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1. Introduction
1.1.Study Objectives

The recent Development Finance Assessment (DFA) conducted for Cambodia highlighted how the country has
moved from an Official Development Assistance (ODA) dependent country to one where domestic revenue is the
most important source of development financing. It also pointed to the strong need to diversify sources of
development financing and hence to explore innovative and green financing instruments, especially in the context
of the Government’s Socio-Economic Recovery Plan. There are several green financing options that Cambodia
could explore for that purpose.

It is against this background that UNDP is supporting the Royal Government of Cambodia and other relevant
stakeholders to accelerate access to development finance (including green finance) for sustainable development.
Green/thematic bond is one of the financing instruments that UNDP has prioritized in its expanded innovative
finance offer. The rapid rise of thematic bond issuances in the fixed income market has indeed led many sovereigns
to consider their own issuances. This instrument has the potential to offer Cambodia a means of raising funding
from the capital markets to finance projects that positively impact the nation’s SDGs achievement.

This builds on the ongoing collaboration between UNDP and the Ministry of Economy and Finance (MEF) on
development finance (including for the issuance of a sovereign bond in local currency), and benefits from the global
expertise that UNDP has developed in supporting countries in issuing thematic bonds.

The “Feasibility study and roadmap for thematic/green bond in Cambodia” was initiated with the overall objective
to facilitate socio-economic development at the local level through strengthening accountable, transparent, and
results-oriented public finance mechanisms. The objective is to ascertain the viability of the issuance of a sovereign
thematic bond in Cambodia.

1.2.0verview of the report

The overall aim of the study is to establish whether a thematic bond issuance is the right step for Cambodia at this
moment in time, and to identify what processes would need to take place for the country to establish a solid
foundation for thematic bonds in the future. This report explores the current debt issuance market and economic
situation, debt management strategy, key national sustainable development and climate change priorities, and
current pipeline of public investment projects. The study also highlights stakeholders required for thematic bond
issuance, including ministerial and financial services counterparties, and addresses the current capacity of the
Cambodian government to consider a thematic bond issuance in the near future. As well, the report identifies the
RGC's current debt-carrying capacity and suggested thematic bond characteristics based on the government's
appetite for the issuance, project pipeline and capacity to support such issuance. This study concludes with a clear
roadmap that Cambodia could consider from a financial and non-financial perspective to seek additional sources of
finance through thematic bonds and makes recommendations on how organisations like UNDP can help to deliver
the underlying requirements of a thematic bond issuance.

1.3.Methodology

This report has been compiled using a combination of desk research, proprietary knowledge from previous
assignments and information gained from structured interviews which took place in November and December
2022. Interviews were conducted with a wide selection of Cambodian Government Ministries, local banks, and
centralised regulatory and government bodies. Interviews were held with a selection of international banks and
advisors operating in the thematic bond issuance space for additional perspective and insight. (See Annex list of
institutions interviewed)

The report was researched and written by a team of UNDP consultants- Chris Smith, Alberto Ortiz and Sothea




Oum between October and December 2022. The team were supported by members of staff from the social
enterprise Bankers without Boundaries (BwB) (www.bwb.earth).

2. Executive Summary

Consistent reforms in tax policy and administration over two decades have yielded positive results for Cambodia.
Domestic tax revenue increased from 10.0% of GDP in 2010 to 18.0% in 2021, making Cambodia among the best
performers in ASEAN!. While Cambodia has made significant leaps in achieving its Nationally Determined
Contributions and Sustainable Development Goals, its exposure to climate change remains high. Financial resources
and sound investments are needed to address concerns, reduce emissions, promote adaptation to the impacts that
are already occurring, and build resilience. Cambodia has mainly financed its development requirements with
international concessionary loans from bilateral and multilateral creditors, which has brought the benefits of low
yields and long tenors. While Cambodia continues to have access to concessionary finance, the RGC will continue
to include concessionary loans in its debt management strategy. Prospective future graduation to a Lower-Middle
Income Country (LMIC) status will imply less access to concessionary trade and financial conditions, therefore
diversifying and expanding its trade and financing options will place Cambodia in a stronger position following
graduation.

To leverage the domestic financial market, Cambodian authorities are planning to issue, for the first time, local-
currency government bonds worth in the region of USD 200 million in 2023, while strengthening market
infrastructure to manage the whole cycle of domestic securities (e.g., issuance, registration, and trading). This type
of issuance supports an underlying need to diversify funding sources and promote local currency issuance and
investor participation. Furthermore, a debt anchor in nominal terms, combined with an overall deficit ceiling, would
provide a credible framework for any future issuances, especially as Cambodia continues to develop the market for
sovereign debt. In this respect the current framework for the issuance of bonds in the domestic market could be
expanded to include thematic bonds.

Market participants interviewed during the course of the work to produce this study indicate that the local bond
market is nascent and knowledge of thematic bonds within the local institutional investor market is limited. A
deeper knowledge of thematic bonds is therefore required to assist the development of the local primary market.
Furthermore, local banks suggested that their interest in investment in a sovereign issuance, given restrictions in
capital allocation, would be towards shorter tenor opportunities i.e. less than 3 years and subject to comparable
market rates on the coupon.

From a technical perspective the indication that Cambodia plans to issue local currency bonds in 2023 worth USD
200 million demonstrates that the country could, should it choose to, issue thematic bonds to an equivalent value.
Current credit ratings appear to support the issuance of local currency bonds in 2023 however further
deteriorations in the ratings or outlook may alter this position.

Key Nationally Determined Contribution (NDC) priorities for Cambodia and the substantial levels of estimated
finance necessary to achieve those priorities provide a strong rationale to the market for the issuance of a thematic

'IMF. (2022). Cambodia: 2022 Article IV Consultation-Press Release; Staff Report; and Statement by the Executive Director for Cambodia. [online]
Available at: https://www.imf.org/en/Publications/CR/Issues/2022/12/15/Cambodia-2022-Article-IV-Consultation-Press-Release-Staff-Report-and-

Statement-by-the-
526993 #.~:text=IMF%20Staff%20Country%20Reports&text=A fter%20suffering%20a%20recession%20during,demand%20and%20increased%20inf

lation%?20rates
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bond and in particular a sustainability bond. Based on the current Public Investment Programme (PIP) pipeline, the
wider reference point of a Sustainability thematic bond provides a more immediate opportunity for a credible
project pipeline than the narrower scope of a “green” thematic bond at this point in time. Critical projects like health,
education and national transport, road and energy infrastructure, and those supporting gender equality could then
be included.

Should the decision be made to proceed towards a thematic bond issuance, preparatory steps are needed, in the
near-term including bond scoping work, formation of a Thematic Bond Project Team, (TBPT) comprising
representatives from key ministries, appointing external parties, designing the thematic bond framework, and
marketing and pricing the bond.

The issuance of thematic bonds requires discipline in the application and monitoring of international standards.
Investors, particularly institutional investors, are looking for issuers that follow market best practices and deliver on
their promises to effectively allocate use of proceeds for revitalizing the economy and avoid greenwashing.

Cambodia has several projects and planned investments in place that can be leveraged during a thematic bond
issuance, however, this pipeline must be supplemented with a robust governance framework, monitoring, reporting
and verification standards and the development of a robust sustainable development-oriented pipeline. The
International Capital Markets Association (ICMA) Thematic Bond Principles provide a robust and proven
methodology for the development of a suitable bond framework to govern the issuance of thematic bonds in
Cambodia going forward.

With respect to project identification and selection, the platform created for decision making and project selection
within the Public Private Partnership (PPP) process could provide a useful starting point for selection of projects
within the context of a thematic bond framework. Reporting of impact metrics has been considered by some
ministries which would support the requirements of a thematic bond issuance, for example the Ministry of
Agriculture, Forestry and Fisheries (MAFF), but this data collection does not appear to be widespread. Creating
consistency in reporting of impact metrics would prove beneficial and create trust with Environmental, Social and
Governance (ESG) focused investors.

Relationships with the Asian Development Bank (ADB), World Bank (WB) and United Nations Development
Programme (UNDP) are clearly respected and valued, which can be leveraged for technical support given the scope
of activity needed for a successful and efficient thematic bond issuance.

The Government is examining the possibility of issuing government bonds in international markets, which is also
an option for thematic bonds. Analysing how internationally issued bonds can be incorporated within the debt
management strategy, selecting timing for debt issuance, and developing a risk management framework are all key
steps which the government must undertake in respect of debt issuance whether a thematic bond or not.

Our research indicates that pending a market sounding analysis at a closer time to the first issuance, the RGC could
debut with a medium-size (USD 100 million to USD 500 million) USD denominated bond, with a fixed coupon, a
bullet structure, and a 5 to 10 years maturity. As part of the roadmap The Asian Development Bank (ADB), should
be approached to identify possible collaboration approaches in respect of both technical assistance and credit
enhancement opportunities. UNDP could provide tailored and on-the-ground support to build capacity, implement
governance and reporting processes and to develop the required thematic bond framework.

Regardless of which type of thematic bond is selected (green, social or sustainability), a sovereign thematic bond
issuance requires clear leadership from the Ministry of Economy and Finance (MEF) to guarantee the right




management process in the issuance, as well as the development of a robust and simple bond framework to choose
indicators that the investment community is familiar with. The issuance would require the implementation of clear
budgetary reporting standards to simplify the identification of eligible expenditures as well as a clear alignment
between the bond’s objectives and national policies/strategies to guarantee continuity and coherence in
government’s action.

3. Background

3.1.Cambodia’s economic outlook

Cambodia has achieved annual average Gross Domestic Product (GDP) growth of 7% over the last two decades
due to policies that ensure macroeconomic stability and an open economy, allowing it to raise incomes and deliver
tax revenues to support the expansion of public services?. Annual GDP per capita has been lower since 2010, at

around 5.5%, compared to the 6-10% growth rate in the prior years, due to high population growth. Before COVID-
19, the poverty rate was estimated to have been reduced to under 10%, however the pandemic seriously impacted
Cambodia’s main economic sectors, in particular the tourism and garment sectors, while the agriculture sector
remained robust. However, in 2021, Cambodia’s GDP growth increased by 3.0% due to the post-pandemic
economic recovery?.

MACROECONOMIC CONTEXT

[l External trade and investment flows remain strong, owing to continued inflows of foreign direct
investment and an increase in exports*

[l According to the latest NBC data, current and capital account deficits narrowed to 10.3% of GDP in 2020,
from 13.7% in 2019, mainly due to strong growth in non-garment exports and a drop in imports®

[] International reserves shortly decreased from USD 21.3 billion in 2020 to USD 20.3 billion in 2021,
remaining broadly adequate, corresponding to close to 8 months of prospective imports®

[l  The level of international reserves, as of 2021, has improved exchange rate stability and built the public’s
confidence in the domestic currency’

[l Credit to the private sector is growing rapidly, from 81.7% of GDP in 2016 to ~170% of GDP by the end
of 2021

[l Cambodia’s gross savings (as a % of GDP) stands at 29% in 2021 8. Deposits remained the dominant source
of funds for banks

[l The value of public external debt increased to 35.9% of GDP in 2021°, still below the Debt Sustainability
Analysis threshold (40%). Moreover, recent Debt Sustainability Assessment (DSA) using the “%-Income
Country (LIC) template for Cambodia has shown a ‘medium’ debt carrying capacity, with an overall

composite index score of 2.968 relatively unchanged from previous years. Cambodia public and external
debt remains at low risk of debt distress

2 UNDP (2021). Cambodia’s Development Finance Assessment | United Nations Development Programme. [online] Available at:
https://www.undp.org/cambodia/publications/cambodias-development-finance-assessment

* World Bank (2022): GDP Growth (annual %) - Cambodia. Available at: https:/data.worldbank.org/indicator/NY.GDP.MKTP.KD.ZG?locations=KH
*IMF. (2022). Cambodia: 2022 Article IV Consultation-Press Release; Staff Report

*National Bank of Cambodia (2021). Annual report. Available at: https://www.nbe.ca/content/dam/bnc/a-propos-de-nous/relations-
investisseurs/assemblee-annuelle/2022/na-202 1-annual-report.pdf

¢ National Bank of Cambodia (2021). Annual report.

7 National Bank of Cambodia (2021). Annual report.

8 Worldbank (2021). Gross savings (% of GDP) - Cambodia | Data. [online] Available at:
https://data.worldbank.org/indicator/NY.GNS.ICTR.ZS?locations=KH

? General Department of International Cooperation and Debt Management (2022). Public Debt Statistical Bulletin | Ministry of Economy and Finance.

Available at: https://gdicdm.mef.gov.kh/en/2022/02/21/10502.html
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[l NBC data from 2021 states that the average liquidity coverage ratio (LCR) of commercial banks and
microfinance deposit taking institutions (MDIs) was 162.5% and 240.4%, respectively, in 2020, from
155.8% and 178.1% in 2019, largely driven by accommodative monetary policy and stringency in credit
allocation by banks and microfinance institutions®

This overall position has created considerable room for Cambodia to finance its needs through additional borrowing
should it choose to do so.

Figure 1 below presents the International Investment Position where it is observed that the country is a net debtor
and is accumulating liabilities, mainly in the form of foreign direct investment.!

Figure 1: International Assets, International Liabilities and Net International Investment Position (% of GDP)
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PRIVATE DEBT

According to data from the IMF, the level of private debt is continuously rising, accounting for 140% of nominal
GDP (170% of real GDP) in 2021, compared to 117% in 2020, raising concerns about the drag on the economy if
borrowers struggle to meet repayments. Credit growth has outstripped growth in nominal GDP for several
consecutive years. Consequently, outstanding private sector credit reached 170% of GDP by end-2021, a ratio
notably above those of other countries in the region. Moreover, these numbers do not account for credit issued by
unsupervised lenders (such as real estate developers and pawn shops), which could be sizeable. Restructured loans
in June 2022 are estimated to be about 13% of GDP, and non-performing loans have already risen to nearly 4%:%
of GDP*2,

PUBLIC FINANCES INCLUDING GOVERNMENT REVENUES

The IMF has stated that public finances are expected to gradually improve. Spending pressures (largely resulting
from support measures in face of COVID) and lower-than-expected tax revenue resulted in a fiscal deficit of just
over 7% of GDP in 2021. The deficit is expected to narrow to just over 4% of GDP in 2022 with a strong bounce-
back in revenues, widen somewhat in 2023, and decrease further thereafter. Public debt-carrying capacity remains
vulnerable to further shocks to exports and growth, but risks of external and overall debt distress remain low, if

!9 National Bank of Cambodia (2021). Annual report.

' IMF. (2022). Cambodia: 2022 Article IV Consultation-Press Release; Staff Report; and UNDP (2021). Cambodia’s Development Finance Assessment.

2 IMF. (2022). IMF Staff Completes 2022 Article IV Mission to Cambodia. Available at: https://www.imf.org/en/News/Articles/2022/09/20/pr22312-
cambodia-imf-staff-completes-2022-article-iv-mission-to-cambodia
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public debt is constrained in the future and the increase in private debt is not associated with an increase in
contingent liabilities of the sovereign.?

Government revenues and expenses have been increasing faster than GDP. Revenue increased from 11.5% of
GDP in 2010 to 21.6 in 2021, driven by a push to improve tax collection from 10% to 18% of GDP between 2010
and 2021. Consequently, revenues exceed expenses, strengthening the gross operating balance, owing to the
introduction of the Revenue Mobilization Strategy (RMS). Meanwhile, expenses increased from 10.6% to 19.6%
of GDP due to a significant increase in compensation of employees and an increase in grants and social benefits
spending between 2010 and 20214,

KEY MESSAGE

Consistent reforms in tax policy and administration over two decades have yielded positive results for
Cambodia. For example, domestic tax revenue increased from 10.0% of GDP in 2010 to 18% in 2021. This
makes Cambodia among the best performers in ASEAN, compared to 9.8% in Indonesia, 12.0% in Malaysia,
13.2% in Singapore, and 14.6% in Thailand, during the same period. This progress provides a supportive base
for future planned sovereign issuances®.

3.2.Cambodia’s current debt position

This section provides an overview of the current debt position of the Kingdom of Cambodia.

Table 1:Definitions of various terms analysed

Definitions

At any given time, it is the outstanding amount of those actual current, and not
contingent, liabilities that require payment(s) of principal and/or interest by the debtor at
some point(s) in the future and that are owed to nonresidents by residents of an
economy. External debt can be both public and private (public debt is the debt owed by
national, state, and local governments whilst private debt is the debt owed by
households, businesses, and nonprofits)

External Debt

It is the component of the total government debt in a country that is owed to lenders

Domestic Debt

within the country. Domestic Debt can be both public and private
Negotiable A negotiable certificate of deposit, also known as a jumbo CD, is a certificate of deposit
Cergti ficates of (CD) with a minimum face value of $100,000. They are guaranteed by the bank and can

. usually be sold in a highly liquid secondary market, but they cannot be cashed in before

Deposits (NCDs) :

maturity
Debt-To-GDP A metric comparing a country's public debt to its gross domestic product (GDP). By
Ratio comparing what a country owes with what it produces, the debt-to-GDP ratio reliably

indicates that particular country's ability to pay back its debts.

'3 General Department of International Cooperation and Debt Management (2021). Public Debt Statistical Bulletin
!4 World Bank Data
'S IMF. (2022). Cambodia: 2022 Article IV Consultation-Press Release; Staff Report




Debt Service
Payment

The sum of the interest, if any, and principal installments, if any, due and payable on a
specific date with respect to the obligation(s)

Outstanding Debt

It means all debt owed by the state to the respective class or classes of creditors that
remains outstanding as per the latest audited financial statement

External Debt
Service to Exports
Ratio

It is the ratio of the country’s debt service payments (principal + interest) to its export
earnings.

External Debt
Service to Revenue
Ratio

It is the ratio of the country’s debt service payments (principal + interest) to its revenue

According to the latest Cambodian Ministry of Economy’s Public Debt Statistical Bulletin, at the end of Q2 2022,
the country'’s total public debt stock was USD 9,740 million, all being public external debt, of which 69% was from

Bilateral Developing

Partners (DPs) and 32% from Multilateral DPs. As of June 2020 (2022 data is unavailable),

domestic public debt stood at USD 3.9bn, of which 33% related to outstanding negotiable certificates of deposits

(NCDs) As illustrated

in the diagram below, the country’s debt balance as at June 2022 is comprised of: 68% bilateral

loans (of which China 42%, Japan 10%, Korea 5%, France 5%, Old Debt 6%. and other Bilateral 1%) and 32%
multilateral loans (of which ADB 20%, WB 9%, and Other Multilateral 2%)®.

Figure 2: Cambodia’s creditors by Country

Creditors By Country
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20%
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s Chira = Japan = Republic of Korea France = Old Debt = Other Bilateral = ADB s WB = Other Multilsters

As pointed out in by

Source: Adaptation from Cambodian Ministry of Economy, Public Debt Statistical Bulletin

the Ministry of Economy, the diagram below reflects the breakdown of the external public

!¢ Cambodian Ministry of Economy (2022) Public Debt Statistical Bulletin: Q2 2022. Available at: https:/gdicdm.mef.gov.kh/en/2022/08/26/10941.html
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debt issued in various currencies at the end of Q2 2022, where, the USD-denominated debt accounted for 44% of
total public debt, which is followed by Special Drawing Rights (SDR) at 21%, by the Chinese Renminbi (CNY) at
13%, by the JPY at 10%, and by the Euro (EUR) at 7%*".

Figure 3: External public debt by Currency

External Public Debt by Currency

5%

21%

s USD =SDR = CNY IPY = EUR = Others

Source: Adaptation from Cambodian Ministry of Economy, Public Debt Statistical Bulletin

The rising external debt value is a consequence of the increased borrowing to finance investments in transportation
and energy infrastructure projects. China has been Cambodia’s the main development partner and top bilateral
creditor since 2010 with a loan concentration in the sectors of transportation and infrastructure. However, the
government has outlined its plans to diversify its borrowing away from Chinese loans in the near future.!®

DEBT SUSTAINABILITY ANALYSIS

The Debt Sustainability Analysis'?, conducted by the IMF in collaboration with the World Bank, indicates that
Cambodia remains at low risk of external and overall debt distress. The current debt carrying capacity is consistent
with a "Medium” classification. Cambodia’s public borrowing has been very sustainable and low risk partly because
debt has been highly concessional: the weighted average interest rate in Cambodia’s public debt from 2018 to 2020
is extremely low (between 0.8% to 1.3%), maturity is very long, and has a considerable grace period and grant
element.

The baseline macroeconomic scenario reflects fallouts from the COVID-19 shock on growth, exports (notably, the
tourism sector), and revenues. The total Public and Publicly Guaranteed (PPG) debt-to-GDP ratio is projected to
rise by around 5% during the next decade. According to the World Bank's DSA, Cambodia currently represents a
moderate risk rating.

17 Cambodian Ministry of Economy (2022) Public Debt Statistical Bulletin: Q2 2022.https://gdicdm.mef.gov.kh/en/2022/08/26/10941.html

¥ UNCDF (2021). Capital Market Appetite 1 -Stocktake of Cambodia Debt Position. Available at: https://www.uncdf.org/article/6858/capital-market-
appetite-stocktake-of-cambodia-debt-position

' This debt sustainability analysis was conducted by IMF using the Joint Bank-Fund Debt Sustainability Framework for Low-Income Countries (LIC-DSF)
approved in 2017. Available at: https://documents1.worldbank.org/curated/en/588311640307710742/pdf/Cambodia-Joint-World-Bank-IMF-Debt-
Sustainability-Analysis.pdf
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As previously stated, Cambodia’s external public debt stood at around USD 9.74 million in Q2 2022. In the debt
analysis conducted by the IMF?, it was reported that the external debt-to-GDP ratio has remained stable around
30% of GDP since 2012, achieving a value of 24.9% in Q2 2022%!, on the back of an economic contraction and
fiscal responses amidst the COVID-19 shock. External debt has been accrued on concessional terms, and the PV is
expected to bearound 25% of GDP at end-2022.22 Considering that , a Least Developed Country (LDC) status,
developing additional sources of non-concessional financing are critical to its ability to comfortably finance its
investment projects. As Cambodia looks to graduate from a Least Developed Country (LDC) status, developing
additional sources of non-concessional financing are critical to its ability to comfortably finance its investment
projects..

