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PROGRAM EXPENDITURE AND FINANCING ASSESSMENT 
 

1. The program expenditure and financing assessment reviews the extent to which the 
proposed Air Quality Improvement in the Greater Beijing–Tianjin–Hebei (BTH) Region—Henan 
Cleaner Fuel Switch Investment Program has a clearly defined expenditure framework for the 
Asian Development Bank (ADB) to support with results-based lending (RBL). The program is 
being implemented by the Henan Yu-Tian New Energy Co. Ltd. (YTNE), a joint venture, which 
was incorporated through a partnership between the government-owned Zhongyuan Yuzi 
Investment Holding Group (ZYIG) and the private company China Tian Lun Gas Holding Limited 
(CTLG). The program’s executing agency is the Henan Provincial Government and the 
implementing agencies are ZYIG and YTNE. 
 
A. Expenditure Framework 
 
2. Given the Henan Province’s energy development plan,1 an overall investment program for 
12 years was formulated to support the expansion of the natural gas network and development 
of biogas.2 This overall program expenditure framework supports a switch to cleaner fuel (from 
coal to gas) to improve air quality. The total cost of the expenditure framework is €1,988.9 million, 
of which €556.6 million will be supported by the RBL program (Table 1). The RBL program will 
cover physical implementation for the initial 5 years (2019‒2023) of the 12-year expenditure 
framework period (2019‒2030) (a year-by-year breakdown is in Table 2). With support from ADB’s 
RBL for the purpose of the initial successful demonstration, the framework will help Henan 
Province in achieving its overall goal by 2030. YTNE provided access to gas for over 0.3 million 
households in 2018, and the RBL program has been progressed physically. It will continue to 
focus on (i) expansion of gas networks to an additional 1.2 million customers by 2022; and (ii) 
operation of biogas facilities, which will be connected to the gas networks by 2023. 
Implementation of the broader program in the expenditure framework will continue until 2030, 
when a total of 4.5 million customers will be connected to the gas supply. 

Table 1: Summary of Program Expenditure Framework 
Item Broader Program 

(2019–2030) 
RBL Program 
(2019–2023) 

Amount 
(€ million) 

Share of 
Total 

(%) 

Amount 
(€ million) 

Share 
of Total 

(%) 
1. Gas Network System Expanded  1,432.1 72.0 409.1 73.6 
2. Alternative Clean Fuel Developed 147.6 7.4 49.2 8.8 
3. Cleaner Fuel Awareness and Institutional Capacity 20.1 1.0 7.9 1.4 
4. Administration Cost 19.7 1.0 5.1 0.9 
5. Interest and Commitment Charge During Construction 129.5 12.1 15.4 2.8 
6. Contingencies 240.0 6.5 69.9 12.6 
Total 1,988.9 100.0 556.6 100.0 

RBL = results-based lending. 
Note: Interest of loans after construction is accounted as operation and maintenance (O&M) expense. 
Sources: Asian Development Bank, Zhongyuan Yuzi Investment Holding Group, and Yu-Tian New Energy Co. Ltd. 
estimates. 

                                                
1  Henan Provincial Government. 2013. Medium- and Long-Term Energy Development Plan in Henan Province (2012–

2030). Zhengzhou. 
2  Zhongyuan Yuzi Investment Holding Group. 2019. Medium- and long-term planning for the transformation of coal 

into clean energy in townships. Zhengzhou. 

http://www.adb.org/Documents/RRPs/?id=52007-001-3
http://www.adb.org/Documents/RRPs/?id=52007-001-3
http://www.adb.org/Documents/RRPs/?id=52007-001-3
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Table 2: Annual Breakdown of Results-Based Lending Program, 2019–2023  

(€ million) 
 2019 2020 2021 2022 2023     Total 
1. Gas Network System Expanded  136.4 136.4 136.4 0.0 0.0 409.1 
2. Alternative Clean Fuel Developed  2.0 24.0 23.2 0.0 0.0 49.2 
3. Cleaner Fuel Awareness and 

Institutional Capacity  
3.7 2.0 2.0 0.1 0.1 7.9 

4. Administration Cost 1.6 1.6 1.7 0.1 0.1 5.1 
5. Interest and Commitment Charge  1.5 4.9 8.0 0.5 0.5 15.4 
6. Contingencies 21.3 24.4 24.2 0.0 0.0 69.9 
Total 166.4 193.3 195.5 0.7 0.7 556.6 
Share (%) 29.9 34.7 35.1 0.1 0.1 100.0 

Sources: Asian Development Bank, Zhongyuan Yuzi Investment Holding Group and Henan Yu-Tian New Energy Co. 
Ltd. estimates. 
 
