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EXECUTIVE SUMMARY

This proposd, presented by the Government of the Republic of Armenia, seeks financid assistance
from the MCA, in the amount of US$ 175 million, to support a four year program of dretegic
invesments in irrigation and community roads amed a increesing agriculturd production in poor
rurd aess of the country. The proposd has been daborated in close consultation with key
dekeholders in cvil society, the most important being the communities themsdves. The specific
poverty reduction focus on public infrastructure in rurd aess is consgent with the government's
Poverty Reduction Strategy Peper (PRSP) of August 2003 and addresses directly the various
impediments reducing rurd poverty dentified in the firgt full PRSP progress report of March 2006.
The proposal has been prepared within the framework of the guidance for MCA assgtance
provided to digible countries

Main Highlights

%5 Objective: Increase Agricultural Productivity and Output, and Reduce Rural Poverty
=& MCA Financing: $175 million

£ Implementation: 4 years

#%5 Key Sectors. Irrigation and Rural Roads

£%5 |mpact: 5% Decreasein Rural Poverty by 2009

Economic Context. Since 1994, Armenia has enjoyed a period of uninterrupted growth that has
averaged 8% annudly, one of the highest amongs dl the trandtion economies. Following the bregk
up of the Soviet Union and Armenia's subsequent declaration of independence in 1991, there have
been three diginct periods of economic growth: a first phase (1991-93) of severe economic
contraction; a second phae (1994-99) which involved Armenids transformation to a market
economy, characterized by a successful dabilization and reform program and average annud GDP
growth rates above 5%; and a third phase ( 2000-04), which saw an increased government focus on
improving the business investment climate and annua growth rates that exceeded 10%.

At the policy leve, economic reform messures were put in place amed a building a market-
oriented economic sysem with the following objectives macroeconomic gability, low inflation,
grong fiscd discipling tigt monetary polices and the privaization of dae-owned enterprises.
These polices have resulted in Armenids transformdion to a fully liberd economy. In
acknowledgement of this progress, the Heritage Foundation's 2005 Index of Economic Freedom,
ranked Armenia 42™ out of 155 countries At the beginning of 2003, Armenia became a full
member of the WTO.

Poverty Context. At the end of the 1980s, the combined effects of a serious earthquake, the bresk
up of the Sovigt Union, and the Nagorno-Karabagh conflict led to a sharp increase in the leve of
poverty. Despite resumption of economic growth in the mid-1990s, its impact on poverty was not
fdt until towards the end of the decade. Recent data confirms that poverty darted to decline more
drongly since 1998, especidly extreme poverty. By 2003, 43% of the populaion was dassfied as
poor (i.e. below $22 a month) of which 7.4% were very poor (i.e. bedlow $13 a month) as compared
with 55% and 23% respectivdly in 1998/99. In 2004, per capita GDP income of Armenias 3.2
million population was estimated at about $1100.



An important observation emerging from Armenid's recent poverty ddaa is that the gains from high
economic growth raies have not been equdly disributed amongst the population, nor across
different regions of the country. Growth has mostly benefited the capitd Yerevan, and, to a lesser
extent, other cities wtile poverty reduction for the population living in rurd areas has been dmogt
Sagnant.

Recent evidence suggests that the impact of agriculturd growth in reducing rurd poverty in
Armenia has been much dronger than that of economic growth; in particular, data from household
urveys shows that each percentage point of growth in agriculture during 2000-2003 hed resulted in
a reduction of 0.37% in rurd povety by 2003. Consequently, specific polices and invesments
amed a& promoting sustaingble growth in agriculture are key to bringing aout a reduction in rurd

poverty.

| Purposes and Objectives

Proposed Investment Areas. A productive agriculturd sector is important for the nationd
economy, vitad for food security as wdl as for rurd poverty dleviaion, and provides links to
downstream industries such as agriculturd processng. More than one million people, or 35% of the
population, live in rurd aes and ther economic livdihood is dependent on agriculturad
production. In 2003, fam income accounted for more than 50% of totd income of rurd
houssholds. With very few opportunities for off-fam employment, Armenids rurd population
depends for surviva on small farms.

There are two important preconditions for productive agriculture in Armenia: (i) invesment in
irrigation, which is key to increesing agriculturd production, improving labor productivity and
egadicaing rurd povety; and (i) invesment in a rural roads network, which is essentid for
commerddizing agriculturd production in rurd communities. Only 10% of Armenias rurd road
network is in good condition and there has been minimd invesment, or mantenance of the
network, over the past decade.

Proposed Goals.

() The proposed invesments in irrigation ae amed a expanding irrigaed land aea and
increesing the efficiency of the network. These invesments are expected to (a) expand irrigated
areas by aout 10,000 ha (b) convert sdected irrigation areas from pump to gravity irrigation to
make water costs more affordable; (c) result in sgnificant energy savings, (d) reduce water losses
in the tertiary conveyance network by 50% as wdl as in key sections of the main cands (€
improve drainage in agriculturaly productive aress of the Ararat vdley, and (f) strengthen the
management and adminidrative capecity of waer usr associdions. The primary  project
beneficiaries will be more than 110000 smdl faming households (or about 40% of dl rurd
households) who will be able to increase the productivity of their irrigated land.

(i) The proposed invetments in rural road rehabilitation will improve the access of rurd
communities to agricultura makets as wel as to socid infragtructure. The investments will
upgrade the condition of 1105 kms of rurd roads from ‘very poor’, or ‘poor’, to ‘good’. The project
beneficiaries are estimated to be about 390,000 rurd inhabitants resding in 308 rurd communities.

(i) In terms of results, invesments in irrigation are expected to reactivete irrigated agriculture in
about 30,000 ha (22% of irrigated land), improve the rdiability of a further 30,000 ha (22% of
irrigated land), reduce losses in tertiary systems from 40-50% to 20-25% for 25,000 ha (19% of
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irrigated land), and result in energy savings of 60 million kwhiyr (22% of energy consumption in
irrigation). For rurd roads, the invesment would result in a 10% increase in marketable agricultura
aurplus in project aress after 4 years. The overdl impact would be a 5% decrease in rurd poverty
by 2009.

[I. Justification. Agriculture productivity in Armenia depends heavily on waer from irrigation
schemes. Currently, irrigated areas account for less than 10% of tota agriculturd land while nearly
85% of totd crop production is produced with irrigation. According to recent family fam fidd
aurveys, the difference in productivity between irrigatled and rain fed agriculture is estimaed
between US$900-1,000 per hectare Thus, given the prevdence of smdl farm households in
Armenids agricultura sector, they will be the man beneficiaries of such interventions. Anayses
based on sandardized fam modds indicate that, even without taking into account a change in crop
patterns, increasing irrigated land by 30% for an average fam will generate incrementa net income
aufficient to alift afamily out of poverty.

A recent evduation of the condition of Armenias irrigaion network reveded that, only 135,000
ha, or aout 60%, was efficiently irrigated. Three main problems explain this Stuaion and are the
judtification for the proposed invesments Firs, the high cost of waer supply in aess with
predominantly  pumping irrigation makes irrigation uneconomic; second, water losses are high,
typicdly 4050% in tetiay cands and, third, mog of the pumping daions have high electricity
consumption and maintenance costs.

Linkages between road conditions, economic development and poverty in rurd aess ae wedl
documented in Armenia. Firdt, regions with the worst road network conditions dso tend to be the
ones with higher incidences of poverty. Second, community poverty levels corrdate strongly with
digance from a didrict center, disance from Yerevan, and with dtitude. Third, various sudies
have shown a close rdaionship between road conditions and agriculturd surpluses, and hence logt
income, due to the lack of trangportation for agricultura products to markets,

11 Consultative Process. The Government of Armenia and the Board of Trustees of Armenids
MCA proposd have placed particular emphasis on a broad-based consultative process, covering the
entire territory of the country, during the preparation of this proposa. A specific set of Sructures,
comprisng a Board of Trudees, a working group, and an advisory group, was st up to help ensure
that the conaultative process was properly implemented and coordinated (Figure 1).

Figure 1. Schematic framework of the consultative process
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Mechanisms for ensuring an adequate consultative process were defined by the Board of Trustees.
Discussons and consultations were held in dl marzes of Armenia during the period of June-
September, 2004. Consultative meetings in marzes were organized by both regiond authorities and
by representatives from marz NGOs involved in the PRSP process. Extensive use was aso made
of the internet and e-mail, mass media and interviews and dissemingtion of the booklet on the
MCA. The government plans to continue public involvement during implementation of the
investment program.

More than 1200 individuds participated in the consultative process and some 230 written proposds
were received on particular investment projects. The main needs reflected in the proposds were (a)
job credtion through improvement in the busness environment; (b) improvements in physica
infrastructure that included irrigation and drinking water systems, repar of locd roads and
expandon of the gas supply system; and (c) better access to socid infragtructure such as educetion
and hedthcare. Each of these needs is important for a coherent gpproach to reducing rurd poverty.
Donor assstance from USAID, World Bank, UNICEF, UNDP, GTZ and others is supporting socid
infrastructure while funding from the MCA is being sought to expand rurd infrastructure.

V. Implementation The project investments will be implemented over four years.

a. Indtitutional Framework. The bedc draegy is to meke use of exiding inditutiond
arangements for project implementation, reporting to the MCA Boad of Trudees. Thus
implementation of the irrigation and rurd roads components would be the responshility of Project
Implementation Units (PIU) for smilar donor-funded invesments. Given the increesed sze of the
invetment programs in irrigaion and trangport, they would need to be further srengthened by
contracting additiond daff. Both PIUs would report to the dready established Board of Trustees
for the MCA, chared by the Prime Miniger, which, in addition, would have an executive
monitoring and evdudion group. The Board would be enlaged to indude avil society
representatives and some donor representetives in an advisory capacity.

Figure 2. Organizational Structure of Armenia’sMCA Program
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b. Donor Coordination. Close coordination would be mantaned with donors on sector policy and
implementation issues usng the government's ad coordination unit in the Minidry of Fnance and
Economy used during the PRSP process. In the irrigation sector, the main donors over the past
decade have been the World Bank (gpproximatey $60 million in three operations) and IFAD ($15
million) while the main policies on which coordingtion is required are the phase out of subsdy
policdes and the contributions of water user associations to cgpitd investment plans In transport,
the main donors have been the World Bank ($70 million, of which $57 million is for preservaion
of the road network) and the Lincy Foundaion, a UShased non-profit organization ($90 million
for roads).

c. Policies. The broad policy framework for the MCA proposd is dosdy linked to the policy
priorities dready being pursued by the government under the PRSP where rurd povety was
recognized as a sarious concen. The PRSP identified five policy priorities to hep reduce rurd
poverty which the government has since adopted. At the sector levd, the man policy being
supported under donor -financed irrigation projects is an effective cost recovery mechanism and the
need br water users to contribute to O/M and capitd improvements of the tertiary network. In rurd
roads, the main policy objective will be to ensure an adequate funding mechanism is in place to
provide for future maintenance needs as wel as defining an apprqoriate role for loca community
authorities.

d. Cost and Financing. The totd estimated cost of the proposed investments is $175 million over
4 years. In irrigetion, the esimated cost of investments is $118 million while in rurd roads the
etimaed cog of invesments is $57 million. Financing in the amount of $175 million is beng
sought from the MCA  The investments in irrigation form part of a continuing investment program,
with an esimaed $10.5 million financed jointly by World Bank and government funding in 2005,
while budget supported invesmentsin rura roadsin 2005 will be about $5-6 million.

e. Monitoring and Accountability. The monitoring and evaduation arangements will be the
regponghility of two entiies (i) a specd executive monitoring and evduation group, under the
Boad of Trugees for the MCA, which would have responghility for monitoring the broader impact
of the invesments on agriculturd productivity, output, improved marketing access, and on rurd
poverty; (ii) two PIUs, eporting to the Board of Trustess, which will be respongble for monitoring
implementation progress, including project inputs and outputs.

V. Sudgtainability Strategy. The key dements and related commitments of the government’'s
drategy to sudtain progress under the proposed MCA program ae contained in its Letter of
Deveopment Policy of October 2004 to the President of the World Bank. This letter describes the
government’'s medium-term  economic reform program which has specific, monitoring indicators
(through to 2007) in consolidaing meacroeconomic  reform,  drengthening  governance, and
modenizing the rurd economy. A centra theme of the government's reform program is
modernizetion of Armenids rurd economy and invesments in both irrigation and rurd roads are
priority aress. In the irrigation sector, the government is planning to take deps to merge the
currently separated miniderid  respongbilities  for irrigation development and dranege.  The
management of Armenias irrigation network has been recently devolved to 54 regiond water user
associations. Steps are being taken towards longer term sugtainability by improving cost recovery
in irrigation, giving authority to newly crested water usyr asociaions to manage the country’s
irrigation system, and dlocating scarce budget resources (the 2005 cgpitd budget contains $ 56
million for rurd roads).



VI. Commitment to MCA Criteria. The government of Armenia remains committed to the key
principles which established its digibility for MCA assgance. These are (i) policies that deepen
the democratic process drengthen the judiciary, and encourage increesed private sector
involvement in the economy; (i) the reduction of poverty through economic growth; (iii)
consultation processes that seek the paticipation of dl representatives of civil society in decisons
that affect ther devdopment; and (iv) a willingness to have progress towards far dection
Jorocesses, economic openness, and citizen participation monitored by independent obsarvers,

In terms of the three, core performance areas and related indicators, Armenias ranking in FY 2005
is above the median for the 16 indicators except for 2 socid expenditure indicators. The following
actions are being taken, or have been taken, to ether consolidate or strengthen its performance:;

() Ruling Justly: The government is putting in place policies, processes, and monitoring
systems amed a advancing Armeniads progress towards a liberd democracy and a
more jus sodety in which dl its ditizens paticipate. It remains srongly committed to
improving govenance and fighting corruption. Since the adoption of an  Anti-
Corruption Action Plan, it is wdl advanced in implementing the planned 98 measures.
Some 12 working groups, which indlude NGO representation, are monitoring corruption
cases. A specid unit has dso been st up in the Presdent’s office to monitor corruption
concerns.  Findly, under the PRSP, the government's peformance under Civil
Exduson and Inequdity will be monitored in aees such as freedom of the press,
government  effectiveness, rule of law, and a corruption perception index which are
amilar to theindicators used for Ruling Judly.

(i) Investing in People. The government is strongly committed to providing basc hedth
and educaion services to dl Armenians irrespective of income level or gender. The
PRSP again provides a framework for the government’'s socio-economic policies over
the medium-term in which a priority area for action is enhancing human deve opment
and improving safetly nets The PRSP targets will increase public expenditure on
education and hedth to 4% and 2.5% of GDP respectively by 2015 from 2.2% and 1.2%
of GDP respectivdly in 2002. The government's 3-year budget expenditure plan (2005-
7) in these socid sectors shows encouraging progress towards this god, with 90% of the
increese in the 2005 budget dlocated to hedth, education, and socid assgtance. Also,
the percentage of girls completing ‘primary’ education (i.e. through age 12) is currently
above 95%.and for ‘ secondary’ education (through age 15) is 80-85%.

(iii)  Economic Freedom. In its mediumterm plan, the government intends to mantan
economic growth & annud leves of no less than 6%, which it is exceeding, with a
taget for inflaion of 3%. It will mantan prudent fisca policies, keeping the budget
deficit within 2-3% of GDP. As pat of its policy to dtract new investment, it will
address wesknesses in tax and cugtoms adminigration, improve public confidence in the
banking and nonbanking financid sector, and remove adminigrative barriers which
dill deter investment. It will dso mantain its favorable credit rating in internationd
financid markets.

Independent evidence from assessment groups such as the Heritage Foundation and Transparency
International indicates that progress is dready being made, with Armenia raed as the most liberd
economy amongst the CI'S countries and making progress in reducing corruption.

VII. Future Areas for MCA Compact Support. The present proposa represents a first step of
priority investment aress for which MCA support is being sought by the government of Armenia
Assuming Armenia continues to MCA digible in FY 2006, the government plans to present
additiond investment proposas that are important for Armenias future economic development
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within the framework of the Compact between Armenia and the MCC. The next proposd would

likdy involve a sies of invesments in trangport that indude the rehabilitation of the ralways
network and a new EW road to the Georgian border, designed to improve transport modes and to
facilitate growing trade within the region. This proposa would be presented during 2006.

VIIl. Government Representative

Name: Mr. Vardan Khachatryan
Minigter of Finance and Economy of the Republic of Armenia
Address; Méelik Adamyan 1 Str., Y erevan 375010, Republic of Armenia

Contacts: Telephone - 00374 1 595304; Fax — 00374 1 524282; E-mail — minister@mfe.am

I X. Transparency

The government plans to follow a smilar srategy to that adopted in meking the PRSP a public
document. Firdt, there would be broad circulation of the Compact document in the Armenian
language throughout the country. Second, the Compact would be made avalable to the public
through the internet on the MCA webste Findly, discussons and roundtables would be hed in dl
marzes of Armenia outlining the invesment plans intended to benefit particular communities. Steps
would be taken to ensure that representatives from communities in project aress attend.



MAIN PROPOSAL

1. PURPOSESAND OBJECTIVES

This proposd, presented by the Government of the Republic of Armenia to the Millennium
Chdlenge Corporation (MCC), has been daborated through a process of intensve consultations
with the rdevant stakeholders in civil society, professond ad business organizetions, as wdl as
the representatives of the locad communities, and within the suggested directions of the MCA
assisance. The proposd is based on the priorities of economic and socid development, which were
put forward in the Armenian Poverty Reduction Strategy Peper (PRSP) adopted by the government
in August 2003. The firsg Progress Report on PRSP implementation, prepared by government in
September 2004, sarved as a reference document to identify main  results, achievements,
shortcomings and bottlenecks in the PRSP implementation process in 2003-2004.

1.1. Economic Recovery and Growth: the Role of the Gover nment Policies

During the early 1990s, a severe economic and socid criss, accompanied by an energy criss and
the blockede of trangportation routes which brought about an contraction in red wages the
liquidation of numerous jobs in the economy, a dramaic dedine in red incomes of the population,
and the demise of the socid safety net, resulted in mass migraion, widespread unemployment,

poverty and inequdlity™.

Macroeconomic  dabilization and bringing down inflation in 1994-1995, remova of most price and
tariff subddies (induding subsidies on bread and cross subsdies on dectricity tariffs) combined
with the gart of the large scde financd assstance provided by IFls, the man bilaterd donors
(USA, EU, UK, Germany, Netherlands and others) and the Armenian diaspore, as wdl as
improvement in the externd, business and living conditions®, al served as catdysts for resuming
economic growth. After a dramatic decline during 1990-1993 (GDP shrunk more than twice,
comprisng in 1993 only 46.9% of the 1990 leved), Armenia entered a period of uninterrupted
economic growth, which averaged 84% over the period 1994-2004. This is one of the highest
figure amongst the trangtion countries. Growth accderated even more in the period 2000-2004, a
an average annud rae of 10.4%. Due to strong economic performance in the last decade, Armenia
surpassed the 1990 GDP levd by 5.4% at the end of 2004.

The andyss of the 11 years growth higory in Armenia dlows a separdtion into two different
growth periods the recovery of growth in 1994-1999 and export and import subgtitutionbased
growth in 2000-2004.

The main factor behind recovery of growth was the expanson of internd demand based on externd
financing, such as grants and concessiond loans and Diaspora remittances. However, this period

! During 1990-2001 some 645000 jobs, or 47.4% of jobs in non-agricultural sector were cut, most of them in 1990-
1995. The share of wages in the income structure of the population shrunk from 78% to 36.8% in 1993, wheress the
Gini coefficient of income concentration increesed in 1994 to 0.606 from 0.27 in 1990. The edtimated level of
emigration from Armenia in 1989-2001 comprised about 800,000 people, or about 25% of current populaion, and
mogt of them |eft the country in 1989-1994.

2 Externd assistance in 1995-1999 accounted, on average, for about 30% of GDP, of which approximately half was

provided in the form of concessiond loans and grants, and another half — in the form of remittances from Diaspora.

3 Re-commissioning of the nucdlear power plant and overcoming the energy crisis in 1995-1996, ceassfire in Nagorno

Karabakh conflict sustained since 1994, and some improvement in transportation conditions starting from 1995.

9



was charecterized by a lack of invesment in production for two reasons (i) internd demand in a
country, with an “open” trade regime in the period from crigs to recovery, could be admost
indantly met through imports rather than through the restoration of internd production, which takes
much more time and (ii) recovery of production was based on the reserve of underutilized
production cagpecities.

Sating in 2000, economic growth subdtantidly accderated in dmodt dl of the sectors of the
economy (see Table 1). It was fudled by an expanson in domestic demand, which resulted in a
surge in condruction (average annua growth rate in 2000-2004 was 28.7%), and growth in trade
(with an annud average growth rate of 12.7% in 2000-2004), as wel as by increesed import
subdtitution and strong export performance (average gronth rate in 2000-2004 was 25.3%).

Tablel. Real GDP growth by main sectorsin 1995 — 2004 (y-0-y % change)

2000 2001 2002 2003 2004 AVERAGE | AVERAGE
1995-1999 2000-2004

GDP 6.0 9.6 12.9 139 101 53 104
Agriculture -2.3 116 44 43 145 30 6.3
Industry 6.4 38 142 154 21 18 8.2
Congtruction 284 145 470 444 134 79 287
Transport & -0.6 16.0 6.0 82 17.0 76 9.1
Communications

Trade 83 155 152 145 105 192 127
Other services 91 53 72 7.6 12.2 20 8.2

Source: National Statidtica Service of Armenia

Two groups of factors contributed to this an gppropricte and consstent economic policy, ad a
subgtantid increase in private investment. An impressve change in invesment patterns took place
dating 2000: nomind vaues of domedicaly and extendly funded public invesments remained
practicaly unchanged, while their share in totd invesments went down from the average 55.6% for
1995-1999 to 25.2% for 2000-2004.

Table2. Investmentsin fixed assets by sour ce of funding in 1995-2004 (% of total)

1995-2004 1995-1999 2000-2004
AVERAGE AVERAGE AVERAGE
Investmentsin fixed assets 100.0 100.0 100.0
Public investments 338 55.6 252
domesticaly funded 10.3 175 75
externdly funded 235 381 17.7
Private investments 66.2 4.4 74.8

Source: Nationd Statistical Service of Armenia.

The nearly threefold increese in the volume of invesments in fixed assets was dmost fully
datributable to an increese in private investment, especidly investments of the populaion in
housing congruction, which was the main factor behind the congruction surge in 2000-2004.

Economic and dructurd reforms, amed a building a marketoriented economic system, were
underteken by the Armenian government. These reforms included sustaining macroeconomic
dability and low inflation, increesing fiscd discipling, tightening monetary and fiscd polides, the

“In 2004, the corresponding share was 13.9% compared with 27.5% in 2003 and 33.2% in 2000, resp ectively.



privatizetion of dae-owned enterprises (particularly, of public utilities, and the gradud ramova of
subgdies), a set of measures amed a remova of adminidrative barriers and improvement of the
busness environment; sustaining an open economy with a low levd of import taiffs, the absence
of nontariff regulations and quotas and practicdly no redrictions on financid trandfers to and from
abroad and within the country; the building of efficient and targeted socid safety nets, based on the
family poverty benefit systlem, and aimed at eradication of extreme poverty.

Thee policies resulted in Armenia’s transformation to the most liberal economy amongst the CIS
countries (according to the Heritage Foundation 2005 Index of Economic Freedom, Armenia by the
levd of economic freedom is ranked 429 out of 155 countries and is considered the most
economicdly free country in the CIS region). At the beginning of 2003, Armenia became a full
member of the WTO.

1.2. Priority Areasfor Poverty Reduction in the Rural Areathrough
Enhancing Pro-poor Economic Growth

The positive impact of economic growth on poverty reduction has started to show since 2000° with
increasad  exports, the condruction boom, and an increese in the number of other developing
activities in the economy. This period was characterized by dabilization of employment in the non-
agricultural sector, dabilizetion of emigration, and a Sgnificant reduction in poverty and inequdity:
in 2003, 42.9% of the populaion were poor, of which 7.4% were very poor (i.e. bedow the food
poverty ling)’, compared with 55.1% and 22.9% in 1999, respectively. At the same time, the Gini
coefficients for income and expenditure concentration decreased from 059 and 0.37 in 1999 to
0.43 and 0.27 in 2003, respectively.

