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Introduction 

 

This paper covers the construction and monitoring of the Baku Tbilisi Kars (BTK) 
railway. Throughout the process of monitoring, we encountered interesting facts 
that raise questions about the transparency of the construction project and that 
suggest that the process of selecting contractors, initial project costs, and cost 
varying factors have been ineffective. Like most other construction projects funded 
by the State Oil Fund of the Republic of Azerbaijan (SOFAZ or the “Fund”), the 
BTK project also lacks effective management of the Fund’s assets for the current 
work undertaken (not matching with documented money transfers). The inefficient 
management of the project is exemplified by the numerous delays in meeting 
projected completion milestones and the fact that the cost of the project has more 
than tripled. 

Because of the lack of information that is being disclosed to the public about the 
expenditures within the framework of the project, it is very difficult to make 
conclusions about certain aspects of the work being done. Since the beginning of 
the financing of the project until April 01 2012, some 286 million USD, including 
6.1 million USD during the first quarter of 2012, were allocated from the Oil Fund 
by the Treasury to the Ministry of Transport. According to the bilateral agreement 
between Georgia and Azerbaijan these assets were transferred to the account of 
Marabda-Kartsaxi Railway LLC through the International Bank of Azerbaijan for 
relevant infrastructure project design, construction, rehabilitation, reconstruction, 
as well as for the established maintenance of the Marabda-border of the Republic 
of Turkey (Kartsakhi) Railway Section. It should be noted that this amount already 
exceeds the initially estimated cost which was 202 million USD. 
 
Meanwhile. a monitoring group operated by the Center for Economic and Social 
Development (CESD) in Baku issued a report that shows Azerbaijani government 
agencies disagree by millions of dollars on how much the state is spending on 
construction of the Baku-Tbilisi-Kars railway project. Ministry of Transportation 
of the Azerbaijan Republic said that $58.5 million was spent for the construction 
this year. Meanwhile, the State Oil Fund pegged the number at $48.1 million.  
There is a $10.4 million difference among spending only for 2011, which does not 
have any explanation. No evidence where the $10.4 million was missed. The report 
found numerous other conflicts between official spending reports published by the 
State Oil Fund, the transportation ministry, and financial statements from the 
government of Georgia, which is also working on the project. 
 
 
 
 
 



How Contractors Selected by the State oil Fund? 

Contractors selected for the State oil Fund’s projects are other critical issues as 
tenders are mostly carried out in closed conditions (or are not conducted at all); 
there is no public disclosure about them. The construction of the Georgian side of 
the railroad is carried out by the Azerbaijani company, “Azərinşaatservis.” 
However, very little is known about the process by which this construction 
company was selected. According to the Georgian sources, this company’s offer 
was not initially approved by the Georgian side because, it did not meet certain 
requirements of the tender proposal. Nevertheless, “Azərinşaatservis”  was 
awarded for the project. On its website, “Azərinşaatservis” indicates that 
Azerinsaatservis LLC was awarded the contract for the Ahalkalaki-Kartsakhi-
Turkey border railway section, which ran through the border of Georgia as part of 
the framework of Turkey-Baku-Tbilisi-Kars railway project. Worth 79,445,611.88 
USD, this was the first major railway project of the company. Also according to  
its website Azerinsaatservis LLC was founded in 2003, further contradicting the 
selection criteria that required ten years of operational experience. As with 
previous tenders, information wasn’t disclosed on the State Fund’s official website. 
According to the Georgian sources,  the construction of the railway infrastructure, 
development of land and geo-technical and drainage works, construction of roads 
and pipes, as well as the construction of the station, Karsakhi have all been 
included in the tender offer. The deadline for the tender submission was July 1. 

In addition, in Georgia, the Azerbaijani Kontur company won the tender for the 
construction of Akhalkalaki railway station, opened in 2011. The interesting fact 
about this tender is that at the time of the tender announcement, none of the 
Azerbaijani sources disclosed any specific information about it.  

