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Is Azerbaijani Oil Fund’s 2015 budget realistic? 

 

 

The budget of the State Oil Fund of the Republic of Azerbaijan (SOFAZ) for 2015 has been 

approved. SOFAZ’s income is expected to be 10, 246 billion manat( $13,136 billion US) 

meanwhile the expenditure will be 11, 814 billion ($ 15,146 billion US) in 2015 according to the 

official law. Noting that the oil price set in the 2015-state budget of Azerbaijan stands at $ 90 per 

barrel, SOFAZ said the oil price in the state budget is set on the basis of macroeconomic 

forecasts of the Ministry of Economy and Industry. In turn, the state oil fund’s budget is formed 

using an indicator of oil prices in the state budget. Meanwhile, SOFAZ is optimistic over oil 

prices although there has not been any good signals, yet related to potential increasing of crude 

oil prices. 

 

Low oil price means that SOFAZ assets have declined by $3 billion: as SOFAZ reported couple 

days ago. According to the fund, oil prices will probably be stabilized in the second half of 2015: 

“It’s clear that no one expects rebound of these prices as in 2009-2010, however it will exceed 

the current level”. Though economic development weakened due to oil price decline, Azerbaijan 

could keep its exchange rate: “GDP growth made 2.8% in 2014 in connection with decline of oil 

production over 2%, while it was 5.8% in 2013. Central Bank spent $1.13 bln from its financial 

resources to keep exchange rate of manat stable in December”.  

 

SOFAZ added that if the oil price makes about $90 a barrel this year, the Fund will earn 10.3 

billion manat.  

 

The picture is clear: even the best case which consisting of $ 90 US per barrel average price 

Azeri Oil Fund will have a deficit. TheSOFAZ’s 2015 deficit will be more than $ 2.0 billion US 

if average price is $ 90 US per barrel this year. 

 

However, a respond to the main question is not clear: whether will the SOFAZ manage to collect 

$13,136 billion US in 2015? The simple answer is as following; if average price is below than $ 

90 US per barrel, SOFAZ will not be able to earn the forecasted amount of money.   
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Table 1. SOFAZ’s forecasted income for 2015 

  

N Income sources 
Amount 

(in thousand manats) 

2.1. 

Proceeds from sales of the Republic of Azerbaijan's share of 

hydrocarbons (deducts the costs of  hydrocarbons transportation, 

banking expenses, customs clearances, independent surveyor, marketing 

and insurance costs, and also exclusive of the revenues from the 

SOCAR's share in the projects of which it is an investor, shareholder or 

partner) 

9 741 175.6 

2.2. 
Acreage fees paid by foreign investors for use of the contract areas for 

the development of hydrocarbon resources 

1 568.4 

2.3. 
Revenues from transportation of oil and gas through the territory of the 

Republic of Azerbaijan 

9 410.4 

2.4. Revenues from SOFAZ's asset management 494 357.5 

2.5. Other incomes according to the legislation 100.0 

  Total 10 246 611.9 

  

Source: SOFAZ, 2015 

 

 

The table shows that 9.741 billion manat  from 10, 246 billion manat in the revenue part is sales 

of the Republic of Azerbaijan's share of hydrocarbons. This means more than 95.0 % of 

SOFAZ’s revenue is generated from the share of Azerbaijani part in the profit oil. This also 

means that more than 95.0 % of SOFAZ’s income directly depends on crude oil price in the 

world market. Motionless, revenues from SOFAZ’s asset management is only 494, 357 million 

manat. So, revenues from SOFAZ’s asset management is less than 5.0 % of total budget revenue 

in 2015. Meanwhile, revenues from SOFAZ’s asset management is 1.5 % of the fund’s total 

assets.  This confirms that SOFAZ’s income from the asset management is unmoving marginal. 

Then, again, SOFAZ’s annual income will be ordered by the crude oil price in the world market. 

 

Formerly, if average price is $ 60 US in 2015 what will be happened with SOFAZ?  CESD’s 

latest assessment show that SOFAZ will earn $ 4.5 billion US less in this case. Then, the oil 
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fund’s total income will $ 8.636 billion US instead of $13,136 billion US in 2015. In this case, 

SOFAZ’s deficit will be $ 6.510 billion US instead of $ 2.0 billion US this year.  

 

So, how SOFAZ will meet its comments with such huge deficit?  Where the oil fund can address 

is its assets. Other option for the oil fund is to issue Eurobonds to borrow some money in 

European market. SOFAZ is expected to issue $ 1.0 billion euro Eurobond all-out.  If interest 

rate for SOFAZ’s Eurobonds is increased, the fund will probably issue less value of bonds or 

might cancel issuing them at all. It is expected that oil funds will borrow money with higher 

interest rates due to the decline of oil price in the world. Considering the current oil price, 

SOFAZ is obliged to find extra financial sources to cover the deficit. 

 

 

Table 2. Structure of SOFAZ’s  Assets 

 

 

 

 

Source: SOFAZ, 2014 and CESD’s calculations 2015  

 

The structure of the SOFAZ’s assets show that the fund has limited cash liquidities. This might 

be the major challenge for the fund to fulfil its commitments.  So, in case of the larger deficit, the 

fund has to make some its securities to cash which might result of higher decline of SOFAZ’s 

assets. 

  

Securities  89,2% 

Equities  4,7% 

RealEstate  1,8% 

Gold  3,3% 

  

Cash 1.0 % 
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Table 3. SOFAZ’S expenditures for 2015  

 

№ Directionsof expenditures 
Amount 

(inthousandmanats) 

3.1. Financing the improvement of social condition of refugees and IDPs 150 000.0 

3.2. Transfer to 2015 State Budget of the Republic of Azerbaijan 10 388 000.0 

3.3. 
Financing the reconstruction of the Samur-Absheron irrigation 

system 

90 000.0 

3.4. Financing "Baku-Tbilisi-Kars railway" project 111 487.0 

3.5. 
Financing the "State Programme on the  Education of Azerbaijani 

Youth abroad in the years 2007-2015" 

44 088.0 

3.6. 
Financing the share of the Republic of Azerbaijan in Southern Gas 

Corridor projects 

997 016.2 

3.7. 
Administrative expenses of the State Oil Fund of the Republic of 

Azerbaijan 

33 318.0 

  Total 11 813 909.2 

  

Source: SOFAZ, 2015 

The table shows that almost all expenditure items of SOFAZ is obligatory. Such as, 10.388 

billion manat is SOFAZ’s transfers to the state budget and about 1.0 billion manat is for 

financing the share of the Republic of Azerbaijan in Southern Gas Corridor projects. If we add 

here administrative costs of the fund then about 99.0 % of the SOFAZ’s costs are non-

compulsory. This means that the fund is obliged to cover its expenditures even if an average 

price of the crude oil in 2015 is 2 times less than the forecasted one. In this case, SOFAZ’s total 

assets might decrease to 26.0 billion US from 33.0 billion at the end of 2015. 

So, solid year is waiting for SOFAZ. Eyes will again and more firmly address to the stock 

exchanges again in 2015. 
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