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'I. O Introduction 

This document is the report for Contract No. 03/219 between the United Nations 

Industrial Development Organization (UNIDO) and Hongyuan Energy and 

Environmental Protection Co. Ltd. (hereafter Hongyuan) for the provision of services 

relating to the Transfer and Management of the Entrustment Loan Facility in the 

People's Republic of China, prepared by Hongyuan Company. 

According to the requirements of the contract, this final report upon the approval of the 

last Entrustment Loan to be granted under the Contract, 

Entrustment Loan Facility (ELF) is one of the three integral components of the RCF 

financing mechanism under the project. At the beginning of ELF operation, due to the 

limited seed money, it is necessary to give priority to project pilot and replication TVEs 

to maximize the achievement of the whole project. On the other hand, pilot and 

replication TVEs are the best choices for activating RCF mechanism, because that is 

an effective way to evade risk. Accordingly, progress of ELF is closely linked with 

project implementation progress. 

2. 0 Objective of the Contract 

The objective of Contract No. 03/219 is seed money transferring and management of 

the Entrustment loan facility (ELF), within the Revolving Capital Fund (RCF), by the 

Contractor — Hongyuan Energy and Environmental Protection Co. Ltd. , in accordance 

with the signed Memorandum of Understanding. The RCF is set up to assist 

TOWNSHIP AND VILLAGF ENTERPRISES (hereinafter referred to as "TVEs") in their 

technical upgrading activities in line with the goals of the project. 



3. 0 Summary of the Progress 

3. 1 Contract Commencement 

By the end of Dec. 2003, contract No. 03/219 was duly signed between the UNITED 

NATIONS INDUSTRIAL DEVELOPMENT ORGANIZATION (UNIDQ) and HONGYUAN 

ENERGY AND ENVIRONMENTAL PROTECTION CO. LTD. 

3. 2 MOU on the Operation of the TVE Entrutment Loan Facility 

The Agriculture Sank of China (ABC), Ministry, of Agriculture (MOA), and Hongyuan 

signed the Memorandum of Understanding on the Operation of the TVE Entrustment 

Loan Facility of the RCF at in April 26'" 2004, thanks to the PMO's coordination and 

guidance. 

Some modifications were made in line with UNIDO's contract and RCF subcontractor's 

design principles. The final version in English and a photocopy of the signed MOU in 

Chinese are attached as Annex 1 Memorandum of Understanding on the Operation of 

the Entrustment Loan Facility. 

3. 3 ELF Management Committee 

The Entrustment Loan Management Committee was set up in May 2004, which 

consisted of the 

President, Ms. Yao Xiangjun 

Vice President, Ms. Wang Xinghua 

General Manager, Mr. Wang Hai 

Vice General Manager, Mr. Xiong Wei 

Manager of Entrustment Loan Facility, Dr. Hu Bo 

And external consulting specialists in the fields of finance, law, and the four 

sub-sectors, to involve in Committee deliberations without voting rights. 

In April 2005, due to the personnel changes of the Board, new president replace the 

position of Ms. Yao Xiangjun as the leader of the Committee. 

3. 4 Preparation for ELF Operations 

After drafting, reviewing, and finalizing in a series of workshops by the committee in 

June and July, relative documents are completed, they are: 

Code of Practice in Operation of the Entrustment Loan Business (Annex 2) 

The Entrustment Loan Assessment and Management Criteria and Progress (Annex 



3) 

Hongyuan has visited a number of various financial institutes and professionals 

concerned, and compiled a series of forms and templates related to the Entrustment 

Loan Business are generated, and they are: 

Template Evaluation Report of ELF Application (Annex 9) 

Template Evaluation Report of ELF Mortgage (Annex 10) 

Material Check List for ELF Application (Annex 11) 

Application Approval Template (Annex 12) 

Mortgage Template (Annex 13) 
Material Check List for Application Evaluation (Annex 14) 

Hongyuan created a series of leaflet to advertise its service and the project replication, 

Among them, there are two for RCF and ELF respectively. (Annex 6) 

With PMO's guidance and support, Hongyuan has discussed with ABC on transfer of 

capital, and reiease, retreat, and interest of loan, management fee, and etc. Besides, 

committee and parties concerned put more time than expected into coordination to 

establish a feasible operation system. Key issues include: to bind the commercial loan 

or not? And how? Mow to decrease ABC's handling cost to meet the interest rate 

designed in MOU? Is it necessary to put on record at local agency of central bank 

(People's Bank of China)? ABC and Hongyuan have reached the final agreements on 

all these questions. 

