QUEDAN AND RURAL CREDIT GUARANTEE CORPORATION

NOTES TO FINANCIAL STATEMENTS

_________________________________________________________________________

1.
AGENCY BACKGROUND
The Quedan and Rural Credit Guarantee Corporation (QUEDANCOR) was established through Republic Act 7393 on April 13, 1992 with an authorized capital stock of P2,000,000,000.00 divided into two billion common and voting shares, with par value of one peso (P1.00) per share, sixty percent (60%) thereof to be subscribed solely by the National Government and/or government-owned or controlled corporations and forty percent (40%) thereof solely by small farmers, fisherfolk, their cooperatives and other private investors.  Its mandate is to accelerate the flow of investments and credit resources into the countryside so as to trigger the vigorous growth and development of rural productivity, employment and enterprises, livelihood and income opportunities.

One of the primary functions of the Corporation is to establish a credit support mechanism for the benefit of farmers, fishermen, rural workers, cooperatives, retailers, wholesalers and primary processors of agricultural and aquatic commodities to accelerate growth and development of rural productivity, employment, livelihood and income opportunities in the countryside.
2. SIGNIFICANT ACCOUNTING POLICIES

a)
The consolidated financial statements include the accounts of the Head Office, fourteen (14) Regional Offices and sixty three (63) District Offices.  The accountant of each District Office maintains a separate set of books of accounts and prepares financial reports which are submitted to their respective Regional Office for consolidation.  The Regional Offices then submit their consolidated financial reports to the Home Office.
b) Income and expense are recognized using the accrual method of accounting.

c) Short-term investments are carried at cost.

d) Property, plant and equipment are stated at cost less accumulated depreciation which is computed using the straight line method based on the estimated service lives of the property ranging from 3 to 10 years except for building which is depreciated over 30 years.

The cost of ordinary maintenance and repairs are charged to operations as incurred.  Major renewals and betterments which extend the lives of the equipment are charged to appropriate expense accounts and then capitalized upon analysis.  When assets are retired or otherwise disposed of, the cost and the related accumulated depreciation are removed from the accounts and any resulting gain or loss is credited or charged to current operations.

e)
Allowance for bad debts
1) 
All Trade Receivables/Contingent Assets – Collateralized trade receivables and contingent assets consisting of past due loan and guarantee payment receivables shall be classified as follows and provided with the corresponding percentages (%) of valuation reserves:




         Valuation Reserve

Classification



(% of outstanding principal)
Fully secured



none

Collateral short
10% every year or less to cover collateral deficiency

For filing of/with pending  

criminal/civil case or with

favorable judgment 
                      10% every year

With legal constraints


20% every year

2) 
Other past due accounts not included under item e.1 shall be aged and the corresponding valuation reserves determined according to the following schedule:

	No. of Years
	% of Valuation Reserve

	One year or less
	5%

	More than 1 year to 2 years
	10%

	More than 2 years to 3 years
	20%

	More than 3 years to 4 years
	30%

	More than 4 years to 5 years
	40%

	More than 5 years
	50%


3. CASH AND CASH EQUIVALENTS

This account includes cash deposits with banks, undeposited collections of collecting officers, unliquidated cash advances of officers and employees and cash equivalents as follows:
	
	
	2005
	
	2004

	Cash in Bank – Current
	P
	179,970,136
	P
	184,049,079

	Cash in Bank – Combo
	
	177,790,984
	
	91,319,250

	Cash in Bank – Savings
	
	236,828,352
	
	224,859,701

	Cash in Bank – Time Deposit
	
	1,251,516
	
	1,251,516

	Cash – Collecting Officers
	
	19,219,308
	
	15,171,588

	Cash – Disbursing Officers
	
	3,941,653
	
	3,008,632

	Cash – Other Officers
	
	1,662,689
	
	1,417,669

	Short Term Investments
	
	1,466,886,617
	
	526,980,181

	
	P
	2,087,551,255
	P
	1,048,057,616


For purposes of the Statement of Cash Flows, all highly liquid debt investments acquired with maturity of three months or less from date of acquisition are considered cash equivalents.

