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FINANCIAL ANALYSIS 
 
A. Introduction 
 
1. The financial analysis, carried out in accordance with the guidelines of the Asian 
Development Bank (ADB),1  assessed the financial viability and sustainability of the proposed 
project. The subprojects under the four outputs are not generating revenues, except for the 
financial intermediation loan (FIL) component of output 2. A complete list of subprojects is 
provided in Appendix 1 of the project administration manual (PAM).2 
 
2. Agricultural Bank of China (ABC), through its Ganzhou branch, will serve as the 
implementing agency of the FIL. ABC is a state-controlled joint stock commercial bank. The 
governments of one district (Nankang) and eight counties (Chongyi, Dayu, Huichang, Ningdu, 
Shangyou, Shicheng, Xingguo, and Yudu) will serve as implementing agencies for the project 
loan component. The Ganzhou Municipal Government (GMG) will be the executing agency. 
 
3. This analysis consists of (i) a financial analysis of the FIL’s expected return through model 
simulation, and (ii) a fiscal budget analysis of the project implementing agencies to determine the 
financial sustainability of the subprojects. Financial due diligence for ABC is detailed in a 
supplementary document, Financial Due Diligence of the Financial Intermediary.3 
 
B. Financial Sustainability Analysis 
 
4. City, county, and district budget allocations from 2015 to 2020 were used to analyze the 
executing and implementing agencies’ financial adequacy for meeting debt service and operation 
and maintenance (O&M) requirements. 

1. Methodology and Assumptions 
 
5. Key assumptions for the analysis are as follows: 

(i) Physical contingencies are estimated at 8% of base costs. 
(ii) Price contingencies account for cumulative cost inflation over the implementation 

period. 
(iii) Annual project operating costs are estimated based on (a) prevalent annual O&M 

costs of other projects of a similar investment scale in the same sector; and (b) the 
current method of government budget allocation to such projects during operations. 

(iv) Domestic and international cost escalation is as shown in Table 1. 
(v) The exchange rate used is CNY7.5821 = EUR1.00 (as of 23 September 2021). 
(vi) Subprojects are financed using the ADB loan and government counterpart funds. 

The ADB loan has a term of 25 years, including a grace period of 6 years. 
(vii) The government will bear the financing costs of the ADB loan, which include 

interest during implementation and commitment fee charges. Interest during 
implementation is computed at a 5-year fixed euro swap rate of –0.194% (as of 
20 May 2021) plus an ADB spread of 0.50% and a maturity premium of 0.3%. The 
commitment fee is levied at 0.15% against the undisbursed amount of the loan 
each year. 

 
1 ADB. 2019. Financial Analysis and Evaluation, Technical Guidance 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  Financial Due Diligence of the Financial Intermediary (accessible from the list of linked documents in Appendix 2 of 

the report and recommendation of the President). 

http://www.adb.org/Documents/RRPs/?id=53049-001-3
http://www.adb.org/Documents/RRPs/?id=53049-001-3
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(viii) For the operating period, a 20-year fixed euro swap rate (0.595%, as of 20 May 
2021) will replace the 5-year rate in interest calculation. 
 

Table 1: Domestic and International Cost Escalation 
Item 2022 2023 2024 2025 2026 2027 Average 

Foreign rate of price inflation 1.70% 1.70% 1.80% 1.80% 1.80% 1.80% 1.77% 

Domestic rate of price inflation 2.30% 2.20% 2.20% 2.20% 2.20% 2.20% 2.20% 

Source: Asian Development Bank estimates. 

 
2. Financial Sustainability Analysis of Debt Service and Operation and 
Maintenance Costs 

 
6. The O&M and debt service costs for all subprojects will be funded from government 
budgets. Since government agencies or institutions will manage all subprojects, the focus of the 
financial analysis is to assess whether the respective district or county governments will have 
adequate fiscal capacities to fund the incremental recurrent costs of the subprojects to ensure 
financial sustainability. This involves examining historical and projected fiscal revenue, including 
budgetary allocation and expenditures of all the implementing agencies, to evaluate the financial 
impact of debt service and O&M requirements throughout the lifespan of the project. 
 
7. The municipal, district, and county governments in the People’s Republic of China (PRC) 
are required to submit their projected expenditure for approval by the People’s Congress of the 
same government level for the budget allocation the following year. This budget typically covers 
the budget allocation for all line departments and significant city, county, or district investment 
programs, and is compiled by the finance bureau based on the line departments’ individual drafts. 
As required by the loan agreement, the debt service costs for the project will be incorporated in 
the budgets, with the higher-level government guaranteeing the ability of the executing and 
implementing agencies to service the ADB debt. In the past, subsidies from the higher government 
have typically formed a major portion of the revenue. 
 