On Nov. 15 2004, ABC HQs issued an official Note to its branches in Hubei, Jiangsu, 

Zhejiang, Shanxi, Shaanxi, Guangdong, and Dalian, to implement the ELF in 

accordance with the rules and regulations. (Annex 4) 

On Nov. 22, a workshop was held between PMO, Hongyuan Co, , ABC headquarters, 

ABC branches, and the pilot TVEs to talk about details of the loans business. It is a 

milestone that ABC and Mongyuan incept the loan business. 

3. 5 Approvai ELF Cases 

Till the report data, 2 Entrustment Loans of RCF have been issued to Dalian Jinmei 

Cast Pipe Co. Ltd. and Zhejiang Shenhe Cement Co. Ltd. respectively. 

A. Waste Heat Power Generation Project of Zhejiang Shenhe Cement Co. Ltd. 

Zhejiang Shenhe Cement Co. Ltd. is one of the pilots of TVE project in cement sector, 

its waste heat power recovery project is the first try of waste heat power generation for 

clinker production line with five-stage cyclone preheating system. Its entrustment loan 

application was proved in Dec 2004 by Entrustment Loan Facility Management 



Committee of Hongyuan Company, PIC and PMO. The 200, 000 US$ equivalent RMB 

entrustment loan was released to Shenhe Company through ABC Tongxiang Branch 

entrusted by Hongyuan Company in Dec of 2004. 

In April of 2005, Shenhe Company succeeded in its waste heat power generation 

project. Till the report date, Shenhe's entrustment loan activity is on the right way, 

The main figures of Shenhe's renovation project show as follow: 

Beneficiary: Zhejiang Shenhe Cement Co. Ltd. 

Beneficiary's Total Assets: 316 million RMB 

Property Debt Rate: 60'/o 

Renovation Project: Waste Heat Power Generation 

Total Investment: 20 million RMB 

MOA Support: 800, 000 RMB 

Commercial Loan: 39 million (together with its clinker production line) 

FIRR: 24. 75'lo 

Investment Recovery Period: 3. 92 years (after tax) 

Cost of Power Generation: 0. 133 RMB/kWh 

(heat recourse in not included as cost) 

Entrustment Loan Size: 200, 000 US$ equivalent RMB 

Loan Duration: 2 years 

The detailed application evaluation, approval and release document was detailed in 

Annex 7 of the 7th Progress Report, 

B. Energy Conservation Renovation Project of Dalian Jinmei Case Pipe Co. Ltd. 

Dalian Jinmei Foundry is one of the foundry pilots of TVE project. Jinmei invested 5. 3 

million RMB in its renovation project which covered; 

Renovate the patterning process to reduce the (over)weight of ductile iron pipe 

fittings 

Renovate the melting process by replacing the sole cupolas with a duplex melting 

system consisting of a cupola and a medium-frequency induction furnace. 

Recover used foundry sand, 

Construct a coke storage room. 

Its entrustment loan application was proved in Apr 2005 by Entrustment Loan Facility 

Management Committee of Hongyuan Company, PIC and PMO. 200, 000 US$ 

equivalent RMB entrustment loan was released to Jinmei Company through ABC 

Jinzhou Branch entrusted by Hongyuan Company in Apr of 2005. 

Till the report date, renovation of Jinmei Company is not finished yet. Its entrustment 



loan is on the right way. 

The main figures of Shenhe's renovation project show as follow; 

Beneficiary: Dalian Jinmei Cast Pipe Co. Ltd. 

Beneficiary's Total Assets: 32 million RMB 

Property Debt Rate; 44/o 

Renovation Project: Energy Conservation Renovation 

Total investment'. 5. 3 million RMB 

MOA Support: 800, 000 RMB 

Commercial Loan: 10 million (together with its new process line) 

F IRR: 19. 2'/o 

investment Recovery Period: 5, 3 years (after tax) 

Entrustment Loan Size: 200, 000 US$ equivalent RMB 

Loan Duration: 2 years 

The detailed application evaluation, approval and release document was detailed in 

Annex 8 of the 7th Progress Report. 

3. 6 Monitoring on the approved entrustment loan 

After the disbursement of the entrustment loan to Shenhe Cement and Jinmei Foundry, 

Hongyuan will conduct its duties of management and monitoring on it according to the 

contract. Till the report date, the 2 approved cases are running on the right way. 

3. 7 Pipeline Projects 

One project passed the evaluation process which is the 2nd Waste Heat Power 

Generaion Project of Shenhe Cement, 

Two Project is in evaluation process both are foundries. 

Five brick making TVEs are application process from Xianyang of Shanxi province. 



