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Water resources are an important part of the natural resources of the Republic of Armenia. The study of
the economic-legal system for regulating water relations, adopted in the early 2000s, shows that there are
numerous shortcomings and gaps in the field occurred mainly from the violation of the requirements of the
existing legal system. At the same time unnecessary changes and additions to the constitutional laws have
actually worsened the state of the utilization of water resources in the Republic of Armenia. This has posed a
challenge to the country which requires immediate correction of deficiencies and shortcomings in water
relations, the creation of modern economic-legal system that takes into account the harmonization of both the
state (as the owner of water resources) and the public interests thus ensuring effective partnership. The latter
particularly implies the expansion of frameworks of state-private sector partnership and the application of
various methods of such partnership.
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Introduction

Water resources are the most important state resources and the rights of their disposing,
possessing and using are defined by the RA Water Code (adopted by the National Assembly of the
Republic of Armenia on June 4, 2002 along with the RA Law on Corporations of water consumers and
Associations of water consumers).

The Water Code of the Republic of Armenia, adopted on June 4, 2002, founded the new legal-
economic and organizational system of water relations of the Republic, which, in addition to the above
mentioned Code, includes the following three constitutive laws: Laws of the Republic of Armenia on
«Companies of Water consumers and Unions of Water consumers», «Fundamentals of national water
policy» and «National program of water».

Conflict setting

Taking into account that the aforementioned legal acts are systematic documents in the field of
water relations and more than 17 years were required after they had come into force and there are still
many shortcomings and gaps in the field, first of all let us try to analyze and evaluate the legal status
of these documents realizing the need for sectoral reforms which will serve as a basis for meaningful
changes in further reforms as well.

However, as the analysis shows, after the adoption of the Water Code, the activity of the system
did not improve at all, but on the contrary, the costs and debts of the system increased while the
efficiency of management decreased. One of the reasons of such a situation is the number of
settlements left out of the services of supplying drinking water (one reason is also that out of the five
forms of water consumption defined by the RA Water Code only the right of free utilization of water
systems has been applied so far and the remaining four which should implement new ways of
investment and management in the water systems and in water consumer- companies — state relations
remain on paper. An exception to this rule is the service of supplying drinking water provided by the
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renter, but which also cannot be considered as highly effective especially when we take into account
the high level of drinking water losses (about 570 settlements).

Thus, most of the irrigation water pipelines in Armenia were built during the Soviet era and
have a high degree of fatigue. The water supply systems of the Republic of Armenia have been in
operation for 15-50 years, most of which are technically inadequate and currently the losses in the
water supply system make up 80%.

Hence all water consumers, the companies of the system and aslo the state are now dissatisfied
from the acting system.

Research results

Water Code of the Republic of Armenia. The RA Water Code can be considered as one of
the most important codes of the third republic without exaggeration as it regulates perhaps the most
valuable and indispensable resource of the Republic of Armenia such as water without which not only
the economy of the country, but also the population of the country and its economy can not survive.
In other words, the relations regulated by the Code refer to the vital activity of the whole republic.

The purpose of the RA Water Code (Article 6) is: the protection of national water resources,
satisfaction of the needs of citizens and the economy through effective management of consumable
water resources, ensurance of the environmental sustainability and the provision of legal bases to solve
the issues of the Code. Based on this purpose the Water Code was designed as a firm set of
interconnected parts (chapters) whose implementation and application had to proceed in an organic
and logical unity especially over time.

However, as the study of amendments and supplements to the Water Code shows (Table 1),
they are numerous and in many cases have not only violated the timeliness of the implementation of
the Water Code, but have significantly reduced the effectiveness of the measures provided by the
Code.

Table 1
The amendments and supplements to the Water Code of the Republic of Armenia
(adopted on June 4, 2002 by the National assembly of RA)
N Date of amendments Total From which
and supplements Number Article (s) Number Article (s)

1 2 3 4 5 6 7
1 31.03.2003 2 1 121 1 121
2 04.11.2003 1 - - 1 121
3 18.11.2003 1 1 121 - -

38, 39, 43, 44, 46, 79,
4 25.12.2003 8 7 14, 121 1 79.1
5 22.11.2004 1 1 121 - -
6 08.12.2004 1 1 121 - -
7 08.12.2004 5 5 121 - -
8 20.05.2005 1 1 121 - -
9 20.05.2005 3 2 121 1 121
10 21.02.2007 1 - - 1 79.1
11 16.11.2009 1 1 33 - -
12 03.10.2011 2 1 33 1 8

Title of 13", 61" and 1,14, 49,551,
13 24.102011 1 4 9" chapters, 71 ! 61.1,61.2, 71.1
14 19.06.2013 1 1 33 - -

1,5, 12, 14, 19, 20, 36,

38-43, chapter 5.1

15 23.06.2015 36 31 (47.1-47.3), 48, 56, 57, ° L 47'1’14271'2’ 473,

58, 59, 62, 73, 78, 79,

79.1, 114, 118, 121
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1 2 3 4 5 6 7
19.1,19.2, 25.1,

