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and Green Development Project (RRP PRC 52026) 

FINANCIAL ANALYSIS 
 
A. Introduction 
 
1. Financial analysis was undertaken as part of financial due diligence in accordance with 
relevant technical guidance of the Asian Development Bank (ADB), including the Financial 
Management and Analysis of Projects, and Financial Due Diligence: A Methodology Note.1 The 
financial analysis assesses the financial viability and sustainability of the proposed project. A 
complete list of subprojects under the project is provided in the project administration manual.2 
All subprojects are nonrevenue generating except for the green investment fund (GIF), which is 
expected to generate a financial return. Huangshan Trust Investment Company (HTIC), a 100% 
government-owned financial intermediary, is the implementing agency of the GIF. All other 
subprojects under the project investment loan will be implemented by district and county 
governments as the implementing agencies. 
 
2. The financial analysis comprises (i) financial viability analysis for the GIF, and (ii) 
financial sustainability analysis for the GIF implemented by HTIC and nonrevenue-generating 
subprojects implemented by district and county governments. The financial sustainability 
analysis includes (i) financial statement analyses of HTIC and Huangshan Xintou Investment 
Company (HXIC), a subsidiary company of HTIC that will serve as the fund management 
company of the GIF; and (ii) fiscal budget analyses of the district and/or county governments 
that will implement the nonrevenue-generating subprojects to determine if they have adequate 
financial capacity to cover debt service and recurring operation and maintenance (O&M) costs 
for project sustainability. 

 
B. Financial Viability Analysis for the Green Investment Fund 
 
3. The initial amount of the GIF is CNY200 million, to which the ADB loan will contribute 
50%, a loan provided by German development cooperation through KfW 25%, and the 
Huangshan Municipal Government (HMG) 25%. Financial analysis indicates that based on 
conservative assumptions, the GIF will provide an expected financial internal rate of return 
(FIRR) of 3.8% from investing in green subprojects. The FIRR is above the weighted average 
cost of capital of 1.8%. The GIF is modeled to comprise two sequential funds, each with an 
investment period of 10 years.3 The funds will reinvest the capital returned from previous 
investments. Both funds follow the same investment strategy and are expected to provide 
returns at the same level. Private partners may participate in the second fund to contribute up to 
25% of capital to maintain a reasonable fund size after repayments to ADB and KfW. Capital 
contributions are invested as equity. Return on equity is assumed to be 8.0% while 
nonperforming assets are assumed to be 10.0%. Expenses of establishing and operating the 
fund are assumed to be CNY1 million. The annual management fee is assumed at 3.0% of 
commitments within the initial investment period of the first fund, and thereafter 3.0% of the total 
capital deployed in investments. The GIF is fully tax transparent, and obligation of taxation 
solely relies on the partners and not on the fund. 

 
1  ADB. 2005. Financial Management and Analysis of Projects. Manila; and ADB. 2009. Financial Due Diligence: A 

Methodology Note. Manila. 
2  Project Administration Manual (accessible from the list of linked documents in Appendix 2 of the report and 

recommendation of the President). 
3  The first fund will have an initial investment period of 2 years, during which the disbursements from ADB and KfW 

and other commitments are invested. After the initial investment period, the fund will reinvest the returned capital 
for an additional 8 years. The second fund will reinvest the capital returned from the first fund and reinvest the 
return from its own investments over a 10-year investment period. 

http://www.adb.org/Documents/RRPs/?id=52026-001-3
http://www.adb.org/Documents/RRPs/?id=52026-001-3
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Table 1: Green Investment Fund Contributions, Returns, and Green Investments 

 
 
 
Fund 

 
 
 

Investment 
Period 

 
 

Years of 
Operatio

n 

 
Total Contribution 

Including 
Reinvestments 

(CNY million) 

 
External 

Investors in 
Fund 
(%) 

 
Return to 

Partners after 
Costs 

(CNY million) 

Money 
Multiple 
Achieve

d 
(times) 

FIRR 
generated 

net of 
costs 
(%) 

Fund I 2020–2029 15 358 0.0 445 1.2 3.8 
Fund II 2030–2039 14 352 25.0 410 1.2 3.3 

FIRR = financial internal rate of return. 
Source: Asian Development Bank.  

