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(unofficial translation)

Ministry of Foreign Affairs
of the Republic of Armenia

No 1110/00111

The Ministry of Foreign Affairs of the Republic of Armenia presents its
compliments to the Embassies and Representations of International Organisations
accredited to the Republic of Armenia and has the honour to present the attached
information package received from the Ministry of Transport, Communications and
Information Technologies of the Republic of Armenia “North-South Road Corridor
Investment Program”, “Armenia-lran Railway Construction Project” and “Data Safe
Project” in order to forward to the interested structures.

The Ministry of Foreign Affairs of the Republic of Armenia avails itself of this
opportunity to renew to the Embassies and Representations of International
Organisations accredited to the Republic of Armenia the assurances of its highest

consideration.

Attached: 36 pages /in electronic form/

Yerevan, 11" January, 2017

Embassies and Representations
of International Organisations
accredited to the Republic of Armenia
YEREVAN
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Project description and necessity of implementation

Southern Armenia Railway Project is the most important component of the international overland route
between the Persian Gulf and Black Sea ports. After the completion of the project the most suitable and the
fastest international overland corridor from North to South will be created between the Persian Gulf and
European countries which will by play a key role in the goods and passenger transportation between Persian
Gulf and European Union countries. It shall play especially an indispensable role in the significant reduction
of oil export route distance from Iran to Europe. Firstly, the trade of goods and materials and transportation
between the Persian Gulf and European Union countries mainly depend on maritime transportation
implemented through the Strait of Hormuz. After the construction of the railway the major North-South
transport corridor will be formed, which will become the shortest overland route between the Persian Gulf
and Europe. Currently, the sea route for oil export to the main oil importing countries from Iran to Europe is
as follows: Persian Gulf - Arabian Sea - Red Sea - Suez Canal - Mediterranean Sea - Strait of Gibraltar -
Atlantic Ocean - English Channel. However, as the big ships cannot pass through the Suez Canal,
alternative route from the Persian Gulf is the Indian Ocean - Cape of Good Hope - Atlantic Ocean - English
Channel. According to the preliminary analyses the distance of the above routes of the maritime
transportation from the Persian Gulf to the major European countries is 8,200 km, accordingly (up to
France), 11,500 km (up to Germany) and 10, 500 km (up to UK). After completion of the project, the railway
system of the South Caucasus region will be directly connected to the railway system of Iran, in favor of
overland transportation by eliminating considerably the need for maritime transportation for oil export from
Persian Gulf countries to Europe. As the most convenient and fastest overland corridor for the main oil-
producing countries of Persian Gulf (especially oil export from Iran to Europe) its overland transportation
route is as follows: Iranian Railway -Southern Armenia Railway - the existing railway of South Caucasus
region-sea transportation through Black Sea (about 1,000 kilometers) - European Railway - major oil-
importing countries. The length of the railway route from Iran to European largest countries will be 4,500
km, respectively (up to France), 3,800 km (up to Germany), 5,100 km (up to UK) and 3,000 km (up to
Poland). Thus, this project is the most convenient and fastest overland transit corridor between'the Persian
Gulf and Europe which reduces the transportation time and distance for these two regions.
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north-western part of Lake Sevan and
extends up to Agarak- a small border town
located in the southern part of Armenia,
and passes through Gegharkunik, Vayots
Dzor and Syunik marzes.
The project connects the existing
railway networks of lran and Southern
Caucasus region accordingly on its
southern and northern sections. At the
northern section the project joins the
existing intrastate network of Armenia
which is of significant importance in
Southern Caucasus region. At present, the length of the existing railway traffic in the territory of Armenia is
850 km, the 2.6% of which is two-lane. The length of the railway operating in South Caucasus region mostly
consists of four lines: Ayrum-Sadakhlo railway in Georgia, Akhuryan-Doghecap railway in Turkey, Yeraskh-
Velidagh railway and ljevan-Barkhudar railway in Azerbaijan. After the construction of the railway it will

become the vital part of the general railway network in the South Caucasus region.