16 21.12.2015 16 6 1, 8, 10, 19, 30, 33 10 30.1, 30.2, 32, 34,
37.1,37.2,37.3

17 29.06.2016 1 1 78 - -

18 17.11.2017 3 2 10, 37.1 1 37.1

19 23.03.2018 3 3 63, 64, 64 - -

1,4, 113, 14,19.1,
20 02.03.2018 16 13 25.1, 39, 68, 75, 78, 3 62.1, 62.2, 62.3
101, 103, 104

21 21.03.2018 1 - - 1 10

22 16.12.2016 1 1 93 - -

23 23.03.2018 3 1 12 2 1.1,3

24 19.06.2019 3 2 30.2, 92 1 1

25 28.06.2019 2 1 33 1 30.1

The study of amendments and supplememnts made show that the most amendments and
supplements had been made in Article 121 of the code (Transitional theses). Though it is foreseen by
the first part of the Article that till July 1, 2004 the legal acts containing legal horms in water relations
should be correspondent to the Code, but before these acts are correspondent to the Code in water
relations, they are implemented as long as they are not contradicting to the law, however, according to
transitional theses, almost all legal acts supporting the operation of the Code, had been admitted with
unnecessary noticable delays of deadlines and postpones or had not been adopted at all thus making
the Water Code “invalid”. Let us bring several examples only.

Hence, according to the 4™ part of the Article 121 on basics of national water policy the bill of
RA Law should have been presented to the National Assembly of RA by the RA Government during
six months but the RA Law on basics of national water policy was adopted only on May 3, 2005.
According to the same Article of Water Code, the discussion of the bill on national program of water
should be held during one year, but RA Law on national program of water was adopted November 27,
2006. And the bill on drinking water according to the 4" part of Article 121 of RA Water Code had to
be presented to the discussion of National Assembly of RA during two years (later the date was
changed into 4 years), has not been adopted up to now.

The 6™ Chapter of RA Water Code is of separate importance and topic of discussion which runs
about the 5 following ways foreseen in the Law on consumption of water resources and their
management which are state property:

1) by accreditation management (which is regulated by Articles 50-52 of the Code and by the
Government Decree N 81-N of January 9, 2003 which describes the procedure for accreditation of
water systems);

2) by an agrement of concession (regulated by Article 53 of the Code and the procedure for
signing agreements of concession on water systems by the decree of the Government of the Republic
of Armenia N 245-N of January 30, 2003);

3) by creating trade organization (regulated by Article 54 of the Code),

4) by renting (regulated by Article 55 of the Code and by the decree of RA Government N 243-
N of January 30, 2003 on enabling the private business entities to rent the water systems),

5) by agreement of free utilization of property (regulated by Article 55.1 of the Code).

The variety of ways of utilization water systems mentioned above was aimed at  providing the
water sector with advanced methods of management and opportunities for managers to increase
responsibility for fulfilling their tasks thus attracting investment resources in this area as well. All of
these has not been implemented in practice and, in fact, the implementation of 4 of the 5 forms of
water management in Chapter 6 of the RA Water Code was distorted and mainly the free use of water
systems management was being preferred which was not envisaged at the time of the adoption of the
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RA Water Code (2002) (the first 4 forms mentioned above were envisaged). This form of transfer of
the rights of property was augmented by a supplement to the RA Water Code (SL-273-N) on October
24, 2011 when the first part of Article 49 of the Code was amended by new paragraph 5 which
provides signing contracts for free use of property of water systems. In this case it is unclear how the
water systems were managed for over ten years unless the methods provided by the Code of Water
Systems Management were applied.

The above mentioned process of transferring the rights of utilization of water systems, how
strange it may seem, has been “implemented” by the Government of the Republic of Armenia. Thus,
the decrees of N 81-N of the Government of the Republic of Armenia of January 9, 2003 on
“Approval of the regulation of assigning the state-owned water system to the accreditation
management ” and N 243-N on “Approval of procedure of transfer by renting according to the rights
of utilization of state-owned water systems” on January 30, 2003 of the Government of the Republic
of Armenia and in all three Decisions N 245-N of the Government of the Republic of Armenia of
January 30, 2003 on the Procedure for transferring the rights of utilization of state-owned water
systems by concession agreement” were adopted for implementation of the RA Water Code. There
was paragraph 2 in all three decrees stipulating that the Chairman of the State Committee of Water
Economy by the Government of the Republic of Armenia was to submit to the Government of the
Republic of Armenia the list of state-owned water systems (their parts) apt to accredited management,
renting or concession agreement within 4 months thus classifying them by priority.

However, instead of making the above classification and submitting recommendations to the
Government of the Republic of Armenia, by the decree of Government Decision N 9-N, adopted on 15
January 2004 the 2™ paragraphs of those three decrees were recognized as invalid leaving much
uncertainty in the decision-making process and in this way essentially demonstrated the reality which
excludes the use of progressive ways of transfer and management of the rights of utilization of water
systems.

