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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 19 )  of Guangdong Chaonan Water Resources Development and
Protection Demonstration Project Financed by ADB, which comprise the
Balance Sheet as of December 31, 2020, 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 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 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, 2020, its financial receipts and disbursements, the
project implementation and the receipts and disbursements of 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

We also examined the withdrawal application No. 2020001, No. 2020003 to
No. 2020009 and the attached documents submitted to the ADB during the
year. 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
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Address: No. 361, West Huangpu Avenue, Tianhe District, Guangzhou City,
Guangdong Province, P.R. China

Postcode: 510630
Tel: 86-020-87078157
Fax: 86-020-87078201

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

(—) FePHxk

i. Balance Sheet
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BALANCE SHEET
2020 F 12 A 31 ®©

{ As of December 31, 2020)

TRES FEMEAE BRI RAR TR

Project Name: Guangdong Chaonan Water Resources Development and Protection Demonstration

Project Fmanced by ADB
B BRI S R A R

Prepared by: Guangdong Chaonan Water Resources Development

BAnE

and Protection Demonstration Project Office

B

' ARF T
Currency Unit: RMB Yuan

Bxdif
Application of Fund

W) o

Beginning Balance

Wk A
Ending Balance

AR

Sources of Fund

B0 2

Beginning Balance

LK S
Ending Balance

- BUH G
Total Project Expenditures

655,542,533.51

902,548,119.26

—. BIH&B S
Total Project Appropriation Funds

343,780,090.51

424,506,755.9§

LA AR P

Fixed Assets Transferred

T HHERSMHEER
Project Capital and Capital
Surplus

2R E
Project Expenditures to be Offset

s, R

) Including: Grants

A

Investments Transferred-out

= WIHfERA

"I Total Project Loan

438,838,182.77

521,417,514.81

4fe i

Construction in Progress

655,542,533.51

902,548,119.26

LA 'ﬁau-ﬁ}\

Total Project Investment Loan

438,838,182.77

521.417,514.81

T RO A AR

(1) TEATREER

438,838,182.77

521.417,514.81

Investment Loan Receivable ADB Loan

Horiry RV P R B AT BEAR

Hrt . 72580 el A LV [ st N Heh, FAS PEf ey

Including: ADB Investment Loan - - - -
) Technical Cooperation

Receivable

ENEYET T RO ] ]

Appropriation of Investment Loan Co-Financing

Hope ATRATIRE

Including: Appropriation of ADB
Investment Loan

PG, #24f
Equipment
Ko i ab BE s ;
I%cltd‘{j'% tlﬁl‘:ii z:)ssesin - 2) A - -
ing: bauip Domestic Loan
Suspense
. W&t ) 2 HARRERR
65 265. ,109,258.59 - -
‘Total Cash and Bank -660.265.39 o7 Other Loan
LRI P, AR AL

Cash in Bank

63.660,118.96

67,109,112.16

Appropriation ef Investment Loan

Hrp HSEEEAFER o HEAIEAT ST
i W213,716.4 65,339,969.11 . - -
Including: Special Account 63,213,716.48 > Includm;,' ADB Loan
2% ki HE S
43 146.43 & o - -
Cash on Hand 1464 Bond Fund

fE8: (To be continued>




73 FTE R R A it
Total Prepaid and Receivable

112,370,008.2%

48,435,998.84

PR FERIEE
Construction Expenditure to be
Offset

s BT TR AT

SR
Including: ADB Loan Receivable

A B G

"I Total Payables

50,629,919.93

71,839,236.86

Rz I 45 DEE R k2
ADB Loan Interest Receivable

Mo BAPILATUY RO
Including: ADB Loan Interest
Payable

BN TR AT 35 S s 2
ADB Loan Commitment Fee
Receivable

+

T T 47 DE BRI I8
ADB Loan Commitment Fee
Payable

U TR AT B AR L 3
ADB 1.0an Service Fee

BT AT PR g S 2
ADB Loan Service Fee Payable

Receivable
Hiem &
£ORNEE ) |PibEAR | 34853200
Marketable Securities Others Payable
N REESA I R
Total Fixed Assels Other Payables
BE F P aE i LBREAELS
Fixed Assets Cost Appropriation of Fund
. RitiE . Ea A
W Ritd - g HAl 124,613.57 329,869.11

