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Prefaces 
(Translated from Armenian) 

Prof. Dr. Vladimir R. Nazaryan 
Head of the Legal Division of the National Assembly of the Republic ofArmenia 

Handbook for Shareholders 

According to Article I of the Civil Code of the Republic of Armenia, "the 
participants in the relations regulated by the civil legislation and other legal 
acts are physical persons (hereinafter - citizens), legal persons and also the 
Republic of Armenia and communes." Seen in the context of the Civil Code, 
it is obvious that legal entities, and commercial organizations in particular, 
are the most actively involved parties in market transactions. Chapter 5 of the 
Civil Code contains 78 articles on legai entities: the definition and descrip- 
tion of organizational forms, the procedures of establishment. registration, 
and liquidation and reorganization (merger, accession, spin-off, and trans- 
formation) of a company. 

According to the Civil Code, new laws can be adopted such as laws on 
"Limited Liability Companies" (Article 95), "Joint Stock Companies" (Arti- 
cle 106). "Cooperatives" (Article 117), "Societal Amalgamations" (Article 
122): "Funds" (Article 123), "Unions of Legal Persons" (Article 125) and 
"State Registration of Legal Entities" (Article 56). As of today, only one law 
has been adopted but it contains many clauses that contradict the Civil Code. 

The establishment of a legal framework is necessary for the definition and 
transfer of property rights in a market economy. As such. it is important to 
understand and enforce legislation that regulates markets. In this respect, I 
welcome the Corporate Governance Manual of the International Finance 
Corporation that, in my opinion, will become a guide for Joint Stock Compa- 
nies in the Republic of Armenia. 

Based on the clauses of the Civil Code and the Law on Joint Stock Compa- 
nies of the Republic of Armenia, the authors have succeeded in creating a 
practical encyclopaedia on Joint Stock Companies. The authors have ana- 
lyzed the concept of a Joint Stock Company, the procedures of its establish- 
ment, its charter, its securities and the rights of shareholders. The Manual 
elaborates on the management structure of a Joint Stock Company and con- 
tains chapters on the General Meeting of Shareholders, the Board of Direc- 
tors, the Executive Director and the Management Team, the Control Com- 
mittee (Controller), the independent external audit, branches and represen- 
tative offices, subsidiaries and dependent companies, financial management, 
bankruptcy, reorganization and liquidation as well as documents of a Joint 
Stock Company. 



The publication of this Manual will not only contribute greatly to the clarifi- 
cation of the legal framework regulating Joint Stock Companies but will also 
serve as a practical guide on how to establish, reorganize and liquidate a 
Joint Stock Company. It contains answers to virtually all questions related to 
the establishment and operations of a Joint Stock Company. In addition, the 
Manual contains comprehensive information on corporate governance so that 
readers may have a good understanding of various legal entities and how 
these can be established under Rule of Law principles. 

Corporation law is a new phenomenon in the legal framework of the Repu- 
blic of Armenia. Within this area, the Manual can be a source for further 
valuable research. We are welcoming the step made by IFC and hope that the 
collaboration between IFC and the Republic of Armenia will result in the 
production of other manuals and publications vital for the economic de- 
velopment of Armenia. 

Prof. Dr. Vladimir R. Nazaryan 



Dear Reader, 

The securities market will play a significant role in the economy of the 
Republic of Armenia. There is still much to be done to solve the problems 
related to the development of a securities market. If we overcome the pro- 
blems related to the establishment of a transparent securities market, we will 
increase the confidence of investors. 

In this connection, IFC's initiative to draft and publish a Corporate Gover- 
nance Manual is highly praiseworthy. The authors of the Manual have 
accomplished an important and voluminous task aimed at the clarification of 
legislation in Armenia for shareholders and persons eligible to participate in 
the management of Joint Stock Companies. This Manual will certainly prove 
to be useful for you while acquainting you with the principles of corporate 
governance. 

In our opinion, the Manual is an important contribution to greater informa- 
tion about and understanding of the role and function of the securities market 
in Armenia. 

Dr. Tigran Karapetyan 

Head of Securities Market Inspectorate 
Yerevan, Republic of Armenia 
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The Purpose of this Manual 

This Manual focuses on the laws and practices applicable to Joint Stock Companies in the 
Republic of Armenia. Since many of Armenia's privatized enterprises are organized as 
Open and Closed Joint Stock Companies, this Manual has been developed to introduce 
essential concepts of corporate governance to shareholders, directors and managers of pri- 
vatized enterprises and enterprises that will be privatized in the near future. The Manual 
has also been written to help government officials, lawyers, judges and others. The Manual 
takes into account applicable laws and regulations in the Republic of Armenia. The 
Manual also makes reference to the principles of corporate governance generally accepted 
by the international business community. 

How to Use this Manual 

The organization of this Manual is based on a practical approach to corporate governance. 
The Manual consists of a total of 15 chapters. Each chapter focuses on an important aspect 
of the Law on Joint Stock Companies and related laws. It is not necessary to read all the 
chapters at once. Find the topic of your interest in the table of contents of the Manual and 
the text in the chapter will guide you further. Each chapter makes references to topics that 
are discussed in other chapters of the Manual. 

Many references to the articles of relevant laws are included in the chapters of the Manual. 
The articles are included to guide and assist you to look up the original text of the laws. 
Note, however, that Armenian legislation in this area is a work in progress. The Manual is 
therefore intended to supplement rather than to replace professional legal advice. 
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The National Assembly of the Republic of Armenia has adopted the Law of 
the Republic of Armenia on the Regulation of Securities Market (LRSM) 
which entered into effect from August 1, 2000. 

This addition to the Corporate Governance Manual discusses provisions of 
the LRSM related to Joint Stock Companies (JSCs), management and share- 
holders of JSCs. 

1. Purpose of the LRSM and Definitions 
The LRSM specifies procedures for activities of reporting issuers (companies), the publication 
of statements (reports) and the disclosure of information by managers and large shareholders of 
the reporting issuer.' The purpose of the LRSM is the protection of investors' interests and the 
ensuring of the transparency of the securities market in Armenia.' 

The LRSM defines the concept of "reporting issuers," i.e. the companies that are obliged to 
follow the requirements of this law. In particular, it states that a company is considered to be a 
reporting issuer if? 

any of its securities is registered with a stock exchange, or; 

the company has 50 or more owners of company's securities and the com- 
pany's net assets exceed the threshold set by the Securities Commission 
(Commission) of the R A . ~  

JSCs that are listed on an Armenian stock exchange or companies that have 50 or more "own- 
ers of securities" and net assets exceeding the threshold specified by the Commission are sub- 
ject to the regulations of the LRSM. In particular, a company has to file a registration statement 
with the Commission within 60 days after the number of registered owners of securities equals 
or exceeds 50 and the amount of net assets exceeds the threshold set by the ~omrn i s s ion .~  At 
the same time, the LRSM allows for the reverse procedure, i.e. the termination of the registra- 
tion. It can be done if the number of owners of securities of the company becomes less than 50 
or the amount of net assets decreases below the threshold set by the ~ornrniss ion.~ 

' LRSM, Chapter 1 ,  Article I .  Clause 1 .  Section B. ' LRSM, Chapter I ,  Article 2, Clause I .  Sections A and B.  
LRSM, Chapter 1 ,  Article 4, Clause I .  
At the moment of the publication of this Manual, the Commission has not specified the threshold for the company's 
net assets. 
LRSM. Chapter 3, Article 23. Clause 1 .  ' LRSM, Chapter 3, Article 24, Clause 1.  



2. Disclosure of Information by the Company 
A reporting issuer is subject to disclosure requirements of the LRSM when the company: 

issues shares and other securities to the public;7 
is required to submit periodic reports to the Commission, its shareholders and 
the general public.8 

2.1 Prospectus 
To issue shares and other securities to the public, a company must prepare a prospectus and 
must submit to thecommission a securities registration statement. The LRSM regulates in 
detail both the content of these documents and the procedure for their submission and registra- 
tion. In particular, the LRSM specifies that a prospectus must include information with respect 

the issuer (the company), its governancelmanagement structure, managers, di- 
rectors and "significant owners of sec~rities;"'~ 

securities previously issued by the issuer; 

financial situation of the issuer; 

activities of the issuer; 

securities to be issued. 

2.2 Registration Statement 
The LRSM specifies that a securities registration statement must include information on:" 

names and compensation of members of the Board of Directors, the Executive 
Director, the Chief Accountant, members of the Management Team of the 
company and "significant owners of shares;" 

officials of the company whose annual compensation exceeds 10,000 times 
the minimum monthly wage (MMW);'~ 

transaction(s) entered into by the issuer with a value that exceeds 10,000 times 
the MMW; 

stock options; 

balance sheets, profit and loss statements, statements of changes in the capital 
for the last 3 years audited by an independent external auditor; 

quarterly statements (reports) required by the Commission. 

The Company is also required to register any "material changes"13 to the prospectus and the 
registration statement. 14 

' See LRSM, Chapter 2, Articles 5 ,  S - 11. 
' see LRSM, Chapter 4, +:;as 3 1 - 32. ' LRSM, Chapter 2, Article 10, Clause 1. 
"' This refers to the owners of 10 percent or more of the shares of the company. See LRSM, Chapter 1 ,  

Article 4,  Clause 1. 
" LRSM, Chapter 3, Article 20, Clause 2. 
" See the Law of the Republic of Armenia on Minimum Monthly Wage, Article 3. 
'' LRSM, Chapter 1, Article 4, Clause 1. 
14 LRSM, Chapter 2, Article 10, Clause 4; LRSM, Chapter 2, Article 11, Clause 3. 



2.3 Periodic Reports 
Reporting issuers are required to disclose financial information to the Commission, the com- 
pany's shareholders and the general public. Every reporting issuer must submit to the Commis- 
sion:'" 

all documents and information as specified by the Commission which are re- 
quired for registration statements and for keeping information accurate; 
annual financial statement (verified by an independent external auditor); 

quarterly financial statements. 

2.4 Publication of lnformation 
The LRSM specifies how a company must disclose information to: 

the shareholders of the company; 
the general public; 

stock exchanges, when listed. 

Colirp~i?~cs with less than 500 shareholders must disclose information, documents and state- 
menta to shareholders of the company in a manner and procedure specified by the Commis- 
sion.'" 

Companies with 500 and more shareholders are obliged to publish information, documents and 
statements to the general ~ub l i c  in a manner and procedure specified by the   om mission." 
If the reporting issuer is listed on a stock exchange, it must provide information, documents 
and statements also to the stock exchange regardless the number of shareholders of the 

I 8  company. 

3. Disclosure of Information by Management and 
Shareholders 

The LRSM sets disclosure requirements for the management and "owners of a large number of 
securities" of a company.'9 The following persons must file a statement with the Commis- 
sion:" 

any person who, as a result of one or several transactions, becomes "the owner 
of a large number of securities" of a reporting issuer; 

members of the Board of Directors, the Executive Director, members of the 
Management Team, the Control Committee or other officials of a reporting is- 
suer (such as directors of branches and representative offices). 

The statement must include:" 

information about the person's identity, occupation, position and citizenship; 

LRSM, Chapter 4, Article 31, Clauses I and 2. 
'"RSM, Chapter 4, Article 31, Clause 3. 
" LRSM, Chapter 4, Article 3 1 ,  Clause 4. 

LRSM, Chapter 4, Article 3 1, Clause 2. 
lY This refers to owners of 20 or more percent of the securities of the company. See LRSM, Chapter 1 ,  

Article 4, Clause 1. 
20 LRSM, Chapter 4, Article 36, Clause 1. 
2 '  LRSM, Chapter 4, Article 36, Clause 1. 



the number of securities of the company of the same class owned by the per- 
son. 

Within 15 days after the end of each month, these persons must file a statement with the Com- 
inission when any changes have occurred during the reporting month. If there is no statement 
filed, it is assumed that no changes have 

4. Duties and Liabilities of the Manclgement of the 
Company 

4.1 Duties of Managers 
The 1-RSM specifies duties of the managers of reporting issuers.23 It provides that managers of 
the company are obliged to act in good faith and with reasonable care as if they are managing 
their own business, as well as by making such decisions that, to the best of their opinion, are in 
the interests of the company and its  shareholder^.^^ 

4.2 Administrative Liability 
The LRSM imposes on the managers of the Company additional administrative and civil li- 
ability. 'The LRSM provides the possibility for the Commission to impose administrative sanc- 
tions on the managers of the company. It can take the form of a warning or a fine.25 

4.3 Civil Liability 
Managers of the company who sign the prospectus, the registration statement of the company's 
securities, financial reports and other documents of the company that have been submitted to 
the Commission and disclosed to the general public are subject to civil liability for distorting or 
omitting any material information contained in these documents.26 The LRSM also provides 
that the managers of a reporting issuer who voted for any decision that causes losses to the 
company or who advised the company in violation of duties specified by Article 40 of the 
LRSM and caused losses to the issuer are jointly and severally liable to the company.27 

It is important to note that any manager who directly or indirectly supervises any other man- 
ager who is subject to civil liability is jointly and severally liable with that manager for any 
losses caused by the supervised manager unless the supervising manager proves in the Court 
that he acted in good faith, that he was not aware of the violation and that he immediately in- 
formed the Commission about the vio~ation.~' In these cases, the company and any shareholder 
of the company has the right to file a claim against the managers of the company to recover 
losses caused to the 

'' LRSM, Chapter 4, Article 36, Clause 2. 
" This refers to members of the Board of Directors, the Executive Director, members of the Manage- 

ment Team, the Control Committee and other officials of the company (such as directors of branches 
and representative offices). See LRSM, Chapter 4, Article 40. 

24 LRSM, Chapter 4, Article 40. 
25 LRSM, Chapter 14, Articles 137 and 138. '' LRSM, Chapter 14, Article 142, Clause 1. 
27 LRSM, Chapter 14, Article 143, Clause 1. 
2X LRSM, Chapter 14, Article 146, Clause 1. 
29 LRSM, Chapter 14, Article 143, Clause 1. 



1.1 About IFC's Technical Assistance Program 

The International Finance Corporation (IFC) is a member of the World Bank Group that is 
also composed of the International Bank for Reconstruction and Development (IBRD), the 
International Development Association (LDA), the Multilateral Investment Guarantee 
Agency (MIGA) and the International Center for the Settlement of Investment Disputes 
(ICSID). IFC was established in 1956 to encourage private sector activity in developing 
count]-ies. It does this primarily through three types of activities: financing private sector 
projects, helping Companies in the developing world to mobilize financing in international 
financial markets and providing advice and technical assistance to Companies and go- 
vernments. 

IFC advises Companies in developing countries on a wide variety of matters. This inclucles 
giving advice on the formulation of business plans, the identification of markets, products 
and technologies and the identification of financial and technical partners. IFC also pro- 
vides advisory services through its Technical Assistance Program. IFC sees this Program 
as an important strategy for promoting private sector development in developing countries. 
The objectives of the Program are to promote a strong enabling environment for effective 
private sector investment and to support specific investments with appropriate forms of 
assistance. IFC also seeks to encourage best practices with regard to environmental and 
social impacts through its Technical Assistance Program and seeks to develop managerial 
and technical capacities with both private Companies and governmental agencies. 

1.2 Background of the Technical Assistance Proiect 
in the Republic of Armenia 

Since 1995, the privatization process in the Republic of Armenia has transformed state- 
owned Companies into Joint Stock Companies. According to the State Register of the R.e- 
public of ~ r m e n i a , '  a total of 2.854 Closed Joint Stock Companies (including 1.268 state- 
owned Closed Joint Stock Companies) and 1,184 Open Joint Stock Companies were ot'fi- 
cially registered in the Republic of Armenia by April 1 ,  2000. Tens of thousands of Arme- 
nians are currently holding shares in privatized Companies, fueling public interest in the 
management and governance of Companies. Within the scope of its economic reform pro- 
gram, the National Assembly of the Republic of Armenia has adopted a new Civil Code in 
1998 that takes important steps to establish the necessary legal framework for good corpo- 

' The "State Register'' is currently the State agency that registers legal entities and related documenta- 
tion in the Republic of Armenia. 



rate governance.2 In addition to the new Civil Code, working groups of the Armenian 
Government and the National Assembly are revising the 1996 Law on Joint Stock Compa- 
nies and other relevant legislation. 

1.3 Objectives .of the Technical Assistance Project 
in the Republic of Armenia 

The Joint Stock Company is new to most market participants in Armenia. This legal form 
requires cooperation between the shareholders, the Board of Directors and the managers of 
Joint Stock Companies. A Joint Stock Company has many rights, obligations and advan- 
tages that are not always understood by market participants. IFC's Corporate Governance 
Project aims to develop understanding on the part of shareholders, directors, managers and 
government officials of relevant laws and their underlying concepts to improve corporate 
governance practices of and legislation on Joint Stock Companies in Armenia. 

1.4 What is Corporate Governance 
A state-owned Company undergoes many changes in its financial and organizational 
structure after it has been registered as a privately owned Joint Stock Company. According 
to Armenian law, a Joint Stock Company must have: 1) a General Meeting of Share- 
holders, 2) a Control Committee (or a Controller), and 3) an Executive Director (or a 
Management Team). The Company must also have a Board of Directors when the Com- 
pany has more than 50 shareholders. The field of corporate governance concentrates on the 
working relationships between these working bodies of Jc1;nt Stock Accor- 
ding to internationally accepted standards, an effective colgorate governance system is 
built upon the following principles: 

a Joint Stock Company should have a team of managers that is responsi- 
ble for the daily operations of the Company; 

a Joint Stock Company should have a professional Board of Directors 
that reports to the shareholders of the Company and that approves the 

The new Civil Code (CC) was adopted by the National Assembly of the Republic of Armenia in third 
reading on May 5, 1998, and signed by the President on June 28, 1998. The Code went into effect on 
January 1, 1999. 

The World Bank defines corporate governance as follows: "Corporate governance refers to that blend 
of law, regulation and appropriate voluntary private sector practices which enable the Company to 
attract financial and human capital, perform efficiently, and thereby perpetuate itself by generating 
long-term economic value for its shareholders, while respecting the interests of stakeholders and 
society as a whole. The principal characteristics of effective corporate governance are: transparency 
(disclosure of relevant financial and operational information and internal processes of management 
oversight and control); protection and enforceability of the rights and prerogatives of all shareholders; 
and, directors capable of independently approving the Company's strategy and major business plans 
and decisions, and of independently hiring management, monitoring management's performance and 
integrity, and replacing management when necessary." 



Company's strategy, its major business plans and decisions independently 
from the interests of the management of the Company; 
financial information of a Joint Stock Company should be transparent 
and must be disclosed to the shareholders of the Company. This relates to 
financial information such as a balance sheet and a statement of profits 
and losses of the Company. A Joint Stock Company should also be open 
to its shareholders on operational matters such as the Company's market 
share of certain products and the projected growth rates for sales and 
earnings of the Company in the next year; 

management of a Joint Stock Company should report information to the 
shareholders and the Board of Directors of the Company. The Board of 
Directors should also report to the shareholders of the Company. This is 

' what is called the accountability of a Company. This means that the 
Company must be open and must provide timely and reliable informa- 
tion to its shareholders. 

Corporate governance also refers to laws and regulations that define the rights and duties 
of the shareholders, the Board of Directors and the management of Joint Stock Companies. 
An example is the Law on Joint Stock Companies of the Republic of Armenia. This law 
defines the responsibilities of directors and management to serve the interests of the Com- 
pany and its shareholders. 

1.5 The Importance of Corporate Governance 

An effective corporate governance system is important to Armenian Joint Stock Compa- 
nies because it helps Companies to understand how the rights and interests of share- 
holders, directors, management and employees must be respected and protected. In addi- 
tion, corporate governance is important because it: 

increases the understanding of shareholders, directors and management in 
operating and governing a Joint Stock Company effectively and effi- 
ciently; 

helps management of Joint Stock Companies in complying with laws and 
regulations in the Republic of Armenia; 

assists management of Joint Stock Companies in avoiding interventions 
from the government for failing to recognize the rights and interests of 
shareholders, employees and other stakeholders; 

supports Joint Stock Companies in attracting domestic and foreign in- 
vestments. An effective corporate governance system ensures that relevant 
financial and operational information is disclosed. This gives confidence 
to investors that the Company is managed and directed in a professional 
manner; 

facilitates economic development in the Republic of Armenia and assists 
the government to comply with internationally accepted regulatory and 
economic standards. 



Following the breakup of the Soviet Union, the Republic of Armenia inherited an eco- 
nomy that was affected by the collapse of the central planning system and the disruption of 
traditional trading arrangements. Against the background of economic difficulties, the 
Armenian Government introduced a comprehensive reform and stabilization program. 
This program relied on a combination of tight financial policies, price liberalization, 
privatization, tax reform, and liberalization of the currency exchange and trade system to 
stimulate the private sector in the Republic of Armenia. 

The privatization of state-owned Companies started in 1992. In this year, the Parliament 
adopted the "Law on Privatization of State Enterprises and Unfinished Construction Sites" 
and the "Law on Enterprises and Entrepreneurial Activity." These laws can be seen as the 
cornerstones of the initial privatization process in the Republic of Armenia. An important 
step forward was taken by the adoption of a new "Law on Privatization of State Property", 
adopted on 17 December 1997. The adoption of a new market-oriented Civil Code in May 
1998. which replaced the Soviet-era Civil Code and the first generation of post-Soviet civil 
legislation, further enhanced privatization and legal reform policy. The new Civil Code 
and the secondary legislation, upon which it is based, have established the fundamental 
principles of the development of Armenia's current civil and commercial laws, creating a 
framework that regulates and bolsters Armenia's market economy. Chapter 5 of the Civil 
Code on legal entities and the 1996 Law on Joint Stock Companies in particular regulate 
the position and functioning of economic entities in the Republic of Armenia. 

2.1 Commercial and Non-commercial Organizations 

The privatization process and the systematic reform of civil law have resulted in the de- 
velopment of new forms of commercial organizations in the Republic of Armenia. The 
Civil Code defines Companies and partnerships as legal entities. A legal entity is an 
organization that: 1) has ownership of its property that is separate from that of its partici- 
pants or shareholders. and 2) is liable for its obligations with this property. This means that 
a legal entity has its own rights, obligations and liabilitie~.~ A Joint Stock Company is an 
example of a legal entity. The Civil Code distinguishes two types of legal entities in the 
Republic of ~ r m e n i a : ~  

Commercial Organizations: This type of legal entity may be incorpo- 
rated as Full and Limited Partnerships, Limited Liability Companies, 

Civil Code (CC), Chapter 5, Article 50, Clause 1 
5 CC, Chapter 5, Article 51. 



Companies with Supplementary Liability, ~oo~e ra t ives '  and Open and 
Closed Joint Stock 

Non-commercial Organizations: Non-commercial organizations may be 
incorporated as Societal Amalgamations, Funds. Cooperatives, Unions of 
Legal Entities and other legal entities provided by law in the Republic of 
~ r m e n i a . ~  

Figure 2.1 
Legal Entities in the Republic of Armenia 

L e g a l  E n t i t i e s  

Commercial 
Organizations 

Full Partnerships; Societal Amalgamations; 

Limited Partnerships; Cooperatives; 

Limited Liability Companies; Funds; 

Companies with Supplemen- Unions of Legal Entities; 
tary Liability; other legal entities provided 
Open and Closed Joint Stock by laws in the Republic of 
Companies; Armenia. 

Cooperatives. 

2.2 Full Partnerships 

A Full Partnership is one whose participants (general partners), in ac- 
cordance with the Charter, are conducting entrepreneurial activity in 
the name of the Partnership and whose partners bear liability for its 
obligations with the property belonging to them.9 

A Full Partnership is a legal entity that represents an association of two or more partici- 
pants (general partners) who act as owners of the Company. The partners are jointly and 
severally liable with all their property for the obligations of the Partnership. This means 

Depending upon the nature of activity, Cooperatives may be commercial or non-commercial organi- 
zations. See also CC, Chapter 5, Article 5 I ,  Clause 3. 

7 CC, Chapter 5, Article 72, Clauses 2 and 3. 

CC, Chapter 5, Article 51; CC, Chapter 5, Articles 122-127. Since this Manual focuses on commer- 
cial organizations, it is beyond the scope of this Manual to describe non-commercial organizations In 
more detail. 

CC, Chapter 5, Articles 77-89. The definitions of legal entities used in this chapter are the definitions 
used in the English translation of the Civil Code or are based on these definitions. 



that the liabilities of the partners go beyond the amount of the general partners' investment 
in the capital of the Partnership. A person may be a general partner only in one (1) Full 
partnership.'' A Full Partnership is governed by a General Meeting of Partners. A Full 
Partnership does not issue shares. There are no limitations with respect to the number of 
partners a Full Partnership can have. A total of 1,736 Full Partnerships were registered in 
the Republic of Armenia as of April 1, 2000. 

2.3 Limited Partnerships 
A Limited Partnership is a Partnership in which, along with participants 
conducting entrepreneurial activity in the name of the Partnership and 
being liable for the obligations of the Partnership with their property 
(general partners), there are one or more contributor-participants (li- 
mited partners) who bear the risk of losses connected with the activity of 
the Partnership within the limits of the amounts of contributions made 
by them and who do not take part in the management of the Partner- 
ship." 

A Limited Partnership is to a large extent similar to a Full Partnership. It is a legal entity 
that represents an association of two or more participants who act as owners or contributor 
participants. The difference between a Full and a Limited Partnership mainly lies in the 
liability of the partners of a Limited Partnership. A Full Partnership has only one (1) class 
of participants who are jointly and severally liable with all their property for the obliga- 
tions of the Partnership. A Limited Partnership has two types of partners. First, it has ge- 
neral partners who are in charge of the daily operations of the firm. These general partners 
are liable for the obligations of the Partnership with all their property. A Limited Partner- 
ship also has one or more "contributor participants" or "limited partners." These limited 
partners do not take part in the conduct of the daily operations of the Company. They are 
only liable to the extent of their contributions to the capital of the Partnership. There are 
no limitations on the number of general and limited partners in a Limited Partnership, but 
an individual may be a general partner in only one (1) Limited Partnership. A total of 11 
Limited Partnerships were registered in the Republic of Armenia as of April 1, 2000. 

2.4 Limited Liability Companies 

A Limited Liability Company is a Company founded by one or several 
persons and whose charter capital is divided into ownership shares of 
amounts determined by the Charter. The participants in a Limited Lia- 
bility Company are not liable for its obligations; they bear the risk of 
losses connected with the activity of the Company within the limits of the 
value of the contributions made by them.12 

10 CC, Chapter 5, Article 77, Clause 2. 
11 CC, Chapter 5, Articles 90-94. 
12 CC, Chapter 5, Articles 95-104. 



Individuals and legal entities can establish and participate in a Limited Liability Company 
in the Republic of Armenia. Participants can only be held liable for the amount of their 
investment in the charter capital of the Company. They cannot be held liable with all their 
property for the obligations of the Company. The "General Meeting of Participants" is the 
highest body of a Limited Liability Company. During the Meeting, participants can make 
decisions on important business issues such as the approval of the Company's annual 
report and the distribution of profits and losses. The management of a Limited Liability 
Company has to report to the General Meeting of Participants. Participants of a Limited 
Liability Company have the opportunity to sell their stake in the charter capital of the 
Company to third persons outside the Company if the Charter of the Company provides 
this right. In this case, participants have the right to buy the stake on a priority basis. The 
Limited ~iabi l i ty  Company is the most popular commercial legal entity in the Republic of 
Armenia. A total of 19,432 Limited Liability Companies were registered as of April 1, 
2000. 

2.5 Companies with Supplementary Liability 

A Company with Supplementary Liability is a Company founded by one 
or several persons and whose charter capital is divided into ownership 
shares of amounts determined by the Charter. The participants in such 
a Company jointly and severally bear subsidiary liability for its obliga- 
tions with their property in a multiple of the value of their contributions, 
which multiple is identical for all of them and is determined by the 
Charter of the Company.'3 

When the assets of the Company are insufficient to satisfy creditors' claims, the share- 
holders ("participants") may be jointly and severely liable with their personal property. 
Unlike in a Full Partnership, the extent of their personal liability is limited to a multiple of 
their investment that is identical for all shareholders. Supplementary Liability Companies 
occupy an intermediary position between partnerships with unlimited personal liability, 
Limited Liability Companies and Joint Stock Companies which exclude personal 
liability. There were no Companies with Supplementary Liability registered in the Repu- 
blic of Armenia as of April 1, 2000. 

2.6 Open and Closed Joint Stock Companies 

+ See Chapter 3 of this Manual for a description of the characteristics of Joint Stock 
Companies. 

2.7 Cooperatives 

A Cooperative is a voluntary union of natural persons and legal entities 
that has the objective of making a profit or achieving any other goals 

13 CC, Chapter 5 ,  Article 105. 



specified in the Charter. Each participant makes his contribution to the 
capital of the c ~ o ~ e r a t i v e . ' ~  

Cooperatives represent a special form of legal entity in the Republic of Armenia. The Civil 
Code considers Cooperatives to be amalgamations whose activities can be both commer- 
cial and non-commercial. The highest body of a Cooperative is the "General Meeting of 
Members." Property that is owned by a Cooperative is divided into participatory shares of 
its members in accordance with the Charter of the Cooperative. A total of 6,028 Coopera- 
tives were registered in the Republic of Armenia as of April 1, 2000. 

--- 

14 CC, Chapter 5, Articles 117-121. 



Table 2.1 
A Comparison of Legal Entities (Commercial Organizations) in the Republic of Armenia 

Liability for ohliga- 
tions of the legal 
entity 

Full Partnership Liniired Partnership 

I )  joint and several 

2) subsidiary to that 
of the Company 

3) unlimited with all 
personal property 

I )  joint and several 

2) unlimited liability 
of general partners 

3) liability limited to 
the amount 
of investmcnt for 
limited partncrs 

Company with Sup- 
plcnientary Liability 

I )joint and several 
subsidiary liability 
to the extent of a 
multiple (defined 
by the Charter) 
of the value of 
participants' 
investment 

Control over 
decision-making 

Limited Liability 
Company 

I) lirilited to the 
amount of invest- 
ment of partici- 
pants 

Open Jo~nt  Stock 
Company 

I )  limited 
to the amount 
of investment 
of shareholders 

full control by all 
partners 

I 

pation in the execu- pation in the execu- 
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A Joint Stock Company is a legal entity that can undertake a broad array of activities 
without interference from third parties or governmental authorities, provided it acts in 
accordance with Armenian laws and with the policies established by the shareholders, the 
Board of Directors, the Executive Director and the Management Team of the Company. 
According to the Civil Code: "a Joint Stock Company is a Company whose charter capital 
is divided into a deBned number of shares."15 Joint Stock Companies have the right to is- 
sue shares. The shareholders in such a Company are not liable for the Company's obliga- 
tions and only bear the risk of losses connected with the activity of the Company within 
the limits of their investment in the Company. 

3.1 Advantages of Joint Stock Companies 

The form of the Joint Stock Company offers the following advantages: 

attraction of investment. Companies have greater opportunities to attract 
investment at lower costs. The management of a Joint Stock Company can 
attract capital more widely through the offering of shares, corporate bonds 
and other means of financing. Incorporation as a Joint Stock Company is 
preferable mainly for Companies with a large number of shareholders. 
Railroads, airline Companies, power plants and other large Companies are 
often incorporated as Joint Stock Companies. The scale of these capital- 
intensive Companies is so large that no individual can provide enough 
capital to the Company to execute its operations; 

diversification of risks. The risks of a Joint Stock Company are spread 
through capital markets over a large number of shareholders that bear 
financial risks limited to the amount of money they have invested in the 
Company. This can be 20,000 Armenian Drams (AMD) but also 
2,000,000 AMD or more, depending on the nominal value, the market 
value and the number of issued shares; 

limitation of the risks of shareholders. The risks of shareholders of a 
Joint Stock Company are limited to the value of their shares. Shareholders 
are not liable for the legal and financial obligations of a Joint Stock Com- 
pany. This means that shareholders do not bear any liability for the obli- 
gations of the Company with their personal property. This makes the Joint 
Stock Company an appropriate corporate form when high risks are 
involved in the investment of money in certain products or services; 

professional management. The organizational structure of a Joint Stock 
Company makes it possible for the ownership and the management of the 

l 5  CC, Chapter 5 ,  Article 106, Clause 1. 



Company to be separated. This gives shareholders wide discretion in em- 
ploying a team of highly skilled managers who are responsible for the 
Company's daily operations and a Board of Directors that oversees these 
managers on behalf of the shareholders of the Company. 

Chapter 6 of this Manual explains the opportunity of Joint Stock Companies to 
attract capital through the issuance of various types and classes of shares and 
other securities. 

3.2 Requirements and Disadvantages of Joint Stock 
Companies 

It is important to understand that a Joint Stock Company is a complex legal entity that 
must meet many requirements and additional responsibilities in comparison with other 
commercial organizations in the Republic of Armenia. For example, a Joint Stock Com- 
pany requires: 

shareholders who are willing to invest in the Company. There are costs 
associated with searching for and identifying those shareholders. In 
addition, the Company is confronted with costs when i t  issues shares; 

a complex organizational structure with a General Meeting of Share- 
holders, a Control Committee (Controller), an Executive Director, a Ma- 
nagement Team and often a Board of Directors. There are costs associated 
with the organization of a General Meeting of Shareholders and the opera- 
tions of other working bodies of the Company; 

high minimum charter capital. The minimum charter capital of an Open 
Joint Stock Company is 1,000 times the minimum monthly wage in the 
Republic of Armenia on the date of State registration of the Company. As 
of June 1, 2000, the minimum charter capital of an Open Joint Stock 
Company is 1,000,000 AMD; 

compliance with stringent administrative and disclosure regulations. 
An Open Joint Stock Company must publish annual financial reports and a 
balance sheet each year. An external independent auditor must audit these 
documents. There are costs associated with such an independent audit. 

3.3 Differences Between Open and Closed Joint Stock 
Companies 

Armenian law distinguishes between two types of Joint Stock Companies: 

Open Joint Stock Companies: A Joint Stock Company is considered to be "Open" when 
its shareholders have the right to sell their shares without the consent of other shareholders 
of the Company. An Open Joint Stock Company has the right to conduct an open sub- 



scription of shares . I6~n Open Joint Stock Company can be reregistered into a Closed Joint 
Stock Company by amending the Charter of the Company and by reducing the number of 
shareholders. 

Closed Joint Stock Companies: Shareholders of a Closed Joint Stock Company can sell 
their shares to third parties only after they have offered the shares to other shareholders of 
the Company. A Closed Joint Stock Company does not have the right to conduct an open 
subscription of shares. The shares of a Closed Joint Stock Company can only be distri- 
buted among its founders or other previously determined groups of persons. Its shares 
cannot be distributed to an unlimited group of shareholders.17 A Closed Joint Stock Com- 
pany is only available for Companies with no more than 25 shareholders. If the Company 
has more than 25 shareholders, it must either reduce the number of shareholders or re- 
register as an Open Joint Stock Company by amending the Charter of the Company and 
fulfilling registration requirements within one ( I )  year." 

In comparison to the "Open" type, a Closed Joint Stock Company requires less charter 
capital and allows the Company to omit disclosing information about its financial situation 
to the general public. A Closed Joint Stock Company is also less flexible than an Open 
Joint Stock Company because: 

newly issued shares of a Closed Joint Stock Company can be distributed 
only among its founders or another previously specified group of persons; 

already issued shares of a Closed Joint Stock Company can be transferred 
only by observing the pre-emptive rights of other shareholders of the 
Company. 

The firm name of a Joint Stock Company must contain the words "Open Joint Stock Com- 
pany" or "Closed Joint Stock A total of 2,854 Closed and 1,184 Open Joint 
Stock Companies were officially registered in the Republic of Armenia as of April 1 ,  
2000. 

l 6  CC, Chapter 5, Article 107; Law on Joint Stock Companies (WSC), Chapter 1, Article 8, Clause 2. 
l 7  CC, Chapter 5, Article 108; WSC, Chapter 1, Article 8, Clause 3. 
l 8  LJSC. Chapter 1 ,  Article 8. Clause 3. 

CC, Chapter 5, Article 106. Clause 5. 
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3.3.1 Legislation Related to Joint stock Companies 
While all privately owned businesses, regardless of the legal form, are subject to certain 
fundamental laws, specific laws and governmental decrees specifically regulate the regi- 
stration and operations of Joint Stock Companies in the Republic of Armenia. The Civil 
Code and the Law on Joint Stock Companies are particularly of interest to shareholders, 
directors, managers and employees of Joint Stock Companies. These laws define, among 
other things, the following aspects of a Joint Stock Company: 

legal status; 

establishment, liquidation and reorganization of the Company; 

charter capital, assets, shares and other securities of the Company; 

payment of dividends to shareholders; 

authority and responsibilities of the General Meeting of Shareholders, the 
Board of Directors, the Executive Director and the Management Team; 

authority and responsibilities of the Control Committee (Controller); 

disclosure of information. 

The Civil Code and the Law on Joint Stock Companies apply to all Joint Stock Companies 
established in the territory of the Republic of Armenia unless otherwise provided by 
Armenian legislation.20 Exceptions from this general rule may be found with regard to 
Companies engaged in banking, investment or insurance." Another exception involves 
privatization.22 The law regulating privatization, for example, determines specific features 
of the creation and registration of Companies established during the privatization of State 
enterprises. 

