. 361, which was promulgated on December 30, 1973 and started operations in 1976.  The System was established as a funding mechanism to ensure the continuous payment of retirement and separation benefits to the members of the Armed Forces of the Philippines (AFP).  Certain provisions of PD 361 pertaining to membership and rate of contributions were amended by PD 1656 dated December 21, 1979 and PD 1909 dated March 22, 1984 to strengthen the AFPRSBS.
The registered business and office address of the System is at No. 424 Capinpin Avenue, Camp General Emilio Aguinaldo, Quezon City, Metro Manila Philippines.  It has no other offices within and outside the Philippines.

The System is engaged in various business operations which include the management of funds invested in the stock market, money market, government and corporate bonds, corporate loans, real estate properties and equity holdings in subsidiaries and associates.  It also has interests and participation in real estate projects involving the development and construction of commercial and subdivision projects, memorial parks, golf courses, and, for some, in partnership with reputable real estate developers.  In the course of the System’s lending operations, it also acquires through foreclosure proceedings and dacion en pago arrangements, mortgaged real estate properties as payment for the full or partial settlement of the loan obligations of the System’s borrowers.  The inventory of developed lots, condominium units and acquired assets are being offered for sale to the military personnel and to the public as well to recoup the System’s principal investments.
The AFPRSBS Board of Trustees, consisting of 11 members, is the policy making body of the System.  The President/Chief Executive Officer as well as the Executive Vice President/Chief Operating Officer take charge of the day to day affairs of the organization.  As at December 31, 2013, the System has 83 regular and 42 contractual personnel or a total workforce of 125 personnel. 

The AFPRSBS Revenue, Expense, Capital Outlay and Cash Flow Budget (Corporate Operating Budget) for CY 2013 approved per Board Resolution No.01-2013 dated January 7, 2013 amounted to P239,228,496, broken down as follows:
	Particulars
	   Approved    Budget
	             Utilization
	         Variance

	Personnel services
	82,470,925
	61,434,093
	21,036,832

	Maintenance and operating expenses
	125,091,166
	59,575,915
	65,515,251

	Capital expenditures
	31,666,405
	4,082,572
	27,583,833

	Total
	239,228,496
	125,092,580
	114,135,916


FINANCIAL HIGHLIGHTS (in Philippine Peso)
I. Comparative Financial Position  
	Particulars
	2013
	2012
	Increase (Decrease)

	Assets
	15,013,208,478
	14,339,965,772
	673,242,706

	Liabilities
	4,536,098,621
	4,174,318,956
	361,779,665

	Fund equity
	10,477,109,857
	10,165,646,816
	311,463,041


II. Comparative Results of Operations

	Particulars
	2013
	2012
	Increase (Decrease)

	Gross income
	263,842,255
	274,466,717
	(10,624,462)

	
	
	
	

	Investment and operating expenses
	32,255,230
	38,568,925
	(6,313,695)

	General and administrative expenses
	88,754,778
	86,655,482
	2,099,296

	
	121,010,008
	125,224,407
	(4,214,399)

	Net income 
	142,832,247
	149,242,310
	(6,410,063)


SCOPE OF AUDIT
Our audit covered the examination on a test basis, the accounts and operations of the AFPRSBS for the calendar year ended 2013.  It was aimed at ascertaining the propriety of the financial transactions, compliance of the System with prescribed laws, rules and regulations, and ascertaining the fairness of the presentation of the financial statements in accordance with generally accepted accounting principles in the Philippines as set forth in the Philippine Financial Reporting Standards.
INDEPENDENT AUDITOR’S OPINION
We rendered an adverse opinion on the fairness of presentation of the financial statements for CY 2013 of the AFPRSBS, in view of the following Observations, among others:

