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Part Two — The Grievances of the Officers and Enlisted Men
Expressed at Oakwood: The Challenges of Corruption Control and of
the Modernization of the AFP.

1. Introduction

In the Sections of the Report which follow, we examine the grievances expressed
by the officers and men who went to Oakwood. In Part One, we stated our conviction
that those officers and enlisted men went to Oakwood fully armed not merely to manifest,
in a particularly dramatic way, their protests and grievances but rather to seize power,
expecting an upsurge of “people power” support and reinforcement from other units of
the AFP, and thereby eventually to bring the Government down. It is important to make
clear too that we make no benign assumption that, had the Oakwood mutiny succeeded
and the Government actually brought down in the subsequent days or weeks, the new
rebel military government would have promptly gone about the tasks of redressing those
grievances. Such an assumption is quite speculative. That appears to be a lesson
derivable from the current history of, e.g., Myanmar and, a few decades back, of other
countries in Latin America. That is also a lesson recently taught us in our own country
by the Martial Law Government of former President Marcos which had grandly

proclaimed the establishment of a “New Society”.

We have inquired into those grievances because we believe firmly that those

kinds of grievances, if real, and if recklessly neglected and allowed to fester by the senior

echelons of the AFP and by Government itself, tend practically to ensure the replication

of the rebellion in the future. And that next rebellion might attract the overt support of
other units of the AFP and of great segments of civilian society. We have, accordingly,
inquired into each of the grievances voiced by the officers and enlisted men at Oakwood
and sought to determine the extent to which those grievances are based on present day

realities in the AFP and in our society generally.



_45—

Our inquiries into the Oakwood grievances strongly suggest that two principal
themes run through all of those grievances: the first is the need for corruption control in
the AFP; the second is the need for modernization of the AFP. These two felt needs may
be seen to be inter-related; they tend to shape each other. Disregard of one tends to
aggravate the effects of the other. Thus, in quick illustration, the ability effectively to
modernize the AFP is influenced by the degree of success, or failure, in securing control
and reduction of the incidence of corruption. Again, the implementation and funding of
modernization programs may provide new opportunities for corruption. Further, the
demand for corruption control has led to multiplication and layering of controls in, e.g.,
AFP procurement procedures, which may, paradoxically, slow down modernization
initiatives and increase dissatisfaction levels within the AFP. Conversely, where demands
for modernization and for control of corruption are met with reasonable success, the

esprit des corps of the AFP should rise and intensify, and that should reinforce the drive

towards modernization and corruption control. Finally, should corruption be left
uncontrolled and unheeded, the AFP itself could implode and collapse, with
unpredictable consequences for the Republic. That would, of course, tend to render the

demand for AFP modernization somewhat academic.

IL. The RSBS Problem

A. Introduction

The RSBS problem constitutes a major grievance of the young officers and
enlisted men who went to Oakwood (the Oakwood officers and soldiers) on 27 July 2003.
The RSBS problem is referred to as one of the 2issues/demands discussed during the
negotiations® in 27 July 2003 between the Oakwood officers and soldiers, on the one
hand, and the Government’ s negotiating team, led by Ambassador Roy A. Cimatu, on the
other hand. The Report dated 28 July 2003, rendered by Cimatu to the President (the
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Cimatu Report) described the demands of the Oakwood officers and soldiers in respect of

the RSBS problem in the following terms:

“Update and accelerate the audit and on-going investigation of the reported
anomalies in the AFP-RSBS system to include measures which have been
undertaken thus far to resolve immediate issues.”

The RSBS problem has been around for a very substantial period of time. It is

not, therefore, a recent “provocation” leading to the Oakwood events. Rather, the RSBS

problem is one of the very few specific examples cited by the Oakwood officers and
soldiers of corruption in the AFP and in Philippine society generally. The RSBS problem
is also widely, if imperfectly, known by AFP military personnel. It was, for instance,
brought up by the officers and soldiers the Commission listened to at the Southern

Command, AFP, Zamboanga City, in September 2003.

B. The Nature and Scope of the RSBS Problem

The RSBS problem is a complex one and is best discussed from a chronological

perspective.

1. The establishment of the RSBS

On 30 December 1973, 15 months after the imposition of martial law, Presidential
Decree No. 361 established the “Armed Forces Retirement and Separation Benefits
System” (RSBS or System) with the declared objective of “payment of retirement and
separation benefits provided by existing laws to military members of the [AFP] and such
similar laws as may in the future be enacted applicable to commissioned officers and
enlisted personnel of the AFP.” (Section 1, Presidential Decree No. 361) The purported
intent of the decree to establish a “separate fund or scheme to ensure payment of

[retirement and separation] (retirement) benefits for members of the AFP, [in lieu] of
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complete reliance upon the yearly [congressional] appropriations for the AFP,” is

indicated in the Whereas Clauses of the decree.

Under the decree, the RSBS was to be funded from three principal sources: (1)
congressional appropriations; (2) compulsory contributions from members of the AFP;
and (3) all earnings of the RSBS which were simultaneously decreed to be exempt from
“any tax whatsoever”. The decree appropriated the sum of two hundred million pesos
(P200 Million) to be paid to the RSBS over four (4) years, the first remittance to be made
in July 1974. At the same time, the officers and enlisted personnel in the active service of
the AFP were required to contribute to the RSBS an amount equivalent to four percent
(4%) of their monthly base and longevity pay (later modified to five percent [5%] of
monthly base pay only, by Presidential Decree No. 1656 dated 21 December 1979),

which contributions were automatically deducted from their pay from the AFP.

The decree also provided that payment of retirement benefits to AFP personnel
already retired at the time of the creation of the RSBS, was to be borne not by the RSBS
but rather by the annual congressional appropriations for the AFP. A proviso, however,
stated that where the total cash requirements for such retirees’ pension payments
exceeded one hundred million pesos (P100 Million) in any year, the excess was to be
borne “out of the funds of the RSBS”. Nevertheless, this obligation on the part of the
AFP-RSBS would start only four (4) years from approval of the decree, i.e., start only
from 30 December 1977. It must be noted that the decree did not expressly and directly
require the RSBS to pay the pension benefits falling due each year as members of the
AFP reached compulsory retirement age. Even so, the stated purpose of the decree
inevitably gave rise to the nation-wide expectation that the RSBS would, at some time in
the future, take over from the National Treasury all, or at least part of, the burden of

paying retirement benefits to retiring AFP personnel.
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After the initial or seed money of two hundred million pesos (P200 Million) had
been paid into the RSBS, no further sums were appropriated by the Martial Law
Government and paid into the RSBS. Neither did Congress, during the subsequent
administrations (of Presidents Corazon C. Aquino, Fidel V. Ramos, and Joseph Estrada)
appropriate any further sum of money for the pension system supposedly constituted by
the RSBS. What did happen was that, every year since the establishment of the RSBS in
1973 until today, the amounts necessary for paying retirement benefits to retiring AFP
personnel were included in the regular annual appropriations for the AFP, in the General

Appropriations Act (GAA).

2. Conversion of RSBS into an Investment Company

By 21 December 1979, the effective transformation of the RSBS from a pension
fund, ostensibly projected by the original decree of 30 December 1973, into an
investment company was obvious. As such, RSBS engaged in two (2) major activities:
firstly, receiving of contributions from AFP soldiers; and secondly, investing such
contributions. Presidential Decree No. 1656, dated 21 December 1979, however,
continued the pension-rhetoric of the original decree, and provided that the funds of the
RSBS “shall be allowed to grow to be able to provide perpetually the cash requirement
covering the retirement benefits payable to military members of the AFP on a self-

sustaining basis”. (Emphasis added.) The new decree did not identify the date when the

RSBS would begin to be responsible for providing for the cash requirements of AFP

pensions. To the contrary, the new decree made clear that prior to the time when

“perpetual self-sufficiency of the funds of the System is attained as determined by

actuarial evaluation,” the yearly requirements for retirement benefits shall be included in

and funded out of the annual appropriations for the AFP. The decree did not establish

any standards for actuarial determination of when “perpetual self-sufficiency” of RSBS is
attained. The mirage-like quality of a “perpetual self-sufficiency” status for RSBS as a

pension system is underscored by the fact that in the meantime, and in any case, the
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National Government would continue to fund the annual pension payments of retiring
members, as well as of members already retired. This was a burden to which the RSBS

was not obligated under the decrees to contribute anything, and to which it did not in fact

contribute anything.

At the same time, the decrees made available to RSBS a guaranteed and
expanding pool of cheap funds for its investment operations. The only statutory
obligation of RSBS was to return the compulsory contributions of members of the AFP
upon retirement. Effectively, RSBS was allowed to use the contributions of AFP
personnel without paying compensation for such use, to generate investment revenues
which, under the decrees, were tax-exempt. Possibly embarrassed by the exceptionally
privileged situation of RSBS, the RSBS Board of Trustees (19 years after the creation of
RSBS) adopted on 25 February 1992 a Standard Operating Procedure (SOP) providing
for a “grant” of four percent (4%) interest per annum on members’ contributions
compounded yearly, effective January 1992, and payable, on a tax-exempt basis, upon
return of a member’s contributions upon retirement from the service. Effective January
1996, the tax-exempt interest “granted” on members’ contributions was increased to six
percent (6%)' per annum compounded annually. Since this “grant” of interest was
mandated not by statute or decree but by a “policy” of the Board of Trustees, the “grant”

could at any time be modified and withdrawn by another “policy” of the same Board.

' Compare the average yield of risk-free Philippine Treasury Bills of 91-day tenor for the following years:

1974 - 10.047% 1981 - 12.606% 1988 - 14.406% 1995 - 11.345%
1975 - 10.342% 1982 - 13.811% 1989 - 19.333% 1996 - 12.393%
1976 - 10.186% 1983 - 14.173% 1990 - 23.396% 1997 - 13.116%
1977 - 10.501% 1984 - 14.916% 1991 - 21.351% 1998 - 15.266%
1978 - 10.888% 1985 - 26.185% 1992 - 16.118% 1999 - 10.197%
1979 - 12.254% 1986 - 16.274% 1993 - 12.251%

1980 - 12.141% 1987 - 11.390% 1994 - 13.620%

See Summary from the Central Bank Center for Statistical Information (CBCSI) Department of Economic
Research-Domestic, Central Bank furnished by Deputy Governor Armando L. Suratos. The above yields
would have been net of tax in the hands of RSBS, since it is not subject to the gross receipts tax (GRT).
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Thus, it is clear that the military personnel's compulsory contributions constituted a
continuing significant source of investible funds.

Evaluating the investment operations of the RSBS, at least two (2) points need to
be stressed. Thefirst isthat the structure of RSBS set out in the decrees is noteworthy for
being almost non-existent. Presidential Decree No. 361, as amended, merely stated that:

aThe System shall be administered by the Chief of Staff of the
Armed Forces of the Philippines through an agency, group, committee or
board, which may be created and organized by him and subject to such
rules and regulations governing the same as he may, subject to the
approval of the Secretary of National Defense, promulgate from time to
time; ...°. (Emphases added.)

By administrative regulation, a nine-man Board of Trustees was set up for RSBS.
Each member was an active or retired AFP officer. Each was appointed by the Chief of
Staff who also appointed the President of RSBS.

Under R.A. No. 2629, investment companies in the Philippines are subject to
certain reporting requirements to the Bangko Sentral ng Pilipinas (BSP). The RSBS,
however, did not bring itself under the jurisdiction of the BSP. Moreover, since the
RSBS was not organized either as a regular corporation (whether stock or non-stock) or
as an investment company, it also escaped the regulatory jurisdiction of the Securities and
Exchange Commission (SEC) both under R.A. No. 2629 and the Corporation Code.

2 Per the Audited Financial Statements of RSBS, the yearly inflow of members’ contributions in the last
five years amounted to:

(1) 1998 — P451,634,724.00
(2) 1999 — P463,737,682.00
(3) 2000 — P499,687,112.00
) 2001 - P526,328,795.00
(5) 2002 — P566,728,324.00

On year-end 2002, the aggregate total of members’ contributions returnable upon members’ compulsory
retirement stood at P3.459 Billion.
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Thus, the investment activities of the RSBS were carried out without regard to the
applicability of the disciplines to which all other investment companies in the Philippines
were subject, and without regard to the public character of the funds compulsorily

collected from all AFP military personnel.

The second point that must be noted is that under Presidential Decree No. 361, as

amended, the investment of funds of the System had to be “decided by the Chief of Staff

of the [AFP] with the approval of the Secretary of National Defense”. (Emphasis added.)

The burden of responsibility thus placed upon the shoulders of the AFP Chief of Staff
and the Secretary of National Defense (SND) was inevitably magnified by the absence of
the normal disciplines imposed upon investment companies by the SEC. The RSBS’s
freedom from (or disregard of) the regulatory disciplines of the SEC and the reporting
requirements of the BSP, in the context of the military culture of obedience to the orders
or directions of a superior officer, in retrospect, made it particularly vulnerable to the
difficulties and temptations of “behest” or DOSRI-type loans and investments that the

regulatory institutions precisely seek to prevent and control.

RSBS thereupon engaged in the aggressive pursuit of high yields, i.e., yields
higher than those of risk-free Philippine Treasury bonds and bills. Two strategies were
adopted: first, investment in real estate which basically consisted of the purchase of large
tracts of raw land in the purported hope of developing such land into, e.g., resorts, golf
and country clubs, etc., and portfolio loans to new companies, none of which were listed
in the Manila or Makati Stock Exchanges. Some of these loans were made to companies
themselves engaged in real estate development activities, either as fully-owned
subsidiaries of RSBS or as affiliated companies with RSBS owning from forty percent
(40%) to fifty percent (50%) of the capital stock. Second, RSBS engaged in heavy short-

term borrowing for expanding still further its real estate and loan portfolios. Some
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indication of the aggressiveness with which RSBS resorted to short-term borrowing may

be had by noting the very substantial interest expense booked by RSBS.

3. The RSBS bubble bursts: the 1997 Asian Financial Crisis
and the 1998 Senate Blue Ribbon Committee Investigation of
the RSBS

In a robust and rising economy, the RSBS strategy might have been sustainable
for sometime.* In 1997, however, the Asian financial crisis broke out, first in Thailand
and soon thereafter, reached the Philippines. This financial crisis resulted in a very
substantial devaluation (40%-45%) of the Philippine Peso vis-a-vis, e.g., the U.S. Dollar;
a general slow down in economic activities; and perhaps, most importantly, a precipitous

drop in real estate values in the country.

The extent to which the financial crisis adversely impacted upon the financial
condition of RSBS is reflected in the massive losses that RSBS sustained almost
immediately. In 1998, RSBS reported a loss of seven hundred fifty-nine million pesos
(P759 Million); in 1999, RSBS’s losses escalated to nine hundred ninety-four million
pesos (P994 Million). In 2000, RSBS’s losses decelerated to four hundred sixteen million
pesos (P416 Million) and in 2001, to thirty-eight million pesos (P38 Million).

> In 1997, RSBS paid P457 Million as interest expense. In 1998, interest expense was P763 Million and

in 1999, the figure was P584 Million. These figures are derived from the audited financial statements of
RSBS. These statements do not reveal who, and how many, the lenders to RSBS were.
* In 1994, RSBS booked net income of P1.065 Billion and retained earnings of P5.629 Billion.

In 1995, RSBS showed net income of P1.374 Billion and retained earnings of P6.937 Billion.

In 1996, RSBS booked net income of P1.460 Billion and retained earnings of P8.093 Billion.

In 1997, RSBS’s net income dropped dramatically to P164 Million (later re-stated as P22 Million by its
new external auditor) although its retained earnings increased marginally to P8.176 Billion (re-stated as

P7.517 Billion).

In 1998, RSBS booked a net loss of P759 Million while its retained earnings contracted to P6.622
Billion. (All figures derived from RSBS audited financial statements.)
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In 1998, the Senate Committees on Accountability of Public Officers and
Investigation (Blue Ribbon) and on National Defense and Security (collectively, Senate
Blue Ribbon Committee) carried out an extensive joint inquiry into the 2coup rumors and
alleged anomalies in the AFP-RSBS°. The major finding of the Senate Blue Ribbon
Committee was alarming: the very extensive real estate acquisitions made by RSBS had

been attended by massive overpricing of such acquisitions.

Essentially, the Blue Ribbon Committee found that the real estate purchases by
RSBS were uniformly documented by two (2) sets of instruments: firstly, a unilatera
deed of sale executed by the seller of the property only; secondly, a bilateral deed of sale,
covering the same piece of land, executed both by the seller and by RSBS as buyer. The
price stated in the second, bilateral, instrument was invariably much higher than the price
reflected in the unilateral deed of sale. The discrepancies between the purchase price
booked by RSBS and the purchase price reflected in the unilateral deed of sale actually
registered in the relevant Registry of Deeds, totalled about seven hundred three million

pesos (P703 Million). The two (2) sets of purchase price figures obviously could not

both be correct at the same time. Either the purchase price booked and paid out by RSBS
was the true purchase price of the land involved, in which case RSBS had obviously
assisted or abetted the seller in grossly understating the capital gains realized by him and
in defrauding the National Treasury; or the purchase price in the unilateral deed of sae
was the consideration actually received by the seller from RSBS, in which case, the buyer
RSBS had grossly overpaid, with the differential, in the belief of the Senate Blue Ribbon
Committee, going into the pockets of RSBS officials. A third possibility was that the
differentia between the purchase price booked and paid by the buyer-RSBS and the
selling price admitted by the seller of the land, had been shared by buyer and seller in
some undisclosed ratio.