Hence, we can certainly insist that an absolute state monopoly has been established in the field
of water utilization and management which has led to inefficient use and management of these
systems excluding the use of progressive ways of management. And if we consider that water
resources are the exclusive property of the state, we believe that the diversity of water systems
utilization and management is a tool that can significantly improve the efficiency and use of
management of water resources.

Therefore, by preserving the diversity of utilization of state-owned water systems and their
management under the RA Water Code, their practical application should be continued by correcting
governmental errors in this area as well as allowing private capital to be incorporated into these
systems and the application of new forms of management. For this purpose it is proposed to add to the
RA Water Code new forms of rights of transfer of water systems (6): building - ownership -operation -
transfer (BOOT) for realizing programs and (7):  building — ownership — operation or building —
renting - mastering that will ensure improved governance, access to private property to these systems
thereby ensuring competition which can significantly improve the situation.

The reform of the use and management of state-owned water systems can be substantially
promoted by the Law on State-Private Partnership adopted on June 28, 2019, and according to the
peculiarities of utilization and management o water systems, if necessary, they should be mentioned in
the Water Code as well. In such cases, the government may define the peculiarities of state-private
partnerships depending on the nuances of the particular transaction.

The proposed approach will contribute to the elimination of the state-owned monopoly on water
systems management which reminds us of Spanish playwright Lopez de Vega's work “The Dog on the
Grass”. As for the different forms of use and management of water systems (including the transfer to
communities), this will be decided in practice as the legislative changes already adopted and proposed
by us allow the application of these forms within the limits established by RA laws and other legal
acts.
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RA Law on «Companies and unions of companies of water consumersy

Formation and activities of CWCs. According to the RA Law on «Companies and unions of
companies of water consumersy stated in 2002 aimed at improving the irrigation systems of RA based
on the idea of hydrounit about 50 companies of water consumers had been crated in the republic.

54 water consumption companies (CWUs) were formed on a voluntary basis in the Republic of
Armenia with the support of the World Bank in 2003-2004. As a result of optimalization of
institutional reforms in the field of irrigation, the companies have been reorganized in several phases
as a result of which 15 CWCs are currently in operation. Unlike the drinking water supply system, the
primary and secondary water supply functions are carried out by different organizations in irrigation
system.

CWCs play an important role in irrigation water management. In particular, the operation and
maintenance of inter-economic and intra-economic systems as well as the preservation of small
pumping stations and reservoirs have already been transferred to CWCs.

According to RA Government Decree N 422-N on 22.04.2015, the powers of the Executive
Body of the Board of Regulators of RA CWCs and UWCs have been authorized to the State
Committee of Water Economy (currently the Water Committee of the Ministry of Territorial
Administration and Infrastructure). The management bodies of the CWC are the General Meeting of
the Company and the Administration Council. The CWC is headed by an elected executive director.

CWCs were formed mainly on the basis of the indivisibility of one hydrounit operating about
1700 km of inter-economic and about 16 thousand km. km of inland canals, over 55 small and
medium reservoirs, pumping stations and about 650 deep wells 90 of which are self-fountaining in
over 600 communities for the provision of irrigation water supply services to about 180 thousand
water users.

According to the Land Cadastre of the Republic of Armenia, the irrigated land in Armenia is
about 210 thousand ha 190 thousand ha of cadastral irrigated land are in the service area of CWCs. In
recent years, CWCs have actually irrigated about 90 thousand hectare of land (Chart 1).
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Chart 1. Factually irrigated areas by water consumption companies for years

The studies show that the costs of water consumption companies increase year by year and at
the same time the percentage of tax costs of water consumption companies decrease. Hence, the rates
of the last five years show that the percentage of fees sharply decreased comprising 81,5% in 2014,
81,2% in 2015, 75,5% in 2016, 63,5% in 2017 and 48% in 2018. According to separate CWC water
distribution, the income of the companies and data on the fees and the structure of the rates in 2018 are
presented in Table 2.
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Table 2
The rates and structure of RA CWCs water distribution, income and toll and toll rate in 2018
Water
N/N Name of CWC distribution Income th. AMd Toll th. AMD Rate of toll %
th.m 3
1 Yerevan 24,019.80 264,217.80 172,324.00 65.0
% to the total 4.32 4.05 5.25
2 Artashat 71,595.90 787,554.90 519,506.90 66.0
% to the total 12.88 12.06 15.82
3 Ararat 32,677.90 357,374.80 339,069.10 94.9
% to the total 5.88 5.47 10.33
4 Armavir 140,205.20 1,542,257.20 502,429.00 32.6
% to the total 25.22 23.61 15.30
5 Ejmiatsin 101,358.00 1,114,938.00 346,760.00 31.1
% to the total 18.23 17.07 10.56
6 Shenik 34,523.20 709,755.00 333,239.70 47.0
% to the total 6.21 10.87 10.15
7 Aragatsotn 62,563.40 688,197.40 303,500.00 44.1
% to the total 11.25 10.54 9.24
8 Talin 20,733.00 228,063.00 114,271.00 50.1
% to the total 3.73 3.49 3.48
9 Kotayq 30,639.00 406,869.00 291,698.50 71.7
% to the total 5,51 6.23 8.88
10 Gegharqunig 7,094.00 78,034.00 52,203.60 66.9
% to the total 1.28 1.19 1.59
11 Shirak 6,310.00 69,410.00 65,451.80 94.3
% to the total 1.13 1.06 1.99
12 Tavush 6,514.90 71,664.10 70,085.00 97.1
% to the total 1.17 1.10 2.13
13 Lori 1,736.10 31,993.20 29,972.40 93.7
% to the total 0.31 0.49 0.91
14 Yeghegnazor 10,345.50 117,817.00 119,952.00 101.8
% to the total 1.86 1.80 3.65
15 Syuniq 5,704.60 63,211.50 22,750.00 36.0
% to the total 1.03 0.97 0.69
Total 556,020.50 6,531,356.92 3,283,213.40 50.2
100.0 100.0 100.0

