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1. GENERAL INFORMATION

Fast facts

Full name:
Population:
Capital:

Area:

Major languages:
Major religion:
Life expectancy:
Monetary unit:
Exchange rate

Main exports:
System of law

GDP, current USD

GDP per capita, PPP:

Internet domain:

International dialing code:

Sovereign Country Ratings

Moody’s

Fitch (long-term IDRs)

The Republic of Armenia

2.99 million (as of October 1, 2016)

Yerevan

29.743 sqg. km (11.5 sq. miles)

Armenian (native), Russian, fast spreading English
Christianity

71.7 years (men), 78.2 years (women)

Armenian dram (AMD)

Average for 2016: 480.3 AMD/USD
As of December 30, 2016: 483.9 AMD/USD
Metal products, foodstuff, processed diamonds

Continental. Foreign law governed contracts can be enforced
through New York Convention on Recognition and
Enforcement of Arbitral Awards.

10,561, million USD (2015)

8,393 (current international S, 2015)
.am
+374

B1, stable (Sep 16, 2016)
B+, stable (July 22, 2016)

Armenia’s stand in international rankings

Ease of Doing Business (The World Bank):
Index of Economic Freedom (Heritage Foundation):
Human Capital Index (World Economic Forum):

Global Competitiveness Index (World Economic Forum):

38 (Rank, 2017, out of 190
countries)

54 (Rank, 2016, out of 178
countries)

37 (Rank, 2016, out of 130
countries)

79 (Rank, 2016-2017, out of
138 countries)
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a. Geography and natural resources

The Republic of Armenia is located at the crossroads of Europe and Asia in the northeast of Asia
Minor (Armenian Plateau), bordering Azerbaijan, Iran, Turkey and Georgia. With an area of 29,800
square kilometers, the country is about the size of Belgium or Maryland.

" GEORGIA
s

The capital city, Yerevan, lies on the Hrazdan River, and is
home to some 1.1million people. The next three largest
cities are Gyumri (pop. 118,600), Vanadzor (pop. 82,800)
and Echmiadzin (pop. 46,800). Echmiadzin, located some - -
15 kilometers west of Yerevan, is the seat of the
patriarchate of the Armenian Apostolic Church.

The majority of Armenia is mountainous (about 2,000
meters above sea level), while one-third is pastureland.
Forest and woodland cover 12 percent of the country, arid
land - some 18 percent, and permanent crops cover 3
percent. The highest elevation is 4,095 meters (Mt.
Aragats) and the lowest point is 400 meters above sea
level (Debed River). One of the largest mountain lakes in
the world, Lake Sevan, is about 2,000 meters above sea
level.

The climate in Armenia is continental, with lower temperatures and more precipitation in higher
elevations. In the central plateau temperature varies widely with cold winters and hot summers.
Armenian mountains are rich in iron, molybdenum, gold, lead, silver, clay, limestone, as well as
semi-precious and ornamental stones. Armenia possesses strategic deposits of molybdenum.

b. Population

According to official statistics, Armenia's population is 3 million. Ethnically, Armenia is
homogeneous country with 95% Armenians. After the collapse of Soviet Union, many Armenians
left the country. Though the migration was declining until 2008, the trend has reversed since the
global economic crisis.

LaborForce

The total labor force! was 1.07 million in 2015. Many working age Armenians migrate mostly to
Russia as migrant workers.

Currently, the official unemployment rate stands at 18.5% at the end of 2015. The labor
participation ratio comprised 62.5% in 20152

Armenian Diaspora
The Armenian Diaspora, estimated at around 10 million people, is spread in over 85 countries with

major concentrations in Russia (2.5 million), United Sates (1.5 million), France (0.45 million) and
Georgia (0.25 million). In the beginning of the 1990s, the Armenian Diaspora played a crucial role in

! Includes economically active population.
2 The labor participation ratio is the share of economically active population in total labor resources.
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the process of rebuilding the homeland after the collapse of the Soviet Union, transportation blockade,
power shortage and conflict with Azerbaijan. Beyond the humanitarian, development work and
political support, the Diaspora played an active role in attracting foreign investments through
leveraging its potential to attract global companies such as HSBC, Coca-Cola, Marriott, Hyatt, Golden
Tulip, KPMG, Taché, National Instruments, and Synopsis. Moreover, since 2000s the Diaspora’s
involvement considerably increased by various investments in different sectors of economy through
the businesses established/co-established by Diaspora Armenians. Russia, USA, Argentine, and Iran
are the leading countries in terms of sources of Diaspora investments.

c. Education and Science

Education

Education continues to be one of the key
values in Armenian society, given the current
geopolitical and economic situation. Armenia

Armenia positions education as a national asset, and growing
pipeline of firstclass and innovative initiatives shape promising
future talent

Armenia ranks 37th by Human Capital Index among 130 countries
(WEF)

capitalizes on the many advantages in its
education sector: high levels of literacy and

. . . . . e A Secondary education enrolment rate: 97%
enrollment in hlgher education, rich scientific A 12-year compulsory and free general education from 2017
heritage and research infrastructure, onwards
motivated youth and a growing pipeline of A Adult literacy rate: 99.8%
first-class and innovative initiatives. A Tertiary education enrolment rate: 47%
Armenia has relatively high rates of
enrollment in education: close to 100% in the Initiatives

secondary level, and 47% in the tertiary level
(as of 2014).

About 80,000 students are enrolled in 62 state
and private universities. Eight of the
universities are foreign-affiliated. American,
European, French and Slavonic universities
provide local yet internationalized education,

UWC Dilijan College

Part of the world-renowned United World College (UWC) offering
IB Diploma Program.

The only UWC School in Eurasia stretching from Bosnia and
Herzegovina to India, making Armenia regional center of fine
schooling.

Araratian Baccalaureate

Internationally recognized competitive Armenian general

with wide partner networks and effectively
match the needs of the Armenian economy.

Armenia  delivers  competitive  higher
education in the fields of information
technology, medicine and engineering

(architecture, construction). There are more
than 3,700 foreign students studying at
Armenian higher educational institutions.

Current intensive state reforms and
internationally-backed initiatives effectively

education program developed by Ayb Educational Foundation,
equivalent to Cambridge A Levels.

Introduction Robotics classes in schools

Robotics courses taught at schools - design and testing of robots,
research and learning projects

TUMO Center for Creative Technologies

An innovative digital media learning center. Providing thousands
of teenagers an open environment where they learn from
professionals and apply latest digital technologies. The most
innovative center worldwide ranked by French magazine We
Demain.

Chess

Armenia is the first country in the world that has introduced chess

deliver structural and content improvements as a mandatory class in the primary school.

in both general and higher educational

segments. Armenia officially joined the

Bologna process in 2005. Subsequently reforms in higher education have been successfully
undertaken.

Strong development trends shape the education sector of Armenia. There is a growing volume of
international contacts and escalated collaboration between the universities and private sector
(particularly in the IT sector). In the last years, new initiatives which have introduced modern
technologies and educational methods for enhancing labor productivity include educational centers
of Synopsis at leading Armenian higher educational institutions (HEIs), Armenian National Engineering

4
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Laboratories, Microsoft Innovation Centre, mLab (first Regional Mobile Application Laboratory for
Eastern Europe, South Caucasus, and Central Asia), Gyumri Technology Centre, IBM Innovative
Solutions and Technologies Centre.

New innovative schools and other leading educational initiatives have been launched reflecting
international best practice including: Ayb Learning Hub, Dilijan International School (part of the global
United World Colleges organization), introduction of the International Baccalaureate program at a few
schools, TUMO Centre for Creative Technologies, and the National Program of Educational Excellence
through its Araratian Baccalaureate platform.

Science

Armenia has been an extensive scientific
and research powerhouse in high-tech
industries since Soviet times. The National
Academy of Sciences of the Republic of
Armenia (RA) is a network of 34 research
institutes — 5 scientific divisions including
Mathematical and Technical Sciences,
Physics and Astrophysics, Natural Sciences
and Chemistry and Earth Sciences. There
are several state and private HEls, which
deliver engineering courses (including in
English).

Armenia has vast expertise in large-scale
industrial production, engineering,
electronics, machine building, chemicals,
textiles, etc. In 2016 Armenia ranked 57" in
the world by the number of resident patent
applications per million population filed
through Patent Cooperation Treaty (Global
Competitiveness Report 2016-2017).
Recent significant scientific initiatives
include CANDLE (state-of-art international
research center in the region based on 3.5
generation synchrotron light source), and
the Regional Centre of Excellence in
Oncology.

d. Political system

] Ll
Itk ™

Known as Silicon Valley of Soviet Union Armeniakesys had its
footprint in global technological landscape.

The National Academy of Scieneasvast network of 35 research
institutesincluding Mathematical and Technical Sciences, Physic:
and Astrophysics, Natural Sciences and Chemistry and Earth
Sciemes.

IT and high tech sector has been key priority for the Government
which has supported and initiated various projects aimed to facilii
country’s technological devel

Initiatives
A Since 2009 Global Award of the President of the Republic of Arr
for Outstanding Contribution to Humanity through IT (Globa
Award)—LaureatesCraig R. Barrett (INTEL), Steve Wozniak (Ap
Tsugio Makimoto (Hitachi Company) etc.
ATechnoparks wittmodern research facilities in Yerevan and 2 la
cities.
ASpecial Free Economic Zone for hosting R&D and high
businesses in the Center of Yerevan.
A State of art educational and research facilities at leading univers
in cooperation with leading thnology companies:
- Armenian National Engineering Laboratories (Natio
Instruments, USA)
- Microsoft Innovation Center (USA)
- IBM Innovative Solutions and Technologies Center (IBM,
- Regional Mobile Application Laboratories ECA (Nc
Finland)
- Departmentof Microelectronics (Synopsis, USA)
AMega projects (CANDLEegional Centre of Excellence in Oncolc
in applied science and innovation underway with potential
regional exposure.

A constitutional referendum was held in Armenia in December, 2015. The proposed amendments will
radically change the country’s political system, shifting from a semi-presidential to a parliamentary
republic. The prime minister will have extended executive powers, including as the supreme
commander of the armed forces, whereas direct presidential elections will be abandoned, making the
president a ceremonial figure. However, amendments concerning the political system will come into
force only after the end of Serge Sargsyan’s second presidential term in 2018.
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Recently, the ruling Republican Party of Armenia — headed by Serge Sargsyan — and Armenian
Revolutionary Federation Dashnaktsutyun Party has made a coalition. Prosperous Armenia (that
withdrew from coalition after the last elections and positioned as more oppositional force) currently
holds the second largest faction in the parliament.

e. Geopolitical environment

The geopolitical situation around Armenia
is greatly influenced by the interplay of
different interests of large global
geopolitical players. Russia, United States,
as well as European Union are very active
in the region to maintain and increase
their influence. Georgia is strongly pro--
western, Azerbaijan is trying to play
between the West and Russia. Armenia in
recent years is increasing its ties with
Russia, especially in military and energy
supply areas, while also maintaining good
relations both with the US and EU.