After a prolonged investigation (20 hearing days), the Senate Blue Ribbon

Committee rendered a set of detailed recommendations in its Committee Initial Report

No. 16 dated 21 December 1998 and a second, additional, set of recommendations in its

Committee Final Report No. 51 dated 20 May 1999.

In its Initial Committee Report, the Blue Ribbon Committee made the following

recommendations notable for their specificity:

‘61'

4,

For the Office of the Ombudsman, to prosecute and/or cause the
prosecution of Gen. Jose Ramiscal, Jr. (Ret.), past RSBS president, who
had signed the unregistered deeds of sale covering the acquisition of the
lands in General Santos, in the towns of Tanauan and Calamba and in
lloilo City, hereinafter mentioned; Mr. Wilfredo Pabalan, RSBS project
manager in General Santos City; the lawyers in the RSBS legal office,
namely, Meinrado Enrique Bello and Manuel Satuito; and the lawyers who
notarized the deeds thereof, namely, Ernesto P. Layusa, Alfredo Nasser
and Cecilio Casalla, for (1) falsification of public documents, or violation
of Art. 172, par. 1, in relation to Art. 171, pars. 4 and/or 6, of the Revised
Penal Code, and (2) violation of R.A. 3019, or the anti-graft law,
particularly Section 3 (e) and (g) thereof.

For the Department of Justice, to prosecute and/or cause the prosecution of
Atty. Nilo Flaviano and his partner, Atty. Antonio Geoffrey Canja, for
falsification of public documents by submitting to and registering with the
Registry of Deeds in General Santos City deeds of sale of the lands
purchased by RSBS from their principals not bearing the true consideration
paid for by RSBS.

For the Department of Justice, to prosecute and/or to cause the prosecution
of Attys. Alfredo Nasser and Ernesto P. Layusa and Mr. Jesus Garcia and
Mrs. Elizabeth Liang, Concord Resources, Inc. treasurer and president, for
falsification of public documents by submitting to and registering with the
Registry of Deeds of Calamba the deed of sale with Concord Resources,
Inc. not bearing the true consideration paid for by RSBS.

For the Bureau of Internal Revenue, to collect the deficiency in the
payment of capital gains tax, documentary stamp tax and income tax from
the vendors of the parcels of land in General Santos City, Iloilo city and
the Municipalities of Tanauan and Calamba sold to RSBS, and to cause
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their prosecution for tax evasion, or more specifically for violation of
Sections 21, 24 and 173 of the National Internal Revenue Code.

5. For the City Treasurers of General Santos City and Iloilo City and the
Provincial Treasurers of Batangas and Laguna to collect the deficiency
transfer tax due on the lands sold by their owners to RSBS; and

6. For the Integrated Bar of the Philippines, to investigate and recommend to
the Supreme Court the disbarment of, or imposition of appropriate
disciplinary sanctions on, lawyers Nilo J. Flaviano, Antonio Geoffrey H.
Canja, Alfredo Nasser, Ernesto P. Layusa, Cecilio Casalla, Meinrado
Enrique Bello, Manuel Satuito and other lawyers for their involvement as
lawyers in the presentation to and registration with the Registry of Deeds
of General Santos City, Iloilo City, Batangas and Laguna of falsified
deeds of sale covering various real estate acquisitions by RSBS.”

In its Final Report, the Blue Ribbon Committee made certain additional, equally

detailed, recommendations which are quoted or summed up below in the following terms:

1. That a conservatorship committee, consisting of the Secretary of National
Defense, the Chief Actuary of the GSIS or the Insurance Commission and
a member-representative of the RSBS should be appointed by the
President of the Philippines. This Committee should work with the RSBS
Board of Trustees to preserve the System’s assets and no disposition of
funds and other assets of RSBS should be allowed without approval of the
Conservatorship Committee.

2. The enactment of a law revising or creating a new RSBS charter with its
organization, powers and functions clearly defined and with “the
parameters of investment” carefully specified.

3. The passage of a law prohibiting the use of unilateral deeds of sale as basis
for land transfer.

4, “The prosecution by the Ombudsman of Gen. Lisandro Abadia for (a) his
sham divestment of shares of Antipolo Properties, Inc. while he was
commanding general of the Philippine Army in clear violation of Sec. 9 of
RA 6713, otherwise known as the Code of Conduct and Ethical Standards
for Public Officials and Employees; (b) for committing corrupt practices in
granting and securing special favors to API and Marilaque stockholders,
including himself, in violation of Secs. 3 (e), 3 (f) and 3 (h) of RA 3019,
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otherwise known as the Anti-Graft and Corrupt Practices Act; and (c) for
granting interest-free,”’behest” loans to Chinatown Steel Towers, Inc.,
totaling some P900 Million in violation of Sections 3 (e) and (g) of RA
3019.”

“The prosecution by the Ombudsman of Gen. Jose Ramiscal, Jr., for
having been a willing patsy (sic) of Abadia in the granting of special
favors to API and Marilaque as discussed earlier in violation of Sec. 3
(e), Republic Act No. 3019. Ramiscal’s prosecution is likewise
recommended for violation of the same section of the same law in that he
had given undue advantage to a private party by signing a contract with a
land coordinator of the Calamba/Tanauan property bought by RSBS
without a proper bidding as discussed in your Committees’ initial report.”

“The prosecution by the Ombudsman of Gen. Jose Ramiscal, Jr. and Col.
Oscar Martinez for granting interest-free, “behest loans” to RSBS Land,
Inc. and Riviera Golf Club, Inc. in the amounts of P200 million and P110
million, respectively, to the detriment of the System in violation of Sec. 3
(e) of the anti-graft law.”

“The prosecution by the Ombudsman of Gen. Jose Ramiscal, Jr., for
granting interest-free loans to BRADCO on various dates totaling P85
million that caused injury to the System, thereby according undue benefits
to BRADCO to the prejudice of the soldier-members of RSBS in violation
of the same section of the anti-graft law.”

”The censure by the Senate of Gen. Jose Ramiscal, Jr., Col. Oscar
Martinez, Meinrado Bello, Capt. Alfredo Abueg, Jr., Cesar Ibo, Manuel
Satuito, Ruben Garcia and Ariel Palacios for holding multiple positions in
government and receiving double compensation in violation of the
Constitution and the Administrative Code of 1987. The Office of the
Ombudsman is requested to delve into the records of RSBS and its
corporate affiliates to determine who are the other RSBS officials and
military officers who may have committed similar offenses.”

“The prosecution by the Commission on Elections of Gen. Lisandro
Abadia, chair of Antipolo Properties, Inc., and Marilaque Land, Inc.; and
Alexander Asuncion, president of API and of Marilaque for knowingly
allowing the use of the helicopters owned by Antipolo Properties,
Inc./Marilaque Land, Inc., by Speaker Jose D. Venecia, then a candidate
for the presidency of Lakas, and other Lakas senatorial candidates for
partisan political activities in violation of the Election Code. - - -
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10.  The Ombudsman or the Department of Justice to dig further into the
records of previous presidents of the RSBS to determine if any of them
had incurred any liability in the course of their management of the System.

4. The Extent of Implementation of the Senate Blue Ribbon
Committee Recommendations

The Commission has inquired into the level of implementation reached by each

agency to which the Senate Blue Ribbon Committee had addressed its recommendations.

a. Office of the Ombudsman

The Office of the Ombudsman has made a substantial beginning in implementing
the specific recommendations for criminal prosecution that the Blue Ribbon Committee
set out. The Office of the Ombudsman beginning in 1999, filed with the Sandiganbayan
a total of two hundred forty (240) complaints against officers and employees of the RSBS

for a variety of charges including:

(a) malversation through falsification of public documents (Article 217 in
relation to Articles 171 and 172 of the Revised Penal Code).

(b) violation of Section (3) of R.A. No. 3019, the Anti-Graft and Corrupt
Practices Act.

(©) violation of Article 171 of the Revised Penal Code (Falsification of Public
Documents).

However, none of the two hundred forty (240) cases has, as of today, progressed
to the trial stage. In the lead case charging Gen. Jose Ramiscal, Jr. (Ret.), former RSBS
president and four others with misappropriating to their personal use two hundred fifty
million pesos (P250 Million) of RSBS funds, a motion to dismiss upon the ground of lack
of jurisdiction was filed before the Sandiganbayan upon the ground that RSBS was a

private entity. The Sandiganbayan upheld this defense and dismissed the criminal
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charge. The Office of the Ombudsman went to the Supreme Court on Petition for Review
by certiorari and very recently, on 12 August 2003, the Supreme Court reversed the
Sandiganbayan and held that the RSBS is a government entity and that its funds are in the
nature of public funds.” The Supreme Court held that the Sandiganbayan has jurisdiction
to try the criminal case against Ramiscal, et al. and ordered the reinstatement of that case

and directed the Sandiganbayan to resume proceedings thereon with dispatch.

The recommended charges against Gen. Lisandro Abadia (Ret.) were reviewed by
the Deputy Ombudsman for the Military. In a Memorandum for the Ombudsman
(Aniano Desierto] dated 31 January 2001, the OMB-Military stated that “[t]here is no
sufficient evidence to prove that there was sham divestment on the part of Gen. Abadia,”
and that there is no law prohibiting Abadia from joining a private corporation like
Antipolo Properties, Inc. (API) after retirement from the service as CSAFP, adding,
however, that “this would appear as immoral considering API’s involvement in RSBS
during the watch of Gen. Abadia”. The Memorandum also stated that the charge of
violation of the Anti-Graft and Corruption Act “has no leg to stand on” and referred to
the transactions between RSBS and API as “purely business decisions,” covered by
sufficient collateral and Board approval. At the same time, however, the Memorandum
recommended that the records of the cases against Abadia be re-evaluated by another
group “to remove any cloud of bias/prejudice that the original panel may have [had] in
this case”. The Ombudsman then referred the Abadia case to the Fact-Finding and
Intelligence Bureau (OMB-FFIB) “for evaluation of the evidence and review of OMB-

Military’s action”.

On 30 April 2001, the OMB-FFIB reported to the Ombudsman that the records of

the case (including the records of the SEC) showed “a dearth [of] divestment papers”

5 People of the Philippines v. Sandiganbayan et al, G.R. No. 145951. Motions for reconsideration have
been filed with the Supreme Court by the respondents which Motions are presently pending resolution by
the Supreme Court.



upon which to base 2a truly considered conclusion®. Moreover, the relevant loan
documents had not been examined so that 2reason and prudence therefore dictate a need
to dig more beneath the surface of prior findings®. Accordingly, the FFIB referred the
case back to the OMB-Military 2for further appropriate action®. To date, however, the
case against Abadia, recommended in 1999 by the Blue Ribbon Final Report No. 51, is
still pending review in the Office of the Ombudsman and has not been filed with the
Sandiganbayan, nor definitively dismissed.

b. Department of Justice

The Commission has been advised by the Office of the Chief State Prosecutor,
Department of Justice (DOJ), that the prosecution of the persons named in the Blue
Ribbon Committee recommendation addressed to the DOJ, has been assigned or
delegated to or undertaken by the Office of the Special Prosecutor, Office of the
Ombudsman, apparently by agreement between the two (2) offices. Thus, al criminal

prosecutions are now being handled by the Office of the Ombudsman.

C. Bureau of Internal Revenue

It appears that the Bureau of Internal Revenue (BIR) did not previously receive a
copy of the Senate Blue Ribbon Committee's Reports. However, on 3 September 2003,
upon the request of the Commission, a copy of the Blue Ribbon Committee' s Reports and
working papers were forwarded to the Office of Commissioner Guillermo L. Parayno, Jr.
On 11 September 2003, Commissioner Parayno informed the Commission that a Task
Force has been created that would look into the tax liabilities of the sellers of the real
estate purchased by the RSBS.
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d. The Department of Finance-Bureau of Local Government
Finance

The Department of Finance (DoF) had, it also appears, similarly not received a
copy of the Senate Blue Ribbon Committee Reports. Upon the request of the
Commission, a copy of each of the Senate Blue Ribbon Committee Reports, and the
working papers of the Committee, have been forwarded to the Bureau of Local
Government Finance (BLGF) of the DoF. The BLGF has jurisdiction and supervision
over the City Treasurers and the Provincial Treasurers who were addressees of the Blue
Ribbon Committee’s recommendation concerning collection of deficiency real estate
transfer taxes in respect of the real estate transactions of the RSBS. In a letter dated 30
September 2003, the Executive Director, BLGF, advised the Commission that the
Department of Finance was in the process of implementing the Blue Ribbon Committee’s

recommendation.

On 19 September 2003, the Executive Director, BLGF, upon instruction of
Undersecretary of Finance Inocencio P. Ferrer, Jr. directed in writing the Regional
Directors of Regions XI, VI, IV-A, and IV-B to submit a report on the real estate
transactions referred to in the Senate Blue Ribbon Committee Reports, particularly the
amount of local transfer taxes, the amount of consideration on which the local transfer
taxes were based and real property taxes paid on said properties, for the year 1997 and
onwards. The Regional Directors were also required to provide the DoF with certified
true copies of Tax Assessments, Tax Declarations, official receipts and other pertinent
documents relative thereto and to instruct the City and the Provincial Treasurers
concerned to collect the deficiency transfer tax due on the lands sold by their owners to
RSBS. The Regional Directors are to submit their reports to the Bureau within ten (10)

days from receipt of the instruction.
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e. Integrated Bar of the Philippines

It appears, finally, that the Integrated Bar of the Philippines (IBP) too had not
been previously furnished a copy of the Senate Blue Ribbon Committee’s Reports. Once
more, upon the request of the Commission, the Senate Blue Ribbon Secretariat furnished
Mr. Jose Anselmo 1. Cadiz, President, IBP, copies of the Blue Ribbon Committee Reports
and of its working papers. Mr. Cadiz soon thereafter informed this Commission that the
IBP Commission on Bar Discipline has commenced its evaluation of the evidence against
the lawyers identified in the Senate Blue Ribbon Committee Reports for possible
disbarment or other appropriate disciplinary measures. By a letter dated 29 September
2003, Mr. Cadiz and Mr. Rogelio A. Vinluan, Director, Commission on Bar Discipline,
advised that complaints have been prepared by the IBP against the lawyers concerned and

were about to be served.

f. Current RSBS Senior Management

The Commission, in the interest of objective fact-finding, is bound to note that the
current senior management of RSBS succeeded in staunching the hemorrhaging of RSBS
and decelerating the System’s massive losses. In the year 2002, RSBS even booked a
small net income of one hundred seven million pesos (P107 Million). Current
management is also working on a new design for RSBS that would hopefully become, at
sometime in the future, upon injection of vast amounts of public funds, a funded and
actuarially sound pension system. This design is, however, far from complete and
fundamental problems of RSBS remain, e.g., the real estate acquisition costs booked by
RSBS are, if the charges filed by the Ombudsman are correct, grossly overstated and the
major portion (up to 80%) of the total RSBS assets are in the form of illiquid and over-
valued real estate investments. Moreover, it is open to substantial doubt whether
proposals for the structural reform of RSBS (in the form of a new legislative charter for

RSBS) would actually reach Congress in the foreseeable future.
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C. Principal Findings of the Commission

1. The RSBS never discharged the mandate originally set out in Presidential
Decree No. 361. The RSBS was never a true pension system and it has not to date paid a
single peso of retirement benefits to AFP personnel reaching compulsory retirement. All
payments of retirement benefits to AFP military personnel, before and after promulgation
of Presidential Decree No. 361, have been made from the regular annual appropriations
of the AFP set out in the GAA. Neither the Department of National Defense (DND) and
the AFP nor Congress, has seriously addressed the requirement of “perpetual self-
sufficiency” as a pension system, probably because they realized the massive amounts of

funding that would be necessary.

2. The funding requirements of a true pension system escalate as the
compensation of AFP military personnel is increased. The pension entitlement of AFP
retirees, by law, increase automatically with every increase in the compensation of AFP

personnel in the active service.

3. The RSBS did not contribute anything at all towards reducing the burden on

the National Treasury of payment of AFP retirement benefits. There is no doubt in our

minds that the RSBS could have done so, in some substantial degree. The net effect of

the failure of RSBS in this respect is that all retirement benefits paid to AFP retirees are
and have been fully non-contributory on the part of the soldiers and officers. The annual
appropriation for payment of retirement benefits to AFP retirees is fully drawn down

from public tax revenues, to which the RSBS has never contributed and to which AFP

personnel contribute to a limited extent (only the basic pay of AFP military personnel is

subject to regular Philippine income tax).

4. The RSBS, in its present conception and structure, is fundamentally flawed.
Structurally, a fund where all investment decisions are made by the CSAFP and the SND

cannot be expected to be run like an independent private pension system administered by
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private professionals. The current structure creates powerful incentives for the granting
of “behest” loans and investments and for the non-commercial pricing of real estate and

other acquisitions by the System.

