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PREFACE

The Royal Government of Cambodia has successfully implemented its Triangular
Strategy and Rectangular Strategy phase 1 and 2. In the fifth legislature of the National
Assembly, the Royal Government has furthered laid out the Rectangular Strategy phase 3 around
its central theme of growth, employment, equity and efficiency. These strategic documents
affirm the government’s mission, commitment, and genuine efforts in assuring sustainable
development and poverty reduction which respond to the people’s wills by cohesively
identifying: (1) public infrastructure investments as priority to support sustainability of long-term
economic growth, increase economic effectiveness, enhance competitiveness, and accelerate
Cambodian economic diversification, and (2) private sector as a driving force for economic
growth by recognizing that private sector plays a key role in accelerating growth and social
development as well as in bringing about modern technology and innovation aiming to increase
the effectiveness and competiveness of the economy.

In this regard, the Royal Government has invested tremendously with high consciousness
on reconstructing, building and developing public infrastructure by utilizing traditional sources
of funding from national budget and other funding sources mobilized from development
partners. Meanwhile, as Cambodia is mobilizing investments from both Foreign Direct
Investments and domestic investments, it also continues to encourage private sector to join the
Royal Government in public infrastructure investments. Private sector involvement will bring
about additional sources of funding, knowledge, knowhow, and modern technology to the public
sector which allows the sector to develop and manage the operation of public infrastructure
investment projects in a more innovative and effective manner to respond to increasing needs of
the people which align with the government’s policies and vision.

With this objective, the Law on Concession was promulgated in 2007 aiming to promote
and facilitate the implementation of public infrastructure investment projects being financed by
private sector. Nonetheless, project development and management are still disorganized using
ad-hoc mechanism without analyzing project financial risks, which are inconsistent with
international standards.

In the context of new development stage where Cambodia is becoming a lower-middle
income country, with the prospect of reaching the status of upper-middle-income country in
2030, and high-income country in 2050, the Royal Government views that the policy on
promoting public investment is facing both challenges and opportunities.

The major challenges Cambodia faces include: (1) the necessity to re-determine the target
for utilizing cooperative financing fund due to global tendency of declined grants and changing
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financing policy of each development partner, and (2) the declining and losing of concessional
loans in the near future.

At the same time, new opportunities for Cambodia include: (1) a remarkable upsurge of
private sector in Cambodia in the last decade and increased investment proposals for “Build-
Operate-Transfer”, a form of Public-Private Partnerships (PPPs), which specifically focus on
roads, bridges, and energy, etc., and (2) major development partners have embarked on new
financing strategy by utilizing PPPs as a mean to finance public investment projects and are
ready to provide both technical and financial supports to develop PPPs in developing countries.

Accordingly, Cambodia cannot continue using “Ad-hoc mechanism” in developing and
managing public investment projects, thus the Royal Government is preparing the “Policy Paper
on Public-Private Partnerships for Public Investment Project Management, 2016 — 2020”
that will create an enabling environment to continue to promote and encourage private sector and
financial institutions involvement in public infrastructure investments, economic productivity
enhancement sectors, and other priority sectors in a comprehensive manner and in accordance
with international standards, which in tumn strengthen Cambodia’s economic competitiveness
regionally and globally.

To achieve the objectives, goal, and long-term vision of the Royal Government, this
Policy Paper is to set out policy measures, identify institutional mechanism and other necessary
financial support mechanism to develop an effective, efficient, transparent, accountable,
consistent and interlinked system to manage public investment through PPPs by the end of 2020.

As an arm of the Royal Government, the Ministry of Economy and Finance is assigned as
a lead institution to effectively facilitate the implementation of all measures set out in this Policy
Paper. Together with this, the Royal Govermment strongly hopes that all line
ministries/institutions involved will provide full collaboration with high responsibility to
successfully implement this “Policy Paper on Public-Private Partnerships for Public
Investment Project Management, 2016 — 2020” in order to contribute to promoting socio-
economic development on a path towards achieving progressivity, prosperity and richness.