Short-term investments are carried at cost.  These investment are placed with the Bureau of Treasury in Treasury Bills, with Land Bank of the Philippines, United Coconut Planters Bank and the Philippine Veterans Bank.

4. TRADE RECEIVABLES

These represents amounts collectible on loans granted to borrowers under the various programs of the Corporation. Current Loans Receivables are accounts due and demandable as of December 31, 2005 and those receivables which are expected to be realized in cash within one year. It also includes the restructured and rescheduled loans of P394,126,809. Non-current loan receivables are those accounts maturing in the year 2007.
	
	
	2005
	
	2004

	Loans Receivables

- includes ACPC transferred accounts
	
	
	
	

	Current
	P
	2,277,955,060
	P
	2,129,904,061

	Non-current

Past Due
	
	2,523,230,953
2,961,609,337
	
	2,272,781,952

1,927,325,435

	
	
	7,762,795,350
	
	6,330,011,448

	Less: Allowance for Bad Debts
	
	196,992,127
	
	132,050,371

	
	P
	7,565,803,223
	P
	6,197,961,077


Remedied accounts included in the total current and non-current receivables are as follows:

	
	
	2005
	
	     2004

	Remedied Accounts

Rescheduled Accounts
	P
	87,500,164

306,626,645
	P
	73,344,234

202,722,226

	
	P
	394,126,809
	P
	276,066,460


Of the total current receivables, P1,273,482,385 were rediscounted with LBP and P126,848,458 with Allied Bank in 2005 compared to P338,563,548 bank loans from LBP in 2004.
5. OTHER CURRENT ASSETS

This account consists of the following:

	
	
	2005
	
	2004

	Supplies and Materials
	P
	12,388,258
	P
	8,756,962

	Prepayments
	
	132,483,000
	
	125,334,032

	Miscellaneous Receivable
	
	577,691,347
	
	364,585,109

	Due from NFA
	
	522,062
	
	522,062

	
	P
	723,084,667
	P
	499,198,165


Miscellaneous receivable account includes assigned promissory notes under Income Augmentation Loan (IAL) of P339Million to serve as collateral security for the loan with  LBP –P369Million; UCPB – P147Million and PVB – P 21Million.
6. INVESTMENTS

This account consists of the following:

	
	
	2005
	
	2004

	Investments 
	
	
	
	

	On Zero Coupon Bonds
	P
	2,718,014,591
	P
	2,718,014,591

	Bond Discount
	
	550,854,850
	
	224,984,477

	On Stocks
	
	413,049
	
	500,993

	Miscellaneous
	
	5,000,000
	
	5,000,000

	
	P
	3,274,282,490
	P
	2,948,500,061


Zero coupon bonds was issued by the Republic of the Philippines with an aggregate maturity value of P5 billion for a term of seven (7) years commencing from April 23, 2004 to April 23, 2011 which serves as a security for the payment of the P5 billion Syndicated Loan granted by the LBP/EPCIB on April 23, 2004 bearing an interest of 11.125% per annum.

7.
CONTINGENT ASSETS

This account represents claims against defaulting borrowers on account of guarantees paid by QUEDANCOR to the lending bank.

	
	
	2005
	
	2004

	Guarantee Claims
	P
	535,586,528
	P
	501,197,767

	Deficiency Claims Receivables
	
	94,520,317
	
	62,897,793

	Cash Under Receivership
	
	28,982,430
	
	20,137,452

	Others
	
	1,340,719
	
	245,477

	
	
