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L. Executive Summary

The transition of Armenia from centralized to market gconomy Trequires complete
reorganization of ownership structure in state-owned enterprises. The Privatization
program is aiming to fulfill this objective via distribution of voucher to all citizens of
Armenia. Vouchers will allow public to participate in ownership of enterprises, organized
as an open joint-stock companies. To facilitate and make more effective the use of the
vouchers by their owners the investment Fund should be established. The latter will create
a market for the privatization certificates and lower the risk for their owners. Based on
these considerations, there is a need for the Investment Fund in Armenia. The objective of
the project group was to develop operational analysis for establishment of the Investment
Fund that would be adju.sted to the current situation in Armenia and consistent with the
exiéting legislation on Investment Funds.

The main problem that project group was faced is the non-existence of such kind
institutions in Armenia. To overcome that problem, the project group depided to pursue
research in following areas: the best practices of the foreign countries’ Investment Funds,
the legislation on the Investment Funds in Armenia, the situation in privatization process,
the degree of awareness about the Investment Fund and citizens’ attitudes toward them.
After data collection and analysis, the group came up to the following conclusions:

e The idea of establishment of the Investment Fund in Armenia is feasible.

e The most suitable structure of Investment Fund in Armenia is the closed-end type of

Fund, organized as an open joint-stock company.
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Current legislation on the Investment Fund includes several restrictions that makes the
establishmént of the Investment Fund less attractive for founders. .

The wide range of population is unaware about the purpose, activities and benefits of
the Investment Fund. The lack of information lead public | to mistrust in the Investment
Funds.

Lack of liquid securities market limits the scope of activities of the Investment Fund

o~
™,

Based on these conclusions, the project group came up with the (_"t{)oling.}
recommendations:

The most suitable structure of the Investment Fund consists of four different entities:
Investment Fund, Management Company, Depository, and Audit with their own rights
and responsibilities. Investment Fund is a central entity and recipient of services
provided by other three entities.

The optimal size of financial portfolio (equity capital), calculated on the base of survey
results and financial statements analysis, is $791,550.

The Investment Fund functioning and operating scheme was proposed, that specifies
functions of the Investment Fund, Management Company, and Depository in

securities’ transactions in the market.

Amendments to the legislation in forde were suggested.
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l. Introduction
1. Background

Soon after the collapse of the former Soviet Union, Armenia started to carry out a program
of reforms such as agricultural land privatization, privatization of small, medium and large
enterprisés an(i unfinished constructions. Those reforms create cohesive framework for
private sector development. To speed up the process of transition from centralized to free
market economy, the Law of Privatization and Denationalization of State Enterprises was
developed and voucher scheme for public participation in privatization was introduced. This
scheme was aimed to create an effective ownership structure in the formér state-owned
enterprises via selling them to private investors. Vouchers were issued to the value of 30%
of the assets to be privatized and distributed to all citizens of Republic of Armenia. Many of
the large and medium size enferprisés will be transformed to open joint-stock companies

through public offering of their shares.

Due to the lack of previous experience in dealing with vouchers and securities as well, most
of citizens of Armenia can face difficulties in making proper investment decisions. This
problem could be overcome through establishment of Investment Fund that provide
professional management of investor’s assets (cash and vouchers). Moreover, Investment
- Fund could resolve the proBlems in following directions:

» acceleration of privatization process to make it more structured and organized,;

o mobilization and attraction of investment capital,

o enlargement of people’s participation in the privatization process;
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e restructuring of companies’ management.

According to its definition, Investment Fund is an enterprise engaged in the business of
investing, reinvesting of and trading in securities. The Vouch.er Investment Fund is any
Investment Fund which accepts privatization vouchers in exchange of its securities. An
Investment Fund raises capital by selling its own shares and invests cash or vouchers in other
securities. Generally, Investment Funds fall into two categories: a unit trust form and a
corporate form: In turn, there. are two types of corporate form Investment Fund: open-ended
and closed-ended. According to the legislation of Republic of Armenia, Investment Fund in

Armenia must be only of closed-end type.

2. Project Overview

a, Project Objectives
The operational analysis for establishment of Investment fund specifies cohesive course of

actions that leads to establishment of the Investment Fund in Armenia. They are interrelated

with the following objectives:

1. Identify the most suitable structure of Investment Fund and. Management company.

2. Define the relationship between Investment Fund, Management Company, and
Depository.

3. Define the size of financial portfolio.

4. Design Functioning and Operational Schemes for Investment Fund.



b. Main Activities and Tasks
The following activities and tasks were accomplished by the project group in the course of

the project.

o Study of literature on experience of the Investment Fund in foreign countries.

o Study of legislation of Republic of Armenia on the Investment Fund.

« Interviews with government officials responsible for privatization and securities market.
' « Interviews with independent experts of securities market and banking.
e Population survey.

e Overall data analysis and recommendations.

3. Project Constraints

a. Legislative Constraints.
The legislative constraints indicated by experts in this field include following:

» Complic_ated licensing and registration procedures for establishment of the Investment
Fund.

« The high amount of initial equity capital (at least $ 20,000).

o Limited scope of activities for voucher Investment Fund

¢ The weak legislative mechanism of protection the shareholders’ rights in a joint-stock

companies.

b. Market Constraints.
e Lack of sound financial market in Armenia makes possible to establish only voucher

Investment Fund now.



e Unstable pace of privétization makes impossible to predict the attractive investment
opportunjtiés (privatiziﬁg enterprises) for Investment Fund that raise the risk of its
operations.!

e Lack of experts in the field of investment management.

o Non-existence of operating Investment Fund and appropriate procedures for its
operation.

e Lack of effective and liquid securities market. -

e Lack of potential investors trust in Investment Fund.

IV. Methodology

The concept of an Investment Fund is new in Armenia. Thus, a lot of effort should be
devoted to study, introduce and promote this concept. So, the matter of great importance
becomes development of operational plan for Investment Fund that will be consistent with
existing Armenian legislation and meet the standards for Investment Fund of foreign

countries.

1. Data collection

The information gathered for the project felt into two categories: secondary and primary

data.

! For example, the optimal size of the Investment Fund equity capital mainly depends on the number of
enterprises to be privatized in a certain period of time. In case of slow pace of privatization only a few
number of enterprises could be selected by the Investment Fund for investment. This will cause discrepancy
between the actually needed and already paid-in equity capital and decrease the earning per share.



a. Secondary Data
Since the concept of the Investment Fund is new in Armenia the main sources of information

were,prin’éed materials. Particularly, the group studied:
e Literature about activities of the Investment Fund in foreign countries.
¢ Legislation of Republic of Armenia on the Investment Fund.

e Financial reports of privatized companies.

b. Primary Data.
To achieve the project objectives, in addition to secondary data the project group also,

gathered primary data. This was done through personal interviews and survey.

Personal interviews were conducted with experts from the Ministry of Finance, Economy,
Privatization Commission, Privatization and Denationalization Board, Stock Exchange,
Central Bank, Brokerage firms, and founders of the Investment Fund. During those
interviews the group collected suggestions about the structure of the Investment Fund, its
relationship with Management Company and Depository. Besides, the interviews with
officials of Privatization Commission, Action Centér, Privatization and Denationalization
Board provided data on current situation in the privatization process.

