3R¢;Juhli: of the Philippines
COMMISSICN ON AUDIT
@ommontuenith Apenue, @uezon @ity, Philippines

July 3, 2007

Atty. Fermin T. Arzaga

President

Social Housing Finance Corporation
Banco de Oro Plaza.

8737 Paseo de Roxas, Makati City

Dear Atty. Arzaga:

We are pleased to transmit the Annual Audit Report on the Social Housing
Finance Corporation (SHFC), a wholly-owned subsidiary of the National Home
Mortgage Finance Corporation, for the calendar year ended December 31, 2006, in

i Mthedion2.AtﬁdelX-DdlhePNippheCmﬁhmonandSedion43ot
Presidential Decree No. 1445, otherwise known as the Government Auditing Code of
_ the Philippines .

The audit was aimed at ascertaining the propriety of financial transactions,
mmmbymmmaaﬁonmpmmm.mmmmaﬁom.u\emmy
of financial records and reports, and ultimately, the faimess of presentation of the
financial statements. Furthermore, the audit was conducted in accordance with
generally accepted state auditing standards in the Philippines and we believe that it
providesraasonab!ebasisformeresmsofunaudit.

The report consists of two parts, Part | - Audited Financial Statements and Part
|| = Comments and Observations, which were discussed with concerned Dfficials and
staff of SHFC.

We will appreciate being informed of the actions taken on the recommendations,
contained in the report, within sixty (60) days from the date of receipt thereof.

We acknowledge the support and cooperation extended to our audit team by the
management of SHFC.

Very truly yours,
El%loﬂ ONAUDIT
[;( HNA' JR.
T - - 3 - i w
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Republic of the Philippines
COMMISSION ON AUDIT
Commontoealth Avenue, Quezon Tity, Philippines

STATE AUDITOR'S REPORT ON THE FINANCIAL STATEMENTS

The Board of Directors

Social Housing Finance Corporation
Banco de Oro Plaza

8737 Paseo de Roxas, Makati City

We have audited the accompanying balance sheet of Social Housing Finance
Corporation, a wholly-owned subsidiary of the National Home Mortgage Finance
Corporation, as of December 31, 2006 and the related statements of income,
changes in stockholder's equity and cash flows for the year then ended. These
financial statements are the responsibility of the Corporation's management.  Our

responsibility is to express an opinion on these financial statements based on our
audit.

We conducted our audit in accordance with generally accepted state auditing
standards in the Philippines. Those standards require that we plan and perform the
audit to obtain reasonable assurance about whether the financial statements are free
of material misstatements. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. -An audit also
includes assessing the accounting principles used and significant estimates made by
Management, as well as evaluating the overall financial statement presentation. We
believe that our audit provides a reasonable basis for our opinion.

As discussed in detail in comments and observations nos. 1 and 2 of this teport, the
balances of some accounts in the financial statements were of doubtful accuracy,
hence, these could not be relied upon. These are as follows:

|. The general ledger balances of some major accounts were not reconciled
with the balances of their respective subsidiary ledgers showing a total
discrepancy of P76,380,034; and .

2. The year-end balances of Due from National Home Mortgage Finance
Corporation (NHMFC) and Due to NHMFC accounts did not reconcile by
P43,723,058 and P5,671,300, respectively.

CER WY )77\20‘.:_ corY

DANTE M. ANABE

Finance & Conzollership Dipt.




In our opinion, exceplt for the effects of the matters discussed in the preceding
paragraphs, the financial statements referretl to above present fairly the financial
position of the Social Housing Finance Corporation as of December 31, 2006, the
results of its operation, changes in stockholder's equity and its cash flows for the

year then ended, in conformity with applicable generally accepted state accounting
principles in the Philippines.

