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Recommendations.

a. Continue to exert extra effort in resolving the issue on who is accountable between PNOC
and PSALM for the Ouiput VAT, and

b. Facilitate/follow-up the resolution of Office of the Solicitor General on Output VAT

Loans Receivable from Natural Resources Development Corporation (NRDC) in the amount
of P70.090 million remained uncollected for more than ten years contrary to Item no. 2 of Loan
Agreements dated March 9, 2004 and June 11, 2004 respectively, thereby, depriving the
Company of its resources that could have been derived therefrom.

Recommendations:

a  Exert extra effort in coordinating with NRDC for the issuance of Board Resolution
assigning its future dividends from PMDC to PNOC as partial settlement of its long
overdue accounts with PNOC; and

b, File appropriate legal charges against NRDC, if necessary.

The balance of Loans Receivable from NRDC of P70.090 million as against the confirmed
balance of P58.001 million showed a difference of P12.089 million contrary to Paragraph 15
of Philippine Accounting Standards (PAS) 1 on the Presentation of Financial Statements thus,
affecting the fair presentation of the balances of the account in the financial statements.

Recommendation:

Make representation and come up with an agreement with NRDC on the computation of interest
to arrive at the total amount of receivables.

The Other Financial Liabilities account as af year-end in the amount of P3.579 million remained
outstanding for more than two years and were not reverted to Cumulative Results of Operations
— Unappropriated or Retained Earnings, contrary to Sections 3.1 and 3.3 of DBM-COA Joint
Circular Ne. 99-6 dated November 13, 1999,

Recommendations:
a. Review and analyze all the recorded payable accounts, and

b.  Revert the other financial liabilities account that had been outstanding for more than two
years to the Cumulative Results of Operations-Unappropriated or Retained Earnings as
stated in Sections 3.1 and 3.3 of DBM-COA Joint Circular No. 99-6 dated November 13,
1999,

Non-submission of the Report of the Annual Physical Inventory of Property and Equipment
amounting to P338.658 million is contrary to Section IV, V.2, V.3 and V.4 of COA Circular
No. 80-124 dated January 18, 1980 and Section 122 of PD 1445, thus, the existence,
completeness and valuation cannot be ascertained and the accountabilities of employees cannot
be established.

Recommendations:

a. Prepare and gather all the necessary Inventory Sheets, PEL and Employee Ledger Cards
and other documents needed prior to the physical count;

b.  Ensure that all properties have complete and readable asset tags for easy identification
and preparing and placing asset tags for those assets without tags or unreadable tags,

¢.  Renew the Memorandum Receipts (Gen. Form No. 32) now PAR every three years, and



7.

d  Require the submission to CO4 of a fully accomplished and reconciled Inventory Report.

The GAD Plan and Budget for the calendar year 2018 in the amount of P1.243 mitlion was
below the minimum requirement of at least five per cent of the approved Corporate Operating
Budget, contrary to Section 36 {(a) of Republic Act (R.A.) 9716 — An Act Providing for the
Magna Carta of Women (MCW). Likewise, no GAD Database and GAD Monitoring
Evaluation System were developed for PNOC contrary to Section 37 (D), Rule VI of the
[mplementing Rules and Regulations {IRR) of RA No. 9710, Magna Carta of Women.

Recommendations:

a  Maximize the wtilization of the GAD funds through the implementation of GAD related
programs and projects in order to attain the objective for which funds were provided,

b, Require Management’s heads of implementing departments/offices to ensure that GAD
related activities are implemented as planned to attain the GAD objectives;

c. Attribute expenses related to GAD; and

d  Facilitate the establishment of PNOC GAD Database and GAD Monitoring and Evaluation
System.

The Annual Physical Examination (APE) benefit under the Collective Negotiation Agreement
(CNA) in the amount of P2.020 million for the period February 1, 2018 to January 31, 2019
granted to PNOC employees did not underge public bidding contrary to Section 10 of the 2016
Implementing Rules and Regulations of Republic Act (RA)} G184,

Recommendation:

Comply with Section 10 of the 2016 IRR of Republic Act (R4) 9184 in every procurement.

