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B 7.01-01 CIR.

CIRCULAR
ON
NON-PERFORMING LOANS, PROVISIONS
AND INTERESTS ACCOUNTING

Commercial Banks must apply the following regulation for non-performing loans and interests
accounting.
1- Prakas B7.00-51 from February 17. 2000 specifies that non-performing loans must be
classified in three categories according to the late payments:

- Substandard, if past due is more than 90 days

- Doubtful, if past due is more than 180 days

- Loss, if past due is more than 360 days
This parkas specifies too that interest on non- performing loans' must always be recorded as
interest in suspense and not as interest income.

2- Prakas B7.02-145 from June 7, 2002 ( amending parkas B7.00-51) on classification and
provisioning for bad and doubtful debts specifies the minimum mandatory level of specific
provisioning depending on the classification concerned.

- Substandard : 10 %

- Doubtful @ 30%

- Loss 100 %

Obviously, if the risk is higher, provision must be adjusted to the risk. For instance, if a borrower
classified as standard is suddenly declared bankrupt and there is no collateral, whatever the late
payment, loan must be immediately classified as loss and provision must be 100%.

The above parkas and the following guidelines are the minimum that commercial banks must
observe in respect of classification of loans and provision for non-performing loans. If
necessary, any commercial bank can be more stringent.

3. Banks must use the accounts provided for by the uniform chart of accounts.

4- It has appeared that some transactions are not covered by the current regulation. This
circular is intended to give the commercial banks instructions for accounting some specific
transactions and in particular:

- Classification of overdrafts as non-performing

- Transfer of loans and overdrafts from non performing loans to standard loans

- Partial repayments

- Interest accounting

- Restructured loans accounting

! Non performing loans include: substandard, doubtful and loss loans
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CLASSIFICATION OF OVERDRAFTS AS NON-PERFORMING

An overdraft must be classified as a non-performing overdraft according to the same criteria as
a loan is. But in this case the date of late payments are once the account is in excess of the
approved limit.

An overdraft must be classified as a non-performing overdraft, even if the breach of the
approved limit is a result of the accrual of interests. In the case of the breach is due to any
reduction-or cancellation- of the limit, the overdraft must also be regarded as non-performing.
Whatever the grounds of an excess, as soon as the approved limit is breached, overdraft must
be classified as non-performing.

In conclusion, overdrafts must be classified as following:
- Substandard, if excess of approval limit is more than 90 days
- Doubtful, if excess of approval limit is more than 180 days
- Loss, if excess of approved limit is more than 360 days

When a loan or an overdraft to a customer is classified as non-performing, all other loans to
that customer for trust receipts, bills of exchange etc. will have to be classified as non-
performing.

TRANSFER OF LOAN (AND OVERDRAFT) FROM NON-PERFORMING LOANS
TO STANDARD LOANS (AND OVERDRAFT)

1. A non-performing loan may be reclassified as a standard loan when the following conditions
are fulfilled:
- The loan has not been restructured; specifications of the loans must be unchanged (in
particular, outstanding, interest rate, length, amount of installments...);
- All the arrears (be it either interest or principal, or both interests and principal) are
fully settled;
- After settlement of arrears, loan has been normally repaid during three consecutive
months (interest and capital);
- Arrears have not been paid by a new loan, an increase of approved limit on an
overdraft granted to the customer or to a related party.

2. A non-performing overdraft may be reclassified as a standard overdraft when the following
conditions are fulfilled:
- The overdraft, including all the past due interest, reverts within the approved limits for
at least 3 months consecutively;
- There is no change in the conditions and in particular approved limits and interests
rates. In this case, it must be regarded as a restructured overdraft (ef.below).
When an overdraft has been classified as non-performing, the commercial banks will not be
allowed to increase the approved limits, unless it is justified by an increase of the customer
activity.

PARTIAL REPAYMENTS

When a partial payment is received, it must be posted in the following order:
- Interest recognized as an income (before classification as a non-performing loan) but
not collected;
- Interest not recognized as an income and classified as an interest in suspense;
- Principal.
For each one of these categories, payment must be applied by priority on the eldest arrears.
As indicated above, as long as all the arrears have not been fully paid, loan must be classified
as a non-performing loan.



