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|. Auditor’s Opinion
Auditor’s Opinion

To Provincia 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
19) of Integrated Economic Devel opment of Small Towns (Guangdong) Project
Financed by the World Bank, which comprise the Balance Sheet as of
December 31, 2014, the Summary of Sources and Uses of Funds by Project
Component, the Statement of Implementation of Loan Agreement and the
Specia Account Statement for the year then ended, and Notes to the Financia
Statements.

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

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
Specia Account Statement is the responsibility of Guangdong Provincia
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 materia misstatement,
whether dueto fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on these financia 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 ethica
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
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.
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In making those risk assessments, the auditor considersinternal control relevant
to the entities’ preparation and fair presentation of the financia 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 evauating the appropriateness of
accounting policies used and the reasonableness of accounting estimates made
by management, as well as evauating 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 statementsidentified in the first paragraph present
fairly, in al material respects, financia position of Integrated Economic
Development of Small Towns (Guangdong) Project Financed by the World
Bank as of December 31, 2014, its financial receipts and disbursements, the
project implementation and the receipts and disbursements of the special
account for the year then ended in accordance with Chinese accounting
standards and system, and the requirements of the project loan agreement.

Other M atter

Since there was no application for withdrawal during the period, we have not
expressed our opinion on it.

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, 2015



Address. No. 361, West Huangpu Avenue, Tianhe District, Guangzhou City,
Guangdong Province, PR. China

Postcode: 510630
Tel: 86-20-87078161
Fax: 86-20-87078201

The English trandation is for the convenience of report users, Please take the
Chinese audit report as the only officia version.
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II. Financial Satements and Notesto the Financial Satements

(—) ReTEx
I. Balance Sheet
BALANCE SHEET

2014 4 12 F| 31 H

(As of December 31, 2014)
TE AR ERBATRR KGR EF G TR R BERRIE
Project Name: Integrated Economic Development of Small Towns (Guangdong) Project Financed by the World Bank
B T ARERNEFRGET KT REERTE B AE RmEf: ARTT
Prepared by: Provincial Project Management Office of Integrated Economic Development  Currency Unit: RMB Yuan

of Small Towns (Guangdong) Project

o 48 H PR LIRS HIARK o kM RYN LIRS HIRH
Application of Fund Line No. | Beginning Balance| Ending Balance Sources of Fund Line No. |Beginning Balance| Ending Balance
. . ~ET A
o L 1 Las011242| 313586608 | Toud oo 28 9,00000000|  24,483,125.65
Total Project Expenditures U, L 159,600, ol OJec ,000,000. ,483,125.
Appropriation Funds
. o L SRS H AR
1 ZAMER B ot Comrital A G
Fixed Assets Transferred 2 . . grjolect Capitl and Capital 2 .
rplus
2. Ferz AL S r—
Construction Expenditures to 3 - P I|j1’?3;lj’[;;)l’\19 Grants 30 -
be Disposed )
3. HHEE TR AL A
Investments 4 - 1= ?;gﬁﬂpré; o 31 76211250  6,833,875.00
Transferred-out
= L A &
4 ERTHE 5 1,450,112.42 3,135,866.08 . Imﬁtﬁ%ﬁ%ﬁ Investment 32 762,112.50 6,883,875.00
Construction in Progress P PR Lgan R/ nvestmen D TSR
I R A PR i K 1
Investment Loan 6 - 1@ (frﬁﬂggAL oan 33 762,112.50 6,883,875.00
Receivable
oAb RS AL AT DYk B
Including: World Bank 7 ) FEEBR R e 2 B
Investment Loan Including: IDA
Receivable
=\ BATIR R ALK ey
Appropriation of 8 - - EQT‘DE%%E%EH 35 762,112.50 6,883,875.00
Investment Loan
Hole R AT 5K .
Including :Appropriation of 9 ) ARG EETE 36 B
World Bank Investment Technical Cooperation
Loan
Y. Heht Sy
Equipment 10 ) ) Co- Financing 37 )
R Y STV EES e —
Including: Equipment 11 - @ mD?nIz;\c Loan 38 -
Losses in Suspense
T, LEmEEAIT 2. FAhdtizk
Total Cash and Bank 12 3,309,695.88| 24,826,670.88 Other Loan 39 -
1 AT WY, EHIRASBATK
: Cash |Jn Bank 13 3,294,396.89| 24,824,015.79 Appropriation of 40 -
Investment Loan
) } o : TTREL
S LT 17 A AR AL
Including: Special Account 14 - 6,121,099.31 :_r:)c;rl,]ldmg. World Bank 41 -
2. Bl T ARV
Cash on Hand 15 15,298.99 2,655.09 Bond Fund 42 -