In addition to the Civil Code and the Law on Joint Stock Companies, other laws are 
applicable to Joint Stock Companies including tax law, law on the registration of legal 
entities, law on bankruptcy, etc. 

There are inconsistencies between the Civil Code and the Law on Joint Stock Compa- 
nies of the Republic of Armenia. In the case of inconsistencies, the Civil Code prevails 
according to Article 3 of the Law on the Enforcement of the Civil Code and Chapter 1, 
Article 1 of the Civil Code. This Manual refers to the provisions of the Civil Code 
when there are inconsistencies with the Law on Joint Stock Companies and other 
legislative acts. 

'O LJSC, Chapter 1, Article 1 ,  Clause 2. 
21 LJSC, Chapter I ,  Article 2. 
22 LJSC, Chapter 1 ,  Article 2. 



3.3.2 What a Joint Stock Company Can Do 
Joint Stock Companies can engage in any activity not prohibited by law.23 To carry out its 
activities, a Joint Stock Company can: 

enter into contracts with other parties; 

act as a plaintiff and defendant in Court; 

hire and dismiss employees; 

own or lease movable and immovable property; 

sell or buy goods and services; 

open bank accounts; 

obtain credit and make loans; 

exchange Drams for foreign currency; 

import and export products, and; 

enter into any other legal business arrangements. 

Although Joint Stock Companies are given a large degree of independence in their daily 
operations, there are a number of laws and regulations that limit Companies' activities for 
public policy reasons. As a general rule, all Companies must comply with laws and regu- 
lations governing commercial activities, including those that regulate: 

taxation; 

protection of the environment; 

customs controls; 

currency controls, and; 

import and export activities. 

3.4 Charter of a Joint Stock Company 

The Charter is the founding document of the Company and the principal internal document 
governing the business affairs of the Company. This document serves the purpose of 
regulating the mission and operations of the Company, its internal organization and its 
governance and management bodies. The Charter must be approved by the General 
Meeting of Shareholders and must be registered with the State register. 

+ Chapter 4 of this Manual describes the establishment of a Joint Stock Company. 

4 Chapter 5 of this Manual describes the function of the Charter of a Joint Stock 
Company. 

23 CC. Chapter 5 ,  Article 52. Clause 2. 



3.5 Capital of a Joint Stock Company 

A Joint Stock Company is a legal entity whose charter capital is divided into a certaln 
number of shares. The owners of these shares are called the shareholders of the Company. 
The shareholders of the Company do not own part of the property of the Company. They 
are only entitled to claim the rights attached to shares of the Company. For the purpose ot 
simplicity, however, the Manual refers to shareholders as owners of shares. 

Individuals as well as legal entities and the State can be shareholders of a Joint Stock 
Company. The money and other assets that a shareholder invests in a Joint Stock Com- 
pany are used to establish and finance the operations of the Company. The Company uses 
the funds to purchase property or equipment, goods and services and to fund other activi- 
ties that serve the goals of the Company. 

+ Chapter 6 of this Manual describes the rights and duties of owners of shares and 
other securities of a Joint Stock Company. 

+ Chapter 12 of this Manual describes the internal and external funds of a Joint 
Stock Company. 

3.6 Working Bodies of a Joint Stock Company 

3.6.1 General Meeting of Shareholders 
The highest body of a Joint Stock Company is the General Meeting of Shareholders. It is 
through the General Meeting of Shareholders that shareholders can decide on the future 
course of the Company and can approve and raise objection with respect to the perfor- 
mance of the Board of Directors, the Executive Director and the Management Team of the 
Company. The decisions over some issues fall under the exclusive authority of the General 
Meeting of Shareholders. Others can be delegated to the Board of Directors, the Executive 
Director and the Management  earn.^^ 

+ Chapter 7 of this Manual describes the authority and function of the General 
Meeting of Shareholders of a Joint Stock Company. 

3.6.2 Board of Directors 
A Joint Stock Company must have a Board of Directors if the Company has more than 50 
shareholdei-s.25 The shareholders elect members of the Board of Directors to implement the 
broad policies established by the General Meeting of Shareholders. The Board of Directors 
is accountable to the General Meeting of Shareholders and represents the interests of 
shareholders when the General Meeting of Shareholders is not in session. The Board of 
Directors is also responsible for the strategic direction of the Company and supervises the 
operations of the Executive Director and the Management Team of the Company. 

24 CC. Chapter 5, Article 115, Clause I ;  LJSC, Chapter 10. Article 70, Clause I .  
25 CC, Chapter 5, Article 1 15, Clause 2. 



+ Chapter 8 of this Manual describes the authority and the function of the Board of 
Directors of a Joint Stock Company. 

3.6.3 Executive Director and the Management Team 
Each Armenian Joint Stock Company must have an executive body consisting of an 
Executive Director andlor a Management Team. The Executive Director and the Manage- 
ment Team are responsible for the day-to-day management of the Company and perform 
an important role in the way the Company achieves the objectives set forth by the share- 
holders and the Board of Directors of the Company. 

+ Chapter 9 of this Manual describes the authority and function of the Executive 
Director and other managers of a Joint Stock Company. 

3.6.4 Control Committeez6 (Controller) 
Under Armenian law, it is mandatory for Joint Stock Companies to have a Control Com- 
mittee or a  ont troller.'^ The Control Committee (Controller) is a separate body of the 
Company, elected by the General Meeting of Shareholders, which is responsible for the 
oversight of the financial and economic activities of the Company. 

+ Chapter 10 of this Manual describes the authority and function of the Control 
Committee (Controller) of a Joint Stock Company. 

26 This Committee is also called the "Audit Committee" or the "Inspection Committee." 
27 LJSC, Chapter 8, Article 94, Clauses I and 3. 



41: HOW TO ESTABLISH A JOINT STOCK 
COMPANY I N  THE REPUBLIC OF ARMENIA 

There are two ways to establish a Joint Stock 

foundation of a new Company, and; 

reorganization of an existing legal entity (merger, accession. division, 
spin-off, transformation). 

For simplicity, this chapter concentrates on the foundation of a new Company and does 
not describe the reorganization of an existing legal entity. The procedure to establish a 
new Company is a co~nplex procedure that ends with State registration. The Joint Stock 
Company is created as of the moment of its State registration.29 

4.1 Who Can Be Founders of the Company 

Both citizens (natural persons) and legal entities can be founders of a Joint Stock Com- 
pany.'' An individual can be a founder of a Joint Stock Company only if he has a "full 
dispositive capacity."3' Foreign citizens and legal entities may also be founders of a Joint 
Stock  omp pan^.'^ State agencies and local self-government agencies cannot be founders 
or shareholders of a Joint Stock However. the State can be a founder and a 
shareholder of a Joint Stock 

4.1.1 The Decision to Establish a Company 
A Joint Stock Company is established by a decision of its founders adopted at the Con- 
stituent Meeting of Shareholders. The decision to establish a Company is reflected in a 

28 CC, Chapter 5, Articles 53 and 63; WSC, Chapter 2, Article 9. 
29 

CC, Chapter 5, Article 56,  Clause 3. 
30 CC, Chapter 2, Article I 1 ,  Clause 1; CC, Chapter 4, Article 21; CC, Chapter 5, Article 52 

'' CC. Chapter 4, Article 24. The "dispositive capacity" of a citizen is the ability of a person to acquire 
and exercise civil law rlghts, to create personal civil law duties and to fulfil thcsc by his own actions. 
It arises at the age of 18. In cases prescribed by the Civil Code, an individual may acquire a "disposi- 
tive capacity" before the age of 18 and certain citizens may be deprived of their "dispositive capa- 
city." The "dispositive capacity" may also be limited for individuals who are I8 or older by a Court 
decision (CC, Chapter 4, Articles 3 1 and 32). 

3 " ~ ~ ~ ,  Chapter 2, Article 10, Clause 3. 
33 CC, Chapter 5, Article 72, Clause 6. 
34 CC, Chapter 6, Article 128. 



written contract on the Company's ~reation.~'  If the Company has a single founder, the 
Company is created by a decision of this person,36 

The founders are the only persons who can become shareholders at the time of the esta- 
blishment of the Company and all of its shares must be allocated to the founders.37 

4.13 Companies with a Single founder 
For a Company with a single founder who will be the only shareholder of the Company, 
the process of establishing a Company is less complicated than the process of establishing 
a Company with multiple founders. First, the single founder decides to establish the 
Company, approves the Charter of the Company and appoints the working bodies of the 
Company (the Executive Director and the   on troller).^' He then prepares and signs a 
decision on the establishment of a Company that must be submitted to the State Register. 

If a Company has a single founder, information about this should be contained in the 
Charter of the Company. A Joint Stock Company may not have as a sole shareholder 
another commercial organization consisting of one (1) person.39 

4.1.3 Companies with Multiple Founders 
If a Company has two or more founders, they must execute a written contract on the esta- 
blishment of a Company. This contract specifies the following issues:40 

procedure for the founders'joint activity aimed at establishing a Company; 
procedure for the transfer of the founders' property to the Company; 
terms of the founders' participation in the Company's activity; 

personal information on the founders (name, passport data, mailing ad- 
dress); 

amount of the charter capital of the Company; 
types and classes of shares of the Company; 
amount and procedures on payment for shares of the Company; 

rights and duties of the founders with respect to the establishment of the 
Company; 

" WSC, Chapter 2, Article 10, Clause 2. 
36 CC, Chapter 5, Article 106, Clause 4. LJSC, Chapter 2. Article 10, Clause 1 provides that the number 

of founders may not be less than two, whereas the CC accepts the establishment of a Joint Stock 
Company by only one (1) founder. As the CC prevails, this provision of the LJSC is void. 

37 CC. Chapter 5, Article 11 I ,  Clause 3. 
38 Since the founder is the only shareholder of the Company and the Controller of a Company must be a 

shareholder of the Company, that founder must be the Controller of his Company. Hence, the founder 
cannot be the Executive Director of this Company. 

39 CC, Chapter 5 ,  Article 106, Clause 4. 

40 CC, Chapter 5, Article 53, Clause 1; LJSC. Chapter 2, Article 10, Clause 2. 



names of persons authorized to represent the founders during the esta- 
blishment of the Company before the Constituent Meeting of Share- 
holders; 

the distribution of liabilities that occurs in the process of establishing the 
Company among the founders, as well as procedures for returning pay- 
ments made by the founders for shares in case: (a) the registration of the 
Company is rejected, (b) the Constituent Meeting of Shareholders is not 
held or (c) the Constituent Meeting of Shareholders disapproves the foun- 
ders' activity. 

4.2 Constituent Meeting 

The decision to establish a Company must be made by the Constituent Meeting of Share- 
holders. The Constituent Meeting of Shareholders is the first Annual Meeting of Share- 
holders. It must be held within one (1) month after the term for the allocation of shares has 
expired.4' The Constituent Meeting of Shareholders of an Open Joint Stock Company is 
valid when two-thirds (213) of the founders' votes and two-thirds (213) of the total number 
of founders have been registered to participate in the Meeting. The Constituent Meeting of 
Shareholders of a Closed Joint Stock Company is valid when two-thirds (213) of the foun- 
ders' votes have been registered to participate in the ~ e e t i n ~ . ~ ~  If the original Meeting 
does not have a quorum, the founders must organize a new Constituent Meeting of Share- 
holders within 14 days after the original Meeting. The rescheduled Constituent Meeting of 
Shareholders of an Open Joint Stock Company is valid when more than 50 percent of the 
founders' votes and more than 50 percent of the total number of founders have been reg- 
istered to participate in the Meeting. The rescheduled Constituent Meeting of Shareholders 
of a Closed Joint Stock Company is valid when more than 50 percent of the founders' 
votes have been registered to participate in the ~ e e t i n ~ . ~ '  

The Constituent Meeting of ~hareholders :~~ 

makes a decision to establish the Company by a simple majority vote of 
founders present at the ~ e e t i n g ; ~ ~  

approves the allocation of shares by a simple majority vote of founders 
present at the ~ e e t i n ~ ; ~ ~  

approves the Charter of the Company by a three-fourths (314) majority 
vote of founders present at the ~ e e t i n g ; ~ '  

41 LJSC, Chapter 2, Article 12, Clause 1 .  
42 LJSC, Chapter 2, Article 12, Clause 2. 

43 LJSC, Chapter 2, Article 12, Clause 2. 

. LJSC, Chapter 2, Article 12, Clause 4. 
45 LJSC, Chapter 10, Article 7 1 ,  Clause 2. 

46 LJSC, Chapter 10, Article 71, Clause 2. 
47 WSC, Chapter 10, Article 71, Clause 4. 



elects the Board of Directors, if established, by a simple majority vote of 
founders present at the Meetingf8 

elects the Control Committee by a simple majority vote of founders pre- 
sent at the Meetingf9 

approves the founders' report by a two-thirds (213) majority vote of foun- 
ders present at the ~ e e t i n g ; ~ '  

discusses other items that fall within the authority of the General Meeting 
of Shareholders. 

4.2.1 Founders' Report 
The founders of a Joint Stock Company are required to submit a written report to the Con- 
stituent Meeting of Shareholders. This report must contain information on the following:51 

expenses incurred by the founders and their representatives with respect to 
the establishment and registration of the Company and a proposed proce- 
dure on how these expenses must be reimbursed by the Company; 

value of non-cash investments (such as intellectual property, real estate, 
equipment and shares of other Companies) made by founders in payment 
for shares of the Company; 
value and number of shares allocated to each founder of the Company; 

transactions entered into by the Company during its establishment. 

The Control Committee (Controller) must verify the founders' report. If the Constituent 
Meeting of Shareholders does not approve the founders' report, the Company cannot be 
established. 

4.3 Charter Capital 

The charter capital is defined as the nominal value of all shares acquired by shareholders. 
The charter capital of a Company is intended to comprise a minimum amount of property 
guaranteeing the interests of shareholders and creditors of the 

4.3.1 Charter Capital Requirements 
The charter capital cannot be less than the amount specified in the Law on Joint Stock 
Companies. The minimum charter capital of an Open Joint Stock Company is set at 1,000 
times the minimum monthly wage on the date of State registration. The minimum charter 

48 LJSC, Chapter 10, Article 71, Clause 2. 
49 LJSC. Chapter 10, Article 71, Clause 2. 

50 LJSC, Chapter 2, Article 13, Clause 1 .  
5' LJSC, Chapter 2, Article 13, Clause I .  

52 CC, Chapter 5, Article 1 1 1 ,  Clause 2; LJSC, Chapter 3, Article 33, Clause 1 .  



capital of a Closed Joint Stock Company is set at 100 times the minimum monthly wage 
on the date of State registration.53 

4.3.2 Authorized and Issued 
The total number of authorized (or announced) shares refers to the maximum number of 
shares of a same type that a Company can issue as specified by the Charter of the Com- 
pany. The number of authorized shares of the Company can be changed by a simple 
majority vote of shareholders present at the General Meeting of Shareholders. Issued (or 
outstanding) shares are shares that have been offered for sale by the Company. The total 
number of issued shares is never more than the total number of authorized shares of the 

+ See also Chapter 12, Paragraph 122 of this Manual for more information on is- 
sued shares and the charter capital of a Joint Stock Company. 

4.3.3 Initial Subscription of the Capital 
During the establishment of a Company, shares must be allocated and paid for at their 
nominal value as specified by the Charter of the According to the Civil Code, 
the nominal value of all allocated shares of the Company must be paid for in 

The Charter of the Company specifies the form of payment for shares during the esta- 
blishment of a Company. In general, payment for shares can be made in Drams, securities, 
property, property rights and other rights having monetary value unless otherwise provided 
by the Charter of the Company. The founders' contract specifies the monetary value of 
property paid by the founders for shares of the 

+ See also Chapter 6 of this Manual for a definition and description of shares and 
shareholders' rights. 

53 CC, Chapter 5, Article 1 11, Clause 2; LJSC, Article 33, Clause 1. See also the Law on Minimum 
Monthly Wage, Article 3. 

54 WSC, Chapter 3, Article 35. 

55 Since all shares of the Company must be fully paid at the moment of the Company's registration and 
the Board of Directors has no authority to issue additional shares within the limits of the number of 
authorized shares, it is practically not useful for a Company in Armenia to have authorized shares that 
are not issued by the Company. 

56 LJSC, Chapter 4, Article 47, Clause 1. 
57 CC, Chapter 5, Article 11 I,  Clause 3. According to the WSC, Chapter 3, Article 45, Clause 2, the 

founders must pay at least 50 percent of the nominal value of issued shares of the Company and the 
rest must be paid during one (1) year, if the Charter does not provide for another period. As the CC 
prevails, this provision of the LJSC is void. 

58 WSC, Chapter 3, Article 45, Clause 4. 



4.4 Charter of the Company 

The Charter is the only founding document of the The Charter serves as the 
basis under which a Company operates. The Civil Code and the Law on Joint Stock Com- 
panies contain requirements related to the information that must be included in the Charter 
of a Company. These requirements must been fulfilled before the Company can be regis- 
tered. 

+ See also Chapter 5 of this Manual for a description of the Charter of a Joint Stock 
Company. 

4 5  State Registration 

The founders of the Company can start the registration process of the Company after the 
Constituent Meeting of Shareholders has been held and the nominal value of all issued 
shares of the Company has been fully paid. 

A Joint Stock Company must be registered with the State ~ e g i s t e r . ~  If the State Register 
does not register or rejects the registration of the Company, the founders of the Company 
can appeal to the Court the decision of the State Register. 

4.5.1 Preparation of Registration Documents 
The following documents must be prepared, filled out and signed by the founders: 

the application form of the State Register for the registration of Joint 
Stock Companies; 

the decision of the Constituent Meeting of Shareholders to establish a 
Company; 

a sufficient number of originally signed and sealed copies of the Charter 
of the Company. These must be approved by the Constituent Meeting of 
~hareholders;~' 
a written statement of one or more commercial banks that the charter 
capital has been deposited to a bank account; 

a document that provides information on the mailing address of the Com- 
pany; 
proof of ownership of the property that the founders have contributed to 
the Company. 

59 CC, Chapter 5, Article 55; LJSC, Chapter 2, Article 14. 
60 CC, Chapter 5, Article 56, Clause 1; WSC, Chapter 2, Article 16, Clause I. 
6 1 Usually, the Company needs at least 6 copies of the Charter to fulfill registration requirements. 



45.2 Registration with the State Register and Other State Agencies 
As soon as all the required documents have been prepared, filled out and signed, the fol- 
lowing steps are required to register the Company: 

1. Register the name of the Company with the State Patent Department and 
receive a document certifying that the Company has registered its name; 

2. Register the shares of the Company with the Securities Market Inspector- 
ate and ask for a certification that the Company has registered its shares;62 

3. Obtain preliminary licenses from State agencies that are required to per- 
form the activities of the Company; 

4. Submit all documents that are required by the State Register and receive a 
State Registration Certificate; 

5. Register the Company with the Tax Inspectorate in order to obtain a tax 
identification number; 

6. Order a seal of the Company at ' ' ~ n i ~ " ; ~ ~  

7. Stamp all the original copies of the Charter of the Company and all other 
documents that must be submitted to the State agencies; 

8. Register the Company with the State Pension Fund; 

9. Obtain final licenses from State agencies that are required to perform the 
activities of the Company. 

4.6 Pre-incorporation Liability of the Founders 

The founders of the Company are jointly and severally liable for obligations connected 
with the establishment of the Company that arise prior to its State registration.@ Once a 
Company has been established (registered), it will assume liability for these expenses. It 
does so through a decision of the General Meeting of ~hareholders .~~ If the General 
Meeting of Shareholders refuses to approve the founders' expenses, the founders remain 
personally liable. 

62 Companies are sometimes allowed to register with the State Register while the Company is in the 
process of registering its shares and other securities with the Securities Market Inspectorate. In this 
case, the founders should request a document from the Inspectorate that the Company can proceed 
with the registration process while its shares and other securities are not registered with the Securities 
Market Inspectorate. 
Tbis specialized State agency produces official stamps and seals in the Republic of Armenia. 

64 CC, Chapter 5, Article 54; WSC, Chapter 2, Article 1 1, Clause 3. 
65 LJSC, Chapter 2, Article 11, Clause 3, second sentence provides that the Company is responsible for 
1 the founder's liabilities related to the establishment of the Company only if the founders' activity on 

the foundation of the Company is approved by the Constituent Meeting of Shareholders of the Com- 
pany. Liabilities incurred after the Constituent Meeting, but before State registration and thus esta- 
blishment of the Company are not covered by this provision and should therefore be regulated by a 
separate decision of the General Meeting of Shareholders. 



In accordance with the Civil Code and the Law on Joint Stock Companies, every Joint 
Stock Company must have a Charter that is registered with the State Register. Without a 
Charter, it is not possible to create and operate a Joint Stock 

5.1 Provisions of the Charter 

According to the Civil Code and the Law on Joint Stock Companies, the Charter of a Joint 
Stock Company must contain the following i n f ~ r m a t i o n : ~ ~  

5.1 .I General Information 

name and abbreviation of the name of the Company; 

location of the Company; 

legal form of the Company (Open or Closed); 

information on representative offices and branches if established by the 
Company. 

5.1.2 lnformation on the Capital and Shares of the Company 

amount of the charter capital of the Company; 

procedures that must be followed when changes are made to the amount of 
the charter capital of the Company; 

types, classes, nominal value and number of shares issued by the Com- 
pany; 

rights of shareholders attached to each type and class of shares of the 

procedure for payment and amount of dividends and the liquidation value 
to be paid against each class of preferred shares of the Company; 

obligations of shareholders with regard to the payment of shares and other 
securities; 

size of the reserve fund and other funds established by the Company. 

66 See also LJSC, Chapter 2, Article 16, Clause 3, Section C. 

67 CC, Chapter 5, Article 55, Clause 2; WSC, Chapter 2, Article 14, Clause 3. 

68 The Charter can define limitations on the total number and the nominal value of shares that can be 
owned by one shareholder or the total number of votes that can be held by one shareholder. 



5.13 Information on the Workisg Bodies of the Company 

structure and composition of the Company's working bodies and the deci- 
sion-making procedures that must be followed by these bodies; 

procedures that must be followed when the Company organizes General 
Meetings of ~ha reho lde r s ;~~  

list of issues related to the organization of the General Meeting of Share- 
holders on which the members of the Board of Directors must vote 
unanimously or by a qualified majority of votes; 

internal procedures related to the authority and the election, appointment 
and removal of members of the Board of Directors, the Executive Director 
and members of the Management Team of the Company; 

procedures for the operation of the Control Committee. 

5.2 Other Provisions of the Charter 

As long as they do not conflict with the Law on Joint Stock Companies and other laws in 
the Republic of Armenia, the Charter can also contain provisions such as: 

types of securities other than shares and bonds that can be issued by the 
Company and the nominal value and number of these securities; 

= a direction that procedures for the operation of the Control Committee, the 
Board of Directors and the General Meeting of Shareholders are regulated 
by the by-laws of the Company; 

procedures for the distribution of profits (dividends) of the Company; - procedures for the liquidation and reorganization of the Company; 

procedures for amending the Charter and other internal documents of the 
Company. 

+ See also the appendix to this Manual for an example of a Charter of an Open 
Joint Stock Company. 

5.3 When to Amend the Charter 

Since a Charter is used as the internal law of a Company, it must be amended whenever 
the Company makes changes in procedures and other legally required activities that must 
be specified in the Charter of the Company. For example, amendments to the Charter of 
the Company are required when the Company reorganizes, changes the amount of its 
charter capital, changes the rights attached to types and classes of shares of the Company 
and when the Company establishes a new branch or a representative office. 

69 Unless these procedures are specified in the by-laws of the Company. See also WSC, Chapter 10, 
Article 7 1, Clause 5. 



5.4 How to Amend the Charter 

The General Meeting of Shareholders has the exclusive authority to amend the Charter by 
a three-quarters (314) majority vote of shareholders present at the General Meeting of 
Shareholders. As a practical matter, the Board of Directors prepares amendments to the 
Charter of the Company. The Company must register the amendments to the Charter with 
the State Register after any changes have been approved by the shareholders of the Com- 
pany.70 Changes in the Charter become effective after they have been registered with the 
State ~ e ~ i s t e r . ~ '  

5.5 Who Has the Right to Receive a Copy of the Charter 

The Charter is an important source of information for the general public and prospective 
shareholders of the Company. Upon the request of any person, a Joint Stock Company 
must provide a copy of the Charter and a copy of amendments to the Charter. This must be 
done within 5 days of the request.72 

5.6 By-laws of the Company 

The Charter does not usually specify in detail the working procedures of the General 
Meeting of Shareholders, the Board of Directors, the Control Committee, the Executive 
Director and the Management Team of the Company. Detailed procedures are usually 
established in the course of business and in the by-laws (internal legal documents) of the 
Company. 

The by-laws of the Company supplement and extend the provisions of the Charter as long 
as they are consistent with Armenian laws and the Charter. By-laws are easier to amend 
and to correct than the Charter. The Law on Joint Stock Companies requires Companies to 
have by-laws on the rules of order of the Executive Director and the Management  earn.^^ 
The Company must also have by-laws on the rules of order of the General Meeting of 
Shareholders if 1) the Charter of the Company does not contain procedures or, 2) when the 
General Meeting of Shareholders has not made a decision on procedures that must be 
followed when the Company organizes General Meetings of shareholder-s.74 

By-laws on the General Meeting of Shareholders, the Board of Directors and the Control 
Committee (Controller), if any, must be approved and may be amended and repealed by 
the General Meeting of Shareholders. Other by-laws of the Company must be approved 

70 WSC, Chapter 2, Article 17, Clause 1 .  
7 1 LJSC, Chapter 2, Article 17, Clause 2. 
72 LJSC, Chapter 2, Article 14, Clause 4. 
l3 LJSC, Chapter I I ,  Article 92, Clause 1. 
74 LJSC, Chapter 10, Article 70, Clause 1, Section M; WSC, Chapter 10, Article 71, Clause 5. It is re- 

commended that the Company has by-laws on the rules of order of the General Meeting of Share- 
holders. These do not have to be registered with the State Register while (changes in) the rules of 
order of the General Meeting of Shareholders in the Charter need to be registered. 



and may be amended and repealed by the Board of Directors or the General Meeting of 
Shareholders if the Company does not have a Board of ~ i rec tors .~ '  The State Register 
does not need to be notified of amendments to the by-laws of the Company. 

See also the appendix to this Manual for examples of by-laws of an Open Joint 
Stock Company. 
- - - - - 

The Charter and the by-laws of the Company should only contain information that is 
required by Armenian legislation and provisions that are useful for a particular Com- 
pany. They should not, however, repeat large portions of the Civil Code, the Law on 
Joint Stock Companies and other legislative acts. 

75 In these cases, this authority can also be delegated to the executive body of the Company. See also 
LJSC, Chapter 11, Article 87, Clause 2. 



6: SHAREHOLDERS' RIGHTS AND SECURITIES 
OF A JOINT STOCK COMPANY 

Securities are commercial documents that give the holders (owners) specific rights. A 
Joint Stock Company can only issue securities if it follows the procedures specified by 
Armenian legislation. There are two main types of securities that concern Joint Stock 
Companies: 

shares: shares indicate the participation of their holder in the charter 
capital of the Company. The liability of shareholders is limited to the 
amount stated on the certificates of shares. Generally, investors buy shares 
to earn dividends and to acquire control over the Company; 

bonds: a bond is a promise to repay the principal along with interest on a 
specified date of maturity. The Company generally issues bonds for a 
certain period with the purpose of raising borrowed working capital. 

6.1 Reasons for Being a Shareholder of a Joint Stock 
Company 

Individuals and legal entities may decide to purchase shares of Joint Stock Companies for 
a variety of reasons: 

outside investors may buy shares because they believe in the profitability 
of the Company and the quality of its management and employees. Out- 
side investors may also seek control over the Company by acquiring a 
strategic stake in the Company; 
inside investors (members of the Board of Directors. the Executive 
Director, members of the Management Team and employees) may buy 
shares because they believe that their contribution increases the profita- 
bility of the Company. By voting as shareholders at the General Meeting 
of Shareholders, they have an additional opportunity to influence the 
decisions of the Company. 

6.2 Common and Preferred Shares 
The Law on Joint Stock Companies gives Companies the authority to issue common 
shares and various classes of preferred ~hares . '~  

'' Registered shares identify the owner who is entitled to the rights attached to the shares. See also 
LJSC, Chapter 3, Article 34, Clauses 1-2. 



6.2.1 Common Shares 
Common shares entitle the owners to vote as well as to receive dividends based on the 
number of shares they own. The Charter of the Company must define the number, the 
nominal value and the rights attached to common shares.77 The total nominal value of all 
issued common shares cannot be less than 75 percent of the charter capital of the Com- 
pany.78 A Joint Stock Company cannot issue various classes of common shares in the 
Republic of Armenia. All common shares must have the same nominal value and must 
provide the same rights to the owners. 

6.22 Preferred Shares 
Preferred shares can entitle their owners to various preferences associated with the pay- 
ment of higher or guaranteed dividends. Unless otherwise provided by the Law on Joint 
Stock Companies or the Charter of the Company, however, preferred shares do not grant 
the right to the owners to vote during General Meetings of Shareholders. The number, the 
nominal value and the rights attached to preferred shares of a certain class must be speci- 
fied by the Charter of the Company. The total nominal value of all classes of issued 
preferred shares cannot be more than 25 percent of the charter capital of the A 
Joint Stock Company can issue various classes of preferred shares in the Republic'of Ar- 
menia. All preferred shares of a certain class must have the same nominal value and must 
provide the same rights to their owners." The Charter of the Company can provide the 
owners of a certain class of preferred shares with the possibility to convert their shares into 
common shares or other classes of preferred shares of the 

6.2.3 Share Certificates 
According to Armenian legislation, Joint Stock Companies can issue documented as well 
as undocumented shares.82 Generally, shareholders receive their shares in the form of a 
printed share or a share certificate. The form of a share certificate must meet requirements 
specified by the Law on Joint Stock ~ o r n ~ a n i e s . ' ~  

77 LJSC, Chapter 3, Article 35, Clause I .  

'"JSC, Chapter 3, Article 39, Clause 3. 
79 LJSC, Chapter 3, Article 34, Clause 2. 
80 LJSC, Chapter 3,  Article 40, Clause 1 .  
8 1 LJSC, Chapter 3, Article 40, Clause 2. 
82 CC. Chapter 8, Article 152; LJSC, Chapter 3, Article 34, Clause 3. 
83 LJSC, Chapter 3, Article 41. 



6.3 Rights of Owners of Common and Preferred Shares 

6.3.1 Voting shares 

The Law on Joint Stock Companies introduces the concept of voting shares, which refers 
to common shares as well as to those preferred shares to which voting rights are at ta~hed. '~ 
Although Armenian legislation specifies requirements regarding the rights of owners of 
common shares, it gives broad discretion to Joint Stock Companies to define the rights of 
owners of preferred shares (see the discussion in paragraph 6.3.3 in this chapter). 

6.3.2 Types of Shareholders1 Rights 
The law distinguishes between the rights belonging to individual shareholders and the 
rights held collectively by shareholders owning a certain number of voting shares. It is 
also possible to distinguish shareholders' rights according to their nature. Some share- 
holders' rights concern the decision-making and the organization of Joint Stock Compa- 
nies. Others are related to the capital of the Company and the return on shareholders' 
investment. See also table 6.1 for an overview of the different types of shareholders' rights 
and the next paragraphs in this chapter for a description of the rights of shareholders. 

Table 6.1 
An Overview of Shareholders' Rights 

I I Type of Shareholders' 
Rights References 1 Bearer Er:f I 

The right to submit proposals to LJSC, Chapter 3, Article 39, Collective Voting share - the agenda of the GMS Clause 1, Section G; LJSC, (2%) 
cd 
c Chapter 10, Article 75 
0 .- Y 

The right to review the list of LJSC, Chapter 10, Article 73, Collective Voting share 
-2 shareholders eligible to partici- Clause 6 
cd 

(1 0%) 

y pate in a GMS 
O The right to read the minutes of a LJSC, Chapter 10, Article 85, Individual Voting share 

GMS Clause 2; LJSC, Chapter 13, 
Article 97, Clause 3 

The right to appeal certain LJSC, Chapter 3, Article 39, Individual Voting share 
decisions of the GMS Clause 1 ,  Section I; LJSC, 

Chapter 10, Article 7 1 ,  Clause 8 

The right to vote during the 
General Meeting of Shareholders 
(GMS) in person or by proxy 

84 
LJSC. Chapter 10, Article 71, Clause 1. 

LJSC, Chapter 3, Article 39, 
Clause 1, Sections A, B and F: 
LJSC, Chapter 10, Article 79, 
Clause 1 

Individual Voting share 



Table 6.1 Continued 1 1 Type of Shareholders' 
Rights References 

' The right to call an Extraordinary LJSC, Chapter 10, Article 77, ~o l lec t ive  Voting share 
GMS Clause 1 (10%) 

2 The right to elect, and to LJSC, Chapter 3, Article 39. Individual (voting share ~ 
0 candidate for, managing Clause 1, Section B . - Y 

2 governance bodies of the Com- -I - - I . I 

The right to file a claim against 
the management on behalf of the 
Company 

LJSC, Chapter 11, Article 93, collective Common 
Clause 4 (1%) share 

The right to become a member of 
without 

1 being elected 

The right to request a review of 
the Company's activities 

The right to receive general in- LJSC, Chapter 3, Article 39, 
formation I Clause I,  Section E; LJSC. 

Chapter 13, Article 97, 
Clauses 3 and 4 

1 The right to receive dividends 

LJSC, Chapter 11, Article 88, 
Clause 2 

lndividual 

LJSC, Chapter 3. Article 39, 
Clause 1, Section C 

Individual, 
(1 0%) 

Common and 
Preferred 

CC, Chapter 5, Article 115, 
Clause 5 

Voting share 

Collective common and 
(1 0%)* Preferred 

lndividual 

LJSC, Chapter 3, Article 39, Individual Common; 
Clause 1, Section D; LJSC, 1 I Preferred I 

Common; 
Preferred 
depending on 
the Charter 

-0 
g 
m - 
I 

Chapter 4, Article 50, Clause 1 depending on 

The right to freely transfer shares 

* This refers to 10 percent of the charter capital of the Company and not to the number of 
shares with voting rights as in all other cases of collective rights. 

- 
m 1 

The right to a liquidation quota 

63.3 Right of Shareholders to Vote 
. Shareholders can participate in decision-miking of the Company through their right to 

vote at the General Meeting of Shareholders. Shareholders can control the long-term di- 

the Charter 

LJSC, Chapter 3, Article 39, 
Clause 1,  Section L 

LJSC, Chapter 3, Article 39, 
Clause 1, Section J 

Individual 

I 

Common; 
Preferred 
depending on 

the Charter 

Individual Common; 
Preferred 
depending on 



rection of the Company by electing members of the Board of Directors and by deciding on 
important matters that fall within the authority of the General Meeting of Shareholders. 

The right to vote can be exercised personally or by a power of attorney.85 A power of 
attorney gives its authorized holder the right to act on behalf of the shareholder and to 
make any decision the shareholder could have made at the General Meeting of Share- 
holders. Except for limitations provided by Armenian legislation, any individual can serve 
as a representative of a shareholder as long as this person is given a written power of 
attorney.86 The power of attorney should explicitly state the way the representative must 
vote on items of the agenda of the General Meeting of Shareholders. 

The right to participate in decision-making is more limited for owners of preferred shares 
than for owners of common shares. The owners of preferred shares do not have voting 
rights at General Meetings of Shareholders except under circumstances defined by 
Armenian legislation and the Charter of the ~ o m ~ a n ~ . ~ '  These circumstances are specified 
in table 6.2. 

Table 6.2 
Voting Rights of the Owners of Preferred Shares 

Circumstances I When Owners of Preferred 
Shares can Vote I 

The General Meeting of Shareholders discusses 
issues related to the reorganization or liquidation 
of the Company. 

The General Meeting of Shareholders discusses 
amendments to the Charter of the Company that 
restrict the rights of the owners of preferred 
shares (including their right to receive priority 
dividends). 

The owners of preferred shares can vote on issues 
that are directly related to the reorganization and 
liquidation of the Company. 

The owners of preferred shares can vote on 
amendments to provisions of the Charter of the 
Company that restrict their rights to receive pri- 
ority dividends and that restrict other privileges 
attached to preferred shares. 

I I dends to the owners of preferred shares. I 

The Company did not pay or only partially paid 
dividends to the owners of preferred shares. 

The owners of preferred 
vote on all issues during General Meetings of 
Shareholders until the Company has paid all divi- 

Chapter 7 of this Manual describes how the General Meeting of Shareholders 
operates as a decision-making body of Joint Stock Companies. 

The Charter of the Company provides voting I rights to the owners of preferred shares that can 
be converted to common shares. 

-- 

85 LJSC, Chapter 10, Article 79, Clause 1. 
86 CC, Chapter 19,'Articles 321 - 325. 
87 LJSC, Chapter 3, Article 40, Clauses 1, 3-5. 

The owners of convertible preferred shares have 
rights equal to the owners of common shares to 
vote during the General Meeting of Shareholders. 