INTEREST ACCOUNTING

Interest on performing loans and overdraft must be posted according to the accrual interest
method. On a daily basis, banks must reckon and post the interest to be paid by the customers;
they are recognized as an income and are posted on the debit side of an accrual interest account
(account number 230 000 to 232 639). When interest is actually paid, accrual interest accounts
are reversed.

When a loan-or an overdraft - is classified as non-performing, interests are no longer classified
as an income but only as interests in suspense. So in any case, once a loan or an overdraft is
classified as non-performing, interest cannot be reckoned as an income.

Interest accrued and recognized as an income prior to the loan-or overdraft-classification as
non-performing and still classified as accrual interests are not reversed out of the income. They
must be immediately fully provisioned.

Once a loan is classified as non-performing, interests may be only recognized as an income
when they are actually paid; obviously they cannot be paid by increasing an overdraft or by a
new loan. In fact accounting on interest on non-performing loan is made on a cash basis and
not on an accrual basis.

RESTRUCTURED LOANS AND OVERDRAFT ACCOUNTING
A loan is restructured, when at least one of the following components of a loan is changed:
principal, interest rate, maturity date, tenor and installment.

Loan classified as performing before restructuring

If before restructuring, loan classified as performing, the outstanding amount is still classified
as a performing loan after restructuring. But is this loan had been in default for less than 90
days, the starting point for possible classification of the restructured loan will be the beginning
of the period of default of the original loan. A restructured loan will be classified as non-
performing when; in the aggregate period of time before and after restructuring the account is
in arrears 90 days or more.

When a loan is restructured, the new loan must be classified as non-performing in the
following manner. The same method is used to classify the loan as doubtful or loss.

Period of default of original Starting point as NPL
loan when rescheduling for rescheduled loan
(number of days) (number of days)

0 NO (standard loan)
20 70

40 50

90 Immediate

Loan classified as non-performing before restructuring

If before restructuring, loan was classified as non-performing, the outstanding amount will be
still classified as non-performing during at least the following three months; after this period,

10



and if all the amounts due by the customers have been normally paid in accordance with the
conditions of the restructured loan, then it will be classified as performing. In particular,
principal and interests must have been regularly paid on due date.

Loan restructured with abnormal conditions

Loans must be restructured with normal terms (in particular of rate and tenor). They are
abnormal if they do not fit the current terms of market, or if they are not allowed to show a
normal margin.

If the terms of restructured loans are abnormal, commercial banks must submit them to NBC.
NBC could impose some conditions (as a special allowance for instance) for allowing such a
restructuring.

Phnom Penh, November 08, 2004
Bank Supervision Department
Signed: Phan Ho and Kim vada

CC: - All banking and financial institutions
- File

11
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B7.04-204 Prorkor
PRAKAS

ON
ANNUAL AUDIT OF FINANCIAL STATEMENT
OF BANKS AND FINANCIAL INSTITUTIONS

The Governor of the National Bank of Cambodia

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

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

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

- With reference to the Royal Decree NS/RKT/0904/244 of September 07, 2004 on the
appointment of His Excellency Chea Chanto as Governor of the National Bank of
Cambodia;

- Pursuant to the spirit of the meeting of the senior officials of the National Bank of
Cambodia on 28 December 2004.

DECIDES

Article 1.

Bank and Financial Institutions are required to produce annual audit financial
statements and submit to National Bank of Cambodia no later than 31 March of each
calendar year. Authorized external auditors are required to audit and give an opinion on
financial statements of Bank and Financial Institutions.

Article 2.
Bank and Financial Institutions must produce their annual financial reports to be
audited in accordance to the appendixes attached.

Article 3.
Report and accounts stipulated as per attached guideline shall be published
starting from 2005 and must be no later than June 30 of each calendar year. Published
report and accounts shall be readily available to customers and the public.

Article 4.
Bank and Financial Institutions that are not compliant with this regulation will
be penalized according to article 52 of the Law on Banking and Financial Institutions.