8. The analysis of the 2020 fiscal revenue budget allocation to the project executing agency 
and nine implementing agencies shows that tax income and budgetary allocations or subsidies 
from the higher government are the primary sources of revenue for all implementing agencies, 
accounting for 63% (Dayu County) and up to 78% (Ningdu and Shangyou counties) of total revenue. 
Subsidies form the larger part of this, accounting on average for 55% of total revenue. Ganzhou's 
subsidy amount is the lowest at 30%, Ningdu County has the highest at 69%. Prior years, from 2015 
to 2019, display similar trends. Expenditures are general budget expenditures on public services 
provided by the district or county governments. 

9. The agencies' future budgetary revenue and expenditures were projected using linear and 
polynomial trendline extrapolation based on historical data from 2015 to 2020. Since their 
implementing expenses fluctuate over time, using this method provides more realistic estimates 
than the average annual growth rate. Table 2 details the projections. 
 
10. The O&M costs comprise operational costs, and repair and maintenance costs, and are 
based on costs incurred on similar projects in the past. Since the subprojects managed by the 
GMG are of a research and consulting nature, the O&M cost for this agency is nil. The subprojects 
implemented by the other nine agencies will incur O&M costs from year 7 after the project’s 
initiation. The O&M costs were calculated at 0.5%, 1.0%, or 5.0% of the base project cost per 
year based on the nature of the subprojects—5.0% is estimated for rural solid waste management 
and 0.5% for forest protection and management improvements. Operational expenses also vary 
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based on the nature of the subprojects. They are linked primarily to output 3 (rural waste and 
sanitation management improved) and are calculated based on volume and cost estimates for 
wastewater, solid waste, and labor input over the life of the subprojects. Debt service costs were 
calculated in accordance with the assumptions detailed above. 

 
11. The analysis shows that total project incremental costs will have a negligible impact on the 
budgets of the governments involved. The projected budgetary positions of all the district and 
county governments confirm their respective fiscal capacities to cover the recurrent costs of 
sustaining the project facilities. Therefore, the district and county governments that are 
implementing the project, as well as the GMG will be able to service the ADB debt and to cover 
the project O&M cost to ensure the financial sustainability of the overall project. 

 
3. Financial Sustainability Analysis of Agricultural Bank of China 

 
12. The financial performance and sustainability analysis of ABC covers its business strategy, 
operating environment, asset quality, and risk management. A CAMELS+ review (C—capital 
adequacy, A—asset quality, M—management quality, E—earnings, L—liquidity, S—sensitivity to 
market) was undertaken based on information collected and discussions held with ABC (Ganzhou 
branch). The detailed financial due diligence report on ABC is available separately (footnote 3). 
 
13. Despite the challenging operating environment resulting from the coronavirus disease 
(COVID-19) pandemic, ABC recorded operating income of CNY659.33 billion in 2020, 
representing an increase of 4.8% on the previous year. Total assets increased by 9.4% in 2020 
as growth in net loans and advances totaled CNY1,745.2 billion. County areas made up 35% of 
the bank’s loans, 43% of deposits, and 40% of revenue in 2020, and remained a core business. 
New nonperforming loans (NPLs) because of slow post-pandemic economic growth pose a risk 
to ABC’s asset quality. However, the bank has narrowed the gap in its reported NPL ratio to a 
level comparable to that of the other “Big Four” banks in the PRC (Industrial & Commercial Bank 
of China, China Construction Bank, and Bank of China) by increasing efforts in NPL resolution. 
Moreover, ABC’s loan-loss provision buffer is expected to help it manage the COVID-19 impact 
on asset quality. ABC has classified all its corporate loans overdue more than 20 days as NPLs, 
which is more stringent than the industry practice of 90 days. 
 
14. ABC has a strong deposit base and good liquidity profile. Its stable source of low-cost 
deposit funding is expected to continue thanks to its strong retail franchise and competitive 
position in the PRC. Retail deposits, which tend to be held in banks longer, accounted for 58.6% 
of ABC’s total customer deposits as of the end of 2020. ABC serves more than 800 million 
customers, the most among the Big Four banks. Its large and stable customer base and strong 
retail franchise in county areas support its strong funding structure and business growth. It has a 
leading market position with 23,000 domestic branches and outlets that extend into rural areas. 
 
15. ABC is expected to onlend $100 million (including $50 million in counterpart funding) to 
small and medium-sized enterprises engaged in businesses associated with green development, 
rural vitalization, environmental management, and climate mitigation and adaptation. This amount 
is unlikely to have a substantial negative impact on the bank’s performance since ABC had total 
assets of CNY27,205.0 billion ($4,163.0 billion) vs. total net loans of CNY14,552.4 billion 
($2,226.9 billion) as of 31 December 2020. ABC is the PRC’s third-largest commercial bank by 
total assets, deemed a global systemically important bank (G-SIB) and soon to be designated a 
domestic systemically important bank, so the probability of timely support from the state in times 
of stress is high. 
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16. ABC has been on the list of G-SIBs for 7 consecutive years since 2014 and was ranked 
no. 35 in Fortune Global 500 (2020). ABC has a long-/short-term issuer credit rating of A/A-1 with 
stable outlook from Standard & Poor's, a long-/short-term bank deposit rating of A1/P-1 with stable 
outlook from Moody's, and a long-/short-term issuer default rating of A/F1+ with stable outlook 
from Fitch Ratings. 
 