Less: Accumulated Depreciation

Retained Earnings

[H] 78 B P il T BE%EE
Fixed Assets Net Totai Fixed funds
[ i A

Fixed Assets Pending Disposal

THAL B B PR K
Fixed Assets Losses in Suspense

HEdMHaw

Total Application of Fund

833,572,807.18

L018,093,376.69

A A i

Total Sources of Fund

833,572,807.18

1,018,093,376.69
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(Z) RRBEHITHILE
iii. Statement of Implementation of Loan Agreement

/-l
B ERATERE
STATEMENT OF IMPLEMENTATION OF LOAN AGREEMENT
FHAE 2000 12 H31 8
{ For the period ended Diecember 31, 2020)
HMEEH: ERFRETRA) A4 AL BERPRARFHRTE

Project Name: Guangdong Chaonan Water Resources Development and Protection Demonstration

Project Financed by ADB
BREAL: T AEMBT REEf: ETARTL
Currency Unit: USD/ RMB Yuan

Prepared by: Guangdong Provincial Finance Department

£ B WA RH AR R A FiRAH
Category Loan Amount Current-period Withdrawals Cumulative Withdrawals
£ £ 7 FeEARR £ e AR
UsD UsD RMB UsSD RMB
- LEfk
(Civil Works  and 92,260,000.00 | 18,057,734.68 | 117,824,909.10 68,338,673.88 | 445,903,013.20
Goods )
(1) T# { Works) 53.6604,000.00 9,954,433 48 64,951,683.01 37,695,608.25 245,960,074.27
(2) %4 (Goods) 38,600,000.00 | 8,103,300.60 52,873,226.08 30,643,065.63 | 199,942.938.93
= EaBREENE
# Z  ( Consulting 2.280,000.00 552.470.59 3.604,815.35 1.534,635.28 10,013,341.74
Services and training )
(1) FiER%#*
( Consulting Services ) 2,110,000.00 552,470.59 3,604,815.35 1,407,963.59 9,186,821.63
(2) B HR
( training and study 170,000.00 126,671.69 826,520.11
visit }
. HasEs
(Unflocated ) 5,460,000.00 1.406,977.17 9,180,385.34 4,084,647.56 26,651,916.86
(1) FlIBE AR
{Interest and 5,460,000.00 | 1,406,977.17 9,180,385.34 4,084,647.56 26,651,916.86
Commitment Fee )
(2) LAME
{ profit and loss on - - - - -
exchange )
LB
( Imprest Account ) - - - 10,800,000.00 65,249,000.00
B4t ( Total) 100,000,000.00 1 20,017,181.84 | 130,610,109.79 83,957,956.72 | 547,817.271.80




(W) #RKF#x

iv. Special Account Statement

* R K P #® X

IMPREST ACCOUNT STATEMENT
FIFEFE 2020 12 A 31 H
( For the period ended December 31, 2020)
WE 4 FPHAZBRARR KL AR RERERY RAAFRIE

Project Name: Guangdong Chaonan Water Resources Development and Protection Demonstration

Project Financed by ADB

£ # & (LoanNo): 3114-PRC

BmIMEL JTREMIET

Prepared by: Guangdong Provincial Finance Department
FPERITE: FEETT MR LT

Depository Bank: Guangzhou Dongshan Sub-branch ,Bank of China
% % ( Account No): 700364737071

wRAK: EL

Currency: USD

H B Items

4 #  Amount

Ao R P A T B A Part A:Account Activity for the Period

#4304 &1 Beginning balance ( month/day/year ) 9,061,339.48
£ Add

1AM T ATHRAEH ( Total amount deposited by ADB ) $8,057.734.08
2.7 B A ( Total interest eamed ) 1,655.27

