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OVERVIEW

1. What are the key recent developments affecting doing
business in your jurisdiction?

Armenia's "velvet revolution" change of government in 2018
brought significant changes to all aspects of life in the country,
including doing business. The change of government was followed
by adoption of a number of new laws and implementation of new
policies and practices.

One of the main changes brought by the new government was the
Law on Confiscation of Illegal Property, which sets out processes for
confiscating property acquired through illegal channels or illegal
means. Confiscation is conducted by a civil court, with a lower
burden of proof than in criminal processes. The process is directed
at the illegal property rather than at the owner, and a bona fide
owner is only protected in limited cases. Before commencing
business relationships, acquiring a property or structuring a
business in Armenia, investors should carry out extended due
diligence to ensure that the business or property will not be affected
by the implications of this law. However, there is no court practice as
yet and so the real impact will only be possible to evaluate in several
years' time.

The business environment was also affected by the 2019 novel
coronavirus disease (COVID-19) outbreak. As throughout the world,
businesses have had to face risks related to increased digital
operations, including compliance with applicable employment laws
in relation to proxy working and work supervision.

On 27 September 2020, Azerbaijan began intense shelling in the
disputed territory of Nagorno-Karabakh, which has resulted in
escalation of an active war between Azerbaijan and the self-
proclaimed Republic of Artsakh, with certain incidents occurring in
Armenia. All three countries have enacted martial law, which
imposes certain limitations on individuals and businesses, and a
general military mobilisation is ongoing (including in Armenia). As
of the date of publication, the heated clashes in the territory of
Artsakh continue. This has affected the day-to-day life and business
environment of the country, and the full impact still remains to be
seen.

LEGAL SYSTEM

2. What is the legal system based on (for example, civil law,
common law or a mixture of both)?

Amendments to the Armenian Constitution came into force in 2018
and Armenia is now a parliamentary, unitary republic with a civil law
system. At the same time, Armenian legal practice also has some
common-law elements, in line with developments in several major
civil law jurisdictions. Since 2007, the reasoning contained in
decisions of the Armenian Court of Cassation (including
interpretations of law), the Constitutional Court and the European
Court of Human Rights (ECHR) are binding on all courts. In
complicated cases, it is becoming common practice for litigators to
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refer to the decisions of the ECHR and the Court of Cassation, but
also to the decisions of lower courts (mostly the courts of appeal).

The judiciary has three tiers:

7 Courts of first instance (including both courts of general
jurisdiction and specialised courts).

¢ Courts of appeal.

7 Court of Cassation, whose main purposes are ensuring the
uniform implementation of law and dealing with constitutional
matters.

There are also special administrative courts (based on the German
example) and insolvency courts. In addition, the government has
circulated draft amendments on the establishment of special anti-
corruption courts.

The administrative law system is shaped by the German example,
where the law on the fundamentals of administration and the
administrative process forms the core, while the particularities of
different processes are described in sectoral legislation. The state
administration has adopted e-gov systems, although these are still
in the process of further development.

The Armenian Civil Code is based on the Napoleonic Code, while the
Civil Procedure Code (the latest version of which was enacted in
2018) is based on adversarial processes, with limited exceptions
(mostly on family and labour law issues).

There are some international treaties on the recognition of foreign
judicial processes. Since 2018, Armenia also recognises foreign
judicial decisions based on the principle of reciprocity in the absence
of a relevant treaty. This recognition covers final decisions as well as
interim measures.

There is modern arbitration (in line with the UNCITRAL model law)
and mediation legislation, and Armenia has ratified the:

1 UN Convention on the Recognition and Enforcement of Foreign
Arbitral Awards 1958 (New York Convention).

7 UN Convention on International Settlement Agreements
Resulting from Mediation 2018 (Singapore Convention).

There are also around 40 bilateral investment treaties (BITs).

The Armenian Law on Foreign Investment also secures the general
guarantees available in modern international law.

Armenia is member of the Eurasian Economic Union (along with
Russia, Belarus, Kyrgyzstan and Kazakhstan), as well as the World
Trade Organisation. There are more than 40 treaties on the
avoidance of the double taxation.

Armenia is a member of the HCCH Convention Abolishing the
Requirement of Legalisation for Foreign Public Documents 1961
(Apostille Convention).
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FOREIGN INVESTMENT

3. Are there anyrestrictions on foreign investment (including
authorisations required by central or local government)?

The Armenian market is open to foreign investors. The Law on
Foreign Investment, along with bilateral investment treaties (BITs)
(of which there are around 40), are the main sources of regulations
on foreign investment. The Armenian legislation also provides a
number of internationally recognised protections for foreign
investors.

