EXECUTIVE SUMMARY 
A. Introduction

National Electrification Administration (NEA)

1. NEA was originally created as a national government agency by virtue of Republic Act (RA) Nos. 2717 and 6038 dated June 19, 1960 and August 4, 1969, respectively. On August 6, 1973, Presidential Decree (PD) No. 269 was issued converting NEA into a government-owned and controlled corporation and declaring a national policy objective for the total electrification of the Philippines on an area coverage basis and the organization, promotion and development of viable rural electric cooperatives (ECs) to attain the said objective. Moreover, NEA is geared towards the uplifting of the standard of living in the rural areas by the service of electricity. 
2. On October 8, 1979, PD No. 1645 was issued to increase the authorized capital of NEA to P5 billion in order to take measures that will better safeguard government inputs in electric cooperatives and other entities that are or will be related to the total electrification effort.
3. On June 8, 2001, RA No. 9136, better known as the Electric Power Industry Reform Act (EPIRA) of 2001, was enacted. Section 58 of the said law gave NEA additional mandate as follows: 

a. To prepare the electric cooperatives in operating and competing under the deregulated electricity market within five (5) years from the effectivity of the act;

b. To strengthen the technical capability and financial viability of rural electric cooperatives; and

c. To review and upgrade regulatory policies with a view to enhancing the viability of the electric cooperatives as electric utilities.

4. The EPIRA increased NEA’s authorized capital from P5 billion in 1979 under PD No. 1645 to P15 billion. However, as of December 31, 2013, the National Government made no additional subscription.

5. Administrative Order (AO) No. 112 dated December 7, 2004 directed the NEA to take full and sole authority and responsibility in the conversion of ECs into stock cooperatives. Pursuant to the AO, the NEA Board of Administrators promulgated the Guidelines in the Conduct of ECs Referendum (GCECR) to convert into either stock cooperative under the Cooperative Development Authority or stock corporation under the Securities and Exchange Commission.

6. On September 2, 2005, Memorandum Order (MO) No. 187 was issued by the Office of the President setting the guidelines on the conversion of ECs. In compliance with the MO, the NEA Board of Administrators, in its Resolution No. 116 dated October 5, 2005, approved the amendment to the NEA GCECR.

7. On May 7, 2013, then President Benigno S. C. Aquino III, signed into law the National Electrification Administration Reform Act of 2013 (RA No. 10531) which amended the NEA Charter (Presidential Decree No. 269). The law aims to:
a. promote sustainable development in rural areas through rural electrification; 

b. empower and strengthen NEA to pursue the electrification program, providing electricity through the ECs to the countryside and other economically unviable areas; and

c. empower and enable electric cooperatives to cope with the changes brought about by restructuring of the electric power industry pursuant to RA No. 9136. 
8. Further, this law had increased NEA’s authorized capital stock to P25 billion divided into 250 million shares with a par value of one hundred pesos (P100).

Scope and Objectives of Audit

9. The audit covered the accounts and transactions of NEA for CY 2019. The audit was conducted to determine the (a) level of assurance that may be placed on the management’s assertions on the financial statements; (b) the propriety of transactions as well as the compliance with existing rules and regulation as well as management’s policies; and (c) the extent of the implementation of prior years’ audit recommendations.
B. Financial Highlights (In Thousand Pesos)
Shown below are the comparative financial position and financial performance including budget utilization of NEA for CYs 2019 and 2018.
 Financial Position
	Particulars
	2019
	2018
	Increase
(Decrease)

	Assets
	19,641,405
	20,489,016
	 (847,611)

	Liabilities
	13,350,695
	19,037,329
	(5,686,634)

	Equity
	6,290,710
	1,451,687
	4,839,023


   Financial Performance
	Particulars
	2019
	2018
	Increase

(Decrease)

	Total Revenue
	 713,214 
	 700,584 
	 12,630 

	Total Expenses
	 525,705 
	 488,977 
	 36,728 

	Surplus from Operations
	 187,509 
	 211,607 
	 (24,098)

	Other Non-Operating Income
	 35,810 
	 17,206 
	 18,604 

	Surplus Before Tax
	 223,319 
	 228,813 
	 (5,494)

	Income Tax
	 67,065 
	 70,067 
	 (3,002)

	Surplus After Tax
	 156,254 
	 158,746 
	 (2,492)

	Financial Assistance
	 (392,154) 
	 (1,926,801)
	 1,534,647 

	Net Deficit for the Period
	(235,900) 
	 (1,768,055)
	1,532,155 


Budget Utilization
	Particulars
	Budget
	Expenditures

	Personnel Services
	330,282
	300,758

	Maintenance and Other Operating Expenses
	1,634,185
	2,125,409

	Financial Expenses
	102,979
	97,689

	Capital Outlay
	52,560
	6,158

	Total
	2,120,006
	2,530,014


C. Auditor’s Opinion

The Auditor rendered a qualified opinion on the fairness of the presentation of the financial statements of the NEA as at December 31, 2019 as stated in the Independent Auditor’s Report in Part I in view of the following:

