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Definition of Key Terms  
 

Conditional 
Registration 
Certificate 

The document issued by the CDC or PMIS to the investor within 
3 working days of submission of Investment Proposal if the 
Investment Proposal contains all the information required 
under the Sub-Decree, and if the proposed activity is not in the 
Negative List set out in the Sub-Decree No. 111.  

Domestic QIP A QIP that does not aim at export. 
Export QIP A QIP that sells or transfers a proportion of its product to a 

purchaser or transferee outside the Kingdom of Cambodia. 
Final Registration 
Certificate 

The document issued by the CDC or PMIS to the investor within 
28th working days of the date of issuance of the Conditional 
Registration Certificate.  

Income from 
Cambodian source 

Cambodian source of income shall include, but not limited to the 
following income: 
- Interest paid by resident enterprise or resident pass-through, 

or a government institution of the Kingdom of Cambodia 
- Dividend distributed by a resident enterprise 
- Income from services performed in the Kingdom of Cambodia 
- Compensation for management and technical services paid by 

a resident person 
- Income from movable or immovable property, if such 

property is situated in the Kingdom of Cambodia 
- Royalties from the use, or right to use intangible property 

paid by a resident or by a non-resident through a permanent 
establishment that he or she maintains in the Kingdom of 
Cambodia 

- Gain from the sale of immovable property located in the 
Kingdom of Cambodia or from the transfer of any interest in 
the immovable property situated in the Kingdom of Cambodia 

- Premium from the insurance or reinsurance of risks in the 
Kingdom of Cambodia 

- Gain from the sale of movable property which is part of the 
business property of a permanent establishment maintained 
by a non-resident taxpayer in the Kingdom of Cambodia 

- Income from business activities carried on by a non-resident 
through permanent establishment in the Kingdom of 
Cambodia  

Income from non-
Cambodian source 

All income that is not from Cambodian source. 

Investment Proposal A proposal submitted to the Council or provincial/municipal 
Investment Sub-committee by any person for the purpose of 
establishing a QIP. 

Non-resident 
taxpayer 

Any person who is not resident but receive income or salary 
from Cambodian source 

Provincial Municipal 
Investment Sub-
committee 

The sub-committee of the provinces or municipalities 
established by Sub-decree to review and approve investment 
projects with an investment capital of less than USD 2,000,000- 
(two million US dollars) at the provincial and municipal level. 

Qualified 
Investment Project 

An investment project for which a Final Registration Certificate 
has been issued.  

Resident - When used for an employee, taxpayer, or physical person 
means has his residence or his principal place of abode in the 
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Kingdom of Cambodia, or who is present in the Kingdom of 
Cambodia on more than 182 days in any period of twelve 
months ending in the current tax year. 

- When used for legal person or pass-through means organized 
or managed in the Kingdom of Cambodia, or having its 
principal place of business in the Kingdom of Cambodia. 

Salary from 
Cambodian Source 

Salary received within the framework of fulfilling employment 
activities in the Kingdom of Cambodia. Anyway, the salary 
received by a non-resident for furnishing technical assistance 
shall be treated as from sources in the country where payer of 
such salary resides. 

Salary from non-
Cambodian source 

Salary that is not from Cambodian source 

Supporting Industry 
QIP 

QIP in which one hundred percent of the product is used to 
supply the export industry instead of usually imported raw 
materials and accessories. 

Source: RGC (1994), RGC (1997), RGC (2003a), RGC (2003b), and RGC (2005) 
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1. Introduction  
 

1.1. Background  
 
Cambodia has registered good macroeconomic performance in the past decade, 
except a disruption by the global economic downturn during 2008 and 2009. 
Growth then returned to 6.0% in 2010.  
 
Despite such high growth, the level of revenue collection is still low and thus 
remains highly dependent on external assistance. The domestic revenue was 13% 
of the GDP in 2011 while the contribution of tax revenue was only 11% of the GDP 
in 2011 (IMF, 2012). Of the total public expenditure in 2011 (19% of GDP), 5% 
came from foreign assistance, which represented 26% (USD630 million) of the 
total public expenditure. However, the amount of aid disbursement recorded in 
the CDC database appeared even higher than what registered in the public 
expenditure, possibly due off-budget projects. For instance, approximately USD 
1,000 million of foreign aid disbursement to Cambodia in 2010 was registered in 
CDC database. This amount accounted for about 43% of the then public 
expenditure (Ngo and Chan 2011).   
 
Increasing resource mobilization from domestic sources, especially through 
taxing, is important so that Cambodia can sustainably finance public expenditure 
and reduce its dependency on foreign aid. This study examines the performance 
of tax revenue in Cambodia over the past decade and also tries to identify areas 
that can be further improved. For this reason, this study intends to address the 
following two main questions of interests:  
  

1- Who benefits from the current tax system and who bears the burden?  

2- Does the country’s tax system facilitate tax evasion and favour 

multinational corporations? 

 

1.2. Methodology  
 
The study was undertaken in the following steps:  
 

• Review of existing literatures on tax related issues. A considerable portion 
of findings in this study were drawn from a wide range of existing 
literatures covering, for instance, tax incentives, tax expenditure, tax 
evasion, tax avoidance, tax laws, and other analyses of the tax system in 
Cambodia.  
 

• Analysis of tax incidence in Cambodia through observation of pattern and 
trend of tax collection performance over the past decade. The analysis 
benefits from the primary data made available through particularly 
Cambodia Macroeconomic Framework 2000-11, IMF’s Article IV Report 
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2012, the documents available from the Cambodian Economic 
Association’s (CEA) Annual Conference on 17th December 2011, and 
update information on the website of the Ministry of Economy and Finance 
(MEF).  

 
• Discussion and consultation with key relevant stakeholders. On top of both 

primary and secondary data, the study further benefited from consultation 
with relevant government agencies, multilateral agencies, and NGOs in 
Cambodia. The consultations were made through both personal meetings 
and email communications.  

 

2. Performance of Tax Revenue Collection  
 
This section diagnoses the performance of tax collection over the past 11 years 
(2001-2011).  

2.1. Overall Tax Incidence  
 
Cambodia’s economy has kept expanding over the past 11 years. Its size grew 
more than threefold, up from about USD 4,000 million in 2001 to an estimation of 
nearly USD 13,000 million in 2011.  
 
Figure 1 indicates that the amount of revenue collected from tax has also been 
improving over the past decade, except a drop in 2009 due to economic slowdown 
affected by the world’s economic downturn. Tax revenue rose almost 5 times, from 
USD 288 million in 2001 to USD 1,426 million in 2011. In other words, the tax 
revenue on average increased about 16% per annum between 2001 and 2011.  
 
Figure 1: GDP and tax revenue (USD million)  

 
Source: Author’s calculation based on MEF (2010), Hang (2011), and www.mef.gov.kh (Feb 2012) 

 
Each year, the government mobilizes resources from various sources to finance 
the public expenditure. The domestic revenue is the resource that the government 
collects from various sources within Cambodia’s territory (domestic source), 
which is independent from external development assistance financed by bilateral 
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and multilateral development partners. The domestic revenue that is generated 
through taxation called tax revenue while the rest is non-tax revenue that is 
collected from sources other than tax.  
 
Figure 2 shows that the domestic revenue in Cambodia increased from 10% of the 
GDP in 2001 to 13% in 2011. Despite such improvement, WB (2011a) reveals that 
the level of domestic revenue collection (excluding grants) in Cambodia as 
proportion of GDP is still lower than the average of low-income countries which is 
about 15%, the average for ASEAN (Association of Southeast Asian Nations) 
members around 23%, and for East Asia countries around 25%.  
 
The performance of tax collection has been improving. The government has 
managed to collect more tax in relation the size of the overall economy that has 
kept growing. In line with the expansion of the domestic revenue, the tax revenue 
improved from 7.2% of the GDP in 2001 to 11.1% in 2011. Again, however the 
levels reached are low compared to other low-income countries; in sub-Saharan 
Africa the median tax to GDP ratio is 17%1 and the UN has recommended that the 
minimum level of tax to GDP in order to achieve the Millennium Development 
Goals is 20%2. 
 