D. Recommendations of the Commission in respect of the RSBS Problem

1. Liquidate present RSBS in an orderly manner - The present RSBS should
be liquidated in an orderly and professional manner so as effectively to conserve whatever

values in its asset portfolio remain.

2. Return the soldiers RSBS contributions - The soldiers' contributions
together with accrued interest should be returned to them as promptly as feasible, in a
phased and programmed basis as RSBS is liquidated. The soldiers can probably earn
better yields than six percent (6%) per annum, compounded annually, at existing
institutions like the AFP Savings and Loan Association (AFPSLALI).

3. Initiate an AFP Service and Insurance System - A mgor initiative should
be undertaken immediately by the Government in respect of the design and development
of an AFP Service and Insurance System (AFP-SIS), possibly as an analogue of the
existing Government Service and Insurance System (GSIS). The requirements of actuarial
and financia viability of a separate AFP-SIS must be carefully studied. Some problems
can be anticipated by limiting compulsory membership in a separate AFP-SIS to military
personnel joining the AFP after establishment of a separate AFP-SIS. The new system
must be completely independent from the SND and from the CSAFP. The new pension
plan should be contributory on the part of the soldiers, just as all GSIS benefits for
civilian government employees and all Social Security System (SSS) benefits for private
sector employees, are contributory. The new and independent system must be subject to
al the financial and investment disciplines that private pension funds are subject to under
applicable BSP and SEC regulations.
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The financial requirements of a realistically sustainable level of retirement
benefits, given the current structure of compensation for AFP personnel, must be

carefully studied.

4, Implement fully the recommendations of the Senate Blue Ribbon
Committee - All the specific recommendations made by the Senate Blue Ribbon
Committee in its Reports must be vigorously, transparently and consistently
implemented, including the criminal prosecutions of, inter alia, Ramiscal and Abadia.
Such implementation should be monitored and quarterly reports be provided to the Office

of the President, the DND and to the AFP-GHQ, and AFP personnel generally.

III. The AFP Procurement System: Conversion and Other Problems

A. Introduction

The AFP procurement system is a favorite focus for complaints and protests by
officers and enlisted personnel of the AFP. The officers and men who went to Oakwood
severely criticized the AFP procurement system. Indeed, the Cimatu Report stated that
the officers and enlisted men in Oakwood demanded that appropriate reforms be put in

place with respect to:

”a)  The AFP Finance and Budget System, and Logistics and Procurement
System to include alleged institutionalized malpractice within the AFP;

b) The pilferage, sale [of], trafficking [in] government manufactured and
issued arms and ammunitions usually ending in enemy hands;”
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B. The AFP Procurement System

The AFP procurement system is governed by a whole set of regulations, policies
and practices. The applicable statute is Republic Act No. 9184, the “Government
Procurement Reform Act”, which was approved on 10 January 2003. The statute
declares its objective as “providing for the modernization, standardization and regulation
of the procurement activities of the government and for other purposes”. The
implementing rules and regulations under this statute have been drafted but still await
approval. This statute is notable for a number of reasons: one of which is that it provides
for the procurement of common supplies through the medium of the Government
Electronic Procurement System where transactions are carried out through the
government’s internet portal. Secondly, the statute establishes a mechanism for
resolution of protests where decisions of bids and awards committees in all stages of

procurement may be protested.

Pending the effectivity of the implementing rules and regulations to be
promulgated under Republic Act No. 9184, the current procedures of procurement in the
AFP remain lengthy, complex, and circuitous. The process begins with the issuance of a
procurement directive or a request for procurement. The mode of procurement may
either be public or selective bidding, or open canvass or negotiated contracts. The
ensuing contracts or purchase orders go through a long series of time-consuming control
checks at various offices. Eventually, the manufacturer or supplier is informed of the
approval of the directive or requisition for procurement and is asked to deliver the items
being purchased. After delivery, the items delivered are inspected and if accepted, the
necessary papers are processed for payment. The full process, consisting of twenty-three

(23) discrete steps, is set out in Annex “H” of the Commission’s Report.

The procurement of weaponry and other defense requirements under the AFP

Modernization Program involve three (3) distinct major phases, namely:



- 66 —

(a) Formulation and issuance of the Circular of Requirements (COR) or Bid
Evaluation Plan (BEP);

(b) Bidding and award; and

(©) Project implementation.

A substantial bottleneck exists at the initial stages of this procurement process since the
COR-BEP is formulated at the headquarters of a major service (e.g., PA, PN, PAF) of the
AFP and then has to go to the AFP General Headquarters (GHQ) for another, thorough
but effectively redundant, evaluation before approval can be obtained at the DND level.
In certain cases, approval of the Office of the President must also be obtained. The
process of procurement under the AFP Modernization Program, a process involving
twenty-nine (29) separate steps, is outlined in Annex “I” of the Commission’s Report.
Thus, procurement under the AFP Modernization Program is even lengthier and more

complex than the ordinary APF procurement process.

C. Procurement and Delivery Temptations: The Incentives to and
Modalities of Corruption.

1. Conversion

By “conversion”, we mean the transforming of allocated funds into cash, most
commonly in collusion with suppliers and some of the officers involved in the
procurement process in an AFP unit.’ The process of conversion involves the disregard
or short-circuiting of the procurement process (the ordinary procurement process or the
AFP modernization procurement process). The short-circuiting, as it were, of the

ordinary complicated procurement process may also involve disregard of administrative

® See, e.g., The Power of Reform in the AFP Logcom: A True Story; the Struggle Continues --- (1992), p.
35 et seq. The authors of this study are not revealed; they acted through a representative who is named —
Manuel B. Mariano. Mr. Mariano, a retired BGen., PA and Commander of the AFP Logistics Command,
testified before the Commission on 1 September 2003.
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regulations, e.g., funds which are allocated for a particular use or acquisition of particular
equipment or other articles, wind up being used either for other purposes — which may
well be programmed for other expenditures of the command unit involved — or wind up
in the personal bank account of the commander of an AFP unit resorting to conversion.
In other words, there may or may not be an actual delivery of supplies for use of an AFP
service unit. If supplies are actually delivered at the end of the process, a lesser quantity
than what was originally ordered is delivered. If no delivery of supplies is actually

effected, a cash payment is commonly the end result of the process.

The cash generated by the conversion process may either be used by the
commander resorting to conversion to procure items needed by the service unit but which
were not programmed; or the cash may wind up in the private bank account of the unit
commander involved. In either case, the resulting cash is about thirty percent (30%) less
than the amount allocated in the budget of the service involved, and only seventy percent
(70%) is delivered to the commander of the unit. The thirty percent (30%) represents the
“profit” or “fee” of the suppliers who undertook to carry out the paperwork and physical
legwork involved in conversion less taxes and “goodwill” to the various offices and
personalities involved in the processing of the purchase documents. Frequently, this
thirty percent (30%) is described euphemistically as the “cost of money”, that is to say,
the “cost” of generating a certain amount of cash (70% of the allocated item) from a
budgetary allocation. If the cash, or the resulting supplies and material or the equipment
are re-sold to a third party and the proceeds thereof appropriated by the commander to his
personal use, a second and more serious illegality is committed: the malversation of

public funds or the misappropriation of public property.

Clearly, the length and the complexity of the procurement processes of the AFP
create an incentive (and, in the minds of some, a justification) for recourse to conversion
by the commander involved. The time and bother of undertaking every step of the

procurement process is avoided by in effect paying the supplier, who attends to the



paperwork, the thirty percent (30%) 2cost of money®. Thus, the 2cost of money® aside, so
far as the 2converting® commander is concerned, recourse to conversion is a fast,
convenient, and flexible course of action; delivery of goods may or may not actualy
result, however; and the cash generated may or may not be used by the commander to

service the legitimate military requirements of his men.

It may also be noted that the 2cost of money® is not aways thirty percent (30%)
of the allocated item; it may be greater. The greater the time pressure on the commander
of the unit involved to procure certain goods or services which may be needed by his unit
or to satisfy his personal needs or desires, the higher will be the 2cost of money®
collected or retained by the supplier.

The fact that the cash generated as a result of the conversion process has been
acleared® and all administrative requirements complied with on paper, facilitates the
misappropriation of such cash by an unscrupulous military commander. The cash
becomes very difficult to trace.” So that he could increase the amount of cash he can
personally appropriate, such a commander might try to skimp on support funds for his
unit and release just enough for it to operate at bare subsistence level. This would
certainly neglect basic upkeep resulting in the gradual deterioration of physical facilities

T appears to the Commission that the practice of conversion is extensive and deep-seated in the AFP.
The AFP Comptroller General, MGen. Carlos C. Garcia, J6, AFP, stated that he regards “conversion” as
problematical only when the “converted cash” [i.e., the cash generated by resort to conversion], is used for
illegal or unauthorized purposes. The suggestion, apparently, is that the practice of conversion is not
inherently objectionable and it is the use made of the cash generated that determines the legality or
acceptability of “conversion”. (Testimony of MGen. Carlos C. Garcia before the Commission, on 29
August 2003.)

Such a suggestion disregards the other illegalities entailed by conversion: e.g., disregard by AFP
commanders of the AFP’s own regulations. Further, the Commission considers that the AFP should
forestall its commanders placing themselves in situations of severe conflicts of interest, where the diversion
of “converted funds” to the satisfaction of personal desires of commanders may appear so attractive and
easy to get away with. No one has a right to be surprised when commanders succumb, with alarming
frequency, to such attractions.
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and induce operational shortcomings or other weaknesses that would adversely affect its

performance.

When one visits an AFP Office or Field Unit, one may wonder to what extent
conversion has played a part in the poverty or splendor of that Field Unit or Office. And
as the contagion of conversion is allowed to spread through failure of leadership,
incompetence, or human greed, the danger of collapse of the AFP from within may be
expected to rise. The tragedy is that such failure of the military organization would

almost certainly push the Republic itself to the brink of disaster.

Primarily, the Maintenance and Other Operating Expenses (MOOE) fund of an
AFP major service unit is tapped for conversion. A specific conversion process begins
when the unit comptroller receives the Sub-Allotment Advice (SAA) of the unit’s
quarterly MOOE from the comptroller of the major service unit involved. The SAA is
referred by the comptroller to the unit’s Operating Program Budget (OPB) to determine
the more specific category of expenditure which the SAA is supposed to fund. The
comptroller then informs the commander of the unit involved that the SAA has been
received and advises his superior on the manner in which it may be utilized so far as
concerns, projects or activities specifically found in the OPB. Not surprisingly, a unit
commander tends to follow the comptroller’s advice on how this SAA can be utilized to
generate either cash or particular equipment and supplies. But the decision to engage in

conversion is the commander’s.

2. “Centrally Managed Funds” and “Contingency Funds”

We have noted above that commanders resorting to conversion have commonly
tapped Maintenance and Other Operation Expenses (MOOE). To understand why, it is
useful to note the budgetary process relating to the AFP.
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The budgetary process begins with the receipt of a “Budget Call for Estimates”, a
document issued by the Department of Budget and Management (DBM) reminding the
AFP to prepare budgetary estimates in accordance with approved overall budget ceilings
and parameters. A consolidated budgetary estimate from the AFP major components:
GHQ, PA, PN, and PAF, is submitted to the CSAFP, for submission to the DND. DND
presents the DND budget proposal to DBM for consolidation into the National

Government’s budget which is forwarded to both Houses of Congress.

After approval of the GAA, the DBM releases portions of the budgetary
allocation for each AFP major component, on a quarterly basis, and additional releases as
the need arises. Each AFP component has its own programs and discretion to allocate

funds to subcomponents based on agreed priorities.

The budgetary allocations of an AFP major service unit principally consist of (a)
Personnel Expenses and (b) Maintenance and Other Operating Expenses (MOOE). GHQ
and the offices of the commanders of the respective major service units withhold thirty
percent (30%) or more from the total annual MOOE allocated to the AFP and to each
major service unit, respectively. The funds withheld are then referred to as “Centrally

Managed Funds” (CMF):

“The Maintenance Operating Expense Budget of the AFP for CY
2003 amounts to P9.1 Billion, and this is distributed as follows: We have
Direct Support Funds (DSF) P2.5 Billion; Centrally Managed Funds
(CMF), which is what they call the retained fund or retentions in the
amount of P4.4 Billion; Operational Enhancement Fund (OEF) P903
Million; DBM Reserve P829 Million and the General Administrative and
Support Services or what we call the Command and Management Fund in
the amount of P531 Million. The next component of operational support
is the centrally managed funds or the retention.”

¥ Testimony of MGen. Carlos C. Garcia before the Commission, on 29 August 2003.
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The Centrally Managed Funds may partly or wholly be treated as “Contingency
Funds” by the commander and disbursed at his discretion to support other requirements
not foreseen or specifically included in the regular budget program (OPB) of the major

service unit.

In theory, there are certain advantages which the AFP can derive from the

retention of “Centrally Managed Funds”:

“economies of scale; commonality of requirements; insured
standardization and uniformity of specifications of goods to be procured,
non-availability of peculiar articles in the field; unburdened operating
units of administrative and logistics concern; the flexibility of the Chief of
Staff AFP to channel resources to priority area.”

These advantages, however, may remain merely theoretical. A very substantive problem
is that of implementing the requirements of transparency and accountability in respect of
“Contingency Funds”. Not surprisingly, a significant portion of “Contingency Funds”
may wind up as personal assets (e.g., cars, house and lot, etc.), or in the personal bank

account of a commander.

3. “Washing”

“Washing” is the term applied to “laundering” of funds which result from
converting the SAA allocated to a particular AFP service unit into cash. “Washing”
refers to conversion which is effected not by the AFP service unit to which the SAA
pertains, but rather by another AFP operating unit, the commander of which may be
unusually accommodating and friendly to the commander of the first operating unit. The
“laundering” service rendered by the second AFP service unit attracts a certain “cost” or
“fee”: ten to twenty percent (10% to 20%) of the amount covered by the SAA is left with

the service unit doing the “washing” and this amount may, for instance be distributed

° Ibid.
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among the various signatories of a purchase order involved in the conversion process.
The 2laundering fee® is in addition to the cost of money® retained by the supplier doing
the paper work.

It is, of course, not possible to determine with any specificity the extent to which
conversion and @washing® are resorted to by commanders of AFP service units. The
information received by the Commission in the course of its fact-finding inquiries
provides reasonable grounds to believe that conversion is a fairly widespread practice in
AFP procurement. Not all of the cash or goods resulting from recourse to conversion
may be misappropriated by the commander of the unit involved and indeed, it may be
very difficult for an outside agency to determine whether or not such misappropriation in
fact occurred. It appears, however, to the Commission that a very substantial penalty is
being paid by the AFP or the Government itself for permitting its procurement

procedures to remain in their present lengthy, complex, and multi-layered form.

4. 2Rigged Bidding®

Conversion is not the only form of irregularity that haunts the AFP procurement
system. Collusion between officers involved in procurement and dealers may result in
arigged bidding® where a favored supplier or contractor is identified before hand and
aalowed® to win the award.  In some cases, multiple bidders may appear to prevent
declaration of the bidding as a failed bidding. The multiple bidders may, however, turn
out to be companies owned by one and the same person or group. Consider the following

example:

°Sometime in 1995, ... PhP 64,982,600.00 was particularly
allocated for the Philippine marines (PMAR) project at the Marine
Training Base, Ternate, Cavite broken down as follows:



Date SAA No. | Amount (PhP) Purpose

07 September 95 3797C 12,000.000.00 | Rehab of 6km Main
Access Road
18 September 95 3960M 8,037,000.00 Construction of
Open Canal/
Drainage
21 February 96 0492C 2,600,000.00 Construction of
Medical Dental
Building
08 March 96 0681C 25,400,000.00 Construction of
PMAR facilities
01 July 96 2509C 2,374,000.00 Construction of
Deep/Pump
House/Reservoir

TOTAL - 64,982,600.00

The road was only partially completed; but the amount of PhP 65M
had already been consumed. Philippine Marine Officials claimed that the
amount was insufficient to complete the project. However, verification
with the Naval Civil Engineer’s Office showed that the suppliers, Berlyn
Construction and NB Cast as well as the several cheque payments to
Catzar Trading were encashed into one (1) FEBTC Account. Berlyn
Construction and NB Cast were found out have the same building address
with identical business telephone nos.”'?

5. Purchase Order (PO) Splitting

The splitting of purchase orders takes place where the quantity of goods or
services being procured is covered by several purchase orders, with each PO setting out
only a limited amount that falls within the signing authority of the commander of the
service unit doing the procurement. Sometimes the splitting of purchase orders is

resorted to in order to speed up the procurement process, since then the papers do not

19 Report submitted by the Office of the Deputy Ombudsman for the Military to the Commission dated 10
September 2003.
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have to be elevated to higher headquarters. But this practice tends to be used as a screen

to avoid scrutiny of the transaction considered as a whole. To cite an example:

“In the procurement of 500 units of US Kevlar helmets involving a
total amount of P3,865,310.00 for use of the Philippine Marine Corps.
The total amount was split into fourteen (14) purchase orders and seven
(7) suppliers, each consisted an amount of P300,000.00. ... The Naval
Internal Auditors found that only two (2) of the seven (7) suppliers were
legitimate. ... the full payment for the Kevlar helmets was made without
delivery...” Later, “299 units of Kevlar helmets (made in Taiwan, not
US) were delivered and to date the balance of 201 units remain
undelivered.”!! (Emphasis added.)