The other audit observations, together with the recommended courses of action which were
discussed by the Audit Team with concerned Management officials and staff during the exit
conference conducted on May 9, 2019 are discussed in detail in Parts [T and III of the report.

I a letter of even date, we requested the PNOC President and Chief Executive Officer to implement
the recommendations contained in the report and to inform this Office of the actions taken thereon

within 60 days from the date of receipt.

We acknowledge the support and cooperation that the Management extended to the Audit Team,
thus facilitating the compietion of the report.

Very truly yours,

COMMISSION ON AUDIT

By:

Ll?g)s. PARAS

Director IV



Copy furnished:

The President of the Repubiic of the Philippines

The Vice President

The President of the Senate

The Speaker of the House of Representatives

The Chairperson — Senate Finance Committee

The Chairperson — Appropriations Committee

The Secretary of the Department of Budget and Management

The Governance Commission for Government-Owned or Controlled Corporations
The UP Law Center

The National Library






EXECUTIVE SUMMARY

A. Introduction

Philippine National Oil Company {(PNOC}

1.

PNOC was created through Presidential Decree No. 334 on November 9, 1973 to
provide and maintain an adequate and stable supply of oil. Focusing its efforts and
resources in learning the ropes of the petroleum industry, PNOC rose to occupy
market leadership in an industry thought to be the domain of multinationals. lts
charter was amended in December 1982 to include energy exploration and
development.

It initiated the exploration of the country’s indigenous oil and non-oil energy
resources. lts purpose is to build an energy sector that will bring energy
independence to the country. Eventually, PNOC expanded its operations to include
total energy development, including indigenous energy scurces like oil and gas, coal,
and geothermal.

PNOC's Vision by 2030

The company has provided vital energy resource/development and energy
infrastructure, conducive to a clean environment and balanced and sustainable
ecenomic growth.

PNOC's Mission

Through the efforts and initiative of a dedicated and competent workforce, PNOC is
committed to develop and implement projects and programs in a financially prudent
and responsible manner aimed at increasing the country’s self-sufficiency level in oil,
gas and other energy sources; ensure security of supply; contributing to energy price
stability and affordability; foster sustainable and environmentally-friendly sources of
energy, promote energy efficiency and conservation, and maintain the highest
standard of service and corporate governance.

The Governance Commission for GOCCs (GCG) mandated PNOC to transform from
a mere holding to also an operating company in September 2014. Thus, GCG
recommended the abolition of PNOC Alternative Fuels Corporation {PAFC) and the
PNOC Development and Management Corporation (PDMC), which was duly
approved by the Office of the President that same moenth.

PNOC will continue to act as holding company in relation to PNOC Exploration
Corporation (PNOC-EC) and PNOC Renewables Corporation (PNOC-RC) while it
took over the ongoing programs and assumed the functions of the abolished
subsidiaries, PAFC and PDMC.




Objectives and Scope of Audit

8. Our objectives are to obtain reasonable assurance about whether the financial
statements as a whole are free from material misstatement, whether due to fraud or
error, and to issue an auditor's report that includes our opinion. Reasonable
assurance is a high level of assurarice, but is not a guarantee that an audit
conducted in accordance with Internaticnal Standards of Supreme Audit [nstitutions
(ISSAls) will always detect a material misstatement when it exists. Misstatements
can arise from fraud or error and are considered material if, individually or in the
aggregate, they could reasonably be expected to influence the economic decisions
of users taken on the basis of these financial statements.

7. The audit covered the examination on a test basis of the accounts and financial
transactions and operations of PNOC for Calendar Years 2018 and 2017 in
accordance with ISSAls. The audit also involved perfoerming procedures to ascertain
the propriety of financial transactions and compliance of the Company to prescribed
laws, rules and regulations.