J& 4t (To be continued)




Ny TS R RN At

75~ Bt ST

Total Prepaid and Recaivable 16 5,000,000.00 4,943,740.83 Construction Expendituresto | 43 - -
be Offset
Horpe RIS AT ERCRLE A
Including: World Bank Loan 17 - - £ %Ialré ﬁ;:)]e 44 - 1,596,000.00
Interest Receivable 4
RIS HAT PERK A& T 2% Foolv BATHAT SRR S
World Bank Loan Commitment 18 - - Including: World Bank Loan 45 - -
Fee Receivable Interest Payable
LS AT G R B 40 F 7 RLAHHAT GERK A 7
World Bank Loan Service- Fee 19 - - World Bank Loan 46 - -
Receivable Commitment Fee Payable
] e RLAHIAT SRR B 405 F 2

. A . 20 - - World Bank Loan Service 47 - -

Marketable Securities
Fee Payable

NS S = At NS REEHAT
Total Fixed Assets 2 2,304.20 56,722.86 Other Payables 48 ) )
¥ 5 B LA Jus EGEENHS
Fixed Assets, Cost 22 2,460.00 59,553.00 Appropriation of Fund 49 ) )

e BT IH T BIHRN

Less: Accumulated Depreciation 23 15580 2830.14 Retained Earnings 50 ) )
I 5 B2 1HE
Fixed Assets, Net 24 2,304.20 56,722.86 - -
i 5 2 o ] ] ] ]
Fixed Assets Pending Disposal

L3I 5 e f1 5k 26 ] ] ] ]
Fixed Assets Losses in Suspense

AN == PN A i

AT 27 9,762,112.50| 32,963,000.65| ERE I 51 | 9,762,112.50[ 32,963,000.65

Total Application of Fund

Total Sources of Fund




(=) REH#HEX

Ii. Summary of Sourcesand Uses of Funds by Project Component

WHE# K xR()

SUMMARY OF SOURCESAND USES OF FUNDS
BY PROJECT COMPONENT 1

T E 4 #:

HRBATHRA RERNEFREETTR T BEERTE

A& ZE 20144 12 1 31 H
(For the period ended December 31, 2014 )

Project Name: Integrated Economic Development of Small Towns (Guangdong) Project Financed by the World Bank
I T ARBRRNBFGET KT REERTE P AE

Prepared by: Provincial Project Management Office of Integrated Economic Devel opment