1. The balance of Loans Receivable - Power Sector Assets and Liabilities Management Corporation (PSALM) amounting to P2.155 billion as of December 31, 2019 disclosed an unreconciled variance of P350.329 million between NEA books and PSALM as disclosed in its Notes to Financial Statements contrary to Appendix B of International Public Sector Accounting Standards (IPSAS) 1 – Presentation of Financial Statements. An Allowance for Impairment Loss amounting to P350.329 million was provided in CY 2019 for fair presentation in the financial statements. However, the related Impairment Loss was recognized as prior period adjustment instead of current year which is a departure from assessing financial asset for any impairment at the end of each reporting period as required by IPSAS 29 - Financial Instruments: Recognition and Measurement. This resulted in the understatement of Impairment Loss account by P350.329 million and overstatement of Prior Period Adjustment account by the same amount.
2. A Prior Period Adjustment of P20.336 million was made on government equity without supporting documents, the validity of which is doubtful and the corresponding credit to Capital Stock account was not reflected in the Statement of Changes in Net Assets/Equity which is a departure from faithful representation of financial reporting as required under Section 3.10 of the Conceptual Framework for General Purpose Financial Reporting (GPFR) by Public Sector Entities.
D. Summary of Significant Audit Observations and Recommendations
In addition to the audit observations which we considered in formulation of our qualified opinion, presented below are other significant audit observations and audit recommendations, which are discussed in Part II of this Report. 
1. Deficiencies were noted in the grant, liquidation and recording of subsidies released to the Electric Cooperatives (ECs) covering the period from CYs 2009 to 2019 for the implementation of Sitio Electrification Program (SEP), Barangay Line Enhancement Program (BLEP), Housewiring Program, Metering Program, Installation of Transformers, Calamity Grants, Marawi Seige and Armed Conflict projects, which were not in conformity with the Memorandum of Agreement (MOA) between NEA and ECs, NEA Memorandum Nos. 2018-001 and 2019-001 and Section 4.5.6 of COA Circular No. 2007-001, indicating poor monitoring and management of the subsidy fund,  to wit:
a. Subsidy balance amounting to P740.912 million covering the period from CYs 2009 to 2018 remained unliquidated by the ECs as of December 31, 2019;

b. Of the P1.013 billion released in CY 2018, only P606.652 million or 60 percent was liquidated, leaving P406.479 million unliquidated as of December 31, 2019;
c. The unliquidated amount of P279.605 million for completed projects which have been outstanding for more than three years was not returned to NEA by the ECs;
d. Subsidy balance totaling P50.136 million for the completed projects was not returned to NEA to facilitate the closing of NEA and ECs books; 
e. Simultaneous and subsequent releases of subsidy funds aggregating P1.082 billion to 44 ECs despite having unliquidated balances; 
f. Adjustments of P1.653 million reported in the NEA’s Status of Fund Transfer as of December 31, 2019 were not recorded in the books which could have reduced the unliquidated balance; and
g. Unexpended balance aggregating P180.121 million for projects audited in CYs 2014 to 2018 remained unreturned to NEA by the ECs.
Recommendations:

a. Require the concerned ECs to immediately liquidate the subsidy fund amounting to P740.912 million which are already due for liquidation by submitting all the required liquidation documents such as Certificate of Final Inspection and Acceptance (CFIA) and Accounting of Funds with its supporting documents to validate the charges made to the subsidy fund and such other documents to facilitate the closing of the balances in the NEA and the ECs books; 

b. Require the concerned ECs to liquidate their unliquidated balances of P406.479 million from the 90 percent initial release;
c. Demand from the concerned ECs to return the unliquidated amount of P279.605 million for completed projects which have been long outstanding for more than three years;

d. Require the ECs to return the unexpended amount of P50.136 million from completed projects to facilitate the closing of NEA and ECs books; 

e. Comply with Section 4.5.6 of COA Circular No. 2007-001, Item No. 6 of NEA Memorandum No. 2018-001 and Item No. 3 of NEA Memorandum No. 2019-001 by requiring the liquidation by the ECs of any prior/previous subsidy fund received before making subsequent fund releases;

f. Verify and document the adjustments on the returns of unutilized subsidy fund reported in the Status Report of Fund Transfer and record in the books under the account Due from NGOs/POs the P1.653 million to facilitate the closing of the NEA and ECs’ books;

g. Require the ECs to submit the required documents to validate the charges made in the AFs together with the supporting schedule of the previous and the revised AFs, with hard and soft copy and properly label for verification and adjustment of the total unexpended balances, otherwise, return to NEA the total amount of P180.121 million; and

h. Closely monitor the timely return of the unexpended balance on the AF submitted by EC on their liquidation.
2. The Accounting of Funds (AFs) of the 16 ECs in CAR, Regions III, IV-A, V, VIII, XI and BARMM for the implementation of the SEP, BLEP, Housewiring Program, Metering Program, Calamity Grant and Marawi Seige projects with reported unexpended/unutilized balance totaling P126.735 million were not immediately returned/remitted to NEA upon liquidation due to NEA’s non-enforcement of Section 7 of the MOA, hence, deprived the government of funds to utilize for other projects. 

