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ARMENIA

COUNTRY PORTFOLIO AND STRATEGY REVIEW

Introduction

1. The Government of Armenia and the World Bank have agreed to conduct a
Country Portfolio and Strategy Review (CPSR). The purpose of this review is twofold:
First, to take stock of the portfolio of projects financed jointly by the Government of
Armenia and the World Bank, identify problem areas, and make operational
recommendations on how to overcome them as soon as possible, with the purpose of
securing economic development impact as quickly as possible. Second, to review
progress in achieving development goals established in the Country Assistance Strategy
(CAS) of July, 1997, and update strategy as well as lending and non-lending assistance
priorities over the next one to two years. This is the second such review jointly
conductedtoy the Republic of Armenia and the World Bank. The first Country Portfolio
Performance Review was held on May 21-22, 1997, during a World Bank mission to
finalize discussions on the CAS. The summary and conclusions of the Review are
attached for information in Annex 1.

Portfolio Overview

2. The Bank's portfolio in Armenia is in transition: the early emergency operations,
such as the Rehabilitation Credit and Earthquake Reconstruction Credit and related
technical assistance, have closed, having achieved their objectives of stabilization. New
credits are increasingly focusing on sector-specific investment and restructuring needs
(details of portfolio composition by sector can be found in para. 8.) The number of
projects under implementation is still growing: five projects were approved and three
projects closed during FY98 (including SAC II, to be closed shortly). Table 1 below lists
active and completed projects. The current portfolio consists of ten projects under
implementation, with commitments totaling $164.8 million. Total IBRD/IDA
commitments to Armenia were US$384.8 million as of April 30, 1998, of which
US$275.0 million (or 71 percent) has been disbursed.
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TABLE 1: WORLD BANK LENDING TO ARMENIA

Loan/Credit Disbursed
Amount (as of 4/30/98) Approval Closing

(USS million) (US$ million) Date Date

Active Projects: $164.8 $53.0

Agriculture Reform Support $14.5 $0.0 1127/98 12/31/02
Education $15.0 $0.0 11/20/97 6/30/02
Enterprise Development $16.8 $1.6 12/19/96 7/1/02
Health $10.0 $0.0 7/29/97 6/30/02
Highway $31.0 $12.9 9/14/95 12/31/00
Irrigation Rehabilitation $43.0 $18.6 12/8/94 6/30/99
Power Maintenance $13.7 $11.7 12/8/94 7/31/98
Social Investment Fund $12.0 $5.6 11/9/95 6/30/00
SATAC $3.8 $1.6 2/29/96 12/31/98
SATAC II $5.0 $1.0 8/26/97 6130/99

Completed Projects: $220.0 $222.0

Earthquake Rehabilitation $28.0 $29.7 2/11/94 6/30/97
InstitutionBuilding S12.0 $10.7 3/30/93 11/30/97
Rehabilitation $60.0 $64.3 2/28/95 6/30/96
SAC $60.0 $58.7 2/29/96 12/30/97
SAC II S60.0 $58.6 8/26/97 6/30/99 (being

closed)

Disbursement Performance:

3. The disbursement ratio' for FY97 was 39.1 percent, up from 33.8 percent for FY96
(see Annex 2 for details). This is considerably higher than the FY97 average Bank-wide
ratio of 19.8 and the Europe and Central Asia Region average of 18.8 percent. This was a
continuation of a positive trend -- starting in FY95, disbursement performance of
investment projects improved each year. This has now changed, however. In FY98
Armenia's disbursement ratio is 17.6 percent, compared to the Bank-wide average of
17.0 percent, and the ECA average of 17.2 percent, while the aggregate disbursement lag2

was 18 percent in FY98, up considerably from the FY97 lag of 5 percent.

4. One outcome we hope to achieve from this CPSR is an agreed plan of action to
reverse the disbursement trend for investment projects. Quicker disbursements will mean
that essential work is completed in a more timely manner. Portfolio performance ratings
(including for disbursement) also have a significant impact on the amount of IDA
available to Armenia. Past good performance ratings have translated into significantly
higher IDA allocations than the norm.

Ratio of disbursements during the year to the undisbursed balance of the Bank's portfolio at the
beginning of the year (investment projects only).
2 For all projects in the Bank's country portfolio, the percentage difference between actual cumulative
disbursements and the cumulative disbursement estimates at the time of approval of the projects.
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Approval Process and Effectiveness Delays:

5. One major factor behind the disbursements lag is delays experienced in project
effectiveness (see Annex 3). The average number of months between credit signing and
effectiveness have increased from 2.0 to 2.6 months during the last year and a half. The.
average period between Board and effectiveness has also increased, from 2.4 to 3.2
months. For projects approved this fiscal year, the average periods from signing and
Board are 3.0 and 4.6 months respectively. Excluding SACIIand SATACIIand only
considering the three investment operations (Health, Education, and Agriculture Reform)
there has been an even greater delay in effectiveness: 4.6 months from signing, and 6.4
months from Board. If we include the Electricity Transmission and Distribution project,
the period between negotiations and effectiveness would increase even more.

6. The recent Presidential elections and cabinet changes undoubtedly contributed to
these delays but they reflect longer-term trends. Another outcome we hope to achieve is
agreed measures leading to speedier approval of negotiated projects. Time needed to
obtain approval from the Constitutional Court and from Parliament are issues to address,
so as to speed project implementation. One possibility that could be considered is a
system whereby Parliament authorizes the government to approve anticipated borrowings
from the World Bank during consideration of the budget (which should also include
counterpart funding requirements for that year - discussed in para. 23). A similar
provision could be made for commitments to borrow under a set ceiling, so as to allow
the government to approve advances under the World Bank's Project Preparation
Facility, and small loans/credits (for instance up to US$5-10 million each). Briefing
regularly key Parliamentarians on the rationale for projects being proposed and to involve
them in understanding the key design elements, could also help minimize delays in
projects becoming effective.

Project Ratings:

7. To assess the status of projects under implenentation, the Bank uses two main
indicators for measuring performance. The Development Objectives (DO) indicator
measures whether a project is considered likely to achieve the economic, financial and
social benefits, as well as bring about the institutional changes, expected at the start. The
Implementation Progress (IP) indicator measures whether the project is proceeding
according to its expected implementation schedule. Factors contributing to this rating
include start-up delays, project management performance, procurement and disbursement
performance, provision of timely financing; and progress in meeting legal and financial
covenants. Overall portfolio performance was good during FY98, continuing the strong
showing of earlier years (see Annex 4). However, an increasing number of individual
components of projects have been rated unsatisfactory, given project management
difficulties, procurement delays, or resistance to using approved credit funds for technical
assistance. Generic issues such as procurement will be discussed further below. The
overall conclusion is that the Government, and key members of Parliament, and the
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World Bank should reach broad agreement on project design and major policy issues
prior to negotiations, rather than leaving issues to be resolved during implementation.

Sector and Project Summaries

8. The current portfolio of ten projects is divided among: (a) macroeconomic and
multi-sector institution building (accounting for 5 percent of the current portfolio); (b)
infrastructure and energy projects (27 percent); (c) agriculture and irrigation projects (35
percent); (d) social sector projects (22 percent); and (e) private sector development
projects (10 percent). (See Chart 1 below.)

CHART 1: SECTOR DISTREBLTION OF
CURRENT PORTFOLIO

Multi-Sector
Private (i.
Sector Adjustment)

(S16.8 m) (58.8 m)
10% 5

SocIal Sector Infiastructure

(S37.0 m) & Energy
22% ~~~~(S44.7 m)
22% ~~~27%

Agriculture
(S57.5 m)

35%

(a) Macroeconomic and iViulti-Sector Institution Building: The three policy-
based (adjustment) operations approved to date (Rehabilitation Credit and Structural
Adjustment Credits I and II) have been fully disbursed. Discussions are underway on a
program of measures to be supported under a third Structural Adjustment Credit. Reform
performance under the program has been generally strong, albeit with some slippages in
the period surrounding the recent change in government. These adjustment operations
were supported by three technical assistance credits: the Institution Building Loan (an
EBRD loan of $12 million closed in November, 1997), and Structural Adjustment
Technical Assistance Credits I and II (of $3.8 and $5.0 million) approved to provide
assistance in implementing the agreed reform program. Disbursements under these
technical assistance projects has generally been somewhat slow, and reaching agreement
on activities to be supported has at times been delayed.

(b) Infrastructure and Energy: One project in each of these sectors is under
implementation. A Highway project for $16.0 million was approved in September, 1995,
and a supplemental credit of $15.0 million was approved in June, 1997 to replace
cofinancing originally expected from the Kuwait Fund. This project is financing an
expanded program of periodic highway maintenance, repair of bridges and tunnels, and
providing institutional strengthening to the Armenian Road Directorate. It also aims to
encourage appropriate road user charges to finance future maintenance needs, improve
road safety, and support the development of a private road construction and engineering
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industry. Overall the project has made good progress, though the level of road user
charges is still not sufficient to sustain the maintenance needs of the road network, and
Government counterpart funding and funding for ARD's budget have consistently lagged
behind agreed levels. The PowerMaintenance project (US$ 13.7 million) became
effective in March 1995, and is aimed at improving the quality and reliability of
electricity supply, and arresting and reversing the deterioration of thermal and hydro
power generation units. Most of the work has been complete, and disbursements are at
86 percent of the credit amount. The closing date is now being extended from July, 1998
to January 1999 to allow the project to be fully completed.

(c) Agriculture: Two agriculture projects are under implementation. The first,
an Irrigation Rehabilitation Project, was approved in December, 1994. The $43.0
rnillion project is designed to assist in maintaining the level of irrigated agricultural
production, improve water resources management, and accelerate the development of
water distribution institutions and support facilities. The goals of this project are at some
risk of not being met, since the OME water charges are not set at levels which will
generate sufficient revenue to cover non-energy related operation costs and support
required maintenance. The Bank is therefore recommending that the goals of the
financial recovery plan for OME be widely discussed within the Government, with the
goal of adopting a multi-year cost-recovery plan. A second project, Agricultutre Reform
Support ($14.5 million) was approved in January, and is not yet effective, though it has
been approved by the Constitutional Court. This project will provide loans for working
capital and investments to small rural farms and business; agribusiness training and
technical assistance in project finance to private agricultural processing and marketing
enterprises; and beginning the restructuring of public services focusing on research and
extension for small farmers.

