


EXECUTIVE SUMMARY

...-JAO[){JCTION

ter, Inc. (DCI), formerly known as Development Bank Data Center, Inc., is
.,1OII'i-Owned subsidiary of the DBP created under DBP Board Resolution No. 3172

October 6, 1982 and registered with the Securities and Exchange Commission
egistry No. 107887 dated October 26, 1982. Its operations started in

982 with the primary purpose of implementing the computerization program
I is equipped with this experience in banking systems and facilities

_~~nefll DCI ventured towards the development and implementation of non-
•••••. In systems for private and government entities as well.

December 7,2007, the DCI Board of Directors upheld the new corporate direction of
er, Inc. to focus and channel its operations towards providing IT services
various subsidiaries.

Coroorati·on's registered office is located at Senator Gil J. Puyat Avenue corner
••.a e, Makati City.

DCI is Mr. Clarito L Magsino as President and Chief Executive Officer.

•...•.••••.••••mber 31, 2008, DCI had a total manpower of 107 including six contractual

Corpciati"oo's approved operating budget for 2008 is P79.041 million.

GHLlGHTS

IiIB"Ica Position (In Philippine Peso)

2008 Increase
(Decrease)

2007

':ooe: Equity

71,05/,909
26,315,656
44,742,253

Operations (In Philippine Peso)

2008

84,280,561
82,910,723

1,369,838

89,009,233
45,916,818
43,092,415

(17,951,324)
(19,601,162)

1,649,838



SC('}PE OF AUDIT

performed an audit of the Corporation's transactions and accounts covering the
period January 1- December 31,2008 to be able to express an opinion onthe financial

ments for the year ended December 31, 2008 in accordance with the applicable
- pine Financial Reporting Standards (PFRS)lPhilippine Accounting Standards (PAS)
other pertinent laws, rules and regulations.

DlTOR'S OPINION

e Auditor rendered an unqualified opinion on the fairness of presentation of the
- ancial statements of DC! for CY 2008.

SlGNIFICANT AUDIT OBSERVATIONS AND RECOMMENDATIONS

e audit observations which were discussed with Management are as follows:

The recorded cost of Property and Equipment as of December 31, 2008
ounting to P28.775 million was not reconciled with the physical inventory list due to

ack of information on individual cost and totals for each category, contrary to DCI Policy
Statement No. GSD.E.3.4, thereby casting doubt on the reliability of the account

alances.

e recommended and Management agreed to configure the inventory system to show
e individual cost and the totals for each category and reconcile the same with the GL

alances.

2. Six accountable officers were not bonded, contrary to the Bureau of Treasury
and COA regulations governing the fidelity bonding of government officials and
employees.

We recommended and Management agreed and committed to secure additional bond
for other accountable officers.

3. The corresponding depreciation expense of the vehicles donated by DBP to DCI
in April 2007 was not computed and recorded due to the absence of the remaining life of
the assets in the appraisal report, contrary to PAS 16.

We recommended that Management require the estimation of the remaining usefui life of
the vehicles and record the corresponding depreciation in its books to conform with PAS
16.

STATUS OF IMPLEMENTATION OF PRIOR YEAR'S AUDIT RECOMMENDATIONS

Of the two prior year's audit recommendations, one was fully imp e ;'~rite~rand the.other
was partially implemented. ; '{('r f!:::rJ"2 L·..•:,.r._ -.~ 'l-i': ,
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RT 1- AUDITED FINANCIAL STATEMENTS



REPUBLIC OF THE PHILIPPINES
COMMISSION ON AUDIT

Corporate Government Sector
Cluster A - Financial

INDEPENDENT AUDITOR'S REPORT

The Board of Directors
DSP Data Center, Inc.

akati City

We have audited the accompanying financial statements of DBP Data Center, Inc.
(DCI), which comprise the balance sheet as at December 31, 2008, and the statement
of income and retained earnings, statement of changes in stockholders' equity and
cash flow statement for the year then ended, and a summary of significant accounting
policies and other explanatory notes.

Management's Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial
statements in accordance with Philippine Financial Reporting Standards. This
responsibility includes: designing, implementing and maintaining internal control
relevant to the preparation and fair presentation of financial statements that are free
from material misstatement, whether due to fraud or error; selecting and applying
appropriate accounting policies; and making accounting estimates that are reasonable
in the circumstances.

Auditor's responsibility

Our responsibility is to express an opinion on these financial statements based on our
audit. We conducted our audit in accordance with Philippine Standards on Auditing.
Those standards require that we comply with ethical requirements and plan and
perform the audit to obtain reasonable assurance whether the financial statements are
free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts
and disclosures in the financial statements. The procedures selected depend on the
auditor's judgement, including the assessment of the risks of material misstatement of
the financial statements, whether due to fraud or error. In making those risk
assessments, the auditor considers internaJ control relevant to the entity's preparation
and fair presentation of the financial statements in order to design audit procedures
that are appropriate in the circumstances, but not for the purpose .of expressing an
opinion on the effectiveness of the entity's internal control. An j3(,dit also includes
evaluating the appropriateness of accounting policies used and tl)~;'J'eaSOf!ableness of
accountin.g estimat~s m~de by management, as well as ei~ting i8J~;"foyerall ,
presentation of the financial statements. , 41 ~t'lui/·A0:.·~-':,~ ,
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We believe that the audit evidence we have obtained is sufficient and appropriate to
provide a basis for our audit opinion.

