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1. Executive Summary

This Annual Project Progress Report (APR) summarized the main project activities and outputs in 2016, evaluated the sufficiency of project management and oversight efforts, assessed project progress against 2016-2017TYWPs.

During this reporting period, most of the designed project activities under the outcome 1 have been successfully finished according to the TYWPs. However, the activities under the outcome 2 were much slower comparing to the original plan.
Through open tendering process, the Guizhou Academy of Social Sciences was selected to carry out Activity 1.4.1 Ecolabelling scheme design and establishment. As core activity of PWS project, Activity 1.3.2 the research on PWS scheme and transparent payment mechanisms establishment has been initiated during the first quarter. The final Chishui PWS scheme has been designed and submitted to PMO before the end of November. 
The 2nd PSC and PPCC was held in Beijing and Guiyang respectively on 22nd and 23rd, March. The representatives of MOF, MEP, UNDP, FECO and Guizhou Provincial EPD participated. The new PPCC director Mr. Miao Zhihui, the deputy director-general of Guizhou EPD, held the meeting in Guiyang. The representatives from PPCC members participated. A project website is being designed and established during the third quarter. The project supported the Eco Forum Global Annual Conference 2016: Biodiversity and Green Development Event which was held on 9th, July, 2016, more than 100 persons participated. The project international consultant Dr. Julio gave a presentation about PWS on the events. The representatives from WWF, TNC, Wanxiang Trust Fund and Maotai Company were invited to participate the communication sector of the event to discuss the water fund establishment for Chishui watershed. The deputy minister of MEP, Mr. Huang Runqiu introduced Chishui PWS project in his remarks on the opening ceremony of the event. Naoko Ishii, GEF CEO and Chairperson, toured the Cishui river project and visit the pilot area of Renhuaion 9th, July, 2016. She communicated with the deputy mayor of Renhuai Government, representatives from Maotai and local community. PMO and CTA introduced current progress of Chishui Project. Guizhou Business Forum Meeting on the theme of PWS has been organized in Renhuai on 11th July, 2016. The representatives from Renhuai EPB, NGO, local enterprises and local community around 40 persons in total participated this meeting.
During the end of last September, the project received the mid-term review organized by UNDP. The MTR identified potential project design problems, assessed progress towards the achievement of the project objective, identified and documented lessons learned about project design, implementation and management.
Generally speaking, PMO kept close coordination and communication with SPMO on TYWP development and project implementation during 2016. The draft PWS mechanism has been discussed with provincial and municipal level EPB, local government in Renhuai and Wuma, local enterprises and community and other related stakeholders. The MTR has been finished at the end of September. Most of the final outputs under the outcome 1 have been submitted and reviewed before the end of Nov, 2016. However, most of the designed activities under the outcome 2 still not be initiated for the relative weak implementation capacity of SPMO. Negotiations with watershed service buyers, notably the Maotai company, have not yet started. The limited discussions that have been held with potential buyers seem to have focused on donation type arrangements.  
2. Background

· Development Context

As outlined in the project document, the Chishui River is one of the most important tributaries of the upper Yangtze River, because of its diverse landscapes, richness in biodiversity and abundance in water resources. It is also the only major free-flowing tributary of the Upper Yangtze, without a mainstream dam. Significant environmental degradation has taken place in the Chishui River basin, in common with many other parts of the Yangtze River Basin and other river basins in China. This has been due in large part to unsustainable land use practices which have seen marginalized poor farming communities increasingly cultivating steep slopes with annual crops, resulting in deforestation, soil erosion, sediment and nutrient loading of the river, and hydrological impacts.
The Chishui River Basin is an important storehouse of biodiversity, lying within the Upper Yangtze Freshwater Ecoregion, and the Guizhou Plateau Broadleaf and Mixed Forests Ecoregion1. The Guizhou Plateau is a cool, cloudy realm of jumbled limestone pinnacles and rivers. Karst limestone, derived from the calcareous shells of Paleozoic marine organisms, was deposited in deep sedimentary layers, and then forced to the surface as a result of the same tectonic activity that built the Himalaya. Subtropical vegetation clings to the steep slopes, and some rare animal species still find refuge here. Original forests have been almost completely destroyed, except for those within protected areas, and deforestation and poaching are ongoing threats to this ecoregion. The river basin also lies on the eastern margin of Conservation International’s Mountains of Southwest China biodiversity hotspot2, and contains the  Chishui Danxia block (27,364 ha plus a buffer zone of 44,814 ha) of the China Danxia World Heritage Site (82,151 ha plus buffer zone of 218,357 ha) lies in the lower reaches of the Chishui. These rugged landscapes have helped to conserve sub-tropical broad-leaved evergreen forests, and host many species of flora and fauna, about 400 of which are considered rare or threatened. 
The conservation significance of the area is amplified by the fact that the Chishui River is the only tributary in the upper reaches of the Yangtze that has not been dammed—meaning that key ecological processes have largely been maintained, although the river system faces significant stresses from land degradation and hydrological engineering development. The Chishui River Basin is a vital habitat and spawning place for precious and characteristic fish in the Upper Yangtze River Basin, as it was selected as the location of a National Nature Reserve for the Conservation of Rare and Endemic Fish in the Upper reaches of the Yangtze River. There are 17 families, 72 genera and 112 species of fish alone, of which 28 species are endemic to the Upper Yangtze River Basin, representing some 27.2% of the total endemic fish diversity of the Upper Yangtze River Basin. In addition, most of the cave fish and aquatic organisms in the upper watershed are Chinese endemic species. Some of these species have been extirpated elsewhere in the upper Yangtze as a result of the changes in hydrological and ecological conditions that have occurred following construction of the Three Gorges Reservoir.
· Project Objectives and Strategy