In January 2015, Armenia officially joined
the Eurasian Economic Union (EEU)
formed by Russia, Kazakhstan and
Belarus. Kirgizstan is the 5" member
which joined the EEU after Armenia. For
Armenia, this entails free flows of
commodities, services, labor and capital
within the area of the EEU. Joining the
EEU is expected to bring considerable
changes to Armenia’s economic structure,

Since its independenc&tmeniahas maintained a policy of
complenentarism developing friendly relations both with the West
and Russia and Iran.

Armenia is a member of the major international organizations: |
World Bank, WTO, OSCE, Council of Europe, UN, MIGA, ILO
WIPO, INTERPOL, EBRD, ADB, IAEA, WTO, Wmtdms
Organization, ITU etc.

Armenia has been elected to and had a contribution to the work
UN's most important bodies such as the UN Economic and ¢
Council, Commission on Crime Prevention and Criminal Justice, t
Rights Council, Commission the Status of Women, Committee |
Program and Coordination, Commission for Social Developr
Commission on Population and Development, Commissior
International Trade Law, Statistical Commission and others.
Currently about 10 Armenians have higimk positions in different Ul
agencies.

Regional cooperation

Armenia traditionally has good relations with Iran and Georgia; and
the relations and economic cooperation with these countries are
developing.

Armenia has visa free regime with both countries and free trade
agreement with Georgia. There are big and influential Diaspora
communities in both countries (including parliament members).
Armenia plays important role in regional cooperation especially in
transport infrastructure and energy. The construction of North South
highway and high voltage transmission lines to Georgia and Iran will
enable Armenia bridge Iran with Georgia and Russia.

trade flows and its overall geopolitical Armenia is large electricity producer and exporter in the region.

situation.

Few years ago, the United States built in
Armenia the biggest US embassy in the region investing some $95m. Armenia was one of the largest
recipients of US assistance on per capita basis. Armenia has good relations with Iran and Georgia, and
economic cooperation with these countries are developing. With the other two neighbors — Turkey
and Azerbaijan, relations are tough. The modern Turkey denies the Genocide of about 1.5 million
Armenians committed by Ottoman Turkey in 1915-1923. Currently there are still no diplomatic
relations with Turkey and the border is closed. In the same time, there is substantial volume of trade
through Georgia.

There are no diplomatic and trade relations with Azerbaijan too. The so-called Minsk Group of OSCE,
represented by the US, Russia and French diplomats is mediating the negotiations between the two
countries towards resolving the conflict between Armenia and Azerbaijan around Nagorno Karabagh,
the historical province of Artsakh of Armenia.
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f. Visitor information

Airport

Zvartnots International airport is located at ~15 kilometers from the capital city Yerevan connecting
Armenia with the major destinations, including Moscow (7 flights per day), UAE (6 flights per week),
Vienna, Thilisi, Kiev, Tehran, Paris, Istanbul, Athens, etc.

The airport has been extensively modernized in the 2000s. With the completion of the new terminals
"Zvartnots" International Airport can now serve 3.5 million passengers annually. Major airlines have
direct flights to Yerevan, such as Austrian airlines, FlyDubai, Lot Polish airlines, Aeroflot-Russian
airlines. Qatar airlines is a new player in the market. From March 2017 onwards, Brussels Airlines will
operate flights to Armenia.

On 30 January 2013, Zvartnots airport was named best airport in the CIS during the Emerging Markets
Airports Award ceremonies held in Dubai, UAE.

Taxis are available at the airport 7/24. A typical taxi ride from the airport to the center of Yerevan costs
AMD 3,000-4,000 (around USD 6-9).

Shirak International Airport is located in Gyumri and is foreseen to become hub for low-cost flights.
Starting December 2016 Russian low-cost airline Pobeda (a division of Aeroflot) operates flights from
Vnukovo airport in Moscow to Gyumri.

Visa

Armenia has three residence categories for foreigners: temporary, permanent and special. To enter
Armenia, the citizens of foreign countries must have valid passport, entry visa or a document of
residency status. Armenia has visa free-regime with CIS and in 2013 it eliminated visa requirements
for the 27 EU member states and 4 other European states, fulfilling the requirements of the Schengen
Agreement. Foreign visitors on visa-free regime can stay in Armenia for up to 180 days in one year
(unless defined otherwise by international treaty).

7/24 visa and registration service is available at Zvartnots International Airport upon arrival. The
applications are filled on the spot and the visa is issued immediately. Single entry visa for up to 21 days
costs AMD 3,000 ($~6), single entry visa for up to 120 days costs AMD 15,000 (~$31).

Telecommunications

There are three mobile telecommunications carriers in Armenia: VivaCell-MTS, Beeline and Ucom. All
three have a wide network of service centers throughout the capital city Yerevan and other cities. Cell
phone and internet service usage options (prepaid, “pay as you go” cards) can be procured at any of
the locations of the mobile operators. Reliable internet service via 3G and 4G systems is available
throughout the country in the forms of DSL, fiber optic and other technologies.

Transportation

Public transport network is widely available in Yerevan - buses, mini-buses and trolley buses. The
Yerevan metro is a convenient way of commuting, with 10 stations and covering the majority of
districts in the city. Taxis are extensively available 24/7.

Lodging

A few dozen of three, four and five star hotels and bread and breakfast venues operate in Yerevan.
Booking can be done in advance directly or through major international on-line booking resources.
Apartments are also available for rent on daily and monthly basis. An average monthly rate for a one-
bedroom apartment in the center of Yerevan ranges $300-51,000. If rented on daily basis the rate may
be 10-20% higher.

Hotels of global renowned chains include those of Marriott, Hyatt Place, Best Western Congress,
Radisson Blue, Double Tree by Hilton, Golden Tulip, IBIS etc. Booking can be done in advance directly
or through major international on-line booking platforms.



2. ECONOMY

Armenia Investment Map

a. Macroeconomic environment and trends

Economic growth

GDP Growth (Annual %)

15

ol 7\

0’*1—17

20062007200\ 09201020112012201320142015
) \ I
Y

e==mArmenia —— Bulgaria Georgia

-15

1 Asaresult of the global economic crisis the decline
in GDP in 2009 totaled to 14.2%, one of the
deepest declines in the region.

9 Since 2010 the economy is slowly recovering
although the growth slowed down in last several
years.

GDP by Sectors of Economy, 2015

Retail and
wholesale trade,
repair of vehicles

Construction
Manufacturing 9%
9%

11%
Financial
intermediation,
insurance
Agricult 11%
fishin Electricity, gas
17% and water
5%
Mining and
quarrying
koo,
27% 9%

GDP per capita, PPP (current international S,
2014) and CAGR (constant 2005 $, 2005-2015)

¢ 6.4%
o0}
n
(o)}
~N
—
® 4.1%
® 3.1% o)
[e)}
()] (e}
3 o
o0
Bulgaria Armenia Georgia

GDP per capita, PPP (current international $, 2015)
# CAGR, GDP per capita (constant 2010 USS, 2005-2015)

Armenia has an average performance within CIS
and CEE countries on GDP per capita (PPP)

Based on its 2015 per capita GDP Armenia is
classified in the group of lower-middle income
countries by the World Bank.

Recent trends:

9 Changing economic structure after the economic

crisis

Continuous shift towards services

Increasing diversification of economy with

decreasing share of construction in GDP (9% in

2015 compared with 27% in 2008)

 Growing sectors: agriculture, tourism, ITC,
telecommunications, culture and
entertainment, mining

9 Export-oriented sectors of the economy are
increasing

1
1



Inflation / currency / country debt

Inflation, in %

13
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5
3
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e Armenia

Bulgaria Georgia

91 Price stability is the main target of the Central
Bank of Armenia, which consistently implements
strict monetary policy

9 Inflation generally fluctuates in low zone.

Public Finance, in billion AMD

N -0.38
-1.50-1.50 0.70 -1.50

-2.80

-2.03

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

Revenues I Expenditures === Deficit/surplus as % of GDP

I  Moderately low state budget deficit, being less
than 2% of GDP in the period of 2006-2008.

I Increasing public spending on education,
infrastructure enhancement and health care, but
still moderate in absolute numbers.

I Increasing efforts to achieve better transparency
of public procurement.
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Net International Reserves in million USD and
Exchange Rate
579 533

363 374 373

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015

I Net international reserves (end of period, min USD)

== Official exchange rate (AMD per USS), yearly average

9 After oil prices slump in 2014, when national
currencies of most of the CIS countries
depreciated, Armenia could maintain less severe
depreciation.

9 State international reserves are increasing after
sharp reduction as a result of state interventions
to neutralize external shocks in 2014.

External Public Debt, in million USD

4,455

4,050
4 3,931
3,710 3,887

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015

= External public debt (central government, CB)
e=4== External public debt (% of GDP)

Despite the significant increase the absolute
volume and the share of external debt in GDP is
still in manageable range.

The majority of new loans went to new large-scale
infrastructure projects: roads, energy, as well as to
agriculture, tourism infrastructure, export
promotion, education etc.

The significant share of the debt is lending of multi-
and bilateral donors with privileged conditions.



Foreign trade & investments

Foreign Trade and Current Account, in million

usD
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2006 2007 2008 2009 2010 2011 2012 2013 2014 2015
m Exports of goods and services (BoP, current million USS)
O Imports of goods and services (BoP, current million USS)
A Current Account Balance, % of GDP

9 Despite to economic difficulties in major trade
partner Russia Armenia’s export of goods
contracted only by 4 % while imports shrink by
26.5% in value terms.

Mining products, textile and shoes, tobacco, fresh
fruits and vegetables, IT and tourism services were
most dynamically growing segments.

I The goods exports has become more diversified
geographically and by product structure.

I The balance of trade and current account is
negative, however it has significantly improved
comprising 7.9% in GDP

9 Non-traditional export is also on rise partly driven
by export-led industrial policy introduced in 2012.

Armenia Investment Map

FDI Net Inflow, in million USD

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015

Up to 2008 FDI inflows to Armenia were consistently
growing. Increasing volumes of FDI, which peaked in
2008, were driven by large privatization deals in
mining, investment in telecom and airport
infrastructure.

After sharp decline driven by the crisis, the FDI net
inflows have recorded volatile performance.

Currently the main investment targets in Armenia are:
Telecommunications

Mining

Agriculture and food processing

IT and R&D

Tourism

Airport infrastructure

Energy generation and distribution

In 2015, Switzerland, Luxemburg and Russia
accounted for the biggest direct investments into the
real sector of Armenian economy.

