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PRIORITIZATION OF INVESTMENT PROGRAMS AND PROJECTS 

EXERCISE: SENSITIVITY ANALYSIS 

MID-TERM TEST 

DAY 7: NOVEMBER 27/ DECEMBER 14 

ECONOMIC ANALYSIS OF PROJECTS: IDENTIFICATION, QUANTIFICATION AND VALUATION OF 
COSTS AND BENEFITS 

EXERCISE: SHADOW WAGE RATE AND SHADOW WAGE RATE FACTOR FOR UNSKILLED LABOR 
IN A GOVERNMENT RURAL PROJECT 

DAY 8: NOVEMBER 28/ DECEMBER 15 

ECONOMIC ANALYSIS OF PROJECTS: IDENTIFICATION, QUANTIFICATION AND VALUATION OF 
COSTS AND BENEFITS 

DAY 9: NOVEMBER 29/ DECEMBER 18 

IMPROVED PUBLIC INVESTMENT POLICY, INTEGRATED PROJECT ANALYSIS IN THE PROJECT 
CYCLE: FROM KEY CONCEPTS TO PRACTICE - "PROJECT ANALYSIS: KEY CONCEPTS AND 
TOOLS" 

EXERCISE: DISTRIBUTION OF PROJECTS EFFECTS 

EXERCISE: IMPACT ON POVERTY REDUCTION 

DAY 10: NOVEMBER 30/ DECEMBER 19 

FINAL TEST 
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• ---------------- - - - -REPUBLIC OF AZERBAIJAN 
MINISTRY OF ECONOMIC DEVELOPMENT 

PUBLIC INVESTMENT POLICY PROJECT (PIPP) 
TRAINING WORKSHOP FOR TECHNICAL STAFF (ROUND Ill) 

November 16 - 30, 2006 
-- -

THE COURSE PROGRAM 

Date Time Course Topic Practice/Class Discussion Topic Practice Leader 

9:00-10:30 
Formulation of the PIP as a Projects 
Planning Framework 

16-Nov 11 :00-12:30 Sector Strategic Development Planning 

13:30-15:00 Integrated project Analysis 
Discussion of Course Topic wrt the sample 
projects 

9:00-10:30 Preparation and Approval of the PIP 

11 :00-12:30 Joint/PIP Call Circular 
Filling in the Joint/PIP Call Circular for the 

Hadji Husseynov 
20-Nov sample projects 

13:30-15:00 Preparation & Approval of the PIP (cont.) 
Negotiation of Joint/PIP CC between LMs and 

Nigar lsmaylova 
MOED/MOF 

9:00-10:30 Processing Projects into the PIP 
Project I de ntifi cation and Project Concept 

Ramil Maharramov 
Paper w.r.t. the sample projects 

21-Nov 11 :00-12:30 Processing Projects into the PIP (cont.) 
Preparation and Processing of Pre-Feasibility Hadji Husseynov & 
Report w.r.t. the sample projects Nigar lsmaylova 

13:30-15:00 
Preparation and Approval of Project Application of a good PAD test to the sample 

Ramil Maharramov 
Aooraisal Document projects 

9:00-10:30 
Prioritization of Projects: Macro- & Micro-
Policy-Based Prioiritization 

22-Nov 11:00-12:30 Policy-Based Prioirtization (cont.) Ranking and Weighting Systems Bakhish Ahmadov 

13:30-15:00 
Quantitative Prioritization: Financial Analysis 
of Projects 

9:00-10:30 
Financial Analysis of Projects (cont.): Some 

Discussion w.r.t. the sample projects Nigar lsmaylova 
Analytic Concepts 

23-Nov 
11 :00-12:30 

Financial Analysis of Projects (cont.): FIRR Calculation of FIRR and NPV for the 
Nigar lsmaylova 

and NPV Azerenergy Project 
13:30-15:00 Financial Analysis {cont.): Discounting Discounting and IRR/NPV Elvin Efendi 



·--------------------Date Time Course Topic Practice/Class Discussion Topic Practice Leader 

9:00-10:30 
Financial Analysis (cont.): Sensitivity and 

Sensitivity and Risk Analysis Bakhish Ahmadov 
Risk Analysis 

24-Nov 
11:00-12:30 

Financial Analysis of Non-Commercial 
Discussion on the sample projects Hadji Husseynov 

Projects 
13:30-15:00 Mid-Term Test Sabira Shihaliyeva 

9:00-10:30 
Economic Analysis of Projects: Valuation of 
Economic Costs and Benefits 

27-Nov 11:00-12:30 
Shadow Prices of Traded and Non-Traded 
Goods and Services (conversion factors) 

13:30-15:00 
Shadow Price of Land; Shadow Wage Rate Shadow Wage Rate Elvin Efendi 

9:00-10:30 
Accounting Rate of Interest: Economic 
Discount Rate 

28-Nov 11 :00-12:30 
Shadow Exchange Rate Discussion on its Policy Implications (gowth of Bakhish Ahmadov 

the non-oil sectors) & Elvin Efendi 

13:30-15:00 
Economic Viability: A Suggested Approach 

9:00-10:30 Social Analysis of Projects Distribution of Benefits and Poverty Impact Elvin Efendi 

11:00-12:30 
Sustainability of Projects: Fiscal and Environmental Analysis Yashar Mammadov 

29-Nov Environment Analysis 

13:30-15:00 
Institutional Analysis of Projects Yashar Mammadov 

30-Nov 
9:00-10:30 Final Test Sa_bira Shihaliyeva 

11 :00-12:30 Graduation Ceremony & Tea Party Sabira Shihaliyeva 

November 16 - 10:30-11 :00 Coffee Break Sabira Shihaliyeva 
30,2006 r12:30-13:30 Lunch Break & Nizami Javadov 



·--------------------REPUBLIC OF AZERBAIJAN 
MINISTRY OF ECONOMIC DEVELOPMENT 

PUBLIC INVESTMENT POLICY PROJECT (PIPP) 
TRAINING WORKSHOP FOR TECHNICAL STAFF (ROUND IV) 

December 6 -19, 2006 
-

THE COURSE PROGRAM 

Date Time Course Topic Practice/Class Discussion Topic Practice Leader 

9:00-10:30 
Formulation of the PIP as a Projects 

December 6th 
Planning Framework 

Wednesday 
11:00-12:30 Sector Strategic Development Planning 

r----

Discussion of Course Topic wrt the sample 
13:30-15:00 Integrated project Analysis 

projects 

-- -

9:00-10:30 Preparation and Approval of the PIP 

December 7th 11:00-12:30 Joint/PIP Call Circular 
Filling in the Joint/PIP Call Circular for the 

Hadji Husseynov 
sample projects 

Thursday 
Negotiation of Joint/PIP CC between LMs and 

13:30-15:00 Preparation & Approval of the PIP (cont.) 
MOED/MOF 

Nigar lsmaylova 

9:00-10:30 Processing Projects into the PIP 
Project Identification and Project Concept 

Ramil Maharramov 
Paper w.r.t. the sample projects 

December 8th 
11 :00-12:30 Processing Projects into the PIP (cont.) 

Preparation and Processing of Pre-Feasibility Hadji Husseynov & 
Friday Report w.r.t. the sample projects Nigar lsmaylova 

13:30-15:00 
Preparation and Approval of Project Application of a good PAD test to the sample 

Ramil Maharramov 
Appraisal Document projects 

9:00-10:30 
Prioritization of Projects: Macro- & Micro-

December 11th 
Policy-Based Prioiritization 

11 :00-12:30 Policy-Based Prioirtization (cont.} Ranking and Weighting Systems Bakhish Ahmadov 
Monday 

Quantitative Prioritization: Financial Analysis 
13:30-15:00 

of Projects 

--

9:00-10:30 
Financial Analysis of Projects (cont.): Some 

Discussion w.r.t. the sample projects Nigar lsmaylova 
Analytic Concepts 

December 12th 
Financial Analysis of Projects (cont.): FIRR Calculation of FIRR and NPV for the 

Tuesday 11 :00-12:30 
and NPV Azerenergy Project 

Nigar lsmaylova 

13:30-15:00 Financial Analysis (cont.): Discounting Discounting and IRR/NPV Elvin Efendi 



·--------------------Date Time Course Topic Practice/Class Discussion Topic Practice Leader 

9:00-10:30 
Financial Analysis (cont.): Sensitivity and 

Sensitivity and Risk Analysis Bakhish Ahmadov 
Risk Analysis 

December 13th 
Financial Analysis of Non-Commercial 

Wednesday 11:00-12:30 
Projects 

Discussion on the sample projects Hadji Husseynov 

13:30-15:00 Mid-Term Test Sabira Shihaliyeva 

9:00-10:30 
Economic Analysis of Projects: Valuation of 
Economic Costs and Benefits 

December 14th 
11 :00-12:30 

Shadow Prices of Traded and Non-Traded 
Thursday Goods and Services (conversion factors) 

13:30-15:00 
Shadow Price of Land; Shadow Wage Rate Shadow Wage Rate Elvin Efendi 

9:00-10:30 
Accounting Rate of Interest: Economic 
Discount Rate 

December 15th 
11 :00-12:30 

Shadow Exchange Rate Discussion on its Policy Implications (gowth of Bakhish Ahmadov 
Friday the non-oil sectors) & Elvin Efendi 

13:30-15:00 
Economic Viability: A Suggested Approach 

9:00-10:30 Social Analysis of Projects Distribution of Benefits and Poverty Impact Elvin Efendi 

December 18th 11 :00-12:30 
Sustainability of Projects: Fiscal and Environmental Analysis Yashar Mammadov 

Monday 
~rivironment Analysis 

13:30-15:00 
Institutional Analysis of Projects Yashar Mammadov 

December 19th 9:00-10:30 Final Test Sabira Shihaliyeva 
Tuesday 11 :00-12:30 Graduation Ceremony & Tea Party Sabira Shihaliyeva 

December 6 - 10:30-11 :DO Coffee Break Sabira Shihaliyeva 

19,2006 12:30-13:30 Lunch Break & Nizami Javadov 



·-------------------Dovlat investisiya Siyasati Layihasi 

No.I Adi 

1 I Natiq Slivev 

2 INamia Mammadov 

3 I Rasul Pa~avev 

4 I Rafail Mammadov 

5 !Telman Mustafavev 

Ruqiyyat 
6 I Mammadova 

7 f Aytan Nazarova 

8 IVOsal Sh madov 

9 IVOaar 91akbarov 

Texniki i§c;ilar iic;iin Talim (Blok Ill) 
16-30 noyabr 2006-ci ii, iiM 

h1tirakc;1larm Siyah1s1 

Vazifa/$oba 
Strateji Tahlil, Planla~dirma va 
Kadrlarm ldara Olunmas1 
$Obasinin Apanc1 Maslahat9isi 
Strateji Tahlil, Planla~d1rma va 
Kadrlarm ldara Olunmas1 
$obasinin Apanc1 Maslahat9isi 

Elm, Layiha, Tikinti va Xarici 
Slaqalar $0basinin Mudir MOavini 

Tikilmakda olan Meliorasiya va 
lrriqasiya Obyektlarinin Birla~mi~ 
MOdiriyyatinin $Oba MOdiri 

Tikilmakda clan Meliorasiya va 
lrriqasiya Obyektlarinin Birla~mi~ 
MOdiriyyatinin Ba~ Motaxassisi 
BOyOk Maslahat9i, DOvlat 
Zamanati ila Alman Kreditlarin, 
Texniki Yard1m va Qrantlann 
Almams1 Ozra i~larin 
8laqalandiri1masi $Obasi 

Maslahatyi 1 Dovlat Zamanati ila 
Alman Kreditlarin, Texniki Yard1m 
va Qrantlann Ahnams1 Ozra l~larin 
8laqalandiri1 masi $0basi 
Ma~mqayirma va Mettalurqiya 
$Obasinin Boyok Maslahatc;isi 

lnvestisiya Siyasati va Sanaye 
MOassisalarinin Yenidan 
Qurulmas1 $0basinin Maslahat9i 

Nazirlikff a1kilat 

Tahsil Nazirliyi 

Tahsil Nazirliyi 

Meliorasiya va Su 
Tassarofat1 ASC 

Meliorasiya va Su 
TassarOfat1 ASC 

Meliorasiya va Su 
Tassarofat1 ASC 

Nazirlar Kabineti 

Nazirlar Kabineti 
Sanaye va 

Energetika Nazirliyi 

Sanaye va 
Energetika Nazirliyi 

Kontakt 
Nomralar 

(050) 
446 2173 
496 1655 

558 9266 
493 1363 

356 6695 
438 2304 

438 2304 

329 9952 
492 4102 

322 8606 
492 7710 

513 2668 

200 0190 



·--------------------
10 I Rasim Qulivev 

11 IAta~ Nurivev 

12 IMatlab Mehdivev 

13 I Nazim Abdullavev 

14 I Emin Xalilov 

16 I Elt;in Evvazov 

17 I Cami! Kalbalivev 

18 I Olvi Xalafov 

19 IValeh Xubanov 

21 ISofiya Hasanova 

22 IXanlar Xanlarov 

Ba9 Maslahatci 

Ba~ Maslahatci 

BOyOk Maslahatci 

Beynalxalq 81aqalar va 
Hesabla§ma Markazinin Maliyya 
va lnvestisiya $0basinin MOdiri 

11Teleradio11 lstehsalat Birliyinin 
Maliyya va lnvestisiya $0basinin 
lqtisad91s1 

11Bak1 Telefon Rabitasi11 lstehsalat 
Birliyinin Maliyya va amak 
$0basinin Rais MOavini 
qtisadiyyat $0besinin emak 
Haqq1 Sektorunun Maslahatcisi 

Turizm $Obasinin Daxili Turizmin 
lnki9af1 Sektorunun Maslahat<;isi 

Aparic1 MOtaxassis, RSliP 
Maliyya va Kredit $Obasinin 
Maliyya, Kredit va Tahlil 
Sektorunun MOdiri 
nvestisiyalar va Beynalxalq 
lqtisadi 81aqalar $0basinin MOB 
Olkalari ila emakda§llq 
Sektorunun Maslahatcisi 
nvestisiyalar va Beynalxalq 
lqtisadi 81aqalar $Obasinin 
lnvestisiya Siyasati Sektorunun 
Maslahat<;isi 
Vergi Siyasati va Galirlar 
$obasinin Vergi Siyasati 
Sektorunda Aparic1 Maslahatgi 

Kand Tassarofat1 
Nazirliyi 

Kand Tassarofat1 
Nazirliyi 

Kand TassarOfat1 
Nazirliyi 

Rabita va 
lnformasiya 

Texnologiyalan 
Nazirliyi 

Rabita va 
I nformasiya 

Texnologiyalan 

Rabita va 
I nformasiya 

Texnologiyalan 
Nazirlivi 

Madaniyyat va 
Turizm Nazirliyi 

Madaniyyat va 
Turizm Nazirliyi 
qtisadi lnki~af 

Nazirliyi 

Naqliyyat Nazirliyi 

lqtisadi lnki§af 
Nazirlivi 

lqtisadi I nki§af 
Nazirliyi 

Maliyya Nazirliyi 

331 2272 ''•'"'"··''"·''· '. ·····"'''• ... '"""'' ''·n.··'· . "·········· 

493 2892 
al.109 

312 8954 
598 4130 
790 0007 
498 0516 

al. 139 

493 6039 

373 5041 
498 8066 
493 9940 

564 6599 
598 1545 
598 6799 

594 0004 

218 1065 
431 4740 

367 5300 
493 8103 
al. 211 



• - - - - - -- - - - - - - - - - - - - - -Milli lqtisadiyyat1n Maliyyesi 
$0basinin Yanacaq-Energetika 324 7511 

Kompleksinin Maliyyasi 493 8103 

23 ISevinc 81izada lsektorunda Aparic1 Maslahatc;i Malivva Nazirlivi al.306 

Tabii Resurslarm va Ekologiya 

24 IAzad Musavev ISektorunun MOdiri, ISP$ 
Fiskal va Monetar Siyasati 
Sektorunun Ba§ Maslahat':(isi, lqtisadi lnki§af 1492 4110 

25 IZahira Mahmudova llSP$ Nazirliyi al. 237 

Sanaye Siyasati Sektorunun qtisadi nki§af 

Maslahatc;isi, ISP$ Nazirliyi 

Sosial Siyasat Sektorunun qtisadi nki§af 

27 IXuraman Naa1veva IMaslahat9isi, ISP$ Nazirliyi 1397 3035 

8traf MOhit Ozra Milli Monitoriq 

Mammadhuseyn IDepartamentinin Direktor Ekologiya va Tabii 1329 9672 

28 IMOslumov Moavinin Sarvatlar Nazirliyi 566 3391 

Maliyya va Muhasibat Uc;otu Ekologiya va Tabii 

29 INasib Orucov 1$obasinin Apanc1 Maslahatc;isi Sarvatlar Nazirliyi 439 1810 
356 8284 

30 ICahandar Qadirov IElmi Tadqiqatlar $Obasi llM 431 0993 

BOyOk Elmi l§c;i, Analitik Tahlil 370 6970 

31 IAqil asasdov $Obasi llM 431 5059 

Sahiyya Obyektlari $abakasinin (055) 

lnki§afmm Planla§dirma 708 1600 

32 I Solmaz I ma nova ISektorunun Ba§ Maslahatc;isi Sahiyya Nazirliyi 598 4270 

'Tikilmakda Olan MOassisalarin 506 6171 

33 IYa§ar 81iyev Modriyyatinin Haquq~unas1 Sahiyya Nazirliyi 493 1540 
684 8326 

34 lllkin Macidov IElmil§<;i I liM 422 3191 

Cami 



·-------------------Public lnvetsment Policy Project 
Workshop for Technical Group (Round IV) 

December 6-19, 2006 CER 

List of Participants 

No.I Name I Position/Dept. Ministry/Agency Contacts 

Senior Advisor, Investment Policy 359 5043 
1 I Rovshan Badalov !Sector, Finance and Credit Dept. MOT 431 6134 

Head Advisor, Rayon Budget 390 1737 
Formulation and Implementation 493 8103 

2 IZohrab Mammadov !Analysis, Budget Dept MOF ext. 341 
Leading Advisor, Sector of 
Cooperation with International 
Social-Political Organizations, 
Dept. of International Economic 334 4455 

3 I Ramil Rajabov Relations MOF 498 8567 
055-

4 I Jabrayil Ahmadov !Advisor, SPSEDR I MOED I 2000433 
519 7832 

Senior Advisor, Sector of 492 4110 
5 I Rukhsara Vezirova !Agricultural Industry Policy, DEPF MOED ext. 191 

363 9878 
Senior Advisor, Public Investment 492 4110 

6 I Faig Gasimli Sector, DEPF MOED ext. 165 
531 6554 

Advisor, Fiscal and Monetary 4924110 
7 I Mehdi Hasanov I Policy Sector, DEPF MOED ext. 196 

380 0070 
Advisor, Regional Development 492 4110 

8 I Parvana Aliyeva Program MOED ext. 111 

9 I Mag sud Babayev Head of Caspian Problems Sector MOENR 438 7134 
Dty Director of National 632 9059 

10 ISahib Khalilov I Hydrometeorological Dept. MOENR 567 8806 

Senior Specialist, Inspector, Dept. 055-
of Monitoring for Implementation of 7017993 

11 I Nigar Mam mad ova I State and Intl. Programs MOIE 430 1669 



• - - - - - - - - - - - - - - - - - - - -
12 ITarana Gilinikhanova I Leading Advisor, Economic Dept. I MOIE I 

Advisor, Dept. of Information 
Systems of Education I I 670 3632 

13 IJevhun Mammadov I Management MOE 496 3471 
Leading Advisor, Dept. of Strategic 
Analysis, Planning and HR 451 3051 

14 INamia Mammadov I Management MOE 496 3193 
050-

4679408 
15 Peri Amirova Economist, Economic Dept. MOH I 493 1540 
16 Zakir Ahmadov Economist, Economic Def:!l. MOH 

Senior Advisor, Dept. of Science, 
Project, Construction and 

17 ITahir lsma~lov I 1 nternational Relations I CIWE I 493 8011 
Senior Advisor, Dept. of Science, 
Project, Construction and 669 5747 

18 Vusal Samadov International Relations CIWE 493 1363 
Senior Advisor, Dept. of 055-
Preparation of I nvesment 7702213 

19 ISuleyman Jalilov I Programs and Projects MOA 498 1208 
Advisor, State Credit Agency for 

20 IAnar Mirzoyev I Agriculture I MOA I 354 0093 
Deputy Head of Finance and 
Investment Dept., TELERADIO 218 7447 

21 I Namig Nabi ev Production Unit (Company) MOCIT 439 8795 
050-

4481559 
22 IGojayev Emil I Leading Scientific Associate, CER 497 4754 
23 I Guliyev Shovgi I Leading Scientific Associate, CER 386 7564 

Economist, Financial and Wage 321 2666 
24 IShalala Tagiyeva I Dept MOCIT 421 8599 

Total 
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((~) USAI D I Public Investment 
~.. }I FROM THE AMERICAN PeoPLe Pol icy Project 

THE PUBLICINVESTMENTPOLICY PROJECT 

TRAINING WORKSHOP FOR TECHNICAL STAFF 

SECTOR STRATEGIC 
DEVELOPMENT PLANNING 

As a Framework for Project Development 

A' .. j'•~ 
~~t~ USAI D I Pu~lic lnv':stment 
·~~ii~r:, FROM THE AMERICAN PEOPLE Pohcy ProJect 

Introductory Questions 

• What is the place and role of SSDP in the planning 
process of Azerbaijan? 

• Briefly describe (in bullet points) the current planning 
process in Azerbaijan. 

• Please identify the strengths, if any, and weaknesses of 
the current planning practices in Azerbaijan. 

• The two case projects noted at the beginning of this 
course should be used as references for discussing the 
above questions. 

2 
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SECTOR STRATEGIC DEVELOPMENT PLANNING 
As a Framework for Project Development 

Development Planning (existing procedures) 
Macroeconomic Planning: 

conomic objectives and strategies are not explicitly considered 
tency framework, for SPPRSD and SPSEDR; 

- Sector inputs are just insened in SPPRSD/SPSEDR w/o consistenc 

Sector Planning: t 
-LM prepares its SSDP on basis of project submissions; sent it for approval 
to the COM, which gets views of other agencies, and then approves. 

-No direct links with macro planning and budgetary process 

Project Planning: t 
- No concerns for macroeconomic constraints and impacts 

- Lack of benefit-cost analysis and resource constraint considerations 
(except externally-funded projects) 

USAID I Public Investment 
FROMTHEAMERICANPEOF'LE Policy Project 

SECTOR STRATEGIC DEVELOPMENT PLANNING 
As a Framework for Project Development 

Major Current Weaknesses 

No unified Guidelines exist for preparation of SSDPs 

SSDPs are not based on or linked to a national development 
framework 

3 

SSDPs are not subject to strategic constraints or reconciliation through 
an integrated coordination process 

The SSDP- budget relationship is non-existent 

Limited, if any, participation of stakeholders 

Almost no monitoring and evaluation 

4 
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"'~~~USAID I Public Investment N --~·-··--·- \·\ 
\~ .~).-, ... /~ 

Policy Project '~\,~$ FROM THE AMERICAN PEOPLE 

SECTOR STRATEGIC DEVELOPMENT PLANNING 

Coordinated Development Planning (proposed guidelines) 

Macro Planning: 

II 

-National and sector development goals and strategies formulated 

-Sector resource limitations established 

Sector Planning: i t 
- Sector strategic plans for 10 years developed per National goals 

- Medium-term (4 yrs) sector programs aligned with MTEF 

- Coordination, information-sharing and updating 

Programs/ Project Planning: i T 
- Investment proposals consistent with macro-planning and sector development 
priorities 

- Investment programs have clearly defined goals and objectives 

- Projects are appraised and prioritized by per the techniques of benefit-cost 
<1n<1lude> <1n..1 

. . . 

Public Investment 
Policy Project 

SECTOR STRATEGIC DEVELOPMENT PLANNING 
As a Framework for Project Development 

Conditions for Successful Sector Development 
Planning 

SSDPs should formulate sector development objectives within the 
established National and Sectoral Development Framework. 
SSDPs need to be dynamic and adaptable to GOAZ's mid-term 
development priorities and resource availabilities. 
PIP should stem from SSDPs, with clear delineation of capital and 
recurrent expenditures 
Prioritize and sequence all projects 
Consult all stakeholders and counterparts 
Establish performance indicators and benchmarks for Monitoring and 
Evaluation 

5 
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Sector Strategic Planning Structure 

STRATEGIC 
Sub-GOAL: 1 

MISSION 

TARGETl.2 

,<C.TIVITY.l. 
I 

ACTlVITY 
1.2.2 

ACTlVITY 
l.l.J 

ANALYSIS OF 
CURRENT 
STATUS 

TARGET2.1 

PRINCIPLES 

SECTOR STRATEGIC DEVELOPMENT PLANNING 
As a Framework for Project Development 

Sector Development Plans - Recommendations 
• lmplemenfa more synchronized and integrated approach 

between planning, programming and budgeting through a Joint 
Call Circular. 

Have sector "Goals - Targets -Activities - Projects" linked to 
each other within a result-oriented process that will gradually 
lead to performance program budgeting. 

• The President/COM should provide, through HPPC, MOED and 
MOF, a definite guidance and coordination to reconcile top
down planning (MTEF, MTFF, SPPRSD) discipline with bottom
up (projects) programming through SSDPs. 

• Accelerate a program of Monitoring and Evaluation through a 
well-defined results measurement framework. 

7 
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~USAID 
""'" ~ FROM THE AMERICAN PEOPLE 

I!.~ 

Public Investment 
Policy Project 

r:f~' USAI D I Public Investment 
1~~.# FR.OMTHEAMER1cANPEOPLE Policy Project 

FORMULATION OF PUBLIC INVESTMENT PROGRAM AS A 
PROJECTS PLANNING FRAMEWORK 

Introduction 
• How do you define "public investment"? 

• Is investment more important than consumption or 
not? Why? 

• Accordingly, should GOAZ use public investment as 
a policy tool? 

• For answering the above questions, use as examples 
an energy and an education project. 

2 



FORMULATION OF PUBLIC INVESTMENT PROGRAM AS A 
PROJECTS PLANNING FRAMEWORK 

Definition of Public Investment 
• Investment= Final goods & services produced but 

not consumed in a given period and used in 
increasing the existing production capacity. 

• Public investment = investment undertaken by the 
public sector agencies. 

• Public sector = State agencies + LAs + 
Municipalities + SOEs. 

,t~~j USAI D I Public Investment 
'~ii FR0MrHEAMER1cANPEoPLE Policy Project 

FORMULATION OF PUBLIC INVESTMENT PROGRAM AS A 
PROJECTS PLANNING FRAMEWORK 

Importance of Public Investment 
• As part of total effective demand, stimulates 

production and affects economic stability. 

• Increases the production capacity (growth). 

• Improves technology, efficiency, and productivity 

3 

• Affects the future level, composition, and distribution 
of public and private consumption. 

• Affects the level and structure of private investment. 

4 



FORMULATION OF PUBLIC INVESTMENT PROGRAM AS A 
PROJECTS PLANNING FRAMEWORK 

Public Investment Policy 
• Public investment will have all effects noted in the 

last slide whether we like them or not 
Hence, we better try to program them rather than 
allow ad hoc decisions of the public agencies 
randomly shape them up. 
Also, the success of most other socio-economic 
policies of GOAZ depends on the level, composition, 
and distribution of public investments; hence, on the 
success of PIP. 

5 

AZERBAIJAN TOT AL RESOURCE USE IN 2004 

SPPREO 

I l2d Consumption l!l!!il Investment 6 



it~~,\ USAI D "~ ~~~- ;!' 
'~" FROM THE AMERICAN PEOPLE 

Public Investment 
Policy Project 

FORMULATION OF PUBLIC INVESTMENT PROGRAM AS A 
PROJECTS PLANNING FRAMEWORK 

Current Practice in Azerbaijan: Questions 
• Do you think GOAZ has an effective Public 

Investment Policy or not? Why? 

• Where and how is it formulated? 

• How comprehensive do you think it is? 

• Do LMs/Agencies get (need) effective guidance from 
GOAZ's PIP in project development and selection? 