(d) Social Sector: Three projects are under implementation in the social sectors.
The Social Investment Fund (S 12.0 million) aimed to support the lower income groups
through improvement of basic social services and employment generation activities. It
included financing for rehabilitation of small scale infrastructure to improve living
conditions, strengthening the capacity of private small-scale contractors and micro-
businesses; and building capacity for monitoring and analyzing trends. Funds under the
project are fully committed, and a follow-on operation is under Discussion. The Health
Financing and Primary Health Care Development Project approved in July, 1997 became
effective in late-March. This project provides $10.0 million to support the
implementation of the Govemment's health financing and primary health care reform.
The third project is the $15.0 rnillion Education Financing and Management Reform
Project. This project was approved in November, and became effective May 27. It aims
to support implementation of the government's strategy for reform of general education
through introduction of a financially sustainable system of textbook provision, and
through training and technical assistance to support the planning, piloting and
implementation of reforms.

(e) Private SectorDevelopment: The Enterprise Development Project ($16.8
million) is designed to provide a line of credit to provide financing for private sector
enterprise, to strengthen commercial banks and capital markets, and to strengthen
investment and export market development capacity of private enterprises. Nine
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subloans have been approved under the line of credit, and six banks have been accredited.
The Enterprise Support Fund however has not become operational, pending a decision by
the Prime Minister.

9. Project data sheets for each operation under implementation are attached in Annex
5. These give a sumrnmary of the project objectives and description, and the status and
issues involved in implementation and progress toward meeting the development
objectives. It is proposed that these data sheets be updated during the CPSR discussion,
and expanded to include agreed actions to improve project implementation.

Countrv Assistance Strategy Review

Objectives:

10. The objectives ofthe Bank's FY98-00 country assistance strategy (CAS) are to: (i)
foster the rapid development of the private sector by promoting further structural reforms,
strengthening the financial system and the legal and regulatory framework, and
alleviating key infrastructure bottlenecks in energy, transport and water; and (ii) support
social sustainability and the alleviation of poverty through the strengthening of the social
safety net and improvements in the quality of and access to basic health and education
services. One year into the CAS period, these objectives remain valid and at the core of
the dialogue between the Government and the Bank.

Project Lending:

11. Based on prospects for sustained GDP growth and on expectations of a gradual
easing of regional tensions, modest amounts of IBRD lending was expected over the CAS
period. The base/high case scenario for Bank assistance in the CAS, therefore, called for
an FY1998-2000 lending program of 10 projects (expected to total around S260 million),
financed through a soft blend of two-thirds IDA and one-third IBRD. At the time of the
Board presentation of the CAS (July, 1997), the ease/high case lending program
consisted of 6 operations in FY98, two in FY99, and three in FY00. Total FY98 lending
(all ]DA credits) is expected to be S134.5 million, with three operations slightly larger
than originally planned (Agricultutre Reform = $14.5, Education = $15.0, and Municipal
Development = $30.0).
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TABLE 2: CAS PROPOSED FY98-00 LENDING

FY98 SAC II and SATAC II $65
Health Financing & Primary Health $10
Education Financing & Management $10
Electricity Transmiission & Distribution $35 **

Agriculture Reform Support $10

FY99 Municipal Development $25 *
Social Sector Adjustment $50

FY00 Energy Sector $20 **

Trade & Transport Facilitation $20 **

Private Sector Development $15 **

Total FY98-00 $260

** Possible EBRD Lending

12. In FY98 five ofthe planned operations have already been approved (SACII,
SATACII, Health Financing, Education Financing, and Agriculture Reform), and a sixth,
Municipal Development (advanced into FY98 at the request of the Government), was
approved on June 11.

13. Two operations are advanced in preparation, and currently scheduled for approval
in FY99. The Electricity Transmission and Distribution Project was delayed from FY98,
given the elections in the Spring, and the delays in meeting Board presentation conditions
related to energy collections and tariffs. This project has been appraised and negotiated,
and once the policy framework is in place, will be presented to the Bank's Board for
approval. It is still intended that a portion of this project be financed on IBRD terms. A
small Title Registration Project (S8.0 million) will be presented early in FY99. This
operation is a component of the Agriculture Reform project that was not as far advanced,
and so was split off to avoid delaying the main portion of the project. We also hope to
approve a balance of payments support operation (Structural Adjustment Credit III,
focusing mainly on the social and energy sectors), the size of which is yet to be
determined At the Government's request, we added to the CAS lending program, a
Judicial Reform Project, planned for late FY99 or early FY00 and a second Social
Investmnent Fund. We may add a Public Sector Reform Loan for FYOO-01, depending on
the outcome of analysis and discussions with the Government in the next few weeks.

14. Other FYOO-01 operations under discussion with the Government include: Private
-Sector Development ($20 million), Trade and Transport Facilitation ($20 million), Water
Sector Rehabilitation ($20 million), Environment ($ 15 million), Power and Gas Sector
Restructuring ($30 million). The Power and Gas Sector Restructuringi Project will be
dependent upon progress on privatization of the power sector enterprises and the potential
financing needs that would remain. The sequencing of these operations will depend on
progress made, either on sector issues (energy), or on settlement of regional tensions (a
precondition for a large-scale Trade & Transport Facilitation project), as well as on
priorities communicated by the government The Bank's assessment is that high priority
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should be given to Private Sector Development, Public Sector Reform, Water Sector
Rehabilitation and Trade and Transport Facilitation.

15. Approval of the operations listed above over the next two to three years, will only
be possible if Armenia's economic performance and reform program remain very strong
to enable continued large access to IDA resources and resumption of IBRD lending.
Staying in a high case lending program, however, will depend on specific policy and
performance conditions being met-satisfactory progress on macroeconomic
management, energy sector privatization and restructuring, privatization and financial
sector reform, and implementation of key reforms in the social sectors. Falling into a
medium-case scenario (with continued implementation of comprehensive reforms, but a
slower easing of regional tensions and slower economic growth), would mean a smaller
share of IBRD resources (about one-quarter of the program), reflecting Armenia's more
fragile creditworthiness. This would delay operations in energy, private sector
development, and trade and transport facilitation. Macroeconomic developments in 1997
threatened Armenia's ability to access IBRD funding. This year's macroeconomic
performance and stabilization and structural reformns will determine how much, if any,
IBRD lending can be approved.

17. The Bank's annual lending allocation review determines countries' IDA allocations
over a three-year period. Critical factors, other than progress in economic reforms,
affecting the amount of IDA available for AImenia are performance of the portfolio of
projects under implementation, and accountability/transparency of the public sector. As
mentioned above, in the past Armenia was able to secure generous IDA allocations,
based on good implementation performance ratings. Continuing this strong performance
will be essential if these higher levels of IDA funding are to be available in future.

Non-Lending Activities:

18. The Bank's economic and sector work program (ESW) is designed to reflect the
two broad CAS priorities. In FY98, as programmed in the CAS, we completed work on a
Power Privatization study, and a Judicial Assessment. The Poverty and Social Protection
Study will be discussed with the government shortly, and finalized early in FY99, and a
Social Spending Note is also being prepared for discussion with the government in
September, 1998. In FY99 we also plan to prepare a Financial Sector Update and a
Public Sector Assessment.

19. As mentioned in the CAS, the Bank will complement this work by providing short,
demand-driven policy notes on topics of interest to the Government, as well as targeted
technical assistance financed from the Institutional Development Fund (IDF). In addition
to the previously approved EDF grants for preparation of the National Environmental
Action Plan (NEAP), and on Lake Sevan, in FY98 we approved an IDF grant to support
Children's Initiatives. We are also ready to prepare, at the Government's request, a grant
to help establish an independent policy advisory unit.
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Svstemic Project Implementation Issues

Project Implementation Arrangements

21. Proiect Implementation and PITJ Organization: All but one project implementation
units have been established as separate entities financed from credit proceeds. Until end
1997, the legal status of most PTUs was that of state owned companies. In accordance
with privatization legislation, state enterprises were converted into closed joint-stock
companies in early-1998. It would be useful to review during the CPSR discussions the
impact of this change in PIUs legal status and the related arrangements that have been
established to supervise PIU performance. The CPSR discussions should also allow for a
reevaluation (on a case-by-case basis) of the justification for using PIUs to implement
projects, as the implementation capacity of line ministries and agencies continues to
improve. The aim should be to have line ministries responsible for policy oversight and
in some cases also project identification, appraisal, and execution as soon as possible.
The financing of PIUs from credit proceeds has been the rule so far. This practice is
unusual in more mature country programs and the CPSR provides an opportunity to
discuss how PIU financina from credit proceeds could go forward on a declining basis.

22. PIT Salaries/Staffing: The unified salary scale effective January 1, 1998 has
resolved the problem of salary scales differing across projects/PILUs. The financing of
PIU staff training and strengthening of their capacities has emerged over the last few
months as a contentious issue. The CPSR provides an opportunity to review how
satisfactory the implementation of the new compensation system has been and if there are
other outstanding issues related to staffing and remuneration of PIJ staff.

23. Taxation of PIU Staff: Over the last year there have been questions raised about
whether PIT staff salaries are taxable, both for income taxes, and for social levies
(pension fund and unemployment). This question has become more critical with the
Pension Fund bringing a legal action against one PIT to recover unpaid social taxes.
Under the World Bank/IDA's General Provisions, taxes may not be financed out of the
proceeds of Bank loans and credits. This, however, does not mean that such taxes may
not be imposed by Government. It only implies t*hat the part of PIU staff remuneration
that is financed from credit proceeds cannot be used to pay taxes.