of Small Towns (Guangdong) Project

RHREM: ART T

Currency Unit: RMB Yuan

K it
Current Period Cumulative
. HitE
A WA A IR i
Project Component Curei SEARAEAR Current Current T A &tk Bt 5 AR /gumjl:ative
. Period Actual Period Life of PAD Cumulative Actual
Period Completed %
Completed %
Budget
R A i .
Total Sources of Funds 21,604,888.15 - 675,034,500.00 31,367,000.65 4.65%
F bR 4l 2R 05K
R ?ﬂ*' LATEK 6,121,762.50 - 319,000,000.00 6,883,875.00 2.16%
International Financing
1 N TT R ERAT
iﬁgf‘ FREUT 6,121,762.50 - 319,000,000.00 6,883,875.00 2.16%
=L BERS
) . 15,483,125.65 - 356,034,500.00 24,483,125.65 6.88%
Counterpart Financing
HEIEH AT BIH N
Total Application of Funds (by 1,685,753.66 - 675,034,500.00 3,135,866.08 0.46%
Project Component)
BRI
1 FRBLHER R 1,577,552.00 - 509,987,900.00 2,226,706.82 0.44%
Infrastructure development
P—
2 AUAREARS 42,654.29 - 49,769,000.00 42,654.29 0.09%
Institution strengthening
3. T AR S WRETEA
Project management and 23,732.21 - 21,400,000.00 61,834.42 0.29%
monitoring assessment
4. Mt - - 28,810,400.00 -
Reserve
. BEERCRE % e fiE 2
5. DRI B it 3t 39,052.66 - 19,010,000.00 801,908.05 4.22%
Loan Interests and front-end-fee
6. LA
Exchange gain or loss 2,762.50 - - 2,762.50
7. B
Others - - 46,057,200.00 -
R
A 19,919,134.49 - - 28,231,134.57
Difference
1. AL
Change in Receivables -56,259.17 - - 4,943,740.83
2. R ERAE L
Changein Payables -1,596,000.00 - - -1,596,000.00
3. WMmHEEEL
Change in Cash and Bank 21,516,975.00 - - 24,826,670.88
4. He
Other 54,418.66 - - 56,722.86




WE#HE X (D)
SUMMARY OF SOURCESAND USES OF FUNDS
BY PROJECT COMPONENT 1I
AR E 20144 12 F 31 H

(For the period ended December 31, 2014 )
BE AR ERBRITRK KGR EF G T R R BERERIE
Project Name: Integrated Economic Development of Small Towns (Guangdong) Project Financed by the World Bank
WAL JTARE RN EFGEETF KT REELRE HAE
Prepared by: Provincia Project Management Office of Integrated Economic Development

of Small Towns (Guangdong) Project

e ART T

Currency Unit: RMB Yuan

T H 3
Project Expenditure
T g LA B RERZ AT S HY B
Project Component Rtz Assets Transferred 1A TR Construction | nv;tn:e;ts
Cumulative Amount SE B W Tt HIE B WorkinProgress | Expenditurestobe | . . 4o
Fixed Asset Current Asset Intangible Asset | Deferred Asset Disposed
1. B R 2,226,706.82 - - - - 2,226,706.82
Infrastructure development
e
2. ﬁLﬁJ Be ST _ 42,654.29 R _ _ _ 42,654.29
Institution strengthening
st Vs Sl 3%
3 MHBEESEWES 6183442 ] ) ] ] 61,834.42
Project management and monitoring assessment
4, T
Reserve
3kt | BTG 2k i
5. DU BJOAE 0t 801,908.05 ] . ] ] 801,908.05
Loan Interests and front-end-fee
I 84 2%
6. JLjtditdl 2,762.50 . ; . . 2,762.50
Exchange gain or loss
7. HAl
Others
&t
3,135,866.08 - - - - 3,135,866.08




(Z) "R EPJATH IR
lii. Statement of | mplementation of L oan Agreement
OO HATR A X
STATEMENT OF IMPLEMENTATION OF LOAN AGREEMENT
A # % 2014 45 12 F 31 H

(For the period ended December 31, 2014 )
WE AR ERBATRK FE RN EFRZET LT REERIE
Project Name: Integrated Economic Development of Small Towns (Guangdong) Project Financed by the World Bank

G T ARE BT Jefi A AR T T
Prepared by: Guangdong Provincial Finance Department Currency Unit: USD/ RMB Y uan
ES jill Loan Amount Current-period Withdrawals Cumulative Withdrawals
Category e SV Pid AR £TT Yra AR
usb UsD RMB USsD RMB

1. T# Civil Works 45,736,000.00
2. 2% Goods 2,271,000.00
3K W RS LI
Consulting service and training 1,868,000.00
AR - 1,000,000.00 6,119,000.00 1,000,000.00 6,119,000.00
Unallocated part
5.5EAE %R
Front-end-fee 125,000.00 - - 125,000.00 764,875.00

