NESE SNSUE (8 [EN e bl Eswsad $ibood

Boaigetansen
5585
NEHFOFORIEIBELSFHRZIE (IMP
usigabo fafiin giboor

*kkkhkhkik

$RTEEW
DEEE ©RYE 1 S1Rg
REIFNRBNFUIRFLE?

gwigudnnInAnginsmisguannuiunintig pidgidinnissigiumdisinygth 8y

]

GIMsMINMANUTEGNUARAGIORLRE S 1 Sfisshigisimineniiy itwnsijy
ﬁtgjﬁtmmmmmimEESﬁgm DathmsHGSwEn T

USRI EI: GAjEREISeH) tmgﬁyﬁgmmsmsﬁmsmHmtﬁéﬁﬁmi T Snyunoiy
minuaSIsamminaisneh isvnsssiinnnauwBgtugizudmenngm 1 gult
nsibmgumiighiman  meRwhsuigamisaigituniging  fmassenuiuaitami

s ot iwwaweugjmsminfigfinnagivpsBimaunpmsiimnpigsnmigiugm

iy uhwniggngidmndsuchywammitiisng wgsuahgst budislin
USWABHGAANWMSESIHoiBunRa Ry MSH{gIMIinG |

ABNRgREGGUSIMIMINNTMeRNg

BFEBN

Rodrigo de Rato Y Figaredo

National Bank of Cambodia Review No 22, 4" Quarter 2007



SREBE SNENCIE (R gy e bbb Eswsaé $30oodd

INTERNATIONAL MONETARY FUND
WASHINGTON, D.C. 20431

RODRIGO DE RATO Y FIGAREDO CABLE ADDRESS
MANAGING DIRECTOR INTERFUND

August 21, 2007

His Excellency

Dr. Chea Chanto

Governor

National Bank of Cambodia
22-24 Preah Norodom Blvd.
Phnom Penh,

Kingdom of Cambodia

Excellency,

[ am writing to thank you for the wonderful hospitality you provided during my visit
to Cambodia, and for the frank and compelling discussions we had during our meetings.
The tour of Angkor Wat organized by the National Bank of Cambodia was magnificent.

The knowledge I gained during the visit confirms that Cambodia’s economy is
heading in the right direction. I congratulate the National Bank of Cambodia for its
contribution to Cambodia’s impressive economic performance. As we discussed, the main
risk I see to the development of a strong financial sector is the significant weakness in two
key banks, where implementation of strong corrective actions is urgently needed to safeguard

the health of the whole banking system.

We greatly value the close relationship we enjoy with the National Bank of Cambodia
and please be assured that we stand ready to assist you in any way you may find helpful.

With warm regards,

Yours sincerely,

/l4. I
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Speech
H.E. Dr. Chea Chanto
The Governor of the National Bank of Cambodia
On the occasion of the Closing Ceremony of the Conference on the first semester
Achievements and the Targets for the second semester of 2007 for the National Bank of
Cambodia
Phnom Penh 23-24 July 2007

- H.E. Deputy Governor,
- Excellencies, Ladies and Gentlemen,

We are now reaching the end of our conference on the first semester achievements and
the targets for the second semester of 2007. In short, 1 would like to strongly assess that the
conference has proceeded actively, smoothly and finished successfully. | believe that all
participants who are present at this conference are truly aware of the report on the overall
situation of the national, regional and world economy during the first half of 2007 and at the
same time have listened to meaningful presentations, interventions, recommendations and targets
for the coming year.

I would like to take this opportunity to express my sincere thanks to Excellencies, Ladies
and Gentlemen who have provided useful presentations and good recommendations to all
participants and also to express my appreciation to all members for their attention and presence
at the conference from the beginning until the end.

During these past two days, Excellencies, Ladies and Gentlemen have paid attention to
the report on the first half achievements of the National Bank of Cambodia (NBC) and the
targets for the second half of 2007, as well as interesting lectures on accounting, the progress
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report on ASEAN cooperation, bank management and Cambodian microfinance, reserve
management, the organization of the establishment of Financial Intelligent Unit, the enforcement
of law on the prevention of money laundry and the financing of terrorism, the basic principle of
internal audit, cash and strongroom management, employee association of NBC, and provincial
branches’ reports.

Today, | would like to brief all of you from both headquarters and provincial branches on
what NBC has been doing and the targets to be implemented and strengthened in the coming
period as follows:

Excellencies, Ladies and Gentlemen,

As the national monetary authority, NBC continues to strengthen its role in directing a
flexible and prudential monetary policy along with current economic development and pay
attention to keep consistency with fiscal policy aimed at maintaining price stability, low inflation
and macroeconomic stability. We will continue to strengthen bank supervision toward sound,
and effective banking system and gaining public confidence from local and international. At the
same time, NBC will extend more efforts toward better implementation of Government public
financial reform programs by providing efficient services to government agencies, in particular
tax and payments operations and wage raisings.

1. Accounting, banking operation and cash management
Accounting is a technical undertaking involving book entry of banking transactions; we
have to prepare financial statements consistent with NBC’s chart of account. All provincial
branches having problems with their balance sheets have to improve the accuracy of their book
entry. Those who did well should continue strengthening further.

Banking operation: After the Royal Government reformed the public finance programs,
the Banking Operations Department of NBC and its provincial branches actively contributed to
the implementation of this program by opening and controlling bank account for government
agencies, ministries, and public offices. We opened official branches all over the country,
innovated office procedures, and built and extended the Clearing House’s operations in the
region, namely Phnom Penh, Sihanoukville, and Siem Reap province-the economic zones of
greatest potential. Eventually we will continue by extending to some other provinces to meet the
needs of economic agents.

Cash management is another technical undertaking involving: (1) controls of counting
and selecting local and foreign currencies; (2) cash management and maintenance correctly; and
(3) strongroom safety. The effective implementation would require all staff to cling tightly, to
morality, honesty, work discipline, and to obey strictly any assignment given.