Opinion

In our opinion, the financial statements present fairly, in all material respects, the
financial position of the DBP Data Center, Inc. as at December 31, 2008, and of its
financial performance and its cash flows for the year then ended in accordance with
Philippine Financial Reporting Standards.

COMMISSION ON AUDIT:

MA.TERES~OJUNCO
Supervising Auditor

April 30, 2009



DBP DATA CENTER, INC.
(A wholly-owned subsidiary of Development Bank of the Philippines)

BALANCE SHEET
Decernber31,2008
( In Philippine Peso)

Note 2008
2007

(As Restated)

4
5
6

10,273,408
37,021,853

257,231

7,471,471
54,214,140

733,232
47,552,492 62,418,843

_n-c:urrent assets
ftD~ty and equipment -net

assets-net
7
8

12,577,677
10,927,740
23,505,417

14,752,290
11,838,100
26,590,390

ASSETS 71,057,909 89,009,233

ITIES AND EQUITY

II.:.nP,nt liabilities
mer's deposit
ed expenses
payables

2,548,838 13,517,006
563,943 569,478

9 10,951,851 21,076,671
14,064,632 35,163,155

3,293,472 3,624,700
8,957,552 7,128,963

12,251,024 10,753,663
26,315,656 45,916,818

10

5,000,000 3,750,000
280,000

11 39,462,253 39,342,415
44,742,253 43,092,415
71,057,909 89,009,233

.on-current liabilities
"on/sick leave payable

service pension cost payable

kholders' equity
. al stock

horized, issued and outstanding -
,000 shares, P100 par value

ated capital
lned earnings

TAL LIABILITIES AND EQUITY



DBP DATA CENTER, INC.
wholly-owned subsidiary of Development Bank of the Philippines}

STATEMENT OF INCOME AND RETAINED EARNINGS
For the year ended December 31,2008

( In Philippine Peso)

Note 2008
2007

(As Restated)

services
a-ms - egration services

53,265,949
30,787,056

2,200

53,489,510
47,862,891

18,614
84,055,205 101,371,015

ES
~t:IniI=:o.c:,_ aUowances and benefits
:5iII!Irw:e -ees

ilities
DI!I~...r;- mon/amortization
PK:~;s'ional fees

d licenses
T=~V\rtation/travel
P.il:JIrls;lonfor probabie losses

supplies
~Y!_~<:;entation
_pail-iS and maintenance

aneous

54,112,007
14,327,263
6,031,503
3,442,573
1,699,651

804,991
497,961
480,960
380,409
108,455
92.378

316,312

12

15

15

56,946,561
30,750,065

6,136,971
3,944,234
1,571,748

929,997
643,575

40,000
373,223
185,159
138,230
783,477

82,294,463 102,443,240

EAlRNlNGS BEFORE INTEREST AND TAXES 1,760,742 (1,072.225)
225,356- I terest income 120,399

1,986,098. gs before taxes (951,826)
616,260-sion for income tax

INCOME/(LOSS) 1,369,838 (951,826)

: Retained earnings, beginning
s: Stock dividend declaration 11

39,342,415
1,250,000

40,294,241

AINED EARNINGS, END 39,462,253 39,342,415

The Notes on pages 7 to 19 form part of these financial statements.
" f ;</,or ~
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DBP DATA CENTER, INC.
(A wholly-owned subsidiary of Development Bank of the Philippines)

STATEMENT OF CHANGES IN STOCKHOLDERS' EQUITY
December 31, 2008
(In Philippine Peso)

Common Stock Retained
Note Shares Amount Earnings Total

Balance, December 31,2006 37,500 3,750,000 32,112,423 35,862,423
Prior Period Adjustments 8,181,818 8,181,818
Net loss for the year (951,826) (951,826)

Balance, December 31,2007 37,500 3,750,000 39,342,415 43,092,415

Additional paid-up capital 12,500 1,250,000 (1,250,000)
Additional paid-up capital (donated vehicle) 10 280,000 280,000
Net income for the year 1,369,838 1,369,838

I
lance, December 31,2008 50,000 5,280,000 39,462,253 44,742,253

The Notes on pages 7 to 19 form part of these financial statements.