St

Total 50,000,000.00 1,000,000.00 6,119,000.00 1,125,000.00 6,883,875.00
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Iv. Special Account Statement

TR K P &K
SPECIAL ACCOUNT STATEMENT

AR E 2014 4F 12 F 31 H
(For the period ended December 31, 2014)

WE AR HREATRR RE RN EF T TP RATA R FAERATT M AT
R AR E Depository Bank: Guangzhou Yuexiu
Project Name: Integrated Economic Sub-branch, China CITIC Bank
Development of Small Towns (Guangdong) K5 : 7443501482600000797

Project Financed by the World Bank Account No. : 7443501482600000797
%7 5: 8161-CN RHEME: £

Loan No. 8161-CN Currency: USD

GIREAL: [ AR MBUT
Prepared by: Guangdong Provincial Finance

Depar tment
A RSy AHE R I & W

Part A-Account Activity for the Current Period Amount
VIR
Beginning Balance
R
Add:
ARHHILAT [ml#h 45 1,000,000.00

Total Amount Deposited this Period by World Bank

AYRBIOME NG5 343,08
Total Interest Earned this Period if Deposited in Special Account

A HIAE R ST H AT ST
Total Amount Refunded this Period to Cover Ineligible Expenditures

Deduct:

AHAAT S
Total Amount Withdrawn this Period

AR EFETE ST 1R 25 3R S
Total Service Charges this Period if not Included in Above Amount
Withdrawn

HIR R 1,000,343.08
Ending Balance

(J& 42To be continued)
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B #far: LKA
Part B-Account Reconciliation

Amount

1. AT IR AFRCR AR
Amount Advanced by World Bank

1,000,000.00

T
Deduct:

2. FRAT B S AR
Total Amount Recovered by World Bank

3. AHIHIR A FIK B RAE S
Outstanding Amount Advanced to the Special Account at the End of this
Period

1,000,000.00

4. LM IR R4
Ending Balance of Specia Account

1,000,343.08

)0
Add:

5. B AR T R IEHRIKAR 6 A [RI 4D 42 47
Amount Claimed but not yet Credited at the End of this Period

i TR
Application No. Amount

6. BEAWIHIR CXAHHE MR BB HRIK 440
Amount Withdrawn but not yet Claimed at the End of this Period

7. RS S BT (AR ETE 5 R 6 445D
Cumulative Service Charges (If not Included in Item 5 or 6)

B
Deduct:

8. FIREAN PN LK E45)
Interest Earned (If Included in Special Account)

343.08

9. AHIYIAR LR B RAFR TR
Total Advance to the Special Account Accounted for a the End of this
Period

1,000,000.00
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Wt %ok HE

1. JUE B

HRBATRAZ FERNEFGEEF AT B ELTERKT
1 8161-CN, g ez EH LM, R#ETREAZFLEL IR
B, FATSREEAREKETHELR;, AT BANE R
HER, RERELNBEALEXRETE, H2E/PNRERELER
HRFZY., AFEF K 7 /M, JEHEZENAEHE: (1) LFF
W w7 AT . A AR b KR B AR o SRR R e
W (2) ILFETERER AR EAR S &b & B A X ki
HERAAG B S 2% (3) CFERTAE R LA A EM . KT
Pl & B AR R IR VR R BE B, (4) XFFFEII W AR
TR T4 ] B &R AR e SRl R e Tk (5) X
FEHE R WAL IR LU AR . AR B 3 b &R B A K SRR e K
MUARE D, (6) ICFRAEM T 2% 7 T 48 2% K i 7~ b KR By A X
Kb A &%, (7)) XF =3 W5 2 W R e 77/~ 0
KA K I BT B k. KRR ED Fr CFE thE)
F 2012 4 8 I &4T, 2012 4 11 F A%, HH XJKH X 2017 4F 12
F 31H. TH T EEH AN AR T 675034,500.00 75, FH#F # F44HR4T
% 7% & %1 50,000,000.00 % 75, #T& AR T 319,000,000.00 TG

