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I . Auditor’s Opinion
Auditor’s Opinion

To Guangdong Chaonan Water Resources Development and Protection
Demonstration Project Office,

We have audited the special purpose financial statements (from page 6 to page
18) of Guangdong Chaonan Water Resources Development and Protection
Demonstration Project Financed by ADB, 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 Statements 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 and is the responsibility of your entity, while the
preparation of the Statement of Implementation of Loan Agreement and
Special Account Statements is the responsibility of Guangdong Provincial
Finance Department, which includes:

i. Preparing and fairly 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 necessary procedures to obtain audit evidence
about the amounts and disclosures in the financial statements. The procedures
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selected depend on the auditor’s ethical 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, the financial position of Guangdong Chaonan
Water Resources Development and Protection Demonstration Project
Financed by ADB as of December 31, 2015, its financial receipts and
disbursements, the project implementation and the receipts and disbursements
of 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
We also examined the withdrawal application No. 15001 and the attached
documents submitted to the ADB during the period. In our opinion, those

documents comply with the project loan agreement and can serve as basis for
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 28, 2016



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

Postcode: 510630
Tel: 86-20-87078160
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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= MEHREMEHENE
II. Financial Statements and Notes to the Financial Statements
(—) RFeTéEx

i. Balance Sheet

" & T 8 %k
BALANCE SHEET

2015412 A 31 H

(As of December 31, 2015)

BH AR TMITFRRITRHK HRE AT ERY LA AT RIE

Project Name: Guangdong Chaonan Water Resources Development and Protection Demonstration Project

Financed by ADB

G JRE R AR IRR S I TR AR
Prepared by: Guangdong Chaonan Water Resources Development and Protection
Demonstration Project Office

emEfs: ART G

Currency Unit: RMB Yuan

T H
Application of Fund

WHIRE
Beginning Balance

WIRARH
Ending Balance

BE 4 AU
Sources of Fund

WHIRE
Beginning Balance

AR R
Ending Balance

= BHZH A

Total Project Expenditures

69,421,697.03

— BiH KA
Total Project Appropriation
Funds

-| 143,291,505.43

LA B

Fixed Assets Transferred

“. WHRASTH AN
Project Capital and Capital
Surplus

2 AR B % i IEEE ] ]
Project Expenditures to be Offset Including: Grants

: P BRI
3.5t Bt |5 A fERE T [ 39,981,709.04
Investments Transferred-out Total Project Loan
AfERE TR LIH R A8

Construction in Progress

69,421,697.03

Total Project Investment Loan

- 39,981,709.04

T AR PR B A
Investment Loan Receivable

(1) TFATRER
ADB Loan

- 39,981,709.04

Horbre REUSCAE P B IEAT DERK
Including: ADB Investment Loan
Receivable

Hrr: HARBFERE

| Technical Cooperation

=L R R BB A K

Appropriation of Investment Loan

WA R

"|Co-Financing

o RATIEAT IS
Including: Appropriation of ADB
Investment Loan

VU, 2844
Equipment

Horb: bR AR M AR K
Including: Equipment Losses in
Suspense

(2) [H MK
Domestic Loan

Fi. mABEAT
Total Cash and Bank

40,014,873.94

2 HARAE K
Other Loan

LAUT A
Cash in Bank

40,012,637.66

M. EZR AR
Appropriation of Investment
Loan

Fodr: R AER
Including: Special Account

38,624,413.39

e JAEATIER
Including: ADB Loan

2.4
Cash on Hand

2,236.28

T ik 4
Bond Fund

J& 42 (To be continued)