E R ]
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Export, 2015 Import, 2015

Iran

5.6% UAE
Iraq 5.3%china
BiE Russian 4.8%
Russian Federation Germany
Federatio Canada L 4.6%
n 7.5% Switzerland
15.2% 3.8%
Georgia Ukraine
Other Z.8% I?:;I7%
countries USA 3 7‘;
. (]
8.3ther cis Bulgasriz% Othte'r USA
2.8% 5.3% countries 55
Other EU ;':2 ° 18.2% :'rs;ﬁ o
. (]
14.5% o Other EU  Other CIS

16.9% 0.6%

Note: The numbers may not sum up to 100 due to rounding.

I Armenia’s export is quite concentrated in several
product groups: base metals (copper,
molybdenum, gold) and cut diamonds, food and
beverages (canned and fresh food, brandy),
tobacco.

 Main import commodities are natural gas,
petroleum, tobacco products, foodstuffs,
diamonds, chemical products, machinery and
equipment.

9 The share of equipment, machinery and
technologies has slightly declined while the share
of mineral fuels (natural gas, petroleum), food and
precious stones is increasing.

T The recently developed export-led industrial
policy of Armenia is directed to the increase of
competitiveness of targeted sectors and decline of
export concentration.

 In 2010-2015, exports of goods have grown at
about 10% CAGR reaching ~$1.5 billion in 2014.

11
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b. Business environment

i. Trade regime

Armenia became a member of the World Trade Organization (WTO) in 2003. A free trade regime
is in force with CIS countries and Georgia. Armenia has enjoyed Generalized System of Preferences
(GSP) beneficiary status with Canada, Japan, Norway, Switzerland, and the United States. Being
included in the EU Neighborhood Policy, Armenia has been provided with a favorable trade regime
GSP+ for Armenian exporters to EU during 2009-2013. This allowed exporting 6,400 products of
Armenian origin to EU market with zero or reduced tariffs.

In 2013, EU announced about revised system of GSP+ starting from January 2014 with more
tightened regime. Due to providing a complete package of documents proving compliance with
the required standards of new regime, Armenia was included among 10 countries allowed to use
the new GSP+ regime.

In 2011 Armenia, along with Belarus, Kazakhstan, Kyrgyzstan, Moldova, Russia, Tajikistan and
Ukraine, signed the agreement on establishment of “Free trade zone between CIS countries”. The
implementation of the agreement assures simplification of the economic activities and decline of
custom fees up to 95% between the member countries. In December 2015, Russian president
signed a decree on suspension the free trade zone agreement actions regarding Ukraine.

Upon joining the Customs Union of the Eurasian Economic Community in 2015, Armenia has
established common trade borders with the Union members allowing free trade and flow of
resources in the Customs Union area.

This effectively opens up Armenia to new market opportunities with the following key parameters:

Population, min Consumption, billion USD GDP, billion USD Import, billion USD

2015 2015 2015 2015
Armenia 3,0 114 10.5 4.4
Russia 144,1 973.1 1,331.2 282.3
Belarus 9,5 359 54.6 32,6
Kazakhstan 17,5 131* 184.4 45,5
Kyrgyz Rep. 6,0 6.9 6.6 4.7

*Consumption data for Kazakhstan is for 2014.

Main taxes and paying taxes rate according to WB’s Doing Business, 2017:

Main taxes rate, 2015 Armenia Russia Belarus Kazakhstan Kyrgyz Rep.
Corporate Income Tax 20% 20% 18% 20% 10%
Personal Income Tax 24.4-36% 13% 34% 10% 10%
Value Added Tax 20% 18% 20% 12% 12%
Total tax rate3 18.5 47.5 54.8 29.2 29.0
Paying taxes rank 88 45 929 60 148

3 The total tax rate measures the amount of taxes borne by the business in the second year of operation, expressed
as a share of commercial profit. The total amount of taxes borne is the sum of all the different taxes payable after
accounting for allowable deductions and exemptions. The taxes withheld (such as personal income tax) or collected
by the company and remitted to the tax authorities (such as value added tax, sales tax or goods and service tax) but
not borne by the company are excluded.

12
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ii. Fiscal / tax regime DOI

The businesses can operate under general tax scheme (paying VAT and profit tax) and sales tax
regime (foreseen for SMEs with annual turnover less than AMD 115m (~235 thousand USD)). Sales
tax substitutes VAT and profit tax. Sales tax rate depends on the type of business activity.

Business activity type Sales tax rate
Commercial 3.5%
Production 3.5%
Renting 10%
Notary 20%

Permission fees and fixed (presumptive) taxes are applied to specific types of business activities
(for example, small retail outlets, restaurant and hotel, car service center, transportation,
gambling business, taxi and other services) regardless under which tax regime the business
operates. These taxes substitute VAT and profit or income tax for the mentioned activities.

Due to recent improvements in tax payment and reporting, including electronic reporting system,
Armenia recorded significant improvement in paying taxes indicator in WB’s Doing Business
reports - rank increase by 44, 9 and 32 places in 2013, 2014 and 2015 reports, respectively.

Government-approved investment projects can get a 3-year VAT payment deadline shift for
imported goods with value exceeding AMD 300m under investment project.

Other taxes:
Property tax; excise tax (oil, spirits, wine, beer, tobacco products etc.); land tax.

iii. Investment regime

The government of Armenia is highly promoting foreign investments and carrying out “open door”
policy, including:
9 Equal treatment for both foreign and domestic investors
9 100% foreign ownership is permitted
' No limitations on size and type of foreign ownership (except for the rights to own land by
foreign citizens)
1 Special investment incentives for foreign investors (customs duty exemptions for capital
goods imported as contribution to share capital)
Alternative dispute resolution mechanisms for foreign investors (ICSID)
Guarantees for legislative changes (five-year “grandfather-clause”)
No restrictions for capital and revenue transfer and repatriation
Liberal regime on employment of foreign workforce

= =4 4

The RA Law on Free Economic Zones (FEZ) in Armenia provides tax relief in various key fields for
the entities operating in the FEZ:

Income tax,
Property tax,
Profit tax,
Custom duties,

1
il
il
)l
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VAT for services delivered to the organizer and operator and products in the territory of
the FEZ.

Services to the businesses at the FEZ are delivered on ‘one stop shop’ basis. Currently, two FEZs
are in operation in Armenia, both in Yerevan. ALLIANCE FEZ was established in 2013 and operates
in two locations — “RAO Mars” and “The Yerevan Computer R&D Institute”. It is specialized in
production and export of innovative technologies in the areas of electronics, precision
engineering, pharmaceuticals and biotechnology, information technologies, alternative energy,
industrial design and telecommunication. MERIDIAN is the second FEZ founded in 2014, which is
specialized in jewelry and diamond-cutting sectors.

The Armenian Government has signed investment protection and promotion treaties with 39
countries, including USA, Germany, Russia, and France, which provide additional guarantees for
foreign investment. Additionally, to avoid the double taxation of incomes and property, Armenia
has signed bilateral treaties over 30 countries. According to WB’s Doing Business report 2013,
Armenia recorded the largest improvement in investor protection (+73) resulted by introduction
of requirement for shareholder approval of related-party transactions, requirement for greater
disclosure of such transactions in the annual report and making it easier to sue directors when
such transactions are prejudicial. Armenia’s rank by investor protection is 53th among 190
economies in Doing Business 2017.

iv. Monetary regime

The Central Bank of Armenia is responsible for the monetary policy in Armenia and is relatively
free in policy decisions. The main policy target of CBA is the price stability in Armenia. The CBA is
conducting freely floating foreign exchange rate policy.

V. Monopolies and market regulation

The competitive environment varies across the industries. Beyond the natural monopolies
regulated by the Public Services Regulatory Commission (PSRC), there are sectors where a few
large players have dominant position in the market the market, including import of petrol, sugar
and wheat, production of salt, tobacco and cement. However, the majority of the economic
sectors, especially service and export sectors are enjoying competitive environments. Solid
legislative (Law on Protection of Economic Competition adopted in 2000) and institutional
framework (State Commission on Protection of Economic Competition) is in place. Since 2011
considerable legislative reforms were implemented substantially increasing the power of the
Commission of the Protection of Economic Competition of RA. As a result, the number of decisions
imposing sanctions increased by 100% and the amount of penalties by 5 times. These fundamental
changes are supposed to improve the effectiveness of anti-monopoly policy in RA.

Despite the recorded improvements there are still issues voiced by businesses such as unequal
treatment of market players by tax and customs administration, etc.

vi. Business stimulation / subsidies

According to the Armenian legislation, the tax privileges are provided only by the law. There are
very few tax incentives and subsidies (e.g. the exception from import duty of the imported goods
intended for the increase of the statutory capital, subsidized pricing for gas). Currently, the
Armenian Government’s support to private sector is provided under SME development and
innovation promotion schemes. While the scheme is endowed with limited resources, it has been
enhanced by the recent commitment of the Government to provide full-scale support to the
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development of the selected industrial sectors, supporting the export growth and diversifications.
The approval of the Export-led Industrial Strategy adopted in 2011 is based on tight private-public
partnership and interventions for setting the main reform agenda and addressing major
challenging issues in targeted sectors.

Within the framework of the strategy 11 priority sectors were identified grouped into 6 main
clusters with the export growth potential: food, health, tourism, jewelry and diamonds, and high
tech and resource-based industries. With the strategy implementation it is anticipated that
Armenia’s export profile will gradually shift from resource-based industries towards skill-based
and then knowledge-based sectors.

vii. Physical infrastructure

The physical infrastructure in Armenia, especially roads (with major international and Diaspora-
funded programs), electricity supply, telecommunications and air transportation, have improved
significantly in the past 10 years.

According to the recent ITU (International Telecommunication Union) report Armenia’s
Information and communication technologies (ICT) sector was classified among the most dynamic
ones. Mobile telecom is booming after the monopoly on mobile phone services has been removed
in 2005. According to ITU (International Telecommunication Union), the number of mobile
subscriptions has nearly tripled during the last 8 years from 1.2 million in 2006 up to 3.5 million in
2015.

The internet is rapidly becoming available throughout the whole country and the indicator of
internet penetration improves. Armenia’s internet penetration rate (percentage of individuals
using internet) is 58.3% as of 2015. Since the end of 2009 all mobile operators provide internet
services in Armenia, significantly expanding the market. The increased competition in the internet
service market triggered sharp decline in retail as well as wholesale prices.

Ucom and Rostelecom are the leading internet providers with triple play services operating in
Yerevan and major cities and consistently expanding coverage throughout Armenia.

The recent development in telecom market was acquisition of 100% shares of French telecom
subsidiary Orange Armenia with 630,000-customer base by Ucom in August 2015. Now Ucom
plans to introduce a new 4G network (VivaCell-MTS has introduced the 4G network in 2011).

Significant improvements were recorded in the air transportation sector driven mostly by the
reconstruction and renovation of Zvartnots International Airport. About $160m was invested in
the construction of new terminals and the modernization of the airport, doubling its capacity to
serve 3.5 million passengers annually, up from the previous 1.6 million. In 2013 a decade of
monopoly in air transport market was ended and the government announced about adoption of
open sky policy. Currently, processes and negotiations are in place with different airlines including
low cost air carriers.