 
4. Sensitivity analysis for the first cascading fund assesses the impact from reduced returns 
on equity investments and increases in nonperforming assets. The obligation of providing a 
basic return to service the debt to ADB and KfW is maintained in all scenarios. 
 

Table 2: Fund I Financial Internal Rate of Return Sensitivity Analysis 
(%) 

 
Scenario 

 
Return on Equity 

Nonperforming Assets on 
Equity Investment 

Total Fund 
FIRR 

Base case 8.0 10.0 3.8 
Slightly lower return and slightly higher 
nonperforming assets 

7.5 
12.0 

3.2 

Low return and high nonperforming assets 7.0 14.0 2.4 
Very low return and very high nonperforming 
assets 

6.5 16.0 1.5 

FIRR = financial internal rate of return. 
Source: Asian Development Bank. 

 
5. Financial viability analyses of potential candidate subprojects to be invested in by the 
GIF using the same methodology as ADB direct investments are in Table 3. In each subproject, 
the FIRR is higher than the weighted average cost of capital, indicating that the subprojects are 
financially viable with the equity finance provided. Both subprojects showed strong equity 
returns of FIRR beyond 10%. Sensitivity analysis considering various scenarios (higher capital 
expenditure and operational expenses, lower revenue, and in combination) shows that the 
subprojects will remain financially viable under all scenarios because of the relatively solid 
investment base case. 
 

Table 3: Green Investment Fund Projected Financial Viability Analysis for Selected 

Subprojects 
 

 

 

 

Subproject 

 

 

 

Total Investment 

 (CNY million) 

 

 

 

WACC 

(%) 

 

 

Base Case 
FIRR 

(%) 

 

10% 

Increase 

in CAPEX 

(%) 

 

10% 

Increase 

in OPEX 

(%) 

10% 

Decrease 

in 

Revenue 

(%) 

 

 

 

Combined 

(%) 

Monkey Tea Company  49 4.4 11.7 9.8 11.3 7.2 5.0 
Farm Service Company 90 6.0 11.3 9.4 10.4 8.8 6.2 

CAPEX = capital expenditure, FIRR = financial internal rate of return, OPEX = operating expenditures, WACC = 

weighted average cost of capital. 

Source: Asian Development Bank estimates. 
  

C. Financial Sustainability Analysis  
 
6. Methodology and assumptions. Municipal, county, and district budget allocations for 
2013–2018 were used to analyze the executing agency and implementing agencies’ financial 
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capacity in servicing debts and meeting O&M requirements. For HTIC, financial statement 
analysis was carried out to assess its financial robustness to repay debts from the GIF. 
 
7. Key assumptions for the analysis included the following: 

(i) Physical contingencies were estimated as 9.0% of base costs. 
(ii) Price contingencies account for cumulative cost inflation during implementation. 
(iii) Annual operating costs were estimated based on (a) the prevalent annual costs 

of O&M of similarly scaled investments in the same sector, and (b) the current 
method of government budget allocation of such programs during operations. 

(iv) A fixed set of domestic and international cost escalation factors (Table 4). 
(v) An exchange rate of CNY7.6576 = EUR 1.000 (as of 2 August 2019) was used. 
(vi) Subprojects are financed using ADB loan, KfW loan, and government counterpart 

funds. The ADB loan has loan term of 25 years, including a 6-year grace period, 
and the KfW loan has a tenor of 15 years with a 5-year grace period. 

(vii) Financing costs for the ADB loan include interest during implementation (IDC) 
and commitment fee charges. IDC for the ADB loan is computed at a 5-year euro 
swap rate of 0.066% plus an ADB spread of 0.50% and a maturity premium of 
0.1%. The commitment fee for the ADB loan is levied at 0.15% against the 
undisbursed amount of the loan each year. IDC for the KfW loan is computed at 
a 5-year euro swap rate plus a spread of 0.55%. The commitment fee for the 
KfW loan is levied at 0.25% annually on the undisbursed amount, and an up-front 
fee of 0.35% at the beginning of the loan also applies to the total loan amount. 

(viii) For the operation period, a 20-year euro swap rate of 0.433% for the ADB loan 
and a 10-year euro swap rate of –0.001% for the KfW loan will replace the 5-year 
rate in interest calculation. 

