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I. Auditor’s Opinion
Auditor’s Opinion

To Provincial Project Management Office of Integrated Economic
Development of Small Towns (Guangdong) Project

We have audited the special purpose financial statements (from page 6 to page
18) of Integrated Economic Development of Small Towns (Guangdong)
Project Financed by the World Bank, which comprise the Balance Sheet as of
December 31, 2013, the Summary of Sources and Uses of Funds by Project
Component, the Statement of Implementation of Loan Agreement and the
Special Account Statement for the period then ended, and Notes to the
Financial Statements.

Project Entity and Guangdong Provincial Finance Department's
Responsibility for the Financial Statements

The preparation of the Balance Sheet, the Summary of Sources and Uses of
Funds by Project Component is the responsibility of your office, while the
preparation of the Statement of Implementation of Loan Agreement and the
Special Account Statement is the responsibility of Guangdong Provincial
Finance Department, which includes:

I. Preparing and fair presenting the accompanying financial statements in
accordance with Chinese accounting standards and system, and the
requirements of the project loan agreement;

ii. Designing, implementing and maintaining necessary internal control to
ensure that the financial statements are free from material misstatement,
whether due to fraud or error.

Auditor’s Responsibility

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

An audit involves performing procedures to obtain audit evidence about the
amounts and disclosures in the financial statements. The procedures selected

3



depend on the auditor’s judgment, including the assessment of the risks of
material misstatement of the financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control
relevant to the entities’ preparation and fair presentation of the financial
statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the entity’s internal control. An audit also includes evaluating
the appropriateness of accounting policies used and the reasonableness of
accounting estimates made by management, as well as evaluating the overall
presentation of the financial statements.

We believe that the audit evidence we have obtained is appropriate and
sufficient to provide a basis for our audit opinion.

Opinion

In our opinion, the financial statements identified in the first paragraph present
fairly, in all material respects, financial position of Integrated Economic
Development of Small Towns (Guangdong) Project Financed by the World
Bank as of December 31, 2013, its financial receipts and disbursements, the
project implementation and the receipts and disbursements of the special
account for the period then ended in accordance with Chinese accounting
standards and system, and the requirements of the project loan agreement.

Other Matter

Since the project didn’t submit withdrawal application to the World Bank
during the period, we don’t express our opinion on loan withdrawal.

The audit report consists of the Auditor’s Opinion and two more parts
hereinafter: Financial Statements and Notes to the Financial Statements, Audit
Findings and Recommendations.

Guangdong Provincial Audit Office of the People’s Republic of China

June 25, 2014



Address: No. 361, West Huangpu Avenue, Tianhe District, Guangzhou City,
Guangdong Province, P.R China

Postcode: 510630
Tel: 86-20-87078158
Fax: 86-20-87078201

The English translation is for the convenience of report users; Please take the
Chinese audit report as the only official version.
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II . Financial Statements and Notes to the Financial Statements

(—) FePHx

I. Balance Sheet

TE 4R RARAT R

20134 12 A/ 31 H

¥ & F X
BALANCE SHEET

(As of December 31, 2013)
T RE RN EHFRGETT R TR EERTE

Project Name: Integrated Economic Development of Small Towns (Guangdong) Project Financed by the World Bank
mef: ARTG

Currency Unit: RMB Yuan

Gl [ RAE R A

Prepared by: Provincial Project Management Office of Integrated Economic Development