7 

~~~, USAI D I Public Investment 
'-~~~J9' FR0MrHEAMER1cANPEOPLE Policy Project 

PUBLIC SECTOR INVESTMENT 2005 (PLANNED) 

Public Sector (excl. SOEs) 

Foreign Project 
Loans 17% 

PIP 
(66% of Total Public Investment) 

State Budget Investment/ 
Capital Spending 

nAP41% 

a 



tf~' USAI D I Public Investment '\i'J rnoM THEAMERrcAN PEOPLE Policy Project 

FORMULA1"10N OF PUBLIC INVESTMENT PROGRAM AS A 
PROJECTS PLANNING FRAMEWORK 

Current Practice in Azerbaijan: The Reality 
• Total Public Sector investment is determined in a 

highly fragmented manner. 
• There is not a comprehensive public investment 

policy formulation. 
• The PIP is only a collection of some public 

investment projects selected on ad hoc basis. 
• The present status of PIP deprives GOAZ of the 

opportunity to accelerate the social and economic 
development of the country. 

9 
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Public Investment 
Policy Project 

THE PROJECTS PLANNING PHASE 

INTRODUCTORY QUESTIONS 
• What are the goals and functions of the projects planning at 

- the sector level, and 

- the national (macro) level? 

• What should be the relationship among a sector's SOP and 
its submissions to the mid-term State Budget and PIP in 
terms of the sector's investment projects? 

• Similarly, what should be the relationship between MTEF, 
SSDPs, SPPRSD, and SPSEDR, on the one side, and the 
MTFF and the mid-term Consolidated/State Budget, on the 
other, in terms of public investment projects? 

• Please discuss the above w.r.t. our two case projects. 
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THE PROJECTS PLANNING PHASE 

Project Goals and Functions 
• The goals and functions of (e.g. rationale for) any 

investment project should be to meet the demand for 
its contribution to the success of the SSDP. 

• This also implies that the proposed project also 
serves the objectives and strategies of the national 
and sectoral development framework. 

• "Demand for a project" will, however, be meaningful 
and effective only if it is supported by necessary 
funding and not hampered by other constraints. 

Public Investment 
Policy Project 

3 

THE PROJECTS PLANNING PHASE 

Inter-Linkages between SSDP and Budget/PIP 
Through their Projects Content 

• Social and economic developments envisaged by an 
SSDP could be realized only if the supporting 
investment projects are included in the PIP/Budget. 

• Similarly, those projects included in the PIP/Budget 
wlo proper appraisal of them vis-a-vis their SSDPs 
are likely to lead to inefficient resource uses. 

• So, isn't it obvious that the only sensible thing to do is 
to align each SSDP's next four years with its sector's 
submissions for the mid-term Budget and PIP? 

4 



Public Investment 
Policy Project 

THE PROJECTS PLANNING PHASE 

Inter-Linkages between SPPRSD/SPSEDR and 
SSDP/Budget/PIP 

Through their Projects Content 

What is said in last two slides also applies to the relationship between 
SPPRSD/SPSEDR and SSDP/BudgeUPIP because only in that case the 
poverty reduction and regional development objectives of GOAZ will be 
meaningful and realistic. 

In other words, all SPPRSD/SPSEDR activities should be supported by 
programs/projects which are also in the SSDPs/BudgeUPIP, but no more and 
no less. 

Again, it is obvious that SSDPs should serve as the source of LMs' 
submissions for all other plan and budget documents, provided that SSDPs are 
drawn in line with guidance and instructions of the JCC. 

Conclusion: Planning, investment programming and capital budgeting form 
a circular process enveloping the project life-cycle as shown in the next slide. 

Public Investment 
Policy Project 

PUBLIC INVESTMENT PROJECT LIFECYCLE 

STRATEGIC 
DEVEl.OPMEI'{[' 

PLAN and 
PRE-FEASIBILITY 

STUDY 

SPPHf.U ,\NI) IU>I' 

COST-BENEF1T ANALYSIS, 
ALTERNATIVES CONSIDERATION 

ANDDETERMINATIONOFTHE ~ 

ECONOMIC, TECHNICAL, 
f1NANCIAL, 

ENVIRONMENTAL, 
SOCIAL, DISTRIBUTIONAL, 

OTHER APPRAISAL 
LEAST-COST OPTION 
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Public Investment 
Policy Project 
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THE PREPARATION AND APPROVAL OF PIP 

INTRODUCTORY QUESTIONS 

• What should be the characteristic features of an 
effective and sound PIP in light of the previous slides 
and w.r.t.: 
- Its coverage of the public sector agencies; 

- Its coverage of the type of (capital) expenditures; and 

- The State Budget and the budgets of other public agencies. 

• Should the PIP be a policy planning or capital 
budgeting instrument, or both? 

2 
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THE PREPARATION AND APPROVAL OF PIP 

Characteristic Features of the PIP 

PIP should be universal-all inclusive in terms of coverage of: 
• Public sector agencies, and 
• All capital spending, whether in the form of a project or not. 

The PIP is not a "capital budget" and cannot serve as a source of 
spending authorization. It is instead a policy planning document, 
evaluating and guiding GOAZ's use of public capital in most 
productive economic and social projects 
The PIP includes only those project and capital spending proposals 
that are found, on policy and cost-benefit criteria, to be in line with the 
national and sectoral development objectives and strategies. 
Once included in the PIP, the project and capital spending proposals 
can also be included in their sponsoring agencies' budget proposals 
according to their own budget classification and presentation bases. 

~-,···~ 
;f~\USAID I Public Investment 
\1~~.I· FRoMTHEAMERrcANPEoPLE Policy Project 

THE PREPARATION AND APPROVAL OF PIP 

The PIP as an Investment Policy Document: 

The Essential Questions 

• Could anyone think of any good reason why GOAZ 
shouldn't have an investment policy? 

• Would everyone agree that there is need for it, and it 
should be MOED's responsibility as its Charter says? 

• What should be the focus of an analysis of GOAZ's 
Public Investment Policy? 

3 
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THE PREPARATION AND APPROVAL OF PIP 

The Focus of PIP as Investment Policy Document 
• Analyze the recent and planned public investment policies and 

performances w.r.t.: 
- Sustained social and economic development with stabilization; 

- Changing the structure of asset ownership (i.e., privatization); 

- Desired transformation of production structure (e.g. non-oil growth); 

- Facilitating and guiding private sector investments. 

• Analyze them to also see if they included the necessary 
mechanisms to help ensure: 
- Sound prioritization of investment programs and projects; and 

- Technical efficiency and sustainability of capital expenditures. 

,r~'~iUSAID I Public Investment 
\~.f FROM rneAHERlcAN PEOPLE Policy Project 

THE PREPARATION AND APPROVAL OF PIP 

Importance of the Joint/PIP Call Circular 

As a tool for effective integration of all plan and budget 
documents through: 

5 

- Basing all instructions and requirements on the same MTEF & MTFF 
and sectoral priorities; 

- Issuing appropriately established sector spending ceilings; 
- Ensuring consistency among information requirements for SPPRSD, 

PIP, and Budget by putting them in one document, and similarly with 
LMs/Agencies' responses. 

The JCC will also help LMs and MOED to update their SSDPs 
and SPPRSD/SPSEDR, respectively. 
And, it is obvious that the sensible thing to do for each LM is to 
align its SSDP's next four years with its submissions for the mid
term Budget and PIP? 

6 



THE PREPARATION AND APPROVAL OF PIP 

Composition of the Joint Call Circular (JCC) 

• Overview of the national and sectoral development objectives, 
strategies, priorities, and expected outcomes (based on MTEF); 

• Guidance, sectoral ceilings, instructions, and information 
requests for the preparation of the next SPPRSD or its Annual 
Performance Review (or the Joint/SPPRSD CC); 

• The Joint/Pl P CC; and 

• The Joint/Budget CC. 

"'::'i~l!~~ • 
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THE PREPARATION AND APPROVAL OF PIP 

Composition of the Joint/PIP CC 

• Sector related information that will help MOED with formulation 
of the PIPP for the next four years; 

• Information on each project that LMs propose for the next rolling 
PIP; 

• Other capital spending proposals, which are not in the form of 
"public investment project". 

7 
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THE PREPARATION AND APPROVAL OF PIP 

How Difficult for a LM to respond 

to the Joint/PIP CC? 

• Not at all, particularly if there is a well-prepared 
SSDP with a well documented projects pipeline. 

• Also, the "rolling" nature of the Budget and PIP and 
presence of many "on-going projects" make it easier. 

• MOED's PIP experts stand ready to help LMs with 

necessary technical support. 

~"USAID I Public Investment 
.!(, ~ • • 

' FROMTHEAMER1cANPEOPLE Pohcy ProJect 

THE PREPARATION AND APPROVAL OF PIP 

Review and Negotiation of PIP 
• MOED's work on PIP is led and coordinated by the PIP Task 

Force comprising a Deputy Minister (economy) and all 
department and division heads with responsibility for PIP work. 

• Each LM's PIP submission will be reviewed and assessed by 
the relevant sector division of MOED; 

9 

• In this work, each sector division of MOED will also obtain views 
of all other relevant MOED divisions; 

• Based on these, the MOED sector division chief will sound out 
LM's responses to MOED's initial assessments; and 

• Each MOED sector division will submit to the Pl P Task Force its 
evaluation, based on the above, of the relevant LM submission. 

10 
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THE PREPARATION AND APPROVAL OF PIP 

Review and Negotiation of PIP (cont.) 
• The Macroeconomic Policy Division of MOED will aggregate 

LMs' submissions and present to the PIP Task Force its 
assessment wrt MTEF/MTFF and inter-sector consistency; 

• The PIP Task Force will then review each LM's PIP submission 
in light of the assessments of the MOED sector and 
Macroeconomic Policy Divisions and establish MOED's position; 

• MOED Director in charge of PIP work will negotiate with LM; 
• Any remaining differences will be taken up by the two Ministers; 
• In the meantime, the Macroeconomic Policy Division will be 

drafting the policy section of the PIP in the light of MTEF, MTFF, 
and the above reviews of LMs' submissions by MOED divisions. 

11 

A(Of~fl~ 

!f~})USAID I Pu~lic lnv~stment 
'i?~S.P FROHTHEAHrn1cANPEorLE Pohcy Project 

THE PREPARATION AND APPROVAL OF PIP 

Approval of the PIP 

• MOED will send the final draft PIP to MOF for its concurrence; 
• Since MOF was involved in the preparation of Joint/Pl P CC and 

negotiations with LMs, agreement will be reached easily; 
• MOED will then submit the draft PIP to H PPC for review and 

clearance before submission to COM for approval. 
• HPPC will also act as the final referee for any remaining 

differences between any LM and MOED. 
• Once approved by COM, the Pl P will be circulated to all 

agencies for incorporation in their capital budgets. 

12 



TEMPLATE 2 

PUBLIC INVESTMENT PROJECT EVALUATION FORM 

2.5 Project justification and analysis summary 

Strategic Context 
of Project* 

-Linkages/relations to SSDP, SPPRSD and SPSEDR; 

This project is designed with a view to supporting the State Program on Poverty Reduction and Economic Development 
(SPPRED). which also emphasizes the improvement of the quality and relevance of general education). The Program's focus on general 
education fits well into the SPPRED and the overall poverty reduction strategy under the new CAS since investments in general education are 
cmical in the production of quality secondary education graduates and poverty alleviation. International evidence also suggests that social 
rates of return to general education are generally high. Without quality general education, the education system will have difficulties producing 
graduates who will become flexible wort.ers in the emerging mart.et economy. Primary and secondary education is also the foundation of 
quality vocational and tertiary education, which will help the country produce the skills and knowledge required by the emerging economy. 

-Contribution to Production in non-oil sectors; 

Long term benefits of the Project for the non-oil sector are derived from the projected improvement in quality and relevance of student 
learning as a result of better management and effective leadership, and implementation of quality programs in general education. All these 
should also lead to improved student achievement. an .d improved effectiveness and efficiency of the deli very of education services. It is 
also expected that the poor will have better chances to continue to tertiary education and have better labor mart.et outcomes as a result of 
improved quality and relevancy in general education, contributing to the country"s poverty reduction efforts through the development of 
human capital. 

-Contribution to Employment in non-oil sectors; 

This project would support the Govemmenrs efforts to strengthen the curriculum development capacity in the Institute for Education Problem! 
(IEP), design and adopt the National Curriculum Framewort. and prepare and implement new national standards and syllabi for grades 1-11 to 
improve the quality and relevance of general education to meet the needs of the emerging mart.et economy and the social and political 
environment. 

-Contribution to new technology; 

As far as the improvement of quality and relevance of education is concerned, the project suggested: (a) curriculum refonm and teacher training to improve 
and realign the existing curricula based on the needs of the emerging economy and the polttical and social environment (b) improving the quality of the 
teaching staff through an increase in the basic wages while reducing the total number of teachers; and (c) improving the physical condttions of schools 
through rehabilttation, refurbishment and provision of new technologies. 

-Environmental impact and related investment; 
Asbestos material (primarily roofing sheets) are found in almost all existing buildings and pose serious hazards to the building occupants and to the 
environment The MOE, the Rayon Authorities, and the SCAC would ensure that such asbestos materials are removed and disposed of safely, and under 
the appropriate oversight of Azerbaijan's environmental authorities. MOE would likewise ensure that no new asbestos materials are used in the 
rehabilttation/construction of schools. 

-Economic Life of the Project. 

Project's Current Status * !IMPLEMENTING 

Current and Anticipated 
Issues, Problems and 
Proposed Measures* 

Major project analysis 
indicators** 

-Net Present Value (NPV) 

-Internal Rate of Return (IRR) 

-Cost effectiveness analysis (particularly, for social sector projects) 

• Please expand the row as much as needed 

**Submit the supporting documentation 

Asbestos 
mAtP.ri;d (nrimArilv rnnfinn !'.hP.P.t!'.\ ouP. fn11nt1 in o:1lmn!'t o:1ll P.Yi!'.tinn huilrlinn!;. :.nt1 nn!'A !'P.rint1!" ho:1nm1!' tn 

Financial Economic 

Very small impact on the state budget. 

Project economic and financial cost is 

well-taken 



TEMPLATE2 

PUBLIC INVESTMENT PROJECT EVALUATION FORM 

2.5 Project justification and analysis summary 

Strategic Context 

of Project* 

Project's Current Status • 

Current and Anticipated 

Issues, Problems and 
Proposed Measures• 

Major project analysis 
indicators** 

-Linkages/relations to SSDP, SPPRSD and SPSEDR; 

The proposed project to rehabilitate the power transmission system would contribute to the PRSP in a number of ways, most notably by: 
Improving the conditions for economic growth through more reliable electricity supply; Reducing the cost Of electricity through improved 
technical and financial management of the transmission system; and Improving the basis for private participation in energy infrastructure 
development by upgrading the power transmission system to enable dispatch and transmission of electricity consistent with contractual 
arrangement 

-Contribution to Production in non-oil sectors; 

The primary objective of the project is to improve the efficiency of the power transmission operation in Azerbaijan through technical and 
institutional strengthening of the generatiodtransmission utility. The project will contribute to the non-oil sector development. 

-Contribution to Employment in non-oil sectors; 

Electricity supply is one of the essential conditions for non-oil sector development and opening the new jobs. 

-Contribution to new technology; 
SCADNEMS1 system: installation of hardware and software to enable real time acquisition of operational information from generating 
stations and HV transmission system substations, analysis and monitoring of the network status at the National Dispatch Center, and conJro 
and dispatch of the generating plants and the HV transmission system. Telecommunications network upgrade: installation Of communications 
equipment to meet the requirements of dispatch, metering, and Hv network operations and maintenance. It will also provide broadband 
communications facilities between major Azerenerji offices and generating plants to support improvements in Azerenerji financial 
management and administration. 

-Environmental impact and related investment; 

The project i s conservatively expected to lead to a 1.5 percent reduction in gas and fuel oil use at power plants because of more econoJc 
dispatch, with a corresponding effect on emission of greenhouse gases. An estimated 0.5 percentage poinrs reduction in transmission 
losses (from 5 percent to 4.5 percent) has a corresponding positive impact on emissions from the power plants. The project has been giv n 
an environmental category rating of B since proposed investments under the project will be confined to existing facilities and rights of wa) 
and as such are unlikely to trigger major environmental impacts or other safeguard policies. 

-Economic Life of the Project. Starting from 201 O will continue for many years 

IMPLEMENTATION HAS NOT STARTED YET 

1) Inadequate tariffs for sector enterprises due to failure to establish suitable institutions and rules for independent regulation. 2)Loss of 
Government commitment to the principles of cost-recovery tariffs. 3)Failure to establish adequate social protection systems on a timely 
basis. 4)Distribution companies' payment to Azerenerji for power supply falls short of their contractual obligations. 

-Net Present Value {NPV) 

-Internal Rate of Return {IRR) 

-Cost effectiveness analysis {particularly, for social sector projects) 

Financial 
145.1 

21% 

Economic 
41.7 

39% 

* Please expand the row as much as needed 

-Submit the supporting documentation 

Asbestos 
material lcrimarilv mofino sheets\ are found in almost all e1<istino buildinos and oose serious hazards 
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Policy Project 
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DETERMINING THE PROJECTS CONTENT OF PIP 

INTRODUCTORY QUESTIONS TO LMS/AGENCIES 

• How do you prepare your PIP submissions? 

• Did you have difficulty in responding to the Joint/PIP 
CC for 2007-1 O? 

• Do you have a SSDP? 

• Do you have a projects pipeline supporting SSDP 
and multi-year PIP and State Budget? 

• What are the "preparedness profile" of your projects? 

• Do you have a separate "project development cycle" 
independent of the Pl P process? 

2 
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DETERMINING THE PROJECTS CONTENT OF PIP 

Processing a Project into the PIP 

Identification of the project 
Preparing the Project Concept Paper 
Preparing the Pre-Feasibility Report 
The full Feasibility Report preparation 
Project Appraisal Report 
Inclusion into the PIP 
Loan/Credit Agreements 
Finalizing the Implementation Plan 

(~')USAID I Pu~lic lnv~stment 
.,~.J FROMTHEAMERICANPeoPLE Pohcy Project 

DETERMINING THE PROJECTS CONTENT OF PIP 

Project Identification 

• This is what makes bottom-up planning meaningful. 

3 

• Participatory process is important. Does it work here? 

• Who could and should identify projects? 

• Who have identified our two case projects? 

• How will it be decided if it is a good project idea, and 
what is the next? 

4 
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DETERMINING THE PROJECTS CONTENT OF PIP 

The Project Concept Paper (PCP) 

• Draft a "Project Idea" proposal (maximum one page) for each of 
our two sample projects (Azerenergy and education). 

• Who, and how, will decide whether this proposal is to be taken 
one step up into the PCP stage? 

• Prepare and discuss the PCP for each of our two case projects, 
based on the template provided in the draft PIPP Manual 
(Annex 10). 

(~' USAI D I Public Investment ·!I. ._. iJj • • 
\~~ rnoMrnEAMER1cANPEoPLE Pohcy ProJect 

DETERMINING THE PROJECTS CONTENT OF PIP 

Processing of PCP 
• The PCP will be prepared by the LM/Agency's dept/division in 

charge of project development work; 

• It will be reviewed & approved by the LM/Agency management 
on the basis of its SSDP, SPPRSD, SPSEDR, and the most 
recent Joint/PIP CC, and will be sent to MOED for next stage. 

5 

• The MOED Pl P Division will obtain views of all relevant divisions 
on the proposed project and give its recommendations to the 
MOED Investment Review Committee (IRC). 

• A project whose PCP is approved by IRC qualifies for inclusion 
in the outer years of the Pl P. 

6 
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DETERMINING THE PROJECTS CONTENT OF PIP 

The Pre-Feasibility Report (PFR) 

• Who will decide, and how, if the PCP is to be taken 
up to the Pre-Feasibility stage? 

• Who should, and how, prepare and approve the PFR, 
LM/Agency or MOED? 

• Draft and discuss a PFR for each of our two case 
projects. Use for this purpose the PFR template 
provided in Annex 11 of the draft PIPP Manual. 

~~;~fii~ 
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DETERMINING THE PROJECTS CONTENT OF PIP 

Processing of PFR 
• No projects w/o a PFR will be included in the next FY's PIP. 

Discuss the reasons. 
• Once a PCP is approved by IRC, MOED/EPFD will form a PFR 

Team under himself or one of his division chiefs and including 
members from MOF and the LM/agency. 

• PFR will analyze and verify the project's potential contributions 
to national and sectoral development objectives and strategies 
with the help of sector and technical experts using both official 
and market data. 

• If the MOED/IRC approves PFR, it can be included in the LM's 
submission for the next FY PIP. 

8 
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DETERMINING THE PROJECTS CONTENT OF PIP 

The Full Project Feasibility Report (FPFR) 

• If a project is below a certain size (depending on its sector), 
MOED/IRC may exempt it from the FPFR requirement and can 
move it to the Appraisal stage. 

• Preparation of a FPFR requires substantial work and expertise 
beyond the capacity of a LM/Agency, hence contracting it out. 

• Preparation of a FPFR may take several months, even years, 
depending on the size and nature of the project. 

• This last point, particularly, makes a PAR indispensible. 

DETERMINING THE PROJECTS CONTENT OF PIP 

The Project Appraisal Report (PAR) 

• Every project to be included in the next FY's PIP should be duly 
supported with a PAR prepared by MOED. 

• PAR will: 
- confirm the evaluations of PFR or FPFR; 

- Assess the project's suitability to medium- to long-term 
development objectives and strategies; 

- Identify the critical risks to the project and its management options; 

- Serve as a guide for project implementation and monitoring. 

9 
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DETERMINING THE PROJECTS CONTENT OF PIP 

Selection of Projects for the PIP 

• We have so far talked about the process and procedures for 
evaluating LMs' PIP submissions and for developing the project 
proposals into the PIP. 

• We have referred only to the "national and sectoral development 
objectives and strategies" as the main criteria for the evaluation 
of sector Pl Ps and projects. 

• This main set of criteria should now be specified in more definite 
and operational terms, which are called "prioritization and 
selection of investment programs and projects". 

11 



AZERBAIJAN REPUBLIC 

MINISTRY OF ECONOMIC DEVELOPMENT 

Project Concept Paper 
Power Transmission Project 

1. Cover Page / Introduction: 

a) Name and address of LM/agency; 
Azerenerji (Open Type Joint Stock Company) 
10, Academician Abdulkerim Alizade street 
Baku AZ1005 
Azerbaijan 

b) Type of agency (e.g., LM, State Committee, SOE) and sector; 
Azerenerji (Open Type Joint Stock Company) 
Energy sector 

c) Other organizations which may be involved in the project and/or its funding; 
World Bank Group 

d) Contact person, his position, phone number, and e-mail address; and 
Mr.Teyyar lbrahimov 
Tel: 994 12 98 41 84 
Fax: 99412 95 55 23 
e-mail: teyyar@azerenerji.com 

e) Signature of the authorized official. 

2. Technical Information: 

a) Concise title and objective of proposed project; 
Power Transmission Project 
The primary objective of the project is to improve the efficiency of the 
power transmission operation in Azerbaijan through technical and 
institutional strengthening of the generation/transmission utility. The 
project has as a secondary objective to contribute to strengthening 
Azerenergy's financial position. (page 3 of PAD) 

b) Discussion of the: 
• Objectives; 

The proposed project to rehabilitate the power transmission system would 
contribute to the poverty reduction in a number of ways, most notably by: 

Improving the conditions for economic growth through more reliable 
electricity supply; 
Reducing the cost of electricity through improved technical and financial 
management of the transmission system; and 



Improving the basis for private participation in energy infrastructure 
development by upgrading the power transmission system to enable 
dispatch and transmission of electricity consistent with contractual 
arrangements. (page 3 of PAD) 

• Methods of approach; 
Financing of high-priority investments in dispatch and transmission 
network rehabilitation represented the best approach at this stage in sector 
development. Transmission is a backbone of the power system, and the 
current lack of an adequate dispatch system is both a risk to security of 
supply and a cause of inefficient operations. (Page 3 of PAD) 

• Amount of effort (labor) to be employed; 

Azerenerji has established a Project Implementation Unit for the proposed 
project, reporting to the Chief Engineer (First Deputy President) and staffed 
by specialists in technical, financial, environmental, and procurement 
matters, to act as the Bank's counterpart on day-to-day matters. The PILI is 
responsible for project preparation, implementation, including 
procurement, contract supervision and management, and project financial 
management, including project accounting, financial reporting, loan 
disbursements, and arrangements for external audit. (page 7 of PAD) 

• Anticipated results and beneficiaries; 

Improved efficiency of fuel use per kWh of electricity generated through 
Economic Dispatch and reduced transmission losses. 
Improved reliability and quality of electricity supply with respect to 
frequency and duration of forced outages. 
Strengthened financial position (i.e. need for Govt financial support 
reduced/ eliminated) as a consequence of (a) tariffs that increase over time 
to cover full costs, and (b) increased payment collections. (page 4 of PAD) 

• How the work will contribute to sustainable development in the sector; 

Over the longer term, the sustainability of the project will depend on: 
increasing Azerenergy's tariffs to cost-recovery level; 
the financial performance of electricity distribution companies and their 
orderly payments to Azerenergy for supply of electricity; and 
capacity building for the Azerenergy dispatchers; continuous SCADA 
computer system support; maintenance personnel and resources for the 
transmission system. (page 9 of PAD) 

c) Type of support needed (other than funding). 
NIA 

3. Supporting Information: 

a) Proposed estimated cost; 
Planned total cost 55.4 min USO 

b) Brief cost breakdown; 
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Proposed IBRO Loan amount - 48 min USO 
Government share - 7.4 min USO 

I Loan Amount Government Shme 

Works 160,000 
Gaads 44,510,000 
Consultant Service 2,470 ODO 
Trainina 100,000 
Incremental 
operatin1:1 cost 280,000 
Front end fee 240,000 
Unallocated 240 000 
Total 48,000,000 

(Page 53 of PAD) 

c) Any proposed cost sharing; 
IBRO Loan amount - 48 min USO 
Government share - 7.4 min USO 

d) Proposed duration of project; 
5 years 2006-2010 
(Page 8 of PAD) 

40,000 
6,443,333 

823,333 
-

93,333 
-
-

7,400,000 

Total Cost 

200,000 
50,953,333 
3,293,333 

100,000 

373 333 
240,000 
240,000 

55,400.000 

e) Brief description of the LM/agency's previous experience with the same 
and/or similar types of proposed project. 

Azerenerji has been the beneficiary and implementing agency in two major 
hydro rehabilitation projects financed by EBRO, a substation rehabilitation 
project financed by KfW, and reconstruction of a combined-cycle thermal 
power plant financed by JBIC. The capacity of Azerenerji and the PIU to 
undertake their project implementation responsibilities is considered to be 
satisfactory, given their experience with previous projects and the 
technical skills of their staff. (Page 8 of PAD) 
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AZERBAIJAN REPUBLIC 

MINISTRY OF ECONOMIC DEVELOPMENT 

Project Concept Paper 

Education Sector Development Project 

1. Cover Page/ Introduction: 

a) Name and address of LM/agency; 
Ministry of Education 
Address: 49 Khatai Avenue, Baku AZ 1008 
Azerbaijan 

b) Type of agency (e.g., LM, State Committee, SOE) and sector; 
Ministry of Education 
Education sector 

c) Other organizations which may be involved in the project and/or its funding; 
World Bank Group 
Soros Foundation 

d) Contact person, his position, phone number, and e-mail address; and 
Mr. lskender lskenderov, Deputy Minister 
Tel: 994-1 2-93 7-083 Fax: 994-12-987-569 

e) Signature of the authorized official. 

2. Technical Information: 

a) Concise title and objective of proposed project; 
Education Sector Development Project 
The Program seeks to increase learning achievements for all students to meet 
the needs of a market economy and improve the efficiency of general 
education. The development objective of Phase 1 is to strengthen the capacity 
to plan, manage and monitor the reform program more effectively and 
efficiently and initiate the highest priority investments in selected districts. 
(page 3 of PAD) 

b) Discussion of the: 
• Objectives; 

Quality improvement (through curriculum reform, teacher development, 
provision of textbooks and reading materials); 
efficiency and financing (through financing and budgeting reforms, 
rationalization and school improvement); 
equity and access to general education (through school grants in selected less 
advantaged districts); and 

1 



management strengthening (through student assessment, management 
information systems, management, planning and monitoring capacity). (page 3 
of PAD) 

• Methods of approach; 
Financing of high-priority investments in strengthening the capacity to plan, 
manage and monitor the education reform program more effectively 
represented the best approach in sector development. (Page 3 of PAD) 

• Amount of effort (labor) to be employed; 
The MOE has committed to the establishment of the Project Coordination Unit 
(PCU), which will be responsible for coordination and implementation of the 
Government's education reform, including the implementation of the ERP. The 
PCU will also have the basic capacity to provide support in procurement, 
financial management, and project monitoring and evaluation. The PCU will be 
under the direct responsibility of the Deputy Minister for Program Coordinator. 
The PCU will be comprised of the following staff: (i) a Director; (ii) a Deputy 
Director; (iii) a procurement officer; (iv) procurement assistant/construction 
engineer; (v) a financial management specialist; (v) a financial assistant; (vi) 
translators/interpreters (2); and (vii) a monitoring and evaluation specialist. 
(page 31of PAD) 

• Anticipated results and beneficiaries; 
Improved quality and relevance of general education 
Improved efficiency in resource allocation and use in general education 
Improved access to quality general education 
Strengthened management, planning and monitoring capacity 

The entire Azeri population will benefit from the proposed Program because of 
improved quality and relevance of general education through curriculum 
reform, teacher development and provision of reading materials and 
strengthened planning, management and monitoring capacity in the sector. 
More specifically, the target beneficiary population of the Program includes all 
children in primary and general secondary education, students and teaching 
staff in the existing teacher training institutes, and all those working in the 
education sector. (page 30 of PAD) 

• How the work will contribute to sustainable development in the sector; 

The Program will assist the Government in realigning curriculum objectives 
of general education through curriculum reform. In addition, the Program 
will assist the Government to prevent further deterioration of the quality of 
general education through a set of specific interventions such as: (i) 
teacher development through improvement in the delivery of in-service and 
pre-service teacher education; (ii) provision of reading materials for school 
libraries; (iii) provision of selective teaching and learning materials and 
equipment and school improvement in selected districts; and (iv) creating a 
school-based innovative grants program for demand-driven local school 
projects to upgrade schooling quality in selected districts. (page 19 of PAD) 

c) Type of support needed (other than funding). 
NIA 
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3. Supporting Information: 

a) Proposed estimated cost; 
Planned total cost 20.99 min USO 

b) Brief cost breakdown; 
Proposed IDA Loan amount-18 min USO 
Government share - 2.8 min USO 
S t 1 USO oros gran - 0. 8mln 

Loan Government 
Amount 

Works 5,060,000 
1Goods 5,160,000 
1 Consultant Service 3,560,000 
iTraininQ 2,030,000 
I 
1 School Grant Program 600,000 
Incremental operating 
cost 160,000 
Unallocated 1,430,000 
Total 18,000,000 
(Page 88and117 of PAD) 

c) Any proposed cost sharing; 
IOA Loan amount - 18 min USO 
Government share - 2.8 min USO 
Soros grant- 0.18 min USO 

d) Proposed duration of project; 
4 years 2003-2006 
(Page 2 of PAD) 

Share 
690,000 
340,000 
520,000 
130,000 

150,000 

290,000 
860,000 

2,960,000 

Total Cost 

5 750,000 
5,500,000 
4,080,000 
2,160,000 

750,000 

450,000 
2,290,000 

20.980,000 

e) Brief description of the LM/agency's previous experience with the same 
and/or similar types of proposed project. 

MOE needs to strengthen the capacity in implementation of the project. The 
capacity of the MOE and its associated units will be built slowly but 
consistently over time throughout the project implementation period. The 
management and planning capacity of the MOE and local levels will be 
strengthened thro'-'gh technical assistance and training programs supported 
under the proposed Program. In this way, the country's education system will 
have the necessary foundation to implement the contemplated reforms in the 
other parts of the system. (Page 35-36 of PAD) 
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Exercise on Assessment and Prioritization of Investment 
Projects 

Project name: 
Sector: 
Project code: 
This document describes criteria and scale for the assessment of pre-feasibility/full feasibility studies 
of investment projects. Using the questions provided in next pages, please evaluate the "Education 
Sector Development" and "Power Transmission System" projects on the basis of their feasibility 
studies as provided to you. Please justify the assessment results of your group by giving evidences, 

Links to National and Sectoral Development Programs: 

0 Good 0 Acceptable 0 Marginal 0 Poor 

Public/Private Justification: 0 Good 0 Acceptable 0 Marginal 0 Poor 

Fiscal Impact and Recovery of Costs: 0 Good 0 Acceptable 0 Marginal 0 Poor 

Cost-Benefit: 0Good 0 Acceptable 0Marginal 0Poor 

Alternatives: 0 Good 0 Acceptable 0 Marginal 0 Poor 

Sensitivity and Risk Analysis: 0 Good 0 Acceptable 0 Marginal 0 Poor 

Institutional Capacity: 0 Good 0 Acceptable 0 Marginal 0 Poor 

Poverty Analysis: 0 Good 0 Acceptable 0 Marginal 0 Poor 

Environmental Analysis: Good Acceptable Marginal Poor 

Performance Indicators: 0 Good 0 Acceptable 0 Marginal 0 Poor 

OVERALL RATING (if total points are 40-30= good, 30-20=acceptable, 20-lO=marginal, 0-

lO=poor): 0 Good 0 Acceptable 0 Marginal 0 Poor 

Weighted Overall Rating= 
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Guidelines for Rating Project Analysis Feasibility Report 

Note: If questions under each criterion are answered adequately, assign "good" rate for the project. If 
answers are inadequate, then assign "poor" rate to that project for that criterion .. 

1. Project coherently set in macro-economic and social strategies of the country. 
(Scale: Very good 1 2 3 4 Poor) (The weight assigned to this criterion is 15%) 

1. Does the project address and contribute to furthering outcomes in strategic areas defined by the 
National Development Framework? 

2. Is the project identified as a priority in the public investment program? 
3. Is the policy environment appropriate for excellent project performance and consistent with 

project assumptions about macroeconomic stability? 

2. The public/private justification is adequate. 
(Scale: Very good 1 2 3 4 Poor) (The weight assigned to this criterion is 15%) 

1. Rationale for public sector involvement. Does the Feasibility Report (FR) provide a solid basis 
for the project to be in the public sector? 

3. Fiscal Impact and Cost Recovery 
(Scale: Very good 1 2 3 4 Poor) (The weight assigned to this criterion is 15%) 

1. Does the fiscal impact analysis consider the project's magnitude and impact on the public 
sector investment program and future revenues and expenditures? 

2. Is the recurrent cost funding analysis or cost recovery analysis adequate? 
3. Does the FR include realistic and adequate measures to permit project financial sustainability 

(during and after implementation)? 
4. Are tariff and recovery requirements clearly specified to achieve project objectives? 

4. Completeness and Internal Coherence of Cost-Benefit Analysis or Other Selection 
Criteria 

(Scale: Very good 1 2 3 4 Poor) (The weight assigned to this criterion is 15%) 

I. Were CBA, least-cost or cost-effectiveness techniques used (to select alternatives or appraise 
the selected alternative)? 

2. Are shadow prices clearly explained and integrated in the analysis? * 
3. Does the FR use an organized and structured analytical framework for each main component? 
4. If a benefit-cost analysis is done, were mutually independent components analyzed separately 

and those with a negative NPV dropped? 

5. Evidence of Quantitative Analysis of Alternative Project Design 
(Scale: Very good 1 2 3 4 Poor) (The weight assigned to this criterion is 15%) 

1. Is there evidence that alternatives were considered during the design selection of the project? 
2. Is there evidence that the project being appraised is the least-cost or the optimal in NPV? 
3. Are the without and with project situations clearly identified and their respective financial and 

economic flows transparently specified? 

6. Sensitivity/Risk Analysis 
(Scale: Very good 1 2 3 4 Poor) (The weight assigned to this criterion is 15%) 

1. Was there an attempt to identify the underlying or causal factors that introduce risk? 
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2. Were switching values calculated? 
3. Does the sensitivity analysis reflect the risks discussed in the project risks (including 

institutional risks) section of the FR? 
4. Does the analysis determine if variations in key underlying variables have an important impact 

on the FRR or ERR? * 
5. Are the risks associated with individual project components clearly presented? 

7. Institutional Capacity and Risk Analysis 
(Scale: Very good 1 2 3 4 Poor) (The weight assigned to this criterion is 15%) 

1. Was institutional capacity to implement the proposed project adequately assessed? 
2. Was action taken to reduce identified ex-ante institutional capacity risks? 
3. Is a realistic set of actions included to reduce institutional risks during implementation? 
4. Is there evidence that the project design in the FR was modified to reduce or contain 

institutional risk? 

8. Poverty and Gender Analysis 
(Scale: Very good 1 2 3 4 Poor) (The weight assigned to this criterion is 15%) 

1. Is the distribution (or incidence) of costs and benefits analyzed by income group and gender? 
2. Are the beneficiaries primarily low income? 
3. Are the beneficiaries' income level and related socioeconomic variables calculated, without and 

with the project? 
4. How was the project design shaped to increase the benefits accruing to low-income 

beneficiaries? 
5. Is the project included in the Program of Targeted Interventions? 

9. Environmental Analysis and Linkage to Economic Analysis 
(Scale: Very good 1 2 3 4 Poor) (The weight assigned to this criterion is 15%) 

1. Did the project require an Environmental Assessment? 
2. How are environmental impacts of the project and sub-projects reflected: Are they incorporated 

into the economic analysis? 
3. Are the sub-projects subject to an environmental certification? 
4. For each of the alternatives, are the environmental costs and benefits quantified to the extent 

possible and economic values attached? 

10. Economic Performance Criteria 
(Scale: Very good 1 2 3 4 Poor) (The weight assigned to this criterion is 15%) 

1. Are economic performance variables adequately included? 
2. Does the implementation plan include indicators and resources for monitoring and evaluation 

during implementation to measure economic results of the project? 
3. Does the supervision schedule complement this objective? 
4. Is there a provision for testing to determine learning achievement? 
5. Is there a provision for a mid-term review? 

* These questions do not apply to the assessment of social sector projects. 
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Endnotes: 

1. The procedure followed includes: (i) for each operation, evaluators assign a rating to each 
criterion; (ii) evaluators make a judgment on the overall rating for each project; (iii) the ratings for 
each criterion are fed into an expert choice model with different weights which gives an 
independent overall score to each project; and (iv) the two sets of overall ratings are matched for 
consistency for each project and sector. 
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AZERBAIJAN REPUBLIC 

MINISTRY OF ECONOMIC DEVELOPMENT 

Sample Project Pre-Feasibility Study on Education 

1. Executive summary: discuss all the main information on the project and the main 
findings of the pre-feasibility study. 

The purposes of the proposed Education Reform Program are to increase learning 
achievements for all students to meet the needs of a market economy and improve 
efficiency of general education. The proposed APC will be implemented in three phases over 
a period of ten years. Phase 1 of the project is estimated at US$18.0 million. The 
development objective of the First Phase of the Program (2003-2007) is to strengthen the 
capacity to plan, manage and monitor the reform program more effectively and efficiently 
and initiate the highest priority investments in selected districts. 

The First Phase of the program is proposed to focus on a set of key issues in general 
education, namely: 

• Reduction in the quality and relevance of general education: a) Outdated 
curriculum and teaching methods, b) Poor learning environment due largely to the 
lack of access to textbooks and reading materials; the shortage of basic teaching 
and learning materials and equipment; and (iii) the deterioration of the physical 
facilities c) Ineffective teacher education and training, and d) low teacher salaries. 

• Inefficient utilization of available resources. 
• Growing concerns about equitable access to education. 
• Weak management and planning capacity. 

Based on the financial, economic, institutional, social and risk analyses it is proposed the 
First Phase to support several efficient activities/components. 

1. Enhancing the quality and relevance of general education through: (i) curriculum 
reform for grades 1-1 1, (ii) development and enhancement of teacher capabilities 
through upgrading of teaching skills and knowledge in the new curricula and the use 
of new teaching methodologies, and (iii) provision of reading materials for school 
libraries. 

2. Enhancing efficiency through financing and budgeting reforms and rationalization and 
school improvement 

3. Upgrading schooling quality in less advantaged rayons through the school grant 
program 

4. Strengthening the management capacity through (i) the design and implementation 
of a national student assessment system; (ii) the design and establishment of an 
effective education management information system (EMIS) at the MOE and 
selected districts; and (iii) the development of management and planning capacity in 
the MOE and pilot 

(PAD, pp. 8-10 & 45-47) 
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2. Introduction: purpose of the study; its coverage and structure; how the study was 
conducted; summary findings; conclusions and recommendations. 

This pre-feasibility study is undertaken to analyze and determine the components I activities 
of the proposed Education Sector Development (ESD) project. The purpose of this 
assessment is to determine current problems in the education sector of Azerbaijan and to 
increase learning achievements for all students to meet the needs of a market economy and 
improve efficiency of general education. This study attempts to answer to following 
questions: 

• What are the main problems and government strategies in the education sector? 
• What activities could enhance the quality of education and solve existing 

problems efficiently? 
• Which regions and population groups the project activities should target? 
• What type of institutional and implementation arrangements are required for 

successful delivery of the project? 
• Do results of economic, financial, social, technical, environmental, institutional 

and risk analyses justify the feasibility of the project? 
• Does the project command sufficient resources? 

Different analysis techniques, wide variety of official data and findings of numerous 
researches were used to answer these questions. The techniques included but not limited to 
"cost-benefit", "cost-effectiveness", "least cost", sensitivity and risk analyses. Data of the 
MoE, State Statistics Committee and the WB were extensively used throughout the study. 

The analyses revealed following major problems in the education sector: (i) the deterioration 
in the quality of education due to substantial contraction of public financing to this sector, (ii) 
increasing inequality in access to quality education, (iii) inefficient use of current resources, 
and (iv) poor management, planning and monitoring capacity both at the national and local 
levels. 

The First Phase of the proposed project will address the improvement of the quality and 
relevance of general education by: (i) completing on-going curriculum reform for general 
education; (ii) providing institutional development for teacher training institutes and training 
of teacher trainers, teachers and school directors; (iii) providing reading materials for school 
libraries; and (iv) establishing a new student assessment system and assessing the results 
of student learning outcomes in selected core subjects. These interventions will be 
supplemented by specific interventions and reforms to strengthen the management and 
policy development capacity at the national and selected district levels to improve efficient 
and effective use of available resources for the education sector. This phase of the project is 
designed to extend to 4 years. 
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3. Description and Coverage: name; purpose; type; technical direction; size; 
implementation period; location and place; expected outcomes; main inputs; target 
stakeholder, population, and regions; responsible organization and its statute; 
implementing/operating agency. 

The Education Sector Development project seeks to increase learning achievements for all 
students to meet the needs of a market economy and improve the efficiency of general 
education. The project pursues to improve the quality of education, enhance equitable 
access to education, improve efficient use of resources and strengthen management 
capacity in the education sector through efficient investments and technical assistance. The 
project will be implemented between 2003-2007. The school grants program which is 
designed to enhance learning environment in schools and improve equitable access to 
education will be limited to three pilot districts: Ali Bayramli, lsmayilli and Ujar. 

The entire Azeri population will benefit from the proposed Program because of improved 
quality and relevance of general education through curriculum reform, teacher development 
and provision of reading materials and strengthened planning, management and monitoring 
capacity in the sector. Students and teaching staff in the existing teacher training institutions 
and all those working in the education sector will also benefit from the improved learning 
environment in both teacher training institutions and in the general education system. This 
currently represents about 1.6 million students in grades I -11. Indirect benefits of the 
Program will also accrue from improved efficiency and effectiveness in the delivery of 
educational services as a result of strengthened capacity for management, planning and 
monitoring. About 45,000 students and 5,000 teachers in the three pilot districts would also be 
the main beneficiary of the improved quality and relevance of general education through 
rationalization and school improvement efforts and school grant program. 

Long term benefits of the Program will be derived from the projected improvement in quality and 
relevance of student learning as a result of better management and effective leadership, and 
implementation of quality programs in general education. It is also expected that the poor will 
have better chances to continue to tertiary education and have better labor market outcomes as 
a result of improved quality and relevancy in general education, contributing to the country's 
poverty reduction efforts through the development of human capital. 

The MOE will be responsible for implementing the Project on behalf of the Government of 
Azerbaijan through the newly established Project Coordination Unit (PCU). MoF will directly 
participate in the preparation and application of the new budget system in the education sector. 
The Program Steering Council is designed ensure participation of all relevant ministries and 
agencies in the implementation process of the project. The District Coordination Units will ensure 
the coordination and participation of NGOs and other local organization in the project. 
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4. Project background: 
a) Social and economic situation (general, sectoral and/or regional) 
b) Sectoral and/or regional development policies and programs 
c) Institutional structure and legislative environment 
d) Origin of the project idea and its appropriateness 

• Justification based on sectoral and regional development policy and 
purposes 

• Project linkages with other past, ongoing and planned projects 
• Process of originating the project idea 
• Other studies, research, and works related to the project 

The proposed Education Reform Program will assist the country in its economic and social 
development through investments in education and technical assistance. Azerbaijan still 
maintains an extensive network of education institutions across the country, but the quality of 
physical infrastructure, teaching and learning environment has deteriorated sharply along with 
teachers' salaries and the availability of learning materials. At the upper secondary (grades 10-1 
1) and higher education levels, there are sharp drops in student enrollments, particularly for the 
poor." 

According to the MoE, following issues remain in the education sector in Azerbaijan. These 
include, (i) deterioration of the quality of education due to the sharp decline of public 
expenditures for education, (ii) increased inequality in access to the quality education (iii) 
inefficient use of current resources and (iv) poor management and monitoring capacity at the 
local and national levels. 

The current Azerbaijan education system consists of: (i) general education programs, and (ii) 
vocational and professional programs. General education consists of pre-school education (ages 
3-6) and general schools (grades 1-11). Vocational and professional education includes: (i) 
vocational schools; (ii) technicurns (i.e., specialized secondary education); and (iii) higher 
education institutions. Enrollments in 2000 were: 120,000 in pre-school; 1,640,000 in general 
education (grades 1-1 1 ); 22,900 in vocational schools; 42,600 in technicums; and 119, 700 in 
higher education institutions. In general education, in 2000, there were 470 primary schools 
(grades 1-4); 922 basic schools (grades 1-9); and 3, 136 general schools (grades 1-11 ). 

The public education system has three main sources of revenue: (i) the state budget; (ii) student 
fees in specialized secondary and higher education institutions; and (iii) parental and community 
contributions. In the period of 1992-1995, the education budget as a share of GDP and as a 
share of the total state budget fell sharply due to declines in GDP and Government revenue. In 
2001, the education budget was 4.8 percent of GDP, compared to 2.7 percent of GDP in low
income countries and 3.8 for middle-income countries. In constant prices, however, public 
spending on education in 1998 was only about 34 percent of the 1992 level. 

Real salaries of teachers have been declining since 1992, and in spite of several recent 
increases, teachers' salaries still have not reached the desired level. It should be mentioned that 
in spite of the decrease in real salaries and decline in birth rate during 1992-98, the number of 
employees in the education sector accounted for 50 percent of employees of all budgetary 
sectors and 1 O percent of the total workforce in the country. The main factor influencing the 
increase in the number of teachers is small class size, which is one of the main problems of the 
school network. 

Legal and Political Framework 
The Constitution of independent Azerbaijan adopted in 1995 states the following about the right 
to education: "Each citizen has the right to education." in June 1999, the Azerbaijan Education 
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Reform Program was approved by Presidential decree. The State School Infrastructure 
Improvement Program (SSllP) was approved by a Presidential decree on February 17,2003. 
According to the Program, the Government plans to allocate about 269 billion manats during 
2003-2007 for construction of 149 new schools, rehabilitation of 408 schools, and expansion of 
175 schools (construction of 1,328 new classrooms). The State Program on Poverty Reduction 
and Economic Development (SPPRED) ensures that students of all grades gradually will be 
provided with free textbooks over the next three years. 

Policy Development and Education Sector Reforms 

In 1998, the Education Reform Commission was established by Presidential decree. By early 
1999, the Commission prepared an education strategy document. After it was agreed by relevant 
Government structures and reviewed by international consultants, the Education Reform 
Program was approved by a decree of the President of the Republic of Azerbaijan in June 1999. 
The reform strategy determined urgent (1999), short-term (2000-2003) and medium-term (2004 
and the following period) arrangements. The priorities of the Government's reform strategy are 
as follows: (i) improvement of general education quality, especially the introduction of innovations 
in curriculum and teaching/learning; (ii) mastering of modem learning methods by teachers, 
improvement of teacher training systems; (iii) improvement of efficiency in the use of resources; 
(iv) provision of equity and access to education; (v) expansion of decentralization measures and 
strengthening of accountability in planning and management systems; and (vi) rationalization of 
the school network. Development 

(PAD, pp. 21-28) 
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5. Demand for the project: demand analysis, marketing research and analysis, needs 
analysis, problem analysis, etc. 

a) National and regional level demand analysis 
• Basic determinants and indicators of the demand 
• Previous growth trends of demand 
• Information on current demand 
• Current capacity and history of capacity utilization 

b) Estimate of future national and regional demand 
a. Sectoral/regional economic growth scenarios (targets and strategies) and 

their relation to demand estimates 
• Growth potential of demand and its relation to demand estimate 
• Documentation of methods of estimation and studies 

The Program will address four main sectoral issues: (i) the need to improve the quality and 
relevance of general education; (ii) the need to enhance efficiency in and effectiveness of the use 
of resources in the general education sector; (iii) the need to reverse the deterioration of the 
coverage of general education enrollment; and (iv) the need to raise the capacity of the MOE, 
local education authorities and school principals to plan, manage, and monitor the education 
sector more efficiently, effectively and equitably, including strengthening its accountability to the 
key stakeholders. 

A) Quality and Relevance of General Education 
The Program will assist the Government in realigning curriculum objectives of general education 
through curriculum reform. In addition, the Program will assist the Government to prevent further 
deterioration of the quality of general education through a set of specific interventions such as: (i) 
teacher development through improvement in the delivery of in-service and pre-service teacher 
education; (ii) provision of reading materials for school libraries; (iii) provision of selective 
teaching and learning materials and equipment and school improvement in selected districts; and 
(iv) creating a school-based innovative grants program for demand-driven local school projects to 
upgrade schooling quality in selected districts. 

B) Efficiency in Resource Allocation and Use 
There is an urgent need to address several efficiency issues that undermine improvements in 
quality and equity in access to education. These indicators suggest some scope for cost savings 
through internal efficiency improvements in the financing of the se'ctor, e.g., low student-teacher 
ratios in general education ( 1 O: 1 compared with about the average of 15: 1 in OECD countries). 
There is a clear need to develop the capacity in the country to make better use of limited 
financial, physical and human resources, and strengthen the coordination between the Ministry of 
Education and the Ministry of Finance. The Program would address efficiency issues in general 
education through the following interventions: 

C) Equity in Access to Quality General Education. 
The Program will address equity in access to general education through both supply and demand 
side interventions. On the supply side, the Program will finance the following specific 
interventions: (i) curriculum reform in general education; (ii) teacher development; (iii) the 
provision of basic learning materials and equipment, including reading materials for school 
libraries for all general schools to improve the quality of general schools and reduce variation in 
access to quality schooling, especially in the three rural and impoverished districts; and (iv) 
school improvement through selected school rehabilitation and refurbishment in the three 
selected districts. In addition, the Program will improve data collection and policy analysis under 
the management and policy development effort so that equities in access to education and 
learning materials and learning outcomes can be better monitored and analyzed. On the demand 
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side, attention will focus on "poverty focused school grants" to address specific demand side 
factors, as determined by local communities and school districts, affecting poor students' access 
to quality general education. 

D) Management, Planning and Monitoring Capacity. 
The Education Reform Project (LIL) under implementation clearly provided evidence of the lack 
of institutional and human capacity to manage the education system effectively at various levels. 
The Program does not attempt to undertake a comprehensive systemic reform, but rather to 
build capacity in the Ministry of Education, the Institute on Education Problems, and the local 
departments of education to gradually implement managerial and administrative changes through 
training in education planning and management. This capacity building will be complemented 
through: (i) a strengthened education management information system (EMIS) that will be 
supported by the Program; (ii) the establishment of a learning assessment system; and (iii) the 
establishment of policy analysis and planning capacity in the MOE. 
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6. Production/delivery of goods and/or services: 
a) Program of production of goods and/or services 
b) Program of marketing/delivery of goods and/or services 

The Program comprises a broad spectrum of activities/services which promote the objectives of 
improved educational quality, equity in access to education, and the efficient use of available 
resources in the education sector. The Program consists of the following components, each of 
which includes several subcomponents and/or activities: (i) quality and relevance of general 
education; (ii) efficiency and finance reforms; (iii) equity and access; and (iv) management, 
planning and monitoring capacity development. 

Component 1 - Quality and Relevance of General Education 

The objective of this component is to enhance the quality and relevance of general education 
through the following specific interventions: (i) curriculum reform for grades 1-1 1; (ii) development 
and enhancement of teacher capabilities through upgrading of teaching skills and knowledge in 
the new curricula and the use of new teaching methodologies (e.g., interactive teaching 
methods); and (iii) provision of reading materials for school libraries. The Program will also 
improve educational quality in the pilot districts (in conjunction with Component 2) through school 
rehabilitation and refurbishment. 

Subcomponent I: Curriculum Development. This subcomponent would support the 
Government's efforts to strengthen the curriculum development capacity in the Institute for 
Education Problems (IEP), design and adopt the National Curriculum Framework and prepare 
and implement new national standards and syllabi for grades 1-1 1 to improve the quality and 
relevance of general education to meet the needs of the emerging market economy and the 
social and political environment. This subcomponent would finance the provision of technical 
assistance, training, and goods (e.g., resource materials and equipment for the Department of 
Curriculum Development and curriculum printing). 

Subcomponent 2: Teacher Development. The Project seeks to establish strong links between 
education reforms and teacher professional development through both initial teacher preparation 
and in-service training. This also requires the reform of pre-service and in-service teacher 
education programs based on the curricular reform in general education. The curricular reform 
envisioned under the Education Reform Program requires significant changes in teachers' 
knowledge and skills. The quality of teaching will depend on: (i) how well teachers are prepared 
to implement the new curricula and use the new teaching materials and (ii) exposure of teachers 
to alternative teaching and learning approaches, especially those focusing on student-centered 
and active learning methodologies. 

This subcomponent would assist the MOE in two main areas: (a) continued development of 
in-service teacher training, including the mass-training of about 9,000 teachers (or 25 percent of 
the present primary education teachers); and (b) initial reforms for pre-service teacher education. 
The Program seeks to improve the standards of all training and the qualifications of all teacher 
education staff, including revitalizing the concept of the "professional practitioner" in teacher 
education among teachers in the schools, and its acceptance by the community. Phase 1 of the 
Program will finance the provision of technical assistance, training, and goods to strengthen the 
existing teacher training institutes (i.e., Azerbaijan Teachers Institutes and its 1 O affiliates, Baku 
City Teacher Training Institute, Genje Teacher Training Institute, and Nakchevan Teacher 
Training Institute). This subcomponent would also finance the rehabilitation and refurbishment of 
the four selected teacher training institutes. 

Subcomponent 3: Textbooks and Reading Materials. The main objectives of the textbook and 
reading materials subcomponent are to (i) stimulate reading habits of grades 1-1 1 students and 
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provide extra-curricular and co-curricular reading materials (including reference materials) to 
facilitate independent learning opportunities through the provision of school library reading 
materials; and (ii) assist the Government in the development of textbook policy and concept. The 
first phase of the Program would finance (i) the provision of reading materials in Azeri Latin 
script, which are currently available in the market; (ii) extra-curricular and co-curricular reading 
materials which need to be converted from Cyrillic to Latin script; and (iii) the development and 
provision of new reading and reference materials for school libraries. All general schools in the 
country will be provided a set of reading materials under the Project. 

The second objective of the subcomponent is to assist the Government in the development of 
textbook policy and concept. The Project will assist the Government in the development of an 
efficient and effective system of publishing, printing, and distribution of reading materials through 
the provision of technical assistance and training. Resources will be allocated to: (i) improve the 
content and standards of textbooks through the provision of technical assistance and training; 
and (ii) strengthen the capacity of the Textbook Department and the Textbook Approval Board to 
carry out their mandates 

Component 2 - Efficiency and Finance Reforms. 
Phase 1 of the APC will support the design and implementation of reforms in the financing of 
education, rationalization and school improvement in the three pilot districts. 

Subcomponent 1: Financing and Budgeting Reforms. This subcomponent will assist the MOE to 
institute reforms in financing and budgeting (e.g., new funding formula and resource allocation 
mechanism; the implementation of a system of school accountability) so as to gain efficiencies in 
the use offinancial, human, and physical resources in the education sector. One part of the 
reform effort will focus on the design and implementation of a new budgeting and financial 
management system, which will focus on attention and resources on achieving key education 
outcomes, to replace the current norm-based budgeting system. Under the new system, 
responsibility for the allocation of funds to specific items of expenditures will be delegated to 
district administrations and eventually to local schools. Development work and field testing will be 
accomplished in the three pilot districts. The main activities to be financed under the Project 
include technical assistance, training and study visits for key policy makers (including MOF and 
MOE staff and district education officials), hardware and software, and office equipment and 
materials for the three selected districts. 

Subcomponent 2: Rationalization and School Improvement. This subcomponent addresses the 
following key sectoral issues: (i) an inefficient schools network, especially in rural districts; (ii) 
outdated human resources policies and practices including inappropriate distribution and 
utilization of teachers; (iii) considerable deterioration and inadequacy of existing school buildings, 
school furniture, equipment and teaching aids in the schools; and (iv) ineffective design and 
educational standards for constructing and rehabilitating school facilities. This subcomponent will 
assist the MOE to experiment an approach in three Rayons (districts) (namely, Ali Bayramli, 
lsmayilli, and Ujar) to: (a) develop plans and rationalize the schools network in order to gain 
efficiencies in school management and operations; (b) develop appropriate and cost-effective 
standards for school buildings; and (c) rehabilitate and provide furniture, basic equipment and 
teaching aids to selected schools. It is expected that this experience will set the model for future 
school infrastructure programs. Each Rayon (district) will develop an overall network 
rationalization plan and, in consultation with the MOE, adopt and implement this plan during an 
agreed period. Rationalization and improvement aill proceed on three levels: 
policy/administrative, human resources, and physical infrastructure, as guided by needs 
assessments and social assessments that will be conducted in each district. 

Component 3 - Upgrading Schooling Quality in Less Advantaged Rayons: School Grant 
Program. The proposed School Grant Program (SGP) aims to supplement the limited resources 
of specific schools in the three pilot districts to ensure that the poor are not discriminated from 
benefiting from quality education. The proposals will be evaluated on the following criteria, 
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namely: (i) poverty criteria and (ii) the proposed school-based program to improve the quality of 
learning in the school. Each proposal must be completely implemented in one year. 

The school grant funds can be used to provide (i) additional training other than that provided by 
the regular teacher in-service training, including participation in seminars, workshops, 
conferences; (ii) additional learning and teaching materials for the classrooms and library that are 
not standard provisions; (iii) limited rehabilitation of the physical infrastructure of the school to 
ensure a conducive learning environment, including furniture and fixtures for special innovative 
classes or courses; (iv) school supplies to students and classrooms for the innovative classes or 
course; and (v) transport resources to ensure access to schools among the poor. 

Component 4 - Management, Planning and Monitoring Capacity. 
This component would focus on strengthening the management and planning capacity in the 
MOE to use available resources more effectively and efficiently. The proposed Program would 
finance: (i) the design and implementation of a national student assessment system; (ii) the 
design and establishment of an effective education management information system (EMIS) at 
the MOE and selected districts; and (iii) the development of management and planning capacity 
in the MOE and pilot districts. This will be done through several interventions through the 
following subcomponents: 

Subcomponent I: Establishment of a new System of Student Assessment The Program will 
support the establishment of a new system of student assessment million). in general 
education, which will assist the MOE in developing a reliable, diagnostic and informative 
assessment system of student progress during their years of schooling. Under Phase 1, the 
National Center for Student Assessment (NCSA) will be established in the MOE to carry out both 
a school-based assessment and the development and implementation of a national sample
based student assessment. 

Subcomponent 2: Establishment of Education Management Information System (EMIS). The 
program assist the MOE to design, test, and install and operate an EMIS in the MOE, the pilot 
districts and institutions integral to the implementation of education reforms (e.g., IEP). 

Subcomponent 3: Management and Planning. Under this subcomponent, the following activities 
will be supported: (i) management review and performance audits of the MOE and the IEP, with 
an emphasis on distribution of responsibilities; (ii) competency-based management training for a 
selected group of education managers at the MOE, district and school levels; and (iii) the 
establishment of a Policy Analysis and Planning Unit in the MOE. In addition, limited support will 
be provided for the development of the Center for Applied Research (CAR) in the Institute for 
Education Problems (to be established under the restructured IEP to accommodate applied 
education research). 

Component 5 - Project Coordination and Monitoring 
This component would support the strengthening of coordination and monitoring mechanisms 
under the project. The component would finance: (a) consulting services (mentors/specialists in 
project management, procurement, financial management, audit services, monitoring and 
evaluation); (b) training of PCU and component key staff in general operational aspects 
(scheduling, resource programming, Bank procurement/disbursement practices (c) provision of 
office equipment and furniture, software supervision/site visits and (d) incremental operating 
costs. and requirements, reporting procedures, etc.); 
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7. Project setting/location: 
a) Geographic/physical characteristics (geography, climate, soil and topography, 
water, plants, other natural resources) 
b) Economic and physical infrastructure (access to raw materials and markets, 
transportation, communication, water-energy access, other ancillary support) 
c) Social infrastructure (population, settlements, income distribution, social 
services, cultural services, etc.) 
d) Institutional infrastructure 
e) Ecological/environmental pre-evaluation 
f) Alternatives to location and to financing of the setting 

Considering the proposed reforms in the areas of education improvement and efficiency and 
finance, it was agreed that the following criteria would also be used to select pilot districts in the 
program: number of schools; number of school students; average school size; students/teachers 
ratio; percentage of students attending 2nd and 3rd shifts; and higher education admission rates 
(as a proxy for general education quality). In addition, experience of social reforms in different 
sectors in Azerbaijan indicates that one of the most important predictors of successful project 
implementation is the readiness and willingness of local sector authorities in the districts to 
undergo changes, and the level of support for reforms by local executive power. Therefore, 
commitment to reforms or "reform-mindedness" of local education administration and local 
executives were also considered in the selection process. 

lsmayilli (Rural mountainous district). Student per teacher ratio in this district is one of the lowest 
in the country. This provides space for efficiency improvement and rationalization measures to be 
taken in the pilot phase. Low level of contractual construction (AZM 11,970 per capita vs. AZM 
219,588 per capita country average) and fee for services (AZM 27,829 per capita vs. AZM 
217,268 per capita in Azerbaijan overall) indirectly indicate higher than average district poverty, 
when compared to the country level of poverty. "Reform-mindedness" of both district education 
administration and executive power was assessed as excellent by task force that knows both 
leaders. 

Ujar (Rural district in the plains area). Student per teacher ratio in this district is close to the 
country average. This provides some opportunities to exercise efficiency improvement and 
rationalization measures. Low level of contractual construction (AZM 10,415 per capita vs. AZM 
219,588 per capita country average) and fee for services (AZM 23,050 per capita vs. AZM 2 
17,268 per capita in Azerbaijan overall) indirectly indicate higher than average district poverty, 
when compared to the country level of poverty. "Reform-mindedness" of both district education 
administration and executive power was assessed as excellent by task force that knows both 
leaders. 

Ali-Bayramli (City). Low number of schools (15 only), high average number of students per 
school (919 vs. country average at 366) and close to national average student per teacher ratio 
set certain challenges for rationalization and efficiency improvement efforts under forthcoming 
Project. Poverty level in this city as derived from level of fee for services and contractual 
construction appears to be close to country average level. "Reform-mindedness" of both district 
education administration and executive power was assessed as excellent by task force that 
knows both leaders. 
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8. Technical analysis and plans: 
a) Project technology choice and capacity analysis 
b) Alternative technology/methodology analysis and choice 
c) Environmental impact of the chosen technology and costs of environmental 

protection 
d) Technical design (preparing the land, construction, main and ancillary 

equipment/machinery, maintenance considerations, time frame) 
e) Investment costs (land, construction, equipment/machinery) 

The Efficiency and Finance Reforms Component. In terms of financing and budgeting reforms, there 
have been considerable discussions between the MOE and the MOF, with assistance of an 
international education economist financed under the PHRD Grant. It was agreed that the project 
would support the design, implementation and evaluation of a new budgeting mechanism (with 
particular focus on a capitation-based formula) in the three districts, before extending the system 
geographically. 

With respect to rationalization and school improvement, the Bank has limited experience with school 
rehabilitation in Azerbaijan under the Education LIL and the Pilot Reconstruction Project. The reforms 
associated with this component are generally within the capacity of the MOE and local education 
authorities. The Bank would support the preparation of standards for school buildings and furniture, 
which will promote not only some flexibility and efficiency in the design, construction, and 
rehabilitation of school buildings, but also standards for education, safety, and health since most 
schools appear to lack such standards. The reforms associated with rationalization will be carried out 
based on the preparation of district rationalization plans during the first year of the project, assisted by 
both national and international consultants. 

With respect to rationalization, available data indicate that Azerbaijan has one of the lowest student
teacher ratios in the world (10.1 to 1) in general education, covering primary and secondary general 
education. The existence of large numbers of very small schools reflects not only the dispersion of the 
rural population in villages but also the geography of rural Azerbaijan and the present level of 
development of roads and public transportation. Consolidating small rural schools in order to increase 
average class size and improve the utilization of teaching staff and teaching facilities is a practical 
option for only a small number of schools. The high cost of student transportation renders 
consolidation uneconomic for most rural schools. There are also a number of very large schools which 
are maintained in full operation, notwithstanding very low actual enrolments. Moreover, the relative 
costs of teachers and buses imply that more intensive employment of teachers will be less costly than 
busing students in many instances. Based on this review, the most promising option for improving the 
cost-effectiveness of expenditures on education in rural areas would be to implement a serious 
program of multigrade teaching in which students of different grade levels would be taught the same 
subject content simultaneously. 

The Management, Planning, and Monitoring Capacity Component. At present, the MOE has no 
technical capacity to carry out national student assessments even though a small assessment unit 
was established in the Institute for Education Problems. Under Phase 1, the strategy is to build some 
institutional capacity through the establishment of the National Center for Student Assessment, 
directly reporting to the Minister of Education. It is expected that the State Student Admission 
Commission can provide some technical support to the MOE to build assessment capacity in the 
Center to carry out national-sample based assessments in grades 4 and 9 during Phase 1. At present, 
the MOE has no EMIS capacity at the national, local or school levels. The design of the EMIS 
subcomponent is appropriate to the needs of the MOE. While the Borrower considered a nationwide 
EMIS under the First Phase of the APL, it was agreed that the strategy would be to support the 
establishment of some institutional and technical capacity in the MOE and the pilot districts (i.e., 
Departments of Education), and then add new applications and extend the system gradually to other 
districts to establish an integrated EMIS in the Second and Third Phases. The investment costs are 
reasonable, and likely to decrease after the establishment of the EMIS capacity in the MOE. 
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9. Project inputs: primary and intermediate inputs, input costs 

The major input to the project is 18 million USD loan to the Government of Azerbaijan 
from WB. The rest of the resources for the project are provided by the government and 
the Soros Foundation. 

Financing Plan (US$m): source Local Foreign Total 
BORROWER 2.35 0.45 2.80 
IDA 11.66 6.34 18.00 
US: SOROS FOUNDATION 0.09 0.JO 0.18 
Total: 14.09 ti.89 :W.99 
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10. Organizational structure, management and human resources: organizational 
structure; production/delivery management; general expenditures; personnel 
requirements and estimated costs 

Program coordination. Under the Program, a Project Steering Council (PSC) will be established to 
coordinate the implementation of the Program. The Council will be composed of representatives 
from the Ministry of Education, other Ministries (e.g., Ministry of Finance and the Ministry of 
Economic Development), agencies (e.g., a representative of the State Student Admission 
Commission), higher education institutions and non-governmental organizations. The Steering 
Council will be headed by one of the Deputy Ministers of Education. The Project Coordination 
Unit (PCU) will act as a secretariat to the Steering Council. 

Project Coordination Unit (PCU). The MOE has committed to the establishment of the Project 
Coordination Unit (PCU), which will be responsible for coordination and implementation of the 
Government's education reform, including the implementation of the ERP. The PCU will also 
have the basic capacity to provide support in procurement, financial management, and project 
monitoring and evaluation. The PCU will be under the direct responsibility of the Deputy Minister 
for Program Coordinator. The PCU will be comprised of the following staff: (i) a Director; (ii) a 
Deputy Director; (iii) a procurement officer; (iv) procurement assistant/construction engineer; (v) 
a financial management specialist; (v) a financial assistant; (vi) translators/interpreters (2); and 
(vii) a monitoring and evaluation specialist. The PCU will be provided adequate office space in 
the MOE Building. 

Pilot district coordination. Three districts: Ali Bayramli, lsmayilli and Ujar, have been selected to be 
the focus of various pilot activities under the ERP. The pilot activities planned for the districts 
include the following: (i) improvement of libraries and provision of library materials; (ii) installation 
of computer laboratories into selected schools and implementation of a pilot ICT program; (iii) 
development and initial implementation of financing and budgeting reforms (Component 2); (iv) 
development and initial implementation of district rationalization plans; (v) rehabilitation and 
refurbishment of selected schools; and provision of basic furniture, equipment and teaching aids 
to the rehabilitated schools; (vi) implementation of the School Grant Program (Component 3); 
and (vii) development and implementation of training programs in management and 
administration. As part of the coordination and implementation of the ERP, a small district 
coordination unit will be established in each pilot district in the Department of Education. A district 
rationalization coordinator will be hired under the Project in each pilot district, who will be working 
closely with the Department of Education, the PCU and the National Coordinator. 

The management expenditures of the project add up to 4.2 million USO. 

Technical assistance and human Cost (million USO) 
resources 
International Consultants 2,58 
National Consultants 1.5 
Staff 0.12 
Total 4.2 
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11. Project's management and implementation program: 
a) Project implementing organizations and technical capacities 
b) Project organization's management approach 
c) Project implementation program 

The institutional assessment process provided several key results for the MOE, that have 
implications for the overall implementation of the Program, as follows: 

The Soviet-era education system in Azerbaijan was highly centralized and prohibited the 
establishment of schooling that was more attuned to the needs of the Azerbaijan society; 
much of the centralized management and administration remains; 

While examples of various reform initiatives are evident, the overall structure of education 
management has not been subjected to reform and the several school-based reform 
initiatives are not systematic or broadly encompassing of reformed management 
functions. The current organizational structure of the MOE lacks some core units (e.g., 
Statistics, Information Technology, Planning and Policy Analysis, Human Resource 
Planning, Student Assessment) and resources to carry out its core functions more 
effectively and efficiently; and 

Most MOE staff have not been trained in education management, leadership, and 
planning techniques, and lack incentives due to low salaries and limited professional 
development opportunities. 

Executing agencies: 
The MOF is designated as the official representative of the Borrower. The MOE is responsible for 
the Executive Agency on behalf of the GOAZ. The MOE will implement project activities through 
its line units/departments. 

Project management: 
The Ministry of Education, led by the Minister of Education, will be responsible for all strategic 
and policy related decisions. A Project Coordination Unit (PCU) will provide support in areas of 
procurement, financial management, and project monitoring and evaluation. The management 
responsibilities for each component and subcomponent will be assigned to MOE managers of the 
relevant department or unit within the Ministry of Education. 

The implementation is not ready at this stage. It will be developed upon the conclusion of the 
loan agreement between GOAZ and WB. 
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12. Operational revenues and expenditures: 
a) Pricing of products and/or services 
b) Capacity utilization estimates 
c) Estimate of revenues and expenditures 

Operational costs of the project are forecasted at 0.45 million USO. The project mainly aims 
to develop the management, planning and monitoring capacity of the government at all 
levels of the education sector. The project will support establishments of three new 
departments (Strategic Planning and Evaluation, Student Assessment and Evaluation and 
MIS) within the MOE. It is estimated that these new departments will increase the 
operational budget of the education sector by 200,000 USO annually given that they work at 
their full capacity. 

Operational Expenditures of the Project Million USO 
Staff 0.12 
Additional operational costs 0.32 
Total 0.45 
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13. Total investment and its annual profile: 
a) Total investment 

• Land 
a. Fixed costs (project studies, licenses/patents, land amelioration, 

construction preparation, construction, environmental protection, road 
access, equipment and machinery, transport, insurance, customs, 
assembly, vehicles, start-up, unexpected cost allowances) 

• Interest costs 
• Operational costs 

b) Annual profile 

Total investment of the project is estimated to add up to 18.36 million USD. Current 
expenditures will amount to 450 thousand USD. 

% 
lUS$ Miiiion} Foreign 

Project Cost by Expenditure Category local Foreign Total Exchanae 

I. lnvastmont Costs 
A. woncs ~.76 ~.16 

B. Vehicles 0.11 0.11 100 
c. Goods 

1. Library Book" and Other Publication" /a 1.78 1.66 3.44 48 
2. Furniture & Flxn.-e 0.98 0.00 0.98 
3. Computers and Educational Equipment 0.97 0.97 100 

Subtotal Goods 2.76 2.63 ~.39 49 
D. Technlc:al Assistance 

1. consulting servlc;es 
a. Foreign Spedallsts 0.03 ?..56 2.58 99 
D. Local Specialists 1.50 1.50 

Subtotal Consulting Services 1.52 ?.56 4.08 63 
2. Training & Fellowships 

a. Foreign Trelnlno O.AO O.AO 100 
b. Local Trdlnlng 1.00 1.00 

Subtotal Tralnino & Fellowships 1.00 0.80 1.80 45 
3. Studle:s 0.16 0.2.0 0.36 55 

Subtotal Technical Assl~tance 2.68 3.56 6.24 57 
E. School Grant f'adllly 0.70 0.75 
F. CECO.PISA Membership 0.12 0.12 100 

Total lnvuatment Coat.a 11.95 G.42 18.3G :JS 
II. Recurrent Costs 

A Incremental Staff Fooa 0.12 0.12 

B. Incremental Operating Expenditures 0.25 0.08 0.32 24 
C. Repair & Maintenance 0.00 0.00 0.01 50 

Total Recurrent Costs 0.37 0.08 0.45 18 
Total BASELINE COSTS 12.32 6.50 18.82 35 

Physical Contingencies 1.06 0.15 1.21 12 
Price Contingencies 0.71 0.25 0.96 26 

Total PROJECT COSTS 14.09 6.89 20.99 33 

BEST AVAILABLE COPY 
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14. Financing of the project: 
a) Managing and operating organization's financial structure 
b) Financing structure of the project 
c) Sources and conditions of financing 
d) Costs of financing 
e) Financing plan 

Project's financial management will be carried out by finance experts of the PCU. The budget of the 
project will be comprised of 18 million USO WB loan, 2.8 million USO contribution of GOAZ and 180 
thousand USO contribution of the OSI-Azerbaijan. The WB loan will be provided at 0. 75% for 35 years 
with 10 years of grace period. 
Expenditures of the project by components 

' Local Foreign ·Total 
Project Cost By Compone~~ --···--·-·---·--··· us $million ··· US.$million . , US $million· -·--.. -·---· ... -........... ~ ... ·,, 

A. Quality & Relevance of General Education 0.48 0.64 1.12 
1. Curriculum Development 
2. Teacher Development l.J7 0.97 2.34 
3. Textbooks & Reading Materials 1.S 1 1.57 3.08 
B. Efficiency & finance Refonns 0.08 0.35 0.43 
J. Financing & Budgeting Reforms 
2. Rationalization & School Improvement 6.48 0.55 7.03 
C. Upgrading Schooling Quality in Less Advantaged Rayons: 0.80 0.06 0.86 
School Grant Program 
D. Management, Plnnning & Monitoring Capacity 0.49 0.55 1.04 
Development 
1. Establishment of a System of Student Assessment & 
Evaluation 
2. Establishment of Education Management Infonnation 0.12 0.54 0.66 
System 
3. Management & Policy Development 0.03 0.47 0.50 
E. Project Coor(tinAtion and Monitoring 0.96 0.80 1.76 
Total Baseline Cost 12.32 6.50 18.82 

Physical Contingencies 1.06 0.15 1.21 
Price Contingencies 0.71 0.25 0.96 

Total Project Costs 
1 14.09 6.90 20.99 

Total Financing Required 14.09 6.90 20.99 

Financial Plan of the Project 
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-,;,; ••4' , ,<. 

I Year1 
Total Financing RAqulred 

Project Coats 
lnvosbnont Costs 3.1 
Recurrent Costs 0.1 

Total Project Costs 3.2 
Total Financing 3.2 

financing 
JBRD/IDA 1.4 
Govomment 0.4 

Central 0.0 
Provlm:lal 0.0 

Co-flnanclersOS I-AZ 0.0 
UMr Fees/Benenclarles 0.0 
Othor 0.0 
Tot~I Projoct _Fin_~ncfng 1.8 

I 

Yours Ending 
FY 2004-FY 2007 

(In USS Mllllons) 

. ~ .. . ,'•,, ......... ~ .. 

Year2 I Year3 

5.7 8.4 
0.1 0.1 
S.8 8.S 
5.8 8.5 

4.4 6.4 
0.8 1.2 
0.0 0.0 
0.0 0.0 
0.1 0.1 
o.o 0.0 
0.0 0.0 
S.3 7.7 
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I Year4 l Year~ l Year8 I Year7 

3.2 0.0 0.0 0.0 
0.1 0.0 0.0 0.0 
lJ 0.0 0.0 0.0 
3.3 0.0 0.0 0.0 

5.9 0.0 0.0 0.0 
0.4 0.0 0.0 0.0 
0.0 0.0 0.0 0.0 
0.0 0.0 OJ) O.Cl 

0.0 0.0 0.0 0.0 
0.0 0.0 0.0 0.0 
0.0 0.0 0.0 0.0 
6.3 0.0 0.0 0.0 
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15. Project analysis: 
a) Financial analysis 

• Financial framework and liquidity analysis 
• Discounted cash flow analysis 
• Financial cost-benefit analysis 
• Impact on state budget 

The activities being financed under this Program are intended to bring the commitment of 
resources to education in Azerbaijan in line with international best practice, and to improve the 
quality and relevance of learning. The transition to a more efficient expenditure path will require 
investments in the design of activities, the training of staff and the production of materials. The 
purpose of the Credit is to finance these expenditures. The criteria being used to design 
interventions and to select investments ensure that the expenditures reduce the present value of 
future costs. The projected growth of the Azeri economy and of public revenues is expected to 
result in substantial increases in the absolute level of spending for education. The increase in 
national output is expected to be accompanied by corresponding increases in wages and 
salaries. Because teachers' salaries have been severely compressed during the post-Soviet 
period, they are expected to rise more rapidly than the general wage level. However, prudent 
financial management dictates that the allocation of real resources to education should not be 
expected to increase as rapidly as national output. 

Fiscal Impact: Although Azerbaijan's public spending on education is lower than the OECD 
average (in terms of the share of GDP), this Program is designed to increase the effectiveness of 
public expenditures on education and not to increase real resource use by the sector. It facilitates 
the introduction of a more effective and efficient methods of instruction, raise educational 
standards, particularly for skills, and improve the allocation of inputs within schools. 

The projected double-digit growth of the economy over the next twenty years is expected to 
result in corresponding increases in expenditures for education. However, as noted earlier, most 
of the increase in the education budget will have to be allocated to salaries and wages in order to 
restore the incomes of staff to competitive levels. The increase in funding will also permit modest 
improvements in the provision of teaching materials and more responsible maintenance of 
buildings, equipment and furniture. 

The Program does not expect to generate additional expenditures because the investment will be 
targeted at the general education level only. Fiscal sustainability arises as an issue for only two 
components: (i) Quality and Relevance of General Education; and (ii) Management, Planning, 
and Monitoring Capacity. The First Phase of the ERP will finance the development, print and 
distribution of reading materials (including reference materials) to support the development and 
provision of reading materials for all school libraries. The main purposes of this subcomponent 
are to stimulate reading habits, encourage independent thinking and research skills, and provide 
support for extra-curricular and co-curricular subjects through the provision of reading materials. 
The Government will continue its current textbook policy of free of charge books to students in 
grades 1-4, and plans to extend this policy to students through grade 11, during the period of 
2003-2005. The estimated costs of the provision of textbooks for all students will be about US$20 
million, which will be financed by the Government. 

The First Phase of the ERP will support the Government's efforts for the development of 
management, planning and monitoring capacity at the central and local levels. In this regard, the 
ERP would support the establishment of several new units (i.e., Policy Analysis Unit and 
Planning (PAPU}, the National Center for Student Assessment (NCSA}, and Education 
Management Information Systems Unit (EMISU) or the employment of a group of technical staff 
for the newly established units. The incremental recurrent costs of fully functioning PAPU, NCSA, 
EMISU are estimated to average about US$200,000 per year (or less than 0.1 percent of the 
recurrent expenditures of the MOE in 2002). This figure includes staff, maintenance, and 
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administration for all national assessment in grades 4 and 9. The PAPU, NCSA and EMISU are 
expected to be fully functioning after the completion of the First Phase of the ERP. The 
Department of Curriculum Development will also be established in the Institute for Education 
Problems, which will be re-organized on the basis of a management review to be financed under 
the ERP. The financing of this new unit will not increase recurrent expenditures since new staff 
positions will not be required. 

The efficiency and financing component has two main subcomponents. The first is to increase 
efficiency and accountability in resource allocation and use at local levels. The objectives of the 
second subcomponent are to (i) rationalize both physical facilities and teaching staff where it is 
feasible; and (ii) improve conditions of a selected number of schools in the three pilot districts 
through rehabilitation and refurbishment based on a district rationalization plan. The net fiscal 
effects of rationalization and are not yet clear, but it is expected that some cost savings will be 
achieved in the long run. In particular, school improvement and refurbishment will reduce the 
accumulated deferred deficit as well as maintenance costs of the rehabilitated schools. The fiscal 
implications of the proposed investment and the recurrent expenditures will be closely scrutinized 
to ensure sustainability of the proposed investment. 

b) Economic analysis 
• Economic costs 
• Economic benefits 
• Economic cost-benefit analysis 
• Cost effectiveness analysis 
• Other economic impacts (value added, etc) 

The rationale for public sector intervention in the education sector arises from three forms of 
market failure. First, education is a merit good. All young people must acquire basic skills in 
education in order to become productive workers and citizens as adults. Young children and their 
parents cannot be expected, in all cases, to chose the optimal amount and quality of education 
that is best for the children. Therefore, the state has a responsibility for mandating that all 
citizens obtain a minimum level of education. Second, the credit market for education is 
incomplete. Investments in education cannot be collateralized because the person (the debtor) 
and the education cannot be separated from one another Therefore, lenders cannot ensure the 
recovery of loans. State intervention in the financing of education is the most efficient mechanism 
for making certain that sufficient amounts are invested. Third, the benefits from education accrue 
to the community as well as the individual student. If the allocation of resources to education 
were determined by rational individual choice, these external benefits would not play a significant 
role in defining the optimal level and allocation of investments in the sector. Under-spending on 
education would occur without the intervention of governments. 

The purpose of the Program is to support the implementation of a national education reform 
program by further elaborating and testing alternative reform initiatives. The components 
included in the First Phase of the Program were selected on the basis of their perceived 
importance to the larger objective of ensuring that Azeri children are provided with an education 
that equips them to contribute effectively to the growth of the economy, to participate fully in the 
development of the political system and to live as full and responsible human beings. The design 
of the Program has been organized around four major objectives: (a) improving the quality and 
relevance of general education; (b) increasing the efficiency of the education process; (c) 
increasing equity in access to general education; and (d) strengthening the capacity of public 
sector institutions to formulate education policy and to manage the provision of education 
services. The Program will finance five components of the Education Reform 
Program: 

The first component of this Program seeks to increase the quality and relevance of general 
education in Azerbaijan. It confronts the need to (a) reform the contents, sequencing and pacing 
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of curricular contents; (b) modify instructional methods in order to more effectively develop 
cognitive skills; and (c) supply reading materials for school libraries that stimulate reading habits 
and encourage independent study opportunities. This component responds to the need for 
government to anticipate the skills required for citizens to function adequately in the economic, 
political and social life of the country. The budget for reform of the curriculum is approximately 
US$1.21 million. If the products of the reforms were to remain in place for only a decade, they 
would cost less than US$0.07 per student year of education. The incremental benefits of 
reforms that ensure the development of higher order cognitive skills and the mastery of a more 
relevant body of knowledge are clearly many times more valuable. 

The first component of the Program also supports in-service teacher training and initial reforms in 
pre-service teacher education. These training activities aim at ensuring that teachers have 
fastered a body of related curriculum content that will ensure that they can be employed fully, 
even by small schools; have acquired a broad range of teaching strategies and methods, and 
have developed skills in adapting content and methods to the learning needs of particular 
students. The Program will support the Government in devising and implementing a strategy for 
improving the training of teachers. It will also finance the provision of training materials and the 
implementation of a quality assurance program for teacher education. This subcomponent is 
estimated to cost US$2.57 million. The subcomponent would make it possible to use teachers 
more intensively by preparing them for effective multi-subject teaching or teaching of a second or 
third subject. The cost of the subcomponent would be recovered in ten years If it were to lead to 
a 2.5 percent reduction in the number of teachers employed. Analyses of detailed data for 
lsmayilli district suggest that fully implementing multi-subject teaching and training teachers in 
two or more subjects would bring down the number of teachers required by more than 300 
persons or about 17 percent of the total number of teachers employed. A third subcomponent of 
the quality improvement component would provide US$3.27 million in order to provide basic 
reading materials in Latin Script Azeri Language for all school libraries to stimulate reading 
habits, support independent learning opportunities, and support extra- and co-curricular 
programs. 

The second component of the Project is intended to improve the financing and management of 
schools. The first subcomponent will introduce a budgeting system in which funds are provided to 
schools based on the number of students enrolled in each school. Additional funds will be 
provided to the Ministry of Education and the district education departments to finance system
wide functions, including policy analysis, research and administration. The new budgeting system 
will permit school-level management of resources by allowing schools to allocate funds to priority 
expenditures and to carry over funds from one year to the next. The implementation of school 
level management of resources will be accompanied by the development of improved 
accountability for both funds and school performance. These activities will ensure both more 
effective management of resources devoted to recurrent expenditures and greater 
responsiveness to local needs and preferences. The cost of implementing these reforms in the 
three pilot districts is estimated to be US$0.45 million or approximately US$3, 100 per school. 
These costs include the introduction of new systems of accounting and performance 
management and training in their use. The second subcomponent of the Efficiency and Finance 
Component will address inefficiencies rooted in past capital expenditures. It will provide funds 
for the consolidation and renovation of schools and the rationalization of staffing. These funds 
will be allocated on the basis of economic criteria: investments should reduce the present value 
of the total costs of providing education to a group of students over a planning horizon of 15 
years. In order to minimize the cost of technical studies, a three-stage procedure has been 
devised in which school directors will submit formatted reports on the condition, adequacy and 
prospective enrollment for each school. These data will be used to identify schools for detailed 
assessment by engineers, architects and planners. Detailed plans for the repair, renovation and 
expansion of schools will be prepared for schools that appear to be the most promising 
candidates for funding. This approach will ensure transparency and efficiency in the allocation of 
investment resources. The estimated cost of rationalization and school improvement activities is 
estimated to be around US$S.42 million. 
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The third component will improve access to education among the economically disadvantaged 
through the provision of school grants to schools, especially for poor students for whom the 
private costs of school attendance are unaffordable. The Program will finance school grants in 
three districts to upgrade schooling quality based on school-based projects in the three pilot 
districts, and will monitor their costs and effects to allow the refinement of criteria for the 
distribution and administration of grants. The cost of the school grant program is estimated to be 
around US$0.87 million. 

The fourth component of the Program will support improvements in the governance and 
management of the sector. It will finance (a) the creation of an Education Management 
Information System; (b) the implementation of a national student assessment and evaluation 
program; (c) the development of capacity in policy analysis and management in the national and 
regional government institutions. These three activities are expected to cost about US$2.33 
million. They will facilitate the introduction of modern methods of policy analysis and program 
management into the education sector. 

The fifth component of the Program will support the management of the Program, including 
procurement, monitoring and evaluation, and financial management. The component is expected 
to cost US$ 1.87 million. 

c) Social analysis 
• Social cost-benefit analysis 
• Socio-cultural analysis (participation, gender, governance) 
• Other social impacts 

The deterioration of the physical infrastructure, the low salaries of teachers which forces many to 
look for alternative income, the non-affordability of education for the poor due to direct cost, both 
formal and informal as well as opportunity cost, have created serious problems of access to 
education for a certain group of population, mainly the poor. In addition, inequalities in the quality 
of education available to different population groups exacerbated the situation. Decrease in the 
quality of education, which is more pronounced in rural areas and poor urban communities, is 
due to a number of reasons, including: non-availability of teaching materials; textbooks cost 
which is unaffordable for many poor families; schools that are not conducive to learning (too cold 
during the winter months, causing up to 25 percent absentees, especially among those who have 
to walk to school or lack proper clothing; sporadic availability of electricity, mostly in rural areas, 
small towns, and even big urban areas, causing difficulties in early mornings or in the second 
shifts; overcrowded schools in urban areas, mainly Baku); decrease in the quality of teaching 
force due to a lack of proper in-service training, leaving the teaching force for more lucrative 
professions, most qualified teachers refusing to go outside Baku or big towns, lack of 
accountability of what is going on in schools in terms of learning (no standard assessment of 
learning throughout the school year nor any standard teachers' evaluation based on a set of 
transparent criteria); curriculum which is highly centralized, down to the setting of the syllabus, 
with set topics and hours for each subject, not allowing for any creativity, is disconnected to the 
schools and the need of teachers and students (i.e., ask for type of experimentation for which the 
school lacks the proper instrument, textbooks that are written in a language not comprehensible 
for the grade they are intended for) and; finally, does not reflect the emerging needs of the 
society. All of these contributed to the deterioration of the quality and also has exacerbated the 
inequalities of access to the quality education where the better off have the means to 
compensate for some of these shortcomings through different means. For example, better off 
schools, mainly those in central Baku and some other urban areas, have more access to 
electricity, can buy some of the teaching materials and students can use tutors to compensate for 
some of the school shortcomings. 

The above findings of the social assessment are in line with some of the available data on 
enrollment by poverty group. Even though the data are based on enrollment, one can deduct that 

23 



attendance is even lower than official figures. In Azerbaijan general education (grades 1-11) is 
compulsory and free of charge. Available enrollment data vary by data sources. Officially, 
dropout rates during the compulsory cycle are low (about 1-2 percent) but these official figures 
are based on enrollments rather than actual attendance. However, there are large disparities in 
enrollment rates among older age students and those at tertiary level by poverty groups, with 
only 9 percent of poor college age population (ages 17-24) enrolled, compared with 15 percent of 
non-poor population. Qualitative data also suggest that there are concerns about low attendance 
rates and poor learning outcomes in general education among the low income groups. The 
findings of the social assessment for the education sector indicate that poverty and increasing 
direct costs of education, some of which are informal payments, have reduced school 
attendance. Main reasons for low attendance among these groups are (i) low income, which, in 
many cases, forces young students, mainly boys, to work to help their parents; (ii) the direct cost 
of education (formal and informal); and (iii) change of residence among some IDP families. 

The findings of the social assessment indicate that the direct costs of education, some of which 
are informal payments, have increased substantially. According to the findings of the social 
assessment, informal payments exist at both the supply and the demand side. At the supply side, 
in some cases, it consists of buying jobs, paying to have more hours of teaching which then 
translates to more income. At the demand side, it exists in all levels of the education system, 
from primary to university education, ranging from paying to get into better schools or better 
classes with the best teachers within schools; to paying for the basic needs, grades, 
absenteeism, tutoring, journals and tickets sold by teachers. Financing of schools is highly 
centralized; however, due to a lack of a nationwide banking system, the directors physically 
distribute the salaries of the teachers to them. In some cases, it is reported that this creates 
some control on the part of the school director over the salaries of teachers. One of the 
institutional characteristics perpetuating this practice is the discretionary power of the directors 
and district authorities in hiring of teachers and paying their salaries. However, the findings of the 
social assessment indicate that the majority of informal payments happens in urban areas and 
among the better off families. According to the findings of the social assessment, private tutoring 
is also mainly an urban phenomenon among better off families, concentrated in upper secondary 
grades for university preparation, costing families approximately US$100 a month. There are no 
formal fees for school attendance in general education, but many families pay a fee. It is also 
reported that gifts and school maintenance fees are more widespread. The direct cost of 
education can often become unaffordable for the poor and low-income families with two or three 
school age children. 

Parental participation in schools is mainly in the form of assisting the schools with the minimum 
needs, such as collecting money through the teachers/parents association to repair schools or 
buy some of the materials. Parents, however, do not play a role in the decision-making in 
schools. In general, parents, teachers and students feel excluded from input into the education 
process, both in terms of content and decision-making at the school level, which they consider as 
managed in a non-transparent way. For instance, teachers do not have much say on the content 
of textbooks and teachers and parents are not always fully aware of what the money collected at 
the school level is spent on. This is despite the fact that 66 percent of the parents participate in 
the school's general collection. 

While social and poverty-related issues of access and equity are central to education reform and 
must shape long-term objectives, they can only be achieved in a sustainable manner if quality 
and relevance of education is improved through efforts such as developing new curriculum, 
teachers training, and improving the policy and management capacity of the Ministry with a better 
research capacity to monitor and plan, and a better management information system to record, 
analyze and plan. Increase of general quality of teachers and teaching environment will help 
everyone. At the same time, there is a need for some targeted intervention for the poorest who 
cannot afford to continue based on the reasons mentioned above. 
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Equity consideration and poverty impact of the Program. Household surveys show that 
Azerbaijan still enjoys almost universal enrollment rates in basic education, but sharp declines in 
preschools, upper secondary education (grades 10-11) and vocational education. In higher 
education, the enrollment rate of the college age population increased slightly as a result of the 
growth of the private sector. Yet, access to higher education has become a growing concern for 
the poor during the transition for two main reasons. First, poor children are less likely to attend 
higher education institutions than well-to-do-children since they could not afford the cost of the 
increased direct cost of higher education. Second, poor children are also less likely to attend 
higher education than well-to-do children because of the deterioration of the quality of general 
education, which have reduced chances of poor children to be successful on the centrally 
organized university entrance examinations. Since many poor schools tend to be located in rural 
areas, poor children in rural areas have little access to good quality general education. The 
proposed program will improve access to general education among the economically is 
advantaged through two main interventions. First, improving the quality of general education in 
selected poor districts will disproportionately advantage poor students. Improved quality and 
relevance in general education can not only contribute to the education sector which is more 
responsive to the needs of the emerging economy and the society, but also can translate to less 
need for tutoring and less need for direct payments (e.g., textbooks), as well as informal 
payments, and an education which is responsive to the emerging needs of the society. Second, 
additional resources (i.e., school grants) will be provided to poor schools and districts in the three 
districts, which will improve the learning environment of the poor. These districts were selected 
because they all have lower average income than more affluent districts such as Baku. 
Therefore, it is expected that relatively poorer students will benefit from the School Grant 
Program. For example, the School Grant Program aims to address the problems of access and 
inequities by financing school-based education programs that would upgrade schooling quality. 
Additionally, the program will emphasize the development of policy analysis and monitoring 
capacity in the MOE so that relevant indicators can be monitored and analyzed to examine equity 
effects of education investment and design and implement strategies to improve the fairness of 
the education process since, at present, Azerb~ijan lacks such an analytical capacity. 

d) Risk analysis 
Risk Risk Rating Risk Mitigation Measure 

From OUtputs to Objective 
Lack of incentives and thc senSt: of H -The numberof PCU staITwill be minimum, 
uwm:rship for key staff in line units to consisting ofa core number of specialized slalT 
effectively implement the project responsible for procurement. financial 

management, and monitoring and evaluation, 
while line units will carry out all technical 
work. 
- Project component and sub-component 
lc1ulc1s me idcnti ficd, I n1i11cd, 111111 hdtl 
accountable. 
- Professional development opportunities are 
plannetl for kt:y :staIT throu1'hout project 
implementation. 
- Subcomponent coordinator.!I will have 
conchinefmentorine support from highly 
qualified and experienced experts in the 
respective subcomponent areas. 
- lnslitutional assessment is carried out, and 
incc:nlive stmch1rcs 11re closely examined and 
monirored throughout the projecr's 
implementation. 
- M:magc:m"1ll tleveloµmc:ul autl capacity 
building is also included as an important 
objective of 1he project. 
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From components to Outputs 
Project too complex for the Borrower, 
which has weak implementation capacity 
lu hamlle large and complex operations. 

Lack of incentives and ownership in the 
key departments lu implemtml specific 
compouents. 

Ovcn'lll Ri11k Rating 

M 

H 

s 

- A project management and a procurement 
advisor will be hired. 
- Additional project coordination ~UIIT lu be 
recruited to reinforce the project coordination 
and monitoring capacity of the MOR 
- A well detailed implementation plan, 
including a troining plan, has been prepared 
and disc\L11sed with MOR officials and other 
key stakeholders involved in the project. 
- PCU staff will consist ofa core number of 
specialized staff mainly responsible for 
procurement, financial managemeut, aml 
monitoring and evaluation, while Ministry 
officials will carry out all technical work as 
part of the implementation of the rcfonn 
program. 
- Project component and sub-component 
coordinator~ are identified, trained, and hdd 
accountable. 
- Training and professional development 
oppo1tunities al'e lo be prov iJeJ lu component 
aud sul>componeut cooulimtlors Lhruughout 
project implementation . 
• Management, planning nnrl moniloring 
capacity bulJding is included as an important 
project objective. 

• Close nnd regular ~upcrvision of projccl 
implementation, and ongoing dialogue with 
main counterparts as well as other stakeholders 
will be carried out, especially during the initial 
phase of project implementation. 

RISIC Raling • H (High Risk). s (Substantial Rlsle), M (Modest Risk), N{Negllglble or Low Risk) 
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16. Annexes 
a) Environmental impact evaluation 
b) Other supporting reports (seismology, etc) 

Sustainability 

Political. In 1998, the GOA initiated the education reform program process and requested the 
Bank's assistance to support the Government's education reform efforts. Since then, IDA has 
been supporting the Government's reform efforts through the ongoing Education LIL, which has 
substantially assisted the MOE in the design and implementation of a Bank-assisted project. At 
present, there is a clear strong commitment to the objectives of the proposed Education Reform 
Program at all levels of the Government. The proposed Program is also consistent with the State 
Program on Poverty Reduction and Economic Development (SPPRED), which has been recently 
published, to ensure that the country's projected economic growth is accompanied by significant 
poverty reduction. The SPPRED shows the strong commitment of the Government to education 
reform, which is considered as one of the main factors contributing to poverty reduction in the 
country. The risks related to the political sustainability of the Project are therefore minimal. 

Institutional. There is a strong commitment to the project development objectives in the MOE 
at the central and local levels. The more important sustainability issue at the MOE level is the 
challenge to mainstream project activities into the MOE's core activities and increase the sense 
of project ownership of key units and departments in the MOE. In this regard, the Program will 
experiment with different ways of increasing the sense of project ownership. First, the proposed 
implementation arrangements will aim to integrate the Project's activities into the mainstream 
activities of the MOE. The close parallels between the Bank's assessment of priority reform 
areas and the MOE's are also encouraging. Second, the Program will also rely on the existing 
MOE units to implement project activities by strengthening their implementation capacity. The 
establishment of new units are supported only when the MOE does not have such units. 

Financial. At present, the economic environment for education reform in Azerbaijan is not good. 
However, prospects for substantial economic expansion over the next two decades are bright. 
The commercial development of the nation's oil reserves is likely to increase gross national 
production by US$20 billion to US$25 billion over the next fifteen years. The parallel adoption of 
sound economic policies could result in a growth in incomes of 12 to 15 percent a year, leading 
to a five to eight-fold increase in total output over the next fifteen years. However, such a high 
rate of growth would require not only excellent economic management, but also very favorable 
international economic conditions, including high and stable oil prices. A three-fold increase in 
output per capita appears more likely, implying that by 2018, Azerbaijan would have reached the 
level of prosperity currently prevailing in such countries as Turkey, Brazil, Latvia and Thailand. 
Despite such prospects for substantial economic expansion, those revenues will not have a large 
impact on the budget for 5-8 years, and there are issues of fiscal sustainability before then. 
Nevertheless, it is estimated that the fiscal impact of Phase 1 of the Program on the 
Government's recurrent costs for education is very small (e.g., less than 0.1 percent of the 
MOE's recurrent expenditures in 2002). An economic and fiscal analysis study will also examine 
the Project interventions and proposed systemic reforms in the fiscal context during the course of 
project implementation. Civil service salaries (including Ministry officials) are generally very low 
and have often been seen as one of the contributing factors for the lack of incentives for key staff 
in line units to effectively implement the Education LIL during the past three years. Unless the 
civil service salary structure is reformed, it is expected that there continues to be lack of 
incentives and the sense of ownership of the project for some key staff in line units, despite the 
introduction of some risk mitigation measures to address this risk. 
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~) USAID I Public Investment 
~~:!4 FROMTHEAMER1cANPEOPLE Policy Project 

@USAID I Pu~lic lnv~stment 
~~ FRoHTHEAMERtCANPEOPLE Pohcy Project 

PRIORITIZATION OF PROGRAMS AND PROJECTS 

Quantitative Prioritization: 
Introductory Questions 

• Why analyze public investments quantitatively if they 
are already filtered on policy basis? 

• If the financial analysis of projects is not suitable to 
most public investment projects, what shall we do? 
- How shall we address the valuation (pricing) issue? 

- How to treat indirect costs and benefits (externalities)? 

- How to quantitatively analyze the projects whose benefits 
cannot be measured? 
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(i' USAI D I Pu~lic lnv':stment 
\ii~ FROM rHEAMERICAN PEOPLE Polley ProJect 

PRIORITIZATION OF PROGRAMS AND PROJECTS 

Quantitative Prioritization: 
Why needed? 

• Policy-filtering determines whether a public 
investment is suitable for the PIP if "profitable"; 

• But profitability or efficiency of a project can be 
determined only by quantitative analysis. 

• Quantitative prioritization can be applied to policy 
filtered projects either independently of or jointly with 
policy-based ranking and weighting. 

(~)1 USAI D I Public Investment 
~· _,;;;. ,; . . 
~W' FRoMTHEAMERICANPeoPLE Polley Project 

PRIORITIZATION OF PROGRAMS AND PROJECTS 

Financial Analysis of Projects: 
Its Usage for Public Investment 

• We said it's the main project selection tool in the private sector; 
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• What use could be made of it in evaluating public investments? 
- It could be useful in evaluating SOEs' projects (why?), even though 

project selection is to be made on economic analysis; 
- Financial analysis will provide a useful starting ground for the 

economic analysis that uses different definition of C & B and 
adjusted market prices; and 

- The financial analysis of public investment projects will help judge 
whether and how they can be sustainable. 

4 



(~)USAID I Pu~lic lnv~stment 
~ FR.OMTHEAMERICANPeoPLE Pohcy Project 

PRIORITIZATION OF PROGRAMS AND PROJECTS 

Financial Analysis of Projects: 
Relevant Project Characteristics 

• Commercially operated projects, whether with public or private 
ownership, which expect to generate sufficient revenues to cover: 
- All necessary capital costs, and 
- All operating costs: 

• Production costs; 
• Amortization of intangible investment expenditures and depreciation of fixed 

assets; 

• Debt service; and 

• Generation of a profit for compensating investors and reserve accumulation (what 
about "break-even" projects?). 

(~)USAID I Pu~lic lnv~stment 
~ FR.aM1HEAMER.1cANrEorLE Pohcy Project 

PRIORITIZATION OF PROGRAMS AND PROJECTS 

Financial Analysis of Projects: 

Relevant Project Characteristics (cont.) 

• Non-commercially operated projects, which do not 
produce sufficient revenues, rely on external support: 
- To cover either capital or operating costs or both; 

- By either the government or international aid or both; and 

- The need for external support indicates that the project's 
worth lies in benefits it creates for the society rather than 
financial benefits. 
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(~) USAI D I Pu~lic lnv-:stment 
.,~ FROMTHEAMERICANPEOPLE Pohcy Project 

PRIORITIZATION OF PROGRAMS AND PROJECTS 

Financial Analysis of Projects: 
Relevant Project Characteristics (cont.) 

• For a new commercially operated project, FIRR or NPV criterion 
provides the basis for the decision; 

• But for a commercial expansion project, two steps are needed: 
- First, appraise the worth of the additional investment and related 

benefits and costs; and 

- Second, the worth of the total enterprise including the additional 
project should be analyzed and assessed. 

Public Investment 
Policy Project 

PRIORITIZATION OF PROGRAMS AND PROJECTS 

Financial Analysis of Projects: 
Some Analytical Concepts 

• Budget: 
- Investment (capital) budget: the cost of all facilities that must 

be in place before the project begins its activities; 

- operating budget covers all costs incurred for the activities to 
be carried out; and 

- a cash flow budget shows different sources of funds to cover 
the capital and operating costs. 
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1(~,i USAI D I Pu~lic lnv~stment 
'~ FROMTHEAMERICANPEOPLE Pohcy ProJect 

PRIORITIZATION OF PROGRAMS AND PROJECTS 

Financial Analysis of Projects: 
Some Analytical Concepts (cont.) 

• Financial costs and benefits: 
- "Financial costs" are all expenditures paid for executing a project 

activity, including investment and operating cost; 
- "Benefits" include revenues received and intangibles (e.g., better 

education or health). The latter, even if can be put in monetary 
terms, is not included in the financial analysis; 

- Government contributions or foreign grants are revenues; 
- A project is not financially viable if its "financial worth" (the sum of 

net monetary benefits) is negative, but may still be justified on 
social or economic benefits; and 

- Since all costs and benefits accrue over time in different amounts, 
they must be reduced to a common denominator, the present value 
equivalent, by appropriate discounting. 

f:~)USAID I Public Investment 
··~J FROMTHEAMERICANPEOPLE Policy Project 

PRIORITIZATION OF PROGRAMS AND PROJECTS 

Financial Analysis of Projects: 
Some Analytical Concepts (cont.) 

• Data used in financial analysis: 
- Revenue estimates: 

• the number of output units sold x the likely price per unit; 
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• Consider "high", "low" and "probable" prices for sensitivity tests; 

• Consider the "learning curve" for the build-up of production to 
full-capacity production; and 

• Revenue estimates will be difficult for non-commercial projects 
because they are often based on administrative prices. 
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Public Investment 
Policy Project 

PRIORITIZATION OF PROGRAMS AND PROJECTS 

Financial Analysis of Projects: 
Some Analytical Concepts (cont.) 

• Cost estimates: 
- "cost estimates" include both capital & operating expenses; 

- Physical and inflation contingencies must be estimated; 

- If inflation is expected to affect the sales and input prices 
differently, this must be considered in the financial analysis; 

- Sufficient "working capital" during the construction period; 

- "capitalize" interest payments of the construction period. 

11 

(~)USAID I Pu~lic lnvr:stment 
~J FR.oMrHEAMER.ICANPEoPLE Pohcy ProJect 

PRIORITIZATION OF PROGRAMS AND PROJECTS 

Financial Analysis of Projects: 
Some Analytical Concepts (cont.) 

• Financial statements: 
- The "pro forma" statements for future performance of a firm; 

- The Income Statement {Profit and Loss Statement) shows the 
categories of revenues and expenditures, including non-cash 
charges to income {depreciation, deferred taxes, etc); 

- The Balance Sheet shows the entity's assets and liabilities: 
• Current assets: cash and convertible to cash within one year; 

• Fixed assets: land, building, equipment with life of 1 year+; 

• Other long-term assets: cost of R&D and outside engineering; 

- "Statement of Sources and Uses of Funds" 
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(~'USAID I Pu~lic lnv~stment 
~ FRoMTHEAMERICANPEOPLE Pohcy Project 

PRIORITIZATION OF PROGRAMS AND PROJECTS 

Financial Analysis of Commercial Projects 

• What are the objectives of the financial analysis? 
- Estimate the "financial worth" of the project (FIRR); 

- Assure "return on equity" is adequate; 

- Assure "financial resources=>investment+operating costs" 

- Cash flow analysis: receipts & payments are synchronized 

- Assure that the "debt service coverage" is provided. 

- Sensitivity analysis. 

~'USAID I Pu~lic lnv~stment 
·~J FROMTHEAMERICANPEOPLe Pohcy ProJect 
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PRIORITIZATION OF PROGRAMS AND PROJECTS 

Financial Analysis of Commercial Projects (cont.) 

• Methods of Analysis: The data in the financial 
statement is analyzed with the help of some ratios: 

- FIRR= (i), which make;,;: 
81 

• - ct =O 
L tt c1+i)' 
l•I 

- NPV=. 
81 

- • ct , where (l) chosen in advance and 
tt (I +i)' tt (I +i)' 

if NPV=or>O, the project is acceptable 
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PRIORITIZATION OF PROGRAMS AND PROJECTS 

Financial Analysis of Commercial Projects (cont.) 

Net Profit = All revenues - All costs 
- Costs = production costs + administrative (overhead) costs + import duties + 

taxes + depreciation + amortization + interest on debt 

- The best measures of a project's profitability are FIRR and NPV because they 
consider benefits' and costs' time profiles beyond the annual statements. 

- Some ratios as indicators of the overall efficiency of funds' use: 
• Annual net profit I sales 

• Annual net profit I total assets 

• Annual net profit I equity 

Leverage is the effect of debt on the profitability of an equity investment; 
- The debt I equity ratio measures the effect of debt on the project stability; 

- Consider both short- and long-term debt in computing the debt/equity ratio. 
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PRIORITIZATION OF PROGRAMS AND PROJECTS 

Financial Analysis of Commercial Projects (cont.) 

• The Liquidity Analysis ascertains if all the expected expenses in 
a year are covered by expected receipts. The relevant ratios: 
- The current ratio =current assets I current liabilities. 

• Current assets=cash+marketable securities+receivables+inventories 

• Current liabilities=taxes+short term loan repayments+ annual principal 
repayments of long term loans+accounts payable 

- The quick ratio ("acid test")=(current assets-inventories) I current 
liabilities. 

Debt service coverage=sources of funds/debt service requirement 
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PRIORITIZATION OF PROGRAMS AND PROJECTS 

Financial Analysis of Commercial Projects (cont.) 

• Sensitivity Analysis: 
- There will always be sufficient uncertainties in most estimates and 

assumptions underlying any project's profitability and financial 
stability; hence need for examining the effects of changes in them. 

• Particularly important factors are: construction and operating costs, 
sales prices, total production, and the length of construction period. 

• If tests with changes in these factors show that the project will not be 
financially viable, then estimate the probability of a given change. 

• Such assessment of probability is called "risk analysis", and 
taking steps to minimize it is called "risk management". 

r~'USAID I Pu~lic lnv~stment 
·~"#V FROMTHEAMERICANPEOPLE Pohcy Project 

17 

PRIORITIZATION OF PROGRAMS AND PROJECTS 

Financial Analysis of Non-Commercial Projects 

• Scope of Analysis: 
- Most public sector investments are aimed at improving socio-

economic infrastructure of the country; 

- Such projects often do not generate any or sufficient revenues; 

- Hence, FIRR and NPV cannot be calculated to justify them; 

- The role of financial analysis is to determine whether the project will 
• Achieve its expected results at the least cost possible, and 

• Have sufficient resources available to meet its costs on time. 
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PRIORITIZATION OF PROGRAMS AND PROJECTS 
Financial Analysis of Non-Commercial Projects 

• Cost Effectiveness Analysis (CEA): 
- Benefits and costs are identified, but only costs are monetized; 
- Benefits are difficult or impossible to quantify and to express in 

monetary terms; 
CEA can take three basic approaches: 

• First establish the expected result and then examine different means of 
achieving that result; 

• In the second approach, a predetermined funding is available in a 
certain area (child health care) and the consequences of using that 
money in alternative ways are examined; 

• Identify a number of results required for a Strategic Objective and 
examine the cost differences to achieve them, and then consider which 
results seem most reasonable in view of the costs involved. 

• Unit cost = (annualized investment costs + annual operating costs) I 
annual number of output units. 

,_~,~) USAI D I Public Investment {~( ;. !. • • 
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PRIORITIZATION OF PROGRAMS AND PROJECTS 

Financial Analysis of Non-Commercial Projects 

• Recurrent Cost Analysis: 
Recurrent costs (operating expenditures) include: 

• Wage and salary payments 

• Utility costs 

• Raw material purchases 

• Maintenance and repair expenses 

• Replacement of worn-out equipment 

• Debt service payments, etc. 

- The financial analysis must examine whether or not sufficient funds 
are made available to cover these costs when needed during the 
life of the project. 
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PRIORITIZATION OF PROGRAMS AND PROJECTS 

Financial Analysis of Non-Commercial Projects 
• Recurrent Cost Analysis: 

- Prepare the annual budget of the project, containing all operating 
expenditures and sources of funds; 

- Examine the government's past recurrent cost performance and the 
projections for the coming years, particularly w.r.t. the project sector 

- If the above analyses show potential problems, then 
• Modify the project design (e.g., user fees and other revenue measures) 
• Analyze the project impact on government revenues and expenditures 

in case the net revenue impact may justify the needed govt support; 
• Analyze the likelihood of other donors providing support to the project; 
• Analyze the causes of persistent recurrent cost problems and remedies 
• Consider abandoning the project. 
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Annex 14 

AZERBAIJAN REPUBLIC 

MINISTRY OF ECONOMIC DEVELOPMENT 