The project implementation justifies the expansion and improvement of Armenia's national railway
network, the necessity for the railway construction, promotion of regional economic development,
expansion and railway networks system connection in South Caucasus and Iran.

The project is financially feasible with the capacity to resist the risks of changes in transportation volumes
inArmenia.

In terms of functional orientation, in connection with the annual transportation the project includes
starting period, short-term and long-term proposals.

Annual transportation volumes, according to the proposals, the sent /received cargo vo
to starting period (2023), short-term (2028) and long-term (2038) projects/ taking into a
and downward directions/ shallamountto 12, 18 and 25 million tonnes, accordingly.

Int the upward

Legal acts and agreements reached

On July 28, 2012 the RA Government signed a concession agreement of the construction of Southern

Armenia Railway with "Rasia FZE" company of the United Arab Emirates with the aim of improving the RA
transport system. We invite the interested investor(s) to become the party to the tripartite agreement with the
"Rasia FZE" and the Republic of Armenia.
4, the RA Government

per which the list of the

According to the RA Government protocol decree No. 33-26 as of August 7, 2
approved the initial project for the construction of Southern Armenia Railway
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activities necessary for the construction of Southern Armenia Railway and the project management
principles were developed.
Within the scope of concession agreement of the Southern Armenia Railway the requlation procedure of
the implementation of the Parties liabilities envisaged by the concession agreement continues with the
» w‘ concessionaire.
' On January, 20, 2016 a Memorandum of

understanding “On the connection of two
‘ . countries railway networks” was signed in
e Tehran between the RA Ministry of
Transport and Communications and
. 1 Ministry of Roads and Urban Development
% ofthe Islamic Republic of Iran.
: PRC expressed its interest towards the
Armenia-Iran railway construction process
- and given the regional strategic importance
of the project for our country, meetings
were held with Chinese companies, during which the issues on possibility of their participation in the project
implementation were discussed.

During the 3rd consultation of the working team developing proposals on integrated projects of transport
and infrastructures within the scope of Eurasian economic integration and Silk Road economic zone held in
Moscow, Russia on May, 20, 2016 the preferable plans to be included in the “Road Map” were discussed
where the Iran-Armenia railway construction project was included in the road map for further collaboration
with China. During the investment meeting devoted to Armenia which was held on October 10-11,2016in
New York the Iran-Armenia railway construction project was also submitted.

General Information

The railway length will be 304.7 1km including the reconstruction line with 33km lengt
The construction of 84 bridges are planned with total length of 19618 linear meters, ¢ nels with total
length of 102360 linear meters, 27 stations will be constructed along the line inclug 3 intermediate
stations and the reconstruction of Gagarin Station.

The constructed railway is a single-line railway of the second category.
Estimated speed - 80 km/h for passenger trains.

The minimum radius of curves - 500 m in normal and 350 m in difficult conditions
Maximum gradient - 30%o0 pusher
Traction type- electric.

Cargotraction- 2100 t.
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Financing

Key indicators and own cash flow analysis
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Own cash flow analyses




Cargo transportation volume forecast

Domestic shipment volume forecast




Transit cargo transportation volume forecast

Passenger transportation volume forecast

Domestic passenger transportation volume forecast




Transit passenger transportation volumes forecast

Evaluation conclusions

National Economic Assessment
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Project overview

The first ever Tier3 carrier neutral data center in the country
Data to be close to the end user — better performance/less losses
Data to be computed and stored with the higher efficiency

Science and Education Development — integration into The EU
Framework Program for Research and Innovation/Armenia as an
associated member

Regional Traffic Exchange facility — gateway from/to neighboring
developing markets

Regional IT market support and development



Company Overview

Group of investors with success stories in telecommunications
(wireless and fiber-optic), and currently holding stake in the leading
broadband operator GNC-Alfa

Successful startup management team with more than 15 years of
experience 1in ICT («investment» to «market value» ratio)

International experience and project management

Preferential access to the fiber backbone infrastructure of GNC-Alfa



Why in Armenia?