Project Financing

24. Payment of Local Contribution: Arrears in payments of local contributions to some
projects financed by the World Bank have seriously undermined project irmplementation,
as well as causing delays in preparation of follow-up projects. While this situation has
improved somewhat since the last CPPR, it is still a serious problem, especially for the
Highway Project (with $1.2 million in arrears from last year still due, and another $2.7
million overdue so far in 1998), Enterprise Development Project and the Social
Investment Fund (where $160,000 is overdue). Prompt payment of government funding
commitments is critical for the Power Maintenance project, for which equipment has
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been secured and must be installed during the spring/summer construction season, though
counterpart funding for the installation is not yet available. The Power Maintenance PIU
estimates that 1998 counterpart funding requirements are 92.82 million dramns in 1998,
and 180.29 million drams for installation done in previous years and not yet paid. This is
especially urgent, since the original closing date of the project was July, 1998. This date
is now being extended until January, 1999 but further extensions may not be possible.

25. Estimated local contributions over 1998/1999 for projects under implementation
are shown in the table below. While the budgeting of counterpart funding has improved,
the timeliness of resources made available remains a serious source of concem. The
recornmendation from last year's CPPR to hold quarterly review meetings between the
resident mission and the Ministry of Finance and Economy has not been implemented in
a satisfactory manner. It is proposed to review during the CPSR options to improve
timeliness of availability of government contributions and the joint monitoring of these
contributions.

TABLE 3: COUNTERPART FUNDING REOUIREMENTS FOR PROJECTS
UNDER IMPLEMENTATION

1998 1999
Qt Q2 Q3 Q4 Ql Q2 Q3 Q4

Agriculture Reform S3S,000 S58,500 S182,000 3182,000 S182,000 S182o000 S182,000
Education S35,000 S250,000 S35,000 S450,000
Enterprise Devel.
Health
Highwayl/ (Drarns '000) 120,000 120,000 120,000 120,000 120,000 120,000 120,000 120,000
Irrigation s40,000 S282,000 S282,000 S282.000 S282,000 S218,000 S218,000
Power Maint.(Drams '000) 232,066 232,066 232,066 232,0666
StF S80,000 S80,000 S80,000 S80,000

1/ Does not include Govemment's agreed contribution to ARD's regular budget

26. Cost-Sharingz Arrangements: For all Bank borrowers, the Bank sets cost-sharing
ceilings - the maximum share of project costs the Bank will finance.3 For Armenia, this
limit has been set at 85 percent (and in some cases at 90 percent), given the government's
constrained finances, and is consistent with Armenia's current IDA status. Local
contributions have been on average close to this share of project costs. It should be
noted, however, that the government's contribution to the project should be calculated net
of taxes that accrue to the government budget With IBRD lending foreseen in the near
term, cost-sharing will need to gradually increase to the minimum contribution level of
25 percent for blend borrowers.

27. Exchange Rate Movements: IDA credits are committed in Special Drawing Rights
(SDRs). The US$ has strengthened over the past year or so, so that the SDR/JUS$
exchange rate has moved from 1.5SDR=lUS$ to 1.35SDR=lUS$. This means that for
projects approved when the US$ was relatively weaker, there will be a financing
shortfall. This is particularly affecting those projects approved in FY95, where the USS

3Bank cost-sharing limits apply to the Bank's overall lending program for a country (excluding adjustment,
technical assistance, and financial intermediary projects), not to individual projects.
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amounts of the credits has fallen by around 8 to IO percent. See Table I for examples of
the effect on five projects under implementation. Further strengthening of the US dollar
could imply underfunding of project components and would imply a scaling down of
project activities.

TABLE 4: EXCHA±NGE RATE SHIFTS FOR IDA CREDITS APPROVED

Project Credit Amount US$ Equiv. US$ Equiv. Percent
(SDR) At Approval At 5/25/97 Change

Highway (original) 10.3 $16.0 14.6 -8.9%
Social Investment Fund 8.1 $12.0 11.0 -8.3%
SATAC 1 2.6 $3.8 3.6 -6.3%
Irrigation Rehab. 29.5 $43.0 40.8 -5.1%
Power Maintenance 9.4 $13.7 13.3 -3.2%

Procurement:

28. Delays in procurement decisions under Bank projects have increased significantly
over the last 12 months. Also, progress in introducing new public procurement
legislation and regulations, and in streamlining Government review mechanisms has been
very slow. The draft Public Procurement Law that has been prepared using IDF
financing has not yet been submitted to Parliament and the review of the effectiveness of
the Tender Board and other existing supervisory bodies has not been completed.

29. Central Tender Board & Other Government Review Mechanisms: The number of
cases of projects facing delays in key components due to slow procurement reviews by
the Central Tender and other Government reviews has increased markedly over the last
nine months. It is proposed that the CPSR be used as an opportunity to review existing
procedures and to discuss their possible streamrning.

30. Public Procurement Leoislation and Regulations: It is proposed that the CPSR
review the status of preparation of public procurement legislation and regulations.

31. Taxation of Foreiin Consultants: Effective from January 1, 1998, two new taxation
laws apply to the tax regime of foreign and local consultants financed under the World
Bank credits: (i) the Law on Personal Income Tax (applies to individuals, both residents
and non-residents); and (ii) the Law on Profit Tax (applies to legal entities). There are
[two] aspects of the new legislation, which might adversely affect foreign consultants
and, consequently, make it difficult for Armenia to secure the use of international
consultants under the World Bank projects.

(1) Double taxation. Individual foreign consultants working in Armenia are subject to
income tax (15%) irrespective of duration of their stay. However, if they stay in Armenia
less than 183 days in a calendar year, they are liable to pay income tax only on the
amounts eamed from sources within Armenia. If they stay longer than 183 days, they
acquire tax liability in respect of all income including that received elsewhere. This leads
to double taxation of foreign individuals working in Armenia, since most of them do not
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get tax exemption for this period in their home countries. Such situation might be
particularly harmful for foreign consultants, since Armenia, as of today, has only six

bilateral treaties on prevention of double taxation.

(2) Withholding of taxes. In case a foreign consultant is not registered with the tax
authorities (which is the case for most individual consultants or consulting firms which
do not have their representation offices in Armenia), the income of profit tax is withheld
at the source of payment. For lump-sum contracts, which are the most frequently used
form of contracts for the World Bank projects, the total amount of the contract is subject
to taxation, without regard to the expenses incurred by the consultant during the course of
his assignment. Theoretically, a consultant, after receiving a net payment, has the right to
directly submit the evidence of his business expenses to the tax authorities and request
the refund. Practically, foreign consultants, most of whom do not speak fluent Armenian
and are not sufficiently familiar with the local taxation system, would be in a very
difficult situation if pressed to deal with these issues on their own.

Financial Management & Disbursement

32. Special Accounts: Currently, special accounts4 for projects in Armenia are
primarily placed in foreign banks. The strengthening of the banking sector in Armnenia
will enable local banks to increasingly take on this role. To address the government's
need for more timely and accurate information, as well as to provide more control over
government expenditures, the MoFE requested, and the Bank agreed, to place the special
accounts of the SATAC 1, SATAC 2 and Enterprise Development Project (EDP) with the
Central Bank of Armenia (CBA). (Formerly the SATA C 1 and SATAC 2 accounts were
with ANZ Grindlays, and the EDP account was with Midland-Armenia Bank.) This is
being done on a pilot basis, and the arrangement will be reviewed after a one to two year
period. Since that decision was taken, there have been difficulties with this arrangement
for the EDP. Therefore, a subsequent decision has been taken to move the special
account for the EDP to a foreign bank with experience in this area, so as to enable
enterprises to import the necessary goods without undue delay or cost. The special
accounts for the SATAC I and SATAC 2 will remain with the CBA.

33. Capacitv Building in Financial Management: The World Bank launched a
streamlined disbursements mechanism, called the Loan Adrninistration Change Initiative
(LACI) in April, 1996. LACI implementation is expected to be spread over the period
FY99-05. The LACI implementation strategy comprises the following core principles: (i)
the Bank's development objectives include collaboration with Borrowers to strengthen
their financial management capabilities; (ii) Borrowers are to ensure that appropriate
financial management systems are in place to effectively implement projects; and (iii)
loans are disbursed quarterly for eligible expenditures as shown in Borrowers' financial
management reports (FMRs) that link project financial and managgement progress. The
FMRs were designed as a tool to assist Borrowers in managing their projects and would
also serve as a monitoring tool for the Bank against which disbursements would be

4Special accounts are bank accounts held by the PIUs in which deposits of foreign exchange are made by
the World Bank, for the use of the PlUs. The World Bank has requirements on the selection of such banks,
and how such accounts are to be managed. These can be found in the Bank's Disbursement Handbook.



13

approved. . This system, however, will require that borrowers have adequate financial
management and reporting systems and supporting intemal controls. Once these systems
and controls are adequate, LACI can be introduced. For most borrowers in the Region,
this is unlikely within the next one to two years. As a first step, however, the Bank is
requiring that all projects not yet appraised have financial management and reporting
systems in place capable of supporting LACI-type disbursement procedures prior to.
negotiations. A World Bank Financial Management Specialist will participate in project
preparation to advise on appropriate systems. The CPSR can be used to discuss
assistance the Government may need in the area of financial management for World
Bank-financed projects.

34. Accounting & Auditing: . The number of ex-post intemal controls and audits that
PITJs must respond to is still higher than reasonable, even after last year's agreement with
the MoFE to review these requirements and reduce the number, and better define the
scope of such audits. Up until now, most audits required under World Bank projects
have been carried out by the local office of one intemational firm (Amyot). In general,
audits have been submitted in a timely fashion, and have been found to be of acceptable
quality. Beginning in FY99, however, Borrowers are urged to contract these audits with
an intemational auditor (a local office of one of the "Big Six" accounting fims would be
acceptable) in cases of revenue-eaning enterprises.





Joint Action Plan

Republic ofArmenia - World Bank
First Country Portfolio Performance Review

Yerevan, May 21-272, 1997

1. The first County Portfolio Performance Re-vew (CPPR) was held on May 21-22,
1997 in Yerevan. The meeting was chaired by the Deputy Minister of Economy, MLr.
Amen Darbinian and IMr. Vahr2an Nercisiantz, World Bank Resident Representative.
All ministries responsible for World Bank projects and Project Implementation Units
(PIUs) were represented at the meeting. Recommendations of the meeting were
discussed with the Minister of Economy, MVfr. Vabram. Avanessian. A list of paricipants
is attached (Annex 1).