3. Effectiveness. The provincial government, its infrastructure investment arm (ZYIG), and 
ADB will support long-term funding and comprehensive awareness enhancement in support of 
access to cleaner fuel for rural consumers. This will help achieve a substantial increase in the use 
of cleaner cooking and heating fuels in Henan Province by accelerating gasification in rural areas 
with low access to cleaner fuel, and piloting the supply of supplementary sources of clean fuel 
through the biogas plant. These achievements will help meet provincial government goals, with 
phased gasification targets linked to air quality improvements, in support of the central 
government’s overarching air pollution reduction goals for the greater BTH region. Program 
implementation has begun, but financial support needs to be continued during the initial gas 
network expansion through the RBL modality to support subsequent long-term investment. ADB 
financing will be effective in reducing barriers to the program’s initial development and preparing 
for subsequent development for expansion. In this context, the expenditures for the awareness 
programs for new consumers and institutional capacity enhancement for YTNE during the initial 
stage of program implementation are considered reasonable.  

4. Efficiency and economy. The mix of private and public finance through the -private 
sector involvement will benefit resource allocation and result in efficiency gains. Public sector and 
guaranteed funding provide the majority of initial program financing, but the project company, 
YTNE, is partially funded through private sector equity. Although it has a higher cost of capital, 
private sector participation brings operational and market-building expertise to program 
implementation. Private sector expertise and past experience in the sector will help ensure 
construction and management operational efficiency. Provincial government resources, provided 
through ZYIG, are similarly essential for ensuring the creditworthiness and borrowing capacity of 
YTNE. Longer-term (and lower cost) public sector financing will initiate and sustain the program, 
despite lower initial returns in rural areas due to the higher cost of providing access to gas 
infrastructure as compared to urban areas. Higher-cost financing would jeopardize the 
affordability of gas connections and consumption, and risk curbing consumption by new rural 
customers. ADB's RBL program should help demonstrate the financial viability of the project and 
leverage additional financing to expand the project after the RBL is concluded.  

5. Adequacy. The programmatic approach is well suited for this type of investment because 
of the phased nature of expanding the gas distribution infrastructure. The overall program 
expenditure framework was planned by the Henan Provincial Government and ZYIG, with 
substantial input from CTLG, whose extensive sector experience has made it well acquainted with 
the capital and operating costs required to deliver such a project, and the trajectory of gas supply 
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and demand. The program’s resource allocation was calculated to match the funding required to 
generate the expected results. ADB’s participation in this early phase is essential to demonstrate 
the financial adequacy of the program and the viability of providing access to gas networks across 
more rural areas in Henan Province, and developing the potential of biogas as a fuel source. 
 
B. Financing Plan 
 
6. ADB will provide a €269.0 million loan to the Government of the People’s Republic of 
China (PRC). It will be onlent from the Government of the PRC to the Henan Provincial 
Government for further relending to ZYIG, with further onlending of the proceeds to YTNE. ADB's 
€269.0 million loan covers 48.3% of the RBL program and 13.5% of the overall program 
expenditure framework. As the implementing agencies, ZYIG and YTNE will be responsible for 
€102.4 million (18.4%) of the RBL program, and about €605.2 million (30.4%) of the broader 
program. The balance will be financed by domestic loans, bonds, and/or private placements. 
China Development Bank has already issued the letter of intent for a loan of €185.35 million to 
cover a third of the RBL program. Eventually, the implementing agencies will borrow around €1.11 
billion to fund the rest of the program. The program financing plan is shown in Table 3. 

Table 3: Program Financing Plan 

Source 

Broader Program RBL Program 
Amount 

(€ million) 
Share of 
Total (%) 

Amount 
(€ million) 

Share of 
Total (%) 

Implementing Agencies (ZYIG and YTNE) 605.2 30.4 102.4 18.4 
Asian Development Bank 269.0 13.5 269.0 48.3 
Cofinanciers 1,114.7 56.0 185.2 33.3 
Total 1,988.9 100.0 556.6 100.0 

RBL = results-based loan, YTNE = Henan Yu-Tian New Energy Co. Ltd., ZYIG = Zhongyuan Yuzi Investment Holding 
Group.  
Sources: Asian Development Bank, YTNE and ZYIG estimates. 
 
7. Adequacy of the financing plan. ZYIG and CTLG have signed their shareholders 
agreement for YTNE in the form of a limited partnership agreement, which defines their equity 
sharing on the basis of 60% (ZYIG) and 40% (CTLG). Contributions from implementing agencies 
were thus already committed for the RBL program. China Development Bank has provided its 
commitment to finance a portion of the RBL program (para. 6), and in combination with the ADB 
loan this will provide adequate funds to enable implementation of the RBL program.  
 
