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Executive Summary

The influx of petrodollars to the country in recent years has paved the way for considerable
expenditures in the state budget and the State Oil Fund of the Azerbaijan Republic (SOFAZ).
Azerbaijan’s oil revenues are mainly allocated to finance projects for road construction,
transport, water supply, building of houses for refugees and IDPs. The major challenge now is to
spend these revenues efficiently and transparently. In fact, all the problems stem from gaps in
public procurements and lack of competitive environment whilst conducting tender procedures.
With funding from USA-headquartered Partnership for Transparency Fund (PTF), our case study
on tenders announced for the projects and programs funded by SOFAZ showed that even no
tender had been carried out in restrained terms, while tenders claimed to have been conducted
violated all provisions of the Law on Public Procurement. Since no announcement about tender
and its results was published in organ of press; the names of all tenderers bidding for the project
were not publicly disclosed; the announcement did not provide information about engineering

study, the description of goods to be delivered and works to be performed.

The requirements to contractors’ qualification Indices were not determined and assessed while
selecting contractor. And all items of the Article “Conflict of interests at public procurements” of
the law were violated. Those tenderer, having close links with organizer of tender, was declared
the winner. In certain circumstances, amid tender procedures companies close to relevant
agencies had entered into a formal consortium with qualified foreign companies, in order take
advantage of selection criteria. This is why the performance and technical parameters of SOFAZ-
financed projects are unavailable to the public. What is most remarkable is that some projects,
nothing else than, have been under implementation for years and their termination or completion
still seem impossible. Each project cost went 30-40 percent higher versus the initial contract
values. In fact, the additional cost to the large-scale project should not exceed 15 percent in the

worldwide practice. If more, the price surge is impacted by no economic, but other factors.

It should be noted that all the projects funded by SOFAZ are requested by state agencies: the

Oguz-Qabala-Baku water pipeline project, the implementing agency for which is Azersu Open



Joint Stock Company, whereas the Social Development Fund for Internally Displaced Persons
(SDFIDP) has been entrusted as the main implementing agency to implement the project of the
improvement of social condition of refugees and internally displaced persons, Melioration and
Water Industry Company - the Samur Absheron irrigation system reconstruction project, the
country’s Transport Ministry — the Baku-Thbilisi-Kars (BTK) project. Under the law, tender
procurements must be implemented by these agencies. Since in compliance with the law
applicability area of the Law on Public Procurement, all public procurements of goods, works
and other services worth AZN 50,000 (fifty thousand) and more, performed by public bodies
(including state share in charter fund of which is 30 and more percents at the account of state
funds, loans and grants obtained by state and received under state guarantee) shall be conducted
by methods of open tender. According to the documents on the SOFAZ-funded projects, all
procurements have been conducted by methods of open tender. Official data show that 8 tenders
have been carried out for the Samur Absheron irrigation system reconstruction project and
another 8 tenders for the Oguz-Qabala-Baku water pipeline project. ALL tenders announced for
the Baku-Tbilisi-Kars (BTK) railroad project have been conducted in Georgia and Turkey.
There is no official information about the implanting agency and funder in respect of tenders
conducted for settlement of the problems of refugees and internally displaced persons who were
forced to flee their native lands as a result of Armenian-Azerbaijan, Nagorno Karabakh conflict.
Nevertheless, sources in the State Oil Fund claim that all procurements had been conducted
through open tenders. But the organizations that are curious about tender procedures are unaware

of such procurements.

The number and names of the companies bidding as tenderer for the SOFAZ-funded projects are
not announced. In fact, the names of all tenderers first must be announced in order to prove that
tender is not formal. The names of tenderers that bid for these projects - the Oguz-Qabala-Baku
water pipeline project, the project of the improvement of social condition of refugees and
internally displaced persons, the Samur Absheron irrigation system reconstruction project, and
the Baku-Thbilisi-Kars (BTK) project. Executing agencies are reluctant in responding to related
information inquiries. SOFAZ as the source of financing does not have oversight mechanisms for
procurement contracts, utilization of funds. The dates of tender procedures are different in reports

posted on its website.