Another case illustrates recourse to the splitting of POs combined with a “rigged

bidding” or no bidding at all, resulting in a “ghost” delivery or under-delivery as the

following example shows:

“This pertains to an anonymous complaint relative to the alleged
irregularities in the procurement of the Combat Clothing for candidate
soldiers by the Army Support Command, Phil. Army, Fort Bonifacio,
Makati worth P37,214,580.00. The fund was released Under Advice of
Allotment No. 2003-01/100/2200-96 for the procurement of enlistment
clothing allowance of 2,500 candidate soldiers on March 4, 2003. The
anonymous complainant averred that no public bidding was conducted for
the procurement of the said CCIE. The quality of the delivered combat
clothing were “poor quality”...Initial findings revealed that there were no
public bidding conducted by the said unit to procure ... Several
procurement directives per Infantry Battalion were issued authorizing the
purchase of the said item, which involve an amount less than P 1 million,
that it may not be subject to public bidding as provided for the Executive
Order No. 40.”' (Emphasis added.)

" 1bia.

12 1bid.
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6. Other Problems

a. Ammunition

Much like the AFP procurement system, the distribution system for AFP firearms
and ammunition is governed by administrative policies and regulations.”> The complaints
raised at Oakwood about arms and ammunition allegedly sold to groups hostile to the

Republic will be examined in the light of these regulations and policies.

The distribution system for arms and ammunition attempts to be responsive to the
needs of the tactical units who are the end-users. The system has to be sufficiently
flexible to adapt to the needs which may change suddenly because of the forces of nature
or the incidence of hostile action. In the effort to provide flexibility, numerous Forward
Service Support Unit (FSSU) and Military Supply Units (MSU) have been established in
the various regions of the archipelago. The replenishment of ammunition used by a

service unit is secured by a process which includes the following:

(a) The concerned AFP unit submits an After Battle Report (ABR) to the area
commander to which the unit belongs.

(b) The area commander signs a request for the replenishment of ammunition
and forwards the same to the nearest FSSU or MSU.

(c) A Request and Issue Voucher (RIV) which details the quantity and type of
ammunition is accomplished.

(d) Before transport of the ammunition requested to the requesting unit, a
Tally Out form is completed to check the quantity and type of ammunition
withdrawn from the FSSU or MSU.

(e) The FSSU/MSU dispatches a radio message to the receiving or destination
unit that the cargo of ammunition has been claimed and is on its way.

' These administrative policies and regulations include (a) AFPR G-400-031 dated April 21, 1992
(Security, Maintenance and Surveillance of Ammunition in the AFP); (b) AFPPR G-141-021 dated March
9, 1993 (Safeguarding and Storage of Small Arms Ammunition); (c). AFPR G-401-141 dated February
22, 1994 (Accounting of Issuance of Firearms and Ammunition to AFP Personnel); (d) Circular Nr 1
dated January 11, 1993 (Ammunition Basic Load and Issuances).



Despite the numerous safeguards with respect to the proper storage, distribution,

and disposal of firearms and ammunition, AFP firearms and ammunition do get lost or

fall into the hands of criminal elements or groups that pose threats to the national

security. This may be due to one or more of the following factors:

(a)
(b)

(©)
(d)

(e

()

€9

(h)

Individual sale by a soldier of ammunition issued to him.

Pilferage from the stock of ammunition maintained by a service
unit and subsequent sale of such ammunition.

Illegal issuances or transfers of ammunition

A military camp where the ammunition is stocked and stored may
be overrun by hostile forces.

As a result of encounters and ambuscades by hostile forces,
soldiers may lose ammunition assigned and distributed to them.

During a mutiny or attempted coup d'etat, firearms and
ammunition may be stolen from the arsenal, armory or other place
of storage of a service unit.

Firearms and ammunition are sometimes issued (knowingly or
inadvertently) to defunct military units

Soldiers who go on Absence Without Official Leave (AWOL)
might take along the weapons and ammunition assigned to them.

The following case exemplifies a transfer or issuance of ammunition attended by

failure of documentation but eventually held excusable:

While the Office of the Chief of the Chemical and Ordnance

Service (OTCOCS) of the AFP was monitoring the status of stock transfer
last September 2002, personnel of its Ammo Branch discovered that the
6" FSSU received six-hundred twenty-one thousand six hundred

(621,600) cartridges of 5.56 mm ammunition but was never reflected in its

reports. Records showed that the shipment arrived at the Iloilo City pier
sometime in March 2002. In abid to avoid ‘double handling', the Supply
Officer (G4) of 3" Infantry Division (3ID) based in Jamindan, Capiz had
the supplies unloaded and transported directly to 3ID Headquarters

without proper documentation but with the approval of the Commander of

the 6™ FSSU. Idedlly, the said ammunition was to be transported first to
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the 6™ FSSU facility in Camp Delgado, Iloilo City for proper storage and
accounting before it could be issued to end-users. Findings revealed that
the 621,600 rounds of ammunition were still intact and in the possession
of the 3ID. The Investigation Report also stated that “the alleged
diversion ... of ammunition was acted in good faith in facilitating the
transport of said cargo and no other malicious intent, much less criminal
liability except failure to coordinate/secure clearance from higher
Headquarters...”'* The officers involved were admonished for their
actions and the case was subsequently dropped and closed.

Another case of the diversion of ammunition occurred sometime in December

1997 but this time the cargo ended up in civilian hands:

Records show that sometime on December 28, 1997, ammunition
replenishments _officially intended for the 103™ Brigade, 1% Infantry
Division, PA and the 3" Marine Brigade of the Philippine Marines never got
to them but were apparently diverted to the Special Para-Military Force
(SPMF) or ‘Magic 8’ in J 0lo.'*> The then SOUTHCOM Commander, Lt.Gen.
Romeo Padiernos (Ret), admitted that he authorized the transfer of
ammunition to the men of Mayor Bagis (one of the ‘Magic 8’) but only for
Garand ammunition'®.  However, Captain Luna’s testimony on the
composition of the transferred ammunition coincided with the documents
retrieved from the 9" FSSU in Zamboanga City. In addition, Gen. Narciso
Abaya stated that “we have not come across any written directive or AFP
policy that authorizes the transfer of firearms and/or ammunition to
paramilitary forces ... This is a continuing concern in our Internal Security
Campaign as there continues to be non-AFP, but government-recognized
groups in Mindanao, a situation that resembles the status of the ‘Magic 8.""

The AFP has acknowledged limitations on its ability to counter-check the
accuracy of field reports on the status of firearms and ammunition. It has also stressed

the need to be electronically connected to various AFP depots nationwide so as to achieve

Investigation Report submitted by 31D to the CS,AFP dated 23 September 2003

15 Exhibit ‘W” (Affidavit of Capt Danilo F. Luna dated August 5, 2003.)

16 Testimony of Lt. Gen. Romeo B. Padiernos (Ret) before the Commission dated 29 August 2003.

7" Letter to the Fact Finding Commission by the CS, AFP dated 29 September 2003.
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immediate verification of the accuracy of the inventories reportedly maintained in such
depots. Despite limitations on its ability to counter-check field reports, the AFP has
investigated and brought to court a number of erring AFP personnel. Thus, there are six
(6) Dropped and Closed cases, one (1) Discharged, nine (9) under military court

investigation, and six (6) pending before regular courts of justice.18

b. Petroleum, Oil and Lubricants (collectively “POL”)

POL products are obviously important for military operations.  Petron
Corporation is presently the sole supplier to the AFP of POL products. For calendar year
2003, the POL allocation of the AFP is one thousand seven hundred twenty-one million
pesos (P1,721 Million), representing nineteen percent (19%) of the MOOE for this yeaur.19

The AFP Quarter Master General (Quarter Master) has charge of distributing POL
products to AFP units. The Quarter Master initiates the distribution of fuel allocation to
operating units of the AFP by issuing a delivery advice to such units. Upon receipt of
this advice from the Quarter Master, the AFP unit contacts the nearest Petron Bulk Plant
and arranges for the delivery of fuel to the AFP base fuel dump by means of tank trucks
or lorry trucks. That fuel is stored in the base fuel dump and from there distributed to

AFP operating units.

The conversion of fuel into cash has at times been practiced in the AFP. The
Commission has no way of determining with any precision the extent of this particular
conversion practice but believes such practice is not insubstantial. Cash is generated
through the unauthorized sale of fuel by an AFP base fuel dump to private sector gas
stations or end users at a lower price. The cash resulting from this conversion may be
used either for requirements of the AFP unit or end up in a commander’s private pocket.

The fuel directed to be delivered to an AFP unit’s fuel dump might be less than the

'® Testimony of MGen. Cicero Castellano before the Commission dated 29 August 2003.

19 “FY 2003 AFP POL Allocation,” submitted to the Commission by J6, AFP, dated 6 October 2003.
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amount stated in the delivery advice from the Quarter Master. The difference could be
converted into cash by pre-arranged sale to a commercial gas station. More simply,
notwithstanding the delivery advice, no fuel at all might be hauled to an AFP base fuel
dump and instead delivered to a commercial gas station. The documentation of the
transaction will show proof of delivery to the AFP unit and would otherwise be generally

in order. But the diverted delivery or “ghost” delivery is in effect transformed into cash.

D. The AFP Grievance Mechanism: The Limitations of Internal Controls

The AFP grievance apparatus is part of an AFP internal process designed to
address problems, gripes, or complaints and to find solutions to various issues
confronting the AFP and its personnel. The system is intended to help commanders, staff
officers, and the AFP policy and decision makers to resolve conflicts within the military

organization and to institute internal reforms.

There are many types of grievances that may be brought up to the AFP grievance
apparatus. For present purposes, however, we will focus on the machinery only to the
extent that it deals with problems or conflicts integral with the problems of graft and
corruption, favoritism, and other grievances like those given expression by the officers
and enlisted personnel who went to Oakwood. The grievance machinery was established
to provide organizational due process consisting of established procedures for handling
complaints and grievances, provide protection and unity of action for resorting to such
procedures, and systematic and thorough review of the substance of the complaints and

grievances. There are at least two (2) aspects of this machinery that need to be noted.

First, there is the Chain of Command which is a continuous line of authority that
links all individuals in the AFP and specifies who reports to whom. An issue is raised by
a soldier. The soldier asks his supervisor to discuss the problem and examine its various
aspects. On the supervisor’s level, he will normally seek to find ways and means to

resolve the problem. If he is unable to do so to his satisfaction, he may elevate the issue



to the next level in the Chain of Command. If on the latter level, the grievance is still
unsettled, the grievance can be elevated still further to the next level. In other words, the
issue may continue to climb up the Chain of Command passing through each link or level

in the effort to find a solution.

The second aspect to be noted relates to certain staff officers or entities that may
enter the picture to resolve particular protests or grievances. These are: the Office of the
Inspector General (IG); the Office of Ethical Standards and Public Accountability
(OESPA); and the Office of the Provost Martial (PM). The IG looks into the
effectiveness of the utilization of resources, the state of morale and welfare of personnel,
and the operational readiness of service units. OESPA conducts investigations of charges
of graft and corruption and related cases. The PM focuses upon violations of military
regulations by military personnel. Grievances or disputes that can be resolved at a lower
level of the Chain of Command may be brought before these offices for possible

disposition.

The AFP grievance apparatus, however, has certain structural limitations which
essentially arise from the nature of the military institution in which it must function. The
military has strong traditions that follow certain norms peculiar to a military organization.
The basic indoctrination of a soldier is to follow orders given by a superior and not to ask
why. Thus, the military is different from the private sector of the community in that
among the military gripes are accepted, but can be resolved only up to certain levels of
the hierarchy. Decisions of senior officers can not be countermanded by officers or
personnel subordinate in rank. The discretionary power of the commander of a major
service unit in making decisions is, as a practical matter, absolute. Commanders
customarily invoke the notion of 2command responsibility® as justification for their
being vested with the power to make the final choice.

In truth, of course, very few officers and soldiers have the courage to present a
complaint directly to the commanding officer. It issimply unreal to expect an officer or
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soldier to bring to his immediate superior, and much less to the commanding officer
directly, a complaint to the effect that the commanding officer is probably guilty of a
corrupt and illegal act, such as pocketing the cash realized through a resort to conversion.
Most military personnel are apprehensive that, if they criticize a senior officer, they could
become “marked men” who could subsequently be given a “hard time”, e.g., assignment
to a non-performing department, curtailing of privileges, delay in consideration for

promotion, and so forth.

In short, military culture is an authoritarian culture and natural status barriers
exist between enlisted men and officers and between junior officers and senior officers.
In a context which includes such culture and barriers, internal mechanisms alone cannot

realistically be expected to do away with the problems of corruption control.

E. Recommendations of the Commission

In respect of the procurement system of the AFP and the very substantial

problems relating thereto, the Commission puts forward the following recommendations:

1. Simplify AFP procurement procedures - The procurement procedures of
the AFP should be drastically simplified to reduce the incentives for conversion and other

b

forms of misappropriation of public funds. The “cost of money” is in effect a heavy
penalty paid by AFP service units for complying with the complex requirements of the

AFP’s own procurement procedures.

2. Control commanders’ discretionary powers over the CMF - The
requirements of transparency should be made more stringent to control the discretionary
powers of commanders in the disbursement or retention of “Centrally Managed Funds,”
and correspondingly increasing the accountability of such commanders in respect of such

disbursements.
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3. Reduce the amount of CMF in GHQ/service HQ hands - The ability of the
GHQ AFP to retain “Centrally Managed Funds” (CFM) should be reduced by distributing
more of such funds to the HQ of each of the major services of the AFP, after careful
review. Similarly, the ability of the HQ of each of the major service units to retain
“Centrally Managed Funds of, e.g., the PA, should be reduced by distributing more of

such funds to, e.g., the Division Commanders.

4, Strictly implement control measures over supplies - Existing control
measures in respect of the management of issued or acquired supplies should be strictly
implemented and substantive penalties imposed for failure of supervision by commanders

of service units, including relief from command.

5. Set tenure limits for AFP finance and procurement officers - Tenure limits
should be set for comptrollers, logistics officers, procurement, and special disbursing
officers to a maximum of, e.g., four (4) years. Two (2) years each for junior and senior
positions, respectively would appear reasonable. The ability of AFP operating units to
receive cash advances should be increased (presently limited to 10%) of total annual

MOOE Funds.

6. Establish an autonomous Internal Affairs office (IAO) - Apropos, the
fundamental limitations of the existing AFP grievance mechanism to deal with the
problems of corruption control in the AFP, one recommendation that may be made is that
an Internal Affairs Office (IAO) that can handle grievances of AFP personnel, outside of

the Chain of Command, should be organized as an entity separate from the AFP and

reporting directly to the Commander-in-Chief, that is, the President. Possibly, the Office
of the Inspector General (IG) and the Office of Ethical Standards and Public
Accountability (OESPA) could be merged into such an IAO. If and when established, the

existence of such IAO should be brought home to AFP personnel by a countrywide

information drive.
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IV.  Modernizing the AFP: Funding and Consequential Problems
A. Introduction

Some of the issues raised by the Oakwood officers and soldiers relate to the
morale and welfare of AFP personnel. Two (2) of these issues are summed up in the

Cimatu Report on the discussions at Oakwood on 27 July 2003, in the following terms:

“Personnel Morale and Welfare

a. The AFP has a very strained and low standard medical and health
service delivery system. The services provided by the AFP
hospitals have long been below standard and inadequate for the
needs of the soldiers and their families;

b. The AFP housing program is way behind its target goal of
providing quarters to its personnel. In the Bonifacio Naval Station
alone, 70% of the occupants are retired and refuse to vacate the
residences that are supposed to be awarded to officers in the active
service. Three Military Commandants have failed to evict the
retired officers who have successfully sought legal protection. ...”

The specific problems relating to the medical and health service delivery system of the AFP
are dealt with in another portion of the Report of the Commission. In this section of the
Commission’s Report, we propose to deal with certain aspects that we have found to be
common with respect to the medical and health service delivery system of the AFP, the
housing program of the AFP, and the poor and semi-obsolete character of much of the
equipment and weaponry of the AFP. We deal principally with these common aspects under
the rubric of the “AFP Modernization Program”, since such program was designed to address,
among other things, the medical and health service problems, the housing problems of the

AFP, and the acquisition of new equipment and weapon systems for the AFP.
B. The Sad and Obsolete State of AFP Equipage

The so-called AFP Modernization effort is really just an upgrade program

designed to bring the combat-ready status of the AFP to a minimum acceptable level
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since, at present, it is way below even that modest benchmark. It has been that way since

the ~70s with the state of AFP equipage having inexorably deteriorated over the years.

Severe limitations in funding support, a succession of world-wide economic
crises, poor planning, indifferent decision making, and seeming irrationality in the
disposition of modernization funds (as detailed in this report) have effectively combined
to stunt the growth of the Armed Forces. Looking at the AFP budget from various angles
- in terms of per capita, percent of GNP or percent of national budget, and other such

standards - the AFP can easily qualify as one of the cheapest armies in the world.