The project aims to establish a PWS mechanism in the Chishui River Basin to catalyze land use systems that will conserve biodiversity and ecosystem processes. This is envisaged to be accomplished through building capacity for a systemic and institutional framework for PWS development and management at municipal and provincial levels, including the mainstreaming of PWS and biodiversity conservation into relevant policies, plans and regulations. Secondly, the project provides practical demonstration of an operational PWS scheme at a pilot scale in a sub-watershed of the Chishui River in Guizhou, specifically the Wuma River sub-watershed between upstream farming communities as ecosystem service providers and the Guizhou EPD as initial buyer and intermediary, engaging downstream industries as end users to pay for the ecosystem services provided. The mechanism will then be scaled up to the whole demonstration watershed through the development and initial implementation of a catchment management plan. PWS implementation will be mainstreamed into existing national eco-compensation policy and provincial practices in Guizhou, facilitating a streamlined programmatic approach whereby PWS together with a suite of eco-compensation instruments contribute towards shared objectives that include hydrological and water quality objectives, sustaining aquatic biodiversity (especially the globally significant fish populations), supporting landscape conservation approaches that link and strengthen protected area buffer zones, and provide sustainable benefits to local communities. 
The project goal is to contribute to the conservation and sustainable use of globally significant biodiversity in China. And, the project objective is to operationalize a replicable PWS scheme in the Chishui River Basin to stimulate land and natural resource use systems that conserve biodiversity and sustain ecosystem processes. This is envisaged to be accomplished through two outcomes: 
Outcome 1:  Systemic and institutional framework for PWS development and management established at municipal and provincial levels for the Chishui River Basin within Guizhou Province. 
Outcome 2: Management guidelines and methodological protocols for scaling-up and replicating PWS in additional watersheds along the Chishui River Basin are produced by Guizhou EPD, training in their application is provided to all provincial and municipal EPB offices in the river basin.

3. Project Implementation Status and Progress Report
· Outcome & Output Progress Report 
· UNDP China CPD Indicator(s)

	Indicator Description
	Progress Report

	Indicator 2.1 (1): Number of climate change policies (regulations, ordinances, guidelines, etc.) identified and up taken up/committed to revise by the government
	N/A


· UNDP SP Indicator(s)

	Indicator Description
	Progress Report

	Indicator 2.5.2: Extent to which capacities to implement national and local plans for integrated water resources management, or to protect and conserve the health, productivity and resilience of water ecosystems have improved
	N/A


· Project Outcome/Output Indicator(s)

	Indicator Description
	Progress Report

	Output 1 Indicators: 
1. An office in charge of planning and managing PWS mechanisms along the Chishui River within Guizhou province is established within Guizhou provincial EPD;

	For establishing and implementing PWS mechanism along Chishui river within Guizhou, the Guizhou Sub-Project Management Office (SPMO) was established in Guizhou Academy of Environmental Science and Designing (GAESD) which is under the management of Guizhou EPD during the first quarter of 2015. The director of Ecology Conservation Division is in charge of daily operation of the SPMO. There are six staffs involved in SPMO part or full time. The SPMO was directed and hosted by Guizhou EPD which is also responsible for the watershed eco-compensation management in Guizhou at present. At the end of this project, a part of the SPMO will be transferred to Chishui River PWS Management Office which will be hosted by Guizhou EPD.  (Because most of the SPMO members are staff of Guizhou EPD already, which just need mainstreaming efforts, unnecessary to sign an agreement).

	2. Improved capacities of  provincial and municipal environmental protection offices for implementing PES/PWS  as shown by increased scores in the Capacity Development Scorecard; 

	The CTA ,international consultant Dr. Julio and experts from WWF, TNC, Wanxiang Trust Fund and Chinese Academy of Environmental Planning provide a training on PWS and water fund to local enterprises, EPB staffs and local community of Renhuai and Wuma on 11th July, 2016.

With the establishment of PWS mechanism, more training will be organised to improve the management and implementation capacities of local staffs on PWS. 
Capacity Development Scorecard at 30 June 2016:  Guizhou EPD:  60%  
Bijie EPB:     50%  
Chishui EPB:  50%  
Renhuai EPB: 55%  
Zunyi EPB:   50%.   
Bijie EPB:   50%  
Chishui EPB: 50%  
Renhuai EPB: 55%  
Zunyi EPB:  50%


	3. At least 12 staff from MEP-FECO, Guizhou EPD, Bijie EPB, Chishui EPB, Renhuai EPB and Zunyi EPB trained and given official mandate to monitor biodiversity and ecosystem services impacts arising through PWS schemes and harmonized eco-compensation programmes; 

	To improve capacities of provincial and municipal environmental protection offices for implementing PES/PWS, series of training workshops have been carried out during the past year. The staffs of provincial and municipal environmental protection offices understand more about the concepts of PWS. With the establishment of PWS mechanism in 2016, more training will be organised to improve the management and implementation capacities of local staffs on PWS. 

	4. An eco-labeling scheme is established for companies participating in PWS schemes and taken up by the private sector; 

	The final scheme has been submitted to PMO for review by the end of Nov, 2016.   .

	5. Institutional capacity of Guizhou EPD reaches readiness for PWS implementation and replication.
	The CAEP has already submitted draft PWS guideline and protocol with the PWS mechanism design report by the end of July 2016.  The staffs of Guizhou EPD and municipal EPB receive their first training for PWS mechanism management and implementation on 11th, July, 2016. With the establishment of Chishui PWS fund in pilot watershed, CAEP will assist PMO and SPMO to demonstrate the PWS mechanism in the whole Chishui watershed.

