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1. OVERALL ASSESSMENT

Armenia and the EU first established contractukdtiens in 1996 through a Partnership and
Cooperation Agreement which entered into force 99 On that basis, the EU-Armenia
Action Plan (AP) was approved in November 2006af@eriod of five years.

In 2010 EU-Armenia meetings took place at the lewél the Cooperation Council,
Cooperation Committee, the Subcommittee on Traden&mic and Related Legal Issues,
and the newly established subcommittees on Jusiteedom and Security and on Transport,
Environment and Energy and Nuclear Safety. The rakameeting of the EU-Armenia
dialogue on human rights took place in December02®i November 2010, the EU and
Armenia agreed a EUR 100 million financial assiseapackage to alleviate the effects of the
global financial crisis on the country.

Within the Eastern Partnership, the negotiatiomsafo EU-Armenia Association Agreement
(AA) were launched in July 2010. They progresseca aood pace. This Agreement is
conceived by both Parties as illustrating the nambtanced and ambitious approach to the
Eastern Partnership vision of association, inclgdinDeep and Comprehensive Free Trade
Area and a comprehensive programme of approximatidtl) acquis. The negotiations on a
Deep and Comprehensive Free Trade Area (DCFTA)stallt in the same framework, once
the necessary conditions have been met.

This document reports on the progress made inntipdementation of the EU-Armenia ENP
Action Plan between 1 January and 31 December 2flitthugh developments outside this
period are taken into consideration when it is degmelevant. It is not a general review of
the political and economic situation in Armeniar Fdormation on regional and multilateral
sector processes in the context of the Eastermétahip, readers should also refer to the
sectoral report.

Overall, Armenia made some progress in the argaolifical dialogue and reform. Positive
steps were taken to overcome the political crigish the gradual release of a number of
persons detained for charges related to the Mabéi8 2vents. There was good progress on
decriminalisation of defamation. Some progress masle on enhancing transparency in the
court system but no progress was made was on enlgathe independence of the Judiciary
Progress on enhancing media pluralism was limi&mne progress was made on enhancing
the freedom of expression. Armenia also made gaogress in improving the National
Preventive Mechanism under the Optional Protocahto UN Convention against Torture,
and in the area of enhancing document security &kimg preparations for the introduction of
biometric passports.

Armenia made some progress in the area of custowhdarder management, while overall

more progress would have been desirable in trddéetk areas. In view of the severe
recession experienced by Armenia in 2009 and infitlse half of 2010 as a result of the
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global economic crisis, any progress towards mgetie objectives of the Action Plan related
to economic reform, poverty reduction and socidiesion, as well as the protection of the
environment, was limited. The situation of the Maaor Nuclear Power Plant remains a
topic of major concern and its early decommissignga key priority for both sides.

Armenia maintained prudent macroeconomic policiesl antroduced several structural
measures to mitigate the impact of the economsgiscrArmenia also made good progress in
the area of vocational education and training.

No developments took place after Armenia’s susensf the ratification process of the two
protocols on the establishment and developmentlafebal relations with Turkey in April.
The EU continues to support the normalisation ddtiens between Armenia and Turkey
without preconditions. Negotiations on a peace@litson of the Nagorno-Karabakh conflict
continued at the highest level with some progresably regarding exchange of prisoners of
war, as a necessary confidence-building step thduradvancing the process. An increased
number of incidents of exchanges of fire and cdmsabn the line of contact continued to be
reported and are cause for serious concern.

In order to fulfil the ENP Action Plan commitmens;menia should make greater efforts to
protect human rights and to prevent cases of ®raurd ill-treatment, as well as improve
detention facilities. Armenia should also continisereform efforts in the area of policing, the
security services and the Prosecutor’s office. @ramplementation of legislation in all areas
and its effective enforcement, capacity buildingg &nhanced independence of judiciary will
be of key importance for the future implementatadrthe Association Agreement. Armenia
should continue efforts to enhance media pluratsith step up the fight against corruption, in
particular at the level of implementation. Sigraint additional efforts are needed in the area
of the DCFTA preparations.

2. POLITICAL DIALOGUE AND REFORM
Democracy and the rule of law

A new draft electoral code to bring the legislatibmther into line with international
obligations was submitted for public discussion hwitolitical forces and civil society
representatives and to the Venice Commission (M@ opposition announced its intention
to prepare its own draft electoral code to be awersid by the VC , illustrating the low level
of trust between the political forces. During thelimmentary by-election in January 2010 in
Yerevan's Constituency No. 10, a number of irredfigs, including instances of interference
with press activities, were reported.

Further steps were taken in 2010 to address thiicpblcrisis linked to the Presidential

elections and the subsequent violewgénts of March 2008 A number of persons detained for
charges linked to these events were releasedping still remain imprisoned despite the fact
that they are eligible for a pardon. A trial monibg report by the Organisation for the
Security and Co-operation in Europe - Office fomizeratic Institutions and Human Rights
(OSCE-ODIHR) - published in March 2010 on the #itihked to the March 2008 events
identified several issues of serious concern, tioly the right of defendants to a fair trial and
the right to liberty, and it set out a number ofaemendations. Work to implement the
recommendations of the report is ongoing, notablthe area of the reform of the judiciary.
However, the investigation of the March 2008 evemts incomplete and has not led to
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concrete results. Lawsuits against law-enforcenaetihorities filed by relatives of persons
who died in the March 2008 post-election clasheswejected.

Some progress was made on the implementation gutheial reforms within the Strategic
Action Plan for Judicial Reform 2009-2011, partarlyy on enhancing transparency in the
court system, on improving the electronic courtistias data and on the construction and
upgrading of court buildings. However, no progregss made as regards enhancing the
independencef the judiciary, which remains a matter for concern. Judges adesstingly
influenced by prosecutors, as well as by politicalhd economically powerful figures. The
number of qualified barristers remains low, esgicutside the capital. Greater efforts are
needed to ensure proper enforcement of legislatiaf areas.

