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A. Introduction  
 
1. The Jiangxi Ganzhou Rural Vitalization and Comprehensive Environment 
Improvement Project aims to demonstrate rural vitalization and ecological protection by: (i) 
enhancing institutional capacity for environmental management; (ii) introducing green 
financing mechanisms to support small and medium-sized agriculture, forestry and eco-
friendly enterprises; (iii) improving rural waste and sanitation management with innovative 
technology; and (iv) instituting and applying best practices on ecological approaches in water 
and soil conservation, and waterways and forest protection. 
 
2. The project has four outputs, which include: (i) institutional and knowledge 
sharing capacity for environmental management strengthened; (ii) green development and 
financing mechanisms piloted; (iii) rural waste and sanitation management improved; and (iv) 
water and soil conservation practices improved. Under output 2, the project will promote green 
development through onlending part of the loan proceeds through a financial intermediary 
to small-and-medium-sized agriculture and local business enterprises engaged in green 
agribusiness, environmental improvement, climate mitigation and adaptation-related 
businesses. The Agriculture Bank of China Limited (ABC), through its Ganzhou branch, will 
be the implementing agency for the financial intermediary loan component of the project. 
 
3. The financial due diligence (FDD) was conducted in accordance with ADB Financial 
Due Diligence for Financial Intermediaries: Technical Guidance Note. Detailed FDD has been 
undertaken to assess the institutional and financial performance of ABC, which will be the 
implementing agency and end borrower of the financial intermediary loan component from 
ADB. The FDD comprises (i) a review and analysis of the audited financial statements of ABC 
from 2019 to 2020 based on the framework of capital adequacy, asset quality, management 
quality, earnings quality, liquidity and sensitivity (CAMELS), where applicable; (ii) financial 
management assessment (FMA) for ABC, using ADB’s standard FMA questionnaire; (iii) an 
assessment of other institutional aspects of ABC, including corporate governance, risk 
management, regulatory framework and compliance; and (iv) a review of other publicly 
available information, ABC’s annual reports and credit rating reports in particular. The financial 
statements and supporting documents are available on request. 

 
B. Institutional Overview: Agricultural Bank of China  
 
4. ABC was established in 1951 as the Agricultural Cooperative Bank. Since the late 
1970’s, ABC has evolved from a state-owned specialized bank to a wholly state-owned 
commercial bank and subsequently a state-owned commercial bank. It was restructured into 
a joint stock limited liability company in January 2009 and was listed in Shanghai and Hong 
Kong Stock Exchanges in July 2010. Headquartered in Beijing with a nationwide distribution 
network, ABC has 13 overseas branches and three overseas representative offices. It has 16 
major subsidiaries, including 11 domestic subsidiaries and five overseas subsidiaries. Its 
shareholders include Central Huijin Investment Limited. (40.03%), Ministry of Finance (MOF) 
(35.29%), and HKSCC Nominees Limited (8.73%).1 
 
5. Being one of the major integrated financial service providers in China, ABC relies on 
its comprehensive business portfolio, extensive distribution network and advanced information 
technology (IT) platform to provide a diverse portfolio of corporate and retail banking products 
and services for a broad range of customers. It also conducts financial market businesses and 
asset management. ABC’s business scope also includes, among other things, investment 
banking, fund management, financial leasing, and life insurance.  

 
1 Central Huijin Investment Limited (“Huijin”) is a wholly owned subsidiary of China Investment Corporation Limited, which is 

incorporated in Beijing, PRC. Huijin was established to hold certain equity interests in state-owned financial institutions as 
authorized by the Chinese State Council and does not engage in other commercial activities.  Huijin exercises its legal rights 
and assumes obligations related to ABC on behalf of the PRC Government. 



2 

 

 

 
6. In 2020, ABC is the third-largest commercial bank in the People’s Republic of China 
(PRC) by assets, with 9% and 10% market share of loans and deposits. It has well diversified 
operations across urban and rural areas with 22,938 domestic branches and outlets exceeding 
other “Big four” banks. ABC is a leading provider of financial services in PRC’s vast fast-
developing country areas and has the strongest franchise in the PRC’s county-level banking 
market, agriculture-related industries, and the rural community (“Sannong” business). 2 
Counties made up around 35% of its loans, 43% of deposits and 40% of revenue in 2020. 
 
7. The Financial Stability Board has included ABC into the list of global systemically 
important banks (G-SIBs) for seven consecutive years since 2014.3  In 2020, ABC ranked 
number 35 in the Fortune’s Global 500 and ranked number three in The Banker’s “Top 1000 
World Banks” list in terms of tier 1 capital. ABC’s issuer credit ratings assigned by Standard & 
Poor’s Rating Services affirmed long-/short-term issuer credit ratings of the Bank at A/A-1 with 
stable outlook. Moody’s also affirmed long-/short-term bank deposit ratings of the Bank at 
A1/P-1 with stable outlook and Fitch Ratings affirmed long-/short-term issuer default ratings 
of the Bank at A/F1+ with stable outlook. 
 

Figure 1: Schematic Corporate Structure of Agricultural Bank of China 

 

 

C. Macro Overview 
 

1. Overview of PRC Banking Sector  
 
8.  Despite the significant impact of the 2019 coronavirus disease (COVID-19) pandemic 
on domestic and international markets, the economy of the PRC has remained resilient and 
delivered better-than-expected growth. Gross domestic product (GDP) grew by 2.3% in 2020, 
making PRC the only major economy in the world to achieve growth. The growth of new 
business models such as telecommuting, online education, intelligent construction and 
unmanned delivery that emerged during the pandemic have provided strong support for 

 
2 County Area Banking Business or “Sannong Banking Business” is a broad range of financial products and 

services that Agricultural Bank of China provides to customers in the country areas through the bank’s branch 
outlets located in counties and county-level cities in the PRC. 

3 Global systemically important bank (G-SIB): Also known as “too big to fail”, a global systemically important bank 
is a bank whose systemic risk profile is deemed to be of such importance that the bank’s failure would trigger a 
wider financial crisis and threaten the global economy. The Basel Committee has developed a formula for 
determining which banks are G-Sibs, deploying criteria including size, interconnectedness, and complexity. 
National regulators subject banks determined to be G-Sibs to stricter prudential regulation such as higher capital 
requirements and extra surcharges, or more stringent stress tests. More on G-Sibs can be found on 
https://www.fsb.org/wp-content/uploads/P111120.pdf.  

https://www.risk.net/definition/stress-testing
https://www.fsb.org/wp-content/uploads/P111120.pdf
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economic recovery, and new industries including digital economy, intelligent manufacturing 
and life and health industry show strong demand and growth prospects. 
 
9. The PRC’s banking sector saw a steady expansion of its total assets and improved 
asset quality in 2020. Based on the indicators data published by China Banking and Insurance 
Regulatory Commission (CBIRC), the total assets of PRC’s banking institutions climbed 10.1% 
year-on-year to CNY319.7 trillion while nonperforming loans ratio stood at 1.84 percent by the 
end of 2020. CNY loans increased by CNY19.6 trillion throughout the year, CNY2.8 trillion up 
year-on-year; inclusive loans to small and micro companies grew by 30.9% year-on-year. To 
guard against systematic financial risks, the banking institutions strengthened their risk 
defense ability by disposing non-performing assets of CNY3.02 trillion and setting aside a loan 
loss provision of CNY1.9 trillion, an increase of CNY113.9 billion over 2019. At the end of 2020, 
the provision coverage ratio stood at 182.3%, and the loan loss provision coverage ratio was 
3.5%, both maintaining relatively high levels. 
 
10. The PRC did very well in getting the pandemic under control earlier than most 
jurisdictions and began its economic recovery sooner, so there was less urgency for 
aggressive credit policy easing in 2020. The banking sector has provided strong financial 
support to the national policy goals of: (i) stabilizing six fronts on employment, finance, foreign 
trade, foreign investment, domestic investment, and market expectations; and (ii) 
guaranteeing six priorities on jobs, livelihoods, development of market entities, food and 
energy security, stable operation of industrial supply chains, and smooth functioning at the 
community level.  
 
11. Overall, PRC’s six state banks made up around 43% of system loans and 46% of and 
deposits at end of 2020. The four largest banks have commanding franchises, supported by 
their scale and close government relationships. These banks vast networks and customer 
base provide better access to retail and corporate customers, which also underpins their 
funding advantage over smaller peers.   

Figure 2: State Banks’ Market Shares 
(as of end of 2020) 

 

PSBC = Postal Savings Bank of China; ICBC = Industrial and Commercial Bank 
of China; CCB = China Construction Bank; Bank of China; Agricultural Bank of 
China; BOCOM = Bank of Communications Limited 
Source: Fitch Ratings 

12. The global economy is expected to recover from the shock of the pandemic in 2021, 
and the year also marks the beginning of China’s Fourteenth Five-Year Plan. According to 
Fitch, the PRC’s economy is expected to grow by 8% in 2021. The improved macroeconomic 
environment should support the fee generation and lending income for banks. The relatively 
high degree of macroeconomic stability during the pandemic highlighted PRC’s fiscal 
strengths and the authorities’ capacity to provide support. Even during the height of the shock, 
the authorities refrained from substantial cuts in interest rates, which limited pressure on net 
interest margins for local banks relative to global peers. 
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Banks 

State Banks 
China 

Major Regulatory Developments for Banks  

Regulatory 

Notice Date Details 

appropriateness of liability costs and 
authenticity of liability items. 