7S~ T R £
Total Prepaid and Receivable

77,102,663.30

7N~ PRI H S
Construction Expenditure to be
Offset

Horpr: RCT T H AT B AT

PENETS
A%

Including: ADB Loan Receivable

L. R ERE T
Total Payables

3,259,045.61

RISEAT BER RS,
ADB Loan Interest Receivable

e RASIEAT BEERA S
Including: ADB Loan Interest
Payable

NSOEAT B i 27
ADB Loan Commitment Fee
Receivable

AT EAT B KR U 2
ADB Loan Commitment Fee
Payable

RISCIEAT B o5 2
ADB Loan Service Fee
Receivable

JEAT AT SR B8 46 i 1 9%

“|ADB Loan Service Fee Payable

. AMIERE

Marketable Securities

At R4S R
Others Payable

I\ SE B AT

N REGHAE T

Total Fixed Assets “|Other Payables

52 G T AN ]
Fixed Assets Cost Appropriation of Fund

TAPRETT 1 B 97419
Less: Accumulated Depreciation Retained Earnings T
Bl e | — mews )
Fixed Assets Net Total Fixed funds

[E 7 i e -

Fixed Assets Pending Disposal

PR PRI 52 U Bk )

Fixed Assets Losses in Suspense

s aAait 186,539,234.27| A EAIRE I 186,539,234.27

Total Application of Fund

Total Sources of Fund




(=) FEH#EX

ii. Summary of Sources and Uses of Funds by Project Component

B #E Ok
SUMMARY OF SOURCES AND USES OF FUNDS BY PROJECT COMPONENT
KA ZE 2015 4 12 A 31 H

(For the period ended December 31, 2015 )

BH AR TMITFRRITRAK A B AT ERS LA AT RIE

Project Name: Guangdong Chaonan Water Resources Development and Protection Demonstration Project Financed by ADB

Gt AL )R A W AR R RAR R TR A E

Prepared by: Guangdong Chaonan Water Resources Development and Protection Demonstration Project Office

FHEf ART T
Currency Unit: RMB Yuan

A Current Period

24t Cumulative

A IR AR A AHATE L L N Rt TER
: A i H SR o2 R o 4
Current period Current period Current period % 5 Illafe “O?;Eg) A Cuf\uﬁ;tﬁ ":%fé }ual Cumulative %

Budget Actual completed Completed
%4 HKYR 41t Total Sources of Funds 236,677,500.00 183,273,214.47 77.44% 1,396,461,900.00 183,273,214.47 13.12%
1. EHPFR4HZHZU0TEK International Financing 157,076,512.00 39,981,709.04 25.45% 605,166,700.00 39,981,709.04 6.61%
WIIF KARITHIEK  ADB Loan 157,076,512.00 39,981,709.04 25.45% 605,166,700.00 39,981,709.04 6.61%
.. B ¥4 Counterpart Financing 79,600,988.00 143,291,505.43 180.01% 791,295,200.00 143,291,505.43 18.11%
HIEEE  Other Loan - _ ; } j j
Toi2ME  Appropriation Funds 79,600,988.00 143,291,505.43 180.01% 791,295,200.00 143,291,505.43 18.11%
H4ig HE 1T Total Application of Funds 236,677,500.00 69,421,697.03 29.33% 1,396,461,900.00 69,421,697.03 4.97%
17E# TF2 Construction in Progress 236,677,500.00 69,421,697.03 29.33% 1,287,563,300.00 69,421,697.03 5.39%

2258  Equipment

108,898,600.00

#%  Difference

113,851,517.44

113,851,517.44

1. AZ 1k Change in Receivables

77,102,663.30

77,102,663.30

2 WAk Change in Payables - -3,259,045.61 - - -3,259,045.61 -
3. 08 M 424k  Change in Cash and Bank - 40,014,873.94 - - 40,014,873.94 -
4 A Other - -6,974.19 - - -6,974.19 -




(=) ERMEIATR IR

iii. Statement of Implementation of Loan Agreement

®RMWEHRUTEILX

STATEMENT OF IMPLEMENTATION OF LOAN

AGREEMENT

RHHE 20154 12 1 31 H
(For the period ended December 31, 2015)

TEARR: NI RARATR AR R4 W AR RR ZA R T BT E

Project Name: Guangdong Chaonan Water Resources Development and Protection Demonstration Project

