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I. Auditor’s Opinion
Auditor’s Opinion

To Foreign Economic Cooperation Office of Ministry of Environmental
Protection

We have audited the special purpose financial statements (from Page 7 to Page
18) of Dioxins Reduction from the Pulp and Paper Industry Project Granted
by GEF, which comprise the Balance Sheet as of December 31, 2012, the
Summary of Sources and Uses of Funds by Project Component, the Statement
of Implementation of Grant Agreement and the Special Account Statement for
the period then ended, and Notes to the Financial Statements.

Project Entity and the International Department of Ministry of Finance
Responsibility for the Financial Statements

The preparation of the Balance Sheet, the Summary of Sources and Uses of
Funds by Project Component, the Statement of Implementation of Grant
Agreement is the responsibility of your entity, while the preparation of the
Special Account Statement is the responsibility of the [nternational
Department of Ministry of Finance, which includes:

i. Preparing and fair presenting the accompanying financial statements n
accordance with Chinese accounting standards and system, and the
requirements of the project grant 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 entity’s 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
clTectiveness 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 .

[n our opinion, the financial statements identified in the first paragraph present
fairly, in all material respects, financial position of Dioxins Reduction from
the Pulp and Paper Industry Project Granted by GEF as of December 31, 2012,
its financial receipts and disbursements , the project implementation and the
receipts and disbursements of the special account for the period then ended in
accordance with Chinese accounting standards and system, and the

requirements of the project grant agreement.

Other Matters

We also examined the withdrawal application No.l and the attached
documents submitted to the World Bank during the period. In our opinion,
those documents comply with the project grant agreement and can serve as
basis for grant withdrawal.

In addition, we learned that Yueyang Woods Paper Joint Stock Company (one
of four demonstration enterprises) has applied to exit in May, 2013, because
the technique adjustment scheme does not meet the technical requirements of
the project. And Foreign Economic Cooperation Office of Ministry of
Iinvironmental Protection has started the screening and evaluation procedures

of alternative enterprises.

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.
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II'. Financial Statements and Notes to the Financial Statements
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i. Balance Sheet

e HEx

BALANCE SHEET

20124F 12 f1 31 ©
(As of Dec. 31, 2012)

GHAR: 2RABELWA P EHEAKTL - SR ERE
Project Name: Dioxins Reduction from the Pulp and Paper Industry

Project Granted by GEF

SRPA: FRERPEFRELAAEEPC
Entity'Name: Foreign Economic Cooperation Office, Ministry of Environment Protection

W5 TFO11898
Grant No.: TFO11898
fhgd: ARSI

Currency Unit: RMB Yuan

| Total Fixed Assets

e G £ caoin WA
Application of Fund Line No. Balsitéo Ending Balance
 BHZ AW I
Total Project Expenditures I : i PRI
AT A
Fixed Assets Transferred : . i
25 B
Construction Expenditures to be 3 0.00 0.00
Disposed
3.5 9
Investments Transferred-out 4 e b
4ERIR 5 0.00 13,479,615.95
Construction in Progress
e asbl 6 0.00 0.00
Liquipment
Hep: f5abB Bk
Including: Equipment Losses in 7 0.00 0.00
Suspense
o WmEEE
Total Cash and Bank 8 0.00 12,758,052.00
LARTTfEaK
Cash in Bank 9 0.00 12,758,052.00
‘th, 4
R SRS 10 0.00 12,571,000 00
_Including: Special Account
200 &
Cash on Hand - 0.00 050
M. B R R At
Total Prepaid and Receivable - - s
oo [S5ESE a8t
13 0.00 0.00
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e H & Beginni WA
Application of Fund Line No. Bal ng Ending Balance
ance