 
Table 4: Domestic and International Cost Escalation Factors 

(%) 
Item  2020 2021 2022 2023 2024  2025 

International cost escalation factors 1.50 1.60 1.60 1.60 1.60 1.60 
Domestic cost escalation factors 2.30 2.30 2.40 2.40 2.40 2.40 

Source: Asian Development Bank estimates. 
 

 
8. Financial sustainability analysis of district and county governments. Fiscal budget 
analyses were carried out for the county and district governments implementing the subprojects 
and the HMG, the executing agency. The analyses examined historical and projected budgetary 
allocations of the municipal, district, and county governments; and assessed the additional 
impact from the project on their total revenue in terms of debt service and O&M requirements 
throughout the lifespan of the project. 

 
9. The financial sustainability analysis summarizes the results, which indicate that the 
district and county governments, as well as the HMG, will be able to bear the additional fiscal 
burden required to service the ADB and KfW debts and to cover the project O&M costs to 
maintain balanced fiscal revenue and expenditure.4  
 
10. Financial statement analysis of Huangshan Trust Investment Company. Following 
its establishment in 2016, HTIC has experienced aggregation of assets through merger and 
acquisition, government allocation, and investments. The company also serves as a platform for 

 
4 Financial Sustainability Analysis (accessible from the list of supplementary documents in Appendix 2 of the report 

and recommendation of the President). 
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the HMG’s major economic promotion programs, which account for the most significant portion 
of HTIC’s debts, as shown on its books. HTIC otherwise has no interest-bearing debts. 
 
11. The projections for HTIC’s financial statements, including its net cash flow, total assets, 
equity, and profit, are prepared based on historical financial statements and its business plan. 
HTIC has no foreseeable plan to take on additional interest-bearing debts beyond the proposed 
ADB and KfW loans. Moreover, detailed analysis reveals that HTIC’s debts mainly comprise 
prepayments of guarantee and microfinance charges collected, and funds from government 
programs (Table 5). HTIC currently carries no commercial borrowing and is therefore considered 
unleveraged and suited for debt expansion. The projections of HTIC’s key financial indicators 
over the period of the loan indicate that it has sufficient financial capacity to cover operation 
expenses and debt repayment to ensure its financial sustainability (Table 6). 
  
Table 5: Balance of Major Huangshan Municipal Government Financial Programs through 

Huangshan Trust Investment Company 

(CNY) 
Program 2016 2017 2018 

Angel Fund 20,000,000  0  0    
Custody: emergency fund (HMG) 111,000,000 55,500,000 56,790,000 
Custody: emergency fund (district and county) 40,000,000 40,000,000 40,000,000 
Provincial Service Industry Development Guidance Fund 5,000,000 3,523,874 3,523,874 
Municipal targeted subsidy 45,000 595,000  0    
Municipal Policy Guarantee Fund 12,252,380 12,263,769 12,266,313 
Regional Policy Guarantee Fund 2,007,623 2,021,795 2,030,199 
Xin’an River Green Development Fund 50,300,000 772,800,210 1,199,016,004 

Total  240,605,003   886,704,648   1,313,626,390  

HMG = Huangshan Municipal Government. 
Note: Figures are as of the end of each year. 
Source: Asian Development Bank estimates. 

  
Table 6: Key Financial Indicators of Huangshan Trust Investment Company 

(CNY million) 
Indicator 2017a 2018 2019 2020b 2025c 2026d 2030 2034e 2035 2040 2044f 

Net cash flow  140   703   738   775  990  1,039   1,263   1,535   1,612  2,057  2,500  
Total assets 1,909  1,952   2,049   2,152   2,746   2,884   3,505   4,261  4,474   5,709  6,940 
Equity  950   574   603   633   808   849   1,032   1,254   1,317   1,680   2,042  
Liability  959   1,377   1,446   1,520   1,949   2,054   2,532   3,112   3,276  4,225   5,170  
Profit 11.19  17.20   18.06   18.96   24.20   25.41   30.88   37.54   39.41   50.30   61  

DSCR           3.60   3.96   2.27   2.76   3.35   6.63   8.46   10.28  

ADB = Asian Development Bank, DSCR = debt service coverage ratio. 
a Post-adjustment figures are presented. 
b First year of borrowing. 
c First year to repay KfW principal. 
d First year to repay ADB principal. 
e Last year of KfW loan. 
f Last year of ADB loan. 
Source: ADB estimates. 