IABT LB F RIFTEF ( Total amount refunded

W2 Deduct

458 F A% ( Total amount withdraw )

17,106,786.99

a. 14 (WORKS) 9,003,486.39
b1t & (GOODS) 8,103,300.60
c.B# MR % (Consulting Services ) £.00
d. 5 # 2 ( Training : Including Study tours } .00
e F) B fu A # ( Intest and Commitment Charges ) -
5.8 HR % # % B { Total service changes if not included in above amount withdraw ) -
#1 & 4% Ending Balance { month/day/year) £0,013,941.84

( & #£To be continued )

— 10 —




B &4 & BEATH F B Pant B-Account Reconciliation

1. FATHMAHE R ( Amount advanced by ADB ) 10,000,000.00
#P Deduce

2. PATEE# ( Total amount recovered by ADB ) -
3AHH R G H PR B 10.000.000.00

{ Qutstanding amount advanced to the Imprest Account at the end of this period )

4B ¥ 2K P # A 29 (Ending balance of hmprest Account at the end of this period )

10,013,941.84

¥4 Add

SHERBHMALPHRIEKE & & F 245 Amount claimed but not ver credited at
month/day/year

¥4 % Application No. | 4% Amount -

6.5 £ A M A O (B & P I 4 F Amount claimed but not vet claimed

7K % # Bt F H Cumulative service charge ( if not included in item3.0r6. )

¥ Deduce

SALEMN (5 NEFHK P # %) Interest camed ( if included in Special Account )) 13,941 84
A ER BT p— -
S AMBARR B2 P KRB F Total advance to Special Account accounted for at the 10.000.000.00

end of this period

11 —



(5) ME4HxHE
W4 #@ox WHE

1. JUE MM

TMNFEBRARR AL EEARBRFRAATRAERHKTH
3114-PRC, SERBATE#EN, REHTEN T LSS, BREHAEEWNS
ERNAFRE, REBSHEARSE. FEREAEM S HARE. K
DA, RPSARLNLTHERAREREARGLAKE S, nHEX
123 Al & B RBHFNRET RO FArbBd@imgii. 7
B, KA, ARERRE. YA IR B R SR 2
BARAIEIATI: (1) ARERYP; (2) #ARKEE; (3) YR
Fofk Y. HE W 2014 45 F 30 B &4T, 2014 48 A 12 H £,
Bt M E 4 2020 43 F 31 H. 2020 4F 2 A 18 B IKE M I ZRAT
MEFREEHZE 2021469 30 8XK. RETHERFAART
1,396,461,900.00 75, H o T 3 FF K 84745 2 & H15 100,000,000.00 % 7T,
Hr & AR T 605,166,700.00 76 (LA 1 £t HE AR T 6.051667 01t ).

2. M4 REGH EE

I 4R e 0 28 AL 4 T A K R AR B BF R T A
AE (LTHATE A ). ok 8 8 B RS (T HfE RAL
). Wk TAARKREEAE (BHEEEAERPE ). L TEHR
HER LA HERRTEE RGN B ERERATEAEER ).
Wk RAREEE AR (EREERLE ). HEEAR TR REE
g b BT EAMBUT (LT HBEMBIT) 8054k

3. TEAITEK

3.1 R E WERFRBUEBWHERBRATRATE 2 HE A ENY
BRe (2000) 13 5 ) B9 E Rk GH.

32 oM EEERENTGES, BAREELA1EE 12 A31H,

33 ATHE ATZE U AR A EXIRKEN, RAETENID



MRGRIRIK, DAAR A IR F .

34 E P EAREIT20204 12 A 31 8%, PUSDI=A R T 6.5249

jtlc

4. /A B R H

4.1 T H I

2020 4F T E XM AR 247,005,585.75 T, Ei ¥ B AR F
902,548,119.26 T, & A EITH]HY 64.63%.

42 R K4
2020 F 12 A 31 BERFRALFAART 67,109258.59 7, th, b 454
A KT 1,448,993.20 71, H o FK P HE B ITA AR T 65339,969.11 1.

