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A. Executive Summary 

1. The proposed loan to the People’s Republic of China (PRC) for the Heilongjiang Green 
Urban and Economic Revitalization Project (the project) comprises investment and capacity 
development components, and a complementary financial intermediation component (FIC), which 
will support access to financing for small- and medium-sized enterprises (SMEs) in the project 
cities Hegang, Jixi, Qitaihe, and Shuangyashan. The capacity development component includes 
a subcomponent for business development services (BDS), which will strengthen capacities of 
SMEs in areas of business planning, marketing, strategy, and technology. Through these two 
complementary subcomponents, FIC and BDS, the project is expected to catalyze a 
socioeconomic development diversifying economic activities and jobs creation away from coal-
related industries and businesses that are currently dominating the economies of the project cities. 
The financial management assessment, the financial performance appraisal and financial 
analysis of the financial intermediaries for the FIC have been carried out in accordance with Asian 
Development Bank (ADB) guidelines.1 This supplementary report documents the results of the 
financial due diligence conducted to assess the associated risks of the FIC.  
 
2. The due diligence concludes that, overall, financial management systems and procedures 
of the related parties, notably (i) the cities’ project management office (PMO), which is set up to 
implement the project on behalf of the corresponding municipal governments (implementing 
agency); (ii) the financial intermediaries, Longjiang Bank Corporation (LBC) and Harbin Bank 
Corporation (HBC); and (iii) the participating guarantee company Heilongjiang Xinzheng 
Investment and Guarantee Company (XZGC), which is mainly responsible for non-agriculture 
related guarantee businesses as arranged under this ADB loan project, and (iv) Heilongjiang 
Agriculture Credit Guarantee Co. (HACG), which is responsible for agriculture related guarantee 
businesses as arranged under this project, are in place to perform proper and complete financial 
management and reporting necessary for smooth implementation of the FIC. Key results include 
the following: 
 

(i) LBC is the financial intermediary, which was selected by the municipal 
governments of Hegang, Jixi, and Shuangyashan; and Harbin Bank (HBC) is the 
financial intermediary selected by Qitaihe Municipal Government. 

(ii) Local branches of the two banks will run the day-to-day FIC operations for the 
related cities. Both financial intermediaries and the two assessed participating 
guarantee companies, XZGC and HACG, have complied with the requirements of 
establishing sustainable operation systems that are deemed adequate for the 
project’s implementation. 

(iii) The financial intermediaries conduct accrual-based accounting and follow 
business accounting standards of the PRC, which are consistent with the 
international accounting standards (IAS). Their accounting procedures are aligned 
with the regulations and policies issued by MOF, and their operations are aligned 
with the regulations and policies issued by China Banking Regulatory Commission 
(CBRC), which are considered effective and adequate for the project. 

(iv) The designated accounting and financial staff are recognized as sufficient for the 
project. 

(v) None of the organizations have experiences in with ADB loan implementation, and 
thus, their staff are not familiar with the specific ADB's guidelines and procedures 
on procurement, disbursement and safeguard in relation to the FIC. 

(vi) The financial intermediaries as well as the two guarantee companies only have 

                                                
1 https://www.adb.org/projects/operations/financial-management-resources 
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very limited experience in longer term project financing for SMEs and their 
technical assessment on SME businesses is deemed insufficient. Appropriate 
measures to enhance the implementing capacity of the financial intermediaries 
were agreed with them, and which are expected to be implemented before loan 
effectiveness. 

 
3. Particular to this FIC, to mitigate risks to project cities associated with SME financing and 
financial intermediary services, it is recommended that (i) project city PMOs shall be responsible 
for eligibility check of all SME subprojects that obtain the FIC funding support; (ii) the related FI 
who has better risk management capacity shall be engaged to take charge of due diligence 
investigation on all candidate subprojects; (iii) in case of 100% entrusted loan, the FIs (LBC and 
HBC) shall manage the related collaterals on behalf of the related project cities; (iii) in case of 
cofinancing loan, project city’s entrusted loan out of ADB’s FIC proceeds and the related financial 
intermediary’s own capital loan shall be backed in full amount by same set of collaterals, and the 
financial intermediary will be responsible for managing the collaterals on behalf of the financial 
intermediary and project city equally; (iv) in case of cash collateral facility (CCF), the 20% first 
loss reserve of CCF provided by a project city and the 80% second loss guarantee provided by 
the related guarantee company shall be backed by the same set of collaterals as well and the 
guarantee company is obliged to manage the collaterals to the best interest of the related project 
city; and (v) the project cities shall have right to change their financial intermediary as per the 
service quality including risk control capacity provided by the financial intermediary. In addition, 
training to the financial intermediaries and the participating guarantee companies will be provided 
by ADB and the Heilongjiang Provincial Government before loan effectiveness covering technical, 
risk management, financial assessment, SME appraisal, and legal issues in association with SME 
financing, to enhance capacity and enable implementation. To further reduce the risk, an attached 
technical assistance project will support the FIs with ESMS implementation and monitor SME 
performance during subproject implementation and develop a corrective action plan as needed. 
 
4. With the above-mentioned risk mitigation measures, the overall project risk can be 
mitigated from substantial level to a low level. 
 
B. Implementation Arrangement and Fund Flow 

5. The PRC Government has requested a loan of $310 million from ADB’s ordinary capital 
resources to help finance the project, of which $254 million will be used for the project loan and 
$56 million for the FIC. From their portions of the ADB loan, each of the four project cities will 
allocate certain amounts into the FIC to support financing to SMEs, with aim to help the local 
economy’s diversification. Particularly, Hegang will allocate $20 million; Jixi, $8 million; Qitaihe, 
$13 million; and Shuangyashan, $15 million in the FIC. The FIC will have a 15-year term, including 
a 15-year grace period. Annual interest rate will be determined in accordance with ADB’s London 
interbank offered rate (LIBOR)-based lending facility; a commitment charge of 0.15% per year 
(the interest and other charges during construction to be capitalized in the loan); and such other 
terms and conditions set forth in the draft loan and project agreements. 
 
6. ADB will lend $310 million to the Ministry of Finance (MOF), which will in turn relend ADB 
loan at the same terms and conditions to Heilongjiang Finance Department (HFD). An advance 
account will be established at the level of the province by HFD. HFD will further on-lend the ADB 
loan proceeds to the finance bureaus of the four cities on the same terms and conditions. The 
cities have gone through a process of competitive selection of a suitable financial intermediary. 
The municipal governments of Hegang, Jixi, and Shuangyashan cities selected LBC and the 
Qitaihe Municipal Government selected HBC to act as financial intermediary on their behalf. 
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7. ADB loan proceeds will first flow into the advance account established by Heilongjiang 
Finance Department in the provincial level, and then will be converted from foreign currency into 
Chinese Yuan and transferred to a Dedicated CNY Account and then further transferred to three 
subledgers (collectively referred to as Revolving Escrow Account, REA) under the Dedicated CNY 
Account of each related city 3  to allocate and revolve the FIC principals for three different 
designated financial instruments respectively. And under the dedicated CNY account, there will 
be one reflow subledger for receiving the principal repayments, and another revenue subledger, 
referred to as Interest Differential Account (IDA), for receiving interest payments from subprojects, 
interest payments by the financial intermediaries for cash deposit, and CCF usage fees from 
subborrowers. The Dedicated CNY Account, including the REA, one reflow subledger and one 
IDA are to be established by the concerned city’s finance bureau within the related FI’s local 
branch, for example, in LBC Hegang branch for Hegang’s FIC, and finally be extended to finance 
SME subprojects through three financing instruments: (i)  entrusted loan (without cofinancing), 
(ii) cofinancing loan ((including entrusted loan from ADB loan proceeds and parallel collaborative 
commercial cofinancing from the selected financial intermediary), and (iii) domestic debt financing 
(loan or loan guarantee) backed by CCF, which is to be provided from part of the city’s FIC 
proceeds. ADB loan proceeds used for each financial instrument in each city will be allocated in 
one of the above mentioned three subledgers under the respective project city’s Dedicated CNY 
Account. 
 
8. Although the ADB loan proceeds in foreign currency will be converted in the main project 
account of provincial finance department, it is the four city governments who will bear the 
associated foreign exchange rate risk, as well as the associated interest rate risk and subloan 
credit risk. The financial intermediary is required to provide adequate risk mitigation advices to 
the related city about foreign exchange rate risk, and LIBOR interest rate risk. This on-lending 
arrangement results in a necessary review of the financial intermediary’s capacity in hedging 
foreign currency risk and LIBOR interest rate risk. Furthermore, it is also noted that, while the city 
governments will first bear the primary credit risk and risk of fluctuating interest and exchange 
rates, Heilongjiang Provincial Government (HPG) is in the second position to bear the repayment 
risks. Considering the small amount of FIC portion for each city, and for the province, the interest 
and exchange rate risks are deemed low impact and controllable. 
 

9. The fund flow arrangement is illustrated in Figure 1. 
  

                                                
3 REA for a city is mainly used to first receive the principal in Chinese Yuan converted from its share of the foreign 

currency dominated FIL, and then receive and recycle through the financial intermediary principal repayments from 
sub-loans extended to further SMEs and from CCF collections. If there is any principal loss, REA will also obtain 
replenishment of the loss from the revenue account, as soon as possible if the later has accumulated sufficient extra 
fund balance. 
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Figure 1: Fund Flow Chart 

 

 
 
 
10. Deal flow process. A two-step appraisal process will be adopted. Candidate subprojects 
under the FIC will be screened for eligibility by the PMO of each city. If a candidate subproject 
complies with the initial screening criteria, the PMOs will refer the project to the respective 
financial intermediary for due diligence checks. An environmental and social management system 
(ESMS) in consistency with ADB safeguards requirements and standards on FIC will be 
established within the headquarters of each financial intermediary before the effectiveness of FIC 
of the ADB loan. As stated above, it will be the financial intermediary’s task to appraise projects 
against detailed subproject selection criteria, covering technical, financial, and environmental and 
social safeguards adopted by the implementing agencies agreeable to ADB. No matter which 
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financing instrument under the FIC a candidate subproject is applying for, the financial 
intermediary is required to adopt its normal credit extension procedure and standards, except for 
reasonably expanded collateral scope and eased collateral value calculation methods, to conduct 
due diligence services covering at least the following aspects: (i) the subproject financial feasibility 
analysis, (ii) ESMS compliance check on the subproject, (iii) the credit history check and financial 
assessment of SME subborrowers, and (iv) market risk analysis, if necessary. Before approving 
the subprojects under the first batch, the cities will wrap up the subproject appraisal reports based 
on the financial intermediary’s due diligence reports to ADB for compliance check. Salient features 
of the deal flow process are highlighted below:  
 

(i) Solicitation of Subprojects. Subprojects will be solicited from four sources:  
a) the municipal governmental system organized by the PMO,  
b) the financial intermediaries (Longjiang Bank and Harbin Bank),  
c) the two selected guarantee companies (XZIG, and HACG), and  
d) the BDS capacity development subcomponent under the project.4  

(ii) Screening of candidate projects. The related city PMO will screen candidate 
subprojects in the pipeline to ensure their eligibility as per the Project Screening 
Criteria.  

(iii) Subproject appraisal. The PMO will refer eligible candidate subprojects to the 
related bank, and ineligible subprojects will be rejected accordingly. The bank will 
conduct the designated due diligence investigation. For the approval of subprojects 
and selection of the appropriate financial instrument, a transparent and structured 
approach will be applied as described and further graphically clarified in Figure 2 
below: 
a) Step 1. If it finds subprojects do not comply with ESMS or their borrowers 

are not credible, the subprojects will be rejected directly.  
b) Step 2. The respective financial intermediary will continue the due diligence. 

Should the credit approval committee conclude that the proposed project 
is not suitable for funding by the bank, it will refer the project to the 
guarantee company for further assessment. Should the financial 
intermediary decide to finance the subprojects through parallel 
collaborative cofinancing with risk sharing support from the city using ADB 
loan proceeds, the subprojects will be extended a cofinancing loan.  

c) Step 3. For subprojects to which the related bank does not want to provide 
cofinancing, should the responsible guarantee company decide to provide 
loan guarantee, then the CCF will be provided to back the guarantee 
company and the guarantee company will provide loan guarantee to back 
the related SME subproject loans (CCF-backed loan). But if the guarantee 
company does not want to provide financing either, the subprojects can 
obtain a final chance to get support if the concerned PMO recognizes the 
subprojects’ significant potential impact on local economic diversification 
and jobs generation. The PMO will submit the subprojects to the city’s 
project leading group for decision. If the project leading group decides to 
finance, the SME will obtain 100% entrusted loan, otherwise, the 
subprojects will be rejected. The following chart illustrate the deal flow 
structure: 

                                                
4 If the financial intermediaries or guarantee companies have identified eligible subprojects as per the PSC, they can, 

as supplementary channel, recommend these subprojects together with due diligence documents to the PMO of 
related city for confirmation of the subproject’s eligibility in terms of the PSC. The BDS will establish incubators which 
will support SMEs in reaching access to financing through the SMEFP.  



 7 

 
Figure 2: Deal Flow Process 

 

 
 
11. There is only one exception from the above-mentioned deal process. If a subproject is 
recommended by guarantee companies to the related project city PMO, it passes eligibility check 
of the PMO, and it passes ESMS check by the related financial intermediary, the referring 
guarantee company then shall have the priority, over financial intermediary (the bank), to provide 
CCF backed loan guarantee for that subproject. 
 

12. Entrusted loan without cofinancing (or 100% entrusted loan). Entrusted loans without 
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cofinancing are applicable for subprojects that are economically and financially viable and is 
critical to the city’s economic diversification and whose developer (borrower) has credible history 
but lacks sufficient bank-acceptable collaterals. Thus, only the city government may want to 
provide financing support.5  
 

(i) Credit risk. The credit risk of the entrusted loan will be borne 100% by the city 
government. 

(ii) Loan term: up to 5 years. Since the subborrowers are SMEs, any longer term of 
the entrusted loans shall strictly refer to the financial intermediary’s credit appraisal. 

(iii) Pricing. The pricing has been designed so that ADB loan proceeds will be on-lent 
to SMEs at near market rates to reflect the associated risks and to avoid market 
distortion. Under the entrusted loan without cofinancing case, the local government 
can use the bank’s premium charged to minimum bankable rating projects, which 
is 50% over the prime lending rate, as a reference. In principle, entrusted loans 
without cofinancing to SMEs will be priced at 90% of 1.5 times of prime lending 
rate, thus making the FIC interest rate eventually be equivalent to 1.35 times of 
prime lending rate. 

(iv) Cap on entrusted loan. To limit the excessive usage of entrusted loan without 
cofinancing and mitigate credit exposure of the municipal governments, this 
financial instrument can only be used of up to 30% of the city’s FIC proceeds. The 
maximum amount of entrusted loan without cofinancing to a single 
project/borrower is limited at CNY 30 million6. 

(v) Collateral requirements. The municipal government using entrusted loans 
without cofinancing may accept to collateralize “soft assets” such as the 
subproject’s future cash flows and valuable patents etc. in addition to the traditional 
hard asset collaterals such as land usage right and buildings. 

 
13. Cofinancing loan. The cofinancing loan has been designed to ensure that the municipal 
government’s entrusted loan using ADB loan proceeds and the financial intermediary’s 
commercial loan share the project risk in a way acceptable to each party and reduce the possible 
implementation difficulties. Terms and conditions and other salient features of a cofinancing loans 
under the SMEFP are as follows: 
 

(i) Subborrower and subproject characteristic. This financial instrument is 
applicable for subprojects that are strongly financially feasible and whose 
implementing SMEs are assessed by the financial intermediary as credible and 
capable of providing collaterals in significant value. However, if not accepting a 
wider range of collaterals, such as, the project future cashflows if reliable, valuable 
rights, and invention patents if with large market potential, and if not reducing the 
collateral discount, the computed collateral value is still not sufficient compared to 
the financing demand of SMEs. Thus, the financial intermediary needs local 
government to share the risk by taking the same set of collaterals to back the 
entrusted loan and the financial intermediary’s commercial loan in proportion to 
their financing amount respectively. 

                                                
5 One typical barrier preventing SMEs from access to bank loans is that banks in the four project cities often only accept 

land usage right and buildings from SMEs as collaterals, and give a large discount ratio (say 50% to 60% off) when 
calculating the value of collaterals. This banking practice greatly restraints the SMEs to get sufficient financing for 
their projects. Hence in some cases, there may be no financial intermediary’s cofinancing to even feasible and 
important SME projects. 

6 Since the SME subproject can only get entrusted loan in this case, the total debt financing of the subproject is just 
CNY 30 million. 
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(ii) Loan term. Additionally, to encourage financial intermediary to scale up its project 
financing to SMEs, the FI’s domestic loan can be set at a loan term shorter (say 2-
4 years) than that of the FIC (3–5 years). 

(iii) Collateral requirements. To protect the municipal government’s interest, it is 
required that the city’s entrusted loan and the financial intermediary’s own capital 
loan during their co-existence period shall share the same set of collaterals.7 In 
such a case, the FIC is provided to SMEs together with the financial intermediary’s 
domestic loan (collaborative parallel commercial cofinancing). 

(iv) Leverage ratio. By allowing the FI’s loan term to be set at a shorter term, the 
financial intermediary can be motivated to provide its own loans from ordinary 
source capitals at even more than a 1 to 1 leverage ratio with the FIC for certain 
types of SME projects. 

(v) Approval process. The decision-making power of cofinancing loan is authorized 
to the financial intermediary and the financial intermediary shall be under fiduciary 
duty to manage the collateral portfolio to the interest of both the bank and the city 
government equally. 

(vi) Pricing. The FIC will be priced at 90% of the interest rate of the FI’s cofinancing 
loan. 

(vii) Cap on entrusted loan use. The maximum amount of entrusted loan portion in 
cofinancing to a single project and/or borrower is also limited at CNY30 million8. 
Subprojects that obtain cofinancing loan are subject to the financial intermediary’s 
independent decision-making process, with expanded scope of collaterals and 
eased collateral value calculation methods, as per the pre-set project selection 
criteria (PSC). 

 
14. Cash collateral facility. CCF is applicable to subprojects to which the guarantee 
companies9 require credit enhancement support from the municipal government’s SME financing 
platform in return for them to provide financing in form of loan guarantee. The cash collateral will 
be deposited in name of the city government (finance bureau as proxy). The 20% cash collateral 
functions as first loss reserve to the financer. If the subproject suffers default loss, that loss will 
be deducted first by the financer from the CCF, and the extra loss over 20% cash collateral will 
be borne by the financer itself. Detailed terms and conditions are stated below: 
 

(i) Leverage. For a loan to eligible subproject, a city can provide cash deposit as 
collateral (pledged) in proportion to 20% of the loan amount to the FI or guarantee 
company as financer. Therefore, the leverage ratio of this financial instrument is 5 
times. 