14



Article 5.

The Direction General, the Secretariat General, the Inspection General, the
Cashier General, all Departments of the National Bank of Cambodia, and all Banks and
Financial Institutions, and the Representative Offices of foreign banks under the

National Banks of Cambodia's supervisory authority shall strictly implement this
Prakas.

Article 6.-

This Prakas shall have effect from the signing date.

Phnom Penh, 29 December, 2004

The Governor
Signed and sealed: Chea Chanto

cc: - The member of the Board of Directors
- The parties concerned as stated in Article 4
- File
- CM "for info."
- Administration
- Department of CM
"for publication in the National Gazette"
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B7.04-205 Prorkor
PRAKAS
ON

LICENSE FEES FOR BANKS AND
FINANCIAL INSTITUTIONS

The Governor of the National Bank of Cambodia

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

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

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

- With reference to the Royal Decree NS/RKT/0904/244 of September 07, 2004 on the
appointment of His Excellency Chea Chanto as Governor of the National Bank of
Cambodia;

- Pursuant to the spirit of the meeting of the senior officials of the National Bank of
Cambodia on 28 December 2004.

DECIDES
Article 1.-

To set fees for licenses of Banks and Financial Institutions, and the Representative
Offices of the foreign banks in the following articles.
Article 2.-
Banks and Financial Institutions, and the Representative Offices of foreign banks
shall pay annual license fees to the National Bank of Cambodia as follows:

A- Commercial Banks:

1- Head office : KHR 70 million

2- From 1-7 provincial and city branches : KHR 56 million each
3- From the eighth provincial and city branch upwards: KHR 20 million each
4- Branches in districts : KHR 1 million each

18



B- Specialized Banks:

1- Head office : KHR10 million
2- From 1-7 provincial and city branches : KHR 8 million each
3- From the eighth branch upwards : KHR 5 million each
C- Head office of licensed MFIs : KHR 1 million.
D- Representative offices : KHR70 million
Article 3.-

Banks and Financial Institutions, and the Representative Offices of the foreign bank
established during the year, shall pay license fees as follows:

In the first quarter - license fee in full
In the second quarter  : % of license fee
In the third quarter . half of license fee
In the fourth quarter : Y4 of license fee

Article 4.-

The Direction General, the Secretariat General, the Inspection General, the Cashier
General, all Departments of the National Bank of Cambodia, and all Banks and
Financial Institutions, and the Representative Offices of foreign banks under the
National Banks of Cambodia's supervisory authority shall strictly implement this
Prakas.
Article 5.-

Other previous provisions contrary to this Prakas are hereby repealed.

Article 6.-

This Prakas shall have effect from the signing date.

Phnom Penh, 29 December, 2004

The Governor
Signed and sealed: Chea Chanto

cc: - The member of the Board of Directors
- The parties concerned as stated in Article 4
- File
- CM "for info."
- Administration
- Department of CM
"for publication in the National Gazette"
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B7.04- 206 Prorkor
PRAKAS
on
Amendement of Prakas
RELATING TO
THE BANKS’ SOLVENCY RATIO

The Governor of the National Bank of Cambodia,
- With reference to the Constitution of the Kingdom of Cambodia;

- With reference to the Royal Kram NS/RKM/0196/27 of January 26. 1996 promulgating
the Law on the organization and conduct of the National Bank of Cambodia;

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

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

- With reference to the Prakas No B7-00-46 relating to the banks’solvency ratio;

- Pursuant to the agreement reached at the meeting of the senior officials of the National
Bank of Cambodia on 28 December 2004.

DECIDES

Article 1:
Article 1 of Prakas No B7.00-46 relating to the banks' solvency ratio is
amended and has the following content:

"Banks shall at all times observe a solvency ratio in accordance with the
provisions of this Prakas. This solvency ratio of their net worth to their aggregate
credit risk exposure shall not be less than 15 percent.”
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Article 2:
The General Direction, the General Secretariat, the General Cashier, the
General Inspection, all Departments of the National Bank of Cambodia, and all
Banking and Financial Institutions under the NBC’s supervisory authority shall
strictly implement this Prakas.