Policy-Based Prioritization of Public Investment Projects 

A Sample Method 

The PIPP Manual emphasized the importance of both micro- and macro-policy-based 
prioritization of public investment projects for screening and sifting them according to 
their contribution to the national and sectoral development objectives and strategies, 
particularly to reduction of poverty and regional imbalances (see par. # 4.6.2.8). Such 
qualitative (non-quantitative) prioritization, however, involves using various ranking and 
weighting methods. There are no internationally adopted standard methods that can be 
recommended for use by GOAZ. MOED and MOF should jointly develop, in cooperation 
with LMs/agencies and State research institutes, appropriate ranking and weighting 
systems for policy-based prioritization of public sector projects. Three examples of such 
systems, which can be found in the web-sites of other countries' planning and budgetary 
agencies, are provided here to help the subjected understood better. 

Example 1: A hypothetical example developed by the USAID/PIP Project: 

Projects 
Policy Criteria Weights a b c d 

A 30 4 3 1 2 
B 35 1 4 2 3 
c 20 4 1 2 3 
D 15 2 3 4 1 

TOTAL 100 265 295 200 240 

A LM/agency has 4 projects (a, b, c, and d) and ranks them against each of the four 
policy criteria, which were established and weighted jointly by MOED and MOF and 
approved by HPPC. The hypothetical Example 1 shows that the LM/agency's projects 
portfolio comprises 4 projects and they are prioritized as b, a, d, and c on the basis of 
the four policy-based criteria. 

Example 2: The following example is taken from the US Federal Government's 
General Accounting Office publication 

Prioritizing Projects within a Portfolio 

Capital assets should be compared against one another to create a prioritized portfolio 
of all major capital assets. Just as an individual invests in a diverse portfolio of 
securities, agencies invest in a diverse portfolio of capital assets. For the individual 
investor, returns are measured in dividends or capital gains. While the benefits and costs 



of capital asset portfolios should be quantified in monetary terms when feasible, 
agencies also measure return on the basis of outputs and outcomes. 

For the individual investor, some investments are more risky than others. Similarly, an 
agency's capital asset investments have various levels of risk. Sound planning for 
procurement and operational management can mitigate risk. But a// assets, especially 
those requiring extensive development work before they can be put into operation, are 
inherently risky and should be justified by high return. Agencies should choose a 
portfolio of capital investments that maximize return to the taxpayer and the Government 
-- at an acceptable level of risk. 

One approach to devising a ranked listing of projects is to use a scoring mechanism that 
provides a range of values associated with project strengths and weaknesses. Figure 8 
on the following page shows examples of how some key risk and return criteria might be 
scored. These examples are drawn from multiple best practices organizations. Higher 
scores are given to projects that meet or exceed positive aspects of the decision criteria. 
Additionally, in this example, weights have been attached to criteria to reflect their 
relative importance in the decision process. To ensure consistency, each of the decision 
criteria should have operational definitions based on quantitative or qualitative 
measures. A scoring and ranking process, such as the one depicted in Figure 8, may be 
used more than once, and in more than just this step to limit the number of projects that 
will be considered by an executive decision-making body. 

An outcome of such a ranking process might produce three groups of projects: 

• Likely winners. One group, typically small, is a set of projects with high returns and 
low risk that are likely "winners." 

• Likely drop-outs. At the opposite end of the spectrum, a group of high-risk, low
return projects that would have little chance of making the final cut. 

• Projects that warrant a closer look. In the middle is usually the largest group. 
These projects have either a high-return/high-risk or a low-return/low-risk profile. 
Analytical and decision-making energy should be focused on prioritizing these 
projects where decisions will be more difficult. At the end of this step, senior 
managers should have a prioritized list of capital investments and proposals with 
supporting documentation and analysis. 
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Figure: Example of Criteria and Scoring Process to Rank Proposed Capital Assets 

Investment Size- How large is the proposed 
investment, especially in comparison to the 1 5 10 
overall bud et? Lar e Small 40 

Project Longevity- Do projects adopt a modular 
approach that combines controlled systems 
development with rapid prototyping techniques? 
Are projects as narrow in scope and brief in 
duration as possible to reduce risk by identifying 
problems early and focusing on projected versus 5 10 
realized results? Non-Modular Modular 30 
Technical Risk- How will proposed assets be 
integrated into existing ones? Will proposed 
investment take advantage of Commercially 
Available and Non-Developmental Items? How 5 10 
will the complexity of the asset's design affect the Experimental Established 
develo ment of the ro·ect? Custom lndustr Standard 30 
Sum of Overall Risk Factors 

Business Impact or Mission Effectiveness-
How will the asset contribute toward improvement 
in organizational performance in specific 1 5 10 
outcome- oriented terms? Low Hi h 25 

Customer Needs- How well does the asset 
address identified internal and/or external 
customer needs and demands for increased 
service quality and timeliness or reductions in 5 10 
costs? Low Hi h 15 

1 5 10 
Quantitative Analysis- Is the benefit -cost Risky Known 
anal sis reliable and technical! sound? estimates benefit 20 

Organizational Impact- How broadly will the 
asset affect the organization (e.g., the number of 
offices, users, work processes, and other 5 10 
s stems? Low Hi h 25 

Expected Improvement- Is the asset to be used 
to support, maintain, or enhance operational 
systems and processes (tactical) or designed to 
improve future capability (strategic)? Are any 
projects required by law, court ruling, Presidential 
directive, etc.? Is the project required to maintain 
critical operations- beneficiary checks, human 
safety, etc.- at a minimal operating level? What is 1 5 10 
the expected magnitude of the performance Tactical: Strategic: 
im rovement ex ected from the asset? Low Hi h 15 
Sum of Overall Return Factors 
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Example 3: The following example is taken from the World Bank, "Russia: Towards 
Improving the Efficiencies of Public Investment Experience", Report No. 22693-RU, 
pp.62-65. 

Sample approach for prioritizing projects 

Economic Internal Rate of Return 

Given criterion is useful for comparing projects IRR>60% - 7 points 
distinguished by various risk levels. Projects with 60%>1RR>40% - 5 points 
higher internal rate of return (IRR) value shall have 40%>1RR>30% - 3 points 
more priority compared to projects with lower I RR. 

30%>1RR>20% - 2 points 

20%>1RR>10% - 1 point 

IRR<10% or no calculation 
- 0 points 

Social significance of a project 

Evaluation of a project is based on adequacy to the Evaluation is based on 
following aspects of social significance: summing-up of applicable 

aspect-specific points. 

• Provision of housing for public servants and re- 4 points 

deployed servicemen 
2 points • Improving employment of the population and 

reduction of unemployment 
2 points • Improving access to the quality health services 

• Improving access to the quality education services 2 points 
4 points 

• Poverty reduction: 2 points - Provision of sufficient potable water supply to the 2 points 
population Reduction of death-rates 4 points - Improving the scope of secondary education 
cover 4 points 

- Enhancement of economic opportunities for the 2 points 
poor 

- Ensuring access to provision of social services for 4 points 
the poor 

- Coverage of distant rural districts 

• Environmental concerns of the project 

Environmental safety of the project 
Evaluation of environmental safety of the project 
(taking into consideration environmental pollution 
contingencies and utilization of limited irreplaceable 
natural resources). 

4 points 
Environmental safety of a project 

2 points 
A project involves avoidable contingencies 
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(-4) points 
A project bears high hazard of risk for the 

environment 

Internal co-financing (from the budgetary resources) requirement 
Considering certain difficulties with provision of internal Up to 10% of the overall cost 
co-finance, absence of the requirement demanding of a project- 4 points 
obligatory participation of the Government in co-
financing of a part of a project's cost is thought an 10% to 20% of the overall 
advantage. cost of a project - 2 points 

More than 20% of the overall 
cost of a project - (-2) points 

Terms of procurement within the framework of a project 
A project that implies procurement of workl goods or No restriction on bidding - 4 
services based on competitive biddingl invites points 
maximum possible amount of participants to take part 
in the bidding and has no restriction on amount and Purchase of work, goods 
pattern of bidding participants, shall have more priority and services from domestic 
over the projects that impose restrictions on bidding. sources only- (-2) points 

Bidding is not allowed 
(instead, work, goods or 
services are purchased 
directly) - (-4) points 

Project-related risks 
Priority of a project depends on tl1e level of risks Insignificant risks - 3 points 
involved. Higher risks result in substantial decrease of 
a project's priority. Moderate risks - 2 points 

Substantial risks - 1 point 

High risks - 0 points 
Project implementation evaluation (for current projects) 
Based on use of special indicators each of the projects Procurement quality: 
is evaluated in terms of implementation and 
accomplishment of tasks and goals set within the Satisfactory - 1 points 
framework of the project. Unsatisfactory Unsatisfactory- (-1) 
implementation of a project shall result in less priority points 
compared to the successfully accomplished ones. 

Compliance with the project 
implementation timetable: 

Compliant - 1 points 
Non-compliant - (-1) 

points 
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Project finance development 
rates: 

Satisfactory - 1 points 
Unsatisfactory - (-1) 

points 

Quality of work, goods and 
services: 

Satisfactory- 1 points 
Unsatisfactory - (-1) 

points 

Compliance with the tasks 
and goals of a project: 

Compliant - 1 points 
Non-compliant- (-1) 

points 

Evaluation of compliance is 
premature - 0 points 

Evaluation of implementer's capacity for maintenance and exploitation of the 
resources acquired 
Should the end-implementor have no sufficient amount Sufficient capacity I amount 
of finance to maintain and utilize/exploit resources of finance - 2 points 
purchased on account of borrowed funds (including 
specialists who are knowledgeable, skillful and Insufficient capacity I amount 
experienced enough to be capable of maintaining and of finance - (-2) points 
utilizing resources purchased), the consequence is 
less priority of a project. 
Inspecting quality of preparation for a project 
Quality of preparation for a project is being appraised Available terms of reference 
based on availability of detailed project documentation and the auditing results are 
(terms of reference) as well as project auditing results. positive - 2 points 
Absence of detailed Terms of Reference as well as 
negative auditing results considered disadvantage at Terms of reference are not 
evaluation of a project. available or in the making -

0 points 

Terms of reference are 
available, yet auditing results 
are negative - (-2) points 

Availability within executive agency (ministry I deparlment) of a structural unit 
responsible for administering sector investment projects associated with the project 
under consideration 

6 



Availability within executive agency (ministry I Availability of such executive 
department) of a structural unit (several structural agency and correspondent 
units) that is responsible for administering sector experience in 
investment projects associated with the project under implementation of 
consideration, and has experience of implementing international projects - 2 
various international projects is considered advantage points 
at evaluation of the project. 

Availability of such executive 
agency - 1 point 

Absence of such unit- 0 
points 

Maximum aaaregate result: 37 points 

The above weighting scheme gives higher weights to projects for capital repairs and 
equipment purchases, and against new construction. This is important to address the 
rapid depreciation of the capital stock and its efficiency. The weighting scheme also 
gives preference to projects with low future recurrent costs which would help to minimize 
future costs and enable the sustainability of the new investments. 

7 
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PRIORITIZATION OF PROGRAMS AND PROJECTS 

Quantitative Prioritization: 
Introductory Questions 

• Why analyze public investments quantitatively if they 
are already filtered on policy basis? 

• If the financial analysis of projects is not suitable to 
most public investment projects, what shall we do? 
- How shall we address the valuation (pricing) issue? 

- How to treat indirect costs and benefits (externalities)? 

- How to quantitatively analyze the projects whose benefits 
cannot be measured? 
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PRIORITIZATION OF PROGRAMS AND PROJECTS 

Quantitative Prioritization: 

Why needed? 
• Policy-filtering determines whether a public 

investment is suitable for the PIP if "profitable"; 

• But profitability or efficiency of a project can be 
determined only by quantitative analysis. 

• Quantitative prioritization can be applied to policy 
filtered projects either independently of or jointly with 
policy-based ranking and weighting. 

PRIORITIZATION OF PROGRAMS AND PROJECTS 

Financial Analysis of Projects: 
Its Usage for Public Investment 

• We said it's the main project selection tool in the private sector; 
• What use could be made of it in evaluating public investments? 

- It could be useful in evaluating SOEs' projects (why?), even though 
project selection is to be made on economic analysis; 

- Financial analysis will provide a useful starting ground for the 
economic analysis that uses different definition of C & B and 
adjusted market prices; and 

- The financial analysis of public investment projects will help judge 
whether and how they can be sustainable. 
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PRIORITIZATION OF PROGRAMS AND PROJECTS 

Financial Analysis of Projects: 
Relevant Project Characteristics 

• Commercially operated projects, whether with public or private 
ownership, which expect to generate sufficient revenues to cover: 

- All necessary capital costs, and 

- All operating costs: 
• Production costs; 
• Amortization of intangible investment expenditures and depreciation of fixed 

assets; 
• Debt service; and 
• Generation of a profit for compensating investors and reserve accumulation (what 

about "break~even" projects?). 

(~) USAI D I Pu~lic lnv~stment 
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PRIORITIZATION OF PROGRAMS AND PROJECTS 

Financial Analysis of Projects: 
Relevant Project Characteristics (cont.) 

• Non-commercially operated projects, which do not 
produce sufficient revenues, rely on external support: 
- To cover either capital or operating costs or both; 

- By either the government or international aid or both; and 

- The need for external support indicates that the project's 
worth lies in benefits it creates for the society rather than 
financial benefits. 

5 
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PRIORITIZATION OF PROGRAMS AND PROJECTS 

Financial Analysis of Projects: 
Relevant Project Characteristics (cont.) 

• For a new commercially operated project, FIRR or NPV criterion 
provides the basis for the decision; 

• But for a commercial expansion project, two steps are needed: 
- First, appraise the worth of the additional investment and related 

benefits and costs; and 

- Second, the worth of the total enterprise including the additional 
project should be analyzed and assessed. 

-~~m~ 
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PRIORITIZATION OF PROGRAMS AND PROJECTS 

Financial Analysis of Projects: 

Some Analytical Concepts 

• Budget: 
- Investment (capital) budget: the cost of all facilities that must 

be in place before the project begins its activities; 

- operating budget covers all costs incurred for the activities to 
be carried out; and 

- a cash flow budget shows different sources of funds to cover 
the capital and operating costs. 
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PRIORITIZATION OF PROGRAMS AND PROJECTS 

Financial Analysis of Projects: 
Some Analytical Concepts (cont.) 

• Financial costs and benefits: 
- "Financial costs" are all expenditures paid for executing a project 

activity, including investment and operating cost; 
- "Benefits" include revenues received and intangibles (e.g., better 

education or health). The latter, even if can be put in monetary 
terms, is not included in the financial analysis; 

- Government contributions or foreign grants are revenues; 
- A project is not financially viable if its "financial worth" (the sum of 

net monetary benefits) is negative, but may still be justified on 
social or economic benefits; and 

- Since all costs and benefits accrue over time in different amounts, 
they must be reduced to a common denominator, the present value 
equivalent, by appropriate discounting. 

PRIORITIZATION OF PROGRAMS AND PROJECTS 

Financial Analysis of Projects: 

Some Analytical Concepts {cont.) 
• Data used in financial analysis: 

- Revenue estimates: 
• the number of output units sold x the likely price per unit; 

9 

• Consider "high", "low" and "probable" prices for sensitivity tests; 

• Consider the "learning curve" for the build-up of production to 
full-capacity production; and 

• Revenue estimates will be difficult for non-commercial projects 
because they are often based on administrative prices. 
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PRIORITIZATION OF PROGRAMS AND PROJECTS 

Financial Analysis of Projects: 

Some Analytical Concepts (cont.) 
• Cost estimates: 

- "cost estimates" include both capital & operating expenses; 

- Physical and inflation contingencies must be estimated; 

- If inflation is expected to affect the sales and input prices 
differently, this must be considered in the financial analysis; 

Sufficient "working capital" during the construction period; 

- "capitalize" interest payments of the construction period. 
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PRIORITIZATION OF PROGRAMS AND PROJECTS 

Financial Analysis of Projects: 
Some Analytical Concepts (cont.) 

• Financial statements: 
- The "pro forma" statements for future performance of a firm; 

- The Income Statement (Profit and Loss Statement) shows the 
categories of revenues and expenditures, including non-cash 
charges to income (depreciation, deferred taxes, etc); 

- The Balance Sheet shows the entity's assets and liabilities: 
• Current assets: cash and convertible to cash within one year; 

• Fixed assets: land, building, equipment with life of 1 year+; 

• Other long-term assets: cost of R&D and outside engineering; 

- "Statement of Sources and Uses of Funds" 
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PRIORITIZATION OF PROGRAMS AND PROJECTS 

Financial Analysis of Commercial Projects 

• What are the objectives of the financial analysis? 
- Estimate the "financial worth" of the project (FIRR); 

- Assure "return on equity" is adequate; 

- Assure "financial resources=>investment+operatinq costs" 

- Cash flow analysis: receipts & payments are synchronized 

- Assure that the "debt service coverage" is provided. 

- Sensitivity analysis. 

(i' USAI D I Pu~lic lnv':stment 
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PRIORITIZATION OF PROGRAMS AND PROJECTS 

Financial Analysis of Commercial Projects (cont.) 

• Methods of Analysis: The data in the financial 
statement is analyzed with the help of some ratios: 

- FIRR= (i), which make~: B • - c =O 
L-1 L-

1 

t•I (I+ i)' •=I (I+ i)' 

- NPV=. 
81 

• ci , where {i) chosen in advance and 
~ (l+i)' ~ (l+i)' 

if NPV=or>O, the project is acceptable 
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PRIORITIZATION OF PROGRAMS AND PROJECTS 

Financial Analysis of Commercial Projects (cont.) 

Net Profit = All revenues - All costs 
- Costs = production costs + administrative (overhead) costs+ import duties + 

taxes + depreciation + amortization + interest on debt 

- The best measures of a project's profitability are FIRR and NPV because they 
consider benefits' and costs' time profiles beyond the annual statements. 

- Some ratios as indicators of the over~ll efficiency of funds' use: 
• Annual net profit I sales 
• Annual net profit I total assets 
• Annual net profit I equity 

Leverage is the effect of debt on the profitability of an equity investment; 
- The debt I equity ratio measures the effect of debt on the project stability; 

- Consider both short- and long-term debt in computing the debt/equity ratio. 

15 
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PRIORITIZATION OF PROGRAMS AND PROJECTS 

Financial Analysis of Commercial Projects (cont.) 

• The Liquidity Analysis ascertains if all the expected expenses in 
a year are covered by expected receipts. The relevant ratios: 
- The current ratio = current assets I current liabilities. 

• Current assets=cash+marketable securities+receivables+inventories 

• Current liabilities=taxes+short term loan repayments+annual principal 
repayments of long term loans+accounts payable 

- The quick ratio ("acid test")=( current assets-inventories) I current 
liabilities. 

- Debt service coverage=sources of funds/debt service requirement 
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PRIORITIZATION OF PROGRAMS AND PROJECTS 

Financial Analysis of Commercial Projects (cont.) 

• Sensitivity Analysis: 
- There will always be sufficient uncertainties in most estimates and 

assumptions underlying any project's profitability and financial 
stability; hence need for examining the effects of changes in them. 

• Particularly important factors are: construction and operating costs, 
sales prices, total production, and the length of construction period. 

• If tests with changes in these factors show that the project will not be 
financially viable, then estimate the probability of a given change. 

• Such assessment of probability is called "risk analysis", and 
taking steps to minimize it is called "risk management". 

(J~ ~) . . #~'\ USAI D I Public Investment 
~f FRoMrHEAMERrcANPEoPLe Pohcy Project 
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PRIORITIZATION OF PROGRAMS AND PROJECTS 

Financial Analysis of Non-Commercial Projects 

• Scope of Analysis: 
- Most public sector investments are aimed at improving socio-

economic infrastructure of the country; 

- Such projects often do not generate any or sufficient revenues; 

- Hence, FIRR and NPV cannot be calculated to justify them; 

- The role of financial analysis is to determine whether the project will 
• Achieve its expected results at the least cost possible, and 

• Have sufficient resources available to meet its costs on time. 
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PRIORITIZATION OF PROGRAMS AND PROJECTS 

Financial Analysis of Non-Commercial Projects 
• Cost Effectiveness Analysis (CEA): 

- Benefits and costs are identified, but only costs are monetized; 
- Bene"fits are difficult or impossible to quantify and to express in 

monetary terms; 
- CEA can take three basic approaches: 

• First establish the expected result and then examine different means of 
achieving that result; 

• In the second approach, a predetermined funding is available in a 
certain area (child health care} and the consequences of using that 
money in alternative ways are examined; 

• Identify a number of results required for a Strategic Objective and 
examine the cost differences to achieve them, and then consider which 
results seem most reasonable in view of the costs involved. 

• Unit cost= (annualized investment costs+ annual operating costs} I 
annual number of output units. 

PRIORITIZATION OF PROGRAMS AND PROJECTS 

Financial Analysis of Non-Commercial Projects 

Recurrent Cost Analysis: 
- Recurrent costs (operating expenditures) include: 

• Wage and salary payments 

• Utility costs 

• Raw material purchases 

• Maintenance and repair expenses 

• Replacement of worn-out equipment 

• Debt service payments, etc. 
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- The financial analysis must examine whether or not sufficient funds 
are made available to cover these costs when needed during the 
life of the project. 
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PRIORITIZATION OF PROGRAMS AND PROJECTS 

Financial Analysis of Non-Commercial Projects 
Recurrent Cost Analysis: 
- Prepare the annual budget of the project, containing all operating 

expenditures and sources of funds; 
Examine the government's past recurrent cost performance and the 
projections for the coming years, particularly w.r.t. the project sector 
If the above analyses show potential problems, then 

• Modify the project design (e.g., user fees and other revenue measures) 
• Analyze the project impact on government revenues and expenditures 

in case the net revenue impact may justify the needed govt support; 
• Analyze the likelihood of other donors providing support to the project; 
• Analyze the causes of persistent recurrent cost problems and remedies 
• Consider abandoning the project. 
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I Ex_ercise: _Solution 
Discountlng 

Taskl 

a. Using a calculator and discount factors in Table 2, the net present value of Project A using a 
discount rate of S percent is calculated as follows: 

NPV of Project A at S% 
:::: net benefit flow in YO + (net benefit flow in Yl x discount factor at S% in Yl) + (net 
benefit flow in Y2 x discount factor at S% in Y2) + .... until YlO 
:::: -1000 + (100 x 0.9S2) + (100 x 0.907) + (100 x 0.864) + (100 x 0.823) + (120 x 0.784) + 

(140x0.746) + (160x0.711) + (190 x0.677) + (220 x0.645) + (250 x 0.614) 
90.69 

NPV of Project A at 10% 
:::: net benefit flow in YO + (net benefit flow in Yl x discount factor at 10% in Yl) + (net 
benefit flow in Y2 x discount factor at 10% in Y2) + .... until Yl 0 

-1000 + (100 x 0.909) + (100 x 0.826) + (100 x 0.751) + (100 x 0.683) + (120 x 0.621) + 
(100 x 0.564) + (100 x 0.513) + (100 x 0.467) + (100 x 0.424) + (120 x 0.386) 
169.05 

and so on for Projects B to F. 

NB. Using Excel spreadsheet, the NPV is calculated using a built-in formula as follows: 
=NPV(discount rate, net benefit range from Yl to YlO) 

b. The IRR is calculated as that rate of discount at which NPV == 0. Taking Project A where 
there is a positive NPV at 5% discount and a negative NPV at 10% discount, respectively, 
the IRR must lie between this range. It can be found iteratively by repeating the calculation 
of NPV at various discount rates until a value dose to zero is found. 

Alternatively, it can be found using the following formula (which is solved for IRR): 

NPV@5% 

= 
NPV@S%-NPV@ 10% 

For Project A, 
90.69 

90.69 - (-169.0S) 

90.69 
= 

259.74 

.OS IRR 

.05 .10 

.OS-IRR 

-.OS 

5%- IRR 

5%-10% 



(90.69 * -.05) 259.74 * (0.05- IRR) 

-4.5345 = 12.987 - (259.74 *IRR) 

-17.5215 = (259.74 *IRR) 

-17.5215 = IRR = 0.06745 = 6.75% 

-259.74 

NB. Using Excel spreadsheet, the IRR is calculated as follows: 
=IRR(net benefit flow from YO to Y10, guess for IRR) 

c. See Table 1 

Table 1: Net Benefit Flows ($'000) 
Year A B c D 

0 -1000 -2000 -1500 -1500 

1 100 200 60 300 
2 100 200 70 300 

3 100 200 80 300 

4 100 200 90 300 

5 120 240 120 300 
6 140 280 140 300 

7 160 320 160 300 
8 190 380 190 300 
9 220 440 220 300 

10 i 250 500 250 300 

NPV@5%= $90.69 $181.38 ($500.12) $816.52 
NPV@10%= ($169.05) ($338.10) ($752.06) $343.37 
IRR= 7% 7% -1% 15% 

Task2 

E F 

-1000 -200 
-200 -200 
300 -200 
300 -200 
300 200 
300 200 
500 200 
500 200 
500 350 
500 350 
500 350 

$1,518.78 $545.35 
$859.58 $225.59 

22% 16% 

a. Projects A and B have the same internal rate of return, but project B is twice as big as 
project A. 

b. To give Project C a positive NPV at 5% discount rate, the benefit in year 10 should be 
changed to at least 1,065. At a 10% discount rate, this should be changed to at least 2,201. 

c. Among projects D, E, and F, project Eis the most attractive, having the highest NPV and 
IRR. 
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d. Project F has a slightly higher IRR but significantly lower NPV than project D. Project D 
contributes more to the economy than project F. 

e. If the economic opportunity cost of capital is 12%, projects D, E, and F could be considered 
viable. If it is 15.5%, only projects E and F could be considered viable. 

f. See following chart. 
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Tarix: 17 may 2005-ci ii 

AZ8RBAYCAN 

ELEKTRiK OTOROCO SiSTEMi LA YiHasi 

LA YiHaNiN QiYMaTLaNDiRMa saNaDi 

A VROP A va MaRKaZi ASiY A 

infrasturktura va Energetika sahasi 

Qrupun Rahbari: Byom Hamso 
Sahalar: Enerji ( 100%) Olka iizrn Direktor: D-M. Dausett-Koirolo 

Saha iizra Menecer: Peter D. Tomson 

Layiha No: P083341 

Movzu: Ozal sektorun inki~afi ii9iin 
infrastruktura iizra xidmatlar (P);Tanzimlama 
va rnqabat siyasati (P);Regional inteqrasiya (S) 
Ekoloji se9ma kateqoriyas1: Qisman 
qiymatlandirma 

Maliyyala~dirma vasitasi: Specifik investisiya 
iizra Kredit 

Ehtiyat tadbirlari iizra se9ma kateqoriyas1: 
He bir tasiri yoxdur 

[X] Kredit [ ] Bore [ ] Qrant [ ] ~manat [ ] Digar: 

Kreditlar/Digarlar ii9iin: 
Cami Bank maliyyala~dirmasi (milyon ABS dollan.): 48.00 
Taklif olunan ~artlar: FSL (for i sabit kredit) 

BORCALAN 
BEYN8LXALQ YENiD8NQURMA 
va iNKiSAF BANKI 
Cami: 

Borcalan: Azerenerji (Ac1q Tipli Sahmdar Camiyyati) 

Cavabdeh Agentlik: Azarenerj i 
Akademik abdiilkarim alizada kii9 10 
Bak.1, AZ 1005 
Azarbaycan 

7.30 
0.57 

7.87 

8laqa iizra ~axs: Canab Tayyar ibrahimov, Layihanin Direktoru 
Tel: +(994 12) 498 41 84 
Fax: +(994 12) 498 55 23, 
E-mail: te .com 

07 08 09 
illik 19.42 14.50 4.50 
Omumi 28.53 43.03 47.53 

5 

0.10 7.40 
47.43 48.00 

47.53 55.40 

10 11 
0.47 0 

48.00 



Layihanin icra DovrG: Avqust 2005-Iyun 2010 
QUvvayaminmanin Gozlanildn Tarixi: 17 A vqust, 2005 
Sona c;atmanm Gozlanilan Tarixi: 31 Dekabr, 2010 

Layiha oz mazmunu va ya onun har hans1 bir ahamilyyatli hissasi Olkaya Y ard1m 
[ ]Ha [x] Yox 

Strategiyasmm sartlarini (CAS) pozurmu? 
Layiha Bankm yilriitdilyii siyasatdan har-hans1 milstasnalar talab edirmi? [ ]Ha [x] Yox 
Bunlar Bank rahbarliyi tarafindan tasdiq edilmi~dirmi? [ ]Ha [ ] Yox 
Direktorlar $urasmm yilriidtiyi.i siyasat ilzra har-hans1 milstasnalann tasdiqi talab [ ]Ha [ ] Yox 
edilmi~dirmi? 
Layiha har-hans1 "yilksak" va ya "ahamiyyatli" kimi qiymatlandirilan bohranh [x]Ha [] Yox 
risklari ozilnda aks etdirirmi? 
Layiha yerina yetirilma i~farina haztrhhq il~iln Regional kriteriyalara eavab veririmi? [x1Ha [] Yox 

Layihanin hayata ke~irilmasinin maqsadi: 
ilkin olaraq layihanin maqsadi yilksak-garginlikli elektrik verili~ xatlari ~abakasinin idara olunmasmm va 
istismarmm yilksaldilmasi i~larini maliyyala~dirmak yolu ila Azarbaycanda elektrik enerjisi ila taehizatm 
etibarhhgm1, keyfiyyatini art1rmaq va iqtisadi samaraliliyin alda olunmas1du. 
Layihanin tasviri 
A: Enelji Sistemin idaraedilmasi. Elektrik enerjisi ilzra dispet~er sisteminin modemla~dirilmasi (SCADA, 
Avtomatik idaraetma Systemi (EMS), tele-rabita, ol~i.i) 
B: OtiJriic1' Sistemin Barpasz. Yanmstansiyalarm va elektrik verili~ xatlarinin barpas1. 
C: idaraetmaya Yardzm. $irkat rahbarliyina yard1m, bura Beynalxalq Maliyya Hesabat Standartlarmm 
istifadasina va galacak restruktiriza olunmu~ enerji sektoruna hazirhq i~larina yard1mlar daxildir. 
D: Layihanini Yerina Yetirilmasi. Layihanin idara olunmasma, satmalma i~larina, talimlarin apanlmasma 
va digar i~lara yard1m. 
agar varsa, hans1 ehtiyat tadbirlarinin gori.ilmasina sabab olmu~dur? 
Layiha atraf milhitin qiymatlandirilmasi Uzra ehtiyat tadbirlarin gori.ilmasina takan verir. tlkin ekoloji 
kateqoriya daracasi: B 
agar varsa, ahamiyyatli, qeyri-standart ~araitlar U~iln: 
Direktorlar $urasma taqdimat: Olmam1~dtr. 
Kreditin!Boreun effektivliyi: Yoxdur 
Layih~nin yerin;;;, yetirilm~si il~iln milvafiq raz1la~malar: 
• ~manat~i (Azarbaycan Respublikas1) Borcalam illik asasda maliyya va/va ya natural ~akilda 

istanilan komakliyi gostaraeakdir ki, Borcalan hayata ke~irdiyi amaliyyatlan daha effektiv va 
hartarafli ~akilda yerina yetirsin va Zamanat Sazi~ina uygun olaraq, ilzarina gotilrdilyil ohdalikfora 
cavab vera bilsin. 

• Zamanat~i Bank1 raz1 salaeaq va Borcalam (Azarenerji) 31 Dekabr 2010-cu ii tarixdan gee 
olmayaraq, amaliyyat xarclarinin tam odanilmasini alda etmaya imkan veraeak orta milddatli tarif 
siyasatini inki~af etdiracakdir. 

• Azarenerji ozilni.in illik tamiz galirlari ila bore xidmati i.izra maksimum talab arasmda nisbatin he~ 
olmazsa 1.5:1 olana qadar, ozilniln likvidlilik amsahni (dovrlyya vasitalarinin q1sa miiddatli 
ohd~liklara nisbati) 1.2:1-a nisbatinda saxlayaeaqd1r va alava bore almaqdan ~akinaeakdir. 

• Azarenerji yerli Layiha Hesab1 a~aeaq va gozlanilan birga maliyyala~dirma Uzra yerli talablari 
k~rnamak ~arti ila an az1 sonrak1 3 ay arzinda bu hasabda balans1 tamin edaeakdir. 
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A. STRA TEJi MaZMUN va aSASLANDIRMA 

1. Olka va sektor ilzra problemlar 

Sovet ittifaqmdan milsfaqillik qazand1qdan sonra Azarbaycan digar MDB Olkalari kimi ke9id 
dovriiniln bir 9ox problemlari ila q~1l~d1. Bununla barabar olbnin problemlari milhariba, 
bllyiik sayda qa9qm va ko9kiinlarla va Macburi Kockiinlar (MK) alaqadar daha da ag1rla~d1. 
Naticada bugilnkil gilna Azarbaycan Avropa va Marbzi Asiya Regionunun an a~ag1 galiri olan 
yeddi olkasindan biridir. Lakin danizda a~karlanan boyiik neft va qaz yataqlan olbnin boyilk 
galacayindan xabar verir. HazITda bu yataqlar o:zal sektorla birga amakda~hq ~araitinda 

i~lanilanilir. 

Azarbaycan yaxm illarda maliyya-kredit sahasinda davamh olaraq hayata ke9irdiyi siyasat 
naticasinda iqtisadi stabilliya nail olm~dur. Neft va qaz istehsah planla~dmlan gostaricilara 
uyqun olmu~, UDM 2002-ci ilda 10.6 faizdan 2003-cU ilda ataraq 11.2 faiz ta~kil etmi~dirki, 
buna da hayata ke9irilan ag1lh siyasat va nefta olan yiiksak qiymatar sabab olm~dur. Lakin, neft 
istehsah ozilniln pik gostaricisina ancaq 2010-cu ilda 9atmas1 gozlanilir va Hokumat yeni i~ 
yerlarinin a91lmas1 va galirlarin artnlmas1 U9Un qeyri-neft sektorunda 9ox~axali inki~af1 tamin 
etmalidir. 1999-cu ildan etibaran idaraetmada va korrupsiyaya qar~1 milbarizada ahamiyyatli 
nailiyyatlar alda olunmagma baxmayaraq, biznes miihitini daha da alveri~li etmak il9iln gorillasi 
9ox i~lar hala da qalmaqdad1r. 

Yoxsulluq 9ox ciddi masaladir, bu da qisman boyilk sayda qa9qm va macburi k69kilnlarin 
(taxmini bir milyona yaxm) olmasmdan, qisman da amak tutumlu sektorlara va komak9i 
infrastruktura kifayat qadar investisiyalann yatmlmamasmdan yaranm1~du. 2002-ci ilin 
gostaricilarina gora ahalinin taxmini 4 7 faizi yoxsulluq haddinda va 9 faizi isa yoxsulluq 
haddindan ~ag1 saviyyada ya~ayir. Azarbaycan U9iln Yoxsullugun Azaldtlmas1 Strategiyas1 Uzra 
Sanad (PRSP) altI strateji bolmani aks etdirir: (i) galir alda etmak U9iln milvafiq milhitin olmas1; 
(ii) makro-iqtisadi stabillik; (iii) keyfiyyatli va dilzgiln tahsil va tibbi xidmatdan barabar isitifada 
imkanlan; (iv) infrastruktura Uzra inki~afm olmas1 (bura yollar, kommunal xidmatlar, va 
irrigasiya daxildir); (v) hassas ahali qrupuna daha effektiv xidmat gostarmak U9iln sosial mildafia 
islahatlar; va (vi) qa9qm va macburi ko9kilnlar va DYD~-lar U9Un daha yax~1 ~arait. Azarbaycan 
yoxsulluga qar~1 mUbarizada nailiyyatlar alda edir va 2004-cil ilda pensiyalar va minimum amak 
haqq1 ahamiyyatli daracada artlnlm1~d1r. 

MUstaqillikdan sonra enerji sektorun vaziyyati pis vaziyyatda idi. Barpa va alava gilclarin 
yarad1lmas1 i~larina kifayat qadar maliyyala~dirma manbalarinin olmamas1 sababindan istehsal 
gilcil azalm1~ va hazuda elektrik enerjisina olan yerli talabat1 odamaya adekvat deyildir. Olkanin 
9ox hissasi elektrik enerjisini giln arzinda bir ne9a saat ala bilir. Tez-tez ba~ veranelektrik enerjisi 
Uzra mahdudiyyatlar sistemin dayamqhgm1 pisla~dirir va sistem Uzra qazalarm b~ vermasina 
sabab olur. 81ava olaraq, sektor maliyya cahatdan dayamqh deyildir. Azarenerji (enerji istehsal 
va otilrillmasi i~larini yerina yetiran va ham9inin, taklif olunan bu layiha Uzra cavabdeh olan 
dovlata maxsus ~irkatdir) elektrik stansiyalarmda istifada olunan yanacaga (tabii qaz va mazut) 
va idxal olunan elektrik enerjisina gorn odani~larin yerina yetirilmasi ila alaqadar Dovlatin 
ayud1g1 maliyya yard1mlanndan 9ox as1hdIT. Ke9mi~ sovet ittifaqma daxil olan digar Olkalarda 
sistemin pis i~lamasinda ox~ar olan sabablar: (i) investisiyanm va texniki xidmatin adekvat 

7 



s:wiyyada olmamas1, xiisusan da miistaqillik qazamld1qdan sonra; (ii) tariffarin va y1g1mm 
adekvat olmamas1; va (iii) sistemin vahid enerji sistemin bir hissasi kimi nazarda tutularaq 
faaliyyat gostarmasi. Problemlar Daghq Qarabagda gedan miihariba ila alaqadar daha da 
~atinla~mi~dir. Bununla beta, yaxm illarda enerji sistema Beynalxalg Maliyya Ourumlanndan 
(iFis) ahamiyyatli investisiya yatmmlan edilmi~dir va Azerenerjinin Dovlatdan maliyya as1hhg1 
Hokumatin yiiriidacayi tarif siyasatindan va onun enerji paylanmas1 i~lari ii~iln tutacag1 
ozalla~dirma strategiyasmdan ibarat olan siyasi masalalarla baghdu. 2002-ci ilda Hokumat 
elektrik paylay1c1 ~abakani yenidan ta~kil edarak, onu dord regional ~irkatlar arasmda 
bol~diirmii~ va ozal ~irkatlarla uzun miiddatli miiqavilalar baglam1~du (bax 8lava 1). 
Investorlan va operatorlan calb etmak ii~iin Hokumat, distribyutorlara son istifada~ilardan 
odani~ iizra y1g1mlari ta~kil etdiklari bir vaxtda, Azarenerjidan ald1qlar1 elektrik enerjisina gora 
odani~larin bir hissasinin odanilmasini taxira salm1~d1r. 2010-cu ilda paylay1c1 ~irkatlardan 
Azarenerjiya edilacak odani~lar 100 faiz hacminda olacag1 planla~dmlmt~du. 

8halinin hayat standartlannm giiclandirilmasi ii~iin vacib talablar keyfiyyatli elektrik enerjisi 
tachizat va digar kommunal xidmatlarin gostarilmasidir. Hokumat bu ehtiyaclan aradan qalduan 
strategiyam miiayyan etmi~dir va bu Yoxsullugun Azaldllmas1 Dastak Kreiti ii~iin (PRSC-I, 
2005) inki~af Siyasati barada Maktubda (iSM) aks olunmu~dur. Bu strategiyanm be~ komponenti 
movcuddur: 

• Kommunal xidmatlarin gostarilmasinda ozal sektorun i~tirakmm artmlmas1; 
• Kommunal xidmatlari tamin edan ~irkatlar ii~iin ~akilan xarclarin tam odanilmasina 

ke~idi daxil etmakla, Azarbaycan il~iin orta tarif siyasatinin tatbiq olunmas1; 
• 2008-ci ilin yanvar aymm 1-dan gee olmayaraq dovlata maxsus milassisalarin BMHS-nm 

tatbiq etmasini talab edan yeni Miihasibat haqqmda Qanunun qabul edilmasi va tatbiq 
edilmasi ila beynalxalq maliyya hesabati standartlarmm hayata ke~irilmasi; 

• Ilkin olaraq, elektrik enerjisi, qaz, su va kanalizasiya sektoru ilzra miistaqil tanzimlayici 
agentliyinin yaradilmas1 ila milvafiq tanzimlama miihitinin yarad1lmas1; va 

• Yeni Raqabat haqqmda qanunun qabul edilmasi ila raqabat mi.ihitinin gi.iclandirilmasi. 

lnki~af Siyasati barada Maktubda (iSM) qeyd edilmi~ strategiyanm elementlari ahaliya etfektli 
va rentabelli xidmatin gostarilmasina ozal sektorun ahamiyyatli saviyyada i~tirakma imkan 
veran, maliyya cahatdan dayaruqh va azilnil adama qabiliyyatli kommunal sektora Hokumatin 
baxi~lanm dastaklamak i.i~iln planl~dmlm1~du. iSM-nin detallan 8lava 1-a verilan Qo~ma 1-da 
aka edilmi~dir. 

HBkumat, ham~inin, istehlak~1lara Azarbaycanm daxilinda gostarilan kommunal xidmatlarin 
milmkiinli.iyiina zamanat vermak i.i~iln bu sahanin ehtiyaclan barada tam malumata malikdir. 
Bela ki, iqtisadiyyyat inki~af etmakda davam edir, ahalinin ahc1hq qabilliyati artmaqdadtr va, 
bununla barabar, yilksak qiymatlarla gostarilan kommunal xidmatlara odama qabilliyati da arttr. 
Bundan alava maqsadli sosial mildafia iizra tadbirlarin haz1rlanmas1 va yerina yetirilmasi, bu 
proses hal-hazuda inki~af marhalasindadir, zamanat veracakdir ki, ahalinin qiymat art1mma daha 
~ox hassas olan hissasina qiymatlarin artmasma, va son olaraq, istehsal xarclarini tam odamaya 
imkan veran saviyyaya ~atmasma baxrnayaraq, asas kommunal xidmatlarin gostarilmasi davam 
edacakdir. Blitiln bu mlilahizalari nazara alaraq, Hokumat ilkin addtm kimi 2005-ci ilin yanvar 
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aymml-den qazm ve su tachizatt ilzre qiymetlarin artmlmasma qerar vermi~. Jakin, elektrik 
enerjisi tariffarinin artmlmasm1 daha gee tarixe qadar taxira salm1~dir. 

2. Bankm calb olunmas1 U~Un asaslandtrma 

Movcud olan beynalxalq va yerli milhitda Azarbaycan ili;Un ozal sektor tarafindan enerji sistemin 
tam barpas1 ili;iln laztm olan hacmda maliyyala~dirma imkam milmkiln deyildir. 
BMQ(IFis)/donorlar (A YiB, KfW. iiB va BYiB) sektorda yeni giiclarin yarad1lmasma va 
istehsalm barpas1 va otilrillmasi maqsadlari iii;iln ahamiyyatli maliyya yard1mlar1 etmi~dir va 
bundan sonra da edacakdir ki. bununla da kei;mi~ 20 ii arzinda sistema gostarilan laqeyd 
mUnasibatin naticalari aradan qaldmhr. Bununla beta, bazi avadanhqlar 50 ii arzinda istismar 
olunur va bu da sistemin etibarhgma tahlilka yaratmaqdadir. Bank maliyya bo~luqlanm 
doldurmaga komak etmakla barabar, Hokumat ila birga faaliyyat gostararak, ozal sektorun 
maliyya manbalarinin sektora calb olunmas1 ili;iln struktur, qanunvericilik va tanzimlama 
mexanizmlarinin alda olunmas1 komak eda bilar. Taklif olunan layiha sektor islahatlarma alava 
ola bilar, hansl ki, oz novbasinda otilrilcil sistemin barpas1 va gilc otilrma sisteminin 
nizamlanmas1 laz1m olan investisiya ehtiyaclanm tamin etmak yolu ila Bankm nizamlay1c1 
amaliyyatlan ila dastaklanir. Otilrilma enerji sistemin onurga siltunudur va adekvat dispeti;er 
sisteminda hazirki 9at1~mamazhqlar qeyri-effektiv amaliyyatlann va tachizatm milhafizasi ilzra 
riskin yaranmasma sabab olur. Bank layiha ilzra va KSI respublikalarmda otilrilcil sistemin 
barpas1 layihalarinin yerina yetrirlmasi ilzra boyilk tacrilbasini va burada alda olunan va 
Azarbaycan iii;iin maqbul olan biliklari taklif eda bilar. 

3. Layihanin hayata ke~irilmasindan alda olunacaq nailiyyatfar 

Elektrik otilrilcil sistemin barpas1 ili;Un taklif olunan layiha Y ASS-a (PRSP) bir i;ox yollarla oz 
tOvhasini veracakdir, xilsusan da: 

• Fasilasiz elektrik enerjisi ila tachiz etmak yolu ile iqtisadi art1m ili;iln ~araitin 
yilksaldilmasi; 

• Otilrilcil sistemin texniki va maliyya cahatdan idara olunmas1m yilksaltmak yolu ila 
elektrik enerjisini dayarinin azald1lmas1; va 

• Miiqavila talablarina uygun olaraq elektrik otilrilcil va dispeti;er xidmatlarini yerina 
yetirmaya imkan veran elektrik otilrilc sistemin modernla~dirilmasi ila enerji 
infrastrukturunun inki~afmda ozal sektorun calb edilmasi ili;iln bilnovranin 
takmilla~dirilmasi. 

Layiha sosial xidmatlarin va infrastrukturda azald1Iman1 dayi~dirmak yolu ila xidmatlarin alda 
olunmas1 yax~1la~d1rmaq kontekstinda Olkaya Yard1m Strategiyas1 iizra investisiya proqramma 
daxil edilmi~dir. Bu haz1rki OYS-in (CAS) dord strateji maqsadlarindan biridir. 
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B. LAYiHaNiN TaSviRi 

Azarbaycan BiA-dan (IDA) va elaca da Bankdan BYlB (IBRD) kreditlarini alda etmak U.;:iln 
"qan~1q olka" kimi fayin olunmu~dur. BiA tarafindan mahdud maliyyala~dirma ila Hokumat, 
Elektrik Otiirilcii Sistemi Layihasina calb olunm~ hilquqi ~axsin BYiB tarafindan 
maliyyala~dinnasi variantm1 se9mi~dir. Taklif olunan layiha BYiB maliyyala~dirilma ~artfori ila 
verilarnk Spesifik investisiya Krediti olacaq .. Olkaya daxil olan xarici valyutada neft ixracmm 
ahamiyyatini nazarda tutaraq, Hokumat va Azarenerji, kredit iizra valyutam AB~ dollarmda 
olmasm1 qararla~dmlm1~dir. Azarenerji Farqi Sabit Kredit (FSL) kimi maliyyala~dirma 

vasifasina iisttinlilk vermasi barada BankI malumatland1nn1~dir. 

2. Layih:min haz1rlanmas1 m3qs3di V3 3sas gosfaricifar 

Layihanin asas maqsadi Azarbaycanda elektrik enerjisinin 6tiirillmasi iizrn amaliyyatlann 
effektivliyinin generasiya/ottirma vahidlarinin institusional va texniki gilclandirilmasi yolu ila 
yiiksaldilmasidir. Layihanin ikinci maqsadi Azarenerjinin maliyya vaziyyatinin 
gilclandirilmasidir. 

Layihanin inki~af maqsadlarinin yerina yetirilmasini qiymatlandiran asas texniki gostaricilar 
~ag1dakdard1r: 

• Otilrma zamam yaranan itkilarin azald1lmas1 va dispet9erla~dinna prosesinin iqtisadi 
cahatdan samarali yerina yetirilmasi ila har bir kVts elektrik enerjisinin istehsalma sarf 
olunan yanacagm miqdarmm azald1lmas1; 

• Tezliyin va a91lmalarm silrakliliyi ila alaqadar tachiz olunan elektrik enerjisinin 
etibarhgmm va keyfiyyatinin artmlmas1; 

• Maliyya vaziyyatinin (yani, ehtiyaclar il9iln Hokumat maliyya yard1mlarmm 
azald1lmasi/kasilmasi) (a) biitiln xarclari Odamaya imkan veran tarifforin tatbiqi va (b) 
enerji haqlar1 ilzrn y1g1mlarmm faizlarinin artmlmas1 yolu ila gilclandirilmasi. 

Maqsadlar va daha 9ox tafsilatlar il9iin 8lava 3-a baxmah. 

3. Layih3nin komponentfari 

Komponentlar enerji sistemin ehtiyaclannm tacili talablarina asaslanaraq se9ilmi~ va A YiB-in 
haz1rlad1g1 enerjinin istehsah va BY1B tarafindan maliyyala~dinnaya alava olaraq, KfW-nin 
otilrilcii sistemin komponentlarinin maliyyala~dirilmasi layihalari ila BMQ-lar (IFls) arasmda 
camla~dirilmi~dir. Layihanin ~ag1dak1 kimi gostarilmi~ <lord komponenti vard1r: 

Komponent A: Enerji Sistemin idara Olunmas1 (Dayari: Proporsional olaraq, A va B 
Komponentlari ii<;iin 50.6 mi/yon ABS dollarz) 

Layihanin birinci komponentina daxildir: olkada elektrik enerJ1s1mn dispet9er sisteminin 
takmilla~dirilmasi ii9iin investisiyalar, o da oz novbasinda elektrik sektorunda samarali, 
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tahlilkasiz va etibarh amaliyyatlann gorillmasini tamin edacak va galacakda elektrik enerjisinin 
topdansatl~ bazannda maliyya nizamlanmasm1 yUngillla~diracakdir. Burada iii;: asas sub
komponentlar movcuddur (tafsilatl ila elava 4-da tasvir edilmi~dir): 

• SCADA/EMS sistemi1: kompyuter texnikasmm va proqram taminatmm qur~dmlmas1 
elektrik stansiyalarmdan va YG otilrilcil yanmstansiyalardan real vaxt rejiminda amaliyyat 
malumatlanm alda etmaya, Milli Dispeti;:er Markazinda sistemin analizini va monitoringini 
aparmaga, va elektrik stansiyalanm va YG otilrUcU sistemin idaaedilmasini va gUc otilrma 
amaliyyatlanru yerina yetirmaya imkan veracakdir. 

• Tele-rabitOJ !jOJhakasinin takmillOJ!jdirilmasi: otiirma, illyma va YG ~abakada amaliyyatlann va 
texniki xidmat Uzra talablara cavab vermak il¥iln rabita avadanhqlannm qur~dmlmas1. Bu 
hami;:inin, Azarenerjida maliyya va inzibati idaraetmani takmilla~dirilmani dastaklamak ili;:iln 
Azarenerjinin ha~ ofis ila elektrik stansiyalan arasmda "geni~ zolaqh" rabita vasitalari ila (bu 
eyni zamanda sasin, video gorilnil~iln va malumatlann verilmasi ili;:iin texnologiyadir) 
alaqanin yaranmasm1 tamin edacakdir. 

• Stansiya iizra adaptasiya va ol\:ma: elektrik stansiyalan va yanmstansiyalannda idaraetma 
va oli;:il sxemlarinin va avadanhqlarmm adaptasiya olunmas1 UTQ-a (RTUs) giri~ va 91x1~da 
b~ veran hayacan signallannm, vaziyyatinin va oli;:ilniln apanlmasma imkan veracakdir. 
istilik elektrik stansiyalarmm har bir enerji blokunda yanacaq saygaclannm qur~dmlmas1 
samarali otilnna ili;:iln nazarda tutulur. 

Component B: Otiiriicii Sistemin Barpas1 (Dayari: Proporsional olaraq, A va B Komponentlari 
u9un 5 0. 6 mi/yon ABS dollarz) 

1kinci komponent yilksak garginlikli otilrilc xatlarin va sei;:ilmi~ yilksak garginlikli 
yanmstansiyalann barpas1 ili;:iln prioritet investisiyalar1 ahata edir. investisiyalar sistemin 
etibarhgmm gilclandirilmasina va sistemin qiymatli aktivlarinin dag1lmalardan milhafiza 
olunmasma komak etmak iii;:iin nazarda tutulm~dur. Sub-layihalar priritetliklarina va iqtisadi 
rentabelliklarina gora sei;:ilmi~lar, bura; dord yanmstansiyalarda olan transformatorlarm 
gticlarinin artmlmas1, 12 otilrilcil xattin seqmentlarinin barpas1 va alava dord yanmstansiyada 
ucuz barpa i~larinin goriilmasi daxil edilmi~dir. Sub-layihalarin detallan elava 4-da verilir. Sub
layihalarin bazilari alava tadqiq edilma maqsadi ila layihanin yerina yetirilma zamam dayi~dirila 
va atraf milhit i.izra sistemda (movcud avadanhqlarm xarab olmas1 va ya sistemda zaif yerlarin 
amala galmasi sababindan) dayi~iliklar apanla bilar. 

Component C: idaraetmaya Yard1m (3.6 mi/yon ABS dollarz) 

Oi;:iincii komponent Azarenerjinin idaraetma sisteminin yilksaldilmasi va onu restruktiriza 
olunmu~ galacak enerji sektoruna haz1rlamaq ili;:iin texniki yardunm gostarilmasini ozilnda aks 
etdirir. TY-a daxildir (1) ~irkata Beynalxalq Maliyya Hesabatl Standartlarma (IFRS) kei;:maya 
yard1m; (2) inteqra edilmi~ malumat idaraetma sisteminin hazirlanmas1; (3) Azarenerjinin 
aktivlarinin yenidan qiymatlandirilmasi; (4) layiha va ~irkat ilzra auditin kei;:irilmasi; (5) milasir 
~abaka Nizamnamasinin haz1rlanmas1; (6) otilrmanin qiymatlandirilmasi (milxtalif otiirma tarifi 

1 infonnasiya Ara~d1rma va Nazarat Sisteminin (SCADA) va Avtomatik idaraetma Sisteminin (EMS) 
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ilciln asas kimi); va (7) Otilrilcil sistemin dayamqhgmm tadqiqati. Bu komponent hamcinin, 
layihanin Azarenerji tarnfindan effektiv yerina yetirilmasina komakdarhq kimi Texniki Yard1mm 
(TA) gostarilmasini ozilnda aks etdirir. Elektrik enerjisi ilciln dispetcer sisteminin qur~dmlmas1 
milrnkkab masaladir va bu Azarenerjinin amaliyyatlannda ahamiyyatli dayi~iliklarin 

yaranmasma sabab olacaqdu. Sub-komponentlara daxildir: (8) dispetcer sistemi ilciln satmalma 
i~larinin dastaklanmasi (layiha hazuhqlan dovriindan b~layaraq); (9) layihanin idarn olunmas1 
va texniki dastak; va ( l 0) dispetcer sistemi Uzra talim. 

Component D: Layihanin Yerina Yetirilmasi (0.8 mi/yon AB$ dollarz) 

Dordiincil komponent Layihanin icra Qrupunun (PIU) 8lava 8maliyyat Xarclarinin (IOC) 
maliyyala$dirilmasi aks olunur. Bu, Azarenerji ta~kilatmm bir hissasi kimi LiQ-a (PIU) verilan 
va hacmina gorn cilzi olan sub-layihadir. Bu sub-layiha ila verilan maliyya vasaitlari tarcilma 
i$larinin gorillmasi, alava ofis avadanhg1mn almmas1, layiha ila alaqadar beynalxalq safarlarin, 
va alava ofis xarclari ilciln saxlamlmahdu. 

Layihanin ilmumi dayari gozlanilmaz xarclar va haqlar daxil olmaqla 55.4 milyon ABS 
dollandtr. BYiB tarafindan verilan kreditin mablagi 48 milyon ABS dollan, yerda qalan 7.4 
milyon ABS dollan yerli maliyyala$dirmanin ilzarina dii$ilf. (bax a lava 5) 

4. Layihanin haz1rlanmas1 zamam oyranilm~ va aks olunmu~ darsfar 

Bank layihanin yerina yetirilmasinda ahamiyyatli tacrilba toplamt$dlf va Azarbaycanda va 
regionda yerla$an olkalarin enerji sektorunda olan problemlari cox yax$1 anlaytr. an vacib dars 
odur ki, prioritet problemlar ozilnda iki qar$1hqh alaqali problemlari aks etdirir: sektorun 
idaraedilmasi va elektrik enerji $irkatarinin maliyya vaziyyati. Bunlar albatda ki, hilquqi, 
tanzimlama, struktur, iqtisadi, maliyya va texniki amillar ila alaqali milrnkkab problemlardir. 
Azarbaycan ancaq yaxm zamanlarda enerji sektorda islahatlara hayata kecirmaya, struktur 
dayi$ikliklarina, hilquqi va tanzimlama islahatlanna, va BiA tanzimlama amaliyyatlar1 ila 
dastaklanan (bu yaxmhqda YASK-1(2005)) kommunal $irkatlarin maliyya vaziyyatinin 
saglaml~dmlmas1 istiqamatinda add1mlar atmaga ba$lamt$dlf. Taklif olunan layiha dispetcer 
sisteminin takmilla$dirilmasina va otilrilcil sistemin barpasma yonaldilan investisiyalarla bu 
add1mlarm gilclandirilmasina komak etmi$ olard1. Siyasatin va investisiya dastaklanmasinin bu 
cilr birla$ik planla$dmlmas1 sektorun maliyya vaziyyatina va sektor islahatlarmm 
asaslandmlmasma onlarm birga effektinin maksimalla$d1rmaq ilciln edilmi$dir. 

Bela ox~ar layihalarda satmalmalar ilzrn i$larin hazulanmas1 va idara olunmas1, takliflarin 
qiymatlandirilmasi, layihanin idaraedilmasi va yerina yetirilmanin alaqalandirilmasi borcalanlar 
ils;iln catinliklar yarad1r. Azarenerji va onun L1Q-i (PIU) Uciln bu sabablari minimuml~d1rmaq 
ilciln satmalmalar strategiyas1 iki marhalali taklif etma prosesina va inteqrn edilmi$ dispetcer 
sistemi Uciln "acar-tahvil" milqavilasina asaslamr. Beynalxalq maslahatcilar tarnfindan texniki 
yard1ma hamcinin, layihanin yerina yetirilmasi dovriinda yeni dispets;er sistemi ili;iln amaliyyat 
hacmininin tayin olunmasmda va layihanin milvafiqliyinin asaslandmlmasmm 
gilclandirilmasinda LiQ-a (PIU) komakdarhq <lax.ii edilmi$dir. 
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Son olaraq, sektorda yah~an ~irk::ltl::lrin maliyy::l v::lziyy::ltl::lri yax~1l~ana q::ld::lr (hans1 ki, oz 
novb::lsind::l y1g1mm, tariffarin V::l sosial mildaffa t::ldbirl::lrinin artmlmasm1 t::ll::lb ed::lc::lkdir) 
benefisiar t::l~kilatlar t::lr::lfind::ln layih::ll::lrin maliyy::ll::l~dirilm::lsi m::lhdud olacaqdtr. Anlayaraq ki. 
maliyy::l v::lziyy::ltinin yax~tla~dmlmas1 ancaq islahat proqrammm yerin::l yetirilm::lsi il::l paralel 
hazirlanmahdtr, yerin'1 yetirilm::l ilzr::l geril::lm::ll::lr riskini azaltmaq ilyiln yerli maliyy::ll::l~dirm::lnin 
s::lviyy::lsi a~ag1 saxlantlmt~dtr. 

5. N3z3rd3n ke~irilmi~ alternativ variantlar V3 onlarm q3bul edilm3m35i S3b3bl3ri 

Burada dispetyer V::l YG otilrm::l iiyiln yiiks::lk prioritetli investisiyalann t::lklif olunan 
maliyy::ll::l~dirm::lsi sektor inki~afmm bu m::lrh::ll::lsind::l daha yax~1 yana~mam gost::lrm::lsi barnd::l 
anlayi~ verilir. 8sas n::lzard::ln keyirilmi~ variantlar V::l onlann q::lbul edilm'1m::lsi S::lb::lbl::lri 
~ag1dak1 kimidir: 

• Artan giiclar donaminda maliyya investisiyalarz: Azarbaycanda haztrda elektrik enerjisi 
tizr::l defisit movcuddur V::l bunun milqabilind::l Rusiyadan enerji idxal edir. Uzun 
don::lmd::l iqtisadiyyatm yerli t::lchizat qiym::ltind::ln art1q idxal qiym::ltfarini d~1yacag1 
gozl::lnilir. Enerji Sektorun inki~aft ilzra Dovfat Proqrammm ilkin variantmda istehsal V::l 
otiirm::lnin gilcilnil artuacaq bir stra investisiyalan ozilnd::l ::lks etdirir. Eyni zamanda 
aydmdtr ki, Otiirilcil sistemd::l movcud olan komponentl::lrin m::lhdudlugu, sistemin 
faaliyy::lti barad::l adekvat m::llumatm olmamas1, movcud avadanhqlann gilcl::lrinin 
maksimalla~dtraraq sistemd::l balansm ::lld::l olunmas1 kimi mexanizml::lrin azhg1 
S::lb::lbind::ln haztrki sistemd::ln optimal istifad::l olunmur. N::ltic::ld::l bel::l q::lrara ahndt ki, 
::llav::l gilcl::lra (hanst ki, layih::ll::l~diril::ln yQkl::lnm::l art1mm1 t::lmin etm::lk iiyiin ~ilbh::lsiz 
laztm olacaqdtr ) investisiyalar yatm}mamt~dan ::lVV::ll, birinci novb::ld::l movcud Otilriicii 
sistemind::ln V::l elektrik stansiyalarmdan istifad::lnin s::lviyy::lsi yax~tl~dmlmahdtr. 

• Generasiya giiclarinin barpasmda maliyya investisiyalarz: Bu sah::ld::l ::ln yOX bohranh V::l 
daha yOX S::lm::lr::l vern bifan generasiya giicfarinin b::lrpasm1 maliyy::ll::l~dirm::lyi famin ed::ln 
A YlB layih::lsi haz1rlanma prosesind::ldir. BYiB t::lrnfind::ln ::llav::l maliyy::ll::l~dirm::l 
::lm::lliyyatlarmm h::lyata keyirilm::lsi art1q enerjinin yaranrnasma, bu da tariffarin a~ag1 
olan V::l od::lm::lm::lfar il::l xarakteriza olunan bazarda probleml::lrin yaranmasma s::lb::lb 
olacaqd1r. Bu da on plana tam d::ly::lr/tam od::lm::l ilzra real fafabat m::ls::ll::lsi yIXtr. Otilrilc 
sistem::l investisiyalann bu m::ls::lfay::l daha az fasiri vardtr 

• Elektrik enerjisindan effektiv istifada olunmasmalenerji ila yuklanmanin idaraolunmasma 
maliyya investisiyalarr: Enerji sistemd::l gilc defisiti yarandtqda birinci novb::ld::l T::lfabatm 
idarn olunmasma n::lZ::lr sqahmr. Lakin, bir yOX m::lqs::ldfar ilyiln istifad::l olunan qaz 
yanacagmm defisiti bir yOX hallarda elektrik enerjisind::ln h::lm maliyy::l, h::lm d::l iqtisadi 
c::lh::ltd::ln, qeyri-effektiv istifad::l olunmasma g::ltirib ytxar1r. Bu ozilnil evl::lrin q1zdmlmas1 
V::l m::ltb::lx i~::lrinin goriilm::lsi zaman1 qaz ::lV::lzin::l elektrik enerjisind::ln istifad::l 
olunmasmda gostarir. Qaz t::lchizat sistemind::ln istifad::lnin yax~tla~d1rmas1 V::l onun 
maliyy::l dayamqhgm1 yilks::lldilm::lsi ilyiln struktur d::lyi~ikliyinin h::lyata keyirilm::lsi enerji 
sistem::l olan t::lzyiqi azaltmaga kom::lk ed::lc::lkdir. Bundan ba~qa, t::lklif olunan layih::l 
fachizat s::lviyy::lsind::l enerji il::l yilkl::lnm::lnin idarn olunmasma, Milli Dispetyer M::lrk::lzin::l 
sistemd::l yaranan ifrat yilkl::lnm::lni tez t::lyin etm::ly::l V::l n::lzarntsiz m::lcburi dayanmalar 
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~ riski minimuml~dmnaga imkan veracakdir. Elektrik enerjisindan effektiv istifada 
olunmasmm vacib ~rtlari etibarh va effektiv dispetc;er, otUrilcU va tHc;U sistemlarinin 
olmastdtr. 

• Oturilcil sistemin barpasmm dispetr;er sistemina (SCADAIEMS/tele-rabita/olr;il) nazaran 
daha r;ox maliyyala~dirilmasi: KfW tafindan maliyyala~dirilan layihalar BYiB-nin bu 
layihasi ila birga otilrilcil sistemin ahamiyyatli barpasma imkan yaratmt~dtr va ya imkan 
yaradacaqdu. SCADA sistemi operatora sistemda va enerji bloklannda ba~ veran 
problemi tez bir zamanda a~karlamaga, bununla da, gozlanilmaz ac;tlmanm va onunla 
barabar ard1c1l ac;1lmalann arzuolunmaz tasirini aradan qaldtrmaga, ac;1lma vaxtmm 
azaltmaga, va iimumilikda sistemin tahlilkasiz faaliyyatina zamanat vermaya imkan 
veracakdir. SCADA ilzra investisiyanm iqtisadi galir normast konservativ nazarn asasan, 
yiiksakdir va Hokumat, SCAD A sistemina investisiyaya boyilk ilstilnlilk vermi~dir. 

c. YERINa YETIRILMa 

1. institusional va yerina yetirilma tadbirfari 

1.1 institusional Cavabdehlik va Bacar1q 

icraft Agentliklar: Layihanin idara olunmasma v::i yerin::i yetirilmasina cavabdeh olan icrac;i 
agentlik-Borcalan kimi Azerenerji ATSC (ac;1q tipli sahmdar camiyyati) ola bilar. Azarenerji 
yiiksak garginlikli otilrilcil sistemd::i idar::ietm::ini v::i n::izarati v::i istilik va su elektrik stansiyalanna 
cavabdeh olan va dovlat maxsus enerji ~irkatidir. 

Hokumat tarafdan icrac;1 agentlik Maliyya Nazirliyi olacaqdtr. Nazirlik, va bazi hallarda 
Borcalan, digar Hokumat agentliklari il::i, xilsus::in da iqtisadi inki~af Nazirliyi ila (IIN), Sanaye 
va Energetika Nazirliyi ila (SEN), Nazirlar Kabineti ila (NK), va Tarif Suras1 ila, va agar ehtiyac 
yaranarsa, ikitarafli va c;oxtarafli maliyya agentliklari ila kordinasiyan1 tamin eda bilardi. 
Maliyya Nazirliyi bazi Hokumat kordinasiyas1 iizra i~lari va nazarat iizra masuliyyati bela 
masalalarda sari~tasi olan digar nazirliklarin (IIN v::i/va ya SEN), ilzarina qoya bilar. 

Azarenerji, t::iklif olunan layiha ilcyiln B~ milhandisa (Prezidentin Birinci Milavini) hesabat 
veran, texniki, maliyya, atraf milhit, va satmalmalar i.i.zrn milt::ix::issisl::iri ozilnda caml::iyan va 
Banktn gilndalik masalal::irla alaqadar hamkan kimi faaliyyat gostaran Layihanin icra Qrupunu 
yaratm1~dtr. Layihanin hazirlanmasma LiQ (PIU) birba~a cavabdehdir. Kredit msdiq olunb va 
qilvvaya minan kimi, LiQ (PIU) layihanin yerina yetirilmasina cavabdehlik d~1maga 
ba~layacaqdtr, bura satmalmalar, milqavilaya nazarat va onun yerin::i yetirilmasinin 
tanzimlanmasi i~lari, va layihanin maliyyasinin ida:.1edilmasi, bura layiha iizra milhasibat uc;otu, 
maliyya hesabatmm taqdimatt, kreditin t>dailmasi, va daxili auditin kec;irilmasi daxildir. 

Layihanin Yerina Yetirilma Bacartgt: Azarenerji A YiB (EBRD) tarafindan iki asas su elektrik 
stansiyalarmm barpas1 layihalarinda, KfW tarafindan yar1mstansiyamn b::irpas1 layihasinda va 
YB8B (JBIC) t::irafindan buxar qaz tipli istilik elektrik stansiyasmm yenidan qurulmas1 i~larinda 
benefisiar va icrac;1 agentlik kimi faaliyyat gostarmi~dir. Azarenerjinin va LiQ-in (PIU) Iayihanin 
yerina yetirilmasi masuliyyati kafi dayarlandirilir, befa ki, onlann avvalki layihal::irin yerina 
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yetirilmasinda taerObasi va mtivafiq biliya malik texniki heyati moveuddur. Bunnunla barabar, 
qura~dmlaeaq dispet9er sisteminin texniki eahatdan mUrakkab olmas1 va onun istifada 
olunmasmm 9atinliyi va bura yeni texnologiyalarm ealb olunmas1, layihanin yerina 
yetirilmasinin biltiln dovrilnda layihanin idaraedilmasinda alava miitaxassis komayinin 
gostarilmasi 09iin maliyyala~dirmani daxil edaeakdir. 

1.2 Verina Yetirilma iizra Tadbirlari 

Kreditla$dirma va Kreditin Otilra/masi: 48 milyon AB~ dollan mablagina ekvivalent kredit 
Azarbayean Hokumatinin zamanati ila BYiB (iBRD) ~artlari altmda Azarenerjiya taqdim 
olunaeaqdir. Kredit AB~ dollarmda aks olunmaqla, Vahid Valyutah va Farqi Sabit formah 
olaeaqdir. Kredit 20 illik miiddata, onun 8 iii giiza~t mUddati olmaqla verilaeakdir. Layihanin 5 ii 
arzinda yerina yetirilmasi gozlanilir. 

Ayzrmalar: (8lava 7) BYtB Kreditindan odamalar Azarbayean il9iin Olka iizra Maliyyala~dirma 
Parametrlari Uzra, mallar, i~lar, texniki yard1m va eari i~lar U9Un qabuledilabilan xarclarin 
maliyyal~dirilmasi u9un hayata ke9irilaeakdir. Layihanin vaxtmda iera olunmasm1 
yiingiilla~dirmak ii9Un Banlan ~artlarina uygun olaraq, borealan, AB~ dollarmda Xiisusi Hesab 
alj:mahd1r, onu idaraetmali va saxlamahd1r. Xilsusi Hesab Banka talablarina eavab veran 
kommersiya bankmda a1j:1lmahdir. Xiisusi hesabm doldurulmasma sifari~ har rObdan gee 
olmamaga asaslanaeaqdir. Xilsusi Hesabda ilkin olaraq 1,000,000 AB~ dollar1 yerla~dirilaeakdir. 
Kredit altmda iimumi odamalar 5,000,000 AB~ dollarma 9atarsa, XUsusi Hesabda yerla~dirilan 
vasait 2,000,000 AB~ dollarma 9ataeaqdir. Ayirmalar Xiisusi Hesabm 20%-indan art1q olarsa, 
odani~lar birb~a Kredit Hesabmdan yerina yetirilaeakdir. 

Ma/iyya idaraedilmasi va Hesahat verma Tadhirlari: (8lava 7) LiQ (PIU) Bank tarafindan 
razil~dmlm1~ formatda riibHik Maliyya Uzra Monitoring Hesabatm1 hazirlayaeaq va Banka 
taqdim edaeakdir. LlQ ham9inin, Layiha iizra Maliyya Hesabatlarmm illik auditinin ke9irilmasi 
ila barabar, Banlan talablarina eavab veran mUstaqil auiditorlar tarafindan ~irkatin maliyya 
hesabatlarmm auditinin ke9irilmasi i~larinin kordinasiyasma da cavabdehdir. Ham Layihanin, 
ham da ~irkatin auditi bore hesabma ke9irilaeak. 

2. Naticalarin monitorinqi va qiymatlandirilmasi 

LiQ (PlU) Azarenerjinin va milvafiq Hokumat nazirliklarinin komakliyi ila B2 BOlmasinda va 
atava 3-da gostarilmi~ razil~dmlm1~ gostarieilara asaslanaraq, gedi~ata nazarat edaeakdir. LiQ 
(PIU) rilblilk olmaqla, har axrme1 riibiin qurtarmasmdan 45 giln sonra Bankm Maliyyanin 
idaraolunmas1 Hesabat1 formatmda (FMR) layihanin yerina yetirilmasinin gedi~att Uzra 
eamla~dirilmi~ hesabatlar taqdim etmalidir. BYiB-nin iemah va ~arhi U9Un qar~idan galan ii U9Un 
illik ilkin faaliyyat proqramlan Dekabr hesabatlan ila daxil edilaeakdir. Azarbayean Hokumati 
va BYiB (1BRD) illik nazarat missiyalan zamam birga iemah hayata ke9iraeaklar. LiQ (PlU) 
Iayihanin qiivvaya mirunasindan sonrak1 27 ay arzinda tafsilath hesabat taqdim etmalidir ki, bu 
da sonrak1 3 aydan gee olmamaq ~artila layihanin hazirlanaeaq tahlili il9iin asas olaeaqdir. 
Rilblilk hesabatlar asasmda ahata olunan movzulara alava olaraq, mUvaqqati tahlil ozilnda 
layihanin iqtisadi eahatdan hayat qabiliyyatli olmasnn aks etdirir ki, bu da haz1rki vaxtda alda 
olunan faktiki galirlar va xarclar ila birga istanilan daqiqla~dirilmi~ qiymatlandirmalara asaslanir. 
Milvaqqati tahlilin natiealarina asaslanaraq, layihanin effektiv sona 9atdmlmas1 U9Un tadbirlar 
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goriilacakdir. LiQ (PIU) ham.;:inin, BYiB tarnfindan Kreditin son tarixindan soma.lo. altt ay 
arzinda layiha iizrn icramm Son Hesabatt (ICR) hazirlaya bilmak ii.;:iin Borcalana icranm Son 
Hesabatmm (ICR) hazirlanmasmda komak etmalidir. iSH-a (ICR) layiha iizrn xarclarin va 
galirlarin qiymatlandirilmasi, layihanin yerina yetirilmasi va calb olunan taraflarin faaliyyati 
daxil ola bilar. 

3. Davamhhq. 

Layiha Hokumat tarafindan giiclii dastaklanir. Sector iizrn investisiyalarm maliyyala~dirilmasi 
U.;:Un yiiksk garginlikli otUriicu sistemin etibarhhgmm va effektivliyinin artmlmasma yard1m 
Hokumat tarafindan olunan xahi~in asas komponenti olm~dur. Layiha daha daqiq olaraq 
raztla~dmlm1~ 2003-2005 maliyya ilinda Olkaya Yard1m Strategiyasmda (FY03-05 CAS) 
gostarilmi~dir va Hokumat layihanin haz1rlanmas1 U.;:Un PHRD Qrantm1 gotiirm~diir. 

Uzun zaman donaminda layihanin davamhhq1 a~agidaktlardan as1h olacaqdir: 

• istehsal xarclarini odayacak saviyyada Azarenerji tariflarinin artmasmdan; 
• Enerji paylay1c1 ~irkatlarin maliyya vaziyyatlarindan va onlarm Azarenerjiya ald1qlar1 

enerjiya gorn tam odani~lari yerina yetirmakdan; va 
• Azerenerji dispet.;:erlari U.;:i.in markazinindan; daimi SCADA kompyuter sistemi 

dastayindan, texiki xidmat heyatindan, potensiahn gUclandirilmasindan va otiiriicU sistem 
i.i.;:iin manbalardan. 

Y ASK-I c;:m;iv::isi daxilinda kredit amaliyyatlanna alava olunan iSM maktubunda Hokumat, 
2010-cu ildan gee olmayaraq, elektrik enerjisinin istahsalma .;:akilan xarclari odayan tariffarin 
tatbiq olunmasma gatirib fi:IXaracaq, Orta tarif siyasatinin hayata ke.;:irilmasi ila alaqadar ohdalik 
gotiirmil~di.ir. Bununla bela, sosial mi.idafia proqramlanmn va mexanizmlarinin (BiA kredi 
vasitasi ila dastaklanan) yerina yetirilmasi va pensiyalann, minimum amak haqlarmm va s. 
artmlmas1 ila alaqadar gedi~atdan as1h olaraq, istahsal xarclarinin 5danilmasi yolu tafsilati ila 
hala ki, planla~dmlmam1~d1r. Bu layiha il.;:iln hi.iquqi raztl~malarda Hokumat qeyd edilan tarif 
siyasatinin ahata .;:ar.;:ivasi ila raz1l~ir va Azarenerjiya, paylay1c1 ~irkatlar tarnfindan mi.iqavilalar 
Uzra odamalarin tam yerina yetirilmamasi sababindan va/va ya bu ~artlar U.;:iln vaxt talab 
edilmay::ina qadar qeyri-adekvat tariflar hesabma naqd vasaitlarda yaranan defisiti ortmak U.;:Un 
maliyya yard1mlannm verilmasini davam etdiracakdir. 

Paylay1c1 ~irkatlarin maliyya vaziyyatlari biltii enerji sektor il.;:iln va xi.isusan da Azarenerji U.;:Un 
.;ox ahamiyyatlidir, beta ki, Azarenerjinin bUtiin galirlari tamamila paylay1c1 ~irkatlarin 
edacaklari odani~lardan as1hdir. Paylay1c1 ~irkatlar ozal idara.;:iliya verilmi~ va onlann 
Azarenerjiya edacaklari odani~lar mUqavilalar asasmda tayin edilmi~dir. 2010-cu ila qadar va ya 
o ii iizrn, bi.itun paylay1c1 ~irkatlar Azarenerjidan ald1qlar1 elektrik enerjisina gorn odani~lari tam 
va vaxtmda yerina yetirmaya mi.iqavilalar i.izrn macburdurlar. Potensialm gilclandirilmasi U.;:iln 
texniki yardtm Layihanin hacmina daxil edilmi~dir. 
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4. Bohranh riskfar va miimkiin ola bilan miibahisali aspektfar 

Bohranh Riskfar 

Risk Riskin Daracasi Riskin Tasirinin Azald1lmas1 Tadbiri 

Sababdan Maqsada do~ru 
Milst~qil t~nziml~m~ il9iln 
fa~kilatlarm v~ qaydalann t~tbiq 
edilm~m~si s~sb~bind~n sektorda olan 
mil~ssis~l~r il9iln adekvat olmayan 
tariffar. 
istehsal x~rcl~rinin od~nilm~sini 
famin ed~c~k tarffarin prinsipl~ri 

bar~d~ Hokum~tin ohd~liyinin 

itirilm~si. 

Sosial mildaffa sisteminin vaxtmda 
t~min olunmamas1. 

Paylay1c1 ~irbtfar Az~renerjid~n 
ald1qlan enerji od~ni~l~ri ii~ ~laq~dar 
milqavil~ ohd~likl~ri tam yerim 
yetirmirl~r. 

Komponentlardan Sabablara do~ru 
Saygac oxunu~u v~ dispet9er 
qaydalan v~ prosedurlanna riay~t 

olunmur. 
Qeyri-adekvat xidm~t sistemi. 

layih~nin pis idar~ olunmas1 v~ yerli 
maliyy~l~~dirm~nin azhg1 s~b~bind~n 
nm Layih~nin icrasmda geril~m~l~r. 

s 

s 

M 

s 

M 

s 

s 

Risk Daracaslnln Qlymatl S 

Hokum~t~ milst~qil t~nziml~yici agentliyin 
yaradllmasmda v~ yerin~ yetirilm~sind~ 

donorlarm (USAID, PPIAF) 
maliyy~l~~dirdiyi texniki yard1mm 
gosfarilm~si. 

Donorlar TY (TA) maliyy~l~~dirdikl~ri 

kimi Hokum~t d~ milvafiq kreditl~~dirm~ni 
h~yata ke9irir. Hokum~t Z~mamt 

Sazi~ind~ 20 I 0-cu ii~ q~d~r istehsala 
9~kil~n x~rcl~ri od~m~y~ imkan vernn 
tariffarin fatbiq edilm~si v~ Az~renerjini 

qeyri-kompensasiyah tariffard~n 
s1gortalamaq il9iln maliyy~ yard1mlar1 ii~ 
famin edilm~si ilzrn ohd~lik gotilrmil~dilr. 
Pensiyalar v~ Sosial Yard1m Layih~si 

(BiA, 2004). Enerji qiym~tl~rind~ g~l~c~k 
art1mlarm fasiri pensiyalarm v~ minimum 
~m~k haqlarmm son zamanda ~h~miyy~tli 
artmlmas1 ii~ xeyli azaldllm1~dir. 
Hokum~tin, ~g~r oz~l ~irbtl~r oz milqavil~ 
ilzr~ ohd~likl~rinin yerim yetirn 
bilm~dikl~ri halda bel~, Azerenerjini laz1mi 
q~d~r maliyy~ yard1mlan ii~ famin etm~k 
barnd~ ohd~liyi movcuddur. 

Paylay1c1 sistemin oz~ll~~dirilm~si v~ 
fanziml~nm~nin gilcl~ndirilm~si. 

Tariffarin artmlmas1 v~ od~ni~l~r tam 
y1gllmas1 yolu ii~ Az~renerjinin maliyy~ 

v~ziyy~tinin gilcl~ndirilm~si. 

Y erli maliyy~l~~dirm~nin fal~bl~ri 

minimumla~dmlm1~d1r. lcra dovrilnd~ 

layih~nin idarnedilm~si il9iln LiQ (PIU) 
TY {TA) vasifasil~ kom~k ed~c~kdir. 

Risk Daracasi - H (YOksak Risk), S (8hamiyyatli Risk), M (Orta Risk), N(8hamiyyatsiz va ya A~aQr Risk) 
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Miimkun Ola Bihm MubahistJJi AspektltJr: 

Movcud deyil. 

5. Kreditin ~artlari va razda~malar 

Hokumatdan, istehsal xarclarinin tam odanilmasi saviyyasini tamin edan tariflarin alda 
olunmasma va paylay1c1 ~irkatlarin Azarenerjidan ald1qlan enerjinin dayarina gt>ra odani~lari 
100% vaxth-vaxtmda yerina yetirilmasi talab olunana qadar, Azarenerjinin, onun illik galirlari 
ila (odamamalarin nettosu) illik naqd vasait ax1m1 talablari (bura amaliyyat va texniki xidmat 
xarelari, kapital qoyulu~larmm ozilni.imaliyyala~dirmasi, bore i.izra xidmatlar daxildir) arasmda 
yaranan ahamiyyatli farqlari aradan qald1rmaq il9iln illik maliyya yard1mlan ila tamin edilmasini 
bildcada nazarda tutaeaq va onu maliyya yard1mlan ila tamin edaeakdu. Maliyya yard1mlannm 
aynlmas1 dovrilniln 2010-eu ila qadar uzanacag1 gozlanilir. Hokumat hamiyinin, 2005-ci ilin may 
aymm 31-a qadar Bankm talablarina eavab veran va Borealana 2010-eu ilin dekabr aymm 31-
dan gee olmayaraq, hayata ke9irdiyi amaliyyatlar zamaru 9akdiyi istehsal xarclarini tam odayan 
tariflarin alda olunmasma imkan veran orta milddatli tarif siyasatinin inki~af etdirilmasi va 
sonradan tayin edilmi~ vaxt qrafikina uygin olaraq icra edilmasi ila razlla~m1~du. 

8lava olaraq, Azarenerji oziiniln illik tamiz galirlari ila galaeakda olaeaq bore xidmati ilzra 
maksimum talab arasmda nisbatin he9 olmazsa 1.5:1 olana qadar, ozi.iniln likvidlilik amsahm 
1.2: 1-a nisbatinda saxlayacaqdu. Azarenerji AB~ dollan ila yerli Layiha Hesab1 aiyacaq va 
gozlanilan birga maliyyala~dirma ilzra yerli talablari keiymamak ~arti ila an azt sonrak1 3 ay 
arzinda bu hasabda balans1 tamin edaeakdir. 

D. QIYM0TLflNDIRM0NIN XULAS0SI 

1. iqtisadi va maliyya analizlari 

1.1 Galir-Xarc Analizi: Taklif olunan layihadan alda olunacaq potensial galirlara daxildir 
(i) xatlarda otilrma zamam yaranan itkilarin azald1lmas1 va elektrik stansiyalarmm iqtisadi 
cahatdan daha samarali istifadasi yolu ila elektirik enerjisinin dayarinin azaldllmas1; (ii) sanaye, 
kommersiya va ahaliya verilan taehizatm etibarhgmm artmas1; (iii) maeburi a91lmalarm va alava 
zadalanmalarin qar~1sm1 almaq yolu ila texniki xidmat va tamir xarelarinin azald1lmas1; (iv) 
sistemin vaziyyatinin va onun talablarinin daha yax~1 bilmak yolu ila regional enerji tiearatinda 
i~tirakda boyilk imkanlarm yaranmas1; va (v) moveud resurslardan daha samarali istifada etmak 
yolu ila istahsal va oti.irma sistemina yatmlaeaq yeni potensial investisiyalardan qa9Ilmas1. 

Azarbaycanda layihanin ilkin benefisiarlan ba~qa eilr talab olunaeaq qiymatdan a~ag1 qiymatda 
olan etibarh elektrik enerjisindan z0vq alan elektrik enerjisi istehlak9Ilan olacaqlar. Layihanin 
maliyya tasirini enerji sektor il9iln talab olunan dovlat dastayinin (elektrik stansiyasmm 
yanacaqla tachisat ila alaqadar olaraq, maliyyala~dirmanin ~artlarinda) orta milddatda azalmas1, 
bildea ta~kilatlan tarafindan istifada edilan elektrik enerjisi xarclarinin azalmas1, va tarif 
art1mlarma talabatm azalmas1 natieasinda galiri a~agi olan ahali qruplanna verilan subsidiyalann 
saviyyasinin az.almas1 ta~kil edacakdir. 
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iqtisadi analiz xatt itkilarinin azalmas1 ila alaqadar xeyirlarin yaranmas1, elektrik stansiyalarmm 
daha samamli istifada olunmas1, amaliyyat va texniki-xidmat xarclari sisteminda tamiz qanaatin 
yaranmas1, movcud resurslarm daha effekiv istifadasi naticasinda ivestisiyalardan qa91lmas1 kimi 
masalalarin nazardan ke9irilmasini ahata edir. Tachizatm etibarhg1mn artmlmas1 va enerji ilzra 
regional ticarntin daha vacib oldugu bir halda, bu tasirlarin layihanin nazarntindan kanar 
faktorlara asaslanan daracasini tayin etmak 9ox 9atindir. Bunula bela, konservativ yana~ma 
yanmstansiyalarm va xatlarin takmilla~dirilmasi naticasinda a9ilmalarm tezliyinin va 
silrnkliliyinin azalmasmdan, yanmstansiyalarda dar ensiz yerlarin aradan qaldmlmasmdan va 
a9ilma yarand1g1 halda tez bir zamanda sistemin faaliyyatinin barpa olunmas1 ila alaqadar 
SCADA/EMS komponentindan alda olunacaq samarn ilzrn hesablamalara asaslanaraq tartib 
olunmu~dur. 

8lava 9-da aks olunmu~ taxminlarn asaslanaraq, SCADA/EMS komponentinin lqtisadi Ozilnil 
Odama Normas1 lDRN (EIRR) 35.8 faiz tayin olunmu~dur. 10 faiz diskont darnca ila Xalis Cari 
Dayar (NPV) 73.2 milyon AB~ dollan olacaqd1r. B Komponenti altmda taklif edilmi~ otilrilcil 
xatt subkomponentlari il9iln iDRN-i (EIRR) yilksakdir, bela ki, o, 53 faizdan 441 faiz arasmda 
dayi~ir. 12 sublayiha il9iln tam iDRN (EIRR) normas1 76 faizdir. imi~li, Ganca va Qala 
yanmstansiyalarda transformatorlarin avazlanmasi ilzrn iDRN normas1 ham9inin yilksakdir 
(milvafiq olaraq, 46 faiz, 64 faiz va 59 faiz), bela ki, bu yanmstansiyalar pik yilklanmalar zaman1 
ya nominal gilcil ila va ya da ona yaxm gilcda i~layirlar. Mil~viq yanmstansiyasmda 
transformatorlarm avazlanmasi orada mahdud gilc otiinna imkamna malik alma sababila 
asaslandmla bilmaz. Mu~viq yanmstansiyas1 Bakmm milnasib yerinda yerla~ir, va buradan 
prezident aparatl va bir s1ra digar dovlat ahamiyyatli idaralar elektrik enerjisi ila tamin edilir va 
ancaq bu tachizatm etibarhg1 va tahlilkasizliyi bax1mmdan onun barpas1 asaslandmla bilar. 8lava 
olaraq, Azarenerji digar yar1mstansiyalarda olan va oz istifada milddatlarina yaxm olan va ya 
b~a 9atd1ran transformatorlan dayi~dirmak il9iln movcud olan transformatorlann istifada 
olunmasm1 planla~dmr. 8lava il9 yanmstansiyalarda biltovlilyil tamin etmak il9Un paylayici 
qurulu~ va batareyalann avazlanmasini "laz1md1r-olunmahd1r" layihasi kimi nazarda tutur. 
Omumilikda, B Komponentinin iDRN normas1 48 faiz hacminda va XCD 83.8 milyon AB~ 
dollarmda qiymatlandirilmi~dir. Omumi layiha U9iln tDRN normas1 38 faiz hacmda va XCD 
143.7 milyon AB~ dollar1 mablaginda qiymatlandirilmi~dir. 

Layihanin Maliyya Dax.iii Rentabellik Normas1 (FIRR) galirlar va xarclar U9iln maliyya 
qiymatlarindan istifada edilarak tayin edilmi~dir. Haz1rki tariflar va yanacaq qiymatlari ila, 
SCAD A/EMS il9iln MDRN normas1 (FIRR) 30.2 faiz va XCD (NPV) isa 53. 7 milyon AB~ 
dollar1 tayin edilmi~dir. Otilrilcil sistemin barpasma taklif olunmu~ investisiyalarda Azarenerji 
il9iln MDRN normas1 (FIRR) Hokumatin hazirki tarif siyasati sababindan az calbedicidir. 
Tachizat ilzra dayi~an xarclarin (asasan yanacaq xarclari) tarif qiymatlarin saviyyasina 9ox yaxm 
oldugu bir vaxtda va hazirki tarif saviyyasinda alava yilklara xidmat imkam (a9ilmalann 
azaldilmas1 va gilc mahdudiyyatlarinin aradan qaldmlmas1 yolu ila) ~irkatin galirliliyina 
gostarncayi effekt azd1r. Hazzukl zamanda barpa i~larinin yerina yetirilmasindan alda olunacaq 
asas maliyya samarasi galacakda, avadanhqlarm daha i~lamak imkanlan olmad1qda barabar va 
ya potensial boyilk investisiyalardan qa9maq imkanlarmm alda olunmas1d1r. Bununla bela, 
tariffarin 9akikm istehsal xarclarini odanilmasi s.iviyy.isina 9atmas1, a9ilmalarm azalmas1 va 
bununla alaqadar elektrik enerjisi satl~mm yilksalmasindan alda olunacaq maliyya galirlari 
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taehizatm tam va dayi~an xarclari arasmda farqlara barabar olaeaqdIT.Taxmin edilsa ki, tariffar 
2008-ci ilda i;akilan istehsal xarclarini tam odama saviyyasina i;ataeaqdIT, va hami;inin taxmin 
edilsa ki, layihanin olmad1g1 ~araitda, eyni dayarli avadanhqlar 5 ii arzinda barpa 
olunmahd1r/dayi~dirilmalidir, onda, otilriieil sistemin barpas1 komponentinin MDRN normas1 9.1 
faiz olaeaqd1r. agar tariflar tariflar 2010-eu ila qadar i;akilan xarclari tam 6dama saviyyasina 
i;atmayaeaqd1rsa, MDRN normas1 8.7 faiz ta~kil edaeakdir. A~ag1 maliyya ilzra odama normas1 
problem kimi nazardan kei;irilmamalidir (~ag1 tariflardan savay1), bela ki, yilksak iDRN 
normas1 aiy1lma tahlilkalarindan qai;maq ili;Un istehlaki;Ilarm i~latdiklari elektrik enerjisina gora 
odamalari yerina yetirmal arzulanm aks etdirir. Maliyya va iqtisadi analizlarin detallar1 va onlar 
ilzra taxminlar atava 9-da gostarilmi~dir. 

Layiha hamiyinin, parnik qazlan ilzra atilmalannm azalmas1 ila alaqadar ahamiyyatli daraeada 
ekoloji manfaatlar taklif edir. Bu manfaatlar qisman karbon kreditlarin satilmas1 yolu ila 
Borealana alava maliyya galirlari gatira bilar. Bank hazITda, natural yanacagm istehlakmda 
gozlanilan qanaatlar ila alaqadar atilmalarm azalmasma asaslanan Karban Kreditin 
Maliyyala~dirilmasi Layihasini haz1rlayIT (bax 8lava 12). 

1.2 Az3renerjinin Maliyyil Dayamqhg1 

Tarifin hazirki saviyyalarinda Azarenerji hatta enerji haqqlanm tam y1gtlmasm1 tamin etsa bela, 
2002-ei ilda bu gostariei 30% va 2003-eil ilda isa 36% ta~kil etmi~dir, oziinUn istismar xarclarini 
va naqd vasait ax1m1 ilzra talablarini odamaya imkam olmayaeaqd1r. Natieada, Dovlat, yanaeaq 
va idxal edilan elektrik enerjisi ilzra milvafiq likvidliyi tamin etmi~ olur. Sirkatin 2004-eil ilin 9 
ay1 arzinda amaliyyat itkilari 421 milyard manat (84 milyon ABD) takil etmi~dir. Eyni zaman 
arzinda, amaliyyat itkilari, bore xidmati ilzra ohdaliklar, va az y1g1m ila alaqadar naqd vasait 
problernlarini hall etmak ili;iln edilan hokumat transfertlari plandan alava olaraq 2 trilyon manat 
(400 milyon ABD - bu 2003-eil ilin son rilblarinda va 2004-eil ilin ilk 2 rilbiinda alman 
yanaeagm dayarlarina ekvivalentdir) ta~kil etmi~dir. Y1g1m ilzra gostarieilarin da d5rd paylay1e1 
~irkatlarla baglanm1~ gilza~t miiqavilalarinin ~artlari altmda artmas1 planl~dmlm1~d1r, bununla 
beta, paylay1e1 ~irkatlar tarafindan edilaeak odani~larin aneaq 2010-eu ilda 100 faiz olacag1 
planl~dmlm1~d1r. Sirkat 375 milyon ABS dollari haeminda xariei borea, 2003-eU ilin axmna 
olan balansa asasan taxmini 310 milyon ABS dollan haeminda borea malikdir. Borclann yar1s1 
BiA -mn(IDA) taklif etdiyi ~artlarla ox~ardIT. Yerda qaqlan kreditlar 11-12 illik bir mUddata 
verilmi~lar va geri qaytanlmalara 1999 va 2003-eil illardan ba~lamag1 nazarda tutulur. alava 
olaraq, ~irkatin kapital qoyulu~lan ilzra 2005-2006-ei illar Uzra proqramma asasan (taklif 
olunmu~ otilrileil sistemin barpas1 layihasi daxil olmaqla) alava olaraq 940 milyon ABO 
haeminda boreun almmas1 planla~dmhr. Yeni borclar daxil olmaqla, 2005-20 I 0-eu illarda bore 
xidmatlari ilzra xarclarin 515 milyon ABD olaeag1 qiymatlandirilmi~dir. 

Maliyya dayamqhgmm, bore ilzra xidmatlarin icra edilmasi baeangmm va istahsal xarclarini tarn 
odayan tariflara kei;id ilzra layihalandirmalar bir nei;a ssenarilarda haz1Tlanm1~ va burada, 
elektrik enerjisina i;akilan istehsal xarelarini odayan tariflara keiyid Ui;iln milxtalif variantlar 
nazardan kei;irilmi~dir va har bir ssenari ilzra talab olunan hokumat yard1mlannm saviyyalari 
analiz edilmi~dir. 

Paylay1e1 ~irkatlar tarafindan odani~larin edilmamasi ila alaqadar naqd vasait problemlari va bore 
xidrnatlari ilzra yilksak ohdaliklar sababindan, Azarenerjinin maliyya eahatdan barpas1 tarif 
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art1mlan ila barabar maliyya yardtmlarmm edilmasidir. Tarif art1mlanm silratlandirmakla, bunun 
il~ asas ilstilnlOyii movcuddur. Birinci, yilksak tariffar enerji istehlak~tlanm enerjidan daha 
samarali istifada etmaya stimulla~d1rard1, bununla da, talabatm saviyyasi a~ag1 enar va belalikla 
da, Hokumatin maliyya yard1mlanna ehtiyac da azalard1. ikincisi, tarif art1mlan hokumatin 
maliyya yard1mlan il~iln ehtiyac1 azaldard1, bu da, ~ag1 galirli ahalinin dastaklanmasi il~Un alava 
maliyya vasaitlarinin sarbastla~masina gatirib ~1xarard1. Son olaraq, paylay1c1 ~irkatlarin 
odani~lar ilzra gerilamalari oldugu vaxtda istehsal xarclarinin tam odanilmasi tariffarina dogru 
iralilayi~ sosial mildaffa ii~Un formal mexanizmlarin yaradtlmasma qadar galirlari a~ag1 olan 
ahalinin faktiki sosial cahatdan dastaklanmasini tamin edir. 

Tarif art1mlan va yard1mlar ilzra haz1rlanm1~ va tahlili edilmi~ milxtalif variantlardan H6kumatin 
asash narahat~1hqlan ila elektrik enerjisinin tachizatmda daha tez iqtisadi effektivlik alda 
edilmasi arasmda daha yax.~1 balans yaradan variantm se~ilmasi 2006-ci ilin yanvar aymm 1-dan 
etibaran elektrik enerjisinin topdansatI~ qiymatlarinin 50% hacminda artmasma (bir kilivatsaat 
enerji ii~iin 71 manatdan 106.5 manata qadar) gatirib ~1xaracaqd1r. Sonrak1 milddatda, illik art1m 
faizlarini tatbiq edarak, 2010-cu ilin axmna qadar istahsal xarclarinin tam odanilmasina (bir 
kilivatsaat enerji il~iln 174 manat) nail olmaq olar. Taklif olunm~ variant hokumatin maliyya 
yard1mlarmm hacminin 2005-2010-cu illar arzinda cami 6.7 trilyon manat olmasm1 talab edir. 
Analizin va maliyya vaziyyatinin tafsilatlan 8lava 9-da gostarilmi~dir. 

20 I 0 - cu ila qadar olan dovrda, yani, tariffarin artm1~ oldugu va paylay1c1 ~irkatlarin milqavila 
ohdaliklarina milvafiq olaraq ald1qlan enerji haqlan ilzra 6dani~lari tam yerina yetirdiklari 
zamana qadar H6kumat, Azarenerjiya maliyya yard1mlarmm verilmasini Zamanat Sazi~inin 
~artlarinin bir hissasi kimi davam etdiracak. Yard1mlar ~irkatin galirlari ila (odamamalarin 
nettosu) onun naqd vasait ax.1m1 talablari (bura amaliyyat va texniki xidmat xarclari, kapital 
qoyulu~lannm ozilnilmaliyyala~dirmasi, bore ilzra xidmatlar daxildir) arasmda yaranan farqfari 
aradan qald1rmaq il~iln ahamiyyatli daracada olacaqdu. 8lava olaraq, Azarenerji, BOlma C.5-da 
qeyd edilmi~ Iikvidlik kofisienti, bore xidmati va ilkin maliyyala~dirma Uzra raz1la~malara 
milvafiq olmahd1r. 

2. Texniki 

Taklif olunmu~ Iayihanin texniki komponentlari beynalxalq maslahat~ilarin k6mayi ila 
Azarenerji tarafindan yerina yetirilmi~ texniki-iqtisadi asasland1rmamn tafsilath hissasi kimi 
tayin edilmi~ va qiymatlandirilmi~dir. Dispet~er, tele-rabita va stansiya ilzra uygunla~dmlma va 
Ol~U sub komponentlari il~iin texniki qararlar standart konsepsiyalara va biltiln dilnyada qabul 
olunan va tatbiq olunan yoxlamlm1~ texnologiyalara asaslan1r. Eyni zamanda texniki va gilc 
mahdudiyyatlarindan aziyyat ~akan sistem barada hartarafli va vaxth-vaxtmda malumatm va 
nazarat sisteminin olmas1m zaruri etmakla yana~1, onlar, geni~ zavod xarakteristikalanna malik 
Azarbaycan enerji sisteminin ehtiyaclarma uygun adaptasiya olunm~lar. 

Otiirilcil xatlarin va yanmstansiyalann barpa olumas1 il~iln texniki qararlara transformatorlar, 
a~arlar, paylay1c1 qurulu~lar, batareyalar, va doydurma altI aqreqatlar kimi standart sub 
komponentlar daxildir. Otilrilcil xatlarin barpas1 i~larina xarab olm~ naqillarin avazlanmasi, 
dayaqlarm, dayaq ozilllarinin avazlanmasi va ya giiclandirilmasi, rasporkalann, izolyatorlarm va 
xatt armaturlanmn, torpaqlayICilarm va vibrasiya qurgulanmn qura~dmmas1 daxildir. Sub 
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komponentlarin bazilari layihanin yerina yetirilma dovrilnda alava tadqiq edilma ilc;:iln va atraf 
milhit sistemina milvafiq dayi~dirila bilar. Lakin, taklif olunan sub komponentlar c;:ox vacib 
komponentlar kimi xarakteriza olunmu~lar, bununla da Azarenerjinin va sektorun tacili talablari 
tamin olunur. 

Dispetc;:er sistemi ilzra layihanin ugurlu idaraedilmasina, haz1rlanmasma, satmalma i~larini yerina 
yetirilmasina va qur~dmlmasma texniki yard1m gostarilmasi zaruridir. Barpa sistemi ilc;:iln 
yardtmm darncasi (satmalmalar Va atraf milhit ilzra yardtm) c;:ilzidir. Layiha hamc;:inin, otilrilcil 
sistemin tadqiqini (bura sistemin dayamqhgmm va rele qoyul~larmm oyrnnilmasi daxildir), 
dispetc;:er talimi, milasir ~abaka Nizamnamasinin haz1rlanmas1 i~larini maliyyala~dirncak va 
maliyya va digar idarnetma ila alaqadar, Layihanin C va D Komponentlarinda tasvir olunan, 
i~larn yard1m gostaracakdir. 

3. Etibarhbq 

Maliyyanin idarnedilma imkanlanrun ilkin Qiymatlandirilmasi (FMCA) layihanin haz1rlanmas1 
dovriinda yerina yetirilmi~ va Qiymatlandirma zamaru takmilla~dirilmi~dir. Qiymatlandirma 
gostarmi~dir ki, Az.arenerji va LiQ-in (PIU) layihanin maliyya cahatdan idaraedilmasi talablarina 
cavab verirlar. LiQ va onun maslahatc;:ilari talab olunan va avtomatik icra edilan Maliyya ilzra 
Monitoring Hesabatlan (FMRs) daxil olmaqla, Layihanin milhasibat sisteminin maslahat 
goriilmil~ takmilla~dirilmasini yerina yetirmi~dir. 

2004-cil ilin Oktyabr aymda yerina yetirilmi~ satinalmalarin imkanlarmm qiymatlandirilmasi 
gostanni~dir ki, LiQ (PIU) va Azerenerji layiha fo;iin minimum talablara cavab verirlar. Burada 
c;:ah~mamazhqlar Azarenerji heyatinin donorlar vasitasila maliyyala~dirilan layihalarin yerina 
yetirilmasi ilzra avvalki tacrilbasini nazara alaraq, spesifik Bank satmalmalar prosedurlart barnda 
malumat azhg1 ila mahdudl~ir. ~artlar TY (TA) ilc;:iln Layihanin D Komponenti altmda 
satinalmalarm va markazin ehtiyaclanm ~karlamaq ilc;:iln yerina yetirimi~dir. 

4. Sosial 

Layiha elektrik enerjisinin etibarhg1m va keyfiyyatinin artiraraq, pozitiv sosial tasira malik 
olacaqdir va layihanin birb~a neqativ sosial tasirlari yoxdur. Elektrik enerjisi tariflarinin taklif 
olunmu~ art1mlan istehlakc;:ilar ilc;:iln daha yilksak xarclarn gatirib 91xaracag1 bir vaxtda, haztrda 
Azarenerjini dastaklamak lic;:iln Dovlat Bildcasinin aynlan ehtiyatlar galirlari a~ag1 olan ahalinin 
mlidafiasi ilc;:iln maqsadlana bilardi. Y eni kredit, "Pensiya va Sosial Y ard1m Laihasi" (BiA 
(IDA), 2004) Hokumatin sosial mlidafia sistemini takmilla~dirmasi i~larini dastaklayacakdir. 
Hokumat galiri a~ag1 olan ailalarin tariflarin artmasmdan yaranacaq neqativ hallardan qoruyacaq 
maqsadi sosial yard1m proqramm1 haz1rlam1~d1r. 

2004-cil ilda Bank, enerji sektorda hayata kec;:irilan islahatlann tasirinin, an asas1 tariffarin 
art1mmin tasirini, tadqiq etmak lic;:iln Yoxsullugun Sosial Tasirinin Analizini (PSIA) kec;:irmi~dir. 
Bak.1da ahali oz galirlarinin 2 faizini elektrik enerjisinin odanilmasina verir. Bela ki, tariflarin 
50% artmas1 elektrik enerjisina gorn ayhq Odani~lari 2 AB~ dollarma c;:atmasma sabab olacaqdir 
ki, bu albatda ki, ahamiyyatli raqamdir, lakin bir c;:ox ailalar ilc;:iln 2004-cli ilda pensiya va 
minimum amak haqlarmm artmlmas1 ila alaqadar dozilmlildilr. Bak1dan kanar yerlarda 
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vaziyyatfa alaqadar Bankm malumatlan azd1r, lakin agar yOksak tariffar va ytiksak y1g1m faizi 
hazirki xidmat saviyyasini artumaga imkan veracakdir va sasial tasir pazitiv ala bilar. 

Layihanin ozilniln sasial tasirlari nazarat eda bilmadiyi bir vaxtda, maya dayarinin a~ag1 
dil~masina va enerji ila tachizatm keyfiyyatinin yOksaldilmasina (otilrma saviyyasinda) nazarat 
aluna bilar. SCADA sistemi Azarenerji heyati Ucyiin yeni biliklarin qazamlmasma imkan yarad1r. 
Sistem 5 ii arzinda YG yanmstansiyalarda i~c;i heyatina alan talabatm azalmasma sabab ala bilar, 
lakin bu ~irkatin hacmi ila (9500 nafar) c;ax kic;ikdir. Azarenerji heyati asasan qacalma ila 
alaqadar azald1r. 

5. atraf Miihit 

Layihanin yerina yetirilmasi ila elektrik stansiyalannm daha samarali istismar alunmas1 qaz va 
yanacaqdan istifadanin 1.5 faiz azalcagma sabab alacaqd1r ki, bu da pamik qazlarmm atmasfera 
ahlmasma tasir edacakdir. Ottirma zamaru itkilarin 0.5 faiz azalmas1 (5 faizdan 4.5 faiza) elektrik 
stansiyalardan atilmalara pazitiv tasir gostarir. Nazara alsaq ki, layiha enerji ila tachizatm 
artmasma va anun daha etibarh almasma sabab alacaqd1r, bu ahalinin ozilniln istiliya va i~1ga 
alan talabatm1 odamak iic;iin ag neftdan va adundan istifadasinin azalmasma komak edacakdir. 
Elektrik stansiyalarda yanacagm qanaatina va bununla da atilmalann azalmasma layiha vasitasi 
ila nazarat aluna bilar. Mai~at sahasinin galacak tadqiqatmda elektrik enerjisindan istifadanin 
saviyyasinin agac va ag neftdan (hamc;inin tabii qaz daxil almaqla) istifadaya qa~1 vaziyyatina 
nazarat edacakdir. Eyni zamanda, gozlanilir ki, kammunal tasarriifatm sub sektarlan Ucytin 
h5kumatin strategiyasmm asas hissasinin formal~d1ran tarif art1mlan elektrik enerjisinin daha 
samarali istifada alunmas1na takan veracak, bununla da, galacakda g5zlanilan pamik qazlan Uzra 
atilmalar azalacaqd1r. 

6. Ehtiyat fadbirfari iizr3 siyas3t 

Layih3nin s3b3b oldugu Ehtiyat T3dbirfar Siyas3tlar 
atrafMUhitin Qiymatlandirilmasi (OP/BP/GP 4.01) 
Tabii Maskunla~ma Mtihiti (OP/BP 4.04) 
Ziyanvericilarla mtibariza (OP 4.09) 
Madani Mtilkiyyat (OPN 11.03, OP 4.11 kimi bax1la bilar) 
Macburi Koc;iirUlma (OP/BP 4.12) 
Yerli ahali (OD 4.20, OP 4.10 kimi bax1la bilar) 
Me~alar (OP/BP 4.36) 
Bandlarin Tahliikasizliyi (OP/BP 4.37) 
Mtibahisali 8razilarda Layihalar (OP/BP/GP 7.60) 
Beynalxalq Su Yallannda Layihalar (OP/BP/GP 7.50) 

Ha 
[x] 
[ ] 
[ ] 
[ ] 
[ ] 
[ ] 
[ ] 
[ ] 
[ ] 
[ ] 

Yax 
[ ] 
[x] 
[x] 
[x] 
[x] 
[x] 
[x] 
[x] 
[x] 
[x] 

Layiha B ekalaji kateqariyas1m alm1~d1r, bela ki, layiha ila alaqadar taklif alunan investisiyalar 
mBvcud alan avadanhqlarla va icaza verilan tarpaq sahalari ila mahdudla~acaq va har hans1 
xa~galmaz ekalaji tasirin yaranmasma va ya digar ehtiyat tadbirlarinin gortilmasina sabab 
almayacaqd1r. 8traf Mtihitin Qiymatlandirilmasinin (8MQ) bir hissasi kimi tikinti i~lari zaman1 
yaranan (xatlarin tamiri, transformatarm avazlanmasi va s.), tullanhlann ahlmas1 va istismar 
zamam (texniki xidmatla alaqadar i~lar) layihaya yerli tasirlarin azaldilmas1 prosedurlannm 
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tayini i19iln etraf Milhitin idara olunmas1 Plam (BMiP) haz1rlamm~dtr. BMiP-in a91lmas1 va 
ictimai maslahatla~malar yerina yetirilmi~dir. Milbahisali arazilar/konflikt sahalar Uzra har hans1 
sub layihalar olmayacaqd1r. 

7. itisnalar V<l Haz1rhhq 

Layiha Bankm btitiin apard1g1 siyasata uygundur. 

Layihanin texniki-iqtisadi asaslandmnas1 hazirlanm1~ va Azarenerjinin Texniki ~uras1 tarnfindan 
tasdiq olunmu~dur. 

Satmalmalar Plam haz1rlanm1~ va Borcalanla raztla~dmlm1~dtr. 

Enerji Sistemin idaraedilmasinin A Komponenti il9iln ilin kvalifikasiya sanadlari almm1~ va 
qiymatlandirilmi~dir. lki marhalali taklif etma U9Un sanadlar haz1rlamr. Borcalan, taklif etma 
marhalalari va miiqavila dam~1qlan yolu ila satmalmalan va texniki komayi tamin edan 
maclahat9i ~irkati (konsorsiumu) ila i~a ba~lamt~dir. 
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atava 1: Olk;min V3 Sektorun iimumi tasviri 

Azarbaycan: Elektrik Otiiriicii Sistemi Layihasi 

Azarbaycan Sovet ittifaqmm dagllmas1 ifa alaqadar a Ida etdiyi milstaqilliya kei;id dovrilnda digar 
MDB olkafari kimi i;oxsayh problemfarla ilzfa~di. Bununla befa, milhariba ila alaqadar yaranm1~ 
i;oxsayh macburi koi;kilnlar va qai;qmlar (IDPs) bu problemfari daha da agirla~dird1lar. Belalikfa 
da, Azarbaycan bUgilnkti gilna A vropa va Markazi Asiya dovlatlari ii;arisinda an a~ag1 galiri olan 
yeddi d5vlatdan biridir. Lakin burada bir pozitiv sabab vardir ki, bu da Azarbaycanm, hal
hazirda istismar olunan boytik neft va qaz yataqlanna malik olmas1dir. Olkanin bu yataqlarda 
olan mahdud ehtiyatlan neca istismar edacayi va g5zlanilan b5yilk hacmda galirlardan neca 
istifada edacayi Y ASS-da (PRSP) aks olunan yoxsullugun azald1lmas1 ilzrn orta miiddatli 
maqsadlarin ugurlu hayata kei;irilmasini tayin edacakdir. 

1. Makroiqtisadi va idanetma istiqamatfari. Hiperinflyasiya va ciddi azalmadan sonra, 
inflyasiya saviyyasinin ilda 0.1 faiz d~masi ila barabar, 1997-2002-ci illar arzinda iqtisadi art1m 
ilda 9 faiz ta~kil etmi~dir. Azarbaycan dil~ilnillmil~ maliyya-kredit siyasati hayata kei;irmakla 
ahamiyyatli nailiyyatlar alda etmi~dir. Xarici bore kii;ikdir va odanila bilandir. Neft va qaz 
istehsah planla~dmd1g1 kimi inki~af edir, UDM (GDP) 2003-cil ilda 11.2 faiz artm1~dir ki, bu da 
ham d~UnUlm~ siyasiati, ham da neftin ytiksak qiymatlarini aks etdirir. Bununla bela, neft 
istehsalmm ozilniln pik gostaricisina 2010-cU ilda i;atacaq va 2013-cU ildan sonra isa digar asas 
ka~f olunan yataqlarm olmamas1 sababindan kaskin a~ag1 enmaya ba~layacaqdir. Neft Fondu 
alda olunacaq boytik galirlarin idara olunmasmda va indiki va galacak nasillar ili;iln art1mm 
tamin olunmasmda rolu vacib olacaqdlf. Qeyri-neft sektorunun i;ox~ahali inki~afi i~ yerlarinin va 
aktivlarin yaranmas1 ili;iln asas ~artdir. A YiB va DUnya Bankmm birga hayata kei;irdiyi Biznes 
Milhiti va MUassisalarin i~Iama Bacar1g1 movzusunda hayata kei;irdiyi tadqiqat gostarmi~dir ki, 
199902002-ci illar arzinda idaraetmada silrilndUrmai;ilik va korrupsiya hallanna qar~1 milbariza 
ahamiyyatli iralifayi~lar alda olumagma baxmayaraq, biznes ~araitinin daha da yax~1l~dmlmas1 
il~Un gorillacak i~lar movcuddur. 

2. Yoxsullugun Azald1 lmas1. Y oxsulluq azald1lmas1 ila alaqadar i~larda yaxm zamanlarda bir 
s1ra irnlilayi~in olmasma baxmayaraq, hafa da ahalinin tax.mini 47 faizi yoxsulluq haddinda va 9 
faizi isa yoxsulluq haddindan a~agi saviyyada y~ayir. Y oxsullugun saviyyasi rayon-kand 
arazilarinda daha i;ox 6zUnU biruza verir, bununla beta kand arazilarinin xidmatlarn girl~ 

imkanlar1 mahduddur va burada yoxsullugun tayin edilmasinin milxtalif darncalari movsuddur. 
Neft ehtiyatlarmm mUvafiq idaraedilmasi Minilliyin inki~af1 Maqsadlarina cavab vermak Ui;Un 
geni~ perspektiv imkanlar verir. 

3. Azarbaycamn Yoxsullugun Azalddmas1 Strategiyas1 iizra Sanadi (PRSP), Yoxsullugun 
Azaldllmast va iqtisadi inki~af ilzra Dovlat Proqrami (SPPRED) kimi ba~a d~Ulilr va ozUnda 
alt1 strateji maqsadi aks etdirir: (i) galir alda etmak Ui;iln mUvafiq mUhitin olmas1; (ii) makro
iqtisadi stabillik; (iii) keyfiyyatli va dilzgiln tahsilin va tibbi xidmatin ahnmast; (iv) infrastruktura 
ilzrn inki~afm olmas1 (bura yollar, kommunal xidmatlar, va irrigasiya daxildir); (v) hassas ahali 
qrupuna daha effektiv xidmat gostarmak Ui;Un sosial mUdafia islahatlar; va (vi) qai;qm va 
macburi k6i;kilnlar (IDPs) Ui;Un daha yax.~1 ~arait. YAiiDP (SPPRED) va Minilliyin inki~af 
Maqsadlari (MDG) Olkaya Yard1m Strategiyas1 (CAS) i;ari;ivasinin yarad1lmas1 Ui;Un xidmat 
edir, beta ki, onun dord strateji maqsadi Y AiiDP-nin (SPPRED) altt maqsadini gilclandirmak 
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u9un t::lyin olunmu~dur. 0-mumilikd::l, Az::lrbaycan 2015-ci ila qad::lr MiM-in (MDGs) 
gostarilanlarin 9ox hiss::lsinin h::lyata ke9irilmasi istiqam::ltindadir. Burada yalmz, milraci::lt edi!::ln 
m::llumatlarm dogru olmasma ~ilbh::l ila alaqadar, saglamhq gostaricilarinin tayin edilmasinda 
9::ltinliyin yaranmas1 sababind::ln etiraz vardu. 

Az::lrbaycanm enerji sektorunda olan ilkin problem!::lr dig::lr ke9mi~ sovet respublikalar1 il9iln 
tipik S::lciyy::lvi xaraktern malikdir, bela ki: (i) investisiyalann va texniki xidm::ltin qeyri-adekvat 
s::lviyy::lsi, (ii) enerji haqlan ilzra y1g1mm v::l enerji tarifhrinin qeyri-adekvat olmas1, V::l (iii) enerji 
sistemin vahid enerji sistemin bir hiss::lsi kimi faaliyy::lt gostarmasi. Daghq Qarabag milnaqi~::lsi 
probleml::lri Az::lrbaycan il9iln daha da ag1rl~dud1, ::lhalinin 9oxsayh hiss::lsi y~ad1qlar1 
::lrazilard::ln didargin dii~dil, bu da Olk::lnin C::lnub-qarbinda yerla~::ln 9oxlu sayda enerji 
qurgularmm itirilm::lsina s::lb::lb oldu. Yaxm dovrlarn kimi enerji sektorun BMQ-dan (IFis) 
::lh::lmiyyatli investisiyalar almasma baxmayaraq, Az::lrenerji h::lla d::l maliyy::l cahatd::ln 
Hokum::ltin h::lyata ke9iracayi tarif siyasatindan V::l enerji sektorda yerin::l yetirilacak oz::l!la~dirrn::l 
strategiyasmdan 9ox as1hdu. 

Bu problemlarin hal!in::l ilnvanlanan Hokum::ltin strategiyas1 Bankm ilzvil olan bir s1ra <>lkalard::l 
yerina yetiril::ln sektor islahatlar1 proqramma uygundur. Atilacaq add1mlar a~agidakilard1r: (i) 
istahsalm idar::ledilmasi V::l millkiyy::lt hilquq1ar1m aylfffiaq il9iln setorun restrukturl~dmlmas1; 
(ii) sektorda faaliyyat gost::lran ~irkatl::lrin maliyy::l dayamqhgma amin olmaq V::l burada raqab::lt 
milhitini ::llda etrn::lk il9iln tanzimlam::l strukturunu va institutlarm yaradllmas1; (iii) ::lhalinin 
hassas hiss::lsinin tarif art1mlanna olacaq tasirini azaltmaq il9iln m::lqsadli sosial mildaffa 
proqramlanmn i~::l sahnmas1; V::l (iv) enerjinin istahsah V::l otilrillmasi ::lm::lliyyatlannm 
idar::ledilm::lsi V::l maliyy::l!a~dirilmasi i~larina ozal sektorun calb edilm::lsi. 

Yuxanda qeyd edilanla ::llaqadar, Hokumat otilrilcil sistemin yenidan quraraq, <lord regional 
~irkatl::lr::l boldil va bu ~irk::ltlarla idar::letm::l ilzra (Barmek il::l Bak1 V::l olk::lnin ~imal-~::lrq hissasi 
barnda, Bayva ila isa olkanin qarb va C::lnub hissalari barnd::l) uzun milddatli milqavila!::lr baglad1. 
Oz-ozlilyilnda bu milqavilal::lr ~ab::lkalari 25 ii milddatin::l idarn9iliya verilmasi va idaraetm::l 
~irkatl::lrinin investisiya tshd::lliklari oldugu il9iln gilza~t xarakterlidirlar. Investorlan va 
operatorlar1 c::llb etm::lk il9iln Hokumat, distribyutorlara son istifad::l9ilard::ln odani~ ilzr::l y1g1mlar1 
ta~kil etdiklari bir vaxtda, Azarenerjidan ald1qlan elektrik enerjisina gora C>dani~larin bir 
hiss::lsinin od::lnilm::lsini t::lxirn salm1~d1r. 2010-cu ild::l Az::lrenerjiy::l odani~lar 100 faiz hacmind::l 
olmahd1r. Bu Azarenerjinin ke9id dovrilnd::l Hokumatin maliyya yard1mlarmdan as1h olmasmm 
iki sababindan biridir. Dig::lr asas sab::lb topdansah~ tariflarinin istehsal xarclarinin od::lnilmasi 
saviyyasind::l olmamas1d1r ki, bu tarilarin d::l art1mas1, sonradan a~1g1da tasvir olundugu kimi, 
2010-cil ila qadar b~ ver::lcakdir. 

4. 2003-05-ci maliyya ilinda OYS (CAS) ozilnda bir-biri ila ::llaqadar olan <lord strateji 
maqs::ldi aks etdirir: (i) neft g::llirlarinin idaraedilmasi va macro-iqtisadi stabilliyin tamin 
edilmasi; (ii) i~ yerlarinin a91lmas1 va qeyri-neft sektorun inki~afl; (iii) sosial xidm::lt V::l 
infrastukturunda azalmalann aksina xidm::ltlarin ::llda olunmas1 imkanlarmm artmlmas1; (iv) 
az::lrbaycanm yoxsullugun azaldilmas1 proqrammm nazarda tutulan vaxtda hazirlanmasmda va 
geni~landirilm::lsind::l neft ehtiyatlarmdan istifaday::l kom::lklik. Bu i~lar kombina edilmi~ 
balansla~dmlm1~ siyasata formasmda - analitik d::lstak ila barabar, investisiya va yard1m 
layih::llarin::l (YASK (PRSCs)), institutlann yarad1lmasma va texniki komay::l ::lsaslanmahdIT. 
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Taklif olunmu~ Elektrik Otiiriicil Sistemi Layihasi ilci.incil strateji maqsada - xidmatlarin alda 
edilmasinin artmlmas1 maqsadina dasfak veran mexanizm kimi OYS-da (CAS) qeyd edilmi~dir. 

5. YASK (PRSC) tarafindan Enerji Sektorda institusional islahatlar. Yoxsullugun 
Azaldtlmasma Yard1m Krediti ila alaqadar Hokumatin ink.i~af Siyasati iizra Maktubunda 
sektorda olan fabii monopoliyalann maliyya restrukturla~dmlmasman ke9irilmasi yolu ila 
infrastrukturda va milassisalarda islahatlarm hayata ke9irilmasi; kommersiya va fanzimlama 
funksiyalarmm aynlmas1; va mtivafiq fanzimlama strukturunun yarad1lmas1 kimi ohdaliklari aks 
etdirir. daxil edir. 

Maktubun (LDP) qo~masmda (Biava 1-a verilan Oosma 1-da tam matna bax) Hokumat sektorda 
kommunal xidmatlarin maliyya dayamqhgma neca zamanat verncayini g5starir. Hokumat anlay1r 
ki, mtivafiq keyfiyyatli kommunal xidmatlarin gostarilmasi ahalinin hayat saviyyasinin artmas1 
09iln talab olunan vacib ~artdir. Buna gorn da, Hokumat bu ehtiyaclara ilnvanlanan strategiyam 
haz1rlam1~dir. Bu strategiyanm be~ komponenti vardtr: 

• Kommunal xidmatlarin ink::i~af etdirilmasinda ozal sektorun i~tirakmm artmlmas1; 
• Azarbaycan il9iln orta tarif siyasatinin tatbiq edilmasi; 
• Beynalxalq maliyya standartlarmm yerina yetirilmasi; 
• Milvafiq tanzimlama milhitinin yarad1lmas1; va 
• Y eni Raqabat haqqmda Qanun vasitasila rnqabat milhitinin gUclandirilmasi. 

Strategiyaya asasan, enerjinin istehsah daxil olmaqla, Hokumat yaxm be~ ii arzinda kommunal 
xidmatlarin gostarilmasi sahasinda ozal sektorun i~tirak1mn saviyyasini art1racaqd1r. 

iSM-na (LDP) verilan qo~mada orta tarif siyasati tafsilah ila gostarilmadan qeyd edilir. Burada 
an vacibi Hokumatin 2010-cu ila qadar elektrik enerjisi il9iln verilan bilti.in maliyya 
yard1mlar1mn aynlmasmm dayandmlacag1 va istahsal xarclarini odamaya imkan vernn tariffarn 
yeti~masi alaqadar ohdalik gotilrilr. Tariffarin 9ox marhalali formada artmas1, bu tarif 
art1mlarmm mtimki.inlilyi.iniln tam manasm1 verncakdir. 2005-ci ilin Yanvar aymm 1-dan va ya 
ona yaxm mtiddatdan etibaran Hokumat tabii qazm, Bak1da su tachizatI, benzin va dizel 
yanacagmm tariffarini ahamiyyatli daracada art1rm1~dtr. Ham9inin, Hokumat, elektrik enerjisi 
ilzra tariffarin artmlmas1m taxira salm1~dir. 

HBkumat elektrik enerjisi, qaz, su va kanalizasiya sektorlarm1 ahafa edacak, milsfaqil 
tanzimlayici agentliyin yarad1lmas1 ila alaqadar ilkin qanun layihasini haz1rlam1~dtr. Bu qanun 
layihasi Parlamentin aprel/may sessiyasmm gilndaliyinda olacaqdtr. 

6. Enerji Sektorun Strukturu. Azarbaycanm generasiya giiclarinin tarkibi qan~1q istilik va 
su ilzra generasiya qurgulanndan ibarntdir. Otilrilcil va paylay1c1 sistem demak olaar ki,universal 
daxil olma 09iln layihalandirilmi~dir. Azarbaycamn Otilrilcti sistemi Rusiya, Gilrcilstan, iran va 
Ttirkiya ila enerji milbadilasi hayata ke9irmak imkanlanna malikdir. Ermanistana gedan xatt 
qisman sC>killm~di.ir. A~gtdakt Cadval 1-da sektorda gilcil camla~dirir. 
Azarenerji enerjinin istahsahm va otilrtilmasini yerina yetirnn dovlat ~irkatidir. Enerjinin 
paylanmas1 i~lari <lord regional paylay1c1 ~irkatlar ila qrupla~dmlmaga baxrnayaraq, haqiqatda 
isa HBkumat bu i~lari milqavila Uzra raz11a~malara asasan, iki ozal ~irkatin idara9iliyina 
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vermi~dir. Barmek ~irkati Bak1 va Sumqay1t regionunu, Bala. Yilk~k Garginlikli Avadanhqlar 
Milassisasi (Bayva) isa 8li-Bayramla va Ganca regionunu idarn edir. 

Sektor, ham9inin, texniki xidmat funksiyalannm gostarilmasi va yeni texnologiyalann tatbiqi ila 
alaqadar, qeyri-adekvat maliyyala~dirmadan aziyyat 9akir. Naticada infrastrukturun keyfiyyati 
pisla~mi~ va bununla alaqadar xidmatin keyfiyyati da a~ag1 d~mii~dilr. Takrar olunan a91lmalar 
adat hahm alm1~ va bu da sistem ilzra qazanm yaranmas1 riskini art1rmaqda davam edir. 
Generasiya gilclarinin barpas1 va takmilla¢irilmasi va milasir otilrilcil idaraetma sistemina 
investisiyalarm yatmlmas1 sistem ilzra qazanm yaranmas1 ehtimahm azaldu va bu Elektrik 
Otilrilcil Sistemi Layihasinda Hokumatin gostardiyi saylarin asas1m ta~kil edir. 

Sektorun infrastrukturunun pisla~masi ila indiki zamanda olka elektrik enerjisina olan oz 
talabattm odaya bilmir. Ozilniln tabii ehtiyatlar bazasmdan, karbohidrogen ehtiyatlar1 bazas1, 
elektrik stansiyalarm1 ilkin yanacaqla tachiz etmak gilcilniln olmasma baxmayaraq, elektrik 
enerjisi ila ozilnil Odamanin yenidan barpa edilmasi U9iln generasiya gilclarina ahamiyyatli 
investisiyalar talab olunacaqdu. 

Biava 1 - Cadval: Oturilcu va Paylay1c1 Sistem 

I 

I 
i 

i 

Otiirma Sistemi 500kV 330kV 220 kV 110 kV Total 
X::itlarin uzunlugu - km. 693.6 961.2 1,225.9 2,283.4 5, 164.1 
Y arimstansiyalarm say1 1 4 9 23 37 

Paylaytc1 Sistem llOkV 35kV 20kV 6-10 kV 0.4 kV 

X::ittin uzunlugu km. 
Bak1 0 727 72 1,271 6,490 
Ganc::i 0 1,925 0 12,519 20,659 
81i-Bayramh 934 1,951 0 11,534 20,529 
Sumqayit _Q 527 _Q 3,672 6.807 

C::imi 934 5,130 72 28,996 54,485 

Naqill::irin uzunlugu km. 
Bak1 0 111 9 1,653 1,330 
G::inc::i 0 171 0 0 280 
81i-Bayramh 0 0 0 15 132 
Sumqayit Q _Q Q 297 535 
C::imi 0 288 9 1,965 2,277 

Yanmstansiyalar 
Balo 11 217 57 3,674 
Ganc::i 87 192 0 6,129 
ali-Bayramh 66 272 0 6,290 
Sumqay1t 29 60 _Q 2,087 
Cami 193 741 57 18,180 . . ... 

Manba: Dilnya Bank1 il9iln t.e.n. Vilayat Vahyevm haz1rlad1g1 hesabat. Aynlm1~ Nax91van enerJI s1stemi 
gostaricilri bura daxil edilmami~dir. 
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Biava 1- Cadval 2: Elektrik Stansiyalarz va Giiclar 

Adi Ti pi Bio kl Blokun Umumi Umumi Yanacag1 Bloklarm 
arm qoyulmu~ Qoyulmu~ i~~i giic n Novii i~a 
say1 giicii Gile MVt Tabii Qaz buraxdm1~ 

MVt MVt (TQ), du 
Mazut 
(M) 

Az~rbaycan istilik 8 300 2,400 1,383 NG/FO 1981-1990 
8li-Bayramh Istilik 7 155-160 1,100 785 NG (4) 1962-68 

FO (3) 
$imal istilik 1 150 150 100 NG/FO 1950 
Bak1-l istilik 2 55 110 93 NG/FO 
Cami Istilik lstilik 18 3,760*) 2,361 
stansiyalari 
iizra 

Ming~9evir Su 6 60 360 250 1955 
s~mkir Su 2 190 380 380 1982 
Yenik~nd Su 3 37.5 112.5 112.5 2000 
Varvara Su 3 5.5 16.5 1958 
Dig~r Su 132 
Cami Su Su 1,001 742.5 
elektrik 
stansiyalan 
iizra 

Umumi 4,761 3,103.5 
Manha: Diinya Bank1 ii9iin t.e.n. Vilayat Valiyevin haz1rlad1g1 hesabat (2002). 
*) Daxil edilmi~ bloklan 0 i~9i Giicii (Bak1 1,2, Sumgay1t 19 Sumgay1t 2) ila tayin edilan halda istilik Stansiyalan 
iizra Qoyulm~ Giic - 4234 Mvt 

7. investisiya Tafabfari. Yuxandakt Cadval 2-dan gorilndilyil kimi alda oluna bilan 
generasiya gilclari qoyulmu~ giicdan azd1r, qoyulmu~ gilciln 60%-dan istifada olunur. alda oluna 
bilan gilc qt~da pik saatlarda, elektrik enerjisindan qtzd1rma maqsadlari ilr;iln istifada edilan 
zaman <lax.iii talabatI odamir va 20 faizdan 25 faiz arasmda olmas1 gozlanilan ehtiyat gilcil isa 
haz1rki istehlak normalannda2 movcud deyildir. 

Pik talabatm odanilmasi variantlarma daxildir (i) movcud generasiya giiclarinin geni~landirilmasi 
va takmilla~dirilmasi; (ii) regional enerji ticaratinin artmlmast; (iii) movcud olan avadanhqlarm 
i~r;i gostaricilarinin artmlmas1; (iv) talabatm idaraolunmas1. 

2003-cil ilda "Bums&Roe" ~irkati, Azarenerjinin galacak enerji ehtiyaclarma cavab veran 
optimal geni~landirma planlanm tayin etmak ilr;iln A YiB (EBRD) maliyyala~dirdiyi an ~ag1 
dayarin planla~dmlmast tadqiqattm3 aparm1~d1r. Tadqiqat 2003-2020 illari ahata etmi~dir va 

2 2002-ci ilda, istehlak 18,031 mlrd.kVts. 
3 Bums and Roe Inc.: "Azarbaycan Respublikas1: Elektrik enerjisinin istehsah va Otilriilmasi ii9iin investisiya 
ehtiyaclarmm tayin olunmas1", Noyabr 2003. 
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2004 V;} 2005-ci illdrdd elektrik enerjisinin istehlakmm 4 faiz, sonradan istehlakm S;}Viyy;;>sinin 
illik 1.2 faizdgn 1.6 faiz arasmda ddyi~m:;>kl::l artacag1m proqnozla~dmni~d1r. Daha t;;>fsilath 
mdlumat1 bu 8lavg 1-in Oosma 2-d;}n almaq olar. Tadqiqat be!;;> n;;>tic;;>lgnrni~dir ki, t;;>};;>batm 
layih;;>\;;>ndirikm sgviyygsini odgrngk Uryi.in 2007-ci ildgn etibargn yeni generasiya gGcJ;;>ri faJgb 
olunacaq V;;> 2020-ci ii;;> t;;>]ab olunan ;;>}av;;> gilcl;;>r 2000 MVt-a ryatacaqd1r. 

Bu ci.ir generasiya V;;) ottirma ehtiyaclanna i.invanlanan investisiya iizr;;> talgbJgr 475 milyon ABS 
dollanndan art1q olmaqla barabar, onun t;;>xmini 280 milyon ABS dollan yaxm dovrda bohran 
vgziyyatindg olan obyektl::lra (400 MVt gtictind::l planla~dmhm~ Sima) buxar-qaz qurgusu bura 
daxil deyildir) tdlab olunur. investisiya i.izra t;;>l;;>bldr qisa ~;;>kilda Cgdv;;>l 3-d::l camla~dirilmi~dir. 

Biava 1-Cadval 3: Enerji sektorun jnvestisiya Talablari 

Cami Dayar 2004-2007 
2003 milyon ABD Ehtiyaclar1 

2003 milyon ABD 
Istehsal: 
Planla~dmlan an a~ag1 dayar tadqiqaq1tma 246.7 74.1 
asaslanan halda barpa va takmilla~dirma 
Otiirma: 
Oti.iriici.i sistemin giiclandirilmasi va 231,7 205,6 
Dispetc;:er Mgrkazinin 8vazlanmasi 
Cami 478.4 279.7 

Manb::l: Burns and Roe 

Bu invectisiyalar ila Azarbaycan ozGni.in 2020-ci ii;;> qadar planla~dmlan talabatm1 odayan 
generasiya profilinin t;;>)ablarina cavab vera bil;;>r. Bu profil a~ag1dak1 Cadva 4 -dg gostarilrni~dir. 

Biava I - Cadval 4: Qura.$dznlacaq Generasiya Giiclari Proqnozu - osas Hal 
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Yaxm dovrlarda talabatt odamak va yeni gilclarin tikintisi va maliyyala~dirilmasi il9iln vaxt alda 
etmak il9Un movcud generasiya avadanhqlarmm takmilla~dirilmasi va barpas1 prioritet 
investisiyalar talab edir. Minimum olaraq, geni~ miqyash qaza riskini azaltmaq il9Un avariya 
hahnda olan avadanhqlar yax~1l~dmla bilar. A YiB (EBRD) elektrik stansiyalarma tacili 
investisiyalann yatmlmast i~larinin gilclandinnasini dastaklayan kredit4 hazirlay1r. 

OtOnna sisteminin daha 9ox sistem qazaya ugramaq ehtimah vardir va arttq yOklanma va rele 
miihafiza amaliyyatlan qt~ vaxt1 a91lmalar15 yaradan asas sabablardir. Burada boyilk risk vardir 
ki, avadanhqlarm yararhhg1 saviyyasi elektrik stansiyalann talabat markazlarina milqayisada 
sub-optimal yerla~masi va otilriicil xatlarin uzun olmas1 sababindan azalmas1 davam eda bilar. 
Elektrik Otilriicil Sistemi Layihasi 9ar9ivasinda SCADA 6 kimi milasir Otilrilcil idaraetma 
sistemina investisiyalann qoyulmas1, qaza riskinin azalmasma va payla~d1rmanm samaraliliyini 
artmlmasma sabab ola bilar. an A~agt Dayar Plaru, ham9inin, Dispet9er Markazinin 
avazlanmasi i~larini nazarda tutur ki, bu da KfW-nin asas yanmstansiyalarm7 

takmilla~dirilmasini tamin edan prioritet investisiyadir. 

8. Enerjinin Paylanmasmm idaraedilmasi iizra Miiqavilalar. Barmek ozal ~irkat olaraq, 
2002-ci ildan Bak.mm, 2003-cil ildan isa Sumqay1tm idara9iliyini oz ilzarina gotilrmili;idilr. Ozal 
~irkat olan Bakt Yi.iksak Garginlikli Avadanhqlar Milassisasi ("Bayva") 2003-ci.i ildan etibaran 
ali-Bayramh Va Ganca regionunun enerji tachi:zat ilzrn idara9iliyini oz Uzarina gotilrmili;idilr. 

Otilrilcil vasitalari ozl sektorun idara9iliyina vermakla, payl~dmc1 sistem il9iln investisiyalar 
ilzra masuliyyat onlarm ilzarina dil~Ur. Bu ~artlar 25 ii il9iln baglanm1~ gilza~tlarin verilmasi 
barada milqavila (bu ham da "idara9iliya venna milqavilasi" kimi ba~a dil~illilr) ohdaliklarina 
asasan tayin olunmu~dur. Mi.iqavilalarda ozal sektor tarafindan investisiya planlannm hayata 
ke9irilmasi nazarda tutulur. Galacak investisiya talablarinin odanilmasi paylay1c1 ~irkatlarin 
ehtiyatlara malik olmast talab edacayini nazara alaraq, Hokumat bu ~irkatlarla daha six i~layarnk 
paylay1c1 sistema qoyulan adekvat investisiyalann miiqabilinda miivafiq stimullann olacagma 
onlan amin etmalidir. Dord regional distribyutor va parakanda satt~ ~irkatlari baglanm1~ 
idarnetma miiqavilalari a~agtdaki talablari oziinda aks etdirir: 

• Gostarilan araztlarda he9 olmasa ii arzinda minimum saviyyada investisiyalann yattrmas1; 
• Tayin olunm~ istahlak91 qruplar il9iln saygaclarm qur~dmlmas1; 
• Operator tarafindan taklif olunm~ va 1iN (MED) tarafindan raz1la~dmlm1~ texniki va 

istismar standartlarmm yerina yetirmasi; 
• Texniki itkilar azald1lmas1; 
• Birinci ii il9iln tafsilath investisiya proqrammm va ~irkatin galacak biznes planlanm aks 

etdiran texniki-iqtisadi asaslandmnanm taklif edilmasi; va 
• Milqavilanin birinci il9 iii il9iln "sabit qiymat" ila mahdud amaliyyatlann apanlmas1; 

4 AYiB-nin g5zl:mifan kreditin m:ibl:igi 10060 milyon ABO. 
s Bu 2002-ci ilin tyul aymda ozilnii gost:irdi. Bel:i ki, :irazid:i yaranan yangm 5tilriicii x:itl:ir:i texniki xidm:itin pis 
v:iziyy:itd:i olmas1 il:i birg:i, Ming:iirevird:i yerl~:in AzDRES il:i Bak1 arasmda olan h:im 500 kV-luq x:itd:i, h:im d:i 
330 kV-luq x:itd:i yaranm1~ qisa qapanma s:ib:ibind:in biltiln enerji sistemd:i air1ld1 v:i olk:i tam enerjisiz qald1. 
6 Avtomatik idarnetm:i Sistemi (EMS), tele-rabit:i v:i 5\yil sisteminin t:ikmill:i~dirilm:isi daxil olmaqla. 
7 KfW-nin krediti 15 milyon Avro. 
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icaradarlar payl~dmc1 aktivlari son istehlak91lardan y1g1mm ~ag1 oldugu bir vaxtda 
gotilrmil~far. Befalikla da, icaradarlar milqavilanin ~artfarina gorn ilkin illarda Azarenerjidan 
ald1qlar1 enerji haqlarmm az hissasina gora odani~far edocaklar. Bela ki, bu gostarici ilkin 35 
faiz, sonra 50 faiz va saviyyanin sonrakt bir ne9a ila artmas1 nazarda tutulm~dur. Bak1da olan 
~abaka il9iln kontraktor ald1g1 elektrik enerjisinin haqlanmn tam odanilmasini hazirki onilliyin 
ikinci yar1smda, digar ~abakalar U9iln isa bu onilliyin axmnda nazarda tutulm~dur. Sonradan 
avvalki vaxtlarda otUrillmU~ enerjinin dayarinin odanilmasi U9iln odani~larin saviyyasi hazITki 
istehlak1 l 00 faiz Ustaliyacakdir. 

9. Enerji Sektordakt institutlar, Qanunlar V<J T<Jnzimfam<J. iqtisadi inki~af (MED) va 
Sanaye va Energetika Nazirliklari 200 l-ci8 ilda yarad1lm1~lar va onlar enerji sektorda siyasati 
hayata ke9iran siyasat ii9iln masuliyyat d~1yan ilkin agentliklardirlar. iiN (MED) bura adxildir 
iqtisadi taktikamn se9ilmasi, tanzimlama, qiymat tayin etma va tariffar, lisenziyal~d1rma va 
amlaktn idara olunmas1 kimi geni~ funksiyalara va salahiyyatlara malikdir. SEN (MIE) neft va 
qaz istehsah, yanacagm otiirUlmasi va emah, elektrik enerjisinin istahsah va otilri.ilmasi, istilikla 
tachizetma Va qazm otUrUlmasi Va paylanmas1 kimi sahalarda Dovlat siyasatinin qurulmasma Va 
onu hayata ke9irilmasina masuliyyat d~1y1r. 

iqtisadi inki~af Nazirinin rahbarliyi altmda Tarif Suras1 elektrik enerjisi, tabii qaz, va su 
sektorunda olan monopolist xidmatlara miiraciat edir. 0, tariffarin tanzimlanmasi ila Nazirlar 
Kabinetina takliffar vennak, istehlak91 qruplar1 tayin etmak va real dayari aks etdiran tariffarin 
tatbiq edilmasi ila layihalarin qabul edilmasi salahiyyatlarina malikdir. iiN-in (MED) Suran• 
texniki va inzibati imkanlarla tamin edan qiymat tayin etma va tarif siyasati funksiyas1 vardIT. 
Sura ham9inin sanaye tamsili;:ilarinin daxil oldugu ii;;i;:i Qruplarla temin olunur. ~ura Tarifforin 
tayin olunmas1 prosesi va prinsiplarini aks etdiran qaydalar va prosedurlan9 tayin etmi¢ir. 
Lakin, onlar spesifik sektor problemlarina ilnvanlanmam1~dtr. Kommunal sektor U9Un tariffara 
ahali istahlak91 qruplarma verilan geni~ subsidiyalar daxildir. 

Hokumat enerji, qaz, su va kanalizasiya kimi sektorlan ahata edacak milstaqil Tanzimlayici 
Agentliyin yarad1lmas1 barada qanun layihasini ilkin variantm1 haz1rlam1~dtr. Bu qanun layihasi 
Parlamentin aprel/may sessiyasmm gilndaliyinda olacaqdir. Hokumat tanzimfayici agentliyin 
yaraddmasm1 2005-ci ila planl~dmr va onun tam i~lak vaziyyata gatirilmasini 2006-ci ilin 
ortalanna tayin edir. Dilnya Bankt Hokumata yeni agentlikla alaqadar qanunvericilik va 
tanzimlama bazasmm yaradilmasmda yard1m etmak il9iln 2003-2004-cil ilda PPiAF vasitasila 
biltiln ehtiyatlar1 safarbar etmi~dir. USAiD tarafindan maliyyala~dirilan maslahat9ilar Hokumata 
tanzimlama sahasinda 2004-cil ilin ortalanndan davamh olaraq yad1m gostanni~lar. 

Enerji sektora aiddiyyatt olan asas hiiquqi ~artlar ~agidaki cadval Cadval 5-da verilmi~ 
qanuunlarda tasbit olunm~dur: 

8 iiN Prezidentin 475 N2-li F:mnam ila (30 aprel, 2001), YEN isa Prezidentin 458 N!1-li Farmam ila (18 Aprel, 2001) 
yarad1lm1~dir. 
9 

Tabii Monopolist Qurumlarm Mahsullarmm (i~lar, Xidmatlar) Qiymatlarin (Tariflarin) Fonnala~dmlmas1 va 
Dovlat tarafindan Tanzimlanma Qaydalan, iiN-nin 20 sentyabr, 2002-ci ii tarixli 67 NJ?-li amri. Bu qaydalar 
8dliyya Nazirliyinda qeydiyyatdan kei;irilmi~dir. 
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Biava 1 - Cadval 5: Qanunvericilik Strukturu 

Elektrik enerjisi haqqmda qanun (1998) - Bu qanun elektrik va istilik enerjisinin 
istahsalma, onun otliriilmasina, paylanmasma, almmasma, sattlmasma va istehlakma 
h11quqi asas verir. Bu elektrik enerjisi ilzrn Dovlat ~irkatlarinin, enerji tachizat 
~irkatlarinin, miisfaqil enerji istahsaliytlarmm va istehlakiytlarm faaliyyatini 
tanzimlayir. Milvafiq Dovlat ta~kilatlart lisenziyala~dtrma, otilrma va paylanma 
milqavilalarina, qiymat tayin etmaya, de-monopolizasiya, keyfiyyat kriteriyalarma, 
qaydalara va standartlara gorn masuliyyat d~1y1rlar. 

Enerji haqqmda Qanun (1999) - Bu qanun enerji ilzrn siyasatin maqsadlarini, 
resurslarm m1llkiyyatini, ehtiyatlann a§kar edilmasina nazarati, sahanin inki§aftnt va 
otilrilcil sistemin tikintisini va ona texniki xidmati ahata edir. Qanuna elektrik 
enerjisindan samarnli istifada olunmas1 iizra ohdaliklar va ahamiyyatli 
lisenziyala§dtrma §artlari daxil edir. 

Enerji Ehtiyatlarmdan istifada haqqmda Qanun (1996) - Bu enerji ehtiyatlanndan 
samarnli istifadaya asaslanan hilquqi, iqtisadi va sosial siyasati tamin edir. Dovlat 
Dovlat milassisalari va ta§kilatlan tarnfindan enerji resurslanndan istifadaya naz.arnt 
etmaya, resurslardan samarnli istifada iliyiln siyasati tayin etmak salahiyyatlarina, va 
enerjiya qanaat edan avadanhq va texnologiyalarm tatbiq olunmas1 iliyiln geni§ 
mexanizmlarn malikdir. Enerji reurslarmdan istifada iliyiln planlarm qeydiyyatdan 
keiyirilmasi bu qanuna asaslarur .. 

Xarici investisiyalann Miihafizasi barada Qanun (1992) - Bura bir s1ra xanc1 
investorlar lliyiln qarantiyalar va inki~af va tadqiqat ila alaqadar hilquqlarm ahnmasma 
imkanlan daxildir. Bu Qanuna dayi§ikliklar planla~dmlmt§dtr. 

Elektrik enerji sahasindan ba§qa digar sub-sektorlara aid olan qanunlar: Qaz Tachizah 
haqqmda Qanun (1998), Pay Bolgilsil Raztla§malar (PSAs), Neft haqqmda Qanun 
haz1rlamr. 
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a1av3 l-3 Oosma 1: Olk3nin V3 Sektorun iimumi T3sviri 

YASK-1 (PRSC-1) ii~iin Hokum3tin in~af Siyas3ti bar3d3 M3ktubuna Qo~ma 

Cari v;n;iyy3t 

Azarbaycanm Kommunal Xidmatlari Sektorunda 
Orta Miiddatli Tarif Siyasati 

Azarbaycan hokumati beynalxalq maliyya institutlan ila six amakda~hq ~araitinda kommunal 
xidmatlari sahasinda islahatlara ba~lamI~, kommunal xidmatlari milassisalari ila bu xidmatlarin 
istehlak9Ilan arasmda yeni milnasibatlar formal~mI~, bir stra nailiyyatlar alda olunm~ va hal
hazirda i~lar davam etdirilir. 

Omumilikda isa 5lka iqtisadiyyatmm inki~aft, xidmat va istehsal obyektlarinin saymm artmas1, 
kommunal xidmatlarin hacmi va keyfiyyatina talablarin sartla~masi daha yeni va radikal 
addimlann attlmasmI, olkanin sosial-iqtisadi inki~afma tasir edan problemlarin halli iizra alava 
tadbirlarin hayata ke9irilmasini zaruri edir. 

Hazuda strateci ahamiyyata malik bir saha kimi kommunal xidmatlari sahasinin problemlarinin 
ilmumiliyi, bir-biri ila SIX baghhgI, kompleks yan~ma talab etmasi, hallinin iqtisadi va sosial 
naticalar dogura bilacayi nazara almaraq ehtiyath addimlar atilmasI, kommunal xidmatlarin 
samaraliliyinin tamin edilmasi talab olunur. 

Bu baximdan «Enerci va su sektorunda maliyya intizammm gilclandirilmasi Proqramrnmn tasdiq 
edilmasi barada Azarbaycan RespublikasI Prezidentinin 25 mart 2002-ci il tarixli 893 nomrali 
SarancamI ba~lanmI~ i~larin miiddatlarini va icra9tlarmI milayyan etmakla kommunal sahada 
islahatlann siiratlandirilmasina bOyilk takan vermi~, «Azarbaycan Respublikasmda sosial-iqtisadi 
inki~afm silratlandirilmasi tadbirlari haqqmda» Azarbaycan RespublikasI Prezidentinin 24 
noyabr 2003-cil ii tarixli 4 nomrali, ««Azarbaycan Respublikasimn 2004-cil ii dovlat biidcasi 
haqqmda>> Azarbaycan RespublikasI Qanununun tatbiq edilmasi barada» Azarbaycan 
RespublikasI Prezidentinin 27 dekabr 2003-cil ii tarixli 9 nomrnli va «Azarbaycan RespublikasI 
regionlannm sosial-iqtisadi inki~afI Dovlat Proqrammm (2004-2008-ci illar) tasdiq edilmasi 
haqqmda» Azarbaycan RespublikasI Prezidentinin 11 fevral 2004-cil ii tarixli 24 nomrali 
Farmanlan ila verilmi~ tap~mqlar daha da konkretla~dirilmi~dir. 

Eyni zamanda, son illar kommunal xidmatlari sektoru (qaz, elektrik enercisi, su taminatt, 9irkab 
sularm axidilmasI va s.) ilzra tasarrilfat subyektlarinin maliyya, texniki, texnoloci va maliyya 
vaziyyatinin y~Il~dmlmasI ilzra (istehlak9Ilann odama qabiliyyatinin artmlmasI, saygaclarm 
qur~dmlmasI, boru kamarlarinin barpasI, tamizlayici va otilrilrcil qurgulann tamiri, yeni istehsal 
va otilrma gilclarinin istismara verilmasi va s.) milvafiq tadbirlarin hayata ke9irilmasina 
baxmayaraq vaziyyat hala da agu olaraq qahr. DUnya bazarmda enerci resurslannm 
qiymatlarinin ardictl olaraq artmasI ila problemlar daha da darinla~mi~dir. 
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Yeni tariffar<J k~idin z<Jruriliyi 

Kommunal xidmatlari sektorunun problemlari (texniki, texnoloci, iqtisadi va s.) arasmda iqtisadi 
cahatdan asaslandmlm1~ tariffarn ke9id olduqca milhilm ahamiyyat kasb etmakla sahada maliyya 
intizammm yarad1lmasmm b~hca meyan va ham da digar poblemlarin a9an kimi 91x1~ edir. 
Eyni zamanda olkada ahalinin ahc1hq va odama qabiliyyatinin a~ag1 olmas1, kommunal 
xidmatlari gostarnn ta~kilatlarm itkilarinin yilksak saviyyasi, u9otun dilzgiln apanlmamas1, aksar 
abuna9ilarda saygaclarm olmamas1 kimi problemlar iqtisadi cahatdan asaslandmlm1~ tariflarn 
ke9idi langitmakla operativ qararlann qabul edilmasi sahasinda 9atinliklar yaradtr va eyni 
zamanda bu kimi kapitaltutumlu sahaya investisiyalarm calb edilmasini ag1rla~dmr. Dmumilikda 
isa aksar kommunal xidmat novlarinin ahali il9iln tariflarinin ona 9akilmi~ xarclardan dafalarla 
a~ag1 olmas1 digar istehlak91 qruplarmm tariflarinin yiiksak hadda mUayyan edilmasina, onlann 
9arpaz subsidiyala~dmlmasma va naticada iqtisadiyyatda adalat prinsiplarinin itirilmasina sabab 
olur. Bu isa oz novbasinda hamin sahalarda daxili investisiya imkanlanm mahdudl~dmr, dovlat 
bildcasina 9atacaq vasaitlarin itkisina, maliyya intizammm pozulmasma, milassisalarin istehsal 
xarclarinin artmasma va digar 9at1~mamazhqlara gatirib 91xanr. 

Apanlm1~ tahlillar gostarir ki, kommunal xidmatlarinin haztrki dovrn maya dayari va faktiki 
qilvvada olan qiymatlari arasmda kaskin farqlar vard1r. Bela ki: 

Hazirda «Azarenerci» ASC ilzrn l kvts elektrik enercisinin topdansah~ qiymati 71,0 manatdtr. 
idxal qazmm qiymatinin 2005-ci ildan etibaran 1000 m3 il9iln 60 AB~ dollar1 oldugu nazarn 
almmaqla apanlm1~ ilkin hesablamalara gora l kvts elektrik enercisinin orta topdansah~ qiymati 
5% rentabellik nazara ahnmaqla 120-122 manat aras1 olacaqdtr ki, bu da haztrda qilvvada olan 
qiymatdan 69-72% aras1 yilksakdir. 

«Azarsu» SC-nin verdiyi malumata asasan 2004-cil ii U9iln l m3 suyun va 9irkab suyun 
ax1d1lmas1 xidmatlarinin maya dayari milvafiq olaraq 00,99AZM va 1,28 AZM-dir. 

«Azariqaw QSC-nin 2004-cil ii il9iln Azarbaycan Respublikas1 Nazirlar Kabineti tarnfindan 
tasdiq edilmi~ galir xarc smetasma asasan l 000 m3 tabii qazm istehlak9tlara 9atdmlmas1 il9iln 
tadavUl xarclari 40,991 AZM hacmindadir. 

istilik enercisi xidmatlarinin maya dayari ifa sah~ qiymatlari arasmda da kaskin farqlar 
movcuddur. CHan milddat arzinda istilik enercisinin maya dayarina milhilm tasir gostarnn 
mazutun, tabii qazm, suyun, amak haqqmm, mal va materiallarm qiymatlarinin ahamiyyatli 
darncada artmasma baxmayraq istilik enercisinin tariflarinda milvafiq dayi~iklik apanlmam1~d1r. 
Bak1 ~ahar icra Hakimiyyati Ba~91smm 22.07.99-cu ii tarixli 62 l sayh sarnncam1 ila istehlak91 
qruplar1 ilzrn Bakt ~ahari il9iln ayhq istilik enercisi tariflari a~ag1dakt kimi milayyan edilmi~dir: 

lstehlakc1 qroplar1 OJ~ii vahidi Qiym<Jti, manatla 
ahali 1 m..:. ya~ay1~ sahasi il9iln 250 
Bildca ta~kilatlar1 lm~ tikinti hacmi ilciln 600 
Tasarrilfat hesabh milassisalar 1 m,. tikinti hacmi il9iln l ,100 

Kommunal xidmatlarinin ahali il9iln movcud olan tariflarinin maya dayarindan a~ag1 olmas1 bu 
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xidmatlarin istehlak.91larmm (elektrik va istilikk enercisi, qaz, su, kanalizasiya) har ii ahamiyyatli 
daracada subsidiyala~dmlmasma gatirib 91xanr. Lakin bu subsidiyalar dolay1 ~akilda hayata 
ke9irildiyindan istismar va investisiyalar ii9iin talab olunan minimum vasaitlarin alda edilmamasi 
b~ verir ki, bu da kommunal miiassisalarinin vaziyyatinin daha da agul~masma, dovlat 
biidcasinin real galirlarinin itirilmasina va sosial miidafia siyasatinin maliyyala~dirlmasinin 

9atinla~masina sabab olur. Maliyya vasaitlarinin 9atI~mamas1 ham da movcud infrastrukturun 
vaziyyatinin ahamiyyatli daracada pislamasina, sistemin dagtlmasma va bununla alaqadar olaraq 
kommunal xidmatlarin kefiyyatinin azalmasma gatirib 91xanr. 

Kommunal sektorun uzun miiddat dayamqh vaziyyatda olmas1 va hayat qabiliyyatliliyi onlarm 
oz galirlari hesabma xarclarini odamak imkanlanmn tamin edilmasindan as1hdu. Bu isa sahada 
subsidiyalarm lagv edilmasi, tariflarin hamin milassisalar tarafindan 9akilan biltiin xarclari 
ortmasina imkan vermasi, investisiya qoyulu~u ii9iin kifayat qadar vasaiti tamin etmakla 
rentabelliya ~arait yaratmas1 yolu ila miimkilndiir. 

Haz1rda hayata k~irilan tadbirfar 

Elektrik enercisi, tabii qaz, su, 9irkab sular1 va istilik xidmatlarinin qiymatlarinin tanzimlanmasi, 
istehlak.9Ilann ald1qlan xidmatlarin etibarhhgmm va keyfiyyatinin yiiksaldilmasi, onlann 
hiiquqlanmn miidafiasinin tamin edilmasi, beynalxalq standartlara cavab veran institutsional 
dayi~ikliklarin va restruktrizasiya tadbirlarinin apanlmas1 aktual masalalar kimi qai;;1da durur. 
«Azarbaycan Respublikasmm 2005-ci ii dovlat biidcasi haqqmda>> Azarbaycan Respublikas1 
Qanunun tatbiq edilmasi barada Azarbaycan Respublikas1 Prezidentinin 2004-cii ii 29 dekabr 
tarixli Farmanmm 6-c1 bandinin 3-cil yanmbandi ila enerci resurslanndan samarali istifadanin 
tamin olunmas1, istehlak91iarm enerci tachizatmm etibarhhgmm yilksaldilmasi va enerci 
sektorunun maliyya durumunun yax~Il~dmlmas1 maqsadila daha takmil tarif sisteminin tatbiq 
olurunasma dair takliflarin haz1rlanmas1 tap~mlm1~du. 

Yoxsullugu azaltmaq, cari va perspektiv problemlarin hallini tamin etmak proqram1 9ar9ivasinda 
Hokumat iqtisadi islahatlara ba~lam1~du. islahatlara kommunal xidmatlar sektorunu 
takmilla~dirmak, bu sahada ozal sektorun i~tirakma ~arait yaratmaq, kommunal xidmat 
sektorunda maliyya intizamm1 art1rmaq, xidmat keyfiyyatini yilksaltmak va samarali 
tanzimlayici hilquqi 9ar9ivani formala~d1rmaq daxildir. Gostarilanlarla bagh Azarbaycan 
Hokumati Diinya Bankma Niyyat Maktubu gondarmi~ va oz prinsiplarini ortaya qoym~dur. 
Maktubda kommunal xidmatlar iizra islahatlann maqsad va prinsiplari, milvafiq qanunvericilik 
akt1 layihasinin parlamenta taqdim olurunas1, institusional mexanizmlarin inki~af etdirilmasi iizra 
Proqramm hazulanmas1 va tasdiqi ilzra niyyatlar bayan edilmi~dir. 

Ozal sektorun i~tirak1 ila infrastruktur xidmatlarinin takmilla~dirilmasi va inki~af etmakda olan 
olkalara yard1m maqsadi da~1yan 9oxdonorlu texniki yard1m rniiassisasi olan 1ctimai-Ozal 
infrastruktur Maslahat Milassisasinin maliyya dastayi asasmda «Neksant, ink.» ~irkati elektrik 
enercisi, tabii qaz va su sahasinda tanzimlayici hiiquqi 9ar9ivanin va institusional potensialm 
inki~af etdirilmasi ii9iln Azarbaycan Hokumatina maslahat9i xidmati gostarmi~, sahada 
intitutsional dayi~ikliklara, kommmal xidmatlari sahasinda yeni tanzimlayici agentliyin 
yaradtlmas1 va hiiquqi 9ar9ivanin dayi~dirilrnasina dair takliflar haz1rlam1~, miivafiq ta~kilatlara 
taqdim etmi~dir. 
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Haz1rda yaxm dC>vril ahata etmakla kommunal xidmatlari gostaran milasissa va ta~kilatlarda 

maliyya intiz.ammm, xidmat saviyyasinin, elaca da investisiya manbalarinin yaranmasma imkan 
veran iqtisadi cahatdan asaslandmlm1~ tariffara ke9id marhalalarini ozilnda camla~diran orta 
miiddatli tarif siyasatinin hazulanmas1 va reall~dmlmas1 zarurati yaranm1~du. 

Son illarda, m~lann (minimum amak haqq1 daxil olmaqla) va pensiyalann qaldmlmas1 ahalinin 
kommunal xidmatlarin daha yilksak qiymatlarini odamak qabiliyatini artusa da hazuki ~arait 
ahaliya gostarilan kommunal xidmatlarin qiymatinin miinasib olmasm1 talab edir. iqtisadi 
inki~af, ahalinin ahc1hq qabi1iyyatinin artmas1 isa daha yilksak tariflarin odanilmasina imkan 
yaradacaqdu. Bununla yan~1, ilnvanh sosial yard1m sisteminin haz1rlanmas1 va hayata 
ke9irilmasi, elaca da saygaclarm qura~mlmas1 ~artila miivafiq tarif siyasatinin hayata 
ke9irilmasi imkanlan movcuddur. 0-nvanh sosial taminat sisteminin yaradllmas1 tariffarin 
xarclari odamasi saviyyasina qadar artmld1gi halda aztaminath ahalinin kommunal xidmatlarin 
dayarini odamak imkamm artmr. 

Bu millahizalari nazgra alaraq, hokumat tabii qazm va suyun qiymatfarinin artmlmas1 ila bu 
istiqamatda ilk add1mlar1 atm1~du. 

Tabii qazm yeni qiymati milayyanla~dirilarkan qiymatin kaskin ~akilda artmasma yol vermamak 
maqsadila «A~riqaz» QSC-nin tadaviil xarclari 1000 m3 il9iln 30000 AZM saviyyasinda qabul 
edilmi~dir. Tabii qazm hasilat, emal va tadavill ilzra earl xarclari nazara ahnmaqla maya dayari 
isa 140 000-150 000 AZM arasmdad1r. A~ag1da 1000 m3 tabii qaz ii9iin qiymatlardaki dayi~iklik 
milqayisali ~akilda verilir: 

2 Noyabr 2004-cii ii tarixd;,n qiivv;,y;, minm~ Art1rtlm1~ Qaz Tariffari 
har 1000 m3 ur;un AZM 

istehlak~1 qruplarmm ad1 
Kohn;, tarif, T;,sdiq edilmi~ yeni tarif, manatla 

man a ti a (aDV iJ3 birlikd3) 

ehali 35,560 81,000 
83,200 

Digar (Bildca, dovlat milassisalari, 106,103 
236,000 

kommersiya va s.) ta~kilatlar 194,700 
236,000 

Rusiyadan idxal edilan qaz ili;iln - 270,000 

Yeni qiymatlar «AzariqaZ» SC-nin maliyya tasarrilfat faaliyyatinin yax~1la~masma, aynlan 
subsidiyalann aradan qalxmasma gatirib 91xaracaqd1r. 

2005-ci ii yanvann 1-dan hokumat suyun qiymatlarina baxaraq ke9mi~ ARSSC arazisi olmaqla 
«Azarsu» SC il9iln yeni tariflar milayyan etmi~dir. lm3 suyun yeni va kohna qiymatlarinin 
milqayisasi ~ag1da verilir. 

37 

I 



1 m3 ufiin AZM 

istehlak~1 qruplarm ad1 Kiihna yeni 
(aDV-siz) (aDV-siz) 

ir;mali su 
8hali 185 370 
Bildca va ona barabar tutulan digar ta~kilatlar 900 1,200 
Sudan xammal kimi istifada edanfar 42,000 42,000 
Digar sahalar (istehsal, ticarat, xidmat, 5,300 

2,700 
kommersiya va s.) 2,500 
Texnild su 1,200 1,200 

Y eni tarifda «Ticarat va digar xidmat sahalari» va «Millkiyyat fonnasmdan as1h olmayaraq 
biltiln istehsali;:1larn qrupu «Digar sahalar (istehsal, ticarat, xidmat, kommersiya va s.)» qrupu 
~aklinda birla~dirilmi~dir. Su tariflarinin sonrak1 art1m1 «Azarsu» SC-nin faaliyyatinin 
naticalarindaki inki~afdan va elektrik enercisi tariflarinin tanzimlanmasi fonnasmdan as1h 
olacaqd1r. 

Bununla yan~1 dovlat istehlaki;:1lara verilan elektrik enercisinin, tabii qazm va suyun hacminin 
daqiq oli;:illmasinin zaruriliyini va bu masalanin tarif islahatlan ilryiln milhilm marhala oldugunu 
da qabul edir. Haz1rda biltiln qaz, su va elektrik enercisi istehlaki;:tlarmm saygaclarla tamin 
olunmasma yonalmi~ programm qabulu va icras1 ilryiln tadbirlar hayata kei;:irilmakdadir. 

Bela ki, bu i~in sUrntlandirilmasi va b~a i;:atdmlmas1 milddati ila bagh konkret tap~mqlar 
verilmi~dir: (i) «Azarbaycan Respublikasmm 2005-ci ii dovlat biidcasi haqqmda» Az;}rbaycan 
Respublikas1 Qanunun tatbiq edilmasi barada Az;}rbaycan Respublikas1 Prezidentinin 2004-cU ii 
29 dekabr tarixli Fannanmm 17-ci bandi ila su, qaz, elektirik enercisi xidmatlari ilzra talab 
olunan saygaclarm qura~dmlmas1 xarclari ilzra takliflarin hazulanmas1, va (ii) Az;}rbaycan 
Respublikas1 Nazirlar Kabinetinin 2005-ci ii 10 yanvar tarixli, 8 }fa-Ii va 2005-ci i1 12 yanvar 
tarixli, 13 }fa-Ii Sarancamlan ila isa milvafiq qurumlara qaz va elektirik saygaclannm 
qura~dmlmas1. 

Orta milddatli tarif siyasati va nazarda tutulan tadbirlar 

2005-2010-cu illar ortamilddatli tarif siyasatinin hayata kei;:irilmasi dovril kimi qabul edilmakla 
~ag1da gostarilan problemlarin halli nazarda tutulur: 

• bu sanadda gostarilan problemlar naz;}ra ahnmaqla orta milddatli tarif siyasatinin hayata 
kei;:irilmasi. 

• orta milddatli tarif siyasati dovrilniln sonuna qadar kommunal xidmatlarin tariffarini 
marhalalarla va tariflarin milnasibliyinin diqqat markazinda saxlamaqla artmlmas1. 

• miixtalif kommunal xidmati novlarinin maya dayari arasmda olan alaqanin nazara 
ahnmas1 (Masalan: su tachizatI va kanalizasiya xidmatlarinin maya dayari ahamiyyatli 
daracada elektrik enercisinin qiymatinin tasiri altmda formala~mas1 nazara almaraq 
elektrik enercisinin qiymatinin artmlmas1 ila yana~1 su va kanalizasiya xidmatlarinin 
tariflarinin da artmlmas1). 
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• dovfat bildc~sind~n kommunal moossis~far~ maliyy~ yardtmmm dayandmlmas1. 
• komrnunal mifassis~l~rinin maliyy~ bax1mmdan h~yat qabiliyy~tliliyinin t~min edilm~si 

v~ tariffarin maya d~y~rini tam ort~c~k s~viyy~y~ qaldmlmas1; 
• tariffar ilzr~ probleml~rin h~lli bax1mmdan bu sah~d~ faalliyy~t gost~mn ayn-ayn 

moossis~ v~ b~kilatlarm resturuktrizasiyas1, korporotiv idar~etm~nin fakmill~~dirilm~si, 
xidm~tin keyfiyy~tinin yilks~ldilm~si, itkil~rin azald1lmas1, istehlaka q~na~tin 
stimulla~dm lmast; 

• bu sah~d~ islahatlardan ugurlu n~tic~ ~Id~ etmi~ olk~farin t~crilb~si ~sasmda azt~minath 
aifal~rn ilnvanh yard1m mexanizminin t~~kili v~ tariffarin artmlmasmm m~nfi bsirl~rinin 
aradan qaldmlmast il~iln bu mexanizmd~n istifad~ edilm~si; 

• ilnvanh yard1rn mexanizmin t~tbiqi ~~rti ifa 2006-ci ilin yanvar aymdan etibarnn elektrik 
enercisinin tariffarin~ bax1lmas1. 0 cfunl~d~n: 

• «Az~renerci» SC-nin topdansati~ qiym~ti v~ otilrm~ tariffarinin t~nziml~nm~si; 
• «Barrnek Az~rbaycan Elektrik ~~b~bsi» MMC v~ «BA YV A» MMC ilzrn 

p~rak~nd~ sail~ qiym~tinin bnziml~nm~si; 

• Istilik enercisinin tariffarinin bnzimfanm~si. 
• iqtisadi c~h~td~n ~saslandmlmaq v~ maya d~y~rin~ milvafiq olmaqla ~ag1dakt sah~fard~ 

tariffar~ yenid~n baxilmas1 i~farinin h~yata ke~irilm~si: 
• i~m~li suyun qiym~tfarinin t~nziml~nrn~si (rayonlar ilzr~); 
• ~irkab suyun ax1d1lmas1 xidm~tl~rinin qiyrn~tl~rinin t~nzimfanrn~si (rayonlar ilzrn). 
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Umumi lstehlak 2003 2004 2005 2006 
Bazis Hal 23,956 24,921 25,926 26,294 
%Arbm 4.0% 4.0% 1.4% 
YOksflk Hal 24,677 26,444 28,338 29,425 
%Art1m 7.2% 7.2% 3.8% 
Al1;aq Hal 23,671 24,332 25,011 25, 121 
%Art1m 2.8% 2.8% 0.4% 

~mumi Talabat 2003 2004 2005 2006 
Bazis Hal 4,375 4,499 4,625 4,635 
¥0Art1m 2.8% 2.8% 0.2% 
f\'iiksak Hal 4,507 4,775 5,056 5,187 
YoArtrm 5.9% 5.9% 2.6% 
~!;aq Hal 4,323 4,444 4,568 4,588 
Y0Art1m 2.8% 2.8% 0.4% 

atav;, 1-;, Qosma 2: Olk;,nin v;, Sektorun iimumi T;,sviri 
Az;,rbaycan: Elektrik Otiiriicii Sistemi Layih;,si 

Elektrik Enerjisinin Yiik Proqnozu10 (1000 MVts) 

2007 2008 2009 2010 2011 2012 2013 2014 
26,668 27,047 27.431 27,821 28,272 28,729 29,194 29,667 
1.4% 1.4% 1.4% 1.4% 1.6% 1.6% 1.6% 1.6% 
30,553 31,725 32,941 34,205 35,594 37,040 38,545 40,110 
3.8% 3.8% 3.8% 3.8% 4.1% 4.1 % 4.1% 4.1% - f---~ 

25,232 25,343 25,455 25,567 25,733 25,899 26,067 26,235 
0.4% 0.4% 0.4% 0.4% 0.6% 0.6% 0.6% 0.6% 

Pik Talabat Proqnozu (MVt) 

2007 2008 2009 2010 2011 2012 2013 2014 
4,644 4,652 4,660 4,669 4,744 4,820 4,898 4,978 
0.2% 0.2% 0.2% 0.2% 1.6% 1.6% 1.6% 1.6% 
5,321 5,458 5,597 5,739 5,972 6,215 6,468 6,730 
2.6% 2.6% 2.5% 2.5% 4.1% 4.1% 4.1% 4.1% 
4,609 4,629 4,649 4,670 4,700 4,731 4,761 4,792 
0.5% 0.4% 0.4% 0.5% 0.6% 0.7% 0.6% 0.7% 

2015 2016 2017 2018 
30,147 30,506 30,869 31,236 
1.6% 1.2% 1.2% 1.2% 
41,740 43,258 4(832 46.463 
4.1% 3.6% 3.6% 3.6% 
26,405 26,460 26,515 26,570 
0.6% 0.2% 0.2% 0.2% 

2015 2016 2017 2018 
5,058 5,119 5,180 5,242 
1.6% 1.2% 1.2% 1.2% 
7,003 7,258 7,522 7,796 
4.1% 3.6% 3.6% 3.6% 
4,823 4,833 4,843 4,853 
0.6% 0.2% 0.2% 0.2% 

10 Elektrik enerjisinin Yilk va Talabat Proqnozu "Bums & Roe" hesabatmdan: Elektrik Stansiyalanna va Otiirilcii sistemin investisiya Talablari il.yiin 
Prioritetlarin Tayini,Noyabr, 2003 
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2019 2020 
31,607 31,983 
1.2% 1.2% 
48,153 49,905 
3.6% 3.6% 
26,625 26,680 
0.2% 0.2% 

-
2019 2020 
5,303 5,366 
1.2% 1.2% 
8,080 8,373 
3.6% 3.6% 
4,863 4,873 
0.2% 0.2% 



olava 2: Bank va digar Agentliklar tarafind;,n Maliyyafa~dirilan osas Layihalar 

AZaRBA YCAN: ELEKTRIK OTURUCU SISTEMI LA YIHaSI 

Sektor1b,i problemlarL La anio ad1 

Icra Vaziyyati 
i 

Bankm maliyyala~dirdiyi 
Enerji Sektorun Enerji Sektorun Resrukturla~dtr. na 
Restrukturla~d1rtlmas1 oc;.on PPIAF -in OJstJyi 
Qaz Sektorunun Qaz Sektorun Resrukturla))dir. na 
Restrukturla~d1nlmas1 tic;.tin PPIAF -in OJstJyi 
Sosial Mtidaffa SistemindJ ikinci institutun Yarad1lmas1 s 
islahatlar Texniki Yard1m (2002, 7.47 

mln.$MV) 
Qaz infrastukturunun BJrpas1 Qaz Sisteminin BJrpas1 LayihJsi s 

(2002, 14.l min. $MY) 
Enerji Sektorun Restrukturla~-mas1 SAC Jl (2002, 48.4 min. $MY) s 

MOstJqil TJnzim!JmJ YASK-1(2005,13.1 mil. ~MV} na 
Enerji, Qaz v;:i Su sektorunda 
institusional Gtic!JndirmJ vJ 
TJnzimlJmJ Strukturuna PPIAF-

I In 0JStJyi (2003-04) 
Pensiya v;:i sosial Yard1m SahJsindJ Pensiya v;:i Sosial Yard1m s 
Effektivliyin VJ $Jffafl1gm LayihJsi (2004, ekv. 10 
Y OksJldilmJsi min.ABO) 

Digar agentlikfar 'Jll 

AYiB (EBRD) Yenibnd SES-in BJrpas1 (1994, % 

42 mln.Avro) 
AYiB (EBRO) MingJc;.evir SES-in Bgrpas1 " 

(1997, 17 mln.Avro) 

YB8B (JBlC) $imal ORES-in B;:irpas1 (1998, .@ "' 
20.2 milyard Yapon yieni) 

Ktw Yanmstansiyalarm BJrpas1 "' 
LayihJsi (1998, 12 mln.Avro) " 

KfW Yanmstansiyalann ikinci BJrpa 
LayihJsi (2003, 12 mln.Avro) 

ll<i; 

USAID TJnzimlJmJ YahidlJrinJ Texniki 
Yard1m 
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a1av3 3: N3tic313rin Strukturu Vil Monitorinq 

AZaRBA YCAN: Elektrik Otiiriicii Sistemi Layihilsi 

Generasiya/otilrilcil vahidl:irin 
institusional v:i texniki c:ih:itd:in 
gilcl:indirilm:isi yolu il:i 
Az:irbaycanda elektrik enerj isinin 
i:itilrillm:isi iizr:i gi:irill:in 
:im:iliyyatlann effektivliyinin 
artmlmas1. 

ikinci m:iqs:id: 
maliyya 
giicl:indirilm:isin:i 
gi:ist;;inn:ik. 

Az:irenerjinin 
v:iziyy:itinin 

yard1m 

N 3ticill3rin Stru kturu 

N iltic3farin Giistilricifari 

iqtisadi c:ih:itd:in s:im:iroli v:i i:ittlrm:i 
zamant yaranan itkil:irin azald1lmas1 
yolu il:i istehsal olunan h:ir kVts. 
elektrik enerjisin:i yanac~m istifad:i 
edilm:isininnin effektivliyi 
yiiks:ilmi~dir. 

Mxburi ar;1lmalann tezliyinin v:i 
siir:ikliliyinin azalmast il:i :ilaq:xlar, 
elektrik enerjisi ii~ tachizat1n 
etibarhgt v:i keyfiyy:iti yiiks:ilmi~dir. 

Hl.iquqi raztl~malara milvafiq 
olaraq, (a) tarifl:irin r;:ikil:in xarcl:iri 
od:im:ik S:lViyy:isin:i r;atdmlmast, V:l 
(b) elektrik enerjisi iizr:i y1g1m 
faizl:iri artmas1 il:i Az:irenerjinin 
maliyy:i v:iziyy:iti giicl:inir (yani, 
Hokum:itin maliyy:i yard1mlarma 
t:il:ibat azahr/v:i ya tamam k:isilir). 
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N3tic3 iizl"3 Millumatdan istifad3 

H:ir kVts elektrik enerjisinin istehsalmda 
yanacagm yiiks:ik d:ir:ic:id:i istifad:i 
olunmasmm davam etdirilm:isi bel:i 
n:itic:inin yaranmasma g:itirib r;1xara bil:ir ki, 
paylanma dig:ir millahiz:il:irin xeyrin:i 
iqtisadi qaydalara m:ih:il qoyulmadan 
apanhr v:i bu zaman m:is:il:il:irin h:illin:i 
institusional kontekstd:i milraci:it etm:ik 
ehtiyaclan yaramr. Alternativ variantda bu, 
otliriicil sistemin gilciiniin artmlmast ilr;iln 
:ilav:i investisiyalara ehtiyacm yarand1gma 
bir i~ar:i ola bil:ir. 

X:itt q:izalan il:i :ilaqadar m:icburi 
ar;1lmalarm davam etm:isi, sistemd:i movcud 
olan bi:ihranh probleml:irin ~kar 
olunmasUma kom:ik ed:i bil:ir, bu da oz 
novb:isind:i otiiriicii sistem iir;iin :ilav:i 
investisiyalann yatmlmasma i~ar:idir. 

Y1g1m Uzr:i kir;ik faizl:ir (paylay1c1larla 
baglanmt~ mtlqavil:il:ir:i :isas:in) ml.ivafiq 
m:icburetm:i mexanizml:irini i~:i salmahdtr. 
Bu (a) paylay1c1 ~irk:itl:irin oz milqavil:i 
i:ihd:ilikl:irin:i :im:il etm:isin:i :iminlik 
yaradacaq v:i (b) Az:irenerjiy:i, h:il:iki hall 
olumayan maliyy:i ilzr:i ehtiyaclanm 
qar~tlamaq Ui;Un maliyy:i yan:hmlarmt 
art1rmaga imkan ver:ic:ikdir. 

Raztla~dmlm1~ plana :isaas:in tarif 
art1mlarmda geril:im:il:ir Hokum:it il:i Bank 
arasmda dialoqun yaranmasma i~arn 
ver:ic:ikdir v:i :ig:ir laztm g:il:irs:i, hUquqi 
raztla~malar :isasmda Banktn :ild:i ed:i 
bil:ic:iyi v:isaitl:irin istifad:isi Ui;Un laztmi 
mexanizm i~:i sahna bil:ir. 



H;,r bir komponent iizr;, 
Arahq N;,tic;, 

Birinci Komponent: 
SCADA va tele-rabita 

Azarbaycanda elektrik enerjisinin 
dayarinin azaldilmas1 va 
keyfiyyatinin yiiksaldilmasi. 

Ikinci Komponent: 
Otiiriicii Sistemin Barpas1 

Macburi a91lmalann azaldilmast. 

U~iincii Komponent: 
Texniki Yard1m va Talim 