Among of the most telling weaknesses of the AFP is its equipage. Based on
complaints aired by soldiersin the field as well as assessments of those at Headquarters,

the most obvious problems are briefly discussed below, by branch of service:

Army * Crying out for immediate attention is the plight of wounded soldiers who
cannot be airlifted immediately to the nearest medical facility. The macabre but true story
of a dead soldier being carried around for three (3) days by a combat patrol for lack of a
helicopter to pick up the body, was recounted to the Commission during its visit to the
front linesin the South.

Army units still use old model radios which require dozens of D-sized batteries
that are quickly drained of power. Even a two or three (2 or 3 day) patrol would entail
lugging around heavy bags full of replacement batteries + an anachronism in these digital
times when some reasonably-priced commercial models with wafer-thin but long-lasting
lithium batteries can easily fit into one's pocket.

The condition of basic weapons arouses concern. Most of the M-16s have to be
replaced by new ones. Some of these rifles are so ancient that they literally look like

relics, and they easily malfunction. No new pistols have been issued since the "60s.
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Transport and combat vehicles are comparatively small in number. A visit to a
Military Supply Unit (MSU) in Zamboanga City revealed many carcasses of old vehicles

lying around in depots, cannibalized and eviscerated.

Navy - The capability of the Navy for mine warfare, anti-submarine operations,
and airborne maritime patrol have been allowed to atrophy. The elemental need for patrol
and service ships remain and has become more urgent over time. Professional progress by
officers through the established billets aboardship is seriously curtailed. Many officers
reach the rank of Navy Captain (Colonel in the Army) without completing their billet
assignments, while others may not even have gone aboardship at all. Only few can earn

the prestigious and professionally all-important Command Badge.

The Navy has vast sea areas to protect that cannot be adequately covered by
seaborne patrol alone. Even if we double or triple the number of patrol vessels,
smuggling goes unabated and poaching and destruction of fish, coral, and other marine
life are rampant. The Kalayaan Group of Islands (KIG) in the Western Frontier can only

be adequately covered by long-range maritime patrol aircraft.

Air Force — The PAF should have capability both for external defense and for
operations against internal threats. With its transport aircraft inventory severely depleted,
and the number of its combat jets down to virtually nil, the PAF has been limited to its

current role of close air support for ground forces.

Even in that regard, however, it is hampered by, among other problems, poor pilot
to aircraft ratio.” Some two hundred forty (240) combat pilots compete for around sixty
(60) operational aircraft. Moreover, at any given time, there are forty to fifty (40-50)
trainee pilots forced to queue for the use of three (3) trainer planes. With many cadets
recruited among civilians, PMA graduates must wait in line although in their case

Government has already spent much money to put them through cadet training.

20 See Section VII below entitled “The Problem of Pilot to Aircraft Ratio.”
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C. The AFP Modernization Act and the AFP Modernization Trust Fund

On 23 February 1995, Republic Act No. 7898, known as the “AFP Modernization
Act”, was signed by the President. In this Act, the principal components of the AFP

Modernization Program were set out in the following terms:

(a) force restructuring and organizational development;

(b) capability, material, and technology development including the
acquisition of new equipment and weapon systems and the phase out
of uneconomical and obsolete major equipment and weapon systems
in the AFP inventory; and

(c) bases and support system development, which includes the provision
of “adequate support systems and housing facilities to AFP units and
personnel”, human resource development, including the improvement
of “the quality of life of soldiers and their families”, and the re-
orientation of “values of all personnel in the AFP”. (Section 4,
Republic Act No. 7898.)

The problem that runs through the particular complaints raised by the Oakwood officers
and soldiers, and as well by AFP personnel and soldiers in other parts of the country
(Zamboanga City and Basilan), relates to the very limited funding made available for the
carrying out of the various principal components of the AFP Modernization Program. The
Commission’s inquiry into the matter of funding in turn made us acutely aware of certain
problems which severely affect the ability of the AFP to, for instance, provide improved
housing and adequate medical and dental services for AFP personnel, as well as to

implement the other components of its modernization program.

On 30 March 1992, Republic Act No. 7227, known as the “Bases Conversion and
Development Act of 1992”7, was promulgated. This Act empowered the President to
authorize the Bases Conversion Development Authority (BCDA) to sell or otherwise

dispose of Metropolitan Manila military camps including Fort Bonifacio.”' The proceeds

21 Section 8, Republic Act No. 7227.
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of such sale or transfer — thirty-two and a half percent (32.5%) of which was allocated to

the AFP — net of all expenses related to the sale, were authorized to be used for

“the transfer of the AFP military camps and the construction of new camps, the
self-reliance and modernization program of the AFP, the concessional and long-
term housing loan assistance and livelihood assistance to AFP officers and
enlisted men and their families, and the rehabilitation and expansion of the AFP
medical facilities.” (Emphases added.)

The statute envisaged a two (2) phase sales program in respect of Fort Bonifacio:
(1) Phase I- for immediate disposal --- 498.40 hectares; and (2) Phase II --- 224.90

hectares, or a grand total of 723.30 hectares of Fort Bonifacio lands.

Strangely enough, the source of funding for the AFP Modernization Program was
approved by Congress even before approval of the AFP Modernization Act itself. On 23
February 1995 (three years after the Bases Conversion and Development Act of 1992 was
enacted) the AFP Modernization Act (Republic Act No. 7898) was promulgated. Section
11 of this statute established an “AFP Modernization Act Trust Fund” (AFP-MATF) to
be used exclusively for the lodging of funds to be devoted to implementation of the AFP
Modernization Program. The AFP-MATF was to be funded from the following

identified sources:

(13

a. Appropriations for the AFP Modernization Program;

b. The proceeds from the sale, lease or joint development of military
reservations, as may be authorized by Congress, include such
immovable and other facilities as may be found therein, not covered by
the Bases Conversion Development Act, as provided for in R.A. No.
7227,

c. Shares of the AFP from the proceeds of the sale of military camp
provided for under R.A. No. 7227;

d. Proceeds from the sale of the products of the government arsenal;

e. The proceeds from the disposal of excess and/or uneconomically
repairable equipment and other movable assets of the AFP and the
government arsenal;
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f. Funds from the budgetary surplus, if any, as may be authorized by
Congress subject to the provisions of Section 8 of this Act;

g. All interest income of the Trust Fund.” (Section 11, R.A. No. 7898;

underscoring added)

The next day, i.e., 24 February 1995, Republic Act No. 7917, amending Section 8
(d) of Republic Act No. 7227 by increasing the allocated share of the AFP in the
proceeds of sales or transfers of military camps from thirty-two and a half to thirty-five
percent (32.5% to 35%), was approved. At the same time, this amendatory statute added

a list of fifteen (15) government agencies that would share, in specified percentages, in

the proceeds generated by the sale of the AFP military camps.**

22
Beneficiary-Agencies Share

a. | For the account of the Bases Conversion Development Authority 27.5%

b. | For the account of the National Housing Authority, National 12%
Home Mortgage Finance Corporation and Home Insurance and
Guaranty Corporation

c. | For the account of the Philippine Health Insurance Corporation 3%

d. | For the account of the Department of Public Works and 5%
Highways and Department of Transportation and
Communications

e. | For the account of the Philippine Veterans Affairs Office 2%

f. | For the account of the Commission on Higher Education 1%

g. | For the account of the Department of Science and Technology 2%

h. | For the account of the Office of the Secretary, Department of 1%
Justice and the Ombudsman

1. For the account of the National Bureau of Investigation, Bureau 2% but not to
of Corrections, Philippine National Police and the Bureau of Jail exceed P2 Billion
Management and Penology

j- | For the account of the Supreme Court of the Philippines and the 1% but not to
Lower Courts, Sandiganbayan, Court of Appeals and Court of exceed P1 Billion
Tax Appeals

k. | For the account of the Department of Education, Culture and 2%
Sports and Department of Social Welfare and Development

1. | For the account of the Department of Labor and Employment 2% but not to

exceed P5 Million

m. | For the Department of Social Welfare and Development 1%

n. | For the account of the Mount Pinatubo Assistance, Rehabilitation 3%
and Development Fund

0. | For the account of the Philippine Economic Zone Authority 2%
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Republic Act No. 7917 also set out a provision stating that the proceeds of sales
of the military camps were “deemed appropriated” for the purposes specified in Republic

Act No.7227, the Bases Conversion and Development Act, as amended.

D. Sale of Fort Bonifacio Properties by the BCDA

The major injection of funds into the AFP-MATF was to come from the BCDA.
By 19 March 1995, the BCDA had sold two hundred fourteen (214) hectares of Fort
Bonifacio land to the Bonifacio Land Corporation (BLC) and promptly started remitting
the proceeds to, inter alia, the AFP-MATF. By 9 December 1997, the BCDA had
remitted the total net proceeds of the sale of two hundred fourteen (214) hectares of Fort
Bonifacio land, amounting to twenty two billion pesos (P22 Billion). The thirty-five
percent (35%) share of the AFP amounted to seven billion eight hundred seventeen

million pesos (P7.817 Billion).

On 17 September 1999, however, the sale of land to the BLC was partially
rescinded. BLC returned to the BCDA sixty-four (64) hectares of land for failure of the
BCDA to transfer peaceful possession of such land to the buyer BLC. This sixty-four

(64) hectare-piece of land had been physically taken over by numerous civilian and

retired AFP squatters. The BCDA had tried to eject the squatters but failed. A fire-fight

ensued between the squatters (some of whom had firearms) and the police and security

personnel of the BCDA, and a number of deaths ensued. The BCDA gave up its efforts

to recover physical possession of the area held by the squatters.23 Accordingly, only one

hundred fifty (150) hectares were effectively sold by the BCDA to the BLC, which

generated total net proceeds of fifteen billion six hundred seventy million pesos (P15.670

2 (Cont.)
See Section 8 (d) of R.A. No. 7227 as amended by R.A. No. 7917, in relation to Sections 4.52-4.56 of

Administrative Order No. 236. Save for the BCDA, no visible relationship between the functions of the
various beneficiary agencies and the AFP Modernization Program appears.

2 Yetter dated 5 September 2003 from BCDA President and CEO Rufo Colayco, to the Commission.
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Billion). The thirty-five percent (35%) share of the AFP was, accordingly, reduced to five
billion four hundred eighty-four million pesos (P5.484 Billion).

E. Actual Status of the AFP-MATTF as of August 2003

On 8 January 1996 (or approximately two (2) years before full remittance of the net
proceeds of the initial sale of Fort Bonifacio lands, or just as the BCDA started remitting
the proceeds of the sales of the Fort Bonifacio land), Administrative Order No. 236 was
issued by the President of the Philippines. This Administrative Order directed the BCDA
to remit the proceeds of the sales of government lands under Republic Act No. 7227, as
amended, to the General Fund of the Government in the National Treasury. The
Administrative Order in turn required the Bureau of Treasury to set up separate Special
Accounts in the General Fund, that is, a Special Account for the AFP-MATF and Special
Accounts for each of the other beneficiary-agencies. The BCDA complied with the
requirements of the Administrative Order and remitted the thirty-five percent (35%) share

of the AFP to the National Treasury for credit to the Special Account of the AFP-MATF.

The effects of the remittance of the AFP share of the Fort Bonifacio proceeds to the

National Treasury include the following:

(1) The funds pertaining to the AFP became commingled with all other funds
of the National Government in the National Treasury. Because money is fungible in
nature, this meant that the funds of the AFP-MATF were in effect used for the budgeted

expenses of the AFP and other agencies of the National Government. In recognition of

such use, the Bureau of the Treasury upon request of the AFP, started crediting the MATF
with a certain amount of interest income. Operationally, this meant that disbursements for
approved specified projects included in the AFP Modernization Program needed to be
included in the budget of disbursements of the National Government prepared by the DBM
for each year. This system does not necessarily prejudice the AFP Modernization Program

since the gestation period of some specific modernization projects could be substantial and
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could well be booked months, perhaps a year, in advance of actual

disbursement.

(2) At the same time, the ability of the National Treasury actually to disburse
funds for approved AFP modernization projects has, among things, to depend upon the

actual level of tax revenues achieved by the National Government in any given year.

The Commission has been advised by the DBM that a new and subsequent
appropriation act by Congress was not necessary before disbursement for an approved
modernization project could be effected. The DBM has stated that the “deemed
appropriated” provision in Republic Act No. 7917 has the effect of a ‘“continuing
appropriation” provision.”* Thus, the remittance of the AFP share in the Fort Bonifacio
proceeds to the National Treasury did not mean that a new congressional appropriation

provision would be necessary for actual disbursements of such funds.

The actual status, as of 15 August 2003, of the AFP-MATF in the National

25

Treasury is set out in a footnote below.” It remains only to note that of the BCDA

# Letter addressed to the Commission, dated 28 August 2003, by Undersecretary Mario Relampagos,

DBM.

» Status of the AFP Modernization Fund
As of 15 August 2003 (in Philippine Pesos)
Fund SARO NCA Amount
Source Amount Issued Issued Obligated Balance
From BCDA 5,484,000,000 5,484,000,000 251,339,228 248,764,760 5,235,235,240
From FY 2002
GAA 5,000,000,000 4,035,300,000 - 1,864,371,895 2,170,928,105
(Programmed)
From GAA
Residuum
(@) CY 2000-01 46,225,184 46,225,184 46,225,184 46,225,184 -
(b) CY 2001 10,918,184 5,031,981 623,173 5,031,981 -
From Ayala Lease
271,144,000 271,144,000 271,144,000 158,408,302 112,735,698
10,812,287,368 9,841,701,165 569,331,585 2,322.802,122 7,518,899,043
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remittances totaling five billion four hundred eighty-four million pesos (P5.484 Billion),
a balance of five billion two hundred thirty-five million pesos (P5.235 Billion) remains in
the National Treasury. Only the amount of two hundred fifty-one million pesos (P251
Million) has been covered by an issuance of a Notice of Cash Allotment (NCA),
apparently to support the acquisition of an initial quantity of the new squad automatic

weapon (SAW) for the AFP.

F. Potential Additional Sources of Funding for the AFP-MATF

Because the AFP-MATF is to support not just the acquisition of new and more
modern weapons and weapon systems for the AFP, but also the improvement of the
medical and dental facilities of the AFP and the provision of additional improved housing
for AFP officers and personnel, and because the amounts actually remitted by the BCDA
to the National Treasury for the Special Account of the AFP-MATF amounted only to five
billion four hundred eighty-four million pesos (P5.484 Billion), the Commission inquired
into the potential additional sources of funding for the Modernization Act Trust Fund. As
noted earlier, the BCDA had actually sold only one hundred fifty (150) hectares out of the
total authorized (Phase I) sale of 498.40 hectares of Fort Bonifacio land. The Commission
asked the BCDA whether additional Fort Bonifacio land could be sold in order to augment
the proceeds already remitted to the AFP-MATF. In response, the BCDA provided the

Commission with information which can only be described as startling and appalling.

% (Cont.)

SARO - Special Allotment Release Order
NCA -- Notice of Cash Allocation
GAA -- General Appropriation Act

See letter dated 27 August 2003 to the Commission from Undersecretary Mario Relampagos, DBM, Annex
£6M7’.
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In essence, the BCDA advised the Commission that a total of one hundred
fifty-nine (159) hectares®® of Fort Bonifacio land may be disposed or otherwise
sold,”” over and above the one hundred fifty (150) hectares already sold to the BLC.
Such potential additional sale of Fort Bonifacio land has, however, been attended by very
significant problems. The difficulties encountered by the BCDA in seeking to eject the
civilian and retired military personnel physically occupying the area squatted upon, have
already been referred to above. A program for removing and relocating such squatters

from Fort Bonifacio land will have to be formulated and implemented by the law

% 3. The JUSMAG area ...............ccceveiiieeiinnn, 40  hectares
b. The NOVAI area (Bonifacio Naval Station Area) ..... 47 hectares

c. Philippine Marine Corps Headquarters Area ........ ... 12.4 hectares

d. Squatted area ...........oooiiiiiiiiii 59.6 hectares
159.0 hectares

*’ The BCDA has estimated that if the above-identified properties could be sold at present or in the near

future, it would generate the following net proceeds:
a) JUSMAG Area at P30,000.00 per square meter ......................... P 12.0 Billion

b) NOVAI Area at P30,000.00 per square meter..... P 14.1 Billion
Less: Replication cost .........c.ccvvvevniinenn... 1.5 Billion .....  12.600 Billion

¢) Squatted Area at P12,000.00 per square meter... P7.152 Billion
Less: Assumed Cost of Relocating Squatters
at 50% of selling price...............c..eueee. 3.576 Billion ... 3.576 Billion

TOTAL P 28.176 Billion
X 35% (AFP share)
P _9.8616 Billion

Note that the above estimated BCDA values do not include the potential selling price of the 12.4
hectares constituting the Philippine Marine Corps Area.

