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DOTC budget and the accounts are included in its consolidated financial statements.
LRTA has already referred the matter to the DOTC.

Revaluation model adopted was not applied to the entire class O
group of items under Land and Land Improvements account contrary|
to PAS No. 16.

Land and land improvements account is shown in the consolidated reports of
LRTA in the aggregate amount of P3,536,120,186 of which P3,183,678,82Q
pertains to Line 1 Operations and P352,441,366 to Line 2 Operations. These
properties were initially carried at cost except that in 2005, management optetlj

- to adopt the appraised value of Line 1 properties of p3,167,615,000 based on

the appraisal done by Asian Appraisal Company, Inc. in 1997. There is,
however, no sufficient regularity of revaluation in regard to Line 1 properties as
the 1997 appraisal was not kept up to date. Moreover, as raised in previous
years audit reports, Line 2 properties are still carried at cost.

Under Philippine Accounting Standards (PAS) No. 16, assets may be measured
in terms of fair value or historical costs. Paragraphs 79 to 31 thereof provige
that an entity shall choose either the cost model or the revaluation mode! as ili'.S
accounting policy and shall apply that policy to an entire class of property, piapt
and eguipment (PPE). revaluations should also he made with sufﬁciept
regularity. If there are nO appraisals made by independent appraiseﬁs,
astimates of the fair value using the income or depreciated replacement cqst
approach can be done internally, considering that estimates do not undermipe
the reliability of the financial statements.

The items within a class of PPE should also be revalued simultaneously in orger
to avoid selective revaluation of assets and the reporting of amounts in the
financial statements which are a mixture of costs and values as at different
dates. If simultaneous revaluation of the entire class of assets is not possible, 2
dass of assets may be revalued on a rolling basis provided revaluation of the
entire class of assets is completed within a short period of time and proviided
the revaluations are kept up to date. As noted, the last appraisal was in 195

~

4

We reiterate our recommendation as embodied in our prior years’ Annual Audit
Reports for Management 10 comply with the requirements of PAS No. 16.

Management has agreed to reset the bidding for the appraisal of line 2
properties, of land and land.improvements particular, since the initial bidding
has failed due to inclusion of other properties (electromechanical equipment) in
the bid.
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Repair and restoration cost of P30.25 million was capitalized an
recognized in the carrying amount of an item under Transportatio

Equipment (Trains) account but the carrying amount of the said item

was not first derecognized as required also by PAS No. 16.

As embodied in our prior years’ Annual Audit Report the Authority ha

capitalized the repair and restoration cost of MC1 of damaged Trainset No.
and MC1 and MC2 TMS Master Unit and ACU Signalization Corrector of the CA

System of Trainset No.6 in the amount of P30,250,000. Said cost wa

capitalized based on the policy being adopted, which is in line with th
recognition principle in Philippine Accounting Standard (PAS) No.16, in regar

to costs incurred on an item of Property, Plant and Equipment (PPE

subsequent to- initial recognition.

However, the carrying amount of the subject item was not derecognized as
required under PAS No.16, which requires the entity to “derecognize first the

carrying amount of the replaced part, regardless of whether or not such part |is
depreciated separately. If it is not practicable for the entity to determine the

carrying amount of the replaced part, it may use the cost of the
replacement/restoration as an indication of what the cost of the replaced part
was at the time it was acquired or constructed. Consequently, gain or loss
arising from the derecognition shall be determined as the difference between

the net disposal proceeds, if any, and the carrying amount of the item.”

Based on inquiry, the costs of the damaged parts/trainsets are not separately
identifiable since these were part of the lump sum costs of PMO accounts that
were transferred to Line 2 Operations. In such case, the Authority may use the
repair and restoration cost mentioned above as the cost of the damaged
parts/trainsets. Depreciation shall then be computed based on the carrying

value of the asset only after considering the following entries:

Accumulated Depreciation XX
Loss from Disposal of Equipment — xx
Transportation Equipment (11 rains)  xx
To derecognize carrying value of damaged parts/trainsets (assuming there
was 10ss).