Survey. The purpose of survey was to find out the degree of awareness of populatioﬂ about
the Investment Fund, the approximate npmber of potential investors, the roughly estimated
size of financial portfolio of the Investment Fund. Since the business activities are mainly
concentrated in Yerevan, the survey sample was chosen randomly froxﬁ population of this

city. It covered following social groups: students, pensioners, workers, employees,



businessman, unemployed. A sample of 150 persons were questioned. It represented

600,000 adult population of Yerevan.

2. Data Analysis

To investigate the most suitable structure of the Investment Fund, SWOT analysis of the
Investment Fund and Management Company was done. Particularly, this analysis examined
data on foreign practices and Armenian legislation.

To forecast the optimal size of financial portfolib the survey results and privatized
comﬁanies financial statements were analyzed.

The mean number of vouchers and cash, that the sample size is willing to invest, was taken
as a base for making estimations about entire population.

The analysis of privatized companies financial statements resulted in calculation of
profit/equity ratios. Based on several factors the critical P/E ratio was chosen. The equity
capital of those enterprises, that have more P/E ratio than critical one, were summed up .
The average of 40% out of this amount was serve as coefficient to determine the
approximate size of 500 enterprises’ equity capital, that are going to be privatized in the
nearest future. The minimum of two figures (number vouchers that the population is willing
to invest and size of equity capital of the enterprises that are worth to be invested in} was

taken as the optimal size of financial portfolio.



V. FINDINGS

1. OVERVIEW OF PRACTICES OF INVESTMENT FUNDS IN
FOREIGN COUNTRIES

Investment Funds are necessary elements of securities market. Despite the differences in
structure and status of Investment Funds, their important roles are in providing private
investors with highly qualified investment management and reducing the risk incurred by
investing in different securities. In developed countries the idea of Investment Fund arose as
necessity &illoWing any individual investor to participate in securities market with
significantly lower cost and risk. Investments gathered from huge number of investors
allows an Investment Fund to hire highly qualified experts to manage its assets. To protect
investors from biased decisions and unfair management of Investment Fund assets , the
government regulation was foreseen. For example, in 1940 in USA the Act on Investment
Companies was approved. This act 'prohibits purchase or sale of any security or othet
property bej:ween the fund and any affiliated person, its principal underwriter, or their
affiliates. Affiliates are manager of the assets of Investment Fund, Depoéitory (custody of
the assets), audit of Investment Fund, etc. The major effect of this prohibition is in the fact
that neither manager nor any of its affiliates can execute transactions with the fund as a
principal or dealer. Besides, loans of securities or assets from the fund to the manager and
its aﬂiliafes are also prohibited. In addition, the organizational structures of an Investment
Funds are als.o contain protection mechanism that built-in in specifics of securities trading.

There are two basic types of Investment Fund organizational structures: a contract or unit

trust form and corporate form. The concept of unitary form is that it is a creation of its
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sponsor-manager, a proprietary contract product that has no life of its own unrelated to the

sponsor manager. The other form is the corporate form. In this mode Investment Fund is

created as separate entity. The fund is owned and its affairs are theoretically managed and

directed by its shareholders, usually through corporate governance system of a board of

directors.

A key difference between the two forms is that with the corporate form, theoretically the

shareholders and/or directors can terminate the relationship of the fund with any of its

service providers including the manager, investment adviser, trustees, custodians, or anyone

else. For the unitary form, the system that monitors and provides corrective actions resides

with an independent trustee or depository. In the corporate form, it is the board of directors

(or the shareholders). In the unitary construct the Depository is responsible for overseeing

fund’s operations and initiating corrective actions. In corporate form fund, the board of

directors have this oversight responsibility.

Along vﬁth specific structure and restriction of its operations the limits for investment policy

of Investment Fund are used to assure safety of assets of fund. For example, the widely used

limits in different countries are the following:

e no more than certain percentage of the Investment Fund ‘s assets can be invested in a
company and its affiliates;

o Investment Fund can not possess more than definite percentage of voting shares of a
company;

e TInvestment Fund can not do investments in affifiates and etc.;

The overview of the foreign countries Investment Funds is presented in the Exhibit 1.



2. Overview of the Legislation of Republic of Armenia on the
Investment Funds

.The main legislation, regulating activities of Investment Fun_ds in Armenia is the
Government Decree of 1994 # 469 that has approved “The Regulation on Investment
Funds” Other legislation related to the activities of Investment Funds are laws of Republic
of Armenia ‘On Secufities Circulation”, ‘Privatization and Denationalization of State
Enterprises and Unfinished Contractions”, ‘Enterprises and Entrepreneur Activities” as well
as Government Decrees ‘On Vouchers Circulation and Redemption”, ‘On Subscription for
Shares of Privatizing Enterprises”, ‘On Auction for Shares of Privatizing Enterprises” and
etc. The licensing procedures of Investment Fund, Depository, and Management Company

are also indivisible part of legislative framework for Investment Funds in Armenia.

According to the “Regulation on Investment Fund™:
e The Investment Fund in Armenia must only be of closed-end type, that is an Investment

Fund does not offer for sale and has not any outstanding Redeemable Shares. Therefore,

the number of an Tswestinent Tund shares outstanding is constant.

¢ All Investment Fundé must be established as open joint stock companies.

o The assets of the Investment Fund should be managed by the separate legal entity called
Management Compény. It aims to provide investment management advice and other
similar services to Investment Fund.

» All Investment Funds must appoint an independent licensed Depository (i.e. a Bank of
affiliated with such Investment Fund or its Management Company ) to hold the assets of

the Fund and execute transactions on its behalf
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.' All Investment Iund must appoint an Independent. Auditor (i.e. a reputable and
independeﬁt acc(junting and auditing firm) to examine the books and records of the

Investment Fund on a periodic basis.

3. Establishment and start-up of an Investment Fund in Armenia

a. Legislative Restrictions for the Founders of Investment Fund
Number of founders of an Investment Fund should be no less than 5 but no more than 20.

The Government, its Ministries and Agencies as well as state enterprises are not allowed to
be founders of Investment Fund. Founders are supposed to initiate the establishment of
Investment Fund and obliged to contribute no less than cash equivalent to $20 000. This
amount must be deposited before the founders will submit documents to the Regulatory
Agency. The founders are also résponsible for preparation founding documents of
Investment Fund and preliminary agreement with the Management agreement. The founders
. are charged fdr all expenses incurre uy fnvestment Fund before its registration.

b. Licensing Procedures and Registration of Investment Fund
Unlike the other enterprises and institutions Investment Fund has to go through two stage of
licensing process: initial and final. The following steps are réquired for establishment of an
Tnvestment Fund ;
o the documents for initial license are submitted to the Regulatory Agency ;

o the documents for final license are submitted to the Regulatory Agency,
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e the documents for registration of the prospectus of the Investment Fund’s share issue are

submitted to the Regula’cory Agency.

c. Distribution of Shares of Investment Fund
As soon as prospectus of the Investment Fund is registered and published in mass media

with more than 1,000 bopy, its shares can be offered for public subscription. The following

steps are required to organize the distribution of shares of the Investment Fund :

o identify channels of distribution of shares of Investment Fund;

e open preliminary account in Depository for accumulation of cash and vouchers received
in exchange for shares of the Investment Fund;

"« design and implement of advertisement campaign;

e print shares or share certificates,

e enter into agreement with underwrites of the Investment Fund shares;

o supervise and control the process of distribution of Investment Fund shares.