Household surveys, conducted in Armenia in 1999-2003, present enough evidence for economic
gowth being the main factor behind poverty reduction via an accderaied increase in the incomes
of poor population from new employment, whereas the introduction of the family benefit sysem in
1999 contributed Sgnificantly to extreme poverty reduction in 1999-2003. Thus, according to 2001
and 2003 houschold surveys, socid trandfers were responsble for 25% of poverty reduction in
2003, of which socid assgance (mainly in the form of family benefits) accounted for 4.6%, and
pensons — for 203%° wheress the rest of poverty reduction is more directly dtributable to
economic growth viaincreases in labor income’.

However, the gains from dtrong economic growth were not equaly digtributed between the
Armenian population and the regions. Growth modtly affected the capitd Yerevan, and to a lesser

> Armenids weighted average custom taiff rate in 2004 was 2.5 percent (2005 Index of Economic Freedom, The

Heritage Foundation, 2005, p.91).

In 1994-1999 economic growth, dtributable mogtly to externd sources of funding with very limited number of the
growing clusters, did not significantly affect poverty, inequality and unemployment. On the contrary, this period was
characterized by further job cuts: according to officia datistics some 210,000 jobs were cut in the economy during
1995-1999.

" The generd poverty line in 19992003 comprised about 24 US dollars (in PPP equivdent) per person per day,
whereas the food poverty line, used for identification of the very poor, comprised about 1.5 US dollars in PPP
equivaent per person per day.

8 socid assistance and pensons are a more subgtantid income source for the very poor. Without socid assigtance, the
level of extreme poverty (i.e. below the level of food poverty ling) in 2003 would comprise 9.1% compared with the
actud leve of 7.4%, whereas without pensions the level would be 12.3%.

% The share of income from employment in tota incomes of the nonpoor population in 2003 comprised 56.2% as

compared with 38.9% in 2001.
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extent, other cities, whereas the current Stuation with poverty reduction in rurd areas might be
described as stagnant.

The biggest effect of economic growth on poverty reduction occurred in Yerevan, where poverty
incidence decressed from 55.2% in 1999 to 29.6% in 2003, or by 86.4%, and each percent of
cumulative GDP growth in 1999-2003 resulted in 1.75% of poverty reduction. In other cities of the
country, the economic growth dso led to the corresponding decrease in the poverty incidence, but
to a subgantidly lesser extent than in Yerevan. In other cities, poverty decreased from 61.7% in
1999 to 49.9% in 2003, or by 23.6%, and each percent of cumulaive GDP growth in 1999-2003
resulted in 0.48% of poverty reduction.

An andyss of economic growth and poverty reduction linkeges clearly indicates that the impact of
economic growth on rurd poverty in 1999-2003 was much more modest than on urban poverty. In
2001, rurd povety reduction-GDP growth dadticity was about the hdf of the country average
corresponding indicator and comprised only a quarter of it in 2003. In 2003, 1 percent of GDP
growth resulted only in 0.14% of rurd poverty reduction. Due to much lesser sengtivity of rurd
povety to economic growth in 2003, rurd poverty incidence in 2003 outnumbered urban poverty
(rurd poverty comprised 47.5% as compared with 39.7% for urban poverty)™©.

Themain reasons are;

1. Very limited non-agricultural jobs in the rural area and, hence, limited possibilities for
non-farm activities. According to 2001 P%pulation Census,  employment in agriculture
comprised 79.6% of totd rurd employment™, the second largest employment group was
public services (i.e. public adminigretion, educetion, hedth and socid services) accounting
for 13%, whereas employment in industry and services accounted for only 4.4% and 3.0%,
respectivey.

2. Substantial and increasing labor productivity gap between agriculture and other sectors of
Armenian economy. In 2003, labor productivity in agriculture comprised only 46.4% of
totd labor productivity in the economy, compared to 90.1% in 1990, 108.8% in 1995 and
52.3% in 2000. This is modly explaned by subgtantid excess employment in agriculture,
the poor sate of mogt locd irrigation networks (part of which are currently not operationa)
and limited mohility of the rurd labor force due to the poor conditions of the rurd road
network, hampering the efforts of the rurd populaion to find jobs outsde the place of ther
permanent resdence.

3. Until very recently, a special feature of Armenia’s economic growth in non-agricultural
sector - so called “ growth without employment” *2 was an important external restriction on
rural population mobility and hence for over -employment in agriculture. At early stages of
the trangtion, this was a result of ddayed employment cuts, compared with the severe
decline in output in al main nonagricultural sectors and subsequent accumulation of excess
employment labor force. Economic growth in nonagriculturd sectors, which darted in
1994, was based dmost entirdly on labor productivity incresses, which resulted in mass job
cuts in precticdly in dl sectors of the economy and a mass cdosure and restructuring of

© In dl previous household surveys, the incidence of urban poverty was higher than the incidence of rural poverty.
Thus, in 1996, urban poverty comprised 58.8%, rural poverty 48%; in 1999 58.3% and 50.7%;in 2001, 51.9% and
48.7%; and in 2002, 52.6% and 45.3%, respectively.

5 Exduding militay service and persons that did not state their occupation (mostly, temporary migrants working
abr

2 gee for example, World Employment Report 2004-2005, 1O 2005.
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enterprises in the pod-privdization peiod. The nonagriculturd job cuts in 1990-2003
totded 742400, or 55.3% of dl nonagriculturd jobs in 1990. In 2002-2003, there was a
dabilizetion in employment, which continued in 2004 dso (number of employed incressed
by 3300, or by 0.3%), a fact which indicates that interna resources for job cuts in non-
agriculturd sectors are becoming more and more limited, and are nearly exhaused in
condruction and manufacturing (except machinery, chemicd and light indudry). In
condudon, some employment increese in non-agricultura sectors is possble, provided that
srong economic performance continues, which the PRSP anticipates might take place in the
near future, which in turn could rdlax the above-mentioned retriction.

In contrast to generd GDP growth, the impact of agriculturd vaue-added growth on rurd poverty
reduction was much stronger: each percent of growth in agriculture in 2000-2003 resulted in 0.37%
of rurd poverty reduction in 2003". This meens that the well-being of the rura population

on economic growth in agriculture substantiadly more than on economic growth in genera, and
economic policy amed a promoting sudtainable growth in agriculture will continue to be the firg
priority in rurd poverty reduction.

Ancther important issue in agriculturd  development is the increesng gap between labor
productivity and labor income, making unit labor cods in agriculture the highest compared to other
sectors. Labor productivity in agriculture in 2003 comprised 29.2% of the labor productivity in
manufacturing and 10% of the labor productivity in condruction, wheress incomes from labor in
agriculture comprised 47.4% and 49.3% of the labor income in manufacturing and condtruction,
respectively, i.e the labor cogt in agriculture in 2003 wes about 1.6 higher than in manufacturing
and 4.9 higher than in congruction.

Table3. Labor productivity and labor incomein agriculture

1990 1995 2000 2001 2002 2003

Labor Productivity in Agriculture

% to totd labor productivity in the economy 89.3 108.8 52.3 56.7 51.7 46.4

% to labor productivity in industry 90.5 920 33.7 378 355 29.2

% to labor productivity in construction 57.2 85.7 185 190 133 10.0
Labor Incomein Agriculture

% to average labor incomein the economy 784 101.7 65.3 68.9 67.8 72.3

% to labor incomein industry 719 935 50.6 471 459 474

% to labor incomein congtruction 490 655 358 40.7 414 493
Source: National Statistical Service.

Taking into account the obsolete infrastructure and fixed capitd in the rurd economy™, it resulted
in much more limited posshilities of the invesment generation than in the other sectors of the
economy. In addition, agriculture in 19992004 received a disproportionate low share of
investments in fixed assats, indluding in rurd infrastructure.

B Agriculturd value added in 2003 comprised 118.7% of 1999 level, wheress rurd poverty in 1999-2003 decressed by
6.9%, i.e. from 50.8% in 1999 to 47.5% in 2003.

¥ The dasticity of rurd poverty reduction from economic growth in agriculture roughly corresponds to elasticity of
poverty reduction in cities other than Yerevan of Armenia from non-agricultura economic growth. In 2001 these
indicators comprised 0.477and 0.473, and in 2003, 0.371 and 0.383 correspondingly.

B Seefor example, Rurd Infrastructurein Armenia: Addressing Gapsin Service Ddivery, World Bank 2004.
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Tabled. Share of Agriculturein total investmentsin fixed assets (in current billion drams), 1999-2004

1999 2000 2001 2002 2003 2004
Totd investments (excluding housing) 52.8 79.9 817 1014 1247 1476
Agriculture 105 6.6 55 69 6.2 73
in % to total 200 8.2 6.7 6.8 49 49
Memorandum item: 27.22 25.09 2555 23.63 2164 225
Shareof Agriculturein GDP %
Source: Nationd Statistical Service.

The poor condition of rurd infrastructure, especidly of irrigation networks, strongly affects the
dructure of agriculturd production, forcing farmers to cultivate crops, which are less sendtive to
the qudity and rdiability of irrigation water supply, and may be more essly used in internd
consumption or bartered with other basc commodities. This is the man reason for the raively
high share of grans especidly wheat, which in 19952004 occupied, on average, about 60% of
totd cropland, but generaies the lowest revenues, compared with other crops, due to generdly
unfavorable conditions for cultivation of wheat in Armenia®.

On the other hand, the country’s underdeveloped rurd road network results in high internd
trangportation costs. For poor rurd communities, where distances from the marz cepitds are
genegdly higher, conditions of the rurd road networks are much worse and transportation costs
could be twice as high as the average. Together with subgtantia regiond differences in crop
productivity'’, which are modtly due to avalability, reliability and costs of irrigation water supply,
high trangportation cost is the main factor determining the low level of commercidization and
monetization of agriculture and the Hlill very high share of subsistence farming in Armenia

According to NSS® the average levd of commerdidization™ of agriculture in Armenia in 2002
was edimated a 54.1% of totd agriculturd output. However, the levd of monetization (i.e. the
share of salesfor cash) was about twice lower than the level of commercidization.

% |n 2004, when the average yidd of wheat was the highest in the last 15 years, and comprised about 2.2 tons per
hectare (compared with the average yidd of 1.7 tons per hectare for 1998-2003), it till comprised about 58% of
average cereds yidd in the high income countries, and about 40% of the yidd in EU-15. On the other hand, the
average revenues from wheat per hectare (provided that al the harvest is sold) comprised about 460 US dollars in
2004, or 4.8 times |ess than from potatoes, 5.5 times |ess than from tomatoes and 8.7 times less than for grapes.

In 2004 the highest yidd of wheat was in Ararat marz (about 3.6 tons per hectare) and the lowest — in the Vayots
Dzor marz — 1.6 tons per hectare, or 2.3 times less. The difference between the highest (Armavir marz ) and the
lowvest (Lori marz ) yield of potatoes was about 3.9 times. For vegetables the difference in yidds between Ararat
marz and Tavush marz was about 5.9 times.

B See The Sdes and Usage of Agricultura Produce by Farms in 2002. The Statistical Analytic Report.  Yerevan 2003
(in Armenian).

The commercid sdles of agriculturd produce are sdes for cash, bater exchange and in kind payments for goods and
SErVices,
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Table5. Thelevel of commer cialization and monetization of the main agricultural producein 2002

WHEAT | POTATOE| VEGETABL | GRAPES | WATER-| MILK MEAT
PER HA | SPERHA ES PERHA | MELON PER PER
(TOMATOE SPER COwW TON
S PER HA
HECTARE
Total Output, current US 30211 2,119.0 24532 1,675.2 2,005.8 2919 1,551.7
dollars
Levd of 27.3 428 66.1 69.9 92.7 37.1 785
commercidization, %
Leve of monetization, % 14.2 284 538 63.8 81.0 26.1 63.2
All revenues (cash, barter, 825 906.9 1,621.6 1,171.0 1,859.3 108.3 12181
in-kind), current US
dollars
Cash revenues, current 429 601.8 1,319.8 1,068.8 1,624.7 76.2 1,058.3
USdollars
The share of 20.2 16.3 264 13.9 322 16.5 18
transportation coststo
total output, % *

* The average trangportation cogt is calculated assuming 40.3 kilometers average distance and 400 AMD per ton/km
(for milk —per1000 liters’km).
Source: Nationd Statistical Service of Armenia

The andyss shows a subdantial pogtive corrdaion between the levds of commercidization and
monetization of agriculturd produce, and the levd of productivity: the higher the total output, the
higher are general and cash revenues. The lowest productivity and, hence, the lowest degree of
commercialization and monetization is for wheat.

Because of high trangportation costs of agriculturd exports, demand is mogly determined by the
levd of households income and food processng indusry growth. Being limited by the smdl dze
d domedic markets, this demand tends to suppress prices of agriculturd products, wheress price
indices for other goods and services grew fagter, which negativey dffects the leved of
commercidization of fams and incomes of the rurd populaion, pressng smdler and less efficient
fams to increase internd consumption and barter trading to adjust to deteriorating conditions of
business.

Table6. Agricultural Exportsin 1998-2004

2004 2003 2002 2001 2000 1999 1998
Agricultura Exports, million current 13.773 8.991 4433 2.56 2411 1.962 1455
usD
Sharein agriculturd output, % 146 127 0.67 0.40 0.46 034 0.18
Shareintotal exports, % 1.93 131 0.88 0.75 0.80 0.85 0.66
Sharein exports (excluding FEA 332 2.68 180 117 135 149 0.87
GN Group 71*)

* Group 71 represents the biggest item of Armenian exports, namely naturd or cultured pearls, precious or
semiprecious stones, precious metas, which are dmost exclusively imported to be processed in Armeniaand their
vaueis not included in industry output.

Source; Nationd Stetistical Service of Armenia

In 2003 and 2004, a rather substantid increase in prices of agricultura products occurred due to
improved domegtic demand as a result of strong growth in food processng and increeses in the
incomes of the urban populaion, as wel as to drong growth of agriculturd exports, which during
1998-2004 increesed more than 9-fold. However, the volume of agriculturd exports is dill
negligible, when compared with agricultura output. Adding more higher vaue products and
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reducing both internd and externd trangportation codts, will, to a great extent, contribute to a

further growth of agriculturd exports and thus will be an important factor for a favorable dynamics
of internd prices of agricultura products.

Table7. Priceson agricultural products and other goods and services (1997=100)

2004 2003 2002 2001 2000 1999 1998
Agro products price index 108.0 98.5 0.3 834 80.5 904 1044
Priceindices for resources for agro 1225 114.6 107.5 1059 1020 97.8 100.0
production*
Producer Price Index 161.6 1328 109.7 108.7 1128 1123 108.2
Capita construction price index 133.0 131.3 129.5 1245 1210 120.3 1137
Road trangport freight tariffs index 112.8 108.1 104.9 105.2 1061 99.0 998
Consumer price index 1233 1152 106.1 1040 1011 100.7 987
* 1998 =100
Source; Nationd Statistical Service,

However, these improvements did not fully offset the previous negdive price dynamics and the
externd conditionsfor agriculture tend to be less favorable than in 1997.

The promation of sugtaingble economic growth in agriculture, according to the PRSP, should take
place asfollows:
%5 Labor productivity increases,

&5 Enhancement of the level of commercidization of the rurd farms and facilitation of trandfer
from the subsstence level farming to agriculturad businesses, and

25 A better integration of the rurd population into the economic life of the country and
diversfication of the sources of their income from labor.

These gods ae subgtantiadly interconnected. Labor productivity increese and the narrowing the
productivity gap between agriculture and the rest of the economy is, in a sense, a result of
enhancement of the levd of commeddizaion of the rurd fams On the other hand, labor
productivity increese is a prerequiste for trandfer to agricultural businesses and abolition of
subsgence faming. In order to increese labor productivity, more non-agriculturd jobs in rurd
stlements should be avalable and labor mobility must increese. However, labor productivity
growth in the current date of rurd development should be consdered as a highest priority and as
the main ingtrument to increase incomes of the rura population.

There are three subsets of financid ingruments needed to achieve this, namdy, public investment
program, fecilitation of access to credits, and the cregtion of an operationd insurance scheme. The
main resson for any public financid participation is the current dramatic lack of interna savings in
the agricultura sector of the economy, as wdl as the lack of efficient mechanisms of mobilization
of savings for investment purposes.

On the basis of this analysis, two main issues may be singled out, namely sustainability of economic growth
in agriculture and high trangportation cogs.

The sustainahility of agricultural growth should be considered as a key problem for economic devel opment
in Armenia, due to the following reasons.



?? The low (actudly the lowest in the whole economy) labor productivity, resulting in high and increesing
unit labor costs (because of unfavorable price dynamics) which severely limits the savings from
agriculturd activities, and, hence, potentia investment generation;

72 A dramatic lack of investment has resulted in a further deterioration of rural infrastructure® and obsolete
and inefficient fixed assets,

?? Labor intensve type of agriculture, prevailing in Armenia since land reform, completed a the early
dages of trangtion, predetermined the extensve type of agricultural growth, with a practicaly
unchanging level of labor productivity and little positive dynamics in the yields of crops and diary
products.

While the shortage and qudity of fixed capitd in agriculture may be eventudly sorted out by facilitating the
access of farmers to borrowing, the rura infrastructure issues demand substantial investments, which cannot
be generated from the limited interna savings derived from agriculturd activities.

1.3 Community Preferences

The survey on community preferences in respect of future investment in rurad development performed in
Armeniain 2004” indicated the following priorities:

?? Investmentsin gas and piped drinking water
?? The provision of improved irrigation and roads
?? Improvements to the telephone service

These preferences cover important socid infrastructure needs as well as critical infrastructure needed to
boost agricultura production. The Government’s approach is to seek financing from the World Bank and
other donors for socia infrastructure investment and, in pardle, seek MCA assistance to address the main
infrastructure impediments to increasing agricultural production in rura communities, which will result in
the sugtainable increase of the volume and level of incames of the rura population.

1.4 Irrigation asthe main precondition of productive agriculture

Currently the mogt effective and rdiable way to increase labor productivity, acceerate growth and
eradicae rurd povety ae invetments in irrigation networks. During Sovig Union times the
volume of cropland under permanent irrigation was 280 000 hectares, or 57% of dl aable land.
The Soviet irrigation sysem was based on the mechanica irrigation principle with extensve use of
dectricity (around 600 million kilowets yearly in the lae 1980s compared with 222.8 million
kilowatts in 2003) and weter was provided free of charge.

The lack of recurrent expenditure, and maintenance, on the infrastructure over the last decade, hes
had a ddeeious impact on the condition of the network. The irrigation infrastructure is in a poor

D The lack of recurrent expenditure, and maintenance, in infrastructure over the last decade, has had a deeterious

impact on the condition of the network. The irrigation infrastructure is in a poor state or entirely non-operaiond in
over 52% of previoudy irrigated land. 20% of the totd network is regarded as being in good condition, whilst 28% is
regaded as being in far condition. Regarding the road network, from a totd length of 3,692km of roads which
connect rurd communities with main roads, 2,250km (61%) are classfied as poor or very poor, with a further 1033km
(28%) in far condition and only 406km (11%) in good condition . Furthermore, only 597km (16%) of these roads are
fully passsble during the winter time, while over 748km (20%) are completely impassable.  (see Rurd Infragtructure in
Armenia: Addressing Gapsin Service Delivery, World Bank 2004, pp. 110, 118).

2 Rurd Infrastructurein Armenia: Addressing Gapsin Service Delivery, World Bank 2004
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date or entirdy non-operationd in over 52% of previoudy irrigated land. About 20% of the totd
network is regarded as being in good condition, whilst 28% is regarded as being in fair condiition.

Currently over 80% of crop output is produced on permanently irrigated lands comprising about
140 000 hectares. The average yidd from lhectare of permanently irrigated land with the current
structure of the crop budget, with the prevailing share of whest, is about

US$ 900-1,000 higher than the yidd, harvested from 1 hectare of nortirrigated land. Based on this,
the restoration of normd irrigation waer supply will have an immediate and direct effect, of the
order of US$140 million annud increese in the volumes of agriculturd crop production (or about
US$ 70 million increese in agriculturd vaue added, i.e 9% increese as compared with the 2004
leve). On the bads of consarvative changes in the dructure of the crop budget (i.e 10-15%
reduction in the share land under grains and a corresponding increase of lands under potatoes or
vegetables cultivation) the increese could be even more i.e in the range of 11-12% of 2004
agricultura vaue added, which would result in a reduction of rurd poverty in the range of 3.34.5
percent.

However, a full restoration of the Soviet-type irrigation system, at an estimated cost of about US$
800 million is not economicdly viable, egpecidly in aess where the multilevd mechanica
imgaion sysems are operding, because of the very high price of water for irrigation provided via
mechanicd pumping. In these conditions, the irrigation invesment drategy should am a the
improvement of the levd of commedd viadlity of crop production, kesping or upgrading
mechanica irrigation sysem only in the places where they ae economicdly efficient and
replacing them with the gravity and other systems, which will provide water & an economicaly
acceptable cost.

Although the bulk share of investments in agriculture were in irrigdior??, there is sill a very
subgantid funding gap, which, in the medium —term, can only be met by externad funding. The
urgency of the need for improvement of the irrigation systems as a base for economicdly vidble
agriculture and rurd poverty reduction is further amplified by the forthcoming dimination of the
irrigation tariff budget subsidiesin 2007.

1.5 Rural Roads Network improvement to foster community economic
development

Ancther internationdly proven priority way of rurd devdopment accderation and poverty
reduction are investments in the rurd road networks Out of a tota length of 3,692km of roads,
which connect rurd communities with main roads, 2,250km (61%) ae clasdfied as poor or very
poor, with a further 1033km (28%) in far condition and only 406km (11%) in good condition .
Furthermore, only 597km (16%) of these roads are fully passable during the winter time, while
over 748km (20%) are completely impassable®,

2 Tota volume of investments in irrigation during the last decade was about US$ 128 miillion, funded exclusively from
the externd sources (113 million UD Dollars — three consessond credits from the World bank, one of which is
ongoing, and 15 million US Dallars IFAD investment program). Government is providing budget subsidies for
mechanica irrigation systems to partly cover the cost of dectricity and subsidize the current tariffs for irrigation.
Thetariff subsidy will be terminated starting 2007.

2 Rurdl Infrastructure in Armenia: Address ng Gapsin Service Delivery, World Bank 2004, p. 118
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There is a proven corrdation between the levd of community devedopmett and rurd network
condiions in meny countries, induding in Armenia®. Rurd poverty in Armenia dmost aways
goes together with a poor road network. Most of the poor rurd communities are located a 1700
meters above the sea level, and practicaly dl of them have unsatisfactory access conditions to the
main interdate roads. Thus poor communications to the externd world is a factor degpening the
dreedy exiding povety, which is mogly due to unfavorable conditions for agriculturd activities,
the aasence or unrdiability of irrigation, and the very low leve of commercidization of farming.

Furthermore, improvement in the rurd road networks conditions may subgantidly increese the
incomes of the poor from meking possble, or fadilitating, ther access to jobs outsde of their
communities, as wel as increase commercid sdes of agriculturd produce in didrict and marz
urban markets According to some edimates, the poor condition of rurd roads resulted in
sgnificant losses of produce in 42% of rurd communities with 18% of communities reporting
output losses of 40% or more, and a further 24% reporting losses that exceeded 30%. In a smdl
proportion of the communities, these losses, which result from the ingbility to get the crop to
market in time, accounted for 70-80% of the tota harvest of the community25.

While the road network in Armenia has benefited from a dgnificant injection of foreign funds
during the past five years these funds have been targeted to the rehabilitation of the man (manly
intersate) roads, with the intention of returning them to good condition. The secondary and locd
roads, which connect rurd aress to the primary road network and to the main regiond commercid
caters, have receved dmost no cepitd or recurrent funding for the past decede.  Totd
expenditures on rurd roads have amounted to gpproximatdy US$ 05 million over the lagt five
years, with approximately haf (US$ 0.23 million) funded from community budgets.