	Output 2 Indicators: 1. PWS agreement(s) for pilot areas within the demonstration sub watershed including a long-term financial agreement are agreed upon by buyers and sellers of specified watershed services and operationalized;  
	A Chishui PWS fund will be established in pilot area. The PWS mechanism was introduced to watershed services seller and buyers on a workshop on 11th, July, 2016. In the coming few months, the Maotai company which is the largest water consumption of pilot area will sign a agreement with Chishui PWS fund as the first buyer of the watershed services provided by the communities from upstream.

	2. Area of the selected demonstration sub-watershed under biodiversity friendly land use  by community land managers; 
	The baseline survey of land use conditions in demonstration sub-watershed has been carried out in 2015.According to the survey report submitted on July, 2016, there are 4394.48 hectares farmland and 6281.38 hectares forest which are lack of sustainable management in Wuma pilot area. A part of the farmlands under biodiversity unfriendly land use on steep slopes over 25 degree gradient. National experts were recruited to find a sustainable and biodiversity friendly land use plan which could achieve a balance between the community development and ecosystem protection. With the implementation of PWS mechanism in pilot area, the local community will be supported by the PWS fund to change their farmland use to biodiversity friendly and improve the management of the existed forest.

	3. Change in land use supporting biodiversity within demonstration sub-watershed, indicated by a 10% increase in forest cover in pilot demonstration areas from the time of PWS agreement signature;
	According to the baseline survey report, the forest cover in Wuma sub-watershed (include the Wuma Township)was 22,063 ha (43.23% of total land) in 2015. There was no new data of the forest cover in the pilot area in 2016 yet. 

	4. 10% increase in average annual per capita income of farming households participating in PWS pilot demonstration; 
	Although there is no farming household yet being involved in PWS pilot demonstration, based on the baseline survey results, the baseline average income of local communities in Wuma watershed for 2015 is RMB 6500. There were no farming households participating the PWS mechanism at present. 

	5. Improvements in ecosystem health as indicated by Ecosystem Health Index; 
	According to the baseline survey of ecosystem services, the baseline EHI score was 13 in the submitted report at the end of July, 2016.

	6. Positive trend indicating improvement in status of key ecosystem services specified in PWS agreement(s)*
	The baseline survey has been organized since 2015, with assistance of subcontractor, the parameters and detailed baseline measurements were determined and a baseline for ecosystem services has been established before Aug. 2016. The dry season run-off for the Wuma river was 150 million m3 in 2015. The water quality has achieved Class II level of Chinese water quality standard at present.


· Activity Implementation Status Report

Activity1.1.4 The 2nd meeting of PPCC meeting was held on 23-25 March 2016 in Guiyang. Participants include Guizhou Environmental Protection Department (EPD), Guizhou Provincial Financial Department (GFiD), Guizhou Water Resources Department (GERD), Guizhou Forestry Department (GFD),  Guizhou Provincial Agriculture Commission (GPAC), Guizhou Development and Reform Commission (GDRC), Bijie and Zunyi Municipal Government
Activity 1.1.5 The overseas training is being planned. The study sites will in Peru and Brazil where PWS mechanisms especially water funds have been in operation for years. However, this activity has not been approved by the Department of International Cooperation, MEP in 2016. 
Activity 1.1.6 Naoko Ishii, GEF CEO and Chairperson, toured the Cishui river project and visit the pilot area of Renhuaion 9th, July, 2016. She communicated with the deputy mayor of Renhuai Government, representatives from Maotai and local community. PMO and CTA introduced current progress of Chishui Project. 

Activity 1.1.7 the project supported the Eco Forum Global Annual Conference 2016: Biodiversity and Green Development Event which was held on 9th, July, 2016. The project international consultant Dr. Julio gave a presentation about PWS on the events. The representatives from WWF, TNC, Wanxiang Trust Fund and Maotai Company were invited to participate the communication sector of the event to discuss the water fund establishment for Chishui watershed. The deputy minister of MEP, Mr. Huang Runqiu introduced Chishui PWS project in his remarks on the opening ceremony of the event. 

Activity 1.1.8 the subcontractor submitted the midterm report at the end of July,2016. A Biodiversity and Ecosystem Services monitoring system was developed based on GIS and InVEST model. The subcontractor organized field survey in the pilot PWS area and established the biodiversity baseline of Wuma watershed. The EHI scorecard in 2016 has also been finished during the report quarter. 

Activity1.2.1 the subcontractor submitted the baseline survey report of Chishui River and pilot PWS area before the end of July, 2016.

Activity 1.2.2 With the assistance of UNDP, Dr. Xu Ming was selected as the International Consultant on Biodiversity and Ecosystem Services Monitoring. Dr. Xu Ming will cooperate with Institute of Mountain Hazards and Environment, CAS, which is responsible for the implementation of activity 1.1.8, to establish a biodiversity and ecosystem services monitoring system for the Chishui river basin.
Activity 1.3.1 the national expert on PWS/Eco-Compensation Specialist submitted the final report on August, 2016.

Activity 1.3.2 Chinese Academy for Environmental Planning (CAEP) was selected to design PWS mechanism in pilot area of Chishui River basin through open competition bidding on Dec, 2015. The CAEP has already submitted draft PWS guideline and protocol with the PWS mechanism design report by the end of July 2016
Activity 1.4.1 Guizhou Academy for Social Sciences has been recruited to design and establish an eco-labeling scheme for companies participating in PWS schemes since the first quarter of 2016. The initial scheme has been submitted to PMO for review by the end of Aug, 2016.  
Activity 1.4.2 Guizhou Business Forum Meeting on the theme of PWS has been organized in Renhuai on 11th July, 2016. The representatives from Renhuai EPB, NGO, local enterprises and local community around 40 persons in total participated this meeting. 