"Tender on Akhalkalaki" included the construction of the station, communication, 
and alarm systems and subsequently a two-staged international tender was held for 
the selection of a company to undertake the work. The first tender was held in 
October 2008. The tender for the construction of the station within 2009-2011 was 
announced. Two Georgian Companies, "Qeoinjinirinq" LLC, GT Trade" LLC, a 
German EPG, as well as the Ukrainian "Kiev QIPRO trans" companies took part.  
It is interesting that these companies did not satisfy the tender commission. The 
Azerbaijani company was the winner of the second stage of the tender. Thus, the 
architecture and design company, "Contour," was declared the winner of the 
international tender. The Turkish side was implemented by the Turkish,“Özgün 
Yapı Çeliklər” company. In the tender four Turkish and a number of international 
companies took part. 

"Marabda Kartsaxi Railway" Ltd 

Within the framework of the project,  "Marabda Kartsaxi Railway," Ltd carries out 
the competent authority role in Georgia. Hence, it gives an excuse to the Ministry 



of Transport of Azerbaijan and SOFAZ to refuse to answer the inquiries addressed 
to them. Several times throughout the monitoring process we tried to get answers 
to certain questions, but were told that we should address those questions to 
"Marabda Kartsaxi Railway" Ltd. 

“Demiryolsçervis” MMC 

Another point regarding the project is that the Azerbaijani side states that the 
construction of the Georgian section of the railway is being carried out by 
"Azerinsaatservis” and at the same time it becomes evident that the 
"Demiryolscervis" LLC is operating as an organization which is also involved in 
the construction.  
 
But nothing is mentioned about any tender that had to be held while selecting a 
contractor. How and when the "Demiryolscervis" LLC won the tender remains 
ambiguous. It is only apparent that "Demiryolscervis" LLC sent its first 46 
carriages of work force on May 5 2010, and its second train of 63 wagons on 21 
June 2010 to the construction site. The third train has been operating since August 
10 2010. According to the statutes of SOFAZ, in case of any variation or 
noncompliance with procurement laws, any contract must be eliminated 
immediately; however, SOFAZ strangely disregards this statute. 
 
The State Oil Fund 
  
SOFAZ was established by Decree № 240 of Heydar Aliyev, dated 29 December, 
1999. The statute of the Oil Fund was approved by the President under the title of 
the Decree № 434 on 29 December 2000. According to the Statute of SOFAZ, its 
assets are utilized in accordance with the main programs annually approved 
through the Presidential Resolutions.   
 
This program may be used for solving the most important nation-wide problems, as 
well as for construction and reconstruction of strategically significant infrastructure 
facilities mainly for the country's socioeconomic development. In addition, some 
of the funds are used for the SOFAZ’s operation as well as for transfers to the  
National Budget. 
 
The Fund's total revenues as of December 31, 2001, generated under the Oil 
Contracts and management of the Fund's foreign exchange assets, amounted to 
2,351,011 million AZN, or 492,363.9 thousand USD. This figure continued to 
increase in the following years and totaled 22,766.8 billion USD in 2011. 
 
 
 
 
 



SOFAZ Budget 
 

Date Revenues Expeditures 
2003 1,219516 mln. manat 1,217755 mln. manat 
2004 928720,4 mln. manat 843 696,2 mln.manat 
2005 1078033,3 mln manat 1072871,0 mln. manat 
2006 985 938,7 thsd. manat 981 375,9 thsd. manat 
2007 1 886 164,8  thsd. manat 1 061 203,5 thsd. manat 
2008 11 864 648,1 thsd. manat 4 291 751,4 thsd. manat 
2009 8 ,274 306. 5 thsd. manat 5 294 496,6 thsd. manat 
2010  13 088,5 mln manat 6 386,5 mln. manat  
2011 12 796 172,0 thsd. manat 9 939 985,3 thsd. manat 

 
Source; The State Oil Fund of Azerbaijan Republic, 2012 
 
 It has been ten years that the Fund’s assets have been directed to major programs 
approved by the decree of the President of Azerbaijan, such as the construction of 
the Oguz-Gabala-Baku water pipeline; the settlement of refugees and internally 
displaced persons and the improvement of their social welfare; the reconstruction 
of the Samur-Absheron irrigation system; the financing of the State program on 
education abroad from 2007-2015; the transfers to the State budget; and  also the 
construction of the Baku-Tbilisi-Kars railway. According to the Fund’s October 1, 
2011 report, 23052.7 million AZN were allocated for the implementation of the 
programs. (The final report for 2011 has not been disclosed yet). 