On the basis of rather consarvative etimates, the rehabilitation of the rurd roads may generate an
additiond income around US$ 40 million annudly (sbout 5% of 2004 egriculturd vaue added),
moslly because of diversfication of the incomes of canmunity resdents from employment outsde
of their communities and increases in sdes of the agriculturad produce in the regiond markets. The
overdl reault is a sgnificant reduction in rurd poverty amongst the poor as wel as in remote rurd
communities in the range of 10-12% (the totd effect on the poverty reduction throughout the
country may be esimated at about 1.52%). Other aspects that will be positively affected are better
access to the basic education and hedth services which will dso contribute to the better use of
genard education and hedth egtablishments, which is dso one of the government priorities under
the PRSP.

Rurd roads being public goods should be financed publicly. Here dso the investment program in
the mediumterm future can be funded only via externd assgance. However, an economic
judtification and criteria for the sdection of the rurd roads should apply. The government's
economic judtification and road selection criteriais described in the next section of this Prgposdl.

2 "Poorest Communities In Armenian Marzes”, Armenia Social Trends, Information Analytical Bulletin, Yerevan,
UNDP, 2002 - 2004
3 Rurd Infrastructurein Armenia Addressing Gapsin Service Ddlivery, World Bank 2004, p. 25
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2. PROGRAM DESCRIPTIONBY PRIORITY AREA

2.1. Priority Area 1: Irrigation Project Summary
2.1.1. Project development objective

The proposed project component will contribute to poverty reduction in rurd aess by means of
enhancng the productivity and sudanability of irrigated agriculture. It will enhance rurd
economic  devdopment by providing the bass for moving the agriculture sector from
predominantly subsisence faming to commercid agriculture, thus hdping to increase famers
income enough to lift them from poverty. It would aso contribute to overdl economic growth by
dimulaing non-fam employment crestion in agrofood downdream indudtries and boost domestic
demand due to multiplier effects of project generated incrementa income flows into the economy.

2.1.2. Justification

Agriculture is essentid for the Armenian nationd economy and paticulaly criticd for food
security as wel as for poverty dleviation in rurd aress.  For one third of the population thet lives
in rurd aess, it is the man source of livdihood, with fam income (both from sdes and own
account  consumption) accounting for nearly 60% of total income of rurd households in 2003
With very few opportunities for off-faam employment, people depend for survivd on their smdl
fams  Currently, the fam household sector, with about 340,000 farm households, generates over
95% of the tota agriculturad production; however, the average holding is only 1.4 hectares of arable
or peennid crop land, typicdly divided into 3 or 4 plots Farms generdly are diversfied, with a
srong subsistence orientation due to low productivity.

About 1.4 million ha are usad for agriculture, with arable land covering 494,300 ha, perennid crops
about 37,800 ha, and pestures the remander. Currently, around 220,000 ha ae covered hy
irrigation sysems (down from 315,000 recorded in 1987), but only 60 % of this area effectivdy
received water in 2004, due to high deterioration of the system.

Agriculture productivity in Armenia heavily depends on water from irrigation schemes. While the
currently irrigated area accounts for less than 10% of totd agriculturd land, nearly 85% of totd
crop production is produced with irrigetion. This is explained by both higher crop yidds and higher
vdues of crop budgets from irrigation based agriculture as compared to ran fed agriculture.
According to very recent family farm fidd surveys, the difference in productivity between irrigated
and rain fed agriculture is estimated a about US$900 per hectare. Table 8 gives an illudtration of
estimated returnsto irrigation water a farm gate by main crops and 4 agro-economic zones.

Table8. Net Return to Irrigation Water at the Farm Gate (US cents per cubic meter)

CROP ARARAT HILLY AREA MOUNTAINOUS SUBTROPICAL
PLAIN AREA AREA AREA
Whest 12 6 5 11
Vegetables 26 2 2 33
Potato 54 1 2 29
Alfdfa 1 0 1 0
Fruits 23 7 P:s) 61
Grapes 51 2 - 11

It is dear that investing in irrigated agriculture, in economicaly sustaingble manner, will spur pro
poor growth since, in the Armenian context, smdl fam households would be the ones to benefit
from such interventions. An andyss based on dandardized fam modds indicates that, even
without taking into account changing crop paterns in response to the incressed rdiability of
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irrigetion, increasing irrigated land for an average fam by 30 % will generate incrementd net
income enough to lift a family out of poverty, providing that other sources of income remained
unchanged.

An andyss based on informaion collected from 54 newly edablished water user
associations'companies (WUAY® reveded tha dthough the supply of irigation in 2004 dearly
improved in tems of rdiability of supply, only 135000 ha was actudly irrigated out of about
220,000 ha covered by irrigation infrasructure. Three main problems explain this Stuation. First,
the high cos of water supply in aess with predominantly pumping irrigation makes irrigation
economicdly non-vigble due to vey inefficient pumping schemes. Second, water losses in
secondary and tertiary cands are reported to be of the order of 40-50%, which effectively reduces
the totd irrigated area, Snce additiond water supplies become unavallable in most cases because of
technica or/and economic reasons. Third, mogt of the pumping daions have very high dectricity
consumption compared to ther design parameters and high maintenance costs due to frequency of
sarvice digruptions beyond what was designed.

In this proposal to the MCA, the Government will address these three issues.

2.1.3. Project Description Summary

The proposed project components are aimed a an expandon of irrigated land areas and an increase
in the efficdency of irrigaion sysems.  This will be achieved through the following sub-
components
a) converson of 19 sdected schemes from pump to gravity irrigation to make waer ddivery
afordable for irrigation on over 10000 ha and to expand irrigation area by gpproximatdy
14,500 ha
b) congruction of 7 new smdl reservairsto irrigate 2,000 ha
C) renovation of pumping Sations to save energy and increase religbility of irrigation;
d) rehabilitation of tertiary conveyance sysems to bring down weater losses from 40-50% to
20-25%;
e) rehabilitation of drainage sysemin Ararat valey on 30,000 hg;
f) rehabilitation of 4 primary candsfor 20 WUAS,
g) inditutiond strengthening of state water supply agency and 54 WUAS.

The project will be implemented in four years a an edimated project cost a US$H 118 million
(induding project adminidration, desgn and supervison cod). Summay of objectives, outcomes
and edimated cogt of the Irrigation Project by sub-components presented in Table 9 below, and the
detailed economic andlysis of project sub-componentsin ANNEX 1.

® WUASs have been established, in line with Government ongoing reforms, aimed at strengthening the ingtitutional set-
up responsible for management of the irrigation system on the basis of participatory irrigation management principles.
Thiswas donein line with the Government strategic objective to give users substantia responsibility, progressively
commercidize the sector, establish user-based incentives for improved O& M, improve the performance of irrigated
agriculture and the viahility of service and usersingtitutions on an ingtitutionally and financially sustainable basis.



Table9. Irrigation Component: Summary of Objectives and Outcomes

HIERARCHY OF PROJECT
DEVELOPMENT OBJECTIVES

KEY PERFORMANCE INDICATORS

MONITORING AND
EVALUATION

MCA Objective:

Impact Indicators:

1.Rura poverty reduction through long
term sustainable agricultural growth

Decreasein poverty headcount in rural areas
by 5 percentage points and/or decreasein salf
perception of poverty in project areas by 20
percentage points over 4 years

ILCS or similar type surveys,
Specific quditative fild surveys
in project areas (before and after
project);

General Objectives of the Component:

Outcome I ndicators:

1. Increased quality, access and reiability
of irrigation services in project areas

Over 80% respondents record satisfaction
with quality, access and réiability of
irrigation services

2. Increased marketable surplusesin project
areas

15 to 20 percentage increase in marketable
surplusesin project areas over 4 years

3. Increased farmer mixed income

By 30 %

Outpu ts by subcomponents:

Output Indicators:

a. Conversion togravity irrigation

Conversion of 19 schemes from pump to
gravity irrigation

1. Reduced cost and increased reliability of
irrigation

Convert 10,000 ha from pump to gravity
irrigation, for atotal savingsof 19.7 million
kwh/year

2. Increased productivity

Re-activate irrigated agriculture in
approximately 14,500 ha

b. Construction of new small reservoirs

1. Increased productivity

7 new small reservoirs constructed and 2,000
ha shifted from rain fedtoirrigated
agriculture.

c¢. Renovation of pumping stations

1. Reduced cost of irrigation

d. Physical rehabilitation of tertiary
conveyancestructures.

Energy savings over 39 million kwh /year

1. Increased efficiency of irrigation system

Halvecurrert lossesin tertiary irrigation
systems from 40-50 % to 20-25 % for 25,000
hairrigated land to save over 40 million

cubic meters of irrigated water

2. Increased productivity

Re-activate irrigated agriculture in
approximately 6,200 ha

e. Rehabilitation of Drainage System in
Ararat valley

1. Improvement of land reclamation and
sanitary conditions

30,000 ha of lands and 150,000 of
beneficiaries

f. Rehabilitation of Primary canals

1. Increased productivity and reduced
losses

80 million m® water will be saved
20 WUASs will benefit

g. Institutional Strengthening

1. Sugtainable water organizations

54 WUAs and State Water Supply Agency

I nputs by subcomponents:

Input Indicators
(Estimated Cost):

a Conversion to gravity irrigation US $ 32.2 million
b. Construction of new small reservoirs US$ 84 million
¢. Renovation of pumping stations US $14.9 million
d. Physical rehabilitation of tertiary US $24.5 million
conveyance structures.

e. Drainage Ararat Valey US $12.7 million
f. Main Chamnel rehabilitation US $ 12.0 million
g. Ingtitutional Strengthening US$5.3million
h. Project adm, design and supervision US$ 8.0million

d. Total, Irrigation Component

US$118.0 million




2.1.4. Benefits and target population

The primary project beneficiaries will be about 150,000 private farming households who will be
adle to increese the productivity of ther irrigated agriculture directly as a result of the proposed
project interventions.

In addition, it is expected that project will generate indirectly about 10000 new jobs in non-
agriculture sector dnce incrementd  agriculturd  production will generate additiond demaend for
local goods and services

2.2. Priority Area 2: Rural Road Network Rehabilitation

2.2.1. Project development objective

The development objective of the project is to improve the access of rurd communities to product
and labor markets, as wdl as to socid infrastructure, and to enhance the mobility of the rurd
populaion, in order to improve thar qudity of life ard promote economic development. These
objectives are aligned with those established in the Armenia PRSP.

2.2.2. Justification

Road trangport plays a vitd role in Armenids regiond and nationd economic development.
Currently, nearly 90% of domestic freght and more than 95 % of passenger journeys ae
trangported by roads. However, while the condition of main (interstate) roads over the last few
years has been improved subgtantidly as a result of World Bank financed Highway and Trangport
projects and Lincy Foundation interventions, the overdl condition of the road network, paticulaly
those connecting rurd communities, are gill in urgent need of improvement if the benefits of the
current economic upturn are to be presarved in a sustainable manner. Recognizing the crucid role
of road transport as caidyst for economic growth and poverty reduction, the recent PRSP
emphaszed the mobilization of public resources and donor assdance to improve road
infrastructure as a high priority.

The public road netwak of Armenia condgs of 7,788 km of roads induding 1,440 km of man
roads, 2,621 km of secondary roads, and 3,727 km of rurd roads. A recent inventory survey of rurd
roads reveded that the condition of more than 70% of the network can be classfied as poor or very
poor, with only 7% dassified as good.

Linkages between road conditions, the date of economic devdopment and poverty risk in rurd
areas are well documented in Armenia.  First, regions with the worst road network conditions aso
tend to be the ones with a higher incidence of populations digible for family benefits. The same is
true when comparing road conditions and poverty headcount, poverty severity and the poverty gap
a the maz levd. Second, communities sdf perception of poverty is cosdy corrdaed with
digance from didtrict center, distance from Yerevan, and dtitude. Third, various sudies reveded a
srong reationship between road conditions and the leve of surpluses of agriculturd produce and
log income due to the unawlability of trangportation for agriculturd products to the man
markets.

The PRSP give emphass to improvements in rurd road infrastructure as being key to spurring
economic development by increesng incomes and employment. The lack of adequate roads is
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recognized as a dgnificant obgtacle for the commercidization of products and makes it more
difficult particularly for smal producers to market their products, due to the high codts of transport
and the resulting monopoligic conditions of the commerddization chan. In addition, the poor
condition of roads severdy limits mobility of labor and capitd, thus decressng the non-farm
employability of the rurd population.

Table10. Rural Road Component: Summary of Objectives and Outcomes

HIERARCHY OF PROJECT KEY PERFORMANCE YEAR 1 YEAR2 YEAR 3 YEAR 4
DEVELOPMENT INDICATORS
OBJECTIVES
MCA Objective: Impact | ndicators:
1. Rura poverty reduction Decrease in self perception of
through improved connectivity | poverty in project areas by 10
of rural communities percentage points over 4 years
General Objectives of the Outcome Indicators:
Component:
1. Increased quality of roads Over 90% respondents record
satisfaction with quality of roads
in project areas
2. Increased marketable 10 percentage increase in
surplusesin project areas marketable surpluses in project
aress over 4 year
3. Increased mixed income By 10 % over 4 year
from farming and non farm
employment income
Output: Output Indicators:
Roadsrehabilitated as planned 1105 km of rura roadsimproved [227.5 km 303 km 312km 261.5km
from very poor or poor
conditions to good
Inputs: Input Indicators
(Estimated Cost):
Total, Rural Road Component | US$57 million US$11.4mn  US$14.3mn|USH17.1 mn 14.2mn

2.2.3. Benefits and target population
The project beneficiaries will be about 390,000 rurd inhabitants resding in 308 rurd communities.
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3. CONSULTATIVE PROCESS

3.1. Objectivesof the consultative process

The Government of Armenia and the Board of Trusees of Armenias Millennium Chdlenge
Account Program have put particular emphass on the participaion of the public, as wedl as
edablished inditutiond dructures, in the preparaion of Armenids Millennium Chalenge Account
Program. For this purpose, a broadbased consultaive process, covering the entire territory of the
country, was organized and initiated. The main objectives of the consultative process were:

&5 TO provide ample informetion to the public on the misson and objectives of the Millennium
Chalenge Account;

#&5 TO present the ideas of the Government of Armenia and the Board of Trustees of Armenia's
Millennium Chdlenge Account Program with respect to possble programmatic directions

of the proposd;

#&5 To determine the relevance of the proposed programmatic directions to the red needs of the
public;

#%5 TO ensure an opportunity for al dekeholders to submit proposds and/or  programs to be
further incorporated into Armenia s Millennium Challenge Account Program.

3.2. Description of the consultative pro cess

3.2.1. Structuresresponsiblefor preparing Armenia’s MCA Program

Activities for devdoping Armenids Millennium Chalenge Account Program and ensuring the
consultative process throughout the development phase were coordinated and implemented by:

%5 The Board of Trustees of Armenia s Millennium Chalenge Account Program;
%< The working group for preparing Armenia s Millennium Challenge Account Program; and

%< The advisory group for Armenia s Millennium Challenge Account Program.

Figure 3. Schematic framework of the consultative process

Devel opment of
proposal

The Board of Truga ..............................................................

PRSP Coordinating Structures
Working Group
Professiona organizations
of business community
Advisory Group Other parties of

civil society

Consultative Process

The Board of Trustees of Armenia’s Millennium Challenge Account Program:
The Board of Trustees of Armenias Millennium Chalenge Account Program caried out the
overdl coordingtion of the devedopment of Armenias Millennium Chalenge Account Program and
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organized the consultative process. The Board was edtablished by the Decree of the President of
Armenia No. 96 dated May 31, 2004. Presdent’s chief economic advisor, Mnigters of Finance and
Economy, Agriculture, Trangport and Communications, and the Charman of State Water Systems
Committee of the Government of Armenia were gppointed as members of the Board. The Board

was chaired by the Prime Minigter.
The Board of Trusteestook the following measures in organizing the preparation of the program:

%5 Provided information to the public on the objectives of the Millennium Challenge Account.

&< Publicized its idess with regard to the possble directions of Armenids program and cdled
for a broad-based public discusson on these issues. The programmatic directions emerged
from the priorities in the Poverty Reduction Strategy Paper gpproved in 2003.

=5 Edablished the Secretariat of the Board of Trustees of Armenids Millennium Chalenge
Account Program. Conferred the functions of the Secretariat of the Board of Trustees on the
PRSP Coordination and Monitoring Unit of the Ministry of Finance and Economy.

&5 Determined the mechaniams for organizing the consultative process. Three man directions
for the implementation of the process were defined: (i) discussons and mesdtings with public
entities involved in PRSP processes, (ii) discussons with entities representing the privete
sector; and (iii) measures amed to involve associations or individuds that were not
represented in the aforementioned entities.

z&s The paticua entties to be involved in the devdopment of Armenids Millennium
Challenge Account Program were determined and formed.

The working aroup for preparing Armenia’'s Millennium Challenge Account Program:
The Board of Trustees of Armenia’'s Millennium Chalenge Account Program formed the working

group for preparing Armenids Millennium Chdlenge Account Program and for the day-to-day
management of Program’s development. Representatives from 12 governmenta agencies and 2

non-governmental organizations?’ were induded in the group. The working group:

&5 ummarized the results of the conaultative process,

%5 presented the main factors condraining economic growth and poverty reduction, based on
various surveys and studies conducted by governmenta agencies; and

&5 determined the possble direction of Armenids Millennium Chdlenge Account Program.
On this point, programs for overcoming the problems impeding development in rurd aress,
particularly in the agriculturd sector, were presented.

It was proposed to condder investment projects for congruction of gravitationd irrigation sysems
and water reservoirs, aswell asthe repair of community roads.

Theadvisory group for preparing Armenia’'s Millennium Challenge Account Program:

In order to draft the find verson of the proposd for Armenias Millennium Chalenge Account
Program, the Boad of Trustees edablished an advisory group condsting of independent loca
experts. The advisory goup adso made an independent assessment of the work underteken by the
working group for preparing Armenid s Millennium Chalenge Account Program.

Z “Nationa Union of Farmers’ and “Armenian Democratic Forum” NGOs.



3.2.2. Mechanismsfor ensuring the consultative process

Mechaniams for organizing the consultative process were defined by the Board of Trustees for
Armenias Millennium Chalenge Account Program. Three main directions for the implementation
of the process were defined: (i) discussons and meetings with public entities involved in PRSP
processs, (ii) discussons with groups representing the private sector; and (i) measures aimed a
involving asodiations or individuas not represented in the aforementioned entities or groups.

Discussions with PRSP structures: The firs atempt to adopt a broad-basad and ingtitutiondized
paticipatory approach in program development in Armenia was made during the drafting of the
PRSP. The intention was to build on the achievements of this participatory gpproach during the
implementation of the PRSP. For this purpose, through wide-scde discussions, representetives
from various groups of the public, who, as a result of joint discussons, had drafted the agreement®
on cooperation for the implementation of the Poverty Reduction Strategy Paper, were sdlected.

The Agreement defined the medium-term priorities semming from the PRSP and the ingtitutiona
framework for the implementation and supervison of the Agreement. As a result, a PRSP Steering
Committee was formed for coordinating the process of PRSP implementation. Representatives
from the Government of Armenia, communities, busnessmen, trade unions, the Church, scientific
organizations and five groups of non-governmental organizations™® were represented in the Steering
Committee.

Discussions and meetings with PRSP structureswere conducted in dl phases of the consultative

process, asfollows:

Meeting held at the Government Headquarter on July 4, 2004

Discussions on the preparation of Armenia s Millennium Challenge Account Program were held on
July 4, 2004 with representatives of the public involved in PRSP coordination structures.
Participants were representatives from the Government of Armenia, the Board of Trustees, non
governmenta and internationd organizations and other stakeholders.

The Minister of Finance and Ecanomy presented the mission and objectives of the Millennium
Challenge Account. Approaches of the Board of Trustees of Armenia s Millennium Chalenge
Account Program with regard to possible programmatic direction of the proposal were presented, as
well. Paticipants were urged to initiate active discussions by presenting ther viewpoints on the
proposed programmiic directions and other possible options.

Various viewpoints were put forward. In particular, Hranush Khar atyan, the chairperson of
“Hazarashen” Ethnologicd Studies Center NGO, mentioned that she fully agrees with the approach
of targeting rurd aress, particularly issues relating to roads and irrigation, in the Program. At the
sametime, she expressed her concern regarding the fact that socid tensionis not reducing in

pardld to the economic growth of recent years. In other words, the continued economic growth is
not accompanied by asocid impact. Addressing this problem should be one of the main priorities

of the Program. Problems of border areas, rurd communities and refuges were prioritized.
Importance was attached to promoting small and medium sized businesses, and the fact thet thereis
huge labor surplus of around 240,000 peoplein rurd areas due to job losses, and the need for a
targeted policy addressing these issues within the framework of the Program was underlined.
Karine Danielyan, chairperson of Association for Sustainable Development, mentioned that thereis

BSeewww.prg.am

® NGO groups involved in issues of (i) specid needs groups, (i) Human Rights protection (including education,
hedthcare, socid security and insurance); (iii) environmenta protection; (iv) smal and medium-sized businesses;
and (V) rurd aress.
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anead to regigter non-operational enterprisesin rurd areas and enacta specific policy in order to
support their re-operation.

Asareault of the discussion, participants agreed to organize Smilar discussonsin their respective
structures and present the results to the secretariat of the Board of Trustees.
The meeting was broadcast by dl TV channdls.

Meeting held at the Ministry of Finance and Economy on July 21

The second mesting with representatives of the public involved in PRSP coordination framework
was held on July 21, 2004, during which the Minister of Finarce and Economy presented the
proposas dready received. The procedure for receiving proposals and the criteriafor their
seection were discussed. The Board of Trustees pointed out that they will continue to take in
proposals and gpproaches and the fina deadline for summearization of proposasis set a September
2004.

Meeting held at the Ministry of Finance and Economy on October 21

A round-table discussion on the preparation of Armenia s Millennium Challenge Program was
organized by the Board of Trustees at the Minigtry of Finance and Economy on
October 30.

Thelig of participantsinduded Vardan Khachatryan, Minister of Finance and Economy, Razmik
Petrosyan representing communities, Arsen Ghazar yan representing businessmen and employers,
BorisKharatyan representing trade unions, His Grace Bishop Paren representing the Church and
representative from groups of NGOs, such as Levon Nersisyan representing the people with specid
needs, Hasmik Aslanyan representing the Human Rights protection sector, Gevorg Arakelyan
representing the environmenta sector, Hrachya Javadyan representing the smal and medium-sized
enterprises sector, Vanik Soghomonyan representing the rurd areas sector.

The Board of Trustees presented the priority areas proposed by the wor king group for preparing
Armenid s Millennium Challenge Account Program for inclusion in the proposd to be submitted to
the Millennium Chalenge Corporation. Representatives of non-governmenta organizations and
other stakeholders presented their commentsand approaches regarding the proposds.

In paticular, Vanik Soghomonyan, chairperson of Nationd Union of Farmers, mentioned that in his
opinion the Government, through andys's, has arrived to redistic conclusons. Issues of rurd aress,
paticularly those rdated to rurd infrastructures, are aso obstacles to private investmentsin those
areas. Levon Ner sisyan, chairperson of Asighik NGO, mentioned that programs to be funded should
be sdected based on dlearly defined and transparent criteria Razmi k Petrosyan, Mayor of Aparan,
mentioned that priority areas presented by the Government do not need further judtifications, any
resdent outside Y erevan would confirm those. Larisa Minasyan, director of the Armenian branch

of Open Society Indtitute, attached importance to the formation of mechanisms for public scrutiny

of the use of dloceations form Millennium Challenge Account.

Information on the meeting was disseminated through dl TV channdls.