Another nightside of these projects is that technical characteristics of procurements are protected
as “secret”. If procurements were conducted by methods of transparent tender, technical
characteristics would be open. Regarding the length of the Oguz-Qabala-Baku water pipeline,
different figures are shown in both official and media reports, provided by contracting and
implementing agencies. Technical parameters of the Samur Absheron irrigation system
reconstruction project still remain unopened. Some activities within the project of the
improvement of social condition of refugees and internally displaced persons (IDPs)have been
postponed. For example, No bathrooms are designed for the houses in most regions built for
refugees and IDPs. Finally, some contracts have been awarded to an inactive company. Consider
delivery of glass fiber pipes and pipe materials within the Oguz-Qabala-Baku water pipeline

project.

According to Article 76 of the Law on Public Procurement, procurement agency prior to
commencement of tender procedures shall set supposed price of goods (works and services) to be
procured as per current legislation. If necessary, procurement agency shall attract professional
assessors to fix supposed price of goods (works and services) to be procured. Procurement
agency shall keep supposed price of goods (works and services) to be procured in secret until the
day of opening of tender packages and shall use it to assess tender results. If price of any tender
proposal significantly differs from supposed price of relevant goods (works and services),
procurement agency shall be entitled to reject such offer. The SOFAZ-financed projects have
violated these provisions. Overstated figures, appropriated funds point to falsification of
procurements carried out for the projects, or there is no favourable environment to carry out

public procurements.

Baku-Thbilisi-Kars (BTK) the only project financed by the Oil Fund where its tender
announcement reflects schedule of provision of services, Project’s performance characteristics,
the volume of goods to be transported to an early stage, etc. Marabda-Kartsahi Railway
Company, the authorized body for the Georgian government, organized all procurements on the
project. For comparison, consider the Samur Absheron irrigation system reconstruction project:
the Azerbaijan Joint Stock Company of Melioration and Water Economy, sometimes called

Melioration and Water Industry Company, the project is entrusted to, has failed to conduct



procurements. Companies bidding for tender to supply materials for construction-assembly work
are unknown. There is such impression that Georgia’s relevant agencies seem to be more
experienced and transparent unlike their Azerbaijani friends. Although tender is organized in
foreign countries, the Transport Ministry as one of the implementing partners, as well as co-
chair of Coordination Council, which is oversight body with exclusive right to control credit
provided to Georgia within the project has not held responsible for the project. There is no
information on the project at the Ministry’s website.

Execution of the "'State Program on education of Azerbaijan youth in foreign countries in 2007-
2015", which is partly financed by the State Oil Fund, is realized by the Ministry of Education of

the Azerbaijan Republic. Program performance is unavailable to the public.

INTRODUCTION

Most of the resources, accumulated in the State Oil Fund are directed at financing different
projects and at transfers to state budget. In the overall amount of 297.9 million AZN have been
spent to finance the Azerbaijan Republic’s participation share in the Baku-Tbilisi-Ceyhan
project, named after Heydar Aliyev (finished in 2006); 615.8 million AZN have been spent in
order to increase the domestic social issue of refugees and IDPs, and in order to solve the
problems concerning their relocation; 583.9 million AZN have been employed in order to
construct water pipe from Oguz-Qabala region to Baku; 387.7 million AZN have been used for
the reconstruction of Samur-Absheron channel; 11490.0 million AZN have been transfered to the
State budget; 90 million AZN financed the capital of State Investment Organization; 48.1
million AZN funded the *“ Baku-Tbilisi-Qars new railway” project; 12.1 million AZN financed
the “State program, concerning the opportunity of education in foreign countries for Azeri youth;
87.6 million AZN funded the regulation of SOCAR’s participation share in project concerning
ACG. Considering that most of the projects are in delay, allocating means for projects from