Likewise, deficiencies/discrepancies were noted on the ECs liquidation supporting documents, which was not in conformity with Section 4.5.6 of COA Circular No. 2007-001 and Sections 2 and 7 of the MOA and NEA Memorandum No. 2013-023.

Further, MAGELCO’s AFs for nine SEP and BLEP projects were not reported on a per project basis which was not compliant with Section 4.a of the MOA and NEA Memorandum No. 2013-023, resulting in the difficulty of tracing and verifying the actual disbursements utilized per project.
Recommendations:

a. Strictly enforce the provision of Section 7 of the MOA specifically the return of the unexpended amount reported in AF upon liquidation to NEA amounting to P126.735 million and furnish immediately the COA Office a photocopy of the official receipt, for monitoring purposes;
b. Require the ECs to submit the required documents on a per project basis to validate the charges made in the AFs together with the supporting schedule in hard and soft copy, properly labeled for verification and adjustment of the total unexpended balances, otherwise, return to NEA the total amount of P386.230 million (net of total amount to be returned to NEA as indicated in Item a above; 

c. Direct the ECs to ensure that only related/allowable expenses are charged in the AFs; and

d. Closely monitor the timely return of the unexpended balance on the AF submitted by EC on their liquidation.
3. The grant and liquidation of the subsidy fund amounting to P25.112 million released in 2015 to the Cagayan de Sulu Electric Cooperative, Inc. (CASELCO) for the implementation of expansion of lines to 26 sitios under the 2011 Disbursement Acceleration Program (DAP) - Transition Investment Support Program (TISP) were with deficiencies, thus, not in accordance with the NEA Memorandum No. 2013-008, NEA guidelines on documentary requirements and MOA between NEA and CASELCO, indicating poor monitoring and management of the subsidy fund, to wit: 
a. The release of subsidy fund was one-time or 100 percent of the allocated cost per MOA instead of on staggered basis and not in accordance with the guidelines on documentary requirements;
b. The subsidy fund received by CASELCO amounting to P24.263 million was transferred to the 52nd Engineer Brigade, Cabatangan, Zamboanga City which was contracted to implement the project, in violation of the MOA between NEA and CASELCO;
c. Expansion of lines to seven sitios were implemented but four were not the approved sitios. Also, the implementation was delayed for 747-768 days or more than two years; 
d. The subsidy fund with approved project cost of P25.112 million remained unliquidated as of audit date; and
e. Projects from the subsidy fund released amounting to P22.006 million for the 23 sitios were not implemented but the fund was not returned to NEA contrary to the MOA executed between NEA and EC.
Recommendations:

a. Henceforth, stop the granting and one-time release of subsidy fund, otherwise, the same would be disallowed in audit for lack of supporting documents required under NEA Memorandum No. 2013-008 and NEA guidelines on documentary requirements;
b. Demand from CASELCO the immediate return of the total amount of P22.006 million corresponding to the approved allocated cost of 23 unimplemented sitios, otherwise, a Notice of Disallowance will be issued to NEA/CASELCO including the officials and employees responsible in the approval and release of the subsidy fund;

c. Enforce the immediate liquidation by CASELCO of the total amount of P25.112 million considering that the projects are already more than four years since subsidy fund was deposited to its account, and requiring them to submit all the required liquidation documents including the Accounting of Fund with its supporting documents to validate the charges made against the subsidy fund; and

d. Institute legal action against the officials who favorably approved the implementation by other government agency but failed to fully complete the project and liquidate the fund covered by the MOA, if warranted.
E. Summary of Total Disallowances, Suspensions and Charges as of December 31, 2019
Based on the Notice of Disallowances issued, total audit disallowances found in the audit of various transactions of NEA, as of December 31, 2019, after the effectivity of the Rules and Regulations of Settlement of Accounts (RRSA) amounted to P125,363,630.31. There was no Notice of Suspension and Notice of Charge issued for the year 2019. Details are found in Part II of this Report.
F. Status of Implementation of Prior Year’s Audit Recommendations
The status of audit recommendations contained in the AAR for CY 2019, is presented in Part III of this Report. Out of the 95 audit recommendations, 42 were implemented, 26 were partially implemented and 27 were not implemented. 
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