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Preface

Public enterprises are fascinating entities. They are characterized
by a considerable degree of autonamy, social and econamic orientation
and relative flexibility in coping with the dynamic envirorment. Their
role in development has been discussed in many forums; their participa-
tion in bringing about econamic improvement and social well-being has
been analyzed in classroom discussions and international conferences.

For a country with limited resources and campeting priorities, the .
Philippines has 167 public enterprises. The extent of their contribu-
tions to national growth has yet to be assessed fully and exhaustively.
To provide directgons in research on public enterprises, Chairman
Francisco S. Tantuico, Jr. of the Commission on Audit organized a small
group of academicians, public administrators and researchers to form the
" Public Enterprise Team (PET) which can devote its energies to researches,
forums and other related activities on public enterprises. This survey
is a response to his active encouragement to PET - to look into public
enterprises with a detached and objective perspective, and to ascertain .
ways and means by which they can be assisted ard mobilized to serve their
clients most effectively. '

This study has six parts. The first part contains the introduction,
review of literatnre, conceptual framewark, methodology and limitations.
The second, third, fourth arxd fifth parts pertain to the Local Water .
Utilities Administration, the Hame Financing Corporation, the Farm
Systams Development Corporation and the Philippine Virginia Tebacco
Administration, respectively. The period covered by the study is fram
1980 to-1983. :

Each corporate study has four subparts. The first refers to the
corporate overview and organizational changes over the four-year period
under review; the second covers the aspects of internal coordination and
control; the third pertains to the financial highlights; and the fourth
to the operational highlights or accowplistments. A brief sumwmary
follows after each corporate study. The sixth part contains the
conclusion and recamnendations.

It is cur hope that our modest study will samehow contribute to the
urnderstanding of the operations, problems and conterns of the public

enterprises.
( .
AMELIA C. ANCOG

November 14, 1984
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A survey of Internal Coordination
and Control Systeans in Selected
Public Enterprises

Introducticon

A unique develomment in Philippine public administration is the
proliferation of public enterprises or govermment—owned or controlled
corporations. As of December 1983, the Cammission on Audit (COA)
listed 117 of these govermment-cwned or controlled corporations can-
posed of 18 in the field of finance, 17 in infrastructure and public
utilities, 21 in jndustrial and area develgmment, and 61 in agricul-
tural, trading ard pramotional O}j.xe-.rat:iu:wns.l

The seed money that these entities needed to start their opera-
tions was provided by the govermment fram taxes and other sources.
Subsequently, however, same of these institutions were able to
generate funds fram intexrnal sources thru their operations, while
others were able to source theilr funds from international lending
institutions or through the issuance of debt instruments, if allowed
by their charter. But a majority of them depend, and continue to
depend, on the goverrment for their operational funds, particularly
those whose functions are service—criented. The massive amount of
funds poured into these public enterprises poses a muber of important
policy and management issues, such as the extent of review and super-
vision that extermal agencies may exercise over theam, and the degree
of accountahility of corporate officers over the funds and property
of these public enterprises.

Proper and effective use of resources is crucial in public enter-—
prises because of the scarcity of these resources and the campeting
priorities that demand support. As a means of assuring effective use
ard management. of resources, internal coordination and adequate con-
trol systems became imperative. Effective coordination can be achieved
in many ways. One of these is the integration of the policy formulation
role with execution and administration at the highest organizational
level; another is the installation of a control mechanism such as in-
ternal audit and monitoring systems. Since public enterprises are
governed by their respective charters and operate within an autonancus
framework, the approaches to the implementation of a system of controls
are as diverse as £he functions of these fimms. :

This study intends to present a perspective of internal coordination
and controls practised by 4 selected public enterprises. Specifically,
it seeks (1) to assess the effectiveness of the dual role of a policy-
maker concurrently performing the function of a supervising official,

and (2) to assess the scope and effectiveness of the control systems in
these 4 public enterprises.



Significance of the Study

Under the Philippine Constitution, as supplemented by implementing
Presidential Decrees, the Cawaission on Audit has been mandated with
basic control responsibilities pertaining to govermment funds and pro-
perty. The COA's powers incluGe, among others, authority to examine,
audit and settle, in accordance with law and regulations, all accounts
pertaining to revenues, receipts, expenditures ant uses of funds and
property of the govermment, its agencies and instrumentalities. The
traditional contrqgl responsibility of the COA has been exercised in
the nature of pre-audit of transactions by COA auditors assigned to
these institutions. However, as will be taken up in more detail in a
later seetion of this study, COA has introduced control policy reforms
making its function post-audit in character and gradually withdrawing
resident auditors frcem institutions that have ;‘Lnst.%lled adequate in-
ternal control systems within their organizations.

In the light of the reforms adopted by the COA and their implica-
tions on management autonamy, a survey of existing systems for internal
control and coordination will be most timely and appropriate. The re-
sults of the study can be used by policy-makers of public enterprises
in formulating policies and guidelines consistent with the fiduciary
nature or service-orientation of functions of these public enterprises
ard the positions of its officers and employees. The insights from the
study can also be used in evolving structural arrangements so that
linkages between policy-makers and implementors can be forged to achieve
better resource management.

Review of Literatu:rga

Accountability

Inherent in the fiduciary trust given to a public officer managing
or handling public funds is the concept of accountability. 1In public
enterprises, this concept takes on three dimensions. First, account-
ability is viewed fram a legal or penal standpoint which emphasizes
strict fidelity in the management and use of public property and funds.
The Revised Penal Code of the Philippines has a whole chapter dealing
on instances that am accouniable officer may be held criminally liable
and. suffer the penalty of fine or imprisorment for acts either of cam-
mission or amission in the discharge of his duties, not only in those
instances where he could benefit pecuniarily, but also in those instances
where, though no benefit personally accrues to him, public funds or pro—
perty are lost through his consent, abandorment or negligence.3 The
secona dimensionis managerial accountability intrinsic to the nature of
accountability itself, which includes, among others, such considerations
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as check and balance, proper definition and separation of duties,
authority -and responsibility, and the availability and appropriate
use of monitoring and reporting tools. This is amplified by the
Auditing Code which vests full fiscal responsibility in management.
The third dimension is the service orientation of accountability, or
service~delivery to clients, as camonly applied to social services.
The emphasis of this dimension is on quantity, gquality, and timeliness
in rendering services to the right clients or beneficiaries.

- Part of. the acgountability component of public enterprises is a
review of the hudget which, historically and traditionally, is part
of the control system. Within this context, the Ministry of the
Budget holds the view that as long as public enterprises receive
funds from the national government, the Ministry has the right to
review the corporate budget. This view is based on the rationale
that all funds of goverrment-owned and controlled corporations,
whether fram the naticnal government or fram external sources, are
essentially part of the national funds or the entire goverrment
resources which, when utilized by these corporations, contribute to
the gross national product. It is further contended that the
funding fran the natiopal goverment partakes of the nature of
subsidies or equity contribution; consequently, the national govern-—
ment has the right, throogh the instrument of budoetirg, to revies
and inquire into how these subsidies or equity contributions were
utilized by these cm:r:mat.lons.S This study, however, does not
focus on accountability derived fram external budgeting, It rather
on the agsrect of budgeting that is intermal to the organization.

Tanaen, in a well-written analysis of control systems, integrates
control systems with accountability. Be believes that as public
enterprises grow and mature, control systems likewise develop into a
'self-reliant and self-directing system" within a framework of
accountability and as an independent part of the total public enter-
prise systamn. He also believes that "accountability is an indivisible
system that should serve equally the interrial needs of the enterprise
and the requirements of publlc authority."®

Similarly, Heath views accountability within the context of control
systems. He asserts that accountability has three features: first,
the possession of auth011ty by a person to exercise discretion over
the use of resources to carry out his assigned duties; second, the
obligation to render a report or statement of decisions and of the
measured result; and third, the means of exercising discipline or

control in the event that the tasks asmgned have not been conducted
satisfactorily.



Walsh has a wider perspective of controls. She ohserves:

"We must go beyond a financial balance sheet and
beyond statutory statements of corporate mission

to devise a framework within which to evaluate

the performance of public authorities and to judge
the organizational alternatives available to govern—
ment. " -

"The decisions and purposes of public enterprises
should Be judged on the basis of several costs and
benefits that go well beyond the legislative mission
and financial record of a single agency. The con-
duct of a public enterprise has political costs and
benefits. Its decision making process must include
consideration of camitments and constituencies of
elected officials, the perceived needs of local
comunities; the source of political support for

the corporation itself; the maintenance of integrity
that sustains public trust." 8

Her observations tie in quite neatly with the three dimensions of
accountability and go beyond the corporate mission of the public
enterprise as expressed in its charter. Accountability, as far as
Walsh sees it, includes popular support, mandate of the public,
and camitment to public service.

Coardination and Control Systems

This study focuses on coordination and control systems, which
include planning, budgeting, auditing, monitoring, and coordinating.
Consequently, the whole range of managerial and evaluative activities
may be conceptually segregated into the aforementioned aspects for
analytical purposes. ‘

Coordination may be devised intemally or externally. Internally,
organizations are coardinated thru a hierarchy of positions as defined
in the organizational chart. The details of duties and responsibilities
are spelled out in a functional chart. The chief operating officer
bears the ultimdte responsibility of coordinating the operations of
an organization.

The classic camparison often used to illustrate coordination in
an organization is that of an orchestra canposed of meambers playing
different instruments. Individually, a member would hardly make
musical sense playing his part of the score by himself alone; nor is
there any assurance that beautiful music would ensue if all the members
were to play at their own leisure. Tone, rhythm and harmony are ‘
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obviocusly needed to blerd the otherwise disparate notes and ins-
truments into a coherent and delightful amalgam of sounds we
call music. This is the task of the orchestra's conductor, as it
is also the task of the cliief executive of an organization to
coordinate, and sametimes discipline, the various manbers of his
"orchestra" to agree on a camon philosophy of service designed
to direct their energies toward the mission of the enterprise.

In quite a mumber of cases, coordination is most effectively
done through camittees. However, the success of cammittee work
depends on a positive synergy among the members —- a situation that
can be attained only if the behavioural qualities of the members
individually, and the camittee as a whole, interface harmonicusly.

External coordination, on the other hand, exists when agencies
oversee or coordinate the public enterprise for certain reasons,
such as for policy or budgetary purposes. In the Philippines,
coordination by supervising ministries over public enterprises is
well defined in Presidential Decree No. 1 which is more commonly
known as the Reorganization Act.

Planning

Planning consists of such activities as developing objectives
and goals for the campany; projecting econamic conditions that will
affect its future; formulating alternative courses of action to
reach ihe goals; analyzing consecquences of the alternatives;
deciding which programs are most feasible in the light of limited
resources; and devising methods for measuring progress toward
planned goals when a program has been chosen.?

The key members of the organization fulfill a crucial role in
the planning exercise. Their skills at persuasion and negotiation,
their grasp of facts and ficgures, their camitment to philosophy
of service - all these Influence the planning exercise, Thus,
negotiations, mutual give and take, reciprocal wyerstanding of
the requirements of other groups or sectors, make target-setting
and planning an exciting endeavor. o

Planning can%either be a top-to-bottam or bottam~to-top process.
Approaches vary, depending on many factors present in the organization.
However, the bottam-to-top approach appears to enjoy the advantage
of enhancing the camitment of the meambers of the organization to
the successful implementation of the plan. '

In this regard, it is often said that during times of crisis
and when resources are very scarce, long range or even short range
planning may no longer be relevant. However, the flexibility and
responsiveness of management to the dynamic circumstances and events
through the formulation of contingency plans will enable the organi-
zation to attain same degree of stability and security during the crisis.






He clearly states that for as long as public enterprises ask money
fram the goverrment, the Ministry of the Budget will continue to
look at corporate operations. He adds :

"Fiscal autonany is rare in practice. Vhile
there are sane enterprises which have announced
that they have gained same measure of fiscal
autonamy, this is mere fiction if we consider
the exfent of government resources which are
forthcaning to support their -operations..,” 12

wWhile this study will not look-into the scope of review of the
Ministry of the Budget over the budgets of public enterprises, we
incorporated the relevant cbservations of its Minister for they
are inputs to the intermal hudget system of the organization. As
a tool for control, budgets can be the basis for measuring extent
of use or application of resources and econamy in the spending
practices of the corporation.

Auditing

The innovations thé COA formulated and implemented have far
reaching implications on the structure and evaluation work of
the goverrment corporations. Before the implementation of the
policy of withdrawal of external auditors, management could always
rely on the audit undertaken by the COA's representative. Advice
on accounting and auditing matters could readily be availed of
within the corporation because the COA's representative was in
residence. In certain degree, the COA's auditor "participates”
in financial management.

Viith the implementation of the twin reforms - withdrawal of
pre~audit of transactions and the withdrawal of resident auditors
—~ Initiated by Chairman Francisco S. Tantuico, internal self-audit
-activities have to be undertaken by management itself. In pursuit
of these reforms, he suggests that internal control systems be
improved, accounting systems_ be manualized, and canpetent staff be
hired for accounfing units.

The importance of internal control units as an organic part of
the public enterprises was acknowledged by the Internatiocnal Congress
of Supreme Audit Institutions in its 1974 Congress in Madrid, Spain.l4
It also defired the relationships that should exist between the
Suprame Audit Institution and the internal control institution and
proposed the following recamendations :



"l. That the Supreme Audit Institutions
pranote systematically and continuously
the establishment and improvement of
internal audit systems and audit units
in the institutions subject to their
control and attach special importance to
the necessity that these units mst be
subordinated directly to the Director
of the Institution;

2. That the Supreme Audit Institutions
farmulate principles, elaborate general
rules and regulations and impose or
propose these to the institutions sub-
ject to their control, in order to
guarantee an efficient operation of
the internal control system and insti-
tutions;

3. That the internal control Institutions
include in their auditing activities
the control of econamic management and
its results;

4. That the Supreme Audit Institutions in
their respective report to Parliament
sulmit their evaluations as regaxd the
volime and efficiency of internal
control and its results, provided that
this is compatible with national legis-
lation." 15 '

The Auditing Code of the Philippines embodied scme concepts
contained in the above recawnendations. Thus, sections 123 and
124 define very clearly internal control systems and the require-
ment that these be installed in all agencies, offices and units
of govermment.l16

A strong angd adequate internal control system is one of the
pre-requisites for the withdrawal of resident auditing. The other
conditions are an operations manual or a set of written instruc-
tions containing the operatinc and accounting systems and procedures
of the agercy or corporation; and the establishment of an internal
control unit or the designation of a responsible official to monitor

and continually appraise the existing systems and procedures. 17
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There are two phases in the withdrawal of a resident auditor.
The fivst is the initial evaluation phase, where a team of COA
auditors assess the intermal control system of the agency or
corporation. Weaknesses and strengths are identified and recommend-
ations are made to improve the control systems. The recommerdations
are transmitted to the corporate head so that he can monitcor the
changes and suggest Improvements in the system. A post evaluation
phase follows after six months or more fram the date of initial
evaluation to ascertain the readiness of management to undertake its
own fiscal management without the presence of the auditor.

To date there %re about 23 public enterprises which no longer
have resident auditors. The first to enjoy this privilege is the
Naticnal Heme Mortgage Finance Corporation whose auditor was with-
drawn in 1981. The QOA's plan of witldrawing resident auditing is
contimicusly being implemented. .

Parallel with the above discussed reform is the withdrawal of
pre-audit. In the past, transactions were reviewed by the avditor
before any disbursement was made. This practice was criticized be-
cause transactions were delayed and also because it was perceived
to be an intervention in what critics called a purely management
decision of an enterprise in settling its cwn affairs. As the new
leadership in COA envisioned changes, management was encouraged to
develop its capability to handle its own transactions. A series of
ciraulars were issued by COA, gradually reducing the pre-audit
functions of the auditor. In Circular No. 82-195 dated September
15, 1982, only five activities are subject to pre—audit but are not
pre-requisites to payment of claims. These include review of
contracts for infrastructure, consultancy, documents relative to
the acquisition of real property by the goverrment for public use,
evaluation of on—going infrastructure and other construction projects,
and inspection of deliveries of inventories such as food stuffs,
medicines, supplies, materials and the like.

Iocation of the Internal Audit Unit

The internal audit unit must be custam-made to fit the needs of
the corporation or agency. However, the most essential criteria for
locating it areacgess to the highest executive official and indepen-
dence in the exercise of its functions., Sawyer succintly caments on
this requirement in this manner :

"Indeperdence is more than a slogan. It is a
climate in which the auditing ¢rganization
neads to live and breath and function. Internal
auditing is a professional activity. Its task
is to make professional judgements. It there-
fore demands the highest type of detachment,
integrity and objectivity."
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"These attributes atrophy in the absence of
practical independence. Thus an independent
reporting status that permits the maintenance
of the objectivity removes the internal audi-
tors fram effective dependence upon the people
whose activities they audit is utterly essen-
tial. This desired result is caming to pass."19

"The ideal reporting relation,” he further elaborates,
"should be a_solid line to a top executive to assure consideration
of audit recamendations and access to all operations in the enter-
prise; and the dotted line to the board to protect internal dis-
pleasure on the part of the Chief Executive Officer."20

Holmes and Overmyer likewise amphasize the duty of the internal
auditor to freely review and appraise policies, plans and procedures,
but his review and appraisal does not in any way relieve other per-
sons in %19 organization of the primary responsibilities assigned

to thenm.

In public enterprises in the Philippines, there is no specific
practice or requirement regarding the location of the internal
audit unit. Neither is there any particular structural or adminis—
trative uniformity of the internal audit office. This may be due
to the evolving nature of this unit.

Monitoring

of the information that are sent for corrective action to the appro-
priate members of the organization and thru viable channels. Briggs
emphasizes the need for standards by which deviations may be identi-
fied when the monitoring system is used.<?

Houck specifies certain elanents of monitoring, which he calls
control of fupctional operations. These elawents are - (1) an
information system that records the progress of an activity or
group of activities for a specific length of time. The information
system must include a description of activity steps or phases and
qantitative or qualitative measure for tracking the progress of
achievement level of the activity; (2) a structural organizational
elament to which the activity is assigned; (3) a formal reporting
dgcxment for generating feedback of achievement level to the super-
Vlisor or manager of the Operating unit; (4) a planned or predetermined
activity measure against which actual achievement measures can be

caupared; and (5) g decision—making Capability that exists within the
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organization unit that will take dction to bring the achievement
level in line with planned level. 23

The desirability of having documents and reports for monitoring
wag enphasized by MBowe who asserts that for "the system to operate
effectively, it is essential that management of enterprises prepare
special reporting manuals or worksheets with a few selected vital
performance indicators to provide itself with immediate signal areas
requiring special attention. Variances in the execution of plans
are red lights for management action." 24

He further elaborates that predetermined information elements
are several It the most important ones include highlighting of
essential key indicators, focusing on crucial problems and major
opportunities, pointing ocut anticipation of a reaction to expected
problems, representative quantitative data on tremds in key ratios
of performance that may be used for strategic decision, rescurce
allocation and corrective decision.

The monitoring functions may be lodged in a corporate planning,
financial services or internal audit unit. But the exercise of the
monitoring function, may,  from a wider: perspective, be done fram the
first line of supervision to the succeeding levels. The more active
the first line levels of supervision are in fulfilling monitoring,
the lesser will be the burden of monitoring at the top level of manage-
ment.

Methodolﬂogz

This research hopes to test the relationships of certain variables
which may influence or enhance internal coordination and control and
the effective use of resources. A rather unique organizational as-
pect in public enterprises in the Philippines is the role of the chief
executive officer as a policy-maker since Republic Act #2254 specific-
ally provides that the CEDO should likewise be the Vice Chairman of
the Board. 26 Hence, this study will alsc examine the consequences
of his dual roles.

The following hypotheses will be tested:

First, internal coordination is effective
when the policy-maker concurrently performs
supervisory function over specific depart-
ments. or group of departments;

Second, internal coordination is facilitated
by the presence of internal control systems;

Third, effective use of resources is enhanced
by the existence and operation of control
systems.
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To attain this objective, a review and analysis of the structural
and functional relationships of departments and units will be under-
taken in the following areas: first, functional relationships between
the director and supervising officer with the supervised departments;
secornd, the functional relationships between the control units with
line departments; and third, the functional relationships between the
control units and the Chief Executive Officer and the Board.

Four public enterprises were chosen to represent the major sectoral
graupings. These are: Local Water Utilities Administration (IIWUA) and
 Farm Systems Dev@lopment Corporation (FSDC) to represent the public uti-
lities and infrastructure sector; Hame Financing Corporation (HFC) to
represent the financial sector; and Philippine Virginia Tobacco Adminis-
tration (PVTA) to represent the agricultural, trading and promotional
sector. .

For purposes of analysis, we simplified the hypotheses in this
manner: the dual roles of the chief executive officer as administrator
and policy-maker facilitates internal coordination; and the presence
and operation of internal control systems (units) facilitates super-
vision and coordination and the effective use of resources. Since the
research is principally exploratory, rigid methods of establishing
causal relations will not be attempted.

Control units/systems will include planning, budgeting, auditing
and monitoring., For this study, these are treated as structures. On
the other hand, participation such as camittee activities, conferences,
cammunication and leadership style are considered processes. Results are
outputs ensuing fram the effective use of resources. The diagram of the
relationships of the variables is shown below.

Intervening
Independent Variable Variable Dependent Variable
Dual role of policy-
making and adminis- ~ -—— processes --~ Internal coordination
tration
Px?esence and opera- internal coordination & supe
tion of control -—-  processes ~== vision and effective use of
systeams (units) resources

Effective use of resources are measured in terms of meeting of

targets, reduction of operational expenses, profitability, and overall
performance of the enterprise.

Comittee type of activities, involvement in decision-making of
the various levels of supervision, and leadership style are treated as

intervening variables called processes which influence the results or
outputs.
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Sources of Data

Data were obtained fram annual reports, official documents and fram
interviews of key officers based on an interview guide. Similarly, data
inferred fram observations were taken into account in analyzing the infor-
mation gathered through formal methods. The reports for the years 1980
to 1983 of the public enterprises were used extensively and were supple-
mented by Cammission on Audit reports.

Analytical Tools

Canparison of changes in functions and structures from 1980 to 1983
were undertaken to ascertain improvements in the public enterprise.
Analysis of the incame statements and balance sheets as well as opera-
tional data were made to assess the overall performance of the public

enterprises. Thus, a camparative, historical, and descriptive approach
i1s used in evaluating the data.

Limitations

This study is essentially an exploratory research. Empirical ex-
periences in selected public enterprises were sought and documents were .
reviewed so that relationships between coordination and control systems
and effective use of resocurces can be ascertained. However, since the
survey covers only four years of the operations of the corporations
chosen,- analysis of relationships between independent and dependent
variables were made generally through inferential analysis. Nevertheless,
financial data were reviewed to assess financial perfopnance and conse—
quently, use of resources.

The rather abnormal econamic factors which began in the early eighties,
ard which continue to prevail, were often mentioned by the administrators
or chief executive officers as crucial coristraints to high performance.
These were taken into consideration in assessing corporate operations.
Examples of these constraints are the reduction of subsidy or equity con-
tributions by the national goverrment to the public enterprises and other
restrictive policies on the use of resources. Similarly, the high finan-
cial charges on foreign and local borrowings also affected the available
resources for operations. These circumstances were considered in the
analysis of the data obtained in the survey.

The data-gathering efforts were hampered by the confidentiality of
sane reports, by the unavailability of same key respondents, ang by the
reticence of a few to provide extensive information. Same high officials
were unavailable for interviews because of their busy schedules. Hence,
sane information obtained fram lower officials were, to the extent possible,
corroborated by documentary analysis.

While insights were drawn from the internal control evaluation reports
of the Comission on Audit details fram them were not incorporated in the
study to preserve their confidentiality. However, related or cauplamentary
data on the results of internal control evaluation were obtained fram in-

terviews with management officials and documents provided by the public
enterprises. ' :
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TOCAL WATER UTILITIES ADMINISTRATION

Corporate Overview

On May 4, 1971, the Presidential Economic Staff, entered into
an agreement with wWilson-Montgomery to undertake engineering and
management services and to conduct provincial/research studies.
Its ocutput was entitled "Report on Proposed Institutional Deve-
lopment in Support of Improved Urban Water Systems." The major
finding in this report dated March 1973 was that most water
utilities in the provinces were antiguated and badly in need of
repairs and maintenance and that without exception, they have not
kept pace with subsequent commmity growth.

Consequently, the report proposed a nationwide plan for long-
rarge develomment of water and waste water systems in provincial
urban areas. The plan was "designed to encourage the future
development of water utility system? that are efficient, strong-
ly managed and locally controlled."

In response to this recommendation, the Provincial Watexr
Utilities Act of 1973, also known as Presidential Decree No. 198
was approved which declared as national policy the formation,
maintenance and expansion of viable water supply and waste waster
disposzal system in urban areas and in the provinces. Subsequent
amenduents are contained in Presidential Decree Nos., 768 and
1479, enacted on August 15, 1975 ard on June 11, 1978, res-
pectively. The decree created the Local Water Utilities Adminis-
tration and authorized the formation, at the option of residents,
of self-reliant and locally-managed water districts to serve as
conduits for the construction of modern and efficient water sinks
and sewerage system.

Briefly, the functions of LWUA are as follows:

1., serve as a lending unit to water districts on
concessicnary tems to expedite the improvement
of capital facilities;

2. train water districts as well as LWUA persannel at
all lewvels;

3. assist water districts on technical matters
specifically on feasibility studies, designs,
construction, utility operation, maintenance,
management advisory services in institutional
development; and,

4. review rates, provide standards concerning per-
formance materials and equipment as well as
operating guidelines, and monitor performance
against these standards and ensure <ampliance with
the same.
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Organization Structure

Acting as the governing and policy-making body of LWUA is
a Board of Trustees, camposed of five members. The General
Manager who is also ex-officio member of the Board exercises
general supervision over three operating departments of LWUA.
Under the 1980-1981 organizational structure of ILwWla, the General
Manager exercises supervision over: (1) Engineering Services;
(2) Regulatory Services; (3) Loans and Programming Services and
the staff offices attached to it, specifically (1) Public Affairs
Office; (2} Office of Corporate Finance Officer; (3) Office of
Corporate Legal Counsel; (4) Water Supply Training Center;
(5) Management Staff; {6) Project Procurement Office and the
major support department, the Administrative Service Department.

The Staff Services of the Office of the General Manager {OGM}:
Project Procurement Office (PPO)

The PPO's major function is the procurement of equipment
and other supplies for LWUA. It maintains and updates records
of all purchases to assure compliance with LWUA's technical
specification, and performs liaison work between LWUA, the Water
Districts suppliers and other government agencies. This office
did not undergo any organizational changes from 1980-1983. It
has two divisions, namely: the Procursment Division, and
Monitoring and Inspection Division.

Transfer of PPO

Tn 1979, PO was attached to the Administrative Services.
However, such a set-up did not prove to be effective due to the
following reasons:

1. Since all documents pertaining to PPO go through OF1,
delays were incurred due to the long line of camaunica-
tion from the Assistant General Manager to the Adminis-
traticen.

2. Prcoursnent in L¥UA involves highly technical and com-
plicated specifications. These details call for a
superior who is an engineer.

3. The nature of the function is a highly sensitive one
becausz the purchases involve substantial sums of money
and annexing PPC to OGI! will deter any cornivance at the
cperating levels.,” *
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Public Affairs Office (PAD)

PAO performs the marketing function of IWUA. It undertakes
information and educaticnal programs as well as other projects
and campaigns and serves as the cammmication channel between
LWJA and the Water Districts. It also serves as a conduit for
dissaminating information on government programs and water
systen develomment. The divisions under PAO are the Public
Relations Division and Production Division. The PAQO has not
undergone any change in its set-up for the years 1980-83.

Office of Corporate Legal Counsel (OCIC)

The CCIC hardles legal matters and counselling, renders
opinions on legal matters, handles civil, criminal and adminis~
trative cases, prepares contract documents and other agreements.
During the preliminary phases of water district development,
it conducts investigations, and formilates recamendations
regarding water district loan acquisition, rights of way and
appropriation.

Change in napme of OCLC divisiong

In 1980, there were two divisions under OCLC which were

the a) Contract Admin. Division and b) Irvestigation &

Research Division. With the 1982 revamp, however, a minor

renaming of divisions occurred. The Contract Administration

Division became the Contract Administration & Research, and

the Investigation and Research became Litigation & Investl-
~gation. This structure continues to exist.

Water Supply Training Center (WSTC)

In line with the need for adeguate and continuous training
for Water District personnel at all levels of operations, the
WSTC was created. Saninars, conferences and forums are conducted
to achieve this goal. A separate building houses the WSTC and
it is well-equipped with a camplete but gnall-scale water sinks
systan to provide hands-on training. There are alsc Regional
Training Centers outside of Metro Manila. It also develops,
designs and implements water supply engineering courses, cadet-
ship training program, operator's certification program and
other technical develomment courses for LWUA, Water Districts
and other govermment entities. Local scholarship involving
technical programs are also made available to the Water District's
personnel. For the whole duration of the pericd under study
1980-1983, Water Supply Training Center was restructured.
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Office of Corporate Finance Officers (OCFOQ)

The OCFO provides the agency with accounting and controller-
ship services like bookkeeping, financial reporting, budgeting
and cash management.

It keeps the books of accOunts in order and with the corres-
pending inputs, draw up financial reports to management and
other offices. Requests and requisition for payment are pro-
cessed by this office upon assurance that the supporting documents
have been campleted in accordance with the accounting and auditing
procedures’ as well as management policies. Before this, however,
OCFO obligates and camits funds and certifies to its availability.
It is also entrusted with the task of consolidating the draft
budget and reviewing budget estimates sulmitted by all departments.
Based on this budget, final estimates for IWUA's projects are
‘proposed and justified.

In 1980, a new department was created, namely: the Project
Accounting Department (PAD). The PAD inherited the functions
formerly performed in 1979 by the Accounting Department and
Budget Operation Department. This departiment specializes in
transactions inveolving the Water Districts including the following:
1) billing and collection; 2} project costing; 3) foreign loan
accounting and payment of all project related claims. Transactions
other than those pertaining to the Water Districts are under the
General Accounting Division which takes care of financial reporting,
disbursement of funds for in-house operations, payroll preparation,
payment of office supplies and equipment and processing of travel
claims. The Budget Operations Department remained under the res-
ponsibility of the Office of the Corporate Finance Officer in 1983.3

Transfer to Finance Services Department (FSB)

In the reorganization in 1982, the Qffice of the Corporate
Finance Officer was merged with the Loans and Programmiing
resulting in the Financial Services Department. The corporate
finance officer was retained and the two divisions, General and
Project aAccounting were cambined under the Accounting Department
with the two renamed as divisions. No further changes were made
in 1983,

Management Staff

The Management Staff studies the systeams and procedures, conducts
operations audit, and recomend improvement in areas found deficient
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~or needing changes. Upon approval of the recamendations, it
monitors the performance of the units concerned. It also

prepares manuals. This department was originally formed in
1979 and remained as such until 1981.

Creation of the Internal Control Officg

When IWUA was reorganized in 1982, the Management Staff expande
its structure to include the Internal Control and Systams &
Camputer Services Divisions. This was renamed as Management
Office. The creation of the Internal Control Division is a
respanse to the policy of COA, withdrawing resident auditors

in public enterprises. While the Management Staff was vir-
tually performing the internal control functions before 1982,
the creation of a division specifically tasked with the
function of reviewing the operations of IWUA was perceived to
be necessary. Getting the right people to do the job proved
to be a problem. Moreover, the Management Staff personnel were
too few, to assume a broader area of responsibility. Thus, a
merger of Management Staff with another department which was
capable of performing the internal control function was propose
Before 1982, the Water District audit function was undertaken b
the Advisory Services (Water District management audit was one
of its divisions), and Analysis & Review Services (Fiscal moni-
toring one of its divisions). The Officers of Requlatory
Services argued that the audit of Water District should really
be their responsibility since its foremost function is to make
the Water Districts viable, The Analysis and Review Services,
on the other hand, insisted that the sanctions that would
enhance the effectivity of control systems were in their hands.
The Regulatory Services' avgument proved more convincing and
was granted full jurisdiction over Water District audit. How-
ever, this led to the transfer of intermal control functions

to the Management Staff. In 1982, the Camputer Services Divi-
sion was created, although plans for camputerization have been
underway in earlier years. No changes occurred in 1983.2

Corplan

It was only in 1982 that Corplan became a formal unit. However
since 1977, IWUA had corporate planning sessions among represent-—
atives from each department. A trial Corplan was held in 1980.
Each department sulmitted its plan for the year, with the correspon
estimates of expenses, resources, cash flow, and manpower requireme
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Responsibility of Corplan

Inasmuch as the emphasis of the Corplan sessions up to
1981 was on finance, specifically on the formulation of
the budget, the responsibility ror the Corplan sessions
was vested upon the Office of the Corporate Finance
Officer with the budget division playing the most active
part. The result of these Corplan sessions were not
always realistic and not unified because each department
was concerned only with its own goals, although the group
also worked out a corporate master plan. In addition to
this, the CFO, as head of the Corplan Comittee, was ful-
filling two important functions on a concurrent capacity.5
With the implementation of 1982 reorganization, Corplan
became a separate-unit reporting directly to the General
. Manager. o '

Operating Departments

Engineering Department

The Engineering Department provides technical assistance
to Water bistricts fram the planning, design and construction.
First studies are undertaken on the feasibility of setting up
Water District in cities and municipalities. Upon identifica-
tion of prospective areas, the state ot water supply facilities
is assessed. With these outputs, the structural, architectural,
and mechanical design of the proposed Water District i1s made.

Based on these plans, the construction of water facilities is
initiated.

Abolition of sewerage and transter of field operations

In 1980, 6 departments were under the Engineering Services,
namely: 1) Water Resources; 2) Planning; 3) Design;

4) Construction Management; 5) Field Operations;

6) Sewerage. With the 1982 reorganization, saue changes were
made and most praminent of these were the abolition of the
Sewerage Department and the transfer of the Field Operations
Department to the Regulatory Services.

The Sewerage Department specialized in the disposal of waste
water. However, tnis department did not generate a favorable
response from the market, primarily because of the nature of
its activities. Consequently, the department was scrapped.7
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On the other hand, the Field Operaticns Department was
eventually transferred to the Regulatory Services. The
transition was a most natural one because even before
this move came about, field operaticons had been closely
coordinating with the Regulatery Services, since it was
concexned with the development of facilities, an activity
that starts with a campleted Water District. In this
respect, the department rightfully belonged to the Regu-
latory Services, which was also responsible for the post-
construction phase of Water District formation.8 In 1982,
the Water Supply Design Department was renamed the Design
Department, Water Resources became Water Resources Deve-
lopment Department, and a new division was created under
the planning department, the Special Projects Division.
In 1983, no changes were made.

Regulatory Sexvices

The Regulatory Services works closely with the Water
District organization by enhancing its capability. The Water
District is turnmed over to the Regulatory Services upon physical
campletion of the facilities by the Engineering Services. In
effect, the Regulatory Services supplies management assistance
as differentiated from the technical assistance. Furthermore,
it takes charge of formulating measures on Water District
operations and monitoring and evaluation of Water District's
performance. A more crucial function of the Regulatory Services
is the recammendation for approval or revision of the program of
work, a requirement for the granting of mini-lcans. As early as
1980, three departments were under the Regulatory Services and
the department had two divisions each. It is interesting to note
that in the previocus years, there were no divisions in the Depart-
ment., Despite this arrangement, there was no backlog since only
few Water Districts were formed during that time and the functions
of the two divisions could be performed by a single division
(departments were called divisions then). However, with the
increase of Water Districts proper delineation of functions
became imperative to ensure efficiency of performance. Thus in
1980, the structure was as follows: a) District Formation
. Department with Water District Fommation Division and Monitoring
and Evaluaticn Division; b) Advisory Services Department with
Water District Institutional Develomment Division and Water
District Management Audit Division; c) Comvercial Systems Department
with CPS Installation Division and Water Rate Review Division. On
the whole, not many structural changes were effected in the
Regulatory Services fram 1980 to 1983 except the transfer to it
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of field operations from Engineering. As a result, its two ‘
divisions were renamed from Pumps and Machinery & Water Quality
Control to Facilities Development & Water Safety Division, the
Camercial Systans Department simply became Water District
Systams. All these changes occurred in 1982.

Loans and Programming Services (LPS)

The Loans and Programmuing Sexrvices is primarily TWUA's
financial assistance arm to Water Districts. It acts on loan
applications for Water Districts and monitors Water Districts'
campliance with loan agreements as well as its own campliance
with covenants with foreign lending institutions. Before a
loan is granted to a Water District, the Ioans and Programming
Services also performs its own audit of the Water District to
assess its financial standing and capacity to repay the loan.
While the Regulatory Services performs a similay function, LPS
concentrates on the financial aspect.

The Regulatory Services focuses on the management aspects.
IPS formulates activities, evaluates the loan proposals of LWUA
and sets the pace of lending. '

Changes in toans and Programming Services Strucihure:
Result Of a4 merge

Among all the services, the LPS has undergone the greatest
changes because of a merger of two units effected during

the 1982 reorganization. Tn 1980, three departments were
wder the IPS, namely: 1) loans operations; 2) analysis

and review; and 3) programs. With the reorganization, the
Analysis and Review Department was absorbed by the Management
Staff, the Financial Studies Division was transferred to the
Loans Operations Department and the responsibility for

fiscal monitoring was turned over to the Water District
Management Audit of the Regulatory Services, Taldng the
place of Analysis and Review in the LIPS, 1s the Office of
Carporate Finance Officer, which was also merged with IPS.
Upon transfer of OCFO to LPS, the General Accounting and
Project Accounting Departments were relegated to division
levels under the Accounting Department. The Budget Operations
Department was maintained and renamed Budgeting & Cost Control
Department. These two departments remained under the super—
vision of the intermediary officer, the Corporate Finance
Officer. Programs Department was renamed Programs and
Research and the IPS was renamed Financial Services. This
was undertaken to streamline the functions of Corporate Finance
Officer which in the first place performed functions closely
related to those of the LPS.
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- Administrative Department

The Administrative Department is considered IWUA's major
support department. It provides basic services like recruitment,
payroll administration, benefit plans, performance evaluation,
transport services, and typing and stenographic work. Records
keeping and property management are centralized in this Services.
The Medical and Dental Clinic is handlied by this Services.