Azarenerji sisteminda texniki va 
maliyya amaliyyatlarmm 
yllksaldilmasi 

H;,r bir komponent il~iin 
N;,ticalarin Gostaricifori 

Birinci Komponent: 
Har kVts elektrik enerjisinin 
istehsah U9Un yanacagin xilsusi sarfi 
1.5% hacminda azalacaqdu 

Sistemda garginlik va tezlik tayin 
edilmi~ diapazonda saxlanacaqdu 
(topdansau~ noqtalarda garginlik 
nominaldan +5%, -10% arasmdak1 
hadda; tezlik isa 50 Hz ± 0.5 Hz 
haddinda). 

OtUrUma zamam yaranan itkilar 
mUvafiq yanacaq Uzra qanaatlarla 
birga, 5%-dan 4.So/o-dan 90x 
olmamaq ~arti ila azalacaqd1r. 
lkinci Komponent: 

Barpa edilmi~ ottlrtlcii xatlarda 
macburi a91lmalar ahamiyyatli 
daracada azahr. 

Sistemda Umumi a91lmalann saymm 
azalmas1. 

U~iincii Komponent: 

Layihalar vaxtmda icra edilmi~lar. 

Azarenerjinin heyati kanar komak 
olmadan SCAD A sisteminin 
idarnetma bacangma malik olduguna 
amindir. 

~abaka Nizamnamasi hazirlamb va 
qabul edilib. 

Azarenerjinin kvalifikasiyah i~9i 
heyati var va IFRS standartlanna 
asasan sari~tali hesabatlar verir. 
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Naticalarin Monitorinqindan 
istifada 

Birinci Komponent: 
Yanacagm istifadasinda ilkin qanaatlarin va 
tachizatm keyfiyyatinin alda olunmamas1 
bela naticaya gatirib 91xanr ki, SCADA 
sistemindan dilzgiin istifada olunmur va 
alava talima ehtiyac vard1r. 

Ottlrnna zamam itkilarin aradan qaldmlmas1 
ila alaqadar yax~1 olmayan gostaricilar 
qeyri-texniki itkilarin movcud oldugunu 
~artlandirir. Bu itkilar ~karlanmah va 
aradan qaldmlmahd1r. 

lkinci Komponent: 
agar barpa olunmu~ xatlarda qazalann ba~ 
vermasi yenidan davam edarsa, bu barpa 
i~larin spesifikasiyalara uy~un 
gorillmadiyini bildirir va i~lari yerina yetiran 
komandamn faaliyyatinin hartarnfli 
yoxlamlmasma ehtiyac vardrr. 

U\:iiocii Komponent: 
Layiha komponentlarinin icrasmda 
gerilamalarin yaranmas1 yerina yetirilma 
Uzra alava yard1mm gostarilmasi demakdir. 

Dispet9er heyati tarafindan SCADA 
sistemini istifada olunmas1 ila alaqadar 
davam edan gtlst::irilan qatiyyatsizlik, alava 
talimlara ehtiyacm yarand1g1 manasm1 verir. 

~abaka Nizamnamasinin haz1rlanmas1 va 
qabul edilmasi ila alaqadar gerilamalarin 
yaranmas1, onun maqsadi va ya ~abakaya 
giri~in alda olunmas1 konsepsiyasma daha 
fundamental m!iqavimatin movcudluguna 
i~aradir. 

agar Azarenerji miihasibat u9otun paralel 
apanlmas1 dtivrilnda yena da 9oxlu sayda 
sahvlar edirsa, onda, geni~landirilmi~ va 
intensivla~dirilmi~ talimlara ehtiyac vard1r 
va onlarm ke9irilmasina zamanat verila 
bilar. 



Naticafarin Monitorinqi ih;iin tadbirfar 

H:ir bir komponent ili;iln Batlang1c 2005 2006 2007 2008 2009 2010 Takrarlanma Malumatm Malumat 
N:itic:ibrin Gostnicilari va Hesabatlar Toplanmas1 Toplanmasma 

Sanadlari M;suliyyat 
Birinci Komponent: 
SCADA v:i Tele-Rahib 
• lstahsal edilan bir kVts enerjiya • • -0.5% -1.5% Giindalik; illik Az;irenerjinin statistik Azarenerji 

yanacagm xllsusi sarfi (qr/kVts) hesabatlar g5sbricilari; al ila, 
• Otiinn:i z.amam itkilar. 5% • -0.5% sonradan SCADA 
• Sistemdaki topdansati~ • • +5%1 - I O"lo sistemind:in istifad:i 

ni.iqbfarind;i g:irginlik etm:ikfa. 
Nominal 

• Topdansat1~ n5qt;il;irind:i tezliyin • • g:irginlik 
d:iyi~m;isi 50 Hz± 0.5 

Hz 
ikinci Komponent: 
OtarUcil Sistemin Barpas1 
• OruriicU Sistemda mxburi • • Giind:ilik; illik Azarenerj in in statistik Azarenerji 

a~Jlmalar (;isas hadisal:ir/il) hesabatlar g5sbricil:iri; :ii il:i, 
sonradan SCADA 

• A~1lmalar iiziindan itirilm~ gilc • • sistemindan istifad:i 
(MVts/il) etm:ikl;i. 

Ui;iincu Komponent: 
Texniki Yard1m v:i T;ilim . icramn gedi~t1. Layih;i 2005- - 10% 50% 90% 100% Layih:min Layih:inin gedi~at1 Az:irenerji 

d:ib~layir. gedi~at1 bar:Jda bar:id:i Riib!Uk . Az:irenerji hey:itina nisbatda SCAD A - 0% 30% 80% 100% Riibliik Hesabat; Hesabat; layih:inin 
dispet~er foaliyy;itinin faizi sistemi layih:min yerin:i yerin:i yetirilm:isinin 

yoxdur. yetirilmasinin gedi~at1 ilzr:i tllik 

• $.ib.ik.i Nizamnam.isi Ke~mi~ - - 100% gedi~all Uzr;i Maliyy:min 

haz1r1amb v;i q.ibul edilib. sovetl:ir illik Maliyy:inin idaroolunmas1 
ittifaqmm idaroolurunas 1 Hesabat1 (FMR) 
vaxt1 ke~mi~ Hes ab. Hesabatl . Azarenerji BMS-.i (IAS) s;in;idi. d:iyi~d 

.isaslanan milhasibat w;:otu Hesablar irilib. 
d:iyi~irilm:i 

apanr 
m~far. 

• (a) Tariffar 93kil:in istehsal 
x:ircl:irinin Manilm:isi faizi 64%** 100% Layioonin Layioonin gedi~at1 Azarenerji 

gedi~at1 bar:id:i bar:id:i Riib!Uk 
Riibliik Hesabat Hesabat 
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Har bir komponent ii~Dn Ba~lan1t1c 2005 2006 2007 
N aticalarin G6starici13ri 

• (b) Paylay1c1 sirkatl:mlan 
vaxtmda verilan tidani~l::ir••• 50% (2004) 58% 68% 71% 

• (c) Azarenerjiy::i rnaliyya yard11m 400milyon 
ABD00 

*) Bazis malumatlar mz1l~dmlm1s plana asasan 2005-ci ii ::irzinda toplanacaqdir 
**) Qiymatlandinna 

2008 

82% 

***) Proqnoz paylay1c1 ~irkatl::irl::i miiqavilalara va qiyrn::itl::indirilmi~ h::icml::irn ::isaslamr 
****) 2004-cll ilin ilkin maliyy:> n::itical::irin::i asaslanir 

2009 2010 Takrarlanma Malumahn Malumat 
va Hesabatlar Toplanmas1 Toplanmasma 

Sanadlari Masulivv:it 

90% 100% Layihanin Azarenerji 
ged~ati bar::ida 
RUbliik Hesabat 
(ilin ortas1 va 
so nu) 

Nil Layihanin 
ged~atl barada 
Riibliik Hesabat 
(1-ci rub) 
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aiava 4: Layihanin Tafsilath Tasviri 

Azarbaycan: Elektrik Otiiriicii sistemi Layihasi 

1. Layihanin icmah 

Taklif olunan layihanin dord asas komponenti vardir, onlardan: 

Komponent A: Enerji sektorun idaraedilmosi 

Komponent Azarenerjinin dispet9er sisteminin takmilla~dirilmasini tamin edir va a~ag1dak1 
subkomponentlari daxil edir: 

• SCADA/EMS sisteminin qura$dzrzlmasz. Bu subkomponenta laz1mi kompyuter 
avadanhgmm va proqram taminatmm qura~dmlmas1 ila real vaxt rejiminda elektrik 
stansiyalarmdan va YG 6tilrilcil yanmstansiyalardan amaliyyat malumatlannm 
toplanmas1, Milli Dispet9er Markazinda sistemin vaziyyatinin analizi va monitorinqinin 
apanlmas1, elektrik stansiyalarmm va YG 6ti.irilcil sistemin dispet9er idaraedilmasi, 
etibarh, tahlilkasiz va iqtisadi cahatdan samarali amaliyyatlann apanlmas1, enerji ilzra 
galacak topdansatI~ bazarda maliyya nizamlanmas1m yilngillla~dirmasi iizra i~lar daxildir. 
Sistemin asas elementlarina daxildir: Milli Dispet9er Markazinda (MDM) inforrnasiya 
Ar~d1rma va Enerji Nazarat Sistemi (SCADA) va Avtomatik ldaraetma Sistemi (EMS), 
Bak1da Ehtiyat idaraetma Markazi (EiM), va elektrik stansiyalarmda va YG 
yar1mstansiyalarda Uzaq Terminal Qurgular1 (UTQ). KfW tarafindan maliyyala~dirilan 
SCADA sisteminin elementlari bUtOv SCADA/EMS sistemina birla~dirilacakdir. 

• Tele-rabita sisteminin takmilla$dirilmasi. Bu subkomponenta dispet9er, Ol9il va YG 
sistemda gorillan amaliyyatlarda va texniki xidmatin talablarina cavab veran vacib rabita 
avadanhqlarmm - fiber optik kabel sistemlari, yilksak tezlikli rabita xatlari sistemlari 
(PLC), telefon rabita sistemlarinin qura~dmlmas1 daxildir. Bura ham9inin, Azarenerjinin 
asas ofislari ila elektrik stansiyalar arasmda inzibati va maliyya idaraetmasinin 
yilksaldilmasini tamin edan vasitalar daxildir. 

• Stansya uzra uygunla$dzrma va Olru. Bu subkomponenta idaraetma va ol9il dovrasini, 
sistemda hayacan, onun vaziyyati va ol9il ila alaqadar gostaricilarin UTQ-a (RTUs) giri~ 
va 91x1~m1 tamin edan avadanhqlarm stansiya ilzra adaptasiyas1 i~larini ahata edir. Bela ki 
bu, Azarenerjinin istahsal va otilrilcil sisteminda qura~dmlan ilk SCADA sistemidir va 
onun asas stansiyalanrun va avadanhqlarmm 9ox kohna olmas1 sababindan, stansiya 
idaraetma dovrasina ard1ctl hadisalarin qeydini aparan, i~da pozulmalann anahzmi edan 
va SCADAIEMS sistemi ilzra yilklarin real vaxt rejiminda paylanmas1 imkanlanm 
vermakla barabar, asas monitorinqi va SCADA funksiyalanmn uzaqdan idara edilmasini 
yerina yetiran UTQ-a giri~i tamin edan avadanhqlarm va onun modifikasiyalanrun 
layihalandirmasi va qur~d1rmas1 9ox uzun va 9atin tap~mq olacaqdir. Bura ham9inin, 
daqiq nazarati hayata ke9irmak, enerji sat1~lanm va idxal/ixrac milqavilalarini nizamlama 
imkanlan alda etmak U9Un ilmumi enerji sistema bUtUn birla~ma noqtalarinda, bura 
elektrik stansiyalanndan, qon~u 6lkalarin sistemlari ila YG birla~malarinda va 
ozalla~irilmi~ paylay1c1 ~abakalarin tachiz edildiyi har bir I IO kV-luq va ondan a~ag1 
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g~rginlikli noqt~l~rd~ movcud olan v~ yeni enerji sayagaclarma uzaqdan giri~ imkam 
vernn vasit~l~rin qura~dmlmas1 daxildir. 

• s~m~rnli istisman yerirn yetirm~k iii;iin istilik elektrik stansiyalanmn h~r bir enerji bloku 
yanacaq saygaclan ii~ t~min edil~c~kdir. 

H~r bir modifikasiyamn layih~l~ndirilm~si, qur~dmlmas1 v~ yoxlamlmas1 iizrn stansiya 
adaptasiya i~l~ri Az~renerjinin LiQ-~ (PIU) daxil edilmi~ miih~ndisl~ri v~ texniki xidm~t hey~ti 
t~rnfind~n yerin~ yetirilm~lidir. Bu i~l~rn c~lb edilmi~ Az~renerjinin hey~tinin movcud miihafiz~ 
v~ idarnetm~ sisteml~ri ii~ i~l~m~ t~criib~si v~ bu tap~mqlarm yerin~ yetirilm~si ii~ ~laq~dar, h~r 
bir yanmstansiyanm v~ elektrik stansiyasmm miih~ndisl~rind~n v~ texniki hey~tind~n miivafiq 
yard1mm almmas1 s~lahiyy~ti olmahdir. UTQ-larin birla,Jdirilmasina va SCADA sisteminin 
istifadaya veri/masina qadar ca/b olunan i,Jlarin ~oxlugu va ehtiyaclarz sababindan Azarenerji 
stansiya adaptasiya i,Jlarina darhal ba.J/amalzdzr. bu i,Jlarin yerina yetirilmasinda gerilama/ar, an 
iimumi ha/da, SCADAIEMS layihalarinin yekun/a,Jdzrz/masznda geri/ama/ara sabab o/acaqdzr. 

Komponent B: Otiiriicii Sistemin Barpas1 

Bu komponent yiiks~k g~rginlikli x~tl~rd~ vacib elementl~rin tez bir zamanda ~v~zedilm~si v~ 
t~miri v~ sei;ilmi~ YG yanmstansiyalarda b~rpa i~l~rini ~hat~ edir. Az~renerji t~rfind~n ilkin 
faklif olunm~ subkomponentl~rn daxildir: 

• Bir 500 kV-luq v~ iki 330 kV-luq otiiriicii x~tl~rin t~miri; 
• Siradan 91xm1~ naqill~rin yiiks~k keyfiyy~tli naqill~rl~ ~v~zl~nm~si v~ 220 kV-luq s~kkiz 

x~td~ farfor izolyatorlann ~ii~~ izolyatorlar n~ ~v~zl~run~si; 
• 110 kV-luq iii; x~td~ dayaqlann v~ naqill~rin ~v~zl~run~si; v~ 
• 330 kV-luq bir, 220 kV-luq bir v~ 110 kV-luq iki yanmstansiyada yeddi ~d~d 

transformatorlarm daha yiiks~k giic~ malik olanlarla ~v~zl~nm~si v~ 330 kV-luq 
yanmstansiyada transformatorun ~lav~ edilm~si, v~ dig~r iii; yanmstansiyada miixt~lif 
enerji sistemi aparatlarmm ~v~zl~nm~si. 

C Komponenti altmda kei;iril~n sistemin inki~afmm planmm oyrnnilm~si v~ rele miihafiz~ 

qoyulu~larmm analizi g~rginliyin t~nziml~nm~si, reaktiv giic t~chizatI V;} sistemin dayamqhgm1 
iizrn yiiks~k prioritetli, ~n az x~rc iizr~ veril~c~k q~rarlan t~yin ed~ bil~r. ag~r bu m~s~l~l~r 
layih~nin hazirlarunas1 zamam t~yin olurun~ komponentl~rd~n daha yilks~k prioritet~ malik 
olarsa, onlar Kredit, v~ ya da dig~r ~Id~ oluna bil~n fondlar vasit~si ii~ maliyy~l~~diril~ bil~rl~r. 
Otiiriicii sistemin b~rpas1 iii;iin laz1m olan maliyy~ fondlan dispeti;er sistemin ilzrn miiqavil~nin 
d~y~ri t~yin olunduqdan v~ miiqavil~ imzaland1qdan sonra m~lum olacaqdir. 

Komponent C: idaraetmaya Yard1m 

Bu komponent a~ag1dak1 hallar iii;iin texniki kom~yi n~z~rd~ tutur: 
• A~renerjinin Beyn~lxalq Maliyy~ HesabatI Standartlarma (IFRS) kei;id 
• inteqrn edilmi~ M~lumat idar~etm~ Sistemini (IMIS) 
• Aktivfarin Yenid~n Qiym~tl~ndirilm~si 
• Bax1lm1~ ~~b~b Nizamnam~sinin hazirlanmasi 
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• Oti.inrnmin qiymatl::mdirilmasi 
• Otilriicil Sistemin TadqiqatI 
• Sirkatin va layihanin auditlari 
• Dispet9er Sisteminin Satmalmmas1 (layihanin haz1rlanmas1 dovrilnda ba~lanm1~dir) 
• Layihanin idaraedilmasi va Texniki Yardim 

a. Layihanin idaraedilmasi 
b. Satmalmalara yard1m 
c. Texniki Miltaxassis komayi 
d. atraf milhitin idaraedilmasi 

• Dispet9er Talimi 

Bu komponentin maqsadlarindan biri, Azarenerjiya yeni Milhasibat haqqmda Qanununun va 
2008-ci ilin yanvar aymm 1-dan gee olmayaraq ~irkatin ke9acayi Beynalxal Maliyya HesabatI 
Standartlanmn (IFRS) talablara cavab veran asash milhasibat sisteminin yaradilmasma kornak 
etmakdir. Sirkatin idaraedilmasini ahamiyyatli daracada art1rmaq il9iln yeni maliyya sistemi Ba~ 
Kitab, Odani~ il9iln Hesablar, asas Fondlarm idaraedilmasi, Materiallann idaraedilmasi, Heyyat 
va Odani~ Cadvali va Hesabatlann Generatoru funksional modullan olan (lakin bununla 
mahdudl~mayan) inteqra edilmi~ Malumat idaraetma Sisteminin asas komponentlarindan biri 
olacaqdir. Bu komponent altmda Aktivlarin Yenidan Qiymatlandirilmasi auditorlar il9iln BMHS 
(IFRS) asasmda audit milqavilalarinin baglanmas1 U9iln ilkin ~art olacaqd1r. 

Texniki Yard1rn (TA) baxilmt~ Sabaka Nizamnamasinin va aynlm1~ enerji otilrilcil tarifi asasmda 
otilrmanin qiymatlandirilmasinin hazirlanmas1 i~lari <la.xii olmaqla, Azarenerjini galacak 
restrukturiza olunmu~ enerji sektora haz1rlanmas1m tamin etmalidir. 

Otilriicil Sistemin TadqiqatI rele m1lhafiza qoyulu~lan ilzra i~larin va otilrilcil ~abakanin inki~af1 
planmm hazulanmast ila barabar sistemin dyamqhgma yonalan problemlarin oyranilmasi ozilnda 
aks etdirir. Tadqiqat, sub komponentlardan 9oxunun "9ox vacib" kimi xarakteriza edildiyina 
baxmayaraq, bu layiha altmda maliyyala~dirilan sistemin barpast ilzra sub komponentlarin 
prioritetlarinin tayin olunmasma tasir edan yilksak ahamiyyatli barpa i~larini va investisiyalan 
gostara bilar. 

Komponent D: Layihanin icras1 

Bu komponent xilsusi olaraq bu layihanin yerina yetirilmasi ila alaqadar Azarenerji tarafindan 
yaradilan Layihanin icra Qrupunun qurulmas1 va faaliyyat gostarmasi ila alaqadar alava xarclari 
daxil edir. Kredit tarafindan maliyyala~dirilan btHmalara daxildir: ofis mebeli va avadanhq; 
ofisin artan amaliyyat xarclari; mUhasibat va ofis ilzra proqram taminat; tarcema9ilik; layiha ila 
alaqadar gilril~larin ke9irilmasi, talimlarda va zavod smaqlarmda i~tirak etmak U9iln LiQ-in 
(PIU) ilzvillarinin xarici safarlarinin xarclari. 

Azarenerji bu layihani, ekoloji problemlarin ilmumi imkanlanm artmnaq il9iln istifada etmak 
istamami~dir. 8traf MUhit ilzra TY (TA) layihanin Azarbaycamn va Dilnya Bankimn ekoloji 
standartlanna uygun haz1rland1gma amin olmaq il9iln talab olundugu kimi gostarilacakdir. 
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2. Texniki investisiyalarm Detallar1 

SonrakI seksiyalar A v~ B Komponentfarin~ daxil edifan bolm~farli ~lav~ detallarla t~min edir. 

2.1 Dispet~er Sistemi 

Enerji istehsal v~ YG otilrilcil sistemd~ texniki c~h~td~n q~na~tb~x~ ~m~liyyatlar elektrik 
enerjisinin elektrik stansiyalarmdan istehlak~1lan t~min ed~n paylay1c1 ~~b~k~farn fasifasiz, 
etibarh v~ effektiv ~atdmlmas1 kimi ba~a dil~illilr. Buna nail olmaq il~iln istehsal v~ otilrilcil 
sistemin adekvat otilrilcil x~tfarn v~ yarlmstansiyalarla malik olmas1 ii~ b~rab~r, milrnkbb YG 
otilrilcil sistemd~ ~m~liyyatlann planla~d1rmasma, onu idarnedilm~sin~ v~ ona n~zar~tin t~~kil 
edilm~sin~ nail olmaq laz1md1r. C~lb olunan prosesfarin t~bi~tini n~z~r~ alaraq, sistem ilzrn 
~m~liyyatlar real vaxt rejimind~ idar~ olunmah v~ ona n~zarnt olunmahdir. Bu, cografi c~h~td~n 
s~p~fanmi~ qurgulardan (elektik stansiyalar1 v~ YG yanmstansiyalar) davamh olaraq 
m~lumatlarm toplanmasm1 v~ bu informasiyanm Milli Dispet~er M~rbzin~ v~ dispet~er 

idarnetm~ komandalannm (avtomatik v~ ya qurgunu istismar ed~n personal vasit~sifa) ba~ 
vermi~ hadis~ aradan qaldmlmas1 il~iln yerfarn otilrillm~sini t~fab edir. Bu m~qs~d il~iln milasir 
enerji dispet~er sistemi sistemin t~hlilk~siz v~ etibarh istifad~ olunmasma ~min olmaq il~iln fiziki 
v~ funksional olaraq inteqrn edilmi~ informasiyalarm toplanmas1 v~ Ol~il qurgulan sistemini, 
m~lumat otilrilcil v~ rabit~ kanallanm, kompyuter avadanhg1 v~ proqram t~minatm1 ozilnd~ 
birfa~dirir. 

A~rbaycanda oturucu sistem v~ onun dispet~er v~ rabit~ avadanhqlan ilfarfa bax1ms1zhqdan, 
milvafiq texniki xidm~tin ke~irilm~m~sind~n, fakmilfa~dirm~ v~ yeni avadanhgm almmas1 il~iln 
investisiyalar azhgmdan ~ziyy~t ~~kir. asas yanmstansiyalarm ~oxu 40 ild~n art1q istismar 
olunur. avv~lki zamanlarda yar1mstansiyalarm texniki xidm~ti yax~1 idi, lakin yaxin 10 ii v~ 
ondan ~ox olan mildd~t ~rzind~ ehtiyat hiss~farin ~at1~mamas1 v~ qurgularm ya~h 01mas1 
s~b~bind~n texniki xidm~tin s~viyy~si a~ag1 dil~mil~dilr. Hal-haz1rda yaranan problemfarin ~oxu 
kifay~t s~viyy~d~ texniki xidm~tin ke~irilm~m~sinin (ehtiyat hiss~far il~iln maliyy~ fondlarmm 
azhg1 v~/v~ ya ehtiyat hiss~l~rin yoxlugu) v~ ~m~liyyatlarm ekstremal ~~raitd~ yerin~ 
yetirilm~sinin (m~s~l~n, a~arlarm a~1lmalarmm ~oxsayh s~b~bfari sistemin art1q yilkfanm~si v~ 
dayaruqhgm olmamas1dir) n~tic~sidir. 

Ozilniln telemetrik vasit~fari v~ boyilk mnemonik sxemi ifa movcud olan dispet~er sistemi iyirmi 
ii ~vv~l qur~dmlm1~d1r. Bu kohn~ sovet texnologiyasma ~saslamr v~ ona ehtiyat hiss~l~rin 
yoxlugu s~b~bind~n texniki xidm~tin gost~rilm~si ~ox ~~tindir. Telemetrik sistem Az~rbaycanda 
olan elektrik stansiyalarmda v~ yanmstansiyalarmda ol~Ulm~si t~fab olunan t~yin edilmi~ 5800 
ol~Uniln ancaq 450 -nin ~hat~ edir. Dispet~erl~rin real vaxt rejimind~ dig~r m~lumatlarm 
(m~s~fan, avadanhqlarda h~yacanlarm, a~arlarm v~ transformatorlarm v~ziyy~tl~ri, yilk ax1m1 v~ 
~inl~rd~ g~rginlik, buraxilan enerjinin miqdan, v~ s.) ~Id~ etm~si v~ onlarm uzaqdan idarn 
olunmas1 il~iln he~ bir imkanlan yoxdur. Dispet~erfar ozfarinin MDM-d~ elektrik stansiyalarmm 
v~ YG sistemd~ idarnedilm~si ilzrn ~ox illik i~ t~crilb~sin~ v~ sistemin v~ziyy~ti barnd~ 

t~z~fanmi~ m~lumatm ahnmas1 il~iln kohn~lmi~ dispet~er telefon sistemin~ v~ stansiya ilzrn 
operatorlara ~ifahi gost~ri~l~rin verilm~sin~ iimid edirl~r. Real vaxt rejimind~ adekvat m~lumatm 
v~ sistemin v~ziyy~ti ~ks etdirnn vasifal~rin azhg1 MDM-d~ dispet~erl~rin i~ini ~~tin v~ 
milr~kk~b edir. Elektrik stansiyalarmm v~ YG otilrm~nin s~m~rnli, fahlilbsiz v~ etibarh istismar 
olunmas1 ilzrn t~l~bl~rn cavab verm~si il~iln movcud olan v~ istismar vaxtJ ke~mi~ dispet~er v~ 
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telemetrik avadanhqlarm tamiri va takmilla~dirilmasi milmkiln deyildir. Yeni SCADAIEMS 
sistemi ilzra MOM va har bir elektrik stansiyalan va YG yanmstansiyalar1 dispeti;er talim 
trenajoru ila tamin olunacaqdu. 

Dispeti;er sistemi ilmumi dispeti;er sistemina biitiinlUkla birla~dirilmi~ ~ag1dakl asas 
komponentlarinin istifadasini daxil edir: 

(a) SCADAIEMS sistemina Milli Dispeti;er Markazinin (MOM) nazdinda b~ stansiya va 
Ehtiyat idaraetma Markazi, stansiya va yanmstansiyalarm nazdinda olan UTQ-lar (RTU) 
va Nax91van enerji sistemi Ui;iln kii;ik hacmli ba~ stansiya daxildir; 

(b) Tele-rabita sistemi, va 
(c) Elektrik stansiyalar1 va yanmstansiyalarmda stansiya idaraetma va Oli;U sisteminin 

adaptasiyas1. 

SCADA/EMS Sistemi 

SCADAIEMS sistemi Ui;Un funksional gtlstaricilarin texniki spesifikasiyas1 Azarenerjidan olan 
sifari~i;ilari ila birga KEMA maslahati;i ~irkati (Dar 81 Handasah ~irkati ila birga, konsorsium 
bilndan sonra KEMA adlanacaq) tarafindan haz1rlanacaqd1r. SCADA/EMS sistemi MOM-in 
nazdinda yerla~dirilmalidir; bununla barabar, sanayeda istismar etmanin an y~1 tacriibasina 
asasan, ehtiyat idaraetma markazi da (BCC) (Baklda) qura~dmlacaqdir. Ktw tarafindan 
maliyyala~dirilan SCADA ili;iin ilkin ba~ stansiya MDM-in va ya EiM-in (BCC) ba~ 
stansiyalanmn birina birla~dirila bilar. 

KEMA amin etmalidir ki, ~ag1dak1 sub sistemlar SCADAIEMS sistemin 09Un adekvat tayin 
olunm~lar: 

a) SCADA Sistemi, a~ag1dak1lar daxil olmaqla, lakin onunla mahdudl~dmlmayan: 
informasiyanm almmas1, yilksak saviyyali idaraetma, informasiyanm ar~dmlmas1, MMI sistemi 
(adam-ma~m interfeysi) vasitasi ila tam qrafikla~dirilmasi, qaza siqnalla~dmlmas1, qeyda almma, 
hadisalarin inki~af istiqamatlari, b~ veran hadisalarin ard1cil qeyda almmas1, sistemda qaza 
hallan haqqmda malumatlann qeyda almmas1, malumatlarm toplanmas1 va laz1m olan halda 
onun sanadla~dirilmasi, va malumatlann Cltilriilmasi kanallan. 

b) lstehsahn idaraetma Sistemi, a~ag1dak.ilar daxil olmaqla, lak.in onunla mahdudl~dmlmayan: 
elektrik yilklarin tezliyinin tanzimlanmasi, energetika sistemlarini birla~diran xatlarinin 
idaraolunmas1, ehtiyat gUca nazarat olunma, qanaatli dispei;erla~dirma, istehsalm 
qiymatlandirilmasi, bloklarm mtitlaq gostaricilari, hidroloji qrafikla~dirma, su va istilik elektrik 
stansiyalarmm i~inin alaqalandirilmasi, elektrik enerjisinin u9otunun apanlmas1, va carima 
amsalmm hesablanmas1. 

c) ~abaka idaraetma Sistemi, a~ag1dak1lar daxil olmaqla, lakin onunla mahdudla~dmlmayan: 
sistemin status prosessoru, sistemin modelini haz1rlayan, vaziyyatin mOayyan edilmasi, gilc 
ax1m1, gozlanilmaz hadisalarin tahlili, otUrma itkilarinin carima amsah, gOc ax1mmm 
dispeti;erla~dirilmasi, optimal gOc ax1m1, garginlik va reaktiv gilciinOn qrafikla~dirilmasi, q1sa
qapanmalarm hesablanmas1, dinamik milhafizanin qiymatlandirilmasi va milmkiln olan otilrma 
gilcU. 
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d) emaliyyatm Planla~dmlmas1 Sistemi, a~ag1dak1lar daxil 
mahdudl~dmlmayan: i~dan dayanmalann planla~dmlmas1, 
planl~dmlmas1, va amaliyyatm dayarlandirilmasi. 

e) Dispet~er talim trenajoru. 

o lmaq la, Jakin onunla 
yUklin q1sa mliddatli 

t) MDM va ehtiyat idaraetma markazinin fasilasiz enerji ila tamin olunmas1 manbayi. 

Tele-rabita Sabakasi 

Azarenerjida movcud olan tele-rabita ~abakasi kohna va yeni SCADA/EMS sisteminda istifadasi 
mlimklin olmayan, yliksak tezlikli rabita xatlarindan (PLC), bazi kabel rabita sistemlarindan, 
dispet~er telefon sistemindan va mobil radiolardan ibaratdir. Yeni tele-rabita sistemi raqamli 
rabita texnologiyasma asaslan1r, elektrik stansiyalan va yanmstansiyalarla, va ki~ik 
yanmstansiyalarla yUksak tezlikli rabita vasitasi ila (PLC) yliksak saviyyali tele rabitanin 
yarad1lmas1 U~iln fiber optk kabellardan istifada edir. Ham~inin, Azarenerjinin asas sahalarini 
ahata edacak, ~ahar ila alaqasi olan yeni ATS ila barabar dispet~er telefon sistemi da tamin 
edilacakdir. 

Dispet~er telefon rabitasi, SCADA malumat, mobil radio, tele-milhafiza siqnalla~mas1, va digar 
amaliyyat rabita xidmatlari U~iln talablar Azarenerji ila birga KEMA tarafindan mlizakira edilmi~ 
va Texniki iqtisadi 8sasland1rmanm hazulanmas1 dovrlinda analiz edilmi~dir. Bu talablara 
asaslanaraq, KEMA tele-rabita ~abakasinin topologiyasm1 haz1rlam1~d1r. Bu, har bir elektrik 
stansiyas1 va yanmstansiyas1 U~iln malumatm ke~iricilik imkanlan U~Un talablari, tele-rabita 
~abakasinda istifada etmak U~Un avadanhqlarm tiplarini, avadanhqlann, onlarm qur~dmlmas1 
va test smaqlar1 iizra xidmatin dayarini nazarda tutur. Azarbaycanda olan digar asas 
mliassisalarin tele-rabita avadan11qlannm imkanlan, onlardan, Aztelekom, Azarbaycan Damir 
Yolu, BTC neft boru kamari daxil olmaqla ar~dmlm1~, Jakin bil ta~kilatlar tele-rabita 
aavadanhqlannm birga istifadasi va inki~af etdirilmasi ila alaqadar, Azarenerji ila amakda~hga 
maraq gostarmami~lar. KEMA ham~inin, Azarenerjinin tele-rabita ~abakasinda movcud olan 
yliksak tezlikli rabita xatlarinin, mobil radio va digar avadanhrlarmm analizini ke~irmi~dir. 
Azarenerji tarafindan istifada olunan mobil radio sistemi yenidir va Azarenerji tarafindan 
adekvat nazarda tutulur. 

Tele-rabita ~abakasi bir-biri ila birla~dirilmi~, fiber optik kabela sistemina asaslanan U~ halqadan 
ibarat olacaqd1r: beta ki, halqalardan ikisi q1sa (Halqa 1 va 2) uzunlugu 43 km olmaqla Ab~eron 
yanmadasm1, qarb istiqamatinda uzanan, asas istilik va su elektrik stansiyalanm va Ganca 
regionunu birla~diran uzunlugu 988 km halqa (Halqa 3). Stansiyalan talab olunan glic ila tamin 
etmak il~Un fiber optik kabelin ~axalari (va ki~ik stansiyalara yilksak tezlikli rabita xatlari) 
halqalann diiyiln noqtalari ila uzaqda yerla~an stansiyalar arasmda qura~dmlacaqdir. 1-ci va 2-ci 
Halqalarda yeralt1 xatlarda va ildmma qar~1 torpaqlay1cilarla birga (OPGW) YG otilrilcil xatlarda 
24 lifli fiber optik kabeldan istifada olunacaqdu. 3-cil Halqada 24 lifli kabelin avazina 12 lifli 
kabeldan (OPGW) istifada olunacaqdu, beta ki, alava 12 lifli kabelin istifadasi olunmas1 2 
milyon ABD alava xarclara gatirib ~1xaracaq va bu da Azarenerjinin hazuki durumuna va bu 
alava imkanlar il~iln talab olunmayan bazara uygun deyildir. Kohnalmi~ movcud dispet~er 
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telefon sistemi, ~~h~rn 91x1~1 olan v~ daxili istifad~ i.i9i.in istifad~ olunan A TS-l~r d~ ~~h~r telefon 
sistemi ii~ birl~~diril~n yeni dispet9er telefon sistemi ii~ ~v~z edil~c~kdir 

Nax91van enerji sistemi i.i9i.in laz1m olan tele-rabit~ ~~b~k~si yi.iks~k tezlikli rabifa x~tl~rini v~ 
MDM-~ m~lumat oti.irm~k i.i9i.in dar kanal ii~ ki9ik h~cmli dispet9er telefon sistemini istifad~ ed~ 
bil~r. 

Tele-rabit~ ~~b~k~si avadanhqlan i.i9i.in KEMA v~ A~renerji farnfind~n haz1rlanan funksional 
gosmricil~rin texniki spesifikasiyalan sistemin a~ag1dak1 subsisteml~rinin t~min edil~c~yin~ 

~minlik yaratmahd1r: 

(a) Dispet9er telefon rabit~ sistemi; 
(b) SCADA m~lumat ~~b~k~si; 
(c) YG yanmstansiyalar arasmda tele-mi.ihafi~ siqnall~mas1; 
(d) A~renerjinin ~m~liyyat v~ inzibati telefon sistemi; 
(e) A~renerjini ~sas ofisl~ri ii~ elektrik stansiyalanm fiber optik kabel ~laq~si il~ birl~~dirnn 

Global ~~b~k~ (WAN); 
(f) Elektrik stansiyalart, yanmstansiyalan v~ ~sas ofislrnd~ tele-rabit~ avadanhqlan v~ UTQ

l~r (RTUs) i.i9i.in 48 voltluq sabit c~rnyan batareyalarmm v~ doydurucu qurgulann 
qura~dmlmas1; v~ 

(g) ~m~liyyatlarm yerin~ yetirilm~si zamam s~m~r~liliyin ~Id~ olunmas1 U9i.in A~renerji 
t~rnfind~n t~l~b olunan Dig~r telerabim vasit~l~ri. 

Stansiya azr11 Uygunlald1rma v11 Olr;ii 

Elektrik stansiyalan v~ yanmstansiyalarda enerji saygaclarmm t~kmilfa~dirilm~si v~ stansiya 
i.izrn uygunla~dmlma i~l~ri t~l~b olunur. Bura UTQ-l~r (RTUs) il~ birl~~m~ni yaratmaq i.i9iln 
stansiya idarnetm~ v~ ol9U sxeml~ri v~ avadanhqlarmm adaptasiya i~l~ri daxildir. Stansiyalann 
v~ avadanhqlarm y~larmm 9ox olmast v~ UTQ-l~r i.i9i.in 9oxlu sayda giri~ v~ 91x1~ noqfal~ri 
t~l~b olundugu il9i.in bu 9ox <;~tin v~ uzun zaman ml~b ed~n tap~mq olacaqdu. 

KEMA SCADNEMS sisteminin h~mini Awrenerji il~ milzakirn etmi~dir v~ UTQ-l~r U9iln 
giri~ v~ 91x1~ noqt~l~rinin tipl~rini t~yin etmi~, SCADA v~ EMS sisteml~rinin laz1mi s~viyy~d~ 
faaliyy~t gost~rm~sin~ real vaxt rejimind~ ml~b olunan m~lumatlarm t~min olunmas1 il9iln h~r 
bir tip noqt~y~ stansiya adaptasiya i~l~rinin t~fab olundugu m~lum olm~dur. 

2001/2002-ci ild~ YG yanmstansiyalarda elektrik stansiyalar1 v~ owll~~dirilmi~ paylay1c1 
m~ssis~l~r il~ birl~~m~ noqt~l~rind~ enerji saygaclan qura~dmlm1~dtr. Saygaclar aktiv v~ 
reaktiv gilc ax1m1m qeyd~ ahr v~ saygaclann SCADA UTQ-l~r il~ birl~~dirilm~si il<;i.in n~~rd~ 
tutulmasma baxmayaraq, A~renrjinin i~9i hey~ti t~rnfind~n ~I vasit~si ii~ oxunur. Az~renerji v~ 
KEMA t~yin edirl~r ki, h~m kommersiya, h~m d~ ~m~liyyat ol9iil~rind~ istifad~ olunan 
kohn~lmi~, movcud saygaclarm ~vnl~nm~si il<;lin 160 ~lav~ saygac t~l~b olunur. Movcud 
c~rnyan v~ g~rginlik transformatorlan enerji saygaclan il~ ~laq~l~ndirilmi~dir v~ SCADA 
telemetriyas1 istifad~ etm~ mildd~tl~ri v~ d~qiqliyi d~yi~k~ndir. B~zil~rinin ~v~z olunmas1 t~l~b 
olunur, Jakin onlann say1 ancaq stansiya adaptasiya i~l~rinin t~fsilath layih~si haz1rlanan zaman 
t;}yin oluna bil;}r. Yanacaq saygaclan ;}Sas il9 istilik elektrik stansiyalannm 17 enerji blokunda 
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qura~dmlacaqdir. Bu da bu bloklarm s~m~rnli istismar olunmasma v~ onlarm operativ rejimin 
modell~~dirilm~sini h~yata ke9irm~y~ imkan vernc~kdir. 

Az;}renerji i~9i hey~tinin stansiya adaptasiya i~l~ri il9iln fal~b etdiyi dat9ikl~rin, saygaclann, 
kabell~rin v~ dig~r materiallarm texniki spesifikasiyalan KEMA farnfind~n hazirlanacaqd1r. 
Stansiya adaptasiya il9iln t~l~b olunan kabell~r v~ dig~r materiallarm Qiym~tl~r C~dv~li h~r bir 
elektrik stansiyas1 v~ yanmstansiyada t~l~b olunan adaptasiyalann layih~l~ndirilm~si v~ yerin~ 
yetirilm~sin~ m~suliyy~t d~1yan Az~renerjinin layih~ qrupu farnfind~n hazirlanm1~ layih~l~rn 
~saslanaraq, Az;}renerjinin LiQ-i (PIU) t::Jrnfind~n hazirlanacaqdir. 

2.2 Yanmstansiyalarm V<l Otiiriicii X<ltl<lrin B<lrpas1 

Otilrilcil avadanhqlarm b~rpas1 (YG elektrik otilrilcil x~tl~r v~ yanmstansiyalarda avadanhqlar) 
sistemin dayamqhgmm yilks~lm~sin~ v~ effektivliyin artmasma, qon~u sisteml~rl~ daha yax~1 
inteqrasiyas1yaya imkan vernc~kdir. 

2003-cii ild~ "Burns and Roe" m~sl~h~t9i ~irk~ti A YiB farnfind~n maliyy~l~~diril~n Enerjinin 
istahsah v~ Otiirillm~sinin Ehtiyaclan ii9iin Prioritet investisiyalar movzusunda hazirlanm1~ 
hesabat 9~r9iv~sind~ giic ax1mlarmm v~ qisa qapanmalann fadqiqatm1 yerin~ yetirmi~dir. 
"Burns&Roe"-nun t~dqiqah 2006/2007-ci m~r v~ ondan sonraki dovrl~rd~, ilkin olaraq 110 kV
luq v~ Ab~eron yanmadasmda giicii 400 MVt giiciind~ olan ~imal elektrik stansiyasmm tikilm~si 
ii~ ~laq~dar fal~b olunan ~•av~ otiiriicii ~~b~k~ni n~z~rn almaqla, otiirilcii sistemd~ art1q 
yilkfonm~ni azaltmaq ii9iin fal~b olunan otiiriicii x~tl~r v~ yanmstansiya avadanhqlanm mii~yy~n 
etmi~dir. Hesabat 200 I, 2002-ci ill~rd~n q1~ aylannda enerji sistemd~ a9ilmalarm v~ 2002-ci ilin 
iyun aymda ha~ vermi~ tam a9ilmamn enerji istehsalm kifay~t h~cmd~ olmamas1, otilriicii 
x~tl~rin art1q yiikl~nm~si v~ rele-miihafiz;} qoyulu~lan s~b~bind~n yarand1gm1 gosfarir. Sistem 
milt~madi texniki xidm~tin olmamasmdan, ehtiyat hiss~l~rinin yoxlugundan, qurgularm y~mm 
9ox olmasmdan ~ziyy~t 9~kirdi. A vadanhqlarm 9oxu 40 ild~n art1q miidd~t ~rzind~ istismar 
olunur, h~tta bir sira yanmstansiyalarda avadanhqlarm ya~1 50 iii otiir, hansllar ki, fiziki 
c~h~td~n istismar miidd~tl~rini b~a vurmu~lar. 

Sistem v~ziyy~ti iizrn bilgil~rn v~ KfW-nin maliyy~l~~dirdiyi b~rpa obyektl~rin~ ~saslanaraq, 
Az;}renerji otiiriicii sistem iizrn b~rpaya t~cili ehtiyac duyulan t~dbirl~rin siyah1sm1 t~yin 

etmi~dir. Obyektl~r ~ag1dak1 kimi t~cnifatlandmlm1~d1r: 

a) metal arahq dayaqlarm boltlanm saxlayan v~ korroziyaya ugram1~ 1,980 ~d~d anker 
oziill~rin ~v~zl~nm~si, 17 dayagm ~v~zl~nm~si v~ 3 dayagm ~lav~ edilm~si, 13,950 
~d~d farfor izolyatorlarm ~ii~~ izolyatorlarla ~v~zl~nm~si, bir 500 kV-luq v~ iki 330 
kV-luq x~tl~rd~ miixfalifx~tt armaturlannm qura~dmlmas1, 

b) xarab olmu~ ASO tipli naqill~rin daha yiiks~k gost~ricil~r~ malik olan naqill~rl~ 
~v~zl~nm~si, 29,300 ~d~d kohn~ farfor izolyatorlann ~ii~~ izolyatorlarla ~v~zl~nm~si, 
220 kV-luq s~kkiz x~td~ miixfalif x~tt armaturlanmn qur~dmlmas1 v~ dayaqlarm 
mohbml~ndirilm~si i~l~ri, 

c) mis naqill~rin daha yiiks~k gost~ricil~rn malik ASO tipli naqill~rl~ ~v~zl~nm~si, 

kohn~ farfor izolyatorlarm ~ii~~ izolyatorlarla ~v~zl~nm~si, 110 kV-luq ii9 x~td~ 
miixfalif x~tt armaturlanmn qura~dmlmas1, v~ 
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d) 330 kV-luq bir va 220 kV-luq bir yanmstansiyada <lord adad avtotransformatorun 
daha yilksak gostaricilara malik olanlarla avazlanrnasi, 330 kV-luq yanmstansiyada 
transformatorun alava olunrnas1, yanmstansiyada il~ adad 330 kV-luq a~arm 
avazlanmasi, 110 kV-luq yanmstansiyalarda il~ adad transformatorun yiiksak 
gostaricilari olanlarla avazlanmasi, stansiya batareyasmm va 110 kV-luq iki 
yanmstansiyada 10 kV-luq komplekt paylay1c1 qurulu~un avazlanmasi. 

Obyektlarla alaqadar Azarenerji ila milzakiralar zamam milayyan edildi ki, Azarenerji barpa 
obyektlarinin qur~dmlmas1 va smaqdan ke~irilmasi i~larinin ohdasindan gala bilmak il~iln, bu 
i~larin xarici va ya yerli kontraktorlar tarafindan gorillmasinin avazina milvafiq tikinti va texniki 
xidmat i.izra i~~i heyata malik olacaqd1r. LiQ (PIU) materiallann va avadanhqlann satmahnrnas1 
i~larinin ta~kili va barpa i~lari ilzrn tap~mqlann alaqalandirilmasina cavabdeh olacaqd1r. 

Azarenerjiya ham~inin, sistemin etibarhgm1 artmnaq, texniki xidmat, va aktivlarin yenilanmasi 
va alava xarclarin azaldtlmas1 il~iln Aktivlarin idaraedilmasi proqram taminat paketi taklif 
olunrnu~dur. Azarenerji ham~inin, agar kredit tarafindan adekvat maliyyala~dirma milmkiln 
olarsa, izolyator yuyan avadanhgm ahnrnasm1 taklif edir va takmilla~dirilmi$ enerji lH~il 
sisteminin talablarina cavab vermak il~iin movcud olan va dayi~dirilmasi talab oluna bilan bazi 
carayan va garginlik transformatorlannm ahnrnasma diqqati yonaldir,. 

Dd)'arlarin qiymatandirilmasi bu tip i~larin gorillmasinda beynalxalq tacrilbaya malik KEMA 
~irkati tarafindan haz1rlanm1~ Texniki-iqtisadi 8sasland1rmaya asaslamr. Takliflar regionda 
OX$ar layihalara uygundur. Gozlanilmaz fiziki tasirlar 5 faiz haddinda qiymatlandirilmi$dir. 
Almnu~ yerli materiallar va xidmatlar fo;iln gozlanilmaz qiymat tasirlari Azarbaycan il~iln 

BVF/Dilnya Bankmm layihalandirmafarina, idxal olunan avadanhq il~iln beynalxalq 
istahsal~tlann orta qiymat indekslarina (MUV) asaslanrn1~dtr. 
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81ava 5: Layiha Dayarl3ri 

AZ8RBA YCAN: Elektrik Otiiriicii Sistemi Layihasi 

Komponent ilzr~ v~/v~ ya F~aliyy~t ilzr~ Layih~ Yerli Xarici Dmumi 
D~~~ri min. ABD min. ABD min.ABD 
Enerji Sistemin idar~edilm~si * * * 
Otilrilcil Sistemin B~rpas1 * * * 
Arahq~m: 6,476 39,338 45,814 
idar~etm~y~ Yard1m 29: 2,988 3,283 
Layih~nin icras1 36 33: 69' 
s~rb~st v~sait 241 241 
U mu mi Bazis Dayar 7,132 42,904 50,036 
Gozl~nilm~z Fiziki T~sirl~r 361 2,199 2,564 
Gozfanilm~z Qiym~t T~sirl~ri 361 2,199 2,565 
U mu mi Layiha Dayari 1 7,864 47,301 55,165 
Komission ha9lar 241 241 

Tal3b olunan Umumi Maliyyal3~dirma 7,864 47,541 55,405 

* T~fsilatlarm a91qlanrnas1 qadagand1r. 
1 Hesaba alman vergil~r 0.0 min., v~ ilmumi layih~ d~y~ri, vergil~r ilzr~ netto 55.41 min.AB~ 
dollar1d1r. Buna gor~ d~ layih~ d~y~rind~ vergi nettosunun pay1 I 00 faizdir. 
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alava 6: Verina Yetirilma iizra Tadbirfar 

AZaRBAYCAN: Elektrik Otiiriicii Sistemi Layihasi 

Layihanin idara olunmasma va yerina yetirilmasina cavabdeh olan icra9i agentlik-Borcalan kimi 
Azerenerji ATSC (a91q tipli sahmdar camiyyati) ola bilar. Azarenerji yilksak garginlikli otilrilcli 
sistemda idaraetmani va nazarati va istilik va su elektrik stansiyalanna cavabdeh olan va dovlat 
maxsus enerji ~irkatidir. 

Hokumat tarafdan (hokumat zamanatini tamin edan) icra91 agentlik Maliyya Nazirliyi ola bilar. 
Nazirlik, va bazi hallarda Borcalan, digar Hokumat agentliklari ila, xlisusan da iqtisadi inld~af 
Nazirliyi ila (IIN), Sanaye va Energetika Nazirliyi ila (SEN), Nazirlar Kabineti ila (NK), va Tarif 
Suras1 ila, va agar ehtiyac yaranarsa, ikitarafli va 9oxtarafli maliyya agentliklari ila kordinasiyam 
tamin eda bilardi. Maliyya Nazirliyi bazi Hokumat kordinasiyas1 ilzra i~lari va nazarat lizra 
masuliyyati bela masalalarda sari~tasi olan digar nazirliklarin (IIN va/va ya SEN), lizarina qoya 
bilar. 

AZJrenerji, taklif olunan layiha il9lin Ba~ mlihandisa (Prezidentin Birinci Milavini) hesabat 
veran, texniki, maliyya, atraf milhit, va satmalmalar lizra miltaxassislari ozilnda camlayan va 
Bankm glindalik masalalarla alaqadar hamkan kimi faaliyyat gostaran Layihanin icra Qrupunu 
yaratm1~dir. Layihanin haz1rlanmasma L1Q (PIU) birb~a cavabdehdir. Kredit tasdiq olunb va 
qlivvaya minan kimi, LiQ (PIU) layihanin yerina yetirilmasina cavabdehlik d~1maga 
ba~layacaqdir, bura satmalmalar, mliqavilaya nazarat va onun yerina yetirilmasinin 
tanzimlanmasi i~lari, va layihanin maliyya idaaedilmasi, bura layiha lizra miihasibat u9otu, 
maliyya hesabatmm taqdimatl, kreditin odailmasi, va daxili auditin ke9irilmasi daxildir. 
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alava 7: Maliyyanin idara Olunmas1 V3 Odama iizra Tadbirlar 

AZ8RBAYCAN: Elektrik Otiiriicii Sistemi Layihasi 

1. Xiilasa va Naticalar- Maliyyanin idara Olunmas1 

Layih~nin ehtiyatlan v~x~rcl~ri bar~d~ m~lumatlann Banka vaxth-vaxtmda v~ laz1mi formada 
gond~rilm~sin~ ~min olmaq il9iln, Az~renerji v~ LiQ daxilind~ maliyy~nin idarn olunmas1 
sisteminin adekvathg1 layih~nin haz1rlanmas1 dovrilnd~ yerin~ yetirilmi~dir. Layih~nin maliyy~ 
idarnolunmas1 sistemi Bankm layih~nin yerin~ yetirilm~si fal~bl~rin~ cavab verir. Bu cilr sistem~ 
milhasibat v~ maliyy~ ilzrn hesabatverm~, kadrlann idarnolunmas1, daxili n~zarnt, audit v~ 
kreditin od~nilm~si ilzrn t~dbirl~r daxildir. LiQ h~m ~irk~t, h~m d~ Layih~ il9iln milhasibat v~ 
maliyy~ ilzrn hesabatverm~ i~l~ri il9iln LOGO sistemini qura~dmm~dir. Bu sistem, avtomatik 
olaraq Maliyy~nin Monitorinqi ilzrn Rilblilk Hesabatlarm hazirlanmasma sazlanm1~d1r. Layih~ 
ilzrn maliyy~nin idarnolunmas1 ilzrn ilmumi risk orta hesab edilmi~dir. 

LiQ-in m~lumat sistemi ozilnd~ LOGO Milhasibat u9otu sistemini birl~~dirir. Bu sistemin 
proqram faminati 9oxsayh valyuta v~ 9oxsayh dil imkanlarma malikdir v~ ondan milhasibathq 
i~l~rind~ v~ h~m9inin, h~m yerli fa~kilatlara, h~m d~ Banka hesabatverm~ i~l~rind~ istifad~ 
olunma bil~r. Milhasibat kitablan v~ milhasibat u9otu ~m~liyyatlarm yekunla~dmlnias1 zamam 
g~lirl~rin v~ x~rcl~rin u9otu art1rma metodu ~sasmda apanhr v~ maliyy~ hesabatlan h~m ABS 
dollarmda, h~m d~ yerli valyutada (manat) ~ks etdirilir. LiQ Maliyy~nin Monitorinqi ilzrn rilblilk 
hesabatlar hazirlamah v~ Banka faqdim etm~lidir. Bura, maliyy~ ilzrn hesabatlar, layih~nin 
gedi~ati barnd~ hesabatlar v~ satmalmalarm idar~olunmas1 ilzrn hesabatlar daxildir. LiQ 
h~m9inin, Masliyy~ Nazirliyin~, S~naye v~ Energetika Nazirliyin~ v~ Milli Banka fondlarm 
m~nb~l~ri v~ onlardan istifad~ barnd~ ayhq, rilblilk v~ illik hesabatlar faqdim etm~lidir. 8lav~ 
olaraq, LiQ-d~n Vergil~r Nazirliyin~ v~ Dovl~t Statistika Komifasin~ milhasibat u9otu ilzrn 
statistik hesbatlarm faqdim edilm~si fal~b olunur. Dax.iii n~zarnfa aid olan hiss:) kimi milhasibat 
i~l~ri ilzrn apanlan qaydalar v~ prosedurlar adekvat hesab edilir v~ Milhasibat U9otu v~ 
Maliyy~nin idar~olunmas1 ilzrn Qaydalarda s~n~dl~~dirilir. LiQ-in ~sas i~9i hey~ti (rnhb~r, 
milhasibat v~ satmalmalar ilzrn milt~x~ssisl~r) milxfalif ~ob~l~rd~n se9ilmi~ A~renerji i~9il~ridir. 
Layih~nin milhasibat i~l~ri ilzrn milfax~ssisi Az~renerjinin ba~ milhasibinin milavinidir v~ o, 
kifay~t q~d~r kvalifikasiyah v~ facrilb~si olan milhasibdir. 0, hazirda ilz~rind~ i~l~r ged~n BYiB 
krediti v~ Elektrik Otilrilcil Sistemi Layih~sinin hazirlanmas1 il9iln PHRD Qrant1 ilzr~ milhasibat 
i~l~rini apanr. 

T~klif olunmu~ layih~nin TY komponentin~, Az~renerjinin (~irbtin) birl~~dirilmi~ milhasibat 
u9otu sisteminin sonradan inki~af etdirilm~si, Beyn~lxalq Maliyy:'.) Hesabatlar1 Standartlar1 
(IFRS) sisteml~rinin v~ onunla ~laq~dar m~lumat idarnetm~ sisteml~rinin fatbiqind~ ~irk~fa 
kom~kdarhgm gost~rilm~si daxildir. 

Layih~ il9iln Maliyy~nin idarn olunmas1 ilzrn Dmumi riski d~rnc~si orta kimi qiym~tl~ndirilir. 
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2. Olk1l Problemfari 

2002-ci ilda Azarbaycanda Olkanin Maliyya Hesabatvenna Bacangmm Qiymatlandirilmasi 
(CF AA) ilzra yerina yetirilmi~ diaqnostik i~ hesabat verma va yax.~1 idaraetmak ii9iin miihasibat 
u9otu va audit ilzra tanzimlama va institusional islahatlann ke9irilmasini milayyanla~dinni~dir. 
Hilquqi va tanzimlama islahatlan va institusional imkanlarm artmlmas1 ilzra CF AA-nm 
tovsiyyalarinin 9oxuna Yoxsullugun Azaldilmas1 Strategiyas1 Krediti ilzra U9 kreditda (PRSCs) 
va yaxmlarda qabul olunmu~ Miihasibat va Audit ilzra islahatlarm institusional inki~aft 
Qrantmda miiraciat olunur. Yeni Miihasibat haqqmda Qanun va dovlat milassisalarinda 
Beynalxalq Maliyya Hesabat Standartlarmm (IFRS) va ictimai sektorda ictimai Sektor il9iln 
Beynalxalq Standartlan (IPSA) istifada edilmasini havala edan ikinci tanzimlama Parlament 
tarafindan qabul olunmu~dur. · Milhasibat haqqmda Qanun dovlat fondlanndan istifadanin 
~affafl1g1m tamin edacakdir. Paralel olaraq, hazirlanma prosesinda olan yeni Audit haqqmda 
Qanun qabul olunmas1 va tanzimlama va instusional i~lar 9ar9ivasinda MUhasibat Palatasmm, 
Audit ilzra Olkanin Yuxan institutunun va Auditorlar Palatasmm, pe~a ilzra nazarat 
tanzim9isinin yaradilmast maliyya iizra Hesabat venna i~larinda daha 9ox ~affafligm va 
milqayisaliliyin alda olunmasm1 tamin edacakdir. 

3. Riskin Analizl1lri - Maliyy1lnin idar1ledilm1lsi 

Layihanin maliyya sistemlarinin idaraedilmasi ila alaqadar risklarin xtilasasi a~ag1dala cadvalda 
va L 'h . f; 11 d d d"l . d' av1 anm ay ann a qey' e 1 m1~ Ir. 

Tadbirin ad1 Risk Sarhlar 
i I. Xas olan risk 
I 1. Olkanin Maliyya Idaraetmasi YilkS;)k Hilquqi va bnzimlama ilzra islahatlar, effektivliyin v:i 

hesabat verm:inin artmlmasma ilnvanlanan haz1rda davam 
i edan YASK 1 va taklif olunmus YASK 2 v:i 3 

carcivasinda. 
. 2. Layih:min Maliyya Orta Qar~1hqh maliyyala~dirm:mi tamin edan borcalanm 
1 ldamedilmasi/Qars1hqh fondlar ilmumi saviyyasinin vaxtmda v!lksaldilmasi. 

3. Bank sektoru YOkS;)k Bank islahatlan Siyasati tam sllratla yerina yetirilir. 
4. Hesabat verma va idaraetm;') YOks;')k YASK 1 hesabat verm:i v:i idametm:id;'l insitusional va 

bnziml:ima islahatlanna Onvanlan1r. 

Omumi xas clan risk Yilks:ik 

II. ldaraetma Riski 
· 1. Icra edan Alcaq LIQ-in dig:ir beyn:ialxalq donorlarm maliyy:il:isdirdiyi 
I lavih:il:irda isl:imak tacrilbasin:i malikdir. 
i 2. Maliyya V:isaitlari Ax1m1 Orta Tarafdaslarm maliyya fondlarmm vararlthg1 

3. I~ci heyatl:i t:iminat Alcaq LiQ-in hey:iti A_Z;')renerjinin texniki hey:itindan 
secilmisdir. 

• 4. Milhasibat w;otu ilzr:i siy~t v:i Orta Haz1rda t::ikmill:i~dirilan MUhasibat v:i Prosedurlar iizra 
• prosedurlar R::ihbaredici sanadd:i orosedurlar sanadlasdirilmisdir. 

5. Daxili audit YilkS;')k Daxili audit funksiyasmm gtlclandirmasi t:il:ib olunur. 
Omumiyy:itl:i, lllk:i ilzr:i audit funksiyalar1 z:iifdir va bu 
sah:id:i islahatlar Y ASK ilzr:i n::izard:i tutulmusdur. 

6. Xarici audit Orta Az:irenerji haz1rki auditorlar olan PricewaterhouseCoopers 
qalmasma maragm1 :iks etdirmisdir .. 

7. Hesabat verma va Monitorinq Orta rilbltlk M1H (FMR) dan1s1qlarda raz1lasdmlacaqd1r. 
8. M:ilumat Sisteml:iri Orta T::ikmillasdirilmis sistem tatbiq edilm~ v:i istismar olunur. 

Omumi tdar:ietm:i Riski Orta 

H- YUks;'lk s oh:imiyy:itli M-Orta N - oh:imiyy:itsiz v:i ya az 
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4. Gilclii va Zaif Taraflar 

LiQ (PIU) Dilnya Bank.mm maliyyafa~dirdiyi layihafarin yerina yetirilmasi ilzra tacrObasi 
yoxdur, lakin o, A YiB va KfW-nin maliyyafa~dirdiyi layihafarin yerina yetirilmasi ilzra 
tacriiooya malikdir. Haztrda Olkada hayata ke~irifan milhasibat va audit va planla~dmlm1~ YASK 
(PRSC) altmda apanlan siyasat ilzra islahatlar Milhasibat ilzra Milli Standartlardan Beynalxalq 
Maliyya Hesabat Standartlanna (maliyya dastayi ifa tamin olunan bu layiha ~ar~ivasinda) 
ke~idin tasirini azaldacaqd va A~renerjiya xeyir gatiracakdir. 

5. icram Verina Yetiran Qurum 

Layihanin idaraedilmasini va yerina yetirilmasini Awrenerji tarafdan yaradtlan LiQ hayata 
ke~iracakdir. LiQ satmalmalarm yerina yetirilmasina, mUqavilanin idaraedilmasi va nazaratina, 
va maliyya 1lzrn hesabat verma, borcun qaytanlmas1, va milstaqil auditorlar tarafindan auditin 
ke~irilmasi Uzra tadbirlar da daxil olmaqla. layihanin maliyya idaraedilmasina cavabdehdir. 
Maliyya Nazirliyi layihanin yerim yetirilmasi ilzra Hokumat tarafdan (Zamanat~i kimi) formal 
tarafd~ kimi ~1x1~ eda bilar, lakin bazi kordinasiya Uzra masuliyyatlari iqtisqadi inki~af 
Nazirliyina (MED) va /va ya Sanaye va Energetika Nazirliyina (MIE) havala eda bilar. 

6. i~~i Heyat ila Taminat 

LiQ-in(PIU) i~~i heyatini Layihanin Direktorundan, Maliyya, Milhasibat i~lari ilzra cavabdeh 
~axslardan ilzra va Satmalmalar ilzra mUbxassisdan ibaratdir. BUtUn se~ilmi~ adamlar 
Azarenerjinin texniki i~~ilaridir va digar beynalxalq donorlann maliyyala~dirdiyi layihalarin 
yerina yetirilmasinda tacrObalari movcuddur. Layihanin Milhasibat i1zra i~lara cavabdehliyi 
Azarenerjinin Ba~ milhasibinin milavini d~1y1r. Maliyyanin idaraedilmasi, borclann 
qaytanlmast, beynalxalq milhasibat va audit standartlarmm tatbiqi ilzra markazla~dirilmi~ talim 
layiha vasitasi ila LiQ-in (PIU) maliyya va milhasibat masalalari Uzra heyati tarafindantamin 
edilacakdir. LiQ (PIU) il~iln se~ilmi~ milhasib Avropa Birliyinin (AB) hayata ke~irdiyi T ACiS 
proqramt ~ar~ivasinda beynalxalq milhasibat va audit standartlarmm btbiqi ilzra talimkirda va 
yeni Audit Siyasati ilzra Bankm seminarmda i~tirak etmi~dir. 

7. Maliyya Fondlarmm Axim1 

Dayari 55.4 min ABD olan layihanin 48.0 min ABD olan hissasini Bank, 7.4 mln.ABD olan 
hissasini isa Hokumat maliyyala~diracakdir. Maliyya vasaitlari bu LQS-in (PAD) odama ilzra 
tadbirlar bOlmasinda tasvir olunmu~ ananavi odamalar proseduruna asasan aynlacaqdtr. Bankm 
Krediti birba~a Awrenerjiya verilacak va Hokumat bu kreditin qaytanlmasma zamanat 
veracakdir. BYiB Kreditindan vasaitlarin aynlmast mallar, i~lar, texniki yardtm ilzra mtivafiq 
xarclarin maliyyala~dirilmasi U~iln baglanacaq sovdala~malara va Kredit Razlla~masmdak1 
gostarilan faizlar asasmda cari xarclara asaslanacaqdtr. Layihanin vaxtmda yerina yetirilmasina 
komakdarhq il~iln, borcalan Banktn talablarina uygun olan ~artlar altmda, AB$ dollarmda 
XUsusi Hesab a~mali, onu saxlamah va idara etmalidir. Xilsusi Hesab Bank tarafindan bayanilan 
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kommersiya bankmda saxlanmahdir. Fondlar Banlon odamalar ilzra ananavi prosedurlan 
asasmda verilacakdir. Bura, Xilsusi Hesabdan aynlmalar, birb~a odani~lar, tasdiq edilmi~ 
Xarclar ilzra Hesabatlar (SOEs) asasmda ay1rmalar va yakilan xarclara gora kompensasiyalar 
daxildir. BYiB-in maliyya fondlan Hokumat tarafindan tamin olunacaq dovlat zamanati ila 
Azarenerjiya verilacakdir. 

8. Miihasibathgm Movcud Strukturu, ldaraetma Sistemi va Nazarat 

Azarenerjinin maliyya va milhasibat Uzra haz1rki ta~kilati strukturu Uy istiqamata aynlm1~ 
~obalardan ibaratdir: (i) Maliyya; (ii) Miihasibathq; (iii) Planla~d1rma. MUhasibat ~obasi 
Hokumat ta~kilatlarma vaxta~m malumatlann tartib olunaraq taqdim edilmasi kimi vazifalari ila 
barabar, yerina yetirilmi~ sovdala~malarin qeyda ahnmasma va yekun vurulmasma da masuldur. 
Haz1rda ~irkatin 8sas binasmda yerla~an Milhasibathq oz faaliyyatinda, yani maliyya 
vasaitlarinin konsolidsiya edilmasi va ta~kilatlardan malumatlann qabul olunmas1 Oyiin oz 
istehsah olan daxili uyot sistemindan istifada edir. Muhasibat i~larinin apanlmas1 ta~kilatlar 
saviyyasinda markazli~dirilmami~dir.Ta~kilatlar dovlat tarafindan tasdiq olurim~ hesabat 
formalarm1 har rilb Ozra haz1rlayrr va miixtalif hokumat ta~kilatlarma taqdim olunacaq 
hesabatlarm daqiq va konsolidasiya olmast ilyiln B~ idaraya taqdim edir. Sirkatin strukturunda 
olan ta~kilatlarm har birinda b~ milhasiblar movcuddur. On1ar da oz novbasinda Ba~ idaranin 
Ba~ mOhasibina hesabat verirlar. Konsolidasiya olurimu~ maliyya hesabatlan Milli MOhasibat 
Standartlanm tatbiq etmakla, a lava edilmi~ mablag uyotu metoduna asaslamr. 

9. Miihasibat Ui;otu iizra Siyasatlar va Proscdurlar 

MUhasibat sistemi ilzra movcud olan siyasatlar va prosedurlar daxili nazarat mOhitinin bir 
hissasidir. Layihanin idaraedilmasinin biltUn saviyyalarinda milhasibat Ozra sovdala~malara 
nazarat etmak imkaru alda etmak ilyiln. Milhasibat Uyotu va Prosedurlar ilzra Rahbar edici 
sanadla bu sistem takmilla~dirilmi~ va sanadla~dirililmi~ir. 

10. Taklif Olunan Layiha iizra Maliyya Hesabatt va Miihasibat U~otu Sistem 

Milhasibat Uyotu funksiyalanmn tam markazla~dirilmasi, milhasibat va maliyya hesabatlan 
sisteminin tam avtomatla~dmlmas1 (bura milhasibat ilzra b~ kitab da daxildir) Wvsiyya 
olurimu~dur. Bu, yekcins Uyot siyasati va prosedurunu aparmaqla, biltiln maliyya amaliyyatlan 
ilzra malumatlann tam ~akilda toplamaga va hesabatlan ba~ kitabda aks olurimu~ ilk ragamlarla 
taqdim etmaya imkan veracakdir. Azarenerjiya takmilla~dirilmi~ avtomatl~dmlm1~ va 
inteqrasiya edilmi~ sistem, layiha ilzra maliyya va mOhasibat hesabatlanmn haztrlanmasmda 
aynca har hans1 yeni hesabat sistemi yaratmagm avazinda istifada oluna bilar. Malumatlann 
gecikdirilmasi va itirilmasi minimuma endirilacak va movcud markazsizla~dirilmi~ sistema qar~t 
adekvat nazarat tatbiq olunacaqdtr. Milhasibat sanadlari va maliyya hesabatlan amaliyyatlann 
sona yatmas1 zamam yaranm1~ galir va xarclarin alava edilmi~ mablag metoduna asaslanaraq 
apanlacaqdtr. Azarenerjidan oz faaliyyatinda Milhasibat Uyotu haqqmda yeni qanuna asasan, 
Beynalxalq MOhasibat Standartlan Suras1 (IASB) tarafindan haztrlanmt~ Beynalxalq Maliyya 
Hesabat1 Standartlanmn tatbiq olunmast talab olunur. 
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11. Hesabatverma va Monitorinq 

Riibliik Maliyyd Monitorinqi Hesabatlan (FMRs) Layihd ii9iin haz1rlanaeaqlar Vd hdr riibiin 
qyrtannasmm son tarixin sonraki 45 giinddn gee olmayaraq, Banka faqdim olunaeaqdtr. MMH 
(FMRs) tdrkibind daxildir: (i) Maliyyd Hesabab; (ii) Layihdnin Gedi~ab barddd Hesabat; Vd (iii) 
Satmalmalarm idarnedilmdsi barddd Hesabat. Bu hesabatlar maliyyd faaliyydti, miivafiq riib ii9iin 
satmalmalarla dlaqddar layihdnin gedi~ab barndd mdlumatlarm dldd olunmas1 ii9iindiir. MMH-lar 
(FMRs) iizrn hesabat vermd Vd onun formab dam~1qlar zamam fasdiqldnmi~dir. 

A~renerjinin maliyyd hesabatmm farkibind daxil olan miihasibat balans1, gdlirldr barndd 
hesabat, sdhmldrdd ba~vernn ddyi~ikldr barndd hesabat, ndqd vdsaitldrin ax1m1 barndd hesabat vd 
maliyyd hesabatlanna edildn qeydldr, Beyndlxalq Maliyyd Hesabab Standartlarma dsasdn 
haztrlanaeadtr. 

12. Auditfa~dirma iizra Tadbirfar 

Xarici Audit. Diinya Banktrun Yeni Audit Siyasdti bu layihdyd fatbiq olunaeaqdtr. Baxmayaraq 
ki, A~renerjinin maliyyd hesabab ii9iin bir audit tdyin olunaeaqdtr, fayin olunmu~ auditor 
Xdrcldr iizrd hesabab Vd Xiisusi Hesabdan istifaddni dd yoxlayaeaqdtr. Audit Bank farnfinddn 
qdbul olunan standartlara vd texniki ~drtldrn uygun gdldn miisfaqil auditorlar farnfinddn yerind 
yetirildedkdir. Azdrenerjinin maliyyd vdziyydtinin audit hesabab layihdnin maliyyd hesabab ild 
birlikdd Banka hdr b~a 9atan maliyyd ilinddn Vd layihdnin ba~a 9atmasmdan sonrak1 alb ay 
miidddtindd tdqdim olunmahdtr. Azdrenerji ild raztla~maya vd Bankm satmalmalar iizrd 
raztla~masmm ~drtldrind dsasdn, Azdrenerji ~irkdtin haztrki auditorlan olan 
PrieewaterhouseCoopers ~irbtini layihdnin auditorlan kimi gormdk istdyir. Audit ii9iin 
miiqavild layihd iizrn i~ldrin yerind yetirilmdsinin birinei ilind tdqdim olunaeaq vd goriildn i~ldr 
qane ediei kimi qdbul olunarsa sonrakt miidddt ii9iin miiqavild uzadtlaeaqdtr. Audit iizrn xdrcldr 
Kredit tdrnfinddn maliyydld~dirild bildr. Audit iizrn fadbirldr plam dam~1qlar zaman1 fasdiq 
olunmu~dur. 

Daxili Audit. Miihasibathqda vd daxili idarnetmddd qiymdtldndirmdnin, ara~d1rmanm Vd 
ndzarntin effektifliyini Vd adekvathg1ru tdyin etmdk ii9iin ke9irildn daxili auditin funksiyalarmm 
sdviyydsi Azdrenerjidd zdifdir. Olbdd daxili auditin inki~af etdirilmdsi strategiyasmm apanlmas1 
Y ASK (PRCS) 9dr9ivdsindd apanlmas1 ndzdrdd tutulur. 

13. Maliyya Razda~malar1. 

A~renerji vd LiQ-ddn (PIU) Layihd ild dlaqddar dmdliyyatlan, resurslan Vd xdrcldri adekvat dks 
etdirmdk ii9iin hesablar Vd sdnddldr daxil olmaqla, maliyyd idarnetmd sisteminin saxlanmas1 vd 
Bankm qdbul etdiyi formatda maliyyd iizrd hesabatlann haz1rlanmas1 faldb olunaeaqdtr. Maliyyd 
vd miihasibat iizrn hesabatlar hdr ii ii9iln miisfaqil auditorlar tdrnfinddn yoxlamlaeaq vd hdr ii 
ii9iln yoxlamanm ke9irildiyi tarixddn alb ay gee olmayaraq Banka faqdim olunaeaqd1r. 
Maliyydnin idarnolunmas1 iizrd Riibliik Hesabatlar hdr riibiln sona 9atmasmdan sonrak1 45 
gilnddn gee olmayaraq, Banka tdqdim edilmdlidir. Digdr maliyyd raz1la~malan LQS-nin (PAD) 
maliyyd analizi bolmdsindd konkretld~dirilmi~dir. 
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14. Satmalmalar iizra Tadbirlarin Tasiri 

2003-cii ilin iyun aymda yerina yetirilmi~ Olkada Satmalmalarm Qiymatlandirilmasi HesabatJ. 
(CPAR) ilzra diaqnostik i~in naticalarina gora hiiquqi struktur, yerina yetirilma rejimi va 
satmalmalar imkam gilclandirilmaya ehtiyac1 olan sahalar kimi tasnifatlandmlm1~d1r. 

Azarbaycan Birla~mi~ Millatlar Komissiyasmm Beynalxalq Ticarat Qanununun (UNCITRAL) 
modelina daha 9ox asaslanan Dovlat Satmalmalan iizra yeni Qanunu (PPL) qabul etmi~dir. DSQ 
(PPL) Dovat Satmalmalar Agentliyi tarafindan (SPA) yerina yetirilan daxili inzibati nazarat va 
mahkama nazaratindan ibarat ii9 halqah nazarat sistemi tatbiq edir. Mahkamalarin satmalmalar 
ilzra miibahisalarin halli ila alaqadar imkanlan zaif olmas1, DSA-mn (SPA) maxvilik saviyyasini 
va prosesin ~affafhg1m ~iibha altma ahnmasma sabab olur. DSA-yi (SPA) stamalmalarm 
tanzimlanmasi funksiyalan va Dovlat Satmalmalan Ozra Qanunu. (PPL) ~artlarina asasan 
raz1l~malara zamanat veracayina hazIThhg1 gostarmi~dir. 

15. Nazarat Plam 

Layihanin haz1rlanmas1 dovriinda, (i) maliyya mOhasibat u9otunun va hesabat verma i~larinin 
adekvathgm1; (ii) maliyya fondlanmn ax1mmm layihanin maqsadlarina uygunlugunu; (iii) ri.ibliik 
MMH-m (FMRs) va illik audit hesabatlarm (idaraetma Maktublan ila mii~ayat olunan) vaxtmda 
taqdim olunmas1m, va hiiquqi talablara cavab vermasini tayin etmak ii9iin maliyyanin 
idaraedilmasi ilzra heyat risklara asaslanan maliyya idaraedilmasinin qiymatlandirilmasini ke9ira 
bilar. 

16. Odama Tadbirlari 

A~ag1da gostarilan cadval Kredit tarafindan maliyyala~dirilacak bOlmalarin Kategoriyalanm, har 
bir Kategoriya ii9iin Kreditin aynlm1~ mablagini va Kateqoriyada maliyyala~dirilan har bir 
bolma ii9iin xarclarin faizlarini tayin edir: 

Kredit ii9iin aynlm1~ mablaglarin bOlii~dilrillmasi: 
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Kreditin 
Aynlm1~ 

Mablagi (AB~ 
Kategoriya dollarmda Mali yya la~dirilacak xarclarin 

gostarilmi§dir) faizi (%) 

(I) t~Iar 160,000 80% 

(2) Mallar 44,510,000 100% xarici xarclar, 100% yerli 
xarclar(qeyri-zavod qiymatlar), 
va 80% yerli istehsal olunan digar 
bolmalarin xarclari 

(3) Maslahat9i xidmatlar 2,470,000 Zamanat9inin arazisi daxilinda 
va Auditlar daimi ya~ayan yerli fardi 

maslahat9ilar il9iln 75% yerli 
xarclar, Zamanat9inin arazisi 
daxilinda daimi yerla~an 
maslahat9i ~irkatlar U9iin 95% 
yerli xarclar, digar 
maslahat9ilarin xidmatlari il9iln 
85% xarici xarclar, va I 00% 
mUvafiq sosial xarclar 

(4) Talim 100,000 100% 

(5) Biava 8maliyyat 280,000 75%, va 100% milvafiq sosial 
xarclari xarclar 

(6) Komissiya haqlan 240,000 Bu Razila~manm 2.04 Bandinin 
asasan mablag 

(7) Sarbast vasaitlar 240,000 

OMUMt 48,000,000 
] 

BYiB Kreditindan odamalar mallar, i~lar, texniki yard1m va earl i~lar [Azarbaycan il9iln Olka 
ilzra Maliyyala~dirma Parametrlari ila uygunl~an] ilzra milvafiq xarclarin maliyyal~dirilmasi 
raztl~ma asasmda olacaqdir. Layihanin vaxtmda icra olunmasm1 yilngillla~dirmak il9iln Bankm 
~artlarina uygun olaraq, borcalan, AB~ dollannda XUsusi Hesab a9mahdir, onu idaraetmali va 
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saxlamahdu. Xiisusi Hesab Banka talablarina cavab vernn kommersiya bankmda a9Ilmahd1r. 
Xilsusi hesabm doldurulmasma sifari~ har rtlbdan gee olmamaga asaslanacaqdu. Xilsusi Hesabda 
ilkin olaraq [l,000,000] ABS dollan yerla~dirilacakdir. Kredit altmda funumi odamalar 
[5,000,000] ABS dollarma 9atarsa, Xilsusi Hesabda yerla~dirilan vasait [2,000,000] ABS 
dollanna 9atacaqdtr. Ay1rmalar [Xilsusi Hesabm 20%-indan] art1q olarsa, odani~lar birba~a 
Kredit Hesabmdan yerina yetirilacakdir. Kreditin odamalar metoduna tam sanadla~ma ila 
kompensasiyalar, raz1l~dmlm1~ mahdud hadda ki9ik xarclar ii9iin Xarclar Hesabatma (SOEs) 11 

asaslanan kompensasiyalar, va Xilsusi Ohdaliklar milqabilinda odani~lar daxildir. A Komponenti 
(Enerji Sistemin idaraedilmasi) altmda asas miiqavila birba~a Kredit Hesabmdan aynlan 
odani~larla yerina yetiracaklar. 

11 Kii;:ik hacmli miiqavil;;ilar iizr;;i istinadlar LQS-nin Satmalmalar bolm;;isind;;i verilmi~dir. 
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1. Umumi 

81ava 8: Satmalmalar 

Azarbaycan: Elektrik Otiiriicii Sistemi Layihasi 

T~klif olunm~ layih~ il9iln satmalmalar 2004-cil ilin May ay1 ii~ tarixl~nmi~ Dilnya Bankmm 
"R~hb~redici S~n~dl~r: BYiB v~ BiA Kreditl~ri altmda Satmalmalar"; v~ 2004-cil ilin May ay1 
ii~ tarixl~nmi~ "R~hb~redici S~n~dl~r: Dilnya Bankmm Borcalanlan farnfind~n M~sl~h~t9il~rin 
Se9ilm~si v~ i~~ C~lb olunmas1" s~n~dl~rin~ v~ faminat is~ Hilquqi Raz1la~ma ~sasmda yerin~ 
yetiril~c~kdir. Milxt~lif x~rc kateqoriyalan altmda bolm~l~rin ilmumi fasviri a~ag1dak1 C~dv~l 1-
da verilmi~ v~ yekunla~dmlm1~dlf. Borcalan ii~ Bankm layih~ qrupu arasmda Satmalmalar ilzr~ 
Planda Kredit t~rnfind~n maliyy~l~~diril~n h~r bir milqavil~ il9iln milxt~lif satmalma metodlar1 
v~ ya m~sl~h~t9inin se9ilm~ metodlan, ilkin kvalikasiya il9iln ehtiyaclar, qiym~tl~ndirm~ ilzrn 
x~rcl~r, fahlilin ilkin fal~bl~ri v~ vaxt intervah razlla~dmlm1~dlf. Satmalmalar iizr~ Plan ~n az1 
h~r ii v~ ya layih~nin yerin~ yetirilm~si ehtiyaclanm v~ institusional imkanlarm art1mlanm 
od~m~k il9iln t~kmill~~diril~c~kdir. 

i~Jar iizra Satmalma: Bu layih~ altmda gorill~c~k i~l~rn daxil ola bil~r: Milli R~qab~t H~rrac1 
(NCB) prosedurlarma ~sas~n famin olunm~ milqavil~l~r. Satmalmalar Bank ii~ razlla~dmlm1~ 
Milli Standart T~klifetm~ S~n~dl~rin~ (SBD) ~sas~n yerin~ yeril~c~kdir. 

Mallar iizra Satmalma: Almacaq avadanhqlarm 9oxu qura~dmlmahdir. Buna gorn d~, Mallarm 
9oxunun ahnmas1 Dilnya Bankmm Standart T~chiz etm~ v~ Qur~d1rma ~~rtl~ri altmda yerin~ 
yetiril~c~kdir. Otilrilcil sistem v~ dig~r milxt~lif avadanhqlann ahnmas1 Beyn~lxalq R~qab~t 
H~rraclan ilsulu ii~ apanlacaqdir. M~lumat idarnetm~ Sistemi il9iln Kompyuter Avadanhgmm v~ 
Proqram T~minatm ahnmas1 "~opping" (ki9ik h~cmd~ ah~-veri~, tender proseduru olmadan) 
ilsulu ii~ apanlacaqdir. Biltiln Beyn~lxalq R~qab~t H~rraclarda Bankm Standart T~klifetm~ 
S~n~dl~ri (SBD) istifad~ olunacaqdir. Milli R~qab~t H~rraclan yolu ii~ ~Iman Mallar, Bank ii~ 
razlla~dmlm1~, Borcalanm MBH iizr~ prosedurlan ~sasmda almacaqd1r. Spesifik miqdarda 
Mallarm Satmahnmas1 (~opping) ~n az1 il9 fachizat91dan ahnm1~ qiym~tl~ri milqayis~ ed~r~k 
yerin~ yetiril~c~kdir. 

Bankm t~l~bl~rin~ cavab vernn Birb~a Milqavil~l~rin baglanmas1 yolu ii~ mallar v~ i~l~r ad1 
9~kil~n metodun ~~rtl~rin~ uygun olaraq satmalma bil~r. 

Maslahat~ilarin Se~ilmasi: M~cl~h~t9i xidm~tl~rin~ Otilrilcil Sistemin T~dqiqatl, ~~b~k~ 
Nizamnam~sinin Hazirlanmas1, M~lumat idar~etm~ v~ Milhasibat U9otu Sistemi v~ Layih~nin 
idar~edilm~si (~irk~tl~r Keyfiyy~t v~ D~y~r iizr~ Se9m~y~ (QCBS) v~ M~sl~h~t9il~rin 
Kvalifikasiyas1 (CQ) ilsulu ii~ se9ilmi~dir) daxildir. Layih~nin idarnedilm~sind~ ki9ik m~s~l~l~r 
iizr~ fardi m~sl~h~t9il~r ~n az1 il9 brcilmeyi-halm (CVs) milqayis~si ii~ se9il~c~kl~r. 

81ava amaliyyat Xarclari: Layih~y~ n~zarntin h~yata ke9irilm~si v~ onun idarnedilm~si zamam 
yaranan ~lav~ ~m~liyyat x~rcl~rinin maliyy~l~~dirilm~si layih~ 9~r9iv~sind~ 380,000 AB~ dollan 
n~~rd~ tutmu~dur. Bura: (a) LiQ-in (PIU) v~ dig~r milbx~ssisl~rin beyn~lxalq v~ yerli s~farl~rin 
x~rcl~ri; (b) avadanhqlarm ahnmas1 v~ ya layih~ ii~ ~laq~dar i~l~rin gorillm~si zamaru rabit~, 
texniki xidm~t v~ ~m~liyyat x~rcl~ri; v~ ( c) yerli v~ beyn~lxalq falim-fadris x~rcl~ri. 
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2. Satmalrnalarm icras1 ii~iin Layihanin icra Qrupunun bacangmm qiyrnatfandirilrnasi 

Layiha Ozra i~lar tam i~ vaxtimn layihanin yerina yetirilmasi il~iln ay1rd1g1 A~renerjinin i~~i 
heyyatindan ibarnt olan LiQ (PIU) tarnfindan yerina yetirilacakdir. Bura Satmalmalar, Maliyya 
va texniki i~lar Ozrn miltaxassislarla barabar, Texniki ~obanin rnisi daxildir. LiQ (PIU mallarm, 
i~larin va xidmatlarin satmahnmas1 Uzra i~larin Dilnya Bankmm rnhbaredici sanadlarina 
asaslanaraq, milvafiq qaydada yerina yetirilmasina ~manat vermalidir. Onun vazifalarina 
layihanin maliyya vasaitlarinin idaraedilmasi, hesablara xidmat, hesablarm yoxlanmas1, LiQ 
(PIU) il~iin adekvat bUdcanin yaradtlmas1, maslahat~ilarin va i~~i qruplarm i~larina komakdarhq, 
maslahat~ilarin hazulad1qlar1 i~in tahlili, SCADA/EMS sisteminin qabul Ozra smaq testlarinin 
ta~kili va s. LiQ-in (PIU) rahbari milvafiq saviyyada qarar qabul etmak salahiyyatina malik 
~axslarn giri~ imkanlarmm yarad1lacagma zamanat vermali va icra va ya kordinasiya Ozra 
yaranan tacili problemlarin onlann diqqatina miivafiq ~atd1rmag1 bacarmahdu. 

LiQ-in (PIU) layihanin yerina yetirilmasi bacang1mn qiymatlandirilmasi 2004-cil ilin Oktyabr 
aymnm 18-da Satmalmalar Ozrn ba~ miltaxassis Qun;aran Sinqx tarafindan apanlm1~du. 
Qiymatlandirma layihanin icra edilmasi il~iln ta~kilati strukturu va layihanin i~~i qrupunda 
satmalmalar Ozrn masul heyatla, Enerji Nazirliyinin va Azarenerjinin milvafiq strukturlan ila 
qar~1hqh alaqani tahlil etdi. Layihanin yerina yetirilmasi ii~ilrl satmalmma komponentlari ila 
alaqadar risklarin ~oxusu LiQ (PIU) tarnfindan, xilsusan da A YiB, islam Bankmm ayud1g1 
kreditlar ~ar~ivasinda mallarm satmahnmas1 ilzra bazi tacrilbasi olan qrupun satmalmalar Ozrn 
masul ~axsi tarnfindan tayin edilmi~dir. LiQ-n (PIU) BYiBIBiA-nin ayud1g1 bore va ya kreditlar 
Uzra satmalmalarm yerina yetirilmasi ilzra tacrilbasi yoxdur. Bu i~larin dilzaldilmasi tadbiri kimi 
satmalmalar ilzrn masul ~axsin va LiQ-in rahbarinin B8T-da (ILO) Diinya Bankmm ta~kil etdiyi 
satmalmalar Ozra talim kurslarma va ya har hans1 bir digar institutlara gondarilmasi 
raz1la~dmlm1~du. Bundan alava, TY-da (TA) satmalmalar il~iln dastak layiha ilzra talab 
olundugu kimi gostarilacakdir. 

Satmalmalar ilzra layihanin ilmumi riski yilksak qiymatlandirilmi~dir. 

3. Satmalmalar Plam 

Satmalmma metodlar1 ii~ilrl asas rolunu oynayacaq layihain icra olunmas1 ilzra Satmalmalar 
Plant Borcalanm maslahat~isi olan KEMA tarafindan haz1rlanm1~d1r. Bu plan Bank ila sonrak1 
mOzakildlar zamam inki~af etdirilmi~dir. Satmalmalar ilzra Plan har il va ya daha tez, agar 
layihanin yerina yetirilmasi ilzra ehtiyaclar yaranarsa takmilla~dirilacakdir. 8gar borcalan talab 
edarsa. Satmalmalar Plam Layihanin malumat bazasmda va Bankm veb saytmda smeta 
qiymatfori gostarilmadan alda etmak milmkiin olacaqd1r. 
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Cadval 1: Satmalma Tadbirlari uzra Layiha Xarclari 

(min.AB~ dollarma ekvivalent) 

Xarcin Kateqoriyas1 Satmalma Metodul 

BRH MRH Diga.-2 N.B.F. Cami Xarc 

1. l§lar 0.20 5.7833 0.00 5.98 
0.00 

(0.16) (0.00) (0.00) (0.00) (0.16) 
2. Mallar 43.6 0.70 0.9 0.00 45.3 

(42.9) (0.8) 
(0.00) (0.00) (44.5) 

3. Maslahatc;I Xldmatlar 0.00 0.00 2.87 0.00 2.87 
(0.00) (0.00) (2.46) (0.00) (2.46) 

4. 9maliyyat Xarclari 0.00 0.00 0.77 0.00 0.77 
(0.00) (0.00) (0.38) (0.00) (0.38) 

5. Komisyon haqlar 0.24 0.24 
(0.24) (0.24) 

6. Sarbast hissa 0.24 0.24 
(0.24) (0.24) 

Cami 44.4 6.48 4.05 0.00 55.4 
(44.3) (0.00) (3.70) (0.00) (48.0) 

1 MOtari~da olan raqamlar Bankin Krediti tarafindan maliyyala~dirilacak. Biitiin xarclar gozlanilmaz tasirlari daxil edir. 

2 Bura tikinti i~lari va ~opping ila ahnan mallar, maslahati;i xidmatlar, talim, texniki yardim xidmatlari, va layihanin icras1 
ila alaq:xlar alava amaliyyat xarclari daxildir. 
3 5.78 milyon ABD hacminda mablagin 40.000 ABD A~renerji tarafindan edilan sannay:xlir 

4. Satmalma iizra Qararlarla alaqildar Ban Ian icmah 

a) BRH ii.zro Milqavilafarin har biri 600,000 ABS dollann yux.an ekvivalentda dayarlandirilir va 
biltiln Birba~a Raz1l~malar Bankm ilkin razihg1m talab edir. 

b) BRH, dayari 1 milyon ABO olan Mallar ilzra milqavilalar va ya ona ekvivalent milqavilalar 
ils:iln va ilkin nazardan kes:irilmi~ biltiln birb~a miiqavilalam aid olacaqdlf. 

c) Birinci milqavifa MRH va Soppinq vasitasila 
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Maslahat~i QSBC 
Xidmatlar 
ilzra Xarc 

1 Kateqorivalan 
A. Sirbtfor 0.41 

(0.35) 
B. fordi 0.00 

(0.00) 
C<imi 0.41 

(0.35) 

Cadval 2: Maslahatc;ilarin Sec;ilmasi Tadbirlari 
(min.AB$ dolarina ekvivalent) 

SFB LCS CQ Di gar 

0.00 0.00 2.23 0.00 
(0.00) (0.00) (1.93) (0.00) 
0.00 0.00 0.23 
(0.00) (0.00) (0.19) 
0.00 0.00 2.23 0.23 
(0.00) (0.00) (1.93) (0.19) 

N.B.F. Cami 
Xarc 

0.00 2.64 
(0.00) (2.28) 
0.00 0.23 
(0.00) (0.20) 
0.00 2.87 
(0.00) (2.47) 

(b) Bankm ilk.in raz1hgm1 talab etmakla, Maslahati;i xidmatlar ilzra xarc har bir mOqavila iizra 
I 00,000 ABS dollarma yuxan ekvivalentda (~irkatlar) va ya 50,000 ABS dollan (fardi) 
q iymatlandirilmi~dir. 

(c) xidmatlar ili;On maslahati;ilarin q1sa siyahls1 har bir milqavila Oi;On 200,000 ABS dollarmdan 
a~ag1 qiymatlandirilmi~dir, Maslahati;i Sanadinin 2. 7 paraqrafma uygun olaraq, tamamila ila 
yerli maslahati;ilardan ta~kil oluna bilar. 

5. A Komponenti ii~iin Satmalma Strategiyas1: Enerji idaraetma Sistemi 

Satmalmalar strategiyas1 "Azarenerji" ASC tarafindan talab olunan SCADNEMS sisteminin, 
telerabita ~abakasi va Oli;ii avadanhqlannm vahid "ai;ar tahvil" miiqavilasi asasmda ahnmas1 va 
i~larin yerina yetirilmasi prosesidir. MOqavila DOnya Bank1 tarafindan tayin olunm~ standart 
ticarat proseduruna asasan iki marhalali taklif etma prosesindan kei;arak, dayarlandirilmalidir. 
1ddiai;Ilarm ilkin kvalikasiyas1 layihanin yerina yetirilmasi dovriinda yerina yetirilmi~dir. 1-ci 
marhaladaki sanadlarda funksional spesifikasiyalar aks olunmahdir. Bunun asasmda namizadlar 
har iki: texniki va kommersiya cahatdan uygunluq barada malumatlar da daxil olmaqla, dolgllll 
texniki takliflar taqdim etmalidirlar. Lakin burada hei; bir qiymat va ya qiymatlandirma 
malumatlan aks olunmamahdir. Har bir namizadin texniki takliflari ara~dmlandan va 
qiymatlandirilandan soma, 2-ci marhala Oi;iin iimumi asaslar mOzakira olunacaqdir. 
Yenila~dirilmi~ texniki va kommersiya ~artlari olan takliflarla birlikda kvalifikasiyadan kei;mi~ 
namizadlar 2-ci marhalaya sanadlar toplusunu taqdim etmak iii;iln davat olunacaqlar. Biitiin, 
texniki/kommersiya ~artlari da daxil olmaqla, taqdim olunm~ takliffarin texniki/qiymat cahatdan 
miinasib olmas1 kriteriyas1 asas gOtilriilarak, yenidan bax1lacaq va qiymatlandirilacakdir, 
namizadlardan hansmm qalib olmas1 milayyan olunacaqd1r. Qalib elan olunmu~ namizad 
miivafiq miiqavila baglamaq iii;Un davat olunacaqd1r. 
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0Iav;, 9: iqtisadi V3 Maliyy;, Analizl3ri 

AzaRBA YCAN: ELEKTRiK ChfiRfiCU StSTEMt LA YiHaSt 

1. iqtisadi V3 Maliyy;, Oziinii Od;,m;, Normalara 

1.1 A Komponenti: Enerji idar;,etm;, Sistemi (SCADA/EMS Sistemi) 

Kapital xarc: SCAD A/EMS sisteminin ilmumi kapital xarci 10% gozlanilmaz xarclari da nazara 
almaqla, (raqamin gostarilmasi qadagand1r) milyon AB~ dollari hacminda qiymatlandirilmi~dir. 
Odamalarin 2006-ci ilin birinci rilbiinda ba~layacagm1 nazara almaqla, sistemin 
qura~dmlmasmm <lord ii 9akacayi gozlanilir. 

Galirlar: Miiasir SCADA/EMS sisteminin qu~dmlmas1 bi.itiln aspektlarda Azarenerjida 
amaliyyat i~larinin saviyyasini asash suratda yilksaldacakdir. Bazi hallarda yilksalmanin 
daracasini tayin etmak 9ox 9atindir (masalan, yax.~1 planla~dmlm1~ texniki xidmatin gatiracayi 
effektlarini, aktivlarin omilrlarinin uzaldllmas1 va ki9ik kommersiya itkilari hesabma y1g1mm 
artmlmas1). Digar xeyirlar tayin edila va ol9i.ila bilar. Xi.isusan ozilnil odama normalannm 
analizinda (IRR) baxilan xeyirlarin tipi a~ag1dakl kimidir: 

I) elektrik stansiyalarda i~in planl~dmlmasmm artmlmas1 naticasinda yanacaq 
xarclarinin azalmas1; 

2) daha ki9ik otilrma itkilari; 
3) idaraetma, malumatlarm qeyda almmas1 va hesabat verma ilzra daha ki9ik 

istismar xarclari; 
4) planl~dmlmayan a91lmalardan sonra sistemin barpas1 vaxtmm artmlmas1; va 
5) yeni istehsal ilzra azald1lm1~ xarclar. 

Takmillasdirilmis Planlasdzrma: Azarenerjinin enerji istehsal sistemi 27 enerji blokdan ibarat 
olan yeddi istilik elektrik stansiyadan ibaratdir. Bazilari istilik va elektrik enerjisini qan~1q, 
bazilari isa ancaq elektrik enerjisini istehsal edir. Ham9inin, 15 hidro aqreqatdan ibarat dord su 
elektrik enerjisi stansiyas1 vard1r. istilik elektrik stansiyalan asas talabat markazlarindan qeyri
optimal massafada yerla~irlar. Bu stansiyalar har iki ham qaz, ham da mazut istifada etmak il9iln 
layihalandirilmi~lar, Jakin mazut istifada edilarkan onlarm i~i daha az effektivdir. 81ava olaraq, 
elektrik enerjisi idxal etmak il9i.in Rusiya ila aktiv, va Azarbaycanm Nax91van anklavma enerji 
otilrmak il9iln lranla kompensasiya tipli alaqa movcuddur. Ham9inin, Giircilstanla 330 kV-luq 
alaqa xattinin barpas1 ila alaqadar planlar da vardu. 

Azarenerji sistemi yilklanma ila alaqadar oz talabatm1 odamak il9iln milrakkab sistema malikdir. 
Enerji sistemda amaliyyatlar Bakida yerla~an, kohnalmi~ va ehtiyat hissalarin alda olunmasmdan 
aziyyat 9akan dispet9er markazi ila idara olunur. Naticada, dispet9er sistemi optimal 
saviyyasindan a~ag1 saviyyada faaliyyat gostarir ki, bu da sistemin effektiv istismar olunmasm1 
a~ag1 sahr. SCADA va tele-rabita sistemi ila istilik elektrik stansiyalannm planl~dmlmas1 
yilksalacak va naticada onlann istismar saviyyasi ahamiyyatli daracada artacaqdu. 
Takmilla~dirma planma ham9inin, su resurslanndan optimal istifadanin ta~kilini nazarda 
tutmahd1r. <;i.inki, bazi bandlarin irriqasiya va i~mali su tachizatmda istifada olunmas1 onlarm 
istismar olunmas1 i~ini xeyli milrakkabla~irdirir. 
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Elektrik stansiyalannm i~inin planla~dmlmasmm yilksaldilmasi naticasinda qanMt olunmu~ 
dayi~an xarclar asasan yanacaq tiplidir, bu farq ya qanaat olunmu~ yanacaq fonnasmda va ya 
art1q yilkfanmalarda elektrik stansiyalanmn i~inin a~ag1 dayar formasmda planl~dmlmas1 
zaman1 yararur. Azarenerjida yanacagin orta xarclari yaxm illarda davamh olaraq armaqdadir, 
bela ki, elektrik stansiyalannda istifada olunan bbii qazm Rusiyadan idxal saviyyasi 
aqrtmaqdadu. Buna gora da, 2002-ci ilda qazm orta dayari harkub metr il~iln 34. I 0 AB~ dollan 
olm~dur, gozlanilir ki, galacakda bu qiymat idxal qiymatina barabarla~acakdir (har bir kub metr 
il~iln 2004-cil ilda taxmini 53 AB~ dollar, 2005-ci ilda artaraq 60 AB~ dollan b~kil etmi~dir). 
agar qaz va mazutun istifada saviyyasinin 75/25 oldugunu nazara alsaq, har kVts elektrik 
enerjisi il~iln yanacagm orta dayarinin 2002-ci ilda $0.0138/kVts-dan 2004-cil ilda $0.0217/kVts 
artacag1 gozlanilir. Bu nisbatda qazm idxal dayarina asaslansaq, har kVts elektrik enerjisinin 
dayari $0.0268 olmas1 gozlanilir. Bu qiymatlandirmalari istifada edarak, layihala~dirilan 

Azarenerji il~iln yanacaq maliyya xarclari 2005-cil ilda 563 milyon AB~ dollan ta~kil edacakdir 
(har kVts il~iln yanacagm orta xarclarina asasan). Idxal olunan qazm natural dayarina asasan, 
iqtisadi dayar taxmini 24 faiz art1q olacaqdir (696 milyon AB~ dollan). 

Malumatlann haz1rki q1thgm1 nazara alaraq, hazirki Azarenerji ~abakasinda SCADA/EMS 
sisteminin qura~dmlmasmdan alda olunucaq yilk:sali~i daqiqlikla proqnozla~d1nnaq milmkiln 
deyildir. Yanacagm istifadasinin 1.5% azalmas1 ila alaqadar ehtiyatli qiymatlandirma beynalxalq 
tacrilbaya asaslanir. Yanacagm layihalandirilmi~ ilmumi dayari 2005-cil ilin yuxanda tasvir 
edilmi~ orta va natural dayarlari asasmda hesablanm1~d1r va Bum&Roe -nun haz1rlad1g1 Talabat 
Proqnozunda12 gosbrilan talabat proqnozlanna proporsional qaydada arttm1 taxmin edilir. 
SCADA sisteminin qura~dmlmas1 ila alaqadar alda olunacaq qanaat 2010-cu ilda (sistemin 
birinci istismar edilma iii) maliyya analizi il~iln 9.1 min. ABD va iqtisadi analiz il~iln 11.2 
mln.ABD miqdannda qiymatlandirilmi~dir. Bu qanMtlar talabatm art1mma proporsional qaydada 
illik asasda artacaqdtr. 

Orurmada daha kicik itkilar: Azarbaycanm elektrik enerji sistemi 2002-ci ilda texniki itkilarinin 
11,8% haddinda oldugunu gostarmi~dir. Bu 2000-ci ila qadar illik 16% haddinda olan itkilarin 
azalma prosesini aks etdirir. Kommersiya itkilarinin 2000-ci ilda talab olunan 0%-dan 2002-ci 
ilda 5.2%-a artd1g1 bir vaxtda, bu azalmanm texniki saviyyanin yilk:salmasi naticasinda alda 
edildiyi barada bir ~ey soylamak ~atindir. Otilrma sisteminin texniki itkilarinin 5% haddinda 
oldugu gosbrilir. 

SCADA-nm tatbiqi milli otilrilcil sistemin samarali istifadasina, naticada, otilrma ilzra ilmumi 
itkilarin azalmasma imkan verncakdir. Bela inki~aft, planla~dirmada oldugu kimi, Ol~mak ~ox 
~atindir, bununla bela, digar sistemlarla tacrilba bunun b~ veracayini taxmin edir. Bu analiz 
ii~iln inki~af 0.5% qabul edilmi~dir; bu otilrma zamam yaranan itkilarin haz1rki 5%-dan 4.5o/o-a 
d~masini taxmin edir. 8lda olunmu~ xeyirlar istifada olunmayacaq yanacagm ham iqtisadi, ham 
da maliyya terminlarinda olan dayarinda ol~illmil~dilr. 2010-cu ilda Aarenerjinin maliyya xeyiri 
3.0 mln.ABD, iqtisadi xeyiri isa 3.7 mln.ABD olmas1 layihalandirilmi~dir. 

Daha kicik lstismar Xarclari: Malumatlarm qeyda ahnmas1 va otilrillmasi Azarenerji daxilinda 
ahamiyyatli miqdarda resurslann istifadasini calb edir. ~irkat SCADA-nm tatbiq olunmas1 ila 

12 "Bums & Roe" ~irbti: Elektrik Stansiyalanna va Otilriicu Sistemina investisiya Talablari ili;:un Prioritetlarin 
Tayini, Noyabr, 2003 
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alaq~ar, illik 315,400 AB!;I dollan miqdarmda amaliyyat xarclari iizra yaranacaq qanaatin 
smetasm1 hazulam1~d1r. Qanaatin ahata etdiyi sahalara milhasibat w;:otu va maliyya ilzra hilsabat 
verma, texniki-iqtisdi malumatlarm hazulanmas1, maliyya malumatlarmm kompyuterla~dirilmi~ 
hazulanmas1, kadr ehtiyatlannm istifadasi, amaliyyat va idaraetma i~larinin (8i) 
kompyuterla~dirilmasi, rabita xarclarinin azalmas1, va investisiyarun planla~dmlmas1 daxildir. 

Eyni zamanda yeni SCADAIEMS sistemi ili;:iln alava ai xarclari olacaqdu. Bu cilr tip sistemlar 
ilzra beynalxalq tacrilbaya asasan, ai ilzra alava xarclar har ii kapital qoyului;:u ilzra xarclarin 
l.5% haddinda, taxmini (qiymatin gostarilmasi qadagan edilmi~dir) AB~ dollan hacminda 
qiymatlandirilmi~dir. 

Aczlma Vaxtlarmm Azaldzlmasz: Milasir SCADA sisteminin tatbiqi elektrik otilrilcil sistemda 
b~ vermi~ ai;:1lmalar1 tez vaxt arzinda barpa etmaya imkan veracakdir. <;ilnki, bu sistemin 
dispeti;:erlarlar tarafindan ilmumi idaraedilmasi daha tez va daha daqiq olacaqdtr. agar qaza 
geni~ arazini ahata edarsa, ola bilsin ki, sahv naticasinda b~ veran qaza q1sa milddatli olsun, 
barpa olunma prosesi bazi vaxt talab edardi. Bir qayda olaraq, barpaetma vaxhm orta milddat 
kimi ili;: saatdan bir saata endirmak olar, bu da ai;:1lma zamam yaranan iqtisadi itkilari azaltmaqla 
naticalanardi. 

Regional va ya olka hacminda boyilk miqyash ai;:1lmalarla alaqadar malumatlar glistarir ki. bu 
ciir ai;:1lmalar nadir hallarda b~ verir. 2003-cil ilda 16 ai;:tlma olmu~dur va bu zaman ai;:1lan gilc 
97 MVt ila 845 MVt arasmda olmu~dur. Bunlarm ciddi sabablar ilzilndan ba~ vermasina 
baxmayaraq, ai;:1lma vaxh 20 daqiqadan i;:ox olmam1~du va bu milddat SCADA sistemi ila 
ahamiyyatli daracada azaldtla bimayacakdir. 2002-ci ilda sistemin kaskadvari ai;:tlmalar 
naticasinda olka miqyasmda boyilk ai;:1lma ba~ vermi~dir. Bu vaziyyatin dtizaldilmasi ili;:iln 
qazanm b~ vermasi vaxtmdan · sonrak1 biltiin giln daxil olmaqla, 22 saat vaxt talab olunmu~dur. 
Bu hadisa ila alaqadar sistem ilzra itki 6181 MVts, maliyya ekvivalentda har kVts. ili;:iln orta tarif 
20 AB~ dollart gOtilrillmakla, 125,000 AB!;I dollar1 ta~kil etmi~dir. Bu dayanmanm elektrik 
enerjisinin satl~ qiymati ila onun dayi~an istehsal qiymati arasmda ancaq farqi itiracak Azarenerji 
ili;:iln bunun xeyiri az olacaqdu. Tariflarin ~ag1 saviyyada olmasm1 nazara alaraq, maliyya ilzra 
xeyir ahamiyyatli daracada deyildir. 

iqtisadiyyat ili;:iln faktiki iqtisadi itki ahctlarm ai;:tlma zamam itirilmi~ enerji haqq1m odamaya 
haztr olmalan kimi gostaricilarda qiymatlandirilmi~dir. Bu analiz ili;:iln odamaya haz1r olma 
taxminlara asaslanaraq qiymatlandirilmi~dir. Bela ki, enerji kasilan zaman istehlaki;:Ilar elektrik 
enerjisi ila tamin olunan xidmatlari odamak ili;:iln elektrik enerjisina altemativ olan manbalara 
milraciat edacaklar va bu altemativ variantlann dayari i;:ox yilksak olacaqdtr. Bu cilr altemativ 
varintlarm geni~ diapazonu movcuddur, bura: isitma maqsadi ili;:iln qaz, neft va agac, 
i~1qlandtrma ili;tln ag neft va sanaye, ahali va kommersiya istehlaki;:1lan ili;iln dizel generatorlar 
olmaqla, elektrik enerjisina altemativ manbalar daxildir. 

Azarbaycanda odamaya haz1r olman1 ilzra qiymatlandirmani asasland1rmaq iii;:iln alda oluna 
bilacak mahdud sayda malumatlar vardu, lakin son malumatlar taxmin edir ki, bu i;:ox yuxan ola 
bilar. Olkada tayin olunan talabatin qiymat elastikliyi 13 taxmini - 0.2-dir, yani istehsal 

13 Azarbaycanda ahaliya verilan elektrik enerjisi tariflarinin yenidan balanlasdmlmasmm social mOhita, bnd 
icmasma va atrafmilhita gostardiyi q1sa milddatli tasirlar, 14 iyul, 2004 
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qiymatklrinin I 0% art1m1, agar galirin saviyyasi sabit qalarsa, istehlakm 2% enmasidir. Bir 9ox 
digar olkalarda olan gosbricilarn gorn bu 9ox ~ag1d1r. Masalan, Hindistanda ox~ar elastiklik -
0.29 ikl -0.5 I arasmdadtr, ABS va ingiltarn kimi inki§af etmi~ Blkalarda bu mqam adatan -0.5-
dir. Bela statistik qiymatlandirma sahv tasavvilr yarada bilar, lakin a§ag1 manfi qiymat 
elastiklikliyi ahali istehlala 9ox dayi~mooan yilksak qiymatlarla 5damaya hazu olmasm1 taklif 
edir. Lakin, bela statistik gostaricilar asas qiymat mqamlarini aks etdirmir. 

Odamaya haztr olma milxtalif istehlak9tlar arasmda, prinsipca, istfada olunacaq istehlak9tlarm 
orta 6190lmil~ kamiyyat diapazonuna gBrn dayi§acakdir. Qafqaz Va Markazi Asiya olkalari 090n 
yuxaridaki qiymatlandirmalarn asaslanaraq, dizel ila enerji istehsalma $0.16/kVts, sanaye va 
kommersiya 090n bu normal altemativ rnqamdir va ag neft ila i§tqland1rma 09iln $0.25/kVts 
mantiqa uygun rnqamdir. Enerji satt§tmn taxmini 60% ahali va kommersiya istehlak9tlarma 
payma dO~Or, buna gorn da orta ol9illmil§ $0.215/kVts kamiyyat elektrik enerjisinin iqtisadi 
dayari kimi istifada olunmU§dur. Buna asaslanaraq, 2002-ci ilda actlmarun taxmini dayari 1.32 
min.AB~ dollan olmu§dur. 

Milasir SCADA sistemi bela a9tlmam daha tez bir zamanda aradan qaldtrmaga imkan vermi~ 
olard1, bu vaxtm :ln az1 yans1 qadari. SCADA sisteminin laz1mhhgmm qiymatlandirilmasi 
problemi bu tip nadir hadisalarin tezliyinin qiymatlandirilmasindan ibarntdir. Bu cilr hadisalarin 
har dord ildan ba~ veracayi taxmin edilarsa, SCADA/EMS sistemi 2002-ci i1 a9tlmasmm 
dayarinin yansm1 azaltm1~ olard1, bu da iqtisadi gostaricilarda 0.66 min.ABS dollar1dtr. 

V axtz Uzadzlmzs Generasiya Xarclari: Otilrilcil sistemda itkilarin azald1lmas1 va elektrik 
enerjisinin idxah daxil olmaqla, elektrik stansiyalannm i~inin planl~dmlmasmm yilksaldilmasi 
movcild enerji istehsal sistemini alava gilclarsiz uzun milddat arzinda istismar etmak imkant 
verncakdir. Bu cilr langima ila alaqadar yaranan xeyir bore ilzra faizlarn ekvivalent ol9illmil§ 
(maliyya va iqtisadi) kapital qoyulU§lan ilzra qanaatlarn ekvivalent ola bilardi. Bum&Roe oz 
tadqiqatinda taklif etmi§dir ki, yeni 400 MVt-hq buxar-qaz qurgusu 2007-ci ild1 tikilsin. Bu tip 
blokun mxmini dayari 200 mln.AB~dollan olmas1 bxmin edilir. Bu cilr xarcin bir i1 arzinda 
langidilmasi 10 mln.ABD-dan 30 mln.ABD-dak maliyyala~dirma xarclarinin 
(maliyyala§dirmanin gilza~tli va kommersiya tipli olmasmdan as1hd1r) langida bilardi. iqtisadi 
xeyirin az olmas1 faizdan as1hd1r haqiqatan isa faiz hans1 ki alma bilardi bu mablagin bir ii 
arzinda investisiya hans1 ki 10% olmaqla birdafalik 1 mln.ABD ila 3 mln.ABD arasmda Burada 
§arti iqtisadi samarn bu cilr mablagin bir i1 arzinda investisiya olunmas1 zamant, langidilan 
maliyya xarclarinin I 0% hacminda 1 mln.ABD ila 3 mln.ABD arasmda birdafalik xeyirin 
almmas1du. Vaxt se9ilmi ila alaqadar inams1zhqla barabar (bir 9ox digat amillar, bura tarif 
art1mlan, son istehlak91lann effektivliyinin yilksaldilmasi, va isitma il9iln daha a§ag1 dayarli 
yanacaqlara giri§in alda olunmasmm milmkilnlilyil yeni generasiya gilclarina ehtiyac1 
ahamiyyatli l:lngida bilar), alda olunacaq xeyirin az oldugunu nazarn alaraq, onu ozilnil od:lma 
normalart ilzrn (IRR) hesablamalardan 91xartmaq barnda qarara galinmi~dir. 

SCADAIEMS uzra Vmumi Ozunu 6dama Normasz: 20 i1 arzinda SCADA/EMS sistemi ilzra 
ol9illabilan galirlar va xarclar maliyya va iqtisadi gostaricilarda a~ag1dak1 Cadval 1 va 2-da aks 
olunmu§dur. Qura§dmlmarun 2008-ci ilin axrmda sona 9atacag1 gozlanildiyi il9iln gozlanilan 
biltiln galirlarin 75%-nin 2009-cu ildan y1g1lmas1 taxmin edilir. 
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Maliyya uzra daxili ozunu odama normas1 (FJRR): Otilrilcil sistemd~ itkil~rin azaimasmdan v~ 
pianl~d1rmamn yilks~Idiim~sind~n ~Id~ oiunacaq s~m~rn yanacagm orta d~y~rinin proqnoz 
faizin~ (qaz v~ mazut arasmda nisb~t 75:25) ~sas~n hesabianm1~dir. A91Ima vaxtmm 
azaimasmdan ~Id~ oiunacaq s~m~r~ tariffar~ ~sasiamr. 20 ii ~rzind~ SCADA/EMS sistemi ilzr~ 
bazis haimda 30.2%. Bazis haida XCD (NPV) 10% diskont d~rnc~ ii~ 53. 7 min.ABD. 

iqtisadi ozilnil od~m~ normas1 (EIRR): Layih~nin iqtisadi daxili rentabellik normasm1 
qiym~tl~ndirilm~sind~ yanacagm maya d~y~rinin a~ag1 saimmas1 il9iln yanacagm s~rh~d 

qiym~tl~rind~n istifad~ oiunur. Son oiaraq, h~r kub metr il9iln 60 ABS dollarma n~~rd~ tutuiur, 
bu da A~renerji t~rnfind~n od~nil~n piania~dmian orta yanacaq qiym~tl~rind~n t~xmini 20% 
yilks~kdir. A9Ilmaiarm azaimasmdan ~Id~ oiunacaq s~m~r~ ahcllarm od~m~ hazirhg1na 
~sasianir. SCADA/EMS komponentinin iDRN (EIRR) 35.8 faiz t~yin oiunmu~dur. 10 faiz 
diskont d~rnc~ ii~ Xaiis Cari D~y~r (NPV) 73.2 miiyon ABS dollan oiacaqdir. 
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Cadval 1: Maliyya Likvidliyi - SCADA/EMS Sistemi 

2005 2006 2007 2008 2009 2010 2011 2016 2021 2026 

Cerni otirilmisdir (GVts) 25,926 26,294 26,668 27,047 27,431 27,821 28,272 30,506 32,942 38,189 
Yanacaqin Deyeri/kVts (orta) 0,0217 0,0217 0,0217 0,0217 0,0217 0,0217 0,0217 0,0217 0,0217 0,0217 
Yanacaqin proqnoz deyeri $milyon 563 571 579 587 595 604 614 662 715 829 

Xercler (Borcalanin telebl ile qlymetin 
gesterilmesi qadaqandir) 

Gelirler 
Azaldilmis emeliyyat xercleri 
Emeliyyat xercleri uzre qenaetler 237 315 315 315 315 315 
Otunne zamani azaldllmis itkiler 
Artirilmis oturme effektivliyi 0,5% 
Azaldilmis ltkiler GVts 103 139 141 153 165 191 
Yanacaq deyeri uzre qenaetler $'000 2,233 3,019 3,068 3,311 3,575 4,145 
Paylamanin yuksek effektivliyl 
Sistem uzre toplam effektivlik 1,5% 
Yanacaq deyeri uzre qenaetler $'000 6,699 9,059 9,205 9,933 10,726 12,435 

Neqd vesait aximi Netto (Borcalanln 
telebi ile qiymetin gosterilmesl 
qadaqandir) 

IOON 30,2% 
QTD@ 10%-$ milyon $ 53,69 

Qeyd - illik !:)elirlerin 75% 2009-cu ile tesaduf edir 
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Cadval 2: lqtisadi Likvidlilik- SCADA/EMS Sistemi 

2005 2006 2007 2008 2009 2010 2011 2016 2021 2026 

Cerni Otirilmisdir (GVts) 25,926 26,294 26,668 27,047 27,431 27,821 28,272 30,506 32,942 38,189 
Yanacaqin Deyeri/kVts (marginal) $/kVts 0,0268 0,0268 0,0268 0,0268 0,0268 0,0268 0,0268 0,0268 0,0268 0,0268 
Yanacaqin proqnoz deyeri $'000 696 706 716 726 736 747 759 819 884 1 025 

Xercler (Borcalan telebi ile qiymetlerin 
gosterlmesi qadaqandir) 

Gellrler 
Azadllmis emellyyat xerclerl 
Azenerjinin qiymetlendirilmesi 237 315 315 315 315 315 
Otlrme zamani azaldilmls itltiler 
Oturmenin yukseldilmis effektivliyi 0,5% 
Azaldilmis itkiler GVts 103 139 141 153 165 191 
Yanacqin deyerinde qenaetler 2,761 3,733 3,794 4,094 4,421 5,125 
Paylamanin yukseldilmis effektivliyi 
Sistemin elde etdiyi toplam effektivlik 1,5% 
Yanacaqin deyerinde qenaetler 8,283 11,201 11,382 12,282 13,263 15,375 
Genis-miqyasli acilmanin surekliyinin azaldilmasi 
Azadilmis acilmalardan qenaetler 660 

Neqd Vesait Axlmi Netto (Borcalanin 
telebl lie qiymetlerin gosterilmesi 
qadaqandir) 

IOON 35,8% 
QTD@ 10%-$ milyon $ 73,22 

Qevd - illik gelirlerin 75%-1 2009-cu ile tesaduf edir 
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8lda olunmu~ bazis hah naticalarinin hassashgm1 a~ag1da gostarilmi~ asas taxminlara 
qar~1 yoxlamlm1~dir: 

• kapital xarcin 50% artmas1; 
• elektrik enerjisi ilzra "al9aq" talabatm istifadasi (bax Qo~ma 2, 8lava 1); 
• effektivliyin az yilksaldilmasi (planl~d1rmanm yax~1la~dmlmas1 yolu ila, 

otilrilcil itkilarin azalmas1) 

Hassashgm analizi Cadval 3-da verilmi~dir. Biltiln hallarda odama normalan In all 
instances, the rates of return remain satisfactory despite significant adverse changes in the 
base case assumptions. 

Cadval 3: SCADA/EMS iizra Hassashq Analizi 

i Bazis iizra d;.,yi$iklik FIRR EIRR 
: Hee bir 30.2% 35.8% 

kapital xarcin 50% artmas1 21.4% 26.1% 

Elektrik enerjisina al9aq talabat proqnozu 27.7% 33.0% 

Effektivliyin ilmumi art1m1 - 1.5%1 
23.9% 28.7% . . . .. 

Qeyd: Bazis halda effekttvhym ilmum1 art1m1 2% olmas1 taxmm ed1hr 

1.2 B Komponenti: Otiiriicil Sistemin B;.,rpas1 

Bu sub layihalarin qiymatlandirilmi~ ilmumi dayari ( qiymatin gostarilmasi qadagandir) 
milyon ABS dolland1r, bura: otilrilcil xatlar il9iln (qiymatin gostarilmasi qadagandir) 
milyon ABD, transformatorlann dayi~dirilmasi (qiymatin gostarilmasi qadagandir) 
milyon ABD, va garginliyin tanzimlanmasi va qurgulann qura~dmlmas1 il9iln (qiymatin 
gostarilmasi qadagandir) milyon ABD daxildir. 

Otiiriicii Xatlarin Barpas1: Movcud yilksak garginlikli otilrilcil xatlarin barpas1 iki yol ila 
slibut olunur: 

• xatlar imkanlan daxilinda i~layirlar va talabatm artmas1 ila enerji tachizatI 
artacaq va nataca kimi xatlarin gilcil artmlmahd1r; 

• xatlarda qazalann azald1lmas1 a91lmalarm azalmasma gatirib 91xanr. 

Birinci yol hazirda taklif olunan layihalarin he9 birina tatbiq olunmur. Sistem ilzra 
analizin apanlmamasma baxmayaraq, Bums&Roe ~irkatinin sistemin qiymatlandirilmasi 
ilzm apardigi analiz hazirda tam gilcil ila i~layan xatlari milayyan etmi~dir. Biltiln xatlar 
110 kV-luq olm~ va burada layihada ad1 9akilan xatlardan he9 biri olmanu~dir. Bu xatlar 
ilzra tamin olunmu~ malumatlar tasdiq etmi~dir ki, hazirki pik carayanlarda bu xatlarin 
he9 biri layiha ilzra maksimuma 9atmam1~lar. 8lava olaraq, qeyd edilmalidir ki, 
yax~1la~dirma tipi kimi tasvir olunan, bir qayda olaraq, dayaqlann avazlanmasi, 
imkanlann artmlmas1 tipi demak deyildir. 
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T::lklif olunmu~ layih::ll::lrin s::lm::lrnl::lri, ilkin olaraq, avadanhqlarda milt::lmadi yaranan 
pozgunluqlarm n::ltic::lsi kimi a9Ilma vaxtlarmm azalmasmdan ::lm::ll::l g::llir. M::llumdur ki, 
b::lrpa olunacaq x::ltl::lrd::l axrmc1 il9 ii ::lrzind::l enerji a9Ilmalan il::l n::ltic::ll::ln::ln q::lzalar ha~ 
vermi~dir. C::ldv::ll 4 2003-cil ild::l a9Ilmalar bar::ld::l m::llumatI ::lks etdirir V::l gost::lrir ki, 
layih::ly::l daxil olan X::ltl::lrd::l a9tlmalar tez-tez V::l silrnkli davam etmi~dir. 

Cadval 4: Otiiriicii Xatfarin Faaliyyati: A~dmalar va Siiraklilik 

Xattin ad1 2003-cii ilda UmumiBo~ 
a~dmalarm say1 dayanmalar (saat) 

500 kV-luq 2 Ab~eron 12 47 
330 kV-luq 1 Ab~eron 16 138 
220 kV-luq 1 81i-Bayramh 15 83 
220 kV-luq S::lng::l9al 13 71 
220 kV-luq 3 Ab~eron 9 45.5 
20 kV-luq 4 Ab~eron 8 45.5 
220 kV-luq lMing::l9evir 17 131.5 
220 kV-luq 2Ming::l9evir 10 93 
220 kV-luq 2 8li-Bayramh 6 60 
220 kV-luq Agsu 8 54 
330 kV-luq 4 81i-Bayramh 6 32 
110 kV-luq 1 8l::lt1 5 17 
110 kV-luq 1 B::lrd::l1 5 624 
110 kV-luq 1 Kilrd::lmir 20 148 

8l::ld::l olunan bu m::llumatlan a91qlamtr: (i) ai;Ilmanm n::ltic::lsind::l X::ltt vasit:lsi il:l 
otiliiil::lc::lk gilc::l ekvivalent gilciln itirilm::lsi il::l ha~ verdimi; (ii) bu gilciln s::lviyy::lsi n::l 
q::ld::lr idi; (iii) n::l q::ld::lr qilsurlar ::lV::lZl::ln::lc::lklb::lrpa olunacaq avadanhlarm s::lb::lhind::ln 
yaranm1~dtr. Lakin, a9Ilmalar ilzrn m::llumatlann analizi t::lxmin edir ki, bu a9Ilmalar bir ii 
::lrzind::l V::l gilniln milxfalif vaxtlannda ha~ vermi~dir. Buna gor::l faxmin edilmi~dir ki, 
a9Ilmalar ha~ vermi~dir orta olaraq x::ltl::lrin bazis yilkl::lm::lsi vaxtI a9Ilm1~lar, bu gost::lrir 
ki Ottirtil::ln pik C::lrnyanm 62% V::l bu gilciln 50% faktiki o}araq istehlak91}ar il9iln 
itirilmi~dir, bu 0 dem::lkdir ki, y::lni 50% istehlaki;tlara altemativ yolla otilriilmil~dilr. 8g::lr 
a9Ilmalar daha i;ox yilkl::lnm::l dovrilnd::l ha~ vernrs::l, itkil::lrd::l bir o q::ld::lr 9ox olacaqdtr. 
Dmumi itirilmi~ MVts-lar c::ldv::ll 5-da gost::lrilmi~dir. 

77 



Cadval 5: A-rdmalarm va Enerji itkilarinin Qiymatlari 

Xatlar Pik Bazis Umumi itiril:m 
ca ray an carayan1 A-rd ma Enerji 2 

(A) (A) (saat) (MVt) 
500 kV-luq 2 Ab~eron 925 573 47 10,483 
330 kV-luq I Ab~eron 700 434 138 15,387 
220 kV-luq I 8li-Bayramh 950 589 83 8,373 
220 kV-luq S:mgai;:al 800 496 71 6,031 
220 kV-Iuq 3 Ab~eron 600 372 45.5 2,899 
220 kV-luq 4 Ab~eron 600 372 45.5 2,899 
220 kV-luq I Mingai;:evir 550 341 13 l.5 7,680 
220 kV-luq 2 Mingai;:evir 600 372 93 5,925 
220 kV-luq 2 81i-Bayramh 800 496 60 5,097 
220 kV-luq Agsu 550 341 54 3,154 
330 kV-luq 4 81i-Bayramh 950 589 32 4,842 
110 kV-luq 1 Barda 1 250 155 624 8,283 
I) 62% pik c:irnyan 
2) bazis c:ir:iyannm 50% g.:irginlik vaxtma 1,73 gilc :imsalma vurmaqla a~1lma vaxtmm davam etm:isinin 0.9 

d:ifa oldugu ~xmin edilir 
Qeyd: 2003-cil ild:i itirilmi~ MVts Uzr<i Az:irenerjinin m;ilumatlar1 hesablarum~ k:imiyy:itd:in xeyli yilks:ikdir. 
Hesablanm1~ k:imiyy:itl;ir g:ilirbrin analizind:i istifad:i edilmi~dir. 

Yuxanda qeid edildiyi kimi, orta topdansat1~ tairffori ila istehlak91lar il9iln itirilmi~ 
elektrik enerjisinin bmiyyatinin qiymatlandirilmasi gostaracakdir ki, Azarenerjinin 
hazirki tariflarin dayi~an tachizat qiymatlarindan az oldugu bir vaxtda taklif edilmi~ 
takmilla~dirmalarin hayata ke9irilmasindan Azarenerji il9iln maliyya xeyri ki9ik va ya 
he9 olmayacaqdir. Paylay1c1 ~irkatlarin da maliyya itkilari olacaqdtr va istehlakm 
haqiqatan labild oldugunu va sadaca olaraq ba~qa vaxta langidila bilmazmazliyini nazara 
alaraq, bu itkilari paylanan elektrik enerjisinin maya dayari ila onun sat1~ dayari arasmda 
olan orta farq tizra hasablana bilar. iqtisadi gostaricilarda ay1lmalar ila alaqadar yaranan 
itkilarin daha 9ox dayari vard1r. 

Son taxminlar taklif edilmi~ takmilla~dinnalarin ay1Jmalarm azaldtlmasma imkan veracak 
darncaya aiddir. Guman edilir ki, Azarenerji qaazalann ancaq ilmumi adi saooblarinin 
diaqnozunu aparm1~dIT, lakin hammm yox. Buna gora da taxmin edilirdi ki, 2003-cil ilda 
b~ vermi~ aytlmalann 60%-i taklif olunm~ takmilla~dirmalar vasitasi ila aradan 
qaldmlacaqdIT. 

Cadval 6-da bu ehtimallar asasmda milxtalif otilrilcil komponentlarinin iDRN (EIRR) 
verilir. 
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Cadval 6: Otiiriicii Xatlar ii~iin Qiymatlandirilmi~ iqtisadi Oziinii Odama Normas1 

X;:,rc Xeyir iDRN @10% 
Xatlar $'000"' $'000 (20 ii) $'000 

500 kV-luq 2 Ab~eron 1,352 62% 6,067 
330 kV-luq 1 Ab~eron 1,985 68% 9,058 
330 kV-luq 4 oli-Bayramh 625 441% 3,082 
220 kV-luq 1 oli-Bayramh 1,080 53% 4,662 
220 kV-luq S::mg::ii;al 778 61% 3,876 
220 kV-luq 3 Ab~eron 374 91% 2,126 
220 kV-luq 4 Ab~eron 374 64% 1,873 
220 kV-luq 1 Ming::ii;evir 991 162% 4,838 
220 kV-luq 2 Ming::ii;evir 764 176% 3,744 
220 kV-luq 2 oli-Bayramb 658 69% 3,339 
220 kV-luq Agsu 407 65% 1,885 
110 kV-luq 1 B::ird::i 1 1,068 116% 5,566 

Umumi Otfiriicii Komponent fizra 10,456 76% 26,273 

*) Borcalamn talabi ila xarclarin qiymatlarinin gfistarilmasi qadagandu. 

Cadval 6-dan gorUndilyil kimi 110 kV-luq I elat xattini ~1xmaq ila taklif edilmi§ 
takmilla§dinnalar yiiksak iDRN taklif edir, xiisusan da ki~ik investisiyalar il~iln (l va 2 
Minga~evir, 4 8li-Bayramh). Milmkilndilr ki bu ki~ik investisiyalar il~iln a~1lma 
vaxtlannm azalma daracasi hesablamalar il~iln taxmin edilan 60%-dan 3.§ag1 olacaqdu, 
bela ki, bu qiymat ehtibarh asasa malik deyildir. Lakin, iDRN bOyilk investisiyalar il~iln 
da yiiksakdir va bu halda qaza hallannm ~oxuna sabab olan dayaqlarm avazlanmasi 
taxmin edilan takmilla§dirmalarin alda olunmasma sabab olacaqd1r. Dmumiyyatla, bu 
xatlarin malik oldugu aydm ~at1§mamazhqlar1 ila birlikda, elektrik enerjisinin iqtisadi 
dayarina asaslanan qaza hallanrun yiiksak dayari investisiyalarm btltUn hallarda iDRN 
yiiksak olacagm1 taxmin edir. 

Elektrik enerjisinin "odamaya hazu olma" dayarinin qiymatlandirilmasi ila alaqadar, 
dani§iqlar il~iln har zaman otagm oldugunu nazara alaraq, imkan verilmayan ~tlmalarm 
iqtisadi dayarinin mil§ahida edilmi§ minimum dayara, yani orta parakanda sah§ tarifina 
ekvivalent olmasm1 taxmin edilarak, hassashq analizi yerina yetirilmi§dir. Bu, Otilrilcil 
xatlarin barpas1 komponentlarinin iDRN-nii kaskin §akilda azaltmt§dlf. Lakin, ancaq, 12 
sublayihadan 3-il 10%-dan a!jag1 (220 kV-luq l eli-Bayramh, 220 kV-luq Sanqa~al va 
220 kV-luq 4 Ab§eron xatlari) ta§kil etmi§ va paket halda cami orta ol~Ulmti§ nonna 
13.8% olmu§dur. 

Transformatorlarm avazlanmasi: Transfonnatorlarm avazfanmasi ila alaqadar <lord 
layiha bu komponenta daxil edilmi§dir. Bunlardan 3-il transfonnatorlan istehsal gilclarina 
yaxm olan yar1mstansiyalara aiddir. Dordilncil, Mil§viq tacililik bax1mmdan bir o qadar 
vacib deyil, bela ki, onun sonrak1 10 ii arzinda artacaq yilklari odamak imkanma malik 
kifayat gilcda transformatorlara malikdir. Bununla bela, yanmstansiyanm yerla§diyi 
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milnasib ;Jrazini V;J burdan bir s1ra vacib dovl;Jt obyektl;Jrinin qidaland1g1m n;Jz;Jrn alaraq, 
ancaq mhlilbsizlik V;J etibarhhgm t;Jmin olunmas1 bax1mmdan yar1mstansiyanm b;Jrpaya 
ehtiyac1 silbut oluna bil;Jr. 

Y ar1mstansiyalarda transformatorlar istehlak9Ilan elektrik enerjisi il;J t;Jchiz ed;Jn dar 
arahq fonnasmda faaliyy;Jt gost;Jrirl;Jr. Transfonnatorlar yilkl;Jn;Jrs;J, yilkiln ax1mm1 
nizamlamaq ii9iln birinci olaraq istehlak9ilann m;Jhdud say1 pik yilkl;Jnm;J zamanmda, 
;Jg;Jr yiikl;Jnm;J davam ed;JTS;J, daha 9ox sayda istehlak9Ilar daha uzun mildd;Jt il9iln enerji 
m;Jhdudiyy;Jtin;J m;Jruz qala bil;Jr. 8g;Jr transfonnatorun gilcii pik t;Jl;Jbatm t;Jxmini 62% 
h;Jddnd;Jdirs;J, bu milli yilkl;Jnm;J s;Jviyy;Jsinin bazis gosmricisidir, faktiki bu, t;Jdric;Jn 
potensial t;Jl;Jbatm artmas1 il;J artacan, yar1mstansiyamn yilk ax1mmin sabit itirilm;Jsi 
V;Jziyy;Jtinin yaranmas1d1r. 

N;Jtic;Jd;J gilc ;Jld;J olunmam1~d1rsa, transfonnatorun artm1~ gilcilnd;Jn xeyir azd1r. Bu da 
transformatorun ozilniln artmlm1~ m;Jhsuldarhgmda 9ox olmayan s;Jviyy;Jni t;J~kil edir. 
Lakin, ;Jg;Jr gilc ;Jld;J olunmu~ursa V;J ;Jlav;J yilk at1lm1~d1rsa, bu zaman xeyir artacaqdir 
V;J o il ;Jrzind;J gilc artmas1 il;J b;Jrab;Jr 9oxalacaqdir. T;Jklif olunm~ layih;Jl;Jrin h;Jr biri 
il9iln ozilni.i od;Jm;J nonnalannm d;Jqiq hesablanmas1 spesifik yanmstansiya t;Jrnfind;Jn 
xidm;Jt gost;Jril;Jn ;Jrazi il9i.in yilk-t;Jl;Jbat ;Jyrisi Uzr;J m;Jlumatlan V;J h;Jm9inin bu ;Jrazi 
il9iln t;Jl;Jbat poqnozunu barnd;J m;Jlumatlan t;Jl;Jb edir. Bu m;Jlumatlann olmamas1 
~;Jrtind;J milli yilk-t;Jl;Jbat ;Jyrisi milli t;Jl;Jbatm bazis proqnozu kimi q;Jbul olunacaqdtr. Bu 
milli yilk-t;Jl;Jbat ;Jyrisinin t;Jhli]i gosrorir ki, burada yilkiln bazis s;Jviyyy;Jsi il;J (pik 
t;Jk1batm 62%) V;J pik yilkl;Jnm;J arasmda yilki.in X;Jtti d;Jyi~m;Jsin;J m;Jntiq;J uygun 
yana~ma movcuddur. T;Jl;Jbatm bazis proqnozunun 1.4% illik art1m tempi 2010-cu ild~n 
sonra ilJik J .6% artacag1, m;Jcburi a9ilmalann artan t;Jl;Jbati (transformatorlann bazis ilzr;J 
yilkl;JOm;Jsinin indiki pik yilkl;Jnm;Jl;Jr;J ekvivalent olan noqrosi) yeni transfonnator 
gilcl;Jrinin olmamas1 ~;Jraitind;J 20 ii ;Jrzind;J ;Jld;J olunmayacag1 m;Jnas1m verir. 

H;Jr bir t;Jklif olunmu~ layih;Jnin iqtisadi daxili rentabellik nonnasm1 qiym;Jtl;Jndinn;Jk 
il9iln a~ag1dak1 t;Jxminl;Jr O;JZ;Jr;J almmahdu: 

1) ;JV;JZl;Jn;Jn transfonnatorlar 2006-ci ild;J qura~dmlacaq; 

2) movcud transfonnatorlarm tam yilkil il;J 2006-ci ild;J q;Jna;Jtb;Jx~ gi.iciln 
olmamas1 S;Jb;Jbind;Jn m;Jcburi a9dmalar 0-du; 

3) illik 1.4% olmaqla t;Jl;Jbat be~ ii i.i9iln artu, V;J sonrakI illik 1.6% il;J; 
4) ilkin olaraq, bu artiln yilkiln 5%-i atdacaqdir, sonradan h;Jr il 1 % 

artamas1m Il;JZ;Jrn alaraq (oz ;Jm;Jliyyat gilcilnd;J i~l;Jm;Jy;Jn Mil~viqi 

91xilmaqla); V;J 
5) on illik qiym;Jtl;Jndirm;J dovril istifad;J olunur 

C;Jdv;Jl 7-d;J layih;Jnin h;Jr bir yanmstansiyas1 il.zr;J bu qiym;Jtl;Jndirm;Jnin n;Jtic;Jl;Jri ;Jks 
olunmu~dur 
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C3dV31 7: Transformatorlarm av3zfanm3si ii~iin iqtisadi Oziinii 
Qd3m3 Normalar1 

Yar1mstansiyalar Kap ital Orta Illik iDRN XCD@l0% 
X3rc G3lir (10 ii) ABD'OOO 
ABD'OOO* ABD'OOO 

330 kV-luq imi~li 5,043 46% 16,067 
330 kV-luq G~nc~ 2,521 64% 8,536 
110 kV-luq Qala 1,765 51% 4,990 
220 kV-luq M~viq - NA (3,487) 
C3mi 9,329 35% 15,021 
Transformatorlar 
Komponentiiizr3 
*) Borcalarun t~l~bi ii~ qiym~tl~rin gost~rilm~si qadagandir. 

Transformatorlarm ~v~zl~nm~si layih~l~rinin iqtisadi ozUnU od~m~ normalan (EIRR) 
t~xmin edil~n a~1lmalarm iqtisadi d~y~rl~rin~ h~ssasd1rlar. M~s~l~n, istehlak~1larm 
"od~m~y~ hazir olma" d~y~ri $0.215-d~n hazirda movcud orta tarifa ($0.021/kVts) q~d~r 
azalarsa, dord sublayih~nin iDRN normas1 m~nfi 3-~ du~~c~kdir. ag~r "od~m~y~ hazir 
olma" d~y~ri $0.1-~ olarsa, iDRN normas1 Uzr~ paket 20% olacaqdir. 

Yarimstansiya/arm barpas1 iizra digar layihalar: Guman edilir ki, Ya~ma v~ Yevlaxda 
paylay1c1 qurulu~larm v~ aI~td~ batareyalarm ~v~zl~nm~si "t~cili-vacib" layih~l~r 

yanmstansiyalarm tamhgmm qorunmas1 U~Un n~z~rd~ tutulmu~lar. Avadanhqlarm 
~atJ~mamazhqlan ii~ ~laq~dar yaranacaq q~zalan ~vv~lc~d~n gorm~yin ~~tin olmas1 ii~ 

b~rab~r, bUtUn hallarda avadanhqlar ozl~rinin iqtisadi omUrl~rind~n uzaqd1rlar. Bu 
stansiyalarda fachizatm tam k~silm~si a~1lmalarm v~ ~lav~ yaranan itkil~rin yUks~k 
d~y~rl~rin yaranmasma s~b~b ola bil~r. 

Maliyya Daxili Rentabellik Normas1: ilkin bOlm~l~rd~ ~sas diqq~t faklif olunmu~ 
otUrUcU x~tl~rin b~rpas1 v~ transformatorlann d~yi~dirilm~si sub layih~l~ri Uzr~ iqtisadi 
ozUnU od~m~ normalannda yon~lmi~dir. Buradan da hazirkl v~ziyy~td~ layih~l~rin yerin~ 
yetirilm~sind~n Az~renerjiy~ m~hdud h~cmd~ g~lirl~rin daxil olacag1 gos~rilmi~dir. 

Hazirk1 tarif s~viyy~l~rind~, t~chizat Uzr~ d~yi~~n x~rcl~rin tarif s~viyy~sin~ ~ox yaxm 
olmas1 s~b~bind~n, ~lav~ yUkl~rin idar~olunmas1 bacangmm (m~cburi a~1lmalarm 

azald1lmas1 v~ gUc m~hdudiyy~tl~rinin aradan qaldmlmas1 yolu ii~) ~irk~tin 
rentabelliyin~ ki~ik fasiri olacaqdir. Hazirk1 zamanda b~rpa i~l~rinin yerin~ 

yetirilm~sind~n g~l~n maliyy~ Uzr~ ~sas xeyir, avadanhqlarm daha faaliyy~t gost~rn 
bilm~m~si zamam eynil~ v~ ya potensial olan daha boyUk investisiyalardan qa~Jlma 
bacangmm olmas1dir. 

Lakin, tariffar ~~kil~n istehsal x~rcl~rini tam od~m~ s~viyy~sin~ q~d~r artarsa, elektrik 
enerjisinin a~1lmalan azalarsa v~ mUvafiq olaraq, elektrik enerjisinin sat1~1 artarsa, bu 
elektrik enerjisi ii~ t~chiz olunmu~ ~lav~ vahidl~r U~Un t~chizat Uzrn tam v~ d~yi~~n 
x~rcl~ri arasmda farql~r~ b~rab~r maliyy~ g~lirl~rinin ~Id~ olunmasma s~b~b olacaqdir. 
G~lirl~rin m~bl~gi d~yi~~n x~rcl~rn fayin olunmu~ d~rnc~d~ enib-qalxmalar v~ yUk 
art1mlar1 ii~ ~laq~dar illik ~sasda d~yi~~c~kdir. 2010-cu ii U~Un gost~ril~n r~q~ml~rd~ 
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otilrilcil sistemin barpasmdan alda olunacaq maliyya galiri 4.2 milyard manat (taxmini 
810,000 ABD) saviyyasinda qiymatlandirilir. Taxrnin edilsa ki, 2008-ci ilda tariffarin 
saviyyasi 9akilan istehsal xarclarini tam odama saviyyasina 9atacaq va ham9inin, taxmin 
edilsa ki, hazuk1 layihani nazarn almayaraq, eyni dayarda avadanhqlar 5 ii arzindan gee 
olmayaraq avaz edilir/barpa olunur, onda, otilrilcil sistemin barpas1 komponenti ili;:iln 
.MDRN norrnas1 9.1 faiz olacaqdir. agar tariflar 20 I 0-cu ila qadar i;:akilan istehsal 
xarclarini tam Odanilmasi saviyyasina i;:atmirsa, onda MDRN 8. 7 faiz olacaqdir. 
Az.arenerji ili;:iln a~ag1 MDRN norrnas1 problem kimi (tariflarin ~ag1 olmas1 
problemindan ba~qa) nazarda tutulmamahdir, bela ki, yilksak jDRN normas1 ai;:1lmalar ila 
qar~1la~mamaq ili;:iln istehlaki;:ilarm odani~lari yerina yetirmak arzusunu aks etdirir. 

Cadval 8: Oziinii Odama Normalarmm Xiilasasi 

XCD, XCD, 
iDRN milyon MDRN milyon 

ABD ABD 
SCADNEMS 36% 73.2 30% 53.7 
Otiirilcil Sistemin Barpas1 48% 83.8 ~9% (0.7) 
Otilriicil xatlarin barpas1 76% 
Transformatorlarm dayi~dirilmasi 35% 

Cami Layiha iizra (A-D Komponentla) 39% 145.1 21% 41.7 

2. Karbon Maliyyafa~dirma Plam 

Layiha, istilik elektrik stansiyalannda SCADNEMS sisteminin qura~dmlmas1 ila 
alaqadar, parnik qazlan iizrn (GHG) ahlmalann azaldilmas1 formasmda global iqtisadi 
galirlar taklif edir Milmkilndiir ki, bu iqtisadi galirlarinin bir qisminin hazuda ilzarinda i~ 
apanlan Karban Maliyyala~dirrna Layihasi vasitasi ila maliyya galirlarina i;:evrilsin.Bela 
ki, atilmalarda yaranan azalmalar karbon kreditlar kimi digar olkalara satila bilar. Bu ciir 
Karban Maliyyala~dirma Planmm tatbiq edilmasi investisiya layihala ili;:iln MDRN 
normasm1 0.8 faiz art1raraq 21.6 faiza qadar i;:atacaq va investisiya layihalarinin Xalis 
Cari Dayari 10% diskont daracasinda 2.8 milyon AB~ dollan artaraq 44.5 milyon AB~ 
dollarma i;:atacaq .. Karban ticarati ancaq 2010-2012-ci illari, yani, Kioto protokolunun 
son dovrilnil daxil edir. Lakin, ala bilar ki, razda~ma bir nei;:a ii sonraya qadar uzadilsm. 
Karban Maliyyala~dirma Layihasi Uzra ~arhlara 8lava 12-da baxmaq olar. 

3. Azarenerjinin Maliyya Dayamqbg1 
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3.1 Haz1rki Maliyy3 V3ziyy3ti 

Azarenerjinin yaxin ill:nda naqd vasait ilzra ahamiyyatli daracada defisiti y1g1lm1~dir. 
Bunun il9 asas sababi vardlr: (i) topdansatl~ tariflar amaliyat xarclarini tam odamak il9iin 
adekvat saviyyada deyildir; (ii) paylayic1 ~irkatlarin ozal idara9iliyina verilmasi ila 
alaqadar baglanm1~ milqavila ~artlarina asasan enerji y1g1mlannm saviyyasi 100 faizdan 
a~ag1 olmasma icaza verir; va (iii) asas fondlar, u9ot kitablannda oz ilkin dayarlari ila 
qeyd edilan, investisiya ilzra talablari odamak il9iln, hatta ahamiyyatli daracada xarici 
maliyya institutlanndan gilza~tli borcalmaq yolu ila, amortizasiya ayumalan ilzra qeyri
qanaatbax~ naqd vasait ax1mmm tamin edimasindan. Naticada, ~irkatin tachizat9llar ilzra 
15 trilyon manatdan (3 mlrd.ABD art1q) art1q kreditor borcu y1gilml~dir va o, yanacagm 
ahnmasma gora Hokumatin maliyya transferlarindan va bore xidmati kimi Hhdaliklari 
yerina yetirmak il9iln digar naqd vasaitlardan as1hd1r. 

A~agidak1 Cadval 9-da ~irkatin milhasibat balans1 (milhasibat ilzra yerli standartlara 
mUvafiq olaraq) ilzra 2002 va 2003-cil illar ilzra yekunlan verilmi~dir. Qeyd 
edilmalidirki, debitor borclarm ahamiyyatli hissasi (va milvafiq mablagda kreditor 
borclar) Hokumatla, paylay1c1 ~irkatlarin yeni menecmenti va Azarenerjinin kreditorlan 
ila a Ida olunan razlla~maya asasan 2001-ci ilda "dondurulmasma" baxmayaraq, 2003-cil 
ilda debitor va kreditor borclar hazirki amaliyyat ilzra artaraq, faaliyyatla alaqadar 
yaranan ilmumi borcun 14 yansmdan 9oxunu ta~kil etmi~dir. elava olaraq, asas fondlarm 
ilmumi dayari (hazirki tamamlanmam1~ i~lar da daxil olmaqla) 3.9 trilyon manat, va ya 
taxmini 920 min.ABO hacminda qitmatlandirilmi~dir. 5,500 MVt haddinda generasiya 
gilciiniin minimum barpa dayari 2.75 mlrd.ABO (har bir kVtm dayarinin 500 ABD 
olmasm1 taxmin edarak) ta~kil eda bilar. Omumi amortizasiya aymnalan 2003-cil ilda 
taxmini 100 mlrd.manat (25 min.ABO) olm~dur. Belalikla da, yeni investisiyalar ilkin 
olaraq xarici kreditlar hesabma yerina yetirilacakdir. Bu kreditlar ilzra Hdanilmami~ 
saldo, 2003-cU ilin axrma gora 1,535 mlrd.manat va ya taxmini 310 min.ABO ta~kil 
etmi~dir. 

14 Avadanhq va materiallarm almmas1 va hami;:inin, istilik va elektrik enerjisinin sat1~1 Uzra kreditor borclar. 
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Cadval 9: Azarenejinin Milhasibat Balans1 (mlrd.manat) 

Aktivlar 2002 2003 Ohdaliklar va Kapital. 2002 2003 

Asas Fondlar Xususi Kapital 

Binalar, qurqular va avadanl. 2 652,3 3 898,5 Ilkin Kapital 635,0 483,3 

Yigilmis Amortizasiya (I 372,8) (I 475,1) Kapital Qoyuluslari 2 524,9 3 498,2 

Tamamlanmamis Kapital l 703,8 640,4 Bolusdurulmamis Galirlar (l,1) (425,5) 

Saldo Stansiya &Avadanliq 2 983,3 3 063,7 Cari dovrun galirlari (424,3) (l 005,3) 

Digar Ehtiyatlar 0,2 0,2 

Digar Uzun Muddatli Aktivlar Cami Kapital 2 939,3 2 702,5 

Uzadilmis Dovriyya uzra 
Borelar (dondurulmus debitor) 7 422,4 7 422,4 

Di gar 0,0 0,0 Uzun muddatli Ohdaliklar 

Cami digar 7 422,6 7 422,6 Yerli Bore 286,3 598,2 

XarieiBore I 374,8 I 535,4 
Uzadilmis Borclar 

Dovriyya Fondlar (dondurulmus kreditor) 7 422,4 7 422,4 

Kassa va Bank Hesablari 70,4 112,3 Cami Uzun muddatli Ohdalik 9 083,4 9 556,0 

Debitor bore - Parakandasatis 7 762,1 9 288,4 

Digar Dovriyya fondlari 1,3 1,4 Cari Ohdaliklar 

Cami Dovriyya V asaitlari 9 094,6 10 753,0 Kreditor Borelar - Komer. 6 709,3 7 896,2 

Digar Cari Ohdaliklar 0,8 l, I 

UmumiAktiv 19 500,5 21 239,3 Cami Cari Ohdaliklar 7 477,7 8 980,8 

Umumi Ohdaliklar va 
Kap ital 19 500,5 21 239,3 

3.2 Maliyya Layihalandirmalari 

Miilahizalar: Azarenerji il9iin maliyya layihala~dirmalari 2000-2004-cil illarda ~irkatin 
faaliyyatina va maliyya statistik gostaricilarina va Bums&Roe ~irkatinin sistemin 
planlru;;dmlmas1 tadqiqatmda verilan yUk proqnozloruna asasan hazulanm1~du. Digar 
taxminlarn a~ag1daktlar aiddir: 

• Maliyya layihala~dirmalari maliyya9ilarla hazuda raztla~dmlan taklif olunm~ 
kapital nqoyulu~lanm daxil edir. Xilsusan da bura: (i) Borcalan tarnfindan tayin 
olunmu~ biltiln otilrilcil sistem ilzrn sub layihafor daxil olmaqla, taklif olunm~ 
BYiB layihalarini {ilmumi dayari 55.6mln.ABD, ondan 48 mln.ABD BYiB 
maliyyasi); (ii) KfW ila raz1l~dmlm1~ yanmstansiyalarm barpas1 proqram1ru 
{ilmumi dayari 15 mln.ABD); va A YiB ila dan1~1qlarm davam edildiyi AzDRES
da generasiya vahidlarinin barpas1 {ilmumiqiymatlandirilmi~ dayari 118 
mln.ABD, ondan 100 mln.ABD A YiB maliyyasi) layihalari daxildir. 

• 8lava olaraq, Hokumat va Azarenerji il9 asas layihalarn maliyyanin aynlmas1 
ilzrn dam~1qlar apanr: (i) Sumqay1tda gilcil 500 MVt olan elektrik stansiyasmm 
tikintisi (dayari 300 milyon Avro, Bayeri~ bank:1 tarnfindan maliyyafo~dirilacak), 
~imal DRES-da gilcti 400 MVt olan 2-ci qurgunun tikintisi (dayari 300 milyon 
ABD, YB8B tarnfindan maliyyala~dirilacak); va irana 9akilacak yeni YG otilrilcil 
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xatt (dayari 75 milyon ABD, iran inki~af Bank.1 tarafindan maliyyala~dirilacak). 
Hokumat tarafindan maliyyanin istifadasini taxmin edarak, bu investisiyalar 
ham9inin, anali~ daxil edilmi~lar. 

• Taxmin edilirdi ki, Azrenerji da oz tarnfindan kapital qoyulu~u layihalarinda har ii 
dayardan dil~amanin haddinda investisiyalar yatiracaqdu, bela ki, 2004 va 2005-ci 
illarda har ii il9iin 25 faiz, 2006-ci ilda 50 faiz va 2007-ci ilda 100 faiz va s. 2005-
ci ildan ba~layaraq, asas fondlann amortizasiyas1, generasiya va otilrilcil 
avadanhqlarm mUhasibat kitablarmda gostarilmi~ dayarlarinin 4 faiz hacminda va 
digar aktivlar ilzra isa 6 faiz hacminda taxmin edilmi~dir. 

• Tabii qazm qiymati 2005-ci ilda artaraq har m3 il9iln 60 AB~ dollan ta~kil etmi~ 
va 2006-ci ildan isa onun qiymatinin har m3 il9iln 61 AB~ dollan olacag1 taxmin 
edilmi~dir. Bundan alava, beynalxalq inflyasiya ila alaqadar onun rtacag1 da 
taxmin edilir. 

• amaliyyat xarclarinin elek.trik enerjisi ilzra satI~m artma proporsiyalarma milvafiq 
artacag1 taxmin edilir va daxili inflayasiyamn (har ii 2.5%) illik proqnozuna 
asaslanaraq, tanzimlanmi~dir. Taklif edilmi~ BYiB layihasinin yerina 
yetirilmasindan xarclar ilzra yaranan qanaatlar da ham9inin, proqnoza daxil 
edilmi~dir. Bununla barabar, digar kapital qoyul~lanndan yaranacaq potensial 
qanaatlar proqnoza daxil edilmami~lar. 

• Hokumat tarafindan yaxm illarda Azarenerjinin subsidiyalar ila tamin edildiyi bir 
vaxtda, maliyya vaziyyatinin layihalandirilmasi maqsadlari va tarif talablari ila 
barabar talab olunan dovlat dastayinin gilclandirilmasi, bunlar analizda nazara 
ahnmam1~lar. 

• Paylay1c1 ~irkatlar tarafindan odamalarin qrafiklari baglanm1~ miiqavilalardan 
gotilrillmii~diir. Taxmin edilan orta ol9illmU~ y1g1m daracasi ~ag1da verilmi~dir: 

2004 2005 2006 2007 2008 2009 2010 2011 
50% 58% 69% 71% 82% 90% 101% 115% 

3.3 Maliyya Dayamqhgmm alda Olunmas1 Variantlari 

Maliyya layihala~dirmalari, topdansatI~ tariflarda art1mlarm olmamas1 ~araitinda 

A~renerjinin yaxm 10 ii arzinda illik 2 trilyon manat (taxmini 400 mil yon ABD) 
olmaqla, naqd vasait ilzra defisitlari toplamaqda davam edacayini gostardi. Bu defisitlarin 
amaliyyat ilzra xarclardan yarand1g1, lakin bu defisitlar yaranmas1, paylay1c1 ~irkatlarin 
ald1qlar1 elektrik enerjisi haqlarmm odamamasindan, bore xidmati ilzra ohdaliklarin 
movcud olmasmdan va kapital xarclarinin ozilnU maliyyala~dirilmasindan daha da 
gilclanmi~dir. agar tariflar hazuk1 saviyyada saxlamlarsa, Hokumat, ~irkatin maliyya 
dayaruqhgmm saxlanmas1 il9iln maliyya yard1mlarmm verilmasini davam etdiracakdir. 
2005-2010-cu illar arzinda, ilmumi 13.8 trilyon manat talab olunacaqd1r. 
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Alternativ variant kimi, hokumat, Azarenerjiya 9akdiyi bUtiin amaliyyat xarclarini 
odamaya imkan elektrik enerjisinin topdansatI~ tariflarinin art1rmaq yolu ila maliyya 
yard1mlar1ru azaltmaqd1r. "Cakilan istehsal xarclarini tam odayan" tariflar amortizasiya 
xarclari va asas fondlann qahq dayarlarinin 5 faiz illik galirlari ila barabar, amaliyyat 
xarclarini (yanacaq, materiallar, tamir va texniki xidmat, inzibati xarclar, vergilar, bore 
ilzra faizlar) ortacakdir. Yuxanda tasvir edilmi~ maliyya ilzra millahizalara asaslanaraq, 
2005-ci ii il9iln 9akilan istehsal xarclarini tam odamaya imkan veran tarifin bir kVts-nm 
qiymati 132 manat saviyyasinda tayin edilmi~dir15 • 2010-cu ila qadar bu tarifin bir kVts 
il9Un 174 manat olmahd1r. Buna baxmayaraq, agar hatta Hokumat 9akilan istehsal 
xarclarinin tam odamaya imkan veran tariflari tacili tatbiq edarsa bela, (a) paylay1c1 
~irkatlarin mUqavilada aks olunm~ ald1qlan elektrik enerjisinin tam dayarinin 
odamamasindan va (b) kapita) qoyuJ~u ohdaliklari ila mUqayisada amortizasiya 
normasmm a~ag1 olmas1 sabablarindan, Azarenerji, naqd vasait ax1mlar1 Uzra 
defisitlardan aziyyat 9akmaya, belalikla da, 2005-20 I 0-cil illar arzinda toplam 3. 7 trilyon 
manat hacminda maliyya yard1mlarma ehtiyac1 olacaqdu. 

Yuxar1dak1 analizlar ancaq tarif art1mlarm1 nazarda tutmaqla barabar, Azarenerjinin zaif 
maliyya vaziyyatinin yax~Ila~dmlmasm1 hall etmir. Maliyya dayan1qhgma nail olmaq 
U9Un alava i~lar gorUlmasi talab olunur. Nazardan ke9irilmi~ tadbirlar ~ag1dak1 kimidir: 

(i) 8maliyyat effektivliyinin artmlmas1: Region Uzra standarlara gora Azarenerjinin 
istismar xarclari haddindan art1q deyildir. H~tta "istahsal xarclarini tam odamaya" imkan 
veracak topdansat1~ tarif har bir kVts 1i9iln 3 ABS sentindan azd1r - Jakin yuxar1da qeyd 
edildiyi kimi, bu tarifin kohnalma komponenti fondlann tam barpa d~yarina tipik 
deyildir. YUksali~in alda olunacaq sahalarin hala da oldugunu, onlardan: elektrik 
stansiyalanmn rentabelli dispet9erla~dirilmasi, xatlarda itkilarin azald1Jmails1, a9Ilmalarm 
azald1lmas1, daha ciddi avadanhqlarda qaza hallanmn qar~1sm1 almaq U9Un planl~dmlan 
texniki xidmatin takmilla~dirilmasi, daha yax~1 maliyya idaraedilmasi va planl~d1rma, 
daha yax~1 idaraetma yolu ila i~9i heyatin azald1Jmas1, rabita sistemlari va 
avtomatl~d1rma. Taklif olunmu~ layiha bu problemlarin bir 9oxunun hallina yonalmi~dir. 
USAiD-in enerji sektoruna texniki yard1m proqram1 altmda davam edan texniki 
komakdarhq effektivlikla alaqadar digar harahathqlara mUraciat etmaya komak 
edacakdir. 

(ii) Y1g1mlarm artmlmas1: Y1g1mlarda yilksali~in alda olunmas1 ~irkata naqd vasait 
ax1m1 ilzra problemlarin va bununla alaqadar y1gilm1~ borclarm masalasini hall etmaya 
komak edardi. Lakin, payl~dmc1 ~abakalarin ozal idara9iliya verilmasi ila alaqadar 
baglanm1~ milqavilalarin ~artlarina gora ~renerjinin y1g1m faizi 20 I 0-cu ila qadar I 00 
faizdan a~ag1 olmas1 ila mahdudla~dmlm1~du. Sirkat y1g1mlarm qabul olunacagma amin 
ola bilar. Bu aminlik tarafindan paylay1c1 ~irkatlari milqavila ohdalikl~rina amal etmaya 
macbur etmakla alaqadar, Hokumat dastayini talab edacakdir. Bu dastaya daxildir: 
Az~renerjidan ald1qlar enerji gora odam~ ilzrn ohd~likl~ri yerina yetirmayan payl~dmc1 

15 Ona gora ki, Azarenerji ozil elektrik enerjisinin paylay1c1s1 kimi faaliyyat gostarir va bu zaman elektrik 
enerjisinin orta olc;illmil~ tarifi bir az yilksakdir. 
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~irkatlarin lisenziyasmm almrnast, va Azarenerjiya, bela ~irkatlara elektrik enerjisi 
verilrnasini dayand1rmaga irnkan ver.m hUququn verilmasi aiddir. 

(iii) asas fondlann yenidan qiymatlandirilrnasi: 6ncaki bOlmada qeyd edildiyi kimi, 
hatta "istehsal xarclarini tam odayan" tarif ~irkatin naqd vasait ax1m1 Uzra talablarini 
hesablamalara daxil edilmi~ amortizasiya normasmm a~agt olmast sababindan, odarnaya 
kifayat etrnayacakdir. Bu problernin hallina yonalmi~ mexanizmlardan biri amortizasiya 
normast asasmda qurgulann va avadanhqlann daha realistik barpa dayarlarinin 
hesablanmast ola bilar. Movcud aktivfarin hartarafli texniki tahlili, onun qalan istismar 
vaxtt, onun haztrki barpa dayari, ~irkati daha yax~t idaraetmaya va onun investisiya 
talablarini daha yax~t anlamaq va adekvat maliyyala~dirmanin tarif vasitasi ila 
rnilrnkilnlUytlna amin olrnaq il9iln vacibdir. Sartlar layihanin texniki yardtm 
komponentinda, aktivlarin yenidan qiyrnatlandirilmasi Uzra tap~mqlarda verilmi~dir. 

(iv) 8maliyyatlann rnaliyya yardtmlan ila tamin olunmas1: ~irkatin maliyya 
dayamqhgma nail olrnaq U9Un son variant Hokumat tarafindan edilan alava yardtmlardtr. 
Bunun bir 9ox forrnast ola bilar: birb~a edilan yardtmlar, Hokumat kreditlari va/va ya 
bUdcaya odamalarin uzald1lmas1, va ya y1g1m va ya yanacaq Uzra xarclarin y1gtlmas1 kimi 
spesifik gostariciya bagh olan sahmlara yard1mlar. Maliyya yardtmlannm qeyri
mahsuldar tendensiyaya malik oldugu, bela ki, onlarm Omumiyyatla ahctlar tarafindan 
effektivliyin yUksaldilmasina mane olduqlan bir vaxtda, haztrki halda tariflarin istahsal 
xarclarini tam odama saviyyasina 9atana qadar bazi saviyyada dastaklanmasinin laz1mhg1 
taxrnin edilir. 

Guman edilir ki, orta mOddatda, Azarenerjinin rnaliyya barpast il9Un ham tarif 
art1rnlarmm ke9irilmasi, ham da Hokurnat yard1mlanmn verilmasinin davarn etdirilmasi, 
haztrki vaziyyatdan, yani ancaq hOkumat tarafindan edilan transfertlarin hesabma alda 
olunmasmdan daha yax~t 91x1~ variantdtr. Bunun il9 asas ilstUnlilyil movcuddur. Birinci, 
istehsal xarclarinin tam odanilmasi tariflarina dogru iralilayi~ enerji istehlak9tlarm1 
enerjidan daha samarali istifada etmaya stimull~d1rard1, bununla da talabatm saviyyasi 
~agt enar va va belalikla da Hokumat yardtmma ehtiyac da azalardt. ikincisi, tarif 
arttmlan yolu ila ~irkatin naqd vasait axtmlan problemlarina milraciat etmak avazina, 
pay1ay1c1 ~irkatlardan enerjiya gora odamamalari ortmak il9Un Azarenerjinin maliyya 
yardtmlan ila tamin olunrnast qeyri-odamalari galir talabfarinin bir hissasi kimi daxil 
edilmasina imkan vermayan uzun mOddatli tarif prinsiplarina daha miinasibdir. Son 
olaraq, istehsal xarclarinin tam odanilmasi tariflarina dogru iralilayi~ paylay1c1 ~irkatlarin 
odani~lar Uzra gerilamalari oldugu vaxtda sosial mildaffa il9iln formal mexanizmlarin 
yarad1lmasma qadar galirlari ~ag1 olan ahalinin faktiki sosial cahatdan dastaklanmasini 
tamin edir. Uzun mUddatda, takmilla~dirmalarin effektivliyinin artmast, y1g1m fatzlarinin 
yilksalmasi, bore ilzra ohdalikfarin yerina yetirilmasi va yeni investisiyalar il9iln adekvat 
naqd vasait ax1m1ru tamin etmak il9iln aktivlari dayarinin tanzimfanmasi ila maliyya 
yard1mlannm aradan qaldmlacagt gozlanilir. 

Tarif art1mlar1 va maliyya yardtmlan ilzra milxtalif variantlar, 9akilan istehsal xarclarinin 
odanilmasina imkan veran tariflarin qabul edilrnasi tarixlari gostarilmakla, haz1rlanm1~ va 
tahlili edilmi~dir. Hokumatin asash narahat91hqlan ila elektrik enerjisinin tachizatmda 
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daha tez iqtisadi effektivlik J!dJ edilmJsi arasmda daha yax~1 balans yaradan variantm 
se9ih11Jsi 2006-ci ilin yanvar aymm 1-dJn etibarJn elektrik enerjisinin topdansat1~ 
qiymJtiJrinin 50% hJcmindJ artmasma (bir kilivatsaat enerji i.ic;;iln 71 manatdan 106.5 
manata qJdJr) gJtirib 91xaracaqd1r. Sonrak1 milddJtdJ, illik art1m faiz!Jrini tJtbiq edJrJk, 
2010-cu ilin axmna qJdJr istahsal XJrclJrinin tam odJnilmJsinJ (bir kilivatsaat enerji 
i.ic;;i.in 174 manat) nail olmaq olar. TJklif olunmu~ variant hokumJt maliyyJ yard1mlarmm 
hJcminin 2005-ci ildJ maksimum 1.7 trilyon olmaqla, 2005-2010-ci.i illJr JrzindJ cJmi 
6.7 trilyon manat olmasm1 tJlJb edir. A~ag1dak1 ~JkillJrdJ bu ssenari i.izrJ laz1m olan 
toplam VJ illik maliyyJ yard1mlanmn hJcvlJrini VJ nJqd vJsait ax1mlanna olan defisit!Jri 
Jks etdirir. MiiqayisJ i.ic;;i.in ~JkildJ hJmc;;inin, JgJr 2005, 2006, 2008 VJ 20 l 0-cU illJrdJn 
istahsal XJrc!Jrini tam odJyJn tariffor tJtbiq o]unarsa, tJJJb oJunan JiavJ 
maliyyJ!J~dirmJnin hJcm!Jri Jks etdirilir. 

Sakil 1 

Azerenerjinin Neqd Vesait uzre lllik Defisiti 
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Azerenerjinin Neqd Vesait uzre Toplam Defisiti 

2005 2006 2007 2008 2009 2010 

___.__Cost Recovery 201 O 

-Ir- Cost Recovery 2008 

-e-Cost Recovery 2006 

-II- Cost Recovery 2005 

--*-50% 2006, CR 2010 

Taklif olunmu~ ssenan uzra ~irkatin maliyya vaziyyatini aks etdiran asas maqamlar 
Cadval 10-da aks edilmi~dir. Maliyya hesabatlarmm taqribi formalan Cadval 11, 12 va 
13-da verilmi~dir. 
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Table 10: Maliyya iizra Naticafarin Xiilasasi 

2003: 2004: 2005 2006 2001: 2008: 2009 20IO: 2011 2012 2013 
Fakt: Qiymet. ;Plan. . I . I . . 

Tarif(manat/kVts - EDV-siz)(nominal) 
. . 

I . . . . . I I I 

Topdansatis 71: 11: 71 I08 122: 137: 154 173: 171 171 172 . . I 

166: 
I 

Perakende 178: 100: 100 137 151: 183 202: 200 200 200 . . I I . I I . I I I 
I . I I 

Dovriyyeden Yiqimlar 36,0%: 50,7%: 58,6% 68,8% 71,5%: 81,8%: 90,0% IOI,1%: 112,5% 112,3% 112,1% 
Debitor Borclar 9 288: IO 270 : 11 047 11 927 12 840 13 505 13 919 13 866 13 275 12 684 12 093 . . 

I . . . 
Neqd Vesait Aximi Netto (804): (337)! - - - - - 135 644 620 594 

ondan: Bore Xidmetlerine 121 : 114: 115 137 264 653 712 697 677 647 615 . . 
Gelir ler Netto 386: 1193: 438 867 1 047 1129 908 570 544 516 487 

I . 
Dovriyyeden Odememeler (897): (890): (776) (880) (914) (664) (415) 53 591 591 590 
Sehmlere Yatirimler/Subsidiyalar (52): 2039 1 747 1328 1 474 1419 851 - - - -

Ilin sonuna Kassa Qaliqi 112 122 122 122 122 122 122 257 900 1 520 2 114 

Esas Fondlarin Qaliq Deyeri 3 064 3 032 3 071 4 087 5 831 7 082 7 434 7 417 7400 7 381 7 362 
Uzun Muddetli Borclar 1 535 1 520 1 629 2 711 4 414 5 289 5 211 4 754 4288 3 822 3 355 
Sehmdarlarin Payi 2 702 4275 4 713 5 580 6 627 7 755 8 663 9 233 9 777 10293 IO 781 
Umumi Kapital Qoyulusu 218 - 217 1 245 2 057 1 630 763 412 430 449 468 

BorcXidmetleri Normasi (cari ile esasen) 0,8 2,0 1,3 1,9 2,6 3,0 2,8 2,3 2,2 2,1 2,0 
Yeniden Qiymetlendirilmis Esas Fondlarin Qaliq 
Deyeri uzre Gelir 0,0%, 52,2%, 14,3%, 21,2%, 17,9%, 15,9%, 12,2%, 7,7%, 7,4%, 7,0%, 6,6% 
Likvidlik Kofisienti 1, 1 : 1,3 : 1,3 : 1,4 : 1,5 : 1,6 : 1,7 : 1,7 : 1,7 : 1,7 : 1,7 
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Eleldrik Ena'jisinin Satisi (rTil)Q'I kvts) 

Topd111satis 

PerakEndesatis 

Tarif (M111at/kVts) • EDV-siz 

Topd111sat1s 

Perakendesais (a1a) 

lstilik Enerjisinin Smsi ('000 Gka} 

Tarif (M111at/Gka) • EDV-siz 

UmurTi Gelir1a- (EDV netto) 

Eleldrik EnEJjisi - Topd111satis 

Eleldrik EnEJjisi - Pa"ak.endesatis 

lstilik 

Ca-ni Umumi Gelir1a-

Emteenin M~a DEl'jeri 

Y111a:a:i 
aid111: Qaz 

Maz:ut 

AlinrTis Elektrik EnEJjisi 

EmekHaqqi 

Sosia Vergila-

Temir w Temikl Xidrret 

Amatizasiya Ayirmalai 

lnzib.!ii w Diga-

Ceml Emteenin M~a Deyai 

Emeliyyallard111 Gelir1a- Netto 

layiheile elaqed<I" Maya DEl)leri uzreQenaetla

layih111in idcreedilmesi w texniki '9"cieri 

Faz w Ohdelikla- uzre haql<r 

Diga- Gelir1a- (netto) 

Vergila- cbalrnaqla T emiz Gelir 

Vergila- w Subsidi)01ard111 evvel Gelir1ain Nettosu 

Emeliyyatl<I" ucun Subsidi)01<1" 

Gelirdai Vergiler 

Vergilm:IEn saira Gelir1ai n Nettosu 

Cadval 11: Galirlar ilzra Hesabatm Taqribi Formast 

Fakt Qiymet1111dir. 

2003 

21 244 

19663 

1 581 

71 

178 
816 

66263 

1396073 

280 741 

54 071 

1730885 

1664873 

870 913 

793 960 

535 366 

58159 

15866 

80216 

110 600 

75620 

2 542 700 

(811 815) 

(27 462) 

3604 

(32 368) 

(868041) 

1253 838 

385 797 

2004 

23800 

22028 

1m 

71 

100 

816 

66263 

1572298 

177 763 

54071 

1 804132 

1907521 

143J716 

475 905 

248 334 

62872 

74284 

106063 

89384 

2488 558 

(684426) 

(24642) 

3580 

(32129) 

(737 517) 

2 008 080 

77159 

1193404 

Plmlasdir. 

2005 

24 759 

22 916 

1843 

71 

100 

816 

66263 

1635705 

18493'2 

54071 

1 874 708 

2195 !Jl9 

1 681 782 

514178 

256 529 

66225 

78245 

178 9CB 

94152 

2 870 018 

(995311) 

(4234) 

(26109) 

3801 

(32 580) 

(1054432) 

1 7466'.)1 

254113 

438 343 

2006 

25111 

23242 

1869 

108 

137 

816 

66263 

2 513 441 

256278 

54071 

2 823 790 

2 291 746 

1 751 411 

540 335 

255 507 

59018 

81546 

229 280 

98123 

3 035 221 

(211431) 

(8 710) 

(53046) 

3 934 

(43 690) 

(322944) 

1328025 

138492 

866 590 

91 

2007 

25468 

23572 

1896 

122 

151 

816 

66263 

2 867 084 

285488 

54071 

3206643 

2 385099 

1822753 

562 346 

272145 

71235 

84166 

312 705 

101275 

3 225 525 

(19982) 

(7 752) 

(141616) 

4033 

(61516} 

(226 834) 

1474416 

201 016 

1 046566 

2008 

25830 

23907 

1923 

137 

166 

816 

66263 

3 269 660 

318644 

54071 

3 642 375 

2 482181 

1 896946 

585235 

278949 

73524 

86 869 

379118 

104528 

3 405168 

237206 

(2285) 

(205 331) 

4133 

(74460) 

(40736) 

1 419073 

249 516 

1 128 820 

2009 

26197 

24247 

1950 

154 

183 

816 

66263 

3 727 915 

356 288 

54071 

4 138 274 

2583133 

1974096 

609 037 

285 922 

75885 

89659 

410 936 

107 885 

3 553 421 

584 853 

34979 

(250) 

(213 239) 

4237 

(78 479) 

332101 

851 492 

275667 

907 926 

2010 

26 569 

24591 

1978 

173 

202 

816 

66263 

4 249674 

399 051 

54071 

4 702 797 

2 688204 

2 054 394 

633 810 

293 071 

78 323 

92540 

428 780 

111351 

3 592269 

1010528 

65076 

(194 574) 

4343 

(78875) 

806496 

235 719 

569778 

2011 

27000 

24990 

2010 

171 

200 

816 

66263 

4 268459 

401491 

54071 

4 724020 

2 803406 

2 142 434 

660972 

300397 

80 918 

95606 

447422 

115041 

3 842 790 

881231 

67796 

(169 513) 

4451 

(78 720) 

705245 

161299 

543 946 

2012 

27436 

25394 

2042 

171 

200 

816 

66263 

4 340 540 

408229 

54 071 

4 802 840 

2 923 343 

2 234 093 

689 250 

307907 

83597 

98771 

466 898 

118850 

3 999367 

803473 

70628 

(142 687) 

4562 

(78615) 

657361 

141 049 

516312 

2013 

27 880 

25805 

2 075 

172 

200 

816 

66263 

4 426 076 

416065 

54071 

4 896 212 

3048419 

2 329 679 

718 739 

315605 

86366 

102043 

487 248 

122 786 

4 162 467 

733 744 

73578 

(114616) 

4676 

(78 516) 

618866 

131472 

487 394 



Cadval 12: Miihasibat u~otu iizra Hesabatm Taqribi formas1 
Fakt Qiymet. Layihe. 
2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 

AKTIVLER 
Esas fondlar 

Binalar, qurqular ve avadanliqlar 3 898 457 3 792 790 4 009 769 5 255201 7 312 212 8 942 124 9 705355 10 117 294 10547121 10 995635 11463673 
Toplanmis Amortizasuya Ayirmalari (1475096) (1 421683) (1 600 591) (1 829 871) (2142576) (2 521 694) (2 932 629) (3 361 410) (3 808831) (4 275 730) (4 762 978) 

Dovriyyede clan Kapltal 640358 661 332 661 332 661 332 661 332 661 332 661332 661 332 661 332 661 332 661 332 
Netto Qurqu ve Avadanliqlar 3 063 719 3 032439 3 070 511 4 DB6662 5 B3096B 7 OB1 763 7 434 05B 7 417 216 7 399 621 7 3B1 237 7 362026 

Diger Uzun Muddetli Aktivler 
Vaxti Uzadilmis Debltor Borclar (dondurulmus) 7 422400 7 422400 7 422400 7 422400 7 422 400 7 422 400 7 422400 7 422400 7 422400 7 422400 7 422400 
Netto Qeyri-Material Akrivler 147 200 200 200 200 200 200 200 200 200 200 
Maliyye lnvestisiyalari 59 59 59 59 59 59 59 59 59 59 59 

Cemi Diger uzre 7422606 7 422 659 7 422 659 7 422 659 7 422 659 7 422 659 7422 659 7 422659 7422 659 7 422 659 7 422 659 

Dovriyye Vasaltleri 
Kassa ve Bank Hesablari 112 263 121 994 121 994 121 994 121 994 121 994 121994 277432 921449 1 541 457 2 136334 
Qisa Muddetli lnvestisiyalar 
Debitorlar - Perakende 9288426 10270140 11046519 11926788 12 841 464 13507418 13 923 639 13 870329 13 278 718 12 687 432 12096 522 
Debitorlar - Diger 584 12 506 12506 12506 12 506 12506 12506 12506 12506 12506 12506 
Umidsiz Borclar ucun Kicik Faizler 
Material Qaliqlari 89 022 117989 134416 176165 245121 299 759 325 344 339153 353562 368 597 384286 
Gelecek Xercler 67813 83345 83345 83345 83345 83345 83345 83345 83345 83345 83345 
Vergiler (netto) 1178 878 1 113 697 1 113 697 1113 697 1 113 697 1 113 697 1113697 1113697 1113697 1 113 697 1113697 
Diger Dovriyye Vasaitleri 15 975 89144 92086 95309 97 691 100134 102637 105203 107 833 110529 113292 

Cemi Dovriyye Vasaitferi uzre 10 752 961 11 BOB B15 12 604 563 13529B04 14 515 B19 1523BB53 15 6B3162 15 B01 665 15B71110 15 917 562 15939 9B2 

Cerni Aktlvler uzre 21239286 22 263913 23 097733 25039125 27 769445 29 743275 30 539 878 30 641 541 30 693 390 30 721 458 30724667 

PASSIVLER 
Sehmdarlarin Xususi Kapitali 

llkin Kapltal 483 267 485119 485119 485119 485 119 485119 485119 485119 485119 485119 485119 
Kapital Qoyuluslari 1 370483 1 399759 1399759 1399759 1399759 1 399759 1399759 1 399759 1399759 1399759 1399759 
Yenidenqiymetlendirilmis Ehtiyatlar 40 40 40 40 40 40 40 40 40 40 40 
Bolusdurulmemis Gelir1er 696 651 633 882 2 217 430 2655 776 3 522 366 4 569 983 5 700485 6 610070 7 200517 7 744 462 8 260 774 
Ustegel cari dovr uzre gelirler 304 1 583548 438346 866590 1047616 1 130 502 909585 590447 543 945 516312 487 394 

Kicik Odemeler (304) 
Diger Ehtiyatlar 152 009 172 728 172 728 172 728 172 728 172 728 172 728 172 728 172 728 172 728 172 728 

Cemi Kapital uzre 2 702450 4 275 076 4 713422 55B0012 6 627629 7 75B 131 B 667 716 925B163 9 B0210B 10 31B 420 10 B05B14 

Uzun Muddetli Ohdelikler 
Xarici Kreditler 1 535448 1 519859 1628669 2 710 595 4 413 977 5 288 892 5 210536 4 753511 4 287 965 3 821 592 3 354545 
Yenidenqiymetlendirilmis Valyuta Ehtiyatlart (5123) (26031) (59 222) (103781) (151854) (197565) (239208) (276 742) (310160) 
Vaxti Uzadilmis Borclar ( dondurulmus kredltorlar) 7 422 400 7 422400 7 422 400 7422400 7 422400 7 422400 7 422400 7 422400 7 422400 7 422400 7 422400 
Yerli Borclar 

Cemi Uzun Muddetli Ohdeliker B 957 84B B 942259 9 045946 10106964 11 777155 12 607 511 12 4B1 OB2 1197B346 11471157 10 967 249 10466 784 

Cari Ohdelikler 
Kreditor Borclar - Kommersiya 7 896187 7 875 801 8 165 298 8176 781 8187 579 8 198 792 8 210435 8 222536 8 235 724 8 249 434 8 263 709 
Emek haqqi ve Sosial Siqorta Odenisleri 9 923 5119 5519 5 752 5936 6127 6324 6527 6743 6 966 7197 
Budce 676 391 623010 623010 623010 623 010 623010 623010 623010 623 010 623 010 623 010 
Alinmis Avanslar 327169 287 276 287 276 287276 287 276 287276 287 276 287276 287276 287 276 287 276 
Diger Cari Ohdelikler 71162 57236 59125 61194 62 724 64292 65899 67547 69 236 70 966 72 741 
Qisa Muddetll Borclar 598 156 198136 198136 198136 198136 198136 198136 198136 198136 198136 198136 

Cerni Cari OhdelikJer 9 57B 9BB 9 046 57B 9 33B 384 9352149 9 364 661 9 377633 9 391 OB1 9 405032 9 420 125 9 435 789 9 452069 

Total LlabillUes and Equity 21239286 22 263913 23 097 733 25039125 27 769445 29 743 275 30539878 30 641 541 30 693390 30 721 458 30 724667 
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Cadval 13: Naqd Vasait Ax1m1 ilzra HesabatI Taqribi Formas1 

Fakt Qiymetlend. Layihe 

2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 

Mallyye Fondlarelnln Menbelerl 
Faiz Derecelerinden, Vergilerden ewel Gelirler (840 579) (712 874) (1028323) (259 898) (85219) 164 595 545339 1 001 071 874 758 800 048 733483 

Elave Amortizasiya 110600 106063 178908 229 280 312 705 379118 410936 428 780 447 422 466 898 487248 

Daxilde Y cranmis Neqd Vesdait (729 979) (606811) (849 416) (30617) 227 486 543 712 956275 1429851 1322180 1266946 1220731 

Xarlcl Mallyye 

Xarlcl Borclar 118038 - 192273 1135453 1792586 1 278183 371 893 

Yerli Ba'Clar 

Hokumet Subsidiyalai 1253 838 2008 080 1746891 1328025 1 474416 1419073 851 492 

Hokumetin Sehmlere Yatirimlari (1 306128) 31128 

Cerni Xarici Maliyye 65748 2 039208 1 939164 2 463 479 3267002 2697 256 1 223385 

Cerni Menbeler (664231) 1432397 1 089749 2 432 861 3494488 3240 968 2 179 661 1 429 851 1322180 1266946 1220731 

Mallyye Fondlarlndan lstlfade 

Kapltal Qoyuluslarl 

lnvestlslya uzre Yenl Laylheler 217 926 190463 1155 978 1827731 1 316444 383188 

Kapitallasdirilmis Texniki Xidmet 26 516 89454 229280 313 468 380043 411939 429 827 448 514 468 038 

Bae uzre Xidmet 

Bore Odenlsl 93238 88889 88585 74436 122 394 447 828 498322 502 736 507189 503908 500465 

Faiz uzre Odenisler/Ohdelikler uzre Haqlar 27 462 24642 26109 63046 141616 205 331 213239 194574 169513 142687 114616 

Diger 

Odenllmls Vergller 77159 254113 138 492 201 016 249 516 275667 236 719 161299 141 049 131472 

Odenilmis Di-.idendler 

Neqdsiz Dovriyye Kapitalinda Artrna/(Azalma) (198527) 1 578533 503 962 911 456 972451 708 380 429202 (50946) (589197) (588 742) (588 258) 
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atava 10: Ehtiyat Tadbirfari Siyasati iizra Problemfar 

Azarbaycan: Elektrik Otiiriicii Sistemi Layihasi 

Layiha ila alaqadar taklif olunm~ investisiyalar movcud avadanhqlarla va araziya daxil olma 
hilququnun olmas1 ila mahdudla~1r va bu layihanin atraf miihita har hans1 milhilm tasiri ila 
alaqadar va ya digar ehtiyat tadbirlarinin ala ahnmasm1 talab etmayacakdir. Layihaya ilkin 
ekoloji kateqoriya kimi B kateqoriyas1 verilmi~dir. 8traf Milhitin Qiymatlandirilmasinin bir 
hissasi kimi 8traf Miihitin idara olunmas1 Plaru layiha iizra tikinti-qur~d1rma i~larinin yerina 
yetirilmasi zamam qar~1ya y1xacaq yerli tasirlari azaltmaq ilyiln (masalan, xatlarin tamiri, 
transformator avadanhqlarmm avazlanmasi) va tullant1 materiallarm kanar edilmasi va istismar 
zaman1 tasirin azalmas1 prosedurlanru (mas., texniki xidmat ilzra yerina yetirilan i~lar) tayin 
etmak ilyiln haz1rlanm1~dir. Mtibahisali torpaqlarda va konflikt zonasmda hey bir sub layiha 
olmayacaqd1r. 

Layiha ila alaqadar tasirlar asasan tikinti zaman1 yaranacaq potensial sas-ktiy va tozanaq ila 
saciyyalanir. Sintetik xlor xassali (PCB) yaglarm arazida (yanmstansiyalar) olmas1 gozlanilmir, 
lakin PCB ilytin testla~dirma keyirilacakdir va laz1mi tamizlama tadbirlari gorillacakdir. 
avazolunmu~ batareyalar tahlilkasiz ~araitda kanar edilacaklar. agar amaliyyatlar zamaru 
torpagm taki har hans1 tasirlara, qazilan yerlarin doldurulmas1, qruntun dilzlandirilmasi va 
ya~1lhgm barpas1 kimi ekoloji tadbirlar yerina yetirilacakdir. Torpagm tamizlanmasi ilyiln 
gorillan har hans1 amaliyyatlarda hey bir pestisidlardan istifada olunmayacaqd1r. Biitiln 
tamizlama i~lari al va ya mexaniki ilsullarla gorillacakdir. 

Layihanin potensial geni~ miqyash, ahamiyyatli va/va ya barpa edilmaz tasirlari tayin 
edilmami~dir. 

Layihanin musbat tasirlari a~ag1dakilardir: 

Layihanin yerina yetirilmasi ehtiyath qiymatlandirmalara asasan, elektrik stansiyalarmm daha 
samarali istismar olunmas1 qaz va yanacaqdan istifadanin 1.5 faiz azalcagma sabab olacaqdir ki, 
bu da stansiyalardan pamik qazlarmm atilmasma tasir edacakdir. Otiirma zaman1 itkilarin 0.5 
faiz azalmas1 (5 faizdan 4.5 faiza) elektrik stansiyalardan atilmalara pozitiv tasir gostarir. Nazara 
alsaq ki, layiha enerji ila tachizatm artmasma va onun daha etibarh olmasma sabab olacaqdir, bu 
ahalinin ozilniln istiliya va i~1ga olan talabatm1 odamak tiyiln ag neftdan va odundan istifadasinin 
azalmasma komak edacakdir. Elektrik stansiyalarda yanacagm qanaatina va bununla da 
atilmalarm azalmasma layiha vasitasi ila nazarat oluna bilar. Mai~at sahasinin galacak 
tadqiqatmda elektrik enerjisindan istifadanin saviyyasinin agac va ag neftdan (hamyinin tabii qaz 
daxil olmaqla) istifadaya qar~1 vaziyyatina nazarat edacakdir. 

Layiha Azarenerjinin maliyya cahatdan hayat qabiliyyatli saxlamlacagma Hokumatin zamanat 
vermasini talab edir. ~irkata birba~a maliyya yard1mlanm kasmak tiyiln Hokumat elektrik 
enerjisi tariffarinin artmlmasm1 va son naticada, istehsal xarclarinin odanilmasi saviyyasina 
yatmag1 planla~dmr. Bela yilksak tariflar talabatm zaiflamasina gatirib y1xaracaq, bu da oz 
novbasinda istilik elektirik stansiyalanndan atilmalara tasir gostaracakdir. 
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atava 11: Layiha iizra Haz1rhq i~fari V3 Nazarat 

Azarbaycan: Elektrik Otiiriicii sistemi Layihasi 

LKQ -nin icmah 
ilkin LMS-dan Malum.Bazasma qadar 
ilkin ETVSC-dan Mal um.Baza. qadar 
Qiymatlandirma 
Dam~1qlar 
Suranm tasdiq i 
Qiivvaya minrnanin planl. tarixi 
Plan. orta milddat tahlilinin tarixi 
Planl~dmlm1~ son tarix 

Planla~dmlm1~ 
07/21/2003 
0912912003 
09/29/2003 
03/15/2004 

Layihanin yerina yetirilmasina masul olan asas institutlar: 

Faktiki 
0910312003 
09/30/2003 
09/30/2003 
0211112005 
03/17/2005 
05/17/2005 
08/17/2005 
10/31/2007 
12/31/2010 

BYiB tarafindan maliyyala~dirilan KEMA (konsorsium) maslahatyi ~irkati tarafindan 
dastaklanan enerjinin istehsah va otiirillmasi ilzra dovlat ~irkati Azarenerji. 

Adi 
ByomHamso 
Andrina A. Ambros-Qardiner 
Bernard Barat 
Junko Funax~i 
Quryaran Sinqx 
Sureyxa Jadu 
Josefina Kida 
Farid Mammadov 
Ida N. Muxoxo 
Nil Patterson 
Vladislav Vuketiy 
Margaret A. Vilson 

Vazifasi 
Proqram Qrupun Rahbari 
Maliyya ilzra Miltaxassis 

8traf miihit Ozra Maslahatyi 
Ba~ Hilquq~iinas 

Satmal. ilzra Ba~ Miltaxassis 
8maliyyat ilzra Analitik 

Proqram Komakyisi 
8maliyyat ilzra Miltaxassisi 

Maliyya idaraetm. Miltaxassis 
Enerji/SCADA B~ Milhandis 
Enerji Ozra Apanc1 Milhandis 

Maliyya ilzra B~ Analitik 

Layihanin icras1 ila alaqadar sarf olunmu~ Bani fondlan: 
1. Bank resurslan: 379,000 ABD 
2. Etibar edilmi~ fondlar:57 ,000 ABD 
3. Cami: 436,000 ABD 

Bolma 
ECSIE 
LOAGl 
EASEG 
LEG EC 
ECSPS 
ECSIE 
ECSIE 
ECSIE 
ECSPS 

Consultant 
ECSIE 

Consultant 

Layihanin icra edilmasi (SCADA/EMS/Tele-rabita/Olyiiniln asas komponentlari ilyiln bazi 
satmalma marhalalari) layihaya haz1rhq ila paralel hayata keyirilir va yuxanda · gostarilan 
xarclarda nazara ahnm1~dir (30 000 ABD saviyyasinda qiymatlandirilmi~dir). 

Nazarat va tasdiq iiyiln qiymatlandirilmi~ xarclar: 
1. Tasdiq ilyiln sarbast qalan xarclar: 4,000 ABD 
2. Qiymatlandirilmi~ illik nazarat xarc: 120,000 ABD 
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aiava 12: Karbon Maliyyafa~dirma Layihasi 

Azarbaycan: Elektrik Otilrilcii Sistemi Layihasi 

Azerbaycanm Elektrik Otiiriicil sistemi Layihasi iizra Karbon Maliyyafa~dirma Layihasi. 

A~rbaycamn Elektrik Otiirilcil Sistemi Layih~si ilzr~ Karban Maliyy~l~~dinn~ Layih~si Kioto 
ptorokolunun, s~naye c~h~td~n inki~af etmi~ olk~l~rin ictimai v~ oz~l hiss~l~rinin inki~af 

etm~kd~ olan olk~l~rd~ pamik qazlarmm attlmas1 layih~l~rini investisiyala~d1nnaga imkan ver~n 
T~miz inl<l~af Mexanizmi (CDM) barnd~ b~hs ed~n 12-ci madd~sinin ~~rtl~rin~ milnasibdir. 
CDM investorlara Kioto Protokolunun v~ yanvar ay1mn 1-d~n qilvv~y~ min~c~k Avropa Birliyi 
Parnik Qazlan Attlmalan ilzr~ Ticar~t Sxemi raz1la~malannm ~~rtl~ri altmda attlmalar ilzr~ 
azalmalarm milqabilind~ kreditl~rin verilm~sin~ ~~rait yaradir. Az~rbaycan Kioto Protokolunu 
2000-ci ilin sentyabr aymm 28-d~ ratifikasiya etmi~dir. Kioto Protokolu 2005-ci ilin fevral 
aymm 16-da qilvv~y~ minib. 

Layih~nin ilkin m~qs~di Az~rbaycanda, yilks~k g~rginlikli elektrik verili~ x~tforinin istismar 
edilm~sin~ v~ onlarm idar~edilm~sin~ maliyy~ investisiyalan yolu il~, elektrik enerjisinin 
etibarhgmm, keyfiyy~tinin v~ effektivliyinin artmlmas1d1r. alav~ olaraq, yiiks~k g~rginlikli 
elektrik verili~ x~tfarinin idar~ olunmasmm yilks~ldilm~si regionda enerji ticar~tinin 

geni~l~ndirilm~sin~ kom~k ed~c~kdir. 

Layih~nin m~qs~dl~rinin qiym~tl~ndirilm~sind~ istifad~ olunacaq ~sas i~9i gos~ricil~r: 

• Istilik elektrik stansiyalanmn iqtisadi c~h~td~n s~m~r~li istifad~ olunma s~viyy~sinin 
artmlmas1 s~b~bind~n h~r bir kVts elektrik enerjisinin istehsalma s~rf olunan yanacagm 
miqdarmm azalmas1: 1.5 faiz; 

• Otilnn~ zamam yaranan itkil~rin azalmas1: 0.5 percent; v~ 
• YG otilrilcil sistemin daxilind~ a9tlmalarm tezliyinin v~ silr~kliliyinin azalmas1. 

Az~rbaycanda elektrik enerjisinin istehsalmda ilmumi effektivliyin artmlmas1, A~rbaycanda 
atmosfern atllan 9irkfandirici madd~l~rin h~cmini v~ istilik elektrik stansiyalarmda natural 
yanacagm (mazut v~ fabii qaz) yandmlmasmdan global milhitd~ d~yi~iklikl~r~ s~b~b olan C02 
ilzrn attlmalarm azalmasma g~tirib 91xaracaqdtr. A~rbaycan Kioto protokolunu ratifikasiya 
etmi~ v~ Ekologiya v~ T~bii S~rv~tl~r Nazirliyi bu proses~ cavabdeh olan Milli T~~kilat (MT) 
kimi se9ilmi~dir. Bel~likl~ d~, Az~rbaycan, elektrik otiirilcil sistemi v~ Kioto Protokolunun 
T~miz inki~af Mexanizmi altmda yerin~ yetiril~n parnik qazlanmn azaldtlmas1 layih~forini 
h~yata ke9ir~n sahibkar olk~ kimi layih~nin yerin~ yetirilm~si il~ toplanan C02 iizr~ azalm1~ 
attlmalann sattlmas1 il~ ~lav~ g~lirl~rin ~Id~ edilm~si il9iln boyilk imkanlar qazamr. 

T~klif olunm~ layih~nin C02 ilzrn yaradacag1 attlmalarm azalmasm1 qiym~tl~ndinn~k v~ t~yin 
etm~k u9un, haz1rda iki bazis variantlar ilzr~ t~dqiqatlar apanhr. ilkin olaraq 
qiym~tl~ndirilmi~dir ki, su elektrik stansiyalarmda elektrik enerjisinin istehsahmn artmlmas1 
C02 attlmalan ilzr~ azalmalarm 2 milyon ton v~ t~kmilfo~dirilmi~ SCADA v~ EMS sistemfori il~ 
enerji sistemd~ istehsahn effektivliyinin yilks~ldilm~si on il ~rzind~ C02 attlmalar1 ilzr~ 
azalmalann faxmini 2.5 milyon ton olacag1 gozkmilir. 
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Danimarka hokumati layihani, Dilnya Bankl tarafindan idara olunan karbon fondlarmdan biri 
olan Hollandi ya Tamiz inki~af Fondunun (NCDF) portfelina daxil etmaya raz1hgm1 bildirmi~dir. 
NCDF 2012-ci ila qadar layiha tarafindan toplanm1~ atilmalar ilzra azalmalan 100 faiz hacminda 
alacaqd1r. Almacaq atilmalarm daqiq miqdan emissiya atilmalar ilzra azalmalan qiymatlandiran 
tadqiqat ba~a ~atd1qdan sonra tayin edilacakdir. 

Azarbaycanm Milli Ta~kilati bu layiha barada hartarafli malumata malikdir va onu dastakliyir va 
onun. rnsmi tasdiqi 2005-ci ilda gozlanilir. 

Gozlanilir ki, Dilnya Bankl ila layihanin sponsoru Azarenerji arasmda atilmalar iizra azalmalarm 
ahnmas1 razila~mas1 (ERPA) ilzra dam~1qlar, 2006-ci ilda yekunla~acaqd1r. ERPA C02 
atilmalar1 ilzra azalmalarm daqiq miqdanm, dayarini tayin edacakdir. Layihanin sponsoru 
tarafindan karbon ilzra ticaratdan alda edacayi galirlarin mablagi atilmalar ilzra yaranan 
azalmalarm miqdarmdan va ahc1 ila satic1 arasmda bu atilmalarm bir vahidinin dayari barada 
galdiklari raz1hqdan as1hd1r. agar taxmin edilsa ki, C02-nin 1 tonunun qiymati 4 AB~ dolland1r, 
onda, potensial alda olunacaq galiri 18 milyon AB~ dollan ta~kil edacakdir. Kioto Protokolunun 
qilvvada oldugu birinci be~illik-ohdalik dovrilnda (2008-2012) layiha (2010-2012-ci illarda) 5.4 
milyon AB~ dollar1 galir gatiracakdir. C02 ilzra atilmalarm satilmasmdan alda olunan galirlar, 
layihanin Daxili Ozilnil Odama Normas1m [0.8] faiza va layihanin Qiymatlandirilmi~ Tamiz 
Galirlarinin 2.8 milyon AB~ dollan artmasma sabab olacaqd1r. agar Kioto Protokolu i.izra 
tarafd~lar hokumatlar onun mi.iddatinin sonrak1 be~ ila (yani, 2013-2017-ci illar) uzad1lmas1 
barada raz1hga galsalar, bu, Azarenerjiya, pamik qazlan iizra atilmalarm satilmasmdan 
ahamiyyatli daracada galirlar alda etmaya imkan veracakdir. 

Dilnya Banklmn CDM ilzra tacrilbasinin olmas1 va global karbon bazarmm movcudlugu 
sababindan, karbon maliyyala~dirma layihasina Bankm calb olunmas1 karbon aktivlarinin 
inki~afma va Azarbaycanm CDM olkasi kimi tamnmasma ahamiyyatli daracada tohva vermi~ 
olardi. Dilnya Banki, bu karbon maliyyala~dirma layihasina xeyir gatiracak metodologiyaya va 
ekspertiza apanlma tacrilbasina malikdir. Azarbaycanda ilk dafa hayata ke~irilan layiha oldugu 
ilciln onun ahamiyyati, Azarbaycanm yeni meydana cixm1~ bu cilr bazarda imkanlanm nilmayi~ 
etdirmasidir. Azarbaycanda elektrik stansiyalannm pis i~~i vaziyyatda olmas1, bu tip digar 
layihalar ilciln potensial imkanlarm oldugunu gostarir. 

Layihanin karbon ma1iyyala~dirma komponentinin detalla~dmlm1~ tasviri 2005-ciilin birinci 
yarasmda haz1rlanmas1 gozlanilan Karbon Maliyyala~dirma Sanadinda (CFD) va Layihanin 
Dizayn Sanadinda (PDD) verilacakdir. 
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atav313: Layih3nin fayhnda olan S3R3dl3r 

KEMA Inc., Dar al Handash, "Azarenerji A'(tqSahmdar Camiyyati, Texniki iqtisadi 
8sasland1rma iizrn Son Hesabat1, Hissa I, Elektrik Otilrilcil Sistemi Layihasi", Oktyabr 2004 

KEMA Inc., Dar al Handash, " Azarenerji A'(tqSahmdar Camiyyati, Texniki iqtisadi 
8sasland1rma iizra Son Hesabati, Hissa II, Barpanm Qiymatlandirilmasi"- , "(8traf Mi.ihitin 
Qitmatlandirilmasi)", Oktyabr 2004 