In respect of the section of Fort Bonifacio referred to above as the “squatted area”, the BCDA, by letter
dated 13 October 2003, invited the attention of the Commission to Executive Order No. 70 of the President,
dated 11 February 2002. Executive Order No.70 has declared certain sites within Fort Bonifacio with a
total area of 119.94 hectares as “socialized housing sites” which are to be “open for disposition to qualified
occupants and beneficiaries” (Section 1, EO No. 70). It is unclear to the Commission to what extent the
area above referred to as the “squatted area” is, if at all, included in any of the four (4) socialized housing
sites referred to in the Executive Order. The metes and bounds of these sites have yet to be determined by
land surveyors. It appears that areas covered by these sites would be open to acquisition by qualified
beneficiaries by purchase and sale. It is also unclear to what extent on the proceeds of the sale of such lots
to the beneficiaries would be subject to the provisions of Republic Act No. 7227 (the BCDA Act of 1992)
and Republic Act. No. 7898 (AFP Modernization Act).




enforcement agencies of the Republic, in accordance with law and, hopefully, without
bloodshed. Upon the other hand, the JUSMAG and the NOVALI areas are presently the

subject matter of litigation. These litigations need to be described at least briefly.

1. The JUSMAG Area Case

The JUSMAG area previously occupied by officers of the Joint U.S. Military
Advisory Group and their families is right behind the Forbes Park Village in Makati City.

This area consists of approximately forty (40) hectares and the houses and lots therein

are rented out by the AFP Quarters or Housing Board to officers of the major service
units of the AFP. A Contract of Lease covering a particular house and lot is entered into
by the AFP Quarters or Housing Board with the AFP officer to whom the quarters are
allotted or assigned, the rental for which is automatically deducted from the housing
allowance of the lessee-officer involved. Under the Contract, monthly charges for
utilities such as electric power and water services are billed to and paid separately by the
lessee-officer. Under the same Contract, the lessee-officer binds himself to vacate his
assigned quarters on the effective date of his retirement or separation from the service of
the AFP so that the quarters concerned can then be assigned to officers in the active
service eagerly awaiting housing assignments. Many of the officers residing in the
JUSMAG quarters are of general or flag officer rank. Many of them have already
reached compulsory retirement age but, nevertheless, continue to occupy the same

2
quarters.”®

% According to the records of the BCDA, the husbands of the women who constitute the membership of

SHAI, may be grouped as follows (as of 23 October 2002):

AFP Officersin the active services 50
Retired AFP Officers 49
Resigned AFP Officer 1

Deceased AFP Officers 6

TOTAL 106
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On 29 April 1991, the wives of the officers, retired or still in the active service,
occupying AFP quarters at the JUSMAG area in Fort Bonifacio, formed the Southside
Homeowners Association (SHAI). On 30 October 1991, the SHAI was somehow able to
secure a title (Transfer Certificate of Title No. 15084) in its name to the bulk of the
JUSMAG Area (35.5. hectares) from the Register of Deeds of Pasig City, Vicente
Garcia, on the basis of a purported Deed of Sale, allegedly executed by the Director of
the Land Management Bureau Abelardo Palad. The price indicated in the Deed of Sale

was eleven million pesos (P11 Million) or thirty pesos (P30.00) per square meter.

Upon instruction of former President Fidel V. Ramos, on 17 November 1993, the
Republic of the Philippines filed a complaint for the cancellation of the said Transfer
Certificate of Title and for recovery of possession of the land. The Republic argued,

among other things, (1) that the Deed of Sale was a fictitious instrument, Director

* (Cont.)
The officer-husbands may also be grouped by rank (as of 23 October 2002):

Officers in the active service:
General (4 stars, Chief of Staff)
Lt. General (3 stars)
Major General (2 stars)
Brigadier General (1 star)
Colonel
Lt. Colonel
Major
Captain

M‘ — =
SN oo X -

TOTAL

Retired Officers:

General (4 stars, Chief of Staff)
Lt. General (3 stars)
Major General (2 stars)
Brigadier General (1 star)
Colonel
Lt. Colonel

NN NN

—

—_
N oo

TOTAL 49

The ranks referred to above include equivalent ranks in the Philippine Navy and the Philippine National
Police. See letter dated 30 September 2003 from the BCDA to the Commission.
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Abelardo Palad having denied signing the said Deed; (2) that there is no record of the
alleged payment of P11 Million, stated purchase price by SHAI, no receipt therefor
having been presented by the SHAI; (3) that the survey plan in respect of the supposedly
titled area was fictitious; (4) that the JUSMAG property is part of the Fort Bonifacio
military reservation and the sale of such property had not been authorized by the

President; and (5) that the property was accordingly inalienable.

The case was assigned to Judge Celso Lavina, Branch 71, Pasig Regional Trial
Court (RTC). During the pre-trial conference, the issues of the case were somehow
limited to one (1) single issue (to which the Assistant Solicitor General in charge of the
case agreed), i.e., whether the Deed of Sale was a forgery or not. All the other claims in

the Republic’s complaint were not, therefore, litigated before the RTC.

During the trial, the Republic presented an expert witness from the National
Bureau of Investigation (NBI) who testified that the signature of Palad in the alleged
Deed of Sale was forged. Palad himself testified that he had not signed the Deed of Sale
and that his supposed signature thereon was a forgery. SHAI, on the other hand,
presented an opposing expert witness from the PNP who testified that Palad’s signature
was genuine. The SHAI had claimed to have paid the eleven million pesos (P11 Million)
stated purchase price in cash but presented no receipt therefor of any kind. The Republic
presented the Cashier of the Land Management Bureau who testified that the Official
Receipt Number referred to in the Deed of Sale was non-existent and fictitious. The trial
court ruled in favor of SHAIL. The Republic, through the Solicitor General’s Office,
appealed to the Court of Appeals. The Court of Appeals (16" Division) upheld the

decision of the trial court.

The Republic has now appealed the case to the Supreme Court.”” On or about 23
July 2003, the DND represented by then Secretary of Defense Angelo T. Reyes and the

¥ Republic of the Philippines vs. Southside Homeowners Association, Inc., G.R. No. 156951.
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AFP represented by CSAFP, Gen. Narciso L. Abaya filed a Motion for Leave to File a
Petition-in-Intervention and to Admit their Attached Petition-in-Intervention. Similarly,
on 28 July 2003, the BCDA filed with the Supreme Court a Motion to Intervene and to
Admit Petition-in-Intervention. It appears that both Motions for Leave to Intervene are

presently pending before the Supreme Court.

A criminal case for falsification of public documents has also been lodged with

the Regional Trial Court, Pasig against the officers of SHAL

2. The NOVAI Case

The Navy Officers Village Association, Inc. (NOVAI) case is similar to the SHAI
case. The NOVALI, however, is composed only of Navy officers and the land, with an

area of forty-seven and a half (47.5) hectares, on which the quarters they occupy are built,

is adjacent to the Dasmarinas Village, Makati City. The Navy officers® had been

occupying the Bonifacio Naval Station (BNS) quarters under a Contract of Lease or
Occupancy entered into with the AFP Quarters or Housing Board. As in the SHAI case,
the Lease Contract typically required payment of monthly rentals automatically deducted
from the housing allowances of the officer-lessees and explicitly provided that the
officers would vacate the quarters upon retirement from the active service. The NOVAI
claims that a Proclamation numbered 4287, allegedly signed by former President Aquino
was issued in their favor. There is also a Deed of Sale dated 15 November 1991
allegedly signed by Palad, Land Management Bureau, supposedly under that

Proclamation. Palad has, as in the JUSMAG case, testified that he did not execute or sign

% Not all NOVAI members are occupants of housing quarters in the BNS. The NOVAI has, per BCDA
records, 246 members, of which 123 are occupants of BNS quarters, while 141 are non-occupants. There
are also 34 officers who occupy BNS quarters but who are not members of NOVAI.  Per the BCDA
records, the NOVAI officer-occupants of BNS quarters may be grouped as follows:

Officers in the active service 58
Officers retired 51
Officers deceased 4

TOTAL 113
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that Deed of Sale. Moreover, after verification, the Director of the Records Division of
the Office of the President, Malacanang, Mrs. Aurora Aquino, has certified that

Proclamation No. 4287 is fictitious, spurious, and a forgery.

On 23 December 1993, the Government initiated proceedings against the NOVAI
officers for cancellation of the supposed title obtained by the defendants, before Branch
67 of the Regional Trial Court of Pasig City.31 The case has yet to be decided by the trial

court.

30 (Con.t)
The same officer-occupants may be grouped by rank as follows:

Officers in the active service:
Vice Admiral
Read Admirals/Major Generals
Commodore/BGen./Gen./Chief Supt. (1 star)
Captains/Colonels
Commander/Lt. Coonels
Lt. Commander/Majors
Lt. Senior Grade
Lt. Junior Grade
Senior Police Inspector

—_

TOTAL

Retired/Deceased Officers:
Admiral
Vice Admirals
Rear Admirals/Major Generals
Commodore/BGen./Gen./Chief Supt. (1 star)
Captains/Colonels
Commander/Lt. Colonels

Lt. Commander/Majors

W

TOTAL

See Annexes “J-L” to this Report for lists of the officer-occupants in the JUSMAG (SHAI) and NOVAI
areas, submitted to the Commission by the BCDA.

See, further, the (1) list of overstaying retired military officers occupying government quarters at BN'S
area as of September 2003; (2) list of retired military (non-commissioned) personnel still occupying
quarters at BNS; and (3) list of overstaying retired military officers occupying government quarters at
Southside Housing Area (SHAI) as of September 2003, constituting Annex “A” to the Report dated 6
October 2003, of Lt. Gen. Rodolfo C. Garcia AFP, to the Commission; Annex “M” to the Report of this
Commission.

' Republic of the Philippines vs. Navy Officers Village Association, Inc., Civil Case No. 63983, RTC
Pasig, Branch 67, Judge Apolinario B. Santos, presiding.
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G. Principal Findings of the Commission

The proceeds from the sale of military lands authorized by the Bases Conversion
and Development Act (Republic Act No. 7227) so far made to the AFP-MATF, have been
much more modest than originally envisaged. As noted earlier, only five billion four
hundred eighty-four million pesos (P5.484 Billion) have been actually injected into the
AFP-MATF Special Account in the National Treasury. Only one hundred fifty (150)
hectares of Fort Bonifacio land have been actually sold or disposed of by the BCDA and
the proceeds thereof distributed to the AFP and the other beneficiary-agencies.

The most significant potential source for additional funds for the AFP
Modernization Program remains the Fort Bonifacio property already authorized to be sold

by the BCDA by Republic Act No. 7227. The BCDA has identified an additional one

hundred fifty-nine (159) hectares of Fort Bonifacio land that can, in the estimate of the

BCDA, generate P9.8616 Billion for the AFP Modernization Program, i.e., as the thirty-

five percent (35%) share of the AFP. The realization of these potential additional
proceeds is made difficult (a) by the existence of the JUSMAG (SHAI) area litigation; and
(b) the NOVAI (BNS) area litigation. The extraordinary nature of these litigations can not
be over-emphasized. These litigations involve the supposed conversion of a total of

eighty-seven (87) hectares of prime land, previously admittedly owned by the Republic of

the Philippines and leased by officers of the AFP, to private property of such officers,
many of whom have already been retired. If what the Republic of the Philippines, DND,
CSAFP, and the BCDA have asserted before the Supreme Court is true, such conversion
or attempted conversion involves a most serious breakdown of discipline and grievous
anomalies at the most senior levels of the AFP officer corps.’> If this purported
conversion of Fort Bonifacio land into private property of the occupant-officers (active or

retired) and the interception of P24.6 Billion of potential Fort Bonifacio proceeds

succeeds, it would render just about impossible the planned improvement of medical and

2 See Petition for Intervention by the Department of Defense and the AFP. Attached to the Motion for
Leave to File Petition in Intervention, dated 23 July 2003, Republic of the Philippines v. Southside
Homeowners Association, Inc., et al., G.R. No. 156951, Supreme Court, p. 15.
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dental facilities of the AFP and would seriously aggravate the scarcity of housing facilities
for the younger officers and enlisted men of the AFP. The acquisition of modern weapons
and weapon systems for the AFP’s major services would similarly fail. The extent of the
misappropriation of Fort Bonifacio land with which the Government has, in the SHAI and
NOVALI cases, charged senior military officers, is so epic in scale as to make the
overpricing of land uncovered by the Senate Blue Ribbon Committee and complained of
by the Government in the two hundred forty (240) RSBS cases (P703 Million), seem like
petty shoplifting in comparison. Clearly, the nature of the problems blocking realization
of the potential additional proceeds from Fort Bonifacio property, relates to practically all
of the major grievances given expression at, inter alia, Oakwood, and to the viability of

the AFP Modernization Program itself.

H. Recommendations of the Commission in Respect of the Further
Funding of the AFP Modernization Program

1. Vigorously pursue recovery of the JUSMAG and NOVAI properties - The
efforts of the Republic of the Philippines, BCDA, DND, and the CSAFP to recover the
JUSMAG and the NOVAI properties must be pursued as vigorously as possible by the most
competent lawyers that the government agencies can deploy. If, indeed, falsification of
public instruments (including a presidential proclamation) was resorted to in connection
with either or both of these litigations, the appropriate criminal proceedings should be

33
commenced and pursued.

2. Pursue recovery of the *sguatted” land in Fort Bonifacio - The recovery of
59.6 hectares® from the civilian and military squatters inside Fort Bonifacio must be

pursued by the appropriate agencies of the Government by all lawful means, including the

33 It appears that two criminal cases have been filed against NOVAI officers; (a) People v. Domingo, et

al., Criminal Case No. 98-164382, Branch 15, RTC Manila for 2Forging the Signature of the Chief
Executive®; and (b) People v. Domingo, et al., Criminal Case No. 97-297010, Branch 28, MTC, Manila, for
Falsification of Public Documents. These cases are pending before the respective tria courts.

** The land squatted upon was originally 64 hectaresin area. A portion of this area + 4.4 hectares + was
subsequently cleared by the BCDA and included in ajoint venture development project that BCDA entered
into with a private company.
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use of public force where necessary and reasonable, while paying due attention to the
constitutional standard of a just and humane manner” of eviction.” The legal effects of
Executive Order No. 70, dated 11 February 2002, upon the status of such land occupied by
civilian and military squatters, must be clarified. The concern of the Government for
landless citizens is, of course, completely understandable. At the same time, the
Government must take into account two (2) things. The first is that the ability of squatters
to maintain by force their unlawful occupancy of public land against the Republic of the
Philippines and BCDA should not be rewarded. That ability tends to signal the weakened
condition of the institutions of Government in general and of law enforcement in particular.
Second, the Government must not forget the many thousands of homeless AFP officers and
enlisted men, whose plight is referred to below in “V. — Problems of Housing: AFP
Officers and Enlisted Personnel”, and of the continuing validity of the basic statutory intent
set out in Republic Act No. 7898 (the AFP Modernization Act): the proceeds of sales of

Fort Bonifacio land are intended for the modernization of the AFP.

3. Substantially increase AFP’s share in Fort Bonifacio’s sale proceeds -
The share allocated to the AFP Modernization Program in sale’s proceeds generated by
the Based Conversion and Development Authority (BCDA) should be increased very
substantially. The Commission remains unaware of any rational explanation for
dribbling away 37.5% of the proceeds of sales of Fort Bonifacio land to fourteen (14)
other non-military-related government departments and offices. It appears only
reasonable to us that all those proceeds from the sales of military land should be shared

only by the AFP (for its modernization program) and the BCDA.

4, Reinforce Office of the Ombudsman by increasing funding and other
support - It has become very clear to the Commission that meaningful reform, whether in
the military or in the civilian sectors of government service, is simply not feasible
without independent, vigorous and able prosecutorial services of the Government. In our

Government, the Office of the Ombudsman — more specifically, the Office of the Special

3 See Article XIII, Section 10, 1987 Constitution.
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Prosecutor attached to the Office of the Ombudsman — is supposed to function as the
principal prosecution arm vis-a-vis erring public officials. Thus, the Special Prosecutor
of the Office of the Ombudsman has filed two hundred forty (240) criminal charges in the
RSBS matter alone. The Ombudsman has also filed one hundred ninety-five (195)
separate indictments in respect of extensive irregularities in the procurement of goods for
the Philippine Navy. The Ombudsman may be expected to be even more heavily
engaged in the future in respect of efforts to reform the procurement service of the AFP
as a whole, not to speak of government procurement in general. The Commission’s
finding has earlier been noted that the internal grievance resolution process of the AFP,
constituted by the Office of the Inspector General, AFP, has important structural and
other limitations upon its ability to deal with the kind of grievances analyzed in the

Commission’s Report.

