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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
22) of Integrated Economic Development of Small Towns (Guangdong)
Project Financed by the World Bank, which comprise the Balance Sheet as of
December 31, 2015, 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 year 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:

1. 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
depend on the auditor’s judgment, including the assessment of the risks of
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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, 2015, 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 Matter

The project didn’t submit withdrawal application to the World Bank during the
year, 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 24,2016



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

Postcode: 510630
Tel: 86-20-87078161
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
(—) RFet#Ex

i. Balance Sheet

TH &M HREATRK

® e & X
BALANCE SHEET

20154 12 /31 H
(As of December 31, 2015)

" RERNEFGEETT R T R AERTH

Project Name: Integrated Economic Development of Small Towns (Guangdong) Project Financed by the World Bank
TR RERNEFEEF R T BEAERTE HAE

Prepared by: Provincial Project Management Office of Integrated Economic Development

of Small Towns (Guangdong) Project

Tedef: ART T

Currency Unit: RMB Yuan

v TR s s v ; 7 o s
A A | Line EUEIE WIRH R A Line EUEIE WIRH
Application of Fund No Beginning Balance | Ending Balance Sources of Fund No Beginning Balance | Ending Balance
. —. WHZER G
—. Iﬁ I
REsziE 1 3,135,866.08| 5451569131  Total Project 28 24,483,125.65|  90,609,543.91
Total Project Expenditures o
Appropriation Funds
s - L WH B ARSI E B AN
L SCAP R B 2 - - ;rE ejc\tz(tlialﬁit;laang ?;Lita;l 29 - -
Fixed Assets Transferred ) P P
Surplus
2 fB A Sl R
Construction Expenditures 3 - - Including: Grants 30 - -
to be Disposed &
: L% = I [ e A
3. Feil 4 . |7 BEfERE 31 6,883,875.00 31,980,980.00
Investments Transferred-out Total Project Loan
: . T B R
4 E@Th - 5 3,135,866.08 54,515,691.31 Total Project 32 6,883,875.00 31,980,980.00
Construction in Progress
Investment Loan
- SEN VA R [ ES (H h
S el 6 - | O EsE 33 6,883,875.00]  31,980,980.00
Investment Loan Receivable Foreign Loan
: B HHEAT DR A e e
EW"M“W’*FﬁMﬁH IAW7N Hoh R RS
Including: World Bank 7 - - Includine: IDA 34 - -
Investment Loan Receivable neuding:
= BT E B R A [ bR FF R R
Appropriation of Investment 8 - - 1T 35 6,883,875.00 31,980,980.00
Loan IBRD
Forbr R AT AT HTK HAREGEER
Including :Appropriation of 9 - - Technical 36 - -
World Bank Investment Loan Cooperation
TNET " ] ] v N ] ]
Equipment Co- Financing
H ./?—_ b i e o
Including: Equipment Losses 11 - - . 38 - -
. Domestic Loan
in Suspense
h. BmEEET 2. FeffisEk
Total Cash and Bank 12 24,826,670.88 72,748,997.49 Other Loan 3 ) )
- MU, EZIRNRBAE K
s i
1 HATAEK 13 24,824,015.79 72,742,612.90 Appropriation of 40 - -
Cash in Bank
Investment Loan
Horr g N AT HER
=T E % T
ks N FHIK .ﬁmj\ 14 6,121,099.31 2,293,810.30 Including: World Bank 41 - -
Including: Special Account
Loan
2. B4 Tiv kiR B
1 2 . 4. NG 42 - -
Cash on Hand > ,655.09 6,384.59 Bond Fund

J& % (To be continued)
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o ; R I E S
Tids E
A B RpGEE 16 4,943.740.83 9,804,012.17  Construction Expenditures | 43 - -
Total Prepaid and Receivable
to be Offset
Forb R AT SERCRLE + oA
Including: World Bank Loan 17 - - B, Rrffske it 44 1,596,000.00 14,523,586.88
¢ Total Payable
Interest Receivable
G AN o s
R DRI S RN A SR B
World Bank Loan .
. 18 - - Including: World Bank 45 - -
Commitment Fee
. Loan Interest Payable
Receivable
LA AT SRR
I HHEAT BERR B8 48 o5 T 9 g
World Bank Loan Service- | 19 - - World Bank Loan 46 - -
Fee Receivable Commitment Fee
Payable
AT AT HERR B8 85
£ S 2 ) | = . . .
Marketable Securities World Bank Loan
Service Fee Payable
NG TEE B A I\ KA
Total Fixed Assets 21 56,722.86 45,409.82 Other Payables a8 ) )
[ B 7 S A Juv ERIRANFE S
22 . . s 4 - -
Fixed Assets, Cost 59,533.00 59,553.00 Appropriation of Fund ?
BRI 51
Less: Accumulated 23 2,830.14 14,143.18 e EEESZLKI)\ . 50 - -
oA Retained Earnings
Depreciation
i V1
Fixed Assets, Net 24 56,722.86 45,409.82 - -
5 1 i s ] ] ] ]
Fixed Assets Pending Disposal
F AR TR 2 A 6 ] ] ] ]
Fixed Assets Losses in Suspense
R dHA A SR
N 2 2 . 137,114,110. n 1 2 . 137,114,110.
Total Application of Fund 7 32,963,000.65 37,114,110.79 Total Sources of Fund > 32,963,000.65 37,114,110.79