Activity 1.4.3 The subcontractor submitted the midterm research report on the ecosystem services value of Wuma watershed based on TEEB method at the end of July, 2016.

Activity 1.5.1 a project website has been designed and established since June, 2016. Some dissemination materials include the project logo which will be used for project advertising have been designed and procured during this quarter.

Activity 1.5.3 With the assistance of UNDP, Dr. Julio C. Tresierra was selected as the International Consultant on PES.

Activity 1.5.4 The project website has been designed and populated with its URL: www.chishuipws.cn
Activity2.1.1 SPMO assisted PMO to organize two field surveys in Chishui river basin. SPMO collected the industries development plan in Chishui river basin, the river basin comprehensive planning, the comprehensive plan of urban along Chishui river, environmental protection planning of Chishui river and etc. All these information and materials will be used for supporting the PWS design and demonstration.    

Activity2.1.2 SPMO signed cooperation MOU with Renhuai EPB which will mainly be responsible for assisting the PWS implementation in Wuma River.  Renhuai EPB will also contribute to the daily monitoring of biodiversity. SPMO worked together with Renhuai EPB and Wuma town government to provide technical and finance support to local farmers in making the transition to alternative livelihoods. To protect the downstream water quality for the liquor industries development, the people who live in upstream of Chishui River have to close their paper mill. 

Activity2.1.3 Dr. Peng Sitao has been recruited as the gender and minority empowerment consultant by SPMO. He assisted SPMO to finish the mid-term and final review report. 

Output 2.2 PWS agreements are established for the provision of watershed services.

Intensive consultation is being done with the Moutai Group, Wanxiang Trust, and China Environmental Protection Foundation, as well as with upstream community of Sanyuan Village, and the Guizhou Provincial Environmental Protection Department (GEPD) etc. Commitments have been expressed and the agreement is forthcoming.

Output 2.3 The impacts of PWS implementation on land use changes, delivery of ecosystem services, biodiversity and livelihoods are monitored, assessed and reported

The monitoring and verifying instruments (M&V tools) have been purchased, and training workshop on M&V methodology is planned in 4th Quarter of 2016.

Activity2.4.1 Guizhou Biodiversity conservation management information platform were designed and established by SPMO under the support of Guizhou EPD. The platform will be used to monitor the biodiversity in Chishui river basin. Except the budget from PWS project, Guizhou EPD also funded 300,000 RMB for carrying out this activity.  

Activity 2.4.2 Field surveys to Chishui have been carried out by recruited consultants and/or firms throughout the months from October 2015 to July 2016. Five draft reports from these surveys have been submitted to the PMO by the end of August 2016. These draft reports will be reviewed before the Midterm Review of the Project.

Activity 2.4.3 Prof. Dan Wenhong has been recruited as the watershed management and biodiversity specialist by SPMO. As a local specialist with rich experiences and deep understanding on PWS, she also provided technical support to SPMO on PWS mechanism implementation in Chishui, especially Wuma water shed.
4. Project Management and Oversight

With the leadership of the Project Steering Committee (PSC) and the joint efforts by related stakeholders from related sectors and local community, the project moved forward according to the original work plan in the reporting period. 
Under outcome1: To achieve 5 outputs under outcome 1, many activities have been designed and carried out. Capacity for planning and managing PWS mechanisms within Guizhou Provincial EPD and Municipal EPBs within Chishui River Basin have been developed through the establishment of management system and series capacity training which was organized during this report period. PMO cooperated with the Development Research Center of the Ministry of Water Resources of P.R.China to organize the baseline survey of Chishui River, a draft survey report include the water quality, quantity, land use condition and other basic information of Chishui and Wuma watershed has already been submitted to PMO. The results of baseline survey will become the baseline of pilot PWS sites before implying the PWS mechanism. With the support of Institute of Mountain Hazards and Environment, CAS, a biodiversity and Ecosystem Services monitoring system (InVEST) based on GIS has been introduced and implemented to map and monitor ecosystem services and land use changes of Wuma River and Chishui River mainstream as an indicator for PWS scheme impacts. An international consultant on biodiversity and ecosystem services monitoring has been recruited also to provide technical advices and training to improve the capacity of local EPD staffs in Chishui watershed. A standardized monitoring protocol and monitoring system is being established in Chishui watershed. In order to mainstream the PWS into policies, plans and regulations, a national consultant was recruited to identify the PWS policy gap in Guizhou and provide technical advices on what policy will be required to ensure the implementation of a PWS scheme in Chishui River watershed. Guizhou academy of social sciences has been recruited to design and establish an ecolabelling scheme for companies participating in PWS schemes and taken up by the private sectors since the first quarter of 2016. To improve institutional capacity of Guizhou EPD and local government to reaches readiness for PWS implementation and replication, a training workshop has been organized to introduce the draft PWS scheme in Renhuai on 11th July, 2016. Series training workshops have been organized to assist the staffs of local EPB, government and stakeholders to better understand the concepts of PWS and improve their capacity on biodiversity and ecosystem monitoring during the report period. As described above, the main project activities have been initiated. Under component 1, 4 of 5 outputs were partially completed towards to the objective. The project progress clearly indicated that the project is on right track against the targets. Therefore, now, satisfactory rating for component 1 is appropriate. 
Under outcome 2: Pilot PWS scheme(s) are demonstrated in selected sub-watersheds of the Chishui River Basin in Guizhou Province, with the assistance of Chinese Academy for Environmental Planning (CAEP), a PWS mechanism is being designed for pilot area of Chishui River basin. A Chishui PWS fund will be established in pilot area. The PWS mechanism has been introduced to watershed services seller and buyer on a workshop on 11th, July 2016. As the largest watershed services consumer of the PWS pilot area, the Maotai company expressed their willingness to be involved in PWS of Chishui watershed. Although for the alcohol market downturn, most of local companies are currently suffering huge economical pressure, they still would like to participate the PWS mechanism. National experts were recruited to search a sustainable and biodiversity friendly land use plan which could achieve a balance between the community development and ecosystem protection. The baseline EHI score has been finished with the baseline survey together before the end of July, 2016. The component 2 is on right track against the project plan. Under component 2, 2 of 5outputs were partially completed towards to the objective. The rest outputs are closely related to the implementation of PWS in pilot area. . However, most of the designed activities under the outcome 2 still not be initiated for the relative weak implementation capacity of SPMO. Negotiations with watershed service buyers, notably the Maotai company, have not yet started. The limited discussions that have been held with potential buyers seem to have focused on donation type arrangements. Therefore, moderately unsatisfactory rating for component 2 is appropriate. To strengthen the technical guidance and management of outcome 2 is necessary for ensuring the successfully project implementation and achieving the objective. By the time of project closure, we believe that the project is likely to achieve all the targets of the project. 
· Implementation status