C. Conclusion 
 
17. The incremental project costs will be financed by the budgets of the municipal, district, and 
county governments involved in the project, and will have a negligible impact on these budgets. 
All the executing and implementing agencies will have adequate fiscal capacities to cover the 
recurrent costs of the project, ensuring the project’s financial sustainability. Since the agencies 
rely on subsidies from the higher-level government, the respective governments’ commitment was 
sought to ensure that counterpart funds are available to meet fund requirements. A covenant to 
this effect is included in the project agreement to further ensure project sustainability. 
 
18. No significant risks were identified regarding ABC as the financial intermediary and 
implementing agency of the FIL component. With a significant market share, strong distribution 
network, and leading market position in the county areas, ABC is well positioned to capitalize on 
the PRC’s growth and support the central government’s policy target of promoting rural lending, 
and inclusive and green finance. 
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Table 2: Financial Sustainability Analysis of Direct Investment Implementing Agencies 
(CNY million) 

 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 

Ganzhou Municipality                   

1 6,080  6,355  6,784  8,030  8,843  9,351  10,531  11,633  12,831  14,127  15,518  17,007  18,591  20,272  22,050  23,924  25,895  

2 -  -  -  -  -  -  -       0.2    0.6        1.0        1.4        1.6       1.0        3.8        3.8        3.8        3.8  

Chongyi County                     

1 2,176  2,267  2,316  2,528  3,206  3,281    3,890    4,482    5,161    5,927    6,780    7,720    8,747    9,861  11,062  12,350  13,725  

2 -    -  -  -  -  -  -      53.2      97.4    25.3        6.5    6.6        6.7      13.4      13.4    13.4    13.4  

Ningdu County                     

1 3,975  4,261  4,803  5,316  6,202  6,130    6,826    7,315    7,804    8,293    8,781    9,270    9,759  10,248  10,737  11,226  11,715  

2 -  -  -  -  -  -  -    19.9    72.4    35.0    16.4    9.8    9.8  11.6  11.6  11.6    11.6  

Shangyou County                     

1 2,512  2,594  2,695  3,073  3,678  3,548    3,897    4,149    4,401    4,652    4,904    5,156    5,407    5,659    5,911    6,162    6,414  

2 -  -  -  -  -  -  -    26.1    71.0    19.8    11.6    5.8    5.5    11.4    11.4    11.4    11.4  

Dayu County                     

1 2,330  2,560  2,628  3,221  3,744  3,604    4,066    4,367    4,667    4,968    5,268    5,569    5,869    6,170    6,470    6,770    7,071  

2 -  -  -  -  -  -  -    0.2    0.3    0.5    0.7    0.7    0.7    9.9    9.9  9.9  9.9  

Huichang County                     

1 3,344  3,089  3,445  4,432  5,218  5,046    5,684    6,138    6,592    7,046    7,500    7,954    8,408    8,862    9,315   9,769  10,223  

2 -  -  -  -  -  -  -    35.2    43.7    15.6    7.1    4.6    4.5    6.5    6.5    6.5    6.5  

Nankang District                     

1 4,824  5,111  6,195  7,413  8,309  7,950    9,278  10,033  10,789  11,544  12,300  13,055  13,811  14,566  15,322  16,077  16,832  

2 -  -  -  -  -  -  -    20.3    37.6    45.0    24.9    4.7    4.8    7.1  7.1  7.1  7.1  

Yudu County                     

1 4,691  5,152  5,805  6,749  7,553  7,925    8,744    9,439  10,134  10,829  11,524  12,219  12,913  13,608  14,303  14,998  15,693  

2   -    -    -    -    -    -    -    0.1    0.2    0.4    0.5    0.5    0.5    8.9    8.9    8.9    8.9  

Shicheng County                     

1 1,963  2,032  2,213  2,897  3,441  3,640  4,027  4,407  4,787  5,167  5,547  5,927    6,306  6,686  7,066  7,446  7,826  

2 - - - - - - - 28.8    56.5    30.5    6.1    5.1    4.9    7.7    7.7    7.7    7.7  

Xingguo County                     

1 4,064  4,208  4,621  5,736  6,735  6,757  7,569    8,203  8,836  9,469  10,102  10,735  11,368  12,001  2,634  3,267  13,901  

2 - - - - - - -   52.1    45.7    22.5    19.5    5.8    4.5    5.8    5.8    5.8    5.8  

Note:  1 = total revenue, 2 = total incremental cost arising from subproject(s). 
Source: Asian Development Bank estimates. 

 
 