Figure 2: Overall trend of domestic and tax revenues (% of GDP) 

 
Source: Author’s calculation based on MEF (2010), Hang (2011), and www.mef.gov.kh (Feb 2012) 

 
Revenue from tax sources has played more important role in financing public 
expenditure. In contribution to the domestic revenue, the proportion of revenue 
from tax collection shows a significant expansion of 12.5 percentage points, up 
from 72.3% in 2001 to 84.8% in 2011. This means the government’s ability to 
generate revenue from taxes outperformed the revenue from non-tax sources. 
However, it’s important to note that the reliance on tax revenue only shifted in 
2007, and then remained constant in later years.    
 
Contribution of tax per person kept increasing. The government’s ability to raise 
the level of revenue from taxes is also evidenced by the increase of per-capita tax 

 
1 ‘Supporting the development of more effective tax systems’, UN, OECD, IMF, WB, 2011 
2 ‘What Will It Take To Achieve the Millennium Development Goals? An International 
Assessment’, UNDP, June 2010, page 26. 
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revenue. Figure 3 indicates that individual Cambodians pay higher tax to the 
government. On average, the government collected about USD 97 from each 
Cambodian in the form of tax in 2011, more than 4 times as much of that in 2001 
(USD 23 per person). The increase was more obvious since 2007.  
 
Figure 3: Trend of per-capita tax revenue (USD) 

 
Note: per capita GDP was USD311 in 2001, USD624 in 2007 and USD877 in 2011.  
Source: Author’s calculation based on MEF (2010), Hang (2011), and www.mef.gov.kh (Feb 2012) 

 
Figure 3 further illustrates the comparison of growth rates between per capita tax 
revenue and the per capita GDP during 2001-2011. The figure shows that the 
growth rates of both per capita GDP and per capita tax revenue were more or less 
in parallel respectively at 11.5% and 13.5% per annum between 2001-2006; then 
diverged since 2007 as the per capita tax revenue grew faster at 18% per annum 
compared to around 10% per annum growth rate of per capita income.  
 
Improvement in tax revenue was not only explained by the economic expansion 
but other non-growth factors. Despite the improvement of tax revenue in relation 
to GDP as well as the overall domestic revenue, Figure 4 suggests that the pace of 
economic growth, in either real or nominal terms, is not solely responsible for the 
improvement of tax revenue during the past decade. The tax revenue marked 
significant increase in 2004, 2007, and 2010 amid normal pace of economic 
growth. However, this should not come as a surprise since rises in tax collection 
could have been explained by factors other than growth, for instance, introduction 
of new tax types or tax bases and improvement in tax collection from the existing 
bases. Such phenomenon could be common, especially during early stage of 
economic transformation where various reforms are needed and underway.  
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Figure 4: Performance of tax revenue collection (% change) 

 
Source: Author’s calculation based on MEF (2010), Hang (2011), and www.mef.gov.kh (Feb 2012) 

 

2.2. Patterns and Trends of Tax Collection  
 
Indirect tax was a major source contributing to tax revenue over the past decade 
(2001-2011). Figure 5 shows that more than half (54%) of the tax revenue came 
from indirect taxes, followed by trade taxes (26%), which is also a form of indirect 
taxes. Another 15% and 5% were respectively contributed by direct taxes and 
other taxes.  
 
Figure 5: Pattern of tax revenue, 2001-2011  

 
Source: Author’s calculation based on MEF (2010), Hang (2011), and www.mef.gov.kh (Feb 2012) 

 
The contribution of direct tax is still relatively small but has been on increasing 
trend, which thus should place more of the burden on the rich. Measured against 
the GDP as shown in Figure 6, the share of revenue from direct tax increased from 
less than 1% of the GDP in 2001 to 2.1% in 2011. The improvement meant that 
direct tax contributes nearly as much to total revenue as trade tax, which has 
remained almost constant over the last decade at around 2.5% of the GDP. 
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Figure 6: Trend of tax performance (% of GDP)  

 
Source: Author’s calculation based on MEF (2010), Hang (2011), and www.mef.gov.kh (Feb 2012) 

 
Indirect tax is the largest source of tax revenue in Cambodia and it has 
demonstrated a steady increase from 3.7% of GDP in 2001 to 5.9% in 2011.  
 
However, when compared against the total tax revenue, the share of indirect tax 
appeared flat at around 54% throughout 2001-2011 while direct tax grew from 
12% in 2001 to 19% in 2011. All these suggest that the tax revenue has become 
more reliant on direct tax over time.  
 
Figure 7: Composition and trend of tax revenue (% of total tax revenue)  

 
Source: Author’s calculation based on MEF (2010), Hang (2011), and www.mef.gov.kh (Feb 2012) 

 
Contribution of trade tax has become less significant over time. The proportion of 
trade tax in relation to the total tax revenue went down from one third (33%) in 
2001 to 22% in 2011, marking a significant drop of 11 percentage points.  
 
Because trade tax is also a form of indirect tax, Figure 8 seeks to understand the 
performance of overall indirect tax by incorporating the trade tax together with 
the indirect tax.  
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Figure 8: Trend of overall indirect tax (trade and non-trade)  

 
Source: Author’s calculation based on MEF (2010), Hang (2011), and www.mef.gov.kh (Feb 2012) 

 
Figure 8 shows that overall indirect tax, in which trade tax is included, was on the 
upward trend during the past decade. It accounted for 6.1% of the GDP in 2001 
and then continually increased to 8.4% in 2011. However, the trend is reverse if 
overall indirect tax is presented in relation to total tax revenue. In this regard, the 
84.6% of the total tax revenue in 2001 was attributed by overall indirect tax 
(including trade tax) and then kept declining to 76.5% in 2011. This means the 
share of overall indirect tax is still significantly large despite its decreasing trend.  
 
Figure 9: Tax mix by major tax types, 2001-2011 (% of total tax revenue) 

 
Source: Author’s calculation based on MEF (2010), Hang (2011), and www.mef.gov.kh (Feb 2012) 

 
VAT, import duties, and excise are major types of taxes in Cambodia’s tax 
architecture. While a large proportion of tax revenue came from indirect taxes, 
Figure 9 illustrates the pattern of tax revenue that is contributed by different tax 
types. VAT contributed the most of any specific tax over the past decade. Its share 
accounted for 34%, which is about one third of the tax revenue, followed by import 
duties (23%) and excise (19%). Taxes from personal income, export duties, and 
properties is minimal, 3%, 2%, and 1% respectively of the total tax revenue.   
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Figure 10: Trend of major tax types  
as % of total tax revenue as % of GDP 

  
Source: Author’s calculation based on MEF (2010), Hang (2011), and www.mef.gov.kh (Feb 2012) 
 
Figure 10 shows no indication of reducing reliance on VAT, which is a form of 
indirect tax. VAT is imposed at a single rate of 10% across all goods and services. 
As percentage of total tax revenue, VAT has remained around 35%, but its trend 
has increased from 2.6% in 2001 to 3.8% in 2011 in terms of percentage of GDP. 
Moreover, as composition of total tax revenue, the reliance on import duties 
significantly reduced from 32% of the total tax revenue to just 19% in 2011 while 
the contribution of excise increased from 14% in 2001 to 18% in 2011 or 2% of 
GDP, which is almost equal to revenue from import duties. Notably, the revenue 
collected from corporate income tax has been rising, both in terms of percentage 
of total tax revenue and percentage of GDP. Despite a decline from 10% of total tax 
revenue in 2001 to 7% in 2004, it has gradually increased to 14% in 2011, or 
roughly 1.5% of GDP.  
 