[l 2 % = I A
Fixed Assets Cost - AN 0.00
Wk: FiHrIH - -

Less: Accumulated Depreciation ' 0.00
(#6155 =i
Fixed Assets Net G @0 0.00
8] 5 %8 =i - 40
Fixed Assets Pending Disposal : 0.00
i 40b 3 [ 5 8 7 K - "
Fixed Assets Losses in Suspense > 0.00
P& SHA
Total Application of Fund 19 0.00 160,664,007.69
— BAREREAT :
Co-funding Received 20 0.00 139,934,231.10
v BAMEKE

Total Grant 21 0.00 12,571,000.00
=, RiftEkait
Total Payable 22 0.00 8,158,776.59
« RERKAEI
Other Payable 23 0.00 0.00
fi. HibiREK
Other Fund 24 0.00 0.00
7N B
Retained Earnings - 0.00 0.00
oo 26 0.00 160,664,007.69

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

HE#HER (—)

SUMMARY OF SOURCES AND USES OF FUNDS BY PROJECT COMPONENT 1
KB4 ZE 2012412 A 31 8

BREAL: FRRP BIFHRP R MEPQ

(For the Period Ended December 31,2012)
TE &R SRIFEELTER + BB RERT L - BXBHAE

Project Name: Dioxins Reduction from the Pulp and Paper Industry Project Granted by GEF

Entity Name: Foreign Economic Cooperation Office, Ministry of Environment Protection

% 5 TFO11898
Grant No.: TFO11898

AR ART

Currency Unit: RMB Yuan
AW Current Period #3F Cumulative
AETRIB AR A EMsERth 0 H AR Ritse i Bitsemtl
Current year Current Period Current period % Life of PAD Cumulative Cumulative %
Budget Actual completed Actual completed

BekEaH

iR, : 152,505,231.10 s 511,110,000.00 |  152,505.231.10 29.84%
| T EBERE LMK . 12,571,000.00 2 94,650,000.00 12,571,000.00 13.28%

GEF Financing

= RERS .

Cout Finaucing - 139,934 .231.10 - 416,460,000.00 139,934.231.10 33.60%

BHEERAH

Total Application of Funds - 147,905,955.69 - 511,110,000.00 147.,905,955.69 28.94%

L el — MG HE Btk vl AT B S B B s B 4 e i .

BAT/BEP In ¢ in Participating Mills - 147,456,068.69 - 464,668.400.00 147.456,068.69 31.73%

2.4 HE A SE AT M TR T B) iR .

National Action Plan for Sector-Wide Replication BN ) 1SS0 T80 130%%

3. 008 S50

Monitoring and Evaluation s 166,054.00 - 7.572.000.00 166.054.00 2.19%

4T RER . R

Project M : 73,927.00 ! 22.716,000.00 73,927.00 0.33%

# 5 Difference - 4,599,275.41 - - 4,599,275.41 .

1. e ARk Change in Receivables - - ! s L

2% {83k Change in Payables - (8,158,776 59) (8,158,776.59) -

3P Ak Change in Cash and Bank - 12,758,052.00 - - 12,758,052.00 -

4. 144tk Other - - - - - -
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SUMMARY OF SOURCES AND USES OF FUNDS BY PROJECT COMPONENT II

AMEZE: 201244 12A 318
(For the Period Ended December 31,2012)
FEAR: 2RAAELWATEMNIERTL-_BREHSTE

W 3% % . TF011898
Yroject Name: Dioxins Reduction from the Pulp and Paper Industry Project

Granted by GEF

EREL: FRERPEXFERLHMEEPC
intity Name: Foreign Economic Cooperation Office, Ministry of Environment Protection