There was uneven progress in the fight agasestuption. Efforts were made to improve
transparency in the public sector with the annuahdatory publication of information on the
property of high ranking civil servants. The law Brnosecution was amended in May in
response to the recommendations by the Council wbie’'s Group of States against
Corruption (GRECO), abolishing the decisive roletted Prosecutor General in the initiation
of proceedings and lifting the immunity of prosemst The Chamber of Audit published a
number of audits in state institutions and theres \ea increase in public discussion on
corruption issues. Several high level officials &dismissed on corruption charges. The law
on Combating Money Laundering and the Financingiaforism was amended in December
2010. Limited progress was made on the enforcemifeanticorruption legislation and the
implementation of the Anti-corruption Strategy aAdtion Plan. The level of perceived
corruption in Armenia decreased slightly in 201@néndments to the law on Public Service
were adopted in June with a view to beginning aditeon to a unified system of public
service.

In the field of Regional Policy dialoguea seminar for regional and national officials was
organised by the Ministry for Territorial Integrati and TAIEX in January. Following this
meeting a number of officials from the Ministry weinvited to the Open Days-European
Week of Cities and Regions in Brussels in Octolb@llowing discussions between the
Minister and the Commission Armenia has requestestdrt a regional policy dialogue in
2011.

Human rights and fundamental freedoms

Work continued on the development oNational Human Rights Action Plan In January
2010, the Concept for the National Human Rightsd@tion Plan was adopted and this will
guide the drafting of the National Action Plan. Aseline study on the human rights situation
in Armenia was finalised in July in consultationtiivihe relevant stakeholders in the public
sector, civil society and international organizasi@ctive in Armenia.

The institution of thHuman Rights Defender's Office(HRDO) continues to play a major
role in monitoring the situation on human rightsldandamental freedoms in Armenia. In
2010, the HRDO produceatl hoc reports on the right to peaceful assembly andherright

of freedom of speech in Armenia. There was goodyq@ss in improving the National
Preventive Mechanism under the Optional Protocalhts UN Convention against Torture
(OPCAT), operated by the HRDO, which was expandedanuary by the creation of a
Council which included th&lon-Governmental Organisations(NGOs) and an expert group
involving experts from human rights NGOs. The l&gien related to the HRDO was
amended in December, strengthening the financtldpendence of this institution. An inter-
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agency working group with the participation of NG@as established to implement the
Universal Periodic Review (UPR) recommendations.

Cases otorture and ill treatment were reported in detention facilities, police istas and
among military conscripts and these were generaityadequately investigated. No statistics
are available as regards cases of reported tanhdéll-treatment. The access of the HRDO to
detention facilities both in prisons and in polgtations improved in 2010. The report of the
Council of Europe’s (CoE) European Committee far Brevention of Torture and Inhuman
or Degrading Treatment or Punishment (CPT) wasigld in March 2010, revealing among
others widespread cases of physical ill-treatmaning detention after the March 2008
events.

There was no progress in improvipgson conditions during 2010. The construction work

on a new penitentiary facility for about 1000 insstwas halted due to the financial-
economic crisis. Penitentiaries in general do neéninternational standards. Overcrowding,
poor health care provision, and low salaries anduption in the prison administration,

remain issues of concern.

Freedom of expressiorand information improved slightly, but further @ffs are needed. In
May, good progress was made @decriminalising the legislation on defamation. Hoer
cases of violence against journalists without effecinvestigation and strong government
influence on the broadcast media, including dowastaind the independence of regulatory
bodies, continue to be a cause for concern. Pregremde towards media pluralism was
limited.

The amendments tbe law on Television and Radio passed in June;iwliid the legal basis

for the switchover from analogue to digital brosstozy, were criticized by the OSCE
Representative on Freedom of the Media as failmgromote media pluralism. Work on
amendments to the broadcasting legislation withea/\to bringing them more closely into

line with international standards is ongoing untter auspices of the HRDO in cooperation
with the OSCE and CoE experts, as well as reprateas of civil society. On the basis of the
adopted legislation, the National Commission oneVision and Radio announced 18
competitive tenders for broadcast licensing in Julye results of this process were
announced in December 2010.

Some progress was made with regard to enharfceeflom of assembly.There was an
improvement in the situation regarding the rentirfigzenues to NGOs who were critical of
the government. Howevethere were new cases mdstrictions on holding meetings in the
centre of Yerevan, even though alternative locatinear the centre were suggested by the
authorities. Cases of unjustified use of force iy police during the demonstrations continue
to be reported.

No progress was made in the aredreédom of religion or belief. The Armenian Apostolic
Church is considered as the national church anaysmjrivileges compared to those of other
religions, notably on issues such as support fimerstate budget, the right to proselytise, and
development and implementation of the curriculuneducational institutions. A number of
conscientious objectors remain in prison for rafgsto serve their compulsory two-year
military service, and alternative service remaiha discriminatory length.

There was no progress regarding the establishniensystem of specialisg@dvenile justice,
which is laid down in the 2004-2015 National Plém\otion for the protection of the rights of

5 EN



EN

the child. Despite efforts to improve the situatipaverty is the major cause of children being
excluded from basic social services including etlanaand healthcare, especially in rural
areas.

A draft law on NGOs, drafted in consultation witlG®s, is being discussed in the Armenian
parliament. A decision to set up a unit within thaistry of justice, with the right to oversee
the legality of work of all legal entities and tmse down legal entities that violate any legal
acts, has raised concerns among NGOs.

In September Armenia signed the CoE ConventionherPtotection of Children against
Sexual Exploitation and Sexual AbuseGender Policy concept was approved in February.
There was no progress on drafting a law on domestience.

Although the key legal framework @ocial and employment policyis in place, the labour
code and the legislation on employment and soc@kption related to unemployment, social
assistance and state pensions are not fully impieade Trade unions, employers’
organisations and collective bargaining are not deleloped.

Cooperation on foreign and security policy, conflict prevention and crisis management

Armenia continued to align with CFSP declarationsaacase by case basis. In 2010, Armenia
aligned with 28 out of 44 CFSP declarations to Whtowas invited to subscribe. There was
intense political dialogue with the Armenian govesnt in 2010, including through two
Political and Security Committee Political Dialogoeeetings in June and September 2010
and a number of mutual high level visits.

Armenia pursued cooperation with the UN, particyolain the NATO Partnership for Peace
programme and cooperated with experts from theddritations Office on Drugs and Crime
(UNODC), INTERPOL, the World Customs Organizatid®dlS and CoE, in exchanging
information on terrorism issues. Armenia cooperagadcessfully with the United Nations
Counter-Terrorism Committee (CTC) established utnddEC Resolution 1373.