2. The objectives ofthe CPPR were to review overall progress in program
implemen-tation, to identify genrenc and project specific problems a5ecting program
implementation, and to propose possible solutions. Speciically, the CPPR served to: (i)
identfy factors causing implementation delays and actions ne!eded to address them; (ii)
establish an agre-d set of actions and timetables to ftirhr improve ortfolio
performance; (iii) review inst'Lturonal arrangemer-ts for project implemetatrion and
monitoring; (iv) identfy lessons fiom project implementation which should be taken into
account in-the desigm of fru =e projects and in the Counzry Assistance Strategy (CAS);
and (v) establish ajoint supervision and monitoring systxen of pordolio peformance,

3. The meetinz focused on six broad areas: (i) project firnacing; (ii) procurement;
(iii) disbursements; (iv) project implementation arrangments; (v) im-plementation
progress; and (vi) lessons for other projects.

4. A detailed discussicn of the status of poroiblio and country issues is nrovided in
the bac-ground Discussion Paper for the first CPPR, which was distibuted to participnts
ahead of the meetins. Attached to the Discussion Paper were project data sheets on the
eiaht invcstimen-t operations currently under implementation. These data sheets were
reviewed and endorsed by -he ereting. F.ron-line -ollow-up on the actions and issues
identified in the project sheets will be handled by the W'orld BanLk Resident Mission and
the Project Imnplementation Units.

5. The CPPR discussions conrmed the ove:all good portfolio performance, with all
eight inver.s=et projects uder implem=entation ratted satisfactory or highly satisfactory in
terms of meeting their development objectives and of implementation progress. Over the
last three years, project prepaation and implementation capacities in rninisties and PIUs
have improved dramatically. Also, World Bank procurerMent and disbur-sement
proc-edures are well understood and staff from PIUs have been adecuately trained.
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6. Recommendations resulting from th- CPPR discussion were the following:

Improved pro gram monitoring & coordination. All participants welcomed
the CPPR as an opportunity to exchange information and share experienc-s
relating to project implementation. It was agreed T.at joint meetings to
review portfolio performance and, more generaIly, operational issues will be
organized twice a year. In addition, it was agred that the Ministy of
Economy would periodicaly host meetings of all PITUs and responsible
ministries to share best practces and to idenizfy generic issues affecting
program implementation.

* Tirnelv availabilitv of local contributiors. Delays in the payment of local
contibutions have led to a slow-down in the implementation of projects (n
particular Highway and Power Maintenance projects). Although payment
arrears have been cleared for all projects except for the Armenia Social
Invesanent Fund (ASIF), the participants in the meeting supported closer
monitorinc of local contibution payments. It was agr;ed that the Minis-Jy of
Finance and Economy and the World Bank Resident Mission would meet on
a quarterly basis to review budgetary allocations to projects and to ensure that
all expected local contibutions would be filly included in funre government
budget submissions.

* Competition in local procurement Issues are arising in the local procurement
of consulting services and goods. For consulting services, the P1Us and the
MiN.isty of Finance and Economy will share best practiCes and will propose
Liidelines to: (i) ensure that sufEicient competition exists among local
f=nsfindividuals; (ii) develop indicative fee scales; and (iii) claIfy the tax
teatment of contactors under World Bank projects.

Public procuremnteforQ. A draft Public Supply Contzact Regulaton has
been prepazed by the Ministy of Finance and Economy. The meeting
supported the ongoing efforts to ref6im public procurement a-d to streamline
internal controls and audit requirements The World Bank representatives
indicated that they would consider positively The financing of technical
assistanc; to implement the new public procurement regulaiions and to
establish the necessary supervisory bodies. Participants recommended that,
as part of the effort of adopting new public procurement regulations, attention
be Li en to changing the method used to estimate unit costs. The existing
method is based on 1984 Soviet standards (urnt costs are calculated in rubles
and then valued in currenCt dollars using a conversion factor). WMith the
development of competitive stuctures and active markats in lIT counTzies of
the region, the mc-ting recommended that international andlor domestic
market prices be used in the costing of proposals/projects.



7. The following specific actons were agreed:

* By June 1, 1997, the cofinancing agreement concerning the U.S. contributon
to the Power Maintenace project will be signed by thc Ministy of Finace
and Economy;

* By July 1, 1997, the Miaisty of Finance and Economy will inform the World
BZaLk of the proposed payment schedule for the local contnbution to the ASIF
and will ensure that this project is included in fane budget submissions;

* By August 1, 1997, the Ministy of Finance and Economy will have reached
agreement with the Road Directorate on the teatment of contract penalies
that have accumulated due to delays in the payment of Government
contribqtions;

* By September 1, 1997, the Ministry of Finaice and Economy will have
reviewed the existing salary scale among PIU staf and will shaTe with the
Bank recommendatons on establishiig guidelines that w-ould be applied
across projects;

- By October 1, 1997, the Ministy of Finance and Economy will have
reviewed the tax and legal issues associated with the different status of P?Js.



The World BanE 1S18 H Street N.W. t2G2) 477-171
INTERIONA.L BANK FOR RECONSTRUCTION AND DEVELOPMENT Washington. D.C. 20433 Cab;e Address: INTSAeRAD
INTERNATIONAL OEVELCPMEN7 ASSOCIATION U.S.A. Caole Addess: INDEVAS

June 18, 1997

His Excellency Armen Darbinian
Minister of Finance and Economy
Mnistry of Finance and Economy
Yerevan
AIRNENIA

Dear Mr. Darbinian:

First Country Portfolio Performaznce Review

It was a great plcasurt to meet you during may recent; visit to .- r:ienia. I
appreciated the opportunity to discuss with you and your colleagues in Gover-ment the
World BanLk's proposed Country Assistance Strategy for Armenia covering the period
1993-2000. In addition, I very rr.uch benefited Swom the review of the World Bank
financed portfolio in Armenia. In thzt context, please find attached the agreed Action Plan
prepared as a result of these Coun::y Portfolio Performance Review (CPPR) discussions.
For your information, a copy of the discussion paper prepared ahead of the meeting is also
artached.

The CPPR meeting confirm-d that overall performance of the por,folio is very
good and that projects under implem.entation are broadly achieving their objectives. I was
impressed during the discussions with the beneficiary ministries and t1he Project
Lmplementation Units (PITJs) by their strong ownership of the projects and their familiarity
with.World Bank procedures.

I would like to draw your attention to two recommendations of the CPPR. The
fist concerns the timely payment of local contributions to projects financed by the World
Bark. Although, most payment arrears have been cleared (the only exception being the
Social Investment Fund), w- are worried that the payment delays which occurred in 1996
and early 1997 will be repeated. Such delays would slow down the implementation of
existing projects and jeopardize the preparation of new projects. The -second
reco--mnendation concerns the support expressed by the meeting to the oncoing efforts to
reform public procurement and to streamline internal controls and audit requirements.
Moving rapidly towards adopting competitive and transparent public procurement
practices is important to the efficiernt allocation of scarce public resources. In this context,
I would like to reiterate the World Bank's willingness to consider positively the financing
of technical assistance to improve public expenditure management as part of the proposed
Second Structural Adjustment Technical Assistance Credit.

- RA 24SAZ3. 0 WuL 614S U FAX 2) 477.79 1



E-Us ExceIlcncy Armrn Darbinian -2- June IS, 1997

As a result of the merger of the Ministries of Finance and Economy, - would like
you to confir that, World BanLk projects previously under the responsibility of the
Ministry of Economy will now be under the responsibility of the Ministry of Finance and
Economy.

In my new capacity as Countrv Director for Armenia as of July 1, I intend to
follow closely the policies of my predecessor, Mr. Basil Kavalsky. and aim for the
strongest possible partnership between Armenia and the World Bank. I look forward to a
close working relationship with you and your colleagues.

With best wishes in your new assignment,

Yours sincerely,

Judy O'Connor
Project Advisor

Country Department IV
Europe & Central Asia

Attachments



PORTFOLIO TABLES: ARMENIA
Disbursement Status from LOA data of 4/30198

Lo:a- - - :. n :- . - : - - -- - Dis brsement
-Project Name- -- : Amount Eff te CloFing Y94: - FY95 - -FY96 FY97 FY9S TOTAL %

_ ~ ~ ~ ~ ~~~~~~~~~~~~..... .
(SM) ~~~~~~~~~~~~~~~~~~~~Disbursed'

Agricu!ture Reform Supp. 14.5 6198 P 12102 n.a. n.a. n.a. n.a. 0.0 0.0 0%
Earthquake Reconstruction 28.0 4/94 6/97 3.0 9.4 12.0 5.3 n.a. 29.7 106% C
Educaoon 15.0 5198 6102 n.a. n.a. n.a. n.a. 0.0 0.0 0%
Enterpise Development 16.8 4197 7102 n.a. n.a. n.a. 0.1 1.5 1.6 9%
Health 10.0 3/98 6/02 n.a. n.a. n.a. n.a. 0.0 0.0 0%
Highway 1/ 31.0 2/96 12100 n.a. n.a. 1.4 9.3 2.2 12.9 42%
Institution Building 12.0 6193 11197 1.0 2.3 4.1 3.9 -0.5 10.7 90% C
lrrigahon Rehab. 43.0 2/95 6t99 n.a. 4.1 6.7 4.4 3.2 18.6 43%
Power Maintenance 13.7 3/95 7/98 n.a. 0.5 1.9 7.2 2.2 11.7 86%
Rehabilitaton 60.0 3/95 6196 n.a. 63.4 0.9 n.a. n.a. 64.3 107% C
Social Investment Fund 12.0 1/96 6/00 n.a. n.a. 0.7 1.2 3.7 5.6 47%
SAC 60.0 3/96 12197 n.a. n.a. 29.4 29.3 0.0 58.7 98% C
SATAC 3.8 3196 12t98 n.a. n.a. 1.0 0.1 0.5 1.6 43%
SAC 11 60.0 9/97 6/99 n.a. n.a. n.a. n.a. 58.6 58.6 98%
SATAC II 5.0 9197 6199 n.a. n.a. n.a. n.a. 1.0 1.0 20%

Total Armenia: 384.8 4.0 79.7 58.1 60.7 72.4 275.0 71%

(of which Investment) 204.8 4.0 16.3 27.9 31.4 13.8 93.4 46%
(of which Adjustrnent) 180.0 0.0 63.4 30.3 29.3 58.6 181.5 101%

Opening Undisbursed Balance: 12.0 37.0 84.2 109.4 78.6
(of which Investment) 120 37.0 83.3 80.3 78.6
(of which Adjustment) 0.0 0.0 0.9 29.1 0.0

Disbursements As % of Undisbursed Opening Balance 33.6% 215.4% 69.0% 55.5% 92.1%
(of which investment) 33.6% 44.0% 33.4% 39.1% 17.6%

1/ Indudes Armenia Highway Supplemental Credit approved in FY97.

