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KINGDOM OF CAMBODIA
NATION RELIGION KING

‘ATIONAL BANK OF CAMBODIA

e @302 . £AY . Prover
Unofficial translation

PRAKAS
ON
GOVERNANCE
IN BANKS AND FINANCIAL INSTITUTIONS

Thé 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, promuigating the
Law on the Organization and Functioning of the National Bank of Cambodia;

With reference to the RoyaI.Krém NS/RKM/1199/13 of November 18, 1999, promulgating the
Law on Banking and Financial Institutions;

With reference to the Royal Kram NS/RKM/0605/019 of June 19, 2005, promulgating the
Law on Commercial Enterprises; '

With reference to the Royal Decree NS/RKT/0508/526 of May 13, 2008, on the
reappointment of His Excellency Chea Chanto as Governor General of the National Bank of
Cambodia, equivalent to Senior Minister; '

With reference to the Prakas B7-00-04 on the Licensing of Commercial Banks; dated
January 10, 2000; ‘

With reference to the Prakas B7-00-05 on the Licensing of Rural Credit Specialized Banks;
dated January 11, 2000;

With reference to the Prakas B7-00-06 on the Licensing of Micro-Finance Institutions; dated
January 11, 2000;

Pursuant to the recommendation made by National Bank of Cambodia management during
the October 03, 2008, meeting.
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Decides:
Chapter 1
General Regulations
Article 1

The purpose of this Prakas is to strengthen governance of Banks and Financial Institutions,
hereafter called “Institutions” by organizing different levels of management such as an
independent and active board, an Executive board, and specialized committees with the
qualifications, capacity and integrity for effectively managing the institutions.

“Article 2. .., . :
For the purposes of lmpfementmg this regulation the following definitions shall apply.

“Decision-making body” or “Board”: the collegiate body that is responsible for supervising the
management and situation of the financial institution on behalf of the shareholders, i.e., the
board of directors of public limited companies governed by the Law on Commercial
Enterprises of the equivalent supervisory board of firms having a different legal form.

“Executive body”: the persons who are responsible for the effective management of the
financial institution, referred to in Article 6 of the Prakas B7-00-04 on the Licensing of Banks,
Article 5h of the Prakas B7-00-05 on the Licensing of Rural Credit Specialized Banks or
Article 5h of the Prakas B7-00-06 on the Licensing of microfinance Institutions.

“Audit committee™ a specialized committee that may be set up by the decision-making body.
The dec:s:on-maklng body shall determine its membership, tasks, operating procedures and
the conditions in which the statutory auditors and any other person belonging fo the

institution shall be mvolved in its work

*Risk committee™ a specuahzed committee that may be set up by the decision-making body
The decision-making body shall determine its membership, tasks and operating procedures.

“Remuneration and nomination committee™. a specialized committee that may be set up by
the decision-making body. The decision-making body shall determine its membership, tasks

and operating procedures.

“Senior management”: a group of key executives overseeing day-to-day management of the
institution.

Chapter 2
Qualified, Active and independent Board

Atticle 3
Board members should be qualiﬁed. This means that they shall.

Undergo the fit and proper testing process at the NBC which is part of the
licensing processes;

- Understand their role, including the institution's risk profile;

- Be trained if necessary so as to maintain a collective expertise;

Understand their duties to sharehalders, to the institution, and to stakeholders;
Understand the overall regulatory environment in order to be knowledgeable of
regulatory issues that could arise.

Follow up on current market conditions and be knowledgeable of the competitive
environment of the institution’s business.

- Have fime and energy to be able to act efficiently.



pmUid o 13 § od 18 § & bood nifiy 66 Grldy

o

9

Y
2
)
=
V]
.
)

Arlicle 4
Board members should be active. They should at ieast:

- Approve the institution’s strategy, the risk policy and management procedures;

- Structure themselves in a way to make discussions efficient;”

- Select, monitor, replace key executives;

- Question senior management; : -

- Design a reporting system that enables them to perform their duties in a timely
and knowledgeable manner;

- Meet regularly with senior management and intemal audit;

- Regularly assess their practices;"

- Periodically assess the institution’s policies in fight of performance and potential

. issues and problems that can be identified; : :

- .Exercise forward-looking judgment in order to identify potential issues and
problems facing the institution and ensure that adequate corrective actions be

taken promptly where required. -

A board member shall attend meetings at least two tirﬁes in one year. A board member shait
be dismissed when hefshe does not attend three consecutive board meetings without an

appropriate reason.

it is the Board's responsibility to immediately inform the National Bank of Cambodia of any
foreseen or of any existing changes in ownership and/or in voting rights held in the banking
institution. This reporting responsibility not only concerns any change leading to reach a 5%
or a 20% threshold in capital holdings or in voting rights held but also any change that would
have a direct or indirect impact in terms of effective control of the banking institution, either
through percentage of shares held or voting rights detained. This reporting responsibility
applies to the Board without any prejudice to other regulatory requirements related to new’or
transferred shares and/or voting rights. '

Article 5
Board members should exercise sound judgment. They should:

- Avoid conflicts of interest;
- Decline from participating in decision-making when in such confiict;
- Promote the institution’s safety and soundness. '

Article 6 :
1 For commercial banks, except foreign bank branches, the board shall include at least

two independent members, Independent members are defined as being capable of
exercising judgment independent of the views of management, political inferests or

inappropriate outside interests.