Recovery and 
resolution plan  

June 
2021 

Banks with adjusted on- and off-balance 
sheet assets over CNY300 billion need to 
submit their initial recovery and 
resolution plans for CBIRC  review by 
August 2022. 

Source: Fitch Ratings, CBIRC, People's Bank of China 

 
We expect Chi a  economic recovery to be the strongest among 
major global peers, which should allow authorities more headroom 
in addressing systemic risks. The positive outlook on the OE score 
ef ec   e ec a i  ha  g e  i  Chi a  eg a  

developments should further address issues around the level and 
structure of system credit, as well as in financial transparency and 
disclosure. This, if sustained, could lead to a further upward revision 
in our OE assessment.  

 

Company Profiles 

 

 

Chi a  six state banks made up around 43% of system loans and 46% 
of and deposits at end-2020, with robust market positions across 
most businesses. The four largest banks have commanding 
franchises, supported by their scale and close government 
relationships. The e ba k  vast networks and customer base 
provide better access to retail and corporate customers, which also 
underpins their funding advantage over smaller peers.  

BOC has the largest overseas presence given its history and its main 
subsidiary, Bank of China (Hong Kong) Limited (A/Stable/a), is one 
of three note-issuing banks and the second-largest bank in Hong 
Kong in terms of assets.  

PSBC's network and role in promoting financial inclusion underpin 
its retail and rural deposit franchise, despite its smaller asset scale 
compared with the four largest state banks. PSBC's large network 
reaches deep into China's rural areas and covers the majority of the 
country  rural population. The bank performs several policy 
functions and operates a unique business model through the use of 
direct outlets and agency outlets under CPG.  

BOCOM's company profile mid-point is one notch lower than that 
of the other state banks. Its smaller and weaker deposit franchise 
constrains its company profile and financial metrics.  

All six banks are heavily driven by net interest income, which limits 
differentiation in their business models. The banks have expanded 
internationally, but domestic operations still dominate and we 
believe much of their lending in overseas markets is linked to 
Chi a  Belt and Road initiative, cross-border financing and lending 
to Chinese borrowers with overseas operations.  

Management and Strategy 

We upgraded the management and strategy score for all six state 
banks, as we expect improved corporate governance due to better 
efficacy of the regulatory environment. This ultimately should 
reduce the risk of banks taking on unsustainable growth or 
exposure to contagion events that run counter to their medium-
term business objectives. 

State policies may sometimes take precedence over institutional-
level decisions, particularly at times of macroeconomic stress. 
However, we believe the impact of regulatory intervention on the 
banks' management and strategy has eased, with authorities 
showing increased awareness that using banks as monetary 
expansion tools can create tension with their focus on maintaining 
system leverage, as demonstrated in recent years. Realistically, the 
ba k  strategic objectives cannot deviate materially from the 
g e e  icie  a d di ec i e , but we believe the state banks 
balance such directives well against their commercial interests. 

PSBC, ABC a d BOCOM  management and strategy scores are one 
notch lower than for the other three large state banks. This reflects 
PSBC a d ABC  greater execution challenges, given their rural 
exposure, and BOCOM  higher non-loan exposure, although it is at 
a similar level to the mid-tier bank average. 

Risk Appetite 

We upgraded the risk appetite scores for the state banks, except for 
PSBC. The upgrade reflects reduced growth appetite risk, as we 
believe the authorities are less likely to rely on bank-led credit 
stimulus as the main monetary policy tool, given the regulatory 
focus on reform over growth in recent years. Furthermore, policy 
directives are more targeted and limited to specific loan segments, 
such as growth targets in inclusive micro-and-small-enterprise 
(MSE) loans during the pandemic, compared with broad-based 
credit stimulus that was commonly used previously. 
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2. SME Lending in PRC during COVID-19 
 
13. Small-medium-enterprises (SMEs) are important contributors to the PRC economy 
accounting for half of the country’s tax revenue, 60% of gross domestic product, 70% of its 
technology innovation and 80% of employment, according to the Ministry of Industry and 
Information Technology. 
 
14. According to a Fitch report, PRC’s micro as well as SMEs has experienced a decline 
in business activity during 2020. Hotels, catering, transport, and logistics were the worst hit. 
This is likely due to small retailers are more financially strained and lack resources to sustain 
operation amid supply-chain disruption. Manufacturing, retail, and real estate showed a 
speedy recovery from 2nd quarter of 2020 (2Q2020) but remain well below the pre-pandemic 
levels. 
 
15. To address the challenges arising from the COVID-19 pandemic on business activities, 
the CBIRC has promulgated a series of measures to relax credit controls and increase 
financial support to SMEs. It has encouraged banking institutions to increase lending to SMEs 
by lowering loan rates and increasing the amounts these enterprises could borrow. Inclusive 
finance loans for SME are rising by 30% year-on-year to CNY15 trillion by end-2020. 
 
16. Despite the contraction in business activity, financing, liquidity, and funding conditions 
have eased for SMEs since 2Q20, as the government quickly responded with a series of 
supportive policies, including easier financing, tax exemptions and administrative assistance. 
 

3. ABC “Sannong” Banking Business and SME Lending  
 
17. ABC has well-diversified operations across PRC’s urban and rural areas with a strong 
franchise in PRC’s county-level banking market, agriculture-related industries, and the rural 
community (“Sannong” banking business). Through its Sannong Banking Business, ABC has 
the established market leadership and vast distribution network which enable the bank to 
continue to take advantage of the various growth opportunities arising from the rapid 
urbanization and favorable economic and policy development in the rural and county areas.4 
 
18. In implementing the PRC government’s rural vitalization strategy and addressing the 
challenges brought by the COVID-19 pandemic, ABC has supported lending to key priority 
areas, including: (i) agricultural and rural infrastructure, (ii) public services, (iii) people’s 
livelihood in county areas, (iv) emerging and green industries, (v) construction of rural 
governance system, (vi) pandemic prevention and control, and (vii) stable production and 
supply of agricultural products. As at financial year end (FYE) 2020, loans and advances to 
customers in Sannong Banking Business amounted to CNY5.305 trillion, a 16.5% growth from 
FYE 2019, and remaining higher than the average growth of all ABC’s loans. 
 
19. To address financial inclusion, loans to small and micro enterprises reached 
CNY961.52 billion, representing an increase of CNY369.2 billion or 62.3%, as compared to 
FYE 2019. ABC granted inclusive loans to 1.57 million micro and small-medium enterprises. 
ABC lowered the loan interest rate for micro and small enterprises to an annual average of 
4.18%. ABC developed 1,000 head-office level and 900 branch-level specialized inclusive 
finance institutions. 
 
20. Moreover, loans to new agricultural business entities such as leading agricultural 
industrialization enterprises, family farms and specialized farmers’ cooperatives amounted to 
CNY371.2 billion as at FYE 2020, representing an increase of CNY75.3 billion from FYE 2019. 

 
4 Sannong Banking Business（三農金融業務) in Chinese, refers to “Banking Business for Agriculture, County Areas, and 

Farmers”. 
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21. Moreover, ABC has improved its financial services for promoting green development 
of the agriculture industry by actively supporting projects relating to modern ecological 
recycling agriculture in pilot provinces and cities. The bank has implemented green credit 
policies and products such as loans pledged with pollution discharge rights and carbon 
emission rights.  It actively lends to industries and enterprises that support clean production, 
environmental protection transformation, energy-saving projects in the county areas. As FYE 
2020, ABC’s green credit in county areas amounted to CNY545.6 billion, representing an 
increase of CNY104.4 billion from previous year. ABC’s total balance of green credit loans was 
CNY1.51 trillion in 2020. 
 

4. Regulatory assessment 
 
22. All banks in the PRC are required to strictly observe the rules of prudent operation, 
including risk management, internal control, capital adequacy, asset quality, loan loss 
provisioning, risk concentration, connected transactions and liquidity management of assets. 
The CBIRC would conduct off-site and on-site supervision of business operations and the risk 
profile of banks. 
 
23. In implementing the Basel III capital regulations, the CBIRC has set up a uniform 
regulation system of the capital adequacy ratio of commercial banks. The requirements also 
apply to the branches of foreign banks in the PRC. The minimum requirements for the capital 
adequacy ratio of a commercial bank include the following: the core Tier 1 capital adequacy 
ratio shall not be lower than 5%; the Tier 1 capital adequacy ratio shall not be lower than 6%; 
and the capital adequacy ratio shall not be lower than 8%.  
 