WAL VAR T

Financed by ADB
GO )R BT

Prepared by: Guangdong Provincial Finance Department

Currency Unit: USD/ RMB Yuan

T8 PR B A AR Rt S
- Loan Amount Current-period Withdrawals Cumulative Withdrawals
o<
. _ e AR _ Fra AR
Category % Jt USD % J& USD % J& USD
RMB RMB
—. LR
90,876,600.00 - - - -
(Civil Works and Goods)
(1) TF% 57,221,200.00 - - - -
(2) 1Y) 33,655,400.00 - - - -
T BRSNS B
3,563,300.00 - - - -
(Consulting Services and training)
(1) EHRSS %
2,317,300.00 - - - -
(Consulting Services)
(2) il 5%5
1,246,000.00 - - - -
(training and study visit)
= fErEE Sy
5,560,100.00 157,094.53 1,020,109.04 157,094.53 1,020,109.04
(Unllocated)
(1) FE A 7
5,560,100.00 157,094.53 1,020,109.04 157,094.53 1,020,109.04
(Interest and Commitment Fee)
(2) JCAR e
(profit and loss on exchange)
M. ¥ ek
- 6,000,000.00 | 38,961,600.00 6,000,000.00 | 38,961,600.00
(Imprest Account)
Rt (TotaD 100,000,000.00 6,157,094.53 | 39,981,709.04 6,157,094.53 | 39,981,709.04




(W) ERKF#HE

iv. Special Account Statement

TRKF (A%EKF) X

SPECIAL ACCOUNT (IMPREST ACCOUNT) STATEMENT

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

BUE AR WNTFRBATRI FR A AR R TrPRITAR: FEBAT MAEL AT

¥R A e E Depository Bank: Guangzhou Dongshan Sub-branch,
Project Name: Guangdong Chaonan Water Resources Bank of China

Development and Protection Demonstration Project TK5: 700364737071

Financed by ADB Account No: 700364737071

{35 3114-PRC

BTME £

Loan No: 3114-PRC Currency: USD
GREAL: T HREMBIT
Prepared by: Guangdong Provincial Finance
Department
i H Items 4 A Amount

A FRSy: AWK PSR Part A:Account Activity for the Period

HA#] 4% Beginning balance(month/day/year) 0.00
i Add

LA AT EHN (Total amount deposited by ADB ) 6,000,000.00
2. 2\ (Total interest earned)) 1074.01

3AHIAGHE 3 HH A IE K8 (Total amount refunded) -

I/ Deduct

4 AR HSATEEL ( Total amount withdraw) 53,000.00

a. TFE (Civil Works)

b.52W % % (Goods)

c. & k%: (Consulting Services) -

d.549)II%%%2 (Training : Including Study tours) 53,000.00

e. S FI7K 18 %% (Interests and Commitment Charges) -

5. HARARSS P S2 ) (Total service changes if not included in above amount withdraw ) -

iR &% Ending Balance(month/day/year) 5,948,074.01

(J& 42 To be continued)
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B #43: & FARATIK A7 Part B-Account Reconciliation

1. WATTIAS #RA4T (Amount advanced by ADB)

6,000,000.00

J&/> Deduce

2. AT R SA (Total amount recovered by ADB)

3ASRIAAR L R K 7 AR A I FoAST R 4 i
(Outstanding amount advanced to the Imprest Account at 12/31/2015)

6,000,000.00

4 A% &K P WK 4% (Ending balance of Imprest Account at 12/31/2015)

5,948,074.01

W Add

5.8 F A B R © F U R K H v R [B] R 4 4 Amount claimed but not yet credited at
month/day/year

53,000.00

i 4 5 Application | 4 2t
No. Amount

15001 53,000.00

6.4 2 A IR B SCAHE I R B 5K 41 Amount paid but not yet claimed

7045 % R H (Cumulative service charge(if not included in item5.0r6.)