2.3. Direct Tax 
 
The revenue collection from direct tax sources has been improving. The 
improvement is found in relation to the overall size of the economy as well as to 
the total tax revenue. The revenue from direct tax sources increased from less than 
1% of the GDP in 2001 to about more than 2% in 2001. It increased from 12% of 
the total tax revenue in 2001 to 19% in 2011.    
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according to the type of business activities. The highest rate of 30% is applied to 
the profit realized from oil or natural resources extraction related business while 
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of Cambodia (CDC) which is exempted from the profit tax within the period of tax 
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20%. However, a resident person is subject to salary tax on both salary from 
Cambodian and non-Cambodian sources at the minimum threshold of 500,000 
riels (about USD 125) with progressive rates ranging from 5% to 20%. Other 
personal income tax is taxed at the various rates, 20% for fringe benefits, 15% for 
consultancy fees, 10% for rental of property, and around 5% for interest paid by 
domestic banks or savings institutions.   
 

 
Tax on Immovable Property is the most recent tax in Cambodia, which is collected 
regionally to contribute to regional budgets. It was introduced in 2010 (RGC, 
2009), but was actually enacted in 2011. This tax is imposed on land and other 
tangible property associated with the land, except some parts of buildings such as 
fence and gate, swimming pools, and balcony (MEF, 2011). The taxable value is 
calculated based on the price estimated by the Property Price Estimation 
Committee. The tax is imposed at a flat rate of 0.1% on the 80% of its property 
value exceeding 100 million riels (about USD 25,000). Before the effect of Tax on 
Immovable Property, other property related taxes that have been implemented 
include Property Transfer Tax which is charged at 4% on transfer of titles of 
certain assets (such as land, building, and vehicles) and Tax on Unused Land which 
is levied on registered owners of the land.  

 
 
According to Figure 11 corporate income tax and personal income tax are the two 
main sources of direct tax in Cambodia while the tax on land and property makes 
a small contribution. The revenue from these direct taxes increased over the past 
decade, suggesting an improved performance in revenue collection from direct 
taxes.  
 
Figure 11: Contribution of direct tax (% of total tax revenue)  

 
Source: Author’s calculation based on MEF (2010), Hang (2011), and www.mef.gov.kh (Feb 2012) 
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Corporate income tax is a major source of direct tax. It was responsible for about 
14% of the total tax revenue. As proportion of total tax revenue, the corporate 
income tax experienced a decline from 10% in 2001 to 7% in 2004. Then, it started 
to increase over time, reaching 14% in 2011.  
 
Personal income tax is the second major source of direct tax. Figure 11 shows that 
revenue from personal income tax overall more than double in the past decade. It 
increased from 1.7% of the total tax revenue in 2001 to 3.8% in 2011. The increase 
was more obvious in 2009.  
 
Figure 12: Composition of direct tax (% of total direct tax revenue)  

 
Source: Author’s calculation based on MEF (2010), Hang (2011), and www.mef.gov.kh (Feb 2012) 

 
However, Figure 12 shows that the share of personal income tax in the total direct 
tax increased from 14% in 2001 to 20% in 2011. This means the increase of 
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service, and primary financial service. In principle VAT is charged at each stage of 
production process while each supplier can obtain credit for the VAT they paid. 
According to the Law on Taxation (LoT) 1997 and the Sub-decree on VAT (RGC, 
2000), a 10% rate is applied to domestic suppliers and imports of goods and 
services, while a 0% rate (zero-rating) is applied to the export of goods and 
services and international transportation.  
 
Excise is specific/special tax that is imposed on the import or domestic production 
and supply of certain merchandise and services. It was originally introduced in the 
1995 Law on Financial Management. The excise rates range from 3% to 30% and 
only few items are currently subject to it (KPMG, 2010), these are: local and 
international telecommunication services (3%), cigarettes (10%), domestic and 
overseas air tickets (10%), entertainment services (10%), cigars (25%), beer and 
wine (25%), and automobiles (30%).  

 
According to Figure 13, VAT and excise make up the majority of revenue from 
indirect tax in Cambodia.  

 
Indirect tax is becoming more reliant on excise though its share is still relatively 
small compared to that of VAT. Revenue collected through VAT remained at about 
35% of the total tax revenue in 2011 while the share of revenue from excise 
increased from 13.7% of the total tax revenue in 2001 to 18.1% in 2011.   
 
Figure 13: Contribution of indirect tax (% of total tax revenue)  

 
Source: Author’s calculation based on MEF (2010), Hang (2011), and www.mef.gov.kh (Feb 2012) 

 
Figure 13 shows that VAT is the main component of indirect tax and it is 
responsible for the largest share of the total tax revenue in Cambodia compared 
to other tax types. It has remained almost constant over the past decade at 35% of 
the total revenue, except a drop to about 32% and 33% respectively in 2007 and 
2008.  
 
Revenue from excise is the second largest contributor to indirect tax revenue in 
Cambodia and has been increasing over the past decade. Figure 13 illustrates that 
it accounted for 14% of the total tax revenue in 2001 and increased to 21% in 
2008, then kept decreasing to 18% in 2011. 
 

36 35 35 36 36 36 32 33 34 35 35 

14 17 16 18 19 17 20 21 20 18 18 

1 1 2 1 1 1 1 1 1 1 1 

 -

 10

 20

 30

 40

 50

 60

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011e

VAT Excise duties Other

http://www.mef.gov.kh/


 12 

Overall, the reliance on VAT compared with other forms of indirect tax has been 
on a decreasing trend, but its contribution remains very significant. As percentage 
of total indirect tax, Figure 14 indicates that VAT went down from 71% in 2001 
to 60% in 2007, but then increased to 64% in 2011.  
 
Figure 14: Composition of indirect tax (% of total indirect tax revenue)  

 
Source: Author’s calculation based on MEF (2010), Hang (2011), and www.mef.gov.kh (Feb 2012) 

 
Revenue collected through VAT was largely derived from traded goods, 
particularly imports, and there is no clear indication of declining reliance. Revenue 
from VAT constitutes more than one third (35%) of the total tax revenue or nearly 
two thirds (65%) of the indirect tax. Figure 15 indicates that approximately 85% 
of VAT was collected from imported goods while the rest, 15%, was collected from 
domestic sources. Given that imports represent a relatively small proportion 
(approximately 15% over 2001-2011) of GDP, limited collection of VAT from 
domestic sources reflects the fact that the informal sector constitutes a large part 
of the GDP.  
 
Figure 15: Composition of revenue from VAT and excise sources 

 
Source: Author’s calculation based on MEF (2010), Hang (2011), and www.mef.gov.kh (Feb 2012) 

 
Revenue from excise tax is also largely derived from imported goods, but has been 
increasingly raised from domestic products over the past decade. While revenue 
from excises accounted for 18% of total tax revenue or one third (33%) of the 
indirect tax, Figure 15 shows that in 2001 80% of it was excise on imported goods. 
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However, the proportion of excise raised from imports declined to 52% of total 
excise revenue in 2011. This implies that more and more excise revenue is 
collected from domestically produced goods and services. 
 

2.5. Trade Tax  
 

Customs duty is levied on both imported and exported goods.  According to the 
2007 Cambodian Duty Rate Book (GDCE, 2007) and KPMG (2010), the current 
duty rates are 7%, 15%, 20%, and 35%. Exemptions apply to certain products 
such as medicines, school and sport facilities and fertilizers, rice seeds, and 
agricultural tractors.  

 
Overall, the position of Cambodia’s trade has remained in deficit. Cambodia’s 
export has been more or less unchanged over the past decade, accounting for 
around 43% of the total trade, leaving the trade deficit of around 14% per annum. 
 
Cambodia’s dependency on revenue from trade tax to finance public expenditure 
has been declining. The revenue from trade tax has almost remained flat over the 
past decade at around 2.5% of the GDP. Nevertheless, as contribution to the total 
tax revenue, its proportion has gradually declined over time, down from 33% of 
total tax revenue in 2001 to 22% in 2011.  
 
Figure 16 illustrates that the revenue from trade tax in Cambodia has primarily 
come from import duties although it experienced a decline from 32% of the total 
tax revenue in 2001 to 19% in 2011. The customs duty on petroleum import 
represents a significant share, reflecting Cambodia’s high dependency on imports 
of petroleum. Customs duties collected from petroleum imports has declined from 
14% of the total tax revenue in 2001 to around 8% in 2011. However, the drop of 
share of revenue from tax on petroleum import is slower if compared to the share 
of revenue from customs duties on other imports, down from 18% of the total tax 
revenue in 2001 to just 11% in 2011.  
 