In a lengthy Memorandum dated 1 October 2003, submitted to the Commission,
the Ombudsman went into some detail about the funding and other formidable difficulties
faced by his office in discharging its constitutional and statutory role in the effort to bring
corrupt and other erring public officers to justice. The Ombudsman underscored a
shocking statistic: upon starting on his term of office, the incumbent Ombudsman found

that the success ratio (or conviction rate) of the Office of the Ombudsman, in respect of

cases brought before the Sandiganbayan, had declined to six percent (6%). This means,

the Ombudsman was courageous enough to state, that the high-ranking public officials

and military officers charged before the Sandiganbayan have a ninety-four (94%) chance

of walking away free at the end of the mroc:eedin,czs.36

The Commission is bound to note that no government can accept this success

ratio for any substantial period of time, without running a grave risk of forfeiting its

36 Under R.A. No. 8249, approved on 5 February 1997, public officials with Salary Grade 26, under the

Compensation and Position Classification Act of 1989 (Republic Act No. 6758), and below are to be tried
before the ordinary courts of the Republic. Under Republic Act No. 8249, the Sandiganbayan has
exclusive original jurisdiction over cases involving “Philippine army and air force colonels, naval captains
and all officers of higher rank”. (Section 4)
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legitimacy altogether. It is, of course, true that this low success ratio is the result of a
confluence of factors bearing upon the Office of the Ombudsman, and possibly the
Sandiganbayan itself. It is also true that criminal conviction and incarceration are not the
only strategies necessary for a serious effort to control and abate the level of corruption in
the AFP. Even so, the minimum recommendation that we feel compelled to address to
the President and the appropriate government authorities, is that the Office of the

Ombudsman must be given the budgetary and other support that it needs, with all

possible dispatch, if the grievances referred to in Oakwood, and more generally in

various parts of the AFP itself, are to be addressed seriously and effectively. While all
government offices and agencies are limited in their activities by the scarcity of

budgetary resources, the highest priority should be given to corruption control in the

AFP. An indispensable part of that control is the ability of the Office of the Ombudsman

efficiently to investigate and prosecute even high-ranking officers in the AFP.

V. The State of the AFP Medical Services.
A. Introduction

In a thesis submitted in 1997 to the Asian Institute of Management (AIM) on
“Corporate Strategy for the Armed Forces of the Philippines Medical Services”, Commo.

Noel L. Felicia made the following introductory observations:

The showroom of military health care is the AFP Medical Center
(AFPMC). The AFPMC is the final destination for the seriously sick and
wounded soldier and dependents. It was established 60 years ago at Camp
Murphy, Quezon City (now Camp Aguinaldo). Much later, it was transferred
to its present site at V. Luna Road, Quezon City. The AFPMC was formerly
called the V. Luna General Hospital (VLGH) and was named after the first
Commanding Officer of the Philippine Army Medical Service, LCOL
Victoriano K. Luna, who was killed in action in Bataan during the Second
World War. The AFPMC is a tertiary hospital that has a 1,300 bed
capacity... (p. iii)

... The AFPMC of long ago was a picture of quality service. Highly
qualified doctors abound, free medicines were provided, and wives who
called emergency were immediately picked up by ambulances regardless of
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the rank of their husbands. The AFPMC before was an envy of other
hospitals. It has a Presidential Suite and the first transplant in the country
was done in V. Luna in 1975.

However, through the years the delivery of health services
deteriorated. V. Luna became the subject of numerous complaints. The
gravity of the complaints even reached Malacanang. President Fidel V.
Ramos, on 23 January 1997, exhorted the members of the Philippine
Association of Military Surgeons to provide the best in health care,
medicines, diagnostic armamentarium and expertise to the soldiers and their
families.”” (Emphases added; p. iv)

The complaint about the AFP Medical Center (V. Luna) has spread to AFP
medical services in general. Thus, the Cimatu Report of 28 July 2003 sets out the

following as among the grievances expressed by the soldiers:

“The AFP has a very strained and low standard medical and health
service delivery system. The services provided by the AFP hospitals have long
been below standard and inadequate for the needs of the soldiers and their
families.”
This part of the Commission’s Report contains (1) a description of contemporary
AFP medical services principally as set out in the “Handbook on Benefits and Privileges
of AFP Military Personnel and Their Dependents” and as conveyed to the Commission
by Col. Regino Rufino, the AFP Surgeon General, in writing and orally on 12 September
2003; (2) a narration of views expressed by some of the troops in the course of dialogues

with various levels of the AFP personnel stationed in Zamboanga City and Basilan; and

(3) some reflections and recommendations of the Commission.

B. The AFP Medical Services Today on Paper

1. Hospitals and Dispensaries

The medical services offered by the AFP include hospitals and dispensaries, a

Medical Corps, a Veterinary Corps, a Medical Administrative Corps, and a Nurses Corps.

37 The V. Luna General Hospital has sometimes, facetiously, been called the “Mona Lisa General

Hospital.” The allusion is not to Leonardo da Vinci’s art but to a popular song which includes the words:
“they just lie there and they die there”.
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The entire service is currently headed by the Surgeon General AFP who supervises the

AFP Medical Services.

There are over fifty-six (56) AFP health facilities, thirty-one (31) of which are
hospital-based with a total bed capacity of three thousand one hundred sixty (3,160). The
rest are Medical Dispensaries and Medical Companies. The Surgeon General enumerates
them as: one (1) Medical Center (VLGH), five (5) General Hospitals, twenty-five (25)

Station Hospitals, sixteen (1) Medical Dispensaries, and nine (9) Medical Companies.

The hospitals and dispensaries are distributed regionally according to the

following table:

Region Hospitals Dispensaries
NCR 6 6
I
11
111
v
\%
VI
VII
VIII
IX
X
XI
XII
ARMM

bt |t [t [ [ QI [ DN DI [ = [ | OV |t | it |
OO || OO |W O

The hospitals are classified into fertiary, secondary, and primary levels. Tertiary
hospitals can handle all cases — curative, corrective, rehabilitative, medical. To this level
belong four (4) hospitals: Fort Bonifacio General Hospital, AFP Medical Center (V.
Luna), Villamor Airbase Hospital, and Naval Hospital. All of these are in Metro Manila.
The rest are either secondary or primary health facilities. (Veterans Memorial Hospital is
not included in the AFP Hospitalization Program.) The facilities are mostly co-located

with Retained Hospitals of the Department of Health (DOH).
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The most prestigious of these tertiary hospitals, as already noted above, is the

AFP Medical Center (V. Luna).

There are twenty (20) secondary hospitals, i.e, those able to handle minor surgical

procedures. Seven primary hospitals are able to handle out-patient and emergency cases.

The following health facilities are located in Mindanao: the Camp Navarro
General Hospital (SOUTHCOM) in Zamboanga City with two (2) satellite Station
Hospitals in Jolo, Sulu and Panacan, Davao City; three (3) Philippine Army Division
Hospitals based in Cagayan de Oro, Cotabato, and Pagadian; one (1) Philippine Air Force
Hospital in Zamboanga City, and one (1) Philippine Navy Medical Dispensary also in
Zamboanga City.

2. The AFP Medical Corps

There are four hundred seven (407) authorized positions for medical personnel in
the AFP Medical Corps. As of September 12, 2003, only three hundred ninety-three
(393) of these are filled. The positions are distributed throughout the entire AFP medical
service. Doctors are assigned on a temporary and rotational basis as the needs of the
medical service may dictate. Each major service unit (PA, PN including PMar and PAF)
of the AFP has a Chief Surgeon. In the five (5) area command hospitals, assigned

doctors are from different major service units.

Doctors are given military rank. One who has passed the Medical Board
Examination is commissioned as captain. A specialist who is below forty (40) years old

is commissioned as major, and if forty (40) years old or over, as lieutenant colonel.

The turn-over rate of doctors is forty percent (40%). Doctors who do internship

with the AFP medical services seldom stay after passing the board examinations because
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of salary concerns. However, AFP doctors are allowed to engage in private practice after

office hours.

The Surgeon General admits that one of the perennial problems encountered in
the field is the lack of doctors assigned to military facilities. Felicia in his AIM thesis

elaborates on this with reference to AFP Medical Center (V. Luna) thus:

Annually the AFP quota for resident doctors who are eventually
commissioned in the Medical Corps is eighty-eight. This number is easily
filled up by applicants; however they are not the top medical graduates in
the country. This is because the AFPMC is not the first consideration of
the best medical practitioners. They either opt to work abroad (77%) or at
prestigious private and government hospitals (23%). Somehow this
results [in] low quality of service and causes complaints from patients.
The need for the best medical hands is further aggravated by the lack of
funds to enlist the services of specialists or regular consultants.
(Emphases added; pp. 63-64)

Similarly, the Surgeon General notes that budgetary constraints are a serious
problem. Not only are budgetary allocations insufficient but low budgets are also
aggravated by the fact that the medical treatment centers do not operate as profit centers.
They provide health care services free of charge. For this reason, in the distribution of
finite medical supplies, priority is given to military personnel in the active service. After

them follow their dependents and other authorized civilians.

Felicia provides the following comparison of "Per Capita Cost Per Patient Per Day

in FY 1996" (p. 63):

Government Hospitals Private Hospital
Name Amount Name Amount
Veterans Memorial MC P454.00 Sta. Luke’s P850.00
East Avenue MC P413.76
AFP MC P190.00
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Budgetary constraints have an obvious impact on both the quality of equipment
and the supply of medicines. The medicine supply, moreover, is affected by the vagaries

of the AFP procurement system. To quote again from Felicia s study:

What aggravates the situation at AFPMC is the presence of dealers
during the procurement of medicines and equipment. These individuals
act as middlemen during the transaction. The usual mark-up added by the
dealers in the original cost of the items is 25%. There were attempts by
the leadership to transact direct with suppliers but [the need for] timely
payment poses a problem. So the Center is forced to transact with the
dedlers since these individuals have the capital to initiate delivery of the
items being requested. (Emphases added; p. 65)

3. Medical Management in Combat Areas

There are six (6) echelons of medical support. The first to third echelons
administer aid on the spot. When the patient is stabilized, he or she is evacuated to an
AFP medical facility or to a DOH facility, which facilities constitute the fourth to sixth
echelons of medical support.

In a Memorandum dated 24 September 2003, submitted to the Commission, the

Surgeon General made the following candid and important observations:

The following are contributory factors to poor pre-hospital care:

D Human factor

a Individual soldier is not adequately trained on self- and
buddy aid;

b. Battle casualties are initially cared for by squad aid men.
Most aid men are not trained on Trauma Management; thus
thereisimproper handling and management of casualties;

C. In some units, aid men [have] multi-role functions. This
may affect medical care of troop's casualties,
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d. No fully-manned Forward Surgical Team available.

Equipment factor

a. No individual kits are provided each fighting soldier;

b. Aid man’s medical kits are not well supplied and equipped.
Thus, patient management may be compromised no matter
how well trained an aid man is.

Battle casualties are not immediately given proper medical care and evacuated to

higher echelons of care due to the following factors, thus leading to an ineffective

medical evaluation system:

)]

2)

3)

“4)

®)
(6)

Medical installations are frequently located far from the area of
conflict. AFP hospitals are fixed installations; thus, they cannot be
moved near the battle zone.

Medical installations around the area of conflict are not well-
equipped to handle battle casualties.

Vehicles to transport casualties are frequently not immediately
available. The gold [sic] period for giving trauma care to battle
casualties is within 6 hours from the time of injury, after which,
complications may set in.

Inaccessible area for evacuation of casualties. This may be due to
rough terrain, weather condition and others.

Highly mobile troop movement.

Poor communication system.

The establishment of a visibly creditable medical system in the forward
areas would contribute to high morale and promotion of the individual soldier’s
willingness to fight. (Emphases added.)

The absence of a visibly creditable medical system in the forward areas

accentuates the importance of air support which, sadly, is today very inadequate. With the

present resources of the PAF, its main preoccupation is support for ground forces.

Evacuation of the wounded is an important responsibility. For the accomplishment of
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this task, UH-IH helicopters are used. Authority to deploy aircraft, particularly of UH-IH
helicopters, is vested in GHQ and the Commanding Officers of the unified command

areas. Currently these are deployed thus:

Place Number
South Command 6

Davao

Cotabato

Palawan

Villamor

Legaspi
Kawayan

Camp Aquino

— | e (NN

Lucena

The use of a UH-1H must be cleared with the unified command. For example, if
there is any operation between Zamboanga and Davao and there is no aircraft available

from Davao, the aircraft will have to come from the SOUTHCOM in Zamboanga.

Delay in deployment will always happen due to lack of aircraft. In the past, one
aircraft at least was assigned per battalion. That is no longer possible because of aircraft
shortage. Hence, availability has to be determined by the unified area command directing

ground operations and not by the PAF.

Other factors can also cause delay, such as absence of suitable landing site or

inclement weather.

4. Doctor-to-Patient Ratio

The ideal ratio should be one (1) doctor per four (4) out-patients. In ICU cases, it

should be one to one (1 to 1). Actually, however, because of the admitted lack of military
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doctors, there is one (1) doctor per two hundred ninety-four (294) military personnel, and

one (1) doctor per one thousand four hundred seventy (1,470) if dependents are included.

5. Health Insurance

Members of the Armed Forces are members of the National Health Insurance
Program (NHIP) set up by Republic Act No. 7875 for which seventy-five pesos (P75)

premium is deducted monthly from their salaries. The benefits include:

(1) Room and Board in accredited hospitals for 45 days per year and
another 45 days for dependents.

2) Medicines up to P3,000 for ordinary cases; up to P9,000 for ICU
cases; and up to P16,000 for catastrophic cases.

3) Diagnostic, laboratory and other medical requirements also up to
P1,700 for ordinary cases; up to P4,000 for ICU case; and up to
P14,000 for catastrophic cases.

“4) Professional fees when attended by accredited physicians up to
P16,000. The rates for physicians depend on whether he or she is a
general practitioner or a specialist.

®)) Other hospital facilities.

(6) Surgical Family Planning Procedures for members and their
spouse.

7 Outpatient care treatment which includes hemodialysis,
radiotherapy, and surgical operations.

To be eligible to avail of insurance benefits, a member must have paid a minimum

of three (3) months contribution within six (6) months before confinement.

6. General Assessment made by the Surgeon General

The Surgeon General rates the AFP medical services seven (7) on a scale of ten

(10). He says that the “Mona Lisa” appellation of the AFP Medical Center (V. Luna) is a
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thing of the past. He points to lack of information as largely responsible for criticism of
the service. He admits, however, that there is a continuing shortage of financial support
and of medical personnel. The establishment of consortia with private hospitals is being

explored as a possible remedial measure.

The two (2) recommendations made by the Surgeon General in his Memorandum

of 24 September 2003 are worth quoting:

“ ‘Re-Tooling’ our military personnel with the basic First Aid
Training can transform them into a Combat Medic or Combat Life Saver
or eventually a Medical Specialist which possesses the skills and
knowledge of a physician. They can do a medical assessment of the
injured patient in the battlefield and apply appropriate treatment.

‘Re-Structuring’ the Medical Service Organization itself may be
more advantageous than disadvantageous in the long run. An in-depth
and thorough re-study of the previous proposal on the eventual merger of
the Offices of The Surgeon General (with its Chiefs of Corps, namely,
The Chief of Medical Corps AFP, The Chief Veterinary Corps AFP and
The Chief Medical Administrative Corps AFP), The Chief Dental Service
and The Chief Nurse into the Office of The Chief Health Services is
strongly recommended. Its main objectives are consolidation of
resources, elimination of duplication of functions and streamlining.”

C. The AFP Medical Services as Seen by the Troops Today

On 19-20 September 2003, the Commission visited and talked with Scout
Rangers, Marines, Navy, and Army personnel of SOUTHCOM in Zamboanga City and
Basilan. These include Scout Rangers of the First Scout Ranger Battalion based in
Basilan, officers and enlisted men of the SOUTHCOM in Zamboanga City, the Marine
Battalion Landing Team 5 (MBLTS) also based in Zamboanga City, and personnel of the

Camp Navarro General Hospital in Zamboanga City.
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The dialogues revealed no real surprises about the state of health services
available to the soldiers. What the Commission heard was mostly a repetition of
information heard from others and also of matters admitted by the Surgeon General or

referred to in the Felicia study. Some of the observations follow:

(1) Soldiers confined in hospitals are allotted only thirty pesos (P30)
per day for hospital meals. Soldiers suggest that PHILHEALTH
funds should be used for the purchase of medicine and also to
improve meals.

2) The absence of pediatricians in SOUTHCOM Hospital forces the
soldiers to seek out private hospitals for the medical needs of their
children.

3) The supply of medicines is determined by higher authority based
on the program submitted by the SOUTHCOM Hospital and also
on higher authority's own 2program®. As a result, sometimes
medicines not needed by the hospital are sent and charged to the
hospital budget. (E.g., supply of fluid for obstetric cases which
eventually is donated to outside hospitals.)

4) There are no medical Kits given to each front line soldier. Thereis
one (1) kit for an entire company. The needed medicines have to
be bought by the commanding officer upon request. The absence
of thekits renders inutile the first aid training that they receive.

(5) Only P2,225 is alotted for medical services from the P65,000
guarterly MOOE received by the battalion.

(6) The Commanding Officer (CO) of the Camp Navarro Genera
Hospital (CNGH) identified the poor state of on-base housing for
doctors as one disincentive for the recruitment of new doctors.

) The CO suggested that the medical facilities of the Edwin Andrews
Air Base (EAAB) hospital be consolidated with that of CNGH in
order to maximize access to both equipment and personnel. Since
the EAAB facility cannot carry out surgical procedures, injured
patientsinitially airlifted there end up being treated in CNGH.

8) An enlisted man of the Fifth Marine Battalion reported a sad
experience with CNGH. He was confined for TB, but no anti-TB



-114 -

medicine was available. He learned that the necessary medicine
had already been ordered more than two months earlier. He ended
up buying his own medicine. When discharged, he was given
medicine that was about to expire but was assured that the
medicine would nevertheless still be good for six (6) months.