Article 3:
This Prakas shall have effect from the signing date

Phnom Penh, December 29, 2004
The Governor
Signed and sealed : Chea Chanto

cc: - The Members of the Board of Directors
- CM “for information”
- Administration Department of CM
“for publication in the National Gazette”
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B7.04- 207 Prorkor
PRAKAS

on
Amendment of Prakas

RELATING TO LIQUIDITY
FOR BANKS AND FINANCIAL INSTITUTIONS

The Governor of the National Bank of Cambodia

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

- With reference to the Royal Kram NS/RKM/0196/27 of January 26. 1996
promulgating the Law on the organization and conduct of the National Bank of
Cambodia;

“th reference to the Royal Kram NS/RKM/1199/13 of November 18. 1999
promulgating the Law on Banking and Financial Institutions;

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

- With reference to the Prakas No B7-00-38 relating to liquidity for banks and
financial institutions;

- With reference to the Prakas No B7-02-187 on amendment of Prakas No B 700-
38 relating to liquidity for banks and financial institutions;

- Pursuant to the agreement reached at the meeting of the senior officials of the
National Bank of Cambodia on 28 December 2004.

DECIDES

Article 1:
Article 6 of Prakas No B7-00-38 and article 1 of Prakas No B 702-187
relating to liquidity for banks and financial institutions is amended and has
the following content: “Banks must at all times have a liquidity ratio of at
least 50 percent”.

Article 2:
The General Direction, the General Secretariat, the General Cashier, the
General Inspection, all Departments of the National Bank of Cambodia, and
all Banking and Financial Institutions under the NBC’s supervisory authority
shall strictly implement this Prakas.
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Article 3:
This Prakas shall have effect from the signing date

Phnom Penh, 29 December 2004
The Governor
Signed and sealed: Chea Chanto

cc: - The Members of the Board of Directors
- CM “for information”
- Administration Department of CM
“for publication in the National Gazette”
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B7.05- 01 CIR.

CIRCULAR
ON
INSTALLMENT LOANS CLASSIFICATION AND PROVISIONING

This circular gives guidance on when an installment loan should be classified as a non —
performing loan. Non — performing refers to the loan classification of sub — standard, doubtful
and loss defined in Prakas B 7-02-145 dated June 7, 2002.

The guidelines are best illustrated by means of an example. Suppose a bank grants a customer
an installment loan on January 1, 2004 for USD 1,200 at interest rate of 12% per annum for 12
months with the monthly repayment (inclusive of interest and principal) as stated below.

Date Installment
31 Jan 106.62
29 Feb 106.62
31 Mar 106.62
30 Apr 106.62
31 May 106.62
30 Jun 106.62
31 Jul 106.62
31 Aug 106.62
30 Sep 106.62
31 Oct 106.62
30 Nov 106.62
31 Dec 107.84

Case 1 — Partial repayment (where repayment amount is zero or less than installment
amount) assuming the customer has fully paid Jan and Feb installments.

Suppose, on 31 March, the customer repays only USD 50.00 instead of USD 106.62. There is a
short payment of USD 106.62 — USD 50 = USD 56.62. The customer, however, pays the
installment of USD 106.62 as per schedule from April 2004 to December 2004 onwards.

In this case, it cannot be said that part of the April 2004 installment is meant to partially repay
the arrears of March 2004 and so on. Thus, it is not correct to say that the account is always
current since part of the monthly repayment goes to repay the arrears.

In this specific instance, the account should be classified as sub — standard starting on 1 July
2004. (90 days overdue). Provision for loan loss should be made at a minimum of 10% of the
principal outstanding as at 1 July 2004.

The account status will change from sub —standard to doubtful on 1 October 2004. The balance
outstanding should be transferred from sub — standard to doubtful account and balance in
accrued interest receivable — sub standard should be transferred to accrued interest receivable —
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doubtful. Similarly provision for loan loss should be made at a minimum of 30% of the
principal outstanding as at 1 October 2004.