Figure 16: Contribution of trade tax (% of total tax revenue)  

  
Source: Author’s calculation based on MEF (2010), Hang (2011), and www.mef.gov.kh (Feb 2012) 
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Of note, revenue generated through customs duties on petroleum imports 
accounted for 43% of the total import tax in 2011. Such phenomenon was not 
solely attributed to Cambodia’s high dependency on import of petroleum but also 
high rate of customs duties on the petroleum import. According to MEF (2007), 
the customs duty on import of gasoline was 35%, plus 33% for excise tax and 10% 
for VAT.  
 
The dependence on import customs duties is still high although it has declined. 
Figure 17 shows that the revenue from import duties is a predominant feature. It 
accounted for 85% of the total trade tax revenue in 2011 (36% from tax on 
petroleum imports and 48% from imports other than petroleum), down from 97% 
in 2001. In contrast, the revenue collected from exports is still minimal although 
it has increased from about 3% of total trade tax in 2001 to around 15% in 2011. 
As the share of Cambodia’s exports registered at 43% of the total trade, low level 
of revenue from export tax reflects the fact that not many exports are taxed. 
According to the General Department of Customs and Excise of Cambodia, the 
following four items of exported goods are subject to taxes not exceeding 10%: 1) 
natural rubber; 2) uncut (unprocessed) precious stones; 3) processed wood; and 
4) fish and crustaceans, mollusks and other aquatic products3.  
 
Figure 17: Composition of trade tax (% of total trade tax)  

 
Source: Author’s calculation based on MEF (2010), Hang (2011), and www.mef.gov.kh (Feb 2012) 

 
Although Cambodia became a member of the WTO in 2004, the revenue from 
international trade tax, especially import tax, did not necessarily decrease. Figure 
18 illustrates that the percentage of revenue from import duties in relation to total 
import volume averaged 3.8% over the past decade. It declined from 4.5% in 2002 
to 3.7% in 2003, a year before Cambodia’s WTO accession. Then, it continued to 
drop to 3.1% in 2006. Since then, the percentage of import duties went up to 4% 
of the total import volume in 2007 and slightly reduced to 3.8% in 2011.   
 
  

 
3 http://www.customs.gov.kh/dutyrateexport.html (accessed 4 September 2012)  
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Figure 18: Taxes collected from imports (% of imports) 

 
Source: Author’s calculation based on MEF (2010), Hang (2011), and www.mef.gov.kh (Feb 2012) 

 
VAT and excise were also imposed on the imported goods, but not counted as 
trade tax in this analysis and report. Figure 18 shows that the revenue from VAT 
on imports has averaged around 3.3% of the total imports over the past decade. It 
experienced a drop during 2003-2007 around 3% and increased to around 3.5% 
since 2008.  
 
Revenue from excise on imported goods has averaged at 2.4% of the total import 
volume during the past decade. It accounted for about 1.8% of the total import 
value during 2001-2006 and has averaged around 3% since 2007. The increase 
may have explained by either imposition of higher excise rate or increased import 
volume of goods subject to excise tax.  
 

2.6. Fiscal Balance  
 
The total budget expenditure in the past decade averaged about 17% of the GDP. 
Despite constant increase of tax revenue in the past, the budget expenditure was 
even declining in 2004 and remained around 14.5% till 2008. Then, the budget 
expenditure rose to approximately 20% of the GDP during 2009-11.  
 
Low budget expenditure during 2004-08 reflects the government’s policy to run 
low budget deficit. High budget expenditure during 2001-03 resulted in an 
average budget deficit of around 6.7% of GDP. Then, between 2004 and 2008 the 
budget deficit decreased to around 3% per annum. In an attempt to cope with the 
impact of the global economic downturn, the government ran a high budget deficit 
again during 2009-11, averaging around 7.7% of the GDP.   
 
Table 1: Tax revenue and fiscal balance  

 
Source: Author’s calculation based on MEF (2010), Hang (2011), and www.mef.gov.kh (Feb 2012) 
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The ability of tax revenue to finance public expenditure had improved over time, 
but was interrupted since 2009, which was likely explained by the impact of the 
global economic downturn. Table 1 indicates that tax revenue could finance 
44.2% of the total budget expenditure in 2001 and kept increasing to 70.2% in 
2008. Then, it fell to 49.5% in 2009 and started to rise to 52.5% and 55.9% 
respectively in 2010 and 2011.   
 
As shown in Figure 19, the budget deficit was mostly addressed by foreign 
financing. The figure indicates that the size of foreign financing was around 5% of 
the GDP per annum.  
 
According to MEF (2010), the foreign financing in the form of budget support is 
very minimal, leaving the deficit largely financed by project aid which was about 
4.7% of the GDP on average or about 90% of the total foreign financing per annum. 
This means foreign financing through budget support only accounts for 0.58% of 
the GDP per annum over the past decade.  
 
Figure 19: Foreign financing (% of GDP)  

  
Source: Author’s calculation based on MEF (2010), IMF (2009), and IMF (2012).  

 
Loans constitute a considerable part of the total foreign financing. It accounted for 
more than half of the total foreign financing in 2005, which was about 3% of the 
then GDP. Nevertheless, Figure 19 illustrates that the share of foreign financing 
through loans has declined to 2.2% of the GDP in 2011. In other words, it means 
the grant element of foreign financing has increased.   
 

2.7. Tax Administration  
 
The collection of tax revenue in Cambodia is either autonomous or semi-
autonomous, but administered by two bodies under jurisdiction of MEF: General 
Department of Taxation (GDT) and General Department of Customs and Excise 
(GDCE). While GDT is responsible for collecting domestic tax revenue, GDCE 
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According to Sub-decree 134 (RGC, 2008), the GDT comprises seven operational 
departments that include:  

1) Personnel, administration, and finance;  
2) Law, litigation, and statistics;  
3) Taxpayers and tax arrears;  
4) Inspection;  
5) Information technology;  
6) Large taxpayer; and  
7) Enterprise audit.  

 
GDCE on the other hand comprises 5 operational departments that include:  

1) Management and administration;  
2) Planning, technical, and international affairs;  
3) Excise and custom regime;  
4) Legal affairs, auditing, and public relation; and  
5) Crime prevention and crack down.  

 
The responsibility for forming tax policy lie within both general departments: GDT 
and GDCE. According to the Sub-decree No. 134 (RGC, 2008) the GDT is authorised 
to set fiscal policy, collect tax revenue and draft laws and legal instruments on 
taxation. GDCE is authorized with the responsibility to propose international trade 
related policies and draft regulation associated with the collection of customs 
duties and all kind of import-export duties.  
 
Figure 20: Administration of tax revenue collection (% of total tax revenue) 

 
Source: Author’s calculation based on MEF (2010), Hang (2011), and www.mef.gov.kh (Feb 2012) 

 
Figure 20 indicates that more and more tax revenue has been collected by the 
GDT. The share of tax revenue collected by the GDT kept increasing from 26% of 
total tax revenue in 2001 to 44% in 2011. In opposite, the proportion of tax 
revenue collected by the GDCE declined from 74% in 2001 to 56% in 2011. Given 
the responsibility of GDT and GDCE, such phenomenon of tax collection suggests 
that the tax system has become more reliant on domestic tax and less dependent 
on trade tax.  
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3. Tax Burden  
 
The size of the informal sector reduced but seems to have remained a considerable 
part of the Cambodian economy. Based on Cambodia’s definition of informal 
sector 4  (ILO, 2006), the EIC estimated that the informal sector in Cambodia 
accounted for 62% of the GDP in 2003, down from 64% in 2000 and 70% in 1998. 
Despite such indication of its declining trend, the share of informal economy was 
still significantly large. Due to economic expansion over time, the share of informal 
economy should have further declined.  
 