C = Closed
= Not yet effective.

6/12198
Effdelay.xis



ARMENIA PORTFOLIO
Elapsed Time for Effectiveness

-:~~~~~~~~~~~~~~~~~~~~~~~~~~~.. .. ;-. .. .......
Project Name Months to Effectiveness from
.~~~~~~~~~~~~~~~~~~~~.. ..- ....-.{, , ..--.-.;

Agriculture Reform Supp. 3.0 4.5 6.1
Education 3.7 6.3 8.4
Enterprise Development 3.3 4.1 5.5
Health 7.0 8.2 9.5
Highway 1/ 4.5 5.1 7.1
Institution Building 2.3 2.6 4.1
Irrigation Rehab. 2.3 2.6 4.3
Power Maintenance 3.0 3.5 5.4
Social Investment Fund 1.7 1.9 3.5
SAC 0.6 0.7 2.0
SATAC 0.6 0.7 2.0
SAC 2 0.7 0.9 2.3
SATAC 2 0.7 0.9 2.3

Total: 2.6 3.2 4.8

Average in July, 1997: 2.2 2.6 4.8

Average in December, 1996: 2.0 2.4 4.6

1/ Includes Armenia Highway Supplemental credit approved in FY97.



ARMENIA PORTFOLIO
Project Ratings

Loan FY98 Ratings Detailed Ratings'

Project Name Amount Develop... .mpleti. Project Counterpart' Procure- Financial
($ M) Objective Progress Mgt uds ment Covenants.. ., (S M) ' ',, ' ........ b3ect v~~~~~~~~~~~. .. ...... '' 

Agriculture Reform 14.5 S S HS S S n/r

Education 15.0 S S S n/r S n/r

Enterprise Development 16.8 S S S U S n/a

Health 10.0 S S S S S S

Highway 1/ 31.0 S S HS U S U

Institution Building 12.0 S S S' S S n/r

Irrigation Rehab. 43.0 S S HS S S S

Power Maintenance 13.7 S S S U S S

Social Investment Fund 12.0 S S HS S S S

SAC ' 60.0 HS S S n/r S n/r

SATAC 3.8 S S U S S S

SAC II 60.0 S S S n/r S n/r

SATAC II 5.0 S S S S S S

n/r = not rated. n/a = not applicable

1/ Includes Armenia Highway Supplemental Credit approved in FY97.

6/12/98
Effdelav.xls



AGRICULTURE REFORMN SUPPORT PROJECT
Credit No. 30350-AM

Credit Amount: S 14.5 million

Board Date: 01/17/98
Signing Date: 03/11/98
Effectiveness Date: 06/10/98 (planned)
ClosinI Date: 12/31/02

Amount Disbursed: (as of 4/30/98): S 0.0 million

Project Objective and Description: The objectives of the Project are to: (a) support the
development of private sector farming and agroprocessing; (b) improve and expand credit
in the farming sector; and (c) increase the efficiency of providing agricultural services
relating to research, education, information and extension. Specifically, the project will
provide: (i) loans for worling capital and investinents to small, rural farms and
businesses; (ii) agribusiness training and technical assistance in project finance to private
agricultural processing and marketing enterprises to assist them in post-privatization
restructuring; and (iii) the initiation of the restructuring of public services in the
agricultural sector by focusing on research and extension involving small farmers.

Proaress/Issues on Development Objective: This project has not been made effective.
It was recently approved by the Armenian Constitutional Court, but has not been sent to
the Presidential Administration for consideration and forwarding to the Parliament for
consideration.

Implementation Progress/Issues: The main pending institutional issues which w1ill
impact the pace and success of KRSP implementation include: (a) resolving the legal
status of the PIU and beneficiaries under the project; and, (b) the timely contracting of the
local consultants who are to assist the Executive Directorate of the Agricultural Research
Council in priority setting and elaboratiorn of arrangements to integrate agricultural
research, education, and extension.

A*er lengthy discussions with the Ministry of Finance and Economy and the
Foreign Aid Coordination Center by an IDA mission in April, it was agreed that the PIU
Would be registered as a closed joint stock company with the Agribusiness Development
Center as a sub-section of the PIFU. In addition, the Agricultural Support Centers would
be registered as daughter enterprises of the PIFU. Both of these arrangements would allow
the policy of the GOA to be followed regarding registration of PIUs as closed joint stock
companies, and would also permit the agreements on disbursement procedures and
eligibility of payment categories to be adhered to as finalized in the Development Credit

d ~~ -. ' , ,__t - th T) T T __t ..- - - 1. A -



will continue to be paid directly by the PIU; the Agricultural Support Centers (once
legally registered) will open local accounts to which the IDA share of their monthly
operational costs will be transferred each month.

Regarding staffing of the Executive Directorate of the Agricultural Research
Council, the consultant positions were advertised in March, and the selection process was
completed in early April for the main positions (Director, two Deputy Directors, and two
agricultural institutions specialists). The approval of these selected candidates is awaitincg
decision by the Project Management Board. The April mission strongly recomm,ended
that the selections of this open selection process be confirmed as quickly as possible. The
agenda for the Executive Directorate of the Agricultural Research Council is already
quite full and even though Parliamentary approval of the ARSP is expected to be decided
only in early June, failure to get the Executive Directorate established immediately will
delay restructuring of the agricultural research system by as much as a year.



EDUCATION FINANCING AND MIANAGEMIENT REFORMN PROJECT
Credit No. 30070-KMv1

Credit Arnount: S15.0 million

Board Date: 11/20/97
Si nins Date: 02/04/98
Effectiveness Date: 05/27/98
Closinz Date: 06/30/02

Amount Disbursed: (as of 4/30/98): S 0.0 million

Project Objective and Description: The project will support implementation of the
government's strategy for reform of general education, through introduction of a
financially sustainable system of textbook provision, and through training and TA to
support the planning, piloting and implementation of financing and management reforms.
The objectives of the Textbook Component are: (a) to improve the quality of, and reduce
the costs of, school textbooks and teachers' manuals; (b) to ensure that all pupils have
access to required textbooks for the core curriculum; (c) to establish the basis for a
sustainable, demand-driven system of financing school textbooks; and (d) to achieve full
cost recovery of textbooks within four years, except for the poorest groups. The
objectives of the Capacity Building for Reform Management Component are: (a) to
establish processes and incentives to increase efficiency in the allocation of resources
within general education; (b) to give schools the flexibility, and build their capacity, for
effective management of their own resources, while promoting community and parental
participation in school funding and management; and (c) to improve capacity for
assessment and monitoring of school performance.

Progress/Issues on Development Objective: As the project just became effective, it is
too early to assess progress on meeting objectives, with the exception of the textbook
component which has been piloted under the PPF. The pilot has revealed strong support
by all stakeholder groups for the school-based revolving fund system and good prospects
for achieving long term financial sustainabilitv.

Implementation Progress/Issues: The PMU and the Ministry's two working groups have
work-ed extremely hard and effectively over the last year, making substantial progress in
introduction of the new textbook system and in development of rationalization plans. In
the last four months, however, serious delays have occurred: in project effectiveness; in
awvard of contracts for textbook purchase; in evaluation of bids for T4A for the textbook
component; in procurement of other TA. The delays have been due in part to the timina
of the Presidential elections and change in goverrnent, but also to new bureaucratic
procedures related to project administration which are adding greatly to the wvork-load of



international participation in the publishers' competitions has also contributed to the delay

in signing the textbook contracts; measures are being discussed to address some of the

valid concerns in next year's competition. Confirmationlclarification of the policy for
school-based management will be essential for successful implementation of the Capacity

Building Component; however, little progress has been made on this front and efforts
have not been followed through to pilot the proposed new status for per-pupil-funded
schools.



ENTERPRISE DEVELOPMENT PROJECT
Credit No. N0060-AM

Credit Amount: $16.8 million

Board Date: 12/19/96
Sicning Date: 01/1 3/97
Effectiveness Date: 04/21/97
Closing Date: 07/01/02

Amount Disbursed: (as of 4/30/98): S 1.6 million

Project Objective and Description: The aim of the project is to increase the viability
and bankability of Armenian companies through improved planning and development of
export links and joint venture deals to enhance investment, imports, exports and
technology; and, to strengthen the lending capacity of the banking system, especially for
export-oriented projects, and to provide term finance for investment by private
enterprises. The project's objectives are: (i) to assist in financing such productive
facilities and resources in the Republic of Armenia as will contribute to the economic and
social development of the country, (ii) to strengthen cornmercial banks and other
financial institutions and the capital market, and (iii) to strengthen investment and export
market development capacity of private enterprises.

Progress/Issues on Development Objective: The main part of the project, the line of
credit, is proceeding satisfactorily. Commitments on subprojects comprise about 20% of
the credit line. Nine "no-objections" have been given for subloans, and six banks have
been accredited. In addition, there is a good applications pipeline. The BAC (Banking
Advisory Center) has performed satisfactorily and has worked with 10 banks, assisting
the accreditation process. The ESF (Enterprise Stipport Fund) component of the EDP
will be housed in the recently established ADA (Armenian Development Agency). There
are currently, however, negotiations regarding the ESF between' the Ministry of Industry
and Trade and the Ministry of Finance and Economy regarding possible re-allocation of
partial ESF finds. The Prime Minister will soon take a decision on this matter, as
promised to the mission currently in the field, by Friday, May 29.

