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I. QJ/2007 PROGRESS REPORT OVERVIEW 

Responding to a request from the Government of the Azerbaijan Republic (GOAZ), 
USAID signed a contract with DAI on March 18, 2005 to implement the "Public 
Investment Policy" (PIP) project which would work with the Ministry of Economic 
Development (MOED) and would run through the end of 2007. The primary objective of 
this project is to help strengthen the Government of Azerbaijan's institutional capacity for: 
(a) long-term national and sectoral development and policy planning; (b) capital-budget 
formulation; and (c) investment project preparation, appraisal, and monitoring and 
evaluation. This Quarterly Pertormance Report presents an overview of progress 
achieved in Q3 2007 along with a detailed description of activities held during July
September 2007. 

The PIP-Project provides targeted assistance to the Government of Azerbaijan to 
improve its capacity to make good public investment policy and management decisions. 
Below are key elements that must be addressed and fully understood for public 
investment to be done effectively. They have served as the main focus areas by which 
the PIP- Project has provided its assistance (and measured its impact) and work in these 
areas is addressed in detail later in this report 

• Macroeconomic policy 
• National Budget 
• Sectors/Projects 
• Institutions & Regulatory Reform 
• Training and capacity bulding 
• Data Management 
• Communications. 

The project is grounded on the belief that a fundamental prerequisite for achieving 
tangible and sustainable results is counterpart ownership of efforts in capacity building 
and institutionalization. Consequently, the PIP-Project focuses its work with GOAZ 
counterparts that have a strong stake in all Pl areas. The ongoing challenge is to 
reconcile the fundamental tasks of the PIP-Project (sustainable capacity building) with 
the diverse current needs of the counterparts. 

We have focused on the following key areas during July-September 2007: a) support for 
macroeconomic policies; b) regulatory reform of Pl procedures encompassing all 
executive levels: line ministries and regional authorities, central ministries, and the 
Cabinet of Ministers; c) improvements in methodologies and guidelines for the better Pl 
project preparation, appraisal and management; d) database applications; and e) 
modeling and analytical work. 

Macroeconomic Policy 
In terms of macroeconomic policy, we have focused on advising the MOED on how to 
analyze trends in the Azerbaijani economy. A critical point in this regard, has been the 
analysis that while the country's GDP has been growing at extremely high rates (above 
30 percent), the non-oil sector has not been pertorming very well. Its exact growth rate is 
unknown, but the data suggests that this sector has been growing at a few percentage 
points, if at all. The drivers of growth during the last several years have been the oil 
sector and the state (non-private) sector. The poor performance of the non-oil private 
sector has not been explicitly addressed by the Public Investment Programs, which have 
been augmenting the size of the state sector and gradually crowding out private sector's 
activities. 

PIP-Project QJ-2007 Progress Report 4 



We have made the following policy recommendations: 

• Implement (gradually) tax cuts in the non-oil sector (tax burden on labor 
employment, corporate income tax rates and VAT rates) 

• Liberalize foreign trade and reduce tariffs 
• Reform public investment sector; consolidate public investments into a single 

public investment budget; improve institutional and technical public investment 
procedures; reduce pubic investment funds 

• Stabilize the nominal exdlange rate of the manat with respect to a basket of 
currencies 

• Stabilize recurrent budget expenditure and the non-oil fiscal deficit at a level 
compatible with the non-oil current account deficit (in order to reduce inflationary 
pressure from the aggregate domestic demand) 

The support for macroeconcmic policy will continue in the next quarter. In particular, per 
an MOED request, more analytic work will be done on policy issues related to "de
dollarization" of the Azerbaijani eamomy. 

PIP Process and Improvements to Guidelines and Processes 
Another important effort of the PIP-Project was the analysis of the MOED Public 
Investment policy document for 2008-2011. We provided written comments and 
suggestions on the document to improve the quality, format and analytical content of the 
Pl policy-making capacity of MOED. We plan to use more detailed discussion with 
MOED to continue to improve the economic planning and budgeting capacity of the 
government. The PIP-Project helped the MOED Pl Department to design a new format 
for the Pl Program 2008-2011, an important Pl policy and program formulation 
documen~ which provides a more robust descripton and plan for Pis for the years 2008-
2011. The document includes tables for medium-term macroeconomic parameters, 
separates Pl expenditures in years and sectors (per the types of the projects), project 
implementation status, and sources of financing. It also provides a link to the sectoral 
policies and strategies. 

The existing legislations, regulations, orders, and decrees related to public investment is 
incomplete and ineffective. The PIP-Project conducted an assessment of the existing 
legislation related to the Pl processes to help identify more effective ways to negotiate 
legislative/institutional reforms. The diagnostic helped to identify institutional and 
capacity weaknesses in Pl project preparation, appraisal and management. The findings 
helped the PIP-Project to improve the draft Pl regulations on Pl policy and programming. 
The new draft streamlines the stages of the Pl Program preparation process, 
emphasizing the relationship to MTEF and requiring the application of cost-benefit 
analysis techniques to project preparation. We also conducted an analysis of procedures 
for Pl project development in selected sectors (education, agriculture, transport and 
irrigation). 

Based on a request by the MOED's Pl Department, we revised the PIP Call Circular 
tables. This was done to improve the quality of documents (guidelines) for preparing the 
annual and rolling three-year PIP. The focus of our proposed changes was to simplify 
the form without omitting necessary content and to fill gaps in the original document. We 
were able to reduce the number of sub-forms and repetitions. In terms of content, we 
included a place to identify project beneficiaries and benefits, and to show links to 
national and sectoral development priorities. 
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Also during this quarter, we helped develop the new Monitoring and Evaluation 
Instructions, enabling the Pl Depart to review technical progress and financial 
expenditure of each project, contrasting actual performance against plans. Using an 
initial piloted draft version of the Monitoring and Evaluation E Instructions, the MOED's 
Pl Department selected 52 projects on which to conduct comprehensive monitoring. The 
Pl Departments now sees the monitoring function as an integral part of project execution 
and will communicate with managers of the selected 52 projects to request 
documentation, including feasibility studies, cost estimates and financial records. These 
are the critical bits of information for effective project follow-up and collection of 
systematic, consistent and reliable information on project progress. 

The following is a list of Pl draft documents prepared/revised by PIP-Project in 03/2007: 

~ Charters: 
o Charter of the Pl Department 
o Charter of the Pl Policy and Program Division Charter 
o Charter of the Pl Project Appraisal Division 
o Charter of the Project Monitoring and Evaluation Unit (revised). 

~ Regulations: 
o Draft Decree on Measures to Further Improve Efficiency of Sector 

Development 
o Regulations for the Preparatiai of Pl Policy and Program (general 

regulations) 
o Regulations for Formulation and Realization of Public Investment Policy and 

Public Investment Program 
o Proposal for Regulating (MOU-type) Inter-Agency Collaboration for the 

Preparation of the Macroeconomic and Fiscal Frameworks between MOF, 
MOED, NBA and SOFAZ. 

~ Guidelines/procedures: 
o Pl Policy Instructions 
o Operational Instructions for Investment Project Preparation and Appraisal 
o Monitoring and Evaluation Instructions, 2 versions 
o Pl Program and Sectoral Evaluations 
o Pl Review Process 
o Indicators for Pl Program or Sectoral Evaluations. 

Most of these documents have been submitted to MOED while some of them are still 
being revised and internally evaluated. Several conceptual issues are being debated and 
no definite answB"s have yet been found. These issues include: 

• Inter-agency "checks and balances" - allocation of responsibilities among 
agencies (project planning, proposal, evaluation, implementation, monitoring, 
etc.); participation ofregions and NGOs in the Pl process 

• Realistic short-term/medium-term capacity of MOED to fulfill its anticipated tasks 
(we want to avoid provisions that would delay the passing of the regulations as 
well as "paper laws" that are not feasible) 

• Coverage of the Pl regulations: which kinds of Pis are to be regulated and how 
far we could push for consolidation of Pl (in order to abolish the current 
dissipation/fragmentation of public investments) 
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• Clear definitions of all important concepts and terms used, and 
• Internal consistency of Pl-related methodologies, draft regulations and 

instructions. 

In the next quarter we hope to help sort out these issues and submit several final 
documents to MOED for evaluation for eventual issuance as a presidential decree and/or 
internal orders of the Minister of Economic Develoµnent. 

Data Management 
We developed (in collaboration with MOED) the Pl Projects Database, based upon 
responses to the PIP Call Circular. The Projects Database allows the tracking of Pl 
projects, both at national and sectoraVregional levels; uploading of data (including project 
pre-feasibility and feasibility studies); and a more effective management of the process. 
We developed an easy-to-use manual to facilitate the use of the database by the MOED 
Pl Department. We are planning Database Management training for the Pl Department 
for the next quarter. To prepare for this, we organized and conducted training in MS 
Excel and MS Access for the staff from the Pl Department, Economic Policy 
Development and the Forecast Department of MOED. We also collected historical 
infonnalion on Pl expenditures, and reviewed the initial and additional allocations on Pl 
Program projects from the state budget in 2007 year to build the consolidated Pl 
expenditures picture for years 2003-2007. 

Another data-related task was the design and development of a comprehensive 
Macroeconomic Database. The database aggregates macroeconomic indicators and 
parameters for Azerbaijan and facilitates macro-economic forecasting, analysis, and 
reporting. 

The PIP-Project helped develop an operational economic model for producing a 
medium-term macroeconomic forecast (indispensable for budgeting, assessing the 
national and sectoral development planning; and for Pl policy formulation and planning). 
The task was conducted in parallel to a similar task of the World Bank when it worked 
with the MOED and MOF to adapt the Financial Programming Model (FPM) prepared by 
the IMF and used by NBA. 

The PIP-Project has also prepared two aggregate flow-based macro models - the Social 
Accounting Matrix (SAM) for years 2004, 2005 and 2006 and the aggregate Flow of 
Funds (FoF) models for years 2005-2011. The SAM model provides a comprehensive 
picture of the transactions between production sectors, households, enterprises, 
government and other sectors. The FoF enables one to follow the flow between private 
sector, government, the monetary sector and other sectors, and helps in the analysis of 
the marginal propensity to invest in different sectors considering the financial strength of 
the economy and the impact of the monetary policy. The discussions around the SAM 
and FoF models and the process for developing these models have improved the MOED 
staff understanding on different economic models. 

In another effort, an analytic model was developed to be used in the education sector -
the Allocation Management System (AMS) - which will help improve the Pl programming 
capacity in that sector. 

Priorities for 04/2007 
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Although the project will naturally be focused upon the necessary activities relating to 
closedown, as it enters its final quarter and closes December 31, 2007, the PIP-Project 
will continue heavy technical assistance in the following areas: 

a) improving the regulatory framework and preparation of efficient Pl Regulations; 
b) improving the institutional and technical capacities of the central and line 

ministries for better sector development planning, project needs identification, 
project preparation end appraisal, 

c) improving staff capacity in project cycle management and, in particular, in project 
appraisal and management; and 

d) responding to the MOED request to further improve financial programming. 

DAI will be mobilizing several short term technical experts to provide technical 
assistance in these areas. Among them is expected Glenn Jenkins \\ho, with his training 
team, will provide a two week "training of trainers" course on cost-benefit analysis and its 
relationship to project cycle and appraisal. This training will build upon previous training 
activities conducted by the project on this subject area. 

The narrative below provides a more detailed account of programmatic activities and 
outputs as the result of the PIP-Project activities in Q3/2007. 

11. ACTIVITIES ACCOMPLISHED IN QJ/2007 

1: MACROECONOMIC POLICY (See Annexes 1.1 - 1.3) 

The PIP-Project activities in this cluster are aimed at strengthening the institutional and 
technical capacity of economic planning organizations in order to improve the quality and 
consistency of macro-level analysis, forecasting, economic policy making and 
development planning. 

Task 1.1 Developing economic policy analysis/modeling capacity and operational 
macroeconomic forecasting 

Task objective: Jointly with MOED develop a consistency economic model for producing 
medium-term macroeconcmic framework (forecasts) which would instruct and feed the 
medium-term development planning, budgeting and investment planning of the 
government. 

Developments in 03/2007: Medium-term forecasting is one of the main functions of 
MOED as defined by the Budget System Law and other regulations on economic 
planning in Azerbaijan. It is an essential element of economic planning and the medium
term macroeconomic framework (MTMF) developed by the government every year. 
MTMF lends itself indispensable for assessing the consistency of national and sectoral 
development programs with each other and the resource constraints. It is also necessary 
for the fonnulation of the public investment policy and budget consistency with national 
development strategies. 

Until 2005 MTMF or the medium-term economic forecasts for Azerbaijan have been 
developed by IMF as part of the Poverty Reduction and Growth Facility (PRGF) 
arrangement and shared with MOED. MOED, in turn, used IMF forecasts to develop the 
medium-term socio-economic development forecasts, which are submitted to the 
Government every March as a part of the annual economic planning process. 
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When the PRGF arrangement with IMF ended, MOED had to develop medium-term 
macroeconomic forecasts on its own. With poor in-house technical capacity and poorly 
compiled in-house databases (Excel spreadsheets), MOED was not in a position to 
develop these forecasts on its own. Therefore, MOED has requested a capacity building 
and technical assistance from several I Fis and the PIP-Project. Initially the PIP-Project's 
activity in this area was limited to the capacity building in different financial consistency 
models, including the Financial Programming Model of IMF and Revised Minimum 
Standard Model - Extended of the World Bank. The MOED staff participated in the 
intensive one-week training on RMSM-X in Moscow, Russia in late 2005. As an outcome 
of this training, MOED assigned a group within the ERSRI to adapt and develop the 
RMSM-X model for Azerbaijan. In the early 2007, MOED requested assistance from the 
PIP-Project in developing an in-house economic forecasting model, which could be used 
to develop forecasts beginning with the year 2008. In the light of enormous significance 
of the modeling and forecasting capacity for economic planning of the country (including 
development of public investment policy) the PIP-Projed responded positively to this 
request. 

The starting point for the PIP-Project's activities was the situation analysis. The PIP
Project reviewed and analyzed (i) the existing macro-data system in MOED; (ii) the 
forecasting methodology currently used; (iii) the nature of the economic data produced 
by the State Statistics Committee (iv) the forecasting models of other government 
agencies including the National Bank of Azerbaijan; and (v) IFI activities related to 
developing the economic modeling capacity of the government in general and MOED in 
particular. The review and analysis of the current situation revealed that macro-data of 
MOED, for the most part, was limited to the aggregate level economic statistics. Except 
for monetary and external sector data, the State Statistics Committee (SSC) is the major 
source of statistics for MOED. Communication between the data producer, SSC, and the 
user (MOED) is limited and irregular. ln the PIP-Project facilitated meetings between 
MOED and SSC it was revealed that SSC collects and prepares the production data on a 
monthly basis contrary to the knowledge of MOED, which was getting this data qwrterly. 

The forecasting model of MOED was simple and mainly limited to the development of the 
real-sector medium-term (4 years) forecasts. The forecasts, which were heavily based on 
the production data provided by BP and SSC, were produced through simple data 
extrapolations and expert judgments. Therefore, the quality and the predidion power of 
forecasts were quite low. The PIP-Project's meetings and discussions with SSC revealed 
that the methodologies used by SSC for collection of the economic data meet 
international standards. These findings were in line with the analyses of !Fis including 
the findings of the IMF statistics mission to Azerbaijan in 2003. However, the compliance 
of data collection methodologies does not rule out the need to make corrections and 
adjustments to the collected data by the SSC. The analysis revealed that NBA has the 
most advanced in-house capacity for economic forecasting. With the assistance of I Fis, 
NBA has been able (since 2002, with IFI continuing support) to develop a fully functional 
financial programming model comprising all four sectors (real, fiscal, monetary and 
external). 

The survey of donor organizations revealed that WB has been providing MOED with 
some assistance in economic modeling for the past years. However, 1/1/B has clarified its 
concept on the nature and format of the economic modeling for MOED and the 
government only in mid-2007. Recommendations were to develop and use the Financial 
Programming Model, a formal consistency model produced by IMF for developing 
consistent macroeconomic forecasts for developing countries. NBA has already adopted 
and adapted this model for Azerbaijan, therefore, doing the main part of the assignment, 
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including collection and compilation of the necessary data. The WB concept suggested, 
among other matters, to share the FPM among the three main economic management 
agencies - MOED, NBA and MOF. According to the proposal, this way MOED would be 
responsible for developing and maintaining the real and external sectors of FPM; NBA
the monetary sector; and MOF - the fiscal sector. WB has undertaken a responsibility to 
develop and maintain the necessary IT infrastructure to support the networked FPM, 
which would receive and install updates from all the three agencies automatically. This 
concept was accepted by the three economic agencies in mid-2007. Consequently, NBA 
shared FPM with the other two agencies - MOEO and MOF. This concept enabled 
MOED to gain access to a fully functional and ready FPM with the developed real and 
external sectors. The PIP-Project's activities aimed at developing economic modeling 
capacity in MOED continued in parallel to the work ofWB. 

Considering a need for an integrated and comprehensive macro-data system in MOED, 
the PIP-Project has begun its work on the economic modeling task with the development 
of the macro-data management system. During the reporting period the PIP-Project 
completed the structure of this data system, identified all the required indicators and 
established links between different levels of the database. The data system consists of 
fifty one (51) Excel sheets grouped under four sectors which correspond to the structure 
of the economy: (i) the real sector; (ii) fiscal sector; (iii) monetary sector; and (vi) the 
external sector. The macro-data management system comprises three levels including 
aggregate macro indicators, sectoral indicators and sub-sectoral indicators. The 
structure of the database enables compilation of first level indicators from the second
level indicators, and the second-level indicators from the third-level indicators. During the 
reporting period, the PIP-Project, in collaboration with MOEO, completed the data 
entering process for the aggregate macro levels and for the monetary and external 
sectors. 

During the reporting period the PIP-Project prepared two aggregate flow-based macro 
models - the Social Accounting Matrix (SAM) and Flow of Funds (FoF). The SAM model 
provides a comprehensive and consistent description of the transactions taking place in 
an economy in a given year. It comprises all transactions between production sectors, 
factors, households, enterprises, government institutions, and the rest of the world. SAM 
models could be very useful in developing the macroeconomic analysis capacity in the 
Ministry. In collaboration with MOED, the PIP-Project prepared SAM models for 2004, 
2005 and 2006 and submitted to MOED for review and comments. The SAM models 
revealed significant inconsistencies between aggregate statistics for institutional sectors 
and thereby indicated the needs for data improvements. Consistent macroeconomic 
aggregates are needed for policy analyses and generation of sensible and useful 
forecasts. 

In another effort the PIP-Project compiled and presented to MOED a series of aggregate 
Flow of Funds (FoF) models for the years 2005-2011 based on the actual data and 
projections of MOED. FoF models are sets of accounts that are used to follow the flow of 
money within and between the main sectors of an economy. Specifically, the accounts 
analyze economic data on borrowing, lending and investment throughout sectors like the 
private sector, government, the monetary sector and the rest ct the world. 

FoF tables detected significant intra and inter-sectoral data inconsistencies for both the 
actual and forecast years. The scale of inconsistencies both intra and inter-sectoral got 
larger for later years of forecasts demonstrating poor quality of the actual economic data 
and projections. FoF model is a fomlidable instrument, which can be used to analyze 
the financial strength of the economy and the impact of the monetary policy. It can be 
used to trace the saving-investment relationships in different sectors. Adding FoF to the 
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arsenal of MOED's analytical instrum~nts would enormously strengthen the economic 
modeling/forecasting capacity of the government. 

Impact/Results: The major result of the task has been in the development of the well
structured and inter-connected comprehensive economic database. Development of the 
database constitutes the essential step towards a sound and consistent macro-economic 
forecasting. This database also represents an important contribution to the forecasting 
and analytical capacity of MOED. Joint work with MOED on this task has helped MOED 
understand better its data and capacity building needs for forecasting and modeling 
work. MOED also was in a position to re-assess its economic modeling capacity, 
examine and take stock of existing economic data and data sources, evaluate 
consistency of sectoral data, and integrate its fragmented data files into one consistent 
data system. Discussions around the SAM and FoF models and the process for 
developing these models have improved MOED's understanding of different economic 
models. These models are successfully developed and used both in the developed 
countries and countries with economies in transition. 

Plans for 04/2007: In the next quarter the PIP-Project plans to mobilize a Financial 
Programming Specialist to provide training and technical support to develop the capacity 
of MOED in developing, using and improving the financial programming model (which 
was initially developed by NBA and shared with MOED). 

Task 1.2 Improving the Pl policy making capacity ofMOED 

Task objective: Improve the quality, format and analytical content of the public 
investment policy annually prepared by MOED and submitted to COM. 

Developments in 03/2007: During the reporting period, MOED requested the PIP-Project 
to provide comments and suggestions on the draft document "Public Investment Policy 
Concept for 2008-2011". The PIP-Project staff analyzed the document for the content, 
quality of analysis, format, relevance of recommended policy directions with the national 
development objectives, and medium-term macroecooomic framework. 

The analysis of the document revealed the following findings: 

• The policy document did not discuss or analyze the past distribution and 
implementation of sectoral public investments since 2004, when the PIP was 
established. 

The document did not analyze challenges or achievements of the previous PIP 
programs, neither did it describe the measures taken to improve the governance of 
public investments. The required actions to improve the rationality and effectiveness 
of the PIP were absent. 

• The analysis of the current economic situation was descriptive and general. There 
was no discussion of the situation in the private tradable non-oil sector, which was 
the key sector for diversification, competitiveness and sustainable development of 
the country. Moreover, the impact of growing public investments on the 
macroeconomic stability was not analyzed. 

• The document did not analyze the investment needs of the economy in general, and 
of investors, businesses, farmers, municipalities and the government in particular. 
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The priority sectors for public investments were determined exogenously without due 
analysis and discussion. 

• The sectoral prioritization was unclear. There was neither analysis, nor justification 
for identification of priority sectors for public investments. The document determined 
all the sectors of the economy including transportation, social protection, education, 
ecology, agricuture as priorities, with no rationale for importance and priorities. 

Only one scenario of MTMF was provided in the document with no clear justification 
for the selection of the given scenario. 

The general policy directions for the Pl Program 2008-2011 were all-inclusive and 
comprehensive. 

• The financing matters related to the Pl Program were not analyzed. There was no 
section on the sources of financing, the role of the public-private partnership, the role 
of the state funding, the level of budget resources to be used, and the level of 
external and domestic borrowing to fund certain portions of the PIP. 

• The directions of the Pl policy for the medium-term were not clearly established. No 
justification was provided for the share of different sectors in the PIP. For the 
effectiveness of the public investment planning in the medium term, it was important 
to determine sectoral caps of the PIP for the medium-term. This could direct 
government organizations/sectors to prioritize their investments and ensure that their 
PIP requests were within the sectoral resource constraints. 

• The document did not have any section on the foreign and domestic loans the 
government plans to mobilize for public investment purposes. This was despite that 
the government borrowed hundreds of millions in foreign loans to fund various public 
investments. The document lacked analysis of appropriate level of foreign and 
domestic borrowing, and providing a sound justification for the recommended level 
and necessity for such borrowing. 

Fiscal and institutional risks in the execution of PIP were neither analyzed nor 
specified. These risks might include producer and consumer inflation, exchange rate 
fluctuations, and problems with the implementation of individual projects. With the 
trend of higher inflation rate the analysis of these risks were important for the 
effectiveness of public investments. 

Impact/Results: The PIP-Project prepared comments and submitted to MOED. These 
comments will be used in the future work on Pl policies. There is a need to conduct 
detailed discussions with MOED on the public investment policy concept, its format and 
analytical requirements. Preparation and adoption of regulations on the Pl Policy would 
address many shortcomings identified in the current and past Pl policy concepts that 
MOED prepares. 

Plans for 04/2007; The PIP-Project will continue providing constructive 
recommendations, comments and suggestions to improve the economic planning and 
budgeting documents of the government in an effort to increase the quality and 
rationality of overall public investments. 

2: NATIONAL BUDGET (See Annexes 2.1 and 2.2) 
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PIP-Project activities under the Budget Cluster aim at enhancing technical and 
institutional capacity of the Pl Department of MOED, which was established, with the 
PIP-Project advising, in February 2007. The objective of technical assistance is to 
improve the capacity of Pl Department to develop the consistent investment policy. This 
involves formulation of a public investment policy and strategy in accordance with the 
macroeconomic framework of the country, preparation of the draft Public Investment 
Program, evaluation, appraisal and monitoring of public investment projects. Core areas 
of technical assistance in 03-2007 were: 

Task 2.1 Support for MOED Pl Department's Activities 

Task Objective: To enhance the capacity of MOED Pl Department to review and 
evaluate responses (from line ministries and other agencies) to the Public Investment 
Program Call Circular 2008-11 on caplal investment programs and investment projeds. 

Developments in 03/07: During the reporting period the PIP-Project, based on the 
request of MOED Pl Department, revised the PIP Call Circular tables and proposed a 
number of changes in the existing tables. The main focus of revision was made on the 
Form 3/LM and its 5 sub-forms and Form 3/REG. The goal was by preserving the initial 
content of the templates to reduce the number of sub-forms due to repetition of data 
required, and make emphasis on qualitative justification with presentation of project 
beneficiaries and benefits, links to specific government/sectoral goals. As a result, Form 
3/LM's, and 3 sub-forms out of 5 sub-forms, were reorganized (see Annex 2.1) and Form 
3/REG was expanded by information on project cost and financing projections by 
sources and years, which were absent before. 

Impact/Result: (1) The simplified improved PIP Call Circular was developed and 
submitted to MOED for consideration. 

Plans for 04/07: In order to increase the efficiency of PIP Call Circulars in providing 
information on investment projects, the PIP-Project jointly with Pl Department will 
conduct on the job trainings for state agencies (see Annex 2.2) to present and explain 
the requirements and information needed for applying for public investment project 
financing. 

Task 2.6 Pl Policy and Program Formulation 

Developments in 03/07: The PIP-Projed helped the MOED Pl Department design a 
format for more robust description and analysis of public investments for the 2008-2011 
planning period. We prepared a structure for the Pl Program 2008-2011, which included 
descriptions of past and future medium-term macroeconomic environments and 
description of GOAZ socio-economic plans. In addition to the tables for the medium-term 
macroeconomic parameters, there is a breakdown of investment expenditures by 
sectors, years and sources. This is required to get a more accurate structure of sectoral 
investment spending. Two new tables with the breakdown for investment allocations by 
functional classification and table with overview of planned investments for 2008-2011 by 
project status (new project and on-going project) and type of project (infrastructure, 
productive and social) were made. 

Impact/Result: Pl Program 2008-2011 was prepared based on the responses for PIP 
Call Circular 2008-2011 ensuring linkage between public investments and sectoral 
policies and strategies. 
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Plans for 04/07: Complete drafting of Pl Policy Instructions to establish procedures for 
MOED in Pl policy formulation. 

3: SECTORS/PROJECTS (See Annexes 3.1 -3.6) 

The PIP-Project activities under this cluster focused on improving the institutional 
capacity of MOED and line agencies1 with public investment plans to conduct 
development planning and Pl project preparation and appraisaf. These tasks 
complement the counterpart agencies' capacity for preparation of public investment 
projects to address the objectives of sectoral development plans and extensively use 
cost-benefit analysis techniques for project preparation and appraisal. Pursuant to the 
stated objectives, the main areas of the technical assistance in 03-2007 included: 

Collaboration with MOED in determination of requirements for project preparation 
and appraisal. Preparation of draft indicators for Pl Program or sectoral 
performance evaluation. Public investment projects need to be prepared in accordance 
with the unified requirements established for all agencies, quantifying benefits and costs, 
and analyzing candidate projects from technical, financial, economic, social and other 
perspectives. As a constituent component of the integrated project analysis it is 
important to conduct the project sensitivity and risk analysis. In the environment of cost 
uncertainties and ever changng market distortions the role of sensitivity and risk analysis 
in project appraisal becomes keenly important. MOED experts and the PIP-Project staff 
drafted the initial working document outlining the requirements and process for project 
preparation and appraisal. In addition, a paper with recommendations for the Pl Program 
evaluation was prepared to evaluate impact from projects' realization over time. The 
PIP-Project invited a senior economist in project impact evaluation, Mr. Neal Cohen, to 
help with the review of the draft documents and preparation of indicators for the Pl 
Program evaluation and prepare the evaluation guidelines. 

Improvement of the strategic development planning and PIP processes in the 
agricultural sector. Training in integrated project analysis in agricultural sector. 
The purpose of the technical assistance was to analyze the prepared sector strategic 
development plan and provide recommendations to better address the sectoral 
development agenda. Normally, sector development plans serve as static documents 
providing goals to achieve in the long-term perspective. Operational plans, rather, 
provide a meaningful set of objectives to achieve in the medium-term perspective, and 
determine the sectoral development framework. As an integral part of the technical 
assistance, it was important to ensure that the practitioners from the Ministry of 
Agriculture understand the PIP-Project cycle, the contemporary methods of project cost
benefrt analysis. The PIP-Project mobilized an experienced agricultural expert with solid 
experience in the World Bank and development environment, Dr. Richard Anson, to 
deliver technical assistance and training. 

Allocation Management System Model in the education sector. To further the 
cooperation with the Ministry of Education in project decision-making, the PIP-Project 
staff developed a model that will help the counterpart agency in sector diagnostics and 

1 Sectors for 2007 include: agriculture, irrigation, transport, and education. In 2006 the sectors 
covered were: industry and energy; health, tourism, and environment. 

2 The project cycle comprises of project identification, appraisal, preparation, prioritization, 
implementation, and monitoring and evaluation. 
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investment allocations, budget projections, and comprehensive Pl need identification as 
well as CBA calculations for each alternative Pl option. 

Public investment project development cycle in the line ministries. At the request 
from USAID the PIP-Project staff conducted the rapid diagnostics and analyzed 
procedures for project preparation, appraisal and management in the ministries of 
education, agriculture, transport and irrigation. The findings help to assess institutional 
and capacity shortages in public investment project preparation and address them over 
time through preparation of sector-specific instructions and trainings in project cost
benefit analysis. 

Tasks 

Task 3.1 Collaboration with MOED in detennination of requirements for project 
preparation and appraisal. Preparation of draft indicators for Pl Program or 
sectoral perfonnance evaluation. 

Task Objective: Develop operational instructions that would guide the line ministries 
and other Pl requester agencies on Pl project preparation, and guide MOED (1) to 
appraise the Pl projects, and (2) to assist and, if necessary, allocate funding for project 
preparation by the agencies that do not possess capacity to do so on their own. Having 
mentioned that, the PIP-Project objective is to ensure that over time the Government will 
undertake preparation and appraisal of project internally, without outsourcing to other 
parties. To address the tasks of Pl Program impact evaluation, prepare the guidelines 
and prototype indicators attributable for the Pl Program and sectors. 

Developments in 03/07: Draft instructions for project preparation and appraisal were 
written by the PIP-Project predominantly as a discussion paper. During 03107 the Pl 
Department of MOED remained understaffed to fully discuss the approach and pursue 
the instructions. The Head of the Division for Project Preparation and Appraisal (Mr. 
Bayram Rzayev) was appointed in August 2007 and the work enlivened. The PIP-Project 
obtained initial comments as to the content of the project pre-feasibility and feasibility 
studies, and the request to further simplify and shorten the document. The other 
documents, prepared by the PIP-Project, included the proposed Pl project development 
flowchart, the timetable for the Pl project preparation and appraisal processes, and the 
flowcharts of the existing and suggested Pl project preparation and appraisal processes 
for the detection of the incremental impact by the instructions and comparative analysis. 
Separately, an international consuttant analyzed the program evaluation framework in 
Azerbaijan and drafted the guidelines and prototype indicators attributable for the Pl 
Program and sectors. 

Impact/Result: (1) the draft document on the requirements for project preparation and 
appraisal was prepared and initial comments were received from MOED; (2) the PIP
Project extensively briefed the newly appointed Head of the Division for Project 
Preparation and Appraisal (Mr. Bayram Rzayev) on project cycle, requirements for 
project preparation and appraisal, and PIP Database management; and (3) the draft 
guidelines and prototype indicators attributable for the Pl Program and sectors were 
written. 

Plans for 04107: Jointly with MOED contextualize and finalize the instructions for project 
preparation and appraisal, and the Pl Program evaluatbn. 
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Task 3.2 Improvement of the strategic development planning and PIP processes in 
the agricultural sector. Training in integrated project analysis in the agricultural 
sector. 

Task Objectives: review the draft sedor strategic development plan and propose a 
format for sector operational (4 year) plan and discuss areas that may require public 
investments; (b) based on the draft Sector Strategic Development Plan (SSDP) define 
sector development objectives in the medium-term perspective and suggest outline of 
the medium-term development plan (MTDP) with sector performance (output) indicators; 
(c) conduct a series of on-the-job trainings in topics of project preparation and appraisal. 

Developments in 03/07: During the reporting period, the projed intensified its work with 
the Ministry of Agriculture (MOA) to improve the planning and implementation of public 
sector investments in the agricultural sedor. The project mobilized a seasoned SITA 
(Dr. Richard Anson). The PIP-Project staff was extensively involved in the work with the 
Ministry officials and technical staff to improve the sector development strategy, assist 
with preparation of the operational plan, improve and develop domestic guidelines for 
preparation of public investments in the agricultural sector, and to strengthen the 
capacity of the MOA staff in effective planning, implementation and monitoring of public 
investments. 

The concrete work on improving the planning and management of public investments in 
MOA proceeded through intensive discussions and consensus building with the Deputy 
Minister (Mr. Bahram Aliyev), senior management and technical staff, and the teams of 
different agricultural projects funded by IFls. The PIP-Project staff has participated in 
over 20 meetings with the Ministry staff at different levels in addition to meetings with the 
Deputy Minister every other day to discuss findings and issues, to brainstorm on the 
future course of the work and to regularly update him on the progress achieved. The 
discussions enabled to better fcrmulate issues in the planning and management of public 
investments, make timely adjustments to the pre-determined scope of work and identify 
main and potential stakeholders. 

The entry point for PIP-Project activities in MOA was the draft sector development 
strategy (The Strategy on Development of the Agrarian-Industrial Complex in the 
Azerbaijan Republic through 2015), which MOA has almost completed and circulated to 
the relevant government organizations for comments. The analysis of the draft of this 
strategy revealed significant flaws both in the format and content of the document. The 
strategy document lacked a comprehensive vision statement, general and sectoral 
objectives to achieve, performance indicators, clear and sound analysis of problems in 
the agricultural sector. Moreover, certain parts of the document contradicted with the 
free market principles and Azerbaijan's efforts toward accession to WTO. 

Per the agreement with the senior management of MOA and discussions with relevant 
stakeholders, including the USAID Trade and Investment Project donor organizations 
and MOED, the PIP-Project staff prepared the detailed recommendations in reference to 
the draft strategy document. MOA has introduced some changes to the draft Agricultural 
Sector Development Strategy, including the vision statement, principles, objectives and 
expected results, even though the strategy was h the final stage of approval. . 

Discussions with the MOA officials revealed the need for preparation of the medium-term 
operational plan, which would translate the strategy (to be approved) into the medium 
term actions with explanation of mechanism or implementation. The PIP-Project staff 
developed a general framework for the operational plan, submitted and discussed it with 
the Deputy Minister and other relevant staff, and facil~ated establishment of the inter-
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ministerial working group to develop the operational plan when the draft sector strategy 
document is approved by the President. On the basis of the previous diagnostic work on 
the planning and implementation of public investments in the agricultural sector, the PIP
Project prepared recommended PIP guidelines and procedures for MOA in line with the 
best internatiooal practices, integrated project analysis, cost-benefit analysis, preparation 
and approval phases, which would ensure that only high-return and high-quality projects 
get into the public investment program of MOA. Early MOA comments on the 
recommended PIP guidelines and procedures were positive and indicated that MOA was 
committed to developing and adopting domestic regulations on public investments in line 
with the PIP-Project's recommendations. 

During the reporting period the PIP-Project delivered the workshop for the technical staff 
of MOA and other relevant government organizations in topics of integrated project 
analysis. Seventeen participants from MOA and 5 participants from the State 
Amelioration and Irrigation Corporation and the Ministry of Economic Development 
participated in the two-day training. The training included topics on the background and 
rationale for the integrated project analysis, basic concepts of integrated project analysis, 
an Azeri project case study, and discussions/exercises to apply the basic concepts of 
integrated project analysis; and the suggested framework for improving the procedures 
and guidelines for planning of public investments within MOA. 

lmpacUResults: The PIP-Project has improved capacity of the senior management and 
technical staff of MOA in the areas of strategic planning, formulated requiremen1s for 
effective planning and implementation of public investments and advised the MOA staff 
on the necessity to improve guidelines, procedures and tools for the management of 
public investment projects. One of the notable outcomes was introduction of some 
changes to the Agricultural Sector Development Strategy per the recommendations. In 
addition, MOA has adopted the framework for the operational plan to be developed for 
translation of the sector development strategy into concrete actions. The framework 
requires MOA to classify measures and actions for the operational plan by national and 
regional levels, duration, implementing government organizations, geographic coverage 
and estimation of financial resources required. In addition, the PIP-Project produced 
recommended guidelines and procedures for the management of public investments, 
which received a positive feedback from MOA. Improved knowledge and skills of MOA in 
the basics of integrated project analysis and requirements for preparation and 
implementation of high quality projects was also a notable input in the capacity-building 
efforts. 

Plans for 04/07: Proceed with preparation of the operational plan for the ministry that 
would assist in the implementation of the sector development strategy. Conduct on-the
job training sessions in areas of sector development and planning in the medium-term 
period. 

Task 3.3 Allocation Management System Model for the education sector 

Task Objective: Provide the education sector with a tool that would help in: (1) 
comprehensive identification of Pl projects in the sector; (2) determination of 
development needs and conducting CBA for all alternatives; (3) setting the sector long
term targets, mid-term benchmarks, preferences and priorities into the budgetary and 
macro frameworks (3) identification of the incremental benefits from the use of public 
investment resources; aid (4) setting and analyzing the budget for investment projects. 

Developments in 03/07: The model (Allocation Management System) was prepared as 
a tool for funds' allocation decision-making for new classroom construction, based on the 
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deficiency-needs analysis. The process is automated, meaning that output ranking 
depends on input data only. Backlog, identified and calculated through the "gap 
analysis", is the basic need determinant. Then the supplementary factors are identified 
and added (in fact, multiplied) to get to the prioritization based on a priority index (Pl). 
The model is provided in an annex to the QPR. It is planned that the PIP-Project will 
conduct a presentation of the model in the Ministry of Education (MOE) with 
recommendations for its practical application and use. 

Impact/Result: The negotiatiais with the Ministry of Education resulted in a suggestion of 
a separate presentation of the model to the top executive management, and if approved, 
to implement the tool in the sector. 

Plans for 04/07: In the next quarter the PIP-Project staff plans to organize and deliver 
the cost-effectiveness/utility analysis training for the staff in the education sector. 

Task 3.4 Public investment project development cycle in the line ministries 

Task Objective: Conduct a rapid diagnostics of current procedures for project 
preparation, appraisal and management in the selected sectors that would help in 
analyzing the overall situation and in developing the overall and sector-specific 
guidelines for the investment project cycle, as well as in training materials. 

Developments in Q3/07: An analysis and assessment were conducted in four selected 
sectors (Transportation, Agriculture, Irrigation and Education). Project concept 
formulation, project preparation capac~y and procedures, sector development plans, and 
project implementation, monitoring and evaluation capac~ies were assessed, and major 
deficiencies were identified. 

Impact/Result: (1) a better understanding of the sector priorities, and issues; (2) 
assessment of the existing Pl project preparation, implementation, monitoring and 
evaluation rules, and implications for the improvement of project cycle procedures, and 
preparation of guidelines and operational instructions. 

Plans for 04/07: Prepare and conduct training sessions in the education, transportation, 
irrigation and agriculture sectors with the purpose of enhancing the Pl project cycle and 
efficiency. Help prepare sector-specific recommendations for Pl project preparation. 

4: INSTITUTIONS AND REGULATORY REFORM (See Annexes 4.1 
-4.3) 

The purpose of the Institutions cluster is to describe/assess the existing legal, 
organizational, and political economy environment of public investments and find 
effective means to formulate and implement reforms through this environment. Currently 
there are no comprehensive legislation, regulations, and detailed procedures which 
guide public investments. The existing legislation, regulations, orders, and decrees are 
incomplete and are generally below accepted standards of integrity for public resource 
management. The central economic agencies and line ministries operate in the absence 
of standard efficiency criteria, transparency, and accountability. This applies to public 
investment policy making, to public investment programming and to investment project 
preparation and management. PIP-Project is interested in bearing down all possible 
means to define the institutional framework thoroughly so as to determine the most 
value-added approach to propose changes to sub-par conditions. 
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Describe existing Pl policy and institutions 
The Pl institutional environment involves almost all agencies in public sector as well as 
stakeholder organizations in civil society. Ongoing assessments of the Pl processes help 
the PIP-Project to find more effective means to negotiate reforms through the 
organizational and political economy structures. Multi-faceted understanding of the 
existing legislative, organizational, and political economy landscapes of public 
investments increases the quality of information and judgments when the PIP-Project 
undertakes its tasks. 

Draft Pl regulations on Pl policy and Pl Program 
The objective of implementation of Pl regulations is to remedy one of the glaringly 
missing components in the public finance management in Azerbaijan. Good Pl 
regulations put into operation the intentions of good public finance legislation. Pl 
regulations also configure the structure of operational instructions for Pl programming 
and investment project management. In Azerbaijan, there is also the need to bolster 
public finance legislation to support more closely the Pl regulations. 

Developing policy framework for public investments 
PIP-Project has shared with MOED the final version of the draft Regulations on the Pl 
Policy and Program. One of the sections of this document is entirely devoted to the 
process, structure and preparation schedule of the Pl Policy, which essentially serves as 
the most important macro-level policy framework for public investments. Currently, the 
PIP-Project is expecting comments from MOED on the document. The PIP-Project plans 
to develop more detailed instructions on the preparation process, structure, content and 
schedule of the Pl policy in cooperation with the Pl Department in MOED. 

Arrangements of operational manuals for specifics of project cycles (procedural 
instructions for Pl Department for investment policy, project prioritization, 
appraisal, and monitoring) 
The Pl Department of MOED needs a Charter that reflects the demands of the MOED 
Statute. The Department also needs a set of instructions in order for its three Divisions to 
carry out their detailed responsibilities and authorities according to the Department 
Charter. The newly created Department lacks a clear sense of direction and certainly any 
description of tasks and work methods. The Charter and Pl Instructions will help to put 
into action the intentions of MOED Statute and eventual Pl Regulations. 

Highlight practical steps to alleviate the current sub-par arrangements (Review of 
2006 Pl Program projects list) 
The PIP-Project reviewed initial allocations and mid-year adjustments for 2007 Pl 
Program projects. The Pl Programs are supposed to be medium-term formulations 
reflecting medium-term economic strategies. Yet, what most of the government 
institutions observe is the list of public investment projects which the COM issues twice a 
year. The projects enter into and fall out of the lists without much apparent protocol on 
economic strategy, or economic/financial justification. The public, or their ombudsmen, 
including the Parliament, do not routinely receive either the proposed or the actual Pl 
projects' detailed information. 

Tasks 

Task 4.1.1 Describe existing Pl policy and institutions 

Task Objective: Ongoing assessments of the Pl processes help PIP-Project to find 
effective means to negotiate reforms through the instih.tional structure. 
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Developments in 03/07: (1) PIP-Project contracted an NGO group (the Budget 
Legislative Group) of three local public expenditures and legal experts, composed of Mr. 
Zohrab lsmayilov, Dr. Azer Mehtiyev and Mr. Eldar Gojayev, to review the existing 
legislative base in Pl and produce a position paper on possible legislative/institutional 
reforms that are feasible in the near future; and the framework of draft Public investment 
law, which is comprehensive and consistent with world best practices, and conforms to 
the provisions of the Constitution of the Azerbaijan Republic and other public finance 
legislation and executive acts; (2) the Budget Legislative Group made a presentation to 
the PIP-Project on the results of the research and provided recommendations to 
strengthen the public investment legislation, describing how to make optimum use of the 
current regulations with recommendations for each alternative legislative/institutional 
approach. 

lmpacUResult: The existing legislative base of Pl process is better understood. These 
assessments are parts of work in the process of installing a legal framework for the Pl 
management in Azerbaijan. 

Plans for 04/07: The PIP-Project is broadening its roster of local experts in support of its 
legislative, transparency, and public participation initiatives. The interaction with the 
newly established USAID/DAI project on Strengthening Legislature is expected to be of 
further help in this direction. 

Task 4.1.2 Highlight practical steps to alleviate the current sub-par arrangements 
(Compilation and review of 2007 Pl Program projects list, compilation of 
consolidated Pl expenditll"es for 2003-07) 

Task objective: To review initial and additional allocations on Pl Program projects from 
the state budget in 2007. Compare these amounts to any other database PIP-Project 
has. Build a picture of consolidated Pl expenditures portfolio for 2003-2007. 

Developments in 03/07: (1) the PIP-Project reviewed initial and additional allocations for 
2007 Pl Program. As a result of mid-year adjustments, the Parliament approved 
additional 369 min AZN for state budget investment spending for 2007, with increasing 
the number of Pl projects from 713 to 733 (See table 1); (2) the PIP-Project collected 
historical information on Pl consolidated expenditures for 2003-2007 (initial allocations, 
additional adjustments and actual disbursements) including data on state budget 
investment expenditures and capital expenditures of State Oil Fund and State Social 
Protection Fund for 2003-2007. 

Table 1: Initial and adjusted 2007 Pl Program 

Total in min Number of Number of 
AZN projects agencies 

Allocated in February 2007 1,546.5 713 83 
Allocated in June 2007 1,915.4 773 89 

lmpacUResult: Initiated Pl Program monitoring across years. The information collection 
will augment the current Pl database. 

Plans for 04/07: PIP-Project will follow the 2007 Pl Program implementation and collect 
the data on actual disoorsement in 2007. 
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Task 4.2.1 Draft Pl regulations on Pl policy and Pl Program 

Task Objective: The objective of installing Pl Regulations is to remedy one of the 
glaringly missing components in the public finance management in Azerbaijan. 

Developments in 03/07: (1) The PIP-Project, in cooperation with MOED, prepared the draft Pl 
Regulations during 01-2007. The draft document has been with the MOED since mid
April. As of this writing, the MOED has not yet reviewed the draft document for any 
comments. In the interim, the PIP-Project has undertaken work on draft Charters and 
Instructions for MOED Pl Department and its three Divisions. This ongoing work 
benefited from the basic guidelines which the draft Pl Regulations described with respect 
to standard international best practices in Pl activities. During the STTA Pl Samim 
Cilem's mission, the PIP-Project discussed the draft Pl Regulations with the World Bank 
staff (Christos Kostopoulus) and WB budget adviser (Jan Marusinec) in order to 
incorporate their valuable comments on the draft document. The PIP-Project STT A Neal 
Cohen also provided suggestions on the draft Pl Regulations document. 

lmpacUResult: The updated draft Pl Regulations document made definitions more exact, 
streamlined the stages of the Pl Program preparation process, incorporated the use of 
the newly introduced forms (Project Concept Paper) and databases (Project Database), 
referred to the contents of draft Charters and draft Instructions of Pl Divisions, and 
introduced some of the comments by the WB. 

Plans for 04/07: To finalize the drafting of Pl Regulations and support MOED in 
presenting these docurrents to the Government. 

Task 4.4.1 Arrangements of operational manuals for specifics of project cycles 
(procedural instructions for Pl Department for investment policy, project 
prioritization, appraisal, and monitoring) 

Task Objective: Drafting of Instructions for Pl divisions will constitute the procedural 
environment for the MOED and line ministries in which to function with higher standards 
of project preparation and Pl Program management. 

Developments in 03/07: (1) The PIP-Project STTA Neal Cohen developed indicators for 
Pl Program evaluation and drafted instructions for Pl Program Evaluation. 

lmpacUResult: The instructions and indicators for Pl Program evaluation will enable to 
learn the combined impact of the project activities undertaken through the entire Pl
Program or in one sector and thus improve government's ability to design and guide 
future Pl-Program and projects. 

Plans for 04/07: To discuss the documents with MOED and use in preparation of the 
instructions for Pl Program impact evaluation. 

5: TRAINING AND CAPACITY BUILDING (See Annexes 5.1 - 5.4) 

The group of tasks under Training Cluster aims at strengthening the Government of 
Azerbaijan's institutional and technical capacities for long-term policy planning and 
sector development, capital-budget formulation, investment project preparation, and 
project appraisal. To this end, PIP-Project combines technical assistance activities with 
the both on-the-job and formal training, as well as workshops and study tours. The PIP
Project's training approach rests on understanding that training is the most effective 
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when new techniques are directly applied to the day-to-day public investment policy 
management. 

Formal training 
Based on training needs assessment, the PIP-Project developed its three-year Training 
Plan (TP) in September 2005. Each year the TP has been subject to revisions with 
updated specific training needs of the PIP-Project's counterparts. Accordingly, the 
training strategy of the PIP-Project is developed in line with its TP. The strategy aims to 
cover all levels of the GOAZ's officials: from top management (Deputy Ministers and 
Heads of Departments) to middle-level management (Heads of Divisions, and technical 
cadres and staff). The PIP-Project has succeeded in involving various agencies, 
including oversight agencies (Presidential Office and Cabinet of Ministers), central 
ministries (MOF, MOED), and 9 line ministries in its Training Program. All the agencies 
appreciate highly the trainings conducted by the PIP-Project, especially noting that the 
courses are always practical and interactive. During 2005-2007, the PIP-Project involved 
376 GOAZ officials in workshops and daytime training in project cycle topics and cost
benefd analysis. 

On-the-job training 
Along with formal trainings, the PIP-Project carries out on-the-job training. Unlike formal 
training, on-the-job training aims at introducing new know-how, information, and 
international experience in the mutual work with the counterparts on specific issues. The 
PIP-Project holds on-the-job trainings both in central ministries (mainly MOED) and line 
ministries. The practice of the on-the-job training has proved to be effective both in terms 
of imparting know-how to and establisling good relations with counterparts. 

Study tours 
The PIP-Project's Training Program envisages arranging study tours abroad for the 
targeted officials of GOAZ to learn about other countries' technical skills and experiences 
in planning, investment programming, and capital budgeting. Since its inception, PIP
Project has done extensive work on how to strengthen GOAZ's capacity for better 
planning and investment programming with a view to more effective integration of them 
with government budgeting. The PIP-Project arranged two study tours for the GOAZ's 
top level officials: to Ankara, Turkey, and to Oslo, Norway. There was also a study tour 
for GOAZ's technical staff to Ankara, Turkey. Technical study tours allowed the GOAZ 
officials to learn the first-hand experience and knowledge from their colleagues in other 
countries. 

Tasks 

Task 5.1 Training on Excel and Access. 

Task objective: Provide training to the MOED staff, specifically: 1) Pl Department, and 2) 
Economic Policy Development and Forecast Department, in MS Excel and MS Access 
and help them be user-friendly with database developed by the PIP-Project. 

Developments in Q3/07: Two class groups of 4 persons each finalized training in Excel. 
The trainees passed tests in Excel and were certified. The PIP-Project started the MS 
Access training for two classes of 5 persons each. 

lmpacUResult: The IT training will further strengthen the capacity of MOED staff and 
facilitate the use of the Pl database, data analysis and generation ofreports. 

PIP-Project 03-2007 Progress Report 22 



Plans for 04/07: Delivery of Access training program, testing and certifying of the 
trainees. 

Task 5.2 Training on Integrated Project Analysis for Agriculture Ministry. 

Task objective: deepen understanding of the key concepts of Integrated Project Analysis 
and its applications in Azerbaijan's agriculture sector 

Developments in 03/07: The PIP-Project designed the training program on Integrated 
Project Analysis based on the World Bank's "Agriculture Sector Development and 
Crediting Project II" report. The PIP-Project in close collaboration with its STIA 
conducted two (2) half-day interactive and practical training/workshop sessions on key 
concepts of Integrated Project Analysis and its applications in Azerbaijan's agriculture 
sector. Among other things, the workshop participants prepared and presented concept 
papers of sample investment projects to be revised in accordance with the WB format. 
Thirty one trainees attended the workshop: 28 trainees from the MOA, one trainee from 
the Ministry of Economic Development, and two trainees from the Economic Reform 
Scientific Research Institute. 

lmpacUResult: (a) enhance understanding of key concepts and tools of Integrated 
Project Analysis; and (b) help to apply key concepts and tools in agriculture sector. 

Plans for 04/07: Organize and conduct a formal multi-week training in project integrated 
cost-benefit analysis inviting Glenn Jenkins and his team. Glenn Jenkins is the world
known professional in project cost-benefit analysis matters and delivers educational 
courses throughout the world. 

6: DATA MANAGEMENT {See Annexes 6.1 - 6.2) 

The activities in the Data Cluster aim at improving institutional capacity of the MOED 
through development of common standards for data processing and analysis, as well as 
design and maintenance of databases, and use of a specialized software. 

Pl Projects Database 
Responding to the request of the MOED to improve the capacity of the newly established 
Pf Department to prepare and analyze Pl projects, the PIP-Project created the Pl 
Projects Database. The computerized system was developed on the basis of Pf Program 
Call Circular forms incorporating and tracking public investment information, both at 
national and regional levels. The Pl Projects Database is based on Microsoft Access 
application. This system facilitates the follow-up on initiatives during project life-cycle, 
and provides online access to the database for information and reporting purposes. 

Macroeconomic Data System 
Macroeconomic Data System is to improve the technical capacity of MOED for 
macroeconomic analysis and forecasting. For these purposes it aims to collect and 
integrate specific macroeconomic indicators and parameters on the basis of data 
obtained from the State Statistical Committee, the National Bank of Azerbaijan, statistical 
reports provided by the IFls, and integrated results of analytical research. 

Clusters DatabasefTAMIS 
TAMIS is the Technical and Administrative Management Information System containing 
technical data related to PIP-Project activities. The system includes two components: 
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Work Plan Management and Project Administration. In addition to specifying and 
tracking timing of resource allocation for PIP-Project activities, the information stored in 
T AMIS serves many other project management functions, including providing information 
on the Project budget, and Project publications and reports. The system is capable of 
preparing, electronically, quarterly reports, annual progress/results reports, trip reports, 
and summaries of meetings and interviews with the project's stckeholders. 

Tasks 

Task 6.1 Pl Projects Database 

Task Objective: Develop a Pl Projects Database which will compile public investment 
projects information for the country ard facilitate analysis and reporting. 

Developments in 03/07: Cluster team, in cooperation with MOED, finalized entering the 
actual projects' information into the Database. By the end of August the data from 3300 
projects from over 90 agencies was entered into the system. In coordinalbn with Mr. 
Surkhay Huseynov, an IT SITA, the PIP-Project staff designed additional analytical 
reports which could be used for preparation of the Pl Program 2008-2011. Series of 
versions of the reports were presented to Ms. Sevinj Hasanova, Deputy Minister of the 
Ministry of Economic Developmen~ after which the Cluster team modified them further. 
In order to make the Database user-friendly and facilitate comprehensive and detailed 
understanding of the system's functions, the PIP-Project team developed a User Manual. 
This User Manual provides step-by-step operations and gives detailed description of 
every funclbn of the Database. 

lmpacUResult: (1) Completed data upload on the projects lo the Database - the 
information from 3300 projects was entered; (2) Analytical report formats to be used for 
Pl Program 2008-2011 were designed; and (3) User Manual was finalized. 

Plans for 04/07: By the end of the quarter, the PIP-Project team plans to conduct 
Database Management training for the Pl Department which will enable a more effective 
use of the database. 

Task 6.2 Macroeconomic Database 

Task Objective: Develop Macroeconomic Database which will aggregate macroeconomic 
indicators and parameters for Azerbaijan and facilitate forecasting, analysis, and 
reporting. 

Developments in 03/07: During the reporting period the PIP-Project team, in cooperation 
with Anna Ansmits, Economic Statistician sn A, analyzed all macroeconomic data that 
had already been collected and used by MOED staff for forecasting purposes, and 
discussed problems and additional requirements for forecasting and modeling. The 
review of the available indicators with counterparts at MOED confirmed that a 
considerable amount of statistical information had already been collected and entered 
into MS Excel worksheets. The PIP-Project organized the system in cascading format 
according to the main economic sectors used by IFls: (1) real sector (national accounts, 
prices, labor) and special tables for investment; (2) external sector; (3) monetary sector; 
(4) government sector. 

The structures are based on international guidelines for each sector. In order to make 
the Macroeconomic Data System user-friendly and flexible ii was decided to use the MS 
Excel format to integrate ii in the future with Pl Projects database, and compile a 
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consolidated computerized system of macroeconomic, budget, and sectoral data. The 
Excel database which was submitted to the Deputy Minister Sevinj Hasanova and Dept. 
of Economic Development Policy and Forecast, MOED, was structured as follows: 

1. Contents - listing of the tables showing the structure for each sector and sub-sector 

2. Structure - listing the aggregates and detailed indicators within each sector, with the 
original data entries marked and the aggregation path and links identfied 

3. Data - showing original data entries and aooregates for all indicators in each sector 

4. Sources- showing, for each sector and sub-sector: a) the contact point and name of 
unit responsible within the agency compiling and providing the source data; b) the 
exact source for each indicator (publication title, table and line number, worksheet 
identification; agency website and table); c) timeliness of the data (date of release of 
latest information for a given reference year); d) additional comments where 
applicable. 

Impact/Result: (1) Specified and consolidated main macroeconomic indicators; (2) 
Designed and submttted to MOED the structure of Macroeconomic Data System; (3) In 
cooperation with the team of Dept. of Economic Development Policy and Forecast 
finalized data and source files completing all available information. 

Plans for 04/07: Finalize data components of Macroeconomic Data System to make it 
applicable for the financial programming model and policy analysis needs. 

Task 6.3 Cluster DatabasefT AMIS 

Task Objective: Restructure TAMIS in acoordance with the PIP-Project requirements and 
recent PIP-Project work plan clusters. Develop its uses for reporting purposes. 

Developments in 03/07: The Data Cluster team prepared a draft version of the new 
modified TAMIS layout organized in accordance with Project work plan, and informed 
Ms. Virginia Tauss, TAMIS Technical Assistant, at DAI/HO. The PIP-Project also started 
work on compiling of project deliverables which will be also available in TAMIS. 

Impact/Result: (1) Designed draft version of the new TAMIS layout; (2) Started work on 
replenishment of the project informative and resource oomponent. 

Plans for 04/07: Upload all project deliverables and develop set of deliverables for the 
Project close-down. 

7: COMMUNICATION (See Annex 7.1 - 7.3) 

The Contacts Cluster aims at improving communication channels between the PIP
Project and GOAZ counterparts. donors, IFls, NGOs, and other parties. \Nithin the 
framework of this cluster the PIP-Project also tries to keep abreast of the most recent 
economic developments, particula~y budget and investment related ones. In addition, 
PIP-Project supports regular rapport with USAID Baku Office to ensure outreach of the 
Project achievements. 

Task 7.1 Cooperation with NGOs 
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The PIP-Project has sought and entered into discussions with NGOs, which specialize in 
monitoring the Pl expenditures and transparency in the use of oil and gas revenues. 
These contacts are at an exploratory stage. Because the PIP-Project is concerned with 
the investment expenditures efficiency, it is important to cooperate and bring the civil 
society organizations into the picture of the development strategies, plans, and priorities. 
It is hoped that through joint research and evaluation projects. the PIP-Project staff will 
continue facilitation of civic stakeholders' involvement in the decisions of government. 

Task 7.2 Coordination of cont.acts with counterparts and donors 

PIP-Project has in its TAMIS a Directory for all contacts with which the Project staff liaise 
and cooperate. Details for every contact (name, position, tel/fax number, and e-mail) are 
obtained during meetings and negotiations and through other means. To facilitate PIP
Project staff's access to and use of this data in TAMIS, contacts are classified by: a) 
GOAZ agencies; b) non-government agencies; c) donors, incl. !Fis; d) training 
participants; e) Project's staff; and f) Other. There is also a function that shows the 
names of all contacts in alphabetical order. 

Considering institutional, staffing, and structural changes in the Government, the PIP
Project continually updates its Directory. The objective of this task is to ensure ability to 
communicate with and rapport between the PIP-Project and its counterparts (the 
Government and other), to be aware of the developments taking place or being 
anticipated, as well as to inform them about PIP-Project activities. 

Task Objective: Maintain friendly and efficient rapport with the existing contacts and seek 
ways to establish liaison with potential significant counterparts through fonnal and non
formal meetings, and during trainings or other events. 

Developments in 03/07: The Public Outreach Specialist of PIP-Project attended a 
number of meetings where liaising was set with several civil society organizations, 
government agencies, and NGOs that might play supportive role in the PIP-Projecrs 
activities. 

Impact/Result: 1) Establish and support friendly relations with new counterparts; 2) 
maintain regular exchange of important infonnation with existing contacts. 

Plans for 04/07: Seek new relations with potential contacts. 

Task 7.3 Public outreach activities 

To ensure that the PIP-Project achievements are disseminated to counterparts and 
USAID, the PIP-Project's Public Outreach Specialist keeps regular rapport with USAID 
Baku Office Communication Specialist. The PIP-Project sends news stories, success 
stories, and other information to USAID to ensure that PIP-Projecfs activities are 
conveyed to the relevant parties. 

Task Objective: Ensure outreach of PIP-Project achievements to major stakeholders, 
including GOAZ, USAID, partners, and media. 

Developments in 03/07: The Public Outreach Specialist of PIP-Project submitted new 
success stories on the study tours organized by the PIP-Project. 
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Impact/Result: 1) Disseminate news story on study tour to Norway on USAID home 
office web-site. 

Plans for 04/07: 1) Send new success stories on completed trainingsi\vorkshops and 
study tours; 2) support contact with relevant MOED staff to ensure that the PIP-Project's 
achievements are also reflected in the ministry's newly restructured web-page; 3) seek 
means to convey the PIP-Project information to media with support of USAID Baku 
office. 

Task 7.4 Daily monitoring of important news an Azerbaijan, regions and Pl; news 
dissemination 

Following a request of Baku USAID mission, PIP-Project began preparing and 
disseminating a news overview reflecting current Pl-related developments in economics, 
business, and politics in Azerbaijan. This task will continue through the end of the TA 
project. 

Moreover, the PIP-Project Public Outreach Specialist is regularly reviewing diverse 
sources for important news articles (particularly, pertaining to investment activities in 
Azerbaijan), legislative-normative acts and others. Hard copies of important information 
from newspapers, as well as internet and other sources are filed in a database. 

Plans for 03/07: Continue disseminating the news and information. 

Ill. RECRUITMENT AND ADMINISTRATIVE MATTERS 

The PIP-Project continued mobilization of international and local experts in the areas of 
law, economy, finance, statistics and computing in support of the core Azerbaijan PIP
Project staff. In this context, during 03/2007 several recruitments were made. 

Mr. Neal Cohen was contracted as public investment expert. He provided regulatory 
support of and contributed to PIP-Project's activities aimed at capacity building in the 
GOAZ (MOED in particular) in areas of procedures and contract mechanisms related to 
Pis. Mr. Cohen also provided technical and programmatic support in absence of the 
project COP in August 2007. His mission to Baku was during July 22 - August 24. 

In response to the request for technical assistance from the Ministry of Agriculture, Mr. 
Richard Anson was contracted to provide technical support in the area of improving 
sector capability to prepare strategic- and medium-term sector development plans; 
investment project formulation and validation using a new project feasibility study format 
and modern methods of cost-benefit analysis. In addition, to strengthening the overall 
capacity of MOA, two-week on-the-job training and two half-day formal workshops on 
Integrated Project Analysis were provided to the Ministry staff. His mission to Baku was 
during August 26 - September 15. 

Mr. Samlm Cilem had been contracted in 03-2007 to provide support and to contribute 
to PIP-Project's activities aimed at capacity building in the area of Pl institutions/ 
procedures. He led and coordinated the work on Pl legislation initiated by the PIP
Project, reviewed drafts of Pl-related procedures and regulations prepared by the PIP
Project and the MOED, and contributed to the work on improvements and extensions of 
these documents. His mission to Baku took place in July 1 - August 9. 

Ms. Anna Ansmits had been contracted in 02-2007 to address issues related to the 
quality of data employed as inputs into the macroeconomic analysis. Her work in 03-
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2007 was continuation from the previous period. Her mission to Baku was during June 
11-July24. 

A group of three local experts (Messrs. Eldar Gojayev, Azer Mehtiyev, and Zohrab 
lsmayilov) have been contracted in 02-2007 to provide technical assistance in 
reviewing and analyzing the public investment legislation and regulatory acts. The 
group's work in 03-2007 was continuatbn from the previous pericd. 
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Preliminary macroeconomic social accounting matrix for Azerbaijan, 2004 (AZEMAC) 

Activities Commodities Value added Government Rest of econor RoW 

Activities 
Commodities 
Value added 
Government 
Rest of economy 
RoW 
Invest/savings-dam 
Invest/savings-foreign 
SUM 

1 

6896.5 
7914.5 

622.9 

15433.9 

Cost of 
production 

2 3 
15433.9 

101.5 62.2 
5665.2 

6203 

21738.4 5727.4 

Supply Factor exp 

4 5 6 

549.8 4761.2 4161.8 

277.2 445 63.2 
550.6 6704.7 

5.7 2049.866 
456 576 

3891 
1839.3 7832.1 14820.7 

Gov. RoE 
expenditure expenditure FXinfow 

Preliminary macroeconomic social accounting matrix for Azerbaijan, 2005 (AZEMAC), AZN million 

Activities 
Commodities 
Value added 
Government 
Rest of economy 
RoW 
Invest/savings-dam 
lnvest/savings-foreig n 
SUM 

Activities 
1 

8006.3 
10964.2 

794.4 

19764.9 

Cost of 
production 

Commodities 
2 

19764.9 

205.1 

6624.5 

26594.5 

Supply 

PIP-Project QPR Q3/2007 Annex 1.1 

Value added 
3 

94.6 
7319.7 

7414.3 

Factor exp 

Government Rest of econo1 RoW 
4 5 6 

575.6 4764.8 7881.8 

288.2 672.8 110.1 
577.9 5647.0 

4.4 3684.3 
677.5 891.1 

4200.5 
2123.6 10013.0 17839.4 

Gov. RoE 
expenditure expenditure FX inflow 

lnvest/.save-d lnvest/sav SUM 
7 8 9 

15433.9 
1031 3891 21291.3 

7914.5 
1572.0 

12920.5 
8258.6 
1032.0 
3891.0 

1031.0 3891.0 

lnvesUsave lnvesUsav 
domestic e foreign 

lnvest/savin~ lnvest/sa'J SUM 
7 8 9 

19764.9 
2105 3665 26998.5 

10964.2 
2165.2 

13544.6 
10313.2 
1568.6 
4200.5 

2105.0 3665.0 

lnvesUsave lnvesUsav 
domestic e foreign 

gross output 
demand 
factor income 
government revenue 
RoE revenue 
FX outflow 
lnvesUsave domestic 
lnvesUsave foreign 

gross output 
demand 
factor income 
government revenue 
RoE revenue 
FX outflow 
lnvesUsave domestic 
lnvesUsave foreign 



Preliminary macroeconomic social accounting matrix for Azerbaijan, 2006 (AZEMAC) 

Activities 
Commodities 
Value added 
Government 
Rest of economy 
RoW 
lnvest/savings-dom 
Invest/savings-foreign 
SUM 

Activities 
1 

10267.1 
16469.2 

1025.4 

27761.7 

Cost of 
production 

Commodities 
2 

27761.7 

241.2 

7192 

35194.9 

Supply 
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Value added Government Rest of econor 
3 4 5 

1427.5 7412.3 

514.2 727.4 1373 
16469.2 565.3 

5.8 10745 
1379.3 969.2 

16983.4 4105.3 20499.5 

Gov. RoE 
Factor exp expenditure expenditure 

RoW lnvest/savin~ lnvest/sav 
6 7 8 

13014 2338.5 3647.2 

68.6 
5332 

3647.2 
22061.8 2338.5 3647.2 

lnvesVsave lnvesVsav 
FX inflow domestic e foreign 

SUM 
9 

27761.7 
38106.6 
16469.2 
3949.8 

22366.5 
17942.8 
2348.5 
3647.2 

gross output 
demand 
factor income 
government revenue 
RoE revenue 
FX outflow 
lnvesVsave domestic 
lnvesVsave foreign 

2 



Flow of Funds (FOF) - Coding of Data Sources 

Transactions/sectors 
General Private Banking Rest of 

Government Sector System the World 

1 2 3 4 5 

Income (GNDI) R G RES 

Final Consumption R G RES 
Gross Investments R G RES 

Exports of goods and services E 

Imports of Goods and services E 
Net factor Income E 
Net Transfers E 
Difscrepancy 
Nonfinancial transactions 
balances (S-1) RES RES RES RES RES 
Foreign financing 
Non monetary 
Direct Investment E RES E 
Net foreign borrowing change 
in assets E G RES E 
Monetary 
Change in net-international 
reserves E MF E 
Oil Fund change in assets MF E 
Domestic financing 
Monetary 
Domestic credit RES G RES MF 
Broad money RES RES MF 
Nonmonetary 
Government net lending RES G RES 
Non-bank RES G RES 
Change in other items, net RES RES RES RES RES 
Vertical check 
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Horizontal 
Check 

6 

RES 

RES 

RES 

RES 
RES 

RES 
RES 

RES 
RES 

Code abbreviation: 

R MOED real sector forecasts file 
MOF consolidated 

G budget file 
E MOED BOP file 

MOED monetary 
MF statistics 



FoF 2005 
Min. AZN 

General 
Private Banking 

Rest of 
Horizont 

Transactions/sectors Govern the 
ment 

Sector System 
World 

al Check 

1 2 3 4 5 6 

Gross National Disposable Income (GNDI) 11453.7 2776.0 8677.7 

Final Consumption -4398.5 -1781.8 -2616.7 

Gross Investments -6733.8 -646.2 -6087.6 

Net Exports of goods and services -1249.3 

Net factor Income 1546.9 

Net Transfers -454.9 

Nonfinancial transactions balances (S-1) 348.0 -26.6 0.0 -157.3 164.1 

Foreign financing 

Non monetary 

Direct Investment 430.7 430.7 -430.7 0.0 

Net foreign borrowing change in assets 62.0 -185.0 247.0 -62.0 0.0 

Monetary 

Change in net-international reserves -571.3 -80.6 571.3 490.7 

Change in Other Foreign Assets - 0.0 5.1 

Domestic financing 

Monetary 

Domestic credit 0.0 262.7 -262.7 0.0 

Broad money 0.0 -338.8 338.8 0.0 

Non monetary 

Government net lending 0.0 0.0 

Non-bank 0.0 0.0 0.0 

Change in other items, net -242.8 -163.0 -575.0 -0.6 78.7 -659.9 

Vertical check 0.0 0.0 0.0 0.0 0.0 0.0 

John M
Rectangle



I 

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

Min. AZN 

Transactions/sectors 

Gross National Disposable Income (GNDI) 

Final Consumption 

Gross Investments 

Net Exports of goods and services 

Net factor Income 

Net Transfers 

Nonfinancial transactions balances (S-1) 

Foreign financing 

Nonmonetary 

Direct Investment 

Net foreign borrowing change in assets 

Monetary 

Change in net-international reserves 

Change in Other Foreign Assets 

Domestic financing 

Monetary 

Domestic credit 

Broad money 

Non monetary 

Government net lending 

Non-bank 

Change in other items, net 

Vertical check 

FoF 2006 

General 
Govern 
ment 

1 2 

15341.5 2952.0 

-5645.0 -2371.0 

-6910.2 -941.0 

- -360.0 

-404.6 

935.2 

-9674.0 

0.0 0.0 

0.0 

0.0 -97.1 

0.0 0.0 

6357.1 18.8 

0.0 0.0 

Private Banking 
Rest of 

Horizont 
the 

Sector System 
World 

al Check 

3 4 5 6 

12389.5 

-3274.0 

-5969.2 

-3472.5 

2405.7 

-222.5 

3146.3 0.0 -1289.4 1497.0 

-404.6 404.6 0.0 

496.9 -935.2 0.0 

-1140.4 9674.0 8533.6 

212.7 0.0 212.7 

677.4 -677.4 0.0 

-1608.1 1608.1 0.0 

97.1 0.0 

0.0 0.0 

-2405.1 -3.0 -7854.1 -10243.3 

0.0 0.0 0.0 0.0 

John M
Rectangle



I 

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

Min. AZN 

Transactions/sectors 

Gross National Disposable Income (GNDI) 

Final Consumption 

Gross Investments 

Net Exports of goods and services 

Net factor Income 

Net Transfers 

Nonfinancial transactions balances (S-1) 

Foreign financing 

Non monetary 

Direct Investment 

Net foreign borrowing change in assets 

Monetary 

Change in net-international reserves 

Change in Other Foreign Assets 

Domestic financing 

Monetary 

Domestic credit 

Broad money 

Nonmonetary 

Government net lending 

Non-bank 

Change in other items, net 

Vertical check 

FoF 2007 

General 
Govern 
ment 

1 2 

22625.8 5130.0 

-9293.7 -3670.7 

-6291.0 -1916.8 

-457.0 

-3549.2 

-128.1 -98.6 

-206.5 

0.0 0.0 

0.0 

0.0 22.7 

0.0 0.0 

-3157.3 532.9 

0.0 0.0 

Private Banking 
Rest of 

Horizont 
the 

Sector System 
World 

al Check 

3 4 5 6 

17495.8 

-5623.0 

-4374.2 

-7169.1 

3618.9 

-94.6 

7498.6 0.0 -3644.8 3396.8 

-3549.2 3549.2 0.0 

-29.5 128.1 0.0 

-439.8 206.5 -233.3 

-20.0 0.0 -20.0 

492.1 -492.1 0.0 

-997.7 997.7 0.0 

-22.7 0.0 

0.0 0.0 

-3391.5 -45.8 -239.0 -3143.5 

0.0 0.0 0.0 0.0 

John M
Rectangle



I 

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

Min. AZN 

Transactions/sectors 

Gross National Disposable Income (GNDI) 

Final Consumption 

Gross Investments 

Net Exports of goods and services 

Net factor Income 

Net Transfers 

Nonfinancial transactions balances (S-1) 

Foreign financing 

Nonmonetary 

Direct Investment 

Net foreign borrowing change in assets 

Monetary 

Change in net-international reserves 

Change in Other Foreign Assets 

Domestic financing 

Monetary 

Domestic credit 

Broad money 

Non monetary 

Government net lending 

Non-bank 

Change in other items, net 

Vertical check 

FoF 2008 

General 
Govern 
ment 

1 2 

28137.4 7996.0 

-11479.1 -3338.0 

-7160.8 -1743.0 

.. 2915.0 

-6158.4 

-39.7 -3045.1 

-378.0 

0.0 0.0 

0.0 

0.0 -20.7 

0.0 0.0 

-2921.4 150.8 

0.0 0.0 

Private Banking Rest of Horizont 
Sector System the World al Check 

3 4 5 6 

20141.4 

-8141.1 

-5417.8 

-10840.0 

4676.1 

-89.1 

6582.5 0.0 -6253.0 3244.5 

-6158.4 6158.4 0.0 

3005.4 39.7 0.0 

-526.8 378.0 -148.8 

-28.1 0.0 -28.1 

1035.1 -1035.1 0.0 

-1287.1 1287.1 0.0 

20.7 0.0 

0.0 0.0 

-3198.2 302.9 -323.1 -3067.6 

0.0 0.0 0.0 0.0 

John M
Rectangle



I 

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

Min. AZN 

Transactions/sectors 

Gross National Disposable Income (GNDI) 

Final Consumption 

Gross Investments 

Net Exports of goods and services 

Net factor Income 

Net Transfers 

Nonfinancial transactions balances (S-1) 

Foreign financing 

Nonmonetary 

Direct Investment 

Net foreign borrowing change in assets 

Monetary 

Change in net-international reserves 

Change in Other Foreign Assets 

Domestic financing 

Monetary 

Domestic credit 

Broad money 

Non monetary 

Government net lending 

Non-bank 

Change in other items, net 

Vertical check 

FoF 2009 

General 
Govern 
ment 

1 2 

32128.7 14188.1 

-13914.4 -3811.0 

-6003.3 -1990.1 

11111 8387.0 

-278.0 

15.4 -8482.2 

-10939.9 

0.0 0.0 

0.0 

0.0 -23.6 

0.0 0.0 

-1008.6 118.8 

0.0 0.0 

Private Banking 
Rest of 

Horizont 
the 

Sector System 
World 

al Check 

3 4 5 6 

17940.6 

-10103.4 

-4013.2 

-11479.7 

361.9 

-84.7 

3824.1 0.0 -11202.5 1008.6 

-278.0 278.0 0.0 

8497.6 -15.4 0.0 

-631.3 10939.9 10308.6 

-38.2 0.0 -38.2 

1495.8 -1495.8 0.0 

-1660.3 1660.3 0.0 

23.6 0.0 

0.0 0.0 

-11902.7 505.0 0.0 -11279.0 

0.0 0.0 0.0 0.0 

John M
Rectangle
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I 
I 
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I 
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I 
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I 
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Min. AZN 

Transactions/sectors 

Gross National Disposable Income (GNDI) 

Final Consumption 

Gross Investments 

Net Exports of goods and services 

Net factor Income 

Net Transfers 

Nonfinancial transactions balances (S-1) 

Foreign financing 

Non monetary 

Direct Investment 

Net foreign borrowing change in assets 

Monetary 

Change in net-international reserves 

Change in Other Foreign Assets 

Domestic financing 

Monetary 

Domestic credit 

Broad money 

Non monetary 

Government net lending 

Non-bank 

Change in other items, net 

Vertical check 

FoF 2010 

General 
Govern 

ment 
1 2 

34508.7 16325.0 

-15754.0 -4214.0 

-6753.7 -2201.0 

.. 9910.0 

-48.9 

14.6 -10003.4 

-10956.6 

0.0 0.0 

0.0 

0.0 -26.0 

0.0 0.0 

-1010.1 119.4 

0.0 0.0 

Private Banking 
Rest of 

Horizont 
the 

Sector System 
World 

al Check 

3 4 5 6 

18183.7 

-11540.0 

-4552.7 

-11275.8 
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MEMO 

TO: JANUSZ SZYRMER 

FROM: RAMIL MAHARRAMOV 

SUBJECT: COMMENTS ON THE DRAFT PIP PROGRAM 2008-2011 

DATE: 1/25/2008 

CC: 

• In general the document is informative and well-structured. MOED shall be 
commended for the good work. However, the document needs some improvements 
to become a comprehensive and analytical policy document. 

• In the section on the "Current Economic Situation" it would be informative to put 
another table describing sectoral/functional distribution of public investments since 
2004, when the PIP was established first. 

• It would be good to add one more section on the execution of public investments, 
measures taken to improve the governance of public investments, effectiveness of 
public investments, etc. 

• In the same section there is not much on the situation in the tradeable non-oil sector. 
Hence the tradable non-oil sectors determine the level of diversification, 
competitiveness and sustainable development of the country, this information would 
be very useful. 

• No needs analysis conducted in the document. It would be useful to include into the 
document a section on the needs of the economy and businesses, challenges faced 
in the execution of public investments, measures undertaken to address those 
issues, etc. 

• The good policy document should have good sectoral prioritization. The prioritization 
is not clear in the current document. Rather it appears that all the sectors of the 
economy including transportation, social protection, education, ecology, agriculture, 
etc. are all priorities for the government, with no reference to the order of importance 
and urgency of priorities. 

• Only one scenario of MTMF is described in the document with no clear justification 
for the selection of the given scenario. It would be good to provide three scenarios of 
MTMF and then chose one of them based on economic analysis and justification. 

• The general policy directions for the PIP are again all-inclusive and comprehensive. 
All sectors appear to be priorities. 

• The financing matters related to the PIP are not analyzed. There is no section on the 
sources of financing, the role of public-private partnership (PPP), the role of the state 
funding, the level of budget resources to be used, the level of external and internal 
borrowing to fund some portion of the PIP, extra-budgetary funds, etc. 

• The directions of the Pl policy for the medium-term are not clearly indicated. No 
justification is provided for the share of different sectors in the PIP (pp. 15-17). It 
would be good to determine sectoral caps in the PIP for the medium-term. This could 
direct different sectors to prioritize their investments and ensure that their PIP 
requests are within the sectoral limits 
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• There is no section on the foreign and domestic loans the government plans to 
mobilize for public investments. It would be good to insert one more section on the 
level of foreign & domestic borrowing to be used for funding the PIP and also provide 
justification for the level and necessity for the borrowing. 

• It would be desirable to have a section on public investments the government plans 
to execute through participation in establishment of new commercial 
entities/initiatives or increasing the statutory capital of existing economic entities. 
This section shall include justification for this sort of public investments. 

• There is a need to have one more section on fiscal and institutional risks that might 
hinder the execution of PIP. These risks might include producer and consumer 
inflation, exchange rate fluctuations, and problems with the implementation of 
individual projects. 

• There is a need to have one more section on the state crediting policy. Directions, 
means and levels of the state crediting shall be identified in this section with proper 
justification provided. 
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Memo on PIP Call Circular improvements 

There has been considerable improvement the past few years in the PIP Call Circular 
process and forms through which line ministries/state agencies request that their public 
investments be added to the Public Investment Program. This brief note looks at the 
current MOED PIP Call Circular and suggests some ways to improve the templates. 

Background 

Early in 2006, the PIP-Project designed new PIP call circular forms for the MOED. The 
information collated through these forms was to be the foundation for an improved 
process of Public Investment Program preparation and management by the MOED. The 
PIP Call Circular for 2007-2010 was issued on March 22. 2006 with the deadline for 
responses submissions of April 20, 2006. Due to the time constraints and low capability 
of line ministries/agencies it became evident that a comprehensive information base for 
evaluating and prioritization of projects for draft PIP 2007-10 towards a timely and 
coherent PIP document had not been possible. With this in mind, for 2008-2011 PIP CC 
the PIP-Project suggested and introduced the following improvements: 

PIP CC were redesigned and simplified. It was introduced in two versions: one 
for line ministries/agencies and one for region/city/local executive organs (a 
simpler version which considers characteristics of local investment projects) 
An instructions booklet that explains each Form in the CC and how to fill each 
line to accompany the CC forms were prepared and attached to PIP CC. 
Electronic version of PIP CC forms were placed at the official web-site of MOED 
and floppy disks were attached to the hardcopy of PIP CC sent in total to 132 line 
ministries/agencies 
Technical training on completing the PIP Call Circular 2008-2011 forms was 
conducted jointly by PIP-Project, Pl Department and ERSRI for selected 6 line 
ministries and 4 state agencies on April 16, 2007. 

Progress achieved 

As a result of joint PIP-Project and MOED staff work, the PIP Call Circular 2008-11, were 
issued on March 19, 2007 and sent in 132 copies to line ministries, state agencies and 
regional executive governments. In summary, there are 4 Forms: Form 1 serves as 
summary table containing all project proposals and asks for project financial information 
distributed over the next PIP period, based on the cost calculations indexed to 1991 
costs. Form 2 requests description of sectors, objectives, and sector development plans 
which justify the investment project requests within public investment policy. Form 3, 
consisting of 5 sub-forms, asks specific information on individual projects, including 
technical, financial and economic information. Form 4 asks for actual capital budget 
expenditures (economic expenditure classification items numbers 282200 and 311000) 
from the last 5 years and estimated capital budget expenditures for the next PIP period. 

Considering the second year of introduced PIP CC practice and formal technical training 
provided, the staff of the line ministries now realizes the need to strengthen strategic and 
medium-term sector planning and justify requests for public investment projects. There is 
visible progress in quality of responses from those agencies/line ministries who 
participated at the technical training on completing the PIP Call Circular 2008-11 forms, 
namely, Ministry of Youth and Sport, Minsitry of Transport, Ministry of Culture and 
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Tourism, Ministry of Education, "Azersu" Open JSC Azerbaijan Melioration and Irrigation 
Open JSC, "Azerigas Open JSC, "Azerenerji" Open JSC .. 

Despite the availability of electronic version of PIP CC forms at the official web-site of 
MOED and floppy disks attached to the hardcopy of PIP CC sent to 132 line 
ministries/state agencies, the most of the responses were in hard copy format. Though, 
the electronic version responses were more completely and qualitatively better prepared 
than the hard copy responses. 

Only 51 % (68 out of 132) of responses were received before the deadline of May 1, 
2007 of which 14 were in electronic form. (See Table 1). The reasons for delay among 
the limited time provided (41 days) were absence of set priorities for project selection 
resulted in large number of project proposals and accordingly, excessive information 
required, which is not easily available without the pre-feasibility study or feasibility study 
of projects. As evident, 41 days was not enough to prepare the documents for more than 
100 projects, in case of "Azersu" SC, Sumqayitelektrikshebeke" JSC, Ministry of Health, 
Yevlax City Executive Offices, Oquz City Executive Offices and others. (See Table 2). 

Providing information on small projects is especially time-consuming. Some information 
on these projects also requires availability of pre-feasibility or feasibility study. In these 
cases, the Forms contained the precise financial information were fully completed, 
omitting the Forms asking for written justification of investment project requests, 
considering the sector objectives and development plans, linkage with state programs 
and medium-term national development priority goals. (See Table 3). 

Table 1. Responses to Call Circulars for draft Pl Program 2008-11 

Issued on 
Received by 

Outstandin 
No 

Agency March 19, 
May 1, 2007 June 15, proposal 

g on June 
2007 2007 15,2007 

Line ministries/state 76 31 67 3 6 agencies 
Regional Executive 56 37 49 0 7 Governments 
Soft version is 132 14 23 provided 

,_ 

Total 132 116 3 13 

Table 2. Agencies with large number of project proposals 

Agency Name Number of Project 
Proposals 

"Sumqayitelektrikshebeke" JSC 630 
"Azersu" SC (Water comoanv) 239 
Ministry of Health 201 
State Melioration and Irrigation Committee 90 
Ministry of Communication and Information 65 
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Technoloav 
The Ministry of Youth and Sport 48 

Yevlax City Executive Offices 161 
Oquz City Executive Offices 115 
Khanlar City Executive Offices 102 
Dashkesan City Executive Offices 92 
Zaqatala City Executive Offices 73 

Table 3. Analysis of PIP Call Circular 2008-11 forms completion 

Status of Form Form Form Form Form Form Form Form 
completion 1 2 3.1 3.2 3.3 3.4 3.5 
Accurately filled x x x 
Partially filled x x x 
Not accurately x 
filled 

Recommendations 

Considering and analysing the two-year PIP CC practice the following recommendations 
could be made: 

1. To establish the clear set of priorities for Public Investment Program projects 
which provides universal guiding principles for selecting and prioritizing public 
investment projects to avoid the large stream of project proposals. 

2. Since great number of projects is submitted, it is necessary to prioritize them. It is 
proposed to classify the projects in the following priority ranks: 

Rank 1. - Current projects are those financed in previous years and having 
committed financing for the coming period 
Rank 2. - Approved projects are those whose implementation has not yet 
started, but their financing was firmly pledged for the period of PIP 
Rank 3. - New projects are those without assured financing. Their 
classification as High, Medium or Low depends on appraisal results assigned 
to the project. 

3. Efforts should be made to unify PIP CC with the Budget CC and to create a joint 
CC, thus reducing the paper work of project requester agencies 

4. To conduct a number of technical workshops for line ministries on the PIP Call 
Circular requirements during the preparation period and to get the target 
auditorium in order the workshop be more effective and useful. 

5. To aggregate the 5 sub-forms of Forms 3 to 3 sub-forms due to repetition of data 
required (see Annex 1) 

6. To improve the Form 2 for regional executive governments (see Annex 2) 
7. To strengthen the capacity of Pl data base developed in MOED and to 

encourage the creation the database of investment projects in line ministries in 
consistent with the Pl database in MOED 
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Annex 1: Updated PIP CC Form 3 (for Line ministries/state agencies) 

Form 3.1: Project background information 

PUBLIC INVESTMENT PROJECTS EVALUATION FORM 

3.1 Project background lnfOrmatlon 

3 Sector name 

4 Agency name 

5 Project name 

6 Sequence number 

Location (zone/region/city/village) 

1 O Goods/services provided 

11 Project capacity (units) 

12 
Contact person responsible for 
project: 

13 Priority level of the project 1. Very high 

Name: 

D 

Position: Telephone number: 

2. High D 3.Medium 

TEMPLATE 3.1/LM 

Email: 

D 

11 
Indicate the project status among the options: proposed new project, project under preparation (please submit the feasibility study, if it is not provided 
before ) and on-going projects 

21 Indicate the sector category 

3/ Give the name of sector. For example, Energy sector, Education sector 

41 Give the name of executive agency. For example, Azerenergy, Ministry of Education 

51 Give the full name of the project 

6/ Give the sequence number of the project: 1,2 or 3 

71 Give the location of the project: zone/ region I city/village 

8/ Give the start and completion dates of the project (day/month/year) 

9/ Indicate the total cost of the project 

1 
O/ Indicate the goods and services that the project is planned to produce, for example, the road construction, power station rehabilitation, airport 

construction 

11/ Indicate the project capacity in terms of cost and output. For example, 20 min USO/ 1 O schools, 100 km of road 

12/ Give full name, position, telephone number and e-mail address of project responsible persons 

13/ Indicate the priority of the project with justification based on the country economic and sector strategy development goals 

14/ Give the purpose of the project and indicate the beneficiaries of the project 
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Form 3.2: Pro'ect financin sources and ro'ections 

PUBLIC INVESTMENT PROJECT EVALUATION FORM 

3.2 Project financing sources and projection 

1 Sector name 

3 

4 

17 

1/ 

21 

31 

Source of 
financing 

State budget 

Other source 

Total 

Exchange rate of 
AZN/USD 

Total for 

5 

Give the sector name 

Give the full agency name 

Give the full project name 

2008 
approved/ 
adjusted 
amount 

11 

TEMPLATE 3.2/ LM 

thous AZN 

2009 2010 2011 2012 Remaining 
estimate estimate estimate estimate financing 

12 13 14 15 16 

41 
Indicate the source of financing. The project could be financed from different sources: state budget as government share in the project, enterprises· own funds, foreign 
credits and other sources like grants and local credits 

51 

61 

11 

Bl 

9/ 

10/ 

11/ 

Indicate the project cost by source of financing 

Indicate the aatual disbursement of the project for given year 

Indicate the approved amount of PIP for given year 

Indicate the actual amount of PIP for given year 

Indicate the approved amount of PIP for given year 

Indicate the actual amount of PIP for given year 

Indicate the approved/adjusted amount of PIP for given year 

121-15/ Indicate the estimated amount of financing for given years 

16/ Indicate the remaining amount of financing 

17/ Use the following exdlange rate for the years indicated in 12-16 column 1 USD = 0.86 AZN 

PIP-Project QPR Q312007 Annex 2. 1 5 



Form 3.3 Project foreign funding projection 

TEMPLATE 3.3/LM 

PUBLIC INVESTMENT PROJECT EVALUATION FORM 

3.3 Project foreign funding projection 

thous USD 

Sector name 

2 Agency name 

3 Project name 

5 
Country/Institution Providing 
External Funding 

5 Effectivene Date 

7 Total Amount 

8 
Repayment period/Grace 
Period 

9 Interest Rate 

If funds are not in USD, 

11 
average annual exchange 
rate of other foreign currency 
in respect of US dollar 

1 / Give the sector name 

21 Give the full agency name 

3/ Give the full project name 

As of 2007 2008 

4/ Indicate the type of financing: credit, grant and equity 

2009 2010 2011 2012 

51 
Indicate the country or institution name providing foreign financing, for example, German Government, Asian 
Development Bank. If there is more than one externa I funding please fill in additional parts of this form. 

6/ Give the effectivene date of the project, that could be same or different from the date of agreement 

71 Give the total amount of the financing in thousand USD 

61 
Indicate the grace period, usually 3-5 year during which the disbursement of funds and interest payment are made, and 
the amortization period - period for credit principal amount repayment. 

9/ Indicate the annual interest rate 

10/ Give the project financing information by sources for given years 

111 
Give the average annual exchange rate if the funds received in foreign currency other than US dollar {Euro, Japanese 
en 
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Annex 2: Updated PIP CC Form 3 (for regional executive governments) 

PUBLIC INVESTMENT PROJECTS EVALUATION FORM {for reglon/cltynocal executive organs) 

Project background lnfonnatlon and nnanclng sources and projection 

3 Sector name 

4 Rayon/city 

5 Agency name 

6 Project name 

7 Sequence number 

8 Location (zone/region/city/village) 

11 Goods/services 

12 Project Capacity 

13 
Contact person responsible for 
project: 

Name: Position: Telephone number: 

TEMPLATE 3/ REG 

Email: 

1/ 
Indicate the project status among the options: proposed new project, project under preparation (please submit the feasibility study, if it is not submitted 
before) and on-going projects 

2/ Indicate the sector category 

3/ Give the name of sector, for exam pie, Energy sector, Education sector 

41 Give the name of rayon or city 

51 Give the name of executive agency, for example, Azerenergy, Ministry of Education 

61 Give the full name of the project 

71 Give the sequence number of the project: 1,2 or 3 

81 Give the location of the project, for example, Sumgayit city, Guba region 

9/ Give the start and completion dates of the project (day/month/year) 

10/ Indicate Iha total cost of the project in thousand of AZN 

111 
Indicate the goods and services that the project is planned to produce. for example, the road construction. power station rehabilitation, airport 
construction 

12/ Indicate the project capacity In terms of cost and output. for example. 20 min USD / 10 schools. 100 km of road 

13/ Give full name, position, telephone number and e-mail address and date of project responsible persons 

14/ Indicate the priority of the project with justification based on the country economic and sector strategy development goals 

15/ Give the purpose of the project and indicate the beneficiaries Of the project 

16/ Indicate the project linkages and relations with the state programs and Sector Strategy Development Plan 

171 
Indicate the project current and anticipated Issues, problems and proposed measures, for example, shortage of financing 
weak legal basis, natural disasters 

181 
Indicate the source of financing. The project could be financed from different sources: state budget and other sources like grants and local credits. 
Indicate the project actual and forecasted expenditures In thousand of AZN 
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PROJECT DEVELOPMENT CYCLE MANAGEMENT 
TRAINING PROGRAMME 

TRAINING PROGRAMME 

The technical workshop has been designed with the aim of improving public investment project 
development capacity in the state agencies. The emphasis of the program is on the quality of 
project design and the efficiency of execution. It covers the requirements for effective management 
of the entire project cycle in a series of discrete modules and will use a variety of teaching 
strategies and instructional modes, including case-study based assignments, group exercises and 
practical task-based individual assignments. The program comprises of introductory module on 
Public Investment Policy and Programming, main module on Project development cycle 
management and requirements of the PIP Call Circular. 

OBJECTIVE 

The main objectives of the program are to: 
- Improve the capability of agencies to prepare and appraise projects for possible financing by state 
budget through PIP; 
- Build competence with the project analysts in understanding of project cycle, project preparation 
and appraisal stages, preparation of responses to the annual PIP Call Circular and objectives of 
integrated (cost-benefit) analysis; 
- Improve the capability of participants to plan, monitor and control the implementation of 
development projects through the use of effective project management tools and techniques. 

DATE AND DURATION 

The workshop is to be conducted in late November 2007 with duration of half-day and will be run at 
least once per week during for December 2007 (subject to demand). 

DELIVERY 

The technical workshop is to be delivered jointly by PIP-Project staff, MOED Pl Department staff 
and ERSRI trainers. 

TARGET GROUPS 

The technical workshop is designed to provide practical hands-on instruction to senior to mid-level 
professionals and managers in the public sector who work directly on the preparation, appraisal 
and implementation of investment projects. The training being offered would also be suitable for 
managers and planning staff in government-owned companies, regional executive governments, 
and other institutions that prepare and implement public investment projects. 

VENUE AND SPECIAL REQUIREMENTS 

The technical workshop should be conducted in the premises with adequate space and equipment 
facilities provision as a significant portion of the information provided during the training will be in 
electronic form. 
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Pl-Program or Sectoral Evaluation Guidelines 

1. The goal of evaluating the Pl-Program is to learn the combined impact of the 
project activities undertaken through the entire Pl-Program or in one sector and 
thus improve government's ability to design and guide future Pl-Programs and Pl
Projects. The evaluation should answer the question: "What lessons ought to be 
learned from earlier programs and projects so as to improve current and future 
programs and projects?" 

1.1. A project evaluation assesses the results of an individual project in isolation 
from the results of other projects. 

1.2. A sectoral evaluation assesses the results of all the projects in a sector in 
isolation from the results achieved in other sectors. 

1.3. A program evaluation assesses the result of all projects in the program and 
thus is the most comprehensive of any of the evaluations. 

2. Evaluations and the project and program cycle 

2.1. Evaluations are the capstone to the project and program cycle. 

2.2. They review all the documents that went into developing the projects and 
program to assess whether the end result of all the analysis and 
implementation was as projected. 

2.3. As such evaluations determine where either the project or program cycles had 
flaws that reduced effectiveness of the program and suggest how to improve 
them. 

2.4. The results of evaluations must feed back into the project and program cycle to 
improve future results. 

3. Timing of Pl-Program evaluations 

3.1. The Pl-Program is a core element through which government implements its 
medium term development program. 

3.2. In presenting the new three-year medium-term development program, 
government reviews the results achieved in the previous year in meeting 
program objectives. 

3.3. The program evaluation makes recommendations to improve the impact of the 
new Pl-Program. 

4. The objectives of the Pl-Program evaluation are: 

4.1. Relevance of the Pl-Program: what were the most critical problems facing the 
country and did the Pl-Program help in addressing these problems. 

4.2. Efficiency: how did the process of selecting projects operate? Possible 
improvements in procedures or process? Were there implementation 
difficulties and how might they be ameliorated? 

4.3. Effectiveness: government has established targets for each major part of the 
Pl-Program and the evaluation assesses whether the Pl-program positively 
impacted on those targets. The Pl-Program evaluation is not an assessment of 
the individual projects, but whether all the projects as a group helped achieve 
the Pl-Program's targets. 

4.4. Impact: there are frequently unintended consequences or side effects 
(externalities) that result from the implementation of government programs. 
This objective of the Pl-Program evaluation assesses these effects on the 
national or regional economy, institutions, acceptance of new technology or 
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production techniques, the environment, socio-cultural impacts and the impact 
on women, I DPs or other vulnerable groups. 

4.5. Sustainability: are the results achieved likely to be sustainable - are the human 
skills available to maintain accomplishments? Are the relevant institutions able 
to continue to operate and maintain the accomplishments? Are there sufficient 
financial resources to operate and maintain the investment? 

4.6. Lessons Learned: what lessons ought to be learned from the accomplishments 
in the previous year and how ought the Pl-Program's and the Pl-Project's 
processes be improved. 

' 5. Selecting Evaluators 

5.1. The Ministry of Economic Development will issue a Request for Qualifications 
to do Public Investment-Project pre-feasibility and feasibility analysis as well as 
sectoral and Pl-Program evaluations. 

5.2. The list will be periodically updated through a new Request for Qualifications or 
delisting firms or individuals which are unable to meet quality standards. 

5.3. MoED will assess the qualifications of each firm or individual responding to the 
Request for Qualifications and maintain a list of qualified firms or individuals. 

5.4. A minimum of three firms or individuals so listed may be contacted through a 
Request for Quotations by the ministry or agency needing a sectoral or 
program evaluation. These firms will submit cost estimates and provide more 
detailed information on their qualifications to work in the specific sector or 
answer questions on how they propose to do the specific evaluation. 

6. Terms of Reference 

6.1. The TOR will include 

6.1.1. background and rationale for the evaluation 

6.1.2. goal of the evaluation 

6.1.3. objective of the evaluation 

6.1.4. scope of the evaluation - assessment of activity, sector or 
programmatic relevant, effectiveness, efficiency, impact and 
sustainability 

6.1.5. evaluation methods - documents available, requirement for field work 
including interviews of stakeholders and beneficiaries, required briefing 
and debriefings, final report and peer review process 

6.1.6. required outputs to be submitted by evaluators: proposed methodology 
and work plan (usually to be submitted after one week), monthly interim 
reports, draft final report to be modified based on briefing on 
conclusions. 

6.1.7. the time line for the report including date for submission of draft final 
report 

6.1.8. composition of Evaluation Team 

6.1.9. format for the firm's cost quotation 

6.2. Length: program evaluations must be sufficiently short so they will be read by 
decision makers. Vital detailed analyses ought to be placed in an annex. The 
total length of the evaluation (excluding annexes) is ten pages, with a two-page 
executive summary. 
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7. Monitoring the Evaluation 

7.1. Government officials shall meet with evaluators at the beginning of the work to 
review government's needs and expectations; they will also review the work 
plan submitted by the evaluators and provide written or aural feedback. 

7.2. Government officials will meet regularly with the evaluators. This will be at least 
monthly, although a weekly meeting is recommended. 

7.3. The draft final report will be presented to government who will provide aural or 
written comments within one week of receipt or evaluators presentation of 
results. 

7.4. The final report will be sent to a government peer review group to assess the 
quality of the work done. This group, chaired by the Ministry of Economic 
Development and including non-governmental officials and academics, may 
issue a formal commendation or a warning of deficiencies to the firm or 
individual doing the work. A second warning will result in the firm or individual 
being delisted from doing future work. 

7.5. A delisted firm can respond to a future Request for Qualifications after six 
months. 
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September 18, 2007 

PUBLIC INVESTMENT POLICY PROJECT 
SUMMARY OF MISSION REPORT: MAIN RESULTS AND 

RECOMMENDATIONS 
(TA and Training provided by R. Anson) 

INTRODUCTION 

1. During the period of August 25 - September 15, 2007 Richard Anson visited Baku, Azerbaijan, as 
a short-term consultant for the PIP Project, in response to a request for Technical Assistance/training 
(mostly on-the-job) made by the Deputy Secretary of MOA (Bahran Aliyev) and Deputy Secretary of 
IVIOED (Sevinj Hasanova). Attachment 1 provides the SOW to guide this work, under the overall 
direction of Janusz Szyrmer and Andrei Parinov (Chief and Deputy Chief of Party of the PIP Project, 
respectively). Given the policy/strategy content of the tasks, Paul Davis, Chief Economist from the 
USAID mission in Baku, provided valuable guidance and coordination involving various instruments. 

2. This mission report highlights the main results/outcomes of the visit, and provides recommended 
next steps. Given the specific priority needs and opportunities to strategically influence MOA's current 
deficient draft Agricultural Development Sector Strategy (ADSS) paper, in consultation with P. Davis and 
J. Szyrmer/A. Parinov, some of the tasks of the original SOW were refocused (especially with regards to 
helping MOA refocus and upgrade its agricultural strategy) during the course of the visit, while still 
addressing the deliverables of the SOW. 

3. It is noteworthy that under the overall guidance of P. Davis, there was close collaboration with the 
recently arrived team for the USAID-funded Trade and Investment Reform Project (TIRP), especially in 
regards to the common focus on ensuring that MOA's sector strategy endeavor to be consistent with 
meeting the WTO accession requirements. During most of the visit, and under the direction of P. Davis 
and active support of the two Chief of Parties (PIP and TIRP), R. Anson worked closely with Bill 
Hargraves and Fariz, who are focusing on various aspects of helping meet WTO accession 
requirements. It will be important for both the PIP Project and the TIRP to continue close collaboration, 
as part of the follow-up activities and recommendations (an arrangement strongly supported and 
encouraged by P. Davis). 

4. R. Anson wishes to express his appreciation for the very constructive collaboration provided by 
numerous officials from USAID, PIP Project and the TIRP (especially Bill Hargraves and Fariz), such that 
the positive outcomes are largely the result of this teamwork, and forthcoming follow-up. 

SUMMARY OF MAIN OUTCOMES AND RECOMMENDATIONS 

5. MOA's Sector Strategy Paper: The main focus of the visit was on reviewing and engaging 
diverse GoAZ officials, especially MOA's Management (Deputy Minister and key Directors), and MOED 
Management, in an intense dialogue of their draft ADSS paper, and providing them constructive advice in 
reshaping it before finalizing it for submission to the President for his review and approval. Based on 
consultations with GoAZ officials, donor officials (in Baku and donor headquarters, based on a meeting 
hosted by P. Davis on September 5), and the consultant's cross-country experiences and international 
good practices, R. Anson prepared and shared with GoAZ officials a note which outlines specific 
comments and suggestions on the draft ADSS (see Attachment 2, which was also translated into Azeri to 
enable a direct dialogue on specific points/messages). This note was used to deepen the sector policy 
dialogue and facilitate a "road map" for improvements (currently in process). 
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During the visit, and using the above mentioned note, there was good progress in helping to persuade 
MOA Management/senior staff to make improvements (hopefully substantial) to their draft document. 
During the wrap-up meeting on September 14, the Deputy Secretary Aliyev indicated his intention to 
make improvements in the light of the comments and suggestions of a key internal meeting with senior 
MOED officials (on Sept. 13) and the above mentioned note. R. Anson was invited as an observer, and 
was requested by both parties to provide his suggestions. While it is encouraging that MOA's main 
author already had redrafted some key sections using our suggestions (shared during our wrap-up 
meeting), it will be vital for MOED Deputy Secretary Hasanova to enable MOED officials work with and 
support MOA staff in some of the re-drafting, especially to help ensure the entire document becomes 
strategically sound and coherent, especially to enable. 

Recommendations: 
>-- P. Davis to facilitate conveying to Senior level GoAZ officials (e.g., through the US Ambassador) 

appropriate messages on the importance of "encouraging" MOA Management/staff to make 
substantial improvements to the draft ADSS paper, especially to help ensure consistency with 
WTO compliance requirements and a sound and sustainable strategy. It would also be timely for 
USAID/US Embassy to encourage senior GoAZ officials to establish an intersectoral coordination 
commission for the agricultural sector, which could also help ensure an improved ADSS paper. If 
this can be accomplished in a short period of time, otherwise this much needed coordination 
entity could help guide the formulation and implementation of a sound operational plan for the 
ADSS paper. 

? P. Davis and J. Szyrmer. to encourage Deputy Minister Hasanova to arrange quickly for 1-2 of 
the most suitable MOED staff to work with the MOA team in redrafting the draft ADSS (which is 
an intention of the Deputy Secretary, but needs to be followed up, given MOA's intended short 
timeframe for finalizing the draft paper). 

>-- P. Davis had requested the Deputy Minister Aliyev the opportunity to review the revised 
agricultural strategy paper prior to its submission. Given the sensitivities and importance of 
ensuring continued ownership by MOA, it is recommended that the review be carried out in an 
expeditious and constructive mode (we should push for a "perfect" strategy document, rather one 
that meets some "core" requirements, recognizing that many of the improvements will need to be 
tackled through the operational plan). 

6. Framework for the Operational Plan for the ADSS: In addition to the above strategy engagement, a 
major portion of my efforts were devoted to developing and helping to launch a practical framework for 
the operational plan of the agricultural strategy document (which is now a "moving target"). See 
Attachment 3 for the framework which was used to facilitate the discussions and launching of the work 
(and it was translated into Azeri for sharing). This task was strongly requested by the Deputy Minister 
(and some of his senior staff), and he instructed the establishment of an "ad-hoc" working group, 
comprised of key Department Directors (handling "components" of the agricultural strategy document). 
Together with the colleagues from the TIRP team, we were able to conduct working level meetings with 
each of the nine key Departments, to gain consensus on the proposed framework note/road map and 
develop an initial work plan for generating the initial draft section. From these discussions, there is 
variable understanding and commitment to carrying out the operational plan in a sound manner. 

7. While it is encouraging that the Deputy Minister seems fully completed to the formulation and 
implementation of the recommended operational plan (in time for the 2009 PIP cycle), it will be important 
to find appropriate ways to elevate the mandate for this exercise (e.g. securing the active support of the 
Minister of MOA and proactive support by a high level intersectoral coordination commission, as 
discussed above). It will be important for the PIP and TIRP team to continue working together in helping 
MOA prepare their initial draft operational plan (and which will need to be conducted in a phased 
manner, while ensuring continued ownership by MOA and increasingly other key sectoral agencies, 
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especially the Irrigation Committee). We met with the Deputy Director of the Irrigation Committee, and 
while he expressed interest in participating, it is clear that the "high level" intersectoral coordination 
commission will be an important requirement to secure their full collaboration. Moreover, the Irrigation 
Department has prepared their draft irrigation strategy, and this again highlights the need to ensure that 
the two strategies and operational plans are fully consistent and complementary. 

Recommendations: 
~ Members of the PIP (Ramil) and TIRP (Bill and Fariz) to continue to work with MOA Department 

Directors/staff in preparing the initial draft operational plan (initially at national level, followed by a 
consistent regional operational plan, involving regional/rayon officials and other key 
stakeholders). The target should be to help MOA develop an initial draft operational plan by mid
December, 2007. Given that the TIRP team already is initiating its field work for some surveys, 
this provides a timely opportunity to lay the groundwork for subsequent regional participation in 
the operational plan. 

~ There will need to be active interaction and coordination between the work to complete the 
agricultural strategy and to develop the initial draft operational plan. Again, the close 
collaboration of the PIP and TIRP teams will play an important role in achieving this coordination. 

~ As work proceeds, it will be important to identify specific TA requirements, and to use this in a 
manner which provides "on-the-job" training. Some of the follow up training which might be 
provided by the PIP Project can also endeavor to address some of the capacity issues in MOA 
(see below). 

8. Improved PIP Guidelines and Procedures for MOA: Deputy Minister Aliyev requested R. Anson 
to recommend improved PIP guidelines and procedures in MOA, especially given that they anticipate 
securing a large increased allocation in PIP resources. The PIP Project had conducted a detailed 
assessment of current procedures and guidelines for PIP processing in MOA earlier in 2007. Essentially, 
they are very "ad-hoc" and deficient in clarity, consistency and soundness, and do not encourage the 
application of modern day integrated project analysis (including the use of quantitative cost-benefit 
analysis as inputs to the design and decision-making process). The main department in MOA which is 
supposed to coordinate the PIP process is very deficient in its mandate and staff capacity (Project 
Planning and Investments Department). The PIP Project team has prepared a draft PIP Regulations 
which is being discussed with MOED, and this offers an opportunity to encourage MOA to adopt some of 
the main PIP principles being considered at the national level. Building on the above mentioned 
assessment in MOA, and the current draft PIP regulations, R. Anson prepared a discussion note which 
provides a suggested framework for improved PIP guidelines and procedures for MOA (see Attachment 
ID. This discussion note was translated into Azeri, and was well received by the Deputy Minister in the 
wrap-up meeting. Its early adoption would be strongly encouraged by the Government's early and 
formal approval of the national level PIP Regulations. It is also very evident that MOA Management and 
staff will need to undergo appropriate and practical training in the understanding and application of the 
suggested PIP guidelines and procedures, especially considering that "old" habits and "soviet" planning 
style and methodologies are still strongly entrenched in MOA. Further comments on this subject are 
outlined below. 

Recommendations: 
~ It will be important for the PIP Project and TIRP teams (Ramil with Bill/Fariz) to continue to work 

with the relevant departments, and to help them prepare initial draft sections of the operational 
plan, in line with the above mentioned framework note (and relevant tables). It is suggested that 
they focus on the strategic themes of agricultural research/technology) and access to finance, 
especially given that there are two very competent officials in MOA who can play an active role on 
these strategic themes. A good draft section on these themes can provide a positive example for 
other strategic components to be prepared by the relevant departments/staff. 
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> Ramil/Bill/Fariz needs to draw on the expertise and timely inputs of other persons, as and when 
needed. 