of Small Towns (Guangdong) Project

FETRERRTE PAE

N TR " . (TR N "
%o& MmO e WA % o4& ok W Uel o s WA
Application of Fund No Beginning Balance | Ending Balance Sources of Fund No Beginning Balance | Ending Balance
R N AT
CSH LA I i
- . 1 1,450,112.42 Total Project 28 - 9,000,000.00
Total Project Expenditures e
Appropriation Funds
s v L UH AT AR
1 AR 2 - ;rEejctjéalﬁit)aFanjd 7g;ital 29 - -
Fixed Assets Transferred ) P P
Surplus
2. fRkEES I E 2 R
FiAZ A i H 3 . oo JE %
Construction Expenditures 3 - . 30 - -
. Including: Grants
to be Disposed
3. = WHMRAE T
Investments Transferred-out | ¢ ) Total Project Loan 31 ) 762,112.30
) 1. TH BB A
. TR .
4 ELJ‘&. . 5 1,450,112.42 Total Project 32 - 762,112.50
Construction in Progress
Investment Loan
R Sl WISl ﬁ%ﬁ | 4 j:l:/i;fs
El’{&i/—’_tﬁ{i&)\'fﬂ-ﬂ\ 6 ) @ | I/HH K 33 } 76211250
Investment Loan Receivable Foreign Loan
v SR P A AT DY ! e
OB AT AR S BRI R b 2
Including: World Bank 7 - including: IDA 34 - -
Investment Loan Receivable g
= RS Tm BE AR [ B 52 4T R A
Appropriation of Investment 8 - AT 35 - 762,112.50
Loan IBRD
Jerfr R AHIAT DY R BREEEIT
Including :Appropriation of 9 - Technical 36 - -
World Bank Investment Loan Cooperation
N ) JiSErE i
. 10 - . h 37 - -
Equipment Co- Financing
Horr AR b BRSS9 K% .
PRI @ W%
Including: Equipment Losses 11 - X 38 - -
. Domestic Loan
in Suspense
T W 2. HAbAE
Total Cash and Bank 12 3,309,695.88 Other Loan 39 ) )
. . "?’ x)\ wzl j:l:,ir/,
L BUTAEK 13 3,294,396.89 . A A(rj;lzri;tj)iir); o? B 40 - -
Cash in Bank e pprop
Investment Loan
e o AP
Seob R AT R
. . 14 - Including: World Bank 41 - -
Including: Special Account
Loan
2. B4 v Ak B4
Cash on Hand 15 15.298.99 Bond Fund 42 ) )

J& 4 (To be continued)




Repb o H 3

i o 7NN
AN B RHGRE S 16 5,000,000.00]  Construction Expenditures | 43 ; ;
Total Prepaid and Receivable
to be Offset
H PR B
eh AT DY R b R A
Including: World Bank Loan 17 - 44 - -
. Total Payable
Interest Receivable
P HHAT DR AR s 5 . e
Wit ek Y S IR R)
World Bank Loan :
. 18 - Including: World Bank 45 - N
Commitment Fee
. Loan Interest Payable
Receivable
DA AT SRR
ISTARAT B BE 4 of T 2 bid
World Bank Loan Service- | 19 - World Bank Loan 46 - -
Fee Receivable Commitment Fee
Payable
NEAT AT BB o
L HES 20 | % 7 ) )
Marketable Securities World Bank Loan
Service Fee Payable
I\ BEE R I\ RAGRE T
21 2,304.2 4 - -
Total Fixed Assets 30420 Other Payables 8
B oy 3 Ju. 4 %4
e 22 2.460.00| /b FABANTS a9 - -
Fixed Assets, Cost Appropriation of Fund
dﬁ.%uﬂﬁlﬂ Fo BN
Less: Accumulated 23 155.80 R . 50 - -
. Retained Earnings
Depreciation
[ % e
Fixed Assets, Net 24 2,304.20 ) )
I 5 ¢ 7 25 ) N B
Fixed Assets Pending Disposal
5 A T 5 % 7 4K 26 i i i
Fixed Assets Losses in Suspense
[ & e S et
Bz fE it 27 9,762,112.50 REREE 51 - 9,762,112.50

Total Application of Fund

Total Sources of Fund




(=) FEH*EX
1. Summary of Sources and Uses of Funds by Project Component
HH#KX(—)
SUMMARY OF SOURCES AND USES OF FUNDS

BY PROJECT COMPONENT 1

RI# FE 2013 4F 12 A 31 H
(For the period ended December 31, 2013 )

TE AR ERBATRH FE RN EFEETTR T R AR H
Project Name: Integrated Economic Development of Small Towns (Guangdong) Project Financed by the World Bank

Gl [ RA R A

Prepared by: Provincial Project Management Office of Integrated Economic Development