No exception of the same methodology, Singh et al (2012) provided a more recent 
estimation of the size of Cambodia’s informal economy in 2006, ranging between 
40-50% of the GDP. Although this figure appears lower than the previous 
estimation, it is still relatively high in the region. The underground economy for 
developing Asia represents around 30% of the GDP on average (Singh et al, 2012).  
 
It seems that a large majority of employment take place outside the net of direct 
tax, particularly the salary tax. ILO (2006) noted that the share of employment 
absorbed by the informal sector remained unchanged at around 85% of total 
employment between 1998 and 2003. On the other hand, WB (2008) showed that 
81% of Cambodia’s total employment was rural jobs while Phnom Penh absorbed 
9.5% of the employment and other 9.5% was jobs in other urban areas. All these 
seem to confirmed that a large extent of employment rest in the informal sector.  
 
Despite small share of formal sector, even there a significant portion of 
employment is likely outside the salary tax net. The garment industry is a major 
pillar of the Cambodia’s economy. It’s a formal sector that provided 349,000 jobs 
in 2010 (RGC, 2010). Despite this fact, the average earning among workers in this 
industry was about USD 70 per month (Tong et al, 2009), which is far below the 
minimum threshold of salary tax (USD 125). According to ILO (2006), the other 
two major formal sectors in Cambodia are tourism and public administration.   
 
According to WB (2006), inequality in Cambodia is high for the region. The Gini 
coefficient was only lower than that of the Philippines and Malaysia.  Figure 30 
shows the extent and trend of inequality in Cambodia.  
 
Inequality in Cambodia has been on an increasing trend. While the extent of 
inequality is measured by Gini coefficients, where 0 denotes perfect equality and 
1 denotes perfect inequality, inequality of per-capita consumption in Cambodia 
increased from 0.35 in 1994 to 0.39 in 2004, and then to 0.43 in 2007.  
 
  

 
4 Activities in its informal sector were defined as: those without a firm, identifiable postal address; 
those that have self-employed workers and utilise part-time or full-time workers; those that have 
a lot of labour-intensive operations and quick turnover; those that use energy input from human 
or animal sources; those about which data is unavailable through census surveys; those that are 
not legally recognised; those that take place in non-structured premises; those that do not come 
under any regulations, licence, or insurance, and do not pay any tax. 
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Figure 30: Trend of inequality for per-capita consumption in Cambodia  
(Gini coefficients: 0 = perfect equality; 1 = perfect inequality) 

 
Source: WB (2006) and WB (2009) 

 
The phenomenon of inequality in Cambodia is attributable to the increased 
inequality within the rural area. As indicated by Figure 30, the inequality among 
people in Phnom Penh has reduced and only slightly increased within other urban 
areas, but inequality within rural areas kept rising from 0.27 in 1994 to 0.33 in 
2004 and 0.36 in 2007.  
 
We don’t have the firm evidence to show what the impact of tax is on inequality. It 
is possible that lower inequality or even reduced inequality in Phnom Penh is 
explained by effective taxing whereby higher income groups may pay progressive 
salary tax as well as consume taxed goods and services. However, the reduction of 
inequality could also be reinforced or explained by the fact that lower income 
groups in Phnom Penh benefit from improved economic opportunities 
proportionally more than the higher income groups.  
 
Increasing inequality in rural areas could be subject to the fact that rural economy 
is mostly, if not all, informal economy, which is outside the tax net. This means tax-
free rural economy may allow the rural higher income group to accumulate their 
wealth at a faster rate than if they were working in formal employment. The trend 
of rising inequality in the rural area could on the other hand be reinforced by the 
phenomenon of economic expansion that is relatively less accessible by lower 
income groups in the rural area.  
  
According to interviews with officials of GDT, the GDT itself has never done the 
analysis of the distribution of tax burden borne by different income groups. The 
officials only referred to the progressive regime of the salary tax, but did not 
comment if the whole tax system is progressive or regressive. Due to a lack of data 
or of any existing literature on this subject, other interviewed stakeholders 
besides the GDT also refused to comment whether or not the tax system in 
Cambodia is progressive. However, they did suspect that the current tax system is 
progressive due to the sizeable informal economy that is likely keeping ordinary 
people out of the tax net.  
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4. Tax Competition  
 
In competing with other countries to attract inflow of FDI, government usually 
provides tax incentives to investors. This section thus specifically reviews the 
incentive scheme provided by the RGC, the pattern of FDI inflow, and the impact 
of the incentives.  
 

4.1. Tax Incentives  
 
In 1994, the Law on Investment (LoI) was promulgated with the aim of 
encouraging participation from the private sector, especially to attract the inflow 
of FDI. In March 2003, the LoI was amended for the first time followed by a sub-
decree in September 2005. How incentives are granted changed. In 1994 the LoI, 
sectors eligible for incentives were listed, but Amendment (2003) provided a 
‘negative list’ specifying characteristics of investment projects that were ineligible 
for the incentives. 
 
Under the 2003 Law on the Amendment to LoI, all domestic or foreign investment 
projects that are granted a Final Registration Certificate (FRC) from CDC are called 
Qualified Investment Projects (QIPs). QIPs are entitled to the following incentives:   
 

• 0% of profit tax imposed by the LoT for the following periods:  
o Trigger Period: commences from the date of issuance of the FRC for 

that QIP. The Trigger Period ends before the first year of making 
profit or after 3 years of earning revenue, whichever is sooner;  

o Automatic Period: provides an exemption from profit tax over 3 
succeeding years following the Trigger Period; and  

o Priority Period: is determined by the Financial Management Law 
and offers exemption from profit tax for the maximum of 3 
succeeding years following Automatic Period.  

• 100% exemption from import duties, for different features of QIP, on:  
o Domestic QIPs: production equipment, and product input 

construction materials.  
o Export QIPs5: production equipment, construction materials, raw 

materials, intermediate goods, and production input accessories.  
o Supporting Industry QIPs: production equipment, construction 

materials, raw materials, intermediate goods, and production input 
accessories.  

• 100% exemption from export tax, except for activities as stipulated in laws in 

effective.  
• A profit tax rate of 9% for QIP approved by CDC. This incentive was expired 

by 2010. Since then, QIPs are subject to paying 20% profit tax for normal 
businesses, 30% for oil or natural resources extraction related businesses, 
or 5% of the gross premium for insurance businesses.  

 
5  Applicable for Export QIPs other than an Export QIP which elects to use the Customs 
Manufacturing Bonded Warehouse mechanism. 
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• Foreign firms are permitted to bring in foreign nationals who are 
management personnel and experts, technical personnel, and skilled 
workers.  

• Repatriation of profit and conversion of currency are not restricted.  
 
According to Net, S. (2011), FDI policy in Cambodia is much more liberalized if 
compared to that of Thailand during 1970s and Vietnam in 1990s. Most sectors 
are open for FDI participation.  The law also prohibits; discriminatory treatment 
against any investor, that the nationalisation policy should adversely affect 
investors’ private property, and intervention of price control from the 
government.  
 
The investment incentives are granted to both domestic and foreign firms in a 
non-discretionary way. Eligibility and procedure for the incentive scheme are all 
provided by legal framework. The LoI designated CDC as the sole organization 
responsible for the evaluation and the decision-making on all investment project 
activities. Investors are required to submit their Investment Proposals (IP) to the 
CDC to get approval as QIPs. Upon receipt of the IP, if the CDC fails to issue the 
Conditional Registration Certificate (CRC) or Letter of Compliance to the 
applicants within 3 working days, the IP is deemed to be registered and the CDC 
must immediately issue the CRC to the applicant.  
 
If the IP contains all the information required under the sub-decree and if the 
proposed activity is not on the negative list, the law authorizes the CDC to issue 
the CRC to the applicant by specifying the investment guidelines and assessment 
criteria for each of the approvals, authorizations, clearances, licenses, permits or 
registrations required for the QIP to operate, as well as the government entities 
responsible for issuing them. If the IP does not satisfy the above conditions, the 
CDC shall issue a Letter of non-compliance specifying the reasons why it was not 
acceptable and the additional information required to enable the CDC or 
Provincial/Municipal Investment Sub-committee (PMIS) to register the amended 
IP (RGC, 2005).  
 