8. The financing plan considers the estimated costs of investment, including provisions for 
physical and price contingencies. The RBL program is expected to allow YTNE to leverage 
additional financing from domestic banks and from the project sponsors upon successful 
completion of the RBL program, in order to further build out the gas network and construct 
additional biogas facilities. Therefore, the RBL program implementation will be crucial to ensure 
subsequent program activities.  
 
9. Predictability and sustainability. The overall program’s sustainability depends on (i)  
YTNE’s financial and operational performance, and (ii) ZYIG’s ability to provide financial support 
to YTNE as the majority shareholder. YTNE performance will be based on ZYIG’s sound financial 
standing combined with strong operational and market expertise of the private operator (CTLG). 
Under the RBL program, YTNE will receive capacity building to upgrade management information 
systems, strengthen corporate governance and financial and risk management practices, and 
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build a stronger financial base to raise the additional resources required to complete the overall 
program expenditure framework. The ZYIG’s financial performance will be strengthened in 
parallel with the overall program implementation.  
 
10. Yu-Tian New Energy Co. Ltd. financial performance. YTNE was established in 2018, 
and completed a pilot clean fuel switch (coal to gas) subproject serving over 0.3 million 
households in 2018. Once the gas supply to households is provided, and the gas pipeline 
expanded, market risk is deemed to be low, because of strong demand for natural gas among 
households, and because of YTNE’s monopoly position in the designated districts where the 
pipeline network is located.3 As per the regulation on gas tariff adjustment, YTNE can apply for 
adjustments from local authorities in gas sales prices on a regular basis if its gas procurement 
cost increases substantially. Wholesale gas prices are regulated by the PRC government, which 
historically has protected wholesale gas purchasers such as YTNE, from large price fluctuations. 
The prospect of increasing competition in gas supply in the PRC—driven by government policy—
is also likely to provide protection against large increases in the gas purchase price.  

11. YTNE’s financial outlook is dependent on timely implementation of subprojects under the 
RBL program. The risk of untimely subproject implementation is viewed as low because YTNE’s 
construction management can depend on assistance from CTLG, which has been engaged in the 
natural gas business for over 15 years, has rich technical and management experience, and has 
met sales targets while controlling costs in a natural gas business in 60 cities of 17 provinces in 
the country. Consequently, the related operational risk is expected to be low as a consequence 
of the long-term PPP between YTNE and CTLG. YTNE will further deal with a subproject default 
risk by requiring customers connected under the RBL program to buy pre-paid integrated circuit 
cards for gas supply. Sales revenue from gas supply to customers will therefore mostly be 
controlled and collected in advance through the cards; the revenue collection risk is considered 
low.  

12. YTNE’s financial data were projected for 2019–2027, 4  and indicate that YTNE will 
maintain a sustainable financial position, with a minimum debt service coverage ratio of 1.2, and 
a maximum debt-to-equity ratio of 70:30 as covenanted in the draft program agreement. While 
YTNE is a new company, it will strengthen its credit capacity to borrow from financial institutions, 
using the additional subproject assets at mortgage, and the inter-company borrowing and/or 
financial guarantee from ZYIG.  

13. Zhongyuan Yuzi Investment Holding Group financial performance. ZYIG is the 
majority shareholder of YTNE, and the overall program expenditure framework will depend on the 
ZYIG financial support for YTNE, especially during and after the RBL program. ZYIG’s financial 
position is robust and sound. As of June 2019, the credit rating of ZYIG is AAA as granted by 
major PRC domestic rating agencies, A3 by Moody’s Investor’s Service and A- by Fitch Ratings. 
As of December 2018, it had total assets of CNY267 billion (€33.95 billion equivalent), net asset 
of CNY80 billion, sales revenue of CNY2,109 million and CNY260 million in net profit. It also holds 
about CNY16 billion in cash and cash equivalents. Its cash-rich position is it to enable it to service 
debts and be ready for new capital expenditures. During 2015‒2018, ZYIG experienced high 
asset and sales revenue growth. Total value of assets increased from CNY108 billion in 2014 to 
CNY267 billion in 2018, for an annual average growth rate of 26.4%. Sales increased from 
CNY425 million in 2014 to CNY2,109 million in 2018, an annual average growth rate of 52.1%. 
                                                
3  Natural gas demand has historically grown roughly by 20% per year in Henan Province and is forecasted to continue 

to be strong because of government policy and customer preference for cleaner fuels. 
4  Financial Analysis (accessible from the list of linked documents in Appendix 2 of the report and recommendation of 

the President). 
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The total equity expanded steadily, from CNY47 billion in 2014 to CNY80 billion in 2018, mainly 
as a result of continued capital injection from the Henan provincial government. While debt 
increased simultaneously, its debt solvency is well maintained. Its debt service coverage ratio has 
remained above 1.0 (1.71 in 2017 and 1.24 in 2018). Its net profit margin has remained relatively 
high, indicating ZYIG has a stable profit-making capability.  
 