Transportation Fguipment (Trains) xx
Cash in Bank XX
To capitalize cost of repair and restoration.
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It was noted that additional depreciation was, computed based on the tot

amount of P30,250,000, without first derecognizing the carrying value of the

replaced/damaged parts.

We reiterate our recommendation in last years’ audit report for management to

comply with PAS No. 16.

Management stated that there was ng entry for the derecognitich due o the

impracticability of determining the carrying amount of the replaced parts.

It is reiterated that, if it is not practicable to determine the carrying value of t

replaced part, management may used the cost of the repair/restoration as it

cost at the time it was acquired.

Provision for estimated liabilities on Right-of-Way (ROW) acquire
thru expropriation and negotiated sale totaling P887.9 miltlion wa
not recognized contrary to PAS 37.

LRTA is currently involved in various expropriation cases and negotiate
sale/purchase relative to its ROW acquisitions for its Line 1 and Line 2 project:
As of December 31, 2010, total estimated liability for Line 1 South Extensig
Project amounted to P701.67 million, while the estimated probable costs f
Line 2 expropriation cases that are still pending in court fotaled to P186.2
miilion as reported during the previous year, viz:

Number Estimated Liability/

of Lots Purchase Price

Line 1 project
Negotiated properties : 37 1,945,871,250
Expropriated properties 51 226,931,011
Budget allocation for CY2007 to CY2010 88 2,172,802,261
Actual disbursements as of April 2011 1,471,130,205
Remaining estimated liability 701,672,056

Line 2 project
Expropriated properties i1 186,232,988
99 887,905,044

Analysis showed that a provision should be recognized on the total amount pf
P887.9 million since the conditions (recognition criteria) set forth under

Paragraph 14 of PAS 37 were met, which read:
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14. “A provision shall be recognized when:

(8) an entity has a present obligation (legal or constructive) as a result

of a past event;

(b) it is probable that on outflow of resources embodying economic

benefits will be required to settle the obligation; and
(c) a reliable estimate can be made of the amount of the obligation.”

Consider the following:

LRTA’s action was based on Republic Act (RA) No. 8974 (An Act fo Facilita
the Acquisition of Right-of-Way, Site, or Location for National Governme
Infrastructure Projects and for Other Purposes). Thus, its legal obligation w
initially derived from legislation or from operation of law. It follows that

acquiring the properties, LRTA has no realistic alternative but to settle the
obligation which can be enforced by the said Act or by law. The same ﬁct

te
Nt
S
in

provides that in the case of negotiated sale or purchase, the property owner
shall be given fifteen (15) days within which to accept the amount offered by

the implementing agency as payment for his property; while in expropriatic
cases, the agency is required to immediately pay the property owner t

on
e

amount equivalent to 100% of the value of the property upon the filing of the

complaint and after due notice to the defendant/property owner. Tt is thus cle
that a present obligation aiready exists at the reporting date taking in
account all available evidences.

ROW acquisition for Line 1 South Extension Project is substantially comple

ar
to

te

and management is expediting payment of the properties t0 be able to start
with the civil works. A significant amount has also been deposited with the

Land Bank of the Philippines for purposes of LRTA’s application for issuance

of

writ of possession of expropriated properties as required in RA 8974. The

probability therefore of an outflow of resources embodying economic benef
to settle the obligation on the negotiated and expropriated properties

~

its
is

likewise clear; and, as disclosed, the amount of the obligation or the tgtal
estimated liability has been defermined based on the status of the

proceedings/cases and on the budget allocations made.

The abave conditions also hold true with regard to Line 2 expropriation cases

Recognition of a provision is warranted, considering further that Line 2 started

operations in 2003 and, therefore, there is already an inflow of economic

benefits to LRTA related to the properties that were expropriated.