	660,429,994
	
	584,478,489

	Less:  Allowance for Bad Debts
	
	118,349,253
	
	114,525,165

	
	P
	542,080,741
	P
	469,953,324


Deficiency Claims Receivables account arises when the value of the property acquired/foreclosed is not sufficient to cover the loan balance of the defaulting borrowers.
8.
ACQUIRED ASSETS
This account represents mortgages subsequently foreclosed by QUEDANCOR from defaulting borrowers.  The foreclosed properties consist of several real and personal properties of borrowers under the Intensified Rice Production Program (IRPP), Livelihood Financing for Employees Program (LIFE), Agri-Aqua Inventory Management (AIM) and Food and Agricultural Retail Enterprises (FARE), Coordinated Agricultural Marketing and Production (CAMP), Livelihood Aqua-Marine Productivity (LAMP), Joint Agribusiness Venture (JAV), Fisherfolk Integrated Livelihood Program (FILP),  Barangay Marketing  Center (BMC),  Credit Guarantee Program (CGP) and Rice & Corn Based Financing System (RCBFS).

This account is broken down as follows:

	
	
	2005
	
	2004

	Land, Building & Structures
	P
	235,991,862
	P
	215,884,331

	Motor Vehicles
	
	1,959,170
	
	710,000

	Furniture and Equipment
	
	7,848
	
	7,848

	Others
	
	45,656,430
	
	17,697,647

	
	
	283,615,310
	
	234,299,826

	Less: Allowance for Probable Loss
	
	4,507,926
	
	4,507,926

	
	P
	279,107,384
	P
	229,791,900


9. PROPERTY, PLANT AND EQUIPMENT

The composition of this account is as follows:

	
	
	2005
	
	2004

	Land
	P
	23,282,688
	P
	23,282,688

	Building & Building Improvements
	
	14,082,146
	
	13,853,583

	Motor Vehicles, Land Transportation,
	
	
	
	

	Equipment & Accessories
	
	41,784,510
	
	41,370,314

	Furniture & Fixtures
	
	4,815,859
	
	4,190,904

	Office Equipment
	
	56,153,712
	
	48,290,565

	Telegraph, Telephone, Cable, Radio, 
	
	
	
	

	Television Equipment
	
	2,954,664
	
	2,944,826

	Books
	
	 9,900
	
	12,870

	Others
	
	2,180,054
	
	1,847,804

	
	
	145,263,533
	
	135,793,554

	Less: Accumulated Depreciation
	
	47,023,308
	
	32,830,301

	
	P
	 98,240,225
	P
	102,963,253


A contract of conditional sale was entered into by and between the Livelihood Corporation as the Vendor and QUEDANCOR as the Vendee on May 19, 1995, wherein the subject of the contract consist of land, building and building machineries and equipment for and in consideration of the total amount of thirty-one million seven hundred ninety-seven thousand and nine hundred pesos (P31,797,900.00) which were registered in the name of QUEDANCOR in 2003.

10. OTHER ASSETS

This account consists of miscellaneous deposits for:
	
	
	2005
	
	2004

	Water, Power & Telephone
	P
	335,113
	P
	323,517

	Others (leases, procurement)
	
	2,586,263
	
	2,198,919

	
	P
	2,921,376
	P
	2,522,436


11. CURRENT LIABILITIES

The following accounts are included under this caption:
	
	
	2005
	
	   2004

	Current Payables
	
	
	
	

	Vouchers Payable
	P
	137,556,537
	P
	123,110,022

	Accrued Expenses
	
	193,788,142
	
	142,612,319

	Accounts Payable
	
	535,772,438
	
	316,960,784

	Rediscounting Venture
	
	559,502,218
	
	338,563,548

	Payable to Input Suppliers
	
	86,338,971
	
	125,305,082

	Assigned PN Payable-PVB
	
	21,265,952
	
	83,914,755

	Assigned PN Payable-UCPB
	
	147,575,889
	
	161,550,987

	Assigned PN Payable-LBP
	
	369,476,502
	
	31,126,329

	Assigned PN Payable –East West 
Bank
Others
	
	23,653,641

70,542,984
	
	-

57,921,568

	
	
	2,145,473,274
	
	1,381,065,394

	Trust Liabilities
	
	
	
	

	National Government
	
	152,330,847
	
	163,226,398

	Gov’t. Owned & Controlled Corp.
	