2. Credit information sharing system and organization of COBRA

We will continue to perfect the current credit information sharing system (CIS) aiming at
sharing financial or the credit information of borrowers among member banks so that they can
easily make decisions on providing credit to customers. The benefit of this system is to help each
bank receive correct information from customers’profile “know your customer” before making a
decision to provide a loan; moreover, it can prevent the insolvency risks of borrowers and reduce
non performing loans (NPL) in the banking system. We have implemented Cambodia Offsite
Banking Report for Prompt Corrective Action (COBRA) in order to make offsite supervision
more effeciency for perfection of banking analysis and assessment.
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3. Cambodia’s microfinance sector

The Cambodian microfinance sector is considered by the government as a key to the
resolving Cambodian poverty. Samdech Hun Sen, Prime Minister of the Royal Government of
Cambodia, has put in place six recommendations for strengthening the effectiveness of
microfinance services in Cambodia. Accessing microfinance services will help to extend banking
and financial intermediary action by encouraging people to understand benefits of accessing
micro credit and improving the standard of living in rural areas. We continue to organize
conferences on microfinance at potential economic zones including Kampong Cham, Kam Pot,
and Batambang province to promote the benefit of micro credit for building the family standard
of living.

4. Reserve management
Reserve management is the main duty of NBC in its endeavor to maintain price stability
and sound banking system. The international reserves will be maintained at a value of at least
three months and a half’s of import for a developing country and two months for a developed
country. As of June 2007, our international reserves increased to USD 1,264 million equal to 3
months of import. NBC continues to manage its international reserves carefully based its
principles on safety, liquidity, and profitability.

5. Balance of payments statistics
The balance of payment statistics (BOP) is the core concern of NBC, as stipulated in the
Law on the Central Bank. In macroeconomic terms, BOP is one of the key indicators. To
improve the efficiency and quality of statistics, we perfect our sources of data and will conduct
our own survey on International Investment Position by continuously training our staff to meet
the current situation. We will restructure the Economic Research and Statistics Department to be
in line with the current economic growth.

6. IT and Payment and Settlement System
According to development of central bank’s operation, NBC is creating IT system to
automate all transactions in Issue Department, Banking Operation Department and Account
Department, which are the core departments and link to other related departments. Currently,
NBC is developing a payment system that include modernizing cheque’s clearing house, retail
payment transaction management and Real Time Gross Settlement System (RTGS).

7. The Establishment of Financial Intelligent Unit (FIU)

After law on the prevention of money laundry and the financing of terrorism comes into
effect, Financial Intelligent Unit will be created under controling of NBC to cooperate with other
countries in the region and in the world in order to govern and prevent all transactions and
crimes related to the money laundry and the financing of terrorism in Cambodia.

8. Cooperation in region

As a member of the South East Asian Central Banks Research and Training Center
(SEACEN), NBC has experienced good cooperation in the region on staff training and exchange
experiences in banking and finance sector. We will continue strengthening bilateral and
multilateral cooperation with central banks in the region, with the aim of learning good
techniques for conducting efficient monetary policy. At the end of 2007, NBC will expand
cooperation with Bank of Korea to exchange experiences on central bank management, obtain
training and get expertised staff from Bank of Korea to work long term in some key arears at
NBC.
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9. Internal audit

NBC has continued to reform the Inspection General to be in line with international by
reorganizing departments, i.e., (1) Internal Audit Department fulfils works according to annual
plan (2) Inspection Department fulfils works according to actual fact. We will continue to do
internal audit in all departments and some provincial branches as planned and to perform
inspection by surprising on other provincial branches. Therefore, to work smoothly and
effectively we need to prepare sufficient basic legal documents and also pay attention to training
skills and our staff’s moral code.

10. Promoting public confidence in the riel

Improving public confidence in the riel is a challenge to our policy. We conducted
several seminars to educate the general public on the advantages and disadvantages of
dollarization. We can not enforce administrative action in this circumstance because it will harm
the current macroeconomic stability. To overcome this challenge, we need an appropriate time
frame in the future. However, regarding the mechanism and the policy that have been used,
several measures such as raising civil servant wages, all kinds of tax payments and utilities have
been made in riel and we will continue to induce microfinance sector to provide more services in
riel smoothly and effectively.

11. Strengthening the provincial branches’ operations

Our priority is to strengthen and expand the operational activities of our provincial
branches nationwide to facilitate cash circulation, cash distribution and management in areas
where commercial banks and microfinance institutions are located and in particular, to contribute
to the implementation of the government’s public finance reform program, including the
facilitation of bank accounts for cash transfer, trade payment, tax payment, and salary payment
to public servants and military personnel for government agencies from the commune level to
ministry level.

12. Financial Sector Development Strategy 2006-2015
After this document has been updated, it has been approved by the government to be a
roadmap for strengthening development and expanding finance and banking sector and non-bank
financial sector in order to develop national economy and to reduce poverty to get along with
Cambodian Millennium Development Goals. NBC, that is both secretariat and agent, need to
implement this strategy effectively.

13. Employee Association of the National Bank of Cambodia
The Employee Association of NBC was established to alleviate social difficulties,
strengthen internal solidarity, and provide contributions to emergency cases. The association
must continue to focus further on health issues and employees’difficulties.

14. Human resources management and training
In developing national economy, we always encounter obstacles in all fields. Sufficient
human resource is the key factor to solve these issues effectively.
Human resource development needs to implement continuously based on four principles:
- Screenning new employees: Selection of new employees at NBC is based on
demanded quantity through competition on technical knowledge’s examination and
oral interview with head officials and foreigner expert.
- Improving human resources quality on existing technical knowledge
- Improving human resources quality on virtue
- Improving humal resources quality on welfare and social benefit.
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Hence, human resource development remains our permanent concern. NBC’s officials
attended short-term and long-term training courses abroad to enhance capacity building
including the improvement of specialized knowledge, work responsibility, foreign language
skills, work discipline, and moral. Human resources are a key factor for the successful
implementation of the above tasks.