) An officer of the Fifth Marine Battalion reported a comparable
experience with V. Luna General Hospital where he was confined
since he had difficulty in walking. For days, his attending
physician did not visit him. He asked to be discharged but was not
allowed to leave because he needed the authorization of, among
others, his attending physician. Out of sheer frustration, he forced
himself to get discharged and drove himself to a private hospital
for treatment. He did not bother to get reimbursement for expenses
because of utter exasperation.

Two (2) pointed observations not heard elsewhere were made by Marines. The
first was about V. Luna itself: two (2) alternatives were suggested — either make its
facilities available near where the front troops are, or abolish it altogether and use the

funds for obtaining service from private hospitals.

A second suggestion was about the ranking of military doctors. The view was
expressed that the giving of military ranks to doctors adversely affects the doctor-patient
relationship. Higher ranking patients sometimes receive better medical attention than
those of lower ranks, and some doctors with higher ranks do not necessarily give all the

attention needed to patients lower in rank.

D. Findings and Recommendation

Two fairly obvious general conclusions can be drawn from what has been said:
(1) the AFP military service needs more money — for medicine, food, facilities, doctors;

and (2) it can stand closer scrutiny of its management practices.
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On the financial side, part of the funding of the AFP Modernization Program
generated from the sale of Fort Bonifacio land should be dedicated to the modernization

and upgrading of medical services, in accordance with the original statutory intent.

On the management side, geographic distribution of hospitals should be reviewed.
Consolidating existing hospitals into fewer units could probably result in better medical

services.

The suggestion that doctors be hired as doctors and compensated according to
their level of expertise and experience and not according to rank, probably merits

consideration and trial and validation.

A government counterpart to the premium paid by soldiers to PHILHEALTH

insurance should enhance the benefits which the military can receive.

The close relationship between the prompt availability of adequate medical
services when needed by troops engaged in encounters with hostile forces, and the
fighting efficiency and morale of such troops, needs no documentation. What is needed
is, after realization thereof, dedication of more efforts and funds to the improvement of

the AFP medical services.

VI. The Problem of Benefits for Soldiers Killed in Action

A. The Problem

The Report to the President by Cimatu after concluding his negotiations with the
Magdalo group in Oakwood, contained the following grievance aired by the soldiers:

“The issuance of death benefits to families of soldiers who died in battle and other

benefits due them are very much delayed, as late as over a year afterwards.” (Emphasis

added.)




-116 -

To learn more about the matter, the Commission invited Rear Admiral Mateo
Mayuga, Deputy Chief of Staff for Personnel, AFP. He testified before the Commission

on 12 September 2003. The following is derived from his testimony.

B. Pension Management

The budget for pensioners for any given year is computed by the Deputy Chief of
Staff for Financial Services and is included in the yearly appropriation for the AFP by

Congress. The Adjutant General and financial service units actually release the funds.

Appropriation for death benefits is based on an estimate of expected casualties.
AFP casualty statistics for 2002 counted one hundred forty (140) killed in action, one
hundred twenty-one (121) other major casualties, and three hundred seventy (370) minor
casualties. In case casualties exceed the projected figures, the AFP budgeting system
allows the AFP some elbow room, e.g., through the use of savings generated when AFP

goes below the total strength ceiling of one hundred twenty-five thousand (125,000).

C. Benefits of Soldiers who Die in Combat

Republic Act No. 340 approved on 26 July 1948, provided for benefits for
soldiers who die in combat, but covered only those who shall have served twenty (20)
years or more. To remedy the absence of provisions for those who have served less than
twenty (20) years, Presidential Decree No. 1044 was promulgated on 28 October 1976. It
provides several benefit packages, depending on the number of years of service, for
military personnel who die in combat. In the case of one who has served less than twenty

(20) years, available benefits include the following:

(1)  Monthly annuity for the surviving spouse and children, in the
amount of 50% of the next higher grade last held (Presidential
Decree No. 1044)
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(2) A one time death gratuity of P6,000.00 payable by the Veterans
Administration Office (Republic Act No. 6110)

3) Commutation of unused leaves of absences into cash.

@) Educational benefits for children of the deceased soldier. This
benefit is good for ten (10) years and is transferable to another
dependent (Presidential Decree No. 577)

(5) Scholarship under Republic Act No. 6963.

(6) Foundation-sponsored  scholarship  programs, e.g.: HERO
Foundation Program. The foundations directly give the money.

(7) Assistance by the AFP Educational Benefits System Office.

(8)  The Office of the President grants special financial assistance to
families of combat casualties. P41 Million have been allocated,
but only about 20% of the bereaved families have received
assistance from the Office of the President, commonly due to
failure of the bereaved to produce essential documents. This is the
easiest benefit that can be claimed.

9) Burial packages.

D. Complaints of Delay in Release of Pension Benefits

Delays do happen. Among the more common causes of delays are lack of proper
documentation, and failure to present clearances for issued equipment such as firearms.
Because of the frequency of delays, a 6-month separation benefit is given in advance to
help the bereaved family during the expected delay. But delays can exceed six (6)
months. To respond to this problem, the AFP expects to set up, fairly promptly, satellite
offices in Cebu and Zamboanga, to decentralize the processing system. The normal

period for processing is three to six (3-6) months.

E. Processing Needs

The AFP Modernization Program includes, as one of its components, bases and
support system development, including human resources development. Thus, the

Modernization Program envisages the modernizing of the personnel information
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management system, which in turn should facilitate the process of gathering the necessary

personal information.

F. Findings and Recommendations

Aside from the relatively small amount that is received by way of death benefits,
the common problem is that of processing delays. A major cause of delays is the
completion of the documentation needed. Another cause of delay is the verification of
identities of beneficiaries, especially when there are illegitimate offspring left behind.
What is needed is the strengthening of the record system of the personal data of soldiers
and their dependents. The data should not only be accurate and up to date but also

immediately accessible. Clearly, computerized information systems are called for.

VII. The Problem of Pilot-to-Aircraft Ratio or Too Few Aircraft

A. Introduction

The Report to the President dated 28 July 2003 by Cimatu also contained the

following statement:

“Finally, officers from the Air Force brought the issue of blatant
favoritism and disproportionate pilot to aircraft ratio causing delay in
training and promotion.” (Emphasis added.)

To learn more about the ratio of pilot-to-aircraft and related problems, the
Commission invited MGen. Apolonio Ugale, Jr., Vice-Commander, PAF, to appear
before the Commission. He testified before the Commission on 12 September 2003. The

information set out below has been derived mainly from his testimony.



-119+

B. On Pilot-to-Aircraft Ratio

Currently, there are one thousand eighteen (1,018) pilots (with ranks from Second
Lieutenant to Lieutenant General), two hundred thirty-six (236) of which are involved in

combat (15" Strike Wing and 205" Helicopter Wing).

Aircraft inventory counts a total of two hundred twenty-five (225). Of these, one
hundred nine (109) are in storage or are grounded, and one hundred sixteen (116) are
asupportable® i.e., budget is available for spare parts, etc. But of the supportable aircraft,
only sixty-two (62) are operational while forty-nine (49) are °down and parked® for

Inspection or maintenance.

Thefollowing is a chart of supportable aircraft:

Type Number
C-130
F-27
N-22
F-5
S211
SF-260 TP
SF-260 M
T-41D
Ov-10
MG 520
Laya
UH-IH
Bell 205
S76
Bell 412
S70
Aero Commander
LC 210

RiRRoanNRIRIGIR MoV OwF A
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Pilots are classified into: (1) Line pilots (their office is the cockpit of an aircraft),
numbering seven hundred eighty-three (783); and (2) management pilots (designated to
key office positions but who must know aircraft operations in order to carry out their

duties), numbering about four hundred (400).

PAF Circular No. 2, series of 1977 is the basis for computing pilot to aircraft

ratio. The ideal is 3:1; the current ratio is 4:1.

The PAF expects fifty (50) additional aircraft in 2004. Twenty (20) UH-IH have
been promised to the President by the United States; twenty (20) UH-IH are in the
bidding process under the AFP Modernization Program; and twelve (12) Surface Attack
Aircraft have already been bidded out. More aircraft can be available for use if the
budget for maintenance can be increased, thereby enabling the PAF to activate more of
the aircraft that are presently grounded. Correspondingly, this will partly relieve the low

pilot-to-aircraft ratio even as more pilots graduate.

C. On the complaint about delay in training and promotion of
pilots

Training of pilots is carried out by the PAF Flying School. The classes are a mix
of aviation cadets who have joined the Flying School and of PMA graduates who have
opted for service in the Air Force. Currently, there are two (2) on-going classes: MPT
Class ‘03 (52 members) scheduled to graduate by November 2003 made up of eleven (11)
student officers from PMA ‘00 and forty-one (41) other officers from the officer
candidate school ‘90 Alpha. MPT Class ‘04 is made up of forty-nine (49) members:
thirty (30) officers from PMA ‘00 and another nineteen (19) from the Officer Cadet
School ‘99 Bravo. The class will graduate by November 2004.

Currently in the pipe line is MPT Class ‘05 which will consist of forty-four (44)
students all from PMA Class ‘01. This will be followed by MPT Class ‘06 consisting of
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thirty-two (32) from PMA Class ‘02 and eighteen (18) Aviation Cadets, and MPT Class
‘07 made up of fifty (50) students consisting of twenty-seven (27) from PMA Class ‘03

and others.

It will be noted that it takes some waiting for PMA graduates who have opted for
the Air Force to start their flight training. The delay is caused by the lack of trainer
aircraft. Delays started when trainer planes were reduced from four (4) to three (3). Each
of these planes must be placed under “park and fly” after every twenty-five (25) flying
hours. If used three (3) hours in the morning and three (3) hours in the afternoon, the

twenty-five (25) flying hours are quickly consumed and the plane must be grounded.

Interestingly, even as the lack of trainer aircraft is acute, on 3 February 2003, the
103" Officer Student Squadron consisting of non-PMA graduates has been revived. This
will mean more waiting for PMA graduates for whose training the government has
already spent so much. At the same time, as noted above, the PMA is not the only
source of applicants for admission to the PAF Flying School and all applicants are

delayed in their flight training by lack of trainer aircraft.

AFP has undertaken a lease program for three (3) additional trainer planes — 900

hours for twenty-one million pesos (P21 Million).

D. On Air Force Modernization

Plans for the modernization of the Air Force have been in existence since 1996.
To date, P2.865 Billion has been programmed for the Air Force modernization program.
This includes allocation for the acquisition of various types of aircraft, for the upgrading
of some others, and for training and administrative matters. So far, however, only

P127.391 Million has been released. The rest await completion of various requirements



-122 -

of the AFP procurement system. (A more detailed account of problems in procurement is

found elsewhere in this report.)
VIII. The Inadequacies of AFP Housing for Officers and Enlisted Personnel

We have already noted that the lack of government quarters for officers and
enlisted personnel of the AFP were adverted to by the officers and men who went to
Oakwood. We have also earlier referred to the problem posed by retired officers and
enlisted personnel who have continued to occupy their assigned quarters despite their
retirement from the active service, thus depriving junior officers and enlisted personnel in
the active service of the right to occupy those quaurters.38 The JUSMAG (SHAI) case and
the NOVAI case relating to officers and enlisted personnel housing sites in Fort
Bonifacio land, including the Bonifacio Naval Station, have been dealt with earlier. In
this section of the Report, we focus, although briefly, on certain problems relating to the

lack of adequate housing for AFP personnel.

A. On-Base Housing and Allocation Thereof

At present, there are only seven thousand five hundred sixty (7,560) units of AFP-
wide government housing quarters; in other words, the AFP is able to provide housing for

a mere six percent (6%) of its total present strength.” The formidable backlog in housing

¥ See IV above dealing with “Modernizing the AFP: Funding and Consequential Problems”. See also

the Cimatu Report dated 28 July 2003.
¥ See Report submitted by Lt. Gen. Rodolfo C. Garcia AFP to the Fact-Finding Commission dated 6
October 2003. The information here set out is derived principally from the Report of Gen. Garcia. This
Report included the following figures for “Homeless Military Personnel” (“Homeless” referring to
personnel who are not assigned AFP housing quarters or do not own their own homes):

Total %
Living in Squatter Areas 15,815 14.7%
Renting or Living with Relatives 37,027 34.6%

Total Homeless Personnel 52,842 49.3%
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was initially addressed through the AFP On-Base Housing Program for which an average
of one hundred million pesos (P100 Million) annually was programmed and included in
the appropriations for the AFP in the GAA. However, the inability of the government to
provide sufficient funds has made the construction of more on-base housing units a
matter of, apparently, lower priority. For the last five (5) years, the annual appropriations
for AFP on-base housing construction have fallen short of the one hundred million pesos

(P100 Million) envisaged.

This acute and still growing shortage of housing units has focused attention
among junior officers and enlisted personnel on the process of awarding quarters to new
occupants in the active service. An established set of criteria with corresponding point
allocations is used in the determination of new awardees. The criteria for awarding of on-

base quarters has four (4) principal elements:*

(a) Date of Application — assigned a range of points from 2 points for one year
old application to 40 points for applications filed eleven (11) and more years
ago;

(b) Maximum presence (i.e., assignment in an office inside the camp which
requires continuous presence) — assigned a range from 10 points for personnel
assigned to other AFP units in Mindanao, to a maximum of 30 points to the
Chief of Coordinating/Special/Technical Staffs and CO GHQ &
HSC/AFPWSSUs;

(c) Seniority — assigned a minimum of 10 points for 2nd Lieutenant/Ensign to a
maximum of 20 points for Army Colonel/ Navy Captain;

(d) The Camp or Base Commander’s favorable endorsement — assigned a
maximum of 10 points.

The AFP admits, however, that reality dictates some deviation (‘“‘palakasan”) in the
administration of this process, even as it is claimed that such deviation is the exception

rather than the rule.

% See Criteria for Assigning of Quarters (through a rational decision making process) attached to the

Report submitted by Lt.Gen. Rodolfo Garcia to the Commission dated 6 October 2003.
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There is another consequence of the lack of government housing quarters for the
AFP, and that is, the emergence of privately-owned quarters (POQ) in some military
bases. These POQs apparently came about originally as a result of an ad hoc
arrangement made between military base authorities and military personnel in the active
service, with the latter being permitted to construct and own quarters, at their own
expense, inside the base in order to satisfy at least partly the demands for housing. The
arrangement had also the result of at least temporarily veiling the AFP's inability to
provide the housing itself. Initially, the arrangement was thought to be beneficial to both
parties. Later, however, the scheme turned out to be detrimenta to the management and
development of the military bases where it had been alowed. The arrangement also gave
rise to @overstaying® by a number of military personnel who owned their own houses and

who retired from the active service but continued to live in their POQs.

B. Off-Base Housing in Military Lands

In the effort to ease the demand for on-base housing, the AFP commenced
assisting its personnel to acquire their own lots and houses, in ajoint effort with private
sector developers and other Government agencies (e.g., the PAG-IBIG Fund) through the
aAFP Off-Base Housing Program.® In addition to encouraging the acquisition of housing
units offered by private developers, the AFP initiated the utilization of idle military lands
as 2off-base housing sites® in the effort to make housing units more affordable to AFP
personnel. In the past six (6) years, the AFP has assisted a total of seven thousand three
hundred seventy-one (7,371) personnel (2,653 officers and 4,728 enlisted personnel) or a
total of seven percent (7%) of APF strength, through the 2Off-Base Housing Program®.

In this connection, the AFP has identified eighteen (18) areas suitable for AFP
housing, located in different military reservations in different parts of the country.
However, only three (3) of the eighteen (18) areas have been actualy proclaimed by the
President as available for off-base housing purposes: (&) Camp Riego De Dios in Tanza,
Cavite; (b) Camp Servillano Aquino in Tarlac Province; and (c) Camp Evangdlista in
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Cagayan de Oro City. The other sites identified still need to be the subject of a
presidential proclamation. These 18 areas, as estimated by the AFP Housing Board
would help directly at least 39,512 out of the 52,800 “homeless” military personnel. The
Riego de Dios Project in Tanza, Cavite, a joint venture development project with the
Laguna Properties Holdings Co. (an Ayala company) was inaugurated on 5 July 2003. No

other off-base housing project appears to be close to completion in the short-term.

Aside from lack of funds, the apparent relative ineffectiveness of the AFP
Housing Program, both off-base and on-base, appears to be attributable in part to the
absence of an organization or agency specifically mandated to administer the program.
Policies and regulations are formulated and promulgated by the AFP Housing Board, but

actual implementation thereof is left to the Unit Commanders.

C. Recommendations

The Commission’s recommendations on this matter may be summarily stated in

the following manner:

(1) The AFP budget should provide for increased allocation of funds for the

AFP On-Base Housing Program as well as its Off-Base Housing Program;

(2) The “overstaying” of retired military personnel in AFP housing should be

stopped and rectified;

3) The number of privately owned quarters in all military bases should be

reduced, if not totally eliminated; and

4) Strict implementation of existing criteria for the awarding of government

quarters to officers and enlisted personnel in the active service must be ensured.