Table was drawn on the data of RA Water Comittee of Ministry of Territorial Management and Infrastructures

Current tariffs for irrigation water supply mainly cover current costs for operating and
maintenance. The most part of these expenditures is financed by state subsidies and credits and grant
funds (Table 3).

Survey of irrigation system indicators also shows that in the period between 2006 and August 1,
2018 actually irrigated hectares decreased by 2,4% in average, but the subsidies by RA state budget to
irrigation system organizations (CWCs and «Jrar CJSCy») increased by 23,2% in average with
increasing 3,5% in average to CWCs and 43% to «Jrar» CJSC. Operating costs per hectare increased
by an average of 4,4% against 2,4% reduction in actual irrigated hectares, if, for example, the
operating costs per hectare were 66,7 thousand in 2006. In 2017 these expenses raised to 103,3
thousand AMD or the actual growth in 2006 was 35%.

Table 4 presents the main indicators of the irrigation sector of the Republic of Armenia in 2006-
2018.
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Table 3
RA subsidies for irrigation systems, debts and RA state budget, min. AMD
2013 2014 2015 2016 2017 2018 2019
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Table was drawn on the data of RA Water Comittee of Ministry of Territorial Management and Infrastructures

Main indices of RA irrigation system in 2006-2018

Table 4

Rates

Meas

2006

2007 | 2008

2009

2010 | 2011

2012 | 2013

2014 | 2015

2016 2017

2018

Average

rate

1 2

10 11

12 13

14 15

16

17

Irrigated
1 |areas,
cadastrial

Hectare

194,036

194,036 /194,036

194,036

194,036 {194,036

194,036 {194,036

194,036 198,283

198,283 {198,283

198,283

195,343

Irrigated
2 |areas,
factual

Hectare

123,298

126,819 128,860

128,076

128,767 |129,417

130,527{130,280

130,942 115,769

101,214 | 97,473

92,890

120,342

Irrigated
areas
factual
(growth or
decrease
compared
to the
previous
year)

2.9% | 1.6%

-0.6%

0.5% 0.5%

0.9% | -0.2%

0.5% | -11.6%

-12.6% | -3.7%

-4.7%

-2.21%

Costst of
general

4 | exploitatio
n of the
sphere

Min.
AMD

8,222.0

8,219.0 (9,685.4

8,232.6

8,538.0 |8,593.3

8,794.419,217.0

10,487.0;10,967.0

10,227.0|10,466.3

10,711.2

9,404.6

Costs of
exploitatio
5 | nforone
hectare
(average)

AMD

66,684.3

64,809.0

75,162.564,279.0

66,305.9 (66,400.5

67,376.2|70,747.6

80,089.1| 94,731.8

101,043.3(107,377.0

115,311.0

79,790.3

82




ECONOMICS

2

10

11

12

13

14

15

16

17

Costs of
exploitatio
n for one
hectare
(growth or
decline
compared
to the
previous
year)

%

-2.8%

16.0%

-14.5%

3.2%

0.1%

1.5%

5.0%

13.2%

18.3%

6.7%

2.3%

2.3%

4.28%

Used
electricity

Min.
kWt/hour

104.4

115.2

80.3

88.0

109.0

106.2

1181

1152

94.6

119.6

168.2

106.7

Supplied
water

Min..m*

5748

521.0

575.2

412.0

414.6

471.8

472.0

461.2

473.7

454.2

450.6

626.6

487.4

Tariff for
used water

AMD/m

7.0

8.0

9.0

9.0

11.0

11.0

11.0

11.0

11.0

11.0

11.0

11.0

10.1

10

Current
fixed
income

Min
AMD

4,023.3

4,168.3

5,177.0

3,708.3

4,935.7

4,560.8

5,092.0

5,179.9

5,050.1

5,198.7

4,987.8

4,956.8

6,891.6

4,900.7

11

Current
income for
one hectare
(average )

