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I.

INTRODUCTION

1.
The Cambodia Small and Medium Enterprise Development Program (CSDP) 1 Loan for
$20 million equivalent was approved on 9 December 2004. The loan was to be disbursed in
three tranches: (i) $7 million upon fulfillment of specified first tranche release conditions upon
loan effectiveness, (ii) $8 million subject to fulfillment of specified second tranche release
conditions approximately 18 months after loan effectiveness, and (iii) $5 million subject to
fulfillment of specified third tranche release conditions within 36 months after loan effectiveness.
2.
The loan agreement for the CSDP was signed on 3 February 2005. With the
Government of Cambodia’s provision of a legal opinion satisfactory to the Asian Development
Bank (ADB), and with the establishment of the program steering committee (the subcommittee
for small and medium enterprises [SCSME]) and the program implementation unit (secretariat of
the SCSME), the loan became effective on 6 April 2005. The first tranche release was
completed in June 2005. The Ministry of Industry, Mines, and Energy (MIME) is the Executing
Agency for the CSDP. The implementing agencies are the Ministry of Commerce (MOC),
Ministry of Planning, National Institute of Statistics, Ministry of Economy and Finance (MEF),
and the National Bank of Cambodia (NBC).
3.
The objective of the CSDP was to support the Government’s efforts to create a legal and
regulatory environment that is conducive to business development. The issues addressed
include the following:
(i)

Establishing a small and medium-sized enterprise (SME) development
policy framework. Formulating and implementing the policy framework for
coordinating SME activities across ministries, including an institutional
mechanism for supporting the development of SMEs.

(ii)

Developing business registration and licensing reform. Promoting good
governance and an improved regulatory environment through better registration
and licensing systems, and developing efficient legal and institutional
arrangements.

(iii)

Improving SME access to finance. Specific reforms to enhance SME access to
finance include (a) designing simplified accounting and tax-filing guidelines and
standard forms to improve SME’s bankability; (b) formulating an enabling legal
framework for leasing to enable the development of this alternative form of
finance; and (c) developing an appropriate system for credit information sharing,
thereby increasing the supply of finance to borrowers with good credit histories.

4.
The program has been supported by technical assistance on capacity building for SME
development 2 until second tranche release, and by TA4786-CAM 3 until May 2008. The second
technical assistance (TA) program started in July 2006 and the final report was submitted in
1

2

3

ADB. 2004. Report and Recommendation of the President to the Board of Directors on a Proposed Loan and
Technical Assistance Grant to the Kingdom of Cambodia for the Small and Medium Enterprise Development
Program. Manila. (Loan 2129-CAM).
Piggy-backed technical assistance to Loan 2129-CAM. (Small and Medium Enterprise Sector Development,
[TA4476-CAM]).
To support CSDP implementation, particularly its third tranche conditions, TA4786 (ADB. 2006. Technical
Assistance to the Kingdom of Cambodia for Capacity Building for SME Development – Phase II. Manila.) was
approved in May 2006 for $800,000.
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May 2008. The TA program supported the implementation of various policy and institutional
reform measures related to the CSDP. Accordingly, the TA program’s main activities were (i)
providing technical inputs to support the Government's policy reform efforts; (ii) building the
capacity of Government officials through training and discussions; and (iii) building consensus
and disseminating information activities through a series of workshops and other related events.
II.
A.

MACROECONOMIC AND SMALL AND MEDIUM ENTERPRISE SECTOR
DEVELOPMENTS

Macroeconomic Development

5.
Strong economic growth continued in 2007 (Table 1), driven by garment exports,
construction, and tourism. Rising food prices helped lift inflation. The prolonged economic
expansion is forecast to slow, both in 2008 and 2009 in large part reflecting reduced external
demand for locally made clothes. The major challenges are to reduce poverty faster and
diversify sources of growth through means such as greater rural development.
Table 1: Basic Economic Indicators
Item
Population (million)
GDP per capita (current $)a

1995
10.5
—

1998
12.2
252.0

2002
13.0d
327.0

2004
13.5
393.0

2007
14.4
600.0

GDP ($ million)b

3,384.0

3,100.0

4,283.0

5,332.0

8,604.0

Agriculture (%)
Industry (%)
Service (%)

50.4
15.0
34.6

47.1
17.9

35.6
28.0
36.4

36.0
27.7
36.2

30.1e
26.2e
38.6e

Exchange rate (riel per $1)c
Current Account (% of GDP)
Export, fob ($ million)
Import, cif ($ million)
Fiscal Deficit (% of GDP)
Inflation Rate (avg. annual %)
Labor force (‘000)

2,450.8

35.0
3,744.4

3,912.1

4,019.3

4,001

(3.1)

(2.7)

(10.6)

(8.2)

(6.5)

853.9
1,187.0
(7.2)
7.8
—

912.9

1,769.8

2,588.9

3,690.3e

1,073.2
(2.1)
(0.8)
5,275.2

2,360.5
(3.5)
3.3
6,399.7

3,269.5
(4.7)
3.9
7,495.6

4,737.1e
(2.0)
5.8
7,839.1e

— = not available, cif = cost, insurance and freight, fob = free on board, GDP = gross domestic
product.
a
Data from Cambodia Private Sector Assessment;
b
At current producers’ prices;
c
Average of period.
d
Year 2000.
e
Year 2006.
Sources: Asian Development Bank. 2006. Key Economic Indicators – Cambodia (available:
http://www.adb.org/statistics); and International Monetary Fund.

6.
Robust gross domestic product (GDP) growth of 9.6% is estimated for 2007, slightly
below the average of about 11% of the three previous years. Growth continued to rely on
garments, construction, and tourism. The moderation in growth stemmed from a sharp
slowdown in garment exports and a reduction in the expansion of agriculture. Clothing exports
grew by an estimated 7% in dollar terms, reflecting increasing competition in the US and
European Union markets. In agriculture, rice production rose by about 5% to 6 million tons, of
which 2 million tons were exported. Weaker growth in fisheries and forestry brought overall

3
agriculture growth down to an estimated 4.5%, lower than in recent years. A robust services
sector was underpinned by a sustained increase in tourist arrivals (up by 18.5% to about 2
million), combined with an increase in finance and trading. Construction activity—much of it
financed by foreign investment—remained relatively strong due to a boom in residential and
commercial building in Phnom Penh and Siem Reap. On the demand side, consumption and
private investment contributed to GDP growth, but a contraction in net exports subtracted from
it.
7.
After remaining in single digits in recent years, inflation has accelerated rapidly since
September 2007. Published figures indicate that on an end-of-period basis, annual consumer
price inflation accelerated from 6.4% at end-September 2007 to 10.8% at end-December 2007.
Preliminary figures indicate that inflation had accelerated to 33% end-March 2008; but official
statistics have not been released due to an ongoing inter-ministerial technical discussion
relating to the change in coverage and methodology of the consumer price index (CPI). 4
Despite a generally sound macroeconomic framework, Cambodia now faces an accelerating
inflationary situation that has been ignited by sharply higher prices for petroleum and food and
has been further fueled by rapid credit expansion to the private sector. Total liquidity has also
been bolstered by the domestic liquidity counterpart of capital inflows, as net official
international reserves increased from $1.4 billion at end-September 2007 to $1.6 billion at endDecember 2007, and further to $1.9 billion toward end-April 2008. The banking system is in a
position of significant excess liquidity, equivalent to almost 25% of total deposits. Though real
economic growth has averaged 11% over the past 4 years and monetization has been
increasing because of rising confidence in the banking system, excess liquidity has been
creating demand pressures reflected in the acceleration of inflation.
8.
Government estimates put the overall budget deficit in 2007 at 3.2% of GDP, narrower
than the 2006 deficit after excluding a one-time impact of debt forgiveness granted by the
International Monetary Fund (IMF) in 2006. This improvement reflected higher tax revenues and
lower capital spending. Preliminary data indicates that tax revenues increased to about 9.0% of
GDP, up from 8.6% of GDP in 2006, largely as a result of better tax administration and
collection. Total budget expenditures declined to 13.9% of GDP (from 14.4% in 2006), as a fall
in capital spending recorded in the budget (which does not record all externally financed capital
expenditures) outweighed a modest increase in current expenditures. The overall deficit was
financed by concessional loans and grants. According to a debt-sustainability analysis
conducted by the World Bank and IMF in mid-2007, external public debt is sustainable and the
risk of debt distress is moderate.
9.
GDP growth is projected to ease from the high rates in recent years to 7.5% in 2008 and
to 7.0% in 2009. This reflects an expected slowdown in the growth in garment exports as a
result of increased competition from Viet Nam. Reduced demand for clothing exports will dent
overall manufacturing output, although the effect should be mitigated somewhat by continued
robust growth in services, especially those related to tourism and finance. Agricultural output is
expected to expand by 4%–5%, as the sector takes advantage of an expansion of irrigation
facilities to raise paddy output and to diversify crops. Although offshore oil and gas deposits
have been discovered in recent years, the size of potentially exploitable deposits remains

4

The coverage of the consumer price index (CPI) in January 2008 was extended to two smaller towns in addition to
the past coverage of the capital, Phnom Penh and was in addition, reweighed based upon income surveys. The
weight of food in the CPI was increased from 42% to 58% coincidental with the rapid food price increases. Among
other technical issues being reexamined by an interdepartmental technical group is the increased weight for food.
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uncertain and economic activity related to the finds is unlikely to have much impact on GDP in
the forecast period.
10.
Macroeconomic stability will be crucial for meeting the country’s development
challenges. The maintenance of macroeconomic stability, including an early abatement of the
surge of inflation, is a necessary condition for the continued expansion and necessary
diversification of the economy. Equally important is limiting the adverse impact of rising prices of
basic necessities from supply-related shocks for the vulnerable segments of society. Beyond the
near-term measures outlined above, complementary structural reforms will be required to
address Cambodia’s longer-term development challenges, especially in reducing poverty,
particularly in rural areas, and in narrowing urban-rural income disparities.
B.