(ii) Collateral disposal obligation of the guarantor. The financer (in this case one 
of the guarantee companies) is obliged to properly dispose the loan linked 
collaterals in a way to the city’s interest. The portion of net collateral disposal value 
over 80% of loan amount but less than 100% of loan amount will belong to the city 
government and flow back to the city’s reflow subledger. 

                                                
7  This requirement will be covenanted. 
8  Slightly different from the pure entrusted loan case, under a cofinancing loan case, since there is cofinancing from 

the FI in proportion of at least 1:! To the FIL, the upper limit of total debt financing the SME subproject obtains is over 
CNY 60 million. 

9  CCF is designed primarily to support guarantee company’s loan guarantee. In some cases, where the municipal 
governments prefer to use it to directly back bank’s loan and the financial intermediary accepts to extend loans to 
SMEs based on CCF, CCF can be also used to back financial intermediary’s loan. 
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(iii) Loan term: the CCF backed loan guarantee and the related loan may have a term 
expected to range from 1-3 years with consideration of both SMEs’ financing 
demand and SME credit risk. 

(iv) Pricing and earnings from cash collateral facility. CCF will have two ways of 
revenues: a) interest revenue from the financial intermediary as term deposit 
(about 2% annually), and b) fund usage fee that can be charged to SME borrowers. 
The CCF usage fee will be priced on a risk adjusted basis with discount to the 
market10 rate of loan guarantee fee charged to SMEs. 

(v) Cap on cash collateral facility . The maximum amount of CCF that can be used 
to finance a single project/borrower is limited at CNY 20 million.11  

(vi) Safeguard and other requirements. Subprojects that obtain CCF are subject to 
financial intermediary’s ESMS compliance check, and then the financer’s 
independent decision-making process, with expanded scope of collaterals and 
eased collateral value calculation methods, as per the pre-set PSC. Heilongjiang 
Xinzheng Investment and Guarantee Company (XZGC) has been assessed in this 
report on its financial management capacity, and are recognized as eligible for 
participating the FIC by utilizing the CCF to provide the loan guarantees to back 
SME financing.12 

 
15. Use of the interest differential. The interest payments/earnings of all three financing 
instruments will be aggregated in a subledger of the Dedicated CNY account named as Interest 
Differential Account (IDA) for each project city, which will also be maintained within the related 
FI’s local branch. Funds accumulated in the IDA will be used for several purposes. The PMO will 
develop in the future procedures on how to use the interest differentials (which is the balance 
amount in the revenue account after paying ADB FIC interest expense in foreign currency, in a 
way acceptable to ADB. It is expected that the following expenses/costs will be covered in priority 
by the revenue account:  
 

(i) ADB FIC interest and commitment fee payments in foreign currency;  
(ii) replenish the city’s FIC principal loss resulted from the FIC’s three instruments, if 

there is balance in the IDA, 
(iii) reserved for foreign exchange risk (say 1% for Euro or 0.5% for USD [$] per year) 

and for interest risk (by regularly comparing with LIBOR swap rates), if balance still 
exists, 

(iv) used to cover periodically (say quarterly or semi-annually) project management 
expenses of PMO including expenses associated with 3rd party technical 
assessment and environment assessment etc., if there is some leftover, and  

(v) if there is extra money left by the end of year 5 and year 10 from loan effectiveness, 
it can be used, at the city’s will, to fund second and subsequent rounds of Business 
Development Service (BDS) component, 

(vi) if the IDA still has funding balance, after being used for the above designated 
expenditures and after repaying all principal and interests due to ADB, in 15 years 

                                                
10 It is found that in the four project cities of Heilongjiang, the market SME guarantee fee is in the range between 1.6% 

and 4% of guarantee amount (namely loan amount) annually. If 50% discount rate is utilized by the city to reduce 
SME finance burden, the CCF usage fee charged by the city to SMEs will be ranged from 0.8% to 2% of loan, or 
from 4% to 10% of the CCF amount due to 5-time leverage ratio. In our sustainability calculation, we assume this 
CCF usage fee rate is 5%. 

11 Because of the 5-time leverage, this requirement makes the upper limit of loan backed by CCF is CNY100 million. 
12 This FIL structure is open to other guarantee companies. Heilongjiang Agriculture Credit Guarantee Co. (HACG) has 

expressed interest to participate in the FIL. For it to become eligible to make use of the CCF, HACG is subject to 
ADB’s acceptable assessment on its financial management system before the loan approval. 
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at the end of ADB loan term, it can be used to reward the financial 
intermediary/PMO staff/SME borrowers/BDS SMEs etc. The applicable rewarding 
policy is subject to the city government’s decision.  

 
16. Openness of the small- and medium-sized enterprises financing platform. Although 
in the beginning of implementation, each city has selected one bank as its financial intermediary. 
It should be allowed in the Project Administration Manual the project cities can select another 
bank on a competitive basis as its financial intermediary for subsequent rounds of revolving FIC 
proceeds to maintain necessary competition and avoid serious moral risk. 
 
17. As indicated by the fund flow and the implementation arrangement, the two financial 
intermediaries: LBC and HBC, will play critical roles for the FIC’s sustainable implementation, and 
thus shall be the focus of this financial management system assessment. In addition, the FMA 
assessment shall also cover PMO of each city and the participating guarantee companies, such 
as Heilongjiang Xinzheng Investment and Guarantee Co. (XZGC) for non-agriculture businesses, 
and HACG for agriculture-related businesses respectively. 
 
18. Deals are proposed to go through this process to maximize the likelihood that a SME 
subproject can obtain the FIC financing support while control the associated risk properly. 
Meanwhile, all subprojects submitted to the city’s project leading group for decision making must 
be assessed by both the bank and guarantee companies as non-bankable, otherwise either the 
bank or the related guarantee company will provide financing support together with the city’s FIC 
in form of cofinancing loan or CCF backed loan. Therefore, the city’s project leading group must 
be well informed of the potential credit risks before approving the 100% entrusted loan. 
 
C. Project Cities and Project Management Office  

19. Introduction. It is agreed by each of the project cities that from their portion of ADB loan 
proceeds, they will allocate certain amount into the FIC to support SME financing and the city’s 
economy diversification development. Particularly, the following cities has notified ADB of their 
FIC allocation: $20 million for Hegang City, $15 million for Shuangyashan City, and $13 million for 
Qitaihe. The FIC proceeds shall be used to finance SME subprojects in compliance with the PSC 
agreed by both ADB and the related city and the implementation of FIC shall be strictly governed 
by the Project Administration Manual (PAM), which will be attached to the signed ADB Loan 
Agreement. 
 
20. Roles and responsibilities of each city. Each city will be the corresponding FIC’s 
Implementing agency. It has established a Project Leading Group for the entire ADB project, and 
will be responsible for approving the entrusted loan subprojects under the FIC. Although the ADB 
loan proceeds earmarked by a city as part of its FIC portfolio will be exchanged by the provincial 
finance department in the escrow account from foreign currency to CNY and then transferred to 
the city’s Dedicated CNY Account, and then further allocated to different subledgers for 
accommodating the three designed financial instruments respectively as per the need of 
subprojects, which will be opened by the city’s Finance Bureau and supervised by the city’s PMO, 
it is the city who will bear the final credit risk, interest risk and foreign exchange risk for usage of 
that FIC proceeds. The city will formulate PSC together with ADB. In view of the fact that banks 
have better credit risk control knowledge, skills and capacity than the government agencies like 
the PMO, the city agrees to delegate due diligence responsibility to the selected financial 
intermediary for all subprojects funded by the FIC, require the financial intermediary to manage 
the collaterals in relation to the three instruments under the FIC in a way best to the city’s interest, 
and further delegate lending decision power to the selected financial intermediary for cofinancing 
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loan and CCF backed loan, under both of which the financial intermediary will provide cofinancing 
in different leverage ratios (at over 1 time for cofinancing loan and at 4 times for CCF backed loan) 
to the FIC. For entrusted loan, which will be capped at 30% of the FIC for each city, the city’s 
Project Leading Group will be responsible for approving the loan applications from SME 
subprojects regarding the financial intermediary’s financial, environmental and social, and 
borrower credit due diligence report, and to the technical assessment report and PSC compliance 
check organized by its PMO. Since the FIC amount, no more than $20 million for each city, is 
quite small compared to the fiscal revenues of each city, the repayment of ADB loan proceeds is 
attached highest priority among all debts of the municipal government, and the HPG provides 
repayment guarantee to MOF, the default risk of FIC proceeds is minimal for each city. 
 
21. Project management office functions. Each city has established a PMO within the city’s 
Development and Reform Commission for preparation and implementation of the entire ADB loan 
project. That PMO will undertake, on behalf of the related municipal government, the management 
functions as per the PAM for the FIC as well. So, the PMO functions as a PIU. Particularly, the 
PMO shall be responsible for: 
 

(i) Select appropriate financial intermediary and facilitate the signature of cooperation 
framework agreement between the city government and FI, subject to acceptance 
by ADB. 

(ii) Solicit candidate subprojects, and carry out primary screening on candidate 
subprojects to ensure that subproject financed by the FIC are in consistency with 
the PSC in the PAM. 

(iii) Review the eligibility of potential subprojects recommended by other sources such 
as FIs, guarantee companies and BDS component as per the PSC in the PAM. 

(iv) Allocate the FIC proceeds among the three instruments: entrusted loan without 
cofinancing, entrusted loan mixed with cofinancing loan, and CCF as per the 
subproject preparation readiness 

(v) Coordinate the financial intermediary to conduct DD on all subprojects and obtain 
the DD result on a timely basis. 

(vi) Pricing of FIC in the entrusted loan or cofinancing loan shall be comparable (10% 
discount allowed) to the market level as represented by the financial intermediary 

(vii) For subprojects applying for 100% entrusted loan, organize necessary technical 
appraisal, and submit the related appraisal document and financial intermediary’s 
DD result to the City’s Project Leading Group for approval. 

(viii) Provide necessary support for hiring third party to conduct technical assessment 
on the subprojects, if needed by the financial intermediary. 

(ix) Provide necessary support for hiring third party to double check the ESMS 
assessment on the subprojects, if required by ADB. 

(x) Prepare the FIC withdrawal forms, submit them to ADB after the withdrawal forms 
are signed by authorized person of the city, and instruct the FI to disburse the FIC 
proceeds once having reached the city’s REA. 

(xi) Supervise the entire FIC implementation process, including subproject 
implementation status monitoring and subloan repayment monitoring (with 
assistance from FI), and report the progress, result and impact to ADB regularly. 

(xii) Organize external audit on the FIC accounts (excluding revenue account) as per 
national and ADB requirements. 

 
22. Financial management system of project management offices. City PMOs are funded 
by the municipal city’s fiscal budget and are subject to the strict financial management of fiscal 
system of municipal governments, and it is subject to governmental audit. This financial 
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management system is acceptable to ADB in terms of integrity, sustainability, efficiency and 
transparency. In particular, city PMOs will assume the following financial management duties (i) 
preparation of loan withdrawal applications in consistency with subprojects’ implementation plan; 
(ii) coordination with the selected financial intermediary and sub-loan borrowers to obtain progress 
reports and ESMS monitoring report, (iii) monitoring the usage of FIC proceeds; (iv) preparation 
of consolidated financial statements of the city’s REA account and revenue account; (v) organizing 
technical assessment on entrusted loan subprojects and other subprojects if requested by the 
financial intermediary; and (vi) facilitation of annual audit by Office of the Auditor General. To 
accomplish the above mentioned financial management duties, each city PMO shall be equipped 
with sufficient staff, ideally, a specialized FIC project officer with accounting support from the 
PMO’s financial and accounting unit, and shall establish procedure and standards for selecting 
technical assessment third party. It is also recommended that the city PMO shall also recruit an 
environmental and social expert to be able to conduct ESMS review. These requirements can be 
mentioned in the related PAM to ensure the smooth implementation of FIC for a city.  
 
D. Longjiang Bank Corporation   

23. Roles and financial management responsibilities of Longjiang Bank Corporation. 
LBC will function as financial intermediary for Hegang City  and Shuangyashan City under the 
FIC of ADB loan project, and its branch in the related city will be the operation window for provision 
of the designated services. Under the FIC, it will undertake the following duties: 
 

(i) With consideration of risk sharing mechanisms available to the financial 
intermediary from the FIC, the financial intermediary shall reasonably expand the 
scope and sort of acceptable collaterals, and reduce the discount rate when 
computing collateral’s mortgage value. This modification shall be especially 
applicable for subprojects under the FIC. 

(ii) Build up ESMS capacity to the extent acceptable by ADB. 
(iii) Recommend potential subprojects to the related city’s PMO for the PMO’s 

confirmation on their eligibility. 
(iv) Effectively conduct due diligence investigation to all subprojects that apply for 

financing support from the FIC, covering subproject financial feasibility analysis, 
borrower credit history investigation, market risk analysis, financial assessment of 
subborrower and ESMS check in accordance with the ADB’s safeguard policy. 

(v) Make final decision on whether it will lend cofinancing loan to subprojects. 
(vi) Properly executing, as per the PAM, and recording all transactions in subledgers 

and IDA subledger; 
(vii) Apply bank’s regular operation procedures for post-loan management, including 

borrower’s business status monitoring, subloan repayment monitoring and 
collateral management. And notify the PMO of possible and actual defaults from 
subprojects financed by the FIC. 

(viii) Exercise remedies under entrusted loan agreement (and cofinancing agreement) 
on instructions from the respective city’s project leading group. 

(ix) Report the FIC implementation progress and result to the PMO on a regular basis. 
(x) Accept external audit organized by the PMO 
(xi) Advise the city’s finance bureau/PMO for risk control of foreign exchange rate and 

LIBOR interest rate. 
 

24. For subprojects that are supported only through a cash collateral and guarantee for 
cofinancing.  
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(i) Enter into CCF-backed guarantee agreement with the related guarantee company, 
the related city government, and subborrowers and extend the cofinancing in form 
of guaranteed loan. 

(ii) Maintain in a subledger to allocate the Cash Collateral provided by the respective 
city with the related guarantee company as beneficiary to support Guarantees. 

 
25. For subprojects receiving (i) parallel entrusted loans and cofinancing secured jointly or (ii) 
entrusted loan without cofinancing. 
 

(i) Enter into entrusted loan agreement with the respective city and subborrower with 
cross default provisions to the subproject agreement between respective city and 
the subborrower and to the cofinancing loan where applicable. 

(ii) Establish 100% entrusted loan and entrusted loan with cofinancing subledgersin 
the name of the respective city for receiving funds from the Dedicated CNY 
Account to be onlent to subborrowers as entrusted loans. 

(iii) Maintain as security agent the same set of collaterals for both entrusted loans and 
the financial intermediaries own cofinancing loans (if any) and in the event of 
default by a subborrower, liquidate the security and refund the financial 
intermediaries cofinancing loan (if any) and the entrusted loan in proportion to their 
financing amounts. If cofinancing loan has expired while the entrusted loan is still 
effective, the liquidation of security shall be 100% used to make up the loss of 
entrusted loan. 

(iv) With consideration of risk sharing mechanisms available to the financial 
intermediary from the FIC, the financial intermediary shall reasonably expand the 
scope and sort of acceptable collaterals, and reduce the discount rate when 
computing collateral’s mortgage value. This modification shall be especially 
applicable for subprojects under the FIC. 

 
26. Since LBC plays a critical role for the FIC in Hegang, Jixi and Shuangyashan, its financial 
management system and sustainability are carefully examined in this assessment. 
 
27. Introduction. LBC is a provincial commercial bank incorporated from merging Qiqihaer 
City Commercial Bank, Mudanjiang City Commercial Bank, Daqing City Commercial Bank, and 
Qitaihe City Credit Corporation in December 2009 with official office at 436 Youyi Road, Daoli 
District, Harbin, Heilongjiang and business license No. 230000100069419. As of the end of 2016, 
it has CNY 4.36 billion of registered capital, 13 branches in all municipal cities of Heilongjiang 
province, 222 operation sites covering 46 counties, or 73% of all Heilongjiang counties, and 5151 
full-time employees. It has obtained the financial license No.: B1056H223010001 from China 
Banking Regulatory Commission (CBRC). In terms of asset scale, it is ranked the 567th worldwide, 
and 52th within China in 2015. 
 
28. The top 10 shareholders together possess about 75% of its shares. Since the largest 
shareholder, Heilongjiang Dazheng Investment Group Co., the third largest shareholder, 
Heilongjiang Transport Development Co., and the 7th largest shareholder, Heilongjiang Great 
Northern Wilderness Land Reclamation Group Corp. are all controlled by Heilongjiang State-
Assets Supervision and Administration Commission (Heilongjiang SASAC), totally holding 32.21% 
shares of the bank, consequently this bank is overseen by the provincial State Assets Supervision 
and Administration Commission (SASAC)13  and can be regarded as a provincial state-owned 

                                                
13 SASAC is authorized by the related level of governments (central, provincial, municipal etc.) to supervise the 

preservation and increment of the value of the state-owned assets of corresponding level State-Owned Enterprises. 
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bank. The following table reflects the top 10 shareholders of LBC.  
 
Table 1: Top 10 shareholders of Longjiang Bank Corporation  

 
Source: FMAQ of LBC. 

 
29. With strong support from the local government and major shareholders in agriculture 
sector, LBC quickly grew to have assets of CNY171.97 billion and deposits of CNY120.78 billion 
by end of 2013. However, the fast growth in the early stage of development also incurred 
irregularities in the bank’s management system. In late 2013, Mr. YANG Jinxian, the chairman of 
board of directors of LBC since its incorporation, stepped down from management to be chairman 
of board of supervisors after being investigated for violating anti-corruption rules of the 
government, and in 2014 was removed from the post after being verified for inviting excessive 
guests to attend his daughter’s wedding and using the chance to receive a great sum of cash gift. 
After then, the bank’s top management was restructured by Heilongjiang SASAC, the bank’s 
charter was revised with approval by CBRC, its credit lending process was remodeled to let the 
responsible committee (not a person) to make decision and the anti-corruption rules were 
reinforced. In three years from then, not a member of top management has been arrested for 
corruption any more. Under the circumstance that the Chinese government has stepped up efforts 
in fighting against corruption, as a provincial SASAC controlled bank, the risk of LBC to incur 
systematical or too many cases of corruption is recognized low, especially since the bank has 
adjusted a more accountable management system after 2014. 
 
30. Main business domains of LBC include savings, loans, monetary settlement, notes 
discounting, issuance of financial bond, agent of underwriting, cashing, and selling governmental 
bonds, buy and sales of governmental bonds, borrowing and lending with banks and financial 
intermediaries, provision of loan/credit and guarantee etc. As per internal and external business 
environments and its own features, LBC has gradually formulated its unique development strategy: 
it will be stick to the market positioning of servicing agriculture industry, small and medium sized 
enterprises, and local economies; and take the road of differentiation, specialization, socialization, 
expertise, and refinement so as to build up the bank as a differentiated commercial bank with 

                                                
It is also responsible for appointing and removing the top executives, evaluating their performance, establishing 
modern corporate governance system, and improving and exercising incentive and restraint system accordingly for 
the supervised SOEs. 