 

Main elements of Kars–Tbilisi–Baku railway 

 
We conduct monitoring on the Kars–Tbilisi–Baku railway or the Kars-
Akhalkalaki-Tbilisi-Baku railway, which is a regional rail link project to directly 
connect Turkey, Georgia, and Azerbaijan. In February 2007, Azerbaijani, 
Georgian, and Turkish presidents signed a trilateral agreement to construct the 
railroad, which was launched on November 21. The Agreement  encompassed  
finance; design; rehabilitation-renovation; terms and principles for the maintenance 
of the Marabda-border of the Republic of Turkey (Kartsakhi) Railway Section 
within the new Baku-Tbilisi-Kars Railway project; and an Agreement on Credit 
Financing Terms of "Marabda-Border of the Republic of Turkey" Railway Section  
within the framework of a New Railway line "Baku-Tbilisi-Kars" project.  
 
The implementation of the  international project of Baku-Tbilisi-Kars railway line; 
the construction of the railway line tunnel in the Bosphorus; and the provision of a 

http://en.wikipedia.org/wiki/Turkey
http://en.wikipedia.org/wiki/Georgia_%28country%29
http://en.wikipedia.org/wiki/Azerbaijan


network connecting the Trans-Europe and Trans-Asia railways and carrying freight 
and passengers directly through Azerbaijan, Georgia and Turkey territories will  do 
all of the following: 
 

1) Increase the potential of regional countries to transit, 
2) Accelerate the processes of integration in Europe,  
3) Develop the cooperation within the framework of the European 

Neighborhood policy,  
4) Intensify state independence and national liberation of Azerbaijan, and 
5) Serve to expand the foreign economic relations of our country.   

 
Moreover, according to independent experts the Baku-Tbilisi-Kars railroad is the 
key link of the East-West energy transport corridor, and along with the Baku-
Tbilisi-Jeylan oil pipeline and the Baku-Tbilisi-Erzurum gas pipeline it will 
promote economic growth, stability and general welfare in the region. The project 
is important in terms of establishing the following:  

 
(1) The regional transport networks for close cooperation in trade relations  

  aimed at ensuring sustainable development and security within the South  
  Caucasus region and Eurasia as a whole;  

(2) Mutual interest in the development of the Europe-Caucasus-Asia  
  transport corridor to improve the transport infrastructure within TRACECA  
  on the basis of the revival of the Historic Silk Route and;  

(3) The new railway connection project, being implemented in the context  
  of the European Neighborhood Policy.  
 
The Presidents have agreed to undertake measures necessary to realize the new 
railway connection project. The project was launched in 2007 at Marabda junction 
in the south of Tbilisi, Georgia and the first rails in Turkey began to be laid in July 
2008 from Kars. The project will promote the more efficient functioning of the 
environmentally sustainable, reliable and commercially viable transport corridor 
within the framework of developing the Europe-Caucasus-Asia corridor and 
promoting integration within the Trans-European Railway Network.  
 
Experts believe that the project’s implementation will enable Azerbaijan as well as 
Georgia and Turkey to increase their transit potential with the neighboring 
countries and will hasten the process of integration into Europe. It is also of great 
importance for the involved states for their economic prosperity and security. 
Integrating the freight belonging to European and Asia countries in this railway 
line will in the future increase the volume of intermodal and container 
transportation.    
 
 In accordance with the bilateral Agreement, a consultation body has to have the 
exclusive power to monitor the utilization of credit; with this the Coordination 



Board has been established. The members of the Board from the Azerbaijani side 
are the Minister of Transport, the Executive Director of the State Oil Fund of the 
Republic of Azerbaijan, the Deputy-Minister of Economic Development, and the 
Head of Azerbaijan Railway Close Joint-Stock Company. By order of President of 
the Republic of Azerbaijan No.2222 dated June 13, 2007, the Ministry of Transport 
of the Republic of Azerbaijan has been appointed as an authorized body on behalf 
of the Government of the Republic of Azerbaijan under the bilateral Agreement. 
  
The government plans to order Spanish  passenger trains, "Talgo," for the Baku-
Tbilisi-Kars railway line (IA source . "Azerbaijan Railways" CJSC Chairman Arif 
Asgarov statement). According to official reports, initial meetings have been held 
with this company. The reason for the selection of these trains is their RD variable 
gauge system, which allows vehicles to change gauge at a low speed without 
stopping (from the Soviet  broad-gauge standard of 1520 mm to the European 
narrow-gauge width of 1435 mm). 
 