According to the LoI and Sub-decree No. 111, when the CRC is issued the 
incentives are secured for the proposed project. The law asks the CDC/PMIS to 
issue the Final Registration Certificate (FRC) within 28 working days from the 
issuance of CRC and assist with the issuance of approvals.  
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Figure 31: Corporate income tax rates in the region 

 
* The 25% of corporate income tax rate in Laos was effective since January 2012, down from 35%.  
Source: http://www.taxrates.cc (accessed 11 April 2012) 

  
The corporate income tax rate in Cambodia is lowest in the region. Figure 31 
suggests that Cambodia offers the most generous rate for corporate income tax if 
compared to other countries in the region. It charges only 20% while the 
neighboring Thailand collects at 30%, highest in the region. Corporate income tax 
rate in Cambodia is also below the global average. According to www.taxrates.cc, 
the global average corporate income tax rate was 24.99% in 2010, down from 
31.92% in 2000.  
 

4.2. Impact of Tax Incentives  
 
The garment industry benefits most from the tax incentives, followed by hotels 
and tourism. Since the promulgation of the LoI in 1994, the CDC has approved 
1,750 QIPs to investors, as of September 2011. The garment industry has been the 
sector to attract the most investment. It absorbs 40% of approved QIPs (excluding 
about 4% in sock and shoe industry). 9% of the QIPs are investments in hotels and 
tourism sector.  
 
Figure 32: Number of QIPs Approved by CDC (as Sept 2011) 

 
Source: CDC Database and CDC (2012)  
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As shown in Figure 32, the number of approved QIPs peaked 1997, then 
continually declined in the following years. That could be explained by both the 
Asian economic crisis in 1997 and the unfavourable investment climate since the 
internal arms conflict in 1997. The number of investment projects only started to 
rebound in 2003.  
 
Table 2 illustrates the accumulation of investment in terms of fixed assets that 
CDC approved as of September 2011. It shows that investment from domestic 
sources (Cambodia) takes the highest share, accounting for USD 15,107 million 
which is about 38% of the total fixed assets. The next two biggest sources of QIPs 
are China and South Korea, respectively responsible for 22% and 10% of the total 
fixed assets.  
 
Table 2: Investment Approved by CDC by major countries, 1994-2011 (Sept)  

No. Country 
 Fixed Assets 

(USD million)  Share (%) 
1 Cambodia  15,107  38% 
2 China  8,866  22% 
3 South Korea  4,027  10% 
4 Malaysia  2,609  7% 
5 UK  2,378  6% 
6 USA  1,285  3% 
7 Taiwan  827  2% 
8 Vietnam  812  2% 
9 Thailand  746  2% 

10 Singapore  636  2% 
11 Russia  618  2% 
12 Hong Kong  379  1% 
13 Israel  304  1% 
14 France  299  1% 
15 Japan  152  0.4% 
16 Others  841  2% 

  Total  39,886  100% 
Source: CDC (2012) 

 
The tax incentives largely attract the investment into service and industry sectors. 
In terms of registered capitals, the CDC approved USD 5,734 million of QIPs as of 
June 2011. 48% of this capital was investment in the service sector; 46% went to 
industry while agriculture took the remaining 6%. The stake of Cambodian 
investment accounts for 38% of the overall registered capital: 26%, 29%, and 32% 
respectively of this investment went to service, industry, and agriculture sectors.  
 

4.3. Impact of FDI  
 
Figure 33 indicates the trend of FDI inflow into Cambodia since 1988. The FDI 
inflow started to increase since 1991 when the Paris Peace Accord secured peace 
in Cambodia. The FDI inflow increased more sharply between 1994 and 1996. This 
coincided with the approval of LoI in 1994. While the tax incentives may explain 
the FDI inflow, the good political climate may also have had significant influence. 
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Of note, thanks to the political crisis and Asian Economic Crisis in 1997, FDI then 
decreased till 2003.  
 
Figure 33: Trend of FDI inflow into Cambodia (USD million)  

 
Source: Net (2011) based on UNCTAD (2011) and ADB’s Key Development Indicators (2001-2010)  

 
Cambodia has not been able to attract the inflow of FDI into more diversified 
sectors until mid-2000s. Net, S. (2011), indicates that the light manufacturing and 
service sectors remained the main feature of FDI inflow in Cambodia for over a 
decade till mid-2000s. FDI participation concentrated in a few sectors, which 
include the garment and textiles industry, tourism, and construction. Only since 
mid-2000s did FDI start to flow into new emerging sectors, which include agro-
industries, mining and energy, infrastructure, building materials such as cement, 
and simple assemblage of vehicles.  
 
With an attempt to investigate whether the FDI regime in Cambodia has 
stimulated rather than dried up domestic investment, Net, S. (2011) recognised 
the importance that FDI has contributed to promoting economic growth in 
Cambodia and concluded that direct effect of FDI has been neutral on crowd-in 
domestic investment while the positive impact is only observed when both its 
direct and indirect effects are combined. Neutral effects of FDI were attributed to: 
large repatriation of profit; concentration of FDI in traditional rather than new 
sectors; and loose link between FDI and domestic firms. Nevertheless, the 
combination of direct and indirect of FDI suggests that a dollar increase in FDI 
induces domestic investment between USD 1.8 and USD 2. The indirect effect is 
mainly in the form of foreign-exchange earnings via exports, which further surge 
national expenditure.  
 

4.4. Tax Expenditure  
 
The loss of tax revenue due to provision of tax incentives is called tax expenditure. 
Such tax expenditure is substantial for Cambodia and deserves attention. A recent 
estimation (WB, 2011a) indicates that tax incentives offered to companies result 
in a revenue loss equivalent to about 6-7% of the GDP per annum, 4% of which 
was attributed to exemptions on customs duties while other 2-3% was losses 

 -

 100

 200

 300

 400

 500

 600

 700

 800

 900

 1,000
1

9
8

8

8
9

9
0

9
1

9
2

9
3

9
4

9
5

9
6

9
7

9
8

9
9

0
0

0
1

0
2

0
3

0
4

0
5

0
6

0
7

0
8

0
9

2
0

1
0



 25 

derived from other incentives such as exemption on corporate income taxes for 
QIPs.    
 
In response to the incidence of tax expenditure, WB (2011a) suggests that the 
fiscal space can be improved by scaling down some of the tax exemptions provided 
to investors. It was argued that lowering tax rates and imposing them to investors 
across the board would be more favourable. On the other hand, it was also pointed 
out that tax incentives are not the chief factor for investment decisions made by 
companies, but political stability, infrastructure, electricity cost, wage/labour 
productivity were all more important.  
 
Many non-tax factors hamper doing business in Cambodia and tax incentives may 
not necessarily carry heavy weight in easing investment in the long run. According 
to the Investment Climate Assessment (WB, 2009b), five main constraints to 
business worldwide reported by firms include: corruption; macroeconomic 
uncertainty; anti-competitive or informal practices; economic and regulatory 
policy uncertainty; and electricity.  
 
Table 3: Cambodia’s Performance in Ease of Doing Business, Global Rank* 

 
* Rated among 183 countries (Rank 1 represents Easiest of Doing Business)  
Source: Doing Business Reports (WB 2006a & 2010) 

 
Although the Doing Business Report 2011 showed an improved regulatory 
environment for businesses in Cambodia since 2006 (WB 2006a and WB 1011b), 
the progress appeared slower than the performance of other economies because 
Cambodia’s rank in the Ease of Doing Business Global Rank moved from 133th in 
2006 to 147th in 2011. In 2011, Singapore was 1st ranked in the Ease of Doing 
Business while Thailand and Malaysia ranked 19th and 21st respectively in 2011. 
Moreover, Vietnam improved from 99th in 2006 to 78th in 2011 (WB, 2010).  
 

