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I. Auditor’s Opinion
Auditor’s Opinion

To Yunnan Provincial Highway Bureau:

We have audited the special purpose financial statements (from page 5 to
page 16) of Yunnan Provincial Road Rehabilitation Project financed by
the Asia Development 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 Yunnan 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
Yunnan 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 aqci 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
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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 Yunnan
Provincial Road Rehabilitation Project as of December 31, 2015, 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.3074-PRC-LR001,
No.3074-PRC-YL002, No.3074-PRC- YLO007 and the attached
documents submitted to the Asia Development Bank during the period.
In our opinion, these 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 Note to the Financial Statements,
Auditor Findings and Recommendations.

Yunnan ProvinciakAudit

June 30, 2‘(:2»" /,@ %

Address: ﬁuﬁ Sl;gﬁ,‘l_iurﬁﬁi‘m
Postcode: 650021 /0, .

Tel.: 86-871463632075 > /
Fax: 86-871-63632086  °/

r

ce of People’s Republic of China

City, Yunnan Province, P.R. China

-

LT

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
(—) ReF¥HX

i. Balance Sheet

o
BALANCE SHEET

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

R4 ZHTHEEREY (470) HE
Project Name: Yunnan Sustainable Road Maintenance (Sector) Project
HIMEAL: ZHELAER

Prepared by: Yunnan Provincial Highway Bureau

RAEM: ART T
Currency Unit: RMB Yuan

Tk

" & &5 H Line My MR% W & k ;| Line PUEE WIARH
Application of Fund No Beginning Balance | Ending Balance Sources of Fund ng Beginning Balance | Ending Balance
— iR A
~. WELH A « SLA R
Total Project Expenditures | 252,003.16 201,692,132.18 Total Prq;e_ct 28 14,607,733.35 332,053,66670
Appropriation Funds
= b 1 L AS
1. AR ] i B AL R B _ _
Fixed Assets Transferred T RN Tl S
Surplus
TP =
Bl Seeh AAE K
Construction Expenditures 3 & Including: Grants 30 = -
to be Disposed g:
3. BIHRE =, BIHERA
Investments Transferred-out 4 i Total Project Loan 3 i KA YRR
. ; I BIHBRE SR
gy =g 5 252,003.16(  201,692,132.18 Total Project 32 - 34,159,659.03
Construction in Progress
Investment Loan
T T——, ™ =
= RO R s 1 (1) MAh o I
Investment Loan Receivable Foreign Loan
ﬁ"FF_“Z&ﬁEF${.\LmﬁL¥:‘${ b TR RT
Including: ADB Investiment 7 - - . 34 - 34,159,659.03
. Including: ADB
Loan Receivable
= -+ FF 2 m — s g s
=, Betmm R R MFREIF 4k
Appropriation of Investment 8 - - 35 - -
IBRD
Loan
W h T e .
= R ATLALUTS B APt
Including :Appropriation of 9 - “|Technical Cooperation 36 =
ADB Investment Loan P
T ” ) ] BeA MR o .
Equipment Co- Financing
T TS
et i i ] J2) AR 15 _
Including: Equipment Losses P DRy e
in Suspense I's
. BTEEEH Tt i
19| i 39 -
Total Cash and Bank 2 ARk e Other Loan
. M. EEIMARE G
F C#‘”; F’E‘ v 13 8,570,130.19]  197,978,587.38|  Appropriation of 40 -
SN Investment Loan
SR R M ] sspga|  ATHATL R o ]
Including: Special Account ' Including: ADB Loan
A i B iy S
2. W& 15 18,056.75 F. RS 42 )

Cash on Hand

Bond Fund

J& 4 (To be continued)




73, HRERIUH )

A~ BT RENGK & 2 . B} i
Total Prepaid and Receivable 16 5,996,000.00 5,980,000.00 Construction Expenditures | 43
to be Offset
Foep R TEAT BERCFLE s AT
Including: ADB Loan Interest | 17 b BT 44 210,400.00 39,436.834.99
Recei Total Payable
eceivable
b 7 A TEAT BRI
. 18 - - Including: ADB Loan 45 <
ADB Loan Commitment Interest Payabl
Fee Receivable ETCHIE
Bzl TEAT PR EE 4 5 2R 19 ) | B4R AT LI AR 7 2R 46 A .
ADB Loan Service- Fee ADB Loan Commitment Fee
Receivable Payable
. HNES - | |mttwERREEAR |, |
Marketable Securities ADB Loan Service Fee
Payable
A B A N ] AL ksl s ] |
Total Fixed Assets Other Payables
s 7 B 2 N TN ” [ )
Fixed Assets, Cost Appropriation of Fund
i B4R
Less: Accumulated 23 Jt Ee ffiiﬂig\Eamin s 50 - 558.84
Depreciation &
s d i o . ] f
Fixed Assets, Net
st 7 . s : - -
Fixed Assets Pending Disposal
A0 TR E B IR K 26 | 1
Fixed Assets Losses in Suspense
- L) P P r o S Y
el 27 | 14818,133.35|  405,650,719.56 A EKI 51 14.818,133.35|  405,650,719.56