(=) TE#HEX
ii. Summary of Sources and Uses of Funds by Project Component
WOH#EX()
SUMMARY OF SOURCES AND USES OF FUNDS
BY PROJECT COMPONENT I

T H 4 #1:

HRARAT B 4K

KB ZE 20154 12 F1 31 B

(For the period ended December 31, 2015 )

I RERNEFREETTR T AR T E

Project Name: Integrated Economic Development of Small Towns (Guangdong) Project Financed by the World Bank
G AT REERIE A E

kAL T RERNE

Prepared by: Provincial Project Management Office of Integrated Economic Development

of Small Towns (Guangdong) Project

A AR

Currency Unit: RMB Yuan

Exchange gain or loss

A3 it
S Current Period Cumulative
T o or - e
. AR AR AR A 5E b st ESIR K E SIS 1a4
Project Component . i i i H SR . .
Current Period Current Period Current Period Life of PAD Cumulative Cumulative
Budget Actual Completed % Actual Completed %
e AL
;‘%ﬁ:ﬁ ait f Fund 122,650,000.00 91,223,523.26 74.38% 675,034,500.00 122,590,523.91 18.16%
otal Sources of Funds
. B R RS
l ltIS/T*‘:E Hl /F\,'J\TA, 52,899,000.00 25,097,105.00 47.44% 319,000,000.00 31,980,980.00 10.03%
nternational Financing
=] s 52 T R AR AT
- [I]Ijg;;/\%jiﬁﬁ 52,899,000.00 25,097,105.00 47.44% 319,000,000.00 31,980,980.00 10.03%
N %
C ?HETF% . 69,751,000.00 66,126,418.26 94.80% 356,034,500.00 90,609,543.91 25.45%
ounterpart Financing
B AT RIE N2
Total Application of Funds (by 55,671,588.91 51,379,825.23 92.29% 675,034,500.00 54,515,691.31 8.08%
Project Component)
ORI
:ﬁfifiﬁf:ifrelopmem 54,359,461.41 50,106,614.05 92.18% 509,987,900.00 52,333,320.87 10.26%
2p s
2. W@.H“ﬁﬁ“ . 200,000.00 25,083.00 12.54% 49,769,000.00 67,737.29 0.14%
Institution strengthening
3. TH B 5 WA
Project management and 100,000.00 474,775.87 474.78% 21,400,000.00 536,610.29 2.51%
monitoring assessment
T
ies?ﬁﬂ - - - 28,810,400.00 - -
A | T
5. DUICRLB ISR ALt 1,001,445.00 111,986.23 11.18% 19,010,000.00 913,894.28 4.81%
Loan Interests and front-end-fee
6. JLJuditdi 10,682.50 661,366.08 6191.12% - 664,128.58 -

7. HiAth
Others

46,057,200.00

%5

Difference

39,843,698.03

68,074,832.60

1. RSz R

Change in Receivables

4,860,271.34

9,804,012.17

2. AT
Change in Payables

-12,927,586.88

-14,523,586.88

3. Wm RSN
Change in Cash and Bank

47,922,326.61

72,748,997.49

4. e
Other

-11,313.04

45,409.82




TUH AR ERRITRA RERNEFHE TR R EE R T E

WE#E X(Z)

BY PROJECT COMPONENT 11

AHEZE 20154 12 A 31 H
(For the period ended December 31, 2015 )

SUMMARY OF SOURCES AND USES OF FUNDS

Project Name: Integrated Economic Development of Small Towns (Guangdong) Project Financed by the World Bank
BWEAL: [ RERNEFEETTATREERIE A ZE
Prepared by: Provincial Project Management Office of Integrated Economic Development

of Small Towns (Guangdong) Project

fem R ARTT

Currency Unit: RMB Yuan

TUH A%
Project Component

Rt

Cumulative Amount

H S
Project Expenditure
P
Assets Transferred
I & 537 ikzih ions T %™ HIE
Fixed Asset Current Asset Intangible Asset Deferred Asset

