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Country Profile: Cambodia

ASituatedin SouthEastAsia,borderingThailand
VietnamandLaos

AAreac 181,035km?2

APopulation- Around16 million

ACountryof - Angkor WafTemple wonder of the World_ —

AReligion Buddhist T e T on

APopulationGrowth- 1.6%

AGeographical Land97.50%, Water2.5%

AAdministratively 25 capital/provinces withl97 districts




Bankingn Cambodia

A All forms of currency abolished by the Khme
Rouge in thedt970s and the National Bank of
Cambodia building was completely demolish
A Cans of rice became an informal means

exchange

A Currency reintroduced i©979
A Betweenl197993 Cambodia transitioned

from a centrally planned economy to a free
market economy




Bankingn Cambodia

A United Nations peacekeeping authority between 19Rbrought
large amounts of development assistance as US dollars into the
country

A Led to high level of dollarization that persists today
A Approximately 83% of all deposits are in US dollars
A USD is the main currency for high value transactions
A Cambodian Riel (KHR) used for small transactions

A The National Bank of Cambodia promotes the use of the Riel on a
gradual basis and through market mechanisms




THE STRUCTURE OF THE BANKING SYSTEM IN CAMBODIA

MATIONAL BANK OF CAMBODIA
(CENTRAL BANK)

!

BANEK INSTITUTIONS

| COMMERCIAL BANKS
(37)
SPECIALIZED BANKS
>
(15)
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MICROFINANCE INSTITUTIONS

MICROFMNAMNCE DEPOSIT TAKING
INSTITUTIONS
(7

MICROFINACE INSITUTIONS
(64)

REGISTERED MICROFINANCE OPERATORS

(170)

Source: NBQ016Annual Report
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OTHER COVERED INSTITUTIONS

FOREIGN BANK -—
REPRESENTATIVE OFFICES
7

FINANCIAL LEASE COMPANIES o |
(12)

THIRD PARTY PROCESSORS
—
(8)
CREDIT BUREAL COMPANY
(1) il
MOMNEY CHANGERS
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Microfinance Development i@ambodia

- NBC issue license for MFIl and
registry NGO
- Upgrade MFI to a commercialized

- Top MFls invest in core banking
system
- Scale up to SME market

- Separation of credit
program
- Help MFIs attain

- Estabishment of
NGO’s financial

roject . : L instituti i i : : :
IpNGJO laved financial sustainability |r.1st|tu7[|on and integrate it to the formal _ Progressive growth of public deposit
- playeda _Help from financial system
s||gn|flﬁgnt role in international agencies - 9 top NGOs transform to MF
aL.mC .Ing to formulate a - Establishment of CMA in 2004 T
microfinance

structured program
- Policies and regulation
development

products & services
- Credit with rural
development

approved by the
programA Assembly .
T 2003-2005
. 2000-2002

20062010  2011-Future

- Healthy environment for MFl with 31%
growth of borrowers and 55% growth of

1996- - Grace period of NGOs to outstanding loans
1999 transform into licensed - Global financial crisis in 08-09
00/ institutions - Prakas on Licensing of MDI 2007
1990- - Registration with NBC

1995 - 3 MFIs obtain licenses




Borrowers and Loan Portfolio
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2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016
Borrowers (Thousand) 366 471 624 826 871 978 1,142 1,297 1,566 1,775 2,022 1,921

m | oan Portfolios (Billion KHR) 205 357 618 1,131 1,245 1,725 2,591 3,539 5,262 8,219 11,954 12,375




PAR>30days
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Depositors and Deposits
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2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016
m Depositors(Thousand) 138 113 148 109 103 164 242 687 900 1,047 1,419 1,596
m Deposits (Billion KHR) 9 10 21 22 40 164 459 1,094 1,745 3,621 5,337 6,016




CambodiaMicrofinance Association

A Created ir2004by 7 Microfinance Institutions

A Operatesas a suldivision of the Association of Banks in Cambodia under
Cambodian law, membership to CMA is mandatory for microfinance
Institutions

A Nowrepresents36 members
A 8 Microfinance Depositaking Institutions
A 54 Microfinance Institutions
A 7 Leasing Companies
A 17 Rural Credit Operators
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Functions of CMA

Vision:
Cambodiarctitizens should receive financial services in a timely fashion
through a sustainable financigystem.