If the balance of principal outstanding has not been fully paid by 1 April 2005, the account
status will change from doubtful to loss. The balance outstanding should be transferred from
doubtful to loss account and balance in accrued interest receivable — doubtful should be
transferred to accrued interest receivable — loss. Similarly provision for loan loss should be
made at 100% of the principal outstanding as at 1 April 2005.

Case 2 — Partial repayment with subsequent sufficient higher repayment

The example is the same as above except that for May’s repayment, the customer repays USD
106.62 + USD 56.62 + penalty. The penalty represents interest on unpaid interest and unpaid
principal on installment and may be imposed by the bank. The customer continues faithfully
with the repayment schedule thereafter. In this instance, the account remains as standard.

Case 3 — Partial repayment with subsequent insufficient repayment

The example is the same as Case 1 above except that for May’s repayment, the customer
repays USD 106.62 + USD 20 + penalty. The customer continues to repay the amounts in
accordance with the original repayment schedule. The customer is in arrears since 31 March
2004 and remains in arrears as at 31 December 2004.

In the example on Case 1 above, there is a balance outstanding as at 31 December 2004 of
USD 56.62 + accrued Interest.

In Case 3, there is a balance outstanding of USD 36.62 + accrued Interest as at 31 December
2004.

In accordance with chart of accounts requirements, interest accrual in suspense should not stop
on 31 December 2004 if there is still an outstanding balance remaining in the loan principal.

The criteria for transferring loans and overdrafts once classified as non — performing loans to
standard loans and overdrafts has been addressed previously in the circular on non -
performing loans, provisions and interest accounting previously (No. B7.04.01 CIR dated
November 8, 2004). Page 2 of the same circular on partial repayments refer to non —
performing loans and should not be confused with the partial repayments on standard
installment loans.

Phnom Penh, January 21, 2005

Bank Supervision Department
Signed: Mr. Phan Ho & Mr. Kim Vada

CC:- All banking and financial institutions
- File
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B7.05- 02 CIR
CIRCULAR
ON
REQUIREMENTS FOR BANK AND FINANCIAL INSTITUTIONS
TO HAVE A SYSTEM OF CHECKS AND BALANCES

This circular gives guidance on the need for bank and financial institutions to have a system of
checks and balances in its accounting system so that the accuracy of accounting records can
be enhanced and errors promptly highlighted and corrected. A system of checks and balances
forms part of the overall internal control system of a bank and minimizes operational risks in
banking operations. As a minimum standard, each bank should ensure that the following
areas form part of its system of checks and balances.

Segregation of staff duties

Banks should not allow a single staff to perform all aspects of a banking operation. For
instance, the same staff should not recommend, approve, analyze, disburse, record and
control collateral in a loan operation; the staff in charge of computer operations should not
also perform program development or program modifications; the cashier who accepts cash
deposits for lodgment into customers’ accounts should not also be responsible for the general
ledger. In general, the functions of recording, custody and authorization should be kept
separate for any specified banking operation.

Banks should avoid conflict of interest situations when assigning tasks to staff to ensure a
proper system of checks and balances.

Accounting Entries and Records

Where journal entries are raised manually, they should be properly authorized by a bank
officer. The bank officer should sign on the accounting voucher as evidence of authorization
before it can be posted to the general ledger. In a computerized environment, the authorization
is usually done on a computer monitor on - line. However, the access and authorization rights
of staff are maintained in a computer file and this should be properly reviewed by management
in respect of data entry, authorization and modification.

Dormant or Inactive Accounts

Banks should segregate dormant and inactive accounts from active accounts to have better
control over these accounts. An account is normally considered dormant if there is no activity
for over 12 months. Special attention should be paid to dormant accounts of demand and
savings accounts of customers. A check and balance system would require specific
authorization from a senior bank officer if there was a sudden account activity in the dormant
account.

Banks should transfer credit balances of customer accounts which have been dormant for 10
consecutive years to the National Bank of Cambodia for administration in accordance with
article 71 of the Law on Banking and Financial Institutions.

Monthly Balancing of Subsidiary Accounts

Banks should periodically agree the subsidiary records and accounts to the control accounts
and general ledger. This should be done not less than once a month.

