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I. Auditor’s Opinion
Auditor’s Opinion

To: Project Management Office of Shanxi Guoxin Energy Development Group
Co., Ltd.,

We have audited the special purpose financial statements (from page 3 to page
19) of Shanxi Gas Utilization Project financed by the World Bank, which
comprise the Balance Sheet as of December 31, 2016, 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 believe that the audit evidence we have obtained is appropriate and
sufficient to provide a basis for our audit opinion.

Auditor’s Opinion

In our opinion, the financial statements mentioned in para. 1 have been
prepared in accordance with Chinese accounting standards and system, and the
requirements of the project loan agreement. These financial statements have
fairly reflected the financial status as of December 31, 2016 of the Project, as
well as the financial receipt and expenditure, project execution and the
revenue and expenditure of the special account.

Other Matter

We have randomly inspected the withdrawal applications, as well as the
supporting documents submitted by Shanxi Provincial Finance Department to
the World Bank. In our opinion, the above-mentioned documents conform to
the requirements of the Loan Agreement, and could be used as the basis of the
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. Recommendations.
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Address: Building B, 129, Western Binhe Road, Wanbailin District, Taiyuan
City, Shanxi Province, P.R. China

Postcode: 030024

Tel.: 86-351-3806182

Fax: 86-351-3806182

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

(=) k& FHEX

i. Balance Sheet

% 4 T# % (BALANCE SHEET)

2016 4 12 A 31 H (As of Dec 30, 2016)

THEA#: #TRELEAEEAZAFARE

PROJECT NAME:Shanxi Gas Utilization Project Financed by the World Bank
#{7. AR 75 ( Currency Unit: RMB Yuan)

% 1 (Statement ] )

Ay T EUEIE AR
Application of Fund Line No. Beginning Balance Ending Balance
—. T A X4t Total Project Expenditures 1 43,222, 508.92| 150,917, 805.83
1. Z{HFEMAE = Fixed Assets Transferred 2 13, 395. 86 5, 395. 94
2. 4T H 2 1 Construction Expenditures to be Disposed 3
3. BB Investments Transferred-out 4
4, (g TFE Construction in Progress 5 43,209, 113. 06| 150,912, 409. 89
—. R R AR K Invesment Loan Receivable 6
%": Wt PE AT 4T H¥ER Including:World Bank Investment Loan Receivable 7
= TR S 3 Appropriation of Investment Loan 8
Hooh. (Tt 4T3 Including: Appropriation of World Bank Investment Loan 9
Pu. 2884 Equipment 10
Hodh. RRACERRS 45 2K Including: Equipment Loss in Suspense 11 ]
fi. B @& & T Total Cash and Bank 12 10, 095, 646. 57 36, 640, 029. 68
1. @fFFHK Cash in Bank 13 10,094,892 87| 36, 639, 426. 28
Hoeh. EFAMKAEZR Including: Special Account 14 3,247, 780. 79 27,998, 060. 74
2. Bl4 Cash on Hand 15 753..70 603. 40
5. Fift R R A T Total Prepaid and Receivable 16 15, 316, 230. 00 76, 718, 691. 22
P AT REAKF S Including: World Bank Loan Interest Receivable 17 7
IS AT K AR T B World Bank Loan Commitment Fee Receivable 18
Sz tth AT DERK T 42 o A 2 World Bank Loan Service-Fee Receivable 19
. BILREES 20
J\. HHriF# Marketable Securities 21
N, BlE#™ &1t Total Fixed Assets 22 782, 337. 53 1, 380, 904. 49
[ E % =B Original Cost of Fixed Assets 23 830, 406. 39 1,596, 189. 19
. Zit¥rIH Less:Accumulated Depreciation 24 48, 068. 86 7 215, 284. 70
[&] 7 # 7= i#{f Nel Value of Fixed Asscts 25 782, 337. 53 1, 380, 904. 49
[ & %5 *=#H Fixed Assets Pending Disposal 26
%5 Lb TR 5 PR e Fived Assets Losses in Suspence 27
% 4 5 FH4 1 Total Application of Fund 28 69, 416, 723. 02| 265, 657, 431. 22




%4 F# % (BALANCE SHEET)

2016 4 12 A 31 H (As of Dec 30, 2016)