24. Based on the minimum capital requirements, a commercial bank shall accrue reserve 
capital at 2.5 per cent of its risk-weighted assets fulfilled by the core Tier 1 capital. Under 
specific circumstances, a commercial bank shall also accrue countercyclical capital based on 
the minimum capital requirements and the reserve capital requirement. The countercyclical 
capital shall be zero to 2.5 per cent of its risk-weighted assets and would be fulfilled by the 
core Tier 1 capital. A systemically important bank is required to accrue supplementary capital 
at 1 per cent of its risk-weighted assets fulfilled by the core Tier 1 capital. In addition, the 
CBIRC is entitled to specify more prudent capital requirements under the second pillar 
framework to ensure that the capital fully covers the risks. 
 
25. Further, the PRC regulators, including the People’s Bank of China (PBOC) and CBIRC, 
have made further progress on financial-sector reforms to reduce banking-system risks in the 
longer term. The establishment of a domestic systemically important bank (D-SIB) framework 
in December 2020, which is expected to be formalized this year, will strengthen the resilience 
of domestic major banks through higher capital buffer requirements.5    
 
26. Based on Fitch rating report, the big four state banks i.e., Industrial and Commercial 
Bank of China, Bank of China, China Construction Bank and ABC can meet their D-SIBs 
capital surcharges as they are already required to meet the global systemically important 
banks (G-SIB) buffer of 1.0% to 1.5%. The capital surcharge for these institutions at this stage 
do not differ materially from that already needed to meet the G-SIB requirements. 
 
27. Moreover, regulators have sought to improve the efficiency of credit allocation by 
encouraging more bank lending to the private sector and enhancing banks' risk-pricing 

 
5 The new D-SIB framework forms part of the Chinese authorities’ ongoing efforts to strengthen regulatory 

supervision across the financial sector, reducing associated risks to systemic stability. Already in effect on 1 
January 2021, the D-SIB framework incorporates five buckets, ranging from Bucket 5 (the most systemically 
important) to Bucket 1 (the least). https://www.fitchratings.com/research/banks/new-china-d-sib-framework-
positive-for-bank-credit-profiles-07-12-2020. 

https://www.fitchratings.com/research/banks/new-china-d-sib-framework-positive-for-bank-credit-profiles-07-12-2020
https://www.fitchratings.com/research/banks/new-china-d-sib-framework-positive-for-bank-credit-profiles-07-12-2020
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capability. The recognition and resolution of non-performing loans (NPLs) has improved, 
notably narrowing the gap between reported NPLs and overdue loans. The adoption of 
International Financial Reporting Standards (IFRS) 9 reporting standards also helped to 
strengthen reporting and disclosure, as financial statement users can now easily identify banks 
with greater discrepancies between their reported NPLs and their stage three loans under 
IFRS 9.6 
 
28. PRC authorities have also made progress in improving the efficiency of credit 
allocation and enhancing banks' risk-pricing capability to address system vulnerabilities, such 
as a transition from an official PBOC benchmark rate to the loan prime rate (LPR), which 
represents a weighted-average lending rate that is updated monthly and is quoted from 18 
commercial banks. The repricing of loans under the LPR was largely completed in 2020. PRC 
is also accelerating resolution of its credit overhang via active NPL write-offs and disposals, 
so that more resources are devoted to fund the underlying economy and generate productivity 
instead of servicing legacy bad debt.  
 
29.  Other recent regulatory reforms being introduced for PRC banks are as follows: 
 

Regulatory Notice Date Details 

Establishment of a countercyclical capital 
buffer mechanism 

September 
2021 

PBOC and CBIRC set up a countercyclical capital 
buffer mechanism to help banks fend off risk and 
to keep the financial system stable. The initial 
buffer ratio was set at zero, effective 30 
September 2020. 

Total loss-absorbing capacity 
consultation 

October 2020 The draft consultation aims to formalize 
requirements for G-SIBS at 16% of risk-weighted-
assets by January 2025 and 18% by January 
2028, consistent with the timeline set by the 
Financial Stability Board. 

Real estate loan concentration 
management system 

December 
2020 

Banks are categorized based on a five-point 
scale, which determines the cap on their real-
estate and personal mortgage loans. Banks that 
fail to comply with the limits face additional capital 
charges. 

D-SIB assessment framework December 
2020 

The framework aims to strengthen regulatory 
supervision across the financial sector and reduce 
associated risks to systemic stability. The 
framework came into effect on 1 January 2021 
using 2020 data and more details should be 
released in 2021. 

Regulation of online lending of 
commercial banks 

February 2021 Commercial banks must jointly contribute funds to 
issue internet loans with a partner, and the 
proportion of capital from the partner in a loan 
should not be less than 30%. 

Commercial banking liability quality 
administrative measures 

March 2021 Banks shall strengthen their liability management 
across six aspects:  
(a) stability of liability sources  
(b) diversification in liability structure  
(c) matching of liabilities and assets  
(d) liability acquisition  
(e) appropriateness of liability costs  
(f) authenticity of liability items 

Recover and resolution plan June 2021 Banks with adjusted on- and off-balance sheet 
assets over CNY300 billion need to submit their 
initial recovery and resolution plans for CBIRC 
review by August 2022. 

Source: Fitch Ratings, China Banking and Insurance Regulatory Commission, People’s Bank of China. 
 

 
6 IFRS 9 specifies how an entity should classify and measure financial assets, financial liabilities, and some 

contracts to buy or sell non-financial items.  It requires an entity to recognize a financial asset or a financial 
liability in its statement of financial position when it becomes party to the contractual provisions of the instrument.   
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D. Financial Management Overview 
 

1. Accounting Policies and Procedures 
 
30. On 15 February 2006, the MOF issued a new set Accounting Standards for Business 
Enterprises (ASBEs), which are substantially converged with the IFRS. 7   Based on the 
Roadmap for Continuing Convergence of Chinese Accounting Standards for Business 
Enterprises with IFRS released by MOF in April 2010, ASBEs will be revised and improved in 
accordance with the revision and improvement of IFRs, to continue convergence. 
 
31. ABC has adopted IFRS 9 as issued by the International Accounting Standards Board   
(IASB) in July 2014, which are effective for accounting periods beginning on or after 1 January 
2018. The adoption of IFRS has resulted in changes ABC’s accounting policies for recognition, 
classification and measurement of financial assets, financial liabilities, and impairment of 
financial assets. Audited results of ABC and its subsidiaries for the year ended 31 December 
2018, 2019, and 2020 were prepared in accordance with the IFRS issued by the IASB.  
 
32. ABC is subject to regulatory requirements and guidelines set forth by the PRC 
regulatory authorities. Its overseas branches, subsidiaries and representative offices are 
subject to local laws and regulations as well as to local regulatory authorities. The PRC 
regulatory authorities include the MOF, PBOC, CBIRC, China Securities Regulatory 
Commission (CSRC), National Audit Office, State Taxation Administration, Securities and 
Futures Commission, and the State Administration for Industry and Commerce of the PRC. 
 
33. The CBIRC formulates prudent operation rules of banking financial institutions in 
accordance with laws and administrative regulations, including risk management, internal 
control, capital adequacy ratio, asset quality, loss reserve, risk concentration, related party 
transactions, asset liquidity, etc. All banking financial institutions within PRC shall strictly abide 
by CBIRC’s rules of prudent operation.  
 

2. Internal Audit Function 
 
34. According to the ABC’s Charter for Internal Audit, the ABC maintains an in-house audit 
agency that reports directly to the Board of Directors and is separate from the executive layer. 
The internal audit agency is comprised of the Audit Bureau located in its head office in Beijing 
and several audit sub-bureaus. The Audit Bureau uniformly organizes, manages, and reports 
the audit work of the whole bank. The audit sub-bureaus are the dispatched agencies of the 
Audit Bureau; they are responsible for the internal audit work and reports to the Audit Bureau. 
Ganzhou Branch’s internal control is heavily reliant on internal auditing of ABC, as most of 
such corporate functions are centralized to the group. 
 

3. External audit reports and issues 
 
35. The ABC has been implementing external audit since 2004. The external audits are 
typically conducted by large, internationally known auditors such as PricewaterhouseCoopers 
(PWC) and Deloitte, as well as a Chinese auditor based on both international and national 
audit standards. ABC recently appointed KPMG Huazhen LLP and KPMG as the bank’s 
external auditors for 2021 replacing PWC after they reached the maximum service period of 
eight years. External audits are conducted in accordance with International Standards on 
Auditing. 
 

 
7 A detailed comparison of the ASBEs with the IAS by the accounting firm Deloitte website can be found at: 

https://www.iasplus.com/en/publications/china/other/pub1136. 

https://www.iasplus.com/en/publications/china/other/pub1136
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36. As of end 31 December 2020, there was no reported litigation or arbitration, equity, 
and non-equity investment with material impact on ABC’s operations. Neither any material 
guarantees required to be disclosed except for the financial guarantee services within the 
business scope as approved by PBOC and CBIRC. ABC’s Audited Annual Reports of 2004-
2020 are available via ABC official website in both English and Chinese.8 
 

4. Reporting and monitoring systems 
 
37. As a key commercial bank of the country, the ABC is under regular monitoring by the 
CBIRC ensuring the bank’s capital adequacy, liquidity, depositors’ protection, lending risks, 
capital reserve, etc. As a global and domestic systematically important bank, the ABC has 
been required to hold higher capital buffers by national authorities in accordance with 
international standards; meet the total loss-absorbing capacity standard, alongside the 
regulatory capital requirements set out in the Basel III framework, and be subject to higher 
supervisory expectations from supervisory bodies for risk management functions, risk data 
aggregation capabilities, risk governance and internal controls. 
 