14. ZYIG’s financial outlook is assessed as positive. It is expected that sales will increase but 
at a lower rate, and profit margins will improve once the recent large-scale investment has been 
completed. ZYIG experienced fast growth over several years, but this is expected to slow. The 
financial projection assumes that size of debt borrowing will decline by 5% annually and equity 
financing will decline by 3% annually. Nevertheless, ZYIG’s financial projection until 2027 
indicates it will maintain a minimum debt service coverage ratio of 1.2 and a maximum debt-to-
equity ratio of 75:25, as covenanted in the draft program agreement. The PRC government has 
endorsed ZYIG’s application for the ADB loan, and other local financial institutions have 
expressed interest in providing domestic financing. The PRC’s National Development and Reform 
Commission has authorized an additional issue of CNY15 billion in domestic bonds to support 
ZYIG’s investment activities.  

15. The private development partner, CTLG, is also financially sound. It was listed on the 
Hong Kong stock exchange in 2011. As of end of 2018, its assets totaled to CNY11.4 billion, with 
net assets of CNY3.5 billion, annual sales of CNY5.1 billion, and net profit of CNY600 million. 
Both public and private shareholders of YTNE are large companies capable of providing the 
required additional capital and financial support to YTNE. In the draft program agreement, the 
Henan Provincial Government and ZYIG are required to cause YTNE to meet any financial 
requirements for its investments in the RBL program. Based on such a strong commitment for the 
funding plan, the broader program expenditure framework (subsequent to the RBL program) is 
considered sustainable.     
 
C. Risks and Risk Mitigation 
 
16. The financial outlook of ZYIG and the capacity of CTLG to successfully deliver pilot 
subprojects are adequate. However, there are a number of risks that will need to be mitigated to 
ensure the RBL program’s success in terms of its expenditure and financing framework.  

17. Funding gap risk. While subproject investments are required in advance in the 
expenditure framework, ADB’s RBL disbursements will depend on achievement of disbursement-
linked indicators associated with the program’s outputs and outcomes. The resulting delay will 
create funding gaps between the investments and RBL disbursements during the RBL’s initial 
years. To avoid delaying the program implementation schedule and resultant RBL disbursements, 
as well as program output and outcome achievements, it will be crucial to ensure timely advance 
mobilization of funding resources. To mitigate this fundamental risk, ZYIG and CTLG intend to 
use their equity resources for initial investments. YTNE will also be required to arrange bridge 
loans using short-term financing, based on ZYIG’s guarantee support. YTNE and ZYIG have been 
in the process of arranging such a credit line with domestic banks. ZYIG’s cash reserves can also 
be considered a backup option in the case of any abrupt cash shortage on the part of YTNE. 
Considering ZYIG’s robust financial and credit position and strong commitment to the program, 
ZYIG’s financial solvency risk is deemed low. In addition, the Henan Provincial Government 
ensures its funding support for the program in the draft program agreement.        

18. Subproject viability risk. If key subprojects under the program are not financially and/or 
technically viable, it will cause serious financial problems for both YTNE (initially) and ZYIG. To 
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mitigate subproject financial and technical risks, YTNE will be required to conduct due diligence 
analyses for subprojects. YTNE is also required to establish a set of effective financial and risk 
management guidelines and procedures suitable for each subproject’s financial due diligence and 
financial risk control, as included in the DLIs for institution building and capacity enhancement of 
YTNE. To ensure subproject due diligence analysis, YTNE agreed to strengthen its staffing and 
capacity for financial and risk management, and will take charge of financial due diligence. 

19. Foreign exchange fluctuation risk. YTNE will assume the foreign exchange variation 
risk of the ADB loan. Fluctuations in foreign currency exchange can impact the profitability and 
debt service capability of YTNE and affect a profitable return to ZYIG. To mitigate this risk, YTNE 
and ZYIG agreed to set up a foreign exchange fluctuations risk reserve that will help recover 
losses arising from foreign exchange risk. To control overall corporate risk management, YTNE 
and ZYIG agreed to strengthen staffing and adopt appropriate guidelines and/or manuals for the 
purposes of risk control and internal audit control. These are stipulated in the draft program 
agreement.    
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