HWHEHK: HAARKLEREEAEEFRATE

PROJECT NAME: Shanxi Gas Utilization Project Financed by the World Bank
#4r: AR ( Currency Unit: RMB Yuan)

&1 (8

Statement | (continued)

A 3 TR LGRS AR
Sources of Fund Line No. | Beginning Balance Ending Balance
—. TMH#FETH Total Project Appropriation Funds 28 56, 488, 964. 43| 127, 208, 004. 81
—. BB AEHH®AAR Project Capital and Capital Surplus 29 6,035, 717. 65 27, 683, 634. 66
Hrp. EBEE  Including:Grants 30
=, TR H &3k &1t Total Project Loan 31 5,741,925.00| 101,246, 377.39
1. FE#HBEMFK  Total Project Investment Loan 32 5,741,925.00( 101, 246, 377. 39
(1) EA4MERK Foreign Loan 33 5,711, 925. 00 89, 251, 449. 38
He:HERFF & th2 Including:IDA 34
[ bR & M HF R 1T IBRD 35
HARAVE(EHE Technical Cooperation 36
&% Co-financing 37
(2) EAE Domestic Loan 38 30, 000. 00 11, 994, 928. 01
2. HABfEEK Other Loan 39
0. FZhER N 1K Appropriation of [nvestment Loan 40
Hrh: $EAHATHEER Including: World Bank Loan 41
Ti. MkfRFHF ¥ 4L Bond fund 42
5. IR E ST Project Expenditures to be Offset 43
+. Mi{f#K & Total Paybale 44 1,721, 047. 61 13, 038, 766. 27
Mo, RATHATHEECF S Including: World Bank Loan Interest "
Payable
IS4t 4T B 2K 1 %% World Bank Loan Commitment Fee " B
Payable
RIATHEAT HEE %54 &5 FH %% World Bank Loan Service Fee .
Payable
I\. KZ#H A1t Other Payables 48 -571, 970. 64 -3, 521, 017. 46
fu. bR N%E 4 Appropriation of Fund 49
+. BRI Retained Earnings 50 1,038. 97 1, 665. 55
%43kl Total Sources of Fund 51 69,416,723.02| 265, 657, 431.22
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(H) LRKF#RE

iv. Special Account Statement

% % F #t%& (SPECIAL ACCOUNT STATEMENT)
AHEZE 2016412 A31 H
(For theMONTH Period Ended Dec 31, 2016)
* 4
%2 AL H: % AR5 EName of borrower: People's Republic of China)
TEA#H: HITRALEREAESFAIE
Name of Project:Shanxi Gas Utilization Project Financed by the World Bank

(Statement IV)

$ T & 2% : % 7T (Currency: USD)

A ER4y: AHAE K PGS L PART A-ACCOUNT ACTIVITY FOR THE PERIOD

&M

Amount

##) 42 %1 Beginning Balance

500, 151.

04

Add (370) :

A HATH FLAR 4T Bl #M EL AT Total amount deposited by World Bank

7,514, 299.

69

AHAF) BN B8 (FFA T I 3897

Total interest earned this period if deposited in Special Account

2, 383.

93

AHASE R S F3E S2080 Total amount refunded to cover ineligible expenditures

Deduct (/D) -

AHR S fF L% Total amount withdrawn

3, 978, 252.

30

Total service charges if not included in above amount withdrawn

20.

00

#A7K 4% Ending balance (month/day/year)

4, 038, 562.

36

B #(4y. & FHIK A iE3 PART B-ACCOUNT RECONCILIATION

1. HARITE IRFEREE Amount advanced by World Bank

500, 000.

00

Deduct (J2D) -

2. tHFERITERSEL Total amount recovered by World Bank

3. KRR L K I 8

Present outstanding amount advanced to the Special Account at month/day/year

4,036, 047.

39

4. % FIK 7 115K 23 Ending balance of Special Account at month/day/year

4,038, 562.

36

Add (BEhn) :

5+ A ZE A WA O F IR K AHE oK B #h <8 8T Amount claimed and not yet credited at month/day/year

6. % E AWK O AE K B E IR K 21 Amount withdrawn and not yet claimed

7. AHAARSS P (A ETE 5 16 A=)

Service charges for the period (if not included in item 5. or 6.)