No.
2016

Proportion

1 20.50%

2 20.00%

3 7.97%

4 5.19%

5 5.02%

6 4.25%

7 3.74%

8 2.86%

9 2.83%

10 2.52%

74.88%SUM

Heilongjiang Great Northern Wilderness

Land Reclamation Group Corp.
Provincial SOE

Qiqihar Municipal Bureau of Finance Municipal gov't bureau

Daqing Aolong Real Estate Dev. Co. Private legal person

Liaoning Hongcheng Plastic Profile Co. Subsidiary of Listed Company

Shanghai SIIC (Group) Co.
Listed Company, controled by

Shanghai SASAC

Name of shareholder

Heilongjiang Dazheng Inv. Group Co.

Nature of shareholder

Daqing State-owned Assets Mana. Co. Municipal SASAC

Provincial state-owned assets

COFCO Capital Investment Ltd. Subsidiary of central SOE

Heilongjiang Transport Dev. Co., Ltd.
Listed company controled by

provincial SASAC

Shanghai Int'l Group Assets Mana. Co. Listed Company
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adequate capital, stable operation, normalized management, leading services, and good 
profitability.  
 
31. LBC is required to comply with Basel III consistent standards by end of 2018. As illustrated 
in Table 2, LBC operated in full compliance with the regulation. In 2015, LBC’s liquidity coverage 
ratio (LCR) is about 176%, higher than the 100% of new Basel III standard requirement, and much 
higher than that year’s benchmark of 70% as designated by the CBRC.14 Hence LBC has meet 
the new standards by end of 2015, 3 years earlier than the mandatory deadline. 
 

Table 2: Monitoring Metrics of Longjiang Bank Corporation  

 
LBC = Longjiang Bank Corporation. 
Source: LBC Financial Management Assessment Questionnaire, LBC annual report and LBC credit rating report 2016. 

 
32. Among local commercial banks or local branches of national banks, LBC is active in SME 
financing. At the end of 2016, it has CNY16.7 billion of outstanding loans to small and tiny 
companies. LBC established a specialized team in the headquarters for due diligence on small 
businesses15 and have accumulated a lot of SME associated risk management experience from 
learning from past failures and successes, once its nonperforming loan ratio reached as high as 
4.28% in 2014 and then successfully curbed it down to 2.51% in 2015, and further down to 1.98% 
in 2016. The recent credit rating of LBC is AA with positive outlook, released on 14 October 2016 
by the China Lianhe Credit Rating, one of the major rating agencies in the PRC. 
 
33. Longjiang Bank Corporation organization. LBC management team is responsible for 
managing the group’s daily business and its development under the guidance of the board of 
directors. The business departments of LBC headquarters are organized into three function units: 
front office, middle office and back office. The Front Office is responsible for business 
development, comprising of seven departments, including (i) agriculture department, (ii) farmer 
and rural villages department., (iii) small business credit center, (iv) corporate banking department, 
(v) individual business department, (vi) wealth management department, (vii) financial market 
department, and (viii) internet financing department. the middle office is responsible for 
management support, comprising of five departments: capital and finance department, credit 
extension management department, operating management department, risk management 
department, and risk assets management department. Finally, the back office is responsible for 

                                                
14 The China Banking Regulatory Commission specified that 2015–2017 is a transition period for fully complying with 

Basel III’s 100% lLCR standard. The benchmark percentages of LCR in 2015, 2016 and 2017 are 70%, 80%, and 
90%, respectively. 

15 Small business loan is defined by LBC as loan demand lower than CNY20 million. 

China Ref. Basel III 2016 2015 2014 2013

≥10.5 ≥10.5 10.93 11.59 11.95 12.01

≥8.5 ≥7.5 9.79 10.46 10.83 10.89

≥7.5 ≥6 9.79 10.46 10.83 10.89

≤5 1.98 2.51 4.28 1.15

≥25 n.a. 39.04 59.91 53.81 52.29

≥80 ≥100 190.57 176.13 171.29 191.47

≤75 42.3% 48.45         46.83         38.76         

≤10 5.07 4.95 3.61

≤50 35.46 36.32 23.08

≥150 ≥150 279.13 208.07 153.14 281.51

≥2.5 ≥2.5 5.53 5.23 6.56 3.27

≥4 ≥3 5.36 5.67 7.72 5.86

≤45 30.78 32.67 34.93 37.39

Loan to deposit ratio

Cost/Revenue ratio

Current Ratio

Liquidity Coverage Ratio

Item(%)

Tier 1 core CAR

Non-performing loan ratio

Provisions to loan ratio

Leverage Ratio

NPL Provision coverage

Capital adequacy ratio

Tier 1 CAR

Single client concentration

Top 10 client concentration



 17 

service and safeguards, comprising of three departments: information and technology department, 
human resources department, and general affairs department the staff of the corporate banking 
department was designated to take the lead in coordinating and overseeing the implementation 
of the ADB FIC project. The related branches (in Hegang and Shuangyashan) and other related 
departments will provide all necessary support as much as possible. Figure 3 illustrates LBC’s 
organizational chart. 
 

Figure 3: Organizational Chart of Longjian Bank Corporation at End of 2016 

 

 
  Source: LBC annual report.  

 
34. Longjiang Bank Corporation Governance System  

 
35. LBC has been committed to business integrity and international standards of modern 
corporate governance. To date, LBC’s financial management system has been completely turned 
around and good governance practices have been fully implemented. Its new governance 
framework features a collective decision making process. It business is being closely watched by 
the bank’s board of directors and supervisors. This new governance structure strengthens the 
accountabilities of senior management to the board of directors, and the board of supervisors, to 
ensure proper segregation of duties and powers among all stakeholders. In principle, the top 
management led by the bank’s governor is responsible for day-to-day operations as per strategies 
set up by the board of directors. When making decisions, the top management is backed several 
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functional committees, including Business Development Committee for Agriculture, Famer, and 
Rural village, Financial Review Committee, Information Technology Management Committee, 
Risk Management Committee, Assets and Liabilities Management Committee, Performance 
Appraisal Committee, Product Innovation and Marketing Management Committee, and Credit 
Review Committee. These functional committees, mostly chaired by top management with related 
experts and middle level bank officials as committee members, will discuss and research issues 
reported by the operation desks and formulate review opinions. The committee’s review opinion 
will be a solid reference for the top management to make final decision. Therefore, most of the 
bank’s operations are decided on a group thinking basis. Under the board of directors, there are 
four committees, one of which is audit committee. The audit committee directly supervises the 
audit department for carrying out internal audit tasks and arranging for external audit. In addition, 
under the board of supervisors, there is also an audit committee, which can ask for internal audit 
on specific issues as it thinks necessary. 
 
36. Review of the corporate governance structure of LBC has revealed that it, fundamentally 
as a growing commercial bank, has adequate managerial autonomy and commercially oriented 
governance to compete in the competitive banking market of the PRC. 
 
37. Decision procedures of Longjiang Bank Corporation’s credit extension operation. 
LBC has established a coordination team in the headquarters chaired by the head of international 
cooperation department16 with deputies of other four departments: corporate banking department, 
agriculture-farmer-rural village department, small enterprise credit center, and credit extension 
management department as its members. This coordination team will be responsible for 
coordinating the timely review and approval of SME borrowing applications submitted by related 
branches under the FIC. Within in the Corporate Banking Department of headquarters, an 
environmental and social expert has been hired by LBC to conduct the necessary ESMS check 
on all subprojects as per ADB requirements.  
 

(i) LBC has built up a set of procedures, credit policies and systems which will be 
applicable for both the cofinancing loan and 100% entrusted loan. Two client 
managers in the related front desks of branch or subbranch will conduct due 
diligence on the applicant and subproject and writes appraisal report regarding the 
bank’s stringent credit standards and guidelines. If the responsible staff feels that 
the technology utilized by the subproject is too complicated, the bank’s branch will 
seek professional technical support from the city’s PMO. The DD appraisal report 
will integrate the professional opinions of technical experts hired by the PMO. 

(ii) The due diligence report will be submitted to LBC’s coordination team and then 
allocated to credit extension management department. The credit extension 
management department will organize risk analysis and review by a credit review 
committee. After reading the report and hearing the necessary explanation from 
related departments, the credit review committee will vote for or against 
endorsement of the proposal.  

(iii) Subprojects which obtained an endorsement of the credit review committee will be 
submitted to LBC’s Approval Committee. The Approval Committee is chaired by a 
standing Vice-President of LBC. Other members include the heads of six operation 
centers. The standing Vice-President of LBC has a veto power. All LBC’s existing 
guarantee operations shall be implemented only after they obtain the approval 
from the Approval Committee. As an exception, the entrusted loans under the ADB 

                                                
16 A newly established department currently combined with corporate banking department and to go independent in 

the future. 
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FIC that are within the PMO’s autonomy shall not go through the Risk Committee’s 
review and the Approval Committee’s approval.  

 
38. Although SME financing has been emphasized by LBC for long, it is noted that LBC still 
lacks the experience of project financing. Its loan to SMEs are usually short term or corporate 
based lending. Also, learnt from the FMAQ, LBC has not on-lent any international financial 
intermediary loans, although its subsidiary Bayan Town and Village Bank received 10% equity 
investment from IFC in 2012, and its top management has experience of handling ADB on-lending 
project 7–8 years ago. Clearly its current team lacks the knowledge and experience of operating 
FIC, and there is a need of ADB FIC training and project financing training for the sample projects 
especially on the scope of acceptable collaterals and on the setting of collateral value discount. 
 
39. Due to the recessionary local economy in recent years, LBC has encountered difficulty in 
finding credible and financially attractive SME subprojects to finance. Credible means that project 
or borrower can provide bank acceptable collaterals. In the four project cities, with a context of 
SME lending focus17, the bank’s collateral scope is mostly limited to land usage right, buildings, 
and vehicles. And the discount rate applied to calculate the collateral value usually is the highest 
rate set in the bank’s credit policy, such as 60% off. Rather than lending to SMEs, it allocates 
extra funds for investment on fixed income securities to earn money while controlling risk. 
Consequently, if applying the same collateral standard as it has done now and before for 
implementation of the FIC, LBC may find that there are not sufficient number of SME subprojects 
that meet the PSC and its own credit standards. Lots of SME projects, although financially feasible 
and passing the PSC, may not be able to pass the bank's credit risk assessment mainly because 
they lack enough qualified collaterals. It should be covenanted in the cooperation frame 
agreement between the related city and LBC that, as a result of taking the benefit of risk sharing 
from the municipal governments, LBC must ease its collateral practice on a prudent basis and still 
in consistency with its credit policy, especially with the aim to accept the pledge of subproject 
future cash flows (if reliable), invention patents, and controlling shareholder’s stock, and to reduce 
the discount when computing collateral value, so as to enable sufficient number of subprojects to 
be enlisted as credible. Meanwhile, although project loan is a focus of the FIC, using the FIC as 
working capital loan to provide to SMEs should also be allowed if it is needed by SMEs. 
 
40. CAMELS assessment and ADB FMA questionnaire. Hereinafter is the assessment on 
LBC’s financial management system using ADB adopted CAMELS model and Financial 
Management Assessment Questionnaire. Basic findings of this assessment are:  
 

(i) LBC has been in compliance with the PRC’s banking regulation in all mandatory 
indicators, including capital adequacy ratio (CAR),18 LCR, 19 nonperforming loan 
(NPL) ratio,20 NPL provision rate,21 etc.;  

(ii) compared to other commercial banks with operation in Heilongjiang, LBC has 

                                                
17 SMEs usually do not have financial security assets. 
18 The CAR is a measure of a bank's capital. It is expressed as a percentage of a bank's risk weighted credit exposures. 

Two types of capital are measured: tier one capital, which can absorb losses without a bank being required to cease 
trading, and tier two capital, which can absorb losses in the event of a winding-up and so provides a lesser degree 
of protection to depositors. Capital adequacy ratios ensure the efficiency and stability of a nation’s financial system 
by lowering the risk of banks becoming insolvent. If a bank is declared insolvent, this shakes the confidence in the 
financial system and unsettles the entire financial market system. 

19 Leverage Coverage Ratio is computed as: (liquid assets / net cash outflows in next 30 days) *100%. It is used to 
measure short term resilience of a bank’s liquidity risk profile by ensuring that it has sufficient high quality liquid 
resources to survive an acute stress scenario lasting for one month. 

20 NPL ratio = balance of non-performing loan / outstanding loans. 
21 NPL provision rate = loan loss provisions / outstanding loans. 
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advantages in obtaining public deposits, which is quite stable, developing 
agriculture-related business and developing SME business;  

(iii) bargaining power on SME loan pricing is strong; and  
(iv) LBC also encounters some challenges: first, the CAR has been moving downward 

for years and close to its regulation limit; and second, the cost to revenue ratio is 
high thus curbing its further profitability. 

 
41. Capital adequacy. Capital adequacy is the fundamental requirement for banking business. 
Following CBRC rules, LBC adjusted its asset values at risk and controlled different tiers of capital 
adequacy ratios after 2013 in a way compliant with Basel III Accord. As shown in Table 2, between 
2013 and 2016, its CAR gradually reduced from 12.01% in 2013, to 11.95% in 2014, 11.59% in 
2015, and 10.93% in 2016. LBC’s tier 1 core CAR also gradually reduced from 10.89% in 2013, 
10.83% in 2014, 10.46% in 2015, but increased to and 10.93% in 2016. Although still complying 
with the new regulation requirements, but this declining trend deserves a close watch. If the bank 
plans a fast expansion in assets, then capital increase becomes inevitable. LBC has established 
a plan to introduce new strategic investors to enhance its capital. The fund-raising plan has been 
approved by Heilongjiang Finance Bureau and HPG. It is expected that within 2017, the bank can 
complete the injection of new strategic investor’s capital. Once the capital increase has been 
completed, LBC’s capital adequacy will be in a solid position again. Another main metric for capital 
adequacy measurement is leverage ratio as per Basel III, which sets a minimum of 3%. Leverage 
ratio22 of LBC’s tier 1 capital is 7.72% in 2014, 5.67% in 2015 and 5.36% in 2016, all significantly 
better than 4%, which is the PRC’s new regulation required minimum. Review of LBC’s capital 
adequacy and leverage indicates that reveals that the capital adequacy is weakening. However, 
LBC’s strategy to strengthen the bank will reverse this trend.  
 
42. Asset quality. Asset quality of LBC is assessed high. LBC adopts CBRC guidelines for 
loan classification 23  and management of asset quality. Loans are classified into five levels 
according to the level of risk: (i) normal loan, (ii) loan with special attention, (iii) substandard loan, 
(iv) loan with doubtful loss, and (v) loan suffered with loss. The last three levels of loans are 
regarded as nonperforming loan (NPL) in the PRC. LBC’s NPL ratio is 1.15%, 4.28%, 2.51% and 
1.98% for 2013–2016 respectively. This is high compared to other commercial banks peers24. 
2014 was a bad year for LBC concerning its NPL, which occurred coevally with management 
turmoil and local economy transformation. But this stringent situation does not last long. In two 
years after then, the bank significantly reduced the NPL level to a controllable range. Within the 

1.98% of NPL as of the end of 2016, 0.78% are substandard loans, 0.94% are doubtful loans, and 0.25% are 
actual loss-making loans. It is noted that achievement of this high-but-controllable NPL performance 
is not easy for LBC. There are two critical barriers for LBC unable to achieve better NPL 
management: (i) LBC is a local bank and its operation is focused in Heilongjiang, while the 
province’s economy is adversely affected by the decline of resource prices; and (ii) a significant 
portion of clients of LBC is SMEs, whose credit is more vulnerable to recently worsen external 
economy. Although the bank’s structure may generally lead to poor asset quality, LBC has built a 
relatively good risk control capability since 2015, especially with regards to SMEs. In addition, 
sufficient reserves against the possible losses have been built up. The NPL provision coverage 
ratio is always maintained at more than 200% with the exception for the extraordinary year of 
2014. The NPL coverage ratio was 279.13% at the end of 2016, significantly above the regulated 
floor of 150%. The provision to loan ratio of LBC always stands above 5% in last 4 years, almost 

                                                
22 Leverage ratio = (Tier 1 capital – Tier 1 capital deduction items) / Adjusted in and off balance sheet assets 
23 Loan Risk Classification Guideline, issued by CBRC in July 2007. http://www.cbrc.gov.cn/govView_ A54880D6A 
  D5D4BB6928781203A91C93F.html 
24 The average NPL rate of banking sector is 1.00% in 2013, 1.25% in 2014, and 1.67% in 2015 (2016 NPL rate is 

believed to rise). Source: CBRC 
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two times the mandatory floor required by the regulator. It adheres to the prudent principle of fully 
considering the impact of changes on the external environment, including macroeconomic and 
government control policies on credit asset quality, and of making full provisions for impairment 
losses on loans and advances to customers. Also, more than half of savings of LBC comes from 
local governments, which is a stable source of funds, and more than half of savings are term 
deposits. These facts indicate that the major portion of LBC’s assets are of sufficient quality. LBC’s 
asset quality metrics reflects that its assets are well protected from nonperforming loans. 
 
43. Management and Staffing. LBC runs banking business strictly in compliance with 
regulatory requirements. It constantly meets mandatory requirements of the People’s Bank of 
China (PBOC) and CBRC, and has no record, as a legal person, of ever breaching the law and 
or any regulation in the past 3 years. LBC has regular training programs to make all staff—from 
the top management to employees—understand the importance of complying with the law.  
 
44. LBC’s management fully takes its unique advantages in government link and central SOE 
shareholder. The lending business of LBC between 2013 and 2016 grew on average by 14% 
annually. Net assets of LBC over the same period grew at a faster pace than total assets: on 
average at 12.2% in 2015 compared to 8.5% in 2014. It is also trying to increase non-interest 
income, which mainly derives from net fee and commission income. LBC frequently reviews 
operational performance in terms of key performance indicators. The outcomes from the last 4 
years from 2013 to 2016 are not very attractive but still OK—as illustrated in Table 3, the net profit 
margin is kept high at 27.9% in 2015, asset grows fast. The market position of LBC in terms of 
both lending business and deposit business is improved, ranked 8 in the province among banks 
and bank branches. This leads to conclusion that the LBC management is capable and 
competitive. 
 

Table 3: Longjiang Bank Corporation Management Performance Indicators 

    2013 2014 2015 2016 Average 

Total asset growth -7.6% -17.3% 51.8% 12.4% 9.8% 

Net asset growth 16.1% 8.5% 12.2% 8.5% 11.3% 

Net profit margin   33.0% 14.8% 21.3% 27.9% 24.2% 

Growth of loan and advances 33.1% 14.0% 16.2% -7.2% 14.0% 

Growth of operating revenues 17.3% 1.7% -2.9% 1.9% 4.5% 

Growth of operating costs 26.9% 45.7% -12.9% -10.6% 12.3% 

Growth of net profit 8.7% -54.6% 39.9% 33.7% 6.9% 

Net Interest spread 2.77% 2.89% 2.47% 1.83% 2.49% 

Return on equity   17.27% 7.23% 9.03% 11.71% 11.31% 

Return on 
assets 

  1.08% 0.59% 0.55% 1.10% 0.83% 

Cost/Revenue 
ratio 

  37.39% 34.93% 32.67% 30.78% 33.94% 

Source: Financial Management Assessment Questionnaire, rating report and financial statements of LBC. 
 