38. ABC’s IT risk management is coordinated by an operational risk management 
committee, with responsibilities allocated to the IT department, risk management department, 
audit office and internal compliance department.  The scope of the IT risk management also 
covers security, personnel, network, research and development, operation and maintenance, 
emergency response and outsourcing. The Bank has adopted IT safety security measures, 
including firewalls, transmission encryption, intrusion detection and centralized authentication. 
ABC has enhanced construction of policies and systems in global anti-money laundering 
management and continually improving its capability to handle risks related to information 
security and cyber security protection.  
 
E. Governance Structure 
 
39. ABC has established a comprehensive corporate governance structure to cover all its 
major business operation areas to assure accountability and oversight. ABC has fully complied 
with the principles and code provisions, and generally recommended best practices of the 
Corporate Governance Code.  
 
40. In 2020, ABC conducted a comprehensive and detailed self-assessment on its 
corporate governance system, including on governance of shareholders, governance of the 
Board of Directors, governance of the Board of Supervisors and the senior management, 
internal control on risks, governance of related party transactions, market constraints and 
governance of other stakeholders, and received a regulatory assessment from the CBIRC. 
ABC has maintained efficient communication with shareholders and regulators. The roles of 
the Chairman and the President of ABC are separate and independent, with clear division of 
responsibilities. 
 

1. Board composition 
 
41. ABC’s Board of Directors of the Bank comprise of 13 directors, including 3 executive 
directors, 5 non-executive directors and 5 independent non-executive directors. Each director 
is elected at the shareholders’ general meetings and serve a term of 3 years commencing 
from the date on which such director is ratified by CBIRC or approved. By the shareholders’ 
general meeting. The term of an independent non-executive director shall not exceed 6 years 
on an aggregated basis. The Board of Supervisors comprised of eight supervisors, including 
two supervisors representing shareholders, three supervisors representing employees, and 
three external supervisors. The bank had a total of seven senior executives. 

 
8 http://www.abchina.com/en/investor-relations/performance-reports/annual-reports/. 
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Figure 3: ABC Corporate Governance Structure Chart 

 
Note: Responsibilities of the Risk Management Committee of Institutions in the United States Regions are concurrently 
assumed by the Risk Management and Consumers’ Interests Protection Committee.  
Source: Agricultural Bank of China 2020 Annual Report. 
 

42. The Board of Directors of ABC is composed of professionals in the fields of accounting, 
law, and economics, while achieving diversity in various dimensions such as gender, age, and 
length of service, which effectively improved the decision-making ability and strategic 
management of the Board of Directors. 
 

Table 1: Directors and Supervisors, ABC 

Name Position Gender Age Tenor 

Incumbent Directors    

GU Shu  
Chairman of the Board of Directors, 
Executive Director 

Male  53 2021.01–2024.01 

ZHANG Qingsong  
Vice Chairman of the Board of Directors, 
Executive Director, President 

Male  55 2020.01–2023.01 

ZHANG Xuguang  Executive Director, Executive Vice President  Male  56 2020.10–2023.10 

ZHU Hailin Non-executive Director  Male  55 2020.06–2023.06 

LIAO Luming Non-executive Director  Male  57 2017.08–2023.06 

LI Qiyun Non-executive Director  Male  57 2018.06–2021.06 

LI Wei Non-executive Director  Male  54 2019.05–2022.05 

WU Jiangtao  Non-executive Director  Male  49 2019.07–2022.07 

ZHOU Ji Non-executive Director  Female  48 2021.03–2024.03 

XIAO Xing Independent Non-executive Director  Female  50 2015.03–2021.05 

WANG Xinxin Independent Non-executive Director  Male  68 2016.05–2022.05 

HUANG Zhenzhong  Independent Non-executive Director  Male  56 2017.09–2023.06 

LEUNG KO May Yee, 
Margaret 

Independent Non-executive Director  Female  68 2019.07–2022.07 

LIU Shouying  Independent Non-executive Director  Male  56 2019.07–2022.07 

Incumbent Supervisors    



10 

 

 

Name Position Gender Age Tenor 

WANG Jingdong  
Chairman of the Board of Supervisors, 
Supervisor Representing Shareholders 

Male  58 2018.11–2021.11 

FAN Jianqiang  Supervisor Representing Shareholders  Male  56 2020.11–2023.11 

XIA Taili Supervisor Representing Employees  Male  58 2018.08–2021.08 

SHAO Lihong Supervisor Representing Employees  Male  48 2018.08–2021.08 

WU Gang  Supervisor Representing Employees  Male  55 2019.10–2022.10 

LI Wang  External Supervisor  Male  57 2015.06–2021.11 

ZHANG Jie External Supervisor  Male  56 2018.11–2021.11 

LIU Hongxia  External Supervisor  Female  57 2018.11–2021.11 

Source: Agricultural Bank of China 2020 Annual Report. 

 
2. Board committees  

 
43. The Board of Directors is responsible for establishing sound and effective risk 
management and internal control measures and supervising and assessing the internal control 
and risk management systems and the risk level (including reviewing the effectiveness of such 
systems). Such systems are in place to provide reasonable, though not absolute, assurance 
against material misstatement or loss, and to manage rather than eliminate the risk of failure 
to achieve business objectives.  
 
44. The Board of the Directors review the adequacy and effectiveness of ABC’s risk 
management and internal control measures through the Special Committees. The Special 
Committees under the Board of Directors of ABC consist of: (i) Strategic Planning and 
Sustainable Development Committee; (ii) County Area Banking Business and Inclusive 
Finance Development Committee; (iii) Nomination and Remuneration Committee; (iv) Audit 
and Compliance Committee; (v) Risk Management and Consumers’ Interest Protection 
Committee; (vi) Related Party Transactions Management Committee; and (vii) Risk 
Management Committee of Institutions in the United States Regions. 

 
3. Management Quality 

 
45. ABC’s senior management is accountable to the Board of Directors and under the 
supervision of the Board of Supervisors. ABC’s senior management is responsible for: (i) 
taking charge of ABC’s operation and management, and making arrangements to implement 
resolutions of the Board; (ii) formulating basic management systems and policies, and 
establishing our specific rules and regulations (other than internal audit rules and regulations); 
(iii) formulating the business plans and investment proposals, (iv) executing the 
implementation of the business plans and investments approved by the Board of Directors; (v) 
formulating annual financial budget and final accounts, risk capital allocation plans, profit 
distribution plans, loss appropriation plans, plans for increase or reduction of registered capital, 
plans for issuance of corporate bonds or other negotiable securities and listing plans, and 
shares repurchase plans, and making proposals to the Board of Directors, among others. 
 
46. ABC has an energetic, experienced, and entrepreneurial management team with an 
established proven track record in the financial services industry. The Bank’s senior 
management team have on average over 20 years of professional experience in the financial 
industry. All members of the management team have in-depth knowledge of banking 
operations and management and, through their working experience with the Bank and at other 
Chinese financial institutions, have gained an in-depth understanding of China’s 
macroeconomic environment, its banking industry, and the financial system in China’s County 
Areas in particular. ABC’s experienced management team has demonstrated a track record of 
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successfully implementing a series of transformational initiatives, including the financial 
restructuring and the improvement of its corporate governance and risk management.  
 
47. In the recent 3 years, there was no penalty imposed from regulatory authorities in 
relation to both incumbent and former directors, supervisors, and senior management 
members of ABC. Neither the bank or any of its board and senior management members or 
controlling shareholders was investigated by competent authorities, subject to coercive 
measures imposed by judicial authorities or disciplinary authorities, transferred to judicial 
authorities for prosecution or held criminally liable, investigated, suffered administrative 
punishment, barred from the market or disqualified by the CSRC, subject to material 
administrative punishments imposed by other administrative authorities including 
environmental protection, work safety and taxation, or publicly denounced by any stock 
exchanges. 
 

4. Strategic Focus and Market Position 
 
48. ABC is PRC’s third largest commercial bank by total assets, with a commanding 
franchise in the county areas and large network. The bank plays an important quasi-policy role 
in servicing rural areas and in supporting rural lending. 
 
49. ABC frames its strategy around support for inclusive finance and 3 rural issues – 
agriculture, rural areas, and farmers. The bank works closely with the government on 
preferential lending for agriculture, poverty alleviation and inclusive finance (which is a key 
policy target in promoting rural lending). County areas made up around 35% of ABC’s loans, 
43% of deposits and 40% of revenue in 2020, and has remained a core business of the bank. 
ABC’s main competitors in rural markets, including Postal Savings Bank of China and rural 
credit cooperatives cannot match ABC in terms of product offerings given its longer history of 
operating as a commercial bank and its full spectrum of products in all business lines. 
 