Grant No.: TFO11898

wHEM: AR
Currency Unit: RMB Yuan

T H X H Project Expenditure
BEAfT % e E ¥
BEAR R Assets Transferred ERTH tH 8N
Project Component Cumulative EYE MBS | BB | RER™ Work in Construction Investments
Amount Fi ofl Aasut Current | Intangible | Deferred Progress Expenditures Transferred-out
Asset Asset Asset to be disposed
LR e Al — R A AT
THEARMEF S B R R EOE
’ L - 4!4 » . ¥ . N
IAT/BEP Investment in 147,456,068.69 134,426,339.74 13.029.728.95
Jarticipating Mills
245 il - 4 A S B AT ML I
AT T
209 ! ;
National Action Plan for o 2906.00
sector-Wide Replication
| :
UL 5 A . 166,054.00 166,054.00
Monitoring and Evaluation
LI EHW M Project Management 73,927.00 73,927.00
& . 147,905,955.69 134 426,339.74 13,479,615.95
10

:\ﬂq'm-'s-v Sl
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iii. Statement of Implementation of Grant Agreement

B R ST R

STATEMENT OF IMPLEMENTATION OF GRANT AGREEMENT
) AWM E 201248 12HA31 8
(For the Period Ended December 31,2012)

FELH: 2RAREXLERTPEMEERTL_SXRHARE
Project Name: Dioxins Reduction from the Pulp and Paper Industry Project

Granted by GEF
BBEL: FHBRPIFERP S EPC

Entity Name: Foreign Economic Cooperation Office, Ministry of Environment Protection

B 5. TFO11898
Grant No.: TF011898

WA AR T/%E T
Currency Unit: RMB Yuan/USD

¢ RitREE
25 BEMEEM (¥n) Current-period Withdrawals Cumulative Withdrawals
Catego Grant Amount (USD) == » N

b i w %56 USD #HE&ART RMB % JC USD & AR RMB
LY. EHHAENRS . THMS. BlRTHTS.
RizERA | Oopds, 3,820,000.00 0.00 0.00 0.00 0.00
non-consulting services, consultants' services, Training;
workshops and Incremental Operating Costs
2. M e Ul N TT B B B AT AT R A B AR PR
[ T 7 T K 11,180,000.00 0.00 0.00 0.00 0.00
Sub-grants for Mill BAT/BEP Investment Plans
3. R Special Account 2,000,000.00 12,571,000.00 2,000,000.00 12,571.000.00

Bt Total 15,000,000.00 | 2,000,000.00 12,571.000.00 2,000,000.00 12,571,000.00

]
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iv. Special Account Statement

THRKF &k

SPECIALACCOUNT STATEMENT

ZM&KZE2012%12A31 8

(For the Period Ended December 31,2012 )

HHAR: SRFPADM NPT EHKEHKTE _SHRHAE
Project Name: Dioxins Reduction from the Pulp and Paper Industry
Project Granted by GEF

BT : TFO11898
GrantNo. : TFO11898

B PEARNSREMBREERT
Prepared by: Intemnational Department of MOF

FPRITLER: PERITEATE LS
Depository Bank: China CITIC Bank
H.O, General Banking, Beijing, China
Wik % : 7111011482600007959

Account No: 7111011482600007959

Pt #fe: USD

Currency Unit: USD

A 8B4 NG Rk P ECERE SR
Part A-Account Activity for the period

£
Amount

UEIES
| Beginning balance

0.00 |

0 add:

A S 4RAT (B #h e 80
Total amount deposited by World Bank

2,000,000.00

AR WA B8 (FFANET kS84
Total interest earned this period if deposited in Special Account

0.00

##% /> Deduct;

ARAT B

Total amount withdrawn

0.00 |

A £H1(201212/31)
Ending balance(Dec.31,2012)

2,000,000.00

B #4r: R A

Part B-Account Reconciliation

1. BT ERAF S
Amount advanced by World Bank

2,000,000.00

k7> Deduct:

2. HFRATEME B
Total amount recovered by World Bank

0.00

1

3. AR K B IR AT
Outstanding amount advanced to the Special Account at Dec.31,2012

2,000,000.0 |

|

4. CHEF AR (2012/12/31)
End balance of Special Account at Dec.31,2012

—
2,000,000.00

W add:

5. WEABNA C P UTHRISAE R Bl b &8
Amount claimed but not yet credited at month/day/year

0.00

HiEHES
Application No.