There are no general restrictions on foreign holdings in local
companies and no requirements to have a resident shareholder or
manager registered in Armenia. However, there are some specific
limitations:

1 In principle, the activities of some foreign investors and legal
entities with foreign investments can be restricted in some
territories and sectors on the grounds of national security.
However, no such limitations are currently enacted.

7 In practice, there is a strict limitation on foreign investment in
broadcasting. Under the Law on TV and Radio, at least 50% of
the shareholdings in television and radio companies, as well as
private multiplexers must belong to or be ultimately controlled
by Armenian nationals.

7 Under the Law on Energy, a sale of shares of a licensed entity
operating in the energy sector can be prohibited if it is contrary
to Armenian state security. As the definition is rather broad, this
may be deemed to be applicable to foreign investment.

1 Some limitations apply to financial institutions.

1 Operations relating to gambling and games of chance can only
be organised by commercial legal entities that are established
by Armenian nationals in Armenia.

There are several tax incentives applicable to certain sectors of the
economy, for example:

1 Profits earned from the sale of agricultural products enjoy an
exemption from profit tax until 2024.

1 Under the Special Law on IT Start-ups, a beneficial tax regime
has been granted for small IT start-ups with up to 30
employees.

7 Under certain investment programmes approved by the
government, it is possible to postpone VAT payments relating to
the importation of machinery for three years from the date of
importation.

Further details on incentives can be found on the of the Ministry of
Economy website (https://mineconomy.am).

BUSINESS VEHICLES

7. What are the most common forms of business vehicle used
in your jurisdiction?

4. Are there any restrictions on doing business with certain
countries or jurisdictions?

The most common business vehicles are the:
¢ Limited Liability Company (LLC)
1 Joint Stock Company (JSC).

The LLC has a simpler management structure. A JSC may be
preferable if the company wishes to go public and be listed on a
stock exchange at a later stage or if the company requires more
sophisticated corporate governance. The law also establishes
mechanisms for concluding a shareholder agreement between the
shareholders of a JSC.

It is also possible to establish investment funds. There are many
different forms of funds, and private equity funds can serve as a good
alternative to a trust or other similar structures. The trust, as a
concept, is not available under Armenian law.

There are no established restrictions on doing business with specific
countries or jurisdictions. However, investments from certain
countries can in principle be prohibited for state security reasons
(see Question 3).

8. Inrelation to the most common form of corporate business
vehicle used by foreign companies in your jurisdiction,
what are the main registration and reporting
requirements?

5. Are there any exchange control or currency regulations?

The circulation of foreign currency within Armenia is regulated and
there are certain restrictions on the use of foreign currency in
transactions, especially for cash payments. The restrictions also
apply to foreign direct investments, which must be made in local
currency.

However, the exchange control regime is liberal. The national
exchange rate is floating, with the Central Bank of Armenia
intervening in critical situations by direct participation in the market
or by reviewing the regulations.

6. What grants or incentives are available to investors?

There are no direct incentives that are exclusively available to
foreign investors. However, there are situations where incentives can
be provided. For example, the government may donate land for
approved investment plans.
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Registration and formation

The State Register of Legal Entities of the Ministry of Justice is
responsible for the registration of legal entities other than financial
institutions. Financial institutions are registered by the Central Bank
of Armenia.

The founder or director or other authorised person must submit the
following for registration:

1 Application for registration.
1 The founder(s)' resolution on establishment of the legal entity.

1 The legal entity's constitutional document (charter), as
approved by the founders.

1 Proof of the payment of the state fees, where applicable.
7 Information about the director and copy of their passport.
7 A statement on the ultimate beneficiaries of the legal entity.

7 Where the legal entity is established by a foreign legal entity,
verified, apostilled and translated documents proving the status
of the foreign legal entity.

7 Where the legal entity is established by a foreign individual, a
verified copy of the individual's passport (with translation).



1 Preferred trade name of the legal entity, and consents for use (if
applicable).

The registration generally takes no more than two working days
after the submission of the full package. If the founders decide to
use a pre-approved standard form of documents, the registration is
immediate (but the documents will be in Armenian only, and the
founder and the director must be present at the registry office).

Trade name registration is made simultaneously with the
registration of the entity. The suitability of a presented trade name
is checked immediately and, if there are grounds to reject the
registration, the founder can choose another name (no additional
fee is paid).

For joint stock companies (JSCs), registration of shares at the central
depository is compulsory in addition to state registration. The
registration is made through an authorised account holder, which
later serves as agent for other share transactions. The list of the
authorised operators can be found online on the Central Depository
of Armenia website (https://cda.am).