Annex 1 

MEMORANDUM OF UNDERSTANDING ON 

THE OPERATION OF THE ENTRUSTMENT LOAN FACILITY 

The TVE entrustment loan is an important part of the project entitled "Energy 

Conservation and GHG Emissions Reduction in Chinese TVEs" sponsored by 

UNDP/GEF. It aims to help to eliminate financial barriers for Chinese TVEs in their 

efforts to improve their technology and thus iinprove their energy efficiencies. 

According to the project documents and related Chinese law and regulations, the 

Chinese government has agreed that Beijing Hongyuan Energy and Environmental 

Protection Co. , Ltd (the former PTPMC, and hereafter Hongyuan) is designated as the 

managing body and principal of the TVE entrustment loan and the Agricultural Bank 

of China (ABC) provides the banking services. %hen project finishes, this amount of 
money belongs to Chinese government under the management of MOA. In order to 

better implement the business, all the related parties have reached the following 

common understanding. 

1. Fund Sources of the TVK Entrustment Loan 

The TVE entrustment loan program has a fund of equivalent with one million US 

dollars. Hongyuan is responsible for supplying the fund. 

2. Several Basic Principles in the TVE Entrustment Loan Business 

Hongyuan and the ABC agree that both parties will comply with the following 

principles in the TVE entrustinent loan business, 

(1) The Ministry of Agriculture will act as the supervisory body of the operation of 
the TVE entrustment loan business. 

(2) Hongyuan as the consigner is responsible for checkup, approval and draw-back of 
the entrustment loans. According to relevant agreeinents, contracts and regulations, 

Hongyuan will take positive measures to manage the risks in the entrustment loans. 

(3) Hongyuan agrees that it will not charge any interests for the TVE entrustment loan, 

but only charge some management fees, and the fee rate will not exceed 50 percent of 



the TVE entrustment loan program might need to change as well, However, any such 

change must be approved by the MOA, Hongyuan and the ABC. 

Other issues concerning the TVE entrustment loan program will be resolved by all 

three parties through mutual consultation. 

MOA Hongyuan ABC 

Name: Bai Jinming Name: Yao Xiangjun Name: Cui Zonghe 

Signature Signature Signature 

Date Date Date 





Annex 2 

CODE OF PRACTICE IN OPERATION OF THE ENTRUSTMENT 

LOAN BUSINESS 

Chapter One General Rules 

1, 1 This code of practice has been formulated, in accordance with existing Chinese 

laws, the agreement and memorandum made and entered into by and between the 

concerned parties, to govern the extension and management of the TVE entrustment 

loan to finance Chinese township and village enterprises (the "TVEs") in energy 

conservation and GHG emissions reduction which shall consequently facilitate the 

operation of the Project entitled "GEF/UNDP Energy Conservation and Reduction in 

GHG Emission" ("the Project" ). 

1. 2 The TVE entrustment loan is funded by the GEF and managed by Beijing 

Hongyuan Energy and Environmental Protection Co. , Ltd (the former PTPMC). It 

aims to help Chinese TVEs to improve their energy efficiency and reduce their green 

house gas ernissions through its use as loans. 

1. 3 The ABC as an agency and services provider can only deliver services of 

making, supervising and assisting drawing back the entrustment loan. The ABC will 

not assume any kind of loan risks. The qualification of the borrowers, the loan size, 

the loan usage, the duration, and the rate of the management fee will all be determined 

solely by Hongyuan Company. 

1. 4 The local branches of the ABC need to first be approved by the ABC 

headquarter and sign an entrustment agreement with Hongyuan Company according 

to this code of practice. 

1. 5 The local branches of the ABC needs to file this business with local branches of 
the People's Bank of China of the saine region. 

1. 6 Any TVE who wants to apply for the TVE entrustment loan must supply valid 

security interest for the loan. The ABC can reject the applications without valid 

security interest. 

1. 7 The applicant of the TVE entrustment loan can also apply for a coinmercial loan 

to the ABC local branches, 



Chapter Two Eligible Applicants and Loan Requirements 

2. 1 Eligible applicants are the TVEs which are registered in the People's Republic 
of China. 

2. 2 The TVEs that intend to borrow the TVE entrustment loan shall meet the 

requirements of the ABC and the PTPMC. 

2. 3 A TVE that files an application for the TVE entrustment loan shall submit the 

documents and materials to the ABC according to the requirements of the ABC and 

Hongyuan Company. 

Chapter Three Loan Procedure 

3. 1 The applicant TVEs need to first apply for the TVE entrustment loan to the local 
branches of the ABC and supply with the documents and materials designated in 

Article 2. 3 in this code of practice, The local branches of the ABC shall deliver the 

application to Hongyuan Company in a timely manner. Hongyuan Company needs to 
finish its assessment within 25 working days and inform the ABC of its final decision. 