With the leadership of the Project Steering Committee (PSC) and the joint efforts by related stakeholders from related sectors and local community, the project moved forward according to the original work plan in the reporting period. 
Under outcome1: To achieve 5 outputs under outcome 1, many activities have been designed and carried out. Capacity for planning and managing PWS mechanisms within Guizhou Provincial EPD and Municipal EPBs within Chishui River Basin have been developed through the establishment of management system and series capacity training which was organized during this report period. More than 60 persons in total participated these training include 25 women (42%). PMO cooperated with the Development Research Center of the Ministry of Water Resources of P.R.China to organize the baseline survey of Chishui River, a draft survey report include the water quality, quantity, land use condition and other basic information of Chishui and Wuma watershed has already been submitted to PMO. The results of baseline survey will become the baseline of pilot PWS sites before implying the PWS mechanism. With the support of Institute of Mountain Hazards and Environment, CAS since Oct, 2015, a biodiversity and Ecosystem Services monitoring system (InVEST) based on GIS will be introduced and implemented to map and monitor ecosystem services and land use changes of Wuma River and Chishui River mainstream as an indicator for PWS scheme impacts. An international consultant on biodiversity and ecosystem services monitoring has been recruited also to provide technical advices and training to improve the capacity of local EPD staffs in Chishui watershed. A standardized monitoring protocol and monitoring system is being established in Chishui watershed.  In order to mainstream the PWS into policies, plans and regulations, a national consultant was recruited to identify the PWS policy gap in Guizhou and provide technical advices on what policy will be required to ensure the implementation of a PWS scheme in Chishui River watershed. Guizhou academy of social sciences has been recruited to design and establish an ecolabelling scheme for companies participating in PWS schemes and taken up by the private sectors since the first quarter of 2016. To improve institutional capacity of Guizhou EPD and local government to reaches readiness for PWS implementation and replication, a training workshop has been organized to introduce the draft PWS scheme in Renhuai on 11th July, 2016. Series training workshops have been organized to assist the staffs of local EPB, government and stakeholders to better understand the concepts of PWS and improve their capacity on biodiversity and ecosystem monitoring during the report period. As described above, the main project activities have been initiated. Under component 1, 4 of 5 outputs were partially completed towards to the objective. The project progress clearly indicated that the project is on right track against the targets.. 
Under outcome 2: Pilot PWS scheme(s) are demonstrated in selected sub-watersheds of the Chishui River Basin in Guizhou Province, with the assistance of Chinese Academy for Environmental Planning (CAEP), a PWS mechanism is being designed for pilot area of Chishui River basin. A Chishui PWS fund will be established in pilot area. The PWS mechanism has been introduced to watershed services seller and buyer on a workshop on 11th, July 2016. As the largest watershed services consumer of the PWS pilot area, the Maotai company expressed their willingness to be involved in PWS of Chishui watershed. Although for the alcohol market downturn, most of local companies are currently suffering huge economical pressure, they still would like to participate the PWS mechanism. National experts were recruited to search a sustainable and biodiversity friendly land use plan which could achieve a balance between the community development and ecosystem protection. The baseline EHI score has been finished with the baseline survey together before the end of July, 2016. The component 2 is on right track against the project plan. Under component 2, 2 of 5outputs were partially completed towards to the objective. The rest outputs are closely related to the implementation of PWS in pilot area. The PWS will be established in Wuma watershed before the end of 2016. Therefore, moderately satisfactory rating for component 2 is appropriate. By the time of project closure, we believe that the project is likely to achieve all the targets of the project. 
The annual target is US$ 464,821, by the end of December 2016, total expenditure of the Project in 2016 is US$ 333,851.91.The delivery rate achieved 48%. Because the implementation of activities under component 2 much slower than original schedule, more than 50% of the planed budget for this component have not been delivered. 
Be difference with the other successful PWS cases, the watershed services buyers of Chishui River are quite a lot and complicated. In order to involve as much as possible buyers and increase the management efficiency, instead of directly signing compensation agreement between the watershed services buyers and sellers, a PWS fund will be established for pooling of funds from all the buyers and signing agreement with upstream services sellers. The PWS fund will support the upstream communities to change their farmland use to biodiversity friendly way. We also noticed that although most of the local alcohol enterprises which are the main consumers of Chishui watershed services are interesting in participating the PWS mechanism, the currently alcohol market downturn in China bring economic pressure to the middle and small-sized enterprises lead to some uncertainty of the PWS establishment. As the largest watershed services consumer and biggest enterprise of the PWS pilot area, Maotai company was not impacted much by the market down turn. Maotai expressed their strong willingness to be involved in PWS of Chishui watershed.  As a result, the coordination and communication with Maotai on the details of PWS mechanisms participation will be the main work for the next step project implementation.
· Monitoring and Evaluation
The project received the MTR from UNDP during the end of September in 2016. The objective of the MTR was to gain an independent analysis of the progress mid-way through the project.  The MTR focused on identifying potential project design problems, assessing progress towards the achievement of the project objective, and identifying and documenting lessons learned about project design, implementation and management. Findings of this review will be incorporated as recommendations for enhanced implementation during the final half of the project’s term. The project performance was measured based on the indicators of the project’s strategic results framework and relevant GEF tracking tools. The MTR was an evidence-based assessment and relied on feedback from persons who have been involved in the design, implementation, and supervision of the project, and also review of available documents and findings obtained during the field mission.The MTR revealed the shortcoming of PWS project and provided very useful recommendations for improving. 
· Partnership Effectiveness