Construction and rehabilitation-reconstruction of the project are carried out  by the 
funding of  Azerbaijan and Turkey. For the construction of the railroad on the 
Georgian territory, initially Azerbaijan had to provide a loan worth some 220 
million USD to Georgia, repayable in 25 years with an annual interest rate of 1%. 
(TrenchmA) 
 
The BTK railway project started in 2007, but its budget remains unknown for  
detailed information about expenditures are not disclosed neither  by the 
government nor the contractor involved. The project is funded by the Oil Fund 
pursuant to Decree #1974 (“On Measures for Implementation of Baku-Tbilisi-Kars 
New Railroad Project”) dated February 21, 2007 of the President of the Republic 
of Azerbaijan. In accordance with this Decree, the “International Bank of 
Azerbaijan”—the Open Joint Stock Company—has been appointed as an agent 
bank for the organization of credit and provision of bank services on behalf of the 
government of the Republic of Azerbaijan.   
 
Since 2007, funds from SOFAZ have been allocated to the  BTK railway project. 
However, as with the other projects funded by the State Oil Fund, its completion is 
being delayed. The schedule for the Baku-Tbilisi-Kars railway construction  has 
been violated several times. The Azerbaijani side states that it is due to the conflict 
between Georgia  and Russia;  however, the Georgian side relates  the delay to the  
interruption  of the money transfers   from the State Oil Fund. According to the 
latest statement of the Azerbaijani officials, the project is to be completed by 2012; 
however, this statement cannot be deemed realistic as the completion date has been 
extended several times now. The Infrastructure and Regional Development 
Minister of Georgia, Ramaz Nikoedisvili, stated that it would be hard to complete 
the railway by 2012 at the current pace of work.  

 



 

 

Unreasonable changes in technical parameters of the project 

Initially, the project involved: 

 
   (1) constructing a new 105 km line between Kars and Akhalkalaki of which   
        76 km is in Turkey and 29 km in Georgia,  
  (2) upgrading the existing line from Akhalkalaki to Tbilisi and Baku, and  
  (3) reconstructing and rehabilitating the Akhalkalaki-Marabda road (160  
        km). 

The total length of the Kars-Akhalkalaki line is 105 kilometers. There is one line 
on both sides and two permanent ways. The traction system is currently 
alternating. The type of sleepers is iron-concrete. The main connection line is 
optical. The length of the tunnel totals 2250m: twelve bridges, three stations on the 
Turkish side, and one station on the Georgian side. It is planned for the 
rehabilitation and reconstruction of the existing 160 km-long railroad line of 
Akhalkalaki-Marabda. 

 

The initial total cost of the 
project 

420 mln. USA dollar 

  Turkish 
part 

Georgian part 

The construction of the Kars-Akhalkalaki road (105 km) 

Construction cost $220 mln. $101 mln. 

Length of line 76 (75,9) 
km 

29 (28,9)km 

Number of line One One 

Number of road channel Two Two 

Kind of traction  (type of 
tension adopted by electric 
locomotive) 

Through changing electric 
current 

Maximum speed 120 km/s 120 km/s 

distance between rails 1435 mm 1435 mm 

Type of sleepers Ferro- Ferro-concrete 



concrete 

Main communication line fiber-optic fiber-optic 

Length of tunnel 2250 m - 

Number of bridges 12 - 

Number of stations 3 1 

Reconstruction and rehabilitation-Akhalkalaki-Marabda road 
(160 km) 

Cost of  reconstruction and 
rehabilitation 

- $99 mln. 

Source ; Minsitry of Foreign Affairs of Azerbaijan Republic, 2012 

Note: These are not the latest technical indicators in the construction of the railway 
line that have been determined. Costs and timescale have been increased over time, 
but only a minor part of the work needed to be done is complete. 

In 2009, the ninth meeting of the Azerbaijani-Georgian Coordinating Council for 
Baku-Tbilisi-Kars Railway Project and the second meeting of the Tripartite 
Coordinating Council on the Project took place (chaired by the Minister of 
Transport of Azerbaijan, Ziya Mammadov; the Minister of Regional Development 
and Infrastructure of Georgia, Ramaz Nikolaishvili; and the Minister of Transport 
of Turkey, Binali Yildirim. 