Discussions with specialized structures representing theprivate sector: In order to prepare
Armenid s Millennium Challenge Account Program, the Government of Armenia organized
discussions within the Business Support Board and the IT Development Support Board, where
memberships conss of representatives from businessesinvolved in relevant ectivities. Megtings

were hed on July 10 and 15, 2004. During discussion, representatives of the Board of Trustees of



Armenid s Millennium Chalenge Account Program presented the objective of the Millennium
Chalenge Account and the directions of programmetic proposds.

It was agreed that such meetings will be regularly held in the future, and participants will
summarize thelr proposa's and will submit them to the secretariat of Armenia s Millennium
Challenge Account Program. As aresult, programmatic proposals were submitted by Tanners
Union, Nationa Union of Farmers, Union of Beekegpers, Nationd Gas Engine Association, and
Union of Transporters.

M easur es aimed to involve associations and/or_individuals not represented in PRSP
structures: The above-presented two mechanisms of the consultative process ensured the
participation of the more organized groups of the public in Program related discussions. The Board
of Trustees took the following measuresin order to involve nonrorganized structures, aswell as
individuas in the consultative process:

%5 Discussions and meetings in marzes (Annex 7);

%5 Provison of information on the process through the mass media, interviews,
%< Dissemination of the booklet on Armenid s Millennium Challenge Account Program;
e&s Use of internet and e-mail.

Provision of information on the processthrough the mass media and dissemination of printed
materials: All the nationwide events mentioned above were widely covered through the mass

media. Videotgpes onmarz level events were broadcast by national and marz TV channels. During
marz events, journdidtic interviews were aso conducted directly with loca people and presented in
the same reports.

An invitation for participation in public discussons on the preparation of Armenia s Millennium
Challenge Account Program was printed in June 11, 2004 issues of “Hayastani Hanrapetutiun” and
“Hayots Ashkharh” daily newspapers, where it was proposed to dl stakeholders to have active
participation in recommending programmiatic directions to be funded within the framework of the
Millennium Chalenge Account Program and informeation was provided on how and to whom the
recommendation should be submitted (address of the Ministry of Finance and Economy, phone
numbers and the website address of the secretariat of the Board of Trustees).

Officids representing centrd authorities gave interviews to news services on the objectives and the
misson of the Millennium Chalenge Account. An informationa booklet on Armenia s Millemium
Challenge Account Program was produced in more than 5,000 copies and disseminated at each
mesting.

Use of the internet and e-mail: The proposd to participate in discussions on the preparation of
Armenid s Millennium Chalenge Account Program and complete information on discussion and
meetings are published on the webste of the Minigtry of Finance and Economy (www.mfe.gov.
am). The membership of the Board of Trustees, its Satute and records of their meetings are also
published on the same webgite. The proposd to participate in public discussionsis dso published

on the PRSP website (www.prsp.am). The website of the Minigtry of Finance and Economy aso
contains addresses, where anyone can send his or her proposds. The Site dso contains the summary
sheet of the submitted proposas, which dlows the authors to follow the further advancement of
their own proposas.




I ndirect measur es/offer s of support: Indirect achievements were aso recorded in the consultative
process. A number of NGOs and their associations offered their support to the consultative process.
These organizationsincluded, in particular, assodiaion of NGOs involved in the initiative

"Partnership for an open society”, “The choice isyours’, “Misson Armenid’, “Helsinki civic

union” NGOs.

Within this context, the initiative "Partnership for an open society” organized a discussion on
Armenid s Millennium Challenge Account Program on July 29, 2004, with the particpation of
mainly representatives from NGOs. Representatives from the Government of Armeniaand the
Secretariat of the Board of Trustees were o invited and participated in the event. Other
organizations aso supported the organization and convening of meetings with the public.

3.3. Resultsof the consultative process

All dekeholders of the society participated in the wide-scde conaultaive process, including centra
and locd authorities, NGOs, trade unions, busness community and donor organizetions. As a result
of this process, both quantitative as well as vauable quditative results were obtained.

3.3.1. Quantitative results

The quantitative results of the consultative process are as follows events organized within the
framework of the consultative process had more than 1,200 participants, a large number of verbd
proposds were submitted during more than 20 meetings, which were incorporated into the records
of those meetings, more than 230 written proposds were received, which are badscadly very well
formulated investment projects with appropriate budgets attached.

The written proposals received were grouped by authors into the following categories:

%5 Centrd and regiond authorities 58 proposds
&5 Locd community authorities 86 proposds
&5 Scientific arganizations 21 proposds,
s NGOs and their associaions 49 proposds,
%5 The private sector and their specidized organizations 10 proposds,
% |ndividuads 12 proposds.
3.3.2. Analysis of the results

Job creation

Job creation was mentioned during dl discussons as a problem. The issue was raised as an issue
for both urban and rurd communities Within this context, proposds were submitted on
improvement of the business environment and improved access to credits.

Improvement of physical infrastructure

A large number of proposads refered to the devdopment of infrastructures. These included
improvements in irrigation and drinking water sysems, redtoraiion of marz, and locd roads.
Numerous proposas were submitted for expanding the gas supply system in the country.

Better accessto social infrastructure



During the medings enhancing the accesshility and improving the qudity of education and
hedthcare was mentioned as a paticulaly important need, including improvement of materid-
technica provisonsand restoration of hegting in schools.

Other areas

At the same time, based on the specidization and regiond beonging of participants, comments and
proposas were put forward, which were specific to ther fidd of activity and/or their region. In
particular, measures for addressng the avallability of qudity and affordability of seeds, the lack of
an agriculturd insurance system and anti-hde sarvices, problems of land <dinity and outdated
mechinery-tractor fleets, forest redoration, desertification and landdides and recondruction of

landfills were proposed.

3.3.3. Next steps

The government plans to continue its efforts to mantain public involvement in the implementation
of Armenids Millennium Chdlenge Account Program, in both decison-meking and program
monitoring activities. The need to adopt such an goproach was mentioned in most of the mestings
and discussons It is dso planned to involve representatives of the public in the evduaion of the
results of program implementation through reevant surveys and studies. The government will dso
involve them in the executive board of the body responsible for program implementetion.



4. INSTITUTIONAL FRAMEWORK

The project invesments will be implemented in a period of four years tentatively from
January 1, 2006 to December 31, 2009, depending on when MCA funding is approved.

4.1. Ingtitutional Framework

The badc inditutiond drategy is to make use of exiging project implementaion
experience in the irrigation and roads sectors which have a proven track ecord in terms of
project adminigration. Thus, project management of the irrigaion and rurd roads
invesments will be the responshility of the exising Project Implementation Units (PIU)
that have been in chage of different World Bank-financed irrigaion, dam safety, and
trangoort projects snce 2000. However, they would provide quarterly reports on overdl
implementation progress to the Board of Trustees of Armenias MCA proposa that hes
dready been edablished. This Board would include the Charman of the State Water
Committee as well as the Miniger of MOTC and would continue to be chared by the
Prime Minister.

Figure4. Organizational Structure of Armenia’sMCA Program
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Both PlUs have now acquired extensive project management experience aswell asa
demondtrated cagpacity to administer donor funding with efficiency and transparency.

However, given the increase in scope of the project management responsibilities as a result
of MCA assistance, the staffing of the PIUs would need to be increased. It is estimated that
a tota of 1520 additiond daff (i.e. 35-40% increass), would need to be recruited for the
Irrigation PIU and about 15-20 additiond daff for the Roads PIU whose activities are
dedining as the transport project nears completion, but will need to locate gaff in different
regions of the country for rurd roads.



Procurement. The PIlUs will coordinate dl project invesment rdated activities and will
be responsble for dl procurement matters, procurement procedures would be smlar to
those followed for the World Bank, modified to meet MCA requirements. As needed, the
PIU would aso undertake limited design activities, especidly for rurd roads. The PIUs
would be responsble for the financid management of the project and for dl project
accounting. In this regard, they would need to satify the minimum requirements of the
MCA in regard to financid management and disbursement arrangements and ensure that
the financid sysdems dready in place in teems of accounting procedures, software, and
internal controls are satisfactory to the MCA.

Auditing. Auditing arangements would follow established practices for donor relaed
funding. Audits would be undetaken by independent private auditors acceptable to the
MCA and contrected through an acceptable sdection process. Audits would be undertaken
annudly and reports submitted to the MCA within sx months of the end of each financid
year.

Monitoring. The PIUs and will be responsble for monitoring dl project inputs and
outputs and will provide regular reports to the Board of Trustees as pat of the project
reporting requirements. However, project outcomes will be the respongbility of the Board
of Trustees. For this purpose, a smdl executive monitoring and evduaion group will be
st up under the Board of Trustees. They would commisson the Naiond Bureau of
Satigics, other government sector minidries, or locd consulting firms to monitor the
impact of invesment on increesng agriculturd production, improving access to markets
for rurd communities, and the overdl impact on reducing poverty in rurd aess of the
country. The Board of Trustees for the MCA proposa will provide an annud report to the
MCA on the impact of the project investments.

4.2. Donor Coordination

In recent years, Armenia has had a good record in donor aid coordingtion. This is partidly
atributable to improved public expenditure management practices including planning,
budgeting, execution and control. Since 1998, dl extendly funded credits and loans, both
for generd budgetary support and project financing, as wel as budget support grants, are
reflected in the dtate budget. In last two years, progress has been made dso in terms of
induding in the budget project financed grants (particularly, capitd grants) and officidly
provided technica assstance.

Donor activities are coordinated both through government involvement as wel as through
conaultations amongst bilatlerd and multilateral donors by holding regular mesetings. On
the government dde, the mgor functions related to donor ad coordination are assgned to
the Ministry of Finance and Economy.

After the introduction of medium-term budgeting practices by the government a the
beginning of the current decade, donors now refer to medium-term budget programs in
planning ther country draegies. In this regard, the approvd of the Poverty Reduction
Strategy Paper (PRSP) can be consdered as an important step towards improved
coordinaion of domesic and donor policies. In paticular, donor country drategies
approved after the PRSP refers to that as a key framework document and strategic
directions of donor actions are based on country development priorities identified in the
PRSP.
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Donor ad coordingtion in the priority aress identified in the PRSP document was, in most
caxs, good. In the irrigation sector, the World Bank focused on rehabilitetion of primary
and secondary cands, while the International Fund for Agriculturd Development (IFAD)
worked on on-farm irrigation & the tertiary level. The actions of these two donors were
dso consgent and wael-coordinated in terms of developing sStronger  management
inditutions for the country’s tertiary network. The man donor in road rehabilitation were
the World Bank and the Lincy Foundation®. Two projects funded by the World Bank
(namely, the Highway and the Trangport projects) were implemented in close coordination
with the activities of the Lincy Foundation.

While developing this proposd for the MCC, the goverrment carefully consdered dl pedt,
ongoing and planned donor assgance programs rdevant to the proposed activities for
MCA assistance (see Table 11), in order to avoid possble duplications and overlgp. The
govemment paid paticular attention to drengthening linkagess on the one hand between
outcomes of ongoing (and/or past) donor funded projects and proposed ectivities, and, on
the other hand, between proposed ectivities and projects planned to be implemented by

other donorsin the future.

Table 11. Main related projects funded by other donors (completed, ongoing and planned)

SECTOR/AREA OF NAME OF THE DONOR STATUS
INTERVENTION PROJECT

Irrigation / Agriculture

Deteriorating irrigationinfrastructure Irrigation Rehabilitation TheWorld Bank (IDA) | Completed
and ineffective water management Project

Enhancing profitability and Irrigation Devel opment TheWorld Bank (IDA) | Ongoing
sustainability of irrigated agriculture. Project

Protecting the people and socio- @) Dam Safety Project TheWorld Bank (IDA) | Ongoing
economic infrastructure downstream b) Dam Safety |1 Project

of the dams facing highest risk of

failure.

Wesk agricultural support services, Agricultue Reform TheWorld Bank (IDA) | Ongoing
including rurd finance. Support Project

Lack of medium term credit resources Enterprise Development TheWorld Bank (IDA) | Completed
(induding for agro-industry). Project

Wesk land markets. Title Registration Project | The World Bank (IDA) | Completed
Support to the continued development  Rura Enterprise and TheWorld Bank (IDA) | Panned

of commercid activitiesin therura Small-Scae Commercid

areas by improving market linkages, Agriculture Development

product quality, competitiveness and Project

capacity of Armenian rurd

entrepreneurs and producers.

Woesk agriculturd support services NorthWest Agricultura IFAD Completed
and developing indtitutions for Services Project

management at secondary and tertiary

levels.

% The Lincy Foundation is an ingtitution established by Armenian Diaspora, which during
last few years granted considerable funds for rehabilitation of highways, bridges, tunndls
and Y erevan's dreets, condruction and repair of housing unitsin the Spitak earthquake
zone, and recongtruction of culturd inditutions.




Wesk agricultural support services, Agricultura Services IFAD Completed
lack of accessto rurd finance, Project

inadequete infrastructure and

ingtitutional capacity on the tertiary

leve.

Lack of accessto rurd financid Rura AreasEconomic IFAD Ongoing
services, wesk agricultura supporting Development Programme

sarvices induding business

intermediation services.

Activities focused on agricultural Marketing Assistance USDA Ongoing
marketing, rura finance and capacity Project in Armenia

building of extenson and farmers

associations.

Lack of budgetary resourcesto fund Food Security Program EU Ongoing
priority programsin agriculture.

Road Rehabilitation / Transport

Preservation of road network Highway Project TheWorld Bank (IDA) | Completed
Deteriorated roads (highways, @) Road Building Project; Lincy Foundation Completed
Y erevan's dreets) and related b) Yerevan's Streets

infrastructure (bridges, tunnels, etc) Rehabilitation Project

Alleviation of the erosion of Transport Project TheWorld Bank (IDA) | Ongoing
Armeniasroad and railway asset base

In regard to donor financing for irrigation, the World Bank has contributed ($58 million in
three operations) and IFAD has contributed ($15 million). The man policies on which
coordingtion is required are the phase out of subsdy policies and the contributions of water
user associations to capitd investment plans. In transport, the main donors have been the
World Bank ($70 million, of which $57 million is for presarvetion of the road network)
and the Lincy Foundation ($90 million for roads). Consultations with the main donor,
World Bank, have dready taken place in the formulaion of the MCA proposd and would
be extended to al donors during preparation to ensure a common gpproach.

4.3. Policies.

The policy framework for the MCA proposd ae cdosdy linked to the policy priorities
dready being pursued by the government under the PRSP. The PRSP recognized rurd
poverty as a serious concern, identifying severd factors responsble for rurd poverty-
among them an underdevdoped rurd didribution network and dorege fadlities high
trangportation cogs, samdl land holdings, and lower agriculturd prices relative to consumer
prices. The PRSP identified five policy priorities to help reduce rurd poverty which the
governmert has adopted. These policiesare:

0 promoating economic growth through macroeconomic sahility;

0 enhancing human development and improving socid safety nets;

0 implementing prudent fiscd policies and reforming the tax system;

0 improving public infrestructure, especidly irrigation and roads, and

0 improving core public functions
In addition to these policy priorities, a matrix of development outcomes has been agreed
under the World Bank Poverty Reduction Support Credit (PRSC) approved in late 2004.
The MCA proposd will support the government’s efforts to atan specific invesment
targets in developing rurd road infrastructure

At the sector levd, the man policy beng supported under donor-financed irrigation
projects is an effective cost recovery mechanism to dlow the man water agencies to
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achieve financid independence from the government’'s budgetary process, the target year
for this god is 2007 and its atanment is being monitored under the PRSC. In addition,
water user associaions are expected to contribute to Operation and Maintenance costs and
capita improvements of the onfarm network. In rurd roads, the main invesment objective
will be to ensure adequate budget dlocations for rurd roads and that, subsequent to ther
congruction, there is an effective funding mechanism in place to provide for future
maintenance needs.

4.4. Project Selection

The specific invesments to be financed in irrigation and rurd roads have been identified in
conaultation with representatives from communities didributed in dl the marzes of
Armenia. The sdlection of these investments has been guided by the following criteria
1. Irrigation: increasing the efficiency of theirrigation network and expanding
irrigated land in rurd communities with high agriculturd production potentid;
2. Rurd roads improving access of communities with high agricultural production
potentid to markets, storage facilities, and processing industries.

On the bads of the above criteria, a fird year sgt of investments has been identified for
which enginering design is under preparation. The prepardtion of later year invesments
will be defined on the bass of the same criteria and through continuation of consultation
processes with rural communities.

Procurement of civil works and goods as wel as the sdection of conaulting firms would
follow procedures acceptable to MCA. In generd, these would be in line with procedures
in Armenia for the procurement of Imilar sarvices and the procedures being followed by
donors such as the World Bank fa irrigation and road investments. The PlUs would have
respongbility for al procurement activities.

4.5. Costsand Financing

The estimated cogt of the investment program is $ 175 million over 4 years (2006-9) and
would beincurred asfallows:

SECTOR COST YEAR1 YEAR 2 YEAR 3 YEAR 4
6
MILLIONS)

1. Irrigation 1180 250 35.0 35.0 230

a (Gravity Conversion) (32.2

b. (Small Reservoirs) (8.4)

¢. (Pumping Stations) (14.9)

d. (Tertiary Channels) (24.5)

e. (Drainage Araat (12.7)

Valey)

f. (Main Channels (12.0)

Rehabilitation)

g. (Adm., Design, (8.0

Support.)

h. (Ingtitutional (5.3

Strengthening

2. Rural roads 57.0 114 14.3 171 14.2

TOTAL COST 175.0 364 49.3 521 37.2




The egstimated costs are based on unit cogts for amilar civil works in irrigation and rurd
roads, and on recent bid estimates for equipment. Cost esimaies are net of taxes, which
would be borne by the governmen.

The tota estimated cost of the proposed investments is $175 million. In irrigation, the
edimated cost of investments is $118 million while in rurd roads the etimated cost of
investments is $ 57 million. Financing in the amount of $175 million is being sought from
the MCA. In addition, the investment in irrigation forms pat of a continuing investment
program being supported by World Bank and IFAD funding while investments in rurd
roads will be supplemented by a World Bank Rurd Infrastructure operation in 2005.

4.6. Monitoring and Accountability

Accountability. The financid accountability arangements that would be used are smilar
to ongoing arangements under World Bank- financed irrigation development and trangport
projects, modified to meet the gpecific requirements of MCA. In generd, a financid
management system will be documented in a Financid Management Manud (FMM). This
document would include: (i) the project’s financid management system which describes
accounting and auditing polices, sandards and internd controls, (i) role of the financid
management sysems in  project management and implementation; (i) accounting
arangements required for project management, the format for and content of financid
reporting; and (iv) the auditing arrangements to be in place during project implementation.

In order to facilitate timely implementation and payments to contractors, the government
of Armenia will establish, maintain and operate a specid account in a commercid bank
acceptable to MCA. This account would need to be able to fecilitate expenditures both in
fordgn and locd currency. The adminidration of the specid account would be the
respongbility of the PIUs. Condderation should be given to whether more than one specid
account needs to be edtablished for the two sector activities The initid depost in the
gpecid account should be equivdent to the estimated expenditures of the firs quarter in the
fird year of implementation i.e. goproximately $5 million.

Monitoring and Evaluating Progr ess. The monitoring and eva uation arrangements will

be the respongibility of two entities as described in 4.1 and in Figure 4.

() Boad of Trusees for the MCA Proposd which would have respongbility for
monitoring the broader impact of the invesments on agriculturd production, marketing
access and water avaladility in rurd communities, and in reducing rurd poverty. The
Board would prepare a mid-point report on progress in reducing rurd poverty which would
be delivered to the MCA no later than January 2008.A framework for monitoring progress
of theirrigation component and the rura roads component is outlined below;

(i) PU, which will be respongble for monitoring overdl implementation progress, in

particular project inputs and outputs, and for preparing quarterly progress reports to the

MCA.



5. SUSTAINABILITY STRATEGY

The dements of the government’'s srategy to sustain progress under the proposed MCA
program ae contaned in its Letter of Deveopment Policy of October 2004 to the
Presdent of the World Bank. This letter describes the government's medium-term
economic reform program which would be supported by a series of Poverty Reduction
Support  Credits, provided the government maintans progress in carying out a set of
actionsamed a poverty reduction.

A key component of the government's reform program is mantaning the recent high
levels of economic growth with low inflation levds which it plans to do by remaning
committed to macroeconomic  dability, sSructurd reform, and liberd economic policies
that encourage continued private sector investment. Specific gods have been agreed to for
2007 for cumulative growth (25%), inflation levels (bdlow 3%) and fiscd deficits (23% of
GDP) which the government intends to meet. Smilar gods have been agreed in public
adminigration reform, aimed a drengthening tax and customs adminidration, improving
governance, and strengthening public sector managemernt.

A centrd theme of the government’s reform program is modernization of Armenias rurd
economy. Investment in both irrigation and rurd roads are priority components of its
program. In the irrigation sector, the government is planing to teke steps to merge the
currently separated minigterid  respongbilities  for irrigation development and  drainage
which has led to coordinaion difficules An important step recently teken is the
management of Armenids irrigation network which has been recently devolved to 54
regiond water user asociations. However, the technicd, financid and managerid
cgpecities of these associations are gill wesk so tha training programs in - water
management, as well as in finanda management and control, are urgently needed to build
up their cgpacity. In this regard, the technicd assstance funds being sought under the
MCA proposd will be used for this purpose and will thus be important in sudaning the
longer term viability of Armenids irrigaion nework. In padld to building up the
cgpacity of the water user assodidions, the government is committed to improving cost
recovery in irrigation from 50% in 2003 to 70% in 2007.

As a component of its dtrategy for rurd infrastructure reform, the government intends to
improve the access of rurd communities to agricultura markets, storage, and processing
feadlities by invesing in locd roads The government has committed itsdf by 2007 to
reducing the share of rurd roads in need of rehabilitation. To hep achieve this god, the
government will ensure that adeguate budgetary resources are dlocated for rurd roads and
funding mechaniams are put in place to maintain them.

6. COMMITMENT TO MCA CRITERIA

Background. The government of Armenia remains committed to the key principles which
edablished its digibility for MCA assdance. These ae (i) policies tha deepen the
democratic process, drengthen the judiciary, and encourage incressed private sector
involvement in the economy; (ii) the reduction of poverty through economic growth (iii)
consultation processes that seek the participation of al representetives of civil society in
decisons that affect ther deveopment; and (iv) a willingness to have progress towards fair
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election processes, economic openness, and citizen paticipation monitored by independent
obsarvers In each of thee aess the government is putting in place policies, processes,
and monitoring sysems amed a advancing Armenias progress towards a liberd
democracy, a fully open economy, and a more jus society in which dl its citizens

participate.

The government recognizes tha it canot have a fully functioning market economy
without dso having a libera democracy in which laws ae respected, there is far
compdtition in the maket place, and where dl citizens- irregpective of ther politica
dlegiances, persond wedth, or gende- can paticipate Despite pagt difficulties in the
dectord process, improvements are being made to improve voting processes a dl leves,
assided by the presence of internationd observers. Steps are dso being taken to improve
the judicdad sysem by putting in place an independent judiciary tha is able to guarantee
due process of law and has the confidence of the country’s citizens. There is dready a free,
and manly privatdy-owned, mass media to help ensure public access to al news as well as
provide feedback to country’s authorities. The government will encourage sdf regulation
of the medids news to improve professond and ethicd dandards. Findly, in terms of
paticipation of cvil sociey in processes that affect their livdihood, the government will
continue to build on the podtive experience of the PRSP process in 2003 by encouraging
participation, and subsequent feedback, from communities whose socid and economic well
being is the focus of government investment programs.

The st of digibility criteria for MCA, i.e ruling justly, investing in people, and
economic freedom, together with the 16 performance indicators, link directly into the
policy commitments made by the Armenian authorities for the country’s medium and long

run development.

Ruling Justly: The government is putting in place polices, processes, and monitoring
systems amed a advancing Armenids progress towards a liberd democracy and a more
just society in which dl its dtizens participate. It remains strongly committed to improving
governance and fighting corruption. Moreover, it beieves that efforts made towards
improved governance and inditutiond environment will condderably enhance the
country’s poverty reduction and economic development prospects. The government has
folowed up on this commitment by giving high priority to improved core public sector
functions inits Poverty Reduction Strategy.