, .

r I
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DBP DATA CENTER, INC.
CA wholly- owned subsidiary of Development Bank of the Philippines)

CASH FLOW STATEMENT
For the year ended December 31,2008

(In Philippine Peso)

Note 2008 2007

FLOWS FROM OPERATING ACTIVITIES
s from customers 75,949,861 82,056,403

i come received 2,200 18,614
income received 225,356 120,399

nts to suppliers (10,124,820) (4,602,142)
ents for operating expenses (61,661,395) (68,064,225)
ent for income tax (616,260)

nt for other assets (910,360) (4,142,389)

cash provided by operating activities 2,864,582 5,386,660

FLOWS FROM INVESTING ACTIVITIES
ase of computer equipment and office furnitures (62,645) (877,521)

cash used in investing activities (62,645) (877,521)

H FLOWS FROM FINANCING ACTIVITIES

- ent of interest on borrowings (325,781)
ents of borrowings (2,941,611)

cash used in financing activities (3,267,392)

INCREASE IN CASH AND CASH EQUIVALENTS 2,801,93f 1,241,747

H AND CASH EQUIVALENTS, beginning of year 7,471,471 6,229,724

H AND CASH EQUIVALENTS, end of year 4 10,273,408 7,471,471

The Notes on pages 7 to 19 form part of these financial statements.
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DBP DATA CENTER, INC.
(A wholly-owned subsidiary of Development Bank of the Philippines)

NOTES TO FINANCIAL STATEMENTS
(Amounts in Philippine Peso unless otherwise stated)

1. GENERAUCORPORA TE INFORMATION

BP Data Center, Inc. (DCI), formerly known as Development Bank Data Center, Inc.,
is a wholly-owned subsidiary of DBP created under DBP Board Resolution No. 3172
dated October 6, 1982 and registered with the Securities and Exchange Commission
(SEC) per Registry No. 107887 dated October 26, 1982. Its operations started in

ovember 1982 with the primary purpose of implementing the computerization program
of DBP. DCI is equipped with this experience in banking systems and facilities
management. DCI ventured towards the development and implementation of non-
banking systems for private and government entities as well.

On December 7, 2007, the DCI Board of Directors upheld the new corporate direction
of DBP Data Center, Inc. to focus and channel its operations towards providing IT
services for DBP and its various subsidiaries.

The Certificate of Increase in Capital Stock of DBP DCI from PS.OOOmillion to PSO.OOO
million, was approved by SEC on April 3, 2009.

The Corporation's registered office is located at Senator GiI J. Puyat Avenue corner
Makati Avenue, Makati City.

As of December 31, 2008, DCL had a total manpower of 107 including six contractual
personnel.

The President/Chief Executive Officer, pursuant to the authority granted to it by the
Board of Directors of the DBP, has reviewed and approved the release of the
accompanying comparative financial statements on April 23, 2009.

2. SIGNIFICANT ACCOUNTING POLICIES

Basis of financial statements preparation

The accompanying financial statements are prepared on the historical cost basis. The
Corporation adopts a more appropriate presentation and classification of expenses in
the financial statements to conform with the usual format used by a service company in
the IT industry. Further, this new presentation is more relevant to its users.

Statement of compliance

7



a unting estimates. It also requires management to exercise its judgment in the
cess of applying the company's accounting policy.

- e Corporation has adopted the following accounting standards which are relevant to
- operations:

RS 7 Financial Instruments Disclosures. This PFRS introduces new disclosures to
prove the information about financial instruments. It requires the disclosure of

.ualitative and quantitative information about exposure to risks arising from financial
- struments, including specified minimum disclosures about credit risk, liquidity risk and

arket risk, including sensitivity to market risk. It replaced PAS 30, Disclosures in the
inancial Statements of Banks and Similar Financial Institutions and those required

under PAS 32, Financial Instruments: Disclosure and Presentation. The new
disclosures under PFRS are required to be made for all periods presented.

PAS 1 Presentation of Financial Statements, prescribes the basis for presentation of
general purpose financial statements to ensure comparability both with the entity's
financial statements of previous periods and with the financial statements of other
entities; allows presentation of assets and liabilities in order of liquidity.

PAS 7 Cash Flow Statement requires the provision of information about the historical
changes in cash and cash equivalents of the Corporation by means of presenting the
flows of cash from operating, investing and financing activities. Classification by
activity provides information that allows users to assess the impact of those activities
on the financial position of the Corporation.

PAS 8 Accounting Policies, Changes in Accounting Estimates and Errors, prescribes
the criteria for seiecting and changing accounting policies, changes in accounting
estimates and corrections of errors.

PAS10 Events After the Balance Sheet Date, defines events after balance sheet date
known as subsequent events which may be favorable or unfavorable and may either
require adjustment or disclosure.

PAS 12 Income Taxes, prescribes the accounting treatment for income taxes whether
current or future depending on the probability of occurrence.

PAS 16 Property, Plant and Equipment (PPE), addresses the principal issues in
accounting for PPE which are the recognition of the assets, the determination of their
carrying amounts and the depreciation charges.

PAS 17 Lease, an agreement whereby the lessor conveys to the lessee in return for a
payment or series of payments the right to use an asset for an agreed period of time. It
is classified as finance lease if it transfers substantially all the risks and rewards
incidental to ownership while an operating lease does not transfer substantially ali the
risks and rewards incidental to ownership.