Azarenerji, "Elektrik Otilrilcil Sistemi Layihasi (BYiB): "8traf Miihitin idarn Olunmas1 Plant", 
2005 

Burns & Roe Enterprises, "~rbaycan Respublikas1, Enerjinin Generasiyas1 va Otilri.ilmasi ilftiln 
Prioritet investisiyalar", Noyabr 2003 

T.e.n. V. Valiyev, « Azarbaycanda movcud olan Enerji va Qaz Sisteminin icmah », iyun 2002 

Dilnya Bania: " Azarbaycan: Enerji Sektorda islahatlar ila 8laqadar Problemlar va Variantlar", 
Noyabr, 2004 

Dilnya Bankt, « Azarbaycamn Yi.iksalan Gostaricilari: Takrar Balansl~dmlan Elektrik Enerjisi 
Tariflarinin 8haliya Qisa Milddatli Tasirlari », 10 Dekabr, 2004 

Nexant: « Azarbaycan: Elektrik Enerjisi, Tabii Qaz va Su sektorunda institusional Bacar1gm va 
Tanzimlanma <;ar'(ivasinin inki~af1 », 13 Avqust, 2004 

Azarenerji barnda alava malumat: www.azerenerji.com/ 
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81av3 l4: Borclar V3 Kreditfar iizr3 Hesabat 

Azarbaycan: Elektrik Otilrilcil sistemi Layihasi 

Layih~ No 

P081616 

P049892 

P076234 

P070989 

P008286 

P066100 

P069293 

P070973 

P040716 

P008284 

P035770 

P035813 

P058969 

P055155 

P008288 

Ml 

2003 

2003 

2002 

2001 

2001 

2001 

2000 

1999 

1999 

1999 

1999 

1998 

1997 

1995 

M~qs~ 

MAL xto 1NK1~AF 

PENSlYALAR & SOS YARD 

KaND lNVES (AZRIP) 

TaHS SEK lNKl~AF (APL# 1) 

IRRIQ SYS & MGMT Y AX~ILA~ 

IBTA2 

SaHlYYa 

MAL SEK TY 

YOLLAR 

IRRIQ/DRENAJ BaRPA 

PILOT LAY 

KaND ms lNK & KREDIT 

Mao lRSlN lNK 

Tac EKOLOJl lNVEST 

BAKI SU sls 
c~mi: 

llkin m~bl~g;, min.ABO 

BYlB 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

BlA 

12.25 

10.00 

15.00 

18.00 

35.00 

9.45 

5.00 

5.40 

40.00 

42.00 

20.00 

30.00 

7.50 

20.00 

61.00 

0.00 330.60 

SF 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

GEF 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

AZERBA YCANIN 
Beynalxalq Maliyya ~irkati il.zrn Hesabat1 

Aynlm1~ va Saxlamlm1~ Portfel 
Milyon AB~ Dollan 

T~sd.edil. Ml ~irk~t 

2004 Amerada Hess ... 

1998/04 Azerb. JV Bank 

2003 Azerigazbank 

2004 BP Corp NA 

1998 Baku Coca Cola 

1999 Baku Hotel 

2002 MFB Azerbaijan 

2003 Rabitabank 

2004 Statoil 

2004 Unocal - Unio ... 

Bore 

1.68 

0.00 

1.20 

I0.00 

0.58 

5.83 

0.00 

1.20 

8.75 

10.00 

C~mi: 39.24 

Qabul olunmu~ 

BMS 

X.kapit. 

0.00 

0.40 

0.00 

0.00 

0.00 

0.00 

1.75 

0.00 

0.00 

0.00 

2.15 

99 

Zahiri 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

Qism~n. Bore 

1.68 1.68 

0.00 0.00 

0.00 1.04 

10.00 I0.00 

0.00 0.58 

0.00 5.83 

0.00 0.00 

0.00 1.20 

8.75 2.50 

10.00 10.00 

30.43 32.83 

Giizl~nil~n v~ faktiki 
iid~m~l~r arasmda farq 

<;1xar. lstif.edilrn llkin Dilz~ldil. 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

12.91 

10.36 

15.52 

18.44 

38.66 

8.82 

1.73 

1.28 

33.64 

22.76 

3.08 

5.38 

1.96 

4.94 

9.66 

0.00 189.14 

Odanilmi~ 

BMS 

X.kapital Zahiri 

0.00 

0.40 

0.00 

0.00 

0.00 

0.00 

1.75 

0.00 

0.00 

0.00 

2.15 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

1.17 

0.25 

3.18 

1.81 

2.45 

-3.97 

-4.97 

21.07 

13.23 

-8.52 

4.10 

1.49 

3.64 

3.40 

38.33 

Qism~n. 

1.68 

0.00 

0.00 

10.00 

0.00 

0.00 

0.00 

0.00 

2.50 

10.00 

24.18 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

1.59 

-3.49 

-0.38 

3.86 

3.38 

4.96 



T;,sdiqi gozl;,y;,n ohd;,liklu 

Mt ~irk:it Bore X.kapital Zahiri Qism:in. 

2001 Azer JV tnki~af. 0.00 0.00 0.00 0.00 

C:imi gozl:inil:in ohd:ilik: 0.00 0.00 0.00 0.00 

100 



01av3 15. Olk3y3 Baxi~ 
AZ0RBA YCAN: Elektrik Oturiicii Sistemi Layihasi 

Y oi:sulluq n Sosial 
Azarbaytan 

2002 
8halinin sayt, ona illik (milyon) 

Adambat1nagalir(Atlas metodu, AIJD) 

Galir(Atla.r metodu, ABD mini,) 

Orta iUik amm, 1996-02 

ahau ("AIJ 
8mak qabiliy. (%) 

an son qlynm.ladinna (alcn olunmu1 milmk!ln olao ii, 1996-02) 

Yoxsulluq/% llhalinin yoxsulluq haddinda afiAt) 

Sahar ahalisi (% ahalinin say1) 
Y~y1s mUddati (ii) 
u,aq Olilmil (har 1,000 doAulana) 
u,aq acblt (% s y~dan yuxan) 
Su m;inbalarindan istifad; imkan1 (% ahalinin sayi,I 
Savads1z ("lo :Xialinin 15 yqdan yuxan) 
Onwmi ilkin qeyda alma ("Ai maklabli y~h ;hali) 

Kiti 
Qadtn 

8.2 
710 

5.8 

0.9 
1.8 

52 
65 
74 

17 
78 

98 

97 

99 

<JSAS tQTISADI NISBaTUJR va UZUN M0DDaTLt TENDENSIYA 

UDM (.AJJD mlrd) 

Omumi daxili investisiya/UDM 
Mallann v; lridm;tJ;rin ixractlUDM 
Omumi daxili galirlar/UDM 
Omumi milli g;lirlar/UDM 

Cari OdOilllij balaru1tlUDM 
Odanii d;~larilUDM 
Omumi borCIUDM 
Onwmi bore xidmatili:uada.r 
Borcun cari d:iyari/UDM 
Borcun cari d:iy;ri/ixrac:la.r 

(orta fllik arum) 

UDM 
Adamba,ma UDM 

IQTISADIYY ATIN STRUKTURU 

(%0DM) 

Kand tas;mlf 
Sllll8ye 

1stehsaJ 
Xidmatfar 

Oz:il istehlak 
Omumi &Mat istehlakt 

Mallann va xidm11tl11rin idxah 

(orra illik art1m) 
K/t;s;mufan 
Sanaye 

tstehsaJ 
Xidmatlor 

()z;I isti=hlak 
Omumi dfivlatistehlaki 

Omurni daxili investisiya 

Mallann v; xidmalfarin idxali 

1982-92 

1982 

J.2 
0.1 

1982 

1!192 

0.44 

-0.7 

86.2 

2001 

9.9 

8.9 

29.0 

40.0 

23.9 

31.0 

51.4 

17.7 

54.6 

1982-92 1992-02 

0.8 

·2.2 

-8.6 
11.3 

9.2 

6.8 

17.2 
5.3 

Avropa& 

Markazi 
Asiya 

476 

2,160 

1,030 

0.1 

0.4 

63 

69 
25 

91 

J 
.102 
103 

IOI 

2001 

S.1 

20.7 

41.5 

24.9 
20.4 

-0.9 
0.4 

22.2 

5.3 

17.4 

39.5 

2002 

10.6 
9.6 

2001 

15.9 
47.2 

7.1 
36.9 

61.S 

13.6 
37.3 

2001 

II.I 
7.3 

-l.7 

12.l 

10.9 
-9.5 

-44.4 

-2.4 

2,49.S 
430 

1,072 

1.9 
2.3 

JO 
59 
81 

76 

37 

95 

103 

S7 

2002 

6.1 

32.8 

43.8 

25.3 

20.2 

-12.6 
0.3 

23.6 

6.5 

2002-{)6 

2002 

15.2 
49.5 

6.7 

35.3 

61.9 

12.8 

51.2 

2002 

7.S 
19 . .5 
4.0 

4.1 

5.2 

5.S 

61.0 
20.7 

101 

Galir 
har 
adamba~ 

Su m;nbalarindan istifad; imkam 

-Azarbaycan 

A,alt galirli qrup 

lqtisadi nlsbatlar• 

Yerli 
g;lirlar 

Ticar;t 

Borcluluq 

-Azarbaycan 

A~alt galirli qrup 

nvesdsiya al1:im1 va UDM ('Vo) 

Omwni 
ii kin 

qeyd;alma 

lnvestisiya 

--Ono -UDM 

--txradar -lditallar 



QiYM<lTLaR va HClKUM<IT MALiYY<ISi 

/JAXIU QI YMFJ1'UIR 

tu. d•yiian) 

i stehlakl(J tiiym~tlar 

ODM deflyatoru 

HOKUMi:JT MALIYYi:JS/ 
(% UDM,1.:un qnmtlur dmil dlm1111/rr) 

Cui g,~lirl;>r 

Cari bf1dc~ balan.s1 

Dmumj btidc~ qahfl.1/defisit 

TiCARaT 

{A/JD mi~yo11) 

Umumi ixrac (FOB) 

n.a. 

na 
istahsal 

Omumi idxal (CIF) 

drzaq 

Yanaca<1 Vrl Encrji 

lstahsal vas1t:)J~ri 

lxracm q1y. indeks1 (19?5 ·WO) 

ldaxahn qiy inde.ksi (1995 /(){)) 

T1cara1 ~;inldri (1995-· /110) 

ODilMa DALANSI 

(AIJDmilyo11) 

Mallann v~ x1dm~tl ;;rin ix.ta<:1 

Mallann ve x1dm;;tl?rin idxa.ll 

Ehtiyal balans 

Tamiz g:ilirlar 

T :Jmiz Cilri tramSerl~r 

Cari mlihasibat bah\r'ISl 

Maliyyal~~dirm;, (netto) 

Te1111ii. ehtiyatlarda dciy1~iklar 

Yadd11J·: 
Qml daxil olmaqla ehliyattar(AJJ/J mi/yon) 

MUbadil~ d-a-f3casi (ycrli.-AJJn) 

XAR!Ci RORC» EHTiYATLARlN AXIMI 

(A/Jf) mi/yon) 

Cddflifmi~ v~ qal 1q iirnuml bore 

AYIB 

BIA 

AYIB 
BiA 

T~miz ehtiyallar axnrnm n t:nkibt 

R~smi qr:mllar 

R;)smi kreditorlar 

Oz;;it kreditorlar 

Dirba~a xarici investis iya 

S;;ih ml.:ir pakell equity 

Dlinya Bankmm proqrarn1 
C hd;Jliklar 

Odani~l3r 

Prinsipial odani~lar 

1982 1992 

1982 1992 

788 

1982 1992 

54.2 

1982 1992 

2001 

1.5 

2.5 

21.> 

4.7 

0.9 

2001 

2,046 

205 

1,465 

138 

262 

98 
268 

2001 

2.)69 

2.130 

239 

-367 

77 

-52 

317 

·2<>6 

725 
4,656.7 

2001 

J,26f> 

0 

2J) 

JJ2 

45 

88 
36 

227 

0 

50 

28 

0 

102 

2002 

2.7 

0.7 

28.0 

5.4 

-0.l 

2002 

1,969 

226 

2.136 

732 

25? 

98 

264 

2002 

2,667 

J .121 

-454 

-385 

70 

-768 

965 
-1 97 

721 

4,860.7 

2002 

1,438 

0 

314 

187 

179 

-79 

82 

57 

0 

Azgrbaycan 

hifyasiya (01.1) 

JO 

2U 

llJ 

.(0 

·20 

0 1 

--UDM deflyalorn - clQ 

fxntc v~ idulm saviyyasi (mil.ADD) 

.suo 

a Ix.radar ll!ldxallar 

ui>M-da cl'lri rnii.hruibat hRbllt!ll (9/o) 

02 

0·1: ~11··71 - HJ .,. 

I I 

r~ )! 
L" ! .................................. . 

2002-ci ilda borcon tarkibi (min.A.BO) 

I A - BYIB 

B - IJ iA 
C -RVF 

G: 82 

C: 279 

D : 120 

E - lki lorofli 
D - Digor l'Qxrorofli F - Ozol 

G- Qtsa inodd• 
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ELEKTRiK OTURUCU SiSTEMi LA YiHasi 

A. MALIYYa TaHLiLiN XULASaSI 

1. iqtisadi va maliyya analizlari (sah. 18, 69) 

1.1 Galir-Xarc Analizi: Taklif olunan layihadan alda olunacaq potensial galirlara 
daxildir (i) xatlarda otilrma zamam yaranan itkilarin azaldilmas1 va elektrik 
stansiyalarmm iqtisadi cahatdan daha samarali istifadasi yolu ila elektirik enerjisinin 
dayarinin azald1lmas1; (ii) sanaye, kommersiya va ahaliya verilan tachizatm etibarhgmm 
artmas1; (iii) macburi a<;1lmalarm va alava zadalanmalarin qar~1s1m almaq yolu ila texniki 
xidmat va tamir xarclarinin azaldilmas1; (iv) sistemin vaziyyatinin va onun talablarinin 
daha yax~1 bilmak yolu ila regional enerji ticaratinda i~tirakda boyiik imkanlarm 
yaranmas1; va (v) movcud resurslardan daha samarali istifada etmak yolu ila istahsal va 
otiirma sistemina yatmlacaq yeni potensial investisiyalardan qa9ilmasi. 

Layihanin maliyya tasirini enerji sektor il9iln talab olunan dovlat dastayinin (elektrik 
stansiyasmm yanacaqla tachisat ila alaqadar olaraq, maliyyala~dirmanin ~artlarinda) orta 
miiddatda azalmas1, biidca ta~kilatlan tarafindan istifada edilan elektrik enerjisi 
xarclarinin azalmas1, va tarif art1mlarma talabatm azalmas1 naticasinda galiri ~ag1 olan 
ahali qruplarma verilan subsidiyalann saviyyasinin azalmas1 ta~kil edacakdir. 



Table 10: Maliyy3 iizr3 N3tic3farin Xiilas3si 

2003: 2004: 2005 2006 2007 2008 2009 2010: 2011 2012 2013 
Fakt: Qiymet. :Plan. 

I 
I 
I 

Tarif(manat/kVts - EDV-siz)(nominal) I 

I 

Topdansatis 71 71 71 108 122 137: 154 173 171 171 172 
I 

Perakende 178 100 100 137 151 166: 183 202 200 200 200 
I 
I 

Dovriyyeden Yiqimlar 36,0% 50,7% 58,6% 68,8% 71,5% 81,8%: 90,0% 101,1% 112,5% 112,3% 112,1% 
Debitor Borclar 9 288 10 270 11 047 11 927 12 840 13 505 13 919 13 866 13 275 12 684 12 093 

Neqd Vesait Aximi Netto (804) (337) - - - - - 135 644 620 594 
ondan: Bore Xidmetlerine 121 114 115 137 264 653 712 697 677 647 615 
Gelirler Netto 386 1193 438 867 1 047 1129 908 570 544 516 487 
Dovriyyeden Odememeler (897) (890) (776) (880) (914) (664) (415) 53 591 591 590 
Sehmlere Yatirimler/Subsidiyalar (52) 2039 1 747 1 328 1 474 1 419 851 - - - -

Ilin sonuna Kassa Qaliqi 112 122 122 122 122 122 122 257 900 1 520 2 114 

Esas Fondlarin Qaliq Deyeri 3 064 3 032 3 071 4 087 5 831 7 082 7 434 7 417 7400 7 381 7 362 
Uzun Muddetli Borclar 1 535 1 520 I 629 2 711 4 414 5 289 5 211 4 754 4 288 3 822 3 355 
Sehmdarlarin Payi 2 702 4275 4 713 5 580 6 627 7 755 8 663 9 233 9777 10 293 10 781 
Umumi Kapital Qoyulusu 218 - 217 1 245 2 057 1 630 763 412 430 449 468 

Bore Xidmetleri Normasi (cari ile esasen) 0,8 2,0 1,3 1,9 2,6 3,0 2,8 2,3 2,2 2,1 2,0 
Yeniden Qiymetlendirilmis Esas Fondlarin Qaliq 
Deyeri uzre Gelir 0,0%, 52,2%, 14,3%, 21,2%, 17,9%, 15,9%, 12,2%, 7,7%, 7,4%, 7,0%, 6,6% 
Likvidlik Kofisienti 1, 1 : 1,3 : 1,3 : 1,4: 1,5 : 1,6 : 1,7 : 1,7 : 1,7 : 1,7 : 1,7 
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Elektrik Emrjisinin Satisi (rrilyon kvts) 

Topdaisatis 

Perakendesatis 

Tarif (Maiat/kvts) • EDV-siz 

Topdaisatis 

Perakmdesais (ata) 

lstilik Enerjisinin Saisi ('000 Gka) 

Tarif (Maial/Gkal). EDV-siz 

Umurri Gelir1er (EDV netto) 

Elektrik Enerjisi - Topdaisatis 

Elektrik Enerjisi • Perakendesatis 

lstilik 

Gani Umumi Gelir1er 

Emteenin M ¥1 Deyeri 

Ymcca::i 
aidai: Qaz 

Mazut 

Alinrris Elektrik Enerjisi 

Emek Haqqi 
Sosia Vergiler 

T emir ve T exniki Xidrret 
Amcrtizasiya Ayinnala-i 

lnzibai ve Diger 

Cerni Emteenin MC¥a Deyeri 

Emeliyyatfcrdm Gelir1er Netto 

Layiheileelaqedcr Maya Deyeri uzreQenaetler 

Layihmin ida-eedllrresi ve texniki >Erciai 
Faz ve Ohdelikler uzre haqlcr 

Diger Gelir1er (netto) 

VergilEr cbdlmaqla T emiz Gelir 

VergilEr ve Subsidiyalcrdai evYe! Gelir1erin Nettosu 

Emeliyyatl<I' ucun Subsidi)0Jcr 

Gelirde'l Vergiler 

VertJilerdEl'l saira Gelir1erin Nettosu 

Cadval 11: Galirfar iizra Hesabatm Taqribi Formas1 

Fakt Qi)metlmdir. 

2003 2004 

21244 

19663 

1 581 

71 

178 

816 

66263 

1396073 

280 741 

54071 

1730885 

1664 873 

870 913 

793 960 

536 366 

58159 

16866 

80216 

110 600 

75620 

2 542 700 

(811815) 

(27 462) 

3604 

(32 368) 

(868041) 

1253 838 

385 797 

23800 

22028 

1772 

71 

100 

816 

66263 

1572298 

177763 

54 071 

1804132 

1907621 

143)716 

476 905 

248 334 

62 872 

74284 

1Cl5 063 

89384 

2 488 558 

(684 426) 

(24642) 

3680 

(32129) 

(737 517) 

2 OCI! 080 

77159 

1193404 

Plmlasc&r. 

2005 

24 759 

22 916 

1843 

71 

100 

816 

66263 

1635 705 

184 932 

54071 

1874708 

2195 $9 

1681 782 

514178 

256 529 

66225 

78246 

178 9CE 

94152 

2870 018 

(995 311) 

(4234) 

(26109) 

3801 

(32 580) 

(1054432) 

17461111 

254113 

438 343 

2006 

25111 

23242 

1869 

108 

137 

816 

66263 

2 513441 

256278 

54 071 

2 823790 

2 291 746 

1 751 411 

540 335 

265 507 

69018 

81546 

229280 

98123 

3 035 221 

(211431) 

(8710) 

(63046) 

3934 

(43 690) 

(322944) 

1 328025 

138 492 

866590 

3 

2007 

25468 

23 572 

1 896 

122 

151 

816 

66263 

2 867 084 

285 488 

54 071 

3206 643 

2 385 099 

1822753 

562 346 

272 145 

71235 

84166 

312 705 

101275 

3226 625 

(19982) 

(7 752) 

(141616) 

4033 

(61 516) 

(226834) 

1474416 

201016 

1046566 

2008 

25 830 

23907 

1 923 

137 

166 

816 

66263 

3269660 

318644 

54071 

3 642 375 

2482181 

1 896946 

585 235 

278949 

73524 

86869 

379118 

104 528 

3 405168 

237 206 

(2 285) 

(205 331) 

4133 

(74460) 

(40736) 

1419073 

249 516 

1128 820 

2009 

26197 

24247 

1 950 

154 

183 

816 

66263 

3 727 915 

356288 

54071 

4138274 

2583133 

1974096 

609 037 

285 922 

75 885 

89659 

410 936 

107 885 

3 553 421 

584853 

34 979 

(250) 

(213 239) 

4237 

(78 479) 

332101 

851 492 

275 667 

907 926 

2010 

26569 

24 591 

1 978 

173 

202 

816 

66263 

4 249 674 

399051 

54071 

4 702 797 

2688204 

2 054 394 

633 810 

293 071 

78323 

92 540 

428 780 

111 351 

3 692 269 

1010528 

65076 

(194 574) 

4343 

(78 875) 

806 496 

236 719 

569 778 

2011 

27000 

24990 

2010 

171 

200 

816 

66263 

4268 459 

401 491 

54071 

4 724 020 

2803 406 

2 142 434 

660 972 

300397 

80918 

95606 

447 422 

115041 

3842 790 

881 231 

67796 

(169513) 

4451 

(78 720) 

705245 

161299 

543946 

2012 

27436 

25 394 

2 042 

171 

200 

816 

66 263 

4340 540 

408229 

54 071 

4802 840 

2923 343 

2234 093 

689 250 

307907 

83 597 

98771 

466 898 

118 850 

3999367 

803 473 

70628 

(142 687) 

4562 

(78615) 

657361 

141 049 

516 312 

2013 

27 880 

25 805 

2 075 

172 

200 

816 

66263 

4 426 076 

416 065 

54 071 

4896212 

3 048 419 

2 329679 

718 739 

315 605 

86366 

102043 

487248 

122 786 

4162 467 

733 744 

73 578 

(114 616) 

4676 

(78 516) 

618866 

131 472 

487 394 



Cadval 12: Miihasibat u~otu iizra Hesabatm Taqribi formas1 
Fakt Qiymet. Layihe. 

2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 
AKTiVLER 
Esas fondlar 

Binalar, qurqular ve avadanliqlar 3 898 457 3 792 790 4 009769 5 255201 7 312 212 8 942 124 9 705355 10 117 294 10 547 121 10 995 635 11463673 
Toplanmis Amortizasuya Ayirmalari (1475 096) (1421 683) (1600591) (1 829871) (2 142 576) (2 521 694) (2 932 629) (3 361410) (3 808 831) (4 275 730) (4 762978) 

Dovriyyede olan Kapital 640 358 661 332 661 332 661 332 661 332 661 332 661332 661 332 661 332 661 332 661 332 
Netto Qurqu ve Avadanlq/ar 3 063 719 3 032439 3 070 511 4 086662 5 830968 7 081 763 7434058 7 417 216 7 399 621 7 381 237 7 362026 

Diger Uzun MuddeUi Aktivler 
Vaxti Uzadilmis Debitor Bordar (dondurulmus) 7 422400 7 422400 7 422400 7 422400 7 422400 7 422400 7 422400 7 422400 7 422400 7 422400 7 422 400 
Netto Qeyri-Material Akrivler 147 200 200 200 200 200 200 200 200 200 200 
Maliyye investisiyalari 59 59 59 59 59 59 59 59 59 59 59 

Cemi Diger uzre 7422606 7422 659 7422 659 7 422659 7422 659 7 422 659 7422659 7422659 7422659 7422 659 7422659 

Dovriyye Vasaitleri 
Kassa ve Bank Hesablari 112 263 121 994 121 994 121 994 121994 121 994 121994 277 432 921 449 1 541 457 2136334 
Qisa MuddeOi investisiyalar 
Debitortar - Perakende 9 288426 10 270 140 11046519 11926788 12 841 464 13 507 418 13 923 639 13 870 329 13 278 718 12 687 432 12 096 522 
Debitortar- Diger 584 12 506 12 506 12506 12 506 12 506 12 506 12506 12 506 12 506 12 506 
Umidsiz Berdar ucun Kicik Faizler 
Material Qaliqlari 89022 117 989 134416 176165 245121 299759 325344 339153 353 562 368 597 384286 
Gelecek Xercler 67 813 83345 83345 83345 83345 83345 83345 83345 83345 83345 83345 
Vergiler (netto) 1178 878 1113 697 1113 697 1113697 1113697 1 113 697 1113697 1113 697 1113697 1113 697 1113697 
Diger Dovriyye Vasaitleri 15975 89144 92086 95309 97 691 100134 102 637 105 203 107 833 110 529 113 292 

Cerri Dovriyye Vasait./eri uzre 10 752 961 11BOB815 12 604 563 13 529 804 14 515 819 15 238 853 15 683 162 15 801665 15 871110 15 917 562 15 939982 

Cerni Aktivler uzre 21239286 22 263 913 23 097733 25 039125 27 769445 29 743 275 30539878 30 641 541 30 693 390 30 721 458 30 724667 

PASSIVLER 
Sehmdartarin Xususi Kapitali 

llkin Kapital 483 267 485119 485119 485119 485119 485119 485 119 485119 485119 485119 485119 
Kapital Qoyuluslari 1 370483 1 399759 1399759 1 399 759 1399759 1 399 759 1399759 1399759 1399759 1 399759 1399759 
YenidenqiymeUendirilmis EhtiyaUar 40 40 40 40 40 40 40 40 40 40 40 
Bolusdurulmemis Gelirter 696651 633 882 2 217 430 2 655 776 3 522 366 4 569983 5 700485 6610070 7 200517 7 744462 8260774 

Ustegel earl dovr uzre gelirter 304 1583548 438 346 866 590 1 047616 1130 502 909585 590447 543945 516 312 487 394 
Kicik Odemeler (304) 
Diger EhliyaUar 152009 172 728 172 728 172 728 172 728 172 728 172 728 172 728 172 728 172 728 172 728 

Cerri Karita/ uzre 2 702450 4275076 4 713422 5 580 012 6 627629 7 758 131 8 667 716 9 258 163 9 802108 10318420 10 805 814 

Uzun Muddetli Ohdelikler 
Xarici Kreditler 1535448 1519859 1 628669 2 710 595 4 413977 5 288 892 5 210 536 4 753 511 4 287 965 3 821 592 3 354545 
Yenidenqiymetlendirilmis Valyuta Ehtiyatlari (5123) (26 031) (59 222) (103 781) (151 854) (197 565) (239 208) (276 742) (310 160) 
Vaxti Uzadilmis Borclar (dondL1Ulmus kreditortar) 7 422400 7 422400 7 422400 7 422400 7 422400 7 422 400 7 422 400 7 422400 7 422400 7 422400 7 422400 
Yerti Borclar 

Cerri Uzun Muddelli Ohdelikler 8957 848 8942259 9 045946 10 106 964 11 777 155 12 607 511 12481 082 11978346 11471157 10 967 249 10 466 784 

Cari Ohdelikler 
Kreditor Borclar - Kommersiya 7 896187 7 875 801 8 165 298 8 176 781 8 187 579 8198 792 8 210 435 8 222 536 8 235 724 8 249434 8 263 709 
Emek haqqi ve Sosial Siqorta Odenisleri 9923 5119 5 519 5752 5936 6127 6 324 6 527 6 743 6 966 7197 
Bu dee 676 391 623010 623 010 623 010 623 010 623 010 623 010 623010 623 010 623 010 623010 
Alinmis Avanslar 327 169 287 276 287 276 287 276 287 276 287 276 287 276 287 276 287 276 287 276 287 276 
Diger Cari Ohdelik/er 71162 57 236 59125 61194 62724 64292 65 899 67 547 69 236 70966 72 741 
Qisa MuddeUi Borclar 598 156 198 136 198136 198 136 198136 198136 198 136 198 136 198 136 198136 198136 

Cerri Cari Ohde/ikler 9578988 9040 578 9338364 9352149 9 364 661 9 377 633 9 391 081 9 405032 9420125 9 435 789 9452069 

Total Liabilities and Equity 21239286 22 263 913 23097733 25 039125 27 769445 29 743 275 30539 878 30 641 541 30693 390 30 721 458 30724667 
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Cadval 13: Naqd Vasait Ax1m1 iizra Hesabat1 Taqribi Formas1 

Fakt Qi)'llletlend. Layihe 

2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 

Mallyye Fondlarelnln Menbelert 
Faz Derecelerinden, VErgiltrdEl1 e'MOI Gelir1Er (840 579) (712 674) (1026323) (259696) (85219) 164595 545339 1 001 071 674 756 800 046 733483 

Elave Amatizasiya 110 600 106 063 176 908 229260 312 705 379116 410936 426 760 447 422 466 696 487 248 

Daxilde Ya-anmis Neqd Vesdait (729 979) (606 611) (849 416) (30 617) 227486 543 712 956 275 1429851 1 322160 1266946 1220731 

Xartcl Mallyye 

Xartcl Borclar 116036 - 192 273 1135453 1792586 1276163 371 693 

Y er1i Bcrchr 

Hokumet Subsidiyalai 1253636 2 006 060 1746691 1326025 1474416 1419073 851 492 

Hokumetin Sehmla:e Ya:irimlari (1 306126) 31128 

Cerni Xarici Maliyye 65748 2 039 208 1 939164 2463479 3 267002 2697 256 1223 365 

Ceml Menbeler (664 231) 1432 397 1 069749 2432861 3 494488 3240966 2179661 1 429 651 1322180 1266946 1220731 

Mallyye Fondlartndan lstffade 

Kapltal Qoyuluslart 

lnvestislya uzre Yenl Laylheler 217 926 190463 1155 976 1 627731 1316444 363166 

Kapitallasdirilmis Texniki Xidrret 26516 69454 229 280 313 468 360043 411 939 429 627 446 514 468036 

Bcrc uzre Xidmet 

Bore Odenlsl 93236 86 869 86585 74436 122 394 447 626 496 322 502 736 507169 503 906 500 465 

Faiz uzre Odenisler/OhdeliklEr uzre Haqla- 27462 24642 26109 63046 141616 205 331 213239 194 574 169 513 142 687 114 616 

Diger 

Odenllmls Vergller 77159 254113 136492 201 016 249 516 275667 236 719 161299 141 049 131472 

Odenilmis Di..;dendler 

Neqdsiz Dovriyye Kapitalinda Artmal(Azalma) (196 527) 1576533 503 962 911456 972 451 708380 429202 (50 946) (569197) (586 742) (588 256) 
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PRIORITIZATION OF PROGRAMS AND PROJECTS 

Quantitative Prioritization: 

Introductory Questions 

• Why analyze public investments quantitatively if they 
are already filtered on policy basis? 

• If the financial analysis of projects is not suitable to 
most public investment projects, what shall we do? 
- How shall we address the valuation (pricing) issue? 

- How to treat indirect costs and benefits (externalities)? 

- How to quantitatively analyze the projects whose benefits 
cannot be measured? 

2 
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PRIORITIZATION OF PROGRAMS AND PROJECTS 

Quantitative Prioritization: 

Why needed? 

• Policy-filtering determines whether a public 
investment is suitable for the PIP if "profitable"; 

• But profitability or efficiency of a project can be 
determined only by quantitative analysis. 

• Quantitative prioritization can be applied to policy 
filtered projects either independently of or jointly with 
policy-based ranking and weighting. 

PRIORITIZATION OF PROGRAMS AND PROJECTS 

Financial Analysis of Projects: 
Its Usage for Public Investment 

• We said it's the main project selection tool in the private sector; 
• What use could be made of it in evaluating public investments? 

- It could be useful in evaluating SOEs' projects (why?), even though 
project selection is to be made on economic analysis; 

- Financial analysis will provide a useful starting ground for the 
economic analysis that uses different definition of C & B and 
adjusted market prices; and 

- The financial analysis of public investment projects will help judge 
whether and how they can be sustainable. 

3 
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Public Investment 
Policy Project 

PRIORITIZATION OF PROGRAMS AND PROJECTS 

Financial Analysis of Projects: 
Relevant Project Characteristics 

• Commercially operated projects, whether with public or private 
ownership, which expect to generate sufficient revenues to cover: 
- All necessary capital costs, and 

- All operating costs: 
• Production costs; 
• Amortization of intangible investment expenditures and depreciation of fixed 

assets; 
• Debt service; and 
• Generation of a profit for compensating investors and reserve accumulation (what 

about "break-even" projects?). 

Public Investment 
Policy Project 

PRIORITIZATION OF PROGRAMS AND PROJECTS 

Financial Analysis of Projects: 
Relevant Project Characteristics (cont.) 

• Non-commercially operated projects, which do not 
produce sufficient revenues, rely on external support: 
- To cover either capital or operating costs or both; 

- By either the government or international aid or both; and 

- The need for external support indicates that the project's 
worth lies in benefits it creates for the society rather than 
financial benefits. 

5 
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PRIORITIZATION OF PROGRAMS AND PROJECTS 

Financial Analysis of Projects: 
Relevant Project Characteristics (cont.) 

• For a new commercially operated project, FIRR or NPV criterion 
provides the basis for the decision; 

• But for a commercial expansion project, two steps are needed: 
- First, appraise the worth of the additional investment and related 

benefits and costs; and 

- Second, the worth of the total enterprise including the additional 
project should be analyzed and assessed. 

if~~~ USAID I Public Investment 1~~) FROM rHe AMERICAN PEOPLE Policy Project 

PRIORITIZATION OF PROGRAMS AND PROJECTS 

Financial Analysis of Projects: 
Some Analytical Concepts 

• Budget: 

7 

- Investment (capital) budget: the cost of all facilities that must 
be in place before the project begins its activities; 

- operating budget covers all costs incL1rred for the activities to 
be carried out; and 

- a cash flow budget shows different sources of funds to cover 
the capital and operating costs. 
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PRIORITIZATION OF PROGRAMS AND PROJECTS 

Financial Analysis of Projects: 
Some Analytical Concepts (cont.) 

• Financial costs and benefits: 
"Financial costs" are all expenditures paid for executing a project 
activity, including investment and operating cost; 

- "Benefits" include revenues received and intangibles (e.g., better 
education or health). The latter, even if can be put in monetary 
terms, is not included in the financial analysis; 

- Government contributions or foreign grants are revenues; 
- A project is not financially viable if its "financial worth" (the sum of 

net monetary benefits) is negative, but may still be justified on 
social or economic benefits; and 
Since all costs and benefits accrue over time in different amounts, 
they must be reduced to a common denominator, the present value 
equivalent, by appropriate discounting. 

PRIORITIZATION OF PROGRAMS AND PROJECTS 

Financial Analysis of Projects: 

Some Analytical Concepts (cont.) 
• Data used in financial analysis: 

Revenue estimates: 
• the number of output units sold x the likely price per unit; 

9 

• Consider "high", "low" and "probable" prices for sensitivity tests; 

• Consider the "learning curve" for the build-up of production to 
full-capacity production; and 

• Revenue estimates will be difficult for non-commercial projects 
because they are often based on administrative prices. 

10 
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PRIORITIZATION OF PROGRAMS AND PROJECTS 

Financial Analysis of Projects: 

Some Analytical Concepts (cont.) 

• Cost estimates: 
- "cost estimates" include both capital & operating expenses; 

- Physical and inflation contingencies must be estimated; 

- If inflation is expected to affect the sales and input prices 
differently, this must be considered in the financial analysis; 

- Sufficient "working capital" during the construction period; 

- "capitalize" interest payments of the construction period. 

11 
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PRIORITIZATION OF PROGRAMS AND PROJECTS 

Financial Analysis of Projects: 
Some Analytical Concepts (cont.) 

• Financial statements: 
- The "pro forma" statements for future performance of a firm; 

- The Income Statement (Profit and Loss Statement) shows the 
categories of revenues and expenditures, including non-cash 
charges to income (depreciation, deferred taxes, etc); 

- The Balance Sheet shows the entity's assets and liabilities: 
• Current assets: cash and convertible to cash within one year; 

• Fixed assets: land, building, equipment with life of 1 year+; 

• Other long-term assets: cost of R&D and outside engineering; 

- "Statement of Sources and Uses of Funds" 

12 
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PRIORITIZATION OF PROGRAMS AND PROJECTS 

Financial Analysis of Commercial Projects 

• What are the objectives of the financial analysis? 
- Estimate the "financial worth" of the project (FIRR); 

- Assure "return on equity" is adequate; 

- Assure "financial resources=>investment+operating costs" 

- Cash flow analysis: receipts & payments are synchronized 

- Assure that the "debt service coverage" is provided. 

- Sensitivity analysis. 

(~' USAI D I Pu~lic lnv~stment 
~--#' FROMTHEAMERtcANPEoPLE Pohcy ProJect 
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PRIORITIZATION OF PROGRAMS AND PROJECTS 

Financial Analysis of Commercial Projects (cont.) 

• Methods of Analysis: The data in the financial 
statement is analyzed with the help of some ratios: 

- FIRR= (i), which make~: 
81 L 

t•l 

=O 

- NPV= 
• Bt 

, where {I) chosen in advance and 
f.t (1 +i)' 

if NPV=or>O, the project is acceptable 

14 
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PRIORITIZATION OF PROGRAMS AND PROJECTS 

Financial Analysis of Commercial Projects (cont.) 

Net Profit = All revenues - All costs 
- Costs= production costs+ administrative (overhead) costs+ import duties+ 

taxes + depreciation + amortization + interest on debt 

- The best measures of a project's profitability are FIRR and NPV because they 
consider benefits' and costs' time profiles beyond the annual statements. 

- Some ratios as indicators of the overall efficiency of funds' use: 
• Annual net profit I sales 

• Annual net profit I total assets 

• Annual net profit I equity 

Leverage is the effect of debt on the profitability of an equity investment; 
- The debt I equity ratio measures the effect of debt on the project stability; 

- Consider both short- and long-term debt in computing the debUequity ratio. 

15 
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PRIORITIZATION OF PROGRAMS AND PROJECTS 

Financial Analysis of Commercial Projects (cont.) 

• The Liquidity Analysis ascertains if all the expected expenses in 
a year are covered by expected receipts. The relevant ratios: 
- The current ratio = current assets I current liabilities. 

• Current assets=cash+marketable securities+receivables+inventories 

• Current liabilities=taxes+short term loan repayments+annual principal 
repayments of long term loans+accounts payable 

- The quick ratio ("acid test")=(current assets-inventories) I current 
liabilities. 

Debt service coverage=sources of funds/debt service requirement 

16 
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PRIORITIZATION OF PROGRAMS AND PROJECTS 

Financial Analysis of Commercial Projects (cont.) 

• Sensitivity Analysis: 
- There will always be sufficient uncertainties in most estimates and 

assumptions underlying any project's profitability and financial 
stability; hence need for examining the effects of changes in them. 

• Particularly important factors are: construction and operating costs, 
sales prices, total production, and the length of construction period. 

• If tests with changes in these factors show that the project will not be 
financially viable, then estimate the probability of a given change. 

• Such assessment of probability is called "risk analysis", and 
taking steps to minimize it is called "risk management". 

17 

PRIORITIZATION OF PROGRAMS AND PROJECTS 

Financial Analysis of Non-Commercial Projects 

• Scope of Analysis: 
- Most public sector investments are aimed at improving socio-

economic infrastructure of the country; 

- Such projects often do not generate any or sufficient revenues; 

- Hence, FIRR and NPV cannot be calculated to justify them; 

- The role of financial analysis is to determine whether the project will 
• Achieve its expected results at the least cost possible, and 

• Have sufficient resources available to meet its costs on time. 

18 
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PRIORITIZATION OF PROGRAMS AND PROJECTS 
Financial Analysis of Non-Commercial Projects 

• Cost Effectiveness Analysis (CEA): 
- Benefits and costs are identified, but only costs are monetized; 
- Benefits are difficult or impossible to quantify and to express in 

monetary terms; 
- CEA can take three basic approaches: 

• First establish the expected result and then examine different means of 
achieving that result; 

• In the second approach, a predetermined funding is available in a 
certain area (child health care) and the consequences of using that 
money in alternative ways are examined; 

• Identify a number of results required for a Strategic Objective and 
examine the cost differences to achieve them, and then consider which 
results seem most reasonable in view of the costs involved. 

• Unit cost = (annualized investment costs + annual operating costs) I 
annual number of output units. 

~~f)f7i~~~ 
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PRIORITIZATION OF PROGRAMS AND PROJECTS 

Financial Analysis of Non-Commercial Projects 

Recurrent Cost Analysis: 
- Recurrent costs (operating expenditures) include: 

• Wage and salary payments 

• Utility costs 

• Raw material purchases 

• Maintenance and repair expenses 

• Replacement of worn-out equipment 

• Debt service payments, etc. 

- The financial analysis must examine whether or not sufficient funds 
are made available to cover these costs when needed during the 
life of the project. 

20 
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PRIORITIZATION OF PROGRAMS AND PROJECTS 

Financial Analysis of Non-Commercial Projects 
Recurrent Cost Analysis: 
- Prepare the annual budget of the project, containing all operating 

expenditures and sources of funds; 
Examine the government's past recurrent cost performance and the 
projections for the coming years, particularly w.r.t. the project sector 
If the above analyses show potential problems, then 

• Modify the project design (e.g., user fees and other revenue measures) 
• Analyze the project impact on government revenues and expenditures 

in case the net revenue impact may justify the needed govt support; 
• Analyze the likelihood of other donors providing support to the project; 
• Analyze the causes of persistent recurrent cost problems and remedies 
• Consider abandoning the project. 
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AZERBAIJAN 
PUBLIC INVESTMENT POLICY (PIP) PROJECT 

TRAINING WORKSHOP FOR TECHNICAL STAFF 

IMPROVING PUBLIC INVESTMENT POLICY, INTEGRATED PROJECT 
ANALYSIS AND PERFORMANCE ASSESSMENT: 

FROM KEY CONCEPTS TO PRACTICE 

Mid-Training Workshop Test on Nov. 25, 2006 
Questions and Answers 

Part I: (each question has a value of 3 percentage points for the correct response) 

Please give your response to the questions listed below. 

( 1) What are the main stages (in correct order) of the Project Life Cycle? And what 
should be key outputs for each stage? 

(2) Financial analysis of a project is carried out only for (a) the private sector projects 
or (b) commercial projects. 

a) True False; Reason: 

False; Reason: b) True -- ---

(3) In the Project Lifecycle, the economic rationale of the project is established at the 
preparation stage. 

True False 

(4) Some large projects may have considerable impact within local and the national 
economy. For such projects there should be a discussion of the effects. 
Choices: 

(8) Financial analysis: 

(a) Estimates the profit coming to the project operating entity. 
(b) Measures economic profit by the effect of the project on the economy. 
( c) Calculates the financial cost of the project. 
( d) Determines the discount rate to attract investment from the international financial 

markets. 



(9) Economic analysis: 

(a) Estimates the profit accruing to the project operating entity. 
(b) Measures economic profit by the effect of the project on the economy 
(c) Calculates the financial cost of the project 
(d) Determines the discount rate to attract investment from the international financial 

markets 

(10) For estimating the incremental net benefits, there is a need to take the difference 
between: 

(a) without-project and with-project situation 
(b) before project and with-project situation 

(13) In the financial analysis of projects, contingencies include the cost of physical 
and price contingencies. 

True False. Give reason. ---- ------

(14) The risk analysis involves: 

(a) The risks and assumptions, which are not under direct project control and can 
have a negative impact on the project's output. 

(b) The risks and assumptions, which are under direct project control and can have a 
negative impact on the project's output. 

(c) The risks and assumptions, which are under direct project control and can have a 
positive or negative impact on the project's output. 

(15) In the economic analysis, we must define prices. These are the same financial 
prices used in the financial analysis of the project. 

True ---- False, ------ Reason: 

(20) Net present value is the discounted value of net benefits over the life of the 
project. Accept all projects and subprojects in which the NPV is __ _ 

(a) less than zero 
(b) approaching zero 
( c) greater than zero 

2 



(d) greater than or equal to zero 

PART II: value of 25% of the mid-term exam test. 

Please outline briefly (not more than 1 page, handwritten) your initial follow-up 
action plan for utilizing and applying (over the next 6 months) the relevant 
principles and tools that you are learning in this training workshop to your current 
work responsibilities. 

(Suggestion: Please outline the specific task, how you plan to approach your task 
in applying key concepts and tools, identify the key assumptions for being able to 
carry out the task, and the main risks (factors outside your control which could 
impede your task). 
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I Exerdse: Sensitivity Analysis 

1. An irrigation rehabilitation project is used here to illustrate the application of sensitivity 
analysis. (A summary of the Project is provided in Appendix 17 of the Guidelines, and the processes 
for analysis of sensitivity and risk described further in Appendix 21). 

2. The project involves a predicted increase in cropped area for irrigated rice, in cropping 
intensity, and in yield, as a result of rehabilitation, with a compensating decline in vegetable cropped 
area. The base case result, EIRR of 19.0 percent and economic NPV of Rsl,440 million at 12 
percent discount rate, is also based on a long-term relative economic price decline for rice and a 
long-term relative economic price increase for fertilizer. There are a number of main variables to 
which the base case may be sensitive, and which are discussed below. 

3. On the basis of previous rehabilitation projects in similar areas of the country, there is 
uncertainty over the farmer response to improved irrigation. Postevaluation studies indicate the 
possibility of lower values for cropped rice area, cropping intensity and yield by 9, 10 and 6 percent, 
respectively. There is also uncertainty over the levels of rice cropping intensity and yield of both 
vegetables and rice without the project; and so increases in these variables of 10 percent each have 
been included in the sensitivity tests. 

4. The forecast prices of rice and fertilizer should be key variables in the project analysis, as the 
project will increase both the quantity of rice output and the quantity of fertilizer input. In the 
sensitivity analysis, the forecast price of rice, which declines over the first ten years of the project 
anyway, is predicted to follow the same pattern but to be at the level of the lower range of the 70 
percent distribution given together ·with the basic World Bank price forecasts. This is equivalent to a 
price nearly 39 percent lower than in the base case. On a similar basis, the fertilizer price is tested at 
a price just over 42 percent higher than in the base case, at the higher range of the 70 percent 
distribution. 

5. Other variables are also included in the sensitivity analysis. Firstly, there have been delays in 
the implementation of similar previous projects, and a two-year delay in the delivery of benefits is 
considered here. Secondly, the effect of a 10 percent higher investment cost is tested. Thirdly, the 
project benefits depend upon continued maintenance activities; rather than a higher level of 
maintenance costs, the last five operating years of the project are excluded to allow for the 
possibility of inadequate maintenance activity. Fourthly, the two principal shadow price factors, the 
SERF and the SWRF, are subjected to lower and higher values, respectively, by 10 percent. Finally, 
some combinations of variables are also tested. 

6. The results of these sensitivity tests on underlying and specific benefit and cost factors are 
given in Table 1. Net present values at a 12 percent discount rate, internal rates of return and both 
sensitivity indicators and switching values have been included for each sensitivity test. 
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Table 1. Results of Sensitivity Analysis: Irrigation Rehabilitation Project 

Item 
Base Case 
Costs 
Investment Costs 
Fertilizer, economic price 
Benefits 
Rice economic price 
With: 
Rice area 
Rice cropping intensity 
Rice yield 
Without: 
Rice cropping intensity 
Rice yield 
V e_getables yield 
Delay in Benefits 
Two years 
Operating Life 
Reduced five years 
Shadow Price Factors 
SERF 
SWRF 
Discount rate (14%) 

Combinations 
A. Investment Cost 

Fertilizer price 
Rice, vegetable yield, 

with 
B. As A, plus 

Rice economic price 
IRR = Internal rate of return 
NPV = Net present value 

Tasks: 

Change 
(%) 

+10.0 
+42.1 

-38.9 

9 
10 

- 6 

+ 10 
+ 10 
+ 10 

- 10 
+ 10 

+10 
+ 10 
- 10 

- 10 

NPV IRR Sensitivity Switching 
(Rs mn) (%) Indicator Value(%) 

1,440 19.0 

1,291 17.9 1.03 97 
753 15.8 1.13 88 

-1,427 1.7 5.12 -20 

1,298 18.3 1.10 -91 
446 14.3 6.90 -14 
844 16.2 6.90 -14 

873 16.3 3.94 25 
873 16.3 3.94 25 

1,162 17.7 1.93 52 
NPV declines by 

636 14.9 75 percent. 
NPV declines by 

1,250 18.6 13 percent. 

1,084 17.7 2.47 -40 
1,383 18.6 0.40 253 

NPV declines by 
889 19.0 38 percent. 

16 11.9 10.10 

612 8.7 14.25 

a) Using the switching values, identify the three variables for which the largest 
change are required for the project decsion to change. 

b) 

c) 

d) 

Using the switching values, identify the three variables for which the lowest 
change is required for the project decision to change; comment on the 
likelihood of this event. 
Using sensitivity indicators, identify the three individual variables (i.e., excluding 
combinations of variables) to which project NPV is most sensitive. 
Using sensitivity indicators, identify the three individual variables to which 
project NPV is least sensitive. 
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e) 

f) 

g) 

h) 
Solution 

Using sensitivity indicators, comment on the sensitivity of rice economic price 
as an individual variable and in combination with other variables. 
Using your judgment comment on whether you feel the project is at risk or not, 
and why? 
What implications, if any, does your sensitivity analysis have for project design 
and management (e.g., for monitoring of the delivery of benefits)? 
What variables may be sources of risk over which the project has no control? 
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I Exercise: Solution 
Sensitivity Analysis 

(Refer to Appendix 21 of the Guidelines for Economic Ana!Jsis of Projects, 1997 as a complement to the 
solution set.) 

a. Based on switching values resulting from the sensitivity testing, the three variables for which 
the largest changes are required for the project decision to change are (in descending order 
of magnitude) SWRF, investment costs, and rice area with the project. 

b. Again based on switching values, the three variables for which the lowest change are 
required for the project decision to change are (in ascending order of magnitude) rice 
cropping intensity with the project (-14%) and rice yield with the project (-14%), and the 
economic price of rice (-20%). 

c. Based on sensitivity indicators resulting from the sensitivity testing, the three individual 
variables most sensitive to change are the same ones identified in Task b. 

d. Based on sensitivity indicators, the three individual variables least sensitive to change are the 
same as those identified in Task a. 

e. As an individual variable, rice economic price is one of the variables most sensitive to change 
where the likely price decline of 38.9 percent will result in a sensitivity indicator of 5.12. On 
the other hand, after considering combinations of changes in investment cost, fertilizer price, 
rice yield (with) and vegetable (with), the incremental effect of rice economic price on the 
sensitivity indicator is still large at 4.25 considering the decline in price of only 10 percent. 

f. The project is at risk as only relatively modest changes (in historical terms) in values of major 
variables will make the investment unattractive. 

g. Cropping intensity and rice yields should be monitored closely in the early years of the 
project to ensure that projected targets are being met. Similarly, the relative economic 
attractiveness of rice production vis-a-vis vegetable production should be monitored to 
ensure that farmers have an incentive to produce rice. 

h. The economic prices of rice and fertilizer are beyond the control of the project. These 
should be explicitly specified in the 'risks and assumptions' column of the Project 
Framework. 

1 
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ECONOMIC ANALYSIS OF PROJECTS 

Identification and Quantification of Costs and Benefits 
• General Principles: 

- Main steps for analyzing the economic viability of a project: 
• Identify economic costs and benefits; 

• Quantify them; 

• Value them; and 

• Compare the benefits with the costs. 

- The comparison of with- and without-project situations is at the 
heart of the estimation of benefits of any project. 

- Effects of marginal v. large projects. 

- Importance of the distinction between nonincremental and 
incremental output and inputs. 
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"-~;· FROMTHEAMERICANPEOPLE Policy Project 

ECONOMIC ANALYSIS OF PROJECTS 

Identification and Quantification of Costs and Benefits 

Benefits: 
Directly productive projects' benefits: Production that is sold 
(incremental or non-incremental; traded or non-traded); 

Indirectly productive projects' benefits: 
• quantifiable through time and cost saving, improved access, improved 

health, etc.; 

• Non-quantifiable benefits should be stated along with an estimate of the 
number of beneficiaries; 

The extent of any consumer surplus. 

Public Investment 
Policy Project 

ECONOMIC ANALYSIS OF PROJECTS 

Identification and Quantification of Costs and Benefits 
Costs: the difference in costs between the without- and with

project situation; 
- System costs may arise if a project is part of a larger system; 

Sunk costs; 
Contingencies (physical and price contingencies ?); 
Working capital is defined as "net current assetsn: inventories+net 
receivables+marketable securities+ bank balances+cash in hand (how is it 
treated in economic analysis?); 
Transfer payments do not increase or decrease the availability of real 
resources to the economy, but affect the distribution of financial costs and 
benefits between the project entity and other entities. 

3 

• The tax/subsidy is included in the economic cost if the demand is nonincremental: 
• The tax/subsidy is included in the economic cost if it is to correct an externality; 
• Any tax element in the market price of a marketable output will be included in its 

economic value. 
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ECONOMIC ANALYSIS OF PROJECTS 

Identification and Quantification of Costs and Benefits 

• Costs (cont.): 

- Depreciation: the economic cost flow already includes real initial 
investment and replacemenUmaintenance investments; 

- Depletion premium: nonrenewable natural resources cannot be 
replenished and their opportunity cost includes the cost of 
substitutes when they are exhausted; 

- External costs: the external effects may include significant costs 
that can or cannot be measured . 

~\W!':.;;,e..,. 
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ECONOMIC ANALYSIS OF PROJECTS 

Valuation of Economic Costs and Benefits 

Basic Principles and Concepts of Prices: 
- Use of common criteria for valuation: financial prices; 
- Use of constant prices 
- Shadow prices: 

The main differences between the economic and financial values: 
- Government taxes and subsidies 
- Excess operating surplus 
- Foreign exchange premiums 
- Producer and consumer surplus 
- Positive and negative externalities 

5 
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ECONOMIC ANALYSIS OF PROJECTS 

Valuation of economic costs and benefits 
The economic price of the output or input is based on the 
weighted average of its demand and supply price. The weights 
depend on the relative importance of: 

- Incremental outputs and inputs 

- Non-incremental outputs and inputs 

• In valuing project outputs and inputs, economic 
costs and benefits are divided into: 
- Traded outputs and inputs 

- Non-traded inputs and outputs 

te'USAID I Pu~lic 1nv~stment 
,~; rnoMTHEAHERlcANPEoPLE Pohcy Project 

Summary of Basis of Economic Valuation of Project Outputs 
and Inputs 

In summary: Basis of 
Economic Valuation of 
Project Outputs and 
Inputs 

Outputs 

Inputs 

"Incremental" 

Adjusted demand 
price or willingness 
to pay 

Adjusted supply 
price or opportunity 
cost 

"Non-Incremental" 

Adjusted supply 
price or opportunity 
cost 

Adjusted demand 
price or willingness 
to pay 
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ECONOMIC ANALYSIS OF PROJECTS 

Valuation of economic costs and benefits 

• World Prices: Trade represents an alternative to 
domestic production for most goods and services. 
Hence, outputs and inputs can be valued from the 
national point of view using world market prices. 

• World prices will differ from domestic prices used in 
the financial analysis. 

((~~) USAI D I Pu~lic lnv~stment 
,, FROHTHEAHERrcANPEOPLE Pohcy Project 

ECONOMIC ANALYSIS OF PROJECTS 

Valuation of economic costs and benefits 

Adjusting financial prices to world prices: 

9 

- Excludes all tax and subsidy elements from the project input costs 

- Ensures outputs are valued at their worth to the nation 

The valuation of outputs and inputs through world prices 
requires that the trade effects of each project item are identi'fied 

The valuation of traded goods depends upon whether supply 
and demand are fully incremental, and therefore on the 
elasticity of supply and demand. 

10 
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ECONOMIC ANALYSIS OF PROJECTS 

Valuation of economic costs and benefits 

• There are 4 main cases (of how to value inputs and outputs): 
- Incremental outputs that are exported can be valued at the export 

demand price 

- Outpus that substitute for imports can be valued at the import 
supply price 

- Incremental inputs that are imported can be valued at the import 
supply price 

- Inputs that reduce the level of exports can be valued at the export 
demand price 

(~~iUSAID I Pu~lic lnv4:stment 
\\,.~ FROMTHEAMERICANPE"OPLE Pohcy Pro1ect 

ECONOMIC ANALYSIS OF PROJECTS 

Valuation of Economic Costs and Benefits 
• Adjusting border prices: 

- The project's effects on traded goods and services can be 
directly measured through their border price equivalent 
value (BPEV). BPEV is the the world price for the traded 
product for the country adjusted to the project location. 
Adjusting goods at their BPEVs adjusts for the effects of 
various factors. 
Border prices for exported outputs have to be adjusted to 
the project location, by subtracting costs of transport, 
distribution, handling, and processing. 
Border prices for imported inputs have to be adjusted by 
adding such costs to the point of the project site. 

11 
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ECONOMIC ANALYSIS OF PROJECTS 

Valuation of economic costs and benefits 
• The demand price for an exported output is its FOB 

price (FOB: free on board, the seller delivers goods 
loaded on the ship at the nominated port and the 
buyer bears all costs from that point onward 

• CiF - Cost, insurance, freight - the seller delivers 
goods with transport costs and insurance covered 
up to the nominated point of delivery 

rf~':1USAID I Public Investment 
'~J' FRoMTHEAMERICANPEOPLe Policy Project 
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A) Valuation of economic costs and benefits: Getting the Prices Right. 
Summary for Valuing main project outputs and inputs 

Adjusting Project 

Prices with Category Impact 
World Prices ... 

Tradable lncrem. 

Non- Non-Inc 
Output Tradable Iner. 

Non-Iner/. 

Input Trad able Incremental 

Non- Non-lncrem. 

Tradable Incremental 

Non 

Basis 
Of 

Econ. Price 

Dem. Pr 

Sup. Pr. 
Dem. Pr. 

Supply price 

Supply price 

Demand price 

Supply price 

Demand price 

Basis of 
Valuation 

WMP(=FOB 

WMP=CIF 

DMP+CT 

DMP-PT-OS 

WMP=CIF 
WMP=FOB 
DMP-PT-OS 
DMP+CT 

14 
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ECONOMIC ANALYSIS OF PROJECTS 

Valuation of Economic Costs and Benefits 

• Legend for Table (the previous slide) 
- CIF - Cost insurance freight 

CT - Net consumption tax 
DMP - Domestic market price 
FOB - Free on board 

- OS - Operating surplus 
PT - Net production tax 
WMP -World market price 

~"'i'rft_~ 
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ECONOMIC ANALYSIS OF PROJECTS 

Valuation of Economic Costs and Benefits 
Conversion Factor: When the border price economic value is 
adjusted for project location, it can be compared with the 
financial price (resulting in a conversion factor) 

CF=BPEV 

FP 

CF=conversion factor 

BPEV=border price economic value 

FP=Financial price 

If the CF is less than 1, this reflects a protected output and input. 
If CF is greater than 1, occurs when export items are heavily 
taxed. 

15 
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ECONOMIC ANALYSIS OF PROJECTS 

Valuation of economic costs and benefits 
Economic Pricing of Non-traded Goods and Services: 

- Goods & services may be non-traded for different reasons: 
(ex., public utilities, social sector, env. Projects all produce 
effects which are non-traded); 

- Non-traded output and input, sold on the domestic market, 
are also valued at economic prices; 

- Since demand for non-traded goods is from within the 
domestic economy only, a project may have significant 
impact on the average cost of production and the supply 
and demand prices. 

((~~) USAI D I Pu~lic lnv~stment 
'T# rnoMTHEAMERrcANPEOPLE Pohcy Pro1ect 
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A) Valuation of economic costs and benefits: Getting the 
Prices Right 

6. Economic Price of Labor 

(a) Basic principle: value labor is to estimate the opportunity cost to the 
economy when labor migrates between places or jobs to join the 
project, plus additional costs associated with the migration 

(b) Two basic categories: scare & surplus 

(c ) Scarce labor -

(d) Surplus labor 

(e) Shadow wage rate factor: it is ratio between its economic and financial 
prices. SWRF= OC+other econ. Costs/wage rate 

19 



A) Valuation of economic costs and benefits: Getting the 
Prices Right 

7. Economic Price of Land 

(a) Opportunity cost of land- Value of land is best 
determined through its opportunity cost. The 
opportunity cost of land is equal to what it would 
have produced without the project 

(b) Resettlement cost- The economic costs of 
resettlement must also be included in the cost of 
land, if not already included in the project cost. 

ji• ·~~·- ,,; 
lf~~\~\USAID I Public Investment 
\~~~I FRoMTHEAMrnrcANPEOPLE Policy Project 
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A) Valuation of economic costs and benefits: Getting the 
Prices Right 

8. Bringing economic prices to a common base: 

(a) Items valued at BPEV: Traded goods and services, the 
opportunity cost of surplus labor, the opportunity cost of land 
and non-traded goods with increasing supply are all valued at the 
BPEV. 

(b) Non-traded outputs, the opportunity cost of scare labor, non
traded products in fixed supply wilf all be initially valued at 
domestic market prices (DMP) 

(c) These two forms of valuation, BPEV and DMP, need to be 
brought to a common base so that they can be aggegated and 
compared 

20 
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A) Valuation of economic costs and benefits: Getting the 
Prices Right 

(d) Shadow exchange rate is the weighted average 
of imports and exports in domestic prices to the 
border price equivalent value of the same goods. 
The shadow exchange rate is estimated by 
comparing the demand for, and supply of, 
foreign exhange for trade purposes 

- The shadow exchange rate factor (SERF) is calculated 
as the ratio of the shadow exchange rate to the official 
exchange rate (generally, will be greater than 1) 

~.fY,_lft._4;,~ 
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A) Valuation of economic costs and benefits: Getting the 
Prices Right 

(e) Domestic Price numeraire - The method of adjusting border 
prices equivalent values to the equivalent values to the 
equivalent domestic price level (that is, applying the SERF to 
the border price equivalent value of all traded outputs and 
inputs). 

(f) World price numeraire. Alternatively, apply the standard 
conversion factor (SCF), which is the inverse of the SERF. For 
economic analysis using the world price numeraire, the SCF is 
applied to all project items valued at their domestic market 
price values to convert them to a border price equivalent, while 
items valued at their border price equivalent value are kept the 
same. The SCF is applied to non-traded goods. 

22 
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A) Valuation of economic costs and benefits: Getting the 
Prices Right 

9. Conversion Factors: there can be 3 types of 
conversion factors to make needed price 
adjustments (usually non-traded goods). 

For specific project items (main outputs and inputs, which 
are non-traded) 

For groups of of typical items (grains, construction) 

For the economy as a whole (as in the SERF, or SCF) 

23 

A) Valuation of economic costs and benefits: Getting the 
Prices Right 

(a) Shadow prices" may be used in estimating the WTP and the WTA 
values when there are market distortions due to: 
- Government intervention 
- Macroeconomic policies 
- Imperfect competition 

(b) Shadow prices take into account the major impacts of project where 
economic values differ from financial prices The key parameters which 
often require price adjustments refer to foreign exchange rates, labor 
wage rates (especially unskilled), and a "standard conversion factor" 
which often is applied to other key input and output financial prices 
(rather than having to estimate specific conversion factors) (economic 
price/financial price= conversion factor). (more on this subject later). 
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A) Valuation of economic costs and benefits: Getting the 
Prices Rig ht 

10. Summary of economic price adjustments: 10 Step Procedure ..... 

(a) Choose the numeraire to be used 
(b) Estimate the SERF or SCF 
(c) Revalue the main outputs and inputs having a trade effect at 

BPEVv. Use the SERF/SCF estimate to bring traded/non-traded 
items to a common basis 

(d) Obtain willingness to pay or other valuation for non-traded 
outputs 

(e) Identify any non-traded inputs that are crucial to the project and 
for which financial prices incorporate a signficant tax, or more 
likely, subsidy element. Estimate a specific conversion facotr for 
each item. 

25 

"'\,tj,.fi~ 

((~1) USAI D I Pu~lic lnv~stment 
'~r FRaHTHEAMERtcANPEoPLe Pohcy Project 

A) Valuation of economic costs and benefits: Getting the 
Prices Right 

(f) Estimate a SWRF (shadow wage rate factor) for 
project labor 

(g)Estimate the economic value of land using the SERF 
or SCF, depending on the numeraire used. 

(h) Calculate the NPV and IRR 
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B) ASSESSING ENVIRONMENTAL SUSTAINABILITY 

1. Key Principles: 

• Environmental sustainability is a key element in the 
project's overall sustainability. Environmental 
effects should be valued and included in the 
economic analysis of projects 

• Monetary values can be placed on all types of 
environmental effects to determine the "tradeoffs" of 
develpment and environment. 

(~~'USAID I Pu~lic lnv4:stment 
'~../ FROMTHEAMERICANPEOPLE Pohcy Proiect 

B) ASSESSING ENVIRONMENTAL SUSTAINABILITY 

2. There are 4 broad approaches to value 
environmental costs and benefits. 

(a) Market prices- use this when environmental 
damage leads to losses in productivity or adverse 
health effects, market prices are used. But they rely 
only on income losses, at the more structural level 
(e.g., damage due to soil erosion, deforestation,and 
pollution) 

27 
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B) ASSESSING ENVIRONMENT AL SUSTAINABILITY 

(b) Costs of replacement - respond to environmental 
damanage by making expenditures to avert damage, 
or pay for damage already done. (losses of soil 
fertility can result from the erosion, or polluted water 
supplies requires buying water from vendors) 

(c) Surrogate markets - environmental degradation be 
valued though effect on other markets (especially 
property values/labor) Oobs with env risks have 
higher risk premium) 

~J!r~ 
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B) ASSESSING ENVIRONMENTAL SUSTAINABILITY 

29 

(d) Surveys - People can be directly questioned to find 
what value they place on environmental change or 
natural resources, the amenity value to historical 
landmarks, or willingness to pay for better access to 
clearn water and improved sanitation 

(e) Market-based control mechanisms- they directly 
alter incentives through the price mechanism, and 
generate positive effects: 
- Help reduce environmentally damaging subsidies 
- Increase environmentally improving taxation 
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8) ASSESSING ENVIRONMENTAL SUSTAINABILITY 

(f) All environmental effects have to be: 

• Valued at economic prices 

• Expressed using the same numeraire as other 
project effects (ref. above discussion) 
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Exerdse: Shadow Wage Rate and Shadow Wage Rate Factor for Unskilled 
Labor in a Govemment Rural Project 

1. Consider the case of a government corporation that is undertaking a labor-intensive sugar 
plantation and processing project in a rural area. The project requires unskilled workers on a temporary 
basis and pays a gross-of-tax wage (m Rupees) that varies by the month. This amount will be subject to 
a 5 percent income tax. Table 1 shows - in column (3) - the after-tax monthly wage rate for landless 
labor working in several alternative formal sector activities in the area where the project is proposed to 
be established, and, in column (4), the proposed project's monthly requirements for person-months. 

2. To estimate the economic cost of the unskilled labor to the project, we first need to calculate 
the monthly share of the annual person-months required by the project. This requires information on 
wages, taxes, person-months employed during each month of the year; this information is provided in 
Table 1, Columns 1 - 4. The monthly share of annual person-months is calculated by dividing the 
number of person-months for a particular month by the total yearly person-months, and is shown in 
Column 5. 

Task 1: 

Table 1. Shadow Wage Rate for Unskilled Labor 

Wage to Wage to 
Employee Employee Monthly Share of 
Before Tax After Tax Person- Annual 

Month (Rupees) (Rupees) Months Person-months 
(1) (2) (3) (4) (5) 

January 126.3 120 1,800 0.18 
February 105.3 100 1,800 0.18 
March 189.5 180 1,800 0.18 
April 189.5 180 900 0.09 
May 105.3 100 900 0.09 

June 157.9 150 0 0.0 

July 189.5 180 0 0.0 
August 126.3 120 0 0.0 

September 157.9 150 900 0.09 
October 115.8 110 0 0.09 

November 157.9 150 900 0.09 
December 189.5 180 900 0.09 

Total 9,900 1.00 

Using the information given in Table 1 : 

a) Calculate the weighted average monthly wage for casual labor before and after 
tax .. 
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Solution 

Task2: 

The shadow wage rate factor (SWRF) for a certain type of labor is the ratio between 
its shadow wage rate and its price. If project labor is paid a wage of 200 rupees per 
month, calculate the SWRF in domestic prices. 

Solution 

3. \Vb.ere the world price numeraire is being used, this SWRF has to be revalued again using a 
standard conversion factor or a specific conversion factor for the output of this type of casual labor. 

Task3: 

Solution 

a) If it is assumed that the labor to be employed by the project produces a number 
of different types of output (e.g., cement, tires, bananas, vegetables) and the 
standard conversion factor for the economy as a whole is estimated to be 0.85, 
what is the estimated value of the SWR at the world price numeraire? 

b) If all project labor was drawn from an area currently producing only cement, 
whose specific conversion factor was estimated to be 0.8, what would be the value 
of the SWR at the world price numeraire? 
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Exercise: Solution 
Shadow Wage Rate and Shadow Wage Rate Factor for Unskilled Labor in a 
Govemment Rural Project 

(Refer to Section VILE and Appendix 12 of the Guidelines for the Economic Ana!Jsis of Projects, 1997 as a 
complement to the solution set.) 

Task 1: (a and b) 

Weighted average monthly wage rate for casual labor before tax 
= sum of wage to employee before tax multiplied by monthly share of annual person months 

(126.3 x 0.18) + (105.3 x 0.18) + (189.5 x 0.18) + (189.5 x 0.09) + (105.3 x 0.09) + (157.9 x 
0) + 

(189.5 x 0) + (126.3 x 0) + (157.9 x 0.09) + (115.8 x 0) + (157.9 x 0.09) + (189.5 x 0.09) 
= 149.3 

Weighted average monthly wage rate for casual labor after tax 
= sum of wage to employee after tax multiplied by monthly share of annual person months 
= (120 x 0.18) + (100 x 0.18) + (180 x 0.18) + (180 x 0.09) + (100 x 0.09) + (150 x 0) + 

(180 x 0) + (120 x 0) + (150 x 0.09) +(110 x 0) + (150 x 0.09) + (180 x 0.09) 
= 141.8 

Shadow wage rate 
= (weighted average monthly wage before tax + weighted average monthly wage after tax) / 2 
= (149.3 + 141.8) I 2 
= 145.6 

T bl 1 Sh d W a e : a ow aee R fi U killdLb ate or ns e a or 
Monthly 
Share of 

Wage to Wage to Annual Weighted Average Shadow 
Month Employee Employee Person- Person- Monthly Wage Wage 

Before Tax After Tax Months Months Before Tax After Tax Rate 
1 2 3 4 5 6 7 8 

fanuary 126.3 120 1800 0.18 23.0 21.8 
!February 105.3 100 1800 0.18 19.1 18.2 

!:March 189.5 180 1800 0.18 34.5 32.7 
!April 189.5 180 900 0.09 17.2 16.4 

r:May 105.3 100 900 0.09 9.6 9.1 
une 157.9 150 0 0.00 0.0 0.0 
uly 189.5 180 0 0.00 0.0 0.0 

!August 126.3 120 0 0.00 0.0 0.0 
!September 157.9 150 900 0.09 14.4 13.6 
October 115.8 110 0 0.00 0.0 0.0 
Novembe 157.9 150 900 0.09 14.4 13.6 
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December 189.5 180 900 0.09 17.2 16.4 

Total/year 9900.0 1.00 149.3 141.8 145.6 

Note that the SWR is calculated as an average of before- and after-tax incomes, as the wage inclusive 
of tax represents the value foregone by the employer while the wage net of tax represents the value 
received by labor. 

Task 2: 

Shadow wage rate factor in domestic prices 

Shadow wage rate / price of labor 

145.6 / 200 rupees per month 

0.728 

Task3: 

a. The shadow wage rate at world numeraire prices where a mixture of outputs was being 
produced by labor to be employed by the project and the economy-wide SCF was 0.85 
would be 

SWR * SCF (i.e., standard conversion factor) 

145.6 rupees per month* 0.85 

123.76 rupees per month . 

b. Where labor to be employed was presently producing a product (e.g., cement) whose 
specific conversion factor was estimated at 0.8, the SWR in economic prices at the world 
numeraire would be 

SWR * specific conversion factor 

146.5 rupees per month* 0.8 

116.48 rupees per month 
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ECONOMIC ANALYSIS OF PROJECTS 

Identification and Quantification of Costs and Benefits 
• General Principles: 

- Main steps for analyzing the economic viability of a project: 
• Identify economic costs and benefits; 

• Quantify them; 

• Value them; and 

• Compare the benefits with the costs. 

- The comparison of with- and without-project situations is at the 
heart of the estimation of benefits of any project. 

- Effects of marginal v. large projects. 

- Importance of the distinction between nonincremental and 
incremental output and inputs. 
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ECONOMIC ANALYSIS OF PROJECTS 

Identification and Quantification of Costs and Benefits 

Benefits: 
Directly productive projects' benefits: Production that is sold 
(incremental or non-incremental; traded or non-traded); 

Indirectly productive projects' benefits: 
• quantifiable through time and cost saving, improved access, improved 

health, etc.; 

• Non-quantifiable benefits should be stated along with an estimate of the 
number of beneficiaries; 

The extent of any consumer surplus. 
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Public Investment 
Policy Project 

ECONOMIC ANALYSIS OF PROJECTS 

Identification and Quantification of Costs and Benefits 
Costs: the difference in costs between the without- and with-

project situation; 
- System costs may arise if a project is part of a larger system; 
- Sunk costs; 
- Contingencies (physical and price contingencies ?); 
- Working capital is defined as "net current assets": inventories+net 

receivables+marketable securities+ bank balances+cash in hand (how is it 
treated in economic analysis?); 

- Transfer payments do not increase or decrease the availability of real 
resources to the economy, but affect the distribution of financial costs and 
benefits between the project entity and other entities. 

3 

• The tax/subsidy is included in the economic cost if the demand is nonincremental; 
• The tax/subsidy is included in the economic cost if it is to correct an extemality; 
• Any tax element in the market price of a marketable output will be included in its 

economic value. 
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ECONOMIC ANALYSIS OF PROJECTS 

Identification and Quantification of Costs and Benefits 

Costs (cont.): 

- Depreciation: the economic cost flow already includes real initial 
investment and replacement/maintenance investments; 

- Depletion premium: nonrenewable natural resources cannot be 
replenished and their opportunity cost includes the cost of 
substitutes when they are exhausted; 

External costs: the external effects may include significant costs 
that can or cannot be measured . 

rf:~'USAID I Public Investment 
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ECONOMIC ANALYSIS OF PROJECTS 

Valuation of Economic Costs and Benefits 

Basic Principles and Concepts of Prices: 
Use of common criteria for valuation: financial prices; 

- Use of constant prices 
Shadow prices: 

The main differences between the economic and financial values: 
- Government taxes and subsidies 
- Excess operating surplus 
- Foreign exchange premiums 
- Producer and consumer surplus 
- Positive and negative externalities 

5 
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ECONOMIC ANALYSIS OF PROJECTS 

Valuation of economic costs and benefits 
The economic price of the output or input is based on the 
weighted average of its demand and supply price. The weights 
depend on the relative importance of: 

- Incremental outputs and inputs 

- Non-incremental outputs and inputs 

• In valuing project outputs and inputs. economic 
costs and benefits are divided into: 
- Traded outputs and inputs 

- Non-traded inputs and outputs 

,i\ -.g. : ~~) • • rf~~ USAI D I Public Investment 
"1~ FROHTHEAHERICANPEOPLE Pohcy Project 

Summary of Basis of Economic Valuation of Project Outputs 
and Inputs 

In summary: Basis of 
Economic Valuation of 
Project Outputs and 
Inputs 

Outputs 

Inputs 

"Incremental" 

Adjusted demand 
price or willingness 
to pay 

Adjusted supply 
price or opportunity 
cost 

"Non-Incremental" 

Adjusted supply 
price or opportunity 
cost 

Adjusted demand 
price or willingness 
to pay 
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ECONOMIC ANALYSIS OF PROJECTS 

Valuation of economic costs and benefits 

• World Prices: Trade represents an alternative to 
domestic production for most goods and services. 
Hence, outputs and inputs can be valued 'from the 
national point of view using world market prices. 

• World prices will differ from domestic prices used in 
the financial analysis. 

r.(~'USAID I Public Investment 
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ECONOMIC ANALYSIS OF PROJECTS 

Valuation of economic costs and benefits 

Adjusting financial prices to world prices: 

9 

- Excludes all tax and subsidy elements from the project input costs 

- Ensures outputs are valued at their worth to the nation 

The valuation of outputs and inputs through world prices 
requires that the trade effects of each project item are identified 

The valuation of traded goods depends upon whether supply 
and demand are fully incremental, and therefore on the 
elasticity of supply and demand. 

10 
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ECONOMIC ANALYSIS OF PROJECTS 

Valuation of economic costs and benefits 

• There are 4 main cases (of how to value inputs and outputs): 
- Incremental outputs that are exported can be valued at the export 

demand price 

- Outpus that substitute for imports can be valued at the import 
supply price 

- Incremental inputs that are imported can be valued at the import 
supply price 

Inputs that reduce the level of exports can be valued at the export 
demand price 

~;..\>•!~~ 
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ECONOMIC ANALYSIS OF PROJECTS 

Valuation of Economic Costs and Benefits 
• Adjusting border prices: 

- The project's effects on traded goods and services can be 
directly measured through their border price equivalent 
value (BPEV). BPEV is the the world price for the traded 
product for the country adjusted to the project location. 
Adjusting goods at their BPEVs adjusts for the effects of 
various factors. 
Border prices for exported outputs have to be adjusted to 
the project location, by subtracting costs of transport, 
distribution, handling, and processing. 
Border prices for imported inputs have to be adjusted by 
adding such costs to the point of the project site. 

11 
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ECONOMIC ANALYSIS OF PROJECTS 

Valuation of economic costs and benefits 
• The demand price for an exported output is its FOB 

price (FOB: free on board, the seller delivers goods 
loaded on the ship at the nominated port and the 
buyer bears all costs from that point onward 

• CiF - Cost, insurance, freight - the seller delivers 
goods with transport costs and insurance covered 
up to the nominated point of delivery 

((~' USAID I Pu~lic lnv4:stment 
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A) Valuation of economic costs and benefits: Getting the Prices Right. 
Summary for Valuing main project outputs and inputs 

Adjusting Project 
Prices with Category Impact 
World Prices ... 

Tradable lncrem. 

Non- Non-Inc 
Output Tradable Iner. 

Non-Iner/. 

Input Tradable Incremental 

Non- Non-lncrem. 
Trad able Incremental 

Non 

Basis 
Of 
Econ.Price 

Dem. Pr 

Sup. Pr. 

Dem. Pr. 

Supply price 

Supply price 

Demand price 

Supply price 

Demand price 

Basis of 
Valuation 

WMP(=FOB 

WMP=CIF 

DMP+CT 

DMP-PT-05 

WMP=CIF 
WMP:::FOB 
DMP-PT-05 
DMP+CT 
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ECONOMIC ANALYSIS OF PROJECTS 

Valuation of Economic Costs and Benefits 

• Legend for Table (the previous slide) 
- CIF - Cost insurance freight 

CT - Net consumption tax 
DMP - Domestic market price 
FOB - Free on board 

- OS - Operating surplus 
PT - Net production tax 
WMP - World market price 

,r.•Y.'U:~ 
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ECONOMIC ANALYSIS OF PROJECTS 

Valua·tion of Economic Costs and Benefits 
Conversion Factor: When the border price economic value is 
adjusted for project location, it can be compared with the 
financial price (resulting in a conversion factor) 

CF=BPEV 

FP 

CF=conversion factor 

BPEV=border price economic value 

FP=Financial price 

If the CF is less than 1, this reflects a protected output and input. 
If CF is greater than 1, occurs when export items are heavily 
taxed. 
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ECONOMIC ANALYSIS OF PROJECTS 

Valuation of economic costs and benefits 
Economic Pricing of Non-traded Goods and Services: 

- Goods & services may be non-traded for different reasons: 
(ex., public utilities, social sector, env. Projects all produce 
effects which are non-traded); 

- Non-traded output and input, sold on the domestic market, 
are also valued at economic prices; 

- Since demand for non-traded goods is from within the 
domestic economy only, a project may have significant 
impact on the average cost of production and the supply 
and demand prices. 

.'-';.'B!t-~ 
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A) Valuation of economic costs and benefits: Getting the 
Prices Right 

6. Economic Price of Labor 

(a) Basic principle: value labor is to estimate the opportunity cost to the 
economy when labor migrates between places or jobs to join the 
project, plus additional costs associated with the migration 

(b) Two basic categories: scare & surplus 

(c) Scarce labor-

(d) Surplus labor 

(e) Shadow wage rate factor: it is ratio between its economic and financial 
prices. SWRF= OC+other econ. Costs/wage rate 
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A) Valuation of economic costs and benefits: Getting the 
Prices Right 

7. Economic Price of Land 

(a) Opportunity cost of land- Value of land is best 
determined through its opportunity cost. The 
opportunity cost of land is equal to what it would 
have produced without the project 

(b) Resettlement cost - The economic costs of 
resettlement must also be included in the cost of 
land, if not already included in the project cost. 

(~"\USAID I Pu~lic lnv~stment 
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A) Valuation of economic costs and benefits: Getting the 
Prices Right 

8. Bringing economic prices to a common base: 

(a) Items valued at BPEV: Traded goods and services, the 
opportunity cost of surplus labor, the opportunity cost of land 
and non-traded goods with increasing supply are all valued at the 
BPEV. 

(b) Non-traded outputs, the opportunity cost of scare labor, non
traded products in fixed supply will all be initially valued at 
domestic market prices (DMP) 

(c) These two forms of valuation, BPEV and DMP, need to be 
brought to a common base so that they can be aggegated and 
compared 

20 



r-f~USAID I Public Investment 
~~} FROMTHEAMERICANPEOPlE Policy Project 

A) Valuation of economic costs and bene'fits: Getting the 
Prices Right 

(d) Shadow exchange rate is the weighted average 
of imports and exports in domestic prices to the 
border price equivalent value of the same goods. 
The shadow exchange rate is estimated by 
comparing the demand for, and supply of, 
foreign exhange for trade purposes 

- The shadow exchange rate factor (SERF) is calculated 
as the ratio of the shadow exchange rate to the official 
exchange rate (generally, will be greater than 1) 

r~' USAI D I Public Investment 
~ FRoHTHEAHERICANPEOPLE Policy Project 
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A) Valuation of economic costs and benefits: Getting the 
Prices Right 

(e) Domestic Price numeraire - The method of adjusting border 
prices equivalent values to the equivalent values to the 
equivalent domestic price level (that is, applying the SERF to 
the border price equivalent value of all traded outputs and 
inputs). 

(f) World price numeraire. Alternatively, apply the standard 
conversion factor (SCF), which is the inverse of the SERF. For 
economic analysis using the world price numeraire, the SCF is 
applied to all project items valued at their domestic market 
price values to convert them to a border price equivalent, while 
items valued at their border price equivalent value are kept the 
same. The SCF is applied to non-traded goods. 
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A) Valuation of economic costs and benefits: Getting the 
Prices Right 

9. Conversion Factors: there can be 3 types of 
conversion factors to make needed price 
adjustments (usually non-traded goods). 

For specific project items (main outputs and inputs, which 
are non-traded) 

For groups of of typical items (grains, construction) 

For the economy as a whole (as in the SERF, or SCF) 

(~')USAID I Pu~lic lnv~stment 
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A) Valuation of economic costs and benefits: Getting the 
Prices Right 

(a) Shadow prices" may be used in estimating the Wf P and the wr A 
values when there are market distortions due to: 
- Government intervention 
- Macroeconomic policies 
- Imperfect competition 

(b) Shadow prices take into account the major impacts of project where 
economic values differ from financial prices The key parameters which 
often require price adjustments refer to foreign exchange rates, labor 
wage rates (especially unskilled), and a "standard conversion factor" 
which often is applied to other key input and output financial prices 
(rather than having to estimate specific conversion factors) (economic 
pricelfinancial price= conversion factor). (more on this subject later). 
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A) Valuation of economic costs and benefits: Getting the 
Prices Right 

10. Summary of economic price adjustments: 10 Step Procedure ..... 

(a) Choose the numeraire to be used 
(b) Estimate the SERF or SCF 
(c) Revalue the main outputs and inputs having a trade effect at 

BPEVv. Use the SERF/SCF estimate to bring traded/non-traded 
items to a common basis 

(d) Obtain willingness to pay or other valuation for non-traded 
outputs 

(e) Identify any non-traded inputs that are crucial to the project and 
for which financial prices incorporate a signficant tax, or more 
likely, subsidy element. Estimate a specific conversion facotr for 
eacn item. 

25 
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A) Valuation of economic costs and benefits: Getting the 
Prices Right 

(f) Estimate a SWRF (shadow wage rate factor) for 
project labor 

(g)Estimate the economic value of land using the SERF 
or SCF, depending on the numeraire used. 

(h) Calculate the NPV and IRR 
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B) ASSESSING ENVIRONMENTAL SUSTAINABILITY 

1. Key Principles: 

• Environmental sustainability is a key element in the 
project's overall sustainability. Environmental 
effects should be valued and included in the 
economic analysis of projects 

• Monetary values can be placed on all types of 
environmental effects to determine the "tradeoffs" of 
develpment and environment. 

((i~~1USAID I Pu~lic lnv4:stment 
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B) ASSESSING ENVIRONMENTAL SUSTAINABILITY 

2. There are 4 broad approaches to value 
environmental costs and benefits. 

(a) Market prices- use this when environmental 
damage leads to losses in productivity or adverse 
health effects, market prices are used. But they rely 
only on income losses, at the more structural level 
(e.g., damage due to soil erosion, deforestation,and 
pollution) 

27 
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B) ASSESSING ENVIRONMENTAL SUSTAINABILITY 

(b) Costs of replacement - respond to environmental 
damanage by making expenditures to avert damage, 
or pay for damage already done. (losses of soil 
fertility can result from the erosion, or polluted water 
supplies requires buying water from vendors) 

(c) Surrogate markets - environmental degradation be 
valued though effect on other markets (especially 
property values/labor) Oobs with env risks have 
higher risk premium) 

1.~~~~USAID I Pu~lic lnv4:stment 
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B) ASSESSING ENVIRONMENTAL SUSTAINABILITY 
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(d) Surveys - People can be directly questioned to find 
what value they place on environmental change or 
natural resources, the amenity value to historical 
landmarks, or willingness to pay for better access to 
clearn water and improved sanitation 

(e) Market-based control mechanisms- they directly 
alter incentives through the price mechanism, and 
generate positive effects: 
- Help reduce environmentally damaging subsidies 
- Increase environmentally improving taxation 
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8) ASSESSING ENVIRONMENTAL SUSTAINABILITY 

(f) All environmental effects have to be: 

• Valued at economic prices 

• Expressed using the same numeraire as other 
project effects (ref. above discussion) 
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LEARNING OUTCOME OBJECTIVES 

• An enhanced operational understanding and 
approach to carrying out the distributional analysis of 
project analysis 

• An improved operational understanding of key 
concepts and tools for carrying out the poverty 
assessment of projects (with strong linkage to the 
SPPRED framework, strategies, and emerging 
results) 
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A) Distribution of Project Benefits: Key Concepts and Tools 

1. Key concepts/considerations 

(a) Project approval, implementation and especially sustainability is strongly 
affected by: 
Who benefits, and by how much 
Relative to 
Who pays 

For example, in lending to the private sector the distribution of project benefits 
among Government, consumers, private investors is a key factor in: 
Negotiating "Build-Own-Operate-Transfer (BOOT) agreements 
Pricing services 
Recovering costs 
The economic return to the national economy 

$~~!!'""~ • 
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A) Distribution of Project Benefits: Key Concepts and Tools 

(b) During project preparation and appraisal (and in the 
M&E indicators), it is important to: 

• The identity of the main stakeholder groups that 
gain or lose as a result of the project 

• The estimated size (or relative magnitudes) of the 
gains and loses in the distribution of project effects 
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A) Distribution of Project Benefits: Key Concepts and Tools 

2. The identity of the main groups that gain or lose from a project 
include: 

The owners of project operating entity 

Those working in the project (PIU) 

The Government 

The consumers of project "outputs" 

Those providing material inputs to the project (or suppliers) 

Lenders to the project 

Other( s) ????? 

. ~USAID I Pu~lic lnv~stment 
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A) Distribution of Project Benefits: Key Concepts and Tools 

3. The size of the gains and losses in the distribution of 
project effects 

(a) The second step is to analyze and document the distribution of the 
economic benefits and costs, over and above financial benefits and 
costs 

(b) The differences between financial and economic costs and benefits 
should be allocated to the project stakeholders and participants 

(c) Distribution analysis will identify which groups benefit and who pays 
the cost 

(d) Distribution analysis can look at the same project from 3 different 
perspectives 
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A) Distribution of Project Benefits: Key Concepts and Tools 

4. Distribution analysis - Perspective 1 

• Distribution analysis can show the extent to which 
public pricing policy can affect the share of the 
private and public sectors in the net benefits of a 
service project 

• It can also be used to test the extent to which the 
project design directs benefits to particular income 
groups 

,@ .... ~ 
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A) Distribution of Project Benefits: Key Concepts and Tools 

5. Distribution Analysis - Perspective 2 

• A second form of distribution analysis considers the 
distribution of incremental net benefits among 
beneficiary groups according to their income level 

• Such statements, showing the distribution of financial 
benefits, can be the basis of assessing the division of 
benefits between the poor and non-poor 
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A) Distribution of Project Benefits: Key Concepts and Tools 

6. Distribution Analysis - Perspective 3 

• A third form of distribution analysis considers the 
effects of using foreign resources in production and 
funding 

• The use of foreign financing, either equity or loans, 
results in: 
- An initial inflow of capital into the country 

- But an outflow in later years to service foreign debt and 
interest payments, and 

- The repatriation of foreign equity, capital gains and earnings 

9 
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A) Distribution of Project Benefits: Key Concepts and Tools 

• Increased prices or tariffs on project outputs will 
increase the revenues of the foreign investor and 
therefore, potentially increasing the outflow of 
benefits from economy 

• Increased prices or tariffs on project inputs (or 
outputs for nontradable benefits) will increase the 
benefits to the economy. 
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PROJECT CASE STUDY TEAM EXERCISES 

1) Exercise # 3: Distribution of Benefits 

2) Some other questions: 

What aspects of your project makes it important to include a sound 
distributional and stakeholder analysis as part of the overall project 
analysis? 

What is the approach used in your case study project to assess the 
distribution of benefits? 

What is your qualitative re-assessment of the distribution of incremental 
net benefits for your project? (consider the nature/scope of benefits, and 
approach taken) 

What approach would you take to re-assess the poverty impacts of the 
project? 

r(i' USAI D I Pu~lic lnv~stment 
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B) Impact on Poverty Reduction 

1. Key principles 

Poverty reduction is the most formidable development 
challenge in most developing countries, including Azerbaijan 

To reduce poverty some projects target the poor directly, but 
most aim at economic growth, benefiting the poor indirectly as 
well as directly. 

This presentation will show how to trace the economic impact 
of "growth" projects on the poor 

11 
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B) Impact on Poverty Reduction 

2. Summary of lessons from good practices (ref. book by J. Baker 
on Evaluting Project Poverty Impacts) 

Early and careful planning of the evaluation design (in project 
preparation and design of M&E system) 

Practical approaches to evaluation when there is no baseline 

Dealing with constraints on developing good controls 

Combine appropriate methods/techniques 

Exploit existing data sources 

Consider costs and financing aspects 

Consider political economy issues 

~USAID I Pu~lic lnv~stment 
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B) Impact on Poverty Reduction 
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3. Methodology: The poverty-reducing impact of a project 
is traced by evaluating the expected distribution of 
incremental net economic benefits to different groups. 

(a) The steps are as follows: 

- estimate the present value of incremental net financial benefits by 
each participating group 

- Add the difference between net benefits by group at economic and 
financial prices to net financial benefits by group to give the 
distribution of net economic benefits by group. 

- Finally, the net economic benefits accrue to the poor according to the 
proportion of each group that is poor. A poverty impact ratio expresses 
the proportion of net economic benefits accruing to the poor. It can be 
calculated by comparing net economic benefits to the poor with net 
economic benefits to the project as a whole. 

14 
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B) Impact on Poverty Reduction 

(b) Framework for the poverty analysis: 
• For the purpose of poverty impact analysis, project beneficiaries 

are divided into three national groups: the poor, the nonpoor, 
and the government 

• Net economic benefits by group are distributed between the 
poor and the nonpoor, according to the extent that they benefit 
the poor. In the case of net economic benefits to the 
government, it is assumed that 50 percent potentially benefit the 
poor. 

• The present value of project capital costs is $25 million at border 
prices .. 

15 
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Case Study Team Exercise 

1) Exercise #4: On Poverty Reduction (example of a water supply 
project) (see handout) 

2) Some other key questions for Team Exercise: 
What is the approach used in your case study project to assess 
the project's expected poverty impact? And to assess the 
poverty impact in the project's Monitoring & Evaluation 
System? 

What approach would you take to re-assess and refine the 
poverty impacts of the project? 
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I Exerdse: Distribution of Project Effects 

1. The following exercise illustrates the construction of a statement on the distribution of 
project effects. For simplification, the project excludes the effects of project financing, that is, it 
does not consider the possible net costs or benefits to lenders. Neither does it include direct tax 
payments. The illustration concerns a telecommunications project involving 50,000 new lines and 
associated exchanges that will extend the national network into a rural area through the provision of 
publicly accessible telephones in villages and rural towns. The analysis of the distribution of project 
effects is based on the incremental number of calls for the tdecommunications corporation and the 
incremental costs of providing the new telephone facilities. Values for the costs and benefits of the 
project, at both financial and economic prices, are all given as present values calculated at a discount 
rate of 12 percent (representing the economic price of investment funds in the economy). 

2. The forecast project financial statement at constant domestic market prices is summarized in 
Table 1. At the projected future charge level, which will apply across the whole telecommunications 
network and not just in the project area, the telecommunications corporation will not recover the 
full incremental costs of the project at financial prices inclusive of the opportunity cost of capital. As 
shown in Table 1, the corporation will have a loss on resources in present value of 100. 

Table 1. Project Net Benefits at Constant Financial Prices 

Present Values 
(at 12% discount rate) 

Benefits 
Revenue 700 

Costs 
Equipment 400 
Installation 100 
Operating Labor 100 
Other Operating Costs 200 

Total Costs 800 

Net Present Value -100 

6. The economic analysis of the project introduces three major considerations. First, with
project telephone calls will be made at a cost that includes the telephone charge going to the 
corporation plus the costs of traveling to the telephone. Without the project, a high proportion of 
telephone users would continue to communicate through other means, including traveling to the call 
destinations. The difference between the cost of communication without the project and the full 
costs with the project, including the costs of reaching the telephone, represents an economic benefit 
to telephone users that is not incorporated in the financial charge for the telephone calls. In 
addition, a further economic benefit '.vill stem from the fact that several small businesses and 
farmers will benefit from the better access to communication relating to input and output markets 
and prices, and transport schedules. Taken together, these additional economic benefits can be 
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added on to the financial revenues as a consumer surplus. Second, there is a difference between the 
economic price of foreign exchange and the official exchange rate. A SERF of 1.3 has been 
estimated for the country, implying that foreign exchange costs have a higher economic than 
financial cost to the economy. Third, there is a surplus of labor that could easily be trained for 
telecommunication operations in the area. The opportunity cost at domestic prices for operating 
labor has been estimated as 90 percent of the wage level, in other words a shadow wage rate factor 
of0.9. 

7. The matrix for the distribution analysis is presented in Table 2. Financial benefits consist of 
revenue from the phone operations; the economic benefits include this revenue (reflected in 
economic prices) plus the consumer surplus, or the difference between the charges and consumers 
willingness-to-pay. Costs have been apportioned on the basis of equipment, installation costs, 
operating labor costs and other operating costs. The cost estimates are reflected in financial prices 
and converted to economic values using the appropriate conversion factors shown in Column 3 of 
Table 2 and discussed in the paragraph above. Economic values have been expressed at the 
domestic price level in national currency. Table 2 also shows the differences between the financial 
and economic value of resources. These differences give rise to losses and gains among the project 
participants. 

Task: 

Solution 

Using the information in the preceding paragraphs and presented in Table 2: 

a) Calculate the net benefits for financial present values, economic present values 
and the difference in economic and financial values, and explain the reasons for 
these results; 

b) Distribute the project effects as they accrue to the corporation, 
government/ economy, labor and consumers and explain the distribution; 

c) Calculate the gains and losses to project stakeholders - corporation, 
government/ economy, labor and consumers; 

d) Rank the gainers and losers for the project and make some observations on the 
scope for an alternative project design; and 

e) Complete Table 2 

Table 2. Distribution of Net Economic Benefits 
(Present Values at 12% Discount Rate) 
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Differ en Distribution of Project Effects 
Ce 

Financi Econ om Econom 
al Conversi ic lC Governmen 

Present on Present minus Corporatio t/ Labo Consume 
(1) Values Factor Values Financial n Economy r rs 

(2) (3) (4) (5) (6) (7) (8) (9) 
Benefits 

Revenue 700 1.00 700 
Consumer 1.00 250 

Surplus 
Total Benefits 700 950 
Costs 

Equipment 400 1.30 520 
Installation 100 1.00 100 
Operating 100 0.90 90 

Labor 200 1.00 200 
Other 

Operating 
Costs 

Total Costs 800 910 
Net Benefits 
Gains and Losses 
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Exercise: Solution 
Distn"bution of Project Effects 

(Refer to Appendix 25 of the Guidelines for the Economic Ana!Jsis of Projects, 1997 as a complement to 
the solution set .. ) 

a. Net benefit for financial present values 
total financial benefits total financial costs 
700 - 800 
-100 

(See Table 1) 

Note that the telecommunications corporation will not recover the full incremental costs of 
the project, given the projected future charge level, at financial prices inclusive of the 
opportunity cost of capital. The corporation will incur a loss of 100 in present value terms. 

Net benefit for economic present values 
total economic benefits - total economic costs 
950 - 910 
40 

The total economic benefits of 950 comprise 700 which is equivalent to the financial 
revenue and 250 as consumer surplus (see Table 2). Total economic costs comprise 
equipment (where the financial cost is adjusted by the shadow exchange rate factor of 1.3; 
installation costs and other operating costs equivalent to financial costs of 100 and 200, 
respectively; and operating labor cost of 90 which is equivalent to the financial cost of 100 
adjusted by the shadow wage rate factor of 0.9. 

Difference in economic and financial values 
= economic present value - financial present value (see Table 2) 

BENEFITS: 
Revenue 

700- 700 
= 0 

Consumer Surplus 
250-0 

= 250 

Total Benefits 
950- 700 

= 250 

COSTS: 
Equipment 

520 400 
= 120 
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Installation 
700 700 

= 0 

Operating Labor 
90 - 100 

= -10 

Total Costs 
910 800 

- 110 

NET BENEFITS: 
= 40 (-100) 
= 140 

The net economic benefits exceed the financial net benefits by 140. 

b. Consumer surplus are savings to consumers arising from the difference between what they 
are willing to pay for an output and what they will be charged for it under the project. 
Consumers of the new telephone service benefit to the extent to which the economic value 
of communication cost savings and business efficiency improvements exceed the full cost of 
making calls. 

The cost of equipment, as a negative value, is for the account of the Government/Economy. 
As the difference between the economic and financial value of the equipment is due to the 
overvaluation of the exchange rate, the loss is borne by the Government (representing 
others in the economy, especially importers). 

Operating labor costs accrue as a benefit to labor. Since the opportunity cost of labor is only 
90 percent of its wage, labor gains the difference of 10 percmt arising from distortions in the 
labor market. 

c. The gains and losses to project stakeholders are the sum of project effects per stakeholder. 
In this case, since there is only one project effect per stakeholder, the gains and losses are the 
same as the project effects distributed in Task b, that is, 250 for Consumers, 10 for Labor, 
and -120 for the Government/Economy. In addition, the Corporation loses 100 because its 
total financial costs exceed its total financial revenues. 

d. Ranking of gainers: (1) Consumers; (2) Labor; (3) Corporation; (4) Economy. 
Ranking oflosers: (1) Economy; (2) Corporation. 

While the consumers gain 250 from consumer surplus, the corporation loses 100. This 
indicates a possible change in project design where part of the consumer surplus could be 
incorporated into telephone charges. If the telephone charge is raised to cover the financial 
loss of 100, that is by 100/700 or 14.3 percent on a project basis, most consumers would still 
be making substantial gains. However, raising telephone charges may prevent marginal 
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consumers from using the telephone, thereby reducing economic benefits to some extent as 
well. 

The distribution of project effects not only indicates possible changes in project design, but 
also draws attention to possibly desirable changes in exchange rate policy. In this project, 
Government/Economy loses 120 mainly because the economic value of the equipment 
exceeds its financial value to the extent of the shadow exchange rate factor. 

e. Table 2 can be completed as follows: 

Table 2. Distribution of Net Economic Benefits 
(Present Values at 12% Discount Rate) 

Differen 
ce 

Financi Econom Economi 
al Conversi ic c 

Distribution of Project Effects 

Govemme 
Present on Present minus Corporatio nt/ Lab Consume 
Values Factor Values Financial n Economy or rs 

Benefits 
Revenue 700 1.00 700 0 
Consumer LOO 250 250 + 250 

Surplus 
Total Benefits 700 950 250 
Costs 

Equipment 400 1.30 520 120 - 120 
Installation 100 1.00 100 0 
Operating 100 0.90 90 - 10 + 10 

Labor 200 1.00 200 0 
Other 

Operating 
Costs 

Total Costs 800 910 110 
Net Benefits - 100 40 140 - 100 
Gains and - 100 - 120 + 10 +250 
Losses 

3 



Exercise: Impact on Poverty Reduction 

1. Poverty reduction is the most formidable development challenge. To reduce poverty some 
projects target the poor directly, but most aim at economic growth, benefiting the poor indirectly as 
well as directly. This exercise shows one way to trace the economic impact of growth projects on the 
poor. 

2. The poverty-reducing impact of a project is traced by evaluating the expected distribution of 
net economic benefits to different groups. With financial prices determining who controls net 
economic benefits, the first step is to estimate the present value of net financial benefits by 
participating group. Next, the difference between net benefits by group at economic and financial 
prices is added to net financial benefits by group to give the distribution of net economic benefits by 
group. Finally, the net economic benefits accrue to the poor according to the proportion of each 
group that is poor. A poverty impact ratio expressing the proportion of net economic benefits 
accruing to the poor can be calculated by comparing net economic benefits to the poor with net 
economic benefits to the project as a whole.1 

3. This can be illustrated through a publicly funded water utility project selling piped water. The 
water supply project serves a small rural town. All capital equipment is imported, subject to an 
import tariff. Labor and electricity account for total operating & maintenance (O&M) costs. Wages 
are controlled by a minimum wage law, with the economic price of labor being a proportion of the 
minimum wage. Electricity is subject to a sales tax and a production tax. The water utility is not 
subject to income tax. All financial and economic values are given in constant year-of-appraisal 
prices and in present value tenns. Tradables are valued at border prices at the domestic price level 
and nontradables at domestic market prices. Net financial benefits (NFB) and net economic benefits 
(NEB) are expressed in domestic currency (rupees). 

4. For the purpose of poverty impact analysis, project beneficiaries are divided into three 
national groups: the poor, the nonpoor, and the government. Net economic benefits by group are 
distributed between the poor and the nonpoor, according to the extent that they benefit the poor. In 
the case of net economic benefits to the government, it is assumed that 50 percent potentially 
benefit the poor. 

5. The present value of project capital costs is $25 million at border prices. Import duties are 
30 percent, the official exchange rate (OER) is Rs20/$ and the SERF is 1.20. The market value of 
electricity is Rs300 million, including a production tax of 20 percent and a sales tax of 10 percent. 
Wages amount to Rs80 million and the supply price of labor is 70 percent of the average wage rate. 
Water sales are Rsl ,000 million. The quantity of water illegally consumed is 20 percent of revenue 
water. The economic cost of water consumed and paid for is Rsl,500 million. 

6. The NFB is equal to sales revenue of Rsl,000 million minus capital costs of Rs650 million 
($25 million multiplied by the OER of Rs20/$ plus the import tariff of 30 percent), electricity costs 
of Rs330 million (the market value of electricity plus sales tax), and labor costs of Rs80 million. The 
NFB of the project shows a loss of Rs60 million in present value (see Table 1). 

! The poverty impact ratio is based on the distribution of project net benefits. This differs from the Bank's project classification 
criterion, that is expressed in terms of the number of beneficiaries. 
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7. The NEB of the project expressed at the domestic price level is Rs894 million. It is equal to 
gross benefits of Rsl,800 million (the cost of water increased by the proportion of water consumed 
but not paid for) minus capital costs of Rs600 million (capital imports converted to local currency at 
the OER multiplied by the shadow exchange rate factor), electricity costs of Rs250 million (market 
value of electricity less production tax), and labor costs of Rs56 million (wages valued at the supply 
price of labor). The difference between the NEB and the NFB is distributed by group. 

A. Distribution 
of 

Project 
Effects 
Output 
Capital costs 
Electricity 
Labor 
Total 
B. Poverty 
Impact Ratio 
Beneficiaries 

NEB-NFB 
Financial return 

Benefits 
Proportion of 
poor 
Benefits to poor 

Table 1. Poverty Impact Ratio for Water Supply Project 
(PVsat 12%) 

Financial Economic Government 
Returns Returns Difference Consumer I 

s Economy 

1,000 1,800 
650 600 
330 250 
80 56 

- 60 894 
Consumers Government/ Labor 

Economy 

0.25 0.50 0.333 

Poverty Impact Ratio: 

Taskl: 

Using the information given in paragraphs 1 - 7 and Table 1: 

Labor 

Total 

a) Calculate the difference between the net economic benefit (NEB) and net 
financial benefit (NFB). Distribute among stakeholders and explain the 
distribu ti.on; 

b) Identify NFB and distribute by group. Explain the distribution; 
c) Calculate total benefits by group. 
d) Enter the information into part A and upper portion of B in Table 1. 

Solution 
8. The final step is to distribute the NEB by group between the poor and the nonpoor. Twenty 
five (25) percent of net economic benefits accruing to consumers will accrue to consumers classified 
as being poor, thirty three (33) percent of net economic benefits accruing to labor will accrue to 

2 



laborers living below the poverty line and fifty (SO) percent of net economic benefits accruing to the 
goverrunent will benefit the poor. 

Task2: 

Using the information in Table 1 and paragraph 9: 

a) Calculate the benefits accruing to the poor by distribution group 
consumers, goverrunent/economy, labor; 

b) Calculate total benefits accruing to the poor; 
c) Calculate the Poverty Impact Ratio; 
d) Enter the calculations in part B of Table 1. 
e) Interpret the Poverty Impact Ratio. 

Solution 
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Exercise: Solution 
Impact on Poverty Reduction 

(Refer to Appendix 26 of the Guidelines for the Economic Ana/ysis of Projects, 1997 as a complement to 
the solution set.) 

Taskl 

a. Difference between the net economic benefit (NEB) and net financial benefit (NFB) by 
distribution group and in aggregate: 

Output 
= 1,800 -1,000 
= 800 
Rs800 million is for the account of Consumers. This represents consumer surplus arising 
from the difference between the without-project cost of water and the with-project 
expenditure on piped water (Rs500 million), plus the value of water consumed but not paid 
for (Rs300 million). 

Capital Costs 
= 600-650 
= -50 
Rs50 million is for the account of the Government/Economy, arising from the difference 
between government tax revenues from capital imports of Rs150 million and loss in the 
economy to government of Rs100 million through overvaluation of the exchange rate. 

Electricity 
= 250-330 
= -80 
Rs80 million goes to the Government, coming from government tax revenue from electricity 
production (production tax of Rs50 million plus sales tax of Rs30 million. 

Labor 
= 56-80 
= -24 
Labor earns Rs24 million more than they would have without the project. 

Total 
= 894- (-60) 
= 954 
This is apportioned to Consumers (Rs800 million), Government/Economy (Rs130 million), 
and Labor (Rs24 million). 

b. The NFB is -Rs 60 million which is for the account of the Economy. 

c. Total benefits 
= (NEB - NFB) - Financial return 
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Consumers = 800 + 0 = 800 
Government/Economy= 130 + (-60) 70 
Labor = 24 + 0 = 24 
Total 954 + (-60) = 894 

d. See Part A and upper portion of Table 1. 

Table 1. Poverty Impact Ratio for Water Supply Project 
(PVs at 12%) 

A. Distribution of Financi Economi 
Project Effects al c Returns Differenc 

Returns e 
Output 1,000 1,800 800 
Capital costs 650 600 50 
Electricity 330 250 80 
Labor 80 56 24 
Total - 60 894 954 
B. Poverty Impact Consumers Government/ 
Ratio Economy 
Beneficiaries 

NEB-NFB 800 130 
Financial return -60 

Benefits 800 70 
Proportion of poor 0.25 0.50 
Benefits to poor 
Poverty Impact Ratio: 

Task2 

a. Benefits accruing to the poor by distribution group 
= Benefits by group x proportion of poor 

Consumers 
= 800 x 0.25 
= 200 

Government/Economy 
= 70 x 0.50 
= 35 

Labor 
= 24 x0.333 
= 8 

2 

Government 
Consumer I 

s Economy 
800 

150-100 
80 

800 130 
Labor 

24 

24 
0.333 

Labor 

24 
24 

Total 

954 
-60 
894 



b. Total benefits accruing to the poor 
sum of benefits to Consumers, Government/Economy, and Labor 
200 + 35 + 8 
243 

c. Poverty Impact Ratio 
Total benefits accruing to the poor / total benefits 
243 / 894 
0.271 or 27 percent 

d. See Table 1. 

Table 1. Poverty Impact Ratio for Water Supply Project 
(PVs at 12%) 

A. Distribution of Financi Economi Government 
Project Effects al c Returns Differenc Consumer I 

Returns e s Economy 
Output 1,000 1,800 800 800 
Capital costs 650 600 50 150-100 
Electricity 330 250 80 80 
Labor 80 56 24 
Total - 60 894 954 800 130 
B. Poverty Impact Consumers Government/ Labor 
Ratio Economy 
Beneficiaries 

NEB-NFB 800 130 24 
Financial return -60 

Benefits 800 70 24 
Proportion of poor 0.25 0.50 0.333 
Benefits to poor 200 35 8 
Poverty Impact Ratio: 243 / 894 0.271 or 27 percent 

Labor 

24 
24 

Total 

954 
-60 
894 

243 

d. The Poverty Impact Ratio indicates that 27 percent of total benefits accrue to the poor. 
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PIP Training Workshop 
Final Test/Exercise 

Workshop Training Follow-Up Action Plan 

Key Questions Responses 

1. Propose 2 Tasks within your work responsibilities for 
which you plan to apply relevant concepts and tools you 
learned during the training workshop (10%} 

2. State clearly why your tasks have strategic importance 
for your sector/Ministry and the relevant issues which you 
plan to address (10%} 

3. Provide clear action plan showing clearly how you plan 
to apply the specific concepts and tools to strategic issues 
in your ministry over the next 6 months (50%} 



4. Outline clearly your outputs and intermediate outcome 
indicators (20%) 

5. What support would you require from your manager to 
implement your proposed action plan? (10%) 
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PIP Training Workshop 
Summary Evaluations of Participants (November 2006) 

Sector Team/Name Class Partich:iation (25%) Mld-Tralnina Test(25%) Case-Study Team Presentation (25%) Final Exam (25%) Final Grade GRADE· 
<out of 100%) <Wei<1hted Percenta<1el tout of 100%) rweiahted Percentaael coutof100%l 1weiahted Percentaoel (out of 100%1 tweiahted Percentaoel 

MOED 
Agil Asadov 85 85 80 
Zahira Mahmudova 95 81 70 
llkin Mediidov 85 79 90 
Xuraman NaQiveva 95 80 86 
Ulvi Xalafov 85 75 76 
Cahandar Gadirov 95 79 77 
COM 
Ruqivvat Mamedova 90 76 90 
Aytan Nazarova 90 80 70 
MOF 
Khanlar Khanlarov 100 84 73 
Sevinj Alizade 90 80 81 
MCIE 
Vugar Alakbarov 85 78 80 
Vusal Ahmadov 80 80 70 
MOT 
Valeh Khubanov 80 83 85 
MOE 
Natiq Aliyev 80 66 64 
MOA 
Atash Nurivev 80 95 
Matlab Mehtiyev 75 86 75 
Rasim Gulivev 90 78 88 
MOENR 
Nasib Orucov 80 69 88 
Mammadhusevn Muslumov 100 86 86 
MOCT 
Rashad Babavev 78 86 
Nazim Abdullayev 90 71 81 
Emin Khalilov 90 65 80 
CIWE 
Rafael Mamedov 100 78 98 
RasulPashavev 100 79 90 
Telman Mustafayev 80 83 
MOH 
Yashar Alivev 70 65 60 
Solmaz lmanova 70 65 65 
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Executive Summary 

At present, the Government of Azerbaijan (GOAZ) does not have a systematically thought-out 
public investment policy and investment program. Approximately half of the State Budget's 
capital spending (and its composition) is determined between the MOF and line ministries and 
not included in the Public Investment Program. Most of the other half represents domestically 
funded projects in the Public Investment Program and is shown only as a line item in the budget 
to be distributed by sector and project after the Annual Budget Law is enacted by the Milli 
Mejlis. Finally, about 7-8 percent of the State Budget capital spending is included in the "extra
budgetary spending" of the budgetary organizations. The State Budget capital spending, 
however, makes just over 40 percent of the total public sector investment (excluding 
investments of both partly and fully state owned enterprises). About half of the total public 
sector investment, which is funded by external loans and grants, is not included in the Budget 
even though it is mostly (but not all) in the Public Investment Program. The remaining part 
(about 10 percent) of the total public sector investment belongs to the SOFAR and the Social 
Protection Fund, which are in neither the State Budget nor the Public Investment Program. 

Obviously, with such fragmented and ambiguous public investment programming, it is not 
possible to speak of any public investment policy in Azerbaijan. This might be due to the lack of 
adequate recognition by GOAZ of the importance of the public investment policy and program. 
This note by the PIPP aims at briefly explaining: (a) the importance of having a properly 
formulated public investment policy and program, and (b) the required institutional, technical 
and organizational framework for it. 

To remedy this fragmentation in public investment programming and use it as an effective tool 
for the management of economic and social development, PIPP recommends that GOAZ 
consider to: 

1. Clearly identify the long- and medium-term national and sectoral development objectives 
and strategies; 

2. Adopt SMART (Specific, Measurable, Achievable, Realistic, and Time-bound) medium
term targets and the necessary policies and projects to attain them; 

3. Assure the consistency of all major targets, strategies and policies with national and 
sectoral development objectives as well as with each other within a formal 
macroeconomic and sectoral development framework; 

4. Based on all these, formulate and issue early in each fiscal year a "Joint Call Circular" 
(JCC) to all government/budget organizations to guide and instruct them for their 
submissions to MOF and MOED for the preparation of the planning (e.g. SPPRED, RDP 
or their annual performance reviews and PIP) and budgeting (State Budget, 
Consolidated Budget and MTBF) documents; 

5. Make the Public Investment Program an all-comprehensive review and evaluation 
instrument of the government's public investment policy; and, 

6. Instruct all line ministries to prepare a Sector Strategic Development Program (SSDP) 
for each sector incorporating all sub-sector programs and serving as the basis for each 
ministry's unified response to the JCC. 

GOAZ has already been practicing many elements of each of the above-mentioned policies and 
procedures. What is essentially required are not so much adopting radical changes in current 
practices and organization of the relevant agencies but instead better and more systematic 
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coordination and superv1s1on of them. To this effect, PIPP recommends the following 
organizational arrangements: 

• Determining the long- and medium-term development objectives and strategies are the 
most important political decisions that should be made only by the elected leadership 
(i.e., the President and the Parliamentarian Group of the political party in power) 
because only they have political responsibility and accountability for such decisions. The 
present practice in this respect needs to be better coordinated and based on technical 
grounds by a sub-group of the Cabinet of Ministers. 

• This sub-group of the Cabinet, that may be called the High Policy Planning Council 
(HPPC), would be chaired by the President and composed of his Economic Advisor, the 
Prime Minister, MOED, MOF, the ANB Chairman (even though he is not a member of 
the Cabinet), and the line minister(s) who may be invited by the President to participate 
depending on the agenda of each meeting. 

• Secretariat services to the HPPC would be provided by MOED, in close cooperation with 
MOF and ANS, considering that the work involved is essentially of the planning nature. 

PIPP's recommendations above essentially aim at developing an appropriate macroeconomic 
and sectoral development framework that will serve as both a reference point and a consistency 
framework for the public investment policy and program formulation. The same development 
framework will, however, be shared by all other planning and budgeting documents, thus 
helping to better integrate the public investment programming with both the planning and 
budgeting documents. This would in turn result in better integration of planning (e.g., SPPRED) 
and budgeting (e.g., State budget) documents, particularly considering that the public 
investment program will largely be included in both categories. 

Introduction 

1. At present, Azerbaijan does not have a systematically thought-out and well-designed PIPP. 
Of total public capital (investment) spending (excluding that of fully or partly State Owned 
Enterprises -SOEs), just over 40 percent appears in the State Budget and the rest funded 
externally as well as by SOFAR and SPF does not. Of the part included in the State Budget, 
only less than a half is also included in the Public Investment Program (PIP). Most of externally 
funded public capital spending, which is not in the Budget, is however included in the PIP. In 
other words, there is a part of total public capital spending (other than that of SOEs) which is in 
neither the Budget nor the PIP. This sounds almost incomprehensible, and yet it describes the 
actual situation (see Diagram 1 ). The picture becomes even more perplexing considering that 
the PIP-related draft regulations, waiting for the Presidential approval, call for the inclusion of 
the SOE projects as well as the private sector projects of public importance. Obviously, with 
such fragmented and ambiguous public investment programming, it is not possible even to 
speak of any public investment policy in Azerbaijan. Hence, it would not be inappropriate to 
state that PIPP's importance is not adequately recognized by the Government of Azerbaijan 
(GOAZ). 

This note aims at briefly explaining: (a) the importance of PIPP, and (b) the required institutional 
and technical framework to formulate a proper PIPP. The note is solely interested in effectively 
communicating the PIPE's position on these two issues to the top decision makers in the 
Government. To this end, it relies on elementary economics and national income accounting 
and on repetition of some key points to drive them home. 
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Diagram 1: Public Sector Investments 

Total Public Sector (excl. SOEs) 

from SPF 

I 
Other foreign 

financed 
32% 

1% 

Project Loans 
17% 

from SOFAR 
8% 

Importance of PIPP 

PIP 

Extra bu 
dgetary 

7% 

State Budget 

PIP 

42% 

2. PIPP is important because of crucial effects of investment in general and public investment in 
particular, on the economy and well-being of the population. The overall goal of government in 
every country is (or should be) to maximize the country's total resource use in the most efficient 
way. Resources can be used up for either consumption or investment. The word "efficient" is a 
highly loaded adjective in the context it is used here: it refers to the way national resources 
should be used to give the population the greatest possible satisfaction increasing at a steady 
rate over the long-term. 

3. Population derives satisfaction from consumption, as opposed to investment, of national 
resources (goods and services). Hence, as consumptions' share of total national resources 
increases, the population becomes better provided for and happier, and consequently the 
government becomes more successful and popular. Population's overall satisfaction from 
consumption depends not only on the size of total consumption but also on the quality of 
consumption and on its distribution both between government (collective) and private 
consumption and by income groups. 

4. On the other hand, investment is important because it represents an addition to the existing 
production capacity and thus makes a higher future consumption possible. Hence, keeping 
investment lower to allow for greater satisfaction (consumption) by population now comes at the 
expense of lower future satisfaction (consumption). 

5. Investment is also important because its quality (technology) and distribution between 
government and private investment, between foreign and domestic investors, by sectors, by 
regions, by size of investors, etc. are all very relevant to the level, composition, and quality of 
consumption, hence satisfaction, that would become possible in future. 
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6. Finally, investment is important not only because it represents additional productive capacity 
but also because it directly and one-to-one increases current total demand, thus constituting an 
important element of demand management policies for macroeconomic stability. 

7. GOAZ has all the power (authority) and the means (e.g., the fiscal, monetary, exchange rate, 
and other policies) to determine or influence the overall size, composition and growth path of 
national consumption, and thus well-being of the people, both directly through consumption
related policies and activities and indirectly by investment-related policies and activities. 
Reciprocally, this means that the Government could determine or influence the overall size, 
composition and growth path of national investment, and thus the future well-being of the 
population, both directly through investment-related policies and activities and indirectly by 
consumption-related policies and activities. 

8. More specifically, once GOAZ decides on what should be the size and growth path of total 
resource use by the public sector, it has an immense task of allocating and prioritizing public 
resource use between collective consumption (current expenditures) and collective investment 
(capital expenditure) and the each among various sectors. Finally, the size and composition of 
public investment and its growth path will be the main factor determining both the size and 
composition of future public consumption, and it will also greatly influence both composition and 
productivity of future private sector investment. 

9. The following pie diagram (Diagram 2) illustrates the main components of national resource 
use in any economy as described above, except for the distribution of private consumption by 
income groups and that of public resource use by economic sectors. Public investment and 
consumption expenditures are each shown as broken-down by poverty-reduction-related 
expenditures and otherwise, thus identifying the share of total national resources used by the 
public sector for poverty reduction purposes (i.e., for SPPRED in Azerbaijan). 

--- -- -----
Diagram 2: 

AZERBAUAN 
TOTAL RESOURCE USE IN 2004 

Consumption 
Private 

I ° Consumption IEI Investment 
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10. Diagram 2 delineates the distribution of national resource use between consumption and 
investment at about 60/40, which roughly corresponds to that in Azerbaijan in 2004. 
Unfortunately, it is not possible to give the specific Azerbaijan data for any other components of 
the diagram because of the lack of such statistics in the national accounts publications of the 
State Statistics Committee (SSC). The allocation of total investment between the public and 
private sector and that of the former between SPPRED and non-SPPRED are not known. The 
estimation of "public sector consumption" in national accounting terms is of doubtful reliability, 
and what part of it goes to SPPRED is not known. Obviously, GOAZ cannot have a sound 
macroeconomic and sectoral planning, nor can it formulate and pursue healthy macroeconomic, 
fiscal, investment and monetary policies without correctly defined and estimated (i.e., by 
national accounting concepts and methodology) components of national resource use as 
described above. 

11. The following sums up the important conclusions of this section: 

• The formulation of a sound public investment policy and program is of utmost 
importance for Azerbaijan as for all countries; 

• This is a highly skill-requiring technical task and that it should be handled by expert 
cadres in line with national and sectoral objectives and major strategies determined 
by the government; 

• A corollary of the above is that the PIPP process should not be subject to arbitrary 
interventions by the politicians and high government officials; 

• GOAZ, however, does not have a PIPP even slightly resembling to that described 
above; and, 

• Both GOAZ and all major IFls seem to have overlooked the need for correctly 
defined and estimated national and government accounting components, which are 
the bread-and-butter tools of proper macroeconomic analysis and management. It is 
time now to act on this serious shortcoming. 

Required Macroeconomic Framework for a Proper PIPP 

12. What emerges from all that was said so far is that a sound PIPP cannot be formulated in 
isolation from other major planning (SPPRED, SPRDP, and Sector Development Plans) and 
budgeting (State Budget, Consolidated Budget and MTEF) instruments, because (a) they all 
aim at formulating the future course of the same or inter-related components of the 
macroeconomic and sector development framework as the PIPP does and (b) the PIPP is 
either fully or partly included in all of them. It also follows that all major planning and 
budgeting instruments, including the PIPP, should be guided by the same macroeconomic 
and sector development framework. The latter should also be used as a consistency 
framework to align the planning and budgeting instruments with each other. 

13. At present, in the absence of such a macroeconomic and sectoral development 
framework, the Azerbaijan economy is like a rudderless boat at sea, without the necessary 
instruments to keep it on a desired course. For instance, it has the following policy and 
planning instruments each suffering, as indicated below, from major shortcomings: 

1. A Macroeconomic Financial Model (MFM) was used to be worked out essentially by 
the IMF, with the help of MOF and the National Bank of Azerbaijan (NBA), for 
defining the key fiscal and monetary magnitudes compatible with macroeconomic 
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stability required by the Fund's PRGF for Azerbaijan. GOAZ, however, has decided 
not to seek continuation of PRGF beyond 2005. Besides, the PRGF model does not 
have any sectoral content, nor has any consideration of the private (non
government) sector. It is interesting that this framework, which used to serve as the 
basis of the GOAZ's Letter of Intent presented to the IMF and the WB for PRGF and 
PRC , respectively, was observed in the formulation of only the monetary program 
but not in that of the State Budget, SPPRED and SPRD. 

2. MOED/EPFD prepares a set of macroeconomic projections, without using any formal 
model, which is inserted into the text of SPPRED without being integrated with its 
content. The State Budget uses the MOED/EPFD projections for its revenue 
estimates and the PRGF model for expenditure ceilings (the logic of MOF approach 
in this case is beyond PIPE's comprehension). 

3. A poverty reduction strategy paper (SPPRED) and a regional development program 
(SPRD), which are both without any framework of their own and both lack any 
linkage to an economy-wide macro and sectoral framework. The SPPRED purports 
to plan the government's poverty reduction policies, but it does so without identifying 
what parts of public investment (which itself is not known as noted above) and public 
consumption expenditures will be used for that purpose. Nor does it have a clear 
one-to-one relationship to the government budget as its policies and activities are not 
annualized and adequately specified. 

4. Sector Development Plans by a number of line ministries, each reflecting aspirations 
of its sector irrespective of any resource and consistency concerns. 

5. An annual State Budget that leaves out all foreign funded investment projects, and 
most projects of the extra-budgetary organizations (namely, SPF and SOFAR). The 
Budget has only a "notional" link to SPPRED and SPRD as line ministries claim that 
all their spending proposals are in line with government priorities for poverty 
reduction policies. 

6. A so-called Consolidated Budget that includes only the domestically funded part of 
the present PIP just as one line item. 

7. A four year rolling Medium-Term Budgetary Framework (MTBF) compressed into a 
one-page table. 

8. Finally, a Public Investment Program (PIP), which has an "indeterminate" and partial 
coverage as noted at the beginning of this paper. 

14. What emerge from the above review are the following basic initial requirements, should 
Azerbaijan have a sound and effective PIPP: 

i. The PIPP preparation should start with the adoption of: 
a) a correct definition and coverage of public investment as a basis for the 

formulation of a comprehensive public investment policy; and 
b) a set of comprehensive and adequately detailed government instructions and 

guidance as to national and sectoral development objectives and strategies 
over the medium- to long-term. 

ii. For logical and consistency reasons, this set of instructions and guidance should be 
shared and complied by all those planning and budgeting tools named above. 

iii. The determination of national and sectoral objectives and strategies, which is 
essentially a political decision by the government, should nevertheless be based on 
a national and sectoral development framework (model) in order to ensure their 
feasibility and inter-consistency. 

iv. Similarly, the PIPP should be developed by using one and the same national and 
sectoral development framework that should also be shared by all other planning and 
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budgeting instruments. This would ensure both intra-consistency of the PIPP as well 
as its integration and consistency with other plan and budget documents. 

Required Institutional and Organizational Setting 

15. At present, Azerbaijan does not have a PIPP satisfying the above requirements. The 
PIPE project aims at helping the GOAZ to develop its institutional and technical capacity to 
meet these requirements. To this end, the PIPE WP's first three tasks address the following 
issues: 

1. Identifying the necessary organizational set-up for the Government to determine 
national and sectoral development objectives and strategies; 

2. Developing an appropriate national and sectoral development framework (model) at 
the MOED with the cooperation of MOF and NBA; and, 

3. Enhancing the institutional and technical capacity of the sectoral agencies 
(ministries) as well vis-a-vis these two aspects. 

16. As already explained, these three tasks are not specific to the PIPP alone. They are 
equally important for all other planning (SPPRED and SPRD) and budgeting (MTBF, State 
Budget, Consolidated Budget) instruments and, therefore, have to be addressed so as to 
serve the common requirement of all the major documents. PIPE is addressing the first 
issue in this paper, and leaving the other two to be addressed in separate technical notes. 

17. Government's Political Responsibility: Defining national and sectoral development 
objectives and strategies is essentially a political decision that can (and should) be made 
only by the government. It involves accepting certain trade-offs, in terms of economic, social 
and political costs, for choosing one alternative against another. For instance, in order to 
allow greater current and capital spending on education, the government may opt to reduce 
productive investments now, entailing a lower annual rate of growth and lower consumption 
by the population. This decision might yield adverse political consequences for the 
government in the short run. Besides, in a democratic country, only the elected government 
should have the authority and responsibility for decisions involving trade-offs between the 
current and the future generations' benefits. 

18. The elected central Government in Azerbaijan comprises the Parliament, representing 
the legislative power, and the President the executive power. The major planning and 
budgeting documents mentioned above should be prepared and implemented by the 
Administration, on behalf of the President, and endorsed by the Parliament, all in 
accordance with the relevant legislation. The successful formulation and implementation of 
the plan and budget documents will greatly contribute to Azerbaijan's having a satisfactory 
social and economic development; and to the Government and the political party it belongs 
to remaining in power. It is thus of crucial importance that the Government (the President 
and, on his behalf, the Cabinet of Ministers) uses the plan and budget documents as the 
effective vehicles to implement its Party program, its last election platform, its recently 
announced promises in connection with the recent Parliamentary elections, and recent 
official statements to various IFls and international forums. 

19. This requires that the Government provides all its central and line agencies with a 
comprehensive but adequately detailed set of guidance and instructions for national and 
sectoral development objectives and strategies as perceived by its elected leadership and 
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political cadres. At present, however, the GOAZ is indifferent to such a critical issue as 
reflected in the absence of any meaningful guidance by the government to the agencies in 
charge of the plan and budget documents. This not only leads to weaknesses and 
inefficiencies in the management of the economy but also deprives the Government of a 
major opportunity to strengthen its political standing with the electorate. Once the proposed 
conceptual and organizational linkage is publicly established between the plan/budget 
targets and the Government/public's political choices, this will greatly contribute to the 
strengthening of participatory and democratic governance in the country. Otherwise, the 
government's apathy in this respect cannot be rectified by the bureaucratic/technical cadres 
because both responsibility and accountability of providing the required guidance to the plan 
and budget preparation are of political nature and belong to the elected leadership. 

20. Organizational Set-up for Undertaking and Evaluating Technical Work: Identifying 
national and sectoral development objectives and strategies is a political task with 
responsibility and accountability belonging to the Government (President and on his behalf 
the Cabinet). But as already explained in the previous section, this task involves extensive 
and highly skill-intensive work that should be undertaken by technical cadres. This is 
particularly the case considering that the work to be done should provide guidance not only 
to the PIPP but, as explained above, simultaneously to all the plan and budget documents. 
On the other hand, the review and evaluation of such an extensive and technical work 
cannot be done by the whole Cabinet and the President. 

21. It is therefore suggested here that an "Inner Cabinet" compns1ng the economic 