Structural Changes

Fram 1980 to 1982, the departments under Administrative
Services were 1) Personnel and Records Services; 2)

Property Management; 3) General Services; 4) Travel

Services; and 5) Medical and Dental Clinic. The Perscnnel
ard Records Services constitutes a new department as of 1980.
This set-up was implemented to centralize the task of records
keeping since in the fommer structure, central records was
handled by one department and personnel records by another.
Clerical services under General Services Department is a
merger of the reproduction division which was fommerly under
property management and typing and secretarial services under
the General Services, now foming the clerical services.

In 1982, this set-up was altered even further. The Personnel
& Records Department was split into the Personnel Department
and Records was transferred to the General Services resulting
in the Records and Office Services Departments. The divisions
under Personnel Department are : 1) personnel; 2) medical/
dental divisions under the Personnel Services Department.
Those under the Records and Office Services Department are:
1) secretarial and typing pool; 2) reproduction; and 3)
cashiering. Since then, no other changes were made in the
structure.

Area Supervisors : Decentralization Scheme ‘

Same projects sustain losses after they became operational.
While there are several possible causes of tailure, the degree
of supervision is sametimes thought of as one cause. A
reliable respordent opined that the failure could stem fram
deficiencies on the organizational structure. He felt that
ideally, one officer should oversee the project fram the pre-
development stage to post development Each phase in the for-
mation of a Water District is handled by a group of departments,
and transferred to another group of departments, upon campletion
of the activities pertaining to each phase.
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He also perceived that supervision is samewhat fragmented
resulting in the buckpassing of responsibilities among depart-
ments. He suggested that a more responsive structure should be
organized on a geographical or functional basis.

An organizational arrangement using geographical factor as
basis for supervision presently exist on an experimental stage.
Thus, under Office Order No. 271-83, positions of six area
supervisors had been created. They are accountable for the
attainment of performance targets of Water Districts on his
area. The duties of the Area Supervisor are :

a. Coordinate all IWUA activities in his area, and,
in this connection :

1. Participate in feasibility study, design
and project review meetings, and _

2. Draw up an annual consolidated area plan
detailing :

a. capital fund requirement

b. schedule of facilities improvement

¢. yearly targets

d. assistance needed fram other IWUA units

b. Supervise the rﬁanaqanent advisors under his command

C. Regularly submit accanplishmfxft report to the Advisory
' Services Department Manager.

It is pramature to assess the effectiveness of the new structure
for field supervision because the experiment is relatively recent.

The Effect of the Reorganization of Ioans and Programming Services

The Financial Services, created in 1982 through the recrgani-
zation of the Loans & Programming Services and the Office of the
Corporate Finance Office was intended to streamline the functions
within one group. However, this has also resulted in the abolition
of the Analysis and Review Department which was formerly under the
IPS. The functions of the Department are extremely crucial.
Simultaneous with the management audit performed by the Advisory
Service Department of the Regulatory Services, the Analysis and
Review Department also performs financial operations audit and
monitors Water District campliance with loan covenants. A team
report is campleted based on the findings of both departments
arx] appropriate courses of action are subsequently plotted. With
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the 1982 reorganization, the cperations audit function was
transferred to the Advisory Services Department of the Requ-
latory Sexvices, thus eliminaking the counterchecking device
provided by the Analysis and Review Department. 12

Developments in 1983

No changes in the crganizational structure occurred in 1983.
Hiring was at a standstiltl because of an impending reorganization.
The Ministry of Budget after its review of the structure and the
staffing pattern, recammended the reduction of the mmber of
departments, thereby leaving only two, I}amely: the Operations
Department and the Finance Department. L3 a canpramise was
reached and the most important changes were made in the Office
of the General Manager with the reduction of the officers
reporting to him, fram four to two. The Public Affairs Office
and the Water Training Center were transferred fram the Office
of the General Manager to the Administrative Services Department.
The other changes were the transfer of the Programs and Research
Department fram the Financial Sexvices to Corplan. The Project
Procurement Office was transferred fram the Office of the General
Manager to Financial Services as a division under Treasury. This
structure is effective in April 1984.14
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ASPECTS OF COORDINATION & CONTROLS

The following is a discussion of certain aspects of control systems,
the roles of the various units in controls and the participation of the
chief executive officer in coordination and control.

Camnittees:

Price Escalation and Pre—Qualification Bidding and Awards
Canittees

Two important comittees which form part of ILWA's regular
operations are the Price Escalation Cammittee and the Pre-~
Qualification Bidding and Awards Coammittee (PREBAC). The
Price Escalation Comittee was created inm 1977 to evaluate
the prices presented by contractors. It acts as a recamend-
atory body o the General Manager and the Board of Trustees.
The members of the camittee are the following : Manager of
Construction Department, Manager of Design Department,
Manager of the Project Procurement Office, Manager of the
Management Services Office (MO), and a lawyer. The PREBAC
has always been part of IWUA's organization since the start.
It is part of the General Manager's staff. Its main function
is to evaluate bids of contractors.

Executive Committee (EXBEOOM)

The Executive Camuittee (EXECOM) is camposed of the four
Assistant General Managers with a representative fram the
Management Sexvices Office (MO) acting as secretariat. It
was created in early 1983 by the General Manager to "assist
the General Manager in decision-making and act as a quality
-circle." It is basically "Recammendatory in nature'l’and
should concern itself with "issues that afifect the whole
corporation.” It was intended to act as a "premier body within
IWUA next to the Board of Trustees.” The regularity of their
meetings depend on the availability of the members and the
scope of the matter to be discussed. Same issues that the
EXBECOM was concerned with were the following: the 1984
organization structure, takeover of a water district, and the
overseas training program.

Managament Advisory Council (MAC)

The Managament Advisory Council (MAC) is a "union-like" group
canposed of the rank and file. It conducts pericdic dialogues
with the General Manager ard the usual agenda are those pertaining
to employee benefits and its interests. The officers of the MAC
are selected among themselves.
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staff Meetings

staff meetings are held after Board meetings, usually every
ther Thursday. All Asgistant General Managers and heads of
ficers under the General Manager meet as a cammittee with the General
lanager. They discuss with him the status of their operations. These
sessions also facilitate the sharing of information in the organization
ecause any developments in Board meetings can easily be tranamitted

0 the officers.
lanning and Monitoring:

Corplan Staff Planning

Carplan's contribution to THUA is very significant in that
it has given divection to the corporatian's efforts. Whereas
befare 1982 when a Corplan staff was not yet established, the
Corplan sessions resulted in departmental plans, the Corplan
staff produces an integrated plan.23This contains key result
areas, or criteria by which their projects will be monitored.
This achicvement is evidenced by the Corporate Plan 1982-1990.2%

In formalating goals, Corplan has adopted a systematic
technique. Through a decision tree process, a set of al-
ternatives is developed using as bases an assumed amount
which it may receive as govertment infusion. Fram this
flow another set of alternatives such as either strengthening
an existing water district or foming a new one. Integrated
in its system of formulating goals is their practice of gcann:mg
the envirament and its implications to IWUA's targets.

Monitoring

Corplan monitors LWUA's operations on a macro level, using as
basis the reports of each cperating service. It sukmits a quar-
terly report to the General Manager and makes recammendations on
problem areas.26

Monitoring by the Requlatory Sexvices

Purpose of the Management Audit

One of the major contributions of the Regulatory Servu:es in
the attainment of LWUA's goals is its monitoring of Water District
performance. The Regulatory Services performs management audit
of Water Districts in order to provide feedback cn the "effective-
ness and efficiency” of operations.
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Management audit is conducted for a number of specific reasons.
In same instances, such a move must be made to help solve a problem
of that Water District, or it may be done as a preventive measure
for these potential problems. These are usually financial in nature
like decrease in revenue or a drop in "development points" manifested
through the Development Indicators. Equally important are other
factors like morale and the rate of decision-making. Through these
field inspections, informmation fram financial and anmual reports
tranxnitted to IWUA are verified as to its reliability. In addition,
conducting a yearly management audit of all Water Districts is an
integral part of IWUA's cperations as a regulatory agency. The
following aspects are the focus of the yearly audit: "1) previous
year's nanagerial performance; 2) campliance with Water District
rules and regulations as well as institutional developrent gquidelines
and standards of IWUA; 3) feasibility of Water District's long range pl:
and strategies; and 4) institutional development and financial status.”
Lastly, this audit program is done in accordance with loan agresments
with foreign organizations like the Asian Develomment Bank in order to
ascertain that the funclf are being used as per the conditions upon whicl
the two parties agreed. 8

The Managament Audit Team

The audit is conducted by a team camposed of representatives fram
the Requlatory Sexvices and a few from the Financial Services. The
group may take a week in accamplishing this task but the schedule may
' vary depending on the size of the district and the magnitude of work
to be done.?? '

Institutional Developnent Indicators

The Institutional Development Indicators work as a guide for the
growth of the District. Emumerating particular organizational operatior
corditions sexrves to focus the district's performance on the gxa.gher
priority items and achieve more in terms of positive results.

- Phase I indicators pertain to new Water Districts while Phase IT
indicators are adopted 6 months before actual intensive reformation of
the system. For each phase, a maximm 168 points can be attained. The
rating system is divided into 4 ftages representing the degree to which
an indicator is being followed.>

Phase I indicators are measured in the following manner. Regarding
job description, a Water District should at least be able to formulate
job description according to its organization chart as well as state
the minimm qualification for each position. A rore developed Water
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District would be one where at least 90% of the staff meet the minimum
qualifications and are carrying out their specific duties. Another
indicator measures a Water District's capability to prepare a schedule
for budget formulation and approval, and camply with this. Other
measures include: 1) the number of custamer accounts in arrears is

not more than 10%; 2) the amount of pills paid in time is not less than
85% ard 3) by the 10th working day of each month, the district manager
should h%iée received all financial statements and reporis to be sulmitter
to LWUA.

The succeeding statements pertain to Phase IT indicators. A Water
District should have concrete basis for searching ocut and eliminating
illegal comnections through policies and programs and consequently
implament ‘these. A Water District should have at least the basic tools
and equipnent needed to keep the system in good operating condition and
keep these maintained and closely controlled. Training in Water District
can be measured through the training programs conducted and the incentive
established and implemented. Another indicator is whether the water
source canplies with the "Philippine National Standard for Drinking
Water." An indicator regarding records and data is the "accurate deter-
mination and record of: 1) billing costs, 2) specific costs, 3) Meter
maintenance costs, 4) production cost, 5) user conswr%tion patterns,

6) water quality patterns, 7) personnel performance.” 3

Budgeting

The Budget and Cost Control Department (BCCD) has very strong ties
with Corplan because the Corplan staff starts the budgetary processes
by identifying the goals for the year as well as projects based on the
amount of funds available to the corporation. The BOCD, together with
the other detpartments, abides with specific guidelines that Corplan
has formulated. A variance analysis of each department's budget is
prepared on a monthly basis. In this manner, the need for additional
funds may be identified and a realgirment of the budget can be a.rra.nged.3
First, the department concerned will have to write a memo to the General
Manager requesting for realigrment and stating the reasons for such an
appeal. Depending on the reasons presented and the availability of
funds fram other departments, the General Manager approves or rejects
the proposal.35 The BCCD should ke credited with the significant achieve
ment of exerting conmtrol over the budget, thereby assuring that the actua
expenditures do not exceed the approved amount.
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The Camission on Audit (COA)

The Commission on Audit's policy of withdrawing resident auditors
is implemented in agencies and corporations which have strong internal
control systems. Thus, a pre—condition to the withdrawal of the auditor
is COA's pre—evaluation and post-evaluation of the internal control
- system (ICS) of the public enterprise.

In 1981, a team fram COA assessed LWUA's internal control systen.
The team recommended same improvements in the organizational structure
to eliminate overlapping of functions, strengthen check and balance
and the accounting controls including the fixed asset and property and
supplies management. Also mentioned in the evaluation report was the
need for contirmous updating of mamuals.3® The General Manager assigned
to the Management Office the responsibility of reviewing existing systems
and formulating proposals with a view to implementing COA's recammendatic

The Management Office (MO), later renamed as Management Services
Office, reports regularly to top management, as well as COA, the progress
of the implamentation of the recammendations. The following are samples
of the responses to (OA's recamendations:37

"The MO has started documenting, updating and improving
the present office manual. Our initial study substan-
tially covered the areas of collection, billing, dis-
bursanents and payroll procurament of fixed assets and
materials and supplies systems, which were mentioned in
your 1981 report. We expect to camplete this by the end
of the year. Starting 1983, we shall be going into
systems studies of TWUA's operations to came up with
operating manuals".

"The overall systems for both fixed assets and materials
and supplies were re-aligned, and appropriate assignment
for segregation of responsibilities and functions between
PMD and CAD were delineated to achieve the system's
objectives including the integration of appropriate
internal control”.

In 1982 a second evaluation was undertaken by COA, and a consider-
able number of its recammendations were found already implemented.
There were, of course, areas were continuing improvements were needed
sach as strengthening of accounting controls, proper documentation and
monitoring of consumption of supplies and fixed assets inventory taking. z

LWUA's response to the measures prepared by COA brought about a
reorganization, a thorough system's review and the strenghtening of
the Management Sexrvices Office. Conputerization of systems was
hastened. To a large extent, the willingness of LWUA to make itself
grow as a vibrant organization was a significant factor in the healthy
relationship between itself and COA.
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Management Services Office (MSO)

Among the Management Sexvices Office's first accamplishments
was the Office Manual. This task required meticulous campilation
of Board resolutions, office orders, memoranda and other office
camunication. Careful study of scme systams produced flowcharts.
In 1982, when IWUA was yeorganized, the new MSQO increased its
activities and was active in the study and design of LWUA's systems
as a basis for installing stronger control mechanisms. Accounting
and financial systems like the general accounting, billing and
collections and fixed assets systeams were installed but are still
undergoing improvement, An MSO Briefing Mamual was made by the
department staff as quide in performing these activities. &Also
since 1982, the MSC has been perfoming the pre-audit function in
view of the planned withdrawal of the resident auditor of the
Comission on Audit. The responsibility for the dissemination of
office orders and marmals is vested in this department.

The FDP division is also under the Management Services Office.
In 1982, MSO became active in the camputerization program. A can-
puterization of the data bank was initiated in 1982. A campaterized
billing and collections program was also started in the same year.
Plans for the future include the camputerization of the general
accounting, payroll and fixed assets systems.40

Monitoring and Information System

All departments submit monthly accanplishment reports to the
Corplan staff and to the Management Services Office. Reports
concerniiy Water District operations and financial aspects are
important in the monitoring process and are fed into the data bank.

The LWUA Office Marmal is a camprehensive campilation of policies
on the folleowing subjects: 1) for Fngineering, those regarding fea-~
sibility studies, tendering, constructicn, and special projects;

2) for Regulatory, Water District Formation, Mini-loan administration,
2dvisory Services, Water Rates Formulation and mMonitoring, and Water
District Training and financial performance; 3) for Financial, loans
operations, statistical research, udget formulation and cost control,
accounting; and 4) for Administrative, general organization policies,
persomnel administration, office administration, and travel services.
The Corporate Plan 1982-1990 is just as conprehensive and intensive,
1t a more unified than the Corporate Master Plan of 1980. Each year,
a document entitled "Operating Budget" campiles all budgets of the
departments in a single reference material. Juman resources, aside
from financial resources, are also budgeted. L Being the source
Gocument for the implementation of policies, office orders are also
vital in disseminating information because they can be speedily
distributed.?> on the other hand, manuals take a longer time to campile.
These office orders are ultimately integrated into the Office Manual.
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These manuals and office orders serxve as a vital camponent of
a canmmnication system to the more than 800 personnel of LWUA who
must be properly informed about the develomments in the organization.

The General Manager ; Chief Executive Officer and Policy-Maker

The General Manager undoubtedly exerts considerable influence in
the corporation since he supervises directly two of the three units
directly involved in monitoring corporate performance, namely :
the Corplan Staff and the Management Services Office, and the most
sensitive one in texms of cost control, the Project Procursment
office.44 1In addition, all purchase requests are coursed to him for
approval, regardless of the amount. He prescribed the Action Weekly
Journal through the O0ffice Order NMumber 217-81, dated July 23, 1981,
and the Travel Report.?> The Action Weekly Journal is similar to an
accamplishment report to be submitted by Assistant General Managers
and heads of offices. The Travel Report contains data obtained fram
field inspection trips. Under his watchful eye, no department would
even dare perfarm belcw the high standards that LA is known for.

The General Manager has provided well for his persomnel juiging
by the benefits available to the persomnel. Facilitles are well
maintained which create a good working atmosphere. Seminars and
scholarships are available to contimuously upgrade the knowledge
and skills of the personnel. His personal touch is reflected in the
reading materials on management which he distributes to the officers.

The leadership of the General Manager may be characterized as
strong and fair. Steeped in the tradition of military discipline,
he has in more ways than one, imparted the work ethic to a large
nmber of personnel.

He uses quite effectively the information system through the
Action Weekly Journal and other methods of cammmication to disse-
minate the policies of the organization. His accessibility to his
officers contributes in no small measure to his grasp of the issues
and problems requiring immediate attention.

Tt is expected that the reorganization of 1984, while unsettling
to same, will enhance IWUA's capacity to fufill its objectives. The
future will undoubtedly be better for the corporation because of its
ability to adapt to constraints and changes.
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OPERATIONAL HIGHLIGHTS
Measure of Performance

Management believes that the true measure of performance is
in terms of the number of viable water districts formed. This
is in line with their statement of corporate mission: "to pro-
vide its damain with improved water service through the estab-
listment of independent, self-reliant and financially viable
water districts" 46 LWUA therefore exerts effort to be of service
to far-flung places. Thus, the addition of even a single Fili-
pino household to the growing population being benefited by the
sources of water districts is their big concern.

Goals/Targets
Prior to the Creation of Corplan

In 1980, prior to the creation of a Corporate Planning Unit,
the managers prepared a Corporate Master Plan. This master plan
is a consolidation of the goals and targets of the various
operating departments. The following is a discussion of the
specific plan of each department.

The Regulatory Services forms water districts and institu-
tionalize them by extending advisory and other management/
technical services. 7Tt also formmulates control measures and
standards to improve the management and operation of local
water systems. Executive Order No. 577, approved in early 1980
mandated the Requlatory Services to form Rural Water Associations
in barangays of various municipalities with population of 20,000
or more as a prerequisite to the implementation of Rural Water
Supply Projects of the President.

Table No.1 shows the 4~year plans and programs of this
Service.
" TABLE NO. 1

4-YFAR PIANS AND PROGRAEMS OF
THE REGULATORY SERVICE

Poblacion Water Associa~ :

1980 : }981 : 1982 : 1983
Water Districts Formed : 30 : 30 : 30 : 30
OCC To Water Districts : 30 : 30 : 30 : 30
Barangay Water Associa- : : :
tion Formed : 8,460 :

21,158 - 0 , 0

“

tion Formed : 0 : 0 . 204 . 408
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As a technical axm of the Administration, the Engineering
Services identifies project sites; prepares reasibility studies
and detailed engineering designs and executes these projects.

The 1980s is considered a "water decade". This resulted in
a shift fram the capital intensive camprehensive crojects which
have capital cost of P30 million to less capital intensive,
interim developmment program with a capital cost of PS5 million.

Lastly, the Loans and Programs Services is in charge of
loan programming, analysis and review, and loan operations. It
urdertakes research projects to pregualify contractors, conducts
financial analysis of projects and processes loans.

Table No. 2 presents the four-year plans and programs of
this Sexvice.

TABLE NO. 2

TEY%A%P_IALSW
_ S AND PROGRAMS SERVICE

— ¢ 1980 : 1981 2 198D ~ . 1083
I. LOAN PROGRAMMING : : : :
A. Research Projects : 2 3 ) -3 3 3
B, Preparation of s : : s
Industry Average : 1 1 : 1 : 1
C. Preparation of : : : :
Capital Program : 2 : 2 : 2 2
D. Special Studies : 2 3 : 3 3
IT. IOAN ANALYSIS AND : : : H
REVIEW : : : :
A, Prequalifications = 30 : 30 : 30 : 30
B. Financial Analysis : 104 : 134 s 292 3 352
C. Operations Audit : 22 : 36 : 36 : 36
D. Loans Monitoring : 14 : 116 : 146 : 176
III. 1LOAN OPERATIONS : : :
A. Project Preparation : : : :
Analysis and Review ; : :
1. Preparaticn : : : :
1.2 Interim : 25 : 25 : Q : 0
1.2 Camprehensive: 12 : 6 : 30 : 30
2. Review : 5 : 25 : 5 : 0
B. Loan Processing : 27« 27 : 30 : 30

C. Loan Servicing 117 137 157 : 177
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It will be noted that financial analysis, loans monitoring, and
loan servicing are projected to increase substantially during the
years 1980, 1981, 1982 ard 1983,

In the case ot Capital Outlays, it is assumed that there will
be a gradual decrease in requirements tor miscellaneous capital
acquisition over the years. These requirements include building
maintenance expense and other additional office egquipment.

The forecasted decrease in the equity contribution of the
National Goverrment and a low working capital drastically affected
the execution of several projects and meeting the obligations of 49
the Administration. These projects are presented in Table No. 3.

TABLE NO. 3
SHORTFALL, DISTRIBUTTION
($0O00)

- - _ 1980  : 1981  : 1982 1983
Building Construction : 30,000 : - : - : -
RWS Projects : 12,835 —_— : - : -
Mini-Toan Projects : 3,000 : 5,000 : 8,000 : 12,000

t-Service : 253 ¢ 5,282 : 34,020 : 45,150
Operating Expenses : —— : 14,454 : 18,151 : 9,993

Iastly, the collection efficiency Wais camputed fraom a low 58% up
to 62% of accrued interest receivable net ot capitalized interest.
Table No. 4 shows the rorecasted efticiency, 0

TABLE NO. 4
COLLECTION EFFTCIENCY

1380 s 191 2 1982 : 1985 __

Accrued Interest Recei-

vable 32,543 @ 43,182 : 52,997 : 60,339
Actual /Projected Col- : : : :
- lections : 19,851 : 25,909 : 30,738 : 49,810

% Collection Efficiency : 61 : 60 : 58 : 2.5




- 37 -

Although the Corporate Master Plan is an extensive presentation
of IWA's goals and targets, it has one basic shortcoming. As
stated by a reliable informant, management did not present an over-

all Corporate goal, to which the targets of the different Services
would be aligned. Secondly, the different Services did not coor-
dinate with each other before formulating their own targets. This
methodological deficiency could have been caused by the absence of

a unit which could facilitate the planning activities of each

department. Realizing the need for coordination, IWUA created the

Carporate Planning Unit in 1982,
Corplan

In 1982, the Corporate Planning Unit prepared a Corplan Manal.

Although a reliable respondent admitted that the manual was made

hastily, it nevertheless discusses the accamplishments of WA in
1981 and the corporation's plans and targets for the caming years.

Moreover, the present state of affairs was assessed.

In line with IWUA's corporate objectives, the Corplan presented
the goals of the corporation based on assumptions of a set of acti~

vities. These are activities which would be maintained, accelerated.

or decelarated. Table No. 5 presents the broad cobjectives of IWUA.™

TABLE NO. 5
BROAD ACTIVITIES

ACTIVITIES : MAINTATN PRESENT PACE ; ACCETFRATE
1. Projects completed : '
yearly 30 - 40 : 60 - 80
2. Canpletion of 1lst- : :
rourd improvement for - :
all areas : : 18 yrs. after : 10 yrs.
3. Resource Requirement : :
- yearly capital : :
investment : F100-200M : P200-300M
= MANPXWEr : - manpower is 650 at : - .peak level is 700-800
: present producti- : at increased producti-~
3 vity : vity
- facilities : — present : - little addition

However, the choice of maintaining the present pace or accelera-

- ting it are open to constraints. Both ot these alternatives should

consider: (1) the viability of small water districts; (2) receptive-
ness of local officials; (3) complacency and lack of sense of urgency
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of the staff; and, (4) optimizing productivity of staff. The
difference lies in the fact that the latter alternative's
constraints may occur in greater degree. But further analysis
ard evaluation of these alternatives showed that the first al-
ternative does not keep pace with the national goal of accele-
rating socio—econamic growth in provinces while the second one
keeps pace with the goverrment priority on ecornomic programs
for the provinces. 52

Finally, the Corporate Planning Unit also prepared with a
Project Implementation Plan for the years 1982 to 1990. How-
ever, for purposes of this study, only the plans for the years
1982 to 1983 are presented in Table No. 6,

TABLE NO. 6
PROJECT JMPLEMENTATION PLAN

ACITVITY : 1982 T 1983
Water District Formation : 64 : 80
Feasibility Studies : 61 : 60
Design : 52 : 68
Construction : 19 : 60
Interim Improvement H 4 : 4
Farly Action Works : 44 : 44
Pre—-feasibility Studies : 110 : 78

= -~ — ~

With regard to IWUA's financial plans, Corplan sulbmitted an
investment plan and projected cash flow. The former includes
project funds for formed-up projects and the remaining water
districts. These funds refer to the total loans cammitted by
IWUA to the water districts. On the other hand, a cash flow
statement determines the basis for corporate strategy formulation.
Table No. 7 shows the projected cash flow for 1982 and 1983 only.

TABLE NO. 7
CASH FLOW
._'_, . T 1082 . 1983
Erding Cash Balance (M) . 27 . P13
Collection Efficiency : 85% : 85%

LWUA Debt-Service Coverage : 2.35 ¢ 1.50
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In view of the uncertainties regerding the financial rescurces
anticipated for 1983, the Corplan came up with a Corporate Plan for
the years 1983 and 1984. For this study, only the Corporate Plan
for 1983 will be presented.

Inasmich as there were constraints in the resources, management
decided to focus its concern on the short-term plan which were
limited to two to three years. In addition, the corporate objectives

" were prioritized depending on the amount available. In this comnec-

A. Water District Inst'l Dev't

tion, the corporation's priorities were identified as: (1) liquidity;
and, (2) implementation of projects on the basis of available equity.

To realize the corporate objectives, Corplan developed three
strategies, namely: (1) all activities will be implemented according
to priority; (2) no pramotion, no hiring; and (3) cutting costs to

With regard to target-setting, Corplan developed four scenarios.
Scenario A assumes that there will be no equity infusion and the
payment of foreign loan obligations of P50 million will be made.
Scenario B, an the other hand, assumes an equity infusion of P30
million and that the corporation will not be forced to pay foreign
obligations. Scenaric C assumes an equity infusion of P60 million
and the payment of PS8 million foreign cbligations. Finally,
Scenario D assumes that the equity infusion will be P80 million
and the P58 milljon cbligation on foreign loans will be paid.

Table No. 8 presents the targets for 1983 based on the four
different scenariocs.
TABLE NO. 8
TARCETS FOR 1983
Scenario A Scenarico B Scenario C  Scenario D

1. Pre-Feasibility Studies 50 50 50 none
2. Water District Formation 30 30 - 30 30

3. CPS Installation 60 60 60 60

4. PR Assistance 100 100 100 100

5., Mini ILoans 20 20 20 20

6. Advisory Services intensified

B. WD Facilities Improvement
1. Feasibility Studies

a. New none 5 0 57

b. On-going none 52 50 32
2. Design

a. New none 25 (Cebu) 25 25

b. On—going none 48 48 48
3. Construction

a. New 3 19 19 19

b. On~going 63 63 63 63
4. Well-drilling

a. New none 38 38 38

b. On-going none 25 25 25

C. Pinancial Viability

1. Collection P50M P50M P50M P50M
2.-1983 Ending Balance 0 0 0 F11M
3. Payment of foreign oblig. 0 0 F58M P$58M

a. New - to be started '83

b.

On—going — as of Dec. 82
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Major Accanplishments

Before discussing the corporation's major accaaplishments,
- the development cycle being followed will be discussed briefly.

The first phase of the development cycle is the conduct of
the pre~feasibility study prior to the formation of a water
district. The results of the pre-feasibility studies serve as
a starting point for a more detailed and extensive studies
called the feasibility study. This is undertaken to determine
the amount of capital needed to finance the project, the size
of the project to be constructed, and to ascertain how the
project may be carried out with at the least possible cost.

The next phase involves the designing of the project. This
does not merely inwolve plotting a pipeline from a gpecific
source to the distribution gystem but assures that the design
will be efficient, practical, ard econxmical. The third phase
before the actual construction of the project is the project
presentation. This involves consultation with the people
regarding the over-all implication of the project. This is
done by gathering cross-sectional representatives fram the
locality. LWUA officers present the camplexities and financial
requirements of the project. When the representatives of the
locality agree on the project proposal including the monetary
requirements, the contractors are pre-qualified., A bidding is
held to choose the contractors who will build the facilities.
Canpetent engineers see to it that the materials and execution
of the engineering plans conform with the specified stancdards
set by TWUA.

Prior to the loan availment, IWUA sets requirements to
establish the water districts, one of which is the adoption of
a uniform accounting system patterned after the Camercial
Practice System. A Conditional Certificate of Conformance is
~granted to water districts which signify cawpliance with to
minimum requireaments set by the corporation. After which,
assistance in the form of technical, financial, and managerial
is given to a water district. Even after the construction of
the water districts, the people are still consulted if and when
the water districts decide to adjust its present water rate to
meet its operation and maintenance costs. Such adjustment
should not exceed 60% of the previous rate and is passed to

IWUA for approval.
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The major accamplishments of the corporation will be discussed
by camparing the targets against the actual performance. Note
that there are same changes in the goals ot the corporation in
same years due to the reassessment anu re-evaluation made by the
Corplan. This is especially true in 1981 and 198s.

Table No. 2 presents the accanplishments of the corporation
vis-a~vis its goals for the years 1980 to 1383.

Table No..9 irndicates that the corporation was able to form
more than the targeted number of water districts for the years
1980 to 1982. However, in 1983, uncertainties regarding the equity
contribution fram the National Goverrment and the over-all economic
condition of the country made it difficuit for the corporation to
meet its target.

A closer look at Table No. 9 shows that the corporation’'s
performance in 1980 was above par. It is possible that the manage-—
ment had an optimistic estimate of the mmber of viable water dis-
tricts to be formed during that year. Furthemmore, there was no
Corporate Planning Unit which could have defined the guidelines
for target-setting. Nevertheless, the corporation was able to meet
150% of the target in 1980. Based on this performance, the targets
for 1981 was re-evaluated ard increased to 40 water districts to be
fommed. Of this target, the corporation was able to meet 107.50%.
In 1982, a Corporate Planning Unit was organized. The Corplan
re-evaluated the perfommance for the past years, analyzed the present
scenario and made new goals and targets. During this year, LIWUA
attained 101.56% of the taryeted mumber of water districts. However,
the econamic crisis in 1983 prampted the Corplan staff to review and
reduce the target for 1983 to only 30 water districts principally
because of limited furds.

Another activity of the corporation is the early action work
program. This is an immediate rehabilitation which a water district
usually undertakes upon its operation. This involves primarily the
examination of the quality and quantity of existing water supply to
determine and insure the potability and adeguacy of the resource.
Table No. 9 indicates an improving trend within the four-year
period tfor the early action work on the water districts. This is
primarily due to the increase in the number of water districts
formed.

The various phases of the operations of the corporation include:
(1) pre—feasibility study; (2} feasibility study; (3) design; arnd,
(4) construction. Of these phases, the pre-feasibility study is the
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least campilex activity because it serves as a starting point for a
" more thorough study. This explains why the corporation was able to

conduct pre~feasibility studies more than the number targeted for
the years 198u to 198s.

The camplexities or preparing feasibility studies, design and
construction works contributed to rather low accamplishments in cam-
parison to the targets. However, in 1982, IWUA met the targeted
mmber of construction projects.

The total amount of .funds which was expected fram the National
Government and foreign loans did not materialize. On the other hand,
the projected accamplishments were optimistically based on the amounts
which were tnought to be forthcaming. Consequently, same targets were
not met.

Regarding the loans granted ana availed to the water districts,
the trend was below target for 1981 and 1982. The main reason for
this is the shortfall of the equity infusion of the National
Goverrment.

The shortfall in the coliection efrorts or the corporation in
1980 was due to the inability of six projects to meet the 10% equity
contribution due them in lieu of the interest. It was in 1981 when
there was an increased collecticon etfort on the part ot management
which resulted in the efficiency of 87% which was above its target
and acceptable norm of 85%. However, in 198z and 1983, the collection
efficiency was below the target and the efficiency attained in 1981.
There were several causes for the shortfall. The first reason was the
difficulty in collecting fram the water districts specifically fram
smaller cities and municipalities. In adaition, LWUA granted risk
loans to the water districts. These loans were expected to be paid
when these water districts were aple to pay. The second reason for
a low collection efficiency was the fact that increase in rateswas resisted
by water districts. Finally, some water districts had not been fully
developed to make them financially Vlable Consequently, collecting
amortizations became difficult.

The billings are based on the amount of loan availments to the
water districts. GSince the loan availments that year were relatively
gnall, billings were correspondingly low.



TABLE NO. 9

MAJOR ACOOMPLISHMENTS
1930 1980 1930 1981 1981 1981 1982 1982 1982
GOALS AQCON- VARIANCE GCALS ACCOM- VARTIAHCE _ COALS ACCOM- VARIANCE
PLISH-~ (%) PLISH~ {%) PLISH- (%)
METS LIENTS MENTS
PHYSTICAL
A, WD Formation, Mo, 30 45 150.00% 40 43 - 107.50% 64 65 101.56%
B. No. of WDs given CCC 30 30 100.00% - 36 - 14 51 115.91%
C. WD Formation in Municipa- :
lities without existing
Water System (No. of Muni-
cipalities) - 6 - — - _— — _— _—
D. No. of RWAs Organized/
Registered
level I - - - - 3,169 - - 860 -
Level 11 - -= — - 66 - - 165 -
Level III - - -— - _— _ _— 5 -
E. WD under Early Action
Program
On~-going/Undertaken - 47 - — 36 — - 44 -
Campleted 36 15 41.67% 42 42 100.00% 44 48 109.09%
F, Pre-feasibility Study - - - 75 82 122.67%. 110 146 132.73%
G. Feasibility Study ' :
On-going/Undertaken - 35 -— 52 88 169.23% 63 38 40.86%
Completed 57 - —_ : 74 50 67.57% 61 28 45.90%
B. Design Works
On-going/Undertaken - 24 - 57 27 47.37% 8 - -=
Completed 28 9 32.14% 57 31 54.39% 52 32 61.54%
I. Construction ,
On~-going/Undertaken - 19 - 24 43 179.17% 75 -- -
Conmpleted : - 9 - 39 20 51.28% 19 19 10G.00%
J. Well-Drilling '
On-going/Undertaken -~ 14 -~ 24 27 112.50% 59 35 59.323%

Completed 33 Tt 33.33% 57 43 75.44% 46 32 65.31%
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SPLISHMENTS
1983 & 1983 A 1983 A 1983 B 1983 B 1983 B 7983 C 1983 C_ 1983 C 7963 D 1983 D 1963 D
GOALS ACCOM- VARIANCE GOALS ACQOM- VARIANCE GOALS AGCOOM-~- VARIANCE GOALS  ACODM- VARIANCE
PLISH- . (%) PLISH- (%) PLISH- (%) PLISH- (%)
MENTS MENTS MENTS ) HENTS
N
30 14 46.67% 30 14 46.67% 30 14 46.67% 30 14 46.67%
30 41 136.67% 30 41 136.67% 30 - 41 136.67% 30 41 136.67%
50 44 88.00% 50 44 88.00% 50 44 88.00% 0 a4 -
— - — 52 — — 50 = — 52 - -
-- 26 — 5 26 520.00% 0 26 — 57 26 45.61%
—- - — 48 — - 48 -- - 49 - -
- 23 — 25 23 25 23 92.00% 25 23 92.00%
63 - - 63 — - 63 - — 63 - --
8 31 387.50% 19 3 163,16% 19 K| 163.16% ie 31 163.16%
- — - 25 - - 25 - - 25 — -
- 57 - 38 - -- 38 57 — 33 - —




1980 1980 1980 1981 1981 1981 1982 1982 19
GOALS  ACOON- VARIANCE GOALS ACOOM- VARIANCE GOALS ACOCM- VARI
PLISIH- (%) PLISH- (%) PLISH~ (2
RS MENTS MENTS
K. Pre-Feasibility Studies of
Sewerage and Sanitation
Systems
- On~going/Undlertaken - 3 -— _ —_— _— - - -
Caapleted — 3 —-— —_— - _ — _— -
L. Water Rescurces evaluation —— — - —_— 8 —_ - 10 -
M. Geophysical Surveys under-
taken for ater Districts - - - _ 25 - - _ -
H. Well Rehabilitation Prgjects - — - —_— 2 - - —_— ~
I. THSTTTULIONAL DLVELOPMENT .
A, Advisory Services, Wos 115 32 27.83% 170 43 107.50% 202 212 104 45 &
B. Performarnce Audit, WDs - 19 —_ — — —_ _— — -
C. Managyewent Audit, WDs -- - -~ - -- -~ 48 85 177.0%
D. CPS Installation
CFS I S 37 —_— - 37 -
CPS 11 — 11 — 70 55 78.57% 88 15 -
, CPS rollow-up i —_ - - 40 -
I1. FEANCTIAL {in mwillions)
A. Capitalization -
1. Govt. Subscription - 115 — 120 145  120.83% 100 70 70.00%
2. Availments from Foreign Loans —- 116 - 172 163.1  94.82% 28.7 8.37 29.% %
B. Loans Granted to Water Districts -- 168 - 256 131.6 51.41% 278 165 59.% %
C. Loan Availisents to Wbs 339 154.29 45,513 328 198.6 60.55% 361 148.19 41.p5%
D. Collections
1. Intercst 22.9 - - 27 30.3 112.223 50 44.4 88.50%
2. Principal 4.5 3.97 88.22% 5.8 3.3 56.90% 3.4 4.6 135,.74%
B. Collection ifficiency ’ .
1. Interest - - - — ?;8‘1'.- — - ;’32 --
2. Principal - 70% - - 5% - - —-
3. Interest and Principal 612 76%  124.59% 80% 87%  108.75% 85% 78% 91.%%
F. Billin p
1. Grogi Interest - 40.69 = -- 61.12  63.8 104.38% 86 74.1 56-1*%
2. Capitalized Interest — 22,37 — 27.50 28,1 102.18% 27 181 67.0h 4
3. Net Interest - - - 33.70  35.1 104.15% 59 56 94.92 %
* 4. Principel 2illings — 5.28  -— 7.2 4.4  61.11% 4.3 6.8 158.14%




1983 A

1983 A 1983 A 1983 B 1983 B 1983 B 1983 C 1983 C 1983 C 1983 D 1983 D 1983 D
GOALS  ACCOM- VARTANCE GOALS ACCOM- VARIANCE GOALS  ACOOM- VARIANCE GOALS  ACOOM- VARIANCT
PLISH- (%) PLISH- {%) PLISH- (2) PLISH~ (%)
MENTS MENTS PMENTS HENTS
- 8 - - 8 - — 8 - — 8 -
0 241 - 0 - 241 - 0 241 - It 241 —
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Table No. 10
Financial Highlights
1980 - 1983
(amount in millions)
1980 1981 1982 © 1983
Resources P 829.4 P1,072.3 P1,275.0 P $525.2
Gross Revenue 49.8 63.9 78,5 97.3
~ Operating Expenses 20.5 3741 44.1 44.8
-Other Incame/Charges ( 14.7) | 20.6) 21,.6) ¢ 30.8)
Net Income before Tax 15.2 6.2 12.8 21.7
Net Income after Tax 8.9 1.4 | 5.8 1.7
Current Assets 101.2 105.5 97.6 151.8
Current Liabilities 38.4 72.0 76.4 122.3
Total Liabilities 353.7 471.1 652.0 1,179.5
Total BEquity 475.7  601.3 623.0 345.7

Financial Review

Results of Operations

Operating income in 1983 amounted to P52.5 million, from
P29.3 million in 1980, P26.8 millien in 1981, and P34.4 million
in 1982, The net income, however, after deducting other incame/
charges and provision for income tax amounted to P11.7 million in
1983, fram P8,9 million in 1980, P1.4 million in 1981, ard P5.8
million in 1982.