General purpose highways in Armenia amount to 7,704 km. Recently, the largest investments in
road infrastructure development is the construction of the North-South Road Corridor. The total
investment of the project will be about $1 billion, $500m of which will be financed by the Asian
Development Bank and other international institutions. The 556 km long road will connect the
south of the country to the north and further to Georgia's east-west highway that leads to Poti
port of Black Sea. It will enable safe and fast transportation of goods between the Persian Gulf
countries and Europe.

There are 725 km general purpose railways in Armenia. Railroad infrastructure inherited from the
Soviet system is obsolete but a 30-year concession agreement with the South Caucasus Railways
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(SCR) for management of the Armenian Railways is expected to lead to the system upgrade.
Another large-scale infrastructure development project - Iran-Armenia railroad has long been
discussed and halted until now. Negotiations on the project renewed in February 2014. The
development of the 300 km railway is estimated to require $3.2 bln investments. The preliminary
timeline of the project is 2016-2022.

viii. Administrative infrastructure

The Armenian Government has successfully reformed the regulatory framework for the business.
The simplified procedures for state registration and licensing have significantly reduced the time
and efforts spent by companies. The government established one-stop-shop for company
registration and introduced online-registration system. For standard cases, the state registration
can be done within a day and license receipt - within 3 days. The number of activities requiring
licensing has been radically reduced to a limited number of economic activities, such as
telecommunication, transportation and construction services, food processing, health care
services and pharmaceuticals, banking and insurance, energy generation and utilities.

Since 2010 the administrative infrastructure of Armenia has been supplemented with modern e-
government system. The components of e-signatures, electronic tax reports, electronic
registration for licensing and other electronic transactions have minimized bureaucracy for the
business and the residents.

The government has initiated a regulatory guillotine system in Armenia, which may reduce the
number of regulations through optimization of legal acts. Risk based control system in tax and
customs administration is another government initiative that may significantly improve the
situation and reduce the administrative burden on taxpayers.
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3. KEY INVESTMENT AND VALUE
CREATION THEMES BY SECTOR, 2015

a. Agriculture*
Industry Snapshot

Sector size®

Gross value added® ~$1,827 million
Percent to GDP 17.3%
Number of employees 394,800/31.4% of workforce (2014)
Number of large players around 15
Exports $82 million
Key trends — Growth rates’ (2011-2015)
Sector 9.0%
Export 18.9%
Import -0.5%

Major players and selected recent major transactions
Fruits, berries, vegetables, cut flowers Domestic animals
Greenhouse — Mavas Group, Progress Agro, Animal farm
Spayka, Bio Group, Ecotomato, Armyanskiy Agroholding, Multi Agro, Arzni Holding, ECO Farm
Urazhay) Poultry and Egg
X-Group (Yerevan and Arax Poultry Factories (brand “Ecofood”)), Elit
Prod (brand “Nature Product”), Arzni Poultry Factory, Lusakert Poultry
Factory, Ashtarak Dzu, Spitak Poultry Farm
Fish
Sevani Ishkhan, Bakss, Angeghakot

Agriculture is one of the dynamically growing sectors of the Armenian economy with a significant contribution to GDP.
Despite crisis-emerged fluctuations, the sector has demonstrated growing trend in post-crisis period.

Agriculture sector is notably fragmented with a large number of micro and small farms and enterprises. A number of
relatively large players operate in the market.

One of the largest companies in the sector - “Tierras de Armenia” (owned by Eduardo Ernekian’s - an Argentinean-
Armenian entrepreneur who manages Armenia’s Zvartnots International Airport) has invested about $40m in agriculture
and currently exploits 2,300 ha area in Armavir marz - 500 ha of these are vineyards. The harvested grape is targeted for
production of high quality wine by the newly established wine factory of the company.

Another large-scale investment has been accomplished by Spayka Group, which has established the only specialized
modern refrigeration complex and transportation facility in the region. The estimated investment has been about $45m.
Spayka Group has largely contributed to expansion of fresh fruit segment exports.

In 2015 Spayka Group also established an up-to-date energy-efficient greenhouse complex with an area of 40 ha in Ararat
region. The greenhouse is focused on the production and export of fresh radishes with capacities of 9000 tons annually.

4 Only selected sectors are presented in this document, for further more comprehensive overview of different sectors, please
contact EV Consulting.

5 Gross value added is for 2015, if not otherwise mentioned.

6 Including fishing

7 Hereinafter in the text, growth rates are Average Annual Growth Rates (AAGR) for the past 5 years, if not otherwise mentioned.
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In the sector, there are several poultry and egg producers and a number of fish and crayfish producers. The fish and egg
demand in Armenia is nearly totally covered by local producers. In the domestic market, the consumers have strong
preference towards the locally produced meat products.

Fish-breeding is one of high potential export-oriented sectors. Main export markets are Russia and CIS countries. Sevani
Ishkhan company is launching a fish-breeding and fish-processing business in Armenia with intention to invest AMD 3
billion in it. In September 2014, the Armenian government allocated 180 hectares on Lake Sevan's coastal areas in Lichk
and Karchakhpyur villages in Gegharkunik marz for this fish-breeding business. The plant is projected to ensure around
AMD 900 million in total annual revenues. The whole project is estimated to cost AMD 66 billion (about $162 million). The
company is going to export 75% of its output — fresh, smoked and canned fish products.

The segment of greenhouses has been dynamically developing in recent years. As of February of 2015, the total area of
greenhouses operating in Armenia exceeds the area of 760 ha, out of which about 75ha are large-scale greenhouses with
modern technology. Most greenhouses are located in Kotayk, Armavir and Ararat marzes. Main export markets are Russia,
Georgia. There are considerable opportunities for cut-flower exports to Russia however, currently, the exports are not
realized at full potential due to scale limitations.

Given the access to EEU market and recent developments in relations of Russia with Turkey and EU —its key suppliers of
agricultural products (over $1bn of fruits and vegetables), Armenia naturally appears in the top list of potential partners
for over $2.5bn fruits and vegetables market. In diary sector Russian market remains a top priority as the cheese import
alone reaches $300-400m market, which is currently closed for most traditional partners due to the sanctions. The rising
opportunity at GCC fruits and vegetables market estimated for ~$1bn is another direction for the sector expansion.
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b. Food Processing

Industry Snapshot
Sector size
Output ~$817 million
Percent to GDP 7.7%
Number of key players around 30-35
Exports ~$338 million
Key trends — Growth rates (2011-2015)
Sector 9.2%
Export 20.1%
Import 1.5%

Major players and selected recent major transactions

Alcohol production Production of dairy products, canned food and juices

Yerevan Brandy Company, Noy (Yerevan Ararat aghtarak Kat, Dustr Marianna, Ani, Arzni, BioKat, Euroterm,

Brandy-Wine-Vodka Factory), MAP, Vedi Alco, Artfood, Ararat Food Factory, SIS Natural, Tamara, MAP, Beer
Proshyan Brandy Factory, Armenia Wine, Golden fverevan

Grape Armas, Zorah Wines

The major player of the alcohol production sector - Yerevan Brandy Company (privatized to French Pernod-Ricard in
1999) has been producing famous Armenian cognac since 1887. Other producers, such as Noy also successfully
compete in export markets. 90% of the cognac production is exported (mostly to Russia). Armenia is the sixth largest
exporter of brandy in the world. New export markets targeted for the sector are China and other Asian markets.

The wine-making industry is more fragmented with many small wineries and vineyards competing in offering great
variety of wines. In recent years, large number of investments have been directed towards development of high
quality and competitive wine products. Since 2010, new entrants have revitalized the industry. Armenia Wine, Tierras
de Armenia, Golden Grape Armas Company have made sizeable investments in establishing technologically
advanced wine & brandy factories. A few other smaller size investments have targeted premium segment — in this
segment, Zorah Wine has been included in the Bloomberg top 10 list. Armenian wines have been participating to
international wine contests and have got awards.

The export of brandy and wine is quite diversified and comprises one of Armenia’s largest export categories totaling
to up to ~$90 million in 2015.

Canned food industry mainly includes canned vegetables (tomato, pickles, eggplant, etc.) and fruits (apricots,
peaches, whole nuts, apples, etc.) and juices. It is export-oriented industry. The industry has recorded around 12%
annual growth on average, in the last decade. Exports have also been on rise and currently account for the major part
of the sector growth.

The local industry is shaped by 4-5 major local producers and another 20-22 mid-size producers. Canned food is
especially popular with the Diasporan communities. A number of companies are involved in the production of frozen
fresh fruits and vegetables.

In 2011, two logistic centers were established by the Zvartnots International Airport and Spayka Freight Forwarding
Company for exporting fresh and processed fruits and vegetables. The canned product market has an untapped
potential in Armenia and the domestic demand is mainly met by local producers.

Dairy products are a competitive with the major focus on domestic market. While export of dairy products has
generally been limited, cheese and dry milk exports have been on rise since 2012.
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Investment Opportunities in Agriculture and Food Processing
Comparative advantages

Quality soil for high value fruit
production

Investments by the Government and
donor international organizations in
rural infrastructure

Availability of large-scale and low-cost
workforce

Favorable tax and customs regime

Investment Rationale

Acquisition of food processors and meat producers
Introducing new technologies in production

Challenges

Fragmented production with few large producers
Outdated production equipment and

technologies at some producers

simple

Around one-third of arable lands are not cultivated
and another one-third of agricultural lands are not
irrigated.

Lack of established effective supply chains
Scantiness of marketing budgets

Establishment of efficient productions achieving considerable economies of scale with attractive export

opportunities

Building distribution capacities in targeted markets.
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¢. Mining and Quarrying

Industry Snapshot
Sector size
Gross Value Added ~$245 million
Percent to GDP 2.1%
Number of employees 7,900 / 1.5% of workforce (2014)
Number of key players 8-9
Export ~$462 million

Key trends — Annual growth rates (2011-2015)
Sector real growth 17.8%
Export nominal growth 9.3%

Major players and selected recent major transactions
Zangezur Copper Molybdenum Company — mining, one of the biggest tax payers
Dundee Precious Metals (including Deno Gold Mining Company) — mining (gold)
GeoProMining Gold (including Ararat Gold Recovery Company and Agarak Copper Molybdenum Company) —
mining and smelting (gold, copper and molybdenum)
Armenian Copper Program (ACP) — smelting and mining (copper and gold)
Lydian International (subsidiary - Geoteam cjsc) - mining (gold)
Akhtala mining and processing enterprise (Metal Prince ) — mining (copper)
Pure Iron Factory — smelting (iron and molybdenum)
Armenian Titanium Production — smelting
Armenian Molybdenum Production — smelting

Armenia has metal deposits of gold, copper, molybdenum (the latter is estimated at 7% of the world reserves) and
some other rare metals. There are several large mines and enrichment factories, as well as a number of smaller
mines. Armenia’s mining industry is predominantly export-oriented.