ER ] 1
Amount !

6. FEAMIMIA O3 (HE MK iRk ER
Amount withdrawn but yet claimed

0.00

/> deduct:

7. FBHAN FEANEHIKF 87

Interest earned (if included in Special Account)

0.00 I

8. AHIHIA T HIK B AR A0
Total advance to Special Account accounted at Dec.31,2012

2,000,000.00 |
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W %k FHE
T H F AN B
wu%#ﬁﬂﬁﬂﬁﬁ%%%?lﬁ% ERAT I — R HBHTE, W
|k T 2012 48 5 A 25 B i E FRE 4 HF K RAT (ﬁﬁﬁﬁ%ﬁ)%
e A RFEF0E B (EARMBER ) £ EAE. MBS AFH (H
(R 3) B M, hFRERPHEIRP AEF O (IR
(At ANEER G ) AR ER . FEMER, RIS ESEPC
[ 2012 4F 6 A 25 B 5 W KRB NEIT SR E SN, BE TR FRE
i A 8100 7 ETG (FrEART 51111 G ), Hb: WRFE4L 1500 7 £ T,
fii, £5 ¥4 6600 7 £ 0. %M B BAF A B FWEANEARR G R ER TFRE=
ok HE AR AT B R AE IR L8R ( BAT/BEP) 773t i, 34+ E
Wk K AT R, EH AT R IT AR RS LR,
MHABEEQFEUTERS: (1) EEKERRF K ELK ULETER
(ECF) BEULI#HAREANTEAEALY, REBM AR (2)
Wbl AT I = R HEWATE IR (3) RN S o aE 5 o AL
Humvﬁ% M 2t = 3 m A AR AR S DL R I AT E
P, HEEBMATHARE R TEE S FEES; (4) FHRIBASH
.ﬂ¢mﬁﬁaﬂ¢%@%ﬁ%ﬁ%éﬁo

2. R EERN

2.1 AT 45 35 18 Mk 3 (H RARAT R AR B 2 ARy (U
bty 020000 13 5 ) B E R4 .

22 R EFTER TR A HE, RAGRILKE, DARKTARKE
{1,

23 DUHEERAMNTFES, BAAIEF—A—HRET_A=1+—
Db AR RS A A 8 7 b 4 52 R T R A E 2012 4F 12
Ho3lH, g B R A TR 8 T E R 8 A 2007 4F E 2012 4
12 7] 31 B, WIE4BHEBARTEAE . FHEMARLKRSE A RLE Fop g
LA A et A R A 3 KA a iRk a4 4 2011 4 F 2012 4F 12 /] 31
El L U 0 xd A ool R U BHT [ B ] & LK P B A3 b 2012 4
.

2.4 AT H M4BT E 2R AT E BRI H LR R A AT E

13



WP HRBHILE | E0=AKT 631 mi, HpMEHEA 2012 4
12A31 BIL®E, 1 EXT=ARKTT 6.2855 L.

3. kb E

3.1 AT H 8% K P Rk o R I I = 4

32 AR T E AR FRAKRGARAE. BTELR
A R B W) B SABY4E A PR TN a8 foep b ER 400 A A IR A F 4
F A To A b BORRGR A SME1E o0 Y I B 5 B BB B I ] o
I k. RIS MER O AT AR &bl B B E FF ]
TR P MEBEHRTILE, SRRB LA RPUREREN IS, T
B 3.

4.% F K P 0F N L

RIEHERMKP b E R E S, KRR ERTEITE LR,
JK 5 7111011482600007959, Tk £ m, wiFs (BAEAZEHE) K 200
X TG. 2012 4 11 A #R4RATKATE K 7 8 $ 4 2,000,000.00 £ 75, &
K 0.00 6, FRAH A 2,000,000.00 % .

