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The State Oil Fund of the Republic of Azerbaijan (SOFAZ), founded by the foresight of the 
Azerbaijani people’s national leader, Heydar Aliyev, to accumulate, properly manage and 
bequeath to future generations the revenues generated by Azerbaijan’s national treasure, 
black gold, celebrated its eleventh anniversary in 2010. As in previous years, the Oil Fund’s 
assets under management have substantially increased making a major contribution to 
Azerbaijan’s financial capacity and its overall economic power. The outlook suggests that 
the country will continue to build up and strengthen its economy for the years to come for 
the benefit of the current and future generations.  

Traditionally the Oil Fund has sought to develop and promote public relations so as to 
ensure effective coordination of its public outreach and communication efforts, involving 
all the relevant stakeholders, and to keep the general public constantly updated on the 
state of the Fund’s affairs to the greatest extent possible. Its public awareness and informa-
tion policy serves the purpose of meeting the community’s information needs well and 
accurately when it comes to the Fund’s assets, revenues and expenditures, its investment 
policy, project financing, management and changes to its governance structure. It also 
ensures that the Fund’s public relations arrangements are in strictest compliance with 
international best practices and standards of transparency and disclosure. The active 
involvement of the Oil Fund in the Extractive Industries Transparency Initiative has enjoyed 
the support of international organizations, has been recognized with numerous international 
awards and Azerbaijan remains the leading country in this initiative. 

The application of the transparency and accountability principles is primarily realized by 
publishing the Oil Fund`s annual reports and posting them on the Fund’s official website. 
In 2011, the Fund sought to simplify the structure and presentation of these reports by 
refining the concepts involved and made innovations to the process of drawing them up. 
As a result, the Oil Fund’s annual reports to be published in the next five years will include 
quotations from the works of famous writers and poets from Azerbaijan, together with 
biographical notes. This new reporting concept, complete with literary quotations, should 
also serve as a small but valuable contribution by the Fund to bringing the literature of 
Azerbaijan to international audience.

Fortunate to be rich in natural resources, Azerbaijan is also blessed to have produced 
numerous writers and poets, composers, artists and scientists of world renown and rec-
ognition, who have made a great contribution to the world’s cultural, literary and scientific 
heritage. 

The cultural theme of the State Oil Fund’s 2010 report will trace the legacy of the outstand-
ing Azerbaijani poet and philosopher, Nizami Ganjavi. 

From the garden which the forerunners (ancients) sowed
The fruit, the after-comers took up.
When some things have become sown for our sake,
We also should sow for other’s sake.

Nizami Ganjavi “Iskandar-nameh”

INTROdUcTION





Mahmud Tagiyev “The World of Nizami”, oil on canvas, 1991, 170 × 122 cm.



Nİzamİ Ganjavİ
“the wizard of words” 

Ilyas ibn-Yusuf Nizami Ganjavi is not only one of the greatest poets and 
thinkers of Azerbaijan and the entire Middle East but also one of the 
most prominent wordsmiths in the world. The poet’s first name was 
Ilyas, and as a pen name he chose the name Nizami. 

It is not known precisely when Nizami Ganjavi lived, but in scientific 
literature the following dates are generally used: 1141 – 1203/05. The 
great poet was born and educated in Ganja. Nizami never left his city, 
except for one short-time visit to fete given in his honor by Atabeq Qizil 
Arslan. At that time, Ganja was a prominent scientific and cultural 
center. Nizami received brilliant and comprehensive education. He 
was well-versed in Islamic theology, jurisprudence and logic, classical 
philosophy and history, Oriental literature and mythology, music and 
painting. Nizami was also proficient in Persian and Arabic.

The literary legacy of Nizami consists of epic works included in the 
Khamsa, as well as ghazals, qasidas, quatrains and other lyrical works. 
According to some sources, Nizami authored a large diwan containing up 
to 20 thousand beits - couplets. Unfortunately, only 6 qasidas, 116 ghazals 
and 30 ruba’is were preserved from this large collection of lyrical works. 

According to Nizami, he enjoyed early success in poetry. Impressive 
poetic skills and a remarkable talent opened for the young but already 
renowned poet the path to the glory of a court poet, but it is known 
with absolute certainty that he rejected this career. A legend says that the 
atabek invited Nizami to his court in vain; still, thinking that the poet 
was a holy man, he gave him five thousand dinars, and later transferred 
2 villages into his possession.

We can assume that the poet’s refusal to take advantage of wealth and 
career at the court was due to the strict moral requirements that he 
imposed on man in general and himself in particular – he was afraid 



to lose his honesty, to become dependent on the whim of his patrons 
and, first and foremost, to lose the freedom of creativity. Another proof 
of the poet’s high ethical values is his attitude towards marriage – he 
strongly condemned polygamy that is permitted in Islam. 

It would be appropriate to mention here one fact from the poet’s life. After 
his first success in poetry, Nizami was noted by the ruler of Derbend. 
For a certain verse written by the poet, the ruler sent him as a gift a 
young Kipchak slave called Afaq, who then became the poet’s first wife 
and whom he loved passionately. She died early. This loss profoundly 
impacted the poet, as evidenced by the poet’s introduction to the poet 
Khosrow and Shirin. It is known that Nizami married three times.

Apparently, the poet did not always prosper, as his literary works did 
now bring to him much wealth. This can be the reason for his working 
on some other occupations which he mentions in Layla and Majnun and 
Sharaf-nameh (The Book of Glory – the first part of Iskandar-nameh). 
Some researchers of Nizami’s work speculate that he was a copyist or 
worked as a teacher. 

Nizami’s qasidas are interesting in terms of their social and philosophical 
themes which, however, are common in all of his creative works. In his 
calls for justice, addressed to rulers, Nizami refers to religious ideas and 
principles. In his qasidas he states that the true measure of a man’s worth 
is not his wealth but his good deeds. The same qasidas often condemn 
oppressors. An important part of Nizami’s literary heritage consists of 
his ghazals dedicated to pure and selfless love. The description of love in 
Nizami’s ghazals is reinforced by social, philosophical, moral and ethical 
themes and asserts loyalty, honesty and compassion as the standards of 
behavior that dignify and ennoble a man. Nizami’s ghazals, in which 
the poet praises love, are life-asserting.

Nizami was a poet-mystic and his works were based upon the Sufi 
concept with multi-level layers of symbolic allegorical narration, strung 
as pearls upon a necklace. Nizami wrote in Persian, and he elevated this 
language to a new level with his use of allegories, parables and polysemous 
words. He introduced new complex metaphors and images, and created 



neologisms. To strengthen the effect of narration Nizami used hyperboles, 
repetitions and allusions. An important feature of Nizami’s style is the 
use of aphorisms. For example, in Layla and Majnun, Nizami develops 
a style that some authors called the “epigram style”, and many of the 
aphorisms created by Nizami became proverbs. In his poetry, Nizami 
uses colloquial speech. His language is rich in idioms and stylistically 
simple, especially in dialogs and monologs. Nizami called his style qarib 
which could be translated as “rare, new”. To himself he referred as the 

“wizard of words” and the “mirror of the unseen”.

Nizami gained world fame with the collection of his five poems called 
Khamsa. Those are literary works of epic scale, reflecting not only the 
most important historical events, but also the poet’s own time.
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2.1. Securing macroeconomic stability
In 2010, Azerbaijan received large revenues from sales of the crude oil and gas produced 
in the country under contracts with foreign oil companies. In the same year, SOFAZ’s 
revenues from all sources of income amounted to USD 16.3 billion. Accumulation of those 
revenues in the Fund helped to protect the national economy from possible negative 
impact of substantial foreign currency inflows. 

Figure 2.1.1. SOFAZ’s role in the national economy 

Increase of strategic currency reserves. The Oil Fund made a major contribution to 
boosting the country’s strategic currency reserves and financial sustainability. Of the 
Fund’s 2010 revenue, 51.2% were set aside for reserve purposes. Its overall assets of USD 
14 900.4 million at the beginning of 2010 went up by USD 7 866.4 million or 52.8% during 
the year to USD 22 766.8 million or AZN 18 165.7 million* by the year’s end.

Chart 2.1.1. Strategic Currency Reserves of the Republic of Azerbaijan (as of 31.12.2010)

2. NATIONAL EcONOmy ANd ThE OIL FUNd

*The year-end total assets presented in the Statement of the Financial Position of SOFAZ by Ernst & Young (CIS) B.V. are 
greater than the corresponding amount presented in the annual report because fixed assets, intangible assets and tax 
payments are included in the total assets in the Ernst & Young statement.
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2. NATIONAL ECONOmY AND THE OIL FUND

The Oil Fund’s assets have increased by 46.3 times since 2001. As of 1 January 2011, the 
country’s total currency reserves, including those held by the Central Bank, amounted to 
USD 29.2 billion. 

Chart 2.1.2. Growth in SOFAZ assets: 2001-2010 (in millions of dollars, as of 31.12.2010)
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Securing fiscal sustainability. As in previous years, in 2010 the State Oil Fund played 
a particular role in securing the country’s fiscal sustainability and contributing to the 
consolidated budget* revenues. In 2010, AZN 5 915.0 million were transferred to the state 
budget from the Oil Fund, a significant contribution to state budget revenues. The Oil Fund 
also financed a number of important social and infrastructure projects within the country. 

Chart 2.1.3. SOFAZ transfer as a percentage of state budget revenues, 2003-2010
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The State Oil Fund financed state programmes and activities to develop the non-oil sector 
and reduce poverty, which effectively helped stimulate the economy’s rapid growth. 

Thus, in 2010 the Gross Domestic Product (GDP) rose 5% year on year to AZN 41.6 billion. 
The non-oil sector accounted for 44.4% and the oil sector for 48.5% of overall GDP. 

*The consolidated budget 
is the financial document 
that brings together the 
revenue and expenditure 
of the state budget, the 
budget of the Nakhchivan 
Autonomous Republic 
and extra-budgetary 
state funds (State Oil 
Fund, State Social 
Protection Fund)



10 STATE OIL FUND OF THE REPUBLIC OF AZERBAIJAN ANNUAL REPORT 2010

The rate of real growth in the non-oil sector was 7.9%. State regional and social development 
programmes helped reduce poverty levels from 49% in 2004 to 9.1% in the year under 
review. Average inflation was 5.7% while the USD/AZN exchange rate was AZN 0.8026 
to the USD in 2010. 

Chart 2.1.4. Oil and non-oil sector GDP as a proportion of Azerbaijan’s total GDP, 2006-2010 

 
Oil GDP Non–oil GDP Net taxes on products and imports

2.2. SOFAZ Revenues
The Oil Fund’s revenues came to a total of AZN 13 088.5 million (USD 16 309.3 million) 
in 2010. They consisted of the proceeds from sales of the Republic of Azerbaijan’s share 
of hydrocarbons, Republic of Azerbaijan’s share in dividends from oil and gas projects, 
transit fees, bonus payments, acreage fees, revenues from management of the Fund’s 
assets, revenues originating from price adjustments under the Phase One of the Shah-
Deniz project and other revenues.

Chart 2.2.1. Structure of the SOFAZ revenues, 2010 (million dollars)

Proceeds from profit oil and gas sales — 15 769.1 (96.69%)

Dividends from BTC Project — 197.8 (1.213%)

Revenues from management of the Fund’s assets — 195.1 (1.196%)

Price adjustment revenues under Shah Deniz Phase I — 131.3 (0.805%)

Transit fee revenue — 10.3 (0.063%)

Other revenues — 2.2 (0.013%)

Bonus payments — 2.0 (0.012%)

Acreage fees— 1.5 (0.009%)

2. NATIONAL ECONOmY AND THE OIL FUND
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Proceeds from profit oil and gas sales. In 2010, the State Oil Fund received a total of 
AZN 12 656.1 million or USD 15 769.1 million from sales of the Republic of Azerbaijan’s 
share of hydrocarbons. 

Proceeds from sales of hydrocarbons from the Azeri-Chirag-Gunashli oilfield (ACG) 
accounted for USD 15 581.8 million (217.8 million barrels) of total revenue, from the 
Kursengi-Garabagly oilfield USD 7.2 million, the Binagadi-Girmeki-Chakhnaklar oilfield 
USD 13.1 million, the Surakhany oilfield for USD 30.0 million and the Shah-Deniz gas field 
for USD 137.0 million. 

The State Oil Company of Azerbaijan Republic deducts the costs of oil transportation, 
banking, customs clearances, together with surveying, marketing and insurance costs 
when it transfers the proceeds from profit oil sales to the State Oil Fund.

Dividends. The proportion of 2010 revenue came in the form of dividends paid as the 
Republic of Azerbaijan’s (State Oil Fund’s) share in operating the BTC project. This came 
to AZN 158.7 million or USD 197.8 million. Table 2.2.1. lists 2010 dividend payments to the 
Oil Fund according to sources in 2010.

Table 2.2.1. Revenue from dividend payments, 2010

Transferor Date

 Amount

mln. AZN  mln. USD

AzBTC Limited BTC 02.04.2010 18.2 22.7

AzBTC Limited BTC 08.04.2010 4.4 5.4 

AzBTC Limited BTC 07.05.2010 20.2 25.2 

AzBTC Limited BTC 17. 06.2010 40.4 50.3 

AzBTC Limited BTC 30.09.2010 21.8 27.1

AzBTC Limited BTC 28.10.2010 18.6 23.2

AzBTC Limited BTC 17.12.2010 35.1 43.9

Total: 158.7 197.8

SOFAZ asset management. Revenues generated by asset management came to a total 
of AZN 155.9 million or USD 195.1 million, yielding 1% rate of return.

Price adjustment under Phase One of Shah-Deniz project. Another source of SOFAZ 
revenue in 2010 was the payment of USD 131.3 million or AZN 105.0 million, as a result of 
price adjustments to the gas sales contract with the BOTAS company under Phase One 
of the Shah-Deniz project (Table 2.2.2.).

2. NATIONAL ECONOmY AND THE OIL FUND
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Table 2.2.2. Price adjustment revenues: Shah-Deniz Phase One, 2010

Transferor Date

 Amount

mln. AZN  mln. USD

Azeri Gas Supply Company 29.11.2010 85.3 106.6

Azeri Gas Supply Company 03.12.2010 19.7 24.7

Total: 105.0 131.3

Transit fees. Revenue from transporting oil and gas through the territory of Azerbaijan 
(transit fees), which amounted to AZN 8.3 million or USD 10.3 million, was another source 
of SOFAZ revenue in 2010. (Table 2.2.3. presents the Fund’s transit fee revenues.)

Table 2.2.3. SOFAZ transit fee revenue, 2010

Transferor Date

 Amount

mln. AZN  mln. USD

AIOC 14.01.2010 0.7 0.9

AIOC 12.02.2010 0.7 0.9

AIOC 18.03.2010 0.6 0.7

AIOC 13.04.2010 0.7 0.9

AIOC 13.05.2010 0.8 0.9

AIOC 11.06.2010 0.8 0.9

AIOC 23.07.2010 0.7 0.9

AIOC 01.09.2010 0.3 0.4

AIOC 01.10.2010 0.7 0.9

AIOC 27.10.2010 0.8 1.0

AIOC 12.11.2010 0.8 1.0

AIOC 14.12.2010 0.7 0.9

Total: 8.3 10.3

Bonus payments. Bonuses paid by investors when signing and fulfilling oil and gas contracts 
provided another source of SOFAZ revenue in 2010. The Fund received a total of AZN 1.6 
million or USD 2.0 million in bonus payments in 2010. (Table 2.2.4.).

Table 2.2.4. SOFAZ bonus payment revenue, 2010

Transferor Oilfield Date

 Amount

mln. AZN  mln. USD

Bahar Enerji LTD Bahar və Qum-Dəniz 28.10.2010 1.6 2.0

Total: 1.6 2.0

2. NATIONAL ECONOmY AND THE OIL FUND
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Acreage fees. Further SOFAZ revenue in 2010 came from acreage fees paid by foreign 
investors for the use of contract areas for development of hydrocarbon resources. Acreage 
fees received by the Oil Fund in the year under review stood at a total of AZN 1.2 million 
or USD 1.5 million. (Table 2.2.5.).

Table 2.2.5. SOFAZ acreage fee revenue, 2010

Transferor Oilfield Date

 Amount

mln. AZN  mln. USD

Total TSY Absheron 30.06.2010 0.8 1.0

GDF SUEZ E&P 
ABSHERON B.V. Absheron 07.07.2010 0.4 0.5

Total: 1.2 1.5

Other revenues. In the year under review, assets (obsolete or unused metal scrap, pipes) 
received from investors (foreign oil companies) under oil and gas contracts were sold, 
bringing SOFAZ AZN 1.7 million or USD 2.2 million. 

2.3. SOFAZ Expenditures
The Oil Fund’s expenditures in 2010 amounted to AZN 6 386.6 million, divided into three 
major areas of spending:
•	 Transfer to the state budget;
•	 Infrastructure and social project funding;
•	 Administrative expenses.

Chart 2.3.1. Structure of the SOFAZ expenditure in 2010 (AZN millions)

Transfer to the state budget — 5915.0

Oguz-Gabala water pipeline — 199.6

Samur-Absheron irrigation system — 131.0

Settlement of refugees and internally-displaced persons — 104.9

State Oil Fund’s administrative expenses — 14.1

New Baku-Tbilisi-Kars railway — 12.4

Education of Azerbaijani youth abroad — 9.6

Transfer to the state budget. In 2010, SOFAZ transferred AZN 5 915.0 million to the state 
budget or 92.6% of the Fund’s total expenditure. 

2. NATIONAL ECONOmY AND THE OIL FUND



14 STATE OIL FUND OF THE REPUBLIC OF AZERBAIJAN ANNUAL REPORT 2010

Chart 2.3.2. SOFAZ transfers to the state budget, 2003-2010 (AZN millions)
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Funded projects. In 2010, SOFAZ continued to finance important infrastructure and social 
projects in the country. 

This project funding goes into three major areas:
•	 improving the social conditions of low-income groups of population;
•	 improving infrastructure;
•	 building human capital.

Improving the social conditions of low-income groups
Financing the improvement of the social and economic conditions of refugees and 
internally-displaced persons. In 2010, the Fund allocated a total of AZN 104.9 million to 
finance these activities. Its overall outgoings to this end amounted to AZN 717.8 million for 
the period 2001-2010. SOFAZ resources went to build 58 settlements of private houses for 
17 366 families, along with high-rise buildings and a number of social and infrastructure 
facilities. The activities funded seek to provide homes and appropriate social, cultural 
and other facilities to enable refugee and internally-displaced families driven from their 
homes by the conflict between Armenia and Azerbaijan over Nagorno-Karabakh to settle 
and to improve their social and living conditions. 

Improving infrastructure
Construction of a water pipeline from Oguz-Gabala region to Baku City. In 2010, SOFAZ 
provided AZN 199.6 million to finance the project of “Constructing a water pipeline from 
Oguz-Gabala region to Baku City”. It spent a total of AZN 747.0 million on this project in 
the period 2006-2010. The pipeline came into operation in 2010. The project sought to 
use an underground water source in Oguz-Gabala region to create a gravity-fed water 
supply to Baku city at a flow rate of 5 cubic metres per second, providing residents with 
good quality water. 

Samur-Absheron irrigation system reconstruction project. In 2010, SOFAZ provided AZN 
131.0 million  to finance this project. It spent a total of AZN 495.5 million on the project in 

2. NATIONAL ECONOmY AND THE OIL FUND
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the period 2006-2010. The project is designed to create a reliable water supply, allowing 
uninterrupted water consumption, to the cities of Baku and Sumgayit, to eliminate the use 
of energy in water transportation and to create electricity generating capacity of 25 mW.

New Baku-Tbilisi-Kars railway construction project. In 2010, SOFAZ provided AZN 
12.4 million to finance this project. It spent a total of AZN 60.5 million on the project in 
the period 2007-2010. The project’s main aim is to enhance the transit potential of the 
region’s countries by connecting the Trans-European and Trans-Asian railway networks 
and ensuring the capacity needed to take freight and passenger traffic to Europe and 
Asia by building a railway line that goes through Azerbaijan, Georgia and Turkey. To this 
end, the project envisages building a Kars-Akhalkalaki railway line, of which 76 km pass 
through Turkey and 26 km through Georgia, and restoring and rebuilding the 160 km of 
Georgia’s marabda-Akhalkalaki railway.

Building human capital 
Financing the “State Programme on the Education of Azerbaijani Youth Abroad in 
the years 2007-2015”. This program helps realize the notion of “transforming black gold 
into human capital”. SOFAZ has provided AZN 9.6 million to finance the programme up 
to 2010. A total of AZN 19.8 million has been spent to fund the programme since 2008. 
As of 1 January 2011, this state programme had funded the education abroad of a total 
of 733 young Azerbaijani students. Of these, 51 have graduated. (Chart 2.3.3. presents a 
breakdown of graduates according to their main fields of study.) 

Chart 2.3.3. Distribution of graduates according to main fields of study

Economics and business administration — 23

Political sciences — 8

Law — 6

Social sciences — 4

medicine — 3

Education — 3

IT — 2

Arts — 1

Engineering — 1

Administrative expenses. SOFAZ provided AZN 14.1 million under the item “State Oil 
Fund’s Administration Expenses” in its 2010 approved budget. 

The State Oil Fund’s administrative expenses were as follows: payroll/salary – AZN 1.8 
million; procurement of goods (works and services) – AZN 0.5 million; other expenses – 
AZN 4.4 million; acquisition of intangible assets – AZN 7.4 million.

2. NATIONAL ECONOmY AND THE OIL FUND



N
izami’s first work included in Khamsa is titled “Maxzanul-
asrar” (”The Treasury of Mysteries”) and was apparently 
written between 1173 and 1179. This book consists of an 

introduction and twenty chapters called makala (literally translated as 
“conversation, speech”). The first conversation - discussing the creation 
of Adam – develops in a manner similar to common Qur’anic legends. 
The topic of the second conversation is adherence to justice. In it, the 
poet gives counsel to the ruler, advising him to be humble and to seek 
spiritual benefits that can ensure justice. The third conversation is about 
the frailty of life – the poet describes his time that is hard and devoid 
of virtues. After that, the poet raises seemingly abstract questions that 
are, however, philosophically significant – the old age, the purpose of 
God’s creatures, the relations between man and animals, and man’s 
attitude toward the world. 

Compositionally, the poem is structured in such a manner that every 
next conversation stems from the meaning of the previous one. In this 
way, the poet creates a continuos chain of thoughts. Each conversation 
is illustrated by a parable, often taken from oral folklore. 

The poem was a new phenomenon in Oriental literature and was widely 
commented on by greatest wordsmiths. Maxzanul-asrar ref lects new 
social and ethical ideals. In this poem, Nizami enunciated humanistic 
ideas and defended the oppressed. In short didactical stories he created 
vivid images of simple and wise men raising their voices against oppres-
sion and tyranny.

