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Report on the Audit of the Financial Statements
Adverse Opinion

We have audited the financial statements of the Philippine Guarantee Comporation
(PHILGUARAMNTEE), formery known as the Trade and Investment Development

on of the Philippines, which comprise the statements of financial position as at
Cecember 31, 2021 and 2020, and the statermenis of comprehensive income, statements
of changes in equity and statements of cash fiows for the years then ended, and notes to
financial statements, incduding a summary of significant accounting policies and other
explanatory informaticn.

In our opinion, because of the significance of the matters discussed in the Bases for
Adverse Qpimion section of our report, the accompanying financial statements do not
present fairly the financal posiion of PHILGUARANTEE as at December 31, 2021 and
2020, and its financial performance and cash flows for the years then ended in accordance
with Philippine Financial Reporting Standards (PFRS).

Bases for Adverse Opinion

The foliowing wdentiied matenal misstatements are deemed pervasive to the
accompanying financial statements of PHILGUARAMNTEE:

« Collections arising from the disposition of acqured real and other properties
recorded under Defemed Credits account were not appropriately adjusted to the
Sales Contract Receivable accownt which is not i accordance with the fair
presentation mandated by Philippine Accounting Standards (PAS) 1 -
Fresendation of Financial Siatemenis, resulting in the overstatement of the
Cefemed Credits and Sales Contract Receivable accounts by PA38.587 millicn and
PB02.035 milion as at December 31, 2021 and 2020, respectively.

« Dwidends Payable recognized at end of year were not computed in accordance
with Republic Act Mo, T856 and its 2018 Revised Implementing Rules and
Regulations, resulting = the wnderstaterment by P3584.120 milion and
overstaternent by P2.240 million of the balances of the account as at December




A, 2021 and 2020, respectively, and misstaternent of the Retained Eamings
account by the same amounts as at even dates.

« he quantitstive disclosures required under PFRS 7 — Financial Instruments:
Discloswres, incuding sismmary of quantitative data at the end of the reporting
penod about PHILGUARAMNTEE's exposure to each type of nisk ansing from
financial instrements are not presented n the notes to the financial statements for
CY's 2021 and 2020.

« Other non-operating mcome of P964.300 million representing partial reversal of
previcusly recognized impaimment loss was misciassified as part of service and
business income for CY 2021, mpropedy showing that @ arose from the
Corporation’'s ordinary course of business, contrary to the fair presentation
miandated by PAS 1 — Fresenfation of Financial Sistemenis.

On the other hand, we were unable to obtain sufficient appropriate audt evidence about
the balances of the identified material accounts below. The stabes of the records of
PHILGUARANTEE did not permd us to apply allemative audit procedures to ascertain
ther accuracy and reliability. Consequently, we were unable to determine whether any
adjustments to these accounts Were Necessary.

« [he settng up of allowance for impaiment on Invesiment Property lacks
substantial evidence to show that the mpaiment testing required under PAS 26 —
Impaiment of Assets had been adeguately perfiommed, resulting in the wnreliability
of the repored camying amounts of Investment Property of P100225 bilkon and
F10.070 bdlion as at December 31, 2021 and 2020, respectively.

« The recognition of the Deferred Tax Assets is not supported by conwincing
evidence that would show sufficiency of future taxable profits against which the
related deductble temporary diferences may be utilized as requred by pertinent
provisions of PAS 12 — Income Taxes, resufting in the doubiful realzability of the
reported Defemed Tax Assets of P1.534 billion and PPS1.4T2 milion as a
December 31, 2021 and 2020, respectively. Based on PHILGUARANTEE's
income tax history, there were unused tax losses or net operating loss camyover
which had expred and, hence, not ublized.

« [he total reported receivables from and payables to the vanious funds under trust
andior administration by PHILGUARAMNTEE differ by P3085.384 million and
P5B8.532 millicn, respectively, as at December 31, 2021, and P365.4.31 million and
P76.033 million, respectively, as at Decemniber 31, 2020 from that reconded in the
separate books of accounts maintained for the various funds as of even dates,
resulting in the unreliabidity of the balances as at December 31, 2021 and 2020 of
the Other Assets and Trust Liability accounts, wherean the respective receivables
from and payables to the various funds were lodged.

¥We conducted our audits in accordance with International Standards of Supreme Audit
Institutions (155Als). Owr responsibilities under those standards are further described in
the Awdidor’s Responsibifhes for the Awdif of the Financial Sfalements section of our
report. We are independent of PHILGLIARANTEE in accordance with the Code of Conduct
and Ethical Standards for Commission on Audit Officials and Employees (Code of Ethics)
together with the ethical requirements that are relevant to our audits of the financial
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staternents in the Philippines, and we hawve fuffiled our other ethical responsibidities
accordance with these requrements and the Code of Ethics. We believe that the audit
esdence we have cbiamed s sufficient and appropriate to provide a basis for our adverse

opinion.
Emphasis of Mafter

We draw attention o MNote 22 2(b) o the fmancial statements, which appropriately
describes the significant uncertainty related to the outcome of related actions for specific
performance in which PHILGUARANTEE = the defendant. The actions seek to compel
the Corporation to pay 90 per cent of the guarantesed loans as prowvided under the pertment
Guarantee Agreements with plaintif banks. As at December 31, 2021, the Corporation
has recognized full provision on the entire guarantesd loans kess its share in the estimated
recoveraible value of the collateral under the related Mortgage Trust Indenture amounting
b F2.272 billion. Our opirson is not modified in respect of this matter.