F. Risk Management   
 
50. ABC and its subsidiaries’ (the Group) primary risk management objective is to maintain 
risk within acceptable parameters to meet the requirements of regulators, depositors, and 
other stakeholders, as well as to maximize return for investors within an acceptable level of 
risk.  
 
51. The Group has designed risk management policies, which address, among other 
things, the establishment of risk limits and controls to identify, analyze, monitor, and report 
risks. Relevant and timely information used to conduct these risk management activities is 
provided through information systems maintained by the Group and is intended to address the 
Group’s information needs in this area. The Group regularly reviews its risk management 
policies and systems to address changes in markets, products, and emerging best practices.  
 
52. The most significant types of risk to which the Group is exposed are credit risk, market 
risk and liquidity risk. Market risk includes foreign exchange rate risk, interest rate risk and 
other price risk. 
 

1. Risk Management Framework 

53. The Board of Directors assumes the ultimate responsibility for risk management. It is 
responsible for establishing the overall risk appetite of the Group and reviewing and approving 
its risk management objectives and strategies. Within ABC: (i) the Risk Management and 
Consumers’ Interests Protection Committee, (ii) the Audit and Compliance Committee, and (iii) 
the Risk Management Committee of Institutions in the United States Regions under the Board 
of Directors - perform the relevant risk management functions, review the key risk 
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management issues, and supervise and evaluate the establishment of risk management 
system and the risk level of the Bank.  
 
54. Within this framework, the Group’s senior management has the overall responsibility 
for managing all aspects of risks, including implementing risk management strategies, 
initiatives, and credit policies, and approving internal rules, measures and procedures related 
to risk management. The Risk Management Department of the Group implements procedures 
for managing the significant risks to which the Group is exposed. 
 
55. ABC’s various risk management committees with different functions, including Risk 
Management and Internal Control Committee, Credit Approval Committee, Asset and Liability 
Management Committee and Asset Disposal Committee. Among them, the Risk Management 
and Internal Control Committee is primarily responsible for organizing and coordinating risk 
management and compliance management across the Bank, considering and approving 
material risk management and compliance management issues.  
 
56. The Chief Risk Officer of ABC leads the construction of a comprehensive risk 
management system and the implementation of Basel Capital Accord, coordinate the 
establishment of ABC’s organizational structure for risk management, supervise the 
implementation of risk management strategies and risk appetite, review major risk 
management policies and rules, promote the establishment and improvement of risk 
management information system and data quality control mechanism, and lead the reporting 
of the Bank’s overall risk management to the Board of Directors and its special committees. 
 

Figure 4: Risk Management Structure, ABC 

 
Source: Agricultural Bank of China 2020 Annual Report. 
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a. Credit risk management 
 
57. ABC’s credit risk is primarily originated from loan portfolios, investment portfolios, 
guarantee business and various other on- and off-balance sheet credit risk exposures. ABC’s 
credit risk management and governance structure comprise the Board of Directors and its Risk 
Management Committee, Senior Management and its Risk Management Committee, Credit 
Approval Committee and Asset Disposal Committee, as well as the Risk Management 
Department, Credit Management Department, Credit Approval Department, and related front-
office customer departments. The Group’s credit risk management function operates under a 
centralized management and authorization under a range of specified limits. 
 
58. ABC performs standardized credit management procedures, including credit due 
diligence and proposal submission, credit underwriting review, loan disbursement, post-
lending monitoring and non-performing loan management. ABC enhances its credit risk 
management by strictly complying with its credit management procedures; strengthening 
customer investigation, credit rating, lending approval and post-lending monitoring measures; 
enhancing risk mitigation effect of loans through collateral; accelerating disposal process of 
non-performing loans and continuously upgrading its credit management system. 
 
59. In 2020, ABC implemented the state macro-control policies, improved the credit risk 
management system, strengthened the risk prevention in key areas and the industry-specific 
credit exposure limits management and diversified the channels for collection and disposal of 
non-performing loans, thus maintaining asset quality. 
 

b. Market risk management 
 

60. ABC is exposed to market risks, primarily including interest rate risk, exchange rate 
risk and commodity price risk.  
 
61. ABC is primarily exposed to interest rate risk through its lending, fixed income, and 
funding activities. Interest rate risk is inherent in many of its businesses and this situation is 
common among large banks. It fundamentally arises through mismatches between the 
maturity and re-pricing dates of interest-earning assets and interest-bearing liabilities. Foreign 
exchange rate risk is the potential loss related to changes in foreign exchange rates affecting 
the translation of foreign currency denominated monetary assets and liabilities. The risk of 
loss results from movements in foreign currency exchange rates. ABC has determined that 
the levels of market risk related to changes in equity prices and commodity prices other than 
gold, with respect to the related exposures in its trading and investment portfolios, are 
immaterial. 
 
62. The Bank’s organizational structure of market risk management comprises the Board 
of Directors and its Risk Management and Consumers’ Interests Protection Committee, the 
senior management and its Risk Management and Internal Control Committee, the Risk 
Management Department, the Asset and Liability Management Department and other 
departments (institutions) bearing market risks. ABC manages market risks through various 
approaches and use of technical measures, such as Value at Risk, exposure limit 
management, sensitivity analysis, duration analysis, exposure analysis, stress testing, and 
gap analysis. In 2020, ABC’s exposures from different proprietary transactions were kept at 
relatively low levels and its exposures to market risks were under control. 
 

c. Liquidity risk management   
 

63. ABC adopts a prudent liquidity management strategy and liquidity management policy 
pursuant to the regulatory requirements, external macroeconomic environment, and market 
liquidity. ABC seeks to improve its liquidity management through various measures, including 
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focusing on stable sources of funding and increasing its core deposits, enhancing its marketing 
efforts, increasing its total deposit amount, securing the continued growth in deposits to meet 
its liquidity needs and maintaining its capital raising capabilities, and improving the diversity of 
assets and maintaining an appropriate mix of short-medium or long-term assets. The Bank 
paid close attention to changes in external economic and financial situation, monetary policies, 
and market liquidity, continued to monitor the liquidity condition across the Bank, and 
forecasted changes and trends. It strengthened the asset liability management to mitigate 
risks related to mismatch of maturity. It secured the sources of core deposits, facilitated the 
use of financial instruments, and kept its financing channels open in the market. The Bank 
also improved the liquidity management mechanism through strengthening the monitoring, 
early warning, and overall allocation of funds. With a moderate reserve level, the Bank 
satisfied various payment demands. In addition, it improved the functions of the liquidity 
management system to improve its electronic management. 
 

d. Operational Risk Management 
 

64. Since 2009, ABC has implemented initiatives to streamline its business and 
operational processes and centralize its back-office management to enhance its capabilities 
in the identification, measurement, reporting and control of operational risks. In 2015, the 
Advanced Measurement Approach for operational risk was applied to economic capital 
measurement and its models were optimized, to improve the stability and sensitivity of the 
economic capital models. In 2019, the Bank reinforced the implementation of operational risk 
management rules. The operational risk management information system was optimized by 
improving its automatic data aggregation technology. The operational risk management tools 
were applied and self-assessments on operational risk and special assessments on business 
outsourcing risk were conducted to increase the initiative and perceptiveness of its risk 
prevention and control. 
 
65. The Bank analyses its operational risk condition on a quarterly basis. It continuously 
strengthened the detection of noncompliant cases in its weak, and high-risk areas and 
launched monitoring, analyzing, tracking and supervision on major operational risk events. In 
2020, ABC has revised the basic rules on operational risk management and released the 
grading and classification standards for operational risk. ABC analyzes operational risk on a 
quarterly basis and carries out monitoring and analysis on major operational risk events. The 
bank continuously improves the risk consolidation management of the Group and integration 
of risk management of the parent company and subsidiaries.  
 

2. Risk Management Policies and Internal Control 
 
66. In recent years, the Group has strengthened its risk management and internal control 
capabilities by improving its policies and procedures and introducing advanced risk 
management tool. The Group enhanced risk management in key areas of credit risk, 
formulated policies for annual capital transactions and market risk management, optimized 
the system of market risk limit indicators, strengthened prevention and control of case and 
operational risks, and conducted special assessments of counter business, third-party 
payment, and other risks. It closely monitors its credit risks, market risks and liquidity risks 
through its risk analysis and reporting. The Bank focuses on risk identification, monitoring and 
pre-warning and considers changes in macro-economic situations, national industrial and 
regulatory policies.  
 
67. On credit risk management, ABC has adopted industry-specific credit guidelines and 
a customer list-based management system, and implemented a standardized authorization 
and credit approval process, where credit applications are reviewed by dedicated 
professionals. The Bank has further refined its risk management tools and systems by 
adopting credit limits with respect to its exposure to borrowers, developing a risk reporting 
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system, implementing a 12-category loan classification system, and adopting a customer 
credit rating system for corporate loans.  