> The field work being initiated (this week) by the TIRP team can and should be used to facilitate 
the early participation of the regions in the operational plan. 

>- It will be important for the PIP and TIRP teams to help ensure that the strategic and operational 
plans be fully consistent with each other. It is understood that there is more scope for enhancing 
the strategic content of the operational plan vis-a-vis the strategic plan. 

9. Training Workshop for GoAZ Sector Officials: Given the priority of addressing the above issues 
during this visit, it was agreed from the outset that there would be only 2 days (of% day training) devoted 
to training in a "Road Map of Integrated Project Analysis: From Principles to Application for the case of 
MOA". The design of the training was based on the assessments which were made of MOA staff 
capacities and training needs during the course of carrying out the above tasks. Accordingly, the training 
was imparted towards the end of my visit (including power point slides which were prepared in a manner 
tailored to MOA training needs). The above discussions and discussions/exercises during the training 
also revealed that most of the MOA officials are at a very "basic" level of understanding of modem day 
integrated project analysis (e.g., on the need to conceptualize sound project concepts, a clear 
understanding of the meaning of "public goods", and the importance of deriving appropriate public and 
private sector roles. There were a total of about 22 participants, mostly from MOA, although there were 
some participants from MOED, Irrigation Department. R. Anson prepared and imparted the power point 
slides, which included 4 parts: Background and rationale for integrated project analysis; basic concepts 
of integrated project analysis; an Azeri project case study, and discussions/exercises to apply the basic 
concepts of integrated project analysis; and the suggested framework for improving the procedures and 
guidelines for the PIP in MOA. It is noteworthy that the main exercise in exposing the participants to an 
exercise of preparing a project concept paper, there was a lot of misunderstanding of sound roles of 
public and private sectors, reinforcing the need for future training to focus on these basic concepts, while 
also introducing them to the basic concepts and tools of cost-benefit analysis. 

Prior to departing Baku, R. Anson met with the very competent PIP Project team, including the Deputy 
Chief of Party and Director of Training, the three sector specialists, to discuss together the observations 
arising from the short training workshop, including feedback from various participants, and some ideas 
for follow-up training workshops, to the extent there is time and opportunity prior to the completion of the 
current phase of the PIP Project. 

Recommendations: 
> The training session highlights the urgency for GoAZ. to review and approve the PIP regulations 

(currently under discussion), which also would help establish a more "demand-driven" approach 
to the training. Currently, in the absence of the approved PIP regulations, many of the 
participants wonder why they are taking the training, as there is little incentive to apply the 
improved procedures and guidelines, including cost-benefit analysis. Nonetheless, in the midst of 
the current situation, the training is helping to prepare important "groundwork" for the eventual 
application of improved methodologies for setting investment priorities & decisions. 

> It is important that the training sessions announce realistic expectations of the scope and nature 
of the training, especially when there is limited training time (e.g., it is not feasible to get into 
technical details of cost-benefit analysis when training sessions are less than about 5 full days). 

> There seems to be a challenge in ensuring the most suitable persons attend the training 
workshops, due to various factors. Again, the approval of the PIP regulations will create a 
stronger incentive for the most suitable officials to attend the training sessions; 
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~ To the extent MOA officials are a "proxy" for officials from other sector Ministries, it is suggested 
that the training sessions emphasize the basic concepts and applications of "integrated project 
analysis" (as opposed to the more narrow and technical "benefit-cost analysis", as this comprises 
only a portion, albeit important, portion of the project life-cycle). The MOA officials reflected very 
limited knowledge of very basic concepts, such as "public good", public and private sector roles, 
approach to a "project concept paper", and various basic tools for ensuring quality feasibility 
studies and sound monitoring and evaluation studies. 

~ There is a need to ensure that good to excellent performing "graduates" from the training 
workshops become potential trainers. Perhaps future training workshops can include them as 
"resource persons", to provide them further training opportunities. 

~ Various participants expressed interest in deepening their knowledge on integrated project 
analysis. While there are good quality resource materials which can be shared as an additional 
resource, they are all in English, and most of the participants have very limited knowledge of 
English. Accordingly, it would be useful to arrange translation into Azeri of some of the more 
important materials (e.g., the book on "Economic Analysis of Projects", by the Asian Development 
Bank, and possibly the accompanying CD which contains some good examples). 

~ The PIP Team, to the extent time permits, should provide follow-up "on-the-job" 
training/assistance to various participants, especially for those who are directly involved in 
developing the operational plan and the integrated project analysis of the lifecycle. This will also 
contribute to a related objective of the PIP Project. The external PIP staff and consultants can 
facilitate this follow-up work, given that the Azeri team is very capable & motivated. 

~ Given that the earlier proposal of "training the trainers" was adversely affected with the changed 
role of the CER, it is useful to continue to explore the best option for an Azeri institution which 
eventually provide integrated project analysis on an on-going basis, especially following the 
approval of the PIP regulations. Perhaps this could an important element in a possible second 
phase of the PIP Project. 

PIP-Project QPR 0312007 Annex 3.2 5 





MINISTRY OF AGRICULTURE 

DRAFT FOR DISCUSSION 
Sept. 7, 2007 

STRATEGY FOR THE DEVELOPMENT OF THE AGRO-INDUSTRIAL SECTOR 
OF REPUBLIC OF AZERBAIJAN 

(2007-2015) 

COMMENTS AND SUGGESTIONS 1 

I) INTRODUCTION AND APPROACH 

1. Under the effective coordination and direction of MOA's Deputy Minister 8. Aliyev, and overall 
leadership of the Minister of MOA, it is in the process of completing its "Strategy for the Development of 
Agro-industrial Sector of the Republic of Azerbaijan (2007-2015) ("SDAIS"). It has been working on the 
draft SDAIS for about 1 year, has received comments of endorsement from all of the concerned 
Government ministries, with the exception of the Ministry of Finance, which is expected to submit soon 
its comments on the current draft strategy document. MOA officials are keen to finalize its SDAIS, and 
move forward to its implementation phase, in a manner which supports the achievement of the sectoral 
goals outlined in the national and regional development plans and agricultural sector development 
strategy. 

2. Vice-Minister Aliyev requested technical assistance from USAID, through the PIP Project, to 
assist MOA to formulate an "operational plan" for the SDAIS, to improve its project guidelines and 
procedures for the PIP process, and to provide training for integrated project analysis (Phase 1) for some 
of its senior officials in these latter two subjects. Soon after the arrival of the international agricultural 
sector advisor (on August 27, 2007), it was agreed with Dr. Aliyev that first it would be important for 
MOA to further improve the draft SDAIS document in order to ensure that it builds on past relevant 
anal tical work, 2 reflects ood international ractices in terms of agricultural strategies, 3 

4 This approach to assisting MOA with the relevant 
improvements, and which could be done in a relatively short period of time (say, within 1 month, to 

1 Prepared by Richard Anson (PH.D, international agricultural sector development specialist/advisor/trainer), in consultation 
with various officials from MOA, relevant reports on the agricultural sector donor agency representatives who are experts of 
Azerbaijan's agriculture sector, and the consultant team on the USAID-funded Trade and Investment Project (which includes 
expertise on WTO accession requirements). The views in this note do not necessarily reflect the official views ofUSAID, 
other donor agencies and persons consulted. 

2 The main available documents which provide a recent and sound analysis of Azerbaijan's agricultural sector include: (a) 
Policy Framework Paper for Azerbaijan's Agriculture Sector (Rural Policy Unit of the Agric. Devt. Credit Project (Phase I), 
2003); (b) Policies and Strategies for Azerbaijan Agriculture (Rural Policy Unit of the Agr. Devt. Credit Project/MO A, 
updated in 2006); Agricultural Market Study for Azerbaijan (World Bank, 2006), also renamed: "Realizing Azerbaijan's 
Comparative Advantage in Agriculture (World Bank, May 2006). 

3 The World Development Report (2008) main theme is "agriculture for development". R. Anson contributed to this WDR, 
including the section which assessed global practices in preparing national development agricultural sector development 
strategies, and assessing the trends toward Ministries of Agriculture "transforming" their roles, to that of focusing on policy 
and regulatory roles, "public" investment goods, and targeted interventions, and enabling private sector to be the main actors 
and implementers of programs and investments to ensure sustainable impacts. 

4 During this visit, there was a technical team from a USAID-funded project (Trade and Investment in Azerbaijan), which was 
being launched. One of their main tasks is to help assess the WTO accession requirements in relation to Azerbaijan, and how it 
can better prepare its compliance. 
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ensure the needed additional consultation and reflect a sense of urgency), would also facilitate the 
recent launching of a process for MOA to prepare a sector strategy operational plan (including a medium 
term sectoral expenditure framework, beginning with the 2009 budget cycle). 

3. Based on good international practices for preparing national agricultural strategies, including a 
recent World Bank review of 19 national agricultural development strategies, there are four key elements 
of a sound national agricultural development strategy document (as outlined in the World Bank's 
Agricultural Sourcebook (1995) and re·Hected in the work of the WDR 2008): 

(a) "Snapshot": A "snapshot" of the current status and performance of the agricultural sector, preferably 
within a historical context, and underpinned by a sound analytical work; · 

(b) Vision for the Sector: A national vision of agriculture in the timeframe of a generation, to ensure 
continuity during changes of political administrations (preferably with some measurable outcomes). 

(c) Assessment of Potential, Constraints and Strategic Pillars: An analysis of the main opportunities and 
potentials, and a diagnosis of the key constraints-while drawing on relevant global experiences, and 
putting them in the context of local conditions to ensure "home-grown" approaches and strategic pillars 
(including clear roles of private and public sectors and outcome indicators) for achieving comprehensive 
and sustainable agricultural development in the country. 

(d) Action/Operational Plan: Action or operational plans for implementing the vision/strategy (often 
presented in a separate document, including the strategy components/programs/activities, institutional 
arrangements, clear public-private sector roles, a medium-term expenditure framework for the sector (to 
be updated on a rolling basis while preparing annual investment plans, which are to be aligned with the 
key policies and strategies), and an operational results management framework of key performance 
indicators. 

This national agricultural strategy should be a "living document", to be updated periodically (say, at the 
time of a change of Government administration and/or with major reforms). Preferably, there should be 
an appropriate institutional coordinating arrangement to oversee, guide and help ensure its effective 
implementation (involving other key sector ministries, and preferably representatives from the private 
sector). In some instances, tile strategy document can be put into law (or a presidential decree), in order 
to help ensure a longer term vision and commitment to the strategy directions. 

II) SUMMARY OF COMMENTS AND SUGGESTIONS 

In summary, the main comments and suggestions on the current draft SDAIS confirm the importance of 
MOA Management completing its draft document, and in a manner which will reflect significant 
im rovements in order to achieve its own oals/tar ets, reflect clearly good international standards, 

It is the opinion of the consultant 
that Azerbaijan's agricultural sector requires substantial increases in and more efficient public 
expenditures/investments 5 to achieve its goals and vast potential, based on strategic projects and 
programs which have sound designs and efficient implementation performance. Accordingly, an 
improved SDAIS, supported by a sound operational framework, will greatly facilitate achieving key 
preconditions for achievin increased ublic investments for the agricultural sector (through the PIP 
process) 

5 This view also consider the strategic importance of the agriculture sector (e.g., generates about 40% of total employment and 
is a future key engine of economic growth for the non-oil sector, while currently, agriculture sector expenditures is only about 
4.1% of the revised 2007 state budget (and the MOA budget share of PIP in 2007 was only 0.1 %). On international standards, 
these% allocations are very low. 
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A) Overall content and thrust: 

~ The draft ASP represents a very important document which the Management and staff of MOA 
should be commended for taking strong ownership to the content and process of finalizing the 
draft document. This ownership and content merit consideration by the donor community, 
recognizing that MOA management intends to ensure the draft document is further improved. 

~ The main thrust of the SDAIS is to take a comprehensive and sectoral level approach to 
addressing the main constraints and to realizing Azerbaijan's rich potential in diversifying its 
agricultural production system and processing systems. 

~ The main strategy elements and supporting proposed measures include the following: 
o Efficient use of land, water, and amelerioration and irrigation systems 
o Development of Crops 
o Development of Animal Breeding 
o Strengthening of Agricultural Sector Services and Technical Capacities 
o Enhancing State Vetenarary Service and Development Targets 
o Strengthening of the State Plant Phitosanitary Control Service 
o Modernization of Research System 
o International Project System and Establishment of Information/Advisory System 
o Social and Economic Infrastructure 

B) Process Aspects: 
~ The draft document does not outline the approach to preparing the draft SDAIS, and it would be 

useful to prepare a short para. with this information (especially to highlight the consultation with 
key stakeholder groups, as the only reference to this consultation is on the last page). 

~ The Deputy Minister Aliyev, with the apparent strong support of the Minister of MOA, is 
coordinating the process of preparing and improving/finalizing the draft SDAIS 

~ There was a MOA working group which prepared the initial draft document (apparently taking a 
piecemeal approach to the various sections), and there appears to have been limited participation 
and inputs by government officials throughout the entire cycle of preparation (mostly participation 
in the beginning), especially limited participation from the regions, farmers groups/associations, 
other key sector ministries in the formulation and consensus of the draft SDAIS. It does not 
appear that the SDAIS preparation process encouraged strong linkages amongst the strategy's 
components, such that each Department head focused on his specific section. 

~ International experience hjghlights the importance of following participatory approaches to the 
formulation, consensus and implementation of SDAISs, involving key stakeholders from the 
private and public sectors. Accordingly, further thought needs to be given by MOA Management 
to outlining the next steps in terms of process and ownership by key stakeholders. 

C) Key themes/aspects to strengthen/enhance (significantly, if the final document is to reflect sound 
international practices, comply with WTO accession requirements and secure increased PIP allocations): 

1. Provide a brief summary of the agricultural sector performance over the past 10-15 years, 
especially since the initial reforms in the 1990s (including a table on growth in value
added and summary lessons learned from implementation of past strategies), and of the 
most important current problems/constraints and potential of the agricultural sector (or 
"snapshot"), based on available analysis (perhaps with further details in an annex, and 
show relevant references in the event any reader wishes to review these details). This 
section could be presented as a section on "Sector Background", following the 
introduction. 
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2. Provide a clear statement of sector "vision" and objectives for Azerbaijan's agricultural 
sector over the next 1 O years (for example: it would be useful to refer to achieving broad
based accelerated agricultural growth, continued rural poverty reduction, and a more 
diversified and competitive agricultural sector which will realize its vast agricultural 
potential, and contribute to much needed increases in household incomes and 
employment generation). It is common practice to indicate measurable and strategic 
sector outcomes (e.g., such as a sustainable growth rate in agricultural value-added of at 
least % per annum, export growth rate of at least __ % p.a., jobs 
generated per year). 6 It is understood that these projections will be based on various 
assumptions and best judgments. 

3. Summarize "guiding principles" which could better underpin the ASDP strategy, especially 
those principles which will apply across various strategy components/activities ... .for 
example: 

);-- Adoption of a new role of the public sector, which focuses primarily on providing 
sound policies, regulatory in the internal and external trade environment, 
enhanced business/investment environment, key legislation, structural changes, 
and provision of "public goods" in its priority public investments 

~ Define clearly the scope of the agricultural sector, for purposes of the strategy 
document and proposed interventions (for example, focus on the agro-based 
production aspects, including agroprocessing activities, thereby excluding 
provision of rural social services such as health, education). This strongly affirms 
the sector approach being currently taken by MOA, such that other key related 
ministries needs to be a part of the scope. 

~ Adoption of differential agricultural strategies for the different rural household types 
(e.g. small, medium and large farms) and regional agro-ecological zones. 

~ Expanding and strengthening the roles of private sector, and appropriate public
private sector partnership arrangements and sustainable incentives 

~ Promoting an agricultural sector which will increasingly realize its "natural" 
comparative advantages (according to its regions) and become competitive in 
export markets 

);-- Providing fiscally sustainable incentive structure and public expenditures, where 
subsidies need to be clearly justified (with an "exit" strategy), while endeavoring to 
focus on "public goods", and to be consistent with meeting WTO accession 
requirements) 

4. Each sector strategy component needs to have a clearer and concise statement of the 
main issues, objectives, strategic directions, and measurable outcomes (in terms of 
outputs, intermediate outcomes and outcomes). There is also a need to strengthen more 
explicitly the linkages between the various strategic components, and coherence with 
national development policies (e.g., economic infrastructure, which needs elaboration). 
The current draft is very uneven in the presentation of key points for the various strategic 
components. 

5. It would be advisable to add the following important strategy components (or incorporate 
them in the document, in an appropriate manner): 

);-- on "Food Security" and Targeted Interventions (especially to give due attention to 
addressing some of the complex agricultural-related needs of Azerbaijan's large rural 

6 MOP and MOED have forecasts for macroeconomic growth, including growth rates for the non-oil sector (of about 8 % 
p.a.,, which implies a growth rate of at least 5-6 % for the agricultural sector). These forecasts make many assumptions on the 
requirements for achieving the agricultural sector growth rates, which should be better justified by the SDAIS (even on 
qualitative basis). 
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poor population which are "vulnerable"), while ensuring fiscal sustainability and cost
effectiveness in its proposals (e.g., promoting price stability of basic food crops based 
on market approaches and enhanced information services, well designed targeted 
interventions for vulnerable groups, without distorting input and/or output markets). 

);- Enhancing market efficiencies, access and development, based on market principles 
and appropriate policy, institutional and investment measures to remove market 
constraints and enhance competitive markets and trade (domestic and export). This 
could include strengthening farmer associations to enhance their competitiveness in 
markets. This component could also provide strong support to WTO accession. 

);- Sustainable access to rural financial services by the private sector, fiscally sustainable 
incentive structure for various interventions, building and relying on strengthening the 
macroeconomic financial systems and intermediation (especially to promote 
sustainable vertical integration in realizing its comparative advantage). Appropriate 
insurance schemes should be explored. 

);- Institutional Development and Strengthening for Agricultural Development, including 
an explicit proposal for enhanced institutional strategies and human resource 
capacities, and establishing high level cross-sectoral coordination arrangements and 
mechanisms, at both at the "high level" and "working level" (especially because 
achieving most of the goals of the SDAIS are outside the direct control of the MOA). 
This component may also benefit from an updated functional assessment of MOA's 
institutional functions and staffing, which could be done as part of implementing the 
SDAIS, to help ensure consistency and coherence with MOA's "new" sector strategy 
document. 

);- Strategic Framework for Sector Expenditure Program, including reference to focusing 
on promoting efficient and equitable priority "public" goods and expenditures, taking a 
regional approach to investment programming and implementation, a clear budget 
structure which moves toward a program-based approach to strategic investment 
categories (and showing clear capital and recurrent expenditures), and adopting and 
applying progressively sound criteria and improved guidelines (based on modern 
"integrated project analysis") and procedures for prioritized public investments 
(consistent with responding to the Call Circular issued by the MOED for the annual 
budget cycle, and to the Government's (coordinated by MOED) proposed improved 
PIP regulations/guidelines, which is currently under preparation, and adopted to the 
needs of MOA). 

D) Implications and Recommendations Involving WTO Accession Requirements: Given that 
Azerbaijan is committed to gaining early accession to the WTO, it is relevant to highlight some of the 
implications of the current draft document with regards to meeting WTO requirements. In summary, the 
SDAIS calls for protective measures in the form of increase in duties, quantitative restrictions, and 
support to agricultural producers. Such measures, if adopted, is expected to cause significant difficulties 
and delays for Azerbaijan in concluding its accession proceedings for membership in the WTO. See 
Annex 1 for further details. 

E) Proposed Next Steps: The following next steps are recommended to MOA Management: 

(1) MOA Management to establish an inter-sectoral "working group" (from MOA 
and other key agencies, including MOED, MOF, and Irrigation Committee) to 
finalize the SDAIS and to initiate the formulation of the draft operational plan, with 
stron su ort from the Minister of MOA and under the res onsibili of one of 
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the Deputy Ministers from MOA, and day-to-day responsibility of a senior level 
coordinator (Division Director) to help ensure the technical work is carried out in a 
coherent and timely manner) 
(2) MOA Management to work out and establish an operational and appropriate 2 stages of decision: 
institutional mechanism for enhanced "high level" inter-sector coordination group, (a) Informal: By end-
involving the key Ministries in Government and also representing private sector, September, 2007 
especially to oversee and guide the formulation and implementation of the (b) Formal: at the time 
operational plan (which aims to support implementation of the SDAIS). of MOA presenting the 

SDAIS for the 
President's aooroval 

(3) MOA, in close collaboration with other key Ministries, to improve, further By end of October, 
perfect and finalize its SDAIS, drawing on relevant past analysis and documents, 2007 
while ensuring continued ownership of the document and process by MOA 
Management, and to submit the significantly improved SDAIS to the President for 
his review, approval and issuance (with appropriate instructions, including the 
enhanced sector coordination mechanism). It is desirable to ensure the text of the 
document does not exceed about 35 pages (plus relevant annexes/charts), with a 
concise executive summary to ease readinQ by verv busy officials. 

Further detailed comments and suggestions are provided in Annex 1. 
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ANNEX 1 

Detailed Comments and Suggestions on the SDAIS of the Republic of Azerbaijan 

Ref. in s-· omments and Suggestions 
Paper 
1) Introduction - Highlight the strategic role of the agricultural sector in the economic and social 

life of Azerbaijan (including 40% of employment, major engine of growth for non-
oil sector) 

2) Initial Outcome Provide a clear statement of sector "vision" and objectives for Azerbaijan's 
and Development agricultural sector over the next 10 years (for example: it would be useful to 
Directions of refer to achieving broad-based accelerated agricultural growth, rural poverty 
Agricultural reduction, and a more diversified and competitive agricultural sector which will 
Reforms realize its vast agricultural potential, and contribute to much needed increases in 

household incomes and employment generation). It is common practice to 
indicate measurable and strategic sector outcomes (e.g., such as a sustainable 
growth rate in agricultural value-added of at least % per annum, export 
growth rate of at least %p.a., jobs generated per year). 

3) Efficient Use of This section should aim to reflect lessons learned from past investments, and 
Land and Water, also reflect the emerging new water resources strategy paper (prepared by the 
Amelioration and World Bank, in consultation with the Committee of Irrigation). Also, the document 
Irrigation Systems makes little reference to the strategic directions in the land/cadastre activities, as 

part of enhancing land ownership security and enhanced incentives for increased 
investments by farmers. 

4) Development of This section refers to the potential, but does not specific any reference to recent 
Plant Growing analysis on this important subject of comparative advantage. It would be useful to 

draw on the main results of the Policy Framework Study Report (2004, prepared 
by MOA consultants). 

The basis for the production projections is unclear, especially since production 
decisions and cropping patterns is the decision of private farmers. 

Tobacco production will not be determined solely by laws, but by various factors. 

The strategy correctly identifies the seed sector as being strategic, and that the 
Government should establish an enabling environment and provide appropriate 
incentives before the private sector will invest. It would be useful for the 
document to further clarify a comprehensive strategy to develop a functional and 
self-sustaining seed system. 

The entire section titled Development Direction of Plant Products is based on an 
erroneous premise that demand determines production (a command economy 
approach). This strategy is far from a free market approach, does not take into 
account comparative advantage and competitive advantage in Azerbaijan. The 
entire section needs to be approached from an international trade perspective, 
not just a planner's approach 
In the Section titled Upgrade Processing and Technologies of Plant 
Products, there is a clear intervention by the government in directing the 
economy and picking "winners" and "losers" (contrary to current modern 
aooroaches to sustainable development). It is further unclear throughout 
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5) Development of 
Animal Breeding 

6) Technical 
Capacity 
Strengthening of 
Agriculture Sector 
and Organization 
of Services 

7) Organization of 
State Veterinary 
Service and 
Development 
Targets 

the whole Draft Strategy whether the private sector or the public sector will 
be undertaken the various commercial modernization projects including the 
establishment of new industries and plants. The development of various 
industries should be left to the private sector. This will not be an efficient 
use of state funds. There is a need to clarify the proposed StatE~ Crops 
Fund, and its fiscal sustainability and strategic rationale. Further, state 
investment in commercial activities will discourage and crowd out private 
sector investment in the agricultural sector. This section need!:> to be 
prefaced clearly on the roles of public and private sectors, consisti:.mt with 
the guiding principles. 

The Strategy calls for increasing import duties on input for the processing 
industry (e.g. jar, bottle, cover, cork) in an effort to develop domestic 
industry supplying such inputs. This proposed policy will hc:1rm the 
processing industry by limiting its access to wide sources of high quality and 
low cost input, critical for the competitiveness of the processing induBtry. 

The reference to seed growing requires measures to allow the importation of high 
quality certified seeds to accelerate production (and links to the ag. Technology 
component). 

Supermarket model can play a very useful model for market development, in 
favor of oroducers. 
This section should recognize the strategic role of improved nutrition and animal 
health, and not so much emphasis to animal breeding. 
There is reference to stopping imports of animal breeding herds. It is not clear 
how this will be achieved. 
The basis for the production targets of meat is not clear. 
The orocessina olants strateav is not clear. 

There is a need to clarify the public - private roles, in this context. 

The strategy for agricultural extension services is not presented in the SDAIS. 
There is reference to regional advisory centers established under the WB 
financed project, but there are no plans for further development or use of the 
network of advisory centers after completion of the project. It would be useful if 
the document could refer to allocating public funds for contracting local 
NGOs/private sector for the provision of extension services, as part of public
private sector partnership. Based on a pilot experience, this approach can be 
expanded, as aocropriate. 

The section of the strategy document of MoA relating to the SVS is quite general 
and contains some inaccuracies in describing the real situation of the sector; 
nevertheless it can be agreed upon, in generic terms, except for two points 
that contain mistakes, and need to be assessed carefully, with regard to the 
future development of the Azeri veterinary system. 
(i) The first point is the asserted need of 3. 760 veterinary doctom for the SVS 
with a rate Vet/Livestock Units near to that of the soviet system, 1 :850. This 
involves a lack of understanding of the duties of a modern state veterinary service 
and the forgetfulness of the private veterinary service, that, later in the document, 
is asserted to be in course of development. Bearing in mind thEi need of an 
adjustment of the state vets' salaries in the near future, an increase in the number 
of state veterinarv staff would not be sustainable. A orogressive but significant 
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8) Organization of 
State Plant 

downsizing of the state veterinary staff is the proper policy to pursu1:i 
(ii) The second point is related to the number of veterinary laboratories (927): 
concern is done to the shortage of premises and equipment, without a mention to 
the real need to eliminate more than 90% of such laboratories that for the most 
part are not really effective at the moment. 

As further point, there is a low level of human resources of the SVS and the need 
of their improvement is a core problem for any future development of the sector, 
but the topic is barely mentioned in the SDAIS document. 

The document proposes to increase the number of state vets. There is a need 
for a better understanding of the role of state vet, and the need for reviewing the 
overall structure of the SVS. There is a need to revisit the current norms for 
determining the number of regional staff, to determine the best staffing 
requirements, taking into account the structure of animal husbandry and available 
buqgetary resources, and expected number of private vets. 

The document states the importance of further developing the private vet 
practice, but does not state how this will be achieved. It is not clear how the 
private practice can compete with the subsidized state vet service::;, especially in 
the light of proposed increase in the number of state vets. The document should 
endeavour to promote a consistent strategy, including the contracting of private 
vets by the state, to help provide some public functions (such as vaccinations). 

As regards the animal breeding issue, the subject is treated in a very general 
manner. There will be a need for more detailed plans (to be addressed in the 
operational plan). 

The following key points need to be further emphasized (especially from the 
perspective of meeting WTO requirements): 

1. Conduct assessment of capacity in veterinary institutions including 
laboratories and research institutions; 

2. Review and update Law on Veterinary Medicine to ensure conformity with 
WTO guidelines; 

3. Assess and raise professional qualifications of Veterinariam;; 
4. Modernize curriculum of university training and vocational schools; 
5. Accelerate implementation of OIE recommendations; 
6. Devise strategies for veterinary student recruitment; 
7. Conduct risk assessment in animal health environment; 
8. Link Veterinary Service to a new Food Safety Agency Secretariat; 
9. Strengthen research capacity of scientific institutes ~;pecializing in 

veterinary science; 
10. Improve quality and efficiency of distribution infrastructure o'f drugs; 
11. Improve communications and information dissemination among veterinary 

institutions, to the public and OIE; 
12. Assess existing Quarantine mechanism for possible strengthening; 
13. Investigate need for and economic viability of using mobile laboratories; 
14. Actively participate in OIE activities. 

These tasks should be completed within a two-year period of time. 

1. Conduct assessment of phyto-sanitary service institutions including 
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Sanitary 
Service 

Control laboratories and research institutes; 
2. Review and update Law on Phyto-sanitary Control to ensure conformity 

with wro guidelines; 
3. Assess and raise professional qualifications for Plant Protection experts; 
4. Modernize curriculum of university training and vocational schools; 
5. Accelerate implementation of IPPC recommendations; 
6. Devise strategies for plant protection student recruitment; 
7. Conduct risk assessment in plant protection matters; 
8. Link Phyto-sanitary Service to a new Food Safety Agency Secretariat; 
9. Strengthen research capacity of scientific institutes specializing in plant 

protection science; 
10. Improve quality and efficiency of distribution infrastructure of plant 

protection products; 
11. Improve communications and information dissemination among phyto

sanitary control institutions, to the public and IPPC; 
12. Assess existing Quarantine mechanism for possible strengthening; 

Investigate need for and economic viability of using mobile laboratories; 
13. Actively participate in IPPC activities. 

These tasks should be accomplished within a two-year period of time. 

9) Scientific There are many aspects in this section which do not comprise strategic 
Ensuring of directions, and could be improved. It should be emphasized that the ag. 
Agroindustry and Research priorities need to be driven by market forces (domestic and export 
Modernization of potential). 
Research System 

10) Use of 
International 
Projects and 
Establishment of 
Information 
Advisory Service 

11) Improve 
Economic and 
Financial Situation 
of Agriculture 

The list of actions presented in the draft SDAIS is based mainly on CGIAR 
regional program. The document recognizes that the research system is in bad 
shape, but it is not clear from the document how the Ministry wants to 
modernize/upgrade 14 research institutions. For example, the document does 
not refer to the Crop Husbandry Research Institute which is selected as a priority 
one for the on-going World Bank ADCP Project II. It would be desirable if the 
SDAIS a long term strategy with respect of these institutions. It is not clear that all 
of the research institutions are justified in the long term. It would be desirable if 
this section can refer to the national strategy for modernization of agricultural 
research system. It is a sound document, which was approved by State 
Agricultural Reform Commission in 2005. This document also was discussed and 
endorsed bv kev stakeholders in a workshop held in Februarv, 2005. 

Various foreign funded projects were identified/cited, but there is a need to draw 
out more strategic messages from this section (for example, endeavor to "scale
up" relevant components/projects). 
There is a need to clarify further the mechanisms for further integrating foreign 
funded projects/interventions in Govt. funded projects. 

There are many repetitions of problems in this section from other sections. 
Perhaps parts of this section can be moved forward to the background 
section, and could discuss the different rural household types, as part of the 
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Sector 

12) Development 
of Social 
Infrastructure in 
Rural Areas 

13) Other Aspects 

differential strategies. 

Allocating funds to the State Agency for Agricultural Loans from state 
budget to cover demands of the agricultural sector and ensure its 
development, as stipulated under the penultimate section of the Draft, will 
discourage the private sector from investing in the agricultural sect·:>r. There 
is a need to clarify more sustainable approaches to enhancing i:iccess to 
rural finance. 

This section includes actions for the establishment of specialized/targeted 
funds to support the agricultural reform process. It is also proposed that 
state owned banks should focus on agricultural lending. These proposals 
are not likely to be viable and sustainable, from a financial/macro-economic 
perspective. There are only state banks in the country, and they are 
expected to be privatized in the near term. The SDAIS also proposes the 
establishment of an agricultural bank for expanding agricultural le1nding. It 
appears that this bank would be state owned. This proposal may not be 
viable. 

The document proposes there is a need for establishing financial institutions 
in rural areas, such as credit unions. It would be useful to elaborcite on the 
strategies for expanding and strengthening these credit union, including the 
legal and regulatory framework. The document does not refor to the 
important role of rural financial intermediaries, or credit delivery approaches 
to support agroprocessing activities (a private sector function). Given the 
vital role of expanding access to rural finance by private sector, the SDAIS 
would benefit from sustainable and financial sound proposals, consistent 
with macro-financial policies. 

The heading should also refer to economic infrastructure. The •:ontent should 
elaborate on the importance and strategic directions for expanding economic 
infrastructure in rural regions with high potential. There is a ne1ed for greater 
strategy and investment coordination with Ministries of Transpo11 and Energy. 
Accordinglv, these strateaies should be elaborated in the improved document. 

a) Meeting WTO (a) 
Requirements 

(i) Draft Strategy calls for protective measures in the form of inc;rease in 
duties, quantitative restrictions, and support to agricultural producers. Such 
measures, if adopted, will cause significant difficulties and d1:!lays for 
Azerbaijan in concluding its accession proceedings for membership in the 
WTO: 

• 
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Increase in import duties during the accession process to levels 
higher than the proposed bound rates for WTO accession or the 
currently applied rates will not be viewed favorably by WTO partners 
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negotiating bilateral market access on goods. Such measures run 
against the Standstill provision observed during the accession, 
which requires the acceding country not to impose any measures 
which will lead to deterioration in the foreign trade regime. 

• Imposition of prohibitions/quotas on import (e.g. plan to partially 
prohibit the import of poultry) is not allowed under the WTO rules 
and violates Article XI of the GATT Agreement. Any such measures 
will cause significant problems to the WTO accession process. 

• The Draft Strategy calls for significant domestic support in the 
agriculture sector. It is recommended that Azerbaijan avoids any 
subsidies which will add to its currently high Aggregate Measure of 
Support (AMS) under the WTO Agreement on Agriculture. Careful 
structuring of some programs will be required to direct them from 
Amber box to Green Box. In other words, investments should be 
directed toward: 
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infrastructural projects (e.g. irrigation, energy efficiency), 

agricultural research (e.g. seeds, animals, technology), 

agricultural extension and advisory services (e.g. technical 
schools in rural areas focusing on how to produce specific crops 
that are best suited to the soil/climate/water/market conditions}, 

incentives to producers to invest in their land (e.g. efficient and 
transparent cadastre system}, and 

Development of land market which is critical for farm size 
expansion and subsequent economies of scale. 

"Amber box" subsidies, outlined in the Draft, which will lead to 
increase in the AMS include: Agroleasing JSC (leasing of 
agricultural machinery and equipment at discounted terms}, 
supporting private producers of seeds, providing gas/water/electricity 
to Bird Breeding JSC at discounted prices, and purchasing 
agricultural goods for government needs from local producers (if 
purchased at above market prices)-price support measure. These 
should be avoided to the maximum possible extent. 

The Draft Strategy calls for building nitrogen plant and refurbishing 
an existing super-phosphate plant, creating wholesale and retail 
sales networks of fertilizer and plant protection means in the regions, 
and strengthening the financial-technical capacity of agro-chemical, 
plant protection and quarantine, and seed growing services and 
functioning. Sales must be at market prices in order to avoid 
classification as subsidy. The challenge however will be determining 
market price in the absence of State intervention. This will lead to 
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delays as many questions in this respect will be raised by WTO 
Members engaged in plurilateral negotiations on agriculture with 
Azerbaijan. 

Finally, the penultimate section of the Draft calls for proposals to 
stimulate production of important agricultural products that are of 
interest to the government. Such type of state support will have to 
be classified under the Amber box subsidy and will agc:1in cause 
delays to plurilateral negotiations in the context of WTO accession. 

(ii) Under the section on State Veterinary SeNice and Development 
Targets, the Draft calls (targets 7 and 8) for adjusting the legislation of 
veterinary and sanitary regulations to the safety requirements of the 
European Union for food products and implementing the requirements of 
the European Union for animal health and products and raw mc:1terials of 
animal origin. Note that EU standards may not be adopted without 
conducting risk assessment if higher protection level than infornational 
recommendations. Conducting risk is very expensive, complicated, and 
difficult to defend. As such, we suggest that the focus should be on 
harmonization with OIE (as outlined in previous bullet of the Draft) and 
Codex Alimentarius. 

(iii) Seasonal taxes, as called for under the penultimate section, c:annot be 
applied in addition to customs duties. If any seasonal taxes are applied on 
imports, they should be applied on domestic goods in order not to violate 
GATT Article Ill on National Treatment. Azerbaijan can only retain customs 
duties on imports and internal taxes (equally applied on imports/domestic 
goods). All Other Duties and Charges must be bound at zero. 

(iv) In the Section titled Upgrade Processing and Technologies of Plant 
Products, Item 15 refers to supporting the sale of domestic goods in foreign 
markets. There is a need to ensure that any measures in this respeict should 
not include granting export-oriented subsidies. Acceding countries are 
expected to bind at zero export subsidies in the agricultural sector. The 
trend within the wro is toward total elimination of export subsidies in the 
agricultural sector, as is currently the case for export subsidies in the 
industrial sector. Export promotion programs may be considered t•:> achieve 
the desired objectives by Azerbaijan. 

b) Other Key See the text for suggestions on adding several strategic sections, including: 
Aspects 

~ "Food Security" and Targeted Interventions; 
~ Sustainable access to rural financial services by the private sector, 
~ Institutional Development and Strengthening for Agricultural Development, 
~ Strategic Framework for Sector Investment Program 
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DRAFT FOR DISCUSSION 
Sept. 13, 2007 

SUGGESTED FRAMEWORK FOR MOA'S IMPROVED 
PIP PROCEDURES AND GUIDELINES 1 

SUMMARY 

Up to now, the public investment policy and program is determined in a traditional "top-down" manner, and 
there is a recognized need to improve the process and content of the PIP in order to help ensure more efficient 
and sustainable public expenditures. The USAID-funded Public Investment Policy Project has been assisting 
Government of Azerbaijan, working in close collaboration with MOED, to improve the PIP process and content. 
Currently there are discussions with MOED on a draft regulations for the formulation and realization of Public 
Investment Policy and Public Investment Program. It is anticipated that the Government's approval of the final 
version of these regulations can generate substantial benefits to the economy, supporteid by enhanced 
capacities in the central and line ministries. 

This note outlines briefly: 

);> The main thrusts of the proposed improvements to the PIP procedures and guidelines 

);> A brief assessment of the current procedures and guidelines being used in the Ministry of Agriculture, 
which reflects the shortcomings at the national level and an ad-hoc process to deturmining the PIP 
submissions 

);> Outlines a framework for improved procedures and guidelines which could be initiated in a phased 
manner in MOA, simultaneous to the introduction of the PIP regulations at the national level. It is 
proposed that MOA strengthenf'retool" its Project Planning Department to coordinate and support the 
implementation of these improved and guidelines procedures, reporting directly to one of the Deputy 
Ministers (and rename it: "Agricultural Strategy, Planning and Monitoring Department). The proposed 
procedures focus on steps according to the project cycle, as follows: 

(1) Project Identification and Screening Phase: a key requirement would be a proje1:;t concept paper 
for all proposed projects which would exceed an estimated cost 

(2) Project Preparation and Design Phase: a key requirement would be a project feasibility report 
for all proposed projects which would exceed an estimated cost 

(3) Project Appraisal Phase 

(4) Project Negotiations/Approval Phase: (these aspects also apply to state funded projects, 
whereby the processes are adjusted to internal steps in Government). 

(5) Project Implementation Phase 

1 Prepared by Richard Anson (PH.D), consultant for the USAID-funded Public Investment Policy Project, during his visit to Baku in 
August/September, 2007. It has been based on available previous assessment carried out by the PIP Project, and further discussions 
with key officials from MOA. The recommendations are framed to be consistent with the emerging recommendations for the 
Government's new PIP Regulations, currently under discussion with MOED and other key actors (especially COM and Ministry of 
Finance). This discussion note is intended to encourage and support MOA 's efforts to improve its PIP procedures and guidelines, 
consistent with the Government's emerging guidelines and procedures. It is understood that this note would be further updated in the 
light of the results and decisions of national level PIP regulations. 
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(6) Post-Implementation: Sustaining the Benefits .......... . 
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NATIONAL CONTEXT 

Rationale: The Public Investment Policy and Program are being determined following the traditional "vertical 
down path" inherited from the FSU GosPlan (State Economic Planning). The Cabinet of Ministers (COM), de
facto, retains an exclusive mandate to accept/veto projects for the Public Investment Program. In accordance 
to the existing patterns, COM pre-defines the composition of the Public Investment Program (Pl Program) and 
ranges then per the following administrative priorities: (1) projects ordered by the President of Azerbaijan (e.g., 
education sector computerization); (2) projects necessitated by the special decrees from COM (e.g., roads, 
building, bridges' construction); (3) projects in implementation; and (4) new projects. Until recently, no rigid 
cost-benefit analysis for project viability was required. There is no clear procedures or guidelines for following 
an integrated project analysis, in accordance with international good practices. The Ministry of Economic 
Development (MOED), being de jure responsible for the composition of the Pl Program, de facto serves as a 
clearinghouse and registry body with limited authority to appraise project submissions by the line ministries. 

Objective: Draft an efficient regulation that empowers MOED, establishes requirements and procedures for 
project preparation, appraisal and validation for inclusion to the Pl Program; consolidate all capital 
expenditures from state budget and extra-budgetary organizations (e.g., State Oil Fund); establish sectoral and 
regional Pl Committees; harmonize national, regional and sectoral development agendas with the sector 
expenditure ceilings (MTEF); improve financial control and accountability; foster transparency, stakeholder 
participation in all stages of the project cycle, and public advocacy. 

The draft PIP Regulation currently under discussion establishes new concepts and provisions to the Pl 
Program formulation and Management. The following proposed points and key decisions by Central 
Government are under discussion. 

1. MOED authority over the Pl policy and program to be strengthened 

2. National Development Framework to be further improved (through harmonizing national, regional and 
sectoral development strategy programs), based on a sound macroeconomic framework, and linked to 
an emerging Medium-Term Expenditure Framework 

3. The Ministry of Finance is tasked to consolidate and reflect all capital outlays (as different from 
recurrent expenditures), and include projects listed in the Pl Program in the State Consolidated 
Budget 

4. The Ministry of Finance, in coordination with central agencies, establishes sector expenditure 
ceilings and estimates impact from capital outlays on the recurrent budget and macroeconomic 
(particularly, inflation) situation and define mitigation efforts. 

5. Sector and Regional Committees (Collegiums) are proposed to be established to determine 
sector/regional development priorities for the upcoming year and medium-term perspective (4 
years), and to estimate approximate the required capital expenditures. Speciali2:ed Pl Program 
units are to be established (in MOED, to work more closely with the line ministries). 

6. MOED to establish the procedures and requirements for Pl project identification, preparation, 
appraisal and submission for approval. Projects submitted to MOED will require compliance with 
the PIP Call Circular issued by MOED as part of the budgetary/PIP cycle {including compliance with 
conducting sound integrated investment analysis, including sound cost-benefit ana~ysis). This will 
include preparing project concept paper for each proposed investment project to provide the basis 
for for establishing initial investment priorities for each sectoral ministry, followed by a sound 
feasibility report 
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7. Active stakeholder participation in the investment cycle will be promoted, ·from the outset of project 
identification. 

8. Pl monitoring and evaluation for results framework established 

II) SUGGESTED FRAMEWORK FOR SUGGESTED APPLICTION OF IMPROVED PIP GUIDELINES 
PROCEDURESTOTHEMOA 

Summary of Current Situation in MOA2 

Background: The Ministry of Agriculture (MOA), following its Charter, oversees project preparation by its two 
subordinated agencies - the State Veterinary Service, and Jhe State Ph to-sanita Service. There is a 
s ecialized Pl Pro ram Department for project management ,'" 
''""'"·'"·. and all projects reportedly undergo initial screening in one or more MOA departments 
(Agro-leasing, Husbandry, Plant Growing, Agro-service, Law, Licenses, Use of Public Lands, Hefom1s). There 
is also the State Agency for Agriculture Credits (with lending from IFls) that manages capital expenditures. 
The level of funding from the State Pl Program in FY2007 is AZN 2.92m, which is an extremely low fraction 
(0.15%) of the AZN 1.9b expenditure envelope. The structure of projects in the FY2007 budget does not 
highlight the strategic and programmatic themes the investments aim to achieve. 

Generating project ideas: Relevant departments and the MOA regional offices forward project ideas they 
find worthy of further consideration to the Investments, Pro ram and Pro'ect Pre aration De artment IPPPD) 
of MOA. It analyzes the submissions and , in 
absence of an approved SOP (Sector Development Plan) for MOA. The State Program for Socio-economic 
Development of Regions (SPSEDR) 2004-2008 serves as a main reference for many agricultural investment 
projects. MOA recently prepared a draft Sector Development Strategy Program for the Aoricultural Sector 
(2007-15), which is intended to serve as a framework and guide for Pl projects during the period 2007-2015. It 
is currently under discussion, and it is expected to be further improved, hopefully to ensure enhanced 
compliance with WTO accession requirements, past analysis and international good practices. 

Prioritizing projects: The project ideas found to be consistent with the SPSEDR are put forward {by the 
IPPPD, and the relevant Deputy Ministers) to the Minister of Agriculture for his concurrence and approval for 
further development of the investment projects. These endorsed projects, in turn, are submitted to the Project 
Planning and Design Bureau of MOA, which prepares cost estimates for the projects. The final decisions on 
the list of Pl projects which will be included into the next year of the Pl Program are made within COM. It is not 
clear that the Minister of MOA has the opportunity to engage in a discussion with the COM on these endorsed 
projects. No known or written document or criteria exists for prioritization of public investments in the 
agricultural sector within both MOA and COM. 

Engineering projects: A company selected as project implementer is held responsible for thE~ development of 
engineering documents and design components of the project. IPPPD reviews cost estimates for projects, and 
validates parameters and specification for the construction work to be undertaken. Proje<;ts with the cost 
estimates are then submitted to MOED, in accordance with the Pl Program Call Circular issued by MOED, and 
to the COM. COM has a significant weight in decision-making on the prioritization of Pis in the agricultural 
sector. It exercises its decisions on all planning and budgeting matters related to agriculture in the country 
through the Agriculture and Industry Department, the Regional Development Department and the specialized 
COM work group on agriculture. 

Appraising Projects: Projects are monitored by MOA's IPPPD on, reportedly, a regular basis. The 
department staff monitors projects to determine progress against the scheduled tasks (as determined by 

2 This assessment was carried out by Ramil Maharramov from the USAID-funded PIP Project, and is summarized below, based on 
further discussions in MOA. 
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construction companies), and public funds' expenditures (MOF requirement). The reports on results of the 
monitoring process are subsequently submitted to the Minister of Agriculture. There are no established 
patterns for monitoring or evaluation in MOA. The pre-feasibility study phase (which doc~s not result in 
preparation of the project document) does not predicate use of benchmarks for project monitoring. There 
appears to be a limited basis for MOED and the COM to objectively appraise the proposed projects submitted 
by MOA, as part of the PIP budget cycle. Of the 90 projects which MOA submitted to MOED in the 2007 
budget cycle, only about 18 were approved for inclusion in the final approved PIP. 

Implementing Projects: Depending on the source of financing, agriculture projects are implemented either 
by local and/or international firm, selected through tender. International contractor companies 1establish Project 
Implementation Units (PIUs). When a project is commissioned, MOA, together with other relevant agencies, 
signs the Act of Acceptance and includes the new asset on its balance. 

Monitoring and evaluating projects: MOA has not undertaken evaluation of its investment projects to 
determine their social and economic impact over time. Notably, MOF and the Accounting Chamber have the 
authority to examine and monitor the project implementation process to ensure efficient and planned use of 
public resources throughout the construction process. The revised Charter of MOED equally provides it with 
the authority to monitor and evaluate Pl projects. 

FRAMEWORK FOR IMPROVED PROCEDURES AND GUIDELINES FOR MOA 

It is recommended that MOA management consider a phased approach to adopting the following improved PIP 
guidelines and procedures, beginning for the 2009 PIP/budget cycle. It is further suggested that these 
procedures apply for all projects (donor funded and state budget) which exceed about AZM (the 
amount should be specified by MOA, such that it would cover at least 50% of its PIP submissions, in terms of 
total 'financial requirements). Once there is agreement in principle, further details, and supporting table 
formats in the form of MOA's e uivalent PIP call circular, could be re ared by MOA). It is rei:ommended that 
MOA's have the main responsibility for the 
implementation of these improved procedures and guidelines (including the needed training for MOA and 
regional officials, which could be done through a 1-2 day training workshop). It is proposed that MOA 
strengthenf'retool" its IPPPD to carry out this important role, and its Director could report direi:tly to one of the 
Deputy Ministers (and rename it: "Agricultural Strategy, Planning and Monitoring De:partment). It is 
recommended that MOED PIP Division work with and support this initiative, as part of its efforts to strengthen 
the capacities of the line Ministries. 

(1) Project Identification and Screening Phase: Key Features 

- To identify and formulate the project concept, and ensure consistency and coherence with 
macro and sectoral strategies and priorities. There is a need for MOA to involve its regional 
offices in this process of generating strategic proposals, consistent with the national and 
sectoral strategies, and MOA's emerging operational plan for the sector strate:gy (which would 
be updated on an annual rolling basis). 

- To outline the proposed objectives, alternative designs and approaches, likely benefits and 
risks, and next steps 

To prepare an initial Project Logical Framework, as a conceptual skeleton of the envisioned 
project (a suggested format will be provided) 

- To carryout a "pre-feasibility" study (to apply key concepts and tools), and should involve 
consultations with key "stakeholder" groups. 
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To prepare (by the "sponsoring" Department of MOA, together with the relevant region(s) MOA 
"sponsor") an initial Program/Project Concept Paper (up to 4 pages), for a "decision" meeting by 
MOA Management (coordinated by IPPPD). It is suggested that MOED and COM technical 
representative also participate in this initial project concept meeting (and will be synchronized 
with MOED's PIP process). 

(2) Project Preparation and Design Phase: Building on the "approved" project concept, MOA, in 
collaboration with the relevant donor agency, as relevant, (and often contracting a consultant and/or research 
institute): 

- takes the lead in preparing (usually supervising) the project proposal, and supporting economic 
analysis (including technical, institutional, financial, economic, social, environmental, risk and 
sustainability analysis) 

- The main output is a full "feasibility report" (see suggested outline in annex) 

- A major focus is to ascertain the best alternative method/design for achil~ving the stated 
objectives, and to solidify a "Project Results Framework" as a skeleton to guide the basic design 
and economic analysis of the project 

- Costs and benefits are identified and quantified, and are valued at financial and economic 
prices. 

- The economic validity of the chosen alternative is established. 

(3) Project Appraisal Phase: - Government (coordinated by MoED), together with the relevant donor(s), if 
donor funded, in close collaboration with the Government central ministries (MOF and Cabinet of Ministers) 
and with MOA, focus efforts on: 

- validating and improving the feasibility report, with a focus on the project design and 
assessments 

making the needed revisions/improvements to project design and implementati1Jn arrangements 
(essentially, the "project"). The results of the appraisal by MOED/COM should be reflected in a 
revised/updated project report (supported by an implementation plan). 

- If donor funded, most often, the donor agency drives this appraisal process, without involving 
the central and line (or sponsoring) Ministries in a "meaningful" manner. 

(4) Project Negotiations/Approval Phase: (these aspects also apply to state funded projects, 
whereby the processes are adjusted to internal steps in Government). 

Based on the outcome of the appraisal process, it is assumed that there will be an agreed project 
document on the project's key design features (between proponent Ministry and with central 
Government Ministries, and with the relevant donor(s) agency(ies), if it involves external funding. This 
provides the basis for negotiations and eventual agreement. 

- Negotiations Within GoAZ (between proponent line ministry and Central Ministries (especially Cabinet 
of Ministers, MoED and MOF), on key project design features, especially project scope, financing 
arrangements and budgetary provisions, and key strategy and policy actions (it is highly desireable to 
have explicit procedures and guidelines) 

- Negotiations Between GoAZ and relevant donor(s) (or within GoAZ.), If the project i~; proposed to be 
financed by a donor, on key project design features 
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- The negotiated documents provide the basis for the donor agency(ies) seeking its formal approval from 
its Board of Directors (or equivalent decision.making body), and for GoAZ securing fo1mal approval, in 
line with existing or improved approval. 

(5) Project Implementation Phase: 

- MOA carries out the agreed/approved project, in line with the relevant implementation plan (an 
implementation plan should be required for all projects which exceed AZ __ ). (amount to be 
completed) 

- Monitoring and evaluation system play an important role to help ensure timely and effective 
implementation. An M&E system should also be a requirement, but needs to be phased according to 
capacities of MOA. The IPPPD should coordinate this system for all projects, working with the relevant 
MOA department and region. 

- Technical assistance can be provided to MOA to support effective and timely implementation, and 
especially to help build implementation 

Post-Implementation: Sustaining the Benefits .......... . 

Following the project's implementation/disbursement period, the MOA should take th•~ lead to ensure 
key project activities are "integrated" with on-going MOA programs and sustained. 

It is desirable for MOA to prepare and agree on a post·implementation plan (at least 1 year prior to 
"closing") 

Often, a donor agency (where applicable), arranges a "completion" report (for example, World Bank 
requires an "Implementation Completion Report"), to assess the project's progress toward achieving the 
project objectives, outcomes, outcomes, implementation achievements and constraints, and lessons 
learned. MOA should require this overtime. 

• It is important that MOA (facilitated by the IPPPD) be directly involved in leading the post
implementation activities 
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Annex 

PROJECT CONCEPT PAPER: SUGGESTED OUTLINE 

A) Country and Sector Context 

- Key Development/sector problems to be addressed by the project 

- Performance of related programs/projects 

B) Proposed Project Objectives {including key stakeholders as priority targets, and outcome indicators) 

C) Preliminary Components/Key Features 

D) Approximate costs and financing framework 

E) Expected benefits 

F) Institutional Arrangements and Roles 

G) Potential Risks and Mitigation Measures 

H) Key Design Issues and Options 

I) Proposed schedule and arrangements for preparation 

SUGGESTED OUTLINE OF THE FEASIBILITY REPORT 

A) Country and Sector Context 

- Key Development/sector problems to be addressed by the project 

Performance of related programs/projects 

B) Proposed Project Objectives {including key stakeholders as priority targets, and outcome indicators) 

C) Proposed Components/Key Features 

D) Approximate costs and financing framework 

E) Expected benefits 

F) Institutional Assessment, Arrangements, & Roles 

G) Assessments: Financial/Fiscal, Economic, Social, Environmental 

H) Potential Risks and Mitigation Measures 

I) Framework Operational/Implementation Plan 

J) Proposed schedule and arrangements for preparation 

K) Annexes: Detailed supporting information/analysis 
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S4 General, Agdash rayon N: I 

S5 Shusha Pedagogical University 
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C. School repair (repair of the 

buildings of the selected schools) 

D. Schoolfencing (fencing or repairing 

the fences in qualifying schools) 

E. Water provision (provision of or 

improvement of the existing water 

system in selected schools) 

F. ... 
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Introduction 

This study (data management system, or DMS) can be done within one 
region and/or one type of schools (for universities or preschools and etc) 
only, or to decide the allocations within one investment type only. 

Additional efficiency, however, derives from expanding the area and 
application of the system to include more school types and investment 
options, and more regions, till the state border. 

All the investments in the education sector are divided between the 
construction of new schools and rehabilitation of existing schools. 
Rehabilitation of existing schools is a more composite investment and takes 
accordingly more space in this study. Different rehabilitation projects are 
compared with each other for different schools, and then the costs and 
benefits of construction the new school are compared with the costs and 
benefits of rehabilitation of the schools that would yield the same output. 

Conventional numbers (Sl, 52, ... 59, ... ) are applied to indicate the schools 
throughout the spreadsheets. 

Made up data are provided in here and in the next input data tables, and 
they all can be varied to observe the changing effects in the output data 
for the training and demonstration purposes. 

How much to spend and how to spend. 
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I 

OMS - 1: ENTRY DATA 

A. School data 

Schools I Sl S2 S3 S4 SS S6 S7 SB 
Number of pupils I 188 966 SSS l,OSO 444 766 109 7SS 

School type I P p v G u M G G 

Location I R I R I R I s I s I s I u I u 
Expected population decline y y N N N N N N 

New similar school plan N N N N N N N N 

Other development factors N N N y y y N N 

Building condition 50% 70% 70% 70% 50% 70% 80% 90% 

Fences 80% 70% 80% 70% 100% SO% SO% 80% 

Water system 80% 70% 80% 60% 80% 60% 80% 100% 

Canteen 80% 50% 100% 60% 80% 80% 60% 100% 

Gym 80% 70% 100% 60% 80% 50% 80% 100% 

Electricity 80% 50% 100% 100% 100% 100% 80% 100% 

Lavatory 80% 80% 100% 100% 100% 100% 90% 100% 

Library 80% 80% 100% 100% 100% 100% 60% 80% 

Labs 80% 80% 100% 100% 100% 100% 60% 80% 

Teaching materials 80% 80% 100% 70% 70% 50% 70% 70% 

other inventory 80% 80% 100% 70% 70% 100% 70% 70% 

other facilities 80% 80% 60% 70% 70% 100% 70% 70% 

Classrooms 3 17 14 20 6 15 3 13 

Computers 0 0 15 22 15 20 0 15 

English teachers 1 3 2 4 2 3 1 2 
... ... . .. . .. ... ... ... ... ... 

Coding: 
School type: P =Preschool, G = General, V = Vocational, T Technical, B Boarding, M Music, U = University 
Location: R = Rural, S Suburban/rayon, U Urban 
Development factors: 0 none, l exist 

2 

S9 1 ... 
888 1 ... 

u I ... 
u ... 

N ... 
N ... 
N ... 

100% ... 

50% ... 
80% ... 
80% ... 

80% ... 
80% ... 
100% ... 

100% ... 

100% ... 
80% ... 
80% ... 
80% ... 

8 ... 
30 ... 
3 
. .. .. . 



DMS - 1: ENTRY DATA 2 

A. Real data* 

Schools S1 S2 S3 S4 SS S6 S7 ;SS I S9 1 ... 

Number of pupils 188 966 555 1,050 444 766 109 755 I 888 1 ... 

School type p p v G u M G G I u 1 ... 
P = Preschool, G = General, V = Vocational, T = Technical, B = Boarding, M = Music, U .; University 

Location R R R s s s u u I 
R =Rural, 5 = Suburban/rayon, 

Development factors 
Expected population decline y y N N N N N N 

New similar school plan N N N N N N N N 

Other factors N N N y y y N N 

*school and the area development input data from statistical and other databases 

1. These are the core data referred throughout the system. All other data are adjusted and calculated 

based on this data and development priorities. 

2. Development factors can be expanded to include the identification of post-war zones, relatively poor 
areas, low-access areas, tourist zones and so forth. More factors need to be identified to minimize the 

use of "other factors" to have more consistent data and to be able to assign different weights (see the 

subjective judgments page) for different factors. 

3. Any score assigned to "other factors" needs to be footnoted and explained. Here, for example, the 

schools 85 and S6 get points because they are in post-war zones, and the school 84 gets a point because 

I have studied there.) 

4. Development factors concern the school coverage area during strategic development plan period. 

I 

u 1 ... 
U =Urban 

N 

I::: N 

N ... 



DMS - 1 : ENTRY DATA 3 

B. School condition * 
Schools I 51 52 53 54 SS 56 S7 SS S9 I ... 

Current status 

1. Countable data 
Classrooms 3 17 14 20 6 15 3 13 8 ... 
Computers 0 0 15 22 15 20 0 15 30 ... 

English teachers 1 3 2 4 2 3 1 2 3 ... 
... ... ... ... . .. ... ... .. . ... ... . .. 

2. Uncountable data 
Facility condition 0% = worst/absent, 100% =up to the sector standards, or best among schools 

BuildinCJ condition 50% 70% 70% 70% 50% 70% 80% 90% 

Fences 80% 70% 80% 70% 100% 50% 50% fl0% 
Water system 80% 70% 80% 60% 80% 60% 80% 100% 

Canteen 80% 50% 100% 60% 80% 80% 60% 100% 
Gym 80% 70% 100% 60% 80% 50% 80% 100% 

Electricity 80% 50% 100% 100% 100% 100% 80% 100% 

Lavatory 80% 80% 100% 100% 100% 100% 90% 100% 

Ubrarv 80% 80% 100% 100% 100% 100% 60% 00% 

Labs 80% 80% 100% 100% 100% 100% 60% BO% 

Teaching materials 80% 80% 100% 70% 70% . -- - 70% :10% 

Other Inventory 80% 80% 100% 70% 70% 100% 70% 70% 

Other facilities 80% 80% 60% 70''1/o 70% 100% 70% 70% 

•school input data from field study, pas/ and ongoing projects and expert opinions 

J. F aci/ity /isl can be expanded to include conditions (backlogs of corresponding conditions, indeed) of 
drainage, heating system, safety system and etc. List is kept short here for better visual perception of lab/es. 

2. The more identification of different factors (such as to have condition of ceilings, condition of walls and 
condition of floors instead of building condition) and breaking down "other inventory" and "other facilities" 
will lead to more efficiency by differentiating the allocation/projects among different needs, by allowing lo 
apply different weights to determine the needs, and by minimizing the subjective approach and having more 
consistent methodology to compare and allocate money to various conditions. 

3. Any score assigned to "other factors'' needs to be footnoted and explained. Here.for example, the 
schools S5 and S6 get scores because they are in post-war zones, and school 86 gets additional score 
for its location in a high poverty zone. 

4. Conditions are determined against the set standards, requirements, or admissible/target conditions during 
the field monitoring studies by the expert groups. 

5, When the standards for the particular condition are not established by the time of the study schools can be 
compared against each other, and percentages reflecting the backlogs in relative conditions can be applied. 
And often the standards or just measures reflecting the relative conditions of the facilities can be developed 
during the very field studies. 

For instance, criteria such as availability of tap water, drinking water, piping adequacy (indoorloutdo01~ 

insulation, use of corrosion-proof and leak·proof materials, valves and fittings used, earthing and etc), 
water tank and pump, artesian and etc can be used to gauge the relative quality and corresponding backlog 
of the water system at the school of study. 

6. The formatting can be set so that the facility conditions with less than certain percentage (let's say, 50%) 

100% 
50% 
80% 
80% 
80% 
80% 
100% 
100% 
100% 
80% 
80% 
80% 

turn red. This is to immediately attract the attention so that the sector may offer quicker response to thoYe needs. 
By the same token, formatting may turn the conditions over the set percentage (let's say, 85%) into the greeen color, 
to indicate that these conditions do not need a special attention at this stage, and the resources can be saved 
for the preparation of projects to address those needs. And cost estimates and more detailed facility inspection 
can be conducted only for non·green items in the table. We will keep however all the options for training 
possibilities. 

7. Uncountable data is also quantified using the consistent facility inspection checklists, to make the comparisions 
and informed decisions possible about the conditions and the projects (allocations) aiming to enhance those 
conditions. 

... 

... 

... 

... 

... 

... 

... 

... 

... 

... 

... 

... 



OMS - 1 : ENTRY DATA 6 

C. Sector targets and priorities * 
Investment options identified in A. School B. New C. School D. School E. Water F. 

the sector: exoansion com outer reoair fencina o:rovision ... 
I. SECTOR BENCHMARKS target/ admissi hie ratios [classroom-to-pupil, computer-to-pupil ... ] 
1. School type : class/pupil comp/pupil N/A N/A N/A ... 

p Preschool 1/40 0 ... 
(:j General 1/30 1/20 ... 
v Vocational 1/25 1/20 ... 
T Technical 1/25 1/15 ... 
~ 

~ 
1/25 1/15 ... 

M 1/25 1/40 ... 
u university 1/25 1/15 ... 

II. BUDGET ALLOCATION overall Initial, AZN: 48,000 overall after ranking, AZN: 45,400 
Initial,% 10% 15% 25% 25% 25% ... 

initial, AZN 4,800 man. 7,200 man. 12,000 man. 12,000 man. 12,000 man. . .. 
after rankinq the investments % 12% 11% 31% 16% 29% ... 

after rankino the investments. AZl\I 5,400 man. 5,000 man. 14,000 man. 8,000 man. 13,000 man. . .. 
III. INVESTMENT PREFERENCES coefficients [of investment utility; rank between fnvestment options] 
Priority index (as ut1litv value) 1.40 1.00 1.20 1.10 1.00 I ... 

• subjective judgment data based on sector/national priorities and expert opinions 



DMS - 1 : ENTRY DATA 

D. Complementary factors of need * 
Investment options identified in A. School B. New C. School D. School E. Water 

the sector: expansion computer repair fencing provision 
1. School type : 

p Preschool 10% 0% 0% 0% 0% 
G General 0% 0% 0% 0% 0% 
v Vocational 10% 0% 0% 0% 0% 
T Technical 0% 0% 0% 0% 0% 
B Boarding 5% 5% 5% 0% 0% 
M Music 3% 3% 3% 0% 0% 
u University 0% 0% 0% 0% 0% 

" , ...• ax:~ooss10,e. scnoo1.cvceu10.aex+ .. .. 
. 

2. Location : 
R Rural 10% 5% 5% 0% 5% 
s Suburban/rayon 5% 0% 0% 0% 5% 
u Urban 0% 0% 0% 0% 0% 

U) ••·' .... .. J.•max;Doss1me.:1ocat1on:'lnaex~ _ ..... , __ l"t-1;::-:·.;'-·.:(·:>::-:: '"•· 

3. Development factors : 
Expected population decline 5% 0% 0% 0% 0% 

New similar school plan 15% 0% 0% 0% 5% 
Other factors 0% 10% 0% 0% 5% 

· ·1naxrpass101e·:aeve.1opment::1naex· ... .. 

4. Condition : 
School average gap in % 0% 15% 15% 10% 20% 

.•.. ······ ax}J:Joss101e.,cona1.r1onxmaex1 ·' ~ -
·'·· 

Allocation preference 0.00 0.00 0.00 0.00 0.00 
wax~poss10.1e·<; ,encacv1m .,, , ... ,. 

• subjective judgment data based on sector/national priorities and expert opinions 

I. Complementary index is the product of school type index, location index, development index and condition index 
(indices of all elements comprising the complementary factors). 
2. Blue areas are check up calculations: to help to balance between the weights and coefficients of complementary factors; 
and to ensure that total shares of allocations among different investment types make a/together up I 00%. 
3. Development index is calculated by summing all the weights that apply and then adding I. 
4. Condition index is the product of the average deficiency in the school condition and the weight, plus I. 

6 

F. ... 
... 
... 
... 
... 
... 
... 
... 

. .. 

... 

... 

... 
... 

... 

... 

... 
'Y 

... 



DMS - 1: ENTRY DATA 7 

D. Cost estimates [costs of implementation of every project at every school] * 
Costs are shown in thousand manats 

Schools 51 I 52 I 53 I 54 I SS I 56 I 57 I SS I S9 I ... 

Projects marginal cost [MC, cost of one unit of the project implementation] 

A. School expansion [cost of adding a classroom] 
1st classroom #N/A I 1.0 I 0.8 I 1.0 I 1.2 I 1.0 I 1.2 I 1.3 

everv other classroom #N/A I 1.0 I 0.8 I 1.0 I 1.2 I 1.0 I 1.1 I 1.2 

B. Computerization [cost of adding a set of 2 computers] 
set of 2 computers 1.0 I 1.0 I 1.0 I 1.0 I 1.0 I 1.0 I 1.0 I 1.4 

C. Repair [cost of the suggested repair of the school building] 
suggested repair 4.0 I 5.0 I 4.0 I 5.0 I 5.0 I 5.0 I 3.0 I 2.0 

D. Fencing [cost of fencing or repairing the fence] 

suaaested job 2.5 I 4.0 I 4.0 I 4.0 I 1.0 I #N/A I #N/A I #N/A 

E. Water provision [cost of water provision or suggested repair In the system] 
suggested job 5.0 I 3.0 I 2.0 I 5.0 I 9.5 I 3.0 I 1.5 I #N/A 

F . ... 

* data from expert opinions, project undertaking agencies, past, current and proposed projects, 
and statistical or other sources 

Condition expected after the allocation 

I 1.6 I ... 
I #N/A I ... 

I 1.0 I ... 

I #N/A I ... 

I #N/A I ... 

I #N/A I ... 

Facility condition 0% =worst/absent, 100% =up to the sector standards, or best among schools 

Building condition 80% 90% 90% 90% 60% 80% 100% 100% 100% ... 
Fences 100% 95% 100% 95% 100% 90% 90% 100% 90% ... 

Water system 100% 100% 100% 95% 95% 90% 100% 100% 100% ... ... ... ... ... ... ... ... ... .. . . .. . .. 



OMS ~ 2 : DEFICIENCY ANALYSIS 

A. Gap estimation 

Schools Sl S2 S3 S4 SS S6 57 58 59 
Number of pupils 188 966 555 1050 444 766 109 755 888 

A. New classroom: 
Available classrooms 3 17 14 20 6 15 3 13 8 

Admissible ratio 1/40 1/40 1/25 1/30 1/25 1/25 1/30 1/30 1/25 
Tarciet number 5 24 22 35 18 31 4 25 36 

Gap 2 7 8 15 12 16 1 12 28 
Gap in% 36% 30% 37% 43% 66% 51% 17% 48% 77°/o 

B. New computer: 
Available computers 0 0 15 22 15 20 0 15 30 

Admissible ratio 0 0 1/20 1/20 1/15 1/40 1/20 1/20 1/15 
Target number 0 0 28 53 30 19 5 38 59 

Gap 0 0 13 31 15 -1 5 23 29 
Gap in% 0% 0% 46% 58% 49% -40/o 1000/o 60% 49% 

c. School repair: 
gap% 50% 30% 30% 30% 50% 30% 20% 10% 00/o 

o. Fencing: 
qap % 20% 30% 20% 30% OOJb 50% 50% 20% 50% 

E. Water: 
gap% 20% 30% 20% 40% 20% 40% 20% 0% 20% 

F . ... 

/. Gap (or deficiency) is the difference between the admissible (or target) value and what is available. 

2. Gap in % measures and indicates how much in percentage terms there remains to get to the admissible condition. 
It is calculated by dividing the gap to the admissible/target value. 

3. Relative gap translates both into the need and the utility. And its calculation and use have respectively, both equity 
and efficiency implications: 

A. From the efficiency point, allocating the investments into the schools with greater backlog increases the investment 
utility, since those with the higher deficiency are in more need and enjoy more utility from the same output (lmv of 
economics of diminishing marginal utility). 

B. From the equity perspective, again, it is more reasonable and desirable to divert the allocations to the schools with 
greater deficiency (as the more deficiency, the more need is), and here the relative gap adds to the value of the need 
calculated in here. 

4. The floor of 10% and ceiling o/70% are applied to filter out, or just for the spreadsheet to emphasize the schools with 
too low and too high relative gaps of the particular investment type. 

Relative gap turns green when it is less than 10%, and it turns red when exceeds 70%. These thresholds can be varied 

depending on our will of how many investments we want to remove from the analysis at this stage and our sense and 
judgment of urgency and what can be called negligible. 

The schools with the highest relative gap may need more immediate steps, without further study to save unnecessary 
efforts and time for the decision. The schools with too low relative gap will obviously not be considered as the part 
of the investment program and also can be excluded from the rest of the analysis, including the analysis of complementary 
factors and the cost estimation. 

For the sake of the training and demonstrations, however, we will keep all the schools in the rest of the analysis. 
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OMS - 1 : DEFICIENCY ANALYSIS 3 

B. Gap 0/o 

Schools $1 $2 S3 $4 SS S6 S7 SS 59 ... mean weighted SD 

Building condition 50% 30% 30% 30% 50% 30% 20% 10% 0% ... 28% 25% 16% 

Fences 20% 30% 20% 30% 0% 50% 50% 20% 50% ... 30% 31% 17% 

Water svstem 20% 30% 20% 40% 20% 40% 20% 0% 20% ... 23% 25% 12% 

Canteen 20% 50% 0% 40% 20% 20% 40% 0% 20% ... 23% 25% 17% 

Gym 20% 30% 0% 40% 20% 50% 20% 0% 20% ... 22% 25% 16% 

Electricity 20% 50% 0% 0% 0% 0% 20% 0% 20% ... 12% 13% 17% 

Lavatory 20% 20% 0% 0% 0% 0% 10% 0% 0% ... 6% 4% 9% 

Library 20% 20% 0% 0% 0% 0% 40% 20% 0% ... 11% 7% 15% 

Labs 20% 20% 0% 0% 0% 0% 40% 20% 0% ... 11% 7% 15% 

Teaching materials 20% 20% 0% 30% 30% 50% 30% 30% 20% ... 26% 26% 13% 

Other inventory 20% 20% 0% 30% 30% 0% 30% 30% 20% ... 20% 20% 12% 

Other facilities 20% 20% 40% 30% 30% 0% 30% 30% 20% ... 24% 23% 11 

Classrooms 36% 30% 37% 43% 66% 51% 17% 48% 77% ... 45% 48% 18% 

Computers 0% 0% 46% 58% 49% -4% 100% 60% 49% ... 51% 45% 31% 

English teachers n/a n/a n/a n/a n/a n/a n/a n/a n/a ... nla nla n/a 
... ... ... ... ... ... ... . .. ... ... . .. ... . .. . .. 



OMS - 2: NEED ANALYSIS 

8. Complementary index {CI) calculation [all investment options compiled] 

Schools Sl S2 S3 54 SS 56 S7 SS 59 

A. School exoansion 
School condition index 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 

School type Index 1.1 1.1 1.1 1.0 1.0 1.0 1.0 1.0 1.0 
School location Index 1.1 1.1 1.1 1.1 1.1 1.1 1.0 1.0 1.0 

Development Index 1.1 1.1 1.0 1.0 1.0 1.0 1.0 1.0 1.0 
Cl 1.27 1.27 1.21 1.05 1.05 1.08 1.00 1.00 1.00 

Adjusted CI 1.16 1.16 1.10 0.96 0.96 0.98 0.91 0.91 0.91 

8. Comouterization 
School type index 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 

School location index 1.1 1.1 1.1 1.0 1.0 1.0 1.0 1.0 1.0 
Develooment index 1.0 1.0 1.0 1.1 1.1 1.1 1.0 1.0 1.0 

School condition index 1.0 1.0 1.0 1.0 1.0 1.0 1.1 1.0 1.0 
Cl 1.08 1.09 1.07 1.14 1.14 1.17 1.05 1.03 1.03 

Adjusted Cl 1.00 1.00 0.98 1.05 1.04 1.07 0.96 0.94 0.95 

C. Repair 
School type index 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 

School location index 1.1 1.1 1.1 1.0 1.0 1.0 1.0 1.0 1.0 

Development index 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 

School condition index 1.0 1.0 1.0 1.0 1.0 1.0 1.1 1.0 1.0 

Cl 1.08 1.09 1.07 1.04 1.03 1.06 1.05 1.03 1.03 
Adiusted Cl 1.03 1.03 1.02 0.99 0.98 1.01 1.00 0.98 0.98 

D. Fencing 
School type Index 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 

School location index 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 

Development Index 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 

School condition index 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 

Cl 1.02 1.03 1.01 1.03 1.02 1.02 1.03 1.02 1.02 

Adiusted CI 1.00 1.00 0.99 1.00 1.00 1.00 1.01 1.00 1.00 

E. Water 
School type index 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 

School location Index 1.1 1.1 1.1 1.1 1.1 1.1 1.0 1.0 1.0 

Development Index 1.0 1.0 1.0 1.1 1.1 1.1 1.0 1.0 1.0 

School condition Index 1.0 1.1 1.0 1.1 1.0 1.0 1.1 1.0 1.0 

Cl 1.10 1.11 1.08 1.16 1.15 1.15 1.07 1.04 1.05 
Adjusted Cl 1.00 1.01 0.98 1.06 1.05 1.05 0.97 0.95 0.95 

F . ... 

1. Corresponding condition and coefficient from input data are taken into account in complementary index calculations. 

2. Complementary index is the product of indices of all complementary factors of the corresponding school. 

3. Adjusted CJ is calculated by dividing the CJ to the geometric mean of all CJs, so that the product of all adjusted CJs 
equals to 1 (this is to ensure that the CJs calculated based on the judgments within each investment option does not 
deteriorate decisions of a/location between the investment options), and then multiplying by the allocation preference 
for a project. 

4. Adjusted CJ, applied to the relative gap, adds the effects of complementary factors to the value of need. 
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OMS - 2: NEED ANALYSIS 

c. Complementary index (CI) calculation, EXAMPLE: School repair project 

Schools 51 52 53 54 SS 56 S7 SS 59 

Complementary factors indices 
1. Facility index #REFI #REF! #REF! #REFI #REF! #REF! #REF! #REF! #REF! 

#REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! 

#REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! 

#REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! 

#REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! 

#REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! 

#REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! 

#REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! 

#REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! 

#REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! 

#REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! 

#REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! 

#REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! 

2. School type #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! 

3. Location #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! 

4. Development index #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! 

Population decline #VALUE! #VALUE! #VALUE! #VALUE! #VALUE! #VALUE! #VALUE! #VALUE! #VALUE! 

New same-type school #VALUE! #VALUE! #VALUE! #VALUE! #VALUE! #VALUE! #VALUE! #VALUE! #VALUE! 

Other factors #VALUE! #VALUE! #VALUE! #VALUE! #VALUE! #VALUE! #VALUE! #VALUE! #VALUE! 

Cl #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! 

Adjusted CI #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! 

I. Corresponding condition and coefficient from input data are taken into account in complementary index calculations. 

2. Complementary index is the product of indices of all complementary factors of the corresponding school. 

3. Adjusted er is calculated by dividing the er to the geometric mean of all crs, so that the product of all adjusted crs equals 
to I. This is to ensure that the crs calculated based on the judgments within each investment option does not deteriorate 

decisions of allocation between the investment options. 

4. Adjusted CI, applied to the relative gap, adds the effects of complementary factors to the value of need (later reflected in a 
composite measure called need index). 
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OMS - 2: NEED ANALYSIS 

D. Need index calculation 

Schools 51 52 53 S4 SS 56 57 SS 59 
A. School expansion 

Facility index #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! 

School type index #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! 

Location Index #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! 

Development Index #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! 

CI #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! 

Adjusted CI #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! 
Gap in% 36% 30% 37% 43% 66% 51% 17% 48% 77% 

Need index #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! 

B. Computerization 
Facility index #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! 

School type index #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! 

Location index #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! 

Development index #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! 

CI #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! 

Adjusted CI #REF! #REF! #REF! #REF! #REF! #REF! #REF! #R.EF! #REF! 
Gap In% #DIV/0! #DIV/0! 46% 58% 49% #N/A 100% 60% 49% 

Need index #DIV/O! #DIV/O! #REF! #REF! #REF! #N/A #REF! #REF! #REF! 

c. Repair 
Facility index #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! 

School type index #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! 

Location Index #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! 

Development Index #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! 

CI #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! 

Adjusted CI #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! 
Gap in% #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! 

Need index #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! 

D. Fencing 
Facility Index #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! 

School type index #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! 

Location index #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! 

Development index #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! 

CI #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! 

Adjusted CI #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! 
Gap in% #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! 

Need index #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! 

E. Water 
Facility index #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! 

School type Index #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! 

Location index #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! 

Development index #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! 

CI #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! 

Adiusted CI #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! 
Gap in% #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! 

Need index #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! 

F . ... 

1. Need index indicates the value of need and is the product of the adjusted Cl and the relative gap. 

2. The floor o/0.2 and ceiling of 0.5 are applied to filter out, or just/or the spreadsheet to emphasize the schools with 
too low and too high need indices of the particular investment type. 

Need index turns green when it is less than 0.2, and it turns red when exceeds 0.5. These thresholds can be varied 

depending on our will of how many investments we want to remove from the analysis at this stage and our sense and 
judgment of urgency and what can be called negligible. 

The schools with the highest need index may need more immediate steps, without further study to save unnecessary 
efforts and time/or the decision. The schools with too low need index will obviously not be considered as the part 
of the investment program and also can be excluded from the rest of the analysis, including the cost estimation. 

For the sake of the training and demonstrations, however, we will keep all the schools in the rest of the analysis. 

11 

... 

... 

... 

... 

... 

... 

... 

... 

... 

... 

... 

... 

... 

... 

... 

... 

... 

... 

... 

... 

... 

... 

... 

... 

... 

... 

... 

... 

... 

... 

... 

... 

... 

... 

... 

... 

... 

... 

... 

... 

... 



DMS - 3 : COST-BENEFIT ANALYSIS 

A. Calculation of marginal progresses from investments 

Schools Sl S2 S3 S4 SS S6 S7 SS S9 
Number of pupils 188 966 555 1050 444 766 109 755 888 

A. New classroom: 
Admissible ratio 1/40 1/40 1/25 1/30 1/25 1/25 1/30 1/30 1/25 
Target number 5 24 22 35 18 31 4 25 36 

Marninal proqress 21% 4% 5% 3% 6% 3% 28% 4% 3% 

B. New computer: 
Admissible ratio 0 0 1/20 1/20 1/15 1/40 1/20 1/20 1/15 
Taraet number 0 0 28 53 30 19 5 38 59 

Marninal progress #DIV/01 #DIV/01 7% 4% 7% 10% 37% 5% 3% 

C. School rei>air: 
Marginal progress #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! 

D. Fencina: 
Marginal progress #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! 

E. Water: 
Marginal progress #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! 

F . ... 

1. Marginal progress is the effectiveness expressed in percentages, i.e. how much improvement is expected from the 
investment relative to the target siyuation, in percentage terms. It is calculated by deviding the change offered by 
the project (1 classroom, 2 computers, and etc) to the target number/condition. 
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DMS - 3 : COST-BENEFIT ANALYSIS 

B. Effectiveness-to-cost ratio {E/C) calculation 
costs are shown in manats, unless otherwise specified 

Schools 51 52 53 54 SS 56 57 SS 59 
Number of pupils 188 966 555 1050 444 766 109 755 888 

A. New classroom: 
Marginal progress 21.3% 4.1% 4.5% 2.9% 5.6% 3.3% 27.5% 4.0% 2.8% 

Marginal cost #N/A 1000 800 1000 1200 1000 1200 1300 1600 
Cost per student #N/A 1.0 1.4 1.0 2.7 1.3 11.0 1.7 1.8 
E/C ('000 man) 0 40 31 30 21 25 25 23 16 

B. New computer: 
Marginal progress #DIV/O! #DIV/O! 7.2% 3.8% 6.8% 10.4% 36.7% 5.3% 3.4% 

Marginal cost 1000 1000 1000 1000 1000 1000 1000 1400 1000 
Cost per student 5.3 1.0 1.8 1.0 2.3 1.3 9.2 1.9 1.1 
E/C ('000 man) 0 0 40 40 30 80 40 29 30 

C. School repair: 
Marginal progress #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! 

Marginal cost 4000 5000 4000 5000 5000 5000 3000 2000 #N/A 
Cost per student 21.3 5.2 7.2 4.8 11.3 6.5 27.5 2.6 #N/A 

E/C ('000 man) 0 0 0 0 0 0 0 0 0 

D. Fencing: 
Maminal progress #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! 

Marginal cost 2500 4000 4000 4000 1000 #N/A #N/A #N/A #N/A 
Cost per student 13.3 4.1 7.2 3.8 2.3 #N/A #N/A #N/A #N/A 
E/C ('000 man) 0 0 0 0 0 0 0 0 0 

E. Water: 
Marginal progress #REF! #REF! #REF! #REF! #REFI #REF! #REF! #REF! #REF! 

Marginal cost 5000 3000 2000 5000 9500 3000 1500 #N/A #N/A 
Cost per student 26.6 3.1 3.6 4.8 21.4 3.9 13.8 #N/A #N/A 
E/C ('000 man) 0 0 0 0 0 0 0 0 0 

F •••• 

1. Effectiveness, expressed as progress in here is the improvement expected towards the target after the investment is 
allocated; it is the percentage share within the standard condition. 

2. EiC is the effectiveness (or progress) divided by the cost per student, and indicates the expected effectiveness 
per manat allocated to each student. 
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DMS - 3 : COST-BENEFIT ANALYSIS 

c. Utility-to-cost ratio (U/C) calculation and prioritization 
costs are shown in manats, unless otherwise specified 

Schools Sl S2 53 S4 SS S6 S7 SS S9 
Number of pupils 188 966 555 1050 444 766 109 755 888 

A. New classroom: 
Marginal progress 21% 4% 5% 3% 6% 3% 28% 4% 3% 

Need index #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! 
Utility index #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! 

Cost per student #N/A 1.0 1.4 1.0 2.7 1.3 11.0 1.7 1.8 
U/C ('000 man) n/a n/a n/a n/a n/a n/a n/a n/a n/a 

Allocation 

B. New computer: 
Marginal progress #DIV/0! #DIV/O! 7% 4% 7% 10% 37% 5% 3% 

Need index #DIV/O! #DIV/0! #REF! #REF! #REF! #N/A #REF! #REF! #REF! 

Utility index #DIV/01 #DIV/O! #REF! #REF! #REF! #N/A #REF! #REF! #REF! 
Cost per student 5.3 1.0 1.8 1.0 2.3 1.3 9.2 1.9 1.1 
U/C ('000 man) n/a n/a n/a n/a n/a n/a n/a n/a n/a 

Allocation 

C. School repair: 
Marginal progress #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! 

Need index #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! 

Utility index #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! 

Cost per student 21.3 5.2 7.2 4.8 11.3 6.5 27.5 2.6 #N/A 

U/C ('000 man) n/a n/a n/a n/a n/a n/a n/a n/a n/a 
Allocation 

D. Fencing: 
Marginal progress #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! 

Need index #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! 

Utility index #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! 
Cost per student 13.3 4.1 7.2 3.8 2.3 #N/A #N/A #N/A #N/A 
U/C ('000 man) n/a n/a n/a n/a n/a n/a n/a n/a n/a 

Allocation 

E. Water: 
Marginal proCJress #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! 

Need index #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! 

Utility index #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! 

Cost per student 26.6 3.1 3.6 4.8 21.4 3.9 13.8 #N/A #N/A 

U/C ('000 man) n/a n/a n/a n/a n/a n/a n/a n/a n/a 
Allocation 

F •••• 

1. UIC is the product of EiC, the need index and the utility value {priority index) for the investment type. Or it is 
the ratio of utility index over the cost per student. It indicates the utility expected per manat invested per student. 

2. Utility index measures the project marginal utility that is a more complex measure than the effectiveness; it is 
a composite of both the change/impact expected/ram an allocation decision (quantity expressed as effectiveness) 
and the utility gained/ram the unit of that change. Utility index is the product of progress {effectiveness), need 
index and utility value (priority index) for the investment type. 

3. Priority goes to the school with the highest UIC. 
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OMS - 4: RANKING INVESTMENTS OPTIONS SEPARATELY 

A. New classroom project. Budget allocation limit: AZN 5.7 K costs are shown In thousand manats 

priority marginal total 
Schools Sl S2 S3 S4 SS S6 S7 SB 

rank 
school cost cost 

U/C Total# of 
allocations 

0 0 0 0 0 0 0 0 

Gap 2 7 8 15 12 16 1 12 

1 n/a 0.0 0.0 - MC nla 1.0 0.8 1.0 1.2 1.0 1.2 1.3 
VIC nla nla nla nla nla nla nla nla 

Allocation 
Gap 2 7 8 15 12 16 1 12 

2 n/a 0.0 0.0 
MC nla 1.0 0.8 1.0 1.2 1.0 1.2 1.3 -

nla nla nla nla nla nla VIC nla nla 
Allocation 

Gap 2 7 8 15 12 16 1 12 

3 n/a 0.0 0.0 
MC nla 1.0 0.8 1.0 1.2 1.0 1.2 1.3 -

VIC nla nla nla nla nla nla nla nla 
Allocation 

Gap 2 7 8 15 12 16 1 12 

4 n/a 0.0 0.0 
MC nla 1.0 0.8 1.0 1.2 1.0 i.2 1.3 -

VIC nla nla nla nla nla nla nla nla 
Allocation 

Gap 2 7 8 15 12 16 1 12 

5 n/a 0.0 0.0 
MC nla 1.0 0.8 1.0 1.2 1.0 1.2 1.3 -

VIC nla nla nla nla nla nla nla nla 
Allocation 

Gap 2 7 8 15 12 16 1 12 

6 n/a 0.0 0.0 
MC nla 1.0 0.8 1.0 1.2 1.0 1.2 1.3 -

VIC nla nla nla nla nla nla nla nla 
Allocation 

Gap 2 7 8 15 12 16 1 12 

7 n/a 0.0 0.0 
MC nla 1.0 0.8 1.0 1.2 1.0 1.2 1.3 

-
nla nla nla nla nla nla UIC nla nla 

Allocation 
Gap 2 7 8 15 12 16 1 12 

8 n/a 0.0 0.0 
MC nla 1.0 0.8 1.0 1.2 1.0 1.2 1.3 -

nla nla nla VIC nla nla nla nla nla 
Allocation 

Gap 2 7 8 15 12 16 1 12 

9 n/a 0.0 0.0 
MC nla 1.0 0.8 1.0 1.2 1.0 1.2 1.3 -

nla nla nla nla nla nla nla nla VIC 
Allocation 

Gap 2 7 8 15 12 16 1 12 

10 n/a 0.0 0.0 
MC nla 1.0 0.8 1.0 1.2 1.0 1.2 1.3 -

VIC nla nla nla nla nla nla nla nla 
Allocation 

Gap 2 7 8 15 12 16 1 12 

11 n/a 0.0 0.0 
MC nla 1.0 0.8 1.0 1.2 1.0 1.2 1.3 -

VIC nla nla nla nla nla nla nla nla 
Allocation 

Gap 2 7 8 15 12 16 1 12 

12 n/a 0.0 o.o MC nla 1.0 0.8 1.0 1.2 1.0 1.2 1.3 -
VIC nla nla nla nla nla nla nla nla 

Allocation 
······ 

i!1'~18'il~ll~~~'1i 
••Ga 8 :15 12' 16 ..... 12 ><···.· ··•··· 

·::.·:·:·::; 

.············ MC nla <0.8 t.2 _._.·: .. .;.;.:.·- .. · :: .. +1;2 t:3 ..•.. .... ·::.:·=- .~.:.: .. : :;: 

•·7- .. --,.- ..... '/U/C n/a n/a• n/a· n/a n/a n/a n/a 'n/a .........• / I·• •.•• L :( ····'·· :·::. :: ::: ...... I : : . : . ' .... : :·~:: . : : : . : . "./location .. . ... . ........... ·.;...:..:<:• • • t• i;/ ''.•. L .······ . 
:.: .....•... ::· . .. . .............. 

/or more steps drag the blue area down ajter selecting it 

I. Total cost turns red when exceeds the sector allocation for the investment type 

2. Priority a/locations are those situated above the step where the total (cumulative) cost exceeds the budget a/location, 
i.e. where it turns red. 
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DMS • 4: RANKING INVESTMENTS OPTIONS SEPARATELY 

B. New computer project. Budget allocation limit: AZN 

priority marginal total 
rank school cost cost 

1 n/a a.a a.a 

2 n/a a.a a.a 

3 n/a a.a a.a 

4 n/a a.a a.a 

5 n/a a.a a.a 

6 n/a a.a a.a 

7 n/a a.a a.a 

8 n/a a.a a.a 

9 n/a a.a a.a 

10 n/a a.a a.a 

11 n/a a.a a.a 

12 n/a a.a a.a 

Schools Sl S2 
U/C Total # of 

a/locations 
0 0 

Gap #NIA #NIA 

a.a 1.0 
nla 

MC 1.0 
VIC nla 

Allocation 
Gap #NIA #NIA 
MC 1.0 a.a 

VIC nla 
1.0 

nla 
Allocation 

Gap #NIA #NIA 
MC 1.0 a.a 

VIC nla 
1.0 
nla 

Allocation 
Gap #NIA #NIA 
MC 1.0 a.a 

VIC nla 
1.0 
nla 

Allocation 
Gap #NIA #NIA 
MC 1.0 a.a 

VIC nla 
1.0 
nla 

Allocation 
Gap #NIA #NIA 
MC 1.0 a.a 

VIC nla 
1.0 
n/a 

Allocation 
Gap #NIA #NIA 
MC 1.0 a.a 

VIC nla 
1.0 
nla 

Allocation 
Gap #NIA #NIA 
MC 1.0 a.a 

VIC nla 
1.0 
nla 

Allocation 
Gap #NIA #NIA 
MC 1.0 a.a 

VIC nla 
1.0 
nla 

Allocation 
Gap #NIA #NIA 
MC 1.0 a.a 

VIC nla 
1.0 
nla 

Allocation 
Gap #NIA #NIA 
MC 1.0 a.a 

VIC nla 
1.0 
nla 

Allocation 
Gap #NIA #NIA 

VIC nla 
MC 1.0 a.a 1.0 

nla 
Allocation 

5.3 K 

S3 S4 

0 0 

13 31 
1.0 1.0 
n/a nla 

13 31 
1.0 1.0 
nla nla 

13 31 
1.0 1.0 
nla nla 

13 31 
1.0 1.0 
nla nla 

13 31 
1.0 1.0 
nla nla 

13 31 
1.0 1.0 
n/a nla 

13 31 
1.0 1.0 
nla nla 

13 31 
1.0 1.0 
nla nla 

13 31 
1.0 1.0 
nla nla 

13 31 
1.0 1.0 
nla nla 

13 31 
1.0 1.0 
nla nla 

13 31 
1.0 1.0 
nla n/a 

I .. ··•·· •. ·.·.··.····.·.·.·.··.··.·.· .. ·.·.··.'.·.·.·.··.·.·.·.···.·'.·.·.··.·.·.·.··.·· .. ··.·.· .. · .. ·· .. · .... · ... ···G····· ..•.. ···.a·· •..••. • ..•.. p· •. · .•.•.•. ·•• .•. • •. ·· ;·~IV/An ••• #.IV/AL ··:13··· : : :3J 
•.•11.···ut::•l•Mc. t••1mn•·: 1ioc <1;0·.: ··• ;; 1uo•• 
w••::•·····trn••:;>rnUle· ........... ,... . .......... ,,,a .....•.•. ·. nitf•· 
Allocatlon·····:··············· 1········.-.············•····· .... 

for more steps drag the blue area down ajier selecting it 

1. Total cost turns red when exceeds the sector allocation for the investment type 

costs are shown in thousand manats 

SS S6 S7 SB S9 

0 0 0 0 0 

15 #NIA 5 23 29 
1.0 1.0 1.0 1.4 1.0 
nla nla n/a nla nla 

15 #NIA 5 23 29 
1.0 1.0 1.0 1.4 1.0 
nla nla nla nla nla 

15 #NIA 5 23 29 
1.0 1.0 1.0 1.4 1.0 
nla nla nla nla nla 

15 #NIA 5 23 29 
1.0 1.0 1.0 1.4 1.0 
nla nla nla nla nla 

15 #NIA 5 23 29 
1.0 1.0 1.0 1.4 1.0 
nla nla nla nla nla 

15 #NIA 5 23 29 
1.0 1.0 1.0 1.4 1.0 
nla nla nla nla nla 

15 #NIA 5 23 29 
1.0 1.0 1.0 1.4 1.0 
nla nla nla nla n/a 

15 #NIA 5 23 29 
1.0 1.0 1.0 1.4 1.0 
nla n/a nla n/a n/a 

15 #NIA 5 23 29 
1.0 1.0 1.0 1.4 1.0 
nla nla nla nla nla 

15 #NIA 5 23 29 
1.0 1.0 1.0 1.4 1.0 
nla nla nla nla nla 

15 #NIA 5 23 29 
1.0 1.0 1.0 1.4 1.0 
nla nla nla nla nla 

15 #NIA 5 23 29 
1.0 1.0 1.0 1.4 1.0 
nla nla nla nla nla 

15 ·#NIA: :23 29 
ED :no1n: i/1~4/i 110. 

·n1a nli.F 'Yiilii< .. ,. .. ,- •••• 
············ ............... ••·. 

2. Priority allocations are those situated above the step where the total (cumulative) cost exceeds the budget a/location, 

i.e. where it turns red. 



OMS - 4 : RANKING INVESTMENTS OPTIONS SEPARATELY 17 

c. School repair project. Budget allocation limit: AZN 14.8 K costs are shown in thousand manats 

rank priority marginal total 
school cost cost 

1 n/a 0.0 o.o 

2 n/a a.a o.a 

3 n/a a.a a.o 

4 n/a a.a a.a 

5 n/a a.a a.a 

6 n/a o.a a.a 

7 n/a a.a a.a 

8 n/a a.o a.a 

Schools SJ S2 S3 S4 SS S6 S7 SB S9 

U/C Total # of 
a/locations 

0 0 0 0 0 0 0 0 0 

Gap #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! ... 

0 
MC 4.0 5.0 4.0 5.0 5.0 5.0 3.0 2.0 n/a 

n/a n/a n/a n/a U/C n/a n/a n/a n/a n/a 
Allocation 

Gap #REF! #REF/ #REF/ #REF! #REF! #REF! #REF/ #REF! #REF! ... 
MC 4.0 5.0 4.0 5.0 5.0 a 5.0 3.0 2.0 n/a 

U/C n/a n/a n/a n/a n/a n/a n/a n/a n/a 
Allocation 

Gap #REF! #REF! #REF! #REF! #REF! #REF/ #REF/ #REF/ #REF! ... 
MC 4.0 5.0 4.0 5.0 5.0 

0 
5.0 3.0 2.0 n/a 

U/C n/a n/a n/a n/a n/a n/a n/a n/a n/a 
A/location 

Gap #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! ... 
MC 4.0 5.0 4.0 5.0 5.0 a 5.0 3.0 2.0 n/a 

UJC n/a n/a n/a n/a n/a n/a n/a n/a n/a 
Allocation 

Gap #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! ... 
MC 4.0 5.0 4.0 5.0 5.0 a 5.0 3.0 2.0 n/a 

U/C n/a n/a n/a n/a n/a n/a n/a n/a n/a 
Allocation 

Gap #REF! #REF! #REF/ #REF/ #REF/ #REF! #REF! #REF/ #REF! ... 

a 
UJC n/a n/a n/a 
MC 4.0 5.0 4.0 5.0 5.0 5.0 3.0 2.0 n/a 

n/a n/a n/a n/a n/a n/a 
Allocation 

Gap #REF! #REF! #REF! #REF! #REF! #REF/ #REF/ #REF/ #REF/ ... 

a 
n/a n/a n/a 

MC 4.0 5.0 4.0 5.0 5.0 5.0 3.0 2.0 n/a 
n/a n/a n/a n/a n/a n/a UJC 

Allocatlon 
Gap #REF! #REF! #REF/ #REF/ #REF/ #REF! #REF! #REF/ #REF! ... 

n/a n/a n/a 
MC 4.0 5.0 4.0 5.0 5.0 5.0 3.0 2.0 n/a 

n/a n/a n/a n/a n/a n/a 
a 

U/C 

/or more steps drag the blue area down ajier selecting it 

1. Total cost turns red when exceeds the sector allocation for the investment type 

2. Priority allocations are ~hose situated above the step where the total (cumulative) cost exceeds the budget allocation, 

i.e. where it turns red. 



DMS - 4 : RANKING INVESTMENTS OPTIONS SEPARATELY 

D. School fencing project. Budget allocation limit: AZN 8.5 K 

rank priority marginal total 
school cost cost 

1 n/a 0.0 0.0 

2 n/a 0.0 0.0 

3 n/a 0.0 o.o 

4 n/a 0.0 0.0 

5 n/a 0.0 0.0 

6 n/a 0.0 0.0 

·········.··· ... •... .) ·•·· . • .___ ....•..••.• < ) 
1 7 > •c11ar ..... . 
. :: << ... ·····•······• •. . .•• 

I >•• \ •··•··••·· >'< ·' 

Schools Sl S2 S3 

U/C Total # of 
allocations 

0 0 0 

0 

0 

0 

0 

0 

0 

Allocation 

Allocation 

Allocation 

Allocation 

Allocation 

Allocation 

Gap #REF! #REF! #REF! 

MC 2.5 4.0 4.0 
VIC n/a n/a n/a 

Gap #REF! #REF! #REF! 

MC 2.5 4.0 4.0 
VIC n/a n/a n/a 

Gap #REF! #REF/ #REF! 

MC 2.5 4.0 4.0 
U/C n/a n/a n/a 

Gap #REF! #REF! #REF/ 

MC 2.5 4.0 4.0 
VIC n/a n/a n/a 

Gap #REF! #REF! #REF/ 

MC 2.5 4.0 4.0 
VIC n/a n/a n/a 

Gap #REF! #REF/ #REF! 

MC 2.5 4.0 4.0 
VIC n/a n/a n/a 

Gap '#REE! #REEL< #REE! 
'MC ···2;.5; :: :+4~Qi:H• >,4;a:: 

· ·u1a ; n1a:: : nla' Vnte:i 
Allocation: 

for more steps drag the blue area down ajier selecting it 

S4 SS 

0 0 

#REF! #REF! 

4.0 1.0 
n/a n/a 

#REF! #REF! 

4.0 1.0 

n/a n/a 

#REF! #REF! 

4.0 1.0 
n/a n/a 

#REF! #REF! 

4.0 1.0 
n/a n/a 

#REF! #REF! 

4.0 1.0 
n/a n/a 

#REF! #REF! 

4.0 1.0 
n/a n/a 

#REEi : #REF/ 
)4;Q H1;G 

1. Total cost turns red when exceeds the sector a/location for the investment type 

18 

costs are shown in thousand manats 

S6 

0 

#REF! 

n/a 
n/a 

#REF! 

n/a 
n/a 

#REF! 

n/a 
n/a 

#REF! 

n/a 
n/a 

#REF! 

n/a 
n/a 

#REF! 

n/a 
n/a 

#REF! 

fl/a 

S7 

0 

#REF! 

n/a 
n/a 

#REF! 

n/a 
n/a 

#REF! 

n/a 
n/a 

#REF! 

n/a 
n/a 

#REF! 

n/a 
n/a 

#REF! 

n/a 
n/a 

#REE! 

fl/a 
fl/a 

SB S9 

0 0 

#REF! #REF! ... 

n/a n/a 
n/a n/a 

#REF! #REF! ... 

n/a n/a 
n/a n/a 

#REF! #REF! ... 

n/a n/a 
n/a n/a 

#REF! #REF! ... 

n/a n/a 
n/a n/a 

#REF/ #REF! ... 

n/a n/a 
n/a n/a 

#REF! #REF! ... 

n/a n/a 
n/a n/a 

#REE! #REE! ;;, •• 

n/a< n/a ... >••• 

ii/fit fl/a '·· 
....... >:•.··•···:!. L :.·:: 

2. Priority a/locations are those situated above the step where the total (cumulative) cost exceeds the budget a/location, 

i.e. where it turns red. 



DMS-4: RANKING INVESTMENTS OPTIONS SEPARATELY 19 

E. Water provision project. Budget allocation limit: AZN 13.7 K costs are shown In thousand manats 

priority marginal total Schools Sl S2 S3 S4 SS S6 S7 SB S9 
rank 

school cost cost U/C Total# of 
a/locations 

0 0 0 0 0 0 0 0 0 

Gap #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF! #REF/ ... 
1 n/a a.a a.a MC 5.0 3.0 2.0 5.0 9.5 3.0 1.5 n/a n/a 

U/C n/a n/a n/a n/a n/a n/a n/a n/a n/a 
Allocatlon 

Gap #REF! #REF/ #REF/ #REF! #REF! #REF! #REF! #REF/ #REF! ... 
2 n/a a.a a.a MC 5.0 3.0 2.0 5.0 9.5 3.0 1.5 n/a n/a 

U/C n/a n/a n/a n/a n/a n/a n/a n/a n/a 
Allocation 

Gap #REF! #REF/ #REF/ #REF/ #REF/ #REF! #REF! #REF/ #REF! ... 
3 n/a a.a a.a MC 5.0 3.0 2.0 5.0 9.5 3.0 1.5 n/a n/a 

U/C n/a n/a n/a n/a n/a n/a n/a n/a n/a 
Allocatlon 

Gap #REF! #REF! #REF! #REF/ #REF/ #REF! #REF/ #REF! #REF! ... 
4 n/a a.a a.a MC 5.0 3.0 2.0 5.0 9.5 3.0 1.5 n/a n/a 

U/C n/a n/a n/a n/a n/a n/a n/a n/a n/a 
Allocation 

Gap #REF! #REF! #REF! #REF/ #REF/ #REF! #REF/ #REF/ #REF! ... 
5 n/a a.a a.a MC 5.0 3.0 2.0 5.0 9.5 3.0 1.5 n/a n/a 

U/C n/a n/a n/a n/a n/a n/a n/a n/a n/a 
Allocation 

Gap #REF! #REF! #REF! #REF/ #REF! #REF! #REF! #REF! #REF! ... 

6 n/a a.a o.o MC 5.0 3.0 2.0 5.0 9.5 3.0 1.5 ri/a n/a 
U/C n/a n/a n/a n/a n/a n/a n/a n/a n/a 

Alocatlon .. 

l:e@ ;[[Ci· :;~i.>+·- W#BEfit.f;i '#REEL' '#REFf T#REEf;" "t#f3Eli/;!; ;'#REE/ii' #ilREEJ;::; \tllREEJ;t . f#Rf!EJ;?i ,; 

·n ri ••. · i 'l!•sia:i;rn •t:F3}0Hn• :::12;·0 +•s~O.t''iJ;'! '. ~'.':ill iii;'~:. 

!j~ EDr····· ··.········ ~11 
''i''''hF;,;>L·' 

~;;.;.;ttlocatlt>1:t H%\~ .......... •·• 

for more steps drag the blue area down after selecting it 

1. Total cost turns red when exceeds the sector allocation for the investment type 

2. Priority allocations are those situated above the step where the total (cumulative) cost exceeds the budget allocation, 

i.e. where it turns red. 
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costs are in thousand manats 

S2 S3 S4 SS S6 S7 SS S9 total cost 
as 010 

A. new 
##### 

B.new 
computer ##### 

C. school 
repair 

##### 

D. school 
fencing 

##### 

E. water 
##### 

provision cost o.o 

cost of all o.o #### 

cost, 010 of total #### #### #### #### #### #### #### #### #### #### 



DMS-6: RANKING INVESTMENT OPTIONS ALTOGETHER 

A. Horizontal set 

costs are shown in '000 AZN 

rank proj. alloc cost U/C proj. alloc cost U/C proj. alloc cost U/C proj. alloc cost U/C proj. alloc cost U/C 

1 A n/a a.a a B n/a a.a a c n/a a.a a D n/a a.a a E n/a a.a a 

2 A n/a a.a a B n/a a.a a c n/a a.a a D n/a a.a a E n/a a.a a 

3 A n/a a.a a B n/a a.a a c n/a a.a a D n/a a.a a E n/a a.a a 

4 A n/a a.a a B n/a a.a a c n/a a.a a D n/a a.a a E n/a a.a a 

/or more steps drag the blue area down ajter selecting it 

J. 1his set lets us look at all the investment a/locations, compare the key criteria and then decide on selecting the priority 
allocations. 

Projects: 
A = A.classroom 
B = B.computer 
C = C.repair 
D = D.fencing 
E = E.water 
F = F . ... 

21 

proj. ... 

F 

F 

F 

F 



OMS - 6: RANKING INVESTMENT OPTIONS ALTOGETHER 

B. Vertical set: selecting the priority allocations 

Total allocation threshold : 48.0 Kman. costs are shown in 1000 manats 

all allocations compiled filtering and ranking 

investment school marginal 
U/C 

tvoe allocated cost 
rank 

total 
cost 

investment school 
tvoe alloc. 

A.classroom n/a a.a a 1 1.a B.computer 57 

A.classroom n/a a.a a 2 6.a E.water 54 

A.classroom n/a a.a a 3 9.a E.water 56 

A.classroom n/a a.a a 4 12.a E.water 52 

A.classroom n/a a.a a 5 13.a B.computer 57 

B.computer n/a a.a a 6 14.a B.computer 54 

B.computer n/a a.a a 7 15.a B.computer 54 

B.computer n/a a.a a 8 19.a D.fencing 54 

B.computer n/a a.a a 9 2a.a B.computer 54 

B.computer n/a a.a a 1a 24.a D.fencing 52 

C.repair n/a a.a a 11 25.2 A.classroom SS 

C.repair n/a a.a a 12 26.2 A.classroom 56 

C.repair n/a a.a a 13 27.2 A.classroom 52 

C.repair n/a a.a a 14 28.2 A.classroom 54 

C.repair n/a a.a a 15 29.4 A.classroom 55 

D.fencing n/a a.a a 16 34.4 C.repair 54 

D.fencing n/a a.a a 17 39.4 C.repair 52 

D.fencing n/a a.a a 18 41.4 E.water 53 

D.fencing n/a a.a a 19 45.4 C.repair 53 

D.fencing n/a a.a a 2a 49.4 C.repair 51 

E.water n/a a.a a 21 53.4 D.fencing 53 

E.water n/a a.a a 22 58.4 C.repair 56 

E.water n/a a.a a 23 60.9 D.fencing 51 

E.water n/a a.a a 24 62.4 E.water 57 

E.water n/a a.a a 25 62.4 D.fencing n/a 

l. Total cost turns red when exceeds the overall sector budget allocation. 

2. Priority allocations are those situated above the step where the total cost exceeds the budget allocation, 
i.e. where it turns red. 

3. This set identifies and ranks priority allocations, and filters the relatively inefficient projects out. 

marg. 
cost 

1.0 

5.0 

3.a 

3.a 

1.0 

1.0 

1.a 

4.a 

i.a 

4.a 

1.2 

i.a 

1.a 

1.a 

1.2 

5.a 

5.a 

2.a 

4.a 

4.a 

4.a 

5.a 

2.5 

1.5 

a.a 

22 

U/C 

39 

33 

31 

31 

25 

24 

23 

22 

21 

2a 

19 

18 

18 

18 

17 

16 

15 

1a 

9 

9 

6 

6 

3 

3 

a 



DMS - 6 : RANKING INVESTMENT OPTIONS ALTOGETHER 

A. Horizontal set 

costs are shown in '000 AZN 

U/C proj. alloc cost U/C cost U/C proj. alloc cost U/C proj. alloc cost U/C 

A n/a 0.0 0 B n/a 0.0 0 c n/a 0.0 0 D n/a 0.0 0 E n/a 0.0 0 

2 A n/a 0.0 0 B n/a 0.0 0 c n/a 0.0 0 D n/a 0.0 0 E n/a 0.0 0 

3 A n/a 0.0 0 0.0 0 c n/a 0.0 0 D n/a o.o 0 E 0 

4 A n/a o.o 0.0 0 c n/a 0.0 0 D n/a 0.0 0 

/or more steps drag the blue area down after selecting it 

J. This set lets us look at all the investment allocations, compare the key criteria and then decide on selecting the priority 
allocations. 

Projects: 
A = A.classroom 
B = B.computer 
C = C.repair 
D = D.fencing 
E = E.water 
F = F . ... 

21 

proj. ... 