4, The Management Company of The Investment Fund

a. Legal status of the Management Company
The Management Company has to be established as legal entity with minimum equity capital

of $5 000. Non-residents are allowed to 'participate in the Management Company up to 49%
of its equity capital. Non-residents can possess more than 49% of Management Company’s

equity capital only in case of special permission of the Regulatory Body.
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b. Licensing Procedures and Registration
Management Company must be licensed by the Regulatory Agency before registration in the

Enterprisés State Registry. One of the requirements for licensing of the Management
Company is availability of management that meets the requirements of qualification test.
After obtaining the license, the documents are submitted to Enterprise State Registry
Licensing and registration period can last up to 60 days, 30 days for each respectively. In
case of mistakes in documents submitted, the corresponding state authority should inform
founders of Management Company. Licensing and registration can not be refused without
detailed reasoning.
c. Functions and responsibilities of the Management Company
Management Company is solely responsible for all decisions concerning the Investment
Fund securities and other asset transactions. Management Company will manage the
property of the Investment Fund in accordance with legislation. Management Company is
entitled to issue instructions to Fund’s Depository regarding the description of the Fund’s
assets. Functioﬁs of the Management Company fall into the following categories:
» representation of the Investment Fund in all cofnpanies in which the Investment Fund
has invested,
. exerci.sing all shareholders rights with respect to companies whose shares owned by the
Fund;
e providing the Supervisory Board with a report on performance of the Investment Fund
(quarterly), including the balance sheet, income statement, and caléulation of net asset

-value;
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o administrative duties that-include Vobtaim'ng all office space and facilities for activities of
Investmgnf Fund and Management Company; organization of the Supervisory Board
fneetings; supervision of the record and account keeping, including shareholders register;
supervision the distribution of shares of Investment Fund,l and payment of dividends,
control over the communication campaign.

The Manégement Company can not :

o dispose assets of Investment Fund exceeding 10% of net asset value without the prior
writing consent of Fund’s Supervisory Board;

e provide investment management services to any other Investment Fund except the prior
written consent of the Supervisory Board (Management Company can not manage assets
more than three Investment Funds );

e make investments for its own account in securities of any company without using its
efforts to ensure that the Investment Fund is given a similar opportunity to make

investment in securities of the same company.

5. The Investment Fund Depository

a. Depository Legal Status
Investment Fund will appoint licensed Depository to act as custody of its assets. Only

financial institutions can execute functions of Depository for Investment Fund in Armenia.
By Qctober 1, 1995 only two banks, ‘Credit-Yerevan” and ‘Conversbank”, have been
licensed as Depositories of Investment Fund . Main requirements for licensing are sound

financial position and availability of facilities for executing functions of Depository.
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b.  Depository Functions and Responsibilities
The Depository’s functions and responsibilities are :

o segregation for the account of Investment Fund and keeping. safe property of the Fund,;

e use cash to pay for and receive securities purchased for the account of the Investment
Fund,

e deliver securities to appropriate parties and transfer amount to the Investment Fund ‘s
account;

e receiving and holding dividends distributed by the issuers of securities comprising
Investment Fund ’s property, |

e preparation of reports on transactions and assets of the Investment Fund;

« maintaining, and retaining records and accounts of the Investment Fund®s property.

6. SWOT Analysis of the Investment Fund and Management
Company in Armenia :

Since the Investment Fund and Management Company in Armenia are separate legal
entities, SWOT analysis was conducted for both of them to identify their most suitable

structure.

STRENGTHS
The closed-end Investment Fund organized as an open joint-stock company has following

strengths:
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Independence from shareholders in terms of redemption of shares(it is more vital in

presence of illiquid securities market).

Activities of the Management Company concerning the Investment Fund’s assets
management are under the shareholders’ control.

All shareholders are in equal position in case of Investment Fund equity liquidation.

The accounting priﬁciples and procedures of Armenia are applicable for recording of the

Investment Fund transactions with securities.

WEAKNESSES

Complicated operating procedures.

Difficulties in building confidence among Investment Fund ,Management Company and
Depository.

Lack of experience in the field of trust form of asset management.

Potential investors’ misunderstanding the mechanism of Investment Fund operations.

OPPORTUNITIES

The privatization of medium and large enterprises.

Existence of legislation on the Investment Fund.

Free of charge vouchers distribuﬁon makes population opt to invest in Investment
Funds.

Professional support of TACIS “Technical Assistance to Investment and Mutual Funds

in Armenia” project international experts.
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THREATS
e Uncertain and risky environment for business activities.
e Lack of potential investor’s trust in financial institutions.

e Lack of liquid and efficient securities market

7. The role of the Investment Fund in the process of privatization

a Privatization policy in Armenia
According to the Law of Privatization and Denationalization of State Enterprises and

Unfinished Constructions, there are several ways of privatization:

selling enterprises to employee. In this case 'employees have priority to buy the

‘enterprise at a price estimated by the Privatization Board.

o selling enterprises through auc?ion to sole investor. The enterprise is sold to the
investor offered the highest price.

o competitive bidding. The main consideration for selling the enterprise is not the highest
price offered, but other criteria set by the Government.

o selling enterprises io foreign investors. The list of enferprises to be offered exclusively
to foreign investors is decided by the Government of Republic of Armenia.

o public offering of shares throughl both auction and subscription. The shares of

enterprises transformed into joint-stock company are offered to public through auction

or subscription.
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: A_;:;:ording to the legislation on Investment Fund, it can not own more than 40 % of equity
" oaﬁifal of éz}y enterprise. The_refore, it can not participate in other form of privatization’s,
" such as seiling enterprises through auctions to sole investor and competitive bidding, that
suppose to sell the enterprise to one investor. In addition, according to the Investment Fund
status®, it can not participate in selling enterprises to employees and in selling enterprises to
foreign investors.

Public offering of shares through both auction and subscription is the only form of
privatization that is the matter of primary interest of Investment Fund, because only in that
case the Investment Fund can buy equity in privatizing companies.

In case of transformation the privatizing enterprise into joint-stock company, 20% of equity
capital is given to employees free of charge. Other 80% equity is offered to public in the
form of shares through subscription or auction. In case of subscription , employees have a
priority to subscribe for the 20% of the 80% of equity (16% of the whole equity). The
réﬁaining percentage of equity capital (64% of the Wholre equity) is subscribed by the
outside investors including Investment Funds.

In contrast to subscription, employees have not priority to buy shares during auctions.

Shares are offered in auctions in packages of 10% equity capital. The person who offered

the highest price for a package of shares is announced as shareholder.

