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Dear friends,

| have the honor to present you the Second Extractive Industries
Transparency Initiative (EITI) Report of Armenia covering 2018 financial
year. It includes the content and data of the metal mining industry profile
of Armenia.

| would like to emphasize that the Government of Armenia considers the
implementation of EITI requirements as an efficient measure for

! disseminating the Open Government Principles in the mining sector
which supports promoting public administration transparency, civil society engagement, and fighting
corruption.

Our goal is to by public access to EITI information increase the control over the sector, stimulate the
aware public debate on the sector, accelerate the relevant legal reforms, and promote more efficient
management of natural resources.

In this regard a special reference should be given to the efficient performance of the EITI Multi-
stakeholder Group of Armenia (MSG) as a trilateral discussion platform and to the capacity of that
platform for considering the stakeholders’ concerns, holding free discussion, and consensus decision-
making.

| should note that the Armenian Government and the MSG has adopted a dynamic and consistent EITI
introduction policy which develops approaches going beyond the EITI requirements. The establishment
of the Beneficial Ownership Register is in progress which is a crucial instrument for expanding the scope
of disclosures of beneficiary ownership in Armenia.

As a result of Armenia's first Validation the EITI Board awarded the highest country score agreeing that
Armenia has made satisfactory progress in implementing EITI Standard. Therefore, the Armenian
Government and MSG will pursue consistent efforts to maintain and further develop this high EITI
achievement by introducing sustainable mechanisms for systematic EITI data disclosure and expanding
the scope EITI impact.

Tigran Avinyan

- ek

e ————

-

Deputy Prime Minister, EITI MSG Chairman
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Dear friends,

This is the second time that we present to the public the EITI National
Report of Armenia covering 2018 financial year activities.

The mining companies demonstrate interested attitude towards
comprehensive compliance to the EITI requirements, as we believe that
the transparency of our sector’s management and the accessibility to
the sector’s operation data contribute to the development of the sector

itself. By presenting to the public the share of the mining industry in
the Armenia’s economy and in the national budget revenues, the role and significance of the sector in
the community development, the EITI thus contributes to the establishment of a public dialogue on the
existing mining challenges and addressing them on a participatory basis.

The conclusions of Armenia’s First Validation agreeing that Armenia has made satisfactory progress in
EITI, indicate that members of our Multi-Stakeholder Group - representing government agencies, the
mining industry, and civil society — have found the right platform that takes into account the views of all
stakeholders to ensure the coverage of goals pursued by wider stakeholder groups.

The type of economic activity engaging the mining companies is not always unambiguously perceived by
the public, so we will strive to make the EITI data disclosure a systematic practice and establish a balanced
attitude in the country towards this sector by enhancing the public access to such data.

Artur Nikoghosyan,
Member of mining companies’ constituency, EITI MSG Armenia

Administrative director, “Agarak Copper Molybdenum Combine” CJSC



ARMENIA Extractive

Industries
EI I Transparency
EY EITI Report I Initiative

Dear reader,

Since 2000s the mining sector has been recognized as one of the
priorities for the development of economy of Armenia creating
favorable investments environment for subsoil users. However, there
has been no open access to information on taxes paid by the industry to
the national budget, on the production and export volumes, and on
fulfillment of obligations under the mining contracts. Thanks to

' ‘ Armenia's membership to EITI, the country is step -by- step moving on
to enhancing transparency and accountability of the sector and there
is already vast information on metal mining industry disclosed to public at large.

Thanks to EITI, a new culture of dialogue and debate has been cultivated in Armenia. Representatives of
the EITI Multi-Stakeholder Group - government agencies, mining business, civil society - began to jointly
discuss the challenges and to find new solutions by consensus. The Group had actively discussed the EITI
First National report of Armenia. The Report data was shared with the affected communities and was
widely reflected by the local self-government bodies and the local population. The EITI process increased
the citizen's awareness of the sector, gave an opportunity to assess the existing shortcomings, and make
proposals for addressing the problems.

The EITI Second National Report is a new impetus to conduct studies, to inform the affected communities,
and to formulate new proposals that will contribute to increasing the responsibility level of the mining
companies and public authorities, enhancing the legislative and institutional reforms and control,
supporting sustainable development of communities, addressing the social and environmental problem.

We express our gratitude to all participants in the preparation of the Report, and especially acknowledge
the professional work of the EITI Armenian Secretariat, which greatly contributes to the advancement
and success of the EITI process in Armenia.

Inga Zarafyan
2016-2019 member of civil society constituency, EITI MSG Armenia

President of “Ecolur” Information NGO, Ph.D. in Biophysics
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INTRODUCTION

The Extractive Industries Transparency Initiative (EITI) is a global Standard to promote the open and
accountable management of natural resources. The EITI value chain includes all the key issues related to
the extractive industry spanning from subsoil exploration to extraction of minerals to the sector’s
environmental and socio-economic impact in the country. In particular, the range of issues addressed
includes the following: how are permits and contracts for subsoil use and other activities of the sector
issued and registered, who are the beneficiaries of these processes, what are the financial and legal
regulations, what is the production volume, what is the amount of income transferred to the State budget
from the sector, how are these incomes distributed, what are the investments in the economy (including
the increase in the level of employment). The EITI seeks to assist the creation of more transparent and
accountable government and business institutions as well to create grounds for mutual understanding
between the parties by promoting public dialogue.

One of the key components of EITI Standard implementation is the establishment of multi-stakeholder
group (MSG), which is the main decision-making body in the framework of the Initiative and is comprised
of the representatives from the government, mining companies and civil society. The MSG is formed with
the purpose of managing EITI processes, overseeing the EITI report preparation process and reporting
the results, as well as promoting the integration of EITI Standard in transparency activities realized in the
country. Members of each of the MSG constituencies are elected according to the procedures established
by the given constituency, thus ensuring the independence of the MSG members. The MSG should ensure
the transparency and publicity of invitation for participation in activities and the representation of the
interested parties including independent civil society groups, media, unions and relevant state
institutions.

After becoming an EITI candidate, every EITl implementing country should undergo a validation process
during a period of two and a half years and once every three years. Validation allows assessing the
progress of the country in terms of meeting each of the EITI requirements. Validation is realized by the
EITI International Board and entities carrying out independent. Based on the validation report of the
country the EITI International Board decides on the progress assessment.

The EITI process in Armenia

Armenia’s process of becoming an EITI member was initiated in July 2015. The Republic of Armenia
multi-stakeholder group is comprised of fifteen members, including six representatives from the
Government of the Republic of Armenia, four representatives from mining companies and five
representatives from the civil society (including one from academia) and was established in November
2016 by the Prime Minister’s Decree No. 1104-A." Since that time, the composition of MSG has changed
multiple times.

According to MSG operational procedure, each MSG constituency should have at least one alternate

! https://www.arlis.am/DocumentView.aspx?DoclD=123961
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member from the same sector, however not more, than the number of constituency members. MSG
members and alternates are appointed for a three-year period.

The EITI candidacy application of Armenia was developed by the MSG and was approved by the latter
during its meeting held on December 26, 2016.2 The membership of the Republic of Armenia was
approved in compliance with the EITI candidacy application on March 9, 2017 at the EITI board meeting
in Bogota.® The Republic of Armenia published its first EITI report in December, 2018.* According to the
March 9, 2017 decision of the EITI board, the verification process of the Republic of Armenia has started
on September 9, 2019 - two and half years after becoming a candidate. According to verification
protocols, the fulfilment of the Initiative’s requirements during the previous 3 years in the Republic of
Armenia should be assessed. In addition, the country’s progress toward meeting all EITI standards will
be evaluated.

The EITI Board, as a result of first validation assessment of Armenia agreed on decision that Armenia has
made satisfactory progress overall in implementing the 2016 EIT| Standard.

According to validation assessment for 20 requirments Armenia has received a high score of satisfactory
progress and an excellent score on 4 requirments. As of July 9, 2020 Armenia, is the 9th country among
the 53 EITI member countries to be granted the status of a country with satisfactory progress.®

The scope of EITl in Armenia

In the scope of implementing the EITI Standard, the state authorities and mining companies submit
reports providing a range of information about the incomes of the companies, the payments made by the
companies to the state, the incomes received by the government and the management of these income
flows. It is also required that the companies and government agencies disclose information about
geological studies, natural resources exploration, extraction, export and financial flows, as well as
information about granting or transfer of licenses to companies. As required by the EITI Standards, the
results are reconciled by an independent administrator and published annually together with other
information about the extractive industry. Apart from the annual EITI report, EITI implementing countries
also publish annual progress reports. The scope of the second report of Armenia was determined during
the April 16, 2019 meeting of the MSG,® which reaffirmed the requirement from all companies holding
metal mineral extraction permits — with the exception of those, which declared bankruptcy - to submit
reports for the 2018 financial year.

The metal mining sector is an important contributor to the economy of Armenia. According to data
published by the Ministry of Territorial Administration and Infrastructures, more than 850 mines with
confirmed resources, including 42 metal mines, are registered in the Mineral Resources State Registry.

2 https://www.eiti.am/file_manager/EIT1%20Documents/Minutes/MSG_meeting minute 16_04 2019 EN.pdf

3 https://eiti.org/BD/2017-22

4 The report was published in the RA EITI national secretariat website in Armenian and English:
https://www.eiti.am/hy/annual-reports/2018/

5 https://eiti.org/board-decision/2020-39?fbclid=IwAR2mopCWeAdn6tsL cFOOMHYTQUj45xUS5M27sKD8MXrhL d4]-

sMt_yZBTzUM
6 https://www.eiti.am/file_manager/EITI%20Documents/Minutes/MSG_meeting minute 16_04 2019 _EN.pdf
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Of these, around 400 mines, including 27 metal mines are currently exploited.” 26 metal extraction
companies are registered in Armenia. 27 permits are issued within the scope of operations carried out
by these companies during the reporting year.

In RA, the subsoil is the property of the State and is considered to be under its exclusive ownership. This
prerogative of the State is stipulated in the Constitution: it was included in clause 2 of Article 10 of the
last revision of RA Constitution (in force since December 22, 2015).2 This provision is also reflected in
the principal document regulating the mining industry - The Code on Subsoil.?

The subsoil is given to mining companies only with the right of use for the purpose of realizing geological
study activities, extraction of minerals or processing of mining waste.

Within the scope of the EITI report, based on a predetermined list of companies and types of income
flows, the Independent Administrator carries out a reconciliation of information about incomes and
payments received from State agencies and companies. The results of the reconciliation are reflected in
EITI report together with the observed discrepancies.

For each mining company, the Independent Administrator has collected and processed details in
connection with all discovered discrepancies and reasons for adjustments.

The most common causes of discrepancies and reasons for adjustments were necessity for additional
guidance on completing the report templates as well as incomplete presentation of data on certain types
of taxes. More details on theses issues are reflected in the Chaper 6.3 of the EITI Report.

Chapter 1 presents the methodology and the framework for preparation of the EITI Report. Chapter 2
presents the RA legislative and institutional framework, in particular, with regards to the procedures for
granting mining permits and concluding contracts, as well as information on state budget, leveling and
assurance procedures. Chapter 3 presents a detailed description of the metal mining industry, including
information on extraction, production, domestic realization and export. The complex impact of the sector
on the economy is summarized in Chapter 4 while Chapter 5 offers an overview of the sector’s socio-
economic and environmental impact. The methodology and results of the reconciliation, as well as
detailed information on the detected discrepancies and the reasons for adjustments are presented in
Chapter 6. In Chapter 7 of the Report, the Independent Administrator presents recommendations on
elimination of observed shortcomings of the implemented activities and improvement of EIT| reporting
process. Information about findings during the preparation of the EITI report is presented in Chapter 8.

7 http://www.minenergy.am/page/472
8 https://www.arlis.am/DocumentView.aspx?docID=102510
9 https://www.arlis.am/DocumentView.aspx?DoclD=126310
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1. THE METHODOLOGY AND THE SCOPE OF THE EITI REPORT

In a meeting of the Republic of Armenia multi-stakeholder group (hereinafter, MSG) held on April 16,
2019,'° it was decided that no scoping study is required for Armenia’s second EITI report (hereinafter,
“Second EITI report,” “Second report” or “EIT| report”) and that the scoping study carried out in 2018
as well as the first EITI report can serve as research for the Second report.

Aimed at preparing the first EITI report, a scoping study was carried out in 2018" in the framework of
the ”Support to Enhance Armenia's Capacity to Implement Extractive Industries Transparency Initiative
(EITI) and to Increase Transparency and Accountability in Mining Licenses and Contracts” project funded
by the British Embassy in Yerevan. The Responsible Mining Center of the American University of Armenia
was the implementation partner for the Project.

1.1 Companies and State agencies presented in the EITI report

According to the RA Law "On Making Amendments and Changes to the Code on Subsoil” No HO-191-N
dated March 21, 2018, reporting companies are those companies, which hold permits of metal mineral
extraction with the exception of companies, which have declared bankruptcy. The same amendment also
provides that those state agencies, which possess relevant information in connection with mining
companies holding metal mineral extraction permits, must also submit reports. The N12 protocol of RA
EITI MSG meeting held on 16.04.2019" defines the scope of Armenia’s second EITI report according to
which the Second report must be prepared for the financial year of 2018 as well as defines the list of
companies and state agencies required to submit public reports. There are 26 companies submitting
public reports for Armenia’s second EITI report while the state agencies presenting mandatory public
reports are RA State Revenue Service (hereinafter, RA SRC), RA Ministry of Environment and community
government bodies, the information from which is submitted by the RA Ministry of Territorial
Administration and Infrastructures (hereinafter, MTAI).During the above-mentioned meeting, it was
decided that companies which paid taxes and payments equivalent to or exceeding 150 million AMD to
the RA State Budget during the reporting fiscal year 2018 are considered as companies to be reconciled.

The reporting templates of the first EIT| report were developed by the RA EITI Secretariat and were
discussed within an extended group of representatives of the mining companies and State agencies after
which they were approved by the MSG. “The reporting templates were also presented to the EITI
International Secretariat. The reporting templates to be submitted by the mining companies and State
agencies, their submission time, schedule and publication procedures were approved by the RA

10 https://www.eiti.am/file_manager/EIT1%20Documents/Minutes/MSG_meeting minute 16_04 2019 EN.pdf
" https://www.eiti.am/files/file/1567780783017/Scopingstudy2018eng. pdf

12 https://www.arlis.am/DocumentView.aspx?docid=120753

13 https://www.eiti.am/file_manager/EITI%20Documents/Minutes/MSG_meeting minute 16_04 2019 EN.pdf
14 eiti.am/hy/agenda-protocols-other-related-documents
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Government Decree N 666-N dated June 8, 2018." The reporting templates for the second EITI report
were amended on the basis of changes in the RA Tax Code, the recommendations of the Independent
Administrator in the first EITI report and the decisions of the MSG in connection with the second EITI
report. Those changes in the reporting templates of the metal mining companies, which were based on
the decisions of the MSG were summarized in the Inception report of the second EITI report. These
changes were approved by the RA government decision number 871N dated 11.07.2019."

1.2 Taxes and payments included in the EITI report

Prior to initiating the reporting process, the materiality threshold was determined in order to ensure that
each revenue stream is described in accordance with the relevant materiality definitions and thresholds.
According to the decision of the MSG, the revenue streams from the extractive sector the share of which
in the total extractive sector revenues is 1% or higher are deemed to be material and must be reconciled
in the EITI Report (protocol N12 of MSG meeting, 16.04.2019").

The following revenue streams for the reporting periods have been reconciled in the framework of the
Report:

Profit tax

Income tax

Value added tax

Royalty

Customs duties and fees
Rent payments

The mentioned revenue streams for the reporting periods composed over 95.50% of the total payments
made by mining companies to State agencies. It should be noted, that all materials revenues have been
reported by government entities. The detailed description of the reconciliation process methodology is
provided in the section 6 of this Report.

15 https://www.e-gov.am/gov-decrees/item/30461/
16 https://www.e-gov.am/gov-decrees/item/32181/
17 https://www.eiti.am/file_manager/EITI%20Documents/Minutes/MSG_meeting minute 16_04 2019 EN.pdf
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1.3  Process of audit certification in State agencies and mining companies

The procedures of data verification for data provided for the EITI report is based on the corresponding
international standards such as the 4400 (International Standard on Related Services) and ISA 505
(External Confirmations). Nevertheless, procedures for such data verification do not assume
implementation of an audit or provision of an audit opinion to be implemented in compliance with
international standards on auditing. Consequently, no assurance can be given on reliability of the data
provided by companies and State agencies as well as no attempt will be made to identify any fraud and
errors that could be committed by companies and/or state agencies. The information to be provided in
the EITI Report and/or information by mining companies and state agencies is not subject for control or
verification procedures, unless otherwise specified by the EITI standards.

The reliability of the data provided by companies and state agencies is confirmed by the signatures of the
senior management of these companies and state agencies as well as the signatures of the chief
accountants of the companies.'®

The procedure, timeframe and forms of publication of information on activities related to subsoil use,
mineral extraction and geological studies of subsoil for mineral extraction purposes, procedures,
timeframe and forms for submitting public reports on the activities of subsoil users who have permits for
metal mineral extraction, as well as the list of State bodies are approved by the RA Government Decree
No. 666-N (amended by RA government decree N871N data 11 July 2019'"°).More detailed information
regarding auditing process is presented in the Section 2.5.

18 https://www.eiti.am/file_manager/EITI%20Documents/Minutes/MSG_meeting_minutes_06_12_2017_eng.pdf
19 https://www.e-gov.am/gov-decrees/item/32181/
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2. LEGISLATIVE AND INSTITUTIONAL FRAMEWORK OF THE EXTRACTIVE
INDUSTRY IN THE REPUBLIC OF ARMENIA, PROCEDURES FOR
GRANTING MINING PERMITS AND CONTRACTING

2.1 Legislative and fiscal regulation for extractive industries

2.1.1 Legal framework and description of legal acts

As a preliminary note, we highlight that within the reporting year, as compared to 2016-2017, the legal
framework and, in particular, legal acts governing the extractive industry, has mostly remained
unchanged. In consideration of the foregoing, below we will present a brief description of the effective
regulations of the extractive industry.

Hence, as it was mentioned, in the Republic of Armenia the subsoil is the property of the State and is
considered to be under the exclusive ownership of the latter. The aforesaid right of the State is enshrined
by Article 10(2) of the Constitution of the Republic of Armenia®, as well as it is reflected in the principal
document regulating the mining industry - the Mining Code of the Republic of Armenia?' (hereinafter
referred to as “The Code”).

The subsoil is provided to mining companies only with the right of exploitation (hereinafter also referred
to as “mining rights”) — for the purposes of geological exploration (including geological exploration for
mineral extraction purposes) or extraction of minerals or processing of mining wastes.

Since January 1, 2012 (after the Code entered into force) Armenia has been transitioning from mining
and concession contracts regime to the regime of only mining contracts. Nevertheless, for example, the
RA Law “On Foreign Investments” provides for concession contracts. According to the latter, “the right
for the extraction of renewable and non-renewable mineral resources to foreign investors is granted on
the basis of concession contracts which are signed with foreign investors by the Government of the
Republic of Armenia or other authorized state body in the manner prescribed by the legislation of the
Republic of Armenia on concession contracts”%.

Rights to geological exploration for mineral extraction purposes and mineral extraction and/or processing
of mining wastes are provided to mining companies correspondingly through (i) granting permits for
geological exploration of the subsoil for mineral extraction purposes, mining contracts and (ii) permits
for extraction of minerals and (or) processing of mining wastes, mining contracts and mining allotment
certificate (the legislation also provides for the regime for geological exploration of the subsoil, where
the studies carried out within such framework are not bound with the mineral extraction purposes: the

20 The Constitution of the Republic of Armenia with amendments (passed on December 6, 2015), available at
https://www.arlis.am/DocumentView.aspx?docID=102510

2 The Mining Code of the Republic of Armenia, No. HO-280-N (passed on November 28, 2011), Article 11, available at
https://www.arlis.am/DocumentView.aspx?DoclD=126310

22 The Law «On Foreign Investments” of the Republic of Armenia, No. HO-115 (July 31, 1994), Article 21, available at
https://www.arlis.am/DocumentView.aspx?DoclD=34872
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respective right is granted by the authorised body through the mining consent and contract). Within the
reporting period, the authorities of the authorised body were performed by the Ministry of Energy
Infrastructures and Natural Resources (hereinafter referred to as “MEINR”)%, authorities of which are
now transferred to the Ministry of Territorial Administration and Infrastructure (hereinafter referred to
as “MTAI”)?*. A royalty is paid by mining companies for extraction of metals, which is considered to be
an environmental payment.

These legal relations are inherently private ones, i.e. the state acts as a legally equal party to the contract,
where the counterparty gains the right to exploitation of the subsoil which is deemed to be under the
exclusive ownership of the State.  The private nature of such relations is also confirmed by the
Constitutional Court of the Republic of Armenia®. Despite the aforesaid, the model applicable in practice
for royalty calculation and enforcement is still exclusively of public nature, and is not based on the legal
equality of the parties.

Noteworthy, that the Constitutional Court of the Republic of Armenia has revisited this issue through the
Decision within the case no. SDO-1530 rendered on 12 May 2020 - this time, from the viewpoint of state
inspections.?

By this decision, the Constitutional Court reaffirmed its position that nature utilization payments -
consideration for the right to use property — belong to the domain of private law (para. 4.2, p. 14). At
the same time, however, the Constitutional Court found that the State, as the owner of the subsoil, is
entitled to monitor contractual compliance and such monitoring can inter alia be exercised through the
instrument of state inspections. This interference in economic activities of mining companies - according
to the Constitutional Court - is permissible as long as it is exercised “to ensure an obligation to pay taxes,
customs, other mandatory state and municipal payments prescribed by Article 60, paragraph 8, of the
Constitution. According to the Constitutional Court, such obligations, as a matter of principle, can also
cover private law contractual arrangements if specifically regulated by law”.

The Constitutional Court, however, also highlighted the internal inconsistencies within the Law on
Arrangement and Conducting of Inspections in the Republic of Armenia. Hence, on the one hand,
pursuant to Article 1(5) of the said law, the law does not cover inspections performed within by state
authorities, as a party to the transaction, and within contractual arrangements between the state and

2 The Charter is approved by the Decree of the Prime Minister No. 699-L dated 11 June 2018, available at
http://www.minenergy.am/page/374

24The Charter is approved by the Decree of the Prime Minister No. 659-L dated 01 June 2018, available at https://www.e-
gov.am/decrees/item/20352/

5 The decision of Constitutional Court of the Republic of Armenia No. SDO-816 (July 18, 2009) on defining the conformity of
Articles 7 and 19 of the RA Law “On Nature Protection and Nature Use Payments” and Point 2 of Article 22 of the RA Law “On
Taxes” with the Constitution based on the applications of “Bjni” Mineral Water Plant” CJSC and “Kommunnakhagits” CJSC,
available at https://www.arlis.am/DocumentView.aspx?docid=52844

2 The decision of Constitutional Court of the Republic of Armenia No. SDO-1530 (May 12, 2020) on defining the conformity of
Articles (1)(4) of the RA Law “On Arrangement and Conducting of Inspections in the Republic of Armenia” (as of 27 January
2017) and third paragraph of Article 18(2) of the RA Law “On Nature Protection and Nature Use Payments” (as of 27 January
2017) with the Constitution based on the application of the Administrative Court of Appeal of Armenia, available at
https://www.arlis.am/DocumentView.aspx?DoclD=142485
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entrepreneurs. On the other hand, Article 1(4) of the said law mentions nature utilization payments as a
mandatory payment that can be subject to state inspections. With regard to the above-mentioned, the
Constitutional Court found that “Internal inconsistencies between different parts of the same article
should have been resolved in practice through application of the provisions of the RA Law “On Legal
Acts” effective as of the date of the disputable events and repealed as of nowadays, which has not been
done. Meanwhile, for the Constitutional Court no norm of regular or constitutional law may serve as a
ground for assessment of constitutionality, since the Constitutional Court, by virtue of Article 167(1) and
(2) of the Constitution, is called to ensure the rule of Constitution being restrained solely by Constitution.”