Total Application of Fund

Total Sources of Fund
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ii. Summary of Sources and Uses of Funds by Project Component I

HOH#E X ()

SUMMARY OF SOURCES AND USES OF FUNDS
BY PROJECT COMPONENT I

AMEFE 2015412431 H

(For the period ended December 31, 2015 )

WEAMK: ZETHEIBRY (TL) HE

Project Name: Yunnan Sustainable Road Maintenance (Sector) Project

RN ZHENER

Prepared by: Yunnan Provincial Highway Bureau

BHEf: ARG

Currency Unit: RMB Yuan

e

Current Period

2l

Cumulative

AR
Current Period
Budget

EHREH

Current Period
Actual

FHI5ERLLEL
Current Period
% Completed

Wi H -
Life of PAD

EM A%

Cumulative Actual

RilEA
Cumulative %
Completed

BEREFAI
Total Sources of Funds

351,605,59238

1,457,122,200.00

366,213,325.73

25.13%

—. HEFFEMARGK

International Financing

1. SEFFRIBITHEK
ADBLoan

34,159,659.03

507,200,000.00

34,159,659.03

6.73%

= RERS

Counterpart Financing

317,445,933.35

949,922,200.00

332,053,666.70

34.96%

1. ARERE

2. LERE

317,44593335

949,922,200.00

332,053,666.70

34.96%

3. #e

ReEREilr
(EIHAE)
Total Application of Funds (by
Project Component)

201,440,129.02

1,457,122,200.00

201,692,132.18

13.84%

A BHRZHTE
Construction and
instsallation

198,350,613.43

1,241,181,800.00

198,350,613.43

15.98%

B H&ERBAWER

Purchase fee for equipments
and instrunments

1,902,000.00

() HEMWER

Fee for equipments

1,902,000.00

(2) PN EFHE
Fee for office and living
instruments

C HfthFA i 2 A
Other basic construction
fee

3,089,515.59

98,587,000.00

3,341,518.75

3.3%%

Heb (1) THTFRIMER
Including:compensation for
land and green crop

(2) BiRRALEMR
Managenment fee of
construction unit

1,354,188.19

1,606,191.35

(3) WU

Research and testing fee

(4) Byl o

Survey and design  fee




] wil ]
Current Period Cumulative
- | o3 , S K
=i ﬂ]@i *Wi?i’.—ti.ﬁi $1Uimﬁ!il.t UK 31 i) #il m;?sth
Current Period Current Period Current Period Life of PAD Cumulative Actual Cumulative %
Budget Actual % Completed Completed
D WiE®R
QAT - - 115,451,400.00 - -
% 57 Difference 150,165,463.36 - - 164,521,193.55 -
IS 0858 2 TR -16,000.00 - : 5,980,000.00 s
Accounts Receivable
2, fIMBERAL Change in -39,226,434.99 . -29.436,834.99 :
Accounts Payable
3. 8B % Chang in Cash and 189,408,457.19 . . 197,978,581.38 .
bank
4, HE other -558.84 - - -558.84 -
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v. Special Account Statement

R KPR X
SPECIAL ACCOUNT STATEMENT
AH#EZE 20154 12 A 31 H
(For the period ended December 31, 2015)

FEA4M: zHTHREEEFY (7TL) HE

Project Name: Yunnan Sustainable Road
Maintenance (Sector) Project

%3 %: 3074-PRC

Loan No. 3074-PRC

SAEf ZHAMBIT

Prepared by: The Finance Department of Yunnan

Province

FFPRATAR: PREBATRAXT
Depository Bank:Kunming Branch of China Citic
Bank

WgE: 7302111483100000115

Account No. : 7302111483100000115

REMHE: RT
Currency: USD

AR AWl R B BR & W
Part A-Account Activity for the Current Period Amount
FY 44 (Beginning Balance) -
N Plus: 1. Y PHFF & 4R 1T E £ % ( Reimbursed by ADB 5,260,511.74
Through Application for Withdrawal)
2. F] B\ (Interest Earings) 86.06
/T (Sub -Total) 5,260,597.80
W Less: 1. Z<£E3 {5 (Total Amount Withdrawn) 5,260,511.74
(1) XE(Civil Works) 5,260,511.74
(2) %% (Equipment) .
(3) #EVl(Training) .
2. #| B3 i (Interest Disbursement) -
3. WU 4R 4T Bl (Total Amount Recovered by ADB)
86.06
£ K 42 Hi(Ending Balance)
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(1) MEFHxMiE
it 443k M
1. JE B