45.  LBC has formulated a set of standard procedures and prepared an operations manual 
for the preliminary, concurrent, and subsequent management of commercial loans, including a 
strict system for credit appraisal. This system has been demonstrated as effective in terms of 
dealing with SMEs. Especially in and after 2015, having started the restructuring of management 
system, LBC improved NPL rate a lot from 4.28% in 2014 to 2.51% in 2014 and further down to 
1.98% in 2016.  
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46. The management of LBC had weakness before. Although still making significant amount 
of profit, LBC had relatively poor ratios on return on equity (ROE)25 and return on assets (ROA)26 
in both 2014 and 2015. The two indicators are lower than industry average. Key reasons for this 
low management performance are relatively high operating costs and expenses relative to the 
bank’s revenues. The cost control capacity of LBC’s management is poor. Between 2013 and 
2015, its cost to revenue ratio, although lower than the regulatory ceiling of 45%, is kept high and 
reduced from 37.39% in 2013 to 32.67% in 2015. In 2016, however, this ratio improved to 30.78%. 
The ROE and ROA consequently jump to 11.71% and 1.1%, respectively in 2016, reaching a 
satisfactory level because of the bank’s accelerated disposal of nonperforming assets which were 
backed by sufficient cushion of NPL provisions, thus leading to little of realized loss (Asset scale 
and equity scale are reduced while the net profit is improved). 
 
47. LBC has designated its branches in related cities as financial intermediary service window. 
The related technical departments in the headquarters will, as coordinated by the headquarters 
coordination team, provide necessary technical support. This arrangement ensures good 
coordination and facilitation of cofinancing within the bank. Each city branch will form a project 
team, chaired by a responsible vice governor of the bank’s branch with members from manager 
in charge of corporate banking business, two client managers one accountant, and one cashier. 
Resources in other related departments and branches will be made available to the project, if 
necessary. This arrangement is fully staffed and will ensure the smooth operation of FIC. 
 
48. Earnings quality. As shown in Table 4, LBC’s operating revenues have maintained 
relatively stable in the last 4 years from 2013–2016. This is especially outstanding in downward 
background of economic growth in Heilongjiang province. The loans-to-deposits ratio is 
maintained between 38% and 48%, significantly lower than the regulated ceiling of 75%, implying 
a large portion of deposits is used in fixed-income security investment at relatively high efficiency. 
The NPL provisions and loan provisions are allocated in proportions far higher than the legal 
required minimum percentages. Therefore, there is no doubt that LBC’s high earning capability 
was built based on prudent operation and legal compliance, and thus could be sustainable in the 
future. 
 
49. Since 2016, PBOC has started to implement a new policy, called Macro Prudent 
Assessment (MPA), which expands its dynamic monitoring and supervision from narrowly defined 
credit such as the loans and advances to generally defined credit of a bank. By end of 2016, most 
of on-balance sheet credit activities such as loans, bond investments, equity and other types of 
investments, such as repo investments, and dues from other financial institutions etc. have been 
included in the general credit scope. Starting from 2017, the new MPA requires commercial banks 
to additionally include one of their major off-balance sheet activities, wealth management 
investment, into the scope of general credit to be monitored. The year-on-year growth rate of 
general credit of a bank including on-balance sheet activities and wealth management investment 
shall not exceed 22-25% compared to the same period target M2 growth rate. This has little 
influence on LBC since the share of wealth management investment of LBC is small and the 
growth is not rapid. 
 
50. The average interest spread earned by LBC is quite high: 2.77% in 2013, 2.89% in 2014, 
2.47% in 2015, and 1.83% in 2016, all of which are high compared to other commercial banks, 
particularly because it lends mostly to SMEs and thus is in a position for charging higher price to 
offset the potential risk. The customer base of LBC is very broad, its branches and subbranches 

                                                
25 ROE = Net Profit / Shareholder’s Equity 
26 ROA = Net Profit / Total Assets 
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can outreach a great number of enterprises and individuals and LBC has built up close 
relationship with local governments. Another factor contributing to the large interest spread is the 
bank investment performance. Governments at different levels of Heilongjiang province are very 
important clients of LBC, their funding is stable and in large scale and their funding cost is 
moderate. These factors directly lead to a relatively sustainable and moderate earning capability 
of LBC. Its financial statements from 2012 to 2016 are illustrated in Table 4.  
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Table 4: Financial Statements of Longjiang Bank Corporation  

(in CNY millions) 

 

Balance Sheet 2012 2013 2014 2015 2016

Assets

1 Cash on hand and due from central bank 33,338          31,934          31,703          31,022          26,921          

2 Due from banks and FI 60,050          37,744          8,568            2,021            1,744            

3 Lendings to banks and FI 2,000            229               183               

4 Noble metal

5 Financial assets held for trading 15,989          15,072          500               -               

6 Derivative financial assets

7 Reverse repurchase agreement 18,519          923               5,182            7,546            

8 Interest receivable 1,120            984               1,479            2,285            3,791            

9 Loans and advances to customers 34,592          46,044          52,508          60,996          56,597          

10 Available-for-sale financial assets 5,136            4,795            18,153          31,614          19,513          

11 Held to maturity investment 5,507            6,365            9,752            28,195          35,485          

12 Investment classified as receivable 7,245            25,294          16,416          51,347          87,592          

13 Long-term equity investment

14 Invested real estate 61                

15 Fixed assets 1,458            1,437            1,450            1,279            1,161            

16 Intangible asset & goodwill 152               140               140               126               108               

17 Deferred income tax asset 196               452               893               811               1,186            

18 Other assets 752               784               718               852               845               

Total assets 186,055        171,969        142,279        215,960        242,733        

Liabilities

1 Borrowing from central bank 141               207               476               280               5,516            

2 Due to banks and other FI 39,974          31,033          7,419            21,752          71,442          

3 Borrowing from banks -               1,500            304               123               700               

4 Derivative finanical liability

5 Repurchase agreements 20,554          4,832            3,122            46,146          12,209          

6 Deposits from customers 114,095        120,777        116,356        130,996        133,747        

7 Salary Payable 256               417               482               460               594               

8 Taxes payable 504               649               483               220               115               

9 Interest payable 1,157            1,335            1,439            2,131            3,224            

10 Anticipated liabilities

11 Bonds payable

12 Other liabilities 185               468               545               801               1,054            

Total Liabilities 176,867        161,219        130,625        202,909        228,602        

Shareholders' Equity

1 Equity capital 4,360            4,360            4,360            4,360            4,360            

2 Preferred shares -               

3 Capital reserve 1,709            1,721            1,721            1,721            1,825            

4 Other comprehensive income -83               338               567               

5 Surplus reserve 319               500               580               695               858               

6 Provisions for general risks 845               1,905            2,061            2,062            2,042            

7 Retained earnings 1,815            2,106            2,339            3,382            4,783            

Equity to the bank's shareholders 9,049            10,509          11,400          12,786          13,868          

Add: Minority 140               241               254               266               263               

Total Equity 9,189            10,750          11,655          13,052          14,131          

Total shareholder equity and liabilities 186,055        171,969        142,279        215,960        242,733        
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Source: LBC annual report 2013–2015, and unaudited 2016 financial statements. 
 

51. Liquidity. The overall liquidity risk of LBC is assessed to be very low. Its loans-to-deposits 
ratio is 38.76%, 46.83%, 48.45% and 42.3% in 2013–2016, respectively. This is far lower than the 
75% regulation ceiling ratio, which indicates that LBC has reserved sufficient portion of deposits 
to handle liquidity issues as regarded by regulators. 
 
52. The LCR, a key liquidity metric under Basel III, of LBC is 191% in 2013, 171% in 2014, 
176% in 2015, and 190.5% in 2016, all maintained significantly higher than the required 80% floor 
rate in 2016. Thus, LBC has complied fully with the Basel III standard of 100% from the beginning 
year when such a metric is required. 
 
53. As per the FMAQ, LBC has established CBRC-accepted procedures for conducting a daily 
liquidity pressure monitoring system to gain the necessary knowledge and skill by the time the 
bank is formally required to implement this practice. The monitoring system covers balance and 
variation of savings, balance and variation of financial market investment, extra provision amount 
and provision rate, current ratio, and maturity shortage etc., and as per regulation requirement, 
perform quota management on current ratio, loans to savings ratio, and LCR. Pressure test is 
carried out on a regular basis as well. Emergency measures that could be taken by LBC 
management include: (i) enhance the asset allocation quota management; (ii) improve active debt 
raising capacity, expand debt sources while improving the debt stability; and (iii) improve liquidity 
portfolio management capacity and ensure the reserve of highly liquid assets is appropriately 
maintained. 
 
54. Sensitivity. Most of LBC’s loans are secured loans. Most of LBC’s loans are in secured 
position. The credit loans only account for 7% of all outstanding loans as of the end of 2015. The 
other 93% are either guaranteed, mortgaged or pledged loans. This position well protects LBC 
from possible credit risk. The following table summarizes the loan classification of LBC: 
 

Income Statement 2012 2013 2014 2015 2016

Net interest revenues 4,584            5,365            5,333            4,631            5,100            

Net service fee revenues 116               220               366               376               527               

Investment return 11                7                  5                  513               

Other revenues 76                25                8                  26                23                

Operating income 4,787            5,618            5,712            5,546            5,650            

Operating expense 2,514            3,191            4,650            4,052            3,621            

Operating profit 2,274            2,427            1,062            1,494            2,029            

Plus: non-operating income 31                40                57                54                16                

Less: non-operating expense 35                5                  12                3                  15                

Profit before tax 2,269            2,462            1,108            1,545            2,031            

Less: income tax 562               606               265               366               455               

Net profit 1,708            1,856            843               1,179            1,576            

Cashflow Statement 2012 2013 2014 2015 2016

Net cashflow from operating activities 23,254          -9,429           -6,477           69,817          

Net cashflow from investment activities -5,233           -17,448         -5,700           -63,909         

Net cashflow from financing activities 1,103            -223             -360             -11               

Influence on cash due to exchange rate change 2                  -19               1                  3                  

Cash increase/(decrease) for the year 19,125          -27,119         -12,536         5,900            -               

Plus: opening balance of cash & equivalent 30,866          49,991          22,872          10,336          

Ending balance of cash and cash equivalents 49,991          22,872          10,336          16,236          -               
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Table 5: Loan Classification 

 
Source: LBC 2015 annual report 

 
55. LBC has started to accumulate experience in foreign exchange transactions in floating 
rates linked with LIBOR since 2013. Through these transactions, it builds up a broad customer 
base and is in a good position to sense the moves of foreign currency interest rate and exchange 
rate, enabling itself to provide advices and early warning to city PMOs on hedging the related 
foreign currency exchange rate and interest rate risks. On the other hand, LBC’s profitability is 
NOT sensitive to the fluctuations of foreign exchange rate and interest rate. The following table 
illustrates that LBC has very limited exposure to foreign exchange risk and interest risk in 2015. 
This situation does not change very much in 2016 but the data will be available in April. 
 

Table 6: Risk Sensitivity 

 
Source: LBC 2015 annual report 

 
56. Longjiang Bank Corporation’s financial management system. LBC applies accrual 
accounting in compliance with the PRC’s ASBE. The ASBE accounting standards are consistent 
with IAS in most aspects applicable to banks as well. In addition, banks shall make their financial 
management in compliance with the Financial Rules for Financial Institutions, promulgated by 
MOF in December 2007. LBC adopted a computerized enterprise resource planning software for 
the financial and accounting management provided by Yongyou, which is deemed in compliance 
with all related legal requirements. Its financial and accounting department in the headquarters 
has 21 accounting professionals. Its headquarters has an internal audit department. All internal 
auditors hold bachelor degrees or higher and most of them have rich auditing experience. Each 
year, LBC’s financial department will organize an external audit for its financial statements. 
Between 2013–2015, Beijing Branch of Deloitte Touche Tohmatsu Certified Public Accountants 
(Special General) were engaged as LBC’s external auditor. For the 3 years, they provided 
unqualified opinions on LBC’s financial statements. 
 
57. LBC has a complete set of managerial procedures for accounting, asset and cash 
management, and recording and processing transactions. The procedures meet the requirements 
of banking regulator and Heilongjiang SASAC and are recognized as complete and effective. 
 
58. Audit arrangement. LBC has established its own audit department in charge of the 
internal audits for the group company and its subsidiaries. This audit department directly reports 
to the audit committee of the board of directors. It has established basic internal audit codes in 
compliance with national and provincial regulation on accounting and verification of cost, 

Amount in CNY million 2014 2015 2014 2015

Credit loan 2,251            4,526            4.0% 7.0%

Guaranteed loan 19,420          13,466          34.6% 20.9%

Mortgage loan 28,538          23,052          50.9% 35.7%

Pledged loan 5,866            23,455          10.5% 36.4%

SUM 56,074          64,499          100% 100%

In amount In percentage

Amount in million CNY

Regulation 2015

≤20 0.23

≤15 -17.61

0.62Potential Investment loss

Percentage of foreign EX exposure

Interest risk sensitivity

Market Risk
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expenditures, and revenues, and on avoiding leaks, fraud and corruption. Its tasks include the 
audit of (i) revenues and expenditures, (ii) asset management, (iii) performance of top 
management leaders of the corporation as well as the corporation’s subsidiaries, and (iv) projects’ 
implementation process. It is also responsible for drafting the internal audit rules applicable in the 
bank. It can assign audit tasks to branches and sub-branches. This department has 15 employees, 
all of which have a bachelor’s degree or a higher degree and hold professional qualifications as 
auditors. Including audit staff in branches and sub-branches, the bank totally has 51 auditing 
professionals. 
 
59. LBC is subject to annual external audits by a certified public accounting firm accredited by 
Heilongjiang SASAC in accordance with the PRC’s Auditing Standards and the tasks assigned by 
Heilongjiang SASAC. LBC’s external auditor in 2012 through 2015 is Beijing Branch of Deloitte 
Touche Tohmatsu CPAs (Special General Partnership). The review of the external audit reports 
confirmed that the external auditors had no qualified opinions for the last 4 years. 
 

60. Financial forecast of Longjiang Bank Corporation. To comply with the bank’s mid- to 
long-term development plan and to meet provincial finance bureau’s requirement of positioning 
the bank as a significant player in providing financing support for local economy transformation 
and development, LBC has developed a 3-year rolling development plan for 2017-2019, which 
was approved by the board of directors and is used as the corporate’s business development 
guidelines. Key indicators in the development plan as shown in Table 7. The plan is assessed to 
be a reliable projection of LBC’s future financial standing, because it will be used to evaluate the 
top management’s performance. 

 
Table 7: Key Financial Data for Longjiang Bank Corporation, in CNY billion 

 
Source: 3-year rolling business plan of LBC; RMB = risk management department.  

 
61. The plan’s projections of LBC’s near term business development indicate that (i) LBC will 
maintain a steady growth in its assets scale and operating revenues; (ii) LBC’s CAR will be 
maintained at a stable ratio higher than 11%; (iii) LBC’s profitability will continue to improve; and 
(iv) LBC will control its NPL rate at an acceptable level, considering the context of large portion of 
SME loans and Heilongjiang’s downward economical pressure. 
 
62. To conclude, LBC is assessed to maintain high financial management standards and show 
satisfactory financial performance acceptable to ADB to be the financial intermediary for cities 
that choose it to do so because of the following reasons: 

(i) It has a good performing banking system specialized in SME financing. In last 5 
years, LBC has been profitable even during crisis period, its risk control capacity 
has been enhanced, and its NPL provisions are sufficiently appropriated. The bank 
is expected to sustainably run the banking business for the entire ADB loan term 

2017 2018 2019

254.00       267.00       300.00       

67.38         66.86         72.18         

138.80       136.10       141.30       

1.72           2.04           2.24           

5.45           5.88           6.29           

＞2.5% ＞2.5% ＞2.5%

2.21%

11% 11% 11%CAR

To be specified by RMD

Indicators

Total Assets

Loans

Deposits

Net Profit

Operating revenues

Provision to loan

NPL rate
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of 15 years, as evidenced by its AA rating with positive outlook, and its business 
plan. 

(ii) LBC fully complies with the CBRC’s banking regulatory rules. 
(iii) LBC’s management system is improving. It is under the government, provincial 

SASAC and banking regulator’s strict supervision and the systematic corruption 
risk is low. 

(iv) Willingness to cooperate, as illustrated by setting up a coordination team in 
headquarters and allocating sufficient human resources, providing cofinancing at 
committed leverage ratio, providing DD services, promising to modify its SME 
collateral standards, and establishing ESMS to meet ADB’s requirement 

(v) Since the FIC is focused on SMEs, LBC’s accumulated skills and experience in 
dealing with SMEs can benefit the smooth and successful implementation of the 
FIC. Of course, when extending longer term larger sized loans to SMEs, LBC still 
needs risk sharing and technical support from the city PMOs. 

(vi) Roles of LBC designated in the FIC complementary and mutually beneficial to its 
business development strategy: scaling up SME financing, enhancing green image, 
and improving its risk control capability 

 
63. It is also noted that LBC needs capacity building on ADB disbursement and ESMS from 
ADB and technical assessment support for project financing from the city PMOs. 
 
E. Harbin Bank Corporation 

64. Role and financial management responsibilities of Harbin Bank Corporation. As of 
end of March 2017, HBC was named by Jixi City and Qitaihe City as the financial intermediary. It 
will provide financial services and cofinancing for Jixi and Qitaihe the same way as LBC will do 
for Hegang  and Shuangyashan. Its financial management system and sustainability are 
carefully examined in this assessment as well. Same as LBC, HBC is also assessed by using 
CAMELS model and FAM questionnaire technique. 
 
65. Background. HBC is a joint-stock city commercial bank established in July 1997, based 
on the authorization of the PBOC designated as YinFu [1997] No. 69 “Approval upon the opening 
of Harbin Urban Cooperative Bank”. The bank obtained its finance permit No. B306H223010001 
from the CBRC and business license No. 912301001275921118 from the Market Supervision 
Administration of Harbin. Its registered office is located at No. 160 Shangzhi Avenue, Daoli district, 
Harbin, Heilongjiang. On 31 March 2014, HBC got listed in the main board of Hong Kong 
Exchanges and Clearing Limited (stock code: 06138.HK), making it the 3rd city commercial bank 
of the PRC to be listed in Hong Kong’s stock exchange, and the first commercial bank in PRC’s 
northeast region which went public through an Initial Public Offering. Main business domains of 
HBC include (i) deposit service, (ii) loan service, and payment, and (iii) settlement services, as 
well as other banking services approved by CBRC. Its business outreach is in the process of 
expansion and expands quickly. As of June 2016, it has 7000 employees and has 351 branches, 
subbranches, owns 24 village and township banks, one capital leasing company and one 
consumer finance company.  
 