36



Physical Count of Assets
Banks should have written procedures to periodically count physical assets to agree with the
control accounts and general ledger. The following states the minimum frequency of counting.

Physical assets Frequency
Cash in vault and on hand Monthly
Securities Monthly
Certificates of deposits Monthly
Collateral Semi - Annually
Bills Receivable Quarterly
Usance Bills Quarterly
Letters of Credit Outstanding Semi - Annually
Guarantees Semi - Annually
Properties Semi - Annually
Fixed assets Semi - Annually

Bank Reconciliation

Banks should ensure that reconciliations are carried out for all nostro accounts, at least once a
month. Open items should be properly investigated and followed to their proper conclusion.
Bank reconciliations should also be reviewed by a bank officer who should approve them.

Suspense Accounts
Items recorded in suspense accounts should be promptly investigated and properly transferred
to the proper chart of accounts number. Suspense items should not be carried forward for more
than a few days. Bank management should write off items in suspense if they cannot be
recovered. This account is not to be used when a proper chart of account number exists to
record the transaction.

Backup procedures and Disaster Recovery Procedures

Banks should have written procedures concerning backup of accounting records, customer
records, computer tapes and disks, collateral register and other documents of value. Among
the items to consider are such issues as frequency of backup, off—site location, media of
backup and procedures. Banks should have written procedures on disaster recovery and
business resumption plans.

Backup procedures and disaster recovery procedures should be tested at least once a year.
Proper documentation should be kept.

Internal Audit

Banks should set up an internal audit department. The internal auditor should report to the
highest management level practicable and be independent of operating functions to maintain
independence and efficacy.

Banks are reminded of Prakas B7.00-04 on the Licensing of Banks, Article (I) on Internal
Audit.
Phnom Penh, January 25, 2005
Bank Supervision Department
Signed: Phan Ho Kim Vada

cc: - All banks and financial institutions
- File
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B7-05- 03 CIR
CIRCULAR
ON
MULTI - CURRENCY ACCOUNTING FOLLOWING IMPLEMENTATION
OF UNIFORM CHART OF ACCOUNTS

This circular gives guidance on the recommended approach for bank and financial institutions
in adopting multi — currency accounting for transactions involving foreign currencies. It
includes the procedures for daily revaluation and accounting for gains or losses on revaluation
as well as recognition of exchange positions on foreign currency loans and foreign currency
accrued interest.

The guidelines should be read in conjunction with the Prakas No. B 7-00-50 on the accounting
process for foreign currency transactions dated February 17, 2000.

Multi — Currency Accounting

The uniform chart of accounts (COA) which has been adopted by banks is a multi — currency
COA. Each general ledger account has a currency code, namely, the last digit. This system of
coding applies to assets, liabilities, income, and expense and off — balance sheet items.
Therefore, the book — keeping entries for any banking operation can be made in by debiting
and crediting the general ledger accounts by each currency. For instance, an outward
remittance in Euros to the debit of a customer’s account can simply be made as follows, if the
customer maintains a current account in Euros:

Debit Customer Account in Euros
Credit Nostro Account in Euros
[Ignore commission]

Similarly, a fixed loan in THB can be journalized as:

Debit Fixed Loan in THB
Credit Customer account in THB

There would be no foreign exchange involved. Any exchange risk in Euros or THB, in terms of
assets and liabilities is neutralized by booking the asset and liability both as a debit and a credit.

However, if the customer has a USD current account and desires the bank to remit in Euros,
the bank would convert the Euros to USD and debit the customer accordingly. This gives rise
to an exchange position in Euros vis - a - vis the base currency in USD. The accounting entries are:

Debit Customer Account in USD
Credit Equivalence in Foreign Exchange in USD

Debit Foreign Exchange Position in Euros
Credit Nostro in Euros
[Base currency is USD]

In a multi — currency trial balance, both the USD and the Euros will balance in debits and
credits. For presentation and reporting purposes, the conversion of the USD and Euros to Riel
will not result in any translation gain or loss or exchange gain or loss.
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In our example above, the bank has a foreign exchange position in Euro versus USD. Bank
management should set its internal policy on the limit of exchange exposure. The exchange
position should be revalued daily or other intervals using market exchange rates and any gains
or losses taken to the income statement. Gains and losses on foreign exchange revaluation for
banks should not be taken to reserve accounts in the balance sheet.