2 The IF can not considered neither employee nor foreign investor.
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b. Privatization Data
As of Qctober 1, 1995 prospectuses of 140 enterprises have been registered .

Subscripﬁon of shares of 54 enterprises transformed into joint-stock company is
completed by October 1, 1995. Subscription of shares of 50 companies is in process of

privatization. More detailed information on Privatization is presented in Exhibit 8.

c. Need in Investment Funds in the privatization process
The Investment Fund, investing in different enterprises decreases the risk of shareholders.

Otherwise, the probleﬁ of investment decisions becomes more complicated for individual

investor. The following reasons confirm that:

e by investing the vouchers in enterprise it is impossible to determine the final percentage
of investor's ownership in the equity capital of a given enterprise;

e  impossibility for individual investor to track the subscription process and analyze

financial statement of several enterprises at the same time.

d. The Investment Fund Participation in privatization process
After establishment, the Investment Fund's first main activities will include the investment of

vouchers In privatizing. enterprises. Therefore, it is important to develop thoroughly the
operations relating the voucher inve§tment in privatizing companies. The latter is
accompanied with some specifics, created by the Regulation on Investment Fupd
requirements. The Investment Fund as any legal entity can submit an. application to the
Auction Center indicating an enterprise whose shares it would like to subscribe. However, if

it will appear from the results of subscription that Investment Fund has more than 40%
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of equity capital of joint-stock company the Investment Fund should take back the

vouchers or cash paid above the limit.

8. Survey Results

The analysis of survey results show that 45 % of population were informed about the
Investment Fund. The main source of information were TV and Personal Contacts. The
statistical means of vouchers and cash that person is willing to invest in Investment Fund
were 0.76 and $ 16 respectively. So, the estimations of for 600,000 adult population is
456,000 vouchers and $ 9,736,000 cash. According to survey results the target market is
young employed population. The main obstacles in attracting investors are relatively
unstable situation in country, lack of trust due to previous crashes of such kind financial

institutions. More details on survey see Exhibit 10.

a. The Investment Fund Operational Mechanism
Operational mechanism is a set of procedures for the Investment Fund transactions

execution. It includes procedures for investment decision making, interaction among the
Investment Fund, Management Company, and Depository, and actions related to transaction
execution.

Currently, in USA Investment Funds act in securities market through independent brokers.
However, in the past, Investment Fund‘s preferred to buy and sell securities by their own
because the brokerage commission was high and irrelevant to the volume of transactions. In
Armenia, Management Company will prefer to act on behalf of Investment Fund in

securities market on its own because of absence any legislative restriction for these



20

iransactions and transactions infrequency. Although the general transaction mechanism with

securities is not speciﬁed by current legislation, there are some requirements provided by”

Regulation on Investment Fund” that should be followed in Investment Fund transactions. .

For example, the Depository shall initiate transactions related to Investment Fund Property

only following receipt of proper instructions from Management Company:.

VI. Conclusions
1. Feasibility of the Investment Fund Establishment in Armenia

The idea of establishment of Tnvestment Fund in Armenia is feasible due to the following

factors:

» Existence of legislation on the Investment Fund.

¢ Privatization of farge and medium size enterprises.

o Large number of potential investors willing to invest their vouchers in an Investment
Fund.

¢ Existence of founders that have already contributed the initial equity capital of Investment
Fund ($20000) and Management Company($5000).

» Existence of educated professionals able properly manage the Investment Fund assets

¢ Existence of reliable banks licensed by The Regulatory Authority as an Investment Fund
Depositories.

However, now 1t is possible only to establish the voucher Investment Fund in Armenia

because of the low income level of population.
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2. Application of foreign Investment Fund models in Armenia

Despite, differences of various modeisr(unit trust, open-end and close-end corporate forms)

of the Investment Funds their main idea is to provide effective management of investors'

pooled assets. Unfortunately, not all models of the Investment Funds is applicable to the

Armenian current situation. Application of unit trust form \1\@\ is not feasible in the nearest

future because of lack of legislative framework regulating problems of investors' ownership

in pooled assets and sponsor-manager relationships. In addition, the status of certificates

representing. the investor's ownership participation unit-trust and the priority of their

redemption are not defined.

The open-end corporate form of the Investment Fund in Armenia is also inapplicable due to

the following problems:

¢ According to the legislation of Republic of Armenia the size of equity capital of joint-
stock companies can be changed only after permission of the Board of directors and
registration in the State Registry of Enterprises. Moreover, the joint-stock companies
can issue or redeem shares only via increasing or ldecreasing, respectively, size of equity
capital ( it is inappropriate for open-end fund that must redeem and sell its shares in case
of request of investors).

» Due to non-liquid securities market open-end IF will not be able to liquidate its
investments and redeem its shares in case of request of shareholders.

According to the group analysis, the most suitable form for Armenian emerging securities

market is the closed-end Investment Fund (IF) organized in form of an open joint-stock

companies (public corporation) because no major changes of legislation in force is needed
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and it provides the most conservative model of IF and is adequate to current situation of
emerging securities market in Armenia.

3. Legislative limitations for Investment Fund in Armenia

There are several limitations that exist in legislation of Armenia. The main idea of legislative
restrictions on Investment Fund is to set up regulatory framework for protection the rights
of investors and safety of IF property. However, they resulted to some unreasonable
obstacles for activities and operations of IF, especially for voucher Investment Fund. The
voucher IF ecan not:

e invest in companies outside of Armenia,

¢ make loans,

» take a credit,

e invest in enterprises without limited liability.

4. Market limitations for Investment Fund

The wide range of population is unaware about the purpose, activities and benefits of the
Investment Fund. This lack of information lead to the general public mistrust in the
Investment Funds.

Due to the lack of efficient securities market the TF will be unable to keep liquidity of its
assets on certain level and will face difficulties in case of selling securities owned by IF. Such
problems can not be solved at once and only in the process of functioning of IF and other
financial institutions it will be possible to create sound and liquid securities market as well as

to contribute to formation of adequate mentality of individual investors.



23

Vil. Alternative Actions

1. The management of the Investment Fund and Management Company may have the
féllowing options identifying the optimal size of financial portfolio:

e set up profit /equity critical rafio at the level of 20%,

» set up profit /equity critical ratio at the level of 50%,

e set up profit /equity critical ratio at the level of 80%.
The decision should be made taking into account average interest rate of deposits and
treasury bilis. -Since, annual interest rate of Dram deposits and treasury bills varies from
40%-65%, the critical profit / equity ratio for calculation optimal size of financial portfolio
must be set at 80%. Calculations of the optimal size of financial portfolio for all three

alternative options are presented in the Exhibits 9, 12.

2. Concerning the transactions execﬁtion the Man.agement Company may have two
alternatives: execute transaction by itself or through independent brokerage
companies. It is more preferable to execute transactions on securities market through
Management Compény because:

» Given the non-liquid securities market with drastic changes in securities’ prices,
the Management Company, as an interested party acting on behalf of the IF, can
get offers with the best prices in securities transaction. This will eliminate the
problems concerning biased decisions that the independent brokerage companies

can make.
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o Necessity to react quickly to the market changes requires to have direct access to
information on securities trading.

o The MC executes transactions without charging additional commission, while
independent brokerage company charges fee amounted to 1-4 % of the value of

transaction executed.