Government Strategy and ADB’s Country Strategy and Program

11.
It is in this context of a falling (but still high) incidence of overall poverty, and a growing
rural-urban divide, that the Government prepared its latest 5-year planning document, the
National Strategic Development Plan (NSDP) 2006–2010. The NSDP was finalized in January
2006 and approved by the National Assembly in May 2006. It aims to implement the
Government’s Rectangular Strategy to achieve the interim (2010) targets of the Cambodia
Millennium Development Goals. The Government adopted the Rectangular Strategy in July
2004. At the core of the strategy is good governance, which is expected to facilitate growth and
poverty reduction over the medium term, underpinned by (i) private sector development,
particularly in SMEs; (ii) growth in the productivity and profitability of agriculture; (iii)
improvements in physical infrastructure; and (iv) enhancement of human capacity.
12.
As reflected in the Rectangular Strategy and the NSDP, SME development represents
an important pillar of Cambodia’s development. ADB’s country strategy and program 5 for
Cambodia, approved in February 2005, emphasizes (i) broad-based economic growth through
investments in physical infrastructure, development of the financial sector, sustainable
development of SMEs, and investments in agriculture and irrigation; (ii) inclusive social
development through education, provision of rural water supply and sanitation facilities, and
community-based sustainable management and conservation of natural resources in the Tonle
Sap basin; (iii) good governance; and (iv) a geographic (Tonle Sap basin) and subregional
(Greater Mekong Subregion) focus to support one of the poorest and most environmentally
sensitive regions of Cambodia, and to benefit from the broader opportunities provided by ADB’s
Greater Mekong Subregion program.
13.
Specific to SME sector development, the country strategy and program states that ADB
will help create an enabling environment by (i) establishing a development framework and
appropriate institutional structures so that policy towards SMEs is effectively coordinated and
implemented across various ministries; (ii) enhancing governance and business regulations by
improving company registration processes and developing a transparent business licensing
system; (iii) improving SME access to finance by developing a credit information system,
assisting enterprises in accounting and taxation systems, and developing a legal framework for
leasing; and (iv) assisting the development of business services and public–private
partnerships.

5

ADB. 2005. Country Strategy and Program (2005-2009): Cambodia. Manila.
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C.

The Small and Medium Enterprise Sector

14.
The SME sector (which includes microenterprises in rural areas) dominates Cambodia’s
real sector economy in number of firms (99%) and employment (45%). SMEs operate almost
entirely in the informal sector and are typically not registered with the MOC. While often licensed
to operate by relevant ministries at the provincial and/or municipal level, SMEs are normally
regulated informally by local authorities. Small-scale enterprises dominate economic activity and
account for a substantial part of employment. In 2006, the MIME counted 31,149 small industrial
establishments with fewer than 50 employees. 6 This represents approximately 26% growth in
the number of establishments since 1999. Food, beverage, and tobacco manufacturers
represent the largest number of small industrial establishments.
15.
With so many unlicensed industrial establishments, it is difficult to estimate the actual
number of enterprises, especially the very small ones. According to MIME data, food processors
number 25,455 and account for 82% of all small enterprises; more than 13,100 of these do not
have operating permits. Of the total number of food processors, there are 23,103 rice milling
enterprises, of which approximately 12,000 have not obtained operating permits and are
operating informally. These small rice milling enterprises account for 73% of all small industrial
establishments and employ roughly 47,500 people. There are 1,665 small textile and garment
enterprises, of which almost 90% do not have operating permits. 7 These are mostly weaving
enterprises and producers of textiles for the handicraft industry.
16.
The MOC also issues operating licenses for enterprises not registered in the
Commercial Registry. At last count, MOC had issued 32,460 operating licenses. 8 The MOC
estimates that 21,568 of the licensed enterprises are food processors, 5,352 are manufacturers,
4,811 are service providers, and 729 are in forestry and fisheries. However, many other
enterprises remain unlicensed by the MOC, instead obtaining operating permits from other
ministries.
D.

Legal and Regulatory Environment

17.
The legal and regulatory environment in Cambodia still faces many challenges. The high
cost of doing business has been well documented by both ADB and World Bank studies. 9
International comparisons carried out in the World Bank report entitled Doing Business 2006 10 ,
further illustrate that, while some reductions have been noted, the cost of doing business is
significantly higher in Cambodia than it is in most neighboring countries. The current lack of a
commercial legal framework still prevents firms from operating on the basis of impersonal
transactions and results in a largely relationship-based business environment where buyers and
sellers rely heavily on a personal knowledge of each other. Implementing a contract law and
6

Data provided by MIME. MIME, through its municipal-provincial departments, gathers information on small
industrial establishments nationwide.
7
This is based on enterprises with other regulatory permits.
8
In 2002, MOC issued a prakas (No. 078 MOC/M2002) on procedures for monitoring activities related to trade
services and commerce. The prakas requires small enterprises not registered under the Law on Commercial Rules
and Registration to obtain a license to operate commercial activities and services through MOC’s provincialmunicipal departments.
9
ADB. 2004. Report and Recommendation of the President to the Board of Directors on a Proposed Loan and
Technical Assistance Grant to the Kingdom of Cambodia for the Small and Medium Enterprise Development
Program. Manila (November); ADB. 2003. Private Sector Assessment of the Kingdom of Cambodia. Manila
(December); and World Bank. 2004. Cambodia Seizing the Global Opportunity: Investment Climate Assessment
and Reform Strategy. Washington, D.C. (August).
10
http://www.doingbusiness.org/
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strengthening its enforcement through arbitration and the development of a commercial court
were necessary to remove this major constraint in the business environment. 11 The current
status of legal reform is documented in paras. 50–52 and Table 3.
18.
Since the late 1990s, the Government has made significant improvements to the legal
framework for commerce. New financial and commercial sector laws—including the Law on
Commercial Enterprises (2005), the Law on Negotiable Instruments and Payment Transactions
(2005), and the Law on Commercial Arbitration (2006)—have helped initiate progress in
strengthening the financial sector. The Land Law (2001) has created the framework for
ownership of immovable property, the use of land for mortgages, and the issuance of land titles.
The Law on Accounts, Audit, and the Accounting Profession (2002) was the first step towards
implementing improved accounting standards. Intellectual property laws related to trademarks
and patents have been passed, and the Law on Investment was amended in 2003 to simplify
the investment licensing process and modify the tax incentives allowed for qualified investment
projects.
19.
Although some laws have been enacted, in general the existing legal framework for
commercial activities is very weak, with many necessary laws still in the drafting process or
awaiting approval by the Council of Ministers or National Assembly. As part of the requirements
for accession to the World Trade Organization (WTO) in 2004, the Government has committed
to reform the commercial legal framework to improve the business environment for SMEs and
the private sector. The Government’s work plan for WTO accession involved enacting several
major commercial laws, including laws on contracts, insolvency, secured transactions, and
commercial court. The passage and implementation of these laws have provided building blocks
for the establishment of an enabling business environment for SMEs.
III.

MAJOR ISSUES AND CHALLENGES

20.
Economic activity in Cambodia is undertaken mainly by SMEs, which are therefore
playing a major role in Cambodian economic growth and poverty reduction. The CSDP was the
first ADB policy loan to Cambodia designed to lay the foundation for SME development and
foster an enabling business environment. Extensive consultation with the Government and other
stakeholders identified the primary issues facing the SME sector.
21.
Although the Government recognized the importance of the sector, significant legal,
institutional, and governance reforms were needed for effective SME development: (i) the costs
of doing business were high due to limitations of the regulatory and governance structures,
which demanded third-party support for even the smallest tasks involving public administration;
(ii) the absence of essential legal structures and institutions resulted in a high-risk lending
environment, which limited SME access to key resources, particularly finance; and (iii) the
Government lacked an institutional and coordinated framework to facilitate SME development.
A.

Small and Medium Enterprise Development Policy Framework

22.
Even prior to the CSDP, the Government recognized the need to develop a supportive
regulatory environment, but it lacked a coordinated framework to implement the necessary
policy actions. Individual government agencies had their own, uncoordinated approaches to
11

ADB assisted in the preparation of the Law on Commercial Arbitration, which was enacted in March 2006. The
MOC has been working on a draft of the law on the establishment of a commercial court since before the program
started, supported by the Canadian International Development Agency. The MOC is drafting a new contract law to
replace the Contract Law of 1988.
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SME and business development. Little information existed on the industry structure, and few
channels were available for communicating and disseminating existing information. Further,
channels for coordination and consultation among aid agencies as related to SME policies were
limited. Thus, overall support for SME development was scattered and at times redundant.
B.

Business Registration and Licensing

23.
A major constraint to development of the private sector and particularly for SMEs has
been the uncertainty and lack of transparency in the current regulatory regime, which adds to
the costs of doing business. Before the implementation of the CSDP, the following were the
major impediments to business registration. First, the cost of registration until mid-2004 was
about $1,000 (four times per capita GDP), and was the highest in the Mekong region. 12 Second,
the approximately 17 processes and documentation requirements involved various local and
central government agencies. 13 Third, the minimum capital requirement for business registration
was set at $5,000 (about 18 times Cambodia's per capita GDP) and was higher than that in all
neighboring countries. A fourth constraint, which still persists in most of the country, is that
entrepreneurs must travel to Phnom Penh to register their enterprises due to lack of
decentralization at local levels. Finally, for the Government, the lack of information technology
precluded an efficient business registry and the effective dissemination of data.
24.
Although most countries commonly have several agencies that issue specific business
licenses, Cambodia lacked a systematic approach which would limit the burden on enterprises.
The major challenges included the following. Firstly, information and transparency were lacking
in licensing procedures, related costs, and requirements for inspection. Secondly, without any
criteria for determining whether existing regulatory license requirements were redundant, no
mechanism was available to ensure that new license requirements do not duplicate existing
ones. Coordination between central and local authorities was limited. Thirdly, the process for the
issue of operating licenses was unclear, unnecessarily costly, and time consuming. Accordingly,
there were no clear criteria for a fair and effective process for license issuance for various
sectors. Finally, enterprises lacked an effective recourse mechanism to request a reevaluation
of licensing and inspection procedures, and thus experienced arbitrary license issuances and/or
inspections.
C.

Access to Finance

25.
As of the end of 2004, only 10% of the nation’s population had access to finance, and
bank loans to the private sector represented only 8.03% of GDP—one of the lowest rates of
banking intermediation in the world. Various obstacles stood in the way of expanding credit, one
of which was that a developing but still weak legal framework for commercial and banking
activities narrowed the forms of finance available and caused a generally high credit risk in the
economy. The underdevelopment of accounting, auditing, and efficient credit information
sharing causes high transaction costs. The following obstacles were identified as of highest
importance for improving SME access to finance: (i) the lack of a credit information system,
which heightens commercial banks' risk-averse behavior; (ii) the underdeveloped accounting
and taxation systems, which do not allow SMEs to provide sufficient financial information to
commercial banks; and (iii) Cambodia has no legal framework for alternative forms of finance
and of finance providers—e.g., leasing and leasing companies—that depend less on creditors’
rights for their expansion.
12
13

The average for the Lao People’s Democratic Republic, Thailand, and Viet Nam is about $120.
By comparison, Viet Nam has six requirements.
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26.
The CSDP’s efforts to enhance SME access to finance complemented ADB’s Financial
Sector Development Program, 14 which was approved in 2001 for $30 million, and comprises
three back-to-back subprograms. These have supported the establishment of the fundamental
structures underlying a financial sector framework, including (i) strengthened banking
supervision; (ii) support for money and interbank market development; (iii) a legal framework in
support of corporate borrowing, including a body of civil and commercial laws and a system for
secured transactions and accounting standards; (iv) support for insurance sector reforms; and
(v) investment in long-term development of human capacity through training institutes and
professional associations.
IV.
A.