J&/> Deduce

SFIEMN (FEANEHM 7 #%3) (Interest earned(if included in Special Account))

1,074.01

9.7 B W K % 4Kk P B IR AF #K4% 4 (Total advance to Special Account accounted for at
12/31/2015

6,000,000.00

11




() M&HktiE
g el

1. BEMA

TN R RATR K ARG BB AT RAF XA R FBRE KT A
3114-PRC, M E #EW, REHMERH T ALt REHE XMW
SRERMEERE, RUERTFNEARS. TEKRKESZER S HKRA.
WA, PRI R KRIREA R AKZ A, @#ERX 123 FIH %
BRBAIF AR E T EAEA, B SERARER. FRIEE. KR
Wl AEEREE. YRR ER R FRSEE. A REHE3
ANFI: (1) KRERFEF; (2) HARREHE; (3) PATmEFEE 7
A, BEBLT 2014 45 A 30 HAGT, T20144F 8 H 12 H AR, %
W H K 2020 4E 3 A 31 B, B E X EEENART 1,396,461,900.00 70,
Hoo oM AR RAT 4T R B 100,000,000.00 % 6, A AR
605,166,700.00 7T (L 1 £t AR 6.051667 TitH ) .

2. %3k 38

A - Ak 09 G ) 0 BLEL FE T AR A R KRR BR3P BOR A R e TE
FE (LT EARIE A1) bk B RACH R 2B (LT E R E ok
ARAED) . BBERAERFR. HMERAFER. WEERTEEEHERA.
R R R R kAR (Eir KA TRAREERS ) XE
Vo BT #4551k

3. FELUHK
3.1 RIE M 4R BB (ERBATRATEH 2 E A
(i Bre 020000 13 5 ) oy B K 4.

32 2 EME AR AT FH, BRI S 2014 4 8
F 12 BEZ 20154 12 A 31 .

33IATEAUME “BETLEH” EHLKEN, RAFRER
WWKIEILIK, UAR T A LKA F.
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3.4 ¥ E A BR4RIT 2015 4 12 F 31 L&, H USDI=A R
6.4936 7.

4. REFE A

4.1 BH I H

AIITE AR 69,421,697.03 75, Bit L A K 69,421,697.03
T, b R R 4.97%.

4.2 B¢ H A4
20154 12 A 31 E R T RARF A AR T 40,014,873.94 71, HF&
F W P 23 A AR T 38,624,413.39 TT.

4.3 AT R R

2015 4F 12 A 31 HAH A AR T 77,102,663.30 71, £ER W AZE
ATV AR RRRK RAKEBTRAM R EEREL A KERT
NI () 23K,

4.4 T B 3K 3K

2015 45 12 F 31 HA&H A AR T 143,291,505.43 71, £4. . K&
FELNBEE T 4.

THITRRERALFHART 791,295,200.00 76, #&F 2015 4 12
F 31 BB REXRA4ART 143,291,505.43 76, & iR 8 18.11%.

4.5 T EE K

2015 45 12 A 31 H A& H 4 AR T 39,981,709.04 71, H#: T4k
WATHR AN 6,157,094.53 £ 70, A AR T 39,981,709.04 TT.

#E 20154 12 F 31 B, EiTRBE M A LKRATHR K 6,157,094.53
X0, HRBHEFH 6.16%.

4.6 M ATEK
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20154 12 A 31 HAH A AR T 3,259,045.61 70, £ E & M ATA AT @
B RAANEE W — B TR K.

4.7 B RBN
20155 12 A 31 HAH AHART 6,974.19 1, FTEELMBIT EH
K P AR AT 2R RO

5. TRKFAEREN

RIEERIK P REEMBEIT, JF P8R4 FERAT M AR ST,
K5 24 700364737071, T A g 3 6. & K P B IKAF 3K 6,000,000.00 £ 7T
AR 0.00 = 70, AHE N F AT 6,000,000.00 £ 75, £ £ YN 1,074.01
%96, A F AT 53,000.00 %0, HRAF 5,948,074.01 % .

6. H AT EY I FIN

6.1 TUE # & & B ABH R F 4% 2015 S48 LR FE T, B iR
A Bl A SR A TN TR ARAT R F B A 1T R BN HE R R R A GE
#,ORMAAEFH2014F8 A 12 HZ 20154 12 A 31 H 2t K A %4
7.