1ER T

Work in Progress

ReRZ T H 3
Construction
Expenditures to be
Disposed

T
Investments
Transferred-out

1. BEAfisit A R

Infrastructure development

52,333,320.87

52,333,320.87

2. HUKgE i ¥

L . 67,737.29 _ - _ - 67,737.29 _
Institution strengthening
T H A s A I EAN
3. HHE R 5 M PEAN o 536,610.29 ) ) ) ) 536,610.29 B
Project management and monitoring assessment
4. Tk B ) B
Reserve ] ) ) ) )
LA B 1
5. GESAE L St o 913,894.28 } ) } - 913,894.28 B
Loan Interests and front-end-fee
6. I g a 664,128.58 664,128.58

Exchange gain or loss

7. HoAth
Others

&t
Total

54,515,691.31

54,515,691.31




(Z) R ERATHILE
iii. Statement of Implementation of Loan Agreement
BoX R WATRE X
STATEMENT OF IMPLEMENTATION OF LOAN AGREEMENT
A E 20154 12 A 31 H
(For the period ended December 31, 2015)
BHAR: ERRTRA) KRERNEFE T AT REZRIE
Project Name: Integrated Economic Development of Small Towns (Guangdong) Project Financed by the World Bank

MR AL T AREMBUT fmEfn: 2UART T
Prepared by: Guangdong Provincial Finance Department Currency Unit: USD/RMB Yuan
W Ve &80 AP HEL R
% bl Loan Amount Current-period Withdrawals Cumulative Withdrawals
Category £t ESw nEART ESyw fEART
USD USD RMB USD RMB
1. L Civil Works 45,736,000.00
2. 1% Goods 2,271,000.00

3. R SS AE I

Consulting service and training 1,868,000.00
="YANy e B VAN
4 FEIT AL 3,800,000.00 24,675,680.00 4,800,000.00 31,169,280.00
Unallocated part
5. 561 3%
. 125,000.00 - - 125,000.00 811,700.00
Front-end-fee
Bt
Total 50,000,000.00 3,800,000.00 24,675,680.00 4,925,000.00 31,980,980.00
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iv. Special Account Statement

TRK A &KX
SPECIAL ACCOUNT STATEMENT

AHEE 2015412318
(For the period ended December 31, 2015)

TE AR HRBATRR RE R 56
iy &N s eyE

Project Name: Integrated Economic

Development of Small Towns (Guangdong)

Project Financed by the World Bank

& F: 8161-CN

Loan No. 8161-CN

GREAL: T HREMBIT

Prepared by: Guangdong Provincial Finance

TE P BATA R FRERATS MBS AT

Depository Bank: Guangzhou Yuexiu
subbranch, China CITIC Bank

K5 : 7443501482600000797
Account No. : 7443501482600000797
®RAE: X

Currency: USD

Department
AFRGy: AW K IS B & A
Part A-Account Activity for the Current Period Amount
IR 1,000,343.08
Beginning Balance
-
Add:
e T o4
A UEAT [P 2 A 3.800,000.00
Total Amount Deposited this Period by World Bank
AR BB AT I 4 67029
Total Interest Earned this Period if Deposited in Special Account
ARHIANE W S I IE LA
Total Amount Refunded this Period to Cover Ineligible Expenditures
Tkl
Deduct:
A AT B 4,447,763.67
Total Amount Withdrawn this Period
A A 1 S A O B 200
Total Service Charges this Period if not Included in Above Amount Withdrawn
IR AR 353,241.70
Ending Balance

(J& 42 To be continued)
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B #r: LKA

Part B-Account Reconciliation

&
Amount

1. AT B IRAFECR A
Amount Advanced by World Bank

4,800,000.00

Wb
Deduct:

2. (AT i
Total Amount Recovered by World Bank

3. AR L PR P IR AE KA
Outstanding Amount Advanced to the Special Account at the End of this Period

4,800,000.00

4. LIRS

Ending Balance of Special Account

353,241.70

-
Add:

5. A AR O F TR R 1 A [ R <525
Amount Claimed but not yet Credited at the End of this Period

HIE S B
Application No. Amount

6. BREAWIHIAR CSCAHHE MR HH G RIK S 40
Amount Withdrawn but not yet Claimed at the End of this Period

4,447,763.67

7. WSS PRI (AR EAE 5 H0 6 £2H)

Cumulative Service Charges (If not Included in Item 5 or 6)

8.00

VUE
Deduct:

8. FIRMN (ALK 45
Interest Earned (If Included in Special Account)

1,013.37

9. AR E FI 8 AT K58

Total Advance to the Special Account Accounted for at the End of this Period

4,800,000.00
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(7)) ME&HxtE
0 %ok MiE