Reporting requirements

Changes to a company's executive bodies, shareholders and charter
(including registered address) must be reported to and registered at
the state authority. Some companies may have additional reporting
rules under the banking and capital market legislation.

Share capital

There are no general mandatory maximums or minimums for a
company's share capital. However, some mandatory minimums are
imposed for companies in specific sectors, such as banks and
insurance companies.

Non-cash consideration

In general, the share capital of a business partnership or company
can be paid in through:

7 Money (cash).

7 Commercial paper and securities.

1 Other property or property rights.

1 Other rights with a monetary value.

Rights attaching to shares

Restrictions on rights attaching to shares. The holder of ordinary
shares cannot be granted additional voting rights that are
inconsistent with the nominal value and quantity of the ordinary
shares they own. The company cannot guarantee the payment of
dividends for ordinary shares. Preference shares do not grant voting
rights unless this is provided for in the company statutes.

Automatic rights attaching to shares. Company shareholders have
the right to:

1 Participate in the management of the company (mainly by
exercising their right to participate and vote at general
meetings).

1 Receive information on the activity of the company.
1 Take part in the distribution of profits.

7 Receive, in case of liquidation, property or value left after
settlement with creditors.

1 Alienate their shares.

In limited liability companies (LLCs) only, shareholders are entitled
leave the company at any time, regardless of the other shareholders'
consent. The LLC must purchase the shares of a shareholder who
wants to withdraw from the company within six months of the
submission of an application to withdraw. A JSC does not have a
similar obligation.

In both LLCs and JSCs, the existing shareholders have a right of the
first refusal if other shareholders decide to sell their shares.

9. Inrelation to the most common form of corporate business
vehicle used by foreign companies in your jurisdiction,
outline the management structure and key liability issues.

Management structure

Limited liability companies (LLCs) and joint stock companies (JSCs)
have almost the same management structure:

1 The general meeting of shareholders is the highest body of the
company.

71 LLCs and JSCs can decide whether to form a board of directors,
unless the board of directors is mandatory (such as in a JSC with
50 or more shareholders).

1 The executive body in an LLC is composed of a director, or
president, or an outsourced manager (usually a company). In a
JSC, there is a chief executive officer with or without a collegial
executive body (executive or management board) or outsourced
executive management.

7 Internal audit committees or auditors can be also appointed
and are compulsory in some cases (if there are more than 20
shareholders).

Management restrictions

There are no restrictions on foreign managers. In practice, many
companies with foreign investment have foreign managers or
directors.

There is also no requirement for the management to be physically
present in Armenia. Banks can provide e-banking solutions, while
communications and official correspondence can be undertaken by
accounting or legal firms supporting the business.

Directors' and officers' liability

Members of the executive body and board of directors are bound by
fiduciary duties towards the company and can be held liable for
damages caused to the company by their actions.

Directors and officers who control the actions of the company and
have intentionally caused the company's bankruptcy can be held
jointly and severely liable for the company's obligations towards its
creditors that exceed the company's assets.

In a company bankruptcy, the managers can be held personally
liable for company obligations that arise after the company was
insolvent (where the obligations exceed the company's assets).

Parent company liability

A parent company is not liable for the obligations of its subsidiary
unless there are grounds for piercing the corporate veil on the basis
of dominant control by the parent company over the subsidiary. In
principle, a parent company that has the right to give obligatory
instructions to a subsidiary company can be jointly and severally
liable with the subsidiary company for transactions concluded by the
latter in the performance of those instructions. However, this liability
has never been imposed in practice.

EMPLOYMENT
Laws, contracts and permits

10. What are the main laws

relationships?

regulating employment

The main laws regulating labour relationships are the:
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7 Labour Code. This is the main legal act applicable to
employment relations. It:

regulates collective and individual labour relations;

defines the grounds for the creation, implementation,
modification and termination of labour relations;

defines the rights and obligations of the parties to labour
relations;

provides for employers' liability, as well as conditions for
ensuring the safety and health of employees.

7 Civil Code. General civil legislation and other legal acts apply to
labour relations, unless otherwise provided for by labour
legislation.

1 Sector-specific laws governmental decrees and other legal
acts. There are specific requirements for some types of labour
relationships (for example in the public sector every special field
is regulated by a specific law). Ministerial decisions, decrees,
regulations and so on sometimes regulate specific employment
issues, such as:

special groups of employees who must pass mandatory
medical examinations;

mandatory employee protections in some sectors, such as
protection from noise, radiation and so on.

Armenia has also ratified several international bilateral and
multilateral treaties and conventions, and is in active and
continuous co-operation with international and regional
organisations in the area of labour rights protectio
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