AMD

32,631.1

32,868.2

40,175.4

28,953.6

38,330.2|35,241.4

39,0111

39,760.0

38,567.2

44,905.4

49,279.6

50,853.3

74,190.9

41,716.4

12

Costs of
exploitatio
n for one
hectare
(growth or
decline
compared
to the
previous
year)

%

0.7%

22.2%

-27.9%

32.4%

-8.1%

10.7%

1.9%

-3.0%

16.4%

9.7%

3.2%

45.9%

8.68%

13

Sum of
money
from

current
income

Min
AMD

3,093.9

2,399.1

3,117.1

2,875.7

3,200.0

3,430.0

4,026.0

4,439.1

4,109.8

3,875.7

3,870.9

3,407.8

3,284.0

3,460.7

14

Collected
money for
one hectare
(average)

AMD

25,092.7

18,917.4

24,189.8

22,453.4

24,851.4|26,503.6

30,844.2

34,073.3

31,386.7

33,477.6

38,244.8

34,961.5

35,354.1

29,136.7

1

(6]

Compariso
n of
collected
sum with
income

%

76.9%

57.6%

60.2%

77.5%

64.8%

75.2%

79.1%

85.7%

81.4%

74.6%

77.6%

68.7%

47.7%

71.31%

1

(2]

State
subsidies to
CWCs

Mnl.
AMD

3,715.4

5,420.0

4,952.3

5,250.4

4,756.0 | 4,179.5

3,934.4

5,372.8

5,491.7

5,580.9

7,077.2

5,253.1

4,762.6

5,056.9

17

State
subsidies
to CWC
(growth or
decline
compared
to the
previous
years)

%

-0.7%

45.9%

-8.6%

6.0%

-9.4%

-12.1%

-5.9%

36.6%

2.2%

1.6%

26.8%

-25.8%

-9.3%

3.64%

18

State
subsidies to
water intake

Min.
AMD

583,700

583,700

578,894

2,782,962

1,717,739

1,213,284

1,131,617

1,178,000

750,981

19

State
subsidies to
water
intake
(growth or
decline
compared
to the
previous
years)

%

0.0%

-0.8%

380.7%

-38.3%

-29.4%

-6.7%

4.1%

44.23%
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1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16

Sum of
state
subsidies
20 |for one
hectare
(average)

Sum of
state

subsidies
for one
hectare
(growth or % 41.8% |-10.1% | 6.7% | -9.9% |-12.6% | -6.7% | 36.8% | 1.8% | 14.9% | 45.1% | -22.9% | -4.9%
decline
compared
to the

previous
years )

21

D
ebet Min

22 |debth of the AMD 5,805.4 | 6,346.8 |7,982.7 | 8,052.1 | 8,956.3 | 7,599.0 | 8,247.2 | 9,204.0 |10,631.0 |11,661.0 | 13,044.0 | 13,044.5 | 20,104.4
sphere

Credit
23 |depth of the
sphere

Min.

AMD 1,359.7 {1,310.8 |1,867.6(1,713.0 | 1,494.5|1,239.3 | 1,793.9 [ 1,945.5 | 2,298.8 | 3,725.3 | 2,947.8 | 5,556.9 | 9,371.7

Source by «Reform of «harmful» subsidies of irrigation system of Armeniax» final project of report, December,
2018, p. 56-57 (data of 2006-2016) and data of RA Water Comittee of Ministry of Territorial Management and
Infrastructures (2017-2018)

Taking into account the circumstance that the RA Law on “Companies of Water Consumers and
Unions of Water Consumers with the new title and new edition of “Water User Associations” was
developed in the framework of USAID's Program of Participatory and Effective Use of Water
Resources (“Urban” Sustainable Development Foundation, “National Water Partnership” NGO with
the participation of YSU Environmental Law Research Center), we have not discussed this law
separately.

Without underestimating the importance and significance of the work done, we believe that such
an approach to problem solving is fragmentary and incomplete. Changes in water system management
essentially cannot fundamentally change the state of affairs as they do not namely relate to the deep
strengthening of ownership and property responsibility, the increase in the interest and economic
interest of water users in the sector of water consumption.

By the way, the results of the above-mentioned sociological survey also show that 61% of the
population think that the head of their community is the person who is able to solve the problems of
irrigation and drinking water in their community. In the second place is the council of trustees (51%)
and in the third place is the population (40%). Then 38% of population are inclined to trust CWCs and
then the governor (35%). Residents do not believe that the Ministry of the Environment or other
governmental authorities, NGOs or international organizations are able to solve water issues in their
community. According to the survey, most of the population of Ararat Valley (96% or more) are not
actively involved in processes of water resources management nor have they received relevant
information or participated in training courses of water resources management. The overwhelming
majority of population (69%) indicated that they would participate in discussions about drinking or
irrigation water in their community if such discussions were held.

In other words, it is clearly necessary to introduce economic competition in the field of water
relations, to apply a flexible tariff policy for irrigation water as well as a system that will allow to
invest private equality and private management methods, tools and best practices in this area. A
separate topic for discussion could be the transfer of part of the existing water systems (local area
network) to the communities which will allow to increase the efficiency of water use in this way.