3. 2 Any single TVE entrustment loan shall not exceed 200, 000 US dollars. 

3. 3 For those applications approved by Hongyuan Company, the local branches of 
the ABC is responsible for loan disbursement, 

Chapter Four Terms and Conditions and the collection of the TVK 
Entrustment Loan 

4, 1 Hongyuan Coinpany does not charge an interest on the TVE entrustment loan, 

However, Hongyuan Company could charge a management fee. Tke fee rate shall not 

exceed 50 percent of the interest charged by commercial banks during the same 

period. 

4. 2 The ABC should assist Hongyuan Company to collect the TVE entrustment 

loan. 

Chapter Five Management of the TVE Entrustment Loan 

5. 1 The local branches of the ABC shall supervise the borrower on whether or not 

the borrower has any violation from the loan usage. 

5. 2 The borrower may submit financial statements and other documents according 

to the loan contract from time to tiine to the ABC. The ABC shall deliver the 



statements and documents to Hongyuan Company in a timely manner. 

5. 3 The risk management of the TVE entrustment loan is the sole responsibility of 
Hongyuan Company. However, the ABC may offer possible helps and facilities. 

5. 4 The ABC shall collect the principal of the TVE entrusttnent loan according to 

the schedule designated in the loan contract, and transfer the fund back to the special 

account with its headquarter. 

5, 5 In any event of the default by the borrower, the ABC shall inform Hongyuan 

Company in a timely manner. 

Chapter Six Miscellaneous 

6. 1 This code of practice should be interpreted by the head office of the Agricultural 

Bank of China. 

6. 2 This code of practice should come into effect upon its promulgation, 



Annex 3 

THE ENTRUSTMENT LOAN ASSESSMENT AND 

MANAGEMENT CRITERIA AND PROCEDURES 

The loan assessment procedures should be followed by the Hongyuan Energy and 

Environmental Protection Co. , Ltd (formerly PTPMC). In conducting the assessment, 

Hongyuan needs to first clarify whether or not the applicant TVE meets the basic 

requirements for the TVE entrustment loan. And then, Hongyuan needs to complete 

the preliminary test. There are several removal standards, and if the applicant TVE 

meets any one of the standards, Hongyuan can just reject its application, For those 

who passes the preliminary test, Hongyuan needs to conduct detailed due diligence, to 

evaluate the applicant TVE from its industrial, market, technological, managerial, 

financial and legal aspects. The conclusion from the due diligence is of great 

importance for Hongyuan to make its final decision, However, Hongyuan still needs 

to consider the opinions of PIC and ABC to finally decide whether or not to make the 

loan and terms and conditions of the loan. 

I. Basic Requirements to Qualify the Application of the TVE Entrustment Loan 

Any Chinese TVE who wants to apply for the TVE entrustment loan must ineet ALL 

the following basic requirements: 

(1) The applicant's businesses must comply with Chinese law and regulation, and are 

in accordance with the national industrial development plan. 

(2) The applicant has steady revenue and good credit record, and have the capability 

to repay the loan in time. 

{3) The applicant should have opened an account with the Agricultural Bank of China, 

and is willing to accept ABC's monitoring. 

(4) The applicant has the Loan Card issued by People's Bank of China and an 



not to approve the application according to the following due diligence criteria. 

III. Dne Diligence Criteria 

For those applicant TVEs who meet the basic requirements and have passed the 

preliininary test, Hongyuan can go to the next step and perform due diligence. The 

due diligence should be performed from the following five aspects: 

A. Industrial and Market Due Diligence 

B, Technical Due Diligence 

C. Managerial Due Diligence 

D, Financial Due Diligence 

E. Legal Due Diligence 

Of the five aspects of due diligence, the first four could be performed by a scoring 

method, that is, to give a score for each applicant TVE on its performances of various 

items, The final score could be calculated by the weighted average inethod. However, 

the legal due diligence can only give supportive opinion in making the final decision 

and is not appropriate for scoring. 

All the five aspects of due diligence can be extended to details. The following gives 

one possible detailed due diligence criteria. 