Meanwhile, the Constitutional Court did not address whether a law with such manifest inherent
inconsistencies and contradictions satisfies the necessary requirements of predictability (see decision no.
SDO-753) or legal certainty (see e.g. decision SDO-1142).

For the mining rights, mining companies also pay nature protection tax (before the Tax Code - nature
protection payment), payment for replenishment of environmental protection fund (recultivation), state
duties and monitoring fee, which together with royalty payments are considered to be subsoil exploitation
fees.

Subsoil exploitation permits (hereinafter also referred to as “mining permits”) are granted by the MTAI
on the basis of respective applications. The MTAI, based on expert recommendations of the Ministry of
Emergency Situations of the Republic of Armenia and the Ministry of Environment of the Republic of
Armenia grants the subsoil exploitation right by signing respective contracts with private entities on behalf
of the Republic of Armenia.

Transfer (alienation) of the mining right to third persons is allowed solely upon the consent of the MTAI,
while granting the right to third persons is prohibited. Despite the aforesaid, the MTAI does not control
alienation of the shares by companies having mining right to third persons, as a result of which actual
transfer of a mining right is possible through changes of the participants/shareholders of legal entities.

Granting a mining right does not per se guarantee accessibility of surfaces of mineral-containing and
adjacent land areas (land use rights) for the right holder entity. It also does not guarantee water use
right. Access to the surface of subsoil areas containing mineral resources is obtained by the mining entity
independently, through negotiations with the owners of the lands - by buying, leasing or having servitude
right over the latter. Similarly, the mining entity separately applies for a right to use water resources. In
the course of drafting EITI First Report, mining entities have expressed concerns regarding the fact that
separated regulation of these issues which have a vital importance for mining activities, and their
dependence on the activities of third persons, create actual problems for permit-holding companies for
effective exercise of their rights.

Mining entities are accountable with regard to activities thereof to a number of state bodies and
departments, including MTAI, Ministry of Environment, Environmental Protection and Mining Inspection,
State Revenue Committee, etc.
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In particular, starting from 2018, the mining entities granted with the permit for extraction of metal
minerals shall submit annual public reports to the MTAI (within the reporting period — Ministry of Energy
Infrastructures and Natural Resources) and Staff of the Prime Minister of RA (within the reporting period
- Staff of the Government of RA) with regard to activities thereof and with the purposes of drafting EITI
Report, ensuring accountability and transparency, which shall include information on annual extraction
and export volumes, paid state and local taxes and payments, payments made to community extra-
budgetary accounts, land lease payments, contributions for charity, gifts or other gratuitous alienations
to the community, gifts, donations or other gratuitous alienations to non-commercial legal entities and
individuals, payments made for replenishment of environmental protection fund and implementation of
monitoring activities, financial proposals for mineral extractions, as well as liabilities in the sphere of
social-economic development of the community?.

All entities granted with the right of mineral extraction shall submit quarterly and annual reports to the
MTAI on the changes in the reserves of mineral resources®®. Based on the aforesaid reports (as well as
proven reserves) the state register of mineral resources is maintained”. The reports and state register
of mineral resource reserves are not public.

Starting from January 1, 2018% entities granted with the right of extraction of metallic minerals, shall
provide to the Ministry of Environment quarterly updates with regard to the subsoil exploitation, which
shall include information on reduction of environmental losses occurred as a result of subsoil
exploitation, monitoring activities planned for the purpose of preventing irreversible impacts, results
assessed by the accredited laboratories, laboratories having respective certificates, as well as summary
annual report submitted upon the end of every year - until February 20 of the following year®. In case
of website availability, the summary annual report shall also be made available on the website®. The
reports are also made available on the website of the Ministry of Environment®. Information on the
mining companies which have submitted reports on the results of environmental monitoring of 2018, is
presented in details in 5.4 of this Report. In the same year, the Government of the Republic of Armenia
has approved the requirements for reduction of environmental losses occurred as a result of subsoil
exploitation, requirements for the monitoring activities planned for the purposes of preventing
irreversible impacts, as well as procedure for submission of reports with regard to the results.?

2 The Code, reference 39, Article 9(3): The Procedure “On submission of public reports by state bodies and mining entity
granted with the right for metal mineral extraction”, RA Government Decree N 666-N (June 8, 2018)

available from https://www.arlis.am/DocumentView.aspx?DoclD=123259

2 Ibid., Article 59(3)(7)

2 Ibid., Article 63(9)

30 The RA Law “On Amendments in the Mining Code of the Republic of Armenia”, HO-214-N (dated November 17, 2017)
31Code, Article 59(3)(19). According to the model mining contacts approved by the RA Government Decree No. 437-N dated
March 22, 2012 the obligation (contractual) for submission of annual report is applied to all the companies engaged in mineral
extraction activities (article 3.4.27 and 5.4) which is not directly stipulated in the text of the Code.

32 Ibid.

33 Available at http://www.mnp.am/am/pages/233

34 Decree of the Government of the Republic of Armenia No. 191-N dated 22 February 2018, available at
http://www.mnp.am/am/pages/234
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Information on payments made by mining entities to the environmental protection fund and the amounts
returned to mining entities shall be published on annual basis on the official website of the Ministry of
Environment as prescribed by the Code, until the 30" of the month following the end of the reporting
year®,

The relevant legal framework includes a number of legislative and regulatory acts which are presented
in details in the next section. A brief overview of the main documents is provided below.

The effective Constitution of the Republic of Armenia, as mentioned above, provides for the exclusive
ownership right of the State over the subsoil*®.

Mining Code of the Republic of Armenia is the primary regulatory legal act governing the sector. The
latter regulates the baseline issues related to obtaining mining permits, conclusion of contracts, industry
oversight and defines the scope of competencies of the relevant authorities. The Code also regulates the
key issues related to calculation of payments for mining rights (subsoil exploitation fees), performance
thereof and legal relations arising from performance thereof

The Tax Code of the Republic of Armenia® which entered into effect from January 1, 2018 is a
comprehensive legal act regulating tax-related legal relations, which regulates the types of taxes, rates,
taxation bases, tax exemptions and other issues. The Code also regulates the legal relations arising with
regard to nature protection taxes and nature use payments (including royalties).

Prior to enforcement of the new Tax Code, the tax-related legal relations were governed by sectoral laws
(RA Law “On Income Tax” 3%, RA Law “On Profit Tax”%, RA Law “On Value Added Tax”*° and others),
while legal relations connected with nature protection and nature use payments were also regulated by
the RA Law “On Nature Protection and Nature Use Payments”# and the RA Law “On the Rates of
Environmental Payments”# (in part). The Decree of the Government of the Republic of Armenia No
1901-N dated 29 December 2011 provided for the procedure for calculation of revenues for the purposes
of royalty calculation.

35 Code, Article 69(6), published information is available at http://www.mnp.am/am/pages/234

36 Constitution of the Republic of Armenia, with amendments, , Article 10(2), available at
https://www.arlis.am/DocumentView.aspx?docID=102510.

37 Tax Code of the Republic of Armenia, N. HO-165-N (passed on October 4, 2016), available at
https://www.arlis.am/DocumentView.aspx?DoclD=126329

38 The RA Law “On Income Tax”, HO-246-N (passed on December 22, 2010), available at
https://www.arlis.am/DocumentView.aspx?DoclD=118444

39 The RA Law “On Profit Tax”, HO-155 (passed on September 30, 1997), available at
https://www.arlis.am/DocumentView.aspx?DoclD=118416

40 The RA Law “On Value Added Tax”, HO-118 (passed on May 14, 1997), available at
https://www.arlis.am/DocumentView.aspx?DoclD=118406

' The RA Law “On Nature Protection and Nature Use Payments”, HO-270 (passed on December 28, 1998), available at
https://www.arlis.am/DocumentView.aspx?DoclD=87833

“2 The RA Law “On the Rates of Environmental Payments”, HO-245-N (passed on December 20, 2006), available at
https://www.arlis.am/DocumentView.aspx?DoclD=118446
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Environmental issues related with mining activities are regulated by the RA Law “On Wastes” %, the RA
Law “On Environmental Impact Assessment and Expertise” #, the RA Law “On Environmental Control”#
and others.

The rates of state duties for granting mining permits are stipulated by the RA Law “On State Duties”“®.

The Water Code of the Republic of Armenia ¥ regulates the legal relations arising with regard to water
use, in particular the procedure for submitting applications for obtaining water use permits, legal
relations related to granting water use permits, their validity, the procedures for receiving, the grounds
for refusal, the peculiarities of using underground fresh water and others.

The Land Code of the Republic of Armenia*® regulates legal relations arising from land use, as well as
land regimes of industrial, mining and other manufacturing significance, which also include the land
areas provided for subsoil exploitation. The Land Code also stipulates a general prohibition, according
to which “new land areas cannot be provided to mining entities in case the lands previously disturbed as
a result of their operations have not been recovered in compliance with the recovery plans™.

The Civil Code of the Republic of Armenia>® defines the general legal context within which the mining
contracts (as mentioned, the legal relationships arising under these contracts are of a private nature)
shall operate.

The scope of the relevant legislation also includes the RA Law "On Limited Liability Companies™' and the
RA Law “On Joint Stock Companies”, since the organizational-legal forms of the mining companies
registered in the Republic of Armenia are exclusively LLCs and CJSCs.

The existing regulations related to the ultimate beneficial owners originate from the RA Law “On State
registration of legal persons, state registration of separate divisions of legal persons, enterprise and

3 The RA Law “On Wastes”, HO-159-N (passed on November 24, 2004), available at
https://www.arlis.am/DocumentView.aspx?DoclD=122729

* The RA Law “On Environmental Impact Assessment and Expertise”, HO-110-N (passed on June 21, 2014), available at
https://www.arlis.am/DocumentView.aspx?DoclD=93148

45 The RA Law “On Environmental Control”, HO-82-N (passed on April 11, 2005), available at
https://www.arlis.am/DocumentView.aspx?DoclD=120771

46 The RA Law “On State Dues”, HO-186 (passed on December 27, 1997), available at
https://www.arlis.am/DocumentView.aspx?DoclD=123571

4 The RA Water Code, HO-373-N (passed on June 4, 2002), available at
https://www.arlis.am/DocumentView.aspx?DoclD=121550

8 The RA Land Code, N HO-185 (passed on May 2, 2001), available at
https://www.arlis.am/DocumentView.aspx?DoclD=126320

4 Ibid., Article 13(6).

%0 The RA Civil Code, HO-239 (passed on May 5, 1998), available at https://www.arlis.am/DocumentView.aspx?DoclD=126332
5 The RA Law "On Limited Liability Companies”, HO-252 (passed on October 24, 2001), available at
https://www.arlis.am/DocumentView.aspx?DoclD=100223

52 The RA Law “On Joint Stock Companies”, HO-232 (passed on September 25, 2001), available at
https://www.arlis.am/DocumentView.aspx?DoclD=122471

23


https://www.arlis.am/DocumentView.aspx?DocID=122729
https://www.arlis.am/DocumentView.aspx?DocID=93148
https://www.arlis.am/DocumentView.aspx?DocID=120771
https://www.arlis.am/DocumentView.aspx?DocID=123571
https://www.arlis.am/DocumentView.aspx?DocID=121550
https://www.arlis.am/DocumentView.aspx?DocID=126320
https://www.arlis.am/DocumentView.aspx?DocID=126332
https://www.arlis.am/DocumentView.aspx?DocID=100223
https://www.arlis.am/DocumentView.aspx?DocID=122471

ARMEN]|A Extractive

Industries
EITI Transparency
EY EITI Report Initiative

private entrepreneurs”®, the RA Law “On combating money laundering and terrorist financing”>* and
the RA Law “On Civil Services” >>.

2.1.2 Fiscal regime, tax and non-tax revenue streams, tax rates

(1) Subsoil exploitation fees

According to Article 61 of the Mining Code of the Republic of Armenia, subsoil exploitation fees shall
include the following (i) environmental tax, (i) payment for replenishment of environmental protection
fund (recultivation payment), (iii) monitoring fee and (iv) nature use payments, including royalty and (v)
state duties for granting mining permits.

(a) Payment for Replenishment of Environmental Protection Fund (Recultivation payment)

Recultivaiton payments made by mining companies to replenish the environmental protection fund
(hereinafter referred to as “the Fund”) kept in the extra-budgetary account of the Ministry of
Environment in the Central Treasury, have been described in details in the RA EITI Report 2016-2017°°.
Since the later addresses not only the objectives, calculation procedure of the Fund payments, but also
identifies certain issues which remain pertinent as of nowadays, therefor we find it reasonable to address
those issues in this Report as well.

Hence, the recultivation payments shall not be considered as an integral part of fiscal regime per se,
since they are not budgetary payments. Pursuant to the Code, calculation of the budget of the
recultivation works and approval of indexation procedure, as well as decisions with regard to use of
environmental protection fund, calculation of the payment amounts, implementation of recultivation
works, shall be made by the Ministry of Environment.

A mining company shall receive financial resources from the Fund in the amount of the contributions
thereof (however not exceeding the amount of these contributions)® with the purpose of implementing
environmental (including recultivation) works within the time periods and as prescribed by the project®®.
Upon the performance of environmental works undertaken by the mining company in accordance with
the project, works undertaken but not performed, as well as performance of works aimed at recovering
the damages caused to the nature and environment as a result of the operations carried out by the mining

% The RA Law “On State registration of legal persons, state registration of separate divisions of legal persons, enterprise and
private entrepreneurs”- HO-169 (passed on April 3, 2001), available at
https://www.arlis.am/DocumentView.aspx?DoclD=121691

5 The RA Law “On fighting money laundering and terrorist financing”, HO-80-N (passed on May 26, 2008), available at
https://www.arlis.am/DocumentView.aspx?DoclD=126311

% The RA Law “On Civil Services, HO-172-N (passed on May 26, 2011), available at
https://www.arlis.am/DocumentView.aspx?DoclD=121573

% RA EITI Report 2016-2017, on pages 93-100, available at https://eiti.org/files/documents/english_2016-
2017_armenia_eiti_report.pdf

5 The Code, reference -, Article 69(4)

%8 Ibid., Article 70(1)
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company and not reimbursed by the latter, the amounts remaining from the contributions made to the
Fund shall be returned to the mining company®°.

It is noteworthy, that the Code does not stipulate any criteria for defining the volumes of environmental
works, as well as criteria for defining whether these works have been carried out by mining companies,
criteria for evaluating the damages caused to the environment, and does not define, which body shall
assess environmental works or damages caused to the environment (with respect to the assessment body,
it is reasonable to assume that this body is the Ministry, since in case of non-performance of recultivation
works, the Ministry is the body notifying the mining company and requiring performance of works within
the defined time frames®?).

Despite the availability of a number of Government Decrees stipulating the procedures for assessment
of the environmental impact®, the latter are adopted within the framework of other laws and their
enforcement under the Code in the context of the arising legal relations is arguable from legal viewpoint.

According to Article 61(4) of the Code, the recultivation payment is paid in cases and as prescribed by
Article 69 of the Code. However, Article 69 does not define “cases” (the wording is deficient from the
perspectives of the legislative drafting rules), but instead it states the following:

“An environmental protection fund is comprised of contributions of the fixed amounts paid by
mineral extractive companies”.

It turns out that the “case” stipulated by Article 69 is practically referred to the fact of being “a mineral
extractive company”, which means having a mining right and using such right (as opposed to having and
exercising another mining right — the right for geological exploration).

The legislature has delegated to the Government the authority of defining the size of the Fund
replenishment payments and clarifying other legal relations with regard to the Fund. Article 69(1) of the
Code stipulates the following:

“The procedure for using the fund and calculating the sizes of contributions shall be defined by
the Government”.

The relevant decree of the Government No. 1079-N dated August 23, 2012 approving “The Procedure
for Using the Fund for Nature and Environmental Protection and Calculating the Sizes of Contributions”
(hereinafter referred to as “Procedure for Calculating Recultivation Contributions”) states that the basic

% Ibid., Article 69(5)

60 Jbid., Article 70(3)

6 Refer to the RA Government Decree No. 764-N “On the Procedure of Assessing the Possible Economic Impact on the
Environment and its Compensation” (dated May 27, 2015), Annex 1, available from
https://www.arlis.am/DocumentView.aspx?DoclD=99202, the RA Government Decree No. 91-N “On the Procedure of
Assessing the Impact on the Atmosphere Resulted From Economic Activities” (dated February 14, 2005), Annex 1, available
from https://www.arlis.am/DocumentView.aspx?DoclD=13400, the RA Government Decree No. 1110 “On the Procedure of
Assessing the Impact on Water Resources Resulted From Economic Activities” (dated August 14, 2003), available from
https://www.arlis.am/DocumentView.aspx?DoclD=84631, the RA Government Decree No. 1643-N “On the Requirements Set
Forth for Soil Recultivation and Classification of Disrupted Soils by Recultivation Areas” (dated December 14, 2017), available
from https://www.arlis.am/DocumentView.aspx?DoclD=118387.
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rate for calculation of contributions made to the Fund shall be defined by “the plan and (or) the project
and (or) mining contract” %. According to the Procedure for Calculating Recultivation Contributions,
the basic rate shall be the “budgetary price of recultivation works”®. It turns out that there are no
statutory regulations (by laws) for defining the basic rates and that in any particular case the basic rate
shall be defined based on the certain circumstances taking into consideration the budget of the project
or the plan.

The Procedure for Calculating Recultivation Contributions also stipulates the obligation of “initial
contribution” which shall be made “within one month following the day of signing the respective contract”
%4 and the size of which “shall be defined by relevant mining contract”, however “which shall not be less
than 15 percent of the basic rate for calculation of contributions made to the Fund” .

The Procedure for Calculating Recultivation Contributions also provides for the formula for calculating
the minimal amount of contributions and states that the current contributions cannot be less than such
minimal amount®. The minimal amount (MA) is calculated by dividing the difference of the basic rate
(BR) and the initial contribution (IC) by recultivation works implementation period (T): MA=(BR-IC)/T.

Thus, calculation of recultivation contributions fully depends on the size of initial contribution stated in
the mining contract, as well as the basic rate defined by the project, plan or mining contract.

However, within the framework of this Report, we note that only 6 out of all the existing mining contracts
provide for numerical data on recultivation payments, while in the rest of the cases they are stipulated in
the plan and EIA expert recommendation. The basic rates, the sizes of initial and annual contributions
stated in the contracts are provided below ©’:

Table 2.1.1 The basic rate of recultivation contributions defined by the mining contracts, initial
and annual contributions

Mini tract b Basic rat Initial Annual
Mining Company ining cor:i::: Aumber, (tho:ss;;;aA:AD) contribution contributions

(thousand AMD)  (thousand AMD)

No. PV-057,

August 22, 2012 X X 307.74

No. PV-169,

October 20, 2012 X 4174.35 1028.46

No. PV-239,

September 27, 2012 X 392.5 171.1

No. PV-245,

September 26, 2012, 1864926 279 740 121 940

according to amendments as
of May 23, 2016

62 RA Government Decree No. 1079-N (August 23, 2012), Annex 1, Point 2(3).

& Ibid.

64 Ibid., Point 5.

5 Ibid., Point 12.

66 Ibid., Point 13.

57 The information is taken from the texts of contracts available on MEINR website at http://www.minenergy.am/page/571. The
basic rates of recultivation contributions, the sizes of initial payments and annual contributions defined by mining contracts,
according to the reports completed by mining companies, have been included in Annex 3.
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Mining contract number Basic rate Initial Annual
Mining Company 8 date ’ (thousand AMD) contribution contributions
(thousand AMD)  (thousand AMD)
No. PV-376,
February 20, 2013 X 3126.2 2952.54
No. PV-213, X 947.25 233.381

October 20, 2012

Mining contracts which does not stipulate basic rates for recultivation contributions, as a rule, provide
for the following wording in point 3.1 of Annex 1 (Financial offers and mining payments) of these
contracts:

3. Payments to the nature and environmental protection fund, and monitoring fees for ensuring
the safety and health of population of the communities located on mineral extraction areas, the
areas of collection of extraction waste dumps and their adjoining territories.

3.1 Mining payments made by mining companies to the nature and environmental protection fund
in the amount and as prescribed by payment order set forth by the legislation of the Republic of
Armenia.

The wording literally duplicates the sample form of mining contract approved by RA Government Decree
No. 437-N dated March 22, 2012 (hereinafter referred to as “the Sample Contract”). However, it is
obvious that points 3.3.1 (as well as 3.2) of the Sample Contract are defined as titles (sections) and it is
assumed that point 3.1 shall be followed by precise calculations, which also comes from the requirements
of the Procedure for Calculating Recultivation Contributions, according to which the basic rate for
recultivation payments shall be defined by the mining contract.

However, in practice the majority of mining contracts simply duplicates the titles of the Sample Contract
without defining the basic rates, which is also problematic from the linguistic and logical viewpoints since
the wordings of the titles are used as provisions actually stipulating obligations without expressing
complete thought.

As a result, legal uncertainty comes up: the legislation refers to the contracts (as well as the
projects/plans), while the contracts do not define any particular obligation, but only refer to “the amount
stipulated by the law” and “the payment procedure”.

We believe, that from the legal viewpoint we shall look at the issue within the context of the following
questions:

Whether not defining the basic rates for calculation of the contributions made to the Fund in the
contracts (as well as in the projects/plans) eliminates the obligation to make such contributions.

If no, whether not defining the basic rates for calculation of the contributions made to the Fund
in the contracts (as well as in the projects/plans) postpones/defers the obligation to make such
contributions.
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The answer to the first question is definitely “no”. The analysis of the Code’s text clearly indicates the
mandatory nature of the payment. The Code does not envisage any exception with this regard (the
grounds relieving of the subsoil exploitation fees defined by Article 62 of the Code are not applicable).

The answer to the second question is also “no” since the Code does not define any possibility for
postponing/deferring the payments.

According to the report of the Ministry of Environment submitted within the framework of EITI®®, in 2016,
22 out of 27 mining companies have presented a calculated amount of payments for replenishment of
environmental protection fund, however 15 out of these companies had not made actual payments. In
2017, out of 25 mining companies which had presented calculated amounts of payments, 20 companies
had not made actual payments. In 2018, 16 mining companies out of 26 had presented calculated
amounts of payments for replenishment of environmental protection fund, where 2 out of these
companies had not made actual payments. Noteworthy, that, in total, 18 companies extracting metallic
ore had made actual payments.

As a general observation, pursuant to the reports of the Ministry of Environment, in 2016 the total
payments calculated for replenishment of environmental protection fund amounted to 261,335,348 AMD,
out of which only 194,196,907 AMD was actual paid; while in 2017, a total amount of 368,484,242 AMD
was calculated and 288,185,535 AMD was actually paid. Considering the total amounts of calculated and
actually made payments, some of the companies had not made the payments, and the unpaid amounts
constitute 67,138,441 AMD in 2016 and 80,298,707 AMD in 2017. As of December 31, 2015, the
calculated amount for the reporting year constituted 697 million AMD, where actually paid amount - 474
million AMD. Therefore, the unpaid amounts constituted 223 million AMD.

Noteworthy, in 2018 total payments calculated for replenishment of environmental protection fund
amounted to 1,414,853,262 AMD, out of which only 961,797,565 AMD was actual paid.

Meanwhile, payments have not been made by several companies, and the unpaid amounts constituted
453,055,697 AMD.

The table summarizing the data provided by extractive companies and the Ministry of Environment is
presented in Annex 3.