No progress was made on the signature and ratificadf the Rome Statute of the
International Criminal Court .

Strengthening regional cooperation

The ratification of the two protocols on the esigtithent of diplomatic relations and the
development of bilateral relations between Armeaa Turkey including prospects for
opening their common border, was suspended in 2pdD. The EU has continued to express
support for the ratification and implementation dfie bilateral protocols without
preconditions.

The Southern Caucasus Integrated Border Managgl®EHBM) promoted by the EU within
Georgia, Armenia and Azerbaijan started in March@(Bee chapter 5 on cooperation on
justice, freedom and security). The Regional Environmental Centre (REC) for the c2aus
carried out regional activities in 2010, including the fields of information and public
participation, environmental policy and local eovimental action plansS¢e Chapter 6 on
environment).

Contribute to a peaceful solution of the Nagorno-Karabakh conflict
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Negotiations within the Minsk Group on a peacetittlement continued with the Presidents
of Armenia and Azerbaijan holding three bilateragéatings in 2010. At their meeting in
Astrakhan in November, the Armenian and AzerbaijBnésidents agreed to exchange
prisoners of war and the bodies of dead servicef@enrageous steps by both sides will be
needed in order to find a resolution to the conflic

In autumn 2010, the Minsk Group Co-Chairs intessifiheir activities with a visit to the Line
of Conduct; and a Field Assessment Mission to ¢neétories surrounding Nagorno-Karabakh
(NK). A joint statement by the OSCE Minsk Groupéter with the Presidents of Azerbaijan
and Armenia during the OSCE Summit in Astana indbelger stressed that "the time has
come for more decisive efforts to resolve the Nagd<arabakh conflict” and that a peaceful
resolution to the conflict is the only way to bringal reconciliation to the peoples of the
region. However, tensions remain and the situationtinues to be fragile. An increasing
number of incidents of exchanges of fire and cdmsabn the line of contact continued to be
reported and are a cause for concern.

In support of the negotiations led by the OSCE Miroup, an EU-funded project to

contribute to the peaceful resolution of the Nagelarabakh conflict was launched in June.
The project supports activities in the area of megublic policy and groups affected by the
conflict.

3. ECONOMIC AND SOCIAL REFORM
Macroeconomic framework and functioning market economy

Economic activity in 2010 recovered from the deepession (Gross Domestic Product
(GDP) contracted by 14.2% in 2009), although theepaf recovery was slow. GDP grew by
around 2,6% driven by a recovery in services andusiry, and despite the gradual
withdrawal of the fiscal stimulus and the unprecedd decline in agricultural output due to
adverse weather conditions. The economic recovary @& positive impact on the official
unemployment rate, which fell to 6.7% at the en@®10, from 7.3% at the beginning of the
year. Growth prospects are still uncertain duelaxk of diversification of exports, the closed
borders with two neighbouring countries, the latlkcampetition in the private sector and the
need to improve the business climate.

Domestic and external supply shocks, as well asstiegp decline of agricultural output,
pushed up the inflation rate to 8.1% year-on-ygaDecember 2010. The Central Bank of
Armenia (CBA) has left the reference interest natehanged at 7.25% since May 2010, as
the pace of recovery slowed in the second hal0d02and the inflationary pressures were not
demand driven. In 2010, the authorities contindesirtefforts to improve the transmission
channels for monetary policy. To this end, prepanat were put in train for the active
management of liquidity and the development ofdeations in dram-denominated securities.
Measures to encourage de-dollarization had somdiyeogesults, while the new legal
framework for insurance and private investment fumdis submitted to the parliament. In
order to have a lasting effect on inflation, théeetiveness of monetary and exchange rate
policies needs to be further enhanced, and congoeiit the domestic market needs to be
promoted.

The fiscal deficit shrank to 4.9% of GDP in 2016nfr 7,9% of GDP in 2009, reflecting the
economic recovery and the tightened fiscal polidpwever, the public debt-to-GDP ratio
nearly tripled, from 16.1% of GDP in 2008 to 44%GiDP in 2010, as a result of the counter-
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cyclical measures and the financial support frora thternational community (financial
assistance in the form of loans in support of théharities' economic programme). The
external component of the public debt represerdsrat 90% of the total public debt, thus
increasing exchange rate vulnerability and the deéeece on concessional financing to
address future financing needs. To ensure fisg@adalation and put the debt on a downward
path, the authorities re-introduced and strengttheftee Medium Term Expenditure
Framework in 2010 and adopted a new debt managestenégy. At the same time, they
introduced a wide-ranging tax reform agenda aimednadernising the tax and customs
administration and eliminating arbitrary treatmehttax payers. With the tax-to-GDP ratio
being at the very low level of 16.2% in Decembel@0the improvement in tax collection
will be crucial for fiscal consolidation and debstainability.

The recovery in investments and remittances waty faiuted in 2010. In addition, despite
the increase in metal prices, export growth waserateé due to weaker demand for Armenian
exports in Europe. As a result, the current accalgficit remained very high in 2010: it
narrowed only to 14.6% of GDP from 16% of GDP irD20The government adopted some
measures aimed at strengthening competition anaciregl barriers to trade. However, these
measures should be followed by more intense effontsomote export diversification and the
establishment of a more open and transparent teagime. In 2010, as a consequence of the
recovery, increases in social spending were mordenate compared to those of 2009.
However, as a percentage of GDP, social spendimgireed above the pre-crisis levels. The
targeting of social spending has been significaimlgroved and the authorities are working
to improve the coverage of social programmes, whiahently reach only about 35% of the
poor.

Employment and social policy

Owing to the economic crisis, the suspension of ithplementation of the Sustainable
Development Programme @overty reduction continued in 2010.

The officialunemploymentrate fell to 6.7% at the end of 2010, from 7.0%ha&t beginning
of the year. Young people and women continued t@dxéicularly affected, with 19% and
75% of official unemployment respectively. Disablpdople continue to suffer from low
levels of employment.