6.3.4 Other Rights of Shareholders Related to the Right to Vote 
Shareholders are granted a number of rights that ensure their right to vote during General 
Meetings of Shareholders, such as the right to: 

make proposals to the agenda of the General Meeting of ~hareholders;" 

receive minutes of the General Meeting of ~hareholders;'~ 

request the holding of an Extraordinary Meeting of shareholders;% 

appeal to the Court the decisions made during the General Meeting of 
Shareholders if the decision contradicts Armenian legislation and the 
Charter of the ~ o m p a n y . ~ '  

6.35 Right of Shareholders to File a Claim on Behalf of the 
Company 

Shareholders or a group of shareholders who own at least one (1) percent of common 
shares of the Company have the right to file a claim on behalf of the Company to cover the 
Company's losses that have been caused by:92 

members of the Board of Directors; 

the Executive Director; 

members of the Management Team; 

managers of the Company. 

6.3.6 Right of Shareholders to Participate in the Management of 
the Company 

A shareholder can participate in the management of the Company if he is elected to be a 
member of the Board of Directors or when he is appointed as a member of the Manage- 
ment  earn.^^ A shareholder who owns at least 10 percent of the shares of the Company 
with voting rights can always become a member of the Board of ~irectors." This right is 
not granted to a group of shareholders that owns at least 10 percent of shares of the Com- 
pany with voting rights. 

'' LJSC, Chapter 3, Article 39, Clause 1 ,  Section G ;  USC, Chapter 10, Article 75. 

89 LJSC, Chapter 1 1 ,  Article 85, Clause 2. 

LJSC, Chapter 10, Article 77, Clause 1 .  
91 LJSC, Chapter 3, Article 39, Clause 1 ,  Section I; LJSC, Chapter 10, Article 71, Clause 8. 
92 LJSC, Chapter 10, Article 93, Clause 4. 
93 LJSC, Chapter 3, Article 39, Clause 1 ,  Section B. 
94 LJSC, Chapter 1 1 ,  Article 88, Clause 2. 



6.3.7 Right of Shareholders to Receive Information from the 
Company 

Shareholders have the right to receive information on the activities of the The 
Charter and the by-laws of the Company specify the procedures that allow shareholders to 
have access to the following documents: 96 

Charter of the Company (including amendments to the Charter); 

Company's property ownership documents; 

documents approved by the General Meeting of Shareholders and the 
Board of Directors; 

by-laws of representative offices and branches of the Company; 

annual reports and financial statements of the Company; 

prospectus for the issuance of securities; 

minutes of the General Meeting of Shareholders and the Counting Com- 
mission; 

reports of the Control Committee and the independent external auditor, 
and; 

reports on the activities of the Company submitted to State agencies. 

Upon the request of any shareholder, a Joint Stock Company must provide a copy of these 
documents within 5 days. The Company can only charge for the costs of copying and 
sending most of these documents. Shareholders have the right to receive free of charge 
copies of the annual report and financial statements of the Company and the reports of !:he 
independent external auditor and the Control ~ o m r n i t t e e . ~ ~  

6.3.8 Right of Shareholders to Expert Review 
A shareholder (or a group of shareholders) who owns at least 10 percent of the charter 
capital has the right to request an external independent audit of public and confidential 
information of the 

A shareholder (or a group of shareholders) who owns at least 10 percent of the shares of 
the Company with voting shares has the right to request an extraordinary audit of the 
Company's activities by the Control Committee    on troller).^^ 

95 LJSC, Chapter 3, Article 39, Clause 1, Section E. 

'"JSC, Chapter 13, Article 97, Clause I. 

97 LJSC. Chapter 13, Article 97, Clause 4. 
98 CC, Chapter 5, Article 115, Clause 5. LJSC. Chapter 3, Article 39, Clause 1 provides that this right is 

granted to a shareholder or a group of shareholders owning at least 5 percent of the shares of the 
Company with voting rights. As the CC prevails, this provision of the LJSC is void. 

99 LJSC, Chapter 12, Article 94, Clause 2. 



6.3.9 Right of Shareholders to Receive Dividends 
If the Company earns an annual profit, it may be distributed to shareholders as divi- 
d e n d ~ . ' ~  In the event that profits are distributed, each shareholder receives dividends in 
accordance with the number, types and classes of shares he owns. Dividends may be paid 
quarterly, semi-annually or annually.'0' The following shareholders have the right to be 
included in the list of shareholders eligible to receive dividends:Io2 

shareholders who are registered in the Shareholder Register at least 10 
days before the decision is made by the Board of Directors to pay inter- 
mediate dividends; 

shareholders who are registered in the Shareholder Register as of the date 
the list of shareholders eligible to participate in the Annual Meeting of 
Shareholders is determined by the Board of Directors. 

The calculation of dividends for each shareholder depends on the type and the class of 
shares, such as: 

Common Shares: the owners of common shares are entitled to receive 
dividends if the General Meeting of Shareholders has decided to distribute 
the profits to shareholders.'" This is normally a fixed percentage of the 
nominal value of common shares. The Company does not guarantee the 
payment of dividends to the owners of common shares.Iw Owners of 
common shares receive their dividends after the Company has paid the 
dividends to owners of preferred shares if this procedure is provided by 
the Charter of the Company; 

Preferred Shares: the owners of preferred shares have a priority right to 
receive dividends from the Company if this is specified by the Charter of 
the ~ o m ~ a n ~ . ' ~ '  This means that the owners of preferred shares are 
guaranteed an absolute right to receive dividends, whereas the payment of 
dividends to the owners of common shares is at the discretion of the 
General Meeting of Shareholders. The Charter of the Company defines the 
types of dividends for preferred shares: 

Dividends a t  a Fixed or  Variable Rate: the Charter of the Company 
can define fixed or variable rates based on the nominal value of pre- 
ferred shares; 

Cumulative Dividends: if a Company decides that it cannot pay divi- 
dends due to losses in one or more years, it can postpone the payment 

lco LJSC, Chapter 3, Article 39, Clause 1 ,  Section C. 

lo' LJSC, Chapter 5 ,  Article 52, Clause 1. 
102 LJSC, Chapter 5 ,  Article 52, Clause 4. 

'03 LJSC, Chapter 10, Article 70, Clause 1 ,  Section K. 

'OJ LJSC. Chapter 3, Article 39, Clause 2. 
105 CC, Chapter 5,  Article 114, Clause 1. 



of dividends to owners of preferred shares. The Charter of the Com- 
pany may also provide that unpaid dividends can be accumulated and 
paid to owners of preferred shares in the first year that the Company 
becomes profitable;lo6 

Participating Dividends: the Charter of the Company can give owners of 
preferred shares the right to participate in the distribution of dividends 
paid to the owners of common shares. The owners of preferred shares 
have the same rights with the owners of common shares to 
receive dividends if the Charter does not provide the amount and types of 
dividends to be paid to the owners of preferred shares.Io7 

If the Charter of the Company provides different classes of preferred shares, it must also 
specify the sequence of dividend payments for each class of preferred shares. The Com- 
pany must pay the same amount of dividends to the owners of the same class of preferred 
shares. The Court can liquidate a Company if it fails to pay dividends to the owners of 
preferred shares during three consecutive years.'0" 

6.3.10 Pre-emptive Rights of Shareholders 
Shareholders of a Joint Stock Company have pre-emptive rights. These rights give share- 
holders of the Company the right to buy shares on a priority basis when the Company 
decides to issue new shares. According to Armenian legislation, the Charter of the Com- 
pany can give the owners of shares with voting rights and other securities convertible to 
shares with voting rights the right to buy new shares of the Company before they are 
offered to other investors.log Pre-emptive rights are not given to the owners of preferred 
shares who have acquired voting rights due to the liquidation or reorganization of the 
Company and as a result of discussing the amendments to the Charter of the Company that 
limit the rights of the owners of preferred shares.'I0 The General Meeting of Shareholders 
can temporarily restrict pre-emptive rights of shareholders for a maximum of one (1) year. 
This decision must be made by a simple majority vote of shareholders present at the 
~ e e t i n g  .IL1 

6.3.1 1 Right of Shareholders to Freely Transfer Shares 
The owners of common shares of an Open Joint Stock Company have the right to sell their 
shares to any person and at any price without the consent of the Company and its share- 
ho lder~ ."~  The Company can restrict the free transferability of employee shares and pre- 
ferred shares. 

I Oh LJSC, Chapter 3, Article 40, Clause 2. 

'07 LJSC, Chapter 3, Article 40, Clause 2. 

Io8 LJSC, Chapter 4, Article 40, Clause 7. 
109 LJSC, Chapter 3, Article 39, Clause 1, Section D. See also LJSC, Chapter 4, Article 50, Clause I .  
1 lo LJSC, Chapter 4, Article 50, Clause 3. 

' I '  LJSC. Chapter 4, Article 50, Clause 2. 
112 LJSC, Chapter 3. Article 39, Clause 1, Section L. 



6.3.1 2 Right of Shareholders to Demand the Redemption of Shares 
A shareholder can demand that the Company redeem his shares if the General Meeting of 
Shareholders has made a decision to reorganize the Company or to amend the Charter to 
restrict shareholders' rights while the shareholder or his representative:lL3 

voted against the decision, or; 

did not participate in the voting on this issue during the General Meeting 
of Shareholders. 

In these cases, the Company must buy back shares at the market value of the  share^."^ 

4 See also Chapter 13, Paragraph 13.1.1 of this Manual for more information on the 
procedures a Joint Stock Company must follow in order to determine the market 
value of shares (as assets of the Company). 

6.3.13 Rights of Shareholders During the Liquidation of the 
Company 

Shareholders are residual claimants if a Joint Stock Company is being liquidated."' 

See also Chapter 14 of this Manual for more information on the priority rule for 
creditors and shareholders when a Joint Stock Company files for bankruptcy. 

6.4 How the Rights of Shareholders are Protected by 
Armenian Legislation 

Protection of shareholders' rights is crucial for the ability of Armenian Joint Stock Com- 
panies to attract domestic and foreign investment. An aspect of this protection represents 
the granting of procedural rights to shareholders such as the right to appeal the decisions 
of the General Meeting of Shareholders. Members of the Board of Directors, the Executive 
Director and members of the Management Team play an important role in the protection 
of shareholders' rights. The Charter of the Company must ensure that the rights of share- 
holders, and the mechanisms to protect their rights, are clearly defined. 

Depending on the issue concerned, shareholders can appeal to the following institutions: 

Securities Market Inspectorate; 

Central Depositary of ~ r m e n i a ; " ~  

Armenian Courts. 
- 

113 LJSC, Chapter 7, Article 60, Clause 1. 
114 LJSC, Chapter 7, Article 60, Clause 3. 

' I 5  LJSC, Chapter 3, Article 39, Clause 1, Section J. 

' I 6  By Decree #210 of the Government of the Republic of Armenia, as of April 8, 1999, the "National 
Centralized Registrar" is renamed to the "Central Depositary of Armenia." 



6 5  Responsibilities of Shareholders of a Joint Stock 
Company 

The main responsibility of shareholders is to pay the full value of issued shares. In 
addition. shareholders have the responsibility to: 

not disclose confidential information of the ~ o m ~ a n y ; " ~  

inform the Company about changes in information that must be kept in the 
Shareholder ~ e ~ i s t e r " '  (see also paragraph 6.8 in this chapter); 

provide information with regard to interests they have in transactions of 
the ~ o n ~ ~ a n ~ . ' ' ~  

The Charter of the Company can specify other responsibilities of shareholders as long as 
they do not contradict Armenian legislation.'20 

6.6 Bonds and Others Debentures 

In addition to shares, the Company can issue bonds and other debentures to finance the 
activities of the ~ o m ~ a n ~ . ' ~ ~  Bonds are primary securities that certify that the owners have 
made a loan to the Company. 

6.6.1 Types of Bonds 
The Law on Joint Stock Companies provides Companies with the authority to issue 
various types of bonds:122 

Bonds secured by assets of the Company or guarantees made by third 
parties; 

Bonds not secured by assets of the Company or any guarantees made by 
third parties. A Joint Stock Company can issue unsecured bonds only 
after: 

the Company has been registered with the State Register for at least 3 
years, and; 

after the annual financial statements of the Company have been 
approved for at least 2 preceding fiscal years in a manner specified by 
Armenian legislation. 

LJSC, Chapter 3, Article 44. 
118 LJSC, Chapter 6, Article 54, Clause 4. 
I19 LJSC, Chapter 9, Article 66. 
120 LJSC. Chapter 3, Article 44. 
121 These refer to all types of bonds and bills of sale, deposit and savings certificates, letters of credit, 

promissory notes and collateral certificates. See LJSC, Chapter 3, Article 42. 
122 LJSC, Chapter 3, Article 42. 



Bonds that can be converted into common shares, preferred shares and 
other securities of the Company. 

The Board of Directors has the authority to issue bonds and other debentures if the Charter 
of the Company does not provide this authority to other working bodies of the Company. 
The total nominal value of all issued bonds cannot exceed the total value of the charter 
capital of the Company or the value of other assets that secure the rights of the owners to 
receive the nominal value of bonds on the date of maturity.'23 

As with shares, the Company must maintain a list of owners of registered bonds and de- 
bentures. 

Bonds give their owners the right to receive: 

interest from the Company. The owners of bonds do not receive divi- 
dends from the Company. They receive a fixed rate paid before the pay- 
ment of dividends to the owners of common and preferred shares. The 
owners of bonds receive interest at least once a year regardless of the 
financial performance of the company.'" If the Company does not declare 
a profit or if the Company's profit is insufficient, the interest on bonds is 
paid from other resources (except the reserve fund of the Company). A 
failure to pay interest to the owners of bonds and other debentures can re- 
sult in the Company being liquidated by the ~ o u r t ; ' ~  
payments of the nominal value of bonds. The owners of bonds have the 
right to receive back the nominal value of their bonds upon the date of 
maturity. If the Company's profit is insufficient, the nominal value of 
bonds is paid from the reserve fund of the 

6.6.2 Benefits of Issuing Bonds 
There are several reasons why a Joint Stock Company can issue bonds in addition to 
shares. By issuing bonds, a Company can: 

attract additional financing without affecting the existing number, value, 
types and classes of shares of the Company; 
attract additional financing which, unlike shares, does not give its holders 
any rights to participate in decision-making of the Company; - attract capital at a lower interest rate than the interest rate imposed by 
banks and other financial institutions; 
provide fixed, long-term interest to financiers and obtain an effective and 
accessible way to attract direct loans from potential investors. 

LJSC, Chapter 3, Article 42, Clause 2. 

'24 Except for bonds that give owners the right to participate in the profits of the Company. See also 
LJSC, Chapter 3, Article 42, Clause 4. 

125 LJSC, Chapter 3, Article 42, Clause 4. 
126 WSC, Chapter 3, Article 46, Clause 2. 



6.7 Value of Shares and Bonds 

6.7.1 Nominal Value of Shares and Bonds 
The nominal value is printed on the certificate of securities. The nominal value of shares is 
usually not meaningful for the market. The nominal value is used only for the calculation 
of the charter capital of the Company. The nominal value of bonds is more important since 
it is used to calculate the interest that the owners of bonds must receive from the Com- 
pany. The nominal value of bonds also indicates how much a Company must pay to the 
owners of bonds upon their maturity. 

6.7.2 Market Value of Shares and Bonds 
The market value is the present value of securities traded on the stock market and other 
secondary markets. Past and potential future performance, the dividend policy of the 
Company and interest rates and other macroeconomic factors affect the market value of 
securities. Changes in the market value of securities do not affect the financial statements 
of the Company. Changes in the financial status of Company, however, can affect the 
market value of securities of the Company. 

6.8 Shareholder Register 
A Joint Stock Company is required to maintain a Shareholder ~ e ~ i s t e r . ' ~ ~  The Register is 
an important document that identifies shareholders and the owners of other registered 
securities of the Company and the number, nominal value, types and classes of shares and 
other registered securities they hold. The Shareholder Register is maintained to secure the 
rights of shareholders and to monitor the circulation of shares and other registered securi- 
ties of the Company. 

6.8.1 Content of the Shareholder Register 
The Shareholder Register must contain the following inf~rrnat ion: '~~ 

family name, first name, mailing address and passport data of individuals 
who own shares and other registered securities of the Company; 

full name, bank account number, mailing address of legal entities that own 
shares and other registered securities of the Company as well as the name 
of the registration agency, the date and the serial number of registration of 
the Company; 

number, nominal value, types and classes of registered securities of the 
Company; 

127 LJSC, Chapter 6 ,  Article 54, Clause 2. The Company must establish the Shareholder Register within 
one (1) month after the Company has been registered with the State Register. See also Government 
Decree of the Republic of Armenia. No. 351 on the "Approval of the Procedure on Maintaining the 
Register of the Owners of Registered Securities." 

128 LJSC, Chapter 6, Article 54, Clause I .  



documents certifying that shareholders have acquired (fully paid) or sold 
registered securities of the Company; 

date of registration of shareholders in the Shareholder Register. 

The Company cannot be held liable for any losses caused to shareholders and owners of 
other registered securities if they fail to submit the necessary information to the body 
responsible for maintaining the Shareholder Register of the Company. The Company, 
however, remains liable for maintaining the Shareholder Register in a manner specified by 
Armenian legi~lation. '~~ 

6.8.2 The Central Depositary of Armenia 
According to Armenian legislation, all Open Joint Stock Companies must maintain the 
Shareholder Register with the Central Depositary of ~rmenia. '~ '  The Depositary is an in- 
dependent Company whose business is to perform the following functions: 

maintaining individual accounts of shareholders and other owners of re- 
gistered securities of the Company; 

registering transactions with shares and other registered securities of the 
Company; 

providing shareholders and owners of other registered securities with 
printed securities or security certificates; 

rendering services to Companies concerning the registration of share- 
holders and other activities of the Company. 

6.8.3 Who has Access to the Shareholder Register 
The following parties have access to the Shareholder Register: 

the Company (the issuer); 

owners of securities of the Company registered in the Shareholder Regis- 
ter; 

State agencies, in cases specified by Armenian legislation. 

Although the Company (issuer) has the right to obtain all information about its share- 
holders in the Register, it does not have the right to disclose the information to the general 
public. Owners of registered securities are entitled to obtain information that is related to 
their personal accounts. They do not have the right to receive information related to other 
owners of securities of the Company. 

129 LJSC, Chapter 6, Article 54, Clause 3. 
1 DO Government Decree of the Republic of Armenia, No. 21 1 on the "Regulation of the process of Main- 

taining the Register of the Owners of Registered Securities." 



There are three different types of General Meetings of Shareholders: the Constituent 
Meeting of Shareholders, the Annual Meeting of Shareholders and the Extraordinary 
Meeting of Shareholders. 

7.1 The Constituent Meeting of Shareholders 
The first meeting of shareholders of a Joint Stock Company is called the Constituent 
Meeting of Shareholders. The founders of a Joint Stock Company must hold the Meeting 
in order to establish the Company. The Constituent Meeting of Shareholders is subject to 
special requirements for its organization. 

+ See Chapter 4 of this Manual for a more detailed description of the Constituent 
Meeting of Shareholders. 

7.2 Competence of the General Meeting of Shareholders 

The General Meeting of Shareholders is the highest decision-making body of the Com- 
pany.I3' It is through this Meeting that shareholders exercise their right to vote and to 
decide on the future course of the Company. The Meeting gives shareholders the opportu- 
nity to approve and to raise objections to the performance of members of the Board of 
Directors, the Executive Director and members of the Management Team of the Company. 

7.2.1 Exclusive Competence of the General Meeting of Shareholders 
The General Meeting of Shareholders cannot delegate to the Board of Directors, the Exe- 
cutive Director and the Management Team its authority to decide on the following 
issues: '32  

(a) With Regard to the Structure of the Company 

changes to the Charter of the Company; 
approval of procedures related to the organization of the General Meeting 
of Shareholders; 
election of members of the Counting Commission (of the General Meeting 
of Shareholders); 
election and dismissal of members of the Board of Directors and the Con- 
trol Committee (Controller); 
appointment of the independent external auditor of the Company; 
approval of the compensation and reimbursement of members of the 
Board of Directors; 

131 CC, Chapter 5, Article 115, Clause I .  See also USC, Chapter 10, Article 69, Clause 1 
132 CC, Chapter 5, Article 115, Clause 1; USC, Chapter 10, Article 70, Clause 2. 



approval of proposals of the Board of Directors on the terms of compen- 
sation and reimbursement of members of the Control Committee (Con- 
troller); 
approval of the way shareholders are notified and provided with informa- 
tion; 
establishment of subsidiaries and participation in subsidiaries and depen- 
dent 
liquidation of the Company and the appointment of members of the Liqui- 
dation Committee; 
approval of the liquidation balance of the Company; 
reorganization of the Company. 

(b) With Regard to the Capital and the Commercial Activities of the 
Company 

changes in the amount of the charter capital of the 
determination of the number and value of shares that can be issued by the 
Company; 
decrease (split) and increase (consolidation) of the nominal value of shares 
of the Company; 
approval of the allocation of employee shares, the terms of payment for 
employee shares and the rights of owners of employee shares;'35 
limitation of the pre-emptive rights of shareholders; 

acquisition by the Company of its own shares in cases specified by law? 
approval of the annual report, balance sheets, profit and loss statements 
and the allocation of profits and losses of the Company; 
approval of the financial results of representative offices and branches of 
the Company; 
determination of the amount of annual dividend payments; 
entering into large transactions and interested transactions in cases speci- 
fied by 

'" There is a confusion in the law: LJSC. Chapter 10, Article 70, Clause 1, Section T explicitly permits 
the General Meeting of Shareholders to delegate the authority to establish subsidiaries and dependent 
Companies to the Board of Directors. However, WSC, Chapter 10, Article 70, Clause 2 provides an 
exhaustive list of authorities that can be delegated to the Board of Directors and Section T is not 
mentioned. 
CC, Chapter 5. Article 115. Clause 1, Section 1 prevails over WSC. Chapter 10, Article 70, Clause 1, 
Section F, which does not allow the Board of Directors to make changes in the charter capital of the 
Company. 

135 LJSC, Chapter 3, Article 43, Clause 6. 
136 WSC, Chapter 7, Article 57, Clause 1. 
137 LJSC, Chapter 8, Article 64, Clauses 1 and 2; LJSC, Chapter 7, Article 67, Clauses 3 and 5. 



7.2.2 Authority of the General Meeting of Shareholders that can be 
Delegated to the Board of Directors 

When specified by the Charter of the Company, the General Meeting of Shareholders has 
the authority to decide that the following issues can be delegated to the Board of Directors: 

appointment and dismissal of the Executive Director and members of 
Management Team of the Company; 

determination of the procedures related to the compensation and reim- 
bursement of the Executive Director and members of the Management 
Team of the Company; 

establishment of representative offices and branches of the Company. 

7.3 Organization of the Annual Meeting of Shareholders 

In order to organize an Annual Meeting of Shareholders, the Board of Directors: 

makes a decision to hold the Annual Meeting of Shareholders; 

determines the date, time and location of the Annual Meeting of Share- 
holders; 

establishes the date when the list of shareholders eligible to participate in 
the Annual Meeting of Shareholders must be prepared; 

determines what information and materials must be provided to share- 
holders; 

determines the format and contents of ballots if the voting is held by 
ballots; 

determines and approves the agenda of the Annual Meeting of Share- 
holder~; '~'  

proposes candidates for the Counting Commission of the Annual Meeting 
of ~hareho1der.s. '~~ 

The Law on Joint Stock Companies, the Charter or the by-laws of the Company specify 
several steps that must be followed in order to organize the Annual Meeting of Share- 
holders. These steps are described in more detail in the next paragraphs in this chapter and 
are presented in figure 7.1. If the Board of Directors fails to hold the Annual Meeting of 
Shareholders, the State Register can hold the Meeting on behalf of the 

+ See also Chapter 8, Paragraph 8.3.2 of this Manual for the description of the role 
of the Board of Directors with regard to the General Meeting of Shareholders. 

138 LJSC, Chapter 10, Article 75, Clause 4. 
139 LJSC. Chapter 10, Article 78, Clause 1. 

I4O LJSC, Chapter 10, Article 69, Clause I .  



Figure 7.1 
The Organization of the Annual Meeting of Shareholders 

The Board of Directors makes a deci- 
Step 1: Make a decision to hold the Annual sion to hold the Annual Meeting of 

Meeting of Shareholders Shareholders. If necessary, the Board 
of Directors appoints the members of 
the Organizing Committee to assist the 
Board of Directors. 

The Board of Directors requests the 
Depositary to provide a copy of the list 

Step 2: Prepare the list of sharehdders of shareholders. The Board of Direc- 
tors Dreoares the list of shareholders no 
later'than 60 days before the Annual 
Meeting of Shareholders. 

Within 15 days after the deadline for 
the submission of proposals to the 

Step 3: Include proposals of shareholders in the agenda of the Annual Meeting of 
geada of tbe Annual 119- of Sbreholdem Shareholders, the Board of Directors 

must notify shareholders of the 
approval of proposals. 

If the Company has more than 500 
shareholders with voting rights, the 

e Annual Meeting Board of Directors must set the agenda 
of the Annual Meeting of Shareholders 
no later than 30 days before the 
Meeting. 

If the Company has more than 500 
shareholders with voting rights, the 

S t e ~  5: Notifv shareholders of the Annual Company must notify shareholders of 

~ e e - k n ~  of $kweJddt?r~ the ~nn"a1 Meeting of Shareholders no 
later than 30 days before the Meeting. 

See Paragraph 7.3.5 in this Chapter 

The Company follows the steps 
presented in paragraph 7.3.6 in this 
chapter in order to hold the Annual 
Meeting of Shareholders 

See Paragraph 7.3.6 in this Chapter 

No later than 15 days after the Annual 
Meeting of Shareholders, the Chairman 
and Secretary prepare the minutes. 
Shareholders must be not,ified of the 
decisions made at the Meeting no later 
than 45 days after the Meeting. 



7.3.1 Step 1 - Make a Decision to Hold the Annual Meeting of 
Shareholders 

The first step is to make the decision that the Company is going to hold the Annual Meet- 
ing of Shareholders. Each Joint Stock Company must hold its Annual Meeting of Share- 
holders between the second and the sixth month after the end of each fiscal The 
time period between Annual Meetings of Shareholders must not exceed 16 months.'42 

The Board of Directors can decide that it will receive assistance from an "Organizing 
Committee" in order to organize the Annual Meeting of Shareholders. This Committee can 
consist of the Executive Director, members of the Management Team, the Chairman of the 
Board of Directors and other members of the Board of Directors. Given the importance of 
the Annual Meeting of Shareholders, members of the Organizing Committee work closely 
together to avoid and resolve potential problems arising from the many details of holding 
the Annual Meeting of Shareholders. 

Figure 7.2 
Make the Decision to Hold the Annual Meeting 

of Shareholders (Step 1) 

The Board of Directors appoints the Organizing Committee 

7.3.2 Step 2 - Prepare the List of Shareholders 
The next task of the Board of Directors is to prepare the list of shareholders eligible to 
participate in the Annual Meeting of ~hareho1ders.l~~ The following shareholders are eli- 
gible to participate in Annual Meetings of Shareholders: 

owners of common shares; 

owners of preferred shares with voting rights. 

See Chapter 6 of this Manual for more details on the voting rights attached to 
common and preferred shares of the Company. 

141 LJSC, Chapter 10, Article 69, Clause 1. The fiscal year in the Republic of Armenia ends on Decem- 
ber 31. See the Law on Accounting, Chapter 4, Article 22, Clause I .  

'42 The period between the second month after the end of the fiscal year (the earliest time when a Com- 
pany can hold its Annual Meeting of Shareholders) and the sixth month after the end of the next fiscal 
year (the latest time when a Company must hold its next Annual Meeting of Shareholders) is 16 
months and not 18 months as provided by WSC, Chapter 10, Article 69, Clause 1. 

143 LJSC. Chapter 10, Article 73, Clause 3. 



If shares are owned by more than one (1) individual, the right to participate in the Annual 
Meeting of Shareholders is given to the individual in whose name the shares are registered 
in the Shareholder Register of the ~ o m p a n y . ' ~ ~  

The Board of Directors asks the Central Depositary of Armenia to provide a list of share- 
holders of the Company. Based on the information from the Depositary, the Board of 
Directors determines the list of shareholders who are eligible to participate in the Annual 
Meeting of Shareholders. The list must be prepared no later than 60 days before the 
Annual Meeting of ~hareho1ders.I~" 

(a) Purpose of the List of Shareholders 

The Board of Directors prepares the list of shareholders in order to: 

determine which shareholders are eligible to participate in the Annual 
Meeting of Shareholders, and; 

notify shareholders of the Annual Meeting of Shareholders. 

Shareholders eligible to participate in the Annual Meeting of Shareholders have the right 
to receive information on their inclusion in the list of shareholders. Registered share- 
holders or a group of shareholders that own at least 10 percent of the shares with voting 
rights have the right to become acquainted with the complete list of shareholders of the 

(b) What to Do if Shareholders Sell their Shares Before the Annual 
Meeting of Shareholders 

Shareholders, who sell their shares after the list of shareholders has been prepared, but 
before the Meeting is held, must transfer their voting rights to the new owners of the 
shares. In this case, the new owners of the shares have two options to exercise the rights 
attached to their newly acquired shares during the Annual Meeting of ~hareholders:'~' 

the former owner of the shares provides a power of attorney to the new 
owner of the shares that gives the new owner the right to participate in the 
Meeting; 

the former owner of the shares participates in the Meeting and votes in 
accordance with the instructions of the new owner of the shares. 

144 LJSC, Chapter 10, Article 79, Clause 1. 
145 WSC, Chapter 10, Article 73, Clause 3. 
146 WSC, Chapter 10, Article 73, Clause 6. 

14' LJSC, Chapter 10, Article 79, Clause 2. 



Figure 7.3 
Prepare the List of Shareholders (Step 2) 

The Board of Directors establishes the date when the list 
red 

*+a,. 
The Board of Directors obtains the list of shareholders from 

"e*. 

The Board of Directors prepares the list of shareholders eligible 
- 

to participate in the Annual Meeting of Shareholders 

7.3.3 Step 3 - Include Proposals of Shareholders in the Agenda of 
the Annual Meeting of Shareholders 

(a) Proposals for the Agenda 

Shareholders or a group of shareholders owning at least 2 percent of the shares of the 
Company with voting rights have the right to submit a maximum of 2 proposals for the 
agenda of the Annual Meeting of Shareholders. All proposals must be submitted in writing 
to the Board of Directors and must contain the following in f~ rma t ion : '~~  

grounds for the proposal; 

first and last name of the shareholder(s) who submits the proposal; 

mailing address of the shareholder(s) who submits the proposal; 

a document from the Central Depositary of Armenia that states the types 
of shares owned by the shareholder(s1 who submits the proposal; 

a document from the Central Depositary of Armenia that states the number 
of shares owned by the shareholder(s) who submits the proposal; 

signature of the shareholder(s) who submits the proposal.'49 

(b) Proposal(s) for the Election of Members of the Board of Directors 
and the Control Committee (Controller) 

Shareholders or a group of shareholders owning at least 2 percent of shares with voting 
rights of the Company have the right to propose candidates for the Board of Directors and 
the Control Committee (Controller). The number of candidates that can be proposed by 
shareholders is limited to the number of members specified for these bodies by the Charter 

148 WSC, Chapter 10, Article 75, Clause 2. 
149 Although not required by the Law on Joint Stock Companies, it is recommended that shareholders 

sign their proposals. 



of the ~ o m ~ a n ~ . ' ~ ~  All proposals must be submitted in writing to the Board of Directors 
and must contain the following inf~rmation:'~' 

name of the candidate(s); 

first and last name of the shareholder(s) submitting the proposal; 

mailing address of the shareholder(s) submitting the proposal; 

a document from the Central Depositary of Armenia that states the number 
and types of shares owned by the shareholder(s) who proposes a candi- 
date(~); 

number and types of shares of the Company owned by the candidate(s); 

signature of the shareholder(s) submitting the proposal. 

It is a good practice to inform nominees of their nomination for a position on the Board of 
Directors or the Control Committee (Controller) and to obtain the written consent of the 
candidates to stand for election before shareholders submit the proposal(s) to the Board of 
Directors. 

(c) How to Submit Proposals 
Shareholders must submit proposals for the agenda of the Annual Meeting of Shareholders 
within 30 days after the end of the fiscal year or a longer period specified by the Charter of 
the   om pan^."^ 

(d) How to Approve Proposals 
The Board of Directors decides whether to include the proposals in the agenda of the 
Annual Meeting of Shareholders within 15 days of the deadline by which shareholders 
may submit proposals. 

The Board of Directors can reject a proposal for the agenda of the Annual Meeting of 
Shareholders only on the following grounds:'53 

shareholders have not submitted the proposal within the period by which 
shareholders may submit proposals; 

a shareholder or a group of shareholders owns less than 2 percent of shares 
of the Company with voting rights; 

shareholders have submitted a proposal which is incomplete or does not 
otherwise comply with the requirements as indicated above in paragraph 
7.3.3 in this chapter; 

the proposal contradicts Armenian legislation. 

Within 3 days after the Board of Directors has made the decision to include or reject pro- 
posals, the Board of Directors must notify shareholders of its decision.Is4 This must be 

1 SO LJSC, Chapter 10, Article 75, Clause 1. 
IS' LJSC, Chapter 10, Article 75, Clause 3. 
152 WSC, Chapter 10, Article 75. Clause 1. 
"3 WSC, Chapter 10, Article 75, Clause 4. 
154 LJSC, Chapter 10, Article 75, Clause 5. 



done through a written notice. Shareholders whose proposals have been rejected have the 
right to appeal the decision to the ~ o u r t . " ~  

Figure 7.4 
Include or Reject Proposals from Shareholders (Step 3) 

The Board of Directors discusses proposals 

. . .  . .  . 
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The Board of Directerg discusses candidates 

The Board of Directors decides to include or to reject proposals 
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Tk h a r d  of Directors notifies the shareholders w b m  propals  
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7.3.4 Step 4 - Set the Agenda for the Annual Meeting of 
Shareholders 

One of the most important tasks of the organizers of the Annual Meeting of Shareholders 
is to set the agenda of the Meeting. Most Annual Meetings of Shareholders use a standard 
agenda. Typically, this agenda includes the approval of: 

the annual financial report that summarizes the financial performance of 
the Company in the preceding year; 
major transactions that have been negotiated by the Company in the pre- 
ceding year; 
amendments to the Charter of the Company; 
election of members for the Board of Directors and the Control Committee 
(Controller); 
other proposals of shareholders included in the agenda by the Board of 
Directors. 

During the preparation of the agenda, every issue that must be presented to the Annual 
Meeting of Shareholders has to be precisely worded. The agenda should not contain a 
general item such as "miscellaneous." Otherwise, the shareholders' right to become 
familiar with all documents related to the agenda of the Meeting will be limited. 

LISC, Chapter 10, Article 75, Clause 6. 



The law also states that the Company must prepare the following documents for the An- 
nual Meeting of ~hareholders: '~~ 

financial statements: 

annual report; 

report of the Control Committee (Controller); 

report of the independent external auditor of the Company on the financial 
and economic activities of the Company; 

information on proposed candidates for the Board of Directors and the 
Control Committee (Controller); 

amendments to the Charter of the Company and the by-laws on the Ge- 
neral Meeting of Shareholders, if any; 

other information that must be presented to shareholders at the Annual 
Meeting of Shareholders. 

Figure 7.5 
Set the Agenda of the Annual Meeting of Shareholders (Step 4) 

The Board of Directors sets the agenda of the Annual 
Meetkg of Shareholders 

The Board of Directors prepares documents for the Annual Meeting 
of Shareholders 

7.35 Step 5 - Notify Shareholders of the Annual Meeting of 
Shareholders 

Proper notification represents an important guarantee for the exercise of shareholders' 
rights. It can be understood best by considering the following: 

(a) When to Notify 

The Charter defines the timelines for the notification of  shareholder^.'^^ When the Com- 
pany has more than 500 shareholders with voting rights, the Company is required to notify 
its shareholders at least 30 days before the Annual Meeting of ~hareholders . '~~  It is re- 
commended that Companies with fewer shareholders apply the same rule. 

(b) Who Should be Notified 
The following parties must be notified by the Company of the organization of the Annual 
Meeting of ~hareholders: '~~ 

LJSC, Chapter 10, Article 74, Clause 4. 

'57 LJSC, Chapter 10, Article 74, Clause 2. 

LJSC, Chapter 10, Article 74, Clause 2. 
159 LJSC, Chapter 10, Article 74, Clause 1. 



owners of shares with voting rights; 

members of the Board of Directors; 

the Executive Director and members of the Management Team; 

members of the Control Committee  ontr troller);'^ 
the independent external auditor when he is invited to present his conclu- 
sions on the financial statements of the Company. 

(c) How to Notify 

The method of notification must be specified by the Charter or by decision of the General 
Meeting of Shareholders. In addition to a written notice, different forms of mass media can 
be used. If no procedure is established, the law provides for a notification through regis- 
tered mail.I6' 

(d) What to include in the Notification 

The notice must include the following informati~n: '~~ 

the name and address of the Company; 

the date, time and location of the Annual Meeting of Shareholders; 

the date as of which the Board of Directors has prepared the list of share- 
holders eligible to participate in the Annual Meeting of Shareholders; 

the agenda of the Annual Meeting of Shareholders; 

the procedures on how shareholders can obtain information from the 
Company related to the organization and the agenda of the Annual 
Meeting of Shareholders. 