VIll. Practical Issues

There are several practiéal questions related to the current situation in Armenia that should
considered:
I. Safeguard of investors’ assets
2. Shareholders-management relationship
3. Assessment of different investment opportunities.
All of these issues play crucial role in process of formation of the Investment Funds in
Armenia, because future shareholders should be ensured that by investing in these
institutions they incur minimal risk in comparison witﬁ other investment choices.

1. Safeguard of investors’ assets The Investment Fund hold investor’s assets in the

Depository. In Armenia, the banks serve as a Depository of the Investment Fund. According

to legislation on the Investment Fund, the bank acting as a Depository is obliged to keep the
Investment Fund’s assets aside from its ;)wn assets despite its financial situation. Moreover,
in case of bankruptcy, the Investment Fund has priority to take back its assets over the other
clients and shareholders of the bank. Thus, any misuse of the Investment Fund property and

the violation of this obligation will be subject to Criminal Code of Armenia. Therefore, the
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shareholders of the Investﬁent Fund incur minimal risk in case of the Depository bankruptcy
and this idea should be comfnunicated to the general public.

2. Shareholders-management relationship. The foreign countries practices shows
that shareholders, facing the problem of management performance evaluation, can delegate
their voting rights to special institutions(banks, trust companies, etc.). These institutions (so-
called voting-trust) and auditing companies are able to analyze and evaluate performance of
companies’ management properly. As a result of this risk of management abuses and actions
that are not consistent with shareholders interests is reduced. Lack of such kind of agencies
in Armenia makes the problem of shareholders’ influence on management more vital and
important. Investment Funds face this problem twice. First, it is the problem of Investment
Fund’s shareholders-Management Company relationship. Second, it is an issue of
Investment Fund influence on ménagement and activities of companies which shares are
possessed by Investment Fund.

Shareholders of Investment Fund delegate functions of supervision and cdntrol over
activities ‘of Management Company to the Board of Directors elected by the General
Meeting of Sharcholdérs. The Board of Directors meets periodically and evaluates
performance of Management Company as well as Depository on the monthly base. Special
reports required by the Regulation on Investment Fund must be submitted to the Board of
Directors by Management Company and Depository periodically. If unfair management of
assets of Investment Fund is case the Board of Directors is obliged to initiate actions against
Management Company.

As an institutional investor Investment Fund is expected to play leading role in structural

changes in privatized enterprises. However, it is complicated due to lack of corporate
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culture in Armenia. Despite, charters of all joint-stock companies are prepared according
Model Charter' of jq’int-sfock company approved by the Government and include all
generally accepted principles of corporate decision making and supefvision over activities
of management, practical mechanism for implementation of all procedures relating to
execution of sharcholders’ rights will be worked out in the course time. Adoption of the
regulations on auditing and standard financial reporting will to some extent solve the
problem of information submitted to shareholders based on which evaluation of management
performance and corresponding decisions are made.

3. Assessment of different investment opportunities. Evaluation of all investment
opportunities is done by Management Company according to information available. Main
source of information on financial statements is prospectuses of shares issue that are
prepared, registered and published for all open joint-stock companies, including privatizing
enterprises. Financial statements of - last three years and last quarter that have been

submitted to the Tax Inspection are presented in the prospectus.

IX. Recommendations

1. The most suitable structure of IF in Armenia
The functions and responsibilities of Investment Fund are separated and delegated to

Managerﬁent Company (MC) and Depository. Therefore, the structure of IF should include
structural relationships between IF, MC and Depository. Due to the legislative restrictions
there are not many choices for structure of IF.

Suggested suitable structure of IF that is drawn according legislative requirements

and is presented in the Exhibit 2. It consists of four different entities with their own rights
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and responsibilities. They are Investment Fund, Management Company, Depository, and
Audit. IF is a central entity and recipient of services provided by others. The role of the
Investment Fund is to promote interests of its shareholders and effectively manage its own
assets. These considerations build relationships with Management Company , Depository,.
and Audit. They are simply service providers acting on behalf of Investment Fund and

performing functions specified in agreements with Investment Fund .

2. The structure of the Management Company
Since the main activities of the Investment Fund are performed by the Management

Company it is important to have well structured and operated Management Company . The
functions performed by Management Company determine the most appropriate structure of
Management Company (see Exhibit 4). At the first stage of operation one of the primary
functions performed by Management Company will be determination of enterprises for
investments according to conducted analysis of their ﬁnanci.al statements and market
position. It Will be the responsibility of the Department of Information and Analysis. The
other primary function of Management Company is trading in securities. Since there is no
prohubition of the legislation for the Management Company to execute trénsactions on
behalf of Investment Fund on and outside of stock exchange, the special Department of
Trading will be responsible for that, function. Representation of Investment Fund,
preparation of reports and administrative duties of Management Company will be the
obligation of the Reporting and Representation Department. There should be also

Accounting Department within the Management Company.
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3. Re[ationship between Investment Fund and Management
Company '
Relationship between the Tnvestment Fund and Management Company is partly regulated
by Model Management Agreement. However, there are some aspects of relationship that
should be clarified before the IF will start operations. First, the Investment Fund should not
allow its manager to manage other Fund or trade in securities for his own account. Second,
the written agreement should be signed between Investment Fund and Management
Company on detailed expenses and expenditure that MC will incur, specifying the terms of
compensation ard commission to Management Company . Since, Management Company
is not allowed to be involved in other activities except management of Investment Fund , it
is necessary all costs incurred by Management Company in the course of performing its
functions to cover from the account of Investment Fund and do not include them in the
commission paid to Management Company . Third, Model Management Agreement should

specify cases when the Management Company is liable to the Investment Fund and its

shareholders.

4, Relationship between the Investment Fund and Depository
The following issues should be addressed by the Model Depository Agreement in order to

make interactions between Investment Fund, Management Company, and Depository more
effective:
e Depository should use method of average price in calculations of capital gains and losses

realized by the IF
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e Depository should receive all contracts entered by Management Company on behalf of
Investment Fund along with appropriate instructions.
e Depository should inform the Investment Fund's Supervisory Board and Management

Company about non-execution the third party's obligations toward Investment Fund .

5. The optimal size of financial portfolio (equity capital)
The optimal size of financial portfolio (equity capital) is calculated based on the figures of

survey and analysis of financial statements of privatizing companies. It is possible attract
about 456,000 vouchers, but the 40% of total value of enterprises-candidates to
investment limits this amount to 15,431 vouchers (see Exhibit 12). Therefore, optimal size
of equity capital for Investment Fund is $791,550 ($20,000 of initial capital contributed by
founders plus $771,550 or 308,620,000 drams (15,431 vouchers) that is expected to raise in

course of subscription).