Phnom Penh, 22 June 2016

Prime Minister

Signed and Sealed

Samdech Akka Moha Sena Padei Techo HUN SEN
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With reference to the assignment made by Samdech Akka Moha Sena Padei Techo HUN
SEN, Prime Minister of the Kingdom of Cambodia, the Ministry of Economy and Finance is
taking lead to prepare the “Policy Paper on Public-Private Partnerships for Public
Investment Project Management, 2016 — 2020” aiming to promote and encourage participation
from private sector and financial institutions in reconstructing and developing public
infrastructure in an innovative and effective manner to contribute to supporting sustainability of
long-term economic growth and increasing Cambodia’s competitiveness.

This Policy Paper has been prepared by senior level technical team of the Ministry of
Economy and Finance with inputs obtained from regional consultative forums as well as from
some development partners. In particular, the inputs from experience learned from a number of
countries, especially those in Asia, that have been successful in the development and
implementation of public investment projects using PPPs. Meanwhile, the preparation of “Policy
Paper on Public-Private Partnerships for Public Investment Project Management, 2016 —
2020” was done based on current context of Cambodia and in accordance with global practices
and trends.

The “Policy Paper on Public-Private Partnerships for Public Investment Project
Management, 2016 — 2020” is a key roadmap to achieve the vision of the Royal Government set
to obtain before 2020. By then, the Royal Government has to fully establish and implement a
comprehensive and interlinked system to manage public investment through PPPs in consistent
with international standards. The system shall also contribute to enhancing risk management of
contingent liabilities that may arise from the implementation of public investment projects
through PPPs. To achieve this vision, the Royal Government’s key strategy is to set out
immediate policy measures, that could instantaneously achieve the outputs, and medium-term
and long-term measures, which are to create enabling environment for promoting the
participation of private sector and financial institutions in public investments. The tasks shall
start with reviewing and revising legal framework, identifying institutional mechanism, setting
out operational management procedures, establishing necessary financial support mechanism,
and clearly defining public investment priority sectors to be implemented through PPPs in
conformity to the progressive context of Cambodia.

As an arm of the Royal Government, the Ministry of Economy and Finance is committed
to making every effort to achieve effective, progressive, and consistent implementation of
strategic measures set forth in this Policy Paper. The Ministry also requests for full collaboration
from all line ministries/institutions involved in order to successfully establish a public investment
management system using PPPs in accordance with the government’s long-term vision.
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Phnom Penh, 22 June 2016
Senior Minister
Minister of Economy and Finance

And Chairman of Economic and Finance Policy Committee

Signed and Sealed

Aun Pornmoniroth, Ph.D.
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1. Introduction

During the last two decades, Cambodia has achieved macroeconomic stability and high
economic growth averaging at 7.7% per year. Cambodian Gross Domestic Product (GDP) per
capita has increased six times from approximately USD 200 in 1992 to USD 1,228 in 2015.
Meanwhile, poverty rate has dropped from approximately 50% in 1992 to around 16% in 2015.
Such achievements were not separable from the contribution of private sector investments,
foreign direct investments, and in particular public investments on physical infrastructure sector.

In this regard, the Royal Government of Cambodia has invested tremendously with high
consciousness in public infrastructure by utilizing traditional financing funded from national
budget, and financial resources mobilized from development partners. Despite such investment,
Cambodia has not been able to sufficiently respond to the needs of its people, calling for further
efforts in mobilizing private sector participation in investing on public infrastructure. The
involvement of private sector investment brings about not only complementary source of
financing, but also knowledge, knowhow, and modern technology to public sector to develop and
manage the operation of public infrastructure investment projects in a more innovative and
effective manner.

Since the first mandate of the National Assembly, the Royal Government has promoted
and encouraged private sector to participate in public infrastructure investments by setting out
policy and legal instruments and other necessary measures to strengthen and widen partnerships
with all partners as reiterated in: (1) Triangle Strategy, 1* Socio-Economic Development Plan
(SEDP I, 1996-2000), and 2™ Socio-Economic Development Plan (SEDP II, 2001-2005); (2)
Rectangular Strategy phase 1 and National Strategic Development Plan, 2006-2010; (3)
Rectangular Strategy phase 2 and Updated National Strategic Development Plan, 2009 — 2013;
and (4) Rectangular Strategy phase 3 and National Strategic Development Plan, 2014-2018.