ministries/agencies is formed to review, evaluate and screen the decisions and documents 
relating to major economic and social programs before submitting them to the Cabinet and 
the President for approval. This Cabinet cluster can be called the "High Policy Planning 
Council (HPPC} for Socio-Economic Programs and Policies". Technical work to be done for 
the HPPC essentially involves development planning (i.e., developing a macroeconomic and 
sectoral framework; identifying appropriate development targets and policies; and checking 
their inter-consistency). Therefore, such "Secretariat Services" should be provided by 
MOED in close cooperation with MOF, NBA and all technical ministries and agencies. While 
providing secretariat services to the HPPC, MOED could also benefit from its participation in 
and/or consultation with such cross-cutting inter-agency bodies as the WB-proposed Buc:lget 
Commission and the existing Revenue Commission, the Expenditure Commission, and the 
Revenue Management Group (of the major donors). 

22. A Unified Process for Launching Preparation of the Plan and Budget Documents: 
It is hoped that this note has by now established that: 

1. The preparation of PIPP should be guided by the same set of macroeconomic 
and sectoral development objectives and strategies that should also guide all 
other plan and budget documents; 

2. The one-and-the-same macroeconomic and sectoral development 
framework (model} should be used to ensure both linkages and consistencies of 
these documents with both government objectives and strategies and with each 
other; 

3. Responsibility and accountability for determining national objectives and 
strategies rest with the Government (the elected leadership}; and, 

4. The government should exercise this responsibility through a Cabinet cluster 
(HPPC) and a Planning Agency (MOED} provide secretariat services to it. 
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23. The next issue is how to assure that the individual plan and budget documents will 
conform to government objectives and strategies and will be interlinked and consistent with 
each other. This requires that the initial guidance and instructions (e.g., Budget Call 
Circular) issued to set-off the preparation of each document by the relevant ministry/agency 
are designed with a proper concern for all the issues raised above, and that this is verified 
by MOED. At present, however, the work on the individual documents is started by different 
ministries and even different departments within a ministry at different times and perhaps 
with little ad hoc guidance by and consultation with the elected leadership of the 
Government. Moreover, the MOED is neither authorized nor technically equipped with for 
evaluating and endorsing the separate Call Circulars (e.g., for SEDP, SPPRED or its Annual 
Performance Review, the State Budget and MTBF, and the PIP). 

24. The remedy to the fragmented state of macroeconomic and public expenditure 
management in Azerbaijan can be provided by: 

• Unifying the separate guidance and instructions issued at different times for each 
plan and budget documents into a" Joint Call Circulars" (JCC); 

• Unifying each line agency's responses to the JCC's request for inputs to different 
plan and budget documents into one combined response; and 

• Supplying the same set of information from all the budget organizations to the 
central ministries (MOED and MOF) to serve as the common base for the 
preparation of both planning and budgeting documents, thus assuring their 
linkages and consistency with each other. 

25. There will be a need, however, to synchronize the preparation of all planning and 
budgeting documents. This should not cause much difficulty because the preparation of 
MTBF and State Budget is a combined annual process with a definite time-table while the 
planning documents can both be flexible with regard to their inception date and work 
perfectly well with a few months old information. On the other hand, the budget 
organizations will benefit immensely from the proposed approach of issuing a JCC to them 
for a unified response that will simplify and reduce reporting responsibilities and will ease 
achieving consistency between their planning and budgeting submissions. 

26. The proposed organizational set-up for effective linkage and integration of the main plan 
and budget instruments with national and sectoral objectives and strategies as well as with 
each other is delineated below by an organogram (organizational chart). The main issues of 
the PIPE-proposed approach which are highlighted by Diagram 3 are as follows1

: 

The diagram shows the main flows of information both among the key agencies and 
between the each agency and the main document(s) it is responsible for. 
• The preparation of all the key plan and budget documents starts with the issuance to 

the Cabinet of Ministers (and the public) of national and sectoral development 
objectives and strategies by the GOAZ (the elected leadership); 

• The HPPC reviews and evaluates the alternative macroeconomic and sectoral 
development scenarios prepared by MOED (with the help of MOF, l\IBA and line 

1 
Note: The Diagram shows the infonnation flow among the agencies and from each agency to its main 

document(s). But it does not show the inter-documents flows, which will make a diagram to a clumsy. Obviously, 
inter-documents flows take place through the exchange of raw data and agencies draft copies as well as among free 
use ofthru each document by all agencies. 
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agencies) with their fiscal and monetary implications, and decides on a base-line as 
well as an optimistic scenario to recommend to the COM. 

• Based on the Cabinet's decision, a detailed draft JCC, with tentative sector spending 
ceilings, is issued to all budgetary organizations. The JCC will require line ministries 
to simultaneously submit to MOED and MOF their responses, which should each 
combine inputs for SPPRED, SPRD (or their Annual Progress Reports), MTBF, 
Consolidated Budget, State Budget, and PIP. 

• In the light of the draft JCC, each line ministry will prepare (or revise the existing) 
SSDP for its sector. In this endeavor, it will also benefit from the recent SWG 
findings and recommendations as well as from consultations with non-government 
stakeholders of the sector. 

• If prepared in line with the guidance and instructions of the JCC, particularly with its 
sector resource/spending ceiling, SSDP will serve as an ideal source for the 
ministry's joint submission to MOED and MOF of its unified input for all plan and 
budget documents. 

• MOED must have already developed a medium-term (4-year) macroeconomic and 
sector development framework (Social and Economic Development Concept and 
Prognoses- SEDCP) while preparing the draft JCC for the HPPC. Line ministries' 
responses to the JCC will be now used to revise and update SEDCP, which would in 
turn be used, in conjunction with the former, as the basis for the preparation of 
SPPRED, SPRD, and PIPP. 

• It is only rational to assume that no policies, activities and projects will be included in 
the base-case scenarios of SPPRED, SPRD, and PIPP which are not already in line 
ministries' submissions for the MTBF and Budget documents. This, however, 
requires that the said documents are transformed from being wish-lists, including 
"every good thing under the sun", to the operational documents recognizing the 
economic, social and political constraints of the country. 

• While MOED is working on the plan documents, MOF will simultaneously work, using 
the JCC and line ministries' unified responses to it, on the MTBF, the Consolidated 
Budget and the State Budget, which will all incorporate the PIPP. The MTBF will in 
fact provide a macroeconomic and sector framework and justification to all the 
budget documents, linking them to SEDCP, SPPRED and SPRD. 

• Finally, the NBA will develop, in cooperation with MOF and the IMF, the Monetary 
Program which should be compatible with, and instrumental in achieving, the growth, 
inflation, and exchange rate targets of GOAZ within the framework of SEDCP. 
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DIAGRAM 3: FLOW OF INFORMATION FOR PLANNING & BUDGETING PROCESSES (A Proposed Approach) 
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Proposed Structure and SOW for the HPPC 

27. The Structure of HPPC: In Azerbaijan, the President alone represents the executive 
(and administrative) power and shares with the Parliament (the legislative power) the 
responsibility for governing the country. The President exercises the executive power 
through a Cabinet of Ministers appointed by him, though the appointment of the Prime 
Minister (PM), who has mainly a coordination role, is to be approved by the Parliament. 
Thus, the preparation and execution of all the plan and budget documents are the 
responsibility of the President, who discharges it with the help of the PM and the Cabinet. 
Within the Cabinet, the planning work (e.g., SPPRED, SPRD, PIP) is led and mainly 
undertaken by MOED and the budgeting work (MTBF, State Budget, Consolidated Budget) 
by MOF. These tasks, however, are too wide-ranging and widely cross-cutting in coverage, 
involving the whole economic and social development spectrum, and too specialized in skill 
requirements for the whole Cabinet to carry out the guidance, oversight, appraisal, and 
approval of them as a team2

• As in most countries, it is, therefore, advisable to form a 
special "Cabinet cluster" to guide, evaluate and screen major planning and budgeting 
decisions and documents before their final submission to the Cabinet and the President3. 
To this effect, PIPE proposes establishment of a "High Policy Planning Council (HPPC} 
for Economic and Social Development". 

28. The HPPC will be established by a Presidential Decree that will also sanction its 
charter. The President himself will be its chairman, and its statutory members will include 
the State Economic Advisor (SEA), the PM, MOED, MOF, and the Chairman of NBA. The 
President may ask SEA or PM to chair some meetings on his behalf. The chairman may 
also invite other ministers/agency heads to participate in parts of meetings as he deems 
necessary depending on the agenda. As secretariat services are to be provided by MOED, 
the Deputy MOED or Director of MPFO/MOED should also be present as advisor and 
reporter. Participating ministers and agency heads will be accompanied by their advisers, 
whom may be called upon to present technical information on and justification for their 
agency's case. The HPPC meetings will be convened by the President to discuss the 
issues identified in its charter as they become due for decision as well as on ad hoc basis 
when he needs its advice. The meeting may last from a few days to a week or even longer 
depending on the subject(s) of its agenda. 

: At present, ministers and non-ministerial members of the Cabinet ofMinisters in Azerbaijan amount to 38. 
However, as distinct from the countries with a parliamentarian system of government, a Cabinet decision in 
Azerbaijan is not expected to be signed by all members. For instance, in the case of the draft Budget, about 25 
signatures are needed for its submission to the President. 
3 When met with such proposals, the government officials in Azerbaijan are usually interested to first know if they 
are implemented in some countries. However, the PIPE proposal for the establishment ofHPPC does not need 
examples for convincing anyone as it is based on an undeniable need for a centralized determination of national and 
sectoral objectives and strategies and is obviously the most logical and simplest approach to meeting this need. 
Nonetheless, the following examples are still quoted here to satisfy those who will not be content with rationality 
alone. The World Bank prepared a note (dated June 2005) on "Azerbaijan: Ideas for a Budget Reform Action Plan", 
which also suggests the establishment of a "Cabinet sub-structure" for the same purpose as that of the PIPP's HPPC, 
and briefly explains the examples of South Africa and Uganda. We would like to add to this the examples of 
Turkey ("Yuksek Planlama kurulu" -High Planning Council-since early 1960s) and the Philippine. 
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29. The SOW of the HPPC will be determined by its charter, and may include both advisory 
and operational tasks. In its advisory capacity, the HPPC will review and evaluate some major 
economic and social policy decisions and documents, including the JCC, and submit its 
recommendation to the Cabinet and the President. The HPPC charter may also identify some 
specific tasks and areas for which it can take operational decisions that can be implemented 
without approval of the Cabinet or any other body. 

30. The main tasks of the HPPC, particularly relating to PIPE, would include the following: 

• Help the Cabinet of Ministers and the President in identifying the policy objectives 
and strategies for economic and social development of the country; 

• Review and evaluate the plan and budget documents (SPPRED, SPRD, PIP, MTBF, 
State and Consolidated Budgets, Monetary Program) for their quality and compliance 
with the national objectives and strategies before their submission to the Cabinet and 
the President; 

• Determine the ground rules and main principles for support of investment and 
exports; and 

• Review and evaluate every measure and project relating to State Owned Enterprise 
(SOEs) in the plan documents, including their privatization, and advise the COM on 
appropriate decision. 

Md:md 
11/11/05 
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AZERBAIJAN 
PUBLIC INVESTMENT POLICY PROJECT 

TRAINING WORKSHOP 

IMPROVING PUBLIC INVESTMENT POLICY, INTEGRATED PROJECT ANALYSIS 
AND PERFORMANCE ASSESSMENT: FROM KEY CONCEPTS TO PRACTICE 

GLOSSARY OF KEY TERMS 

Average incremental economic cost (AIEC). The present value of investment and operation 
costs at economic prices, divided by the present value of the quantity of output. Costs and 
output are calculated from the difference between the without project and with project situations, 
and are discounted at the economic opportunity cost of capital. 

Average incremental financial cost (AIFC). The present value of investment and operation 
costs at financial prices divided by the present value of the quantity of output. Costs and output 
are calculated from the difference between the without project and with project situations, and 
are discounted at the opportunity cost of capital or at the weighted average cost of capital. 

Benefit-cost ratio (BCR). The ratio of the present value of the economic benefits stream to the 
present value of the economic costs stream, each discounted at the economic opportunity cost 
of capital. The ratio should be greater than 1.0 for a project to be acceptable. 

Benefit transfer technique. The use of primary research results from other countries, adapted 
to a particular project, for valuation of project effects. Used especially in the valuation of 
environmental benefits and costs where national studies of environmental stressors are lacking. 

Border price. The unit price of a traded good at a country's border, that is, the free-on-board 
(FOB) price for exports and the cost, insurance, freight (CIF) price for imports. The border price 
is measured at the point of entry to a country, or, for landlocked countries, at the railhead or 
trucking point. 

Border price equivalent value (BPEV). The border price for a traded good for the country 
concerned, adjusted to the project location. 

Constant prices. Future price values from which any expected change in the general price 
level is removed. When applied to all project costs and benefits over the life of the project, the 
resulting project statement is in constant prices. Expected significant changes in relative prices, 
that is, in expected price changes for an item compared with the expected change in the general 
price level, should also be incorporated in the valuation of costs and benefits at constant prices. 

Consumer surplus. Savings to existing consumers arising from the difference between what 
they are willing to pay for an output and what they will be charged with the project Consumer 
surplus can arise when expanded supply is associated with a fall in price. It can also arise when 
the output price is regulated by government and set below the demand price. 

Consumption tax. Taxes levied on the consumption of goods and services. Indirect taxes on 
consumption include excise duties, wholesale or retail sales taxes, value-added taxes, or other 
taxes on intermediate transactions. Consumption taxes form a wedge between the price paid by 
the purchaser and the price received by the supplier. For any good or service, the demand price 
is the market price plus consumption taxes and less consumption subsidies. 



Contingency allowance. An allowance included in the project cost estimates to allow for 
adverse conditions that will add to base costs. Physical contingencies representing the 
monetary value of additional resources that may be required beyond the base cost to complete 
the project are included in the economic cost of a project. Price contingencies allow, for 
financing purposes, for general inflation during the implementation period but are not included in 
a constant price project statement. 

Contingent valuation. A direct means of estimating willingness to pay based on stated 
preferences of consumers in the situation with the project. Contingent valuation estimates can 
be used to provide an estimate of the economic value of incremental nontraded outputs and 
inputs, especially those, such as environmental effects, for which there is no direct market 
information. 

Conversion factor (CF). Ratio between the economic price value and the financial price value 
for a project output or input, which can be used to convert the constant price financial values of 
project benefits and costs to economic values. Conversion factors can also be applied for 
groups of typical items, such as, petrochemicals or grains; and for the economy as a whole, as 
in the standard conversion factor or shadow exchange rate factor. 

Cost-effectiveness analysis (CEA). An analysis that seeks to find the best alternative activity, 
process, or intervention that minimizes resource use to achieve a desired result. Alternatively, 
where resources are constrained, analysis that seeks to identify the best alternative that 
maximizes results for a given application of resources. CEA is applied when project effects can 
be identified and quantified but not adequately valued. 

Cost-effectiveness ratio. The ratio of the present value of project costs to the present value of 
project effects or outcomes, where costs and effects are discounted at the opportunity cost of 
capital. Choice of the means with the lowest cost-effectiveness ratio will maximize results for a 
given input of resources. It also provides the baseline for assessing how much it would cost in 
terms of extra resources to achieve greater results, through the use of more effective but more 
costly alternatives. 

Cost recovery. The extent to which user charges for goods and services recover the full costs 
of providing such services, including a return on capital employed. Can be defined in terms of 
financial cost recovery using financial costs or economic cost recovery using economic costs. 
See also Subsidy. 

Current prices. Future price values that include the effects of expected general price inflation. 
When applied to all project inputs and outputs, they provide a project statement in current 
prices. 

Demand price. The price at which purchasers are willing to buy a given amount of project 
output, or the price at which a project is willing to buy a given amount of a project input. 

Depletion premium. A premium imposed on the economic cost of depletable resources 
representing the loss to the national economy in the future of using up the resource today. The 
premium is frequently estimated as the additional cost of an alternative supply of the resource, 
or a substitute, when the least cost source of supply has been depleted. 

Discount rate. A percentage rate representing the rate at which the value of equivalent benefits 
and costs decrease in the future compared to the present. The rate can be based on the 
alternative economic return in other uses given up by committing resources to a particular 
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project, or on the preference for consumption benefits today rather than later. The discount rate 
is used to determine the present value of future benefit and cost streams. 

Distribution effects. An analysis of the net income effects of project costs and benefits on 
different project participants, including the difference between financial and economic values for 
project outputs and inputs. Distribution effects can refer to the net income effects between, at 
least, producers, users, and government, and sometimes workers and lenders, as well, for utility 
projects; to the particular net income effect for the poor; and to the net income effect for foreign 
and domestic participants. 

Economic efficiency. A criterion for assessing an investment or intervention in an economy. 
An investment or intervention is said to be economically efficient when it maximizes the value of 
output from the resources available. 

Economic internal rate of return (EIRR). The rate of return that would be achieved on all 
project resource costs, where all benefits and costs are measured in economic prices. The 
EIRR is calculated as the rate of discount for which the present value of the net benefit stream 
becomes zero, or at which the present value of the benefit stream is equal to the present value 
of the cost stream. For a project to be acceptable the EIRR should be greater than the 
economic opportunity cost of capital. 

Economic opportunity cost of capital (EOCK). The real rate of return in economic prices on 
the marginal unit of investment in its best alternative use. This rate of return is estimated as the 
weighted average of the economic demand and supply price of capital, and therefore will be 
equal to the value of the marginal unit of investible funds to both investors and savers. 

Economic price of land. The economic effect of the change in land use as a result of a project. 
Changes in land use can be the direct result of a project, or indirect, through the consequent 
displacement and relocation of households or economic activities. The economic price of land is 
estimated through its economic value in the best alternative use. In practice this is generally 
taken as the net economic value of production lost when land use changes. This valuation 
should include anticipated future changes in the productivity of the land. It can also be estimated 
through the willingness to pay to retain a without project land use. 

Economic viability. The assessment that increases in output produced by a project using the 
least cost method will recover costs, provide an additional required rate of return, and sustain 
effective production in the face of uncertainty and risk. 

Effective assistance ratio (EAR). The ratio of value added generated by an activity measured 
at financial prices to value added for the same activity measured at economic prices. The EAR 
provides a summary measure of the protective effect of government policy measures, such as 
taxes and subsidies, and market structure. Also referred to as the effective protection ratio. 

Elasticity. The ratio of the proportionate change in one variable caused by a proportionate 
change in another variable, all other conditions remaining constant. For example, it is used to 
refer to the price elasticity of demand, that is, the relative response of demand to price changes; 
or the income elasticity of demand, that is, the relative response of demand to income changes. 

Environmental sustainability. The assessment that a projects outputs can be produced 
without permanent and unacceptable change in the natural environment on which it and other 
economic activities depend, over the life of the project. 
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Environmental valuation. The estimation of the use and nonuse values of the environmental 
effects of a project. These valuations can be based on underlying damage functions for 
environmental stressors, identifying the extra physical costs of projects or the physical benefits 
of mitigatory actions. They can also be based on market behavior, which may reveal the value 
placed by different groups on avoiding environmental costs or enjoying environmental benefits. 

Equalizing discount rate (EDR). The discount rate at which the present values of two project 
alternatives are equal. It is the same as the internal rate of return on the incremental effects of 
undertaking an alternative with larger net costs earlier in the net benefit stream rather than an 
alternative with lower early net costs. The EDR is compared with the economic opportunity cost 
of capital to determine whether the alternative with larger net costs is worthwhile. Also referred 
to as the crossover discount rate, the discount rate above or below which the preferred 
alternative changes from one to another. 

Excludability. The ability of suppliers to restrict the availability of outputs to those who can pay 
for it, or by other criteria. See also Private goods and Public goods. 

Externality. Effects of an economic activity not included in the project statement from the point 
of view of the main project participants, and therefore not included in the financial costs and 
revenues that accrue to them. Externalities represent part of the difference between private 
costs and benefits, and social costs and benefits. Externalities should be quantified and valued, 
and included in the project statement for economic analysis. 

Financial internal rate of return (FIRR). The rate of return that would be achieved on all 
project costs, where all costs are measured in financial prices and when benefits represent the 
financial revenues that would accrue to the main project participant. The FIRR is the rate of 
discount for which the present value of the net revenue stream becomes zero, or at which the 
present value of the revenue stream is equal to the present value of the cost stream. It should 
be compared with the opportunity cost of capital, or the weighted average cost of capital, to 
assess the financial sustainability of a project. 

Financial sustainability. The assessment that a project will have sufficient funds to meet all its 
resource and financing obligations, whether these funds come from user charges or budget 
sources; will provide sufficient incentive to maintain the participation of all project participants; 
and will be able to respond to adverse changes in financial conditions. 

Gross economic benefit. The total economic value of project output, measured as the sum of 
the economic value of nonincremental output that displaces other supplies and the economic 
value of incremental output that increases supplies. 

Gross economic cost. The total economic value of a project input, calculated as the sum of the 
economic value of incremental demands that are met by greater supplies of the input and the 
economic value of nonincremental demands that are met by drawing supplies away from other 
uses. 

Incremental outputs and inputs. Incremental output is additional output produced by a project 
over and above what would be available and demanded in the without project situation. 
Incremental inputs are inputs that are supplied from an increase in production of the input over 
and above what would be produced and supplied in the without project situation. 

Least-cost analysis. Analysis that compares the costs of technically feasible but mutually 
exclusive alternatives for supplying output to meet a given forecast demand. The analysis 
should be carried out using discounted values over the life of a project, where possible, using 
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the opportunity cost of capital as the discount rate. Such analysis is used to identify the least 
cost option for meeting project demand. 

Market failure. The inability of a system of market production to provide certain goods either at 
all or at the optimal level because of imperfections in the market mechanism; or the inability of a 
system of markets to fully account for all costs of supplying outputs. Market failure results in the 
overproduction of goods and services having negative external effects and the underproduction 
of goods and services having positive external effects. Market failure occurs for different 
reasons, for example, inadequate information, inadequate capacity, regulation of the movement 
of labor and capital, or rent-seeking behavior by producers. The existence of market failure 
provides a case for collective or government action directed at improving efficiency. 

Mutually exclusive project alternatives. Alternative technologies, locations, scales, or timing 
of project costs such that the selection of one option leads to the rejection of others. Mutually 
exclusive project alternatives can be compared to arrive at the best project design. 

Net present value (NPV). The difference between the present value of the benefit stream and 
the present value of the cost stream for a project. The net present value calculated at the Banks 
discount rate should be greater than zero for a project to be acceptable. 

Nominal prices. An alternative expression for current prices. See Current prices. 

Nonincremental outputs and inputs. Nonincremental output is output produced by a project 
that substitutes for supplies that would be available in the without project situation. 
Nonincremental inputs are inputs that are supplied to a project that, in the without project 
situation, would be produced and supplied to another project. 

Nonmarket failure. Inefficiencies in the implementation and operation of economic activities. 
These may result from inadequate incentives to those involved in the provision of goods and 
services, inadequate information about methods and techniques, inadequate resources for 
maintenance and operation, or lack of accountability for outputs produced. Nonmarket failures 
can lead to insufficient and costly supplies, especially of public goods produced in uncompetitive 
circumstances. 

Nontraded outputs and inputs. Goods and services that are not imported or exported by the 
country in which the project is located, because by their nature they must be produced and sold 
within the domestic economy, for example, domestic transport and construction, or because of 
government policy that prohibits international trade, or because there is no international market 
for the product given its quality or cost. Nontraded outputs that are incremental should be 
valued at their demand price, that is, at the average of their value to new and existing 
consumers without and with the project. Nontraded outputs that are nonincremental should be 
valued at their supply price, that is, taking into account the cost of supply of the alternative 
output being displaced. Nontraded inputs that are incremental should be valued at their supply 
price, that is, at the marginal economic costs of extra supply. Nontraded inputs that are 
nonincremental should be valued at their demand price, that is, at the average of the price that 
existing consumers would be willing to pay to retain supplies, and the price that new consumers 
would be willing to pay to acquire supplies. 

Numeraire. The common yardstick that measures the objective being maximized. In project 
financial analysis this yardstick is the real income change for the project participants valued in 
domestic market prices. In project economic analysis, because the scope of the analysis differs, 
and because domestic market prices do not always reflect the scarcity value of project outputs 
and inputs, this yardstick is the real change in net national income for the project as a whole 
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valued in economic prices. Generally, the real change in net national income can be measured 
at two different price levels. These are the domestic price level, where all economic prices are 
expressed in their equivalent domestic market price level values (the domestic price numeraire), 
and the world price level, where all economic prices are expressed at their equivalent world 
market price level values (the world price numeraire). As long as consistency is maintained in a 
particular calculation across all project effects, project decisions will not be affected by whether 
the domestic price level or the world price level is used to express the numeraire. 

Opportunity cost. The benefit foregone from not using a good or resource in its best alternative 
use. Opportunity cost measured at economic prices is the appropriate value to use in project 
economic analysis for valuing nonincremental outputs and incremental inputs. 

Poverty impact ratio. The ratio, generally expressed as a percentage, of the net economic 
benefits accruing to the poor to the total net economic benefits of a project. 

Private goods. Goods characterized by very high levels of subtractability and excludability. 
Subtractability means that one persons consumption of the good reduces the quantity available 
to others. Excludability means that the producer can restrict use of the product to those 
consumers who are willing to pay for it, while excluding those who do not meet this or other 
criteria. Private goods can be produced under private ownership or under public ownership. 
Except under special circumstances, for example, production in conditions of natural monopoly 
and where the government lacks the capacity to regulate, production of private goods 
increasingly is undertaken under private ownership. 

Producer surplus. The excess of the revenue received by a producer of a commodity over the 
minimum amount they would be willing to accept to maintain the same level of supply. 

Productive efficiency. Achievement of a specific level of output or objective using the most 
cost-effective means. Productive efficiency is a precondition for achieving the best allocation of 
resources among different uses. 

Project alternatives. Technically feasible ways of achieving a projects objectives. Project 
alternatives can be defined in terms of different possible locations, technologies, scales, and 
timings. It can also refer to alternatives between physical investments, policy changes, and 
capacity building activities. Consideration of project alternatives, and selection of the best 
alternative, should precede the assessment of economic viability. 

Project assistance coefficient (PAC). The ratio, generally expressed as a percentage, of the 
net benefits of a project or activity measured in financial prices to the net benefits of the project 
or activity measured in economic prices. See also Effective assistance ratio. 

Public goods. Goods characterized by very low levels of subtractibility and excludability, by 
contrast with Private goods above. Low subtractability implies that a good is available to all 
consumers at the same time, and consumption by one consumer does not use up or reduce the 
supply available for another consumer. Low excludability implies that if a good is provided to a 
consumer in a defined region then other consumers in that region cannot be easily excluded 
from consuming the same good. An example of a pure public good is national security, which is 
available to all citizens of a country simultaneously. Several other goods are quasi-public, 
having low levels of subtractibility and excludability. Public goods are generally provided under 
public ownership, although several can be provided, through contract and regulation, under 
private ownership. 
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Real exchange rate. The price of foreign currency in terms of domestic currency where the rate 
of exchange is adjusted for the relative value of actual or expected domestic and international 
inflation. 

Real prices. An alternative expression for constant prices. See Constant prices. 

Relative prices. The future price value of an output or input relative to the price of another input 
or output, or to the prices of all goods and services in general. If all prices increase at the same 
rate, all prices will rise but relative prices will remain unchanged. If the price of an output or input 
increases either more slowly or faster than the prices of other goods in general, then there will 
be a relative price change. 

Return to equity. The return on capital that will accrue to the owners of a project after all 
financial obligations to lenders, government, workers, and suppliers are met. It provides an 
indicator for assessing the incentive to investors to invest in a project compared with other uses 
of their funds. 

Risk analysis. The analysis of project risks associated with the value of key project variables, 
and therefore the risk associated with the overall project result. Quantitative risk analysis 
considers the range of possible values for key variables, and the probability with which they may 
occur. Simultaneous and random variation within these ranges leads to a combined probability 
that the project will be unacceptable. When deciding on a particular project or a portfolio of 
projects, decision makers may take into account not only the expected scale of project net 
benefits but the risk that they will not be achieved. 

Sensitivity analysis. The analysis of the possible effects of adverse changes on a project. 
Values of key variables are changed one at a time, or in combinations, to assess the extent to 
which the overall project result, measured by the economic net present value, would be 
affected. Where the project is shown to be sensitive to the value of a variable that is uncertain, 
that is, where relatively small and likely changes in a variable affect the overall project result, 
mitigating actions at the project, sector, or national level should be considered, or a pilot project 
implemented. 

Sensitivity indicator. The ratio of the percentage change in NPV to the percentage change in a 
selected variable. A high value for the indicator indicates project sensitivity to the variable. 

Shadow exchange rate. The economic price of foreign currency used in the economic 
valuation of goods and services. The shadow exchange rate can be calculated as the weighted 
average of the demand price and the supply price for foreign exchange. Alternatively, it can be 
estimated as the ratio of the value of all goods in an economy at domestic market prices to the 
value of all goods in an economy at their border price equivalent values. Generally the shadow 
exchange rate is greater than the official exchange rate, indicating that domestic purchasers 
place a higher value on foreign currency resources than is given by the official exchange rate. 

Shadow exchange rate factor (SERF). The ratio of the economic price of foreign currency to 
its market price. Alternatively, the ratio of the shadow to the official exchange rate. This factor 
will generally be greater than 1. For economic analysis using the domestic price numeraire, the 
SERF is applied to all outputs and inputs, including labor and land, that have been valued at 
border price equivalent values, with project effects measured at domestic market price values 
left unadjusted. The inverse of the Standard conversion factor. 

Shadow wage rate (SWR). The economic price of labor measured in the appropriate numeraire 
as the weighted average of its demand and supply price. For labor that is scarce, the SWR is 
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likely to be equal to or greater than the project wage. For labor that is not scarce, the SWR is 
likely to be less than the project wage. Where labor markets for labor that is not scarce are 
competitive, the SWR can be approximated by a market wage rate for casual unskilled labor in 
the relevant location, and adjusted to the appropriate numeraire. 

Shadow wage rate factor (SWRF). The ratio of the shadow wage rate of a unit of a certain 
type of labor, measured in the appropriate numeraire, and the project wage for the same 
category of labor. Alternatively, the ratio of the economic and financial cost of labor. The SWRF 
can be used to convert the financial cost of labor into its economic cost. 

Standard conversion factor (SCF). The ratio of the economic price value of all goods in an 
economy at their border price equivalent values to their domestic market price value. It 
represents the extent to which border price equivalent values, in general, are lower than 
domestic market price values. The SCF will generally be less than one. For economic analysis 
using the world price numeraire, it is applied to all project items valued at their domestic market 
price values to convert them to a border price equivalent value, while items valued at their 
border price equivalent value are left unadjusted. The SCF and SERF are the inverse of each 
other. 

Subsidy. In the provision of utility services, the difference between average user charges and 
the average incremental cost of supply. A subsidy can be estimated in economic terms, using 
economic costs of supply, or in financial terms using financial costs of supply. The economic 
effects of a subsidy include the consequences of meeting them through generating funds 
elsewhere in the economy. Subsidies need explicit justification on efficiency grounds, or to 
ensure access to a selected number of basic goods. 

Subtractability. The extent to which one users consumption of a good or service reduces the 
ability of others to consume the good or service without an increase in production cost. See also 
Private goods and Public goods. 

Supply price. The price at which project inputs are available, or the price at which an 
alternative to the project output is available. 

Switching value. In Sensitivity analysis, the percentage change in a variable for the project 
decision to change, that is, for the ENPV to become zero or the EIRR to fall to the cut-off rate. 

Traded inputs and outputs. Goods and services where production or consumption affect a 
country's level of imports or exports. Project effects estimated in terms of traded goods and 
services can be measured directly through their Border price equivalent value the world price for 
the traded product for the country concerned, adjusted to the project location. Border prices for 
exported outputs can be adjusted to the project location by subtracting the economic cost of 
transport, distribution, handling, and processing for export measured at economic prices. Border 
prices for imported inputs can be adjusted by adding such costs to the project site. Outputs that 
substitute for imports can be adjusted by the difference in economic transport, distribution, and 
handling costs between the existing point of sale and the project site. Project inputs that reduce 
exports can be adjusted by the difference in economic domestic costs between the point of 
production and the project location. 

Transactions costs. The costs, other than price, incurred in the process of exchanging goods 
and services. These costs include the costs of negotiating and enforcing contracts, and the 
costs of collecting charges for goods and services provided. The scale of economic and 
financial transactions costs can affect the market structure for a good. 
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Transfer payment. A payment made without receiving any good or service in return. Transfer 
payments transfer command over resources from one party to another without reducing or 
increasing the amount of resources available as a whole. Taxes, duties, and subsidies are 
examples of items that, in some circumstances, may be considered to be transfer payments. 

Unit of Account. The currency used to express the economic value of project inputs and 
outputs. Generally the currency of the country in which the project is located will be used as the 
unit of account. Occasionally an international currency may be used as the unit of account. 
Economic values using the domestic price numeraire can be expressed in either a domestic or 
international currency. Similarly, economic values using the world price numeraire can be 
expressed in either a domestic or international currency. 

User charge. A charge levied upon users for the services rendered or goods supplied by a 
project. 

Willingness to accept (WT A). The minimum amount of compensation consumers would be 
willing to accept for foregoing units of consumption. 

Willingness to pay (WrP). The maximum amount consumers are prepared to pay for a good 
or service. WTP can be estimated as the total area under a demand curve. Changes in WTP 
can occur when the demand curve itself shifts because of changes in income or in the prices of 
substitute goods. 

Without and with project. The future situation without a proposed project and the future 
situation with the proposed project. The difference between these two situations constitutes the 
impact of the investment, policy change, or capacity building activities. To be distinguished from 
the situations before and after a project that do not allow for expected changes without the 
project. 

World price. The price at which goods and services are available on the international market. 
The world price for a country is the border price, the price in foreign exchange at which imports 
are available at the port, railhead, or trucking point, or the price in foreign exchange received for 
exports at the port, railhead, or trucking point. Significant changes in relative world prices should 
be incorporated into the economic prices used in the analysis of projects. 
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IMPROVING PUBLIC INVESTMENT POLICY, INTEGRATED PROJECT 
ANALYSIS AND PERFORMANCE ASSESSMENT IN THE PROJECT CYCLE: 

FROM KEY CONCEPTS TO PRACTICE 

MODULE Ill/PART 1: 
OVERVIEW ON PROJECT ANALYSIS: KEY CONCEPTS AND TOOLS 

Summa 
Key Topic 

A) An Integrated Approach to Project 
Analysis: A "Roadmap" of Key 
Components 

ected Learnin Outcomes 
Expected Key Learning 
Outcomes 
An improved operational 
understanding of the main elements 
of integrated project analysis, and a 
solid base for the subsequent (parts 
2-6) and more in-depth concepts 
and tools on ro·ect anal sis. 

A) An Integrated Approach to Project Analysis: "Roadmap" of Key 
Components 

1. Traditional approaches to the investment appraisals have tended to carry out 
a financial analysis of a project that is completely (or even partially) separate 
from its economic evaluation. The integrated project analysis is carried out using 
the domestic prices as a common numeraire for both the financial and economic 
appraisal. Identification should be made of the stakeholder impacts among 
parties. Since project costs and revenues are spread over time, uncertainty 
becomes an issue and is first addressed in the financial analysis. Its 
consequential effects are also assessed in the economic analysis. More 
importantly, deep knowledge of the policy and project "environment" should 
enable the project designer and analyst to identify the most relevant risks and 
design the most appropriate project-level interventions, supported by an effective 
monitoring and evaluation system, to minimize their adverse impacts. In practice, 
this assessment and interventions can become the most important aspect of a 
project design and appraisal process, and helping to realize the expected net 
benefits and results from the B-C analysis. The training program (TP) workshop 
for technical staff elaborates on the more important technical aspects of these 
components. The TP modules Ill-VI present the main components of how a 
public sector investment project (which is a "public" good) is evaluated through 
an integrated analysis in the context of the project cycle (see below). 



2. Main Components: The main components of an integrated approach to 
project analysis are previewed below, and will be further developed and applied 
in subsequent modules. 

a) Scope of Financial and Economic Analysis: objectives, procedures/steps, 
types of projects (directly and indirectly productive projects) 

b) Project Framework: refers to the conceptual framework for evaluating 
different types of projects. 

c) Financial Analysis: applied especially to public sector investments/entities 
(e.g., public water supply or telecommunication agencies), including the 
development of the financial cash-flow statement 

d) Economic Analysis: rationale and underlying assumptions making the 
needed adjustments to valuation of costs and benefits to account for market 
distortions (such as "conversion factors") 

e) Evaluation Criteria for Key Decisions: net present value, internal rate of 
return, and cost-effectiveness indicators are the principal criteria most commonly 
used. 

f) Stakeholder and Distributional Impacts: who benefits/loses 'from the 
projects, and by how much; 

g) Timing, Scale, and Length of "Project Life": these are key parameters 
which have important effects on project viability. 

h) Institutional Assessment and Implementation Arrangements: formulation 
of the institutional roles, assessment of institutional capacities and requirements 
for more effective project implementation and sustainability 

i) Risk Analysis and Management: Given uncertainty in many of the 
assumptions for quantifying benefits and costs (especially the former), the risk 
analysis and management become the most important aspects to achieve and 
sustain successful projects. 

j) Project Monitoring and Post Evaluation: Most often, the weakest link in the 
project cycle, and provides vital information for the successful implementation 
and sustainability. However, there is a need for effective institutional, 
organizational arrangements, system, processes, and "culture" so that 
Management uses the information appropriately to improve implementation and 
sustainable impact. 

3. The purpose of the economic analysis of projects is to bring about a better 
allocation of scare public resources, leading to enhanced incomes for investment 
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or consumption. For a directly productive project, where the output is sold in a 
relatively competitive environment, choices are made within the economy to 
ensure that projects selected for investment meet a minimum standard for 
resource generation and to weed out those projects that do not. For an indirectly 
productive project, where the output is not sold in a competitive environment, 
choices are made within the project between different means of achieving the 
same objectives. Economic analysis is used to choose the means using the least 
resources for a given output. All resource inputs and outputs have an opportunity 
cost through which the extent and value of project items are estimated. Projects 
should be chosen where the resources will be used most effectively. 

4. Economic viability depends upon the sustainability of project effects. 
Projects are sustainable if their net benefits or positive effects endure as 
expected throughout the life of the project. Sustainability is enhanced if 
environmental effects are internalized, and if financial returns provide an 
adequate incentive for project-related producers and consumers. Sustainable 
development is concerned also with distributional issues. When looking at the 
distribution of project effects and judging project social acceptability, it is 
important to determine who benefits and who pays the costs. An assessment 
of the capacity of the project to cope with an uncertain future is another measure. 
Sensitivity analysis is applied when testing projects for both productive and 
allocative efficiency. 

5. The scope of economic analysis contained in this module seeks to 
address several issues in the economic analysis of public investment projects. 
Traditional practice focused on forecasting demand, choosing least-cost options, 
and, where possible, calculating the economic internal rate of return. The 
demand forecasts themselves depend upon project charges and affordability, 
which also affect financial incentives for different participants. At the same time, 
environmental effects can now be incorporated into the analysis, and policy 
dialogue requires a statement of the distribution of project effects. This 
broadening of the scope of economic analysis must be tailored to the particular 
project and the issues it generates. 

6. In some cases, project preparation does not end with the decision to 
accept a project. In process projects (for example, community-driven projects, 
which have "subprojects"), design and appraisal are continual and go along with 
project implementation. This allows for greater participation by project 
beneficiaries in the design and testing of different options, and project 
implementation. Economic analysis can be applied at the outset of such projects 
to test the underlying rationale (using "prototype" models of illustrative 
subprojects). The principles of economic analysis contained in this module can 
be applied at key decision points in the process (e.g., irrigation subprojects, 
classrooms for schools). 

3 



7. The procedure for undertaking economic and financial analysis follows a 
sequence of interrelated steps: 

• defining project objectives and economic rationale; (and use of log frame) 
• forecasting effective demand for project outputs; 
• choosing the least-cost design for meeting demand or the most cost

effective way of attaining the project objectives; 
• determining whether financial and economic benefits exceed economic 

costs; 
• assessing whether the project's net benefits will be sustainable throughout 

the life of the project; 
• testing for risks associated with the project; 
• identifying the distributional effects of the project, particularly on the poor; 

and 
• enumerating the nonquantifiable effects of the project that may influence 

project design and the investment decision. 

8. For "indirectly productive" projects, financial and economic analysis would 
comprise all of the above steps, except determining whether economic benefits 
exceed costs. 

9. The Project Framework: The Project Framework provides a conceptual 
framework for analyzing both directly productive projects, for which a direct 
market demand exists for valuing project outputs, and indirectly productive 
projects, for which demand is derived from nonmarket goals. This framework can 
apply to both financial and economic analysis of projects. Such an integrated 
approach to project appraisal helps to prevent the misallocation of resources. It is 
particularly appropriate for projects where benefits are difficult to quantify and 
value. It provides a framework for identifying and comparing alternative means of 
achieving objectives. 

10. In the Project Framework, a project is seen as being made up of a series 
of means-ends relationships, beginning with "input-output linkages", then "output
purpose linkages" and, finally, "purpose-goal linkages". For each foreseeable 
year of project implementation and operation, explicit verifiable targets are set at 
each level for each objective. The Project Framework (sometimes called "Results 
Framework", and formerly, using a "LogFrame") is thus both a design and 
appraisal tool and a means by which the project can be monitored for 

• implementation efficiency testing the input-output linkage; 
• operational effectiveness testing the input-output-purpose linkage; and 
• impact significance input-output-purpose-goal linkage. 

11. The Project Framework provides for the identification, quantification, and 
valuation of project objectives or targets for inputs, outputs, project effects, and 
sector impacts. See the attached Table 1 which shows a sample project results 
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framework, which focuses on project outcomes. The approach adopted for 
financial and economic analysis depends on the extent to which project inputs, 
outputs, effects, and impacts can be identified, quantified, and valued. For 
directly productive projects operating in a relatively competitive market 
environment, the economic effects of purpose level achievements can be 
measured mainly in terms of incremental income. On the other hand, in the case 
of indirectly productive projects, the best that can be expected is to be able to 
value project effects indirectly in terms of the project's impact on the market value 
of the product for which the project produces an intermediate input or of the cost 
of an alternative, in terms of cost savings. 

12. The application of the Project Framework approach to project design 
provides an analytical framework for the financial, economic and social analysis 
of directly and indirectly productive projects. By enabling the application of the 
same criteria, the integrated framework ensures transparency and accountability, 
and promotes efficient and "viable" resource use. 

Financial and Economic Analysis 

13. The economic analysis of projects is similar in form to financial analysis: 
both appraise the "profit" of an investment. The concept of financial profit is not 
the same as economic profit. The financial analysis of a project estimates the 
profit accruing to the project-operating entity or to the project participants, 
whereas economic analysis measures the effect of the project on the national 
economy. For a project to be economically viable, it must be financially 
sustainable, as well as economically efficient. If a project is not financially 
sustainable, economic benefits will not be realized. Financial analysis and 
economic analysis are therefore two sides of the same coin and complementary, 
and therefore, form part of an integrated framework for project assessment. 
Given that there are revenue-earning public sector entities, it is especially 
relevant from the point of view of public expenditure analysis to apply the 
financial analysis tools to such investment projects (and entities). 

14. Both types of analysis are conducted in monetary terms, the major 
difference lying in the definition and valuation of costs and benefits. In financial 
analysis all expenditures incurred under the project and revenues resulting from 
it are taken into account. Based on the relevant financial data, including prices 
(and assumptions on their future price levels}, there will be a need to develop 
financial cashflow forecasts for the proposed project. 

15. Economic analysis attempts to assess the overall impact of a project on 
improving the economic welfare of the citizens of the country concerned. It 
assesses a project in the context of the national economy, rather than for the 
project participants or the project entity that implements the project. The module 
will highlight the main differences of economic and financial analysis. 
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16. Rationale and Underlying Assumptions: Unlike the financial analysis, the 
market prices of the project inputs and outputs do not necessarily reflect the 
values of economic costs and benefits when there are distortions in the market 
price. The underlying principles of this economic or applied welfare economics 
are: 

(a) The competitive, undistorted demand price for an incremental unit of a 
good measures its economic value to the demander and hence its economic 
benefit; 

(b) The competitive, undistorted supply price for an incremental unit of a good 
measures its economic resource cost; and 

(c) costs and benefits are added up with no regard to who are the gainers and 
losers 

17. Project Decision and Evaluation Criteria: The preceding sections outlined 
the broad principles for identification, quantification, and valuation of project costs 
and benefits. The resulting streams of costs and benefits are used to make 
project choices. Essentially, 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, 
• choice of the best among project alternatives, and 
• testing the economic viability of the best option. 

18. The key concepts and criteria for assessing financial and economic 
viability and choosing among project options include: 

- 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: 

(a) 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. The comparison is made by forming the ratio of the present 
value of benefits to the present value of costs. 

(b) 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. 
However, it does so not as a ratio but by taking the cost stream away from the 
benefit stream to obtain the net benefit stream, which can then be discounted. 
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(c) Internal Rate of Return: The third criterion for summarizing the benefit 
and cost effects of a project alternative is the internal rate of return (IRR). The 
IRR represents the rate of return in economic prices that would be achieved on 
all expenditures of the project. 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. 

19. 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). However, caution needs to be 
exercised in using these alternative measures to avoid misleading conclusions. 

20. 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. The ENPV 
criterion measures this directly. The choice between project alternatives should 
be made using the ENPV criterion at the chosen rate of discount, usually 
assumed to be between 1 O and 12 percent for most countries (discount rate to 
be confirmed for Azerbaijan). 

21. Distribution of Project Benefits on Key Stakeholder Groups. Project 
sustainability is strongly affected by who benefits, and by how much, relative to 
who pays. In lending to the private sector for provision of public goods and 
services, for example, the distribution of project benefits among government, 
consumers, and private investors is a key input in negotiating build-own-operate
transfer agreements, in pricing services, and in the economic return to the 
national economy. ·rhis is an important part of the social analysis of a project, 
including gender concerns (adjusted to the culture of the country). One form of 
distributive analysis considers the distribution among operators, customers, and 
government, and how it is affected by different charge levels. This is pertinent to 
water supply, airport, and port projects, for example. 

22. The identity of the groups that gain or lose, and the size of the gains and 
losses, can be documented during the project design and appraisal process. The 
analysis of distribution effects begins with analyzing financial benefits and costs. 
This first step disaggregates the financial impact of the project on the main 
beneficiary groups. Six groups can be considered: 

• the owners of project operating entity, 
• those working in the project, 
• the government, 
• the consumers of project outputs, and 
• those providing material inputs to the project, and 
• lenders to the project. 
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23. Another important distributional impact refers to the Project's fiscal impact, 
on Government's budget, including its revenues (direct, indirect), expenditures 
(capital/replacement, and recurrent), and disaggregating it for central and local 
governments. 

24. Timing, Scale and Length of Project Life. During the process of 
formulating or assessing investment projects, a project's design and market 
conditions might need to change due to the findings of the analysis. The 
dynamics of a project can be represented as a series of options that include the 
time of initiation, the scale, and the termination date of the project. A project that 
can be postponed, that can be expanded with little additional cost, or that can be 
abandoned in part or in whole without major sacrifice is likely to have greater 
value, all other things being the same, than one that is a "now or never" decision. 
Accordingly, the timing, scale and length of a project directly affect the project's 
net present value, which provides a powerful tool for selecting projects that lead 
to a maximization of net economic benefits. The project analyst plays an 
important role in this exercise. This is another reason to have adequate "in
house" capacity, to help ensure that the process and content are adequate (if 
work actually performed by one of the research institutes. 

25. Institutional Roles and Implementation Arrangements: This is one of the 
most important aspects in the formulation of a sound project proposal, to help 
ensure clarity in the institutional roles (central and local government levels), an 
analytical assessment of the institutional constraints and requirements to ensure 
the project is integrated within a sound institutional framework and timely and 
effective implementation. Careful attention need to be given to ensure 
institutional arrangements which can promote more sustainable programs. 

Uncertainty: Risk and Sensitivity Analysis. 

26. The FIRR/EIRR or FENPV/ENPV for pubic investment projects are 
calculated using the most likely values of the variables incorporated in the cost 
and benefit streams (to be covered below and in greater detail in a future 
Module). Future values are difficult to predict and there will always be some 
uncertainty about the project results. The effects of different values should be 
investigated. For directly productive projects, this means assessing the effect of 
possible changes on the FNPV/ENPV or FIRR/EIRR and, hence, on the project 
decision. For indirectly productive projects, this means assessing the effects of 
possible changes on a. basic project parameter, such as the unit cost of service 
provision. 

27. Sensitivity and risk analysis can be used to assess the effects of changes in 
project variables that are quantified. The results can be presented together with 
recommendations on what actions to take or which variables to monitor during 
implementation and operation. However, many projects involve institutional and 
social risks that cannot be readily quantified. A statement of such risks and any 
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mitigating actions should be included alongside the conclusions from the 
sensitivity and risk analysis. 

28. Project Monitoring and Post Evaluation : Module V will focus entirely on 
this important component of the Integrated Project Analysis, which often is 
neglected. The framework for the M&E system, and relevant indicators should be 
the Project's "Results Framework" (or previously known as the "logical 
framework"). Once the project is approved, monitoring the progress of the 
project is important for managers in terms of time, cost, and performance. It 
requires the establishment of key milestones and their schedule for the project, 
and the system generates the relevant information to assess progress toward 
these milestone indicators ("provision of inputs and generation of outputs"). 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. 

Key Questions/Discussion: 

>- Provide some examples of how you have applied some of the above 
principles of the components of the Integrated Project Analysis 
Framework, and some of the challenges in their consistent and effective 
implementation. 

>- What would you add/revise to this framework, and why, drawing on good 
practices in Azerbaijan? 

Two Project Team exercises will include: 

1) Case Study Team Exercise: see Handout for Day 12, Attachment 2, Item (1), 
revisit questions (i-iv) 
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2) Project Case Study Team Exercise: Item 2, questions iv-vii) 

The following is a sample results framework for a project: 

PDO Projftt Outcome ladkllron Use of' Project Outrome 
laf'or111atloa 

TIU'l!cled urban companies 80"Ai of targeted urban ccmpanies receiving YRl·YR2 Gauge compliance 
practice environmentally safe grants dcc:rea.!e their industrial PJlhrtion inde11: ofcompqmies in grant pro&r&m. 
manufacturing processes YRJs detcnnirtc If stntcgy for 

compliance needs to be 
changed 
YR$ feed into strat.1:gy for 
mainstreaming program and 
cvalWllion .. 

lnkr111edlate Outnines Intermediate O•kome ladlc:llon Use of latcnaedlala O•ttome 
Mooltorfu 

Oulcome I: 011tco-I: Outr._h 
Targ<:tcd companies have skills 'Yo of companies with I( certified run time YRl·VR5; Low levels may 
to n:fit and maintain their engin=cra flag either poor training 
manufacturing systems ~o that program fo1 ccrtiHcation or 
they ue environmentally sound lack of company Incentives to 

staff certified personnel -
O.tc-1; O..ttomel: Ouomel: 
Compliance auditors in urban Compliance check! meet regulatory s1andards FYOJ - OS : Flap possible 
offices apply regulatory payoffs or other problems in 
standards lo their inspcclions compliance. 

FYOS Will inform development 
or oolicv on ovcrsi11:ht 

Oulcome3: Outfoine l: OlltcameJ: 
Companies in the urban an:as % of taigctcd companies aware of the FY01-FYOl: Determine 
1111! awan: of the imponance or importance or environmental protection mc!A8C effectiveness and 
enviroruncntal protection and % targeted oompanks requesting information on reach. Realign delivery 
how lo be in compliance c:hangca needed mechanism, ek:, as needed 

% or companies in the urban an:a aware or thc FY0.5 Feeds into bn>Bdcr 
new nigulalosy JDmdards pm&Jmns and repliWion in 

othCT urban areu. 
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AZERBAIJAN 
PUBLIC INVESTMENT POLICY PRO .. IECT 

TRAINING WORKSHOP FOR TECHNICAL STAFF 

IMPROVING PUBLIC INVESTMENT POLICY, INTEGRATED PROJECT ANALYSIS 
AND PERFORMANCE ASSESSMENT IN THE PROJECT CYCLE: FROM KEY 

CONCEPTS TO PRACTICE 

MODULE Ill/PART 2: 
OVERVIEW ON PROJECT ANALYSIS: KEY CONCEPTS AND TOOLS (cont.) 

s ummary o fK T ey op1cs an dE t d L xpec e earning 0 t u comes 
Key Topic Expected Key Learning 

Outcomes 
A) Identification and quantification of A) To understand the key concepts 
costs and benefits: Getting the flows and principles for identifying the 
right.. ... relevant costs and benefit 

(includes the technical analysis and variables/flows, including the key 
underlying benefit and cost assumptions) roles of the technical and behavioral 

analysis/assumptions 
8) Financial Analysis of a Project: Key 8) To understand the basic 

Concepts and Tools concepts and operational principles 
of financial analysis 

A) Identification and Quantification of Costs and Benefits: Getting the Flows 
Right ..... 

1. Key Principles: There are four basic steps to analyzing the financial and economic 
viability of a project: 

• identify the financial and economic costs and benefits; 
• quantify the costs and benefits, as much as possible; 
• value the costs and benefits (making appropriate adjustments); and 
• compare the benefits with the costs. 

The first two steps can generally be undertaken together. However, there will be some 
types of benefits, and sometimes costs, that cannot be quantified and valued for 
inclusion in the cost-benefit comparison. They will simply be stated alongside the results 
of the financial and economic analysis. 

2. To identify project costs and benefits, the situation "without the project" should be 
compared with the situation "with the project". The without-project situation is not the 
same as the before-project situation. The without-project situation can sometimes be 
represented by the present levels of productivity of the relevant resources. However, 



present levels of productivity would frequently change without the project (e.g, due to 
soil degradation), and this should be taken into account in defining the without-project 
situation. 

3. The comparison of without-project and with-project situations is at the heart of the 
estimation of net benefits for any project. 

4. Most projects or subprojects are regarded as marginal in the sense that they will not 
have any effect upon the prices of project inputs and outputs, and will not have a 
substantial impact on the government budget or the exchange rate. Additional factors 
will have to be taken into account in the case of large projects that have a considerable 
impact on the regional, national, or international economy. 

5. An important distinction in identifying project benefits and costs is that between non
incremental and incremental output, and between incremental and nonincremental 
inputs. The distinction is important because nonincremental and incremental effects are 
valued in different ways. It should therefore be used in the identification and 
quantification of project effects. The training module will devote attention to the 
approach in assessing the technical assumptions which underlie the identified and 
estimated costs and benefits. 

Identification and Quantification of Benefits 

6. For directly productive projects, the main benefits will be in the form of production that 
is sold. It is important to determine whether a projects output is incremental to existing 
supplies. If the project is small relative to the size of the market, it is likely that the 
project output will be fully incremental. This is the case for most outputs that are traded 
internationally. In the case of an output that is nontradeable, project supply can cause 
price effects where nonincremental output displaces sales from higher-cost producers. 

7. The need for services from indirectly productive projects will depend on underlying 
factors, such as the rate of economic growth for freight transport or the rate of 
population growth for water and health services. A key feature of a sector or project 
analysis will be the phasing of investments to match the demand for services. For most 
indirectly productive projects, the type and extent of expected benefits can be quantified 
through such factors as time and cost savings, increased access, improved health, and 
so on, most of which have a productive effect, as well as a direct effect on welfare. 

8. Some benefits of indirectly productive projects will not be quantifiable. For example, a 
newly sited bridge may not only reduce travel time for haulage trucks, but may also 
encourage greater social and political interaction by those on both sides of the river. A 
dam project may create a reservoir that not only can be used for fishing or recreational 
purposes, but also can have a scenic value for existing inhabitants. Such benefits 
should be stated along with an estimate of the number of beneficiaries. 



9. Project benefits also include the extent of any consumer surplus. A project may lower 
the price of the output for all consumers. The savings to existing consumers, because of 
the difference between what they are willing to pay and what they will now have to pay, 
is not reflected in the financial effects. Consumer surplus can also arise when the output 
price is fixed by government below the demand price. The difference between the actual 
price and what consumers are willing to pay can be estimated through a price elasticity 
of demand, if available. If no direct estimate of the elasticity is available or can be 
estimated, then the likely magnitude of this form of benefit should be discussed. 

Identification and Quantification of Costs 

10. While several types of cost need to be included in the economic analysis of a 
project, some types of financial cost must be excluded. The underlying principle is that 
project costs comprise the difference in costs between the "without" and "with" project 
situation, that is, the extra use of resources necessary to achieve the corresponding 
benefits. The various cost components (in addition to the incremental "capital costs") 
include the following items (and each item will be further elaborated upon): 

(a) technical analysis/assessment: the fundamental parameter for the project begins 
with the assumed technical assumptions which underpin the project design, and from 
which other aspects will be designed in an integrated manner (e.g., technical needs to 
be integrated with budgetary, social, environmental aspects) 

(b) system costs: refers to the matching investments needed to achieve expected 
benefits; 

(c) sunk costs: refers to the use of facilities already in existence, and hence the costs of 
such facilities are sunk costs and should not be included in the project cost, provided 
their use in the project involves no opportunity cost. 

(d) contingency costs: financial planning requires price and physical contingencies, 
where economic costs exclude the price contingercies. 

(e) working capital: For purposes of economic analysis, only inventories that 
constitute real claims on the nation's resources should be included in the project 
economic costs. Other items of working capital reflect loan receipts and repayment 
flows, and are not included in the economic cost. 

(f) transfer payments: Some of the items included in the financial costs of a project 
are not economic costs, as they do not increase or decrease the availability of real 
resources to the rest of the economy. These items will, however, affect the distribution 
of financial costs and benefits between the project entity and other entities, and among 
project beneficiaries. They are thus referred to as transfer payments, as they transfer 
command over resources from one party to another without reducing or increasing the 
amount of resources availalje as a whole. 



(g) Depreciation: The financial accounts of agencies implementing a project will 
include provision for depreciation and amortization on the basis of prevailing accounting 
practice. However, for project economic analysis, the stream of real investment required 
to realize and maintain project benefits is included in the resource flow, together with a 
residual value for these assets at the time they are released from project use at the end 
of the projects life. 

(h) Depletion Premium: Many projects involve the exploitation of a nonrenewable 
natural resource, such as oil, natural gas, or mineral deposits. The economic cost of 
using these natural resources must be included in the economic analysis. 

(i) External Costs: In many projects, effects will go beyond the financial analysis from 
the point of view of the implementing agency. These external effects may include 
significant costs that must be accounted for in an economic analysis from the national 
perspective. For example, increased air and water pollution from an industrial plant may 
be measured and its effects on surrounding entities estimated. 

Key Questions/Discussion: 
~ for each of the above concepts, there will be a key question/discussion point 

(8) Financial Analysis of Projects: Key Concepts and Tools 

11. The financial analysis of a project helps to determine the financial sustainability 
of the project and its overall success. One can also describe the financial analysis of a 
project as a process that entails the organization of specific data requirements in certain 
financial statements, followed by the application of certain investment criteria to these 
statements to determine the financial profitability or sustainability of the project. 

12. Reasons for financial appraisal of a public sector project. 

(a) The most important one is to ensure the availability of funds to finance the 
project through its investment and operating phases, including the cash-flow aspects 
(especially of a government parastatal). A project can have a high economic returns, 
but may fail due to inadequate funds to finance the operations of the project. Water 
supply projects are typical examples of projects that have large economic benefits due 
to the large value attached to water, and low financial receipts due to the low water 
tariffs (and the political pressures to keep them low). Other examples include projects 
from public transport and irrigation sectors, where user charges are often kept low. 
Hence, a financial appraisal for a government project can help determine whether 
Government can "pay its bills" throughout its life, and if not, how the shortfalls can be 
met. 

(b) A second reason is related to understanding the distributional impacts of 
the project (e.g., to ascertain the net gain to the consumer, or the tax gain to the 
Government). 



(c) To determine the public sector project's financial profitability, especially if 
privatization of the project is being considered. 

13. Financial Cashflows: Key Concepts, Principles and Conventions. The financial 
cashflow statement of a project is a profile of the project's receipts and expenditures 
over time. The cashflow statement is organized in two main sections. The first section 
generally contains the expected financial receipts generated by the project, while the 
second one contains the expected financial expenditures incurred to generate the 
receipts of the project. The project's total expenditures, also known as total outflows, 
are subtracted from its receipts (inflows) to provide the net cashflow from the project 
(usually, every year, or could be more frequently). 

14. Investment Plan: The financial cashflow statement of an investment plan is 
based on the information developed in the technical, demand, manpower, and financing 
modules. The investment plan consists of two sections: the first deals with the 
expenditure on new acquisitions, and the opportunity cost of existing assets, and the 
second section deals with the financing aspects of the proposed investment. If there 
are different scales and/or locations under consideration, corresponding investment 
plans for each scale and/or location should be formulated. Three aspects should be 
considered: 

(a) Data and data breakdown. Once the schedules and deadlines are 
formulated, expenditures should be broken down by years of expected expenditure. 
The breakdown also enables the economic analysis (for adjusting prices of key items) 
and to better understand the cost structure and some of the beneficiaries. 

(b) Opportunity cost of existing assets. If the project is an ongoing concern or a 
rehabilitation project where some of the project's old assets are integrated into the 
proposed facilities, the opportunity cost of these assets should be included in the 
cashflow statement together with the expenditure on new acquisitions. It is also 
important to distinguish between the opportunity cost and "sunk cost" of an asset. 

(c ) Investment financing. The second half of the investment plan shows the 
means and schedules of financing the investment expenditures, including sources of 
finance. Inclusion of certain data in the financing section will depend on whose 
perspective is being shown. 

15. Operating Plan. The operating plan is developed on the basis of the data 
formulated and organized in the technical, demand (market), and manpower modules. 
It should include all cash receipts generated from the operations of the business and all 
operating expenditures. (and projected by year of operation). This operating plan needs 
to contain 5 parts: (a) adjustments of sales; (b) adjustment of purchases; (c) 
adjustments for changes in cash balance; (d) provision for working capital, which in turn, 
should: (i) account for working capital in the cashflow statement; (ii) include estimation 
of working capital requirements; (e) and estimation of income tax liability. 



16. Cessation of Project operations. There is a need to reflect in the cashflow 
statement the residual value of an asset following "cessation" of a project (normally 
shown as an inflow the year after cessation). 

17. Use of Consistent Prices in a Financial Appraisal. When conducting a financial 
appraisal of a project, it is necessary to develop price and canst projections over the life 
of the project. These prices are influenced by two forms of price changes which a 
project appraisal must consider: changes in relative prices and changes in the price 
level (or inflation). The underlying factors of these 2 prices changes are different (e.g., 
supply and demand forces, and monetary supply factors vis-a-vis growth of goods and 
services, respectively). The analyst needs to make an appropriate judgment as to 
veracity of the forecasts of these price trends (usually made by other economists). To 
understand the impact of real price changes and inflation on the financial viability of a 
project and how they are incorporated in the analysis, the module will highlight the 
definition or derivation of various price variables employed in the analysis, including: 

(a) Definition of Prices and price indices, including: (i) nominal prices (know as 
"current" prices); (ii) price level and index; (iii) (iii) changes in price (inflation); (iv) real 
prices (or "real" price, whereby the nominal price of an item is divided by the index of 
the price level at the same point in time; (v) changes in real prices; (vi) inflation-adjusted 
values 

(b) Nominal interest rate: The most important feature for integrating expectations 
about the future rate of inflation or expected growth in general prices into the project 
evaluation is to ensure that such expectations are consistent with the projections of the 
nominal rate of interest. There are 3 components to the nominal interest rate: real 
interest rate; a risk factor; and an adjustment factor to reflect compensation for loss in 
purchasing power due to inflation. 

(c) Expected (nominal) exchange rate: A key financial variable in any project 
using or producing tradeable goods is the market rate of the exchange between the 
domestic and foreign currency. There are methods to project this exchange rate, 
normally done by macroeconomists, and not project economists. The module will 
highlight some of the key principles to impart an "intuitive" understanding. 

18. Incorporating Inflation in the Financial Analysis. Much of the published literature 
on project evaluation recommends the exclusion of inflation from the appraisal process. 
At best, these methods account only for projected changes in relative prices of inputs 
and outputs over the life the project. However, experience with projects suffering from 
financial liquidity and solvency problems has demonstrated that inflation can be a critical 
factor in the success or failure of projects. It will be important to ensure economic and 
financial viability of a project by designing a project which reflects both changes in 
relative prices and changes in the rate of inflation. While the financial cashflows should 
be prepared in real prices, there is a need to make follow a procedure for incorporating 
inflation into the financial evaluation of a project in a consistent manner. The module will 
highlight 13 steps for doing this, to help ensure the proforma cash flow statements 



correctly reflects in the impact of inflation on financial performance of the project. It is 
important that the discount rates used be real, not nominal, variables. 

19. One issue is whether to prepare a detailed financial cashflow in case of a social 
sector project. The response is yes, even with a change in the benefit stream. The 
real financial prices for the input and output variables developed above are used as the 
base on which to estimate the economic values for the benefits and costs of the project. 
Once these economic costs and benefits are estimated, an economic resource flow 
statement is constructed. The structure of the statement should be similar to that of the 
financial cashflow statement. The difference between the two statements is analyzed to 
determine the stakeholders' impacts of the project. 

20. Financial Analysis from Different Points of View. For most projects that are 
directly undertaken by the government, or involve some government intervention in the 
form of grants, loans or subsidies, there are several stakeholders that would like to 
determine the impact of the project on them. Stakeholder are defined broadly to include 
all those affected by the project. It is important to conduct the analysis from the points of 
view of the different important stakeholders to ensure the project's sustainability and 
success. Even one powerful stakeholder who is adversely affected by the project maybe 
be able to derail the entire project. The above section outlines the variables that are 
generally included in the cashflow statement while discussing how they are presented. 
Some variables will be relevant to the analysis from the point of view of one stakeholder 
and not from that of another. The most commonly financial analysis for government and 
government-related projects are from the following viewpoints (with further elaboration 
during the module): 

);> Owner's point of view: refers to a private investor receiving support from 
government or a government department carrying out a project, and 
should include all receipts and expenditures related to the project in the 
cashflow statement, to determine any net gain/loss. 

);> Total investment point of view (bankers) : it disregards any distinction in 
the sources of finance, and aims to determine if the net cashflow is 
sufficient to cover interest and loan repayments. 

);> Government point of view: this perspective focuses on the budgetary 
point of view to ensure the relevant department has enough resources to 
finance the project, and to ensure the cash flow statement from 
government perspective will reflect relevant transactions (credit, subsidies, 
or grants). 

);> Other perspectives should be considered, as relevant, such as 
competitors, downstream processors, etc, to gauge the nature and extent 
of support and /or resistance to the project. 
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IMPROVING PUBLIC INVESTMENT POLICY, INTEGRATED PROJECT ANALYSIS AND 
PERFORMANCE ASSESSMENT IN THE PROJECT LIFE-CYCLE: 

FROM KEY CONCEPTS TO PRACTICE 

MODULE Ill/PART 3: 
OVERVIEW ON PROJECT ANALYSIS: KEY CONCEPTS AND TOOLS (cont.) 

A) Valuation of economic costs and benefits 
(including adjusting prices for tradeable and 
non-tradeable goods): Getting the Prices 
Right. ..... . 

8) Valuing Environmental Externalities: 
Reflecting "true" costs and benefits ..... 

A) To enhance understanding of the 
concepts and principles for estimating 
values for costs and benefits, and why/how 
to u et the rices ri ht" 

8) To understand the basic concepts and 
operational principles for assessing 
environmental externalities 

(A) Valuation of Economic Costs and Benefits: Getting the Prices Right ...... 

21. Once the costs and benefits of a project have been identified and quantified, they should be 
valued according to a common criteria. This allows them to be aggregated and compared. 
Decisions by producers and users of project output will be based on financial prices. However, to 
evaluate the consequences of their decisions for the national economy, costs and benefits need to 
be valued at economic prices that represent their value from the national economic perspective. 

22. Costs and benefits should be valued in constant prices, that is, in terms of the price level 
prevailing in the year in which the project is appraised. Any expected change in the general price 
level can be ignored. However, if it is expected that there will be significant changes in relative 
prices over the life of the project, for example that the output of a food production project will 
decline in value relative to prices in general, then this relative price change must be incorporated in 
the valuation of the cost or benefit item. 

23. In an economic analysis, market prices are adjusted to account for the effects of government 
intervention and market structure. The result is shadow prices. This module will further elaborate 
the conceptual principles for valuing (through shadow prices) incremental and nonincremental 
outputs and inputs for tradeable and non-tradeable goods (see Table 1 for a summary). 

Table 1: Basis of Economic Valuation of Project Outputs and Inputs 



j Incremental I Nonincremental I 
, .......................... _. _____ ·-Ad-j~-ste-d d~~and price ~A-d-ju_s_...te=~·=;-up-~lycp-ri-ce--) 
Ou~ub 1· or willingness to pay or opportunity cost , 

,---~~~~~~~~,~~~~~~~~-! 

.
I Inputs . Adjusted supply price I Adjusted demand price j 

or opportunity cost or willingness to pay I 

24. Role of World Prices: One approach to estimating the value of outputs and inputs from the 
national point of view uses world market prices. The extra outputs and demand for inputs created 
by a project will have a direct or indirect effect on international trade. World market prices are also 
subject to national and international policy effects and, in some cases, to monopolized market 
structures. However, trade represents an alternative to domestic production for most goods and 
services. Hence, world prices can be used to measure the economic value of project inputs and 
outputs from the national perspective. These principles will be further elaborated upon in the 
module. Table 2 summarizes the basis for valuing main project outputs and inputs. 

Table 2: Valuation of Main Project Outpub and Inputs 

I

i • 
1
1 Basis of Basis of 

1 
[Category Project Impact . Economic Price Valuation 

la
----r-~~-b-I ---I Incremental Demand price WMP (=FOB) 

Out t ra a e . Nonincremental · Supply price WMP (=CIF) 
pu l\J t d · bl ·Incremental · Demand price DMP + CT I 

I on ra ea e [ Nonincrem~ntal .•.. Supply ~ri~e ....... DMP - PT - OS J 

Input 

------ --------------~------------, 

Incremental Supply price WMP (=CIF) 1 

Tradable Nonincremental Demand price WMP (=FOB) 

1

1 

N t d bl Incremental Supply price DMP - PT - OS 
on ra ea e , Nonincremental Demand price I DMP +CT J 

CIF - Cost insurance freight 
CT - Net consumption tax 
DIVIP - Domestic market price 
FOB - Free on board 

OS - Operating surplus 
PT - Net production tax 
WMP - World market price 

Economic Prices of Traded Goods and Services 

25. Project effects estimated in terms of traded goods and services can be measured directly 
through their border price equivalent value the world price for the traded product for the country 
concerned, adjusted to the project location. The world price for the country is the border price, the 
price in foreign exchange paid for imports inclusive of insurance and freight at the port or, for 
landlocked countries, at the railhead or trucking point; or the world price received for exports at the 
port, railhead, or trucking point. Border prices for exported outputs can be adjusted to the project 
location by subtracting the cost of transport, distribution, handling, and processing for export 
measured at economic prices. Border prices for imported inputs have to be adjusted by adding 
such costs to the project site. Outputs that substitute for imports should be adjusted by the 
difference in transport, distribution, and handling costs between the existing point of sale and the 
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project site. Project inputs that reduce ·exports should be adjusted by the difference in costs 
between the point of production and the project location. In each case, the traded good or service 
is estimated through its border price equivalent value (BPEV), adjusting for the economic cost of 
local costs. 

Table 3: Border Price Equivalent Value Adjustments 

..... 

Outputs FOB price. less PTOH from project 
. ; 

Exported ' CIF price plus TOH to market 
Imported , less TOH market to project 

Inputs CIF price TOH to project 
Imported FOB price, less PTOH production to port 
Export Substitutes , plus PTOH production to project 

CIF Cost insurance freight 
FOB Free on board 
PTDH - Processing, transport, distribution, handling in economic prices 
TOH - Transport, distribution, handling in economic prices 

Economic Prices of Nontraded Goods and Services 

26. Many Governments, including Azerbaijan, tend to be increasing expenditures in programs 
where the project outputs are nontraded. There are steps to make the relevant calculation. While 
public utility, social sector, and environmental projects produce effects that are nontraded, many 
directly productive projects also have nontraded effects. Some will be marketed, such as port 
services or urban water and sanitation supplies. This module will elaborate on the basis for 
estimating economic prices for nontraded goods and services (used as project inputs or resulting 
project outputs). 

27. Economic Price of Labor: Labor is an important component of any project, and will require 
careful treatment. The module will outline some guiding concepts to quantify economic labor costs 

28. The economic price of land: All projects involve some use of land. Even where land has no 
financial cost, its economic value should be estimated and included in the calculation of economic 
viability. The module will outline some guiding concepts and principles on how to treat/cost land. 

Bringing Economic Prices to a Common Base: 

29. If the above principles are followed in estimating economic benefits and costs, then most 
project effects will be valued at their border price equivalent value. This will apply for traded goods 
and services, for the opportunity cost of surplus labor, for the opportunity cost of land, and 
indirectly for nontraded inputs with increasing supply. However, other items, such as the 
opportunity cost of scarce labor, nontraded products in fixed supply, and especially nontraded 
outputs, will be valued initially in domestic market price values. These two forms of valuation need 
to be brought to a common base so that they can be aggregated and compared. 

30. The aggregation of costs and benefits requires a unit of account to be established in terms of 
the currency and the price level in which the analysis is to be conducted. Economic analysis can 
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be undertaken in the currency of the borrowing co1:1ntry or a foreign currency, and at the domestic 
or the world price level. It is suggested that the economic analysis be undertaken in the currency of 
the borrowing country. 

31. Conversion Factors: Conversion factors can be calculated and used when testing the 
economic viability of a project. A conversion factor is the ratio between the economic price value 
and the financial value for a project output or input. This ratio can be applied to the constant price 
financial values in project analysis to derive the corresponding economic values. Conversion 
factors can be calculated for 

• specific project items, for example, the main outputs and inputs; 
• groups of typical items, such as, petrochemicals or grains; and 
• the economy as a whole, as in the SERF or standard conversion factor. 

32. Specific conversion factors can be calculated to convert financial values into economic 
values using the domestic market price numeraire or the world market price numeraire. The 
training session will review in greater detail various aspects of using and estimating different types 
of conversion factors, and their application to economic analysis. 

Key Questions/Discussion: 

>- Why and when does the project analyst need to make price adjustments to key inputs and 
outputs for the economic analysis? 

>- What are some example of distorted input and output prices in Azerbaijan? 

(8) Valuing Economic Externalities: Key Concepts and Approaches 

33. Sometimes an entity uses resources for a project without paying for them. For example, a 
factory may emit pollution into the air, dirtying the surrounding building, and therefore increasing 
their maintenance costs. A new irrigation project may lead to a reduced fish catch, or the spread of 
water born diseases. Or a project may generate project benefits for a particular group such that 
the project entity cannot extract a direct gain. These side effects of projects, known as 
"externalities", are real costs and benefits that should be included in the economic analysis as 
project costs or as project benefits. Externalities are easier to conceptualize than to measure. This 
can be illustrated in a supply curve, showing the difference between the marginal private costs vs. 
the marginal social costs, arising from a negative externalities. 

34. Environmental externalities are a particular form of externalities that economic analysis 
should take into account. They should be identified and quantified where possible and included in 
the economic analysis as project costs (as might be the case for a decreased fish catch or 
increased illness) or benefits (as might be the case with the reduction in pollution of coastal areas). 
After assigning a monetary value to the costs and benefits, the analyst should treat them as any 
other cost and benefit and enter them into the cash flow tables. 

35. Project analysts need to consider 2 key questions regarding environmental externalities: (a) 
they must determine the "boundary" of the economic analysis, or how far to look for environmental 
impacts; (b) they must determine the time horizon of the environmental impact. A key step in 
assessing the costs or benefits of environmental impacts is to determine the functional relationship 
between the project and the environmental impact (this relationship can be illustrated in a 
diagram). The choice of valuation technique depends on the impact to be valued: data, time, 
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·financial resources available for the analysis, and the sociocultural setting of the valuation 
exercise. Frequently, the simplest techniques are usually the most useful: those that rely on actual 
changes in production, on replacement costs, or prevention expenditures, or on information about 
impacts on human health or the cost of illness. All of these factors deal with physical changes that 
can be valued using market prices and are included in the objective set of techniques. 

36. The value of environmental effects can be included in the economic analysis of projects. 
Although it is not possible to put monetary values on all types of environmental effects, such costs 
and benefits should be as explicit as possible so as to inform policymakers and citizens. For some 
projects, beneficial environmental effects will be the main objective of the project and should be 
valued. For other projects, environmental benefits or environmental costs should be valued as far 
as possible, and incorporated into the economic analysis, together with related mitigation or 
monitoring costs. 

37. Four broad approaches can be used to value environmental costs and benefits: market 
prices, costs of replacement, surrogate markets, and surveys. Transference modeling, that is, 
inferring input-output relationships and values from studies and experiences elsewhere, can be 
used to take account of environmental effects. In all cases, environmental costs and benefits 
based on financial values are in turn converted to economic values. These economic values need 
to be expressed using the same numeraire as other project items. These approaches will be 
elaborated upon in the module presentation and discussion, along with some examples of actual 
project cases. 

38. Governments may seek to internalize environmental costs and benefits into financial prices. 
The main advantages of market-based instruments is that they directly alter incentives through the 
price mechanism. They also tend to have positive fiscal effects because they involve a reduction in 
environmentally damaging subsidies and increase environmentally improving taxation. 

Key Questions/Discussion: 

);.>- What are some examples of projects in Azerbaijan where inclusion of proper environmental 
analysis have (or could have) changed the fundamental design and/or decision on a project 
? (your intuitive judgments are welcomed). 

);.>- What are steps to strengthen the environmental assessment capacities of your 
Ministry/sector agency? 
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IMPROVING PUBLIC INVESTMENT POLICY, INTEGRATED PROJECT ANALYSIS 
AND PERFORMANCE ASSESSMENT IN THE PROJECT LIFE-CYCLE: 

FROM KEY CONCEPTS TO PRACTICE 

MODULE Ill/PART 4: 
OVERVIEW ON PROJECT ANALYSIS: KEY CONCEPTS AND TOOLS (cont.) 

Key Topic Expected Key Learning Outcomes 
A) Economic Viability: A Suggestive A) To understand the application of 
Procedure operational steps in estimating 

economic viability 

B) Project Evaluation Criteria: (for B) Acquired a better understanding of 
Financial and Economic the key concepts and appropriate 
Analysis) .. Making the "Right" operational procedures and 
Recommendation/Decision ............... applications of the project evaluation 
(1) Time Dimension/Discount Rate criteria, including the role of time 
(2) for Viability Decisions dimension (discounting & 
(3) for Assessing Alternatives (various compounding), viability decisions and 
methods, with an attachment on the assessing mutually exclusive 
least-cost analysis) alternatives (using alternative and 

complementary methodologies). 

C) Some Applications: C) To better understand the project 
(a) Example of Irrigation Project evaluation criteria through some 
(EIRR) applications/exercises 
(b) Exercise# 2: Discounting 

(A) Economic Viability: A Suggested Procedure 

1. In a project context, the methods outlined above need to be applied in a cost
effective manner. The focus must be placed on those economic prices that are 
important for testing the economic viability of the specific project. Economic price 
calculations can be carried out in more or less detail. The following iterative procedure 
can be used to determine what level of detail to pursue: 

First Iteration 

i. Choose the numeraire and unit of account for the analysis. 



ii. Obtain the shadow exchange rate factor (SERF) or the standard conversion 
factor. 

iii. Revalue the main outputs and inputs having a trade effect at border price 
equivalent values. Use a simple SERF or the standard conversion factor estimate 
to bring traded/nontraded items to a common basis. 

iv. Obtain willingness to pay or other valuations for incremental nontraded outputs. 
v. Identify any nontraded inputs that are crucial to the project and for which financial 

prices incorporate a significant tax or, more likely, subsidy element. There is 
likely to be only one or none for any project. Calculate a specific conversion 
factor for such an item. 

vi. Estimate a shadow wage rate factor (SWRF) for project labor. 
vii. Estimate the economic value of land using the SERF or the standard conversion 

factor. 
viii. Calculate the project net present value (NPV) and internal rate of return (IRR) 

using: 
o border price equivalent values for the main traded outputs and inputs; 
o a willingness to pay or other estimate for incremental nontraded outputs; 
a a specific conversion factor for any major, subsidized nontraded input; 
o a SWRF for project labor adjusted by the standard conversion factor, if 

necessary; and 
o a SERF estimate for other trade items, or a standard conversion factor 

estimate for other nontraded items. 
ix. Test the sensitivity of the results to the SERF or the standard conversion factor 

value used, and the SWRFs used. 
x. If the project or subproject is not marginal, and if the result is not sensitive to the 

national parameter estimates used, present the results of the economic viability 
tests. 

2. If the project or subproject is marginal, or if the results are sensitive to the 
national parameter estimates used, proceed to the second iteration: 

Second Iteration 

i. Estimate specific conversion factors for other nontraded inputs, labor, and land. 
Sometimes these can be taken from studies of national parameters carried out at 
the national level. 

ii. Re-estimate the NPV and IRR of the project or subproject. 
iii. Present the results of the tests of economic viability 

B. Project Evaluation Criteria: Key Concepts and Guidelines 

3. Time Dimension of a Project: Importance of Compounding and Discounting: The 
time dimension of a project's net cashflows and net economic benefits can be captured 
by expressing the values in terms of either future or present values. When moving 
forward in time to compute future values, analysts must allow for the compounding of 
interest rates. On the other hand, when bringing future values back to the present for 
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comparison purposes, it is necessary to discount them. Discounting is just the inverse of 
compounding. The module will elaborate on these key concepts, as well as present 
their respective formulas. 

4. Choice of a Discount Rate: The discount rate is a key variable in applying 
investment criteria for project selection. Its correct choice is critical given the fact that a 
small variation in its value may significantly alter the results of the analysis and affect 
the final choice of a project. The rate of discount, in simple terms, is the cost of funds 
that are invested in the project. When economic analysis is applied, the relevant cost of 
funds is the social discount rate or the economic opportunity cost of capital to the 
country. There are different approaches for estimating a discount rate for economic 
analysis. One guide for estimating the social discount rate is the weighted average of 
the costs of funds from the three sources: rate of return on postponed investments, the 
rate of interest on domestic savings, and the marginal cost of additional foreign capital 
inflows. When a country faces a budget constraint, it is common practice to use a 
higher discount rate to determine project viability decisions. These budgetary situations 
highlight the urgency for looking for viable projects with higher rates of return. Equally, a 
Government budget surplus (which may be short-lived), and/or readily available foreign 
financing, is not an excuse to accept projects with lower rates of return (or lower 
discount rates). Efforts should be made to design and select projects with high rates of 
return and favorable social impacts on the country. 

Project Decisions: 

5. Reliability of the NPV Criteria. The financial attractiveness of a project is 
determined by the net present value (NPV) of its incremental cashflows while its 
economic desirability is measured by the NPV of its incremental net economic benefits. 
The NPV criterion is widely accepted by accountants, financial analysts, and economist 
as the only one that yields correct project choices in all circumstances. However, some 
analysts frequently rely on other criteria, such as the project's internal rate of return, its 
benefit-cost ratio, debt service capacity ratio, and payback period. Nevertheless, the 
NPV criterion is shown to be the most reliable one. 

6. The preceding sections outlined the principles for identification, quantification, 
and valuation of project costs and benefits. The resulting streams of costs and benefits 
are used to make project choices. Essentially, there are three types of project decisions 
for which criteria are needed: 

• choice of the least-cost option for achieving the same benefits, 
• choice of the best among project alternatives, and 
• testing the economic viability of the best option. 

7. The first type of decision occurs when benefits cannot be valued for comparison 
with project costs. The least-cost option will be further elaborated upon during the 
module presentation/discussion. The purpose of this option is to achieve the same 
benefit effect at the lowest cost. The second type of decision occurs at the early stages 
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in all projects, when choices are being made about project location, scale, size, and 
other features of project design. Costs and, to some extent, benefits may differ between 
mutually exclusive alternatives. The purpose is to choose the best alternative from the 
point of view of the national economy. The third type of decision is the basis for 
agreeing to fund a project or not. The best project alternative may not be economically 
viable. A test is needed of the economic viability of the best alternative for a project, in 
short, whether a proposed project is acceptable for investment or not. 

8. To make these decisions, all cost and benefit streams are discounted to present 
value. Present costs and benefits are accorded a larger weight than those in the future. 
Moreover, the weights on future costs and benefits are treated as decreasing at a 
constant rate each year. To determine the least-cost option or to compare project 
alternatives, the same discount rate should be applied to the various cost and benefit 
streams. For this purpose, most lending international lending institutions use a discount 
rate between 10 and 12 percent. The same discount rate should be used to determine if 
a project is economically viable. In choosing the best alternative or testing economic 
viability, where costs and benefits are measured in economic prices, this discount rate 
for decision-making purposes should be regarded as the economic discount rate 
relevant for economic prices. 

9. The module will elaborate the criteria for choosing between alternatives under 2 
different situations: when benefits are not valued and when the benefits are valued. 

10. Testing the Economic Viability of the Best Alternative: The best project 
alternative may not be economically viable. A test of viability needs to be applied to the 
chosen alternative, and to any subprojects within it. At a discount rate within a given 
range, the two main criteria can be used as follows: 

• Net Present Value: the discounted value of economic net benefits should be 
positive. 
Criterion: Accept all independent projects and subprojects for which the ENPV is 
greater than 0. 

• Economic Internal Rate of Return: The economic internal rate of return on 
resources should exceed that on the next best alternative project. 
Criterion: Accept all independent projects and subprojects for which the EIRR is 
greater than the chosen discount rate. 

11. These two criteria are equivalent, although the NPV criteria is more reliable. They 
will lead to the same acceptance and rejection of independent projects and subprojects. 

12. In summary, there are six alternative project criteria to judge if an investment 
project is financially and economically viable. Below is a brief definition of each. The 
module will elaborate briefly on the strengths and weaknesses of each, showing the 
superiority of using the NPV criteria. 
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(a) NPV: It is the algebraic sum of the present values of the incremental expected 
positive and negative net cashflows over a project's anticipated lifetime. If this sum is 
equal to zero, then investors can expect to recover their incremental investment and to 
earn a rate of return on their capital equal to the private discount rate used to compute 
the present values. There are 3 decision rules when using the NPV criterion (to be 
discussed in the module session). 

(b) IRR: The internal rate of return is the discount rate that sets the NPV=O. 
Accordingly, investors recover their invested capital and earn a rate of return equal to 
the discount rate, which is the IRR. There are six problems when using the IRR 
criterion (these will be reviewed in the module). 

(c) Benefit-cost ratio: Known as the profitability index, is the ratio of the NPV of the 
net cash inflows (or economic benefits) to the NPV of the next cash outflows (or 
economic costs), or: 

BCR= 
t 

NPV of the net cash inflows (or economic benefits) 
NPV of net cash outflows (or economic costs) 

(d) Pay-out or pay-back period: It measures the number of years it will take for the 
undiscounted net benefits (positive net cashflows) to repay the investment. It places a 
premium on projects which have a quick pay-back period. But, it can give misleading 
results for cases of investments with a long life. 

(e) Debt service ratio: The debt service ratio is a key factor in determining the ability 
of a project to pay its operating expenses and to meet its debt servicing obligations. 

(f) Cost-effectiveness Analysis: This is an appraisal technique and criterion often 
sued for social projects and programs, where it is difficult to quantify benefits in 
monetary terms, or when the benefits of alternative investments are similar. The 
present values of costs have to be computed. (see Attachment 1 for further details and 
example). 

Key Questions/Discussion: 

).- What is the most reliable criterion for making investment decisions, and why? 
).- Share some lessons from using the above investment criteria, especially where 

using the appropriate criteria. 
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MODULE Ill/PART 5: 
OVERVIEW ON PROJECT ANALYSIS: KEY CONCEPTS AND TOOLS (cont.) 

0 verv1ew o fK T ey OPICS an dE tdL xpec e earn mg 0 t u comes 
Kev Topic Expected Key Learning Outcomes 
A) Distribution of Benefits by A) An enhanced understanding and 
Stakeholders: Key Concepts and approach to carrying out the 
Tools ... Who are Winners and Losers? distributional analysis of project 
(+ Project Team Exercise #3) analysis 
B) Impact on Poverty Reduction B) An improved understanding of key 
{including a linkage with the SPPRED concepts and tools for carrying out the 
framework and experiences) poverty assessment of projects {with 
{+Project Team Exercise #4) strong linkage to the SPPRED 

framework, strategies, and emerging 
results) 

(A) Distribution of Project Benefits/Stakeholder Analysis: Key Concepts 
and Examples (Who benefits and loses ..... ) 

1. Post-evaluation experience shows that, unless there is a solid grasp of the 
distributional effects of a project, there is high risk that it will not be implemented 
effectively and/or the forecasted benefits will not be sustained. The costs and 
benefits of a project are shared among different groups There are several ways 
in which the distribution of project effects can be analyzed. First, the project 
effects can be allocated among different project participants, usually suppliers, 
consumers, owners, lenders, workers or producers, and the government 
representing the rest of the economy. It is usual to expect owners, lenders, 
workers or producers, and the government all to share in the net project effects. 
Frequently, consumers and suppliers also do. Second, for projects that involve 
foreign investors, lenders, management, and labor, the distribution of net project 
effects between nationals and foreigners can be demonstrated. Third, project 
effects can be allocated between the public and the private sectors. This may be 
particularly important for infrastructure developments where public sector 
expenditures are made in support of private sector operations. Fourth, the net 
project effects can be allocated not only among different project participants but 
among participants with different income levels. Fifth, net project effects can be 
allocated according to whether the project net benefits are likely to be consumed 



or saved. Finally, costs and benefits can be allocated among different countries 
participating in subregional projects. 

2. Considerable effort was expended in the past to include the distribution of net 
benefits between savings and investment into project analysis. The purpose was 
to identify and give priority to projects that would enhance savings, and therefore 
investment in the economy, by applying a premium to project effects resulting in 
extra savings. Considerable effort was also expended to include the distribution 
of net benefits by income group into project analysis. The purpose here was to 
identify and give priority to projects that would enhance incomes for lower income 
groups, by applying a different weight to the incremental incomes of different 
groups. However, both forms of analysis depend on specifying premium that are 
essentially subjective and open to disagreement. In addition, enhancing savings 
can lead to priorities that contradict the enhancement of incomes for lower 
income groups, and both savings and the distribution of income can be affected 
more directly by policy changes at the national level rather than through the net 
effects of new investment projects. 

3. To maintain a "neutral" stance, one option is to follow a practice of the 
analyst providing a statement of the distribution of project effects be given, 
without applying any premium to either incomes that are saved or to incomes 
accruing to particular income groups. There are three reasons for providing such 
a statement. The first is to assess whether the likely distribution of project effects 
corresponds with the objectives of the project. The second is to bring the 
financial and econom.ic analysis of projects together to ensure that the 
consequences for the economic benefits of projects of changes in financial 
arrangements are assessed. The third is to assess the likely impact of policy 
changes on the distribution of project effects. 

4. During the training module special attention will be given to: (a) outlining 
practical approaches to assessing project impact on poverty reduction, and how 
project design alternatives can be used to enhance poverty reduction effects of 
the project; (b) better understanding the social and political impacts of projects, 
especially which play a strategic role; and (c) illustrating the application of the 
above concepts and relevant tools of analysis to better assess the distributional 
and poverty effects of a project. 

Key Question/Discussion: 

)'- Why is it important to include a sound distributional and stakeholder 
analysis as part of the overall project analysis? 

)'- Can you share any examples where a sound distributional/stakeholder 
analysis modified the overall result of the Project design and/or "go/no-go" 
decision?. 

Project Team Exercises: 
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Exercise: Distribution of Benefits 

(B) Impact on Poverty Reduction 

5. Poverty reduction is the most formidable development challenge. To 
reduce poverty some projects target the poor directly, but most aim at economic 
growth, benefiting the poor indirectly as well as directly. This appendix shows 
how to trace the economic impact of growth projects on the poor. 

6. The poverty-reducing impact of a project is traced by evaluating the 
expected distribution of net economic benefits to different groups. With financial 
prices determining who controls net economic benefits, the first step is to 
estimate the present value of net financial benefits by participating group. Next, 
the difference between net benefits by group at economic and financial prices is 
added to net financial benefits by group to give the distribution of net economic 
benefits by group. Finally, the net economic benefits accrue to the poor 
according to the proportion of each group that is poor. A poverty impact ratio 
expressing the proportion of net economic benefits accruing to the poor can be 
calculated by comparing net economic benefits to the poor with net economic 
benefits to the project as a whole.1 

7. This can be illustrated through a publicly funded water utility project selling 
piped water. The water supply project serves a small rural town. All capital 
equipment is imported, subject to an import tariff. Labor and electricity account 
for total operating & maintenance (O&M) costs. Wages are controlled by a 
minimum wage law, with the economic price of labor being a proportion of the 
minimum wage. Electricity is subject to a sales tax and a production tax. The 
water utility is not subject to income tax. All financial and economic values are 
given in constant year-of-appraisal prices and in present value terms. Tradables 
are valued at border prices at the domestic price level and nontradeables at 
domestic market prices. Net financial benefits (NFB) and net economic benefits 
(NEB) are expressed in domestic currency (rupees). 

8. For the purpose of poverty impact analysis, project beneficiaries are divided 
into three national groups: the poor, the nonpoor, and the government. Net 
economic benefits by group are distributed between the poor and the nonpoor, 
according to the extent that they benefit the poor. In the case of net economic 
benefits to the government, it is assumed that 50 percent potentially benefit the 
poor. 

9. The present value of project capital costs is $25 million at border prices. Import 
duties are 30 percent, the official exchange rate (OER) is Rs20/$ and the SERF 
is 1.20. The market value of electricity is Rs300 million, including a production tax 
of 20 percent and there is a sales tax of 10 percent. Wages amount to RsBO 
million and the supply price of labor is 70 percent of the average wage rate. 
Water sales are Rs1 ,000 million. The quantity of water illegally consumed is 20 
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percent of revenue water. The economic cost of water consumed and paid for is 
Rs1,500 million. 

10. The NFB is equal to sales revenue of Rs1,000 million minus capital costs 
of Rs650 million ($25 million multiplied by the OER of Rs20/$ plus the import 
tariff of 30 percent), electricity costs of Rs330 million (the market value of 
electricity plus sales tax), and labor costs of Rs80 million. The NFB of the project 
shows a loss of Rs60 million in present value (see Table 1). 

Table 1. Poverty Impact Ratio for Water Supply Project (PVs at 12%) 

Financial Economic .. /Difference 
Distribution •Returns Returns 
Of 
Project 
Effects 

Government/ Labor 
Economy 

1·0-~t~t····· ···········-··r1··:000 ~~,1·.·aaa······•• ........ :raoo='·'"'' ''''''''''''''"[866''"'''' · .. ································~·5a=1oo== . r· .... cc_ 

fc~-p-ii~i··c;;;~ts f6sa·----f6oo--~.lso [---·- rao------12·4-
! Electricity 1330 l2so lao 24 

~---~~I --~~-~~-
i Labor !so 156 124 1130 I 
•Total 1-60 J894 [954 ,~80_0___ ,~-i 
B. Poverty Consumers ~G-o_v_e_rn_m_e-nt/-•. ~1

1 
L_a_b_o_r ___ ,l_T_o_ta_l_1 

Impact . . Economy · 
Ratio 1 

Beneficiaries 

NEB-NFB 

Financial 
return 

Benefits 

Proportion of 
poor 

Benefits 
poor 

Poverty 
Impact 
Ratio: 

or 
= 27% 

11. The NEB of the project expressed at the domestic price level is Rs894 
million. It is equal to gross benefits of Rs1 ,800 million (the cost of water 
increased by the proportion of water consumed but not paid for) minus capital 
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costs of Rs600 million (capital imports converted to local currency at the OER 
multiplied by the shadow exchange rate factor), electricity costs of Rs250 million 
(market value of electricity less production tax), and labor costs of Rs56 million 
(wages valued at the supply price of labor). 

12. The difference between the NEB and the NFB is distributed by group. The 
difference of Rs954 million is made up of (i) consumer surplus of Rs800 million 
(the difference between the without project cost of water and the with project 
expenditure on piped water, plus the value of water consumed but not paid for); 
(ii) government tax revenues from capital imports of Rs150 million; (iii) 
government tax revenue from electricity production of Rs80 million (production 
tax of Rs50 million plus sales tax of Rs30 million); (iv) benefits to labor of Rs24 
million (wages of Rs80 million less opportunity cost of Rs56 million); and (v) loss 
in the economy to government of Rs100 million through overvaluation of the 
exchange rate. 

13. The NEB-NFS difference is added to the NFB by group to arrive at the 
distribution of the NEB by group. The government's financial losses from 
investing in the water supply project amount to Rs60 million. Adding Rs130 
million in taxes results in a net economic benefit to the government of Rs70 
million. Consumers gain Rs800 million in consumer surplus and laborers earn 
Rs24 million more than they would have without the project. The NEB by group is 
Rs894 million. 

14. The final step is to distribute the l\IEB by group between the poor and the 
nonpoor. One quarter of consumer surplus and one third of surplus for labor go 
to those living below the poverty line. Fifty percent of the return to the 
government is assumed to benefit the poor. The NEB accruing to the poor is 
therefore Rs243 million. The PIR of the project is Rs243 million/Rs894 million or 
27 percent. 

Charges. Benefits. and the Poverty Impact Ratio 

15. The government has decided it can no longer sustain the financial losses of 
the water supply corporation. The level of water charges is to be raised by 50 
percent. It is predicted that, with a price elasticity of demand of -0.4, this will 
result in a decline in the volume of revenue water of 20 percent. Table 2 depicts 
the financial and economic returns, and the PIR, in these new circumstances. It 
is assumed that capital and labor costs are fixed, while electricity costs are fully 
variable. It is also assumed that nonrevenue water will remain the same 
proportion of revenue water. 

Table 2. Poverty Impact Ratio at Higher Charge Level (PVs at 12%) 
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16. The new level of charges captures some of the consumer surplus. Financial 
returns become positive and substantial while economic returns, though still 
positive, are reduced. The distribution of the net benefits between groups 
changes significantly. The government receives less tax revenue but now 
receives a surplus from the water supply corporation instead of a loss. Its share 
of the benefits increase considerably. The bene'fits to labor remain the same, 
while the benefits to consumers decrease substantially, both because of the 
reduction in consumer surplus per unit of water consumed and because of the 
decrease in consumption. 

17. The PIR in these new circumstances is 39 percent instead of 27 percent. It 
has increased significantly but it is not the main parameter to be affected by the 
increase in charges, which has transferred more benefits to the owner of the 
water supply corporation, the government. In fact, the absolute amount of 
benefits going to the poor has decreased with the increase in water charge. This 
suggests two things. First, the charges may have been raised by too much; given 
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the new financial returns, a lower increase in charges could have ensured the 
financial sustainability of the corporation. Second, the tariff structure is as 
important for the PIR as the tariff level. In this case the tariff levels were 
increased for all types of consumer. An increase in tariff together with a different 
tariff structure could have captured some of the consumer surplus from the 
higher income groups while leaving the poor groups unaffected. In other words, 
the increase in charges could be designed to leave a higher proportion of 
benefits going to the poor. 

18. By focusing attention on cost recovery mechanisms and tariff structures, PIR 
analysis can help improve project design by identifying who bene'fits and who 
pays, and by how much. Pricing policy can affect the poverty impact of a project; 
it can also affect the distribution of benefits between the private and public 
sectors, for example, where the water supply corporation is privately not publicly 
owned. However, projects designed to have a significant impact on the poor may 
at the same time have to be provided at a different scale or in a different location, 
to raise the proportion of benefits going to the poor. 

Exercise:On Poverty Reduction 

1 The poverty impact ratio is based on the distribution of project net benefits. This differs from the 
Banks project classification criterion, that is expressed in terms of the number of beneficiaries. 
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AZERBAIJAN 
PUBLIC INVESTMENT POLICY PROJECT 

TRAINING WORKSHOP FOR TECHNICAL STAFF 

IMPROVING PUBLIC INVESTMENT POLICY, INTEGRATED PROJECT ANALYSIS AND 
PERFORMANCE ASSESSMENT: FROM KEY CONCEPTS TO PRACTICE 

MODULE Ill/PART 6: 
OVERVIEW ON PROJECT ANALYSIS: KEY CONCEPTS AND TOOLS (cont.) 

Summary of Learning Agenda and Expected Learning Outcomes 
Key Topic Main Learning Outcomes 

A) Financial Sustainability and Fiscal Impacts 
of the Project: Key Concepts and Tools ... ls 
the Project financially sustainable and can 
Government afford it? 
(note: within the framework of the GoAZ. 
MTEF and sectoral expenditure budget 
management system) 
(+ an example of financial returns to project 
participants/entity) 

B) Technical Aspects/Standards 

C) Environmental Assessments: Key 
Concepts and Tools (EIA, Env. Action Plans) 

D) Mid-training workshop test: 

A) Deepened understanding of 
key concepts and operational 
application of fiscal impacts of 
project analysis, to help ensure 
financial sustainability of 
projects 

B) To gain a better operational 
understanding of the importance 
of sound technical design and 
appraisal of projects 
C) Enhanced conceptual and 
operational understanding of the 
essentials of environmental 
assessments in economic 
analysis, and of the application 
of relevant assessment tools 
C) To help consolidate the 
participant learning process 
through a short test (2 Parts: 
multiple choice and 1 essay) 

(A) Financial Sustainability and Fiscal Impact: 

1. There are three aspects of financial sustainability: 

• the availability of adequate funds to finance project expenditures, especially funds drawn 
from the government budget, 

• the recovery of some of the project costs from the project beneficiaries, and 
• the financial incentive necessary to ensure participation in the project. 



2. Project Funding and Fiscal Impact: A financial plan at constant financial prices is 
necessary to ensure there will be adequate funds to finance project expenditures. This applies 
to the implementation period to ensure capital funds are available to cover investment and 
working capital requirements, and to the operating period to ensure sufficient funds to cover 
operating expenditures. Where the project will generate revenue, this revenue will be the main 
source of funds during the operating period. 

3. For indirectly productive projects that do not generate sufficient funds to cover operating 
expenditures, the full fiscal impact of the project for each year of its life should be calculated. 
The financial requirement becomes a fiscal requirement, and steps should be taken to ensure 
that the government commits adequate funds for operational purposes. Directly productive 
projects will also impact on the government budget, through tax revenues and concessions, and 
the net budget effect also can be calculated. The fiscal impact calculations should be linked to 
policy discussions over the extent and scale of user charges, operators fees, and tax revenues. 

4. For many public sector projects the government budget will be the principal source of 
funds to meet investment and operating expenditures. These funds could come from different 
sources. One possible source is a reallocation from other public expenditure programs. Another 
source is efficiency improvements in other public expenditures. In either case, the additional 
project expenditure should be considered in the context of public expenditure policy as a whole. 
Where the funds are not met from reallocations or efficiency improvements, they will be met 
from extra taxation or from borrowing. The economic effects of extra taxes, in particular what are 
the likely sources and what disincentives might they create, can be assessed at the national 
level. The economic effects of extra domestic borrowing by government can also be assessed at 
the national level. In either case, it is important to consider particularly the effects of extra 
taxation or borrowing on the groups who are the principal project beneficiaries, especially when 
these are the poor. 

5. Cost Recoverv: The introduction or adjustment of user charges to finance project 
expenditures from project beneficiaries involves four important issues: 

• the economic effect of the charges, 
• the degree of revenue generation or cost recovery, 
• the scope of charges between existing and new users, and 
• the affordability of charges by different users. 

6. The basic principle behind user charges is that users should pay the economic cost of the 
good or service being provided. In practice, this does not happen in many cases for government 
services or utilities. The appropriate cost for users to pay is the marginal cost of providing the 
good or service in question. However, over the life of a project the marginal cost must include 
the additional investment costs of expanding supply. The average incremental unit economic 
costs of investment and operation, on the basis of the least-cost method of supplying a good or 
service, should be taken as the appropriate target for charging users. This long-run marginal 
cost should be calculated at future, rather than historic, costs of supply. 

7. Three measures should be calculated and compared for each project or subproject 
producing an output for which charges can be levied, for example, port or water charges. These 
measures are: 
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• the average incremental financial cost of supply, 
• the average incremental economic cost, and 
• the average tariff to be charged. 

8. The average incremental financial cost and the average incremental economic cost of 
supply could both be calculated using the economic discount rate of 10-12 percent. Where a 
project or project component stands alone, the tariff charged to the users should be related to 
the average incremental cost of supply for the service provided. Where a project extends an 
existing network, the tariff charged should be related to the average incremental cost of supply, 
but spread over existing, as well as new, users. In most cases, either situation will require an 
increase in charges from present levels. 

9. The government may decide to regulate or set charges so that the full costs of supply are 
not met by users. For example, the government may decide that only the operation and 
maintenance costs of government services need to be met from user charges, but not the 
capital costs of the project or project component. If so, the grounds upon which this implicit 
subsidy is given, should be stated. The extent of the effective subsidy should also be calculated. 
The effective subsidy is the difference between user charges and the average incremental cost 
of supply. Any subsidy implicit in the level of user charges will have to be met from funds or 
resources elsewhere in the economy through the budget system. The training module will 
elaborate on the above concepts, and will stimulate discussion to deepen an understanding of 
how these concepts can be applied in practice. 

10. Financial Incentives: For a project to be sustained, each of the main participants should 
benefit from it. However, each also will have a certain standard against which to measure the 
expected benefits of project participation. A project statement of costs and benefits at financial 
prices can be constructed for the directly productive elements of a project, for example, the 
commercial farm, the port authority, the build-own-operate-transfer sponsor, or the tomato paste 
factory. This project statement also includes the effects of taxation and of loan funds. The basic 
test of financial sustainability is whether the financial internal rate of return for the project 
participant exceeds the opportunity cost of capital for that participant. This may also include a 
risk element where revenues are in the form of charges or fees negotiated with, or regulated by, 