Gross revenue rose from P49.8 million in 1980, P63.9 mil-
lion in 1981, and P78.5 million in 1982 to P97.3 million in 1983,
Uperating income - interest and interest on Treasury Notes/BRills
remained the most important items of revenue. Interest on
Savings Deposits, however, rose substantially in 1983, except
Service Income - Miscellaneous. :

Total operating expenses expanded to P44.8 million in 1983,
fram P20.5 million in 1980, P37.1 million in 1981, and P44.1 mil-
lion in 1982. Personal Services rose to P16.9 million in 1983,
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fram P10.5 miliion in 1930, P15.4 million in 1981, and P15.9 mil-
lion in 1982. '

IFinancial Condition

Total resources amounted to P1,525.2 million in 1883, fram
P829.4 million in 1980, P1,072.3 million in 1981, and P1,275.0
million in 1982. Long-tern receivables continued to account for
the highest percentage of total resources of LWUA fram 71,15% in
1980, 74.38% in 1981, 76.31% in 1982 to 69.53% in 1983.

Total liabilities rose to P1,179.5 million, from P353.7 mil-
lion in 1880, P471.1 million in 1981, and P652.0 million in 1982.
Liabilities include Payables, iiiscellanecus Trust Liabilities,
Accrued Interest Payables, National Government Agencies--BIR,
long-texm liabilities, and Miscellaneous Payable.

Total equity decreased to P345.7 million in 1983, fram
P475,7 million in 1980, P601.3 million in 1987, and P623.0 mil-
lion in 1982. The decrease was due to the foreign currency va-
luation difference in the amount of P4.6 million in 1980, FP24.1
million in 1981, P75.8 million in 1982, and to P417.9 million in
1983.

Tools Used To Measure The Over-211 Perforgance OFf TITIA

Financial ratios and percentages, Camnon Size Analysis,
Index Analysis of Financial Statements, and Budget Variance Ana-
lysis were the tools used in the study and analysis of the per-
formance of LwUA from 1980 to 1583. To sumplement these tools
used to measure the over-all serformance of LWUA, monitoring
indicators, as set by the World Barnk and the variance analysis of
pro-forma incone statement against the actual were likewise ubti-
lized.

Financial Ratios and Percentages

Tests of profitability and tests of liquidity were used in
analyzing the financial performance of LWUA from 1980 to 1983.
Profit Ratio after Tax, Profit Ratio before Tax, and Return on
Stockholders' Investment were computed to determine the profita-
bility of LWUA. Liguidity of LWUA was determined by camsuting
the Current Ratio, Acicd-Test Ratio, Average Collection Period,
Receivable to Income, ity Patio, and Debt-to-itlet Worth Ratio.

Results of Operations

rrofit Ratio atter Tax

1980 to 1983.
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Table No. 11

Profit Patio after Tax

1980 - 1983
Calendar Year Net Incame Gross Income Profitability
After Tax Ratio (%)
1980 P 8,946,665.00 P49,757,287.00 17,98%
1981 1,409,155,00 63,898,840.00 2.20%
1982 - 5,792,832.00 78,464,439.78 7.38%
1983 11,716,702.01 97,303,795.80 12.04%

Analysis of the figures in Table No. 11 indicates the
profitability of the operations of LWUA fram 1980 to 1983. The
corporation has operated profitably during the period considering
the ratio of 17.98% in 1980, 2.20% in 1981, 7.38% in 1982, and
finally 12.04% in 1983. The Profit Ratio before Tax, however was
very much higher in terms of profitability as shown in Table No.
12, hereunder:

Table No, 12

Profit Ratio before Tax

1980 - 1983
Calendar Year Het Income Cross Income Profitability
Before Tax Ratio (%)
1980 P15,143,838.00 P45,757,287.00 30.44%
- 1981 6,189,331.,00 63,892,840,00 9.69%
1982 12,787,634.12 78,464,4329,78 16.30%
1983 21,719,233.86 97,3063,7%5.80 22.32%

Return on Stockholders' Investment

Table No. 13 shows the return on Stockholders' investment
using ret income after tax figures in relation to average stock-
holders' equity from 1980 to 1983.

Table Mo. 13

Return on Stociholders' Investment

1980 - 1983
Calerdar Year Wet Income Average Stock- Ratio (%)
After Tax nolders' Equity
1980 P 8,944,0665.00 b511,425,267,50 1.75%
1981 1,40%,155.00 511,425,267,50 0.20%
1982 5,792,832,94 511,425,267.50 1.13%
1983 11,716,702.01 511,425,267.50 2.29%
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The return on stockholders' equity of LWUA rose from 1.75%
in 1980, 0,28% in 1981, and 1.,13% in 71982 to 2.29% in 1983. The
highest returm of the funis and relationship of net income after
tax to the average stockholders' eguity was in 1983, Table lo.
14 shows the return on stockholders' investment using net incave
before tax against average stockholders' figures as the basis in
arriving at the ratio from 1980 to 1983.

Table No. 14

Return on Stockholders' Investment

1980 -~ 1983
Calendar Year Net Incame Average Stock- Ratio (%)
Before Tax holders' Equity
1980 P15,7143,838.00 511,425,267.50 2.96%
1981 6,189,331.00 511,425,267.50 1.21%
1982 12,787,634.12 511,425,267.50 2.50%
1983 21,719,233.86 511,425,267.50 4.,25%

The above table indicates an increase in returmn on stockhol-
ders' equity from 2.96% in 1980, 1.21% in 1981, 2.50% in 1982 to
4.25% in 1983, The increase was an indication of a favorable
return on stockholders' investment which was brought by the
steady increase of the net earnings of LWUA fram 1980 to 1983.

Financial Condition

Current Ratio

Table Ho., 15 shows the current ratio fram 1980 to 13833 of
I¥UA. Althouch the ratio decreased fram 2.57:1 in 1980, 1.46:1
in 1981, 1.2%:1 in 1932 to 1.24:1, the corporation was still
liguid.

Table Ne, 15

Current Ratio
1930 ~ 1983

{in millions)

Calendar Year Current Assets Current Liabilities Liquidity (%)

1980 L101.2 39.4 2.57:1
1981 105.5 72.0 1.46:1
1982 7.5 76.4 1.28:1
1963 151.8 122.3 1,242
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Table No. 15 indicates that the corporation is still licuid
arg can pay its obligation, should its liabilities as shovn above
be paid. The remaining kalance will still be .24 worth of as-
sets.,

Acid-Test Ratio

2As shown in Table No, 16 hereunder, the LWUA guick assets
such as Cash, Receivables, and short termn investments in relation
to current liabilities indicates liguidity of the corporation
fram 19280 to 1983. The acid-test ratio decreased from 2.51:1 in
1980, 1.28:1, 1.17:1 in 1982 to 1.07:7 in 1983. However, should
payments of carrent liabilities be immediately made at yearend
1983, the corporation will still have remaining assets balance of
.07.

Table Ho. 16

Acid-Test Ratio

1580 - 1983

{in millions)

Calendar Year Quick Assets Current Liabilities Ratio (%)
1980 P 68,9 P 39.4 2.51:1
1981 82.5 72.0 1.28:1
1982 89,6 76.4 J.1721
1983 J30.9 122.3 1.07:21

Average Coliection Pericd

Table No. 17 shows an average collection period of 5% days
in 1980, 20 days in 1981, 104 days in 1982, and 132 days in 1283,

Table Ho. 17

Average Collection Paricd
1880 - 1983

Calendar Year Gross Incane Mo, of Work-~ Average Daily
ing Davs Inccome
1980 P49,757,287.00 250 ©199,022.15
1981 63,296,845.00 250 255,595,306
1982 78,464 ,425,73 250 313,857.76
1983 &7,303,735.,60 250 2£88,215.18
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Accounts Re- Average Daily Days
ceivables Incone
1980 P11,765,415.00 199,029,15 59
1981 23,103,991.00 255,585.36 20
1982 32,560,220.19 313,857.76 104

1983 51,236,340.06 389,215.18 132

. As shown in Table No. 17, the average collection pericd of
IWUA gradually increased from 59 days in 1980 to 132 days in
1983. These figures can be related to the credit terms being
offered by the corporation. It shows the days incone on the
bocks in relation to the accounts receivable which can be used in
any credit policy or changes in collection of receivables.

Receivable to Income

Table No. 18 shows another way of expressing the same rela-
tionship as expressed by the average collection period of LWUA
fran 1980 to 1983,

Table No. 18

Receivable to Incame
1980 -~ 1983

Calendar Year Accounts Receivable GCross Income Ratio (%)

1980 P11,765,415.00 P49,757,287.00 23.64%
1981 23,103,991.00 63,898,840.00 36.16%
1882 32,560,220.19 78,464,439.78 41.50%
1983 51,236,340.06 97,303,795.80 52.66%

In the same manner with the average c¢ollection pericd, the
receivable to income gradually increased from 23.64% in 1380 to
52.66% in 1983.

Ecuity Ratio

Table No. 19 shows the equity ratio from 1980 to 1983 of
IWUA. The table indicates the proportion of total investment
that is derived from stockholders (either directly, or indirect-
ly as retained earnings). '
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Table Mo, 19

Equity Ratio

1980 - 1983

Calendar Year Capital Capital plus Non- Ratio (%)
Current Liabilities

1880 P475,665,356.00 P 790,034,370.00 60.21%
1981 601,309,407.00 1,000,273,450.00 60.11%
1982 623,023,0637.56 1,195,316,087.56 52.12%
1983 345,703,432.62 1,398,584,599,36 24.72%

The equity ratio decreased fram 60.21% in 1980 to 24.72% in
1983. This reduction was brought about by the abnpt adverse ef-
fect of the Foreign Currency Valuation difference of P417.9 mil-
lion in 1983, fram P4.8 million in 1980, P24.1 million in 1981
and P75.8 million in 1982, While there was an apparent reduction
in Equity during the four-year pericd, there was also a corres-
ponding additions/increase in Foreign Loans Payable to P1,019.2
million in 1983 from P280.1 million in 1980, P365.7 million in
1981 ard P537.5 million in 1982,

Debt-to-Net Worth Ratio

Table No. 20 shows the relationship of total debt of LWUa
in relation to Het Worth from 1980 to 1983. The debt-te-net
worth ratio rose to 3.41:1 in 1983, fram .74:1 in 1980, .78:1 in
1981 and 1.05:1 in 1982,

Table No, 20
Debt-to-Net Worth Ratic
1980 - 19837
Calendar Year Total Debt Net Worth Ratio (%)

1980 P 353,723,979,00 P475,665,356.00 0.74:1
1981 470,983,394.,00 601,309,407.00 0.78:1
1982 651,986,521.46 623,023,637.56 1.05:1
1983 1,172,514,673.56 345,703,432.62 3.41:1

The increase of the debt-to-net worth ratio was due to the
increase in total debt and decrease in net worth. 2as stated
earlier in previous analysis, foreign cwrrency difference in
valuation abruptly increased in 1983 to P417.9 million from P4.8
million in 1980. Iwans Payable--Foreign, however, correspond-
ingly increased fram P280,1 million to P1,019.2 million in 1983,
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Camnon Size Analysis

The comnen. size- anaiysis:of the Imcaome Statement is shown
hereunder, as follews: '

Results of Cperation

Table No. 21 presents the percentages of the different
cempenents of: the gross-revenue to its total,

Cannon “8ize Analysis of Gross Revenue
1986 - 1983

198G 1381 1982 1983

Operating Reverne-interess - 83,62% - 90,02% 52.45% 93.76%
Interest on:Treasury Bilds- - 14,99% 9,06% 5.55% 2.8%%
Interest on-3avinrgs-Depesit .- 1.18% . 0.62% 1.34% 3.33%

Service Income-Misceldlaneous- 6.21% 0.30% 0.36% 0.02%

The figures in Table No. 21 indicate that a large percen-
tage of the corporation's total gross revenue resulted from the
interest income--operating., This was followed by the interest on
treasury bills, interest on savings deposits, and service income-
miscellaneocus, in that order.

As to the corporation's expenses, Table No. 22 presents the

various components of the expenses as a percentage of the gross
revenue.

Table No, 22

Common Size Analysis of Expenses
1980 ~ 1983

1980 1981 1982 1583

Personal Services 21.11% 24.03% 20.30%  17.34%
Fringe Benefits 4,46% 13.66% 15.47% 11.64%
Travel 7.03%  7.27% 6.76% 3.10%
. Supplies 0.53% 0.92% 0.63% 0.57%
Gascline ard Oil 0.10% 0.16% 0.11% 0.08%
Repairs and Maintenance 0.18¢ 0,57% 0.52% 0.48%
Other Operating Expenses 7.75% 11.40% 12.43% 12.84%

TOTAL OPERATING EXPENSES 41.16% 58.01% 56,22% 46,04%
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The figures in Table No. 22 show that the total operating
expenses of the corporation were, on the average, 50% of the
total gross revenue. A look at these figures show that the
total operating expenses exclude interest exwpense on foreign
loans, witholding tax on interest revenue, provision for bad
debts and extracrdinary losses, among others. Further analysis
of these figures show that a large percentage of the gross reve-
nue goes to the personal services.

Adding/extracting the other incame/expenses of the corpora-

tion would result to the net incoare before and after tax, as
presented in Table No. 23. :

Table No. 23

Common Size Analysis of Net Incoge
1980 - 1983

1980 1987 1982 1983

Net Income before tax 30.43% 9.68% 16.30% 22.82%
Net Incame after tax 17.98% 2.20% 7.39% 12.04%

Net incame decreased in 1981 due to the tremendous increase
in the operating expenses. But in 1982, the net incane started
to increase. Despite the increase, net income after tax, as of
1983, was still a small percentage of the total gross revenue.
The slight improvement in the net incame in 1982 and 1983
resulted from the combined efforts of the different control units
in improving the whole LWJA systens,

Financial Concition

Regarding the common size analysis of the balance shest for
the years 1980 to 1983, Table No. 24 presents the percentage of
the different components of the assets to its total.

Table No. 24

Cormmon Size Analysis of Assets
1980 - 1983

1930 1931 19352 1983

Cash 3,34% 4.00% 2.26% 4.86%
Dishursing Officer 0.01% 0.01%  0.02% 0.00%
Other Gfficers 0.22% 0.20% 0.15% 0.14%
Short-term Investments 7.20% 3.45% 2.63% 1.57%

Receivables-Trades/
Business 1.27% 1.23% 1.75% 2.24%
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Table No., 24 (cont,)

Common Size Analysis of Assets
1980 ~ 1983

1980 1981 1982 1983

Materials and Supplies

Inventory 0.00% 0.03% 0.03% 0.02%
Prepayments 0.00% 0.00% 0.00% -
Deposits on Letters of

Credit 0.04% - - -
Miscellaneous Receivables 0.15% 0.92% 0.81% 1.11%
CURRENT ASSETS ' 12.20% 9.84% 7.66% 9.95%
Special Fund 1.56% 0.95% 1.48% 7.02%
Long-term Receivables 71.15% 74.38% 76.31% 69.53%
Permanent Investment 0.02¢% 0.01% 0.01% 0.01%
Fixed Assets (Net) 4.80% 5,27% 5.83% 4.53%
Deferred Charges and

Other Assets 10.27%  9.54% 8.70% 12.07%

Aralysis of the figures in Table No. 24 shows that a large
portion of the assets of the corporation canprises the long-
tem receivables. These include loans receivables from the water
districts, receivables fram officers ard employees, and un-
billed loans and account receivables from the water districts.
The loans receivables fram the water districts are the 9% inte-
rest on the loans extended to the water districts, These loans
have a fifty-year repayment period. The next highest component
of the total assets is the current assets. One of the camponents
of the current assets, the advances to the water districts were
classified under the other assets in 1980 and 1981, but were
classified under the current assets in the succeeding years., The
next highest camponent of the total assets is the deferred char
ges. This was followed by the fixed assets. The fixed assets
account includes the new LWUA office building and training cen-
ter, located in Balara, Cuezon City.

The common size analysis of the total liabilities is showm
in Table No. 25,

Table No. 25

Common Size Analysis of Liabilities
1880 - 1983

1980 1981 1982 1983

Payables 0.08%5 0.23% 0.28% 2.43%
Miscellaneous Trust
Liabilities 2.05% 2.43%  1.91%  1.04%
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Table No. 25 (cont.)

Common Size Analysis of Liabilities

1980 - 1983 .
Creditors Unclaimed Balance 0.49%  1.00% 1.33% 1.91%
National Government Agencies 2.12% 2.10% 2.38% 2.52%
Miscellaneous Payable 0.00% 0.96% 0.09% 0.12%
CURRENT LIABILITIES 4.74% 6.72% 5.99% 8.02%
Liability for Special Fund 3.86% 2.89% 2.56% 2.04%
Long-term Liabilities 34.04% '34.31% 42.33% 60.97%
Deferred Credits/Income - - 0.26% 0.30%
TOTAL LIABILITIES 42.64% 43.92% 51.14% 77.33%

The figures in Table No. 25 shows that among the liabilities
of the corporation, long-term liabilities account is the largest
canponent, This figure is expressed as a percentage of the total
assets. Comprising this acoount are loans from foreign and local
sources. A closer look at this account shows that a substantial
proportion of the long-term liabilities are those from the fo-
reign sources. Included in these sources are USAID, DANIDA, AID
and IBRD, among others. This is followed by the current liabili-
ties account and the liahility for special funds, respectively.

Table No. 26 shows The percentage of Equity to the total
assets.

Table No. 26

Common Size Analysis of Egquity
1830 - 1983

1980 1981 1882 1983

Capital Stock Paid Up £1.75% 53.55% 50.53% 45.39%
Contingent Surplus 0.04% 0.03% 0.02%  0.02%
Retained Earnings 4.40% 3.393  3.13%  3.38%
Donated Surplus 1.74%  1.35% 1.13% 1.28%
Foreign Currency Valuation

Difference { 0.57%)( 2.24%)( 5.95%)(27.40%)
TOTAL EQUETY 57.36% 56.08% 45.86% 22.67%

The fiqures in Table Ho. 26 show that, in 1882 and 1983,
there was a decrease in the capital stock infused by the National
Govermment due to the distressed economic c¢limate in the country.
As a result of this, the corporation tightened its budget in
order to continue its cperations. The surplus account, showing a
fluctuating trend, includes contingent surplus, retained earnings
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and donated surplus. Regarding the foreign cwrrency valuaticon
difference, the amount is just a small percentage of the total
assets for the years 1980 to 1982, but became a significant
figure in 1983. This reflected the distressed economic situation
which is beyond the control of the corporation.

Index Analysis

As to the magnitude of change of the different components of
the Income Statement, the index analysis gives insights on this.

Results of Operations

Table No., 27 presents same selected components of the gress
revenue as a percentage related to a base year, in this case,
1980.

Table No, 27
Index Analysis of Gross Revenue
1980 - 1983
1980 1981 1982 1983
Loans Receivables-

Water Districts 100% 138.24% 174.90% 219.28%
Savings Deposit 100% 67.32% 179.10% 553.08%
Treasury Bills/

Govt,., Securities 100% 77.01% 58.37% 37.67%
Gain fram Training

and Seminar fees 1008 188.22% - 47.54%
Miscellaneocus Incame 100% 819.50% 717.09% 1312.22%
Dividend Income 100% 763.33% 658.67% 2669.39%

TOTAL GROSS REVENUD ‘ 100% 129.36% 158.44% 199.32%

Using 1980 as a point of reference, the total gross reveme
increased to 199.32% of the 1380 figure in 1983, The figures in
Table No. 27 show that the increase in interest income from loans
receivables-water districts are higher than the increase in total
gross revenue. At first glance, there seems to be an increase in
the number of viable water districts formed by the corporation.
However, these figures are quite misleading in the sense that the
increase in the number of water districts formed was actually
less than the increase in the loans receivables, percentage-wise.
Therefore, it may be advisable for LWUA to look into the credit
terms of the loan as well as the collection efforts to improve
its liquidity. As indicated in the figures in Table No. 27 , the
increase in the loans receivables in 1983 was tremendously
high. But further analysis shows that the number of water dis-
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tricts formedl during that year was way below the number of
water districts fommed in 1980. Furthermore, the interest in-
cane from savings deposit decreased in 1981 but increased in
1982 and 1533, However, the interest income fram treasury
bills/government securities contimued to decrease as a result of
a decrease in investrments in these securities. Such a decrease
was the result of the policy of the corporation to augment LWUA's
lending operations since the releases of capital funds were not
enough to meet the obligations incurred by the corporation. The
miscellanecous income and the dividend incone, on the other hand,
continued to increase.

Regarcding the expenses of the corporation, Table No., 28

shows the magnitude of change of the different components of the
exXpenses.

Table No. 28

Tndex Analysis of Expenses
1580 - 1983

1980 1281 1982 1983

Personal Services 100% 191.31% 225.39% 225.03%
Administrative and

General Expenses 1005 202.09% 402.50% 518,32%
Supplies, Materials

and Corrunication 100% 236.52% 211.19% 245.00%
Light, Fuel, and Water 100%  736.76% 1124.52% 1192.69%
Travelling Expenses 100% 132.66% 151.59% 86.20%
Discretionary and

Entertazinnent , 100% 77.15% 14.85% 25.29%
Other Tpensas 1005 250.74% 152.76% 282.68%
Interest Erpense-loans 1008 121.30% 157.84% 214.09%
TOTAL EPENSES 1003 168.00% 190.73% 223.72%

Analysis of the figures in Table lio. 28 indicates that the
total expenses zoomed up in 1981. There are several factors
attributed to this increase, Dirst of all, there was an increase
in manpower in 1981 by 15%. As a result of this, personal ser-
vices increased by 121.21%. Turthermore, expenses such as light,
fuel, and water; general and administrative expenses; supplies,
materials and conramication expenses; and, other expenses in-
creased due Lo the incresse in manpover coupled with the aigenses
related to the transfer of LA to 2 new building in Palara,
uezon City. llcreover,thsre was én increace in interest expense-
loans due to the increase in loan avellments. Such increase
resulted to the need of the corporation for additional funding
for its operations since the equity contribution of the rlational
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Government was slashed. Further analysis of the above figures
indicate that almost all of the expenses continued to rise except
for discreticnary and entertainment expenses which continued to
decline due to the policy of cost reduction related to this
expense, One significant expense, the personal services, in-
creased in 1983 relative to the figure in 1980. However, a
closer look at this account shows that the increase is lower
than the increase in 1982, indicating that there was actually a
decrease in the personal sexrvices in 1983. This is due to the
fact that IWUA implemented a “freeze-hiring" policy coupled
with the fact that there were a number of amployees who left the
corporation, as evidenced by a decrease in manpower.

Financial Condition

Regarding the index analysis of the Balance Sheet of the
corporation for the years 1980 to 1983, with 1980 as the base
year, Table No. 29 shows the magnitude of change of the diffe-
rent camponents of the assets.

Table No. 29

Index Analysis of Assets
1980 - 1983

1980 1981 1982 1983

Curvent Assets 100% 104.23% 96.45% 150.00%
Special Funds 1008 79.08% 145.60% 120.51%
Long-term Receivables 1008 135.17% 164.88% 179.71%
Permanent Investment 100% 102.56% 102.56% 102,56%
Fixed Assets 100% 142.06% 186.85% 173.59%
Defarred Charges and

Other Assets : 100% 120.05% 130.30% 216.25%
TOTAL ASSETS ' 100%  129.29% 153.73% 183.90%

There was a slight increase in the total assets of the
corporation in 1981 in spite of the decrease in net income of the
corporation, which presumably affects the halance sheet accounts.
The current assets and special funds accbunt showed a fluctuating
trend, as compared to the base year figure while the other ac-
counts showed an increase from the 1980 figure. The permanent
investment account showed a slight increase in 1981 and remained
constant thereafter. Included in this account are investments in
PLDT, Meralco, and in the Metropolitan Theater Fourdlation. The
latter investment represented the membership fee of the TWUA
General Manager as art patron of Manila. The long-term recelva-~
bles account displayed an upward trend, indicating the CcOYpo-
raticn's reliance to foreign loans to finance its operations.
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Presented in Table Fo. 30 is the index analysis of the
Liabilities account of the corporaticon.

Table No. 30

Tndex Analysis of Liabilities
1280 -~ 1983

1980 1981 1982 1983

Current Liabilities 100% 183.00% 194.17% 310.87%
Liability for Special

Funds ' 100% 96.79% 101.76% 97.35%
Long-term Liabilities 100% 130.33% 191.16% 361.77%

The current liabilities contimued to increase at a faster
rate than that of the current assets. This explains why the
corporation became less liguild as years went by. Liability for
special funds fluctuated. Fram the fiqures in Table No. 3G, it
is evident that the long-term liabilities increased at an in-
creasing rate, Coanprising this account are the loans payable
from both the foreion and local sources. Further analysis showed
that the corporation's loans payable from Jocal sources remained
constant. while those from the foreign lcoans increased. Such

borrowings are needed by the corporation to finance its relending
operations.

Finally, Table No. 31 shows the magnitude of change in the
Stockholders' Equity.

Table No. 31

index Analysis of Dquity
1980 — 1983

1980 1981 1982 1983
Capital Stock Paid Up 1003 133.76% 150.09% 161.28%
Surplus 100% 29,.91% 106.66% 139.40%
Foreign Currency Valuation
Difference 100%  505.63% 1592.40% 8777.63%
TOTAL CAPTITAL 100% 130.17% 145,46% 158,94%

The figures in ‘laktle Ho. 31 show that the capital stock
paid up continued to increaze at a cecrzasing rate. As mentioned
earlier, this resulted fron the decline in the cagital contri-
buted by the liational Govermient. The surplus account, on the
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other hand, declined in 1981 as a result of a decrease in the net
income. However, this increased in 1982 and 1983. Such increases
resulted from the measures implemented by the different control
units. Such measures include the cost reduction policy initiated
by the Management Office, the working knowledge of the different
operating units on the over-all corporate goals, and the strict
supervision of the General Manager, among others. The tremendous
increase in the foreign currency valuation difference at an
increasing trend reflects the distressed economic climate of the
country where the peso was devaluated. Such situation is beyond
the control of the corporation and deoes not reflect the effect-
iveness of the different control units,

Variance Analysis of Projected Income Statement against Actual

The pro-forma incame statements are projections of the fi-
nancial condition and performance of the corporation. Shown in
Table No. 32 is the projected revenue for the years 1980 to
1982. Note that there is no projected income statement for 1983
due to the wnavailability of information,

Table No. 32

Projected Gross Revenue
1980 - 1982

1980 1281 1982
(in thousands)

Interest Revenues
Loans Receivables—¥Ds P52,694 P65,100 P85,899

Savings Deposit ' - - 500

Govermment Securities 6,503 - 9,000 4,530
Revenwe fram Seminar and

Training 2,243 60 100
Miscellaneous Inocome 120 968 -
TOTAL GROSS REVENUE P61,560 P75,128 P91,029

From the figures above, camon size analysis-shows that a
large percentage of gross revenue comes fram the interest reve-
nues from loans receivables fram the water districts. This is
followed by interest revenues fram government securities, revenue
fram seminar and training, miscellaneous income and interest
earnings from savings deposit, in that order. Table No. 33
presents a suanary of the percentage of the individual compo-
nents of projected gross revenue to its total.
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Table ijo. 33
Cammon Size Analysis of Projected Gross Revenue
1980 - 1982
1980 1981 1082
Interest Revenues
Loans Receivables~-WDs 85.60% 86.65% 94,36%
Savings Deposit - - 0.55%
Government Securities 10.56% 11.98% 4.98%
Revanue from Seminar and ’
Training 3.64% 0.08% 0.,11%
Miscellanecus Income 0.20% 1.29% -

A camparison of the projected revenves against the actual
shows that the corporation did not meet its projected revemes.
Table No. 34 shows the variance of actual revenues fram the
projected. '

Table No. 34
Variance Analysis of Gross Revenue
1980 - 1932
1980 1981 1932

(in thousands)

Interest Revenue
Loans Receivables-WDs {(P11,086) (P 7,580) (P44,251)

Savings Deposit 585 395 550

Government Securities T 957 3,210 { 175}
Revenue from Seminar and

Training { 2,140) ( 134) ( 100)
Miscellaneous Income ( 55) { 431) 286

Other Income 20 8 . 486

Over-all, LWUA met only 80.98% of the projected revenue in
1980, 85.42% in 1981, and-a low 52.45% in 19€3. Of the total
gross revenues, the interest revenue from the loans receivables
—- water districts is the most significant. Analysis shows that
the corporation met only 78.96% of the projected revenue in
1980, 88.36% in 1931, and 84.72% in 1983,

Regarding the expenses of the corporation, Table #o. 25
presents the various components of the expenses based on the
projected income statements.
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Table No., 35

Projected Expenses
1980 -~ 1982

1880 1980* 1980*%* 1981 1982

(in thousands)

- Operating Expenses
Personal Expenses 9,172 9,172 10,707 13,463 15,948
Fringe Benefits 3,088 4,585 4,651 11,291 13,552

Supplies and Materials 688 688 528 1,073 1,600
Repairs, Maintenance

and Improvements 96 96 96 736 1,040
Other Services 4,356 4,366 3,418 4,242 5,819 .
COA Expenses 300 300 255 472 500
Travel 6,275 6,275 5,065 10,466 11,001
Other Expenses v ~ - < - 2,944
Fixed Charges 220 220 202 185 980

TOTAL OPERATING EXPENSES 24,195 25,702 24,922 41,928 53,386
Financial and Non-Budge-

tary Expenses 24,782 24,782 24,766 21,289 23,779
TCOTAL EXPENSES 84,977 50,484 49,688 63,217 80,109

Note that there are three sets of expenses of the corpora-
tion for 1980, The first column was extracted from the original
projected income statement of the corporation. The second column
was actually from the revised projected income statement ; which
was submitted together with the Supplemental Budget No. 1. Sup-
plemental Budget No. 1 was submitted in connection with the
additional appropriation of P1 ¢507,000 which would cover the
tunding of the following activities: (1) Co-sponsorship of work-
‘shop entitled "Appropriate Methods of Treating Water and Wastewa-
ter in Developing Countries™ *“; (2) For the establishment of
"LWUA Hospitalization" in partial g‘g:plerrentation of TOT 97 per
Corporate Compensation Circular #2 2 ; and, (3) For implementa-
tion of amelioration and meal subsidy allowances in partial
implementation of LOT 97.%% The third colum, on the other hand,
was fram another revision of the projected income statement,
which was submitted with Supplemental Budget #2 in commection
with the additional --appropriations of the following purposes:
(1) implementation of full adjustments in hasic salaries of TwWua
employees effective May 1, 1980 in furtherance of LOI 97, Corpo-
rate Campensation Circular #2 and IOI 976; ard, (2) adjustments
in Cost of Living Allowances of the General Manager and Assistant
General Managers at the rate of P1 +400 and P1,100 monthly, res-
pectively, effective May 1, 1980.- ' :
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Table Ho. 36 presents the couwron size analysis of the

projected expenses of the corjporation,

Table Mo, 36

Camon Size Analysis of Projected Expenses

7.56% 15.03%
0.86% 1,43%

0.15% 0.98%
5.55% © 5.64%
0.41% 0.63%
8.23% 13.93%
0.33% 0,25%

1980 - 1982
1980 1980*%  1980%F 1981
Operating Expenses

Personal Expenses 14.90%  14.90% 17.39% 17.92%

Fringe Benefits 5.02% 7.45%

Supplies & Materials 1,12% 1.12%

Repairs, Maintenance ‘

& Improvement 0.15% 0.15%

Other Services 7.07% 7.09%

QOA Expenses 0.49% 0.49%

Travel 10.79%  10.19%

Fixed Charges 0.36% 0.36%

Other Expenses - - - -
TOTAL CPERATING EXPENSES 39.30%  41.75% 40.48% 55.81%
Financial and Non-budge-

tary Fxpenses ‘ 40.26%  40,23% 40.,23% 28,34%
TOTAL EXPENSES 79.56% 81.98%

80.71% 84.15%

1982

17.52%
14.89%
1.76%

1.14%
6.39%
0.55%
12.09%
1.08%
3.23%
58.65%

26.12%
84.77%

The total expenses camprise a substantial percentage of the
total gross revene. If the total operating expenses were the
only expenses considered, then only approximately half of the
total gross revemues goes to these expenses, thus, realizing a

net income of 50% of yross revenue. However,

non-budgetary expenses  add significantly
total expenses. These expenses include depreciation, amortiza-
tion of Geferred charges, interest expense on foreign loans

payable, and provision for bad debt.

the financial and

to the corporation's

A camparison of the above expenses against the actual

expenses is shown in Table No. 37.
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Table No. 37

Variance Analysis of Expenses

1980 - 1982
1980 1581 1982
(in thousards)
Operating Expenses »
Personal Expenses { 202) 1,890  ( 21}
Fringe Benefits ( 2,433) ( 2,562) ( 1,414)
Supplies and Materials { 212) ( - 381) {( 1,019}
Repairs, Maintenance and
Improvement { 9) ( 373) ( 628)
Other Services ( 884) 1,233 4,828
COA Expenses 44 1 ( 2,816)
Travel , ( 1,567)  ( 5,818) ( 5,698}
Fixed Charges { 20) ( 10) ( 571)
Other Expenses 20 1 ( 2,816}
TOTAL OPERATING EXDENSES { 5,263) (6,029) { 7,424)
Financial and Non-bud- »
getary Exgpenses ' ( 9,740) 1,087 2,242
TOTAL EXPENSES (15,003) ( 4,942) ( 5,182)

The projected Income Statement of the Supplementary Budget No.,
2 is used for variance analysis purposes.,

The figures in Table No. 37 indicate that the coxrpora-
tion's actual expenses are less than the projected expenses. In
1980, the actual expenses were 30.19% lower than the projected
total expenses. The 1981 and 1982 actual expenses vere 7.82% and
6.47% lower than the projected expenses, respectively.

The projected net incame of the corporation for the years
1980 to 1982 are shown in Table No. 38.

Table No. 38
Projected Net Income
1980 - 1982
1980 1981 1982
Net Incane before tax P11,872 P11,911 P13,964
Net Income after tax 7,727 not available 9,022

Common size analysis of the figures presented in Table No.
38 is shown in Table No., 39.
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Tabhle No. 39

Cammon Size Analysis of Proiected Net Income

1980 - 1932
1980 1981 1982
Net Incame before tax 19.28% 15.85% 15.23%
Net Incaome after tax 12.55% - 9.91%

Table No. 39 shows that the corporation's net incame is
just a small percentage of the total gross revenue. Comparing
the figures in Table No. 38 with the actual net income shows
that the net income before and after tax in 1980 is higher than
the projected net income as contrasted to that of 1881 and 1982
where the actual net income is lower. Table No. 40 shows the
sumary of this variance.

Table No. 40 -
Variance Analysis of Net Income
1980 -~ 1982
1280 1881 1982
{in thousands)
Net Incame before tax 3,272 (5,722) (1,076)
Net Income after tax 1,220 - {3,229)

In spite of the fact that the actual expenses of the corpo-
ration for the years 1980 to 1983 were lower than the projected
expenses, the actual net incame is lower than the projected net
income. Analysis shows that it was only in 1980 when the corpo-
ration realized 115.79% of the projected net income after tax,
whereas in 1982, the corporation realized only 64.21% of the |
projected net income after tax. Tne 1931 net income before tax
only 51.96% of the projection, indicating the corporation's net
income after tax for that vear was way below the projection.

Budget Variance Analvsis

The control of expenses is seen on the variance analysis of
the budget, The Budget Division makes sure that each department
would operate within the approved spending budget, and not the
approved budget. Although the latter was already approved by the
Board, once suanitted to the Ministry of Zudget, the agproved
budget would e slashed again,
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In 1980, the budget sulmaitted hy the Poard to the !iinistry
was slashed by 0.27%, affecting the following accounts: (1)
budget for fringe benefits and travel were slashed by 1.92% and
1.29%, respectively; and (2) budget for sundry expenses was
increasec by 2.09%. In controlling the expenditures of the corpo-
ration, the hudget is constantly being realigned wherein the
budget for certain accounts are transferred to another, de-
pending on the need and urgency of such expenditure. As a result
of the realignment, the total expenses of the corporation for
this year vas 17.05% lower than the approved spending budget.
Analysis shows that LWUA overspent in the following areas: (1)
perscnal services; (2) special projects; and {3) COA expenses.
However, the actual expenses of the other componenents were vay
below the approved spending budget. Table No. 41 presents the
udget variance analysis for 19380.