66. The banking businesses of HBC comprise (i) small and micro financing, (ii) agriculture-
farmer-village loan, (iii) expanded business layout covering both city commercial banking, village 
and township banking, consumer finance, and capital leasing, and (iv) Sino-Russia financial 
services. HBC was awarded by CBRC for 5 years in a row for its excellent performance in small 
credit business, which includes: loan to individuals, loan to tiny enterprises and loan to small 
enterprises. As of December 2016, the balance of its outstanding small credit amounted to CNY 
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167.7 billion, accounting for 83% of the bank’s overall loan portfolio, 8% higher than that in 2015. 
In relation to the FIC, HBC has been the main stream bank for Sino-Russia financial services for 
a long term and maintained a leading position among its domestic peers. As of June 2016, the 
bank’s financial services to Russia generated operating income of CNY 115.6 million, a 25.7% 
rise from the same period of 2015. Its international settlement reached $1.45 billion in the first half 
of 2016, representing a year-on-year increase of 10%. This financial service enables the bank to 
accumulate a lot of experience and knowledge of foreign exchange risk and interest rate risk. 
 



Heilongjiang Green Urban and Economic Revitalization Project  
(RRP PRC 49021-002) 

 

Figure 4: Organizational Structure of HBC 

 



Heilongjiang Green Urban and Economic Revitalization Project  
(RRP PRC 49021-002) 

 

 
67. HBC is in fact controlled by the Harbin SASAC. But its shareholding structure is relatively 
dispersed. Harbin Economic Development and Investment Co., the largest shareholder, holds 
19.65% of its shares on behalf of Harbin Finance Bureau. The second largest shareholder is 
Fubon Life Insurance Co., who is a Taiwan,China-based insurance company and owns 7.03% of 
its shares through Hong Kong Exchanges and Clearing Ltd. Heilongjiang Xinyongsheng 
Commerce & Trade Co., Heilongjiang Tiandi Yuanyuan Network Tech. Co., Heilongjiang Tuokai 
Economic and Trading Co., and Heilongjiang Tongda Investment Co., holding 5.82%, 5.20%, 4.75% 
an 3.26%, totally 19.03% of HBC’s shares had been recognized on Internet to have some relation 
with Mingtian Holdings Co., a Beijing-based investment company. Although these companies are 
owned by different individuals, some of them were reported to have similar trust financing practice: 
Tiandi Yuayuan, Tuokai, Xinyongsheng had borrowed hundreds of millions CNY through a series 
of trust plans from one same trust company using their HBC stock shares as pledge27. However, 
when ADB staff and consultants met with HBC management, the vice director of board office, Mr. 
YANG Jingxi, confirmed that: (i) the bank is actually controlled by Harbin government through 
Harbin SASAC; (ii) all members of board of directors, board of supervisors and top management 
are not directly or indirectly appointed by Mingtian Holdings Co.; and (iii) Xinyongsheng, Tiandi 
Yuanyuan, Tuoka and Tongda have confirmed to the bank they are financial investors omly, and 
their pledge of HBC shares are just for fund raising, but not for transferring voting rights to any 
other related parties. In addition, HBC is preparing for IPO in Shanghai Stock Exchange, and has 
passed China Securities Regulatory Commission’s preliminary check. The bank’s lawyer had 
done a pass-through examination of its top 90 shareholders until tracking to final individual 
investors. Result of that survey suggests no relation between the above mentioned 4 companies 
and no link to Mingtian Holdings Co.28 Table 8 illustrates the top 10 shareholders of HBC. 
 

Table 8: Top 10 Shareholders (as of December 2016) 

 
Source: HBC Annual Report 2016 

 
68. Generally, HBC has performed well in the past five years. It is ranked the 207th among top 
1000 banks worldwide and 31st among the domestic banks by the Bankers magazine in 2016. It 
is also selected by CBRC from hundreds of city commercial banks as one of 12 leading banks in 
the bellwether program. HBC was rated AAA with stable outlook, by the China Lianhe Credit 
Rating Co., for two years continually (July 2015-July 2016), up from AA+ rating in 2014. Its 
monitored performance metrics are shown below: 

                                                
27 http://finance.chinanews.com/fortune/2014/05-07/6145082.shtml  
28 The lawyer’s survey report and other confidential information of HBC can be made available to ADB after signing 

non-disclosure agreement with the bank. 

Proportion

19.65%

7.03%

6.55%

6.55%

5.82%

5.20%

4.75%

4.43%

3.65%

3.26%

66.89%

CITIC Capital Holdings Ltd. Subsidiary of Listed Company

Heilongjiang Tongda Inv. Co. Subsidiary of Listed Company

SUM

Heilongjiang Tiandi Yuanyuan Network Tech. Co. Private legal person

Heilongjiang Tuokai Economic and Trading Co. Mingtian controled

Huaxia Life Insurance Subsidiary of Listed Company

Harbin Kechuang Xingye Inv. Co. Private legal person

Heilongjiang Keruan Software Tech. Co. Private legal person

Heilongjiang Xinyongsheng Commerce & Trade Co. Private legal person

Name of shareholder Nature of shareholder

Harbin Economic Dev. Investment Co. Harbin state-owned assets

Fubon Life Insurance Foreign legal person

http://finance.chinanews.com/fortune/2014/05-07/6145082.shtml
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Table 9: Regulatory Metrics of Harbin Bank Corporation 

 
Source: CBRC website, HBC FMAQ and HBC annual reports. 

 
69. It is noted that HBC lacks the experience of onlending international financial intermediary 
loans and extends only a little of project financing to SME projects. Although SME loans account 
for about 80% of its portfolio, its loan to SMEs are usually short term, small sized and corporate 
based lending. There is a need of ADB FIC training and project financing training for the sample 
projects especially on the technical assessment, and proper establishment of collaterals including 
defining scope of acceptable collaterals and collateral value discount. 
 
70. It shall be required that, same as the requirement on LBC, HBC shall modify its collateral 
practice on a prudent basis to take the advantage of risk sharing instruments provided under the 
FIC. Particularly, it shall widen the acceptable collaterals to cover other valuable things such as 
subproject’s future cash flows (if reliable), invention patents of advanced technologies, private 
equity etc., and it shall reduce the discount rate when compute collateral value, so as to enable 
longer term and larger amount of project loan to SMEs. The FIC can be used in form of working 
capital loan with a larger amount to finance SMEs as well. 
 
71. Capital adequacy. As required by CBRC, HBC adjusted its asset values at risk and 
controlled different tiers of capital adequacy ratios after 2013 in a way compliant with Basel III 
Accord. Known from Table 9 above, from 2013 to 2016, its capital adequacy ratio was 11.95% in 
2013, to 14.64% in 2014, 11.64% in 2015, and 11.97% in 2016 and its tier 1 core capital adequacy 
ratio moved from 10.68% in 2013, 13.94% in 2014, 11.14% in 2015 and 9.34% in 2016, fully 
complying with the new regulation requirement. Review of the bank’s capital adequacy reveals 
that this legal requirement is fully satisfied by HBC. With sufficient capital, HBC has relatively wide 
space to expand business in the future. HBC also has plan to get listed in Shanghai Stock 
Exchange. It has passed the preliminary check of China Securities Regulatory Commission and 
is in the waiting list for IPO approval. Once this A-share listing is approved, HBC can obtain a 
great deal amount of incremental capital and significantly enhance its CAR position. 
 
72. Similar as LBC, the new MPA policy of PBOC has little impact on HBC since its wealth 
management business is small, amounting to CNY 59.5 billion, just 0.03% of its total loan portfolio 
as of December 2016. 
 
73. Asset quality. HBC also adopts CBRC guidelines for loan classification and management 
of asset quality. HBC’s NPL ratio is 0.85%, 1.13%, 1.40% and 1.53% for 2013–2016 respectively, 

China Ref. Basel III 2016 2015 2014 2013

≥10.5 ≥10.5 11.97         11.64         14.64         11.95         

≥8.5 ≥7.5 9.35           11.14         13.94         10.68         

≥7.5 ≥6 9.34           11.14         13.94         10.68         

≤5 1.53           1.40           1.13           0.85           

≥25 n.a. 49.78         43.66         45.69         43.20         

≥80 ≥100 129.64       133.09       113.65       104.44       

≤75 58.76         48.46         42.94         41.94         

≤10 2.39           3.02           3.16           4.50           

≤15 4.20           6.44           5.96           7.45           

≥150 ≥150 166.77       173.83       208.33       268.34       

≥2.5 ≥2.5 2.55           2.43           2.35           2.29           

≥4 ≥3 n.a n.a. n.a. n.a.

≤45 28.60         31.35         35.15         36.74         Cost/Revenue ratio

Tier 1 CAR

Tier 1 core CAR

Non-performing loan ratio

Current Ratio

Liquidity Coverage Ratio

Loan to deposit ratio

Single client concentration

Single group client concentration

NPL Provision coverage

Provisions to loan ratio

Leverage Ratio

Capital adequacy ratio

Item(%)
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significantly lower than industry average29, demonstrating a high risk control capacity. Within the 
1.53% of NPL as of the end of 2016, 0.58% are substandard loans, 0.69% are doubtful loans, and 
only 0.25% are actual loss-suffering loans. On the other hand, reserves against the possible loss 
of the NPL have NOT been appropriately set aside. The NPL provision coverage ratio is declining 
sharply from 268.34% in 2013 to 166.77% in 2016, which is still more than the regulated floor of 
150%. In addition, the provision to loan ratio of HBC has been always lower than 2.5%; which is 
lower than the regulatory floor over the last 3 years 2013-201530. It only improved to  2.55% by 
the end of 2016, so as to catch up with the mandatory deadline. 
 
74. On the other hand, since in 2016 HBC has generated CNY 7.78 billion of profit before 
provision, its outstanding loan balance is CNY 196 billion and its NPL amount is just CNY 3.08 billion, 
even if increasing 0.5% more provision to loan, which will lead the provision to loan ratio from 2.55 to 
3.05, the profit will be reduced by CNY 1.01 billion only, and the NPL provision will significantly 
increase by 33% to over 200%, a safe position from threshold. Therefore, examination of HBC’s asset 

quality metrics suggests that its assets are still well protected from nonperforming loans. 
 
75. Management and staffing. HBC is a Hong Kong-listed commercial bank and is fully 
market-oriented. HBC’s management is efficient in expanding business and utilizing its assets 
and capital to generate more return to investors. The total asset growth and net asset growth in 
the last four years are very impressive, averaged at 19.1% and 22.4% respectively. 
 

Table 10: Harbin Bank Corporation Management Performance Indicators 

    2013 2014 2015 2016 Average 

Total asset growth 19.3% 6.7% 29.5% 21.2% 19.1% 

Net asset growth 17.7% 49.7% 12.1% 10.3% 22.4% 

Net profit margin 39.5% 37.5% 37.8% 35.0% 37.4% 

Growth of loan and advances 21.4% 16.9% 19.9% 35.5% 23.4% 

Growth of operating revenues 10.8% 20.0% 16.5% 18.6% 16.5% 

Growth of operating costs 18.7% 23.5% 6.8% 65.0% 28.5% 

Growth of net profit 17.4% 13.9% 17.4% 10.0% 14.7% 

Net Interest spread 2.56% 2.49% 2.47% 2.47% 2.50% 

Return on equity 18.36% 15.46% 14.23% 14.01% 15.52% 

Return on assets 1.14% 1.15% 1.14% 1.01% 1.11% 

Cost/Revenue ratio 35.85% 35.04% 31.75% 28.60% 32.81% 

Source: Financial Management Assessment Questionnaire, rating report and financial statements of HBC. 
 

76.  HBC has formulated a set of standard procedures and prepared an operations manual 
for the preliminary, concurrent, and subsequent management of commercial loans, including a 
strict system for credit appraisal. This system has been demonstrated as effective in terms of 
dealing with SMEs. Interest spread earned by HBC is high, averaged at 2.5% in last 4 years while 
cost/revenue ratio is medium, averaged at 32.8% with favorable declining trend, leading to a 
satisfactory ROE (15.5% on average) and ROA ratios (1.11% on average). 
 
77. HBC designated its Corporate Banking Department in the headquarters in Harbin as the 
leading coordination entity and Qitaihe branch will be financial intermediary service window. The 
related technical department including ESMS staff in the headquarters will provide necessary 
technical support. This arrangement gives them advantage of good coordination and facilitation 

                                                
29 Average NPL rate of banking sector in 2015 is 1.67% and is believed to rise in 2016. 
30 Before the end of 2016, the 2.5% provision to loan ratio is required to calculate and indicative but not mandatory. 
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of cofinancing within the bank. Each city branch will to form a project team, chaired by a 
responsible vice governor of the bank’s branch with members from manager in charge of 
corporate banking business, two accountants, and one cashier. Resources in other related 
departments and branches will be made available to the project, if necessary. This arrangement 
is fully staffed and will ensure the smooth operation of FIC. 
 
78. Earnings quality. As shown in Table 11, HBC’s operating revenues mainly come from net 
interest revenues (about 82% in 2016). Its commission fee revenues constitute the next largest 
portion, accounting about 17% in 2016. 
 
79. The average interest spread earned by HBC is quite high: 2.56% in 2013, 2.49% in 2014, 
2.47% in 2015, and 2.47% in 2016, all of which are high compared to other commercial banks. 
Although competition becomes fierce, the bank has maintained a solid customer base. The SME 
loan share increases from 75% in 2015 to over 80% in 2016. The high SME loan portion enables 
the bank to keep the interest spread at a high level. With the declining cost to revenue ratio driven 
by the improved management system efficiency, HBC builds up a relatively sustainable and strong 
earning capability and profitability. Its operation revenues grow on average for the last 4 years at 
16.5% and the net profit margin remarkably averages at 37.4%. Its financial statements from 2012 
to 2016 are illustrated in Table 10.  
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Table 11: Financial Statements of Harbin Bank Corporation 
(in CNY millions) 

 

Balance Sheet 2012 2013 2014 2015 2016

Assets

1 Cash on hand and due from central bank 51,859          51,552          53,871          54,566           67,010          

2 Due from banks and FI 19,947          33,871          28,207          30,035           34,000          

3 Lendings to banks and FI

4 Noble metal -               

5 Financial assets held for trading 7,879            2,512            1,913            2,840             1,704            

6 Derivative financial assets 19                 71                

7 Reverse repurchase agreement 51,746          51,111          37,267          51,028           14,539          

8 Interest receivable

9 Loans and advances to customers 85,298          103,515        121,014        145,062         196,488        

10 Available-for-sale financial assets 43,301          68,524          84,735          136,140         190,453        

11 Held to maturity investment . 1,234            

12 Investment classified as receivable 4,160            10,448           15,096          

13 Long-term equity investment 1,017            964               1,045            1,156             

14 Invested real estate

15 Fixed assets 6,038            7,315            7,952            8,735             8,718            

16 Intangible asset & goodwill

17 Deferred income tax asset 258               334               460               649                1,415            

18 Other assets 2,747            2,478            3,016            4,172             8,288            

Total assets 270,090        322,175        343,642        444,851         539,016        

Liabilities

1 Borrowing from central bank 595               787               1,717            764                507               

2 Due to banks and other FI 36,524          50,611          59,620          52,029           12,382          

3 Borrowing from banks 3,400            8,138             80,513          

4 Derivative finanical liability 1                  24                 90                

5 Repurchase agreements 22,833          19,091          6,003            12,145           13,694          

6 Deposits from customers 186,642        224,178        232,197        306,818         343,151        

7 Salary Payable

8 Taxes payable 311               263               492               508                826               

9 Interest payable

10 Anticipated liabilities

11 Bonds payable 3,500            3,500            4,498            23,270           41,883          

12 Other liabilities 2,749            3,818            5,551            7,308             8,634            

Total Liabilities 253,153        302,248        313,479        411,003         501,681        

Shareholders' Equity

1 Equity capital 7,560            8,247            10,996          10,996           10,996          

2 Preferred shares -                

3 Capital reserve 6,025            7,450            13,048          13,921           7,636            

4 Other comprehensive income -28               

5 Surplus reserve 2,410            

6 Provisions for general risks 5,481            

7 Retained earnings 3,179            4,031            5,487            8,183             10,014          

Equity to the bank's shareholders 16,765          19,728          29,530          33,100           36,508          

Add: Minority 172               200               632               748                827               

Total Equity 16,937          19,927          30,163          33,848           37,335          

Total shareholder equity and liabilities 270,090        322,175        343,642        444,851         539,016        
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Source: HBC annual reports 2013-2016 
 

80. Liquidity. The overall liquidity risk of HBC is assessed as very low. Its loans-to-deposits 
ratio is 43.2%, 45.69%, 43.66% and 58.76% from 2013 to middle 2016 respectively. This far lower 
than 75% regulation ceiling ratio indicates that HBC has reserved sufficient portion of deposits to 
handle liquidity issues as regarded by regulators. 
 
81. The lLCR of HBC is 104% in 2013, 114% in 2014, 133% in 2015, and 239.45% in 2016, 
all maintained significantly higher than the required 80% floor rate in 2016. Thus HBC has fully 
met the Basel III standard of 100% from the beginning year when such a metric is required to 
calculate. 
 
82. Sensitivity. The bank conducts its business mainly in domestic currency Chinese Yuan, 
with certain transactions dominated in $, HKD, Russian rubles (RUB), and to a lesser extent, other 
currencies. Transactions in foreign currencies arise from its treasury operations and foreign 
exchange deals. The exchange rate of CNY to $ is managed under a floating system. The 
following table indicates the effect on profit before tax for 1% depreciation of $, HKD and RUB 
against CNY. Compared to its profit before tax in 2016, CNY6446 million, HBC’s exchange rate 
sensitivity is very small and influential.  
 

Table 12: Currency Risk Sensitivity (Amount in million CNY) 

 
 

83. As per HBC annual report 2016, for 1% increase in prime interest rate, which is a large 
change considering China’s interest rate is relatively high, the bank is exposed to CNY 330 million. 
This sensitivity does not consider the management’s possible response to unfavorable change of 

Income Statement 2012 2013 2014 2015 2016

Net interest revenues 6,658            6,818            8,398            9,633             11,573          

Net service fee revenues 679               1,247            1,600            1,959             2,393            

Investment return -87               -47               -57               31                 13                

Other revenues 462               525               312               322                192               

Operating income 7,711            8,544            10,253          11,945           14,172          

Operating expense 3,026            3,591            4,433            4,737             7,817            

Operating profit 4,686            4,953            5,819            7,208             6,355            

Plus: non-operating income 10                15                17                49                 91                

Less: non-operating expense 837               518               709               1,338             

Profit before tax 3,859            4,450            5,127            5,919             6,446            

Less: income tax 987               1,079            1,287            1,409             1,483            

Net profit 2,871            3,371            3,841            4,510             4,962            

Cashflow Statement 2012 2013 2014 2015 2016

Net cashflow from operating activities 22,022          8,619            -1,451           47,339           27,869          

Net cashflow from investment activities -16,028         -18,812         -12,012         -48,286          -48,379         

Net cashflow from financing activities 5,007            -333             7,056            17,386           16,442          

Influence on cash due to exchange rate change 1                  -11               31                54                 70                

Cash increase/(decrease) for the year 11,002          -10,536         -6,375           16,493           -3,998           

Plus: opening balance of cash & equivalent 53,092          64,094          53,558          47,183           63,676          

Ending balance of cash and cash equivalents 64,094          53,558          47,183          63,676           59,678          

Currency Change in EX rate 2016 2015

USD -1% (20.73) (19.80)

HKD -1% 0.19 0.25

RUB -1% (0.68) (1.97)

Effect on profit before tax



 37 

interest rate. Even so, the amount is small compared to its pre-tax profit, CNY 6,446 million in 
2016. 
 