PROGRAM IMPLEMENTATION

Status of Policy Actions for the Third Tranche

27.
In line with the objectives of the CSDP, the Government adopted further legal, policy,
and institutional measures under the program’s third tranche. Many measures required
extensive coordination to ascertain stakeholders' understanding and adoption. Accordingly, the
Government was able to comply with 11 of the 13 conditions and partially complied with two
conditions associated with the third tranche. Partial compliance in this case means that the
objective of this program loan has been fully achieved, although by means other than those
originally envisaged. Details of the status of implementation of the third tranche conditions are in
Appendix 1. Paras. 28–65 summarize the progress made under each of the key initiatives.
Appendix 2, based on the design and monitoring framework, provides some measurable
indicators related to current implementation of the CSDP.
B.

Review of Progress in Implementation – Full Compliance
1.

Establishing a Small and Medium Enterprise Policy Framework

28.
Building on the Government’s Rectangular Strategy for growth, employment, equity and
efficiency, the CSDP included the formulation of an SME development framework (SMEDF) and
the establishment of an effective interministerial coordination body (the SCSME).
29.
The SCSME, on behalf of the Government of Cambodia, and with the assistance of its
secretariat, is playing a crucial role in implementing the Government’s Rectangular Strategy. As
for SMEs, the implementation process is outlined in the SMEDF, which was approved by the
Council of Ministers in July 2005. Essentially, it is the road map for the strategy as it pertains to
SMEs, and outlines the strategy and plan of action to support the SME sector in Cambodia.
Ever since it was formulated, the framework has been used to align and coordinate government
policy efforts with the objectives of development partner assistance.
30.
In the first quarter of 2008, the SCSME produced a status update of the original SMEDF,
as the time had come to take stock of what had been achieved against the SME sector road
map and to update it to reflect (i) the changes that have occurred in the business environment
for SMEs, and (ii) developments during the last 4 years from the Government’s perspective.
31.
The SME sector road map and the SMEDF are living documents and, accordingly,
should be updated on a regular basis. The first update was produced in August 2007 in the form
14

ADB. 2001. Report and Recommendation of the President to the Board of Directors on a Proposed Program Loan
Cluster to the Kingdom of Cambodia for the Financial Sector Program. Manila. (Loan 1859-CAM).
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of an annual report of the SCSME, thereby complying with condition 3–1 for the third tranche.
The second update from May 2008
(i)
examined what was achieved or completed during phase I (2005–2007),
(ii)
examined what has already been achieved from phase II (2008–2010) of the
original SME sector road map,
(iii)
examined what areas of development from phase I have not yet been completed
and must continue throughout the new phase II (2008–2011), and
(iv)
introduced a defined time frame for phase III (previously called Future
Considerations) of 2012–2015.
32.
The National Institute of Statistics (NIS) in the Ministry of Planning, in consultation with
the SCSME, has collected comprehensive information on SMEs and has generated gender
disaggregated data, thereby complying with condition 3–2. The NIS started a survey on
business establishment, with gender disaggregated data, in October 2007 (with direct support
from the Japan International Cooperation Agency and upon consultation with different ministries
for content purposes). This survey was sampled based on the census initiated in October 2006,
which was also disaggregated by gender. Results of the survey for the Phnom Penh
municipality were made public in January 2008.
33.
Going beyond what the conditionality 3-1 requires, work under the CSDP has improved
the consistency and quality of the SME data collection of different ministries (currently as a
byproduct of their licensing activities), and they are now aligned with NIS set methodologies and
definitions. The Technical Working Group, co-chaired by the NIS and MIME and comprising
members of the SCSME, held several meetings to discuss (i) a draft technical report prepared
by the TA program team; and (ii) future options to strengthen (for comparability) data collection
on SME by different ministries, in alignment with NIS methods.
34.
MIME and the SCSME secretariat have also developed an SME portal site
(http://www.mime.gov.kh) to improve dissemination of SME information to stakeholders, thereby
complying with condition 3–3. ADB has (i) provided recommendations to the SCSME for the
design and development of the SME portal site; (ii) included information on laws and
regulations, and SME statistics; and (iii) developed a searchable database of all SMEs licensed
by MIME. The database provides an opportunity for improved market linkages for SMEs. ADB
has also supported the development of a one-stop information window on the website, which
provides detailed information on all licenses affecting SMEs (complying with condition 3–8). So
far, the regulatory documentation of several licenses has been uploaded to this website and the
SCSME is continuing to add to the database. The website also contains information on selected
SME business associations.
2.

Business Registration and Licensing Reform
a.

Company Registration

35.
Countries with an effective legal and regulatory framework tend to be more successful in
encouraging entrepreneurs to start businesses. They are also more likely to have a vibrant SME
sector which is flexible enough to respond to changing market conditions. Such flexibility and
innovation requires a predictable business environment that allows for simple and low-cost
market entry, and the ability to change direction according to market signals. Accordingly, the
legal and regulatory environment should encourage entrepreneurs to take risks while minimizing
government intervention, which often creates high barriers to entry through overly burdensome
regulation. An effective legal and regulatory system should ensure the quality of public and
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private goods, while at the same time minimizing the costs resulting from excessive intervention
in SME business operations and the negative impacts of bureaucratic red tape and corruption.
36.
The company registration process was improved and made more transparent so as to
ease the incorporation of businesses without the need for hiring high-cost facilitators. To assist
in disseminating information to the public about the procedures and costs involved, the MOC
has published a manual on the process and distributed it through various means, including
branch offices and on its website. The MOC has reduced registration fees and ensured that
information on the costs of registration is widely available to the public. Large numbers of
Cambodian SMEs are unregistered, primarily because of the high cost, cumbersome
procedures, and a lack of transparency in the registration process. Those businesses that do
register often pay facilitators to help them negotiate the complex and confusing procedures
involved. Hence, streamlining the current registration system is an important component of the
overall effort towards reforming Cambodia’s legal and regulatory framework for SMEs.
Incorporation is beneficial for many SMEs because it allows them to establish a legal identity,
which permits them to pool capital and gives enterprises protection in contracts and lawsuits.
The legal protection afforded by limited liability in turn encourages innovation, investment, and
risk-taking on the part of businesses. From the Government’s point of view, boosting the
number of registered enterprises is important for increasing tax revenues and obtaining
information about Cambodian businesses to aid in policy making.
37.
In the last few years, the MOC has made significant progress in reforming the
registration system by introducing measures to reduce costs, simplify procedures, and make the
process more transparent. Official fees were reduced to $177 in August 2004 when the MOC
issued prakas No. 163 MOC/M 2004, which established clear guidelines on the costs of
registering, and a further reduction in the official fee to $105 in August 2007 upon issuance of
the interministerial prakas between the MEF and MOC (ref: 679, 7 August 2007). Additional
informal fees continue to exist, particularly related to the Articles of Incorporation (or rather the
use of the old Memorandum and Articles of Incorporation, which are perceived to be more
complicated). As a result, the estimated total costs of incorporation have dropped from almost
$1,000 before the reforms to a realistic figure of approximately $500.
38.
In addition to simplifying the registration process, the MOC has also improved the
registration process by reducing the minimum capital requirement from KR20 million
(approximately $5,000) to KR4 million (approximately $1,000), through implementation of
Announcement No. 1962 MOC/M2004 of the MOC dated September 30 2004. This is now
enshrined in Article 144 of the Law on Commercial Enterprises.
39.
In 2006, the MOC streamlined registration application requirements by eliminating the
need for a statement of conformity and local government approvals. It also eliminated the
requirement that companies publish a newspaper announcement when they register. The MOC
has also simplified the requirements for the Articles of Incorporation and has streamlined the
Articles of Incorporation amendment process. It is necessary for the MOC to publicize the new
format for the Articles of Incorporation and fully utilize the new template. This simplification of
the registration requirements was achieved through the issuance of the following regulations by
the MOC:
(i)
MOC Notification No. 1414 MOC/SM2006 on the Requirements for Commercial
Registration,
(ii)
MOC Notification No. 1415 MOC/SM 2006 on the Significant Contents of Articles
of Incorporation,
(iii)
MOC Prakas No. 120 MOC/SM 2006 on Procedures for Amending Articles of
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(iv)

Incorporation, and
MOC Prakas No.149 MOC/SM 2006 on Annual Declaration of a Commercial
Company.

40.
By issuing these regulations and notifications, the MOC has shown its commitment to
improving the transparency of the registration process. These notifications and regulations also
simplify the process by reducing the amount of paperwork needed to register and making it
easier to prepare necessary documentation. An important improvement is the significant
simplification of the Articles of Incorporation, which makes it easier for enterprises to file on their
own without the need for outside facilitators. As a result of these improvements, the company
registration process in Cambodia is now more in line with international best practice in terms of
paperwork requirements for registering, amending Articles of Incorporation, and filing annual
declarations to the registrar.
41.
All these reforms are reflected in the Handbook on Commercial Registration 15 and the
Law on Commercial Enterprises, which includes (i) procedures, cost, and benefits of business
registration; and (ii) a series of optional templates on Articles of Incorporation, as required in
condition 3–4. Furthermore, the MOC has implemented a computerized database of the
enterprise registry and linked the database to the MOC website, thereby making corporate
information accessible to the public, and complying with condition 3–5.
42.
Overall, since these reforms were implemented, the development impact has been
impressive. The average number of enterprises registered monthly has risen to an average of
238 during 2007, compared with 61 per month in the period between January 2003 and August
2004. Enterprise registrations over the first few months of 2008 averaged 245 per month. Figure
1 reflects this increase.
43.
Complying with condition 3–6, the MOC issued its Registration Reform Plan in August
2006 under Notification No. 2106 MOC/NTK. This plan laid out the future program for
implementation of registration reforms. The registration reform plan included:
(i)
streamlined documentation requirements;
(ii)
reduction and clarification of registration fees;
(iii)
improved transparency via dissemination through the internet, radio, television,
newspapers, provincial departments of commerce, and the Commercial
Registration Department at the MOC;
(iv)
implementation of streamlined Articles of Incorporation;
(v)
upgrading of business registry and public dissemination through MOC’s website,
and;
(vi)
short- and long-term decentralization plans to enable companies to register
outside Phnom Penh.
44.
In line with the registration reform plan, the Battambang pilot for decentralization of
commercial registration took only 4 months to implement and was successfully completed at the
end of November 2007. Battambang now has an operational decentralized commercial
registration branch. The following formalities were put in place as a result of the pilot:
(i)
Prakas 249 from the MOC allowing decentralized registration across Cambodia,
(ii)
MOC Notification No. 2869 on Detailed Operational Guidelines for Battambang
Branch,

15

Ministry of Commerce. 2008. Handbook on Commercial Registration. Phnom Penh.
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(iii)
(iv)

MOC Notification No. 2868 on Detailed Operational Procedures for Decentralized
Registration Branch (wherever set up in Cambodia), and
MOC plan for decentralization for Battambang pilot.