In June 2010, Armenia adopted amendments to theurabBode relating tsocial dialogue
According to the law, trade unions have exclusights - in addition to the general employee
rights - in the areas of public consultations amikess. According to trade unions, the
amendments focus on improving the business enviemmmather than improving employees'
social conditions. In June 2010, Armenia adopteceraiments to the law on Labour
Inspection. Armenia continued implementation of 2007-2011 Decent Work Programme. It
also established a Working Group which will prepagular reports on the implementation of
the EU Social Charter and on approximation to Ejislation in the field.

In December 2010, in the field dfocial inclusion and protection Armenia adopted
amendments to the Law on State Pensions and a gmakalaws ensuring transition to a
funded pension scheme, including a minimum safetyfar those who do not contribute,
indexed to the CPI, a basic pension based on ypéaentributions, indexed to the CPI and a
funded pension component reflecting individual ctottions which is invested and paid out
in the form of annuities.
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4. TRADE-RELATED ISSUES, MARKET AND REGULATORY REFORM

Bilateral trade improved in 2010 from the 2009 slowdown with 1786rease year-on-year.
EU exports to Armenia increased by 4.2%, while etgpof Armenian products to the EU
increased by 59.9 %. In terms of commodity struesthiowever, Armenian exports to the EU
are still concentrated in a few commodities of lealue added (in particular, base metals
formed 61,9% and pearls and precious stones 19f ®twenia's exports to the EU in 2010).

Armenia continued to benefit from the special inoen arrangement for sustainable
development and good governandgSP+within the EU Generalized System of Preferences
(GSP).The Armenian authorities continued their effortsdase awareness of the GSP+ and
EU Export Helpdesk among the business community witview to improving Armenia’s
export performance.

The Armenian tax and customs system for alcohadlyets continues to be incompliant with
the WTO obligations (see under taxation)

Armenia continued to take steps towards implemgritie “key recommendations” made by
the European Commission on the basis of the 20i9ifading mission in order to prepare for
the DCFTA negotiations with the EU. During 2010 tjovernment developed and approved
a strategy for quality infrastructure reform, andfted strategies for the development of the
food safety system and the intellectual propertgtaereform. However, tangibly more
progress is needed in the key regulatory areasdierdo meet the pre-conditions for starting
negotiations. Making the institutional structure the negotiation process fully operational
and administrative capacity building also remaisgaificant challenge.

Armenia continued improving the institutional capaof the customsservice. Since April
2010, the “Mulberry” electronic document circulaticystem was installed in the State
Revenue Committee (SRC) to provide coordination ragncustoms and other authorities. It
makes it possible to connect all customs housescastbms checkpoints by means of a
unified flow of documents. The Customs Service twad upgrading its risk management
system by reinforcing cooperation between the wariaternal departments and by providing
additional training. During the third quarter of Z20the SRC created three new customs
offices, one customs point and one new customshease with a view to reducing the time
and paperwork needed for customs clearance. Consgliremain around procedures for the
verification of customs valuation. Further improvams are needed in areas such as risk
management, integrity, verification of certificates preferential origin, cooperation with
other enforcement agencies and access to the ntamational customs instruments, as well
as the role of customs in intellectual propertyhtig(IPR) protection.

Progress was made as regardsfthke movement of goods and technical regulationgn
particular, the Strategy for the Reform of Armesi®uality Infrastructure 2010-2020 was
approved by the government in December after extert®nsultations with stakeholders.

On sanitary and phytosanitary (SPS) issues, Armenia continued preparations tsvar
food safety strategy and action plan. It furthevedeped horizontal legislation including
amendments to the food safety law, the veteriramydnd the law on the registration of food
establishments. In December 2010, Armenia estaalish unified food safety agency and
further strengthened its laboratories. In June 28iMenia connected to the external window
of the EU’s Rapid Alert System for Food and FeedJdnuary 2010, Armenia expressed an
interest to extend its exports to the EU to incléidd and fishery products. It developed a
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surveillance system for aquaculture diseases. i ib meet ENP Action Plan objectives,

facilitate trade and prepare for a future DCFTAhwthe EU, Armenia needs to make

considerable progress with regard to legislatiod it enforcement, as well as to strengthen
the capacity of, and coordination among, the astins.

On the issues dbusiness climate, establishment and company lawa, new Action Plan for
improving the business environment was approveéanty 2010. Amendments to the draft
laws on Limited Liability Companies, Individual Eapreneurs and State Duty, as well as
amendments of the Civil Code initially approvedaiagovernment session in September, were
suspended. The Corporate Governance Code was athdrased on recommendations
provided by the Global Corporate Governance Forumthe International Finance
Corporation (IFC) and it was approved by the goment in December 2010. Armenia
slipped four places in the World Bank’s ‘Doing Busss’ 2011 ranking, to finish #&mong
183 nations, despite a clear improvement in tiadioross borders. In the field fiiancial
services,the CBA continued its efforts to implement the Ba$eprinciples for effective
banking supervision. The banking sector is wellitediped and has exhibited resilience to
stress-tests. The ratio of non-performing loanksffem 10% in 2009 to 5% in August 2010.
Nevertheless, financial intermediation remains lath private sector credit accounting for
around 24% of GDP. The crisis has also increasezdio currency lending, exposing banks
to indirect credit risks. The authorities are taksteps to ensure that these risks are managed,
but there is a need for continued strengthenintheffinancial sector supervision in order to
maintain robust confidence in the banking systei iamprove its resilience to shocks. The
foreign capital share of the banking sector remhigh.

Other key areas

In the area ofaxation, Armenia still has to adopt a consolidated versibthe tax code. In
October, Armenia approved amendments to the lavexamse tax, the law on presumptive
taxes for tobacco products, the law on Value Addlag, and the law on Domestic Market
Protection. The Armenian tax and customs systemafcohol products continues to be
incompliant with the WTO obligations and should keodified accordingly. The
implementation of the Tax Administration Strategy 2008-2011 continued in 2010 with the
focus on the development of an electronic declamasiystem, risk-based controls, and the
development of the electronic taxpayers’ databa#gethe end of the reporting period,
Armenia had agreements on avoidance of doubleitexatith sixteen EU member states,
fifteen of which were already ratified and had eadkinto force.

The State Commission for the Protection of Econo@ienpetition (SCPEC) continued its
efforts to strengthen the legal and institutiomalnfework forcompetition policy in 2010.
Stakeholder consultations on the proposed legislaimendments, to which both the
European Commission and World Bank contributedtesain September 2010. The SCPEC
developed a Strategic Programme for improving thmpetitive environment for the years
2010-2012. The role of the SCPEC is weakened biattieof financial independence. So far,
progress in introducing a system &tate aidhas been very limited.