The meeting considered the projects of reconstruction and construction of the 
railway branches—Tetriskaro-Tsalka and Tsalka-Akhalkalaki (III stage)—as 
projected railway stations at Kartsakhi, and the amendments to the budget of the 
OJSC Railway Marabda-Kartsakhi as part of the general project in Georgia. The 
Tripartite Coordinating Council discussed the design and construction of the tunnel 
on the border of Turkey and Georgia, worked on the transfer of cars to the 
dimensions of the Turkish railway tracks (track width of 1520 mm), and identified 
the standards in the construction of the branch, Akhalkalaki, on the border with 
Turkey. 

Changes in 2011 

On May 18 2011, a Protocol was signed in Baku about some additions and 
amendments done to the bilateral agreement. On the basis of these changes, a new 
Loan Agreement, within the framework of the new conditions was signed on July 
01, 2011 between the Ministry of Transport of the Republic of Azerbaijan and the 
"Marabda Kartsakhi Railway" LLC. Major changes in the technical parameters of 
the project were made. The changes included the 25 km part of the railway, which 
runs from Akhalkalaki (Georgia) to the Turkish border. According to the official 



disclosures about changes from a geological research, the area  was prone to 
landslide danger. 

Thus,  that  portion of the railway was decided to be constructed as a 4 km tunnel 
under the mountain on the Turkish-Georgian border . 

Another change involved the alteration of the 160 km part of the railroad, which 
runs from Marabda to Akhalkalaki. Although, it was initially stated that only work 
of rehabilitation would be carried out on this part of the railway, after some 4 years 
it was decided that the construction of a new line was necessary. Interestingly, 
SOFAZ stated that construction work was being carried out at Marabda to 
Akhalkalaki railway line for the last 2 years. This once again proves that either 
there had been no research conducted on the railroad’s condition or the allocated 
funds to the railway line were futile. Otherwise, it could be assumed that there 
wouldn’t be a need for major changes within a short span of two years. 

 (While all official reports since 2007 stated that the rehabilitation work was being 
carried out on this part of the railway, in reality, there hasn’t been any practical 
work done within the four years). According to unofficial sources only 25-30 % of 
the contruction work has been completed. 

 

 

 

 

 

 

 

 

 

 

 



Controversy between Azerbaijani and Georgian sources 

 There is also a  controversy that exsists between the Azerbaijani and Georgian 
reports about the length of the railway. According to Azerbaijani official reports, 
the Kars-Akhalkalaki railway line’s length is 105km of which 76 km fell into the 
Turkish territory and 29 km fell into the Georgian territory. On the other hand, 
Georgian figures are  different and show the length of the Kars-Akhalkalaki 
railway as 98 km. (Georgian 30km, Turkish 68km) 

 Furthermore, according to other Georgian sources, the length of the Marabda-
Axalkalkı railway line is 183 km, which also contradicts the Azerbaijani sources’ 
indication that it is 158 km -160 km.  

 The project’s technical parameters and performance processes are not accessible 
in Azerbaijan.  

Information regarding the project is provided when trilateral meetings are held or 
the Georgian side releases statements. For this reason, it is difficult to specify the 
stage of the implementation of the constrution.  

Moreover, neither the client’s nor the contractor’s reports make it possible to draw 
conlusions about the process . 

In search of information on the Baku-Tbilisi-Kars railway line " project,  we 
adressed the Ministry of Transportation of Azerbaijan several times, but they 
refused to make public  disclosure of information on the issue. 

Funds allocated to the Project 

Since 2007, the State Oil Fund of the Baku-Tbilisi-Kars (BTQ) allocated funds for 
the railway project. The financing of the Project was launched in the third quarter 
of 2007. A  total of 30 million AZN in 2007, 88 million AZN in 2008, and 30 
million AZN in 2008 have been planned to be allocated to the project.  In 2010, 
however, this 80 million figure was later reduced to 34 million AZN. In 2011 the 
initial budget was 80,215.1 thousand AZN, but later increased to 260,800.0 
thousand AZN. 