84. Most of HBC’s loans are secured loans. Credit loan (unsecured) accounts only 10.7% at 
end of 2015 and increases to 19.6% at end of 2016 of its total loan portfolio. Still, HBC is well 
protected from collaterals and thus credit risk sensitivity is low to HBC. 
 

Table 13: Loan Classification 

 
 

85. Harbin Bank Corporation’s financial management system. HBC also applies accrual 
accounting and adopts PRC’s ASBEs. In headquarters, it has 28 qualified financial professionals 
and accountants, and within the bank, it has totally 117 qualified financial professionals and 
accountants. 
 
86. As a Hong Kong-listed bank, HBC has been committed to maintaining business integrity 
and international standards of modern corporate governance. The board of directors, supported 
by Development Strategy Committee, Nomination and Remuneration Evaluation Committee, 
Audit Committee, and Risk Management and Related Transaction Control Committee, bears the 
ultimate responsibility for major decision making, establishment and development of internal 
control, and the compliance of the bank’s operating activities with related domestic and Hong 
Kong laws and regulations. The audit committee of board of directors directly supervises the 
Internal Audit Department for carrying out internal audit tasks and arranging for external audit. 
Under the board of directors, there is an investment management office responsible for major 
investment decisions. In principle, the top management led by the bank’s governor is responsible 
for daily operation as per strategies set up by the board of directors. When making decisions, the 
top management is backed several functional committees, including: Microcredit Management 
Committee, Credit Review Committee (responsible for large amount loan approval), Risk 
Management Committee, Assets and Liabilities Management Committee, IT Management 
Committee, Nonperforming Assets Management Committee, and Performance Evaluation and 
Management Committee. These functional committees, mostly chaired by top management with 
related experts and middle level bank officials as committee members, will discuss and research 
issues reported by the operation desks and formulate review opinions. The committee’s review 
opinion will be a solid reference for the top management to make final decision. In addition, under 
the board of supervisors, there is a Supervision and Evaluation Committee, which can ask for 
internal audit on specific issues as it thinks necessary. 
 
87. Decision procedures of Harbin Bank Company’s credit extension operation. HBC 
also established a coordination team with six members from all related departments in the 
headquarters chaired by the head of Corporate Banking Department. This coordination team will 
be responsible for coordinating the timely review and approval of SME borrowing applications 
submitted by related branches under the FIC. Within in the Corporate Banking Department of 
headquarters, an environmental and social expert has been hired by HBC to conduct the 
necessary ESMS check on all subprojects as per ADB requirements. In the related project city, 
namely Qitaihe, the bank’s branch has also designated an operation team with four members 

Amount in CNY million 2015 2016 2015 2016

Credit loan 15,865          39,508          10.7% 19.6%

Guaranteed loan 44,329          50,186          29.8% 24.9%

Mortgage loan 77,031          95,662          51.8% 47.4%

Pledged loan 11,451          16,272          7.7% 8.1%

SUM 148,675        201,628        100% 100%

In amount In percentage
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headed by Qitaihe Branch Vice President for implementation of the FIC in Qitaihe. Qualification 
and professional experience of related staff have been reviewed by ADB PPTA consultants and 
deemed as sufficient. 
 
88. HBC adopts similar due diligence procedures as LBC in the front office departments at 
branch or sub-branch level. Applicable to the SME subprojects under the FIC, after the due 
diligence report passes the front office department’s review, the case will be submitted to the 
credit extension center at the branch level for appraisal. The Credit Extension Centre at branch is 
led by the Credit Management Department in headquarters. If passing the appraisal by credit 
extension center, the loan application will be presented to Loan Approval Committee for approval. 
The loan approval committee is called on by the Credit Management Department and usually 
consists of at least five experts or high-rank officers. Since most SME loans under the FIC shall 
be lower than CNY100 million, this loan approval committee will be the final decision maker for 
them. 
 
89. HBC has established an effective internal control system in compliance with the related 
domestic and Hong Kong regulations. It covers five major aspects: internal environment, risk 
assessment, control activities, information and communication, and internal supervision. This 
provides a comprehensive process control over various operations of the bank. internal credit 
rating system under the new capital accord and set up access, quota, and multidimension risk 
pricing standards with respect to regions, industries, products and high risk events. The access 
standards are imbedded into the online system to achieve rigid management and control while 
quota template with Risk Adjusted Return on Capital calculation model is designed offline to 
conduct regular monitoring on the effectiveness of risk management performed by the bank’s 
branches. Performance appraisal system was also included to place more emphasis on branches 
and ensure the effective cooperation between risk policy and management. HBC’s internal control 
system has been proved to well function in practice. As required by the regulator, HBC has 
established its Anti-Money Laundering (AML) management system. By enhancing know-your 
customer practice and customer risk rating management, continuously optimizing its AML 
capacity building and timely updating the AML black list, the bank has improved its ability to 
independently monitor suspicious transactions and the quality of its AML monitoring work. The 
bank has actively assisted in AML investigations initiated by the regulatory authorities, organized 
AML trainings and promotion campaigns to educate its employees, and set up good internal and 
external AML environments, thereby effectively contributing to the security of the financial system. 
 
90. Review of the corporate governance structure of HBC has revealed that it, as a listed city 
commercial bank with relatively dispersed shareholding structure, has sufficient managerial 
autonomy, effective internal control and commercially oriented governance to compete in the 
fierce banking market of the PRC. 
 
91. Audit arrangement. The bank has established an independent and vertical internal audit 
management system. The Board is responsible for building and maintaining a sound and effective 
internal audit system. The Board has established under it an audit committee, which is 
accountable to the Board. The Internal Audit Department of the bank, staffed with 38 professionals 
in headquarters and 168 professionals within the bank, shall report to the audit committee and is 
responsible for internal audit on the operation and management of the bank. The Internal Audit 
Department exercises its independent right of internal audit as authorized by the Board, not 
subject to intervention by any other departments or persons. Neither does it take part in any 
specific operating activities within the scope of duties of other departments. The supervision focus 
of the bank’s Internal Audit Department is on key risks, key business, key departments and key 
personnel. It carried out comprehensive audit on branches, sub-branches, and village and 
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township banks, individual audit on management members for term of office, special audit on key 
projects.  

 
92. The bank is subject to external audit by qualified CPA firms. From 2013 through middle 
2016, it continually hires Ernst & Young Huaming CPA LLP as external audit. Review of the 
external audit reports confirmed that the external auditors had no qualified opinions for the last 4 
years. 
 
93. To conclude, HBC well complies with the PRC’s banking regulation and has well performed 
in all key indicators. It is expected to sustainably run the banking business for the entire ADB loan 
term of 15 years. Its implementation team is fully staffed and competent. It is eligible for the 
required services for entrusted loan and for providing cofinancing and risk management advice 
on a necessary basis. HBC needs the special training on ADB disbursement and ESMS and 
technical assessment support from the city PMO for project financing. Also, it shall expand 
collateral scope, reduce collateral discount and extend loan term when lending to SMEs under 
the FIC. 
 
F. Heilongjiang Xinzheng Investment and Guaranty Corporation 

94. Role and financial management responsibilities of Heilongjiang Xinzheng 
Investment and Guaranty Corporation during loan implementation. Under the FIC, XZGC 
will function as auxiliary financial intermediary to loan guarantee to non-agriculture SME 
subprojects on the basis of CCF support. The subprojects will still be assessed by the related 
bank first, and if the bank, after the due diligence investigation, decides not to provide its own 
capital loan, they will be referred to the related guarantee companies, particularly, to XZGC if the 
subprojects are in non-agriculture sectors, to HACG if in agriculture-related sectors. In case of 
XZGC, if XZGC decides, after its own due diligence, to provide financing support, it will get the 
CCF support from the related project city and based on that it will provide necessary loan 
guarantee to the lending bank. Otherwise, the subprojects will be referred to the related project 
city PMO for further appraisal. Generally, XZGC will be responsible for following activities: 
 

(i) Reach a cooperation framework agreement with the project cities and sign it. 
(ii) Carry out due diligence on the subprojects referred to by the project city PMOs. 
(iii) If it accepts to provide loan guarantee on the basis of CCF. it will sign a risk-sharing 

agreement with the city PMO, the lending bank and the borrower on how to utilize the 

20% CCF support to back its guarantee, manage the collaterals and promise to bear 
the rest 80% credit risk of the associated loan on a secondary position. And 
coordinate the city PMO to establish CCF account specific for the loan. 

(iv) Provide loan guarantee to SMEs to back the financial intermediary’s ordinary capital 
loan. Collect collateral with eased collateral requirements, and conduct post-loan 
monitoring and supervision. 

(v) Notify the city PMO of default events within 7 days after the default occurrence, or if 
there is no default on the guaranteed loan, notify the city PMO as well within 7 days of 
loan expiry date. 

(vi) Dispose collateral if there is default on the guaranteed loan, report the default situation 
and disposal result to the city PMO and transfer the portion of disposal value larger 
than 80% of the loan amount back to the CCF account. 

 
95. When assessing the viability of potential subprojects, XZGC may seek technical due 
diligence support from external experts, which had better be supported by the related city PMO. 
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96. Background. XZGC is a provincial SOE established in March 2000 by Heilongjiang 
Finance Department with registry No. 91230100702852910C. It is headquartered in 809 Shimao 
Avenue, Songbei District, Harbin, Heilongjiang. Its business domain covers guarantee, re-
guarantee and investment. At present it is the largest provincial comprehensive policy guarantee 
institute covering almost all kinds of businesses in most sectors in the Northeast of China with 
registered capital of CNY 3.24 billion, with CNY 4.1 billion of net assets as of December 2016.31 
In July 2015, it set up a wholly owned subsidiary: Heilongjiang Graduate Entrepreneur Guarantee 
Co., which has registered capital of CNY 100 million and focuses on micro financing support, on 
the basis of risk sharing with provincial government, capped at CNY 100,000 per person to 
university graduate entrepreneurs without collateral requirement. In 2008, XZGC took the initiative 
to establish Heilongjiang Credit Guarantee Association and has been the association’s chairing 
member since then. As a nonbank financial institute, XZGC is regulated by Heilongjiang Finance 
Office. 
 
97. Shareholders and organizational structure. XZGC adopts a center-featured 
management system in headquarters to run business. Its guarantee business is divided into four 
centers: guarantee business center for normal guarantees, re-guarantee business center, special 
guarantee business center (for government related projects), and agriculture guarantee business 
center. After the establishment of HACG, XZGC has gradually stepped out agriculture related 
guarantee business and mainly provides guarantee to agricultural clients whom the HACG does 
not reach out yet. For the FIC, it has designated the guarantee business centre responsible for 
normal guarantee business to lead and coordinate the related business activities. It has a branch 
in Jiamusi, which is center to the four project cities, and designated the Jiamusi branch to carry 
out necessary due diligence field works on SME subprojects and the guarantee business center 
in headquarters will provide support and coordination. The Risk Management Center in the 
headquarters supervises three departments: credit extension appraisal department, legal affairs 
department and general department, responsible respectively for credit extension review and the 
related agreement management, legal compliance check, and operation monitoring and asset 
safeguard, etc. XZGC, including its Risk Management Centre, is well informed of the requirement 
by ADB and the project cities on expansion of collateral scope, and reduction of collateral discount 
rate especially applicable for SME subprojects under the FIC, and has agreed to take actions to 
meet such requirements on a prudent basis. 
 
  

                                                
31However, since 2016, after the establishment of HACG, which becomes the largest guarantee institute in Heilongjiang 

in terms of capital size but only provides guarantee to agriculture related businesses, as coordinated by the provincial 
finance department, XZGC’s guarantee service has been changed a little bit to mainly cover non-agriculture 
businesses. And this change has been reflected in this FIL arrangement. 
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Figure 5: Organizational Structure of Heilongjiang Xinzheng Investment and  
Guarantee Company  

 

 
Source: Asian Development Bank based on XZGC company brochure 2016 

 
98. XZGC is controlled by Heilongjiang Finance Department, which holds 93.45% of its 
common shares. It has only 5 shareholders as shown below: 
 

Table 14: Top 5 Shareholders of Heilongjiang Xinzheng Investment  
and Guarantee Company  

Source: PPTA consultant based on XZGC’s FMAQ. 
 
99. Heilongjiang Xinzheng Investment and Guaranty Corporation business operations 
and strategies. XZGC’s main business is centered at guarantee and it has gradually developed 
entrusted loan business and wealth management investment. Both the guarantee business and 
entrusted loan business highly rely on its risk management capability. Most of XZGC’s investment 
is made to commercial bank’s wealth management products, which have strong liquidity and low 
risk feature. As of June 2016, its outstanding loan guarantees amounts to about CNY 9.43 billion, 
of which, about 71% is loan guarantee, and the next largest portion is 19% for guaranteeing 5 
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No. Name of Shareholders   Percentage of shareholding 
(%) 

1 Heilongjiang Finance Department 93.45 
2 Heilingjiang Dazheng Investment Group 3.77 
3 Jiamusi Municipal Finance Bureau 1.54 
4 Heilongjiang Longcai Asset Operation Co. 0.93 
5 Heilongjiang Tianjiu Investment Holding Co. 0.31 

        Total 100.00 
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corporate bonds. The maximum ratio of the guaranteed cooperate bond amount to total net assets 
is 17.61%, lower than the 30% of regulatory requirement.  

 
100. Loan guarantee of XZGC is usually provided to SMEs. XZGC has been engaged in loan 
guarantee business for a long time, and it has built up a broad scope of client base. But because, 
as a policy guarantee institute, the pricing of guarantee fee by XZGC is capped at 2% by the 
government and averaged at 1.5%, thus limiting its profit-making capability. In return, the 
government will provide guarantee subsidy to guarantee institutes meeting the government 
requirement at varying amounts each year, for example, 0.80% of guarantee amount for 
guaranteeing non-technology SMEs, and 1.0% for guaranteeing technology SMEs. In 2015, 
XZGC obtained CNY 16.82 million of guarantee fee subsidy from the provincial government. 
Because XZGC has plenty of capital in addition to the cash pledge necessary for its loan 
guarantee, it either extends entrusted loans to some credible SMEs, or invests on wealth 
management products issued by large commercial banks so as to earn a higher interest rate. As 
of June 2016, it has outstanding entrusted loan of CNY 830 million and wealth management 
investment of CNY 1.1 billion. Table 15 illustrates the revenue composition of XZGC during 2013-
2015. 
 

Table 15: Heilongjiang Xinzheng Investment  
and Guaranty Corporation Revenue Composition 

 
XZGC = Heilongjiang Xinzheng Inv’t and Guarantee Co. WM = Wealth Management. 
Source: Asian Development Bank based on XZGC annual reports for 2014 and 2015. 

 
101. Decision making process for guarantee business. The approval process of XZGC’s 
guarantee business is divided into several steps: preliminary screening, due diligence 
investigation and assessment of the guarantee project, project review and approval, proceeding 
legal procedures, post-guarantee monitoring and asset safeguard, project expiration 
management, and project archive management etc. The due diligence of guarantee business is 
conducted by two project managers in A role and B role respectively. The project manager in A 
role is the main responsible person, and the B role will assist A role to go through the entire 
process of a guarantee project from due diligence to guarantee expiration. After the due diligence, 
role A manager will formulate an assessment report, co-signed by role B manager, and submit it 
to the department director for review. After the review by department director, the report and 
supporting evidence will be transferred to the Credit Extension Appraisal Department of Risk 
Management Center for appraisal. If the case encounters legal issues, it will also be submitted to 
the Legal Affairs Department for legal compliance check and legal opinion. If the guarantee project 
passes the appraisal, it will be submitted to Review and Approval Committee for approval. The 
Review and Approval Committee consists of the company’s senior management, major 
responsible leaders of Risk Management Centre, and the guarantee business centers. The 
committee’s director is the chairman of board of directors. The committee director has veto right 
to reject any guarantee projects but does not have voting power. Any guarantee project must 
obtain over 2/3 votes before it goes to the next step. Then the committee’s meeting minutes and 
case documents will be verified by the company’s chief risk officer, the related vice president and 
president in order and then finally reported to the Review and Approval Committee director for 
signature. Then the guarantee project will enter the stages of proceeding legal procedures and 

2013 2014 2015 2013 2014 2015

Guarantee rev. 101                      133                      133                      42% 42% 36%

Entrusted loan interest rev. 70                        53                        55                        29% 17% 15%

Savings interest rev. 25                        34                        79                        10% 11% 21%

WM Investment return 43                        95                        102                      18% 30% 27%

Supervision fee rev. 1                         2                         3                         0% 1% 1%

Other rev. 0% 0% 0%

Total 240                      317                      372                      100% 100% 100%

Amount in million CNY Percentage
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post-guarantee management. 
 
102. Generally speaking, this decision-making process of guarantee business is quite 
commonly used by financial institutes including banks and guarantee companies. From the 
perspective of risk management, it properly segregates duties and responsibilities among different 
employees and different departments. Effectiveness of applying such a procedure also depends 
on the staff qualification and enforcement of related rules established by the company. In the 
headquarter, XZGC has 152 employees, of which over 34% hold master or above degree, and 
about 40% of employees owns middle to high level professional technical titles. 13 employees 
hold CPA certificate, and 8 have legal profession service qualification. The performance result of 
XZGC confirms that so far the risk control in the main business process has functioned well. 
 
103. Heilongjiang Xinzheng Investment and Guaranty Corporation financial 
management system. XZGC applies accrual accounting in compliance with the PRC’s ASBEs 
as well. It has a financial management system compliant with the Financial Rules for Financial 
Institutions, promulgated by MOF in December 2007. XZGC adopted a computerized software for 
the financial and accounting management, which has been accepted by the related government 
agencies (Provincial Finance Office and Tax Bureau etc.). Its Audit Department under the 
Financial and Audit Center, consisting of one experienced auditor and two assistants, is 
responsible for internal audit. The internal audit result will be reported to a responsible vice 
general manager of the company, and the vice GM will report to general manager and chairman 
of the board if problem found is critical. Each year, XZGC’s finance department will organize an 
external audit for its financial statements. In the past four years, a national CPA firm named as 
Ruihua CPAs worked as its external auditor continually and provided unqualified opinion all the 
time. 
 