, The budget for 1981, which was approved by the Board was
cut-off by the Ministry of Budget by 13.16%, affecting all
operating expenses. In spite of overspending in some areas, the
overall expenditures of the corporation for this year was 1.41%
below the approved spending budget. Analysis of the actual expen-
ses vis-a-vis the approved spending budget shows that the
corporation was able to save fram the following areas: (1) fringe
benefits by 11.62%; (2) supplies and materials by 10.42%; (3)
repairs and maintenance by 43.07%; and, (4) travel by 38.51%.
Part of the savings from these areas were realigned to cover
the expenses for personal services, swylry expenses and COA

. Table No. 42 sumsarizes the budget variance analysis
for 1987.

In 1582, the Ministry of BEudget slashed the budget of the
corporation bv 12%. Again, all the areas of the operating expen-
ses were affected. During thiis year, the corporaticn was anle
to spend only £9.27% of the approved spencing budget, cutting-
off their expenditures in the Ffeollowing areas: (1) fringe
benefits by 1.82%; (2) supplies and materials by 45.23%; (3)
repairs and maintenance by 31.84%; (4) swxry edpenses by 12.306%;
(5) travel by 37.24%; and, (6) Special Projects by 10.96%., How-
ever, the corporation overspent in the arsas of personal services
and COA expenses. Table lo. 43 presents the budget variance
analysis for this year.

As in the past years, the Hinistry of Budget slashed the
corporation's budget, this time by 6.47%. The total erpenses of
the corporation in 1983 was 93.57% of this budget. In realign-
ing the budget, part of the corporation's savings fram fringe
venefits, repairs and maintenance, travel and COA expenses were
transferred to the personal services, supplies and materials,
and sundry expenses to cover the increases. Table No. 44 pre-
sents the budiet variance analysisz for 1883.

The budoet variance analyses for the period of four years
= . Y 8 - . ear
indicate managerment's ability and strict campliance with their
G ¥
cost control measures.



Personal Services
Fringe Benefits
Supplies and
Materials
Repairs and Main-
tenance
Sungdry Expenses
Travel
Special Projects
COA Expenses

TOTAL

Table No. 41

1980 Budget Variance Analysis

APPROVED
BUDGET

A

P 9,669,882
4,309,892

527,622
120,000
3,961,181
4,922,964
255, 060

P23,766,541

APPROVED

SPENDING

BUDGET
"B

P 9,669,882
4,226,892

527,622

120,000
4,044,181
4,859,520

255,000

p23,703,097

ACTUAL

EXPEN-

DITURES
C

P10,505,214
2,117,553

316,286

86,559
2,817,810
3,498,401

20,002

298,927

pP19,660,752

{B/A)

( 1.92%)

( 0.27%)

cP

(C/B)

8.64%
(49.90%)

(40.05%)
(27.87%)
(30.32%)
{28.01%)

17.23%

{(17.05%)



Personal Services

Fringe RBenefits

Supplies and
Materials

Repairs and Main-
tenance

Sundry Zxpenses

Travel

Special Projects

COA IExpense

TOTAL

Table No, 42

1981 Budget Variance Analysis

APPROVED
BUDGET

A

P13,462,800
11,163,500

1,072,500
736,000
4,555,000
10,466,000
472,000

P41,927,300

APPROVED

SPENDING

BUDGET
B

ri2,693,374
10,525,064

772,500
638,500
3,820,452
7,559,229
401,200

P36,410,319

ACTUAL

EXPFN-

DITURES
C

P15,352,717
9,301,435

692,001

363,490
5,077,426
4,647,998

782

461,271

p35,897,120

(B/7)

(27.97%)

(13.25%)
(16.13%)
(27.77%)

{15.00%)

(13.16%)

(C/B)

20.95%
{11.62%)
(10.42%)

(43.07%)
32.90%
{(38.51%)

: 14097%

( 1.41%)



Perscnal Services

Fringe FPenefits

Supplies and
Materials

Repairs and Main-
Lenance

Sundry  Expenses

Travel

Special Projects

COA Expense

TOTAL

Table No. 43

1582 Budget Variance Analysis

APBEOVED
BUBGE

A

15,948,160
13,545,901

1,200,000
1,040,000
7,399,800
11,001,639
560,000

P51,041,750

APPROVED

SPENDING

BUDGET
B

P15,218,098
12,367,240

900,200
605,000
6,645,918
8,450,234
500,000

P44,916,740

ACTUAL

EXPIN-

DTTURES
C

P15,927,231

12,142,654

492,996

412,384
5,359,281
5,303,307

825

415,178

P40,142,220

{B/A)

(24.98%)

{41.833%)
£10.19%)
{23.19%}

(12,00%)

oP

(C/B)

4.66%
( 1.82%)

(45.23%)

{31.84%
{19.36%)
{37.24%)

(16.96%)

(10.63%)



Personal Services
Fringe Denefits
Supplies and
Haterials
Repairs and Main-
tenance
Sundry Fxpenses
Travel
QOM [Expenses

TOTAL

Table No. 44

1983 Budget Variance Analysis

APPROVED
BUDGET

A

P14,875,000
12,158,747

620,000
600,000
6,577,890
4,947,110
653,000

P40,431,747

APPROVED

SPENDING

BUDGET
B

P16,057,000
12,070,000

597,000

687,000
4,116,000
3,634,000

653,000

P37,814,000

ACTUAL

EXPEN-

DITURES
C

P16,884,130
11,176,361

609,363
465,354
4,549,379
3,010,102
577,682

P37,272,371

(B/A)

7.95%
( 0.73%)

( 3.71%}
0.74%

(37.43%)
(26.54%)

{ 6.47%)

a0

{C/B}

{ 2.07%)

(32.26%)

- (10.53%)

(17.17%)
{11.53%)

{ 1.43%)

_OL_
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Monitoring Indicators

The monitoring indicators were set by the World Bank, one of
the foreign creditors of the corporation. These indicators give
insight an the efficiency of operations vis-a~vis uwtilization of
resources.

These monitoring indicators were computed by LWUA for the
years 1980 to 1931 only. However, these were not fully utilized
as a measure of performance, Nevertheless, Table No. 45 shows
the monitoring indicators.

Table No. 45

Monitoring Indicators

1980 - 1981
1980 10681
I. As a Percentage of Average
Total Assets
Total Income 6.7% 6.6%
Financial Expenses 1.6% 1.5%
Gross Profit 5.1% 5.1%
Adninistrative Expenses 2.6% 3.7%
Net Income before Provisions 2.5% 1.4%
Provisions 0.4% 0.8%
Net Income before Incone Tax 2.0% 0.6%
Income Tax 0.2% 0.5%
Net Income after Incane Tax 1.2% 0.1%
II. Net Income as a % of Average Dcuity  2.1% 0.2%

ITITI. Interest on Loan as a % of Average

Ioan Portfolio 8.7% 8.7%
Iv. FPimancial fxpense as a % of Average

Borrowings 4.8% 4.5%
V. Gross Spread (ITI - 1V) 3.9% 4,2%
VI. Provision for Bad Debts as a & of

Year-End Portfolio 1.5% 2.0%
VII, Long-term Debt to Byuity .59:1 L0131
VIIX, Current Ratio 2,60:1 1.50:1
IX., Percentage Increase in Total Assets 28.0% 29,3%

However, the analysis of the above figures could not be made
since the the standards supposedly set by the World Bank were not
available.
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HOME FINANCING CORPORATION

Corporate Overview

The Home Financing Corporation was initially known as the
Home Financing Commission tasked with the functions of operating
a mortgage insurance program, encouraging, aiding and initiating
the organization amd incorporation of building and loan associa-
tions and pramoting the home building and lamd ownership of indi-
viduals. Capitalized at ten million pesos, of which 6.5 millon
was paid up, the HFC urndertook the guarantee of housing loans
extended to GSIS, SSS and some private banks to home borrowers.

The clamor for more housing units by the low income and
middle incare families and the mushrooming of squatter colomies
in Metro Manila, are but two of the factors that stimulated the
policy makers to review the incentives for housing development.
To spur more investments in real estate projects, including low-
cost mass housing, the HFC charter was reviewed, and gaps were
identified. The analysis of the old charter revealed that low
capitalization, limited ceilings for loan guarantee and payment
in the form of bonds for cases of defaults, were not conducive to
the active participation of the commercial banks ard other finan-
cial institutions in the low-cost mass housing programs.

Tt was also realized that there was no central body which
coordinated the various offices directly or indirectly involved
in housing; such gap resulted in some overlapping of functions
and seeming disparate and disjointed approach to housing develop-
ment.

Executive Order Number 535 was issued on May 3, 1979 which
renamed the Home Financing Cammission to the Hame Financing
Corporation. It also broadened its powers considerably to enable
it to mobilize resources from the private sector. Among the
salient features of the law are: ( l} increase in capitalization
froem 10 million to 1 billion pesos; (2) inclusion of private
development banks, savings banks, rural and savings and
loan associations in the guarantes program; (3} increase in the
ceiling for locan guarantee; (4) transfer of the supervision and
registration of the building and loan gssociation from the Secu-~
rities and Exchange Cammission to HFC; {5) empowering the Board
to create and manage affiliates and subsidiaries; (6) making
Ministry of Human Settlements ex-officic Chairman of the Board;
{7) designating the Vice-Chairman/President of the Corporation;
(8) designating the General Manager/Executive Vice President of
the Corporation.

Significantly, HFC was mandated by the Executive Order to
"coordinate its policies, places, projects ard regulations with
those of the Ministry of Buman Settlements and all other agencies
of the govermment involved in housebuilding and development and
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mortgage financing. n?

In line with its new charter, the HFC has expanded its
operatiaons to. include funds generation, project supervision and
contrellership, project develepment. through ventures and other
related financing arrangements to facilitate participation of the
private sector in-housing development.

Structure

In 1980 HFC focused. its attention on two product lines which
were: - (1) mortgage insurance and credit mamagement; ard, (2)
investment- sexrvices and project management. ' The Credit Insurance.
Department handles:-the first mentioned functions.  The clients of
the department- were well-established real estate developers who
needed- mortage - insuranee coverage and- fund- cortrollership. :

‘ On the other hand, the Investments Department tock care of
investment services and:project management. Tts target clients
were new real estate developers with little or no experience in
sourcing funds or marketing the housing uwmits that had been cons—
tructed, In addition, it offered these services: (1) land deve-
lopment and housing design; (2) project planning development;

(3) furds sourcing and underwriting; (4) works engineering and
project management; -and, (5) marketing and take-cut facilities.

Credit Insurance Department- .

The two major functions of the Credit Insurance Department
were: (1) inspection, appraisal and lcan evaluation; and, (2)
marketing of HFC's guarantees. An evaluation process is underta-
ken to ascertain project compliance with technical requirements
and financial viability. These were handled by the Inspection,
Appraisal and Loan Evaluation Service, and Insurance Marketing
and Financial Relations Service. ‘This department was abolished

Investment Department

The Investment Department- was tasked with the responsibility
of - providing ‘know-how in preduction, marketing, distribution and
housing management to clients of the corporation. Specifically,
it fulfilled the following functions (1) develop a realistic .
product package on home development; (2) prepare the necessary
structural and architectural designs of shelter and home package;
(3) identify, evaluate ‘and recommend potential sources of home
development funds.

The Project Planning Service undertakes the planning func-
tion for the construction activity. The Project Implementation
Services directs, manages and controls the housing construction,
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develomment and distribution.of housing. units, after completion.
Simultarecus with the implementation. of the housing development
and distribution is the adoptian of control measures by the
Project Control Service. This division ascertains the allocation.
of funds far the project; releases the funds and undertakes
periodic review. ' This Department was abolished in 1981,

Credit Supervision and Business Develomment Group

The thrust in the late seventies was "marketing of insurance
services of the corparation." : However, with the acceptance by
private banks of the role of HFC in guaranteeing real estate
loans, reorganization was initiated to enable the corporation to
mect the resource reguirements needed to service its clients,

The Investment Department was converted in 1981 to the Credit

. Supervision and Business Development Group with three departments
specifically: Counselling ard Assistance, Architectural and
Engineering and the Project Control and Monitoring Department.

A fourth department was created in 1983 to take responsiblity for
the acquired assets; thus it was named the Acquired Assets
Department.

Prgject and Financial Evaluation Group

With the recorientation of the HFC from marketing to evalua-
tion and funds generation, the Investment Department was recrga-
nized into the Project and Financial Evaluation Group (PFEG).
Essentially, the PFEG provides top management with a thorough
analysis of the viability of the project proposal prior to the
approval of quarantee facility to applicant firms/institutions.
Thus, PFEG determines the competence and reliability of the
proponent to undertake projects.

The Appraisal Department of PFEG assesses the technical and
credit aspects of proposals, while the Funds Generation Depart-
ment is responsible for the issuance of bonds, debentures, secu-
rities collateral and other debt instruments, in foreign curren-
cies; and for the administration, management and investment in
equity or shares in public or private establishments.

Relationship of the Two Departments

Conceptually, the Credit Supervision and Business Develop-
ment Group (CSBDG) was the implementing arm of the PFBEG.
However, an apparent overlap existed because both groups
have an appraisal unit doing appraisal work. This resulted
in a conflict of jurisdiction, Nevertheless, a knowledge-
able respondent revealed that there is an imaginary cut-off
between the boundaries of responsibilities of the two
groups. Before approval of a project by the Board, PFEG has
jurisdiction through the Appraisal Department; after appro-
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val, CSBDG through the Architecture and Engineering Depart-
ment has responsibility.

In practice, CSBDG assumes initial responsibility for the
re-evaluation of a project but Project and Financial Eva-
luation Group may be asked for an opinion., Should there be

a difference in decision, koth position:: shall be presented

to the Management Coamittee. To resolve this overlap, d%i—
neation guidelines were formilated which are as follows:

1. CSBDG shall undertake re-evaluation and processing of
all requests for extension of guarantee of not more
than a year;

2. PTEG shall undertake the re-evaluation and processing
of requests for increase in the amount of guarantee
not exceeding 20% of the original loan. The 20%
ceiling is cumulative and therefore not a ceiling for
each and every request for increase in guarantee
amount ; :

3. PFEG shall undertake the re-evaluation and processing
of requests for extensions requiring terms beyond one
year; and finally,

4, Beyord 20% limit, PFBEG shall evaluate with CSEDG
providing the technical support,

Estate Management Group

The Estate Management Group which was created in 1980 is
responsible for managing the different programs of the hameowners
and community associatjons and building and lois czsociations.
This is staffed by persomnel from the Human Settlements Regulato-
ry Camission, who fulfills additional tasks for HFC. The group
is headed by a Vice President.

Special Projects Group

The Special Prujects Group was created in 1981 to develop
and implement new projects. It is responsible for the Housing
Program of the Ministry of Human Settlements and provides admi-
nistrative support to the Maunlad Savings and ILoan Association
(MSLA). This Association was acquired by HFC for P11,020,000 in
August 1982. MSIA is situated in Angono, Rizal.!!

Land Investment Trust (LIT) Program

The LIT is a program which is synonymous with the Special
Projects Group and is often called a "corporation within a corpo-
ration". It has its own persomnel, project management evaluation
and finance units which operate autonomously.
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Internal Audit and Information Systems (IATS)

The Internal Audit and Infermation Systems- (IAIS).was created
by -the Board pursuant.be the-recermendatien of the Commission-on
Audit- (QOA). in the evaluatien-repert-dated: Nevember 23, 1981.
of ‘the corporation and -advised-management-to strengthen the
organization-and - institute-appropriate-systems and ‘controls.: In-
1982,-a~division chiefrwas appeinted on a-contractual basis to
the Internal -Audit Office as-the-sole :staff member. The contract
was renewed for six mwonths~frem Jannary-1-to June 30, 1983. A -
manager:was appeinted. in-May 1983 tohead-the TATS. Presently,
it has a complement of 8 persennel, seven of whom are certified
public accountants- and headed-bya -manager.

Coe There are two divisiens in TATS, -which are the Financial
Campliance Division and-the Performance Appraisal Division. As
defined in its functienal chart, IATS-is responsible for determin-
ing the adequacy and' soundness- of ‘the accounting, financial and
operating systems, policies,: procedures and control; ascertaining
campliance with-the policies;  plans and control measures; re-
viewing and assessing the efficiency and effectiveness of the
operating activities as well as personnel performance. It en-
sures the proper accounting and safeguarding of all monies,
properties and physical resources of the corporation. It ascer-
tains the reliability of accounting vecords and other important
documents. It reviews financial statements and submits reccmen-
dation for operations improvement. It also coordinates with (DA
on audit matters. As an additional function, it develops the
‘management “information' system for the ‘corporation.

Corporate” Planning Office (Corplan)

In 1983, a Corporate Planning Office was approved by the
Board but no staffing was undertaken., However, in November of
the same year, a consultant was hired to provide advice on
corporate planning. He also serves as policy adviser on budget
formulation and target-setting. For practical purposes, the
Corplan is a one-man unit which-the consultant heads:

As “head" of ‘the unit, the consultant prepares two regular
‘reports “to' the President: the-annual perfarmance and the updated -
the President-as circumstances warrant. -The thrust for 1983 is
in policy and operations-research;

“Corplan: Unit -has not prepared- a formal “planning document
because of ~the rather peculiar: arrangement in the organizaticn.
In a-sense,~a~corporate plamning system: has yet to be installed
and ‘implemented in the carporation.
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Aspects of Cocrdination and Control

Committee

Managenent Comittee

Like cther puklic enterprises, HIC has a comittee composed
of senicr officers vhich evaluates and recommends policy
proposals to the ! <. This is the Monagement Committee or
Mancom chaired by the Vice-Chairman/President and canposed
of the Executive Vice-President/General iManager and heads
of groups, The Mancom serves as a forum for discussing
budget proposals ' projects vhich need guarantee support,

and innovations 3[3 policy approach or changes in the organi-
zationzl systeam.

Planning

In the absence of a corporate planning body, the group
heads, managers with the senior officers comprise the “planning
body". Each year, a 3-Cay planning seminar is held to assess the
past year's performance and prepare the programs for the ensuing
year., A consultant who reports directly to the President and who
wdertakes policy review for the President, provides technical
assistance in the planning sessions.

Unlike FEDC, LIFUA, or PVIA vhich have forral units for plan-
ning, HFC's planning functions are diffused among the groug
heads. 2 plamning wmit has heen propesad in the previous year's
reorganization and a structure duly approved by the Board but im-
plementation has been deferred because of hudgetary reasons.
Horeover, scrme hey officers gre of the view that the present
arrangament is ..ac-.tlﬁifactoryt

in e annual L,la_m:m 385101 b, status regorts are preseni-
ed and discussel, ,yru Nang and issues are analyzed, and specific
recormendztions arrived at. These fcrum., serve as useful venues
for problen solving. A suosstantial number of policy chang:FE are
discussed and pronc.als to the Bcard, initially developed.

vonitoring

There are threc aztreaches in the monitoring of EFC cua-
ranteed accounts. The first is thoe rcnitoring gf accowits called
bank warratizs. This is unertalen by the Project and Financial

Evaluatlon Group which monitors on a post-audit hasis the comn-
pliance oy bals availing of guarantees with the policies and
regulations of 2. The second is the nonitoring through the
supervision <f crks I‘.n;irc:;:: of rojects vhich need soecial
attention such as those resuiring f*L_;xrvxslon on techniczl speci-
fications or these wrojects which are for low income families and
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therefore have to be constructed at the most econcmical price
without sacrificing minimum standards for livability. The third
is the monitoring by controllership which is essentially a pre-
audit function and accounting L:%formed by the Credit Supervisicn
and Business Development Group.

An approach which supplements the above discussed monitoring
appreoaches is the "account managers" concept by which officers of
HFC starting with the rank of division chiefs up to the senior
levels are assigned a number of projects for their supervision.
The acoount managers prepare a monthly status report on the
technical, financial, and marketing developments of the projects
based either on actual visit or ocular inspection of the sites,
or if this is not feasible, based on the reports sent by the
project proponent/banks to HFC. Attached as Appendi%< A is the
form which is presently used by the Account Manager. 6

A review of the reports in the previous year indicate the
findings on: deviation fram approved plans, non-complation of
required housing units or underdevelopment of the project, slip-
page or delay in construction, inadequate water or sewerage
facilities, low sales or delay in turnover of units to purchasers.
The reports are intended to provide oontr?} points which serve
as signals to HFC's guarantee operations.

Budgeting

In the absence of an integrated corporate plan, budgets are
based on the projects of each department. These are consolidated
at the division lewvel and submitted to the AVP-Finance for eva-
luation, The consolidated budget is forwarded to the Management
Comittee for an internal budget hearing amd final review before
being passed on to the Board for approval. Variance analysis is
done on a monthly basis by canparing the actual departmental ex-
penses with the budgeted expenses. &all disbursements pass
through the Budget Division, thus expenses are monitored arnd
controlled. Reprogramming of the hudget is allowed after appro-
val by the Vice-Chairman/President. The requisitioning depart-
ment is required to submit a formal letter to the Executive Vice-
President/General Manager who refers the issue to the Finance De-
partment through the General Counsel and Administrative Group for
review and recamendation.

Intermal Audit

The function of internal monitoring is the responsibility of
the Internal Audit and Information Systems (IAIS). One of the
first accomplishments of the unit is the campletion of the opera-
tions and financial procedures manuals with the technical assis-
tance from QOA. These are used by the TATS to monitor and eva-
luate the compliance by the departments with the prescribed
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systems and pfocedl.wes. They are also continuously upc'l,:-:mtec?l.19

The operating departments are expected to sulmi t monthly
reports to the IAIS as inputs to the management information
system. The IAIS generates the monthly and quarterly operations
report which are submitted to the Vice-Chairmen/President. This
unit is privileged with a direct reporting relationship with the
Vice-Chairman/President who refers their recammendations to th
Executive Vice-President/ General Manager for implenentation.

Commigsion on Audit

As earlier discussed, the Internal Audit and Informaticn
Systems is a relatively new unit, having been fully staffed only
in 1983. Its creation was recamerded by COA which fielded a
team in 1982 to evaluate the internal control system of the cor-
poration., Among its other inmportant recamencdations in addition
to the establishment of an internal audit unit were codification
of a manual for the Credit Insurance Department, strengthening of
controls over cash, proper recording of receivables, imorovenents
in the fixed assets aCcountiBgi; and corraction of the deficiencies
noted in the control system.

The post-evaluation in 1983 by (OA revealed that FTC con-
plied with a substantial mmber of recammendations and that the
few weaknesses still existing were not material to hinder the
vithdrawal of the resident auvditor., The QO withdrew its audi-
tor in 1983,

Vexry siguificant reforms were underiaken in I'C kecause of
the recommenJatloqa of COA. This IT'C eperience attests that
autonomy in fiscal managemnent is attainabhle for as long as the
internal control systems is viable and top managenent responds
positively to COr's recamendations.

The President zs Policy-raver (Vice-Chairman of the Toard) and
Aministrator

There are two oints of view regarding the duzl rolzs of the
Chief Executive as policy-taker and administrator. One vie
maintains that **'c—*cutlon and implemezntetion should be divorced
fram policy malding sc that full asttention can be given to the
tremendous taslt of implemcntation, Policy majm.ﬁng is regerded as
a zunctlon solely exercisakle by a group of men vho are con-
cerned with fashiordrng veneral rules and criteria for broad de-
cision making, akin to the powers of a mini-legislative body.

On the other hand, the other view uuhiolds the richt of the
policy-malier to inleament his Lolicies, so that deviations fram
incent can '\_, LNV & SRl VDY L0 o ;_fiu\ i

14

Sted. One s
this arran oront is Hie preswe ararensss ans full u.'zo'?
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the policy-raior/armirdistrator of the roal spirit of the wolicy
as well as the rplicaticis vhich will result from its igplexsai-
ation, therely minimizing, if not coupletely avoiding unwarrsnted
Ceparture of intent from action.

The IIC charter adezts the latter view, a conclusive proct
that the mercer of the roles of policy-maker ax administrator is
conducive to effective rmenasenent.

T Precident w0 15 tobh Vice-Chairman of the 2oard and

Chief Iecutive Officer is net only responeille for the overall
administration of the organization 1t also directly suservises
the Corporate Planning Office, the Internal Audit Degartwent and
the Special Projects Department. FHe chairs the Management Can-
mittee which is coposed of senior officers specifically the
Executive Vice President/General ianayer, Senior Viece Fresident
and Vice Presidents. This Copnittee acts as a review group of
executive and vital matters, requiring board action. Tt is also
a very active group which forrulates proposals to the Board,
prior to actual policy approval.

The relationships between the Presicdent and the offices
which he directly oversee had heen characterized by a nunber of
knowledgeable respondents, as formal but close. There is alsc an
increasing perception that he has delegated and reasonably subs-
tantial powers to the General Manager in the general suge
of the other departments of the croganization.
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Operational Highlights

Measure of Performance

The measure of performance of HFC, according to management,
is the number of participating banks and the amount invested.
However, due to the unavailability of data, the discussion on the
corporation's operational highlights will be limited to the
amount of mortgage insurance coverage, investments, franchising
and community associations and Land Investment Trust (LIT) pro-
jects.

Major Programs

Basically, HFC is a mortgage insurance firm. However, with
the tremendous housing demands and requirements for massive capi-
tal for housing developments, it blossamed into a project-orient-
ed public enterprises. In addition to its insurance programs, it
has at the present time, five types of investment programs, such
as: (1) joint-venture programs where the landowner provides the
land and HFC takes care of design and fimance; (2) trusteeship
where HFC functions as attorney-in-fact empowered to develop the
land into a viable project; (3) project management where it
manages a housing project; and, (4) pass thru arrangement where
it acts as a conduit between fund user and fund source while
earming a spread in the process.

HFC is also actively involved in fund generation activities.
It taps pension and trust funds, individual endowment furds,
foundations, credit unians, and industrial and sectoral funds.

Major Accomplishments

Mortgage Guarantee

In 1980, HFC approved applications for guarantee mortgage
loans amounted to P215,775,934,00. Of this total amount,
P46,075,934.00 represented individual loans while
P169,700,000,00 represented developmental loans. Only 80%
of the approved applications for guaranteed mortgage loans
were availed of., The individual loans amounted to
P40,199,234.00 while developmental loans amounted to
P127,379,000,00., On the other hand, it was observed that
there was a growing awareness and demand for mortgage insu-
rance coverage as a vital tool towards land and housing
development. It was also during this year when HFC adopted
two policy changes to encourage the participation of finan-
cial institutions in its mortgage guarantee program. The
first major policy change implemented was the shift from
bond guarantees to cash guarantees on its credit insurance
program. This move encouraged more financial institutions
to lerd for real estate activities since the bond guarantee



was considered one reason for the reluctance of some finan-
cial institutions to lend. The second major volicy change
involved the emphasis on cash flow analysis instead of the
availability of collaterals to determine the viability of a
project. This made the package more acceptable and attrac-
tive.

In 1981, insurance coverage amounted to P562 million, re-
gistering an increase of 160% over the 1980 figure of P216
million, Of the total amount, 75% represented developmental
lcans, which amounted to P419 million while the balance of
P143 million represented individual locans. On the other
hand, the major policy changes implemented by HFC was met
with immediate acceptance. This wag evidenced by the fact
that by yearend 1981, 33 financial institutions availed of
the HFC guarantee compared to the 14 financial institutions
recorded prior to the incorporation of HFC with the Ministry.

Insurance coverage for 1982 amounted to P3,019 million,
representing an increase of 437% over the 1981 figure of
P562 million. Of the total amount, 54% represented develop-
mental loans, showing an increase of 292% over the 1981
figure of P419 million. The halance of P1,251 million
represented individual loans which registered an increase of
775% over the 1981 figure of P143 million and P125 million
for bond flotation. It was also during this year when the
number of financial institutions that availed the HFC gua-
rantee increased to 64 commared to the 1981 figure of 33,

Tn 1983, the mortgage insurance coverage amounted to P5,041
million. OQf this amount, P2,309 represented developmental
loans, chowing an increase by P67 nillion. Individual
loans for this yeer amounted to P1,766 million, showing an
increase by P515 million. The halance of P96€ million
represented the NIEEC accounts. By vearend 1983, 80 finan-
cial institutions availed the HFC guarantee.

Various Housing Projects

As of yearend 1980, one on-going project of HFC was the
Ipil-Ipil Heights sitvated at Alabeng, Muntinglupa, Rizal.
Without equity from HFC, this project falls within HFC's
project management and controllership program. This housing
project has 1,124 housing units and involves a total project
cost of P132 million. There were four other projects in
progress, as of yearend. These were: (1) Victory Heights
Subdivision; (2) Pasig Propertics; (3) PAG-IRIS sa RLISS;
anct, (4} ricdern Village Sulxivision. 24ll these projects had
an aggregate praject cost of P212 million.

The targeted number of housing projects that would be made
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available to the public once the projects undertaken in 1280
and 1931 were campleted will be more or less 5,000 units.

As of yezrent 1982, the number of housing projects that will
be made available to the public once these projects were
coampleted was down to 3,865 units. loreover, cne of the
principgal innovations adopted by FFC in relation to its role
in the Mational Shelter Progyram was the accreditations of
several prestigious lending institutions. Under this prog-
ram, these lending institutions were given automatic insu-
rance coverage up to P300 million per entity for housing
loans granted by them, Total camdtment for housing finance
both fram private financiers and HFC reached P11 billion,
thus, insuring the camitwent of MHS to build 100,000 hous-
ing units every year.

Under the developmental projects, there were 92 projects
with 40,237 uwiits. As of yearend 1983, there were 5,472
campleted units, Under the individual project, there were
14,045 units completed at the end of 1983,

Franchising and Community Association

The total number of registered homeowners' association in
1980 was 125. Fram February 2, 1980 to June 30, 1981, HFC
franchised and registered 164 hameowners' asscciation si-
tuated in the 12 regions of the country. The Caommnity
Association, as a corporation, once registered and fran-
chised by IFC enjoys the credit insurance, technical ser-
vices, tax shelter, and many more. Review of operations
showed that the corporation contributed in the government's
efforts to promote and provide homeownersnip through the
various activities undertaken.

In 1932, ¥¥C franchised and registered 653 hameowners’' asso-
ciaticn situsted in the 12 regions of the country.

The information on the number of franchised and registered
haneormers' asscciation for 1983 was not yet available as of
the date of data-gathering.

Investinents

Investments of IFC represented those made by the corporation
of its idle funds not otherwise needed in itz day-to-cday
operations.

In 1280, total investiments amounted to PE€,206,173.71, et-
cluding these in savings account. Of this amount, P4,200.00
were invested in PLOT preferreC shares; P100,000,00 in ani-
la Building and Loan Association; B3,727,980.00 in trust
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deposits in Philippine Veterans bark; and, P2,373,933.71 in
a housing project in Cebu City. The savings account of HFC,
which also earn interest, amounted to P856,956.66.

As of yearend 1981, total investments amounted to
P94,635,744,38. The trust deposits which amounted to
P73,556,109.38 includes re-invested and accrued interest but
net of the 20% tax imposed by the law on witholding tax.

The time deposits of FC for that year amounted to
P18,000,000.00. Ancother investment during this year was the
housing project in Ceima City, representing Phase 1. This
project was actually a joint project with the Cebu Caritas
under Cardinal Rosales. The proceeds fram this project will
be re-invested in yet another project also with the Cebu
Caritas, called Phase 2.

In 1982, total idle funds amounted to P143,640,788.43. This
amount was invested on high yielding investments scheme such
as: PiB time deposits--P18,000,000.00; PNB trust deposits--
PS93,416,242.60; Development Bank of the Philippines trust
deposits—-P16,113,030.80; Philippine Veterans Bank trust
deposits—-P3,095,485.43; Maunlad Savings and Loan Associa-
tion, whose entire stock was bought by HFC--P11,020,000.00;
Philippine Long Distance Telephone shares--P4,200.00; Baha-
yan Certificates issued by NHMFC--P1,911,828.60; and, danila
Building and Loan Association--2100,000.00. The interest
earnings of these investments can be determined monthly or
yearly tased on the rates stated in the contract and/or
certificates with the exception of the Maunlad Savings and
Loan fsscociation wherein the entire holdings of the former
owners were actuired by HFC.

Acquisition of g Subsidiary Dank

In 1962, HFC accquired the entire ownership of the iMauniac
Savinys and Loan Agscciation, Inc. thru purchase in the
amount of P11.02 million. The bank's main office is located
in Angono, Fizal, with branches at Binangonan, Cainta and
Antipolo.,

Land Investment Trust (LIT) Projects

At the end of Decemer 1333, LIT had © on-going projects,
with total projects furding of P342,691,000.00, The total
housing units amountes to 2,094, 0Of this amount, 240 units
were towihouse type; 522 units were social hcouses; 452 units
were sincle detached; and, 173 units were duplex-type.

Land Investment Trust (LIT) Certificate

In Septerber 9, 1583, an agreement between the ranila arki
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Hakati Stock Exchanges and the Ministry of Human Settlements
to trade LIT certificates was signed at lalacznang Palace.
Takble MNo. 1 presents the issues viuch had been listed and
consequently traded at these two stock exchanges:

Table lo. 1

Mo. of Shares Value

BF Balikibahay 32,674,000 P32,674,000.00
Pasig Kapitolyo 2,304,000 2,304,000.0C .
Minteor Southrow - 2,400,000 2,400,000.00
TOTAL 37,3?8,000 $37,373,000.C0

The HFC, through its change in marketing strategy by grant-
ing cash guarantee instead of bond guarantee to insured
lending institutions, widened the client-coverage. Thru
this scheme, resources for housing were mobilized, swelling
the housing units available to low and niddle inccme fa-
milies.



Table No. 2
Financial Highlights
1980 - 1983
(amount in millions)

1980 1981 1882 1983
Resources P 70.4 P100,3 P171.0 p243,3
Gross Revenue 5.9 14.4 30.6 50.6
Expenses 5,89 7.5 11.0 17.2
Net Income (Loss) 0.01 6.9 19.6 33.4
. Current Assets 62.8 4,4 19.8 51.0
Current Liabilities 0.6 5.0 . 1.6 40.7
Total Liabilities 3.4 8.0 10.0: 52.4
Total Ecuity 66,9 91.4 161.0 191.0

Financial Review

Results of Operations

Operating incame in 1983 amounted to P33.4 million, from
P0.07 million in 1980, P6.9 million in 1981, and P19.6 million in
1982.

Gross revenue rose from P50.6 million in 1983, fram P5.9
million in 1980, P14.4 million in 1981, and P30.6 million in
1982.

Total operating expenses exparded to P17.2 million in 1983,
from P5.9 million in 1980, P7.5 million in 1981, and P11.0 mil-
lion in 1982.

Financial Condition

Total resources amounted to P242.3 million in 1983, from
P70.4 million in 1980, P100.3 million in 1981, and P171.0 mil-
lion in 1982.

Total liabilities rose to P52.4 million in 1983, from P3.4
million in 1980, P9.0 million in 1981, and P10.0 million in 1982,
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Total equity rose to P191.0 million in 1983, froam P66.9
million in 1980, P91.4 million in 1981, and P161.0 million in

1982. Table Mo, 2 above shows the Financial Highlights of FC
fram 1980 to 1983.

Tools Used To Measure The Over-All Financial Performance Of HFC

For the study of this corporation, only three tools will be
used in analyzing its financial performance from 1980 to 1983,
These are: (1) financial ratios; (2) common size analysis of
financial statements; and, (3) index analysis of financial state-
ments.

Financial Ratios

Test of profitability and test of liquidity were utilized in
analyzing the financial performance of HFC from 1980 to 1983.
The ratios and percentages are shown in Table Nos. 3 to 11 repre-
senting results of operations and financial condition.

Results of Obemtions

Profit Ratio
Table No. 3 shows the Profit Ratio from 1980 to 1983 of HFC
as a measure of the over-all profitability of the operations of
the corporation.
Table No. 3

Profit Ratio
1980 - 1983

Calendar Year Net Income Gross Income Profitability
Ratio (%)
1580 p 11,152.70 P 5,881,815.98 0.19%
1981 6,933,050.34 14,447,477.34 47.99%
1982 19,630,041.57 30,582,169.00 64.19%
1983 33,399,527.11 50,633,210.24 65.96%

As shown in Table No. 3, the profitability of the corpora-
tion rose to 63.96% from 0.19% in 1980, 47.99% in 1981, and
64.19% in 1982, These ratios indicate profitable coperations from
1980 to 1983.

Retumn on Stockholders' Investment

Table No. 4 shows the return on stockholders' ecuity fram



0.01% in 1980, £.43% in 1981 and 15.39% in 1982 to 26,18% in
1983.

Table No, 4

Return on Stockholders' Tnvestnent
1930 ~ 1983

Calendar Year Net Incooe Average Stock- Ratio (%)
holders' Ixuity

1980 P 11,152.70  P127,572,396.50 0.01%
1981 ' 6,933,050.34 127,572,396.50 5,435
1982 19,630,041.57  127,572,396,50 15.39%
1983 33,399,527.11 . 127,572,396.50 26.18%

As shovn in Table Ho. 4, the return on stockholders' equity
fram 1980 to 1983 indicates an increasing trend. The return of
the funds gradually increased due to the corresponding increase
of net incore during the four-year operetions.

Return on Total Investment

Table tlo. 5 shows the return on total investment of the cor-
poration from 1980 to 1983 with an increasing trend of the retum
of funds invested. TFrom 1980, the ratio rose to 16.48% in 1833,
from 0.02%. Tius increase was brought by the corresponding and
yearly increase of pre-tax incame plus bond interest of the cor-
poration fram 1950 to 1963,

Tazle o, 5

Return on Total Investment
1960 - 1983

Calencar Year Pre-Tax Incane Capital Plus Ratio
Plus Bond Interest [Fixed Liabilities (%)

1980 2 11,152.76 F 69,534,756,95 0.02%

1981 6,933,050.34 95,381,747.71 7.27%

1982 12,5639,041.57 169,399,787.20 11.34%

1983 33,39%,327.11 202,700,455, 40 16.46%

Financial Concition

Current Ratic

As shovn in Table Mo, §, the corporation was very ligquid in
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1980 with a ratio of 106.4231. This was to a very high current
assets against the current liabilities which was quite low. This
ratio decreased in 1981 to 0.89:1 and increased to 12.10:1 in
19582. In 1983, nowever, the coroporation's liquidity reduced
again to 1.20:1 in view of the abrupt increase of current liabi-
lities fram Pi.6 million in 1982 to P40.7 millicn in 1383.