Figure 1: Quarterly Number of Companies Registering at the Ministry of Commerce
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Source: Ministry of Commerce, Department of Business Registration.

45.

The statistics for business registrations at the Battambang branch are shown in Table 2.
Table 2: Battambang Business Registration
Type of Enterprise
Company
Sole proprietorship
Branch of a Cambodian company
Amendments to business details

Number Registered
20
5
5
6

Source: Ministry of Commerce

b.

Regulatory Review and Recourse Mechanism

46.
An effective regulatory review process benefits the private sector by providing a
systematic and consistent framework to assess the potential impacts arising from government
action. A regulatory review process also contributes to greater transparency of government
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decision making and is designed to inform the public and other parts of the Government (as well
as the agency conducting the analysis) of the effects of alternative actions. Regulatory analysis
will help to determine whether or not a proposed action is misguided or implemented
ineffectively. Such analysis can also demonstrate that well-conceived actions are reasonable
and justified.
47.
The SCSME has established a means of recourse for enterprises to file grievances
regarding disputes resulting from licensing and inspection and to have decisions reviewed,
thereby complying with condition 3–7. This mechanism involves a method of reporting
grievances to the Government, and has been documented. 16 The pilot business licensing
hotline is currently in operation and managed by the SME secretariat.
48.
The SCSME has set up an SME information portal, which provides information useful for
SMEs and anyone interested in the SME sector in Cambodia. Within this SME information portal
is a one-stop information window, which provides detailed information on all licenses affecting
SMEs as demanded by condition 3–8. 17 It contains more than 75 licenses and associated
documents, such as copies of license application forms, related legislative instruments
pertaining to the license, and clear details on where applicants should go to apply for those
licenses.
49.
The SCSME conducted a feasibility study to establish a one-stop window for SMEs to
obtain all necessary licenses from relevant ministries. The Government has implemented the
pilot program for small-to-medium industry and handicraft licenses for the Municipality of Phnom
Penh.
c.

Commercial Legal Framework

50.
The SCSME worked with the Ministry of Justice and appropriate government authorities
to (i) remove inconsistencies between laws that comprise the commercial legal framework, (ii)
improve the laws where necessary, and (iii) enact the laws with implementing regulations.
51.
Enactment of the draft laws required to establish the commercial legal framework, which
was also necessary to meet the requirements under WTO accession, was continued with great
success during the last phase of the CSDP. The SCSME worked with the MOC to ensure
enactment of the major commercial laws and prepared necessary implementing regulations that
are consistent with the provisions of the laws. The SCSME assisted the Government in
developing a mechanism to determine inconsistencies and conflicts within the various draft
laws, especially with the civil code and code of civil procedures. Once these were determined,
harmonization was achieved through necessary changes to the relevant draft laws. The
Government only adopted the civil code and code of civil procedures after all efforts were made
to avoid conflicts with other commercial laws.
52.
The Government adopted the Law on Commercial Enterprises to provide a clear legal
framework for the operations of sole proprietorships, branches, companies, and partnerships.
Table 3 sets out the status of the key commercial laws affecting enterprises in Cambodia.

16
17

Ministry of Commerce. 2006. Plan for Establishing Licensing Review Mechanism. Phnom Penh.
As requested by the Ministry of Commerce, the SME information portal was approved by the SCSME rather than
by the Council of Ministers.
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3.

Improving Small and Medium Enterprise Access to Finance

53.
Before the start of this program, several factors had been identified as obstacles to SME
access to finance, including (i) insufficient legal security for the use of collateral in secured
transactions and an underdeveloped land titling system (focus of phase I for second tranche
release), (ii) limited availability of credit information on prospective borrowers, and (iii) the weak
financial reporting capacity of SMEs. An additional concern was the lack of an adequate legal
and regulatory framework to enable leasing as a new financial product to address the mediumand long-term financing needs of enterprises.
a.

Secured Transactions and Land Titling 18

54.
The law on secured transactions was enacted during phase I (May 2007) and the
Secured Transactions Filing Office online filing registry was officially launched in September
2007. This was a major advance in Cambodia and reduces the involvement of civil servants in
the registration and collection of fees. This enhances priority claims on securities and provides
public access to information on secured chattels and their owners.
55.
The enactment of this law was a requirement of the Financial Sector Blueprint and is a
condition for WTO accession. This law considerably improves the position of creditors wishing
to secure obligations with real rights in secured local collateral. Further, the creation of the
secured transactions legal framework allows a creditor to take security interest over a debtor’s
movable property, which is hugely beneficial to SMEs that do not own land and buildings but
require access to readily available, cheap, and long-term credit and, equally importantly, leasing
finance. The MOC has included the Secured Transactions Law in its ongoing public
dissemination program throughout Phnom Penh and other provinces.
56.
The Government has, with the assistance of the World Bank and the governments of
Finland and Germany, introduced systematic land registration which is an important contribution
towards (i) strengthening land title security, (ii) improving the land market, (iii) increasing
national revenue, and (iv) reducing land conflicts. The geographical coverage of systematic land
registration has expanded from 11 to 15 provinces and municipalities. The legal framework for
land registration was established through the subdecree on systematic land registration and
subdecree on sporadic land registration in 2003. The Land Administration Subsector Program
has worked out additional legal papers to these subdecrees. Land transactions are also legally
secured through land registration. A modern, computerized land registration system has been
put in place, and this has had excellent results in the first registration through the systematic
approach. More than 1 million land titles have been surveyed and adjudicated, with more than
800,000 titles distributed to the owners. This was essential for improving the use of land as
collateral.

18

Another issue relevant to collateral is insurance. Normally banks will require the borrower or lessee to insure assets
which are subject to collateral interests or are being leased. The issue of insurance is not covered under this
program as the Financial Sector Blueprint has a number of actions dealing with the insurance sector for 2006–
2015.
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Table 3: Status of Major Commercial Laws in Cambodia
Current Draft Law Status
Ministry Level

Council of Ministers

Current Status Comments
National Assembly

Commercial Contracts
Law

Being redrafted by MOC, expected to
pass in 2008.
Law on Commercial
Enterprises

Promulgated. Passed by National
Assembly
on
17
May
2005.
Promulgated on 19 June 2005.

Law on Commercial
Arbitration

Promulgated. Passed by the National
Assembly
on
6
March
2006.
Promulgated by His Majesty the King.
Being reviewed at MOC, was sent to
the Council of Ministers at the end of
March 2008.

Law on Establishing a
Commercial Court
Civil Code

Promulgated by His Majesty the King
on 8 December 2007.

Code of Civil
Procedures

Promulgated by His Majesty the King
on 6 July 2006.

Law on Administration
of Factory Law and
Handicraft

Promulgated. Adopted by the National
Assembly in 2006. The law was
promulgated on 23 June 2006.

Law on Secured
Transactions

Promulgated by His Majesty the King
on 22 May 2007.

Insolvency Law

Promulgated by His Majesty the King in
December 2007.

Leasing Law
Commercial Contracts
Law

Passed by interministerial committee on
2 April 2008.
Being redrafted by MOC, expected to
pass in 2008.

Law on Judicial
Organizations

Draft law is at the Council of Ministers.

Subdecree Implementing
the Law on the
Amendment of the Law
on Investment

Subdecree signed by prime minister in
September 2005.

Subdecree on Special
Economic Zones
MOC = Ministry of Commerce.
Source: Ministry of Commerce, Sarin Denora & Associates.

Signed by the prime minister on 29
December 2005.
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b.

Credit Information Sharing 19

57.
A credit information system (CIS) was identified as an important area of reform in the
CSDP. With the support of ADB, NBC, the Association of Banks in Cambodia, and participating
banks, a pilot web-based CIS database has been developed. This CIS helps reduce risks and
transaction costs of lending by providing credit information on borrowers. In line with condition
3–9, a report was produced by NBC in partnership with the Association of Banks in Cambodia,
which (i) reviewed the pilot credit sharing information system, (ii) examined options to expand
the system, (iii) assessed the feasibility of establishing a private credit bureau, and (iv) made
recommendations for the necessary legal framework.
58.
To enable the pilot CIS, an accompanying legal framework was also implemented to
allow banks to share information and to protect the rights of both lenders and borrowers. NBC
took the lead in developing the necessary legal framework to enable the CIS by issuing the
following prakas in June 2006:
(i)
NBC prakas No. B-7-06-073 PK on the Utilization and Protection of Credit
Information,
(ii)
NBC prakas No. Th-7-06-101 BR-K on the Implementation of Credit Information
Sharing System Management Guidelines,
(iii)
NBC prakas No. Chh-7-06-102 PK on the Establishing Board Directors of Credit
Information System,
(iv)
NBC prakas No. Chh-7-06-103 PK on Establishing the Steering Committee and
Secretariat of Credit Information System, and
(v)
NBC prakas No. Chh-7-06-104 PK on Establishing the Task Force of Credit
Information System.
59.
A code of conduct regarding the operational rules and obligations of the member banks
of the CIS was also signed by the 18 banks by July 2006. The objective of the code of conduct
is to set out the rules for the pilot project in which the NBC and the CIS member banks conduct
the collection, dissemination, management, and utilization of credit information, thereby
preventing the misuse and abuse of credit information. The code of conduct is meant to ensure
that the CIS operations are transparent and maintain accuracy, security, and confidentiality of
the credit information maintained in the system.
c.