2 For specialized banks and Microfinance Institutions, the body acting as a board of
directors shall at.least be composed of 3 board members, among whom 1 should be
independent under. the definition provided in Article 6.1. Should such institutions have a
board of directors composed of more than 3 members, they shall ensure that, a minimum,

one third of its members are independent,

3 Foreign bank branches are required to adopt good governance policies and
procedures aimed at complying with the principles set forth in this Prakas. The strength of
focal governance of a foreign bank branch shall be commensurate with the level of
management autonomy granted by foreign headquarters to local executives.
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Article 7
Institutions shall establish an Audit Committee and Risk Committee and may establish a

Specialized Committee as needed or as required by NBC.

Article 8

The Audit Committee of Institutions shall be chaired by an independent board member. It
shail include at least an independent person with expertise in finance and accounting, and an
independent person with expertise in fegal issues and banking. ‘

As a minimum, the Audit Committee shall be responsible for:

» ensuring that the information provided to the public and to NBC is clear, accurate
and reliable; ,

* assessing the relevance of the accounting methods used to prepare the individual
and consolidated accounts, if any;

+ assessing the quahty of internal control procedures in part:cu!ar whether the
systems for measuring, monitoring and controlling risks are consistent, and
recommending further action where appropriate.

Article 9
The Risk Committee of Institutions shall be chaired by a person with expertise in finance and
risk management. That person shall be independent from day-to-day operations.

As a minimum, the Risk Committee shall be responsible for momtonng the implementation of
risk management pollc:es. as defined by the board. . :

Article 10
if an Institution has a Remunerat:on and Nomination Committee, the committee shall be _

chaired by an independent board member. It shall include at least one mdependent person
with expertise in legal issues and banking. :

As a minimum, the Remuneration and Nomination Committee shall be responsible for;
* ensuring that the remuneration policy is consistent with the Iong-term objectives
and corporate values of the insfitution;
+ recommending procedures to select and replace board members;
. recommendlng independent persons who will become committee. members as
referred to in this Prakas;
» approving the nomination of senior management.

Chapter 3
Strategic objectives and corporate values

Article 11
The board should define corporate values and make sure they are spread understood and

adhered to within the organization. These corporate values must take into account the
mterests of shareholders and depositors.

Article 12
The board should make sure that policies and procedures are established in writing and fully

complied with, especially with regard to the foliowing:
- Conflicts of interest; -

- Lending to officers and employees;
- Transactions with related parties and affiliates.
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Article 13
Potential conflicts of interest deserve special attention from the board.

- Special attention is required where the institution is part of a group;

- Conflicts shouid be prevented, managed and disclosed;

. Information barriers should be set to avoid conflicts of interest;.

Information about clients should be clear and fair about conflicts of interest;
Supervisors should be closely informed of potential corflicts of interest.

Chapter 4
Clear Lines of Responsibility

Article 14
The board should define its own responsibiliies and those of senior management

consistently with applicable laws and reguiations.

Senior ménégement should establish clear rules to delegaté its duties to the staff. Senior
management should also establish clear reporting requirements almed at supporting an
effective surveillance of compliance with the established rules discussed above.

Senior management which is part of the Executive Body, as defined in article 2 of this
Prakas, shall undergo a-fit and’ proper testing process at NBC prior to taking on their
executive responsibilities within the institution.

Arlicle 15
In banking groups, senior management should design the management structure at the

group level and also at-the level of each company that is :part of the corporate group
structure. The board of any ‘subsidiary must fully retain its own governance responsibilities.
Similary, out sourcing of key functions does not eliminate the institution’s responsibifities i

overseeing activities and managing risks.

Arlicle 16
The board should ensure that there is appropriate oversight by senior management

consistent with board policy. The senior management should have the necessary skills.

Senior management shall be accountable for its decisions and actions towards the Board.
Senior management should fully adhere to policies established by the board and shouid, on
a regular basis, report to the board on the institution’s risk-profile, performance, issues, major

litigation and actual or potential regulatory issue(s).

Chapter$ |
Promotion of Quality and Efficiency of Audit

Article 17 : . .
The board and senior management should effectively use the work of auditors and internal

control functions.

Management should communicate acknowledgement of internal and external

auditors’ work importance throughiout the institution;
Findings of interal audits should result in effective corrective ac_:tion w

when required;

here and
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. Timely implementation of required and effective corrective actions shall be
considered in light of the findings’ gravity and of the risk for further deterioration of
the overall institution’s risk profile and regufatory compliance condition.