Mission

Tofaclilitate microfinance operators in their operations and to
strengthen communication with authorities, national and international
donors, creditors and investars




Functions of CMA

CMA Services:

APowerful lobbying voice

Alnformation dissemination (Network Information Exchange)

AEffective profile raising and connecting with the largest network
In banking and financial sector

AAdvisory service on microfinance issues/challenges and
opportunities

APublicity and public relation

ATraining and workshop opportunities

ASocial contribution initiatives and financial literacy




Challenges for microfinance in Cambodia

A Funds costly/ Need longer maturity loan

A Low level of financial literacy

A Strong demand in different types of loan product
A Over-indebtedness

Alnterest rate cap




Overindebtedness; Concerns from stakeholders

How serious and urgent is the current
overindebtedness situation in Cambodia?
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Source: Workshop on L@fTalk About Oveindebtedness, NOWL1 July2016




Overindebtedness

Signs of overindebtedness
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pre-payment (including staff turn
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Source: Workshop on L@fTalk About Ovemdebtedness, NOWL1 July2016




Overindebtedness
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Causes of overindebtedness

45% 49
41%
36%
33%83% 33%
8 17% 17%
6%

0% D%.O% 0% 0% 0%

Competition/ Existence of non High return Clients Financial  Internal Capacity
Pressure to grow regulated entities expectations from Education

shareholders

CEOs, BOD M Investors M Risk & Credit W Ops, Finance & Marketing B Assoctn/NBC/MEF/Other

Source: Workshop on L@fTalk About Ovemdebtedness, NOWL1 July2016



Overindebtedness

Do we need to slow down ?

100% 0%
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50% 100% medium term slow down
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Overindebtedness

How to address the over-indebtedness problem in Cambodia?

Recommendations for MFI senior managers:

- Invest in staff capacity building (credit assessment and internal control)
- Reduce growth targets

- Monitor NPL daily

- Monitor multiple loans

- Enhance liquidity management

- Peers engagement on growth risk and preparation for crisis

- Better customer information

Measures for equity investors:

Lower ROE targets

Provide fresh equity injection

Internal capacity investment (systems and people)

Source: Workshop on L@fTalk About Ovemdebtedness, NOWL1 July2016



Overindebtedness

Measures for lenders:

- Require smart certification

- Lend to institutions which have a proper social mission

- Provide TA and training

- Provide long term loans with more flexibility (grace period)

Measuresfor regulators:

- Limit licenses or make their access stricter

- Strict provisioning

- Underwriting guidelines for larger loans (debt/income ratios for specific clients/sectors)

- Client Protection Principles regulations (price disclosure, national complaint mechanism)
- Prakason debt to equity limited tdbx

- Regulate informal sector (make them report to CBC)

- Coordinate with other government agencies on financial education

- Limit multiple loans

{ 2dzNDOSY 2 2 NJraksBoud OReidehtesiness ANOWL1 July2016



Overindebtedness

A CMAlaunched thePreahSihanoukVoU initiative, in order to put the
microfinance sector on a loAgin sustainable path for the benefit of clients

and the entire country.

A The lending guidelines take the form of The Memorandum of Understanding
(MoU), which aims to provide an overall framework within which individual
FSPs can review and enhance their credit policies

A As at December 2016, thdoU was signed by 33 CMA members. To
promote the interest and sustainability of the microfinance sector, the
entire membership of CMA should ultimately be involved in this initiative.