6.2 5% F i E AT 1 Sk B9 A 8] 3R A 3K &1t 28T 6,157,094.53 £ T
5 &R K P AR R AR 8 TN JF & 4R AT E AN E B 6,000,000.00 3 T 7 TE
157,094.53 3 Jr e A B fu &8 % Z 51, F| A0 AGE # 3 TN I L 4RAT
£ 2K 100,000,000.00 £ Jg #F 0 R A £ & K P A
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v. Notes to the Financial Statements
Notes to the Financial Statements
1. Project Overview

The Loan Number of Guangdong Chaonan Water Resources Development and
Protection Demonstration Project is 3114-PRC, which aims to bring better
sanitation and quality of life in Chaonan District, and improved and equitable
water supply services to urban and rural residents in Chaonan District by
integrating urban—rural water supply systems and reducing water losses. The
project will protect water resources and improve water security in Chaonan
District. The project will ensure new or more reliable water supply to about
1.23 million urban and rural inhabitants of Chaonan District. It will also
support watershed management through reforestation, pollution prevention,
water quality monitoring, public awareness building and institutional capacity
development. The project included 3 subprojects: (i) water resources
protection, (i1) water supply infrastructure improvement, and (iii) institutional
and staff capacity strengthening. The project agreement was signed on May 30,
2014 and became effective on August 12, 2014, with the closing date of the
loan of March 31, 2020. The planned total investment of the project is
RMBI1,396,461,900.00 yuan, among which ADB loan funding is
USD100,000,000.00,equivalent to RMB605,166,700.00 yuan(calculated with
the exchange rate of USD1= RMB6.051667 yuan).

2. Consolidation Scope of the Financial Statements

Consolidation scope of the financial statements covers the financial statements
of Guangdong Chaonan Water Resources Development and Protection
Demonstration Project Office(hereinafter referred to as PMO), Chaonan Water
Supply Company(hereinafter referred to as CWSC), Environmental Protection
Bureau of Chaonan District, Education Bureau of Chaonan District , Urban
Management Bureau of Chaonan District , Agricultural Bureau of Chaonan
District, Water Affairs Bureau of Chaonan District (Water Conservancy
Construction and Management Center of Chaonan District), as well as relevant
financial  statements @ of the  Guangdong  Provincial = Finance
Department(hereinafter referred to as GDFD).
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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
period, the accounting period in the first audit was from August 12, 2014 to
December 31, 2015.

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 is USD1=
RMB6.4936 yuan.

4. Explanation of Subjects

4.1 Project Expenditures

The project expenditure in this period was RMB69, 421,697.03 yuan, and the
cumulative expenditures were RMB69,421,697.03 yuan, which accounted for
4.97% of the total investment plan.

4.2 Cash and Bank

On December 31, 2015, the balance was RMB40,014,873.94 yuan, including
the funds in the Special Account of RMB38,624,413.39 yuan converted.

4.3 Prepaid and Receivable

Its balance on December 31, 2015 was RMB77,102,663.30 yuan, mainly the
prepayment to infrastructure supporting costs of Longxi Water Supply Plant,
Qiufeng Water Supply Plant, Jinxi Water Supply Plant and water supply pipe
projects and road property compensation in 9 towns of water supply pipe
projects.

4.4 Project Appropriation Funds
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The balance on December 31, 2015 was RMB143,291,505.43 yuan, which
was the counterpart funds allocated by all levels including the province, the
city and the county.

The total planned counterpart funds of this project were approximately
RMB791,295,200.00 yuan. By the end of 2015, RMB143,291,505.43 yuan of
the counterpart funds had been allocated, which accounted for 18.11% of the
plan.

4.5 Project Loan

The balance on December 31, 2015 was RMB39,981,709.04 yuan, including
the ADB loan USD6,157,094.53, equivalent to RMB39,981,709.04 yuan.

By the end of December 31, 2015, accumulated USD6,157,094.53 of the ADB
loan had been withdrawn, accounting for 6.16% of the total amount.

4.6 Payables

The balance on December 31, 2015 was RMB3,259,045.61 yuan, mainly
payable for civil works of Water Transmission Lines project.

4.7 Retained Earnings

The balance on December 31, 2015 was RMB6,974.19 yuan, mainly interest
earned by the GDFD’s Special Account..