104. XZGC obtained AA + credit rating with stable outlook from three rating agencies: (i) 
Dagong Global Credit Rating Corporation in November 2016, (ii) China Lianhe Credit Rating 
Corporation in October 2016, and (iii) Pengyuan Credit Rating Corporation in October 2016. 
 
105. Heilongjiang Xinzheng Investment and Guaranty Corporation financial performance. 
A review of XZGC’s asset portfolio has discovered that XZGC holds very good quality of assets. 
More than 80% of its assets consist of current assets, most of which are financial assets that can 
be easily sold out in the open market and there is very small amount of account receivables (about 
8% of current assets). The recourse claim receivables, which have been properly accounted 
certain loss reserve, have been maintained small and gradually reduced from CNY 87 million in 
2012 to CNY 70 million in 2013 and CNY 69 million in 2014, and CNY 62 million in 2015 and 2016, 
meaning that the collateralized assets by defaulted loan borrowers have been smoothly disposed 
to make up the company’s compensation loss. The noncurrent assets of XZGC is also mostly 
comprised of financial assets. Out of the CNY 1.03 billion non-current assets, CNY 796 million is 
available for sale financial assets.  

 
106. Key financial performance indexes of XZGC’s past financial performance, based on its 
audited financial statements from 2013–2016, are summarized in Table 16. 
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Table 16: Key Financial Data for Heilongjiang Xinzheng Investment  
and Guaranty Corporation (CNY million) 

 
Source: XZGC's audited financial statements 2013–2015, and unaudited financial statements 2016. 
 

107. The compensation rate of XZGC, most important indicator of risk management for 
guarantee operation, is maintained low, all below 1.90% from 2013 to June 2016. In comparison, 
the nationwide average compensation rate is 2.17% in 2014 and the provincial average 
compensation rate is 1.95% in 2015. In either term, XZGC outperforms the industry. Although its 
earning capacity in guarantee business is limited by the capped guarantee fee rate of 2%, it still 
makes a lot profits from interest revenues, whose rate is usually quite higher than the guarantee 
fee rate, of other two channels: entrusted loan and wealth management investment. the ROE and 
ROA ratios are at satisfactory level, standing at 4% and 3.02% respectively. Current ratio of XZGC 
is extraordinarily high, at 4.96 times in 2016, and the provisions to outstanding guarantee amount 
is also high at 10%, indicating it has is no liquid issue and the risk reserve is sufficient. XZGC 
does not borrow from banks. It has a long-term debt of CNY50 million, which was contributed by 
the provincial government free of interest payment. As such, it has no solvency problem either. In 
2016, the leverage ratio of XZGC is 2.37 times, just slightly higher the sector average level, but 
far less than the regulatory ceiling of 10 times. Indicating there is a large potential for XZGC to 
reinforce its guarantee business. 
 

108. The creditworthiness of XZGC is well recognized by commercial banks with operation 
branches in Heilongjiang provinces with total credit lines of CNY 118 billion at end of 2015, when 
it just consumed CNY 9.35 billion of credit lines for guarantee business and CNY 13 billion for re-
guarantee business. Both Longjiang Bank and Harbin Bank have confirmed that XZGC has 
sufficient unused credit lines for its possible participation in the FIC. 
 

109. The conclusion of the financial analysis of XZGC is that XZGC is financially robust and is 
expected to sustain for a long term, and can be accepted to participate the FIC for usage of CCF 
instrument.  
 
G. Heilongjiang Agriculture Credit Guarantee Co. (HACG) 

110. Role and Financial Management Responsibilities of HACG during Loan 
Implementation. Under the FIL component, HACG will function exactly the same as XZGC 
except that as arranged by the provincial finance department it is responsible for providing CCF-
backed loan guarantee to agriculture related SME subprojects. Its detailed roles and 
responsibilities under the FIL are like those of XZGC and can be referred to section F. in addition, 
HAGC follows the same deal flow process as XZGC, and when assessing the viability of potential 

2013 2014 2015 06/2016

0.66% 1.51% 1.80% 1.89%

2.63 2.83 2.44 2.37

44.97% 40.51% 32.47% 30.32%

8,049                   10,048                 9,350                   9,432                   

437                      660                      900                      948                      

5.43% 6.57% 9.63% 10.05%

3.06                     4.46                     4.68                     4.96                     

33% 33% 17%

49% 50% 27%

2.72% 3.62% 4.23% 4.00%

1.94% 2.91% 3.28% 3.02%

2.17%

1.95%

Compensation rate

Leverage (times)

Accumulated recovery rate

Outstanding guarantee (CNY m)

Provisions (CNY m)

         Compensation rate of provincial average at end of 2015

Provisions to guarantee rate

Current ratio (times)

ROE

ROA

Note: Compensation rate of national average at end of 2014

Growth of sales revenues

Growth of net profit
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subprojects, it can also seek technical due diligence support from the related city PMO to engage 
appropriate external experts. 
 
111. Background. HAGC is a provincial SOE newly established in December 2015 as a 
provincial component of national agriculture credit guarantee system32  jointly by Heilongjiang 
Finance Department and XZGC with registry No. 91230100MA18WKR076. It is also the first 
agriculture-dedicated guarantee institute in provincial level in nationwide of China. Its business is 
mainly providing guarantee and re-guarantee to entities who are engaged in agriculture related 
business. Its registered capital was initially CNY 4.55 billion and was expanded to CNY 6.05 billion 
in 2017, making it the largest provincial policy guarantee institute in Heilongjiang and Northeast 
of China. But since it was newly set up, its guarantee portfolio is not as large as that of XZGC. It 
is headquartered in 609 Shimao Avenue, Songbei District, Harbin, Heilongjiang. Also, as a non-
bank financial institute, HACG is regulated by Heilongjiang Finance Office. 
 
112. Shareholders and organizational structure. The shareholder structure of HACG is 
simple. It just has two shareholders: Heilongjiang Finance Department who contributes 94% of 
capital, and XZGC who contributes minority shares of 6%. The following figure illustrates HACG’s 
shareholding structure: 
 

Figure 6: HACG Shareholding Structure 
 

 
Source: HACG 

 
113. HACG business is focused on agriculture related areas and most of the decisions for 
guarantee extension is made in the headquarters. Currently the management system consists of 
board of directors, board of supervisors, top management and nine functional departments: 
General Administration Department, Risk Management Department, No. 1 and No. 2 Guarantee 
Business Departments, Planning & Finance Department, Institutional Cooperation Department, 
Information Management Department, and Audit and Supervision Department. Meanwhile, to well 
serve the great number of disperse clients, it has established 6 branches in 5 municipal cities of 

                                                
32 The national policy to support the establishment of national agriculture credit guarantee system, named as The 

Guiding Opinion of Utilizing Fiscal Funds to Set up Agriculture Credit Guarantee System, was enacted by Ministry of 
Finance, Ministry of Agriculture and CBRC in July 2015. The Chinese document can be referred in the following 
website: http://nys.mof.gov.cn/zhengfuxinxi/czpjZhengCeFaBu_2_2/201508/t20150804_1402397.html 

Heilongjiang Finance 
Department

XZGC

HACGHAGC

93.45% 

6% 

94% 
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Harbin, Qiqihaer, Jiamusi, Heihe, and Shuihua, and one county: Ning’an, the late 5 branches 
(Qiqihaer, Jiamusi, Heihe, Shuihua and Ning’an) were established in 2017. In all of these cities 
and county, agriculture sector accounts for a large share of their gross domestic output. The 
following chart illustrates its organization structure, which may be updated when the company is 
improving its business process. 
 

Figure 7: HACG Organizational Structure 
 

 
Source: HACG 

 
114. HACG business operations and strategies. Since its establishment in late 2015, HACG 
has positioned itself as a policy guarantee institution in agriculture related areas, including 
providing credit enhancement to clients who are engaged in planting, deep processing and trading 
of foodstuffs and economical crops, breeding of livestock, poultry, aquatic products and forest 
products, rural tourism, high-standard farm construction, agriculture equipment and the related 
technology development, etc. It aims to align the company’s development with the government’s 
goal to win villagers’ support, as well as the farmers’ wish to obtain economical merits, it will 
cooperate with partner banks to facilitate the supply side structure reform in agriculture sectors in 
the following principles: (i) the company must benefit from the business, (ii) the associated risks 
shall be shared appropriately among the financial institutes, (iii) the company will take the lead; 
and (iv) the company will take the major responsibility in business development. Because of these 
strategies, HACG usually charges a even lower rate of guarantee fee than XZGC, in average 
around 1.5%  
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115. HACG’s guarantee portfolio is in the process of building up. So far, the leverage ratio of 
HACG has not exceeded 1.0 yet. Since the company was just established less than two years 
ago 5 branches are newly set up in 2017, its staff need time to be trained and get familiar with the 
business and associated risk features. In addition, its operation is guided by the relatively strict 
national policy, which recommends guarantee ceilings for different types of clients: (i) for 
agriculture cooperatives engaged in planting of foodstuffs and breeding of livestock, the maximum 
guarantee amount per client is specified as CNY 3 million; (ii) for local leading companies engaged 
in food processing and agriculture equipment making etc., the ceiling is designated as CNY 10 
million, and (iii) for provincial leading food companies engaged in food processing and agriculture 
equipment making etc. the ceiling is expanded to CNY 100 million. Although HACG does have 
encountered some large clients who have the demand for over CNY 100 million guarantees and 
it has more than sufficient capital (as per the law, 10% of registered capital is the legal maximum 
guarantee upper limit for a single client), due to the regulation of national agriculture credit 
guarantee policy, it cannot extend guarantee to these clients. Another factor affecting its business 
development is the centralized decision-making process. As mentioned above, at the moment, 
almost all guarantee decisions are made in the headquarters and the branches are just 
responsible for business development, due diligence and post-guarantee monitoring, but do not 
have any authorization for final decision of guarantee extending. This is not efficient when dealing 
with thousands of clients in a city asking for less than CNY 3 million of guarantee. As of December 
2016, its outstanding guarantee amount is CNY 3.68 billion, just about 80% of its registered capital, 
and obviously much lower than the guarantee sector average level. Moreover, most of the 
guarantees have one-year term. This adds pressure to its business development team to expand 
the guarantee portfolio. 
 
116. Decision Making Process for Guarantee Business: Now HACG adopts a very much 
similar decision making process as XZCG is one of its shareholders and XZGC has been in the 
guarantee business for a long time. But agriculture guarantees have different characteristics from 
others in industrial, infrastructure and construction etc. To further develop the targeted agriculture 
related businesses, with a view of the capacity building of branch staff, HACG is considering 
delegating decision-making power to branches for numerous planting and breeding cooperative 
clients with different guarantee ceilings, depending on the result of overall business capability 
assessment on each branch. This de-centralization process is expected to be completed by end 
of 2017. It is also considering to provide longer term guarantees to good clients, which is in line 
with the FIL. 

 
117. HACG’s Financial Management System. HACG applies accrual accounting in 
compliance with the PRC’s ASBEs as well. It has a financial management system compliant with 
the Financial Rules for Financial Institutions, promulgated by MOF in December 2007. HACG’s 
computerized financial and accounting software has been accepted by the related government 
agencies too. Its Audit and Supervision Department, consisting of 4 auditors, is responsible for 
internal audit. The internal audit result will be reported to a responsible vice general manager of 
the company, and the vice GM will report to general manager and chairman of the board if problem 
found is critical. Each year, HACG’s Planning and Finance Department will organize an external 
audit for its financial statements. In 2016, it also hired Ruihua CPAs to conduct external audit, and 
Ruihua provided unqualified opinion. 
 
118. HACG has no credit rating so far because of the short history. 
 
119. HACG’s Financial Performance. A review of HACG’s asset portfolio has discovered that 
it holds good quality of assets. As of June 2017, almost 99% of its assets are either cash or cash 
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equivalent (33%), or financial assets (66%), and there are no account receivables. There are no 
recourse claim receivables either. 
 

Table 17: Key Financial Data for HACG 
(CNY million) 

 
Source: HACG's audited financial statements 2016, and unaudited financial statements in first half of 2017. 
 

120. Since their guarantee business was just started a year ago, HACG has not suffered any 
compensation loss. Therefore, the key performance indicator of compensation rate of HACG is 
currently zero. It still allocated a great sum amount, about 1.4% of the outstanding guaranteed 
loans33 , from the operation revenues as risk reserve. This is deemed in compliance with the 
regulation and conservative. Although its earning capacity in guarantee business is limited by the 
capped guarantee fee rate of 1.5%, it still makes a lot profits because it additionally gained interest 
revenues and investment returns. On the other hand, because most of the capital were used to 
invest on high-rating securities, both the interest revenues and investment returns cannot be very 
high. Due to the low leverage ratio of its guarantee business (about 0.8 in 2016), the ROE and 
ROA ratios of HACG are not very satisfactory, standing at 1.07% and 1.05% respectively. However, 
net profit in the first half of 2017 achieved 31% of high growth rate, compared to the same period 
of 2016. Current ratio of HACG is even higher than XZGC, at over 15 times as of June 2017, and 
it does not have any financial debt. As such, HACG has no solvency problem either. Because it 
has very low the leverage ratio at present, there is a large potential for HACG to develop its 
guarantee business. To do so, it has to move out the identified three barriers: single client 
guarantee ceiling, inefficient centralized decision-making process and reinforcement of its 
branch’s operation capacity. 
 

121. Overall, because of its exceptionally large capital scale and government supporting 
background and the promising development potential, the creditworthiness of HACG is well 
recognized by major commercial banks in Heilongjiang provinces with AAA rating and usually with 
little cash collateral requirement for its extended loan guarantees. As such, HACG has a great 
amount of unused capital to invest on financial securities, usually treasury bonds and corporate 
bonds with good ratings. 
 

122. The conclusion of the financial analysis of HACG is that it is financially robust and is 
expected to sustain for a long term, and can be accepted to participate the FIL for usage of CCF 

                                                
33 Since HACG also obtained significant amount of revenues from interest of deposits from the banks and investment 

return, this large rate of risk reserve allocation is still affordable by HACG to maintain its guarantee operation. 

2014 2015 2016 06/2017

0.00% 0.00%

0.8 0.83

n.a. n.a.

3,680               3,720               

52                    

1.43% 0.00%

54.45               15.56               

n.a. 1.3%

n,a, 31%

1.07% 0.70%

1.05% 0.68%ROA
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instrument. 
 
123. Overall assessment on the financial sustainability of the financial intermediary loan 
component. Under the current arrangement of the FIC, to MOF, the four project cities, Hegang, 
Shuangyashan, Qitaihe and Jixi are the main onlending loan borrowers with the first responsibility 
of fully repaying the ADB loan. Heilongjiang Finance Department is a kind of guarantor who will 
take the full repayment obligation if either of the four cities defaults. This structure is very solid 
considering the FIC amount is small. In addition, a sustainability assessment on the entire FIC 
was made with relatively conservative assumptions, including (i) consideration of the Forex risk 
and interest rate risk by assuming Euro will continually appreciate 1% per annum for 15 years 
although at the moment Euro is weak, a 15-year LIBOR EURO SWAP rate of 1.19% rather than 
the spot negative rate is used to avoid the interest risk, and (ii) assuming relatively high and 
unexperienced default probability ratios for entrusted loan (8%), cofinancing loan (4%) and CCF 
(5%), and found that the financial result of FIC is quite robust with no negative cash flow incurred 
each year and instead it will accumulatively generate CNY10.69 million of positive cash flows over 
the 15 years of ADB loan term for an $56 million of initial input from FIC.  

 
Table 17: Incremental Financial Impact of the Financial Intermediation Loan Component 

 
 

 
 
 

H. Risk Assessment and Proposed Mitigation Measures 

124. Major risks in association with the FIC of ADB loan project have been identified. The first 
project-specific risk is moral risk (or agent risk) to the city governments, namely the IA. The moral 
risk may occur in two aspects: (i) the selected banks may not conduct the due diligence for the 
city governments in a prudent and professional way as they do for its own loan, (ii) the financial 
intermediaries may not conduct effective post loan signing credit management, and (iii) the 
selected bank and guarantee companies may not properly manage collaterals used to back the 

Amount in USD million

Year 0 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 合计

FIL revolving result

EL-FIL 16.8      -       -       -       -       16.8      -       -       -       -       16.8      -       -       -       -       50.4      

CFL-FIL 16.8      -       -       -       16.8      -       -       -       16.8      -       -       -       16.8      -       -       67.2      

CCF-FIL 22.4      -       -       22.4      -       -       22.4      -       -       22.4      -       -       22.4      -       -       112.0    

Sum 56.0      -       -       22.4      16.8      16.8      22.4      -       16.8      22.4      16.8      -       39.2      -       -       229.6    

Leveraged loan

EL-FIL 16.8      -       -       -       -       16.8      -       -       -       -       16.8      -       -       -       -       50.4      

CFL-FIL 16.8      -       -       -       16.8      -       -       -       16.8      -       -       -       16.8      -       -       67.2      

CFL-bank 16.8      -       -       -       16.8      -       -       -       16.8      -       -       -       16.8      -       -       67.2      

CCF backed loan 112.0    -       -       112.0    -       -       112.0    -       -       112.0    -       -       112.0    -       -       560.0    

Total loan 162.4    -       -       112.0    33.6      16.8      112.0    -       33.6      112.0    16.8      -       145.6    -       -       -       744.8    

30% counterpart funds 69.6      319.2    

Total Investment 232.0    1,064.0 

Income Statements Amount in USD million

Year 0 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15

Total revenues 3.58      3.58      3.58      3.58      3.58      3.58      3.58      3.58      3.58      3.58      3.58      3.58      3.58      3.58      3.58      

EL 1.08      1.08      1.08      1.08      1.08      1.08      1.08      1.08      1.08      1.08      1.08      1.08      1.08      1.08      1.08      

CFL 0.93      0.93      0.93      0.93      0.93      0.93      0.93      0.93      0.93      0.93      0.93      0.93      0.93      0.93      0.93      

CCF 1.57      1.57      1.57      1.57      1.57      1.57      1.57      1.57      1.57      1.57      1.57      1.57      1.57      1.57      1.57      

ADB commitment fee 0.04      

Interest tax 0% -       -       -       -       -       -       -       -       -       -       -       -       -       -       -       

ADB interest cost 1.06      1.06      1.06      1.06      1.06      1.06      1.06      1.06      1.06      1.06      1.06      1.06      1.06      1.06      1.06      

Default loss 0.09      0.09      0.53      0.29      0.76      0.53      0.09      0.29      0.53      0.76      0.09      0.74      0.09      0.09      1.41      

EX risk loss-reserve 0.56      0.56      0.56      0.56      0.56      0.56      0.56      0.56      0.56      0.56      0.56      0.56      0.56      0.56      0.56      

Profit -       1.83      1.87      1.43      1.67      1.20      1.43      1.87      1.67      1.43      1.20      1.87      1.22      1.87      1.87      0.55      

Accu. profit-before loss compensation -       1.83      3.71      5.13      5.69      6.22      6.30      7.05      8.73      9.48      9.56      10.09    11.32    11.40    13.27    13.83    

Replenish principal loss -       -1.12    -0.67    -1.34    -1.12    -       -0.67    -1.12    -1.34    -       -1.79    -       -       -3.14    

Accumulated profit-after loss compensation-       1.83      3.71      4.01      5.01      4.87      5.18      7.05      8.05      8.36      8.22      10.09    9.53      11.40    13.27    10.69    
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FIC to protect the interest of city governments. The designed FIC implementation arrangement 
has considered these risk factors and taken necessary mitigation measures. Firstly, the selected 
two provincial banks and two guarantee companies are provincial SOE or are actually controlled 
by the provincial SASAC, making their fundamental interest in line with that of the project cities. 
Secondly, as mentioned before, in the PAM it will be specified that project cities shall have the 
right to change the financial intermediary on the basis of evaluating the financial intermediary’s 
service quality for subsequent around of revolving FIC proceeds. Thirdly, most of the FIC, or over 
70%, will be accompanied together with cofinancing from either the financial intermediary or the 
guarantee company. Since the bank and guarantee company have interest in the cofinancing loan 
or CCF backed loan, they are reasonably expected to protect the city’s interest in the same way 
as to protect their own. Lastly, it will be covenanted that the financial intermediary’s own capital 
loan and the entrusted loan of a project city under the cofinancing case will share the same set of 
collaterals covering the full amount of both loans; the guarantee companies agree that its 80% 
secondary guarantee position and the 20% first loss reserve CCF shall be backed in total amount 
of both by the same set of collaterals. 
 
