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Armenian; Aviation Sector:
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Why Civil’aviation sector Is critical in Armenia:
— Land-locked location
— Limited road and rail connectivity
— Heavy Diaspora traffic acting as engine of growth
— Very low connectivity with both Europe and Asia
— Hence, critical need for a state-of-the-art airport

Post-Soviet Union, minimum: investments made In the aviation
sector until 2001
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_ Govermment guick terrealize thercritical need for privatization of
the sector
— Strong Political Commitment
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“% Embarked Upen a privatization process
despite difficult economic situation in 2001
— Reliance on multilaterals as “honest brokers”

— Realized need for a focused concession award
process given market condition

— Adopted a direct approach to cencession
negotiations rather than full-fledged open,
competitive tender

= At the same, time, emphasis on transparency
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" =Siiccessful implementation; of the
Concession for the last 8 years




Key. features.of. Concession

= Unambiguous allocation of risks and'responsibilities
covering all aspects of airport operation
Rebust termination payment provisions

Regulated aeronautical returns, but commensurate
with risk profile

Adequate upside incentive potential for private
Investor from commercial revenues

Reasonably transparent and functional regulatory
system'in place — althoughithere. s scopefor;
IMprovements: _—

"= "ong concession of 30 years with significant back-
ended upside

ADB




~=- Traffic Risk

— Volatile Traffic butlargely mitigated by robust, well-defined

and histoerically regular tariff adjustment process
= Regulatory Risk

— Regulatory intervention has been transparent over the last

8 years

— However, regulatory framework needs further streamlining,

leading ultimately to the establishment of a functional,
iIndependent regulator

= ong Term Political Risk

—

—  Remaiss=although semewhaifmitgated through robust

Previsiens under the concession

— Underscores role of multilaterals critical in transition
economies
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Constructlon of 2 newlandside terminelt and assor:m'ted*—
fiacilities to replace existing Seviet-built facilities.

Simpler and more efficient layout in terms of passenger and
baggage movement, also allowing for planned growth

Expansion of airport capacity from the current 1.8 million to 3.2
million

Automation and revamping of baggage handling system

Expected to achieve C level of senwieeiper IATA requirements:
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“""Rehabilitation of all affected persons, iniaceerdance with
ADB/EBRD guidelines




~ = Project demonstrates best practice in energy’
management and envirenmentally sustainable
design in the region and beyond

Glazed roof with tinted glass louver

Optimum daylight penetration for visual comfort and reduce
need for artificial lighting

Two-layer Glass skin to act as “intelligent” element

Thermal insulations well beyond best practice

Advanced energy management features

Computerized Building Management System ——

Expeciedrieduction inienergy consimption per square m.
"Gas use — 30%
= Electricity use — 50%
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Significant Sponsor Support largely to mitigate
funding shortfall and completion risk

Traffic Risk largely passed on to, eguity. through cash
sweep and dividend restrictions

Direct Agreement with the Gevemment reconfiinmsiss
lendesnghisTtnderthe Concession
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~=- One of the most successful stories in' privatization
and PPP In the region
= Key Lessons and observations:

Political commitment at all levels an absolute “must”
Critical to pursue transparent and fair concession award

process, within market limitations

Multilaterals continue to have vital role in transition
economies

Risk-return relationship needs to be unambiguously defined
under concession

Regulatenysetupihas worked oVertie last & years, but
neeadsHurther streamlining and transparency.
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I ADB’S Prvate Sector Ope'ratlons are currently-f
AUMBEr of tiansactions, in the transport sector, mcludmg

Urban Metro Sector in India
Road Sector in Central Asia
Airline Sector In certain “frontier” countries

Port Sector in the Caucasus
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= ADB's PrivaterSectoy Depantment remains committed'to
L amping upits activities in the transportation sector and has a
robust pipeline in various DMCs
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