4.3 FUfF K R

2020 5 12 F] 31 B &5 A AR T 48,435,998.84 71, ¥ & Fiff sk
WIAR O MIEEFH () 3, MRK ¥ RBERLEA RBIET
T3 FPREFHEIEFAR S LESC B TRGE, BEERED
HEEETIRFMS, WAEHAELTY IETAR ks, 954
mAREETE LTEMMH.

4.4 T B 3 3%

2020 4F 12 A 31 B &% A A B M 424,506,75591 0, &4 . W. E4&

 RELHEER A,
WEITREEXRSLFHART 791,295200.00 55, # F 2020 £ 12

F 31 B3uBERSART 424,506,755.91 55, & 1H%]H 53.65%.

4.5 T H 5K

2020 4 12 A 31 BRFAARF 521,417,5148]1 7T, Hb: THAL
RATH AN 79.911,954.94 £ 7T, #HEART 521,417,514.81 7.

BE 2020 4 12 A1 31 B, BIHRIUE M F LR # 83.957,956.72
X0, ERREFH 83.96%, #HEAHKE DAL 4,046,001.78 £ 1.

4.6 I {3



202046 12 Fl 31 B4 H 4 AR T 71,839,236.86 6. H &, M TR
AR T 18,896,068.37 7T, ALt @A A R 18,357,842.47 7T, HH R 3K
AR T 34,585,326.02 7.

4.7 G RN
202046 12 A 31 HAH HART 329869.11 T, TERAUBT FHA
& P BARAT A R BN Fo A iR K TR AR B IR TR ACKON

5. ERKPERERL

RIGE £ R WP RES BT, 7 P87 0 ERATT MR WL T,
Tk 4 700364737071, FTRhET. &K AL 10,000,000.00
£ 0. 2020 EEYEH 9,061,33948 £ 75, REFHZAFAROET. H
% 18,057,734.08 %95, Fl AU 1,655.27 £ 50, A% E F 1t 17,106,786.99
7T, £XKLH 10,013,941.84 £ 7.

6. FHAbE A8 F I

6.1 T B # & P AR B 4E 2020 S F RIS, K B
ABALRE o “TNFEBRATRZR BRI F RN EAE
# KHE AR 20204 1 Fl 1 HE 2020 4 12 A 31 © Bit A A 57

6.2 45 Zh o E BT T A By AR 1] R 2 4 R i A% 20,017,181,84 X T
B E P45k R o A S N T R 4R AT E 21 R B 18,057,734.08 £ TTHHE
1,059447.76 £ 25, 4Bk TMFERITEE L 552,470.59 £ 7T,
FlEfAE# 1,406977.17 £70, H#EXMT. FE8AAEEFELTRAK
F X AT,

63 M EH K4 THRT EABAEAKE k. HEH#EATH
RAHE AT RHMERTEARARFTARRREA —ZRBTHF
AR R, E RS TERPIEERE TR, THAERP
THFERITRR BT RATS RAERATHERZ R RABKL T2
B, ARTHEIABRFEEEINTE.

6.4 (THE#FFRY PEERS BT RERIL 53.65%, TR L HER



FTERAAHEARER S EREXAEEARER 4 A 4. FRE
ERERZARIART 791,290,000.00 7.2 W5 EBME LB S, AR
HEAREASEREREUPFERMNTE. SR80 FRY,
PSR E AT AR A T, S5 w4 2
TR RR I RAE LR L HE RS LR34 5 b KiE T4,



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 that 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 sub-projects: (i)  water resources
protection, (ii)  water supply infrastructure improvement, and (i1 )
institutional and staff capacity strengthening. The project agreement was
signed on May 30, 2014 and became effective on August 12, 2014, and the
planned closing date was March 31, 2020.The closing date was extended to
September 30,2021, approved by ADB on February 18, 2020. The total
planned investment of the project is RMB1,396,461,900.00 yuan, among
which ADB loan funding is USD100,000,000.00, equivalent to
RMB605,166,700.00 yuan ( calculated with the exchange rate of USDI=
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 Chereinafter 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) .