KEY MESSAGE

From a thematic bond feasibility perspective, the indication that Cambodia plans to issue local currency bonds
in 2023 worth USD 200 million demonstrates that from a technical perspective the country could, should it
choose to, issue thematic bonds to an equivalent value.

CREDIT RATING ANALYSIS

All public loans and NCDs are considered unrated. However, Cambodia’s long-term issuer credit rating is “B2”,
assigned by Moody's. S&P does not rate Cambodia but has assigned a “B+” long-term issuer credit rating to both
Acleda Bank (Acleda) and ABA Bank (ABA), both of which are leading commercial banks in Cambodia. Acleda is
26%-owned by the government. Its stand-alone credit profile of “BB” by S&P which indicates that Cambodia’s
sovereign ceiling caps Acleda’s final long-term issuer credit rating at “B+" instead of “BB”. We extend that
conclusion to arrive at an estimated rating of B+/B2 by S&P, conscious that Moody’s has placed the country’s
profile alongside other B+/B2 Asian peers such as Mongolia (B/B3), Papua New Guinea (B-/B2), and Turkey
(B+/B2).2

On November 15th, 2022, Moody's announced that it downgraded Cambodia’s long-term outlook from “stable” to
“negative” and maintained its B2 local and foreign currency issuer ratings. The negative outlook reflects a
deteriorating external position as illustrated by the severe widening of the current account deficit, which Moody’s
expects to remain wide - albeit narrowing - over the next few years, raising financing concerns. Although Moody’s
expects concessional funding to continue and foreign direct investment to remain stable, other sources of financing
remain opaque - highlighting the risk of a quicker erosion of foreign currency reserves than observed until now.
These risks are compounded by the lack of timely and transparent reporting, which complicates policy setting,
indicating elevated credit risks stemming from weaknesses in governance.?*

Cambodia's local and foreign currency country ceilings were unchanged at Ba3 and B1, respectively, in Moody’s
most recent review in November 2022. The two-notch gap between the local currency ceiling and the sovereign
rating reflects low economic diversification, weak institutional strength, and a modest government footprint,
balanced by a moderate external vulnerability risk. The one-notch gap between the foreign currency ceiling and
the local currency ceiling incorporates Moody's assessment of Cambodia's policy effectiveness and transfer and
convertibility restrictions in times of stress?.

20 IMF (2021). Cambodia: Staff Report for the 2021 Article IV Consultation—Debt Sustainability Analysis. Available at:
https://www.elibrary.imf.org/view/journals/002/2021/260/article-A003-en.xml

2! Cambodian Ministry of Economy (2022) Public Debt Statistical Bulletin: Q2 2022. Available at: https:/gdicdm.mef.gov.kh/en/2022/08/26/10941.html
ZIMF (2021). Cambodia: Staff Report for the 2021 Article IV Consultation—Debt Sustainability
Analysis.https://www.elibrary.imf.org/view/journals/002/2021/260/article-A003-en.xml

2 United Nations Joint SDG Fund (2021). Capital Markets Appetites, Stocktake of Cambodia’s Debt Position

24 Kunmakara, M. (2022). Moody’s sets outlook rating to ‘negative’ for Cambodia. Available at: https://www.phnompenhpost.com/business/moodys-
sets-outlook-rating-negative-cambodia

23 Moody's (2021). Rating Action: Moody’s affirms Cambodia's B2 issuer rating and stable outlook. Available at:

htti s://www.moodys.com/research/Moodys-aftirms-Cambodias-B2-issuer-rating-and-stable-outlook--PR_450718
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According to Moody's, several key factors could positively or negatively affect the current credit rating position.

Table 2: Key drivers

Key Drivers?®

Moody's expects on-going export diversification to support the economic recovery. Although the
garment industry is likely to remain one of the largest growth drivers for the next few years, the
government's broader economic policy, industrial, and trade strategies are focused on driving greater
diversification of Cambodia's exports, leveraging value-added from the country's large agriculture
sector, travel goods, the logistics sector, and low value-added electrical components

Ongoing efforts to revise the investment law seek to streamline policies and procedures to starting a
business, and incentivize more diverse investment flows

New trade agreements, including the Regional Comprehensive Economic Partnership (RCEP), and
bilateral agreements with China and South Korea will further support overall trade and investment
flows

Source: Moody's

Table 3: Key barriers

Key Barriers?”

Cambodia's debt burden is funded entirely through concessional sources with borrowing at low costs.
In addition, the government also parked deposits with the central bank, which offers a further buffer.
These amounted to KHR 20 trillion ($4.8 billion or 18% of GDP) at the end of 2019. However, all
government debt is foreign currency denominated, leaving debt servicing requirements subject to
currency fluctuations

A decade of high credit growth has raised systemic risks stemming from the banking sector. Although
credit growth is broad-based, such risks could potentially be triggered by a sharp decline in real estate
prices, or a withdrawal of regulatory forbearance. The large size of the domestic banking system, with
total assets at 209% of GDP at the end of 2020, means that strains in the banking system would have
repercussions for the economy as a whole and represent contingent liability risks for the sovereign

The level of non-performing loans for banks and microfinance institutions inched higher, to 2.1% in
2020 from 1.6% in 2019. Before the pandemic, both banks and microfinance institutions in Cambodia
were largely profitable, deposit-funded and with strong liquidity buffers. While liquidity has remained
stable, Moody's expects asset quality to worsen, given the stock of restructured loans that could
underperform as forbearance measures are unwound. This would lead to rising provisions, lower
profitability, and potential stress on bank solvency

Credit weaknesses arise from potential external vulnerabilities. Current account deficits are wide,

26 Moody’s (2021). Rating Action: Moody's affirms Cambodia's B2 issuer rating and stable outlook
7 Moody’s (2021). Rating Action: Moody's affirms Cambodia's B2 issuer rating and stable outlook




financed by Foreign Direct Investment (FDI). With an uncertain outlook for investments, the risk of
balance of payment shortfalls has risen; although Cambodia has a long history of external stability
through cycles

Source: Moody's

Further details on the previous issuances from countries with similar credit ratings or economies can be found in
Section 4.9 and 4.10 of this report.
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Current credit ratings appear to support the issuance of local currency bonds in 2023 however further
deteriorations in the ratings or outlook may alter this position.

3.3.Cambodia’s SDG outlook

STRATEGY FOR MEETING SUSTAINABLE DEVELOPMENT GOALS

There is no specific plan that has been published by RGC which is dedicated to achieving SDGs, although the
five-year rolling National Strategic Development Plans (NSDP) outlines policies and priority actions for 2019-
2023 that relevant ministries shall carry out, and presents estimated values, including expenses, resources, and
expenditure program. The NSDP also presents the framework for monitoring and evaluation for 2019-2023
development phase. The NDSP covers all aspects of socio-economic development in the RGC and whilst not
directly aligned to the SDGs provides a solid foundation for the making progress towards the achievement of
SDGs over time.

PROGRESS TO DATE IN MEETING SUSTAINABLE DEVELOPMENT GOALS

RGC currently ranks 107/163 in the SDG Index Rank within the latest UNDP Sustainable Development Report,
28 with an SDG Index score of 63.8. Progress has been made on a number of fronts with moderate
improvement being made on 8 SDGs, and 2 SDGs being fully achieved (SDGs 12 and 13). However major
challenges and significant challenges t for 13 out of 18 SDGs.

Cambodia’s environmental vulnerability is characterized by frequent flooding and irregular rainfall, coupled with an
agrarian-based economy, limited human and financial resources, insufficient physical infrastructure, and limited
access to technologies. Socio-economic status, as well as location, access to resources and technology all influence
Cambodia’s ability to manage the impact of climate change. Women, children, the disabled, the elderly, and other
socially marginalised groups often are influenced by climate change disproportionately.

However, Cambodia has made significant progress on localizing and implementing the Cambodian SDGs, including:

[l Commitment to balanced and equitable growth with a focus on welfare, for example through lowering
utility prices and expansion of the National Social Security Fund and Health Equity Fund

[l Governance reforms, including Public Administration Reform, Public Financial Reform, Sub-National
Democratic Development Reform, that have let to improved quality and effectiveness of public services

[l Notable progress in Public Financial Management (PFM) reform has strengthened revenue management.
This has resulted in a threefold increase in education and agriculture spending during 2013-17; in the same
period the health budget has more than doubled, and locally financed direct investments increased by

2 UN (2022). Sustainable Development Report. Available at: https://dashboards.sdgindex.org/profiles/cambodia
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nearly 2.5 times?°.

Figure 4: Cambodia’s Annual Sustainability Development Progress (2022)

7 AFFORDABLE AND
CLEAN ENERGY
AL/

Cd

&

- ~
N

| Major challenges
¢ Decreasing

O Significant challenges
=P Stagnating

GOOD HEALTH GENDER
AND WELL-BEING EQuUALITY

DECENT WORK AND
ECONOMIC GROWTH

1 6 PEACE, JUSTICE
ANDSTRONG
INSTITUTIONS

W DG achieved
? On track or maintaining SDG achievement

Challenges remain

Moderately improving

Source: Sustainable Development report, 2022

PROGRESS TO DATE IN MEETING MILLENIUM DEVELOPMENT GOALS?*®

CLEAN WATER
AND SANITATION

I information unavailable

® |nformation unavailable

As the RGC observed in its Voluntary National Review, while Cambodia’s socio-economic performance has
improved, it is ranked amongst the world’s top ten countries most vulnerable to climate change. Effective
enforcement of environmental laws and policies now depends on the development of adequate technical and
financial skills in relevant government institutions.

Table 4: Summary performance against Cambodia's MDGs

1. Eradicate Extreme
Poverty and Hunger

2. Achieve Universal
Primary Education

3. Promote Gender
Equality and
Empowering Women

Targets Performance
(1a) Halve the proportion living below the nat. poverty .
. Achieved
line
1b) Reduce the proportion living in hunger Achieved

1c) Increase the income share of the poorest 20%

Unfinished business

1d) Improve nutrition & end stunting

Unfinished business

2a) Achieve 100% net enrolment at primary level

Almost achieved

2b) Achieve 100% completion rate at primary level

Unfinished business

Almost achieved

2d) Achieve gender parity at primary school level

Achieved

3a) Achieve gender equality in education & literacy

Achieved

3b) Empower women in wage employment

Unfinished business

3c) Empower women in decision making

Unfinished business

(
(
(
(
(
(2c) Achieve universal literacy of people aged 15-25
(
(
(
(
(

3d) Combat gender-based violence

No target values

2 UNDP (2019). Cambodia’s Voluntary National Review 2019 | United Nations Development Programme. Available at:
https://www.undp.org/cambodia/publications/cambodia%E2%80%99s-voluntary-national-review-2019

3 Royal Government of Cambodia. (2018). Cambodia Sustainability development Goals (CSDGs) — Framework (2016-2030). Available at:
https://mop.gov.kh/DocumentEN/CSDG%20Framework-2016-2030%20English.pdf
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4. Reduce Child 4a) Reduce the infant mortality rate Achieved

(
Mortality (4b) Reduce under-five child mortality rate Achieved
5. Improve Maternal (5a) Reduce the maternal mortality ratio Achieved
Health (5b) Increase % of births attended by skilled personnel Achieved
6. Combat HIV/AIDS, (6a) Cut HIV prevalence among general population Achieved
Malaria and Other (6b) Reduce the TB mortality rate and prevalence Achieved
Disease (6¢) Cut the malaria mortality rate Achieved

(

7a) Sustainable development principles & reverse natural
No target values
resource loss

7. Ensure Environmental
Sustainability

(7b) Achieve access to safe water & sanitation Achieved

(7c) Reduce dependency on wood for fuel Unfinished business

(7d) Increase proportion with secure land tenure Achieved

8. Global Partnership No targets Not applicable

9. Demine/ remove (9a) Reduce the number of civilian casualties Achieved
Explosive Remnants &
Assist Victims

(9b) Clear land in contaminated areas Achieved

Source: Voluntary National Review, RGC

CAMBODIA'S HEALTH AND ENVIRONMENT SCORECARD?!

While Cambodia has made significant progress in achieving their MDGs and are en route to executing their SDG
objectives, there remain significant gaps in their policies around current environmental conditions. The following
are a few gaps identified by WHO32 for Cambodia, which highlight the extent of the most urgent problems in
Cambodia and the health-related impacts of failing to meet those targets.

Air pollution: Cambodia’s annual mean pollution (27ug/m3) exceeds 5x the guidelines set by WHO (5ug/m3). This
has resulted in 37% of deaths from stroke and ischemic heart disease caused by air pollution

Water sanitation & safe drinking water: 72% of the population is without safe drinking water, and 53% of deaths
are from diarrhea caused by unsafe drinking water, sanitation, and inadequate personal hygiene. Additionally,
financial resources available for the implementation of national plans for sanitation and hygiene are 50-75% each
of the required amount

Climate change: ‘Warm spell’ days in Cambodia in 2050 will total 120 days a year under a high emissions scenario®?
potentially causing up to 6 times more heat deaths in 2050 compared to 1961-1990, despite the existence of a
national health and climate change plan and/or strategy

Occupational health: 88% of the total employment is informal employment, and 26% of the working population
are exposed to long working hours (255 hours/ week). 24 out of 100,000 people of working age die from diseases
due to occupational risks every year, putting Cambodia at rank 13/21 countries in the Western Pacific. This is
partially due to the fact that none of the three key international labour conventions on occupational safety and
health have been ratified, which include occupational safety and health, occupational health services, and
promotional framework safety.

3'WHO (2022). Health and environment scorecard Cambodia. Available at: https://www.who.int/publications/m/item/environmental-health-khm-2022-
country-profile

32 WHO (2022). Health and environment scorecard Cambodia.

33 A ‘warm spell’ day is a day when maximum temperature, together with that of at least the 6 consecutive previous days, exceeds the 90th percentile
threshold for that time of the year. High emissions scenario RCP8.5 - Representative Concentration Pathway 8.5
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Notably, recent research® indicates that without climate change, the real GDP will grow at an average of 6.9% per
year from 2017 to 2050, achieving Upper Middle-Income Country (UMIC) status in 2035. With climate change, the
headline projections use the mid-climate change scenario and a mid-adaptation scenario that is equivalent to
current levels of adaptation. Climate change reduces average GDP growth to 6.6% and absolute GDP by 0.4% in
2020, 2.5% in 2030, and 9.8% in 2050. As a result, the UMIC status may be delayed by one year.

While Cambodia has made significant leaps in achieving its SDG goals, its exposure to climate change remains high
and additional work is needed in some SDG areas, notably gender. Financial resources and sound investments are
needed to address concerns, reduce emissions, promote adaptation to the impacts that are already occurring, and
build resilience. The benefits that flow from these investments, however, dramatically outweigh any upfront costs.

KEY MESSAGE

Given the significant gaps that remain in achieving SDGs and MDGs, the need to focus investment on activity
that supports the achievement of SDGs, therefore, supports the issuance of thematic bonds and in particular
a sustainability bond

3.4.Green and sustainable finance in Cambodia
MAJOR PLAYERS PROMOTING GREEN AND SUSTAINABLE FINANCE IN CAMBODIA

The NBC has proactively showcased its commitment to promoting sustainable finance products within the country,
more specifically green finance, by becoming a member of the Network of Central Banks and Supervisors for
Greening the Financial System in 2020. In February 2022, NBC supported the launch of the Bank for International
Settlements-managed Asian Green Bond Fund and became a member of its advisory committee. By joining the
advisory committee, NBC was one of the fund’s first subscribers and thus took an important step toward sustainable
finance in Cambodia at the macro level®.

This clear push from Cambodia’s government and private sector actors to enhance sustainable finance products,
specifically green finance, appears to have been well received by various market participants such as institutional
investors and underwriters. Opinions of these stakeholders were presented in a survey conducted by the ADB and
the Global Green Growth Institute (GGGI) in January 2022. The survey demonstrated a majority willingness (60%
of total respondents) by both institutional investors and underwriters to invest in green (thematic) bonds®¢. Based
on the survey and from an investor perspective, the key reasons for investing in thematic bonds was the
opportunity to diversify their investment portfolio and improve their green image. Bond issuers also viewed the
issuance of green bonds an opportunity to not only improve their green image but also to reduce funding costs.
The survey highlighted that 70% of institutional investors showed a greater appetite for smaller investment ticket
sizes of less than USD 10 million while 70% of underwriters preferred much larger ticket sizes of up to USD 50
million®”. Finally, both market participants from the supply and demand side deemed renewable energy, energy
efficiency, waste management, and circular economy to be key areas of interest that need to be integrated into the
green projects pipeline, as they represent sectors with the highest growth potential. It is apparent, therefore, that
there is clear interest from market participants for green products in the Cambodian market.

In the first half of the last decade, the Association of Banks in Cambodia (ABC) launched a programme to strengthen
the financial sector safeguards and risk management of potential social and environmental impacts. This
programme subsequently gave rise to the Cambodian Sustainable Finance Initiative (CSFP) 9 principles which were

** The Ministry of Environment of the Kingdom of Cambodia (2020). Cambodia’s updated nationally determined contribution. Available at:
https://unfccc.int/sites/default/files/NDC/2022-06/20201231 NDC Update Cambodia.pdf

33 ADB (2022). Green Bond Market Survey for Cambodia: Insights on the Perspectives of Institutional Investors and Underwriters.

3¢ ADB (2022). Green Bond Market Survey for Cambodia: Insights on the Perspectives of Institutional Investors and Underwriters

37 ADB (2022). Green Bond Market Survey for Cambodia: Insights on the Perspectives of Institutional Investors and Underwriters
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launched on 19 September 2016 to protect Cambodia’s environment, people, and cultural heritage. This initiative
was soon after adopted widely by the Association of Banks in Cambodia and presently acts as a basis upon which
Cambodian banks and microfinance institutions can develop their own sustainable finance products.

Realizing that green finance is also crucial in the country’s commitment to achieving carbon neutrality by 2050, the
government of Cambodia has worked aggressively to build knowledge among market participants, to identify a
green and sustainable finance taxonomy and develop standard practices in the banking sector.

More recently in February 2022, the Fair Finance Cambodia Coalition (FFCC) published a study on the Green
Financing Policy Implementation in Cambodia, along with the ASEAN Taxonomy for Sustainable Finance, to offer
policy recommendations and criteria for the NBC, Ministry of Economy, Finance, and other government bodies to
assess the quality of financing activities and benchmark eligible green activities and investments®®. Additionally, the
NBC's membership in the Network of Central Banks and Supervisors for Greening the Financial System, and the
Securities and Exchange Regulator of Cambodia’s (SERC) efforts promoting thematic bonds continue to be
significant steps in the right direction®.

STATUS OF GREEN AND SUSTAINABLE FINANCE IN CAMBODIA

Even with the clear interest shown for green financial products by domestic market participants in Cambodia as
indicated in the ADB and the GGGI survey and a number of macro level activities, there has been little or no
evidence showing presence of green financing activities in the Kingdom'’s domestic retail/commercial market.
Short-term investors such as commercial banks still seem reluctant to issue green products such as green mortgages
or loans financing renewable energy despite the increased adoption of renewable energy in Cambodia, making it
one of Southeast Asia’s success stories.*°

In 2021 Cambodia saw over 51% of the country’s domestic energy production come from renewable sources with
significant opportunities available to scale further, especially in solar power, which remains largely untapped in the
country. The same hesitancy for green financial products has been exhibited among long-term investors with
pension funds and insurance companies reluctant to invest in any innovative debt securities such as green, social,
and sustainability (thematic) bonds and instead, opting to keep cash in bank accounts.**

A key cross-cutting factor impeding the adoption of sustainable financial products, which emerged from market
participants interviewed in the process of preparing this report, was the lack of clear regulatory guidance and
understanding regarding thematic bonds and green products.

3.5.Financing needs to achieve adaptation and mitigation priorities

The RGC is committed to combating climate change and accelerating the transition to a climate-resilient, low-
carbon sustainable mode of development. The RGC has supported global efforts against climate change by
becoming a signatory to the United Nations Framework Convention on Climate Change (UNFCCC) in 1996. In
addition, Cambodia adopted and ratified the Paris Agreement where it submitted an ambitious NDC climate action
plan, which showcased its progress in climate policy, and put forward mitigation targets and adaptation actions
consistent with its national circumstances.

PRIORITISED ACTIONS

38 Kunmakara, M. (2022). Central bank pushes green finance. Available at: https:/www.phnompenhpost.com/business/central-bank-pushes-green-finance

32 ADB (2022). Green Bond Market Survey for Cambodia: Insights on the Perspectives of Institutional Investors and Underwriters.
40 Viktor Tachev (2022). Renewable Energy in Cambodia - Challenges and Opportunities. Energy Tracker Asia. Available at:
https://energytracker.asia/renewable-energy-in-cambodia-opportunities-and-challenges/

! Puongsophol, K. (2022). How Cambodia’s Capital Market Can Support Sustainable Investments - Kosintr Puongsophol, Shu Tian and Benita Ainabe -
ADB. Available at: https://www.adb.org/news/op-ed/how-cambodia-s-capital-market-can-support-sustainable-investments-kosintr-puongsophol-shu
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All Line Ministries have submitted their proposed priority mitigation actions across seven sectors (totaling to 51
actions across all ministries) which include: energy (17), waste (7), industry (3), transport (5), agriculture (5), building
(1), forest and other land use FOLU (1), and General (12).

Adaptation measures have featured strongly in Cambodia’s initial NDC and continue to remain equally important
in the subsequent updated versions of the NDC due to the country’s continued high vulnerability to climate change.
Impacts from climate change were assessed for the most vulnerable sectors including agriculture and water
resources, forestry, coastal zones, and human health.

Thereafter, all Line Ministries with adaptation measures submitted their proposed priority actions (87 in total) with
the key areas of focus being: Agriculture (17 actions), Coastal zones (2 actions), Energy (2 actions), Human health
(5 actions), Industry (1 action), Infrastructure - including roads, buildings and urban land use planning (15 actions),
Livelihoods, poverty and biodiversity (7 actions), Tourism (3 actions), Water resources (6 actions), Education (4
actions), Gender (6 actions), Governance (2 actions), Information (4 actions), Knowledge sharing (1 action), and
Policy and planning (12 actions).