Dual currency accounting

Many banks currently use dual currency accounting despite the adoption of the COA. There
are two scenarios. The first is that a bank does not have an overseas correspondent for the
foreign currency that it is remitting. For instance, a bank customer has a USD current account
and he instructs his banker to remit in Euros. In this case, the banker merely passes the
exchange position to his bank correspondent in USA and instructs him to remit Euro and
charging his account in USD. The local bank accepts the exchange rate charged by the US
bank and it does not have an exchange position. The disadvantage of this approach is that it is
costly for the local bank and its customer.

The second scenario is that the customer maintains his current account in Riel but wishes to
remit in USD. In this case, the accounting entries in a dual currency account would be:

Debit Customer in Riels
Credit Nostro in Euros and in Riels (Dual Currency)
[Ignore commissions and assume the base currency is Riel]

The Euros in the nostro account and its equivalent in Riel will fluctuate with the market value
of Euro vis — a vis Riel. Banks should revalue the foreign currency against the base currency at
least once a month and take the gains or losses to income statement.

Foreign Currency income and expense items

Article 8 of the above Prakas states that the accrued foreign exchange income and expense
relating to foreign currency loans and borrowings, securities or off — balance sheet operations
shall be revalued at the spot rate and entered in the profit and loss account.

In a multi — currency accounting system as suggested above, this is easily done. Each month,
there will be as many profit and loss statements as there are currencies in the bank. To give
effect to article 8, banks need only to take up the exchange position of the net income less
expense by currency and pass the accounting entries:

Assume, there is a net income, say in THB

Debit Income in THB
Credit Exchange position in THB

Debit Equivalence in USD [Assume the base currency is USD]

Credit Income in USD

[By virtue of this operation, banks will have revalued the foreign exchange income in their
foreign currency loans]

In a dual currency accounting system, such accrued interest cannot be easily revalued since

both the accrued interest receivable in foreign currency and the interest income were booked at
the same booking rates. Any revaluation does not give effect to the amount earned.

Phnom Penh, February 10, 2005

Bank Supervision Department

Signed: Phan Ho & Kim Vada

cc: - All banks and financial institutions
- File
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B7.05- 54 Prorkor
PRAKAS
ON
LON POLICIES, PROCEDURE AND LENDING AUTHORITY

The Governor of the National Bank of Cambodia

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

- With reference to the Royal Kram NS/RKM/0196/27 of January 26. 1996
promulgating the Law on the organization and conduct of the National Bank of
Cambodia;

*th reference to the Royal Kram NS/RKM/1199/13 of November 18. 1999
promulgating the Law on Banking and Financial Institutions;

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

- With reference to the Prakas No B7-00-38 relating to liquidity for banks and
financial institutions;

- With reference to the Prakas No B7-02-187 on amendment of Prakas No B 700-
38 relating to liquidity for banks and financial institutions;

- Pursuant to the agreement reached at the meeting of the senior officials of the
National Bank of Cambodia on 28 December 2004.

DECIDES

Article 1:
Every bank or financial institutions shall conform to sound and prudent credit
policies, practices and procedures in the granting of credit which shall be duty approved
and reviewed by management and/or board of directors.

Article 2:

Every bank or financial institution shall establish:

i. written policies and procedures setting out its loan policies, procedures and
limits of lending authority of its officers and/or credit committee and board of
directors and that these be communicated to all personnel involved in the
credit granted activities.

ii. credit file on all its borrowers which shall contain adequate and timely
information and reliable as per appendix.
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Article 3:
Loan policies, procedures and lending authority shall include, the requirement
for credit analysis, approval process , periodic credit review procedures documentation
and other necessary information.