125. The second project-specific risk is lack of qualified subprojects: the city PMOs may not be 
able to solicit sufficient number of SME subprojects for usage of the FIC, that meet both the PSC 
and financial intermediary’s credit standards. Although through field investigation the PPTA 
consultants found a lot of SME financing demand, this demand may not be able to meet the 
bank/guarantee company’s rigid collateral requirements. Therefore, the designed FIC has 
proposed mitigation measures in two aspects: first, the related bank and guarantee company are 
required to reasonably expand the scope of acceptable collaterals and reduce the collateral 
discount; second, the candidate SME subprojects are designed to come from multiple sources: 
city government system, bank, guarantee company and the associated BDS component. The 
BDS component, although having much wider scope of services, is expected to supply bankable 
subprojects for the FIC as a side effect after providing SMEs with technical, marketing and 
financing capacity building.  

 
126. The third major project-specific risk identified is the sustainability risk of FIC structure: the 
designed FIC structure may not be able to sustainably maintained due to the potential high 
perceived risk associated with SME financing. Government agency is not good at risk assessment 
and risk control. Hence, the designed FIC has proposed: (i) the financial intermediary shall do 
due diligence on all candidate subprojects for the related project city, especially on the financial 
analysis of subprojects, market risk analysis, financial assessment of SME borrowers and credit 
check on the SME borrowers; (ii) the financing decision for the entrusted loan portion under a 
cofinancing loan and for the usage of CCF to back loan guarantee shall be made by the related 
bank or guarantee company respectively, but not by the related project city government, so as to 
avoid excessive risk exposure for SME financing; (iii) the pricing of all three financial instruments 
under the FIC is required to mark to market, and thus is a kind of risk-based pricing. Consequently, 
the accumulated interest differential and CCF usage fee is expected to absorb the identified risks 
such as foreign exchange rate risk, LIBOR interest rate risk, project default risk, and credit risk. A 
cash flow estimate of FIC on the basis of reasonably conservative assumptions has reveals that 
the FIC is sustainable for the 15 year ADB loan term. 
 
127. The fourth identified major risk is financial intermediary’s lack of project financing capacity. 
To encourage the financial intermediary to scale up project loan with a larger size and a longer 
term to SMEs, the designed FIC suggests a gradual approach to guide the financial intermediaries: 
it requires financial intermediary to change its collateral requirements to accommodate the larger 
size of SME financing demand, and allows the financial intermediary to have its own capital loan 
with shorter loan term (2-4 years) than that of the corresponding entrusted loan (3-5 years). In 
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addition, the project city PMO as well as the associated BDS component, is ready to hire 3rd 
professional party to conduct technical assessment support for those with complicated processes 
and advanced technologies. Through this kind of risk sharing and capacity building arrangement, 
financial intermediary has been motivated to provide project financing to SME subprojects on a 
necessary basis. Moreover, the training on structuring appropriate project financing for sample 
subprojects can be demonstrated by PPTA consultants to financial intermediaries, so as to 
enhance their knowledge of project financing 
 
128. The fifth identified major risk is exchange rate risk and interest rate risk. These risks are 
to be borne by the related project cities. Both LBC and HBC has experience of dealing with RUB, 
$, and some other currencies and have the channel to arrange foreign currency forward and 
interest rate swap transactions for the client. Under the FIC, they will provide briefings and advices 
to the related project city PMOs on movements of foreign exchange rate and interest rate. Since 
the FIC amount is small to each project city, and the loan term is long term, the sharp fluctuations 
in exchange rate and interest rate can be flatted on average and the project cities are capable of 
bearing the net losses in unfavorable exchange rate change and interest rate change. 
Furthermore, as shown in the FIC sustainability analysis, the FIC is expected to be self 
sustainable if the default risk is controlled in certain range, which means the accumulated net 
cash flows under the FIC can be more than sufficient to hedge the related exchange rate and 
interest rate risks. 
 

129. The overall findings about risk level of the project is low. A summary of risk analysis is 
shown in Table 18 below. 
 

Table 18: Risk Analysis 
 

Risks Impact 
Likeli-
hood 

Risk 
Assess
-ment Proposed Mitigation 

Inherent Risks         

Country specific risks. National 
accounting standards as issued by the 
MOF are equivalent to IAS and acceptable 
to ADB.  
Audit reports of supreme audit institution 
are submitted timely in line with ADB 
requirements.  
ADB experiences in project 
implementation shows generally high 
financial management capacity and high 
rate of timely implementation of projects. 
Audit reports of supreme audit institution 
are submitted timely in accordance with 
ADB requirements.  

low less 
likely 

low 
 

Entity-specific risks (1).  The project 
city governments will bear the default 
risks, foreign exchange rate risk, and 
interest rate risk. Since each city's share of 
FIC is small (maximum at $20 million), and 
the governments have strict financial 
management system covering the PMOs 
and FIC, the likelihoods of the executing 
and implementing agencies becoming 
insolvent for the FIC are low. 

high unlikely sub-
stantial 

Documentation and reporting on 
the project operation shall follow 
the PAM (section B) 
requirement. 
The attached TA will support 
monitoring of SMEs during 
project implementation and 
subloan repayment period and 
early detection of any 
performance challenges, 
preparation of an action plan, 
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Risks Impact 
Likeli-
hood 

Risk 
Assess
-ment Proposed Mitigation 

and therefore significantly 
reduce SME default risk. 

Entity-specific risks (2). LBC and HBC 
are medium-sized, provincial level 
commercial banks. Their lending to SMEs 
are mainly balance sheet based and short-
term working capital loans. 

low unlikely low Cofinancing and CCF as risk-
sharing mechanism are made 
available to the financial 
intermediaries to motivate them 
to do more project financing for 
SMEs as needed. 

Entity financial strength.  The financial 
standings of both LBC and HBC are solid. 
They fully comply with CBRC's regulation. 
In addition, their financial outlook is 
positive. They have sufficient strength to 
provide cofinancing. 

high unlikely sub-
stantial 

Audited financial statements of 
financial intermediaries shall be 
provided to ADB for monitoring 
purposes. 
It shall be covenanted in the 
framework cooperation 
agreement that if either of them 
cannot comply with banking 
regulation, or does not provide 
quality services, the related city 
shall have the right to change 
financial intermediaries. 

Project Risks         

Moral hazard risk. The financial 
intermediaries and guarantee companies 
may not work to the best interest of project 
cities. 

high low sub-
stantial 

The selected financial 
intermediaries and guarantee 
companies are SOEs, with 
interest in line with that of the 
project cities. 
Same set of collaterals shall be 
shared by the entrusted loan 
and financial intermediaries’ 
own capital loan in case of 
cofinancing loan, and in case of 
CCF-backed loan, shared by the 
CCF and the 80% secondary 
guarantee of the guarantee 
companies.  
Project cities have the right to 
change financial intermediaries 
and guarantee companies if 
they do not provide satisfactory 
services. 

Financial sustainability of the financial 
intermediaries’ implementation 
structure. The financial sustainability of 
the entire FIC is tested with positive cash 
flows under conservative assumptions. 
Both LBC and HBC may not be able to 
find sufficient number of SME subprojects 
to finance under the FIC. 
The municipal governments want to 
support SME development by providing 
them low cost funding, which may 
contradict the SME subproject's higher risk 
profile.  

high unlikely sub-
stantial 

It shall be covenanted that 
financial intermediaries are 
required to ease its collateral 
requirements on a prudent 
basis. 
Pricing of FIC shall be marked 
to the market, so as not to 
ignore the potential SME risk. 
Project city governments are 
only allowed to approve 
entrusted loan, limited at no 
more than 30% of FIC total 
amount allocated to the 
component by the project city. 
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Risks Impact 
Likeli-
hood 

Risk 
Assess
-ment Proposed Mitigation 

For financial instruments, other 
than the entrusted loan without 
cofinancing, the lending decision 
will be made by the financial 
intermediaries or the related 
guarantee company. 
Multiple sources of candidate 
subprojects are adopted, BDS 
will contribute to supply of 
bankable subprojects. 

Quality of due diligence and investment 
appraisal.  The PMO is not experienced 
at assessing bankability of SME projects, 
which may cause significant loss if the 
government is responsible for approving 
subloans under the FIC. 
The financial intermediaries may have 
insufficient capacity when assessing the 
technical feasibility of SME projects 
applying complicated technologies. 
Project financing is not commonly used by 
the financial intermediaries for SME 
subprojects. 
The financial intermediaries have only 
started with their own internal 
arrangements on environmental and social 
screening and monitoring, as they are 
keen to be able to do green financing as 
promoted by the CBRC in 2016. An 
environment and social unit has been 
established in HBC and LBC and they will 
be responsible for ESMS implementation, 
screening, categorization, due diligence, 
and monitoring of SME subprojects. They 
currently lack the experience implementing 
the ESMS.  
There are also weaknesses in technical 
assessment of SME investment projects. 

high unlikely sub-
stantial 

The financial intermediaries will 
provide due diligence service to 
all subprojects. 
The related city PMO or the 
BDS subcomponent will 
organize qualified third- party 
review to conduct technical 
assessment as needed to the 
financial intermediaries. 
Project financing training on the 
sample subprojects can be 
demonstrated by PPTA 
consultants to financial 
intermediaries. 
The attached TA will support the 
financial intermediaries and their 
ESMS units on  ESMS 
implementation and due 
diligence on environmental, 
involuntary resettlement, 
indigenous peoples’ safeguards, 
and other social concerns of 
proposed subprojects, and 
provide capacity development. 
The BDS subcomponent will 
improve SMEs’ capacity to 
prepare technically sound 
proposals and provide support 
to HBC and LBC with technical 
assessments. 

Staffing. The accounting personnel at the 
PMO and financial intermediaries have 
long-standing project-relevant working 
experience and are excellently qualified 
with adequate financial skills. City PMOs 
need to build relationships with qualified 
technical institutes. 

low unlikely low PMO shall select technical 
partners on a competitive basis. 
The accumulated money in the 
revenue account can be used to 
hire the technical partner. 

Accounting policies and financial 
management system. The financial 
intermediaries practice accrual accounting 
in accordance with the PRC’s GAAP. The 
executing and implementing agencies are 
government entities, and are subject to 
fiscal management system. All staff in the 
financial intermediaries and PMO are not 
very familiar with ADB disbursement, 
procurement, and reporting requirements. 

low less 
likely 

low Capacity training on ADB 
requirements and procedures of 
disbursement, procurement, and 
reporting will be provided to 
ensure they are understood by 
all related staff prior to and 
during project implementation. 

Internal audit. The day-to-day project 
accounting, monitoring, and audit are to be 

low unlikely low The project account is subject to 
routine internal audit of the 
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Risks Impact 
Likeli-
hood 

Risk 
Assess
-ment Proposed Mitigation 

done by financial intermediaries, who have 
independent internal audit department 
staffed with sufficient qualified personnel; 
and this department staffing is deemed 
adequate. The PRC Government is 
cracking down on corruption in SOEs and 
public fund supported projects to ensure 
governance during project implementation. 

financial intermediaries, with 
necessary adaptation to meet 
special ADB monitoring and 
reporting requirement. 

External audit. The financial 
intermediaries are subject to annual 
external audit of financial statements. The 
project accounts will also receive 
government-organized audits after project 
completion.  

low unlikely low The project will be subject to 
annual external audit and 
government-organized 
acceptance audit. 

Reporting and monitoring. The reporting 
and monitoring of the project will be 
carried out mainly by PMO with guidance 
from the PAMs.  

low less 
likely 

low The PAM will include guidance 
on preparing progress reports 
and annual reports. 

Funds flow and/or disbursement 
arrangements. Funds flow will be a little 
bit complex since the FIC is just one 
component of the larger ADB loan project. 

low unlikely low Each project city will establish 
an FIC account with five 
subledgers: REA (including 
three subledgers) and its 
associated revenue account to 
especially receive and repay 
principals and to allocate 
investment income pay risk 
losses under the FIC structure. 

Significant project implementation 
delay risks. The implementation structure 
comprises multiple layers of onlending. 
The cooperation of the cities and the 
financial intermediaries will need to be 
established and supported and this 
requires assistance. Moreover, the cities 
do not have access to a wide range of 
potential subborrowers, while the financial 
intermediaries have a large customer base 
allowing them to quickly solicit potential 
subprojects. Thus, the project 
implementation delay risk can be mitigated 
if the financial intermediaries and 
guarantee companies are allowed to 
recommend candidate subprojects. 
Therefore, the risk of occurrence of 
significant delay is deemed to be low. 

low likely moder
ate 

ADB will provide support for 
formulation of key agreement 
templates and help assess the 
first batch of sample 
subprojects. 
The FIC specifically allows four 
sources of candidate subproject 
identification: local government 
system, financial intermediaries, 
guarantee companies, and BDS. 
The first three sources will 
contribute to the timely 
preparation of first batch of 
subproject pipeline. 

Information systems. Both financial 
intermediaries use specialized accounting 
software, which is in compliance with the 
PRC accounting standards, and can 
provide detailed project account 
transaction recording, loan fund flow 
tracking, financial book summary, and 
archive index management. 

low unlikely low   

Overall Project Risk high unlikely mode-
rate 

Implementing the recommended 
mitigation actions will reduce the 
risk to low. Overall Risk high unlikely mode-

rate 

ADB = Asian Development Bank, BDS = business development services, CBRC = China Banking Regulatory 
Commission, CCF = cash collateral facility, ESMS = environmental and social management system, FIC = financial 
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intermediary component, GAAP = generally accepted accounting principles, HBC = Harbin Bank Corporation, 
IAS =  international accounting standards,  LBC = Longjiang Bank Cooperation, MOF = Ministry of Finance, 
PAM = project administration manual, PMO = project management office, PPTA = project preparatory technical 
assistance, PRC = People’s Republic of China, REA = revolving escrow account, SMEs = small- and medium-sized 
enterprises, SOE = state-owned enterprise, TA = technical assistance.  
Source: Asian Development Bank.  
 

I. Proposed Action Plan and Rating  

130. The overall risk assessment for this FIC is low after taking necessary mitigation measures 
as suggested. ADB is working with the related institutions who take the right measures with the 
right financial instruments to address the development problem.  
 
131. The following actions are proposed to be taken by the related parties: 
 

(i) The cooperation framework agreement template between the project cities and the 
financial intermediary (LBC and HBC), and the cooperation framework agreement 
template between the financial intermediaries, the related guarantee companies 
(XZGC or HACG), and the project cities shall be reviewed by ADB before it is 
signed. Specifically, the following conditions shall be covenanted: 
 
a) The banks and guarantee companies agree to ease their SME collateral 

requirements by expanding acceptable collateral scope and reduce the 
collateral discount in a way consistent to their credit policy and meeting the 
need of accepted sample subprojects; 

b) The financial intermediaries will provide due diligence on all candidate 
subprojects under the FIC in the following aspects: ESMS check, financial 
analysis of subprojects, market risk analysis, financial assessment of SME 
borrowers and credit background check on the SME borrowers; 

c) The financial intermediaries agree that its own capital loan and the entrusted 
loan of a project city under the cofinancing case will jointly share the same 
set of collaterals in full amount; the guarantee companies agree that its loan 
guarantee and the CCF shall be backed in total amount by the same set of 
collaterals 

d) The financial intermediary will manage assets/rights collateralized for the 
entrusted loan to the best interest of the related project city; and the 
guarantee company is also obliged to manage the collaterals shared by the 
CCF and the loan guarantee to the best interest of the related project city; 

e) If the financial intermediary does not meet China’s regulation, or does not 
provide quality services to the project city, the project city shall have the right 
to change financial intermediary for subsequent round of FIC revolving; 

f) Cofinancing ratio of financial intermediary’s own capital loan to entrusted loan 
from the FIC in the cofinancing loan shall be at least 1:1; the CCF shall be 
20% of the guarantee amount; and 100% entrusted loan shall not exceed 30% 
of the FIC amount for each project city; 

g) The signing parties shall agree to implement the FIC in accordance with the 
PAM 

(ii) Entrusted loan agreement template (third-party agreement) combining two 
scenarios (100% entrusted loan scenario and cofinancing loan scenario) between 
the entrusted bank, the project city PMO, and the SME borrower, and the CCF 
usage agreement template (fourth-party agreement) between the financial 
intermediary, the guarantee company, the loan borrower SME and the related 
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project city shall be reviewed by ADB before it is applied. 
(iii) The PSC and the PAM shall be finalized by ADB and the project cities with 

consultation to the financial intermediaries and guarantee companies. The PAM 
shall adopt deal flow process as mentioned in section C of this report. 

(iv) The project city PMOs shall solicit and screen sample subprojects from the 
designated four channels as soon as possible. If technical assessment by technical 
experts is needed, it will partner with PPTA consultants or BDS component for the 
first round, and select qualified technical expert on a competitive basis for 
subsequent rounds to provide the needed technical assessment support. 

(v) PPTA consultants will work with the financial intermediaries and related project city 
PMO on technical, environmental, financial and safeguards analysis of the sample 
subprojects, and demonstrate the project financing practice to financial 
intermediaries and guarantee companies. 

(vi) Training on the ADB disbursement procedure, and monitoring requirement shall be 
made by ADB to the project city PMO, the selected financial intermediaries and 
guarantee companies before the loan effectiveness. 

(vii) Project city PMOs will search appropriate technical institutes or consulting firms in 
the PRC and recruit them on competitive basis for related technical assessment of 
SME subprojects with complicated processes and advanced technologies. 