Regardingintellectual property, the new laws on trademarks and geographical atidics
entered into force in July 2010. Draft implementiagislation of the law on trademarks was
submitted to the government. Draft amendmentseéd_#w on inventions, utility models and
industrial designs were submitted to the governnmemtugust 2010. Armenia still needs to
ratify the International Convention for the Protentof New Varieties of Plants (UPOV
Convention). While preparing ratification, Armerpeepared a law on the protection of new
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plant species which should become UPQOV-compatiimenia developed draft amendments
to the Code on Administrative Violations, which aiat re-enforcing the protection of
intellectual property. Armenia ranked fifth in a W&2010 software piracy study by an
independent expert organisation, with 90% of pitateftware, down from 95% in 2006 and
92% in 2009. The Armenian authorities drafted aR #hforcement strategy and action plan.
These drafts, however, still need to be finalised2010, the government submitted draft
legislation onpublic procurement to the parliament. Armenia also finalised the riegions
on the accession to the WTO Government Procurefgmeiement (GPA) in 2010. The GPA
Committee approved the terms of accession of Arenenthe Agreement in December 2010,
subject to the adoption of the GPA compliant precuent law. In 2010, Armenia initiated the
development of a system of electronic tenderingfdslic procurement.

Armenia made progress in the areaastounting The international financial reporting
standards (IFRS) and international financial rapgrsystems for small and medium-sized
enterprises (IFRS for SME) were made obligatorilarch and September 2010 respectively.
Armenia adopted a draft accounting law. There arelevelopments to report regarding the
establishment of an independent regulatory bodpéoounting anduditing.

In the area o$tatistics,the Armenian national classification of economitivéity was revised
to make it compatible with the NACE (Rev. 2) Stidel Classification of Economic
Activities in the European Community. In 2010, tNational Statistical Institute (NSI)
developed and adopted the “Armenian Classificatrterritorial units for statistics” in
accordance with the main EU methodological recondagans and principles. The AA
negotiations on statistics were provisionally codeld in November 2010.

In the area oénterprise policy, some progress was made. In October 2010, Arnssfupted
amendments to the law “On State Support of Small Bedium Entrepreneurship”. The
government allocated AMD 150 million (EUR 278,000)the SME Development National
Centre (SME DNC) to continue supporting SME develept, by providing technical,
financial and international cooperation assistaite. SME DNC Hotline received numerous
inquiries, complaints and recommendations. In order better respond to these
communications, the SME DNC established a coomerathechanism with the Tax and
Customs Services, the Register of Legal Persontheofministry of justice and the Land
Register. SMEs still face difficult conditions dé@sptax and customs reforms, and there is
still a need for improvements in access to inforamat

In the area opublic internal financial control, the Internal Audit law was adopted by the
Parliament in December 2010, providing the fulldiegasis for functioning of the Central
Harmonisation Unit for Financial Management and @ir(FMC) and Internal audit, which
was institutionally already set up in the MinistidyFinance in June 2010. In November 2010,
the government adopted a Policy Paper and Acticen Abr 2010-13 including the
introduction of managerial accountability. With aed to external audit, the Chamber of
Control started cooperation with the State Audgtitlation of the Netherlands on adapting
audit practices to the standards of the Internatio@rganisation of Supreme Audit
Institutions (INTOSAI), while also cooperating witlSIGMA on its own Strategic
Development Plan.
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5. COOPERATION ON JUSTICE, FREEDOM AND SECURITY

A first meeting of the EU-Armenia Subcommittee arstice, Freedom and Security took
place in Yerevan in July 2010, underlining the styanutual willingness to deepen relations
in this policy area. Discussions started betweer&t, Armenia and a group of interested EU
Member States on the establishment of an EU-Armigioibility Partnership.

In November 2010, Armenia adopted its Border Séguand Comprehensive Border
Management Strategy, to be followed by a time-saleetiAction Plan. In September 2010,
as part of the Southern Caucasus Integrated Biddeagement (SCIBM) project, Armenia
hosted a bilateral workshop on integrabedder managementstrategies with Georgia. Work
continued on border demarcation with Georgia almiggthe further professional training of
border guard personnel, including the abolitiothef conscription system.

Work also continued on a national action plamagration and asylum. With support from
OSCE and the International Organisation for Mignati(IOM), Armenian government
officials received training in biometrics and ID nagement to prevent identity fraud,
irregular migration, migrant smuggling and humaaificking. Good progress was made in
the area of document security with the preparatifors the introduction of biometric
passports. Technical requirements for Armenian gats and ID cards with biometrical
parameters were finalised and a tender for theicymement was launched.

With regard to the fight againstrganised crime in September 2010 Armenia signed the
2007 Council of Europe Convention on the Protectib@hildren against Sexual Exploitation
and Sexual Abuse. It is yet to accede to the TAdditional Protocol to the United Nations
Convention on Transnational Organized Crime orlltiot Manufacturing and Trafficking of
Firearms, their Parts and Components. Inter-agamey continues on developing a national
strategy to combat organised crime.

Armenia continued its efforts to comply with thenimmum standards for eliminating the
trafficking of human beings. Legislation was enacted to increase the minimumalpe for
convicted trafficking offenders, to allow the cosdation of their assets, and to exempt
trafficking victims from criminal prosecution forimes committed as a direct result of being
trafficked. The government allocated some fundiog Victim assistance and made some
progress in the implementation of its nationalficafng victim referral mechanism. The topic
of trafficking in human beings was introduced itfte school curriculum in Armenia.

With regard to the fight againdtugs, a timetable for action was adopted in July 20a0eu
the 2010-12 National Programme on Combating Druditah and Trafficking of Narcotic
Drugs. It included specific actions for rehabilibat as well the establishment of a monitoring
and evaluation system to assess its impact, uhderdordination of the ministry of health. In
this regard, capacity building, data collection amtdrnational cooperation remain key issues.
A national awareness preventive campaign “Hemp Pdppl0’— was organised by the
Armenian police in August-September 2010. In Octod@10, Armenia attended the ENP
regional seminar on the EU drug monitoring systeganised by the Commission and the
European Monitoring Centre for Drugs and Drug Atidit (EMCDDA) in Brussels.