5. Special Account

The Special Account of this project is set in GDFD. The depository bank is
Guangzhou Dongshan Sub-branch, Bank of China, with the account number of
700364737071, and USD as currency Unit. The initial Deposit of the Special
Account is USD6,000,000.00. The beginning balance of this period was
USDO0.00 and the disbursement from the ADB by the method of advances in
this period was USD®6,000,000.00. This period the interest earned was
USD1,074.01 and the disbursement was USD53,000.00. Thus, the ending
balance was USD5,948,074.01.

17



6. Other Explanation for the Financial Statements

6.1 The Current period Budget in Summary of Sources and Uses of Funds by
Project Component was filled according the annual plan of 2015, among
which the number of International Financing and ADB Loan did not include
Interest and Commitment Charges. The number of Current period Actual filled
was the Cumulative amount occurred from August 12, 2014 to December 31,
2015.

6.2 There was a difference of USD157,094.53 between the total Current
Period Withdrawals of USD6,157,094.53 in Statement of Implementation of
Loan Agreement and the total Amount Deposited this Period by ADB of
USD6,000,000.00 in the Special Account Statement, which was the Interest
and Commitment Charges, not disbursed by the Special Account but deducted
directly in the ADB loan of USD100,000,000.00.
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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:

Non-compliance with state laws and regulations or the applicable
provisions of the loan agreement

1. Tendering and bidding procedures were not performed in specific
procurements, involving an amount of RMB14,856,800.00 yuan.

In August 2012 and February 2013,CWSC(Sub-Project implementation entity)
signed the following contracts with Guangdong Provincial Hydropower
Planning & Design Institute: Chaonan ADB Project - Technical Consulting for
Plan of Water and Soil Conservation(entrusted directly, amounting to
RMB1,024,800.00 yuan), Chaonan ADB Project - Technical Consulting for
Water  Resources  Demonstration(entrusted  directly, amounting to
RMB546,000.00 yuan) and Survey and Design During Project Feasibility
Study of Guangdong Chaonan Water Resources Development and Protection
Demonstration Project(invited tendering, amounting to RMB13,286,000.00
yuan).Public bidding procedure was not applied to the above procurement
which was paid by counterpart fund according to relevant regulations.

The above practices did not comply with the provisions of Article 9 of the
Measures for Guangdong Province to Implement the Law of the People's
Republic of China on Tenders and Bids that “the scales that must conduct
bidding procedures are...(3)Services:(i) Contract relating to survey, design,
consultation, supervision, labor and other services with an estimated price of
over RMB 500,000.00 yuan™ and Article 11 “public bidding procedure should
be conducted for the following projects that must go through bidding
procedure...(5)projects on survey, design, consultation, supervision,
management etc. which are supported by financial funds”.
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We suggested that your office urge the Sub-Project implementation entities to
go through the bidding procedures strictly according to relevant regulations.
Your office accepted the suggestion.

2. Individual civil works project was not implemented according to the
statutory construction procedures, involving RMB56,088,300.00 yuan.

Longxi water supply plant civil works project (Package Number: C4, with the
contract price of RMB56,088,300.00 yuan)was started in December, 2015,
until the audit day, the State-owned land use certificate and Planning permit of
construction had not been obtained.

The above practices did not comply with the provisions of Article 5 of the
Regulation on the Implementation of the Land Administration Law of the
People’s Republic of China that “For the using of state-owned land by units or
individuals, the land users should apply for land registration to the land
administration departments of government at or above the county level.
Government at or above the county level shall register and put on record, then
issue certificates to certify the right of use” and Article 40 of the Urban and
Rural Planning Law of the People's Republic of China that “The construction
unit or individual proprietor of buildings,structures,roads,pipelines or other
engineering constructions in planning area of city or town should apply for the
Planning permit of construction certificated by planning administration
departments of city and country governments or town government authorized
by provincial, autonomous regional or municipal governments.”

After we pointed out the problem, your office had already obtained the
Planning permit of construction. We suggested that your office comply strictly
with the capital construction procedures and strengthen the management of
project. Your office accepted the suggestion.