	314,878
	
	71,875

	Others
	
	49,125,800 
	
	(3,156,815)

	
	
	201,771,525
	
	160,141,458

	Miscellaneous/Other Liabilities
	
	139,740,559
	
	118,342,014

	
	P
	2,486,985,358
	P
	1,659,548,866


The Trust Liabilities – National Government Account consists of funds received from the Department of Agriculture (DA), Agricultural Credit Policy Council (ACPC), National Food Authority (NFA) and National Aquatic & Fishery Council (NAFC) in order to implement various programs of the agency particularly FLGC, GPEP, DAPCOPO and MAKAMASA.

Miscellaneous/Other Liabilities represents deferred credits which arises from interest deducted in advance from loans granted under the GMA-CARES – IAL.

12. CONTINGENT LIABILITIES

Per Memorandum of Agreement entered into by and among the Department of Agriculture (DA), Agricultural Credit Policy Council (ACPC) and QUEDANCOR dated October 2, 1989, the DA and ACPC shall, out of the Comprehensive Agricultural Loan Fund (CALF), earmark, release and establish guarantee claims for participating lending banks.  Likewise, all subsequent recoveries, which may be realized/collected by QUEDANCOR after payment of guarantee claims to the lending bank, shall be remitted back to the CALF-QUEDANCOR Fund.

13. LONG TERM LIABILITIES

This account consists of the following obligations:

	
	
	2005
	
	2004

	Loans Payable
	
	
	
	

	National Government Agencies
	
	
	
	

	-Department of Agriculture (DA)
	P
	1,889,218,000
	P
	1,943,798,000

	-Department of Agrarian Reform
	
	150,000,000
	
	150,000,000

	-Agricultural Credit Policy Council
	
	1,187,553,731
	
	1,251,567,221

	Gov’t.Owned and/or Controlled Corp.
	
	
	
	

	-National Dairy Authority
	
	35,900,000
	
	35,900,000

	Others/Private
	
	
	
	

	- LBP/EPCIB Syndicated Loan
	
	 5,000,000,000
	
	5,000,000,000

	- UCPB – Multi Series Bonds

- UCPB – Corporate Notes
	
	1,500,000,000
750,000,000
	
	-
-

	-Provincial Government of South 
Cotabato & Aklan
	
	4,751,610
	
	1,000,000

	
	P
	10,517,423,341
	P
	8,382,265,221


The DA loan consists  mainly of P1 billion loan fund under the Agricultural Competitiveness Enhancement Fund (ACEF) account to finance programs for farmers and fisherfolks  into self-reliant team with a condition to return the Fund in the year 2010 and P437 million under GAP-RCBFS with 2% interest per annum and a term of 15 years to provide on lending schemes, guarantee programs, joint agri-business venture capital program and rehabilitation of cooperatives and P81.65 million to finance production of hybrid corn seeds. Likewise, an aggregate of P624 million was granted by ACPC per RA 8435 and DA AO#10 Series of 2002 for agri-fishery projects; including P285 million under AMCFP at 4% interest per annum payable quarterly for five years to finance farmers and fisherfolks on their eligible projects listed in Sec. 23 of RA 8435.
The P150 million non-interest bearing loan from DAR which is payable in lump sum after 15 years provides a credit support mechanism for relending thru accredited lending banks to qualified farmers/beneficiaries and/or associations for the construction of farm level warehouses and the P35.9 million loan from NDA was established to guarantee fund of pre-identified cooperatives to operate and achieve national sufficiency in milk and dairy. 
The P1.5 billion Multi-Series Bonds support the QUEDANCOR’s Income Augmentation and Livelihood Program payable at the end of 3, 4 and 5 years.