FINANCIAL NEEDS TO ACHIEVE NDCs

Financial demands for mitigation and adaptation measures continue to remain high. Future resource mobilization
will look towards a reasonable mix of domestic and international funds, in addition to market mechanisms, where
appropriate, and in line with progress on Article 6 of the Paris Agreement. The total estimated finance necessary
for all mitigation actions sits just short of USD 5.8 billion in which food and land use, waste, and energy sector
actions require the highest funding. As for adaptation actions, the total estimated finance necessary is just over
USD2.0 billion with infrastructure, water, and agriculture requiring the highest funding.

Table 5: Summary of mitigation finance necessary

Estimated finance necessary

Sector
(million USD)
Agriculture 494
Energy 672.1
Forestry 3,466.4
Industry 78.7
Waste 1490.3
Transport 10.6
General 31

TOTAL 5,770.6

Source: Ministries’ submissions

Table 6: Summary of adaptation finance necessary

Estimated finance necessary (USD)

Agriculture 306,268,600

Coastal zones 72,000,000
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Enabling actions 21,050,000
Energy 322,000
Human health 467,685
Industry Not reported
Infrastructure 957,990,000
Livelihoods, poverty and biodiversity 211,125,000
Tourism 2,500,000 (as minimum)
Water resources 468,798,900

TOTAL 2,040,522,185

Source: Ministries’ submissions

KEY MESSAGE

The substantial levels of estimated finance necessary to achieve mitigation and adaptation priorities are well
aligned with providing a strong rationale to the market for the issuance of a thematic bond and in particular a
sustainability bond.

4. Thematic Bond Issuance

4.1.What are Thematic Bonds

Thematic bonds are fixed-income instruments in which proceeds are used to finance or re-finance a combination
of expenditures that support a positive contribution to or improve outcomes aligned with development (green,
social or sustainability) objectives*2. The intention of these instruments is to mobilise the investment demand for
positive environmental and social outcomes and maximise the impact of proceeds. The global financial markets
have adopted formal guidelines for the issuance of four types of thematic bonds - Green, Social, Sustainability and
Sustainability Linked. There are additional thematic bonds which have been emerged, such as Orange (gender), and
Blue (oceans), which have similar definitions and do not yet have formal IMCA guidelines but do follow best practice
as defined by ICMA.

Table 7 below provides a breakdown of how each thematic bond is differentiated from one another. This is a useful
representation as it allows national stakeholders to understand the different thematic issuance offerings available
to them. The table can be used as a tool for assessing how national contexts align with each of the themes, and
subsequently which type of issuance is best suited to their situation.

42 UNDP (2020): Thematic Bonds 101: Macro Environment, Market Dynamics, and Steps to Issuance. Available at:
https://sdgfinance.undp.org/sites/default/files/yUNDP_Thematic%20Bonds%20101.pdf




Table 7: Breakdown of Thematic Bonds

Type of Bond Green

Sustainability

Sustainability-linked

Underlying projects
that are green
eligible

DESCRIPTION

Underlying projects
that are social
eligible

Finance a
combination of
both Green and
Social Projects

Incentivizes the
borrower’s /sub-
borrower’s
achievement of
ambitious,
predetermined sustain
ability

performance objective
s

Finance eligible
green projects, e.g.
investments in
Renewable
Energy, Energy
Efficiency,

Finance eligible
social projects,
address or mitigate a
specific social issue

For Social Projects,
address or mitigate
a specific

social issue and/or
seek to

achieve positive

Finance eligible green
and social projects.

IFC Climate
Definitions

s and/or seek to social

Green Buildings, . . . Bond coupons may be
INTENT . achieve positive outcomes especiall |

Clean Transportation . linked to

. social y but not L
, Climate-Smart . . sustainability performa
) outcomes especially | exclusively for a
Agriculture nce.
but not target
& Forestry, Waste . .
exclusively for a population(s).
& Wastewater, .
. target population(s) For Green
Adaptation .
to Climate Chanee Projects, refer to
i
& Green Bond Intent
ICMA Green Bond
Principles, ICMA

ICMA Green Social Bond
PRINCIPLES Bond Principles, ICMA Social Bond Principles, ICMA ICMA Sustainability-
OR CBI Taxonomy, Principles, CBI Sustainability linked
GUIDELINES | IFC Climate Taxonomy Bond Guidelines, | Bond Principles

Definitions CBI Taxonomy,

Source: Authors’ visualisation from ICMA, CBI

4.2.Guiding Principles and Market Overview
ICMA GUIDELINES: MARKET BEST PRACTICES

The ICMA is a voluntary self-regulatory body that works to promote the development of the international capital
and securities markets. ICMA serves as Secretariat to the Green Bond Principles (GBP), the Social Bond Principles
(SBP), the Sustainability Bond Guidelines (SBG) and the Sustainability-Linked Bond Principles (SLBP), providing
support while advising on governance and other issues.
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These Principles, broadly accepted as market best practice, are backed by a global market initiative aimed at
bringing together all market participants and stakeholders from the private and official sectors. Their primary
purpose has been to create the principles and recommendations that guide the successful operation of thematic
bond issuance.

BEST PRACTICES FOR MANAGEMENT AND GOVERNANCE OF THEMATIC BONDS (ICMA)

A best practice eligibility criterion for projects selected during a thematic bond issuance should be designed to align
with the below principles and guidelines laid out by ICMA. These will play a key role in enabling Cambodia to best
select, finance and/or re-finance eligible projects that will deliver focused social and environmental benefits which
are in close alignment with its NDC and SDG targets.

Figure 5: Best practices for management and governance of thematic bonds (ICMA)
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For more information on each of the above principles, please refer to the Annex.

KEY EXTERNAL STAKEHOLDERS INVOLVED IN THEMATIC BOND ISSUANCE

The issuance of thematic bonds brings additional process and complexity compared to a traditional vanilla bond
issuance. It also requires additional capacity and knowledge and typically involves a larger group of external
stakeholders. In such a process, supranational bodies such as the UNDP can often lend their expertise and know-
how to help guide the sovereign through the issuance process. The benefit of these institutions is their ability to
learn from the lessons of previous issuances and therefore to improve the efficiency and effectiveness of the
issuance process over time. Other partners would include:

Investors: Investor capital is lent on the condition that proceeds are deployed on projects that advance Cambodia
towards its SDGs. It is ultimately down to the RGC and relevant ministries to formulate and execute this process.
If the project pipeline is high quality and impactful enough, investor demand should follow subject to credit and
market conditions.

Second Party Opinion (SPO) providers: Although not mandatory, SPOs are often used to provide an opinion on
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the alignment of the bond framework with ICMA standards. SPO providers emerged as stakeholders in the
thematic bond issuance process as a result of past experience with weakly drafted thematic bond frameworks
which left room for interpretation and greenwashing, and ultimately did not maximise the potential impact of the
bond.

Underwriter/Bookrunner: Another important part of the bond issuance is the need for an underwriter or
bookrunner to effectively place the bond in the international financial markets. This is standard practice for
international market bond issuances, and necessary to attract foreign investment. The choice of which underwriter
to select is down to key sovereign stakeholders, with the selection focusing on key information such as pricing,
access to impact investors and marketing. In a similar manner to vanilla bond issuances underwriters/bookrunners
will charge a fee for their services.

External Verification/Third Party Reviewers: Depending on capacity, it may also be necessary to bring in an
external verifier post-issuance, to monitor the allocation and subsequent impact of the proceeds of the bond. The
use of an external verifier is dependent on the sovereign's capacity to carry out these checks. Post-issuance external
verification providers will charge a fee for their services. It is worth noting that post-issuance verification is
compulsory for sustainability-linked bonds (or KPI bonds).

Rating Agencies: These agencies, such as Moody’s, or Standard & Poor’s, play an identical role in the issuance of
both vanilla and thematic bonds and therefore should be considered a key stakeholder in the process, certifying
the level of risk to investors by evaluating the issuer’s financial position and creditworthiness. Bonds characterized
by higher ratings are expected to pay lower interest rates in comparison to those with lower ratings or that are
unrated.

4.3.Thematic Bond Market — Global Perspective

Thematic bond issuance globally has grown significantly in recent years. The sector now represents a liquid and
diversified market providing effective tools for investors to meet their objectives of financial returns and impact.
Global issuance of thematic bonds hit a record issuance volume of more than USD 842 billion in 2021, nearly
double the issuance in 2019 of USD 499 billion, whilst 2022 registered a small decrease to USD 702 billion.** In
December 2020, the thematic bond market reached a significant milestone with USD 1 trillion** in cumulative
issuance since the market commenced in 2007. The average annual growth rate for the thematic bond market has
been 95%%.

43 BNP Paribas (2023) Sustainable Capital Markets — Market Update

44 Jae Ho Kim (2021). Investor demand for emerging market thematic bonds to finance a sustainable recovery. Available at:
https://blogs.worldbank.org/voices/investor-demand-emerging-market-thematic-bonds-finance-sustainable-recovery

43 Climate bond initiative, (2020). Explaining green bonds. [online] Available at: https:/www.climatebonds.net/market/explaining-green-bonds
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Figure 6: Global Thematic Bond Issuance (2013 - 2022)
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With the Covid-19 crisis gripping the world, a shift within the thematic bond market towards social and
sustainability bonds began. As reported in a recent study by BNP Paribas®®, sustainability bond issuance saw an
increase of over 39% in 2021, outpacing social bond issuance over the year. As with social bonds, sustainability
bonds saw a surge in 2020 in response to the coronavirus pandemic, primarily driven by Supranational bond
issuance. Sustainability-linked bonds have seen a massive rise in the three years since their inaugural issuance by
Enel as the sustainable bond market has quickly adopted the new bond label*’.

The thematic bond market has been growing with an outstanding amount in 2022 H1 of USD 1,890 billion. Table
8 shows green bonds by issuer type showing the amount in USD billions and the share of total amount. It shows
that financial and non-financial corporates have 23% and 22.3%, respectively, of the total standing amount.
Government-backed entities and development banks have 15.1% and 11.6%, respectively, of total amount.

Sovereign lagged in their entrance relative to corporates, but they are catching up in their relative participation
accounting for 11.2% of the total amount.

46 NP Paribas (2023) Sustainable Capital Markets — Market Update
7 NP Paribas (2023) Sustainable Capital Markets — Market Update




Table 8: Green bonds by issuer type, with information up to 2022H1

Issuer Type Amount (USD billions) Share of total amount

Financial Corporate 436 23.0
Non-Financial Corporate 421 22.3
Government-Backed Entity 285 15.1
Development Bank 219 11.6
Sovereign 211 11.2
ABS 170 9.0
Local Government 87 4.6
Loan 61 3.2

TOTAL 1,890 100

Source: Climate Bonds Market Data

Table 9 shows that there is an important heterogeneity in deal sizes of green bonds, with 11.4% of the total standing
amount representing small deals of up to USD 100 million, 24.6% of the total standing amount representing
medium deals between USD 100 million and USD 500 million, 29.8% of the total standing amount representing
large deals between USD 500 million and USD 1,000 million, and 34.2% of the standing amount representing very
large deals of more than USD 1,000 million.

Table 9: Green bonds by deal size

Deal Size Amount (USD billions) Share of total amount

0-100m 216 11.4
100m-500m 464 24.6
500m-1b 564 29.8
1b+ 646 34.2

TOTAL 1,890 100

Source: Climate Bonds Market Data

Table 10 reports the amount of outstanding green bonds by currency. There are green bonds in 48 different
currencies, with most representing a relatively small share. Green bonds started being issued in Europe, which
partly explains why the largest standing amount is in EUR with 42.2% of the total amount, followed by USD with
29.9% and CNY with 10.2% of the total amount.

Table 10: Green bonds by currency

Currency Amount (USD billions) Share of total amount

EUR 798 42.2
usD 566 29.9
CNY 193 10.2




SEK 67 3.6
GBP 54 29
CAD 38 20
JPY 31 17
AUD 30 16
SGD 19 10
Other (39) 93 4.9
TOTAL 1,890 100

Source: Climate Bonds Market Data

Table 11 reports the use of proceeds of outstanding green bonds. Energy projects account for 35% of the total
amount, buildings 27.5%, transportation 18%, water 7.9% land use 4.2%, waste 4%, and industry 1% of the total

outstanding amount.
Table 11: Green bonds by use of proceeds

Use of Proceeds Amount (USD billions) Share of total amount

Energy 662 35.0 |
Buildings 519 27.5
Transport 341 18.0
Water 149 7.9
Land Use 80 4.2
Waste 75 4.0
Industry 18 1.0
ICT 11 0.6
Unspecified A&R 35 1.9
TOTAL | 1,890 100

Source: Climate Bonds Market Data

4.4.Thematic Bond Market — Asia Pacific perspective

The significant majority of thematic bonds issued in the Asian Pacific Region relate to ASEAN+3 countries, as such
data produced for the region refer to ASEN+3 countries and do not include Pacific Islands countries, most notably
Fiji. The Asia-Pacific (APAC) thematic bond market has seen consistent growth in recent years, becoming the
second largest market by issuance levels after Europe and ahead of North America. Such a substantial increase in
thematic bond issuance in the region reflects the global trend towards sustainable investing but the momentum
seems to be especially strong in Asia. The estimated financing need for Asia-Pacific developing countries to achieve
SDGs is around USD 1.5 trillion*® annually.

The Asian Development Bank (ADB) has recently reported that the amount of outstanding sustainable bonds—

4 UNESCAP (2021) An introduction to issuing thematic bonds. Available at: https://www.unescap.org/sites/default/d8files/knowledge-
products/Draft%209 An%20Introduction%20T0%20Issuing%20Thematic%20Bonds_web.pdf
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which comprise green, social, sustainable, sustainability-linked, and transition bonds— climbed to USD 430 billion*’
end of December 2021. While green bonds continued to dominate the Asian Pacific sustainable bond market,
accounting for 68.2% of the regional total, interest in other types of sustainable bonds has been rising. The shares
of social and sustainability bonds increased to 13.5% and 14.7%, respectively, from 11.5% and 11.7% at the end of
2020. Despite their respective shares remaining low, sustainability-linked bonds and transition bonds outstanding
also expanded in size in 2021 amid their nascent stage of market development. Asia-Pacific sustainable bonds
accounted for 18.3% of the global market of USD 2,352.0 billion at the end of Q4 2021, making it the world’s
second-largest regional sustainable bond market behind Europe®.

Figure 7: Thematic bond issuances in APAC
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According to the latest OECD data, the East-APAC region has led thematic issuances across emerging markets with
the largest number of issuers (262) and largest amounts issued (USD 170 billion) in 2020°. In the South Asia-Pacific
region, India is emerging as the second largest location for the issuance of green bonds behind China across
emerging markets (USD 10.8 billion) with 22 issuers as of 2021.>2

In the APAC region, sovereign thematic bonds have been issued in China, Indonesia, Philippines, Thailand, Malaysia,
Vietnam and Fiji. Thailand issued a sovereign THB 30 billion (Thai baht) sustainability bond to finance green
infrastructure and social impact projects supporting Thailand’s recovery from COVID-19 in September 2020.

0 ADB (2022): Recent Developments in ASEAN+3 Sustainable Bond Markets. Available at:
https://asianbondsonline.adb.org/documents/abm/abm_mar 2022 recent developments asean3_sustainable bond markets.pdf
ST OECD (2021). Scaling up Green, social, sustainable and sustainability linked issuances in developing countries. Available at:
https://www.oecd.org/officialdocuments/publicdisplaydocumentpdf/?cote=DCD(2021)20&docLanguage=En

2 OECD (2021). Scaling up Green, social, sustainable and sustainability linked issuances in developing countries
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Examples of corporate thematic bonds issued in Asia Pacific Region

Table 12: Corporate thematic bonds issued in APAC

Institution

Issuance Characteristics

China Development Bank

Bond to finance infrastructure linked to Covid-19
responses (USD1.9 billion)

Kookmin Bank (Republic of Korea)

Bond to finance and refinance small and medium-sized
enterprises hit by the pandemic (USD500 million)

Bank of the Philippine Islands

Bond to finance and refinance small and medium-sized
enterprises hit by the pandemic (USD300 million)

Surbana Jurong (Company based in Singapore)

Sustainability-linked bonds (SLBs) (USD250 million)

Source: Climate Bond Initiative & BwB’s adaptation

Examples of sovereign thematic bonds issued in Asia Pacific Region

Table 13: Sovereign thematic bonds issued in APAC

Issuance Characteristics

Fiji Sovereign Green bond (USD 46.5 million)
Indonesia Sovereign SDG Bonds (USD 564.22 million)
Thailand Sovereign Sustainability Bond (USD 244 million)
Malaysia Sovereign Sustainability Sukuk (USD 800 million)
India Sovereign Green bond (USD 10 billion)

Source: Climate Bond Initiative & BwB’s adaptation

4.5.Thematic Bond Market — Subscription rates for issuance

A strong indicator of the high demand for thematic bonds is the rate of oversubscription compared to traditional
bonds. The surplus demand can, but does not always lead to minor adjustments in bond yield (interest rate paid on

the bond) due to competition.

Based on the high and constantly increasing demand for thematic bonds, as shown by their high rates of
oversubscription, it is likely that a thematic bond issued by Cambodia would be well received by investors from a

pure demand perspective.




Figure 8: Rate of oversubscription of thematic bonds compared to traditional bonds
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KEY MESSAGE

Sentiment remains highly supportive for thematic bond issuance in the Asia Pacific region with significant
activity within the corporate and sovereign thematic bond markets and consistent oversubscription for
participation.

4.6.0bjectives of developing a sovereign thematic bond market

Despite their short history, sovereign thematic bonds have emerged as an interesting opportunity globally to
efficiently channel domestic as well as international capital markets towards sustainable investments. In the specific
case of Cambodia, the absence of previous widespread sovereign bond issuance means that the issuance of a
thematic bond could also play a key role in establishing a benchmark yield curve for the country and for subsequent
issuers. As outlined above, this would help support Cambodia’s transition away from concessional to more market-
based financing and would also help support development of a local corporate green bond market, as outlined in
recent work by the ADB and the SERC.

According to some the Climate Bond Initiative and the World Bank’s latest publications, the major objectives of
developing thematic bond markets are:

Demonstrate intent to the market around achieving SDG/NDCs

In most cases, thematic bonds can play a key role with a wider strategic financing initiative to achieve NDC targets
and the SDGs. Thematic bonds provide an opportunity for issuers to align their investment or expenditure
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allocation with sustainability objectives in a more effective way. Issuers can also publicly demonstrate their
environmental and social credentials and meet stakeholder demands for responsible and sustainable business
practices®.

Drive domestic market expansion

For most countries, a key motivation for sovereign thematic bond issuance is to build up a local green bond market.
Sovereign issuers can provide good practices and lessons for other types of issuers in terms of process, governance,
and transparency. As mentioned above, they can also help provide a benchmark yield. As well, a sovereign thematic
bond offers investors relatively safe, liquid investment opportunities which frees up capital for other lower rated
and less liquid securities*.

Broaden investor base

As suggested by Climate Bond Initiative, in most cases a sovereign thematic bond issuance broadens and diversifies
the investor base, encouraging investors to initiate GSS focused investment strategies®.

In this sense, ESCAP demonstrated how investors are attracted to thematic bonds based on expectations that they
will profit from the rise in the bond valuation in line with a more sustainable economy. Since they have similar yields,
ratings and return profiles to other fixed income investments, they provide investors with a clear way to get both
economic and environmental returns without significant additional risk>®.

Effectively, thematic bonds allow sovereign issuers to target different investor segments to match issuances to
potential demand and reduce refinancing risk and cost of funding. Most sovereign issuers have reported
overwhelming demand from investors, providing them the opportunity to diversify and expand their investor base.
For example, as pointed out by the World Bank, Mexico’s first SDG-aligned bond was oversubscribed 6.5 times,
reaching Euro 5 billion of demand at its peak. Seventy-eight new investors participated for the first time in a debt
issuance from Mexico thanks to the SDG-aligned characteristics of the bond*’.

Demonstrate transparency

As outlined in section 6.6, the process of issuing a sovereign thematic bond typically involves a pre-determined use
of proceeds and commitments to report on the allocation of funds and their impact. This governance process
greatly increases transparency for all stakeholders, both within governance and beyond, including development
partners and investors.

KEY MESSAGE

Thematic bond issuance provides a credible opportunity for sovereigns to diversify their investor base. Creating
a clear, transparent path, the thematic bond market increases investor confidence that proceeds will be used in
an appropriate way.

4.7.Key barriers to issuance

Although there is significant demand for sovereign thematic bonds, challenges remain. Potential issues may come
from both the demand and supply side. The figure below illustrates the most common challenges faced by each
type of stakeholder.

%3 The Climate Bond Initiative (2021). Sovereign Green, Social, and Sustainability Bond Survey 2021. Available at:
https://www.climatebonds.net/resources/press-releases/2021/01/sovereign-green-social-and-sustainability-bond-survey-202 1

%% The Climate Bond Initiative (2021). Sovereign Green, Social, and Sustainability Bond Survey 2021.

%% The Climate Bond Initiative (2021). Sovereign Green, Social, and Sustainability Bond Survey 2021.