According to Article 30 of the Mining Code of the Republic of Armenia, written warning can be issued to
the legal entity holding subsoil exploitation right (hereinafter also referred to as “mining company” or
“mining entity”) in case the latter has failed to make the payments stipulated by the law, within one month
from the payment due date. In case the mining company does not eliminate the grounds for the notice
no later than within 90 days after receiving the notice, the Ministry may file an administrative case.

Noteworthy that MTAI has prepared draft Government Decree according to which information exchange
between state authorities, i.e. SRC, Inspection body, sectoral ministries, has been clearly regulated.

% 1n 2016 and 2017 - Ministry of Nature Protection
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To finalize, it is worth mentioning that RA Government Decree No. 1079-N needs to be revised, i.e. it
has been adopted in 2012 and has not been amended since then. Meanwhile, at least textual amendments
are required; hence the Decree contains references to legal acts which are repealed and are not valid
anymore. For instance, it is referred to the Government Decree No. 750 dated 26 May 2006, which has
been repealed on 31 December 2017 and has been replaced by the Governemnt Decree 1643-N dated
14 December 2017.
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Table 2.1.2 The amounts of actual contributions made to the Fund during 2016-2018 by mining companies and the approaches for
determining the base rates

The approach of the mining company for determining the base Actual annual recultivation contribution,

Mining Company rates 2018 AMD, according to the EITI report
of the Ministry of Environment
Table 9.7 on page 27 of nature protection section of the project -
NBP-128 expert recommendation dated 13.12.2010 89,580,000
“Aktiv Lernagorts” LLC Environmental protection under the project 3,415,000

“Assat” LLC E?cg,jczsc56-67 of the Environmental Impact Assessment Report of the

Table 9.1 on the page 94 of the project presents the areas of disturbed

PARMESE e land (in hectares), and technical recultivation is stated on page 112 R
Environmental protection of the project, page 30 697,840
Point 1 of the Table of Annex 2 to the Contract — expenses required for
“Geghi Gold” LLC mining and technical recultivation of the processed area of the open 12,224,500
mine
Point 1 of the Table of Annex 2 to the Contract — Recovery of disturbed 58,957,300
land areas
Project and Scedule 21,264,739
Page 47 of the environmental protection section of the Lichq project 122,135
“Tatstone” LLC :)fsz C2tI of the environmental protection section of the Aygedzor 149,000

“Teghout” CJSC Points 3.1.1 and 3.1.2 of Section 3 of the Annex 1 to the Contract 2,953,000

“Ler-Ex” LLC Point 16 of the table of Annex 1 to the contract - vertical smoothing
and improvement of mine territory

“Lydian Armenia” CJSC Points 2 and 3 of Annex 2 to the Contract amendment of 2016, Scedule 121,938,000
“Lichqvaz” CJSC Expert recommendation No. BP-60 dated 29.06.2017 9,236,841

“Chaarat Kapan” CJSC - 23,863,635
“Gharagulyanner” CJSC gi\cg;je; (1::)2 of the Environmental Impact Assessment Report of the 1717.245
“Marjan Mining Company” LLC Expert Recommendation No. BP-86 dated 19.08.2008 -
“Mego Gold” LLC Envisaged by the project -
“Meghradzor Gold” LLC According to the page 22 of mine-closure plan 615,480
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The approach of the mining company for determining the base

Mining Company rates

“Molibdeni Ashkharh” LLC -

Sub-point f of point 3 of the table in Annex 1 to the Contract — humus
soil accumulation, recultivation

“Paramount Gold Mining” CJSC Expert recommendation No. BP-137 dated 23.12.2010

“Sagamar” CJSC®® Page 80 of the Project - expenses for recovery of the disturbed lands
“Vayk Gold” LLC Environmental protection of the project

“Vardani Zartonk” LLC Points 3.1.2 and 3.1.3 of Section 3 of the Annex 1 to the Contract
“Fortune Resources” LLC Points 3.1.2 and 3.1.3 of Section 3 of the Annex 1 to the Contract

“Multi Group” Concern LLC

Actual annual recultivation contribution,
2018 AMD, according to the EITI report
of the Ministry of Environment
1,561,152

2,100,430
6,241,600
1,715,900

735,000
7,084,000

59 The current edition of the contract No. PV-093 dated October 20, 2012 signed with “Sagamar” CJSC (revision of June 8, 2015) does not stipulate recultivation contributions. The

initial version envisaged 1,619,463 AMD annual obligation before contract revision (for the period of 2008-2011).
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b) Monitoring fee

Monitoring fee which is paid “for ensuring the safety and health of population of the communities located
on mineral extraction areas, the areas of collection of extraction waste dumps and their adjoining
territories [implementation of monitoring]””° is described in details in the RA EITI Report 2016-2017"".
The later, inter alia, addresses not only the objectives, procedure for calculation and payment of
monitoring fees, but also presents the complete list of grounds for fees exemption and identifies existing
legal uncertainties. It is important to note that monitoring fees are not recorded in state budget but in
deposit account opened in the name of the authorized body in the Central Treasury of the Republic of

Armenia.

However, within the scope of this Report, we note that the basic rate for implementation of monitoring
is directly dependent on the estimated price of the monitoring activities envisaged by the mine-closure
plan.

According to the Code, the mine-closure plan is submitted together with the application for receiving
the right for mineral extraction’2. In this regard, however, the mining contracts, which were signed not
on the basis of mining permits granted as a result of such applications, but as a result of re-issuance of
the permits issued previously in mining industry, are problematic. Taking into consideration the fact that
the previous Mining Code of the Republic of Armenia” in force from 2002 to 2012 did not envisage a
legal requirement to submit a mine-closure plan, in the case of the majority of re-issued permits the
mine-closure plans are missing. Therefore, the estimated price of monitoring is also not available.

During the reporting period, the failure to pay the monitoring fee (as well as any other payment
prescribed by law) within one month from the payment due date would result in Authorized body’s right
to give a notice to the mining entity. In case the grounds for notice were not eliminated within 90 days
of receiving the notice, the mining right was terminated.

The summary of obligations taken over by the existing mine-closure plans of the current mining contracts
is provided below (in compliance with Annex 2 “Obligations stipulated by mine-closure plan”’4). Separate
study of mine-closure plans was not realized since they are not publicly available.

70 The Code, reference -, Article 61(2)(3) and Article 15(2)(10).

/' RA EITI Report 2016-2017, pp. 100-105, available at

https://eiti.org/files/documents/english 20162017 _armenia_eiti_report. pdf

2 The Code, reference 2, Article 49(2).

73 The Mining Code, HO-456-N (passed on November 6, 2002, out of force since January 1, 2012), available at the following
link: https://www.arlis.am/DocumentView.aspx?DoclD=72894

74 The information was taken from the texts of contracts published on MTAI website. Available at the following link:
http://www.mtad.am/hy/mtad26.12.4/
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Table 2.1.3 Obligations taken over by the mine-closure plans developed under mining contracts

Mining company

“Meghradzor Gold” LLC

“Paramount Gold Mining” CJSC

“Sagamar” CJSC

“Ler-Ex” LLC

“Akhtala Mining and Processing
Enterprise” CJSC

“Fortune Resources” LLC

“Molibdeni Ashkharh” LLC

“Chaarat Kapan” CJSC
“Mego Gold” LLC

“GeoPro Mining Gold” LLC

“Yardani Zartonk” LLC

“Lydian Armenia” CJSC

“Lichqvaz” CJSC

“Agarak PMK” CJSC

“Assat” LLC

Date and the number of mining
contract
No. PV-057,
August 22, 2012

No. 089, June 12, 2012

No. PV-093,
October 20, 2012

No. PV-094, August 16, 2012

No. PV-103,
October 20, 2012
No. PV-169,
October 20, 2012

No. PV-174,
November 7, 2012

No. PV-183,

November 27, 2012

No. PV-184,

December 28, 2012

No. PV-189, October 20, 2012,
according to the change of October
22,2014

No. PV-239,

September 27, 2012

No. PV-245,

September 26, 2012, according to
the change of May 23, 2016

No. PV-293,

November 22, 2012

No. PV-311, April 5, 2013,
according to the change of June 1,
2013

No. PV-366, June 6, 2013

“Yayk Gold” LLC No. P-371, November 30, 2012

Annual payment for monitoring
envisaged by mine-closure plan
Obligations stipulated by mine-closure plan

are missing from the contract
Obligations stipulated by mine-closure plan
are missing from the contract

11,780,000 AMD

Obligations stipulated by mine-closure plan
are missing from the contract

Obligations stipulated by mine-closure plan
are missing from the contract

Obligations stipulated by mine-closure plan
are missing from the contract

Only activities aimed at mitigating the social
situation of the workforce are envisaged by
the contract.

The company’s responsibility “to prepare
the final mine-closure plan and submit it to
the authorized body 2 years prior to the
completion of mine exploitation works” is
also defined (point 1.3, Annex 2).
Obligations stipulated by mine-closure plan
are missing from the contract

Obligations stipulated by mine-closure plan
are missing from the contract

6,000,000 AMD

Obligations stipulated by mine-closure plan
are missing from the contract

16,610,000 AMD

Obligations stipulated by mine-closure plan
are missing from the contract

25,000,000 AMD

No monitoring activities are envisaged
within the framework of the obligations
arising from the mine-closure plan
stipulated by the contract

No monitoring activities are envisaged
within the framework of the obligations
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Mining company Date and the number of mining Annual payment for monitoring
contract envisaged by mine-closure plan

arising from the mine-closure plan

stipulated by the contract

No. PV-376, February 20, 2013 Obligétic?ns stipulated by mine-closure plan

are missing from the contract

Obligations stipulated by mine-closure plan

No. PV-398, March 7, 2013 L
are missing from the contract

No. P-458, February 11, 2013 2,500,000 AMD

No. P-459, February 11, 2013,

according to the changes of 375,000 AMD
February 10, 2016

No. P-514, January 16, 2015 5,000,000 AMD
No. P-515, August 22, 2014 150,000 AMD
No. P-544, July 22, 2016 2,200,000 AMD

No. PV-213, October 20, 2012 Obligé‘fio.ns stipulated by mine-closure plan
are missing from the contract

No. PV-232, November 27, 2012 Obligé‘fio.ns stipulated by mine-closure plan
are missing from the contract

No. PV-425, December 28, 2012 Obligé‘fio.ns stipulated by mine-closure plan
are missing from the contract

No. P-547, October 25, 2016 4,895,000 AMD

Thus, out of the 27 contracts under consideration 14 did not have the Annex titled “Obligations stipulated
by mine-closure plan”. The Annex 2 titled “Mine-Closure Plan” of one of the 14 contracts which
stipulated such obligations (contract No. PV-174 signed on November 7, 2012 with “Molibdeni Ashkharh”
LLC), only defines the obligation of mitigating the social situation of workers and implementing social-
economic activities in the communities located in the impact area of the mine (without clarifying their
nature). The company’s obligation “to prepare the final mine-closure plan and submit it to the authorized
body 2 years prior to completion of mine exploitation works” is also stipulated. In the case of two other
contracts (contract No. PV-366 signed on June 6, 2013 with “Assat” LLC and contract No. P-371 signed
on November 30, 2012 with “Vayk Gold” LLC) the Annex titled “Obligations stipulated by mine-closure
plan” is available, however it does not provide calculations related to monitorings.

From the remaining 11 contracts out of the 14, having an Annex titled “Obligations stipulated by mine-
closure plan”, only the contract signed with “Lydian Armenia” CJSC includes terminology related to the
Code and Monitoring fee calculation and payment procedures.

In the other 10 contracts, at the end of the Annex 2 titled “Mine-closure plan”, which contains social
mitigation measures, a list of events in form of a table is included, which in essence are not of social,
but rather of ecological nature (including activities such as recovery of damaged land areas, dismantling
of industrial sites, transportation of equipment, implementation of monitoring, installation of warning
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measures, maintenance of water removal gutters, construction of drainage systems and others) and are
an estimate per se, which determines “the size of investments” envisaged for the activities.

However, from a contextual viewpoint the tables in the contracts with such formulations are not
connected with the text and do not use the formulations provided in the Code and the Monitoring fee
calculation and payment procedure, which may create certain legal uncertainties.

The companies’ contracts, which do not envisage “Obligations stipulated by mine-closure plan” (in form
of a separate Annex) and/or do not include corresponding calculations in mine-closure plans, are
problematic. Are the latter exempt from the obligation of making relevant payments only due to the
reason that the Monitoring fee calculation and payment procedure approved by the Government links
the calculation of the payments to the estimated prices of monitoring envisaged by the closure plan?

c) Environmental taxes

Starting from 2018 the environmental taxes are regulated by the Tax Code.

The Tax Code defines the notion of “environmental tax”, according to which environmental tax is the tax
paid to the State Budget for the purpose of generating monetary funds necessary for undertaking
environmental measures’.

According to the Tax Code, there are four environmental taxable objects:
1) emission of harmful substances into the atmospheric air
2) leakage of harmful substances and/or compounds into water resources

3) subsoil management wastes, industrial wastes and/or wastes of consumption:
a. placement in specifically designated areas

b. storing in specifically designated areas

4) in case of goods causing damage to the environment:
a. import into the territory of the Republic of Armenia

b. alienation within the territory of the Republic of Armenia by importer-sellers and/or
producer-sellers.

The Tax code defines the list of harmful substances polluting the atmospheric air, as well as the rates of
payments made during the reporting period.

The latter stipulates monetary rates for every tonne of dust, carbon monoxide, nitric oxides, sulphuric
anhydride, chlorine and chloroprene emitted in the reporting period.

75 The Tax Code, article 161
35



ARMENI|A Extractive

Industries
EI I Transparency
EY EITI Report I Initiative

For other substances polluting the atmospheric air, with regard to which the actual volumes of emissions
exceed the maximum permissible volumes of emissions stipulated by the permits for emission of harmful
substances into the atmospheric air, as prescribed by legislation, or with regard to which the permits
for emission of harmful substances into the atmospheric air are not available, or the maximum
permissible emission is not referred to in the permits, the rate applied for one tonne is calculated using
the following formula:

RATEair = 900 AMD /MPC

Where “RATEair” is the rate, “MPC” is the daily average maximum permissible density (concentration)
of the given substance in the air’®.

The rates for emission of harmful substances into the atmospheric air from stationary sources of
emission within the territory of the city of Yerevan, national parks increase 1.5-fold”’.

The Tax Code also stipulates fixed rates for leakage in the reporting period of one tonne of suspended
substances, ammonia nitrogen, biological oxygen demand, oil products, copper, zinc, sulphates,
chlorides, nitrites, nitrates, total phosphorus, detergents, heavy metal salts, as well as cyanogen and
cyanogen compounds into water resources directly and/or centralised water drainage networks and
other water systems.”®

As to other harmful substances and compounds, with respect to which the actual volumes of leakage
exceed the volumes of maximum permissible leakage of harmful substances and compounds in
wastewater, provided by water use permits, or no water use permits are available or the volumes of
maximum permissible leakage are not specified in the water use permits or the volumes of maximum
permissible leakage, provided by the rules for the use of water drainage systems and purification of
drained water, are not determined, the rates of environmental tax applied per one tonne of leakage in
the reporting period are calculated using the following formula:

RATEwater = AMD 10 000/MPCfishery

Where “RATEwater” is the rate, “MPCfishery” is the maximum permissible concentration of the given
substance or compound in the water used for fishery purposes’®.

The rates prescribed for those responsible for leakage of harmful substances and compounds into the
catchment basin of Lake Sevan, the rivers of Getar and Hrazdan within the territory of Hrazdan Gorge
are doubled.®° The Tax Code also stipulates the environmental tax rates for placing each tonne of
industrial wastes and/or consumption wastes in specifically designated areas (excluding industrial sites)
during the reporting year®'.

76 Ibid., The Tax Code Article 167
7 Ibid., Article 167(2)
8Ibid., Article 169(1). See the rates in Annex 8
lbid., Article 169(1)
80Jbid., Article 169(2)
8bid., Article 3(a). See the rates in Annex 6
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The point “b” of the article 3 of the RA Law “On Environmental Payment Rates” stipulates the rates for
placing (storing) each tonne of industrial and consumption wastes in industrial sites, which will operate
until December 31, 2020 inclusive.

The Code also stipulates the environmental tax rates (which will operate from 1 January 2021) for one-
time storage of each tonne of industrial wastes and/or consumption wastes (except for subsoil
management wastes) in industrial sites during the reporting period, and the environmental tax rates
(which will also operate from 1 January 2021) for one-time placement or storage of subsoil management
wastes in specifically designated areas: tailing storage facilities, industrial waste dumps, sites of
overburden rocks and/or similar sites during the reporting period®.

d) Royalties
From January 1, 2018 the concept of royalty, the groups of payers, calculation base, rates and other
issues are regulated by the RA Tax Code.
The Tax Code provides the following definition of royalty:

Royalty is a payment made to the State Budget of the Republic of Armenia in accordance with this
Section for the purpose of compensating for the utilisation of metallic minerals, as well as for the profits
derived from the sale of metallic minerals and the products derived as a result of processing of metallic
minerals.®

According to the Code, the following organizations are considered to be royalty payers:
1) organisations exploiting mines of metallic minerals and producing metal concentrates

(hereinafter referred to as “concentrates™) or castings or any other products through the
processing of ore, concentrates, castings,

2) organisations exploiting mines of metallic minerals and producing any products from the
metallic minerals extracted from these mines without concentrate formation,

3) organisations producing metal concentrates and/or castings from waste of subsoil exploitation
and/or ore or any other products through the processing of waste of subsoil exploitation,
ore, concentrates, castings, irrespective of the fact of exploiting a mine of metallic minerals.®*

Every reporting year is deemed to be a reporting period for calculation and payment of royalty®.
Rate and base for calculation

According to the Code, the royalty base is the sales turnover of any end product derived from the
supplied concentrate, casting instead of concentrate or casting without concentrate formation or as a

2/pid., Article 3(b).
83/bid., Article197
84/bid., Article 198
85/bid., Article 211
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result of processing of subsoil management wastes, ore, concentrate, casting during the reporting
period. For the purpose of calculation of royalty, the sales turnover is determined by the accrual method.

Accrual basis accounting method means that the royalty payer keeps records of the income and expenses
from the moment of obtaining the right to receive the income or from the moment of recognizing the
expenses, irrespective of the time of receiving compensation or making a payment.

The Tax Code defines four different cases for royalty base calculation.
Concentrate.

The physical volume of the supplied concentrate is deemed to be the final content of metal in the supplied
concentrate expressed in weight units (in grams or tonnes), determined in accordance with the supply
contract (based on the results of the final settlement carried out in accordance with the contract)
concluded between the supplier and the buyer. The contract value for the supplied concentrate
determined based on the pricefixing period and price quotation (based on the results of the final
settlement carried out in accordance with the contract) as prescribed in the contract on supply of
concentrate concluded between the supplier and the buyer serves as the value of the physical volume of
the supplied concentrate.

Where under the supply contract, the supply of the concentrates and the final settlement are carried
out in different reporting periods of the royalty calculation, the content of metal expressed in weight
units (in grams or tonnes) under the terms of the contract (according to the primary certificate of quality
and the settlement documents issued by the supplier) serves as a physical volume for the calculation of
the sales turnover during the reporting period of supply of the concentrate.

Where under the contract on supply of concentrates, the supply of the concentrates and the final
settlement are carried out in different reporting periods of royalty calculation, in order to calculate the
sales turnover during the reporting period of supply of the concentrate the contract value determined
at the time of delivery under the terms of the contract, without value added tax, serves as the value of
the physical volume.

The contract value for the physical volume supplied during the reporting period, determined under the
contract on supply of goods concluded between the supplier and the buyer (based on the results of the
final settlement carried out in accordance with the contract), serves as the sales turnover of the
concentrate supplied in the reporting period of royalty calculation (irrespective of the conditions of
supply), having regard to the following:

a. within the meaning of royalty calculation, the maximum negative deviation rate of the volume
determined at the moment of supply from the physical volume determined based on the results
of the final settlement of the contract on supply of concentrate is two percent of the volume
determined at the moment of supply,

al. within the meaning of royalty calculation, when determining the sales turnover of concentrate
the following metals are considered payable for separate types of concentrate:
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In the case of copper concentrates, copper, gold, silver, as well as other metals payable according
to the concentrate sale agreement,

In the case of molybdenum concentrate, molybdenum, as well as other metals payable according
to the concentrate sale agreement,

In the case of zinc concentrate, zinc, gold, silver, as well as other metals payable according to
the concentrate sale agreement,

In the case of other concentrates, the metals payable according to the concentrate sale
agreement.

a2. within the meaning of royalty calculation, when determining the sales turnover of concentrate
the Government can determine:

Maximum thresholds of the unpaid part (subject to deductions) by the buyer for the payable
metals. If not defined by the Government, they are accepted in the amount specified in the
contract.

Maximum thresholds of processing, refining or other similar costs (including transport)
determined by the supply contract. The thresholds are published based on data on the costs of
processing and refining of metal concentrates published by specialized international journals,
including Wood Mackenzie, Metal Bulletin, or other similarly reputable international journals and
include references to relevant sources. If not defined by the Government, they are accepted in
the amount specified in the contract.

Within the meaning of royalty calculation, the reduction in sales turnover due to greater deviations from
the indices provided by the contract that have been detected at the moment of supply or later (including
the decrease in prices (exceeding the amount set forth by the contract) of the chemical elements (penalty
elements) giving rise to technological complexities in the supplied concentrate, the decrease in the
contract price in case of violation of the permissible humidity index provided by the contract) is not taken
into account.

Where based on the results of each month including the reporting period of royalty, the royalty sales
turnover is less by twenty or more percent than the sales turnover calculated based on the final content
of metals deemed payable according to the code or the supply contract, contained in the concentrate
supplied in given month and the global average prices of the given metals for the given month, the sales
turnover for that month is the 80 percent of the price of the final content of metals deemed payable
according to the code or the supply contract and contained in the concentrate and of the global average
prices of the metals for the given month.

Verifications following the final settlement of the royalty base envisaged by the contract on supply of
concentrates are performed and the results thereof are shown in the reporting period including the final
settlement (are shown in the tax calculation reports of royalties of the given reporting period).

Casting

The casting sales turnover by the royalty payer is calculated as follows:
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The physical volume of the casting is the weight of the casting supplied in the reporting period, expressed
in grams or tons, in accordance with the supply agreement concluded between the supplier and the
buyer.

The estimated value of concentrate (physical volume of concentrate) used for the casting supplied during
the reporting period is considered to be the physical volume of the technologically grounded concentrate
actually used for the production of the unit of weight of the casting, the final metal content in the
concentrate expressed in weight (in grams or tons).

The turnover of the casting is calculated based on the physical volume of the concentrate used in
accordance with the supplied casting, applying the international average prices of the metals contained
in the concentrate.

Any final product received as a result of concentrate, casting processing

The physical volume of the final product is the weight of all metals expressed in grams or tons, consumed
for the production of the product supplied in accordance with the product supply agreement concluded
between the supplier and the buyer.

In terms of the calculation of royalties for each metal in the final product, the basis is the technologically
grounded estimated value of the physical volume of the given metal concentrate (the final content of
metals expressed in the concentrate in weight: in grams or tons), which was spent for the production of
the given volume of metal contained in the products supplied during the reporting period.

The sales turnover of the final product is calculated based on the physical volume of the concentrate
used in accordance with the final supplied product, applying the international average prices of the
metals contained in the concentrate.

Any product received after processing of ore without concentrate

For the purpose of determining the sales turnover, the physical volume of any product, received after
processing of ore without concentrate, is considered the actual volume of the metal contained in it in
grams or tons. In case of alienation of the products defined in this part, the sales turnover is calculated
based on the final metal content (expressed in weight (in grams or tons), applying the international
average metal prices.

It should be noted that the international average price of metal is the price published for each month by
the Government's authorized body in the field of finances based on the data of the London Metal
Exchange, and if the data is not published by the mentioned source, based on the data of another similar
authoritative international source (also publishing information on the source).