COMMISSION ON AUDIT
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SOCIAL HOUSING FINANCE CORPORATION

( A Wholly - owned Subsidiary of the National Home Mortgage Finance Gorporation)

BALANCE SHEET
DECEMBER 31, 2006

ASSETS
CURRENT ASSETS
Cash on hand and in banks (Note 4) P 420,757,672
Receivables (Note 5) 86,218.371
Other current assets (Note 6) 5,346,353
512,322,396
ASSETS HELD IN TRUST (Note 7)
National Home Mortgage Finance Corporation 5.612,004,783
Abot-Kaya Pabahay Fund 546,534,608
6,158,629,392
NON-CURRENT ASSETS
Property and equipment - net (Notes 3 2 and 8) 171,387 818
TOTAL ASSETS 6,842,339,607
LIABILITIES AND STOCKHOLDER'S EQUITY
CURRENT LIABILITIES
Payables (Note 9) 224,320,260
Inter-agency payables (Note10) = 60,556,297
Other current liabilites (Note 11) 130,457,365
415‘333.22
LONG-TERM LIABILITIES
Other long-term labilites (Note 12). 347.216’!)
TRUST LIABILITIES
National Home Mortgage Finance Corporation (Note 13) 5672,583,007
Abot-Kaya Pabahay Fund ( Note 14) 546,534,609
6,219,117.616
TOTAL LIABILITIES 6,781,668,138
STOCKHOLDER'S EQUITY 60,671,469
TOTAL LIABILITIES AND STOCKHOLDER'S EQUITY P 6,842,339,607

S
%
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SOCIAL HOUSING FINANCE CORPORATION
{ A Wholly - owned Subsidiary of the National Home Mortgage Finance Corporation)
STATEMENT OF INCOME
For the Yoar Ended December 31, 2006

INCOME (Note 3)
Interest income : P 78375727
Interest on savings deposits 18,865,073
- Processing fees (Note 15) 17,839,758
Collection servicing fees (Note 15) 13,800,824
Service fees 6,294,167
Miscellaneous 1,864,206 \
136,930,845 é |
EXPENSES (Nole 3) )
PERSONAL SERVICES F
Salaries and wages 18,132,417 2]
Other compensation 1,440,327 o
Personnel benefit contributions 2,094,329
Other personnei benefits 8,672,839 {
38,330,012 h
MAINTENANCE and OTHER OPERATING EXPENSES
Rent 8,314,199
Taxes, insurance premiums and other fees 6,216,807
Professional services 4.172,542
Uity 2,492,181
Confidential, cdinary and s 1,922,707
Supplies and materials 1,918,762
Custodianship fees (Nole 16) 1.504,160
Travelling 1.228.523
Depreciation (Note 3) 837,853 ¥
Gommunication 611434 ;
Printing and binding 354,000
Advertising == 204,204
Litigation a8 3 18,337 = \
Miscellaneous 5,747,853 =i
T 35543482
FINANCIAL EXPENSES i
. Bank charges 11,582
Other financial charges 815,485
827,067
INCOME FROM OPERATIONS 62,229,384 i
» Loss on foreign exchange i
INCOME BEFORE INCOME TAX 62,210,786 _
Provision for income tax 16,460,164
NET INCOME AFTER INCOME TAX P 45,750,622
n——

CERTIFIELY IRUE COPY
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(Amw-mmdhwmmmcmm)
STATEMENT OF CHANGES N STOCKHGLDER'S EQUITY

e
SOCIAL HOUSING FINANCE CORPORATION
For the Year Ended December 31, 2006

CAPITAL STOCK i
Authorized
Common stock 100,000 shares
@ P 1,000 par value per share P 100,000,000
Subscribed
Initial subscription, 26,000 shares 25,000,000
Subscription receivable !16.(”0.0&]
Paid-in capital 10,000,000
RETAINED EARNINGS J
Balance at beginning of year 4,920,847
Net income for the year 45,750,622 )
Balance at end of year 50,671,468 :
STOCKHOLDER'S EQUITY P 60,671,469

o,
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wm“‘m
For theYear Ended Docember 31, 2008

ACTIVITIES
‘,‘MMMWPWNHWMMMNMC

Finance Corp

Net cash provided by operaling activibes

CASH FLOWS FROM INVESTING ACTIVITIES

D for the p of office building and other structures
of

| easshoid improvements
Purchase of office, IT equipment and fumiture and fixtures