Cooperation with WWF and TNC on PWS and water fund have been carried out during this reporting period. WWF has project experiences in Chishui river basin before 2013. One of our international consultants was from WWF. PMO organised field visit to the water fund project of TNC in Zhejiang in 2016. TNC also provides some technical supports on fish motoring in Chishui River. A local NGO Renhuai environment protection promotion association is also an important partner of this project. This NGO include a large amount of representatives from local liquor company. It helps alot on coordinating and communicating with private sectors.
Maotai company is the largest liquor company in Chishui river basin and even in China. As the most important material for liquor production, the water quality and quantity of Chishui river are highly concerned by Maotai. Maotai has strong willingness to protect the environment of Chishui river and would like to pay for the watershed services of upstream. The representative of Maotai management level has been invited by PMO to participate the Eco forum Global in Guiyang to introduce their experiences in sustainable development and watershed protection on 9th July, 2016.

· Human Resource Management

There were two full time staffs of the PMO which include PM and PA. The national communication consultant was working as part time staff of the PMO. The CTA has also been recruited to provide technical supports to the project implementation. Mr. Miao Zhihui, the deputy director-general of Guizhou EPD, became the new PPCC director since the 2nd PSC meeting which was held in Beijing on March.The details about the staff member of SPMO could be found in the following table.

TABLE 1: Guizhou Sub-Project Management Office Staff

	Provincial Project Management

	Position
	Name
	Organisation
	Title

	Provincial Project Coordination Commission (PPCC)
	Director
	Miao Zhihui
	Guizhou Environmental Protection Department
	Deputy Director-General

	
	Deputy Director
	Tian Gang
	Zunyi Municipal People's Government
	Deputy Mayor

	
	Deputy Director
	Zhang Chun
	Bijie Municipal People's Government
	Deputy Secretary General

	
	Staff
	Zhang Wenwei
	Guizhou Development and Reform Commision
	Section Chief

	
	Staff
	
	Guizhou Provincial Financial Department
	

	
	Staff
	Zhang Zhihong
	Guizhou Agricultural Commision
	Section Chief

	
	Staff
	Ran Jingcheng
	Guizhou Forestry Department
	Head Of A Station

	
	Staff
	Ma Rongyu
	Guizhou Department of Water Resource
	Deputy Director General

	
	contacts
	Xia Yuan
	Guizhou Environmental Protection Department 
	Associate Consultant

	Guizhou Sub-Project Management Office (SPMO)
	Director
	Zhang Tao
	Guizhou Environmental Protection Department 
	Section Chief

	
	Deputy Director
	Sun Xiaoming
	Guizhou Environmental Protection Department 
	Section Chief

	
	Deputy Director
	Xia Yuan   
	Guizhou Environmental Protection Department 
	Associate Consultant

	
	Deputy Director
	Dong Zeqin 
	Guizhou Academy of Environmental Science and Designing
	Deputy Chief

	
	Project Assistant
	Qiu Ruzhi
	Guizhou Academy of Environmental Science and Designing
	

	
	Project Assistant
	Zhang Qiang
	Guizhou Academy of Environmental Science and Designing
	

	
	Project Assistant
	Wang Zihan
	Guizhou Academy of Environmental Science and Designing
	


· Risk Log Status Update
	#
	Description
	Status
	Management Response

	1
	Potential buyers of PWS services opt for a different water supply solution
	No change
	N/A 

	2
	PWS buyers / Sellers lack capacity to fulfill terms of agreement
	Reducing
	N/A

	3
	Upstream communities lack willingness to change land uses as part of PWS agreements
	Reducing
	N/A 

	4
	Long time needed to implement PWS effectively at scale may cause loss of interest
	Reducing
	N/A

	5
	Long time required to achieve delivery of service under PWS may affect willingness of buyers to participate
	Reducing
	N/A

	6
	Delays in establishing a suitable legal- institutional framework for PWS may impact implementation of PWS agreements
	No change
	N/A

	7
	Climate change impacts affect proposed land use changes under PWS
	No change
	N/A


· Communication and advocacy
Each of the main project activities has been launched. PMO has not only reported these activities on FECO’s website but also distributed the outputs for internal official information. In addition, local media also played key role in enlarging the Project impacts.