We recommend compiiance with PAS 37 due to the material effect on the

current year’s financial statements of the non-recognition of the fiability.
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Deviation from accrual basis of accounting/recognition principle was
noted, affecting financial performance and financial position accounts
by P170.67 million and P10.15 million, respectively, based on the
results of test of transactions made. '

One of the underlying assumptions in the preparation of financial statement
under the Framework for the preparation and presentation of Financia
Statements is that in order to meet their objectives, financial statements ars
prepared on the accrual basis of accounting. Under this basis, the effects g
transactions and other events are recognized when they occur (and not as cas
or its equivalent is received or paid) and they are recorded in the accountin
records and reported in the financial statements of the periods to which the
relate. The same Framework provides for the criteria for recognition ¢
elements of financial statements.

O O =/ (b —1

Test of transactions, however, disclosed otherwise, viz:

(a) Payments made subseguent to reporting date (January-February 2011)
showed that liabilities for goods and services received and/or EeXPenses
incurred were not recognized as of December 31, 2010. Instead, these
were recorded and reported only upon payment of the dlaims, this
affecting income statement balances by P170,675,535 and balance shegt
accounts by P5,313,153 at year-end. As it is, liabilities should have been
recognized since (i) it is probable that an outflow of resources embodying
economic benefits will result from the settiement of a present obligation;
and (i) the amount at which the settlement will take place can be

measured reliably. The obligation here was a result of a binding contract

(with service providers in particular) and/or the acquisition of goods and

the use of services. Recognition of these liabilities entails recognition |of
related assets or expenses. The more significant amounts noted include

the following:

Account affected Amount Remarks/ Period Covered
Direct operating cost -
Maintenance P 113,927,763 Oct.-Dec.2010 monthly billing
Power 43,340,631 Oct.-Nov.2010 billing
. Overhead 9,118,736  Dec. 2010 security services
166,387,130
Spare parts inventory 3,099,600 Received July 20, 2010
Equipment/Furniture 1,064,048 Acquired in 2010
Salaries [ Allowances 412,792 Augusi—Dec. 2010
P 170,963,570
A4
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Direct Operating Cost of P166,387,130 has a material effect on income as
this account substantially makes up the cost of sale or cost of services
rendered. The latter is recognized at the same time as the income i3
derived from the sale of services. In effect, recognition of expenses
occurs simultaneously with the recognition of an increase in liabilities or
decrease in asset.

(b) It is represented that management uses the cash basis of accounting fo
its non-rail revenues {or income is recognized as received and not as
earned) due to tax implication, although as mentioned earlier, this basis
is a deviation from generally accepted accounting principie. While thi
basis is being adopted in recognizing rental from leases, we noteLTl
inconsistency in its appiication. During the year, rentai fees received an i
earned totaling P4,883,031 were not recognized as income; instead these
were temporarily credited under Due to Other Funds (GL 424) accoun
affecting balance sheet account by the same amount. Details are a

Uy (D=

foliows:
Lessee Amount Period Covered
Phoenix Omega Dev. Corp. P 2,572,713 May - December
Gotesco Investment, Inc. 256,637 December
Visual Media, Inc. 1,520,400 February—January 2011
Nine Miles Habitat Dev. 313,120 July - December
Corp.
Baclaran LRT Cinema 220,161 August
P 4,883,031

Recognition of income should occur simultaneously with the recognition of
increzses in asset as set forth in the criteria for recognition of income.

Ly
.

We recommiend compliance with generally accepted accounting principle:
Deviation therefrom is a ground for qualification of opinion on the Authoritys
financial statements.

Management replied that they did not accrue the expenses due o tax

implication.

Bank reconciling items remain unrecorded as at year-end overstating
the reported balance of cash in bank account by P5.97 million.




7.

Cash in bank (GL 112-6) — Sinking fund account showed a balance per books
P17,160,441.64 as of December 31, 2010, as against the bank balance

of
of

P11,190,358.27 overstating the reported balance of cash in bank by

P5,970,083.37. Records disclosed that the reconciling items substantia

by

represent bank charges, negotiation charges, taxes, duties and fees, and other
bank charges in connection with the opening of Letters of Credit for the
importation of materials and spare parts. These were not adjusted pending

receipt of bank’s debit/credit memos.