the government. The economic analysis of the project should include a statement based on 
realistic assumptions about taxation and the real costs of borrowing on the financial returns to 
investors. 

11. For some project participants, a full financial internal rate of return analysis cannot be 
undertaken. This will include the government, which may benefit from tax revenues unrelated to 
its proportion of costs. A statement of the effect of the project on the government budget 
(especially the recurrent budget) should be included. It will also include small-scale participants 
whose investment is small or provided in kind, for example small landholders or tenants. Here a 
statement should be provided of the expected increase in annual income after allowing for any 
taxes, charges, and the real cost of borrowing. 

12. In many cases, the sustainability of project effects will depend upon specific investors or 
public corporations. A statement should also be included of how the project fits into the overall 
corporate structure, and whether any restructuring is required. These issues should be followed 
up in more detail in the financial analysis of the project. 
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13. Illustration of Financial Sustainability--- Case of the India Channapatna/Ramanagaran 
Water Supply Project: The design and sustainability of a project must take into account the 
level of incentive for undertaking and maintaining a project investment. The financial incentive 
takes the form of the increased income the investment generates for project participants (in this 
case the Corporation operating the water supply projed). The training module will illustrate the 
impact of several key financial assumptions (water costs, affordability analysis, water user 
charges for water, on-lending rates). and hence financial and economic sustainability of the 
Project. 

Exercise: Calculation of Subsidy 

8) Technical Aspects: note: The specific content will be presented during the class 
lecture 

C) Environmental Assessments: Key Concepts and Tools (EIA, Env. Action Plans) 

14. The methodology of integrating the costs and benefits of environmental changes in 
economic analysis is still evolving. Therefore, such valuation should be carried out for large or 
environmentally sensitive projects, especially those which require an environmental impact 
assessment (EIA). 1 (often required by donors, and increasingly, Governments are adopting 
common guidelines to be applied for all projects, regardless the source of funding). 

15. The environment is increasingly being treated as a form of natural capital resource and 
therefore damaging or using the environment is in a sense similar to the use of any other form of 
capital. Some parts of this capital, for example, the ozone layer, cannot be replaced or 
substituted with manufactured capital. Valuation of these resources in the context of projects or 
programs is thus fundamental to the notion of sustainable development. 

16. Three important conceptual problems need to be addressed at the outset. First, it is 
necessary to choose a technique for valuing the environmental impact of the project. Second, 
for all types of project it is necessary to define the boundary of the analysis. Since most 
environmental impacts include externalities, how far to expand economic analysis is an 
important issue. For example, in dealing with the impact of waste water, boundaries for 
downstream effects need to be agreed upon; should it include the area affected immediately or 
go beyond to account for impacts on irrigation, fishing, and drinking water far away and often 
beyond the national boundaries. Third, it is also necessary to define an appropriate time 
horizon. A number of impacts are immediate or within the life of the assets of the project under 
consideration, whereas there are effects also beyond the project life. For those cases where 
impacts go beyond the project life, an extended analysis covering the time period for the 
environmental impact can be attempted, or, alternatively, the concept of capitalized value of net 
benefits at the end of the project life can be included, a form of salvage value. 

1 
Inputs for this section are based on: the Economic Valuation of Environmental Impacts: A Workbook, 1996, Office of the 

Environment and Social Development, Asian Development Bank; and Pedro Billi et al, Economic Analysis of Investment 
Operations: Analytical Tools and Practical Applications (2001) (Chapter 6: Valuing Economic Externalities) 
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17. The net present value (NPV) of a project is an appropriate criterion to compare the without 
and with project environmental impacts. Any time, discounting criteria will depend on the choice 
of the discount rate, which could reflect the opportunity cost of capital or the social rate of time 
preference. Only one discount rate should be used for any single economic analysis. However, 
for the Bank discount rate of 10 to 12 percent many long-term environmental impacts tend to 
become insignificant. Where environmental impacts may extend beyond the life of other project 
effects, the environmental impact analysis can be combined with a sensitivity analysis for the 
discount rate, based on a lower rate. If, from the society's point of view, individuals 
overconsume environmental resources in the present, the discount rate based on society's time 
preference would be lower than market-based discount rates. In such circumstances, NPVs for 
without and with environmental impact values can be examined at alternative discount rates. 

18. Initial Screening Process: Environmental impact assessments provide the basic information 
on the physical impacts of different types of stressors as a result of undertaking a project. Using 
this information, a four-step screening is envisaged as given in Figure 1 to identify major 
impacts that require quantification. Many potential impacts may not be possible to translate into 
quantitative terms because of either insufficient data or uncertainty attached to these impacts. A 
detailed qualitative assessment should be provided in these cases. Following the screening 
process, it is expected that a list of environmental impacts that require further analysis and 
quantification, is prepared. 

Figure 1. The lmpoct Screening Process 

Screen 1: 
ls the imFEct inlerrol 

or mitigated? 

No 

No 
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Screen 3: 
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19. Types of Environmental Impacts: Different types of environmental stressors impact on 
different aspects of the environment. Table 1 provides an illustration of major stressors, the 
potential impact on the air, water, and land, and in three other areas: human health, human 
welfare, and environmental resources. The human health effects include both mortality and 
morbidity impacts; for example, environmental changes can be associated with death or 
increased probability of death, or a higher incidence of illnesses like cancer, malaria, or 
respiratory disease. Human welfare impacts include damage to property, visual or noise 
impairment, traffic congestion, changes in soil productivity, changed patterns of recreational 
uses, loss of homeland, forced relocation, and effects on cultural or religious beliefs. The ·final 
category of impacts are on environmental resources, for example, on coastal areas, freshwater 
ecosystems, biodiversity, and global systems. 

20. The General Approach to Valuation: Environmental impacts can have both use and 
nonuse values. Use values cari be further divided into direct use value, such as natural parks 
where individuals are willing to pay for the use; indirect use value where these benefits are 
derived from ecosystem functions such as mangroves; and option value where individuals are 
willing to pay for avoiding irreversible change. There are a number of primary valuation methods 
that are used to value environmental impacts. Table 2 provides a summary of these methods 
and their underlying basis. Two distinct approaches are used for valuation: objective valuation 
approaches and subjective valuation approaches. In the first approach, damage functions based 
on technical relationships between environmental stressors and the degree of physical damage 
are estimated. In the second approach, assessments are made of possible damage expressed 
or revealed in market behavior. When these values cannot be assessed from direct behavior, 
surveys are used, such as in contingent valuation methods to assess willingness to pay from a 
representative sample of people and organizations. 

21. The Benefit Transfer Approach. The primary research on project specific conditions is 
resource intensive and requires a long lead time. Given the data, time, and budget 
considerations, an alternative method to value environmental impacts in projects is suggested 
the benefit transfer approach. The benefit transfer approach essentially uses the primary 
research data generated elsewhere for valuing impacts after adapting such values to the 
economic valuation of a given project. If the analysis based on this approach affects the project 
decision, more site specific information could be gathered, and primary research carried out, 
wherever feasible, to validate the analysis. 

Table 1. Alternative Valuation Methods 

[Va1U3t;OnM;th.;ds···rEffe~--Wo~~;:~~~~n, Basis I 

f Change in productivity I Productivity jTechnical/Physical 

fCost of illness jHealth (morbidity) [Technical/Physical 

I Human capital !Health (mortality) \Technical/Physical 

f Replacement costs pPital or natural re~ources.JTechnical/Physical 

l
.Preventive/mitigatio.n ' Health,. productivity of Behavior (revealed) 
expenditure capital or natural resources 

!Hedo~i~-;ppro~-Ch-~~-'--1 Envir;;~m~·~tal quality ......... Ts~havior (revealed) 
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jProperty/land values I Productivity j Behavior (revealed) 

I Wage differentials I Health ...... .. . j Behavior (revealed) 1 
!Travel cost !Natural resourcesasset~--IBehavior (revealed)--! 

r Conti~gent valuation !Health, natural r~~~~~~;·······rBeha,~i~·~-(~~~~ai~ci)""" ·1 

f Be~fitt;a~ ---reffects --- ---l!~~h;!~=~:rt~-:!:~1 

22. The approach to valuing environmental impacts using benefit transfer involves three major 
steps. The first step is to select the appropriate literature given in look-up tables to find 
reference values and major assumptions regarding the valuation and country conditions. A 
sample look-up table is presented in Table 3. The evaluator needs to select the most 
appropriate literature from these tables and a range of values that have been derived from 
primary research carried out in other country conditions. 

23. The second step is to adjust these values to the location-specific conditions. It is often found 
that this step involves a lot of subjectivity. It is important to correct for differences between 
assumptions, such as income, level of human development, wages, cost of time, or price levels, 
since most primary research studies are carried out in the developed countries. EIAs normally 
provide information on the baseline conditions. For example, the findings of primary research on 
the health-related impact of vehicular pollution in urban areas in the United States, when used in 
the context of other cities like Bangkok, can result in an underestimate if used directly to value 
environmental impact. It is prudent to document the actual adjustments made from the reference 
values to project specific conditions and the underlying logic. Finally, using an appropriate range 
rather than one unique number represents the uncertainties of benefit transfer. 

24. The third and final step is to set these values in the context of the economic analysis 
framework; values need to be adjusted to economic prices to make these values consistent with 
other values used for the economic analysis of the project. In particular, environmental costs 
and benefits need to be expressed using the same numeraire as for the project economic 
analysis. Where the economic analysis uses the world price numeraire, and environmental 
effects are valued in domestic market prices, the environmental costs and benefits will have to 
be revalued using a specific or the standard conversion factor. 

Table 3. Valuing Environmental 
Tables Under the Benefit Transfer Methodology 

Impacts: Sample Look-up 
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Forest 

Preservation 
of fuelwood 

Phewa 
Watershed 
Development, 
program 

. sustainability 

Ta I Annual fuelW<bod eming !The program had a yield 
values: (1983) as lfive times higher than the 

a cited in production scheme without 
of • $28 per Hufschmidt I management. Values 
to cubic et.al. (1983) calculated using 

-----·------------------·---............... . 
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I 

meet local needs· 
for fuelwood and 
fodder while 
arresting the 
destruction of 
natural forest 
areas, Nepal 

meter or Dixon,, assumptions about wood 
using Scura, , density and average family 
direct Carpenter, gathering, and daily I 
market and Sherman gathering wage of $0.50. 
value (1994) I 

• $6 per The economic rate or I 
cubic return was 9 percent. I 
meter i 

using 
indirect 
substitute 
method 

• $8 per 
cubic 
meter 
using 
indirect 
opportunit 
y cost for 
other 
employ me 
nt 

i . 

i 

I ····· ... 

I species 
!Land 

and I Use and Suggested 

I 

preservation of the recreational Pearce 
Referenced in,Method not explained, but 

presumed to relate to CVM 
'to obtain estimate of undisturbed benefits of (1993). 

I habitat in the Khao approximately 

t • 

!Habitat 
I preservation existence values. 

IYai National Park, $400,000 to 

l
lThailand $900,000 per No details on size or 
. year · nature of this national park 
' given, but park is near l Total existence Bangkok and may thus be 
' value, $4.8 of value to much of 
! million per year ... . ..... JBangkokarea population. 

I 

~~·-··"-~~-

All Water !Annual damage in $1.3 to $3.7 Opschoor as, OECD study, prepared by 

Water 
pollution 

1986 from all billion - cited in OECD, Pearce and Markandaya, 
water pollution in magnitudes of (1989) ·states that various 
the Netherlands pollution not ' techniques were used to 

given and reason derive figures and they 
I for range not were, at best, ball park 

I I given ..... ............. numbers. 
·Groundwater ,Agricultural ·-....... [$74"7 per Sun, et.a1."1...-c_v_M __ u_s_e_d_t_o_e_s_f_1m_a_t_e 

groundwater !household per (1992) IWTP for groundwater 
!Pollution 1year (total value) !pollution preventing 
·prevention, j policies for agricultural 
Dougherty County, i !pesticides and fertilizers in 
Georgia, USA ll.Doughe.rty County, 
I Georgia 
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Air Pollution Valuation of health Range of $131 to Krupnick !This study estimated that 
Regional benefits from $3,400 per ton of (1986) as 1

J

1
35.3 million instances of 

health hydrocarbon avoided pollution cited in . increased coughing would 
benefits reductions, U.S. for a reduction of Cannon Jbe avoided by the 

ozone of about (1980) I northeastern population 
30 percent below !with this degree of ozone 
1980 levels I ·'!reduction. 124,000 asthma 

1attacks would be avoided. 
~---~,--------- ,........------~----------

chronic $126,000 to Viscussi et.al. !Surveys were conducted to Health 

Morbidity 
effect 

* 

Adult 
bronchitis $336,000* (1991), !estimate WTP for reducing 

Krupnick and lthe risks of developing 
Cropper I chronic respiratory 
(1992) I diseases. Respondents 

lwere presented with trade
! off options for the risks 
!versus the cost of living. 

Restricted activity 1$25 to $75 I Loehman · lwrP 
day let.al. (1979) i I 
,........--------------~-------------~-----ttnn~ 

Acute respiratory $5 to $15 Loehman IWTP I 
symptom day et.al. (1979), I [ 

Tolley et.al. I I 
(1986) I i 

................................................................................................................. .J 

= in 1990 us dollar. 
WTP = willingness to pay 

25. Conclusions: There are a number of important issues that need to be kept in view while 
valuing environmental impacts. First, most primary research is carried out in developed 
countries and until data and information based on primary research in developing country 
conditions are available, recorded values can only provide an approximate range. Second, there 
is a great deal of uncertainty attached to these values. Therefore, the analysis should be carried 
out in the context of dealing with uncertainty facing the project. Third, for projects with possible 
large environmental impacts, additional resources should be devoted for data collection and 
validation of primary research data. Finally, the evaluator will need to explicitly state omissions 
and subjective judgments in a transparent manner for an informed decision. 

26. Guidelines for Environmental Impact Assessments: These core elements of standard 
international practices for carrying out environmental impact assessments for public investment 
projects will be presented, together with some of the key issues and strategies for their effective 
application (and appropriate adaptation to Azerbaijan conditions, varying according to sector. 
One project example will be used to illustrate the application of the EIA. 

D) Mid-training workshop test: 
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AZERBAIJAN 
PUBLIC INVESTMENT POLICY PRO .. IECT 

TRAINING WORKSHOP FOR TECHNICAL STAFF 

IMPROVING PUBLIC INVESTMENT POLICY, INTEGRATED PRO .. IECT 
ANALYSIS AND PERFORMANCE ASSESSMENT IN THE PRO .. IECT CYCLE: 

FROM KEY CONCEPTS TO PRACTICE 

MODULE IV: 
PROJECT INSTITUTIONAL AND RISK ASSESSMENT: KEY CONCEPTS AND 

TOOLS 

Summary of Learning Agenda and Expected Learning Outcomes 
Key Topic Main Learning Outcomes 
A) Project Institutional Analysis: A) An enhanced understanding 
Framework and Approaches Toward of key concepts and tools for 
Achieving Good Public Management and carrying out institutional 
Results assessment, design, and 

appraisal for project analysis, 
and for effective implementation 

B) Confronting Uncertainty: Risk and B) A basic understanding of 
Sensitivity Analysis, and Mitigation Measures key concepts and tools for 

carrying out risks and sensitivity 
analysis, as well as the 
importance of working out 
appropriate mitigation measures 

A) Program/Project Institutional Analysis: Framework and 
Approach(es)/Tools Toward Achieving Good Public Management 

1. Traditional financial and economic analysis has not devoted much 
importance to institutional analysis and development to helping ensure the 
achievement of the project objectives and sustainable outcomes. Analysts have 
tended to leave the institutional issues to the Project Managers and 
implementation team. In recent years, there is an increasing recognition on the 
importance of including institutional analysis/assessment as a critical part of 
project design and approval process, as a key element to the broader goal of 
promoting improved public management. Multilateral organizations like the 
World Bank now require an explicit institutional assessment, at various levels, as 
an integral part of project design, as a key element to achieving sustainable 
project outcomes. The analytical approaches and tools for carrying out 
comprehensive institutional assessment and operational strategies/action plans 
are in the early stages of development, and will be expanded upon during the 
training module, including (some of these steps are sequential): 



(a) Institutional "mapping" of the relevant organizations/agencies involved in 
carrying out the proposed project, and identifying their respective roles and 
complementarities (including public and private sector partnerships}, and 
relevant issues and strategies to address (resolve) during project design and 
implementation (especially any organizational restructuring); 

(b) Institutional assessment of the strengths and weaknesses of the 
participating institutions (including SWOP analysis as a tool), at the 
field/micro, mesa and macro/national levels, to formulate, implement and 
sustain the project activities; 

{c) Institutional strategy and action plan, including relevant reforms, for project 
development, implementation and sustainability. It will be vital to be consistent 
with Government policies regarding the roles of private-public sectors, and 
devising institutional arrangements which help ensure sustainable inteiventions. 
The proposal and tendency to use separate "project units" needs to be carefully 
assessed, and avoided wherever possible, in order to help ensure greater project 
sustainability. Rather, the project analyst should help promote/catalyze efforts 
"to embed" a project's institutional arrangement within existing programs and 
institutional arrangements, supported by needed reforms and/or strengthening, 
while also ensuring effective and timely implementation of project activities. This 
needs to be supported by ensuring strong linkages between the sector policies, 
the relevant program(s}, and supporting investment project, and using the project 
to help address the relevant institutional issues and strengthening. 

2. For example, weak, unclear institutional capacity, and/or unsustainable 
arrangements of the proposed project's implementation/institutional 
arrangements suggest the need to take a more comprehensive approach through 
the proposed project, including the following key elements: 

~ re-assessing/clarifying roles and partnerships for public/private sectors; 
~ the adequacy of "incentives" for effective and timely implementation; 
~ the need for national civil seivice reforms (underpinned by sectoral 

reforms); 
~ a systematic campaign against corruption, especially preventive 

measures; 
~ the need for a performcnce-based budget management system; 
~ re-vamping the approach to traditional technical assistance and 

training (not only for the propose project, but also use to strengthen the 
implementing agency and to promote sustainability of key policies and 
investment programs); 

~ promoting greater and more effective participation of key stakeholders 
in all phases of the project (including roles of local governments, civil 
society groups, private sector), and 

~ strengthening the functioning of the project's (or programs) monitoring 
and evaluation system, as an input to better public sector 
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"governance", while providing higher quality services to key 
stakeholders. 

3. In the light of the above principles/approaches, the institutional aspects of 
a project design need to address the following key questions: 

(a) Which institution(s) will be responsible for implementation of the project 
and its various components? 
(b) On what basis were the institutional arrangements selected? 
(c) What capacity constraints need to be addressed, including financial 
management and procurement, and how this be done? What are viable 
alternatives to using non-sustainable project management units? 
(d) What will be the flow of funds and the accountabilities for financial 
reporting? 

4. Many of these elements to devising and analyzing a sound institutional 
plan for the project, along with the relevant "tools", will be elaborated upon during 
the training module. Also, the case study examples covering during the 
workshop and consolidated in Module VI will give special attention to illustrating 
the application of many of the above mentioned approaches and tools. 

Key Questions/Discussion: 

~ Why is it important to include a sound institutional analysis as an 
integral part of project financial and economic analysis? 

~ How can the project analyst promote greater attention to sound 
institutional assessments and operational strategies (at various stages 
of project implementation)? 

~ What are alternative approaches to relying on Project Implementation 
Units, to help ensure sustainability of key project activities? 

(B) Confronting Uncertainty: Sensitivity and Risk Analysis, and 
Mitigation Measures 

5. Introduction. The economic internal rate of return (EIRR) of a project is 
calculated using the most likely forecast values of economic benefits and costs. 
However, the stream of benefits and costs is influenced by a wide variety of 
factors that may vary from the base case. Sensitivity analysis shows the extent to 
which the project EIRR or net present value (NPV) changes for different values of 
the major variables. Quantitative risk analysis considers the probability that 
different values will occur, and summarizes the associated risk attached to the 
project. These techniques can be used to assess the implications of uncertainty 
for the choice between project alternatives or for project viability. 

6. Both sensitivity and risk analysis focus on alternative assumptions that 
have an unfavorable effect on the project result. Where the project outcome 
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depends upon one or two major variables that are uncertain, mitigating actions 
should be included in the project design. Where a high level of risk is associated 
with a project that promises substantial returns, then the decision of whether to 
accept the project or not in its present design will depend on the decision makers 
attitude to risk. 

6. Sensitivity analysis should be applied to all projects and subprojects with 
quantified benefits and costs. It should be applied also to project financial 
analysis and to the environmental components of project analysis where these 
have been quantified. The purpose in all cases is to identify actions that can 
mitigate the effects of uncertainty, or to redesign the institutional structure of the 
project to ensure sustainability. It should also be applied to projects, such as in 
education, health, and family planning , where benefits may not have been fully 
quantified. In such cases, sensitivity analysis can be oriented around a summary 
project measure, such as the unit economic cost of providing a new service. 

7. Sensitivity Analysis: Sensitivity analysis is undertaken to help identify the 
key variables that can influence the project cost and benefit streams. It involves 
recalculating the project results for different values of major variables where they 
are varied one at a time. Combinations of changes in values can also be 
investigated. Sensitivity analysis involves four steps: 

• selecting those variables to which the project decision may be sensitive; 
• determining the extent to which the value of such variables may differ from 

the base case; 
• calculating the effect of different values on the project results by 

recalculating the project NPV and EIRR; and 
• interpreting the results and designing mitigating actions. 

8. Project statements are made up from underlying project data and 
assumptions. For example, vehicle operating cost savings are made up from 
traffic projections for different proportions of vehicle type, their division into 
without project and generated traffic, data on road quality and maintenance 
operations, and data on the vehicles and their operating costs. Sensitivity 
analysis of the project benefits for a road improvement project should be based 
on changes in such underlying variables rather than the aggregate benefit 
measure. Focusing on underlying rather than aggregate variables facilitates the 
design of actions to mitigate against uncertainty. 

9. Some of the variables entering into the project cost and benefit streams 
will be predictable and small in value compared with total costs and benefits. It is 
not necessary to investigate the sensitivity of the project to such variables. Other 
variables may be larger and less predictable. Post evaluation studies and 
previous project experience may indicate both the type of variable that is 
uncertain and the likely extent of divergence from the base case value. There are 
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some types of variable in every project that are likely to affect the project result 
and may be key variables for the project. 

10. The quantities of inputs required to produce the expected quantity of 
outputs will be given in the corresponding technical feasibility study. However this 
is often subject to considerable uncertainty. Inadequate supplies or maintenance 
can change the ratio between inputs and outputs and reduce project outputs. In 
addition, the quantity of output produced for a given set of input supplies will 
depend upon the incentives created for producers. Changes in management, 
improved skills, and financial returns to the producer will all influence the output 
produced from the available inputs. Consideration should be given to both the 
technical and institutional characteristics of the project as a guide to sensitivity 
analysis. 

11. Quantities of outputs and inputs can also be affected by changes in 
technical or market conditions. Quantities should be broken down into their 
underlying components for example, agricultural outputs into areas and yields, or 
vehicle cost savings by type of vehicle, or construction costs into unit costs and 
quantities and the sensitivity of the project to each of the components 
considered. Output quantities will also depend upon demand forecasts and 
market analyses. The underlying assumptions of these forecasts and analyses 
should be subject to sensitivity analysis. 

12. Changes in the major values in the project statements the main outputs, 
inputs, and investment costs may occur because of changes in prices for any of 
these items. Changes can occur in the market prices or shadow prices used in 
calculating costs and benefits directly or used in the estimation of opportunity 
costs. Commodity prices for major outputs and inputs can fluctuate considerably 
from year to year. The influence of the average annual forecast prices on the 
project worth should be tested by varying the forecasts, which should take into 
account the effect of possible changes in the quality of outputs over time on 
prices. The prices of labor and nontraded goods can also be subject to change 
although these might not have the same degree of impact on the project worth. 

13. Timing and Coordination. The timing and coordination of project activities 
may differ from the base case. The timing of investment costs that occur early in 
the project life can affect the measure of project worth considerably. Alternative 
timings incorporating pessimistic assumptions about construction delays should 
be assessed. Different investment components need to be coordinated, for 
example, dam completion and resettlement in irrigation projects. The possible 
costs of delay in one investment component on the others should be investigated 
through alternative timing assumptions. 

14. Utilization Rates. Project results can be seriously affected by the extent to 
which the investment assets are utilized (or utilization rates). Lower utilization 
rates than in the base case will be reflected in lower output levels and lower 
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operational costs, but without any decline in investment costs. Utilization is 
commonly expressed as a percentage of feasible capacity use. The effects of a 
reduction in the rate of utilization should be investigated through adjustments to 
both benefit and cost streams, where possible distinguishing between fixed and 
variable costs. 

15. "Shadow Costs". Economic analyses of projects involve the estimation of 
opportunity costs for the outputs and inputs. In most calculations economic costs 
and benefits are calculated by using the ratio of the shadow price of a project 
item, or the resources that go into it, to its market price. The effect of the 
estimated ratios on the project worth should be investigated through sensitivity 
analysis. Except for the most labor intensive projects, it is rare that a project 
result would be significantly affected by a variation of the shadow wage rate for 
surplus labor; and for most projects, variation in the shadow wage rate for scarce 
labor is also unlikely to be signi'ficant. More significant will be the value assumed 
for the shadow exchange rate (SER) and therefore the shadow exchange rate 
factor (SERF), or the standard conversion factor (SCF), whichever numeraire is 
being used in the economic analysis. Alternative estimates of the SERF will 
affect both benefits and costs in the sensitivity analysis. Most simple estimates of 
the SERF (SCF) take account only of the tax and subsidy system and not of 
other factors separating financial and economic prices, such as monopoly rents; 
it is pertinent to include in the sensitivity analysis a higher value for the SERF 
(lower value for the SCF). 

16. Procedure for Sensitivity Tests. The following procedure could be 
followed when assessing the consequences of changes from base-case values 
of major variables. 

• Variables to which the project is likely to be sensitive, such as those 
referred to above, and for which there is some uncertainty, should be 
listed. Alternative values should be assumed, based on previous project 
data where available. The change in the value of the variable should be 
calculated and expressed as a percentage of the original value. The 
extent of change should be stated for those variables such as timing of 
activities where a percentage change is not meaningful. 

• The project NPV and EIRR should be recalculated for stated changes in 
variables one at a time. Unless a different country estimate is available, 
the NPV should be calculated using an economic discount rate of 12 
percent. 

• A sensitivity indicator (SI) summarizing the effect of change in a variable 
on the project NPV should be calculated. The SI is calculated as the ratio 
of the percentage change in the NPV to the percentage change in a 
variable (see Addendum). A high value for this indicator indicates project 
sensitivity to the variable. For variables where percentage changes are not 
meaningful, the percentage change in the NPV should be stated along 
with the stated change in the variable. 
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• A switching value (SV) should also be calculated. Where the base case 
shows a positive NPV, the SV shows the percentage increase in a cost 
item (decline in a benefit item) required for the NPV to become zero 
(which is the same as the EIRR reducing to the cut-off level of 12 percent). 
The SV is itself a percentage, the percentage change in a variable for the 
project decision to change (see Addendum). It can be compared with the 
variation shown in postevaluation studies or in price forecasts. For many 
variables, the SV will be high, implying a very substantial change in the 
variable before the project decision is affected. For a few variables, the SV 
will be relatively low showing there may be a significant risk for the project 
outcome. 

• In deriving the economic costs and benefits of a project, a SERF (or SCF) 
will have been used along with other general conversion factors. 
Sensitivity analysis should include changes in the SERF (SCF) and other 
general conversion factors to see to what extent the project results are 
sensitive to the conversion factors used in the analysis. 

• The change in the NPV should be calculated for combinations of 
variables, for example, a lower level of demand and a delay in investment 
completion, or an increase in cost together with a lower output price. The 
rationale for any combination of variables should be stated, bearing in 
mind that changes in more than one variable may have a common cause. 

• The results of the sensitivity analysis should be presented in a table 
showing the base case results, the change in each variable considered, 
the sensitivity indicator, the switching value, and the changes in project 
worth for cases where these indicators cannot be calculated, or for 
combinations of variables. The table should include the consequences of 
alternative values relating to all technical, economic, environmental, and 
distributional aspects of the project. 

17. The results of the foregoing sensitivity analysis should be reviewed 
considering the following questions: 

• Which are the variables with high Sis? 
• Have the calculations used the likely changes in these variables? 
• Do the likely changes come close to, or exceed, the switching values that 

will change the project decision? 
• How likely is it that the combinations of the variables investigated will 

occur? 

18. These questions will help identify the truly key variables for the project, 
those that have a substantial effect on the project results, where plausible 
changes come close to or exceed their switching values. For the key variables 
identified in this way, a statement should be made of the likelihood of the 
variation tested actually occurring, the switching values for the key variables that 
should provide a basis for project monitoring, and the measures that could be 
taken to mitigate or reduce the likelihood of such variations from the base case. 
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19. Where projects are seen to be sensitive to specific variables, steps should be 
taken to reduce the extent of uncertainty surrounding those variables. This may 
require actions at the project, sector, or national level, for example: 

(a) At the project level 

• the agreement of long-term supply contracts at specified quality and prices 
to reduce uncertainty over operating costs; 

• the formulation of training activities to ensure technical ratios are achieved 
and maintained; 

• the development of information or publicity programs to increase access 
and use of new goods or services; 

• the incorporation of external effects into project costs through regulation or 
taxation to ensure they are taken into account; and 

• where there is considerable uncertainty in a large project or program, the 
implementation of a pilot project or phase to test technical assumptions 
and to observe users reactions. 

(b) At the sector level 

• tariff and price adjustments to ensure appropriate incentives for producers 
and the financial liquidity of implementing agencies; 

• technical assistance programs to develop project and operational 
management skills; and 

• loan covenants to prompt necessary institutional reforms. 

(c) At the national level 

• changes in tax and credit policy to influence incentives and simplify 
procedures; 

• implementation of legislative reform and regulation to provide a more 
certain framework for productive activities; and 

• changes in exchange rate and fiscal management to provide greater 
stability in prices and costs. 

20. Project Example of a Sensitivity Analysis: The irrigation rehabilitation 
project example presented in Module Ill is used here to illustrate the application 
of sensitivity analysis. The project involves a predicted increase in cropped area 
for irrigated rice, in cropping intensity, and in yield, as a result of rehabilitation, 
with a compensating decline in vegetable cropped area. The base case result, 
EIRR of 19.0 percent and economic NPV of Rs1 ,440 million at 12 percent 
discount rate, is also based on a long-term relative economic price decline for 
rice and a long-term relative economic price increase for fertilizer. The main 
variables to which the base case may be sensitive, together with the possible 
changes in those variables, are selected as follows. 
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21. On the basis of previous rehabilitation projects, there is uncertainty over the 
farmer response to improved irrigation. Postevaluation studies indicate the 
possibility of lower values for cropped rice area, cropping intensity and yield by 9, 
10 and 6 percent, respectively. There is also uncertainty over the levels of 
cropping intensity and yield of both vegetables and rice, without the project. 
Increases in these variables of 10 percent have been included in the sensitivity 
tests. 

22. The forecast price of rice and fertilizer should be key variables in the project 
analysis, as the project will increase both the quantity of rice output and the 
quantity of fertilizer input. In the sensitivity analysis, the forecast price of rice, 
which declines over the first ten years of the project anyway, is predicted to 
follow the same pattern but to be at the level of the lower range of the 70 percent 
distribution given together with the basic World Bank price forecasts. This is 
equivalent to a price 39 percent lower than in the base case. On a similar basis, 
the fertilizer price is tested at a price 42 percent higher than in the base case, at 
the higher range of the 70 percent distribution. 

23. Other variables are also included in the sensitivity analysis. There have been 
delays in the implementation of previous projects. A two-year delay is considered 
here. The effect of a 10 percent higher investment cost is tested. The project 
benefits depend upon continued maintenance activities. Rather than a higher 
level of maintenance costs, the last five operating years of the project are 
excluded to allow for the possibility of inadequate maintenance activity. The two 
principal shadow price factors, the SERF and the SWR F, are subjected to lower 
and higher values, respectively, by 10 percent. Finally, some combinations of 
variables are also tested. 

24. The results of these sensitivity tests on underlying and specific benefit and 
cost factors are given in Table 1. By observing the SVs in each case, very large 
changes are required in some variables for the project decision to change. This 
includes investment costs, the economic price of fertilizer, the cropped area for 
rice with the project transferred from vegetable production, and the SWRF. For 
some other variables, cropping intensity and yield for rice without the project, the 
SERF, and the reduced operating life because of inadequate maintenance, not 
so large but still unlikely differences from the base case would have to occur for 
the project decision to change. 

Table 1. Results of Sensitivity Analysis: Irrigation Rehabilitation Project 

I 
-

NPV i 
. I 
Change. (Rs llRR Sensitivity I Switching 

Item (%) mn) (%) Indicator !value(%) 

IBase Case 11,440 119.0 I I 

!costs I I 
J i 
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or Return 

25. There are four variables to which the project is most sensitive and to which 
most attention should be paid. These include the economic price of rice, the 
cropping intensity, and the yield for rice with the project. The forecast values for 
these variables need only be less favorable by 20 and 14 percent for the project 
decision to change. The project result is also sensitive to delays in 
implementation. The first variable is outside the control of the producers and the 
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country. The other three are part of the project design and implementation 
process, which the executing agency can affect with more or less success. The 
combination of higher costs and lower yields, which has also been tested, shows 
considerable sensitivity, together with the further combination also involving a 
lower economic price of rice. 

26. The following recommendations are made in the light of these results of the 
sensitivity analysis: 

• The monitoring of benefits during and after implementation should 
pa11icularly include the cropping intensity and yields for rice together with 
its economic price. 

• There is considerable risk because the project returns are so dependent 
on rice production and there is a great degree of uncertainty about the 
future economic price of rice. Under institutional development, funds 
should be provided for research activities at an experimental level into 
alternative crops for diversification purposes, including higher quality 
vegetable crops. 

• The domestic price for rice and the rice marketing system must be 
reviewed to ensure there is sufficient financial incentive for farmers to 
switch from vegetable to rice production in early project years, otherwise 
the economic benefits of the project will be delayed. 

27. Identifying and articulating the most appropriate mitigating measures will 
require a broader knowledge of the project (and its policy and implementation 
environment). It is recommended that the analyst (or other project formulators) 
formulate the mitigation action plan, in conjunction with members of the project 
team. 

28. Where projects are seen to be sensitive to specific variables, project team 
members should identify and recommend appropriate steps to reduce the extent 
of uncertainty surrounding those variables. This may require actions at the 
project, sector, or national level (various examples will be provided). 

29. Quantitative Risk Analysis. This analysis provides a means of estimating 
the probability that the project NPV will fall below zero, or that the project EIRR 
will fall below the opportunity cost of capital. The irrigation rehabilitation project is 
subject to uncertainty particularly with respect to cropping intensity and yields for 
rice together with its economic price. Risk analysis considers combinations of 
values for these major variables and the probability that they may occur. 

30. In this case, a quantitative risk analysis can be recommended because of 
the substantial combined risk associated with the main "with project" crop (i.e., 
rice). The following information is required for each of these variables to conduct 
the risk analysis: 
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• the results of the sensitivity tests; 
• a range of values above and below the base case value; 
• an upper and lower bound and a value in between; and 
• a probability of occurring for each of these values. 

31. In this case, a forecast distribution for the price of rice is available from the 
commodity price projections of the World Bank and can be used to derive this 
information. Changes in rice yields with irrigation have also been investigated 
through a number of post evaluation studies for similar projects, and these 
studies can be used to define the distribution of values for rice yield. Less 
information is available about cropping intensities, and assumptions will have to 
be made for this particular variable. 

32. Quantitative risk analysis involves randomly selecting values for these 
three variables from the probability distributions that have been determined; 
combining these values with all other base case values to give an NPV result; 
and repeating such a calculation a large number of times to provide a large 
number of NPV estimates. These NPV estimates can be summarized in a 
distribution. The key feature of this distribution is the proportion of NPV values 
that fall below zero, and hence the probability that the project result might turn 
out to be unacceptable. There is no fixed criterion for using such a result. High 
risk probabilities may be associated with projects that have a high expected NPV. 
The probability of achieving a less than acceptable result is provided as part of 
the information on which a project decision is based. 

33. Risk Mitigation Strategy and Measures. Based on the risk assessment 
(quantitative and qualitative), it is important for the project designers and analysts 
to formulate an appropriate risk mitigation strategy as well as specific 
measures/interventions. The module will provide an example of a risk 
management strategy and interventions. 

Key Questions/Discussion: 

~ What role can the project analyst play in helping to ensure the relevant 
risks are adequately addressed, at different stages of the project 
development and implementation? 

Exercise: Sensitivity Analysis 
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AZERBAIJAN 
PUBL~INVESTMENTPOLICYPROJECT 

TRAINING WORKSHOP FOR TECHNICAL STAFF 

IMPROVING PUBLIC INVESTMENT POLICY, INTEGRATED PROJECT ANALYSIS AND 
PERFORMANCE ASSESSMENT IN THE PROJECT LIFE-CYCLE: 

FROM KEY CONCEPTS TO PRACTICE 

MODULE V/PART 1: 
PROGRAM/PROJECT MONITORING & EVALUATION, AND PORTFOLIO 

PERFORMANCE TOOL: KEY CONCEPTS AND TOOLS 

A) Overview of key concepts and 
tools of M&E 

B) Program/Project implementation 
and portfolio assessment/performance: 
operational strategies and tools (6) for 
getting sustainable results 

ected Learnin Outcomes 

A) An improved understanding of key 
concepts and tools of M&E (program 
and ro·ect levels) 
B) Improved operational 
understanding of the importance of 
establishing an effective performance
based monitoring system, and using 
appropriate tools/interventions to 
promote sustainable results (e.g., use 
of annual work plan, procurement plan, 
and taking a "program" and portfolio 
a roach 

(A) Overview of Key Concepts and Tools of M&E 

1. Program and project monitoring and evaluation increasingly is recognized by 
development practitioners as an important component of a project's success throughout the 
project cycle, but in practice, seems to be on the weakest links in the design and 
implementation of projects. This often reflect reflects an incentive system which rewards the 
persons/institutions which generate and process a new project, rather than rewarding the 
persons who highlight achievements and impediments during project implementation. 

2. More recently, there is a shift from micro-level project M&E to "program results-based 
M&E systems" (embedded in national or sectoral systems). Given that Azerbaijan has 
formulated its own Poverty Reduction Sector Program, it is relevant to approach M&E system 
in relation to strategic sectoral programs. The PIPE's development of a technical note to 
guide the preparation of "Strategic Sector Development Plans" (October, 2005) also provides 
an avenue for orienting the M&E system toward supporting sectoral development plans and 
their supporting sectoral PIPs (and component programs). 

3. Accordingly, module V will provide some key concepts and tools to be applied at the 
project level (along more traditional approaches), and then progresses towards a 



sectoral/program approach, including a "results-based M&E system" (based on 10 suggested 
steps).1 

4. 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 

5. What is Monitoring? ... It: 

~ Provides information to project managers on whether resources are used as agreed 
(inputs) and whether the program is progressing as expected (outputs) 

~ Usually involves both quantitative and qualitative data, focusing on final and 
intermediate outcomes 

~ 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 

~ Regularly producing the quantitative performance data, looking at it, 
determining with staff and others affected what it 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 

6. 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" 

7. Evaluation involves four main types of activities: 

~ Evaluability assessments-is the project ready for evaluation? 
~ Implementation analysis-is the project fully operational? 
~ Process analysis--how is the project running on a daily basis? 
~ Impact analysis-does the project, as delivered, achieve its goals? 

8. Evaluation includes: 

~ Evaluability assessments 

1 Ten Steps to a Results-Based Monitoring and Evaluation System: A Handbook for Development Practitioners, by Jody 
Zall Kusek and Ray Rist (World Bank, 2004). 
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o Many programs are not ready for a full impact evaluation. Some will never be 
worth a full evaluation. Assess evaluability before going any further 

~ Implementation analysis 
o For all programs but especially for new ones, it is important to determine 

whether the intervention is up and running, whether all of its elements are in 
place and working as designed. It is easy for this stage to take 1 to 2 years. 
Don't even think about impact evaluation until you know the program is 
functioning as expected 

~ Process assessments and performance monitoring 
o Once the program is fully operational 

• Do performance monitoring to manage the programs and activities to 
increase success 

• 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? 

9. What is the difference between Performance Monitoring vs. Implementation or 
Process Analysis? 

~ They have different goals, but often shared measures 
o Implementation and process analysis-part of evaluation that lets you 

understand whether results are attributable to how the intervention 
worked (or didn't work) in practice 

o Performance monitoring-part of ongoing management and 
accountability 

~ Process analysis and performance monitoring use quantitative data 
o From program administrative records and formal surveys 

~ All use qualitative data 
o From interviews, focus groups, observation, analysis of written 

documents 

10. What is the link between the Project Cycle (logframe) 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 

11. Use of a Logic Model to Guide M&E and Improve Performance: The M&E system 
should start with the goals, and should have the following features: 

(a) can include long-term as well as short-term goals, but focus on realistic goals, not the 
universe of possibilities; 
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(b) If you can't be very clear about how you expect short-term accomplishments to lead 
to longer-term outcomes, you probably shouldn't include the longer-term ones 
(c) Goals should be as clear as possible, and as proximate as possible. More specifically, 
research suggests: 

);;> In general, interventions have their biggest effects on the primary focus, smaller 
effects, if any, on the secondary focuses 

);;> For example, if you're trying to improve employment and earnings, and think that this 
might also improve health indicators, you should certainly health indicators, but expect 
a smaller impact than for improved family income 

);;> Interventions with a primary focus of changing organizational structures (i.e., 
reorganizing government agencies or service delivery structures), with the expectation 
that these changes will affect a goal several logical and pragmatic links away-such 
as improving health well-being-rarely see these ultimate outcomes actually happen, 
at least within the time frame of the evaluation 

12. Next, list characteristics of the target population-
- What strengths do they bring with them, related to the goals which have been 

set? 
What personal, familial, or neighborhood characteristics have been barriers, 
keeping the target population from trying to reach or actually reaching the 
goals? 
How should you structure the intervention, including "incentives", so the target 
population will participate? What will attract them to participate, what push 
them away? 
What types of interventions are likely to help the target population reach the 
goals? 
What has not worked in the past with this target population? 

13. Try not to do a project that was designed, or imported from somewhere else, without 
analyzing the real needs of your target population, the things that will attract them to 
participate, and the things that will keep them away. 

14. Next, list what you are doing or could do that you think will increase strengths and/or 
reduce barriers to produce your goals for the target population-Le., the intervention itself. 
Every aspect: 

Of the intervention itself, from targeting approaches to recruiting strategies to 
eligibility criteria to supports and services to follow-through 
Of which agencies or organizations, which staff, which supervisors, which 
bureau chiefs, etc. must be involved, and the mechanisms by which they will (or 
should) take part 

15. Also think about what you are spending money on that does not materially advance 
these goals (for possible re-allocation) 

16. Assess whether the intervention is big/intense/focused/well-targeted enough to 
possibly produce the effects you are expecting from it-if not, why do it, or at least if the 
motivation is entirely political, why subject it to evaluation? 
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17. Finally, list contextual factors that could make the project/program interventions more 
or less successful. Whatever are likely to be the greatest local barriers or supports, other than 
the intervention itself 

- Local housing market I jobs market I education quality I health care availability I 
etc. 

- Political will 
Provider capacity or resistance to the intervention model 

18. Long-term objectives are to reduce the effects of poverty (nutritional, educational, 
familial, employment, etc.). The shorter-term goals, that you could assess every year (for 
example): 

• Fewer children show effects of malnutrition 
• More children remain in school and graduate 
• Fewer female-headed families, more multi-earner families 
• More employment, higher household incomes 
• Fewer households in makeshift housing 
• More households with access to safe water 
• Etc. 

19. Evaluability Assessments: A 'first step is to determine when to evaluate, based on 
clear criteria. A second step is establish realistic expectations for program timetables. A third 
step is to stage the evaluations, assuming different evaluation components will need to 
happen at different times in a project's life cycle. Not all interventions, programs, projects, or 
policies need or deserve evaluation: (a) a program/project must be "evaluable" ; (b) an 
evaluation should have the possibility of adding new knowledge; (c ) a project may "assess" 
rather than evaluate, to identify problems/issues. 

20. An evaluable project/program/intervention. or one for which it might pay to do an 
impact evaluation, has the following traits: 

~ Is stable, not still developing, not likely to change in major ways; 
~ Is clear about its goals-what it is trying to do 
~ If multi-site, is reasonably similar in all sites 
~ Is substantial-enough is being done to anticipate that it might have impacts 
~ Has adequate sample size-enough participants to demonstrate results 
~ Can be documented-is collecting data to show how, how much, when, etc. is being 

delivered to whom 

21. It is very wise to assess evaluability rather than assuming it, for the following reasons: 
~ Saves resources when program is not ready 
~ May help identify areas where the program needs significant help to fulfill its 

design and expectations 
~ May help identify areas where the original design is flawed and rethinking is 

needed if you are not going to waste a lot of resources 
~ If implementation is slow or off target, may help program staff focus on what 

needs to be done 

22. Principles to Ensure a Useful Evaluation. Some evaluations just sit on shelves, while 
some get used. What's the difference? 
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::;... Address a "hot topic" (or respond to an issue) 
::;... One or more policy makers is interested from the beginning, and you are 

able to keep that interest high 
::;... Explicit planning to produce what the end users will want and need, in 

formats they can use 
::;... Defensible results, based on a design that has taken possible objections or 

points of resistance into consideration 
::;... "No surprises." Have a feedback strategy that warns people if results are 

going to be different than expected, and gives them a chance to absorb, 
respond, think through, adjust 

::;... Good dissemination strategy, and clear, simple, yet accurate and complete, 
dissemination documents 

23. Participants in the Planning of an Evaluation: They include several key actors, 
including their motivations: 

::;... The funders, because they are (or should be) motivated to know what you will discover 
or they wouldn't be paying. 

::;... The policy makers you hope will act on your results, to learn what evidence they will 
believe and what outcomes they care about. 

::;... The people who will have to carry out the intervention, from directors/managers to 
direct service workers, because they 

o Understand their current practice better than anyone, 
o Will have to understand the intervention if it is to be performed appropriately, 
o Will need to buy into the intervention's goals and approach, 
o Will need to accept the criteria the evaluation will use to measure success, and 
o Without their cooperation you won't get the data you need. 

::;... The researchers, as they will be designing arid carrying out the research. 
::;... The recipients/beneficiaries/participants in the intervention, if at all possible, to learn 

how they perceive its goals and indicators of success. 

B) Program/Project implementation and portfolio assessment/performance: 
operational strategies and tools for getting sustainable results 

24. Most countries have weak implementation performance-based management "cultures" 
and systems to help ensure the assumed benefits are realized (even when project entry 
has an "optimum" project design and high economic rate of return). Accordingly, it is vital 
that the M&E system and performance indicators be used effectively during 
implementation, primarily by ensuring appropriate instititutional arrangements to generate 
and use the relevant information on the program/project implementation (which is being 
covered in this Module). The are several other important instruments which should be 
used during implementation to help ensure project success, including: 

::;... Periodic field supervision missions, by project teams from the implementing AND 
oversight ministries (and not only when foreign donor missions visit); 

::;... Comprehensive joint mid-term review supervision missions, especially of large and 
strategic projects, and devising clear, monitorable action plans; 
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) Systematic follow-up on key action plans, and regular review and feedback by senior 
ministry staff, preferably in the context of periodic portfolio reviews (by the senior 
management), with clear feedback, guidance and problem-solving approaches; 

) If necessary, project restructuring, at any time during implementation (and any relevant 
changes in the legal agreements, if financed by foreign donor agencies) 

) Disciplined practice of preparing/updating project annual work plans and procurement 
plans, taking into account strategic objectives and outcomes. 
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AZERBAIJAN 
PUBLICINVESTMENTPOLICYPROJECT 

TRAINING WORKSHOP FOR TECHNICAL STAFF 

IMPROVING PUBLIC INVESTMENT POLICY, INTEGRATED PROJECT ANALYSIS AND 
PERFORMANCE ASSESSMENT IN THE PROJECT LIFE-CYCLE: 

FROM KEY CONCEPTS TO PRACTICE 

MODULE V/PART 2: 
PROGRAM/PROJECT MONITORING & EVALUATION, AND PORTFOLIO 

PERFORMANCE TOOL: KEY CONCEPTS AND TOOLS 

Summa 
Ke Themes 
A) A Framework for Building a 
Results-Based Monitoring & Evaluation 
System 

B) Framework and approach to 
Improved Project Guidelines and 
Procedures for the PIP (using the 
Philippines example, for inputs/ideas 
for the GoAZ 
C) Outline of a Common Framework 
for Case Study Team Presentations 

D) Preparation for Case Study Class 
Presentations (by teams) 

A) An enhanced grasp of the 10 steps 
for building a results-based M&E 
system (at sectoral/line agency level, 
with linka es to the ro·ect level 
B) An improved framework for 
improved project · guidelines and 
procedures for GoAZ's PIP 

C) An operational understanding of a 
common framework for the Case Study 
Team Presentations 
D) To enhance the quality of the case 
study class presentation, and learning 

recess b artici ants 

A) A Framework for Building a Results-Based Monitoring & Evaluation 
System 

26. The above section has outlined an "intuitiven approach to M&E, geared for 
projects and programs. This section will expand these principles to outline a framework 
for developing a M&E system within each sectoral ministry(ies)/agencies, with a focus on 
using the M&E system to attain results. Experience shows that taking a piecemeal and 
technical approach will not break through the obstacles to developing and using effective 
M&E systems to promote sustainable results. Azerbaijan appears to be ready to take on 
the challenges of adopting a results-based M&E system. Linking this system to a 
performance-based budgetary system generate strong syngergies. 

27. Step 1: Conduct a Readiness Assessment: A readiness assessment is a 
diagnostic tool that can be used to determine whether the prerequisites are in place for 
building a results-based M&E system. It provides a guide through 8 areas to determine if 
a country (and ministry/sector agency) has the ability and willingness to adopt andmvoe 
forward with a results-based M&E system. The 8 key questions are: 



).o> What potential pressures are encouraging the need for the M&E system within the 
public sector (or specific agency), and Why? 

).o> Who is the advocate for the M&E system? 
).o> What is motivating the champion to support such an effort? 
).o> Who will own the system? Who will benefit from the system? How much 

information do they really want? 
).o> How will the system Directly support Better resource allocation and the 

Achievement of Program goals? 
).o> How will the organization, the champions, and the staff react to negative 

information generated by the M&E system? 
).o> Where does capacity exist to support a results-based M&E system? 
).o> How will the M&E system link project, program, sector and national goals? 

28. Step 2: Agree on Outcomes to Monitor and Evaluate: It is important to distinguish 
between goals and outcomes. Goals are long-term. Outcomes emerge from goals, and are of 
intermediate tie frame (5 -10 years). From outcomes, one derives targets (1-3 years). One 
cannot set indicators before determining outcomes because it is the outcomes -not the 
indicators - that will ultimately produce the benefits. Inputs, activities, and outputs are all 
derived and flow from the setting of outcomes, which is a vital step in building a results-based 
M&E system. 

29. There is a need to consider various issues in the choosing of outcomes to monitor and 
evaluate, involving international development considerations (e.g., National Poverty 
Reduction Strategy, MDGs), national strategies and priorities. In determining the priority 
outcomes, it is important to build a participatory and consultative process involving main 
stakeholders. There is a need to develop a plan to assess how a government or organization 
will achieve the stated outcomes. 

30. Step 3: Select Key Performance Indicators to Monitor Outcomes. Indicators should be 
developed for all levels of the results-based M&E system, meaning that indicators are needed 
to monitor progress with respect to inputs, activities, outputs, outcomes and goals. Outcome 
indicators will help answer 2 key questions: how will we know success or achievement when 
we see it? Are we moving toward achieving our desired outcomes? The "CREAM" of 
selecting good performance indicators is essentially a set of criteria to aid in developing 
indicators for a specific project, program, or policy, namely "CREAM": 

Clear: Precise and unambiguous 
Relevant: Appropriate to the subject at hand 
Economic: Available at a reasonable cost 
Adequate: Provide a sufficient basis to assess performance 
Monitorable: Amenable to independent validation 

31. A sound guide for determining the number of indicators is the minimum number to help 
determine the achievement of the relevant outcome. 

32. Step 4: Setting Baselines and Gathering Data on Indicators. A performance 
baseline is information (quantitative or qualitative) that provides data at the beginning of, or 
just prior to, the monitoring period. The baseline is used to: 

- Learn about recent levels and patterns of performance on the indicator; and to 
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- Gauge subsequent policy, program, or project performance 

33. There are 8 key questions that should be asked in building baseline information for 
every indicator: 

);.>- What are the sources of data? 
);.>- What are the data collection methods? 
);.>- Who will collect the data? 
);.>- How often will the data be collected? 
);.>- What is the cost and difficulty to collect the data? 
);.>- Who will analyze the data? 
);.>- Who will report the data? 
);.>- Who will use the data? (perhaps the most strategic question!). 

34. Step 5: Planning for Improvement - Selecting Results Targeting. Targets are the 
quantifiable levels of the indicators that a country or organization wants to achieve at a given 
point in time. The factors to consider when selecting performance indicator targets are: 

);.>- Clear understanding of baseline starting point 
(e.g. average of last 3 years, last year, average trend, etc.) 

);.>- Funding and level of personnel resources expected throughout the target period 
);.>- Amount of outside resources expected to supplement the program's resources 
);.>- Political concerns 
);.>- Institutional capacity 

The completed matrix of outcomes, indicators, baselines, and targets becomes the 
performance framework. It defines outcomes and plans for. the design of a results-based 
M&E system that will begin to provide information on whether interim targets are being 
achieved on the way to the longer-term outcome. 

35. Step 6: Monitoring for Results. A results-based monitoring system tracks both 
implementation (inputs, activities, outputs) and results (outcomes and goals) 

Implementation monitoring is supported through the use of management tools - budget, 
staffing plans, and activity planning. There are a number of key principles in building a 
results-based monitoring system: 

);.>- There are results information needs at the project, program, and policy levels 
);.>- Results information needs to move both horizontally and vertically in the 

organization 
);.>- Demand for results information at each level needs to be identified 
);.>- Responsibility at each level needs to be clear for: 

- What data are collected (source) 
- When data are collected (frequency) 
- How data are collected (methodology) 

Who collects the data 
- Who analyzes the data 
- For whom the data are collected 
- Who reports the data 
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A data collection system for all indicators (implementation and results) should possess 3 
criteria: reliability, validity, and timeliness. 

36. Step 7: The "F in M&E - Using Evaluation Information to Support a Results-Based 
Management System. An assessment of planned, ongoing or completed intervention to 
determine its relevance, efficiency, effectiveness, impact and sustainability. The intent is to 
incorporate lessons learned into the decision-making process. Uses of the evaluation include 
the following: 

);> To make resource decisions 
);> To re-think the causes of a problem 
);> To identify issues around an emerging problem, i.e. children dropping out of school 
);> Decision-making on best alternatives 
);> Support of public sector reform I innovation 
);> To help build consensus among stakeholders on how to respond to a problem 

37. Evaluations are intended to answer the following 8 types of questions: 

);> Descriptive: Describe the content of the information campaign in country X for HIV/ 
AIDS prevention 

);> Normative/compliance: How many days during the year were national drinking 
water standards met? ( looks for how a project, program or policy met stated criteria) 

);> Correlational: What is the relation 
between the. literacy rate and number 
of trained teachers in locality? ( shows the link between two situations, or conditions, 
but does not specify causality 

);> Cause and Effect: Has the introduction of a new hybrid seed caused increased crop 
yield? (establishes a causal relation between two situations or conditions) 

);> Program Logic: Is the sequence/strategy of planned activities likely to increase the 
number of years girls stay in school? (used to assess whether the design has correct 
causal sequence) 

);> Implementation/process: Was a project, program or policy to improve the quality of 
water supplies in an urban area implemented as intended? (establishes if proposed 
activities are conducted) 

);> Performance: Are the planned outcomes and impacts from a policy being achieved? 
(establishes links between inputs, activities, outputs, outcomes and impacts) 

);> Appropriate use of policy tools : Has the government made use of the right policy 
tool in providing subsidies to indigenous villagers who need to be resettled due to the 
construction of a new dam? ( establishes whether government selected appropriate 
instrument to achieve its aims) 

38. There are 7 different types of evaluations, which are used to meet different needs, at 
different times in the program/project cylcle: 

(a) Performance logic chain assessment: Asks questions about the basic causal logic of 
the project, program, or policy (cause and effect assumptions) 
Asks about the rationale for the sequence of activities of the project, program, or policy 
Asks about the plausibility of achieving intended effects based on research and prior 
experience 
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(b) Pre-implementation assessment: Preliminary evaluation of a project, program, or 
policy's implementation strategy to assure that three standards are met: Objectives are 
well defined; Implementation plans are plausible; Intended uses of resources are 
well defined and appropriate to achievement of objectives. 
(c ) Process implementation assessment: Provides detailed information on whether the 
program is operating as it ought ( are we doing things right?); Provides detailed 
information on program functioning to those interested in replication or scaling up a pilot; 
Provides continuous feedback loops to assist managers 
(d) Rapid Appraisal: It allows for quick, real -time assessment and reporting, providing 
decision-makers with immediate feedback on the progress of a given project, program, or 
policy. 
(e) Case Study: A case study is a method for learning about a complex situation and is 
based on a comprehensive understanding of that situation. 
(f) Impact Evaluation: Provides information on how and why intended (and un-intended) 
project, program, or policy outcomes and impacts were achieved (or not) 
(g) Meta Evaluation: Pulls together known studies on a topic to gain greater confidence in 
findings and generalizability; Addresses where there are credible supportable evaluation 
findings on a topic; Compares different studies with disparate findings about a topic 
against a common set of criteria 

39. Step 8: Reporting the Findings. The findings: 
)o> Give information on the status of projects, programs, and policies; 
)o> Provide clues to problems 
)o> Create opportunities to consider improvements in the (projects, programs, or 

policy) implementation strategies 
)o> Provide important information over time on trends and directions 

40. Step 9: Using the Findings: There are 10 uses of the evalution findings: 

)o> Responds to elected officials' and the public's demands for accountability 
)o> Helps formulate and justify budget requests 
)o> Helps in making operational resource allocation decisions 
)o> Triggers in-depth examinations of what performance problems exist and what 

corrections are needed 
)o> Helps motivate personnel to continue making program improvements 
)o> Monitors the performance of contractors and grantees 
)o> Provides data for special, in-depth program evaluations 
)o> Helps provide services more efficiently 
)o> Supports strategic and other long-term planning efforts (by providing baseline 

information and later tracking progress) 
)o> Communicates better with the public to build public trust 

41. Step 1 O: Sustaining the M&E System Within the Organization. There are six key 
components in building the sustainability of M&E systems: 

)o> Demand 
)o> Clear Roles and Responsibilities 
)o> Trustworthy and Credible Information 
)o> Accountability 
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~ Capacity 
~ Incentives 

42. To sum up, this module has progressed from a more traditional project-level M&E 
approach to a results-based M&E system. The latter are a powerful management tool that 
can be used by Governments (and its and other organizations) to demonstrate accountability, 
transparency and results. Results-based M&E systems should be considered as work in 
progress. Building the cultural shift necessary to move an organization toward results 
orientation takes time, commitment, and political will. 

B) Framework and approach to Improved Project Guidelines and Procedures for the PIP 
(using the Philippines example, for inputs/ideas for the GoAZ) 

Note: The class presentation will review some of the key elements of an improved system of 
PIP project guidelines and procedures 

C) Outline of a Common Framework for Case Study Team Presentations 
(note: a common framework will be presented by the class trainer) 

D) Preparation for Case Study Class Presentations (by teams) 
(some time will be provided to enable the Project Teams to prepare for their class 
presentation) 
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AZERBAIJAN 
PUBLIC INVESTMENT POLICY PROJECT 

TRAINING WORKSHOP FOR TECHNICAL STAFF 

IMPROVING PUBLIC INVESTMENT POLICY AND INTEGRATED PROJECT ANALYSIS 
IN THE PROJECT LIFE-CYCLE: 

FROM KEY CONCEPTS TO PRACTICE 

MODULE VI: 
SELECTED SECTOR/PROJECT CASE STUDIES: 
APPLICATION OF KEY CONCEPTS AND TOOLS 

A) Approach to Project Case Studies (note: This section will be presented, as a 
guide for the Project Team presentations) 

1. Module VI will help consolidate the application of the key concepts, principles and 
tools of financial and economic analysis and project performance (according to the project 
cycle) covered in modules 11-V, contextualized for sectoral investment projects in Azerbaijan, 
through reviewing and re-assessing actual Azerbaijani projects in the form of project case 
study exercises (completed and under implementation). 1 Attachment 1 provides a project 
profile for the 5 projects which will be used as a tool for practical learning and applications. At 
the beginning of module II, each participant will be assigned to a specific project case study 
team (comprised of 3-5 other participants, with at least 1 participant already working on or at 
the project's sector/Ministry), and provided with the relevant and available project 
documentation. During the training modules (11-V), these specific project cases will be used 
to help contextualize and apply the key concepts and tools covered in the training workshop. 
By the time the training workshop reaches Module VI, it is expected that each participant will 
become intimately familiar with the assigned project being used as a case study (and its 
relevant documentation). Module VI will focus on providing the project case study teams an 
opportunity to present their case study assessment and recommendations to the workshop 
group, based on a number of key guiding questions (to be given to them at the beginning of 
the class). A role playing scenario will be created for these presentations/discussions, 
whereby each presenting sector team makes the structured presentation to a "PIP Technical 
Committee", which would review and decide on the proposal (approve, disapprove, or 
request further analysis/work), based on assumed project preparation and approval 
guidelines (arising from the training workshop). 2 Accordingly, the case study presentation 
(and class discussion, about 45 minutes per project case study) will encourage the participant 
project teams and other class members (who will take turns serving on the PIP Technical 
Committee) to consolidate and apply their gained knowledge on key concepts and tools, 
within the constraints of data and time. Class members (playing the role of members of the 
PIP Technical Committee) will be encouraged to provide critical comments/suggestions, 
while also participating as project case study team members and presenters. 

1 All of the case studies identified (6 projects, to enable about 4 participants per case study team) are being financed by the 
World Bank, and one project by the ADB (Highways Project). See Attachment 1 for a summary profile for each project. 
2 It is assumed that the PIP Technical Committee will be comprised of Directors from the central Ministries {MoED, as 
Secretariat, MOF, Cabinet of Ministers, Ecology, and any other expert requested). The Committee would review the merits 
of the project proposal (either Project Concept Stage or Feasibility Study stage) and compliance with assumed guidelines 
of integrated project analysis (consistent with international standards) 



2. There will be 4 Azerbaijani sector specialists (from the PIPE Project), together with 3 
trainee/resource persons from Center for Economic Reform (CER), who will serve as 
resource persons for each project case study team, during the training workshop, including 
providing assistance for some of the computer-based exercises. These resource persons, 
together with some workshop trainee graduates (achieving "Excellent" performance" rating), 
will be selected to be potential future trainers/"mentors" in project analysis and performance 
assessment, will be available to the trainee graduates to provide post-training workshop 
hands-on-assistance and mentoring (on a "demand" basis). This follow-up assistance is 
intended to help ensure that the improved concepts and tools will be effectively applied on
the-job, especially since the institutional "environment" and procedures are still in the 
"transition" process. Past training workshops (on this and other topics) have been criticized 
for a failure to provide this type of informal and demand-driven and on-the-job follow-up 
assistance. 

3. The thrust and rationale of the key questions will focus on encouraging the project 
case study team to creatively assess/re-assess and enhance the investment project analysis 
and justification (with a focus on the project design alternatives, implementation and post
implementation stages) of the specific project case study assigned to each team. 
Attachment 2 provides some of the key "generic questions" which will be addressed during 
modules 11-V, and to be considered by each project case study team. Some of these 
questions will be adapted to each project situation (with the assistance of the workshop 
resource sector specialists). Accordingly, this participatory co-learning approach will help 
achieve the learning outcome of Module VI of consolidating and deepening p articipant 
operational understanding of the application of basic concepts and tools of integrated 
financial and economic analysis of projects in the context of the project life-cycle. 

4. Discussion of strategies for improving project prioritization, preparation and appraisal 
procedures and standards will also be included in this module (e.g., the role and functioning 
of the "hypothetical" PIP Technical Committee), with the aim of generating ideas which could 
provide inputs for GoAZ (coordinated by MOED). Module VI will generate discussion of 
ideas and possible strategies for strengthening the institutional capacity of selected 
agencies/work units (associated with the case study project) in financial and economic 
analysis, building on and contributing to the parallel work being carried out by PIP Project in 
strengthening the PIP process and the linkages with the macroeconomic framework, 
Strategic Sector Development Plans/SSDPs, Medium Term Expenditure Framework/Medium 
Term Budget Framework, while recognizing that these institutional improvements are in 
process (or planned). This latter point recognizes that the use of the tools learned in the 
workshop will be enhanced by encouraging the participants to apply the relevant concepts 
and tools in their work assignments, given that relevance of the training for resource 
allocation decisions. This theme will be given emphasis during the training to be provided to 
management from the central and line ministries, who will be encouraged to promote an 
improved institutional "environment" and professional commitment to applying more rigorous 
and transparent financial and economic analysis in all phases of the project life-cycle. It is 
recognized that any proposals to improve current project procedures/processes, as part of an 
improved PIP, will need to follow Government's improved procedures and guidance. 

2 



B) Presentation/Discussion of Project Case Studies 

5. In the light of above approach, each project team will present the project to the PIP 
Technical Committee, and focus on the most relevant questions for their assigned project 
(using the key questions outlined in Attachment 2 as a general guide, and where each team 
is encouraged to be creative in outlining the most appropriate methodologies for project 
analysis and justification). The overall question for all project teams should be: 
If you were to re-design the project or present a Phase 2 (for either the 
Project Concept or Feasibility Approval Stages, what are the main 
changes and improvements you would make, or approaches to secure 
approval from the Government. (give justification, based on the concepts 
and tools you have learned). The questions with an asterisk (*) are required for all 
project teams, and other questions are optional, depending on their relevancy. Each project 
team should not exceed 30 minutes for the class presentation, use visual aids wherever 
possible, and diverse perspectives, to be followed by 15-30 minutes of feedback and 
discussion from the members of the PIP Technical Committee. Another 15 minutes will be 
taken for comments/suggestions by the trainer(s) and resource persons (including the GoAZ 
Project Coordinator for the actual project). The emphasis in the presentations should be on 
applying appropriately the key concepts and methods, and the rationale underpinning their 
points, and the main assumptions and analytical tools which could/should be applied. 
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CHAPTER 1. INTRODUCTION 

1.1. OBJECTIVES AND PURPOSES OF THE MANUAL 

1.1.1. This Manual is about the public investment policy and program in Azerbaijan. Its main 
objective is to contribute to GOAZ's efforts to develop the necessary institutional 
and technical capacity of all concerned State agencies for the fonnulation, 
preparation and approval of sound public investment policy and program (PIPP). 

1.1.1.1. It is also an important objective of this Manual to strengthen the inter-linkages 
and consistency of development planning, budgeting, and investment 
programming with each other by using the improved PIPP preparation as a bridge 
among them. 

1.1.1.2. This Manual's last, but certainly not least, important objective is to make a strong 
contribution to GOAZ's anti-corruption and democratization policies by 
bringing the public investment project selection process under objective and 
transparent procedures and criteria. 

1.1.2. To meet the above objectives, the Manual aims at strengthening the existing 
institutional set-up, improving the current procedures and practices, and 
introducing new techniques and formats. Since GOAZ's decision in early 1990s to 
move the economy to a market-based and liberal system, there has not been any 
systemic review and evaluation of the suitability of government institutions, procedures 
and techniques to the efficient selection of public investment projects. It is, therefore, 
quite natural that the current system needs several new or improved key institutions, 
procedures, and analytical techniques and fonnats for the formulation, preparation, 
and approval of a sound PIPP. 

1.1.2.1. These requirements include: 
• The establishment of new institutions, like the High Policy Planning 

Council (HPPC) at the Cabinet of Ministers level; the PIP Task Force and 
the Investment Review Committee both at MOED; 

• Adoption of new procedures and practices like developing the PIP as a 
development planning and macroeconomic policy tool rather than as a 
projects list; improving the Sector Development Plans as a basis for 
sector's planning, budgeting, and investment programming inputs; adapting 
the PIP Call Circular to the new concept of the PIP; separating the project 
development process from the PIP preparation; making the project 
preparation and selection process involve only LMs/agencies, MOED, and 
MOF; and 

• Introduction of new instruments, or their stricter observance if already 
being used, such as a fonnal consistency model in determining the PIP's 
overall and sectoral framework; adopting a formal approach for determining 
the overall and sector PIP ceilings; a completely improved PIP CC format; 
introducing some methods of qualitative (policy-based) as well as formal 
and standard cost-benefit, cost-effectiveness and other quantitative 
measures for project prioritization and selection. 

5 



1.1.2.2. The Manual pays utmost care to avoid introducing excessive requirements on the 
current system of public investment selection. Nonetheless, what have been 
introduced here as additional requirements, however overburdening they may 
seem to be, are the minimum and indispensable improvements that GOAZ needs 
to adopt for the efficient use of its oil resources. This is also apparent from the fact 
that most other CIS countries have already adopted or been adopting the similar 
institutional and procedural improvements as introduced in this Manual. 

1.2. COVERAGE OF THE MANUAL 

1.2.1. As already mentioned, this Manual is about the public investment policy and program 
(PIPP) in Azerbaijan, but it does not cover the whole PIPP process. Its coverage is 
confined to: 

• the formulation of the public investment policy; 
• the preparation, processing, and approval of the public investment 

program in line with the formulated investment policy; and 
• the identification, preparation, processing, and acceptance of the public 

investment projects into the public investment program. 

1.2.1.1. The Manual thus leaves out the implementation of PIPP and its monitoring and 
evaluation (M&E). The implementation of PIPP involves policy, budgetary, and 
project aspects. Policy aspects are essentially implemented through all 
macroeconomic policies, including fiscal, monetary, balance of payments, and 
incomes policies, and cannot be regulated by a specific manual. The budgetary 
aspects of PIPP implementation are regulated by the related procedures and 
practices of the State Budget and those of the other State Agencies' budgets. 
Project implementation also has budgetary and management aspects. Projects' 
budgetary issues are covered by budget procedures, as already noted, by MOF 
and LMs/agencies. Project Management is an important and separate area of 
specialization and should be guided and regulated by a standard public-sector
wide manual, supported by sector-specific manuals in view of widely differing 
features of public investment projects in different sectors. 

1.2.1.2. The Monitoring and Evaluation (M&E) of PIPP are very important not only for 
assuring the efficient use of public resources but also for valuable inputs 
(feedbacks) they will provide to the next round of the PIPP process. It is indeed 
such feedbacks resulting from monitoring and evaluation of the recent and current 
PIPPs that will help to make the next PIPP a reconciliation of top-down and 
bottom-up planning processes. 

1.2.1.2.1. The M&E of PIPP also has budgetary, policy, and project aspects. The 
budgetary aspects are again carried out through the existing reporting 
procedures and information flows of the State and other agencies' budget, 
though their effective use particularly for evaluation needs to be substantially 
improved. 

1.2.1.2.1.1. The M&E of policy aspects of PIPP should be done by MOED's both ad hoc 
and periodic review and assessment of the implementation of recent and 
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current public investment policies and programs and reporting to GOAZ its 
recommendations for corrective actions and improvements on the ongoing and 
future PIPPs, respectively. 

1.2.1.2.1.2. The M&E of project implementation in physical terms are almost non
existent at LMs/agencies and are not even considered at MOED. There is a 
major need to develop M&E capacity at both LMs/agencies and MOED, and to 
prepare a good manual to this effect, for sound project implementation and for 
drawing the necessary lessons for the design and improvement of the future 
PIPPs. 

1.2.2. The coverage of this Manual also excludes budgeting of public investment 
spending (projects) because it defines PIPP as a policy and planning instrument, and 
not as a budgetary tool. Budgeting of all public capital spending should be done by 
MOF and all State agencies as an integrated part of their overall (including recurrent, 
capital, and transfer) budget formulation and implementation processes. 

1.2.3. The Manual's coverage of the public sector is all inclusive. It covers all budgetary 
organizations, all State owned extra-budgetary funds (SOFAR and SPF), all State 
Owned Enterprises (SOEs) irrespective of the size of State ownership, and all local 
and municipal authorities. Reporting requirements cover all spending defined as 
"capital spending" according to the economic classification of GOAZ/MOF Budget 
Classification System, irrespective of the sources and types of their funding and 
whether they are in the form of specific projects or not. 

1.2.4. The universal character of this Manual reflects its definition of PIPP as a planning 
and policy instrument. A meaningful analysis of the size and sectoral structure of 
public investment and the changes in them with respect to the national and sectoral 
development objectives and strategies, and the formulation of sound public investment 
policies and programs will not be possible unless MOED receives on a regular and 
timely basis full information on capital spending in required formats from all State 
(the public sector) agencies. 

1.2.5. Finally, the timing (calendar) of the PIPP process need to be specified with statutory 
deadlines for each major steps/output. The Manual has specified the approximate 
timing of only the initial steps of the PIPP process. The calendar for the whole PIPP 
process must be determined in harmony with that of the State Budget process 
once the ongoing work on the preparation of the Budget Processing Manual is 
completed. 

1.3. THE METHODOLOGY 

1.3.1. The methodology used in this Manual in order to meet its stated objectives, with its 
above mentioned coverage, is based on a modular approach in terms of both its 
content and its development. 

1.3.1.1. As for the content of the Manual, its methodology considers PIPP as comprising 
three modules: (i) the national and sectoral development policy framework as a 
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reference post for PIPP parameters over the medium-term (Chapter 2); (ii) 
translating this into a public investment program, which will reconcile public 
investment projects proposed by LMs/agencies with (i) formulated by the central 
ministries (Chapter 3); and (iii) the projects development from the project idea 
stage through pre-feasibility and appraisal stages to its acceptance into the PIP 
(Chapter 4). 

1.3.1.2. Although the Manual is about the PIPP, it nevertheless regulates certain aspects of 
the formulation of Medium-Term Macroeconomic Framework; Sector Strategic 
Development Plans, and inter-linkages among planning; budgeting and investment 
programming. This is due to the fact that PIPP cannot be developed as a stand
alone policy instrument, and that its successful design and implementation 
depend on certain corresponding improvements in related policy instruments, 
which are in any case needed for many other equally, if not more, important 
reasons. The Manual, however, limits its interest in such "complementary" 
areas to the extent relevant for the formulation of a sound PIPP. 

1.3.1.3. Development of the Manual was also carried out through a modular approach. 
MOED started in April 2005 working, with the support of TA from the USAID/PIP 
Project, on a program for the enhancement of relevant State agencies' capacity for 
improved PIPP formulation. This program was scheduled to complete a series of 
technical tasks by mid-2007 to cover all key areas of the public investment 
program preparation and project appraisal. These tasks, which were discussed 
with and disseminated to all relevant stakeholders, have then formed the 
basis of this PIPP Manual. 

1.3.1.4. Finally, this Manual is certainly not a teaching or training manual. Nor it is an 
operational manual explaining how some key technical tasks to be performed. It 
is rather a "procedural manual" or perhaps coming close to a guide-book, 
explaining how and through what steps the public investment policy and 
investment program should be prepared in Azerbaijan in order to ensure the right 
outcome, provided that the required technical work is also done satisfactorily. It 
would not, however, be possible to undertake "good technical work" on PIPP and 
to produce "good PIPP" without such a Manual because the adjective "good" in this 
case can only be assured by the procedures of the kind developed in this Manual. 

1.3.1.5. Though characterized as a "procedural manual'', its long list of extensive annexes 
on almost all PIPP-related important operational issues bring it close to an 
operational manual. In addition, an accompanying CD is providing for reference 
purposes a rich collection o most "reputable" manuals in the main PIPP-related 
areas, namely, budget, public expenditure management (PEM), and project 
appraisal. 

1.4. ESSENTIAL DEFINITIONS 

8 



CHAPTER 2. PUBLIC INVESTMENT POLICY AND ITS INTEGRATION 
WITH PLANNING AND BUDGETING 

2.1. STRATEGIC MACRO-PLANNING PROCESS 

2.1.1. PIPP is an integral part of government planning and budgeting activities. This 
results from the fact that every phase of the process of public investment development 
and appraisal is closely linked with each other as well as with the national and sectoral 
development objectives and strategies. This integrated nature of the project 
development and appraisal in the public sector will manifest itself throughout the 
Manual (see Annex 1 for a condensed illustration of the subject). 

2.1.2. The GOAZ formulates and implements its public investment policy and program (PIPP) 
for the next fiscal year plus the following three years in order to most effectively use 
the country's limited resources for attaining the medium- to long-term national and 
sectoral development objectives. Hence, the PIPP process is an integral part of the 
national and sectoral development planning and budgeting processes. This will be 
achieved by integrating the formulation and preparation processes of PIPP with that of 
the development plans (e.g., SPPRSD, SPSEDR, and SSDPs) and the government 
budgets (State Budget, Consolidated Budget, and MTBF). This Manual, therefore, 
refers to some existing as well as new (proposed) practices in planning and budgeting, 
even though its main concern is public investment programming. 

2.1.3. Setting national and sectoral development objectives and strategies: Total public 
investment and its distribution by sector and by region over the medium-term will be 
estimated as part of the same exercise with respect to total investment in the 
economy. This in turn requires prior identification of national and sectoral development 
objectives and strategies. The latter is essentially a political decision made by the 
President on the basis of appropriate technical work prepared, under the guidance and 
supervision of the High Policy Planning Council (HPPC), jointly by MOED (HPPC 
Secretariat), MOF and NBA (see Annex 2 for the composition and main functions of 
HPPC). 

2.1.3.1. Early in the fiscal year the President will request HPPC to undertake a review of 
recent economic developments and an assessment of medium-term prospects. This 
review and assessment will be prepared by MOED jointly with MOF and NBA and 
discussed at an HPPC meeting by end-January, resulting in the President 
tentatively identifying the new medium-term national and sectoral development 
objectives and strategies. 

2.1.3.2. MOED will prepare, jointly with MOF and NBA, and submit by end-February to 
HPPC three scenarios of development (the base-, low-, and high-cases of MTMF) 
for the next four years by using a formal consistency model (e.g. the WB's RMSM
X), identifying annual growth rates of overall and sectoral GDPs, annual inflation, 
budget and BOP current account balances, total and public investment by sector, 
and broad sectoral spending ceilings (further details are provided in Annex 3). 
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2.1.3.3. Parallel to MOED-led work on the MTMF scenarios, the broad budgetary targets, 
including sectoral spending ceilings, will be developed by MOF-led work into the 
three corresponding scenarios of Medium-Term Fiscal (Financial) Framework 
(MTFF), with detailed estimates/prognoses of all revenues, expenditures (current, 
capital and transfers), and financing transactions of all public sector agencies. MOF 
submits these MTFF scenarios to HPPC by mid-March. 

2.1.3.4. After appropriate discussions of these scenarios of both MTMF and MTFF, HPPC 
will decide on the base-case scenario of each for the next four years and 
recommend them to the Cabinet of Ministers (COM) by end-March. Once approved 
by the COM, MTMF and MTFF will serve as the basis of the Joint Call Circular 
(JCC) (see below) issued by the COM by mid-April to guide all government 
agencies in their planning, investment programming, and budgeting work in the 
current year. 

2.2. STRATEGIC SECTOR DEVELOPMENT PLANNING (SSDP) 

2.2.1. SSDP reconciles and integrates top-down and bottom-up planning with each 
other. 

2.2.1.1. The JCC will include the most recent set of medium-term national and sectoral 
development objectives, strategies and spending limits as well as appropriate 
guidance and instructions to be observed by all agencies in preparing their SSDPs 
(or updating the existing ones) and their submissions to MOED and MOF for 
planning and budgeting documents. What appears to be a top-down planning 
process in this case, however, already has significant reconciliation with bottom-up 
planning built in the process: This is because JCC is based on the review and 
assessment by both line and central ministries of recent sectoral 
developments, outcomes of major projects in all sectors, and the progress made in 
the implementation of SSDPs. 

2.2.1.2. Each line ministry/agency will forward the JCC, together with its own instructions and 
guidance, to its departments and field offices, asking them to send to the LM/agency 
head-office all requested information and their spending requests with appropriate 
justifications. LM/agency will then mould such information and spending programs 
(bottom-up planning) into its SSDP in line with the guidance and instructions of the 
JCC (top-down planning). 

2.2.1.3. This reconciliation of bottom-up and top-down planning processes is further 
facilitated by all LMs/agencies using the same structural format for their SSDPs 
as shown in Annex 4. Using a common SSDP format by all agencies will enable 
MOED and MOF to check their consistency and feasibility with respect to the overall 
development objectives and constraints as well as with each other. 

2.2.2. SSDP is an "operational document" as distinct from "a wish list of projects". 

2.2.2.1. Every LM/agency charts in its SSDP the main contours of expected 
developments in its sector with adequate explanation of how they would be 
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realized (i.e., through what strategies, policies and projects, and with what 
resources). 

2.2.2.2. SS DPs are prepared usually for 10 to 20 years. Hence, it is difficult for 
LMs/agencies to assure the realism and operational value of SSDPs. LMs/agencies 
will, therefore, annualize the next four years of their SS DPs as a rolling medium-term 
development program of their sectors. The annualized part of any SSDP should 
include only those programs and projects that can be realized through funding 
requested in the LM/agency's budget and PIP submissions to MOF and MOED, 
respectively. 

2.3. THE PIP IS A POLICY AND PLANNING DOCUMENT 

2.3.1. PIP is a policy and planning rather than budget document. It does not provide 
budgetary commitments and spending authorization to LMs/agencies. It is the 
State Budget prepared by MOF and approved by the Milli Mejlis that can authorize 
LMs/agencies to undertake appropriate capital spending. Hence, those PIP projects 
and programs to be undertaken by the budgetary agencies should have corresponding 
spending entries in the State Budget itemized and classified by administrative, 
functional and economic categories. 

2.3.1.1. The preparation of PIP as a policy and planning document is explained in the next 
chapter, while the main content of its policy analysis is explained here. 

2.3.2. The PIP will analyze the recent and current public investment policies and 
performances; derive lessons from them; recommend appropriate public investment 
policies to help attain the national and sectoral development objectives over the 
medium-term; and identify for inclusion in the State Budget the major public investment 
projects and other capital spending proposals in line with the proposed public 
investment policies. 

2.3.2.1. As distinct from developed market economies, where the main task of public 
investment is to refine resource allocation at the margin, the PIP in Azerbaijan 
should be used as an instrument for sustained economic development with 
stabilization, and changing the structure of asset ownership and production in 
the economy. 

2.3.2.2. MOED will therefore present in the PIP an analysis of recent, current, and expected 
developments in the overall size of public investments with respect to the national 
and public sector resource envelopes and assess its appropriateness in terms of its 
contribution to economic stabilization and sustained development. 

2.3.2.2.1. This in turn requires an analysis of the overall size of the PIP with respect to total 
amount of investment in the economy, given the desired role of the GOAZ in the 
economy and the size of financial resources of the public sector. 
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2.3.2.3. GOAZ has long decided that Azerbaijan will develop as a market-based economy 
and the government's role will gradually be reduced to providing public 
services and regulatory functions, except where market forces cannot prevent the 
emergence of natural monopolies and where large social externalities and limited 
private profitability are involved (e.g., education, health, and defense). 

2.3.2.3.1. The PIP will accordingly review and evaluate both the progress that has been 
taking place in the privatization program through the end of PIP period; and 
public investments in general and by SOEs in particular vis-a-vis the privatization 
program (i.e., should State continue investing in SOEs and areas destined for 
privatization?). 

2.3.2.3.2. The change in asset ownership for transition of Azerbaijan to a market economy 
will also require that the PIP evaluate the rationale of public investment 
programs and projects in terms of government role in the economy. This will help 
diagnose at what pace GOAZ has been moving towards a market-based economy. 

2.3.2.3.3. The PIP will also review and evaluate to what extend the composition of its 
projects content contributes to Azerbaijan's transition to a private-sector-led 
economy, particularly by enhancing productivity of private investments and social 
justice programs (e.g., investments in infrastructure, health, education, and public 
safety). 

2.3.2.4. Since independence, GOAZ has been aiming at changing the structure of 
production in Azerbaijan in three major directions: (i) moving away from 
dependence on the former Soviet economy towards integration with world economy; 
(ii) developing the non-oil sectors; and (iii) promoting activities and regions that 
make greater impact on poverty reduction. 

2.3.2.4.1. Having committed to transition to a private-sector-led market economy, GOAZ 
has been developing the necessary business and investment environment for 
the private sector to undertake the desired transformation in the structure of overall 
production along the directions noted above. To this end, the government will use 
the public investment policy as one of the most effective tools to guide and 
facilitate private sector activities. 

2.3.2.4.2. The PIP will therefore review and evaluate the recent and current public 
investment policies in terms of their possible contribution to the desired 
transformation of production structure, and propose necessary revisions and 
improvements in them to enhance their effectiveness over the next PIP period. 

2.3.2.4.3. The above analysis and recommendations for the next PIP period will be based on 
the functional allocation of past and future public investments both across and 
within sectors in relation to the public-private sectors' role in the economy and the 
objectives for structural change in production. 

2.3.2.5. Finally, the public investment policy will aim at attaining its objectives, both those 
which are noted above and others that may be included in the annual JCCs, in most 
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efficient and sustainable ways. Hence, the PIP will evaluate the recent, ongoing, 
and proposed public investment policies to diagnose if their formulation process 
included the necessary mechanisms for ensuring: (i) the aggregate fiscal 
discipline; (ii) sound prioritization of investment programs and projects; and (iii) 
technical efficiency and sustainability of capital expenditures. 

2.3.2.5.1. It will be possible to keep the public investment policy from having adverse effects 
on the aggregate fiscal discipline with the help of appropriate macroeconomic 
and sectoral planning procedures and instruments as explained above. Sound 
prioritization of investment expenditures requires, first, observing strategic 
prioritization in functional allocation of total public investments across and within 
sectors, as explained above, and secondly, undertaking economic and social cost
benefit or cost-effectiveness analyses, which will be explained in the next chapter. 
Finally, the PIP will evaluate technical efficiency and sustainability of past and 
proposed public investment policies. This will in turn require looking into whether 
the PIP is accompanied by adequate budgetary allocations for recurrent 
expenditure requirements of its projects, particularly with the right balance between 
wage and non-wage (O&M) recurrent expenditures. 

2.4. INTEGRATION OF PLANNING, PUBLIC INVESTMENT PROGRAMMING, AND 
BUDGETING 

2.4.1. It is of crucial importance to ensure that both the plans (SPPRSD, SPSEDR, and 
SSDPs) and the PIP will be fully implemented and that the Consolidated/State Budget 
will serve to attain the national and sectoral development objectives of the country. 

2.4.1.1. The statutory responsibility for the preparation of the budget documents (including 
State Budget, Consolidated Budget, MTBF. and their attachments as shown in the 
Budget System Law) lies with the MOF. Similarly, the preparation of the Public 
Investment Program is the responsibility of MOED. The State Programs for Poverty 
Reduction and Sustainable Development and for Socio-Economic Development of 
Regions are prepared by the specially established two Secretariats under MOED. 
The Sector Strategic Development Plans (SSDPs) are prepared by LMs/agencies. 

2.4.1.2. The plans' aspirations in terms of national and sectoral developments over the 
medium-term would be meaningful only if they are based on realistic estimates of 
budgetary (funding) and other constraints. Otherwise. those activities, programs, 
and projects, which are not provided for in the LMs/Agencies' submissions to MOF 
and MOED for the rolling medium-term Budget and the PIP. will be redundant and 
will only damage the operational value of the plan documents. 

2.4.2. With this Manual, GOAZ is adopting three important practices to ensure complete 
harmony and integration of these key policy instruments with each other. These 
practices, which have already been referred to above, are the following: 

• Adopting a central coordination body (HPPC) to guide and supervise the 
necessary technical work to prepare MTMF and MTFF (or MTBF) in line 
with the medium-term national and sectoral development objectives and 
strategies announced by the President; 
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• Based on the MTMF and MTFF, issuing appropriate guidance and 
instructions to all state agencies, in a single document (JCC), for the 
preparation of their annual submissions to MOF and MOED for the budget 
and plan documents, and asking them to present their responses for the 
Budget, PIP, and SPPRSD also in a single document; and 

• Requiring all LMs/agencies to prepare (or revise) their Sector Strategic 
Development Plans (SSDPs) in line with the national and sectoral 
objectives and strategies of JCC and with the template recommended by 
MOED'(Annex 4), and to base all their submissions for the budget and plan 
documents upon their SSDPs. 

14 



CHAPTER 3. PUBLIC INVESTMENT PROGRAM (PIP) 

3.1. COVERAGE AND COMPOSITION OF PIP 

3.1.1. The coverage and composition of PIP should be determined according to its 
purposes. This Manual has been prepared with the understanding that GOAZ wants 
to use the PIP as a major policy and planning instrument in the successful 
management of national and sectoral development of the Azerbaijan economy over 
the medium- to long-term. 

3.1.2. Hence, the PIP should have a universal coverage. All state agencies, including 
state owned enterprises, will report to MOED and MOF all necessary information on 
their investment and other capital spending--last year's actual, current year's expected 
actual, and the next four years' proposed figures. The necessary reporting details and 
instructions will be provided by the annual JCC/PIP CC as explained below. 

3.1.2.1. A template for the Azerbaijan public sector's overall balance of uses and 
resources is given here in Annex 6. This presentation provides not only an overall 
picture of public sector financial balances but also an invaluable analytical tool, 
particularly if its income, expenditures, savings, and investment data correspond to 
that of national income accounting. This requires the preparation of a special 
manual explaining how to arrive from GOAZ data to national accounting data for the 
concepts used in the public sector balance table. 

3.1.2.2. With the help of the public sector's overall balance table, the PIP will compare the 
size of public investment against that of public savings by each major 
component of the public sector. This is in fact an indispensable analytic 
presentation needed for the analysis of not only the public investment policy but also 
the overall macro balances of the economy. It will enable GOAZ to see what 
segments of the public sector is contributing, or not, to inflationary pressures in the 
economy and how such pressures are absorbed or not by each segment's resorting 
to capital transfers from the private sector and foreign borrowing. 

3.1.2.3. The presentation/format of the PIP should facilitate its usage by the GOAZ as a 
policy and planning instrument. There is not an internationally accepted standard 
format of PIP. However, a sample format for the Azerbaijan PIP, in the form of an 
annotated outline, is provided here in Annex 7, largely reflecting the main contours 
of public investment policy analysis described in the previous chapter. 

3.1.3. This Manual requires that all LMs/agencies report all necessary PIP-related as well 
as other capital spending information to MOED and MOF as grouped by functional, 
economic, and administrative classification; by the central authorities, local authorities, 
municipalities, and SOEs (those included in the privatization program shown 
separately); and by financing whether from the State Budget, own funds, domestic 
borrowing, and external funding. Finally, the major projects will be listed separately 
with adequate information on each to inform MOED/MOF as well as the general public 
of justification for its inclusion in the PIP. 
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3.1.3.1. This will enable both the MOF to properly include all capital spending of all budgetary 
agencies in the State and Consolidated Budget and the MOED to analyze such 
spending as noted in #2.3. 

3.1.3.2. In order to facilitate the whole process of PIP reporting and analysis, MOED will 
maintain a Public Investment Projects Registry (PIPR), which will form the 
introductory section of the PIP Database. For PIPR purposes, MOED will introduce a 
public-sector-wide "investment projects numbering system" to be used by all 
LMs/agencies. A sample of such numbering system could be as follows: 2006 C 02 
0037 (or 2006C020037), which indicates that the project was first accepted into the 
PIP in 2006; belonged to a sector whose main code is "C" and to a sub-sector coded 
with "02"; and was numbered by its LM/agency with "0037". 

3.2. PREPARATION OF THE PIP CALL CIRCULAR 

3.2.1. The PIP preparation process will start early in the fiscal year with the initiative of 
the President's Office to have the national and sectoral development objectives and 
strategies reviewed and revised, as needed, over the medium-term (more specifically, 
over the next four years). This will involve developing a MTMF by MOED and a 
MTFF/MTBF by MOF that will serve as the common framework for all plan and 
budget documents as well as for the formulation of public investment policy and 
program. The previous Chapter indicated the procedures to be followed and the main 
parameters to be worked out for these purposes. The present chapter, on the other 
hand, provides guidance and instructions on how to translate those objectives and 
strategies and investment policy parameters into an effective PIP, starting with the 
preparation of a satisfactory PIP Call Circular. 

3.2.2. The national and sectoral development objectives and strategies and appropriate 
public investment policies to realize them are transformed by the MOED, jointly with 
MOF and the SPPRED Secretariat, into a Joint Call Circular (JCC) providing 
necessary guidance and instructions to all State agencies on how to prepare 
their submissions to the next SPPRSD (or its Annual Performance Review) and the 
rolling medium-term budget and PIP. 

3.2.2.1. The JCC is composed of four distinct but interrelated parts: 
a) An overview of national and sectoral development objectives, strategies, 

priorities and expected outcomes; 
b) Guidance, instructions, and information requests regarding the sectors' 

submissions, based on the overview in (a) above, for the preparation of the 
next SPPRSD or its Annual Performance Review (that may be called 
"SPPRSD Call Circular"); 

c) The same as in (b) for the preparation of the rolling medium-term Budget 
(Budget Call Circular); and, 

d) The same as in (b) for the preparation of the rolling medium-term Public 
Investment Program (PIP Call Circular). 

3.2.2.2. Since this Manual is about the PIPP, it essentially regulates the PIP-related part of 
the JCC, naming it as the Joint/PIP CC. The prefix "joint" is kept in order to 
emphasize the crucial importance of having a full harmony between the three call 
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circulars noted above. Annex 5 provides the 2007-10 PIP Call Circular as an 
example, though it still has two important elements missing, namely (i) the 
macroeconomic and sectoral framework, and (ii) the sectoral spending ceilings. 

3.2.2.3. The JCC (or the JCC/PIP CC) will give as much emphasis on providing adequate 
guidance and instructions to LMs/Agencies as on information requests from them, 
particularly because the former will assure the success of the latter. Such guidance 
and instructions will identify in detail the national, sectoral, regional, and project-wise 
strategies and priorities based on the objectives and strategies envisaged by the 
rolling MTMF and MTFF. MOED will also provide in the annual Joint/PIP CC detailed, 
if necessary sector-oriented, guidance and instructions regarding the interpretation 
and implementation of priorities; specific concerns relating to particular shortcomings 
in recent years' practices; appropriate warnings of potential risks; new approaches 
and techniques to be adopted in investment programming, and the like. 

3.2.2.4. The Joint/PIP Call Circular requests information from line ministries in three 
categories: 

• Sector related information that will help with the formulation of public 
investment policy and program for the next four years; 

• Information on each project that the line ministry proposes for inclusion in 
the next rolling medium-term PIP; and, 

• Capital spending proposals other than "public investment projects". 

3.2.2.5. In the sector related information section (Form 1) of the Joint/PIP CC, all state 
agencies will provide the following information and analysis on their sectors: 

a) General description of the sector and its main economic and 
administrative structure; its relative importance in the economy, particularly 
in relation to GOAZ's poverty reduction and regional development policies; 
and the sector's recent (e.g., past five years) performance. 

b} Recent reform programs implemented in the sector; the remaining 
problems and shortcomings; and the impending and proposed reform 
programs. 

c) The medium-term development objectives of the sector; the proposed 
strategies and policies to that effect; and the proposed investment 
programs and projects to implement them. 

d) A review of the public investment programs in recent years (e.g. past 
five years), with particular emphasis on its: (i) changing functional, 
economic and social priorities; (ii) changing composition of funding; and (iii) 
implementation difficulties resulting in projects being delayed or left 
incomplete. 

3.2.2.6. The project information section (Form 2), also called the Project Brief when used 
as a stand-alone document, has several sub-sections as follows (Annex 7): 

a} General Information on the project (Form 2.1 ): Describe the identities of 
the Project (its sector, agency, name and number, and location) and the 
staff involved in its preparation and implementation, and its main 
characteristics (its product or service, size -capacity and total cost- and the 
beginning and completion dates). 
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b} Funding of the project by the State Budget, own resources, external 
sources, and others, as of the end of the past year and the annual 
estimates for the current and next three years (Form 2.2). 

c} Information on external funding of the project (Form 2.3), including the 
terms of credit, and its disbursement plan according to both the project 
document and the PIP. 

d) The progress of the on-going project (Form 2.4) in terms of actual 
annual expenditures, broken into domestic and foreign funding, as 
compared with that envisaged by the project document and by the PIP. 

e} A brief appraisal and justification of the project (Form 2.5). This is the 
most important set of information requested from the LMs/Agencies. It 
includes: 

• The objectives and expected results of the project in terms of its 
contribution to the main national and sectoral development 
objectives; 

• The current status of the project, i.e., at what stage of the project 
cycle it is; how are the preparations for the next stage(s); is it on 
time with the project implementation schedule? 

• Current and potential problems met during the project's current and 
future stages, and what measures are envisaged to deal with them? 

• The main indicators of the project's selection criteria, e.g., NPV, 
IROR, cost-effectiveness, etc. 

3.2.2.7. The State Budget also includes capital expenditures which are not so far 
included in the PIP. These are mostly new constructions and major renovation and 
repair works by LMs/agencies largely involving office buildings, housing schemes, 
local education and health facilities, and infrastructures of secondary importance. 
They must be also covered by the PIP if the latter is to be undertaking a full review 
and analysis of public investment policies in terms of their impact on economic 
stabilization and national and sectoral development prospects. Therefore, Form 3 of 
the Joint/PIP CC requires such information from LMs/agencies for the past several 
years (actual), the current year (expected), and the next four years (the next FY and 3 
subsequent years). with a description of the project (spending), its amount, and 
expected outcomes. 

3.2.2.B. Detailed explanation is provided in Chapter 4 below about how LMs/Agencies will 
prepare their responses to JoinUPIP CC, including prioritization of their public 
investment programs and projects. 

3.3. THE PIP PREPARATION PROCESS 

3.3.1. MOED is responsible with the preparation of the PIP along the lines of the 
sample format given in Annex 7. The process involves two distinct but strongly 
interrelated tasks: (i} the formulation of the GOAZ's public investment policy over 
the medium-term based on a sound analysis of recent developments and current 
prospects of the economy as well as on the national and sectoral development 
objectives and strategies specified in the JCC; and (ii} identifying the annual list of 
major public investment programs and projects as well as other relatively less 
important capital spending schemes of all state agencies that will altogether reflect the 
implementation of the government's public investment policy. 
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3.3.1.1. In order to greatly facilitate the PIP preparation process, the LMs/Agencies will 
provide detailed and well-prepared responses to all requirements of the Joint/PIP 
CC on the basis of well-prepared SSDPs. The presence of such a SSDP will also 
be great help to the LM/Agency in providing satisfactory response to the Joint/PIP 
CC. The basic features of a well-designed SSDP are explained in Annex 4. 

3.3.1.2. The preparation of the next rolling (i.e., four-year) PIP will not be difficult mainly 
because: (i} it will essentially involve updating and revising the last three years of 
the existing PIP and extending it by a new fourth year; and (ii} most of the work 
required for the PIP are MOED's essential but routine work of continuing nature 
(e.g., monitoring the progress of the economy, evaluating SSDPs, appraising the 
LMs/Agencies' project proposals}. MOED will, however, have difficulty only in the 
next one year or two while adopting the new procedures and practices of this 
Manual. 

3.3.1.3. MOED's work on preparation of the PIP is led and coordinated by a Task Force 
headed by the Deputy Minister (Economic Work} and comprising all department 
director(s) and division chiefs responsible with PIP-related work. Once the new JGC 
(Joint/PIP CC) is approved and sent out to all state agencies by the COM, all 
relevant MOED department(s} and divisions will start reviewing and assessing the 
existing PIP for possible revisions and improvements in light of the content of JGC 
and in anticipation of LMs/Agencies' responses to it. 

3.3.1.4. The preparation of LMs/Agencies' responses to the Joint/PIP CC will be covered in 
the next chapter. 

3.3.1.5. Following the receipt of LMs/Agencies' PIP submissions by MOED, the sector 
divisions will undertake a careful review and assessment of the PIP 
submissions in their sectors, in light of guidance and instructions of the Joint/PIP 
CC. Each sector division will also involve the Macroeconomic Policy, the Fiscal
Monetary, and the PIP divisions as well as the SPPRED and the Regional 
Development Secretariats in this review and assessment process and obtain their 
written views on the concerned LM/Agency's PIP submission. 

3.3.1.5.1. Based on these views, each sector division will have initial consultations with the 
appropriate department/division of the concerned LM/Agency to sound out its 
views on the MOED's tentative assessments of its PIP submission. Each MOED 
sector division will then submit to the PIP Task Force its recommendations on the 
PIP submission of each LM/Agency covered by the division. 

3.3.1.5.2. The PIP Task Force will request the Macroeconomic Policy Division to sum 
up all individual LM/Agency PIP submissions and evaluate the aggregate as 
well as the sectoral sums against the MTMF and MTFF and also for inter
sector consistency. For this evaluation, the Macroeconomic Policy Division will 
rely on the cooperation and support of all other MOED divisions as needed. 

3.3.1.5.3. The PIP Task Force will then review and evaluate each LM/Agency's PIP 
submission in light of the reports of MOED divisions and decide on the MOED's 
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negotiation position vis-a-vis each LM/Agency. MOF representative(s), who 
must have already been provided with all appropriate briefing documents, will also 
participate in the PIP Task Force meetings and will contribute to the formulation of 
MOED negotiation position on each LM/Agency's PIP submission. 

3.3.1.5.4. The MOED Director in charge of sector work will first convey the MOED's position 
on each sector PIP to his counterparts at all LMs/Agencies and then invite each 
LM/agency to a reconciliation meeting, which will be attended also by the 
MOF representative(s). The above-described process of MOED's internal review 
and assessment of sector PIP submissions will produce strong grounds for the 
MOED position on each submission. This will enable MOED/MOF to jointly 
convince without much difficulty the LMs/Agencies to accordingly revise their PIP 
submissions. 

3.3.1.5.5. Any remaining differences between MOED and LMs/Agencies regarding the 
latter's PIP submissions will again be taken up and resolved, if possible, at a final 
round of meetings between the Minister of Economic Development and each 
and every Minister/Head of individual LMs/Agencies before the final draft PIP is 
submitted to MOF for incorporation in the State/Consolidated Budget. Should 
there still remain any unresolved matters between MOED and the LMs/Agencies, 
they will then become part of budgetary negotiations between MOF/MOED and the 
latter. 

3.3.1.6. In parallel to the negotiations between MOED and LMs/Agencies, the 
Macroeconomic Policy Division of the former will be drafting the text of the rolling 
medium-term PIP by appropriately integrating relevant information and data from 
MTMF, MTFF, and all the review and assessment reports by MOED divisions on 
individual LMs/Agencies' PIP submissions. Guidance on the analysis of public 
investment policy and a sample annotated outline of the PIP are provided above in 
#2.3 and Annex 6, respectively. 

3.4. APPROVAL OF PUBLIC INVESTMENT PROGRAM 

3.4.1. Following the completion of negotiations with individual LMs/Agencies, the MOED 
management will send the final draft PIP to MOF for its concurrence. Since MOF staff 
has already been involved in its preparation by MOED during both the formulation of 
Joint/PIP CC and negotiations with LMs/Agencies, both ministries are expected to 
readily agree on the final draft PIP. 

3.4.2. MOED will submit the draft rolling PIP to HPPC for review and then recommendation 
to COM for its approval. HPPC will assess the draft PIP in light of the guidance and 
instructions of the Joint/PIP CC as well as new information and comments provided by 
all ministries and also resolve any remaining differences between MOED and other 
ministries by acting as the final referee. HPPC will then approve the final draft PIP 
and send it to COM for approval as the GOAZ's public investment policy, 
programming, and projects document rolling for the next four years, including the next 
FY and three outer-years. 
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3.4.3. Once the HPPC/COM-approved PIP is sent to all State agencies, it will become a 
binding document for the preparation of the capital budgets of both individual 
LMs/Agencies and the State/Consolidated Budget. 
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CHAPTER 4. PUBLIC INVESTMENT PROJECT CYCLE 

4.1. PIP AS PRO .. IECTS PLANNING FRAMEWORK 

4.1.1. The Public Investment Program (PIP) is composed of two parts: (i) an analysis 
and evaluation of the public investment policy; and (ii) all public investment 
projects and other public capital expenditures of all State Agencies (including the 
budgetary, extra-budgetary, and non-budgetary government agencies, local 
governments, and state-owned enterprises) to implement the former. 

4.1.2. Both the size and sectoral composition of the PIP projects content will be 
determined essentially through a top-down planning process comprising MTMF, 
MTFF, and JCC. 

4.1.3. The programs and projects content of the PIP will, however, be determined on the 
basis of LMs/agencies' submissions to MOF and MOED for capital spending and 
investment project proposals. Such proposals will be developed by LMs/agencies in 
response to the Joint/PIP CC through a bottom-up "projects planning process" 
starting with the public, civil society and NGOs' participation in the public investment 
process. 

4.2. RESPONSE TO THE JOINT/PIP CALL CIRCULAR 

4.2.1. The Joint/PIP Call Circular (Annex 4) will provide line ministries with necessary 
instructions and guidance regarding 4.1.1. - 4.1.3. The preparation of the Joint/PIP 
CC was explained in Chapter 3, while this chapter aims at helping LMs/agencies to 
prepare their response to it. 

4.2.2. Azerbaijan has already been practicing with a Medium-Term State Budget and a 
Medium-Term PIP since 2003 (?), though they still need to be developed and 
adopted into a formal and systematic planning and budgeting process. The "medium
term" covers a four-year period: the next budget year plus the following three years. 
The most significant implication of this is that information required by the Joint/PIP CC 
will be provided by essentially updating and revising last year's sector submission 
with an addition of the fourth outer-year to it. 

4.2.3. In addition, a LM/agency's response to the Joint/PIP CC will be further facilitated 
by its having a Sector Strategic Development Program prepared according to 
section 2.2 above. This is also true with respect to line ministries' responses to the 
Joint/Budget CC and the Joint/PRSP CC. Line ministries are therefore requested to 
give the first priority in their planning and budgeting work to the preparation of an 
"operationally meaningful" (i.e., realistic and plausible) SSDP. 
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4.3. DETERMINING THE PROJECT CONTENT OF PIP 

4.3.1. A line ministry's submission to MOF and MOED for its investment projects and other 
capital spending proposals over the next four years must all be both within its sector 
spending ceiling and necessary and sufficient to achieve its sectoral 
development objectives envisaged by its SSDP and by the SPPRSD and SPSEDR. 

4.3.1.1. As already noted, the line ministries will prepare new SDPs or improve the existing 
ones with the next four years' program annualized so as to match their submissions 
for the medium-term rolling budget, PIP, and SPPRSD. This approach is preferred 
over the alternative of having a separate sector MTEF because it is easier and more 
effective in linking sector medium-term budget and PIP with its SSDP. Thus, each line 
ministry's investment projects and other capital spending proposals will be taken from 
its existing or new SOP. 

4.3.1.2. Each new budget and PIP preparation will be an opportunity for line ministries to 
revise and update not only their rolling medium-term PIPs and budgets but also their 
SSDPs. As a result, LMs/agencies may include some new projects and revise or 
even cancel some existing ones in their updated SSDPs. 

4.3.1.3. LMs/agencies will submit their proposed projects in a Proposed Projects List (PPL) 
with following information (see Annex 8 for a sample): 

a) Type of investment (new, on-going, other); 
b) Source of funding (i.e., government, aid agencies, other domestic or 

external sources); 
c) Previous year budget allocation; 
d) The cost and expenditure pattern of the project: Total estimated costs; 

cumulative costs incurred; and balance required to complete; and 
e) Required funding over the next four years (annualized). 

4.3.1.4. Each sector's PPL is actually a summary presentation of its all individual Project 
Briefs (i.e., based on the project information part of the JCC/PIP CC), which provide 
detailed information on each investment project proposed for the next rolling PIP (for 
a sample, see Annex 7). 

4.3.1.5. A Project Brief should: 
a) Indicate convincingly that the proposed project is consistent with national 

and sectoral development objectives and strategies; 
b) Carefully evaluate the project by considering its (i) specific objectives; (ii) 

costs; (iii) implementation mechanisms; (iv) recurrent cost requirements, 
and (v) other relevant criteria; 

c) Identify the projects that are delayed; and, 
d) Schedule the necessary O&M expenditures so as to facilitate financial 

planning of the project. 

4.3.1.5.1. A Project Brief will be based on either a feasibility or pre-feasibility report, 
without which no project can be included in the next two years' PIP. However, the 
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Project Brief for a project to be included in the third or fourth year of the PIP could 
be based on a Project Concept Paper. 

4.3.1.5.2. A Project Brief is thus a vehicle to convey to MOEO and MOF a LM/Agency's 
proposal for inclusion in the next medium-term PIP of a project out of its projects 
pipe-line. In other words, a LM/Agency's project proposals for the next PIP 
should not be "cooked up" after the PIP CC is received, but instead be based on 
well thought-out projects in its projects pipe-line. 

4.3.1.6. Potential projects in the projects pipe-line of a LM/agency are in one of the five 
stages of preparedness: (a) Project Idea; (b) Project Concept Paper; (c) Project 
Pre-Feasibility Report; and (d) Project Feasibility Report; and (e) Project Appraisal. 
A LM/Agency with a recently prepared long term (10 to 15 years) SOP will have in its 
projects pipe-line all projects at different stages of preparedness identified as 
necessary for the achievement of the sector development objectives. As the years 
go by, however, changing economic and social conditions may require some SOP 
projects be dropped or revised while new projects may need to be added in the 
projects pipe-line. This Manual's requirement that the first four years of SOPs should 
be annualized in line with the sector's budget and PIP submissions will actually keep 
SOPs and their projects list continually updated. 

4.3.1.7. All "Project Ideas" will have to be moved into the upper stages before they can be 
considered by MOEO and MOF for the next PIP and the State Budget. A project's 
progress to the higher stages of preparedness will be decide after its careful 
scrutiny against a number of criteria initially by its sponsoring LM/Agency and 
then by MOEO and MOF. This scrutinizing and selection process is also called the 