G

of Small Towns (Guangdong) Project

TR T RARRTE AR

T ARTT

Currency Unit: RMB Yuan

ES ] it
Current Period Cumulative
i N sk N . N NN
P AMRE - o | Amsekie | gitsama | Ribsemit
Project Component Current i : SIRERSSA BvlE ] ) A
period Current Period Current Period Life of PAD Cumulative Cumulative
Actual Completed % Actual Completed %
Budget
VRIS S
BRI 9,762,112.50 675,034,500.00 9,762,112.50 1.45%
Total Sources of Funds
5| B 4Rl 2 DY K
I_HK/T/%@ZE 7S JA_ 762,112.50 319,000,000.00 762,112.50 0.24%
International Financing
[ bR 53 M R ARAT
L Il_IBKgDE/ IPRARAT 762,112.50 319,000,000.00 762,112.50 0.24%
[N
- gbﬁﬁﬁ? . 9,000,000.00 356,034,500.00 9,000,000.00 2.53%
Counterpart Financing
s AT (I E W2
Total Application of Funds (by 1,450,112.42 675,034,500.00 1,450,112.42 0.21%
Project Component)
1. Hfli B0 5 649,154.82 509,987,900.00 649,154.82 0.13%
Infrastructure development
P :
2. HUkRe s - 49,769,000.00 - -
Institution strengthening
3. I RS WS
Project management and 38,102.21 21,400,000.00 38,102.21 0.18%
monitoring assessment
4. Tk B - 28,810,400.00 - -
Reserve
A | v
5. BRIRI KSR HED: 762,855.39 19,010,000.00 762,855.39 4.01%
Loan Interests and front-end-fee
6. A ) } } }
Exchange gain or loss
7. HAb
Others 46,057,200.00
Z5
: 8,312,000.08 - 8,312,000.08 -
Difference
W W e AR
L WL&’TA&%_ 5,000,000.00 - 5,000,000.00 -
Change in Receivables
2. AT 3 n - -
Change in Payables
1 R iy
S .ﬁﬁg% 3,309,695.88 - 3,309,695.88 -
Change in Cash and Bank
E:—‘—»
als 2,304.20 - 2,304.20 -
Other




ME #E Xx(Z)
SUMMARY OF SOURCES AND USES OF FUNDS

BY PROJECT COMPONENT II
AW #&FE 2013412 fl 31 H

(For the period ended December 31, 2013 )
FHAR: HRBATRK) LR EFREETK R REERTE

Project Name: Integrated Economic Development of Small Towns (Guangdong) Project Financed by the World Bank
WAL T AERNEFRGETF KT REERNE A E
Prepared by: Provincial Project Management Office of Integrated Economic Development

of Small Towns (Guangdong) Project

e ARG

Currency Unit: RMB Yuan

TLH A 2
Project Component

T H 3

Project Expenditure

B
Cumulative Amount

CACAT B
Assets Transferred

5 7
Fixed Asset

Viksih s Wi s
Current Asset

Intangible Asset

I L
Deferred Asset

finaw
Work in Progress

RRZ B I H 3 Hh
Construction
Expenditures to be
Disposed

L4
Investments
Transferred-out

1. RN A e
Infrastructure development

649,154.82

649,154.82

2. HUMRE &
Institution strengthening

3. I H A DT
Project management and monitoring assessment

38,102.21

38,102.21

4. P
Reserve

5. DEHAE K SEAE D
Loan Interests and front-end-fee

762,855.39

762,855.39

6. JCiiia
Exchange gain or loss

7. FHiAth
Others

&1t
Total

1,450,112.42

1,450,112.42




(Z) REBRHTHIAR
Iii. Statement of Implementation of Loan Agreement

BRAWMEHBATRAER
STATEMENT OF IMPLEMENTATION OF LOAN AGREEMENT
AH#HZE 20134 12 A 31 H
(For the period ended December 31, 2013)
TE 4 F: MRBATRR) RERNEFGEEF KT R EAERTE
Project Name: Integrated Economic Development of Small Towns (Guangdong) Project Financed by the World Bank

GIWEAL: T HREMBUT RREf: RTUART TG
Prepared by: Guangdong Provincial Finance Department Currency Unit: USD/ RMB Yuan
e DR G AR LR AR B
ES 5 Loan Amount Current-period Withdrawals Cumulative Withdrawals
Category Eyn %I P ANRM ey #fra ANRm
usb uUsb RMB uUsb RMB
1. T
Civil Works 45,736,000.00
2. 1)
Goods 2,271,000.00
3. &R SFNEEI
Consulting service and training 1,868,000.00
4 55T 5
Unallocated part
5.6
Front-end-fee 125,000.00 125,000.00 762,112.50 125,000.00 762,112.50
it
Total 50,000,000.00 125,000.00 762,112.50 125,000.00 762,112.50
otal
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Iv. Special Account Statement