Thus, even after the proposed amendments to the new RA Law on Companies of Water
Consumers, these companies will continue to act as “unsuccessful” NGOs which is unacceptable in
the economic system of water relations.
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Solving complex and multifaceted problems in the field of water relations cannot be limited to
the development of a new law on water use companies, sector reforms require a complex approach
which need to be referred from both economic and organizational viewpoint with new legal acts as
well as by organizing public discussions.

RA Law on «Fundamentals of national policy of water»

Within the logic of the Water Code of the Republic of Armenia, it was assumed and expected
that the Law of the Republic of Armenia on the Fundamentals of National Policy of Water would
define and regulate the developments of the water sector for the next 10-15 years, the measures
implemented and the expected results. However, the current RA Law on Fundamentals of National
Water Policy does not meet these requirements, it is more theoretical in nature and therefore needs to
be edited depending on the demands of the long-term requirements of prospective-complex
development of the sector.

RA Law on «National program of water of the Republic of Armeniax»

The current Law of the Republic of Armenia on National Water Program of the Republic of
Armenia also does not meet the requirements of water sector development and program of relationship
management and it is of more theoretical than practical importance. One of the main reasons is that the
requirement to submit a report on project implementation has been replaced by a report to the National
Assembly (“The Government submits an annual report on the implementation of the National Water
Program and any amendments made there to the National Assembly by May 15 of the following
year”) which does not cause any legal consequences thus weakening the responsibility for the
implementation of the National Water Program and the levers of control by the National Assembly of
the Republic of Armenia.

To make the National Water Program more targeted and practical, it also needs to make a
number of primary changes and additions, in particular concerning water management, regulation of
water resource flow, flood risk assessment and management.

Besides, Article 11 of the RA Law on National Water Program of the Republic of Armenia
states that: “1. State-owned water systems defined by the National Water Program are state-owned and
are not subjected to privatization”. [1] Such an approach is unacceptable, firstly because of Article 171
of the RA Civil Code (“Privatization of State Property”) states: “The state may transfer the property
under its ownership to the ownership of citizens and legal entities in accordance with the law on
privatization (de-privatization) of state property”. [2] In addition to the fact that the note was made in
the Civil Code of the Republic of Armenia, this provision also contradicted the RA Law on Legal Acts
which had come into force at the time of the adoption of the RA Water Code and the National Water
Program and stipulated that: “All other laws of the Republic of Armenia in the field of legal regulation
of the Code shall comply with the Codes” [3], i.e. it confirmed the subordination of legal acts.

One more fundamental of RA Law on «Legal acts» (Article 24: «Suborditaion of legal acts of
the Repblic of Armenia») defines that: «New legal act stated by the same body should not contradict
the legal acts stated before which have equal legal power. When contradictions occur between legal
acts having equal legal power the early acted norms of legal acts come into force except for the case of
the second paragraph of the fourth part of Article 94 of the Law» [3].

Second, restrictions of state property privatization have been (and currently are) defined by state
property privatization (ownership) programs which have always been adopted in the form of RA laws.
In particular, in accordance with Article 4 of the Law of the Republic of Armenia “On State Property
Privatization Program 2017-2020” (“Sectors and Spheres of Economy in which no privatization is
provided”) «1. According to this plan, the following are not subjected to privatization:

1) sites of civil defense and mobilization and military structures,

2) companies with state-owned stake holders performing preservation of mapping, geodetic,
hydro-meteorological spheres and also maintenance of environmental and natural resources,

3) objects of storage economy of state reserves and mobilization resources;
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4) companies providing state-owned standardization with stake holdings and measurement
services;

5) interstate and republican railways and highways; Yerevan subway; train and air flight
security services and military marches;

6) state non trade organizations.

2. Areas that are subjected to privatization will not be privatized and will be separated from the
property if they are distributed:

1) in engineering structures, communication routes (bridges, tunnels, dams, undergrounds etc.)
and in engineering areas nearby such as railway stations, social and cultural facilities (educational
establishments, cultural facilities);

2) in areas of protection and security importance and in the areas adjacent.

3. In the cases provided in paragraph 2 of this Article where privatization of the site is not
permitted, it may be used on a lease basis in accordance with the legislation of the Republic of
Armenia [4].

Third, Article 13 of the RA Law on National Water Program of the Republic of Armenia states
that: “2. State-owned special water systems, first and second-class water systems are considered to be
strategically important water systems for which funds have been deposited in the state budget of the
Republic of Armenia to prevent emergencies. The list of water systems of special state importance
shall be defined by this Law”.

3. Tertiary water systems which were not built by private investment, can be given to
communities by ownership.

4. 4th class water systems which were not built through private investment, can be owned by
communities, water user companies, their associations and other public service organizations.

5. 5th class water systems may be subjected to privatization.