The base of the royalty is the sales turnover of any final product received from the processing of (i)
concentrate, (ii) casting instead of concentrate or casting received after processing without concentrate
or (iii) mining waste, ore, concentrate, casting processing (hereinafter referred to as the product in this
section together with the concentrate) supplied during the reporting period.

For the royalty, a value (percentage) rate is set to the base of the royalty, the amount of which is
determined by the following formula:
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R =4 + [P/(Bx8)]x100, where:
R - the rate of royalty in percent.

P - the profit before taxation in Armenian drams, which is calculated as a positive difference between
royalty base and reductions for the calculation of profit tax defined by the Code (except for expences of
financial activities, royalties and tax losses of previous years)

B - royalty base in AMD

During the calculation of the profit before taxation the reduction of administrative costs, sales costs and
other costs of non-productive nature of the environmental fee payer are taken into account in the gross
income by the specific weight corresponding with the sales turnover of the royalty.

It should be mentioned that the Government in its decree N 1492-N of 23 November 2017 defines:

1. For the purpose of calculation of royalties in the Republic of Armenia for determining the sales
turnover of the concentrate sold by royalty payers the maximum unpaid limits by the buyer for the metals
to be paid, incuding any reductions applied to metals to be paid by the agreement, are considered:

1) for the copper concentrate:
a. 1 percentage point of copper contained in a dry metric ton of concentrate;
b. the actual amount of gold contained in one dry metric ton of concentrate, if it is less than 1 gram;

c. 10% of the amount of gold contained in one dry metric ton of concentrate, if the amount of gold in
the concentrate is not less than 1 gram;

d. the actual amount of silver contained in one dry metric ton of concentrate, if it is less than 30 grams;

e. 10% of the actual amount of silver contained in one dry metric ton of concentrate, if the amount of
silver in the concentrate is not less than 30 grams;

2) for the zink concentrate:
a. 8 percentage point of zinc contained in one dry metric ton of concentrate;

b. 10 percent of the gold contained in one dry metric ton of concentrate, if the amount of gold in the
concentrate is not less than 1 gram;

c. 10 percent of silver contained in one dry metric ton of concentrate, if the amount of silver in
concentrate is not less than 30 grams;

3) in the case of molybdenum concentrate in one dry metric ton, 0.5% of the molybdenum contained in
the concentrate, if value values of recycling costs are provided in contract;

4) for gold concentrate:

a. 15% of the actual amount of gold contained in one dry metric ton of concentrate, if the amount of
gold in the concentrate is not less than 1 gram;
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b. 15% of the actual amount of silver contained in one dry metric ton of concentrate, if the amount of
silver in the concentrate is not less than 30 grams.

2. Based on the data published by Metal Bulletin, Wood Mackenzie, CRU monitor, S&P Global Platts
Annual benchmark of Metal Concentration and Annual Pricing Costs on the Annaual benchmark of metal
concentrate processing and refining costs formed as a result of the negotiations on contracts between
the world's largest miners and foundries, define that in the Republic of Armenia when deciding the sales
turnover of concentrate sold by royalty payers for the purpose of calculating royalties, limits, including
any reductions for recycling, refining or other similar costs under the contract, are considered

1) for the copper concentrate:

a. costs of processing one dry metric ton of concentrate - the amount not exceeding 90 USD equivalent
in AMD;

b. costs of refining one pound copper to be paid - the amount not exceeding 0.09 USD equivalent in
AMD;
c. costs of refining 3 troy ounces gold to be paid - the amount not exceeding 3 USD equivalent in AMD;

d. costs of refining one troy ounce of silver to be paid — the amount not exceeding 0.3 USD equivalent
in AMD;

2) for zinc concentrate costs of processing and refining of one dry metric ton of zinc concentrate - the
amount not exceeding 100 USD equivalent n AMD;

3) for molybdenium concentrate the cost of one dry metric ton of molybdenum processing and refining,
but the sum of the cost values for processing, refining and of anticipated cost values for unpaid metal
by the buyer shall not exceed 15% of the value of the molybdenum contained in the concentrate;

4) for gold concentrate:

a. costs of processing of one dry metric ton of concentrate — the amount not exceeding 185 USD
equivalent in AMD, and for the cost of refining one troy ounce - the amount not exceeding 6 USD
equivalent in AMD.

b. costs of refining one troy ounce of silver - the amount not exceeding 0.4 USD equivalent in AMD.

3. In the Republic of Armenia for the purpose of calculating royalties, the maximum limits of costs for
the transfer of concentrate by the royalty payers, including the transportation, packaging, marking and
loading costs, are considered:

1) the amount not exceeding 12 thousand AMD per one dry metric ton of recalculated concentrate, in
case of sale of the concentrate to the resident of the Republic of Armenia;

2) the amount not exceeding 30 thousand AMD per one dry metric ton of recalculated concentrate, in
case of the concentrate being exported from the Republic of Armenia, if the starting point of the
transportation is located in less than 150 km away from Bagratashen customs point;
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3) the amount not exceeding 40 thousand AMD per one dry metric ton of recalculated concentrate, in
case of the concentrate being exported from the Republic of Armenia if the starting point of the
transportation is located in 150 km away and more from Bagratashen customs point.

4. The present decree also defines that the amount equivalent to transportation costs mentioned in point
3 may not be separated from from costs mentioned in point 2. In such cases, the sum of the limits set
by points 2 and 3 of the decree shall be considered as the maximum single limit for 1 dry metric ton of
concentrate as a reduction in recycling and transportation costs.

At the same time, for determining the sales turnover of the concentrate supplied in the reporting period
in terms of royalty calculation, in case of exceeding the maximum limits set by points 1, 2, 3 and 4 of
this decree, the reductions shall be calculated in accordance with the maximum limit set by this decree,
and in case of not exceeding the maximum limits are taken into account according to the amount
stipulated in the contract.

e) State fees for granting mining permits

A state fee is paid for granting mining permits, the rate of which is defined by the RA Law “On State
Duties”®. The latter defines the following annual rates for the fees paid for granting mining permits for
geological exploration realized for mineral extraction purposes, as well as for granting permits for using
each mine of precious, non-ferrous and rare metals, which are presented in Table 2.1.4:

Table 2.1.4 Annual rates of state duty for granting mining permit

Permit type Annual state duty in AMD
For granting permit for geological exploration for mineral extraction purposes 50,000
For granting permit for exploitation of each mine of precious, non-ferrous and rare metals®” 10,000,000

For granting permit for using (exploitation) of each mine containing construction

materials, annual AUGIULY
For granting permit for using (exploitation) of each mine of metals, chemical, light industry 10.000.000
and other sectors of industry, annual T

For granting permit for geological exploration for mineral extraction purposes, , annual 50,000

For granting one-time permit for extraction of non-metal minerals, annual 100,000
For granting permits for construction of underground storage of most important significance 500,000

or for extraction of non-metal minerals for exploitation purposes, annual
The mining entity is obliged to pay the state fee no later than 5 working days after being dully notified
about the approval of the application for the permit®.

Noteworthy that pursuant to the Form 2 of Annex 2 (Taxes, payments and fees paid by mining companies)
and Annex 3 (Form of the public report submitted by the State Revenue Committee) of the RA
Government Decree No. 666-N dated 8 June 2018, information shall be provided also with regard to
state fees for granting permit for using (exploitation) of each mine of black metals as well. Meanwhile,
as mentioned in the table, pursuant to RA Law “On State Fee” no state fee is stipulated for granting

86 RA Law “On State Duties”, reference Error! Bookmark not defined., Article 19.4
87 The Law does not stipulate state duty for granting a permit for using every black metals’ mine.
88 Code, reference --Article 61(8)
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permit for using (exploitation) of mine of black metals. With this regard, we suggest making respective
amendment to the RA Law “On State Fee” by adding black metals to precious, non-ferrous and rare
metals.

State fee for conducting the process of expertise. Pursuant to Article 30(1) of the RA Law “On
Environmental Impact Assessment and Expertise”, state fee shall be paid for conducting the process of
expertise. Pursuant to Article 18(3)(6) of the same law, a state fee receipt attached to the report on
environmental impact assessment of the planned activities shall be submitted to “Environmental Impact
Assessment Expertise Center” SNCO. And the amount of the state fee is stipulated by Article 19 (12)(12.4)
of the RA Law “On State Fee”.

(ii) Taxes
The Tax Code, which came into force on 1 January, 2018 as a single document unites all tax regulations®.

Below the main features of taxation and compulsory payments are presented.

Profit tax: The profit of all mining companies in Armenia is subject to Profit tax. The Profit tax amount
is calculated at the rate of 20 percent® of the taxable profit.

Besides the mentioned above, the companies paying incomes from Armenian sources to non-resident
profit taxpayers, as tax agents, should withhold non-resident’s profit tax in accordance with the rates
provided in Table 2.1.5:

Table 2.1.5 Non-resident profit tax rates applicable during 2018

Type of income Rate
Insurance indemnities, re-insurance payments and incomes received from transportation (freight) 5%
Divi(?ent’sg‘, interests, royalties, income from property rent, property value additions and other 10%
passive income
For other income 20%

Income tax: All mining companies operating in the Republic of Armenia, calculate and withhold the
income tax when paying income to individuals as tax agents. The income tax is calculated and paid to the
RA State Budget on monthly basis. During 2018 the companies have calculated and paid the income tax
according to the following rates:

Table 2.1.6 The income tax rates applicable during 2018

The monthly amount of tax base Income tax rate
Up to 150,000 AMD inclsuive 23 percent
From 150,000 to 2,000,000 AMD inclusive 34,500 AMD plus 28 percent of the amount exceeding 150,000 AMD

89 Sections 11 and 12 of the Tax Code accordingly regulating "Real Estate Tax" and "Vehicle Property Tax and Payers", shall
enter into force on January 1, 2021. Before the entry into force of these sections, the RA Law “On Land Tax” HO-101 of
14.02.1994 and the RA Law “On Property Tax” HO-491-N of 26.12.2002 remain in force.
90 According to the law HO-68-N of 25.06.2019 for 2020 and subsequent reporting periods a 18% rate shall be applied for the
calculation of profit tax.
9 The dividends received by the participant from the profits as a distribution of profits attributed to the periods following the
date 01.01.2020 (resulting from the activities of those periods) are taxed at the rate of 5%.
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More than 2,000,000 AMD 552,500 AMD plus 36 percent of the amount exceeding 2,000,000 AMD

Meanwhile, starting from January 1, 2020, the single rate shall apply to the income tax base in accordance
with the table below:

Period Tax Rate
From 1 January 2020 23 percent
From 1 Jnauary 2021 22 percent
From 1 Jnauary 2022 21 percent
From 1 Jnauary 2023 20 percent

Value added tax: The following transactions are taxed by value added tax (VAT):

Supply of goods in the territory of the RA;

Implementation of works and (or) provision of services;

Import of goods to the RA with “Release for internal consumption” customs procedure;
Import of goods with EEU goods status from Eurasian Economic Unit member states to the RA

VAT rates are 0% and 20%.

The 20% rate is applied to the taxable turnover of the VAT tax base for the supply of goods,
implementation of works and provision of services.

0% rate is used for mining companies for export of products from the territory of the RA, as well as for
those services, which are not provided within the territory of the Republic of Armenia.

Property tax and land tax (from 01.01.2021 jointly real estate tax):

The property tax is calculated for the property owned by the company, as well as for the property
considered to be taxable object mentioned in Article 4 (1) (8) of the RA Law “On Property Tax”. The
Cadastre Committee of the RA is the registration body of property taxpayers.

Land taxpayers are land owners, permanent users of state-owned land.

The basis for calculating the property tax for buildings and structures and land tax is the cadastral value
of the latters. The property tax rates for buildings and structures are from 0% to 1%, and for the land
tax are from 0,5% to 1%°2.

The calculation of property tax for transportation means is based on engine power (horse power or
kilowatt).

In the scopes of the questions raised by the community representatives the issue with regard to the
Property tax is described below.

According to the discussion held with Shnogh community administration and Teghout CJSC
representatives the large part of the property under the management of Teghout CJSC the construction

92 Starting from 01 January 2021 amended rates of property tax shall enter into force.
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works of which were completed during 2014-2015 and which were used by the company during the last
years, is not registered in the Cadastre Committee of the RA. The parties state that due to various
technical issues the property registration process was continuously postponed and has not been realized,
however the company makes certain payments to the community budget which are aimed at
compensating the property tax which will be applied after cadastral registration of the mentioned
property and as a result of the ownership right. In this case, according to the report completed by the
company, the stated payment was classified as a charity payment under the “assistance in the area of
property tax” category, while in the report completed by the community the payment is registered as a
property tax.

In the first EITI report it has been recorded, that in case of registration gap the willingly making payments
to the community budget is welcomed, but it was emphasized, that both in terms of determining the
amount of payment and compliance with the established regulations, it is necessary to give an institutional
solution to the issue. From the point of view of EITI, this is especially important since in this case a
deviation from the established procedure for financial flows in the area of property tax is present.

The EITI Independent Administrator has proposed to conduct appropriate inquiries or analysis to find
out whether the above-mentioned issue, as well as the relevant approaches, are present in other
companies operating in the field of metal mining and how the heads of communities and representatives
of the RA State Committee respond to such issues.

Following EITI’s first report, the RA Deputy Prime Minister has send an instruction to the Cadastre
Committee of the RA and MTAI to monitor the real estate of legal entities entitled to extract metal ore in
the territory of the community, to record differences of the real estate actually existing and registered
in the cadastral documents and submit a relevant reference on the unregistered real estate by companies
and communities. Ministry of Territorial Administration and Infrastructure of the Republic of Armenia
has provided to the Cadastre information on differences of actually existing real estate and those
registered in the cadastral documents of legal entities entitled to extract metal ore in the territory of the
community. Pursuant to the Instruction No. SP/15.3/4187-2020 dated 18 February 2020, the heads of
Ararat, Lori, Syunik regions has been instructed to present a report, within the time-limit set forth, on
performance of works with regard to differences of actually existing real estate and those registered in
the cadastral documents of legal entities entitled to extract metal ore in the territory of the community.
Pursuant to the information provided, there is a registered property in a number of communities. While
the process with regard to unregistered property shall be continued.

Meantime, it is worth mentioning that in response to the instruction, the Cadastre Committee of the RA
has informed that there will be cases when the estates registered in the cadastral maps will not be
installed or will be installed in approximate sizes due to the lack of mine coordinates in the cadastral
cases, as the Government decree N 1791-N on “regulating the procedure of open publication of
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topographic maps and plans in the national geodetic coordinate system WGS-84 (ARMREF 02)” was
adopted on 16 July, 2009%.

Based on the above, it was proposed to send the instruction to the RA Nature Protection and Subsoil
Inspectorate, RA Urban Development, Technical and Fire Safety Inspection Body for the information on
the real estate units registered in the name of the companies having permits to extract the minerals to
carry out the required analysis.

The RA Urban Development, Technical and Fire Safety Inspection Body, in its turn, has stated that since
the discrepancies are numerous and varios, in their opinion it is impossible to give a definite and final
answer to the problems. In order to resolve the above mentioned discrepancies, it is necessary to take
an individual approach.

Further, RA Nature Protection and Subsoil Inspectorate has suggested to ensure conformity of actually
existing lands and those registered in the cadastral documents of legal entities entitled to extract metal
ore in the territory of the community, to the territories provided by mining allotment certificates.

Given the following, it was proposed to set up a commission consisting of interested organizations, which
will show an individual approach to each discrepancy, and as a result will make a well-founded and
complete decision, ensuring proportionate approaches.

iii.  Customs duties
The customs duties in the RA are the following®.

Import customs duty;

Export customs duty;

Value added tax, levied when importing goods to the customs territory of the Customs Union;
Excise tax, levied when importing excisable goods to the customs territory of the Customs Union;
Customs fees.

When exporting products, the companies operating in mining industry pay, in particular, customs fees.

The customs fee is a mandatory fee® levied in the manner and amount prescribed by the Customs Union
Customs Code, paid to the state budget, which is calculated and levied, in particular, at the following
rates®:

A customs fee of 3,500 AMD is charged for the customs clearance (except for the inspection and
registration of goods) of goods and transportation means (as well as local and foreing currencies
transported by banks) transported through the customs territory of the Republic of Armenia.

9 Government decree N 1791-N “On regulating the procedure of open publication of topographic maps and plans in the
national geodetic coordinate system WGS-84 (ARMREF 02)” adopted on 16 July, 2009
https://www.arlis.am/DocumentView.aspx?docid=107604

% The RA Law “On Custom Regulations”, HO-241-N (adopted on 17 December, 2014), article 89(1), available at
https://www.arlis.am/DocumentView.aspx?DoclD=121889

% Ibid., article 95

% Ibid., article 97
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For the inspection and registration of goods, with the exception of goods transported by pipelines
and electric wires, customs fee is charged:
= 1,000 AMD for customs control of goods weighing up to one ton declared under the
same customs declaration
= 300 AMD for each additional (or incomplete) ton of goods weighing more than one ton
declared under the same customs declaration.

(iii) Rent fee paid to local authorities

The constituent part of the financial flows directed to the community budgets are the rent payments®”
paid to the local authorities (hereinafter “LA”), which are transferred to the LA budgets for renting land,
buildings and vehicles which are owned by the latters.

These relations are, in essence, civil-legal relations, which are regulated by the RA Civil Code®, and in
case of land lease, also by the RA Land Code.

The land plots within the administrative boundaries of the communities and which are the property of
state and community are provided by the right for rent (or construction) by the head of the community®®
through tender'® (through public bargaining)'®'. The manner of holding tenders (through tender
commissions)'® and the procedure'® are regulated by the legislation (the legislation envisages the
provision of the right of construction of land plots without tenders within the areas of land use'®).

The Land Code provides for certain restrictions on the lease terms of state and community owned land
plots and other essential terms.

Thus, the lease of such land plots may not exceed 99 years'®, and the amount of the annual rent fee (or
construction fee) may not be less than the annual land tax rate'®. The RA Government has also defined

9 The RA Law “On Local Authorities” HO-337 (adopted on 7 May, 2002), Article 86(1)(3)(a)-(b). The latter states:
“The community budget is formed from the revenues to the community budgets stipulated by the law and other legal
acts, including:

3) other incomes, including:

a. Fees for lease or construction of lands considered the property of the community, as well as state owned
property in the administrative territory of the community

b. incomes from the lease of property registered in the balance sheets of the institutions considered to be the
property of the community”.

Available at https://www.arlis.am/DocumentView.aspx?DoclD=125341

98 The RA Civil Code, reference50, Articles 606-628, 645-659

9 Ibid., article 76(2)

100 The Land Code, reference 48, articles 48(4) and 76(3)

101 Ibid., article 48(4)

192 fpid., article 77

103 fpid., article 78

104 RA Government decree N 286 (April 12, 2001),article 46.2 (https://www.arlis.am/DocumentView.aspx?DoclD=72502
105 The Land Code, reference 48 article 48(3)

106 Jbid., article 81(3)
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the sample forms of rent contracts for state and community owned lands'”’. Notwithstanding the above-
mentioned, a formula or a set of principles (except for the minimum threshold) for formation of the rent
fee is not defined at the legislative level, whereby the local authority’s discretion becomes unrestricted,
which can lead to potential abuse. Given the above, we consider it appropriate to define at least the basic
principles of pricing, at least in cases where the lease of such lands may be vital for the exercise of the
mining rights within the framework of the already issued permit in order to maintain the investment
climate.

Entry of state-owned land rents, community-owned property rents into the community budget is provided
by the relevant community departments'®® under the management and supervision of the head of the
community'®. On higher level the process is supervised by the Governors (marzpet)'°.

(iv) State duty for granting water use permit

A state fee of 10,000 AMD for legal entities and 1,000 AMD for individuals """ (for each) is stipulated for
granting water use permit, extending the validity period of the permit and permit re-issuance, which
should be paid not later than within 5 working days'” from the moment of being properly informed
about positive response of the RA Ministry of Environment to the application for granting a permit,
extending the validity period of the permit and permit re-issuance.

2.1.3 State and municipal bodies having competencies in the sector and their authorities

(i) The Ministry of Territorial Administration and Infrastructure of the Republic of Armenia

As a preamble, we consider it necessary to emphasize that in order to increase the efficiency of the
public administration system, in 2019 the number of public administration bodies was reduced. As a
result, according to the RA Law "On Making Amendments and Changes to the law on the Structure and
Operations of the Government" No HO-31-N (dated May 08, 2019), the Ministry of Territorial
Administration and Development and the RA Ministry of Energy Infrastructure and Natural Resources
have been reorganized in a manner of merger by establishing the Ministry of Territorial Administration
and Infrastructure.

In view of the above, in order to avoid misunderstandings regarding the name of the Ministry, in this
Report we will use its current name - the RA Ministry of Territorial Administration and Infrastructure or
MTAL.

107 The RA Government decree N 286 (adopted 12 April, 2001), Annex, available at
https://www.arlis.am/DocumentView.aspx?DoclD=72502:

108 The RA Law “On Local Authorities”, article 93(1)

199 Ibid., article 38(1)(3)

110 The Land Code, article 42(1)(3)

" The RA Law “On State Duties”, reference 46, article 19.4(7)

2 The RA Water Code, reference 47, article 78
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Within the meaning the Code, the MTAI, as a body authorized by the RA Government in the sphere of
subsoil exploitation, plays a central role in regulation of mining industry and represents the Republic of
Armenia in relations with private entities in the field of subsoil exploitation.

During the reporting year, there were no significant changes in competencies of the MTAI in the sphere
of mining. The competencies of the MTAI in the mining industry may conditionally be divided into the
following groups: (i) competencies related to policy-making and development of legal acts, (ii)
competencies implemented with regard to mining relations™, (iii) competencies related to collection,

storage and dissemination of information™®, (iv) competencies related to expertizes'®.

The separate subdivisions of the MTAI include Subsoil Agency, the Charter and structure of which were
approved by the RA Government Decree No. 1108-N dated September 7, 2017. As a result of structural
changes in the Government of the Republic of Armenia in 2019 the latter is now reorganized as the
Department of the RA Ministry of Territorial Administration and Infrastructure (hereinafter referred to
as “The Department”). The charter and the structure of The Department are defined by the order N
162-A (dated June 19, 2019) of the Minister of the RA Ministry of Territorial Administration and
Infrastructure™’.

According to the Order, the Department is the main professional structural unit of the MTAI, which
develops proposals, implements the policy of the MTAI in the field of subsoil exploitation, ensures the
granting of mining rights in accordance with the established requirements, ensures the implementation
of state mining expertize of geological and other information on the subsoil and within the competence
of the Ministry ensures the implementation of State standardizations in the spheres of subsoil exploitation
and protection and also the publicity of mining activities, contributes to reasonable and comprehensive
exploitation of subsoil.

The goals of the Department are:

Developing and implementing a state policy in the field of subsoil exploitation

Ensuring the requirements set forth for granting mining permits

Contributing to reasonable and comprehensive exploitation of subsoil

Ensuring state mining expertize of geological and other information on the subsoil

Ensuring state standardization in the spheres of subsoil exploitation and protection within the
competence of the Ministry

Ensuring the publicity of mining activities within the competence of the Ministry

18 The Code, reference 39, Article 17(1)(1), 17(1)(3), 1 ( )(4), 17(1)(10) and 17(1)(6)

" Ibid., Article 17(1)(20), 17(1)(18), 17(1)(5), 17(1)(12), 17(1)(11), 17(1)(9), 17(1)(14), 17(1)(18)-(19)

S Ibid., Article 17(1)(8), 17(1)(13) and 17(1)(15)

16 bid., Article 17(1)(7), article 17(1)(2). The provision ceased to be in force by virtue of the RA Law “On making changes and
amendments in the Mining Code of the Republic of Armenia” No. HO-186-N (passed on March 21, 2018. Available at the
following link:https://www.arlis.am/DocumentView.aspx?docid=120746, 17(1)(14) and 17(1)(17).