Article 4:
The General Direction, the General Secretariat, the General Cashier, the
General Inspection, all Departments of the National Bank of Cambodia, and all
Banking and Financial Institutions under the NBC’s supervisory authority shall
strictly implement this Prakas.

Article 3:
This Prakas shall have effect from the signing date

Phnom Penh, 29 December 2004
The Governor
Signed and sealed: Chea Chanto

cc: - The Members of the Board of Directors
- CM “for information”
- Administration Department of CM
“for publication in the National Gazette”
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Appendic : attached to
Prakas No.B7.05-054 Prokor
Date March 10, 2005

INFORMATION TO BE MAINTAINNED IN CREDIT FILE
(1) INFORMATION ON BORROWER

(a) Natural Persons + Address, Contact address, Occupation, Employer, Salary / Income,
Financial position / net worth and any other relevant information.

(b) Legal Persons + constitution (proprietorship, partnership) business background and
history, organization structure, management team / director, shareholders / proprietor /
partner, financial position and performance, and any other relevant information.

(11) INFORMATION ON CREDIT FACILITY

(a) Description of facility type (Overdraft, Revolving, Instalment, amount, currency)

(b) Purpose of facility

(c) Teams of facility + limits, interest rates, repayment schedules, tenor/ term, expire dates

(d) Collateral Title deed number of collateral, location, types, valuation amount, valuation
date and where applicable, name of appraiser

(e) Guarantors names, financial position and net worth

(111) INFORMATION FOR APPRAISAL OF CREDIT APPLICATION

(Certain information would not be applicable for borrowers who are natural persons)
(a) Assessment and recommendation of account officer/manager
(b) Approval and basis of approval by management/credit committee
(c) Qualitative analyses bases on :
() Borrower information
(i) history of relationship with customer
(iif)  information on the banking relationship of other related groups of the
borrower with the bank
(iv)  information obtained on the borrower from other institutions and sources,
including related offices of the bank
(v) Analysis of industry and business risk
(vi)  Single customer concentration (if appropriate)
(d) Quantitative analyses based on:
() financial position and performance (previous, current and projected)
(i) business plan, source and cash flow forecast for meeting repayment
requirements.
(e) Capital resources
(f) Other commitments
(9) Collateral appraisal and value

(1IV) INFORMATION FOR PERIODIC CREDIT REVIEW

(Certain information would not be applicable for borrowers who are natural persons)
(a) Assessment and recommendations of credit review officer, including:

(i) credit grading/rating accorded
(i) provision for losses
(iif)  interest in suspense
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(b) Approval and basis of approval for renewals; revision in terms and conditions; and
changes in credit grading
(c) Latest available information on:
() Outstanding facilities utilized, including contingent liabilities, commitment
and other off-balance sheet transactions
(i)  conduct and servicing of account
(iif)  correspondences and call report from meetings with borrowers and site
visits
(iv)  current qualitative analyses based on latest updated information including
review comments from internal and external auditors where available on
borrower,
(d) Current quantitative analyses based on latest updated financial information, appraisals
and valuations
(e) Information on the account conduct of other related groups of the borrower
(f) Analysis of industry and business risk
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B7.05- 001 CL
Phnom Penh June 15, 2005
CIRCULAR
ON
THE SELECTIONS OF INDEPENDENT AUDITORS
BY BANKS AND FINANCIAL INSTITUTIONS

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

- With reference to the Prakas on annual Audit of Financial statement of Banks and
Financial Institutions dated 29 December 2004

- In response to off site supervision and to show the transparency of financial statement
of banks and financial institutions.

1- All banks and financial institutions must select an independent auditor authorized by the
National Bank of Cambodia to audit their annual financial report.

2- All banks and financial institutions must notify the name of the selected independent
auditors to the National Bank of Cambodia before December 31* of each calendar year.

3- Banks and financial institutions must change their independent auditors every three
year.

4- The National Bank of Cambodia reserves the right to reject the independent auditors

advised by banks and financial institutions with no reasons.
This circular shall have effect from the signing date.

THE DIRECTOR GENERAL
Signed and Sealed: TAL NAY IM

CC : All banks and financial institutions
File
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