The govenment has dso placed a specid emphass on fighting corruption and the
corresponding measures it planned to take were documented in the anti-corruption drategy
adopted by the government and presented to the public a the end of 2003, In addition,
reforms to the judicid system, which ae currently underway and actions amed a
improving tax and customs adminidraion will meke an important contribution to the
enhancement of the business environment in the country and will increase the trust of both
the private sector and the civil society in government indtitutions and policies.

The government intends to monitor its performance by using a cdealy defined monitoring
framework. In paticular, the sysem of PRSP monitoring indicators includes Civil
Excduson and Inequdity; Armenids peaformance in this area will be monitored and
evauaed by usng 5 outcome and 27 explanatory indicators. It is worth mentioning that 3
out of 5 outcome indicators are the same as those under the Ruling Justly section of MCA
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digibility criteria, dthough the peformance againg corresponding targets will be assessed
in dightly different manner.

Figure5. Armenia PRSP Monitoring Framework: Social Exclusion and I nequality
Outcome I ndicator s (Per formance in 2002)
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The five outcome indicators for Civil Excluson and Inequality section of the PRSP
monitoring  indicators sysem ae (i) Freedom of Press, (i) Regulatory Qudity,
(iii) Government  Effectiveness, (iv) Rule of Law, and (v) Corruption Perception Index (or
Control of Corruption)*’. The government intends to take messures to endble it to rank
amongst the upper 25% of those countries with nomind per capita @GP in the range of 1.5
-2,5 times Armenia’s per capita GDP* . The recent ranking of Armenia is based on criteria
presented in Figure 5.

3! sources for indicators are: (i) Freedom House: (i) -(iv) World Bank Intitute, and (v)
Trangparency Internationa (or World Bank Ingtitute).

32 GDP per capitain Armenia, in nomina terms, amounted to US$ 1,104 in 2004 up from
US$ 873 in 2003 and US$ 740 in 2002, respectively.



Investing in People: Economic collgpse a the beginning of the 1990s negetively affected
the performance in the hedth and education sectors. Public financing was reduced
dragticdly while maintaining exising facilities and infrastructure became harder and the
qudity of the corresponding services deteriorated.

Sating in the mid-1990s the government inititled a wide-range of reforms in the sectors
amed a improvement of the dtuation in these socdd sectors by addressng qudity,
accessbility and efficiency issues. The commitment of the government authorities was
reflected in both overdl socio-economic development and in sector programs.  In
paticular, the Poverty Reduction Strategy, which provides the core framework for the
socio-economic  development  policies of the government in the medium and long-run,
clearly identifies enhancing human development and improving social safety netsasakey
priority areafor action.

In education, a key priority is asdgned to secondary generd education by addressng
qudity, equity and efficiency issues with clearly defined outcomes of incressed years of
schooling, higher secondary school completion rates and more eguitable access to
education services at upper secondary level.

In health, government policies are focused on increesing accessibility and improvements in
the qudity of essentid hedth sarvices Both a the primary hedth and hospitd levels,
government is sressng child and maternd hedthcare issues with the intention and defined
measures to achieve corresponding Millennium Development Gods.

Prioritization of education and hedth sectors in economic growth and poverty reduction
drategies correspondingly  reflected in the government’s programs to increese  public
expenditure. PRSP targets to increase public expenditure on education and hedth to 4%
and 25% of GDP by 2015 up from 22% and 126 of GDP in 2002, respectively
(see Figure 6). Government commitment to these targets was shown in the medium-term
budget where 90% of the increase in budget resources in 2005 (as compared with 2004)
have been dlocated to education, hedth, and socid assgance. In paticular, projections of
2004 and 2005 annud budgets and 2004-2006 and 2005-2007 Medium Term Expenditure
Frameworks (MTEF) ae inline with PRSP corresponding targets. Moreover, the
government committed itsef to making an additiond inter-sectord redidtribution of public
funds towards these sectors should additiona resources not become available,

Figure 6. Public expenditure on education and health in 2002-2015, % of GDP
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Source: Minigtry of Finance and Economy; PRSP targets.

Economic Freedom: After asevere economic crissin the early 1990s, Armeniahad a
strong economic performance, attributable to a macroeconomic stabilization program and
to structurd reform. Asaresult, Armenia currently is rated as one of the most liberal
economies amongst the Central and Eastern European and CIS countries, and it became a
full member of World Trade Organization in 2003.

At the same time, the government understands that further efforts towards macroeconomic
dability and private sector devedopment are crucid for sustanable economic growth in
medium and long-term.

Thus, the government plans to underteke actions to promote strong economic performance
in the medium to long-term, with expected annua GDP growth of 6% and inflation of 3%
ayear.

In regard to promoting a better business and investment climate, the government is
committed to degpen its reforms to address wesknesses in tax and customs adminigtration,
increase public confidence in the banking and non-banking financia sector, paticulaly by
taking messures to reduce the cost of business borrowing, improve the corporae
governance of banks and payment systems. Despite the fact that conditions for garting a
busness, in broad terms ae favorable in Armenia, authorities intend to teke actions to
remove adminidrative barriers, which are il of concern to the private sector.

The government has continued to improve the busness environment in Armenia Further
deps have been taken to reduce adminidrative bottlenecks while a number of new
inditutions have been crested to asSgt new investors among them, a Business Support
Council and an Information Technology Council which are comprised of foreign and loca
busnessmen as wdl as senior cabinet leve officids. The progress made in improving the
busness environment is reflected in recent evauations by both the Heritage Foundation
and the Wdl Street Journa whose rankings show Armenia to be the most open of the
newly independent dates and an improvement from a ranking of 115 in 1996 to 44 in
2003.

Sating 1995-1996, tight monetary policies dlowed consumer price inflation to be brought
under control and, in 1998-2002, the annua increase in prices was kept beow the 3%
target of the Centrd Bank of Armenia However, during the last two years, some increase
in consumer prices has taken place (mainly due to externd factors) but the authorities are
confident and committed to kegping inflation within the range of 3%, which has been st
asatarget for consumer price annud inflation for the medium-run.

The government is committed aso to go further with its reforms in the area of fisca policy
and public expenditure management. With public expenditure condrants (in paticular,
given the targeted dlocations in the socid sector, physicd infrastructure and core public
svices) in the medium-term, the government intends to keep the budget deficit in the
range of 2-3% of GDP, which is congstent with macroeconomic sability. On the other
hand, given the improved public debt postion after an agreement with Russia on debt-for-
equity swap in 2003, a budget deficit in the range of 23% of GDP will not affect serioudy
the public debt profile of the country.



The Armenian government remans confident that the above-mentioned policy measures
together with other economic and socid policies will cresie an environment conducive for
private led economic growth while mantaining an eguitable digribution of benefits, hence
ensuring the overdl success of MCA asssted investment in the proposed investment aress.

Government Action Against Corruption. Corruption amongst civil servants continues to
be a problem as is dso the prevdence of corruption in busness dedings, financid
transactions, and bidding processes. It is expected that more rigorous and trangparent
recruitment procedures, accompanied by firm sanctions againg offenders, will dat to
reduce the incidence of corruption amongst civil servants The government is aware that
the perception amongst prospective investors of a high incidence of corruption in Armenia
deters new investment but remains committed to eiminating corrupt practices in al aress
of the economy; a the same time, it recognizes that this is a process that will take time. In
this regard, it has been encouraged by Armenids deady improvement in the annud
country rankings of Trangparency Internationd, where it was ranked 82 out of 146
countries surveyed, a performance that was superior to the average for the CI'S countries.

The following measures have been teken by the government in the context of its fight

agang corruption:

1. Government’sDecreeNo 1522-N “ On Approving the Anti-Corruption Strategy of
theRepublic of Armeniaand itsImple mentation Action Plan”, dated November 6,
2003.

2. Anti-Corruption Strategy | mplementation Monitoring Committee

3. The Implementation Action Plan. This plan incorporates a series of more than eighty
time bound specific actions. Each action has a responsble paty and is  supervised by
both the executive authorities and by nongovernmenta structures. This Action Plan is
amed a deding with corruption in the following arees (i) Economic sector, including
the banking, tax and cusoms sysems hedth care, education and public finance
property and privetization aress, (i) Politicd corruption; (i) Corruption in the system
of public adminidration; (iv) Corruption in law enforcement and judiciary systems.

7.FUTURE AREASFOR MCA COMPACT SUPPORT

The present proposd represents a first step of priority invesment aress for which MCA
support is being sought by the government of Armenia Assuming Armenia continues to
MCA digble in FY 2006, the govenment plans to present additiond invesment
proposds that are important for Armenids future economic development within the
framework of the Compact between Armenia and the MCC. The next proposd would
likdy involve a saries of invesments in trangport that incdude the rehabilitetion of the
ralways network and a new E-W road to the Georgian border, designed to improve
trangport modes and to facilitete growing trade within the region.  This proposd would be
presented during 2006.

8. GOVERNMENT REPRESENTATIVE

Name:  Mr. Vardan Khachatryan
Minigter of Finance and Economy of the Republic of Armenia



Address. Médik Adamyan 1 4r., Yerevan 375010, Republic of Armenia

Contacts. Tdephone - 003741 595304; Fax — 003741 524282, E-mal — miniger@mfe.am

9. TRANSPARENCY

The government plans to follow asimilar strategy tothat adopted in making the PRSP a
public document. First, there would be broad circulaion of the Compact document in the
Armenian language throughout the country. Second, the Compact would be made available
to the public through the internet on the MCA w ebsite. Findly, discussonsand

roundtables would be held in dl marzes of Armenia outlining the investment plans

intended to benefit particular communities. In these discussons, seps would be taken to
ensure that representatives from communitiesin prgect areas are present.



ANNEX 1. IRRIGATION COMPONENTS

Summary of Benefits and Costs
The main expected benefit of the component is to improve the productivity and the
sudainability of irrigated agriculture through:

Component a. Conversion from pumping to gravity irrigation.

Out of 35 sthemes andyzed againg economic viability 19 schemes covering about 24,454
ha sdected with expected satisfactory economic results (ERR above 10 %). The without
project gStuation would leed to a progressve decreese in irrigaded aess, as pumping
infrastructure continues to deteriorate as it has over the past ten years. This process is
assumed to take 10 additiond years (before the pumps madfunction) during which time,
irrigated crops would be replaced by rain-fed ones where possble or unplanted when the
low ranfal does not dlow any crop. With project, normd irrigated agriculture would be
maintained in the areas. The supply of water to four gravity schemes will be ensured by
building water reservoirs with a capacity of 11.6 million cubic m. An additiond benefit to
the sysem would be dimination of consumption of about 19.7 million kWh. Although, the
monitoring and impact assessment conducted for previoudy built gravity systems reved
tha in the fird years dfter the end of congruction, farmers begin to establish new
plantations of grape, fruits and other highly profitable crops and/or in some regions with
mild dimates, fames dated to collect two harvests from lands under gravity irrigaion
(they grow maize after winter ceredls), no additiond benefit from expected change in crop
patterns has been assumed. The estimated cost of sedlected schemes amounted to US$32.4
million.

Component b. Construction of water reservoirs.

It is planned to build 4 water reservoirs with a totd volume of 8.4 million cubic m. This
will dlow for increesing irrigated areas by 2000 ha The cost of implementation of this
component is edimated a US$8.4 million. Water reservoirs were sdected based on the
economic effectiveness of condruction (ERR not less than 10 percent), or the possbility of
dternative and more economica water supply to the area

Componentc. Restoration of pumping stations.

It is planed to restore 76 pumping daion, supplying water to 22 sdected WUAS. 66 of
the 76 pumping daions supply water to WUAS, and 10 dations provide water from the
source to the organization responsble for water supply, i.e “Vorogumjra” CJSC.
Implementation of the proposed messures will save 391 million KWh of dectricity per
year. Electricity savings will result from more efficient operation of pumps after their
resoration.  Currently, the over-consumption of dectricity in pumping daions is aound
30 percent. If the volumes of water supplied remain the same, the annud increase in over-
consumption of eectricity will conditute 4 percent. Since some pumping Sations do not
operate to ther full cgpacity or do not operate due to being out of order, their retoration
will dlow for an incresse of irrigated lands by 5,768 ha, which were not irrigated
previoudy. The cost of implementation of this component is edimated a US$14.8
million.

Component d. Restoration of tertiary irrigation canal network.



It is planned to redtore irrigation systems on 28,116 ha of land on the teritory of 22
sdected WUAs  According to the monitoring of WUASs operation, water losses in
irrigation networks are 30-50 percent, and the naiond average amounts to 41 percent.
Losses in networks incresse by 2 percent annudly. Implementation of the program will
reduce losss in tetiary cand network down to 20 percent, which is the optimum loss for
some large sysems. The cdculation of the investment costs needed for achieving the
proposed objective were done based on the example of Artashat WUA.

The WUA has 346 km of irrigation networks. Losses in the network in 2004 amounted to
42 percent. Congdering the objective set (reduce losses in networks to 20 percent) 22
percent of the loss should be diminated, or 761 km of irrigaion networks should be
resored. According to the prectice of redtoration of sSmilar networks, the cost of
resoration is around US$15,000 per km. Accordingly, US$L.14 million is needed for the
mentioned reduction of losses in irrigation networks of Artashat WUA. The 76.1 km
network covers an area of 1,280 ha Investments needs of dl the 22 WUASs were cdculated
by a dmilar method. Other than the reduction of losses in the sysem, the redtoraion of
irigetion systems will dlow for irrigating edditional previoudy norrirrigated arees
(because of lack of waer) and incressng the volume of water supply to irrigated lands
The cogt of implementation of this component is esimated a US$24.5 million.

Component e. Rehabilitation of Drainage System in Ararat Valley.

It is planned to rehabilitaie more than 500 km of man drain-cands, 250 draning tube-
wdls 11 pumping dations which are sarving around 30,000 hectare of lands in Ararat
valey. Rehabilitation of the sysem coss $127mn and will dlow to improve land
reclamation state of the lands of 10 WUAs in Armavir and Ararat marzes. More than
150,000 of population will benefit from better conditions for faming and sanitary-medica
conditions, around 50% of energy will be saved, additiond water will be avalable for
irrigation and will prevent further sdlinization of lands.

Component f. Rehabilitation of Primary Canals.

It is planned to rehabilitate 4 primary cands (more than 110 km) which are locaed in 5
marzes and are supplying water to 20 WUAs. Annudly more than 110 Mm® (which is
aound 30% of the totd intake) is logt. Rehabilitation will dlow to reduce water losses
from 30% to 10%. Rehabilitation will cost $12mn.

Component g. Institutional Strengthening.

It is planned to provide intensve traning and equipment to 54 WUAs and State Water
Supply Agency which will improve operationd efficency of waer management
throughout the irrigation network. This component costs $5.3mn over 4 years.

Economic analysis
Introduction

Since the main pat of the bendfits of the Program are linked to agriculturd production, in
order to asess the Stuaion and the potentid impact of program implementation on farms,
the results of the monitoring and evauation of WUAS operaions in 20032004 in four
agro-economic zones (subtropica, valey, hilly, mountanous) were used. The andyss is
based on the crop budgets in various Studions and shows the advanteges of irrigated
faming as opposed to ranfed faming. These modes were formed as a result of the
monitorng and evaudion of WUAS operation on the entire territory of the country. The
modds represent different Stuations of irrigation and operations of pumping Stations.
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Expected benefits and main assumptions

The main expected bendfit from the implementation of the Program is the increase in
productivity and efficiency of agriculturd ectivities, as wel as reduced cost of irrigation
water service and ddivery, through:

a. Conversion of mechanical irrigation into gravity irrigation on 24,454 ha

Monitoring conducted in recent years reveds that the conditions of mechanicd irrigation
(pumping) worsen by the year. Due to limited resources, there is no possbility for
replacing pumps or reparing them up to normaive conditions. The dectricity consumed is
currently subsdized from the dtate budget. Accordingly, the basdine scenario is one of
accderdtion of the reduction in irrigated aress. It is assumed that this process will take 8
more years (until the complete breskdown of pumps), as a result of which irrigated lands,
where possble will become ran fed (agro-economic zones 2, 3 and 4) or will be
abandoned (agro-economic zone 1). With the project scenario, full irrigation of aress
covered by pumping daions will be restored. An additiond benefit of implementing the
activities is the reduction in the cogt of irrigation water service and ddivery, as wdl as
subgdies from the date budget and operation costs. As a result of the implementation of
the project, with the project scenario, pumping daions will be dismantled and the
dectricity consumption of those daions edimaed a 532 million kWh will be saved.
During the andyss it was assumed that pumps currently operate a thelir design capacity
and irrigate the areas they cover.

b. Construction of reservoirs.

Building water reservoirs dlows for irrigating new lands. The main benefit for the given
dtudion is the generation of agreeconomic incomes from new lands, depending on the
location of land by agro-economic zones.

c. Restoration of pumping stations

As mentioned in section (a), due to limited resources, it is not possble to replace the
pumps or repair them up to their normative conditions, and as a result currently around 100
pumping deions from among the exiging 420 dations ae not used. As dudies showed,
due to ther wornout equipment, pumping dations have aound 30 percent over-
consumption of eectricity in order to ddiver the needed volume of irrigation water to the
aress they cover. If the current conditions of operation of pumping Stations remain the
same, with the basdine scenario, the over-consumption of dectricity will rise. Due to the
limited posshbiliies for the full restoration of pumps with the basdine scenario, the
increese in over-consumption of dectricity will amount to 2 percent per year (according to
the results of monitoring in the last 13 years). This assessment is made based on the
assumption that the land area under mechanicd irrigation will remain unchanged. The
andyss was based on the assumption that operation costs will increese by 2 percent of
invesments on the redtoration of pumps. Some pumping Sations, due to ther extremey
wornout pumps, ddiver water to 20-25 percent of the area they cover. For such pumping
gations (for 6 WUAS), benefits were cdculaed usng the method for gravity irrigation
with the addition of dectricity codts.

d. Rehabilitation of tertiary irrigation canals.

The monitoring of infam irrigation sysems (tertiary irrigaion cands) reveded that

irrigation networks on 75,000 ha ae in poor conditions and 56,000 ha is not irrigated due
vivg




to lack of water. The average losses in the system amount to 41 percent. Conddering the
mentioned facts, it is assumed that due to losses in networks certain areas are not irrigated
and are ranfed. Water loses in networks vary from 25 to 55 percent. In the vdley agro
economic zone, it is impossble to grow agriculturd crops without water. This component
envisages the redtoration of irrigation networks covering 28,100 ha It is assumed tha
proportiond to the percentage of losses conditiondly, previoudy irrigaed lands are in
ranfed conditions. If the current operationad capecities of irrigation sysems reman
unchanged, with the basdine scenario, the annud increaese in rainfed lards will conditute 2
percent. After the implementation of component activities, water losses in the system will
condtitute 20 percent.

e. Rehabilitation of Drainage Systemin Ararat Valley

Rehdbilitation of the Dranage Sysem in Arara valey will dlow to improve the land
redamaion sate of more than 30,000 hectares and more than 150,000 of rurd population
in Arara vdley will benefit from better conditions for farming and sanitary-medica Sate.
Because of dimination of some pumping dations and rehabilitation of the other pumps and
tube-wells annualy more than 8 million Kwh (or around 50% of totd consumption) of
energy will be saved. Degpening of the main drains will increese the levd of the ground
water table which will stop further <dinization. As a result of retoration of vertica
drainage, more than 20Mm? of additiond water will be available for irrigation of the lands
The economic rate of return for this invetment was estimated to be 20.2% based on a
capitd invesment of $12.7mn over 3 years and cdculating the benefits to be increased,
higher value crops and energy savings.

f. Rehabilitation of Primary Irrigation Canals

As a result of bad technica dae of the main irrigation cands irrigation of more than 100
thousand hectares are under the risk and 110 Mm® (around 30% of total intake) of water is
log annudly. The Rehabilitation of the following cands is conddered to be a priority
based on water savings and overdl economic and socid bendfits

Of these 4 invesments, the firgt three ($ 10.6mn) were selected given their high ERRs and
the weater resource conservation/environmental importance of the Arzni Shamiram works
for water from Lake Sevan; the smal component for Shirak ($1.4 mn) was dso included
because of potentid benefits to very low income famers in this marz. The estimated tota
investment for main channd rehabilitation works would thus be $12 mn.
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4 Shirak 154 14 219 58 4.6 14.7
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g. Institutional Strengthening

A quantitative rate of return was not caculated for this component because of a lack of
clear methodology. The sub-components are presented below:

Subcomponents Required Total cost
quantity (thausand USD)
For State Water Supply Agency
Internationa Lega Consultant for 3 months 70.0
Operationd vehiclesfor four branches 36 4400
Mechanisms (excavators, bulldozers, dump-body truck, K74 1300.0
dragling)
4 Equipment and communication mearns - 1800
For Water Users Associations
5 Construction and technica supplementation of the 500
training center
6. Continuation of the training program 500
7. Hoigting cranes 10 300
8 | Excavators(with 0.25m" ladle) 0 600
9 | Bxcavator (with 0.5m° lade) 6 270
10. | Bulldozers 8 360
11. | Dump-body trucks 5 150
12. | 4truckswith handling whedls 2 180
13. | Operationd vehicles 10 50
14. | Congtruction of WUAs offices 15 375
Total 5275

Crop budgets

Crop budgets were prepared based on the monitoring and evaduation of WUAS in 2004 and
prices were obtained through surveys of farms. The entire territory covered by the program
was differentisted into 4 agroeconomic zones (vdley, upland, high mountainous and
subtropicd), in three of which (except valeys) rainfed farming is possble. Compostion of
crops, yields, incomes per hectare by crops and by zones are presented in tables below

Crop budgets by agro-economic zones

CROP VALLEY HILLY MOUNTAINOUS SUBTROPICAL
BUDGET (ZONE 1) (ZONE 2) (ZONE?3) (ZONE 4)
Non- Irrigated Nor- Irrigated Non- Irrigated Non- Irrigated
imgated irrigated irigated irrigated

Whest 420% 50.3% 23.7% 65.0% 54.5% 60% 16.3%
Vegetables 20.1% - 9.6% - 5.9% - 8.8%
Potato 4.6% - 0.6% - 27.4% - 2.1%
Alfdfa 8.3% 49.7% 31.6% 35.0% 105% 40% -
Fruits 16.9% - 25.9% - 17% - 435%
Grape 8.1% - 85% - - - 20.4%
Totd 100% 100% 100% 100% 100% 100% 100%




Crop yield and net income by agro-economic zones

YIELD (KG PER HA) NET INCOME (US$ PER HA)

Non-irrigated Irrigated Norrirrigated Irrigated
Valley
Wheat 3350 470
Vegetables 37810 2098
Potato 30750 4196
Alfdfa 11920 Ia)
Fruits 5600 1631
Grapes 12410 3596
Weighted average 1385
Hilly
Whest 1200 2760 57 303
Vegetables - 16200 - 141
Potato - 13000 - 540
Alfdfa 3000 7000 13 14
Fruits - 11850 - 4297
Grapes - 5860 - 1291
Weighted average 1316
M ountainous
Whest 1400 2570 116 286
Vegetables - 22500 - 992
Potato - 21070 - 2110
Alfdfa 2500 6200 12 57
Fruits - 6100 - 1265
Welghted average 820
Subtropical
Wheat 2300 6000 366 1137
Vegetables - 28700 - 2615
Potato - 19700 - 1436
Alfdfa 3000 - 35 -
Fruits - 10000 - 4243
Weighted average 2328

Financial and economic prices

As mentioned above, financia prices are farm prices a the time of program preparation.
For the economic andyss financid prices were replaced by economic ones, in order to
reflect the red indicators of investments and production in the country. The man imported
products are wheat and fertilizers. Parity prices of their import was cdculated based on
current international prices. Significant differences between financid and economic prices
were not discovered (replacement factors varied between 98.8 and 130 percent), which is
an indicaion of the absence of subgdies influencing the loca market price formation of
these products. The other man agriculturd products, relating to the program, are mainly
20ld in locd markets vegetables, fruits, forage crops for loca livestock, grape for locd
processing into wine ad cognac. The converson factor was assumed equa to 1. smilarly,
aconverson factor of 1 was applied to investment expenditures.