TR K P #& X
SPECIAL ACCOUNT STATEMENT

RE# FE 2013 4F 12 A 31 H
(For the period ended December 31, 2013)

AR HRRITRH RE RN EF 56

TR o R T E
Project Name: Integrated Economic

Development of Small Towns (Guangdong)
Project Financed by the World Bank
R 5. 8161-CN

Loan No. 8161-CN

R EAL: TARE BT

Prepared by: Guangdong Provincial Finance
Department

TP RATAR: BERIT) NS AT

Depository Bank: Guangzhou Yuexiu
subbranch, China CITIC Bank

i 5. 7443501482600000797
Account No. : 7443501482600000797
BHME: =70

Currency: USD

Ay AL I A G B
Part A-Account Activity for the Current Period

G A
Amount

BUEIPS Tl
Beginning Balance

4

Add:

ARIIHAT [ SR
Total Amount Deposited this Period by World Bank

AHIRRIN B FENE K 350
Total Interest Earned this Period if Deposited in Special Account

ASIYIAS 1 S H 38 A

Total Amount Refunded this Period to Cover Ineligible Expenditures

Wb
Deduct:

A AT
Total Amount Withdrawn this Period

AIIAR AL SV (KI5 2 52T

Total Service Charges this Period if not Included in Above Amount Withdrawn

HIAR R
Ending Balance

(J& 42 To be continued)
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B #Bor: &R AT
Part B-Account Reconciliation

& W

Amount

- AT E A S
Amount Advanced by World Bank

Wb
Deduct:

- AT R S
Total Amount Recovered by World Bank

RBA R o DA
Outstanding Amount Advanced to the Special Account at the End of this Period

&>

I AR AR

Ending Balance of Special Account

-
Add:

AR AR T U AR AR R [ b 4 0
Amount Claimed but not yet Credited at the End of this Period

HIE TS |
Application No. Amount

- AR AR SO MR i K 2
Amount Withdrawn but not yet Claimed at the End of this Period

- MRS B (AR 5 A 6 k2D
Cumulative Service Charges (If not Included in ltem 5 or 6)

VTR
Deduct:

- FLEBON FENE IR #43)
Interest Earned (If Included in Special Account)

AR % TR P o IR A
Total Advance to the Special Account Accounted for at the End of this Period
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o %ok MHE

1. BB # I

HRBEITRAT AERREFEEF AT RHELTERKT N
8161-CN, EEMITZIE LM, RATEEZFLELSSHFEER, &
A AN K HE AR, BTN R T ER, HEE
SNREAERRET R, ARENRERRELERERTER, XTE W
RTINE, TEHEENAEHE: (1) LFF LT EEETH. LAEAR”
Wb & A AR IR R RS B T (2) Ik T RER A BH T
& 8 P e KR AR R FE R e BTG e L (3) XFFER TR KRR
IR AR BT AL AT . AR P b &R B AR S FEAE e R B ik (4) X
FEME VLW M R BRI T A ] B b & R B AR e 2k ki RO ey
¥, (5) XHFRATIIREEIIMERIE . 4B % &7 b & &A= ek
HE B 86 17 2% (6) ICFFARIN T 2% 7 7 4% 2% 4 K i 77 b KR B AR K 3
BV R B W (7)) XF =TT E 2 W R e 77~ & & A
K F AR RAAS Bk S 2. CRAMEY f (TEWHEY F 2012 4 8
H7H%4T, 2012 4 11 F 7 B 4%, HHXKH N 2017 4 12 | 31 H.
TH R AR KN ART 675,034,500.00 7T, HHHREATRE LA
50,000,000.00 % 75, & A K M 319,000,000.00 TT.

B EEREY LA, THIEESHITEEN (R EN. (TE
WEN EEEXARNERGSEF TEM. 8% 2013 4F 12 A&, Fid &
ST E TR Y TR P E IR TE, #oxm LR B IR T E TR
T IR AT g T F B B4R, TR B 35k SR i e 48
WMIAE., TEELALHART 1,450,112.42 71, HHm$i&it. BAR
H.OEY . LE5EHEEEHART 687,257.03 T, LA H KR HAEAR
M 762,855.39 TT.