• '" •••':' ,I"; .:.:

PAS 19 Employee Benefits, provides for the accounting o( long-t~rm< a €I.:~,()ther
employee benefits. It requires the use of projected unit credit-m.eJihojj i;:;:·~det~i;\'>·ifling
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e retirement benefits of the employees and change in the manner of computing
nefit expense relating to past service cost.

S 24 Related Party Disclosures, ensures that an entity's financial statements
contain the disclosures necessary to draw attention to the possibility that its financial

osition and profit or loss may have been affected by the existence of related parties
and by transactions and outstanding balances with such parties.

PAS 33 Earnings per share. An entity shall calculate basic earnings per share
amounts for profit or loss attributable to ordinary equity holders of the parent entity and,
. presented, profit or loss from continuing operations attributable to those equity

olders. Basic earnings per share will provide a measure of the interests of each
ordinary share of a parent entity in the performance of the entity over the reporting
period.

PAS 36 Impairment of Assets. This PAS prescribes the procedures that an entity
applies to ensure that its assets are carried at no more than their recoverable amount.

n asset is carried at more that its recoverable amount if its carrying amount exceeds
e amount to be recovered through use or sale of the asset. If this is the case, the

asset is described as impaired and this Standard requires the entity to recognize an
impairment loss. The Standard also specifies when an entity should reverse an
impairment loss and prescribes disclosures.

PAS 38 Intangible Assets. This PAS requires discontinuance of amortization of
intangible assets with an indefinite useful life. The effect of adopting this standard will
not result in retroactive adjustment of prior year's financial statements but will effect
prospective financial statements as a result of non-amortization. DCI is not
implementing this PAS. It uses the Intangible assets with finite useful lives and with no
reduction of residual value.

PAS 39 Financial Instruments: Recognition and Measurement, establishes the
accounting and reporting standards for the recognition and measurement of the
company's financial assets and liabilities.

Functional and presentation currency

Items included in the financial statements of the Corporation are measured using the
currency of the primary economic environment in which the Corporation operates. The
FS are presented in Philippine pesos.

Financial assets

Financial assets include cash and financial instruments. Financial assets are assigned
to the different categories by management on initial recognition, depending on the
purpose for which the investments are acquired.



L,;ash and cash equivalents

For purposes of reporting cash flows, cash and cash equivalents consist of cash and
er cash items on hand, bank deposits and short-term highly liquid in estments

eadily convertible to cash and which are subject to insignificant risk of changes in
value.

eceivables

Receivables are non-derivative financial assets with fixed or determinable payments
that are not quoted in an active market. They arise when the Corporation provides
goods or services directly to the debtor.

Trade receivables represent actual billings to DBP and other clients for services
rendered.

Non-trade receivables represent collectibles from employees and other persons liable
o the Corporation for services rendered not related to the nature of its business.

All financial assets are recognized on their trade date.

Non-financial assets

Property and equipment

Property and equipment are stated at cost and depreciated based on a straight-line
method over the estimated useful life of the assets. Amount subject for depreciation is
net of 10% residual value. The costs of leasehold improvements are amortized based
on a straight-line method over the estimated useful life of the improvements, or term of
the lease (5 years). The estimated useful life of the Corporation's property and
equipment are as follows:

Computer equipment - 5 years
Furniture & fixtures - 5 years
Office machine & equipment - 5 years
Transportation equipment - 5 years
Leasehold improvements - 20 years

Major repairs and maintenance are capitalized. Minor expenditures for replacement,
maintenance and repairs are expensed as incurred.

Intangible assets

Intangible assets (included under Other Assets) represent cost of software licenses and
system development and maintenance. Intangible assets are measured, at cost and
amortized based on a straight line method with an expected usefLillife as t~llow~'

~' "~' '" '~

Computer software license - 1-3 years ~~~~,,~. ., ":~_-:,~~'

System development and maintenance - 1-3 ~(1~~. I L_Ui~;;~ ~,~'" ':') ,j ~ '1~t~)xt1ifb 8ioos ~l;:~:
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acation/sick leave payable

is account controls the accrued leave credits of DCI employees. Leave credits are
muted upon separation of the employees from the service.

e Retirement Gratuity Plan is designed to recognize the faithful and satisfactory
service of DCI employees and to provide timely financial assistance upon their
separation from the service. Revaluations are done based on the updated manning
complement. The Gratuity Plan was provided by DCI through the setting up of the past
service liability and the normal cost. On June 1, 1998, a Memorandum of Agreement
was entered into by and between DCI, the Trustor and DBP-Trust Department, the
Trustee. Under the said agreement, a Trust Fund was created for the primary purpose
of paying the benefits of the members of DCI retirement plan. The Trustee shall
manage and administer the Trust Fund. As of December 31, 2008, the fund has an
outstanding value of P 2,220,097.96.

Every month, the Corporation provides a pension expense and the corresponding
liability equivalent to 1/12 of the monthly salary of all active regular employees.
Eventually, the allocated liability is transferred to DCI Retirement Fund being
administered by DBP Trust Department.

Operating lease

The lease entered by the Corporation is on operating lease. Operating payments are
recognized as expense in the income statement on a straight line basis over the period
of the lease (5 years). The rental rate then prevailing shall automatically and
immediately increase by five percent (5%), without any need of prior notice or demand,
after the end of the second year of the lease period.