7 Order N 162-A (dated June 19, 2019) of the Minister of the Territorial Administration and Infrastructure of the Republic of

Armenia. Available at the following link: www.mtad.am/u_files/2019/5Ynderqi_varchutyan_kanon_+.pdf
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The Order also provides detailed description of the functions of the Department for implementation of
its goals.

The Department has the following structural subdivisions:

Subsoil exploitation right issuance and centralized log management department
Subsoll expertise department
Subsoil exploitation policy development department

The Department is led by the Head of the Department, who is appointed and dismissed by the Minister
of The RA Ministry of Territorial Administration and Infrastructure in accordance with the procedure
established by the RA Law “On Civil Service”.

(ii) “Republican Geological Fund” SNCO

According to the RA Government Decree No. 1758-N dated October 31, 2002, “Republican Geological
Fund” State Non-Commercial Organization was established.

In the first report the goals and functions of the SNCO were discussed in detail, and we confirm that no
changes were made to the Decree in the reporting year. At the same time, on January 23, 2020 changes

118

and additions"® were made to the aforementioned Decree, according to which some additions were

made to the functions of the SNCO, in particular:

Classification of mines by regions, types of minerals (including underground mineral waters) by
submitting proposals to the head of the authorized body with further recommendations on the
potential growth or limitations of the region's potential

Carrying out an analysis on the encumbrance in terms of the mining right by regions, types of
minerals (including underground mineral waters) and their change by years by submitting
proposals to the head of the authorized body on the provision of further use of resources
Analysis of the quantitative movement of mineral resources by regions, years, types of minerals
by submitting proposals to the head of the authorized body on the expediency of studying new
mineral resources or exploiting already established reserves in connection with the change in
the quantitative volumes of mineral resources.

Starting from the second half of 2016 digitization and publicization of fund materials (about 12,000
reports and other materials) were realized during the period of 2016-2017 under the “Extractive Industry
Transparency Improvement” Project supported by the US Agency for International Development and
realized by the decision of RA Government. Digitalized materials are published on the official website
https://www.geo-fund.am. It should be noted that during the period of drafting of this Report, certain

segments the official website of the Republican Geological Fund have not been updated.

118 https://www.arlis.am/DocumentView.aspx?docid=138453
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(iif)  the Ministry of Environment of the Republic of Armenia

According to the RA Law "On Making Amendments and Changes to the law on the Structure and
Operations of the Government" No HO-31-N (dated May 08, 2019) the RA Ministry of Nature Protection
has been reorganized into the RA Ministry of Environment. In view of the above and for the purposes of
avoiding misunderstanding with regard to the name of the Ministry, in this Report we will use its current
name - the RA Ministry of Environment (hereinafter “MoE”).

The Mok also plays a key role in the mining industry. The authorities of the MoE are provided in article
17, part 2 of the Code and may nominally be classified into the following groups: (i) policy-making and
development of legal acts"®, (ii) definition of technical requirements, standards, thresholds'?, (iii)
expertise and supervision™' | (iv) information management'? and (v) authorities related to fund
management'%.

Coordination of nature protection projects realized on the territories of the communities. The
RA Law “On Targeted Use of Nature Protection Payments Made by the Companies”, effective during
drafting this Report, defines the procedure for realizing deductions from the nature protection
payments made by a number of companies (including companies involved in mining sector) and
reflecting them in the administrative parts of the budgets of affected communities™*, according to which
the deductions from nature protection payments allocated to administrative budgets of the communities
are recognized as targeted funds and are used exceptionally for implementation of nature protection
projects on the territories of the communities'. Such projects developed by the heads of the
communities are agreed upon with the MoE (as well as RA Ministry of Health)?.

The Article 10 of the new Charter of the MoE approved by RA Prime-Minister’s Decree No. 745-L dated
June 11, 2018 sets out the goals and the objectives of the Ministry:

a) Development and implementation of the policy of the Government of the Republic of Armenia
in the spheres of protection, improvement of the environment, water, soil, subsoil, fauna and
flora of the Republic of Armenia, prevention or mitigation of natural or man-made negative
and harmful effects on it and also management, conservation, protection, reproduction and
use of specially protected areas and forests

b) Development and implementation of the policy of the Government of the Republic of Armenia
aimed at solving the problems of climate change, including in the field of adaptation

19 The Code, article 17(2)(5), 17
120 Jbid., article 17(2)(9)- 17(2)(1
12 [bid., article 17(2)(3), 17(2)(6)

122 |bid., article 17(2)(13)

12 |bid., article 17(2)(4)

124 The RA Law “On Targeted Use of Nature Protection Payments Made by the Companies”, HO-188 (passed on May 15, 2001).
Available at the following link: at https://www.arlis.am/DocumentView.aspx?docid=25676.

125 Ibid., art. 2

1% |bid., art. 3

127 https://www.arlis.am/DocumentView.aspx?docid=136952

()(7), 17()(8), 17(2)(12) and 17(2)(14)
1)
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c) Development and implementation of the policy of the Government of the Republic of Armenia
in the field of reasonable use, recovery and reproduction of natural resources (with the
exception of minerals)

d) Development of the policy of the Government of the Republic of Armenia to integrate the
protection of the environment into economic, social and other spheres

e) Observation, detection and assessment of changes in the environment due to the state of the
environment and natural resources, natural phenomena, human impact

f) Development and implementation of policy for ecological awareness, culture, upbringing,
participation in policy development for ecological education and science

The RA Ministry of Environment performs the following functions in order to implement its goals and
objectives:

a) Developing policy programs and strategies, ensuring and analyzing the process of their
implementation in the fields of sustainable management, conservation, protection of the
environment of the Republic of Armenia: subsoil, land, water, atmosphere, fauna and flora,
as well as specially protected areas, forests and the reasonable use and reproduction of
natural resources (except mineral resources)s.

b) Implementing environmental impact assessment and providing expert opinion '%°.

(iv) " Environmental Monitoring and Information Center " SNCO

During the reporting year, the “Environmental Monitoring and Information Center” SNCO operated,
the subject and purpose of the activity of which was presented in detail during the First Report™.

However, according to the RA Government Decision No. 81-N of January 30, 2020, “Environmental
Monitoring and Information Center” SNCO, “Forest Monitoring Center” SNCO and "Service of the
Hydrometeorology and Active Influence on Atmospheric Phenomena” SNCO have merged into
“Hydrometereogy and Monitoring Center” SNCO®™', which is the legal successor of the abovementioned
organizations'2.

The main objectives and goals of the newly established “Hydrometereogy and Monitoring Center” SNCO
are:

Contributing to the rational use of environmental components such as atmospheric air, water
resources, flora and fauna, including nature conservation areas and forests, conservation of land
and subsoil resources, natural resources (excluding mineral resources) by implementing
observations on environmental components and the factors affecting the latter, creating sufficient
data for the assessment of the situation, its registration, analysis, provision and storage

128 Article 11, part 1 of the Charter of the RA Ministry of Environment approved by RA Prime-Minister’s Decree No. 745-L dated
June 11, 2018

129 |bid., Article  11(16)

130 The scope and objectives of the “Environmental Monitoring and Information Center” SNCO are available on the page 127 of
the First Report at https://eiti.org/files/documents/english_2016-2017_armenia_eiti_report.pdf

131 EMIC SNCO website is available at http://armmonitoring.am/#home

132 https://www.arlis.am/DocumentView.aspx?DoclD=138543
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Receiving information describing the state of hydro-meteorological elements (atmospheric
pressure, wind, humidity, air and water temperature, water level and cost, overflow, freezing,
etc.) and processes by conducting observations, examining, using, providing, maintaining the
information received, by assessing and predicting the situation, as well as ensuring the
organization and implementation of actively influencing activities and radiolocation observations
on atmospheric processes in the territory of the Republic of Armenia.

The goals of the "Hydrometeorology and Monitoring Center" SNCO are as follows:

Ensuring the monitoring of the environment and hydro-meteorological activities in accordance
with international standards and common indicators

Ensuring the implementation of observations on environmental and hydrogeological phenomena
and processes, receiving reliable information about their condition, ensuring the download of
the received information in the unified information databases (fund) and the provision of
information to the state bodies, non-governmental organizations and the society

Providing alarm system on the threat to the protection of the population and the economy, to
the lives and property of citizens from dangerous and natural hydrogeological phenomena and
due to the pollution of the environment in the territory of the Republic of Armenia

Ensuring the improvement of the environment and hydro-meteorological activity systems, the
development of observation networks and logistic base, the introduction of modern technical
means and information technologies, the operation and current repair of technical means, the
process of verification and calibration of professional measuring-testing devices and other
measuring devices

Ensuring the monitoring and research of waste and its disposal sites and the revealing of negative
effects.

(v) “Environmental Impact Assessment Expertise Center” SNCO

The purpose of the “Environmental Impact Assessment Expertise Center” SNCO, established by RA
Government Decree No. 1846-N dated November 21, 2002, is ensuring the activity of the body
authorized to operate in the area of evaluation of the environmental impact and expertise according to
the RA Law “On Assessment and Expertise of Environmental Impact” and implementation of the
authorities of the expertise center'®,

The Charter of the SNCO was approved by the Decision of the RA Minister of Nature Protection No. 14-
A of 2015.

(vi)  RA MNP “Environmental Project Implementation Unit”

133 Authorities of the “Environmental Impact Assessment Expertise Center” SNCO are available on the page 129 of the First
Report at https://eiti.org/files/documents/english_2016-2017_armenia_eiti_report.pdf
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RA MNP “Environmental Project Implementation Unit” State Enterprise was established in 2010 by RA
Government Decree No. 1191-N"* on the base of previously operating “Environmental Project Center”
SNCO which was the successor of “Natural Resource Management and Poverty Reduction” PIU State
enterprise and carried out the functions of the latter. Its Charter was approved by RA Government
Decree No. 9-N dated January 13, 20113,

The main purpose of the organization’s activity is to ensure efficient implementation of environmental
projects in the Republic of Armenia. The main areas of the enterprise’s activity are projects and
operations approved by the Government of the Republic of Armenia and developed at the expenses of
the Republic of Armenia State Budget funds allocated for the RA Ministry of Environment and local
governance bodies in the field of environment, as well as using the funds provided to the Republic of
Armenia by international credit and grant provision donor organizations'®.

(vii)  RA Ministry of Emergency Situations and “The National Center for Technical Safety” SNCO

The RA Ministry of Emergency Situations (hereinafter referred to as “MES”) is the State governance
authorized body in the area of emergency situations. According to the Code it is granted a number of
powers related to expertise of the technical safety of natural resource extraction projects, as well as the
process of developing action plan for so called emergency situations.

Thus, the mineral extraction project submitted together with the application for requesting the right for
mineral extraction in compliance with the Code is subject for technical safety expertise, which is
organized by MES within a 60-day period after receiving the project by the MTAI. MES provides expertise
recommendation about the project'.

The expertise is carried out by “The National Center for Technical Safety” SNCO or legal bodies or
private entrepreneurs licensed in compliance with the procedure defined by the RA Government and
registered by the MES™®, in compliance with “The procedure of implementation of technical safety
expertise” approved by the RA Government'®.

“The National Center for Technical Safety” SNCO operates under the MES, which is the authorized
managing body of the SNCO. The main goals and objectives of SNCO’s activity are organization and
implementation of technical safety assurance functions in dangerous manufacturing sites. The functions
of the latter and the procedure of implementing technical safety expertise are regulated by RA Law “On
State Regulation for Technical Safety Assurance” and relevant sub-legislative acts.

134 https://www.arlis.am/DocumentView.aspx?docid=93665

135 https://www.arlis.am/DocumentView.aspx?DoclD=67015

136 The programs and objectives of the RA MNP “Environmental Project Implementation Unit” are available on pages 129-130
of the First Report at https://eiti.org/files/documents/english_2016-2017_armenia_eiti_report. pdf

137 The Code, Reference Error! Bookmark not defined., article 51(2)(1)

138 Refer to RA Law “On State Regulation for Technical Safety Assurance” No. HO-204-N (dated October 24, 2005), article
1(1).

139 The RA Government Decree No. 1359-N (dated September 22, 2011).
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In addition, according to the Code prior to starting the mining process all mining companies are obliged
to develop an action plan for emergency situations stating all the activities, which will be directed at
accident prevention, consequence mitigation and protection of their employees and residents of the
possible hazardous impact zones"™!,

(viii)  The Ministry of Health

The RA Ministry of Health, as an authorized body in healthcare sector, has certain authorities related to
the development and revision of the action plan for emergency situations. Thus, according to the Code,
the Ministry of Health may participate in the process of development and revision of the action plan for
emergencies'?. With this purpose, the MES informs the Ministry of Health about the implementation of
relevant activities providing information about the procedure for participation in the decision-making
and the authorized bodies to be included in the process.

In case of accidents mining companies shall immediately provide the Ministry of Health the necessary
information with the purpose of mitigating the consequences of these accidents on human health'.

(ix)  State Revenue Committee

By RA President’s Order No. NH-213-N dated March 1, 2016 the Ministry of Finance of the Republic of
Armenia was reorganized and the State Revenue Committee under the Government of the Republic of
Armenia was separated.

Prior to that (starting from 2014) the functions of the latter were carried out by RA Ministry of Finance.
According to the RA law on “On Public Administration Bodies” No HO-260-N, dated March 23, 2018,
starting from April 9, 2018 the State Revenue Committee under the Government of the Republic of
Armenia has been operating under the name of “the RA State Revenue Committee” (hereinafter referred
to as “SRC”).

The SRC is a subordinate body to the Government of the Republic of Armenia and ensures the
implementation of a separate direction of the policy of the Government of the Republic of Armenia
reserved to its competence by law, as well as supports the elaboration of the policy of the Government
of the Republic of Armenia in the field of its competence.

The functions of the latter include among others organization of collection of state taxes and fees,
implementation of supervision over taxpayers in accordance with the law, carrying out inspections,
studies and other inspection actions among the taxpayers in the manner prescribed by law in order to
control the fulfillment of the requirements of the tax legislation of the Republic of Armenia, within the
competence of the Committee implementation of supervision over the calculation, levying and transfer

140The Code, article 60.6(3)(2)

" The objectives of the Plan are available on page 132 of the First Report at https://eiti.org/files/documents/english_2016-
2017_armenia_eiti_report.pdf

42 Ibid., art. 60.6(9)

3 Ibid., art. 60.6(7)
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in due time to the state budget of the Republic of Armenia of taxes, fees, customs fees by individuals

and organizations."

(x) Inspectorate for Nature Protection and Mineral Resources

The Inspectorate for Nature Protection and Mineral Resources of the RA Ministry of Environment was
established by RA Government Decree No. 445-N dated April 27, 2017, which also defined the Charter
of the Inspectorate (it replaced the State Agency of Nature Protection of the Staff of the RA Nature
Protection Ministry and Subsoil State Agency of Ministry of Energy infrastructure and natural resources
Staff). In 2018 the Nature Protection and Subsoil Inspectorate of the Ministry of Environment of the
Republic of Armenia was reorganized into the Nature Protection and Subsoil Inspectorate, which is
directly subordinated to the Government of the Republic of Armenia and whose status is defined by
law'e. The goal of the Inspectorate is ensuring adherence to safety and legislative requirements set forth
with regard to nature protection and subsoil in cases and in compliance with the procedure defined by
the law. It should be noted that the Inspectorate is the government's tool for inspections in the field of
nature protection and subsoil, that collects the information on the basis of which the MTAI and the
Ministry of Environment operate.

According to article 10 of the Charter of the Inspectorate, the objectives of the latter include:

1) Risk management in the spheres of nature protection and subsoil exploitation and implementation
of supervision over adherence to the requirements of the Republic of Armenia legislation related to
these sectors, as well as organization of preventive measures within the framework of the
implemented supervision

2) Implementation of activities aimed at prevention or mitigation of negative impacts on environment
and irrational use of natural resources.

The powers of the Inspectorate are listed in Chapter 3 of the Charter.

Pursuant to Article 14 of the Charter of the Inspectorate, the management of the Inspectorate is carried
out by the Prime Minister of the Republic of Armenia and the Board of the Inspectorate, which consists
of ten members.

(xi)  Local Self-Governance Bodies

Local self-governance bodies (hereinafter referred to as “LSG Bodies”) are also granted certain
authorities in the area of subsoil exploitation, environmental protection and finances.

144 Point 12 of the Statute of the State Revenue Committee of the Republic of Armenia approved by Decision No 702-L of June
11, 2018 of the Prime Minister of Armenia

45 RA Government Decree No. 445-N (dated April 27, 2017), available at the following link: https://www.e-gov.am/gov-
decrees/item/28550/

146 The RA law on “On Public Administration Bodies” No HO-260-N, dated March 23, 2018. The Charter is approved by the
Decision No 733-L of June 11, 2018 of the Prime Minister of Armenia, available at the following link:
https://www.arlis.am/DocumentView.aspx?DoclD=124383
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Ecological issues. According to the Code the recultivation program (activities targeted at recovery
(bringing to a condition suitable for a safe use) of soils damaged as a result of mining activities), which
should be included by a person having a mining right in the mineral extraction project, should be
submitted for the approval of the community head’.

Local Self-Governance bodies are also granted authorities by RA Law “On Environmental Impact
Assessment and Expertise”'4849,

Granting land use right. The person granted with the mining right cannot initiate mining activities
without prior agreement of the owner of the given territory or land use contract. If the land area is
under the ownership of the community, than according to the decision of the community council the
head of the community signs a land use contract with the persons having the mining right '>°.

Regulations pertaining to change of designated purpose of lands are also noteworthy. The land fund of
the Republic of Armenia shall, as per designated purpose (set of characteristics and specifics, terms of
use and exploitation of lands for certain purposes™), be classified into 9 groups: lands of agricultural
significance; residential areas; lands of industrial, subsoil exploitation and of other production
designation; energy, transport, communication, utility infrastructure facilities; specially protected areas;
lands of special significance; forest lands; aquatic lands and reserve lands.'>?

Designated purpose of lands is established by the general plan of the community®3, which is developed
based on the project task approved by the community council, at the order of the head of the community
by the engineering contract’™ entered with persons having the license for drafting urban development
documentation, and is approved by the community council™®.

In addition to the foregoing, RA Government Decree N 1818-N dated 29 December 29 provides for that
prior to approval of the general plan of the community, at the initiative of the owners of the lands in the
administrative territory of the community, and persons having land use (lease) and development rights,
in case provided by land use (lease) and development agreements, changes in the designated purpose
of the land shall be approved by the community council as prescribed by RA Government, as per
temporary schemes of land use - provided the availability of the positive recommendation of inter-

47 The Code, article 17(3)(2)

148 Authorities of local self-governmental bodies within the framework of environmental impact assessment and expertise are
available on page 135 of the First Report at https://eiti.org/files/documents/english_2016-2017_armenia_eiti_report.pdf
149 The RA Law “On Environmental Impact Assessment and Expertise” No. HO-110-N (June 21, 2014), article 13

150 The Code, supra, art. 17(3)(1)

151 The Land Code of the Republic of Armenia, reference 48, Article 7(1)

152 Ibid., Article 6(1)

153 RA Law “On Urban Development” No. HO-217 (May 7, 1998), Article 143(2), available at
https://www.arlis.am/DocumentView.aspx?DoclD=140929

154 Ibid., Article 143(9)

155 Ibid., Article 143(24)
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department committee on temporary schemes of land use established by the RA Prime-Minister Decision
N 599 dated 13 August 2001.1%¢

For the purposes of changing the designated purpose of the land, the owner thereof shall submit an
application to the head of the community, which shall render a decision with regard to the issue'™’.
Hence, the discretion of the head of the community plays a significant role in the process, which cannot
be considered as a positive thing from the perspectives of mining sector and investment environment in
general.

Meanwhile, in cases where the community has approved general plan, head of the community shall
submit the proposal on change of designated purpose of the certain land plot to authorized body, while,
in case of adjoined document, head of respective community shall submit it to the Governor, which shall,
within 5 working days, together with its positive recommendation submit it to the RA Urban Development
Committee'™®.

RA Urban Development Committee shall examine the proposal above and in case of absence of objections
with regard to urban development issues, shall submit it for the opinion of the respective state
government body (bodies)'*® and (or) respective governor.

Changes of designated purpose of certain land plots can be approved by respective bodies only in case
positive recommendation of the inter-department committee ' is available. The positive
recommendation of the Inter-department committee shall be provided in case opinions of state
government bodies, respective governor and organizations (hereinafter “Interested bodies”) with regard
to documentation submitted for approval, are positive. In case the proposal on change of designated
purpose of the certain land plot has been submitted by RA Urban Development Committee for approval
solely to the body (bodies) pertinent to the issue, the positive recommendation of the Inter-department
committee shall enter into force upon 7 working days from the date of submission of its copy to the
interested bodies, where no written objection is received from the interested bodies within such time
period.

In case negative opinions (comments and suggestions) with references to specific provisions of respective
legal acts are received from interested bodies, RA Urban Development Committee shall return the

156 RA Government Decree N 1818-N dated 29 December 29, available at
https://www.arlis.am/DocumentView.aspx?docID=135744

157 RA Law “On Urban Development” No. HO-217 (May 7, 1998), Article 143(12)

158 “Procedure for drafting, expert examination, coordination, approval and amendment of general plans and adjoined
territorial planning documentation of the communities of the Republic of Armenia”, Section 11, RA Government Decree No.
1920-N (16 December 2011), available at https://www.arlis.am/DocumentView.aspx?docid=135745 :

159 fbid., Pursuant to this Decree, state government bodies are as follows: RA Ministry of Territorial Administration and
Infrastructure, RA Ministry of Economy, RA Ministry of Emergency Situations, RA Ministry of Environment, RA Ministry of High-
Tech Industry, RA Ministry of Education, Science, Culture and Sport, RA Ministry of Health, RA Cadastre Committee, RA Police
180 The Inter-department committee coordinating works on developing urban development project documentation for RA
communities (residential areas), has been established by the RA Prime-Minister Decree N 1064-A (22 December 2009) “On
establishing Inter-department committee coordinating works on developing urban development project documentation for RA
communities  (residential areas), approving the staff and operation procedure thereof’, available at
https://www.arlis.am/DocumentView.aspx?DoclD=133689
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project for revision by attaching brief statement on comments and suggestions. In case the re-submitted
document includes all comments and suggestions, a positive recommendation shall be made. In case not
all of the comments or only part of the amendments are included in the revised project, the authorized
body shall reconcile the revised package with interested body (bodies) with negative opinion.

In case a negative opinion (opinions) is received again with regard to revised documents, or in case of
submitting objection with regard to the positive recommendation, RA Urban Development Committee
shall, in case the negative opinion (objection) is substantiated in accordance with this procedure, return
the package to the authorized body with attached refusal grounds or, in case of absence of necessary
substantiation - the issue shall be submitted to consideration of the inter-department committee’s first
meeting.

In case no unanimous opinion is formed with regard to the issue at the committee’s meeting, RA Urban
Development Committee shall finalize the opinions and submit them to the Staff of the Government of
the Republic of Armenia to report at the next meeting of the permanent ministerial committee on
territorial development and nature protection. The decision of the ministerial committee shall be
considered a ground for the committee to render a final decision with regard to the issue.

Urban development project documentation and (or) amendments thereto approved without positive
recommendation of the inter-departmental committee, shall be considered null and void.

Financial issues. LSG bodies are also granted certain authorities in the area of finance. In particular,
the head of the community organizes collection and supervision over local taxes (real estate tax, property
tax for transportation means'®'), fees and payments, lands under the property of the community or the
State and located within the administrative territory of the community and rent payments for the assets
under the ownership of the community, provides the rates of local fees and payments (within the limits
allowed by the legislature) for the approval of community council, and applies corresponding measures
to the non-paying persons in compliance with the procedure defined by the law'®2.