The twelfth conversation in “The Treasury of Mysteries” ends in an 
instructive parable. Two men of wisdom bet on is wiser and think up a 
very risky and unusual competition. The first man of wisdom presents 
a deadly drink to his rival, but the latter relies on his power and drains 
the glass staying alive. After that he presents a sweet-swelling flower to 
his rival, and whispers something over it as a spell. The faint-hearted 
man of wisdom smells the harmless f lower and falls dead.



The story of two rival scholars. “Khamsa” 1539-1543, Tabriz.  
London, British Museum.



The Treasury of MysterIes
(The story of two rival scholars)

Two philosophers, belonging to the same 
school, contended unbecomingly.
They boasted proudly and lacked humility.
The empire was the empire of unity; 
in it was no place for duality.
There cannot be truth on both sides; one is acceptable. 
There cannot be two chiefs; one will be destroyed.
Who ever saw two swords in one scabbard?
Who ever saw the banquet of two Jamshids in one place?
It was the desire of the learned men that 
the school should belong to one only.
When jealousy girt its loins for revenge, 
the school rejoiced at the loss.
Both played a melody by night. To clear 
the school, they cried, saying,
That each should lay aside enmity and drink 
the draught the other had prepared,
To see which of the two had more courage in this 
affair, and whose poison was the deadlier,
So that they should give the empire of two philosophies 
to one art and the life of two forms to one body.
The first contestant made poison, so 
virulent, that it could melt black stone.
He gave it to the other, saying: “This is 
a life-giving wine; do not deem it to be 
poison, because it is better than sugar.”
The brave man took his draught; he drank 
the poison as if it were sweet sherbet.
He made an antidote from herbs and drank it. He 
closed the path of the poison by an antidote.
He burnt like a moth and recover his wings.
Like a candle, he hastened back to the assembly.



He cut a rose from the rose garden; he made 
incantations and breathed them onto the rose.
To overcome his enemy, he gave him that rose 
which was more effective than the poison.
The enemy was overcome by fear, and he died 
from the rose which that magician gave him.
The one neutralized the poison in his body by remedies. 
The other died from one rose because of baseless fears.
Every coloured rose in the garden of the earth is 
a drop of blood from the heart of mankind.
Know the garden of the world, whose spring time thou 
art, to be a house of grief, in which thou art a picture.
Throw stones at these lavers of earth: 
throw dust on this mirage.
Pass on from this water and its thoughts; 
soar above this dust and its ruins.
Do not study the secrets of the sun and the moon; 
destroy the sun and the moon like an eclipse,
Because this golden moon which is in this pavilion, 
is the demon on the road of Abraham’s love.
The day made thy morn to burn thy heart;
Heaven changed that day of thine to this day.
If thow hast a heart shining like the sun, one 
day thou wilt reach that day from this.
Shed tears, that by the rose-water of hope thou 
mayest wash this chequered tablet clean,
So that thine actions may ensure peace and the weight 
in thy scale by heavy on the day of resurrection.
Religion which strengthens thine arm, will 
straighten the balance of thy scale.
No noble man of virtue, caring for 
religion, ever grieved for this world.
Since thy desire is for this world, leave religion 
to Nizami, and take thou this world.

“The Treasures of Mysteries of Nezami of Ganjeh”
Translated from the Persian by Gholam Hosein Darab
London, 1945
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3.1. 2010 investments (including information on the global economy)
The global economy posted overall economic growth in 2010. However, the year was 
characterized by great discrepancy between the growth rates of developed countries and 
the emerging economies, as well as the sovereign debt crisis in Europe. The fiscal stimulus 
packages as well as the authorities’ efforts towards quantitative easing, which began in 
a number of the world’s leading countries in 2009, acted as a catalyst to the economic 
growth seen in 2010. GDP rose 2.9% in the USA, while going up only 1.7% in the Euro 
zone and 1.3% in the United Kingdom in 2010.

Chart 3.1.1. Rates of growth in GDP in the USA, Euro zone and UK (2004-2010, percentages) 
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Along with economic growth, in 2010 the US economy also saw an increase in employment 
(with approximately 1.2 million new jobs), in the profits of domestic companies and in 
inflation. The US inflation rate rose from -0.35% in 2009 to 1.63% in 2010. 

The economy of the Euro zone countries was mainly characterized by its heterogeneity 
in 2010. The economy of the region grew by 1.7% in 2010, with Germany, the region’s 
leading economy, playing a major contributory role. The German economy grew by 3.6% 
in 2010; with the unemployment rate falling from 8.1% in January to 7.7% in December. 
These trends were not seen in certain other countries of the region such as Greece, Ireland 
Spain, which entered 2010 in a state of severe sovereign debt distress and ended the year 
with a negative growth (of -4.35%, -0.4%, -0.1% respectively).The region’s second leading 
economy, France, posted economic growth of 1.5 %. The Euro zone saw no substantial 
improvements in employment in 2010. Its January unemployment rate of 9.9% had become 
10% in December. The region’s average 2009 inflation rate of 0.3% soared up to 1.5% in 2010.

3. INvEsTmENT sTRATEgy ANd RIsk mANAgEmENT
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The UK economy in 2010 showed significant improvements on the previous year. From 
-5.0% in 2009, growth in GDP went up to 1.3% in 2010, while the 2009 inflation rate of 
2.18% rose to 3.31% in 2010.

Chart 3.1.2. Unemployment rates in the USA, Euro zone and United Kingdom  
(2004-2010, percentages)
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During that year, there was no change in the monetary policies of the world’s leading 
countries by comparison with 2009, since the central banks of the USA, Euro zone and United 
Kingdom kept interest rates at historically-low levels (0.25%, 1% and 0.5% respectively). 
The central banks of these countries generally continued to enforce fiscal stimulus policies.

A number of active monetary policy measures were adopted in the USA, particularly in 
the second half of the reporting year. The Federal Reserve proceeded with a buyout of 
treasuries worth of USD 600 billion from November 2010 to June 2011, seeking to ease 
the still ailing economy out of its dire straits and set it on the track to recovery, while 
minimizing potential deflationary risks.  

In turn, the European Central Bank resolved to extend the term of a number of liquidity 
support arrangements for the banking system, which it had put in place the previous year. 
These measures had a particularly positive impact on the banking systems of a number of 
European countries suffering from sovereign debt distress. 

Despite inflation of more than 3% in the first ten months of the year, the Bank of England, 
kept its interest rate at 0.5% in the hope of an economic recovery.

3. INVESTmENT STRATEGY AND RISK mANAGEmENT
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Chart 3.1.3. Leading countries’ central bank interest rates (2000-2010, percentages)
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In general, the sovereign debt crisis in Eurozone went down as the year’s most formidable 
economic adversity. Its hardest blows befell Spain, Portugal, Ireland and Greece. Fitch 
and S&P reduced Greece’s sovereign debt rating from A- to BBB+ early in the year. This 
was followed by the announcement of a national budget deficit of up to 12.7% of GDP 
(subsequently revised and adjusted to 15.4%). The country pledged to make a number of 
significant adjustments to its budget system in a bid to restore financial market confidence. 
Despite European Central Bank assistance and support, the rate of return on 10-year 
government bonds went from 5.8% at the beginning of the year to 7.4% by mid-April. The 
financial markets deemed recoverability of the country’s EUR 16.5 billion worth of debt 
obligations, maturing in April and may, to be poor and S&P subsequently downgraded 
the country’s BBB+ credit rating to BB+.  On 23 April, Greece officially sought financial 
assistance from its European Union counterparts and the International monetary Fund. 
To this end, the European Union and the International monetary Fund set up a EUR 110 
billion assistance fund to help bail Greece out of its critical economic situation.   

3. INVESTmENT STRATEGY AND RISK mANAGEmENT
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Chart 3.1.4. 5-year Credit Default Swap (CDS) of named European countries (basis points)
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European Union countries implemented two major initiatives to ensure sustainability of 
financial markets:
•	 the European Financial Stability Facility. This AAA credit-rated fund with lending 

capacity of EUR 350 billion is expected to operate until 2013.
•	 the European Financial Stability mechanism. This is designed to assist non-Euro zone 

countries by drawing on its EUR 60 billion lending pool on an as-needed basis. 

With the International monetary Fund’s contribution of EUR 250 billion, the anti-crisis 
programme amounted to EUR 660 billion, sufficient in theory to meet the debt obligations 
of specific countries (Ireland, Portugal, Spain) over a three-year period. 

All these assistance arrangements had only a temporary impact on restoring financial 
market confidence. As Spain’s credit rating was reduced in September, followed by 
Ireland’s in October, the financial markets once again found they needed to make an 
urgent assessment of whether the assistance funds and vehicles established were in fact 
as helpful and effective as originally envisaged. Ireland was allocated EUR 85 billion in 
financial assistance by the European Union and the International monetary Fund to help 
address its  banking system issues.  

3. INVESTmENT STRATEGY AND RISK mANAGEmENT
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There were two main directions in US Federal Reserve monetary policy in 2010, which sought 
to stimulate economic growth while keeping inflation at an acceptable rate and to ensure 
financial market confidence. First of all, Fed disclosed its intention to re-invest securities 
that have matured and were included in the Federal Reserve’s securities portfolio, namely 
mortgage-backed securities, securities issued by the government-guaranteed agencies 
and treasuries, exclusively in treasuries in August. Furthermore, early in November, the 
Federal Reserve announced its decision to buy out USD 600 billion worth of treasury 
bonds by June 2011 as part of its quantitative easing efforts.

In 2010, the world’s stock markets displayed a variety of trends in different regions and 
countries. In particular, European stock market indices registered substantive gaps in 
movement because of the sovereign debt crisis experienced by some southern European 
countries. While the major stock indices in Denmark, Sweden, Finland, Norway, Germany 
and Austria had rates of return of +36%, +21%, +19%, +18%, +16% and +16%, southern 
European countries, such as Greece, Spain, Italy and Portugal had rates as low as -36%, 

-17%, -13% and -11% respectively. France’s leading stock market index, the CAC 40, ended 
the year at -3.3%. The rate of return on the S&P 500 in the USA topped +11% in 2010. 
Global stock market indices in 2010 were generally characterized by serious price volatility 
risks because of poor expectations of economic growth in the short and mid-terms, the 
sovereign debt crisis experienced by several European countries and the different monetary 
policies of the leading countries’ central banks. 

Commodity markets also showed substantial price dispersions in 2010 and registered a 
positive trend for the year. Oil markets maintained the balance of demand and supply in 
2010. The Organization of Petroleum Exporting Countries (OPEC) stated that, if oil prices 
ranged between USD 70-80 per barrel, there would be appropriate fair returns for member 
countries. Oil-per-barrel prices did reamin within this range in 2010.

3. INVESTmENT STRATEGY AND RISK mANAGEmENT
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Chart 3.1.5. Changes in crude oil price in months (2010, dollars/barrel) 
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Chart 3.1.6. Changes in gold price in years (1977-2010 ) 

1500

1000

500

1977 1980 1983 1986 1989 1992 1995 1998 2001 2004 2007 2010

Gold ($/ounce)

*Source: Bloomberg

3. INVESTmENT STRATEGY AND RISK mANAGEmENT



26 STATE OIL FUND OF THE REPUBLIC OF AZERBAIJAN ANNUAL REPORT 2010

In 2010, the price of gold went up approximately 30% on world markets, the price per 
ounce rising from USD 1 091 to USD 1 420. This was primarily as a result of Europe’s from 
sovereign debt crisis. 

The State Oil Fund’s 2010 investment policy pursued the aim of managing the Fund’s 
assets with low risk and low price volatility.  The Oil Fund’s investment policy did not 
change substantially compared to the previous year, as it again sought mainly to conduct 
a conservative policy aimed at minimizing the probability of substantial drawdowns and 
generating stable revenues.

Early in 2010, SOFAZ began investing primarily in short-term fixed-income securities 
and floating rate notes, as well as in lower investment grade securities. It opted for this 
strategy in a bid to attain maximum returns available in the low-interest-rate environment 
that existed on the global financial markets, by keeping associated interest-rate risks as 
low as possible. Another strategy objective was to secure greater diversification of the 
investment portfolio. While the share of corporate bonds in the SOFAZ investment portfolio 
at the end of 2009 was 7.5%, it had reached 14.24% by the end of Q1 2010 (i.e. by 31 march 
2010). In the meantime, the proportion of sovereign debt securities was cut from 28.15% 
to 22.38%. The proportion of AAA-rated securities dropped from 61.11% on 31 December 
2009 to 51.1% on 31 march 2010. At the same time, holdings of A-rated securities rose 
from 19.63% to 24.88%, while the proportion of BBB-rated securities went up from 2.16% 
to 4.77%. The duration of the bond portfolio, the largest element in the Fund’s investment 
portfolio, was 0.455 during this period.

Chart 3.1.7. SOFAZ investment portfolio bonds by credit rating 
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3. INVESTmENT STRATEGY AND RISK mANAGEmENT

*The International Finance 
Corporation’s Africa, Latin America 
and the Caribbean Fund (ALAC)
Until recently, the International 
Finance Corporation (IFC) used only 
its own funding to implement invest-
ment projects. In the current year, 
however, the IFC has set up a private 
equity fund (ALAC) and invited the 
World Bank member countries to 
take part in its investment initiatives. 

It should be noted that commercial 
institutions (commercial banks, 
commercial investment companies, 
commercial insurance companies, 
etc.) may not join in the Africa, Latin 
America and the Caribbean Fund. In 
December of the year under review, 
the Fund succeeded in raising 
USD 1 billion as planned. In addi-
tion, the IFC undertakes to finance 
20% of the total amount, while 
the remaining 80% are distributed 
among interested investors. ALAC’s 
profits are distributed among 

the investors according to their 
share of the overall investment. 
Participation in the ALAC is for 
10 years and investments are to 
be made in companies with good 
development prospects in Africa, 
Latin America and the Caribbean.

The IFC’s investment policy is 
designed to select and invest 
directly or indirectly in companies 
with good development prospects. 
While Investments are intended 
to make a profit,  other social and 
economic considerations are also 
factored in (such as the potential 
input of the companies in question 
to a country’s growth and market-
based economic development). The 
IFC has been able to gain extensive 
experience of selecting success-
ful companies and making high 
return investments in emerging 
economies since its inception.

 

As well as SOFAZ, the Korean 
Investment Corporation, the Saudi 
Arabian Fund, Dutch Pension Fund 
manager “PGGm”, the United 
Nations Joint Pension Fund and 
a sovereign fund from the United 
Arab Emirates are also limited 
partners of the IFC’s Africa, Latin 
America and the Caribbean Fund.

       Its investment entitles SOFAZ 
to membership of the Advisory 
Board as an ALAC stakeholder and 
to taking part in developing the 
fund’s general investment policies 
and strategies. The investments 
are, however, made directly by the 
IFC-related entities in African, Latin 
American and  Caribbean countries 
without the Oil Fund’s involvement. 
The IFC’s extensive experience in 
this field and representative offices 
in the said countries guarantee 
that selected companies have 
great potential and investments are 
made and managed effectively.

Floating rate notes and short-term commercial papers with low-interest rate risk continued 
to predominate in SOFAZ investments throughout Q2 2010. The Fund continued to diversify 
its investment portfolio in terms both of sectors and of taking on different credit risks 
within the existing investment environment. Thus, covered bonds were introduced to the 
Fund’s investment portfolio, making up 5.09%. The proportion of short-term commercial 
securities was increased from 1.18% (31.03.2010) to 7.06% at the end of Q2. Portfolio 
duration in Q2 2010 was 0.369.

In Q2 2010, SOFAZ made its first private equity investment by joining the Africa, Latin 
America and the Caribbean Fund (ALAC), established by the World Bank Group’s International 
Finance Corporation (IFC)*. The Oil Fund’s total commitment to ALAC stands at USD 
100 million. These investments enable the Fund to expect high rates of return in the long 
term while also benefiting from greater portfolio diversification. Azerbaijan was the first 
developing country to co-invest with the World Bank in other emerging economies. 
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Chart 3.1.8. Breakdown of SOFAZ investment portfolio by assets

Q3 2010 produced no drastic changes in the Fund’s investment strategy by comparison 
with the preceding quarters, the main aim again being to maintain low duration. In Q3 the 
duration of the portfolio was 0.386.

Chart 3.1.9. SOFAZ investment portfolio: Geographical distribution
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The most substantive change in the Fund’s investment portfolio in Q4 2010 was the increase 
of the proportion of sovereign debt instruments from developing countries, as well as 
securities issued by those countries’ state agencies and companies. This was primarily 
an attempt to boost investment return by taking slightly higher credit risks. SOFAZ was 
able to keep the level of the portfolio’s overall duration low in Q4 as well. Its year-end 
duration was 0.497. 

3.2. SOFAZ investment portfolio performance
Performance measurement methodology. Returns on SOFAZ assets are calculated in 
accordance with the “Performance measurement methodology for the investment portfolio 
and sub-portfolios of the State Oil Fund” approved by the Resolution No. 5 of 21 April 2009. 
In accordance with this methodology, the AZN, USD or EUR is taken as the base currency 
in calculating the performance of the total investment portfolio. Performance is also 
calculated without a base currency, i.e. without taking currency exchange fluctuations 
into account. The performance of the sub-portfolios is measured in the respective (local) 
currency of each sub-portfolio and in the base currency, i.e. USD (provided the impact of 
the currency component is indicated).

The following information is used for performance measurement:

The portfolio’s COB market value in local currency. The prices provided by the custodian 
bank and stored in the Oil Fund’s portfolio management system are used to calculate the 
portfolio’s COB market value in local currency. The prices provided by the custodian bank, 
audited and stored in the Oil Fund’s portfolio management system are used to calculating 
the portfolio’s month-end market value in local currency.

The portfolio’s previous day COB market value in local currency. The prices provided 
by the custodian bank and stored in the Oil Fund’s portfolio management system are used 
to calculate the portfolio’s previous day COB market value in local currency.

COB net flows defined as the difference between inflows and outflows during the 
business day. Net flow figures are calculated by the SOFAZ portfolio management system 
on a daily basis. 

SOFAZ rate of return: 2010. The return on the SOFAZ investment portfolio was equal to 
about 4.2%, 4.5%, 3.8% and 3.3% in 2006, 2007, 2008 and 2009 respectively. The return 
from managing its investment portfolio was equal to 1% in 2010.  

3. INVESTmENT STRATEGY AND RISK mANAGEmENT
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Chart 3.2.1. SOFAZ investment portfolio: Rate of return
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3.3. Restrictions on investment
The Oil Fund’s investment portfolio is managed in accordance with the “Rules on managing 
the foreign currency assets of the State Oil Fund of the Republic of Azerbaijan “  (“Investment 
Guidelines”), approved by Presidential Decree No. 511 of 19 June 2001 as amended by 
decrees No. 607 of 21 December 2001 and No. 202 of 1 march 2005. According to the 
Rules, SOFAZ assets may be invested in the following:
•	 Deposits in central (national) and commercial banks and other financial institutions;
•	 Government securities (debt obligations) issued by governments with long-term 

investment-grade credit ratings (Standard & Poor’s, Fitch or moody’s) on their sovereign 
debt;

•	 Securities issued by countries, state agencies or state-guaranteed financial institutions, 
whose respective governments have long-term investment-grade credit ratings (Standard 
& Poor’s, Fitch or moody’s) on their sovereign debt;

•	 Securities issued by international financial institutions (e.g. the World Bank, the European 
Bank for Reconstruction and Development, the Asian Development Bank, etc.)

•	 Debt obligations issued by commercial banks and other financial institutions with a 
long-term investment-grade credit rating; 

•	 Securities from issuers with a long-term investment-grade credit rating, securities with 
an investment-grade credit rating, shares in mutual funds and shares in alternative 
investment funds.
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SOFAZ foreign currency assets may not be invested in other asset classes, including real 
assets (i.e. real estate and precious metals and stones). Derivatives (i.e. swaps, forwards, 
futures, etc.) may be used for hedging or optimizing the Investment Portfolio’s currency 
composition and asset allocation.

Investment policy 

SOFAZ currency assets are managed in accordance with the Fund’s investment policy 
which is approved by the President of the Republic of Azerbaijan on an annual basis.  

According to that policy:

The Oil Fund’s assets must have reasonable liquidity in order to ensure that planned money 
and other transfers related to the Fund’s budgetary expenditures can be made in an accurate 
and timely manner. For this reason, a proportion of these assets, equivalent to no less 
than USD 100 million (minimum liquidity level) is to be held in cash or cash equivalents. 
If minimum liquidity level is breached, it must be restored within 7 (seven) calendar days.

The Oil Fund determines the target duration (not exceeding 48 month) of its investment 
portfolio in line with the current status of the global financial markets.

The Oil Fund’s foreign currency assets may be placed in investment-grade assets or in 
securities from issuers which themselves have an investment-grade rating.

The maximum average weight of one specific security or one issuer (excluding depository 
banks) in the investment portfolio should not exceed 15% of the total value of the investment 
portfolio. 

The maximum allocation to external managers shall not exceed 60% of the investment 
portfolio’s total value while maximum allocation to a single external manager shall not 
exceed 15% of that total value.

SOFAZ foreign currency assets may be invested in currencies that are not defined in its 
investment policy only if exposure to that currency is hedged back to USD.
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External managers 
According to the “Investment Guidelines” an external manager engaged in managing the 
Fund’s financial assets, or its parent company, shall have an investment-grade credit rating 
(of no less than Baa3 (moody’s) or BBB- (Standard & Poor’s, Fitch)), at least 5 years’ relevant 
experience of managing financial assets or experience of managing financial assets equal 
to or exceeding USD 1 billion. The external managers handling SOFAZ financial assets as 
of 31 December 2010 are the World Bank, Deutsche Am and Clariden Leu.

3.4. Risk management
Risk management is an essential element of the Oil Fund’s operations. SOFAZ employs 
globally recognized, state-of-the-art models, procedures and indicators to handle this 
particular task. The Risk manager software application (developed by Riskmetrics) procured 
in February 2010 has greatly enhanced the Fund’s risk management capabilities. Its risk 
management practices are divided into two areas: financial risks and operational risks.

Financial risks
Market risk. Also commonly referred to as systematic risk, market risk is the risk that a 
portfolio’s value will decline because of changes in market risk factors. These include 
security prices, interest rates, foreign currency exchange rates and commodity prices. 
market risks are tightly controlled in all investment management companies and SOFAZ is 
continuously improving control of these risks. The Fund’s investment portfolio is dominated 
by short-term bonds. However, it constantly monitors the central bank interest rates of 
the countries to which it is exposed and adjusts the duration of the relevant fixed-income 
securities accordingly.

Credit risk. Credit risk is the risk that a borrower will fail to repay the principal or interest 
on borrowed funds on time or fail to honour its contractual obligations. Credit risk stems 
from a number of sources, such as the borrower’s bankruptcy, credit rating downgrade, 
etc. As credit risks increase, investors tend to lend their assets at higher interest rates. 
Credit risk is an essential consideration when investing in fixed income assets and key 
credit institutions regularly assess the credit ratings of thousands of companies, agencies 
and financial institutions. The credit ratings of the securities in which SOFAZ invests, as 
well as their issuers, are regulated by the Fund’s “Investment Guidelines”. 