5. Tax Evasion and Avoidance  
 
Two major tax regimes are currently applied in Cambodia: real or self-assessment 
and estimated regimes. The real or self-assessment regime is applied to registered 
companies, state-owned companies, semi state-own companies, import-export 

No. Countries 2006 2011 Change
1 Bangladesh 65 107 ‐42
2 Philippines 113 148 ‐35
3 Lao PDR 147 171 ‐24
4 India 116 134 ‐18
5 Cambodia 133 147 ‐14
6 Indonesia 115 121 ‐6
7 Malaysia 21 21 0
8 Singapore 2 1 1
9 Thailand 20 19 1

10 China 91 79 12
11 Vietnam 99 78 21
12 Rwanda 139 58 81

Rank in Ease of Doing Business
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companies, qualified investment projects (QIPs), and other business enterprises 
that meet the following criterion: i) annual turnover exceed 500 million riels 
(about USD 125,000) in case of supplying goods or both goods and services; ii) 
annual turnover exceed 250 million riels (about USD 62,500) in case of providing 
services; and iii) annual turnover exceed 125 million riels (about USD 31,250) in 
case of doing business with the government (bidding). Any enterprises besides 
those mentioned above are subject to the estimated regime where the taxable 
amount is estimated based on the discussion between taxpayers and the tax 
officials.   
 

5.1. Tax Evasion  
 
Due to ample benefits from the tax incentives, the companies usually do their best 
to harness from it. For example, one way that the company can evade tax is to get 
the business closed down at the end of the tax incentive period and re-registered 
under a new name to re-benefit from the tax incentive under the new scheme. The 
discussion with officials at the Cambodian Investment Board of the CDC indicates 
that tax evasion through re-registration (to even renew the benefit from the tax 
incentives) could have been the case in Cambodia and it seems the CDC hasn’t had 
effective means to manage and detect such practice yet.  
 
Table 4: Number of QIPs approved by CDC (as of Sept 2011) 

Industry 1994-2005 2006-2011 1994-2011 
Garment 440 253 693 
Sock & Shoes 24 39 63 
Hotels and Tourism 89 66 155 
Others 564 275 839 
Total 1117 633 1750 

Source: CDC Database and CDC (2012)  

 
According to the CDC Database, 440 of 1,117 QIPs approved by the CDC as of 2005 
were investment projects in garment industry. However, Nathan Associates Inc. 
(2006) indicates that the actual number of garment factories was around 250 and 
that employed about 300,000 workers. This means 190 projects may either have 
been projects other than factories and/or may have been closed and re-opened to 
renew the benefit from tax incentives that expired after 8-9 years of operation.  
 
LoT (1997) provides a loophole for tax evasion, especially by enterprises that are 
taxable under estimated regime. Cambodia’s LoT does not require taxpayers in 
this regime to produce or keep financial reports. Thus, taxpayers could easily 
manipulate the size of business turnovers, and it is not easy for tax officer to detect 
actual size of turnover and profit for tax-calculation purposes. Article 30 of LoT 
provides that the amount of estimated profit is determined by tax administration 
after verification and consultation with taxpayer. This process is wide open to tax 
evasion and is subject to abuses from both tax officers and taxpayers. Therefore, a 
change to the way that the estimated tax regime is implemented may help further 
improve the tax system.  
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Loss in tax revenue collection due to tax evasion could be substantial. According 
to preliminary result from the Economic Census (NIS, 2011), 98% out of 
approximately half a million enterprises in Cambodia are micro-enterprises, 
employing not more than 10 persons. Small enterprises accounted for 1.7%, 
employing 11-51 persons, while the rest 0.2% and 0.1% are respectively 
considered as medium and large enterprises. This structure of enterprises may 
mean large numbers of firms in Cambodia are subject to estimated regime.  
 
Table 5: Characteristic of enterprises in Cambodia   

No. Enterprise characteristics*  # enterprises % of total 
1 Micro enterprises 493,117 98% 
2 Small enterprises 8,476 1.7% 
3 Medium enterprises 779 0.2% 
4 Large enterprises 636 0.1% 

  Total 503,008 100.0% 
* Based on # of employees (micro = 1-10; small = 11-50; medium = 51-100; and large = 101 or more) 
Source: Economic Census (NIS, 2011) 

 
Underreporting sales is a common strategy firms undertake to evade their tax 
obligation. In an Investment Climate Survey (ICS), enterprises were asked to 
estimate the percentage of total sales that the typical establishment in their area 
of activity reports for tax purposes6. The evidence indicates that only 65% of the 
total sales in 2007 was reported for tax purposes. In other words, it means about 
one third of the total corporate sales was unreported to evade tax liability. 
Nevertheless, firms have improved their compliance, reporting a higher 
percentage of sales to the tax authorities. In 2003, firms reported only 48% of their 
corporate sales. Table 6 further illustrates that larger firms, firms with foreign 
ownership, and export-oriented firms reported higher percentage of actual sales.   
 
Table 6: Practice of tax evasion through underreported sales  

 
Source: Cambodia Investment Climate Survey (ICS) 2003 and 2007  

 
 

6 Because these are reported by the businesses themselves, the results may not necessarily 
reflect the truthfulness of the extent of under-reporting.  

Enterprise characteristics 2003 2007 Change 2003 2007 Change
Size of enterprises

Small enterpirses 4.3        4.2        ‐0.01 42.8     53.1     10.3

Medium enterprises 6.3        4.2        ‐2.09 58.0     67.2     9.2

Large enterprises 6.8        3.9        ‐2.85 60.6     73.8     13.2

Average 5.0        4.1        ‐0.87 48.0      64.8      16.8

Ownership

No foreign share 4.8        4.3        ‐0.56 45.2     60.6     15.3

With foreign share 6.9        3.9        ‐2.99 61.1     71.2     10.1

Average 5.2        4.1        ‐1.07 48.0      64.8      16.8

Market destination

Domestic only 5.0        3.8        ‐1.11 46.2     63.3     17.0

Export oriented 6.6        5.0        ‐1.65 61.1     69.1     8.0

Average 5.2        4.1        ‐1.10 48.0      64.7      16.7

Informal expenses as % 
annual sales

% of total sales reported 
for tax purposes
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Revenue losses due to tax evasion appeared very significant. Evidence from a 
survey of 1,100 enterprises (EIC, 2006) reveals that instead of the official tax rate 
that enterprises should have paid at 4.4% of their turnovers7, the effective tax rate 
that was actually collected from or paid by the enterprises accounted for only 
1.1% of the turnover8. Given 4.4% official tax rate, this suggests that the potential 
loss in the form of tax evasion was about 3.3% of turnover9. Accordingly, EIC 
(2006) estimated that revenue loss in the form of tax evasion was about USD 400 
million in 2005, which was four times as much as the collected amount. This lost 
revenue represented about 6% of Cambodia’s then GDP. Also, as cited in WB 
(2011) 10 , MONASRI uncovered that nearly 500 companies owed millions in 
unpaid tax liability.  
 
Revenue loss due to evasion of taxes through smuggling could also be significant. 
According to an ABC News (11 May 2007), report commissioned by two local 
breweries in Cambodia found that millions of bottles and cans of beers were 
smuggled into Cambodia. They disappeared at the border for in order to avoid tax. 
The smuggled beer accounted for 29% of the total beer market in Cambodia or 6% 
more than the legal imports, which would have cost Cambodia about 3% (USD 22 
million) of Cambodia’s then total revenue.  

5.2. Tax Avoidance  
 
There is no specific legislation on thin capitalisation in Cambodia (KPMG, 2010), 
but Cambodian tax law has the provision to restrict the deductibility of interest. 
Article 12 of the LoT (1997) provides that the deduction of interest expenses is 
allowed but not in excess of an amount equal to the sum of the taxpayer’s interest 
income and 50% of the taxpayer’s net profit earned from non-interest income and 
expense. Any interest expense that remains beyond the limit can be carried 
forward as an interest expense for the following tax year.  
 