Income and expense

The Corporation adopts the accrual method of accounting for income and expenses.
Sales revenue is booked at gross amount. On the other hand, expenses include
salaries, allowances and benefits of personnel assigned to projects. Further, service
fees include payments to business partners, directly hired contractuals and contractuals
hired through IT agencies related to every project (considered sub-contractors).

Current tax assets/liabilities for the current and prior years are measured at the amount
expected to be recovered from or paid to the taxation authorities. The tax rates and tax
laws used to compute the amount are those that are enacted or substantially enacted
at the balance sheet date.



ot always risk minimization but managing risks to make an optional contribution to
company revenues.

Credit risk

Credit risk is the risk that the Corporation will incur a loss because its clients, customers
or counterparties will fail to discharge their contractual obligations. Acceptance of
projects from agencies/clients is based on criteria that the Board of Directors and
Management continuously review and improve based on on-going analyses of
agency/client behavior. The objective is to continuously improve the Corporation's
portfolio quality. Management carefully manages its exposure to credit risk. Project
proponents' payment attitude is being evaluated for future engagements.

Below is the tabulation of uncollected receivables as of December 31, 2008 with
remarks:

Project Amount Remarks
Insurance Commission 760,000 This is a service level agreement.

The new Commissioner is hesitant to
acknowledge their payable and the
validity of the contract that the ex-
Commissioner entered into. A
demand letter from the Company legal
counsel was issued to Insurance
Commission.

Civil Service Commission 5,143,300 These are billings for the final
acceptance of Phase A & B projects.
The Commission is waiting for the roll
out of the project. A new agreement
was entered into per letter of CSC
dated January 19, 2009.

Liquidity risk

Liquidity risk is the risk that the Corporation will be unable to meet its payment
obligations when they fall due under normal and stress circumstances. To limit this
risk, management monitors future cash flows and liquidity on a daily basis. This
incorporates an assessment of expected cash flows and the availability of short-term
investments which could be used to secure additional funding if required. Further, the
Corporation limits its engagement in short-term projects to facilitate inflows of cash.

12



Be ow is the asset-liability gap analysis for the year 2008:

Over 3-6 Over 6 Over 1-5
Up to 3 mos. mos. mos-t yr yrs Total

sets:
petty Cash Fund 10,000 10,000
Due from other banks 10,263,408 10,263,408
Receivables 27,280,155 9,741,698 37,021,853

Prepaid expenses 257,231 257,231
Property & equipment. 12,577,677 12,577,677
other assets 10,927,740 10,927,740

10,273,408 27,280,155 9,998,929 23,505,417 71,057,909

Liabilities:

Current liabilities 14,064,632 14,064,632

Non-current Liabilities 12,251,024 12,251,024
14,064,632 12,251,024 26,315,656

Asset-liability gap 10,273,408 13,215,523 9,998,929 11,254,393 44,742,253

Market risk

The Corporation'S exposure to market risk would be the amendment of Government
Procurement Policy Board (GPPB) Resolution No. 03-2007 amending Section 53(e) of
IRR-A of RA 9184 to include infrastructure projects and consulting services. This
section states that negotiated procurement shall be allowed in the procurement of
consulting services and goods from another agency of the Government, such as the
Procurement Service-Department of Budget and Management, the Office tasked with a
centralized procurement of commonly used Goods for the government in accordance
with Letters of Instruction No. 755 and Executive Order No. 359, series of 1989. For
purposes of this paragraph, the term agency shall exclude GOCC incorporated under
Batas Pambansa Big.' 168, otherwise known as the Corporation Code of the
Philippines. RA 9184 is a law enacted to govern government dealings with private
sector contractors and if such is the scope of the law, it should not cover government
dealings with other government agencies such as DCI. The amendment will adversely
affect DCI's position in the Information Technology market industry dealing with
government agencies as DCI will have to undergo bidding process and compete head
on with the private sector but still subjected to various government restrictions. Since
the implementation of this amendment, DCI has foregone prospective projects such as:

Project
Estimated

Total Contract Value
Information Systems Strategic Plan Formulation
Patch Management Project
Import System
Electronic Property Supply and Management System

2,480,000
4,850,000
1,500,000
2,500,000

11,330,000

., .
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uring the year, DCI refocused its efforts in the delivery of DBP Service Level
greement (SLA) and DBP projects while winding down on non-DBP projects carried

over from 2007.

Operational risk

Operational risk is the risk of loss ansinq from the systems failure, human error,
omission, inefficiency, unauthorized activities, fraud or external events. When controls
fail to perform, operational risks can cause damage to reputation, have legal or
regulatory implications or lead to financial loss. The Corporation cannot expect to
eliminate all operational risks, but through a control framework that is monitoring and
responding to potential risks, the Corporation is able to manage the risks. Controls
include effective segregation of duties, authorized access, authorization and
reconciliation procedures, staff education and assessment processes. Further, a
comprehensive business continuity and recovery plan is in place to mitigate this risk.