68. The bank has also developed a plan to implement the New Basel Capital Accord and 
upgrade its internal rating-based system for its customers. It has also expanded the use of 
economic capital management tools from credit risk management to market risk and 
operational risk management, further reinforced the implementation and application of 
advanced capital management methods and conducted financial stability stress tests in 
coordination with the PBOC and the CBRC. In addition, the Bank has strengthened on-going 
monitoring and regular validation of its internal retail rating system and improved the accuracy 
and prudence of its rating system for non-retail clients and retail clients. ABC also promoted 
the application of the Internal Models Approach and enhanced its compliance evaluation, as 
well as applied the Advanced Measurement Approach for operational risk to economic capital 
measurement and optimized its models to improve the stability and sensitivity of its economic 
capital models. The Bank also established and improved its internal control and compliance 
management system and internal audit system. These systems have enabled it to enhance 
its internal control and compliance management capabilities, strengthen its designated 
internal audit function and reduce operational risks and incidences of fraud and other non-
compliance 
 
G. Compliance Framework 
 
69. ABC has set up a series of mechanism to ensure compliance within its governance 
and management structure. Its supervision system comprises the Board of Supervisors, the 
Audit Office, the Internal Control and Compliance Supervision Department and the Legal 
Affairs Department. The Audit Office, which reports directly to the Audit & Compliance 
Committee, a special committee under the Board of Directors, and is under the supervision of 
the Board of Supervisors, is independent from the management team.  
 
70. The Audit & Compliance Committee is tasked to review ABC’s internal control and 
management policy, material financial and accounting policies, audit general managements 
systems and regulations, medium- and long-term audit plan and annual work plan and make 
suggestions to the Board of Directors; as well as review and approve ABC’s general policy on 
prevention of cases of violations, and effectively review and supervise ABC’s prevention of 
cases of violations. 
 
71. Targeting at prevention of and control five types of material risks, including material 
cases of violations, material regulatory penalties, material asset losses, material system 
failures, and material abnormal liquidity, ABC carries out investigation and management of 
potential material risks. The bank utilizes tools or platforms such as risk monitoring models 
and preventing, monitoring and early warning on cases of violations to strengthen early 
warning and monitoring and promptly release risk alerts. It conducts investigations on key 
areas vulnerable to regulatory penalties with timely analysis and rectification, in a bid to reduce 
losses on violations. 
 
H. Financial Performance Assessment 
 
72. Below is a summary of ABC’s financial performance for the year ending 2020, 2019 and 
2018: 

Table 2: ABC Key Financials  

Summary of Income Statement (CNY million) 

Financial year end 31 December 2020 31 December 2019 31 December 2018 

Operating Income 628,702 603,172 579,854 
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Summary of Income Statement (CNY million) 

Financial year end 31 December 2020 31 December 2019 31 December 2018 

Operating Costs 193,705 193,518 188,492 

Operating Profit 270,094 270,931 254,464 

Net Income 216,400 212,924 202,631 

    

Summary Balance Sheet (in CNY million) 

Assets 

Total Assets 27,205,047 24,878,288 22,609,471 

Total Loans and Advances 15,170,442 13,360,342 11,940,322 

Loan loss allowances 618,009 553,115 479,143 

 

Liabilities and Equity    

Total Liabilities 24,994,301 22,923,630 20,933,665 

Customer Deposits 20,372,901 18,849,155 17,602,056 

Total Funding 24,469,377 22,512,533 20,615,979 

Total Equity 1,890,871 1,759,876 1,594,888 

Source: Agricultural Bank of China. 
 

1. Capital adequacy  
 
73. The “Capital Rules for Commercial Banks (Provisional)” issued by the CBRC in 2012 
includes, among other things, requirements for minimum capital, capital conservation buffer, 
additional capital surcharge for systemically important banks, countercyclical buffer and Pillar 
II capital as follows:  

• Minimum regulatory requirements for Common Equity Tier-one Capital Adequacy 
Ratio (CAR), Tier 1 CAR and CAR are 5%, 6% and 8%, respectively.  

• Capital conservation buffer requires additional 2.5% of Common Equity Tier-1 CAR; 

• Additional capital surcharge for systemically important banks requires additional 1% 
of Common Equity Tier-1 CAR.  

• Should the regulators require countercyclical buffer under circumstances or 
regulators impose additional Pillar II capital requirements for specific banks, these 
requirements shall be met within the specified time limits. 
 

74. Capital adequacy and the utilization of regulatory capital are closely monitored by ABC 
management in accordance with the guidelines developed by the Basel Committee and 
relevant regulations promulgated by the CBIRC. Required information related to capital levels 
and utilization is filed quarterly with the CBIRC. ABC’s capital adequacy ratio calculated in 
accordance with “Capital Rules for Commercial Banks (Provisional)” issued by the CBIRC at 
the end of the reporting period, are as follows: 
 

Table 3: Capital Adequacy Ratio, ABC  
(in CNY million, except for percentages) 

Item 

31 December 2020 31 December 2019 

The Group The Bank The Group The Bank 

CET 1 capital, net 1,875,372 1,814,475 1,740,584 1,691,171 
Additional Tier 1 capital, net 319,884 319,875 199,894 199,886 
Tier 1 capital, net 2,195,256 2,134,350 1,940,478 1,891,057 
Tier 2 capital, net 622,668 622,533 557,833 549,698 
Total capital, net 2,817,924 2,756,883 2,498,311 2,440,755 
Risk-weighted assets 16,989,668 16,434,275 15,485,352 14,914,138 

Credit risk-weighted assets 15,754,228 15,220,155 14,319,045 13,767,354 
Operational risk-weighted assets 1,082,164 1,066,120 1,020,703 1,008,149 
Additional risk-weighted assets due to 

the requirement of the capital floor 
 

- 
 

- 
 

- 
 

- 
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Item 

31 December 2020 31 December 2019 

The Group The Bank The Group The Bank 

CET 1 capital adequacy ratio 11.04% 11.04% 11.24% 11.34% 
Tier 1 capital adequacy ratio 12.92% 12.99% 12.53% 12.68% 
Capital adequacy ratio 16.59% 16.78% 16.13% 16.37% 
CET = common equity tier 1 capital. 
Source: Agricultural Bank of China Limited 2020 Annual Report. 

 
2. Asset quality 

 
75. As of 31 December 2020, ABC’s total assets amounted to CNY27,205,047 million, 
representing an increase of CNY2,327,556 million, or 9.4%, as compared to the end of 2019. 
In particular, net loans and advances to customers increased by CNY1,732,669 million, or 
13.5%; financial investments increased by CNY399,729 million, or 5.4%; cash and balances 
with central bank decreased by CNY262,620 million, or 9.7%; deposits and placements with 
and loans to banks and other financial institutions increased by CNY222,208 million, or 29.3%, 
which was primarily due to an increase in cooperative deposits with banks and other financial 
institutions; financial assets held under resale agreements increased by CNY107,655 million, 
or 15.2%, which was primarily due to an increase in debt securities held under resale 
agreements.  
 

Table 4: Total Assets, ABC  
(in CNY million, except for percentages) 

 31 December 2020 31 December 2019 31 December 2018  

Item Amount  (%) Amount  (%) Amount % 

Total loans and advances to customers 15,170,442 – 13,360,188 – 11,940,685 – 

Less: Allowance for impairment losses on loans 618,009 – 540,578 – 479,143 – 

Loans and advances to customers, net 14,552,433 53.5 12,819,610 51.5 11,461,542 50.7 

Financial investments 7,822,659 28.8 7,422,930 29.8 6,885,075 30.5 

Cash and balances with central banks 2,437,275 9.0 2,699,895 10.9 2,805,107 12.4 

Deposits and placements with and loans to       

banks and other financial institutions 981,133 3.6 758,925 3.1 661,741 2.9 

Financial assets held under resale agreements 816,206 3.0 708,551 2.8 371,001 1.6 

Others 595,341 2.1 468,377 1.9 425,005 1.9 

Total assets 27,205,047 100.0 24,878,288 100.0 22,609,471 100.0 

Source: Agricultural Bank of China Limited. Annual Reports. 
 

76. ABC classifies its loans using a five-category loan classification system in accordance 
with the guidelines issued by PRC regulators. These categories are normal, special mention, 
substandard, doubtful and loss. It assesses its loans for impairment, determines a level of 
allowance for impairment losses and recognizes any related provisions based on IAS.  
 
77. New formation of NPLs caused by the slow economic growth following COVID-19 
pandemic remains a risk to ABC’s asset quality.  As of 31 December 2020, the NPL ratio of 
ABC was 1.57%, up from 1.4% as at the end of 2019. However, the bank has since 2018 
narrowed the gap in its reported NPL ratio to a level comparable to Big 4 bank peers in the 
PRC, by increasing efforts in NPL resolution. Moreover, ABC’s loan-loss provision buffer, built 
over recent years, is expected to help the bank manage asset quality impact due to COVID-
19. ABC’s provision coverage ratio was 260.6% as of 31 December 2020, compared with the 
system average of 182.4%. ABC has classified all its corporate loans overdue for more than 
20 days as NPLs, which is more stringent than the industry practice of more than 90 days.  
 