Social-economic issues. Although the primary beneficiaries of the social-economical obligations taken
over by mining companies are the affected communities (the community located in the area of direct
impact of the mine), the legislation does not stipulate any mechanism for participation of LSG bodies
representing the community in the process of defining and clarifying the scope of social-economical
obligations of mining companies.

2.1.4 Privileges granted by the State to mining companies

The legislation of the Republic of Armenia does not provide for specific privileges to be granted to mining
companies. However, the legislation provides for a number of tax and customs privileges, which may be
used by companies having investment projects, including mining companies. As a rule, the authority to
grant such privileges is under the competence of the Government of the Republic of Armenia. In
particular, worth mentioning the extension of deadlines for VAT payment for goods imported under

161 The Tax Code, reference 37, Article 6(1)(2)
162 RA Law “On Local Self-Governance” No. HO-337 (May 7, 2002), Article 38(1)(3)-(4).
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investment projects and the privileges granted for exemption of customs duty payments for equipment
imported under investment projects which fall under the sectors which are recognised to be priority
sectors.

Extension of deadlines of VAT payment for goods imported under investment projects: The Tax
Code envisages a procedure for extending the deadline for calculated VAT payments for the goods under
the investment projects for the period of up to three years, by delegating the authority to develop the
procedure for investor selection to the Government. Article 79(4) of the Tax Code provides that:

“The deadline of VAT payment calculated for import of goods under the investment projects
carried out by companies and individual entrepreneurs selected by the [RA] Government [... [shall
be extended for a period of three years. The procedure for selection of companies and individual
entrepreneurs shall be defined by the Government of the Republic of Armenia”.

Based on the foregoing provision, the Government of the Republic of Armenia has adopted a Decree
No. 1225-N on October 5, 2017 approving the “Procedure for selection of companies and individual
entrepreneurs implementing investment projects”®.

The evaluation criteria are available on page 136 of the First Report.

Exemption from customs duties for equipment imported under investment projects which fall
under the sectors which are recognised to be priority sectors: On September 17, 2015 the
Government of the Republic of Armenia, using the opportunity granted by Annex 6 of the Agreement
“On Eurasian Economic Union” signed on May 29, 2014 on Unified regulation of customs duties, adopted
the Decree no. 1118-N'"*. Pursuant to the procedure approved by the Decree, the importation of
technological equipment, their components and fixtures, raw products and materials (hereinafter
referred to as “equipment and materials”) under investment projects which fall under the sectors which
are recognised to be priority sectors and intended for use solely on the territory of Armenia, shall be
exempt from customs duties calculated by the customs authorities as prescribed by law.

Such equipment and materials shall be exempt from customs duties if they are not produced in EAEU
member states (or are produced in quantities insufficient for implementation of investment projects) or
do not meet the technical requirements of the investment project.

The applications for receiving an exemption from customs duties shall be submitted to the Government
and shall include the investment project, the list of equipment and materials, technological specifications
and statement on using the technological equipment and materials imported or being imported under
the investment project solely on the territory of the Republic of Armenia'®°.

163 RA Government Decree No. 1225-N (dated October 5, 2017), available at
https://www.arlis.am/DocumentView.aspx?DoclD=119820

164 RA Government Decree No. 1118-N (September 17, 2015), Annex 1.

165 bid., point 4 and 5.
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The Ministry of Finance of the Republic of Armenia, SRC and, if necessary, the relevant ministry'® shall
provide opinion with regard to the application. The provided opinions are summarized by the Ministry
of Economy of the Republic of Armenia, which prepares a recommendation and provides it to the Staff
of the Prime Minister of the Republic of Armenia'® (in its turn the Ministry of Justice issues an opinion
with regard to the recommendation provided by the Ministry of Economy'®®).

Investment project evaluation criteria are established pursuant to Government Decree No. 1118-N'®°, and
they are available on page 138 of the First Report.

In addition to the described privileges, pursuant to Article 127 of the Tax Code of the Republic of
Armenia, the amount of profit tax applicable at the start of the business plan and during the following
five tax years to the resident profit taxpayer (resident profit taxpayers which have businesses exclusively
in the trade or financial sector) which carries out the business plan approved by the Government decree,
shall be reduced in the amount of additional salaries and 100% of the salary equivalent payments (but
not more than 30% of the profit tax calculated actual profit tax for such tax year) calculated within the
tax year with regard to the new workplaces created within the scope of the business plan.

The procedure for business plan approval and calculation of additional salaries, is envisaged by the
Government of the Republic of Armenia.!”®

The Legislation of the Republic of Armenia also stipulates “stabilization provisions” for mining
companies, as well as foreign investors (part of the mining companies is actually comprised of foreign
direct investments only). Thus, Article 25 (“Guarantees for mining rights”) of the Code defines:

“Protection of the rights of mining companies shall be guaranteed by the laws of the Republic
of Armenia. In case of changes in the laws of the Republic of Armenia, the rates applied for
nature use payments (including royalty), resident’s profit tax, non-resident’s dividends, interest
rates, royalty taxation rates effective at the moment of granting the mining right shall be
applicable to such person for the period of 3 years from the moment of being granted with the
right, based on the right holder's application to an authorized body.”

This regulation entitles the mining companies, which had been granted with the mining right during the
last three years, in case of unfavourable legislative changes, to request from the M TAl to be treated by
previously effective more favourable legislative regulations, in case these changes refer to the rates of

186 |bid., Annex 1, point 7. The Decree also mentions the RA Ministry of Economic Integration and Reforms, which however no
longer exists: according RA Law “On the Structure and Functions of the Government” (No. HO-253-N) passed on March 23,
2018 and in force since April 9, 2018 the Ministry under consideration no longer exists and its operations were terminated by
the force of establishment of RA Prime Minister’s staff. However, the Government Decree under discussion has not yet been
changed. RA Law “On the Structure and Functions of the Government” does not regulate all the issues occurring as a result
of closing down the stated institution, it only states that “The Staff of the Prime Minister is the successor of the Ministry of
International Economic Integration and Reforms with the purpose of ensuring the liabilities of international contracts” (Article
20, part 5).

187 Ibid., point 9.

188 Ibid., point 11.

169 Ibid., point 10.

170 https://www.arlis.am/DocumentView.aspx?DoclD=116379
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nature use payments, residents’ profit tax, non-residents’ dividends, interest rates and royalty taxation
rates.

It is notable, however, that the mentioned payments are under the supervision of the SRC, and not the
M TAI. Therefore, even in case of submitting the required application, the actual procedure for
application for such privileges is unclear. This legal uncertainty may be addressed in case of passing a
Government decree, however relevant legislative changes shall be required in such case (the Article shall
envisage a provision on delegating such authority to the Government).

A similar “stabilization provision” is also defined by the RA Law “On Foreign Investments”, where Article
7 (“Guarantees in case of changes in the laws of the Republic of Armenia”) states:

“In case of changes in the laws of the Republic of Armenia governing foreign investments, the
laws effective at the moment of investment shall be applicable within 5 years starting from the
investment - upon the discretion of the foreign investor.”

The Legislation of the Republic of Armenia does not envisage precise procedures for implementation of
this regulation, as a result of which it has turned into a matter of litigations. In particular, RA
Administrative Appeals Court in its Decision of April 29, 2011 of the case No. VD/0724/05/10 of “Dino
Gold Mining Company” CJSC"" vs. SRC ruled:

“The only condition for the application of the mentioned legal norm is the wish of foreign
investor, which shall be expressed by the foreign investor in any manner — through its operations,
an announcement and any other manner, in order to make it clear for the bodies supervising
their operations that in case of any changes in the laws of the Republic of Armenia this company
wishes to continue to be governed by the previous legislation. Such wish shall be expressed
immediately after the changes in the legislation of the Republic of Armenia enter into force, or
at least within 5 years after the investment commenced.”

Thus, in the absence of formal legal procedures, the investors are expected to at least perform certain
active measures so that their wishes are made clear for the certain state body responsible for the given
sector.

2.2 Procedures for granting permits and conclusion of contracts, their registration
(Requirements 2.2 and 2.3)

2.2.1 Procedures for acquiring land use rights and granting water use rights

As we highlighted above, granting a mining right does not per se guarantee water use rights and land
use rights to surfaces of mineral-containing and adjacent land areas. Meanwhile, mining entities are
deprived of the possibility to exercise their mining rights without land and water use rights. Hence,
right to use the surface of subsoil areas containing mineral resources is obtained by the mining entity

7' The name of “Kapan Mining and Processing Company” CJSC at the time of previous shareholders
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independently; similarly, the mining entity separately applies for a right to use water resources. Below
we present in details the procedure for granting land and water use rights.

Land use rights. According to the Land code of the Republic of Armenia (in this segment, the “Code”)
the land fund of the RA is classified according to its purpose (categories). As per mentioned
classification, among other lands, there are industrial, mining and other manufacturing lands.
According to Article 13 (6) of the Code land plots for extraction of minerals are provided in accordance
with the documents confirming the mining right. In addition, the article states that new land plots
cannot be provided to mining companies unless the previously violated lands have been rehabilitated
in accordance with the restoration projects.

The lands can be owned by citizens, legal entities, communities or the state. Lands that do not belong
to citizens, legal entities or communities are the property of the state, and lands within the boundaries
of a given community, except for the lands owned by the state, citizens, legal entities and by other
subjects, belong to the communities.

The RA Land Code defines the rights for which land plots can be used. Thus, the landowner provides
the right of use for construction, gratuitous (permanent) use or lease, and the land plots owned by the
state and communities are provided with the right of ownership, construction or use.

Gratutious (permanent) use of the land is considered the possession and use of the land plot granted
indefinitely by the right of use by the owner of the land plot to the third person.

The lease right over a land plot is a right to use the land plot for a rent and for a term as prescribed
by the lease agreement. Noteworthy, that the term of the use of land plots owned by the state or
communities can not be longer than 99 years (except for agricultural lands, the lease term of which is
defined up to 25 years) and the right to lease is granted through a tender through public bidding. The
cases when the land plots are provided without a tender are determined by the government.

The Code also defines the lands not transferred to citizens and legal entities by the right of ownership.
Thus, land plots owned by state and community, which are presented below, cannot be transferred by
right of ownership:

Table 2.2.1 Land plots owned by the state and community non-transferrable by the right of
ownership:
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Lands of water objects incuded in the state land reclamation systems or water funds, the list of which is defined by
. the government;
Lands for general use in settlements (squares, streets, roads, riverbanks, parks, gardens, beaches and other areas
of general use).
Exposed to radioactive and chemical pollution and biogenic infections;
Lands, which are provided to state research organizations (educational, selection, etc.) according to the list defined
by the Government before their liquidation in accordance with the established procedure;

wells, springs of general use and other objects by the decisions of local authorities;

Separated lands for separate layers of water bodies and basins, general use roads, railways, pipelines and for
other means of transport, power lines, highway water supply and sewerage systems, gas pipelines, canals, as well
as their landscaping (storage);

1 Disputed areas until the dispute is resolved;
Lands of special significance, state or community cemeteries, except for cases provided by law.

n occupied outside the administrative boundaries of the community with pastures, animal passages, roads, natural

The methods of alienation of state-owned land plots are exhaustive. They can be alienated:

1) by transferring ownership;

2) through direct sales;
3) through auction;
4) by exchange.

Water use permit. The Water Code of the Republic of Armenia defines the water use permit as a
document that includes the rights and responsibilities of persons related to water intake, including
groundwater extraction, double (secondary) water use and water return.

Everyone is required to obtain a water use permit for any type of water use. Exceptions to this rule may
be made only in cases provided for by the Water Code.

The types of water use permit, the procedures of water use permit issuance, water use permit extension
have been established by the Government of the Republic of Armenia by decree N° 218-N of March 7,
20032, Annex 2 of the mentioned decision defines the samples of water use permits.

The process of issuing water use permits in the Republic of Armenia is carried out by the Water
Resources Management Agency of the Ministry of Environment of the Republic of Armenia (“MoE
WRMA”).

The procedure for obtaining a water use permit begins with the submission of an application for a
water use permit to the RA MoE.

The water use permit is granted based on the initial and final assessment of the application submitted
by the water user to the agency. It should be noted that the submission of the application for a water
use permit, the acceptance and the initial assessment of the latter, in addition to the paper version, can

172 RA Government Decree No 218-N of March 7, 2003, available at https://www.arlis.am/DocumentView.aspx?DoclD=142727
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also be done electronically by the choice of the applicant, but the procedure for the mentioned
electronic version is missing. Based on the foregoing, we suggest ensuring the requirement envisaged
by the Government decree, i.e. to adopt procedure for electronic submission, acceptance and initial
assessment of the application for water use permit by RA Minister of Environment. Adoption of the
latter will make the process of granting water use permits easier, which, in turn, shall facilitate
establishment of more favorable environment for entrepreneurship.

After submitting the water use permit application, the agency shall notify the water user in writing
within 30 days about the acceptance or rejection of the application for obtaining a water use permit.
The process of final assessment of the water use permit application begins in case of availability of the
relevant documents (complete package) attached to the application. The list of documents required for
obtaining a water use permit is also defined by the mentioned decision. The list is as follows:
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Table 2.2.2 The list of documents required for obtaining water use permit

The copy of the passport of the water user (physical person);

Recommendation on environmental impact assessment of water use in cases provided by law;

Copy of the document certifying the right of ownership or lease of land or other real estate for water use;

Relevant document on the capacity and quality of the dryland spring issued by the organization using those wells (if
necessary);

Description of the possible servitude and of the use of the property, name, surname and location of the owner;

former water use permit (in case of being a water user formerly);

Receipt of payment of state duty (original);

In accordance with the requirements of the public notification for documents developed by the Water Resources
Management and Protection Body and publicity order, the announcement on water use published in print media
(after the preliminary assessment of the application);

Individual norms of water use and drainage approved in accordance with the procedure for determining the amount
and regyme of water intake allocated to water users from water resources;

Norms of permissible limit leakage of hazardous substances (PLL) contained in wastewater calculated according to
the departmental act "Methodology of calculating the permissible limit leakage rate for wastewater poured into water
resources" approved by the order of the head of the authorized body;

The layout (scheme) of the site, which reflects the connection of the water use point (coordinate axes) with any known
object next to it, approved by the local authorities, if necessary;

In case of water use for utility, remedial and medical purposes, a relevant document (recommendation) issued by
the Ministry of Health of the Republic of Armenia, regional expert centers of the Health Inspection Body;

In case of water use from deep underground wells, a business plan on the given activity;

Planning-schedule of effective use of water resources, improvement of monitoring and pollution reduction and
prevention measures using modern technologies;

When assessing applications for extension of water use permits from underground deep wells, the recommendations
of the local authorities and water system state administration bodies of the water use area on the secondary use of
water used with the water use permit;

Hydrogeological information provided by the SNCO "Hydro-Geological Monitoring Center" of the Ministry of
Environment of the Republic of Armenia (by the RA Government Decree N° 1442-N of October 10, 2019 by
"Environmental Monitoring and Information Center") (in case of obtaining a new water use permit from
underground water sources, in case of use of ownerless boreholes, exhausted mines, abandoned mines and open
wells used for sewage disposal);

Design geological-technical section of hydrogeological well (in case of positive hydrogeological information);

In case of an application for water use by drilling a deep well, the registration data of the drilling equipment,
information on the technical condition of the equipment and the obligation to submit the drilling well data to the

“Republican Geological Fund” state non-commercial organization and the State Water Cadastre.

In case of submitting the applications for obtaining water use permits to the National Water Council of
the Republic of Armenia, the ME WRMA sends them to the authorized body of water system

management for an opinion. The authorized body of the water system management submits the opinion

on the application to the authorized body within 10 days.
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After acceptance and preliminary assessment of the application, the Agency, notifying the applicant
within 30 days, shall notify the public about the application for a water use permit.

The absence of responses and opinions on the expected water use permits during the notification of
the public is an expression of the public's positive opinion on the water use.

During the notification of the public the negative opinions with regard to the expected water use permits
reasoning the violations of rights and legal interests of third parties or the water legislation of the
Republic of Armenia are discussed by the authorized body and, if confirmed, are grounds for refusing
to grant a water use permit.

The water use permit is granted by the Agency within 30 days following the notification to the public.

The Water Code sets the maximum period during which water use permits can be issued. This period
can not exceed 50 working days.

Within 5 working days after the issuance of the water use permit the ME registers the water use permit
and the conditions attached to it in accordance with the procedure defined by the RA Water Code.

In order for a water use permit to be considered valid, it should be signed by the Minister of
Environment and the person who has obtained the water use permit, should be approved by the ME
seal and registered in the State Water Cadaster.

2.2.2 Procedures for granting permits for implementation of geological exploration for mineral
extraction purposes and permits for mineral extraction, conclusion and termination of
contracts

(i) General description

As stated above, subsoil of the Republic of Armenia belongs to the State and is under its exclusive
ownership. It is provided to the mining companies only with the right of exploitation for geological
exploration for mineral extraction purposes or implementation of mineral extraction activities. RA
legislation envisages two trade regimes for subsoil exploitation and correspondingly two types of
permits for these regimes: a permit for implementation of geological exploration for mineral extraction
purposes and a permit for mineral extraction (the legislation also regulates a separate regime for
granting agreements for geological exploration).

The first type of permits grants a right for geological exploration in some areas of subsoil for finding
minerals, while the second type grants a right for mineral extraction and (or) processing of mining
wastes in some parts of the subsoil.

The Legislation also regulates the transfer of the mining right: alienation of the right to third persons
or transfer thereof to a new legal entity established as a result of division or separation within the scope
of reorganization of the mining entity, shall be made exclusively upon the consent of the MTAI.

However, sale and purchase of the shares of the mining entities have not been regulated or controlled
within the reporting period (of course, except for applicable norms of economic competition). Later,
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pursuant to the legislative package adopted on April 23, 2019173 a procedure for publishing
information on beneficial owners was introduced, which alleviates the problem to some extent, however
cannot be considered a comprehensive solution.

(i) The procedure for granting a permit for geological exploration of subsoil for mineral
extraction purposes

The procedure of receiving permits for implementation of geological exploration of subsoil for mineral
extraction purposes (requesting the right for exploration) is regulated by the Code. The application for
receiving a right for geological exploration of subsoil for mineral extraction is submitted to MTAI. The
application contains the information presented in the table below'“.

Table 2.2.3 Information to be included in the application for receiving the right for geological
exploration for mineral extraction purposes and attached documents, as of the reporting period

Corporate data of the applicant (the copy of the state registration certificate of the applicant) - in case of a legal
entity;
The required time-frame for performing works;
Mineral resource(s) subject to geological exploration;
The general and geological description of the requested part of the subsoil with geological map and the plan with
endpoint coordinates'’>;
The work plan of geological exploration (presented with the purpose of being agreed with MEINR) which shall include
following information and attachments'’®:
i. Purposes and anticipated timeframes of the works to be performed,;

. Identified methods, ways and means of the performance of work in accordance with the best international
. practices, and estimated volumes;
iii.  The following documents are attached to the work plan of geological exploration:

(a)  Necessary mapping materials;

(c)  The application for initial assessment of environmental impact, including environmental action plan;
Mining waste management plan and financial guarantees required for implementation of measures
(d) envisaged by mining waste management plan, and in the cases prescribed by this Code — mining
waste processing plan and financial guarantees required for implementation of measures envisaged
by mining waste processing plan;
Data on the applicant's previous owned mining rights in the Republic of Armenia'”’;
The names, citizenship (in case of a legal entity the copy of state registration certificate) of the persons (entities)
having 10 or more percent of shares (stocks) of the applicant legal entity, as well as other information in accordance

with the procedure defined by the authorized body'”8;

173 By this package amendments have been made to the Code and RA Law “On State Registration of Legal Entities, Separate
Divisions of Legal Entities, Institutions and State Registration of Individual Entrepreneurs”.

174 Code, reference 39, Article 38.

175 Has lost its force by the Law “On Making Amendments and Supplements to the Mining Code of the Republic of Armenia”,
adopted on November 13, 2019 (HO-256-N).

176 Code, reference 39, Error! Bookmark not defined.article 39.

177 Has lost its force by the Law “On Making Amendments and Supplements to the Mining Code of the Republic of Armenia ”,
adopted on November 13, 2019 (HO-256-N).

178 This clause has been rewritten by Law “On Making Amendments and Supplements to the Mining Code of the Republic of
Armenia”, adopted on April 23, 2019 (HO-24-N).
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Information on financial and technical capacities and means, the content and the requirements for which
are defined by the Government;
n The list of submitted documents.

It should be noted that a number of changes have been made to the information included and list of
documents attached to the application for the purpose of obtaining the right for geological exploration
for mineral extraction purposes by the Law “On Making Amendments and Supplements to the Mining
RA Code of the Republic of Armenia”, adopted on November 13, 2019. The mentioned changes came
into force on December 21, 2019. As a result of such changes the application includes the following
information:

1. The state registration number of the applicant;

2. The required time-frame for performance of works;

3. Mineral(s) to be explored geologically;

4. Geological exploration plan, which includes:

the purposes of the work to be performed and the expected terms;

Identified methods, ways and means for performance of work, in accordance with the best
international practices, and estimated volumes;

General and geological descriptions of the requested area of subsoil with a geological map, the
plan with the endpoint coordinates approved by the signature of the person having the
qualification certificate in accordance with the legislation, as of six months prior to the
submission of the application.

The following documents are attached to the project of geological exploration:

The application of the initial assessment of environmental impact, including the environmental
action plan;

Mining waste management plan and financial guarantees required for implementation of
measures envisaged by mining waste management plan and in cases provided by the Code the
mining waste recycling plan and financial guarantees required for implementation of measures
envisaged by recycling plan.

5. In case of a geological exploration for mineral extraction purposes, an extract containing
information on the real owners as of 5 days prior to the submission of the application.

6. In case of a geological exploration for mineral extraction purposes an extract containing
information on the real owners after the state registration of the change in case of changes of
real owners within the period before making a decision on the application on requesting the
right.

7. Information on financial and technical capabilities and means, the content and requirements of
which are defined by the government.

8. The list of submitted documents.

The financial and technical capabilities of the applicant defined in clause 8 above have been revealed in
the first EITI report and have not been changed during the reporting year of this report. Therefore, the
procedure for assessing the qualitative criteria of the information on the financial and technical
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capabilities and means of the entity applying for subsoil exploitation presented in the previous report is
the same.

The procedure for submitting information on financial and technical capabilities approved by the
Government'’® and respective samples (reference on the experience of professional work in the field of
subsoil exploitation, reference on the availability of required engineering staff, reference on the
availability of necessary technical capabilities and means, reference on necessary financial means,
reference on not having tax liabilities issued by the RA tax authorities) remain the same.

As shown in the table above the work plan of geological exploration for mineral extraction purposes is
also attached to the application, which should include purposes and anticipated time-frames of the works
to be performed, as well as identified methods, ways and means of the performance of work in
accordance with the best international practices, and estimated volumes, and since 2019 also the general
and geological descriptions of the requested area of subsoil with a geological map, the plan with the
endpoint coordinates approved by the signature of the person having the qualification certificate in
accordance with the legislation, as of six months prior to the submission of the application. Mapping
materials are attached to the project (has lost its force 13.11.19 HO-256-N), application for environmental
impact assessment (with the environmental action plan) and mining waste management plan and financial
guarantees required for implementation of measures envisaged by mining waste management plan, and
for those applicants willing to recycle mining waste: mining waste recycling plan and financial guarantees
required for implementation of measures envisaged by recycling plan.

The working plan of geological exploration is agreed with the MTAI. Implementation of geological
exploration is not allowed without prior approval of the project.