2. W F Gt e
AW RAH RBCELE RE RN LR R T BHERTR
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BAAE (WTHERETES ). 7 METE M E KR KR8 WK
JT 85 3K R AT T SR A & K P k.

3. TELHHK
3.1 AT E M4 HEILEMEE (HEARITRETE 2L %D
(PR (2000 13 5 ) HERE 4.

32 R UHEF AN R, WA EF1IA1EE 12318,

3.3 ATUE KA LA TTR A B A LKEN, AR EZ AL
IRIEILIK, DLAR T A LKA .

34 TR A FZE P EAKRSRAIT 2013 4 12 A 31 HILRITH,
Bl 1 2=ARKT 6.0969 jt. E#E X (—) FIHE LR F+ & Er
ANTFEBATRAATIRLE 1 XL=AKT 6.38 T &.

4. W& EHHA

4.1 B H L H

2012 = 2013 £ L EH X B A K T 1,450,112.42 76, Zit L H AR T
1,450,112.42 jo, £ E A M F X BAFRIE A RAE T E W, & AR
Ky 0.21%.

4.2 TR A
2013 47 12 FI 31 H R iR A& F A AK T 3,309,695.88 7r,, th k- 4F 3%
AR T 3,309,695.88 76, HF LK FRITEART 0.00 TT.

4.3 T B R WK

2013 4£ 12 F 31 H 4% 4 AR T 5,000,000.00 7o, £ E & & R EH#
AR N E (F) MBARE, A5 MR (F) WBAE M AEKELEEAN
BHETE BKFP, oAl R ERTERELGME. BT HEARE R,
ZFWE E WAL, kT EEX R EHE. N T X THEAE. 54
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H AT 05 8 AR 1,000,000.00 1T, AR T 5,000,000.00 75

4.4 [ E R

2013 4£ 12 Fl 31 HE E W™ AR H A AK T 2,460.00 76, Rt
H&#HARKT 155.80 T, B R~ FELFAART 2,304.20 7T, &%
ATIIREEAMMET 2013 4 8 AME. ATHEEENEM, T 2013
9 A F4sitiR .

4.5 JH K &K

2013 4£ 12 F 31 H &% 4 AR M 9,000,000.00 T, £4. 7. E&%
A EER A

TE R BB %4 2 5 A K T 356,034,500.00 75, # % 2013 4F 12 A
31 H 2| fr BB %4 AR F 9,000,000.00 76, & it 2.53%.

4.6 T E &%

2013 £ 12 Fl 31 HA&H A AR T 762,112.50 75, Hf: EREXF
KARATH A B A 125,000.00 £ 75, & ART 762,112.50 70

#E 2013 4 12 A 31 H, EiHRIUE FRATR K H 4 125,000.00 =
T, @RS F N 0.24%, AN AL,

5. & Rk A

KB EERAKPREFERAT N FE T, KB A
7443501482600000797, WA K £ 0. # % 20134 12 F 31 H, LAk P
RH K 0.00 £T0, MWARFERKFK.
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v. Notes to the Financial Statements

Notes to the Financial Statements

1. Project Overview

The Loan No. of Integrated Economic Development of Small Towns
(Guangdong) Project is 8161-CN. Through the implementation of the project,
it aims to promote economic, social and environmental construction in order
to achieve inclusive growth and sustainable development of selected towns.
With the radiating effect of selected towns, it will also help establishing
cooperation and development platform for small towns, and providing good
experience for other small towns of the nation. The project involves 7 towns,
the main project contents are as follows: (1) supporting associated
infrastructure construction and institutional capacity building for lighting
industry as well as flower and plant industry of Guzhen Town, Zhongshan
City; (2) supporting associated infrastructure construction and institutional
capacity building for hardware products industry of Dongli Town, Chenghai
District, Shantou City; (3) supporting associated infrastructure construction
and institutional capacity building for new building materials industry and
tourism industry of Yuecheng Town, Deqing County, Zhaoqing City; (4)
supporting associated infrastructure construction and institutional capacity
building for hardware cutting tools industry of Dongcheng Town, Yangdong
County, Yangjiang City; (5) supporting associated infrastructure construction
and institutional capacity building for tourism industry and metal
manufacturing industry of Rucheng Town, Ruyuan County, Shaoguan City; (6)
supporting associated infrastructure construction and institutional capacity
building for tourism industry of Fuxing Town, Xingning City, Meizhou City;
(7) supporting associated infrastructure construction and institutional capacity
building for electronic industry of Fucheng Town, Luoding City, Yunfu City.
Loan Agreement and Project Agreement were signed on August 7, 2012, and
came into effect on November 7, 2012. The account of the project will be
closed before December 31, 2017. The estimated total investment of the
project was RMB675,034,500.00 yuan, among which the total World Bank
loan amount was USD50,000,000.00, equivalent to RMB319,000,000.00
yuan.