Excellencies, Ladies and Gentlemen,

| have just mentioned the duties that NBC has to perform in the near future and in the
long term with the aim of continuing to strengthen management structure as well as the whole
banking system in our press toward modernization, safety, effectiveness, and obtaining public
confidence from both the national and international spheres. These can be achieved by active
involvement and high responsibility of our staff in all levels.

I hope that Excellencies, Ladies and Gentlemen will continue to make efforts with high
responsibility in performing duties successfully with the aim of strengthening the banking
system and developing the Cambodian economy with prosperity and sustainability according to
governmental triangle strategy.

Before closing the opening remark, | would like to recommend three things:

1- Head officials of all units under NBC, please try to implement successfully and
effectively the targets for the second semester of 2007 for NBC.

2- Implement internal audit duties to match the good governance principle and
transparency.

3- Continue training and improving the capacity of staff, both technical capacity and
virtue.

At last, | would like to suggest participants that are head officials of all departments in
head office and provincial branches to take the result of this two days conference to publish to
their employees in order to take part in implementing the targets for the second half of 2007 for
NBC with smoothness, success and effectiveness.

Again, | would like to express my deepest thanks to all levels of NBC staff for making
every effort in contributing to these achievements and building a sound banking system. I also
would like to express my thanks to excellencies, ladies and gentlemen, for spending time to
participate in the conference from the beginning until the end.

Finally, in the occasion of the Rainy Candle Match period that is Khmer traditional
ceremony, | wish all participants to extend the four gems of Buddhist wishes, Longevity,
Nobility, Health, and Might.

| officially declare the closing of the conference.

Thank you!
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1- Growth Rate

The Cambodian economy continued
impressive performance in 2006 due to a
better than expected agricultural performance
of its 10.8%. Though this represents a
decline from last year’s growth, momentum
remains strong. The initial projection for
2007 was 9.1%, taking into account the
adverse impact of continuous high oil prices
on the economy, which would be offset by a
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2- Retail prices and Inflations

The general price level in the
economy increased during the first semester
of 2007. The average All-items Index of the
Consumer Price Index (CPI) increased to
123.2 (July-Dec 2000 = 100) during the
review semester, from 122.6 in the
preceding semester, reflecting a rise of 0.5
percent.

The increase in domestic demand
during the festive season partly influenced
the marginal rise in the general price level,
thus, increasing the year-on-year rate of
inflation for the semester by nearly 2
percent, from 3.83 percent in the preceding
semester to 5.6 percent during the reporting
semester. However, the inflation rate as
measured by the 3-months moving average
CPI, remained largely stable, while the
movement of the 12-months moving average
indices showed even a decline in the
inflation any pressure.
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The Food, Beverages & Tobacco
sub-group, which has the largest group
weight in the national consumer basket, was
the major source of inflation in the reviewed
period, recording an 8.2 percent increase
during the first six months of 2007. Major
items of this subgroup that contributed to the
rise in the price level were rice, fish, meat
and fruits.

Other sub-groups in the consumer
basket that contributed to the inflationary
pressure were Clothing & Footwear,
Transport & Communication, and House
Furnishings & Household Operations,
Housing & Utilities, Personal Care &
Effects which expanded in the range
between 1 percent and 1.7 percent. In
contrast, the sub-groups of Medical and
Recreation & Education declined marginally.
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3- Exchange Rate Movements

On average, the riel depreciated
annually by about 1% over the last six
years to June 2007. During the first half
of 2007, the exchange rate of the riel
against the US dollar indicated a
remarkable stability compared with a
more volatile movement in the same
period of last year. On average, the riel
traded at around 4,069 riels per US
dollar during the first six months of
2007, compared to 4,096 riels per US
dollar in the same period of the last
year.

The exchange rate started the
year with 4,063 riels per US dollar, but
high demand for domestic currency
prior to the Khmer New Year season
drove the riel to gain some strength,
when its moved gradually upward and
reached 4,040 riels per US dollar in the
middle of April, which was the lowest
level recorded for this semester.
Meanwhile, as the harvest season
ended and the demand for the riel
became subdued, the value of the
domestic currency started to lose some
ground. Thus as can be seen from the
chart below, the riel weakened from the
later half of the first semester and
ended the reviewed period with 4,089
riels per US dollar. Over the six months
to end-June 2007, the Cambodian riel
depreciated by about 0.8 percent.

As reflected in the chart below,
there is a common feature in the
exchange rate movements over the
period from 2005 to June 2007: the riel
was at a relatively low level at the
beginning of the year, became a bit
stronger during April, then started to
fade to some extent thereafter,
indicating the effects of seasonal
factors on its value.
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4- Monetary Developments

The banking sector’s liquidity M2
continued to expand remarkably in the
first semester of 2007, as compared to the
previous semester’s growth rate, while
both components of its counterpart, the
net foreign assets and net domestic assets
of the banking sector, also recorded
increases. Expansion in net domestic
assets was mainly brought about by the
sharp rise in private sector credit, while
net claims on government continued to
decline remarkably.

In the first half of 2007, aggregate
money M2 increased by 1,933 billion riels
(27.9%) from the stock position of 6,942
billion riels as recorded at the end of 2006
to 8,876 billion riels at the end of the first
semester of 2007.

The increase in money supply in
the reporting semester was a result of an
increase in the growth rate of both narrow
money M1 and quasi-money. Narrow
money recorded a 5.5% increase in June
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2007, from 1,657.7 billion riels as at
December 2006 to the 1,748.4 billion riels
recorded six months later. When compared
to the level in June, 2006, narrow money
showed an increase of 15.7%. The increase
in narrow money for the review period was
influenced by increases in both currency
outside banks and demand deposits.