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
(Caifizif2000]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, 2020 of the People’s Bank of China, which is USD]=
RMB6.5249 yuan.

4. Explanation of Subjects

4.1 Project Expenditures

The project expenditure in 2020 was RMB247,005,585.75 yuan, and the
cumulative expenditures were RMB902,548,119.26 yuan, which accounted
for 64.63% of the total investment plan.

4.2 Cash and Bank

On December 31, 2020, the balance was RMB67,109,258.59 yuan with an
increase of RMBI1,448 993.20 yuan compared with that of the last year.
Thereinto, the funds in the Special Account were converted to
RMB65,339,969.11 yuan.

4.3 Prepaid and Receivable

Its balance on December 31, 2020 was RMB48,435,998.84 yuan, mainly the
prepayment of water pipeline projects and road occupation compensation to 9
towns for water pipeline projects, Prepaid for Qiufeng water supply plant
project and Jinxi Water supply plant project, Prepaid for water pipeline project
in Lugang, Xiashan, Chendian and Simapu, Shanhe and Donglan, Xiaxin,
Sigao and Heyang, etc.

4.4 Project Appropriation Funds
The balance on December 31, 2020 was RMB424,506,755.91 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 2020, RMB424,506,755.91 yuan of
the counterpart funds had been allocated, which accounted for 53.65% of the
plan.

4.5 Project Loan

The balance on December 31, 2020 was RMB521,417,514.81 yuan, including
the ADB loan USD79,911,954.94, equivalent to RMB521,417,514.81 yuan.
By the end of December 31, 2020, accumulated USD83,957,956.72 of the
ADB loan had been withdrawn, accounting for 83.95% of the total amount. At
the end of current period, accumulated USD 4,046,001.78 of the loan had
been repaid.

4.6 Payables

The balance on December 31, 2020 was RMB71,839,236.86 yuan, including
project payable of RMBI8,896,068.37yuan, equipment payable of
RMB18,357,842.47 yuan and other payables of RMB 34,585,326.02 yuan.

4.7 Retained Earnings

The balance on December 31, 2020 was RMB329,869.11 yuan, mainly
interest earned by the GDFD’s Special Account and income from water
supply during the operation testing period of Longxi water supply plants.

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 Total advanced of Special
Account was USD10,000,000.00. The beginning balance of 2020 was
USD9,061,339.48. In the year, USDO0.00 was advanced and
USD18,057,734.08 was deposited. The interest earned was USD1,655.27 and
the disbursement was USDI17,106,786.99. Thus, the ending balance was
USD10,013,941.84.

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 to the annual plan of 2020, among
which the amount of International Financing and ADB Loan did not include



Interest and Commitment Charges. The amount of Current period Actual filled
was the Cumulative amount occurred from January 1, 2020 to December 31,
2020.

6.2 There was a difference of USD1,959,447.76 between the total Current
Period Withdrawals of USD20,017,181,84 in Statement of Implementation of
Loan Agreement and the total Amount Deposited of this Period by ADB of
USDI8,057,734.08 in the Special Account Statement, which was the direct
payment of USD552,470.59, the Interest and Commitment Charges of
USD1,406,977.17 that had not disbursed by the Special Account but deducted
directly from the ADB loan of USD100,000,000.00.

6.3 Due to the change of foreign exchange rate, there were differences
between the beginning balance and the ending balance of the ADB loan in the
Balance Sheet, and there were differences  between the current year’s loan
received in the Summary of Sources and Uses of Funds by Project Component
and the amount of current year’s withdrawals (disclosed in RMB)  in the
Statement of Implementation of Loan Agreement. The differences among the
amounts, which were the total project loan in the Balance Sheet, the
cumulative actual amount of ADB Loan in the Summary of Sources and Uses
of Funds by Project Component, and the amount of total cumulative
withdrawals in Statement of Implementation of Loan Agreement, were due to
rounding in the currency conversion.