Geopolitical position as a core argument for successful development

Gateway for multinationals for cloud services for Iran and Middle East
and countries of Eurasian Economic Union

Multiple path fiber—optic backbone connectivity with Georgia and Iran
and ultimately the shortest terrestrial route connecting Europe with Asia

Existence of a Nuclear energy as well as fast growing alternative energy
sector (solar) with the possibilities of cheaper and green energy

Liberal data storing laws

A country with highly qualified ICT professionals



Technology & Services

Cooperation with market leading solution vendors with the long term
engineering experience (Juniper/Cisco/ZTE/)

Partnership with market leaders in cloud solutions for business and
the state (Microsoft, Oracle, SAP, IBM etc).

Services from A to Z, including colocations, clouds, IT security, caching
of data content (Google, Akamai etc)

Ideal place for redundancy for the Governmental authorities

High level of security certified by international auditors (TTIA-942/TIER
I1I)

Carrier neutral with multiple FO peering with all telco operators



Target markets

— Targeted markets (startup period — Y1-2-3)
— International (65%)

— Domestic (35%)

— Targeted markets (startup period — Y4-5-6)
— International (30%)

—  Domestic (70%), out of which

International O B2G - 30%
61%

s B20-40%

 B2B-25%

. Science and Education - 5%

Science and education
2%

The significant increase in the share of
international business is due to exponential
increase of data traffic used by the neighboring
Iran during the forthcoming years .
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Commercial launch in Y2
High rate of operating
income due to:

Significant revenue growth
during whole duration of the
project (average growth
equals 50% per year)

Low level of operating
expenses during the lifecycle

of the project



G&A CAPEX

Replacements
P 4%

and
maintenance
15%

Power supply
to the plant
1%

Applications for LAND
Cloud services 2%
6%

Eqt for VM
services
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13% Construction
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A scalable project with a capacity of 500 Racks
The 1nitial investment in infrastructure will imply

scalability only by adding HW and SW

300 Racks to be built during Phase 1 (Y1-Y10) out of

which:

- 180 to be equipped with Hardware for virtual

services provision,

- 120 to be equipped with both Hardware and Software for

cloud services provision.

47% of Total CAPEX will be performed in Y1

BData center capacity

ALl

O Total number of racks equiped with HW and SW

OTotal number of racks equiped OTotal number of racks

2017

2018 2019 2020 2021

2022

2023 2024 2025 2026 2027




The sensitivity was analyzed

for the following factors:

* Decrease of average
revenue from 1 Rack

 Increase of Racks to be
built by 20%

* Increase of CAPEX for
10%

Sensitivity analysis reveals

a Discounted PB period of

8.2 — 9.5 years for the

scenarios analyzed.

Project sensitivity analysis

Sensitivity analysis

Indicat Basi i
ndicator asic scenario Decrease of revenue | Number of racks + | Increase of CAPEX
by 10% 20% by 10%
Number of Racks utilized 300 300 360 300
CAPEX for 1 rack USD 70,417 USD 70,417 USD 66,722 USD 77,492

CAPEX USD 21,125,000 USD 21,125,000 USD 24,020,000 USD 23,247,500
NPV USD 7,484,943 USD 4,088,007 USD 11,280,741 USD 5,965,056
IRR 23% 20% 26% 21%
PB Years 7.0 7.4 6.6 7.2
PB Years - Discounted 8.7 9.5 8.2 9.1

EBITDA Margin (average)

68%

65%

70%

68%




Investor attractiveness

WACe

\\ \¥/ Post-valuation growth rate 2%  PB Years — Discounted
15% initial Investment by
Valuation date 11/08/2016 NPV, USD 7,484,943
the Initiative grou
\ s P IRR 24%