Net cash used in investing activities
NET DECREASE IN CASH ON HAND AND IN BANKS -
CASH ON HAND AND IN BANKS AT BEGINNING OF YEAR

CASH ON HAND AND IN BANKS AT END OF YEAR (Note 4)

P 533 878 431
180,124,768
18,685,073

14473524
12,233,333
6,204,167
5,377,362

542,423
447312
(861,475.015)
(33,562,514) "
(19,350,534)

(10,448,999)
(8,380,886)
(6.764.196)
(6.068,627)
(1,102,430)

(774,684)
(413,375)
(386,080)
(382,732)
(225,000

(51.251)

(21,760)

(4.000)
3.321.569

25,846,108

g
(16,357,400) 1
- (4,485,418) -
(4.164,080)
(2.473,752)
27,481,559
1,535,450
422,283,122

P 420,757,672
—_—
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See accompanying Notes 10 Financial Statements.
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SOCIAL HOUSING FINANCE CORPORATION

(A Wholiy-owned Subsidiary of the National Home Mortgage Finance Corporation)

NOTES TO FINANCIAL STATEMENTS

1. GENERAL INFORMATION

On January 20, 2004, Executive Order (E.O) No. 272 was signed and approved by
the President of the Republic of the Philippines authorizing the National Home
Mortgage Finance Corporation (NHMFC) to organize and establish the Social
Housing Finance Corporation (SHFC) as a wholly-owned subsidiary, in accordance
with the Corporation Code and pertinent rules and regulations issued by the
Securities and Exchange Commission (SEC).

As a subsidiary of NHMFC, SHFC was created primarily to be the lead agency to
undertake social housing programs that will cater to the formal and informal sectors
in the low-income bracket and shall take charge of developing and administering
social housing program schemes, particularly the Community Mortgage Program
(CMP) and the Amortization Support and Development Financing Programs of the
Abot-Kaya Pabahay Fund (AKPF) as well as other social housing programs of the
NHMFC in order to allow the NHMFC to focus on its primary mandate that is,
developing the secondary market for home mortgages.

Presently, SHFC is merely a trustee of the transfered CMP Funds. The NHMFC
remains in control of the affairs of SHFC and did not abandon its obligation to use its
ownership under a trust relationship having retained its full ownership over the
subject funds.

2. ACCOUNTING SYSTEM

The SHFC uses the commercial accounting system. Under this system, recording of
financial transactions is centralized in the Administration and Financial Services
(AFS). The operating groups / departments submit a report covering their
transactions for a particular period duly reviewed, certified and approved by a
responsible officer to the AFS for Journal Entry Voucher (JEV) preparation and

recording in the books of accounts.

4 -

The corporate chart of accounts are prepared to conform with the accounts
prescribed under COA Circular No. 2004-002 dated April 29, 2004,

3. ACCOUNTING POLICIES

3.1 The SHFC adopts the modified accrual basis of accounting. Under this method,

3.2

all expenses are recognized when incurred and reported in the financial
statements in the period 1o which they relate. Income is on accrual basis except
for transactions where accrual basis is impractical or when other methods are
required by law.

In adherence to the New Government Accounting System (NGAS), SHFC

uses the straight line method of depreciation and a residual value equivalent to
ten percent of the cost. Property and equipment are carried at cost less

7 CER Iﬁmzmgnvv
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accumulated depreciation.  Significant improvements and accessories are
capitalized, while the cost of maintenance and repairs is treated as expense.

4. CASH ON HAND AND IN BANKS

The account consists of the following:

Cash in bank - time deposit P 340,288,339
Cash in bank - current account 78,370,568
Cash collecting officers 1,948,765
Revolving fund ) 150,000

P 420,757,672

5. RECEIVABLES

Included under this account are the following:

Due from NHMFC P 84,180,418

Due from AKPF 1,459,089

[ Due from officers and employees 578,864
P 06{&15,371

6. OTHER CURRENT ASSETS

This account consists of the following:
Prepaid insurance P 78,934
Advances to contractors 1,102,430
Construction in progress 4,164,989

P o 546,353
6.1 Advances to contractors - this represent 10% mobilization fee paid in advance

to contractor for the renovation of the newly acquired office spaces. This is
deductible from progress payments.