+ See the appendix of this Manual for an example of a notification form. 

Figure 7.6 
Notih Shareholders of the Annual Meeting of Shareholders (Step 5)  

Prepare the notification of shareholders and include 

Notify shareholder 

'60 Members of the Control Committee (Controller) must always be notified by registered mail, even if 
they are registered as shareholders of the Company. Members of the Control Committee (Controller) 
can vote during the Annual Meeting of Shareholders only if they own shares with voting rights of the 
Company. 

161 LJSC, Chapter 10, Article 74, Clause I. 

16' LJSC, Chapter 10, Article 74, Clause 3. 



7.3.6 Step 6 - Hold the Annual Meeting of Shareholders 
The next step is to hold the Annual Meeting of Shareholders. In order to hold the Meeting, 
the Company should follow several steps presented in figure 7.7. 

Figure 7.7 
Hold the Annual Meeting of Shareholders (Step 6) 

SLuueh*rs elect t8e .-m sf ,a Cwmtiag C~~ 
. . * .  . ., , * a .<: , a,.:. .;. A,?? <.,. <.: .>::&&%,g r 19' &>&h-,i:k!d:*:2@.k.k% *,* .>it;@& e%%J:$..i. 

The Chlriman opens the &usion on agenda items 
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1: Register Shareholders Present at the Meeting 

Before the Annual Meeting of Shareholders can be opened, the Company must register 
shareholders or their representatives present at the Meeting. The registration of share- 
holders is usually done by a body (or individuals) that has been specified by the Charter of 
the Company. In practice, the same body that notifies the shareholders of the Annual 
Meeting of Shareholders often does the registration of shareholders. In order to register 
shareholders, the Company must: 

1. Check documents which verify that shareholders or their representatives 
have the right to participate in the Meeting; 

2. List shareholders or their representatives who will participate in the 
Meeting; 

3. Hand out ballots to shareholders or their representatives present at the 
Meeting (if the Company has 500 or fewer shareholders with voting 
rights). 

+ See also Paragraphs 7.4.2-7.4.4 in this Chapter for more information on the use of 
ballots during General Meetings of Shareholders. 

2: Verify and Announce the Quorum of the Meeting 

The same body (or individuals) that has registered shareholders or their representatives for 
the Meeting often also verifies and announces the quorum of the Meeting. The quorum is 
verified by counting the number of shares of the Company with voting rights owned both 
by shareholders present in person and those represented by a power of attorney. The 
quorum must be verified before the Annual Meeting of Shareholders can be officially 
opened. 

e 

The Annual Meeting of Shareholders can only be held if the owners of more than 50 per- 
cent of the shares of the Company with voting rights have been registered to participate in 
the ~ e e t i n g . ' ~ ~  If the quorum is present, the Meeting is deemed to be valid. 

In the absence of the quorum, the Meeting must be rescheduled. The Law on Joint Stock 
Companies provides that: 

the rescheduled Meeting can be held no earlier than 10 days after the 
original Meeting. That period is used to notify shareholders of the date, 
time and location of the rescheduled Annual Meeting of Shareholders; 

if the rescheduled Annual Meeting of Shareholders is held later than 20 
days after the original Meeting, the Board of Directors must prepare a new 
list of shareholders eligible to participate in the Meeting. 

The rescheduled Annual Meeting of Shareholders is valid if more than 30 percent of 
shareholders with voting rights have been registered to participate in the ~ e e t i n g . ' ~  

IJSC, Chapter 10. Article 80, Clause 1 .  

'* IJSC, Chapter 10, Article 80, Clause 3. 



Only matters on the agenda of the original Meeting can be discussed on the rescheduled 
Annual Meeting of Shareholders. It is not possible to amend the agenda of the rescheduled 
Annual Meeting of Shareholders. 

3: Open the Meeting 

The Annual Meeting of Shareholders can be opened if a quorum is present. The person 
who opens the Meeting raises the issue of electing the members of the Counting Cornrnis- 
sion, the Chairman of the Meeting and the Secretary of the Meeting. The Chairman of the 
Board of Directors is often elected as the Chairman of the Annual Meeting of Share- 
holders. 

4: Elect Members of the Counting Commission 

Upon the proposal by the Board of Directors, the Annual Meeting of Shareholders must 
elect members of the Counting   om mission'^^ when the Company has more than 25 
shareholders with voting rights.166 This Commission performs the following  function^:'^^ 

verifies the quorum of the Annual Meeting of Shareholders; 

explains the voting procedures to shareholders and their representatives 
present at the Annual Meeting of Shareholders; 

ensures that voting procedures are followed. It must make sure that all de- 
cisions made at the Meeting meet the special voting requirements related 
to various agenda items of the Annual Meeting of Shareholders; 

calculates the number of votes cast during the Annual Meeting of Share- 
holders; 

summarizes voting results; 
writes the minutes of the voting and the voting results; 

transfers the ballots to the archive of the Company. 

The number of members of the Counting Commission, if established, cannot be less than 
three. The following individuals cannot be members of the Counting   om mission:'^^ 

members of the Board of Directors; 

the Executive Director; 

members of the Management Team; 

members of the Control Committee (Controller). 

The Board of Directors can recommend to the Annual Meeting of Shareholders candidates 
for the Counting Commission. If the Company has more than 500 shareholders with voting 

'65 The Commission is also called the "Tabulation Committee." 
166 LJSC, Chapter 10, Article 78, Clause 1. 

WSC, Chapter 10, Article 78, Clause 4. 
168 LJSC, Chapter 10, Article 78, Clause 2. 



rights, the functions of the Counting Commission can be transferred to a specialized regis- 
trar.'69 

5: Elect the Chairman of the Meeting 

The next step is the election of the Chairman of the Annual Meeting of Shareholders. The 
Chairman of the Board of Directors normally presides over the Annual Meeting of Share- 
holders if the Charter of the Company does not provide otherwise.'70 If the Chairman of 
the Board of Directors is also the Executive Director of the Company. it is recommended 
that another member of the Board of Directors chair the Annual Meeting of Shareholders. 
The Charter and the by-laws of the Company can further specify the rules of selecting the 
Chairman of the Annual Meeting of Shareholders. 

6: Elect the Secretary of the Meeting 

The next step is the election of the Secretary of the Annual Meeting of Shareholders. The 
Secretary makes sure that issues discussed or raised at the Meeting, together with any de- 
cisions made. are recorded in the minutes of the Annual Meeting of Shareholders. 

7: Decide on the Presence of Guests 

As a practical matter, the Company can also invite potential investors, employees, go- 
vernment officials, journalists, experts and other individuals and organizations that do not 
own shares of the Company to attend the Annual Meeting of Shareholders. Shareholders 
have the right to decide on the presence of guests. The Charter and the by-laws can further 
specify the rules related to the invitation of guests to the Annual Meeting of Shareholders. 

8: The Chairman Presents the Agenda and the Rules of Order 

The Chairman presents the agenda of the Meeting to the shareholders. In addition, the 
Chairman explains the rules of order of the Meeting and asks the Chairman of the Count- 
ing Commission to explain the voting procedures to shareholders. 

9: TRe Chairman Opens the Discussion on the Agenda 

The next step is the presentation and the discussion of the items on the agenda of the 
Annual Meeting of Shareholders. The Chairman can invite members of the Board of 
Directors. the Executive Director and members of the Management Team to comment on 
items on the agenda before shareholders vote. The Chairman of the Meeting can also ask 
invited (external) experts to explain the items to shareholders. 

10: Shareholders Vote 

Once one or more items are discussed, the Chairman of the Meeting asks shareholders to 
vote on the items on the agenda. Shareholders cannot vote on items not included in the 
agenda of the Annual Meeting of Shareholders. Decisions are usually made by a simple 
majority vote of shareholders present at the Meeting. Some items require the approval of a 
larger majority of shareholders present at the Annual Meeting of Shareholders. 

'69 LJSC, Chapter 10, Article 78. Clause 3. 
170 LJSC, Chapter 10, Article 89. Clause 2, Section D. 



+ The voting procedures of the Annual Meeting of Shareholders are explained in 
more detail in Paragraph 7.4 in this Chapter. 

11: The Counting Commission Counts the Votes 

The Counting Commission calculates the number of votes cast during the Annual Meeting 
of Shareholders and summarizes the voting results in its minutes. The calculation of votes 
can be done: 

directly after the voting on one (1) item has taken place, or; 

after the voting on a number of items has taken place. 

The Counting Commission presents the voting results in its minutes to the Chairman of the 
Annual Meeting of Shareholders. 

12: The Chairman Announces the Voting Results 
The Chairman announces to shareholders the voting results that have been summarized in 
the minutes of the Counting Commission and presents the next item on the agenda (see 
step 9 in this paragraph).. 

13: The Chairman Closes the Meeting 
The Chairman closes the Annual Meeting of Shareholders when all items on the agenda 
have been discussed and voted on. 

14: The Counting Commission Prepares Minutes and Archives the 
Ballots 

The Counting Commission must record the voting results of the Annual Meeting of Share- 
holders and must: 

prepare the minutes containing the voting results of the Annual Meeting of 
Shareholders; 
ensure that members of the Counting Commission sign the minutes of the 
Counting Commission, and;17' 

immediately after signing the minutes, ensure that the ballots are sealed 
and transferred to the archive of the Company to secure the confidentiality 
of the voting process. 

+ See also Paragraphs 7.43-7.4.4 in this Chapter for more information on ballots. 

The Annual Meeting of Shareholders normally lasts no longer than one (1) day. If the 
Annual Meeting of Shareholders takes longer, the Board of Directors must prepare a sepa- 
rate list of shareholders for each day that the Annual Meeting of Shareholders is held.172 

171 WSC, Chapter 8, Article 84, Clause 1. 

172 WSC, Chapter 10, Article 80, Clause 1. 



7.3.7 Step 7 - Notify Shareholders of Decisions Made cl f  Ibe Annual 
Meetisg of Shareholders 

The Company must prepare the minutes of the Annual Meeting of Shareholders within 15 
days after the ~ e e t i n ~ . ' ~ ~  The Chairman and the Secretary of the Annual Meeting of 
Shareholders must sign two copies of the minutes. The minutes must contain the following 
information: 

location and date of the Annual Meeting of Shareholders; 

total number of voting shares and total number of votes that were present 
during the Annual Meeting of Shareholders; 
name of the Chairman and the Secretary of the Annual Meeting of Share- 
holders; 
agenda of the Annual Meeting of Shareholders; 

summary of speeches and discussions held during the Annual Meeting of 
Shareholders; 
minutes of the Counting Commission including the items that were voted 
on and the voting results of the Annual Meeting of Shareholders; 
decisions made at the Annual Meeting of Shareholders. 

Figure 7.8 
Notification of Shareholders on Decisions Made 
at the Annual Meeting of Shareholders (Step 7) 

Prepare the minutes of the Counting Commissioa 
. . , . , .. , , , . . .  . . '  L . , ,  ' _  ' ;  . :. .. . . . .;. . .hy*. ,$ . . 

Prepare notices of decisio~s made by shareholders 
.. < '  ' ,. . , ' t i  . , . I .  1 - 

The minutes are inserted in the minute book of the Company that is kept with the books 
and records of the Company. The minutes of the Counting Commission must be attached 
to the minutes of the Annual Meeting of Shareholders. Shareholders must be provided 
with information regarding the decisions of the Annual Meeting of Shareholders as well as 
the voting results within 45 days after the ~ e e t i n g . ' ~ ~  In order to be transparent, a Com- 

173 LJSC, Chapter 10, Article 85. Clause 1 .  
174 LJSC, Chapter 10. Article 71, Clause 7. 



pany should provide shareholders with details of all decisions by mail or publication in a 
newspaper with a circulation of at least 1,000 copies. If financially feasible, all share- 
holders should ideally receive a copy of the minutes of the Annual Meeting of Share- 
holders. 

Provided that they had due notice of the Meeting, the decisions of the Annual Meeting of 
Shareholders are binding for all shareholders, whether or not they were present during the 
Meeting and when these decisions are not recognized invalid by the Court. 

7.4 How Decisions are Made at the Annual Meeting of 
Shareholders 

Voting is normally carried out through the principle of "one share - one vote.'' Preferred 
shares can give shareholders more than one (1) vote per share.175 For example, 5 common 
shares with one (1) vote each may be equal to one (1) preferred share with 5 votes. 
Decisions are usually made by a majority vote of shareholders physically present at the 
Annual Meeting of Shareholders or who are represented by a power of attorney.'76 The law 
and the Charter of the Company can provide a larger number of votes necessary to make 
decisions at the Annual Meeting of Shareholders. The election of members of the Board of 
Directors requires cumulative voting in Companies with more than 500 shareholders with 
voting rights.I7? 

4 See Chapter 8, Paragraph 8.2.1 of this Manual for more information on cumula- 
tive voting. 

7.4.1 Representation of Shareholders 
Shareholders can vote at the Annual Meeting of Shareholders in person or by a power of 
attorney.I7' 

4 See Chapter 6 of this Manual for more information on the right of shareholders to 
vote during General Meetings of Shareholders. 

7.4.2 Voting Through Ballots 
A ballot ("voting paper") is a printed document that represents a way to vote at the Annual 
Meeting of Shareholders. Voting by ballot permits shareholders to keep their decisions on 
items secret because the individual voting results are only disclosed to the Counting 
Commission. Voting by ballots is also important to protect the rights of shareholders. A 
ballot gives shareholders the opportunity to verify their votes on items during the Annual 
Meeting of Shareholders. In addition. a ballot can help shareholders to prove to the Court 

175 LJSC, Chapter 3, Article 40. Clause 5. 

176 LJSC. Chapter 10. Article 71. Clause 2. 

'77 LJSC, Chapter 1 1, Article 88, Clause 3. 

LJSC, Chapter 10, Article 79, Clause I. 



that they have voted for or against a certain decision at the Annual Meeting of Share- 
holders. In Companies with more than 25 shareholders with voting rights, shareholders 
must vote through bal10ts.l~~ The Board of Directors of the Company determines the form 
and the contents of ballots.'80 A ballot should include the following information:18' 

name of the Company; 
date, time and location of the Annual Meeting of Shareholders; 

list and the order of items on which shareholders can vote; 
first and last names of candidates for the Board of Directors and the Con- 
trol Committee (Controller), if elected; 

instructions on how shareholders must complete and sign the ballot. 

The format of ballots depends on the voting procedures of the Annual Meeting of Share- 
holders. The ballot can be one document that contains all items on which shareholders can 
vote. In this case, the Counting Commission presents the voting results to the Chairman of 
the Meeting after shareholders have voted on all items on the agenda. The ballot can also 
consist of separate pages each containing one (1) or several items on which shareholders 
can vote. In this case, the Counting Commission presents the voting results to the Chair- 
man of the Meeting after shareholders have voted on items on each page. 

Examples of ballots are included in the appendix to this Manual. 

7.4.3 How Ballots Must be Filled Out 
A vote can only be counted if a shareholder gives only one (1) answer to a question related 
to a certain item on the ballot. This must be done by leaving one (1) box empty and by 
crossing out the remaining boxes. For example, a shareholder wants to vote against a 
certain item at the Annual Meeting of Shareholders. In the first example in figure 7.9, the 
shareholder fills out only one ( 1 )  box. His vote is not valid. Shareholders must follow the 
second example by crossing out the two boxes he does not support, leaving blank the box 
that represents his choice. This method helps to prevent later changes to the ballot. Incnr- 
rectly filled out questions on the ballot do not affect the right of shareholders to fill out and 
to vote on other items on the ballot.'82 

'79 WSC, Chapter 10, Article 82, Clause 1. 
1x0 LJSC, Chapter 10. Article 82. Clause 2. 
181 WSC, Chapter 10, Article 82, Clause 3. 
182 LJSC, Chapter 10, Article 83. 



Figure 7.9 
How to Fill Out Ballots 

AH IBCO&$ Filied Oat Question on a Ballot 

I vote I vote agaiast 1 abstain fnsm voting 
for the item the item on this item 

A Correctly Filled Om4 Question on a Ballot 

I vote 1 vote against I abstain fiwn voting 
for the item the item on this item 

7.4.4 The Use of Bclllotr in Companies with More than 500 
Shareholders with Voting Rights 

Ballots must be sent to shareholders if the Company has more than 500 shareholders with 
voting rights following the notification procedures discussed in paragraph 7.3.5 in this 
chapter. 

7.5 Extraordinary Meetings of Shareholders 
In addition to the Annual Meeting of Shareholders, the Company can hold Extraordinary 
Meetings of Shareholders. Although the procedure for holding an Extraordinary Meeting 
of Shareholders resembles in many ways the procedure for holding the Annual Meeting of 
Shareholders. there are some differences that must be taken into account. 

7.5.1 When Extraordinary Meetings of Shareholders are Held 
Extraordinary Meetings of Shareholders are usually held if certain urgent issues arise that 
must be clarified with shareholders of the Company. The law states that the following par- 
ties can request an Extraordinary Meeting of ~hareholders:'~~ 

the Board of Directors; 

the Control Committee (Controller); 

WSC, Chapter 10, Article 77, Clause 1 .  



the independent external auditor; 

a shareholder (or a group of shareholders) who owns at least 10 percent of 
shares of the Company with voting rights as of the date of the request. 

The law specifies that the written request of shareholders that own at least 10 percent of 
shares of the Company with voting rights must contain the following inf~rmation:'~~. 

first and last name(s) of the shareholder(s) submitting the request; 

number of each type and class of shares owned by the shareholder(s) sub- 
mitting the request; 

signature of shareholder(s) submitting the request. 

The Board of Directors decides on the format and contents of the notification of share- 
holders when the Board of Directors calls the ~eeting."' 

73.2 Who Makes the Decision to Hold the Extraordinary Meeting of 
Shareholders 

Within 10 days of the request of shareholders or other parties, the Board of Directors 
decides if the Extraordinary Meeting of Shareholders will be held. The Board of Directors 
can refuse to hold the Extraordinary Meeting of Shareholders on the following grounds:'86 

parties have submitted the request for an Extraordinary Meeting of Share- 
holders when they do not meet the requirements of the procedures; 

shareholders have requested the Extraordinary Meeting of Shareholders 
when they do not own (enough) shares of the Company; 

the items for the proposed agenda of the Extraordinary Meeting of 
Shareholders are not within the authority of the General Meeting of Share- 
holders. 

The Board of Directors must notify parties within 3 days after it has made the decision to 
hold or not to hold an Extraordinary Meeting of Shareholders. 

The decision of the Board of Directors to reject the parties' request to hold an Extraordi- 
nary Meeting of Shareholders can be appealed to the Court.I8' The initiating party can hold 
the Extraordinary Meeting of Shareholders if the Board of ~ i r e c t o r s : ' ~ ~  

has rejected the request, or; 

has not made a decision within 10 days after it has received the request to 
organize an Extraordinary Meeting of Shareholders. 

'" LJSC, Chapter 10, Article 77, Clause 3. 

WSC, Chapter 10, Article 77, Clause 1. 
186 LJSC, Chapter 10, Article 77, Clause 4. 

18' LJSC, Chapter 10, Article 77, Clause 5. 

LJSC, Chapter 10, Article 77, Clause 6. 



7.5.3 Agenda of the Extraordinary Meeting of Shareholders 
Parties who request an Extraordinary Meeting of Shareholders are responsible for the 
agenda of the ~ e e t i n ~ . ' ~ ~  They must make sure that the agenda includes all proposed items 
for discussion in sufficient detail for shareholders to be able to make a reasonable judg- 
ment on the issue. The Board of Directors cannot make any changes to the agenda of the 
Extraordinary Meeting of Shareholders that has been called by other parties. 

7.5.4 Decisions Made by Written Consent 
The law provides the opportunity for shareholders to vote and to make decisions by 
written consent during General Meetings of ~hareholders . '~~  This means that General 
Meetings of Shareholders can be held while shareholders and their representatives are not 
physically present at the Meeting. A General Meeting of Shareholders that is held by 
written consent is valid if owners of SO percent of the shares of the Company with voting 
rights have participated in the voting. 

Shareholders can vote and make decisions through written consent on most issues that fall 
within the authority of the General Meeting of Shareholders. Shareholders cannot vote and * 
make decisions through written consent on:I9' 

the approval of the annual report, balance sheet, profit and loss statement 
and the distribution of profit and losses of the Company; 

the approval and payment of annual dividends; 

the approval of the annual results of the Company's branches and repre- 
sentative offices. 

These decisions are made at the Annual Meeting of Shareholders. 

189 LJSC, Chapter 10, Article 72, Clause 2. 

I9O LJSC, Chapter 10, Article 72. 
191 LJSC, Chapter 10, Article 72, Clause 1 .  



It is important for Joint Stock Companies to have a Board of Directors that understands 
that it must operate independently from the management to safeguard the interests of the 
shareholders of the Company. This chapter presents an overview of the structure, compo- 
sition and authority of the Board of Directors, and the election, compensation and liabili- 
ties of its members. 

8.1 Structure and Composition of the Board of Directors 

According to the Civil Code, a Board of Directors is mandatory for Joint Stock Companies 
with more than 50  shareholder^.'^' The Board of Directors must consist of at least 3 mem- 
bers. A Company with more than 500 shareholders with voting rights must have at least 7 
members on the Board of Directors. These members are elected by the General Meeting of 
Shareholders and do not include members who have a seat on the Board of Directors based 
on the "ten percent rule" as discussed in paragraph 8.1.1 in this chapter.lg3 

The Charter of the Company can provide for a number of members of the Board of Direc- 
tors that is greater than the minimum number required by law. If the number of members 
of the Board of Directors becomes less than 50 percent of the number specified by the 
Charter, the Board of Directors must organize an Extraordinary Meeting of Shareholders 
to elect new members to the Board of ~ i rec tors . '~ '  

8.1.1 Who can be a Member of the Board of Directors 
Only natural persons with "full dispositive capacity"'95 can be a member of the Board of 
~ i r e c t 0 r s . l ~ ~  An authorized natural person can represent in the Board of Directors a legal 
entity that is a shareholder of the Company. An individual can occupy only one (1 )  posi- 
tion on the Board of Directors. 

Directors are elected by the shareholders or nominated according to the "10 percent rule." 
Shareholders who own at least 10 percent of the shares of the Company with voting rights 
are entitled to have a seat on the Board of Directors without being elected by the General 
Meeting of ~hareholders.'~' This right is not granted to a group of shareholders (acting 
together) that owns 10 or more percent of the shares of the Company with voting rights. 

192 This IS. regardless the number of voting rights that are attached to the shares of the Company. See 
also CC. Chapter 5. Article 115. Clause 2. 

193 LJSC, Chapter I 1. Article 88, Clauses 2 and 4. 
194 LJSC. Chapter I I ,  Article 90, Clause 2. 
1 0  See also Chapter 4, Paragraph 4.1 of this Manual for a definition of the "dispositive capacity" ot a 

natural person. 
19h LJSC. Chapter I I ,  Article 88. Clause 5. 
197 As of the date of preparing the list of shareholders who are eligible to participate during the General 

Meeting of Shareholders. See also LJSC. Chapter 1 1, Article 88, Clause 2. 



Best corporate governance practices show that a member of the Board of Directors should 
have the following qualifications: 

the trust of shareholders, other members of the Board of Directors, 
managers and employees of the Company; 

the ability to relate to the interests of all stakeholders of the Company and 
to make well-reasoned decisions; 

professional expertise, education and contacts useful for the Company; 

international business experience, knowledge of national issues and trends 
and knowledge of the market and products of the Company and its com- 
petitors; 

the ability to translate knowledge and experience into solutions that can be 
applied to the Company. 

8.1.2 Differences Between Inside and Outside Directors 
The Executive Director and members of the Management Team who are also members of 
the Board of Directors are called "Inside Directors." Inside Directors are not allowed to 
form a majority on the Board of Directors in Armenian Joint Stock ~ompanies. '~'  This 
means that, at a minimum, a Joint Stock Company must have 2 members of the Board of 
Directors who do not have an executive position in the Company when the Company has 
500 or fewer shareholders with voting rights. A Company with more than 500 share- 
holders with voting rights must have at least 4 members on the Board of Directors who do 
not occupy an executive position in the Company. The Charter of the Company can pro- 
vide other limitations related to the qualifications of members of the Board of ~ i r e c t 0 r s . l ~ ~  

"Outside Directors" are those who do not combine an executive position in the Company 
with a seat on the Board of Directors. It is important for Joint Stock Companies to have a 
majority of Outside'Directors on the Board of Directors because of their: 

independence of judgment and impartiality; 

broad experience and knowledge; 

contacts which may help the Company to gain access to external financial 
resources and markets; 

presence which gives (foreign) investors and shareholders the confidence 
that there is a proper system of checks and balances in place within the 
Company. 

In the West, well known financiers, bankers, lawyers, scientists and members of the 
Management Team of other Companies often serve on the Board of Directors as Outside 
Directors, even when they are not shareholders of the Company. 

19' WSC, Chapter I 1 ,  Article 88, Clause 5. 

WSC, Chapter 1 I ,  Article 88, Clause 5. 



8.1.3 The Chaimum of the Bwrd of Directors 
The Board of Directors is a collective body, which refers to the fact that: 1) all members 
have equal rights and duties, 2) all members bear a joint and several liability and, 
3) members act together as a body according to specific decision-making procedures. For 
efficiency and representation purposes, the members of the Board of Directors elect their 
 hairm man.'^ The Chairman of the Board of Directors is elected by a majority vote of the 
total number of members of the Board of Directors if the Charter or the by-laws of the 
Company do not require a greater number of votes. The General Meeting of Shareholders 
does not have the authority to elect the Chairman of the Board of Directors. 

In a Company with more than 500 shareholders with voting rights, the Chairman of the 
Board of Directors cannot be the Executive Director of the Company or occupy another 
paid executive position in the ~ o m ~ a n ~ . ~ ~ '  In line with international corporate governance 
standards, it is recommended that this rule also be observed in Companies with 500 or 
fewer shareholders with voting rights. 

According to the law, the Chairman of the Board of Directors has the authority to:202 

organize the work of the Board of Directors; 

enter into contracts with the Executive Director and members of the 
Management  earn;"^ 
enter into contracts with the independent external auditor of the Com- 
pany;'@' 

organize and preside over meetings of the Board of Directors; 
sign the decisions and minutes of the Board of Directors; 

have a deciding vote at meetings of the Board of Directors in case of a tie 
vote (if this is provided by the Charter of the ~ o m ~ a n ~ ) ; ~ ~ ~  

preside over General Meetings of Shareholders if the Charter of the Com- 
pany does not provide otherwise; 

sign securities and certificates of the ~ o m ~ a n ~ ; ~ ~  

perform any other duties as specified in the Charter and the by-laws of the 
Company. 

200 WSC, Chapter I 1, Article 89. Clause 1. 
201 WSC, Chapter 1 1 ,  Article 89, Clause 1. 
202 WSC, Chapter 1 I ,  Article 89, Clause 2. 
203 WSC, Chapter 11, Article 91, Clause 2. 
204 WSC, Chapter 12, Article 95. Clause 2. 
205 WSC, Chapter 11, Article 90, Clause 3. 
206 WSC, Chapter 3, Article 41, Clause 2; WSC, Chapter 3, Article 42, Clause 5. 



8.1.4 Committees of the Board of Directors 
Western Boards of Directors often form special committees to advise on specific issues 
and questions. These may be issues of concern to the Board of Directors such as the com- 
pensation of the Executive Director. Board Committees cannot make decisions over issues 
that are the responsibility of the Board of Directors as a collective body. 

8.2 Election and Dismissal of Members of the Board of 
Directors 

The General Meeting of Shareholders elects members of the Board of Directors for a 
period of one (1) year.207 Shareholders (or a group of shareholders) who have at least 2 
percent of the shares of the Company with voting rights have the right to propose candi- 
dates for the Board of ~ i r e c t o r s . ~ ~ ~  There is no limitation on the number of times members 
of the Board of Directors can be re-elected.'09 

8.2.1 Cumulative Voting 
Armenian law stipulates that, in Companies with more than 500 shareholders with voting 
rights, members of the Board of Directors must be elected through a system of cumulative 
voting."' Cumulative voting is a system that helps shareholders who own a small number 
of shares (the so-called minority shareholders) to have a representative on the Board of 
Directors of the Company. During cumulative voting, members of the Board of Directors 
are elected collectively. 

It is possible to give the following example: The agenda of the General Meeting of Share- 
holders indicates that shareholders will elect 10 members to the Board of Directors. The 
Company has 2,500 shareholders who collectively own a minority of 20 percent of the 
shares with voting rights (3,000 shares). The Company also has one (1) majority share- 
holder who owns 80 percent of the shares of the Company (12,000 shares). The Company 
has issued in total 15,000 shares with voting rights. 

Under a normal voting arrangement, each director is elected separately by a simple major- 
ity vote of shareholders present at the General Meeting of Shareholders. In this case, the 
majority shareholder with 80 percent of the shares has more votes than the minimum num- 
ber of votes necessary to elect each member of the Board of Directors. He can easily out- 
vote the minority shareholders owing 20 percent of the shares. 

Cumulative voting works differently. All shareholders receive per share a number of votes 
equal to the number of directors that will be elected. In our example, 2,500 shareholders of 

207 It is most practical that members of the Board of Directors are elected for a period that equals the 
per~od between two consecutive Annual Meetings of Shareholders. In the case of the formation of a 
new Company, the Company's Constituent Meeting elects the first members of the Board of 
D~rectors. See also LJSC, Chapter 2, Article 12. Clause 4. 

208 LJSC. Chapter 10. Article 75, Clause 1. 
209 LJSC, Chapter I I ,  Article 88. Clause I .  
110 The Charter of a Company with 500 or fewer shareholders with voting rights can also specify that the 

election of members of the Board of Directors must take place through cumulative voting. See also 
LJSC, Chapter 11, Article 88, Clause 3. 



the Company receive a total of 30,000 votes (3,000 shares x 10 votes). The majority 
shareholder has 120,000 votes (12,000 shares x 10 votes). The 10 candidates that receive 
the most votes are elected to the Board of Directors. The majority shareholder can vote for 
8 candidates with 120,000 votes. The minority shareholders are guaranteed that 2 candi- 
dates are elected to the Board of Directors if they use the 30,000 votes for the 2 candi- 
dates. In summary: 

10 candidates will be elected to the Board of Directors through cumulative 
voting; , 

the Company has 2,501 shareholders: 2,500 shareholders own 3,000 
shares (20 percent) and one (1) shareholder owns 12,000 shares (80 per- 
cent); 
the minority shareholders have a total of 30,000 votes (10 votes x 3,000 
shares); 

the majority shareholder has a total of 120,000 votes (10 votes x 12,000 
shares); 
the shareholders have in total 150,000 votes to elect 10 members of the 
Board of Directors; 

if the majority shareholder uses all votes to elect 8 candidates, the minor- 
ity shareholders can use their 30,000 votes to vote for 2 other candidates. 
This guarantees that the minority shareholders will be able to elect 2 di- 
rectors since the 10 candidates receiving the most votes are elected to the 
Board of Directors. 

8.2.2 Dismissal of Members of the Board of Directors 
Members of the Board of Directors are dismissed by a simple majority vote of share- 
holders present at the General Meeting of Shareholders. If the members are elected 
through cumulative voting, the decision on the dismissal of members of the Board of 
Directors must be made for all members of the Board of Directors. In this case, it is not 
possible to dismiss just one member of the Board of Directors. The General Meeting of 
Shareholders has the authority to dismiss members of the Board of Directors before the 
end of their term in office."' 

8.3 Authority of the Board of Directors 
According to the law, the Board of Directors has the authority to make decisions regard- 
ing:"' 

general management and the organization of the Company; 
the General Meeting of Shareholders; 

the election and supervision of the Management Team; 

" I  LJSC, Chapter 11, Article 88, Clause 1 .  

' I2  LJSC, Chapter 11, Article 87, Clause 1 .  



the capital and assets of the Company; 

decisions on other issues determined by the law, the Charter and the by- 
laws of the Company. 

8.3.1 Role of the Board of Directors in General Management and 
the Organization of the Company 

The Board of Directors plays an important role in the general oversight of the management 
and the internal organization of the Company. It has the authority to: 

develop by-laws of the Company including those that must be approved 
by the General Meeting of Shareholders; 

approve the administrative and organizational structure of the Com- 
pany;'I3 

establish branches and representative offices;'I4 

approve the annual operational budget of the ~ o m ~ a n y . ' ~ ~  

The Executive Director and the Management Team of the Company are responsible for the 
preparation of the financial statements of the Company. The Board of Directors verifies 
the annual financial statements of the Company before the General Meeting of Share- 
holders approves them. The Board of Directors verifies the annual financial statements of 
the Company at least 30 days before the General Meeting of ~hareholders."~ 

8.3.2 Role of the Board of Directors with Regard to the General 
Meetilrg of Shareholders 

(a) Preparation and Organization of the General Meeting of 
Shareholders 

The Board of Directors plays an important role in the organization of General Meetings of 
Shareholders and the development of related The Board of Directors is 
responsible for: 

213 This authority can be delegated to the Executive Director (the Management Team) by the Charter and 
by decision of the General Meeting of Shareholders if the Company does not have a Board of 
Directors. See also WSC, Chapter 11, Article 87, Clause 1, Section V; WSC, Chapter 11, Article 87, 
Clause 2. 

'I4 This is if the authority is delegated to the Board of Directors by the Charter of the Company or by 
decision of the General Meeting of Shareholders. See also WSC, Chapter 10, Article 70, Clause 1, 
Section U. 

This authority can be delegated to the Executive Director (the Management Team) by the Charter and 
by decision of the General Meeting of Shareholders if the Company does not have a Board of 
Directors. See also WSC, Chapter 11, Article 87, Clause 1, Section W. 

LJSC, Chapter 13, Article 96, Clause 3. 

See also WSC, Chapter 10, Article 76. 



holding General Meetings of Shareholders; 

making decisions on the information and materials that must be provided 
to the shareholders during the preparation of General Meetings of Share- 
holders; 

preparing the list of shareholders eligible to participate in General 
Meetings of Shareholders; 

discussing and compiling the list of proposed candidates who can be 
elected to the Board of Directors and the Control Committee (Controller) 
during the General Meeting of Shareholders and verifying that the legal 
requirements for such a list have been met; 
determining and approving the agenda of the General Meeting of Share- 
holders; 

proposing candidates for the Counting Commission of the Company. 

In addition to this authority, the Board of Directors makes decisions on all other issues 
related to the preparation and organization of the General Meeting of Shareholders that fall 
within the authority of the Board of Directors. 

The Charter of the Company must specify how the Executive Director or the Management 
Team organizes the General Meeting of Shareholders and approves the agenda of the 
General Meeting of Shareholders if the Company does not have a Board of Directors. 

(b) Submitting Proposals for the Agenda of the General Meeting of 
Shareholders 

The Board of Directors can submit the following items for the agenda of the General 
Meeting of ~hareholders:~'~ 

limitations of rights and privileges of shareholders who possess shares and 
other securities that can be converted to shares of the Company; 
the procedures by which shareholders of the Company are notified and 
provided with information and materials, and procedures related to the 
selection of mass media to inform shareholders of General Meetings of 
Shareholders; 
means to decrease (split) and increase (consolidate) the nominal value of 
shares of the Company; 
reorganization and liquidation of the ~ o m ~ a n ~ ; ~ ' ~  
approval of large and interested transactions; 

acquisition of the Company's allocated shares; 

establishment of subsidiaries and the participation of the Company in sub- 
sidiaries and dependent Companies; 
establishment of branches and representative offices. 

218 WSC, Chapter Article 71, Clause 3 
219 WSC, Chapter 2, Article 27, Clause 3. 



(c) Organization of Extraordinary Meetings of Shareholders 

The Board of Directors has the authority to call Extraordinary Meetings of Shareholders. 
The Board of Directors does not have the right to determine or to change the agenda of the 
Extraordinary Meeting of Shareholders if the Meeting is called upon the request of other 
parties.220 

The Board of Directors must organize an Extraordinary Meeting of Shareholders within 45 
days after other parties have requested the Meeting. 

+ Chapter 7, Paragraph 7.5 of this Manual describes the role of the Board of 
Directors in the organization of Extraordinary Meetings of Shareholders. 

8.3.3 Election and Supervision of the Management Body 
The Board of Directors is responsible for the: 

appointment and dismissal of the Executive Director and members of the 
Management  earn;^^' 
development of procedures related to the compensation and reimburse- 
ment of the Executive Director and members of the Management  earn.^^' 

8.3.4 Responsibilities with regard to the Capital and the Assets of 
the Company 

(a) Issuance of Shares 

The Board of Directors can decide to issue authorized shares.223 The issuance of shares 
results in changes to the charter capital of the Company that must be approved by a simple 
majority of shareholders present at the General Meeting of Shareholders. 

+ Chapter 6, Paragraph 6.2 of this Manual describes the types and classes of shares 
that can be issued by Joint Stock Companies. 