1. BEMA

HRBATRK) AERNEFEETATBHERTERRKT A
8161-CN, E AT E L, R#*tTRELFHELSEHHEER, AR
CHE AN KSR R, AT RENERW ER, WRE LD
WHEAELXRET G, H2ENIHEERRERERTZE., XFEF KT
N, FEFENEEHE: (1) CFP LT EEETM. bAE AR LK
JB B A K FERE Ve R R A R (2) I FRA AW RIE R R 24 R A%
da b &R B A K R i KA e H 2R (3) SRR R T B R B
HLH R A R KR R ok AR e B R ik (4) EEE
TLTRE AR B AR e ] B b kR W AR ok SR e ROV RE ) IR
(5) X HFHxTIREIMERE. 48 H & b & B oA <28 %
FAAE 6 A7 % (6) SRR N T 5% 7 7 48 S5 i 7 b K A K Al
Ve B 68 1 W, (7)) X FF=FW T 20 e e F 7k & & B A %
TRl % BAAL B8 A 2R

B kW EE R R EEMENT X T HEXEFIFRY, ZiFTH
FARAT, A B RRAT R R EF S LA RRATEE AN TR T
FLIRE IR A AN TR T RRE L, A A RRITEERER
T 2MEB ERRRNAGHE: (1) L a m 3L0E 2 A Ak
B KA G F 2R (2) FMIET RIBEEALEEHT T Rk, %
He AR H % M R BE 7 IR

Gt Y Fo (FUE 2D F 2012 4 8 A 44T, 2012 4 11 A 4
B, FUEKIKE & 2017 412 F 31 B, 2015 4 12 F t FA4RAT #h7E XK
HIEZ 2018 4 12 A 31 H. TEHREITREHZE N ART 675, 034, 500.00
T, HoP A RARAT R KL F S 50,000,000.00 £ T, HTAEART
319,000,000.00 7T (L1 £ T t#EART 6.38 it H ). 2015 4 H {4
FEETEFEEHEHN 107,611,500.00 % 1, H+#RETHRK
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50,000,000,00 £ 75, #FE& AR T 309,500,000.00 G(MA 1 £ 7t AR F
6.19 L&), & EFRH 46.46%.

HE20I5F 12 A, TEHH#AZT:

(1) BATIFELIMES —HTE

T HETITEXMRROTHA S oA/ 2 TR, B, HAKERHTZE
FPGETE AR W BEETE o LB T RIE E# NI m T,
EEREREAMTE TRITIF. FARERSNWLETRETE (FLME
A MR LR FME ) B TR X da i T, (EARER 20
BT E (LB EEA) R AT E . FLRg I X KE W & Kz B 1L
REERTNE. KRARYITE ) kB #rTE.

(2) # b7 e 4ET E

T HTIBRXELR T E, SEEFE/ KRN TR, GiEEEEAfPEL#E
TARCFHNIG L ; K1 E AT M LR ST LT #am X
Gawl s WY RBAET W, TERERAEN R GR LSRG, T EH &
KW B R T (FAr). AR ERFTIED T/K. FHiERNS
Wrie IR E AR TAEE TR (FARER AN R R EHET LT ERD
M 4T BB ST RIS AT TAE, A 1 [ P R R AR AR X &I
H. ®HESERANE M/ EMTXETEHRB BT LIE.

(3) #&RWEKRELNIMETE

P 7 b 3% 7 2 45 B IR SR B AT TR B 52 Ak D3RR DO # 7 TK
HIME A FFIT TRIEH, B TSR &, Bn s LS RAL.
TR R AR TAEE TR RS 51t% (#148) el T1E
B 5T

(4) FEILTFE KRB ARIMETE

AR T4 7 b FE e BT . A e T E AT TAE B K.

(5) =W % & WA EIE

TUE EAK P, FEHGE T, . BE A E SR L TR A
VN &/~ = e S NN el N2 R NS B NS o N = R o v (o

(6) FARTIHIFELIMWMEE —_HTE

FAEATEE. Wi TE.

(7) IR ARIEEALFEETE
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P, FATIE W TAE B T A

2. %3k 38

A 55 AR W gt R B A4S R E R LI F 6T & T b BB
BAAZE (LTERETE ). 6 METUE 289 M 53R K8 M BUT B
B A R PAT T S A T RK P 4Rk

3. FELSUBK
3.0 ATE MW ERE M HE (HRBITREATE 2 E )
(MFRE (2000 13 5 ) W E R4 H|.

325 UMBESEEXRANAER, BAREF1H1HZ 12 A31H,

33 ATH 2 H UL “AFTR £ HERRIKER, XA AEREZ AL
IKiEIEIK, UART AILIKAL T,

34 B PEARMBIT2015F 12 A31BHILE, 1 ZEZT=ARET
64936 5. MEHEL (—) FERABALRATE LRI FZILE 1
ZT=ART 638 Tit&.

4 3 F&FE LA

4.1 BLE I H

2015 4F T H L B AR F 51,379,82523 T, E it X AR
54,515,691.31 70,k AT B 8.08%.