Chapter 6
Compensation paolicies

Article 18
The board and, where relevant, the Remuneration and Nomination Committee, should

ensure that compensation policies and practices are consistent with the institution's
corporate culture, long-term objectives and sirategy, and control environment.

The board should determine or approve compensation of board members and senior
management. I ‘ '

Remuneration of non-exeéutive directors should be preportionate to their involvernent but not
related to the short-term performance of the institution. S TR

Incentives for board members and senior managers should aim’at enhancing fong-ferm -
corporate vaiue.

Chapter VI
Transparency

Article 19. : : P
Financial institutions should be govemed in a transparent manner. Disclosure to the public .
should be proportionate to the financial institution’s size, activity, complexity and risk profile.
Disclosure should include at least the following: S :

. Board structure and management structure of the institution,

- Basic ownership structure, o

" Where applicable, corporate group structure and corresponding ownership shares
held, . ' ' : ' S -

- Organization,

- Incentives,

- Code of conduct or ethical code,

- Policies as regards conflicts of interest,

- Lending policies and limits applying to related parties and affiliates.

Chapter;S
Understanding of Institution’s Structure

Article 20
The board and senior management:

- should understand the institution’s operational structure, including where the
institution aperdtes in jurisdictions or through structures that impede transparency,

- should ensure that senfor management follows clear policies as regards operating
through non-fransparent structures or jurisdictions; T

- appropriate policies should be in place for the approval and review of complex
financials structures, instruments or products;
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- should make sure that internat audit does not leave these structures or activities

out of their regular reviews;
should ensure that outsourced key activiies remain under sufficient control and

that the corresponding risks are adequately identified and monitored.

Chapter 9
Transitional Provisions
Article 21
1. Starting from the publication of the present regulation, commercial banks and

specialized banks, except foreign bank branches, shall fully comply with all provisions and
requirements established on governance and, more specifically, with the ones set forth in

article 6 of this Prakas no later than:

. 12 months for institutions with a total headcount of higher than 300 or total assets
higher than KHR 400 thousand milfion, at publication,

. 18 months for institutions with a total headcount of more than 150 buf less than 300
or total assets from KHR 200 thousand million to KHR 400 thousand million at publication,
and -

. 24 months for institutions with a total headcount befow 150 or fotal assets below

KHR 200 thousand million at publication.

2, Within 9 months from publication of the present regulation, banking and financial
institutions shall provide NBC with an action pian detailing the steps takern/ {o be taken: in
order to fully comply with the requirements set forth. This action plan shall notably discuss:

« the profiles the bank is looking for to fill the positions with respect to its targefed
organizational structure,

* a clear description of responsibilities for both independent and’ other board members, and

» intended responsibilities of independent board members espec:aﬂy with regard io the

committees to be established.

3. Action plan and targeted organization and responsibilities discussed above shalf be
clearly discussed and reported in a timely fashion to NBC.

Article 22
Foreign bank branches shall report in writing within 9 months from the publication of the

present regulation to NBC on their governance policies and procgdures. They shall discuss:

. the decision-making autonomy granted by their headquarters
. the policies and procedures established on govemance and control matters by the
headquarters they have to comply with
. detail the reporting lines of branch execufives to the board members and their
" responsibilities within the institution such as established in the headquarters
e discuss the delegations granted by the head office to local executive managers
"« ' discuss the established internal control policies and procedures local risk

'management processes and authorities required from head office to engage the institution

through transactions performed by the branch.
Underlying documentation above shall be addressed to NBC, through copies and with

the report.
.NBC might require a periodic update of such repomng in order to update its

assessment of the strengths and weaknesses of foreign bank branches’ goverance and
controls.
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Aricle 23

For microfinance Institutions, compliance should be achieved no later than 24 months from
publication of this regulation. Institutions shall provide NBC with an action plan detailing the
staps taken/ to be taken in order to fully comply with the requirements set forth. This action

plan shall notably discuss: .
« the profiles the bank is looking for to fil the posiions with respect to its fargefed -

organizational structure,
« a clear description of responsibilities for both, independent and other board members and

« intended responsibilities of independent board members especially with regards fo the
committees to be established.

Where necessary, an action plan should be sent to NBC within @ months of publication.

Chapter 10
Final Provisions

Article 24 ’ :
The ‘General Directorate, the General Secretariat, the General Inspection, the General

Cashier and all Departments of the National Bank of Cambodia, and all financial institutions
under NBC's supervisory authority shall strictly implement this Prakas.

Article 25
This Prakas.shall have effect from the signing date.
Phnom Pesh, November 25, 2008
. The Governor
signed and sealed

i

cc: - Al members of the Board of Directors
- The parties concerned as stated in Article 24
- File '
- CM “for info!l
- Administration Department of CM
“for publication in the National Gazette™