Section 74 of PD 1445 requires monitoring and reconciliation of accounts
ascertain that cash reported in the statement of financial position is reflective
its true value. The agency head is responsible in seeing to it that reconciliati

to
of
n

of balances between the reports of the depository banks and the books shoyld

be made monthiy.
We recommend adjustment of the accounts to correct the over/understateme
of the balances. The provisions of PD 1445 should likewise be strictly compli
with.

Management informed that, out of the initial unrecorded reconciling items

nt
ed

of

P40,997,041.21, necessary adjustments have already been made except for the

amount of P5,970,083.37 mentioned above.

Cash in bank — current account (GL i111) and Due from operating

units — Line 1 South Extension Proiect (GL 143-4) are not fairly stated

due to erroneous entry made in the amount of P78.71 million.

Records showed that Line 1 South Extension Project (SEP) funds amounting

to

P9S80 million were placed in Land Bank of the Philippines’ (LBP) High Yield
Savings Account (HYSA) on December 28, 2007. In effect, there was |an

increase in Cash in bank-time deposit (GL. 113) and a decrease in Cash in bank-

current account (GL 111) due to the placement in LBP. Upon maturity of F
investment on May 31, 2008, only a portion of the amount or P00 million

he
as

rolled over in the same HYSA. The balance of P78.71 million was terminated
and credited back to Line 1 SEP’s regular current account (CA 0272-1086- |0).

However, instead of debiting GL 111 (Cash in bank-current account) for !
amount that was transferred to Line 1 SEP, debit to receivable account (or D

he
ue

from Line 1 SEP) was made. Thus, Cash in bank-current account (GL 111) and
Due from operating units (GL. 143-4) are not fairly stated. This would also
create a situation where Line 1 SEP would have a receivable (or payable)

from/to its own fund.
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We recommended and management agreed to make the necessaty
adjustments.

8. Disallowances amounting to P42.24 milion remain unsettied as of
year-end contrary to the Rules and Regulations on Settlement of
Accounts (RRSA) set forth under COA Circular No. 2009-006, dated
September 15, 2009.

Section 7.1.1 of the Rules and Regulations on Settlement of Accounts, per COA
Circular No. 2009-006 dated September 15, 2009, provides that the head of the
agency, who is primarily responsible for all government funds and property
pertaining to his agency, shall ensure, among others, that the settlement |of
disallowances and charges is made within the prescribed period and the
requirements of transactions suspended in audit are complied with.

Records showed that disallowances totaliing P42,239,472 remain unsetiled as|of
December 31, 2010 contrary to the above provision. Details are as follows:

1986 to 2002 NDs P 35,431,368
2006 and 2008 NDs 3,189,679
2010 ND 3,618,425

P 42,239,472

Notice of Disallowance (ND) issued in 1986 — 2002 cover disallowances wh|ich
have become final and executory due to the lapse of time. These are recognized
in the books as contingent asset with a corresponding credit to contingent
capital.

Strict compliance with the rules and regulations on settlement of accounts is
enjoined.

9. The 2010 Annual GAD Plans and Programs were not fully implemented
as proposed since LRTA's actions were limited to the programs/
projects approved by higher authorities.

The LRTA Gender and Development Plan aims to make the operations of [the
LRTA gender-responsive. It spells out the issues and concerns on gender and
establishes approaches that consider gender roles, needs and opportunities
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available for both men and women. For CY 2010, the following werg the

proposed programs:

PROGRAM/PROJECT/ACTIVITY

Organization-focused

Strengthening of Gender and
Development {GAD} Advocacy
in the Authority

Data of Women Employees and
Solo Parents in the Agency

Programs and services for LRTA
employees

Client-focused

Research and Project Design

Public Address (PA) System
Mechanism

Security Aspect

TARGETS

To make LRTA Officers (policy-
formulators and implementers) and
employees aware of the GAD values and
issues, to include GAD in the policy
formulation process

To determine the actual number of
beneficiaries and identify the appropriate
project to conduct/createfand implement