6.2 Construction in progress - represents the total payments made to contractor
as of close of the year. This account shall be closed to appropriate agency
asset account upon completion of the project and after the tum-over.

CERTIFIED JRUE cOPY
8 D M. ANABE

Finance & Controllership Dept.
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. ASSETS HELD IN TRUST

This represents the balances of CMP related general ledger accounts transferred
from NHMFC to SHFC pertaining to projects taken-out from 1994 to September 30,
2005 including the AKPF which are administered by the SHFC by virtue of Executive
Order No. 272, details as follows:

7.1 NHMFC
Past due - Loan installment receivables P 2,750,042,775
Loan installment receivables 2,515,555,526
Notes receivable - National Housing Authority 200,000,000
Insurance receivables 88,183,772
Interest receivables 433,095
Items in Itigation 47,549,080
Unamortized mortgage origination cost 10,330,535
5,612,094,783
7.2 AKPF (Fund Balance) 546,534,609

P _6,158,629,392

. PROPERTY AND EQUIPMENT - NET

Presented under this account are the following:

Furniture Computer
and Hardware
Buliding Fixtures and and
Other Office Software/
Structures ___Equipment Others T | _ [
Cost
January 1, 2006 P - P 57000 P 246200 P
Additions 163,574,000 744,313 7 604, 259 AYAl
December 31,2006 63,574,000 801,313 172%
Accumulated depreciation
January 1, 2006 -
Depreciation 454,372 21 7563 E 037 963
Decomber 31,2006 454372 27,153 _:gsgg S g
Net book value, G

December 31, 2008 P _te3tieses P 713580 P u P _i71387819
PAYABLES

This account consists of the balance of Accounts Payable — Mortgage Contract
Receivable (MCR) account transferred from NHMFC pertaining to projects taken-
out from 1994 to September 30, 2005 and transactions affecting the account after
the transfer.

Accounts payable - MCR P 224,300,428
Performance/bidders bonds payable 11,200
Due to officers and employees 8,632

———

P 224,320,260

CERTIF R meepy
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10. INTER — AGENCY PAYABLES

This account consists of:

Due to NHMFC P 43,697,166
Due to BIR 16,837,147
Due to SSS N 13,734
Due to PhilHeaith : 5,500
Due to Pag-1BIG 2,750
P 60,556,207

Due to NHMFC is inclusive of expenses for personal services, administrative and
operaling expenses and renewal / enroliment of CMP accounts at Pag-IBIG
Mortgage Redemption Insurance (MRI) Pool advanced by NHMFC as provided for s }
in the Trust Agreement.

Due to BIR represents the taxes withheld from payment of origination fees,
purchase of goods and services and honoraria.

11, OTHER CURRENT LIABILITIES

This account consists of the following:

Accrued expenses payable P 2,171,374

Other payables E
Undistributed collections 94,074,155 t
Guaranty deposits payable 38,611,185 {
Origination fee payable 677,260
Advances from borrowers 600,176
Insurance payable (5,676,785)

P 130,457,365

b ¥
Othe(PayabbshdudelhebaluwdCMPmlatedgemmﬂedger(GL)m
transferred from NHMFC to SHFC pertaining to projects taken-out from 1984
mSeWBO.Mand.Meeﬂa.hmacﬂomMngmrymuMasa
result of its operation.

In the absence of any other account to which they can be properly classified, the f
payments of the borrowers for their loan amortization are temporarily recorded as v
undistributed collections (UC) categorized under the general caption of Other

Payables (formerly Other liabilities). The reason for this is that the distribution as to

the proper accounts to be credited for these payments cannot be determined at the

time of payment.

o
{
The application of these amounts to the corresponding borrowers’ loan accounts is s
done at a later date, thus the UC always carries a balance at the end of any given
period. However, the Corporation adopts a policy to reverse temporarily the
mmducmebDewnberzmeavmmmdoneokdbmh b
line with the approval of amendment of the trust agreement that beginning August |
)
!