4. CASH AND CASH EQUIVALENTS

included in this account are the following:

2008 2007
Cash in banks
Petty cash fund
Investments/placements

6,960,751
10,000

3,302,657

7,461,471
10,000

10,273,408 7,471,471

Considered cash equivalents are investment/placements at DBP Trust Services on
short-term or temporary investments and placements of excess cash purchased with a
maturity of three (3) months or less from date of acquisition.

5. RECEIVABLES

This account consists of the following:

2008 2007
Trade
Non-trade

19,597,842
17,904,971

49,156,118
5,058,022

Allowance for probable losses
37,502,813

(480,960)
54,214:140

37,021,853 54,214,140

' •• -".4:.



6. PREPAID EXPENSES

This account consists of the following:

2008 2007
Insurance
Unused supplies

152,450
104,781

570,913
162,319

257,231 733,232

7. PROPERTY AND EQUIPMENT

This account consists of the following:

Transpor-
tation

Equipment
Computer
Equipment

Office
Machine &
Equipment

Furniture &
Fixtures Total

Leasehold
Improve-

ments
Cost
January 1, 2008

Addition
Adjustment

18,045,293

48,359
(665,474)

1,137,629 5,211,225

14,286
(189,063)

4,220,997 828,800 29,443,944

280,000 342,645
(156,720) (1,011,257)

4,064,277 1,108,800 28,775,332
Cost
December 31,2008 17,428,178 962,852 5,211,225

11,512,507 846,465 1,679,660 653,022 14,691,654
1,341,041 115,627 245,083 686,361 21,438 2,409,550
(601,641) (161,532) (140,377) (903,549)

12,251,907 800,560 245,083 2,225,644 674,460 16,197,655

5,176,271 162,292 4,966,142 1,838,633 434,340 12,577,677

6,532,786 291,164 5,211,225 2,541,337 175,778 14,752,290

Accumulated
Depreciation
January 1, 2008
Depreciation
Adjustment
Accumulated
Depreciation
December 31,2008
Net Book Value
December 31,2008
Net Book value
December 31,2007

8. OTHER ASSETS

The details of this account are as follows:

2008
Refundable deposit
Rental deposit
Computer equipment - in transit
Computer software - in transit
Miscellaneous assets - Commerceworks, Inc.
Miscellaneous assets - PLOT
Intangibles (com uter software

1,378,182
5,352,565
3,173,800

. ~3,650
,'·7500

,/.)j 982:043

2007._--
110,245

1,378,182
3,909,336
4,782,987

33,650
7,500

1,616,200
11,838,100

,. ,
.': \
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Intangibles are software costs accounted for as follows:

2008 2007
Balance at beginning of year
Additions
Amortization

1,616,200
398,865

(1,033,022)

1,875,696
216,067
(475,563)

Balance at end of year 982,043 1,616,200

9. OTHER PAYABLES

This account includes the Corporation's various short-term liabilities to suppliers,
business partners and government agencies, such as Bureau of Internal Revenue
(withholdinq taxes, income taxes, value added taxes, SSS contributions and loans),
Home Development Mutual Fund (contributions and loans) and others.

The details of this account are as follows:

Suppliers/creditors
Bureau of Internal Revenue
Employee benefit fund
Government remittances
Others

2008
7,383,644
2,270,074

382,186
323,884
592,063

10,951,851

10. CAPITAL STOCK

Capital stock represents the nominal value of common shares issued and outstanding.
The Authorized Capital Stock amounts to P5.000 million representing 50,000 shares at
P100.00 par value. Capital Stock issued and outstanding as of December 31,2008
amounts to P5.000 million or 50,000 shares.

Further, the Development Bank of the Philippines donated two units of fully depreciated
vehicles with total appraised value of P280,000.

11. RETAINED EARNINGS

Per Board Resolution No. 61, dated June 16, 2006, the Board approved that the
amount of P16.250 million of the Retained Earnings be declared as stock dividend in
favor of the Development Bank of the Philippines (DBP), to be appropriated and
appiied to the full payment of the DBP subscription to 162,500 shares upon release of
the increase in capitalization of DBP Data Center, Inc. :.).~ cc::',.;,.;_.
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For the year 2008, an additional capital stock amounting to P1.250 million was
subscribed in favor of Development Bank of the Philippines, increasing the Subscribed
Capital Stock from P3.750 million to P5.000 million. The remaining stock dividend will
be used upon release of the certificate of increase in DCI capitalization. On April 3,
2009, Del's application for increase in capitalization was approved and the
corresponding certificate was released accordingly.