6. “The legal, organizational, economic and other regimes of state-owned water systems and the
requirements for their protection and operation also apply to those water systems built by private
investors that meet the requirements of state-owned water systems in their characteristics. The
dissemination of state water systems regimes on water systems built by private investors does not
entail any change in their ownership rights”.

And according to the RA Water Code (Article 61.1. “State and Community Owned Irrigation
System” supplemented by RA Water Code AC-273-N of 24.10.2011): “The irrigation system by
functional significance is classified into:

1) highway irrigation system - a system of supplying irrigation water to inter-community,
economic or intereconomic irrigation systems originating from a water source (first class (main) water
pipes and pumping stations, main canals etc);

2) Intercommunity irrigation system - a system of supplying irrigation water to irrigated lands of
more than one community originating from the highway irrigation system (second class canals and
pumping stations);

3) Economic Irrigation System - a system that provides irrigation water originating from
highway or inter-economic irrigation systems and providing irrigation water to irrigated land of only
one community (tertiary canals);

4) Interfarming irrigation system - a system of distribution of irrigation water (fourth-class
canals or distribution networks) originating from farming irrigation systems as well as local water
springs and irrigated land of only one community.

State-owned and second class irrigation systems are not subjected to privatization. They may be
transferred only to water suppliers with the right of use in the way prescribed by this Code.

State-owned tertiary irrigation systems which were not built by private investment can be
transferred to the community by ownership.

Fourth class state-owned irrigation systems which were not built by private investment, can be
granted to the community and water suppliers by the decree of the Government of RA”. [5]
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State — Private partnership in water infrastructures

State-Private partnership (SPP) with the participation of private companies is a way of primarily
infrastructural development and service provision (including state and public) that implements
resources and incentives of private sector into the sphere of infrastructures and services but at the same
time requires the presence of the government as contracting party and/or regulatory authority as
competition in the infrastructure sector being limited and the economic development of society from
the perspective of development is significant in the country.

In general, the SPP characteristics is the long-term and/or short-term cooperation between the
state and private sectors when the private sector finances and/or manages the construction and
development of infrastructure facilities as well as the provision of services for the needs of the state.
The emergence and development of various forms of contractual relations within the SPP is due to the
use of effective models preferred by the sectors.

Due to the specificity of the related sector, the right choice of SPP models depends on the
efficiency of the transaction, which will meet the needs of both the state and the private sector and
society. SPP contracts are viewed not only as a means of financing public infrastructure, but also as a
tool for improving the efficiency and quality of public services.

Some of the ways of directions impacting on the reduction of costs of Infrastructure
development and government expenditure are:

> Provision of aditional financing,

> Introduction of new methods of management,

> Creation of VAT for consumers and society,

> Better determination of needs and optimal use of resources whose applied efficiency is

higher within the framework of SPP especially in the case of choosing the right model.

International experience shows that several main models of SPP are widely applied depending
on the way of participation, way of infrastructure ownership, distribution of risks and duration of
partnership.

The agreement of outsourcing of accreditation management is simpler form of SPP which
does not suppose investment responsibilities. Ownership and investment decisions remain in the hands
of the state while the private company is solely responsible for management and therefore only takes
the transaction risks. This form of contract is typically applied where private investment is not possible
because prices are traditionally lower than costs and the government is not in favor of setting tariffs
that will cover costs. These types of contracts help to increase productivity, improve management and
improve the quality of provided services. At the same time, these contracts are concluded for a short
period and may not need to increase productivity and to improve efficiency which may not be
mentioned there.

During signing the contract of the private sector leases state assets and provides services.
However, the private sector also does not undertake investment commitments in this model.

In the case of a concession agreement, the private partner (operator) takes over the
management and maintenance of the facility on a charged basis. During the period specified in the
contract, he is obliged to invest for the acquisition of new equipment or the construction of an
infrastructure facility. Thus, this form assumes that the private company takes over trade (commercial)
risks while the property remains in the hands of the state. For this reason, the set level of tariffs is not
essential as it may be related to the rental fee (i.e. if the tariff is insufficient to cover costs, the rental
fee may be reduced), but the revenues should offset the long-term costs of providing services and give
an opportunity to make a reasonable profit. This model is mainly applicable in those areas where
project implementation takes a long time. It may also be applied in cases where the transfer of
property rights is impossible for legal and political considerations.

The projects implemented from «Green field» (from zero level) assume that private company
or mixed company (private and state) builds and operates new facility withinn the time period foreseen
in the contract. After the deadline the facility either is transfered to the state or becomes the own
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property of the company according to the conditions mentioned in the agreement. More widely
distributed ways of «Green field» project are:

1) Acording to Building-Ownership-Operation-Transfer project (BOOT) the private sector
invests in the construction of the facility after which owns and operates it within the time limit fixed in
the agreement. After the deadline mentioned in the agreement the whole property is transferred to the
state.