F 

F 

F 

F 



OMS - 6: RANKING INVESTMENT OPTIONS ALTOGETHER 

B. Vertical set: selecting the priority allocations 

Total allocation threshold : 48.0 Kman. costs are shown in 1000 manats 

all allocations compiled filtering and ranking 

investment school marginal 
U/C 

tvoe allocated cost 
rank 

total 
cost 

investment school 
tvoe alloc. 

A.classroom n/a 0.0 0 1 1.0 B.computer S7 

A.classroom n/a 0.0 0 2 6.0 E.water S4 

A.classroom n/a 0.0 0 3 9.0 E.water S6 

A.classroom n/a 0.0 0 4 12.0 E.water S2 

A.classroom n/a o.o 0 5 13.0 B.computer S7 

B.computer n/a 0.0 0 6 14.0 B.computer S4 

B.computer n/a o.o 0 7 15.0 B.computer S4 

B.computer n/a 0.0 0 8 19.0 D.fencing S4 

B.computer n/a 0.0 0 9 20.0 B.computer S4 

B.computer n/a 0.0 0 10 24.0 D.fencing S2 

C.repair n/a 0.0 0 11 25.2 A.classroom SS 

C.repair n/a 0.0 0 12 26.2 A.classroom S6 

C.repair n/a 0.0 0 13 27.2 A.classroom S2 

C.repair n/a 0.0 0 14 28.2 A.classroom S4 

C.repair n/a 0.0 0 15 29.4 A.classroom SS 

D.fencing n/a 0.0 0 16 34.4 C.repair S4 

D.fencing n/a 0.0 0 17 39.4 C.repair S2 

D.fencing n/a 0.0 0 18 41.4 E.water S3 

D.fencing n/a 0.0 0 19 45.4 C.repair S3 

D.fencing n/a 0.0 0 20 49.4 C.repair Sl 

E.water n/a 0.0 0 21 53.4 D.fencing S3 

E.water n/a 0.0 0 22 58.4 C.repair S6 

E.water n/a 0.0 0 23 60.9 D.fencing Sl 

E.water n/a 0.0 0 24 62.4 E.water S7 

E.water n/a 0.0 0 25 62.4 D.fencing n/a 

1. Total cost turns red when exceeds the overall sector budget allocation. 

2. Priority allocations are those situated above the step where the total cost exceeds the budget allocation, 
i.e. where it turns red. 

3. This set identifies and ranks priority allocations, and filters the relatively inefficient projects out. 
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C. Sorting priority allocations based on investment types 
..-----------------------------------------. priority allocations ranked allocations sorted 

rank 
total 
cost 

investment school marginal 
tvoe allocated cost 

investment 
school 

marg. 
tvoe cost 

investment 
type 

1 1.0 B.computer S7 1.0 A.classroom SS 1.2 

2 6.0 E.water S4 s.o A.classroom S6 1.0 

3 9.0 E.water S6 3.0 A.classroom S2 1.0 

4 12.0 E.water S2 3.0 A.classroom S4 1.0 

s 13.0 B.computer S7 1.0 A.classroom SS 1.2 A.classroom 

6 14.0 B.computer S4 1.0 B.computer S7 1.0 

7 lS.O B.computer S4 1.0 B.computer S7 1.0 

8 19.0 D.fencing S4 4.0 B.computer S4 1.0 

9 20.0 B.computer S4 1.0 B.computer S4 1.0 

10 24.0 D.fencing 52 4.0 B.computer S4 1.0 B.computer 

11 2S.2 A.classroom SS 1.2 C.repair S4 s.o 
12 26.2 A.classroom 56 1.0 C.repair 52 s.o 

13 27.2 A.classroom S2 1.0 C.repair 53 4.0 C.repair 

14 28.2 A.classroom S4 1.0 D.fencing 54 4.0 

lS 29.4 A.classroom SS 1.2 D.fencing 52 4.0 D.fencing 

16 34.4 C.repair S4 5.0 E.water 54 5.0 

17 39.4 C.repair 52 s.o E.water 56 3.0 

~ E.water 53 2.0 E.water 52 3.0 

19 4S.4 C.repair 53 4.0 E.water 53 2.0 E.water 

costs are in '000 manats 

Sector allocations per investment type 

ALLOCATION 
INVESTMENT TYPE 1,000 % of 

man total 

A.classroom 5.4 12% 
B.computer 5.0 11% 
C.repair 14.0 31% 
D.fencinq 8.0 18% 
E.water 13.0 29% 

TOTAL 45.4 100°/o 

I. Ranking allocations a/together allows to set the budget allocations for investment types based on comparison of 

efficiency of all possible allocations. This helps to analyze and record for future considerations the effects of 
presumed preferences among the investment types, and their utility values, as well as the financial needs for various 
improvement programs. 
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D. Sorting priority allocations among schools 

priority allocations ranked allocations sorted 

rank 
total 
cost 

investment 
school 

marg. 
tvoe cost 

investment 
school 

marg. 
tvoe cost 

school 

1 1.0 B.computer 57 1.0 E.water 52 3.0 

2 6.0 E.water 54 5.0 D.fencing 52 4.0 

3 9.0 E.water 56 3.0 A.classroom 52 1.0 

4 12.0 E.water 52 3.0 C.repair 52 5.0 

5 13.0 B.computer 57 1.0 E.water 53 2.0 

6 14.0 B.computer 54 1.0 C.repair 53 4.0 

7 15.0 B.computer 54 1.0 E.water 54 5.0 

8 19.0 D.fencing 54 4.0 B.computer 54 1.0 

9 20.0 B.computer 54 1.0 B.computer 54 1.0 

10 24.0 D.fencing 52 4.0 D.fencing 54 4.0 

11 25.2 A.classroom 55 1.2 B.computer 54 1.0 

12 26.2 A.classroom 56 1.0 A.classroom 54 1.0 

13 27.2 A.classroom 52 1.0 C.repair 54 5.0 

14 28.2 A.classroom 54 1.0 A.classroom 55 1.2 

15 29.4 A.classroom 55 1.2 A.classroom 55 1.2 

16 34.4 C.repair 54 5.0 E.water 56 3.0 

17 39.4 C.repair 52 5.0 A.classroom 56 1.0 

18 41.4 E.water 53 2.0 B.computer 57 1.0 

19 45.4 C.repair 53 4.0 B.computer 57 1.0 

costs are in '000 manats 

Budget allocations for Investments 

school conventional number and name allocation, '000 man 

51 Preschool, Agdash rayon, Laki village 0.0 

52 Preschool, Lankaran rayon, Istisu village 13.0 
53 Vocational, Oguz rayon, Khachmaz village 6.0 
54 General, Ag dash rayon N: 1 18.0 
SS 5husha Pedagogical University 2.4 
56 Music school, Khojavend rayon 4.0 
57 General, Baku city N:212 2.0 
58 General, Ganja city N: 18 0.0 

59 Azerbaijan Technical University, Baku city 0.0 
total sector allocation 45.4 

1. Analysis of what percent of the budget is allocated to rural v. urban schools, universities v. general 
schools and etc can follow the sorting of investments among schools presented in this page. Such an 
analysis will lead to the more effective alignment of future allocations per investment type among different 
locations and types of the schools, to the better identification of the role of various factors (development 
factors, facility conditions, sector goals and etc) in the allocation estimations, and consequently to the 
more efficient determination and application of the corresponding weights and coefficients. 
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Annex -1 

Example of a facility backlog and progress estimation: water system checklist 

SYSTEM scores weiahted scores current field comments ''""'l:l"t progress QUALITY current w/project current w/project backlog notes 
enter "1" if tap water, 

Source "0.5" if (sub)artesian, 1 1 10% 10% 10% 0% 0% 
and "O" if from outside 

Sterility ~~if sterile, 1 1 15% 15% 15% 0% 0% 

enter "1" if potable, 

Potability "0.5" if potable water is 
0 0.5 5% 0% 3% 3% 100% available separately, 

"O" if no potable water 
"1" for both indoor & 

Indoor/ outdoor 
0.5 1 10% 5% 10% 5% 50% outdoor "0.5" if only indoor 

"O" if onlv outdoor 

enter "1" if it covers all 
Pipework necessary locations, 0.7 1 10% 7% 10% 3% 30% 
outreach "0.5" if covers half and 

etc 

Permanent/ put "1" if the water is 
0.7 1 25% 18% 25% 8% 30% 

intermittent running all the time, "0-5" 
if half the time and etc 

enter "1" if it is running all 
Hot water the time, "0.5" if half the 0 0 5% 0% 0% 0% 100% 

time and etc 
enter "1" if all applicable 

Paint areas are well-painted, 0.5 1 5% 3% 5% 3% 50% 
"0.5" if half is well-
enter "1" is leak-proof at 

Leak-proof all times, "O" if frequent 0 1 5% 0% 5% 5% 100% 
repairs occur 
enter "1" if all safety 

Safety measures are in place, 0.5 1 10% 5% 10% 5% 50% 
"O" if absent and etc 

Total 100% 62% 93% 31% 38% 

}. Progress is the change expected from the project relative to the condition equivalent of 100%. 

2. Current backlog is the difference between current situation, and the condition equivalent of 100%. 



Annex - 2 

Example of a checklist for detailed facility inspection [water system backlog estimation at school 51] 

current situation with proposed project 
Equipment 
condition: 

weight avail: longev. weighted avail: longev. weighted progress 

neces * ratio** score neces • ratio** score 

insulation 0 0 
I Paint 1 1 
corrosion resistance 

1 1 (material) 

anticorrosive covering 0.5 0.5 
cathodic protection 0 0 
earthing 1 1 
winterization 0 0 
antibacterial agents 

0 0 (additives/injections) 
pump capacity 1 1 
pump condition 0.5 0.5 
storage tank capacity 1 1 
storage tank condition 1 1 
overflow svstem 1 1 
heater capacity 0 0 
heater condition 0 0 
filter I separator 0 0 
valves 1 1 
joints (elbows, T-

1 1 pieces, flanges ... ) 
leak-proof design 
(gaskets & other 0.5 
fittings) 

*Availability-to-necessity ratio: measures what is available compared to what is need per standards, 
or what is satisfactory, or per the practice of the schools with the best corresponding conditions. 
E.g.for the winterization, if it is not necessary, enter "1'~ whether available or not, and if it is necessary, 

current 
backlog 

enter "O'~ "0.5" and "1 "respectively if the water system is not winterized, half-winterized and fully winterized 

**Applies to equipment condition only; equipment longevity compared to the new one's lifecyc/e: e.g. enter "J"for 
nearly new equipment, 0. 5 if it has run half of the lifecyc/e and etc 

field 
notes 
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Steps to arrive at utility-to-cost ratio (U/C) 

The tree below outlines the parameters of the U/C (that is the index used here to rank 
among the investment options) and its determinants. Those located in blank cells with 
no more branches at the end of the tree are input data. 

w/project 
condition 

target/standard 
condition 

existing 
condition 

marginal project cost 

school type 

investment 
preference 

school location 

development 
factors 

facility condition 

1. Data in the cells with red border are removed from the simplified version. 

school location 
school pe 
number of students 

number of students 

in ions 
in ions 



Project Appraisal and Management in Selected Sectors 
(Transportation, Agriculture, Irrigation and Education) 

General observations and comments 

Prepared by the USAID Public Investment Policy Project (PIP-Project} 

Emerging patterns 

The Public Investment (Pl) Program undergoes fundamental evolutionary changes to 
transform into a clear socio-economic policy instrument. It requires establishing of one 
set of national priorities, with funding levels by function, and one set of macroeconomic 
targets and assumptions, which are the common basis for the development of the State 
Development Program, the Budget, the Medium-Term Expenditure Framework, and the 
Pl Program. Further, authorities of central economic ministries and top executive 
bodies {primarily, the President's Office, the Cabinet of Ministers (COM), the Ministry of 
Finance (MOF) over Pl Program regulation need to be clearly harmonized to exclude 
vetting of "pet" projects with possible attendant corruption, and bypassing individual 
projects from the rigid review scrutiny by the Ministry of Economic Development 
(MOED). 

This clear guidance on economic policy coordination has recently been initiated by 
MOED, following the President's Decree (December 2006) delegating its functions of the 
State Pl Program Manager, with natural cautiousness for COM concurrence. The 
leadership function of MOED over Pl Program now undergoes technical and 
administrative evolution, necessitating: a) coordination with the upper executive bodies 
(the Cabinet of Ministers; the President's Office), central economic ministries and 
agencies (the MOF and the National Bank); and sector line ministries (LMs); b) 
development of effective regulation and technical instructions for Pl preparation, 
appraisal and management; c) development of modern standards and norms for Pl 
qualitative and quantitative characteristics as well as cost structure; and d) provide 
institutional framework to manage the process of Pl execution, monitoring and 
evaluation. In the environment of intense rivalry among central economic ministries for 
dominance these efforts are genuinely revolutionary and require solid support, technical, 
foremost, from all communities - domestic and international. 

The rapid sectoral diagnostics (April 2007) revealed that, in absence of the approved 
modern Pl Program regulations and instructions for project appraisal and management, 
modern standards and norms, absence of sector data, studies and annual progress 
statistics, and clear top-down patterns of project selection, the LMs largely follow historic 
patterns of case-by-case project preparation, approval, execution, and reporting. 
Policies and procedures for sound project monitoring and evaluation do not exist and 
need to be developed. 

The review of the four sectors - transportation, agriculture, irrigation, and education -
shows persistent patterns. There appear to be reasonably adequate technical 
capabilities in project preparation per the existing requirements, especially in the 
irrigation sector. But it is difficult to evaluate the efficiency of the overall performance of 
the Pl portfolio prepared in these sectors, since there the appraisals are incomplete, 
compared to world best practices, and lack a sound tie-in to the national development 
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strategies. Their socio-economic impacts are neither stipulated nor explored. The 
linkages among projects tend to be implicit, rather than forming a coherent program with 
definite objectives to achieve. Moreover, there is no counterfactual; in other words, 
there is no information on alternative projects that have been rejected along the way 
(with a few exceptions). 

Our brief analysis of the Pl development and approval procedures in these four sectors 
identifies common traits. There are variances, but the basic patterns apply across these 
sectors: 

A lack of a rational project development structure in absence of relevant legislation 

Limited and often outdated inputs and assumptions for the initial project 
identification (project ideas) and subsequent pre-feasibility studies; and 

• A lack of comprehensive and current statistical information that is needed to link 
sectoral investment projects and programs to broader goals of socio-economic 
development. 

Assistance delivered under the USAID PIP-Project addresses key issues, in particular 
with respect to the first issue. 

Lack of a rational project development structure 

In each of the sectors, projects are generally selected at the (technical) level of the 
operating units, or as a result of cooperation with external financing sources. For 
projects financed primarily out of the budget, the initial triage tends to be based on 
technical urgency, driven by years of disinvestment and poor maintenance. Much of the 
economic infrastructure in transport, agriculture or education is dilapidated and demands 
rapid action to prevent collapse, sometimes literally. 

By the time the identified projects get to the stage of pre-feasibility studies, there is a 
broad commitment to them by the individual operating units. The engineering of the 
projects is largely the result of "outsourcing" to the private sector as a consequence of a 
tender process, possibly with some favoritism in the choice of eligible companies. There 
are still opportunities to reject the project's inclusion in the Pl Program, yet they are 
certainly the exception. 

The core of the USAID PIP-Project focuses precisely on reorganizing the Pl project 
development and implementation cycle to allow for a more rational assessment of what 
Pl project idea should make it into the next round of appraisal, and the rational 
prioritization of candidate Pl projects for funding. Both legal, regulatory, and 
organizational reforms and development of needed capacities are at the core of USAID 
PIP-Project activities. The reforms now underway with critical support from the Project 
will move the process towards improved rationality. 

Inadequate information base for project appraisal 

Support from USAID PIP-Project to capacity development so far has primarily focused 
on the principles of good cost-benefit analysis. In working with the selected sectors and 
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LMs, the Project will build on these foundations to upgrade the information base for 
technical project appraisal in terms of standards, norms, and relevant cost factors. This 
training and hands-on technical assistance will also focus on strengthening the link to 
national development goals, within the constraints imposed by comprehensive sector 
statistics. 

Lack of comprehensive sectoral statistics to link investments to national goals 

In the four sectors examined, we found a "statistics" gap between the goals spelled out 
in national programs and sectoral aspects. For example, without comprehensive and 
current statistics on the relationship between freight and passenger movement and 
regional development aspects, assessing the economic benefits from investment 
programs in the transport sector will be impossible. Similarly, without some indication of 
the relationship between functional schools and educational attainment, the contribution 
of a school building or rehabilitation project can be explored only at the conceptual level. 

Dealing with this "statistics" gap is beyond the scope for the USAID PIP-Project. 
However, in our training and technical assistance to the LMs and agencies, the Project 
will offer "rules of thumb" to establish these linkages. 

Absence of the appropriate legislation, regulations, instructions and guidance for 
project preparation, selection and award 

In absence of explicit Pl regulations and procedural instructions, the Pl projects are 
formulated on an ad-hoc basis, in accordance with an LM's opinion on projects' selection 
criteria. Until relevant regulations are enacted and enforced there is no interest in the 
LMs to improve the Pl procedures, increase technical skills of their staff and strengthen 
transparency and accountability. 

Sector strategic plans exist (or are under preparation) in a variety of forms and content 
yet they merely serve as a declaration of the incremental outcomes (a number of 
kilometers of new roads to be constructed; constructions to be built; fields to be irrigated; 
or new schools) without linkage of these assets to the sector qualitative and quantitative 
performance benchmarks and the desired effects for a sector, national economy, and 
society. 

In 2005-06 the USAID PIP-Project staff conducted four rounds of multi-week training for 
the staff of LMs, as well as MOED and MOF, involving by far 200 participants. Although 
the training program was valued as important and interesting, the participants can not 
apply modern skills in project appraisal and management at work as there is no 
appropriate legislation in place, requiring all projects pass the necessary scrutiny of 
project preparation (concept paper; pre- and feasibility studies) and project screening 
and ranking for award. The legislation initiative task is a priority one with the USAID 
PIP-Project: to jointly with MOED and stakeholders prepare and facilitate approval of the 
project-related regulations, procedural instructions and guidance. Following this, a new 
round of training will be needed to make project analysts in sectoral LMs comply with the 
requirements for project preparation and validation, and for MOED - provide a non
partisan screening and ranking for project selection and award. 
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The transportation sector 

Background: The structure of Azerbaijan's transportation sector complicates sound 
public investment planning and execution. The four subsectors - roads, railroads, air, 
and maritime transport - differ in their relationship to the Ministry of Transport (MOT): 
the Road Authority Department (Azeryolservis) is a department of MOT, the railroad 
service is a state-owned enterprise (SOE) that forms part of the Ministry, while the SOEs 
for air and maritime transport are reporting to MOT, but are largely independent in their 
investment planning. 

Generating project ideas: The overall development framework - formulated in the 
two state development programs 1

- sets the stage for the Transport Sector 
Development Strategy for 2006-2016 and the Transport Sector Development Program 
(2006-2015). In practice, however, the genesis of project ideas is linked to urgency. 
Years of disinvestment and neglect have left the surface transport infrastructure in poor 
shape, with urgent rehabilitation needs. In addition, regional commitments, such as 
under the Intergovernmental Commission for TRACECA2 and North-South transit routes 
or the Trans-Caucasian railway, have also served to generate specific project ideas. 

Prioritizing projects: Urgency of development and rehabilitation so far has also driven 
the prioritization of investment projects by the respective operating units. Regional 
commitments, generally with outside funding, also have served to set priorities among 
projects. The linkage to the overall development framework is generally more at the 
conceptual level, partly since there are no comprehensive statistics on goods and 
passenger movement across modes that would link transportation to socioeconomic 
development performance. 

Engineering projects: The individual operating units are largely responsible for the 
general engineering of projects. For example, Azeryolservis, in cooperation with the 
Road Transport Scientific Institute, is responsible for the preparation of pre-feasibility 
studies for roads. In the case of the Caspian Shipping Company, a subsidiary company, 
the Scientific and Research Institute, is responsible for pre-feasibility studies. 
Participants in the process are fully aware that they tend to use both prices and design 
standards and norms that are out of date. All projects above AZN 50,000 are procured 
through public tender, with the successful bidder being responsible for detailed 
engineering and design analysis. Projects with external financing also rely on the 
successful bidder, a local or international company, once concurrence by the MOF on 
the financial terms and conditions of the project has been obtained. The main element, 
though, is that any engineering efforts only target projects that have in effect already 
been selected for investment. 

1 The State Program for Poverty Reduction and Sustainable Development (SPPRSD), and the State 
Program for Social and Economic Development of Regions (SPSEDR) 

2 International Organization "The Transport Corridor Europe - Caucasus -Asia, or the "New Silk Road". 
The transport corridor Europe - Caucasus - Asia with its wide network aims at creating favorable 
investment climate and positively influencing regional and interregional integration processes. The 
strategic framework comprises a number of pillars to set the process of change in motion and to achieve by 
2015 the desired objective of delivering a sustainable, efficient and integrated multimodal transport system. 

PIP-Project QPR 0312007 Annex 3.6 4 



Appraising projects: The MOT plays a role in the appraisal and approval of projects, at 
least for surface project investments. Its Expert Commission, guided by a special 
regulation now under revision, considers proposed projects on the basis of whatever 
justification is provided and either approves the project, asks for further preparatory work 
and resubmission, or rejects the project. In accordance with the procedures introduced 
in 2006, projects should get a special expert appraisal by the Construction and 
Architecture Committee (Ministry for Emergency Preparedness) on technical and 
financial grounds, as well as adherence to fire and other safety standards. 

Implementing projects: Depending on the source of financing, transport projects are 
implemented by a local or international firm, selected through the tender process. If 
actual costs for domestic financing exceed the budget, the contractor submits a request 
to a relevant operating unit; if approved, the request is submitted to the MOF. Most 
subcontracts with international contractors include a standard contingency of 10 to 15 
percent of the total. 

Monitoring and evaluating projects: Monitoring and evaluation are limited to ensuring 
that the projects meet technical standards. The Ministry or the operating units may bring 
in external independent expertise. For example, in the case of bridge construction, a 
Russian firm was retained to assess compliance with standards. 

The agriculture sector 

Background: The Ministry of Agriculture (MOA), following its Charter, oversees project 
preparation by its two subordinated agencies - the State Veterinary Service, and the 
State Phyto-sanitary Service. There is a specialized Pl Program Department for project 
management-the Investments, Program and Project Preparation Department (IPPPD), 
and all projects reportedly undergo initial screening in one or more MOA departments 
(Agro-leasing, Husbandry, Plant Growing, Agro-service, Law, Licenses, Use of Public 
Lands, Reforms). There is also the State Agency for Agriculture Credits (with lending 
from IFls) that manages capital expenditures. The level of funding from the State Pl 
Program in FY2007 is AZN 2.92m, which is an extremely low fraction (0.15%) of the 
AZN 1.9b expenditure envelope. The structure of projects in FY2007 does not highlight 
the programmatic areas the investments aim to achieve. 

Generating project ideas: Relevant departments forward ideas they find worth for 
further consideration to the IPPPD, which analyzes the submissions and examines their 
relevance to the state development programs, in absence of an approved Sector 
Development Plan. The State Program for Socio-economic Development of Regions 
(SPSEDR) 2004-2008 serves as a main reference for many agricultural investment 
projects. MOA recently prepared the Sector Development Program for the Agricultural 
Sector (2007-11), which is intended to serve as a guide for Pl projects during a specified 
period. It is unknown whether it will serve as a modern project programming document 
as the document was not shared for public review. 

Prioritizing projects: The project ideas found to be consistent with the SPSEDR are 
put forward to the Minister of Agriculture for his concurrence and approval for further 
development of the investment projects. These projects, in turn, are submitted to the 
Project Planning and Design Bureau of MOA, which prepares cost estimates for the 
projects. The final decisions on the list of Pl projects which will be included into the next 
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year of the Pl Program are made within COM with concurrence of MOA. No known or 
written document or criteria exist for prioritization of public investments in the agricultural 
sector within both MOA and COM. 

Engineering projects: A company selected as project implementer is held responsible 
for the development of engineering documents and desjgn components of the project. 
IPPPD reviews cost estimates for projects, and validates parameters and specification 
for the construction work to be undertaken. Projects with the cost estimates are then 
submitted to MOED through the Pl Program Call Circular and COM. COM has a 
significant weight in decision-making on the prioritization of Pis in the agricultural sector. 
It exercises its decisions on all planning and budgeting matters related to agriculture in 
the country through the Agriculture and Industry Department, the Regional Development 
Department and the specialized COM work group on agriculture. 

Appraising Projects: Projects are monitored by IPPPD on, reportedly, regular basis. 
The department staff monitors projects to determine progress against the scheduled 
tasks (as determined by construction companies), and public funds' expenditures (MOF 
requirement). The reports on results of the monitoring process are subsequently 
submitted to the Minister of Agriculture. There are no established patterns for monitoring 
or evaluation in MOA. The pre-feasibility study phase (which does not result in 
preparation of the project document) does not predicate use of benchmarks for project 
monitoring. 

Implementing Projects: Depending on the source of financing, agriculture projects are 
implemented either by local or international firm, selected through tender. International 
contractor companies establish Project Implementation Units (PIUs). When a project is 
commissioned MOA, together with other relevant agencies, signs the Act of Acceptance 
and includes the new asset on its balance. 

Monitoring and evaluating projects: MOA has not undertaken evaluation of its 
investment projects to determine their social and economic impact over time. Notably, 
MOF and the Accounting Chamber have the authority to examine and monitor the 
project implementation process to ensure efficient and planned use of public resources 
throughout the construction process. The revised Charter of MOED equally provides it 
with the authority to monitor and evaluate Pl projects. 

The irrigation sector 

Background: Azerbaijan irrigation sector is managed through the Irrigation Stock 
Corporation (ISC). The agency was established on the basis of the former Irrigation 
Committee. Compared to other sectors it is better positioned to develop and manage Pl 
projects. The projects are funded through several vehicles: a) the state budget; b) 
lending from IFls; and c) the State Oil Fund of Azerbaijan Republic (SOFAR). The state 
budget (AZN 72 M) and SOFAZ (AZN 77 M) are the core funding sources whereas IFls 
account for only small fraction. 

Generating project ideas: Investments in irrigation began in 1996 (IBRD lending for 
11 projects). Beginning 2001 the Irrigation Committee began to actively participate in 
preparation of irrigation projects claiming strategic importance of soil development. ISC 
experts claim that participation in SPPRED and international assistance helped them to 
better formulate the sector needs. In 2004 the government adopted SPSEDR, which 
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again included substantial list of investment projects related to melioration and irrigation. 
The sources of project ideas included in this planning document were local Executive 
Committees and ISC. Yet the process of project ideas arrived predominantly from the 
top leadership, without stakeholder involvement and consultations. 

Prioritizing projects: Initial prioritization of projects takes place in the initial stage of 
project preparation, when ISC analysts examine problem areas and conduct further 
diagnostics. The expert group summarizes the results in a report and puts together the 
information they collected from the field visits and submit them to the semi-autonomous 
Project Planning Institute (co-funded by ISC) for a technical analysis. ISC submits 
project proposals to COM for review and approval. Projects are ranked based on their 
priority for the sector and notions of potential funding earmarks for the sector. Upon the 
approval from COM, ISC submits the project proposals for Pl Program for the next year 
and following three years. 

Engineering projects: Project implementer organization is in charge of preparation of 
project design and documentation, as well as cost estimates. The Project Planning 
Institute examines the technical approaches, economic viability of the proposed projects, 
and the scale of incremental outputs; next it prepares cost estimates for the proposed 
projects. Results from the feasibility studies usually affect projects through adjustments 
in capacity estimations, choice of location, measures for social and environmental 
impact mitigation, implementation techniques, other. 

Appraising projects: Because of the outdated project planning process, there is no 
distinct phase for appraisal of projects within ISC. The complete pre-feasibility studies of 
projects are not undertaken unless the projects are included in Pl Program and 
approved by COM, which means that pre-feasibility studies follow, de-facto, approval of 
projects and, de-jure, are not yet approved for inclusion for Pl Program. ISC executives 
are aware of this problem, but due to absence of regulations and demand they follow the 
established approval patterns that are outdated and not harmonized with the 
development agendas. 

Implementing projects: The Department of Science and Investments of ISC is the unit 
tasked with management of the investment planning and implementation process, 
arrange trips of expert groups to undertake assessment of project implementation, and 
liaise with the ISC management, MOED and MOF throughout implementation. There is 
no modern sector-specific methodology in place for cost-benefit analysis to monitor 
implementation of projects and measure input and output measures against the 
estimated benefits, review least-cost options and run risk simulations. 

Monitoring and evaluating projects: ISC claims to be regularly monitoring 
construction process, on a monthly basis, to determine: a) progress made; and b) public 
funds used (in absolute numbers, and fractions of total). The department responsible for 
monitoring of project implementation process is the Science and Investments 
Department. The department submits monthly monitoring reports to the Chairman of the 
company. Of course, this posture may hardly qualify for the modern characteristics of 
"monitoring". The after-commissioning project impact evaluation is not conducted, as 
there is no demand for this from the state. 
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The education sector 

Background: The Ministry of Education (MOD) is the responsible organization for 
managing education portion of Pl Program. Investment projects in education sector 
(AZN 85m in the FY2007 Pl Program) fall into several categories: a) new schools 
construction due to demographic factors; b) expansion of existing schools and/or major 
rehabilitation of existing infrastructure (e.g., heating); and c) overhaul of sector-related 
facilities (e.g., Teaching Methodology Center). 

Generating project ideas: Reportedly, some investment projects are chosen because 
they are included in various programs: the State Program on the Reforms in the 
Education Sector (1999), the State Program on Strengthening the Technical and 
Material Foundation of Public Schools (2003), and the SPPRSD. It was also voiced that 
a number of projects are awarded at discretionary decisions of MOD, or District 
Education Departments, or Resolution from COM, or following special instructions from 
the Presidential Apparatus. To summarize, MOD does not have a well-established 
procedure for sector project formulation. IBRD has been cooperating with MOD in the 
past two years in piloting the performance-based approach and development of 
standards for education yet this work (as asked informally from IBRD) proceeds with a 
slow pace. 

Prioritizing projects: All investment projects of MOD become consolidated in the 4-
year development plan of MOD, the latest one for the period of FY2008-2012. The 
projects with the highest priority are included in the MOD budget for the next fiscal year. 
Other identified projects are then planned for execution in the next three years, ranked 
per their urgency. The required planning information on projects and estimated 
investments is bei11g submitted to MOED and MOF through the Pl Program Call 
Circulars and Budget Call Circulars. 

Engineering projects: If the final decision is in favor of school construction or 
renovation, then the Construction Department of MOD (under the Department of 
Economic Analysis) prepares the preliminary design documents and estimates project 
costs. For large construction projects MOD may enter into a contract with a specialized 
(privately-owned) company to prepare engineering documents and estimate the project 
costs. The company is selected through a competitive bidding process. MOD provides 
the company with necessary information on the expected number of pupils for the 
planned new school, the type of facilities required, and other requirements and tasks to 
develop a project design and specifications. Yet no cost- utility or effectiveness analysis 
is conducted. 

Appraising projects: Virtually all projects in education sectors are construction works 
and, hence, require a special expert appraisal by the Construction and Architecture 
Committee (Ministry for Emergency Preparedness) on technical and financial grounds, 
as well as adherence to fire and other safety standards. It was reported that all project 
implementers are aware of the construction norms and requirements and usually comply 
with these. Yet, understandably, the country requires new modern norms for school 
campus configuration and facilities from modern standards and requirements. These 
standards and norms, unfortunately, have not been developed and, consequently, 
followed. 
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Implementing projects: For construction projects with secured financing, MOD 
requests the local Executive Committees to assign a land area for a new construction. 
After the construction site is determined, the Construction Department selects a 
company to undertake the construction work. Reportedly, a tender is arranged and the 
least-cost bid is accepted yet it is difficult to juqge with authority on whether the process 
is fully consistent at all stages. Standard approved procedures for tracking the "planned" 
construction activities and expenditure reports are employed. 

Monitoring and evaluating projects: The Construction Department of MOD claims it 
regularly monitors the school construction/renovation process. If the new construction 
meets the requirements, the commissioned schools are transferred to the balance of 
MOD. MOD does not have any known approved procedures to valuation of investments 
projects for their effectiveness and impact. Neither has it assigned personnel trained to 
execute such management task. However, with WB support MOD is currently in the 
process of establishing the National Student Assessment System, which is designed to 
evaluate skills and knowledge of students nationwide. This system will serve as 
foundation and provide solid capability for MOD to evaluate the impact of investment 
projects through measuring changes in skills and knowledge levels of students. 
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Azerbaijan Public Investment Policy (PIP) Project 

RESEARCH REPORT 
ON IMPROVEMENT OF LEGISLATION AND REGULATORY ACTS 

RELATED TO PUBLIC INVESTMENTS 

1. INTRODUCTION 

Drastic increase in Azerbaijan's oil revenues from 2005 is causing radical changes in the 
structure of state budget. These changes are reflected in sharp increase of direct income from 
oil sector in the income part of the budget on one hand, and increase of funds allocated for 
construction in expenditure part on the other. Per changes made in 2007 state budget in late 
may investments to be made are forecast at 1916.9 min. Manats, which constitutes 30.4% of 
overall budget expenditure. In addition, funds are being continuously invested in the country's 
economy and social sector through SOFAZ, state guaranteed loans and SOEs. 

Volume and dynamics of investment expenditure allocated from budget in 2005-2007 

Public investment expenditure (min. 
Manats 
Growth rate compared to previous 
ear in% 

Share in final budget expenditure (in 
% 

70.8 

7.5 

450.1 117.9 

23.2 30.4 

In a time when public investments are growing, it's critical to prioritize these investments, adjust 
them to demand by functional sectors, set principles and procedures for public investment 
project preparation, identify investment project appraisal mechanisms, as well as establish 
mechanisms to monitor efficient implementation of projects pursuant to established goals and 
objectives. In addition to the aforementioned, it is important that the public investments, 
especially investment projects financed from budget funds are reflected in draft budget, 
classified, discussed in the Parliament and transparency in this field is improved. 

Currently, Azerbaijan is lacking a single normative-legal framework to regulate planning and 
implementation of public investments. At the same time, development of Budget Code on one 
hand, and normative-legal framework for regulating public investment issues is deferred from 
year to year. This in turn causes problems in planning of public investments, preparation of PIP 
and regulation of public investment process. Also such deficiencies and shortcomings hinder the 
Parliament from influencing the public investment policy and planning, as well as overseeing 
implementation of Pl projects. 

Thus, currently there's a sharp demand for complex reforms to improve normative-legislative 
framework and existing mechanisms related to public investments. Specific directions of these 
reforms can be identified following the analysis of existing normative-legal framework and 
studying best international practices. 
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2.REVIEW OF LEGISLATIVE BASIS ON PREPARATION AND APPROVAL OF PUBLIC INVESTMENT POLICY AND PROGRAMS 

Name and date of approval 
Name and content of reviewed articles Significance and shortcomings of normative-legal act 

1. Law on Investment 
Article 1. Concept of investment From Pl policy formation viewpoint this Article, which 

Activities identifies legal concept of investment contains 
Investment - is funds, as well as financial and intellectual several significant points: 

January 13, 1995, Ng 952 resources allocated in entrepreneurship and other activities • Firstly, investment can be allocated with purpose 
(amended on April 30, 2002, with purpose of achieving income (profit) or social benefit. of not only gaining income (profit), but also social 
December 6, 2002 and March Such funds and resources include: benefits. This is more specific to public 
9, 2004) money, targeted bank deposits, loans, shares, stock investments. 

and other securities; • Secondly, investment consists of other material 
movable property and real estate (buildings, and intellectual resources in addition to funds 

installations, equipment and other financial resources); allocated to entrepreneurship and other activities. 
scientific and other intellectual resources registered However, in most cases investments are equaled 

officially; solely to funds directed to the aforementioned 
technical, technological, commercial and other patent goals; 

know-how necessary for organizing any type of production • Thirdly, the Article indicates capital investments as 
and compiled as technical documentation, habit and a form of investments and states that capital 
production-practice; investments are investments allocated in creation 

rights to use land, water and other reserves, buildings, and re-production of capital funds, as well as 
installations, equipment; as well as copyright and other funds directed in development of material 
property rights; production in another form. 

other resources. 
Investments for establishment and reproduction of 

capital funds, as well as development of material 
production in other form are allocated as capital 
investment. 
Article 2. Investment activity This Article gives legal definition to public investment 
1. Investment activities are aggregate of all investor activities by identifying them as a type of investment 
activities related to allocation and realization of investment. activity implemented domestically, as public 
2. There are following types of investment activities: investment activities are understood as aggregate of 

Private investment activities by citizens of Azerbaijan, all activities of state authorities and regulatory bodies, 
NGOs, institutions and organizations; state owned enterprises, institutions via budgetary, 

Public investment activities implemented by state extra budgetary, own funds and borrowings. 
authorities and regulatory bodies, as well as government Which means, 
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enterprises, organizations and institutions with budgetary, 
extra budgetary, own funds and borrowings; 
Foreign investment activities by foreign citizens, legal 
entities, governments, I Fis, as well as individuals without 
citizenship. Joint investment activities of Azerbaijan 
republic and foreign citizens, legal entities and 
governments. 

Article 3. Objects of investment activities 

Any properties, as well as capital funds and turnover funds, 
securities, targeted deposits, scientific-technical products, 
intellectual resources, other property units, as well as 
property rights can be objects of investment activities. 

• Investment activities of both state authorities and 
regulatory bodies, and state owned enterprises 
and organizations are public investment activities; 

• Also investment activities of state authorities and 
regulatory bodies implemented through budgetary, 
extra budgetary state funds, as well as other own 
funds are public investment activities. Then, funds 
from state budget and SOFAZ, as well as SOCAR 
and Public Investment Company qualify as public 
investments and should be taken into account in 
formulation of Pl policy and programs; 

However, this and other sections of the Law do not 
clarify the socio-legal nature of public investment 
activities and the fact that they are a set of 
relationships originating from allocation of public 
funds. 

Also this Article leaves out of attention investment 
activities (these are also allocation of public funds) 
implemented by local self-governance bodies 
(municipalities). 

Pursuant to current Article, turnover funds, securities, 
targeted deposits, property rights and other 
resources in addition to capital funds can be objects 
of investment activities. So they should also be 
considered objects of public investment activities. 
Currently there are opinions that solely capital 
investments are included in public investment 
activities, however this does not have any legislative 
basis. Also, on the example of some projects 
included in the Pl Program (for ex., funds allocated to 
the International Bank, loans to entrepreneurs and 
farmers) we can observe that in practice public 
investment activities are not limited to capital 
expenditure. 
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Article 4. Subjects of investment activities 
Pursuant to this Article, the government may be the 

1. Citizens and legal entities, of foreign countries and subject of investment activity, that is, both investor 
Azerbaijan, as well as foreign countries may be subjects and participant. 
(investors or participants) of investment activities. As the investor government makes decisions on 

allocating its own, borrowed or attracted funds, 
2. Subjects (parties) who decide to invest his own, material and intellectual resources into objects of 
borrowed or attracted financial and intellectual resources investment activities, and ensures their utilization. 
into objects of investment activities and who ensure their Also government, as the investor, may play the role 
utilization are investors. of depositor, creditor or purchaser in the investment 
Investors may be depositors, creditors and purchasers in activity. 
investment activities, and may perform functions of any 
participant of investment activity. 

Article 10. Purpose of state regulation of investment Article 10 has the following interesting aspect related 
activities to Pl policy and management of public investments: it 

Investment activities are regulated by the government with 
stresses that the purpose of state regulation of 

purpose of implementing a single economic, scientific- investment activities is to implement a single 

technical and social policy and are funded from the state 
economic, scientific-technical and social policy, which 

budget in the amounts prescribed in socio-economic is important for formulation of public investment 

development program of Azerbaijan. 
policy. 

Article 11. Forms of state regulation of investment 
activities Article 11 prescribes beforehand planning of 

1. State regulation of investment activities includes 
investments from state budget and extra budgetary 
funds, setting of terms of investments and resolving 

management of public investments, as well as regulation of other related issues. However, the article does not 
terms of investment activities and supervision over delineate mechanisms for their realization. In 
compliance with these terms by all subjects of investment addition, no other normative-legal acts (for eg, decree 
activities. of COM) reflecting those mechanisms have been 
2. Public investments are managed by state and local approved. 
authorities and regulatory bodies and consists of planning 
of budgetary, extra budgetary funds and other funds By "state regulation of investment activities" this 
attracted by these bodies and other related issues. Article actually refers to "public investment policy". 

3. There are following means of state regulation of Thus, even though it does not articulate it fully, the 

investment activities: Law identifies 2 key components of Pl policy: a) 

Implementation of credit and depreciation policy, management of public investments, i.e. state policy 
related to public investments {investments from 
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including rapid depreciation of capital funds. Depreciation 
concessions may vary for separate economic sectors, 
types and elements of capital funds and equipment; 

Repay of subvention, subsidy, budget debts for 
development of individual regions, sectors and production 
spheres; 

Setting state norms and standards; 
Taking anti-monopoly measures; 
privatization of property; 
setting terms of use of land, water and other natural 

resources; 
implementing price-setting policy; 
appraising investment projects; 
other activities. 

Article 12. Procedure of Pl related decision-making in 
the country 

1.ln the country decisions on public investments are made 
based on socio-economic development forecasts, 
development and allocation scheme of productive forces, 
feasibility studies identifying acceptability of these 
investments, targeted scientific-technical and complex 
programs. 
2. Draft targeted complex programs are developed and 
approved by relevant executive authorities, in a manner 
prescribed by the COM. 
3. Decisions on public investments with implementation 
period up to 2 years and related to emergency cases, 
accidents and natural disasters are made by COM based 
on proposals from relevant executive authorities. 

budget and extra budgetary state funds, as well as 
investments of SOEs); b) creating investment 
environment in the country necessary for non-public 
(private, foreign, joint etc.) investment activities. 

This important point should be kept in mind in 
preparation of Pl policy paper. 

Section 3 of Article 11 identifies means of state 
regulation of investment activities, one of which is 
appraisal of investment projects. This method is more 
typical and important for regulation of public 
investments. Mechanisms of this method are 
delineated in Article 14. 

Pursuant to requirements of this Article draft targeted 
complex programs are developed (Ministry of 
Economic Development) and approved (President) 
by relevant executive authorities, in a manner 
prescribed by the COM. 

However, neither this law, nor other legislative acts 
clarify the essence of targeted complex programs 
and their difference and links with other budget 
programs. However, we could say that "targeted 
complex programs" are understood as public 
investment programs. 

There are no mechanisms for fulfilling these 
requirements either. The country still lacks schemes 
for development and allocation of productive forces, 
as well as targeted scientific-technical and complex 
programs. In addition, there are no guidelines for 
performing feasibility studies to identify acceptability 
of public investments. 

The law does not delineate principles for making Pl 
related decisions, as well as requirements and 
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frameworks related to Pl projects. 

Article 13. Procedures for placing government orders This article describes only one of the forms of 
on capital construction works implementing Pl in the country. which is state orders 

1. One of the Pl forms in the country is government orders 
for performing works at capital construction. 
However, neither this Article, nor other parts of the 

to perform works in capital construction. Law indicate any other forms of implementing Pl. 
2. Generally, state orders are placed through tender with 
consideration of its economic profitability for enterprises The Law requires that, as a rule, such state orders be 
and organizations. At that point, those enterprises and placed through tenders. This issue is regulated by the 

organizations could qualify for certain concessions Law on State Procurements. 

prescribed by legislation. The law indicates that state order units are put in 
State order units are put in operation in a manner identified operation in a manner identified by COM, which is a 
by COM significant factor for Pl implementation procedure. 

Article 14. State appraisal (examination) of investments 
This article emphasized the requirement for 

1. State.inter-state and regional investment project and mandatory state examination of investment project 
programs financed from budget and extra budgetary funds, and programs financed from budget and extra 
as well as foreign investment shall undergo mandatory budgetary funds, as well as foreign investment in 
state appraisal in relevant executive authority as stipulated relevant executive authority (MOED) as stipulated by 
by COM. COM. 
Investments financed from other sources shall undergo This mechanism is a crucial element of Pl 
state examination for compliance with environmental, implementation procedure. However, guidelines for 
seismological and sanitary requirements as prescribed by appraisal of Pl projects have still not been developed. 
COM. 

2.Law of Azerbaijan Article 17. Open tender This article indicates that procurements may be 
Republic on State 17.1. In the event when estimated price of goods (works performed by open tender or other means depending 
Procurements and services) exceeds minimum level set by relevant on the estimated value of state orders. Minimum 

executive authority, procurement of such goods and amount of state orders to go to open tender is 
December 27, 2001 services is performed through an open tender. identified in the Presidential decree dated January 
Ng 245-11 Q 17.2.ln the event when estimated price of goods (works 29, 2002 (N2668). 

and services) is lower than the amount stipulated in Article 
17.1 hereof, purchasing organization may use any In accordance with the aforementioned decree all 

Decree of the President of procurement method. Purchasing agency may not break state procurements equaling or exceeding 50 
Azerbaijan on the procurement of goods (works and services) into thousand AZN have to be performed through open 
implementation of Law of separate contracts (i.e. separate sections) in order to avoid tender; if estimated price of i::ioods (works and 
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Azerbaijan Republic on amount limitation stipulated in this Article. services) is lower than 50 thousand AZN purchaser 
State Procurements could use any other procurement method. 
January 29, 2002 

Article 23. Establishment of Tender Commission 
In the event when the estimated price of tender Ng668 
subject exceeds 1 min manats, and in budget 

23.2. In the event when the estimated price of tender organizations this amount exceeds 300 thousand 
subject exceeds 1 min manats, and in budget organizations AZN or equal amount in free currency, the tender 
this amount exceeds 300 thousand AZN or equal amount commission shall include representatives of Ministry 
in free currency, the tender commission shall include of Finance, Ministry of Economic Development and 
representatives of relevant executive authority. 

other relevant central executive authorities related to 

Article 27. Estimated price of goods (works and the tender subject.. 

services) 
27.1. Prior to initiating tender procedures the purchasing The mechanism stipulated in Article 27 (Prior to 
agency shall identify estimated prices of procured goods initiating tender procedures the agency performing 
and services as stipulated by existing legislation. state procurement shall identify estimated prices of 
27.2. When necessary, the purchasing agency attracts procured goods and seNices (for eg, state order for 
professional appraisers to estimate prices of procured works in capital construction) as stipulated by existing 
goods and services. legislation) is not reflected in the existing legislation. 
27.3. The purchasing agency shall keep the estimated 
prices of purchased goods and services confidential until Other issues stipulated in Article 27 (attracting 
the opening of tender envelops and uses them to evaluate professional appraisals, keeping estimated prices . 
results of the tender. confidential etc.) are also considered important for 

27.4. In the event when the value of a tender proposal procedures of Pl project implementation. 
differs significantly from estimate prices of goods and These provisions of law apply to procedures for · 
services, purchasing agency may reject this proposal. Such implementation of only approved and commenced 
decision shall be approved by relevant executive authority. projects. 

3. Budget System Law Article 11. Preparation of draft state budget and budget 
Issues related to budget-funded public investments 

calendar 
are regulated by Budget System Law and COM's 

July 2, 2002 
11.5. Preliminary draft of state budget and PIP, together 

Guidelines on Application and Execution of State 
Budget dated May 24, 2004. 

Ng 358-1/Q with main directions of budget-tax policy, income and 
Issues touched upon in Article 11 (sections 11.5, expenditure ceilings on section level of budget 

classification, state debts, priority expenditure and 11.9.5 and 11.10) are broadly described in Articles 
consolidated budget forecast for next year and following 2.6 and 2.19 of the guidelines. These issues are 
three years are submitted for consideration to relevant commented on in explanation of the aforementioned 

Articles. 
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executive authority no later than April 15 of current year. 

11.9. Pursuant to Article 11.8 hereof the submitted draft 
budget includes following: 

11.9.5. amounts of expenditure on investment programs by 
paragraphs of economic and functional classification for 
next year and following three years with indication of 
financing sources. 

11.10. 
Based on actual results of current year relevant executive 
authorities identify next year's and medium term 
macroeconomic indicators, as well as social, economic and 
investment programs by August 1. 

Article 12. Documents prepared and submitted 
together with the state budget 

12.1. Following documents are prepared by relevant 
executive authority and submitted to the Parliament in 
relation with next budget year: 
12.1.1. draft law on state budget for the next budget year 
and its explanation; 
12.1.2. Economic and social development concept and 
forecast indicators of Azerbaijan for the next budget year 
and following three years; 
12.1.3. main directions of budget-tax policy; 
12.1.4. targeted programs to be financed from state 
budget; 
12.1.5. draft income classification, incomes and expenses 
on paragraph levels of functional, economic and 
organizational classifications; 

It should also be noted that Budget System Law does 
not use terms as "public investments" and "public 
investment program". It is known that "investment" 
and "investment programs" used in the law equals 
"public investments" and "public investment 
programs" respectively. However, it is important that 
the law includes and explains terms as "public 
investments", "public investment programs", and 
differentiates "public investments" and "public capital 
expenditure". 

Article 12 lists economic and social development 
concept and forecast indicators, as well as targeted 
programs to be financed from state budget among 
documents to be prepared and submitted along with 
draft state budget. However, the law does not 
prescribe for the public investment program to be 
submitted to the Parliament together with draft state 
budget. Based on Articles 2.6, 2.19 and 3.5 of 
Guidelines of COM on Preparation and Execution 
of State Budget we can consider PIP an integral 
part of draft budget. Thus, we could indirectly allege 
that PIP is among the documents to be submitted to 
the Parliament. However, it is advisable that the law 
indicates it clearly. Such vagueness allows relevant 
executive authority to avoid submitting this program 
and list of significant projects included in it to the 
Parliament. 
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4.Decree of the President on 1. COM together with relevant state agencies shall: This presidential decree has numerous specific tasks 
Measures to Accelerate • Within 1 month prepare and submit to the President for for implementation of public investments -
Socio-Economic approval a special state program with the purpose of development of programs and projects etc. 
Development ensuring construction of temporary districts and Implementation of some of them has already started. 

buildings for refugees and IDPs living in camp stations; However, those public investments related activities 
November 24, 2003 • Within 1 month prepare and submit to the President are not based on single procedures, because legal 

draft state program for socio-economic development of framework for these procedures has still not been 
regions, with consideration of their local resources and developed. 
other factors; 

• Prepare and submit to the President proposals on 
utilization and development of alternative power 
sources (sun, wind, thermal water, small hydro 
stations) in the country based on global practices; 

• Take measures to ensure continuous development of 
non-oil sector, take targeted measures to stimulate 
investments in this sector and report on their results to 
the President on quarterly basis; 

• In order to protect transparency of funds allocated from 
SOFAZ for addressing socio-economic problems of the 
country, take measures to ensure addressed use of 
these funds within budget expenditure; 

• Within 1 month prepare and submit to the President 
proposals to strengthen financial discipline in state 
enterprises and to ensure increase of income and 
efficient use of expenses. 

4. Ministry of Finance shall: 

• Strengthen supervision on efficient use of budget funds 
and procurements with state funds; in compliance with 
legislation take measures against budget-funded 
organizations in breach of financial discipline; 

• Accelerate development of scientifically justified 
normative for formulation of state budget; within 2 
months submit proposals to the President on 
improvement of budget system pursuant to modern 
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requirements. 

5.Guidelines of COM on SECTION II. ORGANIZATION OF WORK ON Article 2.4.1 of the Guidelines requires to include 
formulation and execution PREPARATION OF DRAFT STATE BUDGET information on domestic and foreign investments, 
of state budget their structure and real growth rate during medium-

Article 2.4. Medium term economic and social term macroeconomic forecasting. Thus, it is clear that 
Approved under the decree of development program covers summary of socio-economic there are certain rules for preparing forecasts on 
COM dated May 24, 2004, development concept and forecast indicators of the country volume of public investments for medium term (next 
No75 for the next budget year and following three years, forecast budget year and following 3 years). This in turn 

macroeconomic indicators and key priorities of socio- requires reconciliation of investment policy with 
economic policy. macroeconomic forecasts. 
2.4.1. Following information is included integrated into the 
forecast of macroeconomic indicators and these indicators 
prepared for the next budget year and following three 
years: 
- domestic and foreign investments (their structure and real 
growth rate); 

Article 2.5. Pursuant to verified medium term economic Article 2.5 further delineates issues related to 
and social development program, in March of current year development of investment program for next year and 
Ministry of Finance prepares preliminary mid-term budget following 3 years. This clause prescribes in March of 
forecast (incomes, expenditure, deficit and funding) and current year Ministry of Finance prepares preliminary 
Ministry of Economic Development prepares investment medium term budget forecast for the next year and 
program. Ministry of Economic Development prepares the 

investment program. However, it does not clearly 
state that the mentioned program is public investment 
program. Article 2.5 of the Guidelines uses only 
"investment program". 

Article 2.6. Ministry of Finance prepares draft state budget, This Article indicates the deadline for submission of 
main directions of budget-tax policy, income and draft state budget, consolidated budget forecast and 
expenditure ceilings on levels of budget classification draft investment program for the next year and 
sections, state debts, priority expenditure for the next year, following 3 years to COM. They should be submitted 
as well as consolidated budget forecast for the next year no later than 151

h of April of current year. COM should 
and following 3 years and Ministry of Economic discuss them with various executive authorities, 
Development prepares initial draft of investment program among which we can see MOF and MOED. However, 
and submits it for consideration to the COM no later than the article does not provide for any discussion of the 
15th of April of current year. COM shall discuss those draft document with the Central Bank. Also at this stage it 
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documents with MOED, MOF, Ministry of Taxes, State is necessary to link tax-budget policy with monetary 
Customs Committee and other executive authorities. policy, however such linking is not provided for in the 

Guidelines. 

Article. 2.19. In response to the MOF's call circular Section 1 and 4 of Article 2.19 indicates required data 
budget funded organizations shall submit following on targeted and investment programs to be reflected 
information on draft expenditure budget: in the submitted draft expenditure budget. Section 4 
2.19. 1. draft targeted programs considered for funding from clearly requires to indicate volume of expenditure on 
state budget by served sectors and expenditure sections; investment programs for the next and following 3 
2.19.4. volume of expenditure on investment programs for years by paragraphs of economic and functional 
the next and following 3 years by paragraphs of economic classification, with indication of funding sources. 
and functional classification, with indication of funding Thus, this section requires listing of budget 
sources; investment expenses by functional and economic 
2.19.22. With consideration of actual semi-annual results paragraphs. Section 22 of Article 2.19 requires 
by MOED by 1st August, medium term macroeconomic MOED to verify macroeconomic indicators, as well as 
indicators, as well as social, economic and investment social, economic and investment programs with 
programs for the next year shall be identified and submitted consideration of results of first 6 months of the year, 
to MOF. and submit it to MOED no later than 1st of August. 

However, the Guidelines do not clarify which 
stages and discussion procedures do the 
investment projects undergo between 15th of April 
and 151 of August of current year. Article 2.6 
provides for the COM to discuss investment program 
submitted by MOED with relevant executive 
authorities by 15th of April. However, it is not reflected 
in the Guidelines that after the deadline the 
investment program is returned to MOED for re-
verification. 
Article 2. 7 of the Guidelines prescribes MOED to 
prepare Call Circular on draft state budget for next 
year, development of consolidated budget indicators 
for the following 3 years (hereinafter, CC) and opinion 
on draft budgets of extra budgetary funds and to 
send it organizations participating in budget 
preparation and extra budgetary funds. Later in the 
Article we see that in addition to the relevant data CC 
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SECTION Ill. PREPARATION OF DRAFT STATE 
BUDGET, SUBMISSION TO THE PRESIDENT AND 
CABINET OF MINISTERS 
3.5. MOED shall submit following indicators to COM no 
later than 10th of September. 
3.5.1. Economic and social development concept and 
forecast indicators of Azerbaijan for the next year and 
following 3 years; 
3.5.2. draft public investment programs containing major 
investment projects of state budget and consolidated 
budget of the next year, and of consolidated budget for the 
following 3 years; 

3.6. Budget funded ministries, committees, companies, 

provides information on spending ceilings on 
organizations and every section, approved norms on 
current expenses, income and expenditure analysis 
(evaluation) including supporting documents for 
submission of comprehensive budget proposal to 
MOF. However this clause does not separately 
indicate issues related to investment projects. Thus, 
further procedures related to budget investments 
at this stage remains unclear. 
Only "preparation of draft state budget and 
submission to the president and COM" section of the 
Guidelines "public investment program" as a 
concept. At this stage, issues related to public 
investment program are partially clarified (Article 
3.5.2). 
The aforementioned Article indicates that shall submit 
to COM draft Public Investment Programs containing 
major investment projects, in addition to medium term 
projects no later than 10th of September. This part of 
the Guidelines requires the public investment activity 
to be reconciled with socio-economic development 
programs for the next budget year and following 3 
years, as well as medium-term consolidated budget. 
At the same time, from this section we can conclude 
that public investment activity is an element of 
consolidated budget. Thus, it is clear that during 
preparation of draft medium term state and 
consolidated budgets, public investment program 
reflecting major investment projects should be 
integrated in them. 

However, it is not clear, what the difference between 
"investment program" in Articles 2.5 and 2.6, 
"investment programs" in Article 2.19 and "public 
investment programs" in Article 3.5 is. 
Targeted programs mentioned in this Article could be 

12 



6. Unified budget 
classification of Azerbaijan 

Approved under the decree of 
COM dated October 6, 
2004,NO 149 

PIP-Project QPR 0312007 Annex 4.1 

central administrations and other budgetary organizations 
shall develop targeted programs considered for financing 
from state budget by their relevant sectors and expenditure 
sections, agree them with MOF and MOED and submit to 
COM no later than 151 of September. 

3.7. Documents submitted by MOF and MOED in 
accordance with Articles 3.5 and 3.6 of the Guidelines are 
discussed at COM. Upon approval the COM presents to 
the President draft state and consolidated budgets for next 
budget year, consolidated budget indicators for next 3 
years as well as other documents prescribed in Articles 3.5 
and 3.6 of the Guidelines no later than 25th of September. 

Annex 2. Functional classification of budget 
expenditure 
Extract from industry, construction and minerals section 

investment projects. However, targeted programs are 
used as separate concept in the Guidelines. 
Preparation and submission of targeted programs to 
COM is a separate process. Essence of targeted 
programs is partially clarified in review of existing 
practice and its difference with public investment 
program is identified. 
This article requires draft state and consolidated 
budgets, as well as documents mentioned in Article 
3.5 and 3.6 to be discussed at COM and submitted to 
the President. The deadline for submission to the 
President is 25th of September. Thus, it is clear that 
the document package on draft budget submitted to 
the President should include public investment 
program with major investment projects. 
However, neither this, nor other Articles of the 
Guidelines clearly indicate submission of Public 
Investment Program to the Parliament and its 
implementation. 
Functional classification of budget expenses 
delineates classification of "industry, construction and 
minerals" section which includes public investment 
expenditure. However, special explanation on 

r:-:~==-------.--:---:---.-----.------1--.:.. 
f nctional classification of public investment NAME I Sectio 

1 
INDUSTRY, 
CONSTRUCTION 
AND MINERALS 
INDUSTRY 

Sub- I Paragraph 
e penditure is not provided. This contradicts Section 

--+----+-----+-----+-....,.! Article 2.19 of "Guidelines of COM on formulation 
n section 
2 3 14 
11 0 IO a d execution of state budget". 

dministrative classification of "industry, construction 
a d minerals" is superficial and simple. For instance, 

+-----+----+------1---l · · - nstruction section, which includes public 11 1 u 
1 vestment expenditure is classified as 

~--~--1r------+------+-------1---1 nstruction, other construction. 
Processing industry 11 1 1 
Other industry 11 1 2 
enteq~rises 
CONSTRUCTION 11 2 0 
Construction 11 2 1 
Other instruction 11 2 2 
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7.Guidelines for supervision 
of central executive 
authorities over state 
agencies, state services and 
equal institutions 
established and functioning 
under their auspices to 
ensure efficient use of 
targeted budget funds 
allocated for their activities 
as assigned. 

Approved under the decree of 
COM dated March 30, 2005, 
N057 
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MINERALS I 11 I 3 I 0 
Mineral extraction, I 11 I 3 I 1 
except for mineral fuel 

1. Targeted budget funds from state budget are allocated 
to state agencies in a separate line, the funds are at their 
disposal and they utilize the funds as assigned. 
2. Allocated targeted budget funds are utilized based on 
consolidated cost estimates and programs prepared by 
state agencies and approved by relevant central executive 
authority implementing state policy in that sector. 
6. Relevant central executive authority has the right to 
request all information deemed necessary about utilization 
of budget funds related to activities of state agencies. 
9. When relevant structural unit of the central executive 
authority identifies inconsistencies or violations of law, as 
well as inappropriate utilization of targeted budget funds or 
excess expenditure cases from the periodic reports of state 
agencies or during financial reviews, that executive 
authority should take measures to eliminate such cases 
and their causes. 
11. In the event when relevant central executive authority 
identifies inappropriate utilization of targeted budget funds 
allocated for activities of state agency, if the agency fails to 
present reports on use of previously allocated funds, the 
executive authority may apply for petition before central 
executive authority on suspension or limitation of funding, 
serve notification to the management of state agency or 
take other measures provided for in the legislation. 
12. Management of state agency bares responsibility for 
appropriate use of targeted budget funds. Also in addition 
to cases prescribed by legislation, they shall submit to the 
subordinating central executive authority accounting 
statements on utilization of allocated budget funds, and 
other necessary information and documents requested at 
least on quarterly basis. 
13.ln order to implement state policy in their sector, 

Article 1 of the Guidelines requires targeted budget 
funds allocated from state budget to state agencies to 
be indicated in a separate line. 
Article 2 indicates that targeted budget funds should 
be utilized on the basis of programs and consolidated 
expenditure estimates approved by relevant central 
executive authority. 
Article 6 grants central executive authorities the right 
to request from state agencies enjoying targeted 
budget funds information on their use. 
Article 9 does not clarify responsibility for illegal, 
inappropriate or excess use of targeted budget funds. 
The Guidelines also do not delineate actions for 
eliminating such cases. 
On the other hand, the existing Guidelines do not 
clarify supervision mechanisms over use targeted 
budget funds either. Roles and functions of state 
agencies are not clear. The document does not 
specifically indicate the scope of responsibility for 
illegal, inappropriate (beyond the program) or excess 
use of funds allocated for projects. 
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increase economic efficiency and ensure future well-being 
of this sector, relevant central executive authorities shall 
oversee submission of projects justified on next year's 
forecast indicators, proposals on investment programs to 
authorized central executive agencies as scheduled. 

a.Statute of Ministry of I. General provisions MOED is the agency responsible for investment 
Economic Development 1.1. Ministry of Economic Development (hereinafter activities, as well as public investment activities in 

referred to as the Ministry) is the government body which: Azerbaijan. However, the Statute does not directly 
Approved under Presidential formulates economic policy, economic and social imply that MOED is the authorized agency for 
decree on December 28,2006 projections of Azerbaijan Republic; develops and developing public investment policy and setting 

implements state policy on development of various sectors priorities. 
for economy, foreign economic and trade relations, 
investment activities, attraction, allocation and promotion of 
investment, internal trade, development of and state 
support to entrepreneurship, improvement of competition, 
including elimination of unfair competition, protection of 
consumer rights, structural and innovative changes in state 
economy; performs normative legislative regulation; 
coordinates work of other state agencies in terms of issues 
concerning its area of interest; implements state 
supervision in relevant sectors. 

II. Scope of Work for the Ministry Scope of PIP related work of the ministry can be 
2.13. within authorities supervises and monitors considered satisfactory. Pl related authorities of the 

attraction of all kinds of loans/credits, financial and ministry provide for preparation PIP, appraisal and 
technical assistance (including, grants) and other types of monitoring implementation of projects, which allows 
investment; supervises appraisal/expertise and to influence Pl planning, programming and 
implementation of investment projects (proposals); implementation. 

2.1.14. in cooperation with related agencies drafts, 
submits and ensures implementation of Public Investment 
Program. 

Ill. Duties and Responsibilities of the Ministry The statute grants broad responsibility and duties to 
3.1.8. identify fields for capital investments from the ministry with regards to public investments. 

budgetary funds, prepare draft public investment program Those duties allow the ministry to supervise planning, 
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and agency ensure implementation of the program upon its appraisal and implementation of all kinds of public 
approval by the relevant government; investments (investments funded from state budget, 

3.1.40. take direct, targeted measures (including, SOFAZ, state-guaranteed international loans, 
direct negotiations) to attract financial resources from all investments of SOEs or enterprises with government 
foreign sources to the country's economy, its separate ownership). However, it is not appropriate to include 
sectors; examine the received proposals; prepare or in this scope enterprises where government has any 
participate in preparation of drafts of relevant agreements size ownership in statutory capital. This would mean 
(treaties, contracts) when necessary; sign them that even if the government has 1 % holding in an 
appropriately; monitor their implementation; identify priority enterprises statutory capital MOED's duty is to 
sectors for attracting loans, grants and financial (technical) appraise its investment program and monitor the 
assistance and coordinate related work of other central projects. Thus, it is advisable to specify duties of 
executive authorities, SOE's and enterprises where the MOED with this regards and to differentiate the 
state has a share in statutory capital; examine their ministry's scope of influence to "enterprises with 
proposals and investment projects; majority/control ownership in statutory capital" and 
3.1.50. perform public examination of proposals (projects) "enterprises with government participation in statutory 
related to attraction of investment and allocation of capital". 
investment funds submitted by executive authorities, SOEs 
or enterprises where the government has a share in 
statutory capital, as well as examination appropriate 
proposals (projects) upon request of investors; 
3.1.55. prepare investment projects implemented by the 
government; examine public investment projects, take 
proper actions to ensure their implementation and perform 
monitoring; identify criteria for prioritization of public 
investment projects; 
3.1.56. review loan, grant and financial (technical) 
assistance agreements (treaties, contracts) concluded by 
state commercial and non-commercial organizations 
(SOEs or enterprises where government has share in 
statutory capital); review their investment project proposals; 
perform public examination of these agreements (treaties, 
contracts), investment projects; request from the above 
mentioned enterprises documents assessing the financial-
economic results of and justifying necessity for such 
agreements (treaties, contracts) and investment projects; 
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9.Key directions of 2007 tax- Extract from "General Provisions" section Key directions of 2007 budget-tax policy of 
budget policy of Azerbaijan Important tasks include: improving structure of public Azerbaijan include improving structure of public 

investment, strengthening control over efficient use of investment, achieving single principles and priorities 
www.maliyye.gov.az those funds, achieving single principles and priorities of for sectoral distribution of those funds and 

sectoral distribution of funds attracted to economy under strengthening control over their efficient 
government guarantee and considered as public utilization.These tasks create a policy basis for 
investment expenditure in state budget, strengthening legislative reforms and improving existing 
linkages between public investment policy and relevant mechanisms related to planning, prioritization 
development programs. and efficient use of public investment. 

Extract from "Expenditure" section Expenditure section indicates priorities for public 
Pursuant to socio-economic development concept and mid- investment expenses. For 2007 these priorities 
term financial program, to ensure economic development include regional development, construction and 
and implementation of fiscal policy following actions should renovation of infrastructure units. 
be taken in budget-tax policy sector in 2007: 
• give preference to investment and social-targeted 

expenditure; 
• to ensure continuous improvement of public capital 

expenditure structure; give preference to attracting 
more of the country's internal financial reserves for 
these purposes, as well as regional development, 
construction and renovation of infrastructure units; take 
measures to ensure efficient use of funds; 

9.Long-term strategy on 4. Key directions for use of oil and gas revenues Long-term strategy for use of oil-gas revenues has 7 
management of oil-gas key directions for use of those funds. The 5th direction 
revenues Strategy for use of oil-gas revenues ensures maintenance requires implementation of investment-oriented 

of macroeconomic stability and has following major projects. This document identifies policy for use of oil-
Approved under the directions: gas revenues. Considering that major portion of 
Presidential Decree dated • development of non-oil sector, regions and small and funds used for implementation of Pl projects is 
September 27, 2004; NO 128 medium enterprises; currently oil revenues, it is important to reconcile the 

• wide-scale development of infrastructure sectors; priorities in this field with the strategy. Brief review 
• poverty reduction measures and other social issues; of the strategy is given in the analysis of existing 
• stimulating improvement of intellectual and practices . 

technological basis of the economy; 
• development of "human capital" (preparing high-caliber 
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professionals (also abroad), improving skills and 
knowledge of staff); 

• improving defense capacity of the country; 
• rehabilitation of occupied territories, measures to bring 

back the refugees to their regions. 
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To sum up, normative-legal basis related to public investments has following 
shortcomings: 

• Preparation and implementation of Public Investment Policy lacks legal framework 
and a single legislative basis. 

• Normative-legal acts have general instructions on preparation of Public Investment 
Programs. However, there are no mechanisms and procedural guidelines. 

• Budget legislation does not clearly indicate "public investmenf' (including "budget 
investment") concept. 

• Existing legislation lacks procedures and principles for planning and development of 
public investments (including, budget investments). 

• Normative-legal acts do not clearly provide for discussion and approval of Pl 
projects in the Parliament, as well as preparation of implementation reports. 

• Normative-legal acts do not indicate procedures and mechanisms for monitoring and 
evaluation of Pl projects. 

• "Unified Budget Classification" approved under the COM's resolution dated October 
6, 2004 (No 149) do not indicate or classify public investments or budget 
investments as a separate line. 
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3. ANALYSIS OF EXISTING PRACTICE FOR PREPARATION, APPROVAL AND 
IMPLEMENTATION OF PUBLIC INVESTMENT PROGRAMS 

Public investments in Azerbaijan are actually supported from following sources: 

1. State budget 
Industry, construction and minerals section 
"Automobile roads" targeted budget fund 
Reserve Funds 

2. State Oil Fund (SOFAZ) 
3. International loans under government guarantee 
4. State Oil Company (SOCAR) 
5. Public Investment Company (PIC) (or State Investment Company) 

3.1.Public investments and state budget 

3.1.1. Funds allocated for project in PIP are included in "Industry, construction and 
minerals" section. However, the list of projects included in the program is not submitted for 
discussion to COM along with Budget Envelop. Also, list of major investment projects is 
approved by COM only in February of budget year. A document called Public Investment 
Program and list of its projects are not published in mass media and internet. 

MOED develops and includes in Budget Envelope general directions (including forecasts for 
final financial indicators) of investment projects to be included in PIP only for next and following 
3 years. However, forecasts of Pl project directions for the next year are not consistent with 
capital investment forecasts in the next year's draft budget. 

3.1.2. Pursuant to COM's Guidelines on Preparation and Implementation of State 
Budget, in response to MOF's call circular budgetary organizations in draft expenditure budget 
should also submit information on investment program expenditure per economic and functional 
classification paragraphs (indicating funding sources) for next and following 3 years (Section II, 
Article 2.19). Despite such a requirement in the Guidelines investment program expenditure is 
not classified into economic and functional groups in accordance with "Unified budget 
classification of Azerbaijan". " Draft 2007 state budget's income and expenditure per paragraphs 
of economic, functional and organizational classification" (Parliament of Azerbaijan, Baku 2006) 
does not include any line reflecting public investment at all and funds allocated for this purpose 
are not identified per paragraphs of classification. This fact contradicts Article 2.19 of the 
aforementioned Guidelines and Law on 2007 State Budget. Line 10.10.1.1 of indicators table in 
Article 1 O of the Law on 2007 State Budget indicates public capital investment (investment 
expenditure) separately, which requires indicating functional, economic and organizational 
classification of that expenditure on paragraph level. 

3.1.3. Functional, economic and administrative classification of "Industry, construction 
and minerals" section which includes public investment expenditure in Budget Envelop is very 
simple. Functional classification is in compliance with "Unified budget classification of 
Azerbaijan". However, it should be taken into account that "Unified budget classification of 
Azerbaijan" was approved on October 6, 2004 - a time when public investments were not such 
a significant issue. Currently this classification needs further improvement. 

3.1.4. For the last three years COM approves current year's state budget's "capital 
investment" funds for projects in February and June of that year. For 2007 state budget those 
approvals were given on February 19,2007 and June 25,2007. Thus, at the time when Budget 
Envelop is submitted to the Parliament and changes\amendments are made to draft budget, it is 
not clear which projects will take the funds considered for capital investment in next year's state 
budget. This deprives members of the parliament of the chance to review and discuss Pl 
projects during the discussion of Budget Envelop. 

3.1.5. MOF and COM's quarterly and annual budget implementation reports do not 
indicate implementation indicators of public investment expenditure per sectors, institutions or 
projects. It reflects solely final implementation indicator. 

3.1.6. List of Pl projects approved under COM's decree is a major step towards 
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structural implementation of investment expenditure from the budget. Even though purposes 
of some projects remain undisclosed the list still has significant information for sectoral 
structure, analysis and monitoring of budget investments. 

3.1.7. Details of budget-financed investment projects are not provided to society. 
3.1.8. In major portion of budget-financed projects selection of contractors, as well as 

purchase of goods and services don't meet requirements of Law on State Purchases and 
Presidential decree on execution of that law. 

3.1.9. Budget Envelop indicates only final number for "Automobile Roads" Targeted 
Budget Fund. Structure of Fund's resources by projects is not clarified at any stage. Funds 
allocated to "Automobile Roads" Fund are considered targeted budget funds. Targeted 
budget funds are allocated for activities of state agencies, state services and other 
equivalent state enterprises established and functioning under auspices of relevant central 
executive authority. Part of these funds is included in PIP, for instance, resources of National 
Fund for Support to Entrepreneurship or resources allocated to State Agencies of Agriculture 
Loans. However, projects from "Automobile Roads" fund are not included in PIP even though 
there are some investment projects financed from the Fund. 

3.1.10. Resources of Reserve Fund of state budget are used in accordance with 
guidelines approved under COM's resolution (June 2,2003, No 74). Pursuant to guidelines, 
resources in Reserve Fund can be used for expenditure not provided for in state budget and 
emergency situations. This prohibits use of those funds for financing investment projects. In 
2006 we can observe investment expenses from reserve funds of President and state budget. 
For instance, funds used for rehabilitation of rural roads around Baku. 

3.2. State investments and SOFAZ 

SOFAZ is an extra budgetary fund and is included in the consolidated budget of Azerbaijan. 
Major portion of oil revenues of the country are accumulated in the Fund. 

Investment projects financed from SOFAZ are implemented in accordance with "Long-term 
strategy for management of oil-gas revenues". Funds allocated for investment projects are 
approved in next year's budget of SOFAZ by the President in the end of current year. 

Strategy consists of 4 sections: 1) long-term forecasting of oil and gas revenues; 2) principles 
of long-term use of oil and gas revenues; 3) mid-term policy for management and use of oil-gas 
revenues; 4) main directions of use of oil-gas revenues. 

The document consisting of 3 pages in total reflects general issues related to long-term 
utilization of oil and gas revenues. Section 1 of the document lists the sources of those 
revenues, however, the list does not indicate net profit of SOCAR. In fact, the government 
should manage net profit of SOCAR, as it is 100% state owned. 

Section 2 reflects principles for long-term use of oil and gas revenues. These principles may be 
assessed as satisfactory. The positive sides include limit on use of oil-gas revenues, diversion 
of some portion of resources on collection, setting of expenditure limit based on non-oil deficit of 
consolidated budget, implementation of investment expenditure within the framework of PIP. 
However, in practice some of these principles are violated. For instance, oil-gas revenues 
obtained in 2006 have been fully spent and not a penny of it was diverted to collection. 

Section 3 is superficial and generic. Policy for management and use of oil-gas revenues is not 
delineated well enough. 

Section 4 reflects directions for use of oil-gas revenues, which are quite generic and it is not 
clear how they were selected. On the other hand, selected directions are blur, which allows to 
rank one and the same project to many directions. For instance, project for rehabilitation of 
"Samur-Absheron" channel, which is implemented from 2006, can be classified to first 3 
directions. 
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3.2.2. Agencies responsible for projects funded from SOFAZ are identified pursuant to 
resolution of COM. Selection of contractors and purchase of goods and services is performed in 
accordance with Law on State Purchases and Presidential Decree on execution of that Law. 

3.2.3. On quarterly basis agencies responsible for projects funded from SOFAZ report to 
COM and the Fund on implementation status of projects. General information on project 
implementation is placed on the Fund's web-page. Projects are audited on annual basis. In 
2006 Chamber of Accounts reviewed implementation of projects implemented in 2005 and 
funded from SOFAZ and the results were positive. 

3.2.4. Pursuant to requirements of normative acts (MOED's charter), appraisal and 
evaluation of all investment projects should be performed by MOED. This also applies to 
projects funded from SOFAZ. However, in practice this requirement is not fulfilled. SOFAZ, in its 
turn, does not have the necessary capacity and opportunities to perform such appraisal and 
evaluations. 

3.2.5. Current mechanisms on implementation of investment projects funded ·from 
SOFAZ are not based on regulatory acts and are not satisfactory. 

3.3. Public investments and international loans (credits) 

3.3.1. Investment projects financed by credits of IFls are implemented pursuant to 
relevant loan agreements and donor requirements. 

3.3.2. Donors have project monitoring mechanisms. Capacity of GoAz to monitor such 
projects is low and it lacks necessary mechanisms. However, government agencies make 
efforts to affect and control many foreign funded investment projects through administrative 
means. 

3.3.3. Interest rates on government guaranteed foreign loans are repaid from state 
budget. At the same time, commitment for those loans is also on state budget. 

3.4. Public investments and SOCAR 

3.4.1. SOCAR is 100% state owned and its income is actually public funds. The 
company performs commercial activities, at the same time acts on behalf of the government in 
exploration of, production, sales of oil and gas as well as enters into international oil treaties. 
President, vice-president of the company are appointed and replaced by the President; structure 
and Charter of the company are approved by the Presidential decree. 

3.4.2. Pursuant to Article 2 of Law on Investment Activities, SOCAR's investment 
activities represent government's investment activities. Nevertheless, SOCAR's 
investments are no included in PIP, although they are public investments. 

3.4.3. In accordance with 2006 results, SOCAR's investments reached 284 967 
thousand AZN. 256 800 thousand AZN of it was invested in production processes. Remaining 
27 867 thousand AZN are social investments. 16 839 thousand AZN of SOCAR's social 
investments represent investments projects implemented under 2004-2008 Regional Socio
Economic Development Program. It should be noted that within the framework of this program 
SOCAR is expected to construct treatment-and-diagnosis centers in 1 O regions. 

3.4.4. During implementation of SOCAR's social investment projects the requirements of 
Law on State Purchases and Presidential decree on execution of that law are breached. At the 
same time Feasibility Studies on projects are not developed. 

3.4.5. Central executive authorities do not perform appraisal and evaluation of SOCAR's 
social investment projects. 

3.5.Public investments and State Investment Company 

3.5.1. State Investment Company (SIC) was established under the presidential decree 
as of March 30,2006. The purpose of the company is to enhance investments to ensure 
development of non-oil sector, improve material-technical basis of enterprises in this field. To 
constitute charter capital of the company funds from SO FAZ were integrated in PIP. 

3.5.2. To establish initial statutory capital of SIC 100 min. AZN were allocated from 2006 
SOFAZ budget. SIC is 100% state owned and its funds and investments are considered public. 
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Pursuant to Article 3 of Law on Investment Activities in addition to capital construction, also 
turnover funds, securities, targeted deposits and savings, property rights and other resources 
are considered objects of investment activities. Based on this clause it should be noted that all 
the aforementioned are also considered objects of public investment activities. However, 
currently investment projects of SIC are not included in PIP. 

3.5.3. SlC has already purchased shares of some private companies. This policy is 
expected to continue in future. At the same time the company is planning to participate in new 
investment projects as well. Below are projects where SIC intends to be or is participating: 

- management of "Milk Pro" OJSC producing dairy goods; reconstruction of its existing 
factory and construction of a new milk factory; 
- construction of new cement factory jointly with French "Lafarge" company; 
- construction of insulin factory jointly with "Nordisk" company; 
- Islamic Development Fund project, which will be established with initiative of Islamic 
Development Institute and will be investing in non-oil sector; 
- establishment of "Shipping" company, which will transport oil products; 
- purchase of 10% of shares in "Garadagh Cement" factory, belonging to Swiss "Holcim" 
company; 
- investing into construction of waste-recycle factory; 
- construction of oil terminal and oil-chemical complex; 
- agricultural projects. 

Official statements note that SIC invests in an enterprise based on its benefit and significance to 
economy. The Company intends to take 10-25% participation in existing and future investment 
projects. 

4. INTERNATIONAL EXPERIENCE IN PREPARATION OF PUBLIC INVESTMENT 
POLICY AND PROGRAM 

Taking into account rapid growth of financial capacity and expansion of government's 
investment activities, as well as crucial role of oil revenues in these processes it would be useful 
to study experience of Russian Federation and Kazakhstan in Pl policy and program formulation 
in order to develop public investment legislation in Azerbaijan. It should be specifically noted 
that development of legislative framework for regulating public investment activities have been 
in center of attention in both countries. Key legal act of legislative framework in both countries is 
Budget Code. Primary provisions related to formulation of Pl policy and program are reflected in 
that document. However, in both countries these issues are regulated also by other laws, 
government's resolutions and normative documents of ministries. 

4.1. Kazakhstan experience 

Primary legislative basis for development of Pl policy and program in Kazakhstan are reflected 
in the Budget Code (April 24,2004, No 548). In addition, resolution of Kazakhstan Economy and 
Budget Planning Ministry (September 30,2004) approved "Guidelines for Development and 
Review of Financial-Economic Justification of Budget Investments Implemented Through 
Participation in Establishment and Expansion of Statutory Capital of Legal Entities", 
"Requirements for Feasibility Study of Budget Investment Projects (programs)" and 
"Requirements for Opinion on Economic Appraisal of Budget Investment Projects (programs)". 
Minister's resolution as of December 15,2004 No 165 approved "Guidelines for Preparation and 
Submission of Efficiency Evaluation Reports of Budget Investments" and "Schedule and Format 
for Submitting Information related to Monitoring of Budget Investments Implementation". 
Resolution of Kazakhstan government as of March 18,2005 No 247 approved "Guidelines for 
Developing Lists of Priority Budget Investment Projects (Programs)" and "Guidelines for Review 
of Budget Investment Projects (programs)". Such practice of Kazakhstan could serve as a 
useful source in development of legislative basis for preparation of Pl projects and programs in 
Azerbaijan. 
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Name of legislative document 
Budget Code of Kazakhstan 
Republic 
(Approved on April 24, 2004 
N2 548) 
Approved under resolution of 
government of Kazakhstan on 
March 18, 2005 No 247 
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Number, name and content of Article 

Section 8. Budget investments 

Chapter 32. Planning and implementation of 
budget investments 
Article 147. Classification of budget investments 

Article 148. principles for planning and 
implementation of budget investments 

Article 149. Development of investment activities 

Significance 

This section provides criteria for classification of budget 
investments into national and local. It also indicates 
agencies responsible for implementation of such projects 
(programs). 
A similar or different classification of investment projects 
on legislation level could be applied in Azerbaijan, where 
the projects could be grouped into national and regional 
(city) projects. 
This Article describes principles and stages for planning 
and implementation of budget investments. It would be 
advisable to use those principles and stages in relevant 
legislation in Azerbaijan. For instance, budget investment 
projects (programs) are planned in 3 stages: 

I) Development of investment activities at the 
stage of preparation of national, sectoral and 
regional programs; 

II) Development and approval of budget 
investment project (program) lists within budget 
programs list after approval of national, sectoral 
and regional programs; 

III) Development and approval of priority budget 
investment project (program) lists at the stage 
of budget formulation. 

Such a phased approach will help to ensure consistency of 
budget investment projects (programs) with medium term 
socio-economic development programs and such projects 
will complement one another. 

This Article describes requirements to investment 
activities, necessity for their sectoral appraisal, and 
agencies responsible for development of guidelines for 
preparation of such activities. Azerbaijan legislation could 
benefit some aspects of these provisions. 
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Article 150. Guidelines for preparation of lists of This Article delineates reasons for inclusion of projects in 
budget investment projects (programs) the budget investment project (program) lists, contents of 

feasibility studies (FS) of such projects, guidelines and 
requirements for FS, cases when FS is not required. 
Mechanisms described in this orovision are auite practical. 

Article 151. preparation of lists of budget 
investment orojects (programs) (omitted) 
Article 152. realization of budget investment This Article touches upon some issues related to 
projects (programs) realization of budget investment projects (programs). 

Azerbaijan legislation could benefit from these provisions. 
However, some issues related to realization of projects 
{programs) have not been covered here. 

Article 153. Planning and implementation of 
This Article provides guidelines for planning and 

budget investments fulfilled in the form of 
implementation of budget investments which were fulfilled 

participation in statutory capital of legal entities 
through participation in statutory capital of legal entities, 
requirements against such projects and their FS, as well 
as guidelines for selection of such oroiects. 

Chapter 33. Monitoring and efficiency 
Provisions of this chapter cover some aspects very 

assessment of budget investments realization important for PIP legislation. 
It delineates purpose of monitoring, its content and 

Article 154. Monitoring of budget investments execution mechanism, procedures and guidelines, 
realization agencies responsible for monitoring, format and deadlines 

for submission of information necessary for monitoring, as 
well as use of monitoring results. 

Article 155. Assessment of budget investments This Article provides objective and content of efficiency 

efficiency 
evaluation, agencies performing such evaluation, methods 
of evaluation, guidelines for submission of information, 
agencies receiving results, content of evaluation report 
with results of the assessment and its criteria. 
Some aspects of this Article could be usefully applied in 
development of PIP legislation in Azerbaijan. 
Nevertheless, the Article provides for only state agencies 
to perform monitoring and evaluation. Legislation should 
also provide for Civil Societies to participate in monitoring 
and evaluation of completed and pending investment 
projects, which will allow increasing civil control over 
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implementation of sociallv-oriented Pl projects .. 
Resolution of Kazakhstan Republic Guidelines for Review of Budget Investment Guidelines address issues related to preparation and 
dated March 18, 2005 Projects (programs) selection of investment proposals, list of documents to be 
No247 included in investment proposal, preparation and selection 

of projects, its logical justification. 
Guidelines for Developing Lists of Priority Guidelines describe application procedures for developing 
Budget Investment Projects (Programs) list of budget investment projects (programs), coordination 

and aooroval of domestic priority project lists. 
Resolution of Kazakhstan Minister Requirements against FS of budget investment This part describes objective of FS of budget investment 
of Economy and Budget Planning projects (programs) projects (programs), structure of FS, content of each 
Ministry (September 30, 2004) section and issues to be reflected in it. 

Requirements against economic appraisal This document identifies general structure of economic 
opinion of budget investment projects appraisal opinion of budget investment project (program) 
(programs) and requirements against its content. 
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4.2.Russia experience 

Legislative framework of Pl policy and program in Russian Federation is delineated in 
Budget Code (No 145 FZ, approved on June 31, 1998) and Federal Law on Budget 
Classification (No 115-FZ, approved on August 15, 1996). It should be noted that since the 
adoption numerous amendments and changes have been made to these laws. Issues related to 
regulation of Pl activities have been integrated to legislation through those amendments. Below 
are key essential parts of the above documents. 
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Name of legislative document Number, name and content of Article Significance 
Budget Code of Russian Chapter 5. Key principles of budget system in Provisions of this chapter describe key principles of 
Federation, Russian Federation creating a budget system in the country. It includes 
July 31, 1998 numerous very important principles missing in our budget 
NQ 145-FZ legislation related to efficient utilization of public funds, as 

well as public investments. They include: principle of 
efficiency and thrifty use of budget funds (Article 34), 
openness and publicity principle (Article 36), targeted and 
specific nature of budget funds (Article 38) etc. 

Article 79.Expenses related to financing of This section describes mechanisms for consideration of 
budget investments funds allocated for budget investments in the budget. 
Article 80. Allocation of budget investments to This Article depicts conditions and mechanisms for 
legal entities, which are not state or allocating investment funds from budget to legal entities, 
municipality unitary enterprises which are not state or municipality unitary enterprises. 
Chapter 13-2. Utilization of oil·gas revenues of This chapter covers following issues: oil-gas revenues of 
federal budget federal budget (Article 96.6), non-oil deficit of federal 

budget (Article 96. 7), oil-gas transfer of budget (Article 
96.8), reserve fund (Article 96.9), future generations fund 
(Article 96.10), management of those two funds' 
resources (Article 96.11 ), accounting and reporting on 
transactions with oil-gas income of federal budget (Article 
96.12). 

Article 179. Long-term targeted programs This includes development and approval mechanisms of 
long-term targeted budget programs and requirements 
against it. 

Federal Law of Russian Federation Article 12. Sectoral classification of federal budget As we can see such classification of targeted expenditure 
on Budget Classification expenditure shall be performed based on Articles of federal budgets allows more efficient use of 
August 15, 1996 attachments: public investments. 
N2 115-FZ Classification of targeted expenditure items of 

federal budget (Attachment 1 O); 

CLASSIFICATION OF TARGETED 
EXPENDITURE ITEMS OF FEDERAL BUDGET 
Public investments 
Public investments in medical industry 
Public investments in health 
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Public investments in construction industry 
Public investments in municipal economy 
Public investments in housing services 
Public investments excluding housing 
constructions 
Public investments in housing constructions 
Provision of refugees and IDPs with housing 
Housing constructions 
Public investments in regional development 
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4.3. Norway experience 

Norway's public investment legislation addresses issues thoroughly and considers dynamic 
development perspectives. Legislation clearly indicates consideration of economic forecasts, 
fiscal, financial and other econometric methods in development of legal provisions and 
procedures. Legislation provides for annual functioning of key economic policy and planning 
tools. For this purpose National Budget (planning documents), Fiscal Budget and Economic 
Perspective reports are prepared. 

All economic planning documents are based on macroeconomic analysis and forecasts. 
Macroeconomic analyses can be short-term (2-5 years) and long-term (10-50 years). Different 
models are applied for short and long term budget forecasts. Short-term forecasts serves as a 
source for economic plans and is used to evaluate fiscal policy efficiency and nature (expanding 
or contradicting), and to identify level of government expenditure. Long-term models are used to 
set fiscal guidelines (annual 4% transfers to budget from state global pension fund and oil fund), 
to identify reforms to curb state expenses, to prepare various development programs, to prepare 
forecasts on labor market, productivity, oil prices, demography and other. 

In Norwegian practice investment projects approved by COM's decree are included in Fiscal 
Budget and submitted to the Parliament. Investment projects of local governments are selected 
and approved by municipalities.There are no frameworks for planning, analysis and application 
of investments projects financed by central and local authorities. 

Monitoring of projects is performed by relevant line ministry, Ministry of Finance, State Audit 
Office and Parliament. MOF is responsible for financial monitoring of capital expenditure. State 
Audit Office and Parliament have the authority to initiate detailed and comprehensive review of 
any investment project. COM makes strategic decisions on macro and fiscal policy and sets 
ceilings of sectoral expenditure. Economic and fiscal planning are performed by MOF. 

Capital investments require thorough project analyses, including feasibility and evaluation 
reports of key projects. In order for the project application to commence COM should approve 
its feasibility report. After the application phase project costs are calculated, risks analyzed and 
alternatives evaluated. This stage includes project analysis and evaluation; analysis of risks and 
alternatives; and review of external sources. 

In order to ensure transparency of project implementation Norwegian legislation includes 
provisions requiring public control. There also is a provision identifying participation of legal 
entities in statutory capital of Pl projects. 

Factors in Norwegian experience useful for Azerbaijan: 

• In Azerbaijan legislation flow of budget planning documents are chaotic and 
justification of investment plans is not always adequate. Norwegian practice could be 
useful to avoid this by developing and complying with specific procedures and 
sequence, requirement to justify each project with existing econometric models and 
creating certain provisions granting responsibilities on relevant authorities. Use of 
relevant econometric models for planning of each deadline could be made 
mandatory, which would increase efficiency of planning. 

• Legislation should clearly delineate authorities related to inter-regulation of state 
budget and municipal budgets. Particularly, financing of public investments of local 
self-governance institutions from state budget should be justified in a relevant Article. 

• Legislation should set procedures for direct investments by municipalities. 
Norwegian experience could be referred to for identifying authorities and procedures 
related to state and local budget investment activities. 

• Norwegian experience could be useful in developing fiscal policy and guidelines in 
Azerbaijan, as well as use of oil revenues in public investments. 
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• It is important that new legislation include procedures for more efficient monitoring 
and evaluation of both state budget investments and municipal investments. 

• Legislation should include a provision providing for disclosure of monitoring and 
evaluation results to public. This could positively affect transparency in realization of 
public investments. 

• A provision identifying criteria for selection and prioritization of investment projects 
should be included in legislation. This would help analyze project consistency with 
economic development priorities of the country, ensure transparency and avoid 
certain chaotic processes in budget planning. 

• Also legislation should have a provision requiring (and granting responsibility) the 
submitting agency to review vulnerability of the project, justify the project via 
feasibility studies or other analyses. This change could increase accountability 
related to duration, stability and expenses in project implementation. 

• Azerbaijan legislation related to Pl planning and implementation, along with 
Norwegian practice, lacks a provision identifying participation of legal entities in 
statutory capital of investment projects. 
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5. COMMENTS AND RECOMMENDATIONS ON DRAFT "GUIDELINES FOR 
PREPARATION AND IMPLEMENTATION OF PUBLIC Investment POLICY AND 
PROGRAM" DEVELOPED BY PIP-PROJECT 

On the whole Draft "Guidelines For Preparation and Implementation Of Pl Policy and Pl 
Program" uses the appropriate dynamics and development structure for preparation and 
implementation of Pl policy and program. At the same time, schedule provided for preparation, 
discussion, approval and implementation of PIP corresponds to reality. Provisions are 
consistent and inter-related. 

However, some Articles of the Guidelines need further improvement: 
1. Just as other equivalent documents the Guidelines should be approved by the 

resolution of COM, not by Presidential Decree. For comparison, such documents as Law on 
Public Investments, which is being developed, are enforced by the Presidential Decree. 

2. We can also observe that the Guidelines have a structure and provisions with legal 
and program content. Some of these provisions should be omitted. Those Articles with some 
amendments could be included in draft law to be developed. At the same time some provisions 
need to be amended. For instance, Section I - General Provisions: it would be useful if the 
paragraph with list of documents the Guidelines are based on (section 1) was followed with 
explanation of the objective of the Guidelines. 

Also numeration of the sections usually starts after statement of objective. Sub-section 
numbers of every section should have the number of that section. For example, 6.1 - would 
mean Section 6, sub-section 1. 

3. In sub-section 1 of section 1 "Guidelines are related to regulation of public investment 
activities in following stages" should be replaced with "This document provides guidelines for 
regulating public investment activities in following stages". Because, draft Law on Public 
Investments, which is in preparation, identifies foundation for these stages. Guidelines, 
however, provide mechanisms for it. 

4. We believe that Sections 3,4 and 5 should be omitted. Because: 1) content of these 
sections is beyond the framework of guidelines; 2) more comprehensive definition of concepts 
listed there are provided in following sub-sections of Section 1. 

5. In Sub-section B of Section 1 of Guidelines "following are used for purposes of the 
Guidelines" should be replaced with "following concepts and definitions will be used for 
purposes of these Guidelines• for a clearer and flowing language of the document. 

6. Last word in the name of section 3 should be "dates" instead of "period" - that is, 
"Preparation process and dates of medium term PIP for next budget year and following 
three years" would be more consistent with the language of the document. 

7. In sub-section 7 of section 3 "Ministry of Economic Development sends PIP call 
circular by April 1" should clearly indicate which government agencies the call circular is sent to. 

8. Article 1 of Section 5 mentions preparation of socio-economic description 
documents for investment projects of authorized agencies. This part should specifically 
indicate development mechanisms and criteria which would make the Guidelines more 
efficient. 

9. Article 2 of Section 5 mentions project selection. This part should specifically 
indicate selection criteria, basis (technical-economical, econometric etc.) and rules and 
clearly indicate the requirement to comply with these criteria. This issue is touched upon in Sub
section 3 of Section B, however, this is not enough. 

10. Inclusion of separate sub-sections (provisions) on "Public control and its 
organization mechanism" in section 10 would further enforce accountability and 
transparency related Articles. 

6. CONCEPT FOR DEVELOPMENT OF PUBLIC INVESTMENT LEGISLATION AND 
REGULATORY ACTS 

Starting from 2005 when large oil revenues started flowing into the country Azerbaijan economy 
is undergoing high economic growth rates. Rapid increase of the government's financial 
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capacities has triggered increase of public expenditure, especially enhanced public investment 
activities. In a short period of time the volume of investment funds in state budget (per functional 
"Industry, construction and minerals" section of the budget) have increased ten, even hundred 
times approaching 2 billion AZN (in 2007 budget). Currently 30.4% of state budget is directed to 
investment objectives. These investment allocations are distributed among almost all state 
agencies, ministries, offices and organizations, rayon (city) executive authorities, and all of 
those institutions implement various small or large scale investment projects. In addition, large 
infrastructure projects are implemented with support of SOFAZ funds, and SOCAR is financing 
implementation of large investment projects with its own funds (from oil revenues). Particularly 
each state enterprise prepare and manage investment projects on their own judgment and 
discretion. 

Unified standards and procedures are not necessarily always applied in addressing issues as 
allocation of funds to such projects from budget or SOFAZ and their financing. Various 
subjective decisions play significant role (detailed information on this issue can be found in 
research materials of lngilab Ahmadov). 

In most cases following shortcomings are observed in investment projects, which have been 
selected or funds have been allocated: 

a) feasibility studies are not adequate enough; 
b) their role and benefit in socio-economic development of the country or perspective 

development of national economy; 
c) significance of the specific project for that sector is not clear; 
d) financial capacity of the project is not identified. 

Implementation of a project for "project sake", exaggeration of project cost and other cases are 
quite frequent. Currently even relevant government agencies are not able to obtain full and 
comprehensive information on investment expenditure of SOEs. 

All these factors negatively affect efficiency and effectiveness of public investment expenditure, 
distract funds from their target and allow their inefficient use. As a result, outcomes expected by 
public from public investment expenses are not achieved. 

More oil revenues will enter the country in the coming years and public investment expenditure 
is expected to increase by year. In order to increase use of increasing public investments to 
Azerbaijani society the aforementioned constrains need to be eliminated. For this: 

a) all types of investment activities of the government should be based on a single Public 
Investment Policy (PIP); 

b) all Pl projects and programs should be reconciled with the country's mid-term socio
economic development programs, as well as individual sector development programs; 

c) unified procedures and standards should be developed and applied for preparation, 
selection, financing and implementation of Pl projects; 

d) implementation of investment projects should undergo monitoring and evaluation; 
e) work of all agencies involved in public investment activities should be effectively 

coordinated and one institution should be selected responsible for this; 
accountability, reporting and transparency should be ensured in preparation, selection and 

implementation of Pl projects. 

Review demonstrates that existing public finance legislation and legal basis (Budget 
System Law, Law on Investment Activities, Law on State Purchases, state budget laws over the 
years and presidential decrees on their implementation, COM's resolutions on Guidelines for 
Preparation and Implementation of State Budget and Unified Budget Classification) are not 
sufficient to ensure effective management of public investment activities. Thus, it is crucial to 
make major reforms in public finance legislation and develop public investment legislation as its 
major component. 

Objective of reforms 
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Objective of legal-institutional reforms is to develop a public investment legislation providing for 
institutional-legal basis for efficient regulation of public investment activities (processes) and 
ensuring effective public investment expenditure. 

Tasks 
To achieve legal-institutional reforms it is important to perform following tasks: 

1) review of existing legislation and other normative-legal acts related to public finance and 
public investments; 

2) study best international practices on public finance and public investments; 
3) develop draft normative legal acts (laws or amendments to laws, presidential decrees, 

COM's resolutions and\or Guidelines to be approved by ministries etc.) for regulating 
preparation and implementation of public investment activities and PIP; 

4) achieve discussion and approval of those documents. 

Possible alternatives 
International practices clearly prove that public investment legislation is complicated, its 
preparation and approval can be a long process. Even when drafts of necessary legislation and 
normative documents are ready their approval and application are unnecessarily deferred 
because of: a) policy approaches; b) weak intra-government (inter-agency) linkages; or c) 
conflict of interest of officials. 

Possible alternatives of reforms can be summarized as follows: 

1. Public investment legislation framework consists of one or several laws, presidential 
decrees, guidelines and regulations approved under government resolutions and ministry 
decrees. It should be taken into consideration that in developed draft laws or resolutions 
preparation, selection, and inclusion in budget of Pl projects (programs) require at least 3 
year period. If approval of these legislation documents is postponed until or takes place 
next year (2008) inclusion in budget, approval and realization of Pl projects in accordance 
with relevant procedures can start only in 2010. Thus, maximum expedition of the process 
is crucial. 

2. Since public investment legislation is an integral component of public finance legislation, it 
would in principle be more advisable to prepare a single Budget Code covering all public 
finance issues, including investment activities and to reflect all public investment issues in 
that document. However, preparation, discussion and approval of such a code is quite 
complicated, achieving its discussion and approval is both complicated and requires long 
time. In current Azerbaijan realities it is particularly complex. (Although it is said that MOF 
has been working in this direction for several years and development of such code is of 
interest to the ministry, MOF does not demonstrate very strong eagerness and effort). 

3. In the absence of the code preparation and approval of draft Law on Public Investments is 
next best option. In this case, a number of amendments and additions should be made to 
Budget System Law. In Azerbaijan reality parliamentary discussion of draft laws are 
unnecessarily prolonged and deferred. Especially if approval of any law for 'some reasons 
is not acceptable for presidential administration, it is impossible to bring drafts of this law 
to parliamentary discussions, but even when this is achieved discussions could stretch out J 
for years. Taking into account that currently many ministries are not very interested in 
approval of Law on Public Investments (because of conflict of interest) it can be alleged 
that "representatives" of those ministers could hinder discussions in the parliament. This i 
problem could be partially resolved and the discussion periods could be shortened by 
ensuring personal support of draft laws by the president and discussing the document at 
the parliament under his special instructions. 

4. One of means to expedite resolving this problem is to make additions and amendments to J 
Law on Investment Activities and Budget System Law, instead of developing a brand new 
law. In practice, this has proved to be more rapid (draft law is accepted after passing 3 
hearings). In this case we face the problem of ensuring systematic structure of legislation t 
and extending period for amending individual laws. It is advisable to provide those 
amendments to the parliament as a "package" or along with 2008 budget documents. In 
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practice of Azerbaijan parliament as a rule document included in Budget Envelop are 
approved in a shorter period of time. However, this will not allow to ensure comprehensive 
legislative framework for alternative public investments. 

5. The processes could be accelerated also by initially ensuring approval and enforcement of 
Pl Policy and Pl Program Preparation and Implementation Guidelines with a presidential 
decree {we could benefit current real authorities of the president). Nevertheless, without a 
relevant law approval of those Guidelines does not seem real. In fact, approval guidelines 
are expected to be more challenging since they reflect specific procedures. At the same 
time, public investment issues must be regulated by law and regulation of such an 
important issue with a presidential decree could create problems. However, in the 
proposed version, the President approves Guidelines with a decree and at the same time 
relevant draft laws are submitted to the Parliament for discussion and after approval by the 
parliament the issues will be regulated by laws. In other words, in this case presidential 
decree will play transitional function. Although in the described case enforcement of 
presidential decree could certain confidence and distract attention from approval of laws. 

Thus, taking into account that currently all versions are almost equally complicated 
and challenging, and it is needed in the first place to develop legislative basis for 
public investments we recommend the following: 

Develop draft Public Investments Law, submit to state agencies as a package draft law, 
draft amendments to other normative-legal acts based on that draft law, draft presidential 
decree on implementation of law and draft Guidelines prepared by PIP-Project with certain 
amendments and additions. 

Current importance of issues related to regulation of public investments for number of 
parliament members, IFls, Civil Societies and public at large increases urgency for 
existence and submission to state agencies of the aforementioned document envelop. 
At the same time, there is a need to convince the president to implement those reforms 
and achieve advocacy and support from IFls. 
This selected version would be very useful from viewpoint of developing public investment 
legislation framework and approval of Budget Code. It should be noted that these activities 
could be supported by IFls, and promoted in Civil Societies, Parliament and through mass 
media. 

7.DRAFT LAW OF AZERBAIJAN ON PUBLIC INVESTMENTS 

This law identifies legal and economic basis for Azerbaijan's public investments within the 
country and abroad. The law sets legal framework for increasing efficiency of public 
investments, selection in accordance with the country's economic development priorities, 
evaluation, preparation, implementation and monitoring. 

Section I. General provisions 

Article 1. Public Investment Legislation 

Any relations involving public investments are regulated by this law, other legislative acts of 
Azerbaijan and international treaties Azerbaijan is party to. 

Article 2. Developing Unified Public Investment System in Azerbaijan 

This principle provides for a unified public investment legislation, unified document format and 
classification, unified sanction system for violation of public investment legislation. 

Article 3. Definition of Public Investment 
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Public investments - are expenses increasing value, human capital of all SOEs, extra 
budgetary funds and enterprises with majority government ownership, state assets and natural 
resources with purpose of economic profit or positive socio-economic impact. 

Article 4. Sources of Public Investments 

Public investments are funded from following sources: 
State Budget of Azerbaijan; 
State Oil Fund and other extra budgetary funds of Azerbaijan; 
International loans under government guarantee; 
Enterprises with majority government ownership; 
Municipalities. 

Article 5. Classification of Public Investments 

Section II. Principles of Public Investment Funds 

Article 6. Ensuring equality of state and local budgets with regards to investment 

Principle of equality between central and local budgets with regards to investment provides for 
consistency of investment authorities, forms and volume of expenditure and cross-budget 
transfers of state agencies and municipalities with unified principles and requirements. 

Article 7. Efficient use of public investments 

Article 8. Ensuring transparency of Pl projects 

Article 9. Accountability in implementation of investment projects. 

Section Ill. Forms of public investment activities 

Article 10. Budget investments 

Article 11. Investment activities of extra budgetary state funds 

Article 12. Investment activities supported with state-guaranteed international 
credits 

Article 12. Investment activities of state enterprises with majority government 
ownership 

Article 13. Investment activities of local self-governance institutions 
(municipalities) 

Article 19. Public investment activities of legal entities not in state and municipal 
property 

Section IV. Planning and implementation of public investments 

Article 20. Planning of public investments 

Article 21. Preparation of Pl projects 

Article 22. Setting priorities for selection of Pl projects 
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Article 23. Discussion and approval of Pl projects 

Article 24. Preparation and approval schedule of PIP 

Article 25. Linking Pl Program with next year's draft state budget and draft 
consolidated budget. 

Article 26. Monitoring of Pl project implementation 

Article 27. Evaluation of Pl project efficiency 

Article 28. Public participation in Pl project monitoring and evaluation 

Article 29. Control over Pl project implementation 

Article 30. Reporting on Pl project implementation 

To Parliament 
To Chamber of Accounts 
ToMOF 
To line ministries 

Section IV. Final provisions 

Article 27. Disputes in Pl relations 

Article 28. International agreements 
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Template Scope of Work 
to do Pre-Feasibility Analysis or Appraisal of Investment Proposal 

Analysis for the Ministry of Economic Development of the Government 
of Azerbaijan 

I. Objective 

With the recent large increase in government revenue, government has expanded its public in
vestment program. While no one knows how long the increase in revenue will last, currently known 
oil reserves are sufficient for around two decades. It is critical to a successful future for the country 
that these investments lay the foundation for sustainable development. 

The objective of this tender is to improve the quality of government's public investment program 
(Pl-Program) by improving the analysis of project to be included in the Pl-Projects. This includes 
pre-feasibility analysis done with the line ministries and impact appraisals done with the Ministry of 
Economic Development (MoED). 

There will be two stages to the contracting: this tender constitutes the first stage and is a Request 
for Qualifications to determine which firms or individuals are technically qualified to do the pre
feasibility or impact assessment work. 

Only firms selected in this Request for Qualifications will be contacted in the second-stage, the 
Request for Quotations, to provide cost and additional information to do specific analysis. Govern
ment will enter into a fixed-cost contract with firms or individuals who submit an accepted Request 
for Quotations. 

The pre-feasibility work will center on development of a logframe (logical framework) with simplified 
cost-benefit analysis and identification of the risks to investment success. The impact assessment 
includes a full economic cost benefit analysis supplemented with other impact analysis (such as 
financial, environmental, and social impact) as is necessary based on the identified potential risks 
to project success. 

This work will be done as a partnership between government and analytical firms. The contracting 
Ministry will be responsible for monitoring and approving the work done as meeting the terms of 
the actual contract. 

Government expects to periodically reissue this Request for Qualifications to seek additional firms 
capable of doing the proposed work. 

II. Nature of the Contract 

Because of the multi-dimensions of the work required, individuals and firms or institutes are en
couraged to form consortia to combine and package skills. Government will not object to any firm 
or individual being a member of more than one consortium. As it is expected that any work done 
under this Request for Qualifications will require a range of skills, entities or individuals that can 
only provide one aspect are less likely to be contacted to submit a Request for Quotations. 

The first stage of contractor selection will establish the pool of firms or individuals technically quali
fied to do the requested work. The second stage will decide which firm or individual will do specific 
work. That contract will be for a fixed amount based on the contractor's cost proposal. The contrac
tor's final analyses must be acceptable to the contracting agency and meet the terms of the con
tract before being paid. Signing or progress payments may be authorized. 

Ill. Performance Monitoring and Delisting Firms 

The delivered work of all contractors will be monitored for quality. MoED will establish a quality 
monitoring panel of governmental and non-governmental people with appropriate expertise. Sub
missions that are deemed of insufficient quality will receive one warning and be delisted if another 
submission is deficient. After a year the firm can resubmit an application as part of a new Request 
for Qualifications. 
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IV. Training 

Government will organize courses to improve the quality of analysis. While these courses are op
tional, they are highly recommended as government expects to gradually increase the quality of 
analysis as the number of firms and people with requisite skills grows. For example, these courses 
will provide detail on what constitutes acceptable cost-benefit analysis; what elements must be 
analyzed to do an acceptable risk-assessment. These courses will be free to firms selected 
through a Request for Qualifications. 

V. Components of the Work and Technical Approach 

There are two components for which firms or individuals may request technical certification: the 
pre-feasibility analysis work for line ministries and the impact appraisals for the Ministry of Eco
nomic Development. It is vital that potential contractors are familiar with the entire standard project 
cycle to understand where these steps fit. 

• Pre-feasibility Analysis for Line Ministries 

Pre-feasibility analysis emphasizes a first look at the benefits, costs and potential problems of the 
project. Its main purpose is to ensure there is a solid basis for the proposed investment; that it is 
likely to succeed in being an effective use of government investment resources. If there are differ
ent ways in which the objectives of the project can be achieved, then a result of the pre-feasibility 
analysis is a determination of which is the most cost-effective approach. 

Pre-feasibility analysis does not cover every aspect of the proposal in detail. Pre-feasibility analysis 
estimates each venture's probability for success. Pre-feasibility analysis asks what problems (risks) 
a project might encounter which management must address to increase the chances of success. 
Pre-feasibility analysis should provide guidance to decision makers as to whether it is worth-while 
to proceed with the proposal. Pre-feasibility analysis is not in depth, detailed or lengthy analysis. It 
should be doable quickly. 

Tools such as ZOPP or the logical framework (logframe) have been very helpful in organizing 
thinking at the pre-feasibility level. 