The industry has been growing rapidly during the recent years, mainly driven by expanded capacities and high
export prices. Several large investment projects have been undertaken in recent years.

Sale of shares of Zangezur CMC (copper and molybdenum extraction) to German Cronimet in 2004 was the second
largest privatization deal after Armenian telecom privatization - the contract value was $132m.

ACP operates a smelting factory in Alaverdi with the entire production exported to Germany.

Deno Gold and GeoProMining are major gold miners in Armenia. Russian GeoProMining company, operating Sotk
gold mine, acquired Ararat Gold Recovery Plant and Agarak Copper Molybdenum Company in 2007. Within 2 years,
the company invested more than $160m in the gold mine (including company acquisition). In the coming years a
total of $200m investments are planned to increase gold mining volumes from current 25,000 to 150,000 ounces
per annum.

Lydian International is an emerging gold developer. Its 100% owned Amulsar Gold Project will be Armenia’s largest
gold mine, with total estimated mineral resources containing 5 million ounces and targeted production at 200,000
ounces annually. The Mining Right was approved for Amulsar in late 2014, allowing Lydian to proceed with
development. The investment size is about $400m.

With the global copper price recovery in 2012, several new mining projects have been initiated triggering increase
in industry output. One of such new projects is the exploitation of a big copper mine in Teghout being developed
by ACP with over $300m already invested. Other projects include Dastakert, Hrazdan, Armanis, with the potential
to double Armenia’s copper output.
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However, the prices started the downfall trend by the end of 2013. This facilitated the main miners increase the
output in physical volumes, i.e. in 2015, the mining export increased by 20% compared to 2014.

In Armenia, there are also stone mines rich with travertine, granite, Armenian tuff and other stones, demanded
both in Armenia and abroad. Several local (e.g. Multi Stone) and Diaspora investors have made considerable
investments in the field, introducing modern technologies.

IFI’s are actively investing in this sector. The recent high profile deal is investment by EBRD and IFC into Lydian
International, the owner of Amulsar mining quarry.

Investment Opportunities

Comparative advantages Challenges

- Rich metal deposits - Price fluctuations in global markets

- Favorable commodity prices globally - Increasing environmental concerns

- Availability of certain skilled workforce - Need for new generation of engineers and
- Strong R&D institutes geologists

- Favorable tax and customs regime

- Government prioritization and support

Investment Rationale

- Commercialization of new deposits

- Consolidation of individual mines into larger entities

- Introduction of advanced enrichment and metal extraction technologies
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d. Energy
Industry Snapshot

Sector size®

Gross value added ~$502 million

Percent to GDP 4.8%

Number of employees 24,100 / 2.1 % of workforce (2014)
Number of players around 40 (7 large players)

Key trends — Growth rate 2011-2015
Sector real growth 3.0%

Major players and selected recent major transactions

Nuclear PP Hrazdan Thermal PP Vorotan Hydro PP
Yerevan Thermal PP International Energetic Corp. Dzora Hydro PP
Lori 1 Wind PP ~173 small Hydro PPs Gazprom Armenia

Armenia’s energy sector with its high capacity for exports has strategic importance for the Armenian economy. The
production of energy is concentrated. The Nuclear PP and three thermal PPs account for around three-quarter of
the total production of about 7,500 GW in 2015.

Large energy generating capacities are under the management or ownership of Russian state-controlled companies
(Hrazdan Thermal PP, Hrazdan Hydro PP); Vorotan Hydro PP was sold to a US company in 2014. Tashir Group of
Companies recently acquired Electric Networks of Armenia JSC from INTER RAO UES, one of such Russian state-
controlled companies.

Gas imports from Russia and recently, from Iran is controlled by Gazprom-Armenia —a 100% subsidiary of Russian
Gazprom.

In 2010-2011, new energy blocks of the Yerevan Thermal PP and Gasprom Armenia were launched, with capacities
of 243 and 467 MW, respectively.

Renewable energy sector capacity is estimated at 4,400-4,900 GW annually. The Renewable Resources and Energy
Efficiency Fund (R2E2), an organization dedicated to promoting and facilitating renewable energy and energy
efficiency in Armenia has been operating since 2004. The Fund provides assistance to renewable energy and energy
efficiency project developers, investors, banks, condominiums, researchers, etc. The SREP (Scaling-up Renewable
Energy Program) project by the fund aims at scaling-up the industry of renewable energy by improving its
attractiveness. The projects 2 priorities: Solar PV industry and Geothermal Power Development.

Solar energy is another subsector with high growth potential. Introduction of feed-in tariffs (the recently adopted
law allows households to sell the excess electricity to the electric networks) coupled with availability of subsidized
financing in the sector is expected to make solar energy projects feasible in Armenia in the mid-term perspective.

In the hydro energy segment, there are nine medium size hydro PPs and a large number of small ones. The small
hydropower plants (SHPP) account for about 9% of total electricity production in 2015. There are 173 SHPPs
currently operating with total capacity of about 300 MW. Another 44 SHPPs are in process of development with
total capacity of ~88 MW (309m kWh) electricity production.

The Government is interested in hydropower energy development - several projects are under negotiations with
the Iranian government, construction of Meghri HPP on Arax River (140 MW) being one of them. Two other large
HPP projects are Lori-Berd on Debet River (60 Mwt) and Shnokh (75 MW).

8 The figures include electricity, gas and water supply
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In the energy sector of Armenia, new investment projects for the near future include a new nuclear PP to replace

the current old one by 2026 (worth USD 4-5 billion investment). The generated energy is planned to export to Iran
and Georgia as well.

Investment Opportunities

Comparative advantages

Fixed rates and purchase of produced
electricity from renewable sources for 15 years
Availability of solar, geothermal, hydro and
wind resources

Availability of local expertise for construction
and set up

Low-cost labor for operations

Availability of International technical assistance
Financing with favorable conditions for
investment projects

Investment Rationale

Challenges

Large electricity, gas and water companies
belong either to Russian/foreign companies or
are state owned and have political context
Certain Government bureaucracy for licensing
Obsolete technologies and equipment base in
electricity production and gas distribution; high
cost of modern quality equipment

Development of attractive renewable energy projects - construction of hydropower, solar and wind stations

Non-traditional energy research and commercialization

Several large hydropower projects are also available with capacity of up to 100 MW and requiring up to

$100m investments.
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e. Construction and Real Estate

Industry Snapshot
Sector size
Gross Value Added* ~$988 million
Percent to GDP 9.4%
Number of employees 68,500 / 5.2% of workforce (2014)
Number of key players around 5

Key trends — Growth rates (2011-2015)
Sector real growth -4.7%

Major players and selected recent major transactions

Elite Group Bishin
Renshin Griar
Hovnanian Int. Renco Armestate

The construction sector — one of the drivers of economic growth in Armenia before the recent global economic
crisis, has been experiencing turbulent developments since 2008. The decline of the sector reversed in 2012 going
back to contraction again.

Several large infrastructure development projects have been initiated which will considerably increase construction
activities in the sector. The major ongoing projects are Tatev Touristic Center, Jermuk City Development Program,
etc.

The largest project in the infrastructure sector is the construction of North-South Road Corridor, which is a 556km-
long highway connecting the south of the country to the north and further connected to Georgia's east-west
highway that leads to Poti port of Black Sea. The total investment of the project comprises about USD 1 billion, half
of which will be financed by the Asian Development Bank. Two small parts (~70km-long in total) have been put into
operation — Yerevan-Ashtarak and Yerevan-Artashat.

Opportunities

Attraction of tourists from Russia, Iran and Europe is expected to drive the growth of Armenian tourism in short-
term. Entertainment and healthcare (medical tourism) are the directions of particular interest for visitors. Slow but
stable growth of medical tourism is proved by CAGR of 10% in 2007-2013. At the same time, the culture,
entertainment and leisure activities increased critically both for absolute amount and related to GDP indicating
increasing opportunities of the sector.

Considering the centralization of the business centers and primary hotels in the center of Yerevan city, the next
move is expected to be decentralization to other part of the city and outside it to the touristic areas like Tsakhadzor,
Jermuk, and Dilijan. Therefore, in mid-term perspective the absorption capacities of the sector are estimated to
comprise up to $200m.

The regulatory issues of property rights registration as well as construction license granting processes have been
eased and improved in recent 2-3 years thus reducing the administrative burden for the developers.

*The sector statistics includes Construction and Real estate activities by NACE 2.

Investment Opportunities

Comparative advantages Challenges
- Long-term positive demand outlook - Crisis adverse consequences on short-term
dynamics
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Lucrative underdeveloped segments, such as -
economy-class new buildings for young families -
Prospective of new projects in industry and

sector — new production premises -
Potential new projects in tourism sector —
infrastructure development and construction of

new hotels and bed & breakfasts

Investment Rationale

Development of modern format retail/office real estates
Low-cost residential construction using new technologies
Infrastructure development

Development of touristic infrastructure

Armenia Investment Map

Low demand of new residential completions
High emigration rates negatively affecting
demand for housing

Weak regulatory framework for pre-sales deals
regarding new residential constructions
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f. IT and Engineering

Industry Snapshot

Sector size
Output
Percent to GDP
Number of employees

Number of players

~$425 million

~4%

8,630/0.8% of workforce
~450

Armenia Investment Map

Engineering
~$26.8 million
~0.3%

3,000/ 0.3% of workforce
~135

Exports $215 million $23 million
Key trends (2011-2015)

Growth Rates 31.3% (CAGR) 4.7%

Export Growth 24.3% (CAGR) -3.7%

Major players and recent major transactions

IT Engineering Training / innovation centers
VMW
Synopsis a.re National Instruments Microsoft
Armenia
o ) MIKA PROGRESSTECH
GFI/Monitis Mentor Graphics IBM
Y Tel icati
Armsoft Oracle erevan elecommunication Cisco

Research Institute

) LTX-Credence .
Instigate ARD Optics
Systems

Yerevan Computer Research And

D-Link PicsArt, Inc. .
Development Institute

VOLO BetConstracts

Information Technologies

IT & Telecom is the most labor productive sector of the Armenian economy. The Government has declared IT sector
as a priority and is supporting it through various support institutions, such as IT Development and Support Council
chaired by PM, Enterprise Incubator Foundation. The industry already attracted global brands such as Synopsis,
which located considerable part of their research & development functions in Armenia. Currently the industry is
comprised of close to 450 companies. Most of the foreign owned companies are involved in off-shore programming,
serving foreign HQs.

The consumption of IT services in Armenia is rising, though from a very low base. Several developments
implemented during recent years will support the innovation expansion of IT sector. Particularly in 2011 Microsoft
Innovation Center Armenia was established by the joint efforts of USAID, Microsoft Corporation and Enterprise
Incubator Foundation to support the small and medium IT companies and start-ups to build competencies in
technologies.