Fund’s next year budget is not an exception. Although, millions AZN have been spent, projects’



implementation is incomplete and stretches for years, the public opinion has no information
about these malfunctioning. The most serious problem concerning the projects financed by the
Fund is their high financial evaluation and the continuous increase of prices during their
implementation. The main reason is that the tenders, aiming at choosing the project’s executor,
barely have place and the requests of the state procurements are not satisfied. Research
concerning projects, financed by Oil Fund, and held with the support of USA’s PTF organization,
showing that, in some cases, tenders financed by the State Oil Fund have not been held at all, and

those few that took place, did not correspond any request the of law on “State procurements”.

The customers of the projects, financed by the OF, are state structures. Thus, customer of the
project: on construction of water pipe from Oguz-Qabala region to Baku is “Azersu” OJSC; on
increasing of social-domestic situation of refugees and IDPs, and solving the problems,
concerning their relocation is IDPs’ Social Development Fund; on reconstruction of Samur-
Absheron channel is Meliotarion and Aquaculture Join-Stock Company; on *“ Baku-Thbilisi-Qars
new railway” is Ministry of Transport. Holding tenders on these projects by customers is a law
requirement. Because according to the law “About State procurements”, projects carried out by
government (and also Join Stock Companies with government’s share more than 30%) and with

value more than 50 000 AZN, have to be held by open tender.

In the documentation related to the projects financed by Oil Fund, is stated that all the tenders
have to be held openly. According to official figures, 8 tenders have been held for the
reconstruction project of Samur-Absheron channel, and 8 tenders on the construction project of
water pipe from Oguz-Qabala region to Baku. There is no information concerning tenders
regarding the increase of domestic social issue of refugees and IDPs, and the problems
concerning their relocation, neither in customer’s nor in financing organization’s official
resources. Despite it, Oil Fund confirms that works on projects, financed by them are distributed
by tenders. But, even organizations interested in projects have not been informed about the

majority of the tenders. The main reason is that media did not advertise them. However,



according to the 25.1 paragraph of 25™ item of the law on tender suggestions’ attracting, tender’s
advertisement has to be promoted in local state newspapers and international broadcasts at least
30 bank days before the day in which the tender’s envelope is opened for the first time, and 20
bank days before the second time. There are no such tender announcements in the most of
projects financed by Oil Fund. Sometimes, despite the announcement is given, the name of the
organization that won the tender is not publicized. For example, one of the essential requirements
for the construction of the water pipe from Oguz-Qabala region to Baku was mentioned in
official media but, afterward, the winner’s identity have not been bared. According to the 5.3
paragraph of 5th item of law on contract coming into force and informing the public about it,
the information about procurement contract has to be published in the same newspaper that
published tender announcement within 5 days. The announcements, published in newspapers are
often discordant with legislation. This allows further mismanagement in the conduction of
tenders.. The announcement of tender held on procurement of works on “Construction of
Taxtakorpu water basin with Water electricity Station” which is a part of reconstruction of
Samur-Absheron channel, was published in “Xalq” newspaper 11.08.2006. this announcement
did not suit the law requirements. There was no mention about name, volume and delivery
place of goods, characteristics and placement of works that would have been done, descripton of
services that would be rendered, also the terms of delivery and completion of work or schedule
of services were omitted. That is why the date of project’s completion is unknown. Preparing of
announcements, that don’t suit requirements increases expenditures and directs them incorrectly.
The fact that rquirements are not clearly stated allow the compa,ny to increase arbitrarly the
price.

Neither State Procurement Agency, nor “Azersu” OJSC, IDPs’ Social Development Fund, the
Melioration and Aquaculture Join-Stock Company and the Ministry of Transport place official

announcements about tenders on their websites.