Simplified Accounting and Taxation System for Small and Medium
Enterprises

60.
The MEF approved and issued for public use the financial reporting template (FRT) for
SMEs through an MEF prakas on 16 June 2006. The FRT is a simplified financial statement that
is easier to prepare than financial statements that comply with the complicated Cambodian
Accounting Standards, which do not offer a practical approach for smaller enterprises. The FRT
19

A World Bank survey of 56 countries with credit registries highlighted the different functions of private and public
credit registries (the latter are almost always operated by a central bank). The survey of October 2003 found that
most developed countries have private credit registries. Latin America has the most widespread credit registries,
with most countries having both private and public registries. Africa and Eastern Europe have the least developed
credit reporting. Developed countries with both public and private credit registries include Germany, Italy, Portugal,
and Spain; France has only a public credit registry. Other developed countries with public credit registries include
Austria and Belgium. Countries with only private credit registries include Australia, Canada, Sweden, UK, and US.
In Southeast Asia, Malaysia, the Philippines, Singapore, and Thailand operate private credit registries, although
Indonesia, the Lao People’s Democratic Republic, Malaysia, and Viet Nam have public credit registries. Including
overlaps (i.e., countries that operate both kinds), 27 countries operate public credit registries, and 28 have private
credit registries.
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also satisfies the financial management needs of SMEs and provides the financial information
required by lenders and investors. In addition, a training program was also submitted to MEF by
the National Accounting Council and SME Accounting Task Force in July 2006 and carried out
over the second half of 2007, disseminating the FRT and providing training to microfinance
institutions, banks, and business associations in order to give these professionals the ability to
build capacity among their SME clients on the use of the FRT. Some 251 trainers were trained
over 14 2-day training workshops. Condition 3–10 is therefore fully complied with.
61.
Going beyond the demands of the CSDP, the Cambodian Taxation Department went
through a process of reform and restructuring, with the objectives of improving taxpayer
services, which should result in increased compliance and therefore improved revenue
collection. The Taxation Department developed a new annual tax on profit return, which was
implemented for the year ended 31 December 2005, together with guidelines on the completion
of the tax return form, which were issued for the first time, with a view to assisting taxpayers
complete the annual tax return. The MEF issued Notification Letter No. 004-MEF-NT on 18
January 2006 advising of the implementation of the new annual tax return. The Taxation
Department also recently revised the monthly tax returns which reduces duplication of
information and should simplify the completion of monthly tax compliance procedures.
62.
To date, two Cambodian financial reporting standards and 18 Cambodian accounting
standards have been endorsed by the senior minister and issued (compare Table 4). The MEF,
through the National Accounting Council, issued Cambodian Accounting Standard 17 (CAS 17)
that sets out best accounting practices for finance and operating leasing, and required
compliance with its provisions by lessors and lessees. CAS 17 mirrors the International
Accounting Standard 17 (IAS 17).
63.
Because of Cambodian Accounting Standard 17, the Taxation Department at MEF was
able to implement a tax treatment for leases that puts it on an equal footing with corporate
lending, thereby complying with condition 3–13. This was achieved through consultation with the
private sector and consideration of the benefits of finance leasing to the development of the
economy of Cambodia. The Taxation Department has reached agreement that (i) for tax
depreciation, the lessor and lessee can agree upon who has the benefit of tax depreciation; (ii)
the time of supply for value-added tax (VAT) reflects the timing of the actual payments made;
(iii) the time of supply for profit on tax purposes also reflects the timing of the actual payments
made; (iv) for withholding tax, an automatic credit system is the most equitable with no loss of
revenue to the Treasury; and (v) financial leasing is exempted from VAT, as is the case for bank
business in general.
Table 4: Cambodia Accounting Standards
IAS

Cambodian Accounting Standards

IAS 1
IAS 2
IAS 7

CAS 1 Presentation of Financial Statements
CAS 2 Inventories
CAS 7 Cash Flow Statements
CAS 8 Net Profit and Loss for the Period, Fundamental Errors and
Change in Accounting Policies
CAS 10 Events After the Balance Sheet Date
CAS 11 Construction Contracts
CAS 12 Income Taxes
CAS 16 Property, Plant and Equipment

IAS 8
IAS 10
IAS 11
IAS 12
IAS 16

Effective Date
(dd/mm/yyyy)
16/10/2003
16/10/2003
16/10/2003
16/10/2003
16/10/2003
25/03/2008
16/10/2003
16/10/2003

18
IAS 17
IAS 18
IAS 21
IAS 23
IAS 24
IAS 25
IAS 27
IAS 30a
IAS 37
IAS 38
IAS 40
IAS 41

CAS 17 Leases
CAS 18 Revenue Recognition
CAS 21 Foreign Currencies
CAS 23 Borrowing Costs
CAS 24 Related Party Disclosures
CAS 25 Accounting for Investments
CAS 27 Consolidated Financial Statements
CAS 30 Banks and Financial Institutions
CAS 37 Provisions, Contingent Liabilities and Contingent Assets
CAS 38 Intangible Assets
CAS 40 Investment Property
CAS 41 Agriculture

25/03/2008
16/10/2003
16/10/2003
25/03/2008
16/10/2003
16/10/2003
16/10/2003
16/10/2003
16/10/2003
16/10/2003
25/03/2008
25/03/2008

CAS = Cambodian accounting standards, IAS = international accounting standards.
a
Superseded by IFRS 7, effective 2007.
Source: Ministry of Economy and Finance.

C.

Review of Progress in Implementation – Partial Compliance
1.

Formulating a Legal Framework for Development of the Leasing Industry

64.
Condition 3–11 requires the “Council of Ministers to approve draft law on leasing and
submit to the National Assembly”. The NBC was able to partially comply with this condition by (i)
processing the law to the stage of submission to the Council of Ministers, but not submitting it to
the National Assembly due to the pending elections; and (ii) issuing an implementing regulation
as prescribed in condition 3–12: “Upon promulgation of the leasing law, the relevant agencies to
issue the required implementing prakas or other regulatory instrument on both operational and
financial leasing, which includes (i) detailed procedures for implementation of the law; (ii)
minimum requirements for leasing agreements; and (iii) procedures for reporting, monitoring,
operations, and governance of leasing activities.” However, this implementing regulation has
been issued based on the Law on Banking and Financial Institutions instead of the Law on
Leasing, as explained below (partial compliance).
65.
The NBC has succeeded in progressing the draft financial leasing law through the
interministerial committee stage at the Council of Ministers. Due to the impending elections in
July 2008, there will be no further session of the National Assembly and, therefore, the financial
leasing law will only be submitted to the National Assembly. This law should be passed in the
early stages of the new parliament after the July 2008 elections, and thereafter promulgated by
His Majesty the King. Acknowledging that the Government is not fully complying with condition
3–11, the NBC suggested that the intended enabling environment for leasing be created
through the existing Law on Banking and Financial Institutions. In order to partially comply with
condition 3–11, the NBC issued an implementing regulation for leasing on 23 May 2008 based
on the Law on Banking and Financial Institutions. By issuing this prakas, the NBC also complied
partially with condition 3–12, which demands that exactly such an implementing regulation (but
one based on the Leasing Law) be promulgated. Just as will be the case with the Leasing Law,
this implementing regulation adds clarity to who is permitted to carry out leasing, the minimum
requirements for leasing agreements, and procedures for reporting, monitoring, operations, and
governance of leasing activities. Especially given the early stage of development of the leasing
market, this prakas can be considered as sufficient, and a law would probably be less beneficial
at this stage then envisaged when the Program was designed. The best possible testimony to
the adequacy of the existing legal framework for leasing is the fact that ANZ Royal Bank started
its leasing business in Cambodia in April 2008, as can be seen from the advertisement in
Appendix 3.
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66.
The requirement of promulgation of the Law on Leasing means that the law has to be
approved by the National Assembly. The Southeast Asia Department’s Governance, Finance
and Trade Division (SEGF) and Cambodia Resident Mission (CARM) of ADB concur that this is,
in the case of Cambodia, an unusual wording in a policy matrix and not consistent with a key
lesson learnt—that approval of laws by Parliament should not be included in tranche release
conditions. Approval of laws by Parliaments should only be required as condition for the first
tranche. Furthermore, the increasing need for flexibility in ADB’s operations, as required by
rapidly changing policy environments and fast emerging challenges, suggests that there are
benefits from moving away from old style conditions and moving towards the use of triggers and
milestones in a well defined medium term framework of outcomes.
V.

CONCLUSIONS

67.
The relevant agencies' commitment to successfully implement the CSDP third tranche
conditions was clearly evident throughout the implementation period. There was a clear sense
of ownership of the overall program to develop the SME sector under the CSDP, as well as of
the individual measures in the third tranche, as 11 of 13 conditions of the tranche have been
fully complied with, and two conditions have been partially complied with, while fully achieving
the program’s objective.
68.
The program has achieved the major objectives through the recommended policy
actions in 11 cases, and through somewhat different means in two cases. With full achievement
of the program’s objectives, the release of the last tranche is now justified.
VI.

THE PRESIDENT’S RECOMMENDATION

69.
In view of the substantial progress made in the implementation of the Small and Medium
Enterprise Development Program, as evidenced by the compliance with 11 tranche release
conditions, and partial compliance with two tranche release conditions, the President
recommends that the Board approve, on a no-objection basis
(i)

the waiver of full compliance with two tranche release conditions, which have
been only partially complied with; and

(ii)

the release of the third tranche in the amount not exceeding the equivalent of
SDR3,336,000 for the Small and Medium Enterprise Development Program.
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Appendix 1

STATUS OF IMPLEMENTATION: THIRD TRANCHE
Third Tranche Release
Conditions
(3–1) The Subcommittee on
SME (SCSME) to update
the SME Development
Framework (SMEDF),
taking into account (i)
progress of the reforms and
(ii) changes in the
economic environment.
Leading Agency: MIME
(3–2) The National Institute
of Statistics (NIS), Ministry
of Planning (MOP), in
consultation with the
SCSME, to collect
information on
SMEs/enterprises
(including gender
disaggregated data).
Leading Agencies:
NIS and MIME

Status of Progress
FULLY COMPLIED
Between February and April 2008, all relevant development partners and private
sector representatives were consulted for the process of updating the SMEDF.
General feedback indicated that the overall thrust and approach of the current
SMEDF is still relevant to the current small and medium-sized enterprises
(SME)/private sector development challenge.
A final draft for the updated SMEDF (2008–2015) was produced during April 2008,
and circulated to the members of the SCSME on a no objection basis in May 2008.
The SMEDF was accepted on 30 May 2008.
FULLY COMPLIED
The NIS has started a survey on business establishment, with gender disaggregated
data (with direct support from Japan International Cooperation Agency and upon
consultation with different ministries for content purposes) in October 2007. This
survey is sampled based on the census initiated in October 2006, also
disaggregated by gender. Results of the survey for the Phnom Penh municipality
have been made public in January 2008.
Going beyond what the conditionality requires, work under the Cambodia Small and
Medium Enterprise Development Program (CSDP) was to improve the consistency
and quality of the SME data collection operated by different ministries (currently as a
byproduct of their licensing activities), to be aligned with NIS set methodologies and
definitions. The Technical Working Group, co-chaired by the NIS and MIME, and
comprising members of the SCSME held several meetings to discuss a draft
technical report prepared by the technical assistance (TA) team and future options
to strengthen (for comparability) data collection on SME by different ministries, in
alignment with NIS methods.
The final technical report on SME statistics in Cambodia was approved by the
SCSME in December 2007. Circulation of the technical report to development
partners took place in February 2008.

