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I. Auditor’s Opinion
Auditor’s Opinion

To Project Management Office for the Shanxi Energy Efficiency and
Environment Improvement Project

We have audited the special purpose financial statements (from page 6 to page
17) of the Shanxi Energy Efficiency and Environment Improvement Project
financed by the Asian Development Bank, which comprise the Balance Sheet
as of December 31, 2014, the Summary of Sources and Uses of Funds by
Project Component, the Statement of Implementation of Loan Agreement and
the Special Account Statement for the year then ended, and Notes to the
Financial Statements.

Project Entity and Shanxi 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 the Statement of Implementation of Loan
Agreement is the responsibility of your entity, while the preparation of the
Special Account Statement is the responsibility of Shanxi Provincial Finance
Department, which includes:

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

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

Auditor’s Responsibility

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

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



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

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

Qualified Opinion

In our opinion, the financial statements identified in the first paragraph present
fairly, in all material respects, financial position of the Shanxi Energy
Efficiency and Environment Improvement Project financed by the Asian
Development Bank as of December 31, 2014, 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 from SX001 to SX013 and the
attached documents submitted to the Asian Development Bank during the
period. In our opinion, all of them 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.

Shanxi Provincial Audit Office of the People’s Republic of China
June 30, 2015

Address: No.18, Wenyuanxiang, Taiyaun City, Shanxi Province, P.R. China



Postcode: 030001
Tel.: 86-351-2021892
Fax: 86-351-4185002

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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v. Notes to the Financial Statements
Notes to the Financial Statements

1. Summary of the Project

The total investment of the Shanxi Energy Efficiency and Environment
Improvement Project amounts to 1,064.5507 million RMB Yuan, among
which 100 million US Dollars (equivalent to 638,929.1 million RMB Yuan)
are financed by ADB loan, accounting for 60% of the total investment, and the
rest 40%, 425,621.6 million RMB Yuan are financed by domestic counterpart
fund. There are altogether five subprojects under this Project, namely the
Jinzhong Heat Supply Subproject, the Qin County Heat Supply Subproject,
the Licheng County Heat Supply Subproject, the Zhongyang Country Heat
Supply Project and the Liulin County CBM/CMM Comprehensive Utilization
Subproject. The total implementation time of the project is four years (2013
—2017). The Loan Agreement and the Project Agreement of the project were
signed on March 27, 2013, and the effective date of these two legal documents
Is April 24, 2013. The loan account of the project is to be closed on
December 31, 2017.

2. Consolidation Scope of the Financial Statement

Consolidation scope of the financial statements covers the financial statements
prepared for and submitted by the Project Management Office of Shanxi
Energy Efficiency and Environment Improvement Project Financed by ADB,
the Licheng Wanlong Heat Supply Corporation Ltd, the Jinzhong Ruiyang
Heat Supply Corporation Ltd, the Qin County Huayang Heat Supply
Corporation Ltd, the Zhongyang Heat and Gas Supply Management Center
and the Liulin County Gas Supply Corporation, as well as the special account
opened and held by the Shanxi Provincial Finance Bureau, all of which are for
the period from the effective date of the Loan Agreement up to December 31,
2014.

3. Accounting Policies

3.1 The Loan Agreement and Project Agreement signed between the
Government of P.R.C and ADB, the Regulations on Financial Management
and Accounting for Shanxi Energy Efficiency and Environment Improvement
Project Financed with ADB Loan and the Accounting Policies for the Shanxi
Energy Efficiency and Environment Improvement Project Financed with ADB

15



Loan, both of which were issued by the Shanxi Provincial Finance Bureau.

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.

4. Explanation of Subprojects

4.1 Total Project Expenditures

The Total Project Expenditures include expenses on civil woks, equipment,
construction expenditures disposed and other expenses. By December 31,
2014, the total expenditures of the project amounts to 494,742,056.81 RMB
Yuan, which accounts for 46% of the total investment plan.

4.2 Cash and Bank
On December 31, 2014, the balance was 16,258,821.87 RMB Yuan.

4.3 Prepaid and Receivable
Its balance on December 31, 2014 was 81,212,979.8 RMB Yuan, mainly for
advance payment for civil works and equipment.

4.4 Project Appropriation Funds

The balance on December 31, 2014 was 246,131,916.14 RMB Yuan, which
was the counterpart funds allocated by all levels including the province, the
city and the county, as well as the funds raised by the subproject employers
themselves.

The total planned counterpart funds of this project were 425,621,600.00 RMB
Yuan. By December 31,2014, altogether 246,131,916.14 RMB Yuan of the
counterpart funds had been allocated, which accounted for 57.83% of the plan.

4.5 In the Summary of Sources and Uses of Funds by Project Component, the
Counterpart Financing equals to the sum of the Total Project Appropriation
Funds and the Project Capital indicated in the Balance Sheet.

4.6 Project Loan

The balance on December 31, 2014 was 286,925,161.73 RMB Yuan, which
was the ADB loan already disbursed.

16



By the end of December 31, 2014, accumulated 46,628,573.96 USD of the
ADB loan had been withdrawn, accounting for 47% of the total, among which
the withdrawal for civil works was 2,402,255.13 USD, accounting for 25% of
the category plan, and the withdrawal for goods was 44,226,318.4 USD,
accounting for 52% of the category plan.

4.7 Payable
The balance on December 31, 2014 was 114,709,550,38 RMB Yuan, mainly
for civil works and goods to be paid.

4.8 Retained Earnings
The balance on December 31,2014 was 142,605.96 RMB Yuan, mainly
interest earned of bank deposit.

5. Special Account

The Special Account of this project is set in the CITIC Bank Taiyuan Branch,
with the account number of 7261211483100000167, and USD as currency
Unit. The initial Deposit of the Special Account is 10,000,000.00 USD.
The reimbursement in the year 2014 was 56,628,573.96 USD, the interest
earned was 3,010.27 USD, the service fee was 96.00 USD and the
disbursement was 46,628,573.96 USD. Thus, the ending balance was
10,002,914.27 USD.
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