The number and the names of the companies that participate to tenders financed by Oil Fund are
kept in secret. Whereas, when proving the informality of tender process, this is the most needed
information. The names of the organizations that take part in tenders such as “reconstruction of

Samur-Absheron channel”, “ Baku-Tbilisi-Qars new railway”, “construction of water pipe from

Oguz-Qabala region to Baku” are also unknown. Customers often avoid answering such kind of
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questions therefore we can consider that works are agreed among organizations without holding
tenders. Provisions specified by law show the same. According to the 29™ jtem of law “ About
State Procurements”, the cost of participation in tender is determined by procurement company
in terms of not being more than 0.5% of the overall cost, projected for tender’s subject and 1.5
times from tender’s expense. All expenses of tender’s holding are paid from participation fees. If
tenders on some of the projects financed by Oil Fund were held, there would have been

documents confirming that at least 30 companies have paid participation fee to the customer.

On the other hand there are a lot of companies whose names are on the paper in order to simulate
a competition, whereas they do not pursue any real activity. Customers answer the questions
concerning tenders on projects financed by Oil fund, that most of participants represent foreign
countries. For example, it is stated that in tenders on determining the qualification conformity
during projecting and building of Oguz-Qabala-Baku water pipe, participated 12 companies,
however “Azersu” OJSC does not announce their names to media but only notices that they
represent 7 foreign countries. In fact, customers have to pretend that they have a lot of
participants, because according to 11.1 paragraph of the 11™ item, the number of participants in
tender must not be less than 3. If it is so, procurement organization has to refuse to continue the

tender and must inform the broadcast on which the tender announcement was placed.

The Oil Fund have no mechanism of control regarding the work procurements as a financing
organization. In Fund’s reports tender dates are noted differently. For example, in previous
reports was noted that the first tender on works in “Oguz-Qabala water pipe construction” project
was held in 2005. There has been reported that in tender, held in order to prepare documentation
for technical-economic justification and initial projection, the procurement winner was German
"CES Colsulting Engineers” organization. After a year,on January 6, they signed a contract in
value of 2.14 million euro. This resources has been used fully. In last reports, the date of
contract is noted as 6 January 2006.But the fact that the company was chosen on the basis of
tender is not noted. Generally, watching the process of holding the tenders in social projects,
financed by Oil fund is very difficult. The Oil Fund doesn’t have any mechanism controlling
neither expenditure of funds neither the tender processes. Also, OF places general and

incomplete information on its official website. If asking Fund the question about it, you’ll have
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an answer: “ The projects’ financing is carried out only against fully justified financial
documents presented by customer. These documents consist of copies of funds’ transfer order,
documents concerning procurement processes, contract, works’ volume and costs schedule,
account bill of contractor organization, certificate, signed by customer and executor companies,
concerning volume of works done during the report time.” OF confirms that that before financing
process, the documents are being analysed and recommends in order to increase fund using
efficiency are being given. Customers are being informed if there are any shortages, found in

the documents. (If the documents are nor presented to the Fund, project will not be financed.

In the project on reconstruction of Samur-Absheron channel, discrepancy, concerning the date of
tender’s holding can be also met. According to the Fund’s archives, there was a contract, signed
with Turkish “Temelsu” company- the advisor of “Construction of Taxtakorpu water basin with
Water electricity Station” object — concerning held international tender. Though, procurement
date was not noted, the date of signing the contract between “Temelsu” company and Melioration
and Aquaculture Join-Stock Company is noted as 18.10.2005. The contract was in value of 0.4
million AZN. 0.3 million AZN were paid from State Budget and 0.1 million from Oil Fund.
Melioration and Aquaculture Join-Stock Company answering our questions during the tenders’
monitoring noted the contract date as 06.10.2006. In the contract it is told about “Temelsu”
company’s services during the Consortium. Also, information about the contract is placed on the
company’s official website. The date of signing the contract is noted there as 10/2005 and the
date of service completion as 01\2006. Contract includes services not only as technical advisor,
but also procurement projects’ for Taxtakorpu water basin and SES , documents’, the final
project’s and reports’ preparing services. Monitoring show that organizations, which are close to
the appropriate structures, in order to gain advantages by selection criteria, benefits from
shortages in “Law about State procurements” and organize formal Consortiums for experienced
foreign companies, which has been winners of tenders concerning projects’ services’
procurement. After tender’s results are announced, the cooperation with that company will be

terminated.