 
12. Financial statement analysis of Huangshan Xintou Investment Company. HXIC will 
serve as the fund management company for the GIF. HXIC is one of seven subsidiary 
companies of HTIC and is 100% owned by HTIC. Specializing in investment, HXIC was 
established in January 2016 with registered capital of CNY20 million. 
 
13. HXIC currently holds no interest-bearing borrowing. Its short-term borrowing mainly 
constitutes advance receipts and various payables such as bills, accounts, and tax. The only 
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noncurrent liability appearing on the books was a CNY20 million borrowing in 2016 to register 
the company. The equity holder replaced this debt with CNY20 million of paid-in capital in 2017. 
 
14. The key financial indicators for HXIC summarized in Table 7 show the post-adjustment 
figures from its audited reports.5 These adjustments were carried on to HTIC’s combined 
financial reports adjustments for 2017. The acquisition of 77% of Suzhou Jiangnan Agroforestry 
Development Company shares in that year brought about a decrease in retained earnings of 
CNY2.1 million, although positive earnings are expected from this acquisition over the longer 
term. The overall projections for HXIC’s financial statements are prepared in line with the 
projections for HTIC’s financial statements, given HXIC is a subsidiary of HTIC. The projections 
reveal that HXIC will remain in robust financial condition over the period of the ADB loan. 
 

Table 7: Major Financial Indicators of Huangshan Xintou Investment Company 
(CNY million) 

Indicator 2017a 2018 2019 2020b 2025c 2026d 2030 2034e 2035 2040 2044f 

Net cash 
flow 

 1.45   3.64   3.82   4.01   5.12   5.38   6.54   7.94   8.34   10.65   12.94  

Total 
assets 

 19.78   20.06   21.06   22.11   28.22   29.63   36.02   43.78   45.97   58.67   71.31  

Equity  18.80   17.30   18.16   19.07   24.34   25.55   31.06   37.75   39.64   50.59   61.50  
Liability  0.98   2.76   2.90   3.04   3.88   4.08   4.96   6.02   6.33   8.07   9.81  
Profit (1.59)  (1.54)  (0.50)  (0.25)   0.33   0.32   0.24   0.44   0.42   0.29   0.17  

DSCR           0.09   0.09   0.09   0.09   0.09   0.09   0.09   0.09  

( ) = negative, ADB = Asian Development Bank, DSCR = debt service coverage ratio. 
a Post-adjustment figures are presented. 
b First year of the Green Investment Fund. 
c First year to repay KfW principal. 
d First year to repay ADB principal. 
e Last year of KfW loan. 
f Last year of ADB loan. 
Source: ADB estimates. 

 
15. Analyses following the capital adequacy, asset quality, management quality, earnings 
quality, liquidity, and sensitivity framework were undertaken for both HTIC and HXIC as the 
financial intermediaries for the ADB loan.6 The results indicate that the financial performance 
and capabilities of both financial intermediaries are adequate.7 
 
D. Conclusion 
 
16. All subprojects are financially sustainable given that the executing and implementing 
agencies will have sufficient financial capacity to cover the debt repayment and the recurring 
O&M costs of the subprojects. The GIF is financially viable, and its implementing agency (HTIC) 
and fund management company (HXIC) are financially capable of implementing the GIF. Overall, 
the project is considered both financially viable and sustainable. 

 
5  These changes are: (i) incorporation of Suzhou Jiangnan Agroforestry Development Co. (acquired in 2017) into the 

combined audited reports, which resulted a decrease in retained earnings of CNY2.1 million; (ii) adjustment of 
Xin’an River Green Development Fund from Paid-in Capital to Special Payables (Debt), according to the 
Temporary Management Measures for Special Funds. Subsequently earnings from the fund are also removed, 
which led to a decrease in retained earnings by CNY4.4 million; and (iii) earnings from investment and bank 
deposit interest are relocated from Operational income to Investment income, according to new government 
regulations. 

6  This framework, known as CAMELS, is an international rating system to rate financial institutions. 
7  Financial Management Assessment (accessible from the list of linked documents in Appendix 2 of the report and 

recommendation of the President). 


