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Establishment of State Oil Fund ofEstablishment of State Oil Fund of
Azerbaijan (SOFAZ)Azerbaijan (SOFAZ)

December 1999December 1999 -- Decree of President Heydar AliyevDecree of President Heydar Aliyev

Main features:Main features:
-- Sovereign Wealth FundSovereign Wealth Fund
-- Extra budgetary government institutionExtra budgetary government institution
-- Separate legal entitySeparate legal entity
-- Present & future generationsPresent & future generations’’ FundFund



Organizational StructureOrganizational Structure



SOFAZSOFAZ’’s objectivess objectives

Protecting macroeconomic stability byProtecting macroeconomic stability by
sterilizing huge inflowssterilizing huge inflows
Saving and managing oil wealth for futureSaving and managing oil wealth for future
generationsgenerations
Transforming natural wealth in a stream ofTransforming natural wealth in a stream of
permanent financial incomepermanent financial income
Directly and transparently financingDirectly and transparently financing
significant projectssignificant projects



Inflow sources of SOFAZInflow sources of SOFAZ

revenue from the sales of oil and gasrevenue from the sales of oil and gas
bonus paymentsbonus payments
royalties (acreage fees)royalties (acreage fees)
transit feestransit fees
revenue generated from investment of therevenue generated from investment of the
Fund's assetsFund's assets



SOFAZSOFAZ’’s assets in 2008 (in mln USD)s assets in 2008 (in mln USD)
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SOFAZ ExpendituresSOFAZ Expenditures

Budgetary procedures based on Budget Systems LawBudgetary procedures based on Budget Systems Law

SOFAZ expenditures are part of consolidatedSOFAZ expenditures are part of consolidated
government budgetgovernment budget

““Financing of strategically important infrastructureFinancing of strategically important infrastructure
projects and resolution of most crucial problems ofprojects and resolution of most crucial problems of
national dimensionnational dimension””



Projects financed by SOFAZProjects financed by SOFAZ

1.1. HeydarHeydar AliyevAliyev (BTC) pipeline(BTC) pipeline

2. Improvement of social condition of refugees and2. Improvement of social condition of refugees and IDPsIDPs

3. Baku3. Baku--TbilisiTbilisi--Kars railwayKars railway

4.4. OguzOguz--QabalaQabala--BakuBaku water pipelinewater pipeline

5.5. SamurSamur--AbsheronAbsheron irrigation systemirrigation system

6. Education of Azeri youth abroad6. Education of Azeri youth abroad

7. Statutory capital of the Azerbaijan Investment Company7. Statutory capital of the Azerbaijan Investment Company



SOFAZ InvestmentsSOFAZ Investments

WorldWorld--class investment management platformclass investment management platform

Fully segregated Risk management, Trading, BackFully segregated Risk management, Trading, Back
Office functionsOffice functions
StateState--ofof--thethe--art Portfolio management systemart Portfolio management system
Highly educated staffHighly educated staff

Result oriented, conservative and cautious strategyResult oriented, conservative and cautious strategy



Asset Allocation of SOFAZAsset Allocation of SOFAZ’’s investments investment
portfolioportfolio ((as of December 31, 2008as of December 31, 2008))
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Geographical Allocation of SOFAZGeographical Allocation of SOFAZ’’ss
investment portfolioinvestment portfolio ((as of Dec 31, 2008as of Dec 31, 2008))

56.02%

29.65%

11.83%

1.40%

0.29%

0.21%

0.58%

0.02%

0.00% 10.00% 20.00% 30.00% 40.00% 50.00% 60.00%

Europe

North America

Supranational

Asia-Pacific

European Emerging Markets

Latin America Emerging Markets

Africa/Middle East

Emerging Markets/Asia-Pacific



Disclosure & TransparencyDisclosure & Transparency

Reports on revenues & expenditures published onReports on revenues & expenditures published on
quarterly basis (www.oilfund.az)quarterly basis (www.oilfund.az)

Regular pressRegular press--conferences & public disclosuresconferences & public disclosures

Published annual audit results & annual reportPublished annual audit results & annual report

http://www.oilfund.az
http://www.oilfund.az


Disclosure & TransparencyDisclosure & Transparency

Role of SOFAZ in the Extractive IndustriesRole of SOFAZ in the Extractive Industries
Transparency Initiative (EITI)Transparency Initiative (EITI)

SOFAZSOFAZ –– winner of the 2007 UN Public Servicewinner of the 2007 UN Public Service
Award for improving Transparency, AccountabilityAward for improving Transparency, Accountability
and Responsiveness in Public Service.and Responsiveness in Public Service.



Scoreboard for Sovereign Wealth FundsScoreboard for Sovereign Wealth Funds
Peterson Institute for International EconomicsPeterson Institute for International Economics



• In May 2008 SWFs establish IWG to work on Generally Accepted Principles
and Practices (GAAP) – “Santiago Principles”

• Guiding principles for SWFs:
• ensure free flow of capital and investment
• comply with regulatory requirements in recipient countries
• invest on economic and return-related basis
• ensure transparent and sound governance structures

• IWG members are from 26  countries with SWFs. Development of Principles
facilitated by the IMF in close coordination with recipient countries.

• On October 11 2008: Santiago Principles presented to the IMFC and
published

Santiago PrinciplesSantiago Principles



Q&AQ&A