HE2014F 12, TMENITEH#HERIAZ: (1) F LT HH
HATHENTREAKANE., FHEEENE LR SELTE
MPRUTKFERETIFC TR TRIBLCFEEIERIT; K
HamIEFEER;, FREEUNEHERSTE B TED T
Bk WOERE . LIS TARAT B SRR R AT U TAE. (2) #
XTHREEIBETHEC RR: ITRWFRITHETE, FAYE
Mo EmIE. fiE. ITRERERE IE, BRATUMEEMNE
THE, G (BKEITE) #Brr, WEET, £5RXKEEXH
RAESFANERR. (3) HIIT AL ARWETIE W F %I (40
) Gl TAEC Tk, EREESEEFIFHE; IR S w@mIlE
Bk, (4) BRTEREUWETIE G F &It FFR) 4
#l. BRIEL TR, BEMNEEETZITE,;, BN LEHLEMN
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T, (5) mEWEETHMEATHEFAERANAT EEEEN
IR, BRI R (AR ) et TE, Jf Bk RAR
T, (6) kwRERRAEHEFFRY., (7) BNTXTTE
SLAE B IE R

2014 4, MEELAEFTHART 1,685753.66 T, £ &It
%, BETFRAURFAEFARE., RELREMRRITHARK
1,000,000.00 % 76, M H ¥ A& HATRAMK.

2. Wt -4k n 36

A AW b L E A RE RN B Rt R E’
BIH o E (UNEARETE ) 7T AETUE e 55 R
TR W BUT 695 S R AT IR LR A & K P 3ok,

3. TELITHR
31 AT HE M REZEGEH (HRRATRATEHSHTZE B
Y (MFRF (2000) 135 ) W ERK 4%

B2 HHEAFE XA NS, WANEF1IA1IHEZE12H 31

3.3 AT EHAHHE VN FT L EFERICKEN, RAERE
AT EIEK, UART AIEKAF.

34 ST REFHEPE ARSBAT 2014 4 12 A 31 H LR
&, W1xu=ARKMT 61190 5. ME#E XK (—) FIHE LT FH
HEH FARAT R A AT IRILE 1 £T=ARKRT 638 T#HHE

4. {AEFHE A

41T E FLH

2014 £ FE T EH LM AR 1,68575366 T, EitXH AR
3,135,866.08 7T, i & it 0.46%.
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4.2 B R A

2014 4 12 ] 3L H it i eRF A AR T 24,826,670.88 7T, b
FEBmART 2151697500 T, EFLHAKFAFERTEART
6,121,099.31 7T.

4.3 FAT B R WK

2014 4 12 Fl 31 H & H A AR T 494374083 T, T EZHF 5
NI B RBRER AN ERTE () WA, WA THREHE, 55
e ERWEKRENIE. WMIIHTHAERRE. =W P 2 WH
WA, AW EERRBEE. BN X T RN, 5N AL
FlEE EREREER ST .

4.4 [ & HFE
2014 4 12 F| 31 HE 2 H =4 F AR T 56,722.86 71, FEER
PR AR T 59,553.00 71, ZitdTIHAR T 2,830.14 7.

4.5 T E % 2%

2014 48 12 F| 31 H4&H A AR T 24,483,12565 T, A& EH
REAMHEER S, TEHITXREEXASEFART 356,034,500.00
T, #ZE 2014 4F 12 Fl 31 H 2L RER 4 A KT 24,483,125.65 IO
1tk 89 6.88%.

4.6 T B 15 7

2014 4 12 F| 31 H &£ % 4 AK T 6,883,875.00 jt,, H#: R4k
T4 38 4 1,125,000.00 % T, A& AR T 6,883,875.00 TT.

®Z 2014 £ 12 A 31 H, EHEREERTRAL S
1,125,000.00 % G, & A& 2.16%.