One of the dark moments, concerning tenders held on projects is that technical settings are kept

in a secret. If tender processes were transparent, technical settings would be clear. The length of
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Oguz-Qabala-Baku water pipe is not clear yet. Customer and contractor organizations disclose

different figures.

A lot of works, concerning increasing of social-domestic situation of refugees and IDPs, were
postponed. For example, there are not bath-houses in the most of the settlements. One more
example of untransparency of tenders held on projects, financed by OF is that companies without
any activity are allowed to the contest and declared as winners. There was similar situation with
the tender concerning the purchase of glass-fiber pipes for Oguz-Qabala-Baku water pipe. There
was tender announcement given by “Azersu” to the “ Azerbaijan” newspaper on July 7 2006.
Deadline for reception of documents was noted as 18 august 2006. The opening ceremony of
"Azkompozit"- the winner of the tender- took place on 29 December. Since the names of other
companies, participating the tender are kept in a secret, the reason of such step of relative
structures is unclear for us. Either the qualification conformity of participants didn’t meet the
procurement of works, or suggested prices didn’t satisfy the government. These two can explain

why the entity belonging to the private sector was created within the social project.

According to 6.2.1. paragraph of the 6th item of the law concerning the requirements on
contractors’ qualification, professionality in appropriate field, experience, technical and financial
opportunities, wokforce, managing competence and reliability are required. Searching of any of
these requirements in companies without any activity is ridiculous. In general, tenders held on
both of the projects regarding the construction of water pipe from Oguz-Qabala region to Baku
and the reconstruction of Samur-Absheron channel do not fit the requirements of legislation,
concerning the qualification conformity. "Azorkorpii" JSC — the winner of work procurement on
“Construction of Taxtakorpu-Djeyranbatan channel” held within the “reconstruction of Samur-
Absheron channel” project - implements transport projects better than projects concerning water
basin. Soft sanctions and shortages in the legislation cause mismanagement in the works,
increasing costs and causing delays. The projects “Construction of water pipe from Oguz-Qabala
region to Baku”, “reconstruction of Samur-Absheron channel” and “ Baku-Tbilisi-Qars new

railway” will cost much more than it was expected. Whereas for “tender” is meant the contest

held in order to choose the best solution in order to carry out the procurement contract and send
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by the participants. The winner of tenders must be the company offering the lowest and most
profitable costs. Though the cost of the “construction of water pipe from Oguz-Qabala region to
Baku” project by 480 million AZN including all taxes, increased to 583, 9 million AZN. In fact,
the government had to inform the public opinion about the comparison of tender suggestions in
general order, without going to get individualized on companies. This doesn’t take place and that
is why suggestions are unknown. therefore it is hard to prove that the winner was not select in
accordance with any official’s or high authorized governmental structure’s interests. On the other
hand, there is no well-founded explanation of project costs’ increasing by executors.
Organizations financed by SOF are usually enterprises related to state structures. As a rule,
companies close to the state structure’s leader that holds the tender are allowed to participate it
whereas other companies are excluded due to pretexts. Even if they are allowed after a lot of
deprivations, the winners of big projects are always companies close to customer state structure.
For example, the winner of the procurement procedures, concerning the works on transfer of oil
and gas pipelines within the Samur-Absheron channel’s reconstruction territory was
"Xozordonizneftqaz", close to State Oil Company, whereas the winner of the procurement
procedure concerning the building of 70 houses in Gulamli settlement of Davachi region in order
to relocate refugees and internally displaced persons settled there, was "Azari-Servis" LTD, close
to Ayaz Orudjov — president of the Social fund for Development of refugees and IDPs and the

main executor of the project - “Azorkorpii” JSC ,close to the Ministry of Transport.