Table 5: Asset Quality Indicators, ABC (2016-2020)  

 31 December 

2020 

31 December 

2019 

31 December 

2018 

31 December 

2017 

31 December 

2016 
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Asset Quality (%) 

Non-performing loan ratio 

 
1.57 

 
1.40 

 
1.59 

 
1.81 

 
2.37 

Allowance to non-
performing loans 

260.64 288.75 252.18 208.37 173.40 

Allowance to loan ratio 4.08  4.06  4.02  3.77  4.12  

Source: Agricultural Bank of China 2020 Annual Report.  

 
3. Earnings quality 

 
78. Despite the challenging operating environment resulting from the COVID-19 pandemic, 
ABC recorded operating income of CNY659,332 million as at end-2020, representing an 
increase of 4.8% as compared to the previous year. Cost-to-income ratio was 30.49% and 
29.23% respectively, representing a decrease of 0.78% and 1.26% as compared to the 
previous year, and a decline for three/four consecutive years. 
 

Table 6: Significant Income Statement Items, ABC  
(in CNY million, except for percentages) 

 
 

2020 2019 
Increase/ 

(decrease) 
Growth rate 

(%) 

Net interest income 545,079 500,870 44,209 8.8 

Net fee and commission income 74,545 72,927 1,618 2.2 

Other non-interest income 39,708 55,553 (15,845) -28.5 

Operating income 659,332 629,350 29,982 4.8 

Less: Operating expenses 229,897 224,096 5,801 2.6 

Credit impairment losses 164,699 138,605 26,094 18.8 

Impairment losses on other assets 204 118 86 72.9 

Operating profit 264,532 266,531 (1,999) -0.8 

Share of result of associates and joint 
ventures 

518 45 473 1,051.1 

Profit before tax 265,050 266,576 (1,526) -0.6 

Less: Income tax expense 48,650 53,652 (5,002) -9.3 

Net profit 216,400 212,924 3,476 1.6 

Attributable to:     

Equity holders of the Bank 215,925 212,098 3,827 1.8 

Non-controlling interests 475 826 (351) -42.5 

Source: Agricultural Bank of China 2020 Annual Report.  
 

79. Net interest income was the largest component of ABC’s operating income, accounting 
for 77.4% and 82.67% in 2019 and 2020, respectively. ABC has strictly implemented the 
requirements of PBOC on the reform of LPR pricing mechanism, resulting in further increased 
proportion of credit assets with higher average yield and average yield of interest-earning 
assets remaining stable.   

 
Table 7: Profitability Indicators, ABC  

 
 
 2020 2019 2018 2017 2016 

Profitability (%)      

Return on average total assets2 0.83 0.90 0.93 0.95 0.99 

Return on weighted average net assets3 11.35 12.43 13.66 14.57 15.14 

Net interest margin4 2.20 2.23 2.38 2.32 2.29 

Net interest spread5 2.04 2.09 2.25 2.20 2.14 

Return on risk-weighted assets1,6 1.27 1.38 1.48 1.53 1.55 

Net fee and commission income to operating income 11.31 11.59 11.24 11.96 16.49 
Cost-to-income ratio7 29.23 30.49 31.27 32.96 34.59 

Data per share (CNY)      
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 2020 2019 2018 2017 2016 

Basic earnings per share3 0.59 0.59 0.59 0.58 0.55 
Net cash per share generated from operating activities  (0.17) 1.02 0.30 1.95 2.20 

Notes:  
1 Figures were calculated in accordance with the Capital Rules for Commercial Banks (Provisional) and other relevant 

regulations. 
2 Calculated by dividing net profit by the average balances of total assets at the beginning and the end of the 

period. 
3 Calculated in accordance with the Rules for the Compilation and Submission of Information Disclosure by 

Companies that Offer Securities to the Public No. 9 — Computation and Disclosure of Return on Net Assets and 
Earnings per Share (2010 Revision) issued by the CSRC and International Accounting Standard 33 — Earnings 
per share. 

4 Calculated by dividing net interest income by the average balances of interest-earning assets. 
5 Calculated as the difference between the average yield on interest-earning assets and the average cost of interest- 

bearing liabilities. 
6 Calculated by dividing net profit by risk-weighted assets at the end of the period. The risk-weighted assets are 

calculated in accordance with the relevant regulations of the CBIRC. 
7 Calculated by dividing operating and administrative expenses by operating income in accordance with CASs, which 

is consistent with the corresponding figures as stated in the financial report of the Bank prepared in accordance with 
CASs. 

Source: Agricultural Bank of China 2020 Annual Report. 

 

4. Funding and Liquidity 
 
80. ABC has strong retail franchise and competitive position in the county areas. This 
provides ABC with a stable source of low-cost deposit funding and a higher demand and retail 
deposit mix, which made up of 55% and 59% of total deposits, respectively, as at end 2020.  
 
81. Retail deposits, which tend to be held in banks for longer accounted for around 82% 
of ABC’s total funding. As a major net interbank lender, ABC has significantly less domestic 
short-term wholesale funding and cross-border financing. The bank’s short-term wholesale 
funding, mostly interbank deposits from the settlement and clearance business, represents 
11.94% of its funding base as at FYE 2020. ABC’s stable funding ratio remains high at 137% 
as of FYE 2020. 
 
82. In accordance with the Rules on Liquidity Risk Management of Commercial Banks 
issued by the CBIRC, it is required that the liquidity coverage ratio of commercial banks should 
be no less than 100%. ABC met the regulatory requirements with liquidity-coverage ratios for 
CNY and foreign currency of 59.15% and 122.98%, respectively.   
 
I. Financial Projections 
 

5. Projected performance indicators 
 
83. Based on recent S&P credit rating report on ABC, the A/Stable/A-1 credit rating and 
stable outlook reflect the bank’s superior business stability and resilience, adequate 
capitalization, stable asset quality, diverse and large funding base.   

84. Earnings and Asset Quality.  S&P’s outlook forecasts ABC’s net profit growth will 
recover to 4%-6% in 2021-2022 amid PRC’s economic recovery from the COVID-19 pandemic.  
ABC will continue to have greater resilience and stability given its strong foothold in county-
level business compared with major peers, in that it benefits from PRC’s urbanization and 
economic growth in rural regions. Higher operating expenses associated with maintaining 
physical branch operations in less developed areas are well-managed, given the bank’s 
ongoing efforts to digitalize its banking platforms. ABC will continue to grow its inclusive 
finance business more rapidly given that it is a key focus for the bank.  
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85. ABC’s nonperforming assets is expected to decline to 3.6% to 3.8% in the next 2 years, 
from around 4% as of end 2020. PRC’s economic recovery will help to alleviate asset quality 
pressure as the credit fundamentals of the bank’s clients improve amid better operating 
environment. The economic recovery is likely to alleviate the potential negative pressure on 
nonperforming loans and special-mention loans bought by the end of PRC’s moratorium policy.  
ABC’s loan-loss provision buffer, built over the years, will help the bank to navigate potential 
asset quality hit from the ongoing pandemic. ABC has classified all its corporate loans overdue 
for more than 20 days as NPLs, which is more stringent than the industry practice of 90 days.  

86. Funding and Liquidity. ABC has solid customer deposit base and good liquidity 
profile. It is expected that ABC’s stable source of low-cost deposit funding will continue owing 
to its strong retail franchise and competitive position in PRC’s country areas. Retail deposits, 
which tend to be held in banks for longer, accounted for 58.6% of ABC’s total customer 
deposits as of end of 2020, and higher than most peers. As a major net interbank lender, ABC 
has significantly lower domestic short-term wholesale funding and cross-border financing.   
Interbank deposits from the settlement and clearance business represented around 10.55% 
of its funding base, while its stable funding ratio remained high at 135.6%. 

87. ABC’s strong liquidity profile is expected to be maintained through its significant 
holdings of liquid assets such as cash, interbank deposits, and treasury bonds, which 
accounted for 37.3% of total assets as at end of 2020. Nonetheless, the bank’s loans are likely 
to grow at a faster pace than deposits. Loan-to-deposit ratio will continue to increase in 2021 
from 74.5% in 2020. As ABC serves more than 800 million personal clients, the highest 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. 

 
2. Material Support from Government 

88. Fitch Ratings reaffirms ABC’s issuer default rating as A/Stable underpinned by 
expectation of high probability of timely extraordinary support from the state in times of stress.  
This is driven by the state’s majority stake in ABC, the bank’s long history of receiving state 
support and its high systemic importance. 

89. Moreover, ABC’s designation as a D-SIB when PRC publishes its final list (likely by 
end of 2021) will reaffirm support prospects for ABC, and that PRC government may call on 
ABC to support lending to specific sectors or act as a temporary liquidity provider, if required, 
when certain parts of the system are under stress. ABC has a quasi-policy role in serving 
counties and supporting rural lending, while working closely with the government on 
preferential lending in agriculture, poverty alleviation and inclusive finance. 
 
J. Findings from Sensitivity Analysis 
 
90. Findings from sensitivity analysis presented herein are based on the latest Audit 
Report and Consolidated Financial Statements for the year ended 31 December 2020. 