S ESCAP (2021). An Introduction to issuing thematic Bonds. Available at: https://www.unescap.org/sites/default/d8files/knowledge-
products/Draft%209 An%20Introduction%20T0%20Issuing%20Thematic%20Bonds_web.pdf

57 World Bank (2022). Sovereign Green, Social and Sustainability Bonds: Unlocking the potential for Emerging Markets and Developing Economies.
Available at: https://thedocs.worldbank.org/en/doc/4de3839b85¢57¢b958dd207fad 132f8e-0340012022/original/WB-GSS-Bonds-Survey-Report.pdf
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Figure 9: Common challenges faced by each type of stakeholder

Barriers Barriers for Barriers for Additional
for Issuers Investors Stakeholders

Complex Issuing Process Lack of Eligible Projects Reputational Risk

Data Transparency &
Lack of Standardization

Allocation and Reporting
Requirements

Green Washing

Source: BwB

Issuer:

Complex Issuing Process: Structuring and issuing a thematic bond is more complex than structuring and
issuing a vanilla bond, as in addition to capital market requirements, thematic bonds need to comply with
international principles as defined by ICMA (as outlined in section 3.2). In most cases, however,
organizations such as the International Finance Corporation (IFC), ADB, the UNDP and similar, can provide
technical assistance to lower the administrative burden and improve local capacity as well as offer an
additional layer of comfort, trust, transparency, and legitimacy in the issuance process to investors®®

Allocation and Impact Reporting Requirements: Issuers are required to produce annual allocation and
impact reporting on the use of bond proceeds. These reports typically require detailed reporting of impact
performance metrics which must be provided by relevant government ministries. Whilst many government
agencies are developing their processes to collect key performance indicators (KPI's), the detailed reporting
required as part of the thematic bond frameworks requires high levels of engagement and time-consuming
data collection activity. Production of annual reporting is embedded within bond documentation and
failure to comply presents a transactional risk to the issuer

Investor:

Lack of Eligible Projects: ESG focused investors seek to maximise impact towards outcomes that are
aligned with the development objectives of investment projects. In a nascent market it is possible that
there are insufficient eligible projects that fall in line with the accepted Bond Principles (refer to section
3.2). Insufficient eligible projects needed to create positive outcomes may hinder the feasibility of investor
participation

Green Washing: Green washing (also commonly known as “SDG washing”) occurs when an issuance that
has committed to align with SDG targets pre-issuance does not meet the best practice in post-issuance
with regards to allocation, generating and reporting impact outcomes, resulting in underperformance vs
impact expectations. It is one of the primary factors that may hit investors’ confidence and motivation to

invest in the issuance. For this reason, it is important to bring in external verifiers (including SPO providers),
to ensure that the proceeds of the bond are directly supporting projects within the Eligibility Categories

Additional Stakeholders (Bookrunner, SPO providers, Third-Party Reviewers):

S HSBC & Climate Bonds Initiative (2021). Sovereign Green, Social, and Sustainability Bond Survey. Available at
https://www.climatebonds.net/files/reports/cbi-sovereign-green-social-sustainability-bond-survey-jan202 1 .pdf
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Reputational risk: This is also a challenge for intermediaries because it has the potential to negatively
impact reputation if green washing occurs. If a third party is known to have been involved in an issuance
that has been “washed” it may hinder their future ability to participate in such issuances. Therefore,
reputationally it is an important challenge to consider

Data transparency: To avoid reputational risk caused by green washing, external stakeholders must be
able to access reliable and transparent data on the selected projects, so that benchmarks can be established
and subsequently measured against to determine impact

Lack of Standardization: Although thematic bond issuances are a relatively new instrument, there is
currently a lack of standardization in the market for process assurance. A lack of standardization limits the
scalability of their involvement in transactions, and adds vagueness to propositions of best practice

Policy and Enabling Environment: Respondents of a survey of the green bond market in Cambodia conducted by
the ADB cited biggest obstacles were a lack of policy direction from regulators, an internal lack of resources and
guidance on these types of investment, and the dearth of green bonds available in the domestic market. The lack
of obvious advantages of green bonds over conventional bonds was also considered to be a significant barrier to
investment®®

In the same survey, it was observed that nearly 90% of respondents recommended that the government implement
tax incentives and/or subsidies to entice investors to hold more green bonds, and almost 50% of respondents
indicated that an external review of green bonds framework, as well as regulatory support and guidance, would
significantly assist investors in making green investment decisions.

KEY MESSAGE

In order to progress with thematic bonds, clear policy direction from regulators, sufficient internal resources,
guidance on how thematic bonds might be progressed and a solid understanding for the financial case for
thematic bonds are all needed to help overcome barriers to progress.

4.8.1ssuance strategies and global investor demand

To effectively issue innovative sustainable financial products such as thematic bonds at the best cost for its
taxpayers and limit the debt refinancing risk, the RGC will need to take into consideration certain key factors when
determining the most appropriate issuance strategy. It should be noted that these considerations are equally
applicable to both the thematic and non-thematic bond markets. The two main considerations are the currency of
issuance and the choice of local versus international issuance.

CURRENCY CHOICE IN BOND ISSUANCE - LOCAL VERSUS FOREIGN CURRENCY
Two sets of key factors fuel the choice of currency denomination when issuing a bond: risk management and
borrowing costs.

In order to keep risks to a minimum, a bond issuer would want to match the currency of interest and principal
payment due on the bond to match the net cashflows it would expect to receive from project or investments made
with bond proceeds; currency mismatch between an issuer's liabilities and asset returns can expose an issuer to
volatile exchange markets making it difficult to service its debt. Financial derivatives can be used as a hedging
strategy should a currency mismatch exist between asset and liability flows. However, derivatives-based hedging
strategies necessitate mature capital markets domestically, and hence, they can prove inaccessible to many

3 ADB (2022). Green Bond Market Survey for Cambodia. Available at: https://www.adb.org/sites/default/files/publication/82763 1/green-bond-market-

survey-cambodia.pdf
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emerging nations whose capital markets are still developing.

Bond issuance in a non-local currency exposes the issuer to potentially increased borrowing costs if pricing is
entirely market driven. Bond markets denominated in certain foreign currencies could be subject to withholding
taxes and regulatory burdens. Unfortunately, the choice to issue in its local currency might be impeded by the thin
level of liquidity of active investors in that market. As a result, such issuers might have to issue in non-local currency
to widen their investment pool and assure steady market access.

DOMESTIC VERSUS INTERNATIONAL BOND MARKETS

For sovereigns in emerging and transitional markets, borrowing in international bond markets (often denominated
in non-local currency) can expose the country to volatile exchange-rate movements. To mitigate this risk, issuers
may prefer issuing in their domestic bond markets.

Despite acting as a buffer for currency fluctuation risks, prioritizing domestic bond markets for bond issuance
carries other significant advantages for issuers. It can form the basis of building a robust financial system that would
support further economic growth and enhance productive use and allocation of savings. This would then help
finance budget deficits in a non-inflationary way. Furthermore, strengthening local-currency bond markets would
support effective monetary policy and act as an important information source for policymakers. Finally, developing
domestic bond markets goes a long way in providing less risky sources of national funding and making debt more
sustainable.

The appetite for innovative sustainable financial products such as green bonds in emerging and transitional
countries’ domestic markets can prove quite limited. For this reason, issuers might have to look externally into
international bond markets to achieve sufficient scale.

External issuance of bonds can bring numerous macroeconomic benefits to the issuer. Primarily, it supplements
domestic savings and reduces the risk of crowding out domestic private-sector borrowers in domestic markets. By
so doing, it helps domestic investment growth and helps develop the local capital market in the issuer country.
Secondly, issuing in international bond markets helps governments diversify their sources of capital and significantly
reduce reliance on bank financing from abroad which is normally associated with conditionality. In addition, external
issuing helps in strengthening incentives for maintaining macroeconomic discipline. This is because issuing in
international bond markets tends to require countries to disclose a substantial amount of data for investors to
assess the current economic outlook of the country. As a result, this incentive to maintain a macroeconomic
discipline can help improve the risk profile of a government debt portfolio and even help national corporate issuers
and parastatals to also access external markets, especially for first-time issuers like Cambodia.

But external issuance is not without risks, which are more accentuated for smaller economies. It may worsen the
currency mismatch of government liabilities and revenues increasing the risk of currency depreciation, and lead to
high ex-post debt servicing costs. Moreover, external issuance can cause sovereigns to become more vulnerable to
abrupt changes in international financing such as liquidity risks. Finally, issuance in international bond markets can
expose issuers from emerging markets and low-income countries to contagion or panic effect regardless of their
economic performance and ability to service their own debt.

CREDIT ENHANCEMENT SCHEMES WITHIN SOVEREIGN DEBT ISSUANCE

Bond issuances of emerging and transitional countries are sometimes perceived by the market as high-risk debt
instruments due to the correlation between climate vulnerability and fiscal risks®®. Quite often emerging and
transitional countries lack comprehensive climate mitigation and adaptation measures and therefore remain more
vulnerable to climate change and natural disasters. An IMF study noted that climate change can exacerbate debt

% IMF (2021). Why Climate Change Vulnerability Is Bad for Sovereign Credit Ratings. Available at:
htti s://www.imf.org/en/Blogs/Articles/2021/02/17/blog-why-climate-change-vulnerability-is-bad-for-sovereign-credit-ratings
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vulnerabilities by adversely impacting countries’ productive capacity and tax base, creating fiscal costs (such as
reconstruction after natural disasters), and making external borrowing more expensive®!. Increasing the cost of
external borrowing reduces fiscal space for climate mitigation and adaptation investments and by so doing,
exacerbates further the effects of climate change in these nations.

Credit enhancement schemes can therefore prove an important avenue to de-risk a bond issuance (thematic or
vanilla) by increasing the effective credit rating and lowering interest payments for the issuer. On a broader level,
credit enhancement schemes can be split into two categories: internal and external mechanisms depending on the
strategy involved. Anything done internally in an organization that enhances the effective credit rating is referred
to as internal enhancement, whereas any external support taken to improve creditworthiness can be termed as an
external enhancement.

(a) Internal credit enhancement measures

These are often common mechanisms that should be considered by issuers and if applicable, incorporated into
the bond structure. Overcollateralization and multiple tranches are such mechanisms.

Overcollateralization

Refers to the concept in which the value of the collateral is higher than the bond itself. In a sovereign issue, the
underlying projects that the bond’s use of proceeds are directed towards can serve as collateral. Closely linked to
this is Excess Spread, which refers to revenues collected for interest payments being greater than the required
interest payments themselves. Excess spread tends to create additional security for coupon payments and on the
occasion where the excess spread is not used to absorb losses, it can be held in a reserve and effectively increase
the value of the underlying collateral.

However, these mechanisms are not without disadvantages. Over-collateralization may not be sufficient on a
stand-alone basis to enhance the credit rating of the issuance to broaden its appeal to investors. Equally, it could
prove difficult to determine the value of the underlying collateral and any work done to establish the value of the
underlying collateral may not be appropriate for the cost savings. As for the excess spread, it might prove difficult
to determine what an appropriate level of excess should be without causing undue pressure on the issuer and giving
investors a degree of discomfort. Equally, if a particular trigger event impacts short-term ability to meet coupon
payment (such as natural disasters), there is no guarantee that the excess spread will be sufficient to avoid this.

Multiple tranches

A bond could have a single tranche or different tranches within its structure. Bond tranches are designated to create
a single class or several securities with a higher rating than the underlying asset pool to widen the investment pool
of potential investors. Bond tranches could be used with a single issuance where there may be different cashflow
payback profiles or in multiple smaller issuances pooled into one investment portfolio.

To execute different tranches, a sovereign issuer of a thematic bond could partner with a development financial
institution (DFI) and pool several smaller transactions (issuances) with different credit risks into a larger portfolio.
Thereafter, potential investors would select a risk-return profile from the investment pool suited to their risk
appetite. In addition, the DFI could also invest as a junior tranche investor, absorbing any potential losses first or
getting paid last creating a first-loss structure. A first-loss structure option would improve the risk profile of the
thematic bond for other investors, thus potentially crowding in additional private sector participation.

For a multiple tranche to be implemented, another entity separate from the issuing entity would have to issue the
bond on its behalf. This carries several benefits including mitigation of risk by allowing for insurance provisions to
be put in place and it keeps funds generated separately from the normal treasury, making it easier to monitor and
ensure compliant spending. By issuing debt through a separate vehicle, it is possible to lower the cost of capital and
risk of default.

°! IMF (2021). Why Climate Change Vulnerability Is Bad for Sovereign Credit Ratings
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Unfortunately, bond tranches are not without their disadvantages. They are often more complex and therefore
costly to issue compared to a single-tranche bond.
(b) External credit enhancement measures

A sovereign issuer can work with a development financial institution and other third parties to incorporate external
credit enhancement measures. An overview of external credit enhancement measures is highlighted below:

Table 14:External credit enhancements schemes

Guarantees

First-loss provisions

Contingent loans

Pros

Guarantees could serve as internal credit
enhancement mechanisms or external credit
enhancement mechanisms

Partial Credit Guarantee (PCG) is created to
absorb part or all the debt service default risk
of a project, irrespective of the cause of the
default.

It can be used for any commercial debt
instrument (loans, bonds) from a private
lender.

Political Risk Guarantee (PCG) PRGs cover
obligations triggered by a specific event.
They are usually issued to protect investors
against a government obligation, thus are
most suitable in a sovereign issuance

They offer guarantee against various political
risks including transfer restriction (the
borrower’s inability to convert local currency
into foreign exchange, or transfer the foreign
exchange out), expropriation, political
violence and breach of contract

PRGs are used quite often and favorably in
green energy/energy efficiency projects.

Cons

If guarantee is offered as an
internal credit mechanism,
partner DFI would need to be
willing to take full project risk
in its books.

If offered as an external credit
mechanism, they could prove
more costly compared to
internal credit enhancement
measures

First-loss provisions refer to any device
designed to protect investors from the loss of
capital that is exposed first if there is a
financial loss of security.

This helps by shielding investors from a
defined initial amount of losses, thereby
improving the creditworthiness of an
investment.

The full value of the
instrument is normally not
fully covered with the first
loss structures, and so,
depending on the issuance,
the measure may not be
sufficient on a standalone
basis

Contingent loans are often used to backstop
the main debt by providing a payment option
for specific case scenarios (for instance, in

The Development Financial
Institution would need to take




case of a failure of the government to obtain | risk onto its own balance
quality cash flows, the contingent loan is sheet
triggered, and investors paid).

This mechanism is extremely helpful,
especially since the provision of a loan
contingent on the risks that private investors
would not want to take on creates a more
conducive atmosphere for government
projects to be invested in; lowering the
overall interest cost on the bond for the
issuer

Issuer sets up a ringfenced account with cash
& cash equivalents that can be used to pay
creditors in the event underlying revenue
Cash collateral streams for interest fall short

The issuer may not have the
funds to create a cash
collateral account

account or Debt

Service Reserve Offers assurance to bond investors in the
Account DSRA short term that in event short term bond
payments can be met in case underlying
project doesn'’t yield sufficient cash flows for
the coupon payment

In addition, the appropriate
ringfencing measures must be
established and monitored

PREPARATORY ISSUANCE: THE USE OF A DEVELOPMENT FINANCE BOND

Some developing countries have used the issuance of a Development Finance Bond (DFB) as an intermediary
measure to build the needed internal capacity for the future issuance of a sovereign thematic bond. Looking at the
definition of the Corporate Finance Institute, a DFB is a financial security whose use of proceeds is dedicated to
finance development programs in developing countries. Despite its name, this bond does not have most of the
characteristics of the conventional ones. The DFB comes with a fixed term, but it does not offer a fixed rate of
return to the investors. On the contrary, bond'’s repayment is subject to the success of the project that is funded
with the capital raised through this instrument. If a project is successful, investors are repaid by the outcome funder.
However, if the project fails, investors do not receive any return, making this instrument very high-risk for
investors®2.

DFBs have been used to familiarize ministries with the activities of reporting requirements and project pipeline
identification that will be further developed for the thematic bond issuance. Requirements and reporting for DFBs
tend to be rather light and can represent a first step to develop the necessary technical expertise at the government
level for a more complex instrument such as the thematic bond.

Examples of Development Finance Bond

62 Corporate Finance Institute (2019). Development Impact Bond. Available at: https:/corporatefinanceinstitute.com/resources/esg/development-

impact-bond/
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Table 15: Examples of Development Finance Bonds

Issuance Characteristics Use of Proceeds

To finance sustainable initiatives in the
UZS 2.0 trillion, 3-year transaction country as well as to increase the

with a coupon of 14.5% potential demand of impact-driven
investors for local currency

Republic of Uzbekistan

To enhance the country’s healthcare,
$1 billion, 10-year transaction with a  |infrastructure, and technology,
coupon of 5.1% improving the country’s chronical
funding gaps in these sectors

Source: MoF of the Republic of Uzbekistan; Mongolia SFFs

Mongolia

4.9.Benchmarking against other countries: key learnings

As stated in section 4.3, a key aspect of the global thematic bond market’s development is the relatively recent
appearance of public sector issuers. This process started in advanced economies, with national and local

governments issuing sovereign thematic bonds in the early 2010s to finance projects focused on specific
environmental and social goals. By the end of the 2019, 38 sovereigns from 5 continents have made their debut in
the thematic bond market®. Out of those 38 cases, the tables below describe the key information (year of issuance,
coupon, size, tenor, currency, and credit rating) of the most relevant emerging and transitional countries’ issuances,
as well as their specific use of proceeds.

Table 16: Key Characteristics of EM Sovereign Bond Issuances

Year of ) .
Country Coupon (%) Size (USD) Currency Moody/S&P Rating
Issuance
2016 0.50 790.0 5.0 EUR A2/ A-
2018 1.13 1227.0 8.5 EUR A2/ A-
Poland
2019 1.00 1683.8 10.0 EUR A2/ A-
2019 2.00 561.2 30.0 EUR A2/ A-
Egypt 2020 5.25 750.0 5.0 usD B
- 2017 6.30 38.5 13.0 FJD N/A
11
) 2017 4.00 19.2 13.0 FJD N/A
2017 13.48 29.6 5.0 NGN N/A
Nigeria
2020 14.50 38.6 6.0 NGN N/A
2018 3.75 1250.0 5.0 usD Baa2 / BBB
2019 3.90 750.0 5.0 usD Baa2 / BBB
Indonesia
2020 2.30 750.0 5.0 usD Baa2 / BBB
2021 3.55 750.0 30.0 uUsD Baa2 / BBB

% Bank for International Settlement (2022). Sovereign and Sustainable Bonds: challenges and new options. Available at:
httis://Www.bis.org/publ/qtrpdf/r qt2209d.pdf
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2022 4.70 1500.0 10.0 usD Baa2 / BBB
2022 6.63 448.0 7.0 IDR N/A
Seychelles | 2018 6.50 15.0 10.0 usD N/A
2019 3.50 2318.0 31.0 usD A2 /A
. 2019 0.83 2210.0 12.0 EUR A2 /A
Chile 2020 2.55 1500.0 12.0 usD A2 /A
2020 1.25 1396.0 20.0 EUR A2 /A
2020 1.75 1700.0 15.0 EUR BBB
2020 1.03 148.5 7.0 JPY BBB
Hungary 2020 1.29 431 10.0 JPY BBB
2021 4.00 432.7 30.0 HUF N/A
2021 3.28 157.0 3.0 CNY N/A
2022 4.50 638.5 10.0 HUF N/A
2022 0.91 40.6 7.0 JPY BBB
2022 0.73 404.3 5.0 JPY BBB
Hungary 2022 1.15 674 10.0 JPY BBB
2022 5.00 1023.0 5.0 EUR Baa2 / BBB
2022 3.75 2794 3.0 CNY N/A
Uzbekistan | 2021 7.00 2281 3.0 UZs N/A
. 2023 7.10 500.0 5.0 INR Baa3
india 2023 7.29 500.0 10.0 INR Baa3

Source: BwWB

Table 17: Use of Proceeds of EM Sovereign Bond Issuances

Country Use of Proceeds

Clean transportation
Poland Sustainable agriculture

Refforestation & National Parks

Clean transportation

Renewable energy
Pollution prevention and control

Egypt .
Sustainable water and wastewater management

Energy efficiency

Climate change resilience and adaptation

Rural water supply
Rainwater harvesting system
Fiji Rehabilitation and Construction of Schools

Emergency work

Installation of new solar systems




- Forestation
Nigeria i
Sustainable energy

Sustainable agriculture
. Sustainable transport

Indonesia )
Sustainable water and wastewater management

Climate change resilience and adaptation

Renewable energy

Sustainable agriculture
Seychelles .
Sustainable transport

Sustainable water and wastewater management

Renewable energy

Energy efficiency

Sustainable transport

Chile Natural resources

Land use and protection of marine areas
Efficient and climate resilient water management

Green buildings

Energy efficiency

Forestation and land use

Hungary Clean transportation

Sustainable water and wastewater management

Climate change resilience and adaptation

Educaion

. Sustainable water and wastewater management
Uzbekistan )
Clean transportation
Health

Renewable Energy

Energy Efficiency

Clean Transportation

Climate Change Adaptation

Sustainable Water and Waste Management
India Pollution Prevention and Control

Green Buildings

Sustainable Management of Living Natural Resources
and Land Use

Terrestrial and Aquatic Biodiversity Conservation

Source: BwB

DIFFERENCES BETWEEN INTEREST PAID BETWEEN VANILA AND THEMATIC BONDS

Excluding the Use-of-Proceeds feature (proceeds must be reserved for eligible green and/or social projects),
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thematic bonds have the same broad financial characteristics of traditional bonds of the same issuer, including yield
(i.e., interest rate), and credit rating. As mentioned in section 4.5, oversubscription has, in some cases, led to a
reduction in the interest rate (or price) of the bond - note that this is often referred to as a “greenium.”

From a price perspective, the Egypt sovereign green bond priced 12.5bps lower than the benchmark price of the
conventional bond of the same tenor, resulting in a negative new issue concession. Mexico’s first SDG bond also
realized a negative new issue premium of approximately 7bps (the initial price of mid-spread +235bps and guidance
of mid spread +215bps tightened eventually to mid-spread +195bps).%* This small difference in premium is likely to
be driven by investor demand leading to oversubscription rather than a premium associated purely with the use of
proceeds (see section 4.3).

Figure 10 EM ESG Indices returns vis-a-vis traditional indices
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Source: JP Morgan

In 2023, the Reserve Bank of India sold 40 billion rupees (USD 500 million) of five-year bonds at a coupon rate of
7.10%, 5 bps below the sovereign yield of similar tenure. Another 40 billion rupees (USD 500 million) of 10-year
bonds were sold at 7.29%, 6bps below comparable government securities. Bids received were worth more than
four times the amount on offer, with the five-year bond sold to 32 investors and the 10-year to 57 investors, data
from the central bank showed, with insurance companies driving this issuance®.