5.4 &FEH YT

5.1 B H X H

511 #& % 20124 12 A 31 B, 3@ Bt LA K 147,905,955.69 TG »
i 0 H R H Y 29.84%. HF: FiEd b = BB H IR TR /&
IR LB ek A R i 147,456,068.69 70; 4l 4R 50 AT L — &
RBHATB I RIA KT 209,906.00 75; KB L5TFEART 166,054.00 75;
TEEEART 73,927.00 7.

SA2 RMERAERFELBART 134,426339.74 75, HE TV REGA
RAH RE RN —AARE. RFERAS.

52 B HRAE

HE2124 12310, FERTHXELHART 12,758,052.00 7T,
Hep: LK P HFHEH 2,000,000.00 50, HréART 12,571,000.00 7.

5.3 WA #

#ZE 2012 4 12 A 31 B, BHK2EZ 2,000,000.00 £ 75, HEAR
i 12,571,000.00 75, |

54MERA



ik % 20124 12 F 31 B, BER SR HALART 139,934,231.10 7T,
Nl AT R R B 33.60%. HH: FEHFAINESEFOCRERLSAR
11 550,000.00 75; BT AL BRAAERATERERESART 126,450,502.15 71;
P LA R ERA B RERSART 1,304,187.95 it; & FH AL
(i 28 ART 50000000 T; BN&@mEABARTAEL2EART
11,129,541.00 70,

0. HAth 5 ALt
(T B L, ATEHAITH (201245 A 25 H) # % 2011
0 H 18 H By &46-5% F 7T 18 M8 AT
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v. Notes to the Financial Statements

Notes to the Financial Statements

1. Introduction of the project

The Global Environment Facility Grant Agreement of Dioxins Reduction from
the Pulp and Paper Industry in China (therefore abbr. GA) was signed by the
International Bank for Reconstruction and Development ( therefore abbr. WB )
with the Ministry of Finance, People’s Republic of China (therefore abbr. MOF)
on May 25, 2012. An implementation agreement was signed between MOF and
the Ministry of Environmental Protection (therefore abbr. MEP) to cause
Foreign Economic Cooperation Office (therefore abbr. FECO) of MEP to be
responsible for the use, management and supervision of the grant.
Performance-based Financing Agreements were signed between FECO and four
non-wood pulp and paper mills on June 25, 2012. The total cost of the project is
USD 81,000,000.00 (amounted to RMB 511,110,000.00 yuan) , with USD
15,000,000.00 grant from GEF and USD 66,000,000.00 of co-financing. The
objectives of the project are to (a) demonstrate the result of BAT/BEP adoption
in four selected non-wood pulp mills; and (b) to support China to develop its
long-term action plan to guide the promotion of a sector-wide BAT/BEP
adoption. The project has four components: (1) BAT/BEP investment in
participation mills: this component will support adoption of BAT/BEP in the
four selected non-wood pulp mills by replacing the current elemental
chlorine-based bleaching process by the elemental chlorine-free (ECF) process
in order to minimize releases of dioxins and furans; (2) National action plan for
sector-wide replication; (3) monitoring and evaluation: this component will
carry out independent verification of baseline and sample results at the four
mills to quantify reduction of dioxin releases as well as water quality parameters
and water savings achieved. And project monitoring and evaluation activities
will be carried out during the course of project implementation; (4) project
management: this component will support provision of technical assistance to
improve capacity of FECO to manage the implementation of the project.

2, Accounting principle
2.1 The financial statements was prepared in accordance with the Accounting

Principle of the World Bank Loan Project (Caijizi [2000]13) from the Ministry
of Finance.

2.2 Accounting transaction adopt the debit/credit double entry bookkeeping
system on accrual basis. Currency unit for accounting 1s RMB.