3. The expenditure of cash was over the scope of relevant regulations,
involving RMB896,491.93 yuan.

The PMO and CWSC(Sub-Project implementation entity) paid 75
expenditures of counterpart funds with cash which were out of the cash
expenditure scope stipulated by regulations, totaling up to RMB896,491.93
yuan.including 73 expenditures of PMO with the amount of
RMB559,274.93yuan and 2 expenditures of CWSC with the amount of
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RMB337,217.00yuan.

The above practices did not comply with the provisions of Article 5 of the
Interim Regulations on Cash Management that “The account holder can use
cash within the scope as follows: ( 1) wages, allowances; (ii) remuneration for
personal services; (ii1) variety of bonuses of science, technology, culture and
art, sports, etc. awarded to individual in accordance with national regulations;
(iv) various labor insurance, welfare expenses and other expenses for the
individual in accordance with national regulations; (v) payment of purchasing
agricultural products or other goods from individual; (vi) traveling expense
which traveler have to carry it on ; (vii) petty expenses under the starting
point ; (viil) other disbursements which the People's Bank of China deems
necessary to be paid in cash. The starting point of the preceding provision is
RMB1,000.00 yuan.”

We suggested that your office and urge CWSC to proceed settlements in strict
accordance with relevant regulations of Interim Regulations on Cash
Management. Your office accepted the suggestion.

4. The PMO paid a expense of RMB200, 000.00 yuan for the social stability
risk assessment which is out of its scope of work.

In July 2015,the PMO spent RMB200, 000.00 yuan of counterpart funds for
the social stability risk assessment of this project. But the contract was signed
between Development and Reform Bureau of Shantou City and Shantou
Weixin Work Safety Technology Service Co., Ltd .Shantou Weixin Work
Safety Technology Service Co., Ltd issued an invoice to Development and
Reform Bureau of Shantou City. Furthermore, the PMO should not to
undertake the work of assessing social stability risk.

The above practices did not comply with the provisions of Article 6 of the
Notice of the Guangdong Provincial Development and Reform Commission on
Issuing the Interim Measures for the Social Stability Risk Assessment of Major
Projects(Yuefagaizhongdian[2012]No.1095)that “Government of city level or
above where the project located is the main part of social stability risk
assessment of infrastructure projects, the main part of social stability risk
assessment of other projects is designated department appointed by
Government of city level or above where the project located. The main part is
responsible for organizing the social stability risk assessment.” And Article 14
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of the Accounting Law of The Peoples Republic of China that “The
accounting offices and accountant must examine the original documents
according to the uniform accounting system of the state and have the right to
refuse original documents which are inauthentic or illegitimate.

After we pointed out the problem, your office had already taken the expense
back and adjusted the correspondent accounts about the above unqualified
expenditures. We suggested that your office should comply with relevant
regulations strictly. Your office accepted the suggestion.

Issues on project management
1. The implementation progress of procurement plan was slow.

8 procurement actions had not begun by the spot auditing day which were
planned to start at end of 2015 according to the procurement plan approved by
the ADB ( with total estimated value of USD30,804,380.00). For example,
the package C1 (Exhibition hall and bulletin boards for water resource
protection) was 12 months behind schedule.

We suggested that your office timely coordinate and solve the problems in the
project implementation, supervise each project entity to promote the
implementation progress and to carry out procurements in accordance with
laws and regulations. Your office accepted the suggestion.

2. There was no special account set up for managing the land requisition
compensation.

In July 2014, CWSC(Sub-Project implementation entity) paid Gucuo
Economic Cooperative, Liangying Town, Shantou City for land requisition
compensation of Qiufeng water supply plant of RMB1,925,000.00 yuan,
Shenxi Community,Xiancheng Town, Shantou City for land requisition
compensation of Jinxi water supply plant of RMB590,000.00 yuan and
Dongbo Community,Longtian Town, Shantou City for land requisition
compensation of Longxi water supply plant of RMB3,546,400.00 yuan
respectively. The above villages (communities) did not set up special accounts
to manage the land requisition compensation according to relevant regulations
of Administration Measures for expropriated-land compensation of land
collectively owned by peasants in Guangdong Province.
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After we pointed out the problem, your office had already urged relevant
villages (communities) to set up a special account .We suggested that your
office strengthen the management of land requisition compensation. Your
office accepted the suggestion.
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