The P750 million UCPB Corporate Notes with interest of 10.5268% per annum payable for a period of five years to finance the credit requirements of farmers, fisherfolks and other countryside entrepreneurs in line with the Presidents thrust of poverty alleviation, employment generation and food security.
See Note 6 on the P5 billion LBP/EPCIB – Syndicated Loan.
14. CAPITAL STOCK

	
	
	2005
	
	2004

	Capital Stock – P1.00 par value   
	
	
	
	

	Authorized  - 2,000,000,000

Issued – 762,744,997 shares
	P
	762,779,627
	P
	756,777,184

	Less: Treasury Stocks
	
	432,500
	
	322,000

	
	P
	762,347,127
	P
	756,455,184


The authorized capital stock of the Corporation per RA No. 7393 shall be Two Billion Pesos (P2,000,000,000.00) divided into two billion common and voting shares with par value of One Peso (P1.00) per share.  Sixty percent (60%) thereof shall be subscribed by the National Government and/or Government Owned or Controlled Corporations and forty percent (40%) thereof by small farmers, fisher-folk, their cooperatives and other private investors.

15. DONATED CAPITAL

This account consists of grants from the National Agricultural and Fishery Council and the Department of Agriculture per RA No. 8435 and AO No. 10 Series of 2001 which was previously classified as long-term liability amounting to P477.41 million,         P1.92 million representing total cost of 112 free units of Nokia cell phones and one unit Toyota Revo DLX valued at P0.66 million.

16. GUARANTEE INCOME
This account represents fees received from accredited lending banks on account of the guarantee coverage extended by QUEDANCOR on the payment of loans granted.
17. INTEREST AND OTHER INCOME

This account represents income earned from various programs of the Corporation and miscellaneous operating income which is in the form of franchising fee, warehouse receipts, accreditation fee, management fee, appraisal fee and interest on savings deposits.

The total interest income earned on each program amounted to  P 1,045,783,844 and P847,874,839 in 2005 and 2004, respectively.  Details of which is shown bellow:
	
	 
	
	 
	

	
	
	2005
	
	2004

	INTEREST INCOME ON LOANS
	
	
	
	

	GMA – CARES
	P
	822,962,421
	P
	652,459,943

	Agrikulturang Makamasa –Rice & Corn 
	
	
	
	

	Based Financing System (RCBFS)
	
	13,250,081
	
	27,239,783

	Coordinated Agricultural Marketing & 
Production
	
	20,524,924 
	
	21,841,664 

	WCL-Buyers & Processors of Agri-Fishery
	
	8,738,748
	
	19,071,150

	Agriculturang Makamasa –High Value Crops 
	
	
	
	

	Program (HVCP)
	
	21,890,140
	
	19,020,634

	Food & Agricultural Retail Enterprises 
	
	15,257,808
	
	15,477,383

	Country Lending Conduits (AMCFP-CLC)
	
	20,249,153
	
	15,023,943

	Hybrid Rice Cultivation Project  (HRCP)
	
	10,636,416
	
	14,458,492

	Gintong Ani –Joint Agribusiness Venture 
	
	1,036,470
	
	8,462,110

	Livelihood and Aqua-Marine Productivity 
	
	1,197,752
	
	6,241,259

	Gintong Ani –Local Gov’t Unit. (LGU)
	
	4,262,275
	
	6,208,941

	Barangay Marketing Center (BMC)
	
	3,077,142
	
	5,883,033

	LIVECOR-Agri-Aqua Equipment Leasing 
Program
	
	5,810,000 
	
	5,480,000 

	Gintong Ani –Federation & People’s Org. 
	
	2,141,317
	
	5,235,352

	Oolong Tea
	
	-
	
	4,666,667

	Agriculturang Makamasa –SUGAR
	
	3,223,928
	
	3,365,525

	Quedan Swine Program (QSP)
	
	58,579,495
	
	2,544,188

	Gintong Ani-Credit Guarantee Program –SF
	
	  704,119
	
	2,077,001

	SUC’s CPEPMFP
	
	-
	
	1,621,626

	Corn Logistical Competitiveness Prog. 
	
