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FINANCIAL ANALYSIS  
 

A. Introduction 
 
1. The Agricultural Value Chain Competitiveness and Safety Enhancement Project aims to 
increase value addition for six competitive agricultural value chains in the provinces of Kampong 
Cham, Kampong Thom, Oddar Meanchey, Preah Vihear, Siem Reap, and Tboung Khmum. 
  
2. Output 1 of the project will have three mutually reinforcing financial schemes: (i) an 
agricultural value chain loan credit line, (ii) an equity capital loan credit line,1 and (iii) a credit 
guarantee fund that will enable participating financial institutions (PFIs), Sathapana Bank Plc. and 
the Agricultural and Rural Development Bank (ARDB), to provide short- and medium-term loans 
from the agricultural value chain loan credit line to meet the different financing needs of 
participating agro-enterprises (PAEs) and participating agricultural cooperatives. The General 
Department of Financial Industry of the Ministry of Economy and Finance will be the implementing 
agency for output 1, including managing the credit guarantee line.  

 
3. Output 2 will address key bottlenecks in the value chains by providing public services and 
infrastructure. The Ministry of Agriculture, Forestry and Fisheries (MAFF) will implement output 2 
and maintain the assets created.  
 
4. Output 3 will improve about 110 kilometers (km) of rural farm-to-market roads with climate-
proofing measures, which will improve connectivity among value chain actors of the competitive 
agricultural products and reduce transport and operation costs. The Ministry of Rural 
Development (MRD) will operate and maintain the subprojects under output 3. 
 
B. Approach of the Financial Analysis 

 
5. To assess the viability of the loan credit line and the equity capital loan credit line, Asian 
Development Bank (ADB) conducted a financial due diligence on the PFIs following the Technical 
Guidance Note on Financial Due Diligence of Financial Intermediaries of the ADB. Under this 
approach, the financial performance of Sathapana Bank and the ARDB was assessed to identify 
financial and operating risks. The capital adequacy, asset quality, management, earnings, 
liquidity, and sensitivity analysis were used to evaluate capital adequacy, asset quality, 
management quality, liquidity, and sensitivity of PFIs. 
 
6. The credit guarantee, to be managed and operated by the General Department of 
Financial Industry, was assessed separately from the credit lines. A projected financial 
performance of the credit guarantee was drafted and analyzed for viability.2 
 
7. An incremental recurrent cost analysis was conducted on the MAFF for output 2 and on 
the MRD for output 3 to assess their capacity to absorb the additional operation and maintenance 
(O&M) requirement arising from the assets created under these outputs.  
  

 
1 The equity trust fund credit line will provide supplemental equity on a subordinated loan basis to a borrower in such 

cases where the borrower lacks sufficient equity to qualify for a conventional primary loan. 
2 Financial Analysis for the Credit Guarantee Scheme (available from the list of linked documents in Appendix 2 of the 

RRP). 

http://www.adb.org/Documents/RRPs/?id=50264-002-3
http://www.adb.org/Documents/RRPs/?id=50264-002-3
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C. Output 1  
 

8. The risk assessment that covered operational risk, credit risk, market risk, and liquidity 
risk shows that the PFIs satisfactorily meet the institutional and financial management measures 
of performance for PFI eligibility. Based on the projection, they are also expected to be able to 
maintain these measures throughout project implementation. Both PFIs have strong financial 
management and corporate governance with an established risk management policy framework, 
including independent internal audit and risk management functions, adequately staffed legal and 
compliance functions, accounting policies and procedures in place, clear reporting lines; board 
and management committees providing policy and operational oversight; and sufficient staffing 
capacity to support growth. 
 
9. Key findings of the risk assessment are that Sathapana Bank has  

(i) high quality of earnings, showing profitability and sustainability; 
(ii) high asset quality, showing diversity in product and service offerings and market 

segmentation; 
(iii) good capital management, showing capital adequacy; 
(iv) sound capacity to manage liquidity, cash flow, costs, foreign exchange exposure, 

interest rate risks, and off balance sheet exposure; and 
(v) best practice standards in customer service, corporate social responsibility, 

environmental and social management, and information technology and 
management information system performance. 

 
10. Key findings of the risk assessment are that the ARDB has  

(i) an established customer and client base, and strong institutional partner links 
developed over 2 decades; 

(ii) high quality of earnings, showing profitability and sustainability; 
(iii) sustained annual growth in total assets; 
(iv) high asset quality, showing diversity in product and service offerings and market 

segmentation within agribusiness subsectors; 
(v) good capital management, showing capital adequacy; 
(vi) established track record showing capacity to manage liquidity; 
(vii) sound capacity to manage cash flow, costs, foreign exchange exposure, interest 

rate risks, and off balance sheet exposure;  
(viii) best practice standards in customer service and corporate social responsibility; 

and 
(ix) a commitment to strengthening environmental and social management capacity 

and information technology and management information system performance. 