(3–3) MIME and the
SCSME to issue a plan that
provides for a wide
dissemination of
information relevant to
SMEs.
Leading Agency: MIME

(3–4) Ministry of Commerce
(MOC) to issue a handbook
on the Law on Commercial
Enterprises to be
distributed to the public,
which includes (i)
procedures, costs, and
benefits of business

FULLY COMPLIED
Both the design and consultations for a draft integrated plan were finalized in
November 2007. The SME information dissemination plan was approved by the
SCSME in December 2007.
Going beyond what the conditionality required, a new SME information portal was
created for the benefit of businesses, of all sizes and anyone else interested in
information relating to the SME sector in Cambodia. This portal can be accessed
from the home page of the MIME website at www.mime.gov.kh. The new portal was
activated in November 2007. The SME information portal provides (i) a wide scope
of information relevant for SMEs, (ii) explicit access to the pilot recourse mechanism
(developed in connection to Policy Conditions 3–7), and (iii) integrated with the
“one-stop information window” for legal and regulatory information (in connection to
Policy Conditions 3–8) that includes a ‘library’ of 75 licenses and associated
documents.
FULLY COMPLIED
The Handbook on Commercial Registration (both Khmer and English versions) also
addresses a range of other important issues involved in starting and running of a
business in Cambodia. The handbook summarizes the different forms of registered
businesses, the process of registering different types of businesses, and relevant
legal issues.
The handbook has been distributed to government departments across Cambodia,
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registration; and (ii) a series
of optional templates on
Articles of Incorporation.
Leading Agency:
MOC

business associations, business development services providers, development
partners, training institutions, vocational training institutions and was very well
received. It is already being widely used by other donors establishing business
development services, the National Accounting Council (NAC), commercial banks
and also by universities, chambers of commerce, business associations, etc.
Demand for further books has been significant. With the assistance of the MOC, all
attendees at the Government-Private Sector Forum meeting on 23 April 2008 have
received a copy of the handbook.

(3–5) MOC to implement a
computerized database of
an enterprise registry and
link the database to the
MOC website to make
corporate information
accessible to the public.
Leading Agency:
MOC

FULLY COMPLIED

(3–6) MOC to issue a
prakas establishing a
procedure for companies to
register at the provincial
level, which includes (i)
implementation of pilot
program for a rolling-out
plan to selected
Departments of Commerce,
(ii) establishment of an
online system for
submission of information
to the business registry,
and (iii) formulation of
procedures to be conducted
at departments of
Commerce.
Leading Agency: MOC

The new system has been in operation since December 2007 and was fully
accepted by MOC in January. This includes the online searchable database for the
public.
By end April 2008, there was close to 85% of all business records from the old
system already uploaded onto the new system. The data not uploaded is data where
there are duplicates or corrupted data. MOC made the commitment to put resources
to work to remove the incorrect duplicates and cleanse the data with the help of their
paper records.
FULLY COMPLIED
Prakas No. 249 for Decentralizing of the Business Registration to
provincial/municipal registration branch and MOC Notification No. 2868 on
Formalities and Procedures for Decentralized Registration. (Also MOC Notification
No. 2869 specifically for Battambang Branch was signed by Minister of Commerce
on 30 November 2007).
Formal MOC Decision No. 089 on selecting pilot project on the decentralization of
business registration in Battambang issued by MOC (29 May 2007). The formal
MOC Decentralization Plan was presented to MOC, approved by senior minister and
signed by Mr. Ho Sarann (1 August 2007).
The operational procedures are documented in MOC Notification No. 2868 on
Formalities and Procedures for Decentralized Registration. (Also MOC Notification
No. 2869 for Battambang Branch) allows multiple means of information transfer at
this time. This includes scanning documents and sending via email from the
decentralized registration branches. Additionally, there is the facility for registration
information to be inserted into an MS Excel macro which is transferred on CD-ROM
and uploaded to the new registry by simply one click of an icon.
A public workshop with more than 175 attendees was conducted together with
national newspaper adverts and 4 weeks of local radio announcements to inform
that the registration branch was “open for business.”

(3–7) The SCSME, in
conjunction with other
relevant Government
agencies, to implement the
recourse mechanism on a
pilot basis with regard to
business licensing and
inspections as approved by
the Council of Ministers.
Leading Agency: MIME

FULLY COMPLIED
The SME secretariat has established the recourse mechanism in 2006, which
includes a complaint hotline and reporting system. With a view of improving the
implementation of reforms promoted under the CSDP, in February 2007, the TA
team reviewed the operations of the recourse mechanism and summarized its
review and recommendations in the hotline recommendations document. Since
February 2007, solutions have been sought to improve the process of (i) receiving
complaints, (ii) referring the latter to the jurisdictions in charge; (iii) tracking
solutions, and (iv) reporting outcomes to the SCSME. These were implemented.
Dissemination activities for the recourse mechanism proceeded in accordance with
the SME information dissemination plan. Much collaboration has taken place with
other development partners and the private sector to support the dissemination
efforts. For example, 1,000 leaflets disseminated via ACLEDA Bank in their new
loan information packs across Cambodia, 2,000 distributed by Yellow Pages to
business customers at marketing events in selected urban centers, 500 leaflets
disseminated by Asia Foundation at provincial, public-private dialogue events, 500
leaflets distributed to Trade and Investment Conference in November 2007, selected
leaflets and cards circulated to all development partners, banks, business advisers
in Phnom Penh, business associations in Phnom Penh and PDF versions of the
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leaflets were shared with all development partners and business associations.
Further dissemination took place at the Government-Private Sector Forum on 23
April 2008 at which there were some 650 participants.
(3–8) The SCSME to
submit and the Council of
Ministers to approve a
design for a “one-stop
information window” which
provides relevant
information and guidelines
to the public on business
licensing/inspection
requirements.

FULLY COMPLIED
The new design of the ‘one-stop information window’ was completed and a formal
document Design of the One-Stop Information Window was approved by the
SCSME in December 2007, although not by the Council of Ministers.
The ‘one-stop information window’ is a web-based tool that includes a
comprehensive database on licensing requirements, and was already uploaded to
the new SME information portal located on the homepage of the MIME website.
These activities were undertaken in connection to Policy Conditions 3–3 and its
redesign of the MIME/SME website.

Leading Agency: MIME
(3–9) National Bank of
Cambodia (NBC), in
partnership with
Association of Banks in
Cambodia, to issue a study
(based on consultation with
participating banks), which
(i) reviews the pilot credit
information sharing
scheme, (ii) examines
options to expand the credit
information scheme, (iii)
assess the feasibility of
establishment of a private
credit bureau (including a
possibility of association
with an international credit
bureau); and (iv) makes
recommendations for the
necessary legal framework.

FULLY COMPLIED
In terms of fulfillment with Policy Conditions 3–9, the TA team has worked earlier
in 2007 with NBC to produce this study. The study was updated several times to
reflect progress in troubleshooting and improving the credit information system
(CIS). (The Development of the Credit Information System - A CIS Study on
Operations, Expansion, and Its Privatization final report).
This report also examined the options to expand the CIS including privatization, and
the necessary legal framework within the section Report on the Design of the CIS
Expansion.
Informed by the conclusions of this study, the Steering Committee met on 22
February 2008 to discuss the statistics of the CIS, the annual report, the agenda for
the Board of Directors meeting, and all necessary maintenance tasks and possible
modifications/improvements to the system. All of these inputs were presented at the
CIS Board of Directors meeting.
A report was also completed and submitted on Payment Clearing House and RealTime Gross Settlement System.

Leading Agency: NBC
(3–10) Ministry of Economy
and Finance (MEF) to: (i)
issue the SME accounting
guidelines and the standard
forms, and (ii) implement
the training program
regarding the same.
Leading Agency: MEF
(through NAC)

FULLY COMPLIED
The MEF approved and issued for public use the simplified financial reporting
template (FRT) for SMEs through an MEF prakas (Introduction of Financial
Reporting Template for Small and Medium-sized Enterprises) in June 2006.
The FRT is much easier to comply with than the Cambodian Accounting Standards
that bigger firms are required to use (in the prakas of June 2006, the MEF/National
Accounting Council defines the threshold below which all enterprises should prepare
financial statements in accordance with the FRT), and satisfies the financial
management needs of SMEs and most financial information requirements of
potential lenders.
With a view of seeking sustainability, the TA team designed a training and
dissemination process (14 two-day ‘train-the-trainer’ workshops) to target all
stakeholders (credit institutions, their credit officers, accounting technicians,
microfinance institutions, chambers of commerce, business associations,
universities, etc.) across Cambodia that have both a self-interest in using the FRT in
their interactions with SMEs, but also basic knowledge of accounting to build on.
The training plan approved by the stakeholder working group was open-ended as its
outreach would depend on the availability of supporting technical resources. The
‘train-the-trainer’ program was fully implemented between July and November 2007.
A report was produced on the full training program when it was completed following
a review by the TA team on the delivery and outreach of the ‘train-the-trainer’
program with feedback and a list of participating stakeholders.
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A report was completed on the accounting profession and professionals following
much review and consultations, and recommendations were made as to how to
further develop the profession.

(3–11) Council of Ministers
to approve draft law on
leasing and submit to the
National Assembly.
Leading Agency: NBC

Following a diagnostic analysis of the Cambodian tax system, a report has been
submitted to the Tax Department with recommendations of reform.
PARTLY COMPLIED
A big step forward was taken on 2 April 2008, when the Interministerial Committee
passed the Leasing Law during its third reading. It has now been submitted to the
Council of Ministers. However, the draft law will only be submitted to the National
Assembly after the elections, probably in September or October 2008.
In lieu of submitting the draft law to the National Assembly, the Governor of the NBC
issued an implementing regulation (prakas) to the Law on Banking and Financial
Institutions, that can substitute for the Leasing Law and its implementing regulation.
The Implementing Regulation creates clarity as to who is permitted to carry out
leasing, the minimum requirements for leasing agreements, and procedures for
reporting, monitoring, operations, and governance of leasing activities.

(3–12) Upon promulgation
of the leasing law, the
relevant agencies to issue
the required implementing
prakas or other regulatory
instrument on both
operational and financial
leasing, which includes (i)
detailed procedures for
implementation of the law;
(ii) minimum requirements
for leasing agreements; and
(iii) procedures for
reporting, monitoring,
operations, and governance
of leasing activities.

PARTLY COMPLIED
As the Law on Leasing (compare 3-11) has not passed the National Assembly and
will not be promulgated by His Majesty the King due to the July National Assembly
elections, the Governor of NBC issued the prakas as relating the Law on Banking
and Financial Institutions. This prakas will establish the same legal certainty for the
leasing industry as if the Leasing Law was promulgated. Once the Leasing Law will
be passed by the new National Assembly and promulgated, the law will supersede
the prakas which will be reissued to fit the Leasing Law.