100% of "Azarsutikinti" OJSC’s shares, which is the contractor of the project and 66% of
"Azarenerjitikintiqurasdirma"’s shares belong to the state. Constructing of settlements within the
project, concerning the increasing of social-domestic situation of refugees and IDPs, and solving
the problems, concerning their relocation, is carried out by enterprises close to the head of the

IDPs’ Social Development Fund.
The same foreign companies participate in the tenders. The same foreign companies participate

in held consortiums. In fact, this also shows that tenders are not held transparently and the

winners, in result, are those who were chosen from the beginning.
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The most critical situation, concerning the transparency of tenders in projects financed by SOF is
met within “Increasing of social-domestic situation of refugees and IDPs, and solving the
problems, concerning their relocation” project. There have been 3 customer organizations in this
project till 2007, and responsibility for answers on questions, concerning tenders was thrown by
them to each other periodically. These organizations were: The State Committee on Issues,
concerning Refugees and IDPs; the IDP’s Social Development Fund and the Agency on
Restoration and Reconstruction of lands exempted from occupation. The information about
tenders is guarded as a State Secret. There is no any legal document about it: when tenders on
this project were held, names of chosen executors, dividing means among settlements, base on
technical-economic ground of projects. The main reason is that tenders on these projects did not
take place. Altogether just 10-15 tenders were held out of 100 works. The information about:
companies, which have built 16,051 houses till today; whether they were chosen by tender results
or not; tender conditions; mechanism of spending financial means,-all this information is closed

and private.

All works on this project are intrusted to the companies that belong to the head of IDPs’ Social
Development Fund. Works on building houses, infrastructure and objects in Fizuli region were
divided among companies only after Ayaz Orudjov became a president if IDPs’ SDF.
Construction of irrigation objects and transformer halts in order to provide settlements in Fizuli
and Bilasuvar with irrigation water, was intrusted to "Gidromasservis" CJSC, which belongs to
Ayaz Orudjov. Today a chairman of "Gidromasservis"’s Observation Council is Ayaz Orudjov’s
brother-Akif Orudjov. Works in settlements of Bilasuvar region were shared in times of Fikret
Topchubashov (former chairman od IDPs’SDF). Most of the terms of the “ Law On Public
Procurements” were violated within the “increasing of social-domestic situation of refugees and
IDPs” project. According to the 13th item of “ Law On Public Procurements”, concerning
conflict of interests, contractors that have juridical, financial or organisational dependening from
purchasing organisation cannot be allowed to participate in tenders. those who have relations
with representatives and officials of competitors,that partcipate in procurement procedures, or
have been representatives and officials of pretentands, that partcipate in procurement procedures
during past 3 years can not work as representative, advisor or on any other post related with

procurements. Between 70% and 100% of works regarding the “increasing of social-domestic
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situation of refugees and IDPs” project were intrusted to subcontractor organizations. Contractors
preferred just to control the process. Although, customers could do it by themselves. According
to the law, contractors that won of the tenders can sign a contract with subcontractors only with
the agreement of purchasing company and only if this is one of the conditions included in the
contract. In all other cases, the execution cannot be intrusted to subcontractors without agreement
of the purchasing organization. As we noted before, results of tenders in our country are evident
in advance and companies close to the purchasing organization, even their own Limited liability
companies are allowed to the tender area. That is why law items are not followed. As a result
means get mismanaged.. Competitors in tenders held on this project also note that these are not
held in compliance to law. They say that during “tender”, carrying formal character, objects are
really being sold. Only 30-40% of reparation and construction works are carried out within the
project on increasing of social-domestic situation of refugees and IDPs, whereas the rest of the
money is being stolen Moreover, technical bases and workforce of contractors -the winners of
tender- doesn’t correspond with conditions of “carrying out of large-scale works”. Ok I
understand. Maybe you mean ‘the technical knowledge, together with the manpower employed
by the contractors are not sufficient in order to carry out the large-scale works requested by the
contact’. Contractors usually have regular a technical-engineering staff of 10-12 members, which

is not enough for large-scale works.