11. The detailed financial due diligence report for Sathapana Bank is in Supplementary 
Document 23, while the financial due diligence for the ARDB is in Supplementary Document 22. 
 
12. To monitor the financial performance of the PFIs, the following financial covenants are 
proposed to be included in the legal agreements: 

(i) gross nonperforming loan ratio of less than 5%, 
(ii) capital adequacy ratio of at least 15%, 
(iii) liquidity coverage ratio as required by the National Bank of Cambodia, 
(iv) return on equity of at least 3%, and 
(v) assignment of adequate staff for the management of funds made available 

under the project.  
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D. Output 2 
 

13. The MAFF will be the project owner and will be responsible for O&M after the completion 
of the project. Within the ministry, the day-to-day partner of the project depends on the lab: 
General Directorate of Agriculture for the National Agriculture Laboratory (NAL), Department of 
Agro-Industry for Cambodia Laboratory of Agricultural Products and Foods (CamLAPF), and 
General Directorate of Animal Health and Production for National Animal Health and Production 
Research Institute (NAHPRI). 
 
14. The analysis assesses the capacity of the MAFF to cover the costs of O&M after the 
completion of the project. During the first 5 years of laboratory implementation, the project will 
support O&M by buying a 5-year maintenance and warranty for the new equipment and paying 
the service contracts for existing equipment at NAL and NAHPRI.  
 
15. To ensure a fully functional equipment at any time, a service contract for all laboratory 
equipment will be in place to provide spare parts and services to maintain the new equipment 
purchased by the project. The investment costs for the laboratory equipment by the project are 
estimated at $4.08 million during the life of the project, plus $373,750 for the service contract for 
previously procured equipment (Table 1). The estimated annual costs of the service contract are 
7% of the purchasing price of the investment. As such, the maintenance fees for the three 
laboratories are estimated at $360,756 per year after the end of the project (covering all necessary 
equipment installed, including previous nonproject equipment at CamLAPF and NAL).  

 
16. In addition to the maintenance costs, adequate operational costs  (e.g., purchase of 
reagents and consumables) are needed for the laboratories and the expected revenues from the 
laboratory customers.3 In the analysis, the costs of the accreditation (International Organization 
for Standards 17025) are supported by the project in its entirety. The fees for the public services 
were assumed to be the same as those for private customers. Based on these assumptions, the 
gaps after the end of the project amount to $229,460 per year (Table 2).  

 
Table 1: Agricultural Value Chain Competitiveness and Safety Enhancement Project 

Investment in Laboratories  
($) 

Laboratory Equipment 2021 2022 2023 2027 
Pesticide residue analysis (NAL) 

 
1,868,000 

  

Specialized lab furniture (NAL) 
 

95,000 
  

Veterinary medicine residues (NAHPRI) 
 

140,500 
  

Mycotoxins analyses 
 

377,300 
  

Heavy metal analyses ICP-MS 
 

1,480,000 
  

Microbiology equipment and chemicals (CAMLAPF) 
 

125,000 
  

Service contract for laboratory equipment 
(7% investment costs) 

 
74,750 74,750 360,756 

CAMLAPF = Cambodia Laboratory of Agricultural Products and Foods, ICP-MS = Inductively Coupled Plasma Mass 
Spectrometry, NAHPRI = National Animal Health and Production Research Institute, NAL = National Agriculture 
Laboratory. 
Source: Asian Development Bank.  

 
3 The fees and reagent costs vary according to the type of test, so these figures are averages. 
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17. The MAFF has also reported that the government allocates $150,000–$170,000 of the 
budget for laboratory operation costs. The yearly budget forecast to 2030 is presented in Table 2 
and expected to reach $220,000 by 2030. With a good business plan and sound organization, the 
government should be able to ensure the financial sustainability of the three laboratories given 
the narrow gap between the requirements and the budget allocations in the long term. However, 
this presupposes the existence of strong demand from both the public and private sectors after 
accreditation; the setting up of the service contract for maintenance; the availability of the 
reagents and consumables; the full payment of government-requested services (i.e., public 
services pay the same fees as private customers); and the allocation of annual funds for MAFF 
laboratories. The MAFF is expected to be able to fill the gap between revenue and the costs from 
the end of the project until the laboratories become fully sustainable. 
 

Table 2: Financial Analyses of Ministry of Agriculture, Forestry and Fisheries  
Laboratory Budget ($) 

Item 2027 2028 2029 2030 

Revenue 288,349 288,349 288,349 288,349 
Expenditures 

    

Cost of reagents 157,053 157,053 157,053 157,053 
Maintenance costs (after project ends) 360,756 360,756 360,756 360,756 

Subtotal expenditures 517,809 517,809 517,809 517,809 
Yearly balance (gaps) (229,460) (229,460) (229,460) (229,460) 
Reported government budget allocation to MAFF 
laboratoriesa 

205,000 210,000 215,000 220,000 

( ) = negative, MAFF = Ministry of Agriculture, Forestry and Fisheries. 
a Budget allocation forecast based on data from the MAFF for 2017–2019. 
Source: Asian Development Bank and Ministry of Agriculture, Forestry and Fisheries Laboratory. 
 