Table No. 6

Current Ratio
1980 - 1923

Calendar Year Current Assets Current Liabilities Licuidity (%)

1980 P 62,852,202.83 P 390,584,116 106,42:1
1881 . 4,455,263.75 4,876,557.96 0.89:1
1982 19,819,1€3.22 1,038,130.600 12.10:7
1983 51,029,772.64 49,655,615.65 1.26:1

With the exceptiOn of the year 1981, the cormporation was
very liguid in 1280 and quite liguid in 1932 and 1983.

Acid~Test Ratio

Table llo. 7 shows the acid-test ratic of 106.34:1 in 1980,
0.88:1 in 1987, 12.05:1 in 19232, and 1.25:7 in 1983.

Acld-Test ¥atio

1980 - 1853

Calendar Year Cuich: Assets Current Liabilities Ratio (%)
1930 P52,304,0048.24 L 590,504,158 105.34:7
1981 4,407,861.97 £,978,557.96 0.88:1
1982 ©19,741,438.96 1,633,130,.50 12.05:1
1923 5(G,0802,40%,80 - 4l ,005,415,C08 1,25:1

With the excention of the calencar year 1951, the corpora-
tion was very licuid in 1280 and 1582. In 1903, however, its
liquidity cropped to 1.23:1 from 12,05:1 in 1982, In 1983,
therefore, should the creditors dencndd for imaeGiate payinent, the
corporation will still e liquid Ly 2,25 worth of irmedictely
convertible o cash assets or P1.02 million remaining guich
assets.
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Average Collection Period

Table No. 8 shows the average collection pericd of the
corporation fram 1980 to 1983 fram 2,622 days to 223 days in
1983.

Table Mo, 8
Average Collection Period
1980 - 1983
Calendar Year Gross Incame No. of Work- Average Daily
ing Days Incame
1980 . P 5,881,815.98 250 P 23,527.26
1981 14,447,477.34 250 57,789.91
1982 : 30,582,169.06 250 122,328.68
1983 50,633,210.24 250 202,532.84
Accounts Re- Average Daily Days
ceivables Incame
1980 P61,699,135.78 P 23,527.26 2,622
1981 3,358,833.54 57,789.91 58
1982 18,006,565.83 122,328.68 147
1983 45,18¢9,821.21 202,532.84 223

The average collection period fraom 19280 to 1983 as showm
above, can be related to the credit terms offered by the corpo-
ration. It shows the day's income on the books in relation to
the accounts receivables which can be used in any credit policy
or changes in collection of receivables. Calendar year 1240 as
presented in Table No. 8 shows a very high average collection
period due to a very high accounts receivable of P61.7 million in
relation to the average daily income of only P23,527.26. In
1981, however, there was an abrupt reduction of the average col-
lection pericd from 2,622 days to 58 days due to the improvement
in collection by P58.3 million. In 1982 and 1983, the receivable
of the corporation increased to P18.0 million and P45.2 million
with that of 1881, FHowever, the average daily income of the cor-
poration correspondingly increased.

Receivable to Incame

Table No, 9 shows ancther way of expressing the same rela-
tionship as expressed by the average collection period.
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Table No. 9

Receivable to Income
1980 - 1983

Calendar Year = Accounts Receivable Gross Income Ratio (%)

1980 P61,699,135.78 P 5,881,815.98 1,048.98%
1981 3,358,833.54 14,477,477.34 23.25%
1982 18,006,565.83 30,582,1692.06 58.88%
1983 45,189,821.21 50,633,210.24 89.25%

As shown in Table No. 9, the best ratio of receivable to in-
come was in the year 1981, with 23.25%, This can be related to
58 days average collection period as shown in Table No. 8. .The
receivable to incame ratio decreased to 89.25% in 1983, from
1,048,98% in 1980, 23.25% in 1981 and 58.88% in 1982,

Equity Ratio

Table No. 10 shows the equity ratio of the corporation of
96.14% in 1980, 95.80% in 1981, 95.06% in 1982, and 94.20% in
1983.

Table No. 10
Eguity Ratio
1980 -~ 1983
Calendar Year Capital Capital plus Non—Current Ratio (%)
' Liabilities
1980 P 66,549,423.21 P 69,634,756.95 96.14%
1981 91,352,515.15 95,351,747.71 95.80%
1982 161,032,768,14 169,399,787.20 95.06%

1983 190,954,879.27 202,700,455,40 94.20%

Table No. 10 indicates the proporticn of total investment
that is derived from stockholders (either directly, or indirectly
as retained earnings)}. The eguity ratio decreased by 1.54% in
1983 with that of 1980. This minimal reduction was brought about
by the corresponding increases of Capital from 1980 to 1983 with

that of the capital plus non-current liabilities.

Debt-to-Net Worth Ratio

Table No. 11 shows the relationship of total debt of HFC in
relation to Net Worth fram 1980 to 1983. The debt-to-net worl'_h



ratio of the corporation rose to 0.27:1 in 1983, from 0.05:7 in
1980, 0.10:1 in 1981, and 0.06:% in 1932.

Table No. 11

Debt-to-ltlet Worth Ratio

1980 - 1883
Calendar Year Total Debt Net Worth Ratio (%)
1980 P 3,427,048.24 P 66,949,423.20 0.05:1
1981 8,977,790.52 91,352,515.15 0.10:1
1982 - 10,005,149.66 161,032,768.14 0.06:1
0.27:1

1983 52,401,191.76  190,954,879,27

The increase of the ratio was brought about by the increase
of net worth from P66.9 million in 1980 to P190.9 million in
1983, in relation to the increase of total debt fram P3.4 mil-
lion in 1980 to P52.4 million in 1983.

Comnon Size Analysis

The camon size analysis, also known as percentage analysis,
of HFC fram 1980 to 1953 will be discussed in accordance with the
Corporation's results of operations, such as Gross Revenue, &y~
penses and Net Income (Loss) and Financial Condition, such as
Resources, Current Assets, Fixed Assets, Current Liabilities,
Long-term Liabilities and Equity.

Results of Operation

Percentage Bnalysis of Income and Expense Statement of the
corporation “ram 1930 to 1883 are as follows:

Table No. 12 presents the percentages of the different
sources of revenue to the total gross revenue.
Table No. 12

Camen Size Analysis of (ross Revenue
1980 - 1983

1880 1931 1982 1983
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Table No. 12 (cont.)

Cammnon Size Analvsis of Gross Revenue
1980 ~ 1983 '

1980 1981 1982 1983

Project Management Fees ~— 0.55% -~ -
Others 2.46% 0.16% 0.25% 0.25%
Cain/Loss on Sale of Acquired

Assets ( 0.30%)( 0.04%) - -

Throughout the four-year period wder study, income fram
insurance premium remained to be a substantial partion of the
total gross reverme. In 1980, 77.51% of the corporation's total
income came from insurance premium. This was due to the imple-
mentation of two major policy changes which encouraged the par-
ticipation of financial institutions in the mortgage quarantee
program, These policy changes were: (1) shift from bond guaran~
tees to cash guarantees since the former was considered an impor-
tant reason for the reluctance of financial institutions in lend-
ing for real estate activities; and, (2) emphasis was placed on
the cash flow analysis rather than the availability of collate-
rals to determine the viability of the pruject. Although HFC's
incone generated from insurance coverage in 1981 was lower than
that of 1980, interest income from investments more than tripled
that of 1980, fram 12.24% to 50.54%. In 1982, on the other hard,
there was a boam in the construction industry. Insurance pre-
miums amounted to 41.45% of the total gross revenue, showing a
slight increase fram 41.16% of the previous year., Although there
was an increase in the peso value of interest on trust and time
deposits, as a percentage of gross revenue, there was a decreage
from 50.54% to 48.27%. HFC's performance in 1983 showed an
upward trend. Incame from insurance premiun increased from
41,45% to 45.09% and application amd inspection fees increased
frem 10.03% to 16.28% of the total gross revenue, Although there
was a decrease on the interest earnings on trust and time depo-
sits as a percentage of the total income, the corporation's over-
all performance was improving.

Regarding the expenses of the corporation, Table Wo. 13
presents the percentages of the different components of the
expenses to its total
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Table No. 13

Camon Gize Analysis of Ixpenses

1980 - 1983

1980 1981 1982 18863
Personal Sexrvices 58.27% 32.10% 23.62% 21.35%
Discretionary Expenses 5.51% 2.05% 1.12% 1.92%
Representation Expenses 3.67%  2,38%  0.34%  0.24%
Travelling Expenses 4.6%%  2.54% 1.53% 1.32%
Office Rental 8.33% 3.45% 1.93 1.38%
Extraordinary Fxpense 4.10%  1.06% - -
Business Promotions 0.25%  2.716%  1.22% 1.04%
Supplies/tiaterials 1.35% 0.68% 0.40% 0.52%
Auditing Services 3.93%  1.50% 1.00% 0.60%
Depreciation Expenses 5.18% 1.81% 0.78% 0.60%
Interest Lxpense - - 2.20% 3.87%
Others 4.53%  2.48% . 1.61%  1.16%
TOTAL EXPHEISES 99.81% 52.01% 35.81% 34,04%

Throughout the four-vear pericd under stidy, the perscnal
services remained the largest expense. However, there was a
decreasing trend in the personal services account, as a percent-
age of total gross revenue. Generally, the total expenses of the
corporation from 1820 to 1983 were substantial portion of the
total gross revenue. In fact, in 1980, total expenses amcunted
to 99.81% of the total gross revenue. ilevertheless, there was a
Gecreasing trend in the total expenses, as a percentage of total
gross revenuc.

Inasmuch as the expenses of the corporation were great, TC
made an elmost breai-even operations in 19950, generating 0,199 of
the total gross reveruwe. Pram the years 1281 to 1963, however,
there was a great isprovement in the corporation's net incane.
Table No. 14 presents the net income from 193C to 1983 as a per-
centage of total gross reveme.

Table MNo. 14

caon Size Analysis of Net Income
18580 - 13

EE 1081 1982 1983

Net Incone 0.19% &7.89%  34.13%  €5.96%
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Financial Corgition

Regarding the comwmon size analysis of the halance sheet,
Table No. 15 contains the components of the total assets as
percentage of its total.

Table No. 15

Common Size Analysis of Assets
1980 - 1983

1980 1981 1982 1983
Cash 1.57% 1.04% 1.01% 2.33%
Receivables 87.67% 3.35%  10.53% 18.57%
Supplies and Materials 0.07% 0.05% 0.05% 0.07%
CURRENT ZSSETS 39.21% 4.44% 11.59%  20.97%
Prepaynents/Deposits 0,183 0.12% 0.09% 0.10%
Investments/Securities 8.82% 94.32% 83.98% 61.35%
Acquired Assets - 0.47% 0.16% 3.76% 16,90%
Fixed Assels (Wet) 0.82% 0.69% 0.43% 0.58%
Leasehold Improvements 0.40% 0.26% 0.15% 0.10%
OTHER ASSETS 10.69% 95.56% 88.41% 79.03%

Generally, a substantial portion of the corporatiaon's total
assets for the years 1980 to 1983 were non-current, except in
1980 when current assets amounted to 8%.31% of the total assets.
Further analysis of the canposition of the total assets in 1380
shows that 37.67% of the total assets cauprised the receivables.
Such a large percentage was attributed to the P60 million equity
contribution of the Hational Govermment., Fram 19871 to 1983,
however, the investments and securities comprised a substantial
portion of the total assets.

Regarding the liabilities of the corporation, Table No. 16
contains the percentages of the different components of the
liabilities to its total.

Table Ho, 16

Common Size Analysis of Liabilities

1980 - 1983
1830 1231 1882 19863
Payables 0,34% 4.62% 0.34% 2.96%
Trust Liabilities 0.21% 0.35% 0.62% 13.75%
CURRENT LIARTLITIES 1.05% 4.97% 0.96% 16.71%



Table No. 16 (cont.)

Camen Size Analysis of Liabilities

T980 — 1983

1980 1981 1682 1583
Deferred Liapilities 3.82%  3.99%  4.89%  4.83%
TOTAL, LIABILITTES 4.87%  B8.96%  5.85% 21.54%

There was a fluctuating trend in the corporation's liabili-
ties, as a percentage of total assets. Nevertheless, total lia-
bilities remained to be a small percentage of total assets,
except in 1983 when this amounted to 21.54%,

Table No. 17 contains the specific camponents of the eguity
as percentages of the total assets.

Table No. 17

Comnon Size Analysis of BEguity
1980 -~ 1983

1980 1981 1982 1983
Capital Stock 94.14%  83.97%  78.49%  55.16%
Surplus 0.99% 7.07% 15.66% 23.30%
TOTAL RUITY 95.13%  91.04%  94.15%  75.46%

Of the total eguity, the capital stock, which includes the
equity infusion of the National Government remained to be a large
percentage of the total assets. The surplus account, on the
other hand, was just a small percentage of the total assets.
However, further analysis of the figures in Table No. 17 shows
that the capital stock, as a percentage of the tcotal assets, was
" decreasing throughout the four-year period while the surplus

account was increasing.

Tndex Analysis

Results of Operation

Table Ho. 18 presents the magnitude of change of the dif-
ferent camonents of the cross revenus from the base year, 1950,
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Table No. 18

‘Indesr Analysis of Gross Revenue
1930 - 1983

1980 1981 1982 1983
Insurance Premium 100% 130.45% 278,042 500,692
Application/Inspection Fees 100% 250.28% 696.26% 1872.14%

Interest on Trust/Time

100% 966.70% 1954,32% 2572.59%

Deposits
Project Management Fees ~—— -
Gain/Ioss on Sale of

Acquired Assets 100% 15.97% 5
GROSS REVENUE 100% 245.63% 51

3.51% 89.16%
9.94% 860.84%

Analysis of the figures in Table No, 18 indicates that the
total gross revenue during the four-year period under study were

increasing sach year.

to 1983 increased as campared to the 1930 figure.
sis of the figures in Table No. 18 shows that the different

sources of incame, except the gain/loss on sale of acquired as-
sets, increased each vear.

In fact, the total gross revenue from 1981

Further analy-

Regarding the expenses of the corporation, Table lNo. 19
shows the magnitude of change of the specific accounts.

Table NMo. 19

Index »nalysis of mosenses
1980 - 19863

1280 1281 1982 198
Perscnal Services 1005 135.33% 210.76% 315.96%
Discretionary penses 100% ©1.30% 106.02% 292,963
Representation Evpenses 100% 159.21% 47,62%  56.30%
Travelling Expenses 100%  133.08% 168.89% 241.77%
Office Rental 1005 101.90%  120.57% 142.97%
Extraordinary Zisernse 100% G3.52% - o
Business Pramotions 100%  2123.70% 2539.30% 3568.35%
Supplies/tiaterials 1005 123.02% 154.06% 327.50%
Auditing Sexvices 100% 03.58% 132.82% 131.79%
Interest Zigoenses - - —- -
Depreciation Expense 100 70.15%  78.55% 89.91%
Others 100% 134.53% 184.88% 220.19%
TOTAL EXPTSED 100 25,000 185,567 293.56%
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The total expenses of the corporation fram 1980 to 1883
increased at an increasing trend. In 1981, total expenses in-
creased to 128% as campared to the 1980 figure due to the addi-
tional personnel. In 1932, the total expenses also increased but
at a lesser magnitude than the increases in the total income.
Finally, the total expenses in 1983 increased to 293.56% as
campared to the 1980 figure.

The magnitude of change in the gross revenue and total
expenses resulted to a higher net income as compared with the
1980 figure. Table MNo. 20 contains the percentage increase in
the net incame fram 1930.

Table No. 20
Index Analysis of Net Income
1980 - 1983
1980 1981 1982 1983
Net Income 100% 62614.77% 176011.56% 299474.81%

Table No. 20 indicates that the net income from 1981 to 1983
increased tremendously as campared to the 1980 figure. This
could primarily be attrilbuted to the greater increase in gross
revenue than the increase in total expenses.

Financial Condition

Regarding the index analysis of the accounts in the balance
sheet, Tacle No. 21 presants the magnitude of change of the
specific assets fram the base year, 1930.

Taple Ho. 21

Indey Analysis of Assets

1980 - 1983
1980 1981 1982 1983
Cash 100% 94.86% 156.88% 512.06%
Receivables . 100% 5.44% 292.18% 73.24%
Supplies and Materials 100% 100.39% 164.50%  375.62%
CURRENT ASSETS 100% 7.09% 31.53% 81.19%
Prepayment./Deposits 100% 100.00% 130.15% 192.56%
Investrents/Securities 100% 1524.86% 2314.48% 2405.76%
Acquired Assets 100% 47.,12% 1954.50% 12508,74%
Fixed Assets (Net) 100% 120.62% 126.70% 243.21%
Ieasehold Inprovenents 100% 91.66% 85.19% 32.64%
OTHER ASSETS 100% 1274.,21%  2009.75% 2556.08%

TOTAL ASSETS 100% 142.56%  243,03%  345.79%
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Tanle io. 21 indicates that the totel asscis increased eacn
year., A close looil at these figqures shows that the current
assets for the vears 1981 to 1933 decreased as campared to the
1980 figure. This could be attriluited to the decrease in the
accounts receivables of the corporation since the 1930 figure
included the Pg0 million equity contribution of the National Go-
vernment. Turther analysis shows that the investments increased
tremendously. Likewise, the acquired assets increased substan-
tially as campared to the 1980 figure, except in 1281 when there
was a decrease py 52.85%.

Table Ho. 22 shows the magnitude of change of the various
caompaonents of the liabilities.

Table iMo. 22

Index Analysis of Liabiliti
1980 - 1983

1980 1981 1982 1983
Paya.o‘es 100% 784.02% ©8,49% 1218.40%
Trust Llabllltles 100% 100.00% 303.42% 9610.00%
CURRENT LIABTLITIES 100% 671.22% 220.86% 5481.30%
Deferred Liabilitiss 100% 148.92% 311.538% 437.40%
TOTAL LIARILITIRS 100% 261.97% 291.95% 1528.05%

tal liabilities for the years 13¢1 to 19¢3 increased as
camuared to. the 1550 figure. A close look at the figures in
Table No. 22 shows that the accounts payakle in 1987 increased to
784.02% widle the deferred liabilities increased to just 148.93%.
In 1932, the accounts pavadle was only 28.45% of the 1960 figure
but the trust account incrsased to 303.42% and the deferred
liziilities increased to 311,543, The accounts payeile in 18363
increased to the tune of 1,215.40% of the 13380 figure while the
trust account increesed further to 5,610%. Deferred liabilities,
likewise, increased to 437.:50%.

Taile Wo. 23 shows the magnituce of change of the various
components of the Govemrmment Dguity.

Table o. 23

Index fnalysis of Zquity
1830 - 10 3
1920 1em 1622 1933
Capital Stocit 1603 127.17%  202.64%  202.04%
Surplus 1005 1015.43% 2029.26% 8107.30%
TOTAL LOUITY 100% 136.45% 240.53% 285.22%
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Mnalysis of the figures in Toble Vo. 23 indicates that the
total equity increased at a fluctuating trend. A close look at
these figures shows that the aid-in capital in 1981, reflecting
the National Covernment's eguity contributicn increased o
127.14% of the 1930 fivure while the swurplus account registered
an increase of 1,015.43%, 1In 1952, paid-in capital increased to
202.64% of the 1980 figure while the surplus account increased to
3,829.26%, As in the previous years, pald-in capital in 1983
amounted to 202.64% of the 1930 figure. The surplus account
increased to 5,107.28%.

The financial operations of Howme Financing Corporation for
the four-year period under review were generally sound in spite
the abrupt decrease of the current ratio and acid-test ratio in
1981 by 105.53% and 105.46% respectively. 1981 shovied a belaw.
par performance due to the increase of current liabilities in re-
lation to the current assets.

Over-all performence of the corporaticn, however, for four

vears vas favorable. GShown in Table flo. 24 is the Summary of the
Financial Performance of HFC from 1980 to 1933,

Table No. 24

Sumaxry of Financial Performance
1980 - 1983

Results of Operations

Profit Ratio 0.19% 47.99% 64.19% 65.96%
Returm on Ztockholders' Eqguity 0.01% 5.43% 15.39%% 26.10%
Return on Tocal Invesimaentc 0.02% 7.27% 11.53% 16.43%
Financial Concition
Current Ratio 106.42:1  0.89:1 12,1021 1.26:1
Leid-test Batio 105.34:1  9.88:1 12.0531 1,25:
Average Collection

Period {(cays) 2,022 5% 147 223
Receivable to Incanc 1,048.900% 23.25% 58,80% 889.25%
Zouity Ratio 96.14% ©5.80% 95,06% 24.20%
Debt--to-et YWorth Ratio 0.05:1 10.00:1 0.06:1 0.27:1
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PARN SYSTEMS DEVELOPMENT CORPORATION

Corporate Overview

The goal of the National Goverrment to increase food produc-
tion can not be achieved without the cooperation of the farmers.
To attain this objective, the Farm Systems Development Corpora-
tion (FSDC) was created under Presidential Decree No. 681. Its
main purpose is to pramote the organization of and assist all
irrigation associations and fam-based related activities.® Ini-
tially attached to the Office of the President, FSDC is presently
attached to the Ministry of Public Works, Transportation and
Communication, a change effected hy Presidential Decree No. 1595.
The same amendatory decree expanded its functions and encompasses
activities designed to improve methods and develop entrepreneu-
rial capabilities in the areas of resource management, farming,
fishing, forestry, agro~industrial production, processing, mar-—
keting, drainage, rural h?terwofks, and land reclamation for
agricultural production. '

The policy-making body of F:'OC is the Board of Adminis-
trators. As of 1980, it was carposed of the Minister of Public
Works, Transportation and Commu:ication, the President of the
Developnent Academy of the Philippines, the Executive Director of
the National Food and Agricultural Camission, the Administrators
of the National Irrigation Authority, the Naticnal Grains Autho-
rity, the Natiomal Electrificatioﬁl Authority, and the Administra-
tor of FSIC as ex-officio member,.® This same set up exists up to
the present. :

In 1980, the Office of the Administrator had the following
departments under his supervision: 1) Office of the Deputy Admi-
nistrator; 2) Corporate Legal Office; 3) Internal Audit Services;
4} Security Affairs Service; 5) Management Services Department;
6) Research and Developm=nt Department; 7) Supply Management
Office; 8) Programs Development Department; 9) Special Projects
Department; 10) Engineering Department; 12) Finance Department;
and, 13) Area Offices.

Characteristics of the Organization

Organizations may either be centralized or decentralized in
structure. Nevertheless, the formal structure may be "altered"
by the leadership style of the head of the organization. Thus,
lines of comand may be defined in the organizational chart,
specifying the flow of authority, but practices may differ in
real situations in the corporation. Such is the case in FSDC.

All departments, including all Area Offices, are directly
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supervised by the Administrator. At first glance, it would seem
that authority is centralized. However, in practice, operations
are decentralized. The Deputy Administrator supervises financial
matters rather than the programs. Cansequently, he has a dis-
tinct set of functions campared with this counterparts in similar
organizations.

Changes in Organization

The 1980 structure, approved by the Ministry of Budget, was
the same structure in 1981.” That same year marked a transition
periad for FSDC. Under Presidential Decree No. 1595, it was
granted expanded powers to include activities aside from rice
farming., 6 Change did not came abruptly, however, Task forces,
which were an acceptable mechanism in the corporation, were
created to facilitate smooth transition. - Despite the major chan-
ges, it is possible to trace the evoclution of the 1983 structure
from 1980. The following is a discussion of the various depart-
ments in 1980.

Corporate legal Office (CLOQ}

The Corporate Legal Office provides legal services not only
to the Central Office but also to the Integrated Services Asso-
ciations (ISAs) and the Kalipunan ng mga ISAs {KAISA). This
department ascertains the legality of documents and proceedings
both in the Central Office and ISAs and KATSAs, It also hears a
well as files cases involving the corporation. Foreign loan
contracts including procurement of equipment fraom foreign source
are reviewed by it,

Security Affairs Service (SAS)

The SAS was created in campliance with Presidential Decree
No. 51 which recquires all government corporations to have a
security unit that will take charge of the security of the gmplc
vees, "“installations, classified documents, and materials."

Internal Audit Service (IAS)

The Internal Audit Service has been part of FSDC ever since
the corporation was created in 1975. This unit pre-audits all
disbursements. As per the 1980 organization manual, the follow-
ing transactions are not being pre-audited by the Cammission on
Audit: ‘

"1, payment for consunable items below P10,000
2. payment for non-consumable items and services
below P20,000



3. partial payments for development projects
(construction, irrigation systems, etc.) ex-
cept the first and last payment

4, payment to government agencies."®

Tnitially, the IAS pre-audited the above-menticned transactions
as well as the disbursements of the Area Offices. However, under
the present COA policies, most transactions are post-audited.?
This is performed by the Field Service Division. Loan releases
tec ISAs and KATSAs are also audited by the IAS. It is also
involved in performance appraisal of depertments to ensure effi-
ciency and effectiveness. It is likewise assessing areas requir-
ing improvement, which are brought out during Regular Management
Camittee meetings. This department did not urdergo arly change
during the four-year periocd covered by the survey.

Supply Management Cffice (SMO)

The Supply Management Office provides the equipment and sup-
plies requirements of the Central Office, Area Offices, and
projects. Likewise, it is responsible for transporting and ware-
housing equipment.

This department has always functioned as an independent unit
except during the year 1932 when it was transferred as a divisior
of the Management Services Department, 0 This change was not mad
because of similarity of functions, kut due to the fact that the
Director of the Management Services Department was also concur-
rent Head of the Supply Menagement Office. 2n assistant director
was thus created so that an officer can closely supervise the
office. In 1983, the Supply Management Office regained its
vosition as a separate unit.

tansgement Services Department (¥SD)

The Management Services Department is a very important coor-
dinating arm of the corporation because it serves as a link
between management and other units, FSDC and Avea Offices, and
even F5DC with the external enviromment, especially foreign-
lending institutions. The MSD formulates planning guidelines
which are the basis for the preparation of work programs and
budgets of all departments and Area Offices. By using the work
programs, the MSD is able to monitor the corporation’s perfor-
mance. Systems evaluation and improvement is continually being
undertaken by the M5D in coordination with other units,



Change in Structure

The Management Services Department has undergone same inter-
nal changes over the yvears although its basic functions have
remained the same. In 1980, the divisions under it were the
following: 1) Corplan; 2) Communication Services; 3} Corporate
Information Systems; 4) Operations Control. MSD was designated
as a task force on the Modified Barangay Irrigators' Services
Association (BISA) Program in 1981 while retaining the same set-
up, In 1982, a substantial reorganization of departments was
undertaken. The Supply Management Office was put under MSD while
the corporate planning function was transferred to the newly
created Plans and Research Department. The other division under
the MSD was the Management Information and Systems. Finally, in
1983, the Plans and Research Department was abolished and merged
with the Management Services Department. The new divisions undex
it are the following: 1) Corplan; 2) Systems Develomuent Divi-
sion; 3} Project Monitoring and Evaluation Division; 4) Research
and Development; and, 5) Communication and Training Services.

Administrative Department (AD)

This department was vested with the responsibility of provi-
ding adminigtrative support services to the different corporate
units., From 1980 up to 1981, this task was carried out through
its two divisions, namely: 1) Human Resources Division; and, 2)
General Services.

Finance Department (FD}

The Finance Department handled the sourcing, obtaining, dis-
bursing, and protecting corporate resources. Its activities did
not only revolve around in-house financial needs, but also pro-
ject financing. It functioned as project team for loans in 1981,
Tts function was to study FSDC's loan management system with the
aim of formulating a new one.

Finance and Administrative Department (F&A)

Fram 1980 to 1981, Finance and Administrative operated as
two different units. In 1962, the two were merged since both
performed support functions. The divisions under the department
are the following: 1) Huwnan Resources Division; 2) General Ser-
vices; 3) Cash Management; 4) Finance and Loan Management; and,
5) Corporate Accounting Division. This set-up existed until
1983,
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Special Projects Department (SPD)

The Special Projects Department was one of the four operating
departments in 1980 and 1981. As the name implies, the SPD
controlled the projects which were not part of the reqgular prog-
ram of the corporation. As of 1980, the SPD was in charge of the
Small Water Impounding Projects (SWIP) and the Samar Integrated
Rural Develomment Project (SIRDP). The SPD was abolished in
1982, Its tasks were transferred into the Lowland Area Directo—
rate in 1982 and to the ISA Development Department in 1983.

Research and Development Department (R and D)

In the years 1980 and 1981, the Research and Develcpment
Department was considered as an operating department. It was
responsible for preparing new technologies needed for the deve-
lopgment of farm systems. Not only did it "package" the technolo-
gy. but it also disseminated any new findings to the departments.
R and D, Engineering Department, Special Projects Department, and
Programs Development Department were closely related but delinea-
tion of functions were defined in the manual in the following
MANMEr S

1. The Special Projects Department concentrated on ex-
ternal while the Research and Development Department
handled internal projects.

2. The Engineering Department dealt with technical as-
pects of FSDC's operations, while the Research and
Development Department provided inputs on new tech-
nologies to be integrated into the program of FSDX.

3. Research and Development Department was clearly tech-
nology-oriented while the Programs Development De-
partment. was in charge of institutional development.

Programs Development Department (PDD)

The primary concern of the Programs Development Department
was institutional development with the farmers and fishermen as
beneficiaries through the Integrated Services Associations (ISAs)
and Kalipunan ng mga ISAs (KAISAS). In 1981, the PDD was as—
signed as the task force on the KAISAs. This was abolished in
the 1982 reorganization.

Engineering Department (ED)

The Engineering Department provided technical support and
assistance to FSDC's Area Offices. It was actively involved in
the review of designs and feasibility studies to ensure that



before the project merits final approval by the Board of Adminis-
tratars, it should conform to FSDC's standards and requirements.
Inspection and testing of equipment were also the responsibili~
ties of this department. In 1381, it was assigned to conduct
research on adaptive farm technology and development. In 1982,
it suffered the same fate as the rest of the operating depart-
ments of the 1980-1981 structures.

Chahge in Thrust

The year 1982 was a turning point for FSDC because it launch~
ed its new programs in line with Presidential Decree No. 1598,
dated June 11, 1978, which expanded FSIXC's goverage into more
diversified areas other than rice farmjng.1 The 1981 organiza-
tion was then deemed inadequate to fully respond to the corpora-
tion's thrusts. Same of the departments in 1981 were retained
because those were mainly support departments and the change in
thrusts would only require additional effort from the personnel
and some changes in systems., On the other hand, those directly
involved in the projects were restructured to accommedate the
widened scope of the corporation's programs. Taking the place of
Research and Development, Programs Development, and Engineering
Departments were new departments which perform most of the origi-
nal functions of the abolished departments including new func-
tions in line with Presidential Decree No. 1595,

Planning and Research De D

The Planning and Research Department performed research and
corporate planning functions which was handled by one division,
The other division was the Market Development Division which
assisted Kalipunan ng mga ISAs ( KAISAs) on finding markets for

products of KAISA's enterprises. This department was abolished
in 1983,

Institutional Development Department (IDD)

The Institutional Develogment Department was originally the
Programs Development Department. It was tasked with training and
development of leaders of the KAISA. It existed only in 1982,

Area Directorates

A major change in the 1982 structure was the establishment
of the three Area Directorates which concentrated on project

coordination. These operating units were restructured with the
1983 reorganization.
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Lowland Area Development Directorate

The Lowland Area Development Directorate concerned itself
with irrigation and other types of assistance to rice farmers,
but also with the development of other enterprises like agro-
livestock and cottage industries.

Upland Area Develomment Directorate

The Upland Area Development Directorate focused on the Tree
Resources for Energy and Enterprise (TREE) project which harnes-
sed the potentials of tree farmers to achieve the same degree of
success as the corporation did with its lowland projects.

Coastal Area Development Directorate

The Coastal Area Develcpment Directorate also aimed to pene-
trate the fishing villages and organize the fishermen into Inte-
grated Services Associations (ISAs) and Kalipunan ng mga ISAs
(KAISAs) as FSDC did in its other projects. Financial Assistance
for fishing gear provided the entry point for their projects.

Changes in 1983

The vear 1983 brought with it more changes in structure,

The three area directorates were restructured into two depart-
ments which were classified not according to area ( i.e., lowland,
upland, coastal) but according to the two major classification of
associations which served as chamnels for their programs. These
are the Integrated Services Associations (ISAs) and the Kalipunan
ng mga ISAs (KALSAs). This structure evolved because of the need
to centralize functions and avoid the duplication among the three

directorgltes which all performed similar tasks in a different
marmer.1

KAISA Development Department (KDD)

The KAISA Development Department is active in after "harvest"
operations for the lowland, upland, and coastal prajects,
Through the KAISA, farmers can find suitable markets for their
goads while also engaging in other related enterprises. The KDD
is primarily involved in Institutional Development. Actually,
the KDD is a new name for the former Institutional Deveaelopment
Department,

ISA Development Department (IDD)

It is the ISA Development Department through which the bene-
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ficiaries cbtains the specialized services pertaining to plamning
and evaluation, technical, equipment and other forms of project
assistance. The Lowland, Coastal, and Upland Enterprises Deve-
lopment Divisions are centralized under this department.

Area Offices

The Area Office is a miniature FSDC located in the provincial
regions nationwide. Actual implementation of projects is handled
by the Area Offices coordinating with all ISAs and KAISAs falling
within the authorized boundaries. 2Area Offices are structured in
the same manner as the Central Office. Each Area Office has the
following units: 1) Internal Audit Service; 2) Management Ser-
vices Division; 3) Enterprise Development Division; 4) Finance
and Administrative Division; 5) Engineering Services Division;
and 6) COA {(only for the bigger Area Offices). There are six
Area Offices, one for every two regions,
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Aspects of Control and Coordination

The following is a discussicon of certain asyects of control
systems, the roles of verious wits in controls and the parti-
cipation of the chief executive officer in coordinaticn and

control.

Task Forces ant Copmittees

Procureront. Camittee

FSoC is a relatively young organization; the nedian age of

its personnel is thirty., The Administrator iz also compara-
tively young and a strong believer in participative management.
In the past four years, the corporation widerwent organiza-
tionel changes; however, a vital mechanism for its dynamism

is the task forces and camnittees vhich fulfill functicns
requiring speedy implemertation.

In 1281, five task forces were formed to facilitate the
corporate transition with the expanded functions ertodied in
the amendatory decree. These are the following: Tash Force
on odified Tarangay Integrated Services Association (2ISA)
Frogram Approach (Famm Family Approach), Task Force on Tree
Rescurces for Dnergy and Interprise (ITTD), and the Task
Force cn Training and Cowanication. The meiership of the
task forces cut across departrental lines and brings tode-
her exmertise necesseaxy to canplete specific tasls.

n additicon to task forcas, cavdtitees were lilewise creatsd
to carry out essential functions. One exanple is the Pro-

curenent Conmittoe which handles the acguisition of eguip-
ment, materials and suenlies involving amounts greater then
P5,000. This is chairsd hy the ¥ead of the Corvorate Tegal
OZfice, and the mathers are reprasentatives from the Finance
and Aaministrative Department, Supnly Hanegenent Office,
Internal Audit Service, and the Ingineering Departient. The
namber from the Engineering Departoent staved on with the
Camittes even after the abzolition of the denartment.

A e s . - =y —~ - - -k T -
This Commitice elisted as eaxrly as 1975 whon TSDC was
created,
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During the presentation of the progress of programs and
problems attendant to their implementation, its members
elicit feedhack which serve as inputs to the Corporate plan.
Consequently, it is an aid to the formulation of the plan-
ning and budgeting guidelines, thereby assuring a realistic
perception of the projects.

Likewise during the meetings, the needs for systems improve-
ment surface thereby alerting the director of the Manage-
ment Services Department to areas which must be looked into.
The Deputy Administrator is the Chairman of the Cammittee;
however, it is temporarily headed by the Director of the
Management Serv;’r%es Department because the chairman is out
of the country.

Another important role of the Management Cammittee is to
serve as a conduit for information. Its meetings which are
held every Monday, occasicnally coincide with the Board ’
meetings, Update on new policies or revisions of existing
ones are discussed during these meetings. This practice is
consistent with one of the Twelve General Directives in the
corporation which states that all employees should know the
developments in the corgz)ratim.”

Executive Council

The Executive Council is composed of senior directors as
well as other officers vho are full time members. It con-
tributes to icdea generation and consultancy services.

thile the Management Camittee concerns itself with policy
issues and existing projects, the Executive Council involves
itself in conceptualizing projects which are germane to
FSDC's objectives. As a Think Tank, it conceptualized the
Hyacinth Products Enterprise Resource Develcopment Corpora-
tion (HYPER). One of its members considers the Administra-
tor as a major source of new ideas and innovations, which
the Council is tasked to flesh out as projects. It has 11
nembers, 2 are directors, 5 are division heads, 2 area
managers, and 2 senior program officers.?!d

Area Managers' Workshop

Every quarter, all area managers and directors meet in the
Central Office of FSDC. As a matter of practice, a three-
day workshop is held vhere performance on projects, as well
as problems are discussed and resolved. Targets are reas-
sessad and compared with accomplishments. Reasons for short-
falls are identified. Programs are prioritized for the
succeeding quarter. An assessment of the environment is
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also made, For instance, in one woriishos, the participants
scussed whether PSDC projects were still within the 5-
Point program of the Govermment.

To a large extent, the Area Hanagers' vorkshop is a forum
which fulfills the functions of planning, evaluaticn and
nonitoring during the discussions and delikevations on pro-
jects, accomplisihments, targets, shortfalls and revisicns of
targets. However, clevation of problems is not delayed by
reason of the quarterly schedule of the workshop. Since a
voice-to-voice radic system is available in the corporation,
irmmediate consultation and agdvice can be elicited by area
managers and field cfficers.

Planning and Monitoring: Management Services Department

Planning and Pesearh

On the third guarter of the year, the Management Services
Department formulates planning quidelines which are distri-
buted to all departments. This task is undertaken by the
Corplan division which also prepares the Invironmental As-
sesgment Report. This contains a scan of developments in
the country and other sectors of the government. It also
identifies opportunities to which FSDC can respond with
imnovations. In one instance, it reviewed and assessed the
changes within and exXpansion of the itinistry of Agriculture
and its implications to the operations of the cr.vr‘porat:i.cm.‘22

The Corplan division is also responsible for gathering data
and studies on local sources for financing. OUne of those
identified applies to FEDC's rice trading activities through
its FKAISAs. These are: ventures capital, camercial banlis
end the guedens of the Jational Food Authority.