One of the recent developments is establishment of IBM Innovative Solutions and Technologies Center, which
implements activities towards enhancement of IT education and R&D in academic institutions through upgrading
curricula and modernizing laboratory equipment. Additionally, it acts as a business aggregator for small companies.
Armenia is the first country in the region, where IBM Watson system will be used in academic studies and for the
promotion of startup acceleration.

The Gyumri Technological Center project launched in the second largest city of Armenia. The center will house state-
of-the-art laboratories, educational center and business incubator. The second technopark was launched in
Vanadzor — the next largest city after Gyumri.

A major boost to the sector is expected to come from a $24m WB-funded project on e-society development and
innovation support project through PC-for-all program, which fosters the prosperity of digital culture.
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The digital ID cards project has been launched and is gradually spread among the population. The startup ecosystem
development is accelerating with increasing number of business ideas competitions, hackathones and grant
programs. International companies such as Oracle and IBM seek for opportunities to establish excellence centers in
Armenia. The first venture fund, Granatus Venture Fund |, was created in 2013 with the purpose to invest in IT
startups in the country. As of now, the fund’s portfolio includes 9 companies.

Successful tech (mainly IT, other high tech sectors are not yet mature enough to absorb risk capital) startups are
striving to attract international risk capital given the trans-border nature and scalability of their products.
Engineering talent of Armenia becomes the basis for launching startups that work on global and regional challenges
primarily in the sectors of software, consumer internet, digital media, cloud and mobile technologies.

Among successful startups are Picsart (attracted $35m capital including from Sequoia), Codefights ($10m
investments by Silicon Valley VCs and Granatus), Monitis (acquired by GFI Software in 2011), Integrien (acquired by
VMWare for ~$100m) and LiveLook (acquired by Oracle to become regional R&D center).

World Bank’s grant program has had a great role in start-up financing. During 2014-15 33 grants were allocated, 17
of which were provided to Yerevan start-ups, the others were from marzes.

Engineering
Engineering services and small-scale production is a dynamically growing sector with significant dynamism in recent
years. The government’s sector development strategy is targeted toward attraction of MNC production and R&D

units with the ambition to lead to development of Armenia as an R&D hub for MNCs. The presence of such
international corporations as National Instruments and Synopsys play a crucial role in creating a headway.

The development of applied physics in Armenia is another field supported by the government. The CANDLE project
(establishment of state-of-art international research center in the region based on third- synchrotron source of
light), acquisition of 18 MeV Cyclotron in the scope project for Armenian Center of Excellence in Oncology at Yerevan
Physics Institute are two major projects in the field.

Armenian National Engineering Laboratory (ANEL) has been established at the State Engineering University of
Armenia. Around 30 educational and research laboratories will help bringing the engineering education and research
closer to international standards. The program which is worth $6.2m is implemented in collaboration with the
Government of Armenia, USAID, leading global technology company National Instruments and the State Engineering
University of Armenia.

Investment Opportunities

Comparative advantages Issues
- Developing cluster, international companies - Education lagging behind the current
- Availability of high quality and creative workforce requirements

- Low transportation costs internet access infrastructure

- Government priority, IT incubator, international technical
assistance programs, accelerators, venture capital

Investment Rationale

High growth,innovative startup teams developing their own products, development of creative content, content
development for mobile, introduction of new IT services, offshore/outsourcing programming opportunities,
possibility to outsource back-end functions from developed markets, etc., setup of R&D centers, developing
engineering sector.
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g. Telecom
Industry Snapshot

Sector size
Output ~$355 million
Percent to GDP ~3.4%
Number of employees ~8,600 / 0.8 % of workforce
Number of users Mobile: ~3,5 million, Fixed line: 577,772
Number of players 4

Key trends
Growth Rates 1.6% (revenue CAGR 2011-2015)

Major players and recent major transactions
Armentel — Beeline
K-Telecom — VivaCell-MTS
Ucom (acquired Orange Armenia)
Rostelecom — GNC Alfa

Armenian telecom market is fully liberalized and competitive. One of the largest Russian mobile operators —
Vimpelcom, acquired 100% shares of Armentel (the only fixed line operator in Armenia) and deployed mobile
telecom service with the current subscriber based of about 700,000. VivaCell-MTS (mobile operator) started its
operations on 1 July 2005 (later acquired by Russian MTS) and in quite a short period of time managed to build a
strong customer base, currently comprising of about 2.4 million. France Telecom (under the Orange brand) became
Armenia’s third mobile operator, paying €51.5mlIn for a GSM and 3G license in 2008.

One of largest internet providers — Ucom, acquired 100% shares French telecom subsidiary Orange Armenia with
630,000 customer base in August 2015. Apart from this, Ucom provides internet services, landline and cable
television services.

Armenia became the 10th country in the world with a 4G/LTE network in 2011 introduced by VivaCell-MTS. 4G/LTE
network is currently available in Yerevan, Gyumri, Vanadzor, Dilijan, Tsakhkadzor, etc. Now, Ucom also plans to
introduce 4G network in Armenia.

At the beginning of 2012, Rostelecom, a leading Russian telecom company, entered into the Armenian market with
acquisition of the major wholesale optic provider GNC Alfa.

Ucom and Rostelecom are the leading internet providers with triple play services operating in Yerevan and major
cities and consistently expanding coverage throughout Armenia.
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h. Financial Services

Industry Snapshot
Sector size
Gross Value Added®
Percent to GDP
Assets (Banking)
Equity (Banking)
Assets to GDP (Banking)
Loans to GDP (Banking)
Number of employees (Sector)

Number of players

~$443 million

4.2%

$8,201 million (12.31.2014)

$1,128 million (12.31.2014)

68.5%

39.8%

18,400 /1.6% of workforce (2014)
Banks-21, Credit organizations — 33

Armenia Investment Map

Key trends — Growth rates (2011-2015)

Assets (Banking)
Equity (Banking)
Loans (Banking)

Major players in the finance sector

Leading banks

HSBC
AmeriaBank

ACBA—Credit Agricole

VTB Bank Armenia
InecoBank

17.6%
9.8%
18.2%
Leading UCOs Insuramie Pension funds’ Investmfent
companies asset managers companies
FINCA Ingo-Armenia Amundi-ACBA Capital Investments
Aregak RosGosStrakh C-quadrat Ampega  Armenbrok
SEF International Nairi Insurance Renesa

CARD AgroCredit Armenia Insurance

SIGNIFICANT
EVENTS

FINANCE AND
CREDIT

AThe EBRD invested $40m in the acquisition of ~20% equity stake in Ameriabank CJSC. This is
the largest single-ticket equity deal the EBRD has signed in the region to date.

Alnecobank acquired ProCredit Bank CJSC with financing from equity investments and $20m
loan from the IFC. The EBRD made $20.3m equity investment acquiring 22.7% of shares in the
merged group.

A After increase of the capital requirements of banks to 30bln AMD (about 62 min USD) four
merger deals take place during 2016. As a result the number of banks reduced from 21 to 17.

The assets of financial institutions in Armenia have been consistently climbing up in 2000s. As
of 2015, assets of the banking sector surpassed that in 2008 by nearly 3.5 times. Banking
assets/GDP ratio has increased from 19.7% in 2006 to 68.5% in 2015; and banking sector
loans/GDP ratio has increased from 9.2% to 39.8% in the same period. NPLs comprised 9.1% as
of the end of 2015, which is estimated for $400m demonstrating NPL growth of 6.7 times since
2010.

The financial sector of the Armenian economy is dominated by the banking segment, which
accounts for over 90% of total sector assets. Business loans make up the majority of banks’
lending portfolio. The banking system has a considerable degree of soundness due to relatively
good capitalization and conservative credit policy. Armenia is ranked 83rd among 140 countries
on soundness of the banking system ahead of many peers and developed countries (Global
Competitiveness Report 2015-2016, World Economic Forum). 33 credit organizations (including
leasing) operating in Armenia account for a tiny share in the country’s financial assets.
According to normative regulation change by CBA the minimum equity capital of commercial
banks should comprise at least AMD 30bn by January 1, 2017 compared to the current AMD
Sbn. This increase facilitated significant banking system consolidation.

° The sector statistics includes Finance and Insurance activities
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With the introduction of obligatory car insurance in early 2011, the market for insurance
services recorded 113% year-on-year growth by the end of 2014. In the near future, a series of
initiatives are planned by CBA to elaborate laws on mandatory medical and other types of
insurance.

Armenia shifts from pay-as-you-go to multi-pillar pension system. Presently the mandatory
component applies to civil servants only and will involve the private sector in 2017. Two
international pension fund managers operate in Armenia with assets under management for
around $60m in total.

The first corporate bonds denominated in AMD were issued in 2013 by the EBRD and IFC to
trigger capital markets development. However, it did not result in the anticipated increase in
the overall corporate bond trade activity.

In January 2016 NASDAQ OMX Armenia marked the successful launch of the first securitized
bond issuance in Armenia and announced the listing of these bonds at the stock exchange for
the secondary market trade.

Private equity financing remains long-term and comparatively harder-hitting goal. At the same
time the first venture fund (Granatus Ventures) of $6m started its activity in 2014 targeting
booming IT sector. Another small pilot fund, CapArm was established to distribute $2m among
small agriculture players. The position of Armenia per PE&VC Attractiveness Index ranking
improved from 95 in 2011 to 87 in 2015.

The EBRD is considering $5m investment in an Armenia focused private equity fund. The
potential project forms part of the Small and Medium Enterprise Finance and Advice Facility, a
joint initiative between EBRD and the European Union focused on private sector development
in Armenia. The Fund will need to achieve a minimum size of US$ 25 - 30 million, including
commitments from reputable external investors.

The professional services infrastructure is favored by presence of all Bigd (PwC, KPMG, EY,
Deloitte) critical for investment attraction to Armenia. At the same time the local accounting
and review companies as well as consulting entities have reached high-quality professional level
in service rendering.

Investment Opportunities

Comparative advantages Challenges
A High growth potential of the sector A Low diversification of available financing products
A Availability of high quality workforce A Underdeveloped capital markets
A High levels of transparency and A The private sector has low levels of transparency, reliable financial
accountability of the sector data, financial literacy, efficiency and management (particularly, in
A High level of soundness of the sector MSME segment)
A Supportive state policy A Over-leveraged bankable sectors (industry, energy, wholesale and
retail trade, tourism)
A Poor acceptance of recent pension reforms
A Lack of long-term money
Investment Rationale
A Local banks consolidation trend
A Activation of quasi—equity / mezzanine financing instruments for companies with high-debt burden
A Mid-cap private equity fund and/or small venture funds establishment
A Stimulation of pension funds’ investments to PE funds
A Facilitate public investments into PE/VC funds
A FinTech instruments introduction and expansion (e-banking, online payments etc.)
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i. Retail and Trade

Industry Snapshot
Sector size
Gross Value Added ~$1,145 million
Percent to GDP 10.8%
Number of employees 123,700 / 10.9 % of workforce (2014)
Number of key players around 30

Key trends — Growth rates 2011-2015
Sector real growth 1.0%
Major players and selected recent major transactions

Retail chains Yerevan City, SAS, Parma, Nor Zovq, Evrika, Krpak, Carrefour

Shopping Dalma Shopping Mall, Yerevan Shopping Mall, Rossia Mall, Tashir, Yerevan City
centers/malls

Electronics VEGA, AG Electronics, ZigZag, Aray (Technolife), Electronics Planet( i-electronics), VLV, VESTA,
Mobile Center

Automotive retail  All major car brands

The growing income levels and improving living standards in Armenia have paved the way for the accelerated growth
of the retail sector. The annual retail turnover per capita reached the level of $1,592 in 2015. Retail trade sector is
among the sectors with the highest employment level. The major portion of the retail is concentrated in Yerevan.