Since the agreement was formally signed and came into effect, the project has
started to implement in accordance with the requirements of legal documents
such as Loan Agreement and Project Agreement. By the end of 2013, Guzhen
Town Sub-project had finished bidding of preliminary design, and Rucheng
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Town had finished the compiling of preliminary design and submitted for
approval, while other towns had not finished bidding procedures of
preliminary design. Accumulated expenditures was RMB1,450,112.42 yuan,
including RMB687,257.03 yuan of preliminary design fees, bidding agent fees,
training and management expenditures, and RMB762,855.39 yuan of loan
interests and front-end-fee.

2. Consolidation Scope of the Financial Statements

Consolidation scope of the financial statements covers the financial statements
of the Provincial Project Management Office (Provincial PMO for short) and
7 project offices of town level (Township PMO for short), as well as
Statement of Implementation of Loan Agreement and the Special Account set
in the Guangdong Provincial Finance Department.

3. Accounting Policies

3.1 The Financial Statements of the project were prepared according to the

requirements of Accounting Methods for the World Bank Financed Project
(Caijizi[2000]No0.13) .

3.2 In accounting practice, the Gregorian calendar year is adopted as the fiscal
year from January 1 to December 31.

3.3 The accrual basis and the debit/credit double entry bookkeeping method
are adopted. RMB is used as the recording currency of bookkeeping.

3.4 The exchange rate adopted in the financial statements was the exchange
rate on December 31, 2013 of the People’s Bank of China, which is USD1=
RMB6.0969 yuan. The exchange rate adopted for the planned amount of
IBRD loan in Summary of Sources and Uses of Funds by Project Component
was USD1= RMB6.38 yuan.

4. Explanation of Subjects

4.1 Project Expenditures

Total project expenditures in 2012 and 2013 were RMB1,450,112.42 yuan,
and the cumulative expenditures were RMB1,450,112.42 yuan, which
accounted for 0.21% of the total investment plan. The expenditures were
mainly bidding agent fees of preliminary design and front-end fee.

4.2 Cash and Bank
The balance on December 31, 2013 was RMB3,309,695.88 yuan with an
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increase of RMB3,309,695.88 yuan compared with that of the last year. And
the fund in the Special Account was converted to RMBO0.00 yuan.

4.3 Prepaid and Receivable

The balance on December 31, 2013 was RMB5,000,000.00 yuan, which was
counterpart funds of province level received by finance departments of city or
county level and not yet appropriated to accounts of 5 Township PMOs. The 5
towns were Yuecheng Town, Dongcheng Town, Fucheng Town, Dongli Town
and Fuxing Town. Each town was allocated provincial counterpart fund of
RMB1,000,000.00 yuan, with the total amount of RMB5,000,000.00 yuan.

4.4 Fixed Assets

On December 31, 2013, the cost of assets was RMB2,460.00 yuan, the
accumulated depreciation was RMB155.80 yuan, and net fixed assets was
RMB2,304.20 yuan. The asset was a computer bought by Rucheng Town in
August 2013 for project management and it started depreciation in September
2013.

4.5 Project Appropriation Funds

The balance on December 31, 2013 was RMB9,000,000.00 yuan, which were
counterpart funds of all levels including the province, the city and the county.
The total planned counterpart funds of the project were RMB356,034,500.00
yuan. By the end of 2013, RMB9,000,000.00 yuan of the counterpart funds
had been allocated, which accounted for 2.53% of the plan.

4.6 Project Loan

The balance on December 31, 2013 was RMB762,112.50 yuan, including the
IBRD loan USD125,000.00, equivalent to RMB762,112.50 yuan.

By the end of December 31, 2013, accumulated USD125,000.00 of the World
Bank loan had been withdrawn, accounting for 0.24% of the total, which was
the front-end-fee.