The upward movements in these
aggregates are an indication of the
improvement of public confidence in the
local currency, and also a direct result of
NBC’s expansionary monetary policy that
was introduced in response to the
increasing demand for local currency.
Currency outside banks recorded a
continuous increase, though at a slower
pace compared with that observed in
December 2006. Currency in circulation
rose to 1,681.9 billion riels from 1,599.6
billion riels at the end of 2006, an increase
of 82.4 billion riels or by 5.2%. On the
other hand, demand deposits saw a rise of
8.3 billion riels, or 14.3% in the reviewed
semester.

Whereas currency outside banks
has been growing relatively slowly over
the semester under review, quasi money
has been increasing at a solid pace,
supported especially by a sharp expansion
in foreign currency deposits. The foreign
currency component of broad money added
1,833 billion riels (35%), thus doubling the
growth rate recorded for the previous
semester. Consequently, in the reporting
period the share of local currency demand,
terms and savings deposit contributions to
broad money M2 declined by 0.3%
percentage points, while the share of
foreign currency deposits increased to
79.2%
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In terms of the size of the
economy, customers’ deposits with
banks rose from 17.9% of GDP at
current prices in December 2006 to
21.1% of GDP in June 2007.

In terms of balance sheet items,
the structure of the money supply
showed that 94% of liquidity growth
was provided for by an increase in net
foreign assets, and the remaining 6%
was attributed to the increase in net
domestic assets of the banking system.
This was a continuation of the pattern of
monetary developments observed over
the recent years, with a vigorous
increase in net foreign assets of the
banking system being the main
contributor of monetary growth. In the
reporting semester, this item increased
by 1,823.6 billion riels (25.2%) on the
level recorded at the end of the previous
semester, and ended the June semester at
a level of 9,047.9 billion riels. Net
foreign assets of NBC accounted for
56% of this rise of the overall net
foreign assets of the banking system
during the semester under review
whereas the remaining 44% were
contributed by the rest of the banking
system.
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The purchase of the US dollar from the
market, the majority of which occurred
during the first half of the June semester,
when the value of the riel was relatively
strong, helped boost NBC’s foreign
exchange holdings by about 107 million
US dollars. This represented more than
three times the amount purchased during
the same semester, a year earlier, and
pointed to a large capital inflow into the
Cambodian economy.

Meanwhile, net domestic assets of
the banking sector showed a less rapid
increase compared to growth in the six
months  preceding December 2006,
expanding by 110 billion riels (39.1%) on
the first semester of 2006 level, which was
about one third of the previous semester’s
growth. Net claims on government fell by
449.3 billion riels (47.1%) as government
deposits with the banking sector rapidly
expanded, rising by 460.2 billion riels
(37.1%) to reach about 1,700 billion riels
at the end of the reporting semester.
During the same period, claims on
government recorded a slight growth of
10.9 billion riels (3.8%).

In line with the continuous double
digit growth rate of the economy since
2004, financial intermediation in the
Cambodian banking sector witnessed an
impressive improvement, especially since
the previous year, as the main indicators
such as volume of savings and credits
increased sharply. Moreover, from 2006,
the Cambodian banking system has been
experiencing an expansion through the
entry of new players — ANCO Specialized
Bank, Cambodian  Development
Specialized Bank, Camko Bank Limited,
and Prosperity Investment Specilized
Bank, all of which have increased the
competition and significantly widened the
scope and forms of financial services.

During the first six months of the
current year, the loans (loans outstanding)
figure showed an increase of 1.4 times and
1.5 times the increase recorded for
December 2006 semester and June 2006
semester, respectively.
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Credit extended to the private sector by
banks reached 4,537.1 billion riels at the
end of June 2007,

from 3,627.7 billion riels in December
2006. The ratio of credit to GDP rose to
13.4%, which points to the significant
growth in  financial intermediation
activities, mainly for financing trade and
investment. This growth is also
associated with the fact that the banking
system has been reasonably
strengthening in line with the ongoing
reforms, gradually regaining the trust of
potential and existing clients, and
interest rates have been decreasing,
while loan repayment has improved
substantially.

(Thingansigj)
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Overall, development in the
banking sector has been remarkable
following the banks restructuring
program in 1999. This was witnessed by
banking and financial stability, and
increased financial services promoted
through the institutional and legal
reforms under the 10-year Financial
Sector Development Strategy, a long-
term financial sector development plan
adopted by the government in 2007.
Financial deepening as measured by the
ratio of M2 to GDP has improved, rising
from comparatively low level of about 8
percent in 1996 to more than 23.6
percent in June 2007. This is an
important  indication of  growing
confidence in the banking sector.
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5- The Balance of Payments

The estimate of the balance
on current account was a surplus
of US$40.6 million in the March
Quarter 2007, compared to the
revised previous quarter's deficit
of US$74.4 million.

The reasons for this surplus were
decreases 0f13.8% and 0.3% in the
balance on goods deficit and net
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In the March Quarter 2007, the
balance on capital account recorded a
net inflow of US$65.6 million (up
10.1%) and the balance on financial
account showed a net outflow of
US$56.4 million.

The net international
investment position decreased 7.7%
to a net liability of US$982.4 million
due to increases of 67.5% from
US$398.1 million to US$666.7
million in net debt claims and 4.4%
from US$253.6 million to US$264.7
million in net other instruments.
Partly offsetting these increases was
the 11.5% increase from US$ 1,715.9
million to US$ 1,913.8 million in net

equity.
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I. BANK SYSTEM
1. Bank performance

a) Number of Banks

In  first semester 2006, the
National Bank of Cambodia issued
licenses to two new banks, one of which
is a specialized bank named Cambodian
Development Specialized Bank (CDB);
another is a commercial bank named
CAMKO Bank limited (CAMKO). As at
the end of June 2007, the banking
system comprised 22 banks, of which
16 commercial banks (13 locally
incorporated and  three  foreign
branches), 6 specialized banks, 2
representative offices of foreign banks,
17 licensed microfinance institutions
(MFIs), and 26 registered NGOs.
Besides this, there are about 60 other
unregistered NGOs operating in rural
areas which are yet to be part of banks
system and  under  supervision.

mnugé : gnunguisnBugugunniviusnuEoliIvoow-voos
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b-Assets

As shown in Figure 9, the
total assets of all banks continuously
moved upward, starting from
3,109,090 million KHR in June 2002
to 10,107,156 million KHR in June
2007. By the end of June 2007, the
total assets of banks had increased
by 53.58% compared to the same
period of 2006; this was mainly due
to the sharp increase of credit to the
private sector. The five-leading
banks in assets size are: CNB,
ACLEDA, ANZ, CPB, and FTB.
Together they hold nearly 65% of
the total assets of all banks.