5. TR PR F A

KB EERAKFAFEREFERTSNRSE 4T, KT A
7443501482600000797, T4 £ u. 2014 SFFEEH 0 20, A4F
FE 0 B R 4R AT % 9k 2% 1,000,000.00 % 71, B &) A BN 343.08 %
TG, FARAH A 1,000,343.08 % TG
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v. Notesto the Financial Satements

Notesto the Financial Satements

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 ams to promote economic, socia and environmental
construction in order to achieve inclusive growth and sustainable
development of selected towns. With the radiating effect of selected
towns, it will aso 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 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, Chengha District,
Shantou City; (3) supporting associated infrastructure construction and
institutional capacity building for new building materias industry and
tourism industry of Yuecheng Town, Deqging County, Zhaoqging 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 in August 2012, and
became effective in November 2012. The closing date is December 31,
2017. Estimated total investment of the project is RMB675,034,500.00
yuan, among which the World Bank loan is USD50,000,000.00,
equivalent to RMB319,000,000.00 yuan.

By December 2014, the implementation progress of the 7 towns was as
follows: (1) The preliminary design and the budget authorization of the
municipality and water conservancy package, biotechnological breeding
building and service building of the Greenery theme park of Guzhen
Town, Zhongshan City had been completed. The municipal project

16



working drawing was under design; the bidding of the water conservancy
package had been finished; the bidding for the monitoring and prevention
of the plant diseases and insect pests had been completed; the bidding
documents for the construction of the municipal package and the
experiment building had been prepared. (2) The work that had been done
for the sub-project of Rucheng Town, Ruyuan County, Shaoguan City
was as follows:. the approval for the preliminary design of the project, the
preparation of the construction drawing, budget and the workload list, the
approval for the estimate of the investment for construction, the tender of
the civil work (the water supply project) and supervision. The research
outline of the development pattern of the eco-district had been submitted.
(3) The preliminary design (initial draft) of Dongcheng Town, Yangdong
County, Yangjiang City was finished and was preparing for the expert
evaluation; the construction supervision tender was done as well. (4) The
preliminary design (evaluation draft) and modification work of Yuecheng
Town, Deging County, Zhaoqging City was finished and was preparing for
the expert review. The clustering development and planning outlines
(modified draft) for the building materials industry and tourism had been
submitted to the World Bank for authorization. The community
engagement plan (initial draft) has been worked out. (5) Due to the
changes of project content, the feasibility study report of Fucheng Town,
Luoding City, Yunfu City needed to be done again. For the time being,
the completed environmental assessment report and the new feasibility
study report had been submitted to the World Bank for review. (6) Dongli
Town, Chenghai District, Shantou City had applied to withdraw from the
project. (7) Fuxing Town, Xingning City, Meizhou City had applied to
withdraw from the project.

The annual expenditure of 2014 was RMB1,685,753.66 yuan, which was
mainly design fees, bidding and tendering fees and front-end-fee interest
etc.. USD1,000,000.00 was advanced by the World Bank and no
withdrawal application was submitted during the year.

2. Consolidation Scope of the Financial Statements

Consolidation scope of the financial statements covers the financia
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 Special
Account Statement of the Guangdong Provincial Finance Department.

3. Accounting Policies

3.1 The Financia Statements of the project were prepared according to
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the requirements of Accounting Methods for the World Bank Financed
Project (Caijizi[2000]No.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 accrua 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, 2014 of the People’s Bank of China,
which was USD1= RMB6.1190 yuan. The exchange rate adopted for the
planned amount of World Bank 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 expenditure in 2014 was RMB1,685,753.66 yuan, and the
cumulative expenditures were RMB3,135,866.08 yuan, which accounted
for 0.46% of the total investment plan.

4.2 Cash and Bank
On December 31, 2014, the balance was RMB 24,826,670.88 yuan with
an increase of RMB21,516,975.00 compared with that of the last year.
And the funds in the Special Account were converted to RMB
6,121,099.31 yuan.