(b) Managing the Reserve Fund of the Company 

Each Joint Stock Company must have a reserve fund that is not less than 15 percent of the 
charter capital of the This fund is used to cover the Company's losses and the 
costs of redemption of shares and bonds when the profit of the Company is insufficient for 
this purpose. The decision whether and when to use the reserve fund is made by the Board 
of Directors. 

+ Chapter 12, Paragraph 12.2.4 of this Manual describes the purposes of the reserve 
fund of Joint.Stock Companies. 

2M IWSC, Chapter 10, Article 77, Clause 2. 
221 The General Meeting of Shareholders has the authority to appoint and dismiss the Executive Director 

and members of the Management Team of the Company unless the Charter of the Company delegates 
this right to the Board of Directors. See also CC, Chapter 5, Article 115, Clause 1, Section 3. 

222 LJSC, Chapter 11, Article 87, Clause 1, Section J. 
223 LJSC, Chapter I I ,  Article 87, Clause 1 ,  Section F. 
224 IWSC, Chapter 3, Article 46, Clause 2. 



(c) Payment of Dividends 

The Board of Directors develops the procedures related to the payment of annual divi- 
dends to shareholders of the Company. The Board of Directors must submit the procedures 
to the agenda of a General Meeting of Shareholders for approval by the shareholders of the 
~ o m ~ a n ~ . " ~  

The Board of Directors has the authority to prepare the list of shareholders who are enti- 
tled to receive dividends. The Board of Directors makes the decision on the size and the 
distribution of quarterly and semi-annual dividends. The General Meeting of Shareholders 
makes the decision on the payment of annual dividends after the Board of Directors has 
advised the General Meeting of Shareholders on this matter.226 

+ Chapter 12, Paragraph 12.7 of this Manual describes the payment of dividends to 
shareholders of Joint Stock Companies. 

(d) Approving Large and Interested Transactions 

The Board of Directors has the authority to approve large and interested transactions in 
cases specified by law. Except under circumstances defined by the Law on Joint Stock 
Companies, the Board of Directors determines the market value of assets related to large 
and interested  transaction^.^^' 

+ Chapter 13 of this Manual describes in more detail large and interested trans- 
actions of Joint Stock Companies. 

Table 8.1 
The Authority of the Board of Directors 

1 Authority 1 Conditions 1 References I 
Determination of the 

Can be delegated to management LJSC, Chapter 1 1 ,  Article 87, 
operational budget of the Com- body by the Charter or by Clause 1 ,  Section W 
PanY decision of the General Meeting 

of Shareholders (GMS) if the 
Company does not have a Board 
of Directors 

Es~ablishment of branches and If delegated by the Charter or by LJSC, Chapter 10, Article 70, 
representative offices decision of the GMS Clause I ,  Section U; LJSC, Chapter 

decision of the GMS if the Com- 
pany does not have a Board of 
Directors 

:2i WSC. Chapter 1 1, Article 87, Clause I ,  Section M. See also LJSC, Chapter 5, Article 52. 
7?(, -- 

LJSC, Chapter 5. Art~cle 52, Clause 3. 
2?7 LJSC. Chapter I 1 ,  Article 87, Clause 1 .  Section H. See also LJSC, Chapter 7,  Article 62. 



Table 8.1 Continued 

I Authority 1 Conditions I References 1 

calling and holding an 
Extraordinary GMS 1 

Approval of the administrative 
and organizational 
structure of the Company 

Organizing and holding the 
Annual GMS 

LJSC, Chapter 10, Article 77; 
LJSC, Chapter 11, Article 87, 

Can be delegated to the manage- 
ment body by the Charter or by 
decision of the GMS if the Com- 
pany does not have a Board of 
Directors 

. . 
lfinancial statement before I (clause 3 

LJSC, Chapter 11, Article 87, 
Clause 1, Section V 

LJSC, Chapter 10, Article 73, 
Clause 3; LJSC, Chapter 10, Article 
74; LJSC, Chapter 10, Article 75, 
Clause 4; 
WSC, Chapter 10, Article 76; 
LJSC, Chapter 11, Article 87, 
Clause 1. Sections B. C and D 

1 Clause 1, Section B 

submitting to the GMS 
Proposals on the size and distri- I I WSC, Chapter 11, Article 87, 

Verification of the annual ILJsc. Chaoter 13. Article 96, 

bution of dividends 
Appointment, dismissal, com- 
pensation and reimbursement of 
members of the executive body 

Acquisition of shares and other 
securities 

Preparing proposals on the 
compensation and reimburse- 
ment of members of the Control 
Committee (Controller) 
Determination of the remunera- 
tion of the independent external 
auditor 
Issuance of bonds and other 
securities 

Determination of the market 

I value Of assets 
WSC, Chapter 11, Article 87, 
Clause 1, Section I I 

If delegated by the Charter to the 
Board of Directors 

I use of the Company's reserve I I WSC, Chapter 1 1, Article 87, 1 

Clause 1, Section M 
CC, Chapter 5, Article 1 15, Clause 
1, Section 3; LJSC, Chapter 11, 
Article 87, Clause 1, Section J 

If the Charter does not provide 
othenvise 

WSC, Chapter 11, Article 87, 
Clause 1, Section K 

WSC, Chapter 11, Article 87, 
Clause 1, Section L 

LJSC, Chapter 3, Article 42, Clause 
1; LJSC, Chapter 11, Article 87, 
Clause 1, Section G 

LJSC, Chapter 7, Article 62; LJSC, 
Chapter 11, Article 87, Clause 1, 
Section H 

fund 
Entering into large and inter- 
ested transactions 

Clause 1, &tion 0 
LJSC, Chapter 8, Article 64; LJSC, 
Chapter 1 1, Article 87, Clause 1, 
Section T; LJSC, Chapter 9, Article 
67, Clauses 1,2 and 4; LJSC, 
Chapter 11. Article 87, Clause 1, 



8.4 Procedures for Decision-Making by the Board of 
Directors 

The purpose of the meetings of the Board of Directors is to discuss any activities, policies 
and strategies of the Company for which the Board of Directors bears responsibility. The 
Board of Directors may hold meetings as often as necessary. As a practical matter, the 
Board of Directors should hold regular meetings once every two months and at least one 
(I) annual meeting. The Charter or the by-laws of the Company must specify the mini- 
mum number of meetings.228 The annual meeting of the Board of Directors is held to 
review and approve the balance sheet, the Company's financial statements, the report of 
the Control Committee (Controller) and the report of the independent external auditor. 
According to international standards, the annual meeting of the Board of Directors must be 
held not later than three months after the end of the fiscal year and must be held prior to 
the Annual Meeting of Shareholders. 

8.4.1 Who Has the Right to Call a Meeting of the Board of Directors 
The Board of Directors meets upon the request of one of the following parties:229 

the Chairman and other members of the Board of Directors; 

the Control Committee (Controller); 

the independent external auditor; 
the Executive Director or the Management Team; 

other persons specified by the Charter of the Company. 

8.42 Quorum of Meetilrgs of the Bwrd of Directors 
The Charter of the Company specifies the quorum necessary for the Board of Directors to 
make decisions during its meetings. No decision can be made and no valid meeting can be 
held without the presence of the quorum.230 The quorum of the meeting cannot be less than 
50 percent of the number of members of the Board of Directors as specified by the Charter 
of the Company. 

8.43 Voting During Meetings of the Board of Directors 
Decisions are normally made by a simple majority vote of members present at the meeting 
of the Board of Directors. The law, the Charter and the by-laws of the Company can pro- 
vide additional voting requirements. For instance, the Board of Directors must vote 
unanimously on decisions related to large and interested transactions. Each member of the 
Board of Directors has one (1) vote. The law prohibits the transfer of the right to vote 

228 WSC, Chapter 11, Article 90, Clause 1. 
229 WSC, Chapter 11, Article 90, Clause 1.  

230 The Board of Directors can make the decision to call an Extraordinary Meeting of Shareholders in the 
case of an absence of the quorum due to the death of directors or when members have resigned from 
the Board of Directors. See also LISC, Chapter 1 1 ,  Article 90, Clause 2. 



during meetings of the Board of Directors from one member to another. The Charter of the 
Company can specify that the Chairman of the Board of Directors has a deciding vote 
during the meeting if votes are equal.23' 

The Charter and the by-laws of the Company may also provide that members of the Board 
of Directors can vote by conference call or through other methods of communication if 
members cannot be physically present during meetings of the Board of ~ i r e c t o r s . ~ ~ '  

8.4.4 Minutes of Meetings of the Board of Directors 

The law states that the Board of Directors must keep minutes of its meetings. The minutes 
must be prepared within 10 days after the meeting233 and must be kept in the archives of 
the Company. The minutes must contain the following information: 

location and time of the meeting; 

names of the persons present at the meeting; 

agenda of the meeting; 

voting results and decisions made by the Board of Directors. 

The Chairman of the Board of Directors is responsible for the quality of the minutes. He 
signs the minutes of the meeting of the Board of Directors. According to international 
standards, members of the Board of Directors are often required to designate a Secretary 
of the Board of Directors who prepares the minutes of the Board of Directors. In interna- 
tional practice, the Chief Legal Counsel of the Company often serves as the Secretary of 
the Board of Directors. In this case. the minutes are often signed by the Chairman and the 
Secretary of the Board of Directors. This practice is also recommended for Armenian Joint 
Stock Companies. 

+ An example of minutes of a meeting of the Board of Directors is included in the 
appendix to this Manual. 

8.5 Compensation and Reimbursement of Members of 
the Board of Directors 

Members of the Board of Directors may receive compensation for their work.'" For 
example, members of the Board of Directors can: 

be paid for each meeting they attend; 
receive additional compensation for work on Committees of the Board of 
Directors; 

23' LJSC, Chapter l I ,  Article 90, Clause 3. 
232 LJSC, Chapter I 1 ,  Article 90, Clause 1. 
233 WSC, Chapter 1 1 ,  Article 90, Clause 4. 
234 LJSC, Chapter 1 1, Article 86, Clause 2. 



receive additional compensation for serving as the Chairman of the Board 
of Directors. 

Members of the Board of Directors can also be reimbursed for transportation costs and 
other relevant business expenses related to their duties as members of the Board of 
Directors. The General Meeting of Shareholders determines the compensation and reim- 
bursement of members of the Board of Directors. 

85.1 Compensation Committee of the Board of Directors 
According to Western standards, it is generally accepted as a good practice of Boards of 
Directors to have a Compensation Committee. This Committee reviews and makes 
recommendations to the Board of Directors and the General Meeting of Shareholders on 
the compensation, stock options and other benefits of members of the Board of Directors, 
the Executive Director and members of the Management Team of the Company. It is 
strongly recommended that the Compensation Committee be composed only of Outside 
Directors (directors who do not occupy an executive position in the Company). Members 
of the Board of Directors who: 1)  hold the position of the Executive Director, 2) who are a 
member of the Management Team or employees of the Company, or 3) who have family 
or business relationships with the Executive Director and members of the Management 
Team should not be allowed to have a seat on the Compensation Committee of the Board 
of Directors. 

Duties and Liabilities of Members of the Board of 
Directors 

Members of the Board of Directors must act in the interests of the Company and in a con- 
scientious and reasonable way when they exercise their rights and fulfill their 
They must act in good faith, and with diligence and care. Standards for the interpretation 
of these terms, as well as standards for professional behavior. develop slowly in a coun- 
try's judicial system and economy. Therefore, when explaining these duties, the Manual 
refers to principles generally accepted in the West. 

8.6.1 Duty of Care 
Members of the Board of Directors are responsible for discharging their duties in good 
faith, and with care and professionalism. This means that a member of the Board of 
Directors must act honestly, refrain from being passive and not cause the Company to act 
in any unlawful way. Members of the Board of Directors should, in particular: 

regularly attend meetings of the Board of Directors; 

place matters on the agenda of meetings of the Board of Directors; 

235 CC, Chapter 5 ,  Article 57, Clause 1 ;  LJSC, Chapter 1 I ,  Article 93, Clause 1 



ensure that the Executive Director and members of the Management Team 
provide adequate information to the Board of Directors so that its mem- 
bers are properly informed on corporate matters; 

exercise a reasonable amount of supervision. 

Failing to act in such a way may lead to responsibility for fraud and negligence. 

8.6.2 Duty of Loyalty 
The duty of loyalty requires members of the Board of Directors to exercise their powers in 
the interests of the Company. It obliges members of the Board of Directors to put the 
interests of the Company first when there is a conflict of interest between the Company, 
(controlling) shareholders and other stakeholders of the Company. The duty of loyalty 
usually prohibits members of the Board of Directors from: 

participating in a competing Company, unless this is approved by a ma- 
jority of disinterested members of the Board of Directors; 

participating in transactions involving a potential conflict of interest with 
the Company, such as large and interested transactions (described in 
chapter 13 of this Manual); 

using corporate property and facilities for personal needs; 

using information or business opportunities for private advantage created 
by virtue of their position on the Board of Directors. 

8.6.3 Liabilities of Members of the Board of Dir-rs 
Armenian law states that members of the Board of Directors can be held liable for actions 
that cause a loss to the Members of the Board of Directors cannot be held 
liable for losses as a result of a decision made by the Board of Directors if they:237 

voted against the decision made by the Board of Directors, or; 

if they were not present at the meeting of the Board of Directors when the 
decision was made. 

Members of the Board of Directors are not relieved from liability after their resignation or 
dismissal from the Board of Directors for actions and decisions made during their term as 
a member of the Board of Directors. Members of the Board of Directors who have caused 
losses to the Company are jointly and severally liable to the Company. 

The Company or shareholders (or a group of shareholders) who own at least one (1) per- 
cent of the common shares of the Company have the right to submit a claim to the Court 

236 CC, Chapter 5,  Article 57, Clause 3; WSC, Chapter 11, Article 93, Clause 2. These losses include: 1) 
the expenses and legal costs which a person incurs to restore violated rights; 2) actual loss or damage 
to property suffered by this person: 3) lost profits, and; 4) any income received by members of the 
Board of Directors as a result of the violation. See also CC, Chapter 3, Article 17, Clause 2. 

237 WSC, Chapter 11, Article 93, Clause 2. 



against members of the Board of Directors to cover the losses of the In addi- 
tion, members of the Board of Directors of the Company may be subject to a wide range of 
criminal andlor administrative sanctions for violating tax laws, labor laws, currency laws, 
environmental laws and other laws. According to Western standards, members of the 
Board of Directors are also liable for the accuracy of information in annual reports and 
other reports distributed to the shareholders of the Company. 

8.6.4 Protection from Liability of Members of the Board of Directors 

(a) Business Judgment Rule 

In Western Companies, members of the Board of Directors are often protected by the pre- 
sumption that if they have acted in good faith and in a manner they considered to be in the 
best interests of the Company, they should not be held liable. This is called the business 
judgment rule and it can be used to defend members of the Board of Directors from law- 
suits. 

(b) The Indemnification of Members of the Board of Directors 

International practice allows members of the Board of Directors to protect themselves 
from liability for losses incurred in the course of performing their duties. Such mecha- 
nisms are: 

"Officers and Directors" liability insurance, and; 

inclusion of provisions in the Charter and the by-laws of the Company not 
prohibited by law that indemnify members of the Board of Directors 
against most claims, litigation expenses and liabilities. 

(c) Compensation for Legal Costs 

In many Western Companies, a member of the Board of Directors can be reimbursed for 
. expenses incurred in defending a claim related to his role as a member of the Board of 

Directors, provided that he acted honestly, in good faith and in the best interests of the 
Company and in compliance with the law, the Charter and the by-laws of the Company. 

8.7 Information Disclosed by the Board of Directors 
Armenian Joint Stock Companies must maintain a list of individuals who are currently 
members of the Board of Directors of the ~ o m p a n y . ~ ' ~  The information must be made 
available upon the request of shareholders of the Company and must include the following 
information: 

first name, last name and date of birth of members; 

office and home addresses and phone numbers of members; 

238 WSC, Chapter I I ,  Article 93, Clause 4. 
239 WSC, Chapter 1 1 ,  Article 86, Clause 3. 



educational background, current occupation and profession of members; 

date when individuals became members of the Board of Directors; 

date when individuals resigned from the Board of Directors; 

number of terms members have served on the Board of Directors; 

number of shares of the Company with voting rights that are owned by 
members of the Board of Directors; 

information on other legal entities where members of the Board of 
Directors occupy a position as a member of the Board of Directors, the 
Executive Director or a member of the Management Team; 
other information specified by the Charter and the by-laws of the Com- 

pany. 

8.7.1 Information about By-laws on the Board of Directors 
Shareholders have the right to receive a copy of the by-laws that regulate the procedures of 
the Board of Directors if the Company has established these by-laws. The Company must 
provide a copy of this document within 5 days of the request by shareholders. The Com- 
pany may charge shareholders for the expenses of copying and mailing this document.240 

8.7.2 The Corporate Governance Statement in Annual Financial 
Reports 

It is recommended by international corporate governance guidelines that shareholders have 
easy access to information on members of the Board of Directors of Open Joint Stock 
Companies. To satisfy the expectations of both domestic and foreign investors, most of the 
information that must be registered by the Company should also be included in a separate 
section of the annual report of the Company, taking into consideration the privacy of 
members of the Board of Directors. It is becoming an increasingly common practice for 
Open Joint Stock Companies in the West to include a corporate governance statement in 
the annual financial report of the Company. This statement is written by the Board of 
Directors to inform shareholders of the Company on the main corporate governance prac- 
tices of the Company. The corporate governance statement often includes the following 
information related to the Board of Directors during the past fiscal year of the Company: 

a description of the mission and activities of the Board of Directors; 
the number. location and duration of meetings of the Board of Directors; 

= how often members of the Board of Directors have attended meetings; 

the names of members who have attended less than half of the meetings of 
the Board of Directors; 

the number of meetings held with the Executive Director and members of 
the Management Team; 

240 LJSC, Chapter 13, Article 97, Clauses I and 4. 



how members of the Board of Directors were informed of developments in 
the Company and what type of information they received from the Execu- 
tive Director and the Management Team; 

Row many (overseas) on-site visits were conducted by members of the 
Board of Directors; 

the leadership structure of the Board of Directors (if the Chairman of the 
Board of Directors is also the Executive Director (CEO) of the Company); 

how the Executive Director and the Management Team are evaluated; 

on what items the Board of Directors has voted secretly; 
the composition of committees of the Board of Directors and a description 
of the activities of these committees; 

how often the Board of Directors has met with the independent external 
auditor and the Control Committee (Controller); 

the compensation received by members of the Board of Directors. Sepa- 
rate figures are often given for salary and performance related elements of 
the compensation of members of the Board of Directors; 

whether members of the Board of Directors were reimbursed and paid for 
meetings they did not attend; 

the number of shares of the Company owned by members of the Board of 
Directors and the number of shares they have bought from the Company; 

the opinion of the Board of Directors on the internal control system of the 
Company. 



The Executive Director and the Management Team perform an important role in the way 
Companies achieve the objectives set forth by the shareholders and the Board of Directors 
of the Company. This chapter discusses the role, function and authority of the Executive 
Director and the Management Team. 

9.1 The Execdive Body of Joint Stork Companies 
The structure of the executive body of a Joint Stock Company is flexible under ~rmenian 
legislation. The executive body can be an individual (the Executive Director) or a collec- 
tive body (the Executive Director and members of the Management Team). The Manage- 
ment Team often consists of the Executive Director, Deputy Directors, the Chief Account- 
ant and other members.24' 

The executive body is responsible for the daily management of the Company and the im- 
plementation of decisions made by the General Meeting of Shareholders and the Board of 
Directors. Furthermore, the executive body has the authority to decide all issues that do 
not fall within the competence of the General Meeting of Shareholders and the Board of 
~irectors."' The authority of the executive body may be transferred by a written contract 
to another commercial organization or a private entrepreneur by decision of the General 
Meeting of ~hareholders.'~~ 

It is recommended by international standards that the Executive Director and members of 
the Management Team: 

have the necessary education, knowledge and experience to hold the po- 
sition; 

possess personal characteristics enabling them to interact and cooperate 
with other members of the Management Team; 

have a good command of the industry in which the Company operates. 

9.1.1 Authority of the Executive Director 
The Executive Director has the authority to:244 

chair the Management Team when the Company has formed one; 

LISC. Chapter 11, Article 92. Clause 1. 
242 CC, Chapter 5, Article 115, Clause 3; LISC, Chapter 11, Article 91, Clause 2. 

243 CC, Chapter 5, Article 115, Clause 3; LISC, Chapter 11, Article 91, Clause 5. 

LISC, Chapter 11, Article 91, Clauses 1 and 3. 



use the Company's property and funds under the authority vested in him 
by the Charter and the by-laws of the Company and by decision of the 
General Meeting of Shareholders and the Board of Directors; 

approve the annual budget of the Company if the Company has no Board 
of ~ i r e c t o r s ; ~ ~ '  

represent the Company in the Republic of Armenia and abroad; 

act on behalf of the Company; 

= open bank accounts; 

submit proposals on employment regulations and the administrative and 
organizational structure of the Company for approval by the Board of 
Directors; 

submit proposals on the Charter and the by-laws of representative offices 
and branches of the Company for approval by the Board of Directors; 

approve the administrative and organizational structure of the Company in 
the absence of a Board of ~ i r e c t o r s ; ~ ~  
assign and delegate duties to members of the Management Team and other 
employees of the Company and determine the scope of their authority; 

monitor the actions of members of the Management Team and other em- 
ployees of the Company; 

hire and dismiss employees except those who are appointed by the 
General Meeting of Shareholders or the Board of Directors; 

make motivational and disciplinary decisions regarding employees; 

implement decisions of the General Meeting of Shareholders and the 
Board of Directors and report back to these bodies. 

The Charter and the by-laws of the Company can provide additional authority to the 
Executive 

9.1.2 Authority of the Management Team 
The Charter of the Company must make a distinction between the responsibilities of the 
Executive Director and the Management Team if the Company has both an Executive 
Director and a Management   earn.^' The law, the Charter and the by-laws of the Com- 
pany and a written contract of the Company can specify further the authority of members 
of the Management Team. 

24 5 WSC, Chapter l I ,  Article 87, Clause 2. 
246 WSC. Chapter 1 I. Article 87. Clause 2. 
24 7 LJSC, Chapter I I ,  Article 91, Clause 3. 
248 WSC, Chapter 1 1 .  Article 91, Clause 1 .  



9.2 Composition of the Management Team 

According to Western practice, the Management Team can consist of several positions: 

9.2.1 The Chief Operating Officer/Deputy Executive Director 
The Chief Operating Officer often acts as the Deputy Executive Director and replaces the 
Executive Director during his absence. The Chief Operating Officer may prepare monthly, 
quarterly and annual reports on the Company's operations and performance. The Chief 
Operating Officer may also be in charge of training programs for technical personnel. Any 
senior officer who has the required experience and knowledge, such as the Chief Financial 
Officer or the Chief Legal Counsel, can also be appointed as a Deputy to the Executive 
Director, 

9.2.2 The Chief Financial Officer/Chief Accountant 
The Chief Financial Officer ensures that the Company's cash flow is sufficient to meet its 
obligations and that money of the Company is spent wisely. The Chief Financial Officer is 
also involved in strategic planning of the Company's activities with other members of the 
Management Team. as well as in making important financial and investment decisions. 
The Chief Financial Officer also manages the coordination and control of various depart- 
ments such as the accounting, finance and investment departments to assure the wise and 
balanced distribution of financial resources. 

+ See also Chapter 12, Paragraph 12.1 of this Manual for a description of the 
responsibilities of the Chief Financial Officer and the Chief Accountant. 

9.2.3 The Chief Legal Counsel (also known as the General Counsel) 
As the head of the Legal Department, the Chief Legal Counsel may also be a member of 
the Management Team. He verifies that activities of the Company comply with all appli- 
cable laws and regulations and he advises the Board of Directors and the Management 
Team. The Chief Legal Counsel also works with members of the Management Team on 
strategic planning of the Company's activities. The Chief Legal Counsel prepares internal 
corporate documents that specify policies and directives to be approved by the General 
Meeting of Shareholders or the Board of Directors, and oversees the compliance with 
these policies and directives. The Chief Legal Counsel assures the accuracy and legality of 
all documents issued by the Company. The Chief Legal Counsel often negotiates agree- 
ments on the Company's behalf and defends the Company's interests in regular and arbi- 
tration Courts and ill other forums for settling disputes. 

9.2.4 The Marketing Director 
The Marketing Director may also be invited to become a member of the Management 
Team. He is responsible for boosting demand for the Company's products and services, 
thus increasing Company's sales and revenues. The Marketing Director formulates the 
Company's pricing strategy together with the Chief Financial Officer and works with the 
Chief Operating Officer to find the most favorable distribution channels. In addition, the 



Marketing Director is responsible for marketing research, advertising campaigns and other 
promotional work, whether handled internally or contracted out to specialized agencies. In 
some cases, the Marketing Director has overall responsibility for the image the Company 
presents to outsiders, thereby incorporating public relations within his area of responsi- 
bility. 

9.2.5 The Executive Director of a Representative Office, a Branch, 
a Dependent Company or a Subsidiary 

Execi~tive Directors of representative offices, branches, dependent Companies and sub- 
sidiaries may be invited to become a member of the Management Team of the (Parent) 
Company. Through their membership, they can assist the (Parent) Company with its 
activities outside the primary location of the Company. 

+ See also Chapter 11 of this Manual for more information on representative offices, 
branches, dependent Companies and subsidiaries. 

9.2.6 The Secretary of Management 
The Secretary of Management prepares the minutes of management meetings and oversees 
the delivery of legally required notices to shareholders, management, third parties, State 
agencies and others. The Secretary assists the Executive Director in preparing and holding 
meetings of management. The Secretary also supervises the maintenance, preparation and 
submission of reports and other documents to State agencies in accordance with applicable 
legislation. 

9.3 Appoi~rtment and Dismissal of the Executive Director 
and Members of the Management Team 

The Board of Directors appoints the Executive Director and members of the Management 
Team if the Charter of the Company delegates this authority to the Board of ~ i r e c t o r s . ' ~ ~  
The Chairman usually negotiates and signs the contract with the Executive Director. If the 
Executive Director also occupies the position of the Chairman of the Board of Directors, 
the contract with the Executive Director is made with a member of the Board of Directors 
other than the Chairman of the Board of ~ i r e c t o r s . ' ~ ~  If the Company has more than 500 
shareholders with voting rights, the law prohibits the Executive Director from combining 
his position with the position of the Chairman of the Board of ~irectors . '~ '  The Charter 
and the by-laws of the Company can further specify the procedures related to the appoint- 
ment of individuals to the Management Team of the Company. 

+ See also the appendix to this Manual for an example of by-laws on the Manage- 
ment Team of an Open Joint Stock Company. 

24'1 LJSC. Chapter 10, Article 70, Clause 1, Section H: LJSC, Chapter 1 I ,  Article 91, Clause 1 
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9.3.1 Management Contracts 
The terms of employment of the Executive Director and members of the Management 
Team are usually based on written contracts.252 One should distinguish between ordinary 
labor contracts entered into with employees of the Company that are regulated by the 
Labor Code and civil law contracts entered into with the Executive Director and members 
of the Management Team that are regulated by the appropriate provisions of the Civil 
~ o d e . ~ ~ % c c o r d i n ~  to Western standards, these contracts should include the following 
terms: 

description of the manager's rights and duties; 

compensation and working hours; 

sanctions to be applied for failing to carry out one's responsibilities; 

benefits and other privileges (e.g., discounts on purchases of the shares of 
the Company, healthcare, compensation of housing costs); 

provisions on the indemnification against losses arising from the fulfill- 
ment of professional duties; 

the term (duration) of the contract; 

the manager's commitment not to disclose confidential or proprietary in- 
formation during the term of the contract and for a certain period there- 
after; 

the manager's commitment not to enter into a competitive business during 
the term of the contract and for a certain period following its termination, 
if the manager has expertise essential to the competitive position of the 
Company; 

a commitment to protect the interests of the Company and its share- 
holders; 

grounds for early termination of the contract. 

9.3.2 Dismissal of the Executive Director and Members of the 
Management Team 

The General Meeting of Shareholders can dismiss without any cause and at any time the 
Executive Director and members of the Management Team unless the Charter of the 
Company delegates this authority to the Board of ~ i r e c t o r s . ~ ~ ~  As a general practice, the 
Executive Director and members of the Management Team of the Company can be 
dismissed for: 

incompetence; 

abuse of office: 

252 LJSC, Chapter 1 1, Article 91, Clause 4. 

15' See also CC, Chapter 39, Articles 777-781 and CC, Chapter 40, Articles 782-790 

254 WSC, Chapter 11. Article 91, Clause 6.  



disclosure of confidential information to third parties; 

violation of the law and the Charter of the Company, and; 

any other actions contrary to the interests of the Company and its share- 
holders. 

The Charter and the by-laws of the Company can specify further the procedures related to 
the disinissal of the Executive Director and members of the Management Team of the 
Company. 

9.4 Meetings of the Management Team 

The Executive Director organizes weekly or biweekly meetings with members of the 
Management Team. Additional meetings can be called when required. The Charter and the 
by-laws of the Company can specify further the procedures related to the organization of 
meetings of the Management ~eam.'" 

9.4.1 Minutes of Management Team Meetings 
The law states that the Management Team must keep minutes of every meeting. These 
minutes must be made available to the following parties:2s6 

members of the Management Team; 

members of the Control Committee (Controller); 

the independent external auditor. 

The Executive Director signs the minutes of the meetings.2s7 In addition, the Secretary of 
the Management Team must also sign the minutes of the management meetings if this 
authority is specified in the Charter or the by-laws of the Company. 

9.5 Compensation and Reimbursement of the Executive 
Director and Members of the Management Team 

The Board of Directors determines the compensation and reimbursement of expenses of 
the Executive Director and the members of the Management Team if the Charter of the 
Company delegates this authority to the Board of ~ i r e c t o r s . ~ ~ '  If the Executive Director 
also occupies the position of the Chair of the Board of Directors, it is recommended that 
Board members who do not have an executive position in the Company determine the 
salary of the Executive Director. The General Meeting of Shareholders gives final 
approval of the contract after the Board of Directors has determined the salary.2sg 

2% LJSC. Chapter 1 1. Article 92, Clause 1 .  
256 LJSC. Chapter 11. Article 92, Clause 2. 
257 LJSC, Chapter 1 I .  Article 92, Clause 3. 
I" LJSC, Chapter 11. Article 87, Clause 1 ,  Section J .  
, i t ]  -- LJSC. Chapter 10, Article 70,  Clause 1 ,  Section S. 



The Executive Director and members of the Management Team can also uccupy paid 
positions in other organizations with the permission of the Board of ~ i r e c t o r s . ' ~ ~  

9.5.1 Management Incentives 
A Company can increase the motivation of the Executive Director and members of the 
Management Team by providing financial incentives tied to the Company's performance. 
Although these can take the form of cash bonuses, many Western Companies partially 
compensate their managers with shares and stock options.2G' This encourages managers to 
increase the value of the Company's securities by improving the Company's profitability. 
Such incentives benefit shareholders and managers alike and are widely used in interna- 
tional practice. 

Armenian law provides Open Joint Stock Companies with the authority to sell their shares 
at a discount to This is of particular importance to members of the Manage- 
ment Team who are also employees. The incentives for employees to buy employee shares 
I le mainly in the discount they receive. The law states that employees can purchase shares 
of the Company at a price level that is not less than 25 percent of the nominal value of the 
shares. 

For example. consider that the market value of a share is currently 4.000 AMD while the 
nominal value of the share is 800 AMD. The Company decides that it will offer employees 
shares with a maximum discount of 75 percent of the nominal value of the shares. This 
means that employees can buy shares for 200 AMD while the market value of shares is 
4.000 AMD. The discount on the market value of shares in this case is 3,800 AMD. In 
summary: 

Market value of the share 4,000 AMD 

Nominal value 800 AMD 

Discount of maximum 75% 600 AMD 

Purchase price 200 AMD 

Final discount for employee 3,800 AMD 

There are some restrictions related to the allocation of employee shares: 

only shares that have been acquired by the Company from its shareholders 
(the market) can be reallocated as employee shares;263 

760 LJSC. Chapter I I ,  Article 9 1 ,  Clause 4. 
36 1 A stock option gives the owner the right to buy or sell shares of a Company on a certain date in the 

future for a certain market value. 
202 LJSC, Chapter 3, Articlc 43. 
263 - 

The Company should use a special fund to acquire shares from ;:;z : . x i  . ~ e s ~ ~ v e  fund cannot 
be used for these purposes. See also LJSC, Chapter 3, Article 46, Clause 3 and Chapter 12, Paragraph 
12.2.4 of this Manual. 



the nominal value of employee shares cannot differ from the nominal 
value of the same type and class of shares of the Company; 

the total amount of the nominal value of allocated employee shares cannot 
be more than 25 percent of the charter capital of the Company; 

the circulation of employee shares can be restricted by the Charter of the 
Company and by decision of the General Meeting of Shareholders for a 
~ n a x i m u n ~  of three years after the date that employee shares have been 
a1 ~ocated."'~ 

The General Meeting of Shareholders must approve the procedures related to the alloca- 
tlon of employee shares. the payment for employee shares and the rights of employees to 
buy employee sl~ares.'~' 

9.6 Duties and Liabilities of the Executive Director and 
Members of the Management Team 

The Exe'cutive Director and members of the Management Team are held to the same stan- 
iliu-ds of loyalty and care as members of the Board of Directors and are personally liable 
f o r  actions that cause a loss to the Company. 

+ See Chapter 8, Paragraph 8.6 of this Manual for a description of the duties and 
liabilities of members of the Board of Directors. 

264 Upon the request of the family of an employee, the Company is obligated to buy back employee 
shares at the market value of Ihe shares if the employee dies during the period that the circulation of 
employec shares is restricted. The Company has to pay the nominal value of shares to the family if  
thc market value is lower than the nominal value of the shares. See also LJSC, Chapter 3, Article 43, 
Clauses 2 and 4. 

'" LJSC, Chapter 3. Article 43, Clause 6. 



10: THE CONTROL COMMITTEE (CONTROLLER) 
AND THE INDEPENDENT EXTERNAL 
AUDITOR 

10.1 The Control Committee 

Under Armenian law. it is mandatory for Joint Stock Companies to have a Control Com- 
mittee or a  ont troller.'^^ The Control Committee is an independent body of the Company 
that inspects the financial and economic activities of the Company. A Controller can per- 
form the duties of the Control Committee when the Company has fewer than 50 share- 
holders with voting rights.2h7 

10.1.1 Functions of the Control Committee 
The law specifies the following functions of the Control ~ o r n r n i t t e e : ~ ~ ~  

reviewing the financial and economic activities of the Company; 
ensuring compliance of documents and decisions of the Company with 
Armenian legislation and the Charter of the Company. 

The Control Committee undertakes an audit at least once a year. In addition, the Commit- 
tee can undertake extraordinary audits: 

on its own initiative; 

upon the decision of the General Meeting of Shareholders; 

at the request of the Board of Directors, or; 

at the request of a shareholder or a group of shareholders owning at least 
10 percent of the shares of the Company with voting rights.269 

10.1.2 Authority of the Control Committee 
The Control Committee ensures that the Company's financial reporting system is accurate 
and that it presents a true picture of the financial strengths and weaknesses of the Com- 
pany. The Control Committee oversees the total audit of the Company's financial pro- 
cesses, including the internal control system and the use of generally accepted accounting 
principles. The Control Committee also helps to prevent fiscal mismanagement and 

266 CC, Chapter 5, Article I 15, Clause 1 ,  Section 2; WSC, Chapter 12, Article 94. 
267 LJSC, Chapter 12, Article 94, Clause 3.  

LJSC, Chapter 12, Article 94, Clauses I and 2. 
269 WSC, Chapter 12. Article 94. Clause 2. 



fraudulent financial reporting by the Board of Directors, the Executive Director and the 
Management Team of the Company. 

In order to execute its functions, the Control Committee has the authority to: 

check the founders' report presented during the Constituent Meeting of 
~hareholders ; '~~  
oversee the implementation of all decisions made by the General Meeting 
of Shareholders, the Board of Directors, the Executive Director and the 
Management Team of the Company; 

call Extraordinary Meetings of ~hareholders;~" 

check the accuracy of information presented in financial reports and other 
documents of the Company; 
invite experts such as the independent external auditor appointed by the 
General Meeting of Shareholders; 
call a meeting of the Board of Directors to discuss any issue that is of 
interest to the Control 

The Charter of the Company can further specify the authority of the Control Committee. 

10.1.3 ~eport '  of the Control Committee 
The Control Committee reports directly to the General Meeting of Shareholders. The 
Control Committee presents its conclusion on the Company's annual financial report, the 
balance sheet, the financial reporting system and the Company's financial strengths and 
weaknesses to the General Meeting of Shareholders in a written report. The report 
 include^:'^' 

an analysis of the Company's financial activities; 

an analysis of the financial resources (funds) of the Company and the way 
the resources are used by the Board of Directors, the Executive Director 
and the Management Team; 

a statement that information provided in financial reports of the Company 
is accurate and reliable; 

a statement that financial reports have been compiled and written in com- 
pliance with Armenian legislation and the Charter of the Company; 

a statement that decisions of the General Meeting of Shareholders, the 
Board of Directors, the Executive Director and the Management Team 
have been made in compliance with Armenian legislation and the Charter 
of the Company; 

any other relevant information. 