IFI (World Bank) and

donors (EU) for
6.000.000
educational and research 4.000.000 Discounted Free Cash flow
pr Oj ects 2.000.000 l l I I I
_ =
X N

Government support due 2020 2021 2022 2023 2024 2025 2026 2027

(2.000.000)
to the scale and

(4.000.000)
importance of the project pp———
VAT payment deferral (8.000.000)
(VAT payable at the State o-aon000!

border)

(12.000.000)
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Public-Private Partnership Opportunities and
Financial Resources Necessary for the Construction of Sisian-

Kajaran Section, Tranche 4, of North-South Road Corridor
Investment Program

North-South Road Corridor Investment Program
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General description of the program

"North-South Road Corridor Investment Program" is a major infrastructure project which aims at
connecting the Southern border of the country with its Northern point by means of 556 km-long Meghri-
Yerevan - Bavra highway of high international standards, reducing it up to about 90 km and upgrading it
up to 470km. As a result, reconstruction of current 2nd category 560km-long highway with the average
speed of 60 km/ h will upgrade it up to the 1st category 470 km-long highway with the speed of 100-
110km/ h, due to which the crossing of the mentioned section will decrease from the current 9-9.5 hours
up to 4.5 hours and will increase the comfort and safety by ensuring also the fulfilment of the goal of
becoming a transit carriageway for vehicle and cargo transportation from the East to the West.

The construction of this road of strategic importance will ensure easy traffic from the southern border
of Armenia to Georgian border, and then to the Black Sea ports. It will enable to carry out passenger and
cargo transportation in compliance with European standards and will provide considerable
development opportunities for the whole population of the South to North of Armenia.

Implementation of the program is considered in the context of the RA Government projects-"Gyumri
Techno-City Reconstruction”, "Tatev Tourism Center", "Jermuk Development" and "Zvartnots Free
Economic Zone". The implementation of the North-South Road program will contribute significantly to
the effectiveness of these projects and the achievement of the goals.

The program is implemented through multi-tranche
financing. Itis divided into separate tranches, under which

separate loan agreements are signed.

,,,,,,, 5 .
Tranche V ° (\\/?4

EIB+ADB+PPP! \
skl ) Bty Signed contracts

Tavush 7 Contracts were signed with Asian Development
Bank (ADB), European Investment Bank (EIB),
Anti-crisis Fund of the Eurasian Development

Tranche Il
(EIB+ADB)

ooooo

§ Bank for the program implementation
Gegharkunik\\ R according to which the target dates of

e g) the program completion are
Tranche IV 2017, 2018 and 2019,

accordingly.

Tranche | -4 i TR\ e P

(ADB) Expected to have

ﬁgg As a result of project
e implementation it is

........

expected to have,
\%} particularly:

- Improved road
corridor which meets
the international




standards,

- 1st category four-lane carriageway on Yerevan-Gyumri and Yerevan-Ararat sections,

- Improvements which meet the international standards on the other sections of the corridor — with the
further possibility of upgrading up to four-lane,

- Organization of effective and safe traffic of the road corridor.

Also, the North-South corridor:

- Provides access to the Black sea and then to the European countries through the territories of
Armenia, Georgia,

- By crossing the territory of Armenia from the South to North (Meghri-Yerevan-Gyumri-Bavra) the
corridor connects to the Georgian road from the South which leads to the ports of Poti and Batumi,

- Asa result of the program implementation Europe- Caucasus- Asia road communication is improved
on the crossing point of Western Asia and Eastern Europe.

Program objectives
The program objectives are: facilitation of communication with neighboring countries; extension and
facilitation of the access opportunities to foreign markets by the communications of Central Asia,
Europe, development of the key sectors of the economy and export expansion (industry, agriculture,
mining, construction, tourism); intensification of the internal movement of population and etc.

Program main issues
The main issues of the program are increasing the traffic safety and comfortability, reducing time and
financial costs, integrating possible necessary telecommunications and other infrastructures.