While costs and benefits should be made in economic and not market prices, because this is a pre
feasibility analysis, fewer adjustments of market prices are expected. 

Not as much department is expected in a pre-feasibility analysis compared to an impact assess
ment. It ought to highlight the issues, the anticipated results and not do detailed analysis. Govern
ment needs to know where the risks to successful project implementation are and how they can be 
mitigated. 

The pre-feasibility analysis is expected to be less than seven pages. 

o Project logframe 
o Simplified cost-benefit analysis for the proposed investment (no field verification) 

o Project costs and benefits with Pl-Manual proposed guideline adjustments for taxes, 
unemployment etc. 

o Resulting first-cut cost benefit internal rate of return. 
o Flow of funds: money needed and when; what are the anticipated sources of project 

funds? Anticipated recurrent (operation and maintenance) issues and how will those 
funds be secured? 

o Preliminary risk assessment (ability of institution to implement, operation skills needed, 
risks to success: economic, financial/budgetary, impact on poverty, environmental, gen
der/social, and/or political) 

o Sustainability, alternative designs 
o Suggestions for impact/full feasibility analysis 

• Impact Appraisals {primarily for Ministry of Economic Development) 

The risks to project success, identified in the Call Circular or pre-feasibility analysis, will determine 
what specific impact analysis is required. Some might not need an environment impact analysis, 

PIP-Project QPR Q312007 Annex 4.2 2 



while others might focus on this. This tender seeks firms that have the ability to provide the analy
sis needed, but recognizes that some skills might not be generally available in country. Govern
ment will offer training sessions to alleviate important skills shortages and strengthen existing 
skills. The requirements for acceptable appraisals will increase as local skills are improved. This 
tender seeks to determine what skills are currently available. 

The purpose is to improve the analysis being done and thereby improve the quality of govern
ment's decision making on public investment project selection. While assessments will take time, 
government needs they can be done reasonably quickly and not significantly slow the Pl-Project 
process. 

Because this is the final appraisal of the proposed project, the analysis must be relatively detailed 
and come to clear conclusions. The first impact appraisals will probably be around 20 pages, ex
cluding annexes. 

Below is an illustrative list of possible analyses required in the appraisal. It is unlikely that all will be 
needed. 

o Poverty analysis: who are the likely beneficiaries, their socio-economic situation - discus
sions with stakeholders 

o Social Impact Analysis 
o Environmental Impact Analysis: If there is a negative environmental impact is it serious and 

can it be mitigated? How? 
o Review the logframe (if prepared at pre-feasibility level, prepare logframe if not already 

available): what are the risks to project implementation? Are they serious? Can they be 
mitigated or managed? How? 

o Financial Plan: how will the full cost of the project be finance and by whom? How will on
going operation and maintenance be financed (sustainability assessment) 

o Monitoring plan, potential indicators 
o All the analysis should come together in a cost-benefit analysis that quantifies each of the 

previous items. It must work with economic, not market, prices. Shadow prices will need to 
be used when necessary. The guidance that will be prepared for cost benefit analysis will 
provide the major adjustments that are needed to market prices. 

VI. Instructions for Responding to this Request for Qualifications 

These instructions do not dictate how the response ought to be prepared, but provide a checklist of 
items that ought to be included in the proposal. 

o Personnel Qualifications: What skills do the proposed personnel have? Formal educa
tion? Training? Experience? How to secure skills needed for some, but not all, analysis? 
Resumes should be attached but only of those people who have agreed to work with the 
group. Government anticipates needing economists, financial analysts, environmentalists, 
and social analysts. It is expected that the people will have advanced training in their re
spective area and it is hoped they appropriate experience. 

o Technical Approach: How does the proposed contractor plan to approach the work, or
ganize the analytical process? 

o Understanding of the Needs of Government: The understanding by the proposed con
tractor of the requirements to do pre-feasibility or impact assessments and an understand
ing of both the project cycle and government's public investment process. Understanding of 
logframe, cost-benefit analysis and the types of impact assessments 

o Firm or Consortium Qualification: What skills does the firm or group have to manage the 
work and find missing skills when necessary? The firm's experience? When were they es
tablished? Quality and nature of support staff? 
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VII. Evaluation Criteria 

A tender commission will be established and will use the criteria below to score the submitted pro
posals. The criteria serve as the basis for evaluating the proposals. The functional elements of the 
criteria each have a designated maximum weight so that submissions will know which areas re
quire emphasis in the preparation of proposals. This is strictly a Request for Qualifications and thus 
no cost figures are needed. 

These criteria (1) are the standard against which all proposals will be evaluated, and (2) identify 
the significant matters which proposals should address. Submissions (excluding resumes) ought to 
be ten pages or less with the amount of points given to each section also a suggestion as to the 
number of pages that ought to be devoted to that topic. 

o Technical competence of proposed staff (45 points): The demonstrated ability of the 
contractor to assemble and prepare and effective team of experts with relevant experience, 
education, qualifications and capabilities. The extent to which the contractor clearly demon
strates an ability to secure appropriate people with the skills required to do the needed 
analyses. 

o Approach to Assessments or Pre-Feasibility work (30 points): The success of govern
ment's efforts to improve investment budgeting requires that assessments and pre
feasibility work be done with an understanding of the importance of each element to the 
analysis and how they will be used to make budgetary decisions. Thus, this element as
sesses contractor's understanding of government's budget process, of how decisions are 
made and how they may be improved, of the problems being faced, and of the country's 
socio-economic situation. Government is also looking for contractors that not only under
stand traditional ways of doing the analysis but can come up with creating or innovative ap
proaches to improving the analysis required for investment budget decision making. 

o Past Performance ( 15 points): Demonstrated performance in implementation of contracts 
similar in scope or size and complexity. References may be asked to comment on items 
such as: a)quality of products and services provided, b)doing all the work at or below the 
agreed price, c)timeliness of performance and adherence to schedules, d)reasonable and 
cooperative behavior and commitment to customer satisfaction of clients and end users, 
and e)effectiveness of proposed personnel. (The contractor will be provided an opportunity 
to explain circumstances surrounding less than satisfactory performance reports.) 

o Institutional Capability (10 points): What is the ability of the contractor to manage the 
process of doing the analysis? Contractor's systems and procedures to coordinate, imple
ment and manage a team of consultants to pull together a single document that answers 
the questions being addressed by government in its request for pre-feasibility studies or 
appraisals. This would include the ability of provide accounting, contracting needed staff, 
salary payment, and computer services for example. Demonstrated institutional capacity 
and experience in successfully managing and implementing contracts of the size being 
proposed. The ability of the contractor to respond quickly to changing circumstances. 
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Indicators for Public Investment Program Evaluation 

This note does not look at the entire Pl
Program evaluation process, but only at one 
part of the process: the selection of 
indicators. 

The Public Investment Program (Pl
Program) emphasizes the need for 
evaluations both of the individual projects that 
comprise the Pl-Projects supported, but also 
of the overall Pl-Program. 

One objective of the entire Pl-Program is 
to improve transparency and accountability in 
public investment. Periodic evaluations are 
necessary to check whether the process was 
done properly and the stated objectives of the 
program were met. Without regular 
evaluations the entire process of public 
investment selection can be easily 
circumvented. 

Evaluations are built around data and 
indicators. Choosing indicators which cannot 
be gotten easily, accurately and timely makes 
evaluation less useful. "If you can't measure 

Project evaluations: We need project 
evaluations to learn what projects work and 
why. Evaluations help assure accountability 
and transparency in the public investment 
process. Just as a feasibility study checks the 
project design process, an evaluation 
assesses implementation. Both are needed. 

Projects which establish clear, quanti
fiable objectives and use accurate and easily 
gotten data allow for effective monitoring (to 
improve project implementation) and evalu
ation. 

There is a necessary distinction between 
output type targets and objectives. If the 
listed objective of an infrastructure is to build 
100 km of roads, then evaluations are easy, 
but less meaningful. If the project's objective 
is at a higher level, like reducing vehicle 
operating costs, increasing investment, jobs 
or income in the serviced area then the 
evaluation is more difficult, but is likely to be 
more useful to decision makers by allowing 
them to consider alternative ways to achieve 
the objectives or what are the obstacles to 
programmatic success. 

In doing project evaluations it is critical to 
have a feedback loop whereby the results of 
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it, you can't manage it" is a management 
mantra that emphasizes the importance of 
knowing what is happening in a project or 
program so corrective action can be taken. 
This does not mean that every project must 
have measurable indicators, but public 
investments need to strive to develop 
objective and accurate indicators to guide 
project and program implementation. In this 
way transparency is enhanced. 

Evaluations have to get the information 
to people who can influence future projects 
and programs. The evaluations need to be 
done as soon as possible and officials have 
to ensure that they influence current project 
design and program development. Unless 
they influence the process, evaluations might 
not be worthwhile. Evaluations that gather 
dust on MoED bookshelves wasted money. 

We look briefly at the role of project 
evaluations so as to place the role of program 
evaluations in the right context. 

the evaluation guide decision making on 
future projects. 

Building a school is the output of an 
investment, but the objective might be to 
increase enrollment rates in a specific area. If 
the project is built by an infrastructure unit 
then the objective is likely to be "a completed 
building" but if the school is built by the 
Ministry of Education, then their objective will 
be based on making the school usable to 
better the community. 

Often the achievement of some project 
objectives does not become noticeable until 
years after project completion or it takes a 
long time to get the needed data. For 
example, if a new road is built, it might take 
time for traffic to build up or the data might 
not be available for awhile (say, the next 
scheduled road count). If the road is through 
a new area, it will take much longer for new 
houses and businesses to develop before the 
road has a demonstrable impact. 

Data on the delivery of health or educa
tion services might not be collected until a 
year or more after the completion of the 
project. This makes it important to try to 
develop indicators which are available 
frequently. Waiting five years for data to show 



impact makes the evaluation work less 
meaningful. 

Program or sectoral evaluations: 
Whether an investment program is successful 
is more difficult to do than project evalu
ations, and equally important. The objectives 
of a program are at a higher level than project 
objectives. In trying to achieve a program
matic or sectoral objective, we might have a 
number of projects that deal with different 
aspects of the problem. Each by itself cannot 
achieve the objective, but properly done, the 
interaction of projects can succeed. 

For example, to strengthen small busi
nesses it might be necessary to have 
training, credit and marketing projects. Each 
project is insufficient, but the combination 
might work. 

Government has established 
measurable objectives in most areas with 
very specific targets. This allows the 
determination of overall program or sector 
success to be done relatively easily. 

Failure to achieve the objective in full 
might be the fault of the program or due to 
factors beyond the control of government (for 
example weather, international demand or 
prices). In this case the program might have 
been successful but there was a risk factor 
that caused problems. The work of the 
evaluation is not just to determine success 
but also explain why there was success or 
not. 

One risk factor is changing government 
objectives. If the Pl-Program changes 
objectives then success one year might not 
hold under revised objectives. The evaluation 
will explain the impact of changing objectives 
on program success (the change may be 
worthwhile if the new objectives are better). 

There is always a legitimate concern that 
the stated objectives are not the real 
objectives of government. In this situation the 
evaluation is of less value as it measures 
what was achieved against the listed 
objectives. If known, the evaluation can 
assess accomplishments against the real 
objectives. 

Alternatively, the objectives might be 
difficult to measure. For example, an 
objective of reducing poverty needs a 
definition of poverty and frequent data that 
measures poverty. If the data is collected 
only every few years then an evaluation 
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would have to wait for the data. In Azerbaijan 
there are three definitions of poverty: 
absolute, relative and extreme poverty. There 
are also special concerns about poverty and 
children, the regions, and IDPs. What type of 
poverty is of concern in the evaluation? 

It is beneficial on another level for the 
evaluation to have this type of complexity as 
it will help provide a more nuanced under
standing of the problem. The results are likely 
to be somewhat ambiguous with progress on 
eliminating poverty for some but not all 
groups. This will inform policy makers of 
where they have succeeded and where 
insufficient progress has been made. 

It is more important that decision makers 
and officials learn useful information from an 
evaluation than that they get a concise, 
simple evaluation result. The objective of the 
evaluation is to learn. Evaluations help make 
the entire public investment process more 
transparent and leaders more accountable. 

Much of the Pl process is transparent, 
but it needs to ensure regular project and 
program evaluations to complement the 
process. The public listing of objectives and 
targets, complemented by public guidance for 
public investment development through the 
Call Circular, public listing of the criteria used 
for decision making and how well each 
proposal fared on that assessment, needs to 
be further refined by regular monitoring of 
results to determine what changes are 
needed. The final step in the process is the 
evaluation of projects and programs after 
they are completed. Each of these steps also 
need feedback loops back to the 
determination of objectives and design of 
projects. 

The work of the evaluation of the Pl
Program here is made easier by the 
existence of explicit objectives and targets. 
Considerable thought went into the listing of 
indicators, which makes evaluations more 
useful. 

Reading the Matrix 

The matrix on the following pages has 
four columns to guide program or sectoral 
evaluations. The first column contains 
government's stated goals as contained in 
Program on Poverty Reduction and Sustain
able Development 2006-2015. While this 
document has not been formally accepted, 
the items listed have appeared in roughly 
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similar form in other documents. The most 
general phraseology is: 

"Public Investment Program of 
Azerbaijan Republic" (PIP) for 2007-
2010 was developed to implement 
important public investment projects 
on a consistent manner and in 
correlation aimed at dynamic and 
balanced development of the country's 
economy, especially achieving 
continuous high growth rates of non-oil 
sectors, ensuring economic and social 
demand of population, reducing of the 
cross-regional development gaps, 
achieving optimal sector production 
framework, improving export potential, 
ensuring the country's economic 
security and environmental 
protection."1 

The Pl-Program is supposed to 
accomplish all of these goals and thus an 
evaluation of the program must measure 
performance against all of them. An 
evaluation of Pl-Program performance in the 
education area would assess program 
accomplishments against the goal listed for 
that section. 

The second column provides the specific 
targets government has provided for each 
goal. These targets have not been formally 
accepted, but are for the most part excellent 
indicators of success in achieving the 
relevant strategic goal. Because many of the 
targets are for many years in the future 
assumptions would have to be made as to 
what would be an appropriate target for the 
interim years. For example, the first target of 
increasing GDP per capita by 2.2 times by 
2015 would need an interim target to 
measure performance against in 2008. It 
would not be unreasonable to assume a 
constant growth model and so develop 
interim goals. 

I've added to the Poverty Reduction 
document's listing of targets some additional 
ones that were in the Pl-Program guidance 
for 2007-2010. 

The third column contains additional 
aims or targets as contained in 2006-2009 
and the 2007-2010 State Investment 
Program guidelines. 

1 Public Investment Program for the Medium Term 2007-
2010 
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The last column contains some thoughts 
on potential additional targets. 

What makes these indicators useful is 
that they are based on data that is easily 
available and updated frequently. 

The evaluation selects the appropriate 
indicators (targets or aims) as the base for 
the evaluation. 

Doing the evaluation is more than 
collecting the data and stating the result 
("over-achieved target A by 5%, under
achieved target B by 3%). The interesting 
part of the evaluation is analysis of why and 
how the program achieved the results. 
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Indicators for Public Investment Program or Sectoral Evaluations2 

GoAZ strategic goal (SG #)3 I GoAZ listing of targets4 

i 
Economic growth/stability Increase GDP per capita by 2.2 times by 2015 

• Ensuring economic growth Maintain the annual inflation rate at less than 
and maintaining macro- throughout the period until 2015 
economic stability (SG1) 

2 The source of the indicators is listed by columns. 

jPl-Program 
aims5 

' I Improve 
10% 1 investment 

'j process 
Balanced 

' development 
of regions (07) 

l Comments or additions6 

Investment rate, I/GDP, 
GFCF/GDP 

Add stability in GDP growth, avoid 
large drop off in growth as oil 
production slows (see non-oil 
growth section) 

i a 2.2 times increase is a 3% real 

I 
annual growth rate (if inflation 

. target is just met - 10% inflation) 
' compared to 2005 (the baseline). 

This is doable but might be 
considered low in light of recent 
growth7

• If the target is in real 
manat then the growth is a very 
high 13% per year. 

No region's growth rate less than 
half the median region's growth 
rate 

3 This column presents the Strategic Goals as presented in the State Program on Poverty Reduction and Sustainable Development 2006-2015, Republic of Azerbaijan, 2006. I provide the Strategic Goal 
number (SG #)as lower numbers appear to correlate with importance. 

4 This column presents the specific ways government suggests to measure achievement of the strategic goals. The listing comes from the State Program on Poverty Reduction and Sustainable 
Development 2006-2015, Republic of Azerbaijan, 2006. 

5 From State Investment Program of Azerbaijan Republic for 2006-2009. Additional targets are from the Public Investment Program for the Medium Term 2007-20 I 0, Azerbaijan Republic, September 
2006 (listed as "07''). 

6 Suggestions made in this document. They have not been approved by anyone in the GoAZ at this point 
7 I am interpreting an "increase GDP per capita by 2.2 times", as increasing per capita incomes from 1437 AZN in 2005 to 4591 AZN in 2015, an increase of 3256 AZN which is an increase of 2.2 times 

2005 's per capita income. 
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GoAZ strategic goal (SG #)3 GoAZ listing of targets4 

Non-oil 
growth 

macro-economic I Increase non-oil GDP by 2.2 times by 2015 
Growth rate of the non-oil sector 
Privatization of large state enterprises 
Avoiding Dutch disease (forex rate escalation due to oil) 

Jobs Decrease unemployment level to 2% by 2015 
• Creating enabling conditions 

to improve income 
generation opportunities 
(especially in non-oil, regions 
and rural areas) (SG2) 

!Pl-Program 
~ims5 

Comments or additions6 

I Increase of1· Diversify economy: non-oil/GDP 
production and ratio 
export Target non-GDP growth is over 
potential in oil I 6% real non-oil growth per year. 
and non-oil J This is a key objective. 
sectors I Privatization target could be in 

manat, number of firms, or 
employees 

Forex stability goal measured by 
real effective exchange rate 

I 
Create new job Add sub-target of 
opportunities employment 

rural 

I Target unemployment rate is 
I unrealistic as it was 10. 7% in 
i 2003, apparently not available 
I frequently or quickly. Maybe 
·1' . have target of number of people 

i with jobs 

Education I Ensure that all boys and girls complete a full course of Make social- Graduates from vocational 
• Improving the quality of and I general education (I-XI grades) by 2015 economic education programs 

ensuring equal access to I Increase by two times, the number of children completing infrastructure Literacy rates 
basic education services: pre-school education (including community/family type) meet modern Enrollment rates 
(SG3 education) I before entering primary education by 2015 standards 

Ensure complete access of all schoolchildren and 
students to computers and Internet by 2015 

Health Increase life expectancy at birth up to 76 years by 2015 Make social- Life expectancy 
• Improving the quality of and Increased use of primary health care facilities compared economic Population growth 

ensuring equal access to to secondary facilities infrastructure Morbidity rates 
basic health services (SG3 Reduce the under-five mortality rate by two thirds by 2015 meet modern Infant mortality rate 
health) 1 Reduce the maternal mortality rate by three quarters by standards Improved access to health care, 
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2015 vulnerable people 
Number using family medical and 
first aid health service systems 

5 



GoAZ strategic goal (SG #)3 GoAZ listing of targets4 iPl-Program 
laims5 
I 

Incidence of communicable 
diseases 

Halt the spread of tuberculosis, malaria, brucellosis and 1 

helminthiasis by 2015 

Good governance 
•Improve 

administration and 
governance (SG4) 

Halt the spread of HIV/AIDS by 2010 
Immunization coverage, percentage of specified 
population with full coverage 

"Good governance" and the quality of public sector[ 
public management so as to align with EU standards by 2015. I 
good This encompasses institutions, legislation, policies, 'i' 

public sector practices and the civil service, standards of I 
justice, rule of law and the market economy , 

I Comments or additions6 

I 
i 
1 "Halt" presumably means that 

there are no new people with the 
diseases. That might be 
unrealistic and thus interim goals 
of "reducing the number of 
people with ... " 

This is vague. Need to look at the 
EU standards to see what 
indicators might be possible 

Infrastructure [Ensure complete satisfaction of the country's energy Make social- [Vehicle usage/density 
• Improving public 1 demands through internal resources by 2015 economic ! Journey times 

infrastructure, especially in Increase the proportion of households with access to gas infrastructure I Safety 
basic utilities like water, gas up to 85% by 201 O meet modern! Transport's share of GDP 
and electricity (SGS) ! Ensure uninterrupted and quality water supply to the standards I Energy consultation 
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! whole population of the Baku-Absheron region by 2015 Access to electricity 
J Create a reliable water supply system in regional towns 
J and villages by using local springs and ground water 
1 sources and supply 80-85% of the population with water 
i through a centralized water supply system by 2015 
Reconstruct 2800 km of the country's motor-roads in line 
with international standards by 2015 

! Increase access to fixed telephone lines and Internet: 
increase the number of telephones to 50 per 100 
persons in cities and regional towns and to 30 per 100 

. persons in the rural areas by 2015; increase the number 
J of Internet users to 5000 per 10,000 persons by 2015 
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GoAZ strategic goal (SG #)3 GoAZ listing of targets4 --·· !Pl-Program 
iaims5 

Poverty and Inequality Decrease poverty levels to 10%, and fully eliminate I 
• Reform social protection extreme poverty and food insecurity by 2015 

system to protect vulnerable Bring the eligibility criterion for receipt of social assistance I 
groups, especially children up to the national subsistence minimum in phases by I 
(SGS) I! 2010 with complete transition to single family benefits by 

2015 
I Ensure minimum wage, basic pensions, and 

unemployment benefits are not less than the national 
minimum subsistence level by 201 O 

Comments or additions6 

1 
Number of children in absolute 
poverty 

Measures of regional equality 
discussed in the first row of this 
table 

Need to establish interim targets 
for 2010 

• Improving living conditions I Complete provision of refugees & IDPs with "decent" What is the employment rate? Is it 
of refugees and IDPs (SG7) housing by 2015 the percentage of the working 

Increase the level of employment among refugees and age IDP population working? 
IDPs up to the average national employment rate by An income goal? Salaries or 
2015 incomes of IDPs x% of national 

. income 
! 

• Gender equality promoting I Maintain gender equality in the general education (I-XI 
and protecting (SG 8) grades) and improve gender equality in vocational, 

All of these are reasonably easy to 
track and measure, but since 
they are not all regularly 
collected by government there 
might be a delay in knowing the 
results. 
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specialized secondary and higher education by 2015 
Increase participation of women in decision-making up to 1

1
· 

30% by 2015 i 

Reduce gap in indicators for women's and men's,. 
employment by 2015 

7 



GoAZ strategic goal (SG #)3 GoAZ listing of targets4 
I I Comments or additions6 jPl-Program 
aims5 I I 

Environmental Sustainability Increase the proportion of the forest areas to the total land I Environmental I For last item, could have as target 
I 

•All development policies and area up to 12.5% by 2015 problems I that there are Environmental 
program respect principles of, Increase the share of protected land area in the total emerging Impact Statements on X (X% of 
environmental sustainability · surface area up to 12% by 2015 I during all or only large projects) new 
(SG9) Decrease by 20% the green-house gases emitted in the I economic projects 

production of each kwh in the power-engineering sector 1 activity be 
by 2015 eliminated (07) 

Maintain increase of carbon dioxide (C02) emissions per 
capita/kg in the range of 10 tons by 2015 

I 

Housing Ensure complete supply of heating power to existing It appears there ought to be some 
residential and non-residential buildings by 2015 indicators on the number of 

people living in sub-standard 
housing (with a target of reducing 
the percentage) 

Agricultural Development Access of population to credit I Farmer income I Improved access to agricultural machinery Agricultural production 
Agriculture production 
Share of work force 

I Agriculture's share of GDP 

Other Sectors8 

Industry and Energy Build an exports Growth rate of non-oil industrial 
oriented exports; 
economy (07) Growth rate of energy production; 

Eliminate reduction in energy loss to xo/o; 
factors causing use of x million CFLs 
energy loss, 
save energy 
(07) 

8 For the most part there are no specific sectoral objectives and targets as appear above, but probable objectives and targets are gleaned from Public Investment Program for the Medium Term 2007-
2010, Azerbaijan Republic, September 2006 
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GoAZ strategic goal (SG #)3 I GoAZ listing of targets4 

I 
Agriculture, Water Reserves and I 
Irrigation I 

Transportation 
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!Pl-Program 
laims5 

Comments or additions6 

Improvement of I These are output targets and 
water supply could be measured through the 
(07) total amount of each supplied, 

Improvement hectares irrigated or protected 
and expansion An objective might be improved 
of irrigated agricultural incomes or 
lands (07) production 

Protection from 
floods (07) 

I Government notes importance for 
· industrial, increased use of 

internal resources, trade, job 
creation, tourism growth, but 
those are at too high a level for 
the transport sector. The 
alternative is that this sector is 
just specific road construction or 
repair. 
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Training Workshop 
"Strategic Integrated Investment Analysis: Road Map of Key 

Concepts and Applications for Azerbaijan's Agriculture Sector" 

Agenda 

Time Course/ Activity Responsible 
Se1Jtember 12 
9:00-9:30 Registration of participants Training Secretariat 
9:30-10:00 Introduction: 

• Introduction of training course and DAI Training Coordinator 
team 

• Course objectives 
10:00 - 10:45 Part 1: Workshop objectives and DAI Consultant 

approaches: PIP-Project 

• Workshop relevance 

• Importance of Investment 

• Preparation of Sector Strategic 
Development Plans 

• Group discussions 
10:45 - 11 :00 Coffee Break 
11:00 -13:00 Part 2: Main concepts and princples for DAI Consultant 

Integrated Project Analysis: PIP-Project 

• Public and Private Sectors Role I 
Partnership Framework 

• Project Analysis Framework 

• Project Cycle "Road Map" 

• Group discussions 
13:00-14:00 Lunch 

I Se1Jtember 13 
i 9:00- 9:15 Regirstration of participants 

9:15-10:45 Part 3: Application of Integrated Project DAI Consultant 
Analysis: Azerbaijan Agriculture PIP-Project 
Development and Credit Project II Representative of MOA 

• Project Results Framework 
10:45 -11 :00 Coffee Break 

11 :OO -13:00 Part 4: Framework for Suggested Improved DAI Consultant 
Project Procedures and Guidelines in MOA Pl P-Project 

13:00-14:00 Lunch 
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Piblic Investment Policy Project 

Workshop on Integrated Project Analysis, Sept. 12-13, 2007 

List of Participants 

# Name Agency Dept. 

1 Rukhsara Vezirova Ministry of Economic Development 

2 Mammnad Husseynov Ministry of Agriculture 

3 Nizami Verdiyev Ministry of Agriculture 

4 Eldeniz Zeynalov State Veterinary Service 

5 Economic Reforms Scientific 
Firdovsi Rzayev Research Institute 

6 
Economic Reforms Scientific 

Orkhan Javadov Research Institute 

7 Rauf Abbasov Agriculture Scientific Center 

8 Vugar Kerimov Feed Scientific Research Institute 

9 Nailya Yusifova Agriculture Scientific Center 

10 Fariz Aliyev Ministry of Agriculture 

11 Vagif Ahmadov State Phytosanitary Service, MOA 

12 Gulaga Mustafayev Ministry of Agriculture 
Economic and Financial 
Dept. 
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Position Contacts 

Senior Advisor 492 41 10 (20-77) 

Dept. Deputy Head 493 20 70 I (050) 345 44 01 

Senior Advisor (050) 370 77 89 

Senior Advisor 562 23 19 (126) 

Dept. Head 430 07 70 /(055) 386 05 39 

Specialist 430 01 70 I (055) 297 96 66 

Senior specialist (055) 700 00 61 

Economist (050) 425 00 73 

Senior specialist (050) 344 79 82 

Senior specialist 498 14 17 

Deputy Head 496 50 28 

Senior Advisor 493 37 52/(050)346 37 22 
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13 Khadija Mammadova 
Viniculture and Wine Scientific 

(050) 336 12 99 
Research Institute Dept. Head 

14 Faig Husseynov 
Erosion and Irrigation Scientific 

Scientific Associate (055) 795 64 87 
Research Institute 

15 Bayram Jafarov Ministry of Agriculture 
Dept. of Management of 

(050) 534 93 00 
Productuve Enterorises Senior Advisor 

16 Vagif Ramazanov Ministry of Agriculture Senior Advisor 553 75 23/ 562 7 4 25 

Dept. of Investment 
Dept. Deputy Head, 

17 Namig Gudratov Ministry of Agriculture Program and Project 
Head of Sector 

598 33 02 
Preparation 

Dept. of Investment 
18 Ali Veliyev Ministry of Agriculture Program and Project Leading Advisor 598 33 02 

Preparation 

Dept. of Management of 
19 Atesh Nuriyev Ministry of Agriculture State Productuve 598 41 30/(050)312 89 54 

Enterprises Senior Advisor 

20 Yasin Kerimov Ministry of Agriculture 
Scientific and Coordination 

Senior specialist 493 31 94 
Dept. 

21 llgar Aliyev State Credit Agency, MOA 
Sector of Credit and 

Leading Advisor 430 64 56 
Projects Funding 

22 Yagub Quliyev State Credit Agency, MOA 
Specialist of Grant 

498 21 14 
Programs 

23 Agriculture (Farming) Scientific 
Mohtasim Ahmadov Research Institute Deputy Director 497 49 31/ 551 61 30 

25 Azerbaijan Irrigation and Water 
Rasul Pashayev Economy JSC Dept. Deputy Head 493 13 63 
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26 Azerbaijan Irrigation and Water 
Faig lsmaylov Economy JSC Senior Advisor 493 80 11 

Dept. of Agriculture 

27 Ministry of Agriculture 
reforms, development of 
entrepreneurship in 

Farhad Guliyev agricultural areas Senior Advisor 498 50 21 
Agriculture Economy and 
Organization Scientific Research 

28 Tabib Bayramov Institute Scientific Associate (050) 361 31 10 

Vegetable Growing Scientific 
29 Shahla Habibova Research Institute Senior Economist 551 63 19 

Dept. of Investment 
Ministry of Agriculture Program and Project 

30 Hikmet Kerimov Preparation Head 598 33 02/ 319 82 52 

Erosion and Irrigation Scientific 
31 Parviz Jalaliyev Research Institute Senior Economist 440 03 82 
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Public Investment 
Policy Project 

TRAINING WORKSHOP 
"STRATEGIC INTEGRATED 

' 

INVESTMENT ANALYSIS: ROAD 
MAP OF KEY CONCEPTS AND 

APPLICATIONS FOR AZERBAIJAN'S 
AGRICULTURE SECTOR" 

(sept 12 & 13, 2007) 
1a 

U SAi D I Public Investment 
FR011rHEAHEPJCANPEoP1..E Policy Project 

LEARNING OBJECTIVES & APPROACH 

(1) Enhanced understanding of the basic concepts and 
applications of "strategic integrated investment analysis", 
with application to Azerbaijan's agricultural sector 

(2) Increased skills, motivation and commitment by MCA and 
other GoAZ officials to apply basic principles of integrated 
investment analysis during the upcoming 2009 
budget/Public Investment Program cycle 

The workshop approach will combine presentations of key 
concepts, project examples and group exercises, and 
participatory discussion (with emphasis to applying the 
most relevant key concepts to MOA's mission and 
investment programs/activities). 

2 
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U SAi D I Public Investment 
FROM THE AMERICAN PEOPLE Policy Project 

I) CONTEXT: A) WORKSHOP RELEVANCE? 
1) Implementation of Azerbaijan's on-going and updated national 

development strategies requires sound and sustainable 
investment programs (especially as oil revenues are expected to 
decrease after 2010) 

2) MOED has issued an improved Call Circular for improving the 
proposals for the Public Investment Program (in 2007). 

3) There are on-going efforts by MOA to complete an improved 
Agricultural Sector Development Strategy, and then to secure the 
President's approval for its effective implementation 

4) MOA has recently launched a process to prepare an operational 
plan to support the effective implementation of its new Agricultural 
Sector Development Strategy 

5) There are various constraints (inside and outside MOA) to carrying 
out effectively the above strat~ic activities, in order to generate 
sustainable impacts of the PIP. Limited capacities (by MOA and 
other Ministries) to formulate and implement sound integrated 
investment analysis is one of the key constraints to a good PIP. 

USAID I Pu~lic lnv«;stment 
FROMTHEAMERJCANPEoPl.E Pohcy Pro1ect 

Importance of Investment 
• Total resources = Gross Domestic Product+ net imports (- net 

exports). 

• Total resources are used for either consumption or investment. 

• The people's welfare and satisfaction with the Government 
depends on the level of total consumption and its distribution by 
income classes, social groups, and regions. 

• Investment is very important because it increases: 
o Production capacity and thus future consumption; and 
o Aggregate demand and thus inflationary pressure that 

may reduce real consumption 

3 

• Both the quality (relevance, efficiency and effectiveness) and 
distribution ofinvestment is critical to the level, quality and 
distribution of future consumption, and hence the people's future 4 

welfare. 
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FRoMTHeAHe111CANPE01'1.E Pohcy ProJect 

Importance of Public Investment 

• Government can decide how much of the total resources it will 
use and how to divide it between public consumption and 
public investment. This strongly affects the people's welfare. 

• Public investment also influences the level, composition and 
productivity of future private investment, which in turn affects 
future consumption (welfare) of the people. 

Conclusions 
• Public investment policy is a very powerful Instrument in 

managing social and economic development of the economy; 
and, 

• The formulation and implementation of a sound public 
investment policy and programs is a skill-intensive task, and, 
hence, requires enhanced capacities in GoAz. (central and line 
ministries). 

USAI D I Public Investment 
FRoMTHEAHEl\ICANP£01'1.E Policy Project 

5 

Figure 1. Workshop 
"Road Map": 

integrated Project 
Life Cycle: 

National and Sectoral Strate;es & Outcomes 

Guldellnes Procedures e 
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FR011THEAMEl\ICANPE0PLE Policy Pro1ect 

B) Public Sector Investment Programming: 
Current Situation: Need for Improvements 

• Total Public Sector investment is determined in a 
highly fragmented manner. 

• There is no any comprehensive public investment 
policy formulation. 

• The PIP is only a collection of some public investment 
projects selected on ad-hoc basis. 

• The present fragmented state of public investment 
policy in Azerbaijan deprives the government of the 
opportunity to accelerate and sustain the social and 
economic development of the country. 7 

USAID 
FROM THE AMERICAN PEOPLE 

Public Investment 
Policy Project 

Development Planning (existing procedures) 

Macroeconomic Planning: 

Macroeconomic goals and sector funds allocations are 

not explicitly considered 

Sector Planning: f 
- Sector programs are developed from project submissions and 
circulated for endorsement by the Cabinet ofMinistero, MOED, MOP 
and other designated GOAZ agencies 

- No direct links between sector planning and budgetary process 

Project Planning: f 
- Sector•specifict no macroeconomic impact consideration 

- Absence of integrated project analysis (including benefit-cost 
analysis) for establishing resource allocation priorities 

e 
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Sector Strategic Development Planning 
Current Situation 

- SSDPs are not linked to a national development strategy framework 

- No unified Guidelines exist for preparation of SS DPs 

SSDPs are not subject to strategic guidelines or reconciliation through an integrated 
coordination process 

- SSDPs limited consideration of inter-sector linkages 

- The SSDP - budget relationship is weak 

- Limited monitoring and evaluation 

- Limited participation of stakeholders, particularly independent experts and NGOs 

USAI D I Pu~lic lnv~stment 
FRoMrHEAHEPJCANPEoPl.E Pohcy Project 

C) Framework for Improving the Public Investment Policy and 
Programming (under discussion by MOED) 

Clearly identify the long- and medium-term national and sectoral 
development objectives and strategies; 
Adopt SMART (Specific, Measurable, Achievable, Result-oriented, and 
Time-bound) medium-term targets and the necessary policies and 
programs/projects to attain them; 
Assure the consistency of all major targets, strategies and policies with 
national and sectoral development objectives as well as with each 
other; 
Based on all these, issue early in each fiscal year the relevant 
coordinated Call Circulars to all government organizations to guide and 
instruct them for their planning and budgeting submissions to MOF and 
MOED; 
Make the PIP a policy instrument for a comprehensive review, 
evaluation and guidance of the government's public investment policy; 
Instruct all line ministries to prepare a SSDP incorporating all sub-sector 
programs and serving as the basis for each ministry's unified response 
to the call circular(s) 
This practice should be coordinated by MOED and MOF (a draft 
proposed PIP Regulation is currently under preparation and discussiontp 
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Coordinated Development Planning (proposed guidelines) 

Macro Planning: 

- National and sector development goals and strategies 
formulated 

- Sector resource limitations established 

Sector Planning: 

- Sector strategic plans for 10 years developed per National 
goals 

- Medium•term programs (4 years) aligned with MTEF 

~ Coordination, information-sha 

Pr ams/ Project Planning: 

.. Investment proposals consistent with macro-planning and sector 
development priorities 

- Investment programs bear clearly defined goals and objectives 

- Projects are prepared and appraised per the methodologies of 
integrated project analysis and prioriti:<ed 

FROH THE AMERICAN PEOPLE 

Public Investment 
Policy Project 

Conditions for Successful Sector Development Planning 

11 

SSDPs formulate sector objectives within the established National Development 
Framework. Medium-term development plans need to be dynamic and 
maneuverable documents to correspond with the GOAZ mid-term development 
priorities. 

PIP should stem from SSDP's with clear delineation of capital and recurrent 
expenditure 

Prioritize and sequence all programs/projects 

Establish performance indicators and benchmarks for Monitoring and Evaluation 

Delineate inter-sector linkages 

Consult all stakeholders and counter:parts (at all stages of the program cycle)2 
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Sector Strategic Planning Structure: Overview 

TARGETl.2 

A.C:TJ\1TY.l. 
l 

ACTIVITT 
1.2.2 

ACTIVm 
1.:u 

TARGET 2.1 

. U SAi D I Public Investment 
FR011rHeAHeR1CANPEoPLE Policy Project 

Sector Development Plans - Recommendations (in process) 

13 

• Implement a more synchronized and integrated approach between 
planning, programming and budgeting through a new PIP 
Regulation 

• Have sector "Goals - Strategic Targets/Outcomes - Programs/ 
Projects & Activities", linked to each other within a result-oriented 
process that will gradually lead to performance program budgeting 

• Adopt a definite integrated coordination role to reconcile top-down 
discipline to bottom-up programming in PIPP 

• Accelerate a program of Monitoring and Evaluation through a well
defined results measurement framework (for agric. sector and each 
major program/project). 

14 
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D) Moving from the macro-sectoral-budgetary frameworks to the 
project perspective in MCA/Azerbaijan 

1. Importance of achieving sound and coherent macro, sectoral 
and budgetary frameworks 

2. Project proposals should be derived from, and placed in the 
context of, broader developmental objectives 

3. Formulation of project proposals should understand and 
address relevant macro and agric. sector constraints 

4. The macro and sectoral context may be more important than 
the project itself...hence, there is a need to achieve a balance 

USAID I Pu~lic lnv~stment 
FRoHTHEAMERJCANPEOPl.E Pohcy Pro1ect 

15 

(D) Moving from the macro-sectoral-budgetary frameworks to the 
project perspective in the Azerbaijan Republic 

5. The macroeconomic and sector context often result in 

differences between financial and economic prices due to 
various underlying factors, such as "market distortions". This 
context can be assessed by analyzing several factors 

6. Where any of the above factors are considered to be 
"important", then the efficiency of project investments is likely to 
be reduced 

7. Substantial differences between financial and economic prices 
can be an indicator for requiring possible policy changes 

16 
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Small Group Discussion: Guide Questions 

• What are main 3 constraints in developing and 
implementing sound public investment policies for the 
agricultural sector (and especially for MOA and the 
subsectors being handled by your Division) 

• What are 2 key actions which can be taken by central 
Government agencies (CoM, MOF and MOED) and 2 
key actions by MOA to improve the macro-sectoral
investment program linkages? 

USAI D I Public Investment 
,~011rHeAMER.1CA1111'EoP1..E Policy Project 

II) KEY CONCEPTS AND PRINCIPLES FOR 
INTEGRATED PROJECT ANALYSIS 

A) Definition of "Project" and Linkage to Programs: 

- Governments use public sector investments (for programs and 
projects) as one of their key policy and strategy instruments. 

17 

- In public investment budgeting and resource allocation decisions, 
a "project" is the smallest, separable investment unit which can be 
planned, financed and implemented independently. A project is 
MORE than construction of buildings 

- A project may be defined as "any activity that involves the use of 
scarce public resources during a specific time period for the 
purpose of generating socio-economic return in the form of goods 
and services." Govt. expenditures should focus on "public goods". 

18 
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8) Public & Private Sector Roles: 
Framework of Historical Trends in Role of State in Agric. Devt. 

Strength 0 D l 
of state 1

1

: 
QE 

capacity of 

:~;:.a:=~~' -smrmnuf··t~ ______ _l _________________ _ 
state 1 I A fapanslon offtJnctlon• 
eapacity_• I 0 _ 

,' , , 'Addressing I ) (downward sp111jl) 
/ , - ~ Govemmentfai/ures 

o" market failures! 0 1910•1980• 

C Stnx:turel adjudtment1980s11990« B 
i 

cope of the state 
Rllnge of tasks earned out b<; the 

public sector Jn support ot agr1cultl.lre 

U SAi D I Public Investment 
FP.01'1 rnEAt1EOCANPEoPLE Policy Project 
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B) Framework for Public & Private Sector Roles and 
Partnerships 

1. Policies/guidelines for guiding Government role in the provision of 
public sector investments to address "market failures" (& 
"partnerships" with private sector). There are 7 factors which 
justify public sector projects: 

(a) Natural monopolies: refers to industries in which the conditions of 
demand and supply are such that the production by a single firm 
minimizes costs 

(b) Externalities: Refers to situtions when activities/projects generate 
benefits and costs that are not reflected in the firm's benefits and costs 

(c ) Public Goods: Refers to goods (and services) for which charging is 
either impossible or undesireable 

20 
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Public Investment 
Policy Project 

8) Framework for Public & Private Sector 
Roles/Partnerships. 
(d) Asymmetric Information and lncomolete Markets: Refers to 

situations when information is imperfect and markets are 
incomplete, the actions of individuals have externality-like effects 
that result in suboptimal production of goods and services. 

(e) Poverty reduction: Public intervention to reduce poverty may be 
justified on ethical and political grounds 

(f) Merit Goods: Refers to goods for which Government intervention 
is needed because individuals may not alway s act in their own 
best interests 

(g} Distribution of costs and benefits: Refers to assessing and 
revising the distribution of costs and benefits among target 
groups in society. 

. ? . USAI D I Public Investment 
FRoMTHEAMERICANPEOPLE Policy Project 

8) Framework for Public & Private Sector 
Roles/Partnerships. 

2. Government role is to facilitate, rather than play a command and 
control role in economic development. There are 4 major 
roles/activities in which Government plays a facilitative 
role ......... Providing: 

(a) An appropriate institutional framework 

(b) A economic environment to stimulate private investment 

(c) The development and maintenance of human capital and 
technological capability. 

21 

(d) The provision and maintenance of economic and social infrastructure 

22 
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B) Government functions in support of the agriculture-for
development agenda: Framework of Global Good Practices 

State Function Examples 
1) Functions related to public policy making 

a) Policy formulation a) Designing agricultural devt. Strategies 

b) Policy coordination and facilitation b) Coordination across ministries & actors 

C) Participation in international c) WTO 
agreements 

2) Areas of public policy interventions a) Land rights, intellectual property rights, 
farmers rights 

a) Protecting property rights b) Agricultural research and extension (with 
b) Providing "core" public goods some partnerships). roads 

c) Regulation/addressing externalities 
c) Regulations for biosafety, food safety, 

pesticides, veterinary drugs, seed 
d) Overcoming economies of scale and certification; communicables diseases 

market coordination problems d) Irrigation Infrastructure; measures to 
stimulate market devt. (one off grants/cost 

e) Reducing vulnerability and improving sharing. based on clear criteria) 
equity (and poverty reduction of low e) Safety nets; targeted investments and 
income rural households) subsidies: redistributive land reform 

23 
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B) Framework for Public & Private Sector 
Roles/Partnerships. 
3. Some conclusions/discussion: The optimal provision of goods 

and intervention by public sector is largely a matter of judgment, 
and depends on several factors specific to the country and sector. 
The agricultural sector has uniquie features and challenges in 
defining an evolving role of the state, while promoting an 
expanded role of the private sector. 

The concepts and tools presented in this workshop can help 
assess whether public intervention is justified, and provides a 
framework to determining the "best" design. 

Group Discussion: What are some specific examples of the 
correct role of the state in Azerbaijan? What are some 
examples of the incorrect role of the state in Azerbaijan 
agriculture? 

24 
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II) KEY PRINCIPLES FOR INTEGRATED PROJECT 
ANALYSIS: 

C) Framework for Project Analysis 
(1) Purpose of economic analysis in the context of the public 

sector "project lifecycle" is to provide GoAZ (and 
donors/financiers) a sound conceptual framework and improved 
basis for establishing investment priorities and facilitating 
transparent investment decisions for funding public investments 
with the highest economic returns 

(2) Every public sector investment project is different, and 
therefore needs to be assessed on its own merits. "Process 
type" of similar "sub-projects" (e.g., construction of simiilar 
buildings) can follow a simplified approach. 

~ USAID I Public Investment 
• - • FP.oMTHEAHEPJCANPEoPl.E Policy Project 

C) Framework for Project Analysis 

(3) Main Components of Project Analysis ... and Key Steps 

(a) Establish the scope of Financial and Economic Analysis (will 
depend on components & sources of costs and benefits) 

(b) Work out the "Project Framework" 

25 

a project is seen as being made up of a series of means-ends 
relationships, be~inning with "input-output linkages", then "output
purpose linkages' and, finally, "purpose-goal linkages». 
Develop a "results framework" (see example of ADCP II) 

(c) Conduct Financial Analysis: ensure adequate financial 
incentives to ensure participation 

PIP-Project QPR Q3/2007 Annex 5.3 
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C) Framework for Project Analysis (cont.) 

(d) Conduct Economic Analysis (adjust the financial prices, to correct for 
market distortions) 

(e) Establish Evaluation Criteria for Key Decisions (details are provided 
below) 

(f) Establish the Stakeholder and Distributional Impacts 

(g) Fiscal Impact: Refers to impact of project on Government's budget, 
including its revenues (direct, indirect), expenditures 
(capital/replacement, and recurrent), and disaggregating it for central 
and local governments. 

(h) Establish the Timing, Scale, and Length of "Project Life" 

FROM THE AMERICAN PEOPLE 

Public Investment 
Policy Project 

C) Framework for Project Analysis 

(i) Carry out the Institutional Assessment and Work out the 
Implementation Arrangements 

U) Enumerate the nonquantifiable effects of the project that may 
influence project design and the investment decision. 

(k) Conduct the Risk/Sensitivity Analysis and Management (e.g., 
changes in crop yields, farmer adoption rates, prices) 

(I) Formulate the Project Monitoring and Evaluation 
Design and Arrangements (use Results Framework) 

PIP-Project QPR Q3/2007 Annex 5.3 
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D) Project Life-Cycle: A "Road Map". 

Economic analysis of public investment projects is applied throughout 6 
distinct phases of the project "life-cycle' in order to: 

enhance Government's Investment allocation decisions and actions 
• promote sustainable results In direct support of the Government's 

macroeconomic and sectoral objectives, 

Below are the 6 stages and the relevant corresponding outputs/documents: 

(1) Identification: Project Concept Paper 

(21 Preparation: Feasibility Report 

(3) Appraisal: Updated Project Report (for formal review by GoAZ and donor(s)) 

(4) Negotiation & Approval: Updated and Negotiated/Agreed/Approved document 

(5) Implementation: Implementation Manual/Plan and Periodic Progress Reports 

(61 Post-implementation: Implementation Completion Report and Sustainability Plan 

Public Investment 
Policy Project 

Fi ure 1: PROJECT LIFECYCLE: ST AGES AND KEY OUTPUTS , 
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D) Project Life-Cycle: A 11Road Map" (cont). 

The 6 distinct phases of the project life-Cycle is summarized below. 

(1) 

To Identify and formulate the project concept, and ensure consistency and 
coherence with macro and sectoral strategies and priorities 

To outline the proposed oblectlves, alternative designs and approaches, likely 
benefits and risks, and nexl steps 

- To prepare an Initial Project Logical Framework, as a conceptual skeleton of the 
envisioned project 

To carryout a "pre-feasibility" study (to apply key concepts and tools), and 
should lnvolve consultations with liey "stakeholder" groups 

To prepare a Program/Project Concept Paper (up to 4 paaesJ, for a "decision" 
meeting by GoAZ(coordlnated by MoED, various options). See example. 

USAI D I Pu~lic lnv~stment 
F11.011THEAMERJCANP£0PLE Polley Pro1ect 
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Project Concept Paper: Framework Table of Contents (4 pages) 

A) Country and Sector Context 
- Key Development/sector problems to be addressed by the project 

- Performance of related programs/projects 

B) Proposed Project Objectives (including key stakeholders as priority 
targets, and outcome indicators) 

C) Preliminary Components/Key Features 

D) Approximate costs and financing framework 

E) Expected benefits 

F) Institutional Arrangements and Roles 

G) Potential Risks and Mitigation Measures 

H) Key Design Issues and Options 

I) Proposed schedule and arrangements for preparation 

32 
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D) Project Life-Cycle: A "Road Map" 

(2) Preparation: Building on the "approved" project concept, 
Government, in collaboration with the relevant donor agency (and 
often contracting a consultant and/or research institute): 

- takes the lead in preparing (usually supervising) the project proposal, 
and supporting economic analysis (including technical, institutional, 
financial, economic, social, environmental, risk and sustainability 
analysis) 

- The main output is a full "feasibility report" 
- A major focus is to ascertain the best alternative method/design for 

achieving the stated objectives, and to solidify a "Project Results 
Framework" as a skeleton to guide the basic design and economic 
analysis of the project 

- Costs and benefits are identified and quantified, and are valued at 
financial and economic prices. 

- The economic validity of the chosen alternative is established. 
33 
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Preparation/Feasibility Report: Framework T of C 

A) Country and Sector Context 
- Key Development/sector problems to be addressed by the project 
- Performance of related programs/projects 

B) Proposed Project Objectives (including key stakeholders as priority 
targets, and outcome indicators) 

C) Proposed Components/Key Features 
D) Approximate costs and financing framework 
E) Expected benefits 
F) Institutional Assessment, Arrangements, & Roles 
G) Assessments: Financial/Fiscal, Economic, Social, Environmental 
H) Potential Risks and Mitigation Measures 
I) Framework Operational/Implementation Plan 
J) Proposed schedule and arrangements for preparation 
K) Annexes: Detailed supporting information/analysis 

34 
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D) Project Life-Cycle: A "Road Map". 

(3) Appraisal - Government (coordinated by MoED), together with 
the relevant donor(s), if donor funded, in close collaboration 
with the Government central ministries (MOF and Cabinet of 
Ministers) and with the proponent line ministry, focus efforts on: 

- validating and improving the feasibility report, with a focus on the 
project design and assessments 

- making the needed revisions/improvements to project design and 
implementation arrangements (essentially, the "project"). 

- If donor funded, most often, the donor agency drives this appraisal 
process, without involving the central and line (or sponsoring) 
Ministries in a "meaningful" manner. 

35 
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D) Project Life-Cycle: A "Road Map". 

(4) Negotiations and Approval -
- Based on the outcome of the appraisal process, it is assumed that there 

will be an agreed project document on the project's key desi9n features 
(between proponent Ministry and with central Government Ministries, and 
with the relevant donor(s) aQency(ies), if it involves external funding. This 
provides the basis for negotiations and eventual agreement. 

- Negotiations Within GoAZ (between proponent line ministry and Central 
Ministries (especially Cabinet of Ministers, MoED and MOF), on key 
project design features, especially project scope, financin~ arran11ements 
and budgetary provisions, and key strategy and policy actions (it 1s 
highly desireable to have explicit procedures and guidelines) 

- Negotiations Between GoAZ and relevant donor(s), If the project is 
proposed to be financed by a donor, on key project design features 

- The negotiated documents provide the basis for the donor agency(ies) 
seeking its formal approval from its Board of Directors (or equivalent 
decision-makinQ body), and for GoAZ securing formal approval, in line 
with existing or improved approval. 36 
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D) Project Life-Cycle: A "Road Map". 

(5) Implementation -

Government line agency carries out the agreed/approved 
project, in line with the relevant implementation plan 

Monitoring and evaluation system play an important role to 
help ensure timely and effective implementation 

Often, technical assistance is provided to the client country 
to support effective and timely implementation, and 
especially to help build implementation 

. ~. USAID I Pu~lic lnv-;stment 
Ff\OHTHEAHERICANPfOPU Pohcy Project 

D) Project Life-Cycle: A "Road Map". 

(6) Post-Implementation: Sustaining the Benefits ........... 

Following the project's implementation/disbursement period, the 
Govemment should take the lead to ensure key project activities are 
"integrated" with on-going programs and sustained. 

37 

It is desirable for the implementing agency, with its line Ministry, to prepare 
and agree on a post-implementation plan (at least 1 year prior to "closing") 

Often, a donor agency, arranges a 0 completion" report (for example, World 
Bank requires an "Implementation Completion Report"), to assess the 
project's progress toward achieving the project objectives, outcomes, 
outcomes, implementation achievements and constraints, and lessons 
learned. 

It is important that the relevant Government line Ministry be directly involved 
in leading the post-implementation activities. 

38 
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E) Requirements of Economic Viability 

3. Economic viability depends on the sustainability of 
project effects. This requires ... 

• Ensure incremental net benefits endure 

• "Internalize" environmental effects 

• Ensure financial returns provide "adequate" 
incentives to participants 

• Ensure "adequate" distribution of benefits 

• Ensure adequate risk management 

FROM THE AMERICAN PEOPLE 

Public Investment 
Policy Project 

F) Project Decisions and Evaluation Criteria 

(i) There are three types of project decisions for which criteria are 
needed (applies to both financial and economic analysis): 
- choice of the least-cost option for achieving the same benefits (e.g., standard 

classroom); 
- choice of the best among project alternatives, and 
- testing the economic viability of the best option. 

(ii) There are 4 main steps in analyzing the economic viability of a 
project: 

Identification of the project benefits and cost 
Quantification of the costs and benefits 
Valuation of the costs and benefits (financial & economic prices) 
Comparison of the benefits with the costs 

(iii) The key concepts and criteria for assessing financial and 
economic viability and choosing among project options include: 

39 

- Choosing Between Alternatives When Benefits are Not Valued (e.g., social projects); 
- Choosing Between Alternatives When Benefits are Valued:_ there are several criteria 

to be used); 40 
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F) Project Decisions and Evaluation Criteria 
(i) Benefit-Cost Ratio: The benefit-cost ratio compares the present value 

of the cost streams with the present value of the benefit streams, each 
discounted at the same rate. 

(ii) Net Present Value: The net present value (NPV) also compares 
the present value of the cost streams with the present value of the 
benefit streams. 
- Net Present Value (NPV) is calculated through the formula 
- T 1 

r (St-Ct)--
- t=O (1 +i)t 
- where B and C represent the Project's benefits and costs, 

respectively, in a given year (t) during a period of a number of years 
(T=O ....... n), equal to the project's construction time plus its 
economic life. "i" represents the discount rate used in transforming 
the future benefits and costs to their present equivalent values. 

~USAID I Public Investment 
~ FRoMrHeAMERICANPEOPl.E Policy Project 

F) Project Decisions and Evaluation Criteria 

(iii) Internal Rate of Return: The EIRR is calculated using the net 
benefit stream obtained by subtracting year by year all costs 
from all benefits. The EIRR is the rate of discount for which the 
present value of the net benefit stream becomes zero. 

It is calculated through the formula: 
T Bt-Ct T Kt 

L --= L 
t=O (1+r)t t=O (1+r)t 

41 

where Kt represents investments in year and r the particular rate of 
discount (IRR) under which the equation holds true. Cost 
effectiveness aims at identifying the least cost alternative among 
a number of projects that will all produce the same outcome. 

42 
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F) Project Decisions and Evaluation Criteria 

(iv) In addition, there are other criteria (less rigorous) 
which can be used to assess project viability, at 
least at an initial phase, to be complemented by 
more rigorous methods (e.g., payback period). 

(v) The ranking of project alternatives according to the 
above 3 main criteria may differ. The overriding 
purpose of the economic analysis of projects is to 
increase the net output measured at economic 
prices in the national economy. 

• c;J • USAI D I Pu~lic lnv~stment 
FROMTHEAHERICANPEOPl..E Pohcy ProJect 

G) Project Monitoring and Post Evaluation 

This subject is most often neglected in Integrated Project Analysis & 
Implementation Phase 

43 

(1) The framework for the M&E sxstem, and relevant indicators should be 
summarized in the Projecfs Results Framework" (see example). 

(2) Once the project is approved, monitoring the progress of the project is 
important for managers in terms of time, cost, and performance. 

(3) Post evaluation focuses on the ·outcomes" and "impacts" of the project to 
determine if the economic and social goals of the project are achieved 
and what are the impacts on the stakeholders of the project after its 
implementation 

(4) There is a broader and more strategic approach to traditional M&E, 
through a results-based monitoring and evaluation system 

PIP-Project QPR Q3/2007 Annex 5.3 
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USAID 
FROM THE AMERICAN PEOPLE 

Public Investment 
Policy Project 

5) Monitoring and Evaluation: Key Concepts and Tools for Getting 
Strategic Results 

a) Importance of M&E: Program and project monitoring and 
evaluation increasingly is recognized by development 
practitioners and managers as an important component of a 
project's success throughout the project cycle, but in practice, 
M&E seems to be on the weakest links in the design and 
implementation of projects. 

b) Recent Trends in M&E approaches: More recently, there is a 
shift from micro-level project M&E to "program results-based 
M&E systems" (embedded in national and/or sectoral systems). 
Azerbaijan offers the opportunity of using sector development 
strategies for this shift: 

USAI D I Public Investment 
FROMTHEAHERICANP'EOPLE Policy Project 

5) Monitoring and Evaluation: Key Concepts and Tools for 
Getting Strategic Results 

45 

c) M&E: Why should we bother? There are 3 main reasons ... ,,. 

- To improve resource allocation-Problems are large, public 
resources are limited. We want existing resources to reach as 
many poor and vulnerable people as possible 

- To enhance effectiveness-We should only pay for programs that 
"work" 

- To strengthen accountability-programs/projects (and their 
managers) should be accountable for performance (and also 
provides a positive incentive to work towards good performance. 
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5) Monitoring and Evaluation: Key Concepts and Tools for 
Getting Strategic Results 

d) What is Monitoring? ... It: 

a) Provides information to project managers on whether resources are used as agreed (inputs) 
and whether the program is progressing as expected (outputs) 

b) Usually involves both quantitative and qualitative data, focusing on final and intermediate 
outcomes 

c) Is a continuous process throughout a project 

Monitoring involves: 
An iterative process-you do it all the time, with routine periods of assessment and 
feedback 

~producing the quantitative performance data, looking at it, determining with staff 
an o hers affectec[ what 1t is telling you 

Regularly using qualitative information to 
• Help you reach the correct understanding of the quantitative data 
- Identify relevant problems, and figure out what to do to correct them 

U SAi D I Pu~lic lnv~stment 
FROM THE AMERICAN PEoPU Pol 1 cy P roJ ect 

5) Monitoring and Evaluation: Key Concepts and Tools for 
Getting Strategic Results 

e) What is evaluation? ... .lt: 

Determines whether the project is achieving the intended 
"results" 

Measures the impact on participants (impacts) as well as 
aspects of project implementation and delivery 

Usually involves both quantitative and qualitative data 

Is not done on every project-a project must be "worth 
evaluating" 

PIP-Project QPR Q3/2007 Annex 5.3 
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5) Monitoring and Ev..aluation: Key Concepts and Tools for 
Getting Strategic Results 

f) Evaluation includes 4 types of activities: 

• Evaluability assessments: Is the program ready for 
evaluation? 

• Implementation analysis: is the project fully 
operational? 

USAID I Pu~lic lnv~stment 
FROM THE AMEl\ICAN PEOPLE Pol 1 cy P ro1ect 

5) Monitoring and Evaluation: Key Concepts and Tools for 
Getting Strategic Results 

• Process assessments and performance monitoring: 
how is the project running on a daily basis? 
- Once the program ·is fully operational 

• Do performance monitoring to manage the programs and 
activities to increase success 

49 

• Do process assessments as part of an impact evaluation to be 
sure you can include measures of program inputs in your 
impact analysis 

• Impact evaluations-did the intervention achieve the 
desired goals? 
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5) Monitoring and Evaluation: Key Concepts and Tools for 
Getting Strategic Results 

g) What is the link between the Project Cycle (log frame) and key 
M&E Concepts? 

Monitoring: 
Inputs 7 Resources provided for program 

activity 
Outputs-7 Goods and services generated 

by the program 
Evaluation: 

Outcomes 7 Access, satisfaction, and use of 
program goods and services 

Impacts 7 Changes in behavior and living 
Standards 

51 
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Group Discussion/Exercise 

1) Discuss the merits of the suggestion to require a 
project concept paper for projects whose costs 
exceed 1.0 M AzM) 

2) Review the format of the Feasibility Report, and 
discuss possible improvements to the report format, 
and how MOA should improved quality Feasibility 
Reports. 

PIP-Project QPR Q3/2007 Annex 5.3 
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Ill) APPLICATION OF INTEGRATED INVESTMENT 
ANALYSIS: EXAMPLE OF THE AZ. SECOND AGRICULTURAL 
DEVELOPMENT AND CREDIT PROJECT (see copies) 

A) Summary of Project Background 
- Key sector issues being addressed 
- Rationale for Project 

B) Project Objectives and Results Framework 

C) Group Exercises/Discussion on Key Topics: (handouts & group task 
assignments will be distributed), including the following: 
- Results framework 

Institutional Assessment 
Financial and Economic Analysis (including sensitivity tests) 
Environmental Assessment 
M&E System Design Features 
Risk Assessment 

. ~. USAID I Public Investment 
FROH THE AMERICAN PEOPLE Po Ii cy Project 

IV) Framework far Suggested Improved Project 
Procedures and Guidelines in MCA 

A) Summary of current guidelines and procedures 

B) Framework of Suggested Guidelines and procedures 
(consistent with the forthcoming PIP regulations). Focus on: 
- Concept Paper 
- Feasibility Report 

- Appraisal Process and Report 

53 

C) Group Exercise and Discussion: Work in pairs to discuss your 
proposal to apply some of the key concepts of integrated 
project analysis to 1 new project (for the 2009 PIP cycle) 

54 
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Figure 1. Workshop 
"Road Map": 

integrated Project 
Life Cycle: 

National and Sectoral Strategies & Outcomu 

Guidelines Procedures 55 
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THANK YOU VERY MUCH FOR YOUR 
PARTICIPATION AND VALUABLE 

CONTRIBUTIONS!! I 

PIP-Project QPR Q3/2007 Annex 5.3 

56 



Document of 

The World Bank 

FOR OFFICIAL USE ONLY 

PROJECT APPRAISAL DOCUMENT 

ONA 

PROPOSED CREDIT 

IN THE AMOUNT OF SDR 20.1 MILLION 
(US$29.2 MILLION EQUN ALENT) 

TO THE 

REPUBLIC OF AZERBAIJAN 

FORA 

Report No: 36335-AZ 

SECOND AGRICULTURAL DEVELOPMENT AND CREDIT PROJECT 
IN SUPPORT OF THE SECOND PHASE AGRICULTURAL DEVLEOPMENT 

AND CREDIT PROGRAM 

June 5, 2006 

Environmental and Socially Sustainable Development Sector Unit 
South Caucasus Country Unit 
Europe and Central Asia Region 

This document has a restricted distribution and may be used by recipients only in the performance of their 
official duties. Its contents ma not othexwise be disclosed without World Bank authorization. 



ACUA 
ADCP 

Al 
APL 

AVA 
AZM 
AZN 
BG 
CAS 
CGB 
CGS 
CIA 
CPAR 
CPS 
cu 
GOA 
IAC 
IBRD 

ICB 
IDA 

IPM 
ISDS 
LFI 

CURRENCY EQUIVALENTS 

(Exchange Rate Effective April 30, 2006) 

Currency Unit = New Azerhaijani Manat 
AZN 0.91 = US$ 1 

US$ 1.4614 = SDR 1 

FISCAL YEAR 
January 1 December 31 

ABBREVIATIONS AND ACRONYMS 

Azerbaijan Credit Union Association 
Agricultural Development and 
Credit Project 
Artificial Insemination 
Adaptable Program Loan 

Azerbaijani Veterinary Association 
Azerbaijani Manat 
New Azerbaijani Manat 
Borrowers Group 
Country Assistance Strategy 
Competitive Grant Board 
Competitive Grant Scheme 
Credit Implementing Agency 
Country Procurement Assessment Review 
Country Partnership Strategy 
Credit Union 

Government of Azerbaijan 
Information and Advisory Center 
International Bank for Reconstruction 
and Development 
International Competitive Bidding 
International Development Association 

Integrated Pest Management 
Integrated Safeguard Datasheet 
Local Financial Intermediaries 

Vice President: 
Country Manager/Director: 

Sector Manager: 
Task Team Leader: 

MOA Ministry of Agriculture 
NCB National Competitive Bidding 

NFSE National Fund for Entrepreneurship Support 
NRICH National Research Institute for Crop 

Husbandry and Crop Diversification 
OM . Operation Manual 
PA Private Advisor 
PAD Project Appraisal Document 
PDO Project Development Objective 
PFI Participating Financial Institutions 
PIC Project Infonnation Center 
PID Project lnfonnation Document 
PMU Project Management Unit 
RAC Regional Advisory Center 
RBE Rural Business Entities 
RIHSC Research Institute for Horticulture and 

Sub-tropical Crops 
RVP Regional Vice President 
SA Social Assessmerit 
SAAC State Agency for .Agricultural Credits 

SOE Statements of Expenditure 
SPPRED State Program on Poverty Reduction 

and Economic Development 
SPRD State Program for Regional Development 
SYS State Veterinary Service 
VFU Veterinary Field Unit 

Shigeo. Katsu 
Donna Dowsett-Coirolo 
Juergen Voegele 
Frauke Jungbluth 



AZERBAIJAN 
Second Agricultural Development and Credit Project 

CONTENTS 

Page 

A. STRATEGIC CONTEXT AND RATIONALE .............................................................. i 

I. Country and sector issues .................................................................................................... 4 

2. Rationale for Bank involvement ......................................................................................... 4 

3. Higher level objectives to which the project contributes .................................................... 4 

B. PROJECT DESCRIPTION ........................................ a•··················································· 4 

I. Lending instrument ............................................................................................................. 4 

2. Program objective and phases ............................................................................................. 4 

3. Project development objective and key indicators .............................................................. 4 

4. Project components ............................................................................................................. 4 

5. Lessons le~ed and reflected in the project design ............................................................ 4 

6. Alternatives considered and reasons for rejection .............................................................. 4 

c. IMPLEI\mNTATION ............................................................................. , ......................... 4 

1. Partnership arrangements ......................................................................................... ; .......... 4 

2. Institutional and implementation arrangements .................................................................. 4 

3. Monitoring and evaluation of outcomes/results .................................................................. 4 

4. Sustainability ....................................................................................................................... 4 

5. Critical risks and possible controversial aspects ................................................................. 4 

6. Credit conditions and covenants ......................................................................................... 4 

D. APPRA.ISAL SmtMARY ............................................................................................... 4 

1. Economic and financial analyses ........................................................................................ 4 

2. Technical ............................................................................................................................. 4 

3. Fiduciary ............................................................................................................................. 4 

4. Social. .................................................................................................................................. 4 

5. Environment ........................................................................................................................ 4 

6. Safeguard policies ............................................................................................................... 4 

7. Policy Exceptions and Readiness ........................................................................................ 4 



Annex 1: Country and Sector or Program Background ........................................................... 4 

Annex 2: Major Related Projects Financed by the Bank and/or other Agencies ................... 4 

Annex 3: Results Framework and Monitoring .......................................................................... 4 

Annex 4: Detailed Project Description ........................................................................................ 4 

Annex S: Project Costs .................................................................................................................. 4 

Annex 6: Implementation Arrangements .................................................................................... 4 

Annex 7: Financial Management and Disbursement Arrangements ....................................... 4 

Annex 8: Procurement Arrangements ........................................................................................ 4 

Annex 9: Economic and Financial Analysis ............................................................................... 4 

Annex 10: Safeguard Policy Issues .................................... H ......................................................... 4 

Annex 11: Project Preparation and Supenision ....................................................................... 4 

Annex 12: Documents In the Project FUe ................................................................................... 4 

Annex 13: Statement of Loans and Credits ................................................................................ 4 

Annex 14: Country at a Glance ................................................. a- .................................................. 4 

Annex 15: Phase-I Triggers for Proceeding to Phase 11 ............................................................ 4 

MAP IBRD# 33365 



AZERBAUAN 

SECOND AGRICULTURAL DEVELOPMENT AND CREDIT PROJECT 

PROJECT APPRAISAL DOCUMENT 

EUROPE AND CENTRAL ASIA 

Date: June 1, 2006 
Country Director: D-M Dowsett-Coirolo 
Sector Manager/Director: Juergen Voegele 

Project ID: P090887 

Lending Instrument: Adaptable Program Loan 

[ ] Loan 

For Loans/Credits/Others: 

ECSSD 

Team Leader: Frauke Jungbluth 
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Environmental screening category: 
Financial Intermediary Assessment 

Total Bank financing (US$m.): 29.2 (Credit A-US$ 8.7 equivalent and Credit BUS$ 20.5 equivalent) 
Proposed terms: IDA terms of 35 years maturity including 10 years grace and service charge of0.75% 
(Credit A and B); Credit A also subject to hard-terms interest of3% per annum 35 years maturity, 
includin 10 

,,, 
~ 

BORROWER/RECIPIENT 
INTERNATIONAL DEVELOPMENT 
ASSOCIATION 
JAPAN: MINISTRY OF FINANCE -PHRD 
GRANTS 
BORROWING COUNTRY'S FIN. 
INTERMEDIAR Y/IES 
LOCAL SOURCES OF BORROWING 
COUNTRY 
Total: 

Borrower: 
Ministry of Agriculture 
Republic of Azerbaijan 
Responsible Agency: 
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25.84 

0.25 

4.32 

9.56 
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PMU under State Agency of Agricultural Credits, Ministry of Agriculture 
Republic of Azerbaijan 

0.19 12.60 
3.39 29.23 
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7 
Annual 10 .45 
Cumulative 10.45 
Project implementation period: Start January 15, 2007 End: November 30, 2010 
Expected effectiveness date: January 15, 2007 
Ex ected closin date: May 31, 2011 

Does the project depart from the CAS in content or other significant respects? 
Re.PADA.3 
Does the project require any exceptions from Bank policies? 
Ref. PADD.7 
Have these been approved by Bank management? 
Is a oval for an olic exce tion sou t from the Board? 
Does the project include any critical risks rated "substantial" or "high"? 
Re. PAD C.5 
Does the project meet the Regional criteria for readiness for implementation? 
Re.PADD.7 

Project development objective Ref. PAD B.2, Technical Annex 3 

[ ]Yes [X] No 

[ ]Yes [X] No 
[ ]Yes [ ]'No 

Yes No 

[X]Yes [ ] No 

[X]Yes [ ] No 

The main objective is to further increase rural productivity and incomes by enhancing the access of 
farmers and small and medium rural enterprjses to rural business and agricultural.support services 
including financial, advisory and veterinary services and by stimulating market-oriented investments in 
rural areas. 
Project description Ref. PAD B.3.a, Technical Annex 4 

Component I -Agricultural Business Services (US$ 42.1 million, of which US$ 0.996 million are 
financed from Japanese Grant) 

Component Objective: The objective is to support rural businesses to improve the linkages between their 
production and markets. The component aims to develop efficient linkages and contractual relationships 
between producers and processors, and to facilitate investments in market opportunities through enhanced 
access to financial services and targeted business support. 

Component Activities: The component would support the further development of farmers, small rural 
businesses and agro-processors by: (a) increasing the availability of small rural financial services by 
strengthening and broadening the credit union outreach; (b) expanding rural financial services such as 
credit for working capital requirements, longMterm credit for investment purposes, and leasing programs 
for processing and agricultural equipment; (c) enhancing the efficiency of rural markets by introducing 
innovative mechanisms that encourage sustainable linkages between developing small-scale rural 
businesses and agro-processors with fanners, associations and groups; and ( d) strengthening rural 
business, market information and promotion services offered through the rural advisory system. 

Component 11-Agricultur~l Support Services (US$ 14.33 million, of which US$ 0.585 million are 
financed from Japanese Grant) 

Component Objective: The objective of the component is to enable fanners to improve their productivity 
and quality of production by expanding the outreach of the advisory system, strengthening the provision 
of private veterinary services, and improving access to adapted technologies. 
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Component Actlvldes: 1bree main sub-components have been identified: (a) supporting the further 
development of an effective information and advisory system that can provide farmers and other rural 
entrepreneurs with appropriate knowledge and skills to improve their productivity, quality of production, 
management and marketing; (b) assisting livestock owners to improve animal production through 
enhanced access to quality-assured veterinary and husbandry services throughout the country, and by 
strengthening the disease surveillance and preparedness functions of the State Veterinary Service (SVS); 
and ( c) improving the capacity of selected research institutions to provide adapted technologies and 
critical information to advisory staff and producers. 

Component ID - Project Management (US$ 1.3 million, of which US$ 0.028 million are financed from 
Japanese Grant) 

The project will support the establishment and operation of a Project Management Unit (PMU) under the 
Ministry of Agriculture and will build on the structures established under ADCP-1. 

Which safeguard policies are triggered, if any? Ref. PAD D. 6, Technical Annex 10 

Involuntary Resettlement (World Bank OP 4.12): ADCP-II will not trigger OP/BP 4.12 as the project 
will exclude on-lending for land acquisition, relocation of population, or restrictions on access to 
resources. 

International Watenvays (World Bank OP 7.50): The project will not trigger OP 7.50 as it will not 
increase water abstraction from, nor waste water discharges to, transboundary watenvays as defined by 
OP7.50. 

Pest Management (World Bank OP 4.09): The project will trigger OP 4.09 in a limited fashion as on
lending may be used by small and mid-sized sub-borrowers to finance agricultural inputs. On-lending for 
pesticides is subject to screening against an authorized list of pest control products approved for 
financing, as described in the project EMP. 

Environmental Assessment (World Bank OP 4.01): The project triggers environmental operational 
policy 4.01 and has been assigned environmental category Fl, as it involves on-lending through rural 
financial institutions, credit lines for agro-processing and providing grants for sub-projects under 
Component I -Agricultural Business Services. The anticipated sub-projects are expected to fall within 
World Bank categories B or C (moderate to minimal impact). The other project components have no 
negative environmental impact. 
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Significant, non-standard conditions, if any, for: 
Ref. PADC.7 

Conditions of Disbursement: 

• Prior to disbursement for component I .A of the Project unless: (i) the Agency Agreement, 
satisfactory to the Association, has been duly executed between the Ministry of Finance and 
Economy of the Recipient, the State Agency for Agricultural Credit of the Recipient, the CIA and the 
ACUA; (ii) the CIA Business Plan, satisfactory to the Association, has been submitted to the 
Association; and (iii) the CIA Operational Manual and Credit Union Operational Manual have been 
approved. 

• Prior to disbursement for component l.B of the Project unless the Rural Investment Guidelines 
satisfactory to the Association and the Recipient's Ministry of Finance have been prepared and 
submitted. 

• Prior to disbursement for component l.C the Competitive Grant Committee has to be established 
according to terms and conditions set forth in the Operational Manual. 

Board presentation: 
Not annlicable. 
Conditions of Credit Effectiveness: 

An Operational Manual, satisfactory to the Association, has been revised. 

Covenants applicable to project implementation: 

• By April 14. 2007 the Borrower, through the PMU has appointed an independent auditor under terms 
ofreference acceptable to the Association. 

• The Borrower shall (a) by December 1, 2006 open a Project Account in a bank on terms and 
conditions acceptable to the Association with an initial deposit in local currency equivalent to 
US$ 100,000; and (b) maintain a balance in the Project Account, until completion of the Project, with 
the amount adequate for the subsequent three months of Project implementation. 

• The Borrower, through the PMU, shall maintain a financial management system, including records 
and accounts, and prepare financial statements in accordance with consistently applied accounting 
standards acceptable to the Association, adequate to reflect the operations, resources and expenditures 
related to the Project. 

• The Borrower, through the PMU, shall have the project financial statements audited by independent 
auditors, and in accordance with consistently applied auditing standards acceptable to the association, 
and have the audit report furnished to the Association no later than six months after end of each year 
audited. 

• The Borrower, through the PMU, shall prepare and furnish to the Association Interim Financial 
Reports, in form and substance satisfactory to the Association, no later than 45 days after end of each 
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quarter. The first Interim Financial Report shall cover the period from Effectiveness, including 
incurrence of the first expenditure under the Project through the end of such first calendar quarter .1 

• The Borrower shall ensure that all measures necessary for the carrying out of the EMP shall be taken 
in a timely manner. 

Consistently applied standards include international accounting standards and financial statements and 
international standards on auditing. 
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A. STRATEGIC CONTEXT AND RATIONALE 

1. Country and sector issues 

Over the past several years, Azerbaijan has maintained a satisfactory track record of stabilization with 
fiscal restraint, prudent monetary policy, and modest external indebtedness. Oil and gas income is 
steadily increasing with significant prospects for GDP growth. The Government of Azerbaijan (GOA) 
recognizes that diversified development of the non-oil sector is a key for generating jobs and equity and 
reducing poverty. The country's development strategy and priorities are defined in its PRSP, known as 
the State Program on Poverty Reduction and Economic Development (SPPRED). 

One of the greatest challenges of economic management in the country is to diversify the economy in the 
face of growing dependence on the oil sector. Therefore, development of rural areas is a priority for 
Azerbaijan with the agricultural sector being a key to this development. The agricultural sector is the 
most important source of employment in Azerbaijan. Agriculture accounted for approximately 12.3% 
percent of GDP in 2004 - the largest economic sector in Azerbaijan after oil. Agriculture's share of 
employment has increased to 40 percent in 2004 from approximately 31 percent in 1990 (the oil sector 
accounts for only one percent of employment). In addition, agro-industry (including textiles) represents 
over 50 percent of total manufacturing employment. 

The agricultural sector is also very important for food security and reduction of rural poverty. Agriculture 
is an important source of income and stability for rural areas where the benefits of Azerbaijan's petroleum 
wealth are much less evident. In Azerbaijan, the reliance on agriculture as a major source of income is 
associated with a lower risk of poverty. Further, the share of expenditures on food by Azerbaijani 
households is high (75%), and even higher for the rural poor (81%). Of this, rural households produced 
half of the food they consumed, and for the poorest households the reliance on own consumption was 
even higher (65%) and grew over time. 

With the privatization of farms and other reforms, small-scale agriculture has been able to lead a recovery 
in the agricultural sector. By 2003, overall agricultural output had increased by a total of53% over 1995 
levels (although still only 79% of the 1990 levels). The contribution of small farmers to this revival is 
evidenced by the substantial increase in production from household and private farms. The livestock 
privatization process has been smooth, and helped Azerbaijan avoid the dramatic decline in herd sizes 
seen in some of the Central Asian FSU countries. The total livestock numbers were twice as high in 2002 
as they were in 1990 and are now mainly in the hands of smallholders. 

2. Rationale for Bank involvement 

Against this background, in 1998, the Government requested a multi-phased Adaptable Program Lending 
support over ten years with total indicative financing of US$ 100 million to address the medium term 
development goals of the rural sector. The objective of the Agricultural Development and Credit Program 
was to return Azerbaijan's farming areas to former levels of productivity under a new system 
characterized by private family and group farms operating in private markets. The program aimed to 
support the nationwide development of: (i) an accessible, secure and unified system for registering real 
estate rights; (ii) a rural financial services network consisting oflocal financial intermediaries (LFls) such 
as credit cooperatives and rural branches of commercial banks; (iii) mixed public and private advisory 
services for rural enterprises; and (iv) improved Government capacity to formulate appropriate policy 
responses to the impact of the anticipated build-up in oil revenues on the competitiveness of the rural 
economy. 
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This program was designed in three phases. ADCP-1, implemented over the last six years, focused on (i) 
registering private rights to rural farm land by testing mechanisms for a unified real estate registration 
system; (ii) piloting development of self-sustainable rural financial systems ba5ed on the creation ofLFls; 
(iii) establishing rural information and advisory services and strengthening applied research and 
veterinary services; and (iv) strengthening Government capacity to analyze and respond to the impact of 
the oil sector on rural Azerbaijan. Building on lessons learned in the first phase, the two subsequent 
phases (ADCP-11 and ADCP-III) were to intensify and expand the program agenda by: (i) rolling out a 
model for a unified land cadastre system nationwide; (ii) expanding the coverage of rural advisory 
activities nationwide; (iii) implementing overall refonns of agricultural research in the country; (iv) 
increasing the number of local financial institutions in rural areas; and (v) engaging commercial banks as 
financial intermediaries in rural areas. 

Building on ADCP-l's achievements, further development challenges for the agricultural sector remain: 
(i) the financial system still remains underdeveloped; {ii) improved agricultural marketing and 
information systems remain essential; (iii) market channels are still fragmented; {iv) substantial market 
information is lacking; (v) knowledge and skills offanners and fanners' organiz.ations need to 
continuously adjust to changed market and business requirements; and (vi) agricultural processing 
remains underdeveloped in a difficult business environment. 

In a letter of December 24, 2004, the GOA reaffirmed its rural development priorities while seeking the 
Bank's assistance to enlarge access to financial services through strengthening the rural financial 
cooperatives system, to improve private agricultural marketing, and to further strengthen the agricultural 
knowledge and information systems. The Government has also recently drafted a strategy document 
entitled 'Policies and Strategies for Azerbaijan Agriculture' which emphasizes strengthening the private 
sector in agriculture, with the public sector playing regulatory~ legal and catalytic roles. 

3. Higher level objectives to which the project contributes 

The project contributes to higher-level objectives given in the major strategic documents, including the 
CAS and the new Country Partnership Strategy (CPS), the PRSP document and the State Program for 
Regional Development. · 

Country Assistance Strategy (CAS): The CAS is consistent with the GOA's overall strategy and 
specifically recognizes the need for supporting and stimulating agriculture and rural development and for 
improved access to financial services, particularly in rural areas. The CAS also stresses the need to assist 
the government and key stakeholders in promoting non--0il trade and investments, with a special focus on 
small and medium-scale farmers and rural entrepreneurs. The proposed project would contribute to this 
objective by stimulating market-oriented investments in rural areas. It would support the efforts to 
generate productive employment by strengthening the development of the agricultural sector which is the 
most important non-oil sector. The CAS also includes a Second Phase ADCP for FY06 as a vehicle to 
help address Azerbaijan's key rural development issues and as a follow-up to ADCP-I. A new Country 
Partnership Strategy (CPS) for 2006-2009 is under preparation. One of the pillars of the new CPS will be 
sustainable and balanced growth of the non--0il economy through, inter alia, development of rural 
infrastructure and services and expanded access to financial services. The proposed project is consistent 
with the new CPS. 

PRSP: The country's development strategy and priorities are defined the State Program on Poverty 
Reduction and Economic Development (SPPRED) which places the development of rural areas as a 
priority for .Azerbaijan \vith the agricultural sector being key to this development and essential to 
economic diversification. 
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State Program/or Regional Development (SPRD): The SPRD identifies the main orientation for the 
development of the rural economy, including agricultme as the most important source of employment in 
rural areas. The program was initiated in 2005. The project's activities are aligned with and fully support 
the Government's regional development agenda. 

B. PROJECT DESCRIPTION 
1. Lending instrument 

Project support is being provided through a three-phased, 10 year Adaptable Program Lending, of which 
this is the second phase. The Project would be funded through standard IDA and hard IDA terms. Hard 
IDA tenns will be used for the credit line in component 1.B. 

2. Program objective and phases 

The objective of the Agricultural Development and Credit Program was to return Azerbaijan's fanning 
areas to fonner levels of productivity under a new system characterized by private family and group fanns 
operating in private markets. The program was intended to support the nationwide development of: (i) an 
accessible, secure and unified system for registering all rights in real" estate; (ii) a network for financial 
services in rural areas consisting of local financial intermediaries (LFis), such as credit cooperatives and 
rural branches of commercial banks, to provide private fanns and other rural enterprises with market
based financial services; (iii) mixed public and private advisory and veterinary services for rural 
enterprises; and (iv) Government capacity to formulate appropriate policy responses to the impact of the 
anticipated build-up in oil revenues on the competitiveness of the rural economy. This program was 
planned to be executed in three ·phases. 

ADCP-1(US$30 million) became effective on December 21, 1999, and is scheduled to close on June 30, 
2006. In ADCP-I: (i) some 30 Credit Unions (CUs) and 1,300 joint liability borrowers groups (BGs) 
were created with credit provided to armmd 31,000 fanners and rural businesses; (ii) rural information 
and advisory services were established in five regions reaching more than 270,000 rural households; (iii) 
a competitive grant program for agricultural research was implemented, with 52 grants and more than 
11,000 participants in field demonstration activities; (iv) private veterinary activities were supported with 
25 veterinary clinics established in five regions serving over 16,000 clients; (iv) a pilot unified real estate 
registration system was successfully piloted; and (v) an agricultural strategy unit was established. For the 
second phase, a unified real estate registration system was to be rolled out in five regional centers; 
infonnation and advisory services were to be expanded to five additional regions; and commercial banks 
were to establish rural branches. For the third phase, a unified real estate system was to be expanded 
nationwide; and LFis and commercial bank branches to be further expanded. At the end of the program, 
farming was expected to become viable with productivity of private farms increased to 1991 levels; 
primary producers of crop and livestock products were expected to diversify their activities and improve 
product quality to tap marketing opportunities; and viable and effective institutions were expected to be in 
place providing key services to underpin sustained agricultural development. 

Based on the activities proposed for ADCP-11 that are described in the following sections, the third phase 
would continue the process of expanding fmancial services for small and medium rural enterprises 
through CUs and commercial banks; widen the market development activities; complete the process of 
establishing a public/private nationwide information and advisory system with funding derived from 
provision of private services and from the MOA for public good activities; and further develop private 
veterinary practices while continue to streamline and modernize the State Veterinary Service to support 
public health functions. As discussed below, property registration and cadastre activities would be 
handled in a separate project. 
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Phase I triggers, relating to satisfactory performance of the pilot activities for real estate registration, rural 
finance such as establishment of credit unions and borrower groups as well as satisfactory delivery of 
lending services, and the set-up of a public/private infonnation and advisory services, were met. Some 
triggers were adjusted at mid tenn to take into account some delays that were experienced during 
implementation. See Annex 15 for details. 

3. Project development objective and key indicators 

The main objective is to further increase rural productivity and incomes by enhancing the access of 
farmers and small and medium rural enterprises to rural business and agricultural support services 
including financial, advisory and veterinary services and by stimulating market-oriented investments in 
rural areas. The project will build on ADCP-l's achievements by: (i) strengthening the credit union 
system established under ADCP-1 and stimulating commercial financial services suited for agricultural 
businesses; (ii) expanding the outreach of the rural advisory services established under ADCP-1; (iii) 
developing private veterinary services and modernizing and streamlining the State Veterinary Services; 
(iv) improving access to adapted technologies by one or possibly two selected agricultural research 
institutes; and (v) assisting producers and processors in marketing and improved product quality. The 
regional expansion of the immovable property registration pilot of ADCP-1 would be handled under a 
separate proposed Real Estate and Cadastre Project. This project is being prepared in parallel with a 
target board date in FY07. The main project beneficiaries comprise individual farmers, farmer groups, 
rural micro-entrepreneurs, and the small to medium agro-processing sector. 

Key Indicators: 

Outcome Indicators,· 

The project will result in: (i) targeted farmers and rural entrepreneurs with better linkages to markets and 
an increased income from rural activities; (ii) targeted farmers and rural entrepreneurs with improved 
access to financial, technical and veterinary services; and (iii) improved control of epizootic diseases. 
The outcome indicators are: 

• Incomes of participating farmers and rural entrepreneurs increased by 20% through improved access 
to services and through vertical integration; 

• Production marketed for cash increased by 20% as a result of increased quantity and improved quality 
of production. 

Output Indicators: 

Output indicators are linked to the intermediate results described in the results framework and comprise: 

• At least 10,000 persons accessing credit through CUs; 
• Rural outstanding loan portfolio increased to 2.5% of agricultural GDP; 
• Around 90 rural business innovations conducted satisfactorily, with improved practices demonstrated 

to at least 150 rural business entities; 
• Additional 20% of persons benefited from advisory services in the existing regions targeted during 

ADCP-1, while around 50% of farm households reached in the new regions through training courses, 
demonstrations and individual advisory services; 

• RA Cs recovered at least 20% of their operational costs in the existing regions and up to IO % in the 
new regions; 

• Around 75% ofVFUs recovered their operational costs, and livestock owners satisfied with services 
received; 
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• A cost-effective national brucellosis control program implemented, shown by a 25% reduction in 
human cases; 

• Around 35% of farmers satisfied with quality of locally adapted seeds and seedling varieties. 

4. Project components 

The project consists of two main components addressing critical support needs at the rural business and 
agro-processor level, and at the fann level. 

Component 1-Agricultural Business Services (USS 42.1 million, of which USS 0.996 million are 
financed from Japanese Grant) 

Component Objective: The objective is to support rural businesses to improve the linkages between their 
production and markets. The component aims to develop efficient linkages and contractual relationships 
between producers and processors, and to facilitate investments in market opportunities through enhanced 
access to financial services and targeted business support. 

Issues Addressed; In spite of positive growth in other sectors of the economy, agricultural production 
continues to under-perform, and food markets remain dominated by expensive imports. A large share of 
the agricultural production of Azerbaijan is not well-linked to more sophisticated market and processing 
chains. However, an increasing number of small and medium rural businesses are seeking to fill these 
gaps and to link processing, service provision and production activities, but their development is 
hampered by an insufficient range of financial and business management services and poor access to 
technological improvements. Demand for rural/agricultural financial services is high and is not currently 
being sufficiently met. hnproved financial instruments are required that are better tailored to the rural 
clientele that is largely characterized by small farms, lack of suitable collateral, inadequate financial 
skills, and production and commodity market risks that are specific to agriculture. 

Component Activities: The component would support the further development of farmers, small rural 
businesses and agro-processors by: (a) increasing the availability of small rural financial services by 
strengthening and broadening the credit union outreach; (b) expanding rural financial services such as 
credit for working capital requirements, long-term credit for investment purposes, and leasing programs 
for processing and agricultural equipment; (c) enhancing the efficiency of rural markets by introducing 
innovative mechanisms that encourage sustainable linkages between developing small-scale rural 
businesses and agro-processors with farmers, associations and groups; and (d) strengthening rural 
business, market information and promotion services offered through the rural advisory system. 

Financial Services for Small Agribusiness/Credit Unions, Under ADCP-1, some 30 credit unions were 
created. Credit was also provided through some 1,300 borrowers' groups. Together, the credit unions 
and borrowers' groups served about 31,000 clients, principally farmers and small rural enterprises. Loans 
were primarily short term, predominantly for crop production and livestock-rearing, with a good recovery 
rate of over 97%. The demand for these credit services remains very high as well as a growing demand 
for longer maturity investment loans. Furthermore, the credit unions would like to introduce deposit
taking, starting with the stronger credit unions, which would require changes in the current legislation. 

Building on the gains made under ADCP-1, ADCP-II will support the consolidation of this network 
through a judicious combination of more lending resources and a measured capacity building program. In 
particular, ADCP-11 will support: (i) expanding the outreach of this network to more communities through 
additional lending resources; (ii) introducing product innovations, including offering longer maturities in 
response to client demands; (iii) strengthening liquidity and risk management skills; (iv) introducing 
improvements in the network's operating systems and procedures to cope with the expected growth in the 
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scale of its operations (larger number of clients, more diverse product menu, and greater geographical 
coverage); (v) strengthening of the Azerbaijan Credit Union Association and the Credit Implementing 
Agency (a non-bank financial institution owned by the ACUA) to refine its corporate strategy in order to 
ensure its long term sustainability. 

Financial Services for Medium Agribusinesses/Banks and Leasing Companies. The agro-business 
marketing and processing sectors remain severely constrained by the lack of capital in general, but 
investment capital in particular. Whereas the banking sector has in recent years registered significant 
gains in the availability of short-term lending resources, long term resources remain limited. A$ the pace 
in agricultural production begins to grow, marketing and processing constraints will increasingly act as 
chokepoints in the value chain. Consequently, banks and leasing companies still need long-term funds in 
order to respond to investment demands from their clients. Similarly, bank and leasing company skills in 
appraising long term agriculture-related investment loans are also limited. Therefore, the project will 
provide a credit line for use by banks and leasing companies to extend investment loans/leases to 
agribusinesses. It will also support capacity building ofparticipatillg financial institutions to improve 
their skills in appraising rural and agriculture-related medium and long tenn investments, in risk 
assessment and management, and in product innovation (e.g. structured finance). 

Development o(E'fjicient Rural Market Links: During ADCP·I, a Competitive Grants Scheme (CGS) was 
introduced that provided grants primarily for agricultural research topics. The CGS in ADCP-11 will build 
on this experience, but will shift its focus to introducing, testing and transferring new and improved 
technologies emphasizing improved market accessibility, storage and small-scale processing. Grants will 
be available for a wide range of possible technologies in quality production, processing and marketing, 
business management and best business practices. Market studies to enhance the ability of rural business 
entities (RBEs) to identify and access markets, both within Azerbaijan and abroad, will also be eligible 
when associated with concrete technical actions to be taken for one or more products. Grants will be 
provided in response to proposals from various RBEs, and thus would be market-led and demand-driven, 
and would focus on real constraints of beneficiaries and possible long-term solutions in a flexible manner. 
The CGS will cover the whole country during the project and will not define a list of priority topics from 
the outset. However, as the CGS progresses, it may become necessary to prioritize or limit different types 
of activities depending on experience during implementation. Key elements in the selection process will 
include: (i) replicability of the proposed technologies and an appropriate plan fortransfer of knowledge to 
other RBEs; (ii) suitability and affordability of proposed technologies in terms of increasing rural 
productivity, value-added, and market accessibility of agricultural products; and (iii) demonstrated 
improved linkages between producers and next level of the supply chain. The CGS will award around 90 
small grants averaging about US$ 20,000 each, ranging from a minimum of US$ 10,000 to a maximum of 
US$ 30,000. The beneficiaries will be required to contribute an additional 30 percent of the total cost of 
proposed activities. 

Rural Business Advisory and Market Services: To support market development in rural areas, the project 
will enhance the rural business advisory and market senrices offered through the existing structure 
supported during ADCP-1, which consists of the Infonnation and Advisory Center (IAC) in Baku and the 
Regional Advisory Centers (RACs). The current market survey and information system will be 
broadened to ensure that the frequency, fonnat, and content meet the needs of producers and clients. 
Market facilitation services will be enhanced by introduction of web-based information and telephone 
call-in systems. Training and information programs on food safety and quality will be expanded, as well 
as in topics related to business development such as marketing, legal and tax issues, use of credit, and 
book-keeping. Advisory and market promotion services will be made available to the increasing number 
of associations, cooperatives and rural entrepreneurs on a contract basis, including business management 
and market analyses as required by the client. Technical assistance and training will be provided to help 
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the IAC and RACs define and enhance their market support program; to improve the content, quality and 
availability of market information; and to develop the market promotion activities. 

Component 2 -Agricultural Support Services (USS 14.33 million, of which US$ 0.585 million are 
financed from Japanese Grant) 

Componeni Objective: The objective of the component is to enable farmers to improve their productivity 
and quality of production by expanding the outreach of the advisory system, strengthening the provision 
of private veterinary services, and improving access to adapted technologies. 

Issues Addressed: There continues to be substantial need to improve both the productivity and efficiency 
of rural producers and the quality of production in order to better serve emerging markets. ADCP-II will 
build and expand on the activities established under ADCP-1 in the areas of advisory, veterinary and 
agricultural research services. 

Component Activities; 'Three main sub-components have been identified: (a) supporting the further 
development of an effective information and advisory system that can provide farmers and other rural 
entrepreneurs with appropriate knowledge and skills to improve their productivity, quality of production, 
management and marketing; (b) assisting livestock O'Mlers to improve animal production through 
enhanced access to quality-assured veterinary and husbandry services throughout the country, and by 
strengthening the disease surveillance and preparedness functions of the State Veterinary Service (SVS); 
and (c) improving the capacity of one or possibly two selected research institutes to provide adapted 
technologies and critical information to advisory staff and producers. 

Information and Advisory Services: The program in ADCP-11 will build on the strong foundations 
established during ADCP-1 to further develop the advisory services on a wider geographical scale using a 
similar approach and structure. The component will include: (a) establislunent of a national network of 
regional advisory services, and (b) support for the Information and Advisory Center. 

National Network of Advisozy Services: Support will be provided for contracting local NGOs to 
establish RACs and to implement advisory services in IO regions covering the whole of Azerbaijan. 
Village-based P As will be contracted through the RACs to implement extension activities at the vil1age 
level, including conducting training course for farmer groups, provision of individual and group advisory 
services, and carrying out demonstration activities on their own or in other progressive farmers' fields. 
The contracts will also cover costs of RAC establislunent and management; maintenance offarm data 
bases; and collection of regional market prices. To improve outreach and access to information, 
additional small permanent advisory points with computer access will be located in ten districts in the 
existing five regions. 

The expansion of the geographical coverage to incorporate the remaining regions was envisaged in the 
PAD description of the APL when ADCP-I was prepared and is in line with the GOA's 2004-2008 
regional development strategy and the subsequent detailed regional development action plan. Additional 
five regions based arowid new RACs in Sharnakhi, Barda, Salyan, Goychay and Guba/K.haclunaz will be 
incorporated, encompassing almost 380,000 farmers in 28 districts. The program will continue to work in 
the five existing regions building on the existing RACs. In these regions, around 55% of the 483,000 
farmers received one or more advisory services during ADCP-1, giving substantial scope for widening the 
coverage in these regions as well as continuing to provide valuable services to existing clients. All new 
and existing RACs will be based on the private sector model tested during ADCP-1. This choice is based 
on the overall government strategy for the sector as envisa.ged by the Ministry of Agriculture and detailed 
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in the Agricultural Development Strategy2. This strategy foresees that private entities would be 
responsible for activities such as provision of extension services, and could be contracted by government 
to carry out specific infonnation and training activities that have a public good nature. 

Support for the Information and Advisory Centre CIAC): The IAC will have responsibility for overall 
program supervision, contracting providers for training programs and multi-media infonnation 
campaigns, technical support to the RACs, and monitoring and evaluation activities. The advisory system 
will be mainstreamed into government structures to ensure long-term support and institutional 
sustainability. The IAC is currently part of the MOA's State Agency for Agricultural Credits (SAAC)', 
and would eventually become a pennanent body in the MOA to continue the management of the advisory 
program after the end of the project, while the RACs would continue as private sector advisory service 
providers deriving part of their income from paid services and part from contracts with the MOA to 
implement specific public good advisory programs. MOA budgetary support will be increased in a 
stepwise manner for IAC operations and for contracting service providers throughout the project. 

Veterinary Services: The program will build on ADCP-I by: (a) enhancing access to quality-assured 
veterinary services throughout the country by expanding and strengthening the private Veterinary Field 
Unit (VFU) system and supporting the privatization of the State Veterinary Service (SVS) field services 
staff; and (b) strengthening the disease surveillance and preparedness functions of the SVS through 
training key staff in understanding the epidemiological basis for disease control; rehabilitating the disease 
surveillance, diagnosis and reporting capacities of the SVS; and implementing an agreed control program 
against at least two priority diseases . 

. Private Veterinary Practices: In ADCP-1, the delivery of curative animal health services for livestock 
owners was facilitated by establishing private Veterinary Field Units (VFUs) consisting of three 
veterinarians in 25 districts in five regions. It was demonstrated that farmers were willing to pay for these 
services, with increasing client numbers and livestock owners generally satisfied with the services 
available. By the end of ADCP-1, with the exception ofNakhchivan, the VFUs were averaging around 
100 clients and almost US$ 300 in revenue per month. However, self-sustainability was not fully 
attempted and a minimum incentive payment was retained to the end of the project. In ADCP-II, to 
increase the likelihood of sustainability, additional income-earning opportunities such as artificial 
insemination and veterinary pharmacies will be introduced, and training will be provided to improve 
marketing and business management skills. A system to contract private veterinarians to carry out public 
good veterinary tasks will also be introduced. The geographical coverage will be extended to include 32 
more districts to cover the whole country, although smaller VFUs may be established in some districts. 
All new VFUs will be based on a private sector approach from the outset, with separate bank accounts 
and their O'Ml premises. The private veterinarians would be selected based on applications submitted by 
SVS veterinarians wishing to establish private practices. A start-up package of equipment and remedies 
will be provided, based on locally available sources, including small diagnostic equipment and AI 
equipment. Initial training would be provided in establishing a private veterinary practice. Incentives 
will be provided initially, but will be reduced to zero by the end of the project as income-generating 
opportunities come on line. Continuing support will also be provided for the further development of the 
professional private Azeri Veterinary Association (AV A). 

State Veterinary Service: The MOA State Veterinary Service, which has the overall responsibility for 
animal health, will be strengthened with a goal of establishing a well-fimctioning and credible disease 
surveillance and reporting system in Azerbaijan. The component will address the medium to long term 
needs of the SVS to adequately monitor, control and respond to epizootic diseases. Diagnostic 

Policies and Strategies for Azerbaijan Agriculture, draft prepared with support provided during ADCP·I 
The SAAC oversees the implementation activities of agriculture and rural projects ofIFAD and the Banlc • 

. g. 



laboratories at the republican level and in six regions will be rehabilitated; key staff would be trained in 
modem epidemiology and risk-based disease management concepts; and technical assistance and other 
support would be provided to develop an overall refonn strategy for the SVS, to devise and enable the 
Epidemiology Unit to implement control programs against one or two priority diseases, and to introduce a 
contract system for private veterinarians. It is anticipated that brucellosis will be one of the priority 
diseases, but provisions against new risks such as Avian Influenza and bovine spongiform 
encephalopathy (BSE) or food contamination risks (Salmonella, E. co/1) will also be considered. 

Improved Access to Adapted Technologies: The program will build on the experience gained during 
ADCP-1 from its research-focused Competitive Grants Scheme. In ADCP-II, support would be provided 
to one or possibly two selected research institutes to improve their capacity to develop and demonstrate 
adapted technologies, focusing on variety improvement and crop management. The research strategy4 

prepared during ADCP-1 included the Research Institute for Crop Husbandry and Crop Diversification, 
and the Research Institute for Horticulture and Sub-Tropical Crops among the institutes prioritized by the 
government. Support will be based on achievement of the reform proposals prepared for each institute, 
including the proposed organizational changes, increased stakeholder participation, a shift in research 
orientation and priorities, implementation of staff training programs, modernization of facilities and 
laboratories, and government budgetary commitments. The research institutes will link closely with the 
information and advisory services for field demonstrations and workshops, publication of good practices, 
and information and training activities. 

Component 3 - Project Management (US$ 1.28 million, of which US$ 0.028 million are financed 
from Japanese Grant) 

The project will support the establishment and operation of a Project Management Unit (PMU) under the 
Ministry of Agriculture and will build on the structures established under ADCP-1. The implementation 
arrangements are described in section C.2 and are detailed in Annex 6. 

5. Lessons learned and reflected in the project design 

Key lessons from ongoing Bank and donor activities in Azerbaijan and the region are that an increased 
availability of finance and provision of marketing assistance have strongly facilitated the development of 
rural businesses. These activities underline that prospects of employment generation and cash income in 
rural areas are closely linked to the agricultural sector in the short and medium-term. However, based on 
experience in ADCP-L there is a need for wider outreach and enhanced capacity of PFls and a greater 
range of financial products available for rural businesses. In addition, the weak linkages between 
producers and processors remain an impediment to the growth of the agricultural sector. The promotion 
of horticultural and fruit crops, for example, will require strong growth in the processing industry over the 
medium tenn, with both demand and supply constraints remaining for farmers and processors at the 
current processing scale. The introduction of information and advisory services under ADCP-1 proved to 
have a substantial impact on farm productivity and incomes, but there is a need to develop a national 
network that is more operationally sustainable with an increased focus on business development, 
marketing, accounting and legal issues that affect production of both farmers and other rural enterprises. 
The veterinary services component of ADCP-I showed that farmers are willing to pay for private services, 
but self-sufficiency was not achieved partly because the veterinary practices were not fully separated from 
the State Veterinary Service (SVS) and partly because of competition from the large number ofpublicly
funded veterinarians. Accordingly, the program in ADCP-II would support the privatization of veterinary 
services by widening their income-generating opportunities, 'and by supporting the SVS to focus on its 

4 Strategy for Modernization of Agricultural Research System, prepared with support from ADCP-1 in 2003. 
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core surveillance and preparedness functions against diseases that pose serious public health or economic 
risks. The interest in the on-fann technology assessments supported through the Competitive Grants 
Scheme under ADCP-1 was high, but the functional linkages between the research system and the 
advisory system and on to producers and rural entrepreneurs need to be better defined and improved. The 
CGS helped the research institutions to increase their focus on development of adapted technologies of 
relevance to small farmers, but it became evident that deeper structural reform and streamlining of the 
research system is required. 

6. Alternatives considered and reasons for rejection 

Cadastre and Real Estate Registration: Under ADCP-1, a single agency system was successfully piloted 
and the scale up of the system was originally planned to be part of ADCP ll. However, the Bank and the 
Government agreed that a standalone and larger project would be more appropriate to roll-out the pilot 
cadastre and registration system nationwide. This project is currently under preparation 

Rural Finance: Originally, it was considered that ADCP-II should simply build and expand on the first 
phase rural finance activities. However, there were concerns that simply expanding the credit union 
network would not be sufficient to support and kick-start rural business development on a larger scale. It 
was therefore considered appropriate to broaden the approach taken during ADCP-11 and to include a 
credit line for rural businesses. 

Competitive Grants Scheme: The CGS in ADCP-1 focused on grants for on-farm agricultural research 
provided primarily to research institutes. Continuation of this program was considered in parallel with 
support for modernization of selected research institutes. However, given the increased market emphasis 
requested by Government, it was decided to shift to a market-led and demand-driven program which 
would respond to requests from various rural business enterprises (RBEs) and thus focus·on constraints 
identified by beneficiaries. 

Advisory Services: Alternate approaches were considered for the provision of advisory services, 
including the MOA regional administrative offices or the MOA Agro-Science Centers, which are regional 
centers intended to adapt and demonstrate technologies developed by the research institutes. However, 
these are primarily public sector institutions without the capacity to provide the wide range of information 
needed in topics such as credit, marketing, legal issues, accounting and other non-technological fields. 
Instead, ADCP-II would continue to support the government strategy of developing private sector rural 
advisory services, which was successfully started during ADCP-1. Nevertheless, the linkages between the 
RACs and the Agro-Science Centers and the research system as a whole would be enhanced, and the 
liaison with the regional offices would be maintained to ensure that advisory programs respond to MOA 
priorities. 

Veterinary Services: It was initially considered only to expand the privatized Veterinary Field Unit 
(VFU) system to the remaining regions along with some improvements to enhance their income
generating capacity. However, this approach mainly addresses the discretionary animal health problems 
of livestock owners and does not solve issues with respect to animal diseases that pose a public health or 
epidemic risk. Accordingly, it was considered appropriate to include activities designed to strengthen the 
disease surveillance and preparedness functions of the State Veterinary Service as well as to link the 
private veterinarians with the SVS through a contract system. 

Agricultural Research: The initial emphasis was on the modernization of selected research institutes 
concerned with Crop Production, Livestock and Nutrition and Horticulture through support of a reform 
process, including staff development, renovation and equipping. However, based on an analysis of 
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constraints at the farm level, the focus was shifted to supporting the development of adapted, high
yielding, disease-resistant varieties of major crops, and improving linkages with the information and 
advisory services for field demonstrations and workshops, publication of good practices, and information 
and training activities. 

C. IMPLEMENTATION 
1. Partnership arrangements 

Not applicable 

2. Institutional and implementation arrangements 

The project will be managed by the State Agency for Agricultural Credits (SAAC), which is the Ministry 
of Agriculture's Agency established to oversee international agricultural development projects, primarily 
through a small Project Management Unit (PMU) constituted within it The PMU functions will include 
financial management, procurement, project monitoring and evaluation, and translation of project 
documents. The PMU Director will have responsibility for the day-to-day operations and management of 
ADCP-11, assisted by financial management, procurement and M&E specialists and support staff. There 
will also be a number ofllllits llllder the management of the PMU that would be responsible for the 
coordination of the various components and that would take a pro-active role in ensuring timely start-up, 
implementation and completion of project activities. These llllits include the Competitive Grants 
Secretariat, the Information and Advisory Centre, the Veterinary team, and specialists responsible for 

·marketing, research liaison and credit liaison. These llllits would also report technically to their 
respective units within the MOA, including the State Veterinary Service and the Agro-Science Centre 

· responsible for agricultural research. The Information and Advisory Center, which is presently within the 
SAAC, is expected to become a permanent llllit within the MOA after the completion of the project. For 
the rural finance activities, the SAAC would disburse funds to the existing Credit Implementing Agency 
(CIA) for on-lending to the Credit Unions or Borrowers Groups (BGs), while for the commercial bank 
credit line, SAAC will lend to commercial banks llllder subsidiary loan agreements in accordance with 
Investment Guidelines. Annex 6 details the implementation arrangements for each component. 

3. Monitoring and evaluation of outcomes/results 

The project M&E system will be based on: (a) continuous monitoring of project components; (b) a 
baseline survey; and (c) interim and final surveys. The design will include reporting formats for each 
component and sub-component, based on the annual performance targets and monitoring indicators 
shown in Annex 3 and on the detailed concept notes for each component and sub-component. The mid
term and final surveys will build on the baseline survey, using a similar questionnaire. Within the PMU, 
an M&E specialist will be responsible for coordinating the M&E tasks, organizing and updating the data 
base for each component, and liaising with each of the component specialists and the implementers of 
each activity in the collection and reporting of the required data. The M&E data will be continuously 
updated and consolidated quarterly for provision to the Bank task team, and will be made available to 
coincide with the supervision missions of the project. 

In addition to the surveys to determine overall impact, each component and sub-component will have 
specific M&E procedures, which will be the responsibility of the respective unit in liaison with the PMU 
M&E specialist. For the rural finance activities, the monitoring of CUs and BGs will continue to be 
performed by the Credit Implementation Agency together with the Azerbaijan Credit Union Association, 
with quarterly and annual reports provided on the performance of the loan portfolio. Quarterly and 
annual reports will also be provided by the commercial banks participating in the commercial bank credit 
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line. The small grants will be continuously monitored by the Competitive Grants Secretariat based on 
milestones for each grant project that would be prepared as part of the contract, and each grant would be 
evaluated by contracted specialists within two months of completion, including a cost-benefit analysis of 
the technological innovation. For extension activities, impact and client satisfaction surveys will be 
carried out annually by a contracted agency, and regular monitoring of extension activities will be carried 
out by the IAC every six months for new RACs and every year for existing RA Cs. The Agency 
veterinary staff will monitor progress towards privatization of veterinary units using the prepared 
reporting fonnats and through regular monitoring visits, while the research program will be based on 
achievement ofa set of milestones and goals laid out in an annual work-plan. 