Additionally, while it's been widely demonstrated in the equity space that ESG approaches do not come at the cost
of returns, fixed income investors have been more sceptical in this space, as credits with lower ESG scores tend to
have higher yields. Specifically, for sovereigns we can look at the example of J.P. Morgan's suite of ESG indices
compared to its traditional emerging market debt indices®. Therefore, there exists an inverse relationship between
countries’ ESG scores and their bond spreads. This implies that the market tends to penalise countries that are in
the lower ESG quartile and are thereby already pricing ESG performance to some degree. This also means that
developed and emerging issuers benefit from lower borrowing costs, and that the ESG performance of countries
may be used for credit risk pricing.

% World Bank (2022). Sovereign green, social and sustainability bonds: Unlocking the Potential for Emerging Markets

and Developing Economies. Available at: https://thedocs.worldbank.org/en/doc/4de3839b85¢57¢b958dd207fad 132£8e-0340012022/original/ WB-GSS-
Bonds-Survey-Report.pdf

%5 Reuters (2023). India’s first green bond issue pulls local bidders, foreigners aloof- traders. Available at: https:/www.reuters.com/world/india/india-sells-
first-green-bonds-5-6-basis-points-below-sovereign-yields-2023-01-25/

% EM Local Sovereign Index = GBI-EM Global Diversified. EM USD Sovereign Index = EMBI Global Diversified. ESG Index created by J.P. Morgan
excludes certain sectors, low scoring ESG names and UN Global Compact violators, and increases weights to green bonds. More details provided here:
https://www.jpmorgan.com/content/dam/jpm/cib/complex/content/markets/composition-docs/pdf-30.pdf
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IMPROVEMENT AND WIDENING INVESTOR PARTICIPATION

In most of the emerging countries cases, attracting new investors was the primary goal of the thematic bond

issuance. The motivations of Debt Management Offices’ (DMO) for considering thematic bond issuances are similar

to the motivations that lead investors to seek emerging market sovereign thematic bonds: both sides see such

bonds as a diversification tool for their investor base in the case of countries and their portfolios in the case of

investors, as well as both also view sovereign thematic bond issuances as signaling a country’s commitment to
sustainability.

Thematic bonds allow DMOs to target different investor segments to match issuances to potential demand and

reduce refinancing risk and cost of funding®’. Looking at the specific examples, as observed in 4 case studies®,

sovereign issuers reported overwhelming demand from investors, providing them the opportunity to diversify and
expand their investor base:

O

Mexico: In the case of the Mexican sustainability bond, 78 investors with ESG mandates and commitment
to sustainable economic development policies participated for the first time in debt issuance from this
country due to the sustainability-linked characteristics. The book-building process for the first SDG-aligned
bond attracted high-quality investors, reaching around 5 billion of demand at its peak (around 6.5 times
oversubscription)

Indonesia: The Indonesian green sukuk (5 issuances between 2018 and 2022) demonstrated a higher
investor demand in comparison to conventional bonds. The 5-year maturity green sukuk issued in 2020
was 7.3 times oversubscribed, with international investors from the Middle East, Asia, Europe, and the
United States underwriting more than 90% of the issuance. Specifically, this instrument granted the
following distribution of investors type among the 5 issuances: banks (40/30%), funds (40/45%), Sovereign
Wealth funds (20/15%), Insurance Pension Funds (10%), others (1/2%)

Egypt: 220 international investors (16 new) participated in the final order book of Egypt’s sovereign green
bond debut. More precisely, orders came from 40 green and ESG-focused investors, of which 19 were
pure green investors. The order book achieved USD 4.93bn, close to ten times covered, upsizing the deal
to USD 750mm. Almost half of this sum was allocated to investors with a green mandate, showing the
growing appetite of the investment community for non-investment grade issuers

Benin: All of Benin's sovereign SDG bond investors were international, with 21% of them being first time
buyers of a Benin bond

Thailand: The Thailand sustainability bond was well received by all investor types. The first tranche was
3.05 times oversubscribed and most of the investors were domestic (primary dealer bank, 42%), with only
a small percentage of nonresident investors (12%). The bond has sufficient liquidity market and has been
included in several bond indices

Philippines: In the Philippines sustainability bond, approximately 29% of investor accounts that
participated in the offer were identified to have dedicated ESG portfolios or included ESG considerations
in their investment decisions. The final allocation of the bond was divided into United States (41.95%), Asia
except Philippines (33.5%), Europe (24.47%), and Philippines (0.08%). Although the greenium is difficult to
estimate, the sustainability label brought investor demand, which allowed the issuer to upsize the
transaction while significantly reducing the pricing guidance. According to the World Bank, the ESG label
clearly helped spur the investor interest

Additional information about these case studies is available in the Annex.

7 World Bank (2022). Sovereign green, social and sustainability bonds.
8 World Bank (2022). Sovereign green, social and sustainability bonds.
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Excluding the Use-of-Proceeds feature (proceeds must be reserved for eligible green and/or social projects),
thematic bonds have the same broad financial characteristics of traditional bonds of the same issuer, including
yield (l.e. interest rate), and credit rating. Oversubscription has, in some cases, led to a reduction in the interest
rate (or price) of the bond - a so-called “greenium.”

4.10. Benchmarking against other countries: key learnings on management

and governance of the process

The absence of government securities in Cambodia requires the government to proceed carefully to determine the
framework of the various elements and parameters related to the country’s first issuance as well as to clearly define
the roles of all relevant stakeholders in the process. This section the report analyzes a group of case studies of the
most relevant emerging and transitional countries’ issuances, with the purpose to highlight some useful
observations and key learning takeaways for the state of Cambodia under a governance and management
perspective.

Ministries and Working Group: key leadership role in the issuance

Central ministries have a crucial role in managing the leadership of the process to issue a sovereign thematic bond.
More precisely, in the case of emerging countries, the MEF - in particular the DMO - is usually the most important
driver of the process through the establishment of a thematic bond ministerial working group, entirely dedicated to
the preparation work for the issuance of the thematic bond. Additionally, emerging and transitional countries are
also supported in the issuance process by external international organizations such as the UNDP, IFls, and regional
development banks who can provide advice and technical assistance where needed®. For example, in the case of
Hungary, the Central Bank provided crucial technical support throughout the whole issuance process. In Fiji, the
Reserve Bank had a similar role.”® The main responsibilities of the working group may vary, ranging from identifying
applicable expenditures, drafting thematic bond frameworks and supporting the preparation of disclosure.

The need of a future-proofed and robust thematic bond framework

Another key aspect in the issuance of a thematic bond is the development of a tailored and detail-oriented Bond
Framework. A thematic bond framework is a document created by the issuer that clearly articulates the issuer’s
proposed use of proceeds from the bond. The framework should include information on the eligible categories
under which the projects being financed or re-financed fit’*. The framework needs to illustrate the issuance
approach through the application of the ICMA Principles (refer to section 4.2) on four parameters: use of proceeds,
project evaluation and selection, management of proceeds and planned reporting efforts. To make sure that its
content is legitimate, the framework needs to be validated by obtaining a third-party review (SPO). The
development of the framework is usually managed in the working group described above, under the supervision of
the MEF, where internal and external advisors can contribute with their expertise’2.

It is important to note that the development of the framework should go step-by-step with the analysis of the
pipeline of eligible projects, through involvement with the various relevant Ministries, as well as with the
elaboration of the bond issuance roadmap.”® For example, the Seychelles prepared a thorough analysis of the

% HSBC & Climate Bonds Initiative (2021). Sovereign Green and Social Sustainability Bond Survey.

7" HSBC & Climate Bonds Initiative (2021). Sovereign Green and Social Sustainability Bond Survey.

7 Sustainalytics (2021). About Green Bond Principles. Available at: https://www.sustainalytics.com/esg-research/resource/corporate-esg-blog/about-
green-bond-principles

"2 HSBC & Climate Bonds Initiative (2021). Sovereign Green and Social Sustainability Bond Survey.

3 HSBC & Climate Bonds Initiative (2021). Sovereign Green and Social Sustainability Bond Survey.
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country'’s projects pipeline focused on blue economy as one of the main tasks before the issuance of its Blue Bond.

Capital use: expenditures more than assets and projects

The capital raised through sovereign thematic issuances can be used for multiple purposes. Within this document
we refer to expenditure on projects, but the ICMA definitions allow for a wide range of capital allocation. Eligible
expenditures are described as follows:

[l Investment expenditures: Capital investments, including facilities, structures, network systems, plant
property, equipment, or physical assets

[l Subsidies, grants and loans: Financial incentives in the forms of grants or lower interest rate loans to
guarantee basic services

[l Tax expenditures: Tax forfeitures and any exceptions to normal taxation policies (including rates, fiscal
base) to pursue or encourage social or environmental objectives

[l Operating expenditures: Expenditures from Central Government to run public services and provide public
goods. These expenditures are restricted to direct costs associated with eligible projects

[ Intervention expenditures: Financial transfers or contributions from central government to public entities
with their own legal status. For example, state-owned enterprises and PPPs

In terms of a further broad definition, an amount equivalent to the net proceeds from a thematic bond issuance can
be exclusively used to finance or re-finance, in part or in full, eligible assets or projects, providing distinct social or
environmental benefits that further one or more of the UN SDGs”“.

When funds are allocated, typically allocation can be for “projects” which have needed financing two years prior to
issuance and within two years after. These are called the “look-back” and “look forward” periods. The market trend
is to see a greater percentage of funds allocated to financing rather than re-financing given the risk of “green-
washing” or impact failure.

Aligning the bonds’ use of proceeds with national strategies

It is important to align eligible use of proceeds within the thematic bond with national policies that support the
development priorities of the government. This was the case in Seychelles, Chile, Uzbekistan, Singapore, and Fiji,
which clearly stated how their sovereign issuance was aligned with their national sustainability targets.

Capital allocation and reporting: The Budget Tagging Process

A Climate Budget Tagging Process is a mechanism to identify government budgets that deliver specified climate
change benefits in accordance with the Government’s climate objectives and involves a detailed assessment of the
climate benefits of projects undertaken by line ministries.

It is common practice among emerging and transitional economies that the findings from a budget tagging exercise
serve as the key reference for selecting eligible projects financed by proceeds of intended thematic bond issuance.
In practice, this process involves examining each budget line and defining whether it could be characterized as
green/social. This exercise also gives the opportunity for the government to develop a system of budget
classification that complies with green and/or social finance taxonomies, as well as with specific reporting
standards. The budget tagging is often initiated by the Ministry of Finance with the support of line ministries who
can offer their sectoral expertise. As an example, the Indonesian government used a 2-phase process where, firstly,

*ICMA (2021). Guidance Book. Available at: https://www.icmagroup.org/assets/documents/Sustainable-finance/202 1 -updates/The-GBP-Guidance-
Handbook-June-2021-100621.pdf
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the Fiscal Office assigned tags to the budget lines based on a predefined categorisation and, afterwards, the
Ministry of Economy analysed each line to confirm their eligibility”>.

Good governance as driver of the issuance process and lower financing costs

Issuers must establish clear governance processes to identify and evaluate eligible projects, segregate, manage and
track bond proceeds, and measure the impact. This allows investors to do their due diligence and ensure they are
investing in bonds that will support investments aligned with their own priorities. It has now become common
practice for emerging and transitional countries’ governments to receive technical assistance from international
institutions to develop robust governance processes.

Cross-border collaboration and influence: the visibility generated by a thematic bond issuance

Thematic bonds are, without doubt, some of the most interesting and attractive financial instruments for the media,
guaranteeing a higher visibility for emerging countries in comparison to any other traditional bond equivalent. This
coverage can lead to gain influence and soft power in a specific region as well as to push governments to develop
cross border collaborations. For instance, the government of Thailand flagged how it managed to develop
numerous cross-border collaboration opportunities because of the interest expressed by other ASEAN countries in
its sovereign sustainability bond.

KEY MESSAGE

A sovereign thematic bond issuance requires clear leadership from the Ministry of Economy and Finance to
guarantee the right management process in the issuance, as well as the development of robust and simple
bond framework to choose indicators that the investment community is familiar with and that aligns fully with
the ICMA market standards

4.11. Aligning Cambodia’s project pipeline and planned investments with
national priorities

The Government’'s medium and long-term development policy, plan, and strategy are the basis to set public
investment strategies. Sustainable development and climate change actions have been mainstreamed into core
ministries with large public investment portfolios, including Ministry of Public Works and Transport (MPWT),
Ministry of Rural Development (MRD), Ministry of Agriculture, Forestry, and Fisheries (MAFF), Ministry of Water
Resources and Meteorology (MoWRAM), Ministry of Mine and Energy (MME).

Adoption of Cambodian SDGs

Cambodia also adopted the Cambodian Sustainable Development Goals (CSDGs) 2016-2030. All 17 SDGs were
selected and one additional goal, related to the clearance of land mines and Explosive Remnants of War (reflecting
the national priority of de-mining Cambodia’s territory), was added. This resulted in a final version comprising: 18
CSDG's, 88 nationally relevant targets, and 148 (global and locally defined) indicators including 96 as national
indicators and monitoring framework. It is important to note that in line with the global goals, the CSDGs frame a
longer period running to 2030 and are therefore supplementary to the Government’s Vision 2050.

> UNDP (2021). Strengthening Indonesia’s Climate Finance Governance through Climate Budget Tagging and Green Sukuk Issuance | United Nations
Development Programme. Available at: https:/www.undp.org/policy-centre/nairobi/news/strengthening-indonesias-climate-finance-governance-through-
climate-budget-tagging-and-green-sukuk-issuance



https://www.undp.org/policy-centre/nairobi/news/strengthening-indonesias-climate-finance-governance-through-climate-budget-tagging-and-green-sukuk-issuance
https://www.undp.org/policy-centre/nairobi/news/strengthening-indonesias-climate-finance-governance-through-climate-budget-tagging-and-green-sukuk-issuance

Cambodia’s Long-Term Strategy for Carbon Neutrality (LTS4CN)

Cambodia’s Long-Term Strategy for Carbon Neutrality (LTS4CN), adopted in December 2021, demonstrates the
country’s commitment to the Paris Agreement for Climate Change in line with the NDCs. It presents a vision for
the next 30 years by 2050, reflecting the latest trends in technology, policy, and financing. Attaining the strategic
goals, requires collective and continued efforts to address forest sustainability and land use; decarbonize the power
sector and pursue higher energy efficiency; as well as promote low-carbon agriculture, industrial processes, and
waste management.

The government has adopted and continues to implement the “National Strategic Plan on Green Growth 2013-
2030", NDC. Cambodia’s NDC was submitted to the UNFCCC in 2015, setting out the action plans to reduce
Greenhouse gas (GHG) emissions, and adapt to climate change, and how the plans will be financed and tracked for
Cambodia.

The Rectangular Strategy Phase IV, with its central theme of “Growth, Employment, Equity and Efficiency; Building
Foundation Toward Realizing Cambodia Vision 2050” details an overarching strategic framework and priorities for
national development. It also calls for climate-sensitive ministries to: “enhance the capacity to adapt to climate
change”, and “mainstream the climate change into various policies, regulations, and plans, at both national and sub-
national levels”.

Institutional Arrangements of implementing national development strategy

The Prime Minister of Cambodia approved the Cambodia Climate Change Strategic Plan (CCCSP) 2014-2023,
which requires the development of necessary frameworks, i.e., monitoring and evaluation, finance, legislation, and
information and knowledge management. 14 line ministries approved their respective Climate Change Action Plan
and have started implementing its priority actions since then.

Additionally, the government established the National Council for Sustainable Development (NCSD) in 2015, the
inter-ministerial body that oversees climate change response, which represents a landmark in the national process
of institutional reform, enabling a more effective, inclusive, and comprehensive response. Its General Secretariat
(GSSD), and the Department of Climate Change (DCC), as well as the multisectoral Climate Change Technical
Working Group (CCTWG), play a key role, in coordinating the implementation of the country’s climate change
response. Prime Minister is its Honourable Chair, and the Minister of Environment is its Chair. Its members include
senior representatives from 36 ministries/agencies and all provincial governors and municipality. The Council
oversees the country’s efforts to respond to climate changes and is mandated to prepare, coordinate and monitor
the implementation of relevant policies, strategies, legal instruments, plans, and programs, including the
implementation of the CCCSP and sectoral climate change action plans.

Public Debt Management

The government adopted the Strategy of Public Debt Management, (SPDM) (2019-2023), which reflects
Cambodia’s context and international practices by reviewing the public debt management strategy progress and
analysing risks, challenges, and opportunities of public debt management in response to the new economic outlook
and its complexity, acceleration of economic diversification, and the improvement of competitiveness. To ensure
efficiency, effectiveness, transparency, accountability, and sustainability of public debt management, the
government adopted five principles, and the climate change reference is in the 5th principle: (1) Size of public debt
which can be sustained by national budget and economy; (2) Only debt with a high concession or high concessional
conditions, (3) Debt for priority sectors which sustain economic growth and economically productive sectors, or
productivity growth, (4) Use of public debt in a manner of highest transparency, accountability, efficiency,
effectiveness, and (5) Use of public debt for public infrastructures with high standard and quality in responses to
needs for new phases of national development, especially to ensure the sustainability of economy, social,




environment and adaptation to climate change.

Public Investment Program (PIP)

Public Investment Program (PIP) is a three-year rolling program and consists of information on high-priority public
investment projects of the Government of Cambodia’s ministries and agencies, and the roadmap for the
implementation of these policies presented in NSDP. The PIP includes both ongoing projects whose
implementation will continue into the PIP planning period and planned (new) projects that are scheduled to be
implemented during the PIP period.

Using ICMA, Green and Social Bonds Mapping to SDG's methodology’®, there are 125 ongoing projects and 350
planned projects for PIP 2022-2024, with the planned expenditure at more than USD 4.3 bn for ongoing projects
and USD 3 bn for planned projects. The total annual budget of RGC sits around USD 8 bn, therefore expenditure
on PIPs over the course of the period 2022-2024 would represent around 30% (7.3/24) of the annual budget.

Table 18: Project Pipelines Based on PIP 2022-2024

| SDG No of Projects | Budget (USD ‘000s) |
On-going Planned On-going Planned
1 | No poverty 7 8 115,216.50 18,446
2 | Zero hunger 2 69,308.20 5,730
3 | Good health and well-health 12 9 446,818.10 130,356
4 | Quality education 3 53,639.00 0
5 | Gender equality 1 - 1,000
6 | Clean water and sanitation 19 38 555,017.60 293,309
7 | Affordable and clean energy 3 6 73,676.00 294,766
Decent work and economic
8 | growth 3 10 40,060.10 84,725
Industry, innovation and
9 | infrastructure 37 111 2,137,209.80 1,516,692
10 | Reduced inequalities 8 6 378,024.00 35,357

Sustainable cities and
11 | communities 6 26 63,109.00 178,502

Responsible consumption

12 | and production 1 4 6,327.80 18,243
13 | Climate action 4 13 123,338.40 97,765
14 | Life below water 0 4 - 11,018
15 | Life onland 1 1 38,875.50 3,000
Peace, justice and strong
16 | institutions 8 105 46,795.00 281,487
17 | Partnerships for the goals 3 3 92,596.50 27,330
18 | Zero mine 1 0 93,187.50 -

7 ICMA (2022). Mapping to the Sustainable Development Goals. Available at: https://www.icmagroup.org/sustainable-finance/the-principles-
guidelines-and-handbooks/mapping-to-the-sustainable-development-goals/
i
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350 4,333,199 2,997,726

Source: Ministry of Economy and Finance

KEY MESSAGE

Cambodia has several projects and planned investments in place that can be leveraged during a thematic bond
issuance. The proposed programs, action plans, and projects provide a sound foundation to begin to attract
investment into thematic bond issuance however RGC could benefit from a deeper pipeline of projects to
ensure good coverage for use of proceeds in any issuance

5. Readiness of the government and the market for a sovereign
thematic issuance — key messages from stakeholder
consultations

Interviews were conducted with 5 financial institutions including insurance companies and multilateral banks, with
9 government ministries and with local regulatory bodies such as SERC (please see Annex for full list of interviews).
Interviews were broadly consistent in terms of their findings.

The government of Cambodia has taken initial steps in the right direction to support measures to address several
of the challenges related to the issuance of a sovereign thematic bond and the creation of a national thematic
bond market. In collaboration with some international organizations, the government has started working with
ministries and relevant national stakeholders to lay the foundations which will support the governance, regulation
and reporting which is required for a sovereign thematic issuance. However, more efforts will be needed to address
barriers and risks for Cambodia to proceed, market conditions will need to mature and existing available sources of
funding suitably utilized.

Based on responses from several interviewed parties, it was clear that one of the first key priorities of the
government should be the development of a deeper knowledge of thematic bonds among governmental entities,
ministries, regulatory bodies and national institutional investors, and a deepening of the understanding of the key
underlying requirements for issuance. The current understanding of thematic bonds seems limited and in need of
more technical expertise, although ministries and investors consistently demonstrated their interest in a sovereign
thematic issuance.

The government has already taken initial steps in this direction, by organising in collaboration with the SERC and
the ADB a first workshop to provide clarity and guidance on the issuance process of such instruments. The SERC
has arranged a series of webinars and workshops in partnership with international organisations to inform and
educate national entities on the thematic bond market.

Learning from the example of this workshop, such needed relevant expertise and knowledge can be developed
with the support of international organizations such as the ADB, the WB, and the UNDP, which could provide
technical assistance related to the sovereign thematic issuance. Discussions with ADB revealed a strong desire to
collaborate on both technical and financial considerations.

From the perspective of the development pipeline, ministries are clear on the need to identify additional finance
to support their ability to deliver on ministerial priorities and there was consistent resonance with ministries on
how thematic bonds might help to partly address those financing challenges.

Another key point coming out of the interview process is that the Cambodian government can build on specific
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practices that ministries have already started using within programme delivery. For instance, the MAFF has
already started using impact metrics and KPIs to report its projects’ activities and results. This expertise can be
exploited for the development of a thematic bond’s metrics, and it can also be expanded to be used in other
ministries’ projects. Creating consistency in reporting activities through common impact metrics would be very
beneficial for a sovereign issuance as it guarantees transparency and clarity among investors.

Another interesting example of useful practice relates to the PIP platform, which has developed a decision-making
and project selection process to categorize and choose which projects to fund. This practice represents a good
starting point to select projects within the context of a thematic bond framework. Within the Program, several
critical initiatives have been included, covering sectors such as agriculture, health, education, national transport,
and energy infrastructure.