2) In Building-Management-Ownership and Building-Leasing-Ownership projects the private
company is responsible for financing and management of infrastructure facility. ~ Unlike BOOT
project, the company becomes the owner of the very facility and he does not transfer it to the state.
However, the economic activity of private company can be regulated by defining the tariffs for
services using certain restrictions in the field of management. These costs suppose long term
cooperation between state and private sector (more than 30 years) which are impacts for efficient and
high quality construction and optimalization of management costs and keeping it in act and neat
condition. This way of contract also supposes that private sector overtakes all market risks connected
with construction and management.

Conclusion

The law regulating SPP relations in the Republic of Armenia (“State-Private Partnership”) was
adopted by the National Assembly of the Republic of Armenia on June 28, 2019 and came into force
on January 1, 2020. [6] It provides a firm and reliable economic and legal basis, in particular for the
change and improvement of the RA water relations system which is linked to the inflow of private
capital in the management of water systems. The importance of establishing a clear SPP economic and
legal field is due to the fact that the water sector itself needs huge investment, and these relationships,
having remained state-owned for the last 20 years, have been inefficient and “absorbed” huge state
resources without being maintained adequate ( (financial and social) compensation.

The above mentioned law defines the concept of a SPP contract according to which: “SPP
contract — is a contract between a state partner and a private partner for the purpose of implementing
the SPP program as stipulated by this Law, including a concession”. The procedures and rules
applicable to the implementation of SPP programs are set by the decree of the Government of the
Republic of Armenia [6, Article 2].

The RA Water Code should provide for the application of the above forms of SPP in the water
infrastructure. It is proposed to apply the fundamentals of the RA Law on State-Private Partnership,
adopted by the National Assembly of the Republic of Armenia on June 28, 2019 in water sector
management and to use the procedures following the Law where appropriate and if necessary, to
define other features of state-private sector partnership.
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OCHOBHBIE IIYTHU YJIYYIIEHUA YIIPABJIEHUA BOAHBIMUA PECYPCAMU
PECITYBJIMKHN APMEHUA

A.X. Mapkocsnu'?, 3.H. Maresocsin’, B.I'. Xauatypsin *, T.C. Maprupocsin®>®
! Epesanckuti 2ocyoapcmeennulii ynugepcumem

2 L ywunckuil mexnonosudeckuii yHusepcumen

*Eeponeiickuii ynusepcumem

BopHbie pecypcehbl SBISIOTCS Ba)KHOW YaCThIO MPHPOIHBIX pecypcoB PecnyOnuku ApMeHHs.
N3ydenne s5KOHOMUKO-TIPAaBOBBIX OCHOB PETYIHPOBAHUS BOAHBIX OTHOIIEHHI, OCHOBAaHHBIX B Hadaie
2000-x rojioB, MOKa3bIBALT, YTO B ATOH 00JIACTH UMEIOTCS MHOTOYHMCIICHHBIC HEJIOCTATKA U YITYIICHHUS,
BO3HUKIIIFE B OCHOBHOM H3-3a HECOOIOIeHUsI TpeOOBaHMI CYyIIeCTBYIOMIEH MpaBoBOi 0asbl. B To ke
BpeMs HeOOOCHOBaHHBIC M3MCHCHHUS W JOIONHECHHsI, BBeACHHBIE B BomHbIi komekc PA, dhakTudeckn
uMend oOpaTHBI 3(deKT - yXyOIWIH COCTOSHHE BOAOMONB30BaHUS B PecmyOmnmke Apmenws.
[Ipobnembl, BO3HHKIIINE BCIENCTBHE ITOrO TPEOYIOT 0€30TiaraTenbHOr0 pPEemieHHs, B YaCTHOCTH -
WCIIpaBIIEHNs] HEJOCTATKOB B c(epe BOIHBIX OTHOIIEHHH, CO3/aHHS COBPEMEHHOH 3IKOHOMHKO-
MIPaBOBOM CHCTEMBI (OCHOBEI), KOTOpasi OyJeT yYUTHIBaTh KaK OOMIECTBEHHBIE HHTEPECH TOCYIapCTBa
(BmamenmpIia BOMHBIX PECYpPCOB), TaK W WHTEPECHl PA3IWYHBIX BOJOIONB30BAaTENed U HX
rapmorm3anmo. llocrnennee moapasymeBaer, B 9YaCTHOCTH, BHEIPEHHE MPAKTUKH TOCYIAPCTBEHHO-
YaCTHOTO TAPTHEPCTBA, pACHIMPEHHE paMOK U OCYIIECTBIEHHWE pAa3IHYHBIX (QOPM TaKOTO
MapTHEPCTBA.

KiroueBble cioBa: BOAHBIC PECYPChI, COBCPIICHCTBOBAHUC YIIPABJIICHUA BOAHBIMU peCypCaMu,
BOHHBIﬁ KOACKC, acComuainms BOHOHOHB3OBaT€Heﬁ, rocyAapCTBEHHO-4YaCTHOC MAPTHEPCTBO,
AOBCPUTCIIBHOC YIPABJIICHHUEC, KOMMCPUCCKasl OpraHu3alus, apeH[d, KOHICCCU:, 6€3BO3M63HHOC
MOJIb30BaHNEC UMYIICCTBOM.
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