Operational risks
Operational risk is the risk of contingent financial or non-financial losses caused by internal 
processes, the human factor and external factors.

Human risk. This is associated with the deliberate or unintentional failure of staff to 
comply with the organization’s rules and codes of conduct. SOFAZ closely monitors its 
staff to ensure strict compliance with its policies and procedures and to prevent any 
engagement in illegal market transactions and disclosures of the corporate commercial 
secrets. Furthermore, as part of the personnel’s skill development, staff from relevant 
departments regularly attend numerous training seminars and courses, held by investment 
banks with which the Fund cooperates.  
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Reputational risk. Reputational risk is the risk that the organization may experience 
difficulties in maintaining past business relations, establishing new ones or gaining access 
to capital because it is perceived negatively by its stakeholders (customers, counterparts, 
shareholders, regulators, etc.). An organization might face reputational risk even without 
violating any law. SOFAZ pays particular attention to reputational risk and has been able to 
enhance its reputation and positive image both at home and abroad a great deal, especially 
thanks to its success in the Extractive Industries Transparency Initiative.

3. INVESTmENT STRATEGY AND RISK mANAGEmENT



N
izami’s second poem, Khosrow and Shirin, was completed 
in 1180. In terms of its composition, the depth of unveiling 
the characters and its complex multilevel meanings it has 

been recognized as the first poem in Persian literature that reached the 
classical artistic and structural synthesis. Interestingly, the poem is at 
first sight based on a romantic tale; however, as was Nizami’s custom, 
it contains, alongside the main narration, profound Sufi philosophical 
ideas that allegorically describe the soul’s quest for God.

The plot of the poem can be traced back to the Sassanid era, and both 
main characters are historical figures. The name of Shirin is mentioned 
in Byzantine, Syrian and Arabic sources. She was the niece of the Arran 
ruler Mihin-Banu. Khosrow is the last prominent ruler in the Sassanid 
dynasty. An interesting reference to Shirin is found in the chronicles of 
Persian historian Balami, where, writing about the reign of Khosrow 
Parviz, he mentions his favorite wife, Shirin: “There was no one more 
beautiful and staid than her”. Nizami himself stated that he had found 
the historical chronicles describing the love between Khosrow and 
Shirin in Barda.

In his poem, Nizami created the deep and complex image of Shirin, 
making her the main character of his narration. Shirin is intelligent, 
beautiful, honest and noble; she is an excellent queen – wise and just. 
Her love for Khosrow, a pure love that works wonders, is described in 
the poem in a remarkable delicate way. The strength of Shirin’s love for 
Khosrow makes him change, become a compassionate ruler and overcome 
his egoism and cruelty, which is the main idea of this literary work. 

Particularly interesting is the original character of Farhad created by the 
poet. Farhad, a skillful mason and a commoner, is the opposite of the 
nobleman Khosrow. His passionate love for beautiful Shirin inspires 
him to feats of labor and creative work. Unlike Khosrow, Farhad is 
honorable, strong, honest and brave. His is extremely tall and is as strong 
as heroes of old, while Khosrow, who is handsome, remarkably gifted 
and educated, leads an idle and reckless life, wasting his time on feasts, 
hunting, amusements and entertainment.



The end of the two character’s competition for Shirin’s love is irrevers-
ibly tragic. However, describing the death of Farhad, who was killed 
not in a fair fight but rather by treachery, Nizami raises the question of 
conspiracies and murders to retain one’s power.

At the end of the poem, Shiruye, Khosrow’s son with his first wife, 
Maryam, who had grown up in the palace in the atmosphere of deceit, 
ignobility and hypocrisy, conceives a passion for his stepmother and 
kills his own father. However, Shirin, who remains loyal to Khosrow 
after his death, commits suicide. 



Khosrow and ShIrIn
The next morning Shapur went to the pretty 
meadow. He took a piece of paper in his 
hand and sketched a portrait of Khosrow, 
a likeness so exact as to make the most 
reluctant maiden swoon. Then he hung 
the picture from a branch of a tree and hid 
himself. He did not have to wait long, for 
soon Shirin appeared with her attendants.
The day shimmered with promise; every leaf 
danced in the breeze. Shirin and her companions 
spread their carpets on the grass, and, sipping 
wine, amused themselves with singing, dancing 
to the music of lutes, and fashioning wreathes 
of flowers for each other. Then, at last, Shirin 
noticed the portrait. She asked that it be 
brought to her. She held it in her hands and 
gazed at the handsome prince. Then her heart 
dissolved with joy and she embraced the portrait. 
Frightened at her trembling, and supposing 
that the picture was the work of evil spirits, her 
handmaidens destroyed the image and burned 
rue to stop the spell. Only then did Shirin 
recover her senses, and the party moved on.
The following morning, Shapur again went 
to the meadow, made a portrait of the prince, 
hung it from a branch, and hid. When Shirin 
appeared and saw the portrait, her soul 
again took flight. But this time her maids 
refused to bring the picture to her. They 
rolled up their carpets and the party fled.
On the third morning, Shirin and her 
companions set out for a different meadow. 
Following them, Shapur made yet another 



portrait, hung it as before, and hid himself. Soon 
Shirin caught sight of it. She seized it from the 
branch herself and worshipped it as if it were an 
idol. In its homage she drank wine; with every 
sip she kissed the ground. At last, she sent her 
maids to search for someone who might be able 
to explain the mystery; but not a soul could be 
found. Then, at the far end of the meadow, Shirin 
noticed a stranger. Believing that this person had 
some knowledge of the portrait, she instructed 
her attendants to ask if he knew the name and 
rank of the one who had captured her heart.
When Shapur – for the stranger was none 
other than the painter – saw the maidens 
approach, he knew that his stratagem had 
not failed. To their inquires, he answered 
that the secret could be imparted only to 
Shirin herself. When the maidens gave this 
message to their mistress, Shirin ran eagerly 
across the field. As she drew near, Shapur was 
overwhelmed, so delicate was her beauty.

“Who might you be? Where are you from what 
do you know” she breathlessly asked. Shapur 
replied that he had traveled far and wide, that 
he could unlock many mysteries and would 
divulge the story of the portrait, but only if 
they were left entirely alone. Shirin dismissed 
her maidens. The painter then told her that the 
one she loved was a fine prince, Khosrow Parviz 
by name. She then confessed that her happiness 
was so entwined with the portrait that she 
worshipped it night and day. Whereupon Shapur 
told how the prince had dreamed about Shirin, 
his destined love, and had send him to find her. 
As Shapur spoke, Shirin was overcome with joy.

Miror of the invisible world : Tales from the Khamseh of Nizami
“Khosrow and Shirin”, Peter J. Chelkowski
New York, 1975



Shapur shows Khosrow’s portrait to Shirin. “Khamsa” 1539-1543, Tabriz. 
London, British museum.
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The Oil Fund’s day-to-day activities are managed by the Executive Director who is appointed 
by the President of the Republic of Azerbaijan. 

SOFAZ Supervisory Board
The Supervisory Board, consisting of representatives of the state authorities and public 
organizations, carries out general oversight of State Oil Fund operations. The Board 
reviews and evaluates the Fund’s draft annual budgets, annual reports and financial 
statements, along with audit reports. members of the Supervisory Board are approved 
by the President of the Republic of Azerbaijan. The Board members act on a voluntary 
(non-remunerable) basis. 

Presidential Decree No. 73 of 27 November 2008 approved the new composition of the 
State Oil Fund’s Supervisory Board as consisting of the following members: 

Artur Rasizade
Prime minister of the Republic of Azerbaijan

valeh Alesgerov
Vice-Speaker of the Parliament (milli majlis) of the Republic of Azerbaijan

vahid Akhundov
State Economic Policy Adviser of the Republic of Azerbaijan

samir sharifov
minister of Finance of the Republic of Azerbaijan

shahin mustafayev
minister of Economic Development of the Republic of Azerbaijan 

Elman Rustamov
Chairman of the management Board of the Central Bank of the Republic of Azerbaijan

mahmud kerimov
President of the National Academy of Sciences of the Republic of Azerbaijan

4. mANAgEmENT
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The Supervisory Board held 3 meetings in 2010. At the first meeting on 9 July 2010, Fund’s 
2009 annual performance report and the audit findings were discussed and deemed 
satisfactory. In addition, the Supervisory Board discussed and agreed on certain changes 
and amendments to the Fund’s 2010 annual budget. The Supervisory Board’s second 
meeting, held on 24 September 2010, reviewed the proposed changes to the Oil Fund’s 
2010 annual budget’s expenditure items and resolved to submit these proposals to the 
President of the Republic of Azerbaijan for final approval. 

The third meeting on 16 December 2010 discussed and approved the Oil Fund’s draft 
annual budget for 2011, its draft investment programme (including its investment policy), 
as well as the Fund’s draft administrative expenses. The Board resolved to submit the 
Fund’s draft annual budget to the President of the Republic of Azerbaijan for approval. 

4. mANAGEmENT
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SOFAZ organizational structure
Year-on-year growth of the State Oil Fund’s foreign currency reserves requires the Fund to 
increase the number of its personnel and particularly of investment portfolio management 
professionals. As a result, in 2010, a Presidential Decree raised SOFAZ staffing from 
80 to 110. Its organizational structure was adjusted accordingly to accommodate these 
changes to the staff list. In order to ensure greater diversification of the Fund’s investment 
portfolio, three divisions were established within the Investment Department of the Asset 
management Administration, namely the Fixed-Income Division, Equity and Alternative 
Investments Division and the money market and Foreign Exchange Division. Additionally, 
two divisions were created within the Risk management Department: the Strategic 
Asset Allocation/Risk and Performance measurement Division and the External Asset 
management/ Research Division.

SOFAZ’s investment activity is conducted by Front, middle and Back Offices. Front and 
middle office functions are performed by the Investment and Risk management Departments 
set up under the Asset management Administration.

Investment Department (Front-Office)
The Investment Department is responsible for developing investment strategy, portfolio 
management and trading. The Department has 3 divisions: 
•	 the Fixed-Income Division;
•	 the Equity and Alternative Investments Division;
•	 the money market and Foreign Exchange Division.

Risk Management Department (Middle-Office)
The Risk management Department is responsible for conducting assessments of and 
preparing proposals for the Fund’s investment policy and strategic asset allocation (SAA), 
selecting benchmarks and risk budgeting. In addition, this department is also responsible 
for risk and performance measurement, performance attribution, modeling and research, 
compliance supervision and supervision of external managers. 

The department has 2 divisions:
•	 the Strategic Asset Allocation/Risk and Performance measurement Division;         
•	 the External Asset management/ Research Division.

4. mANAGEmENT
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Settlements Department (Back-Office)
Back-office functions are performed by the Settlements Department, operating under the 
Fund’s Finance and Operations Administration. 

The Settlements Department is responsible for verifying trades with counterparties, for 
trade settlement with the custodian bank and correspondent banks, for reconciling cash 
and transactions with statements from the banks, and for reconciling external managers’ 
transactions and positions with information from custodians on a daily and monthly basis.

Budget Forecasting and Projects Department 
The Budget Forecasting and Projects Department is responsible for forecasting SOFAZ 
revenue and expenditures, organizing its budgeting, its economic analysis, strategic 
research and macroeconomic modeling work, and for organizing and supporting the 
activities of the Fund’s Supervisory Board and the financing of fund-sponsored projects.
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Figure 4.1. SOFAZ organizational structure
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N
izami’s third poem, Layla and Majnun, was written in 1188 
after it was commissioned by Shirvanshah Akhsitan I. 

The poem is based on the story of a profound and limitless love 
between two young people. This love is tragic, futile, pure and sublime.

In dramaturgical terms, this literary work is unique in that it has no 
clear conditions that would make the union of Layla and Kays impos-
sible. They both come from noble families, have excellent education and 
upbringing, are equally wealthy, and, finally, are young and beautiful. 
However, Nizami describes a very deep layer of the social and moral 
state of society in which there is no place for feelings so pure and delicate. 
Kays’ matchmakers get rejected only because he is an unorthodox man 
who does not want to abide by the sanctimonious attitudes dominating 
his society. His love is passionate and inspired. Kays rejects generally 
adopted morality and defies society, in the eyes of which he becomes a 
madman—a Majnun. 

The remarkably solid character of Ibn-Salam—a wealthy and noble man 
who is desperately in love with Layla and is capable of self-sacrifice - is 
also dramatically complex and multidimensional. He is not the opposite 
of Kays, as is common in such stories, and neither is he an antagonist 
in the poem. He is worthy of Layla, but the great strength of Layla’s love 
for Majnun becomes an insurmountable barrier between them.

Nizami describes the image of Majnun, the main character, as it develops 
and evolves throughout the poem. During the course of the events 
narrated in the poem, the characters make efforts to solve this conflict 
peacefully, but fail, and Kays gradually attains a completely different 
spiritual state – we see how his love for Layla becomes increasingly 
immaterial and transcendent, reaching the state of the highest spiritual 
tension. Majnun forever breaks any ties with human society. Layla’s 
husband dies. It appears that all obstacles have been overcome. Layla 
and Majnun can finally be together. But it is too late. Majnun, who has 
broken all ties with society, no longer needs the worldly, humanly love 
of Layla: she has become his unattainable ideal, a divine image. He is no 
longer capable of worldly love - his love is heavenly and sublime. Having 



realized this, Layla dies, as if she sacrifices her life to the ideal image 
that lives in Majnun’s heart.

This poem by Nizami is, in its concept, a truly Sufi work that reflects 
the human desire to overcome the “worldly ego” and transform into 
a”universal ego”. 

Layla and Majnun
Who wanders near that palmy glade,
Where the fresh breeze adds coolness to the shade?
‘Tis Majnûn;—he has left his father’s tomb,
Again ‘mid rocks and scorching plains to roam,
Unmindful of the son’s meridian heat,
Or the damp dewy night, with unshod feet;
Unmindful of the forest’s savage brood,
Howling on every side in quest of blood;
No dread has he from aught of earth or air,
From den or eyry, calm in his despair:
He seems to court new perils, and can view
With unblench’d visage scenes of darkest hue;
Yet is he gentle, and his gracious mien
Checks the extended claw, where blood has been;
For tiger, wolf, and panther, gather round
The maniac as their king, and lick the ground;
Fox and hyena fierce their snarling cease;
Lion and fawn familiar meet in peace;
Vulture and soaring eagle, on the wing,
Around his place of rest their shadows f ling;
Like Sulaiman, o’er all extends his reign;*
His pillow is the lion’s shaggy mane;
The wily leopard, on the herbage spread,
Forms like a carpet his romantic bed;
And lynx and wolf, in harmony combined,
Frisk o’er the sward, and gambol with the hind.



All pay their homage with respect profound,
As if in circles of enchantment bound.
Among the rest, one little fawn
Skipp’d nimbly o’er the f lowery lawn;
And, beautifully delicate,
Sprang where the admiring maniac sate:
So soft, so meek, so sweetly mild,
So shy, so innocently wild,
And, ever playful in his sight,
The fondling grew his great delight;
He loved its pleasing form to trace,
And kiss its full black eyes and face,
Thinking of Lailî all the while;
For fantasies the heart beguile;
And with th’ illusive dream impress’d,
He hugg’d the favorite to his breast:
With his own hand the fawn he fed,
And choicest herbs before it spread;
And all the beasts assembled there
Partook of his indulgent care,
And, day and night, they, unconstrain’d,
In wondrous harmony remain’d.
And thus, throughout the world, we find
‘Mid brutes, as well as humankind,
A liberal hand, a friendly voice,
Bids e’en the savage heart rejoice.
There is a curious story told
Of a despotic king, of old,
Which proves ferocious beasts endued
With a deep sense of gratitude.
The king had in his palace-bounds
A den of man-devouring hounds;
And all on whom his anger fell
Were cast into that dreadful cell.
Among the courtiers there was one,



For wisdom, wit, and shrewdness known,
Long in the royal household nursed,
But still he always fear’d the worst,
Thinking the fatal day might come
For him to share an equal doom;
And, therefore, by a dexterous scheme,
His life endeavour’d to redeem.
Unseen, by night, he often stood
And fed the hounds with savoury food;
And well their bounteous friend they knew,
And in their hearts attachment grew;
When, just as he, prophetic, thought,
The king his death unfeeling sought;
Sternly his good old courtier blamed,
And to the ravenous dogs condemn’d.
‘Twas night when in the den he cast
His victim for a dog’s repast:
Next morn, unshamed by such a deed,
(Dooming the innocent to bleed,)
He sent a page to look for him,
Torn, he expected, limb from limb:
The wondering keeper who obey’d
The king, and not a trice delay’d,
Now, hastening to the presence, cried,
“O king! his virtue has been tried;
He bears an angel’s blessed charm,
And God protects his life from harm:
Untouch’d, though fetter’d fast, I found him,
The dogs all fondly fawning round him!”
The king was struck with wonderment
At this miraculous event;
And seeing, in that horrid cell,
The guiltless courtier safe and well,
He ask’d, with tears profusely shed,
By what strange spell he was not dead?



“No juggling words had I to say;
I fed the bloodhounds every day;
And thence their gratitude arose,
Which saved me from my cruel foes.
But I have served thee many a year,
And for it thou hast sent me here!
A dog has feeling—thou hast none—
A dog is thankful for a bone;
But thou, with hands in blood imbrued,
Hast not one spark of gratitude.”
Abash’d, the despot saw his crimes,
And changed his frightful course betimes.

“Laili and Majnun”
Traslated from the Persian by James Atkinson
Allahabad, 1915



Majnun in wilderness. “Khamsa” 1539-1543, Tabriz. London, British museum.
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5. OIL FUNd—TRANsPARENT sOvEREIgN wEALTh FUNd

5.1. SOFAZ public relations disclosure tools
Transparency has been a key principle in the State Oil Fund’s operations since its inception. 
Regular auditing of the Fund’s financial statements by a global reputable auditor is used 
as the primary safeguard to ensure the transparency of SOFAZ operations. 

SOFAZ information policy. The State Oil Fund’s public and media relations are managed 
in accordance with its Information Policy, as approved by the order of Executive Director 
of SOFAZ, dated 20 April 2007. This policy was developed to properly coordinate and 
effectively manage the Fund’s public relations, ensuring it meets the public’s need for 
information and maintains and further develops its reputation of being a transparent 
public organization, in accordance with the Law of the Republic of Azerbaijan “On right 
to obtain information”. Instruments employed by the Oil Fund for public information and 
disclosure purposes include:
•	 Press-releases;
•	 Quarterly and annual reports;
•	 The official website;
•	 News conferences; 
•	 Disclosures and publications in the mass media.  

A press release is a special newsletter, disclosing information that needs to be disseminated 
as urgently as possible. Press releases target broad audiences and provide useful information 
about the Fund or describe important innovations. Press releases are distributed by the 
Fund’s Public Relations Department through newspaper publications as a means of increasing 
public awareness. SOFAZ issues press releases about its assets, projects, revenues and 
expenditures through the periodical press on a quarterly basis. Furthermore, press releases 
are used to inform the public about various events and meetings held at the Fund. 

SOFAZ publishes quarterly revenue and expenditure statements, annual reports and 
reports on EITI activities through the press and its own website (www.oilfund.az). It 
ensures the transparency of the revenues from the management of the natural reserves 
and their utilization.

Globally renowned and reliable international auditors audit the Oil Fund’s performance 
annually. The State Oil Fund’s financial performance in 2010 was audited by Ernst&Young. 
Furthermore, the Chamber of Accounts of the Republic of Azerbaijan also audited the Oil 
Fund’s activities in 2008 and 2009. 

SOFAZ addresses all public inquiries in a timely manner as required by the Law “On right 
to obtain information”.
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5.2. Extractive Industries Transparency Initiative (EITI) activities
EITI summary. The Extractive Industries Transparency Initiative (EITI) is designed to 
promote transparency and accountability in the extractive industry. It was first announced 
in September 2002 in Johannesburg by British Prime minister Tony Blair. The first EITI 
conference was held in London on 17 June 2003. A delegation, headed by the current 
President of the Republic of Azerbaijan Ilham Aliyev, attended the conference and announced 
Azerbaijan’s accession to the international initiative.

The EITI Committee was set up by the Cabinet of ministers of the Republic of Azerbaijan 
in its 13 November 2003 decree. The Committee, chaired by the Executive Director of 
the Oil Fund, consists of representatives of the ministries of Foreign Affairs, Economic 
Development, Industry and Energy, Finance, Taxes, Ecology and Natural Resources, the 
State Statistical Committee, the State Oil Company and the Ambassador of Great Britain 
to the Republic of Azerbaijan.

The EITI is a voluntary initiative, supported by companies, governments, investors and civil 
society organizations. It provides the implementing countries with a significant capacity 
to demonstrate a completely transparent investment environment that is attractive to 
investors and to international financial institutions. The EITI acts as a major incentive to 
improve accountability and governance in a politically stabil and rapidly growing country.  
This, in turn, helps to avoid any possible disagreements that may arise over the revenue 
distribution in the extractive industries. 

On 24 November 2004, the EITI Committee, local and foreign oil and gas companies 
and the Increasing Transparency in the Extractive Industries coalition of NGOs signed a 
memorandum of Understanding on implementing the EITI in Azerbaijan. 

The government of Azerbaijan discloses its EITI reports about the mechanism as stipulated 
by the memorandum. In accordance with the memorandum, a competition is held to select a 
reliable international audit firm for each reporting cycle to analyze and reconcile government 
and company reports. Previously the successful bidder was chosen by a Selection Group, 
consisting of representatives of the parties to the memorandum. 

In 2010, the Oil Fund continued its activities within EITI. 

An EITI multi-stakeholder Group (mSG) was established in 2010. Responsibilities of the 
Selection Group were transferred to the mSG. At the mSG meeting held on 4 February 
2010, the coalition of NGOs gave its opinion of the 11th EITI report (for the first 6 months 
of 2009) – the government’s report and the independent auditor’s report The 12th (annual) 
report of the Government of the Republic of Azerbaijan on the overall revenues of the 
extractive industries (in 2009), audited by moore Stephens, was made public at the EITI 
mSG meeting held on 14 may 2010. The 13th report (covering the first 6 months of 2010), 
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audited by moore Stephens, was made public at the EITI mSG meeting on 25 October 
2010. The reports also included the auditor’s opinions (Independent Accountants’ Report) 
based on analyzing the individual reports submitted by extractive industry companies. At 
the mSG meetings of 29 June 2010 and 12 November 2010, the NGO Coalition made public 
its opinions of the 12th and 13th EITI reports respectively. The meeting adopted a plan of 
work for 2011. In addition, considering that Azerbaijan had achieved considerable success 
in implementing the EITI and since other EITI implementing countries publish only annual 
reports, it was decided to make EITI reports public once a year. 