=




Program according to tranches
Tranche 1 (Yerevan-Artashat, Yerevan-Ashtarak, about 31 km, Asian Development Bank).
Contractor - Corsan Corviam Construccion S.A.,
Spanish company.

Project Management Consultant / Engineer
(Project Management and Technical Supervision
of the construction), Safege S.A. and Eptisa”
French JV.

The road sections for dual carriageway were
opened on 29.12.2015. Main works are completed
and the handover-acceptance act was signed on
16.06.2016. A timetable was defined for the
elimination of deviations identified in Contract
specification, which serves as a guide for the
Contractor and the Engineer.

Tranche 2 (Ashtarak-Talin, about 42 km, Asian Development Bank)

Contractor, Corsan Corviam Construccion S.A.,
Spanish company.

Project Management Consultant / Engineer
(Project Management and Technical Supervision
of the construction), Safege S.A. and Eptisa”
French JV.

Earth works, in particular, excavation,
embankment and preparation of the road-bed are
carried out. Also, concrete works of left side
section were launched on September 30, 2016.

Tranche 3 (Talin-Lanjik, about 18,7 km, Asian Development Bank)

Contractor, "Sinohydro Corporation" Chinese
Company.

Technical supervision of the construction works is
carried out by the Italian “Spea Ingegneria S.p.A. and
IRD Engineering S.r.L.” JV.

Earth works, road underground and above-ground
infrastructure works are carried out.

Tranche 3 (Lanjik-Gyumri, about 27,5 km,
European Investment Bank)

Contractor, "Sinohydro Corporation" Chinese
Company.

Technical supervision of the construction works is

-4 -



carried out by the Italian “Spea Ingegneria S.p.A. and IRD Engineering S.r.L.” JV.
Earth works, road underground and above-ground infrastructure works are carried out.

Tranche 4 (Artashat-Kajaran section, about 304 km, Asian Development Bank).
The design company is the Italian “Spea Ingegneria S.p.A. and IRD Engineering S.r.L.” JV.
Design works are carried out.

Tranche 4 (Kajaran-Agarak section, about 42 km, the Eurasian Fund for Stabilization and
Development, Eurasian Development Bank).

The design company is the Italian “Spea Ingegneria S.p.A. and IRD Engineering S.r.L.” JV.

Design works are carried out.

Spwl2 5 (9ynudph 2pgwughy-@ndph-Fuypw hwnyjwd® 2npg 604U, GYypnwwywl
UGpnpnudwyhu pwly)
The design company is the ltalian Lotti
Ingegneria S.P.A.

Design works are carried out.




Public-private partnership opportunities and financial resources necessary
for the construction of Sisian-Kajaran section, Tranche 4

General data

Total length of the existing road is about 148 km.

The driving duration on the existing road section is about 4 hours.
The number of traffic participants makes about 2500 vehicles per day.

Expected results

The length of the constructed road will be about
74 km. The length of the road section will be
reduced by approximately two times.

The driving duration on the existing road
section will be about 1 hour.

The driving duration will be reduced by about 3
hours.

The increase of traffic participants is expected -
about 5,000 vehicles per day (in 2037), which can
be increased up to 10,000.

According to the World Bank HDMI the (EIRR)
Economicinternal rate of returnis about 15%.

Required investments

The amount of the required investments makes about USD 1,040.00 million (including the VAT and
Land acquisition) from which:

- State financing will be about USD 200 million.

- Private investments will be about USD 840 million.

At the same time the construction of 32km-long road section of Agarak (border of Iran) Kajaran tunnel
with the amount of about USD 200 million (including VAT and land acquisition) is carried out by the state
co-financing. It means that more than 30% of investments will be implemented by State co-financing.