40.

00

Deduct (J&‘b):

8. AR RN LE (FANETRKS, D)

Interest earnings for the period (if included in Special Account)

2, 554.

a7

9. AHE K P FiAE KA Total advance to Special Account accounted for at month/day/year

4, 036, 047.

39




(L) MEBMRME

1. UEHE.

LWHAEESEAFATEE G LA EHFERLREDRRAF (LU
T EFE) B2iF. AAETRALBHWEEASSGEAATE. K
HxERRANEN: FEAANEEAHEHRFFTEFAIANARAKKTE X
FH, #AEXAFHRE. EFAMEEAABKTHE 2 5 &M T &
BEEH ThwElEAHE—B120MWEE ERKABH —H—HANE,
GEE A HAT. MW, WAKRERTERFAE 22 A KEERAKAA
TR, BEELRAKEAALIE, B EARAFALE. BHRERRAA
BTA. TEMI KT Uk EEFEMmA%E, REGERSR, Hu
WELZFEWEZLE, AN, U FPRELESHE, BLOHEKX.
BHyiE = SRR, RAFEAMARE, kT RFEHFEH, #5125 “H
K2 PR

BHEZEERDF A EFEBEABHLARASLARLEWWERE
B (RAR) EMARAT . BHREJBRLRARAF. ¥, LEX
KEHRAFAERE. EEFMEEZAABRSTE; LERER (X
%E) ERERAF aFEKE, TH. BEERRARKANAIEIRE; &R
BYBRXRAABAEAAFERERAIANALESRE .

2014417, (ARABRREZXTEHARKXLAEERESFAR
HXA®BFREWHE) (KEKHFE (2014) 135) , TEERKK18.02
AR AT RKICETETA6. 1ML ART), EFHEREN
HABEWES AR, OTO0FETATHREREE (4. B TIE41T
£, BERMERWYI249H £ 0) , 2154 £ A TR AR CEWRFH
Sy 5 £ AMEE. FHZRESE, 2014550, HRERAT
EHEKFEITTE (R , REEHEANCET, 4257 X1k
. FHARHARE M ELITZ HOX, W EH ®ZIKF X A H #2020
#6F30H .

13



2. M4 HARHEE.

Ak 3R 4 L4 AL T T TR KR 2 LA PR AT TRE A
LEXRSARADRE, ERAASLT:; LERELEN (RAD
FRATEE. KA AAREEET AT FANRRAIHRA AR
A TE M AR BB M HUT £ RS R

3. FELIH KK,

3B KA (A2t —HARN) FERAES
HOET . A AN R AR . A St AN AR B R A b AE X AL X AR
EVEETHA HE. BE, A ER FERBUBIBT LY (R
BHTEH A EEMEY . EMBUT TRH (HRBTRKXLEEEALE
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V. Notes to the Financial Statements

Notes to the Financial Statements

1. Project overview

Shanxi Gas Utilization Project is financed by the World Bank, and
implemented by Shanxi Guoxin Energy Development Group Co., Ltd.
(hereinafter referred to as “GXED”). The construction components include: 2
gas-fired CHP projects and 4 gas distribution network projects, i.e. newly-built
120MW distributed gas-fired CHP project in Baode County of Xinzhou City
and Xiyang County of Jinzhong City respectively, with heat-supply load of
475MW, as well as gas distribution network built in Changzhi County,
Xiangyuan County, Tunliu County and Qingxu County. The implementation
of the Project could accelerate the adjustment of economic structure of Shanxi,
promote the in-depth reform of energy transportation, supply and
consumption. In addition, the implementation of the Project could further
improve the ecological environment, reduce the greenhouse gas emission in
selected areas and counties, enhance the energy utilization efficiency, optimize
the energy consumption structure and promote the development of “four
gas” development of Shanxi.

The implementing agencies of the Project include Shanxi Natural Gas
Company (SNGC), Shanxi Coal Bed Methane Pipeline & Transportation
Company (SCPTC), and Shanxi Qingxu Kaitong Natural Gas
Company (QKNGC), all of which are subsidiaries of GXED. SNGC is
responsible for 2 distributed gas-fired CHP components in Baode and Xiyang
County. SCPTC is responsible for the gas distribution network components in
Changzhi, Tunliu and Xiangyuan County. QKNGC is responsible for the gas
distribution network component in Qingxu County.