Locally owned banks control
50.5% of the aggregate bank assets,
followed by foreign subsidiary banks
and foreign branch banks taking
39.9% and 9.6% of the assets
respectively. Compared to June
2006, the market share of foreign
subsidiary banks increased by 1.2%.
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As shown in Figure 10, loans
granted to economic sectors largely
rose in services sector which took
29.52% of the aggregate loans.
Wholesale and retail ranked second,
followed by manufacturing,
construction, real estate and public
utilities, personal consumption, and
agriculture. The booming of the real
estate sector in recent years has
become a major concern for the
banking system; and it needs to be
scrutinized carefully.

In general, loans provided to
customers in  foreign  currency
comprised 97.2% of the total loans.
Of 16 commercial banks CNB
remained the largest in loans
granting holding 23.67% of the
market  share, followed by
Cambodian  Public Bank and
ACLEDA Bank, sharing 19.42% and
18.93% respectively. The rest held
the market shares lower than 10%.
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C- Deposits

The graph above shows that
customer deposits rose continuously
and remarkably. This semester
aggregate deposits went up by
38.7%. CNB took 20.91% of the
market share, while ANZ Royal took
14.16%, followed by CPB, ACLEDA,
FTB and CCB at 11.49%, 10.71%,
9.40%, and 6.92%, respectively. The
other 15 banks took less than 6% of
the market share and got 5.35% of
the total deposits. The majority of
deposits mobilized by banks were in
foreign currency, which covered
97.26% of all deposits. Of the three

main types, the most popular
account was savings, holding
39.43% of total deposits.

The above output was

contributed by many factors, namely
the remarkable economic growth,

and the recent political and
o o - macroeconomic stability.
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D- Evolution of Interest Rates
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Dec06 |Jan07 | Feb 07 | Mar 07 | Apr07 | May 07 | Jun07
3 Riel | 23.02% | 22.93% | 22.96% | 22.94% | 22.99% | 22.99% | 22.97%
months | USD | 16.99% | 1697% | 17.40% | 17.43% | 16.99% | 16.97% | 16.97%
6 Riel | 23.04% | 22.94% | 2297% | 22.95% | 23.00% | 23.01% | 99980
months | USD | 17.03% | 17.00% | 17.04% | 17.07% | 17.07% | 17.05% | 1704%
12 Riel | 23079% | 23.05% | 2313% | 2313% | 23190 | 23.18% | 2317%
months ['USD | 16.66% | 16.58% | 1655% | 16.64% | 16.63% | 16.57% 16.55%
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Interest generated from loans
remains the most important source of
income for banks, even though some
banks have developed other services to
generate income, such as money
transfer by credit card or debit card or
ATM machine services. Graph 12
above shows that the margin between
interest incomes and expense widened
from 2002 to 2007.
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In June 2007, return on equity
(ROE) went up to 9.66% from 8.07%
in June 2006. Return on asset (ROA)
rose to 1.75% as compared to the
same semester last year (1.65%). The
increase in ROA resulted from the
rise in interest income (+47.52%)
and recoveries (+109%).

2. Microfinance

By the end of June 2007,
licensed MFIs and registered rural
credit operators provided a total loan
outstanding of KHR 489,648 million
to 536,916 borrowers and mobilized
a total deposit of KHR 18,140
million from 142,874 depositors.
Compared to June 2006, total loans
outstanding, number of borrowers,
total deposits and number of
depositors increased by 78.26%,
34.88% and 71.50% and 23.98%,
respectively. The increase in loans
and deposits was due not only to the
outreach by licensed MFIs and
registered rural credit operators, but
also the enhanced public awareness of
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using financial services and the
increase in the demand for funds to
expand and start up business in rural
areas.

During First Semester 2007,
besides Off-site  supervision, 5
licensed MFIs, 6 rural credit
operators and 3 NGOs that applied
for registration as rural credit
operators underwent On-site
inspection. In general, the financial
soundness of these institutions was
satisfactory. The main problem faced
by these institutions is a lack of
funds to expand their operations and
qualified staff.

An ADB advisory team
supports a program to enable
microfinance institutions to collect
deposits. NBC has concerns about the
potential systemic risk if a deposit-
taking MFIs with tens of thousands of
poor customers went into bankruptcy.
MFIs should be on a level playing
field with banks. Therefore, only a
few MFIs will be allowed to collect
deposits, and only under strict
conditions.

I11- Payment System

With the purpose of setting up a
legal framework for the development of
a money/inter-bank market and payment
system in Cambodia, the National
Assembly adopted the Negotiable
Instruments and Payment Transactions
Law on 19 September 2005.
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The Payment Policy Unit and
the Strategic Committee for Payment
System Development was established
in late 2006. These units will be
responsible for collecting data and
information regarding a payment
system for the stock taking report.

A series of public awareness
workshops covering 150 participants
from banks, NBC, academic
institutions, and government agencies
was organized. With the TA support of
ADB a draft road map for a payment
system was initiated. When finalized,
this road map will be used as guidance
for payment system development. The
first priority is to automate the check
clearing house by creating a uniform
digital code on each check for every
member of clearing house.

With ADB  assistance, a
technical expert on payment and
settlement systems (PSS) has been
provided to assist the Payment Policy
Unit (PPU) in the development of a
national payment and settlement system
in Cambodia.