4. Sustainability 

The project has been designed with long-term sustainability in mind. For rural fmance, the project will 
strengthen the credit union system through legal and regulatory reform for improved supervision and 
possible introduction of deposit-taking services on a selective basis; update management infonnation 
systems and M&E throughout the credit union system; improve credit union management skills; and build 
capacity of participating financial institutions to improve lending skills and promote new financial 
products. For the competitive grants program, the demonstration of technological innovations is likely to 
result in long-term benefits after the completion of the program, and cost-benefit analyses will be 
conducted and fmdings tnade available to banks and financial institutions as well as other potential users 
of the technology. Both these activities are aimed at increasing the long-term efficiency and profitability 
of small-scale private sector rural businesses. For the information and advisory services, a netWork of 
advisory services wouldJ:ie developed throughout the country, which would be mainstreamed into 
government structures to. ensure long-term support and institutional sustainability. The system would be 
based on private sector service providers who would be contracted by government to carry out specific 
information and training activities that have a public good nature, and would also be able generate paid 
services from private clients. This public/private system is now used widely in European countries such 
as Netherlands and UK, where around 60 to 70% of the revenue of advisory services is derived from 
government contracts. The project will restructure one or possibly two selected research institutes to 
place them on a more sustainable basis, including staff training and development; streamlining the 
organization and management structure including staff reductions where appropriate; and focusing on 
adaptive research ofrelevance to rural producers. For veterinary services, the project will suwort the 
development of sustainable private veterinary practices while strengthening the capacity of the State 
Veterinary Service to monitor and control priority diseases that pose a public health risk 

5. Critical risks and possible controversial aspects 

The following table shows the critical risks identified with mitigation measures. The Bank supervision 
missions will pay particular attention to these risks and mitigation measures. 

Risks Risk Mitigation Measures RJsk Rating with 
Mltie:ation 

To 11r0Ject develoament obiectlve 
Expansion of agricultural support services On-going and close monitoring and Modest 
including financial, advisory and veterinary supervision of the project implementation 
services may take place more slowly than will identify the potential problems and 
expected, reducing the scope for more delays at early stage oftbe project cycle to 
efficient use of available resources and ensure prompt problem solution. 
potentials for communities, farmers and 
businesses. 
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I The market potential, especially export 
J potential, may be over-estimated or not 

favorable for the agricultural businesses 
supported 

I Delay or non-availability of counterpart 
I funding may be experienced 

i 

• Project activities might not be sufficient to 
• fully stimulate economic development in rural 
' areas or uptake is slow. 

To comDonent results 
Credit Unions may not be sustainable in the 
long term due to high dependence on external 

, ~· weak goveri;iance, and inadequ.ate 
lending and financial management skills 

Legal and regulatory reform may not be 
completed to allow deposit-taking by CUs 

Financial institutions may be reluctant to 
meaningfully engage in the rural sector, as 
well as the possible slow pace in financial 
product development and innovation. 

Access to grant resources might undermine the 
credit culture in rural areas. 

Rural business advisory and market services 
• provided by the IAC and RACs may not be 

relevant, timely or in demand by the audience 

RACs may not be sustainable in the long term 
due to difficulties in recovering operational 
cost (target is around 20 %) 

' 

Market potential has partially been proven 
through previous projects and other donor 
assistance, but on a selective basis. A 
broader approach may require some more 
time for uptake. Capacity building and 
market information and promotion services 
aim to incorporate the project's broader 
approach. 

A detailed plan will be prepared for each 
implementation year, ensuring the 
government should put the required funds in 
the budget line 
Synergies with other programs will be 
sought; coordination with their programs to 
stimulate uptake will be built into the 
component operational manual. 

Innovative products will be carefully created 
in response to demand in order to attract 
more clients; Azerbaijan Credit Union . . . 
Association and the National Bank of 
Azerbaijan will work closely with the CUs 
and provide guidance; capacity building of 
the CUs will be conducted. The revolving 
fund will continue for up to 10 years post -

. nroiect. 
Legal and policy reform is consistent with a 
broader effort of the liberalization policy on 
part of the Government. This effort is 
unlikelv to be reversed. 
PFis will be carefully selected for interest 
and potential for significant engagement in 
the sector and to innovate, and the capacity 
building program will be tailored to each 
PFI 's requirements and strenll:ths. 
Grant winners would be carefully selected 
based on: (i) replicability of the proposed 
technologies to other rural business entities; 
(ii) suitability and affordability of proposed 
technologies in terms of increasing rural 
productivity, value added, and market 
accessibility; and (iii) demonstrated 

• improved linkages between producers and 
• o.ext level of supply chain. 
I fechnical assistance will be provided to help 

CAC and RACs to define and design the 
program. Stakeholders will participate in the 
oriority setting during the program design. 
The selection of RACs will be carefully 
implemented based on the private sector 
:node! tested during ADCP-I. The process is 
dso supported by the overall strategy of the 
~ovemment as indicated in the draft 
A.mcultural Development Strategy, 
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! 

Modest 

I 
Significant 

I 

Modest 

l 
Modest 

Modest 

' 

Modest 

Modest 

Modest 



VFUs may not be sustainable in the long run Diverse income-earning opportunities 

I 
Modest 

· due to inability to recover operational costs. (artificial insemination, veterinary 
phannacies etc) will be introduced. Training 
to improve marketing and business 
mana2ement will be orovided. 

Upgrading ofSVS's disease and surveillance Current avian influenza concerns might Significant 
capacities and outsourcing of tasks might be allow for a broader buy in of required 
slower than expected. adjustments in the SVS; project design will 

consider slow uptake. 
Research reform may be difficult to Refonn programs have already been Modest 
implement. prepared for selected institutes based on 

"Strategy for Modernization of Agricultural 
Research Svstem". 

Overall risk ratin2 Modest 

6. Credit conditions and covenants 

Condition of Effectiveness 

• An Operational Manual, satisfactory to the Association, has been revised. 

Dated Covenants 

• By April 14. 2007 the Borrower, through the PMU has appointed an independent auditor under terms 
of reference acceptable to the Association. 

• The Borrower shall (a) by December 1, 2006 open a Project Account in a bank on terms and 
conditions acceptable to the Association with an initial deposit in local currency equivalent to 
US$ 100,000; and (b) maintain a balance in the Project Account, until completion of the Project, with 
the amount adequate for the subsequent three months of Project implementation. 

• The Borrower, through the PMU, shall maintain a financial management system. including records 
and accounts, and prepare financial statements in accordance with consistently applied accounting 
standards acceptable to the Association, adequate to reflect the operations, resources and expenditures 
related to the Project. 

• The Borrower, through the PMU, shall have the project fmancial statements audited by independent 
auditors, and in accordance with consistently applied auditing standards acceptable to the association, 
and have the audit report furnished to the Association no later than six months after end of each year 
audited. 

• The Borrower, through the PMU, shall prepare and furnish to the Association Interim Financial 
Reports, in fonn and substance satisfactory to the Association, no later than 45 days after end of each 
quarter. The first Interim Financial Report shall cover the period from Effectiveness, including 
incurrence of the first expenditure under the Project through the end of such first calendar quarter5. 

Consistently applied standards include international accounting standards and financial statements and 
international standards on auditing. 
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• The Borrower shall ensme that all measures necessary for the carrying out of the EMP shall be taken 
in a timely manner. 

Conditions of Disbursement: 

• Prior to disbursement for component 1.A of the Project unless: (i) the Agency Agreement, 
satisfactory to the Association, has been duly executed between the Ministry of Finance and Economy 
of the Recipient, the State Agenc:y for Agricultural Credit of the Recipient, the CIA and the ACUA; 
(ii) the CIA Business Plan, satisfactory to the Association, has been submitted to the Association; and 
(iii) the CIA Operational Manual and Credit Union Operational Manual have been approved. 

• Prior to disbursement for component I.B of the Project unless the Rural Investment Guidelines 
satisfactory to the Association and the Recipient's Ministry of Finance have been prepared and 
submitted. 

• Prior to disbursement for component I.C the Competitive Grant Committee has to be established 
according to terms and conditions set forth in the Operational Manual. 

D. APPRAISAL SUMMARY 
1. Economic and financial analyses 

Economic Analysis: The estimated project economic rate of retmn (ERR) is 16.0%, and the net present 
value (NPV) of the project's net benefit stream, discounted at 12%, is US$ 4.1 million. Switching values 
show that project benefits would have to fall by 16% or costs to increase by 19% to reduce the ERR to 
12%, while a one-year delay in project benefits would reduce the ERR to 12%. Annex 9 has further 
details of this analysis. 

The quantifiable incremental benefits used in the analysis were based on: (a) strengthened and expanded 
advisory services and improved access to new adapted technologies; (b) strengthened and expanded 
veterinary services; and (c) models oflikely sub-projects implemented under the Competitive Grant 
Scheme (CGS). For the first two benefit streams, nine activity models were prepared to represent various 
crops and livestock typical for the project area as well as the possible interventions that may be proposed 
under the project, all showing increased income per hectare or per animal head as a result of agricultural 
technology testing and dissemination and improved veterinary services. In calculating the overall benefits 
for these two streams, the adoption factors, coverage area and number of clients served were based on 
results from ADCP-1. The annual incremental benefits from the first two streams at full development 
(year IO) are estimated at around US$ 5.6 and US$ 1.8 million, respectively. For the third stream, three 
illustrative models were prepared representing improvements that may be undertaken as a result of the 
CGS activities, with estimated internal rates ofretmn (IRRs) ranging from 25 to 37%. Models included 
better storage of grapes, improved processing of fruit and quality and safe slaughtering of animals. In 
each model, conservative assumptions regarding returns and uptake were made. 

Financial Analysis: A total of 18 models were prepared to demonstrate the likely activities to be funded 
by the project: six credit models and the twelve models discussed above, on the basis of financial prices. 
The main results included: (i) a sufficient increase in gross and net returns for each of the models in the 
with-project situation; and (ii) adequate benefit/cost ratios demonstrating the attractiveness of the 
investments. The NPVs after financing for the various models ranged from US$ 29,900 to US$ 136,400, 
while the IRRs before financing ranged from 19 percent to more than 50 percent. Favorable cash flows 
from the possible project-financed investments indicated that the improvements in incomes at the farm, 
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entrepreneur and national levels would be sufficient to ensure uptake of the proposed activities. Business 
proposals would be required for each sub-project financed wider the CGS and credit components. 

Fiscal Impact: The government budget will finance twenty-two percent of the total project costs, 
comprising taxes and duties as well as a cash contribution for the information and advisory services and 
veterinary services, adaptive research services and project implementation and management. The annual 
government contribution averages around 1.5% of the agriculture sector budget for 2006, and thus would 
not have a significant fiscal impact. Specifically, the proposed MOA contribution for information and 
advisory services would rise from US$ 332,000 in year 1 to about US$ 1.27 million in year 4, the latter 
figure representing less than 1 % of the agriculture sector budget as a whole and 2.4% percent of the MOA 
budget for 2006. 

2. Technical 

The technical approaches take into accowit the experience of similar components in Azerbaijan or in 
other countries in the region and are generally based on well-tested procedures. The approaches have 
been widely discussed with government and stakeholders, and are designed to meet the needs expressed at 
all levels. 

Agricultural Business Services: The project builds on the experience during ADCP-1 in the development 
of rural lending through BGs and CUs, which has demonstrated that substantial demand exists for small 
agricultural loans. However, investment needs are still substantial, and it has been estimated that 
agricultural lending meets less than 10% of the demand. Some financial institutions have started to fill 
this gap, but the outreach and product menu remain quite limited. Accordingly, the sub-component will 
utilize the Bank's experience in promotion of rural micro-finance, commercial bank down-scaling and 
introduction of innovative financial products, and will seek to increase the capacity of financial 
institutions in agricultural investment appraisal and to expand rural lending. The sub-component supports 
the government's aim of increasing the rural loan portfolio above the current low level and making 
financial products available to the large number of emerging small rural business entities. 

The Development of Efficient Rural Market Links sub-component modifies the competitive grant 
approach used in ADCP-1 and is now aimed primarily at innovative technologies for small rural business 
entities. Competitive grant schemes are used widely throughout the region in Bank projects, and this 
program builds on these experiences to widen the mechanism to include small-scale processing, 
marketing and development of business linkages. This program fills an important need for small rural 
businesses to introduce and test innovative technologies that may impact rural incomes and employment. 

Agricultural Support Services: Good progress was made during ADCP-1 in establishing a responsive, 
decentralized, information and advisory system that reached a large number offarmers and had a 
substantial impact. The project will capitalize on this experience and on the experience of other projects 
in the region to further develop the public-private contract model, widen the outreach, improve the 
operational sustainability and introduce a greater inarket and business focus. A national strategy for the 
modernization of the agricultural research system was prepared during ADCP-1, which will provide the 
framework for the structure and functioning of the research system, and draft reform programs have been 
prepared for selected institutes. Accordingly, there is momentum for reforms that would result in 
increased relevance of the research program for small farmers and improved linkages with the advisory 
system. The sub-component will also support the further development ofa privatized veterinary system 
that is responsive to the needs of livestock owners and will improve the surveillance and preparedness 
functions of the State Veterinary Service in the light of increasing threats to public health from animal 
diseases, talcing into accowit recent worldwide experience and best practices. Overall, this component 
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supports the government priority of stimulating and increasing production and export of agricultural 
products, and is responsive to the needs expressed by beneficiaries. 

3. Fiduciary 

The financial management assessment concluded that the existing systems of the PMU, which is already 
implementing the ongoing ADCP-1, meet IDA minimum reporting requirements. However, the PMU has 
decided to replace the existing in-house accounting system with an off-the-shelf 1 C system/software. 
This software requires customization of the financial reporting module to automatically generate the 
required quarterly Interim Financial Reports. The system will be financed from the PHRD preparation 
Grant, and will be fully operational before project effectiveness. The internal control systems and 
procedures are documented in a Project Implementation Manual. The PMU financial management staff 
have experience in implementing IDA-financed projects and have received training in financial 
management, disbursement and auditing arrangements. However, additional training will be provided 
during ADCP-11 implementation, and close coordination and monitoring will be critical to minimizing 
fiduciary risks associated with the project. 

4. Social 

Since ADCP-1 and ADCP-11 are linked, a combined Social Impact Assessment (SIA) was carried out with 
the following objectives: (i) to measure the impact of ADCP-1 activities to determine whether the 
development objectives were achieved and if the welfare of the intended beneficiaries was increased; (ii) 
to highlight l~ssons learned from ADCP-1 concerning the social impact of the project on the target 
comm.unities; (iii) to ensure that ADCP-11 is inclusive and builds ownership by using lessons learned from 
ADCP-1; and (iv) to ensure that investments under ADCP-11 reach the intended beneficiaries and 
contribute to poverty alleviation. Both qualitative and quantitative methods were used as well as a desk 
review of background documents and data. The quantitative part consisted of a household sUIVey and a 
village datasheet, while focus groups discussions and in-depth interviews comprised the qualitative part. 
The SIA was conducted in two phases, a preliminary phase and a more elaborate second phase. 

The main findings of the preliminary SIA include: 

• Farmers overall continue to find life in their villages difficult Prices of agricultural inputs (e.g., fuel, 
fertilizers, machinery and chemicals) have risen whereas the prices of agricultural products have 
remained constant. As a result, many men of working age (around 30 to 50%) have left the village 
for work elsewhere, particularly to Baku and Russia. 

• Close-knit social ties exist in rural conununities, especially among women and the poor. Information 
tends to flow through personal networks, and access to information and resources is determined more 
by the range of personal networks than by social standing. 

• Demand in the rural communities for information and advisory services remain very high as in 
ADCP-1. The SIA found that their information needs are particularly concentrated on marketing. 

• Scarcity of machinery is a major problem faced by farmers, with access to rented equipment rather 
limited. Some farmers also recommended the establishment of an organization to provide them with 
low price mineral fertilizers. Farmers have also found it difficult to adjust to the recent fuel price rise. 
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• VFU staff stated that animal husbandry activities have been on the rise in their region due to 
increased profitability. The demand for their services remains high, and most farmers have been able 
to pay for their services. However, they reported that they face difficulties with transportation. 

• Demand among farmers for fmance is very high, mostly for inputs and equipment for fanning and for 
working capital to establish small non-farm rural businesses. The interviews with Borrowers Groups 
and Credit Unions indicated that while there is generally a positive response from farmers to the 
programs, there are still several difficulties that preclude a wider reception amongst the farmers, such 
as the short repayment term. 

• The SIA indicated almost universal land tenure across villages, although some land holdings may be 
small, oflow quality, or without access to irrigation. Furthermore, some families only have 
household plots. Findings on land lease and sale are mixed without any significance attached to a 
village having been served by ADCP-1 or not. 

• Village infrastructure has to a large extent fallen apart after the disintegration of the collective system. 
In particular, the availability of electricity, gas, and potable water is limited. The educational 
facilities seem to be fine although not the actual infrastructure. There is a scarcity of technical and 
material resources. Further, there is no base for manufacturing activities. 

A mid-term social review will assess whether identified social issues are addressed and will make 
suggestions for modifications in the project design in order to ensure that social development outcomes 
are achieved. 

The project is not likely to trigger large-scale land acquisition or resettlement of poor farmers. 

5. Environment 

An Environmental Assessment and Management Plan (EMP) has been prepared to determine key actions 
that the project should take to safeguard negative environmental impacts. The Environmental guidelines 
will become an integral part of the operational manual. The overall environmental effect of the Project 
should be positive. Fanning and agri-business loans will result in improved agricultural production and 
marketing, and in general, improved socioeconomic conditions of the rural population. The Project could 
lead to an increase in the use of farm inputs but mitigation measures, extension services and training 
associated with the Project should minimize the potential impacts associated with these inputs. The 
environmental assessment and .draft EMP were discussed with local stakeholders at a workshop held in 
Masalli on March 31, 2006. Stakeholder input to the environmental review was solicited in the process of 
preparing this EMP through: 

• Discussions with farmers, both small and medium sized commercial farms and with PFis to 
inform them of the environmental review of the Project, and more importantly, to identify likely 
activities for which loans through the Project would be requested. As well, farmers were asked for 
opinions on important environmental issues in their communities. 
• Discussions with Ministry of Agriculture officials to determine the categories oflikely farm 
and non-farm rural enterprises for which loans would be requested. 
• The ecological aspects of the Project were discussed with the officials of the Ministry of 
Ecology and Natural Resources. 
• A workshop was held on March 31, 2006 to solicit ideas on likely farm and non-farm rural 
activities to be funded and the probable environmental impacts that could be expected from project 
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activities. A summary ofEMP was posted in the Website ofMENR prior to public consultation 
workshop held on March 31, 2006 

The major environmental concerns are water pollution and soil erosion, and the consequences and 
secondary effects that erosion will cause. Considering the small size of most projects, it would be easy to 
dismiss the negative effects that each project might have on the environment. However, if by chance a 
large number of requests for loans originated from the same area the cumulative effect of all of the small 
(negligible) effects could be significant. The EMP includes a framework for assessing and mitigating 
potential impacts that may occur during implementation of activities financed by on-lending to small and 
mid-sized agricultural enterprises. For agricultural activities mitigation should not necessarily entail 
expensive inputs and much can be achieved towards the minimizing of residual impacts through applying 
efficient and safe farming techniques. The information and advisory services sub-component of the 
Project will advise fanners on the proper handling and application of pesticides and fertilizers, including 
application rates and timely application. As well, it can advise on effective cultivation techniques 
(including the size of tractors and the type of equipment to be engaged) that will reduce the threat of soil 
erosion. Irrigation schemes can be well planned in order to avoid the loss of productive land through 
salinization and waterlogging. Adherence to water and air quality standards will be monitored by local 
environmental agencies to ensure that water and air quality are protected. 

6. Safeguard policies 

Safeguard Policies Triggered by the Project 
Environmental Assessment ~/BP/GP 4.01) 
Natural Habitats ~/BP 4.04) 
Pest Management (OP 4.09) 
Cultural Property (OPN 11.03, being revised as OP 4.11) 
Involuntary Resettlement @.IBP 4.12) 
Indigenous Peoples (OD 4.20, being revised as OP 4.10) 
Forests (Q£/BP 4.36) 
Safety of Darns (!2£/BP 4.37) 
Projects in Disputed Areas (Q£/BP/GP 7.60)° 
Projects on International Wateiways (OP/BP/GP 7.50) 

7. Policy Exceptions and Readiness 

Yes 
[X] 
[ ] 
[X] 
[] 
[] 
[] 
[ ] 
[ ] 
[] 
[] 

The project complies with all applicable Bank policies and no exceptions are required. 

No 
[] 
[X] 
[ ] 
[X] 
[X] 
[X] 
[X] 
[X] 
[X] 
[X] 

Procurement documents for the ftrst year's activities will be completed within the remaining project 
preparation period. Detailed component concepts are currently being prepared, and will be discussed and 
agreed with all stakeholders. The operational manual is currently also being prepared. The procurement 
assessment has been finalized, with the procurement plan currently under preparation. 

•By supporting the proposed project, the Bank does not Intend to prejudice the final determination oft he parties' claims on the 
disputed areas 
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Annex 1: Country and Sector or Program Background 

AZERBAIJAN: Second Agricultural Development and Credit Project 

Background. Azerbaijan is the largest of the three South Caucasus countries. The country covers an area 
of 86,600 lan2 and borders the Caspian Sea, where oil and gas reserves are enonnous. The Nakhchivan 
Autonomous Republic is also a part of Azerbaijan, although geographically separated from the rest of the 
country. Azerbaijan's neighbors comprise Turkey, Georgia, Russia, Iran and Annenia. The country is 
characterized by diverse landscapes and climatic zones, as a result of variations in elevation from below 
sea level to more than 3,000 m above sea level. In addition to being an oil-rich country, Azerbaijan has 
good agricultural potential with about 4.2 million hectares of cultivated land (49% of the total land area). 
However, due to limited rainfall, more than three quarters of the harvested area of 1.5 million ha is under 
irrigation. 

The population of Azerbaijan numbers 8.3 million with about 51.5% of the country's population living in 
urban areas and 48.5% in rural areas. The capital city, Baku, has an estimated population of 1.7 million. 
Due to limited employment opportunities in urban areas after 1991, labor moved into agriculture, thus 
converting the sector into the country's largest employer. Overall, the number of people working in 
agriculture increased from 32% in 1991to40% in 2002. Most of the agricultural land has been 
distributed to the rural population, thus contributing to the increase in agricultural employment. 

Macro-Economic Situation. Azerbaijan's economy has grown consistently over the past years. During 
2003-2004, the overall macroeconomic stability of the country strengthened and the strong economic 
growth rates, observed over the previous years, were maintained. GDP increased by AZM 6,819 billion 
from AZM 35,053 billion in 2003 to AZM 41,872 billion in 2004. The real growth in GDP per capita 
was 9.2% in 2004 compared with 10.3% in 2003, and i:eached AZM 5,114.8 thousand (US$ 1,041 per 
capita). Some changes have taken place in the GDP structure, including an increase in the share of the 

· non-oil sector. Thus, 62.5% of GDP came from the production sectors (including construction), 30.2% 
from service sectors, 7.3% from net taxes on goods and imports in 2004. The GDP share of industry, 
construction, hotels, restaurants, social and informal service sectors, and net taxes on goods and imports 
increased in 2004, while the share of agriculture, transport and communication, and repair services of 
household appliances and personal belongings decreased. 

After a long period of low inflation, Azerbaijan experienced an increase in the annual average rate of 
inflation from 2.2% in 2003 to 6. 7% in 2004. The average annual exchange rate to US$ was AZM 
4,910.8 in 2003 and AZM 4,913.6 in 2004. The official exchange rate of AZM to US$ was strengthened 
in a fluctuating-regulated regime by AZM 20, i.e. 0.41%, and was AZM 4,903 by the end of2004. The 
nominal exchange rate ensured positive dynamics in the real effective exchange rate index and helped to 
maintain the international competitiveness of the country's economy within this period. The National 
Bank intervention in the currency market was purchase-oriented within the considered time period (US$ 
158.7 million) and served to improve the money supply of the economy, maintain the exchange rate of the 
national currency at a satisfactory level and prevent "Dutch disease". At the beginning of2006, a new 
currency was introduced- the New Azerbaijani Manat (AZN), with one new Manat equal to 5,000 old 
Manat. 

Gradual liberalization of the economy, the privatization measures implemented, and the speeding up of 
the development of entrepreneurial activity in 2003-2004 led to an increase in the amount of investment 
in the economy. The volume of investment in fixed capital increased by 28% and amounted to AZM 24.2 
trillion (USD 4.9 billion), 73.7% of which was foreign investments. The increase in the share of domestic 
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investments in total investment from 23.2% to 26.3% points to an increase in the potential of local 
investors and an increase in their investment opportunities. 

Poverty. About half (49%) of the population was living in poverty in 2001. Poverty in urban areas was 
higher than in rural areas (55% vs. 42%) with the higher incidence of poverty in urban areas being caused 
by the loss of non-agricultural employment. Jn 2003, the poverty index accounted for 44. 7% of the 
population with those living in extreme poverty accounting for 9.6%. In 2003, however, poverty was 
slightly higher in rural areas than in urban areas (45.3% vs. 44.1%). Rural poverty has been persistently 
increasing over the last years. This was caused by many factors, including: (i) failure to maintain the 
irrigation and drainage systems and the breakdown of rural infrastructure and power supplies; (ii) weak 
agricultural services; (iii) outdated technology; (iv) collapse of the Soviet-era marketing system and 
processing industry and the slow emergence of alternatives; (v) poor access to financial services; and (vi) 
lack offarm management capacity and decision making ability among new land owners. In addition, the 
armed conflict with Armenia resulted in a large number of refugees. Approximately one million people 
or 12% of the country's population are still living in temporary accommodation, with no regular 
employment, and are dependent on humanitarian aid from various channels. 

With assistance from the international community, the Government prepared a poverty reduction strategy 
·the State Program on Poverty Reduction and Economic Development (SPPRED), initiated with an 
interim report in 2001. The SPPRED set strategies for macroeconomic stability, creating an enabling 
environment for increasing income-generating opportunities, improving health and education services and 
infrastructure, as well as social reforms. As far as the agricultural sector is concerned, the main strategies 
aim at ensuring secure property righ~s, rehabilitating irrigation systems, introducing participatory 
irrigation management, upgrading infrastructure, improving access to rural finance, promoting market 
channels and market links, providing support for processing, and developing new forms ofmarket
oriented rural organizations. The SPPRED was published in 2003, and the first PRSP progress reP<>rt was 
in 2004. 

Agricultural Sector. Agriculture is one of the major contributors to Azerbaijan's GDP.· During the past 
few years, the sector contributed between 11and16% of GDP and around 40% of employment. Before 
independence in 1991, Azerbaijan was a main producer of cotton, wheat, grapes, and vegetables for the 
Fonner Soviet Union (FSU) markets. Real output declined rapidly between 1991 and 1994, when the 
production of grains fell by 19%, cotton by 48%, grapes by 66%, and vegetables by 43 %. The decline in 
agricultural production leveled out during the past few years. From 1996 to date, fundamental changes 
have been introduced, including the abolition of the state order system for agricultural products, the 
discontinuation of official pricing of inputs and outputs, the replacement of state input supply and farm 
output marketing organizations with privately owned and managed companies, and distribution offarm 
land to individual farm members. 

Ministry of Agriculture: A major institutional change has occurred in the Ministry of Agriculture 
(MOA). On October 23, 2004 the President of Azerbaijan initiated a reorganization and restructwing of 
the agricultural sector by signing an Order on "hnproving management in agrarian sector". Fonnerly 
independent bodies, such as the State Committee for Melioration and Water Industry, State Veterinary 
Service, State Phytosanitary Control Service have become part of the Ministry of Agriculture. The State 
Agency for Melioration and Water Industry has become agency of the Ministry of Agriculture. The status 
of the Veterinary and Phytosanitary departments have been upgraded up to State Services within the 
MOA and a new State Agency for Agricultural Credits has been established. 

The Ministry's objectives for the agricultural sector are specified in an "Action Plan for the main areas of 
agrarian development in the regions of the Republic of Azerbaijan for 2004-2008". The document was 
prepared by the MOA in compliance with the measures stipulated in the "State Program for social and 
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economic development of the regions of the Republic of Azerbaijan (2004-2008)". The overall objectives 
of the action plan include strengthening private sector involvement, including in such activities as seed 
production, livestock-breeding, and artificial insemination, as well as developing small rural processing 
enterprises, while the MOA shifts focus to become primarily responsible for policy, legal, regulatory and 
catalytic roles. 

Agriculture Budget: According to data on the state budget expenditures for the Republic of Azerbaijan 
in 2004-2006, the expenditures on the agriculture sector as a whole and the MOA budget are as follows: 

As;rtcultnre Sector bndaet a/ MOAbndsret 
Year AZNmtllion % of total bndttet AZNmllllon % of total bud2et 
2004 55.2 3.8% 10.3 0.7% 
2005 93.4 4.3% 32.1 1.4% 
2006 (forecast) 130.4 3.6% 52.4 1.4% 

Source:MOA 
al includes land improvement and irrigation, but not including fisheries and forestry; 
b/ includes farm machinery (agro-leasing), phytosanitary control, seed farms, agricultural research, and 
veterinary services. 

The figures indicate that there has been a substantial increase in agriculture and MOA expenditures in 
recent years, although the percentage of the total state budget remains quite small and has not changed 
much. 

Rural Finance. Access to financial services is currently limited, especially in rural areas. The total 
number of bank branches operating out of Baku is 160, which is a very small number. Cash is prevalent 
in trade and payment transactions. Access to credit is limited and the cost of credit is high. SME lending 
is mostly based on foreign funding to avoid maturity mismatches. The challenges are to broaden the 
general access to financial services and significantly improve access to credit. 

There is limited access to credit for domestic agribusinesses. Both investment capital and operating 
capital are lacking in the agro-processing sector, and many businesses need help understanding the nature 
of borrowing (business plan, repayment consequences, etc.). While some firms in the sector have been 
able to raise private investment capital (not often tlrrough the formal banking sector), most seem to have 
insufficient operating capital. Firms struggle to operate efficiently and lose earning opportunities for lack 
of working funds to purchase raw materials. In addition, there are some issues related specifically to 
agriculture. Agriculture continues to be regarded as risky, and commercial banks are less keen to lend 
money to the agriculture sector than to other sectors. Also, most agricultural operations are seasonal and 
therefore must spread fixed costs and depreciation over a relatively short period. Lines of credit are 
reportedly unavailable without considerable difficulty according to the flnJlS surveyed. This was also 
frequently reported in two independent analyses of agro processors that were recently conducted. 
Because of the dependence of the sector on private investment-driven vertical coordination, the lack of 
access to credit is especially detrimental. 

In part due to credit constraints, there is a lack of investment in collection and storage infrastructure, 
which is retarding the development of the sector. There is a shortage of both hardware (infrastructure) 
and software (knowledge) to extend the storage life of the diverse array of fruits and vegetable products, 
whose quality decline can be quite marked after three months. As a result, processors do not have a 
steady, year-round supply of inputs, and farmers are forced to sell the majority of their output at harvest 
time, reducing the prices they receive. For the dairy sector, one of the most striking features of existing 
marketing channels is the weakness of collection systems. Both of these features greatly reduce the 
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market opporhmities for small farmers, reduce their prices they receive, and decrease the scope for 
vertical coordination in supply chains. 

National Entre.preneurship Fund. Changes and additions have been made to the regulations governing the 
allocation of National Fund for Entrepreneurship Support (NFSE) resources in order to stimulate 
allocation of credits in rural areas. These regulations were approved by Presidential Decree in May 4, 
2004. This enabled non-bank credit organizations to place NFSE resources. Availability of branch 
offices in the regions has been determined as one of the main criteria in the selection of agent-banks, 
which would finance SME development. The number of credit agencies authorized to utilize NFSE 
resources was increased to 25, of which 20 are banks and 5 are non-bank institutions. To ensure social 
and economic development of the regions and dynamic growth of entrepreneurship, the Decree of the 
President "On additional measures on state financial support to entrepreneurship" was signed in March 1, 
2005. It aims at improving the use ofNFSE resources. The Decree also envisages an increase in the 
maximum limit for financing the large-scale credit projects to the level ofUSD 1,000,000 which was 
earlier fixed at USD 100,000. In addition, the repayment period for large-scale credits to be extended to 
entrepreneurs was prolonged from 5 to 8 years. Changes made to the rules of extending large-scale 
credits aim at creating a more enabling environment for the entrepreneurs wishing to carry out the 
projects, which require more investments. 

NFSE resources amounting to AZM 100 billion were provided to 1,338 entrepreneurs in 53 cities and 
regions through the authorized banks and credit unions in 2004. In addition, credit fairs were arranged by 
a number of banks during 2004 in eight regions, with more than 1,000 entrepreneurs being provided with 
credits of about AZM 50 billion. 

Agro-Processing and Trade. Although a wide array of crops are grown and there was a significant 
privatization of industrial food production in Azerbaijan, processing and storage facilities are still largely 
outdated. The domestic processing of vegetable products is minimal and mainly concentrated on 
tomatoes and preserved or pickled products. In dairy, less than 10% sold on the Azerbaijan market are 
processed by the domestic industry and much of this processing is done by obsolete equipment. Low 
capacity utilization and outdated technology result in high operating costs for processors. As a 
consequence, the Azerbaijan processors find it difficult to compete with cheap imported products. 

The market structures and institutions required for the shift to a market-based economy in the sector are 
still undeveloped. Market channels are fragmented and exist only in a very elementary form, and very 
often the informal sector plays a dominant role. This makes it difficult for farmers and processors to sell 
their products and receive a good price, and for processors to receive the quantity and quality of inputs 
they need, when they need them. Market imperfections reduce incentives for production and constrain 
the development of the sector. 

Nevertheless, Azerbaijan firms manage to sell their products in the regional markets. Thus, Russia 
accounts for over 62% of Azerbaijan's exports; this share represents mainly vegetable oils and oilseeds, 
with fruit coming in second. Other valuable regional markets for Azerbaijan fruits and vegetables include 
EU countries (l 7% of ex.port), Turkey (9% of export), Ulaaine (3%), and other countries with total of 9% 
export. Export of dairy products to these markets is limited due to their own competitive domestic 
production. · 

Agricultural Extension. The agricultural extension system currently consists of five Regional Advisory 
Centers (RACs) and 116 village-based Private Advisors (P As), supported by a central Information and 
Advisory Center (IAC) in Baku for program management and co-ordination. This system was put in 
place with support from ADCP-I. The RACs are responsible for the management of advisory programs in 
their region, including contracting the PAs; coordinating local training and demonstration activities; 

- 23 -



overseeing and evaluating the work of the PAs; collection and distnoution of local market price 
information; establishment of a farmer data base and local studies. Two of the RA Cs were based on a 
public sector model with funding provided directly through the project while the three other RACs were 
based on a private sector model using contracted NGOs. However, based on the overall government 
strategy for the sector, the two public sector RACs are planned to be privatized by the end of ADCP-1, 
which would allow them to compete more readily for contracts and to develop other programs. The P As 
are responsible for implementing activities at the village level, including training and information sessions 
for farmer groups, group advisory services at demonstration sites on their own or in other progressive 
farmers' fields, and individual advisory services. The IAC is responsible for supervision and monitoring 
of the information and advisory program, preparation of training modules and information materials, 
arranging the contracting of information campaigns, coordinating a market information program, and 
other coordination tasks. Overall, during ADCP-I, some 264,000 farmers in 777 villages participated in 
training courses, group advisory services or individual advisory services, a very impressive achievement. 
Surveys have also indicat~ that there was a substantial increase in farmer knowledge, especially on 
technical topics, as well as increased production, revenues and family income. Over 70% of farmers 
participating in advisory activities indicated that their family incomes had increased since the start of the 
program, compared with less than a third who had not received advisory services. At this stage, however, 
the remaining five regions and more than 50% of fanners have not yet been reached. In addition, 
although services have included marketing information and support to credit groups, the major focus has 
been on primary producers rather than the marketing chain as a whole. 

Agricultural Research. The agricultural research system under the Ministry of Agriculture comprises 14 
research institutes, primarily commodity-based, which include 33 experimental stations located around 
the country as well as headquarters facilities. In total, the research institutes have about 6,000 ha of 
arable land and some2,000 staff, of which around 800 are researchers. The research work is categorized 
into 196 research themes, although around 80% of the budget is used for salaries. There are also nine 
recently established Regional Agro-Science Centers, with about 2,500 ha of land, which are regional 
centers intended to adapt and demonstrate technologies developed on the research stations and institutes. 
The overall responsibility for p tanning, coordination and supervision of the research program lies with the 
Agro-Science Center of the MOA. 

The research system was originally established to provide scientific recommendations for about 2,000 
state farms and collectives. However, following land privatization, the research system has found it 
difficult to adopt a more responsive and farmer-oriented approach to serve the needs of some 870,000 
small family farms, with extension programs and linkages perceived as inadequate. It is has also proved 
difficult to introduce management reforms and structural changes, including a streamlining of the number 
of institutes and stations. Deficiencies remain in the planning, monitoring and coordination mechanisms 
and in the functional relationships between the research institutes and the MOA Agro-Science Center. 
Staff salaries are low (an average of US$ 22 per month in 2003), and there has been only a limited intake 
of younger staff with the requisite computer skills and the capacity to review international scientific 
literature. In addition, there has been little investment in research facilities, field machinery, laboratory 
equipment or modern computer systems since the 1980s. 

Some of these constraints were addressed through the research-focused Competitive Grants Scheme 
(CGS) funded during ADCP-1. Fifty-two grants ofup to US$ 50,000 each (US$ 24,000 on average) were 
awarded for a total of US$ 1.25 million, mostly in commodity areas defined as priorities, such as wheat, 
fruits, vegetables, forage crops, cotton, livestock, veterinary, cotton and plant protection. The main 
objectives were to disseminate improved technologies from research institutes to farmers through on-farm 
trials and demonstrations. Some 16,000 farmers, local government officials, research staff, and MOA 
staff, including about 4,900 farmers and Private Advisors organized by the Regional Advisory Centers, 
attended field days at grant sites during the program. 
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The recently-established Regional Agro-Science Centers also have limited funding, and linkages with the 
research institutes are not fully developed. Nevertheless, joint activities with the RACs are being 
developed, with almost 9,000 farmers and advisors participating in demonstrations during 2004/5 and 
information leaflets prepared jointly and distributed through the RAC. Activities focus mostly on testing 
and demonstration of improved higher-yielding grain crop varieties. 

Veterinary Services. The overall responsibility for animal health lies with the State Veterinary Service 
in the Ministry of Agriculture. The SVS was formerly the department of the MOA, but its status was 
upgraded up to State Service under the MOA by Presidential Decree in May 2004. A new veterinary law 
that envisages the further streamlining of the State Veterinary Service was promulgated in November 
2005, with work ongoing on the supporting regulations. A preliminary reform strategy has been prepared, 
which includes privatizing the field veterinary service departments and contracting some public health 
veterinary measures to private veterinarians. The SVS is responsible for monitoring and control of 11 
epizootic and epidemic diseases (recently reduced to 6), border controls, meat and livestock product 
inspection, and disease diagnosis and prognosis. It has a total staff number of around 4,290, including 
some 770 in district and municipality-level veterinary departments; 2,500 in field veterinary service 
departments; and about 560 laboratory staff in the republican, 11 zonal and 46 district-level diagnostic 
laboratories. The total 2005 state budget for the SVS, not including salaries, was in the order of AZM 
11.6 billion (Euro 1. 79 million), with most contributed by the EC Food Security Program (FSP) for 
measures against epizootic diseases. During ADCP-1, some equipment and training support was provided 
for five of the zonal laboratories to improve their diagnostic capability. A total of 15 one-ton capacity 
tankers were. provided for use as disinfectant vehicles, but these vehicles were not used to full capacity 
and operated uneconomically. Overall, the SVS remains hampered by poor facilities and equipment for 
its field staff, inadequate laboratory equipment and conditions in many zonal and district laboratories, 
limited budget for activities other than those supported by the FSP, and outdated practices in many areas 
including disease monitoring and surveillance. 

During ADCP-1, private Veterinary Field Units (VFUs) or clinics were established in 25 districts in the 
five project regions to deliver curative animal health services for livestock-owning clients. Each VFU 
consisted of three veterinarians, who were selected from a large pool of applicants. A start-up package of 
equipment and veterinary remedies was provided to each VFU along with start-up training. Initially, an 
incentive of US$ 330 was paid through the project to each VFU, a standard treabnent price list was 
established, and many VFUs were housed in SVS facilities. The VFUs were not entitled to act as 
veterinary pharmacies, although the treatment price included the cost of the remedy. Payments for 
services were kept centrally in a common bank account at the regional SVS headquarters and the VFUs 
were paid from the proceeds with a 20% service charge deducted. A number of adjustments were made 
as the project progressed to encourage the development of private practices. The initial batch of remedies 
was used up, and VFUs were able to obtain quality replacements from local suppliers without difficulties. 
The incentives were gradually reduced to US$ 130 per VFU (about 40% of the initial amount) to 
encourage the development of private services based on a schedule proposed by an international 
consultant. The VFUs were relocated to private premises, separate bank accounts were opened for each 
VFU veterinarian, a tax number was allocated to each VFU, and VFUs were able to establish their own 
price list. Accordingly, by the end of ADCP-L the VFUs were essentially private. It was demonstrated 
that farmers were willing to pay for the services, client numbers increased, and livestock owners reported 
that they were generally satisfied with the services available. By the end of ADCP·I, with the exception 
ofNakhchivan, VFUs were averaging around 100 clients and almost US$ 300 per month in revenue. 
However, full self-sustainability was not achieved by the end of ADCP·I. The total number of paying 
clients was only about half the estimated capacity of around 150 to 200 calls per month, many farmers 
were not able to pay or paid only partially or in kind, and competition from public veterinarians on the 
state payroll made it difficult to expand the client base. Accordingly, the minimum incentive payment 
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continued and rental costs were covered until the end of ADCP·I. To increase income-generating 
possibilities, artificial insemination (AI) equipment was provided to fourteen of the VFUs at the end of 
ADCP-I. 

The professional Azerbaijani Veterinary Association and its registry of private veterinarians was 
reactivated during ADCP-1 to carry out essential functions for representing the profession, disciplining its 
members and providing continuing education, with office furniture and equipment provided through the 
project. However, the current financial base of the association is very thin as some 200 dues-paying 
members pay only US$ 10 each per year. The association is providing only minimal services to its 
members, such as a periodic technical newsletter, but nevertheless, it remains important for the 
development of a private veterinarian system. 

During February 2006, several outbreaks of Highly Pathogenic Avian influenza (HP AI) were confinned 
in Azerbaijan. Jn response to the risks posed by the Avian Influermi threat, the Government has 
developed and begun implementation of an action plan for prevention and containment of HP AI. The 
plan includes the following measures: (i) banning of the import oflive birds and poultry products from 
countries at risk (Turkey, Russia, and Iran, among others); (ii) requirements that poultry fanns follow 
strict sanitary-epidemiological and veterinary regulations; (iii) increased monitoring of bird deaths; (iv) a 
public awareness campaign through the mass media to keep the population informed; {v) restriction of 
chicken sales to controlled shops and supermarkets; (vi) banning wild bird hunting and sale; (vii) bird 
shootings for research purposes in major hot spots and protected areas; (viii) vaccination of chickens 
against Newcastle disease, which is endemic in Azerbaijan and with symptoms similar to Avian Influenza 
(AI); and (ix) disinfection of vehicles passing the borders with neighboring countries. Assessment 
missions by WHO and FAO/OIE diagnosed the country surveillance and containment capacity as weak 
on both the veterinary and human health sides. The main issues identified for the animal health sector 
include: (i) the need to strengthen inter-ministerial coordination and to integrate initial action plans 
developed by the veterinary and human health authorities; (ii) critical supplies are insufficient, inadequate 
and unevenly distributed; (iii) HP AI diagnostic capacity is insufficient: the veterinary services recently 
purchased new Real Time Polymerase Chain Reaction (RT-PCR), but capacity for sampling, preparation, 
and interpretation ofresults is weak; in addition, a simultaneous outbreak of Newcastle disease, with 
symptoms very similar to Al, is also making diagnosis difficult; (iv) deficiencies in the infrastructure of 
laboratories, affecting their bio-safety; (v) lack of transparent protocols and guidelines for assessment, 
investigation, containment, culling, and compensation. 
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Annex 2: Major Related Projects Financed by the Bank and/or other Agencies 

AZERBAIJAN: Second Agricultural Development and Credit Project 

Project Name Financier Amount Status/Rating 
(million USS) 

Agricultural Development and Credit Project World Bank 30.0 Closing June 30, 2006; 
Rated •s• 

A2erbaijan Rural Investment Project World Bank 21.l Ongoing; 
Rated 'MS' 

Rehabilitation & Completion of Irrigation & World Bank 5.0 Negotiated February 
Drainage Infrastructure Additional Financing 2006 
Proiect 
Irrigation Distribution System & Management World Bank 35.0 Ongoing 
Imorovement Project Rated 'MS' 
Rehabilitation & Completion oflrrigation & World Bank 42.0 Ongoing, Closing JWle 
Drainage Infrastructure Project 30, 2007; 

Rated ·s· 
• Rural Development Program for Mountainous IFAD 9.0 Ongoing 
• and Hi!tltland Areas 

North-East Devel01>ment Project IFAD 12.6 Ongoing 
A2erbaiian A!!rlbusiness Center US AID Qngoin2 
A2erbaijan Business Assistance and USAID Ongoing 
Development 
ACDI/VOCA SME Finance Project USAID 6.8 'Ongoing 
MicrofiDance Bank of A2erbaijan ' EBRD, IFC, KFW 1.3 Ongoing 

andBSTDB 
Unibank of Azerbailan EBRD 1.5 Ongoing 

Azerbaijan Agricultural Development and Credit Project (ADCP-1). The project was the first stage if 
an Adaptable Program Loan with the primary objective to support the development of the agricultural 
sector. It assisted the Government to: (i) register private rights to rural fann land and test mechanisms for 
a unified real estate registration system encompassing urban and rural land buildings; (ii) create a self
sustaining rural financial system based on development of credit wiions and village borrowers' groups; 
(iii) establish advisory services and privatized veterinary services in five regions and an agricultural 
research-focused competitive grants program; and (iv) improve Government capacity to formulate 
appropriate policy responses to the impact of the anticipated build-up in oil revenues on the 
competitiveness of the rural economy. The project's objectives were satisfactorily achieved. 

Azerbaijan Rural Investment Project (AZRIP). The disintegration of the state and collective fanns 
once responsible for operating agricultural supply, chains and maintaining infrastructure in rural areas, 
coupled with inadequate resource allocation, led to a rapid decline in Azerbaijan's rural services and 
infrastructure. This resulted in a decrease in the living standards of the 4 million people (50% percent of 
the population) in rural areas. To address these issues, AZRIP was designed and became effective in 
January 2005. It provides funding and capacity building for investments in local economic and social 
infrastructure. Specifically, the project targets rural communities in three economic zones, the lowlands 
of Shirvan, Mugan-Salyan and Nakhchivan, and its main objective is to help households in these areas 
complete micro-project investments to improve their living standards and increase the use of 
infrastructure services. The project has two main components. Component A- Infrastructure - funds 
grants for approximately 350-450 rural infrastructure micro-projects; and Component B - Capacity 
Enhancement funds training and technical assistance for project implementation to help create the 
required capacity of involved local stakeholders. 
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Rehabilitation & Completion oflrrlgation & Drainage Infrastructure Additional Financing Project 
(currently under preparation). The proposed objectives are: (i) to prevent the decline in supplying 
water to Baku City; and (ii) to eliminate further deterioration of the supply of irrigation water to 
approximately 86,000 ha along the Samur-Apsheron Canal. 

Irrigation Distribution System & Management Improvement Project. The objective of the project is 
to improve the effectiveness and financial viability of irrigation water distribution and management on 
56,000 ha, through provision of support to Water Users Associations (WUA) and the State Amelioration 
and Irrigation Committee (SAIC). The project provides funds for the development ofWUA-related 
institutional capacity in SAIC, for training and support to WUAs to become organizations that can take 
charge of the operation and maintenance of irrigation and drainage systems under their management, and 
for selective rehabilitation of irrigation and drainage systems. 

Rehabilitation & Completion oflrrigatlon & Drainage Infrastructure Project (RIDIP). The 
project's objectives are to: (i) prevent a decline in the supply of water to Baku City and the Absheron 
Peninsula; (ii) eliminate further deterioration of the supply of irrigation water to approximately 86,000 ha 
along the Samur-Apsheron Canal (SAC); and (iii) improve drainage and reduce water logging and salinity 
directly on approximately 36,500 ha along a section of the Main Mill-Mugan Collector (MMMC). The 
main component of the project relates to the rehabilitation and modernization of irrigation infrastructure 
in the SAC System and completion of certain drainage infrastructure in the MMMC area. The project 
also supports institutional strengthening of the State Amelioration and Irrigation Agency responsible for 
irrigation and drainage management. 

Rural Development Program for Mountainous and Highland Areas (IF AD). The overall goal of the 
seven-year IF AD-initiated program is to help populations in the target areas improve the quality of their 
lives in a sustainable manner by increasing incomes and protecting the natural resource base and 
environment. More specifically, the program seeks to: (i) strengthen the organizational capacity of the 
beneficiaries so they may participate more fully in the market economy and better manage the natural 
resources upon which their livelihoods depend; (ii) restore economic livelihoods through improved 
management of the resource base and better access to financial, technical and commercial services; and 
(iii) strengthen public capacity to identify and respond to the needs of the mountain areas by setting up 
appropriate institutional mechanisms. This project is being implemented in Azerbaijan and Georgia. The 
target group is small private farmers operating individually or in voluntary associations. A significant 
proportion of the target group is women. 

The North-East Development Project (IFAD). IFAD's strategy in Azerbaijan supports the 
government's poverty-reduction strategy for rural areas. It supports the rehabilitation of the irrigation 
systems and introduces appropriate arrangements for future operation and maintenance. The project also 
funds initiatives to overcome the acute shortage of equipment and working capital at the farm level; 
introduce modern, appropriate agricultural technology; promote new marketing and processing 
arrangements; and improve access to credit to finance he)tvy demand for farm and small- and medium
enterprise (SME) investments. The project is being implemented in the north-eastern region of the 
country and focuses on development of disadvantaged areas. 

Azerbaijan Agribusiness Center (USAID). The services provided at the center are intended to facilitate 
the significant development of agribusinesses in Azerbaijan from the market view point. The project 
provides a wide range of expertise, through consultations and other assistance, to agribusiness clients in 
areas of (i) production (high value production, machinery service supply, extending market windows 
through innovation, improving links to processors; fonnaliz.ation of market linkages, and modernization 
of production techniques and inputs); (ii) marketing (market research, market surveys, plans and strategy, 
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market identification and introduction; competitive product identification; participation in trade shows 
and market events); (iii) processing (linkages to supply, improvement of raw materials, improvement of 
process efficiency and equipment, food safety & quality, packaging, competitiveness compared to 
imports); (iv) logistics (collection and distribution centers; terminal wholesale markets; catering and 
institutional food supply, airline and cargo company infrastructure, transport and machinery custom 
service, transport standards); and (iv)fznance and credit (bankable deals, agribusiness development 
foundation, alliances or partnerships for development; facilitation of leasing; trade and contract finance 
mechanisms, machinery and facility targeted credit and investments). 

Azerbaijan Business Assistance and Development (USAID). The projects assists micro and small 
businesses in addressing the issues that hinder business growth in rural Azerbaijan, namely the need for 
technical advice at the fann business level, administrative impediments to business development, 
deteriorating infrastructure, and lack of cooperation among rural stakeholders. The project has two 
components: building the productive capacity of targeted communities through training, technical 
assistance, business advocacy, and grants, and secondly, establishing a system, comprised of Marketing 
Centers and community groups for the sustainable collection, exchange, dissemination, and application of 
market infonnation. The project has been operating since mid 2005. 

ACDl/VOCA SME Finance Project (USAID). Through a cooperative agreement with USAID, 
ACDWOCA launched the project in September 2005. The project has five main components: (i) ABTC 
assists the Azerbaijan Bank Training Center in curriculum and course development and the pursuit of 
accreditation by and affiliation with North American or European institutions of higher learning as a 
means to enhance the skills of the industry's workforce; (ii) AMFA supports the development of the 
Azerbaijan Micro-Finance Association (AMFA) to support and advocate for its members interests and 
support common objectives; (iii) Legal and Regulatory component provides expert assistance to 
stakeholders on the issue of the legal and regulatory environment in which non-bank lending institutions 
operate; (iv) Financial Sector Development assists the Government of Azerbaijan and the development 
community on assessing constraints to the financial sector's development and coordination of efforts to 
abate these constraints; and (v) Credit Guarantees component develops a credit-enhancement facility 
through the Development Credit Authority to help micro-and SME-finance companies raise capital. 

Microflnance Bank (EBRD, IFC, KFW, and BSTDB). To promote micro, small and medium-sized 
enterprises, the EBRO invested US$ 1.3 million in July 2002, along with IFC, KFW and BSTDB in the 
newly created Microfinance Bank of Azerbaijan and arranged technical assistance totaling EURO 1.3 
million, funded by EU T ACIS for the start-up of the Micro finance Bank. The bank started to operate in 
October 2002. 

Unibank (EBRD). EBRD's activities in Azerbaijan are mainly focused on investments in the private 
sector and infrastructure projects. The EBRD bought 20 percent ofUnibank in 2003. As a result of this 
transaction, Unibank improved its services to SMEs and was able to pursue its long-tenn aim of 
becoming the leading full-service bank. 

EU. Between 1992 and 2004, the total assistance provided by the European Community to Azerbaijan 
amounted to some Euro 400 million. One of the principal EU instruments has been the Food Security 
Program for amount of Euro 57 million. Budget support from this program has been targeted at poverty 
reduction policy, land refonn, the related market reform and infonnation policy, support to the social 
sector, agricultural reform, including post-privatization issues, good governance in public finance and 
public expenditure. 

Asian Development Bank. The Asian Development Bank mainly provides assistance in four strategic 
areas: internally displaced persons, agriculture and rural development (including flood mitigation), social 
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infrastructure and transport. The Microfinance Bank of Azerbaijan started to operate in 2002 with 
financial help from ADB and EBRD among others. The ADB is currently in the process pr preparing an 
additional project to support the microfinance sector of the country. 

Other Donors 

Japan recently became the largest bilateral donor to Azerbaijan with soft loans in excess of US$ 500 
million for renovation of power plants as well as smaller grant assistance for agricultural equipment, 
equipment for a maternity hospital and sports equipment and vocational training. 

Germany is the largest EU member state bilateral donor in Azerbaijan with over 80 million Euro in Joans 
and grants and technical assistance principally in the fields of energy, SME/financial sector, municipal 
infrastructure, agriculture, legal reform and privatization. In addition, KFW is considering supporting the 
real estate registration and cadastre system. 
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Annex 3: Results Framework and Monitoring 

AZERBAIJAN: Second Agricultural Development and Credit Project 

Results Framework 

. Pro.I i:cf llevelonment Oblective • Outcome Indicators < Use of Outcome litformation 
To enhance the access of farmers Incomes of participating farmers and End YR2: review of program 
and rural entrepreneurs to rural rural entrepreneurs increased by 20% approaches at MTR and adjust it 
business and agricultural services through improved access to services accordingly 
including financial, advisory and and through vertical integration 
veterinary services and to stimulate 
market-oriented investment in rural Production marketed for cash End YR4: assess impact of project 

increased by 20% as a result of components at completion and re-areas. 
increased quantity and improved enforce strategic messages for 

quality of production development of the sector 

IDtermediate Results Results lnd.icators for .Each Use of Results Monitoring 
Comoonent ,: 

Component I: Component I: Component I: 

Improved outreach and financial At least 10,000 persons accessing YR1-YR3: assess quality of the 
performance ofCUs credit through CUs CUs' portfolio and the effectiveness 

" ' of the CIA corporate strategy 

Greateroutreach to rural areas by Rural outstanding loan portfolio YRl - YR3: assess the effectiveness 
PFls (commercial banks and leasing increased to 2.S % of Agricultural of capacity building and the reach of 
companies), leading to increases in GDP PFls in rural areas 
their rural loan portfolios 
High quality innovations linking Around 90 rural business innovations YRl: review design and conditions 
farmers and markets introduced by conducted satisfactorily, with ofCGP 
rural business entities improved practices demonstrated to at YR2-3: implement annual national 

least 150 rural business entities results workshops; assess the impact 
and adiust the oro1rram accordin1dy 

Component Il: Component Il: Comoonent Il: 
Capacity and outreach of the Additional 20% of persons benefited YRl - YR4: review satisfaction of 
information and advisory system from services in the old regions farmers and farmer groups with the 
enhanced to provide technical and targeted during ADCP-1 range and quality of advice, monitor 
business advisory and market the quality of the advisory services, 
services Around 500/o of farm households assess the impact, and adjust the 

reached in the new regions through program accordingly 
training courses, demonstrations and 
individual advisorv services 
RACs recovered up to 20% of their 
operational costs in the old regions 
and UP to 10 % in the new reidons 

Network of private veterinarians Around 75% ofVFUs recovered their YRl - YR4: review satisfaction of 
expanded and trained operational costs, and livestock farmers and farmer groups with the 

owners satisfied with services range and quality of veterinary 
received services; conduct rapid assessments 

for program adjustments 
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Improved disease surveillance & Brucellosis controlled effectively, Rapid assessment surveys to review 
preparedness functions ofSVS, shown by 25% reduction in hwnan disease pressure and its changes. 
including the upgrade ofbrucellosis cases Program to be adjusted accordingly. 
program 
Increased availability oflocally Around 35% of farmers satisfied with YR! - YR2: conduct on-going 
adaptable new technologies to quality oflocally adapted seeds and monitoring of quality ofresearch 
fanners and farm business seedling varieties and review of satisfaction of farmers 

and farmer groups with the range 
and quality of advice 
YRl-4: Conduct on-going 
monitoring of milestones, assess the 
qualification of the institutes for the 
next step 
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Arrangements for results monitoring 

Target Values Data Collection and Reporting 

Outcome Indicator Baseline YRl YR2 YR3 YR4 Frequency and Data Collection Responsibility for 
Reports Instruments Data Collection 

To be established by 
Incomes of participating base] ine survey Incomes of 
farmers and rural Composite index of fannersand Incomes of fannas M and E Officer to 
entrepreneurs increased production (as proxy rural and rural AtMTRand 

Sample survey 
commission and 

through improved access to for income) per sample entrepreneurs to entrepreneurs to be completion supervise baseline, follow 
services and tl:uuugh vertical participating filrmers be increased by increased by 200/o up and final suivey 
integration of significant crops 10% 

and livestock 

To be established by 

Production marketed for 
baseline survey 

cash increased as a result of 

I I AtMTRmd I S"""l"ouvey 
I M md E Oflina to 

increased quantity and Composite index of I 10% '""""" I 120% in=ase ova- commission and 
improved quality of production per over base levels base levels completion supervise sample survey 
production sampled participating 

household marketed 
for cash 

I 

tt~~~t4tkl!i'1 
Financial Services for Small Agribusiness/Credit Unions 

No. of persons accessing 13.000 clients served I 15,000 clients 10,000 clients served Semi-annually CU reports 
MIS officer for CU 

CUs increased served component 

1 

High recovery rate- I I No less than 95 % No less than 95 % Semi-annually CU reports 
MIS officer for CU 

Financial Recovery Rate 
95% component 

Financial Services for Medium Agribusinesses/ Banks and Leasing Companies 

Rural outstanding loan 
{To be cooflnned) 

I % increase over 2.5 % increase over I PFI reports I M&E officer portfolio as% of 
the base level the base level 

Semi-annually 
Agricultural GDP 

Profitability and asset 
Every fo"' months I Report b=d on I PFis/PMU rural finance and du~?g information to be 

quality s~ston provided by PFis specialist 
mISSIODS 
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Target Values Data Collection and Reporting 

Outcome Indicator Baseline YRl YR.l YR3 YR4 and Data Collection I Responsibility for 
Imtmments Data Collection 

Development of Efficient Rural Market Links 

No of rural business 
60 enterprises M and E Officer to innovations conducted 30 enterprises with Improved ways of 

satisfactorily, and no. of innovative links with innovative doing business were 
PFlrepons commission and 

business enterprises who are 0 rural enterprises 
between farmers links between demonstrated to 150 Semi-annually PIU reports on CG supervise entetprise 

demonstrated improved andmarkels farmers and enterprises allocation survey, and to monitor 

ways of doing business markets semi-annually 

Rural Business Advisory and Market Services 

No. of persons, who benefit To be determined by a I I 5% increase over I ' 1 Oo/o increase over I Semi-annually I PIU reports on CG I M and E Officer to 
from the secvices baseline survey base levels base levels allocation commission and 

supervise sample baseline 
survey, and to monitor 
semi-annually 

Information and Advisory Services 

About 277,000 fanners 
(aro1md 55 % oftotal 
farmers in the five 

Base regions) received 
plus5% I Base plus 10% l ease plus 15% J Base plus 20% 

advisory SCl'Vices in 
Number of farmers I the five ~isling i Advismy services accessing advisory services regions in ADCP-1 Semi-annually reports 

I M and E Officer 

About 380,000 farmers 

residdn the new five I 125 % of the tolal I 
I SO % of farmers of 

reg10ns 
farmers covered 

the total farmers 

To be specified further covered 
by a baseline survey 

1 ()Oh, of operational 
cost recovered in the 15%of 20 % of operational Annually 

Percentage of Operational I five existing regions operationa1 cost cost I RAC reports I M&E officer 
Cost Recovery of RACs (to be confinncd) 

5% oftotal cost 10% of total cost Annually 

Veterinary Services 

% of VFUs who recover To be determined by a 1 OOAJ ofVFUs 33%ofVFUs I 75%ofVFUs I Annuany I VFU reports I M&:E officer 
their operational cosls baseline survey 
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Taqet Values Data Colledio11 and Reporting 

Outcome llldicator Baseline YRl YRl YR3 YR4 Frequency aod Data Collection Responsibility ror 
Reports Instruments Data Colledion 

Few human cases of 
To be determined by a 

12.5% drop from 25% drop ftom the Reports from 
Brucellosis 

bue\ine survey 
the base base Annually hospitals and clinics 

SVS, M&.E officer 

lmpraved AcCHI IO adapted Technologies 

Jmproved access of farmers IO"Ai of flU'ITler.l 35% of fan:nc:rs Focus Group MandEOfficerto 
IO high q11ality and locally fo be delcnnined by II satisfied wilh slllisfied with locally lnlerview rommissiOll and 
adapll:d 11ecd and seedling baselin~ survey locally available available seeds and Annually 

Beneficiary supc:rvise surveys. and lo 

varieties seeds and seedling sc:cdling varieties A.ssessm:nts monilDr annually 
varieties 

~-- -· 
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Annex 4: Detailed Project Description 

AZERBAIJAN: Second Agricultural Development and Credit Project 

Project development objective and summary project description 

The main objective is to further increase rural productivity and incomes by enhancing the access of 
farmers and small and medium rural enterprises to rural business and agricultural support services 
including financial, advisory and veterinary services and by stimulating market-oriented investments in 
rural areas. The project will build on ADCP-I's achievements by: (i) strengthening the credit Union 
system established under ADCP-I and stimulating commercial financial services suited for agricultural 
businesses; (ii) expanding the outreach of the rural advisory services established under ADCP-I; (iii) 
developing private veterinary services and modernizing and streamlining the State Veterinary Services; 
(iv) improving access to adapted technologies by modernizing one or possibly two selected agricultmal 
research institutions; and (v) assisting producers and processors in marketing and improved product 
quality. The regional expansion of the immovable property registration pilot of ADCP-I would be 
handled under a separate proposed Real Estate and Cadastre Project. This project is being prepared in 
parallel with a target board date in FY07. The main project beneficiaries comprise individual farmers, 
farmer groups, rural micro-entrepreneurs, and the small to medium agro-processing sector. 

The major focus of the project is to fill the gap between rural producers and higher end markets by 
assisting value-added business initiatives. Although many agricultural producers are partly semi
subsistence in nature, there is evidence that farmers and processors are moving towards vertical 
integration do'YJl the supply chain. There is an increasing demand from individual farmers, producer 
associations, and small and medium enterprises for support services in agricultural production, marketing, 
business advice, veterinary support and finance. The project will also build on the experience from 
ADCP·I. 

The project consists of two pillars, addressing critical support needs at the farm level and at the rural 
business and agro-processor level. 

Component I - Agricultural Business Services (USS 42.1 million) 

Component Objective: The objective is to support rural businesses to improve the linkages between their 
production and markets and to enhance access to financial services by small and medium size rural 
enterprises (including farmers), agro-processors, and other forms of agribusinesses, through: (a) capacity 
building to participating financial institutions (PFis) in order to improve their staff's lending skills and to 
promote new financial products; and {b) providing badly needed funds for lending to their clients. The 
component aims to develop efficient linkages and contractual relationships between producers and 
processors, and to facilitate investments in market opportunities through enhanced access to financial 
services and targeted business support. The key recipients of the project benefits will be the individual 
farmers, farmer groups, agro-processors, and other agribusiness. PFis will also benefit through improved 
skills and a diverse menu of suitably adapted financial products and services. 

Issues Addressed: In spite of positive growth in other sectors of the economy, agricultural production 
continues to under-perform, and food markets remain dominated by expensive imports. A large share of 
the agricultural production of Azerbaijan is not well-linked to more sophisticated market and processing 
chains. However, an increasing number of small and medium rural businesses are seeking to fill these 
gaps and to link processing, service provision and production activities, but their development is 
hampered by an insufficient range of financial and business management services and poor access to 
technological improvements. Demand for rural/agricultural financial services is high and it is currently 
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not being met sufficiently. Improved financial instruments are required that are better tailored to the rural 
clientele that is largely characterized by small farms, lack of suitable collateral, inadequate financial 
skills, and production and commodity market risks that are specific to agriculture 

Component Activities: The component would support the further development of farmers, small rural 
businesses and agro-processors by: (a) increasing the availability of small-scale rural financial services by 
strengthening and broadening the credit union outreach; (b) expanding rural financial services such as 
credit for working capital requirements, long-tenn credit for investment purposes, and leasing programs 
for processing and agricultural equipment; ( c) enhancing the efficiency of rural markets by introducing 
innovative mechanisms that encourage sustainable linkages between developing small-scale rural 
businesses and agro-processors with farmers, associations and groups; and (d) strengthening rural 
business, market information and promotion services offered through the rural advisory system. 

A - Financial Services for Small Agribusiness/Credit Unlollli 

Under ADCP-1, some 30 credit unions were created. Credit was also provided through some 1,300 
borrowers' groups. Together, the credit unions and borrowers' groups served about 31,000 clients, 
principally farmers and small rural enterprises. Loans were primarily short term, predominantly for crop 
production and livestock-rearing, with a reasonably high recovery rate of over 95%. The demand for 
these credit services remains very high as well as a growing demand for longer maturity investment loans. 
Furthennore, the credit unions would like to introduce deposit-taking, starting with the stronger credit 
unions, which would require changes in the current legislation. 

Building on the gains made under ADCP-1, the second phase would support the consolidation of this 
network through a judicious combination of more lending resources and a measured capacity building 
program. In particular, ADCP-11 would support: (i) expanding the outreach of this network to more 
communities through additional lending resources and establishment of an additional 20-30 credit unions; 
(ii) introducing product innovations, including offering longer maturities in response to client demands; 
(iii) strengthening liquidity and risk management skills; (iv) introducing improvements in the network's 
operating systems and procedures to cope with the expected growth in the scale ofits operations (larger 
number of clients, more diverse product menu, and greater geographical coverage); (v) strengthening the 
Azerbaijan Credit Union Association and the Credit Implementing Agency (a non-bank financial 
institution owned by the ACUA) in refining its corporate strategy in order to ensure its long tenn 
sustainability. 

The ADCP-I revolving fund of about US$ 9.5 million will continue to be used for the purposes of the 
credit union financing. An additional US$ 8.7 million will be injected into the system to allow the 
existing credit unions to grow and expand the credit union network. Only satisfactorily perfonning credit 
unions will be eligible to participate in the project. It is expected that around 10,000 CU members can be 
reached at the end of the project. The network would then be further consolidated in the third phase of 
the APL. Lending to borrower groups will be continues in ADCP-Il. However, for the medium term 
borrower group lending will be phased out to allow sufficient funding and growth of the credit union 
network, given that lending through borrower groups is not sustainable in the absence of further funding 
support while the credit union network could become sustainable. The credit implementing agency will, 
therefore, become an on-lending agency. 

Capacity Building for Credit Unions. Regarding credit unions, the project will support technical 
assistance for: (a) legal and regulatory refonn; (b) training; (c) updating their MIS; and (d) expanding the 
CU network. 
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(a) Legal and Regulatory Environment. The objective is to create a legal and regulatory 
environment for effective supervision of credit unions in order to progressively and selectively 
introduce deposit talcing services. Specific project activities will include: advising on 
international best practice oflaws and regulations pertaining to credit unions; assisting in the 
elaboration of criteria for evaluating CU readiness to undertake deposit taking functions; 
assessing existing credit unions against these criteria and proposing a preliminary list of those 
that might qualify to take deposits; clarifying supervisory responsibilities; providing capacity 
building opportunities for NBA and ACUA staff, drafting a training program and conducting 
the training for credit union supervision. 

(b) CU Training. The objective of this activity is to create a training capacity within ACUA (to 
carry out training either on their own or through out-sourcing) as well as conduct training 
programs, particularly for the new credit unions. Specific activities aimed at creating a training 
capacity will consist of: identifying ACUA and non-ACUA potential trainers (e.g. the Bank 
Training Center) who would then be trained to become CU trainers; assisting ACUA in 
elaborating a training policy; reviewing the current training manual for its adequacy and 
carrying out the needed modifications; and conducting training, particularly basic training of 
new credit unions. This will be carried out alongside ACUA and non-ACUA trainers in order 
to impart on them the needed training skills. Training will also be conducted on new financial 
products, risk management, etc. Money will also be provided for study tours and external 
training for ACUA and CIA management and staff. 

(c) Updating MIS and Monitoring and Evaluation Systems. The objective of this activity is to 
update the MIS systems of credit unions and the CIA iri view of the expected addition of 
deposit taking functions to their activities, and updating the Monitoring and Evaluation systems 
in the whole system (CU, CIA, ACUA). Specific activities will include: designing and 
installing deposit modules to the MIS; updating the monitoring and evaluation systems; and 
designing and conducting an accompanying training program. 

(d) Expanding the CU Network. Funds will be provided to facilitate the creation of 20-30 new 
credit unions, and expand the activities of the current ones. This will largely consist of 
procuring office equipment (e.g. safes) and office supplies. 

B - FJnancial Services for Medium Agribusinesses/Banks and Leasing Companies 

The agro-business marketing and processing sectors remain severely constrained by the lack of capital in 
general, but investment capital in particular. Whereas the banking sector has in recent years registered 
significant gains in the availability of short-term lending resources, long tenn resources remain limited. 
As the pace in agricultural production begins to grow, marketing and processing constraints will 
increasingly act as chokepoints in the value chain. Consequently, banks and leasing companies still need 
long-tenn funds in order to respond to investment demands from their clients. Similarly, bank and 
leasing company skills in appraising long term agricultural-related investment loans are also limited. 
Therefore, the project will provide a credit line for use by banks and leasing companies to extend 
investment loans/leases to agribusinesses. It will also support capacity building to participating financial 
institutions to improve their skills in appraising rural and agriculture-related medium and long term 
investments, in risk assessment and management, and in product innovation (e.g. structured finance). 

Technical Assistance for Commercial Banks. PFls will receive training on the specifics oflending/leasing 
to agribusinesses, and in particular, the appraisal of medium and long term rural investments, including 
their associated risks. Training will also focus on innovative financial products in order to enrich their 
product offering. 
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Line of Credit for CIA. An IDA credit line estimated at US$ 8.7 million will be made available for on
Iending to credit unions and groups of jointly liable borrowers through the Credit Implementing Agency. 
An Agency Agreement will be signed between the State Agency for Agricultural Credits (SAAC) under 
the Ministry of Agriculture on the one hand, and the Credit Implementing Agency on the other, 
stipulating the credit line's on-lending terms and each signatory's rights and obligations. CIA lending 
manuals, which were recently updated under ADCP-1, are generally satisfactory. Under ADPC-1, SAAC 
lends the credit line proceeds in the local currency, which will also be the case in ADCP-II (see further 
treatment of this subject under Implementation Arrangements). 

Line of Credit for Banks and Leasing Companies. A credit line, financed from 'hard' IDA resources, 
currently estimated at US$ 8 million plus additional co-financing of around US$ 7 million would be made 
available for investment activities, principally for agro-processors and other agribusinesses through 
qualifying PFls as specified in the Rural Investment Guidelines. A PFI will be a commercial bank, a 
leasing company, or a credit organization selected on the basis of a set of PF! Eligibility Criteria, which 
include compliance with banking laws and prudential nonns and regulations, maintenance ofa healthy 
financial status and sound lending policies and procedures. The PFI will be responsible for identifying 
prospective borrowers and appraising the feasibility of the proposed investments, and will assume full 
lending risks. While appraising sub-loans, PFls will, among other things, verify their conformity with 
Sub-Project Eligibility Criteria. Sub-project compliance with Sub-Project Eligibility Criteria, including 
compliance with environmental safeguards, are detailed in the Rural Investment Guidelines and will be 
monitored throughout project implementation. 

Currently, virtually all credit lines through commercial banks in Azerbaijan are dollar-denominated. 
Banks have expressed preference for dollar-denominated loans, and the potential agribusiness clients have 
expressed indifference to currency denomination. 

The refinancing rate will be US$ 6-month LIDOR + 2.0%. Currently, US$ 6-month LIBOR is around 
5. I% (April 2006). Thus, the refinancing rate is expected to be in the order of 7. I%. This is within the 
range of interest rates offered by commercial banks on US Dollar deposits about one year. Some banks 
offer higher, rather speculative rates in order to attract long tenn deposits. As indicated earlier, the 
growth in deposits will be largely driven by the growing macro-economic stabilization, improved 
commercial bank perfonnance, and the growing confidence in the banking industry. In any case, the 
credit line's US$ 15 million, which is 1% of total bank deposits, has clearly inconsequential influence on 
deposit taking behavior among commercial banks. Consequently, the pricing of the refinancing rate will 
not create disincentives for domestic deposit mobilization among recipient institutions. The rate is 
slightly lower than that rates charged by the more urban oriented credit lines, in order to spur interest in 
agribusinesses, an area that commercial banks currently find unattractive because of the special lending 
skills required to engage in such a sector. 

PFls will set their own interest and repayment terms to final beneficiaries and would bear the full risk ofloan 
repayment. Only loans above 2 years will be eligible for financing under the credit line to connnercial banks. 
Considering the scarcity oflong term funding among commercial banks, PFis will not be required to 
contribute to sub-project financing. On the other hand, sub-borrowers will be expected to contribute a 
minimum of 20% towards the cost of each sub-project. 
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C - Development of Efficient Rural Market Links 

During ADCP-1, a Competitive Grants Scheme (CGS) was introduced that provided grants primarily for 
agricultural research topics. The CGS in ADCP-Il would build on this experience, but would shift its 
focus to introducing, testing and transferring new and improved technologies emphasizing improved 
market accessibility, storage and small-scale processing. Grants would be available for a wide range of 
possible technologies in quality production, processing and marketing, business management and best 
business practices. Market studies to enhance the ability of rural business entities (RBEs) to identify and 
access markets, both within Azerbaijan and abroad, would also be eligible when associated with concrete 
technical actions to be taken for one or more products. Grants would be provided in response to 
proposals from various RBEs, and thus would be market-led and demand-driven, and would focus on real 
constraints of beneficiaries and possible long-term solutions in a flexible manner. The CGS would cover 
the whole country during the project and would not define a list of priority topics from the outset. 
However, as the CGS progresses, it may become necessary to prioritize or limit different types of 
activities depending on experience during implementation. Key elements in the selection process would 
include: (i) replicability of the proposed technologies and an appropriate plan for transfer of knowledge to 
other RBEs; (ii) suitability and affordability of proposed technologies in temlS of increasing rural 
productivity, value-added, and market accessibility of agricultural products; and (iii) demonstrated 
improved linkage between producers and next level of the supply chain. 

The CGS would award around 90 small grants averaging about USD 20,000 each, ranging from a 
minimum ofUSD 10,000 to a maximum ofUSD 30,000. The beneficiaries would be required to· 
contribute an additional 30 percent of the total cost of proposed activities, either in cash or in-kind. At 
least 10 percent of the amount of each grant would be required to be used for technology demonstration 
and transfer activities, which may include field days, publications and media spots, while the cost of the 
technical assistance should not exceed 15 percent of the total grant amount. Applications would be 
developed and submitted by the RBE assisted by one or more service providers. The service providers 
would supply the business and management advice, technical assistance during implementation and 
demonstration of the technology, and assistance in technical and financial reporting. 

The CGS would be extended over the whole of Azerbaijan during the course of the project. However, it 
would initially focus in the first year on two regions (Masalli and Ganja) in order to test and streamline 
the operational procedures in areas where: (i) there are a large number of potential market oriented RBEs; 
(ii) there is good potential for building on the work of previous and existing projects and programs; (iii) 
that are not too close to Baku, since regions further from Baku face more problems related to market 
linkages. In subsequent years, the CGS would expand to cover the whole country. Promotion and 
training activities would be carried out in each region in parallel with their incorporation into the CGS, to 
create a sound basis for submission of proposals. Related activities including the information and 
advisory services sub-component are also being implemented in these regions by the RACs as well as by 
other development agencies, and it will be essential to co-ordinate activities with them. 

D - Rural Business Advisory and Market Services 

To support market development in rural areas, the project would enhance the rural business advisory and 
market services offered through the existing structure supported during ADCP-1, which consists of the 
lnfonnation and Advisory Center (IAC) in Baku and the Regional Advisory Centers (RACs). Technical 
assistance and training would be provided through the project to help the IAC and RACs define and 
enhance their market support program; to improve the content, quality and availability of market 
information; and to develop the market promotion activities. Detailed activities are described as follows: 
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Market survey and information system: The current market survey and information system would be 
broadened to ensure that the frequency, format, and content meet the needs of producers and clients. The 
project would support market surveys and information dissemination, including volume levels of demand, 
quality, trends and competing imports. The current market information program consists of bi-weekly 
surveys of retail, wholesale and farm-gate prices at regional markets by the RACs and three Baku-area 
markets by the IAC, with the information collated by the IAC and made available to clients through the 
RACs. In ADCP-11, it is planned to include all main urban areas (Baku, Ganja, Sumgayit, Nakhchivan, 
Ali-Bayramli and Mingachevir cities) as well as the regional centers, with information made available 
through a website, newspapers and broadcasts, as well as the RAC system. Depending on the 
recommendations of the marketing expert, and to ensure that timely and relevant information is provided 
to producers and traders, seasonal production and price trends, assessments of supply and demand for 
specific products, and competing imports would also be included. 

Market facilitation: In addition to the existing notice boards in PA training rooms and at the RACs, an 
electronic bulletin board for announcements on availability of products and items for sale and a telephone 
call-in system would be introduced. A data base on import-export organizational arrangements; 
information on land sale and rent; trade; and availability of agricultural machinery would also be prepared 
and made available on the website and through the RACs. 

Training and information programs: The IAC would introduce a training and information program on 
food safety and quality, including agricultural grades and standards, and would expand its rural business 
development program. Training modules and information materials on food safety, quality and on rural 
business practices would be prepared, including topics such as marketing, legal and tax issues, use of 

· credit, and book-keeping. Information campaigns are also proposed to be carried out on economic and 
legal mechanisms for agricultural exports; food safety and animal health issues; and tax policies and 
mechanisms affecting the agricultural sector. Information materials from previous campaigns on 
marketing and the legal and economic basis for entrepreneurship may also be reprinted. Revisions would 
be made to update the information in accordance with changes in legislation as required. 

Market promotion services: Advisory and market promotion services would be made available to the 
increasing number of producer organizations, rural entrepreneurs, and professional associations. Local 
technical assistance would be provided as required on a contract basis in areas such as business 
management and market analyses as required by the client. Provision would also be made for specific 
market studies, which may include market analyses on behalf of associations and groups wishing to 
expand their market outreach, test new products, improve producer/processor linkages and introduce 
innovations likely to result in improving product quality and market access. 

Technical assistance and training: Technical assistance and training would be provided through the 
project to help the IAC and RACs define and enhance their market support program; to improve the 
content, quality and availability of market information; and to develop the market promotion activities. 

Component II -Agricultural Support Services (USS 14.3 million) 

Component Objective: The objective of the component is to enable farmers to improve their productivity 
and quality of production by expanding the outreach of the advisory system, strengthening the provision 
of private veterinary services, and modernizing one or possibly two selected agriculturaJ research 
institutions. 

Issues Atftfressetf: There continues to be substantial need to improve both the productivity and efficiency 
of rural producers and the quality of production in order to better serve emerging markets. ADCP-11 
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would build and expand on the activities established under ADCP-I in the areas of advisory, veterinary 
and research services. 

Component Actlvides: Three main sub-components have been identified: (a) supporting the further 
development of an effective infonnation and advisory system that can provide fanners and other rural 
entrepreneurs with appropriate knowledge and skills to improve their productivity, quality of production, 
management and marketing; (b) assisting livestock owners to improve animal production through 
enhanced access to quality-assured veterinary and husbandry services throughout the country, and by 
restoring the disease surveillance and preparedness functions of the State Veterinary Service (SYS); and 
(c) improving the capacity of one or possibly two selected research institutes to provide adapted 
technologies and critical information to advisory staff and producers. 

A - Information and Advisory Services 

The program in ADCP-11 would build on the strong foundations established during ADCP-I to further 
develop the advisory services on a wider geographical scale using a similar approach and structure. The 
component includes: (a) establishment of a national network of regional advisory services, and (b) 
support for the Information and Advisory Center. 

(a) Establishment of a natfonal network of regional advisory services 

ADCP-II would provide support for contracting local NGOs/companies to establish RACs and to 
implement advisory services in 10 regions covering the whole of Azerbaijan. The contract would include 
costs of RAC management; contracting PAs; maintenance of fann data bases; collection of regional 
market prices; monitoring of PA activities; cooperative demonstration activities; local training costs; and 
introduction of a telephone call-in service. To improve outreach and access to information, small 
permanent advisory points (sub-centers) with computer access would be located in ten districts in the 
existing five regions. 

Village-based P As would be contracted through the RACs to implement extension activities at the village 
level, including conducting training course for farmer groups, provision of individual and group advisory 
services, and carrying out demonstration activities on their own or in other progressive fanners' fields. 
There would be some adjustment in the number of P As in the existing regions, with existing P As retained 
subject to a performance review and some new ones contracted. An additional 93 PAs would be 
contracted in the five new regions. The training topics for groups of 10 farmers and demonstration 
activities would be based on farmer requests, with Master Trainers (MTs) contracted by the IAC 
responsible for preparation of training modules. The modules may be modified by the PA based on local 
knowledge and conditions. Each PA would establish a training and information room with facilities, 
extension and demonstration materials, which may be re-located in different participating villages as the 
program progresses. Other RAC and PA activities include: 

• definition of farmer training requirements; 
• demonstrating Competitive Grant Programs within their regions; 
• demonstrating research results from the MAF Regional Agro-Science Centers; 
• extending the experience of progressive farmers to other farmers; 
• creating joint activity groups and providing them advice on group activity, including support to 

borrowers groups; 
• participating in exchange activities with other PAs; 
• providing information services including a local bulletin board for announcements on availability of 

products and items for sale; 
• planning and reporting. 
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The PAs and the RACs would also continue to develop sources of paid services based on individual 
advisory services, seasonal contracts and support to borrowers groups. 

The expansion of the geographical coverage to incorporate the remaining regions was envisaged in the 
PAD when ADCP-I was prepared. It is in line with government policy as embodied in the Presidential 
decree of l l February 2004 that outlines the regional development strategy for 2004-8, and the 
subsequent detailed Action Plan for regional development. The Plan indicates that a network of centers 
should be established throughout the country to provide information and advisory services, including 
marketing support. Accordingly, it is proposed to incorporate an additional five regions based around 
new RACs in Shamakhi, Barda, Salyan, Goychay and Guba/Khachmaz. These five regions would 
encompass almost 3 80,000 farmers in 28 districts, with an estimated requirement of around 93 P As based 
on the number of farm households (fable l). The required number of PAs is based on 4,500 farm 
households per PA in the plains areas and 4,000 in the mountainous areas. 

Table 1. Geographical coverage of proposed new RA Cs 

RAC region Districts Farm Estimated Starting Year 
Households Number of PAs 

Khachmaz Khaclunaz, Gusar, Guba, Siyazan, 90,698 24 Early2007 
Khizi, Devechi and Absheron 

Barda Tartar, Barda, Goranboy, Agd.am 74,610 17 Late2007 
and Yevlakh 

Shamakhi Gobustan, Shamakhi, Agsu, 61,272 15 Late 2007 
Ismailli and Gabala 

Cfoycay Goychay, Agdash. Ujar, Zatdab 68,746 17 Mid2008 
and Kurdamir 

Salyan Neftchala, Salyan, Hajigabul, 82,923 20 Mid2008 
Bilasuvar, Saatli and Sabirabad 

Total: S Total: 28 378,567 93 
Source: IAC 

The program would continue to work in the five existing regions with the existing RACs. About 278,000 
farmers received one or more advisory services during ADCP-1. Overall, however, there are 483,000 
farm households in these regions with an average of about 3.8 land-owners per household. Accordingly, 
there remains substantial scope for widening the coverage in these regions as well as continuing to 
provide valuable services to existing clients. The number of PAs would be adjusted based on the ratio 
given above resulting in total of 112 in the existing regions. 

For ADCP-II, it is anticipated that all new and existing RACs would be based on the private sector model 
tested during ADCP-I. The two existing public RACs are expected to be privatized by the end of the 
ADCP-I, which would allow these RACs to more readily compete for contracts and develop other 
programs. This choice is based on the overall government strategy for the sector as indicated by the 
Ministry of Agriculture and described in the draft Agricultural Development Strategy6

• This strategy 
foresees that private entities would be responsible for activities such as provision of extension services, 
and could be contracted by government to carry out specific information and training activities that have a 
public good nature. Tiris public-private system is now used widely in European countries such as 
Netherlands and UK. It is anticipated that the RACs and PAs would continue to develop their program of 
paid services under this system. However, evidence from other countries shows that 100% cost recovery 
is unrealistic; in the Netherlands, for example, around 62% of the revenue of advisory system is derived 
from government contracts. 

Policies and Strategies for Azerbaijan Agriculture, draft prepared with support provided during ADCP-I. 
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(b) Support for the Information and Advisory Center(IAC) 

The IAC is fundamental to the system through its coordination and supervisory role, including: 
organizing training of RAC staff and P As; preparation of updated training modules; contracting of 
information campaigns; preparation and dissemination of training and information materials; monitoring 
and evaluation; and other essential support to the RACs. In addition to the full-time IAC staff, a number 
of Master Trainers (MTs) would also be available. The MTs would not be full-time staff, but would be 
contracted to provide training programs for PA!I and other staff, for preparation of training modules for 
use by the PAs in farmer training courses, for monitoring activities, and for other tasks as required. A 
new rowtd of selection would be carried out with the goal of ensuring and raising quality. 

During ADCP-I, a training program was provided for MTs, including special courses in farm 
management, legal issues and agricultural credit. In turn, the MTs provided training for PAs and RAC 
staff in these and other topics. In ADCP-II, the training program would continue with a focus on 
management, marketing, financial issues, accounting, IT and other issues as required. Trainers for these 
courses would be drawn from a wide range of recognized expertise primarily from within the cowttry. As 
before, the MTs would then provide training courses for P As and RAC staff to continually upgrade their 
skills in these and other topics. In addition, training and methodological materials prepared during 
ADCP-1 would be updated in accordance with new requirements and additional materials would be 
prepared as necessary. 

To a large extent, the IAC facilities and equipment remaining rrom ADCP-1 are adequate. However, 
provision would be made for minor office refurbishment, replacement computers and office supplies, and 
an additional vehicle for supervisory purposes. 

The IAC would continue to contract local NGOs/companies to organize information campaigns, which 
have proved to be a very useful mechanism to deliver detailed information on specific topics. Six 
campaigns are proposed for ADCP-Il based on similar methodology used in ADCP-1. Topics proposed 
and agreed with MOA are: Livestock husbandry and breeding; economic and legal mechanisms for 
agricultural exports; use of machinery services; pests and diseases of fruits and vegetables; food safety 
and animal health issues; and tax policies and mechanisms affecting the agricultural sector. However, the 
topics may change during implementation as priorities change. Due to the high demand, information 
materials may also be re-printed from previous campaigns to give a wider coverage and to include the 
new regions. In some cases, revisions will be made to update the information in accordance with changes 
in legislation, legal standards and nonns, and technologies. 

In addition to information campaign materials, a continuing program of preparation and broadcasting 
infonnation would be carried out on economic, legal, and technological issues; development and 
distribution of infonnation materials (leaflets, posters, brochures) including positive experiences obtained 
within the country; acquisition and disseminating international technologies obtained through the internet, 
media and other sources; and summarizing results of agricultural research. An infonnation website would 
also be developed. It is anticipated that information would be disseminated to arowtd 750,000 
landowners, farmers, and entrepreneurs through various workshops, radio, television, and other media. 

The IAC would continue its monitoring program with visits made every six months to all new RACs and 
PAs and annually for existing RACs to assess performance, maintain quality, identify problems as they 
arise, and adjust activities as necessary. In addition, impact surveys would be conducted as in ADCP-1 to 
determine outcomes and impact as well as client satisfaction with the services provided. 

The overseas study tours that were carried out during ADCP-1 for two groups of 10 people to the 
Netherlands and Turkey were considered highly valuable for the further development of sustainable 
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advisory services in the future. It is proposed that similar study tours are carried out during ADCP-II to 
include staff of the new RA Cs, MOA staff at the policy level, IAC management and selected P As 
identified on the basis of performance. 

The advisory system would be mainstreamed into government structures to ensure long-term support and 
institutional sustainability. The IAC has already become part of the Ministry of Agriculture (MOA) as 
part of the newly formed State Agency for Agricultural Credits (SAAC). In the future, it is envisioned 
that the IAC would eventually become a permanent body in the MOA to continue the management of the 
advisory program after the end of the project, while the RACs would continue as private sector advisory 
service providers deriving part of their income from paid services and part from contracts with the MOA 
to implement specific public good advisory programs. The IAC would have responsibility for overall 
program supervision, contracting providers for training programs and information campaigns, technical 
support to the RACs, and monitoring and evaluation activities. Accordingly, MOA budgetary support is 
proposed for IAC operations and for contracting service providers including the RACs during ADCP-11, 
which is anticipated to be included in a stepwise manner. 

Only limited technical assistance would be included in ADCP-11. An international marketing specialist 
would provide assistance and training to the IAC and the advisory system as a whole, with the goal of 
incorporating a greater market focus and clearly defining the activities to be carried out during the 
program. In addition, a national marketing specialist would be contracted by the IAC for a fixed term 
over the project to implement the marketing program. A further more detailed description of the 
proposed marketing activities is given in the previous section describing the marketing activities. 

B - Veterinary Services 

The program would build on ADCP-1 by: (a) enhancing access to quality-assured veterinary services 
throughout the cotmtry by expanding and strengthening the private Veterinary Field Unit (VFU) system 
and supporting the privatization of the State Veterinary Service (SVS) field services staff; and (b) 
strengthening the disease surveillance and preparedness functions of the SVS through training key staff in 
understanding the epidemiological basis for disease control; rehabilitating the disease surveillance, 
diagnosis and reporting capacities of the SVS; and implementing an agreed control program against at 
least two priority diseases. 

(a) Private Veterinary Practices: In ADCP-1, the delivery of curative animal health services for livestock 
owners was facilitated by establishing private Veterinary Field Units (VFUs) or clinics in 25 districts in 
five regions. Each VFU comprised three veterinarians. The program demonstrated that farmers were 
willing to pay for these services, client numbers increased steadily, and livestock owners were generally 
satisfied with the services available. By the end of ADCP-1, with the exception ofNakhchivan, the VFUs 
were averaging around I 00 clients and almost US$ 300 in revenue per month. However, full self
sustainability was not attempted and a minimum incentive payment was retained to the end of the project. 
In ADCP-11, to increase the likelihood of sustainability, additional income-earning opportunities 
including artificial insemination and veterinary pharmacies would be introduced, and training would be 
provided to improve marketing and business management skills. A system whereby the private 
veterinarians would be contracted by the State Veterinary Service (SVS) to carry out public good 
veterinary tasks would also be introduced. 

The geographical coverage would be extended to include 32 more districts to cover the whole country, 
although smaller VFUs may be established in some districts. Proposed new VFUs include: 

• Region 1 - Agstafa, Gedabey, Shamkir, Tovuz, and Gazakh districts; 
• Region 2 - Salyan, Bilasuvar, Neftchala, Sabirabad, and Hajigabul districts; 
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• Region 3 - Goychay, Kurdemir, Ujar, Zardab and Agdash districts; 
• Region 4 - Ismailly, Gobustan, Shamakhi, Agsu, and Gabala districts; 
• Region 5 - Khizi, Siyazan, Davechi, Guba, Gusar and Kbachmaz districts; 
• Region 6 -Mingachevir City, Tartar, Barda, Agdam and Yevlakh districts. 

Yardimli district would also be included in the existing Lenkaran region. 

All new VFUs would be based on a private sector approach from the outset, with their own premises and 
separate bank accounts. The private veterinarians would be selected based on applications submitted by 
SVS veterinarians wishing to establish private practices. In some cases, the option to improve a room in 
private facilities (homes) may be considered rather than renting premises. A start-up package of 
equipment and remedies would be provided as in ADCP-I, although based on locally available sources 
rather than more expensive overseas suppliers, and including small diagnostic equipment and AI 
equipment. Initial training would be provided in establishing a private veterinary practice. Incentives 
would be provided initially, but would be reduced to zero by the end of the project as income-generating 
opportunities come on line, with the schedule specified in the contract with the VFUs. 

The existing 25 VFUs would also receive some continuing support. Some additional diagnostic and AI 
equipment may be provided along with refresher training focusing on business management. It is 
anticipated that a payment equivalent to the existing incentive would be provided initially, but would be 
reduced to zero by the third year of ADCP-II. 

Continuing support would be provided for the further development of the Azeri Veterinary Association, 
including publications and workshops, based on a Memorandum of Understanding between the PMU and 
the AV A and an annual work-plan giving detailed costs and activities. Two bi-annual continuing 
education conventions would also be organized under the leadership of the A VA. Continuing education 
themes would be selected by the AV A membership. 

@State Veterinary Services: The Ministry of Agriculture State Veterinary Service, which has the overall 
responsibility for animal health, would be strengthened with a goal of establishing a well-functioning and 
credible disease surveillance and reporting system in Azerbaijan. International technical assistance would 
be.provided to assist the SVS develop a reform strategy, to devise and enable the Epidemiology Unit to 
implement control programs against at least two priority diseases, and develop a system for contracting 
private veterinarians. Diagnostic laboratories would be rehabilitated; key staff would be trained in 
modem epidemiology and risk-based disease management concepts; and technical assistance and other 
support would be provided. It is anticipated that brucellosis would be one of the priority diseases, but 
provisions against new risks such as avian influenza and bovine spongiform encephalopathy (BSE) or 
food contamination risks (Salmonella, E. coli) will also be considered. 

The Republican Veterinary Laboratory in Baku and six zonal laboratories would be strengthened to 
diagnose possible exotic disease threats, with selected equipment items, glassware and disposable items. 
Modern equipment and training would be provided for enzyme-linked imrnunosorbent assay (ELISA) 
diagnostic technology, which is widely used for disease diagnosis but is also essential for confirmation 
tests for livestock with brucellosis. These laboratories would be selected on the basis of high 
concentration of brucellosis-infected livestock which would be determined following the nation-wide 
sere-prevalence survey. Structural works to laboratories may also be required. The requirements for 
laboratory refurbishment and equipping will be reviewed based on proposed inputs from the Avian 
Influenza project and other potential investments. 
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The SVS Epidemiology Unit would be strengthened to carry out the agreed National Brucellosis Control 
Program. International technical assistance would assist the SVS Epidemiology Unit to devise and agree 
on a control strategy for brucellosis and one or two other priority diseases; implement the agreed 
strategies; and monitor results. District-based disease investigation and reporting, where VFU 
veterinarians have a role, would be an integral part of the national surveillance system. Support for the 
proposed brucellosis serological swvey and for a two-day National Brucellosis Control Program 
workshop to develop and plan the program is envisaged. Training would also be provided for SVS 
managers in modem management, application of modern epidemiological and risk-based management 
concepts. Provision has been made for attendance at veterinary technical conferences on disease 
swveillance, monitoring and control and for participation in relevant overseas specialized training or 
continuing education meetings. In addition, the component would address the medium to longer term 
needs to disease surveillance and monitoring, especially of avian influenza. This would include among 
others, the continued training of laboratory staff in the detection of the virus, the training and information 
of regional and local veterinary staff in the detection and response to epizootics, the development and 
training of guidelines and manuals for each level of responsibility and awareness building among the 
farming community for reportable diseases. The project would also support the upgrading of the regional 
and central diagnostic capacities. 

C - Improved Access to Adapted Technologies 

The program would build on the experience gained during ADCP-I's research-focused Competitive 
Grants Scheme. In ADCP-11, one or possibly two selected priority research institutes would be 
modernized to improve their capacity to develop and demonstrate adapted technologies for producers and 
processors, focusing on quality and market standards as well as productivity. In particular, the project 
would focus on: (a) development of high-yielding, market quality, disease-resistant and adapted varieties 
of major cereal, legume and horticultural crops; and (b) elaboration of various technology options in the 
areas of crop management, fertilization, plant protection, seed rate, crop rotation, and use of irrigation -
i.e. crop husbandry research- for major cereal, legume and horticultural crops. Based on this emphasis 
and on the research strategy7 prepared during ADCP-1, one or, depending on funding availability, two 
priority institutes suggested by the Government would likely be supported - the Research Institute for 
Crop Husbandry and Crop Diversification (NRICH) and the Research Institute for Horticulture and Sub
Tropical Crops (RilISC). 

Support will be based on achievement of the reform proposals prepared for each institute, including 
proposed organizational changes, a shift in research orientation and priorities, implementation of staff 
training programs, modernization of facilities and laboratories, and government budgetary commitments. 

The project would support the rehabilitation and refurbishment of existing buildings, including 
workshops, storage facilities and laboratory facilities at the NRICH, at the Tarter Experimental Station 
and RIHSC. The project would support the acquisition of essential farm and plot machinery for the 
Absheron headquarters of the NRICH, for the Guba headquarters of the RlHSC, as well as one or two 
items needed on selected experimental stations including Tartar for the crop improvement and agronomy 
programs. Equipment for the four laboratories that would support the programs at NRICH (soil and plant 
analysis,,grain quality, seed quality and plant protection) and the three laboratories at RilISC (plant 
protection, product quality and biochemistry labs) would also be provided. The project would also 
support the establishment of a computer network end internet access to enable access and to share 
research information. 

Strategy for Modernization of Agricultural Research System, prepared with support from ADCP-1 in 2003. 
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The number of staff at the research institutes would be reduced in line with the reform proposals, although 
younger staff would be recruited for some positions based on a human resource development plan 
prepared prior to implementation. Training programs would include in-country training courses in 
modem research technologies, computer and language skills, and overseas course for young scientists 
needing to complete post-graduate studies. Incentive awards would also be considered to attract young 
scientists. 

Support would be provided for implementation ofresearch activities on a cost-sharing basis with 
government funds. This support includes a proposed revolving input fund, an allocation for laboratory 
reagents and supplies, and costs for staff travel. 

The research institutes would link closely with the information and advisory services for field 
demonstrations and workshops, publication of good practices, and information and training activities. 
Support would be provided for the establishment of demonstrations, implementation of field days and 
workshops, leaflets and other publications. The NRICH would focus on providing high-yielding, disease 
resistant varieties of major grain and legume crops and agronomic practices for different agro-ecological 
regions of the country. The institute would develop varieties as well as produce elite and super elite seeds 
at its Tartar Experimental Station, but would not be involved in commercial seed production, which 
would be primarily the responsibility of the private sector. The RIHSC, working with their regional 
stations, would provide rootstocks, seedlings and planting materials, and infonnation on pest and disease 
control, organic production, and quality aspects including grading and packaging. 

The Institutes would have new Boards of Advisors comprising membership from producers, processors, 
traders, information and advisory services, private sector, NGOs and representatives of the Ministry of 
Agriculture, Ministry of Finance and Ministry of Economic Development. Provision will be included for 
associated costs, including costs of meetings and travel of Board members. 

Component ill - Project Management (USS 1.3 million) 

The project would support the establishment and operation ofa Project Management Unit (PMU) under 
the Ministry of Agriculture and would build on the structures established under ADCP-1. The 
implementation arrangements are described in Section C.2 and detailed in Annex 6. 
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Annex 5: Project Costs 

AZERBAIJAN: Second Agricultural Development and Credit Project 

Local Foreign Total 
Project Cost By Component and/or Activity 

US $million US $million US $million 
Ccmponent 1 - Agricultural Business Services 
Support to Credit Unions 18.403 0.456 18.859 
Support to Agnliusinesses 19.654 0.233 19.887 
Development of Market Links 1.708 1.576 3.284 
Total Component 1 42.030 
Component 2 -Agricultural Support Services 
Information and Advisory Services 8.233 0.237 8.470 
Veterinary Services 1.646 1.155 2.801 
Improved Access to Adapted Technologies 1.162 1.259 2.421 
Total Component 2 11.041 2.651 13.692 
Component 3 - Project Management 0.988 0.232 1.220 
Total Baseline Cost 51.777 5.226 57.003 

Physical Contingencies 0.008 0.011 0.019 
Price Contingencies 0.599 0.090 0.689 

Total Project Costs1 52.385 5.327 57.711 

1Identifiable taxes and duties are US$ 1.338 million, and the total project cost, net of taxes, is US$ 56.374 million. 
Therefore, the share of project cost net of taxes is 2.35 %. 

Component Costs by Financiers (US$ '000) 
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Annex 6: Implementation Arrangements 

AZERBAIJAN: Second Agricultural Development and Credit Project 

The project will be managed by the State Agency for Agricultural Credits (SAAC), which is the MOA's 
agency for overseeing international agricultural development projects, primarily through a small Project 
Management Unit (PMU) constituted within it. The PMU functions will include financial management, 
procurement, project monitoring and evaluation, and translation of project documents. The PMU Director 
will have responsibility for the day-to-day operations and management of ADCP·II, assisted by financial 
management, procurement and M&E specialists and support staff. There will also be a number of units 
under the management of the PMU that would be responsible for the coordination of the various 
components and that would take a pro-a~tive role in ensuring timely start-up, implementation and 
completion of project activities. These units include the Competitive Grants Secretariat, the Information 
and Advisory Centre, the Veterinary team, and specialists responsible for marketing, research liaison and 
credit liaison. These units would also report technically to their respective units within the MOA, 
including the State Veterinary Service and the Agro-Science Centre responsible for agricultural research. 
The Information and Advisory Center, which is presently within the SAAC, is expected to become a 
permanent unit within the MOA after the completion of the project. For the rural finance activities, the 
SAAC would disburse funds to the existing Credit Implementing Agency (CIA) for on-lending to the 
Credit Unions or Borrowers Groups (BGs), while for the commercial bank credit line, SAAC will lend to 
commercial banks under subsidiary loan agreements in accordance with Investment Guidelines. The 
implementation arrangements are summarized in the diagram on the following page and are detailed for 
the different components as follows: 

Financial Services for Small Agribusiness/Credit Unions. Under ADCP-1, disbtirsement arrangements for 
the rural finance component were as follows. SAAC disburses from the Special Account or from the 
Revolving Account (which now has some US$ 9.6 million) to the CIA. SAAC uses CIA as an agent 
under an Agency Agreement. CIA obtains money from SAAC at the Central Bank refinancing rate, and 
either wholesales it to CUs with a 3% margin, or retails it to final borrowers through a group lending 
methodology, in which case it applies a retail margin of 15%. CUs apply a margin of 13%. Thus, either 
way, fmal borrowers pay 25%. These are back to back loans, repaid to SAAC after every season. Under 
ADCP-11, the overall structure will be retained, although the pricing and lending mechanisms will be 
adjusted. 

Financial Services {or Medium Agribusiness/Banks and Leasing Companies 
Regarding the credit line for commercial banks, SAAC will lend to commercial banks and leasing 
companies under Subsidiary Loan Agreements under tenns to be defined therein, and in accordance with 
the Rural Investment Guidelines to be annexed thereto. 

Development o{Efjicient Rural Market Links. The existing Competitive Grants Secretariat in the PMU 
would be restructured to coordinate and manage the CGS, including organization of information and 
training activities, publicity, proposal processing and grant administration, monitoring implementation 
progress, and organization of the evaluation program. The Secretariat would consist of a Chief Specialist; 
a Specialist primarily responsible for record-keeping and accounting and supporting the Chief Specialist 
in organizing training and information activities, proposal processing and monitoring; and a 
Specialist/Interpreter supporting the Chief Specialist with specific additional responsibility for translation 
of documents. The Secretariat would be provided with one :vehicle and appropriate office and 
communications equipment to carry out the work. The Chief Specialist would report to the PMU 
Director. Local consultants may be contracted to provide training and conduct evaluations as required. 
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The selection process will include initial screening by the Secretariat to ensure compliance with the 
criteria, followed by a technical review by independent contracted specialists based on specified scoring 
procedures. An independent Competitive Grants Board (CGB) would have the responsibility for final 
selection of the winning proposals; for overall CGS policies and strategy; and for oversight of the CGP to 
ensure quality. The CGB would consist of nine members, with the majority from the private sector, and 
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would include members from the MOA. farmer/producer associations, NGOs, private sector rural 
businesses, the agriculture research and education system, and other rural development projects. This 
composition would involve all actors in the process and ensure that a full spectrum of experience, interest 
and perspectives was included. To maintain the independence of the CGB, the Chairman would be 
selected from the private sector members of the committee. The CGS Secretariat would act as secretary 
of the CGB, with minutes of each meeting fully recorded to ensure transparency. Proposals would be 
considered in half-yearly rounds, with at least three rounds submitted to the World Bank for their review 
and "no objection". Overall, the implementation of the CGS will be governed by an Operational Manual, 
which describes the operational procedures, regulations, eligibility and selection criteria, procurement and 
disbursement mechanisms, and reporting requirements. 

Rural Business Adyisory and Market Seniices. The sub-component would be implemented by the 
Information and Advisory Centre in Baku and the network of Regional Advisory Centers throughout the 
country. An international marketing ex.pert would be provided through the project to provide assistance 
and training to the !AC and the advisory system as a whole, with the goal of incorporating a greater 
market focus and clearly defining the activities to be carried out during the program. One local marketing 
specialist would be appointed during the project period with speeific responsibility for coordinating the 
marketing program, and who would report to the !AC Director. The other activities would be 
implemented using the contract approach, with training modules and information materials prepared by 
local available specialists and Master Trainers contracted on a short-term basis for specific assignments. 
The market survey data would also be collected by local specialists on a contract basis, and website 
development expertise may also be contracted as required. Market promotion activities and market 
studies would be provided as paid services to rural entrepreneurs, producer organizations and 
associations, with detailed mechanism determined during implementation based on the recommendations 
of the international marketing expert. The !AC would also coordinate with and inform existing programs 
such as the USAID-funded Rural Enterprise Competitiveness Project (RECP) and Azerbaijan Business 
Assistance and Development Project (ABAD). 

In(ormation and Advisory Services. The component would be implemented using the existing 
information and advisory structure. This structure presently consists ofRACs in five regions along with 
contracted P As to provide training, information and advisory services to fanners and other rural 
entrepreneurs, supported by the !AC in Baku for overall program supervision and management. The !AC 
would have responsibility for day-to-day management of the component, including preparation ofTORs, 
although procurement and overall financial management would be the responsibility of the Project 
Management Unit as a whole. The !AC would be responsible for coordination and supervision of the 
information and advisory program including organizing training of RAC staff and PAs, preparation of 
updated training modules, contracting local providers to carry out information campaigns, preparation and 
dissemination of training and information materials, organizing the market information and market 
promotion activities, monitoring and evaluation, and other essential support to the RACs. The !AC would 
consist of Director; three Specialists responsible for contracts, information campaigns, training programs, 
and monitoring and evaluation; an Accountant; and support staff. A cadre of up to 20 Master Trainers 
would also be available for contracting to carry out training programs, prepare training modules, 
monitoring activities and other tasks as required. However, a new round of competitive selection of MT 
candidates will be carried out to ensure quality. As described above, a national marketing specialist 
would also be contracted by the IAC for a fixed term over the project to implement the proposed 
marketing activities as defined by an international marketing consultant. 

For the RACs in the five new regions, local NGOs or companies would be selected through competitive 
tender based on TORs prepared by the IAC. The TORs would include a description of the activities 
required, the expected structure of the RAC, the proposed number of PAs, monitoring and reporting 
requirements, and would provide targets for the advisory activities such as training courses, 
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demonstrations and other outputs required. The selected NGO would be contracted for one year initially 
with an extension for second year based on satisfactory performance and achievement of the targets 
established. 

For the RACs in the existing regions, and after the first two years for the new RACs, the NGOs would 
have their contracts renewed on a two-year basis subject to achievement of the targets set out in the TORs 
and on satisfactory performance evaluation, determined by regular monitoring by the IAC and on an 
impact assessment conducted before the completion of the contract. The contract amounts would be 
based on agreed unit costs for specific activities, and on the number of PAs in the region. The core 
structure of the RACs would remain the same as in ADCP-1, with about seven people including a 
Director; specialists responsible for contracts, information and data base development, training and 
evaluation; an accountant; and support staff. Each RAC would also have an Advisory Board, comprised 
of local stakeholders, to provide advice and direction on programs and activities. 

The RA Cs would contract the P As through a similar rigorous and competitive application process as in 
ADCP-1. The PAs would be local specialists with each responsible for several villages, and usually 
resident in one of the villages with their own land-holding. Following submission of applications, the 
most qualified would be selected to participate in a two-week training program organized by the IAC with 
a ratio of trainees to PA positions of 2: I. At the end of the training program, applicants would be tested 
for in-depth lmowledge and aptitude, and the highest scorers selected. The PAs would be contracted 
initially on a short-term provisional basis while their performance was evaluated. As in ADCP-1, 
contracts would be based on implementation of specific tasks such as training courses and . 
demonstrations, rather than on a monthly salary. The PAs and the RACs would also continue to develop .. 
sources of paid services including individual advisory services; seasonal contracts and support to ; . 
borrowers groups. 