Cither Matfer

In our report dated July 27, 2021, we did not express an opinion on the financial
statermnents of PHILGUARANTEE as at December 31, 2020 because we were preciuded
from performing many of our planned audit procedures for identified significant and
material accounts due to the non-submission by Management of several of the required
financial reports and schedules, records, supporting documents and other relevant data.
Accordngly, we were unable o detemmine whether any adjustments might have been
fiound necessary in respect of the recorded or unrecorded cash and cash equivalents,
investments, defermed taxes, investment property, RO asset, provision for expecied
credit bosses, receivables, and the elements making up the staternent of comprehensive
income, statement of changes in eguity and statement of cash flows.

In connection with our curment audit, the required financial reports and schedules, records,
supporting documents and other relevant data for CY 2020 were substantially provided.
As such, we were able to perform the required audit procedures and obtain the necessany
sufficient appropriate audit evidence to provide a basis for an audit opinion on the CY 2020
restated financial statements.

Cifaer Indformafion

Management is responsitle for the other mformation. The other information comprises the
information ncheded in the Annual Report for the year ended December 31, 2021, but
does not include the financial staterments and owr auditor's report thereon. The Annual
Report for the year ended December 31, 2021 is expected o be made avalable to us after
the date of this auwditor’s report.

Cur opinion on the financial statements does not cover the other nformation and we will
niot express any form of assurance condusion themreon.

In connection with cur audit of the financial statements, our responsibility s to read the
other information when it becomes available and, in doing so, consider whether the other
information i materialy nconsistent with the financial statements or our knowledge
cbtaned in the auwdt, or otherwse appears 1o be materally misstated.



Responsibiifies of Managemend and Those Changed with Govemance for the Financial
Siaterments

Managerment is responsible for the preparation and far presentabion of the fimancial
statements i accordance with PFRSs, and for such intemal control as Management
detemmines is necassary o enable the preparation of financial statements that are fres
from material misstaterment, whether due fo fraud or emor.

In prepanng the financial statements, Management is responsible for assessing
PHILGUARAMTEE's ability to continue as a going concem, disclosing, as applicable,
miatters related to going concem and wsing the going concem basis of accounting unless
Managernant either intends to ligudate PHILGUARANTEE or to cease operations, or has
no redistic altemative but to do so.

Those charged with govemnance are responsible for oversesing PHILGUARANTEES
financial reporting process.

Auditor's Responsibiliies for the Awdit of the Financial Sislements

Cur objectives are to obtan reasonable assurance about whether the financial statements
as a whole are free from matenal misstatement, whether due to fraud or emor, and to issue
an awditor's report that includes our opnicn. Reasonable assurance s a high level of
assurance, but is not 3 guarantes that an audit conducted in accordance with 155Als will
always detect a material misstatement when it exists. Misstaternents can arise from fraud
or emor and are conssdered matenal if, mdiedually or in the aggregate, they could
reasonably be expected o influence the economic decisions of users taken on the basis
of these financial statements.

As part of an audit in accordance with [55Als, we exercise professional judgment and
mantain professional skepticsm throughout the audt. We also:

= [dentify and assess the nsks of matenal misstaterment of the financial statements,
whether due to frawd or ermor, design and perform auwdit procedures responsive o
those risks, and obtain audit evidence that is sufficient and appropriate to provide
a basis for our opinion. The rsk of not detecting a material misstaternent resulting
from fraud is higher than for one resultng from emor, as fraud may involee
collusion, forgery, intenBonal omissions, misepresentations, or the ovemde of
internal control.

= Jbtain an understanding of intemal control relevant to the audit in onder to design
audit procedures that are appropnate in the circumstances, but not for the purpose
of expressing an opnicn on the effectiveness of PHILGUARANTEE's intermnal
control.

= BEwvaluate the appropriatensss of accounting policies used and the reasonableness
of accounting estimates and related dischosures made by Management.

= Conchede on the appropriateness of Management's use of the going concem basis

of accounting and. based on the audit evidence cbtaned. whether a material
uncertanty exists related to events or conditions that may cast signficant doubt on

4




PHILGUARANTEE s ability to continue as a going concem. If we conclude that a
miaterial uncertainty exsts, we are required to draw attention n our auditor's

o the related disclosures in the financial statements or, if such disclosures are
inadeguate, to modify owr opinion. Our concusions are based on the audit
eyidence cbhiamned up to the date of cur auditor's report.  However, future events
or conditions may cause PHILGUARANTEE to cease to continue as a going
CONCET.

+ Evaluate the owerall presentation, structure and content of the financial statements,
including the disclosures, and whether the fmancial staterments represent the
undertying ransactions and events in @ manner that achieves fair presentation.

We communicate with those charged with govemance regarding, among other matters,
the planned scope and timing of the awdit and significant awdit findings, including any
significant deficiencies i intemal control that we identify during our aadit.

¥We also provide those charged with governance with a staterment that we have complied
with relevant ethical requirements regarding independence, and to commumicate with
them all relationships and other matters that may reasonably be thowght to bear on our
independance and where applicable, related safeguands.

Report on Other Legal and Regulatory Requirements

Our audits were conducted for the purpose of forming an opmion on the basic financial
staternents taken as a whole. The supplernentary infomnation in Note 31 to the financial
statemnents is presented for purposes of filing with the Bureau of Intemal Revenue and s
not a required part of the basic financial statements. Such supplementany mformation is
the responsibdity of the Management of PHILGUARANTEE. Because of the significance
of the matters described in the Bases for Adverse Opinion section of our report, it =
inappropnate to, and we do not express an opmicn on the supplementary information
refemed to abowe.

COMMISSION ON AUDIT

TERESITA B. TITULAR
Acting Supernvising Awditor
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