In this context, the Law on Concession was promulgated in 2007 aiming to promote and
facilitate the implementation of public infrastructure investment projects being financed by
private sector. Nonetheless, since sub-decrees, legal instruments and operational management
procedures to support the implementation of the Law have not been developed and enforced,
Public-Private Partnerships (PPPs) have not been fully and effectively implemented. In essence,
by way of utilizing ad-hoc mechanism without analyzing project financial risks, until now the
preparation, negotiation, and implementation of the projects are disorganized and not yet fully
consistent with international standards.

During this new development stage, Cambodia faces two major challenges: (1) the
necessity to re-determine the target for utilization of cooperative financing due to tendency of
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declined grants globally and changing financing policy of each development partner; and (2) the
decline of loans with high concessionality when Cambodia becomes a lower-middle income
country.

While most developing countries are under pressure from increased public debt service
burden resulting from excessive use of credit from various sources for finance public
investments, major multilateral development partners have embarked on a new form of financing
strategy through the use of “Public-Private Partnerships for Public Investment Projects” and
are ready to provide both technical and financial supports to developing countries to develop
PEPs.

Even though Cambodia’s public debt status is sustainable in the long-run unlike those of
some developing and developed countries, based on the government’s long-term vision,
Cambodia is still in need of PPPs for the management of public investment. Based on this, the
Royal Government decided to develop and put into effect the “Policy Paper on Public-Private
Partnerships for Public Investment Project Management, 2016 — 2020”, in a comprehensive
manner and in accordance with international standards, aiming to improve and enhance an
enabling environment to continue to promote participation from private sector in public
investment. This will also serve as a new financing source to complement the traditional public
investment sources and contribute to strengthening contingent liabilities management in
Cambodia. This Policy Paper sets out policy measures that serve as PPP roadmap and identify
priority sectors for public investment projects through PPPs, those include: (1) immediate policy
measures, and (2) medium-term and long-term policy measures. The Policy Paper has also laid
out the institutional capacity and human resource development plan to strengthen capacity of
government officials whose line of work linked to project cycle using PPPs.

2. Vision

By the end of 2020, the Royal Government has to fully develop and implement a
comprehensive and interlinked system in accordance with the international standards in order to
manage public investment through PPPs. The system shall also contribute to enhancing the
management of risks associated with contingent liabilities that may arise from the
implementation of public investment projects through PPPs. Achieving this vision will bring
about not only additional sources of funding from private sector and financial institutions which
complement traditional sources, but also modern technology and innovation to increase the
effectiveness of public service provisions as well as the economy’s competitiveness.
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3. Objectives and Goals

The objectives of this Policy Paper are to promote and encourage investments by private
sector and financial institutions to contribute to restoring, building, operating and maintaining
public infrastructure and other economic productivity enhancement sectors in an innovative and
effective manner and in accordance with international standards. This will support long-term
sustainable economic growth and increase Cambodia’s competitiveness in the context of regional
and global economic integration.

To achieve the above objectives through this Policy Paper, the goals of the Royal
Government are to set out strategies, identify institutional mechanism, and establish financial
support mechanism for the short-term, medium-term, and long-term timeframes in order to
develop an effective, efficient, transparent, accountable, consistent and interlinked system to
manage public investment through PPPs. The system shall also contribute to enhancing the
management of contingent liabilities associated risks that may arise from the implementation of
public investment projects through PPPs.

4. Definition and Types of Public-Private Partnerships

Public-Private Partnerships (PPPs) refer to an investment agreement between the state
and one or more private partners to restore, build, repair, maintain and/or manage the operation
of public infrastructure or other economic productivity enhancement sectors or to provide public
services within a certain period of time by which the private party shall invest, bear risks and
receive benefits in accordance with the provisions stipulated in the concession contract.

PPPs shall be repaid in three forms as follows:

- Revenue-based Payment: is a form of payment that allows the private partner to
collect revenue from public infrastructure and/or public service users. This form of
payment is used for public investment projects with high economic productivity
where it is possible to collect revenue from the public infrastructure and/or public
service users.

- Availability-based Payment: is a form of payment where the state shall pay the
investment cost and/or relevant service fees to the private partner who has invested in
the restoration, construction, repair, operation, and/or maintenance of public
infrastructure or provided public services. This form of payment is used in the
following cases: (1) the state is the direct user or purchaser of the services, or (2)
public investment projects of social nature without the possibilities of collecting
revenue from the public infrastructure and/or public service users.
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