It is interesting to note that critical research outputs are
initiated by this division. The comprehensiveness of envi-
ronmental scan and specific studies applicable to FSOC's
needs enhances its caparility to innovate and respond to
changes.23

-~

flonitoring and Information Systes

The departionts submit montlly and cuarterly accomplishoent
reports to the Project onitoring and Evaluation Division
(P D) wihich compiles them and analyzes the accamslismuments
vig-a-vig their targets. The information is compiled and
mptated in the central data bases of the corporation. Sun-
maries of the accomplisiments with enalysis are periodically
given to the Doard and to the Adninistrator through guarter-
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need for regrogramming of the bhudget zrises, a wmamerandum request
with justifications is prepared by the department. This is
evaluated »v the I'l.D and pf,?ser;ted to the Adrinistrator for his
consideration and decision.

Intemal Audit

The Internal Zudit Service (IAS) has heen a part of FSDC's
organizational structure ever since the establishment of the
corporation in 1975. To guide its staff in audit work, three
mamuals are used; these are: the Pield Examiner's Mamal, Audi-
ting Yanual on Disbursements and the Cash Ixamination Manmal.,
These mannals were all made by E’Qe Internal audit Staff. Its
emphasis is on financial audit.

In coordination with the representatives of the Camission
on Audit, the Finance and Administrative Department
and the Supply Management Office, it conducts an annual
inventory of property. Cash examination and pre-audit of dis-
bursements are also performed, a function which had earlier been
undertaken by the COA personnel. As a contribution to systems
development, IA3 participates in formulating recoamendations
with the Systems Development Divisiorn,<”

Camnision on Avdit (QOA)

In 1982, COA evaluzated the internal control system of FSDC.
Same of the recomsendations made by COA include strencthening of
the aspects of controls on collection, disbursements, supplies
and materials, and records inventory of fired assets. A salient
recommencation refars to the functions of the Intemal Audit
Service which , according to 0%, should not be limited to the
audit of disburserents, invoice, and lcen releases, and review of
accounting records and inspection of deliveries, It erchasized
that the aulit orotran must clsc be cantered on the review
appraisal on & continuing kasis of the functions provided in the
1982 Organizationzl Plan.

The 1923 post-avaluation of COA of the intermal conitrol
systen of PS0OC revezled that a substantial number of the recom-
mendations of QOA vere implemented as in the reduction of the
operational fund from P70,000 to P35,00C with nore freduent
replenishaent and timely recording of transactions. The scope of
audit of the Internal Control Sarvice i@as found to extend to the
review and eveluaticn of the internzl control systenm of thie
corporaticn, audit of FSDC's lcen oeneficiaries such as KAISAS
and ISAs, cash examination of Special Dispursing Cfficers,
ingpection of <{eliveries and sane duties aszicned &y the Admi-~
nistrator.
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A significant cdevelopment in 1923 was the decision of the
QA to withdraw the resident awditor from PSDC, which is a re-
flection of the capability of the corporation to itself.

The Administrator: Chief Zzecutive Cfficer and Policy-lhker

Cne of the most interesting and significant insight which
one can derive from a study of FSDC is the benefits of a partici-
pative style of leadership. The present Administrator is energe-
tic, dynamic and inncvative. His strong camnitment to the insti-
tution and its clients, as well as deep concern for the growth of
professicnalism in the corporation have in more ways than one
produced a corps of officers whose morale is high and lhose
service orientation is ernviable.

Yanifesting a strong faith and confidence in his cofficers,
he hardly presides formally in meetings. He merely sets the
tone, allows his cfficers free discussions and encourages the
exchange of ideas. He makes decisions after all ideas have been
sifted, analyzed and tested.30

The institutionalization of the value of commitment to ser-
vice by FSDC persomnel begins during recruitment. Newly-hired
employees are required to attend orientation sessions on the
goals, objectives, policies and programs of FSDC arnd evaninations
are given to ensure that these were clearly understocd

The Drocess deoes not end with the examination. Through

- fileld visits, the awplayees meet the cliant~farmer and fisher-
men.  Imitially, the Administrator plamed to kring all persamsl
on schaduled visits to the farms and IO]EC_J, s¢ that they can
have direct experience with the conditions in the areas which the
corporation serves, Hougver, becausa of budgetary constraints,
this plan was deferred.

In the main office, the presence of the Administrater is
felt, even if he is on field visit or physically elsewhere.
Bvery floor of the building which houses ISDC hgs a poster which
lists the 12 General Directives stating the following:

" . Rll FSOC personnel must completely unferstand the
FEDC program.

2. 211 wersonnel especially those in the area of pro-
vincial offices muist gain an uwderstanding of local
situations and develop an appreciation of the values
of the local population.

J. Discussion and criticizn should e ancoura:
o, ”ﬁﬁ‘”“LlOu but should ke confine’
nization.

iR

Uir tha
ithin the orga-




4, Decisions should be based not only ¢n what the majo-
rity feelz but on what is essentially correct and
proper.

5. Decisions made at the level of organization rust he
carrizd cut without delav and hesitation.

6. Directives from higher levels of authority must be
irmediately communicated to lower levels in the
organization.

7. Where decisions or directions are to be carried out,
sufficient time should be provided for irmplemeritors
to determine the best way to carry out the decision.

8. Campetence of everyone should be continuously deve-
loped.

9. A positive attitude is necessary for effective per-
formance of our work.

10. a1l efforts and resources must be concentrated on
FSDC's objective to accelerate rural cdevelopment.

11. Self-relijance must be develoned.

12. 2Ahuse of authority is obnordous to the princivles
to which #sC adheres."

To enhance and concourage carzuiiment to these directives, a
representative from & pre-designatec Zivision chooses one fran

2 [ g
the 12 General Directives and speals cn what it means to him.
This is aore efore the flag ceremony and retreat held on Morgays
and Fridays, respectivelv. This undgue exercissz bas procuced a
stroqg sense of unity and cormitment amond the corserate person-
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OPERATTONAL HIGHLIGHTS

Measure of Performance

For FSDC, the ultimate indicator of the achievement of the
corporate program objective is the self-reliance of the farmers.
This encampasses the farmers farm productivity, ability to manage
the ISAs and the capacity to meet financial obligaticn, This
can be achieved thru the ISAs where the farmers are involved in
various activities such as construction and maintenance of irri-
gation system and the adoption of new farm technologies and
innovations in the management of farm enterprises, among others.
Eventually, FSDC hopes that the farmers will be able to provide
for their own needs specifically that relating to farming re-
quirements and credit facilities. However, it is very difficult
to attain self-reliance -since there are external factors atfect-
ing the self-reliance of the farmers and the effectiveness of the
corporation.

Goals and Targets

The Corplan Division, under the Management Services De-
partment, issues plamning guidelines which are based on direc-
tions and thrusts for the coming years. But the specific goals
and targets of the various operating units are the result of the
combined efforts of the Area Offices and the Central Office
units. The Finance and Loan Management Division (FLMD) deter-
mines the financial requirements of the work program and campares
these to the financial resources of the corporation. Then, it
cocrdinates with the Corplan Division which finalizes the entire
corporate's work program.

Table No. 1 presents the goals and targets of the corpora-
tion fraom 1980 to 1983.

TABLE RO, 1

Targets

1980 1981 1982 1983

I. INSTITUTIONAL DEVELOPMENT
A. No, of I8As Organized 547 385 230 -~
B. No. of KAISAs Organized 63 - - -—
II. LOWLAND AREA DEVELOPYENT
A. Irrigation Development
1. Construction of Pump and
Cammunal Irrigation Sys-
tems ‘
a, No. of Projects 260 167 94 45
b. Area Coverage 12,000 10,000 10,000 5,200
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TABRLE N0, 1 (cont.)

Tarcets

1980 1961 1942

1983

2. Rehabilitation and Up-

3.

grading of Pump and
Cormunal Irrigation
Systems

a. No,., of Projects
b. Area Coverage
Gasifier Conversion
a. No. of Projects
b. No. of Units

E. Adaptive Farm Technology

1.

2.

3.
4,

Farm Mechanization

a. No. of Proijects

b, Ho. of Units

Farm Animal

a. No, of Projects

b. No. of Heads
Innovation Packages
LWUD (No. of Packages)

C. Special Projects

P’
| -

2

3.

4.

SHIP

a. No. cf Projects
D. Area Coverage
PRTP

a, Mo. of Projects
L. Area Coverage
SIPDP

a. llo. of Projects
b. Area Coverage
FADSALE

a. hNo. of Projects
. Area Coverage

11T, UPLAND AREA DEVILOPLMET
A, TREE Conponent
No. of Projects (Area
Planted)
B. Charcoal Developinent
Camonent (No. of Kilos)
COASTAL, ANEA DEVELOR-TNT
A. ICE Plant Component
No. of Projects
B. FISH Capture Component

Iv.

AT

I ANTa

A R SN

A ICOP (Bo. of

PROJECTS

-k a

Coopzerativas)

222 228 201
14,334 17,389 16,000

210
242

100 120

371
— 415 49
- 265
— 784  --
857 -

3 7 -
700 —-

10,768

130
12,992

290
300

3,410
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TABLE 10. 1 (cont.)

r

Targets

1980 1931 1982 " 1983

VI, INTFRPRISE DEVELOPLERT
A. Establishment of XATSA

terprise
1. Feedmill “— 6 6 -
2. Tending - — - -
3. PFabrication Shop - — 6 _—
4, RICE \ _— 16 5 4
5. Livestock Center - -— 6 3
6. Integrated Rice/Feedmill  ~- -— 6 3
7. Charcoal Production - -— 12 -

YMajor Thrusts and Programs

The following is a discussion of the thrusts and programs of
the corporation fram 1980 to 1983.

Ever since FSIC was created, the farm systems concept is used
wherein the utilization of farm resources is optimized, This
was achieved through the Barangay Trrigators' Service Association
(BISA) Program. Under this program, the farmer is involved in
various phases of activities--institution building, construction
and maintenance of irrigation systems, adoption of new farm
technologies and innovations and in the management of farm enter-
prises. All these were channeled thirough the organization of
farmmers called the Irrigators' Service Associations (ISAs). The
provincial federations of ISAs or Kalipunan ng noa ISAs (FAISAS)
are organized to prepare each ISA for a hicher level throuch
self-management and econamic integration. In 1280, FSDC con-
centrated its efforts on lowland area development which consisted
of three areas, namely: (1) irrigation development; (2) adaptive
farm technology; and, (3) special projects. The irrigation deve-
lopment opens the door to the BISA Program in lowland agricultu-
‘ral areas. It is the key to the transformation of farmlands into
productive farm systamns and implements viable enterprises by farm
families, ISAs and KATSzs. The adaptive famn technology, on the
other hand, are farmming schemes introduced to ISAs to mavimize
fam productivity. These inputs include fam machinery and
ecuiziment, farm work anirals, and innovation packages. Finally,
the special projects are rulti-agency projects of the National
Govermment wherein FEDC has been “azsed to do institutional
develomnent activities. These include Philiopine Taral Infra-
structure Project (PRIP), Samar Integrated Rural seveloment
Project (SIRDP), ard Small Vater Tmpounding Projects (SWIP).
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In 1921, the fawmiing systen was developed. The farm enter-
prise develomment, ore step of developirny rfarm systen, was intro-
Gueed. sk, likevise, arphasized the enterprises as the life-
blood of the farm systems. loreover, the corporation zimed to
develop and enhance the entreprencurial skills of the farmer-
member and nis family that they may transcend traditional roles
to become entrepreneurs as well. The famn families of the IGas,
now the Intecrated Sszxvices Association, are engaged in active
praduction of famalot and homelot enterprises such as livestock
raising, vegetansle farming, azolla culture and fish production.
The BISA Program, on the other hand, was redefined as the Baran-
gay Integrated Services Association Provram to expand the areas
of responsibility which include management, fishing, forestry,
agro-industrial production, processing, marketing, drainage,
rural waterworks, and land reclamation for agricultural produc-
tion, aside frama famiing and irrigation. These programs are part
of the lowland area development program which encanpasses irriga-
tion development, adaptive farm technology, and special projects.
Ancther special project, aside from those implemented the pre-
vious year, is the Rainfed Ayriculture Development Project or
FKABSAKA. It was also during this year when the Tree Resources
for Energy and Enterprise {TREE) project was introduced., This
involves eneryy develogment, reforestration, and gasifier conver-
sion.

In 1982, the thrusts of the corporation were divided into
three major rural sectors, namely: (1) lowland agricultural
areas; (2) upland regions; and, (2) coastal and marshland areas.
FSDC organizes lowland farmers, uslank tillers and subsistence
fisherren with their fanilizs into tiie ISA. And as en exercise
in nigher level of self-mamagement, the ¥RISAs are engaged in
income-generating enterprises such as ricenilling, feedmilling,
trading and transoert, Livestock centers, vegetable dcalershipn,
and fakrication shcos. Thege Lrojects ars undertaten aside
fram the other varicus projects in the arcas of logland arse
develomnent and upland area Gevelowment.

: M : L fAdhe Tem T - IR R .
Due Lo the econgiic crisis in 1803, the BISE Progyvan had to
[ =
limit its field operetions e therasy afiescting the varicus

~

nrograms of =z ICks, TAISks, and the Zenn familiss. The opera-
tions in the lovlana arcas are geared towards the lwrovesant of
existing infrastruchures and tecinical services. On the contra-
ry, upland activities expanded in terms of areas covered. lean-
while, coestal activities ware just pilotad this year. Thus,

FSDC continued to reacn out to ugland farmers and haingeros with
its Tres Pesources for fneryy and Daterprise (ITEE) Program. One
camonent of the TRI wrooran is the charceal develogment campo-

« meog . PO S~ B s odete a3 amd E—. et e e e
nent. This was coiwertedd fras LWeE J.;_.«ll‘—l‘t.,ll rees vl Wert
. R, L m e ca gy Axpegn . iqampT moan g n U S -
planteu SicoUL Tred Vears gl il SAXvVeSited only this yaar.
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These charcoals are used to power gasifier units which holds a
great potential in fuelling motorized bancas, jeepneys, ice
plants and ricemills, among others., With regards to small fi-
shermen in coastal villages, the corporation operationalized
pilot fishing projects through its Coastal Area Resources and
Development (CARE) Program. One unexpected event in 1983 which
altered the general mood of restraint in program operations is
the appointment of Administrator Teodoro Rey, Jr. to head the
Laguna Lake Development Authority (LIDA). Through this, FSDC
drew up a money-earning venture called Program UNMLAD promotirng
polyculture or the raising of high-value species in Laguna Lake.
This program, which targets the foreign market for its fish
production, will be started early 1984. Finally, another special
praject of FSDC is the Laguna Lake Cooperative Development Prog-
ram (LLCDP) which seeks to promote the livelihood of small far-
ners,

Major Accomplishments

Table No. 2 presents the accamplishments of the corporation
vis-a-vis its targets for the years 1980 to 1983.

Table No, 2 indicates that the number of ISAs organized from
1980 to 1983 were decreasing and below the targets., This was
primarily due to the fact that the organization of ISAs depernded
basically on the feasibility and viability of the irrigaticn
system to be developed in an area. However, there were cases
when the irrigation project was found to be technically feasible

t not financially and econamically viable. In this event, in
spite of expenses already incurred in pre-development costs, FSDC
locked for substitute projects to he undertaken. Viabiligx, in
this case, is measured in tems og_the benefit-cost ratio™” and
supported by the cost per hectare® (for irrigation projects
only). In cases when the cost per hectare of the project is still
below the standard costs, the Board of Administrators normally
approves this for implementation. However, in cases when the
cost per hectare exceeded the price ceiling for the project, the
Board of Administrators asks for additional data which may prove
the project's viability. Such is the case when the benefit-cost
ratio is above the allowable ratic. Sametimes, though, the ISAs
had already been organized when FSDC finds cut that a certain
project is not financially and economically viable, 1In this
event, the project is not pushed through in spite of the organi-
zation of the ISAs., As a result, there were more ISAs than the
number of irrigation projects. However, there were also cases
when ISAs were organized even without undertaking an irrigation
project in that area. This happens when the farmers want to
avail of the services extended by the KAISAs to famm associates. 30
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Regerding the number of FAISKs organized since 1580, Table
do. 2 shows that FSDC et its target of 63 in 1950, organized
anocher ¥AISK in 1981, and no FAISEs were orcgenized in 1952 and
1983. This yas due to the fact that FSDC was asble to orsanize
all XAISAs.

There were three projects under the lowland area develop-
ment. These are: (1) construction of puwp and corranzl irriga-
‘tion systen; (2) rehabilitation/upgrading of purp and camunal
irrigation systems; anc, (3) gasifier conversion. Teble bto. 2
indicates that the projects under the construction of pump and
comunal irrigation systems, and the gasifier conversion were
below the targets while the rehabilitation and upgrading of
purp and communal irrigation systems were above the targets.
This was prirarily due to the reprogramming and prioritizing of
the work program which was necessary due to t‘ﬁ\g mdgetary
constraints and delays in budgetary releases. It is also worth
mentioning that since its initiation in 1981, the nuer of
gasifier conversion projects increased, thus increasing the num-
ber of 1Sas enjoying substantial savings in their fuel costs.

Under trhe acaptive farm technology develcopment are four
projects, ramely: (1) farm mechanization; (2) farm animal; (3)
innovation packages; and, (4) Intecgrated Vater Use Develooment
(IWUD) project. Generally, there was a fluctuating trend in
terus of the accamplishments in theze projects. This was dyg to
the budyetary constraints and delays in budgetary relsases.”
levertheless, FSDC continued to address itself to raximizing ISA
farm productivity.

Usually no targets were rade for the special projects since
these are in cooperaticn with the other agenciss of the JOVEITi-
went. Table Fo. 2 indicates a fluchuating trend in the carple-
tion of these Jrojects. lMevertheless, zll these efforts con-
plevent the recular activities of the LISK Projyran.

The TRIE project, which was irdtiated in 158 , involves
energy cevelognent, reforestation, and gasifier CONVETSLICH, S8
cthers. Ta:le No. 2 indicates a fluctwating trend in the munber
of TrlD projects Lwlersnted. Yet, FADC continued to strengthen
its institutionzl Jdevelounent activities with the addition o
aore upland-lesed ISAs under the TRIZ project. On the other
head, F3DC hadl just piloted a charcoal production project, a
component of tne TRTE project, in 1982,

The Coastal Area Rescurces and Interprise (CART) Cevelomment
program vies initially launched in 1¢82, It was in 1923 when
FEC activated pilot projects in fishing cammnities. To date,
five ice vlants ware comlate’ and fourtaen coastal ISAG benefis—

R e ) - e S P, N T s et e dmag MR N . - .
ted Irar the paciaged assistance under the OATS [iare g woliih



FSDC implemented the Lagune Lake Cooperative Development
Program (LLCDP) in May 1983 following the instructions from the
President. A total of sixteen cooperatives were already orga-
nized.

Finally, under the enterprise development are seven pro-
jects, namely: (1) feedmill; (2) tending; (3) fabrication shop;
(4) RICE; (5) livestock center; (6) integrated rice/feedmill;
and, (7) charcoal production. Most of these projects were
implemented only in 1982, Although there was no general trerd in
the accomplishments of these projects due to budgetary cons-
traints and delays in budgetary releases, FSDC continues to

develop agriculture-based and agriculture-related entxaxpris.e:s.40



TARLE (10, 2

IEAJ01 MCOOVMPLISIE RIS

b. Ho. of Units

R = = 1980 1980 1930 = 1981 1981 1961 1982 1982 1982 1933 1983 1883
CORIS ACOOH- V2RIAICE GOALS AQOOM- VARIELCF GOALS AQOH~ VARIANCE GORLS ACQOON- VARTAICE
PLISH- {%) PLISH~ (%) PLISH- (%) PLISH- %
s gurc) 2 §dsy 13IS HERIS
- INSTIZULTONAL DEVEIORIZRTT . ’
A, Ko. of ISAs Organized 547 439 80.26% 3es5 363 94.28% 230 173 75.22% - 2 -
B. lio. of KAISAs Organizad €3 §3  100.00% - 1 - - - — - - -
LOVILAND ARTA DEVELOPYEIT
A. Irrigaticn Develcpment
1. Construction of Pump and
Communal Irrigation Sys-
tems
a. lo. of Projects 260 165 £3.45% 167 91 54.49% 94 47 50.00% 45 32 71.11%
b. Area Coverage 13,000 14,15 102.8%% 10,000 €,360 53.50% 10,000 4,363 43.63% 5,200 4,836 93.00%
2. Rehabilitation anc Up—
grading of Pump and
Cormpunal Trrigation
Systens
“a. Ho. of Prajects 222 151 58.02% 228 2532 110.52% 201 240 119.40% 130 196  150.77%
L. Area Coverage 14,334 15,191 112.56% 17,389 25,237  145.13% 16,000 22,425 140.16% 12,892 20,570 158.33%
3. Gasifier Conwersion ¢
a. ifo., of Projects - - - - 23 R 2140 87 41.43% 280 158 54.48%
- — - — 23 - 242 195 43,80% 300 180 60.00%




TARLE NO, 2 (cont.)

VAJOR ACOOHPLISHMENTS

1580 1930 1980 1981 19e1 1981 1562 1882 1232 1533 1383 1823
GOALS  ACOG~ VARTENCE GGATLS  ACCO- VARIANCE GOALS ACOO- VARIAXE GORLE AQOGH- VARTMNCE
PL=SH~ (%) PLISH- (%) PLISH- (%) PLTSH~ (%)

VRS NS TEINTS METS

IIX, UPLAMD AREA DEVELORTNT
A. TREE Compovent
Area Planted - _— — —
B. Charcoal Develcopment
Comporent {lTo. of Xilos) — -— —— - - - _ —_ _— -
v, MSTRL ARTA DEVELOP EMT :
A, IE Plant Camponent
Y. of Prciects -— - - - - - — — - 7 -
B. TI5E Capture Cozponant - —_— - - - - —— - - 14 14 109,007
¥. OTEZR PROJICTS .
A, LICDP (Ho. of Cooperabives) _ - _— — —_ - - . —_ - 16
VI. EZEERPRISE DEVELOPMET
4, Establishent of XATSA
Enterprise
1. Peelrill —_— - - 5 - -
2. Tending — —_ - - —_ -

<]
©)
v
M
NS
1
i
=
[=]
-
~l
o
Y

£,450.7 41.72% 173,410 2,249.6 16.78%

150.033 - - _—

o

f
b

g
2

1 16,57 - -
'-:' 4

2

3. Fakrication Shop — - - — _— _ 4 -
4. 23T - - - 16 - -- 5 16 200.C0% 4 5 125085
S. Livestock Center — —_ _— - - —— 6 32,233 3 . .
6. Intejrated Rice/Feedmill - — -— — - —_— - . . - ; -
7. Chaxcoal Prodaction - - - - —— - 12 z 1£.57% — 1 -




TARIE MO, 2 (cont. )

MAJOR ACCOMPLISHMENTS

1280 1980 1980 1981 1981 1981 1982 1982 1982 1983 1983 1983
COALS ACCOM- VARIANCE GOALS  AOC(M~ VARIANCE GIALS ACCOM- VARIANCE GORLS  ACCOM- VARIANCE
PLISH- {3) PLISH- {%) “FLISH- (%) PLISH- (%}
MENTS . MEVIS MENTS HIENTS
B. Rdaptive Famn Tectmology |
1. Farm Mechanigation = = | :
a. No. of Projects - 33 - 100 50 50.00% 120 20 16.67% 60 21 35.00%
b, No. of Units - 445 - —~— 322 - 3N 15 40.70% 168 54 32,148
2. Fam Animal . .
a. No. of Projects - 7 - 418 34 B.19% 49 87  177.55% 37 12 32.43%
b. No. of Heads - - —_ - 248 - 265 326 123.02% 164 74 45,12%
3, Innovation Packages - 206 - 784 786  100.25% - 533 — - 298 -—
4. IWUD (No. of Packages}) - 203 - 857 997 104.672 - 207 - ’ - - -
C. Special Projects
1. s
a. No, of Projects 3 2 66.67% 7 k| 14.28% — - - -—— 4 -—
b. Area Coverage 429 240 55.94% 700 107.5 15.36% - - — - 365 -
2. PRIP
a. No. of Prgjects ~- 13 - : 12 1 91.67% - - - - . 2 -
b. Area Coverage - 2,597 - 1,505 1,435 95.35% -~ 1,250 - -— 1,558 -
3. SirRDP ‘
a. No. of Prcjects -~ - 17 - o 5 — —_— - - - 38 —
b. Area Coverage — 1,451 - - 1,481 — - -— — . - - -
4. KABSAKA : :
a. No. of Projects — - - 6 15 250.40% -— 14 —_— - 2 -
b, Area Coverage -_ ~— - - 230 750  326.09% _— 448 -_— - 195 -
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Table No. 3
Financial Highlights

1980 - 1983

(amount in millions)
1980 1981 1982 1983

Resources P266,7 P381.8 P478.6 P582.0
Gross Revenue 28.7 85.0 28.9 30.4
Expenses 40 .1 38.% 27.3 29.6
‘Net Incame (Loss) ( 1.4 6.1 1.6 0.8
Current Assets 141.5 ’ 182.7 178.3. 94.4
Current Liabilities 58.1 45,4 75.1 98,2
Total Liabilities 155.3 177.2 233.4 306.8
Total BEquity 111.4 204.5 245.1 274.7

Financial Review

Results of Coeration

During the calencar years 1980 to 1983, FSDC realized a net
income of P46.7 million in 1981, P1.6 million in 1982 and P.8
million in 1%83. The corporation, however, incurred a loss in
1280 in the amount of P11.4 million.

Total income rose by P30.4 million, fram P28.7 million in
1980. Aralysis of the ficures indicates that the gross revenue
in 1981 was almost three times higher than the revenue in 1980.
This was attriluted to the change in treatment of account fram
expenses related to KAISA develomient to the incame-generating
institutional development loans. However, in 1982 amd 1983, the
gross revenue slightly increased to P28.9 million and P30.4 mil-
lion respectively. This can be partly attributed to the opera-
tionalization of the set of agyricultural enterprises management
by the provincial-wide federation of ISAs, the Kalipunan ng mga
ISAs or KAISA as several KATSA run enterprises were established.

Total expenses decreased to P29.5 aillion in 1983, fram
P40.1 million in 1980 or by 26%. The total expenses of the cor-
poration for the years 1981 to 1903 were lower than the total
expenses in 1980,
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Financial Condition

Total assets at yesar-end 1983 amounted to P582.0 million, an
increase of 12% over the 1980 level. Investments representing
interest and non-interest loans granted to varicus ISAs and
KATISAs and investment in shares of stock of GEMOOR, a subsidiary
corporation engaged in the mamufacture of gasifier equipment
continued to account for an average of 46% of total assets, As
shown in Taeble No. 4, the percentage to total assets in 1980 was
40%, 45% in 1981, 51% in 1982 and 49% in 7983.

Table No. 4
Calerday Year Percent to Total Assets (%
1980 40%
1981 45%
1982 51%
1983 _ 49%
Total 185%
Average 46%

Total liabilities increased by P306.7 million in 1983, fram
P155.3 million in 1980, or by 97%. Liabilities include long-term
indebtedness to domestic or foreign creditors, such as loans with
USATD, Danish, German and National Irrigation Administration.

Total equity rose from P111.4 million to P274.7 million or
by 147%. The increase was brought about by the corresponding
increases in Capital Stock, Donated Surpus, Contingent Surplus
and Retained Earnings.

Tools Used To Measure The Over-All Performance Of FSDC

For the study of this corporation, only four tools will be
used in analyzing its financial performance from 1980 to 1933.
These are: (1) financial ratios; (2) comuon size analysis of
financial statemwents; (3) index analysis of financial state-
ments; and, (4) budget variance analysis. These tools are li-
mited to the availability of information.

The first three tools are camonly used in analyzing most
corporations. For this purpose, however, an additional tool is
used to measure the cost control systems of the FSDC. The bud-
get variance analysis is based on the approved budget against the
actual diskbursement,
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Financial Ratios

The analysis of the financial ratics of FSDC was grouped in
three categaries, such as: tests of liquidity; test of profitabi-
lity; and, market tests, that, is tests used primarily by stock-
holders and bondholders. The results of operation was analyzed
by the use of profit ratio, return on Stockholders' investment
and return on total investment while the financial condition was
analyzed by the use of current ratio, acid-test ratio, average
collection period, receivable to incame, debt-~to-net worth ratio,
and public debt to total liabilities. Under market tests catego-
ry, only equity ratio was utilized, considering that other ratios
were not applicable wdder the study.

Results of Operations

Profit Ratio

The ratio of net incame to gross income is used as a measure
of the over-all profitability of the operations of FSDC from 1980
. to 1983. The profit ratio of the corporation are presented in
Table No. 5.

Table No. 5
Profit Ratio
1980 - 1983
Calendar Year Net Incame Gross Income Profitability
Ratio (%)
1980 (»11,361,826) P28,749,279 {39.00%)
1981 46,038,532 85,004,832 54.00%
1982 1,524,737 28,856,848 5.28%
1983 740,378 30,356,524 2.40%

Analysis of the figures in Table No. 5 indicates that the
profit ratio in 1981 abruptly increased to 54% fraom a negative
ratio of 3%%. This could be attributed to the expansion of the
operaticnal activities of the corporation, such as additional
areas of regpongibility that cover resource management, fishing,
forestry, agro-industrial production, processing, marketing,
drainage, rural waterworks, and land reclamation for agricultu-
ral production, aside fram farming and irrigation. It was also
during the year 1931 that the change in treatment of account from
expenses related to the KATSA development to the income-~generat-
ing instituticnal development loans was implemented, With the
exception of the year 1980, the corporation has been operating
profitably during the years 1981 to 1983,
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Return on Stockholders' Investment

Stockholders' investment is taken to mean stockholders'
equity (i.e. Capital) as shown by the balance sheet, or total
assets less liabilities. As shown in Table No. 6, the retuxrn on
Stockholders' investment from 1980 to 1983 was used in order to
determine the highest possible return of the funds and the rela-
tianship of net income to the funds invested. Table No. 6 indi-
cates the ratio fram 1980 to 1983 of the Investment by consider-
ing the net income in relation to the average stockholders'
equity for four years.

Table No. 6
Return on Stockholders' Investment
1980 - 1983
Calendar Year Net Incame Average Stock- Patio (%)
holders' Equity
1980 (P11,361,326) P208,937,746 ( 5.44%)
1981 46,038,532 208,937,746 22.03%
1982 1,524,737 208,537,746 0.73%
1983 740,378 208,937,746 0.35%

Peturn on Total Investment

This ratio was used to measure the income earmed by the
total permanent furnds invested in FSDC. Consicdered were the per-
manent funds consisting of stockholders' equity plus noncurrent
liabilities in relation to pre-tax incame. Table No., 7 hereunder
shows how well funds supplied by the stockholders' have been uti-
lized from 1980 to 1983. It indicates also how well management

of FSDC has used all the permanent funds entrusted to the corpo-
ration.

Table Na, 7
Return on Total Investment
1980 - 1983
Calendar Year Pre-Tax Income Capital Plus Ratio
Plus Bond Interest Fixed Liabilities (%)

1980 (P11,3617,826) P208,526,024 { 5.45%)
1981 46,038,532 332,400,733 13.85%
1982 1,524,737 403,498,240 0.38%

1983 740,378 483,238,591 0.15%
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Financial Cordition

Current Ratio

The current ratio was used in order to measure the margin of
safety that FSDC management maintains to allow for the ingvitable
unevenness in the flow of funds through the current asset and
liability accounts. The current ratio of FSDC fram 1980 to 1983
are presented in Table No. 8

Table No. 8

Current Ratio
1980 - 1983

Calendar Year Cwrrent Assets Qurrent Liabilities Liquidity (%)

1980 P141,533,026 P58,086,516 2.4411
1981 182,708,977 49,368,923 3.70:1
1982 178,317,216 75,053,908 2.38:1
1983 94,444,748 98,195,876 0.96:1

Although the current ratios during the four-year pericd
under study were fluctuating, the corporation in general remained
liquid, except in 1983. As shown in Table No. 8, the current
assets and current liabilities during the four-year pericd were
fluctuating. It is evident that the current assets in 1983
decreased tremendously. This was due to the change in the
classification of one account, Miscellaneous Assets and Deferred
Charges. Fram 1980 to 1982, this account has been the largest
camxonent of the current assets. However, in 1983, this account
was re-classified under another account title, Other Assets.

Acid-Test Ratio

The quick assets, such as Cash and Receivables of FSDC was
used in measuring the extent to which liquid resources are imme-
diately available to meet current obligations. Table No. 9 indi-
cates the ratio of FSDC quick assets in relation to current lia-
bilities.
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Table No. 9

Acid-Test Ratio
1980 - 1983

Calendar Year Quick Assets Current Liabilities TRatio (%)
1980 P72,672,732 »58,086,5186 1.25351
1981 63,719,165 49,368,923 1.29:1
1982 64,406,944 75,053,908 0.36:1
1982 77,301,198 98,195,876 0.73:1

Average Collection Pericd

Average Collection period was used in analyzing the receive-
ble of FSDC in order to relate roughly the collection pericd to
the credit terms offered Ly the corporation. Table Mo, 10 con-
tains the average daily income of the corporation in relation
with Tncane and the nuidber of working days. It also shows the
days' sales/income on the books by considering the average daily
income in relation to the accounts receivable.

Table Io. 10

Average Collection Period
1980 - 1982

Calerdar Year Gross Income Ho. of Vork- Average Daily
ing Days Incocoe
1980 P25,74%,279 250 Pi14,997.11%
1981 85,004,822 250 340,0M9.32
1982 28,556,848 250 115,427.39
1863 30,356,524 25C 121,425.02
Accounts Re- Averaye Daily Days
ceivaizles Incame
10¢ P35,552,2132 114,997,171 305
1881 25,358,854 240,019.32 75
1982 27,251,448 115,427.32 323
1933 45,212,550 121,426.09 105

telsle tio. 16 flactuating collection pericd of the

Accounts leceivoil PEDC frosm 1950 to 1862, The racio for

prior years ray lnddcsic cither cignificant shifts in crodit -

-

licy or changes in TSDC's apility to collect its receivable.
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Peceivable to Income

Table No. 11 shcws another way of evpressing the sane rela~
tionship as expressed by the average collection period of FSDC.
Fram 1980 to 1983, the ratios for FSDC are as follows:

Table No, 11

Receivable to Incaone

1980 -~ 1983
Calendar Year Accounts Receivable Gross Income Ratio (%)
1980 P35,552,313 P28,749,279 123.66%
1981 - 25,338,854 85,004,832 29,81%
1982 37,251,449 28,856,848 129.09%
1983 49,212,550 30,356,524 162.12%

Equity Ratio

Table No. 12 shows FSDC stockholders' equity expressed as a
percentage of stockholders' equity plus non-current liabilities.

Table MNo. 11

Equity Ratio

1980 - 1983
Calendar Year Capital Capital plus Jon-Current  Ratio (%)
Liabilities
1920 P111,358,724 D208,596,024 £3.38%
1981 204,533,554 332,400,733 61.53%
1082 245,136,872 403,493,240 60.75%
1983 274,721,832 483,235,591 56.85%

Table No. 12 shows the proportion of total investment that
is derived from stockholders (either directly, or indirectly as
retained earnings).

Debt-to-Net Worth Ratio

The debt-to-net worth ratio from 1999 to 19863 is contained
in Takhle No. 13
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Table No. 13
Debt-to-Net Worth Ratio
1980 - 1983
Calendar Year Total Debt Net Worth Ratio (%)

1980 P155,323,816 P111,358,724 1.39:1
1981 177,236,102 204,533,554 0.89:1
1982 233,415,276 245,136,872 0.95:1
1983 307,284,390 274,721,832 1.12:21

The debt-to-net worth ratio from 1980 to 1983 was fluctua-
ting., Although no hard and fast rules exist, the debt-to-net

worth ratio measures the relative risk exposure of the corpora-
tion.

Analysis of the major components of the debt-to-net worth
ratio shows that the increase in total debt was greater than the
increase in the corporation's net worth, except in 1981 when
there was an increase in the National Government appropriation
and retained earnings. Further analysis shows that FSDC relied
on equity and public debt to finance its credit program, Public
debt consists of long-term indebtedness to domestic and foreign
creditors. Table No. 14 shows the percentage of the public debt
to the total liabilities.

Table No., 14
Public Debt to Total Liabilities
1980 - 1983
Calerdar Year Public Debt Total Liabilities Ratio (%)

1980 r 97,237,300 P155,323,816 62.60%
1981 127,863,235 177,236,102 72,14%
1982 158,357,936 233,415,276 67.84%
1983 208,475,022 307,284,310 67.84%

Cf the total delt, 2 substantial percentage camprised the
foreign loans such as USATD, Danish, ard German Loans. These
loans carry an interest rates ranging fram 2% to 3%, except for
German Loan which is interest free.

The debt-to-net wortn ratio of the corporation fram 1980 to
1983 indicates a problem of future viability since the amount of
the appropriations from the Mational Government is uncertain.



- 139 =

Common 3ize Analvsis

The common size analysis, also knowm as percentage analysis,
of IFEDC f£ram 1930 to 1983 will be discussed in accordance with
the Corporation's results of operations, such as Gross Revenue,
Expenses and Net Incamne (Loss) and Financial Condition, such as
Resources, Current Assets, PPixed Assets, Current Liabilities,
Long~term Liabilities and Lguity.

Results of Operation

Percentage Analysis of Income and Expense Statement of the
corporation from 1980 to 1983 are as follows:

Table No. 15 presents the percentages of the different
campenents of the total expenses to the gross revenue.