The EITI International Board held meetings in Oslo, Norway, on 9-10 February 2010, in 
Berlin, Germany, on 15-16 April 2010, in Dar-As-Salam, Tanzania, on 19-20 October 2010 
and in Brussels, Belgium, on 13-14 December 2010. They were attended by a delegation 
headed by the Executive Director of the State Oil Fund, who chairs the EITI Government 
Committee. 

The following have signed the act of accession of the memorandum of Understanding on 
EITI implementation in Azerbaijan: Azerbaijan International mining Company Limited on 
25 February 2010, “Neftechala Operating Company Ltd” on 3 march 2010 and “Shirvan 
Operating Company Limited” on 15 march. This took the number of companies to have 
signed the memorandum on EITI Implementation in Azerbaijan to 30.
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5.3. International Forum of Sovereign Wealth Funds

The International Forum of Sovereign Wealth Funds (IFSWF) was established by the 
International Working Group of Sovereign Wealth Funds, meeting in Kuwait City on 5-6 
April 2009. IFSWF is a voluntary group of Sovereign Wealth Funds (SWFs), which meets, 
exchanges views on issues of common interest and facilitates an understanding of the 
Santiago Principles and of SWF activities.

The State Oil Fund of the Republic of Azerbaijan is an active member of the IFSWF and has 
systematically participated in its meetings. IFSWF held its first meeting in Baku organized 
by the government of Azerbaijan and SOFAZ on 8-9 October 2009.

The next meeting of the IFSWF was held in Sidney, Australia on 8-11 may 2010.  members 
discussed and exchanged views on the Santiago principles as well as the current agenda 
of the investment trends developing in prevailing market conditions. A major item on the 
agenda focused on continuing a meaningful dialogue with the recipient countries so as to 
secure the free flow of long-term investment capital. The IFSWF reviewed progress made 
by all its three sub-committees and outlined a work agenda going forward. 

A survey on the application of the Santiago principles was organized with the active 
involvement of the State Oil Fund. A report summarizing its findings was reviewed by 
all forum members at the may 2011 meeting in Beijing, China. The report was publicized 
through the IFSWF website in July, 2011.

In accordance with Santiago Principle #24, SOFAZ published its first self-assessment 
report on its adherence to these Principles. The report is presented in the Appendix.
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N
izami's poem Seven Beauties was written circa 1196. The 
poem has two plotlines: once is the story of Bahram shah, 
and the other consists of a several interspersed stories that 

are completely unrelated to the first storyline – they are fantastic tales 
that can be traced back to oral tradition. 

When Bahram was young, he found in the castle where he lived a room 
that he had never seen before; on the wall in that room he saw an amazing 
mural on which he was shown surrounded by seven strikingly beautiful 
women. After inheriting the throne from his father, he acquired as his 
wives the seven princesses the portraits of which he had seen in the palace 
of Khavarnak. Those were Indian, Turkmen, Khwarezmian, Slavic, 
Maghreb, Byzantine and Iranian princesses. By Bahram’s order, the best 
architect builds for his wives seven palaces with domed pavilions. Every 
dome has its own color that corresponds to the astrological views on a 
certain day of the week and the planet associated with it. Interestingly, 
the calendars of European nations also use these symbols which are 
apparently related to astrological theories in Babylon. It is known that 
Babylonian temples were built on seven levels and that their walls had 
seven colors associated with the days of the week and the planets. 

Bahram spends a night in each of the palaces, clad from head to toe in 
clothes the color of which is the color of the day. The decoration of the 
palaces also corresponds to the color of the day. While music is playing, 
the princesses take turns to tell Bahram the fairy tales of their homelands. 

In Seven Beauties Nizami reflects upon his favorite idea of a wise and 
just ruler. The character of Bahram Gur is based upon the legendary 
Sassanid shah Bahram or Varakhran V who ruled from 421 to 438. The 
main idea of this literary work was to show that a true ruler needs to 
have a variety of skills and a wealth of knowledge, care about his people 
and rely on wise experience in governing the nation. 



Bahram-Gur and Fitna on hunting. “Khamsa” 1539-1543, Tabriz.  
London, British museum.



Seven BeautIes 
One day the king thought well to (go and) hunt 
on the low plain and on the lofty hills.
He rode his “gūr-hoofed” chestnut to the plain; 
He dug up “gūrs”, and threw “gūrs” to the ground.
Jupiter may in the Bow be placed, the 
monarch’s bow passed over Jupiter.
Away from those who’d ridden to the plain a 
troop of onagers passed towards the king.
The king stood as a lion on the spot, the 
chestnut ’neath him prancing (restively).
(Then) from the string the (king’s) hand scattered pearls; 
The thumbstall emptying, he filled the plain.
With his well-tempered sword and arrows’ steel he 
hurled upon the ground now fire, now game.
A haunch of onager, pure wine to hand,—a 
fire is wanted to (prepare) “kabābs”.
With such intent, one might suppose, his lance, 
which shed the blood of onagers, struck fire.
A lion he in throwing onagers; his 
awfulness struck blind the evil eye.
Those which (at first) slipped off he let not go; he 
hamstrung them, or followed in their track.
With him a girl of moon-like fairness rode, 
whose quickness kept her always at his side.
Fitna her name, a thousand were her lures; 
seductive she to him seduced by her.
Fresh-faced as early Spring in paradise; with 
graceful gait as corn that breezes stir.
A piece of (sweetest) honey smeared with oil; 
a dish of “pālūda” both fat and sweet.
Not only beautiful, but skilled in song, 
lutist, and nimble-footed dancer too.
When to the music of the lute she joined her 



voice she brought the birds down from the air.
The king in festive parties drinking wine, or 
at the hunt would ask for dance and song.
The softness of her breath upon hard wounds 
restored to life whatever she had killed.
Her instrument, the harp, the arrow his: one 
hit the modes, the other hit the game.
Some onagers appeared upon the plain, on which 
the monarch (quickly) pressed his steed.
When he came up with the swift onagers, 
a furious lion with a bow in hand,
He put the arrow to the semicirque, the 
thumbstall, drew the bow, the arrow loosed.
His arrow lighted on the onager’s hind-
quarters, and his quarry kissed the earth.
(And) in a moment, of that wondrous game he 
killed a number, and he captured some.
The girl through coquetry and roguishness 
restrained herself from (giving him due) praise.
The king stood for a moment patiently, 
until an onager passed on afar.
He said, O narrow-eyed Tartarian (girl), 
your eyes are never open to my game.
(And) how (indeed) should game which (in its 
bulk) exceeds description enter eyes so strait?
A wild ass comes, say how shall I attack? From 
head to tail at what (part) shall I aim?
The sweet-lipped (girl), by natural habit stirred,—
(she was a woman, so would idly speak),—
Said, You must do a deed to honour you: 
pin to its hoof the ear of this wild ass.
When the king saw the girl’s perversity, he 
formed a plan against her ill design.
He asked first for a cross-bow like the wind, 
then (to the cross-bow) he affixed a bolt.



He shot the bolt (then) at the quarry’s ear, 
which, irritated at the pain of it,—
Poor hapless brute, raised to (its) ear a hoof 
to take out from its ear the irritant.
An arrow of the king, a lightning-flash, illumed 
the world, and fastened ear to hoof.
When with the shaft he’d fastened hoof to head, 
the quarry stumbled and fell headlong down.
The monarch said (then) to the Chinese girl, I’ve 
gained success; what think (you of the feat)?
She said, The king has often practised this; how 
can a thing be hard when practised oft?
Whatever thing a man has studied (long), 
though it be hard (at first), it can be done.
That the king’s arrow pierced the ass’s hoof is 
(but from) habit, not excess of strength.
The monarch was displeased at this reply; the 
sharp-edged axe came (down) upon the tree.
His heart (no more) felt kindness for that moon; 
he plainly showed the anger that he felt.—
Kings when on vengeance bent should execute 
only (when) they’re again in better mood.
Of young gazelles they should not saddles 
make, nor a fur garment of a little bear.—
He said, If I should spare her—she’s perverse; 
(and) if I kill— this course is worse than that.
Brave heroes cannot slaughter women-folk, since 
women are not classed with combatants.
There was an officer of noble race, as 
lion fierce, as wolf inspiring fear.
The monarch summoned him in secret near, 
(and) said, Go, put this girl out of the way.
She’s a disturber of my house of state—
to kill disturbers is in reason right.

The Seven Beauties
Traslated from the Persian with a commentary by C.E.Wilson
London, 1924
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Since its inception, SOFAZ has cooperated closely with a number of economic organizations, 
financial institutions and banks, both in Azerbaijan and worldwide. Its economic relations 
with all its counterpart organizations are based on the principles of respect, transparency, 
mutual trust and reliable partnership. 

The great success the State Oil Fund has been able to achieve in a short period of time 
stems mainly from its personnel’s creative approach, hard work and, above all, eagerness 
to improve their qualifications and corporate culture. The Fund’s team consisting of highly 
qualified and competent young professionals values personal respect, responsibility and 
teamwork. mutual respect and trust are the foundation of its effective, high-quality work. 

Teamwork means being able to work together to fulfill a dream and using personal 
achievements to benefit the organization as a whole. Any organization’s reputation and 
position are contingent upon both a high standard of work and the personnel’s ability to 
deliver effective output in a teamwork environment. Teamwork enables the members of 
the team to get to know each other better, to enjoy reciprocity of  influence and to expand 
the boundaries of success through collective action. It is an incentive for ordinary people 
to achieve extraordinary results.

The State Oil Fund assigns particular importance to solidarity, mutual trust, understanding, 
professionalism, conscientiousness and teamwork. It is through teamwork and joint 
efforts that it has been able to gain success and a good reputation, not only in Azerbaijan 
but worldwide as well. Complete and accurate information about all proceeds from 
the country’s sales of each barrel of oil and each cubic metre of gas under production 
sharing agreements is freely available on the SOFAZ website thanks to the Transparency 
Initiative. By making information on its revenues and income publicly available, the State 
Oil Fund strengthens the trust of the country’s citizens and international organizations in 
the transparency of its operations. 

As a highly specialized entity, the State Oil Fund operates in accordance with transparency 
principles and criteria. The Fund is highly praised at home and abroad as an example of 
credibility and transparency because of its transparent work with its staff, counterparties 
and external managers in line with best international practices. Azerbaijan’s complete 
compliance with the EITI principles and criteria and the Fund’s achievements in implementing 
the EITI brought SOFAZ the UN 2007 Public Service Award and the EITI 2009 Award.

6. OUR vALUEs: REsPEcT, TEAmwORk, 
TRUsT, TRANsPARENcy
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Effective use of the country’s resources by applying state-of-the-ar t technologies, 
utilization of the resulting proceeds and revenues to improve the welfare of the nation and 
the country, fair distribution of oil revenues between current and future generations are 
the primary goals and objectives of the State Oil Fund. mutual respect, trust, teamwork 
and transparent operations provide the necessary foundation and favourable conditions 
for achieving these goals.

5. OUR VALUES: RESPECT, TEAmWORK, TRUST, TRANSPARENCY  



N
izami’s fifth and the last poem, Iskandar-nameh, is the pinnacle 
of the great poet’s work. It is traditionally considered the last 
will and testament of Nizami the thinker, who was not only 

a proponent of the most advanced ideas of his times, but, in many of 
his conclusions, was even far ahead of his century. 

Nizami created a literary work that is encyclopedic in its scale and 
synthetic in its genre. He combined the Zoroastrian tradition and 
Islamic doctrines, the Sassanid historical chronicles and Ancient Greek 
philosophy. Nizami spiritualizes this multidimensional historical 
narration with his love poetry, with digressions to the philosophical 
concepts of existence and ref lections upon the meaning of life. The 
poem consists of two parts: Sharaf-nameh (The Book of Glory) and 
Igbal-nameh (The Book of Happiness). The poem revolves around 
the character of Iskandar – Alexander the Great. In the first part of 
the poem, the accomplishments of the great military commander are 
described in chronological order. However, the character created by 
Nizami is different from the historical figure it is based upon. Nizami 
once again reflects on the subject of the ideal ruler, and his Iskandar is 
the embodiment of all features that such ruler needs – intellect, justice, 
courage and nobility, modern ideas and creativity. At the same time, 
Nizami stays true to history and describes Iskandar’s wars of conquest 
that lead to the suffering of people forced to pay back-breaking tribute 
to the conquerors and deprived of their spiritual and religious values – in 
the scenes describing the destruction of Zoroastrian temples.

 The Story of Nushabeh is one of the most remarkable chapters in the 
poem. It is known that Alexander the Great had never been to Caucasus, 
but when Nizami describes the meeting between Iskandar and Queen 
Nushabeh in Barda (Azerbaijan) he praises the beauty and richness of 
nature in his homeland.

As a ruler, Nushabeh is just and reasonable. This strong-willed queen 
skillfully governs her country. In her dominion, Barda, people live in 
peace and prosperity, as their ruler protects them from hardship, poverty 
and enemy attacks. 



Iskandar at Nushaba’s palace. 1523, Tabriz.  
Saint-Petersburg, State Public Library.



The second part of the poem (Igbal-name) is divided into two large 
sections, which Nizami makes the reader delve into thought-provoking 
debates with Indian and Greek sages on the origin of the world. In this 
part, Iskandar embraces science when a hidden voice tells him that he 
has been chosen and commands him to travel around the world. On 
his journey, Iskandar brings the books of Aristotle, Plato and Socrates, 
and, at the end of the journey, he finds himself in a country where there 
are neither authorities nor oppressors, neither the wealthy nor the poor, 
and where lies and injustice are unheard of – this is Nizami’s fictional 
country with a perfect social order, the idea of which he had cherished 
for his entire life, designing concepts of ideal conditions for the existence 
and spiritual development of a personality. 

At the end of the poem, Nizami describes the end of Alexander’s life 
and circumstances surrounding the death of each of the seven sages. 
This part also includes an interpolation about the death of Nizami 
himself.

Iskandar-nameh
Sikandar, with the custom of messengers,
Preserved the usage of the noble:
Caused first a blessing (salutation) 
continuously to reach her;
Discovered truly in regard to himself 
the part of a messenger:
Accepted after that the representation as to the message,
Saying:—“The world-king, the ruler 
of good fame (Sikandar),

“Thus he spoke, saying:—O lady! name-seeking,
“The ball (of superiority)-taker from the 
renowned ones of the world.

“What chanced that thou turnedst the rein from us,
“That thou hastenedest not one day towards us?
“What weakness beheldst thou, that 



thou becamest self-willed?
“What injustice did I, that thou becamest an enemy?
“Where a sword sharper than my sword;
“(Where an arrow) more fire-exciting than my arrow,
“That from me thou takest shelter with that 
one (the swordsman and the arrow-caster)?

“Best indeed that thou shouldst turn thy 
head towards the king (Sikandar).

“Shouldst make thy foot dusty in going to my court;
“Shouldst display fear of my wrath.
“When I found the path to this thy kingdom,
“Over it, I cast the shadow of empire.
“Why boundest thou not thy girdle 
(in service) at my court;

“Why turnedest thou thy face from my path?
“Thou offerest me adornment with wine-cup and fruit;
“Offerest me deceit with sweetmeat and ruddy wine.
“Whatever thou didst at first (send) was accepted;
“Now meet me (at court) with true judgment.
“Beholding thee with wisdom and judgment,—to me
“Is more auspicious than the magnificence 
of the (bird) Humá.

“Act so that to-morrow, at assembly-time,
“Thou mayst move proudly towards 
the monarch’s assembly.”
When the monarch finished his own message,
He cast forward his head in hope of the reply.
In replying, the wise woman
Took off the fastening from the closed 
cornelian (the ruddy silent lip),
If one offers hospitality, it is said that one offers the 
requisites of wine-drinking (mai-khána); animals of 
the chase (shikár-khána); horses (pá,e gáh-i-aspán). 
Saying:—“O brave monarch! praise be to thee!

“For thou thyself, like the lion, 



presentest thy own message. 
“O hero! thus it comes to my heart
“That, with this pomp of Khusraus,
“Thou art not a legate; thou art a noble king;
“Thou art not the sent; thou art the sender!
“Thy message (sharp) like the sword strikes the neck;
“Boldness whose—that on me he 
should strike this sword?

“But when the king displays sword-playing 
(by delivering his own message harshly),

“His sword’s point displays exaltation 
(reveals his majesty).

“Of Sikandar’s sword why urgest thou words?
“Thou art Sikandar; devise thy own remedy (for escape)!
“Thou summonest me, and thou 
thyself comest into the net;

“Glance more maturely, for immaturely thou camest.
“My good fortune sent thee to me;
“O excellent my fortune, fortune-considering!”
The world-possessor said:—“O lady of throne!
“Make not inquiry (vain imaginings), save to the 
com¬mand (the limit) of (thy own) fortune.

“Sikandar is the ocean, and I am the rivulet of water:
“Impute not shadow (of imperfection) to the sun!
“How mayst thou place me in the proof (balance) of one,
“Whose guards,—many like me thou mayst find.
“Make free thy heart from disloyalty (in 
thinking to capture Sikandar);

“And than this, think the king better.
“How sayst thou:—Sikandar is so friendless
“That he himself alone is the bearer of his own message?
“At his court,—more than that are the (wise) men,
“That for him it should be necessary to 
make foot-toil (in coming).”
Again the wise Núshába



Took off the lock from her own sweet lip,
Saying:—“Be not deceiving beyond this;

“Be not a companion to shamelessness (falsehood):
“Bring not contention into this matter;
“For known is thy name by (thy) renown (majesty).
“Thy embassage is great, and thy name great;
“Conceal not the lion in the wolf ’s hide.
“Not that power is the messenger’s,
“That with us he should use breath with violence:
“Should not diminish his own arrogance;
“Should not bend (his back) in my presence:
“Should come with savageness and bloodthirstiness—
“Save the monarch—whose is this power?
“Besides this, ours are hidden traces
“By which the concealed secret comes to my hand.”
The bold king gave her an answer like this,
Saying:—“The message of the lion 
comes not from the (weak) fox.

“If I am in thy eyes one renowned,
“I am not Sikandar; I am the messenger from him.
“With the messenger of the great,—mine what business?
“Interference finds no path within 
this screen (of embassage).

“If a harshness be underlying this message,
“Thou knowest,—and that one (Sikandar) who 
painted this picture (of the message). 

“If—in respect to ambassadorship I came boldly,
“I came not from the fox, but from the lion.
“In the regulations of kings and the observances 
of the Kayán kings (of whom thou boastest),

“Message-bearers are safe from harm.
“Since I made clear to thee the king’s message,
“Strike not the ward of the lock upon the key.
“Please utter my answer in secret (or quietly) to me,
“That I may travel back the path to my house.”



Núshába—enraged at that lion-heart,
That concealed the sun beneath the clay,
Let loose kindliness (or fear), and became ardent;
Spoke sharply in regard to the king’s answer,
Saying:—“What profit is thy striving with me;

“Thy concealing the sun’s face with 
the clay (of dis¬guise)?”
She ordered that a damsel, running, should bring
A piece of silk, upon it forms of kings (embroidered).
A corner of a piece of that silk,
She gave to him, saying:—“Take this picture in thy hand.

“Behold the trace of whose face is this?
“In this workshop (the painted silk), 
for what purpose is this? 

“If it be thy form,—strive not so much:
“Hide not the sky with thy own eye-brow.
“If it be not,—abandon (anxiety), for 
thou hast escaped from sorrow;

“Take an answer, also a magnificent 
present (to Sikandar).”
Sikandar agreed to her command;
He opened out Núshába’s silk:
In it, he beheld precisely his own form;
Saw the country in the enemy’s power.
Contention in that matter was not right;
He refrained altogether from an answer:
Feared, and the colour of his face became like straw;
Took his shelter in the keeper (God) of himself.
When Núshába perceived that fierce lion
Trembled, she came from beneath 
(the assumption of) severity.
To him she spoke, saying:—“O prosperous king!

“Time brings much pastime (contrariety) like this.
“Be not anxious; consider my love great;
“Consider this house (the kingdom) also thy own house.



“I am a slave-girl, thy attendant;
“Am a slave to thee both here (in this 
house) and also there (in thy house). 

“I showed first to thee thy picture on that account,
“That my painting might be true (certified) as to thee.
“Although I am woman, I am not of woman-nature.
“I am not void of knowledge of the business of the world:
“Am the lion-woman, if thou be the lion-man;
“At the time of conflict, whether male 
or female—what matter?

“When I rage through wrath, like the angry cloud,
“I excite fire in the water from the 
lightning (flash) of the sword.

“Bring the buttocks of lions to the 
brand (the sword’s flash);

“Illumine the lamp with crocodile’s fat.
“Draw me not from love to battle with thee;
“Express not reproach to thy own captive (lover):
“Plant not the thorn (in thy path of love) that thou 
mayst not fall upon the thorn (of sadness);

“Be the liberator (of me from straitness of heart) 
that thou mayst be safe (from captivity of heart).

“At the time when thou becomest superior to me,
“Thou wilt have given a reply (only) to a widow-woman.
“At the time of wrath, if I prevail over thee,
“I become the thrower of the stander (in battle) 
on earth’s surface (the chess-board).

“Thus it has come from the old chiefs,
“Namely—Wrestle not with one non-understanding.
“For if he leap up, he may display superiority over thee;
“May strive mightily that he may overthrow thee.
“Although my person is of the city-residents,
“My heart is not careless of the kings of the time.
“From Hindústán to the confines of Rúm;
“From the land of Irán to the cultivated 



confines of the earth,—
“I have sent to every territory
“One intelligence-recognising and picture-painting,
“For the reason that of kings, world-seizing,
“Should on silk express the form of each,
“The form-delineator of every country,
“And bring at last the painting to me.
“When near to me they (the damsels) bring the form,
“At it, my subtle judgment looks.
“Of that picture inscribed on my heart, I desire the trace
“From everyone who possesses the nature of this secret.
“When they say,—it is the picture of a certain king,
“I accept (the fact) that that picture is a true picture.
“Then from the nail of the foot to the crown of the head
“On every form, I establish my sight.
If be read for , the first line will be:—
From Hindústán to the plain of Rúm.
The writing of that picture I with soul desire
From everyone who has the nature of this picture.

“Of everyone years-experienced and everyone youthful,
“I take reckoning according to his value.
“Every picture by this estimation, bad or good,
“I recognise; for I am physiognomy-understanding:
“Am not, night and day, destitute 
of remedy-devising (work);

“Am not, with myself, in sport behind 
this screen (of purity):

“I cause to move the scale of resolution;
“(And) esteem Khusraus (save thee) of light weight.
“From every picture which I obtained on silk,
“Thy form was agreeable to me;
“For while the soul gives acquaintance with love,
“It gives evidence as to the majesty of the Khusrau.”
When she uttered this speech to the bold Sikandar,
She descendedfrom the precious throne.

The Poems of Nizami, described by Laurence Binyon.
The Studio Limited, London
London, 1928
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Independent auditors’ report 

To the State Oil Fund of the Republic of Azerbaijan
We have audited the accompanying financial statements of the State Oil Fund of the Republic of Azerbaijan, 
which comprise the statement of financial position as at 31 December 2010, and the statements of financial 
performance, of changes in net assets/equity, of cash flows and of comparison of budget and actual amounts 
for the year then ended, and a summary of significant accounting policies and other explanatory information.