10
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12.

13.

14.

2006, income recognition shall be left entirely with SHFC. Total amortization
collections accounted from August to December 2006 were reversed using ratio as
of year end and shall be reversed at the beginning of the ensuing year

OTHER LONG -TERM LIABILITIES

This account represents the total long-term payable set up pertaining to office
building and other structures acquired under finance/capital lease by SHFC from
Bangko Sentral ng Pilipinas (BSP). The amount represents the acquisition cost net
of the ten percent down payment. The amortization will commence in January
2007.

TRUST LIABILITIES - NHMFC

The transfer of the CMP accounts to the SHFC was initially implemented through
the transfer of the cash balance as of September 30, 2005 of P532 million
onNom\beHO,ZOOSandmemmoverdmammdlngpmdpalbanbam
ofthemoﬁgaqesuen-ommmmomds.mmdcommme
correspondingly requires the transfer of the GL balances of certain accounts
mmtmm.lnm.mmmmtooksmommmm
detemﬂnaﬂondthatporﬁondmeGLbaU\cnpuﬁnmmmommmmod
over to SHFC and to those retained by NHMFC. Details of this account are as
follows:

Amount
Cash P 319,000,488
Loan instaliment receivable 2,515,555,526
Past due loan instaliment receivable 2,750,042,775
jtems in litigation 47,549,080
Interest receivables 433,095
Insurance receivables 88,183,772
Notes receivable 200,000,000
Unamortized mortgage origination cost 10,330,535
Accounts payable-MCR . (224,300,428) -
Guaranty deposits payable (38,611,185)
Insurance payable 5,676,785
Advances from borrowers (600,178)
Origination fee payable (677,260)

P _ 5,672,583,007

TRUST LIABILITIES - AKPF

The AKPF was previously under the administration of the NHMFC. Due to the
passage of Executive Order No. 272, the management of the Amortization Support
and Developmental Financing Programs of AKPF is transferred to SHFC.

This trust account is treated in the books of SHFC in a manner and procedure it
was previously treated in the books of NHMFC wherein periodic increment and

1 Dk PAVTE W Py
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15.

16.

reduction in said account as a result of operations are taken up as credit and debit
to Trust Liability account. Details of this account are as follows:

~_Amount

Cash in bank P 8,013,610
Prepaid income tax 3,939
Advances to officers and employees - 9,020
Accounts receivable-others : 1,904,074
Interest receivable-special savings deposit (SSD) 1,913,205
Interest receivable-government securities 189,484
Interest receivable-developmental loan 19,665,746
Investment in government securities 8,290,821
Investment in SSD ' 186,557,080
Developmental loan receivable 22,481,950
Past due loan receivable-developmental loan 96,224,642
|tems in litigation 39,383,712
Office equipment-net 24 870
Acquired assets 172,957,451
Accounts payable (463,095)
Gross receipts tax payable . (2,615,241)
Accrued income tax payable-SSD (382,641)
EVAT payable . (560)
Due to NHMFC (6,164,369)
Due to SHFC (1,459,088)
P 546,534,609

COLLECTION OF SERVICING /PROCESSING FEES

As stipulated in the trust agreement, SHFC shall collect fees from NHMFC
equivalent to the following: ’

Collection servicing fee - ten percent of total collections; and
Processing fee - actual cost of pre take-out operations plus 15%.

However, on July 27, 2008, the management to amend Section VI of the
trust agreement. Thebroposalmsmadehviewoﬂhenedlloavoidmedouﬂe
hyarofmxesbehgpddbymemhuku\bmundermeewhgamﬂt
wherein both SHFC and NHMFC recognize interest income on same Mortgage
Contract Receivables, the SHFC on the ten percent of collections as management
fee while the NHMEC on the interest portion of collections. The proposal was
approvodandmerecognlﬁonofkmneisleﬂemmywnhSHFC. The Corporation
started recognizing interest income in August 2006

CUSTODIANSHIP FEES
For the safekeeping and custodianship of all loan documents of the SHFC, the

NHMFC charges a fee equivalent to 1/40 of one percent of the total loan value,
reckoned from the time the administration of the program was transferred to SHFC.