Consideration of Applications. The procedure for considering applications has not been changed in
2018, although some terms have been changed by the law N° Ho-256-N “On making supplements and
amendments to the Mining Code of the Republic of Armenia” adopted on 13.11.2019 (the primary
purpose of these changes is to provide a more detailed study of the working plan of geological exploration
and the El preliminary assessment request submitted with the application in the preliminary stage,
excluding the disclosure of issues related to them in the final part of the application review). Thus, within
5 days after receiving the application, MTAI notifies the applicant of the completeness of the application
package attached to the application and of the registration of the application. Within 10 days after the
registration of application (within 20 days by the amendments HO-256-N of 13.11.19) MTAI discusses
the working plan of geological exploration attached to the application and together with El preliminary
assessment request, mapping materials and mining waste management plan and financial guarantees
submitted with the application, submits them for expert examination.

Up to 30-day period (within 30 working days by the amendments HO-256-N of 13.11.19) after receiving
the project and attached documentation, the Ministry of Environment provides recommendation with

179 “The Content of the Information on Financial and Technical Capabilities and Means of an Entity Requesting Mining Right
and Their Requirements”, Governemnt Decree Ne 367-N (adopted on March 28, 2013), available from
https://www.arlis.am/DocumentView.aspx?DoclD=82720.
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regard to the project. In case the respective recommendation on the El preliminary assessment request
is not provided within 30-day period (within 30 working days by the amendments of 13.11.19 HO-256-
N), it is considered to be positive.

After receiving the positive recommendation with regard to the El preliminary assessment request, the
MTAI shall, within 60 days from the day of the registration of application (within 20 days by the
amendments HO-256-N of 13.11.19), render a decision with regard to the application and shall notify the
applicant about the latter in written form. In case the decision with regard to the application is not made
within the said period, it is considered to be accepted.

If two or more persons have applied for the same subsoil area, the preference shall be given to the
applicant whose application was registered first.

If the documents submitted by applicant are incomplete or the submitted study project, as well as the
information on applicant’s financial and technical capabilities and means do not comply with the
requirements of the legislation, the MTAI informs the applicant about it within 10 days (within 20 days
by the amendments HO-256-N of 13.11.19).

The applicant shall eliminate the mentioned shortcomings within 10 days after receiving the notification.
If the mentioned shortcomings are not eliminated within the defined period, the authorized body shall
reject the application on this basis.

As the result of the administrative proceedings (consideration of the application), a permit for geological
exploration of subsoil is granted and an invitation to verify the geological exploration contract is sent.

The permit includes the serial number, the year, month and date of issue and validity period, the subsoil
area endpoint coordinates in compliance with unified coordinates system, the purpose of geological
exploration and the name of the mineral resource. The study project and geological exploration contract
are attached to the permit and are considered integral parts thereof'®°.

Rejection of the application. The grounds for rejecting the application by MTAI prescribed by the
Code have not been changed within the reporting period, and they are available on pages 144-145 of the
First Report.

180 Code, article 37
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Figure 2.2.1 The procedure for granting a permit for geological exploration of subsoil for mineral extraction purposes
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(iif) The procedure for granting mineral extraction permits

The procedure of receiving the permits for mineral extraction (request for extraction right) is regulated
by the Code.

With the purpose of receiving the right for mineral extraction the legal entities submit an application to
RA Ministry of Territorial Administration and Infrastructure (previously the RA Ministry of Energy
Infrastructures and Natural Resources. The application contains the information presented in the table
below:

Table 2.2.4 The information included in the application for the right for mineral extraction, as

of reporting period

Corporate data of the applicant (the copy of the applicant’s state registration certificate (state registration number

by the amendments HO-256-N of 13.11.19), note on the size of the Charter capital of the applicant’s legal entity);

The anticipated time period of mine use calculated on the basis of the available technical-economic indicators;

The geological description of the area of the subsoil for which the applicant aims to receive the right for mineral

extraction'®';

The list of the approved minerals;

Mineral extraction project:

Such methods of opening the mineral deposits and exploitation systems, which comply with the best

international practices and ensure reasonable and comprehensive, economically expedient extraction

ensuring minimal environmental losses of main and accompanying mineral reserves, as well as safe and

lasting use of constructions;

ii. Details on the formation of the planned infrastructure;
By the amendments HO-256-N of 13.11.19 also geological description of the subsoil area, blocking maps of
the geological and approved reserves of the mine with respective sections, the movement of the mine
according to the drawings showing the years, the general plan of the mine, the schedule of the mine
operation preparation and extraction works;

iii. Calculation of the expected period of mine use based on the available technical-economic indicators;

iv.  Assessment of environmental impact, including environmental control plan and monitoring plans;
V. Social impact assessment:
(a) Provisions for improving the social conditions of the population in case of resettlement;
(c) Provision on improving the living standards of the population;
(d) Guarantees for ensuring participation in community’s social-economic development processes;
(e) Storage and maintenance of the removed soil layer and simultaneously extracted lean ore;
® Ensuring the norms and rules defined for labor safety, employee health protection and environment

protection;
(8) Recovery of damaged lands;
Mine closure plan:
The physical closure plan of the mine which includes dismantling of infrastructures, machines, equipment
and constructions;
The recultivation plan for land areas damaged as a result of mineral extractions, including the recultivation

plan during the existence of the mine (based on the mine exploitation method);

181 The clause has lost its force by the law HO-256-N of 13.11.19.
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Social mitigation program for employees, according to the legislation;
Monitoring plan for ensuring the safety and health of population of the communities in mineral extraction

iv.  areas, in the areas of dumping production waste originated during the production process and their adjoining
territories;
Confirmation of the drafting of the final mine closure plan 2 years before the completion of the mine
v exploitation;
vi.  Financial guarantees for the implementation of the mine closure plan;
7 Data on previously held rights of the applicant for implementation of mining activities in the Republic of Armenia '8

The names, citizenship (in case of a legal entity the copy of state registration certificate) of the persons having 10 or
more percent of shares (stocks) of the applicant legal entity, as well as other information in accordance with the
procedure defined by the authorized body'®3;

After the submission of the application, before the decision on the application of the requesting right is made, an
excerpt containing information on the real owners in case of changes of the real owners, after the state registration
of the change;

Information on financial and technical capabilities and means, the content and requirements to which are defined
by the government;

Financial proposals and guarantees which should include details on mine operations, capital and operational costs;
Mining waste management plan and relevant financial guarantee, and in cases defined by the law - mining waste
processing plan and financial guarantees necessary for implementation of activities envisaged by the mining waste
processing plan;

12 The receipt of the state fee set for implementation of environmental impact expertise.

-
B
=)
B
-
0|
B
(2]

The criteria for legal entities providing financial guarantee'®* stated in point 11 of the table above were
defined by RA Government Decree N° 885-N “On criteria for legal entities providing financial
guarantees”'® dated July 20, 2017.

According to the latter the legal entity — bank, other credit organization or insurance company should

[on

e
a person licensed by the Central Bank of the Republic of Armenia in accordance with the procedure
defined by the RA Law “On the Central Bank of the Republic of Armenia”®®, and non-resident legal
entity should be rated by one of the following international credit organizations - Standard & Poor’s,
Moody’s, A.M. Best or Fitch, with rating not lower than:

The lowest rating of non-resident legal entity providing guarantees

182 The clause has lost its force by the law HO-256-N of 13.11.19.

183 This clause has been amended to read as follows by the law HO-24-N of 23.04.19:

«8) in case of extraction of metal minerals an excerpt containing information on beneficial owners defined by the Law “On State
Registration of Legal Entities, Separate Divisions of Legal Entities, Institutions and State Registration of Individual
Entrepreneurs” as of 5 days prior to the submission of the application”.

184 Financial guarantees are provided for use, closure of mining waste objects and mining waste processing objects, and
implementation of procedures defined by the legislation to be realized after closure, which are defined by mining waste
management and mining waste processing plans.

185 https://www.arlis.am/DocumentView.aspx?DoclD=115056

186 https://www.arlis.am/DocumentView.aspx?doclD=64633
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The legislation of the Republic of Armenia envisages prohibition of implementation of subsoil exploitation
activities in some areas. Thus, according to the Code use of separate areas of the subsoil is prohibited
from the viewpoint of ensuring national security, protection of life and health, cultural-historical values
or environment, if cemeteries, natural, historical or cultural sites, plants or animal populations registered
in the RA Red Book are located on the requested part of the subsoil, as well as in case animal migration
routes pass through these areas.

Consideration of applications: A number of departments take part in the process of consideration of
applications: MTAI, the Ministry of Emergency Situations, the Ministry of Environment.

The MTAI, within 10 days (within 40 days by the amendments HO-256-N of 13.11.19) after registering
the application, discusses the plan attached to the application and provides it to MES for technical safety
expertise, and EIA (Environmental Impact Assessment) report is provided with attached documents for
expertise to the Ministry of Environment.

MES carries out the expertise within 60 days after receiving the plan. MES provides expertise
recommendation regarding the plan'®. As mentioned above the expertise itself is carried out by
“National Center for Technical Safety” SNCO or legal entities or individual entrepreneurs accredited in
accordance with the procedure defined by the RA Legislation and registered by MES'®8, according to the
“Technical Safety Expertize Implementation Procedure” approved by the RA Government'®. In case the
recommendation is not provided on time, it is considered positive.

In case the project is incomplete MES, , informs the MTAI about it stating the shortcomings within 5 days
after its receipt, and the latter in its turn notifies the applicant within 5-day period. The applicant has
the

right to eliminate the shortcomings within 10 days (within 40 days by the amendments HO-256-N of
13.11.19) after receiving the notification, otherwise the MTAI declines the application.

In case of receiving the corrected version of the project within 5-day period the MTAI provides it to MES
for technical safety expertise.

In its turn the Ministry of Environment provides expertise recommendation within 100 days (within 60
working days by the amendments HO-256-N of 13.11.19) after receiving the EIA report. In case the
recommendation is not provided within 100 days (within 60 working days by the amendments HO-256-
N of 13.11.19), it is considered positive. It should mentioned, that by the amendments HO-256-N of
13.11.19 according to the decision of the Ministry of Environment, the term of the main stage of the
expertise may be extended by not more than half of the time limit set for each category, but not more
than once.

If the EIA report is incomplete, the MoE informs the applicant about it within 10-day period from its
receipt, stating the shortcomings. The applicant may eliminate the shortcomings within a 10-day period.
Otherwise, the MTAI rejects the application.

187 Code, article 51(2)(1)
188 RA law “On State regulation of provision of technical safety” 204-N (2005, October 24), article 11(1)
189 RA Government Decree 1359-N (2011, September 11)
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After receiving the revised version of the EIA report the MTAI once again presents it to the MoE for
expertise.

After receiving the positive expert recommendation the MTAI, makes a decision regarding the application
within 180 days (within 25 days by the amendments HO-256-N of 13.11.19) after registering the
application and notifies the applicant. In case of not making a decision within 180-day (within 25 days by
the amendments HO-256-N of 13.11.19) period the application is considered satisfied.

In case the documents attached to the application are with shortcomings or the provided financial and
technical information does not comply with the requirements of the legislation, the MTAI notifies the
applicant within 10 days (within 40 days by the amendments HO-256-N of 13.11.19) after registering the
application who has 10 days for eliminating the shortcomings. Otherwise, the MTAI rejects the
application.

Refection of the application. The grounds for rejecting the application defined by the Code are set
out in the table below.

Table 2.2.5 Grounds for rejection of the application for the right to extract minerals

The documents attached to the application or the information provided in them are forged;

The subsoil area mentioned in the application or a part of it is an object of other mining right;

The subsoil area for which the applicant claims to receive mineral extraction right exceeds the area required
for implementation of mining activities envisaged by the mineral extraction project summary provided by the
applicant

Provision of mineral extraction right contradicts the requirements of the RA legislation, including the
requirements for assuring the national security of the Republic of Armenia, as well as the requirements of
international treaties of the Republic of Armenia

Any previously held mining right of the applicants has been terminated for the following reasons: (i) the
applicant has received a warning and within the time-period stipulated by the MTAI (90 days) (up to 90 days
by the amendments HO-256-N of 13.11.19) has not eliminated the grounds for the warning ) (up to 120 days
the suspension grounds by the amendments HO-256-N of 13.11.19), (ii) has used the subsoil not for the
purpose for which it has been provided, (iii) the mining company has discovered and has not notified the
authorized body within 14 days about a) discovering accumulations of minerals not stated in mining right, b)
presence of rare objects and objects of scientific-cultural value, c) emergence of unforeseen ecological risks
(Article 30 of the Code);

The terms have been violated;

On the land plot of the claimed subsoil area there are (i) cemeteries, (ii) natural, historical and cultural
monuments, (i) plants or populations of animals registered in the RA Red Book, as well as in case animal
migration ways pass through this area;

Financial guarantees provided by the applicant are insufficient for implementation of activities envisaged by
mining waste management and (if applicable) mining waste recycling plan;

Grounds for rejection of the application for the right to extract minerals

Financial guarantee was provided by a legal entity which does not meet the criteria defined by the RA
Government for legal entities providing financial guarantee.

Elimination of possible shortcomings available in the application. The RA legislation envisages an
opportunity for eliminating the shortcomings in the application. Thus, the Article 51(9) of the Code
defines:
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In case the documents provided by the applicant are incomplete, or the provided extraction
project, as well as information on financial and technical capacities and means of the applicant
does not meet the requirements defined by the legislation, then the authorized body, within 10-
day (within 40 days by the amendments HO-256-N of 13.11.19) period after registering the
application, informs the applicant about it. The applicant, within 10 days after receiving the
notification, eliminates the mentioned shortcomings. In case the mentioned shortcomings are not
eliminated within the defined period the authorized body rejects the application on this ground.

If two or more persons have applied for the same subsoil area or for such subsoil areas, which have
general parts, the preference is given to the privileged applicant (holding the subsoil exploitation right
for geological exploration for mineral extraction purposes), and in case of the absence of the latter to
the person whose application was registered first (Article 51(10) of the Code).

(iv) The MTAI’s consent on transfer of mining right

As already mentioned, the legislation also regulates the transfer of mining right, that is the alienation of
the right to third parties or its transfer to a new legal entity established by way of division or separation
as a result of the reorganization of a legal entity holding a permit. The transfer is possible only upon
agreement of the MTAL. It is noteworthy that the Code defines only the requirements for the application'®°
and the time frames for application consideration by the MTAI (30 days). The Code does not specifically
provide for grounds for rejection of the application, meanwhile it refers to the grounds for rejection of
applications for granting mining rights. However, we believe, that it is not reasonable to address such
significant issue with reference provision only, hence, we suggest envisaging separate regulation which
shall directly define rejection grounds for transfer of mining rights.

As mentioned above, the sale of shares / stocks of a company holding mining right is not controlled by
MTAI. While such changes can lead to the termination of financial guarantees or the right to own an
active mining company can be transferred to enterprises with a negative environmental history in other
countries without any legal mechanism for prevention by the state.

(1) The procedure for granting consent for geological exploration of the subsoil

The Code also regulates the regimes for granting consents for geological exploration of the subsoil. The
right for geological exploration granted by the MTAI provides the entity with the following rights:

Implementation of regional geological exploration — regional geological-geophysical activities,
geological extraction (mapping), geo-chemical, seismological, hydro-geological and engineering-
geological exploration, scientific-research, archeological and other activities aimed at
implementation of general geological exploration of the subsoil;

Geological exploration of volcanic activity, monitoring of external geological processes;

190 Requirements for the application are prescribed by Article 23(2) of the Code, as well as are available on page 150 of the
First Report available at https://eiti.org/files/documents/english_2016-2017_armenia_eiti_report.pdf
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Creation of mineralogical, archeological and other geological collections, collection of aesthetic
and semi-precious stones;

Description and maintenance of scientific, cultural, aesthetical and geological objects of other
values (rare geological phenomena, natural monuments, caves and others).

The entities claiming to receive the right (agreement) submit an application to the MTAI, which
shall include the information provided for by the Code'', and which is available on page 151 of
the First Report.

It is noteworthy that the legislation effective during the reporting period did not provide for the grounds
for not providing consent for geological exploration by the MTAI. However those grounds were defined
by the amendments of April 23, 2019 which have entered into force starting from July 1, 2019 (those
grounds are: (1) submission of forged documents or information, (2) the claimed subsoil area is greater
than the area required for subsoil exploitation defined by geological exploration project, (3) insufficiency
of financial and technical capabilities and means, (4) granting the right contradicts other requirements
of the RA legislation, (5) the termination of any mining right previously held by the applicant, not
elimination of the grounds for the warning of the Authorized body, exploiting the subsoil not for the
purpose for which it has been provided, not notifying the within the period defined by the Authorized
body about discovering accumulations of minerals not stated in mining right, or presence of rare objects
and objects of scientific-cultural value, or emergence of unforeseen ecological risks (Article 30 of the
Code); (6) the subsoil area is located in the areas where are cemeteries, natural, historical and cultural
monuments, plants or populations of animals registered in the RA Red Book, if the project envisages the
crossing of mountain ditches and the creation of infrastructure, which are accompanied by a violation
of land cover)'®

91 Code, article 33
192 The Code,Article 33.1, the RA law “On Amendments and Supplements to the Mining Code”, HO-24-N, 23 April 2019,
available at https://www.arlis.am/DocumentView.aspx?docid=130250
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Figure 2.2.2 The procedure for granting mineral extraction permits
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Termination of the mining right. The process of termination of the mining right is regulated by the
Mining Code of the Republic of Armenia. In particular, the mining right may terminate exclusively on
the grounds and as prescribed by the Mining Code of the Republic of Armenia.

The legal relations related to the termination of the mining right are regulated by Article 30 of the Code.
In the reporting year of 2018, the mining right could have been terminated in the following cases:

1) the term of the right has expired;
2) right holder legal entity has been dissolved or the right holder sole proprietor has ceased to exist

3) the right holder has not eliminated the grounds for written notice within the period defined by
the authorized body (90 days)

4) the subsoil has been exploited for a purpose other than the purpose for which the right has been
granted

5) the right holder has discovered and failed to notify the authorized body on:

discovering minerals not listed in the mining permit
existence of rare and scientific-cultural values
appearance of unpredicted environmental risks.

However, on April 23, 2019, according to the amendments introduced by the Law HO-24-N, the mining
right may also terminate if the right holder has not eliminated the grounds for warning (up to 90 days)
or suspension (up to 120 days) within the timeframe set by the MTAI.

It is noteworthy that the MTAI is not entitled to terminate the mining right if the right holder has
eliminated the grounds for the notice of warning or suspension (the suspension was added as a result
of the amendments introduced by the Law HO-24-N of 23.04.2019) within the 90 days from receipt of
the notice or before the expiration of the term for suspension. In addition, the termination of the mining
right may not enter into force until the end of the court proceedings initiated against the right holder.

Although, according to the Code, the mining right may terminate in order to ensure the overriding
public interests in accordance with the legislation of the Republic of Armenia (the termination of the
mining right is the ground for the termination of the mining entity's rights to the land allotted for the
purpose of subsoil exploitation), the definition of the overriding public interest or the description of its
individual cases is not defined at the legislative level or in the model form of the Agreement.

Bankruptcy of a right holder company (voluntary or involuntary), as well as the risk of bankruptcy do
not constitute grounds for termination of the mining right. The fact that the company is declared
bankrupt does not exempt the latter from mandatory fees related to subsoil exploitation, as well as from
any other obligations which are applicable to mining companies (they are not subject to moratorium)
such as state duty for granting subsoil and mineral use permit, royalties, payment for the use of natural
resources etc.
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Waiver of the mining right. The Code also regulates the right to waive the right of geological exploration
of the subsoil for the extraction of minerals in the subsoil or part of it and the legal relations related to
the abandonment of the subsoil site, which is considered to be the object of the right of mineral
extraction.

Thus, in both cases, the concerned entity must apply to the MTAI at least 3 months before the desired
date for the renunciation to enter into force.

To waive, one must submit an application. Attached to the application for waiver the following documents
must be presented:

(i) note on the desired day of waiver to enter into force

(il) adetailed description of the work done on the subsoil site, on which the applicant wishes to waive
the right to geological exploration or right to mineral extraction

(i) documents certifying the execution of the mentioned works.

According to the amendments introduced by the Law HO-24-N dated 23 April, 2019, in order to conduct
a geological exploration on metallic mineral extraction and to extract metallic mineral, attached to the
application an abstract containing information about the real owners must be presented, as of 5 days
prior to the submission of the application.

In case of abandonment of the subsoil site, which is considered to be the object of the mineral extraction
right, to this list of documents are added also the mine closure program, which includes the dismantling
of infrastructures, vehicles, equipment and buildings, the program of recultivation of the disturbed
lands, the program of social mitigation of the labor force, the monitoring plan. Besides, financial
guarantees for mine closure program and documents supporting performance of such works shall be
attached to the application.

The application for renunciation of the right of geological exploration of a part of the subsoil site shall
describe the given subsoil site.

The following documents are attached to the application:

1) description of the subsoll site,

2) the modified program of geological exploration,

3) the plan of the given site which defines the part of the subsoil site on which the right holder
wants to renounce the right of geological exploration.

The plan of the given subsoil area is attached to the application of waiver of the right to extract the
mineral in a part of the subsoil site, which shall define the part of the subsoil site in regard to which the
mining entity wishes to waive the right to extract the mineral, as well as the modified project.

If the certificate refers to a part of the subsoil site which is considered to be the object of geological
exploration, the authorized body, considering the application and the amended program of geological
exploration within 30 days, shall provide the applicant with a certificate of waiver, which may contain
conditions for waiver of the right to geological exploration, of which the applicant shall be notified.
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Issuance of a certificate of waiver is not guaranteed, there are cases when the MTAI will not provide it.
Thus, the MTAI does not provide a certificate of waiver if the documents are not properly submitted, as
well as in cases where remaining area of the subsoil which is considered to be the object of geological
exploration or the subsoil site remaining a mineral extraction facility may not be used or operated as
reasonable and complex in accordance with the terms of the mining contract or the mineral extraction
contract.

In case of waiver of the subsoil site, which is considered to be the object of mining right, the application
shall also be rejected when the part of the subsoil site to which the mining entity wishes to waive the
right to mine cannot be considered a separate object of mining right.

It is important to note that the waiver of the right to a geological exploration of the subsoil site or part
of it, as well as the waiver of the right to extract the ore from the subsoil site or part thereof, do not
relieve the applicant of the obligations and responsibility arising from the subsoil or part thereof until
the entry into force of the waiver.

Legal issues of the accessibility of the administrative act on termination of mining right

The mining right is terminated by an administrative act adopted as a result of administrative proceedings.
The decision made as a result of each administrative proceeding shall be made accessible to the person
with respect to whose rights or obligations the act was adopted. However, there are areas whereby
administrative acts relate to the interests of the society and therefore make it necessary to make the
mentioned acts public and accessible to the public.

The administrative act on the termination of the mining right may also most likely be related to the public
interest (if it is conditioned by circumstances that have environmental, health, human rights
consequences) and its accessibility stems from public interests, but at the same time, the accessibility of
the latter can significantly impair the legitimate interests of the legal entity holding mining right and
business reputation.

During the meetings with the MSG, the issue of making public administrative acts on the termination of
the mining right was raised. Overall, in agreement with this proposal, we consider that only
administrative acts that have entered into force shall be subject to publication.

Thus, like any other administrative act, the administrative act on the termination of the mining right may
also be challenged and suspended by the force of the dispute until the legal act of the court enters into
force. Therefore, in fact, a situation might be established when the act on termination of the right is not
grounded but its untimely publication causes significant economic consequences for the subsoil
exploitation.

Therefore, in order to protect the rights and legitimate interests of both parties, the public and the
mining entities, we believe that administrative acts on the termination of mining rights can be made
available to the public only if they enter into force and cannot be publicized when they are challenged
by a mining entity in court.