Each RAC would prepare annual and monthly work-plans, to be submitted to the IAC, which would be 
based on a compilation of work-plans for each PA and for the RAC as a whole. Work-plans would be 
based on needs assessments and applications from farmers to participate in a range of possible training 
and demonstration activities. The RACs would submit quarterly and annual progress reports in an agreed 
format similar to that used in ADCP-1. The IAC would monitor RAC activities twice yearly for new 
RACs and annually for existing RACs to confirm that the contracted activities had been carried out to the 
required quality, based on monitoring criteria established during ADCP-1 with the help of an international 
consultant. The scores derived from this monitoring exercise would be used to determine performance
related incentives provided to PAs and RAC specialists. Impact assessments would also be carried out in 
each region two months before the completion of each RAC contract in order to assess the value and 
demand for the services, to provide indicators for improvement, and to provide an input for determining 
whether RAC contracts should be renewed. 

Veterinary Services. The sub-component would be coordinated by a Veterinary Team consisting of three 
national specialists contracted by the PMU, as under ADCP-1. One of these specialists would primarily 
be responsible for the overall coordination and monitoring of the sub-component activities; the second for 
institutional development of the VFUs; and the third for the support to the SVS including the disease 
surveillance and control program. The Veterinary Team would report on technical matters to the Chief 
Veterinary Officer and would report on project administrative matters to the PMU Director. The team 
would liaise with SYS staff at headquarters and regional levels, and would monitor VFU compliance and 
performance directly on a regular basis. 
The private VFU veterinarians would be selected based on applications submitted by SVS veterinarians 
wishing to establish private practices. Selection criteria would include aspects such as technical expertise, 
experience in veterinary work, understanding of commercial practices and access to transport. Selected 
applicants would generally not be older than 45. All new VFUs would be private from the outset, with 
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' their own bank accollllts and premises, and would be provided with a start-up package of equipment and 
remedies. With the help of the Agency Veterinary Team, the VFUs would select the equipment and 
remedies from the list agreed during preparation up to the agreed value to reflect differences in disease 
incidence and requirements among districts. The Veterinary Team would combine the requests, and with 
the assistance of the PMU procurement officer, would obtain the supplies from locally available sources 
and distribute them to the VFUs. The Veterinary Team would also be responsible for organizing the 
initial, refresher training and other training for VFUs. Incentives for veterinarians to leave the SVS and 
establish a private practice will be provided initially, but will be reduced to zero by the end of the project 
as income-generating opportunities come on line. The VFU s would also be responsible for carrying out 
an initial disease survey to determine disease patterns and prevalence in their regions, and would also 
carry out tasks contracted to them by the SVS in disease surveillance and control as agreed with the SVS. 

The contract between new VFUs and the PMU would be different from that used in ADCP-1, and would 
specify the support to be provided through the project, including the method of payment, duration and 
scaling down of incentive payments over the course of the project. For new VFUs, it is anticipated that 
incentives would be reduced to 50% in the third year of operation and to zero in the fourth year. For 
existing VFUs, incentives would be reduced by 20% per quarter from the second quarter of the second 
year of the project. The responsibilities of the VFU staff including care of equipment, keeping records 
and reporting would also be spelled out in the contract. The existing VFUs from ADCP-1 would be 
required to sign the same contract for project support to continue. In the event of a VFU ceasing practice, 
all equipment would be returned to the project. 

Support for the professional private Azerbaijani Veterinary Association (AV A) would be provided based 
on a Memorandum of Understanding between the PMU and the AV A and submission of an agreed annual 
work plan. Support would be provided only for implementation.of the specified tasks, not for salaries. 
The AV A would have the responsibility for organizing workshops, publications and conferences for its 
members and representing its members in negotiation with the SVS and government. 

The SVS would be responsible for implementing the disease surveillance and Al preparedness support 
activities in liaison with the Agency Veterinary Team. Specifically, the SVS and Agency Veterinary 
Team will collaborate in institutionalizing closer collaboration with the VFUs, supported by the 
international technical advisors. Provision has been made for contracting the private veterinarians for 
disease surveys and reporting, and thus piloting a mechanism for widening the contracting system. The 
Agency Veterinary Team and international advisor will prepare draft contracts for this purpose. 

The SVS would assign a qualified veterinarian from the Epidemiology Unit to be the collllterpart for the 
Disease Surveillance and Preparedness activities. A functioning modem disease control strategy by the 
SVS is a project objective. Senior management of the SVS and MOA would be responsible, in 
collaboration with international technical advisors, for; (a) developing and obtaining agreement for 
epidemiologically based disease preparedness plans; (b) implementing the agreed surveys and studies for 
at least two priority public health or livestock diseases, (c) implementing priority disease 
surveillance/control strategies through relevant government institutions; and (d) implementing avian 
influenza control mechanisms and assuring high capacity of the staff involved. 

International technical assistance would focus on capacity-building for modem epidemiologically based 
surveillance and control of both endemic and exotic diseases. This technical assistance is required in 
order to: (a) put the skills learned into rapid practice; (b) build in-country capacity with these modem 
skills; (c) strengthen institutions and systems, including the Azeri Veterinary Association, SVS disease 
surveillance and food safety certification; (d) lead training in modem epidemiology and production
related medicine. Short-term training by international laboratory specialists, particularly for use of newer 
laboratory diagnostic and analytical equipment, will also be required. 
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Improved Access to Adaated Technologies. The sub-component would be coordinated by the Research 
Secretariat consisting of the Head of the Secretariat, who would also be responsible for the Competitive 
Grants Program, and a specialist responsible for liaison with the selected Research Institutes. The 
Research team would have overall responsibility for monitoring the compliance with agreed actions and 
performance of the Research Institutes on a regular basis. The Head of the Secretariat would report 
administratively to the Director of the PMU, with the PMU having responsibility for procurement, project 
financial management and overall monitoring and evaluation. The Head of the Secretariat would report 
technically to the Head of the Agro-Science Center of the MOA. 

Project support would be based on an agreed annual work plan based on the reform strategy, and on 
achievement ofa series ofmonitorable milestones. The milestones will be based on the implementation 
schedule proposed in the reform plan for each institute. The first milestone prior to implementation of the 
sub-component activities will be agreement on the restructuring plan for each institute and preparation 
and signature of a Memorandum of Understanding which will lay out the program including the 
implementation schedule and staffing program. Annual progress reports as well as the annual work-plans 
would be submitted for review to the WB. 

The research institutes are under the subordination of the MOA. The institute that the project would 
cooperate with, would have an Advisory Board with a new composition and tenns of reference with the 
responsibility of ensuring that a high standard of research work is maintained and the work is fully 
responsive to the new needs of the agrarian sector. It will set the policy standards, approve the work 
program and budgets of the institutes and will have a special responsibility for monitoring and evaluation 
of the institutes' work. The membership of the Advisory Board will include representatives' of private 
sector producers, agro-processors and traders; advisory services; NGOs and representatives of Agrarian 
Science Center, MOA, Ministry of Finance and Ministry of Economic Development. The chairperson 
will be an eminent person from the private sector. The membership of the Board will be approved by the 
Minister of Agriculture and the director of the institute will be an ex officio member of the Advisory 
Board. A Technical Committee will also be established at each of the institutes to assist the director with 
the management of the program. The Technical Committee will be chaired by the director and will 
include the deputy directors, leaders of the programs, heads oflabomtories and research-extension 
coordinator. It would also include a few technical experts from outside the institute. The annual work 
plan and the budgets will be developed under the aegis of the Technical Committees and be passed to the 
Advisory Boards for approval. 

The proposed staffing program, including staff reductions, will be agreed based on the proposals laid out 
in the reform programs for each institute. Included in the milestones will be completion of a staff 
assessment (skills analysis) for each institute; preparation ofa human resources development plan; and a 
training plan for remaining and newly recruited young staff. 

The research institutes would link closely with the information and advisory services for field 
demonstrations and workshops, publication of good practices, and information and training activities. 
The Research team in the PMU would be responsible for ensuring that extension activities are 
implemented in collaboration with the information and advisory system. 
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Annex 7: Financial Management and Disbursement Arrangements 

AZERBAIJAN: Second Agricultural Development and Credit Project 

Executive Summary and Conclusion. An assessment of the continuing adequacy of the financial 
management systems of the existing PMU within the State Agency for Agricultural Credits (SAAC) 
under the Ministry of Agriculture was earned out for the implementation of the proposed ADCP-II 
Project. Such systems include: accounting, financial reporting, staffing, internal controls, flow offunds 
for both the IDA Credit and the Government contribution, and auditing arrangements. The program 
support is provided through a three-phased 10-year Adaptable Program Lending Program of which 
ADCP-II is the second phase. The existing financial management arrangements at the PMU that is 
implementing the ongoing ADCP-I will continue for the implementation of the proposed ADCP-II. 
Conclusion derived is that the existing systems of the PMU meet Bank minimal financial reporting 
requirements. Although the ongoing ADCP-1 in-house accounting system is adequate for project 
accounting and is already generating the required quarterly financial reports, the PMU has decided to 
replace the existing system with an off-the-shelf lC system/software. This software requires 
customization of the financial reporting module to automatically generate the required quarterly Interim 
Financial Reports. The system will be financed from the PHRD preparation Grant, and will be fully 
operational before the Project's effectiveness. 

Country Issues. A Country Financial Accountability Assessment (CFAA) for Azerbaijan was carried 
out in 2003. The report identified weaknesses in the country's financial accountability and made 
recommendations to strengthen public secto.r budgeting; public and corporate sector accounting, auditing, 
governance; and institutional capacity building to sustain reforms. The Government has undertaken 
accounting and auditing refonns in the country, 'with support from the Banlc and other development 
partners. Such reforms include: (i) development of Treasury Information System and improvement in 
budget preparation; (ii) enactment of new Accounting Law mandating introduction of International 
Financial Reporting Standards for public interest entities, including state-owned enterprises; (iii) 
institutional capacity building for implementation of accounting legislative reforms; and (iv) capacity 
building of the Chamber of Accounts (Supreme Audit Institution), and the Chamber of Auditors -the 
country's audit services regulator and standard-setter. The proposed Corporate and Public Sector 
Accountability Project will provide support to private sector development and investment, improve public 
financial management and accountability, and establish a sustainable training capacity in accounting and 
auditing. The project will be integrated into the Government's overall program of accounting and reform 
in the country 

The Country Procurement Assessment (CPAR) carried out in 2002 reviewed the current two-stage 
control by the Ministry of Finance following budget allocation on contract-by-contract control whereby 
the prices of bids are compared to some "average market price" and rejected to the extent that the 
successful bid price exceeds the hypothetical market price. The CP AR recommended that this control 
should be abandoned as it leads to widespread inefficiencies and corruption. Another recommendation 
that impacts Project financial management was strengthening total budget control to ensure the value of 
all contracts entered into in any one budgetary year does not exceed the budget allocation for that year. 

The Country Portfolio Performance Review of May 2005 identified some generic issues affecting 
Bank-financed projects. The key issues that are being monitored by the Ministry of Finance and the Bank 
include, amendment to the Public Procurement Law in line with international standards, enhancing 
capacity of the project implementing entities and government entities that implement Bank-fmanced 
projects through training in financial management and procurements. The Banlc continues to provide 
training in these areas annually, and as need arises for the new project implementing entities. 

- 56-



Project Accounting and Financial Reporting. Accounting and financial reporting is centralized at the 
PMU. Cash basis of accounting is applied in project accounting and financial reporting using an in-house 
accounting software. Reports are submitted monthly to the PMU and enable the PMU to collect data for 
the consolidation of the Project financial statements. The existing in-house accounting and financial 
reporting software will be replaced with the 1 C Bookkeeping that is capable of accounting and reporting 
in multi-currency and multi-languages (English and Russian), and which will be capable to automatically 
generate the required quarterly Interim Financial Reports8

• The Interim Financial Reports will be used for 
project monitoring and supervision, and will include three parts: (i) Financial Reports which at a 
minimum must include statement showing cash receipts by sources and expenditures by main expenditure 
classifications for the period reported, cunrulative and planned for the next period; (ii) Physical Progress 
Reports showing narrative information and output indicators agreed during project preparation, linking 
financial infonnation with physical progress, and highlighting issues that require attention; and (iii) 
Procurement Monitoring Reports providing information on the procurement of goods, works, and 
selection of consultants, and on compliance with agreed procurement methods comparing procurement 
performance against the plan agreed at negotiations. A full set of Interim Financial Reports will be 
prepared quarterly throughout the life of the project, and submitted to the Bank no later than 45 days after 
end of each quarter. Afinancial covenant on submission of the quarterly Interim Financial Reports and 
maintenance of adequate financial management systems is included in the legal agreement. 

Staffing and Internal Controls. The PMU has adequate number of skilled and experienced staff that 
have gained experience through implementation of the ongoing Bank-financed ADCP-1. Such staff 
includes the PMU director who reports to the SAAC, finance manager, two accountants, procurement 
manager, monitoring specialist, and other relevant specialists of the central PMU. The financial 
management team that comprises the fmance manager and two accountants in the centraJ;PMU, and the 
accountants of the RACs have received training in financial management, disbursements and auditing 
requirements. Additional training will be required during the implementation of the proposed Project and 
the regional expansion of RACs. The duties of the financial management staff are properly segregated to 
ensure transparency in accounting and financial reporting. The finance manager is responsible for 
controllership function (planning, budgeting and financial reporting) and supervising the accountants, 
while posting of accounts in the accounting system, accounting for the competitive grant program, and 
treasury function (banking and general cash management) are assigned to the each respective accountant. 
Accounting and financial reporting rules, regulations, policies and procedures are documented in an 
existing Operational Manual. 

Budgeting. Annual budget process starts in January of each year with the issuance of Decree of the 
Cabinet of Ministers in accordance with the Budget Law, and from directive issued by the Ministry of 
Finance and sent to recipients of budgetary funds. The budget is prepared and consolidated by the 
Finance :Manager based on financing and expenditure needs from Project participating beneficiaries. The 
budget is reviewed by the PMU and Agency directors and forwarded to the Ministry of Finance for 
discussion and approval in July of each year. After discussions and negotiations between the 
SAAC/PMU and the Ministry of Finance, the budget is submitted to the Cabinet of Ministers by the 
Ministry of Finance in September of each year. Parliamentary approval of the budget talces place around 
November of each year. Budgetary allocations are made available to the SAAC/PMU in January or 
February of each year. 

Funds Flow. The total project cost estimate of USS 57.7 million will be financed with (i) IDA Credit 
{standard terms) of US$ 20.5 million equivalent; {ii) IDA Credit (hard term) of USS 8 million equivalent; 
(iii) Government contribution of US$ 12.5 million of which around US$ 3.4 million are Ministry of 
Agriculture funds for the support of the information and advisory component plus US$ 9.56 million 

Formerly referred to as Financial Monitoring Reports (FMRs) 
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contribution from the LFI revolving fund; and (iv) Beneficiary contribution of US$ 4.55 million. The 
Borrower for the IDA Credit is the Republic of Azerbaijan, represented by the Ministry of Finance 
(MOF), and with the Ministry of Agriculture as the beneficiary. 

The Country Financing Parameters for the Republic of Azerbaijan approved in December 2004 will be 
applied to determine the level of IDA and IBRD financing. These Parameters allow cost sharing ofup to 
100 percent, no country-level limit on financing of recurrent costs, and local and foreign costs may be 
financed in any proportions required for the project. Regarding financing of taxes, no taxes and duties are 
judged to be unreasonable. IDA can therefore finance all taxes and duties associated with project 
expenditures. In the Republic of Azerbaijan, international financial institutions' projects are exempted 
from paying VAT. 

(a) Allocation of IDA Credit Proceeds. Funds will be disbursed against specific Project 
expenditures, including works, goods, consultant's services, training, grants and incremental operating 
costs. Procurement of these goods, works and services will be financed under IDA 'hard terms' (US$ 8 
million), and IDA 'standard terms' (US$ 20.5 million). Disbursements of the Credit will be transaction
based, and will include reimbursements with full documentation, reimbursements on basis of Statements 
of Expenditures for small expenditures with defined thresholds, payments against Special Commitments, 
direct payments to third parties, and payments through the Special Account. 

Designated Account. To facilitate project implementation, two Designated Accounts for standard and 
hard IDA term Credit funds will be opened in a commercial bank, on terms and conditions acceptable to 
IDA. The Designated Accounts will be replenished regularly, at least every three months,·and audited in 
conjunction with the annual audit of the project. 

The total authorized allocation to the Designated Accounts will be limited to with ceilings of US$ 1 
million and US$ 2 million, respectively. Replenishment applications should be submitted at least every 
three months and must include reconciled bank statements as well as other appropriate supporting 
documents. 

Statements of Expenditures (SOEs). SOEs will be used for: (a) goods contracts with estimated costs 
less than US$ 400,000 each; (b) works contracts less than US$ 400,000 each; (c) consultants contracts 
with firms less than US$ 200,000 each; (d) individual consultants less than US$ 50,000; and (e) 
incremental operating costs, training, and sub-loans. For all above contracts, full documentation in 
support of the SO Es will be retained at the PMU and made available for review by Bank missions during 
project supervision and by the project's auditors. Disbursements for expenditures above SOEs threshold 
will be made against presentation of full documentation relating to those expenditures. The SOEs 
documents will be retained at the PMU for at least two years after closing of the project. 

Table lA: Allocation of Credit Proceeds 

Category Amount of the Credit Amount of the Percentage of 
A Allocated Credit B Allocated Expenditures to be 

(expressed in USD) (expressed in USD) Financed 

(1) Works and Goods 2,424,000 80% 

(2) Consultant's Services, 
including Audits 

I 10% untilDecember 31, (a) for !AC and RAC under 2,685,000 
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Component 2 (a) of the Project 2008 and 30% thereafter 

(b) for others 2,460,000 80% 

(3) Training 1,294,000 100% 

(4) Sub-loans under Component 8,650,000 100% 
I (a) of the Project 

(5) Sub-loans under Component 8,700,000 55% 
1 (b) of the Project 

(6) Competitive Grants under 1,800,000 100% 
Component 1 (c) of the Project 

(7) Incremental Operating Costs 

(a) for IAC and RAC under 212,000 70"/o until December 31, 
Component 2 (a) of the Project 2008 and 30% thereafter 

(b) for others 975,000 55% 

TOTAL AMOUNT 8,700,000 20,500,000 

Competitive Grant Scheme. The CGS will award around 90 small grants averaging about US$ 20,000 
each. The beneficiaries will be required to contribute at least 30 percent of the total cost of the proposed 
activities. Financing of grant activities from the ID.A Cr_edit will be made through local bank accounts 
opened solely for the purpose of the competitive grant program on terms and conditions satisfactory to 
IDA and the PMU. Replenishments to the bank accounts will be made on basis of agreed milestones and 
financial reports that are reviewed and approved by the CGS Secretariat, the central PMU director and 
finance manager before any replenishment are made. Existing accounting and administrative controls 
over the implementation of the Grant activities are adequate. An operational review will be carried out 
every two years, and as part of the project mid-term review. 

Sub-Loans. Line of Credit for banks and leasing companies will be made available for investment 
activities for agro-processors .and other agribusinesses. The Participating F1nancial Institutions (PFI) will 
sign Subsidiary Loan Agreement with the ADCP-11 to make sub-loans to sub-borrowers on terms and 
conditions set forth in the Rural Investment Guidelines, and in accordance with Rural Investment 
Guidelines. The lending terms will be based on 6-month LIBOR+2%. The sub-borrowers will be 
required to contribute minimum 20% towards cost of sub-project fmancing. 

(b) Government Contribution. The Government counterpart funds of USS 12.55 million will be 
disbursed from budgetary allocations disbursed through the Treasury System to a Project Account opened 
for the SAACIPMU. The authorized official from the PMU will be responsible for the management of 
the Project Account for financing eligible Project expenditures. Currently, the PMU Director is the 
authorized official to sign withdrawal applications (payment orders) to finance expenditures fmanced 
from the Project Account. In order to ensure adequate counterpart funds are made available before the 
start of project implementation and replenished regularly, the Recipient will be required to make an 
initial deposit to the Project Account in the amount of(US$ 100,000) which is equivalent to three months 
project expenditures, to be replenished regularly. 

Auditing Arrangements. The audit of the proposed project will be conducted by independent auditors, 
and under terms of reference acceptable to IDA. The annual audited project financial statements will be 
provided to the Bank within six months of the end of each fiscal year, and also at the closing of the 
project. The first audit for the Project will be at the end of the first year of Project implementation. The 
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scope of the financial audit will be agreed with the borrower, but will include the audit of the project 
financial statements, the Designated Account, disbursements made on basis of Statements of Expenditure 
(SOEs). The contract for the audit awarded during the first year of project implementation and thereafter 
can be extended from year-to-year with the same auditor, subject to satisfactory perfonnance. Such 
contract would be procured under Least-Cost Selection procurement method. A financial covenant for the 
annual audit of the project financial statements will be included in the legal agreement. An operational 
review of the Credit Unions will be carried out during the Project mid-term review. Regarding the audit 
of the PFls, the Subsidiary Loan Agreement between the Ministry of Finance and the PFis require the 
Participating Financial Institutions (PFis) to have its accounts and records audited by external auditors 
each fiscal year. The audited financial statements will adequately reflect, in accordance with sound 
accounting practices, the operations, resources and expenditures in respect of the Credit Line operations 
under the Project. 

Risks Assessment and Mitigation. Country-level financial management risks (inherent risks) and 
Project-level financial management risks (control risks) are summarized below, and outlined in the report 
available in the Project files. Inherent risks are considered high while control risks are assessed as 
moderate. Overall risk for the Project is rated as Moderate. The following project and entity level 
measures will mitigate such risks for project implementation. 

Risks and Mitigation Measures 

Risk Risk Ratin2 Risk Miti2atln2 Measures Incorporated Into Prol ect Deslim 
1. Inherent Risk 

Country Level High The PMU has separate project financial management arrangements 
including dedicated staff, accounting systems and operations 
manual, and use of acceptable external auditors acceptable to IDA. 
Legal and regulatory reforms conducive to increased accountability 
and efficiency addressed in the ongoing PRSC. I and in the proposed 
Comorate & Public Sector Accountabilitv oroiect. 

Entity Level Moderate PMU experienced in implementing Bank-financed projects and grant 
activities. Additional training will be provided. 

Project Level Moderate Existing accounting is adequate for project accounting. The 
proposed lC system to replace the existing in-house system will be 
fully ooerational soon. 

2. Control Risk 
Staffimz Low rJ/a 
Budgeting Moderate n'a 
Accounting Moderate n'a 
Internal Control Moderate n'a 
Funds Flow Moderate Government to deposit an Advance to the Project Account to be 

replenished ciuarterlv 
Financial Reporting Moderate lC Accounting and Financial Reporting software to be installed and 

customized for the implementation of the ADCP-11 Project 
Inmlementation. 

Auditing I Moderate External audit will be appointed by April 14, 2007 under terms of 
reference accentable to IDA 

Strengths. The existing PMU has the experience and capacity to implement the proposed ADCP-11, 
having implemented the first phase (ADCP-1) of the three-phased IO-year Adaptable Program Lending. 
The financial management staff of the PMU has received training in financial management, 
disbursements and auditing, and additional training will be provided during project implementation. 
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Weaknesses and Action Plan. There are no major weaknesses identified in the financial management 
systems of the PMU. However, the PMU has decided to replace the existing in-house accounting and 
financial reporting system with an off-the-shelf lC software. The software is being installed and 
customized for financial reporting to both the Bank and the Government. The software/system will be 
fully operational before start of project implementation. There are no other changes in the financial 
management systems and arrangements for the proposed Project that are already considered adequate for 
the implementation of the Project. 

Financial Covenants. The PMU will be required to maintain a financial management system, including 
records and accounts, and prepare financial statements adequate to reflect operations, resources and 
expenditures related to the project. The quarterly Interim Financial Reports will be submitted to the Bank 
no later than 45 days after end of each quarter. The project records and accounts will be audited annually 
by independent auditors under terms ofreference acceptable to the Bank, and the audit report submitted to 
the Bank no later than six months after each year audited. It was agreed at negotiations that the Recipient 
will deposit an advance ofUS$100,000 to the Project Account by December 1, 2006, and maintain a 
balance in the account until completion of the project, with the amount adequate for the subsequent three 
months of Project implementation. 

Supervision Plan. The Bank will conduct financial management supervision every six months to 
monitor progress of project implementation. The financial management supervision would pay particular 
attention to: (i) disbursements and financial management arrangements; (ii) review of the project's 
Interim Financial Reports and audited financial statements; and (iii) review of implementation of 
auditor's recommendations on strengthening systems and controls as outlined in the Management Letters 
issued by the auditors with the ·annual Audit Reports. 
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Annex 8: Procurement Arrangements 

AZERBAIJAN: Second Agricultural Development and Credit Project 

A. General 

Procurement for the proposed project would be carried out in accordance with the World Bank's 
"Guidelines: Procurement Under IBRD Loans and IDA Credits" dated May 2004; and "Guidelines: 
Selection and Employment of Consultants by World Bank Borrowers" dated May 2004, and the 
provisions stipulated in the Legal Agreement. The general description of various items under different 
expenditure category are described below and swnmarized in Table A For each contract to be financed 
by the Credit, the different procurement methods or consultant selection methods, the need for 
prequalification, estimated costs, prior review requirements, and time frame are agreed between the 
Borrower and the Bank project team in the Procurement Plan. The Procurement Plan will be updated at 
least annually or as required to reflect the actual project implementation needs and improvements in 
institutional capacity. 

Procurement of Works: Works procured under this project, would include: construction and 
rehabilitation of veterinary laboratory facilities and agricultural research institutes. The procurement will 
be carried out using the National SBD agreed with the Bank. 

Procurement of Goods: Goods procured under the credit would include specialized equipment for agro 
industries. Since the majority of specialized equipment to be procured is required to have installation, 
therefore, majority of the Goods will be procured through Supply and Installation. Other Goods procured 
under this project would include: veterinary services' laboratory refurbishment, refurbishment of 
agricultural research institutes and other IT related equipment (Information Technology goods and ready· 
made software, furniture, vehicles etc.) will be procured through ICB and shopping. The procurement 
will be carried out using Bank's SBD for all ICB and National SBD agreed with the Bank. Shopping of 
goods under the specific threshold will be carried out by comparing price quotation obtained from at least 
three suppliers. 

Procurement under Sub-Loans will follow established Private or Commercial Practices which have 
been found acceptable to the Association and are referred to in paragraph C.4 (d) of Section V of 
Schedule 2 to the financing agreement. Procurement under Competitive Grant Scheme will follow 
Community Participation procedures and are referred to in paragraph C. 4 ( d) of Section V of Schedule 2 
to the financing agreement. These procedures and thresholds will also be further detailed in the 
operational manual. 

Selection of Consultants: Consultants' services would include capacity building for Credit Unions and 
PFis, marketing, information and advisory services, disease surveillance and monitoring, adapted research 
(firms selected under QCBS and CQ procedure). Individual consultants will be selected by comparing at 
least three CV s. 

Incremental Operating Cost: The project will finance the incremental operating costs of about US$ 2.2 
million to oversee and manage the project, including: (a) PMU and other professionals travel expenses 
locally and abroad; and (b) communications, maintenance and operation cost for equipment and vehicles 
procured or used under the project. 
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B. Assessment of the agency capacity to implement procurement 

The project activities would be implemented by the Project Management Unit, consisting of full time staff 
dedicated for the proposed project. It would include the Head of the ADCP-11 PMU, as well as specialists 
in Procurement, Financial Management, Monitoring and Evaluation and IT. The PMU would be 
responsible for developing and updating the consolidated Project Implementation Plan, ensuring that 
project activities are implemented according to the PIP, reporting on project progress to the Agriculture 
Minister of GoA. PMU staff and GoA management and the World Bank, ensuring that procurement of 
goods, works and services will be carried out in a timely manner, in accordance with World Bank 
guidelines, managing project funds, maintaining accotmts, getting the accounts audited, ensuring adequate 
budget provisions for the PMU in the national budget, facilitating the work consultants and working 
groups, reviewing consultant outputs, organizing acceptance testing required system etc. The head of the 
ADCP would ensure that the PMU has access to decision-makers at the appropriate level and can bring 
emerging implementation or coordination problems to their notice in a timely and proactive manner. 

An assessment of the capacity of the Implementing Agency to implement procurement actions for the 
credit has been carried out by Mr. Gurcharan Singh, Sr. Procurement Specialist, on February 19, 2006. 
The assessment reviewed the organizational structure for implementing the project and the interaction 
between the project's staff responsible for procurement and the Ministry's relevant central unit for 
administration and finance. 

The risks concerning the procurement component for implementation of the project have been identified, 
and include the fact that the procurement officer of the ADCP PMU has gained a good.experience in 
procuring goods, works and services under the ADCP-1 project. In ADCP-1, there were· no cases of fraud 
or corruption identified and reported. The PMU Director and procurement officer have reasonable 
experience to carry out procurement according to the Bank's procedures. The overall project risk for 
procurement is rated medium. 

C. Procurement Plan 

The Borrower at appraisal developed a Procurement Plan for project implementation which provides the 
basis for the procurement methods. This plan has been agreed between the Borrower and the Project 
Team on May 16, 2006, It will also be available in the Project's database and in the Bank's external 
website, (without the estimated costs if the borrower requires it). The Procurement Plan will be updated 
in agreement with the Project Team annually or as required to reflect the actual project implementation 
needs and improvements in institutional capacity. Regional Advisory Center contracts in the existing five 
regions of ADCP-1, might be considered potentially for direct contracting for the start-up of ADCP-11. 
The updated PP for each subsequent year will be submitted to the Bank for approval before the end of the 
previous year and will use a pre-defined standard format which will, as a minimum, list: (i) goods and 
services to be procured during the following calendar year, (ii) their value; (iii) the method of 
procurement; and (iv) the timetable for carrying out the procurement. At the time of approving the annual 
work program, IDA will agree on the consistency with the application of the Bank procurement 
guidelines to the specific procurement lots expected during the year and their methods of procurement. 

D. Frequency of Procurement Supervision 

In addition to the prior review supervision to be carried out from Bank offices, the capacity assessment of 
the Implementing Agency has recommended two supervision missions per year. The post review of 
procurement actions would also be carried out during the supervision mission. 
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For greater oversight, the Post Review will be conducted one out of five contracts in the initial stages and, 
as the project progresses and based on experience gained, this number shall be reviewed. 

Table A: Project Costs by Procurement Arrangements 
(US$ million equivalent) 

Procurement Method I 
Expenditure Category ICB NCB 

Other2 N.B.F. Total Cost 

1. Works 0.00 0.34 0.14 0.00 0.48 
(0.00) (0.29) (0.12) (0.00) (0.41) 

2. Goods 0.89 l.17 0.50 0.00 2.56 
(0.73) (0.94) (0.39) (0.00) (2.04) 

3. Consultant Services 0.00 0.00 10.58 0.00 10.58 
(0.00) (0.00) (5.15) (0.00) (5.15) 

4. Operating Cost 0.00 0.00 2.19 0.00 2.19 
(0.00) (0.00) (1.19) (0.00) (1.19) 

Total 0.89 1.51 13.41 0.00 15.81 
(0.73) (1.23) (6.85) (0.00) (8.79) 

1/ Figures in parenthesis are the amounts to be financed by the Bank Loan. All costs include contingencies. 
21 Includes civil works and goods to be procured through shopping, consulting services, services of contracted staff of 

the project management office, training, technical assistance services, and incremental operating costs related to (i) 
managing the project, and (ii) re-lending project funds to local government units. 

Bank Review of Procurement Decisions 

(a) ICB Works Contracts estimated to cost above USD equivalent 400,000 per contract, all ICB Goods 
Contracts estimated to cost above USD equivalent 300,000 and all Direct contracting will be subject to 
prior review by the Bank. 

I Consultant Services QCBS 
i Expenditure 
• Category 

A. Finns 2.57 
(0.89) 

B. Individuals 

Total 2.57 
(0.89) 

Consultant Selection Arrangements 
(USD million equivalent) 

SFB LCS CQ Otl).er 

0.00 0.00 0.75 0.00 
(0.00) (0.00) (0.75) (0.00) 
0.00 0.00 1.79 
(0.00) (0.00) (0.18) 
0.00 0.00 0.75 1.79 
(0.00) (0.00) (0.75} (0.18} 

N.B.F. Total 
Cost 

0.00 2.04 
(0.00) (1.73l 
0.00 1.79 
(0.00) (0.18) 
0.00 3.83 
(0.00) (1.91) 

(b) Consultancy services estimated to cost above USD equivalent 200,000 (Firms) per contract or above 
US$ 50,000 equivalent (Individual consultants) will be subject to prior review by the Bank. 

(c) NCB procedures apply to all Works Contracts< USD equivalent 400,000 with the first two NCB 
Works Contract subject to prior review and all Goods contracts< USD 300,000 equivalent with the first 
two NCB Goods Contracts being subject to prior review. 
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( d) Shopping procedures apply to all goods and works contracts < USD equivalent 100,000 with the first 
two shopping contracts being subject to prior review. 

(e) Short lists composed entirely of national consultants: Short lists of consultants for services 
estimated to cost less than USO 100,000 equivalent per contract may be composed entirely of national 
consultants in accordance with the provisions of paragraph 2.7 of the Consultant Guidelines. 

Procurement Risks and Mldgatlons 

The Country Procurement Assessment Review (CPAR) and the experience of other IDA- and other 
international funded projects indicate that project procurement could face the following challenges: 

(i) The weak governance environment, weaknesses in accountability arrangements, and an overall 
lack of transparency in conducting procurement processes creates major risks of corruption, 
collusion and fraud; 

(ii) The administrative system as it operates in practice creates opportunities for informal interference 
in the procurement process by senior officials - creating opportunities for waste, mismanagement, 
nepotism, corruption, collusion and fraud; 

(iii) Government officials likely to be involved in project procurement through Tender Committees 
may not be familiar with procurement procedures; and 

(iv) Suppliers and contractors, and goods and works required for the project in the current country 
conditions may not be available. As a result, there· may be inadequate competition resulting in 
higher prices of goods, works and services. 

The following strategy has been devised to mitigate the above risks: 

• To mitigate the risks of collusion, fraud, corruption, waste and mismanagement, implementation 
arrangements will be geared to achieve the highest possible level of transparency in project 
implementation. 

• In particular, the publicly accessible project website or SPA website will include all relevant 
information to facilitate transparency and integrity of implementation, including the following: 
• Project Appraisal Document and Financial Agreement; 
• advertisements; 
• funding proposals; 
• tenns ofreference for all activities; 
• contract awards; 
• progress reports from implementing entitjes; 
• a designated senior official \vith a publicly advertised phone number and postal/email address for 

receiving complaints; 
• a procedure for handling complaints satisfactory to the Word Bank; 
• complaints received and action taken. 

• All consulting contracts costing above US$200,000, ICB and NCB contracts for goods and works will 
be published in the UNDB and DgMarket, in accordance with World Bank Guidelines; 
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• The government project team will apply a 'one-strike' policy to all contractors and consultants - any 
case of complicity in corruption, collusion, nepotism and/or fraud will lead to dismissal, 
disqualification from all further project activities and prosecution; · 

• A half day project launch workshop will be conducted for PMU staff, representatives of the Ministry 
of Agriculture and relevant staff of all other entities involved in project implementation; 

• All evaluation committee members must have the requisite qualification in the specific filed for 
which an assignment is being assigned. 

,I. 
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Annex 9: Economic and Financial Analysis 

AZERBAIJAN: Second Agricultural Development and Credit Project 

Cost benefit 
Cost effectiveness 
Other (specify) 

Project Benefits 

NPV =US$ 4.1 million; ERR= 16% 

Project activities are expected to lead to increased incomes of fanners and rural entrepreneurs resulting 
from training and demonstrations provided under the extension and research components; strengthened 
veterinary services; as well as direct incremental benefits of sub-projects implemented under the 
Competitive Grant Scheme (CGS); and spread-over effects in terms of: (i) improved benefit/cost 
indicators, (ii) reduced losses of production and processing, (iii) improved quality of products, hence 
attracting higher prices on internal and external markets, (iv) improved access to markets (infrastructure 
and infonnation) and related up- and down-stream linkages, consequently reducing transaction costs and 
increasing sales and marketing margins and raising the producers' shai:e in sale prices, and (v) 
employment generation either as hired labor or as increased household labor requirements for both on
farm and off-farm activities. Principal increases in incomes would be largely dependent on farmers/rural 
entrepreneurs adopting improved technologies, which the project will promote directly through the 
extension-, veterinary-, research- and CGS-focused interventions as well as indirectly by improving the 
market access, supporting mark~ting linkages and private sector development, and generally creating a 
favorable economic environment that.encourages farmerS/rural entrepreneurs to produce more 
competitive products. 

There are more benefits related to project activities that are difficult to quantify, thus they were not 
considered in the economic analysis. For example, at the national level, the improved quality and 
efficiency of agricultural and food production would increase the value and volume of rural domestic and . 
export trade and contribute to an improved trade balance. In addition, the project would generate 
incremental tax revenues as a result of increased volume of taxable production. The amount of taxes 
collected would be increased gradually over a period of time. These additional financial resources would 
be available for sufficient funding on rural infrastructure and other social goods, and therefore make a 
positive contribution to economic growth and improved quality of rural life. 

Economic Analysis 

Introduction. The period of analysis is 15 years to account for the phasing and gestation period of the 
proposed interventions. The scenario presented in the economic analysis is rather conservative. The 
analysis that appears below is indicative and demonstrates the scope of profitability originated from 
conditions prevailing at the time of the prep!lration. 

Derivation of Incremental Benefit Stream. The analysis attempts to identify quantifiable benefits that 
relate directly to the activities undertaken following implementation of the project's components. No 
credit component has been undertaken in the calculation of project benefits because the probable uptake 
of loans for the different income generating activities cannot be certainly knovm. Therefore, the 
calculation of this benefit stream is rather difficult and therefore has not been attempted. Nevertheless, 
sufficient financial benefits, presented in the following section would likely result in positive economic 
returns. 
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Price estimates for tradable commodities have been based on the World Bank's Global Commodity Price 
Projections, as well as on the prevailing commodity exchange prices of the countries of origin where the 
majority of goods comes from or delivers to. When adjusting prices ofnon-tradable commodities, a SCF 
of 1.0 has been used, as there is no foreign exchange premium according to the World Bank's 
assessment. The detailed derivation of economic prices is presented in Working Paper (on file). All 
values are given in constant 2005 prices. 

For the economic analysis, family labor was valued at AZM: 30,000, figures representative of the daily 
agricultural wage during the peak season as a good estimate of its opportunity cost and its marginal value 
product. 

The incremental quantifiable benefit stream comprises of three main elements derived at fanners' and 
rural entrepreneurs' level from: (i) strengthened and expanded advisory services; (ii) strengthened and 
expanded veterinary services; and (iii) the sub-projects implemented under the CGS. 

Regarding the first two elements, a total number of nine activity models were prepared to represent 
various crops and livestock typical for the project area as well as the possible interventions that may be 
proposed under the project: (i) wheat (both irrigated and rainfed) to represent cereals, potato to represent 
root crops, tomato to represent vegetables, apple to represent fruits and clover to represent fodder crops; 
all showing increased incomes per hectare as a result of agricultural technology testing and 
dissemination; (ii) improved storage of apples to represent the improved marketing activities; (iii} a sheep 
flock model based on 10 ewes, and 2-cows model to represent the project area's livestock patterns and 
the proposed activities in the field of veterinary services. It has been assumed that yields are expected to 

· slightly increase under the without project scenario compared to present situation as agriculture may 
experience autonomous development initiatives especially in the emerging market economy, as well as a 
result of the on-going projects. The summary of these models are presented in Table 1, while the details 
can be found in Working Paper (on file). 

Table 1: Summa11 of Activity Models (economic) 

Item 
Wheat· Wheal· Vegetables fodder Fruits Apple Sheep Cattle 
minfed, illigiited, Potato, (tomato), (clover), (apple), storage, flock, 10 herd, 2 

I ha 1 ha I ha 1 ha I ha Iha lton ewes cows 

GToss OutDut, AZM'OOO 

WOP 1290 2079 14900 11000 1250 10435 1565 ! 1631 2958 
WP 1935 2867 20440 14000 2000 15653 2609 2167 4294 

Incremental 645 789 5540 3000 750 5218 1044 536 1336 

GToss Outpul, US$ 

WOP 281 452 3239 2391 272 2269 340 355 643 
WP 421 623 4443 3043 435 3403 567 471 933 

Incremental 140 171 1204 6S2 163 1134 227 117 290 

Total Costs, AZM'OOO 
"" 

WOP 1330 1959 8406 7102 1136 4724 l.SOO 1507 2006 i 

WP 1854 2398 10851 8762 1714 6923 2,300 1915 2584 

Incremental 524 439 2445 1660 578 2199 800 409 578 

Total Casts, USS 

WOP 289 426 1827 1544 247 1027 326 328 436 
WP 403 521 2359 1905 373 1505 500 416 562 

Incremental 114 95 532 361 126 478 174 89 126 
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Gross Margin, AZM'OOO 

WOP -40 120 6494 3898 114 5711 65 125 952 

WP 81 470 9S89 5238 286 8730 309 2S2 1710 

Incremental 121 350 3095 1340 172 3019 244 127 758 

Gross Margin, USS 

WOP -9 26 1412 847 25 1242 14 27 207 

WP 18 102 2084 1139 62 1898 67 55 372 

Incremental 26 76 673 291 37 656 53 28 165 
With Project 
Benefit/Costs Ratio 1.0 1.2 1.9 1.6 1.2 2.3 I.I I.I 1.7 

WOP-without pro3cct, WP - with project 

The analysis shows that activities in agricultural technology testing and dissemination would result in 
increased incomes. For example, an optimum application of inputs and improved seeds on crops are 
expected to increase their yield by 30%-60% resulting in incremental margins in a range from US$ 26/ha 
to US$ 673/ha. The promotion of improved storing of apples could bring incremental benefits of US$ 53 
per ton. Improved veterinary and animal husbandry for cattle is expected to reduce mortality of adults 
Jfom 4% to 2% and increase milk production in the participating farms from 5 to 8 liters per head per day 
or incremental benefits of almost US$ 85 per cow. Improved feeding and veterinary services for sheep 
would also lead to a reduced mortality of adults from 8% to 5% and to an increase in milk yield from 360 
to 420 liters per head per lactation or additional margins of US$ 28 per flock of 10 ewes. 

In calculating the overall benefits from the advisory and research activities, the following assumptions 
were made: 
• Based on the results from the ACDP-1, an average coverage rate was 50%, or 50% offarmers were 

contacted by the end of the project in the project area, out of whom about 40% put knowledge into 
practice, thus resulting in a total adoption rate of 20%. This adoption rate was used for the analysis. 

• Based on the cultivated area ofrepresentative crops in the project area for the last three years and 
applying the assumed adoption rate of20%, the following volumes were derived for each of the 
adoption models, or acreages of crops where farmers would adopt advanced farm management 
technologies: 

Adoption modell 
Cropp log Adoption Area/Volume, Incremental Incremental net 

patlern•i % rates,% ha/ton margin, USS benefit, uss•ooo 
Grains-ini2ated 45 9 43400 76 3,300 

Grains-rainfed 30 6 19 289 26 S09 
Potatoes 6 1.2 700 673 471 

Fodder 4 0.8 301 37 11 

Ve11etables 7 1.4 1.016 291 296 

Fruits 8 2 1444 656 948 

Fruit stora11e 866 S3 46 

Total 100% 20% 5Ji81 

• It was assumed that farmers would adopt the advanced storing technologies on 10% of fruits on 
which the improved crop growing techniques were applied. 

Based on the above assumptions, the annual incremental benefits from the first stream at full 
development (year 10) are estimated at around US$ 5.6 million. These benefits would increase 
gradually, for example, at the end of project implementation (year 4) only 20% of the potential full
development benefits would be achieved. 
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In calculating the overall benefits from the veterinary activities, it was assumed that one Veterinary Field 
Unit (VFU) would have 300 regular clients per year based on the results of the ACDP-1 declaring that by 
the end of the project one VFU had on average 100 clients per month out of whom 25% were regular 
ones. Adoption of an improved animal husbandry practice by these 300 clients would bring about US$ 
57 700 of net economic benefits at full development, or year 5th ofVFU operation. Taking into account 
the proposed phasing ofVFUs, with 21 VFUs established in the project year 1 and another 11 VFUs in 
the project year 2, the annual incremental benefits from the second stream at full development are 
estimated at about US$ 1.8 million. 

As regards for the third stream, three activity models were prepared. The calculation of such benefits is 
challenging, as the details of future sub-projects cannot be lmown with any certainty. However, possible 
activities and investments that the project beneficiaries may choose have been identified. The specific 
interventions would be identified during project implementation, taking into account the demands of 
beneficiaries and the economic conditions at a particular location as well as services needed to deliver 
and support the selected investments. 

I 

I 

For example, introduction of a slaughterhouse would reduce marketing costs by up to 10% and increase 
the processing capacity of meat by up to 11,000 heads, or the amount of services provided up to 
US$ 17 ,600 per year with incremental net benefits of US$ 5 ,885. Investments in such an innovative 
operation as a gas-drier would bring an additional US$ 9,661 annually due to an increased volume of 
higher quality products. The construction of a refrigerated warehouse would allow for storing of up to 48 
tons of grapes per season that could be sold later at a higher price and with assured quality. This would 
increase the annual net benefit of participating association/informal groups by US$ 7,765. 

The models show that the activities under the CGS have the IRRs in a range of 25% to 37%. These 
estimates could be confirmed by similar activities in other countries. 

The illustrative models have been prepared using relatively conservative parameters for both outputs and 
inputs and account only for indicated income~generating activities. The summary of economic benefits 
of demonstrated sub-projects is presented in Table 2, while the details could be found in the next section 
and in Working Paper (on file). It should be also noted that each full proposal submitted would require 
detailed estimates of the direct and indirect benefits. 

Table 2: Summary of illustrative CGS Sub-protects (economic) 

Incremental 
Estimated Costs (US$) Annual Net Benefits (U$$)-before financinll annual net IRR- NPV-

Model benefil!iper before before 

Without With Project· USS! of financing financing 
CGS Beneficiary Tola! 

Project 
Full Incrcmcnlal investment (%) (US$) 

Development (US$) 

Slaughter House 12,500 16,79S 29,295 0 5885 S,885 0.20 2S% 9,698 
Qa5 Drier 15,538 16.S23 32,060 0 9616 9,616 0.30 38% 24,493 
Refrigerated 
Warehouse 11,300 13,178 24,478 0 7765 1,165 0.32 37% 19182 

Avet'lll!e 13113 15498 28611 0 1.755 7.755 0.27 33% 17.791 

415% 54% 100% 
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In calculating the overall benefits from the sub-projects, the following was taken into account: 

• Considering these examples as a reasonable assumption of the sub-projects likely to be implemented, 
estimated incremental annual net benefits per 1 US$ of investments for each type of activities could 
be used. In particular, an average indicator of US$ 0.27 for the incremental annual net benefits per 
US$ 1 of investments was applied. 

• The incremental net benefits for each type of sub-projects were calculated by multiplying these 
indicators with the amount of estimated investments, but considering the gradual increase of such 
benefits over the period of 10 years. 

• A 50% success rate was applied for COS sub-projects. 

• The benefits of the sub-projects are calculated for the period often years. 

• A spread-over effect to other farmers and rural entrepreneurs is assumed by continuing the net 
incremental benefits of the 10111 year over the next five years. 

• No financing flows have been undertaken in the calculations as they either already reflected in the 
project costs (the project financing and beneficiary's contribution for the investment costs) or 
represent transfer payments (short-term loan's repayment). 

• The example sub-projects for the CGS involve from 2 to 20 beneficiary households. Assuming an 
average direct involvement of around 10 people, the project would directly reach out 900 
beneficiaries, considering that about 90 sub-projects will be implemented. 

Derivation of Incremental Cost Stream. The incremental costs in economic prices have been 
cnlculated by the removal of price contingencies, taxes/duties and credit component. No residual values 
for capital investment items have been assumed. Replacement of vehicles and equipment 
(US$ 350 000 every 5 years for the advisory and veterinary services and US$ 2.2 million for the research 
component) and recurrent costs (USS 2.25 million annually) beyond PY 4 have been included to support 
the advisory, veterinary and research services. The total economic cost of the project presented in 
Working Paper (on file), amounts to about US$ 21 million. 

Overall Estimated Return of the Proposed Project. Given the above benefit and cost streams, the base 
case internal rate ofretum (IRR) is estimated at 16%. The base case net present value of the project's net 
benefit stream, discounted at 12%, is US$ 4.1 million. The summary of economic analysis is presented 
in Table 3. 

Sensitivity Analysis. Sensitivity analysis assessed the effect of variations in benefits and costs and for 
various lags in the realization of benefits. The results are presented below. A fall in total project benefits 
by 20% and an increase in total project costs by the same proportion would reduce the base IRR to about 
6%. 

The switching value for total project benefits is about 21 %; while for project costs it is approximately 
27%. A one-year delay in project benefits reduces the project IRR to 13%. 
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Table 3: Economic Anal)'.sis (Constant 2005 values} 

{!:!SD thousandl PYI PY2 PY3 PY4 PYS PY6 PY7 PY8 PY9 PYIO PYll PYJ2 

Project Benefib 
lncn:mental Returns to Extension 
and it.search 111.6 279.1 SSS.I 1116.2 2232.4 3348.6 4464.8 SS81.0 SS81.0 SS81.0 SSBJ.O SS81.0 

lncmncntal Returns to CGP 0.0 10.9 49.t 120.0 218.l 316.3 403.6 463.6 490.8 490.8 490.8 490.8 

Incremental Returns to VFUs 
Development o.o 121.2 427.2 917.8 llS0.8 1720.2 1!41.2 1847.2 1847.2 1847.2 1847.2 1847.2 

Total Incremental Benefits of 
Financed Activities II 1.6 411.2 1034,4 2JS4.0 3801.3 SJBS.2 611S.6 7891.8 7919.I 7919.t 7919.I 7919.J 

Production Net Benefits II 1.6 411.2 1034.4 2154.0 3801.3 S38S.2 611S.6 7891.8 7919.1 7919.I 7919.I 7919.1 

Toul Project Benefit! I 11.6 411.2 1034.4 21S4.0 3801.3 S38S.2 611S.6 7891.8 7919.t 7919.1 7919.1 7919.t 

Project Ca1ti 

Investment Costs 4S44.4 S393.3 S367.7 3323.6 0.0 o.o 0.0 o.o 0.0 o.o 0.0 o.o 
Replacement of Vehicle and 
Equipment 0.0 222.7 74.8 0.0 0.0 1867.S 222.7 74.8 

Recurrent Costs SSB.6 608.0 S98.3 S77.I 191S.~ 191S.9 19JS.9 l9IS.9 l9U.9 19JS.9 191S.9 191S.9 

Total Project Costs 5103.0 1500l.2 5966.0 3900.7 19ts.9 2138.6 1990.7 191!1.9 191S.9 3783.4 2138.6 1990.7 

Total Project Incremental Net 
Benefits 4991.4 5S90.I 4931.7 1746.7 1885.4 3246.6 4724.9 597S.9 6003.2 4135.7 5780.5 5928.4 

IRR16.1% 
NPV @12% (USO thousand) 

4113.0 

Financial Analysis 

A total of 18 models were prepared to demonstrate the likely activities to be funded by the project: six 
credit models and 12 (9 activity and 3 CGS) models presented above, on the basis of financial prices9. 
They are built upon the information on the production systems gathered during field visits, and a review 
of available documents and statistics as well as the achievements of the ACDP-I. 

The basis of the analysis is the interrelationships between the primary producers, processors and other 
entities in the supply chain. These components of the commodity chain form the basis for the analysis. 
The financial success of one of these partners relies on the success of others in the chain. To illustrate 
this relationship, models for the following commodity chains have been defined. 

(a) Improved technologies and availability of credit, Lead to a replanting of apple orchards to 
supply increasing demand of export traders; 

(b) Increased demand of canneries for raw material lead to an expanded planting area of 
vegetables feasible thanks to improved technologies and availability of credit; 

( c) Expansion of dairy herd/sheep flock due to credit and adoption of improved animal 
husbandry lead to greater productivity of livestock to supply milk demanded by dairy 
processing enterprises through milk collection points; 

(d) Increased production of agricultural products due to credit availability and advanced farm 
management interventions, leads to a need to introduce innovative storing and processing 

A brief description of the activity models and illustrative credit and CGS sub-projects is presented in Table 
4. Further details can be found in the Working Paper (on file). 
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facilities like a refiigerated warehouse for grapes, a gas drier for fruits and vegetables, and a 
slaughter house suggested under the COS. 

Table 4: Summary of Activity Models (financial) 

Item 
Wheal· Wheat· Vegetables Fodder Fruits Apple Sheep Cattle 
rain fed, inigatcd, Potato, (tomato), (clover), (apple), storage, flock, 10 herd, 2 

I ha I ha I ha I ha I ha Iha I ton ewes cows 
Gross Output, AZM'OOO 

WOP 1395 2248 14900 11000 1250 10000 1500 1631 2958 
WP 2093 3100 20440 14000 2000 15000 2500 2167 4294 

Incremental 698 853 5540 3000 750 5000 1000 536 1336 
Gross Output, USS 

WOP 303 489 3239 2391 272 2174 326 355 643 
WP 455 674 4443 3043 435 3261 543 471 933 

Incremental 152 185 1204 652 163 1087 217 117 290 
Total Costs, AZM'OOO 

WOP 815 I 141 5946 4165 813 2970 1,300 215 801 
WP 1161 1519 7996 5294 1243 4465 2,000 548 1264 

Incremental 346 378 2050 1129 430 1495 700 274 463 
Total Costs, USS 

WOP m 248 1293 905 177 646 283 60 174 
WP 252 330 1738 llSI 270 971 435 119 275 

Iiicn:mcni.al 15 82 446 245 93 325 152 59 101 
Gross Margin, AZM'OOO 

WOP 580 1107 8954 6835 437 7030 200 1356 2157 
WP 932 1581 12444 8706 151 10535 500 1619 3030 

Incremental 351 474 3490 1871 320 3505 300 262 872 
Gross Margin, USS 

WOP 126 241 1947 1486 95 1528 43 295 469 
WP 203 344 2705 1893 165 2290 109 352 659 

Incnmiental 76 103 159 407 70 762 65 57 190 
Returns to Family Labour, 
AZM'OOO/pd 

WOP 30.5 36.9 105.3 68.4 36.4 117.2 33 53 
WP 35.8 46.5 124.4 72.6 37.9 123.9 35 66 

With Project Benefit/Costs 
Ratio 1.8 2.0 2.6 2.6 1.6 3.4 1.3 4.0 3.4 

WOP-without project, WP-with project al full production 
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Annex 10: Safeguard Policy Issues 

AZERBAIJAN: Second Agricultural Development and Credit Project 

Involuntary Resettlement (World Bank OP 4.12): The ADCP-2 will not trigger OP/BP 4.12 as the project 
will exclude on-lending for land acquisition, relocation of population, or restrictions on access to 
resources. 

International Waterways (World Bank OP 7.50): The project will not trigger OP 7.50 as it will not 
increase water abstraction from, nor waste water discharges to, transboundary waterways as defined by 
OP 7.50. 

Pest Management (World Bank OP 4.09): The project will trigger OP 4.09 in a limited fashion as on
lending may be used by small and mid-sized sub-borrowers to finance agricultural inputs. On-lending for 
pesticides is subject to screening against an authorized list of pest control products approved for 
financing, as described in the project EMP. 

Environmental Assessment (World Bank OP 4.01): The project triggers environmental operational policy 
4.01 and has been assigned environmental category Fl, as it involves on-lending through rural financial 
institutions, credit lines for agro-processing and providing grants for sub-projects under Component I· 
Agricultural Business Services. The anticipated sub-projects are expected to fall within World Bank 
categories B or C (moderate to minimal impact). The other project components have no negative 

' environmental impact. The following measures have been or will be taken to mitigate possible problems: 

(a) The studies or assessments that have been, or are proposed to be, carried out to help identify, 
minimize an.d address safeguards-related impacts. The organizations that prepared and will prepare the 
studies should be listed. 

An Environmental Assessment and Management Plan (EMP) has been prepared by the ADCP-1 PMU to 
determine key actions that the project should take to safeguard negative environmental impacts. The 
Environmental guidelines will become an integral part of the operational manual. 

During preparation, the Social Impact Assessment of ADCP-1 was combined with the Social Assessment 
for ADCP II. The overall objectives were: (a) to measure the impact of the activities lUlder ADCP I to see 
if they have achieved their development objectives and have increased the welfare of the intended 
beneficiaries; (b) highlight the lessons learned through ADCP-1 concerning the social impact of the 
project on the target communities; (c) ensure that the proposed ADCP-II is inclusive and builds 
ownership by using lessons learned from ADCP-1; and (c) ensure that investment under ADCP-11 will 
reach the intended beneficiaries and contribute to poverty alleviation. The first phase of the assessment 
was conducted through qualitative and quantitative methods as well as desk review ofbackgrolllld 
documents and data. The quantitative part was performed through a household survey and a village 
datasheet, while the main qualitative parts were through focus group discussions and key informant 
interviews. The full social and impact assessment will further explore the social issues identified. 

(b) Any safeguards-related risks, perceived or substantive, and measures taken or proposed to be 
taken to address the risks. 

The overall environmental effect of the Project should be positive. Farming and agri-business loans will 
result in improved agricultural production and marketing, and in general, improved socioeconomic 
conditions of the rural population. The Project could lead to an increase in the use of farm inputs but 
mitigation measures, extension services and training associated with the Project should minimize the 
potential impacts associated with these inputs. The following table provides a broad analysis of the 
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Project components and the types of potential environmental impacts that could be expected. 

Broad Areas of Environmental Concern by Project Component and Sub-Component 

Rural financial services 
(credits) 

Rural business link.ages 
(grants) 

National network of 
regional advisory 
services 

Veterinary Services 

Improved Access to 
Adapted Technologies 

Pru implementation 
monitoring and 
evaluation 

- on farm producfibn 

agricultural 
businesses 
- agro-processing 

- rural businesses 
farmer groups 

(iai~j 
~iih: 

-establish RACs p.nd 
to inmlement 
advisory services in 
10 regions covering 
the whole of 
Azerbaijan 

- expanding and 
strengthening the 
private Veterinary 
Field Unit (VFU) 
system 
- strengthening the 
disease surveillance 
and preparedness 
- diagnostic 
laboratories 
rehabilitated 

, .. wafer antl soil con'taminalton 
- soil erosion 
- worker safety and health 
•!!!Water ~t!Ut!tion 
- loss of cultural .loss sr natural' 
habitat resources - safety and 
health 
- surface water contamination 
- social conflict 
- water depletion 

- concerns will be similar to those 
listed for rural financial services 

Advice given to, farmers 
must be based on sustainable 
agricultural practices and 
environmentally acceptable 

- veterinary: human health as a 
result of medications (growth 
hormones, vaccinations) 

- lab safety and waste management 

- environmentally acceptable ~nd 
sustainable agricultural practices 

- must guide Project activities with 
the 
knowledge of good environmental 
practices to be applied 
- must monitor and 
evaluate for environmental effects 
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- aquatic habitat modification-
- groundwater losses 
- loss of productive soils 
- loss of water for other uses 
- loss of biodiversity 
- aquatic habitat modification 
- loss of productive soils - loss of 
water for other uses 
- dust, noise, aesthetics, 
heavy traffic 



The major environmental concerns are water pollution and soil erosion, and the consequences and 
secondary effects that erosion will cause. Considering the small size of most projects, it would be easy to 
dismiss the negative effects that each project might have on the environment. For instance, it is 
anticipated that small farmers will request modest loans for the purchase of basic farm inputs of seed, 
fertilizers, pesticides and fuel, and for livestock. Such a loan to a single farmer would present little 
environmental concern and a large number of such small loans spread throughout the coun1ry would have 
a relatively negligible effect. However, if by chance a large number of requests for loans originated from 
the same area, and more importantly from the same watershed, the cumulative effect of all of the small 
(negligible) effects could be significant. 

Cumulative effect is important in spatial terms, as indicated above, and also over time. For instance, a 
loan for seed purchase in itself has no negative impact, and in fact, has much the opposite with an 
increased production and return to the farmer. However, the same loan provided for more than two years 
in a row could promote poor crop and land management and disrupt a relatively current good agricultural 
management system characterized by long rotations. By avoiding a crop rotation program the farmer can 
deplete the fertility and organic content of his soil and further promote soil erosion. Over time there 
would be a cumulative effect. Farmers should not be denied loans on the basis of their location, but if 
patterns appear to show concentrations of loans (e.g.fertilizers) in one watershed, the PIU environmental 
specialist should alert the PFis and local environmental authorities and the PJU office for special 
monitoring of the situation. If the cumulative effects have the potential to become severe, lending for the 
activity should be suspended. 

Another example applied to small and medium enterprises is the application ofloans for rehabilitation or 
for the start-up of new businesses. With agro-processing and other agribusinesses, the environmental 
concerns usually focus on air emissions and effiuent discharge. In the case of air emissions, there are 
usually standards in place that guide the concentration of various emissions at the stack. Although each 
industrial activity may have emission controls well within established national standards, cumulatively, 
all of the enterprises in one region (e.g. in a small closed valley with poor air circulation) could contribute 
to the deterioration of overall air quality, resulting in an impact on human health. Similarly for water 
quality, a number of enterprises releasing effluents into a water body could cumulatively affect the quality 
of the water in a significant manner even though each enterprise may be releasing very small amounts of 
effluent that meet set standards. 

(c) The alternatives considered to minimize adverse safeguards-related impacts of the proposed 
project. 

The Project Team considered restricting the amount of on-lending for pesticides to small credits only, but 
determined that the pesticides screening procedure and monitoring for possible cumulative impacts would 
provide sufficient safeguards against impacts from financing moderate inputs of approved pesticides. 

(d) Consultations with, and participation of, various affected groups and other stakeholders in the 
project preparation process, and a description of how the results of these consultations are reflected in 
project design and implementation. 

The environmental assessment and draft EMP were discussed with local stakeholders at a workshop held 
in Masalli on March 31, 2006. Stakeholder input to the environmental review was solicited in the process 
of preparing this EMP through: 

• Discussions with farmers, both small and medium sized commercial farms and with PFis to 
inform them of the environmental review of the Project, and more importantly, to identify likely activities 
for which loans through the Project would be requested. As well, farmers were asked for opinions on 
important environmental issues in their communities. 

• Discussions with Minis1ry of Agriculture officials to determine the categories of likely farm 
and non-farm rural enterprises for which loans would be requested. 
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• The ecological aspects of the Project were discussed with the officials of the Ministry of 
Ecology and Natural Resources. 

• A workshop was held on March 31, 2006 to solicit ideas on likely farm and non-farm rural 
activities to be funded and the probable environmental impacts that could be expected from project 
activities. A summary of EMF was posted in the Website ofMENR prior to public consultation 
workshop held on March 31, 2006 

(e) The plan(s) to avoid, minimize and mitigate the potential adverse impacts, prepared in 
accordance with the provisions of the respective safeguard policies triggered. 

The EMP includes a framework for assessing and mitigating potential impacts that may occur during 
implementation of activities financed by on-lending to small and mid-sized agricultural enterprises. For 
agricultural activities mitigation should not necessarily entail expensive inputs and much can be achieved 
towards the minimizing of residual impacts through applying efficient and safe fanning techniques. The 
information and advisory services sub-component of the Project will advise farmers on the proper 
handling and application of pesticides and fertilizers, including application rates and timely application. 
As well, it can advise on effective cultivation techniques (including the size of tractors and the type of 
equipment to be engaged) that will reduce the threat of soil erosion. Irrigation schemes can be well 
planned in order to avoid the loss of productive land through salinization and waterlogging. Adherence to 
water and air quality standards (Maximum Allowable Emissions) that are calculated for each enterprise 
will be monitored by local environmental agencies to ensure that water and air quality are protected. 

(f) The assessment of the capacity and commitment of the institutions responsible for implementing 
and monitoring the agreed plans. Description of proposals, if any, to build the capacity of institutions 
involved in implementation and monitoring of the plans. 

The project will benefit from the institutional capacity developed under ADCP I which stressed awareness 
of safeguard policies. The project's infonnation and advisory service activities will continue to promote 
the adoption of improved and environmentally sound technologies, provide training and advice on 
integrated pest management techniques as well as on improved use and handling of fertilizer and agro
chemicals. A large number of trainings were provided during ADCP I to all project beneficiaries 
including borrowers from the line of credit under ADCP I. It is planned to continue this practice under 
ADCPII. 

To further ensure that environmental concerns are given proper consideration, the Pill will hire an 
environmental expert who can advise on environmental aspects of credit line to agribusinesses, as well as 
conduct overall project environmental monitoring. Similarly the Pill environmental consultant will 
provide advice and monitoring to CIA, CUs and Competitive Grant Scheme Secretariat regarding 
environmental screening of small credit applications and grarit proposals. The PF ls' staff will also 
receive training on conducting environmental due diligence. 

(g) Arrangements for funding and a schedule of implementation of the plans. 

Environmental management will be provided by the Pill staff and consultants, funded by the IDA credit 
over the life of the project. Implementation of specific mitigation measures at the sub-project level will 
be funded as part of activities financed by the sub-credit. Random sampling monitoring and monitoring 
for cumulative impacts will be conducted by the Pill environmental specialist and will provide inputs to 
the regular semi-annual project progress reporting to the World Bank. 

(h) References to the mitigation plan in the project legal agreement, including appropriate covenants 
and conditionality. 

The SAAC shall implement the project consistent with the OM. No specific environmental covenants or 
conditionality are needed. 

- 77 -



(i) Mechanisms to monitor the implementation of the agreed plans. 

Environmental monitoring is to be done by the SAAC PIU as part ofregular project implementation 
monitoring. 

G) Arrangements, including staffing and resaurces, for supervising the implementation of the agreed 
plans. 

The Bank supervision team will include an environmental specialist to supervise implementation of 
environmental management under the project. The environmental staff will be drawn from other project 
teams working in Azerbaijan, and/or the Country Office local environmental specialist staff. Resources 
are budgeted at one staf£'week per year. 
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Annex 11: Project Preparation and Supervision 

AZERBAIJAN: Second Agricultural Development and Credit Project 

PCNreview 
Initial PID to PIC 
Initial ISDS to PIC 
Appraisal 
Negotiations 
Board/RVP appro'\--al 
Planned date of effectiveness 
Planned date of mid-tenn review 
Planned closing date 

Planned 
December 13, 2005 

April 15,2006 
May 15, 2006 
June 29, 2006 

January 15, 2007 
January 15, 2009 

May 30, 2011 

Key institutions responsible for preparation of the project: 

Bank staff and consultants who worked on the project included: 

Name 
Frauke Jungbluth 
Eustacius Betubiza 
Helen Shahriari 
Rufiz Chirag-Zade 
MioTakada 
Ousmane Sissoko 
B. Koshie Michel 
Sarah L. Hammill 
Junko Funahashi 
Gurcharan Singh 
Andrina Ambrose-Gardiner 

David Lugg 
Anara Jumabayeva 
David Ward 
Ian Morgan 
Lynn Holstein 
Amy Evans 
Jit Srivastava 

Title 
Sr. Rural Development Economist 
Sr. Rural Development Economist 

Sr. Social Scientist 
Project Officer 

Young Professional 
Lead Operational Officer 

Program Assistant 
Program Assistant 
Senior Counselor 

Senior Procurement Specialist 
Sr. Finance Officer 

Agronomist 
Agricultural Economist 

Veterinarian 
Veterinarian 

Cadastre Specialist 
Environmental Specialist 

Agricultural Research Specialist 

Bank funds expended to date on project preparation: 
1. Bank resources: 
2. Trust funds: 
3. Total: 

Estimated Approval and Supervision costs: 
1. Remaining costs to approval: 
2. Estimated annual supervision cost: 
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US$250,000 

US$ 250,000 

US$ 25,000 
US$ 100,000 

Actual 
December 13, 2005 

April 11, 2006 
May 11, 2006 

Unit 
ECSSD 
ECSSD 
ECSSD 
ECSSD 
ECSSD 
ECSSD 
ECSSD 
ECSSD 
LEG EC 
ECSPS 
LOAGl 

FAQ/TCP 
FAQ/TCP 

FAQ 
Consultant 
Consultant 
Consultant 
Consultant 



Approvals Pending Commitment 

FY Approval Company Loan Equity Quosi Panic. 

2001 Azer N Increase 0.00 . 0.00 0.00 0.00 

Total pending commitment: 0.00 0.00 0.00 o.oo 
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Annex 14: Country nt n Glance 

AZERBAIJAN: Second Agricultural Development and Credit Project 

Europe & LOWU• 
POVERTY and SOCIAL Cantrel mlddll• 

Aztrb1IJ1n A1l1 Income 
2004 
P opulalion, mld-iear /mfl/lons) 
GNlporcaplla (Alla• method, USJJ 
GNI (A tlu method, USJ b/Ntona) 

Average annuel growth, 1111•04 

8.3 
950 
7.8 

P opu!ation {W 0.8 
Labor force 00 22 

Mou rocent Htlm•I• (lllUI yur 01101labl1, 1Hl•04) 

P overty(%ol popula//on belownatJcna/ pavot1y/ine) 49 
Urban population (%0!1011/ popu/11/on) 50 
Ue ellj)8Ctancyat birth (y&srs) B5 
Infant mortaPty(per tOOO/IVe bltlh•} 75 
Child malnut~tlon (%olchRdnt11 under5J 7 
Acceu to an lmproved1M1taraource ('16ofp0pulat/on} n 
Literacy(% of populat/on age 15+! 99 
Gron p~maryenrollment (%oloehool-age population) 92 
M~ ~ 

Female 91 
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84 
as 
29 

91 
97 
1l1 
1l3 
1l1 

200~ 

7.3 
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29.7 
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·27.7 
0.4 

24.5 
e.7 

11.B 
415 

2,430 
\580 

3,847 

10 
0.7 
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70 
33 

11 
81 
90 
m 
tt; 
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2004 

8.5 

54,5 
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30.1 
24.1 
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2004 2004-08 
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2003 
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2.5 

75.1 
38A 
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Annex 15: Phase~I Triggers for Proceeding to Phase II 

AZERBAIJAN: Second Agricultural Development and Credit Project 

Triggers 
Real Estate Registration Component 
I. Establishment and satisfactory performance 
ofregional cadastral centers. 

Status 

Trigger has been met: Ten regional cadastral centers have been 
established and authorized to conduct and complete all types of land 
transactions. This has resulted in significantly reduced costs and 
time in conducting transactions and an increased number of 
registered land transactions. 

II. Registered land transactions and inquiries Trigger has been met: 9,968 land transactions were recorded in 
reach at least 10,000 per year. 2004, of which 96 percent by RCC. In 2005, the number of 

transactions by RCC is expected to exceed 11,000. 
III. Promulgation by Parliament of a unified Trigger has been met. This trigger was designed to ensure the 
real estate registration law satisfactory to IDA. promulgation of the Law in Nakhchivan AR that would allow testing 

of a unified cadastre and registration system. During the project 
implementation, it became evident the testing could be carried out 
without passage of a new law, but with temporary rules in support of 
existing legislation. Thus, the purpose of the trigger was achieved, 
enabling the piloting of a unified cadastre system. 

IV. Agreement on the institutional framework The trigger has been largely met: A law on state registry of 
for nationwide implementation of a unified immovable property was adopted by the Parliament of Azerbaijan 
real estate registration system and enacted in August 2004 without direct contribution or assistance 

by the project. The Law did provide for establishment of a 
consolidated real estate registration system and agency thus the 
objective of the trigger has been materially met. The State Service 
for Registration of Real Estate (SSRRE) has been established and its 
charter has been approved. Further work is required to clarify 
functions of all relevant agencies involved in the real estate cadastre 
system and harmonize all legislative acts with the new Law. The 
proposed new cadastre project would work on these issues. 

Rural Finance Component 
I. Satisfactory implementation of the rural 
finance component indicated by at least: 

(a) 60 CUs and 160 groups of borrowers 
established; 

(b) delivery of lending services amounting to at 
least $8.0 million; 

II. Satisfactory performance and proven 
sustainability of LFis measured by at least: 

(a) 22 CUs with a Subsidy Dependence Index 
(SDI) of less than 50 percent and declining 
for the prior two years; 

This trigger was revised because of significant implementation 
delays in the start up of the component. Specifically, number of 
CUs to be established was decreased down to 30 CUs. The revised 
trigger has been met: 30 CU s and 1, 170 BGs were established by 
December 31, 2005. 
Trigger has been met: As of Dec 31, 2005, lending has reached 
AZN19,483 mln ($21,214 mln on the exchange rate of Dec 31, 
2005; $20,43 min on the exchange rate at the actual dates of 
lending). This amount includes AZNl ,4 70 min of CU s own capital. 

Expected to be met: Given the reduction of the target of CUs to be 
reached, the number of CUs to meet SDI and prudential regulations 
is prorated to the new total. The SDI expectations at appraisal were 
to be met once the CUs have been in operation for at least two years. 
First disbursements to oldest two CUs took place in November 
2003; and CUs have been operating less than 2 years. Currently, 19 
CUs show a SDI ofless than 75%, including 7 CUs with SDI of 
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below 50%. 
(b) 22 CUs in full compliance with prudential Revised Trigger has been met: All operational CUs are in 

regulations, compliance 'With prudential regulations. 
(c) 120 borrower groups with loan recoveries of Trigger has been met: Out of 1,171 BGs established, 807 have 

more than 85 percent of amounts due. engaged in the second and third round of lending. The total number 
of contracts with BGs has reached 1,978. The overall repayment rate 
for all BGs is over 96%. 

ill. Sufficient outreach of LFis indicated by at Trigger has been met: Over 40,000 small loans issued to 28,000 
least 12,000 outstanding loans. individuals, with 12,600 outstanding loans as of December 31, 2005. 

Information and Advisory 
Component 
I. Successful establishment and operation of Trigger has been met: Five Regional Advisory Centers (RACs) have 
the Regional Advisory Centers as indicated by been established. They are operating highly satisfactorily. Some 
at least 10,000 farmers receiving training and 55% of the farmers in targeted regions have participated in extension 
advice annually, and at least 3,000 visits to services provided by the RACs. Increased knowledge, especially on 
demonstration sites annually. technical topics, has contributed to improved farm ~nagement, 

increased production and diversification of activities. Some 40,000 
farmers receive training and other type of advisory services annually 

II. Successful operation of the Competitive 
Grant Scheme. 

and demonstration site visits total 8,000 annually. 
Trigger has been met: The competitive grant scheme has been 
successfully implemented 'With some 52 projects awarded. New 
technologies have been successfully demonstrated and an 
assessment of completed projects indicates that farmers have already 
adopted improved practices. 
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DiP 2008-2011: ta1kilatlarin taklifl.ari 
mill 111anatla 

Ad l.ayilu11i11 nOlnr,..,si Layihanln 100 7 i/;1 qatbr Ol.Ol.07a t~sdiq 2008·201 I proq110;;:; 
RmDmi tUJ·~rl aJ•rtlm11 m1blag o/unm111 mablag C.1mi 2008 1009 2010 2011 

Resp11blika 1izra: 23,991.J.I0.69 339.695.169.00 334.324.89 /2,i6S,692.10 3.B-n61UJ J.771,96Uf.I 2 . .991,138.95 J,771.961.8./ 

1-Dmuml dili•laJ xidm111/arl JM,6.f.1 .. 95 1,220.600.00 9./5.00 J9/,9.'i7.6J l.f8, .. lfJ9.Jl 91,0.l6 . .'i/ 9S,J85.ll 91,036.JI 

Ab1ero11 ra)'on /era l/akimiJ'J'illi 320.00 32().00 320.00 
X1rdalan f."lh:uimf;.'1 ~farb1i ldlahxana ii\:illl in1ihati hinanm 2008-J\Bi-O-l·I 320.00 320.00 320.00 
tildn1isi 

AgC'.1b3di rayou lcra llakimiJ')'ilfl l,126.S2 l.126.S2 sno.19 U/.01 UJ.fll 2-11.nJ 

Agab;"Jy!i ,Araspar, A~agar;iar, A~g1 Qiyam:idinli, Boyat 2008-A(iC-0-16 241.01 2-11.01 2,11.01 
bndbrind;"J icra n!hn:1y::ind:iliyini11 i111.ibaii binasmm tiki111isi 

Agc:ih:idi rayon D<h.-l:1t arxi\"i ii~On ycni hina 1ikin1isi 200S-A<IC-O-.U 259.18 259.18 25'J.18 

Caforb:t.) li,G:il:i~din.Hac1b:id:.tlliJlac1k1r. lmaim1ulub:i)li 2009-AGC-0-17 2•f 1.0I 2·11.01 241.01 
b11dbrind:1 kra numay:ind:iliyinin inzihali binasmm 1iki111isi 

Koyiik, ri.lchrahh, ~-lin:ixorht, Nx:ifqulnh:iyli, R:incb:..irbr 1010-MiC-O-IS 2-11.01 241.01 241.01 
k:indbrind;.'! icm 11iimay;imfoliyini11 in1ibali bi11as1111111iki11tisi 

Sarvm1lar, !}::1r;1f\auh. $;:inlik kri11dl::1rind;i icm niimay.:i.nd:iliyinin 2011-AGC-0-19 14H1I 1-14.61 1-1-1.61 
i111ihati hinasmm tikinlisi 

1tgsu raJ'Oll lcra /laklmi)')'illi o.rm 516.80 516.80 

Agsu ~h::irind:i in~aas1 yarm11;1q qal1111~ Rll 1-in 3 m:irt:ih:ili 2008-A(jlJ.Q-2 0.00 516.80 516.80 
inl'ibali bim1s111m liki111isi11i11 ha~a i;a1Jmlmas1 

AZ#rba.rca11 Respubllkalt PrezJde11tinin /lf~r ldarJsl 17.850.00 O.IW 13,550.00 5.snn.on 0.00 3,95(1.0fl 0.00 

Prclidcnt lqam:itgalu V korpusu 2010-l'iA·<l-IS 1,950.00 1,950.00 1.950.00 

Prc7.iden1 Saray111111 l:mtiri \':I yenid:inqunna i~l,..ri 2003-l'IA-O-r 15,900.00 0.00 11,600.00 5.800.00 0.00 2,000.00 3,800.00 

Azarhaycau R1!sp11blikastntn arazilarin Bi1rpas1 "" l'e11itlimq11r11/n11m fiut1 AgtnfliJ• 76.711.00 1.893,000.00 0.00 IJJ.7-12.10 ·12,190../0 ./9.915.5(] 26,lll'-l.IO ./9,915.50 

I l;nhi t:ic:iv1iz 11.Jtic:isind:i dag1hm~ cvbrin b:i1pas1 ii~iin layib:i 1997-iAv-l-1 0.00 839,000.00 0.00 66,875.10 6.431.40 20,783.50 25,573.IO l·l,087.10 
smcta s:in:idlarin bazulanm.as1 \'~ b<.1rp:1s1 

l~galda olan Qarah:ig ~r.17.ikirin inki~afnun regional planla~dmna 2008-iMJ-l-IO 9-lS.OO 9-15.00 296.00 353.00 296.00 
sxcminin i~l:111111:isi 

l~galdan azad olumnah 12 i111ihati rayonun m:irk:iz s:ih:irl::lrinin 2008·1Ml· 1·12 960.00 %0.00 l80.00 180.00 300.(10 300 .. 00 
ba? 11lanforu1111 i~l:imn:isi 

l~galdan amd olumnah 12 Qarnbag in1ihati rarominun 200S·IAO·l·l I 1.260.00 1,260.00 315.00 315.00 315.00 315.00 
planla~d1rma sxcmbrinin i~kmilm::isi 

f?galdan az;id olunmah :irazil;;irinin b::irpa proqranunm 2009-IA0· 1-13 750.00 750.00 300.00 300.00 150.00 
ha:.r.irlanmas1 ,.:i 0111111 ilk in l:idbirl;;iri tb:r:i Tia-nin i:;bnilm:isi 

M~rk:izi Sc.i;ki Komissiyas1 birmsm111 t:i111iri 2()()7.iAv·M 2.806.00 0.00 1,806.00 1,806.00 

:...rnti Ar.xiv binalannda ycnid:mqurma i~bri 2006-IA.:l-2-5 20.000.00 1.054 ,000.00 0.00 IJ,1·16.00 I J,l-16.00 

Milli EA 11.farbz.i f.hni Kirnhxanasmm tildntisi ui;un layih;;i 2c.m.1,,a.2.1 50,000.00 0.00 48.000.00 20.016.00 27,984.00 
haz1rlanmas1 \'a tikintisi 

'1'1Z#rba)'Call Resp11blikas111111 /tli/11 Ar.t:fr ldnri1$i .uon.on J,./00,(l(I 1,700.00 1,71W.OO l,7(1fJ.(J(J 

Az::irbaycan Rcpublikas1 Dllvbl Arxiviniu !;i:ild filial! H~iiu arxi\' 2008-l\tt\i.-0-.2 1,400.00 1,-100.00 700.00 700.00 
bi11as111111 likinlisi 

A:.r..;'.)rbaycan Rcsp11blikas1 Dovl;;it G.'.lnc;;i filiah iii;iin arxiv 2008-MAl-O-I 2,000.00 2,000.00 1,000.00 1,000.00 
binasunn likintisi 

Dilt'iil{I rayon /era HaUmiJ'J'ifi ./80.00 280.00 ./0.00 100.00 60.00 J00.00 
..., __ , .,_._., .. _._,,,._. .,..",- ,,,,,,-,<r 
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I. DiP 2008-201 I: tlovlat hiidcasi11in asas vasait qoyulusu xarclari11dall 111aliyya~dirilall i11vestisiyalar 
mi11 111a11at/a 

Ad l.aJih0111in 11onm1sil la)'il1mi11 
UmOml da)'atl 

01.01.07~ t<Jsdiq 2008-201 I proq11oz I Galan iffor;, 

4-NaqliJ')"Ot l'.J rabita 

Bakr !tfetropolite11i 

Mclronun "211 May" s1ansiyasmm ycnii.l:m 
qurulmas1 

··101112007'"•···· 

11hlika 1izra: 

l 982-B~1P-0-3 

18,543.20 

18,543.20 

18,543.20 

18,543.20 

o/umnuf m~/JJ;rg 

7.0Q 

11.00 7.00 

11.00 7.00 

11.00 7.00 

Cim1i 2008 2009 1010 I 10ll I qafzq 

17.00 8.00 9.00 

17.00 8.00 9.00 

17.00 8.00 9.00 

17.00 8.00 9.00 



2. DiP 2008-2011: dov/at hiidcasinin asas vasait qoyulu~u xarclarind;m maliyy;i~diril;m investisiyalar 

min manatla 
Ad 2008-2011 proqno= 

Cami 2008 2009 2010 ]OJ] 

Respublika uua: 17.00 8.00 9.00 

.f-N,lqllyy(I/ i·,, rahir,1 17.00 8.00 9.00 

Bak1 MetropoliJeni 17.00 8.00 9.00 

_ ....... -..... ,.,. .... ~,.~-... ~ 
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Xarici 1na11balardan 1nalliyya~dira11 layiltalara dair /1esabat, 2008-2011 
111i11 111a11at/a 

Ad layil1imi11 nomr~si layiht111i11 2007 lb qadar Ol.Ol.07a lilsdiq J>roq11oz 
iim/Jttti dilyilri ayr1/mq mah/<1g o/1111nU1$ mah/;1f Cami 1008 2009 1010 1011 

Resnuh/ika iiua: 1,309,1.'i/. 70 /37,5JJ.91 316 .• 537.JO 171,019.9.l 173,619.52 81,SJ.l.4/ 10,8./0.00 ./,746.00 

J-/Jn11tmi dol'iilt xidmatlilri 0.00 J,150.00 0.00 I 
IAZoJrbaycon Respuhlikas111111 8razJ/ari11 Barpas1 , • ., }'e11idilnq1m1/111as1 iiu<1 Agcntliy I o.ool 3,150.00j I n.ool I I I 
! f::irbi t;ic:iv(iz.11:itic;isi11d:i dag1lm1~ c\'l;irin b:irpa<>1 lii;ii11 layih;:i ICJ97-IA<>-1-l 0.00 3,150.00 0.00 
smcta san:w:ll:irin haz1rlan111as1 \'J h:>rpas1 

1-Kand taurr0/011, mep, ballqr1l1q, oa·r11/11q , • .., alraf miilliti11111fihajiu1·i 185,164 . .f.1 .f.1,11631 ./5,09./.50 66,507.91 3./,.f77 • .'i2 1.'i,190.41 6,8./0.00 

Az;1rbaJ't'an MeliorasiJ'O , • ., Su Taum7/at1 A r1q S;1/1111dar CillllQ'J'illl I -17.918.59 .ffl.2./8./0 31.0./7.10 50,./88.YO 25.723.20 17. 925.l(J 6,8./fl.00 

V~h·;;ib~ay-Taxtnkt.irpli l:an:ihmn tikintisi (l m:irh:.IZl) 2006-~1ST-2·1~1 36,5(17.60 7-11.70 7,929.20 22.306.70 11,530.00 10,776.70 

Scb Qar~1 T~dbirl~r 200-1-MST-24-3 25,242.69 3.874.80 8,343.00 6.714.20 6,714.20 

Su\'anna- p.'1)lay1c1 :dstcmi \':'I 0111111 idar:i olunmasmm 2003-MST-24-2 35,37J.20 2,809.50 7.391.50 2l,.t68.QO 1,n9.oo 7,149.00 6,8-lO.OO 
t~kmilb~dirilm~si 

Az=.rbarcanJ.a su\'anna- drcnaj infras1ruklL1mn1111 b:>rpas1 \'~ 2001-~•IST-24-1 50,735.10 32.822.10 7,J83AO 
ta111amlamnas1 layih:isi 

l!.'lwlogiya t•.J Tabii St1n'i1llar Na'l.irliJ•I 1./,877.26 137.80 3.850.20 9,699 . ./5 ./.739.7./ ./,959.71 

K:md 01ran<.fiihit l.ayih:isi 2006-ETN-0-2 14,877.26 137.80 3,850.20 9,699A5 4,739.74 4,959.71 

K<>11d Ti'lsarrO/at1 Nal.irliyiya11111dn Ka11d Tnarrll/at1 Kreditlt1ri nu~ Dlil'l~I Age111/i 22,368.58 3,930..12 I0,197.W 6,319.58 ./,01./.58 1.305.00 

Az:irbaycan K:ind lm·cstisiya LayihJsi 2004-KOA-0-3 17,055.00 3,909.00 6,013.00 6.211.00 3,906.00 2.305.00 

iu~titusional Quruc11h1ga lkinci Tcxniki Yardrm Layih:isin:i 2006-KDA-0-2 5,313.58 21.42 4,184.20 108.58 108.53 
01/29 lyun 2006-ci ii tarixli Dii1_:ili~ Yiiks:ik Patogcn Qu~ Qripi 

J-NaqliJ.:rat t•a rahita 9./7,8 6./.40 71.B0.00 2./8,3.W.OO 181,616.00 230,170.00 .'i1,./.f6.00 

N;1qli)'J'nl Nazirliyi 9./7,86./..10 71,130.00 2./8.330.00 282.616.IJO 230./HJ.00 52..J-16.00 

Hak 1 ~fair~wi a\'tomobil yolunnn yenid.:inquruh11as1 v:i tikintisi 2006-NQN-1- l -16,611.0U 730.00 12.060.00 9,066.00 9,040.00 26.00 
layih:isi 

Ol:lt-Astara-lran Islam llcs1mblikas1 ib s~rh:id a\'tomobil 2006-f\!QN-l-33 471.067.00 2.811.00 129,%0.00 216.520.00 161,920.00 51,600.00 
yolunun yenid:in q11rul111as1 layih;;isi 

lfak1 -Rusiya Fcdcrnsiyast il:i dovl::il s;,rh:xli n\·tomohil yolum111 2006-NQN-l-32 311,551.-10 17,830.00 83,6-10.00 54,000.00 53,180.00 820.00 
6--t2 km \';) 89 km Rnsiya s:irh;,di hiss:lsi 

Ganc:i-Qazax 3\'lomobil yolunun (Tovuz dair;wi yolunun 2006-NQN-l-29 52,017.00 32.531.00 J,4.10.00 2,170.00 2,170.00 
tikintisi) fayih:isi 

Hac1qabul -Kiird:imir a\'tomohil yolunun h;,rpas1 layih:isi 2005-f'\QN-l-25 66,618.00 17,228.00 19,240.00 860.00 860.00 

9-T<ihsil 110,207../0 /l,/./8.60 6.187.80 17,IJO.OO .l,.fO.f.00 5,000.00 4,000.00 J,7./6.00 

Tahsil Nnl.irl{l'i I 10,207../0 J/.J.18.60 6.387.80 17,150.00 3,./0-1.00 5.oon.oo ./.OOfl.Ofl ./,7-16.0(1 

l'~hsil Sektommm f nl:i~1r1 L;1yih:isi 2003-TllN-0-15 110,207.40 11,148.60 6,387.80 17,150.00 3,·10"-00 5,000.00 -l,000.00 4.7-16.00 

I 3-M~mil ''-1 ko111111111wl tasarriifat1 66,01.'i . ./7 7,789.00 16,715.00 S,7.f6.00 5,568.00 178.00 

"A z;Jrs11" A r1q Salmtdnr C;.1111iJJ'ilf i 66.015../7 7,789.00 26,725.00 5.7.ffi.OO 5,568.00 178.00 

I lo\·sar1 i;irl:ab sulannm t::imizl;:im;:i qurgusu, Zig nasos s1ansiyas1 2006-AZS-0-4 66,015.47 7.789.00 26,725.00 .5,746.00 5,568.00 178.00 

"',,,.., """'""""'"'")' "'"'"' 
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2008-2011-ci illar ii~ii11 DiP i11vestisiya layi/1a/ari11 istiqamatlari (maliyya 111a11balari iiua) 
mi11 111a11atla 

lm•estt'siya layi/1;1/ari11 istiqa111atlt1ri 1008 1009 2010 2011 Cami 

Daxili Xarici Da.rili Xarici Daxili Xaricl Daxili Xariri Daxili Xarid 
1-0mumi dOvlat xidmatlari 6,915.52 0.00 600.00 0.00 0.00 0.00 0.00 0.00 7,515.52 0.00 

2-Kand tasarrOfat1, rne~a. bahq1;allq, ov1tuluq va 6,233.70 29,774.20 3,706.00 21,553.40 0.00 0.00 0.00 0.00 9,939.70 51,327.60 
atraf mOhitin mohafizasi 

3-Sanaye, tikinli va faydall qazmttlar 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 

4-Naqliyyat va rabita 16.00 0.00 18.00 0.00 0.00 0.00 0.00 0.00 34.00 0.00 

5-lqtisadi faaliyyat 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 

6-asas bOlmalara aid edilmoyan xidmatler 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 

7-MUdafia 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 

8-Mahkama hakimiyyali. huquq- mOhafiza va 10,000.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 10,000.00 0.00 
prokurorluq 

9-Tahsil 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 

10-Sahiyya 4,000.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 4,000.00 0.00 

11-Sosial modafia va sosial taminat 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 

12-Madaniyyat, incasanat, informasiya, badan 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 
tarbiyasi va digar kategoriyafara aid edilmayan 

13-Manzil va kommunal !asarrOfah 820.00 0.00 820.00 0.00 0.00 0.00 0.00 0.00 1,640.00 0.00 

14-Yanacaq va enerji 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 

C;1111i: 27,985.22 29,774.20 5,144.00 21.553.40 0.00 0.00 0.00 0.00 33,129.22 51,327.60 
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2008-2011-ci illiJr ii~ii11 DiP i11vestisiya layi/1alari11 istiqamatlari (ma/iyya 111a11balari 11zra %) 
mill 111a11at/a 

lm•estisiyn layl/1alarill istiqamatlilri 2008 2009 2010 2011 Cami 

Daxili Xarici Daxili Xarici DIL~ili Xarid Daxili Xarid Doxi/i Xarici 
1-0mumi dOvlat xidmatlari 24.71% 0.00% 11.66% 0.00% 0.00% 0.00% 0.00% 0.00% 22.69% 0.00% 

2-Kand lasarrufat1, me~a, ballq~1flq, ov~utuq va 
-

22.27% 100.00% 72.05% 100.00% 0.00% 0.00% 0.00% 0.00% 30.00% 100.00% 
atraf mOhitin muhaftzasi 

3-Sanaye, tikinti va faydah qazml1far 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 

4-Naqliyyat va rabila 0.06% 0.00% 0.35% 0.00% 0.00% 0.00% 0.00% 0.00% 0.10% 0.00% 

5-lqtisadi f aaliyyat 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 

6-Ssas bolmalara aid edilmayan xidmallar 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 

7-Mildafia 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 

8-Mahkama hakimiyyati, hilquq- muhafiza va 35.73% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 30.18% 0.00% 
prokurorluq 

9-Tahsil 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 

10-Sahiyya 14.29% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 12.07% 0.00% 

11-Sosial mOdafia va sosial taminat 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 

12-Madaniyyal, incasanat, informasiya, bad;:rn 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 
tarbiyesi va digar kategoriyalara aid edilmayan 

13-Manzil va kommunal tasarrofat1 2.93% 0.00% 15.94% 0.00% 0.00% 0.00% 0.00% 0.00% 4.95% 0.00%> 

14-Yanacaq va enerji 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 

Cami: 27,985.22 29,774.20 5, 144.00 21,553.40 0.00 0.00 0.00 0.00 33, 129.22 51,327.60 
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For Discussion only 

MOED PIP Project Call Circular Templates and procedures 
Proposed modifications 

I. Following the completion in late July of the work on the MOED Data Base 
for the PIP- projects, as well as the development of the Macroeconomic 
statistics structure to be incorporated as a separate module in the Integrated 
MOED Data Base, I briefly reviewed the PIP-project data that had been 
entered on the MOED Data Base following the first round of collection 
using the Call Circular system (CC). I also reviewed the CC templates and 
was briefed by Sabina Ibrahimova concerning the main reporting problems 
encountered as well as the potential for various tabulations and analytical 
presentations of the reported data that the new Data Base provides. 

2. The objective was to attempt to determine: 
a) Whether it might be possible to link, at some level of aggregation, the 

investment statistics compiled by the State Statistics Committee (SSC) 
with the PIP project data in order to provide MOED with a better tool 
for analysis and evaluation, by utilizing a standard classification of 
investment/capital expenditures as a bridge between the two systems 
and with the Government Budget estimates. 

In principle this can be done as the international classifications have 
been designed to achieve such linkages and integration of data and I 
had established that, again in principle, the relevant classifications had 
been adopted by the Ministry of Finance for their economic 
classification of government expenditures and by SSC for the 
compilation of investment and capital stock estimates for Azerbaijan. 
The PIP projects had not as yet been coded to any classification so the 
objective was to determine whether it was feasible to implement the 
standard classification of assets. 

b) In view of the above and of the reporting problems encountered, 
investigate the possibility of simplifying the MOED survey templates 
to reduce response burden and at the same time introduce the standard 
classification structure that would provide the link with other data sets. 

c) Develop a tentative proposal for modifications in the templates and the 
procedures for data collection and tabulation. 

3. Subject to testing by actually coding the first round of projects to the 
Classification of investment by asset class (attached) a very brief 
preliminary review indicated that this should be possible for the first 
round. For subsequent rounds it would require simply inserting an 
additional column for Item 8 in Template 3.1/LM for the code of the 
appropriate asset class in the standard classification which should be 
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attached to the instructions. The validity of the coding could and should be 
reviewed after receipt. 

4. In general, the instructions should be carefully reviewed and expanded to 
provide actual guidance to the "respondents" - the current instructions too 
often simply repeat the headings in the templates. 

5. The latest round of projects on the MOED PIP Data Base should initially 
be sorted by Agency and within each Agency into 5 categories, each of 
which should be handled differently for the next round of collection. The 
Data Base provides for the flexibility to do so and should make data 
collection, updating and even analysis and evaluation easier. The 
categories are: 

i) Proposed new Projects 
ii) Projects under Preparation 
iii) Ongoing Projects 
iv) Completed Projects 
v) Suspended Projects 

6. Within each of the 5 categories the projects should be coded to the 
standard classification (see 3 above), with a further breakdown between 
new construction and major (capitalized) repairs. The latter breakdown is 
necessary for two reasons. First, the definitions of the Azerbaijan Budget 
Classification deviate from the international GFS classification by coding 
repair expenditures under item 282200 Capital Expenditures and only new 
construction under Fixed Assets. This creates another problem the need 
to determine where the items that should appear under 22882200 under the 
international guidelines are recorded in a) the Budget estimates and b) by 
the respondents to the PIP CC (see 8 below. By coding the projects as 
indicated above and then aggregating to 282200 and 310000 as suggested 
by the AZ budget definitions for each agency, it should become evident 
whether the same principles have been used by the agencies to classify the 
projects. 

7. The completion of the above steps will allow automatic aggregation by 
status as well as by asset category within an agency and across Agencies 
as well as by sector, for evaluation and analytical purposes. 

8. An aspect of the PIP projects which is emphasized in the current CC 
templates is the issue of investment projects with domestic and foreign 
participation. In the international GFS expenditure structure definitions the 
government budget contributions to such projects is shown under 2822. It 
is not clear where they are coded in the AZ budget classification, but in the 
PIP projects they appear to be included with the Fixed Assets 310000. 
These projects should be flagged and treated separately for a) comparison 
with SSC investment totals, and for evaluation purposes (cost-benefit of 
joint vs. 100% government financed projects) 
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9. Once the above coding and tabulations (with follow-up as necessary) of 
the first round of the PIP CC data has been completed, it should be 
possible to revise the CC templates in a more meaningful way. 

10. After the modifications introduced under 9, the modified CC templates 
should be field tested with a few select agencies to ensure clarity and 
completeness. 

11. In the interim, the following modifications to the CC templates are 
proposed. The issue how to modify the accompanying instructions has not 
been addressed. 

Proposed modifications 

12. For each agency assemble a set of general templates: 

• Delete Template 1/LM. This template created serious reporting 
problems and is really just a summary of information most of 
which can and should be obtained from templates for individual 
projects (with the exception of the item "basis price" which created 
reporting problems and has not been defined in the existing 
templates or accompanying instructions. 

• Using Template 2/LM, enter the information reported on the 
previous CC round (edited if necessary), indicating the Sector and 
the responses under question 1, and 

Add a question asking for update and revisions as required. 

• Retain question 2 and request that it be completed 

• Retain question 3 but structure the presentation to make it easier to 
complete. Also enter the information from the previous round and 
askfor updates and revisions. 

Note: It is not clear without actually looking at the previous 
responses, in what detail the agencies were able to respond to this 
question, i.e. did they list each project or provide a summary by 
sub sector and goal? In fact, is this necessary at this point in the 
questionnaire, except as a summary of total proposed expenditure, 
grouped by strategy/goal if this has/can be reported. The 
outcomes/results can also be requested by "goal". For example: 

a) Goal------------------------------------------------------------------------

b) ~trategy -------------------------------------------------------------------
c) J\ctivity --------------------------------------------------------------------
d) Required funding summary by year ---------, ---------, ----------, etc. 
e) 0 u tcome -------------------------------------------------------------------

Repeat for each "goal" 

The rest of the information can be obtained from the other 
templates. 
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• Delete question 4. This information can now be assembled from 
the other templates, given the PIP Data Base. Suspended projects 
would now form a separate category and are treated differently. 

• Add supplementary page instead of existing question 4 and 
Request the agency to provide a summary list of all projects 
showing project name and project number for all proposed new 
projects. AND provide a prefilled list of projects from the previous 
round sorted into categories (new, under preparation, ongoing, 
completed, suspended) and ask the agency to check them off. This 
is for verification purposes only, therefore not essential, but would 
provide a simple checklist for the attached individual projects. 

• Retain template 4/LM and pre-fill with information from the 
previous round. Request revision and update. 

13. For the templates for individual projects, create separate sets of 
Templates, depending on the status of the project, as outlined above. 

13.1 Proposed new projects 
• Retain Template 3.1/LM. 
• Separate it clearly into Part 1 (lines 1-9 AND 14), Part 2 (lines 

10-13), Part 3 (Existing Template 3.5/LM Project Justification 
and Analysis summary), and Part 4 Types and Sources of 
Financing. 

• Under line 1 delete boxes 2 and 3 and retain only box 1 
• Under line 8 substitute "Category of Asset" for "Goods and 

Services". (Goods and services is not an appropriate description) 
and insert a column/box for entering the asset code from the 
(attached) Classification of assets. Retain the request to provide the 
detailed description of the asset as shown in the instructions (e.g., 
airport terminal building construction, air traffic control tower 
construction, major renovation of office building, construction of 
"Type A" two lane paved highway", etc. 

• Under line 9 Capacity - remove the reference to the cost of the 
project and focus more clearly on the specifications or 
characteristics of the project, such as the length of highway of the 
type specified under 8, the floor space in office buildings, 
classrooms in schools, bed capacity in hospitals, etc. This should 
provide a link with the expected "capacity utilization" potential, 
and with planned "outcomes" indicated in the goals, for example. 

• Under existing line 14, retain questions on Priority level of project 
and cross reference to Part 3 Project Justification and analysis 
summary. 

• If existing template 3.5/LM becomes part 3 of the package for 
Proposed new projects, then it will not be necessary to repeat the 
information identifying the project (Lines 1-3). However, space for 
the project number should be provided on each page, just in case 
the pages get separated. No further changes should be required, 
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except for a better presentation (space for completion) to make it 
more user friendly. 

• Retain Template 3.3/LM (no existing title) add name, e.g., Type 
and Source of financing. If presented as Part 4, there again will be 
no need to enter the identification information (lines 1-3). Change 
line 5 to read "Effectiveness date of Project". Add question from 
3.4/LM on proposed source of financing (line 4) , i.e., 

From: State budget 
Own funds 
Foreign loan 
Other 

13.2 Project under preparation 

• Pre-fill Template 3.1/LM (Parts 1-4) and ask for revisions and 
updates. 

• Retain Template 3.2/LM pre-fill and ask for revisions and updates 

• Retain Template 3.4/LM pre-fill and ask for revisions and updates 

• Add portions of Template 1/LM as relevant, e.g., Contracting 
agency, contract price, notes and comments. If construction has 
started, add question on Capacity completed. 

13.3 Ongoing projects and Completed Projects 

Same as for 13.2, but it is preferable to separate them. For completed 
projects, add question on completion date to revised Template 1/LM 
questions. 

13 .4 Suspended projects 
• Create a new template as an addendum to "Projects under 

Preparation" and "Ongoing Projects" and add to the above 
packages with the instruction to the responding agencies to 
complete it. 

• New template (from Part 4 of existing Template 2/LM) "List of 
Crucial State Projects suspended in past year (if any), reasons for 
suspension and percent implemented." 

a) Project name 
b) Project number 
c) Project starting date 
d) Project suspension date 
e) Total project cost 
f) Amount paid 
g) Resources needed for completion 
h) Reasons for suspending implementation 

Anna Ansmits 
August 2007 
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I Introduction 

The work on developing an integrated macroeconomic statistics data base and 
associated analytical framework was undertaken as part of the USAID/DAI PIP
Project for the Ministry of Economic Development of Azerbaijan during my visit to 
Baku from June 12 - July 23, 2007. 

The original terms of reference for the assignment were as follows: 

The objective was to support the improvement of the technical capacity for 
macroeconomic analysis and forecasting at MOED through enhancement and 
systematization of the information system being developed for this purpose .. 

The tasks were: 

1. Assess the methods, which are currently used to compile national accounts; 

2. Provide recommendations for improvements in the compilation of the system 
of selected aggregated national macroeconomic indicators for the period 
2002-2006 to be used for the formulation of sound macroeconomic analysis 
and forecasting and provide training. 

The deliverables were: written report presenting an analysis of problems and 
outlining recommendations for improvements, as well as a set of indicators. 

Following an initial briefing and discussions with the Ministry of Economic 
Development, the tasks were specified more concretely and amended to focus on 
developing a complete and coherent structure of macroeconomic data in support of 
MOED's financial programming and forecasting requirements, including identification 
of sources and developing procedures for updating, revising and documenting the 
data (with linkages between the components and a clearly identified aggregation path 
from the components to totals). The changes were approved by USAID on June 12, 
2007. 

MOED specified the following areas where assistance was urgently required: 

1. Revision of sectoral (real, fiscal, external, monetary) database developed in 
Macroeconomic Forecasting Division (MFD) of the Ministry and its 
improvement in order to meet the needs of consistent macro-framework 
preparation. 

2. Developing consistent macroeconomic framework of Azerbaijan for 2008-
2011 on the basis of IMF Financial Programming. 

3. Training Macroeconomic Forecasting Division and ERSRI employees on 
intersectoral relationships and SNA. 

II Review of existing indicators and findings 

The initial task was to gather all the information 1 that had already been collected by 
the MOED staff for forecasting purposes and to discuss gaps, problems and 
additional requirements for forecasting and modeling. The actual development or 
adaptation of the required financial programming, flow of funds and other models for 
policy purposes did not fall under the terms of reference for this assignment. 

1 See Appendix I Data files received from MOED. 
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The review of the available indicators with counterparts at MOED confirmed that a 
considerable amount of statistical information had already been collected and 
entered on Excel worksheets for the main economic sectors used by the International 
Monetary Fund (IMF) and the World Bank (WB): 

1. Real Sector (national accounts, prices, labour) and special tables for investment 
2. External Sector 
3. Financial/Monetary Sector 
4. Fiscal Sector 

For the External, Financial and Fiscal sectors the worksheet detail had been entered 
in the format provided by the originating agency, basically mirroring published data. 
For the Real Sector, a considerable amount of detail had been assembled, but there 
was no recognizable formal structure in the presentation and some key aggregates 
were missing. In the case of the Fiscal Sector, the indicators provided to MFD were 
not sufficiently comprehensive and detailed for the purpose at hand. 

There was no systematic documentation of sources for any of the sectors, and no 
provision had been made for keeping track of revisions in the data as time series of 
indicators were or will be created in successive years. Finally, there was no clear 
articulation of the linkages between indicators within the same sector, particularly in 
the case of the Real Sector, where it was often not possible to identify which official 
aggregate the indicator represented without verifying each of the observations 
against the published record and consulting with the originating agency. 

Given the existing situation, the first task was to consult with the originating agencies, 
namely, the National Bank of Azerbaijan in the case of Balance of Payments 
statistics and Financial/Monetary statistics, and the State Statistical Committee in the 
case of the Real Sector data, primarily the national accounts and investment 
aggregates. 

The discussions with the NBA and the SSC confirmed that both agencies broadly 
follow international guidelines in compiling the national accounts, balance of 
payments and financial statistics. However, there are the usual data collection and 
consistency problems which are faced by all compilers of national statistics, i.e., poor 
or incomplete response to surveys, inadequate coverage, lack of coordination 
between agencies on data development and improvement. However, there appeared 
to be some progress being made in the form of bilateral technical discussions. 

It should be stressed that statistical problems of this nature often do not become 
apparent until the independently derived data sets are confronted in an integrated 
analytical framework, such as supply and use tables, the broader framework of the 
Social Accounting Matrix (SAM) or analytical models. Such confrontation, however, 
can only take place once all the data sets have been assembled within a coherent 
framework where they can be presented on a consistent basis from period to period. 
Constructing such a framework, therefore, was a priority task of this assignment. 

A parallel task was to ensure that the Macroeconomic Data System being developed 
would include the indicators required for constructing the analytical models selected. 
This implies providing for the inclusion of more detailed indicators in the data base in 
order to be able to derive conceptually relevant aggregates. 

A logical further line of exploration was to see a) how the macroeconomic data 
system could be integrated with the Pl P Data Base the work on which was completed 
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in July and b) whether and how the investment data collected under the Call Circular 
regime could be somehow integrated with the Macroeconomic data system - even 
though this was not part of the terms of reference for this assignment. Clearly, linking 
the two systems would have obvious benefits for analysis, especially, if the 
investment projects could be directly linked to the investment (capital expenditure) 
data collected and compiled by SSC and used in the estimation of the expenditure 
side of Gross Domestic Product. 

A prerequisite for such integration is a uniform classification system for linking all this 
information. An initial exploration of the issues suggests that, with follow-up and 
testing, it should be possible to develop a suitable approach. 

The remainder of this report deals with progress in developing the Structure and data 
base for the Integrated System of Macroeconomic Indicators. 

Ill MOED Integrated Macroeconomic Data Base 

Following the initial review of the MFD data files for the four sectors and discussions 
with MFD and the agencies responsible for the source data (the latter to identify 
methodological and other problems and to confirm the availability of indicators on a 
consistent basis), and detailed discussions with the team developing the analytical 
models, a systematic structure was developed for each sector. The structures are 
based on international guidelines for each sector2, in terms of recommended 
conceptual frameworks and definitions as well as in terms of data categories and 
aggregates and core indicators. The system is set up in a cascading format in such a 
way that additional detail (further breakdowns of aggregates) can be added as 
required for analytical purposes. 

Where appropriate in the Real Sector tables, a special analytical aggregation was 
provided in the case of the Oil sector. Additional analytical aggregations, such as the 
tourism sector, can easily be added, as long as the detailed supporting data can be 
obtained from SSC and included in the detailed tables. For example, to match the 
IMF definition of the oil sector, it would be necessary to also include oil and gas 
pipeline transport. In the case of the tourism sector, it will be necessary to obtain data 
for the hotel, restaurants, passenger transport (air, rail, water, bus, taxi), travel and 
tour operator and selected recreation and culture industries separately to obtain a 
first approximation of the contribution of the tourism sector to the economy. The 
system as set up provides for a relatively easy process for incorporating such special 
analytical requirements in the structure. 

The preliminary structures were subjected to several rounds of reviews by MOED 
and the agencies providing the source data, i.e., NBA and SSC, to ensure that the 
tables could be updated on a regular basis. Since some breakdowns of major 
aggregates (e.g., income components by institutional sector) are not published or 
even compiled until one or more years after the reference year, this was noted and 
the indicators will be flagged accordingly. 

The only component that still requires discussion and further review and 
development is the Investment sub-sector of the Real Sector, in particular the section 
on the classification and compilation of the PIP investment data which has been 
added at the end of the Investment sub-sector. The classification of capital 
expenditures which has been included there is the international classification of 

2 See Appendix 3 References 
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assets and capital expenditures which forms the basis for the tabulations used within 
the national accounts as well as for capital stock and wealth estimates and for 
classifying government expenditure using the economic classification of expenditures 
as outlined in GFS. Therefore, the recommended classification itself is not a problem 
that needs to be discussed. It is rather the lack of certainty concerning the existing 
de·nnitions and practices used by government departments to code the investment 
expenditures and therefore the possibility of a smooth reconciliation with the data 
compiled by SSC. These issues and linkages with the Call Circular are outlined in 
Appendix 5, Investment, which also presents the classification schemes. 

The data for the External, Fiscal and Financial Sectors using the new Structure were 
entered by the MFD team responsible for these sectors. The data for the Real Sector 
were identified and entered by the PIP team. Additional detail for prices was 
identified in discussions with SSC at the end of the mission and will be entered 
before the end of August by Sabina lbrahimova. 