12. SALARIES, ALLOWANCES AND BENEFITS

This account includes the following:

2008 2007
Salaries and wages
Vacation/sick leave
13th month pay
Grocery aliowance
Overtime pay
Employee benefit
Pension expense
Employer's SSS, Philhealth and EC contributions
Employer's rice contribution
Hospitalization benefits and group insurance
Gift certificate
Anniversary bonus
Uniform allowance
Local training
Employer's Pag-ibig contribution
Optical and dental benefits
Loyalty cash
Transportation/meal allowance
Other personnel benefits

32,100,110
3,628,312
2,847.841
2,809,062
2,602,082
2,344,879
1,828,589
1,583,305
1,452,726
1,282,232

538,000
276,000
240,837
130,441
122,600
85,562
69,250
38,552

131,627

36,618,682
2,033,221
3,022,518
3,240,864
2,045,606
2,953,853
1,296,894
1,764,733
1,212,000

903,854
668,500
303,000
256,864

55,740
135,900
139,718
149,100

83,745
61,769

54,112,007 56,946,561

13. EARNINGS/LOSS PER SHARE

The basic earnings/loss per share shall be calculated by dividing profit or loss
attributable to ordinary equity holders of the parent entity (the numerator) by the
weighted average number of ordinary shares outstanding (the denominator) during the
period. The Corporation's earnings/loss per share was computed as follows:

Net earningslloss
Outstanding common shares



14. RELATED PARTY TRANSACTIONS

Parties are considered related when one party has the ability, directly or indirectly, to
control the other party or exercise significant influence over the other party in making
financial and operating decisions. Parties are also considered to be related if they are
subject to common control or common significant influence. Related parties may be
individuals or corporate entities.

On April 1, 2005, the Corporation entered into a Service Level Agreement (SLA) with
Development Bank of the Philippines (DBP) at a contract price of P52,701,394 per
annum. Under this Agreement, the Corporation agreed to provide DBP with Application
Management Services Program Management, Application Development, Application
Enhancement and Application Maintenance.

Further, the Corporation has significant transactions in the normal course of business
with related parties. The Corporation maintains current account deposits and short-
term piacements at DBP Head Office, Makati City.

Below is the tabulation of transactions with related party, DBP:

Particulars Amount
Receivables - Professional Service Agreement
Cash in Bank - Current Account
Short-term investment

10,933,117
4,195,722
3,302,657

15. RECLASSIFICATION

The following accounts in the 2007 financial statements were reclassified to conform
with the 2008 presentation:

Account From To
Amount

2008 2007
Computer software Property and Other assets

equipment (intangibles) 982,043 1,616,200
Local training Professional fees Salaries and wages 130,441 55,740
Consulting fees· Professional fees Service fees 143,148 581,948
Taxes and licenses Miscellaneous Taxes and

expense licenses 804,991 929,997
Bad debts Miscellaneous Provision for

expense probable losses 480,960 40,000

16. EVENTS AFTER THE BALANCE SHEET DATE

a. In February 2009, a new agreement on the final acceptance of Phase A and B
projects was entered into between DCI and Civil Service C0!11missLon(CSC) per letter
of CSC dated January 19, 2009. /<dl R" , ."\~ ~I ~\
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b. The Certificate of Increase in Capital Stock of DCI from PS.000 million to PSO.OOO
million, divided into 500,000 shares with par value of P100 each, approved by the
Board of Directors on March 11, 2008 and by the vote of the stockholders owning or
representing at least two-thirds of the outstanding capital stock at a meeting held on
June 20, 2008, certified to by the Chairman and the Secretary of the stockholders'
meeting and majority of the Board of Directors, was approved by the Securities and
Exchange Commission (SEC) on April 3, 2009.

- -- ----- -------------- --- --- -
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PART 11- A. OBSERVATIONS AND
RECOMMENDATIONS

B. STATUS OF
IMPLEMENTATION OF
PRIOR YEAR'S AUDIT
RECOMMENDATIONS
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A. OBSERVATIONS AND RECOMMENDATIONS

1. The recorded cost of Property and Equipment as of December 31, 2008
amounting to P28.775 million was not reconciled with the physical inventory list
due to lack of information on individual cost and totals for each category, contrary
to DCI Policy Statement No. GSD.E.3.4, thereby casting doubt on the reliability of
the account balances.

1.1 Section GSD.E.3.4 of the DCI Administration and Finance Department Manual of
Operations states:

3.4.1 Physical Inventory of EFFITE and SE items shall be conduded by
an Inventory Team composed of representatives from Finance and
General Services Division at least once a year and acknowledged by
Accountable employees,

3.4.2 After verification, validation and reconciliation processes of all
inventoried items, memos shall be sent to accountable employees/officers
for unlocated EFF and SE items, for their appropriate action.

3.4.3 The value of the EFF and SE in the master-list shall at all times tally
with their GL balances.

1.2 Management conducted a physical inventory of the Property and Equipment
costing P28.775 million as of December 31, 2008, However, the inventory records
submitted has no unit cost for each item and the total balance for each category where
the recorded amounts will be compared. It appears that only the physical existence of
properties were validated but no reconciliation with the general ledger (GL) balances
was undertaken by Management, contrary to DCI Policy Statement No, GSD.E.3.4. thus
casting doubt on the correctness, validity and reliability of the reiated property records
and account balances.

1.3 We recommended and Management agreed to configure the inventory
system to show the individual cost and the totals for each category and reconcile
the same with the GL balances.