Given the current situation of the
clearing house, the first step to do is to
modernize the current clearing house by
focusing on improving the check
clearing system and changing the
clearing time.

1. Improve the check clearing
system
In order to modernize the current
clearing system, the standardization of
checks was proposed; this means the
existing checks issued by banking and
financial institutions need to be
standardized so that checks can be
recognized by a readable machine (using
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Magnetic Ink Character Recognition —
MICR). To this end, the Prakas on the
Determination of Bank Identification
Numbers (BINs) was drafted to identify
the check issuers. In addition, the
Prakas on Check Standard will be
drafted by the PSS expert and may
requide feedback from members of
clearing house beforehand.

2. Change the clearing time

To make funds more readily
available to banks and bank
customers, the clearing time will be
changed.  This proposal includes
some issues relating to the
assessments of the current clearing
system in compliance with the BIS
Core Principles and the cost-benefit
analysis of changing the clearing
time.

IV- Development of Anti
Money Laundering/Counter
Financing Terrorism
(AML/CFT) System

Cambodia established a domestic
coordination group (Mutual Evaluation
Coordination Group) to plan and
manage the World Bank Assessment
of Cambodia’s AML/CFT system.
This group, which is chaired by the
National Bank of Cambodia (NBC),
includes senior representatives of all
relevant ministries and agencies
involved in the fight against money
laundering and financing of terrorism.

Cambodia underwent the ME
on compliance with 40
Recommendations and 9 Special of
Financial Action Task Force
(FATF) from 26 February to 14
March 2007. The ME was led by
World Bank in cooperation with
APG.
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The ME report showed many areas of
non- compliance due to the absence
of necessary legal framework,
especially the adoption of the
AML/CTF law. The ME report was
presented to the APG Annual
Meeting in Perth in July 2007 while
AML/CTF, CT Laws and Procedures
for Criminal Code were adopted
successively before the APG annual
meeting. The meeting congratulates
Cambodia is effort and progress, and
encourages us to make greater efforts
at implementing the laws by creating
a Financial Intelligence Unit (FIU),
regulations and a system to combat
ML/FT.

Some donors have promised
to provide technical assistance for
Cambodia to develop the AML/CTF.
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NATIONAL BANK OF CAMBODIA
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Unofficial Translation

PRAKAS
on _
The calculation of Microfinance Institutions’ Net Worth

The Governor of the National Bank of Cambodia

- With reference to the Constitution of the Kingdom of Cambodia;

- With reference to the Royal Kram NS/RKM/0196/27, dated January 26, 1996,
promulgating the Law on the Organization and Conduct of the National Bank of
Cambodia;

- With reference to the Royal Kram NS/RKM/1199/13 of November 18, 1999,
promulgating the Law on Banking and Financial Institutions;

- With reference to the Royal Decree NS/RKT/0904/244 of September 7, 2004, on
the appointment of His Excellency Chea Chanto as Governor General of the
National Bank of Cambodia, equivalent to Senior Minister;

- Pursuant to the recommendation made by National Bank of Cambodia management
during the August 15, 2007, meeting.

DECIDES

Article 1

Microfinance Institutions™ net worth shall be calculated as follows:
I- Sub-total A : Items to be added

- capital or endowment

- reserve, other than revaluation reserves

- premium related to capital (share premiums)

- provision for general banking risks, with the prior agreement of the
National Bank of Cambodia

- retained earnings

National Bank of Cambodia Review No 22, 4" Quarter 2007
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- audited net profit for the last financial year ‘"

- other items approved by the National Bank of Cambodia *’

1I- Sub-total B : Items to be deducted
- for shareholders, directors, managers and their next of kin
e unpaid portion of capital

e advances, loans, security and the agreement of the persons concerned
as defined above

- holding of own shares at their book value

- accumulated losses

- formation expenses

- losses determined on dates other than the end of the annual accounting
period (including provisions to be made for doubtful debt and securities)

III- Total C : BASE NET WORTH=A -B

I'V- Sub-total D : Items to be added

- revaluation reserves, with the prior agreement of the National Bank of
Cambodia

- subordinated debt, with the prior agreement of the National Bank of
Cambodia, up to 100% of base net worth

- other items, with the prior agreement of the National Bank of
Cambodia, could be included in the calculation of net worth and shall
not be more than base net worth

V- Sub-total E : Items to be deducted
- equity participation in banking and financial institutions

- other items ¥

VI- Total I : TOTAL NET WORTH=C+D-E

' After deduction of dividend to be distributed.
? For example, profit as recorded on dates other than the end of the annual accounting period.
Provided that:
- they are determined after posting to the accounts all the charges relating to the period and
allowances to the depreciation, provision and value adjustment accounts;
- they are calculated net of foreseeable taxes and dividend and have been verified by the auditors.
7 The following may in particular appear among these items :
- fully mutualized guarantee funds;
- public funds allocated for guaranteeing types of credit operations;
- nonrepayable public or private subsidies;
- donated capital.
! Deferred charges, for example.
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Article 2

The net worth as calculated above shall be taken into account in calculating
prudential ratios and other ratios.

Article 3

Banks and Financial Institutions that are not compliant with this Prakas will be
penalized according to Article 52 of the Law on Banking and Financial Institutions.

Article 4

All provisions contrary to those of this Prakas are hereby repealed.
Article 5

The General Director, the General Secretariat, the General Inspection, the
General Cashier, all Departments of the National Bank of Cambodia, and all Banks
and Financial Institutions under the National Bank of Cambodia’s supervisory
authority shall strictly implement this Prakas.

Article 6

This Prakas shall take effect from this signing date.