Management's responsibility for the financial statements
management is responsible for the preparation and fair presentation of these financial statements in 
accordance with International Public Sector Accounting Standards issued by the International Public Sector 
Accounting Standards Board of the International Federation of Accountants, and for such internal control 
as management determines is necessary to enable the preparation of financial statements that are free 
from material misstatement, whether due to fraud or error.

Auditors’ responsibility
Our responsibility is to express an opinion on these financial statements based on our audit. We conducted 
our audit in accordance with International Standards on Auditing. Those standards require that we comply 
with ethical requirements and plan and perform the audit to obtain reasonable assurance about whether 
the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures 
in the financial statements. The procedures selected depend on the auditors’ judgment, including the 
assessment of the risks of material misstatement of the financial statements, whether due to fraud or 
error. In making those risk assessments, the auditor considers internal control relevant to the entity's 
preparation and fair presentation of the financial statements in order to design audit procedures that are 
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of 
the entity's internal control. An audit also includes evaluating the appropriateness of accounting policies 
used and the reasonableness of accounting estimates made by management, as well as evaluating the 
overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for 
our audit opinion. 

Opinion
In our opinion, the financial statements present fairly, in all material respects, the financial position of the 
State Oil Fund of the Republic of Azerbaijan as at 31 December 2010, and its financial performance and its 
cash flows for the year then ended in accordance with International Public Sector Accounting Standards.

30 march 2011
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Notes 2010 2009
Assets
Current assets
Cash and cash equivalents 5 313,783 431,244
Financial assets at fair value through surplus or deficit 6 17,851,820 11,535,234
Tax settlements other than income tax 2,242 1,106
Current income tax asset 10,710 10,710
Total current assets 18,178,555 11,978,294

Non-current assets
Property and equipment, net 7 4,710 5,673
Other non-current and intangible assets 8 13,403 7,525
Total non-current assets 18,113 13,198

Total assets 18,196,668 11,991,492

Liabilities
Current liabilities 343 584

Net assets 18,196,325 11,990,908

Net assets/equity
Contributed capital 9, 10 18,441,696 11,881,919
Property revaluation reserve 4,441 5,267
Accumulated (deficit)/surplus (249,812) 103,722
Total net assets/equity 18,196,325 11,990,908

Statement of financial performance
for the year ended 31 december 2010  
(Thousands of Azerbaijani Manats)

The accompanying notes on pages 81 to 111 are an integral part of these financial statements.
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Notes 2010 2009

Interest income 11 353,264 360,277

Net loss on financial assets at fair value through surplus or deficit 12 (197,358) (54,387)

Net (loss)/gain on foreign currency translation differences 13 (502,738) 97,614

Total operating (loss)/income (346,832) 403,504

Operating expenses 14 (6,702) (5,182)

(Deficit)/surplus before income tax expense (353,534) 398,322

Income tax expense 15 - (2,419)

Net (deficit)/surplus for the year (353,534) 395,903

The accompanying notes on pages 81 to 111 are an integral part of these financial statements.

Statement of financial performance
for the year ended 31 december 2010 

(Thousands of Azerbaijani Manats)
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Notes
Contributed 

capital

Property 
revaluation 

reserve
Accumulated 

surplus/(deficit)
Total net 

assets/equity

Total

31 December 2008 9,295,958 6,044 (292,181) 9,009,821

Contributions received 9, 7 7,870,829 (777) - 7,870,052

Net surplus for the year - - 395,903 395,903

Transfers to the State Budget 10 (4,915,000) - - (4,915,000)
Transfers for the reconstruction of 
Samur-Apsheron Irrigation system 10 (130,000) - - (130,000)
Transfers for the construction of 
Oguz-Gabala-Baku water pipeline 10 (119,957) - - (119,957)
Transfers to the Refugees Committee 
and Internally Displaced Peoples’ 
Social Development Fund 10 (89,883) - - (89,883)
Transfers for the construction of new 
Baku-Tbilisi-Kars railway line 10 (22,117) - - (22,117)
Transfers for the State Program on 

“Education of Azerbaijani youth abroad” 10 (7,911) - - (7,911)

31 December 2009 11,881,919 5,267 103,722 11,990,908

Contributions received 9, 7 12,932,367 (826) - 12,931,541

Net deficit for the year - - (353,534) (353,534)

Transfers to the State Budget 10 (5,915,000) - - (5,915,000)
Transfers for the reconstruction of 
Samur-Apsheron Irrigation system 10 (130,999) - - (130,999)
Transfers for the construction of 
Oguz-Gabala-Baku water pipeline 10 (199,618) - - (199,618)
Transfers to the State Refugees 
Committee and Internally Displaced 
Peoples’ Social Development Fund 10 (104,948) - - (104,948)
Transfers for the construction of new 
Baku-Tbilisi-Kars railway line 10 (12,420) - - (12,420)
Transfers for the State Program on 

“Education of Azerbaijani youth abroad” 10 (9,605) - - (9,605)

31 December 2010 18,441,696 4,441 (249,812) 18,196,325

Statement of changeS in net aSSetS/equity
for the year ended 31 december 2010 
(Thousands of Azerbaijani Manats)

The accompanying notes on pages 81 to 111 are an integral part of these financial statements.
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Notes 2010 2009

Cash flows from operating activities:

(Deficit)/surplus before income tax expense (353,534) 398,322
Adjustments to reconcile surplus/(deficit) to 
net cash used in operating activities

Depreciation of property and equipment 7 196 174 

Amortization of intangible assets 8 158 48 

Unrealized loss on change in fair value of assets through surplus or deficit 12 153,311 2,735

Unrealized foreign currency translation loss/(gain) 13 474,199 (111,705) 

Change in interest accruals, net 12,376 4,423

Changes in operating assets and liabilities:

Increase in financial assets at fair value through surplus or deficit (6,977,029) (2,901,021)

Increase in tax settlements other than income tax (1,137) (801)

(Decrease)/increase in other current liabilities (251) 284

Net cash used in operating activities (6,691,711) (2,607,541)

Cash flows from investing activities:

Purchase of property and equipment 7 (60) (303)

Purchase of intangible assets 8 (146) (16)

Increase in other non-current assets (5,878) (3,795)

Net cash used in investing activities (6,084) (4,114)

Cash flows from financing activities:

Contributed capital 9 12,932,367 7,870,829

Transfers to the State Budget (5,915,000) (4,915,000)

Transfers for the reconstruction of Samur-Apsheron Irrigation system (130,999) (130,000)

Transfers for the construction of Oguz-Gabala-Baku water pipeline (199,618) (119,957)
Transfers to the State Refugees Committee and Internally 
Displaced Peoples’ Social Development Fund (104,948) (89,883)

Transfers for the construction of new Baku-Tbilisi-Kars railway line (12,420) (22,117)

Transfers for State Program on “Education of Azerbaijani youth abroad” (9,605) (7,911)

Net cash from financing activities 6,559,777 2,585,961

Effect of exchange rate changes on cash and cash equivalents 20,557 (15,593)

Net decrease in cash and cash equivalents (117,461) (41,287)

Cash and cash equivalents, beginning of the year 5 431,244 472,531

Cash and cash equivalents, end of the year 5 313,783 431,244

Operating cash flows from interest received 365,547 362,828

Statement of caSh flowS for  
the year ended 31 december 2010

(Thousands of Azerbaijani Manats)

The accompanying notes on pages 81 to 111 are an integral part of these financial statements.
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Annual budgeted amounts

Notes* Original Final

Actual amounts 
on a comparable 

basis

Receipts

Contributions received from sales of profit oil and gas 9 5,564,477 8,615,782 12,656,098

Proceeds from the Baku-Tbilisi-Ceyhan project 9 155,814 155,814 158,661

Income from placement and management of assets 241,936 250,003 155,906
Income from transit of oil and gas through the 
territory of the Republic of Azerbaijan 9 - 9,641 8,302

Other gains and receipts 900 900 109,576

Total receipts 5,963,127 9,032,140 13,088,543

Payments

Transfers to the State Budget (4,915,000) (5,915,000) (5,915,000)

Reconstruction of Samur-Apsheron Irrigation system (110,000) (131,000) (130,999)

Construction of Oguz-Gabala-Baku water pipeline (200,000) (200,000) (199,618)
Transfers to the State Refugees Committee and Internally 
Displaced Peoples’ Social Development Fund (80,000) (105,000) (104,948)

Construction of new Baku-Tbilisi-Kars railway line (80,000) (34,000) (12,420)

Education of Azerbaijani youth abroad (10,000) (10,000) (9,605)

Expenses of management of the Fund (33,431) (33,431) (14,025)

Total payments (5,428,431) (6,428,431) (6,386,615)

Net receipts 534,696 2,603,709 6,701,928
* Explanation of material differences between the annual original and final budget for which the Fund is held publicly 
accountable, and the final annual budget and actual amounts are part of the annual report of the Fund. 

The accompanying notes on pages 81 to 111 are an integral part of these financial statements.

Statement of compariSon of budget and actual amountS
for the year ended 31 december 2010 
(Thousands of Azerbaijani Manats)
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1. Fund information 
The State Oil Fund of the Republic of Azerbaijan (the “Fund’) was established by Decree #240 of the 
President of the Republic of Azerbaijan on the “Establishment of The State Oil Fund of the Republic of 
Azerbaijan” dated 29 December 1999 (the “Decree”). The purpose of the Fund is to ensure the accumulation, 
effective management, and use of income and other inflows generated from agreements related to oil 
and gas exploration and development, as well as, from the Funds’ own activities, for the benefit of citizens 
and future generations of the Republic of Azerbaijan. 

In accordance with the Decree and the Regulations (discussed below), the Fund is an extra-budget state 
organization, formed as a separate legal entity, which is accountable and responsible to the President of 
the Republic of Azerbaijan. 

The Fund’s assets are contributed in accordance with the Regulation of the Fund (“Regulation”) approved by 
Presidential Decree #434 dated 29 December 2000 as amended by Presidential Decrees #849 and #202 
on “Amending Certain Legislative Acts Regulating the Operations of The State Oil Fund of the Republic of 
Azerbaijan” dated 7 February 2003 and 1 march 2005, respectively, and Article 2.3 of the “Regulations on 
Development and Implementation of the Annual Program of Income and Expenses (Budget) of the Fund” 
approved by Presidential Decree #579 dated 12 September 2001 as amended by Presidential Decrees 
#849 and #202 mentioned earlier. Pursuant to the Regulations of the Fund, its assets are contributed 
from the following sources:

a) Revenues generated from implementing agreements on exploration, development and production 
sharing for oil and gas fields in the territory of the Republic of Azerbaijan including the Azerbaijan Sector of 
the Caspian Sea, as well as other agreements on oil and gas exploration, development and transportation 
entered into between the State Oil Company of the Republic of Azerbaijan (“SOCAR”) or other authorized 
state bodies and investors, including:
i. Net revenues from the sale of hydrocarbons related to the share of the Republic of Azerbaijan (net of 

expenditures incurred for hydrocarbons transportation, customs clearance and bank costs, marketing, 
insurance and independent surveyor fees) excluding revenues related to the participating interest or 
investment of SOCAR in a project in which SOCAR is an investor, participant or a contracting party;

ii. Bonuses paid by investors under the production sharing agreements to SOCAR or an authorized state 
body in connection with oil and gas agreements;

iii. Acreage payments due to SOCAR and/or an authorized state body of the Republic of Azerbaijan from 
investors for the use of the contract area in connection with oil and gas exploration and development;

iv. Dividends and profit participation revenues related to the share of the Republic of Azerbaijan in 
connection with oil and gas agreements, excluding revenues related to a participating interest or 
investment of SOCAR in a project in which SOCAR is an investor, participant or a contracting party;

v. Revenues generated from oil and gas transported over the territory of the Republic of Azerbaijan with 
the use of the Baku-Supsa, Baku-Tbilisi-Ceyhan (“BTC”) and Baku-Tbilisi-Erzerum export pipelines; 

vi. Revenues generated from transfer of assets from investors to SOCAR and/or an authorized state body 
within the framework of oil and gas agreements;

b) Revenues generated from investment, management, sale and other disposal of the Fund’s assets 
(including financial assets and assets contributed by investors within oil and gas agreements) other 
non-sale revenue or revenue from revaluation of the Fund’s assets in its reporting currency (Azerbaijani 
manats), etc.;
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c) Grants and other free aids;

d) Other revenues and receipts in accordance with the legislation of the Republic of Azerbaijan.

Under the provisions of the Fund’s Regulations approved by the President of the Republic of Azerbaijan, 
SOCAR or an authorized state body implements the collection of the fees and revenues listed above and 
their transfers to the Fund. 

The Regulations exclude the following from the list of sources of the Fund’s revenue and assets:
•	 the rental fees from the use of state property under contracts with foreign companies; 
•	 revenues from the sale of hydrocarbons related to the participating interest or investment of SOCAR 

in any project in which SOCAR is an investor, participant or a contracting party; and
•	 other revenues generated from joint activities with foreign companies. 

In 2009 and 2010, the Fund was a party to a custody agreement with the Bank of New York mellon, and 
three investment management agreements with financial institutions with Deutsche Asset management 
International GmbH, Clariden Leu Ltd. and the International Bank for Reconstruction and Development 
(IBRD – World Bank Group). Under the custody agreements financial institutions hold securities purchased 
by the Fund, whereas in accordance with the investment management agreements financial institutions 
manage the Fund’s investments based on general investment policies established by the Fund.

The Fund’s registered office address is: 20, Bulbul Avenue, Baku, Azerbaijan, AZ1014. The actual address 
of the Fund is 24, Neftchiler Avenue, Baku, Azerbaijan, AZ1004.

These financial statements as of and for the year ended 31 December 2010 were authorized for issue by 
the Fund’s management on 30 march 2011.
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2. Basis of preparation
These financial statements have been prepared in accordance with International Public Sector Accounting 
Standards (“IPSAS”) issued by the International Public Sector Accounting Standards Board (“IPSASB”) 
of the International Federation of Accountants (“IFAC”). IPSAS are developed by adopting International 
Financial Reporting Standards (“IFRS”) to the public sector context. IFRS comprise standards issued by 
the International Accounting Standards Board (“IASB”), and Interpretations issued by the International 
Financial Reporting Interpretations Committee (“IFRIC”). 

The public sector refers to national governments, regional governments, local governments and related 
governmental entities. As permitted by IPSAS, the Fund follows the provisions of IFRS pronouncements 
in the absence of equivalent IPSAS. 

These financial statements have been prepared on the assumption that the Fund is a going concern and 
will continue in operation for the foreseeable future. 

These financial statements are presented in thousands of Azerbaijani manats (“AZN”), unless otherwise 
indicated.

These financial statements have been prepared under the historical cost convention, except for the 
measurement at fair value of certain financial instruments and measurement of buildings at revalued 
amounts in accordance with International Public Sector Accounting Standard (“IPSAS”) No. 17 “Property, 
Plant and Equipment”. 

3. Significant accounting policies
Changes in accounting policies 
The Fund has adopted the following amended IPSAS effective during the year. The principal effects of 
these changes are as follows: 

Amendment to IPSAS 4 “The Effects of Changes in Foreign Exchange Rates”
The amendment to IPSAS 4 was issued in April 2008, and became effective for annual periods beginning 
on or after 1 January 2010. main changes from the previous version of IPSAS 4 are the following:

a) Net investment in a foreign operation: it clarifies that an entity that has a monetary item, which is, in 
substance, a part of the entity’s net investment in a foreign operation, and therefore accounts for such item 
in accordance with the requirements of this Standard, may be any controlled entity of the economic entity.

b) Recognition of exchange differences: the standard requires that when a monetary item forms part of 
a reporting entity’s net investment in a foreign operation and is denominated in a currency other than 
the functional currency of either the reporting entity or the foreign operation, exchange differences 
arising on this monetary item are recognized initially in a separate component of net assets/equity in the 
financial statements that include the foreign operation and the reporting entity. Previously, such exchange 
differences were required to be recognized in surplus or deficit in the financial statements including the 
foreign operation and the reporting entity.
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Recognition and measurement of financial instruments
The Fund recognizes financial assets and liabilities on its statement of financial position when it becomes a 
party to the contractual obligations of the instrument. A purchase or sale of financial assets is recognized 
using trade date accounting (Resolution #32 dated 13 June 2007 issued by the Supervisory Board of The 
State Oil Fund of the Republic of Azerbaijan). The trade date is the date on which the Fund commits to 
purchase or sell an asset. 

Financial assets and liabilities are initially recognized at fair value plus, in the case of a financial asset or 
financial liability not at fair value through surplus or deficit, transaction costs that are directly attributable 
to the acquisition or issue of the financial asset or financial liability. The accounting policies for subsequent 
re-measurement of these items are disclosed in the respective accounting policies set out below.

Derecognition of financial assets and liabilities
Financial assets
A financial asset (or, where applicable a part of a financial asset or part of a group of similar financial 
assets) is derecognized where:
•	 the rights to receive cash flows from the asset have expired;
•	 the Fund has transferred its rights to receive cash flows from the asset, or retained the right to receive 

cash flows from the asset, but has assumed an obligation to pay them in full without material delay to 
a third party under a ‘pass-through’ arrangement; and

•	 the Fund either (a) has transferred substantially all the risks and rewards of the asset, or (b) has neither 
transferred nor retained substantially all the risks and rewards of the asset, but has transferred control 
of the asset. 

A financial asset is derecognized when it has been transferred and the transfer qualifies for derecognition. 
A transfer requires that the Fund either: (a) transfers the contractual rights to receive the asset’s cash 
flows; or (b) retains the right to the asset’s cash flows but assumes a contractual obligation to pay those 
cash flows to a third party. After a transfer, the Fund reassesses the extent to which it has retained the 
risks and rewards of ownership of the transferred asset. If substantially all the risks and rewards have 
been retained, the asset remains in the statement of financial position. If substantially all of the risks and 
rewards have been transferred, the asset is derecognized. If substantially all the risks and rewards have 
been neither retained nor transferred, the Fund assesses whether or not is has retained control of the 
asset. If it has not retained control, the asset is derecognized. Where the Fund has retained control of the 
asset, it continues to recognize the asset to the extent of its continuing involvement.

Financial liabilities 
A financial liability is derecognized when the obligation is discharged, cancelled, or expires.

Cash and cash equivalents 
Cash and cash equivalents include cash on hand, deposits maturing within three months from the financial 
statements date and short-term, highly liquid investments i.e. money market funds, readily convertible 
to known amounts of cash and subject to low risk of changes in value, with an original maturity of three 
months or less. Cash on hand, cash in banks and deposits are carried at cost plus interest, if any. 

Financial assets at fair value through surplus or deficit
Financial assets at fair value through surplus or deficit comprise equity and debt securities, and are 
classified as held for trading. A financial asset is classified as held for trading if it is:
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a) acquired principally for the purpose of selling or repurchasing it in the near term; 
b) on initial recognition part of a portfolio of identified financial instruments that are managed together 

and for which there is evidence of a recent actual pattern of short-term profit taking;
c) a derivative (except for a derivative that is a financial guarantee contract or a designated and effective 

hedging instrument).

A financial asset other than a financial asset held for trading may be designated at fair value through 
surplus or deficit upon initial recognition if:
a) such designation eliminates or significantly reduces a measurement or recognition inconsistency that 

would otherwise arise from measuring assets or recognizing the gains and losses on them on different 
bases; or 

b) the financial asset forms part of a group of financial assets or liabilities or both, which is managed 
and its performance is evaluated on a fair value basis, in accordance with the Fund’s documented risk 
management or investment strategy, and information about the grouping is provided internally on that 
basis the entity’s key management personnel; 

Financial assets at fair value through surplus or deficit are initially recorded and subsequently measured 
at fair value. The Fund uses quoted market prices to determine fair value for financial assets at fair value 
through surplus or deficit. The fair value adjustment on financial assets at fair value through surplus or 
deficit is recognized in the statement of financial performance for the period as part of net gain or loss on 
financial assets at fair value through surplus or deficit. The Fund does not reclassify financial instruments 
in or out of this category while they are held. 

Property and equipment
The Fund’s property and equipment are tangible assets held for administrative purposes with an expected 
useful life of more than one accounting period and with the cost exceeding 100 AZN. 

Depreciation is charged on the carrying value of property and equipment and is designed to write off 
assets over their useful economic lives. Depreciation is calculated on a straight line basis at the following 
estimated useful lives:

Years

Buildings 50

Vehicles 7

Office equipment 4

Furniture 5

Other property and equipment 3

The carrying amounts of property and equipment are reviewed at each reporting date to assess whether 
they are recorded in excess of their recoverable amounts. The recoverable amount is the higher of fair 
value less costs to sell and value in use. Where carrying values exceed the estimated recoverable amount, 
assets are written down to their recoverable amount, impairment is recognized in the respective period 
and is included in operating expenses. After the recognition of an impairment loss the depreciation charge 
for property and equipment is adjusted in future periods to allocate the assets’ revised carrying value, 
less its residual value (if any), on a systematic basis over its remaining useful life.

Building held for administrative purposes is stated in the statement of the financial position at its revalued 
amount, being the fair value at the date of revaluation, determined from market-based evidence by appraisal 
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undertaken by professional independent appraisers, less any subsequent accumulated depreciation and 
subsequent accumulated impairment losses. Revaluations are performed with sufficient regularity such 
that the carrying amount does not differ materially from that which would be determined using fair values 
at the reporting date.

Any revaluation increase arising on the revaluation of such buildings is credited to the property revaluation 
reserve, except to the extent that it reverses a revaluation decrease for the same asset previously recognized 
as an expense, in which case the increase is credited to surplus or deficit for the period to the extent of the 
decrease previously charged. A decrease in carrying amount arising on the revaluation of such buildings 
is charged as an expense to the extent that it exceeds the balance, if any, held in the property revaluation 
reserve relating to a previous revaluation of that asset.

Depreciation on revalued buildings is charged to the statement of financial performance. On the subsequent 
sale or retirement of a revalued property, the attributable revaluation surplus remaining in the property 
revaluation reserve is transferred directly to accumulated deficit or surplus.

market value of property is assessed using any of the following three methods:
•	 The comparable sales method which involves analysis of market sales prices for similar real estate 

property;
•	 The income-based method which assumes a direct relationship between revenues generated by the 

property and its market value;
•	 The costs method which presumes the value of property to be equal to its recoverable amount less 

any depreciation charges.

Intangible assets
Intangible assets acquired separately are measured on initial recognition at cost. Following initial recognition, 
intangible assets are carried at cost less any accumulated amortisation and any accumulated impairment 
losses. The useful lives of intangible assets are assessed to be either finite or indefinite. Intangible assets 
with finite lives are amortised over the useful economic lives of 10 years and assessed for impairment 
whenever there is an indication that the intangible asset may be impaired. Amortisation periods and 
methods for intangible assets with indefinite useful lives are reviewed at least at each financial year-end. 