From the beginning of the financing of the project until 1 July 2011, the State Oil 
Fund allocated  a total of 85.7 million USD through the Treasury to the Ministry of 
Transport, as well as some 11.75 million USD in the first half of 2011. These funds 
were allocated via the International Bank to the "Marabda Kartsaxi Railway" Ltd 



account for the implementation of the Project. For the first time, the amount of 
funds was increased in 2011. It should be noted that the total amount of allocations 
was 30 million AZN for the project in 2007, but  20,712.5 AZN were only used. 
The project was 69% complete. The amount allocated in 2007 constituted 2% of 
SOFAZ’s total allocations, whereas it constituted 0.1% in 2008. Furthermore, the 
Fund allocated a total of 58.5 million AZN to the transport ministry as of 31 
December 2012. In 2010, however, the allocations were reduced to 30 million 
USD and only 12.5 million were used. It is notable that larger portions of funds 
were allocated in the fourth quarter. However, like the other projects funded by 
SOFAZ, the expenditure item of this project is unavailable to the public, and there 
is no information about the funds that were not used for the project. 

Quarterly statements of SOFAZ ( the amount directed to BTK project) 

 

Year 1st quarter 

 AZN (in 
million) 

2nd 
quarter 

3rd quarter 4th quarter 

2007 None none AZN 0,2 mln AZN 20,7 
mln. 

2008 None 2,5 mln 3,7 mln. 5,3 mln. 

2009 0.4 mln. 1.1 mln. 4.1 mln. 22.1 mln 

2010 none 1.5 mln. 2.9 mln 12.4 mln. 

2011 2.2 mln. 9.3 mln. 85.5 mln. 161.9 mln. 

2012 4.8  mln    

 
Source; State Oil Fund of Azerbaijan Republic, 2012 
 
Additionsmandmamendments 
 
On May 18, 2011 in Baku, a Protocol was signed about some additions and 
amendments done to the bilateral agreement. On the basis of these changes, a new 
Loan Agreement, within the framework of the new conditions was signed on 01 
July 2011 between the Ministry of Transport of the Republic of Azerbaijan and the 
"Marabda Kartsakhi Railway" LLC. 
  
The total length of the Kars-Akhalkalaki railway line is 105 kilometers. The 
construction of a 76 km-long Kars and Akhalkalaki railway line running via 
Turkey will be funded by Turkey. The construction of the 29 km-long section of 
the Kars-Akhalkalaki railway line running via Georgia and the reconstruction of 



the existing 160 km-long railway line of Akhalkalaki-Marabda will be financed by 
the Republic of Azerbaijan at an amount worth 200 million USD (loan) on an 
annual interest rate of 1% with an option to extend for 25 years on Tranche A and 
also at an amount of 575 million USD (loan) at an annual interest rate of 5% with 
an option to extend for 25 years on Tranche B. 
 
The State Oil fund also provided the Azerbaijani public with only the total 
quarterly allocations on the project; however, no information has been disclosed 
about the expenditures (construction, wages, purchasing of equipment, transport 
costs), which heightens the risk of abuse of the government funds for  the 
responsible government bodies  carrying out works in the territory of neighboring 
countries. 

The project is only 25-30% complete so far. In its official statement the local 
contractor company, Azərinşaatservis, also related the delay to geographical 
challenges, but the time already spent on the project questions the validity of these 
reasons. It also aims at constructing  a new railroad tunnel at the Bosporus  Strait  
between Turkey and Georgia, connecting the Trans Europe and Trans Asia railway 
lines, and providing direct delivery of both passengers and cargo from Azerbaijan, 
Turkey, and Georgia to Europe and Asia (and vice versa).  

According to initial reports, the railroad will allow transport of 1,5 million 
passengers and 3 million tons of freight in the first stage of 2012. This capacity 
will then reach 3 million passengers and over 16 million tons of freight. The total 
cost of the project will be around 600 million USD, including 422 million USD 
dedicated to the construction of a railroad between Kars and Akhalkalaki and to the 
rehabilitation of the railroad between Akhalkalaki and Marabda. The project was 
originally planned to be completed by 2009, but is now scheduled for completion 
by 2012.  

The Turkish side’s expenditures 

In spite of the high initial valuation of the project, the amount was further 
increased. In November 2011, Turkey declared the increase of expenditures on 
the76 km Turkish side of the railway line and intended to announce a 700-750 
million YTL (350 – 375 million AZN) tender for the completion of the project. As 
a reason for the increase, the Turkish side pointed out that it had already spent all 
of the 290 million YTL (145 million AZN) that had initially been allocated for the 
project. To date, the initially defined amount has been increased 2.4 times (from 
290 million YTL to 700-750 million YTL) for the implementation of the railway 
line that remains on Turkey’s side. 