5. Special Account

The Special Account of this project is set in Guangzhou Yuexiu Subbranch,
China CITIC Bank, with the account number of 7443501482600000797, and
USD as currency Unit. By the end of December 31, 2013, the initial Deposit
had not been allocated, with the ending balance of USDO0.00.
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I11. Audit Findings and Recommendations
Audit Findings and Recommendations

In addition to performing the audit and expressing an opinion on the financial
statements, we also make observations with respect to compliance with
applicable provisions of state laws and regulations and the loan agreement of
the relevant entities, its internal financial control and project management. We
found the following issues on project management:

Project progress was slow.

According to the procurement plan in the project feasibility study report, the
bidding and contract signing of most civil works and goods procurement were
planned to be finished by the end of 2012 or the end of 2013, and the contract
signing of half of the consultant services were planned to be finished by the
end of 2012. However, by the end of 2013, all the work was behind schedule
except the accomplishment of bidding of preliminary design of Guzhen Town
and the compiling of preliminary design of Rucheng Town, with only a few
receipts and disbursements of counterpart funds occurred.

We suggested that your office speed up project progress, coordinate and solve
problems emerged on a timely basis, to guarantee the smooth implementation
of the project. Your office accepted the suggestion.

System building was imperfect and regulations drawn up were not
executed.

By the end of 2013, most of the Township PMOs had not established relevant
financial management system and internal control system such as separation
control for incompatible duties, authorization and approval control,
decision-making and approval process for significant events and payments of
large amount etc..
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The above practice did not comply with Point 1, Article 2, Chapter 1 of
Project Financial Management Manual which was attachment 3 of Project
Implementation Plan (PIP), which stipulates that project management offices
of all levels are the project implementation management organizations of its
district, and should ... fulfill the following duties: 1.establish project financial
management system according to the requirements of Project Agreement,
On-lending Agreement and relative financial regulation of our country;
establish, improve and conscientiously execute financial management and
accounting systems. It also did not comply with Article 4 of the same manual,
which stipulates that project office should establish the following internal
control regulations according to the requirements of Internal Accounting
Control Criterion and Basic Criterion for Accounting Work established by the
Ministry of Finance, as well as Financial Management of the World Bank and
Audit Guidelines.

Your office had drawn up detailed regulations such as Project Financial
Management Manual and Procurement Management Manual, but they were
not effectively executed. We found that most Township PMOs knew little
about the above regulations which also caused incompliance during the
implementation of the project. For example, Fuxing Town had to quit after the
signing of Loan Agreement and On-lending Agreement, because its bidding
procedure was not in compliance with the World Bank’s requirement.

We suggested that your office enhance management, urge all Township PMOs
to improve regulation establishment, and ensure effective execution of the
regulations. Your office accepted the suggestion.

Previous studies were lack of availability.

The nation started preliminary studies from the end of 2007. After a series of
researching, evaluating, selecting and feasibility study report approving, the 7
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towns mentioned were finally selected. However, after signing Loan
Agreement, Project Agreement, On-lending Agreement and starting to
Implement the project, Dongli Town and Fuxing Town applied to quit, which
accounted for nearly one third of the number of towns. Therefore, previous
evaluation on the implementation ability of project entities and project
feasibility was lack of availability.

We suggested that your office communicate with the World Bank as soon as
possible about the quitting of Dongli Town and Fuxing Town and relative
adjustment of the project, and go through adjusting procedures according to
relative requirements. Your office accepted the suggestion.

Financial management was relatively weak.

1. The Provincial PMO’s financial work was not done in time.

By the day we started auditing, your office could not provide financial
statements and notes to the financial statements which were instead prepared
and provided by Guangdong Provincial Office for World Bank Project. After
we pointed out the problem, your office had followed up.

2. Most of Township PMOs did not set up accounting books timely.

By the end of 2013, all Township PMOs had business transactions such as
paying front-end fee and loan interest, receiving and spending of counterpart
funds etc.. However, all Township PMOs had not set up accounting books
except Rucheng Town. Guzhen Town set up accounting books and made up
accounting for years of 2012 and 2013 after we pointed out the problem.

We suggested that your office strengthen financial management, strictly carry
out systems such as Accounting Methods for the World Bank Financed
Project and Project Financial Management Manual. Your office accepted the
suggestion.
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