1. The System’s Financial Statements are not consolidated with the financial statements of its subsidiaries and controlled entities where it has invested a total of P2.546 billion contrary to PAS 27.  (Observation No. 2)
2. Valuation and appraisal of assets worth P10.094 billion are not undertaken regularly, as required under the pertinent Philippine Accounting Standard (PAS) 36 and 39 to determine the adequacy and correctness of the allowance for decline in investment value amounting to P1.031 billion as at year-end.  (Observation No. 3)
3. Discrepancies totaling to P199.201 million between the balances in the general ledger (GL) controlling accounts and the subsidiary ledger (SL) schedules of accounts totaling to P10.981 billion cast doubt on the reliability and accuracy of the balances of accounts reflected in the financial statements. (Observation No.5)
4. Cash in bank (CIB) account balance per book differed by P3.147 million against the balances confirmed by the concerned banks and financial institution.  Bank reconciliation is not regularly done thereby creating doubt on the accuracy of the account balance totaling P126.640 million. (Observation No. 8)
For the above mentioned audit observations, which caused the issuance of an adverse opinion, we recommended the following courses of action:
1.1 Consolidate financial statements of AFPRSBS with that of its subsidiaries to include its assets, liabilities, equity and results of operations; 

1.2 Eliminate all parent and subsidiary reciprocal account balances during the process of consolidation;

1.3 Disclose the status of the financial standing of said subsidiaries and its investment thereon;

1.4 Comply with all the disclosure requirements of PAS 27 relative to investments in subsidiaries and affiliates; 
1.5 Evaluate whether the System has significant influence over the subject entities, and accordingly adjust the investment and affected accounts, if the significant influence is lost; and
1.6 Prepare the Statement of Affairs and the Statement of Realization and Liquidation and submit them for COA audit until all its assets are realized; all its liabilities are settled; and the concerned subsidiaries and affiliates are fully liquidated/dissolved in accordance with the pertinent rules and regulations of SEC.

2.1 Conduct a valuation and appraisal of all its subsidiaries and affiliates to determine the increase in appropriate value or the impairment loss thereof; as required under the pertinent provision of PAS 36 and 39;
2.2 Submit the details of the allowance for the decline in the value of investment and their corresponding application to each investment account to provide basis for determining the correctness and adequacy of the amount recognized; and
2.3 Adjust the balance of the allowance for the decline in value of the assets and/or recognized the impairment loss, if any, to reflect the correct value of the Investment in stocks as at year-end; 
3.1 
EIMD and Controllership Department (CD) should reconcile the totals of the SL schedules with the balances of the GL controlling accounts to come up with correct and reliable account balances and make the necessary adjustments for fair presentation of the accounts in the financial statements.

4.1 Regularly prepare monthly bank reconciliation statement for all its bank accounts to determine the causes of the discrepancy between the book and bank balances at the earliest possible time; and
4.2 Regularly reconcile the cash in bank account of CD and TD since they are both in the same agency.

OTHER SIGNIFICANT AUDIT OBSERVATIONS AND RECOMMENDATIONS
1. The System’s Networth of P 10.477 billion as of December 31, 2013 may not be sufficient to comply with the provisions of Executive Order No. 590, as amended, de-activating the System and directing the transfer of its assets in trust to a Government Financial Institution.  Moreover, the Governance Commission on Government-Owned or Controlled Corporation (GCG), per Memorandum Order No.2013-26 dated May, 2013, classified the System as dissolved/liquidated/ inactive. (Observation No. 1)
1.1 We recommended that Management immediately comply with the provisions of EO 590 and 590-A to put into action the winding down of the System.
2. The Supreme Court’s decision declaring the 16 lots located in General Santos City with a book value of P174.175 million as part of the Magsaysay public park is a big loss to the System and to the AFP military personnel, who are the rightful owners/beneficiaries of the RSBS funds. (Observation No.4)
2.1 We recommended that Management:

a. Conduct an investigation on the officers and employees who failed to exercise the degree of diligence required in the performance and discharge of their duties as stated in Section 4 (a) and (b) of Republic Act 6713;
b. Institute appropriate legal actions or impose sanctions on erring officers and employees in conformity with paragraph (a) of Section 11 of R.A. 6713; and
c. Make available all documents pertaining to the purchase of subject lots for post-audit purposes for issuance of Notice of Charge as necessary.

STATUS OF IMPLEMENTATION OF PRIOR YEARS’ AUDIT RECOMMENDATIONS
Out of the 45 observations embodied in the prior years’ Annual Audit Reports, six were implemented, five were not implemented and 34 were partially implemented, 12 of which were reiterated in this report. 
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