Implementation Progress/Issues: An ongoing problem remains between the sub-
borrowers and their contractors abroad. As the contractors are generally unwilling to ship
their goods to the enterprises without paymnent upfront (and they are seemingly not
accepting letters of credit from Armenian cornmercial banks), enterprises are oftentimes
taking out bridging loans (at very high interest rates) to cover the costs. The FFMPC (the
PMU) cannot under normal disbursement rules advance funds from the Special Account
to cover these costs. At the same time neither the Midland-Armenia Bank nor the CBA



have the experience to deal with imnportation under the Bank's special account

arrangements. However, a number of solutions have been discussed with the FFPMC

which allow some immediate disbursements, while the transfer of the special account to a

foreign bank with experience in utilizing Bank special accounts is expected to resolve the
problem in general.

Environmental Assessments: There have been problems regarding the environmental
assessments which are being conducted by the Agency of Environmental Assessments.

Although the agency charges a fee for the assessments, it seems that they do not have the
capacity and expertise to properly conduct or oversee the assessments. This has been

evidenced by several assessments already completed. In the interim each subproject
receives a short environmental report highlighting possible adverse impacts, which is

included in the appraisal summary.



HEALTH FINANCING AND PRIMARY
HEALTH CARE DEVELOPMENT PROJECT

Credit No. 29790-AM

Credit Amount: $10.0 million

Board Date: 07/29/97
Sionins Date: 09/02/97
Effectiveness Date: 03/31/98
Closing Date: 06/30/02

Amount Disbursed: (as of 4/30/98): $ 0.0 million

Project Objective and Description: The project supports the implementation of

Armenia's health financing and primary health care reform. The project objectives are to:
(i) improve quality and efficiency of primary health care through training and retraining
of primary health care staff, introduction of practice guidelines and improving the
infrastructure and equipment in selected PHC facilities; (ii) improve efficiency,
transparency and targeting of public health spending by introducing basic benefits
package, performance based provider payment methods and modern financial
management; and, (iii) mobilize communities to take an active role in defining local
health carepriorities and sustaining basic health care services.

Progress/Issues on Development Objective: The development objectives of the project
remain highly relevant. No major shift in the health sector strategy is expected.
Indicators measuring progress towards meeting its development objectives were
discussed with the PMU and generally accepted. In its Project Progress Report for the
period ending June 30, 1998, the PMU is expected to (i) make some suggestions on
revising the indicators; (ii) indicate when Bank assistance would be required to measure
some of the indicators; and (iii). collect the baseline data of the indicators also explaining
from where the data is taken and who specifically will be responsible for monitoring their

progress.

Implementation Progress/Issues: The Credit was declared effective on March 31, 1998
(delayed from December 1997 due to parliamentary consideration of the Project and then
the Presidential elections). Because the Minister of Health was re-appointed conditions
are currently very favorable for successful start of project implementation.

Health Care Financing Component: The Director the State Health Agency (SHA) has
been appointed and a site selected. The civil works should be completed in
approximately six months. The Director of the SHA has been provided temporary office

space in order to begin operating. Most of the required technical assistance under the
component will be financed by the Dutch government on a grant basis. We have been



informed by the Dutch Embassy in Moscow that they have approved the funding of $1.5
million in technical assistance for the joint Annenia/Georgia Health Financing Project
over a period of two years. TNO Prevention and Health will be directly contracted to
provide this assistance. A planning session was held in Armenia with Georgian
representation in Apil. This will be followed by a workshop in Georgia in June.

Primarv Health Care Component: The first task will be to issue an RFP for training of
general practice physicians and nurses, curricula and PHC guidelines- development. A
draft of these TORs have been reviewed and comments provided. A revised TOR and
shortlist are currently with the Bank for consideration. The team discussed how to
prepare good terms of reference and how to manage consultants. The PHCDP manual
was revised and approved as a condition of effectiveness. It was agreed that a cap of
US$200,000 would be placed on proposals from polyclinics. During the first year, the
equivalent of 10 microprojects will be piloted in Yerevan and Ararat marz. A new
PHCDP manager has been selected and the PHCDP team (promotion, appraisal,
evaluation) has been recruited with the Bank's no objection. The Ministry of Health must
issue the statement of family practitioners before training of family practitioners can
begin and before the PCHDP Conmuittee can adopt the operational manual.

Proiect Manasement: The PMU has moved into its new office space. Urgently needed
equipment and furniture was purchased with remaining PHRD funds prior to
effectiveness. It is very likely that the PMvU will require additional space as the PHCDP
and other project activities grow. The mission suggests that nearby space in the Ministry
be allocated to the project as it becomes available.

The procurement plan was reviewed and updated and the schedule of procurement
of works and equipment was reconciled. Discussions were also held wvith the PMIJ
computer experts to review the Bank's guidelines for procurement of computer
equipment. Some concem was expressed with the annual procurement of medical
equipment and drugs for the PHCDP and it was suggested that these items be procured
more -frequently in order to avoid problems with storage and delay delivery to recipients.
The PMU will discuss the issue further with UNICEF.

Project reporting requirements have been discussed. It was agreed that progress
reports would be semi-annual, rather than quarterly, as is indicated in the credit
agreement. The monitoring and evaluation indicators which will be included in the
progress report were also discussed and agreed upon.

At this stage of project implementation, there are no serious problems affecting
implementation. Issues which might potentially delay implementation include likely
difficulties resulting from (i) the need to hire qualified staff for the management positions
of the SHA at a civil servant salary scale; and (ii) the organization of PHC facilities in
accordance with entirely new principles under the PHCDP.



IRRIGATION REHABILITATION PROJECT
Credit No. 26670-AM

Credit Amount: $43.0 million

Board Date: 12/08/94
Simninz Date: 12/16/94
Effectiveness Date: 02/23/95
Closing Date: 06/30/99

Amount Disbursed: (as of 4/30/98): $ 18.6 million

Project Objective and Description: To assist Armrenia in maintaining the level of
irrigated agricultural production, improve the country's water resources management, and
accelerate the development of water distribution institutions and support facilities needed
for a market-based privatized agriculture.

Progress/Issues on Development Objective: (A) Water Resources Management -
newest monitoring indicators are for 1997, and show: (1) increase in water delivery; (2)
overall expenditure on 0 & M in the project area is relatively stable, but still indicates
insufficient expenditure on maintenance, as 90% of the USD 7.5 million goes for energy
expenses; (3) cost recovery of 0 & M indicates that collections as compared to total costs
is about 45% (or only 25% if only cash collections are considered).

(B) Development of Water Distribution Institutions - progress to date has been better
than originally targeted for the third year of project implementation: (1) 73 WUAs
formed in project area and 14,560 hectares of total project area covered by these WUA's;
(2) 6 W`UA's to whom management of 0 & M for tertiary canals has been successfully
transferred from OME, and 648 hectares covered-by these transferred tertiary canals.

Implementation Progress/Issues: Expenditure on maintenance of Armenia's irrigation
systems is inadequate to permit timely and satisfactory delivery of water to farmers and to
guarantee the long term sustainability of structures following rehabilitation. Another
major shortcoming is OME's current inability to properly plan and monitor its activities.
However, with the introduction of appropriate policy and institutional measures
recomnmended below, it should be possible for OME to improve its management capacity,
operate the irrigation systems efficiently and to cover its expenses. This transformation
will be conditional on OME's ability to assess and collect water charges in excess of
current levels. In this regard, a financial recovery plan was prepared with OME and the
PIU during April-November 1997 and agreed on with the Ministry of Agriculture. The
plan foresees a gradual increase over four years of OME's average water charge from



HIGHWAY PROJECT
Credit Nos. 27760-AiM and

27761-AMI

Credit Amount: $31.0 million

Board Date: 09/14/95
Sizninm Date: 10/02/95
Effectiveness Date: 02/14/96
Closinz Date: 12/31/00 (revised)

Amount Disbursed: (as of 4/30/98): S 12.9 million

Project Objective and Description: The project finances an expanded proga of
periodic highway maintenance, repair of selected bridges and tunnels, provide materials
for routine road maintenance, provide modem road maintenance equipment, and
institutional strengthening of the Armenia Road Directorate. The Development
Objectives are to: (i) help preserve the Armenian national road network and reduce
transport operating costs by expanding maintenance operations; (ii) help develop an
institutional framework adapted to the requirements of the road sector of a market
economy; (iii) expand the resource base for road maintenance by encouraging appropnate
road user charges; (iv) assist in developing an effective private road construction and
engineering industry; and (v) improve road safety.

Progress/Issues on Development Objective: Good progress is being made in meeting
all of the development objectives except (iii). Institutional strengthening and developing
the private construction industry have been excellent, periodic maintenance is proceeding
on schedule, and a Road Safety Plan has been prepared. A seminar was held in Yerevan
on road user charges and road funds, which was well received and resulted in the
enactment of charges for heavy and transit vehicles. However, the level of road user
charges is still much too low to provide a level of financial support needed to sustain the
road network.

Implementation Progress/Issues: Implementation is proceeding well on all fronts
except for the availability of counterpart funding and ARD budget financing, where-the
Ministry of Finance is continually behind in meeting its commitments. This has resulted
in delays in paying contractors, and in funding for routine maintenance.



AGRICULTURE REFORM SUPPORT PROJECT
Credit No. 30350-AM

Credit Amount: $14.5 million

Board Date: 01/17/98
Si=ning Date: 03/12/98
Effectiveness Date: 06/10/98 (planned)
Closing Date: 12/31/02

Amount Disbursed: (as of 4/30/98): $ 0.0 million

Project Objective and Description: The objectives of the Project are to: (a) support the
development of private sector farming and agroprocessing; (b) improve and expand credit
in the farming sector; and (c) increase the efficiency of providing agricultural services
relating to research, education, information and extension. Specifically, the project will
provide: (i) loans for working capital and investmnents to small, rural farms and
businesses; (ii) agribusiness training and technical assistance in project finance to private
agricultural processing and marketing enterprises to assist them in post-privatization
restructuring; and (iii) the initiation of the restructuring of public services in the
agricultural sector by focusing on research and extension involving small farmers.