Project website has been designed and populated (www.chishuipws.cn). PMO is undertaking publicity and education activities to raise awareness of the project impact among the public and stakeholders by organizing side-event during important international and national meeting such as the Global Guiyang Eco-forum and by developing newsletter, brochure and officially launching the Project website etc. A PWS technical guideline which edited by one of the project international consultant have been printed for improve the understanding of local government officers on PWS mechanism.
· New opportunities/Initiatives  

The vice president of Maotai Company announced their willingness to invest 50million RMB each year on Chishui watershed environmental protection during the Eco Forum Global Annual Conference 2016: Biodiversity and Green Development Event which was held on 9th, July, 2016. The PMO has already started to communicate with Matai directly on their involvement to PWS mechanism. 
· Engagement of target groups

Maotai Company is the largest liquor company in Chishui river basin and even in China. As the most important resources for liquor production, the water quality and quantity of Chishui River are highly concerend by Maotai. Maotai has strong willingness to protect the environment of Chishui River and would like to pay for the watershed services of upstream. The representative of Maotai management level was invited by PMO to participate the Eco forum Global in Guiyang to introduce their experiences in sustainable development and watershed protection on 9th July, 2016.  

During the design process of Chishui PWS mechanism, 500 questionnaires were issued to the target groups of watershed services sellers and buyers.  The local representative liquor companies which include Maotai also, local community of Wuma, local government and NGO were invited to join the business forum meeting in Renhuai. 

The local people has been trained to carry out daily water quality and quantity monitoring of Wuma River by the subcontractor of biodiversity and ecosystem services monitoring system development.  
A local NGO Renhuai environment protection promotion association is also an important partner of this project. This NGO include a large amount of representatives from local liquor company. It will play an important role on introducing PWS mechanism to local stakeholders which include both enterprises and communities. 

· Gender equality and gender activities

A National consultant on Gender and Minority Empowerment under outcome 2 has submitted the draft research report on analyzing the potential impacts of PWS projects implementation in Sanyuan village which has been selected as the pilot area. In designing the PWS mechanism process, the subcontractor consults the opinions of local female people on PWS and the beneficiaries of female have been considered sufficiently.
For the most of the local male person went out for working, the female person plays an important role on farm land daily management in Sanyuan village. In the following project implementation process, the training to local communities on alternative livelihood technology and sustainable land use methods should be more focus on the requirement of female people.  

5. Financial Management
The annual target of PWS project was US$ 595,299 in 2016. By the end of December, total expenditure was US$ 295,358.39, excluding direct delivery from UNDP account which was about US$ 40,552.03. The delivery rate achieved 56%.
During the report period, most of the final outputs under the outcome 1 have been submitted and reviewed before the end of Nov, 2016. However, most of the designed activities under the outcome 2 still not be initiated for the relative weak implementation capacity of SPMO. Negotiations with watershed service buyers, notably the Maotai Company, have not yet started. The limited discussions that have been held with potential buyers seem to have focused on donation type arrangements. Because the implementation of activities under component 2 much slower than original schedule, more than 50% of the planed budget for this component have not been delivered. According to the coordination results with SPMO, the rest budget of component 2 of 2016 will be paid to SPMO for supporting the implementation of PWS in pilot area before the end of Q1, 2017. The table below is an overview on the delivery rate at outcome level.
	Output
	Activities
	Source of Funding
	Budget Description
	Annual Budget

(USD)
	Annual Expenditure

(USD)
	Note

	Outcome 1 
Systemic and institutional framework for PWS development and management established at municipal  and provincial levels for the Chishui River Basin within Guizhou Province
	Activity1.1.1 Organize the Inception meeting and the 1st meeting of Project Steering Committee (PSC) 
	GEF
	75700 Training, Workshop and Conferences
	
	
	　

	
	Activity1.1.2 Organize the 2nd meeting of Project Steering Committee (PSC) 
	GEF
	75700 Training, Workshop and Conferences
	5,000.00　
	5,000.00
	　

	
	Activity1.1.3  Organize the 1st meeting of provincial Project Coordination Committee (PPCC) 
	GEF
	75700 Training, Workshop and Conferences
	
	
	　

	
	Activity1.1.4  Organize the 2nd meeting of provincial Project Coordination Committee (PPCC)
	GEF
	75700 Training, Workshop and Conferences
	8,000.00　
	8,000.00
	　

	
	Activity 1.1.5 Oversea training on PWS mechanisms and biodiversity monitoring and assessment
	GEF
	71600 Travel
	50,000.00
	3,000.00
	　

	
	Activity 1.1.6 Field survey to Chishui River watershed
	GEF
	71600 Travel
	15,000.00
	3,659.57
	　

	
	Activity 1.1.7 Consulting and  Reviewing meetings organized for all research activities under the outcome 1 
	GEF
	75700 Training, Workshop and Conferences
	8,000.00
	7,280.02
	　

	
	Activity 1.1.8 Biodiversity and Ecosystem Services monitoring system development (InVEST)
	GEF
	72100 Contractual Services-Companies (Total contract price $50,000)
	20,000.00
	20,000.00
	

	
	Activity1.1.9 Recruit local PWS Strategy Development Specialist
	GEF
	71300 Local Consultants 
	14,500.00
	3,000.00
	　

	
	Activity1.2.1 The baseline survey of Chishui River and fish monitoring system development 
	GEF
	72100 Contractual Services-Companies 
	21,000.00
	21,000.00
	

	
	Activity 1.2.2 Recruit International Consultant on Biodiversity and Ecosystem Services Monitoring 
	GEF
	71200 International Consultants 
	12,600.00
	
	

	
	Activity 1.2.4 Recruit National Expert on Biodiversity Monitoring and Assessment Specialist 
	GEF
	71300 Local Consultants            
	8,000.00
	
	

	
	Activity  1.3.1   National and international Eco-compensation and related policies analysis
	GEF
	71300 Local Consultants              
	6,000.00
	3,000.00
	

	
	Activity 1.3.2 The research  on PWS scheme and transparent payment mechanisms establishment
	GEF
	72100 Contractual Services-Companies 
	20,000.00
	20,000.00
	