2. Six accountable officers were not bonded, contrary to the Bureau of Treasury
and COA regulations governing the fidelity bonding of government officials and
employees.

2.1 Section 2.1 of Treasury Order No. 01-95 states:

Except as otherwise herein provided, all officials and employees of National
Govemment Agencies (NGAs), Govemment-Owned and Controlled
Corporations (GOCCs), Local Govemment Units (LGUs), self Govern 'ng
Boards and Commissions and all others concemed shall, whenever" th'$""
duties performed permit or require the cusiodv ~~."~. _,',"
funds/property/accountable forms be covered by a fidelity bond)~ Cf ~ \!.<1(~...''''1;'':~9V'rJG:;WZl [:1EJ:m~'<:t,~:'
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2.2 Section 6.2 of the Treasury Order No. 01-95, as amended by Treasury Order No.
01-99 provides:

An official/employee who has both money and property accountability, shall
be bonded only once to cover both accountabilities, but the amount of the
bond shall be in accordance with the REVISED SCHEDULE Annex A,
provided however, that the amount of bond shall not exceed Five Million
(P5,OOO,OOO.OO)Pesos.

2.3 COA Circular No. 2006-005 dated July 13, 2006 amending Section 7.1 of COA
Circular No. 97-002 dated February 10, 1997 on the granting, utilization and liquidation
of Cash Advances states:

Each accountable officer whose total cash accountability is not less than
P5,OOOshall be bonded. The amount of bond shall depend on the total
accountability of the officer as fixed by the Head of Agency. An official or
employee who has both money and property accountability shall be bonded
only once to cover both accountabilities, but the amount of bond shall be in
accordance with the Schedule issued by the Bureau of Treasury.

2.4 Review of the disbursements on sampling basis during the year revealed that six
accountable officers who were granted cash advances more than the threshold of
P5,OOOwere not bonded. Said cash advances were for payment of car insurance and
registration, travel insurance and purchase of supplies. Each accountable officer has
total cash advances ranging from P12,400 to P96,523. Likewise, the custodians of
properties and accountable forms were not bonded, contrary to the requirements of
Treasury Order No. 01-95 of the Bureau of Treasury and COA Circular No. 2006-005.

2.5 We recommended and Management agreed and committed to secure
additional bond for other accountable officers.

3. The corresponding depreciation expense of the vehicles donated by DBP to
DCI in April 2007 was not computed and recorded due to the absence of the
remaining life of the assets in the appraisal report, contrary to PAS 16.

3.1 Paragraph 57 of PAS 16 provides as follows:

The useful life of an asset is defined in terms of the asset's expected utility
to the entity. The asset management policy of the entity may involve the
disposal of assets after a specified time or after consumption of a specified
proportion of the future economic benefits embodied in the asset.
Therefore, the useful life of an asset may be shorter than its economic life.
The estimation of the useful life of the asset is a matter of judaement based
on the experience of the entity with similar assets. (underscoring suppiied)

3.2 Based on the appraisal report of the DBP appraiser in Janua~~;..2G.PZ, the
appraised value of the two vehicles donated by DBP to DCI was P2~9,o9~~TJ::ti-' ver
the estimated useful life of the assets was not indicated therein. ThLi.$,,)fh~~omputct't'
of the ~epreciation corresponding to the remaining useful life of thr ,,~~hi~~t~.;!~0~ao «\' .
determined. ~~) ~'~El"K:->g~I{g;~ 1:I (.1 G""vf,,",~ '.J ~.,~J) d, ::.
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3.3 We recommended that Management require the estimation of the remaining
useful life of the vehicles and record the corresponding depreciation in its books
to conform with PAS 16.

3.4 Management committed to comply with the recommendation. They will request
DBP for the computation of the estimated useful life of the vehicles.

- ------------



B. STATUS OF IMPLEMENTATION
RECOMMENDATIONS

---. _._--

OF PRIOR YEAR'S AUDIT

Of the two audit recommendations embodied in the prior year's Annual Audit Report,
one was fully implemented and the other one was partially implemented.

Actions Taken

Partially implemented.

DCI purchased an Accounting System in
December 2007 and is in the process of
implementation/parallel run. It was
existing when COA's review commenced
in January 2008.

Various finance processes are done using
the system, such as Disbursements,
Billing and Collection, and Purchase
Order preparation. General and subsidiary
ledgers are still being reviewed for
accuracy.

--- -------

q
,

Observations and Recommendations

1. Computerized information/accounting
system not maintained.

All the 2008 transactions were still
recorded manually in various books
of original entry and posted manually
in the general ledger.

Thus, the commission of errors in the
process was not yet eliminated/
mitigated.

Take advantage of its expertise in
information technology and its
excellent and customer driven-IT
professionals for its own operations
by developing, acquiring,
implementing and maintaining a
computerized information system.

As a rejoinder, COA believes that
given the fact that DCI has an in-
house capability of developing
computerized system, Management
should have developed its
computerized accounting system
instead of procuring one.

We further recommend to fast track
the full implementation of the
Accounting System.