B. Financial Highlights (In Million Pesos)

Financial Position

Increase
2018 2017 {Decrease)
Assets 40,124.464  40,689.388 (564.924)
Liabilities 3,955.789 3,578.375 377.414
Equity 36,168.675 37,111.013 (942.338)
Results of Operation
Increase
] - 2018 2017 {Decrease)
Income
Business Income 1,168.179 570.705 597.475
Non-Operating Income/Gain 2.604 1.023 1.581
Total Income 1,170.783 §71.727 §99.055
3 Expenses
' Personnel Expenses (104.347) (91.973) (12.374)
'_ Maintenance and Other Operating Expenses (140.699) (121.898) (18.801})
: Financizal Expenses {9.305) {2.025) (7.280)
Direct Cost {106.321) ¢ {106.321)}
Non-Cash Expenses {39.338) {41.276) 1.938
: Total Expense {(400.009) {257.172) {142.837)
Profit Before Tax’ 770,774 314,656 456.218
Income Tax Expense {155.103) {25.324) {129.779)
Profit After Tax 615.671 289.232 326.438
Other Comprehensive Income for the Period {2.350) 0.140 (2.490}
Comprehensive Income 613.321 289.272 323.949




C. Auditor’s Opinion

The Auditor rendered an unmodified opinion on the fairness of presentation of the
financial statements of PNOC as at December 31, 2018 as stated in the Independent
Auditor's Report in Part 1.

D. Significant Audit Observations and Recommendations

Although the Auditor rendered an unmodified opinion, there are significant audit
observations that were noted in the review of transactions. These, together with the audit
recommendations that need immediate action are presented below. Details are in Part Il
of this Report.

1. The non-recognition of assets and depreciation expenses relative to the Energy
Supply Base (ESB) operations and properties turned over by PNOC Exploration
Corporation (PNOC EC) to PNOC with a fair market value of P147.618 million is
contrary to Paragraph 15 of Philippine Accounting Standards (PAS) 1, Chapters
4.4(a), 4.38 and Chapter 3 of the Conceptual Framework, Paragraph 31 of IFRS 3
and the Matching Principle of accounting, thus, affecting the fair presentation of
balances of pertinent accounts in the financial statements.

Recommendations:

a. Facilitate/negotiate with PNOC EC fo finalize the agreement on the transfer of
assets;

b. Recognize the assets of ESB at Fair Market Value in compliance with IFRS 3,
Paragraph 31, Conceptual framework Chapter 4.4(a) and 4.38 and PAS 1: and

| ¢. Recognize depreciation expense pertaining to the ESB assets in compliance with
the Matching Principle of accounting.

2. The balance of Due from Government Corporations - PSALM account in the amount
of P112.543 millien as against the confirmed zero balance affected the fair
presentation of balances of pertinent account in the financial statements contrary to
Paragraph 15 of Philippine Accounting Standards (PAS) 1, thus, the existence,
validity and collectability cannot be ascertained. .

Recommendations:

a. Continue to exert extra effort in resolving the issue on who is accountable
between PNOC and PSALM for the Output VAT: and

b. Facilitatefollow-up the resolution of OSG on Cutput VAT,

3. Loans Receivable from Natural Resources Development Corporation (NRDC) in the
amount of P70.090 million remained uncollected for more than ten years contrary to
ltern no. 2 of Loan Agreements dated March 9, 2004 and June 11, 2004 respectively,
thereby, depriving the Company of its resources that could have been derived
therefrom.
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Recommendations:

a. Exert extra effort in coordinating with NRDC for the issuance of Board Resolution
assigning its future dividends from PMDC to PNOC as partial settlement of its
long overdue accounts with PNOC; and

b. File appropriate legal charges against NRDC, if necessary.

4. The balance of Loans Receivable from NRDC of P70.090 million as against the
confirmed balance of P58.001 milion showed a difference of P12.088 million
contrary to Paragraph 15 of Philippine Acceounting Standards (PAS} 1 on the
Presentation of Financial Statements thus, affecting the fair presentation of the
balances of the account in the financial statements.

Recommendation:

Make representation and come up with an agreement with NRDC on the
computation of interest to arrive at the total amount of receivables.

5. The Other Financial Liabilities account as at year-end in the amount of P3.579 millicn
remained cutstanding for more than two years and were not reverted to Cumulative
Results of Operaticns — Unappropriated or Retained Earnings, contrary to Sections
3.1 and 3.3 of DBM-CQOA Joint Circular No. 99-6 dated November 13, 1999.