4.2 BT

2015 4 12 F1 31 B R\ X AERFA AR 72,748,997.49 7r., th b4
AR T 47,922,326.61 76, HHFRITHERARFART 72,742,612.90 T,
th A3 AR T 47,918,597.11 70; HAARFARKT 6,384.59 7, bk
£ AR T 3,729.50 TT.
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4.3 A & B
201546 12 H 31 H A H A AR T 9,804,012.17 0. T E=Z T T,

4.4 B E R
2015 4F 12 A 31 H B =R F 9 A K T 45,409.82 70, = %7~ BN
AN B 59,553.00 75, ZitirIHARKT 14,143.18 7C.

4.5 FH K

2015 48 12 A 31 H&H A AR T 90,609,543.91 75, H 4 RE|fLh
2% 4= AR T 67,800,000.00 7T, EAFMHEEHL A ZART
22,809,543.91 TC.

TE iR BB 4 R F AR T 356,034,500.00 76, £ % 2015 4 12 A
31 H B RERASART 90,609,543.91 7T, &itk|H 25.45%.,

4.6 T B 15 7

2015 4F 12 A 31 HAH A AR T 31,980,980.00 75, Ho: #FE4RAT
A 4,925,000.00 %75, FE&AK T 31,980,980.00 TT.

BE 20154 12 A 31 H, BB FARAT K 4,925,000.00 % 7T,
B AR KR F Y 10.03%.

4.7 NATH

2015 4E 12 A 31 HAH A AR 14,523,586.88 76, th FAE# n A K
M 12,927,586.88 74, H#: F I HEHALF AN AR T 9,012,977.80 T, [H
TARBEALH N ART 3,600,00000 T, HEALKELFTHARET
1,910,609.08 7.

5.% R 0K PR F L

RIE L RKFPRERMBIT, T P8RIT A FERTT MBS AT,
K5 7443501482600000797, i F¥ 4 % JT.. 2015 4F F47 & % 1,000,343.08
2T, AR B M R RAT FAT K 3,800,000.00 3 7T, # A A BN 670.29
ET0, FRAH N 353,241.70 % 7.
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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 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.

Since Dongli Town, Chenghai District, Shantou City and Fuxing Town,
Xingning City, Meizhou City applied to withdraw from the project, the World
Bank agreed to reallocate the loan to Rucheng town, Ruyuan county,Shaoguan
City which is the existing user of the loan and the newly selected Xiantang
Town, Dongyuan County, Heyuan City, which was recorded in the
alde-memoire .The main construction contents of the two towns are as
follows:(1)supporting associated infrastructure construction for water supply
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and drainage and institutional capacity building of Rucheng Town, Ruyuan
County, Shaoguan City;(2)supporting the construction of roads in the new
industrial district and associated infrastructure for water supply and drainage
as well as institutional capacity building of Xiantang Town,Dongyuan
County,Heyuan City.

Loan Agreement and Project Agreement were signed in August 2012, and
became effective in November 2012. The previous closing date of the loan is
December 31, 2017, which was delayed to December 31, 2018 with the
approval by the World Bank made in December 2015. 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(converted using the exchange rate of USDI1= RMB6.38 yuan). In the
Interim Report 2015 the estimated total investment is adjusted to be USD
107,611,500.00, among which the World Bank loan is USD 50,000,000.00,
equivalent to RMB 309,500,000.00 yuan(converted using the exchange rate of
USD1=RMB6.19 yuan), which accounted for 46.46% of the total investment.

By December 2015, the implementation progress was as follows:

(1)Rucheng Town, Ruyuan County, Shaoguan City (first phase)

The bidding procedures for civil works funded by the World Bank loan had
been completed. Among them, on site construction had been started for the
construction and renovation of the water supply pipelines, sewage pipe
network rehabilitation and the training center. The bid evaluation for the study
on eco-zone development mode had been completed.

The compilation of the bid and tender documents for the civil works(Rucheng
Town water supply plant central control building and experimental facilities)
financed by the counterpart had been completed.

The bid and tender for the goods procurement (Rucheng Town water supply
plant equipment items, Rucheng Town urban water supply pipe network and
census information system construction project,meter group procurement
projects) financed by the counterpart fund has not started yet.