In order to make the macroeconomic data system as user-friendly and flexible as 
possible, the decision was reached to load the entire system on the PIP Data base 
from the Excel worksheets. This will ensure greater flexibility, a better capability for 
storing and accessing information about the characteristics of data points as well as 
other relevant information concerning each indicator and sector. Examples are: 
documentation of the precise source for each indicator, vintage, special problems, 
revisions, etc. Once on the Data Base, it will be possible to select, organize and 
present the data in various specialized formats, not only the tables showing the basic 
structure for each sector. In addition, it will be easier to link the PIP Investment data, 
once properly classified, to the investment and gross fixed capital formation data 
from SSC. 

The Excel data base is structured as follows: 
1. Contents - listing of the tables (screens) showing the structure for each sector 

and sub-sector. 

2. Structure - listing the aggregates and detailed indicators within each sector, 
with the original data entries marked and the aggregation path and links 
identified. 

3. Data - showing original data entries and aggregates for all indicators in each 
sector. On the Data Base there will be a separate set of tables for each 
vintage of indicators showing the date when the data were entered and 
indicating whether the entry represents preliminary, revised or final estimates 
as compiled and published by the originating agency. 

4. Sources and comments - showing, for each sector and sub-sector: a) the 
contact point and name of unit responsible within the agency compiling and 
providing the source data, b) the exact source for each indicator (publication 
title, table and line number, worksheet identification; agency website and 
table); c) timeliness of the data (date of release of latest information for a 
given reference year).d) normal official revision cycle, e) special comments 
where applicable. 

The Contents Tables (1 above) are shown in Appendix 2 and are not subject to 
change, unless the structure is modified upon final review. A sample page from the 
Real Sector illustrating the format of the Structure and Data Entry Tables is also 
included in Appendix 2. 
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The Structure Tables (2), Data Tables (3), and Sources and Methods Tables (4) are 
still being worked on and will be completed in late August by the MFD team 
responsible for the External, Fiscal and Financial Sectors working with Sabina 
lbrahimova who is doing the follow-up work on the Real Sector and ensuring 
completeness and internal consistency before loading the data on the Data Base. 

Following the completion of the above follow-up tasks, a complete set of the revised 
Macroeconomic Indicator Tables3 will again be assembled by Sabina lbrahimova and 
submitted for final review prior to incorporating them as a separate module into the 
PIP Data Base. (See Appendix 6 for a schematic presentation) Designing this 
additional module for the Data Base will require consultation with and assistance 
from the PIP-Project IT specialist. 

IV Conclusions and recommendations 

As mentioned above, the Macroeconomic Indicator framework or structure in its 
present form is sufficiently comprehensive to meet most general analytical 
requirements and is designed in such a way that it can be expanded to meet 
additional requirements. The data entry for the core indicators has been completed 
and the verification and documentation process is well under way. A classification 
scheme for the PIP Projects was articulated and experimental coding will commence 
shortly and a possible approach to linking the PIP projects to the investment/capital 
expenditure estimates for national accounts has been established. During 
discussions concerning the data for the sectors some of the conceptual and 
definitional issues were explained to the team. However, because of time constraints 
more formal training was not possible and had to be postponed. 

The following actions are recommended for the short term: 
(August/September) 

• Rapid completion of remaining data entry of additional detail for Real and 
Fiscal sectors 

• Completion of documentation 
• Assembly of a complete set of revised tables for review (hard copy and 

electronic) 
• A schedule for updates and revisions of the Macroeconomic Indicators should 

be developed in cooperation with the data suppliers (NBA and SSC). 
• Initiation of discussions with IT specialist concerning the most efficient and 

effective way of creating the Macroeconomic Data Module of the Data Base 
and linking the two modules with the analytical models. 

• Experimental coding of PIP project data using the asset classification 
structure and sorting the projects according to the main categories indicated, 
using the data on the Data Base (as indicated in Appendix 5, Investment) 

• Preliminary review and listing of issues and problems identified during 
entering the first round of PIP projects on the Data Base. 

(Se ptem ber/Octo be r): 
• Further follow-up and investigation of PIP project and Call Circular 

presentation should be undertaken as suggested in Appendix 5. 
• Preliminary proposals for modifications of the CC Templates 
• Further articulation of intersectoral and logical links and consistency 

requirements imposed by the integrated system of accounts. 

3 The preliminaiy set of tables which was submitted on July 19, is available from Sabina lbrahimova. 
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• lntersectoral confrontation/reconciliation of macroeconomic indicators in 
terms of conceptual consistency and as follow-up to problems raised by 
inconsistencies indicated by fitting the data to the structures of the selected 
models. 

• Exploration of more integrated approaches to data classification, revisions 
and analysis between agencies.(e.g., NBA data are not usually revised for 
the back period, SSC estimates are, therefore differences exist for the 
historical record - what are the implications for MOED models and 
forecasting assumptions). 

• Training - working group discussions. 
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Appendix 1 Data files received from MOED 

File Name Description Renamed Language Received Source 
from 

Azedebt906 Government debt GD f2 English Rahim IMF 
indicators for FPM 

Azereal906 Real sector indicators R f2 English Rahim IMF 
for FPM 

Azetax906 Tax indicators for FPM GT-f2 English Rahim IMF 
Azefisc906 Fiscal indicators for GF-f2 English Rahim IMF 

FPM 
: Azemono9 Monetary indicators M-f2 English Rahim IMF 

06 
Azerbaijan Equations and WB_equations English Rahim WB 
Financial forecasting framework 
Framework prepared by Andrei 

(one page) 

---------- Government debt GD fl Translated Zaur MOED 
indicators to English 

---------- Fiscal sector indicators GF fl Translated Zaur MOED -
into 
Em!lish 

---------- Investment indicators Inv fl Translated Faig MOED -
and forecasts into 

English 

---------- Monetary sector M fl English Gulnar MOED -
indicators 

---------- BOP indicators and Ext fl Translated Lala MOED -
forecasts into 

English 
Proqnoz20 Real sector indicators R fl English Rahim MOED 
07 and forecasts 
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Appendix 2 - MOED Integrated Macroeconomic Data System -

Sample structure/data entry tables 
Note: The following three tables illustrate the coding, data entry and aggregation 
principles used in constructing the analytical tables and therefore the internal links 
that will be introduced in the data base. The highlighted areas indicate the variables 
for which data have to be collected from the original sources (publications, website, 
SSC or NBA worksheets, etc); the other indicators are derived as indicated. For 
example, the value added figures are calculated by deducting the intermediate 
consumption estimate from the gross output estimate for each industry for each year, 
rather than entering them directly from the source. 

Azerbaijan real sector indicators (millions of AZN, unless otherwise specified) 
Code NA Value added 2002 2003 2004 2005 

at basic prices (bp) 

R111211 Total R1112112FISIM-P 
R1112112FISIM FISIM(-) R1112112FISIM 
R111211AB Agriculture R1112111AB-R1112112AB 
R111211C Mining R1112111C-R1112112C 
R111211D Manufacturing R 1112111D-R11121120 
R111211E Utilities R1112111E-R1112112E 
R111211F Construction R1112111F-R1112112F 
R111211G Trade R1112111G-R1112112G 
R111211H Hotels & restaurants R1112111H-R1112112H 
R1112111 Transport R11121111-R11121121 
R111211J Finance R1112111J-R1112112J 
R111211K Real estate R111211 'IK-R1112112K 
R111211L Public administration R111211L-R1112112L 
R111211M Education R1112111 M-R1112112M 
R111211N Health R1112111N-R1112112N 
R1112110 Other services R11121110-R11121120 
R111211P Household activities R1112111P-R1112112P 

Analytical aggregations: 
R1112110 Oil R111211011+R1112110232 

R1112111011-
R111211011 Oil extraction R1112112011 
R1112110232 Oil refining R11121110232-R11121120232 

R111211 NC+R111211 ND+R111211 
R111211N Non-Oil NE-P 
R111211NC Mining ex. 11 R111211C-R111211011 
R111211ND Manufacturing, ex 232 R1112110-R1112110232 
R111211NE-P Other AB, E-P R111211AB+R111211 E-P 
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Azerbaijan real sector indicators (millions of AZN, unless otherwise specified) 
Code NA Gross output 2002 2003 2004 2005 2006 

R1112111 
R1112111AB 
R1112111C 
R1112111D 
R1112111E 
R1112111F 
R1112111G 
R1112111H 
R11121111 
R1112111J 
R1112111K 
R1112111L 
R1112111M 
R1112111N 
R11121110 
R1112111P 

R11121110 
R1112111011 
R11121110232 

R1112111N 
R1112111NC 
R1112111ND 
R1112111NE-P 

by industry 
Total 

Analytical aggregations: 
Oil 

Non-Oil 
Mining ex. 11 
Manufacturing, ex 232 
Other AB, E-P 
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R1112111AB-P 

R1112111011+R11121110232 

R1112111 NC+R1112111 ND+R1112111NE
p 

R 1112111C-R1112111011 
R1112111D-R11121110232 
R1112111AB+R1112111 E-P 
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Azerbaijan real sector indicators (millions of AZN, unless otherwise specified) 
Code NA Intermediate consumption 2002 2003 2004 2005 2006 

at eurchasers' erices 
by industry 

R1112112 Total 
R1112112FISIM 
R1112112AB 
R1112112C 
R1112112D 
R1112112E 
R1112112F 
R1112112G 
R1112112H 
R11121121 
R1112112J 
R1112112K 
R1112112L 
R1112112M 
R1112112N 
R11121120 
R1112112P 

Analytical aggregations: 
R11121120 Oil 
R1112112011 
R11121120232 

R1112112N Non-Oil 

R1112112NC Mining ex. 11 

R1112112ND Manufacturing, ex 232 

R1112112NE-P Otl1er AB, E-P 
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R1112112AB-P 

R1112112011+R11121120232 

R1112112NC+R1112112ND+R1112112NE
p 
R1112112C-
R1112112011 
R1112112D-
R11121120232 
R1112112AB+R1112112E-
p 
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Appendix 3 - MOED Macroeconomic Data System Contents 

Azerbaijan - MOED Integrated Macroeconomic Data System Summary 

Real Sector 
Financial Sector 
External Sector 
Fiscal Sector 

Azerbaijan MOED Integrated Macroeconomic Data 
System - Real Sector Indicators 

National accounts indicators 
Investments indicators 
Prices 
Labour 

Azerbaijan MOED Integrated Macroeconomic Data 
System -Real Sector - National Accounts 
Indicators 
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Summary - Consolidated National Accounts 
Income by Institutional Sector: 
Non-financial Institutions 
Financial Institutions 
government 
Households 
Non-profit institutions serving households (NPISH) 
Income by income component: 
Compensation of employees 
Depreciation (Consumption of fixed capital) 
Net operating surplus/mixed income 
GDP -production: 
Value added by industry 
Gross output by industry 
Intermediate consumption by industry 
GDPNalue added deflators by industry 
GDPNalue added at constant prices, by industry 
GDP - Expenditure: 
GDE Aggregates 
Gross fixed capital formation, by asset category 
Net exports of goods and services 
Merchandise trade (net exports of goods -customs 
basis) 

Supplementary 
Tables 8, 9, 10, and 11, 12, 14 Further breakdown 
by NACE 2 and 3 digit classes as necessary 

Table17 Breakdown by institutional sector and 
NACE 2 digit classes as necessary 
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Azerbaijan MOED Integrated Macroeconomic Data System - Real Sector - Investment Indicators 

Summary Gross Capital Formation (GCF) (national accounts estimate) 
Gross fixed capital formation (GFCF) by industry (national accounts estimate) 
Inventory change by industry (national accounts estimate) 
GFCF by sector (from Construction Department survey - unadjusted for definitional differences) 
GCF by institutional sector groups (Private, public) by asset category 
GCF for Private sector by domestic and foreign, by asset category 
Machinery and equipment by private (domestic, foreign) and government, by class of M & E 
Assets (Capital Stock) by asset category 

PIP projects 
GFCF by industry 
GFCF by sector and asset category 
Machinery and equipment by sector and asset category 

Azerbaijan MOED Integrated Macroeconomic Data System - Real sector - Price Indicators 

Summary 
In process of being added 

Consumer Price Index (CPI) by component 
Producer Price Index (PPI) for Industry (Mining, Manufacturing and Utilities) by component 
PPI for transport by component 
PPI for other industries 
Indices of Agricultural producer prices by component 

To be included when available 
Construction price indices (under development) 
Import and Export prices (unit value indices) - when developed 

Azerbaijan MOED Integrated Macroeconomic Data System - Real Sector - Labour Indicators 

Summary page 
Employment - jobs (numbers working for a salary or wage on the books of the employer) by industry 
Average wages - by industry 
Employed labour force (LFS) by industry 

Azerbaijan MOED Integrated Macroeconomic Data System - Financial Sector Indicators 

Summary 
NBA 
Commercial Banks 
Money aggregates 
Interest deposits 
Interest credits 

Azerbaijan MOED Integrated Macroeconomic Data System - External Sector Indicators 
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External sector - summary Balance of Payments Aggregates 
BoP Current account 
BoP goods and services balance 
BoP exports of goods 
BoP imports of goods 
BoP exports of services 
BoP imports of services 
BoP Current - income and transfers 
BoP Capital and financial account balance 
Capital and financial account debits and credits 
Exchange rates 

Azerbaijan MOED Integrated Macroeconomic Data System -- Fiscal Sector Indicators 

General Government - summary consolidated accounts 
General government consolidation 
State government summary 
State government revenue 
State government expenditure 
State government net acquisition of non-financial assets 
State government acquisition of non-financial assets 
State government disposals of non-financial assets 
State government consumption of non-financial assets (CFC) 
State government net lending/borrowing 
State Oil Fund (SOF) summary 
SOF revenue 
SOF expenses 
SOF net acquisition of non-financial assets 
SOF consumption of non-financial assets 
SOF net acquisition of financial assets 
State Social Fund summary 
Municipal government summary 
Nakhchivan Autonomous Republic summary 
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Appendix 5 - PIP Investment and capital expenditure data 
classification 

Following the initial identification of the sources for Public Investment data as well as 
available classifications, definitions and compilation guidelines, we attempted to 
explore potential linkages between data sets from these different sources. 

As a result, the classification framework in the table below (also shown as an excel 
format attachment to this report) was articulated. The classification is derived from 
the economic classification of government expenditures as presented in the GFS 
Manual with a further breakdown by CPC/CPA classes according to the classification 
used for the International Comparison of Prices Project. The classification is also 
recommended for compiling capital expenditure data for national accounts (not 
necessarily at the most detailed level) and for compiling estimates of capital stock. 

At aggregative levels, this structure should provide direct linkages with the 
investment data for Azerbaijan collected by the State Statistical Committee (SSC), 
both for the Public investment projects and for comparable private capital 
expenditures. The data collected by the SSC are collected from all investors, both 
public and private (shown separately), and identify sources of funding, differentiating 
between domestic and foreign or joint. The data are also cross-classified according 
to the type of asset, e.g., Buildings and Structures, machinery and equipment and 
other. The SSC questionnaire distributed to MOED team members in July was 
downloaded from the SSC website but it was subsequently found in discussion with 
the SSC that it is not the most up-to-date version. The form currently in use is not in 
the public domain and has to be officially requested from the SSC. 

I started from the assumption that, since the proposed classification categories match 
the GFS fixed assets component of the Economic Classification of Government 
Expenditure4 in terms of code numbers and categories, it should, in principle, provide 
a direct link between the budget expenditures and the investment project detail 
collected under the MOED Call Circular regime (at comparable levels of aggregation) 
except that the PIP data would be further broken down according to the International 
Comparison Project (ICP) classification of Government Expenditures as noted above: 
a more precise coding of each PIP project would provide easy checks with the 
control totals as well as a wealth of analytical material. 

This should have been a relatively straightforward matter of coding the projects, 
however, I have subsequently received the definitions of the Budget classification 
codes5 which clearly indicate that the categories do not follow the GFS 
recommendations. The main difference appears to be the treatment of the content of 
code 282200 ("capital expenditures" in the Budget and "Miscellaneous other 
expenses - capital" in the GFS system). 

The Budget definitions state that this category includes all major repairs and 
renovations, whereas in the GFS and the national accounts classifications major 
repairs (defined as repairs or renovations which increase the value and life of the 
asset and hence are capitalized on the balance sheet) are included with the 

4 The Economic classification of expenditures as developed in 2004 follows the GFS recommended 
structure and codes the standard classification of assets by major category 
5 Unified Budget Classification Economic Expenditures, Resolution No. 149 of Cabinet Ministers, 
October 6, 2004 definitions. 
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appropriate asset class (this is essential, inter alia for estimating changes in capital 
stock). 

GFS specifies that code 282200 be used for "capital transfers to market enterprises 
and NPISH's in cash or in kind to finance all or part of the costs of acquiring non
financial assets, to cover large operating deficits accumulated over 2 or more years, 
to cancel debt by mutual agreement with the debtor, or to assume debt." This is, 
clearly, a fundamentally different approach. 

At this point I do not have access to the entire set of definitions for the Budget 
expenditure codes, and therefore it is not clear where the items specified in the GFS 
definition are included in the Budget estimates, and by implication, in the PIP-project 
totals on Call Circular 4/LM, although the list of individual projects suggests that they 
must be included in either the column 3 or the column 4 totals. Therefore, this is an 
area where follow-up is required in order to clarify the situation. 

A very preliminary review of the just completed PIP Data Base work suggests that, 
now that the first round has been completed and entered on the Data Base, it should 
be possible to attempt a more rigorous classification and analytical compilation of the 
projects according to their various characteristics. I would recommend the following 
experimental tabulations, the results of which should provide a preliminary 
assessment of current practices and analytical potential: 

1. Sort projects by category: 
a) Project indicating a "share" by the government (with foreign or domestic 
partners) 
b) Projects financed and managed entirely by the government 

2. Code all projects within 1 a) and 1 b) according to the detailed GFS/ICP 
classification at as detailed a level as appears feasible from the current 
information. This will provide a complete listing by asset class, with "repairs 
and renovations" as separate subcategories. 

3. Compile totals for 1 a, 1 b, and for all repairs and renovations and compare 
with the totals in 4/LM col. 3 and col.4 for each spending organization to 
attempt to ascertain how the projects have been coded by the organization. 

4. Compare totals by asset class with the budget estimates, by major budget 
category. 

In order to gain the full analytical benefit from the standardized classification and 
coding of investment projects, it would be desirable to align the Call Circular 
instructions and guidelines with the standard classifications. The newly implemented 
Data Base provides an excellent tool for initial analysis of the first round of returns, 
indicating reporting problems and areas where some rationalization of the forms 
might be beneficial. If this evaluation is done using both the attached classification as 
a guide to analysis and the capability of the Data Base to structure the requirements 
in the most efficient and effective way, it should be possible to both rationalize the 
structure and ease the response burden on the institutions and departments required 
to compile the information. For example, for existing projects that have already been 
entered on the Data Base it might be sufficient to request only the information that 
would update the existing files. It should be stressed that before the Data Base was 
fully implemented, this would have been a much more difficult task. A preliminary 
review of the CC template was done during the last few days of my visit, but 
considerably more follow-up and testing will be required. Once that is completed and 
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recommendations developed and reviewed, the results should be "field tested" with 
some of the regular "respondents" to ensure that the instructions are clear and can 
be implemented. 
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Azerbaijan real sector indicators PIP projects - classification 
c. Circ. AZ Budget classification Budget GFS 
Template (Economic classification of Expenditure) Code Code 
No 

4/LM, Capital Expenditures 282200 2822 
col 3 Includes expenses related to capital repair of buildings structures 

by enterprises and organizations; 

& to vehicles & Machinery & equip!.; *to capital repair of vehicles 

& to production & non-production equipment & other portable assets 

4/LM 
col.4 

Fixed Assets 311000 
Purchase of buildings & constructions. Machinery & equipment 

and other assets by enterprises and organizations:: 

Buildings & construction facilities 
Residential buildings 

311100 
311110 

311 

3111 
31111 

Non-residential buildings 
(administrative, regulatory, military buildings) 

311120 31112 

ICP 

Code 

n.a. 

GFS/ICP title and definition 

Misc. other exp. ·capital 
Capital transfers to market enterprises & NPISH's in cash or in kind to finance all or part 

of the costs of acquiring non-financial assets, to cover large operating deficits 

accumulated over 2 or more years, to cancel a debt by mutual agreement with the 

debtor, or to assume a debt. 

Fixed assets 
Purchase. construction and capital repair of: 

Buildings & structures (CPA 45) 

Dwellings 
150211 Detached, semi-detached and terraced houses, farm houses and apartment houses with 

2 dwelling units; apartment houses with 3 or more dwelling units and dormitories; 

Includes renovations of, and additions and alterations to, existing residential dwellings. 

150221 Non-residential buildings - total 
1502211 Non-residential farm buildings, such as s!ables, barns granaries, grain bins, tower silos, 

machine sheds, etc., 

1502212 Buildings used to house production, assembly, warehousing activities of industrial 

establishments such as factories, plants, workshops, warehouses, etc.; 

1502213 Commercial or administrative buildings such as office buildings, bank buildings, parking 

garages, petrol and service stations, shopping centres and air, rail or road transport 

terminals; 

1502214 Public entertainment buildings, such as cinemas, theatres, concert halls, dance halls, 

and night clubs; 

1502215 Hotels, motels, inns, hostels, restaurants and similar buildings; 

1502216 Educational buildings such as schools, colleges, universities, libraries, archives and 

museums; 

1502217 Health buildings such as hospitals and sanatoria; 

structures for stadia and sports grounds; 

1502218 Non residential buildings, n.e.c . ., such as religious buildings and prison 

buildings; 

1502219 Includes renovations of, and additions and alterations to, existing non-residential buildings 



Azerbaijan real sector indicators PIP projects - classification 
c. 
Circular 
Template 
No. 

AZ Budget classification 

(Economic classification of Expenditures) 

Other facilities/construction 
(other civil buildings, socio-cultural constructions, irrigation 

channels, roads and bridges by rmterprises, as well as other 

expenses related to construction not included in 311110-311120). 

Machinery and equipment 
Other machinery & equipment 
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Budget GFS ICP/CPA GFS/ICP definition 

Code Code Code 

311130 31113 

311200 
311220 

3112 

other structures/civil engineering works 

150231 Highways, roads, railways and airfield runways; 

Bridges elevated highways, tunnels and subways; 

Waterways, harbours, dams and other waterworks; 

Pipelines for oil, gas, water supplies, sewerage or rain water; 

Telecommunication transmission lines 

electricity power lines including electricity power lines for railways; 

Power plants and other complex industrial constructions; 

Flatworks for sport and recreation installations; 

Civil engineering works, n.e.c .. ; 

Includes renovations of, and additions and alterations to, existing civil engineering works 

150100 Machinery and equipment - total 
Machinery and equipment, excluding transport equipment 

150111 Fabricated metal products(ex. machinery) - total (CPA 2811-75) 

Fabricated buildings of metal; 

Bridges, bridge sections, towers and lattice masts of iron or steel; 

reservoirs, tanks, vats and similar containers of iron, steel or aluminium 

for all materials; 

Central heating radiators and boilers; steam generators; 

Nuclear reactors; 

Hand tools; casks, drums, cans, boxes and similar containers of iron, steel 

or aluminium for all materials except gas; 

Other fabricated metal products, n.e.c. 

150112 General purpose machinery- total (CPA 2911-24) 
Engines and turbines except aircraft, vehicle and cycle engines, pumps & 

compressors; 

Ovens, other than bakery ovens; furnaces, furnace burners & incinerators; 

Lifting and handling equipment, such as jacks and hoists for raising vehicles, derricks, 

cranes, fork-lift trucks, skip hoists, lifts, escalators, and moving walkways; 

Non-domestic cooling and ventilation equipment; 

Other general purpose equipment, n.e.c. 

23 



Azerbaijan real sector indicators PIP projects - classification 
c. 
Circular 
Template 
No. 

AZ Budget classification Budget GFS ICP/CPA GFS/ICP Title and definition 

(Economic classification of Expenditures) 
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Code Code Code 

150113 Special purpose machinery-total (CPA2931-72) 
1501131 Agricultural machinery- total 

Agricultural tractors; ploughs, harrows, cultivators, seeders, planters, 

manure spreaders, fertilizer distributors and other machinery for the preparation and 

cultivation of the soil; 

Mowing, harvesting, threshing, hay making and baling machinery; 

Mechanical appliances for the projecting, dispersing or spraying liquids or powders for 

agriculture or horticulture; 

Self-loading or unloading trailers and semi-trailers for agriculture & forestry; 

Machines for cleaning, sorting and grading agricultural produce; 

Milking machines; machines for preparing animal feeding stuffs; 

Incubators, brooders, and other poultry keeping machinery; 

Beekeeping machinery; other agricultural and forestry machinery, n.e.c. 

1501132 Machine tools 

Machine tools for working metals, stone, ceramics, concrete, glass, wood, cork, bone, 

hard rubber, plastics and similar hard material; 

Pneumatic or motorized hand tools; 

Soldering, brazing and welding tools; 

Surface tempering and hot spraying machines & apparatus. 

1501133 Excavating equip., conveyors 

Converters, ladles, ingot moulds & casting machined for metallurgy; 

Metal-rolling mills 

Continuous action elevators and conveyors for underground use; 

Coal or rock cutters ad tunnelling machinery; 

Boring and sinking machinery; 

Self-propelled earthmoving and excavating machinery such as bulldozers, angledozers, 

graders, levellers, tamping machines, road rollers, mechanical shovels & shovel loaders; 

Machinery for sorting, grinding and mixing of earth, ores and other mineral substances; 

Foundry moulds forming machinery; 

Track-laying tractors. 
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Azerbaijan real sector indicators PIP projects - classification 
c. 
Circular 
Template 
No. 

AZ Budget classification 

(Economic classification of Expenditures) 
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Budget GFS ICP/CPA GFS/ICP Title and definition 

Code Code Code 

1501134 Food processing machinery 

Centrifugal cream separators & other dairy machinery; 

Machinery for the milling or working of cereals or dried vegetables; 

Machinery used in the manufacture of wine, cider, fruit juices & similar beverages; 

Non-electric bakery ovens; 

Dryers for agricultural produce; 

Non-domestic equipment for cooking or heating; 

Machinery used in the manufacture of oils and fats;; 

Other machinery used in the manufacture of food & beverages; 

Machinery for preparing or making up tobacco. 

1501135 Textile, clothing & footwear 
Machines for extruding, drawing, texturing or cutting textile materials; 

Machines for preparing textile fibres; 

Textile spinning, weaving & knitting machines; 

Sewing machines; 

Machinery for washing, cleaning, wringing, ironing, pressing, dyeing or reeling of textile 

yarns or fabrics; 

Felt-finishing machinery; 

Laundry-type washing machines, drying machines & dry-cleaning machines; 

Machinery for working hides, skins or leather; 

Machinery for making or repairing footwear and other articles. 

1501136 Paper, bindery & printing 

Machinery for paper & paperboard production; 

Book-binding & book-sewing machinery; 

Machinery, apparatus & equipment for type-setting, preparing or making printing blocks or 

plates; 

Offset printing & other printing machinery (excluding those of the office type); 

Centrifugal clothes dryers; 

Dryers for wood, paper pulp, paper or paperboard; 

Other special purpose machinery, n.e.c. 
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Azerbaijan real sector indicators PIP projects - classification 
c. 
Circular 
Template 
No. 

AZ Budget classification 

(Economic classification of Expenditures) 
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Budget GFS ICP/CPA GFS/ICP Title and definition 

Code Code Code 

150114 Electrical & optical equipment (CPA 3001-3350) 

1501141 Office & store machines 

Typewriters & word-processing machines; 

Calculating & accounting machines & cash registers 

Office-type photocopying apparatus & offset printing machinery; 

Automatic banknote dispensers, coin-sorting & coin-wrapping machines. 

1501142 Computers 

Computers & other data processing equipment. 

1501143 Electrical equipment 

Electric motors, generators & transformers; 

Electricity distribution & control apparatus; 

Accumulators & batteries; 

Lighting equipment & electric lamps; 

Electrical equipment, n.e.c. 

1501144 Audio & video equipment 

Radio & television receivers & transmitters; 

Television cameras; 

Electric apparatus for line telephony & telegraphy; 

Videophones; 

Sound & video recording & reproducing apparatus. 

1501145 Medical & scientific equip. 

Medical, surgical, dental & veterinary equipment, instruments, appliances 

& furniture; 

Instruments & appliances for measuring, checking, testing, navigating, & 

other purposes; 

Industrial process control equipment; 

Optical instruments & photographic equipment; 

Watches & clocks. 
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- .... ------ - - -Azerbaijan real sector indicators PIP projects - classification 
c. 
Circular AZ Budget classification Budget GFS 
Template 
No. (Economic classification of Expenditures) Code Code 

Means of transport/vehicles 311210 31121 
(Purchase & production of vehicles) 
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-
ICP/CPA 

Code 

150115 

150120 

150121 

150122 
1501221 

- - - - - - - .. 
GFS/ICP Title and definition 

Other manufactured goods, not elsewhere classified (CPA 3611-63) 

Office, shop & kitchen furniture; 

Bedroom, dining room, living room & garden furniture; 

Mattresses, musical instruments, sports goods. 

Transport equipment 

Road Transport equipment (CPA 3410-30 and 3541-50) 

Passenger cars, taxi cabs, vans, buses, trucks, tankers, tractor units for 

semi-trailers, trailers, semi-trailers, caravans, special purpose motor vehicles such as 

dumpers for off-highway use, breakdown lorries, ambulances, fire trucks, 

concrete mixer lorries, road sweeper lorries, mobile radiological units, 

motorized sleighs, etc. including their bodies (coachwork), specialized parts & engines. 

Motorcycles, side-cars, scooters, bicycles, invalid carriages, including their specialized 

parts & engines. 

Other transport equipment (CPA 3511-30) 

Water transport equipment 

Cruise ships, excursion boats, ferry boats, hovercraft, cargo ships, barges, 

lighters, tankers. Refrigerated vessels, factory ships; 

Tugboats & pusher craft, ice-breakers, dredgers, cable-ships, light vessels, 

research vessels & other non-trading ships (except naval ships); 

Floating docks, floating dredges, oil rigs & other floating or 

submersible drilling or production platforms; 

Specialized ship parts, other than engines; 

All vessels which have undergone extensive reconstruction & conversion. 

1501222 Rail transport equipment 

All railway & tramway & tramway locomotives, maintenance & seNice vehicles & rolling 

stock (passenger coaches, luggage vans, post office coaches, goods wagons, 

refrigerated vans, etc.) intended for railway seNice or for service in mining or 

industrial operations; 

Their specialized parts, other than engines. 
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Azerbaijan real sector indicators PIP projects - classification 
c. 
Circular 
Template 
No. 

AZ Budget classification 

(Economic classification of Expenditures) 

Agro-machinery/Agricultural economy technology 

Budget GFS ICP/CPA GFS/ICP Title and definition 

Code Code Code 

1501223 Air transport equipment 

Aeroplanes, helicopters, balloons, gliders, spacecraft, satellites, including their 

specialized parts and engines. 

3113 150311 Other fixed assets 
311310 31131 1503111 Cultivatedassets 

(purchase of agro-technology, breeding of cattle, purchase of Plantation, orchard and vineyard development; 

seeds for agriculture and other) Change in stocks of breeding stock, draught animals, dairy cattle, animals raised for wool 

Intangible assets 
(expenses related to purchase of n·ght to use for land and natural 

resources in agricultural purposes, patents, licences, 

organizational expenses, trademarks) 

Supplementary 

Valuable materials 
Non-production assets 
Land 
Subterranean assets 

* Note - definition and content not clear 
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311320 31132 

313000 
314000 
314100 
314200 
314300 
314400 

313 
314 

3141 
3142 
3143 

1503131 Land improvements 

n.a. 

Land improvements, including dams & dykes which are part of flood control & frrigation 

projects; 

Mineral exploration; 

Intangible fixed assets 
Acquisition of entertainment, literary or artistic originals; 

Other intangible fixed assets. 

1503121 Computer software that is expected to be in use for more than one year. 

Supplementary 

Valuables 

Non-produced assets 

Land 
Subsoil assets 
Intangible non-produced assets 
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Appendix 6 - Schematic presentation of Integrated PIP Data Base 

(Chart 1. Integrated Database in MOED J 
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Chart 3. Public Investment Projects Database 
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• ma - - - - - - - -Azerbaijan real sector indicators PIP projects - classification 
c. - - - - - - - ~ ~ -
Circular 
Template 
No. 

AZ Budget classification Budget GFS ICP/CPA GFS/ICP Title and definition 

(Economic dassification of Expenditures) 

Means of transport/vehicles 
(Purchase & production of vehicles) 

PIP-Project QPR Q3i2007 Annex 6.2 a 

Code Code Code 

311210 31121 

150115 Other manufactured goods, not elsewhere classified (CPA 3611-63) 
Office, shop & kitchen furniture; 

Bedroom, dining room, living room & garden furniture; 

Mattresses, musical instruments, sports goods. 

150120 Transport equipment 
150121 Road Transport equipment (CPA 3410-30 and 3541-50) 

Passenger cars, taxi cabs, vans, buses, trucks, tankers, tractor units for 

semi-trailers, trailers, semi-trailers, caravans, special purpose motor vehicles such as 

dumpers for off-highway use, breakdown lorries, ambulances, fire trucks, 

concrete mixer lorries, road sweeper lorries, mobile radiological units, 

motorized sleighs, etc. including their bodies (coachwork), specialized parts & engines. 

Motorcycles, side-cars, scooters, bicycles, invalid carriages, including their specialized 

parts & engines. 

150122 Other transport equipment (CPA 3511-30) 
1501221 Water transport equipment 

Cruise ships, excursion boats, ferry boats, hovercraft, cargo ships, barges, 

lighters, tankers. Refrigerated vessels, factory ships; 

Tugboats & pusher craft, ice-breakers, dredgers, cable-ships, light vessels, 

research vessels & other non-trading ships (except naval ships); 

Floating docks, floating dredges, oil rigs & other floating or 

submersible drilling or production platforms; 

Specialized ship parts, other than engines; 

All vessels which have undergone extensive reconstruction & conversion. 

1501222 Rail transport equipment 

All railway & tramway & tramway locomotives, maintenance & service vehicles & rolling 

stock (passenger coaches, luggage vans, post office coaches, goods wagons, 

refrigerated vans, etc.) intended for railway service or for service in mining or 

industrial operations; 

Their specialized parts, other than engines. 
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Azerbaijan real sector indicators PIP projects - classification 
c. 
Circular 
Template 
No. 

AZ Budget classification Budget GFS ICP/CPA GFS/ICP Title and definition 

(Economic classification of Expenditures) 

Agro-machinery/Agricultural economy technology 

Code Code Code 

1501223 Air transport equipment 

Aeroplanes, helicopters, balloons, gliders, spacecraft, satellites, including their 

specialized parts and engines. 

3113 150311 Other fixed assets 
311310 31131 1503111 Cultivated assets 

(purchase of agro-technology, breeding of cattle, purchase of Plantation, orchard and vineyard development; 

seeds for agriculture and other) Change in stocks of breeding stock, draught animals, dairy cattle, animals raised for wool 

Intangible assets 
(expenses related to purchase of right to use for land and natural 

resources in agncu/tural purposes, patents, licences, 

. organizational expenses, trademarks) 

Supplementary 

Valuable materials 
Non-production assets 
Land 
Subterranean assets 

* Note - definition and content not clear 

PIP-Project QPR Q3/2007 Annex 6.2 a 

311320 31132 

313000 313 
314000 314 
314100 3141 
314200 3142 
314300 3143 
314400 

1503131 Land improvements 

n.a. 

Land improvements, including dams & dykes which are part of flood control & irrigation 

projects; 

Mineral exploration; 

Intangible fixed assets 

Acquisition of entertainment, literary or artistic originals; 

other intangible fixed assets. 

1503121 Computer software that is expected to be in use for more than one year. 

Supplementary 

Valuables 

Non-produced assets 

Land 
Subsoil assets 
Intangible non-produced assets 
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Appendix 6 - Schematic presentation of Integrated PIP Data Base 
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Integrated Macroeconomic 
Indicators 

Classifications: GFS/ICP and Azerbaijan Budget MOED/PIP-Project 

Azerbaijan real sector indicators PIP projects - classification 
c. Circ. AZ Budaet classification Budget GFS ICP GFS/ICP title and definition 
Templat (Economic classification of Expenditure) Code code Code 

4/LM, Capital Expenditures 282200 2822 n.a. Misc. other exp. - capital 

col 3 Includes expenses related to capital repair of buildings structures Ca~ital transfers to market enterprises & NPJSH's in cash or in kind to finance all or part 

by enterprises and organizations; of the costs of acquiring non-financial assets, to cover large operating deficits 

& to vehickes & Machinery & equipt.; *to capital repair of vehides accumulated over 2 or more years , to cancel a debt by mutual agreement with the 

& to production & non-production equipment & other portable assets debtor, or to assume a debt. 

4/LM Fixed Assets 311000 311 Fixed assets 
col.4 Purchase of buildings & constructions, Machibery & equipment Purchase, construction and capital repair of: 

and other assets by enterprises and organizations:: 

Buildings & construction facilities 311100 3111 Buildings & structures (CPA 45) 

Residential buildings 311110 31111 Dwellings 
150211 Detached, semi-detached and terraced houses, farm houses and apartment houses with 

2 dwelling units; apartment houses with 3 or more dwelling units and dormitories; 

indudes renovations of, and additions and alterations to, existing residential dwellings. 

Non-residential buildings 311120 31112 150221 Non-residential buildings - total 
(adminisrative, regulatory, military buildings) 1502211 Non-reside11Ual f13rrn building~s, such as stables, barns granaries, grain bins, tower silos, 

machine sheds, etc., 

1502212 Buildings used to house production, assembly, warehousing activities of industrial 

establishments such as factories, plants, workshops, warehouses, etc.; 

1502213 Commercial or administrative buildings such as office buildings, bank buildings, parking 

garag~es, petrol and service stations, shopping centres and air, rail or road transport 

terminals; 

1502214 Public entertainment buildings, such as cinemas, theatres, concert halls, dance halls, 

and night clubs;~~~ 
---------

1502215 Hotels, motels, inns, hostels, restaurants and similar buildings; 

1502216 Educational buildings such as schools, colleges, universities, libraries, archives and 

museums; 

1502217 Healt~b_llil~ings such as hospitals and sanatoria; 

structures for stadia and sports grounds; 

1502218 Non residential buildings, n.e.c .. , such as religious buildings and prison 

buildings; 

1502219 lndudes renovations of, and additions and alterations to, existing non-residential buildings 

August2007 1 



Integrated Macroeconomic 
Indicators 

Classifications: GFS/ICP and Azerbaijan Budget MO ED/Pl P-Project 

Azerbaij~n real sector indicators PIP projects - classification 
C. Circ AZ Budaet classification Budget GFS ICP/CPA GFS/ICP definition 
Templat (Economic classification of Expenditures) Code code Code 

Other facilities/construction 311130 31113 Other structures/civil engineering works 
(other civil buildings, socio-cuffura/ constructions, irrigation 

channels, roads and bridges by enterprises. as well as other 150231 Highways, roads, railways and airfield runways; 

expenses related to construction not included in 311110-311120). Bridges elevated highways, tunnels and subways; 

Waterways, harbours, dams and other waterworks; 

Pipelines for oil, gas, water supplies, sewerage or rain water; 

Telecommunication transmission lines 

electricity power lines including electricity power lines for railways; 

Power plants and other complex industrial constructions; 

Flatworks for sport and recreation installations; 

Civil engineering works, n.e.c .. : 

lncludesrE!~ovations of, and additions and alterations to, existing civil engineering works 

Machinery and equipment 311200 
~ 

3112 150100 Machinery and equipment - total 
Other machinery & equipment 311220 Machinery and equipment, excluding transport equipment 

150111 Fabricated metal products(ex. machinery) - total (CPA 2811-75) 

Fabricated buildings of metal; 

Bridges, bridge sections, towers and lattice masts of iron or steel; 

reservoirs, tanks, vats and similar containers of iron, steel or aluminium 

for all materials; 

Central heating radiators and boilers; steam generators; 

Nuclear reactors; 

Hand tools; casks, drums, cans, boxes and similar containers of iron, steel 

or aluminium for all materials except gas; 

Other fabricated metal products, n.e.c .. 

150112 General purpose machinery- total (CPA ?911:?-±L 
Engines and turbines except aircraft, vehicle and cycle engines, pumps & 

compressors; 

Ovens, other than bakery ovens; furnaces, furnace burners & incinerators; 

Lifting and handling equipment, such as jacks and hoists for raising vehicles, derricks, 

crane~, fork-lift trucks, skip hoists, lifts, escalators, and moving walkways; 

Non-domestic cooling and ventilation equipment: 

Other general purpose equipment, n.e.c .. 
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Integrated Macroeconomic 
Indicators 

Classifications: GFS/ICP and Azerbaijan Budget MOED/PIP-Project 

Azerbaijan real sector indicators PIP projects - classification 
C. Circ AZ Budoet classification Budget GFS ICP/CPA GFS/ICP Title and definition 
Templat (Economic classification of Expenditures) Code code Code 

150113 Special purpose machinery - total (CPA 2931-72) 
1501131 Agricultural machinery - total 

Agricultural tractors; ploughs, harrows, cultivators, seeders, planters, 

manure spreaders, fertilizer distributors and other machinery for the preparation and 

cultivation of the soil; 

Mowing, harvesting, threshing, hay making and baling machinery; 

Mechanical appliances for the projecting, dispersing or spraying liquids or powders for 
~~~~~~~~~~~~~~~~~~~~ 

agriculture or horticulture; 

Self-loading or unloading trailers and semi-trailers for agriculture & forestry; 

Machines for cleaning, sorting and grading agricultural produce; 

Milking machines; machines for preparing animal feeding stuffs; 

Incubators, brooders, and other poultry keeping machinery; 

Beekeeping machinery; other agricultural and forestry machinery, n.e.c .. 

1501132 Machine tools 

Machine tools for working metals, stone, ceramics, concrete, glass, wood, cork, bone, 

hard rubber, plastics and similar hard material; 

Pneumatic or motorized hand tools; 

Soldering, brazing and welding tools; 

Surface tempering and hot spraying machines & apparatus. 

1501133 Excavating equip., conveyors 

Converters, ladles, ingot moulds & casting machined for metallurgy; 

Metal-rolling mills 

Continuous action elevators and conveyors for underground use; 

Coal or rock cutters ad tunne!!ing machinery; 

Boring and sinking machinery; 

Self-propelled earthmoving and excavating machinery such as bulldozers, angledozers, 

graders, levellers, tamping machines, road rollers, mechanical shovels & shovel loaders; 

Machinery for sorting, grinding and mixing of earth, ores and other mineral substances; 

Foundry moulds fanning machinery; 

Track-laying tractors. 
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Integrated Macroeconomic 
Indicators 

Classifications: GFS/ICP and Azerbaijan Budget MO ED/Pl P-Project 

Azerbaijan real sector indicators PIP projects - classification 
C.Circ AZ Budget classification Budget GFS ICP/CPA GFS/ICPTitle and definition 
Temp lat (Economic classification of Expenditures) Code code Code 

1501134 Food processing machinery 

Centrifugal cream separators & other dairy machinery; 

Machinery for the milling or working of cereals or dried vegetables; 

Machinery used in the manufacture of wine, cider, fruit juices & similar beverages; 

Non-electric bakery ovens; 

Dryers for agricultural produce; 

Non-domestic equipment for cooking or heating; 

Machinery used in the manufacture of oils and fats;; 

Other machinery used in the manufacture of food & beverages; 

Machinery for preparing or making up tobacco. 

1501135 Textile, clothing & footwear 

Machines for extruding, drawing, texturing or cutting textile materials; 

Machines for preparing textile fibres; 

Textile spinning, weaving & knitting machines; 

Sewing machines; 

Machinery for washing, cleaning, wringing, ironing, pressing, dyeing or reeling of textile 

yarns or fabrics; 

Felt-finishing machinery; 

Laundry-type washing machines, drying machines & dry-cleaning machines; 

Machinery for working hides, skins or leather; 

Machinery for making or repairing footwear and other articles. 

1501136 Paper, bindery & printing 

Machinery for paper & paperboard production; 

Book-binding & book-sewing machinery; 

Machinery, apparatus & equipment for type-setting, preparing or making printing blocks or 

plates; 

Offset printing & other printing machinery (excluding those of the office type); 

Centrifugal clothes dryers; 

Dryers for wood, paper pulp, paper or paperboard; 

Other special purpose machinery, n.e.c .. 
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Integrated Macroeconomic 
Indicators 

Classifications: GFS/ICP and Azerbaijan Budget MO ED/PIP-Project 

Azerbaijan real sector indicators PIP projects - classification 

c. Circ AZ Budoet classification Budget GFS ICP/CPA GFS/ICP Title and definition 

Templat (Economic classification of Expenditures) Code code Code 

150115 Other manufactured goods, not elsewhere classified (CPA 3611-63) 

Office, shop & kitchen furniture; 

Bedroom, dining room, living room & garden furniture; 

Mattresses, musical instruments, sports goods. 

Means of transport/vehicles 311210 31121 150120 Transport equipment 

(Purchase & production of vehicles) 150121 Road Transport equipment (CPA 3410-30 and 3541-50) 

Passenger cars, taxi cabs, vans, buses, trucks, tankers, tractor units for 

semi-trailers, trailers, semi-trailers, caravans, special purpose motor vehicles such as 

dumpers for off-highway use, breakdown lorries, ambulances, fire trucks, 

concrete mixer lorries, road sweeper lorries, mobile radiological units, 

motorized sleighs, etc. including their bodies {coachwork), specialized parts & engines. 

Motorcycles, side-cars, scooters, bicycles, invalid carriages, including their specialized 

parts & engines. 

150122 other transport equipment (CPA 3511-30) 

1501221 Water transport equipment 

Cruise ships, excursion boats, ferry boats, hovercraft, cargo ships, barges. 

lighters, tankers. Refrigerated vessels, factory ships; 
------------------

Tugboats & pusher craft, ice-breakers, dredgers, cable-ships, light vessels, 

research vessels & other non-trading ships (except naval ships); 

Floating docks, floating dredges, oil rigs & other floating or 

submersible drilling or production platforms; 

Specialized ship parts, other than engines; 

AU vessels which have undergone extensive reconstruction & conversion. 

1501222 Rail transport equipment 

All railway & tramway & tramway locomotives, maintenance & service vehicles & rolling 

stock (passenger coaches, luggage vans, post office coaches, goods wagons, 

refrigerated vans, etc.) intended for railway service or for service in mining or 

industrial operations; 

Their specialized parts, other than engines. 
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Integrated Macroeconomic 
Indicators 

Classifications: GFS/ICP and Azerbaijan Budget MOED/PIP-Project 

Azerbaijan real sector indicators PIP projects - classification 
C.Circ AZ Budget classification Budget GFS ICP/CPA GFS/ICP Title and definition 
Temp lat (Economic classification of Expenditures) Code code Code 

1501223 Air transport equipment 

Aeroplanes, helicopters, balloons, gliders, spacecraft, satellites, including their 

specialized parts and engines. 

3113 150311 Other fixed assets 
Agro-machinery/Agricultural economy technology 311310 31131 1503111 Cultivated assets 
(purchase of agro-technology, breeding of cattle, purchase of Plantation, orchard and vineyard development; 

seeds for agriculture and other) Change in stocks of breeding stock, draught animals, dairy cattle, animals raised for wool 

1503131 Land improvements 
Land improvements, including darns & dykes which are part of flood control & irrigation 

projects; 

Mineral exploration; 

Intangible assets 311320 31132 n.a. Intangible fixed assets 
(expenses related to purchase of right to use for land and natural Acquisition of entertainment, literary or artistic originals; 

resources in agricultural purposes, patents, licences, Other intangible fixed assets. 

organizational expenses, trademarks) 1503121 Computer software that is expected to be in use for more than one year. 

Sueelementarv: Sueelementa~ 

Valuable materials 313000 313 Valuables 

Non-preoduction assets 314000 314 Non-produced assets 

Land 314100 3141 Land 
Subterranean assets 314200 3142 Subsoil assets 

314300 3143 Intangible non-produced assets 
314400 

* Note - defiinition and content not clear 
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MOED Macro Data System Real sector module Structure 

Azerbaijan MOED Macro Data System -Real Sector Indicators - National Accounts component 

1 Contents 
2 Summary - Consolidated National Accounts 

Income by Institutional Sector: 
3 Non-financial Institutions 
4 Financial Institutions 
5 Govemment 
6 Households 
7 Non-profit institutions serving households (NPISH) 

Income by income component: 
8 Compensation of employees 
9 Deipreciation (Consumption of fixed capital) 

10 Net operating surplus/mixed income 
GDP -production: 

11 Value added by industry 
12 Gross output by industry 
13 Intermediate consumption by industry 

GDP - Expenditure: 
14 GOE Aggregates 
15 Gross fixed capital formation, by asset category 
16 Net e~ports of goods and services 
17 Merchandise trade (net exports of goods) -customs basis) 
18 GDPNalue added deflators by industry 
19 GDPNalue added at constant prices, by industry 

Supplementary 
10, 11, 12, 18 Further breakdown by NACE 2 and 3 digit classes as necessary 
14 Breakdown bv institutional sector and NACE 2 di11it classes as necessary 
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MOED Macro data 
SOURCE FILES 

Real sector mdoule 

Azerbaijan real sector indicators (millions of AZN, unless otherwise specified) 
Code R- National Accounts: Summarv 2002 2003 

Consolidated accounts for the nation 

R1 Gross national disposable income 
R12 Net current transfers from abroad 
R121 Transfers to abroad 
R122 Transfers from abroad 
R11 Gross national income · 
R112 Net foreign factor income 
R1121 _ _ Property income to RoW 
R1122 Property income from RoW 
R111 GDP-income 
R11111 Compensation of employees 
R11112 Consumption of fixed capital 
R11113 Net operating surplus 
R11115 Taxes on production (-) 

-

R11116 Subsidies on production 
R11122 GDP (mp) 
R111211 Value added (bp) 
R1112111 Gross output 
R1112112 Intermediate consumption(-) -
R111212 Net indirect taxes 
R1112121 Taxes on products & imports 
R1112122 Subsidies on products(-) 

- -

R11131 GDP-Expenditure (mp) 
R1113111 Final consumption by households & NIPISH'S 
R1113112 Final consumption by government 
R111312 Capital formation 
Rf11313 Net exports of goods and services 
R11132 Discrepancy-Expenditure 
~-

R2 GDP at constant prices 

2 

Structure 
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--- -

- -- ~-------
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--~-
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MOED Macro data 
SOURCE FILES 

Real sector module 

Azerbaijan real sector indicators (millions of AZN, unless otherwise specified) 
coae NA Income - Non-financial sector 2002 2003 2004 

.R1NF Gross disposable income 
R12NF Net current transfers 
!--• -----
R121NF Transfers payable 
.R122NF Transfers receivable 
~~~--

R11NF Gross income 
R112NF Net property income 
R1121NF Property income payable H 
R1122NF Property income receivable 

~~~~~· ... '''~~'''''' 

R111NF Income 
R11111NF ...... Compensation of employees 
R11112NF Consumption of fixed capital 
R11113NF .... Net operating su~plus 
R11115NF 'faxes on production (-) 

' """""-·~~ 
... 

R11116NF Subsidies on production _,,, _____ 

R111211NF Value added (bp) 
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Structure 

2005 2006 2007 2008 2009 2010 2011 

················ ·--~~~---

--·-·· 
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MOED Macro data 
SOURCE FILES 

Real sector module 

Azerbaijan real sector indicators (millions of AZN, unless o!~-~rwise spec::i!!9.~) 
Code NA Income - Financial Sector 2002 2003 2004 2005 

R1F Gross disposable iri"come 
R12F -Nefcurrent transfers 
R1i1F __ Tr~~::;fers payable 
R122F Transfers receivable 
R11F Gross income 
R112F --N-et(i"roperty income 
R1121F PropertY income payable(-) 
R1122F ___ !:!'C>Perty income receivable 
-R1·1·1"r:- GDP-income 
R11111F __ 9()mpenS1E,11ion -~f employees 
R11112F Consumption of fixed capital --

Net operating-su~rplu-s R11113F 
R11115F Taxes on production(-) 
R11116F Subsi~.i.~-~_pn pr()_duction 
R111211F Value added (bp) 
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Structure 

2006 2007 2008 2009 2010 2011 --

~---------

__ ,,,,,,~ 
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MOED Macro data 
SOURCE FILES 

Real sector module 

Azerbaijan real sector indicators (millions of AZl\! 1 _~-~-~ess otherwise specified) 
Code NA Income - Government Sector 2002 2003 2004 2005 

R1G Gross disposaiiie.income 
R12G Net current transfers 

~----~ R121G Transfers payable 
R122G Transfers receivable 
R11G Gross income 
R112G Net property income 
R112iG Property income payable(-) 

""'"'"'~~~--··--

···--R1122G Property income receivable 
R111G GDP-income 
R11fff(3""· Compensation of employees 

.. 
----~~~~~~~ 

R11112G Consumption of fixed capital 
.,.,.,,.,., 

R11113G Net operating surplus 
R11115G Taxes on produ~!2.~J:! 
R11116G Subsidies on production 
R111211G Value added (bp) 
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Structure 

2006 2007 2008 2009 2010 2011 

~~----
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MOED Macro data 
SOURCE FILES 

Real sector module 

Azerbaijan real sector indicators (millions of AZN, unless otl!erwise S~f;l~ifled) 
Code NA Income - Household Sector 2002 2003 2004 2005 
~. 

R1HH Grossi disposable income 
R12HH Net current transfers 
R121HH Transfers 
R122HH Transfers receivable 

.. 

R11HH Gross national income 
R112HH Net property income 
R1121HH Property income payable 
R1122HH Property income payable 
R111HH GOP-income .. 
R11111HH -~ g.ompensation of employees ,__ 
R11112HH Consumption of fixed capital 
R11113HH Net operating surplus 
R11115HH Taxes on production (-) 
R11116HH Subsidies on production 

·-"'····~-
, ... 

R111211HH Value added (bD) 
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MOED Macro data 
SOURCE FILES 

Real sector module 

Azerbaijan real sector indicators (millions of AZN, unless otherwise specified) 
Code NA NPISH's INHl 2002 2003 2004 
R1NH Gross disposable income 
R12NH Net current transfers 
R121NH Transfers payable 
R122NH Transfers receivable 
R11NH Gross income 
R112NH Net property income 
R1121NH Property income payable H 
R1122NH Property income receivable 
R111NH GDP-Income 
R11111NH Compensation of employees 
R11112NH Consumption of fixed capital 
R11113NH Net operating surplus 
R11115NH Taxes on production(-) 
R11116NH Subsidies on production 
R111211NH Value added (bp) 
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Structure 

2005 2006 2007 2008 2009 2010 2011 
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MOED Macro data 
SOURCE FILES 

Real sector module 

Azerbaiian real sector indicators (millions of AZN, unless otherwise specified) 
Code ·NACompensation of emoloyees ·2002 2003 -·····2004 2005 

~-···---- ~-----

R11111 Total 
R11111AB Agriculture •.. 

R11111C Mining 
R11111D M~ri.ufacturing 

---

R11111E Utilities ---R11111F Construction 
R11111G Trade 
-·· --R11111H Hotels & restaurants 
R111111 . __ !!Clnsport ------
R11111J Finance 
R11111K Real estate 
R11111L Public administration 

----
R11111M Education 
R111f1N Health 

--· 

R111110 Other services -------· 
R11111P Household activities -

Analytical aggregations: 
fH11110 Oil 
R11111011 -·oil extraction .. 
R111110232 Oil refining 
FH1f11N Non-Oil 

·--· 

" 

R11111NC Mining ex. 11 
-· ~-~~ 

R11111ND Manufacturing, ex 232 
R11111NE-P Other AB, E-P 
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Structure 

--2006 2007 2008 2009 2010 2011 

-----··---

-
-· 

-· 
~~-~ 

··-
.. 

·--
--·-
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MOED Macro data 
SOURCE FILES 

Real sector module 

Azerbaijan real sector indicators (millions of AZN, unless otherwise specified) 
Code NA Depreciation 2002 2003 2004 2005 2006 

lConsumotion of fixed caoltan 

R11112 Total 
R11112AB Agriculture 
R11112C Mining 
R11112D Manufacturing 
R11112E Utilities 
R11112F Construction 
R11112G Trade 
R11112H Hotels & restaurants 
R111121 Transport 
R11112J Finance 
R11112K Real estate 
R11112L Public administration 
R11112M Education 
R11112N Health 
R111120 Other services 
R11112P Household activities 

Analytical aggregations: 
R111120 Oil 
R11112011 Oil extraction 
R111120232 Oil refining 
R11112N Non-Oil 
R11112NC Mining ex. 11 
R11112ND Manufacturing, ex 232 
R11112NE-P other AB, E-P 

9 

Structure 

2007 2008 2009 2010 2011 

--

1/25/2008 



MOED Macro data 
SOURCE FILES 

Real sector 

Azerbaijan real sector indicators (millions of AZN, unless otherwise specified) 
Code 2002 2003 2004 2005 

NA Net o~erating sur~lus 
R11113 Total 
R11113AB Agriculture 
R11113C Mining 
R11113D Manufacturing 
R11113E Utilities 
R11113F Construction 
R11113G Trade 
R11113H Hotels & restaurants 
R111131 Transport 
R11113J Finance 
R11113K Real estate 
R11113L Public administration 
R11113M Education 
R11113N Health 
R111130 Other services 
R11113P Household activities 

Special aggregations: 
R111130 Oil 
R11113011 Oil extraction 
R11113023~ Oil refining 
R11113N Non-Oil 
R11113NC Mining ex. 11 
R11113ND Manufacturing, ex 232 
R11113NE-F Other AB, E-P 

10 

Structure 

2006 2007 2008 2009 2010 2011 

1/25/2008 



MOED Macro data 
SOURCE FILES 

Real sector module 

Azerbaijan real sector indicators (millions of AZN, unless otherwise specified) 
Code NA Value added 2002 2003 2004 2005 

at basic prices (bp) 

R111211 Total 
R1,112112FISIM FISIM(·) 
R111211AB Agriculture 
R111211C Mining 

·-· R111211D Manufacturing 
R111211E Utilities 
R111211F Construction 

~-·~ 

R111211G Trade 
R111211H Hotels & restaurants 
R1112111 Transport 
R111211J Finance 
R111211K Real estate 
R111211L Public administration 
R111211M Education 
R111211N Health 
R1112110 Other services --R111211P Household activities 

Analytical aagregatlons; 
R1112110 on 
R111211011 Oil extraction 
R1112110232 Oil refining 
c---· ---

Non-Oil R111211N 
R111211NC ·Minina ex. 11 
R111211ND ···· fi~fanufacturing, ex 232 
R111211NE-P Other AB, E-P 

11 

Structure 

2006 2007 2008 2009 2010 2011 

-- --~·---· 

- ------

----

-
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MOED Macro data 
SOURCE FILES 

2002 i003 

,_ _____ ,._ .. ,,. ______ ,, ____ !--·----+-------+ 

Real sector module 

2004 2005 2006 

------1------r-- ---------! --·--l-·-----11-------1 

--"""+--··---

1-. ---I 

'----· --------!------+-------+---

12 

Structure 
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MOED Macro data 
SOURCE FILES 

Real sector module 

Azerbaijan real sector indicators (millions of AZN, unless otherwise specified) 
Code NA Intermediate consumotion 2002 2003 2004 2005 

at nurchaselS' nrices 
by industry 

R1112112 Total 
R1112112FISIM FISIM 
R1112112AB Agriculture 
R1112112C Mining 
R1112112D Manufacturing 
R1112112E Utilities 
R1112112F Construction 
R1112112G Trade 

-----------

R1112112H Hotels & restaurants 
R11121121 Transport 
R1112112J Finance 
R1112112K Real estate 
R1112112L Public administration 
R1112112M Education 
R1112112N Health 
R11121120 Other services 
R1112112P Household activities 

Analytical aggregations: 
R11121120 Oil 
R1112112011 Oil extraction 
R11121120232 Oil refining 
R1112112N Non-Oil 
R1112112NC Mining ex. 11 
R1112112ND Manufacturing, ex 232 
R1112112NE-P Other AB, E-P 

13 

Structure 

2006 2007 2008 2009 2010 2011 

1125/2008 



MOED Macro data 
SOURCE FILES 

Real sector module 

Azerbaijan real sector indicators (millions of AZN, unless otherwise specified) 
Code NA GDP - E aggregates 2002 2003 2004 2005 

by category of expenditure 

R11131 GDP - Expenditure 
R111311x Final consumption total 
R1113111 Fin. Cons. HH & NPISH's 
R1113111a Households 
R1113111b NPISH's 
R1113112 Government final consumption 
R1113112a Government individual consump 
R1113112b Government collective consump. 
R111312 Capital formation 
R111312a Gross fixed capital formation 
R111312b Inventory change 
R111313 Net exports of goods & services 
R3113131 Exports(+) 
R3113132 Imports(-) 

Gross domestic expenditure 
R111314 (unadjusted) 
RGDPSD Statistical discrepancy 
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Structure 

2006 2007 2008 2009 2010 2011 

1/25/2008 



MOED Macro data 
SOURCE FILES 

Real sector module 

Azerbaijan real sector indicators (millions of AZN, unless othe1Wise specified) 
Code Gross caoital formation - 2002 2003 2004 .. 

. .......... ~Y category of asset (flows) 

R111312 Total - produced assets 
R1113121 Fixed assets (GFCF -total) 
R111312111 Tangible fixed assets 
R111312111T. Buildings 
R1113121112 Other structures w---
R1113121113 Machinery & equipment 
R1113121114 Cultivated assets 
R111312112 Intangible fixed assets 
R11131212 Changes in .. inventories 
R11131213 Valuables 

15 

Structure 

2005 2006 2007 2008 2009 ········2af0" 2011 

~-·~~ 

WW~~-
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MOED Macro data 
SOURCE FILES 

Real sector module 

Azer~~!~~- real sector indicators (millions of US$, unless otherwise specified) 
Code NA Foreian trade 2002 2003 2004 2005 

~~~~~~ 

( in Mill. Manat) 
R111313 Net exports of goods & services 
R11131311 Exports of goods fob (BoP basis) 
R11131312 Exports of services 

----~~ 

R1113131 Exports of goods & services 
R11131321 Imports of goods fob(BoP basis) 
i----,.,_ 

R11131322 Imports of services 
R1113132 Imports of goods & services 

E6 Exchange_!~!!?1_~N/$ 

----··7;,iliifus$J -----------

E11 Net exports of goods & services 
E111 Exports of goods fob (BoP basis) 
E113 Exports of services 

Exports of goods & services 
E111 Imports of goods fob(BoP basis) (-) --
E113 Imports of services H 

Imports of goods & services(-) 

16 

Structure 

2006 2007 2008 2009 2010 2011 

'"'"M 

I 
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- - - -MOED Macro data 
SOURCE FILES - - - - - ~al se..,odu~ 

Azerbaijan real sector indicators: Foreign trade (millions of USO) and millions of AZN 
NA Merchandise Trade SITC 2002 2003 2004 2005 

Customs basis codes 
Goods lUSDl 

R1113131C Trade of goods balance 
(Customs basis) 

R11131311C Goods Exports • 
R111313111 Food 
R111313112 Crude materials 
R111313113 Fuels 
R111313114 Chemicals 
R111313115 Machinery 
R111313116 Manufactures 
R111313117 Other 
R11131312C Goods - Imports· total(·) 
R111313121 Food 
R111313122 Crude materials 
R111313123 Fuels 
R111313124 Chemicals 
R111313125 Machinery 
R111313126 Manufactures 
R111313127 Other 

E6 Exchange rate, AZN/$ 

Goods fAZNl 
R1113131C Trade of goods balance 

(Customs basis) 
R11131311C Goods Exports • 
R111313111 Food 
R111313112 Crude materials 
R111313113 Fuels 
R111313114 Chemicals 
R111313115 Machinery 
R111313116 Manufactures 
R111313117 Other 
R11131312C Goods ·Imports ·total (·) 
R111313121 Food 
R111313122 Crude materials 
R111313123 Fuels 
R111313124 Chemicals 
R111313125 Machinery 
R111313126 Manufactures 
R111313127 Other 

17 
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MOED Macro data 
SOURCE FILES 

Azerbaijan real sector indicators: Price indexes 
Code NA Value Added deflators 2002 

by industry 
(equal to Gross Output deflators) 

R2 Total 
R21AB Agriculture 
R21C Mining 
R21D Manufacturing 
R21E Utilities 
R21F Construction 
R21G Trade 
R21H Hotels & restaurants 
R211 Transport 
R21J Finance 
R21K Real estate 
R21L Public administration 
R21M Education 
R21N Health 
R210 Other services 
R21P Household activities 

Analytical aggregations: 
R210 Oil 
R21011 Oil extraction 
R210232 Oil refining 

R21N Non-Oil 
R21NC Mining ex. 11 
R21ND Manufacturing, ex 232 
R21NE-P Other AB, E-P 

Real sector module Structure 

2003 2004 2005 2006 2007 2008 2009 2010 2011 

-----------

18 1/25/2008 



MOED Macro data 
SOURCE FILES 

Azerbaijan real sector indicators GDP at constant prices 
Code NA Value Added 2002 2003 

at constant orices 
by industry 

R221 Total 
R221AB Agriculture 
R221C Mining 
R221D Manufacturing 
R221E Utilities 
R221F Construction 
R221G Trade 
R221H Hotels & restaurants 
R2211 Transport 
R221J Finance 
R221K Real estate 
R221L Public administration 
R221M Education 
R221N Health 
R2210 Other services 
R221P Household activities 

Analytical aggregations: 
R2210 Oil 
R221011 Oil extraction 
R2210232 Oil refining 
R221N Non-Oil 
R221NC Mining ex. 11 
R221ND Manufacturing, ex 232 
R221NE-P Other AB, E-P 

R2 GDP at constant prices 

Real module sector Structure 

2004 2005 2006 2007 2008 2009 2010 2011 

19 1/25/2008 



MOED Macro Data System External sector module Structure 

Azerbaijan MOED Macro Data System - External Sector 

1 Contents 
2 External sector - summary 
3 Current account 
4 BoP goods and services balance 

-----

5 BoP exports of goods 
6 BoP imports of goods 
7 BoP exports of services 
8 BoP imports of services 
9 BoP Current - income and transfers 

10 BoP Capital and financial account balance 
11 Capital and financial account debits and credits 

1 1/25/2008 



MOED Macro Data System External sector module Structure 

Azerbaijan exter11~l!i~C:~~r indicators (millions of USO) 
Code 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 

Balance of oavments 
E1 Current account balance 
E11 Goods and services 
E111 Trade of goods balance 
E112 Trade of services balance 
E12 Income 
E121 Investment income, net 
E1210 Oil 
E122 Labor income, net 
E13 Current Transfers, net 
E131 Private 
E132 Public (General Government) 
E2 Capital and financial account balance 
E21 Capital Account 
E211 g(i[>ital transfers 
E22 Financial Account 
E221 Direct investment, net 
E222 Portfolio investment, net 
E223 Other investment, net 

Strategic Currency Reserves {Reserve 
E3 assets) 
E31 Reserves of NBA 
E32 Oil Fund 
E321 Government (new category) 
E322 Oil Fund 
E4 Errors and omissions 

E6 Exchange rate, AZN/$ 

2 1/25/2008 



MOED Macro data 
SOURCE FILES 

External sector module 

Azerbaijan external sector indicators: BoP Current account (millions of USO) 
Cade 2002 2003 2004 2005 

Current account 
E1 Current account balance 
E11 Goods and services balance 
E110 Oil 
E11N Nan-ail 
E111 Trade of goods balance 
E1110 Oil 
E111N Nan-ail 
E112 Trade of services balance 
E1120 Oil 
E112N Nan-ail 
E12 Income 
E121 Compensation of employees, net 
E1210 lnvestiment income 
E122 Direct investment 

Portfolio investment 
Other investment 

E13 Current Transfers, net 
E131 General government 
E132 Other sectors 

E6 Exchange rate, AZN/$ 

3 

Structure 

2006 2007 2008 2009 2010 2011 

1/25/2008 



MOED Macro data 
SOURCE FILES 

External sector module 

Azerbaijan external sector indicators: BoP Current Account Foreign trade (millions of USO) 
Code SITCv3 2002 2003 2004 

E11 Goods & Services balance 
E111 Trade of goods balance 
E1111 Merchandise trade balance 
~E11110 Oil 
E1111 N Non-oil 

Other - total coverage & valuation 
E1112 adju~~ments 
E11121 Valuati()n 13djustment on imports (cif to fob) 
E11122 Repair of goods 
E11123 Good procured in ports by carriers 
E11124 Other adustments (coverage, valuation) 
E111241 Goods for processing 
E1114 Supple_fEentary tabulation 
E11124 Non-monetary gold 
E11125 Held as store of value 
E11126 Other 
E1112G GOLD- MONETARY{+) 
E1112GC G_OLD COIN & CURRENT COIN (+) 
E113 Trade of services balance ---
E1130 Oil 

------

E113N Non-oil 

E6 ExchanQe rate, AZN/$ 

4 

Structure 

2005 2006 2007 . 2008 2009 2010 2011 

---

---

1/25/2008 



MOED Macro data 
SOURCE FILES 

External sector module 

Azerbaijan external sector indicators: BoP Foreign trade (millions of USO) 
2002 

E111 Exports - Goods 
E1111 Merchandise trade - Goods Exports 
E11110 Oil 
E1111N Non-oil 
E1112 Other - total coverage & valuation adjustments 
E11122 Repair of goods 
E11123 Good procured in ports by carriers 
E11124 Other adustments (coverage, valuation) 
E111241 Goods for processing 
E1114 Supplementary tabulation 
E11124 Non-monetary gold 
E11125 Held as store of value 
E11126 

---

Other 
E1112G GOLD- MONETARY(+) 
E1112GC GOLD COIN & CURRENT COIN (+} 

E6 Exchange rate, AZN/$ 

5 

Structure 

2003 2004 2005 2006 2007 2008 2009 2010 2011 

--~ 

1/25/2008 



MOED Macro data 
SOURCE FILES 

External sector module 

Azerbaijan external sector indicators: Foreign trade- BoP - Current Account - G&S Account (millions of USO) 
2002 2003 2004 2005 2006 

E111 Imports - Goods 
E1111 Merchandise trade - Goods Imports 
E11110 Oil 
E1111 N Non-oil 
E1112 Other - total coverage & valuation adjustments 

~~ .......... 
E11121 ValUc:Jtion adjustment on imports (cif to fob) 
E11122 Repair of goods 
E11123 Good procured in ports by carriers 

-----
E11124 Other adustments (coverage, valuation) 
E111241 ~-Q~ds for processing 

--· 
E1114 ~~pp~ementary tabulation 
E11124 Non-monetary gold 
E11125 Held as store of value 
E11126 Other 
E1112G GOLD - MONET ARY 

------~~--

E1112GC GOLD COIN & CURRENT COIN 
-- --

---
E6 Exchange rate, AZN/$ 
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Structure 

2007 2008 2009 2010 2011 
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--~-·-

~----

-·-

... ~-

----- ... 

--~-
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MOED Macro data 
SOURCE FILES 

External sector module 

Azerbaijan external sector indicators: BoP Current AccountForeign trade (millions of USO) 
Code 2002 2003 2004 

E113 Services • Exports --
E1130 Oil 
E11301 Transportation - -E11302 Travel 
E11303 Communication 
E11304 Construction 
E11305 Insurance 
·e113oa ··-Fliianicial 
E11307 Computer & information services 
E11308 Royalies & license fees 
E11309 --Other business services 
E113010 §~vernment services, nee. ----
E113N Non-oil 
E113N1 Transportation 
E113N2 Travel 

'"'~-------

E113N3 Communication 
E113N4 Construction 
E113N5 Insurance 

--"'"'"'"""""".,.,., 

E113N6 Finanicial 
---

E113N7 Computer & information services 
E113N8--

-----
Royalties & license fees --

E113N9 Other business services 
E113N10 Government services, nee. 

---
E6 Exchange rate, AZN/$ 
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Structure 

2005 2006 2007 2008 2009 2010 2011 

-- ~~·· -

--

-

1/25/2008 



MOED Macro data 
SOURCE FILES 

External sector module 

Azerbaijan external sector indicators: BoP Current Account Foreign trade (millions of USO) 
[Code I ····· I I 20021 20031 20041 20051 2ooa1 20011 2oos1 20091 20101 2011 

Goods & Services Account 
E113 Services - Imports 
IE1130 Oil 
IE11301 ............ Transportation 
E11302 Travel 
E11303 Communication 
E11304 Construction 
E11305 Insurance 
E11306 Finanicial 
E11307 Computer & information services 
E11308 Royalies & license fees 

-----+-------· -

E11309 Other business services 
E113010 Government services, nee. 
E113N Non-oil 
E113N1 Transportation 
E113N2 Travel 
E113N3 Communication 
E113N4 Construction 
E113N5 _ Insurance 
E113N6 Finanicial 
E113N7 Computer & information services 

···+-
E113NB Royalties & license fees 
E113N9 Other business services 
E113N10 Government service~ nee. 

E6 I Exchange rate, AZN/$ 

8 

Structure 

1/25/2008 



MOED Macro data 
SOURCE FILES 

External sector module 

Azerbaijan ext~.~nal sector indicators: BoP Current acc!?._unt (millions of USO) 
Code 2002 2003 2004 2005 
E12 Income (+} 

Income - credit --E121 C()l!!pensation of employees, net 
E122 lnvestiment income 
E1221 Direct investment --E1222 Portfolio investment 
E1223 Other investment 
E12 Income - debit 

· - Compensation of employees, net 
... 

E121 
E122 lnvestiment income 

'··-~····~ E1221 Direct investment 
-E122~ ~--- ~ Portfolio investment 
E1223 Other investment ,. 

Current Transfers -credit E13 
E131 Public -:_§_eneral government 
E132 Private -Other sectors 
E13 Current Transfers debit 
E131 Public - General government 

····~-

E132 Private- Other sectors 
---

E6 Exchange rate, AZN/$ 
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Structure 

2006 2007 2008 2009 2010 2011 

-·-

--·· 

····· 
- ... 

---.-
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MOEO Macro data 
SOURCE FILES 

External sector module 

Azerbaijan external sector indicators: BoP Capital account (millions of USO) 
Code 2002 2003 ···2004 2005 

Capital and financial account·--
E2 balance 
EO c & F balance·o1r·· 

~~~~.----

EN C & F balance non-oil 
E21 Capital account 
E211 Capital transfers 

-"'"""""" ··-····· 

E212 Acquisition/disposals of non-produced 
non-financial assets 

E22 Financial account 
E221 Direct investment, net 
E2210 Direct investment, net - Oil 
E221N Direct _investment, net Non-oil ----E222 Portfolio investment, net 

~~~~~~~ 

E223 Other investment, net 
Strategic Currency Reserves (Reserve 

E3 assets) 
--E31 Reserves of NBA 

E32 Oil Fund 
E321 Government (new category) 
E322 Oil Fund 
ES Errors and omissions.!'• net 

"""""' ____ 
E6 Exchange rate, AZNI$ 

10 

Structure 

2006 2007 2008 2009 2010 2011 

-----

-------

............... 

.,. 

-····~ 

----------
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MOED Macro data 
SOURCE FILES 

External sector module 

Azerbaijan external sector indicators: BoP Capital account (millions of USO) 
Code 2002 2003 2004 2005 
E21-22 Capita!~ Financial Account 
E21 Capital account- credits 
E211 Capital transfers 

Acquisition/disposals of non-
E212 prod_f.!<;_ed 

non-financial assets 
------- -~~ 

E21 Capital account - debits 
E211 Capital transfers 

Acquisition/disposals of non-
E212 produced 

non-financial assets 
E22 Financial account - credits 
E221 Direct investment 
E2210 Direct investment Oil 
E221N Direct investment Non-Oil 
E222 Portfolio investment 

--------

E223 Other investment 
E22 Financial account-debits 
E221 Direct investment 
E222 Portfolio investment 
E223 Other investment 

E6 Exchange rate, AZN/$ 

11 

Structure 

2006 2007 2008 2009 2010 2011 

-------- ----- ---------

----- ~~-
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MOED Macro Data System Government sector module Structure 

Azerbaijan MOED Macro Data System Structure -- Government Sector 

1 Contents 
2 General Government - summary consolidated accounts 
3 General government consolidation 
4 State government summary 
5 State government revenue 
6 State government expenditure 
7 State government net acquisition of non-financial assets 
8 State government acquisition of non-financial assets 
9 State government disposals of non-financial assets 

10 State government consumption of non-financial assets (CFC) 
11 State government net lending/borrowing 
12 State Oil Fund (SOF) summary 
13 SOF revenue 
14 SOF expenses 
15 SOF net acquisition of non-financial assets 
16 SOF consumption of non-tinancial assets 
17 SOF net acquisition of financial assets 
18 State Social Fund summary 
19 MunicipalJJovernment summary 

----

20 Nakhchivan Autonomous Republic summary 

1 1/25/2006 



MOED Macro Data system Government sector module Structure 

Azerbaijan government sector indicators (millions of AZN, unless otherwise specified) 

Code General Government 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 

Consolidated budget summa~ 

G1 Total revenue, incl. transfers -
G2 Total expenditure 

G3 Operating Balance 

G4 Net acquisitions of non-financial assets 

G5 Net lending/borrowing 

G51 Domestic 
-----------

G52 Foreign 
-------

1 State government 

G11 Total revenue, incl. transfers 

G21 Total expenditure and net lending 

G31 Balance 

G41 Net acq~isitions of non-financial assets 

G51 Net lending/borrowing 

2 Oil Fund 

G12 Total revenue, incl. transfers 

G22 Total expenditure and net lending 

G32 Balance 
---------

G42 Net acquisition of non-fininancial assets 

G52 Net lending/borrowing 

3 Social Protection Fund 
--------

G13 Total revenue, incl. transfers 

G23 Total expenditure and net lending 

G33 Balance 
4 Nakchivan AR 

G14 Total revenue, incl. transfers 
----------------------

G24 Total~'P~nditure and net lending 

G34 Balance 

5 Municipal governments 

G15 Total revenue, incl. transfers 

G25 Total ex;pendit!.Jr~~nd net lending 

G35 Balance 

? 1t?fit?nnR 



MOOED Macro data 
SOURCE FILES 

Government sector module 

Azerbaijangovernment sector indicators (millions of AZN, unless otherwise specified) 
Code 2002 2003 2004 2005 

Consolidated budaet -·- -· 
G1 Revenue - total 

-----· 
G11 State budget revenues 
G111 Transfers from SOF (Oil Fund) 
G112 Tax payments of SOCAR & AIOC 

-- ---

Off~budget receipts of budget org. 
- ....__,_ ____ 

G113 
G12 State.Oil Fund Revenues 

, _____ 
i----·-·· 

G13 Social Fund Revenues 
G1311 Transfers from State Budget 
G1312 Ins. Payments made by budg. Org. 
G14 fllakhchivan Aut. Rep. revenue 
G.141 Dotation from state budget 
G15 Municipality budget revenues -----
G151 Dotation from state budget 
(31"6 Tax loans to Energy sector 
G.f·· EJ(penditure • total 
~~"·---

G21 State budget expenses 
G211 Off-budget expenses of budg. Org. 
<3212 Transfers from state budget -- -------
G22 State Oil Fund Expenses 
G221 Transfers to state budget 
G23 State Social Protection Fund Exp •• 
G231 Ins. Payments made by budg. Org. 
G24 Nakhchivan Aut. Rep. expenses 

G25 Projects financed under foreign loans 
Munidpalitv budget expenses --- '-~---

G26 

3 

Structure 

2006· -2007 ~OtlB 2009 2010 2011 
·-·-~~······· 

--
-----______ ,_,. ... 

_ .. ,,.,,,,,,_ 

"'"'""-

--

... 

-------·······-

----- ---
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MOED Macro data 
SOURCE FILES 

Government sector module 

Azerb_Ciijan government sector indicators (millions of AZN, unless otherwise specified) 
Code 2002 2003 2004 2005 

State Budaet - Summarv 
Statement of operations -----

G111 Total Revenue 
G213 Consumption of fixed capital 
G21 Total expenses 

~----------

G31 Net operating balance (G11-G21) 
G4a1 Net acquisition of non-financial assets 
G4a Net lending/borrowing (G3-G4) 
G4b1 Net acquisition of financial assets 
G4b1D Domestic 
G4b1F Foreign 
G4b2 Net incurrence of liablities (-) 
G4b2D Domestic(-) 
G4b2F Foreign(-) 
G4b Net lending/borrowing 
G4bD Domestic 
G4bF Foreiqn 

4 

Structure 

2006 2007 2008 2009 2010 2011 

f----. 

·-

·--
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MOED Macro data 
SOURCE FILES 

Government sector module 

Azerbal an ovemment sector indicators millions of AZN, unless otherwise specified) 

Structure 

Code State Budget 2002 2003 2004 2005 2006 2007 2008 2009 201 O 2011 
G11 Total Revenue 
G111 Tax Receipts 
·c;1111 Taxes on income, profits & capital gains 
·e;11111 I Payable by individuals 
I G 11112 Payable by corporations & other enterpr. 
G11113 Unallocable 
G1112 Taxes on payroll & workforce 
G1113 Taxes on property . 
IG111131 Recurrent taxes on immovable property ····-- - I 
IG11 ! ... ~.~~········· Recurrent taxes on net wealth ----···· ~~~--
rGIT1133 Estate, inheritance & gift taxes . 
G 111134 T. on financial & capital transactions -- I 
IG111135 Other non-recurrent taxes on properly_____ I . 
G111136 Other recurrent taxes on propert}l ...... ..... ---
G1114 Taxes on goods and services 
G11141 General taxes on goods & services ------
G111411 Value added taxes 
G111412 Sales taxes ----
G111 413 I Turnover & other general taxes on . 

and services 
142 I Exises 

--------·--+------+------+-----1-----1------r------+-----+-------t 

143 Profits Of fiseal monopolies 
144 Taxes on specific services 
145 Taxes on use of goods or on ---

permission to use goods or perform act. 
1451 Motor vehicle taxes ----·---i---....-r----i---+-----+----+-----+----+---_,,1-----+------1 

11452 Other taxes on use of goods or on ... 
G111453 Other taxes on goods and services 
G1115 faxes on international trade & transactions 
G11151 
G11152 I 

G11153 I Profits of export or import monopolies 
G11154 Exchange profits 
G11155 Exchange taxes ---
G11156 Other taxes on international transactions ---
G1116 Other taxes ·····----
G11161 

·,,, • Payable other than business or unidentifiable 

5 1/2512008 



MOED Macro data 
SOURCE FILES 

Code State Budaet 
G112 ""social contributions (see SSF) 
G113- Grants -'"··----·· 
G1131 ___ Fr~m foreign governments 
G11311 Current 
G11312 Capital 
Gfl32-- From international organizations 
G11321 Current 
G.11322 Capital 
G1133 From other general government units 
G11331 Current 
G11332 Capital 
G1114 Other revenue -·" _, .. ,,_ 

G11141 Property income 
G111411 Interest 
G111412 Dividends 

.. ., 

G111413 .~thdrawals from income of quasi*Corporations 
G111414 Property income attributed to insurance 

c;m·41s -Rent 
policy holders 

G11142 Sales of goods & services 
G111421 Sales by market establishments 
G111422 Administrative fees 
G111423 Incidental sales by non-market establishm. 
G111424 Imputed sales of goods & services 
G11143 Fines. penalties & forfeits 
G11144 _ _ _ ., Vol~_ntary transfers other than grants --""'"'-

G111441 Current 
<3111442 Capital 
G11145 Miscellaeous & unidentified revenue 

- -Government sector module Structure 

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 

---
..... 

--

.. 

·- .---

-- -
.. 

-

- . _.,,,. 

··~- ----

---

-- ---
-~"' 

F; 
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MOED Macro data 
SOURCE FILES 

Government sector module 

Azerbaijan government sector indicators (millions of AZN, unless otherwise specified) 

Code St:itA Budoet 2002 2003 2004 2005 
ECOf1SJrnic classification of ~~P.~f1_ses 

G21 EC Expense - total 
G211 c;olfJJ!ensation of employees 
G2111 Wages and salaries 
G21111 Wages and salaries in cash 
G21112 Wages and salaries in kind 

......... 

G2112 Social contributions 
G21121 Actual social contributions 
G21122 Imputed social contributions 
G212 -·· Use of goods and services--
G213 Cosnumption of fixed capital 
G214 Interest 
G2141 To non-residents 
G2142---··-- To residents other than general government 

---

G2143 To other general government units 
-~~~~~-"'"'"'"'"'--~ 

G215 Subsidies 
-··· 

G2151 To public corporations 
G21511 __ !_<:> __ ~g_f1:~11.ancial public corporations 
G21522 To financial public corporations 

~---.. ~~~ 
G2152 To p!.!i!_~t~-enterprises 
G21521 To non-financial private enterprises 
G21522 To financial private enterprises 
G216 Grants 
G2161 To foreign governments 
G21611 Current 
G21622 Capital 
G2162 T (J international organiz atioiis·······----
G21621 Current 
G21622 Capital 
G2163 To other general govemment"units----··············· 

····--
G21631 Current 
G21632 Capital 

7 

Structure 

2006 2007 2008 2009 2010 2011 

--· .. ·~ 
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~~ ~~~~ 

~-"' "'"' 

------
--······-~·~---~~~~ 
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MOED Macro data 
SOURCE FILES 

Code 

-----------------

G217 
G2171 
G21711 
G21712 
G2172 
G21721 
G21722 
G2173 
G21731 
~~~ 

G21732 

G218 
G2181 
G21811 
G21812 

G21813 

G21814 
G2182 
G21821 
G21822 

State BudQet 
Economic classification of expenses 

Social benefits 
Social security benefits 
Social security benefits in cash 

Social security benefits in kind 
Social assistance benefits 
Social assistance benefits in cash 
Social assistance benefits in kind 

Employer social benefits 
Employer social benefits in cash 
Employer social benefits in kind 

Other expense 
Property expense other than interest 

Dividends (public corporations only) 
Withdrawals from income of quasi-corp. 

(public corporations only) 
P!~perty expense attributed to 

insurance policy holders 
Rent 

Miscellaneous other expense 
Current 
Capital 

Government sector module Structure 

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 

8 1/25/2008 



MOED Macro data 
SOURCE FILES 

Government sector module 

Azerbaijan government sector indicators (millions of AZN, unless otherwise specified) 
Code 2002 2003 2004 2005 
G State Budaet 
G4a1 Net acquisition of non-financial assets ----·---
G4a11 Fixed assets 
G4a111 Buildings & structure --
G4a1111 Dwellings 

---- --
G4a1112 Non-residential buildings 
G4a1113 Other structures (engineering) 
G4a112 Machinery & equipment 
G4a1121 Transport equipment 
------
G4a1122 Other rnachiner & equipment 
-----

G4a113 Other fixed asets 
G4a1131 Cultivated assets 

--f---

G4a1132 Intangible fixed assets 
G4a12 Inventories 

-- i----.- -~ 

G4a121 Strategic stocks 
G4a122 Materials & supplies 
G4a123 Work in progress 
G4a124 Finished goods --
G4a125 Goods for resale 
G4a13 Valuables 
G4a14 Non-produced assets 
G4af41 Land 
G4a142 Subsoil assets 
G4a15 Other naturally occurring assets 
G4a16 lntanQible non-produced assets 
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MOED Macro data 
SOURCE FILES 

G4a1 Acquisition of non-financial assets 
,G4a11 Fixed assets 

Government sector module 

------------! -------------+------+-----+-----+---- f-----+----+----1------1 

'G4a111 Buildings & structure I 
G4a1111 Dwellings · ---
G4a1 f12 Non-residential buildings ... ···-
G4a1113 -----offie·r-·sfructures (engineering) ----- ------- ----- I -----

1--------- .. ----·······""'" ~~~"-----·-~-··· 
G4a112 Machinery & equipment 
G4a1121 -- Transport equipment 

IG4a1122 Other machiner & equipment ____ ----
G4a113 Other fixed asets 

!-------···- -+----+----
G4a 1131 Cultivated assets 
G4a1132 Intangible fixed assets 
IG4a1 f-- Inventories 
G4a121 Strategic stocks 

--·-------4 -----!---········ ---+- """"'" 
~-- '"""""''"""1-----+------1 

---···--------- ·- "'"'"'"'"'"'"'""-;-----1-----i------1-----1 

G4a122 ____ !!Jlaterials & supplies 
G4a123 Work in progress 
G4a124 Finished goods 
G4a125 Goods for resale 
G4a13 Valuables 
G4a14 

Subsoil assets i 
G4a15 Other naturally occurring assets 
G4a16 lntanbible non-produced assets 

10 

Structure 
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MOED Macro data 
SOURCE FILES 

Government sector module 

Azerbaijan government sector indicators (millions of AZN, unless othenvise specified) 
Code 2002 2003 2004 2005 2006 
G State Budget 
G4a1 Disposals of non-financial assets 
G4a11 Fixed assets 
G4a111 Buildings & structure 
G4a1111 Dwellings 
G4a1112 Non-residential buildings 
G4a1113 Other structures (engineering) 
G4a112 Machinery & equipment 
G4a1121 Transport equipment 
G4a1122 Other machiner & equipment 
G4a113 Other fixed asets 
G4a1131 Cultivated assets 
G4a1132 Intangible fixed assets 

G4a12 Inventories 

G4a121 Strategic stocks 
G4a122 Materials & supplies 
G4a123 Work in progress 
G4a124 Finished goods 
G4a125 Goods for resale 
G4a13 Valuables 
G4a14 Non-produced assets 
G4a141 Land 
G4a142 Subsoil assets 
G4a15 Other naturally occurring assets 
G4a16 lntanbible non-oroduced assets 

11 

Structure 

2007 2008 2009 2010 2011 
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MOED Macro data 
SOURCE FILES 

Government sector module 

Azerbaijan government sector indicators (millions of AZN, unless otherwise specified) 
Code 2002 2003 2004 2005 
G State Budget 
G213 c:;onsumption of fixed capital 
G2131 Fixed assets 
G21311 Buildings & structure 
G213111 Dwellings 
G2131111 Non-residential buildings 
G2131112 Other structures (engineering) 
G21312 Machinery & equipment 
G213121 Transport equipment 
G213122 other machiner & equipment 
G21313 Other fixed asets 
G213131 Cultivated assets 
G213132 Intangible fixed assets 

12 

Structure 

2006 2007 2008 2009 2010 2011 
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MOED Macro data Government sector module Structure 
SOURCE! Mefbaijan government sector indicators (millions of AZN, unless otherwise specified) ___________ ,., •.•.•. ________________ """"""'"'"'"'"'-

Code 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 
~~~~~ 

State Budaet 
Net lending/borrowing (G4:!?.~.:,§~~~j 

~~~~ 

G4b ----
G4b1 Financial assets total 

Domestic 
-------- ... 

Currency and ' .. 
Securities other than shares 
Loans 
Shares & other equity 
Insurance technical reserves ... 
Financial derivatives 
Other accounts receivable 

Foreign 
Currency and deposits i 

Securities other than shares 
Loans .. 
Shares & other equity 

~~~~--------------· ----
Insurance technical reserves 
Financial derivatives 
Other accounts receivable 

Monetary gold and SDR's 
-~--------

G4b2 Financial liabilities total 
Domestic 

Currency and deposits 
Securities other than shares 
Loans 
Shares & other equity 
Insurance technical reserves 
Financial derivatives 
Other accounts receivable 

Foreign 
Currency and dep~.~!~-~-
Securities other than shares 
Loans 
Shares & other equity 
Insurance technical reserves 
FinancJafCieriVaiiv.es _____ 

Other accounts receivable i 
l 

13 1125/2008 



MOED Macro data 
SOURCE FILES 

State Oil Fund 
~tatement o(C!_f'erations 
Total Revenue 
Totaf expenses 
-·········~~ 

Net operating balance (G111-G21) 
Net acquisition of non-finall~ial assets 
~et lenc:ji_119/borrowing (~3-G4) 
Net acquisition of financial <:,t_ssets 

Domestic 
~Foreign 
Net incurrence of liablities 

Dor,..,.,.,.., 
Foreign 

~~~~~~~~~ 

Net lending/borrowing 
Domestic 
Foreiqn 

2002 2003 

Government sector module Structure 

2004 2005 2006 2007 2008 2009 2010 2011" 

·····•·•·•····· 

--
~~~N~~---

--- --

--
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MOED Macro data 
SOURCE FILES 

Government sector module 

Azerbaijan government sector indicators (millions of AZN, unless otherwise specified) 
Code ······ State Oil Fund 2002 2003 2004 2005 
G11 Revenue Total 

Receipts from erode oil sales 
Bonus payments 
Acreage payments 
Transit revenues 
Funds generated from allocation of the Fund's 
money_ 
Funds from transfer of oil and gas through the 
territory of the Republic of Azerbaijan 
Azerbaijan's dividends from implementation of oil-
gas projects 
Payments from the difference between contractual 
price and domestic wholesale price of erode oil 
produced in Azerbaijan and exported 

--------------

Other income 

15 

Structure 

2006 2007 2008 2009 2010 2011 
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MOED Macro data 
SOURCE FILES 

Government sector module 

Azerbaijan government sector indicators (millions of AZN, unless otherwise specified) 
Code State Oil Fund 2002 2003 2004 2005 
G21 Expense total 
G211 Compensation of employees 
G212 Use of goods & services 
G213 Consumption of fixed capital 
G214 Interest 
G214 Other expenses 

Original detail from MOED 
Costs rel. to resolving social & inhabitance 
problems of refugees & /DPs 
Expenses related to financing of interest of 
the Republic of Azerbaijan in BTC BIBK 

Transfers to state budget 
Costs related to management of the Fund's 
assets 
Construction of water pipeline from Oquz-
Gaba/a region to Baku 
Financing of Samur Absheron irrigation 
system's reconstruction project 
Regulation of issues related to SOCAR's 
share 
Expenses related to GoAz's participation in 
BTCproject 
Forming of State Investment Company's 
charter capital 

16 

Structure 

2006 2007 2008 2009 2010 2011 
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MOED Macro data 
SOURCE FILES 

Government sector module 

Azerbaijan government sector indicators (millions of AZN, unless otherwise specified) 
Code State Oil Fund 2002 2003 2004 2005 2006 
0213 Net Acquisition of 

Non-financial assets 
Fixed assets 

Buildings & structure 
Dwellings 
Non-residential buildings 
Other structures (engineering) 

Machinery & equipment 
Transport equipment 
Other machiner & equipment 

Other fixed asets 
Cultivated assets 
Intangible fixed assets 

Inventories 
Materials & supplies 
Work in progress 
Finished goods 
Goods for resale 

Valuables 
Non-produced assets 

Land 
Subsoil assets 

Other naturally occurring assets 
Intangible non-produced assets 

17 

Structure 

2007 2008 2009 2010 2011 
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MOED Macro data 
SOURCE FILES 

Government sector module 

Azerbaijan government sector indicators (millions of AZN, unless otherwise specified) 
Code State Oil Fund 2002 2003 2004 2005 2006 2007 
G2132 Consumption of fixed assets 

Fixed assets 
Buildings & structure 

Dwellings 
Non-residential buildings 
Other structures (engineering) 

Machinery & equipment 
Transport equipment 
Other machiner & equipment 

Other fixed asets 

Cultivated assets 

Intangible fixed assets 

18 
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MOED Macro data 
SOURCE FILES 

Government sector module 

Azerbaijan government sector indicators (millions of AZN, unless otherwise specified) 
Code State Oil Fund 2002 2003 2004 2005 
G4b1 Financial assets total 

Domestic 
Currency and deposits 
Securities other than shares 
Loans 
Shares & other equity 
Insurance technical reserves 
Financial derivatives 
Other accounts receivable 

Foreign 
Currency and deposits 
Securities other than shares 
Loans 
Shares & other equity 
Insurance technical reserves 
Financial derivatives 
Other accounts receivable 

G4b2 Financial liabilities total 
Domestic 

Currency and deposits 
Securities other than shares 
Loans 
Shares & other equity 
Insurance technical reserves 
Financial derivatives 
Other accounts receivable 

Foreign 
Currency and deposits 
Securities other than shares 
Loans 
Shares & other equity 
Insurance technical reserves 
Financial derivatives 
Other accounts receivable 

19 

Structure 

2006 2007 2008 2009 2010 2011 
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MOED Macro data 
SOURCE FILES 

Government sector module 

Azerbaijan government sector indicators (millions of AZN, unless otherwise specified) 
Code I State Social Fund I 20021 20031 20041 2005 

Statement of operations 
G111 Total Revenue 
81111 Compulsory state social insurance fees 
G1112 Allocations from budget organizations 
G1113 Allocations from non-budget organiz. 
G 1114 Other revenues 
GT11 s Transfers from state budget 
G1116 State Social Protection Fund revenue 
G21 Total expenses 
G211 · Compensation of employees 
G212 I Use of goods & services I G213 I (;onsumption affixed capital 
G214 Interest 
G215 Other expenses 
G3 .. Net operating balance (G111-G21) 
__ _,f',jet acquisition of non-financial assets 

G4a Net lending/borrowing (G3-G4) 
Net acquisition of financial assets 

Domestic 

Foreign 
G4b Net lending/borrowing 

Domestic 
Foreign 

Pension benefits paid 

20 
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MOED Macro data 
SOURCE FILES 

1----:,,,,,,,.,,,_,,, .• -.j---'--C..C:'L' :.r_l<:!:Qtlrln of employees 

Government sector module 

--+----~... ~-'"'"''"~~~ 

----~- -----+--·-------l-----+-----+-----4 

goods & services -----
1-------1-C-o-ns_u_m"'""p-t-io-n -of fixed-ca-p-it_a_I -----+---,,-------1:----+-

lnterest ----
__ ---+Other expenses 

G3 1-Nefoperating balance (G111-G21) ---

~ 
N_~fac uisition_o_f_n_o_n--fi-=-na_n_c_ia_l_a_ss~e'-ts-+-----+-----+ __ -_-__ -___ ---+-----+ 
Net lending/borrowing (G3·G4) 

1-----+------···f--------~---1---+~---+---··~ Net of financial assets 
--+···---+--

----~-----l--··'"""""""··~----i------i------1-------li----

-- !------ ----r------1 
!------------

G4b -1----·---+------+------+-------1 
----! 

--1---------
Foreign 

21 
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MOED Macro data 
SOURCE FILES 

Government sector module 

Azerbaijan government sector indicators (millions of AZN, unless otherwise specified) I Nakhchivan Autonomous Code 2002 2003 2004 2005 . ,.,.,., .. 
Reoublic 

i Statement of operations 
- •. .,.,., 

··-···-G111 Total Revenue 
Local revenues 
Dotations from state budget 

§21 Total expenses ,_ 
Compensation of employees 

·-· Use of goods & services 
'"~- --·----·· Consumption of fixed capital 

Interest 
Other expenses 

G3'"- Net operating balance (G111-G21) 
_._ .. 

.... -
Net acquisition of non-financial assets 

"" G4a ~et lendinglborrowing (G3-G4) 
Net acquisition of financial assets 

Domestic 
Foreign 

--·~·· 

Net incurrence of liablities 
--··~·~-- ... , 

Domestic -· ~~--

Foreign 
'""-

G4b Net iending/borrowing 
Domestic 

~--

Foreign 

22 
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MOED Macro Data System Real sector module Structure 

Azerbaijan MOED Macro Data System - Real Sector Indicators - Investment 
~~- ---

1 Contents: 
2 Summary Gross Capital Formation (GCF) (national accounts estimate) 
3 Gross fixed capital formation (GFCF} by industry (national accounts estimate) 
4 Inventory change by industry (national accounts estimate) 
5 GFCF by sector (from Construction Department survey - unadjusted for definitional differences) 
6 GCF by institutional sector groups (Private, public) by asset category 
7 GCF for Private sector by domestic and foreign, by asset category 
8 Machinery and equipment by private (domestic, foreign) and government, by class of M & E 
9 Assets (Capital Stock) by asset category 

PIP projects 
10 GFCF by industry 
11 GCF by sector and asset category 
12 Machinery and equipment by sector and asset category 

1 1/25/2008 



MOED Macro data system Real sector module Structure 

Azerbaijan real sector indicators (millions of AZN, unless otherwise specified) 
Code R Investment indicators- Summary 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 
R11312 Gross caoital formation -

a by institutional sector 
R113121 Total GFCF --
R113121P Total - Private sector 
R113121Pnf Non-financial sector 

-

R113121Pf Financial sector 
-

R113121PHH Household sector 
R113121PNPISH NPISH Sector 
R113121G Total - Government sector 
R113122 Total - Changes in Inventories 
R113122P Total - Private sector 

-- -- -

R113122Pnf Non-financial sector 
R113122Pf Financial sector 

-

R113122PHH Household sector -
R113122PNPISH NPISH Sector 
R113122G Total - Government sector 

-

R1113123 Total Valuables {all sectors) 

b by category of asset 
R1113121 Total Fixed assets {GFCF) 

-

R11131211 Tangible fixed assets 
--

R111312111 Buildings 
R1113121111 Residential ---
R1113121112 Non-residential 

-

R111312112 Other structures (civil engineering) 
--

R111312113 Machinery & equipment -
R111312114 Cultivated assets 
R11131212 Intangible fixed assets 
R1113122 Total -Changes in Inventories 
R1113123 Valuables 

2 1/25/2008 



MOED Macro data 
SOURCE FILES 

Real sector module 

Azerbaijan real sector indicators (millions of AZN, unless otherwise spe~ified) 
Code Gross fixed caoital formation - 2002 2003 2004 2005 

---

by Industry 
---

R1131211 Total GFCF 
R1131211AB Agriculture 
R1131211C Mining 
R1131211D Manufacturing 
R1131211E Utilities 
R1131211F Construction 

---

R1131211G Trade 
R1131211H Hotels & restaurants 
R11312111 Transport 

---

R1131211J Finance 
R1f31211K Real estate 
R1131211L Public administration 
R1131211M Education 
R1131211N Health 

-----
R11312110 Other services 
R1131211P Household activities 

Special aggregates 
R11312110 Oil 
R1131211011 Oil extraction 
R1131211023 Oil refining 

R1131211N Non-oil economy total 
FIT131211NC Mining, ex, 11 
R1131211ND Manufacturing ex 232 
~------

R1131211 NE- Other (AB, E-P) 
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MOED Macro data 
SOURCE FILES 

Real sector module 

Azerbaijan real sector indicators (millions of AZN, unless otherwise specified) 
Code Chanae in inventories - 2002 2003 2004 2005 

- --

by Industry 
R1131212 Total 
R113122AB Agriculture 
R1131212C Mining 
R1131212D Manufacturing 
R1131212E Utilities 
R1131212F Construction 
R1131212G Trade 
R1131212H Hotels & restaurants --R11312121 Transport 
- ---

R1131212J Finance 
R1131212K -Real estate 
R1131212L Public administration 
R1131212M Education 
R1131212N Health 
R11312120 Other services 
R1131212P Household activities 

Special aggregates 
R11312120 Oil 
RT131212011 Oil extraction 
R1131212023: Oil refining 

R1131212N Non-oil economy total 
R1131212NC Mining, ex, 11 
R1131212ND Manufacturing ex 232 
R1131212NE-F Other (AB, E-P) 
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MOED Macro data 
SOURCE FILES 

Real sector module 

Azerbaijan real sector indicators (millions of AZN, unless otherwise specified) • 
Code Gross caoital formation - 2002 .. 2003 2004 2005 2006 2007 2008 2009 2010 2011' 
R11312a by institutional sector , 
R11312 Total -Gross capital formation 
R113121 Total GFCF ·--
R113121 P Total - Private sector 
R 113121 Pnf Non-financial sector · --- --
Rf1312"1 Pf Financial sector , 
R113121PHH Household sector 
R113121PNPIS- NPISH Sector 

''" -f-----
R113121G Total - Government sector I 
R113121P Total - Private sector 

--+- --

-----f ------

R1113121P Fixed assets (GFCF) 
R11131211P .... Tangiblefixedassets 
"R.111312111P· ------- Buildings 

· ·13121111P Residentia-1-------···· 

---+ ·-----l- ····--··----+ 
--.-+- -+· ··- ---!--

13121112P Non-residential 
R 111312112P · · Other structures (civil engineering) 
"R"ffi312113P ~.~~-·"'"'"' & eQu1pr..-... 

-+-----..-· ···-----l 

---!--- ---+-- ---1---· ---+ --- --+------!'--------

R111312114P- C11•t[v~·~:assets 
R11131212P i •.. ~ngible fixed assets 
R1113122P Cr ..... ::i-- in 11 ·-"'"'"W fR1i 13123P Valuables ---···--
~3121G _ Total-Govemmentsector 

~-+--------+-----+--- --+---------+-----4 ____ __, 

R1113121G Fixedassets{GFCF) 
R11131211 G Tangible fixed assets 
R111312111G Buildings 
R1113121111 G Residential 
R1113121112G Non-residential 
R111312112G Otherstructures(cillilengineering) _ _ --1 
R111312113G Machinery & equipment 
R 11.13121146 Cultivated assets 

--·---+-----+--- -l!-----+ ------jf------1 

1--· --------'· ... ----1 

R11131212G Intangible fixed assets _____ ! I I I I ! 
R1113122G Changes in inventories 

'R1113123G Valuables 
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MOED Macro data 
SOURCE FILES 

Real sector module 

Azerbaijan real sector indicators (millions of AZN, unless otherwise specified) 
Code Gross caoital formation • 2002 2003 2004 2005 
---

R113121P Total ·Private sector --
R113121PD Private sector· domestic 
R1113121PD Fixed assets (GFCF) 
R11131211PD Tangible fixed assets 
R111312111PD Buildings 
R1113121111 PC Residential 
R1113121112DP Non-residential 

---

R111J12112PD 
--

Other structures (civil engineering) 

R111312113PD 
--

Machinery & equipment --
R111312114PD Cultivated assets 

--- ---

R11131212PD Intangible fixed assets 
R1113122PD Changes in inventories 
R1113123PD Valuables 

R113121PF Private sector - foreign 
R1113121PF Fixed assets (GFCF) 
R 11131211 PF Tangible fixed assets 
R111312111PF Buildings 
R1113121111PF Residential 

---

R1113121112PF Non-residential 
Other structures (civil engineering) R111312112PF 

-~- -----

R111312113PF Machinery & equipment 
R111312114PF Cultivated assets 
R11131212PF Intangible fixed assets --
R1113122PF Changes in inventories 

-----

R1113123PF Valuables 
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MOED Macro data 
SOURCE FILES 

Real sector module 

Azerbaijan real sector indicators (millions of AZN, unless otherwise specified) 
Code Gross fixed ca~ital formation - 2002 2003 2004 
R111312113 Total -Machinery & equipment 
R111312113PD Machinery & equipment - private domestic 
R111312113PD1 Metal products & Equipment 
R111312113PD2 General Purpose Machinery 
R111312113PD3 Special Purpose Machinery 
R111312113PD4 Electrical & Optical Equipment 
R111312113PD5 Other manufactured goods 
R111312113PD7 Transport equipment 
R111312113PD71 Road 
R111312113PD72 Other 
R111312113PF Machinery & equipment -private foreign 
R111312113PF1 Metal products & Equipment 
R111312113PF2 General Purpose Machinery 
R111312113PF3 Special Purpose Machinery 
R111312113PF4 Electrical & Optical Equipment 
R111312113PF5 Other manufactured goods 
R111312113PF7 Transport equipment 
R111312113PF1 Road 
R111312113PF72 Other 
R111312113G Machinery & equipment -Government 
R111312113G1 Metal products & Equipment 
R 111312113G2 General Purpose Machinery 
R111312113G3 Special Purpose Machinery 
R 111312113G4 Electrical & Optical Equipment 
R111312113G5 Other manufactured goods 
R 111312113G7 Transport equipment 
R111312113G71 Road 
R111312113G72 Other 

BEST AVAILABLE COPY 

7 

Structure 

2005 2006 2007 2008 2009 2010 2011 

1/25/2008 



MOED Macro data 
SOURCE FILES 

Real sector module 

.,, '" J , ... '; ' • - ... ,..; _,.:,i[:.J (rnilli:,.11;,; ui ',_,;,unless other.vise specified) 
I Code I - Assets/capital stock 2002 2003 2004 2005 

by category of asset 
R111312 Total - produced assets 
R1113121 Fixed assets 

---~--------- ~-------

R111312111 Tangible fixed assets 
R1113121111 Buildings 

----- --

R11131211111 Residential 
---

R1113121111~ Non-residential 
r-----
R1113121112 Other structures 

-----

R1113121113 Machinery & equipment 
R1113121114 Cultivated assets 
R1Tf312112 Intangible fixed assets 

-- ....___,__ ----- ~--

R11131212 Changes in inventories 
---
R11131213 Valuables 

Supplementary 
R 111313 "f"otal - Non-produced assets 
R1113131 Tangible non-produced assets 
R11131311 Land -- ~--- -----

R11131312 Sub-soil assets 
R111313121 Coal, oil & natural gas reserves 
--- --- -------

R111313122 Metallic mineral reserves 
R111313123 Non-metallic mineral reserves 
R11131313 Non-cultivated biological resources 
R11131314 Water resources 
R1113132 Intangible non-produced assets 
R11131321 Patented entitites 
R11131322 Leases & other transferable contracts 
R11131323 Purchased goodwill 
R11131324 Other 

BEST AVAILABLE COPY 

8 

Structure 

---

2006 2007 2008 2009 2010 2011 
------ --~ -----

---
----- -------

--- -~-

--------

----

---- ---

---------~-- ------ --~ 

----------

------ --~ -----

--------- ---

-------~ ---

1/25/2008 



MOED Macro data 
SOURCE FILES 

Real sector module 

Azerbaijan real sector indicators (millions of AZN, unless otherwise specified) 
Coue GFCF - Pl 12rojects- 2002 2003 2004 2005 2006 

I---
by Industry 

R1131211 Total GFCF 
R1131211AB Agriculture 
R1131211C Mining 
R1131211D Manufacturing 
R1131211E Utilities 
R1131211F Construction 
R1131211G Trade 
R1131211H Hotels & restaurants 
R11312111 Transport 
R1131211J Finance 
R1131211K Real estate 

I---·--

R1131211L Public administration 
---~ --------

R1131211M Education 
R1131211N Health 
R11312110 Other services 
R1131211P Household activities 

Analytical aggregates 
R11312110 Oil 
R1131211011 Oil extraction 
R113121102, Oil refining 

~ 

R1131211N Non-oil economy total 
R1131211NC Mining, ex, 11 
R1131211ND Manufacturing ex 232 
R1131211NE- Other (AB, E-P) 

BEST AVA!!.AEJLE COPY 

9 

Structure 

2007 2008 2009 2010 2011 

---· 

-- -- ---

1/25/2008 



MO ED M aero data 
SOURCE FILES 

l ' >"h 

K 111;.1l211_~ ___ __jTotal -Machinery equipmen~ 

Machinery & equipment -
R111312113PD private domestic 

Real sector module 

rRfff3121_f?PD1 Metaiproducts & Equipment ---·- I 

R111312113PD2 General Purpose Machinery 
R111312113PD3 SpedafPurpose Machinery 
R 111312113PD4 Electrical & Optical Equipment 
RHf312113PD5 Other manufactured goods 

1-------+-------+-----+-----1-----,.,,,.,. ___ _ 

R.fffa12113PD7 Transport equipment --1 I 
R111312113PD71 Road 
R111312113PD72 -Other -----

---- Machinery & equipment -

R111312113PF private foreign 
1------·'"'~---------~--- """ ------ ------ ----

R111312113PF1 Metal products & Equipment 
R111312113PF2 General Purpose Mach-inery 
R11131211JPF3 Special Purpose Machinery- , 
~---------- ..... --
R 111312113PF4 Electrical & Optical Equipment 
~3121_I3PF5 Other manufactured goods -

IR111312113PF7 Transport equipment 
'R111312113PF1 Road 
~-------- "'"'""""""""--

"""'""---- ••• , •• h_ 

R111312113PF72 Other 
Macfiinel-y & equipment -

R111312113G government 

-~111312113G1 'Metal products & Equipment ____ --+----+---+----1-----t 
R111312113G2 ,General !'urpose Machinery 
R.111312113(;3 Special Purpose Machinery 

----!----- "·-----i-----r-----------11------;------i 

R111312113G4 Electrical & Optical Equipment 
R. 11131211385 Other manufactured goods l I I I I I 1 

R 111312113G7 Transport equipment 
R11-1312113G71 Road I 
R 111312113G72 I other 

BEST AVAILABLE COPY 

10 

Structure 

1/25/2008 
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MOED Macro data 
SOURCE FILES 

Real sector module 

I, ' . ,. :" ! ;~ :~; :-"., , .• C'~ (::::::!::".<~';of ,~.Z~J, unless otherwise specified) 

---- *·•· ·------ --· ·--- -----· 
! 