To make LRTA-officers and employees
more gender sensitive to assist them in the
performance  of their duties more
effectively

To provide opportunity for women and
solo parent employees of LRTA venue for
work and life balance

To ogive LRTA employees especially
women and solo parent employees
opportunity to take care of themselves,
learn how to put on make-up, skin care
tips, fashion styling tips, etc. for them to
feel good about their selves

"~ Toinclude GAD in the plans and design of

future lines

To give warning to women passengers in
order to avoid experiencing harassment in
the trains and stations

To assist women passengers of what to
do when they experience harassment in
the trains and stations

To provide gender responsive security
services to female clients/passengers

BUDGET

P500,000

P100,0600

P1,600,000

P500,000

P300,000

P2,000,000

-P106,000

P100,000

In 2010, however, the proposed programs/projects were not fully implemented
since only the conduct of seminars was approved by the National Commission
on the Role of Filipino Women (NCRFW) and DOTC-GAD FP TWG, of which LRTA
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10.

is a member. Much could be done for the empowerment of women and
addressing gender issues, but management's actions are limited| o
programs/projects approved by higher authorities. Shown below are |the
highlights of the Focal Point's accomplishments during the year.

PROGRAM/PROJECT/ACTIVITY TARGET COST REMARKS
PARTICIPANTS

Free Basic Self Defense Lesson for Women and Solo No expenses Conducted by LRTA
Women and Solo  Parent Parent employees of incurred Internal Resource
Employees of LRTA LRTA Persons

Gender Sensitivity Training for Women and Solo P25,700 Conducted by DOTC
LRTA Women and Solo Parent Parent employees of Focat Point:GAD
Employess of LRTA ERTA Technical Working Group
Free Entrepreneurship and Women and Solo Pg,250 Conducted by Ms.
Business Management Seminars Parent employees of Consuelo Trio Chu

Tor Women and Solo Parent {RTA University of the Phils.
Employees of LRTA. Diliman

We recommended and management agreed to set a more realistic GAD
plans/programs viz-a-viz the targeted accomplishments in order to achieve its
goals and objectives.

Contract documents for Line 1 Capacity Expansion Project {(CAPEX)
Package B-Supplemental Agreement 1 {Amendments 2 and 3) in the
amount of P171.04 million and coniract documents for the
maintenance of Line 1 and Line 2 Systems were not submith

nrescribed, hence, we were unable to review and evaluate sald
documents and determine whether adjustments, if any, to project cost
and/or results of operations in regard to direct operating coslf of

P628.46 million in 2010, might have been necessary. |

COA Circular No. 2009-001 dated February 12, 2009, which amended |COA
Circular 87-278 and COA Memorandum 2005-027, requires that within five (5)
working days from the execution of a contract by the government or any of its
subdivisions, agencies or instrumentalides, including government-owned |and
controlled corporations and their subsidiaries, a copy of said contract and each

of ali the documents forming part thereof by reference or incorporation shali be
furnished to the Auditor of the agency concerned for review and evaluation.

On December 15, 2009, LRTA and MARUBENI CORPORATION has signed
Amendment Nos. 2 and 3 to Supplemental Agreement No. 1 for Additional
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Works to the Original Contract for LRT Line 1 CAPEX Project II (Package B).
Amendment No.-2 in the amount of P79,510,701.31 (peso portion) covers
supply of parts for Light Rail Vehicle (LRV) Electromechanical Subsystems, while
Amendment No. 3 in the amount of P91,534,045.55, corresponding to the peso
portions of the contract which collectively shall comprise the works and serviges
to be performed within the Philippines (“Onshore Works and Services”), involves
the installation of new air-conditioning units on the 1% generation LRVs alnd
supply and installation of trackworks rails and rail accessories and rail works
maintenance equipment. Copies of the Supplemental Agreement and Tits
Amendments were submitied to this office on February 20, 2010 but qhe
required supporting documents were not included so we formally requesqed
these documents from management in our letters dated October 4, 2010 and
March 31, 2011, before referring these fo the Technical Audit Group for
technical review and evaluation. As of the date of this report, we have reviewed
and validated the first partial billings for Amendments 2 and 3 amounting|to
P56,627,432 and P2,411,207.12, respectively, based on the initial contract
documents submitted by management. However, submission of other contract
documents has not been complied. These are necessary to facilitate review|of
the subsequent and final billing.