(2) Guzhen Town ,Zhongshan City

For civil works, on site construction had started for Green Garden river / water
conservancy, Green Garden Road / bridge construction; bidding documents
were compiling for construction project of laboratory building and service
building of Guzhen Green and Bio-breeding Park. For goods procurement, bid
evaluation work had been completed for lamp rapid prototyping system
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equipment procurement and lamp manufacturing equipment procurement, of
which the biddings were failed and new biddings were re-conducted. Office
equipment bidding had been completed. Pest and disease monitoring and
control services tenders had been completed.Guzhen Town lamp detecting
facilities procurement classified as goods procurement using counterpart fund
had completed part of the bidding work. Bidding for germplasm resources
conservation equipment for Guzhen Green and Bio-breeding Park, and
biological breeding / deep-processing equipment for Guzhen Green and
Bio-breeding Park had not started bidding procedures.

(3) Yuecheng Town,Deqing County,Zhaoqing City

Bidding procedures were completed for the office building in Industry
Transformation Base. Preliminary design appraisal had been completed for the
project of upgrading old streets in Yuecheng Town, and modification was
under way. Biddings were completed for preparing development plans
respectively for the material industry cluster and the tourism cluster. The
community engagement plan (initial draft) had been worked out.

(4)Dongcheng Town,Yangdong County, Yangjiang City
Bidding procedures were completed for construction, expansion and
renovation of roads in Dongcheng Town Hardware Industry Base.

(5)Fucheng Town, Luoding City, Yunfu City

Due to the planning adjustment for the project, environmental assessment
report and feasibility study report need to be re-prepared. The project
feasibility study report has been completed before the project publicity. Goods
class project Small and medium enterprises business base office building
office equipment did not start bidding. Bidding had not been started for the
equipment procurement for office building in Small and Medium Enterprises
Business Base which was classified as goods procurement.

(6)Rucheng Town, Ruyuan County, Shaoguan City (second phase)
The bidding procedures for surveying and designing work were being carried
out.

(7)Xiantang Town, Dongyuan County, Heyuan City
The environmental assessment report and the feasibility assessment had been
completed.
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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
6 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 Financial Statements of the project were prepared according to 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 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, 2015 of the People’s Bank of China, which was USDI1=
RMB6.4936 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 2015 was RMB 51,379,825.23 yuan, and the
cumulative expenditures were RMB 54,515,691.31 yuan, which accounted for
8.08% of the total investment plan.

4.2 Cash and Bank

On December 31, 2015, the balance was RMB 72,748,997.479yuan with an
increase of RMB 47,922,326.61 compared with that of the last year. Thereinto,
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balance of bank account was RMB 72,742,612.90 yuan, with an increase of
RMB 47,918,597.11yuan compared with that of the last year; the cash balance
was RMB 6,384.59yuan, with an increase of RMB 3,729.50 yuan compared
with that of the last year.

4.3 Prepaid and Receivable

The balance on December 31, 2015 was RMB 9,804,012.17 yuan, which were
mainly prepayments for civil works.

4.4 Fixed Assets

The balance of fixed assets on December 31, 2015 was RMB 45,409.82 yuan,
with the cost of RMB 59,553.00 yuan, and the accumulated depreciation was
RMB 14,143.18 yuan.

4.5 Project Appropriation Funds

The balance on December 31, 2015 was RMB 90,609,543.91 yuan, including
RMB 67,800,000.00 yuan of provincial counterpart funds and RMB
22,809,543.91yuan of counterpart funds from the county level. The planned
counterpart funds of the whole project were RMB 356,034,500.00 yuan. By
the end of December 31, 2015, the ready-for-use total of the counterpart funds
was RMB 90,609,543.91 yuan, accounting for 25.45% of the total plan.

4.6 Project Loan

The balance on December 31, 2015 was RMB 31,980,980.00 yuan, including
the IBRD loan USD 4,925,000.00, equivalent to RMB 31,980,980.00 yuan.

By the end of December 31, 2015, accumulated USD 4,925,000.00 of the
World Bank loan had been withdrawn, accounting for 10.03% of the total.