Interviews with a wide range of government ministries identified a project pipeline which covers a broad spectrum
of sustainable development. Such wide coverage of different types of projects in a variety of sectors provides a
more immediate opportunity for progressing a sustainability bond framework as opposed to the narrower scope
of a “green” thematic bond. This last point will be more widely discussed in the conclusions of this report.

As per the survey conducted by ADB in January 2022, investors’ primary motivations for investing in green bonds
are the opportunities to diversify their investment portfolio and to improve their green image, whereas
underwriters’ clients are interested in lowering funding costs and boosting their green image. This statement was
corroborated by interviewees several times, drawing the attention to some of the features that the bond should
have to qualify as appealing for them.

The bond market is clearly in a nascent stage in Cambodia, but respondents reported a baseline platform which can
be built on. Furthermore, it appeared clear from the interviews that the government will need to continue to expand
its possible international investors network, which would support a sovereign thematic issuance which could be
listed on international exchanges. The interview with the ADB identified a willingness to collaborate in this regard
and potentially in relation to a “partial guarantee” credit enhancement mechanism. Local banks and insurance
companies appeared very sensitive to the potential tenor of possible bond issuance with a maximum tenor of three
years being cited on several occasions for local bonds given uncertainty about the future path of interest rates and
constraints around capital allocation.

KEY MESSAGE

Feedback from interviews was clear: there is plenty of room for growth in the Cambodian bond market and
widespread support and interest in a sovereign thematic issuance. However, more awareness and capacity
building are required, and the project pipeline and governance and reporting systems need to be further
developed to support credible issuance.

6. Developing the roadmap to thematic bond issuance

6.1. Cambodia’s investment needs and diagnostic to determine public’s sector
participation in investment projects and financing sources

Cambodia’s rapid economic growth has been accompanied by a strong capital accumulation, reaching USD 210.4
billion in 2019, and job creation, with the number of workers increasing from 4.7 million in 1995 to 9.3 million in
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2021.” Figure 11 shows Cambodian GDP growth, which has averaged 7.1% in the 1995 to 2021 period, with a
high average growth of 10% in the 1999-2007 interval, relative to a lower 5.5% average in the 2008-2022 interval.
Meanwhile, gross capital formation as a share of GDP has averaged 19.8%, with a relatively increasing trend and a
26.6% level in 2021. Labour productivity, measured as real GDP per worker, increased from USD 2,727 in 1990 to

USD 8,147 in 2021, while Cambodia’s real per capita Gross National Income (GNI) grew fourfold, increasing from
USD 1,008 in 1990 to USD 4,079 in 2021.78

Figure 11: GDP growth, Gross capital formation over GDP and GDP per person employed in Cambodia

30 9,000

25 8,000
7,000

20
6,000

15 5,000

R w

4,000

10
3,000
2,000

, HILEEEEEEEEEEE TRy =
-5 0

19951997199920012003200520072009201120132015201720192021

mmmm GDP per person employed (constant 2017 PPP S)
e=@==GDP growth (annual %)

==@==(Gross capital formation (% of GDP)

Source: World Bank’s World Development Indicators

Despite this strong economic performance, figure 12, below, shows that capital relative to output is still below its
optimum level, with a marginal productivity of capital above its replacement cost.” Therefore, at a macroeconomic
level, if the marginal productivity of capital continues being higher than the replacement cost, it is desirable that
Cambodia continues accumulating physical capital.

77 Capital stock and labor data from Feenstra, Robert C., Robert Inklaar and Marcel P. Timmer (2015), "The Next Generation of the Penn World
Table" American Economic Review, 105(10), 3150-3182, available for download at http:/www.ggdc.net/pwt.

78 Real refers to 2017 Purchasing Power Parity USD. UNDP 2022. Human Development Report 2020-2021: Uncertain Times, Unsettled Lives: Shaping our
Future in a Transforming World. New York.

7 Based on a neoclassical growth model, as ), Blanchard, Olivier J. (2009), "8. Debt and the Current Account Deficit in Brazil". Financial Policies and the
World Capital Market: The Problem of Latin American Countries, edited by Pedro Aspe Armella, Rudiger Dornbusch and Maurice Obstfeld, Chicago:
University of Chicago Press, pp. 187-198. https://doi.org/10.7208/9780226029979-010, the marginal productivity of capital is given by the capital share
multiplied by the output over capital ratio. Replacement cost of per capita physical capital is given by the sum of the depreciation rate and population growth.
Based on the same model, the optimal capital to output ratio is given by the capital share in the production function divided by the sum of the depreciation rate
and population growth. There are no available estimates of the capital share, neither of total factor productivity, but a value of 20% for the capital share is used
as it is the one that generates the best fit to the observed levels of output given the observed levels of the capital stock and effective labour. The within sample
average depreciation rate is 3.36% and the average population growth is 2.16% for an average replacement cost of 5.52% and an average optimal capital to

output ratio of 3.62.
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Figure 12: Physical capital accumulation process: observed capital over GDP ratio (K/Y), optimum capital over GDP ratio (K/Y)
optimum, marginal productivity of capital (MPK) (%), and replacement cost of capital in Cambodia (%)
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Capital accumulation has been partly financed by external borrowing through current account deficits, which have
averaged 10.4% of GDP from 2005 to 2021. The financial sector has also played an important role in the capital
accumulation process, with credit growing much faster than the fast-paced economy. Credit from commercial
banks, specialized banks, Microfinance Deposit Taking Institutions (MDlIs) and Microfinance Institutions (MFls)
moved from KHR 11,711bn or 27% of GDP in 2009 to KHR 158,072 billion or 143% of GDP in 2021.

Decomposing aggregate demand, government consumption expenditure has averaged 5% of GDP in the 2017-
2019 period, therefore a large part of the government expense is devoted to capital formation through public
investment.®° The government participation in investment can also be inferred from the evolution of external public
debt which, according to the Public Debt Management Strategy principle, should be used for priority sectors which
sustain economic growth and economically productive sectors, or productivity growth. Therefore, before analysing
the public sector’s financing options, which could be loans and bonds, issued in domestic and international markets,
it is useful to review the determinants of the public’s sector participation in an investment project.

At a project-level, the first determinant should be if the analysed project has a positive economic or social net
return. The second determinant is to evaluate if there is a clear rationale for the public sector’s involvement in the
project, either in support of the private sector or doing it by itself. The third determinant is to verify if, given
preferences and resources constraints, the project represents the best available use of resources. In this sense, to
determine which investments should be carried out first, it is important to prioritise projects based on the highest
economic/social net return, relative to the size of the required investment. Figure 13 provides the determinants of

80 As a share of GDP, 2017-2019 average of household consumption expenditure was 71.1%, government consumption expenditure was 5%, gross fixed
capital formation was 22.6%, change in inventories 0.9%, and exports 61.1%. On the aggregate supply side, imports averaged 63.3%. Statistical discrepancy

averaged 2.6% of GDP.




the public’s sector participation in an investment project.

Figure 13: Determinants of the public’s sector participation in an investment project
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Source: Bank & Finance Consulting

If the previous conditions have been met, given the public sector’s resource constraint, the government needs to
determine if the selected investment should be financed with its own resources or if it needs to borrow to cover
the unmet requirements. Here, it is important to consider the opportunity cost of the resources that will be used,
recognizing that this cost is part of the cost-benefit analysis of the preceding steps. If borrowing is needed, evaluate
the available options to select the most convenient ones. According to Jonasson et al. (2019)%, the debt
management strategy requires covering the funding needs at the minimum borrowing costs with an acceptable
level of risk. This requires selecting a debt portfolio according to preferences considering the cost-risk trade-off.
Monitoring and management of risks requires observing the maturity structure, the unhedged exposures, the
optionality and derivatives, the cancellation and acceleration clauses, and the contingent liabilities. Reducing
funding risk and variability in interest costs are debt management sound practices.

Considering how borrowing is going to be repaid, analyse if borrowing is in line with the debt management strategy
and if it complies with debt sustainability. If borrowing is needed, evaluate the instrument type between loans and
bonds. The supply of funds could come from domestic or international savers. Financing conditions could be
concessionary or market-based; use of funds could be unrestricted and restricted. Table 21 summarizes the
different financing options. Given that there are 4 characteristics and 2 options per characteristic, there are 16 (=

81 Jonasson, Thordur, Mike Williams, Michael Papaioannou (2019). Debt Management in in S. Ali Abbas, Alex Pienkowski and Kenneth Rogoff, editors,
Sovereign Debt: A Guide for Economists and Practitioners, Oxford University Press.
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2% combinations, for example unrestricted concessionary loan obtained in international markets or restricted
market-based bonds issued in domestic markets. In the next subsections we analyse concessionary loans obtained
in international markets and unrestricted and restricted bonds issued in domestic and international markets at
market conditions.

Table 19: Financing options

Characteristics Option 1 Option 2
Instrument type Loans Bonds
Supply of funds Domestic International
Conditions Concessionary Market

Use of funds Restricted Unrestricted

Source: Bank & Finance Consulting

The PIP, the Debt Management Strategy and the DSA could benefit from following these guidelines to determine
on the investment at the aggregate-level and project-level and the corresponding financing decisions in Cambodia.

KEY MESSAGE

Strong investment in Cambodia has contributed to physical capital deepening and economic growth. Given
that the marginal productivity of capital is still above its replacement cost, at a macroeconomic level, there is a
rationale to continue investing. The public sector has played an important role in the capital accumulation
process and will continue doing so. To contribute to an efficient use of resources, this section provides clear
investment and financing guidelines, at the aggregate-level and project-level.

6.2.Cambodia’s borrowing fiscal space

In this process of rapid economic growth, Cambodia’s public sector has been increasing its share in the economy,
as illustrated in Figure 14. Central government’s revenue represented 12.2% of GDP in 2005 and by 2019 it grew
to 24.8%, mainly explained by a strong increase in taxes. Expenses represented 7.6% of GDP in 2005 and grew to
19.6% in 2021, mainly driven by an increase in the compensation of employees and public investment, and to a
lesser extent due to increases in grants and social benefits. The COVID-19 emergency, with its negative effect on
economic activity, caused a large drop in revenue, while expenses increased mainly due to the expansion of social
benefits that grew from KHR 776 billion (0.71% of GDP) in 2019 to KHR 4,469 billion (3.35% of GDP) in 2020.

(2]




Figure 14: Central government’s revenue, expense and gross operating balance as a share of GDP
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Figure 15 shows the budget in years 2017 to 2022 of selected ministries, identified as those with a large propensity
to be responsible for the implementation of green-related projects: (13) Mines and Energy, (17) Agriculture,
Forestry and Fisheries, (19) Environment, (20) Rural Development, (25) Public Works and Transport, and (29)

Ministry of Water Resource and Meteorology.

Figure 15: State budget of selected accounts in thousands of KHR and percentage share of total
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The accumulated nominal budget of these ministries rose from 2017 to 2020 and then dropped in 2021 remaining
lower in 2022. Meanwhile, as a share of the total state budget, the accumulated budget in these ministries has been
consistently decreasing from 7.9% of total expenditure in 2017 to 4.16% in 2022. The percentage budget of these
ministries in 2022 has been decreasing proportionally almost to half the levels observed in 2017.

If the RGC determines that it requires to borrow to finance its investment projects, including green/sustainable
development ones, the MEF needs to observe its Public Debt Management Strategy 2019 - 20238, The strategy’s
goal is: “to ensure the efficiency, effectiveness, transparency, accountability, and sustainability of public debt
management, thus contributing to accelerating economic diversification and strengthening competitiveness, which
are the foundation for maintaining sustainable, inclusive, and high economic growth towards achieving the 2030
milestones and Cambodia’s vision 2050.”

The strategy specifies a limit of SDR 11,000 million (approximately USD 14,578 million at a 1.32531 exchange rate)
accumulated new external borrowing for the 2019-2023 period with annual borrowing within the SDR 1,500
million to SDR 2,000 million range, and flexibility to increase the upper limit to SDR 3,000 million if needed. In
addition, it states ceilings for 5 key debt indicators: i) present value of total public debt (domestic, external, and
publicly guaranteed) to GDP ratio below 55%, with ii) present value of public and publicly guaranteed external debt
to GDP ratio below 40% and present value of public and public guaranteed domestic debt to GDP ratio below 15%,
iii) present value of public and publicly guaranteed external debt to exports ratio below 180%, iv) public and publicly
guaranteed external debt service to exports ratio below 15%, and v) external debt service to revenue ratio below
18%.

At the end of Q2 2022, the total public debt stock was USD 9,740 million, all being public external debt, of which
69% was from Bilateral Developing Partners (DPs) and 32% from Multilateral DPs83. The public debt stock was all
in foreign currencies with 42% in USD, 20% in SDR, 13% in CNY, 10% in JPY, 7% in EUR and 4% in other currencies.
In September 2022, the RGC started developing the domestic currency bond market with a 2022 target of USD
300 million, equivalent to 1% of GDP, well below the 15% limit. By the end of 2022, total public debt is expected
that it will be USD 11,088 million (25.9% of GDP) up from USD 9,503 million (24.4% of GDP) at the end of 2021,
still well below the 55% limit. External public debt is expected to be USD 10,788 million (24.9% of GDP), up from
USD 9,503 million (24.4% of GDP), below the 40% limit. The present value of publicexternal debt to exports ratio
is expected to finish year 2022 at 33.9%, up from 32.82% at the end of 2021, well below the 180% limit. External
debt service to export ratio is expected to finish year 2022 at 2.10%, above 1.83% at the end of 2021, below the
15% ratio. External debt service to revenue ratio is expected to finish 2022 at 7.8% up from 6.33% in 2021, but
below the 18% limit. Therefore, the RGC still has ample indebtedness space relative to its own defined limits.
Furthermore, a possible upward revision of the GDP figure and the continuous growth in exports will further reduce
the current relative levels.

Therefore, Cambodia’s public sector has taken advantage of concessionary and semi-concessionary loans, it
recently started issuing bonds in the domestic market, which required putting together a legal and operational
framework, and is analysing the possibility of issuing sovereign bonds in international markets. In the process, this
feasibility study and roadmap contributes to the analysis of issuing thematic bonds in domestic and international
capital markets. Next, we review the different financing options and provide guidelines to deepen the existing
alternatives, including issuing standard and thematic bonds in domestic and international markets.

82 The strategy papers are available at: https://gdicdm.mef.gov.kh/en/cat/documents-and-publications/strategy-papers, and the Public Debt Management

Strategy is available at: https://gdicdm.mef.gov.kh/en/2020/01/17/10115.html.
8 General Department of International Cooperation and Debt Management (2021). Public Debt Statistical Bulletin | Ministry of Economy and Finance.
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Cambodia’s public sector has been increasing its share in the economy, but the accumulated budget of selected
ministries, identified as those with a large propensity to be responsible for the implementation of green-related
projects, has been consistently decreasing from 7.9% of total expenditure in 2017 to 4.16% in 2022. Current
public debt and its debt service are at moderate levels, providing space, if considered necessary, to borrow to
finance green and sustainabile development-related needs.

6.3.Concessionary and semi-concessionary loans

Udabir et al. (2008) mention that in general, the IMF maintains that concessionary financing is the best source for
all lower-income countries (LICs). Non-concessionary borrowing should be considered on a case-by-case basis, if
concessionary financing is not available, by evaluating the impact on debt sustainability, the overall strength of the
country’s policies and institutions, the quality of the investment to be financed, and the overall public expenditure
program. In this sense, non-concessionary borrowing could be acceptable if borrowing supports financially viable
projects that otherwise would not be undertaken, or if borrowing helps to avoid social hardship.

As previously mentioned, the RGC has mainly financed its requirements with international concessionary loans
from bilateral and multilateral creditors, which has brought the benefits of low yields and long tenors. As far as
Cambodia continues having access to concessionary finance and conditions continue being beneficial, especially if
yields are lower than market ones and conditionalities in the use of resources are not too restrictive, the RGC should
include concessionary loans in its debt management strategy.

It is important to note that rapid economic growth in Cambodia is having important consequences for the standard
of living and prompted the country to commence the process to become a lower middle-income country (LMIC) in
2015 and met the criteria for graduating from the least developed country (LDC) status for the first time in 202184,
While achieving graduation is an important milestone in the country’s progress, it will bring some challenges related
to international trade and finance.

In terms of international trade, it will imply less advantageous trade access from its key trading partners and the
loss of Special and Differential provisions and the need to comply with all World Trade Organization rules, for
example on intellectual property and investment incentive laws. To expand its trade opportunities, the RGC) has
17 bilateral and multilateral free trade agreements (FTAs). Of the 10 FTAs signed and currently into effect, three
were enacted in 2022, and are important given current and expected trade volumes with its partners: the
Cambodia-China FTA (CCFTA), the Cambodia-Korea FTA, and the Regional RCEP®.

In terms of international finance, it will imply less access to official development assistance, concessionary and
semi-concessionary finance. To diversify and expand its funding sources, in 2022, the RGC added domestic
denominated bonds issued in domestic markets. In addition, the RGC developed guidelines to issue sovereign bonds

8 The criteria for graduation from LDC status requires a GNI per capita of USD 1,222 or above, a Human Asset Index (HAI), combining health and
education indicators, at 66 or above, and an Economic and Environmental Vulnerability Index (EVI) at 32 or below (see
https://www.un.org/development/desa/dpad/least-developed-country-category.html). In the 2021 triennial review, with data up to 2019, Cambodia had a GNI
per capita of USD 1,377, a HAI of 74.3, and an EVI of 30.6, meeting for the first time the criteria for graduation. This is a multi-year process, where
consistency of the indicators is tracked, and vulnerability and impact assessments are performed towards a decision within the UN General Assembly after
the second triennial review in 2024 and a preparatory period that could be from 2024 — 2027 or longer. The Committee for Development Policy (CDP) will
assess Cambodia. It is expected that the effects of COVID-19 will show up in the 2024 triennial review as GNI per capita and four out of the eight of the EVI
indicators are based on three-year averages, where data from 2020 to 2022 will be considered.

8 The RCEP compromises 15 Asian-Pacific countries accounting for 30%of the global population, 30%of global GDP, 29%of global trade, and 32.5%of
global investment. RCEP zero-tariff products in trade in goods exceeds 92 percent, and RCEP opens up at least 65%o0f services sectors, while it harmonizes
rules of origin and increases regional-content requirements for a lot of products. Potential effects of RCEP include: 1) impact on manufacturing exports in
Global Value Chains, through the simplification of the rules of origin, 2) to induce structural transformation and export diversification in textile and garment
exports and agri-processing, 3) enhancing trade facilitation and technical standards, 4) enable the economy to structurally transform its services activities to
more digital- and technology-based services trade, 5) investment facilitation through the protection of foreign investment, liberalisation, and promotion, 6)
development of Small and Medium Enterprises (SMEs), and 7) development of e-commerce.
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in international markets. Those sovereign bonds could include unrestricted bonds as well as thematic bonds.
Gradually developing its capacity to access alternative sources of financing could allow the RGC to better select
the indebtedness conditions.

KEY MESSAGE

Cambodia has mainly financed its requirements with international concessionary loans from bilateral and
multilateral creditors, which has brought the benefits of low yields and long tenors. As far as Cambodia
continues having access to concessionary finance, the RGC should include concessionary loans in its debt
management strategy. Prospective graduation to a LMIC status will imply less access to concessionary trade
and financial conditions. Therefore, diversifying and expanding its trade and financing options will place the
country in a stronger position once it graduates.

6.4.Expanding issuance of bonds in domestic markets

Starting in September 2022, the RGC started issuing unrestricted bonds denominated in KHR in the domestic
market. The Prakas on Government Securities appointed the NBC as the sole mandated holder of the MEF for the
issuance of government securities with listing privileges and with the use of the current account of the National
Treasury for settlements and payments. Those bonds have been auctioned to banks and microfinance deposit-
taking institutions through adapting the NBC's platforms and the accounts that these financial institutions have
with the central bank. The listing plan adds the National Social Security Fund (NSSF) and insurance companies as
target investors with rights to buy and trade government securities. Commercial banks and microfinance deposit
taking institutions that are accredited to provide securities services by the Securities and Exchange Commission of
Cambodia, have the right to subscribe for and trade in Government securities on behalf of their clients. Government
securities may be sold, purchased, transferred, exchanged, put as collateral, and borrowed between eligible
investors.

Based on interviews held, potential buyers of domestic denominated government bonds have pointed out concerns
about i) currency risks as most of their balance sheets are in foreign currencies, ii) low coupon rates given the
international capital markets’ rising levels of interest rates during 2022, and iii) a preference for relatively short
tenors, mainly due to macro-financial uncertainty and high inflation. To provide incentives to buy government
bonds, the government has already established tax breaks on interest gains and has allowed counting the bonds
towards meeting the regulatory liquidity and capital requirements. In addition, in November 2022, the NBC
approved including the investment in government bonds in the calculation of the required minimum of 10% loan
portfolio in KHR national currency. The MEF conducted a market sounding to determine its issuance plan of
domestic bonds for 2023 and potential modifications on its current market design.

The current framework for the issuance of bonds in the domestic market could be expanded to include thematic
bonds. Specific non-financial preparatory steps to issue a thematic bond are further developed in section 6.6,
below. For the specific case of green bonds, the IFC “Green Bond Handbook: A Step-by-Step Guide to Issuing a
Green Bond”, is a practical guide with best practices to structure a green bond in compliance with the ICMA
principles. Among the recommended steps in this IFC's Green Bond Handbook are the integration of a TBPT, with
transversal participation from key stakeholders from the MEF and other relevant ministries. This team should deal
with the strategic and financing decisions including determination of eligible assets, project evaluation and
selection, and reporting. In terms of external resources, a structuring underwriter / structuring agent should assist
in developing a timetable of issuance. The underwriter should have an up-to-date map of ESG investor landscape
within the chosen markets with a detailed knowledge of individual investor preferences and criteria®. It should also

8 Top green bond underwriters, by their USD volume, in H1 2020, included: Bank of America Securities, Citigroup, JP Morgan, BNP Paribas, Morgan




have a knowledge of the landscape of external reviewers and be able to advise on which form of external review
is best suited to the country’s objectives. In addition, the underwriter should guide the issuing country in the listing
of the Green Bond. The underwriter should guide the issuer in what form of External Review to seek?®. SPO
Providers (auditors) could provide attestations for the part of the process where the country wants to demonstrate
robust best practice. It is also important to have specialists to perform impact reports.