In January 2014, National Development and Reform Commission officially
approved Shanxi Gas Utilization Project (FA GAI WAI ZI [2014] No. 13).
The total investment of the Project is CNY 1.802 billion, with the World Bank
Loan of US 100 million dollars (equivalent to CNY 610 million),
including US 97 million dollars used for physical construction (civil works:
4.51million US dollars, equipment and material procurement: 92.49 million
US dollars), US 2.75 million dollars used for technical assistance (consulting
service and training) and US 250,000 dollars of front-end fee. The
construction period of the Project is 5 years. In May 2014, the World Bank



and the Ministry of Finance signed the Loan Agreement, with total loan of US
100 million dollars, including US 250,000 dollars of front-end fee. The Project
came into effect in 90 days afterwards the signing date of the Loan
Agreement. The closing date is June 30, 2020.

2. Consolidation Scope of the Financial Statements

Consolidation scope covers the financial statements as of December 31, 2015
of Project Management Office of GXED, Baode Gas-fired CHP Component,
Xiyang Gas-fired CHP Component, as well as gas distribution network
components in Tunliu, Xiangyuan, Changzhi and Qingxu County, as well as
the special account statement of Shanxi Provincial Department of Finance.

3. Main Accounting Policies

3.1 The applicable accounting policies include: Accounting Standard for
Business Enterprises, Accounting Methods for the World Bank Financed
Project and Provisional Measures on Financial Management, Accounting and
Loan Withdrawal and Reimbursement of Shanxi Gas Utilization Project, as
well as other related regulations.

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. Project Implementation Progress

4.1 Execution of Loan Agreement: As of December 31, 2016, totally
13,079,306.1 US dollars have been withdrawn from the World Bank,
including 8,157,826.98 US dollars as the imprest fund of the special account,
4,671,479.12 US dollars as the reimbursement from the World Bank, and
250,000 US dollars as the front-end fee.

4.2 Special account: The special account is established in Shanxi Branch,
Construction Bank of China, account No.: 14014410100220503113, currency:
USD. The first deposit of the special account is US 500,000 dollars. As of
December 31, 2015, totally 7,514,299.69 US dollars have been reimbursed
from the World Bank. The interest income during the current period is
2.383.93 US dollars; 3,978,252.3 US dollars was paid during the current



period as the project expenditure; 40 US dollars was paid as the service fee.
The balance at the end of the period is 4,038,562.36 US dollars.

4.3 Project Investment Progress.As of December 31, 2016, the total investment of
152,298,710.32 RMB has been completed, including goods: CNY1,178,892.83,
civil works: CNY78,338,096.34, others: CNY 68,904,459.52, technical
assistance: CNY?2,336,136.63, and front-end fee: CNY 1,541,125.

5 Explanation of Subjects

5.1 Construction in Progress: Its balance was CNY 150,912,409.89, including
investment of building and erection project, equipment investment, amortized
investment and other investment.

5.2 Cash and Bank: Its balance was CNY36,640,029.68, including the bank
deposits and cashes of each project entity.

5.3 Ending Balance of the Special Account: this is refers to the special fund of
World Bank loan. The ending balance is 4,036,047.39 US dollars, equivalent to
CNY27,998,060.74.

54 Project Loan: the ending balance is CNY101,246,377.39, reflecting
construction investment loan and other loans borrowed by the project entities, in
order to accomplish the project target, including foreign loan: 13,079,306.1 US
dollars (including 250,000 US dollars of front-end fee), equivalent to
CNY89,251,449.38, as well as the domestic loan: CNY 11,994,928.01, which is
the local government bond.

5.5 Other Payables: Its ending balance is CNY-3,521,017.46, reflecting tax
payable, carry-over balance payable of construction project, payable income of
construction project and other payables. In this report, it mainly refers to the
retained input tax of VAT.

5.6 Retained Earnings: Its ending balance is CNY1,665.55, referring to revenue
of commissioning, net value of material transfer, net value of claim and penalty,
as well as the interest margin of on-lending. In this report, it mainly refers to the
interest margin of on-lending.

6 Other Material Matters