4.3 Prepaid and Receivable

The balance on December 31, 2014 was RMB 4,943,740.83 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 Y uecheng Town, Dongcheng Town, Fucheng
Town, Dongli Town and Fuxing Town. The front-end fees of the
above-mentioned towns were paid using the counterpart funds.

4.4 Fixed Assets

The balance on December 31, 2014 was RMB56,722.86 yuan, the cost of
the fixed assets was RMB59,553.00 yuan, the accumulated depreciation
was RMB2,830.14 yuan.

4.5 Project appropriation funds
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The balance on December 31, 2014 was RMB24,483,125.65 yuan, which
consisted of the counterpart funds from the province and county level.
The planned counterpart funds of the whole project were RMB
356,034,500.00 yuan. By the end of December 31, 2014, the
ready-for-use total of the counterpart funds was RMB24,483,125.65 yuan,
accounting for 6.88% of the total plan.

4.6 Project Loan

The balance on December 31, 2014 was RMB6,883,875.00 yuan,
including the IBRD loan USD1,125,000.00, equivaent to
RMB6,883,875.00 yuan.

By the end of December 31, 2014, accumulated USD1,125,000.00 of the
World Bank loan had been withdrawn, accounting for 2.16% of the total.

5. Special Account

The Special Account of this project is set in Guangzhou Yuexiu
Sub-branch, China CITIC Bank, with the account number of
7443501482600000797, and USD as currency Unit. The beginning
balance of 2014 was nil. USD1,000,000.00 was advanced by the World
Bank and USD343.08 of interest was earned during the year. Thus, the
ending balance was USD1,000,343.08.
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[11. Audit Findings and Recommendations

Audit Findings and Recommendations

In addition to performing the audit and expressing an opinion on the
financia 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, project performance and the follow-up of
previous recommendations during the project implementing process. We
found the following issues:

| ssues on project management

1. The institution establishment had not been accomplished or some work
was not arranged properly in some towns.

By December 31, 2014, there was still one of the towns of which the
Institution establishment had not been finished, and the work in two towns
was still executed in the name of Township PMOs. The Township PMO
had not been established in Fucheng Town, Luoding City, Yunfu City, and
the work of the project done in still in the name of Fucheng Sub-district
Office. With the Township PMOs established and the official seals made
in 2013, the work of Yuecheng Town, Deging County, Zhaoging City and
the work of Dongcheng Town, Yangdong County, Yangjiang City were
still being carried out in the name of the local government.

We suggested that the institution establishment be completed as soon as
possible and the project management be improved. Your office accepted
the suggestion.

2. The project implementation progress was generally slow.

According to the feasibility study of the project, by June 2012, the
preliminary work such as the project scheme demonstration, survey and
design, tendering and bidding, and the preparation for construction should
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had been done. During the period from June 2012 to June 2015, the
individual project construction and the procurement and installation of the
goods as well as the training of the production labor forces should be
expected to be completed. However, by the end of December 2014, the
preliminary work of survey and design, tendering and bidding, the
preparation work for construction had not yet been done in 5 towns, and
the work of individual project construction and the procurement and
installation of goods had not been started. What’s more, 2 towns applied
to quit in 2013, and the new substitutes were ill in the stage of
environmental impact assessment and the feasibility study review. No
loan withdrawa application had been submitted, and the project was
behind schedule. For example, according to the working plan for the
second half year of 2014 of Fucheng Town, Luoding City, Yunfu City,
provided by the Provincial PMO, the work of Integrated Economic
Development of Small Towns Project of Fucheng Town that should have
been done by December 31, 2014 included the preliminary design, design
of the construction drawing, project estimate, project budget and
workload for the Small and Medium Size Enterprises Entrepreneurial
Base Project. However, none of the above had been donein 2014.

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

The Followed-up of previous recommendations

The institutional problems pointed out last year had been solved, with
relevant financial and internal control systems established. However,
previously existing problem of the slow progress of the whole project was
still not improved. We suggested your office take practica follow-up
measures and strengthen the management to promote project smooth
implementation. Your office accepted the suggestion.
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