Taxation
Income tax expense comprises current and deferred tax expense.

The current tax expense is based on taxable profit for the year. Taxable profit differs from net profit before 
tax as reported in the statement of the financial performance because it excludes items of income or 
expense that are taxable or deductible in other years and it further excludes items that are never taxable 
or deductible. The Fund’s current tax expense is calculated using tax rates that have been enacted during 
the reporting period.

Deferred tax is the tax expected to be payable or recoverable on differences between the carrying 
amounts of assets and liabilities in the financial statements and the corresponding tax bases used in the 
computation of taxable profit, and is accounted for using the balance sheet liability method. Deferred 
tax liabilities are generally recognized for all taxable temporary differences and deferred tax assets are 
recognized to the extent that it is probable that taxable profits will be available against which deductible 
temporary differences can be utilized. Such assets and liabilities are not recognized if the temporary 
difference arises from goodwill or from the initial recognition (other than in a business combination) of 
other assets and liabilities in a transaction that affects neither the tax profit nor the accounting profit.
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The carrying amount of deferred tax assets is reviewed at each reporting date and reduced to the extent 
that it is no longer probable that sufficient taxable profits will be available to allow all or part of the asset to 
be recovered. Deferred tax is calculated at the tax rates that are expected to apply in the period when the 
liability is settled or the asset is realized. Deferred tax is charged or credited to surplus or deficit, except 
when it relates to items charged or credited directly to the statement of financial performance, in which 
case the deferred tax is also dealt with in the statement of financial performance.

Deferred income tax assets and deferred income tax liabilities are offset and reported net in the statement 
of financial position if:
•	 the Fund has a legally enforceable right to set off current income tax assets against current income 

tax liabilities; and
•	 deferred income tax assets and the deferred income tax liabilities relate to income taxes levied by the 

same taxation authority on the same taxable entity.

The Republic of Azerbaijan also has various other taxes, which are assessed on the Fund’s activities. These 
taxes are included as a component of operating expenses in the statement of financial performance.

Contingencies
Contingent liabilities are not recognized in the statement of financial position but are disclosed unless the 
possibility of any outflow in settlement is remote. A contingent asset is not recognized in the statement 
of financial position but disclosed when an inflow of economic benefits is probable.

Net assets/Equity
As discussed in Note 1, in accordance with the Decrees and the Regulation, the Fund is an extra-budget 
state organization. All decisions regarding contributions to and transfers from the Fund are made based 
on Decrees approved by the President of the Republic of Azerbaijan. Contributions/transfers received/
made by the Fund represent contributions/withdrawals and, accordingly, are recognized through net 
assets/equity at the fair value of the consideration received/paid.

Transfers to the State Budget, as well as state institutions, state-owned entities and companies are recognized 
on the date of payment. All transfers are made within the approved budget of the Fund and transferred to 
the State Treasury of the Republic of Azerbaijan for payments to eligible budgetary beneficiaries (state 
institutions, state-owned entities and companies) based on their requests for payments.
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Recognition of income and expense
Recognition of interest income
Interest income is recognized on an accrual basis using the effective interest method. The effective 
interest method is a method of calculating the amortized cost of a financial asset or a financial liability (or 
a group of financial assets or financial liabilities) and of allocating the interest income over the relevant 
period. The effective interest rate is the rate that exactly discounts estimated future cash payments or 
receipts through the expected life of the financial instrument or, when appropriate, a shorter period to 
the net carrying amount of the financial asset .

Once a financial asset or a group of similar financial assets has been written down (or partly written down) 
as a result of an impairment loss, interest income is thereafter recognized using the rate of interest used 
to discount the future cash flows for the purpose of measuring the impairment loss.

Interest earned on assets at fair value is classified within interest income.

Expenses are recognized on accrual basis, i.e. when they are incurred.

Functional currency
Items included in the financial statements of the Fund are measured using the currency that best reflects 
the economic substance of the underlying events and circumstances relevant to the Fund (the “functional 
currency”). Although the majority of the Fund’s assets and income are denominated in foreign currencies, 
the functional currency of the financial statements is AZN as all the costs and transfers are incurred or 
priced in AZN and the valuation of the Fund’s financial performance is compared against an annual budget 
measured in AZN.

Foreign currency translation
In preparing the financial statements of the Fund, monetary assets and liabilities denominated in currencies 
other than the Fund’s functional currency (foreign currencies – primarily US Dollar, Euro and GBP) are 
translated at the appropriate spot rates of exchange rates prevailing at the reporting date. Transactions 
in currencies other than the functional currency are accounted for at the exchange rates prevailing at the 
date of the transaction. Profit or losses arising from these translations are included in net gain/(loss) on 
foreign currency translation differences.

AZN is not a fully convertible currency outside the territory of the Republic of Azerbaijan. Within the 
Republic of Azerbaijan, official exchange rates are determined daily by the Central Bank of the Republic 
of Azerbaijan. World market foreign exchange rates may differ from the official rates but the differences 
are, generally, within narrow parameters monitored by the Central Bank of the Republic of Azerbaijan.

Rates of exchange
The exchange rates used by the Fund in the preparation of the financial statements as at year-end are as 
follows:

2010 2009

AZN/1 US Dollar 0.7979 0.8031

AZN/1 Euro 1.0560 1.1499

AZN/1 GB Pound 1.2377 1.2759
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Offset of financial assets and liabilities
Financial assets and liabilities are offset and reported net on the statement of financial position when the 
Fund has a legally enforceable right to set off the recognized amounts and the Fund intends either to settle 
on a net basis or to realize the asset and settle the liability simultaneously. In accounting for a transfer of 
a financial asset that does not qualify for derecognition, the Fund does not offset the transferred asset 
and the associated liability.

Future changes in accounting policies
Standards and interpretations issued but not yet effective
The Fund is not early adopting any of the following amendments and new improvements to IPSAS made 
during 2010:

IPSAS 28 “Financial Instruments: Presentation”
The standard replaces IPSAS 15, “Financial Instruments: Disclosure and Presentation” (issued December 
2001), and should be applied for annual reporting periods beginning on or after 1 January 2013. The 
objective of this Standard is to establish principles for presenting financial instruments as liabilities or 
net assets/equity and for offsetting financial assets and financial liabilities. It applies to the classification 
of financial instruments, from the perspective of the issuer, into financial assets, financial liabilities and 
equity instruments; the classification of related interest, dividends or similar distributions, losses and gains; 
and the circumstances in which financial assets and financial liabilities should be offset. management is 
currently assessing the impact of this standard.

IPSAS 29 “Financial Instruments: Recognition and Measurement”
The standard prescribes recognition and measurement principles for financial instruments and is primarily 
drawn from IAS 39, “Financial Instruments: Recognition and measurement”. The objective of this Standard 
is to establish principles for recognizing and measuring financial assets, financial liabilities and some 
contracts to buy or sell non-financial items. Requirements for presenting information about financial 
instruments are in IPSAS 28, “Financial Instruments: Presentation.”Requirements for disclosing information 
about financial instruments are in IPSAS 30, “Financial Instruments: Disclosures.” The standard is issued 
in January 2010 and should be applied for annual reporting periods beginning on or after 1 January 2013. 
management is currently assessing the impact of this standard.

IPSAS 30 “Financial Instruments: Disclosures”
This Standard prescribes disclosure requirements for financial instruments and is drawn from IFRS 
7, “Financial Instruments: Disclosures”. The objective of this Standard is to require entities to provide 
disclosures in their financial statements that enable users to evaluate:
a) The significance of financial instruments for the entity’s financial position and performance; and
b) The nature and extent of risks arising from financial instruments to which the entity is exposed during 

the period and at the end of the reporting period, and how the entity manages those risks.

The principles in this Standard complement the principles for recognizing, measuring, and presenting 
financial assets and financial liabilities in IPSAS 28, “Financial Instruments: Presentation” and IPSAS 29, 

“Financial Instruments: Recognition and measurement.” The standard is issued in January 2010 and should 
be applied for annual reporting periods beginning on or after 1 January 2013. management is currently 
assessing the impact of this standard.
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IPSAS 31 “Intangible Assets”
IPSAS 31 prescribes the accounting treatment for intangible assets. It is adopted for public sector entities 
from IAS 38, “Intangible Assets.” The objective of this Standard is to prescribe the accounting treatment for 
intangible assets that are not dealt with specifically in another Standard. This Standard requires an entity 
to recognize an intangible asset if, and only if, specified criteria are met. The Standard also specifies how 
to measure the carrying amount of intangible assets, and requires specified disclosures about intangible 
assets. The standard is issued in January 2010 and should be applied for annual reporting periods beginning 
on or after 1 April 2011. management is currently assessing the impact of this standard.

In January 2010, improvements to IPSASs effective for annual periods beginning on or after 1 January 2011 
were made which included amendments in the following standards: IPSAS 1”Presentation of Financial 
Statements”, IPSAS 2 “Cash Flow Statements”, IPSAS 3 “Accounting Policies, Changes in Accounting 
Estimates and Errors”, IPSAS 7 “Investments in Associates”, IPSAS 8 “Investments in Joint Ventures”, 
IPSAS 10 “Financial Reporting in Hyperinflationary Economies’, IPSAS 14 “Events after the Reporting 
Date”, IPSAS 16 “Investment Property”, IPSAS 17 “Property, Plant and Equipment”, IPSAS 25 “Employee 
Benefits” and IPSAS 26 “Impairment of Cash-generating Assets”. management is currently assessing the 
impact of these improvements.

4. Significant judgments and estimates
The preparation of the Fund’s financial statements requires management to make estimates and judgments 
that affect the reported amounts of assets and liabilities at the reporting date and the reported amount of 
income and expenses during the period ended. management evaluates its estimates and judgments on an 
ongoing basis. management bases its estimates and judgments on historical experience and on various 
other factors that are believed to be reasonable under the circumstances. Actual results may differ from 
these estimates under different assumptions or conditions. The following estimates and judgments are 
considered important to the portrayal of the Fund’s financial condition.

Valuation of financial instruments 
Financial instruments that are classified at fair value through surplus or deficit are stated at fair value. The 
fair value of such financial instruments is the estimated amount at which the instrument could be exchanged 
between willing parties, other than in a forced or liquidation sale. If a quoted market price is available for 
an instrument, the fair value is calculated based on the market price. When valuation parameters are not 
observable in the market or cannot be derived from observable market prices, the fair value is derived 
through analysis of other observable market data appropriate for each product and pricing models which 
use a mathematical methodology based on accepted financial theories. Pricing models take into account 
the contract terms of the securities as well as market-based valuation parameters, such as interest rates, 
volatility, exchange rates and the credit rating of the counterparty.

Where market-based valuation parameters are missed, management will make a judgment as to its best 
estimate of that parameter in order to determine a reasonable reflection of how the market would be 
expected to price the instrument. In exercising this judgment, a variety of tools are used including proxy 
observable data, historical data, and extrapolation techniques. The best evidence of fair value of a financial 
instrument at initial recognition is the transaction price unless the instrument is evidenced by comparison 
with data from observable markets. Any difference between the transaction price and the value based on 
a valuation technique is not recognized in the statement of financial performance on initial recognition. 
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Subsequent gains or losses are only recognized to the extent that it arises from a change in a factor that 
market participants would consider in setting a price.

The Fund considers that the accounting estimates related to valuation of financial instruments where 
quoted markets prices are not available are a key source of estimating uncertainty because: (i) they are 
highly susceptible to change from period to period because it requires management to make assumptions 
about interest rates, volatility, exchange rates, the credit rating of the counterparty, valuation adjustments 
and specific feature of the transactions and (ii) the impact that recognizing a change in the valuations 
would have on the assets reported in the statement of financial position as well as its profit/(loss) could 
be material.

Had management used different assumptions regarding the interest rates, volatility, exchange rates, the 
credit rating of the counterparty and valuation adjustments, a larger or smaller change in the valuation of 
financial instruments where quoted market prices are not available would have resulted that could have 
had a material impact on the Fund’s reported net surplus.

Deferred tax assets
The management of the Fund is confident that valuation allowance against deferred tax assets at the 
reporting date is considered necessary, because it is more likely that the deferred tax asset will not be 
realized.

5. Cash and cash equivalents
Cash and cash equivalents comprise: 

2010 2009

money market funds 12,626 204,731

Bank accounts 101,571 106,030

Deposits 199,586 120,483

Total cash and cash equivalents 313,783 431,244

Money market funds
Investments in money market funds represent share ownership in funds, payable on demand. Investments 
in money market funds are highly liquid. money market funds invest their assets in short-term debt and 
debt related instruments, such as commercial paper, certificates of deposit, bonds bearing floating 
interests, US treasury bonds, Eurobonds and asset-backed securities. Interest and dividends payable to 
the Fund are reinvested. 

The Fund had the following investments in the money market funds with AAA credit ratings: 

2010 2009

BlackRock ICS-Institution Liquidity Funds plc 11,028 202,866

Goldman Sachs EURO Liquidity Funds 1,365 1,631

Royal Bank of Scotland plc, Global Treasury Funds plc 233 234

Total money market funds 12,626 204,731
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Bank accounts
Bank accounts were denominated in the following currencies:

2010 2009

AZN 70,931 64,855

USD 30,551 40,972

EUR 70 99

GBP 19 104

Total bank accounts 101,571 106,030

The Fund’s AZN accounts were opened with the Central Bank of the Republic of Azerbaijan and the 
International Bank of Azerbaijan. At 31 December 2010 the Fund had AZN 70,889 thousand and AZN 54 
thousand, held at bank accounts in the Central Bank of the Republic of Azerbaijan and the International 
Bank of Azerbaijan (2009: AZN 64,834 thousand and AZN 34 thousand), respectively.

Other accounts originated in foreign currencies were opened with non-resident banks with long-term 
ratings Aa2/AA (Standard & Poor’s/Fitch/moody’s).

Deposits
The Fund’s investments in deposits comprise:

2010 2009

BNP Paribas 119,794 120,483

The Royal Bank of Scotland plc., UK 79,792 -

Total deposits 199,586 120,483

As at 31 December 2010, the Fund placed AZN 199,586 thousand (2009: AZN 120,483 thousand) in deposits 
with non-resident banks maturing through January 2011 (2009: January 2010) with credit ratings AA/Aa2 
(Standard & Poor’s/ Fitch/moody’s). 
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6. Financial assets at fair value through surplus or deficit
Financial assets at fair value through surplus or deficit comprise:

2010 2009

Foreign government debt securities 9,992,468 7,037,756

Financial institution debt securities 4,916,188 2,732,188

Corporate debt securities 2,503,543 892,163

Securities of USA agencies 420,002 868,643

Equity securities 11,145 4,311

SPDR Trust 8,472 -

mortgage securities 2 173

Total financial assets at fair value through surplus or deficit 17,851,820 11,535,234

As at 31 December 2010 the Fund held AZN 210,701 thousand (264,069 thousand USD) under asset 
management agreements with financial institutions (“external managers”) including cash and cash 
equivalents (2009: AZN 206,155 thousand (256,699 thousand USD)). The management fees in 2010 to 
these institutions were AZN 574 thousand (2009: AZN 570 thousand). During the years 2010 and 2009 
the Fund’s external managers were Deutsche Bank AG, Clariden Leu Ltd. and International Bank for 
Reconstruction and Development (World Bank). All securities are held in the custodian - Bank of New 
York mellon. 

Foreign government debt securities
Foreign government securities are represented by investments in debt securities issued by various sovereign 
and international organizations of Europe, Asia, Africa and America. These securities bear fixed interest 
ranging from 0.5% p.a. to 9.875% p.a. and USD LIBOR, EURIBOR, GBP LIBOR with the spread ranging 
from +0.03% p.a. to +2% p.a. (2009: from 0.875% p.a. to 7.5% p.a. and USD LIBOR, EURIBOR with the 
spread ranging from +0% p.a. to +2% p.a.) and mature during the period from January 2011 to January 
2017 (2009: from January 2010 to October 2019). Discount securities are also included in this group. As 
at December 31, 2010 total accrued interest on these securities amounted AZN 92,247 thousand (2009: 
AZN 118,633 thousand). These securities were held in the portfolio managed both directly by the Fund as 
well as the Fund’s external managers.

Financial institution debt securities
Financial institution securities are represented by investments in debt securities issued by various European, 
Asian and American financial institutions. These securities bear fixed interest ranging from 1.875% p.a. to 
8.25% p.a. and USD LIBOR, GBP LIBOR and EURIBOR with the spread ranging from +0.03% p.a. to +3.5% 
p.a. (2009: from 2.375% p.a. to 6.75% p.a. and USD LIBOR, GBP LIBOR and EURIBOR with the spread 
ranging from +0.03% p.a. to +3.5% p.a.) and mature during the period from January 2011 to February 
2016 (2009: January 2010 to February 2016). Discount securities are also included in this group. As at 
December 31, 2010 total accrued interest on these securities amounted AZN 24,537 thousand (2009: AZN 
14,151 thousand)These securities were held in the portfolio managed both directly by the Fund as well as 
the Fund’s external managers, Deutsche Bank AG, Clariden Leu Ltd. and World Bank.

Corporate debt securities
Corporate debt securities are represented by investments in debt securities issued by corporations of 
Europe, Asia and America. These securities bear fixed interest ranging from 1.9% p.a. to 8.875% p.a. and 
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USD LIBOR with the spread ranging from +0.15% p.a. to +1.05% p.a. (2009: from 3.55% p.a.to 7.5% p.a. 
and USD LIBOR with the spread ranging from +0.15% p.a. to +1.05% p.a.) and maturing during the period 
from January 2011 to December 2015 (2009: from April 2010 to December 2015). Discount securities are 
also included in this group. As at December 31, 2010 total accrued interest on these securities amounted 
AZN 17,967 thousand (2009: AZN 6,530 thousand). These securities were held in the portfolio managed 
both directly by the Fund as well as the Fund’s external managers: Deutsche Bank AG and Clariden Leu Ltd. 

Securities of the USA Agencies
Securities of the USA Agencies at are represented by investments in debt securities issued by Fannie mae, 
Freddie mac and Federal Home Loan Banks. These securities bear fixed interest ranging from 0.75% p.a. 
to 6.0% p.a. and stepped interest ranging from 0.75% p.a. to 1.5% p.a. (2009: from 0.8% p.a. to 7% p.a. 
and USD LIBOR with the spread ranging from -0.16% p.a. to -0.05% p.a.) and mature during the period 
from may 2011 to August 2015 (2009: from January 2010 to February 2015). As at December 31, 2010 total 
accrued interest on these securities amounted AZN 1,602 thousand (2009: AZN 9,137 thousand). These 
securities were held in the portfolio managed both directly by the Fund and the Fund’s external managers, 
Clariden Leu Ltd. and World Bank.

Equity securities 
The carrying value of equity securities consist of the following at 31 December:

2010 2009

Private equity 6,126 -

Consumer 1,474 1,110

Telecommunication and information technologies 1,153 854

materials 826 617

Healthcare 588 839

Finance 432 702

Transport 273 -

Energy 168 125

Industrials 105 64

Total equity securities 11,145 4,311

SPDR Trust
In its internally managed portfolio SOFAZ invests in S&P 500 stock index incorporated in the United 
States via SPDR Trust. S&P 500 index consists of a portfolio representing 500 large-cap stocks such 
as Exxon mobil Corp, Apple Inc, Chevron Corp, General Electric, microsoft Corp, JPmorgan Chase &Co, 
AT&T Inc, Procter & Gamble, Wells Fargo & Co. The main sectors are Oil & Gas, Banks, Computers, Retail, 
Telecommunications, Pharmaceuticals.
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7. Property and equipment 

Building Vehicles
Office 

equipment Furniture

Other 
property and 

equipment Total
Revalued amount or cost
31 December 2008 6,201 129 322 142 3 6,797
Additions - 253 44 6 - 303
Disposals - (22) - - - (22)
Revaluation (901) (35) - - - (936)
31 December 2009 5,300 325 366 148 3 6,142
Additions - 5 37 16 2 60
Disposals - - (3) (8) - (11)
Revaluation (950) - -  -  -  (950)
31 December 2010 4,350 330 400 156 5 5,241
Accumulated depreciation
31 December 2008 (21) (56) (258) (120) (3) (458)
Depreciation charge (121) (19) (27) (7) - (174)
Disposals - 14 - - - 14
Revaluation 124 25       149 
31 December 2009 (18) (36) (285) (127) (3) (469)
Depreciation charge (106) (44) (37) (8) (1) (196)
Disposals - - 2 8 - 10
Revaluation 124 - - - -  124 
31 December 2010 - (80) (320) (127) (4) (531)

Net book value
As at 31 December 2008 6,180 73 64 22 - 6,339
As at 31 December 2009 5,282 289 81 21 - 5,673
As at 31 December 2010 4,350 250 80 29 1 4,710

In accordance with Resolution #99 of the Cabinet of ministers, dated 27 may 2002, the Fund received an 
administrative building from the Government. As at 31 December 2010 and 2009 the building owned by 
the Fund was revalued to market value according to the report of an independent appraiser. The following 
methods were used for the estimation of their fair value: discounted cash flow method (income approach), 
integrated cost estimation method (cost based approach), method of sales comparison (comparative 
approach). For the estimation of the final value, certain weights were assigned to the results obtained using 
different approaches, depending on the degree to which the estimates met the following characteristics: 
reliability and completeness of the information, specifies the estimated property and other. As a result, 
the carrying value of the buildings amounted to AZN 4,350 thousand as at 31 December 2010 (2009: AZN 
5,282 thousand).

The Fund engaged an independent appraiser to determine the fair value of its buildings. Fair value is 
determined by reference to market-based evidence. If the buildings were measured using the cost model, 
the carrying amounts would be as follows:

2010 2009
Cost 2,049 2,049
Accumulated depreciation (287) (246)
Net carrying amount 1,762 1,803
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8. Other non-current and intangible assets
Other non-current and intangible assets comprise:

2010 2009

Prepayments for services 12,612 6,728

Intangible assets 730 742

Used equipment held for sale 61 55

Total non-current assets 13,403 7,525

The movements in intangible assets were as follows:

Licenses Computer software Total

At cost 

31 December 2008 86 754 840

Additions 10 6 16

31 December 2009 96 760 856

Additions 145 1 146

31 December 2010 241 761 1,002

Accumulated depreciation

31 December 2008 (14) (52) (66)

Amortisation charge (7) (41) (48)

31 December 2009 (21) (93) (114)

Amortisation charge (114) (44) (158)

31 December 2010 (135) (137) (272)

Net book value

As at 31 December 2008 72 702 774

As at 31 December 2009 75 667 742

As at 31 December 2010 106 624 730
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9. Capital contributions 
The movements in capital contributions to the Fund were as follows:

2010 2009

Contributions received from sales of profit oil and gas 12,656,098 7,702,635

Payments on Baku-Tbilisi-Ceyhan project 158,661 156,823
Proceeds from difference arising as a result of contractual sale price 
revision of gas produced during implementation of Shah Deniz Stage I 105,022 -

Pipeline transit tariffs 8,302 8,909

Acreage fees 1,201 1,064

Bonuses 1,602 804

Other 1,481 594

Total capital contributions 12,932,367 7,870,829

10. Transfers by the Fund
During 2010 transfers to the State Budget, as well as to the state institutions, state-owned entities and 
companies were made in accordance with:
•	 Law of the Republic of Azerbaijan “On the State Budget for 2010” dated 26 November 2009, 
•	 Decree #204 of the President of the Republic of Azerbaijan “On Ratifying the Budget of The State Oil 

Fund of the Republic of Azerbaijan for the year 2010” dated 25 December 2009, “Program on main 
directions of Expensing of Assets of The State Oil Fund of the Republic of Azerbaijan for 2010” as 
approved by Resolution #661 of the President of the Republic of Azerbaijan dated 25 December 2009 

“On some measures for execution of the budget of The State Oil Fund of the Republic of Azerbaijan 
for 2010”, and

•	 Decrees of the President of the Republic of Azerbaijan #307 and #330 “On Amendments and changes 
to the Budget of The State Oil Fund of the Republic of Azerbaijan” dated 22 July 2010 and 30 September 
2010, respectively. 