The “Baku-Tbilisi-Qars railway” is a combined project of 3 countries (Azerbaijan, Georgia and
Turkey) whose implementation is managed by Georgia. There are a lot of rumours today, about
how “Azoringaatservis” has become a winner of the tender, held on railway’s Axalkalaki-
Kartsaxi section. According to information, given by neighbouring country, indicators of
“Azorinsaatservis” only partially suited the tender’s conditions . Therefore the competitors in the
tender had not satisfied tender’s commission. On the eve of these events, Azeri media were
writing that the reason of “Azarinsaatservis™’s superiority in such a big project as ‘“Baku-Thbilisi-
Qars” was that, part of the Georgia side in the project was financed by Azerbaijan. Moreover,
we want to notify that construction schedule of Baku-Tbilisi-Qars railway was broken many
times. Nevertheless, it is the only project financed by SOF, which has noted the volume of works
that would be done and materials that would be purchased, together with technical parameters of

the project, volume of goods that would be carried by the railway at the first times.
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“Marabda-Kartsaxi Domir Yolu” Limited Liability Company, implementing function of
plenipotentiary organ from Georgia in this project, has held tender on each of the services.
Melioration and Aquaculture Join-Stock Company has not held tender concerning providing the
project with materials within “Reconstruction of Samur-Absheron channel”. The company that
participates in the contrution as a supplier of materials is unknown. Theorefore appropriate
structures in Georgia in comparison with Azerbaijan are more experienced in tenders’ holding
and follow transparency principles. Though tenders in this project were held abroad, the Ministry
of Transport as a co-chairman of Connecting Council, controlling exceptional competencies in
using the credit given to Georgia, was not reported about tenders neither from partners nor

customers. There is no information about it even on their official website.

State project on education abroad of Azerbaijani youth in 2007-2015 is carried out by the
Ministry of Education. Payment of all expenses concerning education abroad (fees, visa
registration, living and accomodation expenses, daily meal, providing with essential educational
literature, medical insurance, motion expenses to the accepting country once a year,
organisational expenses) and also the cost of these expenses is determined by Ministry of
Education annually, basing on payment documents. Tenders on this program do not take place.

The Ministry of Education carries out execution of this project by itself.

The Chamber of Accounts and the Ministry of Finance are structures that control the rationality
of expenditure and the compliance to requirements expressed in the contract. Procurement
Agency also has a role in this. The organization must give annual reports and place information
about procurements’ condition and conditions of tender contract on their official website.
Although the Chamber of Accounts and the Ministry of Finance make their own calculations,
they don‘t announce them to the public. Though Procurement agency places reports in 3-4 pages
on their websites, they keep secret upon information about most of the purchases. Agency does
not consider itself responsible of tenders and does not include this kind of information into
reports. Nevertheless, according to the 583rd decree of the President of Azerbaijan Republic,
dated on May 16 1997, State Agency on Procurement was established in order to implement the
state policy in the field of purchasing goods (works or services) at the expense of state resources.

Duties of this organization are stated by the 855th decree of the President of Azerbaijan
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Republic, dated on February 20 2003, in correspondence with 4th item of “ Law On Public
Procurements”. Following tasks were intrusted to the Agency: creating and perfection of
normative-legal base, regulating state procurements in the Azerbaijan Republic, providing
control on legality of purchasing goods (works, services) on state resources, providing control on
contracts’ fulfillment, carrying out activities in order to increase qualification level of specialists
working in state procurement field, creating of information base about state procurements and
other duties determined by legislation of the Azerbaijan Republic. According to the decree, state
procurements in the cost of 250 million AZN or above have to be implemented by open tenders,
whereas if less than 250 million the organization can use any of procurement methods. On the
other side, according to the resolution of Cabinet of Ministers of the Azerbaijan Republic, the
copy of total protocol, concerning tender results and prepared by tender commission, has to be

presented to the State Agency on Procurement in 3 bank days after its signing.