83



ARMENI|A Extractive

Industries
EI I Transparency
EY EITI Report I Initiative

2.2.3. Types of potential violations which can be committed wile exercising mining rights
and liability for such violations

As it was highlighted above, mining entity can be warned, or mining rights thereof can be suspended,
even terminated, in case the latter does not perform the obligations prescribed by Code or terms and
conditions of mining rights. However, besides the negative consequences above, Armenian legislation
provides for other types of liability — administrative and criminal.

Hence, as a general rule, Article 78 of the Code provides that mining entities and officials thereof shall
be held liable for violations of requirements of Code as prescribed by the laws of the Republic
of Armenia.

Conducting mining activities without mining right is prohibited. Conducting mineral extraction or
geological exploration with the purposes of mineral extraction without permits prescribed by the Code,
shall invoke liability prescribed by Tax Code of the Republic of Armenia.

(i) Administrative offences in mining industry

The RA Code on Administrative Offences was adopted on 06 December 1985, entered into force on 01
June 1986. The RA Code on Administrative Offences provides for a number of acts which are considered
to be an offence in the environmental sector, however, here we will only describe administrative
violations in the mining sector:

1. Violating the rules and requirements on performance of works of geological exploration of
subsoil (Article 60);

2. Violating the rules of subsoil exploitation (Article 60.1);

Violating the rules of publicity of mining-related activities (Article 60.2);

4. Failure to eliminate the violations of the rules of publicity of mining-related activities (Article
60.3).

@

Below we will address above-mentioned offences one by one by indicating the sanction prescribed for
each of them.

Article Type of Offence Sanction
Article 60 Violating the  Geological exploration of subsoil without being registered in the  shall entail imposition of a
rules and requirements  republican geological fund, as well as failure to transfer fine upon the official of the
on performance of geological information to the republican geological fund within entity in the amount of AMD
works of geological the set time period after completion of geological exploration of 150,000
exploration of subsoil subsoil
Article 60.1 Violating the shall entail imposition of a

] Deviation from the mineral extraction plans, which significantly
rules of subsoil

fine upon the official of the
entity in the amount of AMD
100,000

shall entail imposition of a

L. violates efficient usage of accurate information on subsoil and
exploitation .
minerals

The same offence where committed again within one year of
s Y fine upon the official of the

entity in the amount of AMD
150,000

imposition of administrative penalty envisaged by part 1 of this
Article

84



EY EITI Report

ARMENI|A Extractive

Industries
EI I ITransparency
Initiative

Article

Article 60.2. Violating
the rules of publicity of
mining-related activities

Article 60.3. Failure to
eliminate the violations
of the rules of publicity
of mining-related
activities

Type of Offence
Deviations from the plan during subsoil exploitation not related to
mineral extraction, which invoke exogenous geological processes,
i.e. degradation, soil slip, heavy showers and other dangerous
phenomena

Failure to perform geological and mining survey, failure to
maintain required documentation

Subsoil exploitation for mineral extraction purposes without
respective permit

Non-performance or inaccurate performance of measures for
protection of subsoil in case of freezing (conservation) during
exploitation of the subsoil, or upon completion thereof, including
measures on rehabilitation (recultivation) of land plots, as
prescribed by exploitation plan

Pursuant to the Mining Code of the Republic of Armenia failure to
submit required report by the legal entities which are obliged to
submit a public report to the Authorized Body and the Staff of the
Government of the Republic of Armenia on mining-related
activities within the established time period

1. Failure to perform the demand on submitting the report within
ten working days starting from the receipt of the written demand
from the authorized government body upon imposition of the
liability established by Article 60.2 of this Code for failure to
submit the required report by the legal entities which are obliged
to submit a public report to the Authorized Body and the Staff of
the Government of the Republic of Armenia on mining-related
activities within the established time period, as prescribed by the
Mining Code of the Republic of Armenia

The same offence where committed again or every other time
within one year of imposition of administrative penalties

Sanction
shall entail imposition of a
fine upon the official of the
entity in the amount of AMD
150,000
shall entail imposition of a
fine upon the official of the
entity in the amount of AMD
100,000
shall entail imposition of a
fine upon individuals in the
amount of AMD 80,000, and
upon officials of the entity
in the amount of AMD
150,000
shall entail imposition of a
fine upon individuals in the
amount of AMD 80 000, and
upon officials of the entity
in the amount of AMD
150,000

shall entail the imposition of
a fine upon the official of the
entity in the amount of AMD
150,000

shall entail imposition of a
fine upon the official of the
entity in the amount of AMD
200.000

shall entail imposition of a
fine upon the official of the
entity in the amount of AMD
300,000

Departmental authority which ensures state supervision in the filed of subsoil exploitation and

protection

Departmental authority which ensures state supervision in the filed of subsoil exploitation and protection

shall examine administrative cases and impose administrative penalties for administrative offences
prescribed by Articles 60 and 60.1. of the RA Code on Administrative Offences (except for the cases of

subsoil exploitation for the purposes not related to mineral extraction).
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The Ministry of Energy Infrastructure and Natural Resources of the Republic of Armenia which ensures
the publicity of mining-related activities shall examine administrative cases and impose administrative
penalties on administrative offences prescribed by Articles 60.2 and 60.3 of RA Code on Administrative
Offences.

(ii) Criminal offences in mining industry

Criminal Code of the Republic of Armenia was adopted on 18 April 2003, entered into force on 01
August 2003. Criminal Code of the Republic of Armenia provides for a number of actions commission
of which causes damages to the environment. However, below we will present only those criminal
offences which fall within the scope of this Report.

Article Type of Offence Sanction

Violating the rules on subsoil protection and exploitation in . . .
Shall be punished with a fine in the

amount of AMD 200,000 to
500,000, or with deprivation of the
right to hold certain positions or

. the process of planning, locating, constructing,
Article 291. s . - )
L. commissioning and operating mining enterprises or
Violating the rules on - . .
. . underground facilities not related to mineral extraction, as
subsoil protection and . . .
L. well as, unauthorized construction on the surface of mineral . . L
exploitation . . . L practice certain activities for up to 3
sites, where such actions have negligently caused significant
ears

damages 4

Shall be punished with a fine in the
amount of 700,000 to 1,000,000,
or with imprisonment for up to 1

Subsoil exploitation with violations of rules on subsoil
protection and exploitation, or with deviations from

respective plans, or without a contract, which caused . . .
L. . year, with or without deprivation of
significant damages to human health, to the environment, to . . ..
o ) . the right to hold certain positions or
the subsoil, mineral resources therein, buildings and : . .
practice certain activities for up to 3
structures
years

Crimes described above, as well all crimes against the environment are prosecuted as prescribed by the
Criminal Procedure Code of the Republic of Armenia by the law enforcement authorities of the Republic
of Armenia, while persons which have committed the offence can be found guilty only pursuant to the
judgments of the courts of the Republic of Armenia in force.

2.2.4 Companies that have been granted with mining permits (having signed mining contracts)
as well as those that have been deprived/suspended of their permits, received
penalties, fines, warnings during the Reporting year

The list of companies authorized to conduct geological exploration of the subsoil for mineral extraction
is available on the MTAI webpage.'® The MTAI webpage publishes all information required under EITI
2019 Standard Requirement 2.3, i.e. the names of the companies that received the permit, the place of
the activity, the permit number, the purpose of the activity, the date of issuing the permit, the expiration

193 Information relevant to the reporting period is available on the website of the RA Ministry of Energy
Infrastructure and natural Resources at http://www.minenergy.am/page/569, where information relevant to 2019-
2020 are available at the official website of MTAI at http://mtad.am/hy/mtad29.29.7/
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date of the permit, the date of the contract, the notes on the extension of the contract, as well as other
notes (e.g. on the change of the name of the company).

The list of companies with mining permits is also available on the MTAI webpage.'* The MTAI webpage
publishes the names of the authorized companies, the address of the place of activity, the permit number,
the date of its issuance, the expiration date, the contract number and the date of issuance, the number
of mining act and the date of issuance, as well as other notes (e.g. change of the name of the company,
bankruptcy and other).'%

Pursuant to the information provided by MTAI, in 2018, 13 requests have been submitted to the RA
Ministry of Energy Infrastructure and Natural Resources for granting permits for geological exploration
for the purposes of metal minerals extraction, where out of which 3 permits were granted. With regard
to 2 of them, the ministry have rendered decision within time-periods set by the Mining Code of the
Republic of Armenia, while in case of the third one, the violation of the time-period was due to the
inconsistency between the terms of expert examination envisaged by the Mining Code of the Republic of
Armenia and RA Law “On Environmental Impact Assessment and Expertise”, in particular due to
inconsistency between suspension and prolongation of the expertise process.

10 requests have been rejected due to non-compliance to the requirements of the Mining Code of the
Republic of Armenia.

No request on granting permit for metal minerals extraction has been received at the ministry.

2 entities holding permits for geological exploration for metal minerals extraction have been issued
warnings for failure to submit annual interim report. Since the grounds for warning have been
eliminated, termination process has not been initiated.

18 entities holding permits for geological exploration for metal minerals extraction have been issued
warnings for failure to make payments in the time-periods sets by the law. Since the grounds for warning
have been eliminated, termination process has not been initiated.

2.3 Information on mining contracts

2.3.1.  State policy on publication of contracts

The state policy on the publication of mining contracts was discussed in detail in the First EITI Report.
In the Reporting year and at the date of this report the legislative framework and state policy on the
matter in issue has remained unchanged. In view of the above, we hereby reaffirm our position in the
First Report, and briefly outline its description hereunder.

Thus, pursuant to the Law No. HO-191-N “On Making Changes and Amendments to the Mining Code”
adopted on March 21, 2018 by the National Assembly of the Republic of Armenia (entered into force on

194 Ibid.
195 Ibid.
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April 7, 2018), Article 9 of the Mining Code was revised, which, in particular, included part 2 with the
following wording:

“The authorized body shall also publish on its official website the mining contracts concluded with mining
companies extracting minerals and the amendments thereto, excluding the publication of the
information (data) specified as not being a subject to disclosure by the Law of the Republic of Armenia

1”7

“On Freedom of Information””.

As a result of the above-mentioned legislative reform, all the mining contracts (along with their
amendments and appendices) concluded with the mining companies extracting minerals are currently
available on the website of the MTAI.19

Table 2.3.1: The numbers, dates of contracts signed with companies having the right for
implementation of geological activities for mineral extraction purposes, company registration

number and TINs as of February 12, 2020

Number and date of mining

Mining company Registration Number TIN
contract

“Georeid” CJSC 264.120.08798 00258804 No. PV -066, 13.07.2012
“Ecuivest Allience Foundation” LLC 264.110.847218 00140736 No. P-212, 03.08.2015
“Iron Mining” LLC 286.110.929307 02653565 No. P-236, 25.03.2017
“Premium Mining” LLC 273.110.925468 02652485 No. P-237, 25.02.2017
“Energi Invest Holding” CJSC 85.120.879763 03021382 No. P-238, 13.03.2017
“Golden Land” LLC 273.110.912900 02649955 No. P-245,17.07.2017
“Metals Mining Group” LLC 273.110.912899 02649947 No. P-246, 17.07.2017
“Harust Metagh” LLC 278.110.927638 00470677 No. P-247, 20.10.2017
“Copper Plus” LLC 286.110.944106 02657454 N Pl K

No. P-252, 13.11.2017
“Gevler” LLC 72.110.955975 09425628 No. P-255, 14.12.2017
“Polimetal Armenia” LLC 264.110.849028 00141145 No. P-259, 31.01.2018
“Nig Mining” LLC 273.110.965994 02662823 No. P-263, 04.04.2018
“Inter Mining” LLC 282.110.997805 00908544 No. P-266, 28.03.2018
“Chudo Metal” LLC 51.110.891426 04228339 No. P-269, 25.04.2018

Table 2.3.2: The numbers, dates of contracts signed with companies having the right for mineral

extraction, company registration number and TINs as of 25 December 2019

Registration

Number and date of mining

Mining company number TIN contract
“Meghradzor Gold” LLC 286.110.07682 02709666 No. PV-057, 2012 August 22
“Paramount Gold Mining” CJSC 286.120.58034 04219371 No.089, 2012 June 12
“Sagamar” CJSC 278.120.03167 00410036 No. PV-093, 2012 October 20
“Ler-Ex” LLC 27.110.00893 09412188 No. PV-094, 2012 August 16
“Akhtala Mining and Processing Enterprise” CJSC 96.120.00632 06602309 No. PV-103, 2012 October 20

196 http://www.mtad.am/hy/mtad26.12.4/'%.
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Mining company

“Fortune Resources” LLC
“Molibdeni Ashkharh” LLC
“Chaarat Kapan” CJSC
“Mego-Gold” LLC'¥”
“Geopromining Gold” LLC
“Vardani Zartonk” LLC
“Lydian Armenia” CJSC'®®
“Lichkvaz” CJSC

“Agarak Copper Molybdenum Combine” CJSC

“Assat” LLC

“Vayk Gold” LLC

“Teghout” CJSC

“Marjan Mining Company” LLC'%®

“Tatstone” LLC

“AT-Metals” LLC

“Baktek Eco” LLC

“Geghi Gold” LLC

“Multi Group Concern” LLC

“Zangezur Copper-Molybdenum Combine” CJSC

“Aktiv Lernagorts” LLC
“Gharagulyanner” CJSC

Registration

number TIN
39.110.01312 02806526
286.110.05872 02580107
27.120.01216 09416902
77.110.00610 04213127
273.110.02424 01530525
79.110.00234 09414399
264.120.07314 00091919
286.120.07744 02710054
79.140.00036 09700039
77.110.00569 03807664
264.110.111245 00114369

286.120.06078 02700773

273.110.05412 01569837
264.110.06348 00079433

271.110.738775 00118721

282.110.06759 00870494
72.110.121815 09423012
42.110.01460 03516447
27.140.00009 09400818
273.110.03365 01544838

286.120.929505 02583292

No.
No.
No.
No.
No.
No.
No.
No.
No.
No.
No.
No.
No.
No.
No.
No.
No.
No.
No.
No.
No.
No.

Number and date of mining
contract

PV-169, 2012 October 20
PV-174, 2012 November 7
PV-183, 2012 November 27
PV-184, 2012 December 28
PV-189, 2012 October 20
PV-239, 2012 September 27
PV-245, 2012 September 26
PV-293, 2012 November 22
PV-311, 2013 April 5
PV-366, 2013 June 6
P-371, 2012 November 30
PV-376, 2013 February 20
PV-398, 2013 March 7
P-458, 2013 February 11
P-459, 2013 February 11
P-514, 2015 January 16
P-515, 2014 August 22
P-544, 2016 July 22
PV-213, 2012 October 20
PV-232, 2012 November 27
PV-425, 2012 December 28
P-547, 2016 October 25

2.3.2. Social responsibilities stipulated in the mining contracts

During the First EITI Report a number of social responsibilities for the mining entities have been

discussed in detail. In particular, social responsibilities envisaged by the mine-closure plan (workforce

social mitigation plan) and responsibilities assumed in the area of social-economic development of the

community have been considered.

(1) Social responsibilities stipulated by the mine-closure plan (workforce social mitigation

plan)

In the Reporting year and while drafting this Report the legislative framework on the matter in issue has
remained unchanged. In view of the above, we hereby reaffirm our position presented on pages 155-
157 of the First Report and outline its brief description hereunder.

197 According to the information published on the official webpage of the MTAI on account of the extraction of metal ore, the
mining rights of “Marjan Mining Company” LLC, “Mego-Gold” LLC, and “Vayk Gold” LLC have been terminated since 13

December 2019. For more information, refer to

http://www.mtad.am/hy/mtad27.12/?fbclid=IwAROI7YRGww6ZesU7YolFikhUs] 04BVHGWIcKDPWKOPBDKZCJEp5r-ePSdns.

198 According to the 8 July, 2019 Amendment to the Contract, the dates for the scope of the construction and financial
proposals and of payment of subsoil exploitation fees (operating costs during mine works, capital and the construction of the
mine) and making investments have changed, since 1 July, 2019 extending until 31 December, 2020.

199 Ibid.
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In the scope of the EITI First Report several remarks have been made on account of the mine-closure
plans which, inter alia, include “workforce social mitigation plan” (Article 49, part 2, point 6, sub-point
c).

Here, it is, first, necessary to note that although the Code stipulates the workforce social mitigation
plan,? in practice, however, as in the previous Report, the RA legislation at the date of this Report as
well does not prescribe the procedure for implementation of workforce social mitigation plan,
procedures for determining the scope of actions, as well as criteria for supervising the implementation
and evaluating efficiency of such actions. From a legal technicality sense, the absence of the above said
provisions on the legislative plane continues to remain problemsome.

Secondly, as in the previous Report, so as at the date of this Report problems continue to arise in relation
to mining contracts which have been concluded not on the basis of the mining permit issued as a result
of applications submitted for the purpose of obtaining mineral extraction right, but as a result of re-
issuance of the permits previously issued in the field of subsoil exploitation.

As in the previous Report, so as at the date of this Reporting year, many of the re-issued permits continue
to not have mine-closure plans, as a result of which workforce social mitigation plan is also unavailable
(as well as the list of activities envisaged for the social-economic mitigation in the communities located
within the immediate impact zone of the closing mine).

Considering the above, in view of the absence of clear legislative regulation of the matter in issue, the
existence of obligations related to the mine-closure and workforce social mitigation applicable for this
group of contracts (revised contracts) remains disputable, and hence, in case of companies not submitted
a mine-closure plan the issue of the obligations related to the workforce social mitigation plan remains
open from the legal viewpoint.

(i) Obligations assumed in the field of social-economic development of the community

As in the case of social responsibilities stipulated by the mine-closure plan, so as the obligations assumed
in the field of social-economic development of the community have remained unchanged in the Reporting
year and at the date of this Report.

In view of the above, we hereby reaffirm our position presented on page 175 of the First Report, that is,
similarly to the case of social measures envisaged by the mine-closure plan, no criteria on the formulation
of the scope and content of the obligations in question are provided by the laws. The only functioning
mechanism of enforcement of the obligations is actually the procedure of warning and termination of
the mining right prescribed by Article 30 of the Code. The social obligations set forth in the contracts
with mining entities are summarized in the Table 2.3.3. We also state, that a study is being carried out
on the settlement of the above-mentioned issue by the MTAI, in particular, the latter has formally
requested information from economic entities on the implementation of social obligations.

200 Code, Article 49(2)(6)(c)and Article 58(2)(3)(c)
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Table 2.3.3 Social responsibilities according to the contracts concluded with companies realized

in 2018

Mining Entity

“Agarak Copper
Molybdenum Combine”
CJsC

“Akhtala Mining and

Number and date of
mining contract

No. PV-311, April 5,
2013

No. PV-103, October 20,

Processing Enterprise” CJSC 2012

“Aktiv Lernagorts” LLC

“Assat” LLC

“AT Metals” LLC

“Baktek Eco” LLC

“Geghi Gold” LLC

“GeoProMining Gold” LLC

“Zangezur Copper and
Molybdenum Combine”
CJsC

“Tatstone” LLC

“Tatstone” LLC

No. PV-425, December
28, 2012

No. PV-366, June 6,
2013

No. PV-514, January 16,
2015

No. P-515, August 22,
2014

No. P-544, July 22, 2016

No. PV-189, October 20,
2012

No. PV-232, November
27, 2012

No. PV-459, February 11,

2013

No. PV-459, February 11,

2013

Social obligations envisaged by the Contract

Social mitigation activities for the workforce are drafted ambiguously,
as in the contract template.

Obligation to annually invest 3,300,000 AMD in the social-economic
development of the community, as well as annual financial assistance
to the medical center in the size of 500,000 AMD and participation
in the development programs of the city of Agarak in the size of 6
500,000 AMD.

one

None

Social mitigation activities for the workforce are drafted ambiguously,
as in the contract template.

Obligation to annually invest 800,000 AMD in the social-economic
development of the community, as well as participation in the
restoration works of auto routes in the size of 200,000 AMD.

Social mitigation activities for the workforce are drafted ambiguously,
as in the contract template.

Obligation to annually invest 3,600,000 AMD in the social-economic
development of the community.

Social mitigation activities for the workforce are drafted ambiguously,
as in the contract template.

Obligation to annually invest 650,000 AMD in the social-economic
development of the community.

Social mitigation activities for the workforce are drafted ambiguously,
as in the contract template.

Obligation to annually invest 650,000 AMD in the social-economic
development of the community.

Social mitigation activities for the workforce are drafted ambiguously,
as in the contract template.

Obligation invest 12,000,000 AMD in the social-economic
development of the community every 5 years, as well as 1,200,000
AMD for the purposes of compensating tuition fees for 2-3 students
from the affected communities.

None

Social mitigation activities for the workforce are drafted ambiguously,
as in the contract template.

Obligation to annually invest 3,000,000 AMD in the social-economic
development of the community.

Social mitigation activities for the workforce are drafted ambiguously,
as in the contract template.
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Mining Enti Number and date of
ining Enti
g Yy mining contract

No. PV-376, February
20, 2013

No. PV-094, August 16,
2012

“Teghout” CJSC

“Ler-Ex” LLC

No. PV-245, September

“Lydian A ia” CJSC
ydian Armenia” CJ 26, 2012

No. PV-293, November

Lichqvaz” CJSC 22, 2012

No. PV-183, November
“ h t ” )
Chaarat Kapan” CJSC 27. 2012

No. P-547, October 25,

“ h ”»
Gharagulyanner” CJSC 2016

“Marjan Mining Company” No. PV-398, March 7,

LLC 2013
No. PV-184, December
“M Gold” LLC ’
ego B0 28, 2012
w No. PV-057, August 22,
Meghradzor Gold” LLC 2012

No. PV-174, November 7,

“Molibdeni Ashkharh” LLC
olibdeni Ashkhar 2012

. No. PV-213, October 20,
“Multi Group” Concern LLC 2012

“Paramount Gold Mining”

cIsc No.089, June 12, 2012

No.PV-093, October 20,

Sagamar” CJSC 2012,

No. PV-371, November

Vayq Gold” LLC 30, 2012

Social obligations envisaged by the Contract

Obligation to annually invest 2,030,000 AMD in the social-economic
development of the community, as well as an obligation for realizing
investment of 850,000 AMD, upon necessity, into the creation of
social relief funds for the employees of the company.

one

None

Social mitigation activities for the workforce are drafted ambiguously,
as in the contract template.

Obligation to annually invest 61,500,000 AMD in the social-economic
development of the community.

None

None

Social mitigation activities for the workforce are drafted ambiguously,
as in the contract template.

Obligation to annually invest 1,000,000 AMD in the social-economic
development of the community and provision of 250,000 AMD as a
semester tuition fee for one student.

None
None

one

Social mitigation activities for the workforce are drafted ambiguously,
as in the contract template.

Obligation to annually invest 12,800,000 AMD in the social-economic
development of the community.

None

None

Social mitigation activities for the workforce are drafted ambiguously,
as in the contract template.

Obligation to annually invest 4,000,000 AMD in the social-economic
development of the community, as well as participation in renovation
works of reservoirs in the size of 1,000,000 AMD once every 3 years
and in the size of 1,000,000 AMD once every 5 years for renovation
of community’s pipelines.

Social mitigation activities for the workforce are drafted ambiguously,
as in the contract template.
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Numb d date of
Mining Entity um. (.er and dafe o Social obligations envisaged by the Contract
mining contract
Obligation to annually invest 3,000,000 AMD in the social-economic
development of the community.

No.PV-239, September

“ i Zartonk” LL N

Vardani Zarton C 27, 2012 one
No.PV-169, October 20,

“Fortune Resources” LLC 281 9 ctober None

Mandatory scoci-economic payments made by metal mining companies in the reporting year are
presented in the section 4.2 of this report

According to the data of EITI reports collected by the companies the charity allocations, grants or other
contributions realized by the companies to community without the need for compensation are provided
in Annex 8.

2.4. The policy