Food retail comprises the major share in total retail turnover, illustrating the structure of consumer spending.
Building materials, followed by clothing and furniture dominate in the retail of non-food products. Few big players
dominate the import of selected food items such as sugar, wheat, as well as petrol and gas distribution.

Despite the recent year negative trends, the retail is undergoing a major convergence with more advanced countries
through penetration of modern formats (supermarkets, hypermarkets, discounters, “high street” retail, e-
commerce). This leads to significant market structure shake up and consolidation and the trend will accelerate in
the coming years. Thus, the share of supermarkets in FMCG retail turnover is still only ~15% compared to 60-70% in
most of the European countries. The proportion of the open/close markets (bazaars) has significantly declined from
20% in 2008 down to 6.3% in 2015.

Recent market entry of Carrefour indicates certain interest by the international players. The market expects
entrance of new large players in short term perspective.

After the opening of the first shopping mall - Dalma Garden Mall in 2012, Yerevan mall was the second to enter this
segment in 2014. With the opening of these malls numerous international brands entered the market. Some other
new malls in plans and already opened are Metro Mall, Northern Avenue underground mall, Rio, etc.

Automotive retail in Armenia is growing. Many foreign car manufactures have representatives in Armenia. Local
commercial banks provide loans for car acquisition with soft conditions. With entering into Eurasian Customs Union,
the VAT payments for imported cars from ECU have been exempted for individuals.

Quality street retail also enjoys impressive expansion paces, especially triggered by the launch of Northern Avenue
and other shopping zones of the city. The retail market lacks the popular format of “do-it-yourself” (DIY) retail.

The power of multiple distributors is diminishing as more retailers approach directly the suppliers or larger
distributors within EEU. These new trends are expected to open up opportunities for consolidation in the sector as
well as untie capacities for online retail. There is immediate investment absorption capacity of ~10-20m in the sector
with potential pipeline of ~$100m in the mid-term perspective. The dynamics of rise of new retail formats open up
another deal pipeline of ~$50-70m in the mid-term perspective. As a result the sector may also face rise of M&A deals.

There is an emerging trend of regional expansion of more innovative formats, particularly entrance of e-commerce
players to Georgia (e-shops, online food delivery). This type of retail trade can absorb up to ~$20m in the mid-term
period.

*The sector statistics includes Wholesale and retail trade, repair of motor vehicles and motorcycles per NACE 2.
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Investment Opportunities

Comparative advantages Issues

Slow but steady increase of disposable income

- Customs bureaucracy
Increasing consumer awareness and sophistication

Small number of modern retail formats
Still low level of competition in many segments

Monopolistic or oligopolistic imports in several
segments

Investment Rationale

Creation of modern retail formats with application of modern retail management. Attracting international brands
and building chains. Developing niche players with innovative concepts.
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j. Textile

Industry Snapshot
Sector size
Output ~$20.5 million
Percent to GDP 0.2%
Number of employees 3,123 / 0.3% of workforce
Number of key players 8
Exports ~$82 million

Key trends — growth rates (2011-2015)

Sector 24.3%
Export 71.4%
Import 7.3%

Major players

Bratex branded textile manufacturing  Artsocks Lentex
Sarton VKS Armenia Tosp
Gloria Alex textile Melante

Textile sector has been demonstrating upward trend since 2005, except the decline in 2009-2010, which was primarily
due to a sharp decrease in the spinning industry. Apparel production - with the highest concentration of companies and
labor - accounts for the prevailing portion of the industry output. Around two-third of the production volume (in value
terms) are provided by 8 relatively large producers located mainly in Yerevan and Vanadzor. During last decade, up to
85% of exports of Armenia’s textile and knitwear sector has been accounted by outsourcing. This mainly includes coats,
raincoats, jackets and similar products exported to Italy and outwear exported to Germany.

The share of sales of local products in the domestic market is estimated to be around 10%, which implies a significant
room for expansion.

There are 2 main types of manufacturers in the textile and knitwear sector of Armenia: providers of sewing services to
foreign companies and manufacturers of own production.

Outsourcing

Productions are accommodated in the facilities of relatively large apparel factories inherited from the Soviet period.
Manufacturers deliver sewing services to foreign client companies by receiving input materials (threads, fabrics) from
their clients under the ‘temporary import’ customs regime and delivering the final output to the latter. Foreign companies
that put orders to Armenian companies are mainly famous European brands, particularly, from Italy (La Perla, SARTIS,
VERSACE etc.) and Germany (LEBEK International Fashion, KUBLER Bekliedungswerk).

Manufacturers of own production

Productions are accommodated both in the facilities of factories which date back to the Soviet period and production
units established during the post-independence period. In most cases, manufacturers import or buy input materials and
develop models for their products. The prevailing portion of the output is consumed in the domestic market. Some
manufacturers produce custom-made items for local/foreign clients. Mainly knitted wear items, as well as stockings and
textile products (partially) are produced.
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Investment Opportunities

Comparative advantages

Industry traditions dating back to both the old ages
and the Soviet period

Privileged customs regime for import of input
materials (lack of customs duty)

Relatively low electricity costs in Armenia vs. the
international ones

Geographic proximity to Europe (in particular, in
comparison with manufacturers in East Asia)

The lifestyle and working culture in Armenia are
close to European standards (in particular, in
comparison with manufacturers in East Asia)

Availability of professional education

Opportunities

Armenia Investment Map

Issues

Product samples sent to local companies from
oversees are treated as finished products and
subjected to customs clearance

Old equipment base in the productions of some
companies

Shadow production and consumption in the

domestic market

Experience in manufacturing premium quality and quality products (production of goods of leading Italian

brands: La Perla, Montclair, Armani, etc.)

Availability of unused production capacities, i.e., production facilities, machines and equipment (upgraded in
the 1980s primarily through installation of European and Japanese equipment) which allow to rapidly establish

/ expand production without major capital investments.

Record of prior successful involvement of foreign companies in the industry as a factor of attractiveness of the

industry for other foreign companies.

Due to Armenia’s entry into Eurasian Economic Commission, no customs duty applies to Armenian products in

the traditional export markets (namely, in Russia).

The Diaspora potential to attract orders and to support the export of output.
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k. Health Care

Industry Snapshot
Sector size
Gross Value Added *° ~$406 million
Percent to GDP 3.8%
Number of employees 50,900 / 4.5% of workforce (2014)
Number of key players 10

Key trends — Growth rates (2011-2015)
Sector real growth 1.5%

Major players and selected recent major transactions

Medical Centers Pharma producers
Erebuni Medical Center (multifunctional) Ligvor

Shengavit Medical Center (multifunctional) Pharmatech
Republican Medical Center (multifunctional) Arpimed

Nairi Medical Center (multifunctional) Medical Horizon
Izmirlian Medical Center (multifunctional) Esco-Pharm

Nork Marash Medical Center (cardiology hospital)

National Oncology Center (cancer research and
treatment center)

Health system in Armenia is undergoing state purported development and overall improvement. The structural
optimization of the system has resulted in mergers of various medical institutions and decreasing number of
hospital beds.

The health care system in Armenia is divided into three administrative layers: republican (tertiary care hospitals
and epidemiological service), regional (hospitals) and municipal/community (primary healthcare service providers).
The key players are privatized large hospitals. Heart surgery, therapy, dental and other medical directions are
developed. In recent years, certain hospitals (Nairi and Shengavit) have considerably upgraded their facilities.

The export of health services is increasing in Armenia. Local hospitals and individual physicians are gaining
increasing reputation, especially in the spheres of cardio, eye treatment and dental services.

Dental service rapidly expands in Armenia. The effective price/quality ratio attracts many Diaspora Armenians, as
well as patients from the region.

Nork Marash Cardiology Center headed by a well-known Diaspora cardio-surgeon has become a leading
international center for cardio surgery with many patients from CIS and Middle East countries. International
assistance (particularly with the Diaspora involvement) and exchanges significantly contribute to the upgrade of
skills and introduction of new treatment methods.

Armenia has a great potential for development of nuclear medicine and becoming a regional center for diagnosis
and treatment of oncological and cardiovascular diseases. One of major developments in this field is the
establishment of Regional Centre of Excellence in Oncology —providing state-of-the-art cancer treatment in the
region using PET-scanner and cyclotron technology. In addition, Izmirlian Health Center armed with the latest
medical technologies reopened in 2013.

In the area of medical higher education, Yerevan State Medical University has the largest number of international
students in Armenia.

19 Including social services
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Medical insurance still plays a marginal role in health care; however, the government has initiated a number of
initiatives in the field. In 2012, the government introduced social package covering health insurance for 120,000
state employees working in different state organizations and civil workers.

Pharmaceutical Sector

Pharmaceutical industry is one of the dynamically growing sectors of economy. Currently over 15 licensed local
drug producers operate in the country mainly specialized in production of generic drugs — around 450 types. The
sector is highly export-oriented: major export markets are Georgia and CIS countries (Uzbekistan, Russia,
Kazakhstan, etc.). In 2013, Armenia officially moved to obligatory GMP (good manufacturing practice) for drug
production to comply with international standards. GMP-certified production is expected to boost the exports of
Armenia’s pharmaceutical sector. This is also expected to gradually lead to consolidation in the sector leaving
strong and large-scale players that can afford investments in introducing GMP standards. As of now, 3 Armenian
producers have received GMP certification, the 4th one is in the process.

The sector is highly competitive with large number of market players: about 180 importing, 20 distribution
companies and 1,500 pharmacies operate in the sector. The two major distribution companies also operate the
two leading retail chains in the sector: Alfa-Pharm and Natali Pharm are the leaders.

The Government of Armenia has active participation in the sector development and promotion in international
markets. The pharmaceutical sector is one of the priority sectors targeted within the scope of Export-led industrial
strategy of the RA.