12 CERNFIE Affpy |
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PART Il
C‘omments and Observations




1. The general ledger (GL) balances of some major accounts not reconciled with
the subsidiary ledgers (SL)

11 The GL balances as of December 31, 2006 of the following major accounts did
not reconcile with the balances reflected in their respective SLs as shown

below:

Major Accounts GL SL Difference
Loans Installment

Receivable p 2515565526 P 1,941 270272 P 574,285,254
Past Due Loans

Instaliment Receivable 2,750,042,775 2,571,369,740 178,673,035
Items in Litigation 47,649,080 691,747,202 (644,198,122)
Other Garnished/

Foreclosed Assets 120,563,905 (120,563,905)

Insurance Receivable 88,183,772 - 88,183,772
P 5401,331,153 P 6324861119 P 76,380,034

_-l-a-l_——_l.._l-—-l——___l—l———

12 One of the reasons for the unreconciled balance is the temporary reversal of
the Undistributed Collections account at year end. Accumulated collections
which remained undistributed to the proper ledger accounts at year-end are
distributed using a distribution ratio. This distribution shall, however, be
reversed on the first transaction day of the following year.

1.3 The SLs are maintained by the Accounts Management Department (AMD)
while the GLs are maintained by Finance and Controllership Department.
Accounts in arrears for more than six months were reclassified by the AMD
from Loans Installment Receivable to Past Due Loans Instaliment Receivable
“while accounts forwarded to the Legal Department were reclassified as Items in
Litigation and Other Gamished/Foreclosed  Assets. However, no
corresponding reclassification entries were made in the GLs by the Finance
and Controllership Department (FCD).

1.4 The Insurance Recsivable account balance transferred t8 the SHFC by
NHMFC last September 2005 was not supported by*a schedule or IIst of
delinquent Community Mortgage Program (CMP) borrowers with the
corresponding amount of insurance premiums advanced by NHMFC. For
monitoring purposes, the schedule or list can be used as reference for the
application of payments by borrowers against such premium advances.

15 We recommended that management expedite the reconciliation of the GLs
maintained by the FCD with the SLs maintained by the AMD to ensure the
validity and correctness of the accounts and the reliability of accounting records
and reports to achieve fair financial statement presentation.

16 We also recommended that AMD and FCD coordinate with each other in the
maintenance of the GLs and SLs.

TER BRMEM RidkeE0PY
Manager

Finance & Controllcrship Dept
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17

Management commented that it will effect the necessary adjustments as soon
as both the GL and SL balances are reconciled. Reconciliation is already on-
going between the FCD and AMD.

1.8 With regard to the Insurance Receivable balance transferred from NHMFC,

Management shall be requesting a schedule or list of delinquent CMP
borrowers that will correspond to the amount transferred.

2. The year-end balances of Due from NHMFC and Due to NHMFC accounts not
reconciled by P43,723,058 and P5,671,300, respectively, with the books of
NHMFC i

21

22

23

24

The account “Due from NHMFC" pertains to the collection of servicing fee
equivalent to 10% of total collections and processing fee equivalent to the
actual cost of pre take-out operations plus 15% as stipulated in the Trust
Agreement entered into by and between SHFC and NHMFC. As of December
31, Zow,nnbdanceoﬂNsaooountdidnotraoondlebyP43.723,058withthe
recorded balance in the books of NHMFC, detailed as follows:

SHFC books P 84,180,418
NHMFC books 40,457,360
P 43,723,058

The account “Due to NHMFC" pertains to the expenses for personal services
and maintenance and other operating expenses advanced by NHMFC to
SHFC. The year-end account balance of Due to NHMFC did not also reconcile
with the books of NHMFC in the amount of P5,871,300, details as shown
below:

SHFC books P 43,897,166
NHMFC books 38,025,886,
P __ 5671300 4

We recommended that management reconcile both accounts and effect the
necessary adjustments, if any, to bring the two records in agreement as of
December 31, 2006.