Table No. 15

Cammon Size Lnalvsis of Dxpenses

1980 -~ 1983
1980 1981 1982 1863

Personal Services 79.98% 24.67% S0.06% Z4.57%
Travelling Expenses 14.94%  4.29%  1.45%  2.12%
Repairs and liaintenance 3.73%  3.,40%  3.53% 2.40%
Freight and Shipping Costs C.91%  0.36%  G.17% 0.138%
Supplies and riaterials 4,445 1.45%  2.00% 1.64%
Rentals and Utilities §.10%  2.74%  6.95% 3.£2%
Other Services 12.56% 5.27% 16.005 27.95%
Depreciation/Amortization of

Deferred Charges 2.46%  2.45% 13.83% 20,083%
TOTAL EXPENSES 139.32% 45.83% £.71% 97.56%

Throughout the four-year pericd wnday study, the personal
services remained the largest expense, lIowever, in 1881, it is
evident that there was a tremendous Cecrease in the personal
services as a percentage of gross revenue. This was actributed
to the fact that thers was a great increase in gross revenue
coupled with a slight decrease in the personal services. Gene-
rally, the total expenses of the corporation, as a percentage o
gross reveime, throughout the four-year period were a substantial
portion of the gross revenue, except in 1981 when there was a
significant increase in gross revemue and & slight docrease in
EXpenses.,
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Inastuch as the axpenses of the corporation were great, the
corporation experienced a loss in 1980. DBut Jdue to the increase
in the gross rovenue in 19231, the net income resulted to 54.17%
of the gross reveme. licvever, this decreased in 19\.)2 angi 1983
to 5.89% ang 1.07% respectively in syite of the cost reduction
measures as evident in the actual decrsase in total expenses

Financial Condition

Regarding the comon size analysis of the balance sheet,
Table fo. 16 contains the congonents of the total assets as
percentage of its total.

Table Mo, 16

Comuon Size Malysis of Assets
1280 - 198

1280 19€1 198z 83
Cach 13.82%  10.05% 5.67% 4.,83%
Recelivables 13.22% 0.64% 7.7C% 5.486%
Inventories T77% 5.10% 3.53% 2.04%
MHscellaneous isoets and De-
ferred Charges 18.65%  26.,07% 20.27%  22.84%
CUREZITT ESSTTE 83.07%  47.,86%  37.25% 16.23%
tingent Acgets 0.04% 0.02% Cu04% 0.57%
Investuents A4G,44% 44,04%  51.06%  4%.10%
Fixed Assets 6.45% 7.28%  11.64% 11.66%
QTR £.55TTS 45.893%  S2.14%  62.74% 23.7%
Table oo 15 shows that the lnvesy ramaingt to be &
substential wortion ¢f the total a:,wt:,. ihis accowtt incluces

interest and non-interast ?:earing loang granted to various 135S
and FaISAs and mvegtmﬁt in gharcs of stock of CIQOR, a suisi-
diary corporati On ery in fe manufacture of fasifier ecuip-
ment. Cn the otl <, whe current assets, as a percentage of
totzl a";(.tz, <.iia reaseld 'C.I(,dfjﬂblnt the four-year period, This
was attributed o the o

lanecus accowibs, as c.cnw,‘*s of tetal assets. mluw.ou sh the
miscellarneous assets and ¢eferred charges fluctuatec, tils re-
maines to he the largost coamwsonsnt of the current asscts and the
secory] largest camponent of the total ussceis.

se in cash, receilvaislcs, @ miscel-

u riing Lhie specific camsonents uf the total liamilities,

vaecific liccmalitias To

PRI TN - o tem 22
Taone o e i

P et -
A0S oLt
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Table No, 17
Common Size Analysis of Liabilities
1980 - 1983
1980 1981 1982 1983
Payables 10.68% 6.55% 11.69% 11.47%
Trust Liabilities 9.77% 6.10% 3.86% 5.38%
Depository Liabilities 0.07% 0.03% 0.02% 0.02%
Miscellaneous Liabilities and
Deferred Credit 1.26% 0.25% 0.11% 0.10%
CURBENT LIABILITIES 21.78% 12.93% 15.68% 16.87%
Public Debt 36.46% 33.49% 33.09% 35.82%
Contingent Liabilities - 0.00%  0.00%  0,01%
OTHER LIABILITIES ‘ ) 36.46% 33,49% 33.09% 35.83%
TOTAL LIABILITIES 58.24% 46.42% 48.77% 52.70%

Generally, the total liabilities from 1980 to 1983 were
approximately 50% of the total assets. Of the total liabilities,
the public debt camprised the largest. This account includes
damestic and foreign loans used to finance the operations of the
corporation. On the other hand, the current liabilities, as a
percentage of total assets, fluctuated, This was attributed to
the fluctutations in the payables and trust liabilities.

Table No, 18 contains the specific components of the equity
as percentages of the total assets.

Table No. 18

Conmon Size Analysis of Ecuity

1980 - 1982
1980 1931 1982 1963
Capital Stock 50.62%  47.64% 47.14%  43.91%
Donated Surplus 0.23% 0.16% 0.13% 0.12%
Contingent Surplus 0.03% C.02% 0.02% 0.01%
Retained Earnings { 9.12%) 5.76% 3.94% 3.16%
TOTAL EQUITY 41.76% 53.58% 51.23% 47.30%

Of the total equity, the capital stock, which includes the
equity infusion of the National Govermment remained to be a large
percentage of the total assets., The retained earnings, on the
other hand, was just a small percentaye of the total assets.
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Index Analysis

Results of Operation

Due to the limited financial data available, only the imdex
analysis of the total gross revenue can he camputed instead of
the specific sources of income. Table Ho. 19 presents the magni-
tude of change of the gross revenue fram the base year, 1980.

Table No. 19

Index Analysis of Gross Revenue

1980 - 1983
1980 1981 1982 1933
GROSS REVENUE 100% 295.68% 100.37%  105.59%

Analysis of the figures in Table No. 19 indicates that the
gross revenue in 1981 almost tripled the amount in 1980. This was
attributed to the change in treatment of account from expenses
related to the KAISA development to the income-generating insti-
tutional development loans,. However, in 1982 and 1983, the gross
revenue slightly increased by 100.37% and 105.59%, respectively.
This was due to the adjustments on interest rates and repayment
pericd.

Regarding the expenses of the corporation, Table No. 20
shows the magnitwde of change of the specific accounts,

Table Mo, 20

Index Analysis of Expenses

1980 - 1983
1980 1981 1982 1983

Personal Services 100% 91.19%  62.82%  A45.64%
Travelling Expenses ’ 100% £4.98% 10.03% 15.01%
Repairs and edntenance 1002 115.17%  40,57%  28.99%
Depreciation/amortization of

Deferred Charges 100% 85,71% 164,23% 250.44%
Freight and Shipping Costs 100% 182.79% 19.22% 20.73%
Supplies and Materials 100% 96.60%  46.,58%  39,14%
Rentals and Jtilities 100% 1006.21%  86.12% 112.23%
Other Services 100% 132.75% 119,405 2711.45%
TOTAL EPENSIS 100% 07.14% 65.14% 73.83%
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" Over-all, the total expenses of the corporation for the
years 1981 to 1983 were lower than the total expenses in 1980,
This is due to a change in the treatment of account from expenses
to institutional development loans. Likewise, the strict cost
control measures adopted contryibuted to an over-all decremase in
the total expenses. Another factor which contributed to the
decrease in expenses was the decrease in the total manpower of
the corporation. In spite of the increases in some expenses as
campared with the 1980 figure, the total expenses were lower due
to the reprogramming of the budget.

The magnitude of change in the gross reveme and total
expenses resulted to a higher net income as campared with the
1980 figure. Table No. 21 contains the percentage increase in
the net income from 1980.

Table No. 21
Index Analysis of Wet Income
1980 - 1983
1980 1981 1982 1983
Net Income 1005 605.20% 213.42% 206.52%

Table No. 21 indicates that the net income fram 1981 to 1983
was greater than the 1980 figure. A close look at these figures
shows that the net income in 1981 was six times the net income of
the previcus year. This was due to a substantial increase in
gross revernue coupled with a slight decrease in total expenses.
Although the net income in 1982 and 1983 was actually higher than
that in 1980, the net income actually showed a decreasing trend
since 1981, This was primarily due to the decrease in the total
GrOsS revenue.

Financial Condition

Regarding the index analysis of the accounts in the balance
sheet, Table No, 22 presents the magnitude of change of the
specific assets fram the base year, 1980,
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Table No. 22
Index Analysis of Assets
1980 - 1983
1980 1981 1982 1983
Cash 100% 103.39% 73.16% 75.67%
Receivables 100% 71.27% 104,78% 138.42%
Inventories 100% 101.89% 88.31% 89.62%
Miscellaneous Assets and
Deferred Charges 100% 200.07% 195.08% 268,.42%

CURRENT ASSETS 100% 129.09% 125.05% 66,73%
Contingent Assets 100% 100.00% 183.20% 426.12%
Investments 100% 158.74% 226.57% 265.00%
Fixed Assets 100% 161.36% 323.73% 394.38%
OTHER ASSETS 100% 159.06% 239.90% 106.98%

TOTAL, ASSETS 100% 743.15% 179.45% 218,24%

Table No. 22 indicates that the total assets increased each
year. A close look at these figures shows that the current
assets and the other assets fluctuated. Further analysis shows
that the increase in the other assets was greater than the in-
crease in the current assets. This was attributed to the subs-
tantial increase in all the assets classified under the other
assets account. ©On the other hand, there were decreases in the
cash and inventories accounts in 1982 and 1983 as compared with
the 1980 figure. Furthermore, in spite of the substantial in-
crease in the miscellanecus assets and deferred charges in 1983,
the re-classification of this account under the other assets
acccunt contributed to the decrease in the current assets for
1983.

Table Mo. 23 shows the magnitude of change of the various
components of the liabilities.

Table No, 23

Index Analysis of Liabilities

1980 - 1983
1980 1981 1982 1983
Payableg 100% 87.74% 196.30% 234.31%
Trust Liahilities 100% . 89.,44% 70.90% 120.20%
Depository Liabilities 100% 66.77% 58.46% 59.20%
Miscellanecus Liabilities
and Deferred Charges 100% 28.08% 15.98% 17.05%

CURRENT LIABILITIES 100% 84.99% 129.21% 163.05%



Table No. 23 (cont.)

Tndex Enalyis of Lizbilities

1980 - 1083
Public Debt 100%  131.50% 162.863 214.40%
Contingent Liabilities —-— - - -
OTHER 1IABILTILES 100%  121.50% 162.86% 214.44%
TOTAL, LIARILITIES 1005  114.11% 150.28% 197.83%

Analysis of the fiqures in Table No. 23 shows that the total
liabilities for the years 19371 to 19283 were yreater than the 1930
figure. Furthermore, the total liabilities increased at an in-
creasing rate. Although the current liabilities fluctuated, the
sorporation remained liquid, except in 1983 when the increase in
the current liabilities was coupled with a decrease in the cur-
rent assgets. The public debt, on the other hand, increased.

This vas primarily due to the increase in the foreign loans at an
increasing rate. The davestic loans, on the other hand, were
just a zmall percentage of the public debt. This was created by
virtue of the rMeamoranda of Agreement with the National Irrigation
Mministration and [inistry of Human Settlements to finance the
various projects of the corporstion.

Table No. 24 shows the magnitude of change of the various
capaonents of the Government Equity.

Table o, 24

Indey. Analysis of Douity

1980 - 19833
1980 1981 1982 1983
Capital Stock 100% 134.71% 167.08% 1C89.3%%
Donated Surplus 100% 100.00% 100.714% 112.55%
Contingent Surplus 100% 100.00% 100.00% 100.00%
Retained Rarnings 100% 180.271% 177.46% 175,44%
TOTAL BRUITY 100% 133.€7% 220.13% 246.70%

2nalysis of the figures in Table No. 24 indicates that the
total equity increased at a decreasing rate. A close locok at
these figures shows that the various camponents of the government
aquity, exceut the contingent surulusg, increased as conparsd with
the 1880 figure. Further analysis shiows tiat the retained zarm-
ings increassed at a decreasing rate. This was due to the dec-
rease in the total yross revamue for the years 1982 anc 1983,
Horeover, it was in 1881 when the corporaticn reached its peak in
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terms of net income and the equity contribution of the National
Government., '

Budget Variance Analysis

Due to the limited financial information available, the
hudget variance analysis is confined to the total amount of the
regular budget, special appropriations, and capital ocutlay. The
appoved budget in these components will be compared against the
actual disbursement. ‘

Table No. 25 contains the budget variance analysis for 1980.

Table No. 25
Approved - Actual
Budget Dishursement Variance
Total Regular Budget 50,091,530 44,945,443 {10.27%)
Special Appropriation 24,329,317 16,061,687 (33.98%)
"TOTAL 75,920,847 62,504,403 (17.67%)

Table No. 25 indicates that the actual disbursements wasg
actually lower than the approved budget. This reflects the
strength of the control measures of the corperation especially
those pertaining to the expenses.

The budget variance for 1981 is contained in Table No. 26.

" Table No. 26

Approved Actual

Budget Disbursement Variance
Total Regular Budget 40,400,000 39,355,871 ( 2.58%)
Special Appropriation 22,861,078 19,489,505 (14.75%) -
Capital Qutlay 1,500,000 1,341,524 (10.56%)
TOTAL 64,761,078 60,186,900 ( 7.06%)

The actual disbursements for 1981 were lower than the ap-
proved budget although the balance was lower than the 1980 fi-
qure. HNevertheless, the corporation was able to save rore on

special appropriation and capital outlay than on the reqular
budget.,

Table No. 27 presents the budget variance for 1982.
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Table No. 27

Approved acitual
Budget ~  Disburesment Variance
Total Reqular Budjet 45,000,000 37,826,286 . (15.94%)
Special Appropriation 8,525,22% 5,132,912 {29.79%})
Total 53,525,229 42,959,208 (19.74%)

‘In 1982, no budget was appropriated for capital cutlay. The
total expenses for this year were lover than the approved budget
and the actual expenses in 1980 and 1981. “his resulted to a
savings of 19.74%.

Table No, 28 contains the budget veriance for 1°283.

Table lio, 28

Approvedt Actual
Budget Disbursemant Variance
Total Regular Budget 47,000,000 37,411,606 (20.40%)

In 1823, no budget was appropriated for special projects and
capital outlay. The actual disbursements for this year were
only 79.50%5 of the approved bhudget. This reflected the sirict
measures exercised Ly the corporation in controlling the expenses
in view of the uncertaintiss in the equity contribution of the
tational Governsent.

The over-zll werfiocrmance is not measured in terns of tha net
incore cenerated since the corporacion is more service-orientid
than profit-oriented. evertheless, there is a move Lo € an
income-yenerating corporation to continue its operations. The
first stey wes to grent institutional develomient loons to the
KATSAs instead of carrying toese as an exganse of the corpora-
tion. The second step vas to operate within a limited budget and
adhere to strict measures in controlling the operatirg expenses
of the corporation.
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PHILIPPINE VIRGINTA TOBACCO ADMINISTRATION

Carporate Querview

One of the major foreign exchange earners of the Philippines
is Virginia tobacco. For the years 1980 to 1984, the country's
exports reached to about P713 million. This substantial earnings
may be attributed to the active role of the Philippine Virginia
Tobacco Administration in enhancine the production and trading of
Virginia tobacco. It is estimated that arcund 12.2 million people
owe their livelihocd to the Virginia and aramatic tobacco industry.
Likewise, tobacco contributes billions of pesos to the goverrment
in the form of specific_ taxes, corporate taxes, duties and license
fees and other charges.

Created by Republic Act No. 2265 which was enacted on June 19,
1979, PVTA is tasked with the functions of pramgting, developing,
and sustaining Virginia tobacco as an industry.? Specifically,
it 1s entrusted with the functions of pramoting the effective
merchandising of Virginia tobacco, establishing a balanced
production and consumption of tobacco to ensure stable prices so
that reasonable profit may be earned by damestic and foreign
nmarkets; creating, establishing, maintaining and operating,
processing, warehousing and marketing facilities in suitable
centers; supervising the selling and buying of tobacco to assure
the farmers reasonable profits; and prescribing the rules and
regulations governing grading, classiying, and inspecting Virginia
taobacco.

PVTA has, since its creation, embarked upon a number of projects,
including financing, training, research, scholarships, and demons-
tration farms to fulfill its mission. To ascertain the problems of
the tobacco industry and to develop appropriate sclutions to identi-~
fied problems, it initiated regular dialogues with tobacco farmers,
cigarette producers and manufacturers and traders. Presidential
Decree Ng. 1143 expanded its jurisdiction to Turkish and Burley
tobacco.
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Organization 1980-1983

The Board of Directors is the policy-making body of PVTA which
is caposed of a Chairmman and six directors. Each tobacco producing
region is represented in the Board. Secretarial, administrative
services, and technical assistance are provided by the Office of
the Corporate Secretary.

Directly under the Board of Directors is the General Manager
who oversees the operations of the carporation. The organization
also provides for the position of an Assistant General Manager.

Fram 1980 to 1983, the staff units under the General Manager
are as follows : (1) Research and Develomment Coordinator
(2) security and Intelligence Unit; and, (3) Public Relations Staff.
The Research and Develomment Coordinator supervises the activities
of the Research and Extension and Technical Services Departments.

In campliance with Presidential Decree No. 51, the Security
and Intelligence Unit is tasked with safeguarding the assets anmd
personnel of the corporation. The Public Relations Staff fornulates
and executes public relations programs in order to disseminate
information about PVIA's policies, goals, objectives and operations.

The following is a discussion of the departmentg in PVIA.
Administrative Department

The Administrative Department formulates and implements
personnel policies and programs pertaining to recruitment,
payroll administration, pramotions and transfers. It is
also responsible for procureament of supplies, materials

and equimment; acts as custodian of corporate property:
maintains records for easy and orderly retrieval and provides
transportation, janitorial, medical and dental services to
the corparate personnel. For the years 1980-1983, no struc-
tural changes in the department were made.

Finance Department

The Finance Department's structure fram 1980 to 1983 was

not modified. It processes payrolls, vouchers and other

disbursements; acts as treasurer of corporate funds; pre-
pares the budget, disbursament and collection reports.
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Legal Department

Legal services to the Board and to management is provided by
the Legal Department. It also handles legal cases and legal
problams such as those arising fram the application and inter-
pretation of trading rules. No changes were effected in the
structure of this department fram 1980 to 1983.

Plans and Prograras Department

The Plans and Programs Department prepares short and long
rarge plans for PVIA. The enviroment, corporate resources
such as manpower and financial resources are considered in
the formation of the plans. PPD monitors the progress of
projects and programs implemented in the field offices to
ascertain the technical and economic viability of the plans.

The Management Audit Division mﬁei:takes management audits.
It is also tasked with the responsibility of evaluating the

corporate internal control system. No restructuring was made
in PPD fram 1980 to 1983. ’

Research Department

The Research Department corducts extensive studies in the
production and processing of Virginia, Burley and Turkish
tobacco through its research stations. It is also involved
in research projects on "varietal improvement, culture manage-
ment, crop protection, crop processing, leaf classification
and grading chemistry and by-product utilization." RD had
Jjoint research projects on tobacco with the College of Agri-
culture of the University of the Philippines and other
research agencies. No changes were made in its structure
fram 1980 to 1983.

Extension and Technical Services Department

The Extension and Technical Services Department is concermed
with the develomment of an over-all extension program. Such
a program entails varicus activities such as dissemination of
information on new technicues on production and classification
of aramatic tobacco, through its radio program, publication
of scientific papers and brochures, field saminars, ard
training classes for farmers. The ETSD's structure was not
anended for the years 1980 to 1983.
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Market Develogment and Regqulation Department

The Market Develomment and Regulation Department undertakes
researches and studies on the trends in the demand and supply
of tobacco, prices, standards and concepts for the formulation
of rules and regulations that will apply to trading of tobacco.
Its activities are focused on factors in the external environ-
ment such as international patterns of supply and demand and
prices for tobacco. Like the other departments, no changes

in the structure has been made for the years 1980 to 1983.

Provincial Offices

The Provincial or Field Offices implement the plans and programs
conceptualized and approved in the central office. They super-
vise the trading centers and apply the rules and regulations
pertaining to trading. Each provincial office has four division:
namely: (1) Personnel (2) Field Extension (3) Trading Regulation
and (4) Finance.
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Aspects of Coordination and Control

Camnittees

Camiittees are useful for coordinating, planning and the execution
of programs. They are venues where consensus can be reached and involve-
ment of individuals representing different departments is enhanced. Such
involvement will often result in a higher degree of comitment towards
the accamplishment of corporate objectives.

In PVTA, there are three major camnittees which function as coor-
dinating, planning, problem solving and review groups. These are the:
Management Cocrdinating Staff (Macostaff), the Departmental Review
Camnittee and the Inter-Departmental Planning and Review Cawaittee.

Management Coordinating Camittee (Macostaff)

The Management Coordinating Camittee evolved fram the staff
meetings that have always been a part of PVTA's activities.

It was only around 1980 when the term Macostaff was coined,

In the past, it held its meetings every Monday. However,

in 1983, meetings are called when there are issues and problems
needing special attention., The Manager of the Legal Department
presides over its meetings in his capacity as Over-all Operations
Coordinator. This designation was made by the Officer-in—Charge
to enable the Iegal Counsel to act as the second managing head
of the corporation. Managers, assistant managers and division
chiefs canprise this Committee.

Departmental Review Cammittee (DRC)

The Departmental Review Canmmittee acts as the first level
screening group of concept papers and projects proposals.
Canposed of representatives of the various departments, the
DRC also reviews proposals which will later on be elevatgd
to the Inter-Departmental Planning and Review Camnittee.

Inter-Departmental Planning anc Review Camiittee (IPRC)

The Inter-Departmental Planning and Review Camittee evaluates
the project proposals which will be integrated into departmental
programs. After the TPRC's review of the proposals, the same is
sulmitted to the Over-all Operations Coordinator. The Plans and
Programs Department acts as secretariat of the IPRC.6
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Plannj.ng

The development plans are prepared by the Plans and Programs
Department., which was revitalized in 1981, with the appointment of
- key officers who had extensive experience in develogment planning.
PPD preparea the corporate five-year plan. In 1983 it has five
major concerns: Strategic Planning, Monitoring and Evaluation,
Systems Develomment, Support Services and External Relations.

It spearheaded the Industry Assessment Conference and the
Conference on Support Systans for Tobacco Development in 1982,

Since one of the major clients of the corporation are the manu-
- facturers, exporters of tobacco, a conference was held in 1982 anong

these sectors and PVTA. The output of this conference was an
Industry Assessment Report which discusses the state of development
of the aromatic tobacco industry, the problems faced by it, the
specification of the quantity and quality demanded and the potentials
of the tobacco industry.

The conference was significant because it strengthened the
linkage between the private sector—clients and the PVIA. This was
followed by a second conference which continued the assesswent of the
conditions, programs and support systeans for tobacco developent.
Identified as major areas of concern were: technology develoment,
dissemination, extension services, farmers organization, research
and development and development planning,’ coordination and energy
development,

. One unique function of PPD is its assistance to other departments
in the preparation of their respective plans. Its intervention and
involvement is determined by the specific needs of each department.

To enhance the field units' capability to undertake activities related
to planning, support services are also extended to the Extension and
Technical Services Department so that planning skills can be trans-
ferred to all levels in the organization.’

Budgeting

The budget process is closely linked to planning. The Budget
Management Division formulates guidelines mainly. in the form of
standard costs. The estimates sulmitted by the departments are
evaluated against these guidelines.
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As the projects are being implemented, departments are informed
of their financial status every quarter by the Finance Department.
The departments' individual worksheet on the status or level of funds
which are maintained in the Finance Department are open and accessible
to the departments at any time. Should a department be low in funds,
the Budget Management Division jinforms the manager concerned of the
critical status of his appropriation. In this case, such department
may request for a reprograrming of funds. This will be granted only
after due deliberation by the Inter-Departmental Planning and Review
Camittee. The camittee submits the final recamerdation to the
Over—alé. Operations Coordinator who forwards them to the Officer-in-
Charge. :

Monitoring

Monitoring in the corporation has two aspects: the monitoring
of internal operations and the monitoring of extermal operations.
The monitoring functions are performed by PPD. The Management Audit
Division which is temporarily supervised by PPD is currently under-
taking review of systems and procedures. On the other hand, PPD
prepared a marmal containing the following topic&: orientation,
mandate, programs and projects and organization.

Monitoring of external operations was systematized in 1983 thru
the Modified System for the Over-all Management of Trading Operations.
Its major camponents are as follows: reclassification of trading
centers, mobilization of the Trading Regulations Unit and Mobilization
of the Provincial Advisory Caurittee.

To effectively deploy and supervise PVIA personnel at trading
centers and to effectively monitor trading operaticns, trading centers
are classified according to volume of acceptances totalling 1,500,000
kilograms, or more as Category A. Those with acceptances of 500,000
kilograms or more hut less than 1,500,000 kilograms, belong to
Category B. Category C are the trading centers with acceptances of
200,000 while Category D are those with less than 200,000 kilograms.

The Trading Regulation Units were organized in the provinces.
The provincial hranch managers supervise the TRUs and are responsible
for the campliance with all the reaquiraments prescribed by the central
office. TRUs are also responsible for monitoring trading operations,
recording collation and sulmission of reports to the main office.

The Provincial Advisory Camnittee is a 1link between PVTA and other
agencies directly or indirectly involved in tobacco trading. It is
camposed of the PVTA Branch Manager who serves as its Chairman, and
the PC Provincial Cammander, Provincial Fiscal and President of the

Federation of Virginia Tobacco Growers' Associations as members. The
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PAC performs the following functions: (1) apprehend and prosecute
erring parties in trading activities; (2) field PVTA personnel at
establishments of wholesale tobacco dealers and redrying plants;

and (3) conducts training/orientation seminars on trading operations.

Anditing

Since pre~audit functions had been withdrawn by COA, transactions
are presently pre-audited by the Finance Department. The Management
Audit Division does not perform this function inasmich as it is in-
volved in systems, review and evaluation.

-In 1983, COA evaluested the corporation's internal control system.
The team which undertook the evaluation recognized the existence of
manuals on operations, finance and accounting, property management
and administrative and personnel management. It, however, recamended
that the mamuals be submitted to COA for review and approval, to canply
with existing policy.

Coa favorably cameented on the creation of the Management Audit
Division, and encouraged it to conduct a contimuous evaluation of the
internal control system. It identified several areas such as those
pertaining to budgetary controls, collection system and supplies and
property management system which needed improvements. It identified
specific measures so that its internal control system can be strengthen

PVIA is presently pursuing steps to camply with the recamnendation
of COA.

Coordination and Management Style

The Officer-in-Charge of PVTA is also the Chairman and Corporate
Secretary of the Board. This unique arrangement gives the Officer-in-
Charge ample opportunities to immediately implement policies as soon
as they are approved by the policy-making body and at the same time

give immediate fegﬂback to the Board on operational matters requiring
policy decision.t

The present leadership believes in strengthening the ties between
the corporation and its various clients: the farmers, the tobacco
producers, manufacturers and the traders. The conference held last
year between the private sector groups and the PVTA, as earlier stated,
resulted in an Industry Assessment Report, a document which was used
as basis for planning and decision-making.
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FEe is open to new ideas and innovations. Ttus, in 1931, he
recruited young technocrats fram the Development Academy of the
Philippines to energize the corporation and to spur reforms in
management. The chances in the planning approach, the manualization
of operations, policies and procedures and the infusion of partici-
pative system in many decision - making situations would not have
been possible, without the strong support of the Cfficer-in—Charge.
The resistance to change shown by those who had been in the organiza-
tion for more than two decades, was gradually replaced by acceptance
and trust in new systems, because of the visible support and assist-
ance shown by the leadership and the innovations which were initiated
by the technocrats.ll

Characterized as kingd, open—riinded and facilitative, the Officer-
in-Charge has succeeded in balancing the diverse expectations and re-~
quirements of PVTA's clients. Thus, to the farmmers, the PVTA makes
available scholarships for their children; to the farmmers, themselves,
sclentific experiments with new farm inputs will result in better
yields of tobacco; and to the manufacturers, the corporation set a
viable system for contimious supply of needed inputs for their
factories.
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OPERATIONAL HIGHLIGHTS

The over-all perfornance of PVIA may be assessed in terms of its
contribution to the econany of the country through the develoawent of
the Virginia and Aramatic Tobacco Industry. On the other hand, the
development of the tobacco industry can be measured by the extent to
which it contributes to the tobacco growing cammnities, faxrmers and
private sectors. There are two ways of measuring its contribution.
The first is through the use of econamic indices such as sales, profits,
and revenues among others. The second is in social terms such as :
(1) equitable distrilution of costs and benefits of its develomment;
(2) increase of access to govermment assistance and service;

(3) increase incame gppartunities; and, (4) increase of leadership and
participation in problan~-solving and decision-making on matters affec-
ting their welfare.

Programs ana Projects

Before discussing the major accamplistments, the nature of operations
will be taken up first. The discussion will be limited to the major pro-
grams and projects. ‘

Trading

One of the distinct activities of PVIA is the trading operations.
Throughout the four-year pericd under study, the corporation
implemented the trading center concept. This involves the
establislment of trading centers at strategic places in the
Virginia and Burley tobacco provinces. These trading centers

are licensed by PVIA to accept the fammers' produce and pay them
in accordance with floor prices set by the goverrment for each
grade of leaf tobacco. It is intended to spare the farmers fram
dealing with unscrupulous middlemen. 1In 1982, however, innova-
tions on trading activities, particularly in the policies and
procedures, were adopted and for implementation during the 1983
tobacco trading operations. The first innovation was the modified
system for the over-all management of trading operations. This was
implemented to upgrade the manpower anc institutional capabilities
in order to bring about a more efficient, effective, and econamical
system of supervision and monitoring of trading activities. 2As
earlier discussed; the modifications in the trading operations were
the following: (1) reclassification of trading centers depending
on the volume of tobacco acceptance; (2) creation of trading
regulation units under the supervision of the Provincial Branch
Manager; and, (3) organization of provincial advisoary cammittee
which serves as the link between PVTA and other concernad agencies.
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The second innovation was the supplemental rules and regulations
on trading of locally grown Virginia leaf tobacco. This provided
the licensing of trading centers and issuance of Permmit to
Purchase to End-buyers and Wholesale Tobacco Dealers and Permit
to Redry to Redriers. The third innovation was the revised rules
and regulations governing the registration of farmers and trading
of locally grown burley tobacco. This provided the issuance of
Permmit to Purchase or Pemmit to Redry to Wholesale Tobacco Dealers
and End-buyers, and to Redriers, respectively.

In relation to the trading operations, PVTA determines the floor
rrices of the flue-cured and air-cured leaf tobacco for approval
of the President. Hhowever, one of its problems in setting the
floor prices was the lack of reliable data on cost ard return of
production. To solve this, PVIA with the involvement of the
Virginia Tobacco Growers' Association (VIGA), Burley Tobacco
Growers' Associlation (BTGA) and Philippine Aromatic Tobacco
Developnent Association (PATDA), started in 1981 to conduct
studies on the actual cost and return of production for both
types of tobacco. This was a two~year project conducted in the
Virginia and Burley tobacco provinces to: (1) provide accurate
data on cost and return of production that are acceptable to
both the sellers' and buyers' groups represented by the VIGA and
BTIGA, ana PATDA respectively; and, (2) determine on farm trials
the profitarility of raising these types of tobacco using the
PVTA-packaged technology. The result of this study served as
the bases for determining the floor prices of the tobacco crops.

Demonstration Farms

Another activity was the establishment of demonstration famms.

In 1980, the corporation undertock the PVIA-PPI Dauonstration
Project. This project damonstrated the effects of using varying
amounts of fertilizer. It was actually in 1981, however, when
PVTA initiated the establishment of demonstration farm project

in both the Virginia and Burley tobacco—growing provinces. This
project, popularly known as the "PVIA-Assisted Farmer Demons-—
tration Fam" project, intended to speed up the dissemination

of the new packages of tobacco technology to the farmer level
thru the active participation of PVTIA farm management technicians.
These technicians saw to it that the needed assistance were
extended to the farmer—cooperators. Such assistance covers the
periad fram the production to the marketing the farmers' produce.
Other objectives of this project include the creation of awareness

among tobacco farmers of the wise utilization of credit and the
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develomrent of a hammonious working relationship between the
farmers and the farm management technicians. The project was
continued in 1982 because of its initial success. The results
of the first two years of implementation proved the profitabi-
lity and adaptability of the recammenced technologies. In 1933,
in addition to this project, variable dano~farm sizes were used
to determine the most effective size for technology demonstra-
tion and dissemination.

Virginia and Burley Tobacco Growers of the Year Contest

During the four-year period covered by this study, the Virginia
Tobacco Growers of the Year contest was held anmually. This is
a joint project of PVTA, Philippine Jaycees and Philippine
Virginia Tobacco Board to encourage the active participation of
Virginia tobacco farmers in the develomment of the industry,
strengthen the politico-socio—econanic ties between the farmers,
govermment and the private sector, and give due recognition to
the contribution of these farmers to nation-building. In 1981,
a Burley Tobacco Grower of the Year contest was initiated. This
contest had the same contest objectives as that of the Virginia
Tobacco Growers of the Year contest. This was likewise held
anmially. ‘ -

Scholarships

Since the children of farmers also participate actively in farm
operations, a pilot project linking the program of burley tobacco
technology transfer to educatiocnal institutions was initiated in
1982. This project was conducted in high schools to teach the
children of Burley tobacco farmers the tobacco technology which
included basics of the tobacco culture and research-oriented
package of technology fram seed-bedding to post-harvest operations.
These are taught by BVIA farm management technicians during the
Practical Arts class neld twice a week.

Research and Information Services

To prancte academic and institutional interests in tobacco among
students anc. faculty menbers of agricultural schools, PVIA imple-
mented the research and management development program. This was
implemented throuch scholarships, grants-in-aids, or student
assistanceships, preferably for children of tobacco farmers.

This is actually a long-range plan which aims to attract gqualified
and deserving Ilocanos into the folds of PVTA.

Another continuing activity of PVIA is the dissemination of vital
infarmation to acquaint the public of its policies, programs and
activities. This was achieved through the print and broadcast
media. A reqular feature of the information drive is the School-
On-The Air radio program dubbed "Oras Ni Mannalon Iti Tabako"

(Hour of the Tobacco Farmer). This was aired for an hour per week,
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in cooperation with the Philippine Tobacco Research and
Training Center (PTRIC).

Another important activity of PVTA was the conduct of
researches in various field of crop production. These
studies, conducted at the different research stations,
were about crop improvement, soil and plant nutrition,
crop protection, post-harvest and processing technology
on Virginia and Burley tobacco, among others.

Lending Program

A lending program known as the Integrated Agricultural
Financing (IAF) Program was adopted and implemented to
uplift the living conditions of tobacco farmers and their
families and accelerate countryside development. Under
this program, liberal credit facilities were extended to
leaf farmers for operational expenses and for the purchase
of farm inputs which are expected to improve leaf yield
and quality, thereby increasing inccme fram production.

Camplementary to the IAF Program was the Aramatic Tobacco
Trading Loan Fund (ATTLF) Program which provides sufficient
and cheap funds ror wobacco trading in an effort to stabi-
lize the trading of Virginia fiuve—cured and burley air-—
cured leaf tobacco. This program ensures profitable
trading for farmers, exporters, mamufacturers, trading
centers and redrying plant operators and ensures a
continuous flow of funds for tobacco trading even during
the peak of the buying season. This program is for the
benefit of the tobacco farmers.



- 165 -

Major Accamplishments

Although PVIR is engaged in varicus programs and projects, Table 1
Fresents the accamplishments in the trading operatiocns of the Virginia
Tobacco which resulted fram the cambined achievements of the projects
discussed earlier. ‘

Table 1
Trading Operations of Virginia Tobacco
1980 1981 1982 1983
Total no. of kilos '
purchased at tra=-
ding centers 39,604,752.65 37,962,079.85 47,421,069.40  49,484,276.¢

Purchase value, ¥ P310,203,969.035 P332,572,458.805 P’493,155,785.67 P461,182,365.¢

Distribution,
by grade

A 30.25% 33.21% 34.19% 25.00%
B 14.56% 14.17% 15.47% 16.52%
c 12.77% 12.53% 15.08% 14.57%
D 10.39% 10.52% 11.22% 12.73%
E 10.13% 9.73% 9.36% 11.64%
GR 10,91¢% 11.00% 8.64% 10.55%
PR 10.99% “8.84% 6.06% 8.99%
TOTAL 100.00% 100.00% 100.00% 100.00%

Table 1 shows that the quantity of the Virginia tobacco purchased
at trading centers increased throughout the four-year period under study,
except in 1981 when there was a slight decrease. However, the various
projects of PVTA are geared towards the improvement of the quality of
tobacco, regardless of the quantity produced.

A clear indicator of the improvement in the leaf quality is the
ratio of high—grade tobacco purchases in relation to the total production.
High-grade tobaccos are those which are classified under grades A,B, and
C. The higher the ratio, the better the leaf guality of tobacco produced.

In 1980, the high-grade tobacco constituted 57.58% of the total
purchases. It was also during this year when the floor prices for aramatic
tobacco were increased so the farmers can be assured of a reasonable profit
for their investment. However, the Virginia tobacco were bought at trading
centers at prices higher than these floor prices. As a result, the total
parchase value of the Virginia tobacco in 1980 was P310,203,969.035.
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There was a slight decrease by 4.15% in the quantity of Virginia
tobacco purchased in 1981 as compared with the 1980 figure. However,
in spite of the fact that the floor prices for Virginia tobacco was
the same as those in 1980, the total value of the Virginia tobacco
purchased at trading centers increased by 7.21%. This can be attri-
buted to the increase in the production of better quality of leaf
tobacco or the exportable grades. As seen in Table 1, the high-grade
tabacco constituted 59.91% of the total production campared to only
57.58% in 1980.