Leading Agency: NBC
(3–13) MEF, in consultation
with NBC, to draft and issue
relevant provisions in the
taxation regulations in order
to ensure that taxes
applicable to loans and
financial leasing are
equivalent.
Leading Agency:
MEF
(through the Tax
Department and the NAC)

FULLY COMPLIED
The Cambodian Accounting Standard (CAS) 17 on leases has been approved by
NAC and endorsed by senior minister, MEF and the tax treatment will follow the
agreed national accounting treatment. CAS 17 conforms to the International
Accounting Standard 17 - Leases. CAS 17 establishes clarity regarding what is
treated as a finance or operating lease, how lessors and lessees may treat
depreciation and an explanation of the concept of substance over legal form.
The MEF’s Taxation Department has reached agreement that (i) for tax
depreciation, the lessor and lessee can agree upon who has the benefit of tax
depreciation; (ii) the time of supply for VAT reflects the timing of the actual payments
made; (iii) the time of supply for profit on tax purposes also reflects the timing of the
actual payments made; (iv) for withholding tax an automatic credit system is the
most equitable way forward with no loss of revenue to the Treasury; and (v) financial
leasing is exempted from VAT, as is the case for bank business in general.
The Tax Department is working upon a new all-encompassing prakas to clarify
amongst other things, the tax treatment of financial and operational leasing and
harmonize the tax treatment of leasing and lending, as indicated above.

CAS = Cambodian Accounting Standard, CIS = credit information system, CSDP = Cambodia Small and Medium
Enterprise Development Program, FRT = financial reporting template, MEF = Ministry of Economy and Finance,
MIME = Ministry of Industry, Mines, and Energy, MOC = Ministry of Commerce, MOP = Ministry of Planning, NAC =
National Accounting Council, NBC = National Bank of Cambodia, NIS = National Institute of Statistics, SCSME =
Subcommittee on Small- and Medium-sized Enterprises, SME = small and medium-sized enterprise, SMEDF =
Small- and Medium-sized Enterprises Development Framework, TA = technical assistance.

Performance Targets
Increased GDP
Increased trade
Increased number of private
enterprises
Reduced unemployment

Outcome
Improved business
environment, which will be
important, particularly in
improving opportunities for the
development of SMEs.

Outputs
1. Develop framework for
coordinating SME policies.

2. Reform and improve
business regulations and
governance.

Increased share of SMEs’ in GDP

Increased number of established
SMEs
Increased contribution of
employment from SMEs to total
employment in the country
Establishment of the national
SCSME
Implementation of an SME
development framework, which aims
for better interministerial
coordination on SME policies
Cost reduction of registration system

Indicators (2003–2004)
$5,260 million in 2004
$2,589 million in 2004 (exports)
$3,269 million in 2004 (imports)
25,985 small industrial firms (2003,
MIME)
72,114 employed by small industrial
enterprises in 2003
Output by small industrial
establishments (in million riel):
745,079 (2003)
Monthly average of established
companies before August 2004: 61

Indicators (2006–2007)
$8,604 million in 2007
$3,690 million in 2006 (exports)
$4,737 million in 2006 (imports)
31,149 small industrial firms (2005, MIME)

None

SCSME was established through Prime Minister
Decision No. 46 SSR dated 11 August 2004.
SME development framework was issued by
the Council of Ministers on 29 July 2005. The
framework was updated in April 2008.

None

87,027 employed by small industrial enterprises
in 2006
Output by small industrial establishments (in
million riel): 2,599,079 (2006)
Monthly average of established companies (first
quarter 2008): 245

Original registration fee:
$650–$1,000

Official registration fee was reduced to $177 in
August 2004 through MOC Prakas No 163
MOC/M 2004.

Reduced number of registration
processes and documentation
requirements

13 documents required

Decentralization of the registration
process based on information
technology–based system
Increased dissemination activities of
the Government on the registration
process

None

Five documents required as stated in MOC
Notification No. 1414 MOC/SM2006 on
requirements for commercial registration dated
20 June 2006.
MOC has included decentralized registration in
its plan for reform.

Established regulations to enhance
accountability of government
officials in enforcing business
regulations

None

None

Newspaper announcements to disseminate
MOC Prakas No. 163 MOC/M 2004 were
issued. Signboard at MOC in the Legal Affairs
Department states the cost of registration.
MOC Prakas No. 163 MOC/M 2004 states the
cost of registration.
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Design Summary
Impact
Economic growth based on
private sector development.

24

DESIGN AND MONITORING FRAMEWORK: INDICATORS FOR DEVELOPMENT IMPACT

Design Summary

3. Improve access of the SME
sector to finance.

Increased loans from the banks to
SMEs

Indicators (2003–2004)

Domestic credit to the private sector:
KR1.816 trillion as of December
2004

Indicators (2006–2007)
MOC Notification No. 1414 MOC/SM2006 on
requirements for commercial registration clearly
states the documents required for registering a
company.
MIME Instruction No. 018 URT-UTS-SNN on
the supervision and procedure to regulate
SMEs and handicrafts in Phnom Penh
municipality dated 25 August 2005 provides
costs and procedures which must be followed in
issuing operating licenses to SMEs in Phnom
Penh. The instruction also sets the fee at $180
for the license.
Domestic credit to the private sector: KR2.944
trillion as of May 2006

Number of loan customers of ACLEDA Bank:
Micro: 95,689
Small: 41,224
Medium: 2,032

Establishment of the legal
framework for leasing

None

Issuance of accounting guidelines
and their application to the taxation
system

Minimal

Establishment of specific
mechanisms to promote public–
private partnership

Minimal

Leasing Law was submitted to the Council of
Ministers on 02 April 2008. The governor of the
NBC issued an implementing regulation to the
Law on Banking and Financial Institutions,
which creates clarity as to who is permitted to
carry out leasing, the minimum requirements for
leasing agreements, and procedures for all
aspects of operations.
Notice No. 004 SHV.Sor Chor Nor on the
introduction of a new tax return on profit dated
18 January 2006 issued the new annual tax
returns into use for the 2005 tax filing year.
MEF approved and issued for public use the
simplified financial reporting template (FRT) for
SMEs through an MEF Prakas (Introduction of
Financial Reporting Template for SMEs) in June
2006.
MEF issued prakas No. 733 on 1 September
establishing the tax taskforce comprising
members of the private sector (tax practitioners)
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Number of loan customers of
ACLEDA Bank:
Micro: 91,566
Small: 27,311
Medium: 1,020
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4. Enhance public–private
partnership in policy and
institutional development

Performance Targets

Performance Targets

Indicators (2003–2004)

MEF prakas No 236 SHV/BR on establishing
the accounting and auditor taskforce dated 10
August 2004 established an 11-member
taskforce consisting of both public and private
sector members to assist in developing the FRT
for SMEs.
The SCSME was established to act as
counterpart in the dialogue process with the
private sector through the private sector forum.

Establishment of specific institutions
for disseminating information (in
both English and Khmer)

Minimal

Activities with Milestones
1. Preparing an SME Development Framework
a. Formulate a framework
Approval by the Government of a proposal for the establishment
for coordinating SME
of an interministerial national SCSME, with members from
activities across
relevant ministries; the functions of the subcommittee to include
ministries, based on
(i) formulation of a detailed policy framework for the development
public–private
of the SME sector; (ii) Government coordination modality; and
partnerships.
(iii) facilitation of public–private partnership.
Approval by MIME of the establishment of a secretariat to
support the activities of the SCSME.
Approval by the Government of an SME development framework
(including a definition of SMEs).
Issuance by the national SCSME of an annual report covering (i)
status of the SME sector, (ii) achievements in implementing the
SME strategy, and (iii) goals for the coming year.
Issuance by the national SCSME of an updated SME
development framework (i) based on progress of the reforms,
and (ii) reflecting the changes in the economic environment.

NBC prakas No. Chh 7-06-102 P.K on
establishing a board of directors for the CIS
dated 22 June 2006 establishes a board of
directors for the CIS comprising both public and
private sector members.
Website of SCSME (available:
http://www.mime.gov.kh)

The SCSME was established through Prime Minister Decision
No. 46 SSR in August of 2004 as part of the Private Sector
Steering Committee.

MIME Letter of Assignment (No. 126 URTH-LB) of 17
December 2004 established the secretariat and its related
activities.
The Government of Cambodia approved the SME
development framework on 29 July 2005.
The SME annual report was issued on 31 August 2006.

The SME development framework was updated as part of the
technical assistance for Capacity Building for SME
Development – Phase II (TA4786-CAM) in April 2008.
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Indicators (2006–2007)
and the Taxation Department, with a view to
improving the application of the law on taxation
and other tax-related matters.
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Design Summary
related to the SME sector.

Activities with Milestones
b. Establish an institutional
mechanism for
supporting the
development of SMEs.

Establishment of a website (in both English and Khmer) by
MIME to provide enterprises ready access to (i) relevant
information including pertinent laws and regulations, (ii) a list of
business development service providers, and (iii) a list of
business associations.
Approval of a plan by the subcommittee, which provides for wide
dissemination of information relevant to SMEs.

Collection of information on the SMEs (including genderdisaggregated data), based on guidance from the subcommittee
and in consultation with MOC's registration office.
2. Improving Governance and Business Regulations
a. Improve business
Issuance of legal instruments by MOC that (i) announce the
registration process.
official costs of business registration, and (ii) explain and clarify
the process of business registration.

MIME established a website for SCSME (available:
http://www.mime.gov.kh)

Official legal document by the subcommittee, which instructs
the NIS on the collection and publication of data by the
Government on the information as outlined.
The NIS collected information of SMEs. Technical Report was
published in December 2007.

Official fees were reduced to $177 in August 2004 when MOC
issued prakas No 162 MOC/M 2004, which establishes clear
guidelines on the costs of registering a company.

Approval of a time-bound business registration reform plan by
the Council of Ministers, involving (i) streamlined documentation
requirements; (ii) reduction and clarification of the costs involved;
and (iii) improved transparency of the system by posting the
information on the MOC website, the Registration Office, and
provincial departments of commerce.
Issuance of a prakas by MOC to (i) eliminate requirements for
statement of conformity, (ii) remove the requirement to publish
announcement of registration in newspapers, (iii) remove
certification and verification requirement of business location, (iv)
define the minimum requirements for Articles of Incorporation
based on the (draft) law on commercial enterprises, (v)
streamline the process for amending, and (vi) specify
requirements and procedures for annual declaration.
Promulgation of the law on commercial enterprises to reduce the
minimum capital requirement from KR20 million to KR4 million.