11. Interest income
2010 2009

Interest income on financial assets at fair value through surplus or deficit 317,719 352,661

Interest income on assets at amortized cost:

Interest on term deposits 28,552 6,569

Interest on demand deposits 4,878 175

Income from money market funds 2,115 872

Total interest income 353,264 360,277
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12. Net loss on financial assets at fair value through surplus or deficit
Net loss on operations with financial assets at fair value through surplus or deficit comprise:

2010 2009

Unrealized loss on change in fair value adjustment (153,311) (2,735)

Realized loss on trading operations (44,047) (51,652)
Total net loss on operations with financial assets 
at fair value through surplus or deficit (197,358) (54,387)

13. Foreign currency translation differences 
Net foreign currency translation differences from financial assets at fair value through surplus or deficit 
comprise of:

2010 2009

Net unrealized (loss)/gain on foreign currency translation differences (474,199) 111,705

Net realized loss on foreign currency translation differences (28,539) (14,091)

Total net (loss)/gain on foreign currency translation differences (502,738) 97,614

14. Operating expenses
Operating expenses are comprised of:

2010 2009

Bank commissions  (2,799) (1,931)

Wages, salaries and employee benefits (1,651) (1,548)

Rental expenses (878) (249)

Depreciation and amortization (Notes 7 and 8) (354) (222)

Communication expenses (231) (218)

Other employment expenses (187) (120)

Professional fees (120) (344)

Other operating expenses (482) (550)

Total operating expenses (6,702) (5,182)



99ANNUAL REPORT 2010

The STaTe Oil Fund OF The Republic OF azeRbaijan nOTeS TO 2010 Financial STaTemenTS

(Thousands of Azerbaijani Manats)

15. Income taxes
The Fund provides for income taxes based on the tax accounts maintained and prepared in accordance 
with the tax regulations of the Republic of Azerbaijan and which may differ from IPSAS.

The Fund is subject to certain permanent tax differences due to non-tax deductibility of certain expenses 
and tax free regime for certain income.

Deferred taxes reflect the net tax effects of temporary differences between the carrying amounts of 
assets and liabilities for financial reporting purposes and the amounts used for tax purposes. Temporary 
differences relate mostly to different methods of income and expense recognition as well as to recorded 
values of certain assets.

Temporary differences comprise:

2010 2009

Deductible temporary differences:

Financial assets at fair value through surplus or deficit 171,745 44,266

Total deductible temporary differences 171,745 44,266

Taxable temporary differences:

Property and equipment (3,161) (3,987)

Intangible assets (11) (81)

Other assets (68) (30)

Total taxable temporary differences (3,240) (4,098)

Net deferred deductible temporary differences 168,505 40,168

Net deferred tax asset at 20% statutory rate 33,701 8,034

Unrecognized deferred tax assets (33,701) (8,034)

Net deferred tax asset/(liability) - -

The effective income tax differs from the statutory income tax rates. A reconciliation of the income tax 
expense based on statutory rates with actual is as follows:

2010 2009

(Deficit)/surplus before income tax expense (353,534) 398,322

Statutory tax rate 20% 22%

Theoretical income tax benefit/(expense) at the statutory rate 70,707 (87,631)

Change in deferred tax asset not recognized (25,667) 86,077

Tax loss carry forward (45,297) -

Tax effect of permanent differences 257 (62)

Effect of tax rate, different from the prime rate of 22 % to 20% - (803) 

Income tax expense reported in the statement of financial performance - (2,419)
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16. Fair value of financial instruments
The Fund uses the following hierarchy for determining and disclosing the fair value of financial instruments 
by valuation technique:
•	 Level 1: quoted (unadjusted) prices in active markets for identical assets or liabilities;
•	 Level 2: techniques for which all inputs which have a significant effect on the recorded fair value are 

observable, either directly or indirectly; and
•	 Level 3: techniques which use inputs which have a significant effect on the recorded fair value that are 

not based on observable market data.

The Fund’s valuation approach and fair value hierarchy categorisation for certain significant classes of 
financial instruments recognised at fair value are as follows:

At 31 December 2010 Level 1 Level 2 Level 3 Total
Financial assets at fair value 
through surplus or deficit 17,735,319 110,375 6,126 17,851,820

At 31 December 2009 Level 1 Level 2 Level 3 Total
Financial assets at fair value 
through surplus or deficit 11,476,949 58,285 - 11,535,234

Level 3 financial assets consist of investment in International Finance Corporation (IFC) Private Equity fund. 
IFC African, Latin American and Caribbean Fund has been set up with the purpose of making investments 
in businesses in Africa, Latin America and the Caribbean.

17. Risk management 
management of risk is an essential element of the Fund’s operations. Risks inherent to the Fund’s operations 
are those related to credit exposures, liquidity, market and operational risks. A summary description of 
the Fund’s risk management policies in relation to those risks is discussed below.

Credit risk
The Fund is exposed to credit risk which is the risk that one party to a financial instrument will cause a 
financial loss for the other party by failing to discharge an obligation. The Fund is subject to credit risk 
from its portfolio of cash and cash equivalents and its investments. The Fund manages its credit risk in 
accordance with the “Rules on Holding, Placement and management of Foreign Currency Assets of The 
State Oil Fund of the Republic of Azerbaijan” approved by Decree #511 of the President of the Republic 
of Azerbaijan dated 19 June 2001 as amended by Decree #607 dated 21 December 2001, Decree #202 
dated 1 march 2005, as well as “Program on Expensing of Assets of The State Oil Fund of the Republic 
of Azerbaijan for 2010” as approved by Order #661 of the President of the Republic of Azerbaijan, dated 
25 December 2009. 

Credit risk is managed and controlled through proper selection of investment assets, credit quality of 
investment assets and setting limits on the amount of investment per investment asset.

The Fund’s maximum exposure to credit risk varies significantly and is dependent on both individual risks 
and general market economy risks. The table below shows the maximum exposure to credit risk for the 
components of the statement of financial position. 
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Notes
Maximum 

exposure 2010
Maximum 

exposure 2009

Cash and cash equivalents 5 313,783 431,244
Financial assets at fair value through surplus or 
deficit (excluding private equity securities) 6 17,845,694 11,535,234

Total credit risk exposure 18,159,477 11,966,478

In accordance with Order #179 of the President of the Republic of Azerbaijan “Program on Expensing 
of Assets of The State Oil Fund of the Republic of Azerbaijan for 2010” dated 25 December 2009, the 
maximum weight of one financial institution or one investment in the investment portfolio is set at 15% 
of total amount of the investment portfolio. 

In accordance with the “Rules on Holding, Placement and management of Foreign Assets of The State 
Oil Fund of the Republic of Azerbaijan” approved by Decree #511 of the President of the Republic of 
Azerbaijan dated 19 June 2001 as amended by Decree #607 dated 21 December 2001 and # 202 dated 
1 march 2005, foreign currency assets of the Fund could be placed into assets or issuer that have rating 
not less than investing credit rating (Baa3 (moody’s) or BBB- (Standard & Poor’s, Fitch).

The following table details the credit ratings of financial instruments held by the Fund. The credit rating is 
issued by internationally regarded agencies S&P’s and moody’s. If the agencies have assigned different 
credit ratings to an asset, the highest one was used.

AAA AA A BBB

Non-
investmen 

rating Total, 2010

Cash and cash equivalents 12,626 230,212 2 - 70,943 313,783
Financial assets at fair value 
through surplus or deficit 7,879,254 4,184,071 4,634,818 1,128,197 25,480 17,851,820

AAA AA A BBB

Non-
investmen 

rating Total, 2009

Cash and cash equivalents 204,731 161,643 2 - 64,868 431,244
Financial assets at fair value 
through surplus or deficit 7,025,187 2,088,795 2,274,569 135,290 11,393 11,535,234

As at 31 December 2010 and 2009, the minimum long term credit ratings of securities or their issuers 
were Baa3 (moody’s) or BBB- (Standard & Poor’s). As at 31 December 2010 bonds of Lehman Brothers 
LEH 05/11 have carrying amount (fair value) of AZN 4,963 thousand (2009: AZN 3,378 thousand), and 
Kaupthing KAUP 08/12 of AZN 900 thousand (2009: AZN 2,357 thousand). The following table details 
the information regarding these securities:

Securities ISIN

Nominal 
value (in 

thousand) Currency
Date of 
receipt Maturity

Rating at 
the date of 
acquisition 

(Moody’s/S&P)

Rating at 31 
December 2010 
(Moody’s/S&P)

LEH 05/11 XS0252835110

10,000

EUR

06.03.2007

04.05.2011

A1/A+

NR/NR*10,000 25.07.2007 A1/A+

KAUP 08/12 XS0226781242 10,000 EUR 02.03.2007 17.08.2012 Aaa/AAA NR/NR*

*not rated
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On 15 September 2008 “Lehman Brothers Holdings Inc.” filed for bankrrupcy (“Chapter 11”). Pursuant to 
this Chapter “Lehman Brothers Holdings Inc.” remains the owner of its assets for the period set by the 
court and obtained the right to restructure.  

On 9 October 2008, the Icelandic Financial Supervisory Authority, based on the particular financial 
condition in the country and with the respective decision of the Parliament of the Republic of Iceland, 
declared receipt of control for “Kaupthing Bank hf.”. On 8 October 2008, 9 October 2008 and 9 February 
2009, the credit ratings for the bonds of Kaupthing Bank hf. fell to Ba1, Caa2 and C, respectively. 

Bank accounts 
In accordance with the “Rules on Holding, Placement and management of Foreign Currency Assets of The 
State Oil Fund of the Republic of Azerbaijan” approved by Decree #511 of the President of the Republic of 
Azerbaijan dated 19 June 2001 as amended by Decree #607 dated 21 December 2001 and # 202 dated 1 
march 2005, currency settlement accounts of the Fund may be held in banks with long-term credit ratings 
not lower than AA- (Standard & Poor’s, Fitch) or Aa3 (moody’s).

The Fund is allowed to maintain Funds in the Republic of Azerbaijan only in the Central Bank of the Republic 
of Azerbaijan and the International Bank of Azerbaijan. 

Depository services 
In accordance with the “Rules on Holding, Placement and management of Foreign Assets of The State 
Oil Fund of the Republic of Azerbaijan” approved by Decree #511 of the President of the Republic of 
Azerbaijan dated 19 June 2001 as amended by Decree #607 dated 21 December 2001 and # 202 dated 
1 march 2005, the Fund’s depository services may be provided by commercial banks and other financial 
institutions with long-term credit ratings not lower than A- (Standard & Poor’s, Fitch) or A3 (moody’s). 

Financial market counterparties 
In accordance with the “Rules on Holding, Placement and management of Foreign Assets of The State 
Oil Fund of the Republic of Azerbaijan” approved by Decree #511 of the President of the Republic of 
Azerbaijan dated 19 June 2001 as amended by Decree #607 dated 21 December 2001 and # 202 dated 1 
march 2005, the Fund’s counterparties at international financial markets may involve commercial banks 
and other financial institutions within investment credit ratings (not lower than Baa3 (moody’s) or BBB- 
(Standard & Poor’s, Fitch)). 

External managers
In accordance with the “Rules on Holding, Placement and management of Foreign Assets of The State Oil 
Fund of the Republic of Azerbaijan” approved by Decree #511 of the President of the Republic of Azerbaijan 
dated 19 June 2001 as amended by Decree #607 dated 21 December 2001 and # 202 dated 1 march 
2005, when an external manager is engaged in management of the Fund’s currency assets, the external 
manager or its principal founder should have investment credit ratings (not lower than Baa3 (moody’s) or 
BBB- (Standard & Poor’s, Fitch)) or have at least five years of positive history of management of assets, 
or be experienced in managing assets with a value not less than one billion USD.
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Currency risk
Currency risk is defined as the risk that the value of a financial instrument will fluctuate due to changes 
in foreign exchange rates. The Fund is exposed to the effects of fluctuations in the prevailing foreign 
currency exchange rates on its financial position and cash flows.

“Program on Expensing of Assets of The State Oil Fund of the Republic of Azerbaijan for 2010” as approved by 
Order #179, dated 26 February 2009, specified requirements for Investment Policy (investment trend) of the 
Fund for 2010 and currency basket of the Fund’s portfolio for 2010. In accordance with these requirements, 
50% of the total amount of the investment portfolio of the Fund invests in assets denominated in USD, 
40% in assets denominated in EUR, 5% in assets denominated in GBP, whereas 5% of the total amount 
of the investment portfolio, the Fund invests in assets denominated either in currencies of countries with 
the long-term country ratings (sovereign debt) not less than the credit ratings A (Standard & Poor’s, Fitch) 
or A2 (moody’s), or in USD, EUR and GBP based on their percentage in the weight, or entirely in USD. In 
case of noncompliance the Fund is to rebalance the portfolio during 10 business days subsequent to the 
end of each quarter. As at 31 December 2010, 53% of the Fund’s investment portfolio was denominated 
in USD (2009: 54%), 41% in EUR (2009: 40%) and 5% in GBP (2009: 5%). On 13 January 2011, rebalance 
of currency classification of the Fund’s investment portfolio was completed pursuant to the diversification 
criteria defined in the Investment Policy. 

The table below summarizes the Fund’s exposure to foreign currency exchange rate risk at the reporting 
date:

2010 AZN USD EUR GBP Total

Financial assets

Cash and cash equivalents 70,931 241,046 1,436 370 313,783
Financial assets at fair value 
through surplus or deficit - 9,417,185 7,502,219 932,416 17,851,820

Total financial assets 70,931 9,658,231 7,503,655 932,786 18,165,603

Financial liabilities

Other financial liabilities 32 311 - - 343

Total financial liabilities 32 311 - - 343

Open position 70,899 9,657,920 7,503,655 932,786 18,165,260

0.39% 53.17% 41.31% 5.13%
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2009 AZN USD EUR GBP Total

Financial assets

Cash and cash equivalents 64,855 321,780 1,731 42,878 431,244
Financial assets at fair value 
through surplus or deficit - 6,142,748 4,839,428 553,058 11,535,234

Total financial assets 64,855 6,464,528 4,841,159 595,936 11,966,478

Financial liabilities

Other financial liabilities 324 194 66 - 584

Total financial liabilities 324 194 66 - 584

Open position 64,531 6,464,334 4,841,093 595,936 11,965,894

0.54% 54.02% 40.46% 4.98%

Risk management and monitoring is performed within above set limits, by the Investment Committee and 
the Fund’s management. All recommendations/decisions are proposed/made by the Investment Committee 
and subsequently are subject to the approval by the management of the Fund. Daily risk management is 
performed by the Risk management Department.

Currency risk sensitivity
The tables below indicate the currencies to which the Fund had significant exposure at 31 December on its 
monetary assets and its forecast cash flows. The analysis calculates the effect of a reasonably possible 
movement of the currency rate against the AZN, with all other variables held constant on the statement 
of financial performance. The effect on net assets/equity does not differ from the effect on the statement 
of financial performance.

AZN/USD AZN/EUR AZN/GBP

+8.35% -8.35% +14.7% -14.7% +10% -10%

31 December 2010
Impact on surplus/
(deficit) for the year 806,436 (806,436) 1,103,037 (1,103,037) 93,279 (93,279)

AZN/USD AZN/EUR AZN/GBP

+10% -10% +10% -10% +10% -10%

31 December 2009
Impact on surplus/
(deficit) for the year 646,433 (646,433) 484,109 (484,109) 59,594 (59,594)
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Geographical concentration

2010 Azerbaijan Europe America Asia Africa

Australi 
and 

Oceania
International 
organizations Total

Financial assets
Cash and cash 
equivalents 70,943 212,376 30,464 - - - - 313,783
Financial assets 
at fair value 
through surplus 
or deficit - 12,676,761 2,334,723 902,512 20,372 535,181 1,382,271 17,851,820
Total financial 
assets 70,943 12,889,137 2,365,187 902,512 20,372 535,181 1,382,271 18,165,603

Financial 
liabilities
Other financial 
liabilities 343 - - - - - - 343
Total financial 
liabilities 343 - - - - - - 343

Net position 70,600 12,889,137 2,365,187 902,512 20,372 535,181 1,382,271 18,165,260

2009 Azerbaijan Europe America Asia Africa

Australi 
and 

Oceania
International 
organizations Total

Financial assets
Cash and cash 
equivalents 64,868 324,503 41,873 - - - - 431,244
Financial assets 
at fair value 
through surplus 
or deficit - 7,749,058 2,136,180 345,605 8,516 - 1,295,875 11,535,234
Total financial 
assets 64,868 8,073,561 2,178,053 345,605 8,516 - 1,295,875 11,966,478

Financial 
liabilities
Other financial 
liabilities 584 - - - - - - 584
Total financial 
liabilities 584 - - - - - - 584

Net position 64,284 8,073,561 2,178,053 345,605 8,516 - 1,295,875 11,965,894
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Interest rate sensitivity
At 31 December 2010 deposits and debt securities were interest-bearing and, therefore, were exposed 
to the interest rate risk. Depending on the market conditions the Fund is managing this risk by gradually 
increasing or decreasing the duration of assets in the investment portfolio. Risk management and 
monitoring is performed within above set limits, by the Investment Committee and the Fund’s management. 
All recommendations/decisions are proposed/made by the Investment Committee and subsequently are 
subject to the approval of the management of the Fund. Daily risk management is performed by the Risk 
management Department.

The following table presents a net impact of change of the fair value of securities, when market interest 
rate changed by 1%. Sensitivity analysis of interest rate risk has been determined based on “reasonably 
possible changes in the risk variable”. The level of these changes is determined by management and is 
contained within the risk reports provided to key management personnel.

Impact on surplus/(deficit) before tax: 

31 December 2010 31 December 2009
Interest 

rate +1%
Interest 

rate -1%
Interest 

rate +1%
Interest 

rate -1%

Assets:

Cash and cash equivalents - - 6 (6)

Financial assets at fair value through surplus or deficit (90,466) 90,466 (72,860) 72,860

Net impact on surplus/(deficit) before tax (90,466) 90,466 (72,854) 72,854

Limitations of sensitivity analysis
The above tables demonstrate the effect of a change in a key assumption while other assumptions remain 
unchanged. In reality, there is a correlation between the assumptions and other factors. It should also be 
noted that these sensitivities are non-linear, and larger or smaller impacts should not be interpolated or 
extrapolated from these results.

The sensitivity analyses do not take into consideration that the Fund’s assets and liabilities are actively 
managed. Additionally, the financial position of the Fund may vary at the time that any actual market 
movement occurs. For example, the Fund’s financial risk management strategy aims to manage the 
exposure to market fluctuations. As investment markets move past various trigger levels, management 
actions could include selling investments, changing the investment portfolio allocation and taking other 
protective action. Consequently, the actual impact of a change in the assumptions may not have any impact 
on the liabilities, whereas assets are held at market value on the statement of the financial position. In 
these circumstances, the different measurement bases for liabilities and assets may lead to volatility in 
net assets/equity. 

Other limitations in the above sensitivity analyses include the use of hypothetical market movements to 
demonstrate potential risk that only represent the Fund’s view of possible near-term market changes that 
cannot be predicted with any certainty; and the assumption that all interest rates move in an identical fashion.

Liquidity Risk 
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management’s guiding policies are to maintain conservative levels of liquidity to ensure that the Fund has 
the ability to meet its obligations under all conceivable circumstances.

An analysis of the liquidity risk of financial position items is presented in the following tables:

2010
Up to 1 
month

1 month to 
3 months

3 months 
to 1 year

1 year to 
5 years

Over 5 
years

Maturity 
undefined Total

Financial assets
Cash and cash 
equivalents 313,783 -  -  -  - - 313,783
Financial assets at 
fair value through 
surplus or deficit 562,704 1,547,613 3,953,441 11,038,575 729,871 19,616 17,851,820

Total financial assets 876,487 1,547,613 3,953,441 11,038,575 729,871 19,616 18,165,603

Financial liabilities

Other financial liabilities 343 -  -  -  - - 343

Total financial liabilities 343 -  -  -  - - 343

Liquidity gap 876,144 1,547,613  3,953,441  11,038,575 729,871 19,616 18,165,260

2009
Up to 1 
month

1 month to 
3 months

3 months 
to 1 year

1 year to 
5 years

Over 5 
years

Maturity 
undefined Total

Financial assets
Cash and cash 
equivalents 431,244  -  -  -  - - 431,244
Financial assets at 
fair value through 
surplus or deficit 693,144 840,690  2,796,821 7,064,505 135,765 4,309 11,535,234

Total financial assets 1,124,388 840,690 2,796,821 7,064,505 135,765 4,309 11,966,478

Financial liabilities

Other financial liabilities 584  - - - - - 584

Total financial liabilities 584  - - - - - 584

Liquidity gap 1,123,804 840,690 2,796,821 7,064,505 135,765 4,309 11,965,894

Price risk 
Price risk is the risk that the value of a financial instrument will fluctuate as a result of changes in market 
prices whether those changes are caused by factors specific to the individual security or its issuer or 
factors affecting all securities traded in the market. The Fund is exposed to price risks of its products 
which are subject to general market and specific fluctuations.

The Fund manages price risk through periodic estimation of potential losses that could arise from adverse 
changes in market conditions and establishing and maintaining appropriate stop-loss limits and margin 
and collateral requirements. 

Risk management and monitoring is performed within above set limits, by the Investment Committee and 
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the Fund’s management. All recommendations/decisions are proposed/made by the Investment Committee 
and subsequently are subject to the approval of the management of the Fund. Daily risk management is 
performed by the Risk management Department.