In 1982, the total number of kilos of Virginia tobacco purchased
at trading centers increased by 24.92% as campared with the 1981 figure.
Morecover, the total value of the tobacco increased by 48,28%, This can
be attributed primarily to the improvement in the quality and leaf yield
of the Virginia tobacco. Table 1 shows that 64.74% of the total pro-
duction constituted the high-¢grade tohacco compared to only $9.91% in
1981. However, there were severzl other factors which contributed o the
increase in the purchase value of the Virginie tchecco. The first factor
was the increase in the floor nrices of the tobacco to provide the farmers
a fair return. lMoreover, the actual huying prices of the Virginia tobacco
were even higher than the flocr prices set by the government. The second
factor vhich contriluted to the increase in the total purchase value of
Virginia tobacco was the commitment of the end-users to purchase the
Virginia tobacco at the trading centers. This purchase commitment was
signed by PVTA and the buyers' group which vas represented by the
Philippine Aramatic Tobacco Development Association (PATDA) before the
1982 trading season started. The third factor was the modifications on
the over-all management of the tobacco trading operations and the imple-
mentation of rules and regulations governing tobacco trading. The fourth
factor which contributed to the significant increase in the purchase value
of the Virginia tobacco was the slump in the production of tobacco of
China, one of the largest tobacce trading suppliers of the world. Finally,
the release of more than P13 million loan from the Aromatic Tobacco Trading
Loan Fund (ATTLF) to the operators of the trading centers and the end-user:
contributed to the increase in the quantity and quality of leaf purchases
in 1982.

In spite of the increase in the volume of Virginia tobacco purchased
at trading centers in 1983, the total purchase value decreased by 6.48%
as compared with the 1982 figure, Moreover, the ratio of high-grade
Virginia tobacco to the total production was only 56.09%, which registered
a decrease fram the ratios attained from 1980 to 1982. This can be attri-
buted to the decrease in the actual buying prices of the Virginia tobacco.
A purchase cammitment was signed again by PATDA to ensure a ready market
for the farmers' produce. 1In 1983, the purchase commitment amounted to
40 million kilos of flue-cured Virginia tobacco.

Regarding the Burley tobacco, Table 2 presents the summary of its
trading operations fram 1980 to 1983.
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Table 2
Trading Operations of Burley Tobacco
1980 1981 1982 1983
Total no. of kilos
parchased at tra-
ding centers 6,687,415.5 12,767,521.1 12,783,772.5 13,148,210

Purchase value P 41,768,669.5 P 72,922,767.85 ¥ 77,308,390.8 p 87,370,301

Distrilxation, Semi Semi
by grade Adr- Air-  Air- Adr-
cured cured c¢ured cure
A 52.06% - 42.31% 30.89% 35.30% 48.53% 45.7
B 12.88% 11.31% 18.85% 19.58% 23.72% 16.4
C 9.55% 11.38% 14.68% 13.88% 20.08% 11.9
D 6.85% 9.46% 17.64% 17.41% 5.04% 15.3
E 6.76% B8.86% 17.94% 13.83% 2.63% 10.5
F 8.02% 14.11% - - - -
R 3.88% 2.57% - - - -
TOTAL 100.00% 100.00% 100.00% 100.00% 100.0C% 100.0
Sun~-cured
and Rejects
F 31.27% 52.00%
R _78.73% _48.00%
TOTAL 100.00% 100.00%

Table 2 shows a fluctvating trend in terms of the volume of Burley
tobacco purchased at trading centers. It was actually in 1982 when the
total number of kilos of Burley tobacco was the greatest. As in the
Virginia tobacco, the quality of tobacco is more important than the quan-
tity produced.

In 1980, the high-grade Burley tobacco constituted 74.49% of the total
production. The floor prices of these tobacco were likewise increased so
the farmers can enjoy a reasonable margin of profit. As in the case of the
Virginia tobacco, the Burley tobacco were bought at trading centers at prices
higher than the floor prices, resulting to a total purchase value of
P41,768,669.50. ’

There was a substantial increase by 90.92% in the volume of Burley
tobacco purchased in 1981 as campared with the 1980 figure. The floor prices
however, were the same as those set in 1980. As a result, the increase in
the total purchase value was lower than the increase in the quantity purchase
at trading centers. Table 2 shows that there was a decrease to 63% in the
ratio of high~grade tobacco tc the total production, resulting to a total
purchase value of P72,922,767.85.
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The total volume of Burley tobacco in 1982 registered a slight
increase fram 12,767,521.1 kilos in 1981 to 12,783,772.5 kilos in 1982.
Of this total, 87.90% camprised the semi-air-cured tobacco, 11.37% sun-
cured and rejects, and a mere 0.73% air—-cured tobacco. It is also worth
mentioning that a little over 90,500 kilos were produced in areas not
uncer the hurley tobacco zone. The increase in the quantity purchased
resulted fram the improved tobacco technology and fair weather conditions
during the entire tobacco season.

In 1983, the total volume of Burley tobacco produced was 13,148,210
or 2.85% higher than the 1982 figure. Of this amount, 86.28% constituted
the semi-air-cured, 3.83% air-cured, 5.14% sun—cured, and 4.75% rejects.
The floor prices for the air—cured Burley were increased while the floor
prices for the semi-air-cured were not. Nevertheless, the buying prices
for the Burley tobacco were actually higher than the floor prices set by
the goverrment. Thus, the total purchase value of the Burley tobacco
in 1983 showed a significant increase to P87,370,301.34 fram P77,308,390.¢
in 1982. This can be attributed to the increase in the production of higt
grade tobacco leaves. Likewise, a purchase agreement was also signed by
PATDA involving 10 million kilograms.

Another type of tobacco proaduced is the Qriental or Turkish tobacco.
Table 3 presents the trading operations of Oriental tobacco.

Table 3
Trading Operations of COriental Tobacco
1980 1981 1982 ' 1983
Total no. of kilos
parchased at tra-
ding centers 129,556 197,286 233,271 175,391

Purchase value, P ¥1,223,992.15 p1,219,502.55 PL,574,853.00 P1,350,403.55

Distrilution,

by grade
A 8.83% 12.07% 11.54% 27.47%
B 31.64% 31.62% 32.16% 32.20%
C 28.47% 25.73% 30.53% 23.15%
D 17.60% 20.18% 16.83% 13.10%
E 5.08% 0.86% 0.83% 0.10%
F 0.47% 0.02% 0.28% 0.54%
R 7.91% 9.52% 8.53% 3.49%

TOTAL 100.00% 100.00% 100.00% 100.00%

Table 3 shows a fluctuating trend in both the quantity and quality
of Oriental tobacco purchased at trading centers. It is also worthwhile
to mention that no floor prices were set for Oriental tokacco.
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In 1980, a total of 199,556 kilos of Oriental tobacco with a purchase
value of P1,223,992.15 was purchased at trading centers. Of the total
volune produced, 68.94% constituted the high—grade tobacco leaves. As
stated earlier, high-grade tobacco censists of grades A, B and C. Teble 3
shows that most high-grade Oriental tobacco leaves were those classified
under grades B and C.

The total volume of Oriental tobacco purchased in 1981 decreased by
1.14% as campared to the 1980 figure. But there was a slight increase
in the ratio of high-—grade tobacco leaves to the total production. In
1981, 69.42% of the total production constitute the high-grade tobacco
leaves campared with the 68.94% in 1980. Moreover, the actual buying
prices of Oriental tcbacco slightly increased as campared to the buying
prices in 1980. However, the total purchase value of the tobacco was only
P1,219,502.55 canpared with P1,223,992.15 in 1980.

The accamplishments in the trading operations of Oriental tobacco wer
noteworthy. To begin with, the total volume of Oriental tobacco purchased
at trading centers increased fram 197,286 kilos in 1981 to 233,271 kilos
in 1982 or registering an increase of 18.24%. Furthermore, a very clear
indicator of the improvement in the quality of the tobacco leaves was the
ratio of high-grade quality to the total production. In 1982, 74.23% cons
tituted high-grade Oriental tobacco. The buying prices likewise increased
resulting to a total purchase of Oriental tobacco of P1,574,853.00 or an
increase of 29.14% as camnpared with the 1981 figure.

In 1983, the total volume of Oriental tobacco purchased at trading
centers decreased fram 233,271 kilos in 1982 to only 175,391 kilos. In
spite of this, the ratio of high-grade tobacco leaf increased significantl
to 82.82%. Moreover, the buying prices of Oriental tobacco increased,
resulting to a total purchase value of P1,350,403.55.

All these developments in the tobacco industry resulted to positive
contrilutions to the cover-all ecancmy of the country. It is worthwhile to
note that the tobacco industry contributed to the export earnings of the
country. Table 4 summarizes the tobacco exports fram 1980 to 1983.

Table 4
Tobacco Ixports

A. Virginia Tobacco

Calendar Year Quantity Value
cy) (Kilos) (Pesos)
1980 9,197,250 P129,746,492.93
1981 12,376,282 188,558,656.96
1982 14,400,444 251,441,671.20

1983 9,541,735 143,715,368.16
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B. Burley Tobacco

Calendar Year Quantity Value
(CY) {Kilos) (Pesos)
1980 1,226,600.00 P13,428,331.27
1981 1,705,688.23 25,044,674.09
1982 1,354,500.00 26,589,897.97
1983 . 1,050,113.62 25,050,266.27

Table 4 shows that the volume of Virginia and Burley tobacco exports
increased throughout the four-year period under study, except for the

tobacco exports in 1983 which showed a decrease in the total mumber of
kilos.

In 1980, the exports of Virginia tobacco totalled $17,098,967.98
consisting of export shipments to 14 traditional export markets with a
total volume of 9,197,250 kilos. Regarding the Burley tobacco, 1,226,600
kilos amounting to P13,428,331.27 were exported to the United States of
America, the only export market in 1980. Note that the local market
requirements shoud be satisfied first before entering the export markets.

The total volume of both the Virginia and Burley tobacco exports
increased in 1981. Moreover, there was an increase in the mumber of
foreign markets for both the Virginia and Burley tobacco. In 1981,
12,376,282 kilos of Virginia tobacco, amounting to P188,558,656.96 found
its way to 19 foreign markets while 1,705,688.23 kilos of Burley tobacco,
amounting to P25,044,674.09 were exported to 7 countries.

In 1982, there was an increase in the exports of Virginia tobacco
while a decrease in the volume of Burley tobacco exports was evident,
as presented in Table 4. 1In spite of the decrease in the quantity
exported, the total purchase value of Burley tobacco exports actually
increased. In 1982, 14,400,444 kilos of Virginia tobacco, amounting
to P251,441,671,20 found its way to 16 foreign markets while 1,354,500
kilos of Burley tobacco were exported to 5 foreign markets. The total
volume of exports in Virginia and Burley tobacco camprised approximately
26.16% of the total production for the year.

In 1983, only 9,541,735 kilos of Virginia tobacco with a value of
P143,715,368.16 were shipped to 18 foreign markets while the Burley
tobacco exports amounting to 1,050,113.62 kilos with a value of
P25,050,266.27 was exported to 5 countries. The decrease in the total

volume of exports was primarily due to the decrease in the total
production of tobacco.

All these accamplishments would not be fully realized without the
implementation of various programs and projects of PVIA which are geared

towards the improvement of the leaf yield and quality of the tobacco
leaves.
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Danonstration Farms

One of the significant projects of PVIA was the establishment of
demonstration farms. In 1980, 20 demonstration famms were established
to damongtrate the effects of using different amounts of fertilizers.
In 1981, to facilitate the transfer of new technology to the farmer
level, PVTA initiated the establishment of 233 demonstration farm
projects in both the Virginia and. Burley tobacco-growing provinces.
Financial assistance, amounting to P3,727.83 per hectare for Virginia
tobacco and P2,617.90 per hectare for Burley tobacco were extended to
farmers to encourage them to join the project. The financial assist-
ance was given for the purchase of farm inputs such as insecticides,
fertilizers, gasoline, o0il and firewood. The project was continued in
1982 with the participation of same 233 famer—cocoperators. The project
was a success as evidenced by the increase in the yield per hectare
amounting to as high as 3,200 kilograms as campared with only 929 kilo-
grams during the previocus years. A total of 412 demonstration farms of
three various sizes were established in 1983. Furthermore, financial
assistance which were extended to the farmers amounted to P6,000 per
hectare for Virginia tobacco anc P4,000 per hectare for Burley tobacco.

Integrated Agricultural Financing Program

Ancther program of PVTA was the Integrated Agricultural Financing
(IAF) program with the aim of providing operating funds for the exporter
cigarette mamafacturers and trading center operators so as to have a
profitable trading for all. In 1980, a total of P8,914,577.65 was
extended as direct loans to the farmers. The total amount of loan
released in 1931 decreased to P4,560,656,00 or a decrease by almost 50%.
Moreover, the total number of borrowers for both the Virginia and Burley
tobacco farmers showed a sharp decline fram 5,543 in 1980 to only 2,042
in 1981. The revised guicdelines of the IAF program stated that Virginia
farmers using the new PVTA technology can avail of a maximum of P6,000
production loan provided that the average production per hectare is
1,450 kilos of good cuality tobacco, while those whose expected cutput
is only 1,000 kilos of good quality tobacco can borrow as much as P4,000
On the other hand, Burley farmers can borrow up to P3,250 per hectare.
In 1982, the total loan granted amounted to P12,543,429 with 43 banks
participating in the IAF program. The program was able to generate tota
earnings of P3,612,141.72 during this year. In 1983, the IAF program
generated an incame of P4,953,706.11 or an increase of 37.14% as campare
to the 1982 figure. About 37 rural banks participated in the program.

Another important accamplishment of PVTA revolved around the implemet
ation of another financing program, the Aracztic Tobacco Trading Loan Fur
(ATTLF) program, which canplemented the IAF program. This program aimed
to stabilize the purchase of tobacco by providing wholesale uvers with
sufficient funds. However, this program was limited to certified Virgini
ard Burley tobacco trading centers while only the leaf expoicers and
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cigarette manufacturers who have cammitments to PVTA to purchase
specified amounts of flue-cured or Burley tobacco are eligible to
barrow under this financing program. In 1980, a total of P12,319,000
was extended as loans to various trading centers., Appraximately
P28,800,000 was extended in 1981, or an increase of 133.78%. In

1982, the total releases fram the ATTLF amounted to more than P13
million, or approximately 54.86% less than the amount released in

1981 although there were more beneficiaries during this year. Finally,
Central Bank reported that the ATTLF program was able to generate an
incame of P5,139,722.71 in 1983. Likewise, there was a substantial
increase in the release of fund which amounted to P35,240,000 canpared
to only P13,056,000 in 1982, or an increase of 146.94%.

Lastly, all the other programs contributed in a way to the major
caccanplishments of the tobacco trading operations. Among these are
the scholarship program which aimed to pramote interests among students
and faculty members; the Virginia-Burley Tobacco Grower of the Year
Contests which aimed to encourage the fermers to participate in the
develomment of the tobacco industry; the various research which aimed
to test the effects of various farm inputs; and the education and
information program which aimed to acquaint the public of the policies
and programs of PVIA.
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FINENCIAL REVIEW

Table 5
Financial Highlights

1980-1983

(Bmount in Million P)
1980 1981 1982 1983

Resources P 291.3 P 293.1 P 283.4 P 296.1
Gross Revenue 23.8 28.6 22.1 41.5
EXpenses 22.5 28.5 31.7 32.6
let Incaoe(Loss) - 1.3 0.1 ( 9.6) 8.9
Qurrent Assets 156.4  155.9 145.1 165.8
Current Liabilities 3.7 3.6 3.4 4.2
Total Liabilities 3.7 - 3.6 3.4 4.2
Total Equity 287.6 289.5 280.0 291.9

Financial Highlights

Results of Operaticns

Net earnings in 1383 amcunted to P8.9 million, frar P1.3 million
and PO0.1 million in 1980 and 1981, The corporation, however, incurred
a loss in 1982 in the amount of P9.6 million.

Gross reverue rose fram §23.8 million in 1980, P28.6 million in
1981 and F22.1 million in 1982 to P41.5 million in 1983. Operating
and Service Incare and Incame fram Public Enterprises/Investment
remained the most important items of revenue. Other sources of
incame rose substantially, due primarily to the sale of an asset in
1981 in the amount of P4.5 million and in 1983, the extraordinary
receipts - Subsidies fram National Goverrment in the amount of
P25.8 million.

: Total operating expenses expanded to P32.6 million in 1983, fram

P22.5 million in 1980, P28.5 million in 1981 and P31.7 million in
1982. Personal services rose to P24.3 million from P14.2 million in
1980, P17.8 million in 1981 and P21.6 wmillion in 1982.

Financial Condition

Total assets amounted to P296.1 million, fram P291.3 million in
1980, P293.1 million in 1981 and P283.4 million in 1982. Receivable
and Investments continued to account for the highest percentage of
total assets.
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Total liabilities rose to P4.2 millicon in 1983, fram P3.7 million
in 1980, P3.6 million in 1981 and P3.4 million In 1982, Liabilities
includes Payables, Trust Liabilities and Depository Liabilities.

Total equity rose to P291.9 million, fram P287.6 rmillion in 1980,
$289.5 million in 1981 and P280.0 million in 1982. The increase was
due to the correspording increase in Bxcess of Incame over Expenses,
Contingent Surplus Account and Capital Equity Account. Table 1 shows
the Financial Highlights fram 1980 to 1983 of the Philippine Virginia
Tobacco Administration.

Tools Used to Measure the OQver-all Performmance of the Philippine
Virginia Tobacco Administration (PVTA)

Financial ratios; cammon size analysis, index analysis of financial
statements and budget variance analysis were the tools utilized in the
study and analysis of the performance of the PVIA fram 1980 to 1983.

Of these four tools used in analyzing the financial performance of
the corporaticn, three tools have been camonly used while the other o
is used in this study for parposes on measuring the cost control syste
of the PVTA., This refers to the Budget Variance Analysis which is bas
on the approved budget against the actual disbursement.

Financial Ratios

Tests of profitability and tests of liquidity were utilized in
analyzing the financial performance of the Philippine Virginia Tobacco
Administration fran 1980 to 1983. The ratios and percentages are show
in Table 6 tol2 representing results of operations and financial condi
tions ratios.

Profit Ratio

Table 6 shows the Profit Ratio fram 1980 to 1983 of the Philippine
Virginia Tobacco Administration as a measure of the over-all profitabi
lity of the operations of the corporation.

Table 6
Profit Ratio
1980-1983
Profitability
Calendar Year Net Incame Gross Incame Ratio (%)

~1980 ¥1,263,339.03 ¥23,756,352.91 5.32%
1981 57,828.34 28,570,286.57 0.20%
1982 { 9,617,634.96) 22,055,167.67 (43.61%)

1983 8,906,184.12 41,475,120.44 21.47%
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With the exception of the year 1982, the corporation has operated
profitably fram 1980 to 1983 as the profitability ratio rose fram 5.32
per cent to 21.47 per cent.

Return on Stockholders' Equity

As shown in Table 7, the return on stockholders' equity of the
corporation rose fran 0.44 per cent in 1980 to 3.10 per cent in 1963,
except the year 1982 with a negative ratio of 3.35 per cent.

Table 7
Return On Stockholders' Equity
1980-1983
Average Stockholders'- :
Calendar Year Net Incame Equity Ratic (%)

1980 ¥1,263,339.03 ¥287,256,402.30 0.44%
1981 57,828.34 287,256,402.30 0.02%
1982 ( 9,617,634.96) 287,256,402.30 ( 3.35%)
1983 ' 8,906,184.12 287,256,402.30 3.10%

The highest return of the funds and the relationship of net income
to the average stockholders' equity was in 1983, and the lowest was in
1982 with a negative ratio of 3.35 per cent.

Current Ratic

The corporation has been very liqu’d considering the average Current
Ratio of 41.77:1. Although PVTA's current ratio decreased in 1983 by
3.09 with that of 1980, the corporation was still very solvent and
liquid at year—erd '1983. 1In 1983, should the creditcrs demand for
immediate liquidation or payment fram the corporation, the remaining
assets will still be 38.12.

Table 8
Current Ratic
1980-1983
Current
Calendar Year Assets Current Liabilities - Ligquidity (¢

1980 P156,396,630,51 ¥3,705,277.56 42.21:1
1981 155,902,887.08 3,599,075.86 43.32:1
1982 145,120,444.29 3,419,385.21 42 .44:1

1983 165,806,599.10 4,238,235.14 29.12:1
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Acid-Test Ratio

As shown in Table 2, the corporaticn has been very liquid despite
consideration of quick assets and current liabilities fram 1980 to
1983 in arriving at the ratioc. The table shows the acid-test ratios

of 41.77:1 in 1980, 42.88:1 in 1981, 41.96:1 in 1982 and finally 38.74
in 1983.

- Table 9
Acid-Test Ratio
19801983
Calendar Year Quick Assets Current Liabilities Ratio (%)

1980 ¥154,775,063,.90 $5,705,277.56 41.,77:1
1981 154,345,933.57 3,599,075.86 42.88:1
1882 143,475,443.30 3,419,385.21 41.96:1
1983 164,169,042.32 4,238,235.14 38.74:1

Average Collection Pericd

Table 10 shows the average collection peried of the Philippine

Virginia Tobacco Administration fram 1980 to 1983, fram 222 days to
330 days.

Table 10
Average Collection Pericd
' 1980-1983
Average
Calendar Year Gross Incame No. of Working Days Daily Incame
1980 ¥23,756,352.91 250 F 95,025.41
1981 28,570,286.57 250 114,281.15
1982 22,055,167.67 250 88,220.67
1983 , 41,475,120.44 250 165,900.48
Accts., Receivable Average Daily Incame - Days
1980 P21,075,550.88 P 95,025.41 222
1981 36,040,925.03 114,281.15 315
1982 37,627,928.31 . 88,220.07 427
1983 54,692,659.96 165,900.48 330

The average collection period fram 1980 to 1983 as shown above can
be related to the credit temus offered by the corporation. It shows
the days incare on the bocks in relation to the accounts receivable
which can be used in any possible shifting of credit policy or changes
in the procedures of collecting receivables.
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Receivable to Incane

Table 11 shows another way of expressing the same relationship as
expressen by the average collection period of the PVTA fram 1980 to
1983. ,

Table 11
Receivable To Incame
1980-1983
Calendar Year  Accounts Receivable Gross Income Ratio (%)

1980 P21,075,550.88 ¥23,756,352.91 0.89
1981 36,040,925.03 28,570,286.57 1.26
1982 37,627,928.31 22,055,167.67 1.71
1983 54,692,659.96 41,475,120.44 1.32

Debt to Net Worth

Table 12 shaws the Debt to Net Worth ratio fram 1980 to 1983 of the
PVTA fram .013:1 to .014:1, an increase of only .001.

Table 12
Debt To Net Worth

1980-1983
Calendar Year Total Debt Net Worth  Ratio
1980 $3,705,277.56 P287,630,271.08 .013:1
1981 3,599,075.86 289,480,002.74 .012:1
1982 3,419,385.21 280,014,258.10 .012:1
1983 4,238,235.14 291,901,076.70 .014:1

The above debt to net warth ratio indicates favorable exposure of
the corporation in temms of relative risk exposure.

Cammon Size Analysis

The cawmon size analysis of financial statements will be discussed
in accordance with the corporation's results of operations and financial
condition.



- 178 -

Results of Operations

The comon size analysis of the gross revenue will be discussed -
first. Table 13 presents the percentages of the various aspects of
incare to the gross reveme.

Table 13
Cammon Size Analysis of Gross Revemue
1980-1983 _
1980 1981 1982 1983
Operating and Service .

Incane 21.08% 19.08% 30.29% 13.54%
Incane fram Public

Enterprises/

Investments 78.90% 80.87% 69.69% 24.12%
Miscellanecus Incamne 0.02% 0.04% 0.02% 0.02%
Extracrdinary Receipts-

Subsidies fram the

WNational Govermment - - - 62.32%
Capital Revenue - 0.01% - -

Generally, PVTA relied on incame fram public enterprises and invest-
ments, except in 1983 when incame generated fram these sources was only
24.12% of the total gross revenue. On the other hard, the operating and
service incame throughout the four-year pericd under study was just a
small percentage of eht toal gross revenue. It was only in 1983 when
PVTA received subsidies fram the National Goverrment. Such subsidy was
a substantial part of the total gross revemue, without which the
corporation could have suffered a great loss.

Table 14 presents the percentages of the different coamponents of the
expenses to the total gross revenue. However, since these expenses were
so detailed, only a mmber of significant expenses will be presented.

Table 14
Camon Size Analysis of Expenses

1980-1983

1930 1981 1982 1983
Personal Services 55.64% 62,38% 97.84% 58.95%
Other Services ) 3.15% 3.16% 0.97% 0.78%
Rent 2.40% 1.99% 3.84% 2.32%
Grants 3.87% 2.20% 1.92% 0.45%
‘Lossess,/Depreciation 2.91% 2.42% 2.76% 0.88%

Maintenance of Motor Vehicles

used for Official Business 1.41% 2,29% 2.57% 0.29%
Auditing Services 2.52% 3.12% 4,21% 2.39%
Discreticnary Expenses 2.50% 2.98% 4.90% 3.27%
Trading/Production Expenses 8.56% 13.05% 13.20% 0.42%
Other Expenses-Miscellaneous 2.59% 0.21% 1.37% 0.88%

TOTAL EXPENSES 94.68% 99.80% 143.61% 78.53%
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Throughout the four-year period under study, the personal services
account remained to be the largest expense. This was attributed to the
fact that PVIA engages in labor-intensive operations. All the other
expenses were just small percentages of the total gross revenue. Never
theless, Table 14 indicates that the total expenses of the corporation,
as a percentage of the gross revenue throughout the four-year period
were a substantial portion of the gross reverme. In fact, the total

expenses amounted to more than the gross revenue generated by the
corporation.

Table 15 contains the percentage of the net incame to the total
gross revenue. :

Table 15 .
Camon Size Analysis of Net Inccame
1980-1983
1980 1981 1982 1983
Net Inccame 5.32% 0.20% (43,61%) 21.47%

Generally, the net incame, as a percentage of gross revenue, was
snall. In fact, PVTA suffered a great loss in 1982 when the total
expenses amounted to 43.61% more than the total gross revemue. However
due to the increase in gross revenue, specifically fram the subsidies
fram the National Govermment, in 1983, PVTA experienced a net incame of
21.47% of the gross revenue.

Financial Condition

Regarding the camwon size analysis of the balance sheet, Table 16
contains the camponents of the total assets as percentages of its total.

Table 16
Cammon Size Analysis of Assets
1980-1983
1980 1981 1982 1983
Cash 45.89% 40.37% 37.34% 36.97%
Receivables 7.23% . 12.30% 13.28% 18.47%
Inventories 0.56% 0.52% 0.58% 0.55%
CURRENT ASSETS 53.68% 53.19% 51.20% 55.99%
'Other Assets 15.54% 15.66% 16.24% 15.56%
Investments and
Fixed Assets 30.78% 31.15% 32.56% 28.45%
TOTAL ASSETS  100.00% 100.00% 100.00% 100.00%

Table 16 shows that the current assets remained to be a substantial
portion of the total assets. This account can be subdivided into three,
namely: (1) cash; (2) receivables; and, (3) inventories. The cash
account remained to be the largest component of the current assets.

The receivables account, on the other hand, increased throughout: the
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four-year pericd under study. Meanwhile, the inventories account remai
to be only a minute portion of the total assets. The second largest co
ponent of the total assets was the investments ang fixed assets account
The investments account includes interest and non-interest bearing loan
On the other hand, the fixed assets account includes acquired assets,
land and land improvement, building and structures, various equipment,
and other fixed asgets. Finally, the other assets account remained to |
a small portion of the total assets. This includes deferred charges arx
deposits, among others.

Regarding the specific camponents of the total liabilities, Table 1
presents the percentages of specific liabilities to its total.

Table 17
Canmnon Size Analysis of Liabilities
1930-1983
1980 1981 1982 1983
Payables 1.10% 0.97% 0.96% 1.22%
Trust Liabilities 0.07% 0.17% 0.17% 0.15%
Depositcory Liabili- '
ties - Guaranty
Deposits 0.02% 0.01% 0.01% 0.01%
Deferred Credits -
Miscellaneous 0.03% 0.07% 0.07% 0.05%
TOTAL LIABILITIES 1.27% 1.22% 1.21% 1.43%

Throughout the four-year pericd under stidy, the total liabilities
are classified as current liabilities. Wevertheless, this account
ramained to be a minute portion of the total assets. This supports the
unbelievably high current ratios of PVTA fraa 1980 to 1983.

Table 18 contains the specific camponents of equity as percentages
of the total assets.

Table 18
Cammon Size Analysis of Equity
1980-1983
1980 1981 1982 1983
Retained Farnings (213.02%) (210.88%) (221.57%) {211.95%)
Capital Equity
Account 311.51% 309.66% 320.36% 306.62%

TOTAL EQUITY 98,73% 93.78% 08.79% 98.57% -
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Of the total equity, the capital equity account ramained to be the
largest camponent, as a percentage of the total assets. However,
because of the negative figure of the retained earnings account, the
total equity resulted to a lower percentage of the total assets. But
further analysis shows that the total equity consistently remained a
substantial percentage of the total assets.

Index 2Znalysis

The index analysis of PVIA fram 1980 to 1983 will likewise be
discussed in accordance with the corporation's results of operations
ard financial condition.

Results of Operations

Table 19 contains the percentagevincrease in the specific camponents
of the gross revenue fram the base year, 1980.

Table 19
Irdex Analysis of Gross Reverme
1980-1983
1230 1981 1982 1983
Operating and Ser-
vice Income 100% 108.83% 133.39% 112.16%
Incame fram
Public Enter-
prises/Invest~
ments 100% 123.26% 82.00% 53.36%
Miscellaneous
Incane 100% 292.40% 120.36% 195.62%
Extracrdinary
Receipts -
Subsidies fram the
National Gov't - - - -
Capital Revenue -
Sale of Assets - - - -
TOTAL GROSS REVENUE 100% 120.26% 92.84% 174.58%

Generally, the total gross revenue increased as campared to the 1930
figure, except in 1982 when there was a slight decrease. Further analys
shows that the decrease in the total gross revenue in 1982 wes. attrilute

to the subsidies from the National Goverrment which was not present in
the previous years.
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Regarding the expenses of the corporation, Table 20 contains same
significant expenses of the carporation, as percentages of the base year
figure.

Table 20
Index Analysis of xpenses
1980-~19283
1980 1981 1982 1983

Personal Services 100% 125.79% 152.31% 171.70%
Other Services 100% 120.71% 28.48% 43.26%
Rent 100% 99.65% 149.01% 169.10%
Grants - 100% 68.41% 46.11% 20.48%
Losses/Depreciation 100% 100.02% 87.90% 52.86%
Anditing Services 100% 148.70% 154,95% 165.20%
Maintenance of Motor

Vehicles Usal for

Official Business 100% 194.92% 168.65% 35.95%
Discretionary

Expenses 100% 144.66% 182.30% 228,60%
Trading/Producticn . ,
Expenses 100% 183.45% 143.21% 8.64%
Miscellaneous

Expenses . 100% 9.96% 66.92% 59.03%
TOTAL EXPENSES - 100% 126.76% 140.81% 144.80%

Over-all, the total expenses of the corporation for the years 1981
to 1983 were greater campared to the base year ficqure. 1In fact, the
total expenses continued to increase each year. Further analysis of
Table 20 irdicaces that the personal services continued to increase
throughout the four-year pericd under study. This could be attributed
to the increase in the number of regular work force. Although Table 20
shows a decrease in same expenses, the increase in other expenses was
not offset as evidenced by the contimuous increase in total expenses.

The magnitude of change in the gross revemue and total expenses
resulted to a lower net incame as compared to the 1980 figure, except
in 1983 when it registered a substantial increase, Table 21 contains
the percentage increase in the net inccome from the base vear, 1980.

Table 21
Index Analysis of Net Income
1980-1983

1980 1981 1982 1983

Incame 100% 4.58% (761.29%) 704.97%
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The figures in Table 21 indicates that the net incane fram 1981
to 1982 was Jower than the 1980 figure. In fact, in 1982, FVIA
suffered a great loss. It was actually only in 1983 when the net
incame was about seven times of the 1980 figure in spite of the
increase in total expenses. This could be attributed to the substan—
tial increase in gross revenue which resulted from the subsidies fram
the National Govermment. :

Financial Condition

Regarding the index analysis of the balance sheet fram 1980 to
1983, Table 22 contains the magnitude of change of the specific can-
ponents of the total assets from the base year, 1980.

Table 22
Index Analysis of Assets
1980-1983
1980 1981 1982 1983
Cash 100% 88.48% 79.17% 81.88%
Receivables 100% 171.01% 178.54% 259.51%
Inventories 100% 96.02% 101.44% 100.99%
CURRENT ASSETS 100% 99.68% 92.79%  106.02%
Other Assets (Deferred
Charges and Deposits) 100% 101.41% 101 .68% 101.81%
Investments and Fixed
Assets 100% 101.78% 102.91% 93.95%
OTHER ASSETS . 100% 101.66% 102.50% 96.59%
TOTAL, ASSETS 100% 100.60% 97.29% 101.65%

Table 22 indicates that the total assets slichtly increased each
year, except in 1982 when the total assets decreased. A close look
at these fiqures showed that the current assets continmued to decrease
although in a slight degree only, except in 1983 when this account
increased by 6.02% as campared to the 1980 figure. Further analysis
of the current assets account showed that the cash account in 1981
to 1983 decreased as camwpared to the 1980 figqure while the inventories
account in 1982 and 1983 slightly increased. Tt was only the receiva-
bles account which showed a substantial increase throughout the four-
year period under study. The other assets account which includes
deferred charges and deposits showed a very slicht increase as compared
to the 1280 figure. Similarly, the investrents and fixed assets
accounts showed a slight increase in 1981 and 1982 but decreased in 198:

Regarding the magnitude of change of the liabilities, Table 23

contains the percentage increase or decrease of the specific camponents
of the liabilities.
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Table 23

Index Analysis of Liabilities
1980-1983
1980 1981 1982 1983

Payables 100% 88.53% 85.30% 112.88%
Trust Liabilities 100% 237.69% 224.,78% 209.29%
Depository Liabi-

lities - Guaranty

Deposits 100% 58.19% 36.47% 36.47%
Deferred Credits - '
Miscellaneous 100% 95.92% 80.61% 67.32%
TOTAL LIABILITIES 100% 97.13% 92.28% 114.38%

All the liabilities of PVTIA were classified under the current
liabilities. Table 23 shows that the total liabilities, as campared
to the base year, decreased except in 1983 when it registered an
increase. A close loock at Table 23 shows that the depository liabi~
lities decreased treamendously fram 1981 to 1983. 'The deferred credits,
on the other hand, decreased each year. Similarly, the payables accoun
decreased as campared to the 1980 figure, except in 1933 when there was
an increase. It was only the trust liabilities account of PVIA which
showed a treavendous increase throughout the four-year pericd under stud

Regarding the magnitude of change in the equity account of PVIA,
Table 24 shows the percentage increase of the different camponents of
the total equity.

Table 24
Index Analysis of Egquity
1980-1933 ‘
1980 1981 1982 1983
Retained Earnings 100% 99.70% 98.21% 99.39%
Capital Equity
Account 100% 100.00% 100.05% 100.05%
TOTAL EQUITY 100% 100.64% 97.35% 101.48%

Table 24 shows that the total equity for the years 1981 to 1983 was
slightly greater than the 1980 figure, except in 1982 when there was a
decrease by 2.65%. PFurthemore, the retained earnings account, as
canpared to the 1980 figure, decreased. It was only the capital equity
account which registered a slicht increase for the years 1982 and 1983
while the amount in 1981 did not change.
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Budget Variance Analysis

Because of the detailed list of expenditures available, the
discussion of the budget variance analysis will be limited to the
aggregate amount of the personal services, maintenance and other
operating expenses, and the capital outlay.

Table 25 contains the budget variance analysis for 1980.

Table 25
1980 Budget Variance Analysis
Actual
Proposed Budget  Expenditure Variance
Personal Services F22,794,500.00 P14,377,660.91 (36.92%)
Maintenance and
Other Operating

Expenses 6,775,144.00 7,423,951.06  9.58%
Capital Outlay 4,600,000.00 561,531.71 (87.79%)
TOTAL BUDGET 34,169,644.00  22,363,143.68 (34.55%)

Table 25 indicates that the actual expenses of PVIA were 34.55%
lower than the proposed budget. Further analysis shows that the
actual expenditures on the personal services were lower than the
proposed budget but the expenditures on the maintenance and other
operating expenses were slightly higher by 9.58%. The actual expen—
ditures on capital outlay, on the other hand, registered a substan-
tial decrease fram the proposed budget. ‘

Table 26 shows the budget variance for 1981.

Table 26
1981 Budget Variance Analysis

Actual
Proposed Budget Expenditure Variance

Personal Services P21,021,000.00 P18,137,465.96 (13.72%)
Maintenance and

Other Operating

Expenses 8,625,000.00 9,0683,419.66 12.27%
Capicai Gutlay 1,140,000.00 560,086.18 (50.87%)
TOTAL, BUDGET 30,786,000.00 28,380,971.80 ( 7.81%)
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Table 26 indicates that the actual expenditures of PVTA was
slightly lower than the proposed budget. A close look at the
figures in Table 26 shows that the actual experditures on personal
services were lower than the proposed budget by 13.72% while the
actual expenditures on maintenance and other operating . expenses
were higher than the proposed budget by 12.27%. It was on capital
outlay wherePVIA was able to save 50.87% of the proposed budget.

The budget variance far 1982 is contained in Table 27
Table 27
19682 bPudget vVariance Analysis

' Actual
Proposed Budget  Expenditure Variance

Personal Services F25,071,102.87 ]?21,579,'717.91- (13.92%)
Maintenance and
Other Operating

Expenses 9,700,435.75 9,435,304.68 ( 2.73%)
Capital Outlay 1,378,322.00 842,501.20 (38.87%)
TOTAL BUDGET 36,148,860.62 31,907,523.79 (11.74%)

Table 27 shows that the total expenditures for 1982 were lower
than the proposed budget by 11.74%. Actually, all the other aggre-
gate amount of the expenditures were lower than the proposed budget
with only varying degrees.

Finally, Table 28 contains the budget variance for 1983.

Table 28
1983 Budget Variance Analysis

- Actual .
Proposed Budget  Expenditure Variance

Personal Services P30,016,344.34 P24,326,265.06 (18.96%)
Maintenance and
Other Operating

Expenses 11,239,391.98 7,877,176.66 (29.91%)
Capital Qutlay 2,597,417.35 196,926.81 (92.42%)
TOTAL, BUDGET 43,853,153.67 = 32,400,368.53 (26.12%)

The figures in Table 28 shows that the total expenditures for
1983 were lower than the proposed budget by 26.12%. A close look
at these figures show that the aggregate amounts of the different
accounts were actually lower than the proposed ludget. It was the
capital outlay which registered the greatest savings of 92.42% of
the proposed budget.
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