With regard to the fight againgtoney laundering, Moneyval adopted a progress report in
September 2010 on Armenia’s implementation of revemdations resulting from the third
round mutual evaluation report adopted in Septen2®®9, particularly in relation to key
recommendations of the Financial Action Task FqFe&TF). The Central Bank submitted a
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draft amendment to the law on the Fight against &johaundering and Financing of
Terrorism for the government, which was amendegdrliament in December. Consolidation
of technical and human resources to combat monedkxing, corruption and terrorism
financing remains a priority.

In the area opolice and judicial cooperationArmenia has yet to ratify the Second Protocol
to the European Convention on Mutual Assistanc€riminal Matters. Armenia also has yet
to sign two key Hague Conventions on internatigodicial cooperation, namely the 1965
Convention on the Service of Documents and the T8atvention on the Taking of Evidence
Abroad in Civil or Commercial Matters. No progresan be registered regarding the
accession of Armenia to some important internati@umventions regarding family law such

as the 1980 Hague Convention on the Civil Aspettaternational Child Abduction and the

1996 Convention on Parental Responsibility andRhatection of Children. In November,

Armenia signed a cooperation agreement to strengplodice and judicial cooperation with

Poland, while a declaration on a similar agreemétit Germany was awaiting signature in
early 2011.

As regardsdata protection, Armenia signed the 1981 Convention for the Ptatacof
Individuals with regard to Automatic ProcessingPefrsonal Data and the Additional Protocol
on supervisory authorities and trans-border datadlin April 2011.

6. TRANSPORT, ENERGY, ENVIRONMENT , THE INFORMATION SOCIETY , RESEARCH AND
DEVELOPMENT

Armenia started to implement its 2009-20&@nsport sector development strategy. As
regards infrastructure policy, Armenia made progres the planned North-South road
corridor (scheduled from 2009 to 2017) and on tifeabilitation of the existing Yerevan-
Thilisi rail link.

The newly established National Road Safety CouatiArmenia (NRSCA) held its first
meeting in September 2010. Thanks to the successfpliémentation of the National Road
Safety Strategy, the number of casualties due ad axcidents fell in 2010. As regards the
introduction of the digital tachograph under the -HRE European Road Transport
Agreement on driving times and rest periods, Araetid not implement all the measures
provided for in that agreement concerning the msguwf cards for drivers, undertakings,
workshops and controllers before the end of therémice period on 31 December 2010.

In the air sector, Armenia has not fully removedtnietive commercial and regulatory
measures in order to improve aviation efficiencgl aoannectivity.

Armenia and the EU stepped up theirergy dialogue, inter alia, via the first ever Energy
Subcommittee meeting, held in October 2010 in YamevArmenia pursued the safety
upgrading of Medzamor Nuclear Power Plant (MNPRJ aantinued to credit the nuclear
decommissioning fund in view of the planned closofethis plant by 2016. The EU
continued to request closure as soon as possilibeebthis date since the MNPP cannot be
upgraded to meet internationally recognised nudagety standards

In August 2010 Armenia and Russia signed an intengonental agreement to build a
nuclear power plant (NPP) probably between 2012204@. The Armenian government and
Rosatom (Russia) are participating in the projedbich is open to other international
investors. In 2010, Armenia made progress on teahsitudies concerning the future NPP,
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including issues related to the seismicity of the. SThe spent nuclear fuel/radioactive waste
strategy and the detailed decommissioning planhferexisting plant are still in a preparatory
phase. A joint Armenian-Russian company continudti & survey on the possible use of
domestic uranium resources.

In May 2010 Armenia applied to become an observeleu the Energy Community Treaty.
The parliament examined draft amendments to thetradsy, gas and energy efficiency acts.
In April 2010, Armenia increased its gas pricesnitiated an assessment on the possible use
of domestic oil shale.

Armenia prepared a draft action plan on energyciefiicy and the use of renewable energy
sources. The country further developed the useepnéwable sources. In addition, (small)
hydro, wind, photovoltaic, geothermal and bio etilamere targeted. Armenia continued to
construct and upgrade power plants. In 2010, thwtcp completed a study on the extension
of the Abovyan underground gas storage (UGS), whicplans to implement. Armenia
continued building domestic gas pipelines and coting customers to the gas network. It
also increased the safety of the gas network. Ararfemther upgraded its electricity networks
and advanced the development of new electricitgraatnnections with Georgia and Iran.
Armenia and Iran initiated plans for constructingeav oil product pipeline between their two
countries.

In the field of climate change, Armenia submitted its Second National Communicatio
(SNC) to the UN Framework Convention on Climate @& (UNFCCC), including a
greenhouse gas inventory, and mitigation and atiaptmeasures.

Armenia also took steps to prepare further Cleaneldpment Mechanism (CDM) projects,
even if no new projects were registered at the &Nl| leaving the total number of registered
projects at five The European Commission continued to support Aren@miimplementing
the Kyoto Protocol.

Armenia is encouraged to fully implement the Canegreement and in particular devise a
low carbon development strategy including updatermation on target or actions that it will
implement

In the field of theenvironment, Armenia continued implementing its environment@ciplan

for 2008-2012, inter alia with regard to the depah@nt of the legislation. However, the
legislative framework continues to require furthdgvelopment, in particular as regards
implementing legislation. The act on environmenfadotection and legislation on
environmental expertise and self-monitoring of ctamge are still under preparation.
Changes to existing air quality legislation areodiging prepared, including introduction of
the concept of Best Available Techniques (BAT).garatory works are also under way for
the protection of water resources through decesg@@imanagement at river basin level and
for reducing risks of hazardous substandéentinued attention is required in order to
implement existing strategies and plans and tdéurenhance monitoring and enforcement.
Armenia established inventories of landfills, olesel pesticides and PCBs. Further
strengthening of administrative capacity at alelevof the country remains a major challenge,
and coordination between authorities continue®tmire attention. Armenia took some steps
to promote the integration of environmental consitiens into other policy sectorsyuch as
industrial policy.
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There were no significant developments with regaod preparations of state-of-the
environment reports. Armenia nevertheless continieedarry out some other activities to
provide information to the public. Procedures aodstiltation with the public in the context
of environmental assessments continue to requiteplar attentionAmendments to the law

on environmental impact assessment being debatedhen parliament raise concerns
about possible negative environmental effectsragifiom procedural simplification.