2.3 Accounting period is the Gregorian calendar, which is from January | to
December 31. Financial Statement for the current accounting period is from
beginning of the BAT/BEP investment activities of the four demonstration
enterprises to the date of December 31, 2012. Among all the four project
enterprises, accounting period of Nanning Sugar Industry Co., Ltd is from 2007

16



lo December 31, 2012; accounting period of the other three project enterprises,
naniely, Jinfu Paper Industry Co., Ltd. of Leshan City, Yueyang Woods Paper
lomt Stock Company, MCC Meili Paper Industry Co., Ltd. are from 2011 to
December 31, 2012; accounting period for FECO and MOF are the Gregorian
calendar year 2012,

"4 The exchange rate selected by the Project Appraisal Document (PAD)

(LSO 1=-RMB 6.31) was regarded as the available exchange rate in the
Summary of Sources and Uses of Funds when calculating the total project cost
and the exchange rate on December 31, 2012 (USD 1=RMB 6.2855) was
selected in other project financial statements 1f mentioned.

1. Scope of the consolidated statements

L1 The Statement of the Special Account was prepared by the International
Department of MOF.

1.2 The Financial Statements include project financial statements of FECO
and the other four project implementation enterprises of Nanning Sugar Industry
(‘0. Lid., MCC Meili Paper Industry Co., Ltd., Jinfu Paper Industry Co., Ltd. of
[ eshan Cityand Yueyang Woods Paper Joint Stock Company, and the Statement
ol the Special Account prepared by the International Department of MOF.
I'ECO 15 responsible for the accuracy of the summarized figures rather than
cnterprises’ individual financial statement, however, each entity has the
responsibility for the authenticity and integrity of financial reports.

4. Notes to the application of Special Account

I'he special account of the project which managed by the International
Department of MOF was set up in the CITIC Bank of China. The account
number 1s 7111011482600007959 and currency unit is USD. The first
withdrawal (namely turn-over fund) was USD 2,000,000.00. The World Bank
deposited USD  2,000,000.00 as turn-over fund in November, 2012. The
expenditure of project was USD 0.00 and the ending balance of 2012 was USD
2.000,000.00.

S. Notes to the Financial Statement Accounts

5 1 Project Expenditure

S 1.1 As of December 31, 2012, the accumulated project expenditure is RMB
147,905.955.69 yuan accounting for 29.84% of the total project cost, among -
which the payouts for BAT/BEP investment in participating mills 1s RMB
1 47.456,008.69 yuan, national action plan for sector-wide replication is RMB
200.906.00 yuan, monitoring and evaluation is RMB 166,054.00 yuan and
project management is RMB 73,927.00 yuan.

5.1.2 The amount of the transferred fixed assets is RMB 134,426,339.74 yuan,
which 15 the Chlorine dioxide equipment and Bleaching system etc. of the
Nanning Sugar Industry Co., Ltd.

5.2 C'ash and Bank

As ol December 31, 2012, Cash and Bank accounts RMB 12,758,052.00 yuan,
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including the tum-over fund USD 2,000,000.00, approximately RMB

12,571,000.00 yuan.

5.3 Grant

As of December 31, 2012, the accumulated grant received is USD 2,000,000.00,
approximately RMB 12,571,000.00 yuan.

5.4 Co-financing fund

As of December 31, 2012, the accumulated co-financing fund received is RMB
139,934,231.10 yuan accounting for 33.60% of the total co-financing. Including:
Co-financing fund received by FECO is RMB 550,000.00 yuan; co-financing
fund received by Nanning Sugar Industry Co., Ltd. is RMB 126,450,502.15
yuan; co-financing fund received by MCC Meili Paper Industry Co., Ltd. is
RMB 1,304,187.95 yuan; co-financing fund received by Yueyang Woods Paper
Joint Stock Company is RMB 500,000.00 yuan; And co-financing fund received
by Jinfu Paper Industry Co., Ltd. of Leshan City is RMB 11,129,541.00 yuan.

6. Others _ .
Eligible Expenditures on or after June 18, 2011 and prior to the date of the GA

(May 25, 2012) can be retrospectively recorded as grant expenditure according
to the GA.
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