6. The Investment Fund functioning and operations
Specifics of document flow and transaction mechanism are stipulated by the organizational

structure of IF. Allocation of functions among Investment Fund, Management Company,
and Depdsitory requires thoroughly developed scheme of their interaction.

The information about market situation and enterprises’ financial statements analysis is
received and processed by Management Company. Analyzing the financial statements, the
Management Company makes decisions about buying or selling of securities. Once the

decision is made, the following steps are undertaken:
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1. The Management Company executes transactions
= get acceptahce (or accept) of the offer (or the bid) of the counterpart
—>enter into agreement with the counterpart

2. The Management Company sends appropriate instruction and copy of the signed contract
to the Depository

3. Depository either receives securities and transfers cash to the account of the counterpart
or receives cash and. delivers securities to the counterpart.

4. The Depository informs the Management Company about execution of transaction.

5. Appropriate accounting entries are made for the TF.

The scheme for transactions with securities is presented in the Appendix A.

* The Management Company could submit application to buy or sell securities to Stock
Exchange as well as find counterpért on over-the-counter market. Agreement to buy or
sell securities (model invoice for securities transfer is presented in the Exhibit 3) should
be signed by buyer and seller or their representatives acﬁng by the proxy. On behalf of the
Investment Fund contacts are signed by the Management Company acting by the proxy.

7. The Promotion Campaign of the Investment Fund
The idea of the Investment Fund is new in Armenia. Therefore, it is very important to
develop effective communication campaign, that will aftract potential investors. However,
this task is complicated with lack of population trust in financial institutions. The
bankruptcies of many Armenian banks and crushes of many financial .companies in the
countries of CIS detract the general public from investment in such institutions. Moreover,
the survey results showed that the majority of citizens of Yerevan confuse the Investment

Fund with banks and other so-called investment institutions. This misunderstanding acts as a
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negative publicity for the Inﬁfestment Fpnd. To persuade the general public to invest in the

Investment Eund a prdmotional strategies should be developed with the objectives to fill the

informational gap on the Investment Funds and persuade the general public to make

investments. For achieving this objective the following steps should be done:

e Organize the TV programs, where the experts will explain the Investment Fund’s
purpose, functioning and benefits, show the organizational differences between the
Investment Fund and banks, and risks associated with investing in these institutions.

e Make an informative reports about the Investment Fund on ‘HAI FM” and “Stereo
Studio” radio stations.

e DPlace the articles in ‘Respublica Armenia”, ‘Golos Armenee”, ‘Hayastani
Hanrapetutiun” newépapers to bring public attention to the IF.

e Print and distribute booklets among population.

¢ Create favorable opinion about the Investment Fund by enhancement of public relations.
It could be done through reports(non-paid) on the local TV news about the success of
the Invéstment Fund, a speech at AUA by a representative of the Investment Fund.

e Place the informative and persuasive ads on TV to develop a demand for the Investment
Fund. It will increase the awareness about the Investment Fund and willingness to invest
among potential shareholders.

e« Organize the conferences for representative of mass media and other interested parties.

¢ Place the outdoor advertisements. Visual signs, posters, painted bulletins or displays
should be placed on the walls of buildings in downtown, in metro stations and on the
boards of buses and other form of transportation. This type of advertisement is the

cheapest one with high percentage of population coverage.




32

The budget for promotion see in Exhibit 5.

8. Suggested amendments to legislation in force
To make the idea of Investment Fund in Armenia more attractive and to eliminate the

existing inconsistencies in legislation of Armenia concerning the Investment Fund the

following amendments to legislation in force should be made:

¢ delete provisions in the Law on "Securities Circulation in RA" about Investment Fund
organized'as LTD or closed joint stock companies,

¢ eliminate provisions about State Investment Fund ,

e set upper limits for fee charged by Depository for its services rendered to Investment
Fund

e define more precise criteria for licensing of Depository,

» climinate the restrictions related only to activities of voucher Investment Fund ,

¢ eliminate provisions about managing the Invéstment Fund by individual entrepreneurs
and enterprises that are not legal entities,

o allow Investment Fund to organize subscription of its shares through network of other

banks rather than through the Sberbank.

X.  Implementation Plan and Costs

The Management Company Establishment.

To establish a Management Company in Armenia the several stages required.
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Registration stage includes preparation of the foundation documents of Management

Company and depositing at least $5000 equity capital the on bank account by its Founders,
submission of the documents to the Regulatory Agency for licensing, registration of the
Management Company in the Enterprises State Registry.

The total registration cost of Management Company is $15 (see Exhibit 6).

Start-up stage includes leasing office space, acquisition of equipment and office supply,

hiring staff.
The total start-up cost of Management Company is $4,745 (see exhibit 6 ).
The mitial equity capital of $5000 will be used to cover Management Company start-up

expenditures.

The Investment Fund Establishment.

¢ Preparation of the foundation documents of Investment Fund and depositing at least
$20,000 the equity capital by its founders on the account in its Depository

¢ Obtaining initial agreement with the Management Company and the Depository to get
the appropriate services in the future.

¢ Submission of the documents to the Regulatory Agency for initial licensing

s Registration of the Investment Fund in the Enterprises State Registry

» Signing separate agreement with the Management Company and the Depository

* Submission of the documents to the Regulatory Agency for the final licensing

e Preparation of Investment Fund’s prospectus and submission to Regulatory Agency for
registration

* Buying from the Ministry of Finance printed blank certificates by $0.25 for a each.
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e Publication of the prospect of the prospectus of Investment Fund in press with
circulation no less than 1000 copies |

 Subscription of shares and accumulation of cash and vouchers on the account in the
depository.

o DPreparation and submission of reports on subscription to the Regulatory Agency.

The total registration cost of Investment Fund is $14,523 (see exhibit 7).

The initial equity capital of $20,000 will be used to cover Investment Fund start-up

expenditures.
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EXHIBIT 5: Budget for Promotion

MEDIA

DECSRIPTION

TOTAL AMOUNT

S IN $US
Newspapors Sdays @ 4 weeks @ 3months @ 20cm” @ $0.1 percm © 5 120
™ & minuias per week @ 4 weeks for the first month and 5
minutes per week @ 4 weeks @ 2 month @ $60 per minute 3 4,320
Radfo 9 minutes per week @ 4 weeks for the First month and &
minutes per week @ 4 weeks @ 2 month @ $15 per minuie $ 1,200
Outdoor
5 main metro stations @ 2 way @ 3 month @ $150 per poster”™ | § 4,050
Other” $ 310
Tofal L3 10,000

12.0%

T "Barekamutiun” station is one way, so the overall number of posters will be 9
** Other expenses will be issuing the posters, printing the newspaper materials and etc.

@ Newspapers
aTv

O Radio

& Outdoor

m Other**




EXHIBIT 6:The Total Start-up Cost of Management Company

Fee for licensing in Regulatory Agency 57

Fee for Registration in the Enterprises State Registry 38

Total Registration Cost §is5

Leasing office spaces 35m* 3 months $70 $210

Acquisition of equipment:
Personal Computer 2 $2000
Laser Printer 1 $400 |
Phone <. _ 2 $100 |
Fax (will be obtained in the future ) 1 $450 ‘
AT & T Line (will be obtained in the future) 1 $1200
Kerox 1 $500
Financial Software 1 $80

Total Acquisition of equipment cost $3080

Acquisition of office supply $200

Hiring staff: !