Management commented that it has already identified the reasons why the

balances of the two accounts did not reconcile and the matter has already been

discussedandagmeduponbympresemmmofbdhagendesduﬂnga

meeting held last February 21, 2007. The Management will be designating

:zonml who will handle and coordinate with NHMFC the reconciliation of the
id accounts.

CERTHBARR: SRANASOPY

Manager
Pinanee & Controllership Dept.
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3. The account Trust Liability - NHMFC not reconciled by P 34,743,213 with the
Investments in SHFC account maintained in the NHMFC books

3.1 The Trust Liability account refers to the general ledger accounts relating to the

3.

2

Community Mortgage Program transferred to the SHFC in 2005. _The said
account is taken up in the books of NHMFC as “Investments in SHFC™.

The total investments of NHMFC as of December 31, 2006 recorded in the
pooks of SHFC including subscription to common stock of P 10,000,000
amounted to P 5,682,583,007. However, the amount recorded in Q\e NHMFC
books showed a total investment in SHFC of P5,650,839,794 or a difference of

P 31,743,213. Details below.

Amount
Books of SHFC
Trust Liability-NHMFC P 5672,583,007
Paid-in Capital 10,000,000
5,682,583,007
Books of NHMFC 5,650,838,794
Difference P 31743213

3.3 Analysis of both accounts showed that the following were not recorded in the

books of SHFC/NHMFC:

JEVNo.  Date Particulars SHFC NHMEC Difference
6-180A  12/31/06 Income on

P 81196488 P - P 81196499

callections from =~ ¢
Oct -Déc. 2005 33,878,431 ¢ 33878431
Amortization

account 44,561 S 44,561

6-12-916  12/31/06 Loan proceeds of
BASECO . 80,000,000 (80,000,000)

6.02-074 02/28/06 Capitalized

- 3,376,278 (3,376,278)
P_115119.491 P 83376278 P _31,743.213

GERT oPY
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35

4.1

43

44

42

3.4 We recommended that manégemen( reconcile both accounts and record the

reconciling items to bring the two accounts in agreement as of
December 31, 2006.

i i i d in
Management explained that analysis of transactions t!'\a( were not recordp
botrl:agooks is cgrrect This happened because of failure of both agencies to
furnish documents to support recordir_\g of transactions.

4. Abnormal balance of the Insurance Payable account amounting to P5,676,785

The Insurance Payable account is used to record insurance premiums reoenved
from borrowers to be remitted to the insurers, for the mortgage redemption
insurance (MRI) and fire insurance premiums of SHFC loan borrowers.

As of December 31, 2008, however, the account which normally should have a
credit balance, refizcted a debit balance of P5,676,785. Review of this account
disclosed the following reasons for the abnormal balance:

a. Collection from the borrowers for MRI and fire insurance premiums are still
lodged in the Undistributed Collections account instead of immediately
crediting the Insurance Payable account by the amount of insurance
premium payments of the borrowers;

b. Additional debit entries to this account represent enroliment/renewal for
MRI and fire insurance of loan borrowers without a corresponding set-up of
the payable account.

c. On the other hand, the advances of insurance premiums made by SHFC for
the account of the borrower are debited to Insurance Payable instead of
Insurance Receivable- from the borrower.

We recommended that management adjust the accounts affected in order to
achieve (eliabimy of records/reports and faimess of, fifancial statements
presentation. Record to Insurance Receivable account the insurance

premiums paid in advance by SHFC for the account of the borrowers instead of
the Insurance Payable account.

Managerpent commented that it has already coordinated and discussed the
matter with the Insurance Department on what steps to take to eliminate the
abnormal balance of the said account. Initially, to prevent the Insurance
Payable account frqm having an abnormal balance, management started using
the Insurance Receivable account instead of the Insurance Payable account to
record MRI premiums advanced by SHFC to the MRI pool.
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