ZEHEEBERY (7)) TERZE N 3074-PRC, B UKE X
5 T AR 50 E u%ﬂﬁ%mm&%%%ﬁﬁﬁﬁ NERFEERRT
B . AL e A 2R E mANR A BATR ATE . TE 12109 #5246
TE R ET 201445 F 30 HAIT, 20144 8 A 7 HIER A%, 2014
1A 2EMBEHEZBMEITHER BN, BTRKXEAKS T 2015
20 3HAMRMMER L., FTERELRN 14.582 40 (Fré 2.3
ET0), £ EATRA 8000 FETT(IHAE 5. 0724255, & B KH 34.8%);

ZHAMNBRBEREHN 95140 (FE LSLET, FEAREW
65.2%) .

L 20 WAk R E
A A RN R EEAE ZETREEERF FTL) TEHMS
BB MBIT € K P 8k,

3. FELUEKK

3.1 AT E M &AM E MR (M FARITR 2 EH 2 5 455
(MBS (20000 13 %) EREH.

3.2 U MEEERXANGER, WAFES1ALHE 12 A 31

3.3 ATHAUBE N “RxLEH” EXHEKEN, ZAERER
EKIEIEK, MUARTAIERAMTT,

3.4 P EARKRMRAT 20154 12 A 31 HILZE, B USDI=AK T
6.4936 JG.

4. i E W



4.1 HEIRE

2015 4212 F 31 B A Y ART 201,692,132.18 51, HH: BRAE
%&ﬁ1%3wmwwaﬁ,ﬁﬁgﬁﬁﬁﬁm33MJmJ5ﬁ«@£i
) .

4.2 RBHKE
2015 4812 F 31 HAH N AR 197,978, 587. 38 J6, H¥: RITH
197,960, 530. 63 7t (ALK 3k 558.84 T) » Hk 18,056.75

JGo

4.3 FfE BB WK
2015 % 12 A 31 HELHFAHARKT 5,980, 000. 00 Ju.

4.4 THE KK
2015 412 F 31 HRF A AR T 332,053, 666.70 JT.

4.5 TEME
T FF & 4R AT 2k 34,159,659.03 T, HAER RURXK
5,260,511. 74 275, #rE&ARKT ¥34,159,659. 03 JC,

4.6 RATE
20154812 F 31 ERFAAKT 39, 436,834.99 L.

4.7 @ RPN
2mwﬁwﬂ315%ﬁﬁAﬁﬁ5%$4ﬁ,%M&E%H%F%ﬁ
86.06 %50 (& AR 558.84 75 )

5. & FI K P 4R L

AT HEAKP REBBRITRUTHAR 4T, KTA
7302111483100000115, T fN £, 2015 TATE MK H 5, 260, 511. 74
%ﬁ,ﬂéﬁAﬁﬁwiﬁ,$$iﬁ%ﬁ5ﬂﬂdﬂﬁ4%ﬁaﬁﬁﬁ
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v. Notes to the Financial Statements

Notes to the Financial Statements

1. Project overview

Yunnan Sustainable Road Maintenance (Sector) Project financed by the Asia
Development Bank (loan number 3074-PRC), a pilot road maintenance project,
is composed of such 4 components as road repair, performance evaluation,
highway asset management and institutional capacity construction. The project
is to span 4 phases. The project loan agreement was signed on May 30, 2014
and took effect on August 7, 2014, and the enlending agreement was signed on
November 2 in the same year between the Ministry of Finance and Yunnan
Provincial Government. As approved by the Ministry of Finance, the special
account of the project was set up on February 2, 2015. The total investment for
the project is RMB1,458,200,000 yuan (USD230,000,000), of which ADB
loan was USD80,000,000 (RMB507,200,000 yuan accounting for 34.8% of
total investment) and counterpart funds provided by Yunnan Provincial
Highway Bureau (hereinafter referred to as YPHB) )were RMB951,000,000
yuan (USD150,000,000 accounting for 65.2%).

2. Consolidation Scope of the Financial Statements

The consolidation scope of the financial statements covers the financial status
of Yunnan Sustainable Road Maintenance (Sector) Project as well as the
Special Account set in the Finance Department of Yunnan Province.

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
issued by the Ministry of Finance.

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 is USDI1=
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RMB6.4936 yuan.

4. Explanation of Subjects

4.1 Total Project Expenditures

By the end of December 31, 2015, the balance of project expenditure of
construction in progress was RMB201,692,132.18 yuan of which the figure of
construction and installation was RMB198,350,613.43 yuan and other basic
construction expenditure RMB3,341518.75 yuan (including exchange gain
and loss).

4.2 Cash and Bank

By the end of December 31, 2015, the balance of cash and bank was
RMB197,978,587.38 yuan of which bank deposit was RMB197,960,530.63
yuan (including special account deposit RMB558.84 yuan) and cash
RMB18,056.75 yuan.