210 LJSC: Clapter 2. Article 13, Clause 2. 
27 1 L.ISC, Ch4pter 10, Article 77, Clause I .  
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The General Meeting of Shareholders cannot approve the annual financial report of the 
Company without the report of the Control ~ommittee."' 

10.1.4 the Importance of Providing Accurate Information to the 
Control Committee 

The Board of Directors, the Executive Director and members of the Management Team 
should establisli working relationships with the Control Committee to ensure that the 
Control Committee receives accurate information from the Company. Members of the 
Board of Directors, the Executive Director, members of the Management Team and em- 
ployees of the Company are required to provide all relevant documents and other materials 
necessary for the Control Committee to oversee the financial activities of the Company. 
This also includes inforination on the Company's branches and representative offices. 

10.1.5 Composition of the Control Committee 
As a general rule, members of the Control Committee should be chosen based on their 
financial expertise and understanding of the business in which the Company is engaged. 
The minimum nurnbcr of members of the Control Committee and their terms in office is 
specified by law. by decision of the General Meeting of Shareholders and by the Charter 
of the Company. Armenian law specifies that: 

members of the Control Committee must be shareholders of the Company 
who have a full dispositive capacity;'75 

the Control Committee must have a minimum of three rnembers;'l6 

members of the Control Committee cannot be a member of the Board of 
Directors or a member of any executive body of the Company. 

10.1.6 Election of Members of the Control Committee 
Shareholders (or a group of shareholders) who have at least 2 percent of the shares of he 
Company with voting rights have the right to propose candidates for the Control Comnit- 
tee."' Members of the Control Committee are elected for a period of 3 years by a sinple 
majority vote of shareholders present at the General Meeting of Shareholders. The Chrter 
can provide for a greater number of votes necessary to elect members of the Cmtrol 

274 LJSC. Chapter 12, Article 94, Clause 6: LJSC, Chapter 13, Article 96, Clause 2 
27' See also Chapter 4, Paragraph 4.1 of this Manual for a definition of the "dispositive capa:ity" of a 

natural person. 
276 The exact number of members of the Control Committee must be specified by the Chxter of the 

Company or by decision of the General Meeting of Shareholders. See also LJSC, Chapte 12, Article 
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In Companies with more than 25 shareholders with voting rights, members of the Board of 
Directors, the Executive Director and members of the Management Team who are share- 
holders of the Company cannot vote on the election of members of the Control Comnlit- 
tee."' 

The Chairman of the Control Committee is elected by a simple majority vote of members 
of the Control Committee. 

The Charter and the by-laws of the Company can provide additional requirements for 
members of the Control Committee. 

10.1.7 Termination of the Authority of Members of the Control 
Committee 

The authority of members of the Control Committee can be terminated by a simple major- 
ity vote 'of shareholders present at the General Meeting of Shareholders. The Charter can 
provide for a greater number of votes necessary to terminate the authority of members of 
the Control ~ o m m i t t e e . ' ~ ~  

In Companies with more than 25 shareholders with voting rights, members of the Board of 
Directors, the Executive Director and members of the Management Team cannot vote on 
the termination of the authority of members of the Control Committee. 

10.1.8 Compensation and Reimbursement of Members of the 
Control Committee 

The Board of Directors is responsible for the development of procedures and terms related 
to the compensation and reimbursement of members of the Control Committee. The 
General Meeting of Shareholders must approve these.28' 

10.2 the Independent External Auditor 

10.2.1 lndependent External Audits of the Company's Financial 
Statements 

In order to ensure the q~iality of the Company's financial reporting system, Open Joint 
Stock Companies should invite an independent external auditor to audit the financial 
activity of the ~ o m ~ a n ~ . ' "  An audit is a thorough review of the Company's accounts, 
financial reports and other documentation to ensure their accuracy, completeness and 
conformity with applicable legislation and standards. The audit is an important element of 
financial control to protect the interests of shareholders. It gives the Company's share- 
holders. managers and employees an outside professional opinion about the Company's 
financial position. An independent external audit may also boost the Company's credibi- 

179 LJSC, Chapter I ? ,  Article 94, Clause 3. 
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lity and prospects for attracting investment by increasing transparency and ensuring 
greater accountability. 

An independent external auditor must be invited in instances specified by law (mandatory 
The law requires Joint Stock Companies to have an independent audit when: 

the final annual report and the financial statements of the Company are 
published. An Open Joint Stock Company must publish these financial 
statements each year;28" 

the Company issues and receives payments for shares in the form of assets 
which are worth more than 200 times the minimum monthly wage in 
Armenia. The value of these assets must be determined by an external 
independent auditor; 285 

the market value of the Company's assets must be determined in Compa- 
nies with more than 500 shareholders with voting rights;28" 

the Company buys back shares upon the demand of its  shareholder^;^^' 
a shareholder (or a group of shareholders) owning at least 10 percent of 
the charter capital of the Company requests an 

It IS recommended that an independent extemal auditor be invited by the Company to 
determine the market value of the assets when the Company concludes large transactions. 
A Company can also carry out a voluntary audit in instances specified by the Charter of 
the Company. 

10.2.2 Who Can be the lndependent External Auditor 
The independent external auditor can be any natural person (or legal entity) who has a li- 
cense for this activity granted by the appropriate State agencies. The external auditor must 
be independent of the Company and its management and should not have any financial 
interest in the ~ o m ~ a n ~ . ' ~ ~  

10.2.3 Who Can Appoint the lndependent External Auditor 
The Chairman of the Board of Directors normally signs the contract with the extemal 
auditor while the General Meeting of Shareholders approves the contract by a majority 
vote of shareholders present at the Meeting. The Charter can provide for a greater number 

283 CC, Chapter 5, Article 115, Clause 5. 
284 CC, Chapter 5,  Article 107, Clause 2; CC, Chapter 5, Article 115, Clause 5. 
285 The Law on Minimum Monthly Wage, Article 3.  See also WSC, Chapter 3, Article 45, Clause 4 
286 LJSC, Chapter 7. Article 62, Clause 2. 
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of votes necessary to appoint an independent external a~ditor.~" A shareholder (or a group 
of shareholders) owning at least 10 percent of the charter capital can invite an independent 
externa1,auditor without the approval of the General Meeting of ~hareholders .~~ '  

10.2.4 The Report of the lndependent External Auditor 
The independent external auditor must provide a report on the Company's annual report, 
the financial statements of the Company, its financial reporting system and the Company's 
financial strengths and weaknesses.292 The report must meet the same requirements as the 
report prepared by the Control Committee of the Company. If the Company plans to be 
active in international markets, it is recommended that the external auditor prepare the 
report in accordance with internationally accepted accounting principles. 

10.2.5 Compensation of the lndependent External Auditor 
The Company normally pays for the services of the independent external auditor when he 
has been requested to report on the Company's financial statements. The Board of 
Directors has the authority to determine the compensation of the external auditor.293 A 
shareholder (or a group of shareholders) owning at least 10 percent of the charter capital of 
the Company, who invites an independent external auditor, must pay for the costs of the 

10.2.6 The Control Committee and the lndependent External 
Auditor 

As a practical matter, an independent external auditor can be selected and appointed by the 
General Meeting of Shareholders based on the recommendations of the Control Cornrnit- 
tee. The Control Committee may also receive and review the reports of the independent 
external auditor and make recommendations to the General Meeting of Shareholders based 
on the conclusions of the auditor. 

290 LJSC, Chapter 12, Article 95, Clausc 2. See also LJSC, Chapter 10, Article 70, Clause 1 ,  Section J ;  
LJSC, Chapter 10, Article 71. Clause 2. 
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3 1 : REPRESENTATIVE OFFICES, 
BRANCHES, DEPENDENT COMPANIES 

A Joint Stock Company can establish representative offices and branches in the Republic 
of Armenia and foreign countries.295 A Joint Stock Company can also establish and 
participate in subsidiaries and participate in dependent The differences 
between representative offices, branches, dependent Companies and subsidiaries are 
discussed in this chapter. 

1 1.1 Representative Offices and Branches 

11.1.1 What is a Representative Office 
A representative office is a separate subdivision of a Joint Stock Company that represents 
and protects the interests of a Company in regions situated outside the Company's primary 
location.297 A representative office enters into agreements and performs legal functions on 
behalf of the Company. It does not sell and produce products or carry out other economic 
functions of the Company. 

1 1.1.2 What is a Branch 
A branch is a separate subdivision of a Joint Stock Company located outside the Com- 
pany's primary location. Its primary function is to produce and sell products and to carry 
out other economic functions of the Company. A branch of a Company also performs the 
functions of a representative office.298 

11.1.3 How to Establish Representative Offices and Branches 
The Board of Directors can be authorized by the General Meeting of Shareholders to 
establish representative offices and branches.299 A representative office or branch must 
have a Charter that must be registered with the local Register separate from the Charter of 
the ~ o m ~ a n ~ . " ~  In addition, the Charter of the Company must be amended to ensure that 
it contains information on the new representative office and branch.301 The State Register 

2 95 CC, Chapter 5 ,  Article 61 ; LJSC, Chapter I ,  Article 6. 
296 CC, Chapter 5 ,  Articles 75 and 76; WSC, Chapter I ,  Article 7. 
297 CC. Chapter 5, Article 61. Clause I ;  LJSC, Chapter 1, Article 6, Clause 3. 
298 CC, Chapter 5, Article 61, Clause 2: LJSC, Chapter 1, Article 6, Clause 2. 
299 LJSC, Chapter 10, Article 70, Clause 1, Section U. 

' ~ 0  Law on State Register of Enterprises, Art~cle 10. 
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must be notified within one (1)  month after the amendment of the Charter of the Com- 
Representative offices and branches of a Joint Stock Company can officially start 

their activities after the steps in figure, 1 1.1 have been completed. 

Figure 11. I 
Ifow the Board of Directors Establishes Representative 

Offices and Branches 

The Board of Directors of the Company decides to establish 
a representative oflice or a branch 

The Board of Directors proposes changes to the Charter of the 
Company and presents the Charter of the representative office or 

branch to the General Meeting of Shareholders 

The shareholders approve the amended Charter of the Company 
and the Charter of the tative office or branch 

The Company notifies gister on amendments 
made to its Charter 

The representative office or branch registers its Charter 
with the local Register 

The new representative office or branch can officially start its activi- 
ties after the local Register registers the Charter 

1 1.1.4 Legal Status of Representative Off ices and Branches 

Representative offices and branches are not legal en ti tie^.^" The management of repre- 
sentative offices and branches acts on behalf of and under the authority of the Company on 
the basis of a power of attorney.304 The power of attorney determines the scope of the 
authority of the management of representative offices and branches. The management 01' 
representative offices and branches must keep a separate balance sheet that is consolidated 
with the balance sheet of the Company. 

102 LJSC, Chapter I ,  Art~cle 6. Clause 6. 
3u3 CC. ChapLer 5, Article 6 1 ,  Clause 3; LJSC, Chapter I .  Article 6, Clause 4. 
I04 CC. Chapter 5, Article 61, Clause 3. 



1 1.1 5 Representative Offices and Branches in Foreign Countries 
The Company must act in accordance with foreign laws, foreign practices and interna- 
tional treaties of the Republic of Armenia when it establishes representative offices and 
branches in other countries.305 

11.1.6 Liability of Representative Offices and Branches 
Since representative offices and branches of a Joint Stock Company are not legal entities, 
the Company is liable for all obligations incurred as a result of activities of its representa- 
tive offices and branches.'06 A claim arising from activities of the representative office or 
branch against the Company may be filed in the Court in the region where the representa- 
tive office or branch is 10cated.~" 

Table 11.1 
A Comparison of Representative Offices and Branches 

of a Joint Stock Company 

I ) Representative Office I Branch I 
1 Legal Status / Separate s u b z e l o n  that ~ s n o t  a I s e p Z e  subdivislzhat is not a- ! 
1 Functions ( Legal representation of the Company I All or part of the functions of the 1 

( Establishment 1 The General Meeting of Shareholders ( The General Meeting of Shareholders ( 
No liability, the Company is liable 

1 1 or the Board of Directors 1 or the Board of Directors 1 

Company and legal representation 

No liability, the Company is liable 

1 13 Dependent Companies and Subsidiaries 

The difference between dependent Companies and subsidiaries lies mainly in the amount 
of investment in and the extent to which a Joint Stock Company (the Parent Company) can 
influence the management of dependent Companies and subsidiaries. 

1 1.2.1 What is a Dependent Company 
A Joint Stock Company participates in a dependent Company when it owns more than 20 
percent of the charter capital of a Limited Liability Company or more than 20 percent of 
the shares with voting rights of a Joint Stock ~ o m ~ a n ~ . ~ ~ '  The Parent Company can influ- 
ence the .management of a dependent Company through the General Meeting of Share- 

305 LJSC, Chapter I ,  Article 6, Clause 1. 
306 LJSC, Chapter I ,  Article 6, Clause 5. 

'07 Civil Procedure Code, Chapter 12, Article 83, Clause 8. 
108 CC, Chapter 5, Article 76, Clause 1. 



holders of the dependent A Joint Stock Company must disclose its participa- 
tion in a dependent Company as soon as it acquires the shares of this ~ o m ~ a n y . " ~  

1 1.2.2 What is a Subsidiary 
A subsidiary is a Company that is controlled by another Company, which is able to prede- 
termine the decisions taken by the former."' That control can take two forms: 

by virtue of a dominant participation in the charter capital of the subsidi- 
ary. In this case, the dominant Company influences the management of the 
subsidiary by exercising its shareholder's rights through the General 
Meeting Shareholders (or the General Meeting of Participants); 

the dominant Company can exercise control on the basis of a contract with 
the subsidiary. Such contracts are entered into by a decision of the General 
Meeting of Shareholders of the Parent Company and the subsidiary. The 
contract grants the Parent Company the right to broadly direct the activi- 
ties of the subsidiary, but also to regulate issues of mutual obligatiorls and 
liability. the distribution of profits and the termination of the contract. 

11.2.3 How to Establish Dependent Companies and Subsidiaries 
The General Meeting of Shareholders has the authority to decide on the establishment of 
and the participation in subsidiaries as well as on the participation in dependent Compa- 
nies,.\" 

6 See also Chapter 7, Paragraph 7.2.1 (a) of this Manual for more information on 
the rights of the General Meeting of Shareholders to establish subsidiaries and to 
participate in dependent Companies and Subsidiaries. 

1 1.2.4 Legal Status of Dependent Companies and Subsidiaries 
Dependent Companies and subsidiaries are separate legal entities registered with the State 
Reg~ster. Dependent Companies and subsidiaries can be incorporated as Limited Liability 
Companies. Companies with Supplementary Liability and Open or Closed Joint Stock 
Companies. 

309 The Parent Company can also influence the management of the dependent Company through the 
General Meeting of Participants if the dependent Company is incorporated as a Limited Liability 
Company or as a Company with Supplementary Liability. See also CC, Chapter 5 ,  Article 99, 
Clause I .  

310 CC, Chapter 5, Article 76, Clause 2. 
311 CC, Chapter 5, Article 75, Clause 1. LJSC, Chapter I ,  Article 7.  Clause 2 provides another definition 

of a subsidiary. However, as the CC prevails, this provision of the LJSC is void. 

LJSC. Chapter I, Article 7, Clause 5. 



11.2.5 Dependent Companies and Subsidiaries in Foreign Countries 
A Joint Stock Company must act in accordance with foreign laws, foreign practices and 
international treaties of the Republic of Armenia when it establishes or participates in sub- 
sidiaries and participates in dependent Co~npanies in other countries.313 

1 1.2.6 Liability of Dependent Companies and Subsidiaries 
Since dependent Companies and subsidiaries are legal entities, they are liable for all their 
obligations. Dependent Companies and subsidiaries are not liable for obligations and debts 
of the Parent Company. 

1 1.2.7 Liability of the Parent Company 
The Parent Company is liable for obligations of the subsidiary if the 

suffered losses as a result of transactions entered into by the subsidiary 
based on instructions given by the Parent Company. In this case. the 
Parent Company is jointly and severally liable with the subsidiary 
Company. The Parent Company has the right to give mandatory instruc- 
tions to the subsidiary Company only if this authority is provided by a 
contract between the Parent Company and the subsidiary; 
has been declared bankrupt as a result of the Parent Company's fault. In 
this case, the Parent Company bears subsidiary (supplementary) liability 
for the subsidiary's debts, i.e., when the funds of the subsidiary are not 
sufficient to satisfy the creditors' claims.315 The subsidiary's bankruptcy is 
considered to be a result of the Parent Company's fault if it has occurred 
as a result of the implementation of instructions given by the Parent Com- 
pany. 

Shareholders of the subsidiary have the right to file a claim in the Court to cover the sub- 
sidiary's losses that have occurred as a result of the Parent Company's instructions given 
to the s ~ b s i d i a r ~ . ~ ' ~  

113 LJSC, Chaptcr I ,  Article 7, Clause 1 .  
311 CC, Chapter 5, Article 75, Clauses 3 and 5. 
i l i  CC, Chapter 26, Article 415. 
316 CC. Chapter 5, Article 75, Clause 4. 



Table 11.2 
A Comparison of Dependent Companies and Subsidiaries 

of a Joint Stoclc Contpany 
i 1 Dependent Company 1 Subsidiary 

I 

Company with Supple~nentary 
Liability (CSL); 

Legal Status 1 
Legal Form 

I Opcn and Closed Joint Stock 

Investment ol the More than 50 percent of the 
pany 

More than 20 percent of the 
voting shares of O/CJSC 

lnfluencc on Decision-making 
I 

I 

/ (LLC); 

Separate legal entity 

Limited Liability Company 

Through the General Meeting of Through the General hleeting 
Shareholders (or Participants) of Shareholders (or Partici- 

1 pants) and/or a written contract 

SeparaLe legal entity 

LLC, CSL and O/CJSC 

( Ltabilrty tor Obligations of the 
Parcn~ Company 

Liabil~ty oi' the Parent C o ~ n -  

k c l o s u r e  by the Parent 
( Company 

No liability 

No liability 

-- 

By the General Meeting of 
Shareholders (or Participants) of 
the Parent Company 

Immediately after the investment 

No liability 1 
Joint and several: for obliga- 
tions that occurred as a result of 
instructions of the Parent Cc~m- 
pany; 

Subsidiary: in case of a bank- 
ruptcy as a result of instruc- 
tions given by the Parent Com- 
pany 

-- 

By the General Meeting of 
Shareholders (or Participants) 
of the Parent Company 

Immediately after the invest- 
ment 



The Company needs financial management in order to make informed decisions on how to 
attract capital and how to use the Company's finances efficiently. Financial analysis, plan- 
ning, forecasting as well as controlling the formation and use of the financial resources of 
the Company are called financial management of the Company. 

12.1 Who is Responsible for the Financial Management 
of the Company 

The Executive Director, the Management Team and financial officers are responsible for 
the financial management of the Company. In particular, the Chief Financial OfficerIChief 
Accountant has the responsibility to: 

control and analyze the flow of financial resources (cash flow) of the 
Company; 

carry out financial forecasting and planning on the basis of the strategic 
policy of the Company; 

develop the optimal level of production and sales of the Company and 
identify the best sources for their financing; 

develop budgets, track productivity and measure performance; 

implement the Company's policy on the use of credit; 

make financial and investment decisions based on past experience and 
current market conditions. 

When carrying out these responsibilities, the Chief Financial Officer and other financial 
specialists must comply with the law, the Charter and the by-laws of the Company. 

4 See also Chapter 9, Paragraph 9.2.2 of this Manual for more information on the 
responsibilities of the Chief Financial OfficerIChief Accountant. 

12.2 Internal Sources of Financing (Internal Funds) 

A Company cannot operate successfully without sufficient financial resources and their 
rational use. The financial resources of the Company can be obtained from internal funds 
and external funds. According to the Law on Joint Stock Companies, a Company can 
establisti and maintain various internal funds. The charter capital and the reserve fund are 
mandatory for Joint Stock ~ o m ~ a n i e s . " ~  

317 LJSC, Chapter 3,  Article 33: LJSC, Chapter 3, Article 46, Clause 1. 

116 



12.2.1 Charter Capital 
A Joint Stock Company creates its charter capital by issuing shares. The money is used by 
the Company to finance its long-term objectives and business. 

12.2.2 How a Company Can Increase its Charter Capital 
The Company can increase its charter capital through several methods:"' 

issuing new shares. A Joint Stock Company can only issue new shares if 
previously allocated shares are completely sold and fully paid.319 A Com- 
pany cannot issue new shares in order to cover losses that have been in- 
curred by the ~ o m ~ a n ~ ; ~ ~ ~  

increasing the nominal value of allocated shares. 

The decision to increase the charter capital can be made by a simple majority vote of 
shareholders present at the General Meeting of Shareholders unless the Charter of the 
Company provides for a greater number of votes.321 

12.2.3 How a Company Can Decrease its Charter Capital 
There are two ways to decrease the charter capital of a Joint Stock ~ o m ~ a n ~ : ~ ' ~  

decrease the number of shares by acquiring and then canceling them, 
and;323 

decrease the nominal value of allocated shares. 

The decision to decrease the charter capital must be made with a qualitative majority (314) 
vote of shareholders present at the General Meeting of ~hareholders.~'~ In order to protect 
the righis of creditors, the Company must inform its creditors in writing within 30 days 
after the General Meeting of Shareholders has made the decision to decrease the charter 
capital of the Company. Creditors have the right to demand that the Company terminate or 
prematurely perform its obligations and compensate them for all losses connected with the 
decision to decrease the charter capital within 30 days after the creditors have received the 
n~tification.~" 

The General Meeting of Shareholders must decrease the charter capital if the report of the 
independent external auditor or the Control Committee (Controller) indicates that the 

318 CC, Chapter 5, Article 112; LJSC. Chapter 3, Article 37. 
319 LJSC, Chapter 3, Article 37, Clause 3. 

j2' LJSC, Chapter 3, Article 37, Clause 7. 

"I CC, Chapter 5, Article 1 12, Clause 1 ; LJSC, Chapter 10, Article 71, Clause 2. 

"' CC. Chapter 5, Article 1 13. Clause 1; LJSC, Chapter 3. Article 38, Clause 1.  
2 3  This is allowed only if the Charter of the Company has such a provision. See also CC. Chapter 5 ,  

Article I 13. Clause 3; LJSC. Chapter 3, Article 38, Clause 1. 
121 CC. chapel- 5, Article 1 13, Clause I; LJSC, Chapter 3, Article 38, Clause 2. 
325 CC, Chapter 5, Article 113, Clause 2; LJSC, Chapter 3, Article 38, Clause 3. 



value of Company's net assets is less than its charter capital. In this case, the Company 
must decrease its charter capital to the value of its net assets.jZ6 The Company cannot de- 
crease its charter capital if it becomes less than the minimum amount required by 
Armenian legislation. At that point, the Company must be liquidated.327 

+ See Chapter 4, Paragraph 4.3 of this Manual for more information on the charter 
capital of a Joint Stock Company. 

12.2.4 Reserve Fund 
The reserve fund is another internal mandatory fund of a Joint Stock Company. Part of the 
~ o i n ~ a n ' ~ ' s  profit is deducted to form the reserve fund. The reserve fund must be not less 
than 15 percent of the charter capital of the Company. If the reserve fund is less than 15 
percent of the charter capital, the Company must transfer a minimum of 5 percent of its 
profit to the reserve fund of the Company. The positive difference between the nominal 
value and the market value of the shares of the Company also can be used for this purpose. 
Only the Board of Directors has the right to use the reserve fund of the ~ o m ~ a n ~ . ~ ~ ~  The 
reserve fund is used to cover losses, to redeem bonds and to buy back issued shares of the 
Company when its profit is not sufficient.329 The reserve fund cannot be used for other 
purposes. 

12.25 Other Internal funds 
The Charter of a Joint Stock Company may establish other internal funds such as stock 
option, dividend payment and other funds. These internal funds are formed through a de- 
duction from the net profit of the 

12.2.6 Retained Earnings (Undistributed Profit) 
The main principles for the distribution of the Company's net profit must be specified in 
the Chafter of the Company. Actual profit distribution is made in accordance with the cur- 
rent and strategic policy set by the Board of Directors and is approved by the General 
Meeting of Shareholders. Determining the optimal profit distribution is the task of the 
Chief Financial Officer. Generally, a portion of the profit is used to pay dividends. The 
remaining profit can be used to extend and renew production, invest in securities, acquire 
real estate. create and replenish the Company's funds for social programs and to pay bo- 
nuses to the Company's employees. Profit that has not been distributed as dividend or that 
has not been used for the formation of internal funds can be used for other purposes of the 
Company and is referred to as retained earnings.331 

326 T h ~ s  is mandatory for Joint Stock Companies that have been registered for at least 2 years with the 
State Register. See also LJSC, Chapter 3, Article 46, Clause 5. 

3 27 CC, Chapter 5, Article 113, Clause 4; LJSC, Chapter 3, Article 38, Clause 1. 
328 LJSC, Chapter 11, Article 87, Clause 1, Section 0. 

j2' LJSC. Chapter 3, Article 46, Clause 2. 
330 WSC, Chapter 3, Article 46, Clauses 1 and 3. 

WSC, Chapter 3, Article 46, Clause 4. 



12.2.7 Additional Capital 
A Joint Stock Company can have additional capital. This internal fund is formed by the 
Executive Director or the Management Team after the value of the Company's fixed and 
current assets. shares. cash and other assets has been reevaluated. For example, when the 
Company is borrowing money from a com~nercial bank. it may be asked to reevaluate its 
fixed assets by an independent external auditor. If the appraisal results in a positive differ- 
ence between the balance and value of the fixed assets, the differences in value can be 
transferred LO the additional capital of the Company. Additional capital of the Company 
I~as  only balance sheet value. 

12.3 External Sources of Financing (External Funds) 

Extenin1 funds are debts and liabilities of the Company. The Company normally pays a fee 
or interest to commercial banks. other financial institutions and individuals tor borrowed 
money. External (borrowed) funds include: 

bank and other loans; 

amounts owed for goods and services; 

unpaid salaries, taxes and interest on bonds; 

funds received from the issuance of bonds. 

12.4 Using the Financial Resources of the Company 

In order to increase its profits, the Company may decide to invest capital in new projects 
such as an extension of its operating facilities, research and development of new tech- 
nology or the manufacturing of new products. For any actual project, it is necessary to cal- 
culate the financial resources required and their use in advance for the whole period of 
construction or implementation. This is the most important task of the Company's financial 
management. In international practice, i t  is called "capital budgeting." 

In order,to earn a profit. part of the Company's finances rnay be invested in the shares of 
other Companies, treasury bills or other securities. In international practice, treasury bills 
are often the most reliable and liquid securities. When buying securities of other Cornpa- 
nies. the Company's financial management must carefully study current market conditions. 
as well as information on Companies whose securities the Company plans to acquire. 

1 2 5  Disclosure of Financial Information 

In accordance with Armenian tax legislation, Companies must submit the following forms 
to the Tax ~ n s ~ e c t o r a t e : ' ~ '  

balance sheet: Tax Form No. I ; 

profit and loss statement: Tax Form No. 2; 

332 These refer LO forms that have been developed and approved by the Tax Inspectorate 



equity flow statement: Tax Form No. 3; 

cash flow statement: Tax Form No. 4; 

notes to the statements and a summary of the Company's accounting prin- 
ciples: Tax Form No. 5 ;  

tax calculation forms. 

In addition, an Open Joint Stock Company must make .the following information available 
to the public:333 

annual report; 

balance sheet; 

profit and loss statement; 

notification of Annual Meetings of Shareholders; 

prospectuses in case of public offering of securities.334 

The publication of financial information of Open Joint Stock Companies is important to 
shareholders of the Company, State agencies and other interested parties. It provides es- 
sential information on the financial results of the Company. The disclosure of reliable 
financial information is also important for the Company since it enables local and foreign 
financial organizations and potential investors to evaluate the performance of the Com- 
pany in order to decide whether to invest in the Company. 

12.6 Financial Forecasts of the Company 

A Company needs to forecast its sales and other earnings in order to determine the need 
for future financial resources. The Chief Financial Officer and other specialists of the 
Company are responsible for completing the Company's financial forecasts. For a short 
term forecast (e.g., 3 years or less), a Company's sales and earnings estimates are based on 
publicly available information from different sources: creditors, the Company's manage- 
ment and employees, partners, competitors and other sources. 

12.6.1 Historical Data and Financial Forecasts 
The financial statements as described in paragraph 12.5 in this chapter provide only 
historical information of the Company. The analysis of historical information does not 
guarantee that the performance of the Company will remain the same or will improve in 
the future. Historical information, however, can be used for financial forecasts of the 
Company's f ~ i  ture performance. 

j3' CC. Chapter 5 ,  Article 107, Clause 2; LJSC, Chapter 13, Article 98. 
334 Governmental Decree of the Republic of Armenia, No. 140 on the "Approval of Securities, Prospec- 

tuses of the Issuance of Securities and Submission of Information by the Issuers of Securities to the 
Authorized State Agency that Regulates and Supervises the Securities Markets and the Disclosure of 
Information." 



12.6.2 Financial Forecast Techniques 
There are many different models and techniques to forecast the performance of the Com- 
pany. The forecast of sales is generally based on previous sales of the Company and other 
historical daia of the Company. Among other strategies, the Company can: 

increase prices of products to increase the gross profit margin; 

decrease prices of products to increase the market share of products; 

maintain current prices of products to maintain the current market position 
oi products. 

The sales forecast c3n be based on a pessimistic or optimistic scenario: 

a pessimistic scenario takes into consideration all possible factors that 
can have a negative impact on the projected sales of the Company. If the 
Compmy's projected sales are based on a scenario that is too pessimistic, 
the Company may lose potential investment possibilities. A Company 
may, for example, base a forecast on a scenario that does not take into 
consideration the possibility that the market may grow. As a result, the 
Company may not anticipate demand and may not be able to sell inore 
products in the market; 

an optimistic scenario assumes that these negative factors will not influ- 
ence the projected sales of products in the near future. If the Company's 
projected sales are based on a scenario that is too optimistic, it may be 
confronted with \ow turnover, an increase of fixed and overhead expenses 
and low profit margins. 

The Chief Financial Officer and other financial specialists of the Company should find a 
balance between the two scenarios. This will help the Company to attract investment. 

A Company's projected sales and other earnings are related to the market value of the 
shares of the Company. In the event a Company appears to be profitable, the value of its 
shares may rise in the stock market. If this occurs, a shareholder may be able to sell its 
shares in the market at a price greater than the nominal value of the shares. If the share- 
holder chooses not to sell the shares, the shareholder may continue to participate in the 
Company's success by receiving dividends of the Company. 

12.7 Payment of Dividends 

The payment of dividends must be made in Armenian Drams. The Charter of the Com- 
pany can also specify that the payment of dividends can be made with assets,335 although it 
is always preferable that dividends are paid in cash. The Company should pay dividends 
from its year-end net profit. Under normal conditions, the Company must not pay divi- 
dends if the Company has not earned any profit. 

175 
LJSC, Chapter 5. Article 52, Clause I .  



12.7.1 Dividends and Preferred Shares 
If the Company has issued preferred shares, the Company can create a special internal 
fund for the payment of dividends to the owners of preferred shares. In the ~bsence of a 
profit. the dividends on preferred shares must be paid from this internal fund or when in- 
sufficient, from other ~nternal funds (excluding the reserve fund). If the amount of divi- 
dend for the owners of common shares for a given year exceeds the dividecd for preferred 
shares (as determined by the Charter of the Company), the General Meeting of Share- 
holders can decide that owners of preferred shares receive the same dividend as the owners 
of common shares.'j6 

12.7.2 The Board of Directors and the Payment of Dividends 
The Board of Directors makes the decision on the payment of intermediate dividends 
(quarterly and semi-annually). determines the amount and the form of dividends (cash or 
assets) and determines the procedures related to the distribution of dividends.j3' The Board 
of Directors makes a separate decision on each intermediate dividend payment and must 
each time prepare a separate list of shareholders eligible to receive dividends.338 

12.7.3 The General Meeting of Shareholders and the Payment of 
Dividends 

The General Meeting of Shareholders approves the payment of annual dividends. the pro- 
cedures related to the payment of annual dividends and the date that the annual dividend is 
paid to the shareholders. The total amount of annual dividends cannot be less than the sum 
of previously paid intermediary dividends.339 

The General Meeting of Shareholders has the authority to decide on the payment of annual 
dividends to the owners of common shares. The General Meeting of Shareholders can also 
postpone or partially cancel the payment of dividends on preferred shares for a maximum 
of one ( 1 )  year."o Each year, the General Meeting of Shareholders must decide on the 
payment of annual dividends if the Company decides to pay dividends. 

12.7.4 Limitations on the Payment of Dividends 
The L,aw on Joint Stock Companies provides limitations on the payment of dividends. The 
General Meeting of Shareholders and the Board of Directors cannot declare and approve 
dividends when the:"' 

charter capital of the Company has not been fully paid; 

130 LJSC. Chapter 5, Article 52,  Clause 2. 
337 LJSC, Chapter 5 ,  Article 52, Clause 3;  LJSC. Chapter l I, Article 87, Clause 1, Sections M and N. 
338 LJSC. Chapter 5 ,  Article 52,  Clause 4. 
139 LJSC, Chapter 5. Article 52,  Clause 3. 
340 LJSC. Chapter 5, Article 52, Clause 3. 

LJSC. Chapter 5 ,  Article 53 ,  Clause 1 .  



Company has not bought back all shares under circumstances specified by 
law; 

financial and economic state of the Company corresponds with insolvency 
or bankruptcy conditions or when these conditions would occur beca~lse of 
the payment of dividends; 

value of the Company's net assets is less than the sum of the charter capi- 
tal and the reserve fund or when the value of net assets will decrease 
below such sum as a result of the payment of dividends. 

12.7.5 Cost of Paying Dividends 
The Company pays the costs of the distribution of dividends. These include costs related 
to the notification. calc~~lation and transfer of dividends to shareholders. 

12.7.6 Dividends and the Payment of Taxes 
Shareholders of Joint Stock Companies (resident and non-resident natural persons) do not 
have to pay income tax on d i ~ i d e n d s . ' ~ ~ ~ i d e n d s  also are not subject to profit tax for 
I-esident legal en ti tie^.'^' Dividends paid to non-resident legal entities are subject to profit 
tax."" 

i-I? Law on Income Tax, Chapter 4, Article 10, Clauses 1 and 2; Law on Income Tax, Chapter 9, Article 
35, Clause 2. 

143 Law on Profit Tax, Chapter 4, Article 26. 

The current rate is 15 percent of the gross amount paid. See also the Law on Profit Tax, Chapter 10. 
Article 56. Clause 2. 



1 3: LARGE AND INTERESTED TRANSACelONS 

13.1 Definition of a Large Transaction 

According to the Law on Joint Stock Companies, a transaction (or several interrelated 
transactions) is considered to be large when the transaction directly or indirectly relates to 
the:345 

acquisition or sale of assets by the Company, provided that the value at the 
date of the transaction (decision) is at least 25 percent of the book value of 
the Company's assets. However, these transactions are not considered to 
be large when they are carried out within the regular activities of the 
Company, or; 

allocation of common shares and preferred shares convertible to common 
shares provided that the total value of these shares is at least 25 percent of 
the total nominal value of previously allocated common shares of the 
Company. 

13.1.1 Detet'mi~ation of the Value of Assets 
The market value of assets must be determined before a Company can enter into a large 
transaction."' Generally, the Board of Directors determines the market value of assets.347 
However, if one or more members of the Board of Directors have a (potential) conflict of 
interest with respect to a large transaction, they do not participate in the decision to enter 
in such a transaction. In other cases specified by law. the market value of assets is deter- 

, 

mined by: 

an external independent auditor (appraiser) if the Company has more than 
500 shareholders with voting rights; 

an authorized State body if more than 50 percent of the shares of the 
Company with voting rights are owned by the State; 

= the Court. 

13.1.2 The Board of Directors and large Transactions 
The Board of Directors has the authority to enter into large  transaction^^^' if at the date of 
the transaction the market value of assets (related to the transaction) is not more than 50 

345 See LJSC, Chapter 8, Article 63, Clause I .  
346 LJSC, Chapter 8, Article 63, Clause 2. 
747 LJSC. Chapter 1 1. Article 87. Clause I, Section H. See also LJSC, Chapter 7, Article 62, Clause 2. 
348 LJSC, Chapter I 1 ,  Article 87. Clause 1, Section T; LJSC, Chapter 8, Article 64. Clause 1. 



percent of the book value of the Company's assets.349 Such a transaction requires the 
unanimous consent of members of the Board of Directors present at the meeting of the 
Board of Directors. If the Board of Directors cannot make a decision on such a large trans- 
action. i t  may submit the issue for the agenda of the General Meeting of Shareholders. In 
this case, the General Meeting of Shareholders must make a decision with at least a simple 
rnajurity vote of shareholders present at the ~ e e t i n g . ~ ~ '  

13.1.3 The General Meeting of Shareholders and Large 
Transactions 

The General Meeting of Shareholders must approve large transactions if at the date of 
making the decision to enter into the transaction the market value of the assets (related to 
the transaction) is Inore than 50 percent of the book value of the Company's assets.."' The 
General Meeting of Shareholders makes a decision on these transactions by a three-fourths 
(314) majority vote of shareholders present at the ~ e e t i n ~ . ~ ' ~  

13.2 Definition of an Interested Transaction 

An interested transaction refers to any transaction where a conflict of interest may occur 
between the Company, its shareholders, directors and managers. The following parties can 
be recognized as an interested uarty in a transaction:353 

members of the Board of Directors of the Company; 

the Executive Director, members of the Management Team and the Con- 
trol Committee (Controller) of the Company; 

a shareholder or a group of shareholders acting together that owns at least 
20 percent of the shares of the Company with voting rights; 

spouses, parents, children, sisters and brothers of members of the Board of 
Directors, the Executive Director, members of the Management Team, 
other managers and shareholders who own at least 20 percent of the shares 
of the Company with voting rights, as well as parties cooperating with 
individuals previously listed above. 

