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Chart 1: Bond Guarantee
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Chart 2: Claim Payment
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*The above structure are simplified for understanding only. The structure of the actual case may vary.




Understanding CGCC’s Bond Guarantee

By: Mr. No Lida, Deputy Chief Executive Office

A0 In April 2022, the Ministry of Economy and Finance provided
a policy direction to CGCC to diversify our guarantee service to
bond guarantees. CGCC was then accredited by the Securities and
Exchange Regulator of Cambodia (SERC) in August 2023 as a local
bond guarantor and completed its rating procedure, and was rated
“khAAA” with a Stable Outlook, the highest rating on a local scale by
the Rating Agency of Cambodia. With all these set, CGCC will embark
on a new journey to provide guarantees on bond issuance to support
Cambodia’s capital market and the small and medium enterprises
(SMEs) looking to enter the bond market for their sources of funding.

What is a bond?

A bond is a debt instrument, one of the alternatives to a bank loan.
The bond issuer is a borrower, and the bond investor is a lender.
Bond investors buy bonds from the issuer, who promises to pay
interest (coupons) and bond principal during the bond maturity.
Compared to a bank loan, a bond gives more flexibility in terms of
structure, size, maturity, and interest payment. While just about
any SME and individual can raise funds with bank loans as long as
they can prove their repayment capacity, raising funds with bonds
requires the issuer to be a more well-established and matured SME
that can demonstrate good governance and business operation,
reliable financial records, concrete future business plan and so on.
In short, compared to bank loans, the requirements to issue bonds
are stricter and more extensive. The table below gives a brief general
comparison between a bank loan and a bond.

Indeed, issuing bonds is a common way for Governments and
businesses to raise capital in many developed countries to finance
their projects. It is not yet so much so in Cambodia. The bond
market in Cambodia is still in the developing stage, facing challenges
such as low liquidity, high-interest rates, and a low investor base.
However, we have seen positive breakthroughs in recent years,
especially in the issuance of government bonds, guaranteed bonds,
and sustainable bonds. Currently, there are 9 listed corporate bonds

Size STCHUES size than a bond.

Interest Rate

Trading Non-tradable
A single financial institution such as a
Lender - -
bank/microfinance institution
Borrower Individual and business

Other Terms
and Conditions

In most cases, higher than the bond’s coupon rate.

Generally, banks/Microfinance Institutions
(lenders) set the terms and conditions of the loans.

on the Cambodia Securities Exchange (CSX) raising funds between
1.5 to 30 million USD equivalent per issuance.

What is a bond guarantee?

The major risk that bond investors face is the default of the issuer
when the issuer cannot repay bond investors. It is when the bond
guarantor comes in. The bond guarantor provides guarantees on
the bond by promising to make repayments to bond investors if the
bond issuer defaults. According to SERC’s definition, a guaranteed
bond refers to a bond that guarantees interests and principal
payment by a third party in case the issuers default for a reason,
such as insolvency or bankruptcy. Chart 1 illustrates the flow of
CGCC’s bond guarantee and chart 2 illustrates the flow of claim
payment of CGCC’s guaranteed bond when the issuer defaults.

CGCC'’s bond guarantee policy framework was approved by the
Ministry of Economy and Finance in May 2023 as a policy direction
and guidance on how CGCC should provide guarantees on bonds.
Based on the policy framework, all CGCC’s guaranteed bonds
must be listed on the Cambodia Securities Exchange (CSX) and
shall be denominated in the local currency, Khmer Riel. Following
the best practices, CGCC’s bond guarantee is unconditional and
irrevocable, meaning that CGCC shall not call off the guarantee
once it is approved and shall honor the claims without conditions.
CGCC caps the guaranteed bond size at 20 million USD equivalent
and the bond maturity at 10 years. Moreover, the guarantee fee
will be based on the risk of the bond, risk-based pricing. Due to
lacking experience and resources, CGCC will approach the bond
guarantees by working with experienced international bond
guarantors through co-guarantees or re-guarantees and other
feasible business collaborations to develop its capacity and leverage
its local expertise to support the local capital market development.

Bond guarantees can play a significant role in supporting SMEs
and large firms in issuing bonds to raise capital by helping
improve the creditworthiness of the bond, hence increasing
investors’ confidence and investment in the bonds. Overall, it
will support the development of the bond market in Cambodia.

J Bank Loan Bond

In most cases, shorter tenure, and a smaller

It can be substantially larger in size and have a
longer tenure than a bank loan.

More Flexible. It can be fixed, variable, with or
without interest (coupon) payment.

In theory, bonds can be traded on the secondary
market, meaning if you have a bond, you can sell
it to someone else before the bond maturity.

Multiple investors, such as insurance
companies, banks, pension funds, etc.

Government and business

The issuer (borrowers) sets the terms
and conditions of the bond.