Prog,ress/Issues on Development Objective: This project has not been made effective.
It was recently approved by the Armenian Constitutional Court, but has not been sent to
the Presidential Administration for consideration and forwarding to the Parliament for
consideration.

Implementation Progress/Issues: The main pending institutional issues which will
impact the pace and success of ARSP implementation include: (a) resolving the legal
status of the PIU and beneficiaries under the project; and, (b) the timely contracting of the
local consultants who are to assist the Executive Directorate of the Agricultural Research
Council in priority setting and elaboration of arrangements to integrate agricultural
research, education, and extension.

After lengthy discussions with the Ministry of Finance and Economy and the
Foreign Aid Coordination Center by an IDA mission in April, it was agreed that the PIU
would be registered as a closed joint stock company with the Agribusiness Development
Center as a sub-section of the PITU. In addition, the Agricultural Support Centers would
be registered as daughter enterprises of the PIU. Both of these arrangements would allow
the policy of the GOA to be followed regarding registration of PIUs as closed joint stock
companies, and would also permit the agreements on disbursement procedures and
eligibility of payment categories to be adhered to as finalized in the Development Credit
Agreement for the ARSP. Local consultants to the Agribusiness Development Center



will continue to be paid directly by the PIU; the Agricultural Support Centers (once
legally registered) will open local accounts to which the IDA share of their monthly
operational costs will be transferred each month.

Regarding staffing of the Executive Directorate of the Agricultural Research
Council, the consultant positions were advertised in March, and the selection process was
completed in early April for the main positions (Director, two Deputy Directors, and two
agricultural institutions specialists). The approval of these selected candidates is awaiting
decision by the Project Management Board. The April mission strongly recommended
that the selections of this open selection process be confirmed as quickly as possible. The
agenda for the Executive Directorate of the Agricultural Research Council is already
quite full and even though Parliamentary approval of the ARSP is expected to be decided
only in early June, failure to get the Executive Directorate established immediately will
delay restructuring of the agricultural research system by as much as a year.



EDUCATION FINANCING AND MANAGEMENT REFORM PROJECT
Credit No. 30070-AM

Credit Amount: $15.0 million

Board Date: 11/20/97
Sioning Date: 02/04/98
Effectiveness Date: 05/27/98
Closing Date: 06/30/02

Amount Disbursed: (as of 4/30/98): $ 0:0 million

Project Objective and Description: The project will support implementation of the
government's strategy for reform of general education, through introduction of a
financially sustainable system of textbook provision, and through training and TA to
support the planning, piloting and implementation of financing and management reforms.
The objectives of the Textbook Component are: (a) to improve the quality of, and reduce
the costs of, school textbooks and teachers' manuals; (b) to ensure that all pupils have
access to required textbooks for the core curriculum; (c) to establish the basis for a
sustainable, demand-driven system of financing school textbooks; and (d) to achieve full
cost recovery of textbooks within four years, except for the poorest groups. The
objectives of the Capacity Building for Reform Management Component are: (a) to
establish processes and incentives to increase efficiency in the allocation of resources
within general education; (b) to give schools the flexibility, and build their capacity, for
effective management of their own resources, while promoting community and parental
participation in school funding and management; and (c) to improve capacity for
assessment and monitoring of school performance.

Progress/Issues on Development Objective: As the project just became effective, it is
too early to assess progress on meeting objectives, with the exception of the textbook
component which has been piloted under the PPF. The pilot has revealed strong support
by all stakeholder groups for the school-based revolving fund system and good prospects
for achieving long term financial sustainability.

Implementation Progress/Issues: The PMU and the Ministry's two working groups have
worked extremely hard and effectively over the last year, making substantial progress in
introduction of the new textbook system and in development of rationalization plans. In
the last four months, however, serious delays have occurred: in project effectiveness; in
award of contracts for textbook purchase; in evaluation of bids for TA for the textbook
component; in procurement of other TA. The delays have been due in part to the timing
of the Presidential elections and change in government, but also to new bureaucratic
procedures related to project administration which are adding greatly to the workload of
the PMU and are delaying procurement and other decisions. Opposition by local firms to



HIGHWAY PROJECT
Credit Nos. 27760-AM and

2776 1-ANI

Credit Amount: S3 1.0 million

Board Date: 09/14/95
Si-nins Date: 10/02/95
Effectiveness Date: 02/14/96
Closinz Date: 12/31/00 (revised)

Amount Disbursed: (as of 4/30/98): S 12.9 million

Project Objective and Description: The project finances an expanded program of
periodic highway maintenance, repair of selected bridges and tunnels, provide materials
for routine road maintenance, provide modem road maintenance equipment, and
institutional strengthening of the Armenia Road Directorate. The Development
Objectives are to: (i) help preserve the Armenian national road network and reduce
transport operating costs by expanding maintenance operations; (ii) help develop an
institutional framework adapted to the requirements of the road sector of a market
economy; (iii) expand the resource base for road maintenance by encouraging appropriate
road user charges; (iv) assist in developing an effective private road construction and
engineering industry; and (v) improve road safety.

Progress/Issues on Development Objective: Good progress is being made in meeting
all of the development objectives except (iii). Institutional strengthening and developing
the private construction industry have been excellent, periodic maintenance is proceeding
on schedule, and a Road Safety Plan has been prepared. A seminar was held in Yerevan
on road user charges and road funds, which was well received and resulted in the
enactment of charges for heavy and transit vehicles. However, the level of road user
charges is still much too low to provide a level of financial support needed to sustain the
road network.

Implementation Progress/Issues: Implementation is proceeding well on all fronts
except for the availability of counterpart funding and ARD budget financing, where the
Ministry of Finance is continually behind in meeting its commitments. This has resulted
in delays in paying contractors, and in funding for routime maintenance.



IRRIGATION REHABILITATION PROJECT
Credit No. 26670-ANI

Credit Amount: $43.0 million

Board Date: 12/08/94
Sirniine Date: 12/16/94
Effectiveness Date: 02/23/95
Closing Date: 06/30/99

Amount Disbursed: (as of 4/30/98): s 18.6 million

Project Objective and Description: To assist Armenia in maintaining the level of
irriiated agricultural production, improve the country's water resources management, and
accelerate the development of water distribution institutions and support facilities needed
for a market-based privatized agriculture.

Progress/Issues on Development Objective: (A) Water Resources Management -
newest monitoring indicators are for 1997, and show: (1) increase in water delivery; (2)
overall expenditure on 0 & M in the project area is relatively stable, but still indicates
insufficient expenditure on maintenance, as 90% of the USD 7.5 million goes for energy
expenses; (3) cost recovery of 0 & M indicates that collections as compared to total costs
is about 45% (or only 25% if only cash collections are considered).

(B) Development of Water Distribution Institutions - progress to date has been better
than originally targeted for the third year of project implementation: (1) 73 WUAs
formed in project area and 14,560 hectares of total project area covered by these WlJA's;
(2) 6 WUA's to whom management of 0 & M for tertiary canals has been successfully
transferred from OME, and 648 hectares covered, by these transferred tertiary canals.

Implementation Progress/Issues: Expenditure on maintenance of Armenia's irrigation
systems is inadequate to permit timely and satisfactory delivery of water to farrmers and to
guarantee the long term sustainability of structures following rehabilitation. Another
major shortcoming is OME's current inability to properly plan and monitor its activities.
However, with the introduction of appropriate policy and institutional measures
recommended below, it should be possible for OME to improve its management capacity,
operate the irrigation systems efficiently and to cover its expenses. This transformation
will be conditional on OME's ability to assess and collect water charges in excess of
current levels. In this regard, a financial recovery plan was prepared with OME and the
PIU during April-November 1997 and agreed on with the Ministry of Agriculture. The
plan foresees a gradual increase over four years of OME's average water charge from



2.95 dram/m3 to 6 drams/m3. The first increase was due to take place this year with an
increase from 2.95 to 3.8 dram/m3.

However, this step was delayed, and in fact an altemative measure was adopted in
March 1998. The national budget allocated $8 million to OME to cover virtually all the
expected energy costs for 1998 associated with the irrigation system. As a consequence,
the OME water charge was decreased to 1.9 dram/m3. This rate will likely not generate
sufficient revenue to cover non-energy related operation costs and support substantially
more maintenance than has been done annually in the recent past. In addition, the
lowering of the rate creates a risky situation for OME and for future annual national
budgets. Water users will now expect to pay a lower rate in future than agreed under the
OME financial recovery plan. But this will entail diverting budget revenue to subsidize
water consumption and perpetuate uneconomic use of water in areas of high cost water
supply (where pumping exceeds 80 meters). As a result, IDA recomrnmends that the goals
of the financial recovery plan for OME be widely discussed within the Government of
ArTnenia, with the goal of adopting a multi-year cost-recovery plan at the level of the
Cabinet.



POWER MILUNTENANCE PROJECT
Credit No. 26660-AiM

Credit Amount: S13.7 million

Board Date: 12/08/94
Sianinq Date: 12/23/94
Effectiveness Date: 03/23/95
Closing Date: 07/31/98

Amount Disbursed: (as of 4/30/98): 5 11.7 million

Project Objective and Description: The project consists of: (i) maintenance of two
existing 200 MW thernal units at the Hrazdan Power Plant, one 150-MW thermal unit at
the Yerevan Power Plant, and provision and installation of spare parts and materials for
the critical maintenance of selected hydro power plants on the Sevan-Hrazdan Cascade,
including rehabilitation of two units at Gyumush Power Plant. The objectives of the
project are to: (i) arrest and reverse the deterioration of three thermal generation units
and three hydro power generation units, and improve their availability (reduce
unscheduled down-time); and (ii) strengthen the electricity load management and
dispatch capability of the national dispatch center and arrest the further deterioration of
the electricity distribution system.