The economic vaue of family work was estimated as 1500 Armenian drams (US$3) per
day, which equals the average wage of unskilled labor in the country.

Themethodology and results of the analysis of components

Separate anadlyss was done for each of the firs 4 components of the Program. Two
components  (trangtion from mechanicd to gravitationd irrigaion, building water
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resarvoirs) condst of a number of sub-programs (facilities), for which separate andyss
was done for ther sdection (excluding economicdly inefficient ones). Theregiter the
ERRs for the sdected activiies were summarized. Two components (restoration of
pumping dations, regtoration of irrigetion networks) were cdculated after the grouping of
the main indicators for each sdected WUA. For each of these 4 components of the
program, andyds is based on two options, i.e baesdine scenario and project scenario.
Those scenarios are based on the main assumptions presented above, and summarized a
the initid stage of the separate andlysis of each component.

Economic analysis of transition from mechanical to gravitational irrigation.

CURRENT BASELINE SCENARIO PROJECT SCENARIO
SITUATION

Partial use of pumps | Mechanicd irrigationisdifficult | Mechanicd irrigation is replaced by
dueto their poor due to the poor canditions of gravitationd irrigation. Irrigated

conditionsand high pumps and high cost of pumping | lands reech the level prior to the

cost of pumping water. | water. It isnot possible to replace | worsening of indicators and

Part of the territories | pumps and their use will be composition of cropswill be similar
covered by gations scaled down within 8 yearsuntil | to indicators and composition of the
have dready become | their total breakdown (if they are | crops on territories presently

rain fed or are not not aready broken down). The |irrigated. Electricity savings will
usd. share of rain fed (or unused) correspond to the its consumption in
lands will amount to 100 percent | the first 8 years, when pumps would
of lands covered by gationsin 8 | be operating in accordance with the
yearstime. baseline scenario.

Cdculations based on these assumptions were made for each of the 19 systems, which
were proposed for trandgtion from mechanicd to gravitetiond irrigation. ERRs vary
between 17.6 and 88.3 percent. The indicator for economic effectiveness basicaly depends
on the raio of the cogt of invesments and the area which has switched to gravitationa
irrigation.  The program includes only those schemes, for which the ERR is higher than 15
percent. Component's ERR is estimated at 42.3 percent. The cost of building dl the
gravitaiona irrigation systems was edimated a US$32.4 million. Despite the fact that
according to the desgn cdculations for sysems, they should have used 532 million kWh
of dectricity per year, they practicdly used only 19.7 million kWh (source: monitoring of
the operations of pumping dtations). Due to partid operation of pumping dations, from the
24454 thousand ha of land area covered by daions only 59 percent, or 14.4 thousand ha
were irrigaed. As a result, the implementation of the program will dlow for irrigating
144 thousand ha of rain fed lands and, in effect, save 19.7 thousand kWh of dectricity
annudly.

Restoration of pumping stations

CURRENT BASELINE SCENARIO PROJECT SCENARIO
SITUATION

Partial use of pumps | Mechanicd irrigation is difficult | Pumping stations are restored and
due to their poor due to the poor conditions of operate at their design capacity. The

conditionsand high pumps and high cost of pumping | areaof irrigated lands reachesthe
cost of pumping water. | water. It is not possible to replace | design volume. Electricity savings on
Part of the territories | pumps and ensure their average amount to 30 percent of the
covered by gations normative operation, and asa electricity consumed in 2004. In 6
have dready become | result dectricity consumption WUAS, previoudy non-irrigated

rain fed or are not needed for irrigating the areas lands will reach theleve prior to the
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used. Dueto thelow | covered increases by 4 percent worsening of indicators and
efficiency of pumps, |annudly. Thecogt of irrigation | compostion of crops will be similar

the cost of irrigation water service and delivery to indicators and composition of the
water service and increases. crops on territories irrigated today.
ddivery rises.

Proposds for restoration of pumping stations were groups by 19 WUASs. For each WUA,
andyss was done and the economic viability of restoring pumping dations was evaduaed.
ERRs vary between 11.5%and 173.7% percent. The indicator of economic effectiveness
bascdly depends on the ratio of invesment costs and eectricity consumption.  The
program includes only those schemes, for which the ERR is higher than 10% percent.
Component’s ERR is estimated a 44.3% percent. The cost of restoring pumping stations is
estimated a US$14.8 million.

Restoration ofin-farm irrigation canals

CURRENT BASELINE SCENARIO PROJECT SCENARIO
SITUATION
There are water losses, | Dueto continuous deterioration | Reduction in water lossesto 20
which are estimated of cands, annud increasein percent. Increased water supply to
for each WUA. losses of water and irrigated irrigated lands. Part of the previoudy
Irrigated areasreduce | lands amountsto 2 percent. The | rain fed lands brought under
annudly. cost of irrigation water service irrigation and reach the levd prior to
and ddlivery increases. the worsening of indicators.
Composition of crops and yields per
crop assumed equd to thosein
similar territories which are irrigated
today.

For each WUA, andyss was done and the economic effectiveness of restoring irrigation
networ ks was evauated. ERRs vary between 20.7%and 112.4% percent. The indicator of
economic effectiveness badcaly depends on the raio of investment costs and percentage
of losses in the network. The program includes only those proposds, for which the ERR B
higher than 15% percent. Component’'s ERR is estimated at 43.0% percent. The cost of
restoring pumping stations is estimeted at US$24.5 million.

Building water reservoirs.

Economic andyss was done for each water reservoir.  The program includes only those
water resarvoirs, for which the ERR is higher than 10 percent. The program includes 4
water reservoirs. The ERR is between 13.0 and 42.0 percent. Component's ERR is
edimated at 23.3%percent. Other than water reservoirs included in the component, 4
resarvoirs are incduded in the “Trangtion from mechanicd to gravitationd irrigation”
component.

Sensitivity analysis
The sengitivity andys's was conducted by usng thefollowing variables

&< increasein cost by 30 percent;
%< reduction in incomes by 30 percent;



&5 dday in implementation of activities for 2 years, which would leed to a dday of 2
years in recaiving incomes.

Sengitivity analysis for 4 components (EIRR)

CONVERSION
FRiCl RESTORATION | REHABILITATION
PUMPING " 5e pyMpING | OFTERTIARY | CONSTRUCTION| )
INTO ST ATIONS CANALS OFRESERVOIRS
GRAVITY
IRRIGATION
Base cose 2% 243% B0% 2% 214%
Costs Increased 1% 31.7% 33.6% 7.8% 2.6%
by 30%
Benefits 2% 27.8% 30.7% 16.1% 20.9%
Decreased
by 30%
Two Year 200% 243% 27.0% 165% 26.5%
Implementation
Delay

Program’s economic impact on WUAs and farms

The expected additiond profits for WUAs and farms will result from the implementation
of the following measures.

For farms:

&< Trangtion to gravitetiond irrigetion. 14.4 thousand ha of ran fed lands become
fully irrigated;

& Building new wae resarvoirs will dlow for the gravitationd irrigation of an
additiona 2.0 thousand ha;

%5 Redoration of pumping dations will dlow for switching 7.1 thousand ha of ran fed
landsto full irrigation;

z&5 Restoration of inffam neworks will conditiondly dlow for irrigaion of an
additiond 6.2 thousand ha

As a reault, cultivated areas will increese by an additiond 29.7 thousand ha Incomes per 1
WUA member resulting from the implementation of the program were caculated for each
WUA.

For some WUAs, the increase in incomes of farmers exceeds the exising levels. For
example

e For Spandaryan WUA, the increase in irrigated lands will amount to 140 percent,
and farmers’ incomes will increase by US$2018;

ezsFor Shenik WUA, the increese in irrigated land per one WUA member will
condtitute 1 ha, and the increase in income per member will be US$1291;

e&sFor Matuni WUA, the increese in irrigated land will conditute 68%, and the
increase in farmers’ incomes will be US$508.




For WUAs:
Trandtion to gravitationd irrigation will save 19.7 million kWh of dectricity annudly;
Due to increese in the efficency of the resored pumping dations, 39.2 million kWh of

eectricity will be saved per year.

Asareault, the total dectricity savings will amount to around 58 million KWh per yesr.



ANNEX 2. IRRIGATION PROJECT BY COMPONENT, MARZ AND WUAS'

Water Usad Number of Sarvice area, Number of | Component a: Converson from Component b: Component c: Rehabilitation of Component d: TOTAL
Acreik fang communities ha water users pump to gravity irrigation Congtruction of Pump Stations Rehabilitation of
by Marz Resrvorrs tertiary irrigation
canals
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3 Mkhdhyan 19 16 5908 1346 11,016 2577 | 0.00 101 15747 47 282%| 141 1536 472%| 2.4 1536 4.7
4 Araa n 11 9055 1954 9764 2115 | 0.00 200 19331 58 185%| 112 1630 472%| 3.1 1630 5.8
5 Vedi © 10 5906 2442 8706 3651 | 121 1290 28 57.2% 057 3458 1.0 116%| 254 1477 248%| 43 2767 3.8
6 Mads 20 14 6062 687 17329 1777 | 0.00 0.00 0 0.0 094 909 291%| 0.9 909 0.0
I Armavir Marz | 106 90 56,629 23379 72808 31,712 097 2150 45 0.00 0 0.0% | 510 63952 19.2 920 10,209 153 12359 23.6
1 Khoy 13 10 5084 1883 9768 3421 | 0.00 137 19824 59 283%| 100 1,779 9%5%| 2.4 1779 59
2 Vagharshepat © 9 4909 2235 7220 332 | 000 165 23666 7.1 281%| 107 1424 624%| 2.7 1424 7.1
3 Musder 6 6 3009 1989 7372 5155 | 0.00 0.0 0 0.0
4 Akndich © 10 5549 2572 9507 4481 | 0.00 0.39 4,889 15 X.0%| 050 888 521%| 0.9 888 15
Sev Jur-
5 Akhtamer 7 7 3171 2125 2499 1772 0.00 0.0 0 0.0
6 Merdzapnya 15 12 8402 2073 12231 3193 | 0.00 0.00 0 0.0 186 2016 441%( 19 2016 0.0
7 Araks 14 13 7529 3321 9791 4570 | 0.00 055 5157 15 186%| 227 1581 263%| 2.8 1581 1.5
8 Armavir 1 11 5949 2799 8111 4037 | 0.00 0.83 7,200 22 181%| 141 1011 236%| 22 1011 22
9 Karskeat 4 4 3592 805 468 1111 | 0.00 0.0 0 0.0
10  Shenik 9 8 9435 3577 1621 6% 097 2150 45 8.2% 032 3216 1.0 208%| 108 1510 421%| 2.4 3660 5.4
Il Kotayk Marz 60 51 20675 6,051 34470 11,339 364 1365 7.6 0.00 0 00% | 033 3R 0.1 160 3,023 5.6 4388 7.6
1 Katayk 21 19 5500 1401 9131 2285 | 084 235 1.7 21.8% 031 36 0.1 341%| 09% 159 686%| 2.1 180 1.8
2 Hrazdan+-Jur © 9 472 1020 6,761 13% 0.0 0 0.0

" Thistableincludes dataon only componentsa, b, candd




Water  Userd Number of Sarvice ares, Number of | Component a Converson from Component b: Component c: Rehabilitation of Component d: TOTAL
Assodiations communities ha water users pump to gravity irrigation Congtruction of Pump Stations Rehabilitation of
by Marz Resrvors tertiary irrigation
canals
(¢} () () - © ©
e = = =8 c =8 =8 5= c = = c
= = e IS g |2 = © = 29 2= o @ © = @ s |2
5z |28 |3 |BE| 3 |BB|22| 2 [BEc| 8 |22 2 | 8 |B2(B838E 8 |B2| 2 |8 |22 £ [BE
5 |go| B |BS| B |Bo|gE| & |g23| € |gE | § v |BE [BEGEES| ¢ |BE § | |ge| 8 [g22
lea| " |es| " les Bz B B || 2 | B |24 2885 B |24 2 | B |24 = B3
8 8 s |8 =8 £ [i58 =8 =8
Ivg- 7 135% 1160 4440 3672 280 1130 5.8 27.7% 28 1130 5.8
Dzroaghbyur
4 Nairi un 8 3148 1250 6,027 2329 | 0.00 0.0 0 0.0
5 Eghvard 9 8 5949 1220 8111 1659 | 0.00 0.02 6 0.0 064 1428 781%( 0.7 1428 0.0
\Y Qr:gat = 101 88 34,264 17509 40036 19478 300 2879 6.6 714 1430 215 9465 2.8 289 2,956 152 7265 9.4
1 Adhttarak 6 6 439 1230 5413 1551 | 123 740 3.4 375% 1.2 740 34
2 Amberd n 11 1,707 1,707 3457 3180 457 600 13.0% 4.6 600 0.0
3 Kaskh 7 6 33% 1304 2206 489 028 189 0.8 396% 0.3 189 0.8
4 Shamiram 9 9 6151 2258 6,128 2275 0.00 026 1638 05 132%| 145 1353 3R22%| 1.7 1,353 0.5
5 Parpi 9 7 3595 918 6200 1,310 | 0.00 0.0 0 0.0
6 Apaan 2 18 3063 2322 6458 4259 149 1950 2.4 600%|( 121 480  42.0% 2.7 2430 2.4
7 Tdin 24 22 843% 6320 7226 5354 | 000 189 787 23 283%| 145 1603 342%| 3.3 1603 23
8 Mush 11 9 3580 1450 2948 1060 | 0.00 136 30 291% 1.4 350 0.0
V  Shirak Marz A 61 20525 6,726 17919 5508 | 619 5372 8.9 123 500 0.00 0 0.0 0.00 0 74 5942 89
1 ShirVorogum 13 10 5598 1268 2715 1,109 | 0.00 0.0 0 0.0
2 Aygeds 20 16 5171 1361 3200 1163 | 014 224 0.3 492% 01 24 03
Vorogum
Ajapryak:
3 Vorogum 19 19 6295 2452 4108 1693 | 475 3108 7.8 268% 48 3108 7.8
4 Cfr%g:m 2 16 3461 1646 7,806 1543 | 130 2040 0.8 446%| 123 50 29.7% 25 2610 0.8
VI LoiMarz 2 24 9085 3921 9618 4363 | 164 1548 3.0 0.00 0 0.0% | 0.00 0 0.0 0.00 0 16 1548 3.0
1 Getik 13 9 3381 1428 5489 244 0.0 0 0.0
2 Lori Cand 19 15 5704 2492 4129 1909 | 164 1548 3.0 336% 16 1548 3.0
Vil TawushMarz 83 41 18133 5640 15447 5362 [ 020 150 0.4 0.00 0 113 1014 0.3 075 1,933 21 2083 0.7
1 Kndzorut 5 5 1460 828 2,079 1248 | 0.00 0.0 0 0.0
2 Hakhum 3 3 1689 552 939 35 0.00 0.0 0




Water  Userd Number of Sarvice ares, Number of | Component a Converson from Component b: Component c: Rehabilitation of Component d: TOTAL
Assodiations communities ha water users pump to gravity irrigation Congtruction of Pump Stations Rehabilitation of
by Marz Resrvors tertiary irrigation
canals
Q Q (3] - © ©
e = = =8 c =8 =8 5= c = = c
= = e IS g |2 = © = 29 2= o @ © = @ s |2
5z |28 |3 |BE| 3 |BB|22| 2 [BEc| 8 |22 2 | 8 |B2(B838E 8 |B2| 2 |8 |22 £ [BE
8 |Bo| 5 |BS| B |BS|gE| 8 [522| € |8E| & | z |BE[gEGEES| ¢ |gE| € | ¢ |gE| 8 [gE2
lea| " |es| " les Bz B B || 2 | B |24 2885 B |24 2 | B |24 = B3
8 8 § | =8 <8 SBPEE =8 =8
3 Berd 8 6 1875 591 2,778 96 020 150 0.4 409% 0.2 150 0.4
4 ljevan 15 15 5330 679 3907 527 0.28 67 00 2343%| 015 533 638%| 0.4 533 0.0
5 Noyemberyan ©» 12 7779 2990 5744 2336 084 W 03 905%| 060 1400 1124%( 1.4 1,400 0.3
Vi \,\ﬁgs 2z 27 16 7416 3280 10455 4776 | 183 450 1.0 0.00 0 0.0% | 0.00 00 00% | 101 768 28 1218 1.0
1 Eghegnedzor 15 8 5118 2070 8108 3469 | 0.00 0.00 0.0 101 768 20.7% | 1.0 768 0.0
2 Vayk © 8 2298 1210 2347 1307 | 183 450 1.0 17.8% 1.8 450 1.0
IX  Syunik Marz 5¢) 50 13206 7,602 17,744 10,468 10.87 6,705 7.7 0.00 0 00% | 062 205 0.1 108 1154 126 789 7.7
1 Kaauy 7 4 184 60 384 1538 | 000 00 0
Jambar
2 Vorotan 8 8 4180 690 5110 82 0.00 062 26 01 1739%]| 055 836 475% | 1.2 836 0.1
3 Kapen 10 6 o7 54 883 50 069 338 3.2 363% 0.7 338 3.2
4 Spandaryan 6 6 2085 1610 2360 2020 | 420 5570 80.9% 4.2 5570
5 Tolors 7 6 1604 1604 1,024 1024 0.0 0
6 Dzorer 6 5 551 551 1,550 1550 [ 0.00 0.0 0
7 Meghri 13 13 1224 1224 2338 2338 | 598 797 45 176% - 053 318 41.0%| 6.5 1115 45
8 Brnakot 2 2 81 690 615 46 0.00 0.0 0 0.0
Gegharkunik
X Marz 2 33 12807 6,182 23624 11555 196 2260 4.2 0.00 0 00% | 070 3305 1.0 081 1241 35 3501 5.2
1 Gava © 8 1812 1481 4,082 3530 | 0.00 0.0 0 0.0
2 Martuni 1 12 6207 2070 14598 5151 | 1.70 1260 25 260% 070 3305 1.0 1696%| 081 1,241 30.7%| 3.2 2501 35
3 Vardenis 16 13 4788 2631 4944 2874 | 026 1000 1.7 883% 0.3 1000 17
Xl Yerevan WUA 5 5 2600 730 4300 1,207 | 0.00 0.0 0 0.0
TOTAL 641 535 231,866 89,284 309,627 118,842| 32.36 24454 532 423% | 837 2000 233% | 1487 131,276 394 442% | 2450 28,116 43.0% | 801 54570 926
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ANNEX 3. SUMMARY OF IRRIGATION PROJECT COMPONENT A (Conversion
from Pump to Gravity Irrigation)

INVESTM | IRRIGAT| ELECTRI
WATER USERS ENT ED CITY 0
ASSOCIATIONS COMMUNITIES cosT. Mn| AREA. | saviNG, ERR (%)
Us$ HA MN KWH
] Mets-Masrik, Pokr-Masrik, 0
1 |Vadenis Norakert, Vardenis 0.26 1,000 17 88.3%
. Tavorik, Vanand, Hushakert, 0
2 |[Shenk Artamet, Arks 0.97 2,150 4.46 85.2%
Shaghap, Angeghakot, Sheki, .
3 [ Spandaryan Ssan, Noraven 42 4,330 80.9%
Aparan, Quchak, Mulki,
Hartavan, Aragats, Nigavan,
4 | Aparan Shenavan, Norashen, 1.49 1,950 24 60.0%
Y erndjatap, Aragyugh,
Sadandj
5 |Ved ngia“d’ Nor Ughi, Ssavan, 121 129 28 57.2%
6 |Avgabas- Aygabats 0.14 224 0.3 49.2%
Vorogum
Pokr-M antash, Mets-Mantash,
Spandaryan, Arevshat,
Norashen, Geghadir
7 |AragatsV ' ’ 13 2,040 0.8 44.6%
regaASVOrogiM |\ eghrashen, Panik, °
Anushavan, Getap,
Nahapetavan, Sardandj
Verin-Karmiraghbyur,
8 |Bed Nerkin-K armiraghbyLr 0.2 150 0.4 40.9%
9 |Kasakh Karpi, Ohanavan 0.28 189 0.8 39.6%
Bagramyan, 0
10 | Ashtarak Norakert, Merdzavan 123 740 34 37.5%
Norashenik, 0
11 |Kapan Tsav, Srikd 0.69 338 32 36.3%
) Kurtan, Vardablur, Hobardz, o
12 |Lori Cand Gyulagarck, Amrakits 164 1,548 3 33.6%
13 | Artashat Narek, Qaghtsrashen 0.85 285 6.5 31.2%
Jvezh- Garni, Geghard, Goght,
14 Geghadir, Hatsavan, 28 1130 5.8 27.7%
Dzoraghbyur Voghjaberd
Akhurik, Gharibjanyan, Getk,
Adjapnyak- Y erazgavors, Bayandur,
15 |Vorogum Isshakyan, Lusaghbyur, 4.75 3,108 7.8 26.8%
(Kaps Cand) Gusangyugh, Aghin,
Mayisyan, Ashotsk, Sepasar
V.Getashen, N.Getashen,
Martuni Madina, Tazagyugh,
1 | (Agriciacand) Dzoragyugh, Vardadzor, 17 1260 25 26.0%
Tsakagar, Lichk, Yeranus
17 |Kotayk Prghni 0.84 235 17 21.8%
Vak o
18 (Khndzorut Candl) Khndzorut 183 450 1 17.8%
Meghri Meghri, Karchevan, Agarak, 0
(Lichk Candl) Alvani, Svanidzor, Nyuvadi 5% 7 45 176%




Reservoir Construction)

ANNEX 4. SUMMARY OF IRRIGATION PROJECT COMPONENT B (New

WATER USERS RESERVOIRS [COMMUNITIES| INVESTMEN | IRRIGAT | ERR (%)
ASSOCIATION T COST, MN | ED AREA,
US$ HA
Y erndjatap Y erndjatap 0.7 180
Vardenut Vardenut,
Aparan Shenavan, Ara, 051 300 420%
Hartavan, Apna
Artik Meghrashen, 10 420
Aragats-Vorogum Vardakar, Artik ’ 20.7%
Bagravan Bagravan 0.23 150
Sasunashen Verin and Nerkin
Sasunashen,
Mush Davtashen, 09 200 291%
Bazmaberg
Irind Irind 045 150
Byurakan Byurakan,
Amberd ?rgg%vaAAn\tgf 457 600 130%
Lemarot




ANNEX 5. ECONOMIC ANALYSIS: RURAL ROAD NETWORK
Summary of Benefits and Costs:

Net benefit from improvement of rurd road network estimated a US $ 8 million (Benefits:
NPV US $ 65 million a 10% of opportunity cost of capitd minus Costs US $ 57 million
(induding project administration costs).

Cost Benefit analysis

The Rurd Road component involves rehabilitation of about 1,100 kilometers (km) of
sdected rurd roads accounting for more than 30 % of tota rurd road network. The
without-project case in the economic evauation represents the current Stution. The with
project case is represented by improving the roads from current poor or very poor
condition to good condition. The improved roads will reduce operating costs which will
lead to a stimulus in economic growth resulting in increased traffic dong the Project roads.
The economic internd rate of return (EIRR) compared the annua streams of economic
cgpita and operating costs and bendfits. All cogts, benefits, and revenues were expressed in
2004 congant prices The andyss period is for the condruction period followed by 20
years of operation.

Road Intensity: Current estimates and Forecasts

As there are no rdiable informaion about actud intensty for most of rurd roads the
number of resdent population of the connected communities has been taken to proxy
traffic volumes for dl rurd roads. For dl roads traffic volumes has been cdculaied based
on @ 6% intendty to population retio- high case scenario; b) 4% - base case scenario and
C) 2% - wors case scenario. For a road which connects community with 1000 inhabitants
and with typicd traffic compostion basad scenario will result to 200 vehides per day
intengty. All road by road andyds conducted for base case scenaio. Although, this
goproach in fact underedimate or overedimate actud intendty of roads and hence
expected economic benefits from road improvements, however it has clear advantage over
other methods, as it dlows objectivdy rank roads for public inteventions with no
additiond cogt.