The recommended sequence and timeline to market include: i) the scoping work -> ii) decide to issue a thematic
bond -> iii) formation of the TBPT -> iv) consider appointing external parties, including the structuring underwriter,
external reviewer, auditors and impact evaluators -> v) design the thematic bond framework with the following
pillars 1) use of proceeds, 2) project evaluation and selection, 3) management of proceeds, and 4) reporting on
allocation and impact-> vi) prepare bond issuance -> vii) marketing and pricing of the bond -> viii) allocation and
impact reporting. This sequence is presented in Figure 16. Excluding scoping work, the time required to prepare
and execute a thematic bond issuance, depending on the issuer’s internal organization and the complexity of the
thematic bond framework and subsequent offering, could take between 8 to 12 weeks.

Figure 16: Preparatory steps to issue a thematic bond
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The Thematic Bond Framework is the document that sets out the “green/sustainable development characteristics”
of the bond to be issued, the process that the issuer will follow in the evaluation and selection of eligible projects,
and the reporting commitments of the issuer towards investors. It is usually structured around the four mentioned
pillars which imply announcing the use of proceeds®, the process by which it will select those projects, how the
proceeds will be managed and how it will report on the allocation of the proceeds and the impact of the chosen
projects. This framework should allow the issuer flexibility to issue bonds within certain pre-determined parameters
without needing to restructure it on an issue-by-issue basis. The thematic bond framework document could serve
the external review to determine if the bond to be issued follows the GBPs. The bond framework and the SPO
announcing compliance of the framework with the GBPs could be important marketing documents.

Stanley, Credit Agricole, Barclays, ING, Société Générale, HSBC, Doeutsche Bank, Goldman Sachs, SEB, Santander, Credit Suisse, UniCredit, Jefferies,
NatWest Markets, Danske Markets and ABN AMRO.

87 Despite the fact that according to the Green Bond Principles, an External Review is not mandatory for an issuer, it is recommended to signal investors about
the process. According to IFC (2022), the most popular form of External Review is the Second Party Opinion (SPO), which compromise 85% of External
Reviews according to a Climate Bonds Initiative Survey. Some major providers of SPOs are Sustainalytics by Morningstar, Vigeoeiris, DNV, ISS Corporate
Solutions, Cicero Shades of Green.

8 The Green Bond Principles do not have their own taxonomy, i.e. a detailed list of eligible assets with technical performance criteria, there is a set of broad
eligible categories including: renewable energy, energy efficiency, pollution prevention and control, environmentally sustainable management of living natural
resources and land use, terrestial and aquatic biodiversity conservation, clean transportation, sustainable water and wastewater management, climate change
adaptation and eco-efficient and/or circular economy adapted products, production technologies and processes.
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In 2022, the RGC started issuing bonds in the domestic market and has already announced its issuance plan for
2023. The current framework for the issuance of bonds in the domestic market could be expanded to include
thematic bonds. To do so would require designing the necessary steps to issuance including scoping work,
formation of a TBPT, appointing external parties, designing the thematic bond framework, marketing and
pricing the bond and development of allocation and impact reporting processes

6.5.Potential for issuing bonds on international markets

Cambodia has not issued bonds in international capital markets yet, however the Comprehensive Policy Framework
for the Development of Government Securities (CPFDGS) includes the possibility of issuing bonds internationally.
The advantages of international government bond issuance include supplementing domestic savings without
crowding out domestic private sector borrowers in the domestic market, diversifying sources of financing, and
strengthening incentives to macroeconomic discipline and fiscal accounts’ transparency. By accessing a larger pool
of loanable funds, borrowing costs could be lower and tenor could be longer, improving the government’s debt
portfolio risk profile. In addition, government’s borrowing could create a benchmark interest rate in international
markets for other national borrowers.

Risks of international issuance include exposing the country to international financial conditions, including
contagion or panic risks, that could create systemic sudden stops and change credit conditions, independent of the
country’s own performance. Also, negative or inaccurate market perception about the sovereign issuer, due to
fundamentals, expectations, or incomplete information, could change the credit conditions and increase refinancing
costs. Given that most initial international issuances are in foreign currency, this could create a currency mismatch
in the asset and liability management and bring exchange rate risks with a depreciation changing the cost of
servicing debt in domestic terms.

We describe the preparatory work needed to issue sovereign bonds in international markets. After, we describe
the stages of the bond market development. The sequence and timeline to market specified in section 6.4 for
thematic bonds also apply when issuing sovereign bonds in international capital markets. In this case, general steps
to issue in international capital markets needs to be complemented by the thematic bonds’ requirements. In section
6.6 we describe in more detail the recommended non-financial preparatory steps to issue a thematic bond.

Recommended financial preparatory work for issuing sovereign bonds in international markets

1. Analyse incorporating sovereign bonds within the multi-year debt management strategy, considering the
benefits and costs in terms of effects on debt cost, risk, structure, management, and sustainability.
Consider macroeconomic, structural, and debt management aspects

2. Develop institutional capacity by assigning personnel within the Debt Management Office for the front-
middle-back-office activities of sovereign bonds

Develop the necessary legal framework
Request the necessary approvals for the issuance

Appoint legal and financial advisers and lead managers

A L

Acquire ratings by several rating agencies. Domestic preconditions that contribute to positive credit ratings
include: i) a record of good economic performance over the preceding years, maintaining a positive
medium-term outlook, and that debut issue is part of a debt management strategy in line with debt
sustainability, ii) robust growth, low inflation, and sustainable current account deficits, iii) prudent fiscal
stances, consistently servicing debt, and sustainable debt strategy, iv) progress in data dissemination,
transparency in the conduct of macroeconomic policy, and v) political stability
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Based on market sounding and consultation with financial advisers, determine the bonds’ characteristics
and issuance plan

Conduct road shows in advance of the planned issuance that could contribute to build a network of
potential investors

Carefully select timing of debut issuances in international markets. It is advised to seek favourable external
conditions with a combination of low interest rates, ample liquidity, and strong risk appetite that led
investors to search for higher yields. Limited alternative contemporaneous sovereign bond issuances, that
represent competition for the available loanable funds, should also be considered. A positive global growth
outlook with moderate inflation also represents favourable external conditions for debut issuance

10. Improve the debt management capabilities by strengthening the institutional capacity for debt

management including developing a risk management framework

Figure 17 presents the recommended financial preparatory work for issuing sovereign bonds in international
markets.

Figure 17: Financial preparatory work for issuing sovereign bonds in international markets
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Source: Adaptation from from Mecagni et al. (2014)89, Das et al. (2008)%°, and Abbas et al. (2020)°!

Development of the sovereign bond market:

1.

2.

3.

Initial stage: focused on establishing the primary market and creating the preconditions for secondary
market development

Deepening stage: the basic elements of the primary and secondary market are established and functioning,
and focus should be on improving liquidity on the secondary market
Maturing stage: with a well-functioning primary market and a liquid secondary market, focus should be on

developing more sophisticated instruments and segments, such as derivatives, and making the bond
instruments internationally competitive

8 Mauro Mecagni, Jorge Ivan Canales Kriljenko, Cheikh Anta Gueye, Yibin Mu, Masafumi Yabara, and Sebastian Weber (2014). Issuing International
Sovereign Bonds: Opportunities and Challenges for Sub-Saharan Africa. IMF African Department Working Paper 14/02.

0 Udaibir S. Das, Michael G. Papaioannou, and Magdalena Polan (2008). Strategic Considerations for First-Time Sovereign Bond Issuers. IMF Working
Paper 08/261.

°!'S. Ali Abbas, Alex Pienkowski and Kenneth Rogoff, editors, (2020). Sovereign Debt: A Guide for Economists and Practitioners, Oxford University Press.




6.6.Non-financial preparatory steps to issue a thematic bond

When it comes to the process of issuing a thematic bond there are seven key steps Cambodia must go through
which relate to governance, the management of expenditure and reporting. These recommended steps are
described below: within any roadmap these steps must be considered in respect of any process by which bonds
might be issued. Whilst a bond framework can be produced in a relatively short timescale, thematic bond
frameworks are well served by robust and systematic preparatory process.

Oversight of this process requires a broad collaboration and engagement process. As suggested in section 6.4 a
frequent response to this is to establish a TBPT to oversee the future required steps to issuance steps.

Figure 18: Non-financial preparatory steps to issue a thematic bond
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[1 STEP 1: ENGAGE GOVERNMENT STAKEHOLDERS
Set Goals

The first step of engagement is to set the goals of the issuance. In relation to a thematic bond, the goals of the
issuance are likely to align with the NDC/SDG targets and look to promote green finance and low-carbon
programmes to achieve sustainable development.

Engage Ministries

An initial engagement with ministries initiates the process of searching for a sufficient project pipeline with which
funds could be allocated towards. To be eligible, projects would have to be aligned with NDC and SDG goals and
targets and with key government priorities.

In addition to this, existing budget constraints relative to the eligible project pipeline is an important consideration.
This requires assessment of the current budget expenditures and to what extent budget items fall within the
proposed bond framework. Another important aspect of this step is to ensure that from the outset a culture of
collaboration and cross-ministry cooperation exists.

Expand Stakeholders

For additional perspective, it may be in the interest of the issuer to involve external parties into the issuance process
such as UNDP or ADB to provide external advice. The value of opening dialogue with external stakeholders is the




additional engagement and valuable feedback that this iterative dynamic can help produce.

[l STEP 2: ESTABLISH THEMATIC BOND FRAMEWORK
Determine Sectors
A key differentiator when it comes to the issuance of a thematic bond, compared to a vanilla bond, is the eligibility
criteria which limits the possible sectors and projects that the proceeds can be allocated towards.
Relevant sectors should align with not only the National Development Plans (NDP), but also the UN SDG targets,
in order to ensure investor understanding of the expected impact of the proceeds.
To validate the need for collaboration and transparency, this step is informed by the work carried out in Step 1
(Engage Ministries) and lays the foundation for project pipeline creation into Step 3.
Determine Expenditures
Within the issuance of a thematic bond, there are specific types of expenditure that are classed as eligible:
Investment Expenditures: capital investments, including facilities, structures, networks systems, plant property,
equipment, or physical assets. These expenditures must be determined and included within the established
thematic bond Framework
Selection of KPIs
The selection of KPlIs is an important consideration for the issuance. The KPI anchor is a fundamental benchmark
to assess the impact of the proceeds, and therefore needs to be decided on in conversation with multiple
stakeholders.
The KPIs should be:

[l Relevant, core and material to the issuer’s overall objectives, and of high strategic significance to the

issuer’s current and/ or future ambitions (in relation to Cambodia’s future ambitions, consider the National
Policy on Green Growth and Vision 2050 policy frameworks);

[l Measurable or quantifiable on a consistent methodological basis (in order to be able to benchmark
performance);

Externally verifiable (to ensure independence and transparency); and

Able to be benchmarked, i.e., as much as possible using an external reference or definitions to facilitate the
assessment of the level of ambition (in order to measure impact).

Set a Monitoring Process

Given that certain conditions need to be met to allocate proceeds from the bond issuance - (such as eligible sectors
and eligible expenditures), a key aspect of a thematic bond issuance is the need to monitor, report and verify all
steps or project funding.

These practices can either be carried out by the public body or external partner, but it is a crucial process in order
to verify the impact of the proceeds pre and post issuance - please refer to Step 6 for more information.

[l STEP 3: IDENTIFY ELIGIBLE BUDGET ITEMS
Within PIPs and allowable government expenditure, eligible budget items must next be identified which can be
presented to investors as a possible pipeline. These expenditures must align with eligible themes within the
proposed thematic bond framework and confirm to allowable expenditures.

2]




[1  STEP 4: ARRANGE AN INDEPENDENT EXTERNAL REVIEW (SPO)
Select Verifier

In order to attract private investors, an external verifier must be selected in order to verify the issuance. Having an
independent body evaluating the credibility of the thematic bond, gives assurance to investors of the
trustworthiness and transparency of the thematic bond issuance process.

Such verification can occur in multiple ways. The first would be an independent review upon which the issuance
would receive a third-party certification against the IMCA standards, a second party opinion or a green rating.

The other verification option is to include a post-issuance assessment, which assures investors that the pre-
issuance claims have been followed through.

[l STEP 5:ISSUING THE BOND
Thematic Bond Prospectus

A thematic bond prospectus should be created to be sent round to prospective investors, in order to market the
bond and create demand. Further, it may also be preferable to conduct a presentation and/or FAQ.

Additional Marketing Material to promote issuance may be produced

This will highlight the main pieces of the bond framework and serve to verify to external parties that the new debt
issued will be allocated towards helping Cambodia achieve its NDC's.

After having issued, investor roadshow, if needed

This optional aspect of the bond issuance once more serves to amplify the demand for the bond. Increasing the
competitiveness of the bond will be beneficial for the issuing country as it may make the long-term cost more
affordable.

If this step were to be acted upon, a distribution partner would be pre-selected, who would then take the issuance
to the bond market.

[l STEP 6: MONITOR AND REPORT
Produce allocation and impact report

Aside from a pre-issuance Framework, reports will also be made post-issuance. The reports must be published
yearly, with best practice dictating that the issuer would provide investors with both an Allocation report and an
Impact report. In some cases, the first reporting statement may take the form of a post-issuance review carried out
by an external verifier. For all issuances, the reporting should align with the expectations set in the thematic bond
framework.

Allocation Reporting:

An Annual Allocation Report will be provided to investors until the total amount of budgetary resources expended
on eligible expenditures equals the total amount of the net proceeds of the thematic bond. The allocation report
will include the following details:

[l Net proceeds of outstanding bonds
[l Aggregate amount of net proceeds allocated to Eligible Categories

[l  Examples of Social or Environmental Projects from each Eligible Categories (subject to confidentiality
disclosures)

[l  The proportional allocation of proceeds between existing projects (refinancing) and new projects
[l The remaining balance of unallocated proceeds, if any

Impact Reporting:

In addition, impact reporting on the expected impacts of the Eligible Expenditures will be provided and should be




made available on at least an annual basis, subject to the availability of the relevant data.

[l STEP 7: REPEAT
Repeat issuance

It may be the case that not all eligible projects were able to be included in a particular thematic bond issuance. With
relevance to the strength of the project pipelines as scoped out in Step 3, it may be the case that the pipeline
contains sufficient depth for a new issuance to be carried out. Of course, other considerations need to be kept in
mind, such as debt ceiling and ability to repay.

If the prospect of additional thematic bonds is sufficiently attractive, a more programmatic approach can be
undertaken where the issuer can apply for a programmatic certification under the Climate Bonds Standard. In this
case, only one pre-issuance verification would be required for the total pool, and post-issuance verification would
only be required once a year if bonds are issued.

KEY MESSAGE

The ICMA Green and SDG Bond Principles provide a robust and proven methodology for the development of
a suitable bond framework to govern the issuance of thematic bonds in Cambodia going forward.

6.7.Incorporating thematic sovereign bonds in Cambodia’s debt management

Issuance of sovereign bonds, including both vanilla and thematic bonds, need to observe the above-mentioned key
principles of the debt management strategy. As shown in section 6.1. Cambodia still has a relatively low capital to
output ratio and a high marginal productivity of capital which calls for further investment to foster capital
accumulation and promote growth. At the same time, the social and environmental needs, in a growing economy,
justify accessing the capital markets to finance the required investments.

The previous analysis provides frameworks to perform a careful identification of the projects that require
investment and the analysis of the financial needs. As one of the key principles of Cambodia's Public Debt
Management Strategy (refer to section 4.11) states, the RGC should continue tapping its concessional credit lines
to finance at favourable conditions. In this concessional financing, it is important to evaluate if conditionalities do
not increase the net cost of taking the loans. If concessional loans are not enough to cover the financial needs, then
the RGC could consider other loans or bonds in the domestic and international markets. The previous sections
describe steps to expand the issuance of bonds in domestic markets, to develop an international sovereign debt
market, and the preparatory steps to issue a thematic bond.

After the RGC identifies investment opportunities, evaluates that it has advantages over a privately led investment,
and considers that its own savings are insufficient to finance the project, it needs to do a careful evaluation of its
financing options. As stated before, the debt management strategy requires covering the funding needs at the
minimum borrowing costs with an acceptable level of risks. The debt portfolio needs to be selected considering the
cost-risk trade-off. Depending on those financing options, the project’s cost-benefit analysis must be reevaluated
to verify that it yields a positive net economic and/or social return.

KEY MESSAGE

The social and environmental needs, in a growing economy with relatively high marginal productivity, justify
accessing capital markets to finance the required investments. Projects should be selected based on a cost-
benefit analysis, prioritizing those with the highest positive net economic and/or social return. Funding needs

must be covered at minimum borrowing costs with an acceptable level of risk.




6.8.Recommended bond characteristics

Sovereign bonds’ issuance should be in accordance with the debt-sustainability framework and management
strategy. Aspects of issuance include size, number of issues, use of proceeds, maturity, repayment structure,
currency of denomination, and coupon rate flexibility.

Size should observe the external debt-to-GDP and debt service-to-GDP limits. The target resources could be
sought in a single or multiple (new or reopening) issuances, which depends on the time profile in which resources
are expected to be used and a cost-benefit analysis of alternative numbers of issuances, where yield and carrying
costs are increasing with the size of the issuance, while liquidity premium could decrease with the size, and
refinancing risks and administrative costs increase with the number of issuances. Disclosing the intended use of
resources could reveal relevant information about debt sustainability to investors.

Maturity and repayment structure should be set in accordance with the asset-liability management strategy
considering the term and risk premium. Longer tenors provide convenience of financing debt for more years, which
is especially useful if financing long-term investments, and reduces refinancing risks. Access to longer tenors is
gained with debt service repayment credibility but carries interest rate risk and a term premium.

Repayment structure goes from bullet bonds, where repayment of principal with or without financial costs, takes
place in a single period, to amortizing bonds, which smooths the repayment of principal and reduces duration and
interest rate risk. Each repayment structure has pros and cons that should be weighted to select the more suitable
one for the issuer.

Issuing securities denominated in domestic currency reduces the issuer’s currency risk, but increases the investor’s
one, requiring a premium, which is also determined by preferences and liquidity. The market for USD denominated
instruments is the deepest and most liquid, followed by other reserve currencies such as Euro, Yen, and Renminbi.
Most LICs debut issuance are denominated in USD to guarantee investors acceptance and reduce the required
premium. The large inflow of resources should be considered for the country’s exchange rate and aggregate
demand management.

Coupon payments could be at a fixed or floating rate, including inflation-adjusted interest rates to guarantee a
constant real return. Fixed rates guarantee a constant and certain repayment schedule, which is beneficial for the
issuer when reference interest rates unexpectedly increase but is detrimental when those rates decrease. To take
the interest rate risk of a fixed interest rate, investors demand a premium. As we show below, most sovereign debt
has fixed coupon rates.

Therefore, size is determined by the issuer with possibility of over assignment, unless a maximum yield is set below
the market equilibrium yield rate and therefore size will be market determined. The coupon rate is also determined
by the issuer with the possibility of setting it equal to the yield rate at issuance to sell bonds at par. The yield rate
will be market determined, with the possibility of selecting a binding maximum yield.

Credit ratings, in anticipation of issuance, provide an external evaluation of debt sustainability, including capacity
to service debt, and require data disclosure, which increases transparency. Target investors could be global or




regional, if familiarity with the country reduces information asymmetries, and could include domestic investors.
Roadshows of senior officials presenting the country’s performance and outlook to potential investors also serve
to build demand for the securities. The issuer should decide the market jurisdiction in which the bond will be issued
and on the legal terms that will rule the bond issuance. These decisions depend on the target investor group that
constitute prospective demand and the currency of denomination. Modalities of issuance could be a public offering
or a private placement, where the bond is sold to a narrow group of institutional investors. Global bonds could carry
the highest administrative costs, which could be more than compensated for by accessing a larger pool of investors
and resulting in a lower yield rate.

The supporting team for sovereign bonds consists of legal advisors, financial advisors, and lead managers. Legal
advisors, preferably legal firms, with ample experience advising sovereign bond issuances and strong presence and
knowledge of the laws in the issuing country, are required. Financial advisors, that help develop the issuance
strategy and assist in the credit rating process, could add value. Once the strategy is selected, a lead manager,
preferably an investment bank, with experience accompanying sovereign issuances and international presence in
the issuing country, is required to execute the issuance.

Specific capacity-building needs could include the following areas: (1) building macroeconomic frameworks
reflecting the dimensions of the new bond issues—for instance, reserve adequacy exercises to help prevent debt-
servicing problems and help identify carry-costs; (2) implementing improved prudential frameworks to monitor all
relevant risks (such as foreign exchange risks, currency mismatch, and liquidity and interest rates risks), which may
increase the capacity of the banking system to intermediate the inflows effectively; and (3) formulating and
implementing a medium-term debt strategy—consistent with preserving debt sustainability—and strengthening
debt management and monitoring capacity. As part of a medium-term debt framework, strengthening project
evaluation capacity would generally also be necessary.

To be included in the J.P. Morgan Emerging Markets Bond Index (EMBI) Global, which tracks liquid, US dollar (USD)
emerging market fixed and floating-rate debt instruments issued by sovereign and quasi-sovereign entities, the
maturity should be longer than 2.5 years, with the instrument remaining in the index until 6 months before it
matures, the outstanding amount should be of at least USD 500 million, and the bond must be USD denominated.

Debut EM sovereign bonds tend to be of at least USD 500 million. Most first-time sovereign issuances are fixed
coupon, bullet bonds, with maturities between 5 to 10 years, denominated in USD and with relatively high coupon
rates to attract investors. Some issues include collective action clauses (CACs)°? and were privately placed or issued
as Eurobonds rather than as global bonds (Grigorian, 2003).

As mentioned, there are some key factors to consider about government debt, such as the flexibility of interest
rates, the currency of issuance, the maturity profiles, and the creditor base (domestic versus external), amongst
others. The following figure, uses information from the debt securities statistics, published by the Bank of
International Settlements, to analyse the type of debt instruments issued by 30 central governments around
the world from 1995 to 2021. It reports the average share of domestic and foreign currency debt in the
portfolio, where for domestic currency debt it distinguishes between straight fix rate, inflation indexed, and
floating rate. It also reports the average original and remaining maturity in years.

