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REPUBLIC OF THE PHILIPPINES

COMMISSION ON AUDIT
Commonwealth Avenue, Quezon City

CORPORATE GOVERNMENT SECTOR

Office of the Cluster Director

Cluster V - Agricultural, Trading and Promotional

State Auditor’s Report on the Financial Statements

The Board of Directors

Quedan and Rural Credit Guarantee Corporation

34 Panay Avenue, Quezon City

We have audited the accompanying balance sheet of the Quedan and Rural Credit Guarantee Corporation (QUEDANCOR) as of December 31, 2006 and the related statements of income and expenses, changes in government equity and cash flows for the year then ended. These financial statements are the responsibility of the Corporation’s management.  Our responsibility is to express an opinion on these financial statements based on our audit.

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

As discussed in the accompanying Comments and Observations under Nos. 1,2 and 3, the year end financial statements contain material misstatements due to the inclusion of temporary entries in arriving at the balance sheet figures involving a total debit to Cash in bank- Savings Account in the amount of P17,928,263 and credit to Cash in bank-Current Account of P31,067,899, among other   significant variances between the financial statements’ balances  which are discussed in detail in (no. 1);  material discrepancies noted in the cash in bank accounts due to the existence of 124 long  outstanding bank accounts with negative balances totaling P25,637,005, and absence/unupdated bank reconciliation statements in 301 bank accounts, among others (no. 2);  and the P577,406,541 understatement in total assets and total liabilities due to an adjusting entry reversing the Receivable and Loans Payable-Domestic-Agricultural Credit Policy Council which is deemed contrary to the provision of paragraph 20 (a) of the Philippine Accounting Standards No. 39 and the intent of Administrative Order No. 10 dated June 18, 2001 (no.3).
Also, in Comments and Observations Nos. 4,5,7,8 and 9 on trade receivables, the going-concern assumption of the QUEDANCOR is threatened by the existence of past due/in-arrears accounts which are doubtful of collection amounting to   P3,436,428,036 or 43.48% of the year-end balance of trade receivables amounting to P7,902,581,691 representing 57% of QUEDANCOR’s  total assets, (no.4), which includes the following: the P113,700,000 loans under the QUEDANCOR Financing Program for Working Capital of Buyers and  Processors of Agri-Fishery Commodities granted to the Iloilo Feeds Corporation  and the Nueva Foods Corporation with interlocking directorship together with the BIRKS Agri-Livestock, Inc.  who is the major Input Supplier under the QSP (no. 7); the  P380,110,348 trade receivables under the SRT-AFBO Program which is a non-collateralized program, the processing of loans was found  not complying with the SRT-AFBO guidelines (no. 8) ; and the long overdue high value  loans with noted collateral deficiencies granted to fourteen (14) borrowers in the amount of P150,759,552 (no. 9), among others.  Relative thereto, in Comments and Observations no. 5, the allowance for bad debts set as of December 31, 2006 is  only P430,564,972 which is deficient by more or less P379,836,288.
Further, in Comments and Observations No. 6, the existence   and rightful claim of the QUEDANCOR over its  trade receivables under the Swine Program in the amount of  P1,291,039,975, net of the amount of P176,396,591 confirmed by the farmer-borrowers,  cannot be established/ascertained due to unsettled accounting and legal issues  affecting the borrowers’ and input suppliers’ obligations in relation to the  effects of the implementation of the Contract Growing Agreement particularly the provisions on “pull-out of stocks”  and offsetting of accounts,  which were made complicated  by the effects of the implementation in 2006  of the QUEDANCOR’s adopted remedial measures provided  under its Memorandum Circular No. 403 dated March 22, 2006.
In our opinion, because of the effects of the matters discussed in the preceding paragraphs and other deficiencies discussed in the Comments and Observations, the financial statements referred to above do not present fairly, in conformity with generally accepted and state accounting principles, the financial position of the Quedan and Rural Credit Guarantee Corporation as of December 31, 2006 and the results of its operations and its cash flows for the year then ended.

FOR THE COMMISSION ON AUDIT:
TITO S. NABUA
Director IV
May 31, 2007