The trangport of agriculturd products in Armenia primarily tekes place using road
trangport, and the sector is responsble for a condderable proportion of al rurd road
freight. Therefore, forecasts of freight traffic were based on forecasts of agriculture
production growth and increesed marketeble surplus. To forecast passenger traffic growth
rates the income dadticity of trangport demand and per cgpita income growth have been
edimated for the last five years Taking into account the average traffic compodtion for
the rurd roads the overdl intendty growth rate is estimated a 6% for the firs 8 years and
4% for the period beyond. As currently there are potentid users who deferred from using
the road due to poor conditions, it was dso assumed one time traffic increase of 10% due
to improved road condition in firsd year after subproject completion. For dl roads benefits
from project generated traffic assumed to be 50% of benefits from current traffic.

Costs

The Project’s financid cogts for invesment and maintenance were derived from the recent
smilar projects and range from 25 USD per m2 to 10.66 USD per m2 for capita cost and
400 to 1200 USD pa km for mantenance. To derive to economic cods an unified
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converson factor 0.85 applied to financid costs. The Project roads are expected to have
an average economic life of 20 years assuming capita repar will be undertaken each 6-8
year & estimated 20-30% of initid investment depending of type of improvements.

Benefits

The mgor economic benefits of the Project were quantified in terms of (i) vehicle
operating cost savings arisng from a reduction in the operating cost of vehides due to an
improvement in the road surface condition, (i) time savings resulting from saving in time
for trips dong the Project roads and (iii) savings in the marketable surplus of agriculturd
products through a reduction in the spoilage of goods traveling dong the Project roads.

Typicd road user savings for vaious vehide types based on opening year surface
roughness levels (IRI), are shown in table below:

Vehicle operating cost with and without improvements (US$ per km)

VEHICLETYPE WITH PROJECT WITHOUT PROJECT
Car 0.0872 0.144
Pickup 01114 0.173
Bus 0.2688 0.313
Medium Truck 0.1858 0.272
Heavy Truck 0.3556 0.537
Articulated truck 05318 0.801

Passenger time savings resulting from the increased speed due to improved road condition
have been cdculated assuming an increase of average speed from current 30 kmvhour to 60

knmvhour and time vadue a 150 AMD per hour a 2004 prices.

Bendfits ds0 arise due to an improvement in the trangport of marketeble surplus of
agriculturd  products. Data was obtaned on food production in the subproject road
influence area for both food crops and commercia crops Estimates were made of per
capita food consumption. After deducting average consumption per family the marketable
aurplus was obtained. The increase in the vaue of the marketable surplus attributable to
each subproject road was caculated by usng consarvetive assumptions on the spoilage of
crops in the “without” project and the “with” project cases The gpoilage on food grains in
the “without” project case was edimated a 5% whilst in the “with” project case the
spoilage was reduced to 3% of the marketable surplus. For commercid crops the spoilage
in the “without” project case was edtimated at 20% whereas in the “with” project case the
spoilage was reduced to only 5% of the marketable surplus. The savings for commercia
crops is much higher due to the severity of damage that can occur to commercid crops
compared to food grain crops.

The benefits to road users were estimated from the differences between the codts in the
“without project” case and the “with project” case. The Roads Economic Decison Modd
(RED) for the economic evauation of low volume roads was used to estimate the benefits
over time The model predicts pavement deterioration and edtimaies yearly vehicle
operating cods (VOCs) over the life of the investment for various draegies of
improvement. The modd then compares life cycle cods for the “with” project Stuation
with the costs for the “without” project Stuation and computes the net present vaue (NPV)
and estimates the economic interna rate of return (EIRR).



Economic Internal Rate of Return

EIRRs were cdculated for the individud roads and then for those with podtive NPV as a
whole. The EIRR for each of the roads by didtrict and marz are shownin ANNEX 6.

Sensitivity Analysis
The sengtivity of the totd EIRR was andyzed with respect to changes in the benefit and

cog sreams. The sengtivity tests examined were, (i) a congruction cost increased by 20
percent; (ii) benefits reduced by 20 percent; (iii) a reduction in traffic growth rates by 50%.

EIRR for the base case and the sengtivity tests. The EIRR for the priority subprojects as a
whole is 25%. The economic vidbility of the overdl component remans above the
opportunity cost of capitd of 10% under al of the sengtivity tests.



ANNEX 6. RURAL ROAD NETWORK REHABILITATION COMPONENT (Project Priority List by Marz and District)

Digancefrom
Current : Number of  Number of . . S
Marz Didrict Project name condition D e communities inhabitants A ceiCler (e lifee s EIRR NPV Communities connected ~ Rank L
(km) NS/ need /USD/ Yerevan,
@ (b) (iper son) ;
altitude
Total Marz ~ Aragatsotn 9t 2 35,745 5,398,000 70,900 3,288,992
Dzoraglukh Ttudjur (2
) km, C}Vadenis (4 km, . A
Aragasotn Aparan Dzoraglukh-Aperan C 11 5 1833 434,500 6600 12% 40,195 C)Muki (4 km, C)- 308 (13; 65; 2050)
Aparan (L km, C)
Aragatson  Aparen VadentM 3 c 3 2 2483 118500 L8016 BT e s e &) 33 (20; 37, 1900)
Sub Total for Digtrict 14 7 4,286 553,000 8,400 75972
Hnaberd-Geghedzor (2
Aragatsotn Aragats Hneberd-Amre taza C 3 3 2777 45,000 1,800 50% 97,804 km, CyYAmretaza (1 km, 287 (12; 85; 2115)
Q)
Norashen-Geghadir (2
Aragatsotn Aragats NorashenGeghedir C 2 1 (59 30,000 1,200 30% 34,681 km, C); Amretaza; 265 (15; 95; 2000)
Sangyar; Alagyaz
Aragatsotn  Aragdts T;agh;m""”' D 3 1 1562 30,000 1200 71% 89,485 PL (5, 80; 2140)
Sub Total for Digtrict € 5 5304 105,000 4,200 221,97C
AntarutByurakan (1 km,
Aragatsotn Adhtarak Antarut-M1 C 8 3 5721 531,800 8000 2% 386,906 B)-Agarak (6 km, C)-M1 348 (15; 40; 1705)
(1km, C)
Aragatsotn Ashtarak Shamiram-M1 C 5 1 609 47,400 600 19% 24,895 3% (24; 45; 1100)
. ) Verin Sesunik-Sasunik (9 -
Aragatsotn Adhtarak Vein Sasunik-M1 C 10 2 2022 444,600 5700 20% 250,820 km, CM1 (05 km, B) 291 (40; 65; 1700)
Sub Total for District 2¢ 6 8352 1,023,800 14,300 662,621
Baysz-Kakavadzor(1 km,
Aragasotn Tdin BayszM1 C 6 3 2409 233500 3600 24% 197,560 C)Nerqgin Bazmaberd (4 305 (25; 60; 1800)
km, C}yM1 (1 km, B)
Garnahovit-Zovasar (2
Aragasoin  Tdlin Gamahovit-M1 C 9 4 3427 442,400 5400 3% 624315 km, CyDzoragyugh (4 278 (20; 85; 2154)

km, CyMastara (2 km,
C)M1(1km,C)



Distance from

Current BEETe Number of  Number of P T R (v . Distri
Marz Didrict Project name condition communities  inhabitants a EIRR NPV Communities connected  Rank (ST
@ (km) (b) ( NS/ need /USD/ Yerevan,
per son) :
altitude
Aragasoin  Talin Lemagog Qarakat C 9 3 3431 670,950 9000 11% 53,552 Lamegog-Dalarik (3 km, 311 (16; 65; 1020)
' ’ ' ’ C)Qarekert (6 km, C) e
Tlik-Getap (4 km, Cy
Aragatsotn Talin TlikM9 CB 26 4 8536 2,369,350 26000 20% 1,453,003 Aragas (7 km, CyArteni 219 (45; 105; 1300)
(8 km, B)-M9 (7 km, B)
Sub Total for District 5C 14 17,803 3,716,200 44,000 2,32843(
Total Marz ~ Ararat 1€ 6 12,04 695,800 10,200 463,367
Araa Arara Sisavan-Vanashen C 4 1 1,806 48,000 600 3% 63,150 377 (7, 42; 863)
Urcedzor-Daghtagar (6
km, CyVedi (1 km, B)-
Araa Araa Urcadzor-M 2 cCB 12 5 10,288 647,800 9600 21% 400,217 Vaneshen (2 km, B)- 337 (10; 58; 1050)
Vosketap (2 km, B)-M2
(1 km, B)
Sub Total for Digtrict 1€ 6 12,04 695,800 10,200 463,361
Total Marz ~ Armavir 3 18 37,726 1,795,800 16,800 2,261,21¢€
Getashen-Shenavan (1
Armavir Armavir GetashetM 5 C 4 3 5187 252,800 2400 2% 248,720 km, C)Nor Kesaria (1 39 (17; 60; 833)
km, CyM5 (2 km, C)
Khandjyar_ukashin (2
Armavir Armavir Khendjyan-Armavir C 5 4 4939 285,000 3000 18% 133,020 km, C}Noraven (2 km, 362 (10; 47; 870)
C)YArmavir (1 km, B)
Armavir Armavir Lenughi-M5 C 4 1 1510 79,000 600 18% 34,501 34 (8; 58; 890)
Nor Arteges-Jashen (2
. . Nor Artages- km, C)Bambakashat (1 -
Armavir Armavir Hokternber C 4 4 5208 214,600 2,400 24% 175,579 km, CyHoktember (1 km, A (11, 51 864)
Q)
Pshatavan-Janfida (3 km,
) . C)Nabandyan (3 km, . A=
Armavir Armavir PshatavanrM5 C 12 4 10,136 853,200 7200 4% 1,517,796 C)Amasia (4 km, CyM5 330 (14; 45; 858)
(2km, C)
Sub Total for Digtrict 2¢ 16 26,980 1,684,600 15,600 2,109,61¢€



Distance from

Current BEETe Number of  Number of P T R (v . Distri
Marz Didrict Project name condition communities  inhabitants ?USD/ EIRR NPV Communities connected  Rank (ST
b er son) nesd /USD/ Yerevan,
@ (b) (p
altitude
Armavir Echmiadzin Griboyedov-M3 C 3 1 1,893 48,000 600 16% 17,080 408 (10; 25; 840)
Armavir Echmiadzin Metsamor-Gay C 2 1 8853 63,200 600 4% 134,520 42 (10; 20; 834)
Sub Total for Digtrict & 2 10,746 111,200 1,200 151,60C
Total Marz  Gegharkunik 117 3] 99,84 5,955,000 76,900 12,297,501
Antaramech-Dzoravanq
(3 km, C)-Dprabek (2 km,
C)Aygut 3km, C)-
Geghakunik  Chambarsk  AntaramechM 14 c 37 9 10762 2571200 380 A% 4553042 Martuni (9km, ChGetik 113 (33 155, 1720)
(1 km, C)-Ttujur (3 km,
C)-Chambarak (4 km, C)-
Aghberk (10 km, C)-M14
(2km, B)
Gegharkunik  Chambarak ArtanishM 14 C 2 1 720 47,400 600 20% 26,646 158 (30; 140; 1984)
Gegharkunik ~ Chambarak VehanChambarak C 3 1 1161 94,800 1200 1% 13197 263 (5; 110; 1900)
Sub Total for Digtrict 4z n 12,643 2,713400 37,600 4,593,78F
Gegharkunik-
Lanjaghbyur (1 km, C}
) ; Sarukhan (1 km, C)- . 190
- 0,
Gegharkunik ~ Gavar GegharkunikM 10 CB 10 5 38431 501,000 6800 41% 874,569 Karmirgyugh (4 km, B)- 232 (12; 120; 2090)
Gavar (2 km, B)-M10 (2
km, B)
Gegharkunik ~ Gavar Noratus-M 10 C 3 5465 63,200 600 65% 177,959 274 (7, 100; 1940)
Sub Total for District 1z 438% 564,200 7,400 1,052,527
Gegharkunik ~ Martuni Dzoragyugh-M 10 C 3 1 35% 142,200 1,800 4% 292,672 23 (12; 120; 2050)
Sarnaghbyur-Karachi (6
km, C)}Madina (10 km,
Gegharkunik ~ Martuni Sarnaghbyur-M 10 C 25 5 12,695 1,185,000 15000 1% 4,686,476 C)Verin Getashen (7 km, 22 (9; 127; 1975)
C)-Nerkin Getashen (1
km, CyM10 (1 km, C)
Gegharkunik ~ Martuni Zoakar-M11 C 3 1 5720 36,000 600 81% 120,932 221 (7; 130; 2005)



Distance from

Current BEETe Number of  Number of P T R (v . Disirict cant
Marz Didrict Project name condition communities  inhabitants a EIRR NPV Communities connected  Rank IEiIEd EEL=T,
(km) b NS/ need /USD/ Yerevan,
@ (b) (iperson) :
altitude
Sub Total for District 31 7 22,011 1,363,200 17,400 5,100,08C

) Geghamavan-Gagain (2 P
Gegharkunik ~ Seven GeghamavariM 4 C 3 2 2923 142,200 1800 2% 82,344 km, CyM4 (1 km, C) 35 (7; 60; 1850)
Gegharkunik ~ Sevan LcheshenM 4 1 1 4212 24,000 300 36% 36,058 315 (5; 65; 1930)

. Zoveber-Ddmashen(1 .
Gegharkunik ~ Sevan Zoveber-M4 7 2 3654 468,600 4600 1% 184,712 km, CyM4 (6 km, C) 280 (18; 78; 1760)
Sub Total for District 11 5 10,789 634,800 6,700 303,114

Akhpradzor-Makenis (3

) . y km, C)Lchavan (2 km, : :

Gegharkunik ~ Vadenis Akhpradzor-M 11 C 10 4 3938 474,000 6,000  46% 946,736 C)Tsovak (4 km. C) 87 (25; 175; 2280)

M11 (1 km, C)

Gegharkunik ~ Vardenis Akurk-Vardenis C 2 1 3469 94,800 600 60% 248,198 145 (3; 170; 2005)
Gegharkunik ~ Vardenis KarcheghbyurM11 C 1 1 2,291 63,200 600 24% 52,279 143 (15; 160; 1965)
Gegharkunik  Vardenis Nh?rkﬁ\ellna—srik 7 1 87 47,400 10% 781 111 (13; 174; 1970)
Sub Total for District 2C 7 10,555 679400 7,80 1,247,9%

Total Marz Kotayk 14 2 1542 109,300 1,600 88,20z

Kotayk Hrazdan Fantan-M4 C 7 1,026 54,000 600 3% 85,453 364 (17; 30; 1800)
Sub Total for District 7 1,026 54,000 600 85,452

Kotayk Nairi Teghenik-Karashamb C 7 516 55,300 1,000 1% 2,751 371 (15; 37; 1565)
Sub Total for District 7 516 55,300 1,000 2,751

Total Marz Lori 182 54 50,005 5,710,350 114,700 6,577,83¢




Distance from

Current BEETe Number of  Number of P T R (v . Distri
Marz Didrict Project name condition communities  inhabitants a EIRR NPV Communities connected  Rank (ST
(km) b NS/ need /USD/ Yerevan,
@ (b) (iperson) :
altitude
. ! o Antaramut-VVahagni (5 : .
Lori Gugark Antaramut-M6 C 6 2 1578 90,000 3600 21% 57,095 km. CYM6 (1 km, C) 157 (25; 150; 1350)
Lori Gugark Debet-M 6 C 5 1 89 168,000 2400 14% 39,554 175 (23; 140; 1050)
Lori Gugark Gugak-M6 C 1 1 4,739 15,000 600 3% 24,755 24 (0; 125; 1350)
GyullidaraKilisa (2 km,
C)Haavar (2km, Cy
. o Haydadli (2 km, Cy . 197-
Lori Gugark Gyullidara-M3 C 16 6 4227 199,500 9600 162% 1,013,448 Len @km & 26 (22; 127; 1690)
Darpas (5 km, CyM3 (1
km, B)
Lori Gugark Y eghegnut-M6 C 2 1 1162 17,500 600 31% 21,093 191 (19; 137; 1125)
Sub Total for Digtrict 3 n 12,605 490,000 16,800 1,155,94¢
Lori Spitak KhnkoyanM7 C 7 1 408 36,000 1,800 58% 89,081 211 (24; 114; 1863)
. ! Tsaghkaber-Mets Parni (4 .
Lori Spitak Tsaghkeber-M7 cB 7 2 3164 324,000 4200  46% 648,698 km, CYM7 (3 km, B) 225 (20; 112; 1775)
Sub Total for Digtrict 14 3 3,572 360,000 6,000 737,77¢
Lori Stepanavan Hoberdz-H24 C 1 1 T 15,000 600 3% 17,432 184 (9; 150; 1350)
Katneghbyur- Katneghbyur-Urasar (6
Lori Stepanavean S s n C 13 4 1,709 616,200 7800 2% 480,220 km, CyArmanis (3 km, 149 (13; 163; 1640)
epanay C)-Stepanavan (4 km, C)
. Koghes-Y aghdan (3 km, .
Lori Stepanaven Koghes-M3 C 12 4 2370 894,600 12000 1% 367,892 CyAgarak (3 km, C)-M3 176 (12; 150; 1280)
. KurtanVardablur (3 km, . .
Lori Stepanavean Kurtan-Gyulagarak C 5 3 2220 372,750 5000 13% 70,26 C)Gyulagarek (2 km, C) 29 (12; 135; 1240)
Lori Sepravan SverdiovM 3 C 8 2 2079 511,200 8000 1% 271,005 a/g?goz#rg)(z km, C)- 163 (14; 157: 1480)
Sub Total for Digtrict 3¢ 14 9155 2,409,750 33,400 1,206,77¢
Lori Tashir Lernahovit-Tashir C 14 1 1413 237,000 1,800 18% 104,331 117 (11; 179; 1654)
Lori Tashir MikhaylovkaM 3 C 5 1 737 15,000 600 2% 14,608 147 (4; 172; 1520)
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Current BEETe Number of  Number of P T R (v . Distri
Marz Didrict Project name condition communities  inhabitants a EIRR NPV Communities connected  Rank (ST
@ (km) (b) ( NS/ need /USD/ Yerevan,
L) altitude
Pegheghbyur-
Lo Tashir PaghaghbyurM 3 c 14 3 5191 821,600 8400 5% 1824877 Eﬂzy“%hk(rf] kg,\% 0 (25, 193; 1750)
(5km, C)
Lo Tashir SarchepeM 3 c 5 2 3352 237,000 3000 1% 37841 g Md a’ag o ';'fnraaCLf @ km, & (15 183, 1705)
Sub Total for Digrict % 7 10688 1310600 13800 1,981,657
Lo Tumanyan  AhnidzorTumanyan c 21 3 e 315000 20000 2% 298582 ’égﬁmﬁ}ﬁnkg 8l (41; 170; 1525)
Atan-Shamut (4 km, O)-
Lor Tumanyan  AtarH22 c 7 2 73 105,000 4200 56% 252285 fiop @ km”tc() m, €) 67 (45 180; 1720)
Lori Tumanyan  ChkalovM6 c 6 2 2715 105,000 3600 3% 171731 g;ﬁg’(ﬁighg km, 7 (35, 185; 1350)
Chochk Chochkan-Mets Ayrum
Lori Tumanyan Pok ar C 4 3 2,347 60,000 2,400 3% 97,289 (1 km, C)-Pokr Ayrum (3 110 (33; 152; 1833)
r Ayrum km, C)
Lor Tumanyan  LortH22 c 1 1 1109 30000 1200 3% 41,627 & (50; 164; 1535)
Lo Tumanyan  Teghut-M6 c 4 2 3614 60,000 2100 6% 162152 E??\;“ét'(%"g?(gmh %km' 6 (33 203; 690)
Lori Tumayan  TsaghkashatM6 c 9 2 1000 270000 5400 2% 241231 |0 cmwae (gai?nr?ac)a & (17 190; 1005)
Lor Tumayan  Tstea-M6 c 2 1 a2 15000 600 71% 44579 & (29; 179, 1260)
Verin Akhtala Verin AkhtaaPokr
Lor Tumayan o0 c 7 3 1007 180,000 4200 28% 186207 Ayrum (5km, CyAkhtda 102 (7; 190; 1030)
a (2km, C)
Sub Total for Digtrict 61 9 13980 1,140,000 44,700 1,495,68
Total Marz Shirak 2t & 7538 11551500 161,600 10,100,832
Shirak Akhuryan Arap-M 7 c 2 1 1751 94,800 1200 16% 3502 25 (7, 129, 1457)
Shirek Akhuryan AygebecGyumi C 10 3 2230 671,500 6000 16% 248960 AYEC-Arevik (Skm, 27 (15; 128; 1560)

C)-Gyumri (5 km, C)



Distance from

Current BEETe Number of  Number of P T R (v . Distri
Marz Didrict Project name condition communities  inhabitants a EIRR NPV Communities connected  Rank (ST
(km) b NS/ need /USD/ Yerevan,
@ (b) (iperson) :
altitude
Bayandur-Getk (4 km,
) } C)Gharibjanyan (2 km, S 120y
Shirak Akhuryan BayandurM 1 C 10 4 6,549 450,300 5700 3% 656,673 C)Azaan (3 km, C-M1 200 (21; 130; 1480)
(0,5 km, C)
Shirak Akhuryan HaykavanM 7 C 6 1 1193 240,000 3600 14% 50,721 204 (14; 135; 1460)
Jaa-Musaydyan (4 km,
Shirsk Akhuryan Yarat-Gyuni c 18 5 1115 920,200 10800 8% 1213230 SyKanut (6 km, C)- 166 (17; 140; 1775)
’ ’ ’ e Akhuryan (5 km, C)- T
Gyumri (3 km, C)
Shirak Akhuryan KameM7 3 1 1330 142,200 1,800 10% 2,454 243 (12; 120; 1650)
! . KarmrakarHatsik (3 km, . .
Shirak Akhuryan Kamrakar-Maisyan C 5 3 1,09 184,800 3000 14% 44,085 C)Maisyan (2 km, C) 199 (17; 134; 1700)
Shirak Akhuryan M:;”?imm C 1 1 1,65 47,400 600  18% 21,952 27 (14; 134; 1610)
Shirak Akhuryan Voskehask-M7 C 1 1 1816 30,000 600 3% 45,051 215 (11; 132; 1480)
Sub Total for District 5€ 2 28,769 2,781,200 33,300 2,318,15C
Aregnedem-Gyullibulagh
Shirak Amasia Aregnedem -Gyunri C 22 4 1621 660,000 13200 3% 903,027 (7 km, C)-Voghchi (5 km, 179 (6; 146; 1860)
C)Gyumri (10 km, C)
Shirak Amasia Lorasar-Tsaghkut C 3 1 400 90,000 1,800 1% 127 D (28; 271; 2030)
Voghchi-Sheghik (4 km,
C)Garnarich (2 km, C)
Tsaghkut (3 km, C)-
) . ) Zorakert (3 km, Cy e,
Shirak Amasia Voghchi-M 1 C 29 8 1,792 870,000 17,400 42% 1,540,962 Ardenis (6 km, Cy 197 (21; 131; 1622)
Aghvorik (4 km, C)-
Tavshut (6 km, CyM1 (1
km, C)
Sub Total for District 54 13 3813 1,620,000 32,400 2,444,117
Anipemza-Bagraven (7
Shirak Ani Anipamza-Maralik c 33 5 2622 2811600 3000 16%  9o5570 KTk CrSxake (13 km, 240 (37; 98; 1380)

C)Kaaberd (8 km, Cy
Mardlik (5 km, C)