2 CACs in bond contracts consist of the majority enforcement provisions and the majority restructuring provision. The majority enforcement provisions
(including acceleration and de-acceleration clauses) are designed to limit the ability of a minority of bondholders to disrupt the restructuring process by
enforcing their claims after a default but before a restructuring agreement, while the majority restructuring provision allows a qualified majority of
bondholders of an issuance to bind all holders of that issuance to the financial terms of a restructuring, either before or after a default.




Recognizing that there is heterogeneity in the composition and maturity of debt portfolios across countries,
from the average values we can observe that: i) about % of the total portfolio corresponds to debt denominated
in domestic currency with a straight fix rate, ii) domestic currency inflation indexed debt, which is gaining
prominence, accounted for 14% of the average total portfolios in 20217, iii) the share of domestic currency
debt at a floating rate has been reducing from levels around 13% to 8% in 2021°, iv) countries have been
substituting foreign currency debt for domestic currency debt?, and v) average original maturity has been
increasing from 5.7 years in 1995 to 11.8 years in 2021, while remaining maturity increased from 4.5 years in
1995 to 7.6 years in 2021.

Figure 19: Average of central government debt securities markets. Share by instrument in total portfolio and original and remaining
maturity in years
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In the current inflationary environment, which is forcing central banks around the world to increase interest rates
to anchor inflation expectations, inflation indexed, and floating rate debt instruments are increasing governments’
financing costs. External debt held by non-residents denominated in foreign currency, makes countries vulnerable
to exchange rate depreciations and changes in capital flows.

Taking into account all of the above and the overview of the size and currency mix of thematic bond issuances
outlined in section 4.3, the RGC could explore a sovereign debut in international capital markets with thematic
bonds issued in either USD or EUR. By issuing bonds in international markets, the RGC will be able to pool from a
larger group of investors allowing it to issue a larger size and at larger tenors than in domestic markets. Given their
knowledge of the local conditions, national investors should also be encouraged to participate. Given the above-
described characteristics of plain vanilla sovereign bonds and thematic bonds, at the time when the decision of
planning an issuance is made, and contingent on the funding needs, it could be convenient to evaluate if the RGC

%3 Domestic currency inflation debt is important in Argentina, Brazil, Chile, Colombia, Hong Kong, Israel, Mexico, South Africa, Turkey, the United
Kingdom and the United States.

%% Argentina, Brazil, Hungary, Indonesia, Israel, Philippines, Poland, Russia, and Turkey, which have contracted domestic currency debt at a floating rate,
had been reducing the share of this type of debt in their portfolio. Mexico is the only country where this type of debt has the largest share in its portfolio.

%% Foreign currency debt continues being important in Argentina and Turkey, while other emerging market countries, which used to issue foreign currency
debt have been successful substituting towards domestic currency debt.




could debut with a medium size USD 100 million to USD 500 million issuance. It is important to note that most
first-time sovereign issuances are fixed coupon, bullet bonds, with maturities between 5 to 10 years, denominated
in USD or EUR and with relatively high coupon rates to attract investors. When approaching the time of issuance,
it should be evaluated if these characteristics are those that yield the preferred cost-risk mix.

KEY MESSAGE

Pending a market sounding analysis, at a closer time to the first issuance, the RGC could debut with a medium-
size (USD 100 million to USD 500 million) USD denominated bond, with a fixed coupon, a bullet structure and
a 5 to 10 years maturity.

6.9.Using credit enhancement within the roadmap

Should the decision be made to progress with thematic bond issuance following the development of a suitable
bond framework and delivery of the necessary building of ministerial and market capacity, the approach to issuance
can either be market-led in terms of pricing or use credit enhancement in the shorter to medium term to achieve a
more attractive pricing outcome.

The use of credit enhancement tools is designed to enable more favourable pricing from a debt service perspective
and a more risk-adjusted investment from an investor perspective. As described in section 4.8, both internal and
external credit enhancement measures could be deployed to lower the risk profile of the transaction from an
investor perspective and these measures should be explored as part of the overall issuance strategy. Within the
thematic bond issuance roadmap, credit enhancement measures can be strategically deployed at two key stages:
at the project level and the transactional level.

At a project level rather than a bond level, credit enhancement tools can be used to adjust the risk-return profile of
major projects considered as eligible expenditures within the thematic bond framework. Usually, project selection,
implementation, and monitoring processes tend to pose significant risks impeding successful thematic bond
issuance.

At a transactional level, thematic bond issues can be exposed to liquidity risks where large-scale institutional
investors are typically constrained by minimum transaction size (often considered to be in the region of USD 50
million), while on the other hand, issuers of thematic bonds in developing markets can be limited in the amount of
debt they can raise to meet the sufficient size or liquidity needed to attract significant institutional investment®.
Therefore, multilateral development partners can offer various avenues (from technical assistance to acting as a
broker) to mitigate this type of risk. For smaller issuances, multilateral partners can provide the needed technical
assistance during the bond issuance process which would not be possible through financial institutions given the
small size/illiquid nature of the issuance. Equally, a multilateral development partner can help broker a private
placement of a thematic bond issuance when the issuance is too small and likely to be mispriced if listed on a public
market. In addition to brokering the transaction, multilateral development partners could use their treasury function
to underwrite and/or co-invest in the transaction, increasing the credibility of the issuance. By so doing, this sends
a positive market signal to other market participants and could help attract additional institutional interest in the
issuance. and likely to be mispriced if listed on a public market. In addition to brokering the transaction, multilateral

¢ UNDP (2022). Demystifying Green and Blue Blonds, Pacific Island Forum. Available at:
https://www.undp.org/sites/g/files/zskgke326/files/2022-08/demystifying-green-and-blue-bonds-for-the-pacific.pdf



https://www.undp.org/sites/g/files/zskgke326/files/2022-08/demystifying-green-and-blue-bonds-for-the-pacific.pdf
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development partners could use their treasury function to underwrite and/or co-invest in the transaction,
increasing the credibility of the issuance. By so doing, this sends a positive market signal to other market
participants and could help attract additional institutional interest in the issuance.

Therefore, multilateral development partners such as the ADB should be considered and approached during the
issuance process given the pre-existing relationships Cambodia has with them. Recent discussions with ADB on
other UNDP projects such as the Fiji Blue Bond have already highlighted a willingness to participate in assisting the
development of the sovereign thematic debt issuance market inside the kingdom. The interview with ADB
identified a willingness to partner with Cambodia in respect of internationally listed issuance. This would be
supportive of the strategy identified in section 6.8.

KEY MESSAGE
As part of the roadmap, the ADB should be approached to identify possible collaboration approaches in

respect of both technical assistance and credit enhancement opportunities.

6.10. Development of governance, performance management, and reporting

processes

Accountability and transparency play a huge role in these bonds being attractive for investors. Issuers must put in
place robust processes to identify and evaluate eligible projects, segregate, manage, and track bond proceeds, and
measure the impacts. This allows investors to do their due diligence and ensure their investments are aligned with
their priorities. Foundations have been laid in respect of governance, project selection, allocation and impact
reporting in several ministries in Cambodia. Additionally, evidence of KPI collection within ministries provides a
baseline to work from on a cross ministerial basis.

As suggested in the roadmap section 6.6 a TBPT should be established to oversee the future required steps to
issuance. The mandate of the TBPT would be to:

[l Develop institutional capacity towards future thematic bond issuance including a cross ministerial capacity
for KPI collection and reporting

Develop budget tagging processes to enable project identification

Arrange and conduct wider ministerial training on the required next steps to issuance and to grow
knowledge and promote support

[l Develop pipeline of investable and eligible projects which would support the production of a Thematic
Bond Framework

[l Develop project selection criteria to ensure project selection supports the greatest impact against
achieving SDG's

[l Defining project approval process and hierarchy. This is a fundamental component of the Thematic Bond
Framework and required under the ICMA guidance

[l Develop and publish a Thematic Bond Framework which is fully aligned with National priorities including
the appointment of an SPO Provider

[l In conjunction with MEF identify and appoint underwriting bank(s)




Oversight of the TBPT is essential to ensure quality control in documentation, will be provided for evaluation
reports of implementation status and monitoring results. Additionally, reporting on the expected impacts of the
Eligible Expenditures should be provided and made available on at least an annual basis.

Monitoring, Reporting & Verification Methodology

Another key pillar of SDG 17 is the framework surrounding Monitoring and Reporting. Cambodia’s capacity to
conduct systemic analysis and data collection and to understand the cross-sector links, causal mechanisms, project
synergies and inevitable trade-offs is vital in order to successfully implement the Vision 2050 ambition. As the
crucial evaluation methodology of domestic SDG projects, not only does the monitoring and reporting capabilities
allow SDG projects to be more effectively optimised towards a sustainable future, but the process is also vital to
SDG progress. It also allows the country to better secure access to investment capital. Ensuring KPIs are designed
and data tracked at the appropriate level of granularity is particularly important, for example, including gender
considerations within data collection to monitor impact on gender-related SDGs. Enhancing key monitoring
mechanisms, minimising data gaps, and expanding data capacity are key institutional capabilities that need to be
built.

The country must also consider key challenges it faces, as outlined within this report. Lack of data becomes a key
challenge within the monitoring, implementation and governance phases of long-term projects, and unless resolved,
can prove to be a key barrier to progress®’.

KEY MESSAGE

The government of Cambodia, through its release of a Khmer-language guideline handbook on issuing green
bonds on the Cambodia Securities Exchange (CSX), has made a good start for corporations to align their
issuances with ASEAN principles, and must focus on extending the same principles for a sovereign thematic
bond issuance, to successfully integrate sovereign bonds as part of their country’s funding strategy.

6.11. Capacity building needs and the role of UNDP

UNDP, together with other development partners (ADB, UN Agencies, Global Environmental Facility (GEF),
International Fund for Agricultural Development (IFAD), Global Fund, WB, etc.), could provide technical assistance
such as thematic bond framework development, external reviews, capacity development, systems development to
monitor the use of bond proceeds, preparation of post-issuance reports, and the sharing of best practices that have
been successfully adopted within and outside the region. It could work with regulators and potential investors to
establish proper guidelines for the green bond market; develop or establish a clear framework; promote green
investment benefits; and advise on the creation of laws and rules for these types of investments, including the
setting of investment thresholds®®. UNDP should also provide capacity building for human resource development
in key government ministries in the areas of project management, project implementation, monitoring and
implementation, in accordance with the standards and rules. Capacity building for relevant stakeholders, the
expansion of an eligible project pipeline and issuer base, greater incentives (including tax incentive for both local
investors and issuers), and technical assistance from development partners.

More specifically, there shall be need for capacity building and technical assistance in the following areas:

°7 Nilsson, M., Griggs, D. and Visbeck, M., (2016). Policy: map the interactions between Sustainable Development Goals. Nature, 534(7607).
% ADB (2022). Green Bond Market Survey for Cambodia: Insights on the Perspectives of Institutional Investors and Underwriters.




Market and risk management: Given the possibility of CPFDGS enabling the issuance of government bonds in
international markets UNDP could support the preparatory work needed to support ongoing debt management
strategy, selecting timing for debt issuance and developing a robust and scalable risk management framework.

Thematic bond framework: Assistance to develop the necessary framework documents and supporting regulatory
environment changes to ensure a conducive legal / regulatory framework is in place to facilitate a successful bond
transaction and to provide a sustainable basis for future bond issuance in Cambodia, either sovereign or corporate.

Stakeholder support: Given the large number of stakeholders involved in a thematic bond issuance, as outlined
above, specific capacity building work can be done to help facilitate the SPO selection process as well as
relationships with the underwriting banks (in advance of transaction).

Working group: Best practice suggests the need for a working group to manage and monitor the project selection
process for use of proceeds from the bond. Cambodia has some experience with this via the Private Sector Working
Group established for its PPP process, this would need to be evaluated to determine if it could be leveraged for the
purposes of a thematic bond working group. More generally, support can be provided to draft terms of reference
for the working group, membership selection criteria and governance processes based on international best
practice and in line with ICMA guidelines.

Project selection / approval process: Criteria for individual project selection will be needed, as well as a possible
budget tagging review completed depending on the state of the overall project pipeline. The project approval
process would also need to be defined with training provided to specific government ministries on project design,
how to participate in the process etc.

Impact monitoring / data collection: Reporting requirements are such that participating government ministries and
relevant stakeholders will need to undertake specific data collection exercises in order to appropriately report on
the impact of the use of proceeds from the bond.

7. Conclusion and Recommendations

Overall, Cambodia is well positioned to support a thematic bond issuance when the time is right to do so: the macro
background suggests that there is further scope for productive capital accumulation within the economy and the
government’s prudent approach to debt management provides a strong platform to develop a robust thematic
bond framework in the shorter term. The government's fiscal position, strengthened by increased revenue
collection efforts, is favourable and its successful use of concessional financing over recent years has left its
aggregate funding costs in a positive place.

While debt ratios and credit rating analysis would technically allow a thematic bond issuance at this time, the overall
cost of market-based issuance is prohibitive versus Cambodia’s current funding sources. IMF guidance would be to
continue to secure concessional financing, and with that in mind, we do not believe that now would be the right
time strategically to issue a thematic bond. However, as Cambodia continues its economic growth trajectory and
anticipates a move to lower middle-income status, the government will need to diversify its funding sources on a
longer-term view and a thematic bond would be one of the options the government could pursue as part of this
transition strategy. Given the framework needed and the capacity building needs identified during this study, the
government should therefore begin to lay the groundwork now so that on a medium term view it is well placed to
issue a thematic bond in an efficient manner.

The local bond market is nascent but there is clear appetite for growth, as evidenced by surveys of institutional
investors and recent issuances by the government. Feedback from interviews with local stakeholders as part of this
study confirmed that there is interest in thematic bonds but a view that a stronger regulatory framework and
educational work will be needed. Growth in the regional thematic bond market suggests that there is broader
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investor demand for issuance. That said, feedback from local market participants and government departments
suggests that additional efforts are needed to build a supportive regulatory framework to help facilitate demand. A
thematic issuance by the government, supported by a strong framework and an improved regulatory environment
could therefore provide a strong impetus for growth in the overall bond market in Cambodia by addressing those
concerns.

To diversify and expand its funding sources, in 2022, the RGC added domestic denominated bonds issued in
domestic markets. In addition, the RGC is developing guidelines to issue sovereign bonds in international markets.
Those sovereign bonds could include unrestricted bonds as well as thematic bonds, therefore this existing
framework could be expanded to include thematic bonds.

As the RGC continues to explore a sovereign issuance in the international capital markets, it could consider using a
thematic bond, issued in either USD or EUR, for its debut. By issuing bonds in international markets, the RGC will be able
to pool from a larger group of investors allowing it to issue a larger size and at larger tenors than in domestic markets,
drawing on strong international investor demand, as well as establishing a benchmark yield.

The government should also look at credit enhancement for a thematic issuance in the shorter term drawing on
key multilateral relationships to do so. These tools can be useful to provide reassurance to the market on the risk
profile of the issuance, technical support for the framework and issuance itself, and ultimately to improve the pricing
profile of the transaction. Partnering with IFls, such as the ADB and others, could be useful for Cambodia to
consider, especially for its first thematic issuance and considering its more limited track record as a sovereign issuer.
Additionally, the issuance of a pre-cursor DFB could provide a meaningful opportunity to build the needed internal
capacity for the future issuance of a sovereign thematic bond as evidenced by both Mongolia and Uzbekistan.

Strong commitments have been made within NDC and government priorities to achieve SDGs, and an SDG /
thematic bond issuance (and associated framework) could be well aligned with these commitments. The RGC Debt
Management Strategy also reflects these objectives. However, the ability to provide confidence to investors on a
substantive pipeline of relevant projects / expenditures appears to be more limited currently and is an area which
would need capacity building. That said, the Cambodian government does have experience on project selection /
working group construction via the PPP process, which can be built upon to create project selection matrices for a
thematic bond issuance.

On a related point, the government's experience of project related KPIs will also provide a good foundation for
wider impact and allocation reporting for relevant ministries. This is especially important given the critical role that
data collection, monitoring and reporting play within a thematic bond issuance. Overall, whilst there is a nascent
foundation to support the project pipeline and associated reporting, there is a need for capacity building across the
government to support any future thematic bond issuance and associated obligations.

When considering which type of thematic bond might be most relevant to Cambodia’s objectives, a broader SDG
Bond Framework might be preferable, rather than an explicit Green Bond Framework. A wider SDG framework
would have four key benefits:

[l Greater scope to include current PIPs already in development via the NDC objectives, which would
speed up the timeline to issuance rather than having to create a new pipeline of projects/expenditures

[0 A wider range of eligible sectors, such as health, education, agriculture, sustainable urban development,
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water and irrigation, helping the government of Cambodia continue to fulfill its NDC objectives and in
line with the broad objectives of the RGC Debt Management Strategy

[l Green, social and indeed blue bonds can be issued in future leveraging the same SDG bond framework,
as and when the appropriate projects are identified

[l An SDG bond would also be more relevant to gender equality considerations in Cambodia compared to a
pure green bond issuance, despite the small number of specific gender projects in the current PIP project
list. Developing a deeper gender related project pipeline supportive of SDG 5 would therefore be an
additional consideration for further advisory work and in advance of any future SDG or social bond
issuance

Regardless of which thematic bond type is selected, following the ICMA guidelines will demonstrate adherence to
international best practice. Establishing a strong TBPT, with transversal participation from key stakeholders from
the MEF and other relevant ministries well integrated into the group, with additional advice from external parties,
will provide good governance and management oversight to required activities. This team should deal with the
strategic and financing decisions including determination of eligible assets, project evaluation and selection, and
reporting. In terms of external resources, a structuring underwriter / structuring agent should assist in developing
a timetable of issuance.

Credit ratings have remained stable over recent years although the long-term outlook recently shifted to negative.
Any further change or downgrade may therefore negatively affect feasibility and increase the cost of thematic bond
issuance and therefore would need to be considered within the RGC'’s decision making process.




8. Annex

Green Bond Principles

A Green Bond is an adaptation of the typical ‘vanilla’ bond issuance. Specifically, it is where an amount equal to the
net proceeds of the bond will be exclusively used to finance and/or re-finance eligible expenditures falling within
the Eligible Green categories.

The objective of such an issuance is to finance environmentally friendly projects that facilitate a sovereign’s
ambitions to a achieve a net-zero economy. As such, all projects financed through this instrument must, verifiably
(through public disclosure), meet green taxonomy definitions.*

ICMA?00;
“In the event that all or a proportion of the proceeds are or may be used for refinancing, it is recommended that
issuers provide an estimate of the share of financing vs. re-financing, and where appropriate, also clarify which

investments or project portfolios may be refinanced, and, to the extent relevant, the expected look-back period for
refinanced eligible Green Projects.”

Green Bond Principles can be found, here: ICMA Green Bond Principles

SDG Bonds Guidelines

Transparency and disclosures are an important aspect of these issuances. An SDG Bond issuance looks to allocate
proceeds to specific eligible categories that align with SDG targets and outcomes.

The allocation is where an amount equal to the net proceeds of the bond will be exclusively used to finance and/or
re-finance eligible UN SDG related expenditures falling within Eligible Green and/or Social categories.

SDG Bond Guidelines can be found, here: ICMA SDG Bond Guidelines

High-Level Mapping to the SDGs

In addition to the above principles and guidelines, an SDG Bond issuance should also be designed to align with
ICMA’s guide for High-Level Mapping to the Sustainable Development Goals'®! as published in June 2020.

ICMA High-Level Mapping to the SDGs can be found, here: ICMA SDG High-Level Mapping

Climate Bonds Standards

The Climate Bonds Standard & Certification Scheme is comprised of the overarching Climate Bonds Standard, the
Climate Bonds Taxonomy, Sector Eligibility Criteria, guidance material and certification documents.

Climate Bonds Standard.V3 (the latest version) can be found, here: CBI Climate Bonds Standard

SDG Impact Standards for Bonds

The SDG Impact Standards for Bonds!??, developed by UNDP, are provided for all bond issuances that wish to align
with them voluntarily; that is, bond issuers - regardless of size, geography or sector - who want to contribute
positively to the SDGs. This includes sovereigns (and sub-sovereigns such as states, provinces, cities, towns or
municipalities), supra-nationals and government entities, as well as corporates, financial institutions and special
purpose entities backed by activities, assets or projects (e.g. securitisations, infrastructure). The Standards apply

99 CBI (2021). Sustainable Debt Global State of the Market 2020. Available at: https://www.climatebonds.net/files/reports/cbi_sd_sotm 2020 _04d.pdf
100 ICMA (2021). Green Bond Principles Voluntary Process Guidelines for Issuing Green Bonds. Available at:
https://www.icmagroup.org/assets/documents/sustainable-finance/202 1 -updates/green-bond-principles-june-2021-140621.pdf

91 ICMA (2021) Green, Social and Sustainability Bonds: A High-Level Mapping to the Sustainable Development Goals 2020.

192 UNDP (2021). SDG Impact | United Nations Development Programme. Available at: https:/sdgimpact.undp.org/sdg-bonds.html
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https://www.icmagroup.org/assets/documents/Regulatory/Green-Bonds/June-2020/Mapping-SDGs-to-Green-Social-and-Sustainability-Bonds-2020-June-2020-090620.pdf
https://www.climatebonds.net/files/files/climate-bonds-standard-v3-20191210.pdf
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equally to issuers raising capital for their own use and those raising capital for third party obligors, through both
bond and loan programmes.

LIST OF INSTITUTIONS INTERVIEWED
Financial Institutions:
1. ACLEDA Bank
Foreign Trade Bank of Cambodia
BRED Bank
JTrust Royal Bank
CIMB Bank
ADB

FWD Insurance
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Government Ministries:

1. Securities and Exchange Regulator of Cambodia
Ministry of Public Private Partnerships
Department of Taxation
Ministry of Rural Development
Ministry of Agriculture, Forest, and Fisheries

Ministry of Water Resources and Meteorology
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Ministry of Mines and Energy
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