4.7 Payable

The balance on December 31, 2015 was RMB14, 523,586.88 yuan with an
increase of RMB12, 927,586.88 yuan compared to that of the last year. The
details were as follows: the balance for Guzhen Town,Zhongshan City was
RMB 9,012,977.80 yuan; the balance for Dongcheng Town,Yangjiang City
was RMB 3,600,000.00 yuan; the balance for Rucheng Town,Shaoguan City
was RMB 1,910,609.08 yuan.
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5. Special Account

The Special Account of this project is set in Guangdong Provincial Finance
Department. The depository bank is Guangzhou Yuexiu Sub-branch, China
CITIC Bank, with the account number of 7443501482600000797, and USD as
currency Unit. The beginning balance of 2015 was USD 1,000,343.08. USD
3,800,000.00 was advanced by the World Bank and USD 670.29 of interest
was earned during the year. Thus, the ending balance was USD 353,241.70.
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III. 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,
project performance and the follow-up of previous recommendations during
the project implementing process. We found the following issues:

Issues on internal control and project management

1. The overall project progress was slow.

At the end of December 31, 2015, cumulative application of funds accounted
for only 8.08% of the planned amount, with the agreed implementation
period passed by a half according to the project plan. Thus the overall
progress was slow. Among the towns, cumulative fund completion rate was
1.20% for Dongcheng Town, Yangdong County, Yangjiang City, 0.72% for
Yuecheng Town, Deqing County, Zhaoqing City and 1.03% for Fucheng Town,
Luoding City, Yunfu City.

We suggested that your office strengthen project management, coordinate and
solve problems emerged during the implementation 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.

2. Relevant internal control system had not been established for a town.

The financial management guidelines developed by the Provincial PMO in
December 2011 require that financial management system should be
established by each municipal PMO. However, by December 31,
2015,Fucheng Town, Luoding City, Yunfu City had not established relevant
financial management system such as authorization and approval control,
decision-making and approval process for significant events and payments of
large amount etc.. As a result, certain responsibilities of township PMO were
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taken by sub-district office, and some decisions were discussed and made only
in the office meeting of the sub-district rather than in the meeting of township
PMO.

We suggested that your office urge township PMO of Rucheng Town,
Luoding City, Yunfu City to established internal control system and ensure
smooth implementation of the project. Your office accepted the suggestion.

3. Some project budgets were not submitted to relevant departments for
review.

Project budget documents of the construction and renovation of the water
supply pipelines, sewage pipe network rehabilitation of Rucheng town,
Ruyuan County, Shaoguan City(the first phase) had not been submitted to
the local finance department for review.

The above practice did not comply with the provision of Article 9 of the
Financial Investment Review Regulations (Cai Jian[2009] No.648)that
“Project construction unit should take the following obligations in financial
investment review work:(1) actively cooperate with the financial investment
review bodies to provide timely documents required for the review, and be
responsible for the authenticity and legitimacy of the documents provided”.

We suggested that your office urge Rucheng Town, Ruyuan County, Shaoguan
City to strictly comply with relevant laws and regulations of the construction
declaration. Your office accepted the suggestion.

4. For certain projects, the civil work starting date was earlier than the
permitted date of construction, and some supervision logs lacked records of
construction .

The construction permit for sewage pipe network transformation rehabilitation
of first phrase sub-project of Rucheng town, Ruyuan County, Shaoguan City,
was issued on August 12, 2015. While, according to the supervision logs, the
earliest construction started on July 23, 2015. The above practice did not
comply with the provision of Article 7 of the Construction Law of the People's
Republic of China (No. 46 of the President Decree) that “Before start offing
the construction of civil works project, the construction unit should apply for a
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construction permit from the administrative department of government of or
above county level where the project located”.

The supervision logs compiled by Shaoguan Jianke Planning & Design Co.,
LTD only labeled dates from October 9, 2015 to October 15, 2015 and
October 23, 2015 to October 27, 2015, without recording the construction
process. The project office of the town was not in place for supervision and
administration.

We suggested that your office urge the township PMO of Rucheng Town,
Ruyuan County, Shaoguan City to comply with related laws and regulations
on application and registration of construction, inspect the project construction
process and urge the contractors on a timely basis, reinforce the quality and
safety management of the project. Your office accepted the suggestion.

Issues on project procurement post review

As required by the World Bank, we conducted post review of one contract
(Civil Works of Training Center of the first phrase sub-project of Rucheng
Town, Ruyuan County, Shaoguan City, contract No.: GD-TJ-RC-04), with the
value of USD 1,595,422.53, which respectively accounted for 25% and
21.82% of total number and value of post review contracts that should be
conducted. This is the first post review since project effectiveness, and the
post review contracts duration is from the effective date of project to
December 31,2015 (Please find the details in Annex [ ). We make
observations with respect to procurement processes, contract administration
and governance. We found the issue of budget document not submitted to
government finance department for review (please find the details in Annex

).