27

Establishment of a computerized database of enterprise registry,
and link the database to the MOC website to make information
accessible to the public.
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Publication by MOC of a handbook on the Law on Commercial
Enterprises to be distributed to the public. The handbook
includes (i) procedures and costs, as well as benefits of business
registration; and (ii) a series of optional templates on articles of
incorporation.
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Activities with Milestones

Publication by MOC of a handbook on the Law on Commercial
Enterprises to be distributed to the public. The handbook
includes (i) procedures and costs, as well as benefits of business
registration; and (ii) a series of optional templates on Articles of
Incorporation.
Establishment of a computerized database of enterprise registry,
and link the database to the MOC website to make information
accessible to the public.
Issuance of a prakas establishing a procedure for companies to
register at the provincial level, which includes (i) implementation
of a pilot program for a rolling-out plan to selected departments
of commerce, (ii) establishment of an online system for
submission of information to the business registry, and (iii)
formulation of procedures to be conducted at departments of
commerce.
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Issuance of a prakas establishing a procedure for companies to
register at the provincial level, which includes (i) implementation
of a pilot program for a rolling-out plan to selected departments
of commerce, (ii) establishment of an online system for
submission of information to the business registry, and (iii)
formulation of procedures to be conducted at departments of
commerce.
Approval of a time-bound business registration reform plan by
the Council of Ministers, involving (i) streamlined documentation
requirements; (ii) reduction and clarification of the costs involved;
and (iii) improved transparency of the system by posting the
information on the MOC website, in the Registration Office, and
in provincial departments of commerce.
Issuance of a prakas by MOC to (i) eliminate requirements for
statement of conformity, (ii) remove the requirement to publish
announcement of registration in newspapers, (iii) remove
certification and verification requirement of business location, (iv)
define the minimum requirements for Articles of Incorporation
based on the (draft) Law on Commercial Enterprises, (v)
streamline the process for amending, and (vi) specify
requirements and procedures for annual declaration.
Promulgation of the law on commercial enterprises to reduce the
minimum capital requirement from KR20 million to KR4 million.

MOC Notification 2106 MOC/NTK dated 8 September 2006 on
the registration reform plan.
MOC Notification No. 1414 MOC/SM2006 on the requirements
for commercial registration.

MOC Notification No. 1415 MOC/SM 2006 on the significant
contents of Articles of Incorporation,
MOC prakas No. 120 MOC/SM 2006 on procedures for
amending Articles of Incorporation, and
MOC prakas No.149 MOC/SM 2006 on annual declaration of a
commercial company.

The reduction of minimum capital was formalized into law
through Article 144 of the Law on Commercial Enterprises,
which establishes the minimum capital requirement at KR4
million.
Publication of the handbook to assist SMEs to register, in both
English and Khmer, took place in March 2008.

The computerized database has been in operation since
December 2007 and was fully accepted by MOC in April 2008.
Prakas No. 249 for decentralizing the business registration to
provincial-municipal registration branch and MOC Notification
No. 2868 on formalities and procedures for decentralized
registration. Also, MOC Notification No. 2869 specifically for
Battambang Branch was signed by Minister of Commerce on
30 November 2007. Formal MOC Decision No. 089 on
selecting pilot project on the decentralization of business
registration in Battambang issued by MOC on 29 May 2007.
The formal MOC decentralization plan was presented to MOC
and approved by the senior minister on 1 August 2007.

Activities with Milestones
b. Improve the licensing
system, for both
operating and regulatory
licenses.

Issuance of regulatory licenses affecting SMEs from at least six
major line ministries, including MIME, MEF, MOC, Ministry of
Agriculture, Ministry of Tourism, and Ministry of Environment.
Issuance of a legal document by the Government to reform the
current business licensing systems, including (i) development of
criteria for issuance of new operating and regulatory licensing
requirements, (ii) development of criteria for eliminating and
streamlining current operating and regulatory licensing
requirements, and (iii) a recourse mechanism with recordtracking mechanisms to allow the relevant agencies to resolve
grievances of enterprises on licensing and inspection results.
Establishment of the recourse mechanism on a pilot basis.
Establishment of a one-stop window (in conjunction with the
SME portal) to provide the relevant information and guidelines
on the business license and inspection requirements.

3. Increasing Access to Finance
a. Establish simplified
Establishment of a taskforce (SME Accounting Task Force) by
accounting guidelines
MEF with the National Accounting Council and private sector
and tax filing system for
representatives to develop a set of accounting (financial
SMEs.
reporting) guidelines for SMEs.
Issuance of SME accounting guidelines, including the standard
forms (for tax and other related financial statements) by MEF.

Issuance by MEF regarding training and dissemination programs
and materials for SMEs.

Issuance by MEF regarding simplified guidelines for taxation
filing system.

The Council of Ministers approved the licensing review plan
and criteria on 27 October 2006.
The technical assistance on Small and Medium Enterprise
Sector Development (TA4476-CAM) supported the SME
secretariat to carry out reviews of licenses affecting SMEs and
made recommendations for streamlining and removal to the
SCSME.

A pilot recourse mechanism has been established by the
SCSME along with a record tracking system.
The new design of the one-stop information window was
completed and a formal document, Design of the One-Stop
Information Window, was approved by the SCSME in
December 2007.
MEF established the SME Accounting Task Force by issuing
MEF prakas No 236 SHV/BR on the establishment of the
Accounting and Auditor Task Force dated 10 August 2004.
The Plan for a Training Program has been submitted to MEF
by the undersecretary of state of MEF, as head of the National
Accounting Council and SME Accounting Task Force on 25
July 2006 through Submission Letter 085 SHV.KCHK.
The SME accounting guidelines including standard forms (the
FRT for SMEs) have been submitted to MEF and issued for
public use through prakas No. 431 SHV on the Introduction of
financial reporting template for small and medium-sized
enterprises dated 16 June 2006.
Notice No. 004 SHV.Sor Chor Nor on the introduction of a new
tax return on profit dated 18 January 2006 issued the new
annual tax returns for use in the 2005 tax filing year.
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Promulgation of the law on leasing, which will (i) enable finance
and operating leasing by banks and nonbanks; (ii) specify
institutional arrangements for regulation of leasing; and (iii)
provide specific measures to facilitate enforcement of leasing
contracts, including repossession of leased goods.

Issuance of an implementing prakas on financial and operating
leasing, which includes (i) detailed procedures for implementing
the law; (ii) minimum requirements for leasing agreements; and
(iii) procedures for reporting, monitoring, operations, and
governance of leasing activities.
Approved amendments to the taxation regulations, such that
taxes applicable to loans and financial leases are equivalent.

c. Operate a system for
exchange of credit
information.

A memorandum of understanding (which includes the outline of
the codes of conduct for the participating members) on
participation in the voluntary credit information sharing scheme.
Establishment of the CIS on a pilot basis based on detailed
operational guidelines, which entail (i) the voluntary exchange of
credit information among participants through an independent
computerized database, and (ii) security features to protect the
database.

Establishment of the Interministerial Task Force for drafting the
law on leasing formalized by the Council of Ministers through
Letter No. 387-SCHN-PH dated 10 March 2006. NBC Letter
No. Thor 1-06-293 Lor. Sar dated 22 June 2006 to the deputy
prime minister and minister in charge of the Council of
Ministers submitted the draft law on leasing to the Council of
Ministers. On 2 April 2008, the Interministerial Committee
passed the leasing law. However, this came too late for the
leasing law to be submitted to the National Assembly before
the central government elections in July 2008. The law will be
submitted to the Council of Ministers, and subsequently to the
National Assembly, in October or November 2008. In the
meantime, the governor of the NBC issued a prakas to the law
on banks and financial institutions on financial leasing (see
below), which creates the same legal certainty for the leasing
industry as the law itself.
The prakas was issued in May 2008, but relating to the law on
banks and financial institutions. Once the leasing law is
promulgated, the prakas will be changed and reissued. In the
meantime, the leasing is starting to operate, indicating that the
legal environment is considered adequate.
With respect to taxation, financial leases and loans are
currently treated as equivalent. The MEF’s Taxation
Department has reached agreement that (i) for tax
depreciation, the lessor and lessee can agree upon who has
the benefit of tax depreciation; (ii) the time of supply for VAT
reflects the timing of the actual payments made; (iii) the time of
supply for profit on tax purposes also reflects the timing of the
actual payments made; (iv) for withholding tax an automatic
credit system is the most equitable with no loss of revenue to
the Treasury; and (v) financial leasing is exempt from VAT, as
is the case for bank business in general.
Eighteen member banks signed the code of conduct for
participating in the CIS in July 2006.
With the support of ADB, NBC, ABC, and participating banks,
a pilot web-based CIS was developed and installed by
September 2007. Subsequently, NBC asked for further
development, and the final system became operational in May
2008.
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Activities with Milestones
b. Promulgate an
appropriate legal
framework for leasing.

Activities with Milestones
Issuance of an enabling regulation or prakas that includes the
regulatory functions of NBC to (i) authorize implementation of the
pilot project on credit information; (ii) establish a code of conduct
for participating banks, and (iii) protect the rights of consumers
and borrowers with regard to the CIS.

NBC prakas No. B-7-06-073 PK on the utilization and
protection of credit information;
NBC prakas No. Th 7-06-101 BR-K on the implementation of
credit information sharing system management guidelines;
NBC prakas No Chh 7-06-102 PK on establishing a board of
directors for the CIS;
NBC prakas No. Chh 7-06-103 PK on establishing the steering
committee and secretariat of the CIS; and
NBC prakas No. Chh 7-06-104 PK on establishing the
taskforce of the CIS.
Issuance of a study (based on consultation with participating
The team fielded under TA4786-CAM has worked closely with
banks), which (i) reviews the pilot credit information sharing
NBC in 2007 on this study, which was updated several times
scheme, (ii) examines options to expand the credit information
to reflect progress in troubleshooting and improving the CIS
scheme, (iii) assesses the feasibility of establishing a private
system. (The Development of the Credit Information System –
credit bureau, and (iv) makes recommendations for the
A CIS Study on Operations, Expansion, and its Privatization,
necessary legal framework.
final report.)
ABC = Association of Banks in Cambodia; ADB = Asian Development Bank; CIS = credit information system; FRT = financial reporting template; GDP = gross
domestic product; MEF = Ministry of Economy and Finance; MIME = Ministry of Industry, Mines and Energy; MOC = Ministry of Commerce; NBC = National Bank of
Cambodia; NIS = National Institute of Statistics; SCSME = Subcommittee for Small- and Medium-sized Enterprises; SMEs = small and medium-sized enterprises;
TA = technical assistance; VAT = value-added tax.
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