For the maintenance of LRT Line 1 System, LRTA entered into a Maintenance
Contract with CB&T-PMP-Gras Joint Venture for a period of 3 years from the
date of receipt of the Notice fo Proceed or effective January 5, 2009, with an
option to extend the contract to up to 2 years. The contract amount was initiglly
P35,662,480 a month but with the substantial completion of the North Extension
Project (NEP), the contract was amended to include maintenance of NEP fori" a
monthly charge of P6,965,185.70. For the maintenance of LRT Line 2 System,
LRTA entered into a maintenance contract with TSPA Joint Venture for a period
of 3 years effective on June 13, 2007, renewable for 2 years. The monthly billing
amounted to P17,780,771.89. The contract with TSPA was renewed for another
2 years on February 9, 2010. Similarly, copies of the contract were not
submitted as prescribed as evidenced by our written requests to management
for submission of these documents {memo dated April 7, 2011, August 8, 2011
and September 19, 2011).

Thus, we were not able to review and evaluate the said documents and
determine whether adjustments, if any, to project cost of P171.04 million and/or
resuits of operations relating to direct operating cost of P628.46 million in 2010
might have been necessary.

Strict compliance with COA Circular No. 2009-001 is enjoined.




STATUS OF IMPLEMENTATION OF PRIOR YEAR'S AUDIT RECOMMENDATIONS

Of the six (6) audit recommendations, one (1) was fully implemented and one (1) was

partially implemented, while four (4) were not implemented. The audit recommendations
that were not implemented are reiterated in this year’s audit report.

FINDING

RECOMMENDATICN

STATUS

that are
under the

Transactions
accounted for
Modified Disbursement
Scheme, pertaining to the
utilization of indirect subsidies
received by LRTA from the
National Government, are not
recognized in LRTA’s books
resuiting in the
understatement  of  total
assets by P13.25 billion, total
liabiliies by P.99 biliion and
fotal equity by P12.26 biltion.

Revaluation model adopted
was not applied to the entire
class or group of items under
Land and Land Improvements
account contrary to PAS No,
16.

Repair and restoration cost
of P30.25 milion was
capitalized and recognized in
the carrying amount of an
item under Transportation
Equipment (Trains) account
but the carrying amount of
the said item was not first
derecognized as required also
by PAS No. 16.

Refund of taxes émounting to

We reiterate our previous year’s
recommendation that these
transactions should be recognized in
LRTA books to ensure that its financial
statements present a complete picture
of its financial position and results of
operations. Non-recognition of the
transactions and their resulting account
balances is not rectified by disclosure
or by notes or explanatory material to
the financial statements.

We recommended compliance with
PAS 16.

Derecognition of the asset’s carrying
amount is recommended in accordance
with PAS 16.

It is recommended that the transaction  ymplemented.
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P33.73 million related to
projects initially funded from
subsidy released thru the
DOTC was not appropriately
disclosed.

Disallowances amounting to
P38.62 million remain
unsettied as of year-end
contrary to the Rules and
Regulations on Settlement of
Accounts (RRSA) set forth
under COA Circular No. 2009-
006, dated September 15,
2009.

The 2009 Annual GAD Plans
and Programs were not fully
implemented as proposed
since LRTA’s actions were
limited fo the
programs/projects  approved
by higher authorities.

and/or relevant information should be
appropriately disclosed in the notes to
financial statements as additional
information, considering that the
projects are funded from subsidy
released thru the DOTC and
transactions relating therefrom are not
recognized in LRTA books.

Strict compliance with the rules and
regulations on settlement of accounts
is enjoined.

A more realistic GAD plans/programs is
recommended in order to meet targets
as planned.
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