The Followed-up of previous recommendations

Previously existing problem of the slow progress of the whole project was still
not improved. We suggested your office take practical follow-up measures and
strengthen the management to promote smooth implementation of the project.
Your office accepted the suggestion.
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Annex I: List of Contracts Reviewed

Rl ART/ET
Currency Unit: RMB Yuan/USD

A = 7
BRELTEAT | maw/samn | cmem
- | /BEWBRZFR | Contract
E?"_%‘ %W‘]%%H %Mﬁﬁ %Iﬁjgﬁ% é‘lﬁl EIEH mm‘&‘ i'ﬁj‘lﬁ Name of amount (CNY
Procureme | Procurement | Contract Contract A FfEAN Contract description -9
NO. . contractor/su and USD
nt category method number signed date Contract . .
implementation pplier/consul | Equivalent
description tant )
WXL E FIREOE I P O E R TR, & - R
w4991, 04°F-J7 K5l Hhty, B E 23, 3 TFE5E ‘ 10, 360, 035
K, H b5, #R0ZE. Wik, . | 20.56% E*T%é\ st | 7690/
\ Ly > = 4 :
MR ks FSCAT TR | o g s | 25
the civil works for the training center of R il 1.595. 429.
i@ GD—TJ Rucheng town, Ruyuan county Shaoguan City | 2, 953, 244. 2570 Shaoeuan 5;3773 ’
1 Civil works NCB __RC-04 2015.6.25 | consists of the construction of the training 20.56% of the Resi(iuntial RMB
center of 4991.04 square meters, the height of | civil works had construction 10.360.035
the building is 23.3m, 5 floors above the been completed | o 7 6, ’ ) '
ground with no basement. The contract also with patly yuan
: . . . Co.,Ltd USD1,595,4
includes the renovation, electronic devices RMB2,953,244.2 2753 T

installation and
system.

water supply and drainage

5 yuan paid out
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Mk 2: AURABREFREERETERCGFERFEANRYBRF T O R A/ TE/K
F&R)

Annex II : Worksheet for Post Review of Procurement Processes and Contract
Administration for Goods/Works/Service Contracts NOT awarded under the

Shopping Procedure
( RBLX H77 7 FLE 05 54 T IR & [ 25 3% )
#-2 H #] Date of Review: 2016.4.20 2 4 # Name of Reviewer: #zE B
46 %% 5 #1 H B Contract No. and Date: 448 (%71) Contract Amount(USD):
GD—TJ—RC-04/2015-06-25 1,595,422.53

AL 4 F oM ik Contractor's Name and Address: #AWEZHEATIBRARAE, HATRIRKEMETE 15

Shaoguan Residential construction company Co.,Ltd., No.1 hebei street

chongyang town wujiang district, Shaoguan city

KW 7 X PROC. Method: ( ) EFF5% 4444 ICB  (v) BWE4MEFNCB () #iE4 LIB
() # X Direct Contract () HAb, A Others, specify:
¥ 5| Category: ( ) %4 Goods (~+') L# Works () Mi% Services

7 B Aspects B N fu& R Comments and Findings
K W X it k& ( F A4 ) Procurement | FF4 complete
Documentation(Filing)
K3t % & B 5% K A Reference in Procurement | 7+4 complete
Plan
/4% Advertising Fr4 complete
A FH /& F Pre/post qualification J& % post qualification
AR X Bidding Document F+4 complete
SR A AR 45 B B 1E] Time allowed for submission | 2015.3.17 10:00am
of bids
FF 4% f0 FF 5 4 7% 3K Bid opening &minutes of bid | 774 complete
opening
AT %418 3% Bid security records 774 complete
AR, BN BARH B VLR A7 77 4 71 BER, | 774 complete
verity existence of bids, names of bidders
N74& 3T Publication of contract award Fr4 complete
4 F X#f Contract document F+4 complete
AT A A AR ¥ 409 9 fr 10 X Advance payment | FF4 complete
guarantee details & records
JB %1% & ¥ 41 N A A0 i X Performance security | 74 complete
details and records
FAFHAH 5 7] Complaints or related matters
4[5 #L 7€ 5 A% B # Contractual completion date 2016.7.30
SLFF ST AL B 31 Actual completion date # & 52 T not yet completed
XK E #EH KM T E Delivery receipt or like | £ N/A
instrument
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J& 4 (To be continued)
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OB E . MM A A R R B AT

Liquidated damages, details and enforcement for

delays

7 X BT P Timeliness of payments J it in time

Ak A TR B KU 3K TR B i & Indication of

possible fraud or corruption % % 3 no indication found

HAb [\ B Other matters IRFEFHEALEMBHITFEY., PETRIZEILZITHREL

PRl dy N P LR T RFH S, KRB LB

Civil works project budget was not submitted to government finance
department for review. The budgetary documents of the civil works
for the training center compiled by the North China Municipality
Engineering Design and Research Institute Co.,Ltd. was not submitted
to local finance department for review.

B Ry iy (4o 3E B 3E ) Justification for direct | A~3&E H N/A
contract(if applicable)
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