-R11312'1P·----- Total· Private sector ---
R1113121P Fixed assets (GFCF) --
R11131211P Tangible fixed assets --
R111312111 P Buildings '---------

-R1113121111P Residential 
R:H13121illP Non-residential 
R111312112P Other structures (civil engineering)_ 

R111312113P Machinery & equipment -- ~"'·-~· 

R111312114P Cultivated assets 
--·-~-

R11131212P Intangible fixed assets 
R1113123P Valuables 
R113121G Total - Government sector ·------ ,_____ 
R1113121G Fixed assets (GFCF) _, __ 

R1fl31211G Tangible fixed assets 
---

R111312111G Buildings 
R.'1113121111( Residential ---------, ___ 

Rf113121112<3 Non-residential --
R111312112G Other structures (civil engineering) 

Rf11312113G Machinery & equipment 
R1113f2114G 

·····-~~·~~ 

Cultivated assets 
-- --infangible fixed assets 

--

R11131212G 
L._,,,_ -"'"'* 

R1113123G Valuables 

BEST AVAILAEJLE COPY 

11 

Structure 

,-, , - r~. ,,. I' ""'' ~~. ;· 
-· 

... ,_____ 

-- ·-

--

·-- "'' --- ----~ 

--'--

·-' .. ------

... 

---

--

--
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MOED Macro Data System Real sector module Structure 

Azerbaija~ iyl_Q_~~ ~!"?!_()_~~ta System - Real Sector indicator.; __ ~--~a~~r-~_!>-~p_Enent ----------- ----------------

1 IContents 

--- -·-- -------- ---------------

_1_ ~Um!11(3ry_ p~g~--- ___ _ 
3 Employment- jobs (numbers of wo~~~~gf~r~~lary or wage on the books of the employer2_1:>X ind__l.l!5!_rx ____________ _ 

________ '4 Averag~_~_§lges ::!~1_9_!_p_o_n:ie_~!1!5_<3ti_o_n__of employees divided by nu111_~~-~_Qf_jQ_~~·~ ~yi_r:i_c:fustry 
5 Emoloved labor force (LFS) bv indust 

1 1/25/2008 



MOED Macro Data System Real sector module Structure 

Azerbct_ijan _i:!!.!'~-!~_c!<>_~-~1_1c:ij_~!!!~".!:_ Lab~--- -- ------- ---~---- ------

Code 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 
------ ------ - --- --·- - --·. --------- -------- ------- - -- -- -- -------·--·------- ------------ ------ ----------- --------

R- Labor Summarv 
--------------- ---------- --- - ------------ ------- ------- ---- - ----- ---·- ---------------- ---·-- -- ---·--------

Labor market 
----------------- --- -- ----------- ------ ----·-· -------- ------ --- ------- --------- --------------- ----- - ---- . ------ -------------------- ------------ ---------

R3 P()e~~ti()ll ______________ 
----- -

R31 Total working_§ge pop. ______ 
------ -------- --------- -------- ----------- ------------ - ·-·------ -- ··--- ----- ----- --·-- --·----- -----·---- --------------·--

R311 ___ !_=co_r:ion:iJ<?~l~--~-~!~~_pop. ------~- --------------

R3111 Employed labor force (thous) LFS 
·-----·- -·-·- -· ---· ·----- ----··------------··--- ----- -- ------ ---·- --· --------------------- -····- -- ------------ ---------· --· -- --- ----- ------ -- -·------- - ----- -··-··· - -··--- ------··------··--------

R3112a _____ .!:'_ll~~p}(?Yed_{~hOlj~_l..f_~----------------- -----~· ~-

R3112 b _ _LJ_ne~pl<:)Y!'!~_ (!h~_LJ!';l_~g_!stere~ _____ - --·--·------- --- ------

- ----------- --- ------- ---- ---- ------ -------- -- ----------- r------------------ -- -- -------- - - - -------- -- ----

--·-···--·-·------
Employment (jobs), earnings 

- ~--

RS ~Emi)loyement Uobs) (thous) - totaT _____ 

R51 Average employee wages- total 

2 1/25/2008 



MOED Macro data 
SOURCE FILES 

Real sector module 

~t•ii!~re~~;;::~:;~~:Labor~+ =2]021 ::~o3j=~~6t r- mmmt __ ~r ~=~---+--·--·--····· - ·2aosi--·2006 2007 2008 2009 -- ······+··· ····-+-
2010 

-------·-- ------ ------------·------ -------i---~ --- ··-------1 

R5AB A9!i(;1JltU!~ ·-·--·-··-·+ -4------

R5C Mining 

RsD _ ··r;,,a-ri-utac1Urm9 ______ --~=~--r- ------··+--

R5E Utilities 
R5F _________ --co-nstru-cfion--
______ . _, ___ ,.________ +--
R5G Trade 

·····-·•-··-·· ····-··----+·· 

+··-·-·------+----- +··· 

----->--

-- " ---- ·--~~---

R 5 H Hotels & restaurants 
--------------------

R5L __________ . Ir._ansport _ 
R5J Finance -·-- ... - .. -------~~ 

R5K Real estate 
R5L administration 
-------·-------·•-<•------- ------------ --------------- ···-·+ ·------:------·+·- ··t· 

R5M Education 
--~~---- ----------

R5N Health 
---- -----------------···-·--·---
R50 Other services 
R5P Household activities 

----------

Analytical aggregations: 
1_R_5_1---1--cO~il~· - .......... ··-·-· ---·I-·---· 

R511 - (5ff eXiracfion 
----

~~!!.!. Oil refining ______ _ 
R5N Non-Oil 

Structure 

2011 

R:scN··----- Mining ex-:1-1 ------ ···········---jc-------·--t-··· -------- ----

R5[>1-J·~==· rv1anufacturin9 •. ex~~--------
R5E-PN Other AB, E-0 

3 1/25/2008 



MOED Macro data 
SOURCE FILES 

Real sector module Structure 

_____ j Average monthly wage 

Azerbaijan real sector indicators (millions of AZN, unless otherwise specified)1 

Code _ j___ ___________________________ --L -~@I 2003 I --200-0 ____ _JOO~J ___ ?_9_1?_~j ___ _?_QQZ_J__ _____ ~go~J__. ___ -~99~) _______ ?_~!Q 2011 

-------+-------+--------+--------+-------+------
R51 Total 

Construction 

R51AB t Agriculture 
R51C Mining _ ___ _______ ___ ____ _____ . --------·-------------· 

~;i~-- ~:--~== ~= ~t~~;crurin9--==-=-----L ___ J _______ }______ +--------+-------+------+ ----+------- ------+- ----

Rs1F 
R51G Trade 
------- --1 -+---------+- ---+---------+--------- -----+--------+--------+--- -------1--------

R51H Hotels & restaurants 
-----+---------+----------+--------+-------- - -------- --

.~;~ -==--1 ~~~~~~~rt -------------+ +---·---- --+---------+ ------+--

RS 1 K Real estate 
R51L Public administration 

--·----+------------ ----- --· ----·-------------+---
Education R51M 

------+-----------1 + 

+----------·--1 ···----------

R51N Health 
-------·--I 

R510 Other services 
R51P Household activities 

------------+ +---------- -----t--- -----··- --+-------··· · --+ ·- ·-- - -- -----·I--- ----------+------+-------+--------+-------+-------

+- +------+---------t-------·----+--------t------· -----+-----------· .. -··----· --------

:~~~i-~~=-_ ~f;;~;;~;re~a:o:s~ I - --+----- --+----- ---+- ·-+·--·--· ·----+-------------+---------------+-------- ----·- •·· ----------------··-· 

·---

R51 N Non-Oil t J ! ________ ] _________________ _ 
IR51CN __ ~J_~~g_ex. _:!_!_ ________ =~==------ --------- -- ----- -----------+------+---------+--------+-------+----------·• 
R51 DN Manufacturing, ex 232 
R51 E-PN Other AB, E-0 

4 1/25/2008 



MOED Macro data 
SOURCE FILES 

Real sector module Structure 

;:::~•l•:~o::;:;:::·--_ .. _ =~21 .. ~::1- ~2004 :1066/~_:_: 25D7l--200aj··· 2Qgfil_-_:-~~:--2010[=-2011 
-+---·--·+ ·---···----+--------+------·-·· 

Total 
·-- ---- ---- - ·-+-··---·--·····-·+ 

······f--··· 

---------------~----- --r 
~~·j j~~HBJ=_!~~~~:~:···~~~t-_:_-~-·--····-···· J __ _ 
R3111LFSF Construction 
·----------·-- ·············-------

R3111 LFSG Trade 
R3111TFSH Hotels & restaurants 

i~i m~~l A-.~~~~------
- •.---·-·-

Public administration R3111 LFSL 
R3111LFSM 
R3111LFSN 

________ ,,, ···--··········-····+----·· 

Education 

R31f1LFSO Other "'"'n-11r"" ---------· --·-·--------

R3111LFSP Household activities 
··- +---· 

Extra-territorial organisations 
and bodies 

____ ____ _,Analytical aggreg_atiOIJ!: 
R3111 LFSO !Oil 

R3111 LFS011 Oil extraction 
-----·~·--- -

R3111 LFS0232 Qili_E!fiQing 

R3111 

R3111 

R3111 ex 232 

Other AB, E-0 

····+--·· ··-+··-·-·---···+·· ······+---------! 

+· . ··--!---------+- ---·--

-'-------+---- --·-··· ·--+--- -t-·--· 

5 1/25/2008 



MOED Macro Data System Monetary sector module Structure 

~~!!-~baijan MOED Macrodata System - Monetary Sector 

ry - Nation 

·---------------------------------------------------··•••»•»•»••-------------------! 
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MOED Macro Data System Monetary sector module Structure 

Azerbaijan monetary sector indicators (millions of AZN, unless otherwise specified) 
Code 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 

Monetarl surve~: Balance sheets {end of E!eriod} 
MF11 Balance sheet of NBA 
MF111 Assets 
MF1111 Net foreign assets 
MF1112 Net domestic assets 
MF1113 Other items 
MF112 Liabilities 
MF112 Reserve money 
MF12 Consolidated sheet of commercial banks 
MF121 Assets 
MF1211 Foreign assets, gross 
MF1212 Domestic assets 
MF122 Liabilities 
MF1221 Foreign currency deposits 
MF1222 Manat deposits 
MF1223 Government deposits 
MF1224 Other liabilities 
MF13 Money aggregates 
MF13M3 M3 (broad money) 
MF13M2 M2 
MF13M2X M2X 
MF13M1 M1 
MF13MO MO (cash outside banks) 
MF14 Interest rate, average, annual % 
MF141 Deposits 
MF14111 Foreign currency deposits 
MF14112 Manat deposits 
MF1421 Credits to non-banks 
MF14211 In manats 
MF14212 In foreign currency 
MF1431 Interbank credits 
MF14311 In manats 
MF14312 In foreiqn currency 

2 1/25/2008 



MOED Macro data 
SOURCE FILES 

Monetary sector module 

Azerbaijan.rri()netary sector indicators (millio~~--~! .. ~~!!! .. ~ .. ~.l~!:;!:;_()therwiset;pecified) 
Code 2002 2003 2004 2005 

Balance sheet of NBA lend of oeriod) ---------------
MF111 Assets 

···NefForeign Assets ----
MF1111 
MF11111 Gross international reserves 
MF11112 Gross foreign liabilities 
MF11113 __Q~~-~! foreign assets 
MF11124 Net domestic assets 

---------- --
MF11121 Net claims on government 
MF11122 Gross claims on commercial banks 

.. ~~---"" 

MF1113 Other items 
-----

MF112 Liabilities 
MF112'. . .... Reserve money 
MF1121 Currency issued 

····---
~ .. 

of commercial banks MF1122 -r 

·M";:ff2·:r Other deposits 

3 

Structure 

2006 2007 
,, ......... 2008 

2009 2010 2011 

~~~~~ 

1/25/2008 



MOED Macro data 
SOURCE FILES 

Monetary sector module 

Azerbaijan monetary sect()f.i'!dicators (millions of AZN, unless otherwise specified) 
Code ---....... ---m I 2002r···· .. ·.?aC>R~-----~Q~~ 2005 

col'lsolidated:t.iafance sheet ofi:ommercial banks tend of oeriodl 
MF121 Assets 
MF1211 Forei!:m assets. c:iross I 
MF=12·12····· Domestic assets 
MF1.2121 Cash in vault 

''"''''''''''''~---

MF12122 Deposits at NBA 
MF12123 T rea~~!Y--~-~~ls 
~-----

MF12124 Other claims on government 
-----------·········-.. ·--
MF12125 Claims on non-bank private sector 
MF121251 -------~L_()_~~~- by sec_t()r 
MF121251T- Domestic 
MF12125111 Financial Institutions 
MF12125112 Non-finacial 

"'"'"'"'""'"'"'"-- ··.·.···· 

MF12125113 Househotds 
MF1212512 f=()!~ig~ _ _{~oW sector) __ _. __ 

MF121252 Loans by duration 
Nii=1212s21· Short -term* 
MF1212522 Long-term 

··-------

MF122 Liabilities 
MF1221 Foreign currency deposits 

~~~-------

MF12211 Demand deposits 

Tim~--~-~2~1~~--
... 

MF12212 
~- ~~··· 

MF1222 Manat deposits 
MF12221 oemancfae·i>osits ----
MF12222 Time dep_osits 
~-

MF1223 Government deposits 
MF1224 Other liabilities 

4 

Structure 

2006 2007 2008 2009 2010 2011 ...... . .... 1-------- --
~~H·-------

I 

~~----------

, ................. 

--
--

------------ ~~~------

1125/2008 



Mut:.u Macro aata 
SOURCE FILES 

Azerbaijan monetary sector indicators: Money agg~~gates 
Code 2002 .... 

Monetarv survev tend of Deriod\ 
MF13 Money aggregates .. 
MF13M3 M3 (min AZN) 

Velocity 
"'"Velocity oil 

~~-· ··~~ 

Velocity non-oil 
MF13M2 M2 (min AzN) 

Velocity 
.. 

Velocity oil 
Velocity non-oil 

MF13M2X M2X (min AZN} 
MF13M1 M1 (mlnAZN) 

Velocity 
Velocity oil 

-~-----~---

Velocity non-oil 
MF13MO MO (mlnAZN) 

Velocity 
Velocity oil 

==-·Velocity n~-~-oil 
~-----··--~--

Money Multiplier 
Ratio of M3 ·ta manat reserve money 
Ratio of M2 to manat reserve money 
Ratio of M1 to manat reserve money ... 
Ratio of MO to manat reserve monev 

Monetary sector module Structure 

.. 
2003 2004 2005 2006 2007 200-~f 2009 2010 2011 

~~~~~ 

~---

....... ., 

--
'" 

----~------

·-----~~~ 

-~" ~~~~· 

~"'"""'"''"""'~- -

----
.......... ,, .•. _ 

.. 

~~~-

... 
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MOED Macro data 
SOURCE FILES 

Azerbaijan mon~tary sector indicators: Deposits 
Code 

Monetarv survev 
----

Interest rate, average, annual % 
a •r A .. A """----="-IVll I "T I a .. u;r t""'"""·,... 

All 
MF14111 In manats 
MF14112 In foreign currency 

Demand deposits 
MF14121 In manats 
MF14122 In foreign currency 

Time deposits 
MF14131 In manats 
MF14132 In foreign currency 

2002 

Monetary sector module Structure 

2003 2004 2005 2006 2007 2008 2009 2010 2011 

--------~ ---

----- ---------

--------~ ---

6 1/25/2008 



MOED Macro data 
SOURCE FILES 

Azerbaijan monetary sector indicators: Credits 
Code 2002 

Monetarv survev 
Interest rate, average, annual % 

Cret11ts to non-i:.lanKs 
All 

MF14211 In manats 
MF14212 In foreign currency 

Legal entities 
-

MF14221 In manats ---
MF14222 In foreign currency 

Individuals 
MF14231 In manats 
MF14232 In foreign currency 

~--- -····---
Short term (less than 1 month) 

MF14241 In manats 
MF14242 In foreign currency 

Interbank credits 
AU 

---------
MF14311 In manats --- --·--
MF14312 In foreign currency 

Less than 30 days ------
MF14321 In manats --
MF14322 In foreign currency _, . ., ., ... _ r--

31·90 days 
---

MF14331 In manats 
MF14332 In foreign currency 

-

91-180 
~- --

MF14341 In manats ---
MF14342 In foreign currency 

181-365 days 
MF14351 In manats 
MF14352 In foreign currency --

More than 1 year .,,, .. __ 
MF14361 In manats 
M!=1.43s2 In foreign currency 

Monetary sector module Structure 

2003 2004 2005 2006 - 2007 2008 2009 2010 2011 
,,., 

- -

~-···-

--____ ,., __ 
-----

-~··--

-- ----

--
-·-·--

·-·· -~----~-~-- ---

---

---- ----

-- --- •"'""""""--

--

- ·--- --
-- -~ 

,___ ---

-
--

--
··---

------ -- -- ----

---
----

··---... .... ____ 

7 1/25/2008 



MOED Macro Data System Real sector module Structure 

Azerbaijan MOED Macro Data System - Real sector indicators - Prices 
,.,.,..,.,,,., •.•. ---------,. 

I 11c~nte···"····ts·-····--~~····· -~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~--; 
2 Summary 

H Produ .. c.~.-r Price Index (PPI) for Industry- Mining, Manufacturing and Utilities) by component 
f>f'I for trc:i.nsport by component I 
PPI for other industries if available 

I ?!ln~ices of Agricultural producer prices by component 

To be included when available 
~~~..,-~-...,.~...,.--~~~~~~~~ 

indices (under development) 
Exoort orices (unit value indices) - when ni:<1.,P-11cin~u1 

1 1/25/2008 



MOEO Macro data system Real sector module Structure 

Azerbaijan real sector indicators: Prices 
Code 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 
--

Prices Summa~ 
-----

R41 CPI,% - ch. from prev.year ave 
-------

R411 Food, beverages, tooacco 
R412 Non-food goods 
R413 Services 

R42 PPI% change from prev.year 
R421 Mining 
R422 Petroleum & gas 
R423 Manufacturing 

--- f----

R424 Refineries 
--- >----

R425 Other manufacturing --- ------~--------------- --
R426 Utilities ---

other price indices 
------ ---

Transportation (tariff ch. from 
R43 prev.month 

-- --- ~---------~--

R431 Pipelines 
---

R4311 Oil ---- --- --- --
R4312 Gas 
R44 j.\griculture Producer Prices (APP) 

-----

R441 Plants 
---

R442 Livestock 
---

Under development 
R45 Construction prices 
R46 Import Unit Values 
~---

R47 Export Unit Values 

2 1/25/2008 



MOED Macro Data System Macro Summary Structure 

Azerbaijan macroeconomic indicators (millions of AZN, unless otherwise specified) 
Code MACRO SUMMARY 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 

Summarv indicators 
R Real (people, income, product, and prices) 
O'l n--· ·•-a.:-- -:11:-- ----•-l\V I Vt-"\,UU\.IVll1 lllllllVll t''-'"""'t'I'-" 

R111 GDP 
R111211 GDP non-oil 
R1 GNI 
R21 GDP deflator, % 
R22 CPI,% 
G Government (consolidated budget) 
G1 Budget revenue and grants 
G10 Budget revenue non-oil 
G2 Budget expenditure 

Investment expenditure 
G3 Budget balance 
G3N Budget balance non-oil 
MF Monetary/Financial (money and credit) 
MF11 Net foreign assets 

International reserve of the NBA 
Commercial banks and other 

MF12 Net domestic assets 
Credit to the economy 

MF2 Broad money 
Manat cash in circulation 
Manat bank deposits 
Foreign currency deposits 

E External (bal. of payments and exch. rate) 
E1 Current account balance, $min 
E11 Trade of goods balance 
E111N Export of goods non-oil 
E2 Capital and financial account balance, $min 
E21 Foreign direct investment, net 
E3 Change in net foreign assets of NBA, $min 
E4 Change in Oil Fund assets, $min 
E6 Exchange rate, AZN/$ 

1 1/25/2008 



MOED Macro Data System Macro Summary Structure 

Azerbaijan real sector indicators (millions of AZN, unless otherwise specified) 
Code Real sector: Summarv 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 

-- --

1 National Accounts 
n1 .,..... ___ ,,_ -A.:!.-- I .J:-----L..1 ... =--- -

UIU~~ 1111,IUlllll Wh••t•n,1..-u•.uv u1..,waa1._. 

R12 Net current transfers from abroad 
-------

R11 Gross national income 
R112 Net foreign factor income 
R111 GDP-income 
R11111 Compensation of employees 
R11112 Consumption of fixed capital 
R11113 Net operating surplus 
R11115 Taxes on production (-) 

---

R11116 ~bsidies on production 
--f---

R11122 GDP (mp)- production 
R111211 Value added (bp) 
R111212 Net indirect taxes 
R11131 GDP- Expenditure (mp) 

--- f----

R1113111 final consumption by households & NIPISH'S 
R1113-112 Final consumption by government 
R111312 Capital formation 

---

R111313 Net exports of goods and services 
R11132 Discrepancy-Expenditure 

--- ---- ----

R2 GDP at constant prices --2 Investment 
R111313 Gross capital formation 

by category iof asset 
---

3 Prices 
---

R41 CPI,% 
+----- --

R42 PPI 
4 Labor 

R3111 Employed labor force in thousands 
R5 Employment (jobs) in thousands 
R3112b Registered unemployed (number) 
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MOED Macro Data System Macro Summary Structure 

Azerbaijan real sector indicators (millions of AZN, unless otherwise specified) 
Code R- National Accounts: Summa!)! 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 

Consolidated accounts for the nation 
R1 Gross national disposable income 
R12 Net current transfers from abroad 
R121 Transfers to abroad 
R122 Transfers from abroad 
R11 Gross national income 
R112 Net foreign factor income 
R1121 Property income to RoW 
R1122 Property income from RoW 
R111 GDP-income 
R11111 Compensation of employees 
R11112 Consumption of fixed capital 
R11113 Net operating surplus 
R11115 Taxes on production(-) 
R11116 Subsidies on production 
R11122 GDP (mp) 
R111211 Value added (bp) 
R1112111 Gross output 
R1112112 Intermediate consumption (-) 
R111212 Net indirect taxes 
R1112121 Taxes on products & imports 
R1112122 Subsidies on products(-) 
R11131 GDP-Expenditure (mp) 
R1113111 Final consumption by households & NPISH'S 
R1113112 Final consumption by government 
R111312 Capital formation 
R111313 Net exports of goods and services 
R11132 Discrepancy-Expenditure 
R2 GDP at constant prices 
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MOED Macro Data System Macro Summary Structure 

Azerbaijan real sector indicators (millions of AZN, unless otherwise specified) 
Code R Investment indicators- Summary 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 
R11312 Gross canital formation -

----- ---i--

ii 
L~~ !!-.-4: .......... !---I ___ ... __ 
uy 111-..:J&.lf.Ul.IVUUI ~C;;lliilr&.W"I 

R113121 Total GFCF 
R113121P Total - Private sector 

R113121Pnf Non-financial sector 
R113121Pf Financial sector 
fil13121PHH Household sector 

-------- ---------;----

R113121PNPISH NPISH Sector 
---

R113121G Total - Government sector 
R113122 Total - Changes in Inventories 
R113122P Total - Private sector 

R113122Pnf Non-financial sector - --------

R113122Pf Financial sector 
-------- --

R113122PHH Household sector 
R113122PNPISH NPISH Sector 

----- ~-------- I--------

R113122G Total - Government sector 
f----

R1113123 Total Valuables (all sectors) 

b by category of asset 
R1113121 Total Fixed assets (GFCF) 

---

R11131211 Tangible fixed assets 
-f----

R111312111 Buildings 
--- ·--

R1113121111 Residential 
--- --- --
R1113121112 Non-residential 
-------
R111312112 Other structures (civil engineering) 

R111312113 Machinery & equipment 
R111312114 Cultivated assets 
R11131212 Intangible fixed assets -- --- ---

R1113122 Total -Changes in Inventories 
R1113123 Valuables 
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MOED Macro Data System Macro Summary Structure 

Azerbaij~n real sector indicators: Prices 
··-

Code R Prices Summa~ 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 
R41- cfii; % - ch. from prev.year ave -· 

R411 
·- --- ·-Food, beverages, tobacco 

~-

R412 Non-tood gooas 
R413 Services 

R42 PPI% change from prev.year .. _,_~-........... ... _,. 
R421 Mining 

··"·---
R422 Pe_troleum & gas 
R423 

.. 
_Manufacturing 

R424 Refineries 
~· 

R425 Other manufacturing 
R426 Utilities 

-Other price indices 
Transportation (tariff ch. from 

····-"'"""""~ 

R43 prev.month 
R431 Plpeli_nes 
R4311 Oil 
R4312 Gas 

Agriculture Producer Prices (APP) 
-R44 

R44f 
..... ~~ .. ···--

Plants 
C····--- ··-----·"-"'"' ·-R442 Livestock 
~··· -~'"' 

·-· -
(!(Ider development 

R45 Construction prices 
·-· ---R46 Import Unit Values --R47 Export Unit Values 
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MOED Macro Data System Macro Summary Structure 

Azerbaijan real sector indicators: Labor 
Code R- Labor Summarv 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 

Labor market 
R3 Population 
K;:s1 t otai wori<.ing Hgt::l µuµ. 
R311 Economically active pop. 
R3111 Employed labor force (thous) LFS 
R3112a Unemployed (thous) LFS 
R3112 b Unemployed (thous) registered 

Employment (jobs), earnings -----
R5 . Employment (jobs) (thous) - total 
R51 AveraQe employee waQes- total 
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MOED Macro Data System Macro Summary Structure 

Azerbaijan monetary sector indicators (millions of AZN, unless otherwise specified) 
Code l~on~aNsuNev:B~anceshee~~nd~oeriod) I 20021 2053~1~-2-00-4+1~-2-0-054l--2-o-oa~l~-2-0_0_1l~-2-o_o_s~l--2o_o_g+l~-2-o-104l--2-o-1~1I 
MF11 I Balance sheet of NBA 
MF111 I Assets 
ivii= i i i i I i-it::i iu1 eiy11 C:iSS.;i:;, 

MF1112 Net domestic assets --+---l----t-----l---+----+---+----t---1--1 
MF1113 Other items 
MF 112 I Liabilities 
MF112 Reserve money 
MF12 u !Consolidated sheet of commercial banks 

1 
MF121 I Assets 

··--i-----+ 

MF1211 I Foreign assets, gross 
MF1212 I Domestic assets 
MF122 I Liabilities 

·~--

MF1221 I Foreign currency deposits 
MF1222 Manat deposits 
MF1223 Government deposits 
MF1224 Other liabilities _ ---1 ---1 

MF13 Money aggregates 
MF13M3 I M3 (broad money) 
MF13M2 
~1 ~_M_2X___,__ 
MF13M1 M1 
MF13MO I MO (cash outside banks) 
MF14 I Interest rate, average, annual% 
MF141 Deposits 
MF14111 - For:elQn currency deposits 

··---!··----~ 

-+-----·· -+-·· 

----; ~·· ·--

MF141f2 Manat deposits .. ---1 ---t-----+----t------i---T---1 
MF1421 Credits to non-banks 
MF14211 In manats 
MF14212 In foreign currency 

·------·· ·+--
MF1431 Interbank credits 
MF14311 In manats 

-----

MF14312 I In foreign currency 
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MOED Macro Data System Macro Summary Structure 

Azerbaijan external sector indicators (millions of USO) 
Code External sector - Summary 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 

Balance of oavments 
E1 Current account balance 
I:. i j Guuu::. a11u ::.1:1 vi1,;c6 

E111 Trade of goods balance 
---
E112 Trade of services balance 
--
E12 Income 

----

E121 Investment income, net 
E1210 Oil -- ------------
E122 Labor income, net 

-- ---

E13 Current Transfers, net 
E131 Private 
E132 Public (General Government) 
E2 Capital and financial account balance 
E21 Capital Account 
E211 _(;apital transfers 
E22 Financial Account 

---- -- ~-- ----

E221 Direct investment, net 
E222 Portfolio investment, net 
E223 Other investment, net 

--~--------

Strategic Currency Reserves (Reserve 
E3 assets) 

--

E31 Reserves of NBA 
E32 Oil Fund 
E321 Government (new category) 
E322 Oil Fund 
E4 Errors and omissions 

-------~ 

~E6 Exchange rate, AZN/$ 
----

a 1/25/2008 



• - - - -MOED Macro Data System - - - - --Macro Summary - - -
Azerbaijan government sector indicators (millions of AZN, unless otherwise specified) 

Code General Government Summary 2002 2003 2004 2005 2006 2007 2008 
-- --- ---

Consolidated budaet summarv 
-- ----------

G1 Total revenue, incl. transfers 

G2 Total expenditure 

G3 Operating Balance 

G4 Net a_cquisitions of non-financial assets 
-- --

GS Net lending/borrowing 
---- ---- -

G51 Domestic 

G52 Foreign 
~- ---

1 Sta!_e government 
--- --
G11 Total revenue, incl. transfers 

-----

G21 Total expenditure and net lending 

G31 Balance 

G41 Net acquisitions of non-financial assets 
----

G51 Net lending/borrowing 
---- --

2 Oil Fund 
---

G12 Total revenue, incl. transfers 
---

G22 ~-- Total expenditure and net lending 

G32 Balance 

G42 Net acquisition of non-financial assets 
--- ---

G52 Net ~ndinglborrowing 
---

3 Social Protection Fund 

G13 Total revenue, incl. transfers 
---- ---- --~-

G23 Total expenditure and net lending 
---- ---- --- ----- ...---------- ---

G33 Balance 
--- --~----- ---------

4 Nakhchivan AR 
--

G14 Total revenue, incl. transfers 
---

G24 Total expenditure and net lending 
-----~ --- -

G34 Balance 
--------

5 Municipal governments 
-------~-

G15 Total revenue, incl. transfers 
----- ~-------

G25 Total expenditure and net lending 
-- ----

G35 Balance 

9 BEST AVA/LADLE COPY 

- - - ... ructuP -
2009 2010 2011 

r-- ---

-~---------

--- ,....----- - - ---- --- --------

---

----- ----------~ ---

------

-------~ --

--- r-- ------~ 

-------~ 
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MOED Macro Data system Contents Summary 

Azerbaijan Macro Data System 

Contents: 
1 Real sector 
2 Monetary sector . 
3 External sector 
4 Government sector 
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MOED Macro Data system Contents Summary 

Azerbaijan Real Sector Indicators 

Contents: 
1 National accounts indicators 
2 h 1vi=:si111tmi::; irn.ii1.A:1iu1::. 
3 Prices 
4 Labor 
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MOED Macro Data system Contents Summary 

Azerbaijan MOED Macro Data System -Real Sector Indicators - National Accounts component 

1 Contents: 
2 Summary - Consolidated National Accounts 

lnrrimo h1; ln<>fifufirin!:>I .~orfrir· ...... ._ ... _ .... ,, ... _. ............. _., ...... ___ ,._,, 

3 Non-financial Institutions 
4 Financial Institutions 
5 Government 
6 Households 
7 Non-profit institutions serving households (NPISH) 

Income by income component: 
8 Compensation of employees 
9 Depreciation (Consumption of fixed capital} 

10 Net operating surplus/mixed income 
GDP -production: 

11 Value added by industry 
12 Gross output by industry 
13 Intermediate consumption by industry 

GDP - Expenditure: 
14 GDE Aggregates 
15 Gross fixed capital formation, by asset category 
16 Net exports of goods and services 
17 Merchandise trade (net exports of goods} -customs basis) 
18 GDPNalue added deflators by industry 
19 GDPNalue added at constant prices, by industry 

Supplementary 
10, 11, 12, 18 Further breakdown by NACE 2 and 3 digit classes as necessary 
14 Breakdown bv institutional sector and NACE 2 diait classes as necessarv 
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MOED Macro Data system Contents Summary 

Azerbaijan MOED Macro Data System - Real Sector Indicators - Investment 

1 Contents: 
2 Summary Gross Capital Formation (GCF) (national accounts estimate) 
I') r" .. --- .r,,.,._,..1 ---:"'-I.&:-.. --•:-- l~C:r"C\ l...u :-...1., ........ , 1--•i:-..... -1 _,,,,.,,.... '" .. r- a,._+;1"'9"\-f".\+,.....\ 
...J \,,JIV<WIJ tln. ..... Y """"'t-'U,\,,U llltJllti4..ilt.l\Jtl \-1 .._,. J -J HlW"-"IWll.IJ \•t-1,1 ..... 11-1 _..,. .... ..,.,...,.,...,. """"""+.u11t-'---/ 

4 Inventory change by industry (national accounts estimate) 
5 GFCF by sector (from Construction Department survey - unadjusted for definitional differences) 
6 GCF by institutional sector groups (Private, public) by asset category 
7 GCF for Private sector by domestic and foreign, by asset category 
8 Machinery and equipment by private (domestic, foreign) and government, by class of M & E 
9 Asse~ (Capital Stock) by asset category 

,___ 
PIP /Jl'gjects 

10 GFCF by industry 
11 GCF by sector and asset category 
12 Machinery and equipment by sector and asset category 
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-
MOED Macro Data system Contents Summary 

Azerbaijan MOED Macro Data System - Real sector indicators - Prices 

1 Contents: 
2 Summary 

To be included 
3 Consumer Price Index (CPI) by component 
4 Producer Price Index (PPI) for Industry- Mining, Manufacturing and Utilities) by component 

~·· 

5 PPI for transport by component 
6 PPI for other industries if available 
7 lndi~es of Agricultural producer prices by component 

To be included when available 
8 Construction price Indices (under development) 
9 Import and Export prices (unit value indices)-when developed 
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MOED Macro Data system Contents Summary 

Azerbaijan MOED Macro Data System - Real Sector indicators - Labor component 

1 Contents 

~· 

2 Summary page 
~ ~mnln\lm.,.nt - innc: fn11mn""rc: nf wnrkinn fnr :::1 c:::il::iru nr w::inA nn thA hnnko:: nf thP pmnlnvpr\ hv inrluo::trv 
- -- - ·1-. - J • "" - • " - "=-·-:_-:: ___ \""-"" ··- -· - - - . - . ....,; - - - .I - I <I . . 

f---
4 Average wages - total compensation of employees divided by number of jobs" by industry 
5 Employed labor force {LFS) by industry 
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MOED Macro Data system Contents Summary 

Azerbaijan MOED Macrodata System - Monetary Sector 

-----~-----··---

1 Contents: 
2 Summary - Nation 
3 N8.A. -----
4 Cor.11111:11vic:u Banks 
5 l\i'loney aaaregates 

~~~-

6 Interest deposits 
7 Interest credits 
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MOED Macro Data system Contents Summary 

Azerbaijan MOED Macro Data System - External Sector 

1 Contents: 
2 External sector - summary 
6 Current account 
4 BoP goods and services balance 

~------

5 Bo~ exports of goods 
6 BoP imports of goods 
7 BoP exports of services 
8 BoP imports of services 
9 BoP Current - income and transfers 

10 BoP Capital and financial account balance 
11 Capital and financial account debits and credits 
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MOED Macro Data system Contents Summary 

Azerbaijan MOED Macro Data System Structure -- Government Sector 

1 Contents: 
2 General Government - summary consolidated accounts 
3 Gener~I government r.on!;olirl~tinn 

4 State government summary 
5 State government revenue 
6 State government expenditure 
7 State government net acquisition of non-financial assets 
8 State government acquisition of non-financial assets 
9 State government disposals of non-financial assets 

10 State government consumption of non-financial assets (CFC) 
11 State government net lending/borrowing 
12 State Oil Fund (SOF) summary 
13 SOF revenue 
14 SOF expenses 
15 SOF net acquisition of non-financial assets 
16 SOF consumption of non-tinancial assets 
17 SOF net acquisition of financial assets 
18 State Social Fund summary 
19 Municipal government summary 
20 Nakhchivan Autonomous Republic summary 
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Consolidated News Blocks for Q3/2007 

http://today.az/news/business/41715.html 
Azerbaijan Deposit Insurance Fund to start operating in August 
07 July 2007 [01:47] - Today.Az 
The documents on the establishment of Azerbaijan Deposit Insurance Fund have already been 
submitted to the Justice Ministry. 

The fund is expected to open in August, chairman of the Board of Trustees Chingiz Asadullayev told 
journalists. 

Chingiz Asadullayev said that Azad Javadov, before worked in AtaHolding OJSC, was elected 
executive director of Deposit Insurance Fund at the first meeting of the council. 

"The fund is planned to start operating in August. National Bank of Azerbajjan is choosing the member 
banks and has already made a list of 19 member banks. These are banks trusted by National Bank and 
having over AZN 1 Omln. capital," he said 

Mr. Asadullayev noted that the starting-up capital of Azerbaijan Deposit Insurance Fund will be formed 
at the expenditure of AZN 10,000-membership fees for each bank. Allocations are planned to be made 
for the fund in accordance with the law on insurance of deposits. 
/APA-Economics/ 

http://today.az/news/business/41709.html 
National Bank of Azerbaijan to further streamline capital movement next year 
29 June 2007 (13:08] - Today.Az 
The National Bank of Azerbaijan's decision to convert to "information rule" from "permission rule" for 
liberalization of capital movement allows capital outflow to the countries having mutual investment 
agreements. 

Aftandil Babayev, deputy chair of the National Bank board, said the move comes in the context of 
deepening the national economy's integration to the global economy and accelerating mutual 
investments flow. 

"It is useful to monitor the results in six months or a year to see the macroeconomic effects. Next, the 
National Bank will think of deepening the liberalization process. In general, the move enables residents 
to penetrate foreign capital markets," he added. 

The amendments to foreign currency bank accounts of residents will come effective after approval by 
the Justice Ministry. 

Since 1996, NBA has continuously been liberalizing currency transactions. 
/APA-Economics/ 

http://today.az/news/politics/41718.html 
Salim Muslumov: World Bank is satisfied with pension reforms in Azerbaijan 
07 July 2007 (01 :52] - Today.Az 
"Both the government and the World Bank are satisfied with the current pension reforms in Azerbaijan 
that started three years ago," Salim Mus/umov, chairman of State Socia/ Protection Fund (SSPF) 
briefed journalists. 

The Fund chairman said the World Bank office in Washington hosted an even on introduction of 
pension reforms in Azerbaijan on June 11-12. 

The event concluded to use Azerbaijan's experience in other countries. Some countries have already 
appealed to the State Social Protection Fund. Refusing to name these co1.mtries Mr.Muslumov said the 
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Fund's experts will be sent to the countries to introduce Azerbaijan's experience in the fall this year. 
/APA/ 

http://today.az/news/society/41713.html 
Ogtay Shiraliyev: New finance conception of health prepared 
07 July 2007 [01 :46] - Today.Az 
Azerbaijani Health Ministry and Finance Ministry prepared a new finance conception of health, Health 
Minister Ogtay Shiraliyev told journalists. 

The minister stated that the new conception also covers medical insurance. The document will be 
submitted to the Cabinet of Ministers soon. 

Mr.Shiraliyev replying to the question regarding the construction of hospitals near front lines stated that 
Defense Ministry's hospitals are already operating there. 

"Moreover, measures regarding repairing and supplying the hospitals are being taken at the order of 
Azerbaijani President. The State Oil Fund is constructing new medical-diagnostics center there," he 
said. 

The Health Minister commenting on the reports on high rate of child death in Azerbaijan said that 
Ministry's press service will report on it soon. 
/APA/ 

http:l/en.rian.ru/world/20070706/68497649.html 
Azerbaijan state oil company reports 1.4% decline in output 

06/ 0712007 

BAKU, July 6 (RIA Novosti) - The State Oil Company of Azerbaijan said Friday it had produced 4.4 
million metric tons (32.34 million bbl) in January-June this year, a 1.4% decline year-on-year. 

The company said the South Caucasus state had produced 4.7 billion cubic meters of natural gas in the 
period, a 39.1 % increase year-on-year. 

In 2006, the company produced 9 million metric tons (66.15 million bbl) of oil, and natural gas output in 
the country last year was 6.8 billion cubic meters. 

http://www.bakutoday.neUview.php?d=39266 
U.S. Embassy in Azerbaijan to Make Amendments to Visa System 
Trend 05/07/2007 22:54 

The Consul of the U.S. Embassy in Azerbaijan, Vlad Lipshut, said on 5 July that the number of 
people who went from Azerbaijan to the USA increased by 16% as compared to last year. 

Last year the Embassy had given 3.000 visas, but 3500 visas are expected to be given this year. This 
increase takes place at the expense of tourists and students who participate in the student exchange 
programs. The number of those who have gone as tourist made up 25% and students - 31%. This year 
75 students went to the USA from Azerbaijan to get education. 

At the end of this year, the U.S. Embassy will make a number of amendments to the visa system. The 
key amendment is that everybody may receive visa via Internet. The Consul said that not only 
Azerbaijanis, but also citizens of other countries residing in Azerbaijan may receive visa. 

http://www. bakutoday. neUview. Ph p?d=39320 
AIC n Korean STX will discuss the project of construction of Caspian shipbuilding factory in 
July 
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Sharg 06/07 /2007 21: 10 

Azerbaijan Investment Company (AIC) JSC and Korean STX still work on realization of the 
memorandum about cooperation in construction of Caspian shipbuilding factory signed on 
April 24, in Seoul. 

Anar Akhundov, the executive director of AIC informs that the investment company has already 
presented preliminary information on the project requested by specialists of STX on preparation of 
ground and schemes of construction of shipbuilding factory. 

'We'll continue to consult with Korean company in July and its specialists will visit Baku for this 
purpose,' Akhundov said. Potential location of factory placement have already been proposed. 
AIC is willing to own about 25% of share in the project. Technical-economic ground f the project should 
be prepared in 1-2 months after completion of memorandum. Shipbuilding factory will be oriented for 
construction of ship repair, including tankers for transportation of Kazakhstan and Turkmenistan oil. It 
will be only factory in Azerbaijan and its power will depend on portfolio of orders. 
Today AIC has the capital in AZN 90 million ($105.9 million). It has limitation on investing to the project 
of a borrower and structures affiliated with him not over 20% of the capital of the company and not over 
35% in one sector. 

http://www.bakutoday.net/view.php?d=39318 
First tranche for construction of Baku-Tbilisi-Kars line in Georgia will comprise $40 million 
Sharg 06/07 /2007 21 :08 

International Bank of Azerbaijan is willing to allocate means for construction of Georgia part of 
Baku-Tbilisi-Kars railroad. 

Jahangir Hajiyev, chairman of directors board of International Bank of Azerbaijan said preparation 
works had been competed in Georgia and part of means would be allocated in near months. 

'The first tranche from the state credit in $200 million will comprised $40 million,' Hajiyev said. AZN 50 
million ($58.5 million) are planned to be allocated for Georgia as credit from the budget of State Oil 
Fund of Azerbaijan for 2007. 

Package of agreements about construction of new Baku-Tbilisi-Kars railroad-law about approval of 
agreements about line and agreement with Georgia about principles and conditions of financing, 
projecting, construction, rehabilitation-reconstruction and exploitation of Marabda railroad section
border of Turkey (Kartsakhi) within the frames of Baku-Tbilisi-Kars line project, entered into force since 
April 21, 2007. Azerbaijan will deliver Georgia $200 million of state credit for 20 year with annual rate in 
1 % for conduction of construction works, which are to be completed at the beginning of 2009. 

The cost of Construction of Baku-Tbilisi-Kars is evaluated in $440 million without additional 
expenditures on rolling stock. 30 million tons of cargo is planned to transport by the route annually. 

http://today.az/news/business/41739.html 
Israel ready to sign long-term agreement on gas import from Azerbaijan 
13 July 2007 [00:04] - Today.Az 
Vice-president of State Oil Company of Azerbaijan Republic (SOCAR) Elshad Nasirov visited Israel 
several days ago, Israeli Infrastructure Minister Benyamin Ben-Elizeer says. 

He said that mutual cooperation prospects of the two countries in the field of oil-gas have been debated 
during the visit. 

Israel stated that it is ready to conclude an agreement with official Baku on gas import from Azerbaijan 
for 20-30-year term. 
/APA/ 
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http://today.az/news/business/41730.html 
Prices rise in real estate market 
12 July 2007 [14:24] -Today.Az 
Last month price index in real estate market of Baku rose 0.5% or (1.1 steps) to stand at step 305.5, 
"Estate market attendees" public union told. 

Price index decreased 0.1 % in the re-apartment markets which is a lower indicator than earlier months 
of 2007.The weight of expensive apartments rose, while that of average price of apartments reduced by 
8.4%. 

Average prices in re-apartment market stood at 12385/sq.m.Clasification of price hikes zone wide 
shows that the most increase in price was observed in zone 4,full stability in zone 3 while decrease in 
price in zones 2 and 1.Decrease in prices was observed on Arkhitektur and stalin projected apartments. 

The weight of new buildings in proposal portfolio of re-market made up 11.3%,Leningrad apartments 
28.5%.The average price of apartments over Baku constituted $ 88 518 with average room number of 
2.45. 

The average price of detached houses amounted to $ 215 11 O which is up 0.8 from month earlier. Land 
plots for detached houses were 5.3 acres with average number of rooms of 4. 
The volume of proposal portfolio decreased. 
/APA-ECONOMICS/ 

http://today.az/news/politics/41712.html 
Ago group head: Council of Europe proposed assistance in Azerbaijan in presidential elections 
07 July 2007 [01 :42] - Today.Az 
Ago Monitoring group from the Committee of Ministers of Council of Europe on Azerbaijan and Armenia 
gave a press conference on the results of their visit in Azerbaijan. 

The head of the group Permanent Swedish representative to the Council of Europe Per Sj4gren said 
Ago monitoring group was established in 2001 to monitor the implementation of commitments and 
obligations undertaken by Azerbaijan and Armenia vis-a-vis the Council of Europe. 

"We are focusing on three directions. These are judicial reforms, improvement of election practice and 
situation on freedom of expression. We discussed these issues at the meetings in Baku," he said. 

Stating that they concluded the meetings in Foreign Ministry again Per Sj49ren said that it was decided 
to have a meeting with the representatives of the Venice Commission in autumn in order to expand the 
cooperation with the Council of Europe. 

"The Council of Europe offered assistance in election campaign for the presidential elections in 
Azerbaijan next year. We hope Azerbaijan will take into consideration the recommendations to the 
electoral code proposed by the Venice commission. Moreover, we also stressed the necessity of 
reforms in judicial system. The Azerbaijani government to allocate extra funds from the budget to 
increase the number of judges and lawyers and provide training for them.600 prosecutors will have 
trainings in 18 months," he said. 

Touching on the situation of media in the country the monitoring group head said the Council of Europe 
will support to improve the quality of education in journalism faculty of Baku State University. 

Refusing to comment on the Nagorno Karabakh conflict the Swedish diplomat said it is not in the 
group's mandate, "The Ago group does not deal with conflicts. However, I can say we support peaceful 
solution of the Nagorno Karabakh conflict." 
/APA/ 

http://www.christiantoday.com/article/world.vision.and.japan.embassy.rehabilitate.azerbaijan.hospital/1 
1643.htm 
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SOCIETY 

World Vision and Japan Embassy Rehabilitate Azerbaijan Hospital 
A partnership between World Vision and the Embassy of Japan will benefit over 40,000 internally 
displaced people in the western region Azerbaijan from a hospital rehabilitation. 
by Gretta Curtis 
Posted: Tuesday, July 17, 2007, 9:06 (BST) 

A partnership between World Vision and the Embassy of Japan will benefit over 40,000 internally 

displaced people in the western region Azerbaijan as they partner to rehabilitate a hospital. 

The central hospital in Ganja city is situated in the Kalbajar district, which continues to suffer after the 

Nagorno-Karabakh conflict of 1989. The hospital 

will be rehabilitated by World Vision with the support of resources from the Japanese Government. 

The hospital in the conflict-hit Kalbajar district was re-established in 1993 in the administrative building 

of the vine factory in Ganja, 350 km west of the capital, Baku. 

Since the hospital was built, there have been no renovation works on the building with the exception of 

some minor cosmetic repairs. The quality of medical care will increase significantly with the installation 

of additional sanitation facilities and heating systems. 

"Education and health are very important factors in the lives of people. We hope that the resources of 

the Government of Japan and its people will contribute to the development of these two sectors in 

Azerbaijan," said Ambassador of Japan, Tadahiro Abe, at the official signing ceremony in Baku. 

The project is the second partnership project between World Vision and the Embassy of Japan, 

following the successful construction of a kindergarten a year ago. 

"Now, we will rehabilitate the hospital. This is another example of our good partnership with the 

Embassy of Japan," said World Vision Azerbaijan National Director, Seifu Tirfie to ceremony attendees, 

including government officials and local media. 

Hospital personnel are looking forward to re-commence their work at full capacity in an improved 
environment later this year. 

http://en.apa.az/news. php?id=30888 
CIBC members meet with Azerbaijani Taxes Minister 
[ 18 Jul 2007 19:33 ] 

The members of the Caspian Integration Business Club (CIBC) met with the Taxes Minister Fazil 
Mammadov, APA-Economic reports. 

Telman Aliyev, the head of the club underlined that examinations have been carried out to expand the 
relations among Caspian-Black Sea region companies. He said that club members have held 50 such 
kind of meetings since the end of 2005.Following this, taxes minister Fazil Mammadov was presented a 
certificate verifying him as an honorary member of the club. 
Mr.Mammadov informed about the reforms implemented in tax sector of Azerbaijan. The remaining part 
of the meeting was closed for media./ APA-Economics/ 

http://en .a pa. az/news. php?id=30882 
Coordinating Council holds first meeting on implementation of intergovernmental deal on BTG 
project 
[ 18 Jul 2007 19:23 ] 

Today the first meeting of coordinating council on the implementation of intergovernmental 
agreement between Azerbaijan and Georgia was held within the framework of Baku-Tbilisi Gars 
railway project, APA-Economics reports. 

Transport Minister Ziya Mammadov, deputy transport minister Musa Panahov, senior deputy finance 
minister llgar Fatizade, deputy economic development minister Niyazi Safarov, deputy foreign minister 
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Khalaf Khalafov, executive director of Azerbaijan State Oil Fund (SOFAZ) Shahmar Movsumov, State 
Railway chief Arif Asgarov from Azerbaijan and Senior deputy economic development minister David 
Natruashvilli, head of Georgian Railway LLC lrakli Ezugbaya, the director of Maeabda-Kartsaxi Railway 
LLC Ramaz Giorgadze, Georgian ambassador to Azerbaijan Nikolas Natbiladze from Georgia 
participated in the meeting. 
A statue covering the financing, projection, construction, rehabilitation, re-construction, exploitation 
principles and terms of the railway till Turkish border was accepted. Also some technical issues on the 
business plan of Marabda-Kartsaxi railway LLC, the rehabilitation of Marabda-Akhalkalaki railway area 
and its construction were discussed in the meeting. 
Azeri Transport Minister underlined that the project is of great importance for the region and SOFAZ will 
allocate a loan of$ 200 million for the implementation of the project:"$ 50 million will be spent on the 
construction of Georgian section of the railway this year. The remaining fund will be paid by 
installments till 2009.The project will be completed within two years and railway will be launched 
aftermath." Mr.Mammadov added. 
Mr.Panahov underlined that tender has been announced for construction operations within the scope of 
the project. Tender will last 45 days. Contractor will be elected as a result of the tender and 
construction operations will start in September./APA-Economics/ 

http://en.apa.az/news.php?id=30852 
Government agencies support New State Program on development of entrepreneurship 
[ 18 Jul 200713:18 ] 

All government agencies have already put forth proposals on the New State Program on the 
development of entrepreneurship in Azerbaijan. Samir Nuriyev, Azerbaijan's Economic Development 
Ministry officer for entrepreneurial development told the APA-Economics. 
At present Economic Development Ministry is waiting international organizations to make some 
proposals:" We have sent the project to 22 international organizations and waiting for their references. 
It seems like we will submit the draft law to the government at least by August" Mr.Nuriyev added. 
New Program entails financial support to entrepreneurs, improvement of legislation, development of 
business climate and etc. 
"We met with entrepreneurs while preparing the program and took into account their ideas", said EDM 
official said. 
State Program envisions Improvement of financial mechanism, usage of new financial instruments, 
conducting business trainings for entrepreneurs and etc. 
The activity of National Fund of Assistance to Entrepreneurship (NFAE) will be reviewed and improved 
according to the new state Program. Related international experience will be studied. 
New State Program will cover 2007-2012 years./APA-Economics/ 

http://en.apa.az/news. php?id=30839 
Board meeting held in Finance Ministry 
[ 18 Jul 200712:03 ] 

Board meeting headed by Samir Sherifov was held in Finance Ministry, the Ministry's press service told 
the APA-Economics. 
Apply of law on the supplements and amendments to legislation on state budget, activity of information 
system of Treasury management, confirmation of national accounting standards for commercial 
organizations, strengthening of procurement of local financial bodies under Finance Ministry, and other 
issues on construction of new administrative buildings were discussed in the meeting. 
Examinations carried out by the Finance Ministry regarding the Program on the apply of National 
Accounting Standards in 2005-2008 were discussed in the meeting. It was stressed that national 
accounting standards have already been verified for several commercial organizations. 
At the end of the meeting Finance Minister issued relevant instructions to ensure activity efficiency for 
the second half of 2007./APA-Economics/ 

http://en.apa.az/news.php?id=30604 
Presentation Feasibility study of BTK Georgian section 
[ 13 Jul 2007 17:54 ] 
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Baku-Tbilisi-Kars Georgian section's (BTK) feasibility study project prepared by the Turkish 
Company Yukcel Domanic was presented in Tbilisi today, Deputy Transport Minister Musa 
Panahov told the APA-Economics. 

Specialists from Azerbaijan also participated in the presentation. 
"One pattern of the project will be presented to us. This is a full project of the 29 km road to be built in 
the nearest future. Specialists will express their points in line with the project. Subsequently tender will 
be announced to select a Contractor Company", Mr.Panahov added. 
Azerbaijani side will allocate $ 50 million for financing of the project at an early stage." The orientation 
of credit trench will be determined after tender will be over. Paper work of the BTK is already finished. 
We will do our best to purchase all needed materials till the end of this winter. We will intensify 
construction in spring. And we will purchase materials depending on the results of the tender." the 
deputy minister stressed. 
Final document on the construction of BTK among Azerbaijan, Georgia and Turkey was signed in 
Tbilisi, February 2007. 
Azerbaijan has allocated preferential loan of$ 200 million (at an interest rate of 1 % annually, with 
maturity date of 25 years) to Georgian Marabda-Karsi Demir Yollari LLC in accordance with BTG 
construction. A 29 km road will be constructed at the expense of this fund and an old road will be re
constructed as well./APA-Economics/ 

http:Jlwww.rferl.org/featuresarticle/2007/8/34277f0d-c764-45e4-9af9-1028c462354e.html 
Tajik President To Visit Azerbaijan 
August 12, 2007 (RFE/RL) -- Tajikistan's President Emomali Rahmon is scheduled to travel to 
Azerbaijan on August 13. 

During his two-day visit, Rahman is expected to discuss expansion of trade and economic cooperation 
with his Azerbaijani counterpart, llham Aliyev. 

The Azerbaijani president visited Tajikistan in March. 

http://www.eurasianet.org/departments/insighUarticles/eav080807a.shtml 
BUSINESS & ECONOMICS 

AZERBAIJAN: INFLATION COULD SPUR BREAD PRICE HIKE 
Rovshan lsmayilov 8/08/07 

Forget oil revenues. One of the hottest topics under discussion now in Azerbaijan is the possibility of a 
summer price increase for bread. The hike, if it comes, would arrive after months of steady price 
increases and double-digit inflation - a factor seen as having potential political repercussions for 
President llham Aliyev in the run-up to next year's presidential vote. 

Over the last month, the prices Azerbaijan pays for grain imported from Russia and Kazakhstan have 
increased by roughly 50 percent. The supplies - about 1 million tons per year - meet 40 percent of the 
South Caucasus country's needs, the Ministry of Agriculture states. Increased grain prices have 
corresponded with higher flour prices - a 25 percent increase since June, according to official figures. 

And higher flour prices could, in turn, mean higher bread prices. Though the government has so far 
publicly rejected such a possibility, a source in the Tariff Council, a government body responsible for 
setting state-regulated prices, told Eurasia Net that the government has examined the question of a 
bread price increase and considered such an event expedient. Prices are expected to increase 25-45 
percent against the weight of bread in the near future, said the source, who requested anonymity. 
To prevent such a price hike, in late July the government instituted a one-year moratorium on the 18 
percent Value Added Tax (VAT) applied to grain imports. However, one expert believes the measure is 
insufficient. The higher cost of grain imports will still need to be factored into bread prices, noted Gubad 
lbadoglu, president of the pro-opposition Economic Research Center. "An increase in bread prices in 
Azerbaijan is inevitable," he commented. 
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lbadoglu believes that higher bread prices could set off a chain reaction. "The prices of meat and milk 
products as well as some other agriculture goods will increase in Azerbaijan in the near future," he 
predicted. 

The Agriculture Ministry is expected to report to the government on the impact of the VAT moratorium 
in late August, according to the APA news agency. The agency reported that the ministry has conceded 
that the amount of grain imported is not enough for the moratorium to impact bread prices within 
Azerbaijan. 

Bread prices have traditionally played a key role in shaping popular attitudes toward the government in 
post-Soviet countries. One former Azerbaijani prime minister cautions that President Aliyev's 
government should tread cautiously. "Each nation usually has its own kind of equivalent for money," 
said Ali Masimov, now an independent member of parliament who served as prime minister in 1993. 
"For the Azerbaijani people, bread is such an equivalent. Therefore, the government should be very 
careful in the issue of raising bread prices." 

That risk appears to be understood. On July 5, Agriculture Minister lsmet Abbasov told state-run AzTV 
that the government is using all available tools to prevent a price increase for "this strategic product." 
Said Abbasov: 'We will not let it happen." 

But the government's tweaking tactics can have only a limited impact, commented one former financial 
policy chief of Azerbaijan's Cabinet of Ministers. "The price of bread has been liberalized since 1992 
and it is impossible to rein [in a] price rise administratively," Ogtay Hagverdiyev told APA. 

Calls for the government to use social welfare programs to help poor Azerbaijanis offset a possible 
price hike have so far gone without a concrete response. Meanwhile, one observer argues that the 
threat of bread price increases brings into question government claims that poverty rates have plunged 
and some 500,000 new jobs been created in the past four years. 'What kind of prosperity and poverty 
reduction is it if a simple ... crop failure in Russia results in such nervous steps by the government?" 
commented llgar Mammadov, an independent Baku-based political expert. 

A generally high rate of inflation, fed by massive inflows of oil revenue and heavy government spending 
programs, adds to the challenge. According to official data, Azerbaijan posted an 8.3 percent inflation 
rate for 2006. 

In a December 2006 report, however, the International Monetary Fund forecast 17 percent inflation by 
the end of 2007. That figure was revised in June 2007 to 20 percent. 

Failing to stop an increase in the price of bread is seen by Azerbaijani observers as a signal that the 
government will not be able to stop further increases. In January 2007, the government sharply 
increased basic fees for electricity, public transportation, fuel, and water. [For background see the 
Eurasia Insight archive]. 

The government has taken several measures to relieve inflationary pressure on the economy, but some 
analysts contend that these steps have succeeded only in delaying, not preventing, a steady rise in 
prices. 

On July 1, for example, the National Bank of Azerbaijan lifted a requirement under which official 
permission was needed for inter-bank capital transfers higher than $50,000, thereby facilitating the 
outflow of cash from the bloated domestic economy. In June, the National Bank of Azerbaijan increased 
its refinancing rate to 13 percent after a three-and-a-half percentage point increase to 12 percent just 
two months previously. A $60 million state-subsidized long-term mortgage program, introduced a year 
ago, was also ended last month in what the government described as an attempt to stem inflation. Is it 
enough? Time will tell, but in Azerbaijan's bakeries the patience might not be long. 

Editor's Note: Rovshan lsmayilov is a freelance journalist based in Baku. 
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http://www.interfax.com/3/300649/news.aspx 
EBRD reduces loan portfolio in Azerbaijan to 482 mln euros 
BAKU. Aug 8 (lnterfax) - The European Bank for Reconstruction and 
Development's loan portfolio in Azerbaijan shrank to 482.4 million euros 
as of July 1, the bank said. 
The EBRO has financed 80 projects in Azerbaijan since it began 
working with the country in 1994, in the oil and gas, energy, 
transportation, financial services and agriculture sectors, among 
others. 

Loans totalled 739.1 million man at, and the overall cost of the 
projects was 3.926 billion euros. There were 61 projects in the EBRD's 
portfolio as of July 1. 

The oil and gas sector dominates the bank's loan portfolio with a 
32.7% share, as the EBRO supported several major oil and gas projects in 
Azerbaijan, as well as the construction of key pipelines. The bank 
provided 481.3 million euros for some 19 projects in this sector that 
cost a total of 3.535 billion euros. As of July 1, the EBRD's portfolio 
includes 13 such projects with total loans of 259.3 million euros. 

In addition, the EBRO provided funding for three energy projects, 
which account for 21% of the bank's portfolio. 

http://www.rbcnews.com/free/20070924155848.shtml 
Azerbaijan raises $1bn for power plant construction 

RBC, 24.09.2007, Moscow 15:58:48.Some $1bn is planned to go towards the construction of a 
700MW private electric power station in Azerbaijan. A corresponding agreement was signed by the 
South Korean company Kepko & Moet and Azerbaijan's Economy Ministry in Baku today, the Azeri 
news agency Trend reported. Construction is projected to start in a Baku suburb by July 2008. 
According to the statement, such power stations will enable Azerbaijan to create competition on the 
electricity market and lower tariffs. 

http://www.panarmenian.neUnews/eng/?nid=23420 
Ann Derse: U.S. to support Azerbaijan for WTO 
19.09.2007 18:59 GMT+04:00 ~B HAPl:ICCKOM "lUat::f'cl..o 

/PanARMENIAN.Net/ The U.S. will support Azerbaijan's bid to the World Trade Organization (WTO), 
U.S. Ambassador to Azerbaijan Ann Derse said at a meeting with Minister of Economic Development 
Heydar Babayev. The parties discussed the Azerbaijan-U.S. economic ties and, specifically, 
Azerbaijan's joining the WTO. 

Mr Babayev said that Azerbaijan has fulfilled most of the obligations essential for joining the WTO. 

For her part, Ambassador Derse said, "To date, the U.S. government has allocated $3 million as a 
technical assistance to encourage Azerbaijan for joining the WTO. The United States will keep up the 
line," Novosti Azerbaijan reports. 

http://beta. malaysia. news. yahoo. com/rtrs/2007092 O/tbs-austria-azerbaijan-7 318940. html 
Austria signs Nabucco gas MOU with Azerbaijan 

VIENNA, Sept 20 - Austria has signed a memorandum of understanding with Azerbaijan to start talks about 
possible gas supplies to the planned Nabucco pipeline, Austrian oil and gas group OMV said on Thursday. 

Under the deal, signed by Austrian economy minister Martin Bartenstein and Azerbaijan's energy minister Natik 
Aliyev in Baku on Thursday, OMV and state oil company SOCAR will begin talks Nabucco, OMV said in a 
statement. 
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OMV leads the 3,300 kilometre, 4.6 billion euro pipeline project aimed at carrying Caspian and Middle Eastern 
gas to Europe to reduce its dependency on Russian supplies. 

Aliyev had told a conference in Budapest last week that Azerbaijan could also supply gas to a Gazprom
sponsored alternative pipeline called South Stream. 

http://beta.malaysia.news.yahoo.com/rtrs/20070920/tbs-azerbaijan-gas-georgia-7318940.html 
Azerbaijan continues Georgia gas supply to end '07 

BAKU, Sept 20 - Azerbaijan will continue sending gas to neighbouring Georgia until at least the end of the year, 
the vice-president of Azeri state oil and gas finn SOCAR said on Wednesday. 

A supply contract for the two countries, both ex-Soviet states, was due to expire at the end of September. 

"There'll be a contract from the Oct. l to the end of December ... At the end of the year we'll discuss long-tenn 
coorporation," Elshad Nasirov said, referring to a possible 2008 contract. 

Georgia is keen to renew the contract, which helps put an end to quarrels with its alternative supplier, Russian gas 
export monopoly Gazprom , which has cut off Georgian gas supplies in the past over pricing disputes. 

Georgia, which needs 2 billion cubic metres of gas a year, will receive around l million cubic metres of gas a day 
from Azerbaijan from the beginning of October. 

It currently buys 1.3 mcm per day from Azerbaijan. 

While Gazprom still supplies gas, Georgia sees the new contract as a way to gradually replace expensive Russian 
gas with a cheaper Azeri version, Georgia's Energy Minister Nika Giluari told journalists on Wednesday. 

Azeri gas sells at $120 for 1,000 cubic metres, while Gazprom charges $235 for the same amount. 

Azerbaijan currently produces 13 mcm per day at old deposits. 

http://beta.malaysia.news.yahoo.com/rtrs/20070920/tbs-azerbaijan-russia-oil-7318940.html 
Azerbaijan to pump less oil through Russia in '08 

BAKU, Sept 20 - Azerbaijan plans to pump considerably less oil through Russia next year as it uses cheaper 
alternative export routes, the country's state oil finn said Thursday. 

Next year will see around l million tonnes of oil pass through Russia from ex-Soviet Azerbaijan -- most of which 
is then sold on to Europe -- down from almost 4 million tonnes in 2006. 

In January-August of this year Azerbaijan sent 1.5 million tonnes of oil through Russia. 

"Around one million tonnes of oil will be transported via the Baku-Novorossisk pipeline in 2008," the vice
president of Azeri state oil company SOCAR, Elshad Nasirov, told reporters. 

In April oil major BP's Azeri operations stopped sending oil through the Baku-Novorossisk pipeline, instead 
opting for the Baku-Tbilisi-Ceyhan route, which takes oil through Georgia to Turkey, avoiding Russian tariffs. 

Only SOCAR now uses the route through to Russia, and hopes to become the pipeline's Azeri operator by the 
middle of October, taking BP's place. 

"From the moment SOCAR takes over as the main operator of the pipeline, it will set its own conditions for the 
commercial transport of oil," Nasirov said, adding that he would like to see oil go on to Kazakhstan via Russia. 

http://economics.apa.az/en/news.php?id=28429 
Azerbaijan to create Investment Company on Sharia next month 
[ 24 September 2007 18:54 ] 

Azerbaijan Investment Company and the Islamic Corporation for the Private Sector 
Development (ICD) plan to launch a joint investment group operating on sharia in October. 

The new company will finance various investment projects. 
"Preparation for establishment of a joint investment group is well underway. We will complete 
negotiations and investment decisions soon. We hope the new joint venture will go on stream in 
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October," announced Azerbaijan Investment Company. Azerbaijan Investment Company will take a 
25% stake in the joint venture. The authorized capital of the group is slated to be $100 million, of which 
$1 O million will be paid-in at the first phase. Azerbaijan Investment Company and the Islamic 
Corporation for the Private Sector Development (ICD) signed a memorandum of cooperation in August. 
The concept of establishing a joint investment group on the principles of sharia was discussed at the 
Baku conference of Islamic Development Bank in November last year. /APA-Economics/ 

http://economics.apa.az/en/news. php?id=267 41 
Azerbaijan applies the most advanced deposit insurance system in the CIS region 
[ 09 August 2007 16:44 ] 

The Government of Azerbaijan is going to insure savings and pay for them if the credit 
organization goes bankrupt. The first move comes to insure savings. 

A law on insurance of deposits was adopted and the Deposit Insurance Fund (DIF) was established as 
a non-commercial organization. 
The Deposit Insurance Fund will start next week. The law reads that its operation will be regulated by 
insurance legislation and liabilities will not be related to the National Bank's or government's. 
At the same time, the Fund will borrow from the National Bank or the government if it doesn't have 
enough to compensate for deposits. 
The funds will mainly come from the member banks. The credit organizations licensed by the National 
Bank, which receive deposits of individual bodies, have to be the compulsory members of the Fund. Or, 
in other words the membership is almost compulsory for most of banks in the country. 
To-be-established branches of foreign banks will also become members. The exemptions will be for the 
local banks' branches abroad and the banks to which head bank the law of the owner country had been 
applicable. 
The supreme management body of the Deposit Insurance Fund is the Board of Trustees and the 
supreme executive body is the executive director. 
The Board of Trustees includes 7 members, of whose 3 will represent the National Bank. 
The members will be chosen for 5 years. The members will hold a meeting at least once a quarter. 
In order to ensure transparency, it is planned to have both internal and external audit. 
The executive directors and deputy directors are chosen for five years by the Board of Trustees. The 
annual balance sheet, funds movement report, profit and loss reports and the general report on the 
registration of banks are submitted to the president of the country and the National Bank. 
In order to diversify risks, the Board of Trustees is authorized to invest the funds in government 
securities, central bank's notes ad put on deposit with the trusted foreign banks and get other profitable 
financial instruments. 
There will be favorable tax rate on the DIF's revenue and insurance payment by the member banks. 
10 days after membership, each bank has to transfer AZN 10,000 to the DIF as one-time payment. 
Besides, the members will make regular payments. The "calendar" payments must be in equivalent to 
0.15% of the average daily remains of the deposits put by individuals. 
The figure will gradually fall to 0.125% later on. 
The payment will be in the currency of the deposits. When DIF insurance reserves reach 5% of the 
deposits, the Board of Trustees may reduce or stop regular calendar payments. 
On the other hand, if the reserves are still not enough to compensate for deposits, the member banks 
make additional payments. The payment must be below 0.2% of the average daily remains of the 
deposits. 
The DIF assets liquidity is considered enough if it is equal to or above AZN 1 million. 
The banks may be fined if they delay regular calendar payments. If the delay is more than 30 days, the 
Deposit Insurance Fund can confiscate the necessary amount from the bank's account. 
The deposits enjoy the right to get information about the bank's presence in the DIF, terms of insurance 
and compensation. Every citizen can complain to the Deposit Insurance Fund in written or oral form 
about the bank. Although the law entitles depositors to get 100% compensation for their deposits, the 
maximum amount of compensation will be AZN 4,000 by January 1, 2008 and AZN 6,000 in 2008-2009 
and AZN 8,000 from January 1, 2010. 
The compensation also includes the accumulated interests on the deposit. Even if the amount of 
deposit is above the current maximum amount of compensation, the rest of the deposit will be paid to 
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the depositor after auction on the assets of the bankrupt bank. 
For well-off people it is not safe to put a great amount of money on deposit because the deposit 
insurance law is not applicable to the deposits of which interest rate is 1.8 times more than the National 
Bank-set rates. 
By law, the compensation payment period shouldn't exceed 90 days. In exceptional cases only, the 
period can be prolonged for a further 90 days by the Board of Trustees. 
Experts say the deposit insurance will give impulse to the growth of banks in Azerbaijan. 
In comparison, we can say in Russia the government assumes to compensate for deposits below 
$15,000, in Armenia the figure is $5,000, in Kazakhstan the figure is $3,000 and in Ukraine the figure is 
$1,600. 
According to the world experience, it is recommended to set the compensation amount at 1 % or 2% of 
the GDP. It is logical to set the amount at AZN 4,000 in Azerbaijan for this year. 
According to the macroeconomic forecast, in 2015 the amount will reach €20,000 in Azerbaijan as in 
European countries. /APA-Economics/ 

http://economics.apa.az/en/news. ph p ?id=26721 
Azerbaijan needs billions of private capital 
[09 August 2007 12:33 ] 

The country needs the funds to organize the 2016 Summer Olympics 

Recently we have seen a great number of media articles examining necessity of organizing the 2016 
Summer Olympics in Azerbaijan. 
While a host city has not yet been determined, various cities have begun a bidding process for that 
honor. A host city will be announced at the 121st Session (which will also be the 13th Olympic 
Congress) of the International Olympic Committee to be held in Copenhagen, Denmark, on October 2, 
2009. The 2016 Summer Paralympics would also be held in the same host city. 
It is reportedly said Azerbaijan is preparing materials and evidence to submit to the International 
Olympic Committee. 
Chingiz Huseynzade, Vice-President of the National Olympic Committee, held a press conference on 
selection of Russia's Sochi to host the 2014 Winter Olympics, officially known as the XX.II Olympic 
Winter Games, and Azerbaijan's struggle for hosting the 2016 Olympic Games. 
He said that any potential host country, including Azerbaijan, will spend $20 billion on organizing the 
Olympic Games. 
He added that unlike 1970s-1980s, now it is very profitable to host Olympic Games. He noted that $20 
billion will not be so much for 2016. 
But, if we take the point that, 20% of the population live in poverty, the annual state budget is around $6 
billion, we can say this amount of money is so much for Azerbaijan. 
Let's say that Azerbaijan can use the reserves of the National Bank and the State Oil Fund. 
The main point is that the country should involve the private sector in the process. Azerbaijan can also 
resort to the foreign loans and IOC's funds. 
In the past 30-35 years, only one or two Olympic Games were profitable while the rest were loss
leaders. 
The 1984 Games in Los Angeles were the first commercial one (spending $1 billion to $1.2 billion and 
profit $335 million). 
The IOC allocated more than $1 billion to Athens Olympic Games in 2004. Atlanta -1996, Sydney-2000, 
Barcelona-1992, Seoul-1988 were more commercial. 
If Los Angeles Games were organized through private capital, Moscow Games were held through state 
funds. 
The diagram below characterizes the relation between state and private capital. 

PIP-Project QPR 0312007 Annex 7.1 12 



100 

90 

80 

70 

60 

• 50 • 

40 

30 

20 

10 

0 

20 40 60 80 1CC 
j - State Capital, % 

--+ - Private Caoltal, % 

The more presence of the state capital is, the more unprofitable the Games are. 
The IOC funds don't held either. The ratio of state funds to private funds was 3 to 1 in Athens and this 
led to the budget gap in the country. 
Beijing plans to spend $20 to 30$ billion in 2008 and Paris $6.9 billion (initial forecast) in 2012. 
Atlanta -1996 Games cost $2 billion. 
If Azerbaijan resolves to host, and if OIC says "yes" to Azerbaijan, the country should definitely involve 
the private sector in the process. 
/APA-Economics/ 

http://economics.apa.az/e n/news. ph p?id=25383 
Azerbaijan has to change foreign trade structure 
[ 28 June 2007 18:25 ] 

Earnings from exports go to foodstuff imports 

During short period of time, Azerbaijan has consolidated its position and upgraded its international 
image thanks to revival of oil sector. The economic progress has aroused investors' interest in 
Azerbaijan. In this context, advancement of foreign trade is of vital importance. For the first quarter the 
country's gross domestic product (GDP) rose 39.7%, year-on-year, to AZN 5.1454 billion, of which 
72.9% was generated in production industry. It is clear that foreign trade plays important part in forming 
valued added. Azerbaijan's foreign trade with 109 nations totaled to $2.055 billion for the first quarter, 
up 5. 7% from the same period last year. The exports amounted to $919.1 million, down 11.4% from last 
year. The exportation contributed 17.9% to the GDP while imports (rose 25.4% to $1.136 billion) took 
22.1% in the GDP. The foreign trade gap was $217 million. 
Exports went 41.8% to the EU members and imports came 29.1 % from this area. The active trade 
partners of Azerbaijan include Italy, Russia, Turkey, Iran, Ukraine, Germany, Kazakhstan, Georgia, the 
United States and the United Kingdom. 
The following diagram characterizes Azerbaijan's trade with its major partners. 
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Italy tops the list of trade partners with the highest favorable balance because of oil delivery to the 
European market via the sea ports of this country. 
As shown in the table, Azerbaijan imports most from Russia (20.7%) in relation to exports (11.3%). If 
this rate is maintained, the trade with Russia will beat $1 billion in the year-end but with trade gap. 
If we go to the detailed ingredients of the imports, we see electronics, electronic devices (28%), ferrous 
metals (17.3%), foodstuffs (14.7%), ve~1icles (10.8%), chemicals (6.2%) etc. for the first quarter 
Azerbaijan spent $167 million or 18% of the export earnings ($919.1 million) on importation of 
foodstuffs. As we know, oil and oil products accounted for 72.8% of exports ($669.1 million). 
How efficient? 
If this amount had been invested in rural development, agricultural and agrarian production, wouldn't 
the efficiency be better?-food security, employment opportunities etc. 
Today, the economy of Azerbaijan is enjoying great influx from the foreign market. Fortunately, the 
government of Azerbaijan doesn't use monopoly in this field and distributed foreign exchange 
transactions among commercial banks. Besides, the National Bank of Azerbaijan has made a decision 
to liberalize capital outflow. 
All these creates optimism that Azerbaijan, with its reach natural, labor, financial resources, will 
manage to achieve resolution of social and economic problems through improving monetary policy, 
minimizing monopoly and increasing competitiveness and efficiency of trade. /APA-Economics/ 

http://economics.apa.az/en/news.php?id=25107 
Development of national payment system to boost 
carhttp://economics.apa.az/en/news.php?id=20724d business in Azerbaijan 
[ 20 June 200719:24 ] 

There are over one billion bank cards. At present frauds and crimes via magnetic stripe cards 
also grow globally. 

A magnetic stripe card is a type of card capable of storing data by modifying the magnetism of tiny iron
based magnetic particles on a band of magnetic material on the card. The magnetic stripe, sometimes 
called a magstripe, is read by physical contact and swiping past a reading head. 
Magstripes following these specifications can typically be read by most point-of-sale hardware, which 
are simply generic general-purpos'e computers that can be programmed to perform specific tasks. 
Nowadays, magnetic stripe cards are not safe and are gradually replaced by chip cards. 
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A chip card is a plastic payment card with an embedded micro computer chip. The chip securely stores 
encrypted confidential information such as the cardholder's account number and Personal Identification 
Number (PIN). A chip enables the card to hold and update multiple applications and data securely, 
perform calculations and make independent decisions such as approving or declining transactions. 
People feel more secure using chip cards and PINs versus magnetic stripe cards today. 
Chip cards are difficult and expensive to copy and copied cards are more easily identified when an 
authorization is attempted. Chip cards can virtually eliminate skimming fraud (copying the contents of 
the magnetic stripe onto another card). The use of PIN for cardholder verification combined with the 
fact that the chip is virtually impossible to copy significantly reduces chargebacks and fraud. That is 
why the world is migrating to chip. 
Azericard Processing Center said Azerbaijan's card issuer banks are on the way of transition to chip 
cards. As of May 1, there are 1. 7 million plastic card holders in Azerbaijan, of which about 40% are Visa 
International and 35% are MasterCard products. 
15 banks are members of Visa and 12 banks are members of MasterCard. Unlike magnetic cards used 
in international transactions, chip cards are used in local market in the country. 
Establishment and development of national payment system will bring more profit to banks in 
Azerbaijan because transition to card-based settlement system will encourage trade facilities to convert 
to this system and reduce commission. In the developed countries about 75-80% of funds are put in 
banks and 20-25% is cash but the situation is upside down in the developing countries and emerging 
economies. /APA-Economics/ 

http:! /economics. apa. az/e n/news. ph p?id=20724 
Duality in real economic growth of Azerbaijan 
[ 10 February 200713:54 ] 

Favorable tendencies in the social and economic life of Azerbaijan appeared in the recent 
history left strong financial progress in 2006. 

The country's economic potential, especially industrial production rate speeded up, investments 
through domestic resources leaped, gold-currency stockpile jumped to the extent that suffice for 
insurance of the independence and security. People's living standard and well-being improved - cash 
incomes grew, minimum and average monthly wage rose, new schools, hospitals, ambulatories and 
policlinics were opened. 
Many got access to the Internet, most people uses cell-phones in everyday life. 
Democratization of the society, strengthening of the statehood, liberalization of the economy, 
deepening and development of the principles of market relations, expansion of foreign economic 
relations pave the way for successful implementation of the state programs adopted, establishment of 
the balanced economic system and further progress in Azerbaijan's economic potential and reputation. 
However, some people say the present economic growth is unreliable and depends on oil, the 
subsistence minimum is high and above the minimal wage. Of course, today it is correct to some extent 
if it is forgotten that Azerbaijan became independent and owner of its natural and industrial resources 
just 16 years ago, that the national economic system is complex and inert, that radical structural 
transformations in the economy require decades, but no one or two years. 
There is a duality in assessment of the economic growth. 
To seek a key to questions arising, let's see the reliable official data by the State Statistical Committee 
although some invent figures based on unknown sources and describe the situation in a to-their-own
interest form. 
The major parameter of quality of economic and social development is Gross Domestic Product (GDP) 
- the output of goods and services produced by labor and property in a country- which uniqueness is 
that this macroeconomic indicator allows to avoid the double account and describe gross value added 
in cash, as well as quality and efficiency of the economic growth. 
Despite its universality the GDP doesn't include the value added share of the foreign and joint ventures, 
real prices, and is believed not to give complete picture of the real economic situation as there is no 
measuring criteria in any country to calculate or estimate taking care of ii people and children, house 
tutorship, repair of household devices and equipment, shadow economy, bribes, sweeteners, 
corruption, climate changes, exhaustion of resources, environmental pollution. 
The GDP deflater is not based on a fixed market basket of goods and services. The basket is allowed 
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to change with people's consumption and investment patterns. Therefore, new expenditure patterns are 
allowed to show up in the deflater as people respond to changing prices. The Statistical Committee 
says the gross domestic product deflater in 2006 made up 105.1 percent. l.e raw material prices went 
up 5.1 % in the GDP production. The wholesale indexes for January - December, 2006 showed the real 
rise is noticeably more: 17 .1 % in the industry on including: 11.6 % in extractive fields , 26.6 % in 
processing fields. The prices in agricultural production over the year increased 8.4 %, the foresting 10.4 
%, fishing 50.8 %. Tariffs for cargo transportation 5 % etc. 
And how does the GDP-deflater come below all these indexes. 
The Committee says the GDP reached AZN 17.7358 billion in real prices in 2006 representing an 
annual rise of 34.5%. 
The price of the one-percent growth marked AZN 177.4mln while this figure had been AZN 125.5mln a 
year earlier. The residents used raw material, services of 101.bln for this growth. Based on these 
figures, we can say the total amount of the services, works and manufacturing stood at AZN 27.7bln. 
the gross value added constituted 63.8% of the production and services. In other words, the cost of 
GDP worth AZN 1mln was AZN 1.57mln. 

Dynamics and structure of the gross domestic product for 2006 
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Production of the value added in industry is more rapid than in services. This proves Azerbaijan to be a 
developing country rather than a developed one. 
The country's population reached 8,364,760 and per capita gross domestic product made up AZN 2 
120.3 (US $2 373.3). This figure was a 33% rise on 2005. 
The economically active population reached 3,973,000 that is to say value added per employee stood 
at AZN 4 464.1. Average monthly wage rose 19.8% to AZN 141.3 making 37.97 of the GDP. 
Production with a 42.5 annual increase rate made up 72.9% of the GDP as before. Industrial production 
shared 58.3% with an increase rate of 56.4% annually. 80% of the value added was produced in 
industry (AZN 10.3482bln). The advanced rate of the added value in industrial sphere (42.5%) resulted 
from rapid growth of the value added in industry because of oil boom (56.4%). 
The value added in industry (AZN 10,3482bln) constituted 71.6% of the industrial production (AZN 
14.4484bln). The value added in oil sector reached AZN 7.5518bln, which made up 42.6% in the GDP. 
Oil sector, we can say, shares half of the GDP. The GDP came 7.5% from the construction sector, up 
8.5% from last year. The value added rose 0.9% in agriculture, foresting and hunting to 7.1 % in the 
GDP. The GDP came 5.6% from trade, repair of vehicles and household things and the growth was 
13.5% annually. 
The Transport (growth 48.3%) and communications (24%) made 5.3% and 1.8% of the GDP. Net tax 
on imports and products rose 12.5%, year-over-year, to 6.5%. 

Diagram - GDP segments 

PIP-Project QPR 0312007 Annex 7. 1 16 



Br\lnch structure of GDP 

a Agriculture (7...t 1 %) 
a Transport (5 .,,%) 
•Industry (58,3%) 
II Communications (1,8%) 

58,30% 

m Construction (7 15%) 
o Social and otliers (7 9%) 
a Trade and services l5,6%) 
a Net taxes (6,5%) 

As to the social structure of the GDP, 81 % of the gross value added was produced in non-state sector 
while 19% in state sector. 
In transition to the market economy, the aforementioned facts allow to come to a conclusion how 
necessary it is to strengthen the state control over the economy and to economically and efficiently 
spend petrodollars. This would be the only solution to eliminate duality in assessment of the economic 
growth. 

http://economics.apa.az/en/news.php?id=28407 
Kepco to build a private power plant in Azerbaijan 
[ 24 September 2007 16:06 ] 

The Economic Development Ministry of Azerbaijan and Kepco Company of South Korea have 
reached agreement for construction of a private power generating plant in Alat Settlement. 

The agreement will be signed by Economic Development Minister Heydar Babayev and Kepco 
President Lee Won-Gui. 
Heydar Babayev said the project will spent $0.75 billion to $1 billion. 
"This is initial calculation. We will know the exact amount of the investment after the technical and 
economic assessment of the project is complete. Kepco and other foreign investors will make the 
necessary amount of investments. No government funds will go to the project," he said. 
He added that construction of a private power plant will strengthen domestic competition in energy 
generation and cut electricity prices. 
Lee Won-Gui noted that technical and economic assessment of the project will' be complete in October 
and construction will commence in June or July next year. 
The 700 MWe power plant will consume 250 grams in fuel equivalent per 1 kilowatt/h. /APA
Economics/ 

http://economics.apa.az/en/news.php?id=28293 
2008 draft budget and macroeconomic predictions submitted to Azeri government 
[ 19 September 2007 19:00 ] 

Azerbaijan Finance and Economic Development Ministries have submitted the 2008 budget 
blueprint ad macroeconomic prediction to the government. 

The Cabinet of Ministers said the two ministries have drafted the draft budget and macroeconomic 
predictions for 2008 and three years ahead. 
'The documents will be forwarded to the President's Office by this year-end and to Milli Majlis in 
October". 
Ziyad Samadzade, chairman of the parliament commission for economic policy, said the consolidated 
budget for 2008 will be around AZN 1 O billion. /APA-Economics/ 

http://economics.apa.az/en/news.php?id=28207 
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Consumer price index rises 9.8% in Azerbaijan 
[ 17 September 2007 18:14 ] 

The Consumer Price Index stood at 115.9 in Azerbaijan, the State Statistical Committee said. 

The consumer prices increased 15.9%, year-over-year, during January-August. 
The top body added that inflation rate reached 9.8% in comparison to December, 2006. The consumer 
prices rose 6.9%, year-over-year, during January-August, 2006. /APA-Economics/ 

http://economics.apa.az/en/news.php?id=27880 
Azerbaijan's Economic Development Minister: GDP growth rate is predicted at 30% for 2008 
[ 07 September 2007 16:21 ] 

The prediction for Gross Domestic Product of Azerbaijan is around 30% for 2008, said Heydar 
Babayev, the Minister of Economic Development. 
"We predict the GDP growth will stand at 30% next year. 

We have also prepared long-term forecast for the period up to 2011." He noted. 
The GDP growth is expected to reach 36% in 2007, compared to 34.5% in 2006. /APA-Economics/ 

http://economics.aoa.az/en/news. ph p?id=27855\ 
IMF predicts inflation will not step up in Azerbaijan next year 
[ 06 September 2007 19:15 ] 

The International Monetary Fund predicts that the inflation rate will not step up in Azerbaijan 
next year compared with 2007, Vitali Kramarenko, IMF officer for the Middle East and Central 
Asia, told a press conference, APA-Economics reports. 

"The inflation rate went to 15% over the past 12 months. We think the government doesn't need to 
increase the current expenditures in 2008 and the inflation rate will not step up in the country," he 
added. 
Vitali Kramarenko also noted that he doesn't expect extensive wage rise in Azerbaijan next year and 
that's why lhe inflation will not move further up. 
The mission led to Azerbaijan by the IMF officer for Near East and Middle Asia Vitali Kramarenko has 
had meetings at the President's Office, Economic Development, Finance, Taxes Ministries, Social 
Protection Fund, SOCAR, SOFAZ and State Customs Committee and National Bank. 
The main objective of the visit was to discuss 2H macroeconomic indicators, prospects and 2008 
budget. /APA-Economics/ 

http://economics.apa.az/en/news.php?id=27544 
Azerbaijan's Economic Development Ministry expects inflation rate at 10% for 2008 
[ 30 August 2007 16:30 ] 

Azerbaijan's Ministry of Economic Development predicts the inflation rate will be in single 
figures or 2008. 

The minister Heydar Babayev told APA-Economics that despite predictability of inflation rate in 
advance, the uptrend in prices of strategic commodities such as grain ultimately accelerates the tempo 
of hike in consumer prices. 
Mr. Babayev added that the government is to keep inflation at the single-digit level. 
"Even if the inflation is a little higher than 10%, there's nothing wrong. The main target is to rain fast 
inflation," he added. 
According to the State Statistical Committee, the inflation rate reached 8.3% in 2006, compared to 
9.6% in 2005. /APA- Economics/ 

http://economics.apa.az/en/news. ph p?id=26963 
BEST AVAILA£1LE COPY 
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2007 inflation rate will reach 20% in Azerbaijan, says Economic Research Center 

[ 16 August 2007 13:42 ] 

The inflation rate in Azerbaijan for the past seven months reached 17 percent and the current 
tendency is heading for 20% for the full year of 2007, Gu bad lbadoghlu, chair of board of the 
Economic Research Center told a press conference with presence of USAID economist Paul 
Davis and representatives from a number of governmental and non-governmental 
organizations. 

The ERC Chairman Gubad lbadoghlu said the results are based on the USAID's Alternative Inflation 
Methodology Development in Azerbaijan Program aimed at assessing the current inflation calculation 
methodology, determining the most appropriate methods of core inflation calculation for Azerbaijan and 
developing alternative inflation calculation methods. 
He added that they have sent recommendations, monthly, quarterly and semiannual statistics to the 
government agencies to contribute to the government measures to curb inflation. 
USAID economist Paul Davis noted that alternative inflation methodology is very important and brings 
the inflation policy into the focus of attention. He added that use of foreign experience and regular 
monitoring will provide levers to rein inflation tendency. 
Started since last November, USAID-funded Alternative Inflation Methodology Development Project 
includes four main components: 1) To prepare and develop an alternative method for calculating the 
inflation rate in Azerbaijan; 2) To estimate the current inflation rate based surveys throughout the 
country; 3) To support the government's current anti-inflation policy; and 4) To assess the affects of oil 
revenues on the real inflation rate. /APA-Economics/ 

http://economics.apa.az/en/news.php?id=28262 
USACC releases its 2007 Investment Guide to Azerbaijan 
[ 19 September 2007 12:35 ] 

The United States-Azerbaijan Chamber of Commerce (USACC) has released the USACC 
Investment Guide to Azerbaijan 2007, its annual must-read publication for investors and 
business leaders. 

The Investment Guide covers a wide spectrum of topics, including: economic performance of the 
country in 2006-2007; the status of economic reforms; an overview of the existing legal environment, 
tax laws and customs regulations; updates on energy sector and regional projects; U.S.-Azerbaijan 
relations; and business opportunities in the non-oil sector of Azerbaijan. 
The Investment Guide also presents a historical and geopolitical synopsis of Azerbaijan, examines the 
political environment in the country, and provides the latest economic and demographic facts and 
figures for the country. 
Regarded as the most useful handbook for any company interested in doing business in Azerbaijan, the 
publication has enjoyed considerable success in the last several years. This year, the USACC 
published 3,500 copies of the Investment Guide, which it distributes to top executives in the United 
States and Azerbaijan, as well as to key officials in foreign embassies, international organizations, 
banks, hotels, businesses and government offices in both countries and in Europe. /APA-Economics/ 

http://economics.apa.az/en/news.php?id=28142 
World Bank may extend $300 million to Azerbaijan for Environmental Clean-up Project 
[ 14 September 2007 17:08 ] 

Peter Thomson, Director of the Sustainable Development Department of the Europe and Central 
Asia Region of the World Bank, has wrapped up the official mission visit to Azerbaijan. 

Before leaving Baku he told a press conference that the World nnnk mission has submitted a package 
of proposals on the Environmental Clean-up Project to the President llham Aliyev and Deputy Prime 
Minister Abid Sharifov. 
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He noted that the World Bank is ready lo allocate $250 million to $300 million for this project. The funds 
will be spent on clean-up of household and radioactive wastes and recovery of oil-contaminated lands. 
By the initial calculations, recovery of polluted lands will spend about $75 million while other projects 
will spend more. /APA-Economics/ 

http://economics.apa.az/en/news.php?id=27997 
In 2008 Azerbaijan to submit three projects to the World Bank for approval 
[ 11 September 2007 19:02 ] 

In 2008 the World Bank is likely to approve funding a number of new projects in Azerbaijan. The 
government is about to complete development of these projects. 

The World Bank Office in Baku told APA-Economics that the WB mission and the government of 
Azerbaijan are discussing components of some projects at present. 
"They include Absheron Environmental Clean-Up Project, the Railway Transport and Trade Facilitation 
Project and Accounting Improvement Project. It is likely that the government will finalize these projects 
in late 2007 or early 2008 and submit to the World Bank for approval". 
The delegntion led by Peter Thomson, Director of the Sustainable Development Department of the 
Europe and. Central Asia Region of the World Bank, is in Azerbaijan. A number of projects related to 
energy, information, social sphere, agriculture development and other economic sectors are being 
discussed. 
In accordance with the Country Partnership Strategy FY07-10 between Azerbaijan and the World Bank, 
the bank will support 18 projects in various sectors. The World Bank has to date allocated $1.1 billion to 
Azerbaijan. /APA-Economics/ 

http://economics.apa.az/en/news.php?id=27965 
World Bank to finance 16 new projects in Azerbaijan within three years 
[ 11 September 2007 14:24 ] 

The delegation led by Peter Thomson, Director of the Sustainable Development Department of 
the Europe and. Central Asia Region of the World Bank, has today had a meeting at the 
Economic Development Ministry of Azerbaijan. 

The ministry told APA-Economics that the meeting discussed current level of cooperation between 
Azerbaijan and the World Bank, WB projects in Azerbaijan and prospects of development. 
Azerbajjani Economic Development Minister Heydar Babayev said his country attaches great 
importance to the development of relations with international financial institutions particularly the World 
Bank. He added that 16 World Bank-supported projects worth $450 million has been implemented in 
the country and 18 projects worth $537 million are under implementation. 
He noted U1at in accordance with the Country Partnership Strategy FY07-10 between Azerbaijan and 
the World Bank, the bank will also support 16 projects in various sectors in three years. 
Peter Thomson expressed assurance that the relations will further develop. He added that the World 
Bank Infrastructure and Environment Sectors were merged into Sustainable Development Sector which 
will finance 80% of the projects in Azerbaijan within three years. 
He noted that Highway II Project has been approved, and Agriculture Development and Credit Project 
(ADCP) and Absheron Environmental Clean-Up Project have been agreed on. 
Mr. Babayev briefed the delegation about Baku-Tbilisi-Kars project and other regional projects, 
expressing hope that the World Bank will give support. 
The meeting was also attended by World Bank Country Manager for Azerbaijan, Gregory Jedrzejczak, 
and Lead Economist for South Caucasus, Christian Petersen. /APA-Economics/ 

http://economics.apa.az/en/news.php?id=27961 
Baku to host international conference on Foreign Direct Investment in the Black Sea and 
Caspian Region 
[ 11September200713:31 ] 

BEST AVAILABLE COPY 
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Union of Black Sea and Caspian Confederation of Enterprises (UBCCE) will organize its First 
Business Forum and International conference on Foreign Direct Investment in the Black Sea 
and Caspian Region on 2 October in Baku, Azerbaijan. 

Azerbaijan-Turkey Businessmen Association (ATIB) told APA-Economics that the event is expected to 
bring together not only the business community of the Region but also the high level officials from 
different countries and representatives of international organizations interested in this emerging part of 
the globe and it is open to participation of all. 
Arzuhan Dogan Yalcindag (UBCCE and TUSIAD President) will inaugurate the event. 
Within the scope of the forum, TUSIAD energy group members will also have presence in the event. 
They include Sabanchi Holding, Koch Statoil, Shell EP, Bosphorus Gaz, Ener Turkiye, Anadolu Group, 
Turcas Petrol A.S, Borusan Gue Sistemleri and others. 
UBCCE will also hold the Management Committee II Meeting on October 3. 
Union of Black Sea and Caspian Confederation of Enterprises (UBCCE), a non-governmental 
organization founded on 27 November 2006 in Istanbul and bringing together presently 16 central, 
private, voluntary, nationally representative, horizontal business organizations from 12 countries of the 
Black Sea and Caspian Region with the aim of contributing to the economic and social development of 
the Region. 
The members are Albany, Azerbaijan, Bosnia-Herzegovina, Bulgaria, Georgia, Iran, Greece, 
Kazakhstan, Macedonia, Romania, Serbia and Turkey. /APA-Economics 

http://economics.apa.az/en/news.php?id=27878 
Azerbaijan State Investment Program for 2008 to be introduced to the government soon 
[ 07 September 200716:12 ] 

Azerbaijan Economic Development Ministry will submit the Draft Program for State Investment 
in 2008 to the Government in the nearest future, said the country's minister Heydar Babayev. 

"We plan to submit the draft to the Cabinet of Ministers soon. Our target is to address all the financing
related matters in the program," he added. 
He added that the amount of investments will grow in Azerbaijan in 2008 while it is impossible to keep 
up the capital investment at annual twice or triple growth as before. 
"According to the predictions for 2008, the amount of the investments and state budget will increase," 
he added. 
In 2006 investments grew 14.8%, year-over-year, to AZN 5.96 billion, of which AZN 3.23 was foreign 
investment. /APA-Economics/ 
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Public Investment Policy Project 
Weekly Activities and Accomplishments for QJ/2007 

July 2-6, 2007 

Assistance to the Ministry of Economic Development (MOED) 
Technical Assistance to the newly established Public Investment (Pl) Department 

This year in Azerbaijan the size of the Pl Program has increased in line with the 
recent high economic growth rates. In the state budget supplement approved in 
June, the 2007 Pl Program is planned to be 1.92 billion AZN (217% increase over 
2006). Pl Department in the MOED, which was constituted and staffed, last February, 
is responsible for public investment policy, and formation and management of Pl 
Program. Over the years, MOED has had very low impact on the quality of public 
investments essentially due to the inadequate numbers of staff and the lack of 
specialized skills of the staff in fulfilling public investment function, In February, the Pl 
Department was assigned staff of twelve people to handle the technical work of 
formulating Pl policies, programming hundreds of new projects from budgetary 
requests, monitoring and evaluating ongoing and completed projects as well as to 
administer the Pl Department office. As part of the growing process, the new Pl 
Department has realized the difficulty of managing Pl functions of the MOED in the 
new public investment environment. As a result, the PIP-Project was urgently tasked 
to help with recommendations for new staffing of the Pl Department. The PIP-Project 
wrote a Technical Note "MOED Public Investment Department: proposed staff plan." 
The Note recommends increasing the number of the Pl Department staff to a 
minimum of 29 actually-occupied positions by 2008 budget year. The PIP-Project 
believes that this request for staff increase is only to answer the immediate needs of 
the MOED. Making high impact on the quality of a public investment portfolio of 2 or 
3 billion AZN per year (10% of GDP) would require, in the longer term, many more 
skilled staff. The PIP-Project also recommends attracting special skills experts, 
outsourcing of tasks to private sector in project preparation and appraisal, and MOED 
considering higher compensation of staff. These efforts will result in more effective 
management of Public Investment Program for public investment policies of 
Azerbaijan .. 

July 9-13, 2007 

Assistance to the Ministry of Economic Development (MOED) 

MOED needs to develop capacity in par with its new Charter approved by the 
President in December 2006. In particular, Article 2.1.16 of the Charter directs MOED 
to take active role in the analyses and policies related to the currency, credit, and 
securities markets. MOED is also one of the primary governmental agencies 
responsible for the long term development of the country, its economic stability and 
security as well as the overall integrity and consistency of the nation's economic 
policies. MOED participates in policy decisions in domestic and foreign investments, 
foreign trade, fiscal, and monetary and finance areas. 

PIP-Project, at the request of MOED, has prepared an analytic paper on 
Ool/arization: Economic Impact and Policy Options for Azerbaijan. The study 
presents an analysis of currency substitution in Azerbaijan during the last several 
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years, as a result of which foreign currencies (predominantly the US dollar) have 
been widely used as means of payment, unit of account, and store of value. 

The paper demonstrates that Azerbaijan appears to be a highly dollarized economy. 
Yet, for the last two years, the use of the domestic currency has been rapidly 
increasing, especially as a means of payments (in current transactions) and, to a 
lesser degree, as the store of value (bank term deposits). This reverse currency 
substitution, away from the dollar, is expected to continue during the next several 
years. In this context several policy options are considered aimed at improving 
stability and efficiency of currency markets and their effect on the economy. 

July 16-27, 2007 

Assistance to the Ministry of Economic Development (MOED) 
Technical assistance to the Public Investment (Pl) Department 

The PIP-Project is assisting the Pl Department, which was established in January 
2007, to develop its institutional and technical capacity. Pl Department is responsible 
for developing Pi Policy and Program, overseeing the preparation of Pl projects, and 
also their appraisal, monitoring and evaluation. Therefore, an urgent need for 
establishing information system of Pl projects was brought up by the Department. 

PIP-Project, at the request of MOED, created Investment Projects Database. The 
computerized system was developed on the basis of information from Pl Program 
Call Circular forms. Call Circular forms track public investment information in the 
country, both at national and regional levels. The core of the Database is an 
investment project. The Database contains Project Profile, Project Appraisal, Project 
Monitoring, Pl Policy and Program, Query and Reports Sections. The structure of the 
Database is designed to prepare layouts of the analytical reports which could be 
used later for preparation of the draft Pl Program. The Investment Projects Database 
is based on Microsoft Access application. The PIP-Project provided on-the-job 
training for database use to Pl Department staff. 

Investment Projects Database is installed in the server of the ministry. This enables 
the Pl Department staff to record, edit, and store information at one central location 
where up to date information can be accessed by the staff. With the help of PIP
Project, information for 1400 projects from 60 agency responses to Pl Program Call 
Circular was entered into the Database. These efforts will result in more effective 
management of Public Investment Program. 

July 30-August 3, 2007 

Assistance to the Ministry of Economic Development (MOED) 
Technical assistance to the Economic Planning and Forecast Department 

The PIP-Project is assisting the Economic Planning and Forecast (EPF) Department 
to develop its institutional and technical capacity. EPF Department is responsible for 
economic planning and the medium-term macroeconomic framework (MTMF). 
MTMF paves the ground for sound public investment, and effective capital budgeting. 
Good quality macroeconomic forecasts come from good quality and consistent 
macroeconomic data. 

PIP-Project, at the request of MOED, developed macroeconomic database. The 
database is a part of the overall work undertaken by the PIP-Project for developing 
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new financial consistency model. The macroeconomic database comprises fifty one 
(51) Excel sheets grouped under four sections which correspond to the model 
structure of the economy: (i) the real sector (ii) fiscal sector (iii) monetary sector, and 
(vi) the external sector. The database is structured in a pyramid format consisting of 
three levels. The indicators of the first level constitute the most aggregated part of the 
database. The second level includes main sector-specific indicators and the third 
level includes comprehensive and detailed list of indicators. The estimation of the first 
level indicators comes from the second-level indicators, and the second-level 
indicators from the third-level indicators. The PIP-Project and MOED started the 
process of entering data into the database for the period of 2002-2006. 

Development of the database will lead to building a sound and consistent economic 
forecasting. The whole exercise of data collecting, consistency model building and 
macroeconomic forecasting is increasing the analytical capacity and stature of 
MOED as an economic policy maker in Azerbaijan. Joint work with MOED on this 
task has helped MOED to better understand its data and capacity building needs for 
forecasting and modeling work. 

August 6-10, 2007 

Assistance to the Ministry of Economic Development (MOED) 
Technical assistance to the Economic Planning and Forecast Department 

By 1 August of each year, MOED submits medium-term socio-economic 
development forecasts to MOF as part of the medium-term budgeting process. In 
June 2007, MOED requested the PIP-Project to assist in the revision and adjustment 
of medium-term economic forecasts as part of the overall work undertaken by the 
Project for developing new financial consistency model. 

The Pl P-Project's past experience have shown that there are major problems with 
MOED's medium-term economic forecasts. To look into this problem, the PIP
Project has decided to use Flow of Funds methodology to examine flow of funds in 
the monetary system and measure the intersectoral and sectoral consistency of 
forecasted variables. The PIP project has developed FoFs tables for the years 2005 -
2011 using existing forecasts from MOED and MOF on the real sector, fiscal sector 
and balance of payment. However, medium-term forecasts for the monetary sector 
were missing The PIP-Project, at the MOED's request, also developed forecasts for 
the monetary sector for the years 2007-2011. Thus, MOED has, at present, 
forecasts for all four major economic sectors. FoFs were submitted and presented to 
MOED. 

FoFs have demonstrated serious sectoral and inter-sectoral inconsistencies in the 
forecasts of MOED, thus demonstrating the poor quality of the medium-term 
macroeconomic framework. The PIP-Project in close collaboration with MOED will 
revise and improve 2008-2011 medium-term socio-economic development forecasts 
and methodologies. 

August 27-September 14, 2007 

Assistance to the Ministry of Agriculture (MOA) 
Technical assistance for Sector Strategic Development Piaf} 

Agriculture sector is one of the strategic areas in the non-oil economy of Azerbaijan 
Republic. To ensure development of the sector, agriculture ministry has started 
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implementing reforms in the sector since 1995. As a result of these reforms, 
production of agrarian products increased several times. However, there is, at 
present, a need for another generation of reforms, as agriculture sector experiences 
decline in growth rate and some challenges. In the light of the above, the ministry of 
agriculture has developed "Strategy for development of agro-industrial complex in the 
Azerbaijan Republic for 2007-15". 

The Ministry of Agriculture has requested the PIP-Project technical assistance for 
improving and finalizing its strategic documents, and strengthening the capacity of 
the ministry. The PIP-Project reviewed and commented the national agricultural 
strategy in the light of best international practices. It includes four key elements: 1) 
"snapshot" -current status and performance of the agriculture sector; 2) vision and 
objectives of the sector; 3) assessment of potential, constraints and strategic pillars; 
and 4) action/operational plan. The PIP-Project also recommends expanding and 
strengthening the role of private sector, developing appropriate public-private sector 
partnership arrangements and sustainable incentives in agriculture sector. The PIP
Project suggests establishing high level cross-sectoral coordination arrangements 
and mechanisms as many tasks as specified by the strategy remain outside of the 
current mandate of the MOA. .The PIP-Project and USAID Programme Officer had 
separate discussions on the project's recommendations and suggestions with Ms. 
Sevinj Hassanova, MOED Vice-Minister, and Mr. Bahram Aliyev, Agriculture Vice
Minister. 

All these efforts will result in development of well thought long-term strategies for 
agriculture sector. The document will be the basis for further development of 5-year 
operational plans and mid-term expenditure frameworks. Investment projects subject 
to submission to the Public Investment Program will be determined within the 
developed expenditure framework. 

September 17-21, 2007 

Assistance to the Ministry of Agriculture (MOA) 
Technical assistance for strengthening the capacity of the Ministry 

The Ministry of Agriculture is currently working on developing several important policy 
documents, in particular: (1) Official sectoral long-term development strategy, (2) 
Five year operational plan; (3) Mid-term sectoral fiscal expenditure framework; and 
(4) Medium-term sectoral public investment program. The Ministry has requested 
Pl P-Project to provide support for the above tasks. 

To strengthen the overall capacity of the Ministry, PIP-Project provided for the staff of 
the Ministry: (1) Two-week on the job training and (2) Two half-day formal workshops 
on Integrated Project Analysis. PIP-Project worked in close collaboration with nine 
departments of the Ministry on the "Strategy for development of agro-industrial 
complex in the Azerbaijan Republic, 2007-15". This effort resulted in decision of the 
MOA to further improve the document which will serve as a base for the operational 
plan and expenditure framework. The formal workshop allowed familiarizing the staff 
from the nine departments engaged in investment and strategy issues with key 
concepts of Integrated Project Analysis and its applications in Azerbaijan's 
agriculture sector. To make the workshop interactive and practical, the PIP-Project 
based it on the World Bank's "Agriculture Sector Development and Crediting Project 
II" report. Among other things, workshop participants prepared and presented 
concept papers of sample investment projects to be revised in accordance with the 
WB outcome framework. Thirty one trainees attended the workshop: 28 trainees from 
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the MOA, one trainee from the Ministry of Economic Development, and two trainees 
from the Economic Reform Scientific Research Institute. 

This training will lead to better understanding of key concepts of the Integrated 
Project Analysis and will help to apply them in the day to day work of the Ministry. 
Also these classes will help establish closer relations between the MOA and from the 
Ministry of Economic Development and improve their collaboration. 

September 24- October 5, 2007 

Assistance to the Ministry of Economic Development (MOED) 
Improving MOED project monitoring capacities 

The number of public investment projects as well as the volume of public 
expenditures through the State Public Investment Program increases from year to 
year, on-line the economic growth rates. In June 2007 the state budget contained the 
provision for AZN 1.92 billion for the Public Investment Program. Along with the task 
of project preparation using cost-benefit analysis it is imperative also to introduce a 
mechanism for project monitoring during all stages of project implementation. 

The PIP-Project, following the MOED request, extensively cooperated with the 
MOED Public Investment Division for Project Monitoring. The PIP-Project, jointly 
with the MOED staff, developed the new Project Monitoring Instructions and forms 
that the project executor agencies are required to submit to MOED on quarterly and 
annual basis for analysis. In the light of the newly developed instructions, the Pl 
Department selected fifty two (52) projects to conduct monitoring the projects' 
implementation. Using the data and reports the Pl Department will review technical 
progress in project implementation and expenditures. The project monitoring efforts 
will bring a discipline and accountability in project implementation and will contribute 
to the effective management of the Public Investment Program. 
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