The Georgian side’s  expenditures 



A similar situation was observed in Georgia. The initial funds intended to be spent 
for Georgia’s part of the railway project were 202 million USD. This amount has 
quadrupled. 

Overall, the amount intended for the project (for both the Turkish and the Georgian 
part of the railway) has been increased 3.3 times. This rise in costs is questionable. 

In spite of the fact that the initial timescale for the project was just 2 years, it has 
been in progress for 4 years now. 

Upon the completion of the project, the railway line in the Georgian territory will 
be run by the joint company to be established by Azerbaijan and Georgia. Only 
after the repayment (after 25 years) of the debt will Georgia be given the authority 
to independently manage the railway line. According to general analysis, the 
annual rate of credit to Georgia for Azerbaijan is not economically profitable. First, 
the repayment period of the loan is too long. Second, the interest rate of the loan is 
very low. The interest rates have not been set in accordance to the current annual 
inflation rate of the U.S. dollar. 
 
Furthermore, considering the fact that Azerbaijan provided a loan to Georgia—four 
times lower than an average interest rate of consumer loans provided to the 
Azerbaijani citizens and also two times lower than the home mortgage loan interest 
rate in Azerbaijan—it makes no sense from an economic standpoint. 
 
The process of transferring the loan to Georgia is vague. The Ministry of Transport 
of Azerbaijan has only once publicly disclosed that it has transferred 280 million 
USD for the implementation of the project to "Marabda-Kartsaxi Railway LLC", 
but the Georgian side claims that this figure did not exceed 50 million USD. 
(Source; APA) 
 
Contractors on the project 
 
The present law determines on an economic, legal and organizational basis the 
public procurements in the Republic of Azerbaijan, sets principles and rules for the 
effective use of state funds during procurements, and creates an equal competitive 
environment for all consignors (contractors) on the basis of competition and 
publicity. 

This law extends to the procurement of goods (works and services) performed in 
the Republic of Azerbaijan by state enterprises and organizations (administrations), 
to private enterprises and organizations, and to loans and grants obtained by the 
state and received under state guarantee. However, this law is often violated as 
many of the public construction projects are undertaken without any announced 
tenders. As a matter of fact, current state procurements take place in closed 
conditions, which create an opportunity for corruption to prosper. In particular, the 



initiation of investment projects funded by the government through procurement 
allows access to bribes. In order to benefit from the projects, commercial 
customers that possess high resources provide the companies close to them with 
opportunities and this eliminates competition. Such cases are not only observed in 
countries where the actual level of corruption is high, but also occur in developed 
countries. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 
Conclusion 

 

The Azerbaijani government has launched an investigation into a multi-million 
dollar disagreement between two state agencies over how much Azerbaijan has 
spent on construction of the Baku-Tbilisi-Kars railway project. The inquiry was 
launched after the  Center for Economic and Social Development (CESD) first 
noted the discrepancy in a report. Government investigators have requested and 
received more information from CESD about the $10.4 million in question. 
Working with the support of the Partnership for Transparency Fund (PTF), CESD 
reported in August that the Ministry of Transportation of the Azerbaijan Republic 
said that $58.5 million was spent for the construction on the railway this year. 
Meanwhile, the State Oil Fund pegged the number at $48.1 million. 

As a whole, our monitoring shows that costs in construction are not properly 
estimated leading to the misuse of money from oil. Monitoring shows that the 
requirements for the contractors’ qualification indices were not determined and 
assessed while selecting the actual contractor. And at all items the Article, 
“Conflict of interests at public procurements” of the law, was violated. The bidder 
having close links with the organizer of the tender was declared the winner. In 
certain circumstances, amid tender procedures, companies close to relevant 
agencies had entered into a formal consortium with qualified foreign companies in 
order take advantage of the selection criteria. This is why the performance and 
technical parameters of SOFAZ-financed projects are unavailable to the public.  
What is most remarkable is that some projects have been under implementation for 
years and their termination or completion still seems impossible. Each project’s 
cost increased by 30-40 percent in comparison to the initial contract values. In fact, 
the additional cost of the large-scale project should not exceed 15 percent. CESD 
states that the “price surge is not impacted by the economy, but by other factors.” 
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