18. Considering that the project relies on a budgetary allocation and increased revenues, 
there is a risk to sustainability if these assumptions do not materialize. To reduce the risks,  

(i) The MAFF will allocate part of its laboratory operation costs from the government 
to the maintenance of laboratory equipment (i.e., it should cover the costs of the 
service contract using funds from the government and revenues from the tests);   

(ii) The MAFF will promote the services of the labs to the private sector after receiving 
the accreditation to increase the demand from the private sector and thereby 
increase revenues; and 

(iii) The project will provide capacity building support to NAL, CamLAPF, and NAHPRI 
on management, operational, and institutional efficiency in lab operations. 

 
E. Output 3 
 
19. The MRD will be the asset owner of the subprojects and will be responsible for O&M after 
the completion of the road improvement. The analysis assesses the capacity of the MRD to cover 
the costs of routine and periodic maintenance for 5 years after completion of the road 
improvement. Within the ministry, the General Department for Technical Affairs is the day-to-day 
partner of the project. 

 
20. The O&M budget for the project’s six road sections is estimated at $600,000 per year for 
regular maintenance and an additional $1.2 million every 5 years from 2027 for periodic 
maintenance. This is based on maintenance costs of $500 per km for routine maintenance and 
$10,500 per km for regular maintenance of the roads with double bituminous surface treatment 
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(DBST), and $350 per km for routine maintenance of gravel orlaterite roads and $2,500 per km 
for periodic maintenance.  

 
21. The MRD’s road maintenance budget increased by 10.9% per year, from $14.8 million in 
2015 to $22.38 million in 2019 while the budget stagnated in 2017−2019 at $20 million−$22 
million. The length of the rehabilitated roads has a similar growth rate of 10.1% per year. However, 
the maintenance costs for rural roads were estimated to increase each year because of the higher 
ratio of DBST over their total length.4 In 2016−2017, the budget covered almost all of the MRD’s 
maintenance needs. However, the ratio decreased to 80% in 2018–2019 despite an absolute 
increase in the annual budget because of the increased road length. If this trend continues, a 
shortfall of 20%–33% is expected in 2020–2030.  

Table 3: Development of Maintenance Expenditures and Total Road Investments ($) 
 
 
Overall Road Maintenance 

 
 

2015 

 
 

2016 

 
 

2017 

 
 

2018 

 
 

2019 

Annual 
Growth 

(%) 
Routine (annual) 6.9 7.6 8.6 9.8 10.4 10.5% 
Periodic (every 5 years) 10.1 11.2 13.3 15.9 17.2 14.3% 
Total maintenance cost requirement 17.06 18.75 21.90 25.63 27.60 12.8% 
Ministry of Rural Development budget 14.80 17.70 22.44 20.41 22.38 10.9% 
Coverage 86.8% 94.4% 100% 79.6% 81.1% (1.67%) 

( ) = negative. 
Note: Numbers may not sum precisely because of rounding.  
Source: Asian Development Bank and Government of Cambodia, Ministry of Rural Development (June 2020). 
 
22. Given the shortfall in O&M requirements, there is substantial risk that the government 
through the MRD will not have the necessary budget to maintain the roads after the completion 
of the project. However, the MRD has already initiated discussions with the Ministry of Economy 
and Finance (MEF) to increase the budgetary allocation for rural roads, and is developing an 
asset management system that will allow more rational and cost-effective rural road network 
maintenance.5 Table 4 gives the time line for the development of the rural road asset management 
system.6  
 

Table 4: Development of Rural Road Asset Management System 
No. Item Date 
1. Deliver first operational version of RRAM software November 2020 
2. Complete annual rural roads maintenance and rehabilitation work plan 2021 November 2020 
3. Complete 3-year rolling program  November 2020 
4. Deliver RRAM software embedded with 5-year master plan modeling November 2020 
5. Deliver last updated version of RRAM software for annual rural roads 

maintenance and rehabilitation work plan and 3-year rolling program 
December 2020 

RRAM = rural road asset management system. 
Source: Asian Development Bank. 

 
4  DBST has higher per km recurrent and periodic maintenance costs than compared to gravel or laterite roads. 
5 Rural roads asset management system and tools are being developed under ADB’s Second Rural Roads 

Improvement Project and are expected to be fully functional in planning and budgeting for annual maintenance for 
the roads to be rehabilitated by the project. 

6 Rural roads asset management system and tools are being developed under the ADB’s Rural Roads Improvement 
Project II and are expected to be fully functional in planning and budgeting for annual maintenance for the roads to 
be rehabilitated by the project. (ADB. 2014. Report and Recommendation of the President: Proposed Loan and 
Administration of Grants to the Kingdom of Cambodia for the Rural Roads Improvement Project II. Manila.) 

 