31 December 2010 31 December 2009
1% increase in 

securities price
1% decrease in 
securities price

1% increase in 
securities price

1% decrease in 
securities price

Impact on surplus/
(deficit) before tax 177,154 (177,154) 113,868 (113,868)
Impact on net assets/equity 141,723 (141,723) 88,817 (88,817)

Operational risk
Operational risk is the risk of loss arising from systems failure, human error, fraud or external events. 
When controls fail to perform, operational risks can cause damage to reputation, have legal or regulatory 
implications, or lead to financial loss. The Fund cannot expect to eliminate all operational risks, but a 
control framework and monitoring and responding to potential risks could be effective tools to manage 
the risks. Controls should include effective segregation of duties, access, authorization and reconciliation 
procedures, staff education and assessment processes, including the use of internal audit. 

18. Transactions with related parties
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Related parties or transactions with related parties, as defined by IPSAS 20 “Related party disclosures”, 
represent parties that directly, or indirectly through one or more intermediaries: control, or are controlled 
by, or are under common control with, the Fund; have an interest in the Fund that gives them significant 
influence over the Fund; and that have joint control over the Fund.

All government entities are considered to be related parties to the Fund. Transactions with related parties 
are disclosed below:

Related parties Year

Contributios 
received 

from 
related 
parties

Transfers 
to related 

parties

Payables 
to related 

parties

Receivable 
from 

related 
parties

Bank 
account 

with 
related 
parties

Incom Tax 
expense

Off-
balance 

sheet 
transactions

The State Refugees 
Committee and 
Internally Displaced 
People’ Social 
Development Fund

2010 - 104,948 - - - - -

2009 - 89,883 - - - - -

The State Budget
2010 - 5,915,000 - 12,952 - - -
2009 - 4,915,000 - 11,816 - 2,419 -

“Azerbaijan 
melioration and 
water-sludge 
system” OSC

2010 - 130,999 - - - - -

2009 - 130,000 - - - - -

The ministry of 
Transportation

2010 - 12,420 - - - - -
2009 - 22,117 - - - - -

“Azersu” OSC
2010 - 119,618 - - - - -
2009 - 119,957 - - - - -

State Oil Company 
of the Republic 
of Azerbaijan

2010 12,761,120 - - - - - -

2009 7,702,635 - - - - - -
ministry of Education 
of the Republic 
of Azerbaijan

2010 - 9,605 - - - - -

2009 - 7,911 - - - - -
Central Bank of 
the Republic of 
Azerbaijan

2010 - - - - 70,889 - -

2009 - - - - 64,834 - -

International Bank 
of Azerbaijan

2010 - - - - 54 - -
2009 - - - - 34 - -

ministry of Finance 
of the Republic 
of Azerbaijan

2010 - - - - - - 274,874

- - - - - - 167,809

*Transactions with related parties are fully described in Notes 9, 10 and 19.

Key management personnel
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The senior management group consists of the Fund’s Executive Director and heads of administrations. 
The aggregate remuneration of members of the senior management group and the number of managers 
determined on a full-time equivalent basis receiving remuneration within this category are:

2010 2009

Aggregate remuneration 122 132

Number of persons 3 3

19. Commitments and contingencies 
Off-balance sheet transactions
On 11 August 2006 the Fund signed an Asset management Agreement on “Granting free budget (balance) 
Funds to trustworthy management” with the ministry of Finance of the Republic of Azerbaijan. According 
to this agreement free budget Funds of the ministry of Finance of the Republic of Azerbaijan are to be 
transferred to and managed by the Fund within the asset management rules set in the agreement with 
the ministry of Finance of the Republic of Azerbaijan. The Fund manages these assets free of charge, on 
its own behalf and in favor, at the expense and at the risks of the ministry of Finance of the Republic of 
Azerbaijan. At 31 December 2010 assets received under above agreement were AZN 274,874 thousand 
(USD 277,263 thousand, EUR 50,587 thousand and GBP 183 thousand (2009: AZN 167,809 thousand 
(USD 184,433 thousand, EUR 16,923 and GBP 182 thousand)) including accrued interest. 

Legal proceedings 
In 2004, a legal action totaling approximately six million USD was brought against the Government of the 
Republic of Azerbaijan along with a number of Azerbaijan governmental institutions, including the ministry 
of Communications of the Republic of Azerbaijan, the State Oil Company of the Republic of Azerbaijan 
and the Fund. This legal action was brought by First International merchant Bank (the “Claimant Bank”) in 
the District Court of Rotterdam (the “Court”), the Netherlands. In an interim-verdict dated 24 December 
2008, the Court ruled that the Claimant Bank should submit additional evidence supporting the major 
facts on legal proceeding. Further, in a verdict dated 17 February 2010 (the “Verdict”), the Court has 
rejected the claims of the Claimant Bank. Currently, the claim is at the court of appellate jurisdiction. The 
management of the Fund believes that there is no possibility of any outflow in the settlement and there 
is no need for provision. 

Taxation
The calculation of profit tax in Azerbaijan tax legislation can be subject to various interpretations and this 
may lead to certain possible additional obligations of the Fund, including additional taxes, penalties and 
interest. Tax years for the calculation of profit tax, Value Added Tax, personal income tax, withholding 
taxes and other taxes remain open to review by the tax authorities for three years. management believes 
that the Fund has already made all necessary tax payments due, and therefore no provisions have been 
made in these financial statements for any other potential liabilities.

Operating environment 
The Fund is established and operates in the Republic of Azerbaijan. Laws and regulations affecting the 
business environment in the Republic of Azerbaijan are subject to rapid changes and the Fund’s assets 
and operations could be at risk due to negative changes in the legal, regulatory, and political environment.

20. Events after the reporting period 
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Receivables and transfers
In accordance with Decree #365 on “Ratifying the Budget of The State Oil Fund of the Republic of 
Azerbaijan for 2011” dated 28 December 2010, the Fund’s budgeted income and expenses for 2011 are 
estimated at AZN 9,132,941 thousand and AZN 6,886,155 thousand, respectively. The following types of 
main expenses for the year 2011 are budgeted:
•	 Transfer to the State Budget of the Republic of Azerbaijan – AZN 6,480,000 thousand;
•	 Reconstruction of Samur-Apsheron irrigation system – AZN 110,000 thousand;
•	 Financing of the measures for improvement of social conditions of refugees and internally displaced 

people – AZN  110,000 thousand;
•	 Construction of new Baku-Tbilisi-Kars railway line – AZN 80,215 thousand;
•	 Construction of water pipeline from Oguz-Gabala zone to Baku city – AZN 33,446 thousand;
•	 Financing the State Program on Education of Azerbaijan youth in foreign countries during 2007-2015 

– AZN 15,000 thousand. 
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Narration of Principles 
/ Sub-Principles

Responses 

A. Legal Framework, Objectives, 
and Coordination with 
Macroeconomic Policies

GAPP 1. Principle
The legal framework for the SWF should 
be sound and support its effective opera-
tion and the achievement of its stated 
objective(s). 

GAPP 1.1. Subprinciple. The legal frame-
work for the SWF  should ensure legal 
soundness of the SWF and its 
transactions.

GAPP 1.2. Subprinciple. The key features 
of the SWF’s legal basis and structure, as 
well as the legal relationship between the 
SWF and other state bodies, should be 
publicly disclosed.

Legal framework of SOFAZ is clearly defined in the “Statute of the 
State Oil Fund of the Republic of Azerbaijan” (hereinafter “Statute 
of SOFAZ”) approved by the decree of the President of the 
Republic of Azerbaijan.

SOFAZ is a legal entity separate from the government or central 
bank. The Fund’s operation is guided by the Constitution and laws 
of the Republic of Azerbaijan, Presidential Decrees and Resolu-
tions, and the Fund’s Regulations.

All relevant documents related to the legal basis and structure and 
the legal relationships between SOFAZ and the other government 
agencies are publicly disclosed and they are available on the 
Fund’s website.

http://www.oilfund.az/az/content/25
http://www.oilfund.az/az/content/13

GAPP 2. Principle 
The policy purpose of the SWF should be 
clearly defined and publicly disclosed.

SOFAZ was established for the purpose of accumulation and 
management of the revenues generated from implementation of 
oil and gas agreements.

SOFAZ’s primary objectives are to help maintain macroeconomic 
stability in the country (neutralize negative impact of the currency 
inflows) and to generate wealth for present and future 
generations.

http://www.oilfund.az/en/content/25/9
http://www.oilfund.az/en/content/3

APPENdIx
sOvEREIgN wEALTh FUNds

gENERALLy AccEPTEd PRINcIPLEs ANd PRAcTIcEs
“sANTIAgO PRINcIPLEs”

sELF-AssEssmENT

April, 2011
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GAPP 3. Principle 
Where the SWF’s activities have signifi-
cant direct domestic macroeconomic 
implications, those activities should be 
closely coordinated with the domestic 
fiscal and monetary authorities, so as to 
ensure consistency with the overall mac-
roeconomic policies.

According to its bylaws, SOFAZ is not permitted to invest domesti-
cally. Expenditures of SOFAZ constitute part of the consolidated 
state budget which is approved by the Parliament. According to 
Budget System Law the consolidated state budget is being pre-
pared in close consultation with all relevant institutions (ministry 
of Finance, ministry of Economic Development, etc.) and involve-
ment of SOFAZ.

http://www.oilfund.az/en/content/25/154 
http://www.oilfund.az/en/content/25/156

GAPP 4. Principle
There should be clear and publicly dis-
closed policies, rules, procedures, or 
arrangements in relation to the SWF’s 
general approach to funding, withdrawal, 
and spending operations.

GAPP 4.1. Subprinciple. The source of 
SWF funding should be publicly disclosed.

GAPP 4.2. Subprinciple. The general 
approach to withdrawals from the SWF 
and spending on behalf of the govern-
ment should be publicly disclosed.

SOFAZ’s Funding and Withdrawal rules are clearly defined by the 
“Statute of SOFAZ” and “Rules on the preparation and execution of 
the annual program of revenues and expenditures (budget) of the 
State Oil Fund of the Republic of Azerbaijan” (hereinafter “Rules 
on the budget of SOFAZ”) which are publicly disclosed on the 
Fund’s website. 

http://www.oilfund.az/az/content/25/154
http://www.oilfund.az/az/content/25/156

GAPP 5. Principle
The relevant statistical data pertaining to the 
SWF should be reported on a timely basis 
to the owner, or as otherwise required, for 
inclusion where appropriate in macroeco-
nomic data sets.

SOFAZ submits statistical reports on a monthly basis to the Presi-
dent and ministry of Finance and on a quarterly and yearly basis 
to the State Statistical Committee. SOFAZ also reports on its 
revenues and expenditures to the Parliamentary Chamber of 
Accounts and on other relevant information to the ministry of 
Taxes, State Social Protection Fund and other relevant govern-
ment agencies. Additionally, SOFAZ regularly provides the rel-
evant information on its activities to the World Bank and 
International monetary Fund. 

All relevant statistical data pertaining to the fund are available on 
the Fund’s website (audited annual reports, quarterly statements, 
etc.)

http://www.oilfund.az/az/content/25/154
http://www.oilfund.az/az/account
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B. Institutional Framework 
and Governance Structure 

GAPP 6. Principle 
The governance framework for the SWF 
should be sound and establish a clear and 
effective division of roles and responsi-
bilities in order to facilitate accountability 
and operational independence in the 
management of the SWF to pursue its 
objectives.

SOFAZ has a three-tier governance structure, with the President 
of the country being a supreme governing and reporting authority 
for the Fund.

SOFAZ’s activities are overseen by a Supervisory Board which is 
headed by the Prime minister and consists of the Vice-Speaker of 
Parliament, minister of Finance, minister of Economic Develop-
ment, Governor of the Central Bank, the Economic Advisor to the 
President and the President of National Academy of Sciences. 
The operational management of SOFAZ is vested in the Executive 
Director. The relevant duties and responsibilities of the President 
of the country, Supervisory Board and Executive Director are 
clearly defined in the “Statute of SOFAZ”. 

http://www.oilfund.az/az/content/25/154

GAPP 7. Principle 
The owner should set the objectives of the 
SWF, appoint the members of its govern-
ing body(ies) in accordance with clearly 
defined procedures, and exercise over-
sight over the SWF’s operations.

The objectives of SOFAZ are clearly defined in “Statute of SOFAZ” 
approved by the President of the Republic of Azerbaijan. Presi-
dent appoints the members of the Fund’s Supervisory Board and 
Executive Director.
 
http://www.oilfund.az/en/content/25/154

GAPP 8. Principle 
The governing body(ies) should ac t in 
the best interests of the SWF, and have a 
clear mandate and adequate authority and 
competency to carry out its functions.

In order to ensure the adequate authority of the Fund’s Supervi-
sory Board, the Board has to consist of representatives of the 
Parliament, Government and academic community. All roles and 
responsibilities of the Supervisory Board are clearly defined in the 
relevant legislation. 

http://www.oilfund.az/en/content/25/154

GAPP 9. Principle 
The operational management of the SWF 
should implement the SWF’s strategies in 
an independent manner and in accor-
dance with clearly defined 
responsibilities.

“Statute of SOFAZ”, “Rules on management of foreign currency 
assets of the State Oil Fund of the Republic of Azerbaijan” (here-
inafter “Investment guidelines”) and “Rules on the budget of 
SOFAZ” clearly define the role and responsibilities of the Execu-
tive Director. In accordance with these role and responsibilities 
Executive Director has independence in operational management.

http://www.oilfund.az/en/content/25/154
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GAPP 10. Principle
The accountability framework for the 
SWF’s operations should be clearly 
defined in the relevant legislation, charter, 
other constitutive documents, or manage-
ment agreement.

Accountability framework of SOFAZ is clearly defined in the 
“Statute of SOFAZ”, “Investment guidelines” and “Rules on the 
budget of SOFAZ” all of which are available on the Fund’s website. 
Fund produces and discloses audited annual reports and quarterly 
reports. Information about Fund’s activities is also disseminated 
by regular press conferences and published on the Fund’s website. 

http://www.oilfund.az/en/content/25/154
http://www.oilfund.az/pub/tiny _upload/Inv_guide.pdf http://
www.oilfund.az/en/content/25/156

GAPP 11. Principle
An annual report and accompanying 
financial statements on the SWF’s opera-
tions and performance should be pre-
pared in a timely fashion and in 
accordance with recognized international 
or national accounting standards in a 
consistent manner.

Since the start of its operations, SOFAZ has prepared annual 
reports and accompanying financial statements.

All annual reports and accompanying financial statements which 
are prepared in accordance with IFRS standards are published on 
the Fund’s website. 

http://www.oilfund.az/en/content/25/154
http://www.oilfund.az/en/account

GAPP 12. Principle
The SWF’s operations and financial state-
ments should be audited annually in 
accordance with recognized international 
or national auditing standards in a consis-
tent manner. 

Since the start of its operations SOFAZ has been audited by 
reputable international audit firms, and all annual reports and 
accompanying financial statements are available on the Fund’s 
website.

SOFAZ also has an internal auditor who prepares periodic internal 
audit reports.

http://www.oilfund.az/en/content/25/154

GAPP 13. Principle 
Professional and ethical standards should 
be clearly defined and made known to the 
members of the SWF’s governing body, 
management and staff. 

Professional and ethical standards are clearly defined in the 
“Investment Guidelines”.

management and staff of the Fund have to comply with ethical 
norms and rules of the International Financial markets Association 
(ACI, Paris).
 
http://www.oilfund.az/pub/tiny _upload/Inv_guide.pdf 

GAPP 14. Principle
Dealing with third parties for the purpose 
of the SWF’s operational management 
should be based on economic and finan-
cial grounds, and follow clear rules and 
procedures.

Fund’s activities related to third parties are based on economic 
and financial grounds. Fund’s “Investment Guidelines” and 

“Investment Policy” regulate SOFAZ’s dealing with third parties.

http://www.oilfund.az/pub/tiny _upload/Inv_guide.pdf 
http://www.oilfund.az/pub/tiny _upload/Inv_policy1.pdf
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GAPP 15. Principle 
SWF operations and activities in host 
countries should be conducted in compli-
ance with all applicable regulatory and 
disclosure requirements of the countries 
in which they operate. 

Fund conducts its operations and activities in host countries in 
compliance with all applicable regulatory and disclosure require-
ments of those host countries.

GAPP 16. Principle 
The governance framework and objec-
tives, as well as the manner in which the 
SWF’s management is operationally 
independent from the owner, should be 
publicly disclosed. 

Fund’s governance framework, objectives and its operational 
independence are clearly defined in the relevant legislation.

http://www.oilfund.az/en/content/25/154

GAPP 17. Principle 
Relevant financial information regarding 
the SWF should be publicly disclosed to 
demonstrate its economic and financial 
orientation, so as to contribute to stability 
in international financial markets and 
enhance trust in recipient countries.

Audited financial statements are published in Fund’s annual 
report, which is publicly available. Quarterly reports and all other 
relevant financial information about the Fund’s activities are 
published on the Fund’s website. Disclosed financial information 
includes AUm, asset allocation, benchmark, annual rates of return, 
etc.

http://www.oilfund.az/en/account http://www.oilfund.az/en/
content/20/249

C. Investment and Risk 
Management Framework

GAPP 18. Principle
The SWF’s investment policy should be 
clear and consistent with its defined 
objectives, risk tolerance, and investment 
strategy, as set by the owner or the gov-
erning body(ies), and be based on sound 
portfolio management principles.

GAPP 18.1. Subprinciple. The investment 
policy should guide the SWF’s financial 
risk exposures and the possible use of 
leverage.

GAPP 18.2. Subprinciple. The invest-
ment policy should address the extent to 
which internal and/or external investment 
managers are used, the range of their 
activities and authority, and the process 
by which they are selected and their 
performance monitored.

GAPP 18.3. Subprinciple. A description 
of the investment policy of the SWF 
should be publicly disclosed.

Fund’s investment and risk management policies are defined by 
“Investment Guidelines” and “Investment Policy” which are annu-
ally approved by the President after the review of the Supervisory 
board.

Financial risk limits are set out in Fund’s Investments Guidelines 
which prohibits the use of any leverage. Derivatives (i.e. swaps, 
forwards, futures, etc) may be used for hedging or optimizing the 
currency composition and asset allocation of the Investment 
Portfolio.

All aspects of dealing with external managers are clearly defined 
in relevant documentation about Fund’s activity. Fund’s external 
managers can invest only in asset classes permissible by the 
Fund’s “Investment guidelines”. Appointment of external manag-
ers is carried out in compliance with the current legislation of 
Azerbaijan Republic on “State Procurement”. External managers 
are selected on the basis of the criteria, such as credit rating of 
manager, assets under management, experience in the asset 
management industry, proposed rate of return and risk, proposed 
fees schedule etc. Compliance of the external managers’ invest-
ments to their mandate is monitored daily. Performance of exter-
nal managers’ portfolios is monitored monthly. 

Fund’s “Investment guidelines” and “Investment Policy” are avail-
able on the its website.
http://www.oilfund.az/pub/tiny _upload/Inv_guide.pdf
http://www.oilfund.az/pub/tiny _upload/Inv_policy1.pdf
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GAPP 19. Principle
The SWF’s investment decisions should 
aim to maximize risk-adjusted financial 
returns in a manner consistent with its 
investment policy, and based on eco-
nomic and financial grounds. 

GAPP 19.1. Subprinciple. If investment 
decisions are subject to other than eco-
nomic and financial considerations, these 
should be clearly set out in the investment 
policy and be publicly disclosed.

GAPP 19.2. Subprinciple. The manage-
ment of an SWF’s assets should be con-
sistent with what is generally accepted as 
sound asset management principles.

According to its “Investment Policy”, Fund’s investment decisions 
should aim at maximizing the risk adjusted returns. Fund’s all 
investment decisions are made purely on an economic and finan-
cial basis according to the sound asset management principles.

http://www.oilfund.az/pub/tiny _upload/Inv_policy1.pdf

GAPP 20. Principle 
The SWF should not seek or take advan-
tage of privileged information or inappro-
priate influence by the broader 
government in competing with private 
entities 

“Statute of SOFAZ” does not allow the Fund to invest domestically. 
According to the “Investment guidelines”, SOFAZ makes invest-
ment decisions independently of the government. The legal 
framework of SOFAZ ensures that the Fund does not seek or take 
advantage of any privileged information.

http://www.oilfund.az/pub/tiny _upload/Inv_guide.pdf
http://www.oilfund.az/en/content/25/154

GAPP 21. Principle 
SWFs view shareholder ownership rights 
as a fundamental element of their equity 
investments’ value. If an SWF chooses to 
exercise its ownership rights, it should do 
so in a manner that is consistent with its 
investment policy and protects the finan-
cial value of its investments. The SWF 
should publicly disclose its general 
approach to voting securities of listed 
entities, including the key factors guiding 
its exercise of ownership rights.

Fund’s investments consist of fixed income securities. However, 
the Fund is planning to start investing in equities and therefore, is 
in the process of designing internal policies and procedures to 
exercise its shareholder rights. This policy which will be publicly 
available will be consistent with “Investment Policy” and protect 
the financial value of its investments.

http://www.oilfund.az/pub/tiny _upload/Inv_policy1.pdf
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GAPP 22. Principle
The SWF should have a framework that 
identifies, assesses and manages the risks 
of its operations.
 
GAPP 22.1. Subprinciple. The risk man-
agement framework should include 
reliable information and timely reporting 
systems, which should enable the ade-
quate monitoring and management of 
relevant risks within acceptable param-
eters and levels, control and incentive 
mechanisms, codes of conduct, business 
continuity planning, and an independent 
audit function.

GAPP 22.2. Subprinciple. The general 
approach to the SWF’s risk management 
framework should be publicly disclosed.

Fund has a specialized risk unit (Risk management Department) 
which is in charge of identification, assessment and management 
of the operational risks of the Fund. The responsibilities of this 
Risk management Department include market and credit risk 
measurement, performance calculations and reporting. 

market risk is monitored through the following: interest rate 
sensitivity analysis (key rate durations, PV01, etc.), risk concentra-
tion analysis (duration by groups, VaR by groups, marginal VaR, 
etc.) and tail events (conditional VaR, stress tests). “Investment 
Policy” clearly defines the credit risk requirements which are 
monitored on a daily basis.
 
Operational risk is managed in accordance with Fund’s Opera-
tional manual and business continuity planning.

http://www.oilfund.az/pub/tiny _upload/Inv_policy1.pdf

GAPP 23. Principle
The assets and investment performance 
(absolute and relative to benchmarks, if 
any) of the SWF should be measured and 
reported to the owner according to clearly 
defined principles or standards.

Comprehensive reports on assets of SOFAZ (including informa-
tion on breakdown by foreign currencies, asset class, credit rat-
ings, maturities and geographic regions) are disseminated 
through the quarterly press releases. The performance of the 
Fund’s investments is measured according to best industry stan-
dards and reported on an annual basis. Annual reports and quar-
terly statements are posted on the Fund’s website

GAPP 24. Principle 
A process of regular review of the imple-
mentation of the GAPP should be engaged 
in by or on behalf of the SWF. 

This document is the first self-assessment report of SOFAZ on the 
implementation of GAPP and it will be reviewed on an annual 
basis.
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