Armenia ratified the Protocol on Strategic Enviramtal Assessment to the United Nations
Economic Commission for Europe (UNECE) Convention &nvironmental Impact
Assessment in a Trans-boundary Context. There m@ggnificant developments as regards
the accession or ratification with regard to theaeing relevant UNECE Conventions and
Protocols. Furthermore, the implementation of sgivagreements, which have already been
ratified, requires particular attention. Armeniatmapated in the EU Water Initiative, which
included a national policy dialogue. Cooperatiord anformation exchange took place
between the European Commission and Armenia, imgudn water, forestry, waste
management, environmental data, nature protectidraa quality.

The Regional Environmental Centre (REC)for Caucasuscarried out regional activities in

2010, including in the fields of information andhbtic participation, environmental policy and
local environmental action plans. The REC alsohiertimproved its internal management,
fund-raising and visibility in 2010. Nevertheless carries over a financial shortfall from

previous years which is hampering its activities.

In the field ofcivil protection, a concept paper on seismic safety and the edtai#ist of a
crisis management centre were approved. Preparatctipns for strengthening various
aspects of civil protection are under way, inclgdmanagement reforms and new legal acts.
There are also activities under the EaP framewgdage see the sectoral report).

Progress in regulatory reform in the aredrgbrmation Society was modest in 2010, even
though Armenia’s regulator (the Public ServicesuRegry Commission) plans to introduce
mobile number portability, access to the infraduite and a simplification of the market entry
procedure. The adoption of these measures woulttelgein creating the conditions for

competitive markets, which currently still const#ua de facto monopoly in the fixed

telephony market. The number of Internet users sigeificantly, although consumers still

have complaints about the quality of the Interfiée leading mobile operator is introducing a
4G network (LTE technology) in Armenia.

In the audiovisual sector, freedom of reception and retransmissiotelefvision broadcasts
coming from other countries remains difficult, agmenia has not yet ratified the Council of
Europe Convention on Transfrontier Television.

Armenia'sresearchinvestment and capacity remains relatively mod&shenia continued to
increase the number of applications submitted ® Tth Framework Programme (FP7).
Eighteen research organisations were successthiein applications as of November 2010,
receiving EUR 880,000 of EU funding, particularigder parts of the programme relating to
international cooperation, research infrastructurasd information and communication
technologies.

Armenia continued to participate actively in thetehmational Science &Technology
Cooperation Network for Eastern European and CeAsian countries (FP7 IncoNet EECA
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project), which aims to support a bi-regional EUEZE policy dialogue on science and
technology and to increase EECA participation 7 .FP

Armenia is a target country under the new FP7 hatonal Cooperation Network for Central
Asia and South Caucasus countries (FP7 IncoNet CAWhich was launched in April 2010
and aims to strengthen and deepen EU S&T cooparatith the CA/SC countries, and also
with the Republic oMoldova.

Armenia is also playing an active part in the Bl&#a ERA-NET project, which aims to
contribute to the coordination of research progra@siof the EU member states and partner
countries targeting the extended Black Sea region.

7. PEOPLE-TO-PEOPLE CONTACTS, EDUCATION AND HEALTH

In the field of higher education the ministry of education and science developed n
admissions rules for public and private universiiie order to create fair and equitable access
based upon the results of a unified school gradaakamination. Under the requirements of
the Bologna Process, the National Centre for Psideal Education (ANQA) drew up its
strategic plan for 2010-15 in June, while qualgg@ance standards for higher and vocational
education, which are compatible with the Europdandards (ESG), are being developed. In
February, the ministry also adopted a new policy distance learning. Work on the
development of a comprehensive national qualificeti framework comparable to the
European Qualifications Framework (EQF) advanced, wdile a new law on secondary
education in July enabled 91 new high schools tedteblished.

Higher education reform in Armenia continued to df@rfrom participation inTempus, with
four projects selected under the third Call for gosals of Tempus IV. Armenia also
continued its active participation in tlisrasmus Mundus programme in the academic year
2010-11 with the expected award of six scholarshipsErasmus Mundus Masters Courses
under Action 1 and a further 29 mobility grants sbudents and academics under Action 2.
For the first time, in 2010 dean Monnetinterdisciplinary module was awarded to Yerevan
State University to increase understanding of Bétiens with the Southern Caucasus in the
context of the ENP.

With regard tovocational education and training Armenia further consolidated reforms
with substantial EU assistance in the areas oheataining and refurbishment of vocational
training colleges. The ministry of education anigsce adopted state standards for vocational
education programmes for over 80 professions, whitier expanding the modular learning
approach. In addition, it established its own tifed learning department in October 2010

In the area o€ulture, Armenia participated in four projects under tl0d@ Special Action for
ENP countries under the Culture Programme. In Jgntae ministry of culture approved a
programme for the protection and use of intangibikkure for 2011 alongside a procedure for
documentation and certification. To advance itsaieg) cooperation in the framework of the
Eastern Partnership and the Kyiv Initiative, Arnzers due to ratify the 2005 CoE Framework
Convention on the Value of Cultural Heritage foctety.

Armenian young people anauth organisations continued to benefit from the opputies
offered by the Youth in Action Programme, througithleanges, voluntary service and youth
cooperation activities in non-formal education.
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Armenia continued the reform of itealth sector, addressing primary health care and health
insurance in particular. In November 2010, the aingnts to the law on medical assistance
and medical services, aimed at extending the fiftee@ medical services, entered into force.
The draft health care law remains in a preparagtage. The government endorsed a concept
for improving the quality of health services. In tdla 2010, as a result of last year’s influenza
A (HIN1) epidemic, the European Commission and Ammesstablished communication
channels for the exchange of epidemiological infion in the event of a public health
emergency of international concern. In April 20 hmenia adopted a strategic plan on
HIV/AIDS and tuberculosis covering the period 2Mt4.