- - -  - 

349 If the market value of assets subject to a transaction is less than 25 percent of the book value of the 
Company's assets, the transaction is not considered to be large. See also WSC, Chapter 8 ,  Article 64, 
Clause 1 .  

350 Although the General Meeting of Shareholders or the Board of Directors have the authority to enter 
into large transactions, i t  is the authority of the Executive Director to sign contracts with respect to 
large transactions. 

35 1 LJSC, Chapter 8 ,  Article 64, Clause 2. 
352 

LJSC, Chapter 10, Article 70, Clause I ,  Section Q; LJSC, Chapter 10, Article 71, Clause 4. 
353 WSC, Chapter 9, Article 65. 



Parties are considered to be interested if they: 

act as a transacting party, participate in the transaction as an intermediary 
or participate as a representative of a party; 

own at least 20 percent of the voting stake in the transacting, intermediary 
or representative Company, or; 

= hold a managerial or governance position in the transacting, intermediary 
or representative Company. 

For example, there is a transaction between Joint Stock Company A and Limited Liability 
Company B. Company C acts as an intermediary in the transaction. In this case, the trans- 
action is considered interested when: 

a member of the Board of Directors of Company A acts as a representative 
of Company B; 

a shareholder who owns 25 percent of the voting shares of Company A is 
the Executive Director of Company B; 

the Executive Director of Company A owns 30 percent of the charter 
capital of Company C (the intermediary). 

Another example of an interested transaction would be when Company A enters into a 
contract to lease its equipment to a member of the Board of Directors of Company A. In 
this case, the director of Company A is a transacting party who has an interest in the trans- 
action. 

13.2.1 Interested versus Independent Members of the Board 
of Directors 

The law makes a distinction between interested and independent members of the Board of 
Directors. Independent members of the Board of Directors do not occupy certain positions 
within the Company as specified by law, such as the position of Executive Director or 
member of the Management Team of the Company. Interested members of the Board of 
Directors have an interest in a transaction. 



Figure 13.1 
Interested Transactions 

Interested Parties Position in the Transaction 

members of the Board 
of Directors of the Company; 

the Executive Director and 
members of the Management 
Team and other management 

bodies of the Company; 

a shareholder or a group 
of shareholders acting 

together that own at least 
20 percent of the Company's 

shares with voting rights; 

act as a transacting party or 
participate in the transaction as 
an intermediary or a representa- 

tive of a party, or; 

own at least 20 percent of a 
voting stake in the transacting, 
intermediary or representative 

Company, or; 

hold a managerial 
or governance position in the 
transactin& intermediary or 

representative Company. 

spouses, parents, children, 
sisters and brothers of members 
of the Board of Directors, the 
Executive Director, members 
of the Management Team, and 

other managers and shareholders 
that own at least 20 percent of 

the shares of the Company with 
voting rightis, as well as other 

parties amprating with 

13.2.2 The Board of Directors and lnterested Transactions 
In Companies with fewer than 500 shareholders with voting rights, the decision to enter 
into interested transactions must be made by a majority of members of the Board of 
Directors present at the meeting of the Board of Directors who are not considered to be an 
interested party. "" 

754 WSC. Chapter 9, Article 67, Clause 1 



In Companies with 500 and more shareholders with voting rights, the decision to enter into 
interested transactions must be made by a majority of independent members of the Board 
of Directors present at the meeting of the Board of ~ i r e c t o r s . ' ~ ~  

In order to make a decision on any interested transaction, the Board of Directors must 
ensure that the Company: 

receives payments that are not less than the market value of transferred 
assets or provided services; 

does not pay more than the market value of acquired assets or provided 
services. 

13.2.3 Vhe General Meeting of Shareholders and Interested 
Transactions 

The General Meeting of Shareholders makes the decision whether to enter into an inte- 
rested transaction when:356 

all members of the Board of Directors have been recognized as an inte- 
rested party; 

the market value of the transaction is more than 2 percent of the book 
value of the Company's assets; 

one or more related transactions are carried out with the purpose of issuing 
shares with voting rights and other securities convertible to shares with 
voting rights while the number of shares is more than 2 percent of the 
number of previously issued shares of the Company. 

Interested transactions must be approved by a simple majority vote of shareholders present 
at the General Meeting of Shareho1ders.who are not considered to be an interested party in 
the transa~tion.~~' 

An interested transaction does not require the approval of the General Meeting of Share- 
holders when the transaction is:358 

a loan to the Company (granted by an interested party); 

conducted with a party in the ordinary course of business before this party 
becomes an interested party. 

Under these circumstances, the Board of Directors is authorized to approve interested 
transactions. 

"' WSC, Chapter 9, Article 67, Clause 2. 
356 LJSC, Chapter 9, Article 67, Clauses 3 and 5. 

'" Although the General Meeting of Shareholders or the Board of Directors have the authority to enter 
inlo interested transactions, the Executive Director has the authority to actually sign contracts with 
respect to interested transactions. 

358 LJSC, Chapter 9, Article 67, Clause 4. 



13.2.4 Disclosure of Information on Interested Transactions 
The law requires Joint Stock Companies to disclose information on interested transactions 
in order to avoid any conflicts of interest between the Company and those parties who are 
involved in an interested transaction. Interested parties are required to disclose information 
to the Control Committee (Controller), the Board of Directors and the independent exter- 
nal auditor. Interested parties must disclose information regarding:"9 

legal entities (name and address) in which interested parties, indepen- 
dently or together with other persons cooperating with interested parties, 
own 20 percent of the shares of the Company with voting rights; 

legal entities (name and address) in which interested parties hold manage- 
rial or governance positions; 

transactions (completed or pending) in which persons act as interested 
parties. 

13.25 Liability for the Violation of Requirements with Respect to 
Interested  transaction^^^^ 

If the requirements of the law with respect to interested transactions are violated, the Court 
can declare the transaction invalid. Interested parties are liable to the Company for the 
amount of losses caused to the Company as a result of an invalid transaction. If several 
persons are responsible for losses, they are held jointly and severally liable. 

359 LJSC, Chapter 9, Article 66. 
360 LJSC, Chapter 9, Article 68. 



14: BANKRUPTCY - FINANCIAL 
REORGANIZATION AND LIQUIDATION 

A Company can be terminated and liquidated in a number of ways:361 

by a decision of the shareholders of the Company. Shareholders can 
decide to terminate the activities of the Company when the period for 
which the Company was created has expired or when the purpose for 
which the Company was created has been achieved; 

by an act of the Court when the registration of the Company has been pro- 
nounced by the Court as invalid; 

by an act of the Court when the Company has acted without licenses and 
in case of multiple or gross violations of Armenian legislation; 

as a result of bankruptcy of the Company. 

Important note to the reader: 
On Jamrarly 30, 1999, the Council of Court Chairmen made Decision No. 5 to recom- 
mend that all Courts of the Republic of Armenia suspend proceedings on bankruptcy 
cases based on Article 106, Clause 3 of the Civil Procedure Code of the Republic 
of Armenia. The Council of Court Chairmen stated that due to the enactment of the 
Civil Code and Civil Procedure Code, there is an ambiguity with respect to the regu- 
lation of bankruptcy proceedings in Armenian legislation. Article 71 of the Civil Code 
spec@es that a legal entity can be declared banhpt  in accordance with the grounds 
and pmedures spec$ed by the Civil Procedure Code. At the same time, the Civil 
h c e d m  Code does not contain any provisions that regulate bankruptcy proceedings. 
The National Assembly of the Republic of Armenia has not adopted the appropriate 
sections regarding bankruptcy proceedings at the time of the publication of this 
Manual. Moreovec Article 3 of the Law on the Enfoirement of the Civil Code of the 
Republic of Armenia stipulates that "until laws and other legal acts containing pro- 
visions of civil law are changed to conform with the Code, those provisions must be 
applied only to the extent that they do not contradict the Code. " Therefore, although the 
applicatian of the Law on Bankruptcy is not ofleially suspended, practically there are 
no bunkruptcy proceedings in the Courts of the Republic of Armenia. As a result, this 
cJmper describes the bankruptcy proceedings in the Republic of Armenia in general 
terms with references to Armenian legislation. 

361 
CC, Chapter 5, Article 67, Clause 2. 
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14.1 Definition and Legal Regulation of Bankruptcy 

Bankruptcy is a complex procedure confirming the state of insolvency of a 
placing the Company in a special regime to allow its creditors to submit claims. Bank- 
ruptcy proceedings have two possible outcomes. The first one is the financial reorganiza- 
tion of the Company. Its objective is to restore the solvency and the financial stability of a 
Company. The second outcome is the liquidation of a Company. It allows the Company 
to terminate its operations, to sell off its property and to achieve the best possible distribu- 
tion of its assets among claimants of the Company. 

The possibility of Companies and creditors to start bankruptcy proceedings is important 
for the following reasons: 

i t  protects the interests of the creditors of the debtor Company; 

it allows the debtor Company to seek financial reorganization; 

the threat of bankruptcy represents a powerful device for disciplining 
managers; 

i t  contributes to the overall health of the economy by addressing the 
problems of ailing businesses. 

The procedures, rights and obligations of a debtor Company, creditors, the Court and other 
parties in bankruptcy proceedings are defined by the Civil Code, the Law on ~ a n k r u ~ t c g ~ j  
and the Law on Joint Stock Companies. According to Armenian legislation, the Court can 
declare a Company bankrupt when the Company has liabilities to one or more creditors 
exceeding 1,000,000 AMD which are overdue by 30 days or more.364 

14.2 Who Can Initiate Bankruptcy Proceedings 

Either the debtor Company or its creditors can initiate bankruptcy proceedings. Creditors 
who initiate bankruptcy proceedings typically do so after they have evaluated whether they 
stand a better chance of collecting their debts by preserving the debtor Company as an on- 
going business concern or by pursuing the liquidation of the debtor Company's assets. 

14.2.1 Voluntary Bankruptcy Proceedings 
By initiating voluntarv bankruptcy proceedings, the debtor Company may avoid going 
deeper into debt and has the opportunity to negotiate proposals for improving its financial 
position. As a result, the debtor Company is often able to restructure the business, repay its 
debts and resume its operations within a reasonable period of time. Arrnenian legislation 
allows such voluntary declaration of bankruptcy if the appropriate conditions are present. 

363 lnsolvency refers to the shortage of liquid assets needed by the Company to satisfy the claims of its 
creditors ovcr a ccrtain period of time. 

367 The full name of the Law on Bankruptcy is the "Law on Insolvency (Bankruptcy) and Financial Re- 
habilitation of Legal Entities, Enterprises not having the Status of a Legal Entity, and Entrepreneurs." 

Law on Bankruptcy (LOB), Chapter 1, Article 2, Clause 1. 



According to Armenian legislation, the debtor Company can initiate voluntary bankruptcy 
proceedings by submitting a petition to the Court. The following documents must be at- 
tached to the petition: 

current accounting books of the debtor Company; 

a list of the debtor Company's property including investments, fixed and 
current assets, intangible assets and other assets; 

names and addresses of creditors; 

nature and value of claims of each creditor; 
financial statements for the last reporting period; 

statement explaining why the Company should be financially reorganized. 

14.2.2 Involuntary Bankruptcy Proceediags 
Involuntarv bankruptcv proceedings are initiated by the creditors of the debtor Company. 
The creditors initiate the bankruptcy proceedings by submitting a petition to the Court that 
provides evidence supporting their claims. 

The Court registers the petition upon its filing and notifies the debtor Company of the 
filing of the bankruptcy petition.365 The Company can object to the initiation of involun- 
tary bankruptcy proceedings. 

The Court can demand from the creditors a deposit that cannot exceed a total of 500,000 
AMD to cover Court expenses. If the petition is rejected, the Court covers its expenses 
from the deposit and returns the remaining amount to the creditors. If the Court accepts the 
petition, the Court returns the deposit to the creditors who have submitted the petition.366 

14.3 Bankruptcy Proceedings 
When the Court accepts the petition from the Company (voluntary) or from creditors (in- 
voluntary), it must decide whether to institute bankruptcy proceedings. The Court notifies 
the following parties of its decision:367 

the debtor Company; 

all creditors of the debtor Company; 

the State Register; 

the State Property Register; 

the State Tax agency. 

365 LOB, Chapter 2. Article 9, Clause 2. 

LOB. Chapter 2. Article 9. Clause 4. 

367 LOB, Chapter 2, Article 10. 



Within 2 days after instituting the bankruptcy proceedings, the Court appoints a bank- 
ruptcy administrator. The bankruptcy administrator calls the first meeting of creditors 
within 28 .days after the decision of the Court. 

14.3.1 Authority of the Bankruptcy Administrator 
The bankruptcy administrator is in charge of the management of the debtor Company and 
the implementation of bankruptcy proceedings. In addition, the bankruptcy administrator 
has the authority to?* 

make an inventory of the debtor Company's assets; 

take measures to secure the debtor Company's assets; 

call and preside over meetings of creditors; 

check the accuracy of information provided by the debtor Company; 

examine the legality of creditors' claims; 

accept and waive claims, return collateral, sell or otherwise alienate the 
debtor Company's property and extend guarantees with the consent of the 
Court. 

The debtor Company and the creditors can appeal the bankruptcy administrator's actions 
to the Court. The appeal does not automaticalIy suspend the bankruptcy administrator's 
act ivi t ie~. '~~ 

14.4 Financial Reorganization of a Joint Stock Company 

Financial reorganization comprises a system of measures geared toward avoiding the 
liqiiidation of the debtor Company. Financial reorganization enables the debtor Company 
to continue its operations and to satisfy the claims of creditors fully or partially. It also 
helps creditors and shareholders to avoid the considerable expenses, time and effort 
associated with the official liquidation of a bankrupt debtor Company. Financial reorgani- 
zation may involve: 

restructuring of debt payments; 

restructuring of commercial activities and market reorientation; 

liquidation of unprofitable production facilities; 

sale of some of the assets of the debtor Company; 

merger of the debtor Company with a more powerful entity that agrees to 
pay off its debts; 

restructuring of the labor force. 

368 LOB, Chapter 2, Articles 13 and 14. 
369 LOB, Chapter 2, Article 17. Clause 1. 



14.4.1 Financial Reorganization Plan 
Part of the financial reorganization process is the development of a financial reorganiza- 
tion plan. The following parties can submit a financial reorganization plan to the Court for 
approval:370 

the debtor Company; 

the bankruptcy administrator; 
creditors possessing 113 of the total value of secured claims; 

creditors possessing 113 of the total value of unsecured claims; 
shareholders owning 113 of the charter capital of the debtor Company. 

The debtor Company pays the costs of the reorganization plan if the bankruptcy adrnini- 
strator or the debtor Company initiates the plan. In other cases, the parties who have 
initiated the financial reorganization plan pay the costs. The financial reorganization plan 
usually contains information on:371 

which, when and how creditors will be paid; 

how the payment of debts will be rescheduled; 
how the debtor Company can restore its solvency and profitability; 

sale prices of assets and procedures describing how the assets of the 
debtor Company will be sold; 

bankruptcy administrator's fees, administrative costs and a description of 
how these costs will be paid; 
how the creditors' claims will be satisfied if the financial reorganization 
plan fails. 

14.4.2 Hearings on the Financial Reorganization Plan 
The Court accepts the financial reorganization plan for hearing once it meets the require- 
ments of Armenian legislation. The Court distributes copies of the plan to the bankruptcy 
administrator, the debtor Company and all known creditors. The Court can ask for the 
opinion of an expert on the feasibility of the plan. The Court publishes its decision to hold 
a hearing on the financial reorganization plan in an official newspaper with a circulation of 
at least 1,000 copies.'72 

14.4.3 Meeting of Creditors 
The court calls a meeting of creditors to discuss and to make a decision on the financial 
reorganization plan. The Court may approve the financial reorganization plan when credi- 
tors accept the plan. After the Court approves the financial reorganization plan, the claims 
and rights of creditors and other interested parties are rescheduled according to the plan. 

370 LOB, Chapter 3, Article 49, Clause 2. 

371 LOB, Chapter 3,  Article 50. 
372 LOB, Chapter 3 ,  Article 51, Clause 3.  



145 Liquidation of a Joint Stock Company 

In the course of bankruptcy proceedings, the debtor Company can be liquidated when a 
financial reorganization plan has: 

not been submitted to the Court; 

been rejected by the Court or the creditors; 

failed to restore the solvency and profitability of the debtor Company. 

145.1 How to Sell Assets of the Debtor Company 
The bankruptcy administrator is in charge of the sale of the debtor Company's assets when 
the Company is being liquidated. Before the assets of the Company can be sold, the bank- 
ruptcy administrator must publish the decision to sell the assets of the Company in an offi- 
cial newspaper with a circulation of at least 1,000 copies. Sale of the assets of the debtor 
Company takes place at least 20 days after the notice of the sale has been 

The bankruptcy administrator notifies all creditors whose claims exceed 5 percent of the 
total value of claims about the sale of assets when the value.of assets exceeds 10 percent 
of the total value of claims. 

The sale of assets can be done either through an auction or direct sale. If the assets are sold 
through an auction, the bankruptcy administrator notifies the Court, the debtor Company 
and the creditors at least 30 days before the auction. The notification includes the follow- 
ing infosmation: 

the place where the assets are located and where the auction will be held; 

a detailed description of the assets; 

the date of registration of the assets (real estate); 

minimum price of the assets. 

145.2 Priority Rule 
Armenian legislation identifies the following order of priority for the payment of  claim^:"^ 

1. Secured creditors; 

2. Court expenses and the compensation of the bankruptcy administrator; 

3. Compensation for harm caused to the life and health of individuals as a 
result of the debtor Company's activities; 

4. Employment contracts and salaries; 

5. Mandatory payments to the government (taxes, social security, etc.); 

6. Unsecured creditors; 
- 

373 LOB, Chapter 4, Article 56. 
374 CC, Chapter 5, Article 70; LOB, Chapter 4, Article 61. 



7. Other creditors' claims arising from:375 

a) unpaid interest on unsecured claims; 
' 

b) loans made to the Company; 
C) promissory notes with a maturity greater than 10 years; 
d) rights attached to preferred shares; 
c) gifts and inheritance; 

8. Shareholders of the debtor Company. 

Claims of creditors and other claimants in the same priority group are paid'proportionally. 
Claims of each successive group of creditors and other claimants are satisfied only after 
the full satisfaction of claims of the preceding 

Any property or assets of the debtor Company left after the satisfaction of all claims must 
be distributed among shareholders of the debtor Company proportionally to their invest- 
ment in the debtor Company in the following order: 

owners of preferred shares; 
owners of common shares. 

145.3 Liquidation Procedure 
After the assets of the debtor Company have been sold and the proceeds are distributed 
among the creditors and other parties, the bankruptcy administrator presents a liquidation 
report to the Court together with the balance sheet of the debtor Company. Copies of the 
liquidation report and the balance sheet are mailed to the debtor Company and its credi- 
tors. The debtor Company and its creditors can appeal the bankruptcy administrator's 
conclusions in the liquidation report to the Court. 

14.6 Closing of Bankruptcy Proceedings 
Bankruptcy proceedings are officially closed when: 

the Court decides that the financial reorganization plan has been success- 
fully implemented;377 

the Court approves the liquidation report. The liquidation process of the 
Company is completed after the State Register registers the Company as 
~iquidated.~" 

Bankruptcy proceedings can be terminated at any time by decision of the Court if the 
assets of the debtor Company are not sufficient to cover the Court's litigation expenses. 

375 LOB, Chapter 4, Article 62. 

j7' CC, Chapter 5, Article 70, Clause 1;  LOB, Chapter 4, Article 63. 

377 LOB, Chapter 5, Article 69, Clause 2. If the financial reorganization plan fails, the Court must con- 
tinue bankruptcy proceedings and start the liquidation process. 

378 CC, Chapter 5, Article 69, Clause 7; LJSC, Chapter 2, Article 32, Clause 3; LOB, Chapter 5, Article 
74, Clause I .  



Armenian Joint Stock Companies are required by law to maintain certain documents to 
prove that the Company conducts its business in accordance with Armenian legislation, its 
Charter and its by-laws. Documents can be divided into the following groups: (a) corpo- 
rate, (b) financial, (c) personnel and (d) commercial documents. 

15.1 Corporate Documents 

Corporaie documents are those which relate to the establishment of the Company and to 
the functioning of its bodies. They allow the Company to present a picture of its activities 
to shareholders, working bodies of the Company, State agencies, potential investors and 
the general public. 

15.1.1 Documents Related to the Establirhment of the bnpaay 
The following documents relate to the establishment of the Company: 

constituent agreement of founders to establish the Company; 

privatization documents (if the Company was established as a result of 
privatization); 

Charter of the Company; 

= Company's Stale registration certificate; 
amendments to the Charter of the Company. 

15.1.2 Dommnh Relafed to the Gmeml Meeting of Shareholders 
The following documents relate to the General Meeting of Shareholders: 

by-laws on the General Meeting of Shareholders; 

documents (receipts, notices) confirming proper notification of shareholders 
about the holding of General Meetings of Shareholders; 

requests of the Control Committee, the independent external auditor or the 
shareholders to hold an Extraordinary Meeting of Shareholders; 

list of shareholders eligible to participate in the General Meeting of Share- 
holders; 

documents confirming that the Company has provided the shareholders 
eligible to participate in General Meetings of Shareholders the opportunity 
to become acquainted with all documents regarding a particular Meeting; 

minutes of the General Meeting of Shareholders and the Counting Commit- 
tee; 



decisions of the General Meeting of Shareholders; 

ballots used by the General Meeting of Shareholders. 

15.1.3 Documents Related to the Board of Directors, the Executive 
Director and the Management Team 

The following documents relate to the Board of Directors, the Executive Director and the 
Management Team: 

by-laws (if any) on the Board of Directors; 

documents (receipts, notices) confirming proper notification of directors 
about the meetings of the Board of Directors; 

documents stating the reason(s) why directors have not participated in 
meetings of the Board of Directors, if any; 

minutes of meetings of the Board of Directors; 

copies of reports and documents of presentations held by members of the 
Board of Directors; 

decisions adopted by the Board of Directors; 

by-laws on the Executive Director and the Management Team of the 
Company; 

minutes of meetings of the Management Team; 

decisions adopted by the Executive Director and the Management Team. 

15.1.4 Documents Related to the Control Cornmiltee (Controller) 
The following documents relate to the Control Committee (Controller): 

by-laws (if any) on the Control Committee; 

documents (receipts, notices) confirming proper notification of members of 
the Control Committee about the meetings of the Control Committee; 

documents stating the reason(s) why members have not participated in 
meetings of the Control Committee, if any; 

minutes of meetings of the Control Committee; 

reports of the Control Committee on extraordinary audits; 
Control Committee's conclusions, presented to the General Meeting of 
Shareholders, on annual financial reports, the balance sheet, the financial 
reporting system and the financial strengths and weaknesses of the Com- 
pany; 
reports of the Control Committee about the compliance of the Charter and 
by-laws of the Company with Armenian legislation. 



15.2 Financial Documents 

Financial documents include all documents needed 1) to monitor the Company's financial 
performance, 2) to prepare reports to shareholders and investors and 3) to comply with tax 
~e~is la t ion ."~  The external independent auditor examines financial documents in the 
course of preparing regular reports to the Control Committee and the General Meeting of 
Shareholders. Financial documents include: 

bank account statements; 

balance sheet; 

monthly, quarterly and annual financial reports, profit and loss statements 
and income and cash flow statements; 

copies of all business plans approved by the General Meeting of Share- 
holders together with any financial projections. 

15.3 Personnel Documents 
Personnel documents ensure the proper documentation of the relationship between the 
Compan'y and its employees. This allows management to make quick and effective deci- 
sions regarding personnel issues. The Personnel Department or the Company's Chief Legal 
Counsel keeps personnel documents including: 

service documents (labor books) of the Company's employees; 

personnel files specifying each employee's full name, address, date of 
employment, position, salary, changes in employment status, evaluations 
and merit ratings; 

employee training materials and programs (including employee manuals); 

copies of individual and collective employment agreements (labor con- 
tracts), either current or expired; 

job descriptions; 

salary schedules; 

descriptions of all employee benefits provided by the Company (i.e. vaca- 
tion, health insurance, pensions, bonuses and employee shares); 

records of all the Company's contributions to funds such as the State pen- 
sion fund, social security funds, health insurance plans and the employ- 
ment benefit fund. 

379 See also the "Law o n  Accounting." 



15.4 Commercial Documents 
Commercial documents include contracts entered into by the Company and reports the 
Company is required to file with State agencies. 

15A.1 Contrcits and Agreements 
The following documents relate to contracts and agreements: 

loan documents, salelpurchase agreements, pledges, guarantees and other 
agreements under which the Company is directly or indirectly indebted for 
borrowed money; 

leases and deeds for real estate used or owned by the Company; 
agreements with suppliers, distributors and transporters and any other 
contracts with third parties entered into by the Company; 

originals of licenses and patents issued to the Company by State agencies. 

15.4.2 -011 and Arbitrution 
The following documents relate to litigation and arbitration: 

claims filed by or against the Company; 

Court judgments involving the Company; 

= other documents regarding legal disputes. 

15.4.3 Securities 
The following documents relate to securities: 

proof of registration of the Company's securities; 

Shareholder ~ e ~ i s t e r ; ~ "  

reports regarding the issuance and circulation of securities of the Com- 
pany, including prospectuses.38' 

380 Governmental Decree of the Republic of Armenia, No. 21 1, on the "Regulation of the Process of 
Maintaining the Register of the Owners of Registered Securities." 

381 Governmental Decree of the Republic of Armenia, No. 140, on the "Approval of Registration of Se- 
curities, Prospectuses of the Issuance of Securities and Submission of Information by the Issuers of 
Securities to the Authorized State Agency that Regulates and Supervises the Securities market and the 
Disclosure of Information." 



The following documents relate to intellectual property: 

industrial property such as patents, industrial designs, trademarks?82 trade 
names and firm names? 

copyrights in documented form such as scientific publications (including 
monographs, theses, reports on scientific research), construction, technical 
and design plans, audio-visual compositions, architectural plans, computer 
programs, databases and layouts of integrated chips; 
know-how such as commercial, technological and other confidential in- 
formation; 

licensing agreements entered into by the Company for the use of inven- 
tions covered by patents belonging to third parties and licensing agree- 
ments allowing third parties to use the Company's patents. 

15.45 Periodic Reports to State Agencies 
Armenian law requires Joint Stock Companies to periodically submit reports to State 
agencies. It is recommended that Companies establish internal regulations on documents 
that need to be reported to State agencies. 

155 Keeping Documents 

Current documents are agreements that are still in effect, documents regarding current 
Court and arbitration proceedings and reports that need to be submitted to State agencies. 

. , 

Archived documents are expired agreements, documents regarding closed Court and 
arbitration proceedings, annual financial reports and other (current) documents about the 
Company's activities. 

The Company must archive or maintain the following documents:384 

Charter of the Company including all amendments and prior versions; 

all by-laws and other internal documents that are approved by the General 
Meeting of Shareholders and other governing bodies of the Company; 

by-laws of all representative offices and branches of the Company; 

annual reports of the Company; 

documents stating ownership of assets that are included in the balance 
sheet of the Company; 

382 The "Law of the Republic of Armenia on Trademarks, and Service Marks, the Names of the Places of 
Production of Goods." 

383 The "taw of the Republic of Armenia on Firm Names." 

3KJ LJSC, Chapter 13, Article 96, Clause 1 and U S C ,  Chapter 13, Article 97, Clause I .  



prospectus for the issuance of securities; 

all accounting documents and accounting books; 

financial and statistical reports submitted to State agencies; 
= minutes of General Meetings of Shareholders; 

minutes of meetings of the Board of Directors, if any; 

minutes of meetings of the Control Committee, if any; 

minutes of meetings of the Management Team, if any; 
minutes of the Counting Committee, if any; 

ballots; 

reports of the Control Committee; 
reports of the independent external auditor; 

reports of State agencies concerning the Company; 
other documents required by the General Meeting of Shareholders, the 
Charter and the by-laws of the Company, the Board of Directors, the 
Executive Director and the Management Team. 

According to the Law on Accounting, a Company must archive documents, computer 
disks and tapes, accounting software, registration books, accounting books, financial 
reports and documents related to internal accounting procedures for at least five years."' If 
Armenian legislation does not specifically provide the procedures for the maintenance of 
documents, the Company must ensure that documents are maintained in compliance with 
procedures that have been approved by the General Meeting of Shareholders. 

385 Law on Accounting, Chapter 3, Article 19, Clauses 1-3. 

142 



Charter 

By-laws on the Rules of Order of the General Meeting of Shareholders 

By-laws on the Rules of Order of the Executive Director and the 
Management Team 

Example of the agenda of the Annual Meeting of Shareholders 

Notice of the Convening of the Annual Meeting of Shareholders 

Proxy # I  

Proxy #2 

I Proxy #3 

Minutes of the Meeting of the Board of Directors 

Ballot Card for the Election of the Executive Director 

Ballot Card for the Election of the Control Committee 

Ballot Card for the Election of the Board of Directors 



by the <<name of the appropriate State 
agency that registers legal entities in the 
Republic of Armenia.>> 

REGISTERED 

Registration #: 

APPROVED 

Certificate Serial #: 

Head of <<name of the appropriate State 
agency that registers legal entities in the 
Republic of Armenia.>> 

by the General Meeting of Shareholders 
of Open Joint Stock Company (name): 

Decision #: 

Minute #: 

Chairman of the General Meeting of 
Shareholders: 

Signature of the Chairman of the General 
Meeting of Shareholders: 

C H A R T E R  
OF OPEN JOINT STOCK COMPANY 
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Important Note: This is an example of a Charter that reflects the common practice of 
Western Companies to include in the Charter only information t& is required by 
legislation and provisions that are useful for a particular Company. l3is version only 
contains provisions that are required by the Civil Code and the Law on Joint Stock 
Companies in the Republic ofArmenia. See also chapter 5 of this Manual for more 
information on the Charter of a Joint Stock Comparry. 

Please remember that only the Charter nee& to be registered. By-laws and other in- 
ternal documents of the Company do not need to be registered. 

Disclaimer: The contents of this Charter and the accompanying by-laws are not in- 
tended to be and may not be viewed as legal advice. Always seek legal advice before 
submitting a Charter to the appropriate State agencies that register legal entities in the 
Republic of Armenia. 



Article 1. 
1 .  The Open Joint Stock Company " " (hereinafter referred 

to as the Company) has been established in accordance with the Civil Code of the Re- 
public of Armenia, the Law on Joint Stock Companies of the Republic of Armenia, 
and other legislative acts of the Republic of Armenia (hereinafter referred to as Arme- 
nian legislation). 

. Article 2. 
I .  The full name of the Company is: 

In Armenian 

In Russian , 

In English 

2. The abbreviated name of the Company is: 

In Armenian 

In Russian 

In English 

Article 3. 
I .  The Company is a Joint Stock Company whose charter capital is divided into a de- 

fined number of shares. 

2. The Company has a seal. a stamp, as well as trademarks and other requisites of a legal 
entity. 

Article 4. 
1 .  The Company's address is: 

2. The Company has the following representative offices: 

(name + address) 

(name + address) 

(name + address) 

3. The Company has the following branches: 

(name + address) 

(name + address) 

(name + address) 

Article 5. 
1 .  The Company issues common shares and can issue different classes of preferred 

shares. 

2. The Company can issue bonds and other securities as provided by Armenian legisla- 
tion. 



Article 6. 

Common shares 

Preferred shares 

1. The charter capital of the Company is Dram 
( ) in words. 

2. The charter capital of the Company is divided into the following shares: 

Class A (if any) 

Preferred shares 

Class B (if any) 

Article 7. 
1. The charter capital of the Company can be changed only by a decision of the General 

Meeting of Shareholders. 

Percentage of to- 
tal charter capital 

Article 8. 
1 .  All of the Company's issued shares may be acquired by one (1) shareholder. 

Nominal value of 
shares in Dram 

Types and 
classes of shares 

Article 9. 

Number of issued 
shares 

1. All common shares provide the same rights. 

2. The owners of common shares of the Company have the rights specified by Armenian 
legislation and this Charter. 

3. The Company does not guarantee payment of dividends to the owners of common 
shares of the Company. 

Article 
1 .  The class A preferred shares give their owners, in comparison with the owners of 

common shares and other classes of preferred shares, first priority for receipt of divi- 
dends and the liquidation value of shares belonging to them. 

2. The dividend on each preferred share of class A is - Dram per year, payable annu- 
ally no later than - days after the date of the Annual Meeting of Shareholders. 

3.  Unpaid or not fully paid dividends on class A preferred shares shall accumulate and be 
paid subsequently. 

4. The liquidation value of a class A preferred share is D r a m .  

386 This article is only relevant if the Company has issued preferred shares. 
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5 .  Each class A preferred share provides to its owners - votes on all issues on which 
class A preferred shares deliver the right to vote. 

6. The class B preferred shares give their owners second priority for receipt of dividends 
and the liquidation value of shares belonging to them, after the payment of dividends 
on the class A preferred shares and payment of the liquidation value of class A pre- 
ferred shares. 

7. The dividend on each preferred share of class B is - Dram per year, payable annu- 
ally no later than days after the date of the Annual Meeting of Shareholders. 

8. Unpaid or not fully paid dividends on class B preferred shares shall accumulate and be 
paid subsequently. 

9. The liquidation value of a class B preferred share is - Dram. 

10. Each class B preferred shares provides to its owners votes on all issues on which 
class B preferred shares provides the right to vote. 

a Article 11. 
1. The procedure and the form of payment for shares and securities of the Company are 

specified by Armenian legislation and by decision of the General Meeting of Share- 
holders. 

Article 12. 
1 .  The reserve fund is (at least 15) percent of the charter capital of the Company. 

2. The annual amount added to the reserve fund consists of (at least 5) percent of 
the Company's profit until the fund reaches the amount specified by Article 12.1 of 
this Charter. 

3. The reserve fund may be used only by a decision of the Board of Directors. 

4. The Company also has the following funds: 

1. 
r3 

Article 13. 
1 .  The Company has the following bodies: 

the General Meeting of Shareholders; 

the Board of Directors; 

the Management (the Executive Director and the Management Team); 

the Control Committee. 

Article 1.4. 
1. The Annual Meeting of Shareholders must be held on [insert a period between March 

1 and June 301. 



2. The procedures for preparing and holding a General Meeting of Shareholders are 
specified in the by-laws of the Company. 

Article IS. 
1. The Civil Code, the Law on Joint Stock Companies, the Charter and the by-laws of 

the Company determine the authority of the General Meeting of Shareholders. 

2. The General Meeting of Shareholders can delegate the following authority to the 
Board of Directors of the Company: 

the appointment and dismissal of the Executive Director; 

determination of procedures related to the compensation and reimburse- 
ment of the Executive Director. 

Article 16. 
1. The number of votes required to make a decision by the General Meeting of Share- 

holders is specified by Armenian legislation. 

2. Voting at the General Meeting of Shareholders is conducted by ballots. The form and 
content of ballots are approved by the Board of Directors. 

Article 17. 
1. The Civil Code, the Law on Joint Stock Companies, the Charter and the by-laws of 

the Company determine the authority of the Board of Directors. 

Article 18. 
1. The Board of Directors consists of - elected members. 

2. Natural persons who are not shareholders of the Company can be elected to the Board 
of Directors. 

Article 19. 
1 .  The quorum of meetings of the Board of Directors i s ( m o r e  than 50) percent of 

the total number of members of the Board of Directors. 

2. Members of the Board of Directors can vote by conferehce call or through other 
methods of communication if they cannot be physically present during meetings of the 
Board of Directors. 

Article 20. 
1. The Management of the Company is comprised of the Executive Director and the 

Management Team. 

2. The Management of the Company has the authority to decide all issues regarding the 
daily management of the Company which do not fall within the authority of the Gen- 
eral Meeting of Shareholders and the Board of Directors. 



3.  The Executive Director is appointed and dismissed by the General Meeting of Share- 
holders. 

4. Members of the Management Team are appointed and dismissed by the Board of 
Directors. 

Article 21. 
I .  The'Management Team is comprised of: 

the Executive Director; 

the Deputy Executive Director; 

the Chief Accountant; 

Article 22. 
1.  The Civil Code, the Law on Joint Stock Companies, the Charter and the by-laws of the 

Company determine the authority of the Executive Director and the Management 
Team. 