Recommendations:

a. Review and analyze all the recorded payable accounts; and

b. Revert the other financial liabilities account that had been outstanding for more
§ than two years to the Cumulative Results of Operations-Unappropriated or
] Retained Earnings as stated in Sections 3.1 and 3.3 of DBM-COA Joint Circular
No. 99-6 dated November 13, 1999.

6. Non-submission of the Report of the Annual Physical Inventory of Property and
Equipment amounting to P338.658 million is contrary to Section 1V, V.2, V.3 and V.4
of COA Circular No. 80-124 dated January 18, 1880 and Section 122 of PD 1445,

. »thus, the existence, completeness and valuation cannot be ascertained and the
accountabilities of employees cannot be established.

Recommendations: \

a. Prepare and gather all the necessary Inventory Sheets, PEL and Employee
Ledger Cards and other documents needed prior to the physicat count;

b. Ensure that all properties have complete and readable asset tags for easy
identification and preparing and placing asset tags for those assets without tags
or unhreadable tags;

c. Renew the Memorandum Receipts (Gen. Form No. 32) now PAR every three
years; and

d. Require the submission to COA of a fully accomplished and reconciled Inventory
Report.




7. The GAD Plan and Budget for the calendar year 2018 in the amount of P1.243
million was below the minimum requirement of at least five per cent of the approved
Corporate Operating Budget, contrary to Section 36 {a) of Republic Act (R A) 9710 —
Ant Act Providing for the Magna Carta of Women (MCW). Likewise, no GAD
Database and GAD Monitoring Evaluation System were developed for PNOC
contrary to Section 37 (D), Rule VI of the Implementing Rules and Regulations (IRR)
of RA No. 9710, Magna Carta of Women.

Recommendaltions:

a. Maximize the utilization of the GAD funds through the implementation of GAD
related programs and projects in order to attain the objective for which funds
were provided;

b. Require Management's heads of implementing departments/offices to ensure
that GAD related activities are implemented as planned to attain the GAD
objectives;

c. Altribute expenses related to GAD; and

d. Facilitate the establishment of PNOC GAD Database and GAD Monitoring and
Evaluation System.

8. The Annual Physical Examination (APE) benefit under the Collective Negotiation
Agreement (CNA) in the amount of P2.020 million for the period February 1, 2018 to
January 31, 2019 granted to PNOC employees did not undergo public bidding
contrary to Section 10 of the 2016 implementing Rules and Regulations of Republic
Act (RA) 9184,

Recommendation;

: Comply with Section 10 of the 2016 IRR of Republic Act (RA) 9184 in every
procurement.

]
e !

E. Surﬁrnary of Total Disallowances, Suspensions and Charges as of December 31,
2018

There were no Notices of Disallowance (ND) issued to PNOC for the Calendar Year
{CY) 2018.

F. Status of Implementation of Prior Years’ Recommendations

Out of the 34 audit recommendations embodied in the prior years’ Annual Audit Report,
20 were fully implemented, 13 were partially implemented and one (1} was not
implemented, while three {3) of the partially implemented were reiterated in 2018. Details
are presented in Part [ll of this Report.




PART |

PART II

PART Ill

TABLE OF CONTENTS

AUDITED FINANCIAL STATEMENTS
Independent Auditor's Report

Statement of Management’s Responsibility
for Financial Statements

Statements of Financial Position
Statements of Comprehensive Income
Statements of Changes in Equity
Statements of Cash Flows

Notes to Financial Statements

AUDIT OBSERVATIONS AND RECOMMENDATIONS

STATUS OF IMPLEMENTATION OF PRIOR YEARS’
AUDIT RECOMMENDATIONS

Page

10
73

94






















PHILIPPINE NATIONAL OIL COMPARY
(4 Corporation Wholly-Owned by the Government of the Republic of the Phitippines)