1. Credit Risk   

91. ABC’s major credit risks arise from loans and advances, treasury operations and off-
balance sheet related credit risk exposures. Apart from the credit risk exposures on credit-
related assets, the credit risk arising from treasury operation business is managed by selecting 
counterparties with acceptable credit quality, balancing credit risk and return, referencing to 
both internal and external credit rating information where available and applying appropriate 
limits subject to different level of management authority, and timely reviewing and adjusting 
those limits in credit system. In addition, ABC also provide loan commitments and financial 
guarantee services to customers which may require ABC to make payments on behalf of 
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customers upon their failure to perform under the terms of the related contract. Risks arising 
from loan commitments and financial guarantees are similar to those associated with loans 
and advances. These transactions are, therefore, subject to the same risk management 
policies and procedures. 

92. The Bank manages credit risk through a variety of methods, including but not limited 
to streamlining its credit approval process, establishing bank-wide standardised authorisation 
and credit extension management system, monitoring risk exposure and borrower 
concentrations and mitigating credit risk through the use of collateral and other arrangements. 
Focusing on serving national strategies and the real economy, the Bank increased credit in 
areas relating to ‘‘stabilising growth and economic restructuring’’ and ‘‘new driving force’’ for 
economic growth. Moreover, the Bank strengthened the risk prevention and control in key 
areas, improved the industry-specific credit exposure limits management, timely mitigated 
various potential risks, and diversified the channels for collection and disposal of non-
performing loans, thus maintaining its assets quality. 

2. Liquidity risk 

93. Liquidity risk is the risk that funds will not be available to meet liabilities as they fall 
due. This may arise from cash flows or maturity mismatches of assets and liabilities. The 
Group’s Assets and Liabilities Management Department manages its liquidity risk through (i)  
optimizing asset and liability structure; (ii) maintaining stability of deposit base; (iii) making 
projections of future cash flows, and evaluating the appropriate liquid asset position; (iv) 
maintaining an efficient internal funds transfer mechanism within the Group; and (v) performing 
stress testing on a regular basis.  

94. Based on the market condition and operation practice, ABC set liquidity risk stress 
scenarios based on full consideration of various risk factors which may affect the liquidity. 
Factors affecting the Bank’s liquidity include the term structure of the Bank’s assets and 
liabilities and changes to banking industry policies, such as changes in the requirements 
relating to loan-to-deposit ratio and statutory deposit reserve ratio. The Bank is exposed to 
liquidity risk primarily in the funding of its lending, trading and investment activities, as well as 
in the management of its liquidity positions. ABC conduct stress testing quarterly and 
according to the testing results, under the prescribed stress scenarios, the Bank has passed 
all the shortest survival period tests as required by regulatory authorities. 

3. Market risk 

95. Market risks comprises, but is not limited to, interest rate risk, exchange rate risk, stock 
price risk and commodity price risk. ABC is primarily exposed to interest rate risk through its 
lending, fixed-income and funding activities. Interest rate risk is inherent in many of the 
Group’s businesses and this situation is common among large banks. It fundamentally arises 
through mismatches between the maturity and repricing dates of interest-earning assets and 
interest-bearing liabilities. 

96. ABC optimized the functions of its market risk management system, carried out 
comprehensive validation of Internal Model Approach and strengthened the guarantee for 
customers’ performance of derivative transaction contracts. As at 31 December 2020, the 
Bank’s exposures from different proprietary transactions were kept at relatively low levels and 
its exposures to market risk were under control. ABC strengthened monitoring and forecast of 
the external interest rate environment, timely adjusted the pricing strategies for internal and 
external interest rates, improved the product portfolio and term structure of assets and 
liabilities and actively adjusted the risk structure by using interest rate options, so as to reduce 
the adverse effect of interest rate changes on its economic value and income. In 2020, the 
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Bank’s overall interest rate risk remained stable with all risk exposure limits kept within the 
ranges of regulatory requirements and its management objectives. 

4. Operational Risk 

97. The operational risk that the Bank faces primarily includes, among others, internal 
fraud, external fraud, damage to property, disruptions to the Bank’s operations or information 
technology system and problems associated with transaction execution and closing as well as 
business processes. Since 2009, the Bank has implemented initiatives to streamline its 
business and operational processes and centralize its back office management to enhance its 
capabilities in the identification, measurement, reporting and control of operational risks. In 
2015, the Advanced Measurement Approach for operational risk was applied to economic 
capital measurement and its models were optimized, in order to improve the stability and 
sensitivity of the economic capital models. In 2019, the Bank reinforced the implementation of 
operational risk management rules. The operational risk management information system was 
optimized by improving its automatic data aggregation technology.  

98. ABC analyze its operational risk condition on a quarterly basis. It continuously 
strengthened the detection of noncompliant cases in its weak and high-risk areas and 
launched monitoring, analyzing, tracking and supervision on major operational risk events. In 
addition, the Bank strengthened operational risk management with strengthened supervision, 
guidance, assessment and evaluation on domestic and overseas institutions and subsidiaries. 
 
K. Recommended Risk Mitigating Measures 
 
99. No specific risk mitigating measures of significance are recommended with respect to 
the various risks covered in this review.  
 
100. As a G-SIB/D-SIB, ABC has continuously enhanced risk management and internal 
control capabilities by improving its policies and procedures and introducing advanced risk 
management tools. It has comprehensive policies and procedures in place for monitoring risks 
and is maintaining good oversight in risk management.  
 
101. ABC has an important quasi-policy role in servicing rural areas and in supporting rural 
lending for agriculture, poverty alleviation and inclusive finance. With a significant market 
share and a broad presence in both urban and county areas, ABC is well-positioned to 
capitalize on PRC’s growth and works closely with the government on key policy target in 
promoting rural lending. ABC is experienced in lending to rural and agricultural related sector 
and has extensive network in local areas.  
 

L. Conclusion 
 

102. Based on the financial due diligence review, Agricultural Bank of China (ABC) 
satisfactorily meets: (i) the institutional and financial management measures of performance 
for project financial intermediary eligibility under the proposed FIL component of the Jiangxi 
Ganzhou Rural Vitalization and Comprehensive Environment Improvement Project; and (ii) 
the qualifying criteria outlined in section D6/BP (2003) of the ADB Operations Manual on 
Financial Intermediation Loans.   

103. This conclusion is supported by key findings on ABC, as follows: 

• Strong financial management and corporate governance with an established risk 
management policy framework, including independent internal audit and risk 
management functions, legal and compliance functions adequately staffed, accounting 
policies and procedures in place, clear reporting lines; board and management 
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committees providing policy and operational oversight; and increasing staffing capacity 
to support growth 

• Significant market share and a broad presence in both urban and rural areas. ABC is 

well positioned to capitalize on PRC’s future growth by providing comprehensive 

products and services to its customers. ABC has a nationwide distribution network with 

a leading number of branch outlets among the large commercial banks in the country.  

• High quality of earnings, showing profitability and sustainability;  

• Sustained annual growth in total assets;  

• High asset quality, showing diversity in product and service offerings and market 

segmentation within agribusiness subsectors;  

• Good capital management, showing capital adequacy;  

• Established track record showing capacity to manage liquidity;  

• Sound capacity to manage cash flow, costs, foreign exchange exposure, interest rate 

risks, and off balance sheet exposure;  

• Best practice standards in customer service and corporate social responsibility; and  

• Commitment to strengthening ES management capacity and IT/MIS performance.  
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Attachment 1 

ABC Organization Structure 
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Retired Employees Management Bureau

Headquarter Service Management Bureau

Corporate Culture Dept.

Operation Management Dept./County  Area Banking & 

Inclusive Finance Channel Management Centre

Remote Banking Centre

Data Centre

Research & Development Centre 

Technology & Product Management Bureau

Trade Union Dept.

Information Management Dept.

Headquarter CPC Party Affairs Department

Asset & Liability Management Dept./County  Area Banking &

Inclusive Finance Capital & Funds Management Centre

Financial Accounting Dept./County Area Banking & 

Inclusive Finance Accounting & Assessment Centre

Strategic Planning Dept.

Human Resources Dept./County  Area Banking & 

Inclusive Finance Human Resources Management Centre

Office/Complaint Office

Legal Affairs Dept.

Internal Control & Compliance Supervision Dept. 

Risk Asset Disposal Dept.

Credit Approval Dept./County Area Banking & 

Inclusive Finance Credit Approval Centre

Credit Management Dept./County  Area Banking & 

Inclusive Finance Credit Management Centre

Risk Management Dept./County  Area Banking & 

Inclusive Finance Risk Management Centre

Rural Households Banking Dept.

County Area Corporate Banking Dept

Rural Vitalization Banking Dept./Sannong Poli cy and Business Inn ovation Dept./

Office of County Area Banking & Inclus ive Finance Division Management Committee

Retail Loan Dept.

Retail Banking Dept./Retail Banking Product Dept./

Consumers’ Rights Protection Office

Internet Banking Dept./County  Area Banking & 

Inclusive Finance Internet Finance Management Centre

International Banking Dept.

Inclusive Finance Division

Institutional Banking Dept.

Corporate Banking Dept./Corporate Banking Products Dept.

Big Client Dept./Business Dept.

Private Banking Dept.

Credit Card Centre

Custodian Dept.

Investment Banking Dept.

Asset Management Dept.

Financial Market Dept.

Security Dept.