At the same time, appropriate organ of Executive authority has to: control execution of contract,
provide control on legality of purchasing goods (works, services) on state resources, investigate
questionable areas, stop procurement procedures till 7 days, if any cases, when legislation was
disturbed, are found, raise probability of liquidating the tender results if it is needed. The main
role of this organ is determining the composition rules of reports on state procurements and
providing public opinion with information and documents, regulating state procurements, and
also informing about it. All these requirements are not met. Annual reports of State Agency on
Procurement, placed on their website, shows that only 10-15% of expenses on bought macro

services are implemented by procurement.

SOF also doesn’t consider itself responsible for problems concerning tenders. Nevertheless, as
financing organization and as responder for correctness of documentation, the Fund must analyze

suggestion packets of not only winners of tender but also other pretendants’.

SOF does not hold audits on tenders held on the projects. The reason is that, there is “ Law On
Public Procurements” in the Azerbaijan Republic and all implemented procedures are noted in it.
But as we noted before, State Procurements agency does not control correspondence of tender

procedures to available legislation.
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Is it interesting to note that the membership process of the commission member’s is kept secret.

The most decisive time in providing the project’s transparency is the time of project’s execution.

Fulfillment of each project, financed by SOF, has been delayed for years.

Main Points on Oil Sector in Azerbaijan

Azerbaijan has been earning massive oil revenues from its burgeoning energy trade since 2005.
The oil revenues are currently reaching the country’s state budget and state-run oil producer
SOCAR, yet the State Oil Fund of the Republic of Azerbaijan, sometimes called SOFAZ,
accumulates the bulk of these revenues. The Oil Fund's assets already top $13 billion: for the first
3 quarters of 2009 alone, SOFAZ has collected AZN 5.2 billion in oil revenue. The oil revenue
rise encouraged the Oil Fund to spend more money being allocated to social and infrastructure
projects and programs. A staggering amount, or portion, of oil revenue disposed to SOFAZ, as
well as deposited in the state budget or SOCAR is spent on different projects, relatively speaking.
However, the process of tracking expenditures from the Oil Fund is extremely complicated, thus
necessitating monitoring of the projects and programs funded by SOFAZ. Since recent years
have observed no quality changes against excessive spending being increased year by year.
Besides, wasteful and ineffective use of oil revenues is becoming evident. What is most
remarkable is that the government has its long-term strategy on the oil and gas revenue
management, approved by a presidential decree # 128 dated September 27, 2004. This strategy
includes the following objectives:

- developing the non-oil sector, regions, SMEs;

- large-scale development of infrastructure;
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- fulfillment of poverty reduction measures and the solution of other social problems;

- stimulating the improvement of the intellectual, material, and technical base of the economy;

- development of “human capital” (training (including in foreign countries) highly qualified
specialists and improving the professional capacity of employees);

- consolidating the defense capabilities of the country;

- executing projects relating to reconstruction activities in liberated territories and the return of

internally displaced persons to their native lands.

The objectives and priorities on implementation of the said strategy have been identified for three
years. Nevertheless, lack of programs that could complete this strategy certainly results in

scattered and patchy, and frequently ineffective use of oil revenues.

Another serious problem in the process in the use of oil revenues is that project assessment is
exaggerated, and costs are often soared throughout the implementation period. Some projects,
nothing else than, have been under implementation for years and their termination or completion
still seem impossible. What is more is that the requirements for selection of contractors and for
government procurement during the execution process are often violated. Some projects even
have not been through tendering process, whereas according to the provisions of the Republic of
Azerbaijan’s Law on Public Procurement, all public procurements of goods, works and other
services worth AZN 50,000 (fifty thousand) and more, performed by public bodies (including
state share in charter fund of which is 30 and more percents at the account of state funds, loans
and grants obtained by state and received under state guarantee) shall be conducted by methods
of open tender. Sometimes executing agencies divide the allocated funds into three parts in