STATEMENTS OF FINANCIAL POSITION

NOTE 2018 2017
.
2 ASSETS
Current Assets
Cash and Cash Equivaients 5] 51,503,106 57,374,560
Financial Assets 7 1,626,944 534 790,651,182
Other Investiments T 274,351,080 326,700,720
Receivables 8 575,687,912 1,436,806,092
Other Current Assets 13 337,746,738 466,706,612
Total Current Assets 2,876,133,370 3,078,239,166
Non-Current Assets
Financial Assels 74 $,378,700,000 5,662,600,000
Investments in Associates/Affiliates 7 99,978,000 99,978,000
Investments in Subsidiaries 7 4.859,775,056 4,859,775,056
Other Investmenis 7 96,632,450 96,632,450
Receivables 8 70,146,286 66,178,947
Banked Gas Inventory 9 13,689,426,385 13,789,376,675
Investment Property 10 11,368,923,689 14,337,559:375
Property and Equipment T4 338,658,078 352,845,201
Deferred Tax Assets 12 345,761,781 345,874,200
Other Non-Current Assets 13 328,877 328,877
Total Non-Current Asseis 37,248,331,102  37,611,148,781
Total Assets 40,124,464,472 40,689,387,947
S LIABILITIES
S
Current Liabilities
Financial Liabilities 14 93,656,112 148,856,137
Inter-Agency Payables 15 74,567,946 29,228,951
Trust Liahilities 16 214,582,262 204,665,270
Other Payables 17 307,083,473 148,537,969
Total Current Liabilities 689,889,793 531,288,327
Mon-Current Liabilities
Deferred Credits/Unearned Income 18 484,525,734 266,370,302
Provisions 19 26,940,111 26,281,650
Deferred Tax Liabilities 20 2.454,433.6238 2,754,435,024
Fotal Non-Current Liahilities 3,265,899,468 3,047,086,976

Total Liabilities

Revaluation Surplus

Retained Earnings

Stockholders' Equity

Cumulative Changes in Fair Value
Total Equity

Total Liabilities and Equity

AS AT DECEMBER 31, 2018 and 2017

3,955,789,261

3,578,375,303

J9,181,439,315
23,875,856,793
3,114,595,519

(3,216,416)

9,181,439,315
24,515,844,060
3,114,595,519
(866,250)

36,168,675,211

37,111,012,644

40,124,464,472  40,689,387,947

The notes on pages 10 fo 72 form part of these statemenis.




PHILIPPINE NATIONAL OlL COMPANY

(A Corporation Wholly-Owned by the Government of the Republic of the Philippines)

STATEMENTS OF COMPREHENSIVE INCOME
FOR THE YEARS ENDED DECEMBER 31, 2018 and 2017

NOTE 2018 2047
ineome
Business Income 22 1,168,179,213 570,704,566
Gains 28 1,763,239 222
Other Non-Operating Income 28 840,310 1,022,578
Total income 1,170,782,762 571,727,366
Expenses
Personnel Services 28 (104,347,108) (91,973,315)
Maintenance and Other Operating Expenses 24 (140,698,888) (121,897,794)
Financial Expenses 25 (9,304,617) (2,024,903)
Direct Costs 26 (106,320,501} 0
Non-Cash Expenses D es (39,337,776) {(41,275,519)
Total Expenses ___ {400,008,390) (257,171,531)
Profit Before Tax 770,773,872 314,555,835

Income Tax Expense 29 {155,102,744)

(25,324,108)

Profit After Tax 615,671,128
Gther Comprehensive Income (Loss) for the Period (2,350,166)

289,231,727
140,000

Comprehensive Income 613,320,962

289,371,727

The notes on pages 10 to 72 form part of these slatements.