Proaress/Issues on Development Objective: The maintenance investments under the
project have helped improve the quality and reliability of electricity supply and arrested
and reversed the further deterioration of the generation units included in the project.

Implementation Progress/Issues: Deliveries of equipment financed by the project
began in August 1996. Two thermal units at I{razdan Thermal Power Plant have been
rehabilitated and are operating and producing 200 MW of power each. The stator
windings and batteries were installed in one unit at Kanaker Hydro Power Plant, and the
unit was put back into operation in December 1997, and is producing 12.5 MW: Unit No.
5 of the Yerevan Thermal Power Plant was overhauled from June 1997 to October 1997,
and is now back in operation, producing 50 MW. The repairs to additional units at
Yerevan Thermal Plant are scheduled for spring/summer 1998. Stator windings for Unit
4 at Gyumush Hydro Power Plant were installed in early 1998, and Unit 4 is now
undergoing testing. Work on Unit 3 began in spring 1998. Some communications
equipment has been provided to strengthen the transmission and dispatch capacity.

This project has required an unusual number of letters of credit/special
commitments for the various suppliers of goods. It is essential that in this final phase of



the project, the Special Account remain with the Bank of New York, so that letters of

credit can be processed quickly.

The closing, date for the project is July 31, 1998, but an extension is being
requested to allow one additional season for installation of goods now being procured by

the project. It is envisaged that the credit will close on January 31, 1999.

Counterpart Funds: The lack of counterpart funds has been a problem from the beginning

of the project. It was initially envisaged that Armenergo, the beneficiary, would provide
installation services for the equipment financed under the Project as part of its local

contribution. The central government has budgeted funds in its annual budget to cover
part of the local costs, but frequently these funds have come late, and for less than the

expected amount. The PIU estimates that 1998 counterpart funding requirements are as

follows: (i) 92.82 million Armenian drams for installation in 1998; and (ii) 180.29
million Armenian drams for installation done in previous years and not yet paid.



SOCIAL INVESTMIENT FUND
Credit No. 27840-AM

Credit Amount: 512.0 million

Board Date: 11/09/95
Signin= Date: 11/15/95
Effectiveness Date: 01/05/96
Closing Date: 06/30/00

Amount Disbursed: (as of 4/30/98): $ 5.6 million

Project Objective and Description: The ASIF aims to support the lower income groups
among the Armenian population through improvement of basic social services and
creation of employment opportunities. The primary objective is to: (a) rehabilitate basic
small-scale infrastructure that can result in immediate improvements of the living
conditions of the poorest among the population; (b) strengthen the capacity of private
small-scale contractors and other micro-businesses so that they can benefit directly or
indirectly from contracts financed by the ASIF; (c) generate employment through
financing of labor-intensive public works; and (d) build greater capacity for policy
makers to monitor and analyze trends in the level and structure of poverty in Armenia.

Progress/Issues on Development Objective: As of April 7, 1998 the ASIF received 485
microproject proposals, 212 microprojects were approved, 133 are under implementation,
and 79 have been completed. Approximately 250,000 community members have
benefited. The majority of microprojects involve small-scale school rehabilitation and
water pipeline connection projects, and have benefited poor communities in the Northem
and Southern regions of Armenia. The works have been carried out by private small-
scale contractors (mostly new), generating emplGyment in small communities. All
projects involve.the participation of local communities who propose, design and manage
the projects. Assessments conducted have shown that communities benefiting perceive
high performance and dedication of the ASIF and revealed that the project has had a
tremendous positive impact on communities. This is primarily the result of ASIF's
demand-driven approach in responding to the community's perceived priorities.

Implementation Progress/Issues: While good progress is noted under the ASIF, a
number of recurring implementation constraints were observed during the Mid-Term
review Mission in April of 1998, including: (i) the ASIF is not reaching its institution
building goal -- creation of an agency to be viable vehicle for future co=munity
development. There is a need to strengthen capacity building measures used to improve
the ability of commnunity groups to organize and manage their own activities, particularly
for the critical areas of operations and maintenance; (ii) there is limited attention given to



the poverty alleviation objective during microproject promotion and appraisal; (iii) there
is limited ASIF involvement in the transfer of responsibility to microproject conmmittees
for microproject implementation. Recommendations were made and agreements were
reached for improving these critical areas.

Matching Fund Activities: In January of 1998, the first agreement was signed with
Aznavour pour l"Armenie (APA). Good results encouraged other donors and NGOs to
collaborate. Other ASIF cofinancing agreements followed: Medecins sans
Frontieres/Belgium, Norwegian Refugee Council and Tekeyan Cultural Association.
Microproject cofinancing agreements with these total USS37,529. Matching fund
pledges received total USSI.3 million. One rnillion dollars was raised at the charitable
concert by Charles Aznavout in Paris in January, 1998 and is expected to be transferred
as a matching fund contribution for the rehabilitation of schools in Armenia. ASIF now
plans to talks with Armenian-based organizations including the Lincy Foundation, the
Armenia General Benevolent Union, and the Catholic Relief Services.

Borrower Contributions: To date total expenditures under the Borrower contribution are
in the amount of US$40,000. No replenishment to the project account has been made, so
the Borrower is behind in compliance with the Credit Agreement. This was discussed
with the Deputy Minister of Finance and Economy during the April mission. He
confirmed that the 1998 Government budget includes allocations for borrower
contribution under the ASIF. The mission was assured a timetable would be prepared for
depositing the overdue contributions and the first deposit will be made in May of 1998.

Proiect iManasement Issues: Disbursements are below the estimated cumulative
disbursement forecast for 1997 (USS6.6). There are several explanations: (i) significant
early delays involving the replenishment of the second tranche of the Dutch Grant
account; (ii) the Accounting Unit's involvement in several audits conducted by the
National Assembly, the Control Department of the Armenian Government, the Central
Board for Fiscal Control of the Ministry of Finance and Economy, the Tax Inspectorate
of the Republic of Armenia and KPMG. These audits were conducted simultaneously at
the ASIF Office over a six month period, which ;esulted in significant delays in the
processing of payments in the Accountincg Unit; (iii) delays (15 to 20 days) in the Bank's
processing of Withdrawal Application forms; (iv) increasing delays of microprojects
approvals by the ASIF Board (10 days on average but some up to two months).- In
addition, all irrigation projects regardless of the size have to be approved by the Board,
causing significant delays in the processing of irrigation projects; and (v) administrative
complexity involving the administration of contracts under cost-sharing arrangements.

To facilitate procurement reviews by the Bank and accelerate the implementation of
microprojects, the prior review arrangements under the project were revised increasing
the prior review thresholds for microproject review, civil service works contracts and
disbursement based on SOEs for civil works projects to USS100,000. To facilitate
further the implementation of microprojects, the threshold for Board review will also
need to be revised in the project's Operational Manual from USS50,000 to USS100,000.



STRUCTURAL ADJUSTMENT TECHNICAL ASSISTANCE CREDIT
Credit No. 28250-ANM

Credit Amount: S3.8 million

Board Date: 02/29/96
Signinz Date: 0O/04/96
Effectiveness Date: 03/22/96
Closing Date: 12/3 1/98 (revised)

Amount Disbursed: (as of 4/30/98): S 1.6 million

Project Objective and Description: The primary objective is to support the
implementation of the Government's reform program to stabilize the economy and create
the conditions for a resumption of growth and an improvement in living standards. The
project supports the implementation of reform measures included in the SAC. Technical
assistance is focused on four key areas: privatization and post-privatization, financial
sector restructuring, civil service reform, and resource mobilization.

Progress/Issues on Development Objective: Implementation of the reform program has
been satisfactory. The technical assistance is aimed at facilitatina implementation of key
reform measures, for instance in the areas of privatization and improved financial
discipline in the enterprise sector. Delays in developing a civil service reform strategy
have occurred and the resource mobilization component is currently being reviewed. At
this time, the development objective rating is only marginally satisfactory. Most project
activities, however, are now being awarded, and work is being initiated over the next few
months.

Implementation Progress/Issues: Due to delays in implementation, the closing date
was extended by one year, to December 31, 1998. Under the Customs Enforcement
component work had been at a standstill due to management changes in the Customs
Department; a new Director has recently been appointed and work is expected to
recommence in the next month. The firm PADCO has completed work on the financial
analysis in the water sector. Work is ongoing on drafting the legal framework for the
establishment of the Energy Regulatory Commission. A review of TA needs in the area
of public sector reform is underway, with recommendations due to the Bank by end-June.
At the request of the government, the special account for this project was recently moved
to the Central Bank of Armenia, on a pilot basis.



STRUCTURAL ADJUSTMENT TECHNICAL ASSISTANCE CREDIT II
Credit No. 29810-ANM

Credit Amount: $5.0 million

Board Date: 08/26/97
Si-ning Date: 09/02/97
Effectiveness Date: 09/22/97
Closing Date: 06/30/99

Amount Disbursed: (as of 4/30/98): $ 1.0 million

Project Objective and Description: The project supports the implementation of reform
measures included in SAC II. Technical assistance is focusing on eight key areas:
privatization, capital markets and the financial sector, energy sector, social protection,
health and education, resource mobilization, public information, and judicial sector
reforms.

Progress/Issues on Development Objective: Implementation of the reform program is
generally strong, with the second tranche of SAC II released end-December, 1997.

Implementation Progress/Issues: The following activities under the credit are being
launched: (i) introduction of IAS transaction accounting - local consultants working; (i)
public information - stratecy has been approved and budget and staffing has been
reviewed by the Bank and a no objection issued; (iii) pension pillar assignment and
pension reform strategy under the social protection component - work is ongoing; (iv)
introduction of IAS in power sector companies -proposal pending from.the Ministry of
Enegy; (v) health facilities restructuring strategy - contract negotiated, Bank's no
objection pending. The capital markets compon,ent is on hold pending discussions with
USAID. Additionally, assistance for the Establishment of a National Depository
Institution component is dependent on the USAED program which may cover this
component. At the request of the government, the special account for this project was
recently moved to the Central Bank of Armenia, on a pilot basis.