8. FINANCIAL COOPERATION —2010KEY FACTS AND FIGURES
Cooperation framework

The Mid-Term Review of the programming documentficored that the Country Strategy
Paper adopted in 2007 remains a valid frameworkcémperation with Armenia. The new
National Indicative Programme (NIP) 2011-13 for A&mma was adopted in March 2010 and
has a budget of EUR 157.3 million. The programmegasred towards supporting the
achievement of key policy objectives as outlinedha EU-Armenia AP and pursues three
priorities: (1) democratic structures and good goaace, (2) trade and investment;
regulatory alignment and reform, and (3) socio-etoic reform and sustainable
development.

The NIP 2011-13 includes a specific appropriatioriilance new actions under the Eastern
Partnership, notably a Comprehensive Institutiofidiwg programme (CIB) (a minimum of
EUR 32.8 million) and Cohesion Policy (a minimum BUR 7.1 million). The CIB
Framework Document (FD) was signed in November 2814 identified the following key
areas for support: strengthening of the institwgiastructure for the negotiations for the AA,
justice, freedom and security, anticorruption, gmdparations for the negotiations of the
DCFTA part of the AA. Core institutions identifieth the FD will have to develop
Institutional Reform Plans, to be supported as pathe Annual Action Programmes (AAP)
2011-2013, by means of a variety of tools includieaghnical assistance, Twinning, TAIEX,
SIGMA and training.

In the field of Regional Policy dialoguea seminar for regional and national officials was
organised by the Ministry for Territorial Integrati and TAIEX in January. Armenia
requested in December to establish a regional ypadlialogue with the Commission during
2011.

I mplementation

Implementation of the measures covered by the RI722010 is underway. These measures
include the programme on Vocational Education araining (VET) (AAP 2007, EUR 16
million) which was completed in July 2010. As auigsthe VET Department of the ministry
of education and Science has been reorganised tanehanitoring capacities have been
strengthened. Moreover, 12 VET schools have bedgcted to become multifunctional
regional centres and modernized. A National Ceilitnie VET Development has been
established and is fully operational.

In addition, the "Justice reform programme” (EUR d#llion) is ongoing. Under this
programme Armenia undertook to develop a comprebergrategy for implementation of
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judicial reform and a proper Public Financial Masagnt (PFM) system in the sphere of
justice and to improve the law implementation syst&loreover, a substantial decrease in
corruption in the judiciary should be achieved. @thbjectives include improved access to
justice, leading to a wider application of the tighjustice and increased independence of the
judiciary, in an effort to strengthen the credilyilof court proceedings. Armenia also made
efforts to establish cooperation with the judicaald law enforcement authorities of EU
member states.

The need for further support in the area of VETtlethe identification, under the 2009 AAP,
of a further sector budget support operation toeupith the reform of the VET sector (EUR
15 million) focussing on better quality of VET dgisiand delivery, establishing a technical
support structure (National Centre for VET Develgot) and increasing government
ownership of the reform process. Implementatiot stdrt in 2011.

In 2010, a total amount of EUR 27.7 million was coitted to Armenia under the bilateral
appropriation of the European Neighbourhood andnBeship Instrument (ENPI). The 2010
AAP included a EUR 21 million multi-sector budgetipport operation to assist the
government in implementing a number of key areathefEU-Armenia AP and in preparing
for the negotiation of the AA in the area of DCFTA.

Considerable resources have been devoted to thinfurof twinning operations (EUR 5
million in 2007, EUR 6 million in 2008, EUR 5.5 ridn in 2009, EUR 5.5 million in 2010).
At the end of 2010, there were four twinning opiersg ongoing and a further 7 in
preparation.

In addition to the bilateral allocation, Armenias@lbenefited from cooperation activities
financed under the ENPI cross-border, inter-redicarad regional programmes. Armenia
participated in the ENPI Cross-Border Cooperat©BC) programme Black Sea Basin (EUR
21.3 million for the whole programme in the peridd07-13). The main priorities of this
programme are to support cross-border partnerdbipgconomic and social development
based on combined resources, to share resourcescangetencies for environmental
protection and conservation, and to support culana educational initiatives to establish a
common cultural environment in the Basin.

Under the ENPI-financed Neighbourhood Investmeiilia (NIF), two projects in Armenia
received provisional approval in 2010: they wer Yrerevan Metro Phase Il programme and
the Kotayk Solid Waste Management programme.

Other EU instruments supplement the ENPI assistpackage. Armenia has benefited from
cooperation activities financed under horizontatimments such as the European Instrument
for Democracy and Human Rights (EIDHR) and the Dmw@ent Co-operation Instrument
(DCI) thematic programmes: Non-State Actors andaldathorities in Development (NSA-
LA) and Food Security.

In 2010 the EU Advisory Group continued to provilgport to the core areas of the EU-
Armenia AP. Substantial contributions were madth&Armenian reform efforts in the areas
of customs, protection of human rights, anticoriapaind good governance, and trade related
areas, particularly technical barriers to tratlee EU is continuing to fund the activities of the
EU Advisory Group to Armenia with EUR 4.2 millionnder the 2009 AAP. The EU
Advisory Group will provide targeted advice in theeas related to the AA and focus on the
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areas of democracy and human rights, justice,tyibeemd security and also preparations for
the DCFTA.

With regard to assistance in the area of Nucle&et§igorojects providing On-Site Assistance
and the supply of equipment worth EUR 11 milliorthe Nuclear Power Plant of Medzamor
are currently being implemented under the Instrunf@mNuclear Safety Cooperation (INSC)
programme (2009 funding). Other safety upgradingjgmts worth EUR 13.6 million and
aimed at further improving the safety culture oé tArmenian nuclear power plant were
programmed under the INSC Action Programmes 20089 2nd 2010.

In November 2010, the conditions governing EU Méeémmancial Assistance (a loan of EUR
65 million and a grant of EUR 35 million) were agdewith Armenia. The MFA was aimed to
alleviate the effects of the global financial cisThe first disbursement of the MFA is due to
be made in the second quarter of 2011.

In 2010 the European Investment Bank signed i$ lignding operations with the government
of Armenia. The EUR 5 million financing will be usdéor upgrading the metro in Yerevan,
thereby helping to improve the urban environmenh@éArmenian capital.

Donor coordination

In 2010, donor coordination mainly concerned ther fieading donors (WB, IMF, USAID
and EC), with the participation of the ministeremonomy. Armenia has taken on increasing
responsibility for the coordination of donor acties.
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