Investment Opportunities

Comparative advantages Issues
- Regional expansion opportunities in selected areas -  Low level of medical insurance of local population
- Availability of highly professional doctors in - |ow level of usage of medical services by the local
selected areas population on per capita basis
- Advanced medical education - Low level of per capita drug consumption

- Intense connections with leading clinics in the West
through Diaspora

- Crisis-resistant nature of the industry

- Government support

Investment Rationale

Commercialization of existing assets, international expansion.
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I. Tourism
Industry Snapshot

Sector size

International Tourism Receipts ~ $475 million (2013)

Percent to GDP ~4.4%
Number of players large number of small players
Number of visitors ~1,2 million

Key trends — Growth rates

Sector 5.9% (CAGR 2009-2013)
Number of visitors 12.0% (CAGR 2011-2015)

Major players and selected recent major transactions
Marriott Armenia Hotel Tufenkian Hospitality Hyatt Place Yerevan Multi Rest House
Marriott Tsaghkadzor Double Tree by Hilton Hyatt Place Jermuk Ani Plaza Hotel
Golden Tulip Hotel Radisson Blu Hotel Best Western Congress Hotel  Russia Hotel

Tourism is one of the most vibrant industries in Armenia driven by ethnic, culture and historic tourism segments.
The gradual improvement of hospitality sector in Armenia has resulted in stable growth dynamics of international
tourist arrivals to the country. The sector growth comprised 9.7% in 2013 (compared to 2012).

Besides Yerevan, the following locations are the key attractions in Armenia.

Tsakhkadzor Tsakhkadzor ski-resort is currently one of the most demanded places in Armenia and attracts a
high number of tourists and sportsmen from Russia and Europe. Due to implementation of $7m
investment project 4 ski chairlifts are currently installed and operated by Leitner (Italy).

Jermuk Jermuk is a leading health resort in Armenia famous with its natural mineral healthy waters and
sanatoriums. It is expected to become the second ski resort due to the recent Government
project on the installation of chairlifts.

Dilijan Dilijan is a popular natural and health resort. Major projects such as Dilijan International School
of Armenia and Dilijan Financial Center Development Project rapidly facilitate the development
of the city infrastructure and further increase its touristic potential.

Lake Sevan Lake Sevan is one of the most popular summer resorts for both domestic and international
visitors. It offers a number of different attractions such as water world, scooters, and
restaurants.

Due to several supporting activities undertaken by the Government, such as nationwide celebration of cultural
anniversaries, participation in high-class international expos, advertising, establishment of development and
information agencies, the country’s awareness as an emerging cultural tourism destination is increasing. Several state
initiatives, such as State Tourism Policy 2007-2030 has set quite bold long-term development targets, based upon the
observed development trends within the industry. The policy claims the level of about 3min international tourist
arrivals and 1.5mIn domestic tourists to be a realistic target to be reached by 2030.

The development of the industry is further facilitated by the growth of domestic tourism. In 2012 the introduction of
a social package, including recreational services, for over 120,000 civil and public employees, triggered the growth of
domestic tourism, almost doubling the number of domestic tourists.

Tatev Revival Project, implemented by National Competitiveness Foundation of Armenia, is one of the recent major
developments in the sector. The project includes, restoring Tatev monastery, reviving its monastic and scholarly
tradition, developing tourism attractions and infrastructure in the adjacent villages, and establishment of the world's
longest aerial tramway (granted official certificate from the Guinness Book of Records). Numerous donors, with the
leadership of the IdeA Foundation, have already funded over a quarter of this budget.
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In 2015, the USAID and the Smithsonian Institution have partnered for an innovative project to enhance cultural
tourism in Armenia. The project aims to contribute to the development of the tourism industry in Armenia, and
ensures that the benefits of that growth are widely distributed across the country by promoting tourism to regions
outside of Yerevan, thus enhancing the economic prospects of Armenia’s rural communities.

Major infrastructural improvements and developments include the modernization of Zvartnots International Airport
and the construction of a new terminal which currently serves 3.5 million passengers annually (up from 1.6 million).
International hotel brand Hyatt Place officially opened in Yerevan in 2014 and in Jermuk in 2015. Another international
brand — Hilton Worldwide opened Double Tree by Hilton in Yerevan in 2015.

In recent years a number of different ethnic and traditional festivals have been initiated such as “Areni Wine”, “Dolma
Festival”, “Barbecue Festivals”, “Sheep shearing festival” which aim to increase the interest toward cultural tourism.

Investment Opportunities

Comparative advantages Issues

- Growing tourist inflow, especially from Diaspora - Still high prices for air transport

- Availability of well trained workforce - Regional touristic and transportation infrastructure

- Sightseeing, ski resort, summer resort, excellent needs to be developed

weather in spring and autumn - Seasonality fluctuations

- Natural advantages, opportunities of developing
adventure, nature, ecology tourism

- New international airport
Investment Rationale

Creation of modern resorts and affordable hotels in countryside, business hotels and conference facilities in
Yerevan. Developing non-traditional tourism sectors, such as ethno and agro-tourism.
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4. ENTRY POINTS, OPPORTUNITIES
AND RISKS

a. Greenfield projects

Greenfield investment projects may be effective in mining, agriculture, real estate, tourism,
energy sectors. While the risks are limited here, the major disadvantage might be time spent on
getting state licenses and approvals, as well as recruiting and training the personnel.

b. Minority stakes

Investments resulting in minority stakes may be feasible in high growth businesses in retail,
finance, tourism, IT, manufacturing, with transparent and advanced management and proven
track of record. The potentially major risks might relate to minority shareholders’ rights
protection. Management professionalism and integrity, effective corporate governance
mechanisms are crucial for the success of such types of investments. In most cases buying a
blocking minority (25%+1 shares) is practiced to hedge against possible risks.

c. Majority stakes
While consolidation through acquisition of majority stakes is an option suitable for any sector, it
is even more recommended for construction, retail, mining, manufacturing and tourism. Proper
financial and legal due diligence is recommendable to avoid possible risks.

d. Venture projects
This is an emerging space in the Armenian economy. Innovation centers and a number of

initiatives are expected to drive the growth in the sector and give birth to attractive targets for
angel and VC investments.

e. Co-investment
This alternative might be quite useful for investments in large real estate developments, such as
community development or construction of large scale malls. The major challenge is the choice of
the right and reliable partner, development of a legally clear and streamlined structure.
Management integrity and professionalism are also key success factors.

F. Investment through institutional vehicles

There are very few institutional investment vehicles in the country. The first Armenia-based
Granatus Venture Fund | and TK Equity mutual funds are the pioneers in respective fields.

40



Armenia Investment Map

5. EXIT OPTIONS

a. Sale to end-users

One-time residential or commercial real estate projects in most cases involve sale of the property
to end users and exit from the business, or retain some management and maintenance functions.

b. Sale to strategic investors

This option is suitable for large and attractive stakes in retail, banking, tourism, manufacturing,
and mining.

c. MBO or MBI

It might be possible to sell the business to management. This can be either to existing
management (a Management-Buy-Out or MBO) or new management (a Management-Buy-In or
MBI). The option is suitable to businesses in any sector. This option will require a combination of
bank debt and private equity finance.

d. IPOs

IPO prospects are yet unclear and the public capital markets are significantly underdeveloped.In
the near future the most feasible targets for wider public placement of equity are commercial
banks. Currently the Central Bank of Armenia works closely with the corporate sector to develop
issuing capacities at companies.
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6. EV CONSULTING

a. ldentity

EV Consulting is a management advisory firm that serves companies and industries aspiring to
move to the next level of competitiveness and innovation.

With offices in Moscow and Yerevan, EV Consulting is a trusted advisor for companies from the
CIS countries, the United Arab Emirates, Georgia and other countries.

EV Consulting partners with senior executives and business leaders to identify their next
development level and chart pathways to get there. Such partnerships are established in diverse,
but critical, areas of management — starting from spotting market opportunities, to helping raise
capital, to designing and implementing complex management systems.

EV Consulting enriches its thinking through its research arm - the Economy and Values Research
Center (www.ev.am), a think-tank focused on studying competitiveness. EV is a partner institute
of the World Economic Forum's Centre of Global Competitiveness and Performance.

b. Services

EV Consulting strives to transcend traditional disciplinary boundaries of typical consulting
approaches. Our core competence includes the following broad practice areas:

Strategy advisory Designing mid- to long-term strategies and strategic plans
Comprehensive competitive analysis
Scenario planning
Crafting and installing strategy execution tools based on Balanced
Scorecard methodology
Linking strategy to operations through operational dashboards
and other tools

Investment advisory Investment strategy formulation, investment proposals
Business plans and feasibility studies
M&A advice
Business valuation
Capital attraction (equity, debt, structured finance)
Deal structuring and negotiation support

Marketing advisory Market research and analysis
Commercial due diligence
Market entry and expansion strategies
Brand positioning by applying Brand Positioning Workshop
technique
Brand value evaluation and benchmarking
Advertising campaign assessment
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Organization Design

Performance
Improvement

Public Policy &
Development Advisory

Armenia Investment Map

Customer satisfaction and loyalty assessment
Sales function optimization
Sales forecast methodologies

Designing corporate centers or holding structures for diversified
businesses

Modeling effective organization structures best suited to company
strategies

Developing organization culture and motivation metrics

Staffing and competence needs assessments

Streamline and improve finance function

Design and install performance measurement systems

Improve planning, budgeting and forecasting systems

Streamline and improve marketing function

Improve sales force organization, compensation schemes,
customer service standards

Operational dashboards, instituting efficient operational
management processes

Competitiveness and economic growth analysis and advocacy
Cluster and sector analysis and development work

Helping governments, international and support organizations
craft sector development policies and interventions

Economic policy design and advocacy

Design of monitoring and evaluation systems, impact assessment
of large scale non-commercial projects
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c. Clients

EV Consulting's clients are primarily large and medium size companies,
however, the flexibility of our service structures also allows us to serve
small companies and start-ups.

EV Consulting's clients are companies:

seeking to raise capital to finance expansion

willing to restructure and optimize financing

planning mergers & acquisitions or selling a business

willing to upgrade their management systems or a functional unit
with established market position seeking to gather in-depth market intelligence
seeking export markets or foreign strategic partners

introducing a new product

willing to redesign and optimize organizational structure

MNCs willing to penetrate into new markets

international organizations seeking top level analysis and advice
public policy institutions seeking strategic advice
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d. Team

EV Consulting is comprised of people with wide experience, skills and at the same time insight and
creativity. The associates have been trained at Harvard, Oxford, Cambridge, Moscow State
University, and they pursue ACCA, CIMA, Kaplan & Norton recognized international certifications.
They showcase experience in both public and private sectors with backgrounds in economics,
business administration and finance. Our human resource is more than the aggregate of our
current employees. Our brain network adds value to assignments requiring specialized knowledge
by sharing expertise and exchanging ideas.

Consulting

Yerevan Office:

2/1 Melik-Adamyan,
Yerevan 0010, Armenia
Tel: +37410 546434

Moscow Office:

5 Orlikov lane, bld 2, Moscow 107078, Russia
Tel: +7 (495) 602 92 10
info@evconsulting.com
www.evconsulting.com
www.evconsulting.ru
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