Sh PHILIPPINE NATIONAL OIL COMPANY
(A Coiporalion Wholly-Owned by the Government of the Republic of the Philippines)
STATEMENTS OF CHANGES IN EQUITY
FOR THE YEARS ENDED DECEMBER 31, 2018 and 2017
f |
o Cumulative |
Changes in Revaluation Retained | Contributed TOTAL
Fair Value of Surpius Earnings/ (Deficit) Capital
B Investments
. | 1
= BALANCE AT JANUARY 1, 2017 {1,006,250) 9,295,826,603 24,637,737,851 2,114,595,51¢ 37,047,263,723
- CHANGES 1N EQUITY FOR 2016
Addi{Deduct):
Comprehensive Income
for the year a 0 289,231,727 0 289251 727
Dividends 0 ] (148,026,416) 0 (146,028,416)
Other Adjustmants:
Changes in fair value of
S available-for-sale securities 140,000 0 0 0 140,000
Realized gain on disposal of land 0 (2,320,000) 0 0 (2,320,000)
Decrease in valuation of land 1] (112,167,288) 0 0 (112,167,288)
Deferred tax liability for the
decrease in valuation of land 4] 0 33,650,186 0 33,650,186
Adjustment on dividend payable 0 g 5,455,788 0 6,455 788
Prior Period Adjustments 0 0 (3,203,076) 0 (3,203,076G)
BALANCE AT DECEMBER 31, 2017 {866,250) 9,181,438,315 24,815,844,060 3,114,595,519 37,111,012,644
CHANGES IN EQUITY FOR 2018
Add/{Deduct):
Comprehensive Income
for the year 0 ] 015,671,128 0 615,671,128
Dividends 0 0 (306,504,872) 0 (306,504,872)
Other Adjustments:
: Changes in fair value of
o available-for-sale securities (2,350,166) 0 0 0 (2,350,1686)
i Prior Period Adjustments 0 0 (1.249,153,623) 0 (1,249,153,523)
BALANCE AT DECEMBER 31, 2018 {3,216,416) 9,181,439,315 23,875,856,793 3,114,595,519 36,168,675,211




PHILIPPINE NATIONAL OIL COMPANY
(A Cormporation Wholly-Qwned by the Government of the Republic of the Philippines)
STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEWMBER 31, 2018 and 2017

2018 2017
CASH FLOWS FROM OPERATING ACTIVITIES
Cash Inflows
Collection of Income/Revenus 742,321,278 336,149,250
Gollection of Receivables 585,363 40),8615,422
Receipt of Inler-Agency Fund Transfer 3,250,000 0
Trust Receipis <,916,992 4,908 686
Other Receipis 71,186,180 48 805,404
Total Cash Inflows 824,289,813 423,863,762
Adjustments DEge 135,186
Adjusted Cash Inflows 834,289,813 423,003,948
Cash Outflows
Payment of Expenses 207,024 117 205,445,237
Grant of Cash Advances 292 170 5,409,385
Prepaymenis 3,063,659 16,058,028
Refund of Deposits 5,092,305 4,372,538
Payments of Accounts Payable 18,239,107 1,439,778
Remiitance of Personnel Benefit Contributions and Mandatory Deductions 39,535,708 18,705,234
Release of Inter-Agency Fund Transfers 3,809,176 24,477,891
Other Dishursements 81,419,920 0
Total Cash Outflows 358,476,162 275,908,191
Adjustments 2,265,970 11,596,797
Adjusted Cash Ouiflows 360,742,132 287,504,988
Net Cash Provided by Operating Activities 473,547,681 141,498,960
CASH FLOWS FROM INVESTING ACTIVITIES
Total Cash Inflows
Proceeds from Salef Disposal of Investment Properly 0 2,246,017
Receipt of interest Earned 224,203,572 211,336,871
Receipt of Cash Dividends 5,595,776 7,835,523
Proceeds from Matured Investments 2,473,481,255 839,337,908
Proceeds from Sale of Other Assets 0 184,000
Total Cash Inflows 2,703,280,603 1,060,440,319
Adjustments 0 1,897,604
Adjusted Cash Inflows 2,703,280,603 1,062,337,923
Cash Ouiflows
Purchase/Construction of Investment Property 747,304 580,357
Purchasel/Construction of Properly and Equipment 50,499,049 7,200,23

Purchase of Investments
Total Cash Outflows
Adjustments
Adjusted Cash Outflows

1,005,651,182

1,013,431,769
0

1,013,431,769

Net Cash Provided By (Used in) Investing Activities 48,906,154
CASH FLOWS FROM FINANCING ACTIVITIES
Cash Outflows
Payment of Cash Dividends 148,028,418 137 38

Total Cash Outflows 148,028,418

i
1

1.3
37,181,538

ng ?’E% "E’{f@ (148,023,418) (137,181,381)

INCREASE IN CASH AND CASH EQUIVALENTS 4,128,546 58228733

Net Cash Used In Financing Activities

CASH AND CASH EQUIVALENTS, JANUARY 1 57,374,560 4,150,827

CASH AND CASH EQUIVALENTS, DECEMBER 31 61,503,108 57,374,560
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