( President | 1 $200 $400 ’

Vice-President | 1 $100 $200
Department of Analysis 3 %150 $300
Trading department |t $50 $100
Accountant ' 1 $50 $100
R;:porting Department 2 $50 $100

Total Wages . $1200




EXHIBIT 7:The Total Start-up Cost of Investment Fund

Tnitial licensing at the Regulatory Agency 7
Registration in Enterprises State Registry 58
] Final licensing at the Regulatory Agency 57
o Registration of prospectus in Regulaiory Agency $7
Buying blahk certificates by $0.25 for a each 15,431 $3,858
Printing shares or certificates by $0.015 per share 15,431 $£232
Publication of the prospect $400
Submission of reports on subscription to the Regulatory Agency. $4
Advertisement $10,000

i

1
g
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EXHIBIT 10: SURVEY RESULTS
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Manager of the Invetsment Funds

CHARTER




l. General Provisions

1. "Manager” (hereinafter referred as Enterprise) is established in
accordance with the Law on Enterprises and Entrepreneuria!l Activities of RA
on-March 14th, 1993.

2.  Enterprise is established on the basis of the founding agreement
concluded among founders in Yerevan on , 1995,

3. Complete name of Enterprise is
Short name of Enterprise is

4. Legal address of Enterprise is Yerevan, Republic of Armenia.
5. Duration of Enterprise activities is until

6. The founders of the Enterprise are:

Field of Activities of Enterprise

1. The Enterprise is engaged in the following activities:

- management of Investment Funds in accordance with Government
Decree # 469 on confirmation of the Regulation on Investment Funds on
September 30th, 1994.

Enterprise performs its activities on the basis of license issued for this type of
activities.

2. The aim of Enterprise activities is the acquisition of profit.

lll. Status of Enterprise

1. The Enterprise is a juridical person with limited liability in form of joint
venture in accordance with the legislation of RA. The Enterprise becomes a
juridical person in the moment of its registration in the State Register of
Enterprises.

2. The Enterprise has right to:

- conclude agreements on its behalf, or on the basis of given proxy,
- get property and personal non-property rights,



- be plaintiff and defendant in Court, Arbitration and Court of
Arbitration, ‘ :

- open bank accounts,

_ éstablish branches and departments,
_ attract financial resources in accordance with the legislation of RA,

- establish other enterprises, to acquire shares and stakes in
different partnerships and companies, to participate in associations
and consortia in accordance with the legislation of RA, and

agreements conciuded by the Enterprise,
- acquire other rights provided by the legislation of RA.

3. The Enterprise has its own balance sheet, stamp and seal.

4. The Enterprise has a right for its own firm name and trademark, in
accordance with RA legislation.

5. The Enterprise has liabilities as provided by the legislation of RA and
agreements concluded by itself.

6. The Enterprise is not liable for liabilities of the State, as well as of
founders and other persons. Founders are liable for liabilities of the
Enterprise only in correspondence with the number of stakes owned. The
State and other persons are not liable for liabilities of the Enterprise.

IV. Funds and Profit of Enterprise

1. Equity Capital of the Enterprise is equal to (in lettters} Drams.
Equity Capital has been contributed by founders in cash or bank transfers in
return of  gtakes with nominal value of ___ Drams each one.
Equity Capital is composed as follows:

- Drams, ___ stakes, %,

- Drams, __ stakes, %,

- Drams, ___ stakes, %,

- Drams, __ stakes, __%

-

2 Under the increase of Equity Capital foundersfowners have a priority right
to add their stakes. In case of sale of the founders/owners stakes, other

foundersfowners have a priority right to buy them.

3 The Enterprise establishes the Reserve Fund during its activities. The
Reserve Fund is coming from net income, but no less than 5%. The
maximum amount of the Reserve Fund is equal to 15% of Equity Capital of

the Enterprise.

4 The Enterprise can establish other Funds during its activities ih
accordance with the legisiation of RA.




5. Profit of the Enterprise will be distributed on decision of the higher
management body of the Enterprise --- Supervisory Board. .The distribution
of. profit among founders is made in correspondence with their stakes in
Equity Capital.

V. Management Bodies of Enterprise

1. The higher management body of the Enterprise is Supervisory Board,
which includes all founders/owners {or their representatives).

2. Members of Supervisory Board have a quantity of votes corresponding to
their stakes in Equity Capital. Chairman of Supervisory Board is elected
among the _members of Supervisory Board.

3. Meetings of Supervisory Board shall be called by the Chairman no less,
than four times per year. Extraordinary meetings shall be called by the
Chairman of Supervisory Board within a month upon written request of one of
the members of Supervisory Board.

4. Supervisory Board has powers to make decisions on any question of the
Enterprise activities in accordance with the legislation of RA in force and the
provisions of this Charter.

5. To the exclusive competence of Supervisory Board relates:

a) confirmation of the Charter and its changes,

b) discussion and adoption of reports of the Enterprise,

c) changes of Equity Capital of the Enterprise,

d) definition of the Enterprise structure, adoption of normative
documents, adjusting relations inside of Enterprise,

e) assignation and resignation of President and Vice-Presidents,
chiefs of branches and departments, members of the Board of
Auditors,

f) making decisions on establishment and termination of branches and
departments activities,

g) creation and use of Funds,

h) making decisions on liquidation or reorganization of the Enterprise.

6. For adoption of decisions it is necessary the simple majority of votes of all
members of Supervisory Board. For adoption of decisions mentioned in p. 3
(a, c, e, ) it is necessary the qualified majority (2/3) of votes of all members
of the Supervisory Board.

7. Current management of the Enterprise is made by the President of the
Enterprise. President and Vice-Presidents can present the Enterprise,
conclude agreements, perform other operations.

8. The competence of the President includes the following functions:



- operational management of the Enterprise activities,

- execution of the decisions of Supervisory Board,

- submission of reports on the results of the Enterprise activities to
Supervisory Board,

- management of the Enterprise-property in the established order,
- assighment and resignation of employees of the Enterprise,

- presentation of the Enterprise interests.

VI. Board of Auditors

1 The Board of Auditors shall perform the control over financial-economic
activities of the Enterprise and solve legal controversies among
foundersfowners. It consists of three members, who are assigned for period
of two years.

VIL. Clerical Work

1 Clerical work shall be performed in accordance with rules, established by
the Supervisory Board of the Enterprise. Clerical work is made in Armenian
as well as in English.

Vill. Termination of The Enterprise Activities

1. The Enterprise terminates its activities through liquidation or
reorganization. Under the reorganization ali rights and liabilities of the
Enterprise will be transferred to the legal successor.

2. Termination of the Enterprise activities is made on decision of Supervisory
Board, or in cases provided by the legisiation of RA or this Charter.

3. In case of liquidation, Supervisory Board establishes the Liquidation
Commission, which construct liquidation balance sheet and submit it for
confirmation to Supervisory Board.