	
	Activity 1.4.1 Ecolabelling scheme designing and establishing for companies participating in PWS schemes and taken up by the private sector
	GEF
	72100 Contractual Services-Companies
	30,000.00
	28,053.34
	

	
	Activity 1.4.2  Guizhou Business Forum Meeting on the theme of PWS, sustainable watershed management and biodiversity conservation for the Chishui River Basin
	GEF
	75700 Training, Workshop and Conferences
	17,500.00
	
	

	
	Activity 1.4.3 Applying the methods of TEEB to evaluate the  ecosystem and watershed services value of Wuma River. 
	GEF
	72100 Contractual Services-Companies 
	5,000.00
	
	

	
	Activity 1.4.4 Recruit International Consultant on Business and Conservation Strategy
	GEF
	71200 International Consultants
	21,000.00
	
	

	
	Activity 1.5.1  Dissemination of technical information and targeted awareness materials
	GEF
	74200 Audio-visual and printing production costs
	12,600.00
	15,353.65
	

	
	Activity 1.5.2  Recruit National Communications consultant
	GEF
	71300 Local Consultants 
	8,000.00
	421.95
	

	
	Activity 1.5.3  Recruit International PWS Specialist 
	GEF
	71200 International Consultants
	
	
	

	
	Activity 1.5.4  Establish a project website
	GEF
	72100 Contractual Services-Company 
	10,000.00
	8534.73
	

	SUBTOTAL
	301,800.00
	146,408.92
	

	Outcome 2 Pilot PWS scheme(s) are demonstrated in selected sub-watersheds of the Chishui River Basin in Guizhou Province
	Activity2.1.1 Design and implement the demonstration project in Wuma River
	GEF
	72100 Contractual Services-Company 
	10,000.00
	11,7904.77　
	

	
	Activity2.1.2 Technically support PWS in Wuma River demonstration area
	GEF
	71300 Local Consultants-part time input over 4 years
	　
	
	

	
	
	GEF
	71600 Travel
	500.00
	
	

	
	Activity2.1.3 National consultant on Gender and Minority Empowerment
	GEF
	72100 Contractual Services-Company
	30,000.00
	
	

	
	Activity2.1.4 International training about PWS
	GEF
	71300 Local Consultants            
	3,810.00
	
	

	
	Activity2.2.1  Subcontracted services for the facilitation of consultations and technical assistance for the development and implementation of PWS agreements in Wuma River demonstration area
	GEF
GEF
	71300 Local Consultants              
	1,000.00
	
	

	
	
	
	72100 Contractual Services-Companies 
	30,000.00
	
	

	
	Activity2.3.1 Training about M&V planning methodology and M&V tool using
	GEF
	74200 Audio-visual and printing production costs
	　
	
	

	
	Activity 2.3.2  Purchase the M&V tools
	GEF
	74200 Audio-visual and printing production costs
	35,000.00
	
	

	
	Activity 2.3.3 Verify the implementation effect of PWS in Wuma River sub-watershed 
	GEF
	72200 Equipment
	500.00
	
	

	
	
	GEF
	72100 Contractual Services-Company 
	23,000.00
	
	

	
	Activity 2.3.4   M&V midterm evaluation
	GEF
	74200 Audio-visual and printing production costs
	　
	
	

	
	
	GEF
	72100 Contractual Services-Company 
	14,000.00
	
	

	
	Activity 2.3.5 Anuually monitor M&V planning, and annually project audit
	GEF
	74200 Audio-visual and printing production costs
	500.00
	
	

	
	
	GEF
	 72100 Contractual Services-Companies 
	2,000.00
	
	

	
	Activity2.4.1 Collect data of Chishui River Basin, and structure information platform
	GEF
	74200 Audio-visual and printing production costs
	10,000.00
	
	

	
	Activity 2.4.2 Field survey to Chishui River watershed
	GEF
	72100 Contractual Services-Company
	30,000.00
	
	

	
	Activity 2.4.3 Watershed management and Biodiversity Conservation Specialist
	GEF
	71600 Travel
	　
	
	

	SUBTOTAL
	252,881.00
	11,7904.77
	

	Project Management

	Project Manager ($41,250,$397/wk *104wks)
	GEF
	SUBTOTAL
	20,625.00
	31044.71
	

	
	Project Assistant ($28,080,$270/wk *104 wks)
	GEF
	71300 Local Consultant                             
	14,040.00
	
	

	
	Project Management Office facilities, equipment, vehicles, communication and translation
	GEF
	71300 Local Consultant                             
	5,000.00
	
	

	
	UNDP Cost Recovery
	GEF
	0
	953.00
	
	

	TOTAL
	595,299.00
	295,358.39
	


6. Management recommendations

Most of the designed activities under outcome 1of the project work plan have already been carried out during the reporting period. According to the work plan, most of the mid-term outputs and some final outputs have been submitted at the end of November, 2016.
PWS project received MTR from 21st to 29th Sep, 2016. The MTR reviewers interviewed PSC and main subcontractors in Beijing and visited Guiyang and Renhuai for interview SPMO and PPCC members and field survey in the pilot area. According to the debriefing of MTR, the following main recommendations have been suggested:

1. increase the priority of the project among key governmental stakeholders;

2. increase the sufficiency on coordination and clearance on division of responsibilities among implementation partners;

3. improve technical oversight and guidance;
4. improve communication among key stakeholder groups: government, enterprises, farmers;
5. clarify responsibility regarding land use interventions in pilot demonstration area
6. Increase attention/resources on capacity building for planning and management PWS scheme.
Based on the MTR report, PMO and CTA have already worked closely with SPMO together to deal with current barriers of project implementation and made a work strategy for the next step. 
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