Phnom Penh, August 27, 2007
The Governor
Signed and Sealed

cc: - All members of the Board of Directors
The parties concerned as stated in Article 5
File
CM “for info”
Administration Department of CM
“for publication in the National Gazette”
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PRAKAS
on

Unofficial Translation

Microfinance Institutions’ Solvency Ratio

The Governor of the National Bank of Cambodia

- With reference to the Constitution of the Kingdom of Cambodia;
- With reference to the Royal Kram NS/RKM/0196/27, dated January 26, 1996,
promulgating the Law on the Organization and Conduct of the National Bank of

Cambodia;

- With reference to the Royal Kram NS/RKM/1199/13 of November 18, 1999,
promulgating the Law on Banking and Financial Institutions;

- With reference to the Roval Decree NS/RKT/0904/244 of September 7, 2004, on
the appointment of His Excellency Chea Chanto as Governor General of the
National Bank of Cambodia, equivalent to Senior Minister;

- With reference to the Prakas No B7-00-06 dated January 11, 2000, on the

Licensing of Micro-Financing Institutions;

- With reference to the Prakas No B7-07-132 dated August 27. 2007, on the
calculation of Microfinance Institutions’ Net Worth;
- Pursuant to the recommendation made by National Bank of Cambodia management

during the August 15, 2007, meeting.

DECIDES

Article 1

Microfinance Institutions, hereafter referred to as “institutions”, shall at all times

observe a solvency ratio in accordance with the provisions of this Prakas. This

solvency ratio of their net worth to their aggregate asset risk exposure shall not be

less than 15 percent.

Article 2

The numerator of the ratio shall be the net worth calculated in accordance with
the provisions of the Prakas on the calculation of microfinance institutions’ net

worth.

National Bank of Cambodia Review ¢l

No 22, 4™ Quarter 2007



SREBE SNENCIE (R gy e bl Eswsad $ibood

Article 3

3.1- The denominator of the ratio shall comprise the aggregate of the assets (net
amount after deduction of provision and depreciation) and off-balance sheet
items, weighted to their degree of risk. It excludes the items which are deducted
in calculating the net worth according to the provisions of the Prakas on the
calculation of microfinance institutions’ net worth.

3.2- The following weightings shall apply to assets:
3.2.1- zero weighting:
- cash,
- gold,
- claims on the National Bank of Cambodia,
- assets collateralized by deposits lodged with the bank,

- claims on or guaranteed by sovereigns rated AAA to AA- or
equivalent rated under the methodology used by a rating agency
acknowledged by the National Bank of Cambodia.

3.2.2- 20 percent weighting:

- claims on or guaranteed by sovereigns rated A+ to A- or equivalent
rated under the methodology used by a rating agency acknowledged
by the National Bank of Cambodia.

- claims on or guaranteed by banks or corporations rated AAA to AA-
or equivalent rated under the methodology used by a rating agency
acknowledged by the National Bank of Cambodia.

3.2.3- 50 percent weighting:

- claims on or guaranteed by sovereigns rated BBB+ to BBB- or
equivalent rated under the methodology used by a rating agency
acknowledged by the National Bank of Cambodia.

- claims on or guaranteed by banks or corporations rated A+ to A- or
equivalent rated under the methodology used by a rating agency
acknowledged by the National Bank of Cambodia.

3.2.4- 100 percent weighting:

All other assets.
All off-balance sheet items.

Article 4

Banks and Financial Institutions that are not compliant with this Prakas will be
penalized according to Article 52 of the Law on Banking and Financial Institutions.

National Bank of Cambodia Review o No 22, 4" Quarter 2007
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Article 5

Article 15 in Prakas No B7-00-06 dated January 11, 2000, on the Licensing of
Microfinance Institutions and all provisions contrary to those of this Prakas are
hereby repealed.

Article 6

The General Director, the General Secretariat, the General Inspection. the
General Cashier, all Departments of the National Bank of Cambodia, and all Banks
and Financial Institutions under the National Bank of Cambodia’s supervisory
authority shall strictly implement this Prakas.

Article 7

This Prakas shall take effect from this signing date.

Phnom Penh, August 27, 2007
The Governor
Signed and Sealed

ce: - All members of the Board of Directors
The parties concerned as stated in Article 6
File
CM “for info”
Administration Department of CM
“for publication in the National Gazette”
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Unofficial Translation

PRAKAS
on
The monitoring of Banks’ and Financial Institutions’ Net Open Position
in foreign currency

The Governor of the National Bank of Cambodia

- With reference to the Constitution of the Kingdom of Cambodia;

- With reference to the Royal Kram NS/RKM/0196/27, dated January 26, 1996,
promulgating the Law on the Organization and Conduct of the National Bank of
Cambodia;

- With reference to the Royal Kram NS/RKM/1199/13 of November 18, 1999,
promulgating the Law on Banking and Financial Institutions;

- With reference to the Royal Decree NS/RKT/0904/244 of September 7, 2004, on
the appointment of His Excellency Chea Chanto as Governor General of the
National Bank of Cambodia, equivalent to Senior Minister;

- With reference to the Regulation No B795-01 dated January 16, 1995, on the
monitoring of Banks’ and Financial Institutions’ Open Foreign Exchange Positions;

- With reference to the Prakas No B7-00-50 dated February 17, 2000, on the
accounting process for foreign currency transactions;

- Pursuant to the recommendation made by National Bank of Cambodia management
during the August 15, 2007, meeting.

DECIDES

Article 1

This Prakas has the purpose of preventing Banks’ and Financial Institutions’
foreign exchange risks.

Article 2

For the purposes of this Prakas, terms below are defined as follows:
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- A “foreign exchange risk” results from the possibility of financial loss arising
from adverse movements in foreign exchange rates.

- A “foreign exchange settlement risk” results from the possibility of loss that a
financial institution (FI) pays the currency it sold but does not receive the
currency it bought in a foreign exchange transaction.

- The “net open position in one foreign currency” is the net outstanding balance
of all assets, liabilities, and off balance sheet items in that currency. The net
open position in debit is defined as “long”. The net open position in credit is
defined as “short™,

Article 3

Banks and Financial Institutions shall maintain an effective system of internal
control to identify, measure, monitor and control the extent and source of their
foreign exchange risk and foreign exchange settlement risk during the trading day
and at the close of business. The nature and the size of the internal control system
shall be adapted to the size of the Banks” and Financial Institutions’ foreign exchange
transactions and foreign exchange positions.