2. The Executive Director has the authority to: 

7 

3. The Management Team has the authority to: 

Article 23. 
1. The Company has a Control Committee. 

2. The Control Committee is comprised of-(at least 3) members. 

3. Members of the Board of Directors, the Executive Director and members of the 
Management Team cannot participate in the election and dismissal of members of the 
Control Committee. 

Article 24. 
1.  In order to audit the financial and economic activities of the Company, the Company 

has an external independent auditor. 

2. The General Meeting of Shareholders approves the external independent auditor of the 
Conipany. The Board of Directors signs the contract with the external independent 
auditor of the Company. The contract with the external independent auditor deter- 
mines the terms of his service, his authority and compensation. 



3. An independent external audit is carried out in instances specified by Armenian legis- 
lation. 

4. An independent external auditor may not: 

be an affiliated person of the Company, a person occupying an official 
position in or an employee of the Company or its affiliates, or the spouse, 
parent, child, brother, or sister of a person occupying an official position 
in the governing and management bodies of the Company and its affili- 
ates; 

own shares or securities of the Company or other property or property 
rights with regard to the Company and its affiliated persons; 

enter into transactions with the Company or its affiliates not connected 
with his activity as an external independent auditor; 

-enter into transactions with the Company or its affiliates not connected 
with his activity as an external independent auditor under which the 
amount of compensation depends on the results of the audit. 

Article 25. 
I .  Amendments to this Charter or a new version of the Charter must be approved by a 

three-fourths (3/4) majority vote of shareholders present at the General Meeting of 
Shareholders. 



APPROVED 

by the General Meeting of Shareholders of Open Joint Stock Company 

Name:_ 

Decision #: 

Minute #: 

As of 20- 

The Chairman of the General Meeting of Shareholders: 

Signature of the Chairman of the General Meeting of Shareholders: 

BY-LAWS 
ON THE RULES OF ORDER 

OF THE GENERAL MEETING OF SHAREHOLDERS 
OF OPEN JOINT STOCK COMPANY 

,I II 

CITY 20 

Important Note: The Law on Joint Stock Companies requires Companies to have by- 
laws on the rules of order of the General Meeting of Shareholders that speczfj, proce- 
dures that must be followed when the Company holds General Meetings of Share- 
holders when these are not speciJied in the Charter of the Company or established by a 
decision of the General Meeting of Shareholders. See also Chapter 5 of this Manual 
for more information on the by-laws of a Joint Stock Company. 
Remember that only the Charter needs to be registered By-laws and other internal 
documents do not need to be registered 
Disclaimer: The contents of these by-laws and the accompanying Charter are not in- 
tended to be and may not be viewed as legal advice. 

Article 1. 
1 .  These by-laws have been developed on the basis of Armenian legislation and the 

Charter of Open Joint Stock Company " " (hereinafter referred 
to as the Company) and determine the procedures for preparing, calling, holding, and 
making decisions by General Meetings of Shareholders (hereinafter referred to as the 
Meeting). 

2. Any issues arising during the preparation, calling and holding of the Meeting that are 
not regulated by these by-laws are governed by provisions of Armenian legislation and 
the Charter of the Company. The provisions in Armenian legislative acts prevail if pro- 
visions of these by-laws contradict the relevant provisions of Armenian legislation. 



Article 2. 
1. The Meeting is the highest decision-making body of the Company. 

2. The Company must hold its Annual Meeting on [insert a period between March 1 and 
June 301. 

3. The Company can hold Extraordinary Meetings of Shareholders if required. 

Article 3. 
I .  The Meeting has the authority to: 

make changes to the Charter of the Company; 

make changes to the amount of the charter capital of the Company; 

elect and dismiss members of the Board of Directors and the Control 
Committee; 

appoint and dismiss the Executive Director; 

approve the annual report, balance sheets, profit and loss statements and 
the allocation of profits of the Company; 

liquidate and reorganize the Company; 

appoint members of the Liquidation Committee, approve the liquidation 
plan, and intermediary and final liquidation balances of the Company; 

determine the number and the nominal value of shares that are issued by 
the Company; 

appoint the independent external auditor of the Company; 

determine the amount and the procedures for the payment of annual divi- 
dends; 

approve the financial results of representative offices and branches of the 
Company; 

limit the pre-emptive rights of shareholders; 

approve. amend and repeal by-laws on the rules of order of the Meeting; 

elect members of the Counting Committee for the Meeting; 

determine the way shareholders are notified and provided with informa- 
tion about the Company; 

determine procedures related to the selection of mass media to notify 
shareholders of Meetings; 

decrease (split) and increase (consolidate) the nominal value of shares of 
the Company; 

enter into large and interested transactions; 

approve the acquisition of shares of the Company; 
approve the terms of compensation and reimbursement of the Executive 
Director and members of the Control Committee; 



approve the compensation and reimbursement of members of the Board of 
Directors; 

establish subsidiaries, participate in subsidiaries and dependent Compa- 
nies; 

approve the allocation of employee shares, the terms of payment for em- 
ployee shares and the rights of owners of employee shares; 

exercise other authority specified by Armenian legislation, the Charter and 
the by-laws of the Company. 

2. The authority of the Meeting as specified by Article 3.1 of these by-laws cannot be 
delegated to the management bodies of the Company. 

3. The Meeting has no authority to discuss and to decide issues that do not fall within the 
authority of the Meeting. 

Article 4. 
I .  The Annual Meeting is prepared and called by the Board of Directors. The Board of 

Directors may appoint an organizing committee to perform administrative functions 
related to the preparation and holding of the Meeting. In this case, the Board of 
Directors remains responsible for preparing and convening the Meeting. 

2. An Extraordinary Meeting can be convened by the initiative of the Board of Directors 
and lipon the request of the following parties: 

the Control Committee; 

the independent external auditor; 

a shareholder or a group of shareholders owning at least 10 percent of 
shares of the Company with voting rights as of the date of the request. 

Article 5. 
1 .  The written request of shareholders who own at least 10 percent of the shares of the 

Company with voting rights to hold an Extraordinary Meeting must contain the fol- 
lowing information: 

grounds for the request; 

first and last name of the shareholder(s) submitting the request; 

mailing address of the shareholder(s) submitting the request; 

number, types, and classes of shares of the Company owned by the share- 
holder(~) submitting the request; 

statement from the Shareholders Register of the Company that verifies the 
number, types, and classes of shares of the Company owned by the share- 
holder(~) as of the date of submitting the request; 

signature of the shareholder(s) submitting the request. 



Article 6. 
1. Within 10 days of the request of shareholders or other parties to hold an Extraordinary 

Meeting, the Board of Directors decides if the Extraordinary Meeting will be held. The 
Board of Directors can refuse to organize the Extraordinary Meeting only on the fol- 
lowing grounds: 

parties have submitted the request to hold an Extraordinary Meeting but 
did not meet the requirements as specified by Article 5.1 of these by-laws; 

shareholders have requested the Extraordinary Meeting but do not own 
(enough) shares of the Company as specified by Article 5.1 of these by- 
laws; 

all items for the proposed agenda of the Extraordinary Meeting do not fall 
within the authority of the Meeting. 

2. The Board of Directors must notify parties submitting the request within 3 days after it 
has made the decision to organize or not to organize an Extraordinary Meeting. 

3. The initiating party can hold the Extraordinary Meeting if the Board of Directors has 1) 
rejected the request or 2) when the Board of Directors has not made a decision within 
10 days after it has received the request to organize an Extraordinary Meeting. 

4. Parties whose request to organize an Extraordinary Meeting has been rejected by the 
Board of Directors have the right to appeal the decision to the Court. 

Article 7. 
1. Shareholders must be notified days (or days, if the Company has more than 

500 Shareholder with voting rights) before the Annual Meeting. The shareholders (and 
other participants) must be notified through a written notice. 

2. The following individuals must be notified of the Meeting: 

owners of shares with voting rights of the Company; 

members of the Board of Directors; 

the Executive Director and members of the Management Team; 

members of the Control Committee; 

the independent external auditor when he is invited to present his conclu- 
sions on the financial statements of the Company. 

3. The notice must include the following information: 

name and address of the Company; 

date, time and location of the Meeting; 

procedure for and the time when the registration of shareholders eligible to 
participate in the Meeting starts and ends; 
date as of which the Board of Directors has prepared the list of share- 
holders eligible to participate in the Meeting; 



agenda of the Meeting; 

procedures which allow shareholders to obtain information from the Com- 
pany related to the organization and the agenda of the Meeting; 

other appropriate information 

4. The date indicated by the postal mark on the envelope is the date of notification. 

5.  The Board of Directors must approve the procedures which allow shareholders to ob- 
tain information from the Company related to the organization and the agenda of the 
Meeting. 

Article 8. 
1.  A shareholder or a group of shareholders owning at least 2 percent of shares of the 

Company with voting rights have the right to submit a maximum of 2 proposals for the 
agenda of the Meeting. The proposals must be submitted in writing to the Board of 
Directors of the Company w i t h i n d a y s  (at least 30 days) after the end of the fiscal 
year and must contain the following information: 

grounds for the proposal; 

first and last name of the shareholder(s) submitting the proposal; 

mailing address of the shareholder(s) submitting the proposal; 

number, types, and classes of shares of the Company owned by the share- 
holder(~) submitting the proposal; 

copy of the Shareholder Register of the Company that verifies that the 
shareholder(s) submitting the proposal owns at least 2 percent of shares of 
the Company with voting rights as of the date of submitting the proposal; 

signature of the shareholder(s) submitting the proposal. 

2. Shareholders or a group of shareholders owning at least 2 percent of shares of the Com- 
pany with voting rights have the right to propose candidates for the Control Committee 
and the Board of Directors within days (at least 30 days) after the end of the fiscal 
year. The number of candidates that can be proposed by shareholders is limited to the 
number of members specified for these bodies by the Charter of the Company. The 
proposal(s) must be submitted in writing to the Board of Directors of the Company 
within days (at least 30 days) after the end of the fiscal year and must contain the 
following information: 

grounds for the proposal; 

first and last name of the shareholder(s) submitting the proposal; 

mailing address and passport number of the shareholder(s) submitting the 
proposal; 

number, types and classes of shares of the Company owned by the share- 
holders who propose candidate(s) to the Board of Directors and the Con- 
trol Committee; 



= a statement that a candidate(s) is a shareholder of the Company; 

name of the candidate(s); 

number, types and classes of shares of the Company owned by the candi- 
date(~);  

signature of the shareholder(s) submitting the proposal. 

3. Within 3 days after the Board of Directors has made the decision to approve or to reject 
proposals, the Board of Directors must notify shareholders whose proposal has been 
approved or rejected. This must be done through a written notice. Shareholders whose 
proposals have been rejected by the Board of Directors have the right to appeal the de- 
cision to the Court. 

1.  Shareholders can participate in the Meeting in person or with a power of attorney. A 
power of attorney gives its authorized holder the right to act on behalf of the share- 
holder. The representative of the shareholder can participate in the Meeting only with a 
power of attorney. Regardless of the powers of attorney granted to his representatives, 
the shareholder reserves the primary right of participation in the Meeting. 

2. The shareholders can vote and make decisions by written consent during Extraordinary 
Meetings. 

3. Only the person in whose name the shares are registered in the Shareholder Register 
has the right to participate in the Meeting. 

4. The Executive Director, members of the Management Team and the external independ- 
ent auditor of the Company (or his representative) can participate in the Meeting with- 
out the right to vote when they do not own shares of the Company with voting rights. 

5. The Board of Directors can invite guests to be present during the Meeting even if they 
do not own shares of the Company with voting rights. The Meeting must approve the 
presence of guests. 

Article 10. 
I .  In order to participate in the Meeting, shareholders must register with the Counting 

Commission. Registration takes place based on the list of shareholders eligible to par- 
ticipate in the Meeting. 

2. In order to be registered for the Meeting, a shareholder must present a document for 
identification as specified in the notification of the Meeting. 

3. The registration of shareholders eligible to participate in the Meeting starts hour 
a n d -  minutes and ends-minutes before the commencement of the Meeting. 

4. If the Company has more than 500 shareholders with voting rights, the ballots must be 
submitted to shareholders according to the procedures and timetables specified by 
Article 7 of these by-laws. 



5 .  If the Company has 500 or fewer shareholders with voting rights, shareholders and 
their'representatives receive ballots and cards necessary for voting after they have been 
registered as specified by Article 10.1 of these by-laws. 

6. The form and content of ballots are specified by the decision of the Board of 
Directors. 

7. The seal of the Company must be placed on ballots before these are distributed among 
shareholders. 

8. The Counting Commission verifies the quorum of the Meeting after the registration of 
participants of the Meeting has been completed. 

9. A separate registration list of participants must be prepared for each day the Meeting is 
held. 

Article 1 1. 
1. The Meeting is valid (has a quorum) if shareholders owning more than 50 percent of 

shares of the Company with voting rights have been registered to participate in the 
Meeting. 

2. In case a quorum is not present, a new date for holding the new Meeting must be an- 
nounced. No amendments can be made to the agenda of the new Meeting. 

3. The new Meeting is valid if shareholders owning more than 30 percent of the shares of 
the Company with voting rights have been registered to participate in the Meeting. 

4. A Meeting that is held by written consent is valid when the owners of 50 percent of the 
shares of the Company with voting rights have participated in the voting. 

Article 12. 
1 .  The Chairman of the Board of Directors opens the Meeting if the Counting Comrnis- 

sion verifies that a quorum of the Meeting is present. 

2. The Chairman of the Board of Directors informs shareholders present at the Meeting 
about invited guests from State agencies, media, and others. 

Article 13. 
1 .  The Meeting approves the Counting Cornrnission upon the proposal of the Board of 

Directors. 

2. The ;umber of members of the Counting Commission is (at least three). 

3. The following individuals cannot be members of the Counting Commission: 

members of the Board of Directors; 

the Executive Director; 
members of the Management Team; 

members of the Control Committee. 



Article 14. 
1. The Meeting elects the Chairman and the Secretary of the Meeting. 

2. The Chairman of the Meeting: 

presides over the Meeting; 

presents the agenda and rules of order of the Meeting; 

opens the discussion on agenda items and gives the floor to shareholders 
and others; 

gives explanations on issues relating to the procedure on holding the 
Meeting; 

announces the voting results. 

3. If the Chairman of the Board of Directors is also the Executive Director of the Com- 
pany, another member of the Board of Directors presides over the Meeting. 

4. The Secretary makes sure that issues discussed or raised at the Meeting, together with 
any decisions made, are recorded in the minutes of the Meeting. 

Arficle 15. 
1 .  Voting is conducted on the principle of "one share - one vote" or by the use of cumu- 

lative voting as required by Armenian legislation. Preferred shares can give share- 
holders more than one (1) vote per share as specified by the Charter of the Company. 

2. voting for members of the Board of Directors is based on: 

the "one share - one vote" principle if the Company has 500 or fewer 
shareholders with voting rights; 

cumulative voting if the Company has more than 500 shareholders with 
voting rights. 

3. Voting at the Meeting is conducted with ballots. 

Arficle 16. 
1 .  Decisions.on the following issues are made by a three-fourths (314) majority vote of 

shareholders present at the Meeting: 

approval of the Charter of the Company; 

amendments to the Charter of the Company; 

appointment of the Executive Director; 

approval of intermediary and final liquidation balances of the Company; 
reorganization of the Company and; 

decreasing the charter capital of the Company. 



2. Decisions on the following issues are made by a two-thirds (213) majority vote of the 
total number of shareholders of the Company: 

liquidation of the Company; 

appointment of the Liquidation Commission. 

3. Shareholders with voting rights who are present at the Meeting and who are not an in- 
terested party in the following transactions can approve the following interested trans- 
actions with a simple majority vote: 

transactions with a market value of more than 2 percent of the assets of the 
Company; 

transactions that are carried out with the purpose of issuing shares and 
other securities convertible to shares with voting rights when the number 
of shares is more than 2 percent of previously issued shares of the Com- 
pany; 

transactions in which all members of the Board of Directors are interested 
parties. 

4. Decisions on all other issues that fall within the authority of the Meeting are made by a 
simple majority vote of all shareholders with voting rights present at the Meeting. 

5 .  The decisions of the Annual Meeting are binding for all shareholders, whether or not 
they were present during the Meeting, and working bodies and employees of the Com- 
pany. 

Article 17. 
I .  The Secretary of the Meeting prepares the minutes of the Meeting within 15 days after 

the Meeting. 

2. The minutes of the Meeting must include the following information: 

place and time of the Meeting; 

total number of shares of the Company with voting rights that were 
present during the Meeting; 

name of the Chairman and the Secretary of the Meeting; 

name of members of the Counting Commission; 

agenda of the Meeting; 

summary of speeches delivered and the discussions that took place at the 
Meeting; 

items that were voted on and the voting results; 

decisions made at the Meeting; 

signature of the Chairman and the Secretary of the Meeting. 

3. The minutes of the Meeting are prepared on the basis of the minutes of the Counting 
Commission containing the voting results. 



4. All members of the Counting Commission sign the minutes of the Counting Commis- 
sion. Immediately after the preparation of the minutes of the Counting Commission, all 
ballots must be packed and sealed by the Counting Commission and transferred to the 
archives of Company together with the minutes of the Meeting and other documents 
related to the Meeting. 

5.  If the minutes of the Counting Commission on voting results are prepared after the end 
of the Meeting, shareholders must be notified of the results of the Meeting in a manner 
as provided by Article 18 of these by-laws. 

6. Each shareholder of the Company has the right to inspect the minutes of the Counting 
Commission on voting results. 

7. Each shareholder of the Company has the right to inspect the minutes of the Meeting. 

Article 18. 
I .  Shareholders must be provided with information regarding the decisions of the Meeting 

within 45 days after the Meeting. 

2. The Company must provide shareholders with details of all decisions through the 
publication in a newspaper with a circulation of at least 1,000 copies in the Republic of 
Armenia. 

Article 19. 
I .  These by-laws shall be approved by the Meeting and may be amended or repealed only 

by the Meeting. 



APPROVED 

by the Eloard of Directors of Open Joint Stock Company (name): 

Decision #: 

Minute #: 

As of 20- 

The Chairman of the Board of Directors: 

Signature of the Chairman of the Board of Directors: 

BY -LAWS 
ON THE RULES OF ORDER 

OF THE EXECUTIVE DIRECTOR AND 
THE MANAGEMENT TEAM 

OF OPEN JOINT STOCK COMPANY 

CITY 20-. 

Important Note: The Law on Joint Stock Companies requires Companies to have by- 
laws on the rules of order of the Executive Director and the Management Team. See 
also Chapter 5 of this Manual for more information on the by-laws of a Joint Stock 
Company. 

Remember that only the Charter nee& to be registered. By-laws and other internaI 
documents do not need to be registered. 

Disclaimer: The contents of these by-laws and the accompanying Charter are not in- 
tended to be and may not be viewed as 1egaI advice. 



Article 1. 
1.  These by-laws have been developed on the basis of Armenian legislation and the 

Charter of Open Joint Stock Company " " (hereinafter referred 
to as the Company) and determine the status, the composition and the authority of the 
Executive Director and the Management Team of the Company (hereinafter referred to 
as the Management) and the order of work of the Management. 

2. Any issues regarding the status, the composition and the authority of the Management 
and the order of work of the Management not regulated by these by-laws are governed 
by provisions of Armenian legislation and the Charter of the Company. The provisions 
in Armenian legislative acts prevail if provisions of these by-laws contradict the rele- 
vant provisions of Armenian legislation. 

Article 2. 
1 .  The Management Team consists of members. 

2. The Management Team is comprised of: 

the Executive Director; 

the Deputy Executive Director; 

8 the Chief Accountant; 

= the Secretary; 
rn heads of representative offices and branches of the Company (if 

any); 
8 

3. The Executive Director is the Chairman of the Management Team. 

Article 3. 
1 .  The Management of the Company has the authority to decide all issues regarding the 

daily management of the Company which do not fall within the authority of the 
General Meeting of Shareholders and the Board of Directors as specified by Armenian 
legislation, the Charter and the by-laws of the Company. 

2. The Management implements decisions made by the General Meeting of Shareholders 
and the Board of Directors. 

Article 4. 
1. The Executive Director has the authority to: 

use the Company's property and funds under the authority vested in him 
by the Charter and the by-laws of the Company and by decision of the 
General Meeting of Shareholders and the Board of Directors; 

enter into transactions on behalf of the Company; 



represent the Company in the Republic of Armenia and abroad; 
act on behalf of the Company without a power of attorney; 

open bank accounts; 
organize the work of the Management Team; 

call and preside over the meetings of the Management Team; 

organize the keeping of minutes of meetings of the Management Team; 
assign and delegate duties to members of the Management Team and other 
employees of the Company and determine the scope of their authority; 
monitor the actions of members of the Management Team and other em- 
ployees of the Company; 
hire and dismiss employees except for those elected or appointed by the 
General Meeting of Shareholders and the Board of Directors; 

make motivational and disciplinary decisions regarding employees; 
implement decisions of the General Meeting of Shareholders and the 
Board of Directors and report back to these bodies; 

exercise other authority specified by Armenian legislation, the Charter of 
the Company, the by-laws of the Company and the contract the Company 
has signed with the Executive Director. 

2. In case of a temporary absence of the Executive Director, the Deputy Executive 
Director performs his responsibilities. 

3. The Executive Director remains responsible for activities that have been delegated to 
other-members of the Management Team and employees of the Company. 

4. All members of the Management Team and employees of the Company must follow 
instructions and orders issued by the Executive Director that fall within the authority of 
the Executive Director. 

Article 5. 
1. The Management Team has the authority to: 

approve current plans for Company's operations and specific actions re- 
quired for their implementation; 

develop business plans and other financial and economic activities of the 
Company; 

exercise other authority specified by Armenian legislation, the Charter and 
the by-laws of the Company. 

2. The Management Team has the authority to prepare and submit for approval of the 
Board of Directors: 

employment regulations of the Company; 
annual statements of the Company; 



profit and loss statement of the Company; 

profit and loss distribution of the Company; 

annual performance results of representative offices and branches of the 
Company; 
Charters and regulations of representative offices and branches of the 
Company; 

payment schedule and amount of annual dividends; 

administrative and organizational structure of the Company; 

proposals on the establishment of representative offices and branches of 
the Company; 
the amount and payment procedure of intermediary and annual dividends 
for shares of the Company; 

= annual budget estimates. 

3. Decisions of the Management Team that fall within the authority of the Management 
Team must be implemented by all members of the Management Team and other em- 
ployees of the Company. 

Article 6. 
1 .  A natural person or a legal entity may serve as a member of the Management Team. 

2. Natural persons (or legal entities) that are not shareholders of the Company can be ap- 
pointed to the Management Team. 

3. Members of the Management Team must perform their duties in their personal capacity 
and may not delegate their powers to other members of the Management Team or to 
third parties. 

Article 7. 
1. u p o i  the recommendation of the Board of Directors, the appointment of the Executive 

Director is approved by the General Meeting of Shareholders with a (three- 
fourths) majority vote of shareholders with voting rights present at the General 
Meeting of Shareholders. 

2. The Executive Director may be dismissed at any time from his office with a 
(three-fourths) majority vote of shareholders with voting rights present at the General 
Meeting of Shareholders. 

3. Members of the Management Team are appointed by the Board of Directors with a 
(two-thirds) majority vote of members of the Board of Directors present at the 

meeting of the Board of Directors. 

4. Members of the Management Team may be dismissed at any time from the office with 
a- (two-thirds) majority vote of members of the Board of Directors present at 
the meeting of the Board of Directors. 



Article 8. 
I .  The work of the Management Team is organized in the form of meetings. The meetings 

of the Management Team are held when required but not less than once 
e v e r y d a y s .  

2. Meetings of the Management Team may be held in the following manner: 

by gathering members of the Management Team in one place; 

by conference call or other means of communication which enables mem- 
bers of the Management Team to hear each other. 

3. The Management Team meets upon the request of one of the following parties: 

the Executive Director; 

the Board of Directors; 

the Control Committee; 

the independent external auditor; 

any member of the Management Team. 

3. The request to hold a meeting of the Management Team is submitted to the Executive 
Director. The Executive Director must make a decision to accept or reject the request 
within days. The party who submitted-the request receives a written notification 
regarding the decision of the Executive Director within days. 

5. Members of the Management Team and invited guests are given no less than days 
written notice of meetings of the Management Team. Such notice must specify the 
date, time and place of the meeting, the name of the requesting party, as well as the 
agenda and procedures of the meeting. 

6. Any member of the Management Team is entitled to propose amendments to the 
agenda of the meeting no later t h a n d a y s  before the date of a meeting of the 
Management Team. The agenda is approved by a simple majority vote of members of 
the Management Team present at the meeting of the Management Team. 

7. During its meetings, the Management Team has the right to decide issues not included 
in the agenda if agreed upon by all members of the Management Team present at the 
meetjng of the Management Team. 

Article 9. 
I .  The quorum for meetings of the Management Team is (75) percent of the total 

number of members of the Management Team as specified by Article 2.1 of these by- 
laws. 

2. Decisions of the Management Team are made by a (a unanimous) vote of 
members of the Management Team present at the meeting of the Management Team on 
the following issues: 

employment regulations of the Company; 

Charters of representative offices and branches of the Company; 



administrative and organizational structures of the Company; 

annual budget estimates; 

3. Other decisions are made by a (314) vote of members of the Management 
Team present at the meeting of the Management Team. 

4. Each member of the Management Team has one (1) vote. 

1. The Management Team must keep minutes of its meetings. The minutes must be pre- 
pared by the Secretary of the Management Team w i t h i n d a y s  after the meeting and 
must be kept in the archives of the Company. 

2. The minutes must contain the following information: 

location and time of the meeting; 
names of members of the Management Team and invited guests present at 
the meeting; 

agenda of the meeting; 

voting results and decisions made by the Management Team. 

3. The minutes of meetings of the Management Team must be signed by the Executive 
Director. The Executive Director is responsible for the accuracy of the minutes. 

4. Immediately after signing the minutes of the meeting of the Management Team, the 
minutes, all materials and documents connected to the meeting must be archived in the 
Company's archives. 

5. Members of the Board of Directors, the Executive Director, members of the Manage- 
ment Team and the Control Committee have access to the minute book of the Com- 
pany and have the right to receive a copy of the minutes of the meetings of the 
Management Team. 

Article 1 1. 
1. The Executive Director and members of the Management Team are compensated for 

the performance of their duties and reimbursed for expenses connected to the perfor- 
mance of their duties. 

2. The General Meeting of Shareholders determines the amounts and the procedures for 
the compensation and reimbursement of the Executive Director. 

3. The Board of Directors determines the amounts and the procedures for the compen- 
sation and reimbursement of the members of the Management Team. 

4. The amounts and the procedures for the compensation of the Executive Director and 
members of the Management Team must be specified by contracts signed by the Com- 
pany with the Executive Director and members of the Management Team. 



Article 12. 
1 .  The Executive Director and members of the Management Team must perform their 

duties honestly, in good faith and in the best interests of the Company. 

2. The Executive Director and members of the Management Team can be held liable for 
losses caused to the Company according to the procedures specified by Armenian 
legislation. 

Article 13. 
1. Members of the Management Team are required to provide information to the Board of 

Directors and the Control Committee on: 

legal entities (name and address) in which they, independently or together 
with other persons cooperating with interested parties, own at least 20 per- 
cent of the shares with voting rights; 

legal entities (name and address) in which they hold managerial or gover- 
nance positions; 

transactions (completed or pending) in which they act as interested parties. 

Article 14. 
I .  These by-laws must be approved by the Board of Directors and may be amended or 

repealed only by the Board of Directors. 

2. Amendments to these by-laws must be approved by a (314) majority vote of 
members of the Board of Directors present at the meeting of the Board of Directors. 

3. Amendments to these by-laws become effective from the moment of their approval by 
the Board of Directors. 

4. Shareholders must be notified of amendments to these by-laws at the first General 
Meeting of Shareholders after the amendments have become effective. 



Approved 

by the Board of Directors 

of Open Joint Stock Company 

<< >> 

Decision #: 

Minutes #: 

as of 20- 

The Chairman of the Board 
of Directors 

AGENDA 
of the Annual Meeting of Shareholders 

of Open Joint-Stock Company 
(< >> 

20- 

1. Approval of the Company's annual report. 

2. Approval of the Company's balance sheet. 

3. Approval of the Company's profit and loss statement. 

4. Approval of the Company's profit distribution. 

5. Approval of the annual results of branches and representative offices of the Company 
(when required). 

6. ~le'ction of the Board of Directors. 

7. Approval of the appointment of the Executive Director (when required). 

8. Election of the Control Committee (when required). 

9. Approval of amendments to the Charter of the Company (when required). 

10. Determination of the amount and the procedures for the payment of annual dividends. 

1 1. Approval of the appointment of the independent external auditor and the approval of 
the terms of compensation for his services (when required). 



NOTICE 
OF THE CONVENING OF THE ANNUAL MEETING OF 

SHAREHOLDERS 
OF OPEN JOINT-STOCK COMPANY 

Dear Shareholder: 

We hereby inform you that in compliance with decision #: of Board of 
Directors (Minute # as of 20-), the Annual Meeting of Shareholders 
of Open Joint Stock Company (< D will be held on 

20- a t h o u r  at the following address: 

AGENDA 

In order to be entitled to participate in and to vote at the Meeting, you or your fiduciary 
must be registered. You or your fiduciary must present identification (your fiduciary must 
also present the power of attorney). The registration of participants of the Meeting will be 
held at the site of the Meeting. The registration will start at on 
2 0  and finish at ( I0  minutes before the opening of the Meeting). 

In order to receive documents and other materials related to the Meeting, you or your fidu- 
ciary must come to (address) from (time) to - (time) on 
(dates). You or your fiduciary must present identification (your fiduciary must also present 
a power of attorney). 

For additional information please contact: 

Tel: 

Fax: 

Yours truly. 

The Chairman of the Board of Directors 



P R O X Y  # 1  

City (village) - 

(day, month and year in words) 

1, 
(surname, first name and patronymic) 

resident of 

(passport series # issued on 20- 

by -)3 

(name of issuing authority) 

hereby authorize 
(surname, first name and patronymic) 

resident of 

(passport series # issued on - 

by - 
(name of issuing authority) 

1 

to be my representative in all Companies, institutions and organizations irrespective of 
their form of ownership, including government bodies, on issues relating to the manage- 
ment of a block of (number) (type and class) shares in Joint Stock Com- 
pany << belonging to me by the right of ownership. 

In connection therewith I vest him with the following rights: 

I .  To participate in the General Meeting of Shareholders of the above mentioned Joint 
Stock Company. 

2. To submit on my behalf, letters, statements, petitions and other documents. 

3. To sign on my behalf, letters, statements, demands, petitions, protocols, appeals and 
other documents. 

4. To obtain information, documents and explanations from governance and other bodies 
of the Company, shareholders, enterprises, institutions and organizations irrespective 
of their form of ownership. 

5. To vote on my behalf at his own discretion on all the issues on the agenda of the 
General Meeting of Shareholders, as well as on other issues put to a vote. 

6. To take all other steps relating to the management of my corporate rights. 

This proxy is issued with the right of reassignment and shall be valid for years, 
i.e., until 

20- 
(Signature + date) 



P R O X Y  # 2  

City (village) 

(day, month and year in words) 

I, 
(surname. first name and patronymic) 

resident of 

(passport series # issued on 

by 
(name of issuing authority) 

1 

hereby authorize , 
(surname, first name and patronymic) 

resident of 

(passport series # issued on 

by 
(name of issuing authority) 

1 

to be my representative at the General Meeting of Shareholders of the Joint Stock Com- 
PanY which is scheduled 
for 20-. 

In connection therewith I vest him with the following rights: 

1 .  To submit on my behalf, letters, statements, petitions and other documents. 

2. To sign on my behalf, letters, statements, demands, petitions, protocols, appeals and 
other documents. 

3. To obtain information, documents and explanations from governance and other bodies 
of the Company and its shareholders. 

4. To vote on my behalf on all the issues included in the agenda of the General Meeting 
of Shareholders, as well as on other issues put to a vote. 

5. To take all other steps relating to the representation of my interests at the General 
Meeting of Shareholders. 

This proxy is issued with the right of reassignment and shall be valid for the duration of 
the Meeting and any adjournments, but not longer than three months, i.e., until 

20-- 
(Signature + date) 



P R O X Y  #3 

City (village) 

(day, month and year in words) 

I, 
(surname, firs1 name and patronymic) 

resident of 

(passport series # issued on 

by- 
(name of issuing authority) 

) 3 

hereby authorize 
(surname, first name and patronymic) 

resident of 

(passport series # issued on 

by 
(name of issuing authority) 

) 9 

to be my representative at the General Meeting of Shareholders of the Joint Stock Com- 
PanY which is sche- 
duled for 20-. 

In connection therewith I vest him with the following rights: 

1. To submit on my behalf, letters, statements, petitions and other documents. 

2. To sign on my behalf, letters, statements, demands, petitions, protocols, appeals and 
other documents. 

3. To obtain information, documents and expIanations from governance and other bodies 
of the Company and its shareholders. 

4. To vote on my behalf on all the issues included in the agenda of the General Meeting 
of Shareholders, as well as other issues put to a vote in the following way: 
4.1. On issue # I  " 9 9 .  

4.2. On issue #2 " j?.  

4.3. On issue #3 " ( 1 .  

5 .  To take all other steps relating to the representation of my interests at the General 
Meeting of Shareholders. 

This proxy is issued with the right of reassignment and shall be valid for the duration of 
the Meeting and any adjournments, but not longer than three months. i.e., until 

20- 
(Signature + date) 



MINUTES # 

OF THE MEETING OF THE BOARD OF DIRECTORS 
OF JOINT-STOCK COMPANY 

Members of the Board of Directors Present: 
I .  , Chairman; 
2. , Secretary; 

3. 

Members of the Board of Directors Absent: 
1 .  

2. 

Invited: 
1, , Executive Director; 

2. , Chief Accountant; 

3. 

4. 

In accordance with the Charter, a quorum for holding the meeting is present. 

Agenda: 

On issue #1 of the agenda, the meeting listened to: 

The Chairman of the meeting put the issue to a vote. 

Voting results: yes ; no . 
The resolution is passed1 not passed. 



On issue #2 of the agenda, the meeting listened to: 

1 .  

2. 

3.  - 
The Chairman of the meeting put the issue to a vote. 

Voting results: yes ; no . 
The resolution is passed1 not passed. 

Decisions: 

3. 

Chairman of the Board of Directors: ( 1 
Secretary of the Board of Directors: ( 1 

(It is recommended to include in the minutes a section entitled "Signatures of persons pre- 
sent" wherein signatures of all the persons present at the meeting may be written includ- 
ing the Chairman and the Secretary of the Board of Directors. The availability of the sig- 
natures of the persons present: I )  confirms their presence at the meeting; 2)  confirms their 
acceptance of the contents of the minutes. 

Signatures of the persons present at the meeting: 



Ballot Card for the General Meeting of Shareholders of Open JSC " ", City 20- 

Agenda issue 

#- 

Ballot Card for the General Meeting of Shareholders of Open JSC " " ,  C i t y ,  20- 

Agenda issue 

#- 

Appointment of the Executive Director 
votes 

First name, middle name, last name of candidate 

Election of the Control Committee 

First name, middle name. last name of a shareholder 

l For l Against l Abstain I 

votes 

First name, middle name, last name of candidate 

1 > 
2 )  

3 ) 
4) 
5 ) 

Leave blank the decision ofyour choice and cross the two other boxes with "X" 

Stamp 

First name, middle name, last name of a shareholder 

I For I Against I Abstain I 
I For I Against I Abstain I 
I For I Against I Abstain I 
I For I Against I Abstain I 
I For I Against I Abstain I 

Leave blank the decision of your choice and cross the two other boxes with "X" 

Stamp 



Ballot Card for the General Meeting of Shareholders of Open JSC " ", C i t y ,  20- 

Agenda issue 

#- 

Election of the Board of Directors 
votes 

First name, middle name, last name of candidate 

1 > 
2) 
3) 
4) 
5 

First name, middle name, last name of a shareholder 

I For I Against I Abstain I 
I For I Against I Abstain I 
I For I Against I Abstain I 
I For I Against I Abstain I 
I For I Against I Abstain I 

Leave blank the decision of your choice and cross the two other boxes with "X" 

Stamp 



This Manual focuses on the laws 
and practices s l p p l i e  to Joint Stock 

' . I  

k P . . - l  - Companies in the RepuWic of Armenia. 

pt 'I 

Sina many of Atmenials privatized 
enterprises are wganized as Open - and Closed JdKlt Stack C m p n k ,  
this Manual has been dewbpd 
to in4roduce essm4i.A concepts - +of corporate governam to sharehdders, 

directors and manager% af privatized 
enterprises and enterprises t M  will be 

privatized in the near futwe. 
The Manual has also been witten 

I 
to help government officials, lawyers, 

judges and others. 
The Manual takes into account 
appkable laws and regulations : in ttw ~ e p u ~ i c  d~nrrenia. 

The Manual also makes refemce 
to the principles d corporate 

governance generally accepted 
A. f: by the international business community. 

- ' # - - 4 w  - -. . - 

R i a  by AREG ~~ ' --- 
k' '  d 'a & 