A. Industrial and Market Due Diligence 

(I) The extent of the consistence of the applicant TVE's industrial sector with the 

national industrial development plan 

(2) Growth rate of the target market 

(3) The applicant TVE's competitive advantages in its sector 

(4) The applicant TVE's bargaining power in its raw material purchasing 

(5) The applicant TVE's control of price in its sales 



certificates 

(11) Whether or not the applicant has gotten any rewards or punishments from 

government authorities 

D. Financial Due Diligence 

(1) The soundness of the applicant's financial and accounting system 

(2) The applicant's credit rating 

(3) The average profit-total assets ratio in the past three years 

(4) The average profit-sales ratio in the past three years 

(5) The average liquid ratio in the past three years 

(6) The average quick ratio in the past three years 

(7) The average asset-liability ratio in the past three years 

(8) The average accounts receivable turnover in the past three years 

(9) The average sales-production ratio in the past three years 

(10) The average sales growth rate in the past three years 

(11) The average owner's equity growth rate in the past three years 

(12) The cost saving potential or revenue addition potential after completion of 

technical iinprovement 

(13) The percentage of self-funded capital in total capital budget for the technical 

iinprovement 

(14) Whether or not the financial inforination from financial statements is in 

accordance with the applicant's taxation record 

E. Legal Due Diligence 

(1) Whether or not the applicant is an independent legal entity 

(2) Whether or not the applicant has the necessary legal proofs for those tangible and 

intangible assets it declared 

(3) Whether or not the applicant has any unfinished law suits which inight affect its 

loan repayment ability 

(4) Whether or not the applicant has any significant contracts with any third parties 



(4) Generally the loan size can not exceed 70 percent of the valuation of the mortgage, 

{5) Usually the borrower should repay the loan after it takes all the loan. However, 

Hongyuan could consider to give the borrower some grace period with no longer than 

one and half years. 

(6) The management fee rate should be determined by the loan size, the service fee 

rate charged by ABC local branch and Hongyuan's management cost, However, the 

rate should not exceed 50 percent of the compound interest rate charged by 

commercial banks over the same period. 

V. Management of the TVK Entrustment Loan 

Hongyuan should enhance the management of the TVE Entrustment Loan after 

making them and effectively control the risks, 

Dming the construction period of the loan project, the management should focus on: 

(1) Check whether the project has been approved by concerned government agencies 

according to the laws and regulations; 

(2) Check whether the borrower has signed a construction contract with the 

construction company and a purchasing contract with the equipment supplier; 

(3) Check whether the progress of the construction is in compliance with the 

feasibility study and whether the construction quality can pass related standards; 

(4) Check whether the self-funded capital for the project has been ready; 

(5) Check whether the construction cost exceeds the capital budget in the feasibility 

study; 



Loan, collecting the loan in advance, selling of collaterals, asking the guarantor to 

repay the loan, or lawsuits. 

VI. Supervision and Reports 

Hongyuan should accept the supervision of the UNDP, the UNIDO and the MOA in 

doing the TVE Entrustment Loan business. The supervisory bodies can read the 

business documents and archives of Hongyuan and may make inquiries for 

Hongyuan. 

Hongyuan should provide quarterly reports to the UNIDO and the MOA and report its 

TVE Entrustment Loan business, possible problems and proposed solutions in a 

timely and precise manner. 
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Lntrustrnent Loan Oocuments (Shenhe Cement Co. Ltd, ) 

I. Documents trom Hongyuan Co. Ltd. 

I. I Investigation and Approval of entrustment loan application 

I. 2 Assessn&ent report of the applicant (Shenhe Cement Co. l. td. ) 

2. Documents issued by Tongxiang Branch of the Agricultural Bank of China (ABC) 

2. I Entrustment Contract between Hongyuan Co. Ltd. and Tangxiang Branch of the 

Agricultural Bank of China (ABC) 
2. 2 Loan Agreement between Tongxiang Branch of the Agricultural Bank of China (ABC) 

and Shenhe Cement Co. Ltd. 

2. 3 Mortgage Contract between Tongxiang Brarrch of the Agricultural Bank of China (ABC) 
and Shenhe Cement Co. Ltd. 

2. 4 Notarial Deed 
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Entrustment Loan Documents (DaIian Jinmei Cast Pipe Co, Ltd, ) 

1. Documents from Hongyuan Co. Ltd. 
1, 1 Investigation and Approval of the Entrustment Loan Application 
1, 2 Assessment Report of the Applicant (Dalian Jinmei Cast Pipe Co. Ltd) 

2. Documents issued by Dalian Jinmei Branch of the Agricultural Bank of China (ABC) 
2, 1 Entrustment Contract between Hongyuan Co. Ltd. and Dalian Jinmei Branch of the Agricultural 

Bank of China (ABC) 
2. 2 Loan Agreement between Dalian Jinmei Branch of the Agricultural Bank of China (ABC) 
2. 3 Mortgage Contract between Dalian Jr'nmei Branch of the Agricultural Bank of China (ABC) and 

Dalian Jinmei Cast Pipe Co. Ltd, 
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