Article 4

Banks and Financial Institutions shall at all times maintain their net open position
in foreign currencies in either any foreign currency or overall net open position in all
foreign currencies, whether long or short, shall not exceed twenty percent (20%) of
Banks’ and Financial Institutions’ net worth.

Article 5

Every month, Banks and Financial Institutions shall produce both hard copy and
soft copy reports of their net open position in foreign currency to the National Bank
of Cambodia according to the attached format. The internal control system shall also
ensure that the foreign exchange positions are properly reported to the National Bank
of Cambodia.

Article 6

Banks and Financial Institutions that are not compliant with this Prakas will be
penalized according to Article 52 of the Law on Banking and Financial Institutions.

Article 7

The Regulation No B795-01 dated January 16, 1995, on the monitoring of Banks’
and Financial Institutions’ Open Foreign Exchange Positions and all provisions
contrary to those of this Prakas are hereby repealed.
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Article 8

The General Director, the General Secretariat, the General Inspection, the
General Cashier, all Departments of the National Bank of Cambodia, and all Banks
and Financial Institutions under the National Bank of Cambodia’s supervisory
authority shall strictly implement this Prakas.

Article 9

This Prakas shall take effect from this signing date.

Phnom Penh, August 27, 2007
The Governor
Signed and Sealed

cc: - All members of the Board of Directors
- The parties concerned as stated in Article 8
- File
- CM “for info”
- Administration Department of CM
“for publication in the National Gazette”
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KINGDOM OF CAMBODIA
NATION RELIGION KING

NATIONAL BANK OF CAMBODIA
Numberﬁ!%.oqu &2}5 PI_OLCOV_

Unofficial Translation

PRAKAS
on
Amendment of Prakas Relating to Banks” Solvency Ratio

The Governor of the National Bank of Cambodia

- With reference to the Constitution of the Kingdom of Cambodia;

- With reference to the Royal Kram NS/RKM/0196/27, dated January 26, 1996,
promulgating the Law on the Organization and Conduct of the National Bank of
Cambodia;

- With reference to the Royal Kram NS/RKM/1199/13 of November 18, 1999,
promulgating the Law on Banking and Finanecial Institutions;

- With reference to the Royal Decree NS/RKT/0904/244 of September 7. 2004, on
the appointment of His Excellency Chea Chanto as Governor General of the
National Bank of Cambodia, equivalent to Senior Minister;

- With reference to the Prakas No B7-00-46 dated February 16, 2000, on the
Banks® Solvency Ratio;

- With reference to the Prakas No B7-00-47 dated February 16, 2000, on the
calculation of Banks® Net Worth:

- Pursuant to the recommendation made by National Bank of Cambodia management
during the August 15, 2007, meeting.

DECIDES

Article one

Article 3 of Prakas No B7.00-46 dated February 16, 2000, relating to the banks’
solvency ratio shall be amended as follows:

New Article 3

3.1- The denominator of the ratio shall comprise the aggregate of the assets (net
amount after deduction of provision and depreciation) and off-balance sheet
items weighted to their degree of risk. It excludes the items which are deducted in
calculating the net worth according to the provisions of the Prakas on the

calculation of the banks’ net worth.
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3.2- The following weightings shall apply to assets:
3.2.1- zero weighting:
- cash,
- gold,
- claims on the National Bank of Cambodia,
- assets collateralized by deposits lodged with the bank,

- claims on or guarantced by sovereigns rated AAA to AA- or
equivalent rated under the methodology used by a rating agency
acknowledged by the National Bank of Cambodia.

3.2.2- 20 percent weighting:

- claims on or guaranteed by sovereigns rated A+ to A- or equivalent
rated under the methodology used by a rating agency acknowledged
by the National Bank of Cambodia.

- claims on or guaranteed by banks or corporations rated AAA to AA-
or equivalent rated under the methodology used by a rating agency
acknowledged by the National Bank of Cambodia.

3.2.3- 50 percent weighting:

- claims on or guaranteed by sovereigns rated BBB+ to BBB- or
equivalent rated under the methodology used by a rating agency
acknowledged by the National Bank of Cambodia.

- claims on or guaranteed by banks or corporate rated A+ to A- or
equivalent rated under the methodology used by a rating agency
acknowledged by the National Bank of Cambodia.

3.2.4- 100 percent weighting
All other assets.
3.3- The following provisions shall apply to off-balance sheet items:
3.3.1- Off-balance sheet items shall be classified in four categories in
accordance with the list given in Annex. These items shall be taken
into account:

- at their full value where they are classified as carrying a full risk,

- at 50 percent of their value where they are classified as carrying

medium risk,

- at 20 percent of their value where they are classified as carrying
moderate risk.

Items classified as carrying low risk shall not be taken into account.
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3.3.2- The amounts thus determined shall be multiplied by the weightings laid
down in Paragraph 3-2 that are applicable to the category to which the
beneficiary or asset concerned belongs. However:

- in the case of commitments covered by a guarantee provided by a
third party, the weightings shall be those applicable to the guarantor or
the guarantee,

- inthe case of guarantees given to another bank in connection with the
repayment of claims held by the latter, the weightings shall be those
applicable to these claims.

Article two

Banks and Financial Institutions that are not compliant with this Prakas will be
penalized according to Article 52 of the Law on Banking and Financial Institutions.

Article three

The General Director, the General Secretariat, the General Inspection, the
General Cashier, all Departments of the National Bank of Cambodia, and all Banks
and Financial Institutions under the National Bank of Cambodia’s supervisory
authority shall strictly implement this Prakas.

Article four

This Prakas shall take effect from this signing date.

Phnom Penh, August 27, 2007
The Governor
Signed and Sealed

cc: - All members of the Board of Directors
- The parties concerned as stated in Article three
- File
- CM “for info”
- Administration Department of CM
“for publication in the National Gazette”
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