4.3 Prepaid and Receivable
The balaﬁ?t:e of prepayments and account receivables on December 31, 2015
was RlV[BjS,980,000.00 yuan.

4.4 Project Appropriation Funds
By the end of December 31, 2015, the balance was RMB332,053,666.70 yuan.

4.5 Project Loan

The balance of the project loan on December 31, 2015 was
RMB34,159,659.03 yuan, of which the YPHB had received reimbursement
USDS5,260,511.74 equivalent to RMB34,159,659.03 yuan.

4.7 Account Payables
The ending balance of 2015 was RMB39,436,834.99 yuan.

4.8 Retained Profits
The ending balance of 2015 was RMB558.84 yuan converted from the ending
balance USD86.06 on the special account.

S. Special Account

The Special Account of this project is set in Kunming Time Square Branch,
China Merchant Bank, with the account number 7302111483100000115, and
USD as currency Unit. The reimbursed amount by the ADB in 2015 was
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USD5,260,511.74, interest was USD86.06, total amount withdrawn was
USD5,260,511.74 and balance at the end of the year was USDR6.06.

6. Other Explanation for the Financial Statements

In January 2015, the YPHB applied for USD113,300,00 for prepayment of
10% consultancy service expense, and due to the fact that the payment for the
service is made to contractors directly, the special account does not record this
expense. It would be adjusted after account checking among the ADB, the
Department of Finance of Yunnan Province and the consultancy firm is finally
completed.
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ITI. 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 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. Contract signing dates of some contract sections exceeded the dates
stipulated by the state laws.

The ADB financed contract sections such as Line S313 and G323/P had seen
their supg;vision contracts signed beyond the time span stipulated by the state
laws. The’specific situations are as follows:

(1) The date of issuance of the letter of acceptance for supervision service of
Line S313 was September 2, 2015, yet the contract was concluded on
November 2, 2015;

(2) The date of issuance of the letter of acceptance for supervision service of
Line G323/P was September 21, 2015, yet the contract was concluded on
November 2, 2015.

The above action was against Article 46 of Invitation And Submission of Bids
Law of The People's Republic of China which states that the bid inviting party
and the winning bidder shall conclude a written contract according to the bid
invitation documents and the winning bidder's bid documents within 30 days
of the date of issuance of the letter of acceptance.

We suggested the YPHB conduct procurement according to such laws or
regulations as Invitation and Submission of Bids Law of the People's Republic
of China, The Enforcement Regulations of Invitation and Submission of Bids
Law of the People's Republic of China and The ADB Procurement Guidelines.
The YPHB had accepted the suggestion.

2. The sampled mid-term measurement and payment violated relevant
regulations.
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The mid-term measurement and payment for road rehabilitation project of
Line S211 had retained 5% quality guarantee deposit and 1% migrant
workers’ wage margin.

The above action was against Article 46.1 of general terms of Line S211 Road
Surface Rehabilitation Contract for Yunnan Sustainable Road Maintenance
(Sector) Project which states that according to special terms the project
employer shall, from the first payment certificate, retain certain percentage of
deposit to the extant that meets the requirement on guarantec margin and
Section 4 Costs Management in the same contract that states retained deposit
shall account for 10% of mid-term payment and its maximum figure shall not
be more than 5% of total payment of the contract. It also was against Article
10 of The Regulations on Migrant Workers Wage Payment Guarantee which
states that prior to construction permit issuance, the construction unit shall
deposit 3% of total contract value into the migrant workers’ wage guarantee
account set up at the location where the construction project is implemented.
If construction period is over 1 year, the deposit may be calculated as 3% of
annual construction budget of the project.

We suggested that the YPHB strictly comply with relevant regulations on
construction work and implement projects according to the contract. The
YPHB had accepted the suggestion.

Issues on project management

1. The YPHB did not set up independent accounting for the project

During implementation of the project, the YPHB and its affiliated construction
headquarters had failed to perform independent accounting and standard
financial management, not specified usage of appropriation funds. Moreover,
not all project headquarters had adopted construction unit accounting system.
As a result, the existing financial documents had failed to completely and
accurately reveal the receipts and expenditures of the project, especially
application of counterpart funds.

The above action went against Article 34 of Management Methods for
International Financial organisations and Foreign Governments Loan and
Grant (MOF Order [2006] No.38), which stipulates that during
implementation of an international financial organization loan project, the
project management office shall, in accordance with national accounting
standards and financial management methods of the project, perform
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independent accounting and financial management and set up complete and
reasonable internal financial and accounting system.

We suggested the YPHB establish independent accounting system and
perform standard financial management in accordance with requirements of
the loan agreement and Management Methods for International Financial
organisations and Foreign Governments Loan and Grant. The YPHB had
accepted the suggestion.
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