Public-private partnership possible options:

- Build— Own — Operate - Transfer

- Build - Operate - Transfer

- Build — Transfer - Operate

- Build - Own - Operate

- Buy —Build - Operate

The mentioned options are subject to discussion and the preference will be given merely to the
interested organizations who submitted properly developed and well-justified economic / technical /
legal proposal.




The relevant legislative or contractual regulation shall set up a State commitment towards the return
/compensation of the possible negative difference of net invested funds (without the expected profit) in
connection with the planned activities prior to the end of operation.

Works to be carried out through private investments

Sisian-Kajaran constructed road section of about USD 840 million and with total length of 74 km
divides into the following sub-sections:

- The cost of only the section with total length of 58km of the roads (48km), bridges (4km), as well as
available small tunnels (with length of 0.1-0.7km, 6 in total and with total length of 2.4 km) and their
accessroads (12 X 0.3km = 3.6km) is about USD 490 million.

- The cost of section with total length of 10km of Bargushat tunnel (8.6km) and the access roads
(1.4km) is about 220 million USD.

The cost of section with total length of 6km of Kajaran tunnel (4.8km) and the access roads (1.2km) is
about 130 million USD.




Bargushat tunnel
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Kajaran tunnel
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Technical data on tunnels and roads

A typical longitudinal section of a two-lane carriageway section, and overtaking lane, where
necessary. Alignment and all the necessary technical indicators of the 1st category, with the possibility
of reaching up to 4 lane in future.

Alongitudinal section of tunnel with the length of more than 1km.

Alongitudinal section of tunnel with the length shorter than 1km.




Terms and options for returning the investments

In case of the selection of any method of public-private partnership returning the invested financial
means in the shortest period is considered to be a priority for the investor. In particular, the most realistic
and short way of returning the financial means invested in the construction is imposing payments for
tunnel traffic for the transport as well as providing various services to the traffic participants in adjacent
road sections (gas stations, fueling, technical service, etc.)

Calculation of economic justification of private investments

Calculation of economic justification of private investments in the context of possible public-private
partnership in Sisian-Kajaran section is presented below.

The expected volume of public-private joint investment is about USD 850 million without taxes, which
includes the cost of the construction of new road and tunnels, as well as land acquisition costs
necessary for the implementation of the latter.

The calculations are based on the following assumptions:

The basis for payment determination is the calculation of the saving of the cars regular depreciation
and the spent fuel for the mountain road bypassing about 75 km.

The expected duration of the construction is 3 years, operation start - the beginning of the 4th year.

In case of new infrastructure availability transportation intensity increase is expected for annual
average 6% passenger cars and buses and for 12% trucks. At the same time the average rate of the
payment annual growth shall be 2%.

Taking into consideration the above a business plan has been prepared based on the DFCF
methodological grounds in the conditions of 12% discount factor with multi-factor sensitivity analysis of
24-year planning horizon.

The main financial and economic indicators of the baseline scenario are shown below:




Main financial indicators

Economic efficiency indicators
In other equal conditions in case of the baseline scenario the project expenses are covered in the 21
year of the implementation providing an NPV of USD 71.6 million and the internal rate of return of 13%.

A multi-factor sensitivity analysis was performed for the evaluation of sensitivity towards various
factors of the Project. Sensitivity towards the following factors has been evaluated:

1. The price reduction scenario - in other equivalent conditions, the project costs are covered up to
the payment reduction by 8.3%.

2. The price increase scenario — in other equivalent conditions, in case of increasing the payments




by 17% the repurchase period shall be 18 years and the internal rate of return - 14.4%.

3. Traffic flow reduction scenario—in other equivalent conditions, the project costs are covered in
case of 8.5% decrease of forecasted flows.

4. Transportation flow increasing scenario- in other equivalent conditions, in case of 10% increase

in flow intensity the repurchase period will be 19 years, the internal rate of return -13.8%.
Capital expenditures + USD 50 million - if the project actual capital costs will exceed the expected
value by USD 50 million, the repurchase period will be 23 years, providing USD 28.8 millionin NPV.