69



Distance from

Current BEETe Number of  Number of P T R (v . Disirict cant
Marz Didrict Project name condition communities  inhabitants a EIRR NPV Communities connected  Rank IEiIEd EEL=T,
@ (km) (b) ( NS/ need /USD/ Yerevan,
person) i
altitude
Isshekyan-Lusaghbyur (4
) ! km, C)Noraber (4 km, 110y
0,
Shirak Ani IsehekyanM 1 C 11 4 2210 871,200 9800 11% 41,335 oYe ugh (2 km, 251 (20; 110; 1440)
CyM1 (1km, C)
Sub Total for District 44 9 4832 3,682,800 42,800 1,036,905
Shirak Artik Anushavan-Panik C 1 1 1543 35,000 600 1% 13,747 26 (6; 110; 1700)
Geghanist-Spandaryan (4
Shirak Artik Geghanigt-Horom C 10 5 5,767 439,200 6,000 3% 579,446 ﬁl}‘ @m'z‘ IErSnk(n;),_C)- 223 (12; 120; 1845)
Horom (1 km, C)
Shirak Artik Lemeket-M 1 C 11 2 3769 871,200 9800 24% 726,538 kmE ECI E;tM lE(S'ZEkEmE é;’ 246 (13; 110; 1990)
Mets Mantash-Pokt
Mantash (0,5 km, C)
Shirak Artik Mets Mantash-M1 C 18 5 2751 1,554,900 17500 3% 1,979,154 Sardanj (3 km, CYArtik 276 (12; 90; 1995)
(4 km, C)-Horom (7 km,
C)yM1 (3km, C)
Shirak Artik Saak-M1 C 1 2 1,767 63,200 600 10% 110 ga)rﬁai((lbuﬂﬁt 85 km, 248 (11; 120; 1550)
Sub Total for District 4] 15 35597 2,963,500 34,500 3,298,99¢
Dzorashen-Kakavesar (7
Do km, B)-Pokr Sariar (2 km,
Shirak Ashotsk Z CB 24 6 8% 360,000 14400 60% 931,024 B)Bashgyugh (4 km, C)- 78 (38; 170; 1940)
Vardaghbyur
Sdut (6 km, B)-
Vardaghbyur (5 km, B)
) Hartashen-Zuygaghbyur .
Shirak Ashotsk HarteshenM 1 C 4 2 54 72,000 2400 15% 19,691 (2km, CyM1 (2 km, C) 183 (9; 142; 2015)
Pokr Sepasar-Mets
Shirak Ashotsk Pokr Sepasar-M 1 CB 3 2 7 72,000 1800 2% 51,953 Sepasar (1 km, BAMI1 (2 160 (8; 155; 1975)
km, C)
Sub Total for District 31 10 2347 504,000 18,600 1,002,66€
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Current BEETe Number of  Number of P T R (v . Distri
Marz Didrict Project name condition communities  inhabitants a EIRR NPV Communities connected  Rank (ST
(km) b NS/ need /USD/ Yerevan,
@ (b) (lper son) :
altitude
Total Marz Syunik 28¢ 64 34484 14,855,200 220,200 15,086,021
Syunik Goris BrunVeishen C 2 1 1035 94,800 1,200 17% 39,786 2 (4; 259; 1700)
Syunik Goris Khndzoresk-M 12 C 3 1 194 142,200 1,800 5% 307,092 45 (13; 268; 1580)
Syunik Goris KhotM 2 C 9 1 83 426,600 5400 15% 114,321 46 (12; 267; 1350)
. ) KhoznavarVerishen (16
Syunik Goris Khozavar-M2 C 17 2 2592 805,800 10200 25% 728,308 km, CYM2 (1 km, (C) 27 (45; 300; 1592)
Syunik Goris Komidzor-Tegh C 4 1 1047 189,600 2400 3% 267,148 9 (25; 380; 1125)
Svarants-Tatev (1 km, Cy
. . Halidza (19 km, C)- oor.
Syunik Goris SvarantsV 2 C 29 4 4,106 1,853,100 29000 3% 2,319,663 Shinuhayr (3 km, O-M2 3D (40; 295; 1700)
(6 km, C)
. . Vaghatur-K hnatsakh (3
Syunik Goris VaghaturM12 C 16 2 1447 758,400 9600 4% 1,425,680 km, CyM12 (13 km(, o) 34 (37, 292; 1550)
Sub Total for Digtrict 8C 2 1304 4,270,500 59,600 5,201,997
Aghvani -Tandzaver (2
km, C)VerinKhotanen
Syunik Kapan Aghveni-M 2 C 27 5 &4 1,842,450 27000 15% 542,401 (8 km, Cy-Shrvenants (4 10 (37; 358; 1720)
km, C)}Norashenik (2
km, CyM2 (11 km, C)
Syunik Kapan David Be&k-M2 4 1 811 158,000 2400 23% 124,319 B (25, 304; 1100)
. . . ! Ditsmayri -Siznak (2 km, . .
Syunik Kapan Ditsmayri -Syunik 3 3 1592 118,500 1,800 57% 295,154 C)-Syt%ik (Lkm, (C) 3H (8; 317; 840
Qirs-Kyurut (2 km, Cy
Geghi (7 km, C)-
Syunik Kapan QirsM2 C 17 5 699 671,500 10200 23% 528,088 Geghavank (2 km, C) 13 (30; 352; 1600)
Kavchut (5 km, CyM2 (1
km, C)
Shishkert-Tsav (10 km,
C)-Srashen (7 km, Cy
Syunik Kapan Shishkert-M 2 C 39 5 1032 1,970,250 39000 3B% 2595803 Shikahogh (4 km, Cy 8 (47; 364; 1100)
Chakaten (10 km, C)-M2
(8km, C)
UzhanisY eghvard (2 km,
Syunik Kapen UzhanisM2 C 1 4 653 434500 6600 21% 269,121 CYAgaak (3km, C)- 16 (26, 349; 1120)

Khdrants (3 km, C)-M2
(3km, C)
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Current BEETe Number of  Number of P T R (v . Distri
Marz Didrict Project name condition communities  inhabitants a EIRR NPV Communities connected  Rank (ST
(km) b NS/ need /USD/ Yerevan,
@ (b) (lper son) :
altitude
Verin GedakluNerkin
Syunik Kapan Verin Gedklu-M2 C 6 2 910 237,000 3600 26% 223918 Gedaklu (5 km, CyM2 (1 3B (14 312; 1120)
km, C)
Sub Total for District 107 5 6,556 5,432,200 90,600 4,578,804
Syunik Meghri KarchevanrAgarak C 3 30 47,400 600 3N 69,094 3 (17; 416 920)
Sub Total for Digtrict g 340 47,400 600 69,094
ArevisTask (8 km, C)-
. - s o Hatsavan (2 km, C)- e
Syunik Sisan Arevis-Sisian C 19 5 1155 900,600 11400 24% 713,766 A an (3 km, O)- 47 (21; 246; 1950)
Sisian (6 km, C)

. - Mutsk-Shaghet (5 km, P
Syunik Sisan Mutsk-M13 C 6 2 134 284,400 3600 3% 376,593 C)M13 (L km, C) 43 (26; 251; 1870)
. - . Savard-Brnakot (6 km, o
Syunik Sisan Sdvard-Ssan C 12 3 2332 568,800 7200 64% 1,561,607 C)Sisian (6 km, C) 48 (19; 244; 1940)

Shenatagh-Lor (3 km, C)-
Getatagh (1 km, Cy
' . Darbas (2 km, C)-Ltsen .
Syunik Sisan ShenataghM2 C 27 7 2678 1,279,800 16200 2% 1,246,140 (6 km, Cy\Vorotan (8 km, 41 (35; 260; 1760)
C)Vaghatin (1 km, Cy
M2 (6 km, C)
. - SpandaryanSarnakunk (4 o
Syunik Sisan Spandaryan-M2 C 5 2 %5 237,000 3000 18% 110294 oy CYM2 (1 km, C) 48 (19; 244; 2150)
Tsghuni -Soflu (1 km, C)-
Deastekert (4 km, C)-
Syunik Sisian Teghuni-M 2 c 0 7 6000 1834500 28000 2% 1207724 [OUNK(GKm, CyTolors gy o gy o010)
g i 834, \ 22l (10 km, C)Sisian (4 km, T
C)Shaki (5 km, C)-M2
(1km,C
Sub Total for District oc % 14524 5,105,100 69,400 5,236,12¢
Total Marz Tavush 8¢ 17 31,408 3,469,300 66,000 5,722,995
Tavush Idjevan Achadiur-M 4 C 1 1 3901 94,800 1,200 28% 101,208 162 (20; 155; 760)
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Current BEETe Number of  Number of P T R (v . Disirict cant
Marz Didrict Project name condition communities  inhabitants a EIRR NPV Communities connected  Rank IEiIEd EEL=T,
(km) b NS/ need /USD/ Yerevan,
@ (b) (iperson) :
altitude
_ ] Lusahovit-Kheshtarak (3 140
Tavush Idjevan Lusshovit-M4 CB 4 2 2073 155,400 2400 3% 227,317 km, BYM4 (1 km, C) 182 (14; 149, 810)
Sub Total for Distridt E g 5974 250,200 3,600 328,52%
Chinari-Aygedzor (3 km,
D)-Artsveberd (8 km, D)-
_ Verin Karmir aghbyur (4 o
T T -l D- 7 2 1, % 4,762 237, 7
avush avush Chinari-Idievan C 59 18484 ,946,600 51,000 38% ,762,635 km, C)Berd (5 km, O)- 51 (33; 237; 740)
Navur (7 km, C)-ldieven
(32 km, C)
Tavush Tavush Chinchin-Navur C 8 1 02 75,000 3000 3% 111,926 66 (15; 219; 980)
Mov: e Movsesgyugh-Norashen
Tavush Tavush VerinSEngar)migr oy D-C 5 3 3695 62,500 3,000 117% 265,312 (4 km, D)-Vein Kamir 60 (19; 222; 860)
g aghbyur (1 km, C)
Nerkin Karmir Nerkin Karmir aghbyur-
Tavush Tavush aghbyur C 9 3 2553 135,000 5400 44% 254,596 Tovuz (6 km, C)-Berd (3 7 (10; 204; 840)
-Berd km, C)
Sub Total for District 81 14 25434 3,219,100 62,400 5,34,47C
Total Marz Vayots Dsor 4t 8 5268 1,963,850 37,600 1,139,12C
Bardzruni-Sers (5 km, C)-
VayatsDzor ~ Vagk Bardzruni-Zaritap C-B 14 4 1292 870,450 14000 1% 63,619 Martiros (5 km, B) 116 (28; 167; 1700)
Zaritap (4 km, B)
Khndzorut-Nor Azneberd
VayotsDzor ~ Vgk Khndzorut-M2 CB 26 3 2,037 757,400 18800 34%  1,065372 (3 km, C)Zaitap (15 km, 8 (30; 169; 1760)
C)yM2 (8 km, B)
Sub Total for District 4 7 3329 1,627,850 32,800 1,128,991
VayotsDzor  Yeghegnadzor ~ Aghavnadzor-M 2 C 5 1 1939 336,000 4800 11% 10,129 247 (16; 119; 1520)
Sub Total for District E 1 1939 336,000 4,800 10,12¢
Total Rural Roads 1,104 3 383524 51,504,100 776,500 57,026,087



ANNEX 7. DESCRIPTION OF THE CONSULTATIVE PROCESS (Meetings in
mar ze9

Consultations _in _marzes: Discussons and round-teébles on Armenids  Millennium
Chdlenge Account Program were held in dl marzes of Armenia These events reveded
that there is a sgnificant shortage of information, particularly in rurd aress, and many ae
left outsde the discussond and decison-making processes, because of being unaware of
the posshility, as wdl as inadequate information, knowledge and communication
posshilities

Conaultative meetings in marzes were organized by both regiond authorities and PRSP
dructures, and paticipants in the events organized by the latter were manly
representatives from marz NGOs.

Consultations in Armavir town (July 10 and 20, Armavir marz)

Armavir marz is the smalest marz by territory and is located in Ararat vdley in the west of
the country. The marz borders with Turkey, occupies 4.2 percent of the country’s territory,
and more than 60 percent of its resdents live in rurd areas. The adminidrative territory of
the marz comprises of 97 communities, 3 of which are urban (Armavir, Vagharshapat,
Metzamor), and 94 are rurd. The gearaphicd locaion and naturakdimaic conditions of
the marz are favorable for the development of crops, as well as livestock, production.

On July 20, 2004, consultations on Armenids Millennium Chalenge Account Program
were took place a the sesson o maz coundl invited by Armavir Governor with the
paticipation of heads of communities, representatives from marz's non-governmentad and
political organizetions, politicdl parties, dvil sodety organizations, the press and other the
mass media. The event was broadcast on the same day by the mass media for the entire
population of the marz. After the meeting, issues discussed were presented in detall & the
press conference convened by Armavir Governor.

The secretariat of the Board of Trustees organized a meding a the municipd library of
Armavir marz on June 10, 2004, where the main participants represented marz NGOs.

As a reault of conaultations, the following were proposed as investment directions for
Armenia’s Millennium Challenge Account Program in the marzz improvement of drinking
water supply system, rehabilitation of tertiary irrigation canals, drilling new deep wells,
repair of water canals, construction of water pipelines, desalination of marz slands, flood
protection measures, repair of the closed drainage network, as well as reconstruction of
marz and community roads.

Consultations in Gavar town (June 29, Gegharkunik mar z)

Gegharkunik marz is in the ees of the country and encircles Lake Sevan. Borders
Azerbajan. 90 percent of marz's rurd sdtlements are in high mountainous aress and 10
percent in upland areas. 5.2 percent of marz's population (12,400 people) are refugees. The
marz has 5 urban and 87 rurd communities, 20 of which are near the border, and resdents
live mainly in rurd aress (63.2 percent of maZ's population). The man employment of
marzZ's population is in livestock production and farming. Resdents grow manly potato
and cabbage, which are the most suitable crops for marzs naturakclimatic conditions
Maz's poverty rate is 59.9 percent, which is nedry 14 times higher than the nationd
average.
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The secretariat of the Board of Trustees organized a meeting a the hal of Gegharkunik
marz government on June 29, 2004, where the main participants were heads of busnesss
operating in the marz and representatives from maz NGOs. Gegharkunik  Governor
opened the meeting and presented the objectives of Armenids Millennium Chalenge
Account Program, which initisted active discussons.

In order to acquaint maz's populaion with the objectives of the Millennium Chalenge
Account Program through marz the mass media, the man directions of programs planned
and priorities which would contribute to economic development and progress in the marz
were clarified in detail during meetings with communities resdents.

It was mentioned during the meeting that the repair and expansion of the irrigation system
in particular has a crucial significance for the marz, since around 70,000 ha of arable
land is not irrigated due to inadequacies of the system and its ineffective operation. The
marz still has unresolved problemsrelating to drinking water. Marz and intercommunity
roads, in particular, still need to be improved. At the same time, the low level of access to
markets, the underdeveloped agricultural financing and insurance system, outdated
agricultural machinery or their total unavailability were mentioned among the problems
faced by farms in need of urgent solutions.

Consultationsin ljevan town (June 24 and 29, Tavush marz)

Tavush marz is Stuated in the north-east of the country. Borders Azerbaijan and Georgia
Tavush maz is rich in forests. The marz has 4 urban and 61 rurd settlements, occupies 9
percent of Armenids teritory and 60 percent of its resdents live in rurd areas Tavush
marZ's economy has agriculturd orientation, in spite of its smdl area of avalable land and
having one of the smdlest totd agriculturd land aress dlocated to fams during the
privtization in the country. Fruits, tobacco and grain production are the man activities in
the marz. Hog production if the prevalent sector of livestock production.

A discusson on Armenias Millennium Chalenge Account Program was organized a
marz government headquarters on June 24, 2004 with the participation of representatives
from  community  authorities,  busnesses  nongovernmenta  and  internationd
organizations. Tavush maz Govenor preented the objectives of the Millennium
Chalenge Account Program and the approaches of the Government of Armenia with
regard to programmatic directions.

The secretariat of the Board of Trustees organized a meeting a the smal and medium-
Szed business support center in ljevan town on June 29, 2004, where the main paticipants
were representatives from marz NGOs.

As a reault of conaultations, participants identified those problems of the marz, which can
be included within the framework of Armenias Millennium Chalenge Account Program.
Those problems are as follows: repair of national and local roads in the marz, as well as
improvement of routes in mountainous areas, construction of gravitational irrigation
systems, repairs of intra-farm networks, construction of small water reservoirsin order to
increase areas under irrigation, re-operation of existing factories for processing
agricultural productsand building new ones, repair of drinking water supply networks and
exploitation of new water sources, repair of schools and cultural facilities and their
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furnishing, increase access to financial resources in order to develop small and medium
sized businesses.

Consultationsin Shirak marz (June 24 and July 1, Shirak marz)

Shirak marz is in the north-west of the country and borders Turkey and Georgia It is the
coldest region in Armenia, where winter temperatures reach -46°C. The main railroad and
motorway connecting Armenia to Georgia cross marZ's territory. This is where the ralroad
and road networks of Armenia and Turkey connect. Shirak marz has 3 towns and 128 rurd
communities; the marz occupies 9 percent of Armenias territory and nearly 70 percent of
its populaion live in urban communities, 60 percent of whom in Gyumri town. Until the
1988 Spitak earthquake, the marz by its levd of development and economic potentid was
second only to Y erevan.

A medting devoted to discussons on Armenias Millennium Chalenge Account Program
with the participation of heads of communities and farmers of Artik and Ani regions of
Shirak marz was hdd on June 24, 2004. Shirak marz government employees, heads of
communities and farmers participated in the meeting.

During the meeting, the following were proposed as priority measures in the marz within
the framework of Millennium Chdlenge Account Program: resume and finish the
construction of Kaps and Artik water reservoirs, improvement of iner-community and
intra-community roads in the marz.

The secretariat of the Board of Trustees organized a meeting Gyumri town of Shirak marz
on July 1, 2004, where the main paticipants were representatives from marz NGOs.
Paticipants mentioned the possble directions of invesments as restoration of the
irrigation network, repair of marzand community roads, aswell asexpand possibilitiesfor
mar keting of agricultural goods and restoration of the processing industry. The need for
job creation and allocaion of housing to those who became homelessas aresult of 1988
earthquake and do not yet have their own dwelling were emphasized in particular. At the
same time, considering the naturakclimatic condition of the marz, the restoration of
heating systems and expansion of the gas supply system were also mentioned.

Consultations in Vanadzor town (July 1, Lori marz)

Lori marz is the third largest marz and occupies 12.7 percent of Armenids territory. It isin
the firs place by populaion. It is Stuated in the north of the country and borders Georgia
Lori marz is rich in forets The maz is dtuated in the 1988 earthquake zone. Lori marz
has 8 towns and 122 rurd settlements, and nearly 70 percent of the population is urban.

Two medtings in Vanadzor town on Armenias Millennium Chdlenge Account Program
were organized. Participants a the meeting held in Lori marz government were heeds of
maz communities, commercid and non-commercid  enterprises, representatives  from
politicd partiess, NGOs and the mass media The second meeting was organized by the
Board of Trustees at the Vanadzor office of Helsinki Civic Union NGO.

As a reallt of conaultaions, it was decided to underline the following directions as
priorities for the marz within the framework of Armenias Millennium Chalenge Account
Program: improvement of the irrigation system, improvements of water supply and sewage
system, environmental protection, biodiversity and protection of population’ shealth, forest
restoration, measures for combating desertification and landslides, reconstruction of
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landfillsand overhauls of marzroads. |mprovement of the business environment was also
brought up, which, according to participants, will contribute to the devel opment of small
and medium size businesses.

Consultationsin Yeghegnadzor town (July 23, Vayots Dzor marz)

Vayots Dzor marz is dtuaed in the north of Zangezur. Borders Azebajan (Nakhijevan
Autonomous Republic). It has 3 towns and 52 rurd settlements.  Occupies 7.8 percent of
Armenia’s teritory and 60 percent of its populaion live in rurd communities Vayots
Dzor does not have a very powerful economy. Agriculture accounts for the mgor share of
the total production. It is the only maz in Armenia, where mechanicd irrigation is ill
prevaent, i.e. irrigation water is supplied with the help of pumping stations.

The Government of Armenia and the secretariat of the Board of Trustees organized and
held discussons on the preparation of Armenids Millennium Chalenge Account Program
in'Y eghegnadzor town on June 28 and July 23, 2004.

Paticipants were heads of maz communities, commercid and non-commercid
enterprises, as well as representatives of NGOs operating in the marz. Approaches of the
Government of Armenia with regard to the possble directions of Armenids Millennium
Challenge Account Program were presented during the discussions.

As a result of discussons, paticipants, in genera, endorsed the directions proposed by the
Government of Armenia (restoration of locd roads, improvement of irrigation systems),
mentioning a the same time, however, that together with those directions they aso atach
importanceto job creation and reduction of unemployment as the main problems of the
region, recommendations for the sol ution of which wer e torestoreformer capacitiesin the
marz with regard to agricultural processing and light industries. From the viewpoint of
improving the business environment in the marz it was recommended to improve the legal
framework and reduce corruption. Importance was attached to investment programs for
devel oping tourisminfrastructures, as a promising direction for job creation in the marz.

Participants also underlined theissues of organizng the marketing of agricultural goods
and establishing a regional wholesale market, which would al so possess full information
on the volumes and producer s of agricultural goodsin the marz. According to participants,
creation of such data base will facilitate farmers’ effortsin marketing their goods.

Consultationsin Goristown (July 16, Syunik marz)

Syunik marz is stuated in the south of the country, borders Iran and Azerbajan. It has 7
towns and 128 rurad settlements. Occupies 15 percent of Armenids territory and is the
most urbanized marz after Yerevan, 71 percent of its resdents are urban dwelers. By its
economic capacities, Syunik marz lags far behind the mgority of mazes. The maz is
famous for its diversty of naturd riches. MazZ's indudry is specidized in nonferrous
metdlurgy and energy production.

The Government of Armenia and the secretariat of the Board of Trustees organized and
held discussons on the preparation of Armenids Millennium Chalenge Account Program
in Goris town on June 16, 2004. Paticipants included representatives of maz NGOs,
which were involved in various fidds of activity in Goris town and the region, such as
education, hedlthcare, culture, environment, etc.



As a fattor condraning maZzs devdopment, paticipants mentioned the limited
trangportation links to aress outsde the marz such as the absence of railroads due to the
blockade imposed by the neighboring countries, which, according to participants, does not
dlow the marz to use its naurd resources to the full and develop the corresponding
processing and mining industries. The urgency of problems related to drinking and
irrigation water networks and repair of local and community roads was reiterated. The
problem of drinking water was particularly underlined for Goristown. Theneedtorestore
gas supply was also mentioned. Availability of quality and affordable seeds was
mentioned as the most important precondition for increasing the productivity of crops
production and enhancing population’ sliving standards. Enhancing the accessibility and
quality of education and healthcarewas mentioned as a particularly important direction,
including improvement of material-technical provisions and restoration of heating in
schools.

Consultationsin Artashat town (July 27, Ararat marz)

Ararat marz is dtuated in the south-eest of the country and occupies a large part of the
Ararat veley. Borders Turkey and Azerbajan (Nakhijevan Autonomous Republic). It has
4 towns and 94 rurd settlements. Occupies 7 percent of Armenids territory and 70 percent
of its population live in rurd communities. Close proximity to Yerevan is an important
factor in marz' s economic development. The foundation of marZ's economy is agriculture.

The Government of Armenia and the secretariat of the Board of Trustees organized and
held discussons on the preparaion of Armenids Millennium Challenge Account Program
in Artashat town on July 27, 2004.

As areallt of discussons, the absence of an agricultural insurance system and anti-hale
services were mentioned as the main problems, the problem of land salinity was also
distinguished. Importance was also attached to job creation and reduction of
unemployment. From the viewpoint of improving the business environment in the marz, it
was recommended to improve the legal framework and create equal competition
conditions.

Participants attached particular importance to organizing the marketing of agricultural
goods. Material-technical provisions of farmswere also mentioned, mainly with regard to
the poor conditions of the machinery-tractor fleet.