Cambodia does not have specific legislation on Transfer Pricing either (KPMG, 
2010). However, Article 18 of LoT (1997) gave authority to the GDT to oversee 
and determine related party transactions. A related party relationship, in this 
regard, means one where there is a 20 percent or more group shareholders 
relationship. The GDT may re-determine related party transactions in order to 
establish a price that the GDT considers “arm length,” which is a price that would 
be paid between two parties that are completely unrelated. According to interview 
with officials at GDT, this task is the responsibility of the Enterprise Audit 
Department.  
 

 
7 Under estimated tax regime, businesses are subject to three tax types: turnover tax (2% of 
annual turnover), estimated profit tax (based on annual turnover and at agreement between 
taxpayer and tax administrator), and patent tax (which is not significant). Therefore, 4.4% in this 
case is the estimated sum of all three tax types imposed on businesses that are subject to 
estimated tax regime.  
8 1.3%, 1.1%, and 0.9% respectively for micro, SME, and large enterprises.  
9 2.4%, 4.7%, and 2.9% respectively for micro, SME, and large enterprises.  
10 Reported by Cambodia Daily (15-16 July 2006.  
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As a measure to help control the practice of Transfer Pricing by MNCs, OECD 
developed Transfer Pricing Guidelines for Multinational Enterprises and Tax 
Administrations. More than 60 governments11 around the world have adopted the 
guidelines by incorporating parts of them into legislation on transfer pricing. 
Cambodia has not yet written legislation on transfer pricing but most of the 
countries with which Cambodia trades are following the OECD guidelines.  
 
Although Cambodia has investment and trade agreements with a number of 
countries both in and outside the region, it has not yet been a signatory to Double 
Tax Agreements with any trade partner countries (KPMG, 2010). According to the 
discussion with officials at the Cambodian Investment Board of the CDC, this is 
because Cambodia does not have significant overseas investment. Nevertheless, 
Cambodian tax law offers Double Tax Relief for Cambodian companies who are 
investing in other countries. According to KMPG (2010), a foreign tax credit is 
available to a resident in respect of foreign taxes paid, but not in excess of the 
Cambodian tax liability.  
 

6. Conclusion  
 
Overall, the tax system in Cambodia has been improving over the past decade, but 
it is still largely dependent on indirect taxes with ample room for further 
enhancement. Along with economic expansion, the revenue collection from taxes 
increased from 7.2% of the GDP in 2001 to 11.1% in 2011. However, the revenue 
is largely collected through indirect tax including VAT, customs duties, and excise, 
which respectively accounted for 35%, 26%, and 19% of the total tax revenue in 
the past decade. Direct tax accounted for about 15% of the total revenue, 12% and 
3% respectively in the form of corporate income tax and personal income tax. 
Moreover, despite the improvement made, the level of tax collection in terms of 
percentage of GDP is still lower than average of countries in East Asia as well as 
ASEAN members (23%), and lower than the average of low-income countries (WB, 
2011a). 
 
It is not possible to conclude whether the current tax system is progressive. Heavy 
reliance on indirect tax (80% of the total tax revenue) might indicate regressivity 
of the current tax system in Cambodia, especially when VAT and excise account in 
total for 53% of the total tax revenue. However, regressivity is likely to be offset 
to a considerable extent by the fact that informal economy constitutes a large 
portion of Cambodia’s economy, which implies a narrow tax base. This leaves 
sizeable economic activities to operate outside the tax net. Although the structure 
of the salary tax is progressive, the contribution of personal income tax including 
salary tax, though increasing, remains minimal at only 3.8% of the total tax 
revenue in 2011. Moreover, although the garment industry is in the formal sector, 
the workers do not pay their income tax given their average salary is only about 
USD 70 per month, which is well below the minimum threshold of salary tax of 
USD 125. Therefore, it is not possible to conclude if the tax system is progressive 

 
11 (Transfer Pricing Analytics at http://www.tpanalytics.com/tp-reference/country-references/, 
accessed 21 Jan 2012) 

http://www.tpanalytics.com/tp-reference/country-references/
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although it is evidenced that it is becoming less regressive as the proportion of 
income from indirect tax came down from 85% of the total revenue in 2001 to 
76.5% in 2011.  
 
The findings suggest that the current tax system is facilitating tax evasion, 
particularly when large majority of the enterprises are subject to estimated 
regime and while the law permits the tax administrator and the taxpayer to agree 
upon the size of turnover and profit. Despite some decline, the incidence of tax 
evasion remains wide and significant. The evidence shows that enterprises paid 
only 1.1% of their annual turnover in tax, rather than the official tax rate of 4.4%, 
which suggests a revenue loss of about 6% of the GDP in 2006. The loss seems to 
be declining as the evidence reveals that firms, compared to the past, reported a 
higher percentage of their turnover for tax purposes. However, given the large 
proportion of micro and small enterprises that are subject to the estimated tax 
regime, the practice of tax evasion is still prevalent.  
 
Cambodia bears a significant loss in tax revenue, called tax expenditure, which 
may not necessarily address pressing challenges. In an attempt to encourage 
investment, especially through FDI, Cambodia has joined tax competition with 
other countries by providing investment incentives under its LoI. The law does 
not favour either domestic firms or multinational corporations, as both are eligible 
for the incentives according to an objective procedure. According to WB (2011a), 
tax expenditure derived from these incentives was estimated to be 6-7% of annual 
GDP. On the other hand, Net, S., (2011) found that direct impact of FDI on crowd-
in domestic investment was only neutral and positive only when both direct and 
indirect impacts are combined.   
 
There is no clear evidence indicating the incidence of tax avoidance but the legal 
system and capacity seems limited. For instance, the number of professional 
accountants in Cambodia in general is few. For example, 6 out of 7 Certified Public 
Accountants (CPA) that have been trained so far through the government’s 
scholarship scheme left for work outside Cambodia. Moreover, Cambodia does not 
have specific laws on thin capitalisation and transfer pricing to govern the practice 
of tax avoidance by MNCs. 
 
As relevance for tax policy reform in Cambodia, the study would suggest the 
following considerations:  
 

• Joining tax competition through provision of tax incentives is probably 
instrumental, especially during the early stage of economic expansion by 
attracting foreign investment and through export-orientated industries. 
However, given the loss in tax expenditure is quite significant and because 
tax incentives are not the only or even key factor in attracting investment, 
the policy consideration should seek to gradually reduce the tax incentives 
and meanwhile constantly improve the investment climate other than tax 
that would consolidate sustainable growth, for instance, the rule of law, 
infrastructure, electricity, labour productivity, and so forth.  
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• One important and promising way to curb the tax evasion through 
underreported turnover of businesses under the estimated tax regime is 
enlarging the base of the real tax regime by obliging SMEs to be under the 
real tax regime and imposing a low tax rate on these SMEs that would allow 
both the government to collect and businesses to pay tax more or less the 
level they normally collect and pay under the estimated regime. Or the 
government can choose to lose some revenue by running attractive low tax 
rate during the early stage as this can gradually be increased later. While 
such reform should impose no or little harm to the government’s revenue 
collection, it would help the individual SMEs and the economy at large 
twofold: 1) If SMEs have healthy accounting systems this will help inform 
critical business decisions and thus improve the performance of businesses 
and eventually consolidate robust economic growth; 2) A healthy 
accounting system will enable SMEs to access loans or other way round – 
the bank to loans SMEs – that should help amplify the breadth of growth.  

 
Nevertheless, it is very important to note that the lower tax rate will not 
necessarily by itself lead to a shrinking informal economy. The empirical 
analysis using data from around 100 countries (which include advanced 
economies, emerging markets, and developing countries) by Singh et al 
(2012) revealed that institutions are more responsible for the size of the 
underground economy than tax rates.  Singh et al argued that when 
encountered with onerous regulation, inconsistent enforcement and 
corruption, businesses have the incentive to operate in the informal sector 
so that they can hide their transactions. Therefore, the measure to lower 
tax rates must definitely be accompanied by strong emphasis on 
strengthening the rule of laws plus removal of unnecessary bureaucratic 
burden for businesses.  
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