4. After covering all claims of creditors, the rest property shall be distributed
among founders proportionately to ‘their stakes in Equity. Capital. The
Enterprise loses status of juridical person in moment of annulation of its
registration in the State Register of Enterprises.

SIGNED BY FOUNDERS:



Manager of the Investment Funds

FOUNDING AGREEMENT

Yerevan, , 1995

This agreement is concluded among the following persons:

on establishment of "Manager’ (hereinafter referred as Enterprise) as

Management Company of Investment Funds.

ARTICLE |

General Provisions

Enterprise is established in accordance with the Law on Enterprises
and Entrepreneurial Activities of RA on March 14th, 1993.
Complete name of Enterprise is

Short name of Enterprise is

Legal address of Enterprise is Yerevan, Republic of

Armenia.



Duration of Enterprise activities is until _

ARTICLEN

Field of Activities

in accordance with RA Government Decision # 469 on September

firmation of Regulation on Investment Funds, the sole field

30th, 1994 on Con

of activities of enter

prise is management of assets of Investment Funds after

the issue of licence by the Ministry of Finance of RA.

ARTICLE Il

Founders’ Contributions

Equity Capital of the Enterprise is equal to (in letters)

Drams. Equity Capital has been contributed by founders in cash or bank

transfers in return of stakes with nominal value of ____ Drams
each one. Equity Capital is composed as follows:
Drams - stakes %,
Drams - stakes %,

- Drams - stakes %,

Since it is necessary to coordinate organizational guestions on

licensing, registration and start-up of Enterprise activities and, as required by

the Licensing Procedures of Management Company, founders agree to elect

as President of Enterprise'i‘or a period of

All founders shall transfer amount of Equity Capital on bank account #

opened by the President of Enterprise at the untif

, 1995. |



"ARTICLE IV

Rights of Founders

Founders have the following rights:

- to take part of income correspondingly to stakes owned,

- to get complete information about activities of Enterprise,

- to get part of property under the liquidation or reorganization of
enterprise correspondingly to stakes owned,

- to participate in management of Enterprise,

- to get other rights provided in Charter of enterprise.

ARTICLE V

Obligations of Founders
Founders have the following obligations:

- to cover all expenses appeared priof to fegistration of Enterprise,
-to have a limited liability for debts of enterprise correspondingly to
stakes owned, '

- to fulfil all liabilities on affiliation and subordination defined by
agreements and contracts, and other agreements concluded by the
Enterprise,

- to get other obligations provided in Charter of Enterprise.

SIGNED BY:

=

o h
2
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APPENDIX F

American University of Armenia

This questionnaire is prepared by the students of American University of Armenia to
determine the degree of awareness of population of Armenia about Investment Fund. Please,
fill in this questionnaire. We appreciate your efforts. Thank you in advance.

1 Do you know what is the Investment Fund?
OO Yes O No
2. How do you became aware about the Investment Fund?
Otv - [dRadio [ Newspapers, magazines
[ Personal contacts [ Others

Definition: Investment Fund is an organization that provides a professional management
of investors’ assets(cash, vouchers) and lowers the risk the individual investor incurs by
investing in different securities.

3. Is your understanding of an Investment Fund consistent with the
definition  given above?

O Yes O No

4 What do you think, should an Investment Fund be established in Armenia?

0 Yes O No

5 Will you invest in Armenian Investment Fund?
Vouchers [ ves Please, indicate the approximate number of vouchers

you are willing to invest:

1 No Comments
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APPENDIX F

American University of Armenia
[0 Can not answer without additional information.
Please, indicate type of information you need.
Cash O Yes If you are going to invest in an Investment Fund , please,

indicate how much would you invest:

O wNo Comments

O Can not answer without additional information.’

Please, indicate type of information you need.

6. Please, mark the box appropriate for your social position.

1 student O worker [ employee

O pensioner u unemployed [ businessman

7. Please, mark the box appropriate for your age.

O 18-25 [ 35-45 [ s5-65
[ 25-35 1 45-55 1 65-above
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American University of Armenia

, UnG hwpguptirphln Jugddwd £ 3wjwunwbh Udkphyjw Jwiwuwpwbh
dp funudp nuwGnnGbph Ynndhg, npnlp hwnpgnud G0 whglwglnid hhdbuwnhghnl
RpdGwnnwah dwupb phwysnipywb pdwgnepntlp upgbn Guwuwnwyny: ubnpnia
klp wowiygh, Gkq, tpwglkiny wju hwnpgwpbinphp:

1 Ghwnbip wprynp pbi hpbiGhg hGs E Gapyuywglned hGyYtiunphghnl
Ipdilwnpwdp

O Un O ng

2. bph' o,hu.nhp,wlul.u npwntinh°g bp Lub wyn dwuhl wrwohl wagud

O3brniunwgnyg Onwnhn O Lpwaptp, ptipptip
O uGatwlywG Ywwbn O |

UwhowGnud: kOdGunnhghnG 3pd0wnpwdp Ywgiwlbpwnipynd £, npp
wwwhnyntd ¢ Gepppnntbph gnupughl b npwdwluwl Shenglhiph wpndbvhnbiw
nGophlnudp L GJuqbiglnd  wlhwwn  Ghpnpnnlbph phulyp GhpnpoLdObp
L|L}.ILI'|UJ|’I|]|_HL{ wnwppbp wpdtpnpbipnLa:

3. Upmyn"p 2btip wwwnybipwgnuip haytunhghnl Ipdbwnpwdh
dwuhG hwdpayanud £ npdwé pugwnpnipjwlp

O Wn 0O Ny

4 Qbip Ywpshpnu, Guwwnwywhwpdwp b wpnsn’p unbinobi
hOytunhghnb Ipdlwnpwd Iwjwunwind

O Wn O N
5 hGytiunpghnG Ipdtwnpwintd Mnp YabpnGbhp wnyn'p Akip

UbithwlwOw2Gnphdw ukpunhdpljwnn

O wn tulinpnid GGp G26( utithwywbwOnphiwh ubipunbdhywnbtnh
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Gnuwnp pwlwlp, npp Mnep YgwGwywbuhp GEpndty

O nsuznuitbn

O 26d yupnn wwwnwufuwit] wewbg pwgnighs hdnpdwghwih

huGnonid Glp Gzt hGs hodnpdwghw t kg wihpwdtizn

Ywbfuhl npwd

L un rutinpnid Gp G256 dnnwynp gnidwnh swthp, np qumnwum
bhbp GGpnGLL

O ns LynLiGkn

O 2t Ywpnn wwinwufuwbb| wowbg | pwgnighs hGpnpdwghuwijh

tulinpned GGp Gpby hls hGdnpiwghw £ kg whhpwdtizwn

6. uGnpnid kGp Gptip 26 unghwiwlywb npnipynclp

O niuwGnn O swnwynn O pwaynp
O pnwlwnnt - O qnpéwpuwp dwpn O gnpswgnipy

7. tuGnpnud B0p Gk bn tnwnhpp.

[118-25 []35-45 [155-65
02535 04555 [65Luwyh;
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