6.4 The cumulative ratio Completed of Counterpart Financing in the Summary
of Sources and Uses of Funds by Project Component was 53.65%. This ratio
was low mainly because the utilization plan of domestic counterpart fund was
not adjusted according to the actual demand of domestic counterpart funds.
The planned domestic counterpart funds of RMB 791,290,000.00 were
calculated based on the estimated amount of the project, while the actual
demand of the domestic matching funds of the project shall be calculated
based on the bidding contract price. All the contract packages were purchased
by bidding, and the amount of the winning bid was reduced by a large
proportion compared with the total estimated investment amount, and the
actual expenditure demand of land expropriation compensation investment,
survey cost and design cost in the implementation process was also
significantly reduced compared with the original planned amount.
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I11. Audit Findings and Recommendations
Audit Findings and Recommendations

In addition to performing the audit and expressing an opinion on the financial
statements, we also made 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. The audit results indicated that all of 26
contract packages planned to use ADB loans had been completed the
procurement works at the end of December 31, 2020. In 2020, the external
monitoring results indicated that the project construction activities had no
obvious negative impacts on the water quality of the three reservoirs. This
project had a positive social impact on the Chaonan water resources
development and protection. However, the following issues were still found in
this project.

Issues on project management
1. Parts of the pipeline construction were failed to complete as scheduled.

By the end of December 2020, the construction of 5 pipeline projects, using
ADB loan and counterpart funds, such as the C7 Liangying Town and
Xiancheng Town Pipeline Project, etc., lasted for 2 years but still had not been
completed. Those pipeline projects exceeded the one-year construction period
plan which were stipulated in the contract, involving the contract price of
RMB 320,358,610.08 yuan, but just an amount of RMB 182,518,854.63 yuan
had been paid by the end of 2020. The main reason was that parts of the
pipeline laying were basically in the roadway of residential houses, and the
tunnel construction was difficult and low efficiency. Thus, the construction
progress was adversely affected.

We suggested that your office should strengthen communication with
unfinished towns, villages, etc., and propose feasible measures, promptly
report to the superior and solve construction difficulties, speed up the progress
of loan withdrawal and reimbursement, and ensure that the project can be
completed on schedule. The office accepted the suggestion.

. 1 B



2. The water meter equipment purchased with the ADB loan was not installed
in time, and the fund failed to be employed effectively and timely.

During the on-site audit in early April 2021, it was found that 158,000 sets of
water meter equipment purchased with ADB loan in April 2020 were stored in
the rented factory and had not been installed, involving RMB 18,738,091.12
yuan, and the funds failed to be employed effectively and timely. The main
reasons were as follows: firstly, the water supply management system and
mechanism among some districts, towns and streets, villages and communities
had not been straightened out. Secondly, the installation project mvolved a
wide range and a large number of households. As a result, the investigation of
the water meter installation and the construction were difficult.

The above practice did not comply with the requirements of the
Implementation Plan of Direct Water Supply from Urban and Rural Areas to
Households in Chaonan District, Shantou, agreed by Chaonan District
People's Government, which stipulates that it is planned that all terminal users
in Chaonan District will realize direct water supply charging by the end of
December 2020, in order to achieve the target of urban and rural water supply
security system of "same network, same quality, same price, direct water
supply to households”.

We suggested that your office should speed up the implementation of the
installation of water meter equipment to ensure the effectiveness of ADB loan
funds. The office accepted the suggestion.

The Followed-up of previous recommendations

Among the problems disclosed in the audit report of the previous year, The -
problem that the progress of the fund usage was behind schedule had not been
fully rectified. Due to the technical difficulties encountered in the civil
engineering work of the water pump room in Qiufeng and Jinxi water supply
plant project of the C8 contract package, the construction of the project was
slowed down. By the end of 2020, the accumulative expenditure was
RMBS52,135,001.11 yuan, accounting for 60% of the contract amount.

We suggested that you should focus on solving the technical difficulties of the
water pump room, speed up the construction, and urge the completed projects
to speed up the progress of loan withdrawal and reimbursement as soon as
possible. The office accepted the suggestion.

3
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