KINGDOM OF CAMBODIA
W NATION RELIGION KING
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NATIONAL BANK OF CAMBODIA

number B #01F. 109 P.K

Unofficial Translation
PRAKAS
ON
INTEREST RATE CEILING ON LOAN

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

- With reference to the Royal Decree NS/RKT/0515/417 of May 11, 2015 on the
reappointment of His Excellency Chea Chanto as Governor General of the National Bank
of Cambodia, equivalent to Senior Minister;

- With reference to the Royal Kram NS/RKM/0196/27 of January 26, 1996 promulgating

the Law on Organization and Conduct of the National Bank of Cambodia;

- With reference to the Royal Kram NS/RKM/1206/036 of December 29, 2006
promulgating the Law on the Amendment of Article 14 and 57 of the Law on
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 Prakas No B8-98-385 Prokor dated 20 July, 1998 on Organizational

Structure of the National Bank of Cambodia and functions-duties of all departments of

the National Bank of Cambodia;

- With reference to Prakas No B1-010-194 Prokor dated 26 November 2010 on the
amendment of Article 3, Article 4, Article 5, Article 12 and Article 13 of Prakas on
Organizational Structure of the National Bank of Cambodia and functions-duties of all

departments of the National Bank of Cambodia;

- Pursuant to the recommendation made by the National Bank of Cambodia Management
meeting on 13 March 2017.

Decides
Article 1.-

The purpose of this Prakas is to determine the interest rate ceiling on loan for banks and
financial institutions under the National Bank of Cambodia’s supervisory authority operating
rural credit, hereinafter referred to as “Institution”.

Article 2.-

The objective of this Prakas is to protect consumers from excessive interest rate charged
by the institution and to effectively promote the use of affordable loan.

1

Phone 855 23 722563
P.O Box25,22-24 Preah Norodom Blvd., Phnom Penh,Cambodia Fax/Phone 855 23 426117

Prakadnterest rate celling

Article 3.-

This Prakas is applicable to the microfinance deposit-taking institutions, microfinance
institutions, and rural credit operators under the National Bank of Cambodia’s supervisory
authority.

Article 4.-

The institution shall set the interest not exceeding 18% (eight teen percent) per annum
for any maturity of loan.
Article 5.-

The interest rate ceiling as stated in the Article 4 above is effective for a new loan
contract including restructured loan and refinancing with signature and/or finger print from
1" April 2017.

Article 6.-
Failure to comply with this prakas may give rise to disciplinary sanctions as set forth in
Article 52 of the Law on Banking and Financial Institutions.
Article 7.-
Any provision contrary to this prakas is hereby repealed.
Article 8.-

The General Secretary, the General Director of Central Banking, the General Director of
Banking Supervision, the General Cashier, the General Inspector, Directors of all relevant
Departments in 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, 13 March 2017
The Governor

Signed and Sealed: Chea Chanto

— As stated in article 8 “for implementation”
— Files - archives
Ce:
— All members of the Board of Directors
— Council of Minister
“for information”
— Administrative Department of CM
“for publication in the National Gazette”




Interest ratecap- Adverseunintended
consequences of the Cap

Ampacts the operations of microfinance institutiog@articularly
those with a focus on low value and rural locations (higher cost of
funds).

Aoor rural clients may lose access to funds from regulated industry,
average loan size in rural areas ¥)@and 18 per cent may not be
high enough to cover costs

Anformal lenders may take up some of the market share as
microfinance institutions reduce exposure to high cost loans.




Interest ratecap- Proposed Solutions

Arovide appropriate tax incentives and relieves

Arovide practical credit guarantee mechanism for micro and small
loan to vulnerable population

ACoordinate and support concessional or low interest loan that could
be extended to Microfinance sector.

Mevelop comprehensive alternative policy to support market policy
Implementation that is fair and equitable.




Conclusion

Adigh growth in microfinance in Cambodia in the past ten years.
ACMA has grown to represent almost all microfinance in Cambodia.

AGrowth has caused challenges, examples of issues of rising debt and
Increased government focus.

AViicrofinance institutions will have to be aware of its clients needs to
avoid future reputational risks and possible government responses

w X W A A

dZOOSSR GKSY GUKS Of ;




ORKUN3 s n Iz r
(Thank you)

Info@cmanetwork.org

tm@cmanetwork.orqg