	1,180,731
	
	1,616,928

	SULONG
	
	1,991,768
	
	1,434,709

	Poverty Alleviation Credit Food for Direct 
Assistance to Farmers (PAF - DAF)
	
	  166,511
	
	1,339,141

	Gintong Ani –Long Gestating Crops Program 
	
	  934,432
	
	1,248,232

	Fisherfolk Integrated Livelihood Prog. (FILP)
	
	1,214,387
	
	1,032,513

	SMC Program for Corn, etc.
	
	4,940,049
	
	900,009

	Self-Reliant Farmer (SRF-SME)
	
	305,877
	
	635,808

	Pioneering Technology for Exportable Agri-
Product
	
	3,650,885
	
	615,000

	Farm Level Grains Center (FLGC)
	
	517,900
	
	460,840

	Farm Level Agricultural Machinery & 
Equipment
	
	904,776 
	
	450,861 

	Quedan Asparagus Program (QAP)
	
	838,001
	
	267,895

	LGU-PBP
	
	5,124,045
	
	262,500

	Food Retailers & Wholesalers Program
	
	-
	
	221,319

	CDA-CLP
	
	1,060,897
	
	207,967

	Quedan-Banana
	
	2,052,593
	
	180,000

	Grains Production Enhancement Program 
	
	686,137
	
	125,478

	Small Retail Enterprises (SRE)
	
	458,294
	
	124,016

	FAME
	
	18,185
	
	96,435

	Marketing Credit for Agri-Fishery Products 
	
	343,518
	
	94,483

	Program for Inventory Financing (QPIF)
	
	1,490,139
	
	80,063

	Quedan Program for Mango Growers
	
	430,043
	
	38,652

	Young Farmers Program (QYFP)
	
	67,760
	
	24,901

	NCB Lifeloan Program
	
	302,309
	
	17,888

	Livelihood Financing Program for Employees
	
	   374
	
	17,154

	Intensified Rice Production Program (IRPP)
QTVP

SRT-Coop
	 
	  378
63,444

3,498,222
	 
	3,353
-

-

	 
	P
	1,045,783,844
	P
	847,874,839

	
	
	
	
	

	MISCELLANEOUS OPERATING INCOME
	
	
	
	

	Interest on Guarantee Claims
	P
	1,377,593
	P
	2,049

	Franchising Fee
	
	90,515
	
	27,662

	Warehouse Receipts
	
	400,040
	
	408,627

	Accreditation Fee
	
	5,081,053
	
	2,999,382

	Management Fee
	
	1,712,671
	
	1,019,566

	Pre-termination Fee
	
	4,195,083
	
	2,103,071

	Appraisal Fee
	
	403,580
	
	625,659

	Insurance Commission
	
	33,890,554
	
	27,064,787

	 
	P
	47,151,089
	 P
	34,250,803

	 
	P
	1,092,934,933
	P
	882,125,642


18. INCOME FROM INVESTMENTS

This account consists of the following:

	
	
	2005
	
	2004

	Interest on Bonds
	P
	325,892,505
	P
	225,009,448

	Interest on Treasury Bills & Notes
	
	55,331,067
	
	56,741,856

	Dividends on Stocks
	
	1,000
	
	1,500

	
	P
	381,224,572
	P
	281,752,804


19. MISCELLANEOUS INCOME

The composition of this account is as follows:

	
	
	2005
	
	2004

	Administration Fee
	P
	29,462,885
	P
	26,913,271

	Interest on Bank Deposits
	
	4,278,434
	
	4,285,342

	Notarial Fee
	
	3,302,588
	
	2,591,007

	Attorney’s Fee
	
	1,739,584
	
	309,745

	Income from Assets Acquired
	
	309,219
	
	242,134

	Rents
	
	615,262
	
	222,477

	Sale of Waste Materials

Sale of SRT Books

Gain on Sale of Property, Plant and 
Equipment
	
	  600
110,740

7,866
	
	1,104
-

-

	Miscellaneous
	
	3,062,290
	
	2,681,910

	
	P
	42,889,468
	P
	37,246,990
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