prioritization of projects, which essentially amounts to allocating limited resources 
among competing uses. Both the process and the prioritization criteria used in 
moving a project idea up the project preparedness stages into the PIP are explained 
below in Sections 4.4- 4.7. 

4.4. PROCESSING PROJECTS INTO PUBLIC INVESTMENT PROGRAM 

4.4.1. "Project Ideas" may come to a LM/Agency's relevant department (e.g., Planning, 
Finance, Budget, etc) from widely varied sources, including an individual member of 
the public, a private investor, NGOs and civil society, an official of the Ministry or any 
other ministry, MOEO's PIP and sector divisions, etc. These ideas may originate 
from SPPRSO, SPSEOR, President's statements, other recent GOAZ documents, 
former or on-going projects, donors' reports, etc 

4.4.2. These Project Ideas will be discussed and evaluated by the top management of the 
LM/Agency within its routine work program. If a project idea is considered worth of 
further attention, the Management decides to include it in the LM/Agency's projects 
pipe-line, making it a candidate for the next stage, i.e., preparation of a Project 
Concept Paper. 

4.4.3. A "Project Concept Paper" will be prepared by the LM/Agency's relevant 
department in charge of project development and provide a first formal analysis of a 
project idea that promises a significant contribution to the national and sector 
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development objectives and strategy. The preparation of a concept paper is the most 
appropriate stage for the LM/agency's consultations with all potential stakeholders of 
the project, particularly the grassroots and the interested NGOs and civil society. 

4.4.4. The Concept Paper will essentially contain the same information as will later be 
required for the Project Brief (see # 4.3.1.5). Such information at this stage will be 
based on tentative estimates of the project unit of the LM/Agency without going into 
their verification. The purpose is to highlight the salient features of a particular 
"project idea" for a potentially good project without spending much time and 
resources (see Annex 9 for a sample Project Concept Paper). 

4.4.4.1. The Project Concept Paper will be approved by the top Management of the 
sponsoring LM/Agency according to its own internal procedures that may differ from 
one agency to the other. The Concept Paper will then be submitted to MOED for 
review and evaluation. 

4.4.4.2. MOED/PIP Division will obtain the written views of other relevant MOED 
Departments/Divisions (e.g., SPPRSD, Regional Development, Sector, 
Macroeconomic, Fiscal-Monetary) on the proposed investment particularly in terms 
of its conformity with national and sectoral development objectives and strategies, 
cost effectiveness, and financial implications. Based on these reports and its own 
assessment, MOED/PIP Division will then make its recommendation, through its 
Department (MOED/EPFD) Director, to the MOED Investment Review Committee 
(IRC), which is chaired by the Deputy Minister (economy) and includes as 
member the Director of EPFD, other MOED directors and division chiefs [identify 
them], an MOF representative, and the sponsoring LM/agency's representative(s). 
The IRC decides on approval, revision, or rejection of the Project Concept Paper. 

4.4.4.3. Approval of a Project Concept Paper by the MOED Investment Review Committee 
does not assure its inclusion in the next or future PIPs. It only means that the 
proposed project seems to have good prospects of making significant contribution 
towards national and sector development objectives and that it should be further 
processed and developed into the Pre-Feasibility Report. 

4.4.5. After the MOED Investment Review Committee approves a Project Concept Paper, it 
will instruct the EPFD Director to prepare a Pre-Feasibility Report for the project. To 
this end, the EPFD Director will set up a Pre-Feasibility Report Team under the 
leadership of himself or one of his division chiefs and including members with 
appropriate specializations from the sponsoring LIVI/Agency, MOF, and IVIOED 
(including CER, which has been developing its project preparation and appraisal 
capacity with the support of USAID/PIPP Training Program). 

4.4.5.1. The Pre-Feasibility Phase for public investment projects is the most important and 
critical stage of project development. The Project Concept Paper's claims for the 
project's potential contributions to national and sectoral development objectives and 
strategies will be checked, analyzed and verified at this stage by sector and technical 
experts on the basis of relevant data and information from both official and market 
sources. 
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4.4.5.2. The pre-feasibility report is the stage for completing all the preliminary steps for 
going into a detailed feasibility study. Its coverage is therefore more or less the 
same as that of the feasibility study and normally includes the following key 
modules: (i) The project's definition and its place in the national and sectoral 
development framework; (ii) the structure of demand, stakeholders, and market for 
the project; (iii) the technical and engineering module; (iv) environmental module; (v) 
human resources and administrative support module; (vi) institutional module; (vii) 
financial module; and (viii) economic analysis module. 

4.4.5.3. A detailed guidance as to the coverage of the pre-feasibility report is provided by a 
sample template in Annex 10. At this stage, the required information will be 
obtained from the existing sources without undertaking special studies (e.g., 
market surveys, pro-forma invoices from suppliers) and analyzed with special 
emphasis in relation to the project's status vis-a-vis the national and sectoral 
development of the country. In this sense, the pre-feasibility and feasibility reports 
will have the same coverage but with one difference that the latter will go into more 
detail with greater documentation and substantiation of the information used. 

4.4.5.4. The Director of MOED/EPFD will present the Pre-Feasibility Report to the IRC for a 
final scrutiny and approval. The Committee will decide whether the project is to be 
dropped or moved to the next stage, which is the Feasibility Report phase for 
projects with a total cost greater than $ ..... million (this amount will differ by 
sector and project type and will be adjusted in light of inflation). For smaller projects, 
the IRC may decide to skip the Feasibility Report stage and directly go to the next 
stage, which is the preparation of the Project Appraisal Report. 

4.4.6. Once a pre-feasibility report of a project with a cost of more than $ .. . million is 
approved by the Investment Review Committee, MOED will send the approved report 
to the sponsoring LM/Agency with an advise that it can now be processed to the 
preparation of a full Feasibility Report. The Line Minister/Agency Head will instruct 
the relevant Department Director to establish a Feasibility Study Team for the 
project, comprising a sector economist/specialist, an engineer, and a financial analyst, 
who will together guide and oversee the preparation of the full feasibility report. 

4.4.6.1. The feasibility report preparation requires substantial work and expertise 
usually beyond the capacity of the LMs/Agencies, particularly considering that 
several of such reports will be required by each agency in a particular year. This 
work will also require several highly specialized and costly studies of particular 
engineering, marketing, and legal aspects of the project. Therefore, the preparation 
of a full Feasibility Report usually has to be contracted out to appropriately 
specialized and experienced consulting firms and requires considerable funding 
from the State Budget for consultants' fees and associated studies. 

4.4.6.2. The preparation of a full feasibility report may take several months and even 
years for large and complex projects. Its review and evaluation by the sponsoring 
LM/Agency and other related authorities (e.g. for environmental, public health, legal 
authorities, tariff commission) as well as by potential donors and/or funding agencies 
will also require substantial time before it can be submitted to MOED and MOF for 
final decision on its inclusion in the PIP and the Budget. In the meantime, the 
national and sectoral economic, social and political conditions and priorities at the 
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time of MOED's evaluation of a Feasibility Report may have become quite different 
from those which underlay the pre-feasibility report of the same project. Besides, the 
Feasibility Report may have come up with considerably different results on certain 
aspects of the projects than the pre-feasibility report. Hence, following a 
LM/Agency's submission of a full Feasibility Report, MOED and MOF will need to 
undertake an Appraisal Report of that project to confirm its acceptability into the 
PIP under both new macro and sectoral conditions and new features of the project. 

4.4. 7. The Project Appraisal Report is a technical report consisting of concisely written 
chapters on the project's principal aspects, justification, and implementation within 30 
to 40 pages (see Annex 11 for an annotated sample template). The Appraisal Report 
will assess the suitability of a project to Azerbaijan's medium- to long-term national and 
sectoral development objectives and strategies. It will also identify the critical risks to 
which the project may be exposed. Finally, it will serve as a guide for project 
implementation and monitoring. 

4.4. 7.1. An Appraisal Report will also be prepared for projects for which a full Feasibility 
Report is not required because of their size (see # 4.4.3.4). This will serve two 
purposes of: (i) confirming the evaluations of the pre-feasibility report, particularly if 
some considerable time has passed since its preparation, and (ii) assuring the 
project's acceptability from the angle of the national and sectoral development 
framework, which is covered only tentatively at the pre-feasibility stage. 

4.4. 7.2. The Project Appraisal Report will be prepared by a team assigned by the 
MOED Investment Review Committee and comprising the chief of MOED's 
relevant sector division (team leader), one representative of MOF and the 
sponsoring LM/Agency each, and an expert of the MOED/PIP division. Following the 
IRC's approval of an Appraisal Report that does not require any additional work on 
the project, the project becomes a strong candidate for inclusion in the next two 
years' PIP, depending on the evaluation of MOED's PIP Task Force in view of the 
size of the project, overall resource envelop, funding arrangements, and other 
relevant factors. 

4.4. 7.3. However, should the Appraisal Report recommend some changes in the project, the 
IRC will evaluate the proposed changes in consultation with the sponsoring 
LM/Agency and MOF and will decide on one of the following alternatives: (i) 
disregard the proposed changes and proceed with the project as originally designed; 
(ii) return the project to the sponsoring LM/Agency to make all or part of the 
recommended changes before it can be considered for the next PIP; and (iii) put it 
on "mothballing" for reconsideration in the future; and (iv) drop it completely from the 
LM/Agency's PIP. 

4.4.8. Following the approval of the PIP by the HPPC and COM, its projects can be 
included in the medium-term budgets of the State and other Agencies' (e.g., SOEs, 
SOFAZ, municipalities) as they appropriately belong to. This will be followed by 
finalizing the loahfcredit agreements and the implementation plan included in the 
project package. At present, the former requires endorsement by both the COM and 
President of every project loan/credit with State guarantee (see Annex 12). The 
implementation plan should involve both the disbursement and use of budgeted 
capital spending and the implementation of the project construction and its 

27 



equipment installation. While the former is regulated by the current statutory 
procedures of the State and other Agencies' budget implementation, the latter will 
require a separate manual for "Project Management", which is now lacking. 

4.4.9. The process for developing a project idea into the implementation stage has been 
described above without any distinction between projects with and without external 
funding. This is partly due to the fact that one manat of additional public money spent 
on a public investment project deserves the same utmost care whether 
borrowed from abroad or taxed away from the national output. It is also due to 
the expectation that with the expansion of oil revenue over the medium- to long-term, a 
rapidly growing share of Azerbaijan's public investment program will be funded 
from domestic savings. 

4.4.9.1. Some external funding agencies, particularly the major IFls, however, also have 
their own project development procedures, which largely correspond to those 
described above. They usually come up with their own project ideas, purported to be 
based on GOAZ's development priorities; prepare the project concept paper for their 
management; and then get the borrowing LM/Agency to have, with their help, the 
feasibility report prepared by a reputable consultancy. The funding IFI will then carry 
out its appraisal for own management to confirm the project's acceptability from the 
angle of its assistance strategy for the country, which is supposedly coincides with 
GOAZ's development strategy. 

4.4.9.2. The fact that an externally funded project is carefully processed by its funding 
agency will not obviate the need for GOAZ's applying the procedures of this 
manual to the project in question to make sure that it will meet the government's 
long-term national and sectoral development objectives and strategies. On the other 
hand, the work done by the funding IFI, if shared with GOAZ, will certainly be a 
valuable help to the government work on the project. 

4.5. PRIORITIZATION OF PROJECTS 

4.5.1. Prioritization of projects at a profit-maximizing private enterprise is rather simple 
and straightforward. A commercial/industrial project's stream of all costs and benefits 
can first be valued at market prices and then discounted by the market rate of 
interest to find their present values. The resulting rate of net profitability of the project 
can thus be compared to alternative projects' profitability and to the project owner's 
cut-off rate (e.g., the long-term bank deposit interest rates or higher) to decide if the 
project would be included or not in the enterprise's projects portfolio. 

4.5.1.1. In the case of public sector projects, particularly other than those of SOEs, serious 
difficulties are encountered in prioritizing them because their benefits (e.g., 
education, health, defense. antipollution services) are mostly non-traded and hence 
not valued in the market. Moreover, even the market-valued costs and benefits of 
public investment projects will have to be adjusted for a host of externalities, which 
are not captured by the market mechanism. Finally, the main objective of public 
investments cannot be simply put as "profit maximization" even if profit is defined as 
the net return to the "national economy". Social considerations like impact on 
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poverty and income distribution should also be among the indispensable criteria 
used in prioritization and selection of public sector projects. 

4.5.1.2. The cost-benefit analysis, that is a standard tool for prioritization and selection of 
private sector projects (# 4.5.1.), will thus become quite a sophisticated and 
cumbersome technique when applied to public investment projects even with 
tradable costs and benefits because of adjustments needed for externalities 
(economic analysis) and social considerations (social analysis). Besides, most 
public investment projects are not amenable to any quantitative analysis even if 
additional complicated work is considered worthwhile. 

4.5.1.3. As distinct from private sector projects, the public investment projects will therefore be 
prioritized and selected on the basis of not only cost-benefit analysis but a 
combination of policy-based and quantitative criteria. The former will first filter all 
project ideas and initial briefs through a strainer of GOAZ's macro and sectoral 
development objectives and strategies. The "policy-filtered" projects will then be 
subjected to micro appraisal by various quantitative techniques, including the full cost
benefit analysis should the nature and size of the project justify it. 

4.6. POLICY-BASED PRIORITIZATION 

4.6.1. Policy-based prioritization will appraise public investment proposals in terms of their 
suitability and possible contribution to GOAZ's medium- to long-term development 
objectives, strategies, and policies. 

4.6.1.1. Government's development objectives, strategies, and policies would mostly reflect 
and change according to the social, economic and political platform of the 
political party in power. However, there is no any standard technique for 
measuring a public investment project's suitability and expected contribution to such 
objectives and strategies. 

4.6.1.2. This manual will therefore set only some basic principles of policy-based 
prioritization of public investment projects and leave it to the annual JoinUPIP CCs 
for GOAZ to guide and instruct all public sector agencies about the detailed policy
based criteria to be used for the next rolling PIP. 

4.6.2. Chapter 2 above has set the main directions of the public investment policy 
according to the GOAZ's salient objectives and strategies for the medium- to long-term 
macroeconomic and sectoral development of the economy. Accordingly, the 
prioritization and selection of public investment projects will observe the following 
policy-based criteria in order to support the GOAZ's development objectives. 

4.6.2.1. Public investment (capital spending) proposals, both at macro and sector levels, can 
not exceed the ceilings set by MOED in line with public investment requirements of 
sustained and stable development of the economy over the medium-term (See 
Annex ... for setting the sector ceilings). Setting such ceilings should and will reflect 
GOAZ's political choices among alternative resource uses at the national and 
sector levels. 
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4.6.2.2. Setting a ceiling for total investment implies prioritization of capital spending vis
a-vis consumption at the margin. Similar1y, a ceiling for total public investment 
reflects prioritization between public and private sector investment at the 
margin. Finally, sectoral public investment ceilings imply a certain set of 
prioritization (preference) between public investments of various sectors. 

4.6.2.3. Once the total size and sectoral composition of public investments are thus 
determined, the first major policy-based criterion to be applied by Ll"1s/agencies to all 
public investment proposals will be whether there is adequate justification for the 
public sector involvement in those projects rather than leaving them to the private 
sector (see # 2.3.2.3.- 2.3.2.4.3.on justification for public investment). Otherwise, 
even a very high rate of return or lack of adequate private sector capital and skill 
accumulation will not justify a direct public sector involvement in a project. This will 
be the most strategic criterion for the formulation of sound public investment policy in 
any country, including Azerbaijan, aspiring for transition to a market economy. 

4.6.2.4. Among projects which are appropriate for the public sector involvement, preference 
will be given to those particularly contributing to the development of the non-oil 
sectors. Such projects may include both physical (e.g., roads, electricity, water and 
sewerage) and social (e.g., education, health) infrastructure schemes, which would 
greatly contribute to profitability of the private sector projects in the non-oil sectors. 

4.6.2.5. Poverty reduction has the utmost priority for GOAZ in allocating its public spending 
among alternative uses. There is, however, a tendency of all LMs/Agencies to 
characterize everything they do as "contributing to poverty reduction". It is, therefore, 
necessary to identify the poverty reduction criteria in terms of more concrete goals 
and targets as specified in the 2006-15 SPPRSD with respect to the UN's MDGs. 

4.6.2.6. Another important direction of Azerbaijan's Public Investment Policy is the emphasis 
GOAZ puts on reducing disparities in socio-economic development of the 
regions while pursuing the other prioritization criteria (e.g. the development of non-oil 
production capacity and poverty reducing policies particularly in the less developed 
regions). 

4.6.2.7. In addition to the macro and sectoral policy-based public investment criteria as 
mentioned above, there will be micro policy-based criteria regarding the nature 
and status of the project and its management. These will include the following: 

4.6.2. 7.1. The extent of completion of the project: Projects near completion will be given 
higher priority than others; 

4.6.2.7.2. Nature of capital spending: Projects requmng capital spending for major 
repairs will be given priority over new investment projects; 

4.6.2.7.3. Better performing projects: Such projects will be specially supported in order to 
encourage efficiency; 
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4.6.2.7.4. Leveraging domestic and foreign financing: Projects where GOAZ funding 
from the State Budget facilitate raising higher amounts of domestic and foreign 
funding will be given higher priority. 

4.6.2.7.5. Extent of inter-regional benefits: Projects whose benefits extend across the 
regions, particularly the less developed ones, will be given higher priority over the 
others. 

4.6.2.8. All these and other macro and micro policy-based criteria, and also their sub
components if required, will be applied simultaneously to the prioritization of public 
investment projects as well as to the evaluation of sector investment programs. This 
process requires development and use of (i) a ranking system for projects against 
these criteria, and (ii) an appropriate weighting system which assigns different 
weights to each criterion. The weighted rank of each project will then be calculated 
and projects ranked by it. Higher ranked projects will have the first claim on 
budgetary resources (for a detailed example, see Annex 13). 

4.7. QUANTITATIVE PRIORITIZATION OF PROJECTS 

4.7.1. Policy-based evaluation and prioritization of public investment projects will be 
supplemented by quantitative analysis in order to ensure that they will attain their 
objectives through efficient use of public resources. This will be done by prioritizing all 
"policy-filtered" projects through one or more cost-benefit or other cost-based 
techniques within the resource envelope determined by the public investment ceiling 
of the LM/Agency that proposes the project. Alternatively, the result of the quantitative 
analysis could be incorporated in the same ranking and weighting systems used for 
the policy-based analysis for a policy-cum-cost-based prioritization and selection of the 
public investment projects. 

4.7.2. The purpose of the quantitative analysis of the policy-filtered public sector projects 
will be to determine whether they represent worthwhile investments for the country, 
i.e., whether the results from each project are sufficiently valuable as to warrant the 
expenditure of scarce public resources. However, as noted above, because of the 
nature of public sector investment projects, the required analysis cannot be based on 
the financial cost-benefit study using the market prices, but it must instead be based 
on the "economic" and/or "social analysis" by using adjusted prices (shadow prices). 

4. 7.3. Economic analysis is thus an indispensable tool for prioritization and selection of 
public investment projects from among alternative options. Where results (i.e., costs 
and benefits) can be evaluated in monetary terms, the economic analysis will provide 
one measure to evaluate and compare possible projects. Where results are 
quantifiable but cannot easily be expressed in monetary terms, economic analysis will 
allow determining the real resource cost per unit of output (benefit), which is critical to 
judge a project's acceptability. Where outputs (benefits) are non-quantifiable, as is the 
case in most public sector projects, economic analysis will enable choosing between 
the alternatives on a least-cost basis. 

4.7.3.1. It is beyond the scope of this Manual to give even a basic training on the quantitative 
(cost-based) analysis of public sector projects. While the basic methodologies are 
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standard, the exact application of them to specific projects in different sectors will call 
for special and particular analysis. There are no hard and fast rules for determining 
shadow prices, and in many cases the task will call for reasonable judgments rather 
than exact measurement. There are many good detailed manuals for the economic 
and social analysis of projects, which can be used as resources by the MOED and 
LMs/Agencies' staff. 

4.7.3.2. This Manual provides here brief definitions of key terms of the quantitative project 
analysis as a guide to GOAZ staff, who are involved in the PIP process. This is 
further expanded in Annex 14 on the basis of the USAID/PIPP's March 2006 Project 
Cycle Training materials. The annex also gives a brief list of key references for those 
who will need to learn more detailed and technical treatment of the subject. Such 
references can also be obtained from the PIPP Library established at MOED by the 
USAID/PIP Project. 

4. 7.3.3. The primary task of economic analysis is to measure the costs and benefits in terms 
of a "common yardstick" for: (i) measuring the real value of the project results, and (ii) 
comparing results across time. In this respect, economic analysis is similar to 
financial analysis, except that it uses (real) "shadow prices" or "opportunity costs" 
as the common yardstick instead of (nominal) market prices used by financial 
analysis. This is because the objective of economic analysis is to determine the 
national (social) profitability of a project to judge whether spending scarce resources 
on a particular project is sensible for the national economy (and the society) as a 
whole. 

4.7.3.4. In a world of government involvement in the economy, formal and informal restrictions 
on labor movement, monopolies, and restrictions/restraints on international flow of 
goods, services, and capital, market prices often do not reflect real resource costs to 
the national economy. In addition, private financial profitability does not take into 
account the project's costs and benefits to others. Hence, the prices of inputs and 
outputs of a project will have to be adjusted in order to judge its value to the society. 

4.7.3.5. The key prices to be adjusted include the prices of: labor (the wage rate) mainly 
because of high unemployment in the country, capital (the interest rate) owing to 
government policies encouraging capital goods imports, and domestic versus foreign 
goods (the exchange rate) due to the over-valuation of local currency for the non-oil 
sectors. In addition, some costs (e.g., pollution, overburdening of public facilities) and 
particularly most benefits (e.g. education and health benefits) of public sector projects 
cannot be expressed in monetary market values and therefore cannot be evaluated 
by financial analysis of projects. Economic analysis, however, will address this 
issue by including all incremental costs and benefits associated with the project 
through a "with project/without project" approach and by applying shadow prices 
to them. 

4.7.3.6. Once economic costs and benefits are calculated as flows over time, it will be a 
relatively simple matter to calculate the net annual benefit flow and an internal rate 
of return (IRR). Most financial calculators have programs to calculate an IRR, 
which is defined as the discount rate that reduces the stream of net benefits to 
approximately zero. Put differently, IRR is the discount rate that equates the present 
value of the flow of net operational benefits to that of capital investments flow. A 
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project thus could not be justified on economic grounds if the IRR is below the 
opportunity cost of capital. 

4. 7.3. 7. Since all these calculations are naturally imprecise, a sensitivity analysis will be 
performed on the IRR by varying the critical assumptions of the project to 
determine what impact different potential developments would have on the IRR. 

4. 7.4. Where project benefits are largely non-quantifiable (immeasurable), economic 
analysis will be used to compare the stream of costs of alternative projects (cost
effectiveness) in order to determine which project represents a least-cost solution. 
Shadow prices will be used where appropriate in a least-cost analysis. Before 
designing alternative projects for the same "output target", a demand analysis will be 
undertaken to determine the need for the project's intended output or result. 

4.7.5. The methods of analysis described so far deal only with economic efficiency criteria, 
but not with equity (social) criteria. The economic analysis should incorporate 
income distribution criteria to the extent possible. In addition, considering GOAZ's 
emphasis on employment creation, total incremental employment effects of the 
public investment projects should also be used as a social criterion. Several sources 
listed in Annex ... describe how distributional weights can be incorporated in the 
traditional forms of cost-benefit analysis. 

4.7.5.1. The objective of social analysis is to tilt project prioritization and selection in favor 
of the disadvantageous groups. To this effect, different weights will be assigned to 
benefits and costs of a project by socio-economic status of beneficiaries so as to 
increase chances of lower-income groups and poorer locations to compete for public 
investment resources. The distributional weights will, by their nature, reflect the 
GOAZ's (e.g., the political party in power) political preferences regarding the socio
economic development of Azerbaijan over the medium- to long-term. It, however, 
represents two major improvements over the situation without it. First, in the 
preparation of the PIP, the arbitrary and discretionary interferences will be 
replaced by the officially announced country-wide distributional weights representing 
the socio-economic platform of the "elected government". Second, the resource 
cost of such "social and political preferences" in terms of net economic benefits 
lost will be measurable and transparent for the public. 

4.7.5.2. Undertaking a sound social analysis of a public investment project has two key 
requirements: First, every project will affect both directly and indirectly different 
groups in different ways. The increasing concern of GOAZ with reaching the poor 
and those groups hitherto largely by-passed in the incipient oil-based development 
process creates a special need to identify the differential socio-economic impact of a 
public sector project. It is important, therefore, to identify as explicitly as possible 
different geographical, functional, communal, and income groups (i) whom the 
project intends to help; (ii) whom it will adversely affect; and (iii) whom it will indirectly 
affect favorably or adversely. 

4.7.5.3. The second key requirement for a sound social analysis is the availability of a set of 
officially calculated or endorsed shadow prices and distributional weights, which 
are also called "national parameters" and applicable to all public sector projects. 
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The calculation of such national parameters for Azerbaijan (or any country) is not 
simple and will require certain technical expertise beyond the current capacity of 
MOED. The Ministry is planning to develop this capacity at its Center for Economic 
Reforms with TA from the USAID/PIP Project. 

4.7.5.4. Undertaking a sound social analysis is very skill-intensive and time consuming. 
It should, therefore, be confined to the evaluation of selected major public sector 
projects and programs by the MOED as it would be impractical to apply it to all the 
PIP projects. 
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AZERBAIJAN REPUBLIC 

MINISTRY OF ECONOMIC DEVELOPMENT 

Annex 1 

Project Development, Appraisal and Monitoring Process 

The GOAZ aims at strengthening its institutional and technical capacity for most 
successful management of the public investment project cycle in all budgetary 
organizations. The project cycle comprises project identification, appraisal, preparation, 
prioritization, implementation, and monitoring and evaluation. This is illustrated by the 
figure below, which also emphasizes the great importance of undertaking the project 
work within an integrated framework of national and sectoral planning and budgeting 
instruments. This diagram is expected to drive home upon all the levels of GOAZ, from 
the central agencies to line ministries and to their operating companies, that the 
development, prioritization and selection of sound public investment projects are a highly 
integrated and at the same time technically specialized process. 

PROBLEM 
DEFINITION 
ANO GOAL 
SETflNG 

IMPACT 
ANALYSIS: 
OUTCOMl~S 

ANO OUTPUTS 

t 
IMPLEMENTATION 

- ·"""·- -
Figure 1: PROJECT UFECYCLE 

STRATEGIC 
DEVELOPMENT 

PLAN and 
PRE-FEASIBILilY 

STUDY 

Identification 

Appraisal 

Prioritization / 

SPPRED ANO RDP 

MTEFAND 
ANNUAL BlJDGET 

COST 
ESTIMATION 

AND 
\ INVESTMENT 
' PLANNIN<..; 
\~~~~~~~~ 

) J 
I 

I 

ECONO:VllC 
CIWSS

SECTORAL AND 
SOCIAL IMPACT 

ANALYSIS 

COST-BENEFIT ANALYSIS, 
ALTERNATIVES CONSIDERATION 

AND DETERMINATION OF THE 
LEAST-COST OPTION 

ECONOMIC, TECHNICAL, 
FINANCIAL, 

ENVIRONMENTAL, 
SOCIAL, DISTRIBUTIONAL, 

OTHER APPRAISAL 





2 





Annex 2 
AZERBAIJAN REPUBLIC 

MINISTRY OF ECONOMIC DEVELOPMENT 

Structure and SOW for a High Policy Planning Council (HPPC) 

1. The Structure of HPPC: In Azerbaijan, the President alone represents the executive 
(and administrative) power and shares with the Parliament (the legislative power) the 
responsibility for governing the country. The President exercises the executive power 
through a Cabinet of Ministers appointed by him, though the appointment of the Prime 
Minister (PM), who has mainly a coordination role, is to be approved by the Parliament. 
Thus, the preparation and execution of all the plan and budget documents are the 
responsibility of the President, who discharges it with the help of the PM and the 
Cabinet. Within the Cabinet, the planning work (e.g., SPPRED, SPSEDR, PIP) is led 
and mainly undertaken by MOED and the budgeting work (MTBF, State Budget, 
Consolidated Budget) by MOF. 

2. These tasks, however, are too wide-ranging and widely cross-cutting in coverage, 
involving the whole economic and social development spectrum, and too specialized in 
skill requirements for the whole Cabinet to carry out the guidance, oversight, appraisal, 
and approval of them as a team 1• Most countries form a special "Cabinet Cluster" to 
guide, evaluate and screen major planning and budgeting decisions and documents 
before their final submission to the Cabinet and the President2• To this effect, this 
Manual on PIPP has been prepared on the basis of an assumption that the central 
economic policy making and coordination in Azerbaijan will be strengthened and 
facilitated by the establishment of a "High Policy Planning Council (HPPC) for 
Economic and Social Development". 

3. The HPPC will be established by a Presidential Decree that will also sanction its 
charter. The President himself will be its chairman, and its statutory members will 
include the State Economic Advisor (SEA), the PM, MOED, MOF, and the Chairman of 
NBA. The President may ask SEA or PM to chair some meetings on his behalf. The 
chairman may also invite other ministers/agency heads to participate in parts of meetings 
as he deems necessary depending on the agenda. As secretariat services are to be 
provided by MOED, the Deputy MOED or Director of EPFD/MOED should also be 
present as advisor and observer. Participating ministers and agency heads will be 
accompanied by their advisers, whom may be called upon to present technical 
information on and justification for their agency's case. The HPPC meetings will be 
convened by the President to discuss the issues identified in its charter as they become 
due for decision as well as on ad hoc basis when he needs its advice. The meeting may 
last from a few days to a week or even longer depending on the subject(s) of its agenda. 

1 At present, ministers and non-ministerial members of the Cabinet of Ministers in Azerbaijan amount 
to 38. However, as distinct from the countries with a parliamentarian system of government, a 
Cabinet decision in Azerbaijan is not expected to be signed by all members. For instance, in the case 
of the draft Budget, about 25 signatures are needed for its submission to the President. 
2 The World Bank prepared a note (dated June 2005) on "Azerbaijan: Ideas for a Budget Reform 
Action Plan", which also suggests the establishment of a "Cabinet sub-structure" for the same purpose 
as explained above, and briefly refers to the examples of South Africa and Uganda. To these 
examples Turkey ("Yuksek Planlama Kurulu" -High Planning Council-since early 1960s) and the 
Philippines can be added. 
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4. The SOW of the HPPC: This will be determined by its charter, and may include both 
advisory and operational tasks. In its advisory capacity, the HPPC will review and 
evaluate some major economic and social policy decisions and documents, including the 
JCC, and submit its recommendations to the Cabinet and the President. The HPPC 
charter may also identify some specific tasks and areas for which it can take operational 
decisions that can be implemented without approval of the Cabinet or any other body. 

5. The main tasks of the HPPC, particularly relating to PIPP, will include the following: 

• Help the Cabinet of Ministers and the President in identifying the policy objectives 
and strategies for economic and social development of the country; 

• Review and evaluate the plan and budget documents (SPPRED, SPSEDR, PIP, 
MTBF, State and Consolidated Budgets, Monetary Program) for their quality and 
compliance with the national objectives and strategies before their submission to 
the Cabinet and the President; 

• Determine the ground rules and main principles for support of investment and 
exports; and 

• Review and evaluate every measure and project relating to State Owned 
Enterprise (SOEs) in the plan documents, including their privatization, and advise 
the COM on appropriate decision. 
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AZERBAIJAN REPUBLIC 

MINISTRY OF ECONOMIC DEVELOPMENT 

Annex 3 

.... Preparing the Medium-Term Macroeconomic Framework (MTMF) 

Introduction 

I A medium-term macroeconomic framework (MTMF) is essential to assessing whether the 
medium-term national and sectoral development objectives and strategies are consistent with 
each other as well as with the country's resource and other constraints. It is also essential for 
formulating the annual and the medium-term budgets as well as the public investment policy 
and program in accordance with those objectives and strategies 1• The projections required for 
this purpose are not simple prognoses of trends in macroeconomic variables. They should 
instead reflect the government's targets, strategies and instruments in areas such as fiscal 
policy, monetary policy, exchange rate and external trade policy, reform of public enterprises, 
and regulation and promotion of the private sector. Most importantly, the MTMF should 
include the projections of the government accounts that would form a medium-term fiscal 
framework (MTFF). The MTFF should detail the broad revenue and expenditure categories, 
supplemented preferably with expenditure estimates by main sector. 

2 The macroeconomic model to be used in the development of MTMF/MTFF should be 
relatively simple. The government's major goal here is to set a general framework to formulate 
macroeconomic objectives, identify the necessary strategies and policies to realize them, and 
check their consistency. Sophisticated econometric models are not essential to this end, and 
have indeed certain disadvantages. Operating elaborate models needs time and a strong 
technical team, while the budget and the public investment program are prepared to a tight 
timetable. Advanced econometric techniques may give rise to a sense of misplaced 
concreteness and a forecast illusion, which may reduce their practical value. A simple model, 
on the other hand, can be used with ease, speed, and flexibility in debates on economic 
policies.2 

3 This note explains how PIPP has been helping to develop the necessary capacity at 
MOED to prepare the macro and sector development framework in cooperation with MOF, 
NBA and line ministries. Following the issue of the PIPP Work Plan and the above-mentioned 
technical notes on the importance and role of macro and sector modelling in the formulation of 
public investment policy and program, PIPP has began using a two-prong approach of formal 
training in modelling and learning-by-doing involving MOED, MOF and NBA staff as explained 
below. 

Azerbaijan Experience in Macroeconomic Modelling 

4 Since independence, there were several attempts to establish and institutionalise 
macroeconomic modelling capacity in the Ministry of Finance, the National Bank of Azerbaijan 

1 The importance of having one and the same macroeconomic and sectoral development framework for 
the preparation of all major planning and budgeting instruments, including the public investment policy 
and program, is explained in the Work Plan of the USAID/MOED's Public Investment Policy Project and 
its two technical notes: (a) Importance of a Macroeconomic and Sectoral Framework for PIPP, 
November 2005; and (b) Preparation of Sector Strategic Development Program, October 2005. 
2 The first two paragraphs are based on: OECD, "Managing Public Expenditure: A reference Book for 
Transition Countries", edited by Richard Allen and Daniel Tommasi, Paris 2001, pp.143-4 and 153. 
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(NBA), and the Ministry of Economic Development (MOED). With the support of the UK's 
Department for International Development (DFID), the MOF established in 1999 an 
interdepartmental Macroeconomic Policy Group (MPG) .. which was subsequently expanded 
into an interagency (MOED, MOF, SOFAR) group under ADB financial support. MPG has 
developed a simple Azerbaijan financial framework model, an oil forecasting model on the 
basis of the BP model, an external debt model, as well as a RMSM-X type flow-of-funds 
model. However, the lack of demand for and adequate understanding of macroeconomic 
analysis has resulted in the MOF refusing to institutionalize MPG and then dissolving it when 
the ADB funding ended. The ADB and MOED have been working since late 2005 to re
establish MPG under MOED's Centre for Economic Reforms (CER). 

5 The NBA's modelling work, with two separate models for inflation and exchange rate 
forecasting, has been more successful than the other agencies' modelling work. NBA was 
particularly successful to establish, with the support of the IMF, the proper monetary accounts, 
a forecasting framework, and a sectoral database. With the establishment of the Research 
and Statistics Department in 2005, NBA has further strengthened its analytical and forecasting 
capacity. This Department also works on the development of a financial programming 
framework for Azerbaijan with external support. 

6 MOED's Economic Policy and Forecasting Department is directly responsible for the 
macroeconomic policy formulation and macroeconomic forecasting in Azerbaijan, but it has 
not received any external assistance to improve its macro modelling capacity apart from 
getting the packages of the MPG models, and the WB RMSM-X model. 

Financial Programming Model (FPM) 

7 The IMF has popularized a simple Financial Programming Model (FPM) that serves 
basically as a simple consistency framework based on the national income accounting 
concepts and identities. It assumes that the economy comprises only four sectors: the real, 
fiscal, monetary, and external sectors. Each sector account has one or more direct linkages 
with other accounts, which act as consistency anchors. It has only a few behavioural 
relationships in the form of simple income elasticity. The user, however, may want to use 
more realistic behavioural relationships outside the model to determine or check plausibility of 
his exogenous targets and parameters. The model can be used to design the main demand 
management policies (i.e., the fiscal, monetary, and foreign exchange policies) to maintain 
macroeconomic stability in a particular country, given the growth targets and structure of the 
real side of the economy. But it has become a tool for the IMF to constrain the real side of the 
economy in the member countries so that its performance would be consistent and compatible 
with a set of demand management policies designed to attain and maintain macroeconomic 
stability in the economy. 

8 Although a very useful tool, FPM does not directly contribute to the quality of analysis; nor 
does it provide the user with any additional insight into the issues discussed. Also, it is not a 
forecasting or projection model, but a programming tool. FPM merely provides guidance to 
the users for a certain way (methodology) of macroeconomic thinking and a framework for 
internal consistency of their analysis. The quality of their analysis will mainly depend on their 
own analytical capacity, knowledge of the economy and the political constraints, and access 
to most up-to-date data and information. Considering that the IMF designs and manages, with 
the help of FPM, Fund-supported macroeconomic adjustment programs in several dozens of 
countries, the MOED also plans to use FPM to develop a MTMF for Azerbaijan. All it needs is 
to have adequate capacity for sound macroeconomic and fiscal analysis and close 
cooperation with MOF and ANB. 
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Revised Minimum Standards Model-Extended 

9 RMSM-X is also an Excel-based consistency model using national income accounting 
concepts and identities and developed by the World Bank for country economic analysis. 
More specifically, it includes five accounts, namely, the National Accounts (the real sector), 
Balance of Payments, General Government (the fiscal account), Monetary Survey, and the 
rest of the economy. It is essentially used for checking the consistency of demand 
management policies through its flow-of-funds framework. As distinct from the IMF Financial 
Programming model, however, RMSM-X is a package comprising a database file, a foreign 
debt module, and the model itself. Its sector modules can be expanded as needed to meet 
the user's requirements. For MTBF purposes, its national accounts and government sectors 
can be expanded to incorporate the main economic sectors or sector groups of the PRSP. 
Moreover, it imports data from own database and has built-in alternative closure rules. This 
enables the user to manipulate it for reviewing the implications, for example, of a certain 
budget scenario or private sector scenario for the rest of the sectors/accounts. 

10 Although the basic conceptual framework of RMSM-X is easy to understand, its size (i.e., 
the number of worksheets, equations and identities), the various kinds of behavioural 
relationships, different closure rules, and somewhat complicated rules of adjusting its modules 
to different requirements make the running of the model a matter of technical expertise. 
However, the policy analysts, who will use the model in their policy or forecasting work, need 
not also know how to run the model software. All the analyst needs is to have a good grasp of 
the model's conceptual structure and basic characteristics; for data inputting and running the 
model he could rely on a research assistant with necessary technical expertise and 
experience. 

11 MOED arranged, with the support of the USAID/PIP Prefect, for a team of 15 government 
official (9 from MOED & CER, 4 MOF and 2 ANB) to receive hands-on training in the use of 
RMSM-X at the Moscow Office of the World Bank during December 12-21, 2005. The 
participants were all strongly interested in the subject and the training delivery was highly 
successful. There was also a one-week follow up training for the same group by the World 
Bank Baku Office by using the latest updated version of the Azerbaijan RMSM-X. 

12 RMSM-X will, of course, provide both the medium-term macroeconomic and sector 
framework, which will together form the quantitative framework of the medium-term rolling 
budget (MTBF) and the PIP. MOED, however, must develop a MTMF for the next year and 
coming three years by early March of each fiscal year to be used in the preparation of the 
Budget and PIP Call Circulars. As MOED/EPFD will need some time to become functional in 
RMSM-X, it will have to prepare MTMF initially by using only the Financial Programming 
Model (FPM). 

Development of MTMF 

13 The MOED/EPFD has a tentative plan for the development of MTMF as follows: Six staff 
members from the Macroeconomic Policy, the PIP and the Fiscal and Monetary Policy 
Divisions will be identified to work on MTMF, forming a team called "FPM Working Group 
(FPMJWP) . They will be supplied with the four Sector Account tables (i.e., worksheets) to 
familiarize themselves with the structure of the model and individual accounts. As these staff 
members were given the RMSM-X training in Moscow, they are now well prepared for making 
a rapid progress in developing the MTMF for Azerbaijan. This work is now planned as follows: 

• The worksheets already distributed will be checked to confirm the reliability of their 
data for "latest actual". 
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• The worksheets will then be updated for last fiscal year (actual) and current fiscal 
year (preliminary actual). 

• Based on the actual data the projections will be made for the medium-term period, 
for example "the 2008-11 base-line scenario". 

• These projections, however, will have to be based on certain political choices and 
assumptions that should reflect the long- and medium-term national and sectoral 
development objectives and strategies adopted by the elected leadership of the 
GOAZ. In the absence of an established government practice to announce such 
objectives and strategies at the outset of every fiscal year, MOED will draft "a set of 
implicit national and sectoral development objectives and strategies" based on the 
recent statements and other official documents issued by the President, PM and 
his other "representatives"3

• 

• Some more favourable and/or downside scenarios will also be developed by using 
different targets and assumptions with adequate justifications. 

• Finally, recent developments, current prospects and medium-term projections in 
the fiscal area (i.e., Medium-Term Fiscal Framework-MTFF) will be discussed with 
MOF by using the above-developed MTMF, with implications for and interactions 
with the macroeconomic stability, particularly in reference to the monetary and 
external sectors. 

• More specifically, jointly with MOF and by using MTMF, MOED will identify for the 
medium-term period, including next year and coming three years, the proper levels 
of: 

a. Total resources available for both consumption and investment; 

b. Its distribution between consumption and investment, and also each 
between the private and the public sector; 

c. This also gives the distribution of the total resources between the 
private and the public sector; 

d. Finally, the indicative sector resource ceilings. 

• The resulting document will in fact be a combined MTMF/MTFF. 

14 The FPM/WG will verify that the last year and expected outcomes for the current year 
data in the FPM account tables confirm with Government and/or IMF data. In this regards, the 
report of the Fund's latest Article IV Mission to Azerbaijan, can also be used to firm up 
MOED's tentative data. The FPM/WG will then "program" the four FPM accounts for next 
medium-term period, as noted above, with the help and cooperation of MOF and NBA staff 
and by using the "impliciUindicative" set of Government objectives and strategies, the last 
year's rolling budget and PIP documents, the ongoing work on SPPRSD, and its own 
assumptions and evaluations. The outcome will be the medium-term macroeconomic program 
for Azerbaijan for the next medium-term period corresponding to what used to be prepared for 

3 The SPPRED Secretariat (MOED) has recently circulated the draft set of national and sectoral 
priorities and targets for the forthcoming State Program for Poverty Reduction and Sustainable 
Development (SPPRSD) for 2006-15 

4 



Azerbaijan by the IMF since early 1990s, with one significant difference that the present 
MTMF will be "Made in Azerbaijan". 

15 The resulting MTMF and its interactions with expected fiscal, monetary and balance of 
payments developments (i.e., MTMF/MTFF) should be justified on the basis of plausible 
assumptions and indications. To this effect, each member of the FPM/WG is expected to 
provide a brief write-up to justify the underlying assumptions of his/her sector account. Since 
the government has to own this framework, its "base-line version" should incorporate the 
latest objectives and targets announced by the Government.. On the other hand, it seems that 
this scenario will have several hardly "defendable" assumptions or expectations, like the State 
Budget expenditures to be increased by 60 percent in 2006 while still being able to keep the 
rate of inflation below 10 percent. Each FPMNVG member is, therefore, required to come up 
with adequately justified alternative assumptions, where the base-line scenario is not 
plausible. They have to also align their assumptions with each other in order to ensure inter
consistency of the sector accounts of the alternative scenarios. 

To perform their tasks satisfactorily, the FPM/WG staff should closely follow recent 
developments, current prospects, and government objectives and policies in their respective 
sectors as well as in the overall economy. For their present task, they are advised to go 
through the following documents: 

• The IMF recent reports on Azerbaijan (they could be downloaded from the IMF web 
site www.imf.org), particularly the most recent issues of: 1) Statement by the IMF 
Mission for the Article IV Consultation with the Republic of Azerbaijan; 2) Republic of 
Azerbaijan: Ex-Post Assessment of Longer-Term Program Engagement - Staff Report 
and Public Information Notice on the Executive Board Discussion; 3) Republic of 
Azerbaijan: Fifth Review Under the Poverty Reduction and Growth Facility and 
Request for Waiver of Performance Criteria - Staff Report; Press Release on the 
Executive Board Discussion; and Statement by the Executive Director for the Republic 
of Azerbaijan; 4) Azerbaijan Republic: Selected Issues 5) Azerbaijan Republic: 
Statistical Appendix ; 

• The Economist Intelligence Unit's monthly reports on Azerbaijan; 
• Fitch Ratings Azerbaijan; 
• NBA information (available on the NBA web site: www.nba.az): 1) Main Directions of 

the Monetary Policy 2) Report on Implementation of Monetary Policy ; 3) Monthly 
Bulletins. 

16 These will make the FPMNVG adequately informed of the current state of the 
Azerbaijan economy in general as well as in the fiscal, monetary and external sectors as of 
the year-end. For getting informed on more recent developments, they are advised to review 
State Statistical Committee's annual and monthly publications (available on the SSC web site 
http://www.azstat.org), establish monthly data exchange with MOF (fiscal data) and NBA 
(monetary and BOP data); and to follow the daily and weekly papers and journals. 

17 The FPMNVG will then pull together their work on sector accounts, both the 
worksheets and the economists' write-ups, and discuss the interactions between the fiscal and 
budgetary policies and the macroeconomic growth and stability, with particular emphasis on 
the monetary and external sectors. MOED should interact on this task with MOF and NBA as 
much as possible. The scope of the text of MTMF/MTFF should be wider than just needed for 
the PIP. This work will provide MOED with a continually updated analysis of the recent 
macroeconomic and fiscal developments and current prospects of the Azerbaijan economy. It 
could be used not only for the PIP but also for the Annual State Budget and MTBF; the Budget 
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Speech by the MOF; the SPPRSD and its Annual Progress Reports; discussions with the IMF, 
World Bank, and other donor agencies; and the government presentations to the international 
forums. 

18 As for the content of MTMF/MTFF, the MOED and MOF management should agree on 
a particular template, with necessary flexibility for additional focus on a few current economic 
and social themes of pressing importance. This template could be similar to that of the 
government's "Memorandum of Economic and Financial Policies" (MEFP}, referred to as the 
Memorandum of Understanding and presented to the IMF in connection with the review of 
progress of the Fund-supported programs (e.g., PRGF). This year's special theme could be, 
for instance, the efficient use of substantial increase in budgetary spending and how to 
minimize its inflationary impact. It will also be necessary to harmonize this work with the 
preparation of the State Budget, MTBF, and the Budget Speech by MOF as it should provide 
policy framework to these documents. In this respect, the inputs provided by other central and 
line ministries to MOF for Budget work could also contribute to developing the content of 
MTMF/MTFF. Finally, in the coming years, the analysis and write-up should be done by an 
MOED team of senior experts, with participation of a senior, fiscal policy expert from MOF and 
a senior monetary policy expert from NBA, and the team should have full access to most 
recent data as well as to full inside knowledge of the government's views and concerns over 
the country's medium-term development prospects. 

Conclusion 

19 Macro-modelling required for planning and budgeting purposes has the following main 
features: 

• It is not meant to project and identify the development path of the economy. It is 
instead used as a tool to verify the consistency and feasibility of the government's 
medium-term objectives and strategies. 

• It does not need to be a sophisticated econometric model; in fact a simple FPM 
and a limited version of RMSM-X will serve the purpose. 

• MTMF-cum-MTFF should not be considered to be used only for the preparation of 
the main plan and budget documents. It must instead be continuously updated for 
use in almost daily navigation of the economy jointly by the MOED/MOF/NBA. 

• Hence, the preparation and updating of MTMF/MTFF and managing the inter
agency cooperation for its production and use should be institutionalized and 
based in an adequately and appropriately staffed agency (i.e., MOED). 
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AZERBAIJAN REPUBLIC 

MINISTRY OF ECONOMIC DEVELOPMENT 

Preparation of Sector Strategic Development Plans (SSDP) 

PART I: IMPORTANCE OF SSDP 

Annex4 

The Government's public investment policy and program (PIPP) is to be guided by the country's 
national and sectoral development objectives and strategies. The importance of the strategic 
macro-planning for the PIPP process was addressed in Section 2.1 and Annexes 1 and 2 of this 
Manual. This annex briefly explains how to optimize the contribution of Sector Strategic 
Development Plans (SSDPs) to the most efficient use of public resources through PIPP. 

PLANNING IN STAGES 
Development planning is a three-stage exercise: Macro-, sector-, and projects-planning stages. 
Annex 

All government investment activities are realized through the projects planning stage, which brings 
together all government/budgetary agencies' capital spending proposals for the plan period 
(bottom-up planning). Individual agencies' proposals will, however, be guided and constrained by 
the Central Government (top-down planning) in order to ensure that: 

• Their total requirements for critical resources (e.g., funding, skilled labor, foreign currency, 
etc) remain within the national (feasible) availability of such resources; 

• The envisaged growth pattern satisfy necessary technical inter-linkages among sectors; 
and, 

• The implied pattern of structural development and income distribution will conform to 
aspirations of the people as perceived by the Government (i.e., the political party in 
power). 

Such guidance and constraints to be determined by the Central Government will require substantial 
technical work by the MOED, MOF, NBA and other agencies. This work is to be done at the macro
planning stage, where the Central Government will determine both national and sectoral 
development objectives, strategies, and sectoral resource ceilings within a socio-economic 
consistency framework. It is important that this process has adequate built-in mechanisms to avoid 
its becoming a top-down "command" exercise and to allow a reconciliation of top-down and bottom
up planning processes. Such reconciliation is attained through SSDP, which serves as a two-way 
bridge between Macro- and Projects Planning stages. 

CONDITIONS FOR SUCCESSFUL SECTOR PLANNING 

SSDP will be a useful and effective policy and implementation tool if the following conditions are 
fulfilled: 

• A correct assessment of the sector's current resources, capabilities, and limitations; 
• The Agency's mission and vision over the plan period vis-a-vis the national and 

sectoral objectives stated by the Central Government; 
• The Agency's goals defined ambitiously but realistically so as to carry out its mission 

and attain its vision; 



• Time-bound and measurable targets to realize the Agency's goals over the plan 
period; 

• All activities and projects properly costed, prioritized, sequenced, and assigned. 
• Appropriate consultations by the Agency with all its stakeholders. 
• All activities and projects envisaged by the SSDP be fully considered allowed for in 

the Government's MTMF/MTFF for the corresponding period if the SSDP is to be a 
meaningful (i.e., operational) document rather than a wish-list. 

• The Agency's SSDP and overall budget (recurrent plus capital) could also contain an 
alternative scenario to provide the Central Ministries with a better insight as to the 
sector's needs and its stakeholders' aspirations. 

• Finally, appropriate performance benchmarks and measurements for Monitoring and 
Evaluation to render SSDP an effective tool for implementation and future planning. 

The second part of this annex gives a Guide for Sector Strategic Development Planning, which 
provides a description of all elements of the sectoral planning process without distinguishing 
between crucial and routine ones. The following is intended, therefore, to "guide" MOED and line 
agencies' staff not to miss the crucial issues while using the Guide for SSDP. 

RECOMMENDATIONS TO LINE MINISTRIES 

Almost all line ministries in Azerbaijan have at least one, and some several, Sector Development 
Plan (SOP) extending over 10 to 20 years and with varying coverage and sophistication. The 
Government objective of establishing the necessary capacity to formulate a sound public 
investment policy and program very much depends on adapting the current practice of sectoral 
planning to that envisaged by the Guide for SSDP given below. More specifically, such an 
adaptation will particularly involve the following: 

1. Observe the guidance and instructions from the President or the COM regarding the 
national and sectoral development objectives, strategies and resource ceilings; 

2. Have sector "Goals - Targets - Activities and Projects" linked to each other within a 
result-oriented logical process, which will pave the way for program budgeting; 

3. Identify all planned activities and projects of the sector agency in annual terms (at 
least for the next four years of the plan period) as the same as those submitted for the 
Medium-Term Budget and PIP purposes (both recurrent and capital spending). Hence, 
there is no need for separate costing of SSDP activities and projects. 

4. Send all draft SSDPs first to MOED and MOF for checking and ensuring their 
consistency, both in policy and technical terms, with the economy's macro and 
sectoral development framework over the plan period. 

5. In the planning process, the role of the COM and the President's Office is focused on 
(a) setting the broad national and sectoral objectives and strategies, and (b) approval 
of the final plan. 
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PART II: GUIDE FOR PREPARATION OF SSDP 

PURPOSE 

• SSDPs will help the allocation of scarce public resources to priority areas in line with macro, 
sectoral and regional objectives and strategies. 

• SSDP serves as a two-way bridge between macro- and micro (projects)-planning 
• It will also serve as a main reference source to the Agency staff as well as to all 

stakeholders for information on the sector's current and medium-term development 
prospects. 

Diagram 1: Strategic Planning - Macro Planning Relationship 
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STRATEGIC SECTOR PLANNING CYCLE 

Strategic Planning Process 

1. STATE THE AGENCY'S MISSION AND PRINCIPLES 
• The Agency's main mission (the main reason for its existence) 
• Its key principles 
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2. IDENTIFY THE AGENCY'S VISION: Where does the Agency/Sector want to go? What is it 
aiming at? 

3. ANALYZE THE CURRENT STATUS: Where is the Agency/Sector at present? 
• Target population and its demands 
• Current sector plan and programs 
• SWOT analysis 

4. IDENTIFY STRATEGIC GOALS AND TARGETS 
• Medium-term goals 
• Specific, concrete and measurable targets 

5. DETERMINE REQUIRED TASKS/ACTIVITIES AND PROJECTS: How to reach where the 
Agency wants to get? 

• Approaches/means to attain goals and targets 
• Detailed work/business plans 
• Costing 

6. DETERMINE THE MONITORING SYSTEM: How to measure and evaluate progress? 
• Reviewing and reporting 
• Comparison with (4) above 

7. EVALUATION AND PERFORMANCE MEASUREMENT 
• Feedback 
• Identify measurement methods 
• Performance indicators 
• Performance measurement 

Strategic Planning: What is it about? 

• aims at planning development in desired directions, with periodic revisions as needed; 
• result-oriented instead of input-oriented; 
• targets and approaches must be realistic and feasible; 
• an instrument for high quality management; 
• a tool for accountability; 
• based on a participatory approach, involving all concerned staff of the Agency as well as 

the representatives of all stakeholders of the Agency's services; and, 
• guides and directs the annual budget, rather than the other way round, within the bounds of 

resource constraint and national and sectoral development objectives and strategies. 

The Planning Team: 

• should include representatives of all key departments of the Agency; 
• team members should have such knowleqge and skills as necessary for the strategic 

planning process; 
• team members should have adequate knowledge of the Agency and the sector; 
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• they should be adequately familiar with the target population of the Agency; and, 
• should be able to devote the necessary time and effort to strategic planning work. 

MISSION STATEMENT 

An Agency's "mission" is the reason for its existence: it states what, how, and for whom the Agency 
does whatever it is doing. 

A meaningful mission statement should address the following points: 

• What is the reason for Agency's existence? State the purpose, but not the process to attain 
it. 

• What are the Agency's statutory responsibilities and obligations? 
• Who is the audience/target population for the Agency's services and outputs? 
• Which needs does the Agency meet? Identify the Agency's services and outputs. 
• The mission statement should be succinct (i.e., brief, clear and to the point). 

An example of meaningful mission statement by a "Social Services Unit": To help individuals 
and families in meeting their basic needs and in becoming self-sustainable as envisaged in the 
relevant statutory framework. (Why meaningful? Because it indicates the task, the target population 
for the output/services, and the legal constraint). 

AGENCY'S VISION 

The Agency vision symbolizes its future, and powerfully states what it aspires to achieve in the 
future. It should answer and/or satisfy the following points: 

• It must be brief, inspiring and challenging; 
• What is the ideal future for the Agency? 
• How does it want to be perceived by all its employees, target population and other 

stakeholders? 

An example of good vision statement by a bank: To become a financial institution having the 
largest network and providing the best service throughout the country. 

Both the mission and vision of the Agency are based on certain principles that should answer the 
following questions: 

• What is the Agency's work/business philosophy? 
• What are the basic value systems, standards and ideals which serve as the foundation of 

the Agency's operations? 
• What are the systems of values and beliefs subscribed to by the employees of the Agency? 

Two examples of such "principles" are given below: 

Principle: Participation, transparency and equal opportunity are essential elements of our decision 
making process. 

Principle: We cannot compromise on the quality of our services and outputs. 
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ANALYSIS OF THE AGENCY'S CURRENT STATUS 

Coverage 
• A brief history of the Agency and its sector's recent performance and policies; 
• Analysis of the Agency/sector's structure and organization (its statutory powers_and 

responsibilities; performance; problems; technologies; potentials; human resources; 
institutional culture, etc.); 

• Analysis of the external environment where the Agency operates; 
• Analysis of the future developments that may affect the Agency/sector; and, 
• Analysis of the stakeholders (the target population and others that may be affected 

positively or otherwise by the Agency's activities). 

Methodology 

The current state of the Agency/sector can be evaluated through the SWOT (Strengths, 
Weaknesses, Opportunities, Threats) analysis. 

Diagram 2: SWOT Analysis 

Agency's Internal Factors 

Strengths Weaknesses 

I x I 
Opportunities Threats 

External Factors 

Analysis of Internal Factors: 
• Agency's recent history, related statutory/legal framework, and statutory functions; 
• Its place in the Public Administration and organizational structure; 
• Agency's internal information and decision making process; 
• Size and quality of its workforce; 
• Its funding sources (Budget, other official funds, banks, etc.); 
• Its personnel and wage policies; 
• Employees' motivation level and their views on the Agency's current status and prospects; 
• Its technological/information technology capacity and skills level; 
• Its inventory of buildings, vehicles and other assets; 
• The reporting system used in the Agency; 
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• Its monitoring and evaluation system; 
• Important activities and projects, both completed and ongoing; 
• Recent changes in the Agency's organization structure and operational areas: 
• Important changes envisaged in the structure and operations of the Agency; and, 
• Other Agencies undertaking the same or similar functions and causing clash of 

responsibilities. 

Analysis of External Factors: 
• World situation and development trends in the area the Agency operates; 
• Current domestic situation and trends in the area the Agency operates; 
• The critical development prospects, at home and abroad, that may affect the Agency; 
• Harmony and consistency between the Agency's activities and the objectives, strategies and 

policies of the national, sectoral, and regional development plans; 
• Main operational risks and uncertainties faced by the Agency. 

Analysis of the Target Population and Other Stakeholders' Satisfaction: 
• Agency's suppliers/creditors; 
• Other institutions the Agency should cooperate with to carry out its operations; 
• Target population/institutions and their demands from the Agency; 
• Monitoring and measurement of satisfaction of the target population and institutions; and, 
• Methods of evaluation of comments and complaints by the stakeholders. 

Assumptions: 

While preparing SSDP, Agency has to make assumptions about certain internal and external 
factors (as listed above), which are important for the success of the SSDP but are outside the 
Agency's control. Any SSDP's success greatly depends on the realization of its assumptions. They 
should therefore be decided through a thorough review of all relevant factors with the participation 
of all key Agency staff. 

STRATEGIC GOALS 

• Agency's goals must be consistent with its mission, vision and principles; 
• should contribute to and facilitate the realization of the Agency's mission; 
• must be ambitious and challenging, but also realistic and feasible; 
• should be appropriate for attaining Agency's vision; 
• must be shaped according to the Agency's priorities and the analysis of its current situation; 
• should have a medium-term perspective; and, 
• must be kept unchanged until important external developments take place. 

An example of well-defined strategic goal: In order to protect health of the society, the whole 
country will be provided with clean and adequate supply of water with the help of environment 
protection and pollution control (lt\lhy is it we/I-defined? The goal is clearly identified; its coverage is 
stated; it is linked to water quality and supply, which are in tum related to environment and pollution. 
Thus, a direction is given for identifying targets). 

TARGETS 

Targets are specific, measurable, and time-bound "sub-goals" aiming at the realization of Agency's 
strategic goals. Hence, they are: 

• ambitious but feasible; 
• result-oriented; 
• measurable; 
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• time-bound; and, 
• stated clearly and understandably. 

An example of well-identified target: The infant mortality rate will be reduced by 0.5 percent by 
2007 (Why is it well-identified? Target is specific, time-bound, and can be evaluated if feasible or 
not by checking it against the recent years' performance). 

REQUIRED ACTIVITIES AND PROJECTS 

• SSDP should explain in detail all activities and projects needed to attain the Agency's 
targets and goals; 

• Prioritize all targets under each strategic goal; 
• Identity the departments/units responsible with implementation of each task; 
• Prioritize all activities and projects under each target by considering: 

o Development plans (SPPRED and RDP); 
o Annual performance reviews and programs of SPPRED and RDP; 
o Other comprehensive government programs (e.g., LOls given to the IMF); 
o Special government programs (e.g., President's Anti-Inflation Decree); 
o Activity/project's sustainability; 
o Effectiveness; 
o Rate of return and/or efficiency. 

• Interactions and linkages among activities/projects should be paid the necessary attention 
for rightly placing and sequencing them; 

• Activities/projects should not clash with each other; 
• Selection of activities/projects should be made with a view to medium- to long-term 

expectations: and, 
• Necessary coordination with other agencies should be secured in the case of 

activities/projects requiring such coordination. 
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SSDP-BUDGET /PIP RELATIONSHIP 

• Agencies should base their budgets and PIPs on their SSDPs, not the other way 
around, within the resource and other constraints; 

• SSDPs will pave the way to "program budgeting": 
o Strategic goals/objectives correspond to programs; 
o Targets correspond to sub-programs; and, 
o Tasks (activities/projects) in a SSDP are the same as activities and projects in 

the program budget. 
• SSDP should relate its activities/projects under each target to the State Budget and 

the PIP: 
o Agency should present its resources (by source) and uses (by targets/sub

programs) for last two years and next three years; 
o This will show the cost of each policy and program; 
o By discussing alternative activities/projects, Agency will show the basis of its 

prioritization; 
• SSDP's annual programs or their annualized medium-term segments will better help to 

establish their linkage with the State Budget and the PIP. 

MONITORING AND EVALUATION (M&E) 

• Monitoring means systematic following up and reporting on the progress in realizing 
the targets of SSOP; 

• Evaluation means both discussing implementation results against strategic goals and 
targets and analyzing the consistency and appropriateness of the latter; 

• The general approach and methodology to be used for monitoring and evaluation are 
to be identified in SSDP; 

• Implementation results are reported annually and their evaluation in terms of timing 
and conformity with planned goals and targets provides useful feedbacks for reviewing 
SSDP and determining its feasibility. 

• M&E contributes to the establishment of accountability in the Agency. 

A separate guide is needed for M&E. 
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Annex 5 

AZERBAIJAN REPUBLIC 

MINISTRY OF ECONOMIC DEVELOPMENT 

The Call Circular for the 2007-10 Public Investment Program 

PART I: Explanatory notes on Preparation of Required Information 

1. National, sectoral, regional and inter-project priorities of 2007-2010 PIP 

This year Ministry of Economic Development is planning to further improve PIP and use 
it as an effective policy instrument for identifying and achieving National and Sectoral 
development goals and priorities for 2007-2010. To this end, all state enterprises are requested 
to submit following: 

Information on all capital investment expenditure requests for 2007-2010, irrespective of 
their funding sources (Template 1 part 2, Template 2); 

Justification of a request pursuant to medium and long term state development goals 
and priorities (Template 1 part 5); 

Copy of feasibility study for each project, if not submitted to MOED up to now; 

Copy of each project's approved cost estimate documents, if not submitted to MOED up 
to now; 

Copies of experts' opinion for each project. 

Attached templates are expected to assist in preparation of submissions. In the event 
where the abovementioned information on projects is not presented, they will not be 
considered for inclusion in 2007-2010 Public Investment Program. 

Submitted projects should be justified in accordance with following national, sectoral, 
regional priorities: 

National Priorities for 2007-2010 Public Investment Policy and Program: in 
accordance with approved and pending National Programs GoAz considers advisable to direct 
investment to following spheres in 2007-201 O: 

Projects supporting social sectors' development, 
Infrastructure projects supporting non-oil sector and fostering private sector 
investments, 
Regional and cross-regional projects eliminating inter-regional social-economic 
inequality, 
Projects creating new work places (fostering employment). 

GoAz also is trying to pertain from investment in commercial sectors, attempting to attract 
private investors to such. 

Cross sector priorities: 2007-2010 Public Investment Program will give preference to 
projects in following sectors: 

Education 
Health 
Infrastructure 
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Irrigation 

At the same time each sector should submit, with proper justification, five priority regions of 
Azerbaijan to the Ministry.of Economic Development. 

Priorities for pending projects: 2007-2010 Public Investment Program shall give 
preference to project particularly meeting following criteria: 

Project to be completed or which are close to completion (i.e. projects completed by 
75% or more) in 2007; 
Project completed by 50%-75% or those meeting the abovementioned national, 
sectoral and regional priorities; 
Projects considered essential for implementation of other pending projects 
supporting above national, sectoral and regional priorities. 

New public investment projects: New projects shall be selected to 2007-2010 Public 
Investment Program based on their technical, financial and economic analyses among those 
meeting national, sectoral and regional priorities. 

2. Macroeconomic indicators used in public investment project assessment 

Indicter Measure unit 2006 2007 2008 2009 2010 
expected forecast forecast forecast forecast 

Nominal GDP Min. NewAZM 
Actual GDP % 
increase 
GDP deflater % 
Average annual NewAZM/US 
exchange rate dollar 
Discount rate * Annual% 12 12 12 12 12 
Consumer rate Annual% 

•index variation/change 
*Rate used by the World Bank and ADB for projects funded in Azerbaijan. 

3. Explanation regarding Template 1 (Public Investment Project Assessment) 

External Funding Give the yearly disbursement plan if there is such a plan in the 
Annual Disbursement agreement. Otherwise, state the disbursement conditions given 
scheduled by the Funding in the funding agreement. 
Agreement 

I Give the actual total utilization by the end of 2005 and the 
Annual Utilization expected 

annual utilization in 2006 and bevond. 
Project Anal~sis: The Project's expected contribution to Azerbaijan's development 

may have already been discussed in the Sector Development 
Main objectives and Program, 

and the Project's Feasibility and Appraisal Reports. If such 
anticipated results, outcome reports 

do not exist or do not discuss all the required indicators, please 
provide your best estimates and comments on the listed 

indicators. 
Project's Status Indicate at what stage of the project cycle is the Project in. The 

proiect cvcle is composed of the current following stages: 
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Project Analysis: Indicators 

Net Present Value (NPV) is calculated through the formula: 
T 1 
L( Bt-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. 
Internal Rate of Return (IRR) is the particular rate of discount 
that equates the present value of the flow of net benefits during 
the 
economic life of the project to the present value of the total 
investment costs. It is calculated through the formula: 

T Bt-Ct T Kt 
L = L 
t=O (1+r)t t=O (1+r)t 
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. 
Conversion ratio 
Other 
Financial/Economic Analysis: the above named indicators of the 
results of 
project analysis can be calculated by using market prices 
(financial 
analysis) or economic prices (economic analysis). It will be 
preferable 
to have calculated throuqh both financial and economic analysis. 
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TEMPLATE 1 
PART II: Required Information 

................ Sector 

Information on the Sector and Public Investment in the Sector 

1. SECTOR OVERVIEW AND INFORMATION ON MAJOR PARTICIPANTS 

1.1. Sector overview and the role of the sector in country's economic development; 
1.2. Sector structure and major organization; 
1.3. Sector's major goals and objectives and their linkage with SPPRED, ROP (2004-2008) 

and other State Programs; 
1.4. Main government activities and service in the sector, and actual increase in their 

indicators for 2000-2005. 

2. MAJOR IMPLEMENTED AND EXPECTED REFORMS AND EXISTING PROBLEMS AND 
EXPECTED REFORMS 

3. MEDIUM TERM (2007-2010) SECTOR GOALSAND STRATEGIES AND INVESTMENT 
PROJECTS PROPOSED FOR ACHIEVING THESE GOALS: 

Sector/sub- Strategies/ Investment Required funding Outcome/result 
sector/goal activities projects total 200 200 200 201 s 

7 8 9 0 

4. USE OF PUBLIC INVESTMENT 

4.1. sources and uses of investment funds attracted from external sources for 2000-2006 
(according to Template 1.3); 

4.2. Volume of investment expenditure from state budget to the sector for 2000-2006; 
4.3. Sector's funding priorities and major funding sources of public investment (for 2000-

2006); 
4.4. final minutes and agreements of tenders held in 2005-2006; 
4.5. list of crucial state projects suspended in past years (if any), their list, reasons for 

suspension and percent implemenated: 

Project name Total project Amount paid Resources Reasons for 
cost needed for suspending 

completion implementation 
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TEMPLATE 2 

PUBLIC INVESTMENT PROJECTS EVALUATION FORM 

2.1 Project background information 

Sector 

Agency 

Name 

Number 

Location 

Inception/Completion date Start: End: 

Goods/services 

Capacity 

Project staff responsible for 
Name: Position: Telephone Email: Date: 

following: 

-Preparation 

-Approval 

-Contact person 

Prioritl'. justification: 

Priority level of the project 1. Urgent 2. Necessa[l'. 3. Reguired 

5 



TEMPLATE2 

PUBLIC INVESTMENT PROJECT EVALUATION FORM 

2.2 Funding projection for 2007-2010 by sources (capital expendlturennvestment demand) 
(AZNl 

Funding source 
Total project Actual Payment amount by end 2006 approved/ 2007 2008 

2009 estimatE 
2010 

cost 2005 identified amoun estimate estimate estimate 

State budget 

Own funds 
Foreign loan 

Other* 

Total 

Exchange rate 
of AZN/USD 

• 1f any, other funding sources of the project (e.g. internal bank loan, grant) should be indicated in detail. 
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TEMPLATE 2 

PUBLIC INVESTMENT PROJECT EVALUATION FORM 

2.3 Foreign funding projection of the project for 2007 -2010 

(USO) 

Country/Institution Providing 
External Funding• 
Date of Effectiveness 

Type (Grant, Loan, Equity) 

Total Amount 

RepaymenVGrace Period 

Interest Rate 

Annual amount payable per 
funding agreement Cumulative As of 2005 2006 2007 2008 2009 2010 

Total 
GoAz's share 
Foreign funding 

Annual utilization Cumulative Used as of 2005 2006-expected 2007 2008 2009 2010 

Total 

GoAz's share 
Foreign funding 

Average annual exchange rate As of 2005 2006 2007 2008 2009 2010 
of other foreign currency 
received in relation with US 
dollar"* 

• If there is more than one external funding please fill in additional parts of this form. 

•• Please fill for funds received in foreign currency other than US dollar (euro, japanese yen) 

7 



TEMPLATE 2 

PUBLIC INVESTMENT PROJECT EVALUATION FORM 

2.4 Pending/recurring project Implementation report 
(Current/Project price) 

Planned resources PIP approved resources Revised PIP appropriation Actual paid amount under Pl P Actual project costs 
YEAR- Realization %** 

Internal External Total Internal External Total Internal External Total Internal External Total Internal External Total 

2000 

2001 

2002 

2003 

2004 

2005 

2006 (exoected 

TOTAL 
------------

*Please add rows if necessary 

.. Realization (%) ::: (Actual project expenditure/Planned project resources) X 100 
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PUBLIC INVESTMENT PROJECT EVALUATION FORM 

2.5 Project justification and analysis summary 

-Linkages/relations to SSDP, SPPRSD and SPSEDR; 

-Contribution to Production in non-oil sectors; 

Strategic Context -Contribution to Employment in non-oil sectors; 
of Project* 

-Contribution to new technology; 

-Environmental impact and related investment; 

-Economic Life of the Project. 

Project's Current Status* 

Current and Anticipated 
Issues, Problems and 
Proposed Measures* 

Major project analysis -Net Present Value (NPV) 

indicators** -Internal Rate of Return (IRR) 

-Cost effectiveness analysis (particularly, for social sector projects) 

* Please expand the row as much as needed 

**Submit the supporting documentation 
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TEMPLATE3 

Information on Capital Expenditure and Intangible Asset Purchase Items of State Budget for 2006-
2010* 

SECTOR: 

AGENCY: at prices 

ACTIVITY OVERVIEW (annual) BUDGET FUNDED EXPECTED OUTCOME 

2000 (implementation) 

2001 (implementation) 

2002 (implementation) 

2003 (implementation) 

2004 (implementation) 

2005 (implementation) 

2006 <EXPECTED\ 

2007 (projection\ 

2008 (projection) 

2009 (oroiection\ 

2010 <oroiection\ 

*This table should include information on expenditure related to items 282200 and 310000 of "Economic Classification of Budget Expenditure" 
under Single/Unified Budget Classification 
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1 Taxes 

1a Direct 

1b Indirect 

2 Non-tax 

3 Factor Income 

4 Social Funds 

5 Current Transfers 

I PUBLIC SECTOR DISPOSABLE INCOME 

II CURRENT EXPENDITURES 

Ill PUBLIC SAVINGS 

IV INVESTMENTS 

a Fixed capital 

b Stock cham:1es 

v SAVINGS-INVESTMENT GAP 

VI CAPITAL TRANS.FERS 

a Wealth taxes 

b Other capital transfers 

c Nationalization and revaluations 

VII CASH-BANK/BORROWING 

a Change in cash-bank 

b Net foreign borrowing 

*Foreign debt repayment 

*Foreign loan utilization 

c Net domestic borrowing 

AZERBAIJAN REPUBLIC 
MINISTRY OF ECONOMIC DEVELOPMENT 

PUBLIC SECTOR BALANCE OF RESOURCES AND USES 

CENTRAL AND LOCAL GOVERNMENTS 

State 
Social 

Budget 
Protection SO FAZ Municipals Sub-total Operational 

Fund 

Annex 6 

STATE-OWNED ENTERPRISES 

Financial Sub-total Privatization Sub-total 
TOTAL 
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Annex 7 

AZERBAIJAN REPUBLIC 

MINISTRY OF ECONOMIC DEVELOPMENT 

Public Investment Program for 20 .. -.. 

ANNOTATED OUTLINE 

INTRODUCTION 

The expected rapid increase in Azerbaijan's oil revenue augments the importance of 
necessary improvements in the institutional and technical capacity of the GOAz to formulate 
sound public investment policies and programs (PIPP). The issue has in fact additional 
urgency because of the fact that Azerbaijan's oil boom is expected to be relatively short lived. 
The Government has therefore adopted this PIPP Manual from (day/month) 2007 to 
strengthen the key economic ministries' as well as the major line ministries' capacities for 
preparing sound public investment policies and projects. 

With LMs/agencies' submission of improved sector information and better justified investment 
projects spending proposals in line with the requirements of this Manual, MOED is expected, 
with the cooperation of MOF and ANB, to develop a sound public investment policy for the 
medium-term (next four years) that will be reflected in the next Public Investment Program 
with the following outline. 

ECONOMIC POLICIES AND REFORMS 

This chapter will present a review of recent performance of the Azerbaijan economy under the 
following headings with a view to providing a background to justify (or lead to) the proposed 
PIPP for 20 .. -... Therefore, focus on selected factors which are important for investment 
in general and for PIPP in particular. 

Recent Economic Developments 

Macroeconomic Policies 

Structural Reforms and Policies 

DEVELOPMENT OBJECTIVES AND STRATEGIES 

GOAZ aims at identifying the proper public investment strategy for attaining the country's 
medium- and long-term economic and social development objectives. In order to be a 
meaningful (i.e., operationally useful) guide and policy instrument for the central and line 
ministries (agencies), this strategy should be quite specific in terms of investment volume; 
annual increase; sectoral allocation; public-private breakdown; technological, skill and 
manpower requirements; foreign exchange and import requirements, etc. Such specificity, 
however, will require that development objectives and strategies be also identified, both 
at national and sector level, in time-bound and measurable terms (e.g., a specific 



average rate of growth over a given period; a certain reduction in the share of population 
below the poverty line by a certain date). Moreover, Government needs to prioritize the 
national and sectoral development objectives because they will all be competing for the 
same volume of limited resources. All this can be possible only if national objectives and 
strategies are identified on the basis of available resources and potential constraints 
within a macro and sectoral consistency framework. 

The following instruments, which are used in Azerbaijan for economic and social development 
planning, should, if prepared in the way noted above, normally provide appropriate guidance 
and instructions to the formulation of a specific and sound public investment policy and 
program. Simultaneously with MOED's ongoing and planned efforts to improve other 
planning instruments, the preparation of the PIP along the lines of this Manual with an 
emphasis on the national and sectoral development framework will make up the temporary 
shortcomings of these planning instruments. The PIP's review and evaluation of recent public 
investment policies and program with reference to these planning instruments will therefore 
shed light on necessary improvements not only in the next PIPP but also in the 
implementation of these instruments. 

State Program for Poverty Reduction and Sustained Development (SPPRSD) 

State Program for Socio-Economic Development of Regions (SPSEDR) 

Sector Strategic Development Plans (SSDPs) 

Sectoral Strategies: 
Agriculture 
Water Resource Development and Irrigation 
Energy 
Transportation 
Industry 
Environment 

AN OVERVIEW OF THE PUBLIC INVESTMENT POLICY AND PROGRAM 

As a major policy instrument for shaping up the country's future social and economic 
development, the public investment policy and program should be all inclusive, covering all 
capital spending of the public sector agencies, and should be evaluated with an eye on private 
sector investment performance and tendencies within a national and sectoral development 
framework. "All inclusiveness" is important because only in that case it will be possible to 
analyze and draw lessons and guidance from the past and current public investment 
programs for future policies. All inclusiveness, however, should not cause loosing sight of 
each major public agency's performance and responsibilities. Keeping an eye on private 
sector investment is also very important because the main objective of public investment 
policy is to direct resources to those projects which are socially necessary but not attractive 
enough to the private sector, including those infrastructure projects which are essential for 
private sector development. Finally, developing PIPP within a national and sectoral 
development framework is the only way to assure that inter-linkages are considered and that 
inconsistencies avoided. 

Size of Public Investment 

Sectoral Distribution of Public Investment 
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External Financing of Public Investment 

The 20 .. -.. PIP 

Size, Distribution and Financing of PIP 

Some Major Issues of Implementation 

3 





8 





Annex 8 

AZERBAIJAN REPUBLIC 

MINISTRY OF ECONOMIC DEVELOPMENT 

PUBLIC INVESTMENT PROJECT BRIEF 

1. Project Background Information 

Project# 
Sector 

Agency 

Name 

Number 

Location 

Inception/Completion date Start: End: 

Goods/services 

Capacity 

Project staff responsible for 
Name: Position: Telephone Email: Date: 

following: 

-Preparation 

-Approval 

-Contact person 

Priority justification: 

Priority level of the project 1. Urgent 2. Necessarv 3. Reguired 



PUBLIC INVESTMENT PROJECT BRIEF 

2. Funding Projection by Source 

Proiect # (AZN) 

Actual amount paid 20 .. 
20 .. 20 .. 20 .. 20 .. 

Funding source Total project cost by end-20 .. expected amount 
estimate estimate estimate estimate 

last year current year 

State budget 

Own funds 

Foreign loan 

Other* 

Total 

Exchange rate 
of AZN/USD 

* If any, other funding sources of the project (e.g. internal bank loan, grant) should be indicated in detail. 
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PUBLIC INVESTMENT PROJECT BRIEF 

3. Foreign Funding of the Project 

Project# 

Country/Institution Providing 
External Funding* 
Date of Effectiveness 

Type (Grant, Loan, Equity) 

Total Amount 
Repayment/Grace Period 

Interest Rate 

Cumulative As of~ 20 .. 20 .. 

Payable per Funding 
Agreement (Total) 

GoAz's share 

Foreign funding 

Annual utilization 

GoAz' s share 

Foreign funding 

Average exchange rate of 
forex received to US$** 

* If there is more than one external funding please fill in additional parts of this form. 

**Please fill for funds received in foreign currency other than US dollar (euro, japanese yen) 
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PUBLIC INVESTMENT PROJECT BRIEF 

4. On-going Project Implementation Report 

p t# (AZNC tfp, . ) 

Planned resources PIP approved resources Revised PIP appropriation Actual paid amount under PIP Actual project costs 
YEAR* Realization%** 

Internal External Total Internal External Total Internal External Total Internal External Total Internal External Total 

20 .. 

20 .. 

20 .. 

20 .. 

20 .. 

20 .. 

20 . Current Year 
(expected) 

TOTAL 

*Please add rows if necessary 

** Realization(%)= (ACtual project expenditure/Planned project resources) X 100 
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PUBLIC INVESTMENT PROJECT BRIEF 

5. Project Justification and Analysis Summary 

Project# 

-Linkages/relations to SSDP, SPPRSD and SPSEDR; 

-Contribution to production in non-oil sectors; 

Strategic Context -Contribution to employment in non-oil sectors; 
of Project* 

-Contribution to new technology; 

-Environmental impact and related investment; 

-Economic life of the project. 

Project's Current Status * 

Current and Anticipated Issues, 
Problems and Proposed 
Measures* 

Major project analysis 
-Net Present Value (NPV) 

indicators** -Internal Rate of Return (IRR) 

-Cost effectiveness analysis (particularly, for social sector projects) 

* Please expand the row as much as needed 

**Submit the supporting documentation 
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Sector: 

Project Rayon/ Characteri Start Finish 
Project No. 

Name CityfTown st1c• Date Date 

Total amount for the Organization 

Total amount for projects under in preparation•• 

A. Projects whose preparation studies will end at the end of next year 

B. Projects whose preparation studies will continue after the end of next year 

Total amount for projects under ongoing implementation 

A. Proiects whose implementation will be completed at the end of next vear 

B. Projects whose implementation will continue after the end of next year 

Total amount for new projects starting during PIP period 

A. Projects whose implementation will be completed at the end of next year 

B. Projects whose implementation will continue after the end of next year 

Note: 

Total Cost 

Financing Source 
Sum 

External Internal 

AZERBAIJAN REPUBLIC 
MINISTRY OF ECONOMIC DEVELOPMENT 

20 .. -.• PUBLIC INVESTMENT PROGRAM 
PROPOSED PROJECTS LIST (PPL) 

Cumulative Spending until end- Spending during 1st year of PIP 
current vear 

Financing Source Financing Source 
Sum Sum 

External Internal External Internal 

Spending during 2nd year of PIP 

Financing Source Sum 
External Internal 

(*) 'Character' should be a standard description of the final productive nature of the investment object or service. If it is rehabilitation or improvement, the characteristic should state the expected final quality or capacity. 

Annex 9 

Spending during 3rd year of PIP Spending during 4th year of PIP 

Financin a Source Financing Source 
Sum Sum 

External Internal External Internal 
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AZERBAIJAN REPUBLIC 

MINISTRY OF ECONOMIC DEVELOPMENT 

Project Concept Paper 
(Template) 

Annex 10 

Any line ministry (LM) or a State agency which is planning to pursue a certain project 
idea should prepare a Project Concept Paper for the initial review and evaluation of it by 
first the management of the LM/agency and then by MOED and MOF. Submission of a 
Project Concept Paper does not imply any guarantee of its acceptance, but it guarantees 
the inception of the project development process for the underlying project idea. 

A Project Concept Paper should contain at least the following: 

1. Cover Page I Introduction: 

a) Name and address of LM/agency; 
b) Type of agency (e.g., LM, State Committee, SOE) and sector; 
c) Other organizations which may be involved in the project and/or its funding; 
d) Contact person, his position, phone number, and e-mail address; and 
e) Signature of the authorized official. 

2. Technical Information: 

a) Concise title and objective of proposed project; 
b) Discussion of the: 

• Objectives; 
• Methods of approach; 
• Amount of effort (labor) to be employed; 
• Anticipated results and beneficiaries; 
• How the work will contribute to sustainable development in the sector; 

c) Type of support needed (other than funding). 

3. Supporting Information: 

a) Proposed estimated cost; 
b) Brief cost breakdown; 
c) Any proposed cost sharing; 
d) Proposed duration of project; 
e) Brief description of the LM/agency's previous experience with the same 

and/or similar types of proposed project. 
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Annex 11 

AZERBAIJAN REPUBLIC 

MINISTRY OF ECONOMIC DEVELOPMENT 

Template for a Project Pre-Feasibility Study 

1. Executive summary: discuss all the main information on the project and the main 
findings of the pre-feasibility study. 

2. Introduction: purpose of the study; its coverage and structure; how the study was 
conducted; summary findings; conclusions and recommendations. 

3. Description and Coverage: name; purpose; type; technical direction; size; 
implementation period; location and place; expected outcomes; main inputs; target 
stakeholder, population, and regions; responsible organization and its statute; 
implementing/operating agency. 

4. Project background: 
a) Social and economic situation (general, sectoral and/or regional) 
b) Sectoral and/or regional development policies and programs 
c) Institutional structure and legislative environment 
d) Origin of the project idea and its appropriateness 

• Justification based on sectoral and regional development policy and 
purposes 

• Project linkages with other past, ongoing and planned projects 
• Process of originating the project idea 
• Other studies, research, and works related to the project 

5. Demand for the project: demand analysis, marketing research and analysis, needs 
analysis, problem analysis, etc. · 

a) National and regional level demand analysis 
• Basic determinants and indicators of the demand 
• Previous growth trends of demand 
• Information on current demand 
• Current capacity and history of capacity utilization 

b) Estimate of future national and regional demand 
a. Sectoral/regional economic growth scenarios (targets and strategies) and 

their relation to demand estimates 
• Growth potential of demand and its relation to demand estimate 
• Documentation of methods of estimation and studies 

6. Production/delivery of goods and/or services: 
a) Program of production of goods and/or services 
b) Program of marketing/delivery of goods and/or services 

7. Project setting/location: 
a) Geographic/physical characteristics (geography, climate, soil and topography, 
water, plants, other natural resources) 

I 



b) Economic and physical infrastructure (access to raw materials and markets, 
transportation, communication, water-energy access, other ancillary support) 
c) Social infrastructure (population, settlements, income distribution, social 
services, cultural services, etc.) 
d) Institutional infrastructure 
e) Ecological/environmental pre-evaluation 
f) Alternatives to location and to financing of the setting 

8. Technical analysis and plans: 
a) Project technology choice and capacity analysis 
b) Alternative technology/methodology analysis and choice 
c) Environmental impact of the chosen technology and costs of environmental 

protection 
d) Technical design (preparing the land, construction, main and ancillary 

equipment/machinery, maintenance considerations, time frame) 
e) Investment costs (land, construction, equipment/machinery) 

9. Project inputs: primary and intermediate inputs, input costs 

10. Organizational structure, management and human resources: organizational 
structure; production/delivery management; general expenditures; personnel 
requirements and estimated costs 

11. Project's management and implementation program: 
a) Project implementing organizations and technical capacities 
b) Project organization's management approach 
c) Project realization program 

12. Operational revenues and expenditures: 
a) Pricing of products and/or services 
b) Capacity utilization estimates 
c) Estimate of revenues and expenditures 

13. Total investment and its annual profile: 
a) Total investment 

• Land 
a. Fixed costs (project studies, licenses/patents, land amelioration, 

construction preparation, construction, environmental protection, road 
access, equipment and machinery, transport, insurance, customs, 
assembly, vehicles, start-up, unexpected cost allowances) 

• Interest costs 
• Operational costs 

b) Annual profile 

14. Financing of the project: 
a) Managing and operating organization's financial structure 
b) Financing structure of the project 
c) Sources and conditions of financing 
d) Costs of financing 
e) Financing plan 

15. Project analysis: 
a) Financial analysis 

• Financial framework and liquidity analysis 

2 



• Discounted cash flow analysis 
• Financial cost-benefit analysis 
• Impact on state budget 

b) Economic analysis 
• Economic costs 
• Economic benefits 
• Economic cost-benefit analysis 
• Cost effectiveness analysis 
• Other economic impacts (value added, etc) 

c) Social analysis 
• Social cost-benefit analysis 
• Socio-cultural analysis (participation, gender, governance) 
• Other social impacts 

d) Sensitivity analysis 
e) Risk analysis 

16. Annexes 
a) Environmental impact evaluation 
b) Other supporting reports (seismology, etc) 

3 
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AZERBAIJAN REPUBLIC 

MINISTRY OF ECENOMIC DEVELOPMENT 

Project Appraisal Report 

Annotated Outline 
(Template) 

Annex 12 

The Project Appraisal Report (PAR) consists of concise, substantially self-contained chapters 
on the project's principal features, justifications, and implementation aspects. For any 
investment project proposed by a LM/agency for public sector funding, MOED will prepare a 
PAR along the following lines in order to assess the project's value (contribution) in terms of 
(to) the national and sectoral development objectives and evaluate the critical risks to which it 
is exposed: 

A. Project Development Objectives 
1) Project Development Objectives 
2) Key Performance Indicators 

B. Strategic Context 
1) Sector-related Government goals supported by the project 
2) Main sector issues and Government/LM/Agency strategy 
3) Sector issues to be addressed by the project and strategic choices 

C. Project Description Summary 
1) Project components 
2) Key policy and institutional reforms supported by the project 
3) Benefits and target population 
4) Institutional and implementation arrangements 

D. Project Rationale 
1) Project alternatives considered and reasons for rejection 
2) Major related projects in sector completed, on-going, and planned 
3) Lessons learned and reflected in proposed project design 
4) Indications of LM/Agency's commitment to the strategic context of the project 

E. Summary Project Analysis 
1) Economic 
2) Financial 
3) Technical 
4) Institutional 
5) Social 
6) Environmental assessment 
7) Participatory approach 

F. Sustainability and Risks 
1) Sustainability 
2) Critical risks 
3) Possible controversial aspects 

1 



Annexes 

Annex 1: 
Annex 2: 
Annex 3: 
Annex 4: 
Annex 5: 
Annex 6: 
Annex 7: 
Annex 8: 

Project Design Summary 
Project Description 
Estimated Project Costs 
Cost Benefit Analysis 
Financial Summary 
Procurement and Disbursement Arrangements 
Project processing Schedule 
Documents in the Project File 

The above outline is almost standard for all PARs prepared by the major !Fis. MOED and 
other GOAZ agencies' staff who will be involved in the preparation of PAR could, therefore, 
easily review some actual samples of such reports prepared by WB and ADB for their projects 
in Azerbaijan and acquire a good understanding of how to discuss what in the outline given 
above. 

2 
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Annex 13 

Kha/g Newspaper, February 15, 2006 

DECREE OF THE PRESIDENT OF THE AZERBAIJAN REPUBLIC 

On Procedures for Conclusion of Agreements on Loans with Government 
Guarantee 

With a view to unifying the practice of conclusion of agreements on the loans borrowed with 
a government guarantee, increasing responsibility of executive authorities and state 
enterprises with respect to borrowing and the use of such loans and preventing conclusion 
of the loan agreements contradicting financial and economic interests of the state, and in 
accordance with Article 119 of the Constitution of the Azerbaijan Republic, I decree: 

1. It shall be determined that: 

1.1. A proposal on commencing negotiations on the loans to be borrowed with the 
guarantee of the Azerbaijan Republic Government shall be presented to the Cabinet of 
Ministers of the Azerbaijan Republic by central executive authorities. 

1.2. State enterprises or enterprises whose control packet of shares belongs to the state 
(hereinafter - state enterprise) shall submit their proposals on launching negotiations on 
the loans to be borrowed with the guarantee of the Azerbaijan Republic Government to the 
Cabinet of Ministers of the Azerbaijan Republic, as a rule, through central executive 
authority that is in charge of public administration in the respective area. 

1.3. Documents providing justification for conclusion of the loan agreement and economic 
appraisal of the agreement shall be attached to the proposal envisaged under paragraphs 
1 and 2 of this Decree. 

1.4. The Cabinet of Ministers of the Azerbaijan Republic shall review the proposals 
envisaged under paragraphs 1 and 2 of this Decree, within 2 months, and commission 
additional economic and legal examination, when necessary. 

1.5. In case the loan is to be borrowed by a state enterprise, the Cabinet of Ministers of 
the Azerbaijan Republic shall examine whether this enterprise is capable to repay the loan 
under the lender's conditions and for this purpose prepare an opinion on economic and 
financial status of the enterprise. 

1.6. Should the Cabinet of Ministers of the Azerbaijan Republic consider the borrowing 
with the government guarantee as expedient, it shall give its consent to the head of the 
competent central executive authority or state enterprise for the commence of negotiations 
with the respective lender. 

1. 7. During the negotiations regarding the loans to be borrowed with the guarantee of the 
Azerbaijan Republic Government it should be taken into account that a draft loan 
agreement should comply with the following principles: 

1. 7.1. Compliance with the Constitution of the Azerbaijan Republic; 
1. 7.2. Rule of laws of the Azerbaijan Republic; 



1.7.3. Avoiding detriment to financial and economic interests of the Azerbaijan 
Republic; 
1.7.4. Securing the government guarantee with corresponding resources. 

1.8. Upon being agreed among parties, draft agreement on the loan with government 
guarantee shall be submitted to the Cabinet of Ministers of the Azerbaijan Republic. 
Outcomes of the financial/economic and legal examinations of the draft agreement shall 
be attached to the draft. Financial/economic and legal examinations of draft agreements 
are prepared by specialists of competent central executive authorities (state enterprises). 
When necessary, central executive authorities (state enterprise) may use, for the conduct 
of financial/economic and legal examinations, services of well-known agencies specialized 
in this area. The Cabinet of Ministers of the Azerbaijan Republic may appoint additional 
financial/economic and legal examinations on the draft loan agreement. 

1.9. After the draft loan agreement is approved by the Cabinet of Ministers of the 
Azerbaijan Republic, it shall be submitted to the President of the Azerbaijan Republic 
together with the documents foreseen in paragraphs 1.3, 1.4, 1.5 and 1.7, at least a month 
before conclusion of the agreement. 

1.10. After the President of the Azerbaijan Republic gives its approval for conclusion of the 
loan agreement, the Cabinet of Ministers of the Azerbaijan Republic shall vest the head of 
the competent central executive authority (state enterprise) with the authority to conclude 
a loan agreement with a government guarantee. 

1.11. The agreement on the loan borrowed with the guarantee of the Azerbaijan Republic 
Government, which is signed in a respective manner, shall be approved by the Cabinet of 
Ministers of the Azerbaijan Republic and a guarantee of the Azerbaijan Republic 
Government for this loan shall be provided in a form agreed among parties. 

1.12. Only in exclusive cases, the agreement on the loan borrowed with the guarantee of 
the Azerbaijan Republic Government may envisage the rules different from the rules 
prescribed by laws of the Azerbaijan Republic or decrees of the President of the 
Azerbaijan Republic. In this case, the necessity for provision of the rules different from the 
rules prescribed by the laws of the Azerbaijan Republic or decrees of the President of the 
Azerbaijan Republic shall be justified by the Cabinet of Ministers of the Azerbaijan 
Republic, in addition to financial/economic and legal examinations, when the loan 
agreement is submitted to the President of the Azerbaijan Republic. 

1.13. Should an agreement on the loan borrowed with the guarantee of the Azerbaijan 
Republic Government envisage the rules different from the rules provided in laws of the 
Azerbaijan Republic, this agreement shall be submitted for approval to the National 
Assembly of the Azerbaijan Republic by the President of the Azerbaijan Republic. 

1.14. Should an agreement on the loan borrowed with the guarantee of the Azerbaijan 
Republic Government envisage the rules different from the rules provided in decrees of 
the Azerbaijan Republic, it shall be approved by the President of the Azerbaijan Republic. 

1.15. The Cabinet of Ministers of the Azerbaijan Republic shall report, at least annually, to 
the President of the Azerbaijan Republic regarding effective and purposeful utilization of 
the loan with government guarantee. Should the term of the loan agreement is less than a 
year, this information shall be submitted a month before termination of the loan's term. 
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2. Within 2 months, the Cabinet of Ministers of the Azerbaijan Republic shall prepare and 
submit to the President of the Azerbaijan Republic draft regulations for organization of 
competitions for issuance of the guarantee of the Azerbaijan Republic Government for the 
loans borrowed by private enterprises in the Azerbaijan Republic. 

3. The Cabinet of Ministers of the Azerbaijan Republic shall settle other issues raising out of 
this Decree. 

4. This Decree shall come into force upon being signed. 

llham Aliyev 
President of Azerbaijan Republic 

Baku, February 13 2006 
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Annex 14 

AZERBAIJAN REPUBLIC 

MINISTRY OF ECONOMIC DEVELOPMENT 

Policy-Based Prioritization of Public Investment Projects 

A Sample Method 

The PIPP Manual emphasized the importance of both micro- and macro-policy-based 
prioritization of public investment projects for screening and sifting them according to 
their contribution to the national and sectoral development objectives and strategies, 
particularly to reduction of poverty and regional imbalances (see par. # 4.6.2.8). Such 
qualitative (non-quantitative) prioritization, however, involves using various ranking and 
weighting methods. There are no internationally adopted standard methods that can be 
recommended for use by GOAZ. MOED and MOF should jointly develop, in cooperation 
with LMs/agencies and State research institutes, appropriate ranking and weighting 
systems for policy-based prioritization of public sector projects. Three examples of such 
systems, which can be found in the we~sites of other countries' planning and budgetary 
agencies, are provided here to help the subjected understood better. 

Example 1: A hypothetical example developed by the USAID/PIP Project: 

Policy Criteria 

A 
B 
c 
D 

TOTAL 

Weights 

30 
35 
20 
15 

100 

Projects 
a b c d 

4 3 1 2 
1 4 2 3 
4 1 2 3 
2 3 4 1 

265 295 200 240 

A LM/agency has 4 projects (a, b, c, and d) and ranks them against each of the four 
policy criteria, which were established and weighted jointly by MOED and MOF and 
approved by HPPC. The hypothetical Example 1 shows that the LM/agency's projects 
portfolio comprises 4 projects and they are prioritized as b, a, d, and c on the basis of 
the four policy-based criteria. 

Example 2: The following example is taken from the US Federal Government's 
General Accounting Office publication 

Prioritizing Projects within a Portfolio 

Capital assets should be compared against one another to create a prioritized portfolio 
of all major capital assets. Just as an individual invests in a diverse portfolio of 
securities, agencies invest in a diverse portfolio of capital assets. For the individual 
investor, returns are measured in dividends or capital gains. While the benefits and costs 



of capital asset portfolios should be quantified in monetary terms when feasible, 
agencies also measure return on the basis of outputs and outcomes. 

For the individual investor, some investments are more risky than others. Similarly, an 
agency's capital asset investments have various levels of risk. Sound planning for 
procurement and operational management can mitigate risk. But a// assets, especially 
those requiring extensive development work before they can be put into operation, are 
inherently risky and should be justified by high return. Agencies should choose a 
portfolio of capital investments that maximize return to the taxpayer and the Government 
-- at an acceptable level of risk. 

One approach to devising a ranked listing of projects is to use a scoring mechanism that 
provides a range of values associated with project strengths and weaknesses. Figure 8 
on the following page shows examples of how some key risk and return criteria might be 
scored. These examples are drawn from multiple best practices organizations. Higher 
scores are given to projects that meet or exceed positive aspects of the decision criteria. 
Additionally, in this example, weights have been attached to criteria to reflect their 
relative importance in the decision process. To ensure consistency, each of the decision 
criteria should have operational definitions based on quantitative or qualitative 
measures. A scoring and ranking process, such as the one depicted in Figure 8, may be 
used more than once, and in more than just this step to limit the number of projects that 
will be considered by an executive decision-making body. 

An outcome of such a ranking process might produce three groups of projects: 

• Likely winners. One group, typically small, is a set of projects with high returns and 
low risk that are likely "winners." 

• Ukely drop-outs. At the opposite end of the spectrum, a group of high-risk, low
retum projects that would have little chance of making the final cut. 

• Projects that warrant a closer look. In the middle is usually the largest group. 
These projects have either a high-return/high-risk or a low-return/low-risk profile. 
Analytical and decision-making energy should be focused on prioritizing these 
projects where decisions will be more difficult. At the end of this step, senior 
managers should have a prioritized list of capital investments and proposals with 
supporting documentation and analysis. 
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Figure: Example of Criteria and Scoring Process to Rank Proposed Capital Assets 

Investment Size- How large is the proposed 
investment, especially in comparison to the 
overall bu t? 

Project Longevity- Do projects adopt a modular 
approach that combines controlled systems 
development with rapid prototyping techniques? 
Are projects as narrow in scope and brief in 
duration as possible to reduce risk by identifying 
problems early and focusing on projected versus 
realized results? 
Technical Risk- How will proposed assets be 
integrated into existing ones? Will proposed 
investment take advantage of Commercially 
Available and Non-Developmental Items? How 
will the complexity of the asset's design affect the 
develo ment of the ro·ect? 

Business Impact or Mission Effectiveness
How will the asset contribute toward improvement 

Ca ital Asset (1thru n 

1 _______ 5 ____ 10 

Lar e Small 

1 5 10 
Non-Modular Modular 

_______ .5 10 
Experimental Established 
Custom Indus Standard 

in organizational performance in specific ____ 5 ____ 10 
outcome- oriented terms? Low Hi h 

Customer Needs- How well does the asset 
address identified internal and/or external 
customer needs and demands for increased 
service quality and timeliness or reductions in 
costs? 

Quantitative Analysis- ls the benefit-cost 
anal sis reliable and technical! sound? 

Organizational Impact- How broadly will the 
asset affect the organization (e.g., the number of 
offices, users, work processes, and other 
s stems? 

Expected Improvement- Is the asset to be used 
to support, maintain, or enhance operational 
systems and processes (tactical) or designed to 
improve future capability (strategic)? Are any 
projects required by law, court ruling, Presidential 
directive, etc.? Is the project required to maintain 
critical operations- beneficiary checks, human 
safety, etc.- at a minimal operating level? What is 
the expected magnitude of the performance 
im rovement ex ected from the asset? 

Sum of Overall Return Factors 

;'1~~1,·~!~;R;~~i~~~~,,:~;~~ 
·W~1~~1~~.;~pm·.~t .• ·oy~r,1 
Wei. litedSum .. ofOVeral 

1 5 10 
Low Hi h 
1 5 10 
Risky Known 
estimates benefit 

5 10 
Low Hi h 

___ .5 10 

Tactical: Strategic: 
Low Hi h 

3 

40 

30 

30 

25 

15 

20 

25 

15 



Example 3: The following example is taken from the World Bank, "Russia: Towards 
Improving the Efficiencies of Public Investment Experience", Report No. 22693-RU, 
pp.62-65. 

Sample approach for prioritizing projects 

Economic Internal Rate of Return 

Given criterion is useful for comparing projects IRR>60% - 7 points 
distinguished by various risk levels. Projects with 60%>1 RR>40% - 5 points 
higher internal rate of return (IRR) value shall have 40%>1RR>30% - 3 points 
more priority compared to projects with lower IRR. 

30%>1RR>20% - 2 points 

20%>1RR>10% - 1 point 

IRR<10% or no calculation 
- 0 points 

Social significance of a project 

Evaluation of a project is based on adequacy to the Evaluation is based on 
following aspects of social significance: summing-up of applicable 

aspect-specific points. 

• Provision of housing for public servants and re- 4 points 

deployed servicemen 
2 points • Improving employment of the population and 

reduction of unemployment 
2 points • Improving access to the quality health services 

• Improving access to the quality education services 
2 points 
4 points 

• Poverty reduction: 2 points - Provision of sufficient potable water supply to the 2 points 
population Reduction of death-rates 4 points - Improving the scope of secondary education 
cover 4 points 

- Enhancement of economic opportunities for the 2 points 
poor 

- Ensuring access to provision of social services for 4 points 
the poor 

- Coverage of distant rural districts 
• Environmental concerns of the project 

Environmental safety of the project 
Evaluation of environmental safety of the project 
(taking into consideration environmental pollution 
contingencies and utilization of limited irreplaceable 
natural resources). 

4 points 
Environmental safety of a project 

2 points 
A project involves avoidable contingencies 
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(-4) points 
A project bears high hazard of risk for the 

environment 

Internal co-financing (from the budgetary resources) requirement 
Considering certain difficulties with provision of internal Up to 1 0% of the overall cost 
co-finance, absence of the requirement demanding of a project - 4 points 
obligatory participation of the Government in co-
financing of a part of a project's cost is thought an 10% to 20% of the overall 
advantage. cost of a project - 2 points 

More than 20% of the overall 
cost of a project - (-2) points 

Terms of procurement within the framework of a project 
A project that implies procurement of work, goods or No restriction on bidding - 4 
services based on competitive bidding, invites points 
maximum possible amount of participants to take part 
in the bidding and has no restriction on amount and Purchase of work, goods 
pattern of bidding participants, shall have more priority and services from domestic 
over the projects that impose restrictions on bidding. sources only- (-2) points 

Bidding is not allowed 
(instead, work, goods or 
services are purchased 
directly) - (-4} points 

Project-related risks 
Priority of a project depends on the level of risks Insignificant risks - 3 points 
involved. Higher risks result in substantial decrease of 
a project's priority. Moderate risks - 2 points 

Substantial risks - 1 point 

High risks - 0 points 
Project implementation evaluation (for current projects) 
Based on use of special indicators each of the projects Procurement quality: 
is evaluated in terms of implementation and 
accomplishment of tasks and goals set within the Satisfactory - 1 points 
framework of the project. Unsatisfactory Unsatisfactory- (-1) 
implementation of a project shall result in less priority points 
compared to the successfully accomplished ones. 

Compliance with the project 
implementation timetable: 

Compliant - 1 points 
Non-compliant - (-1) 

points 
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Project finance development 
rates: 

Satisfactory - 1 points 
Unsatisfactory - (-1 ) 

points 

Quality of work, goods and 
services: 

Satisfactory - 1 points 
Unsatisfactory - (-1) 

points 

Compliance with the tasks 
and goals of a project: 

Compliant - 1 points 
Non-compliant - (-1) 

points 

Evaluation of compliance is 
premature - 0 points 

Evaluation of implementer's capacity for maintenance and exploitation of the 
resources acquired 
Should the end-implementor have no sufficient amount Sufficient capacity I amount 
of finance to maintain and utilize/exploit resources of finance - 2 points 
purchased on account of borrowed funds (including 
specialists who are knowledgeable, skillful and Insufficient capacity I amount 
experienced enough to be capable of maintaining and of finance -- (-2) points 
utilizing resources purchased), the consequence is 
less priority of a project. 
Inspecting quality of preparation for a project 
Quality of preparation for a project is being appraised Available terms of reference 
based on availability of detailed project documentation and the auditing results are 
(terms of reference) as well as project auditing results. positive -- 2 points 
Absence of detailed Terms of Reference as well as 
negative auditing results considered disadvantage at Terms of reference are not 
evaluation of a project. available or in the making --

0 points 

Terms of reference are 
available, yet auditing results 
are negative - (-2) points 

Availability within executive agency (ministry I department) of a structural unit 
responsible for administering sector investment projects associated with the project 
under consideration 
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Availability within executive agency (ministry I Availability of such executive 
department) of a structural unit (several structural agency and correspondent 
units) that is responsible for administering sector experience in 
investment projects associated with the project under implementation of 
consideration, and has experience of implementing international projects - 2 
various international projects is considered advantage points 
at evaluation of the project. 

Availability of such executive 
agency - 1 point 

Absence of such unit - 0 
points 

Maximum aaaregate result: 37 points 

The above weighting scheme gives higher weights to projects for capital repairs and 
equipment purchases, and against new construction. This is important to address the 
rapid depreciation of the capital stock and its efficiency. The weighting scheme also 
gives preference to projects with low future recurrent costs which would help to minimize 
future costs and enable the sustainability of the new investments. 
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Annex 15 

AZERBAIJAN REPUBLIC 

MINISTRY OF ECONOMIC DEVELOPMENT 

Financial and Economic Analysis of Public Investment Projects 

1- Introduction 

The financial analysis of a project estimates the profit accruing to the project-operating entity, 
whereas economic analysis measures the effect of the project on the national economy. For a 
project to be economically viable. it must be financially sustainable. as well as economically 
efficient. If a project is not financially sustainable, economic benefits will not be realized. 
Financial analysis and economic analysis are therefore two sides of the same coin and 
complementary, and therefore, form part of an integrated framework for project assessment. 
Both types of analysis are conducted in monetary terms, the major difference lying in the 
definition and valuation of costs and benefits. 

In financial analysis all expenditures incurred under the project and revenues resulting from it 
are taken into account. Based on the relevant financial data, including prices (and assumptions 
on their future price levels), there will be a need to develop financial cash flow forecasts for the 
proposed project. 

Economic analysis attempts to assess the overall impact of a project on improving the economic 
welfare of the citizens of the country concerned. It assesses a project in the context of the 
national economy, rather than for the project participants or the project entity that implements 
the project. The following will highlight the main differences of economic and financial analysis. 

11- Identification and Quantification of Costs and Benefits 

For directly productive projects, the main benefits will be in the form of production that is sold. 
It is important to determine whether a projects output is incremental to existing supplies. If the 
project is small relative to the size of the market, it is likely that the project output will be fully 
incremental. For most indirectly productive projects, the type and extent of expected benefits 
can be quantified through such factors as time and cost savings, increased access, improved 
health, and so on, most of which have a productive effect, as well as a direct effect on welfare. 
Some benefits of indirectly productive projects will not be quantifiable. For example, a newly 
sited bridge may not only reduce travel time for haulage trucks, but may also encourage greater 
social and political interaction by those on both sides of the river. A dam project may create a 
reservoir that not only can be used for fishing or recreational purposes, but also can have a 
scenic value for existing inhabitants. Such benefits should be stated along with an estimate of 
the number of beneficiaries. 

The various cost components include the following items: 

a) Cost of technical analysis/assessment: the fundamental parameter for the project begins 
with the assumed technical assumptions which underpin the project design, and from which 
other aspects will be designed in an integrated manner (e.g., technical needs to be integrated 
with budgetary, social, environmental aspects). 



(b) Cost of investment: includes purchase or acquisition of land, buildings, capital equipments, 
and other expenses incurred to build up the project's "production" structure. 
(b) Operations and maintenance costs: refer to the matching expenditures needed to operate 
the project and achieve expected benefits; 
(c) Sunk costs: refers to the use of facilities already in existence, and hence the costs of such 
facilities are sunk costs and should not be included in the project cost, provided their use in the 
project involves no opportunity cost. 
(d) Contingency costs: financial planning requires price and physical contingencies, where 
economic costs exclude the price contingencies. 
{e) Working capital: For purposes of economic analysis, only inventories that constitute real 
claims on the nation's resources should be included in the project economic costs. Other items 
of working capital reflect loan receipts and repayment flows, and are not included in the 
economic cost. 
(f) Transfer payments: Some of the items included in the financial costs of a project are not 
economic costs, as they do not increase or decrease the availability of real resources to the rest 
of the economy. These items will, however, affect the distribution of financial costs and benefits 
between the project entity and other entities, and among project beneficiaries. They are thus 
referred to as transfer payments, as they transfer command over resources from one party to 
another without reducing or increasing the amount of resources available as a whole. 
{g) Depreciation: The financial accounts of agencies implementing a project will include 
provision for depreciation and amortization on the basis of prevailing accounting practice. 
However, for project economic analysis, the stream of real investment required to realize and 
maintain project benefits is included in the resource flow, together with a residual value for these 
assets at the time they are released from project use at the end of the projects life. 
(h) Depletion premium: Many projects involve the exploitation of a nonrenewable natural 
resource, such as oil, natural gas, or mineral deposits. The economic cost of using these natural 
resources must be included in the economic analysis. 
(i) External costs: In many projects, effects will go beyond the financial analysis from the point 
of view of the implementing agency. These external effects may include significant costs that 
must be accounted for in an economic analysis from the national perspective. For example, 
increased air and water pollution from an industrial plant may be measured and its effects on 
surrounding entities estimated. 

111- Financial Analysis of Projects: Key Concepts and Tools 

The financial analysis of a project helps to determine the financial sustainability of the project 
and its overall success. One can also describe the financial analysis of a project as a process 
that entails the organization of specific data requirements in certain financial statements, 
followed by the application of certain investment criteria to these statements to determine the 
financial profitability or sustainability of the project. 

Financial Cash Flows. The financial cash flow statement is a profile of the project's receipts 
and expenditures over time. The cash flow statement is organized in two main sections. The 
first section generally contains the expected financial receipts generated by the project, while 
the second one contains the expected financial expenditures incurred to generate the receipts 
of the project. The project's total expenditures, also known as total outflows, are subtracted 
from its receipts (inflows) to provide the net cash flow from the. Such costs and benefits are 
essentially fall into two categories: investment expenditures and operating expenditures and 
benefits: 

Investment Plan. The financial cash flow statement of an investment plan is based on the 
information developed in the technical, demand, manpower, and financing modules. The 
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investment plan consists of two sections: the first deals with the expenditure on new 
acquisitions, and the opportunity cost of existing assets, and the second section deals with the 
financing aspects of the proposed investment. 

Operating Plan. The operating plan is developed on the basis of the data formulated and 
organized in the technical, demand (market), and manpower modules. It should include all cash 
receipts generated from the operations of the business and all operating expenditures 

Cessation of Project Operations. There is a need to reflect in the cash flow statement the 
residual value of an asset following "cessation" of a project (normally shown as an inflow the 
year after cessation). 

Use of Consistent Prices in a Financial Appraisal. When conducting a financial appraisal of 
a project, it is necessary to develop price and cost projections over the life of the project. These 
prices are influenced by two forms of price changes which ·a project appraisal must consider: 
changes in relative prices and changes in the price level (or inflation). The underlying factors of 
these two price changes are different (e.g., supply and demand forces, and monetary supply 
factors vis-a-vis growth of goods and services, respectively). To understand the impact of real 
price changes and inflation on the financial viability of a project and how they are incorporated in 
the analysis, there is need to highlight the definition or derivation of various price variables 
employed in the analysis, including: 

(a) Definition of prices and price indices, including: (i) nominal prices (known as "current" 
prices); (ii) price level and index; (iii) changes in price (inflation); (iv) real prices (or "real" price, 
whereby the nominal price of an item is divided by the index of the price level at the same point 
in time); and (v) changes in real prices. 
(b) Nominal interest rate: The most important feature for integrating expectations about the 
future rate of inflation or expected growth in general prices into the project evaluation is to 
ensure that such expectations are consistent with the projections of the nominal rate of interest. 
There are essentially two factors accounting for the divergence of the nominal interest rate from 
real interest rate: a risk factor; and an adjustment factor reflecting compensation for loss in 
purchasing power due to inflation. 
(c) Expected (nominal) exchange rate: A key financial variable in any project using or 
producing tradable goods is the market rate of the exchange between the domestic and foreign 
currency. There are methods to project this exchange rate, normally done by macroeconomists, 
and not project economists. 

IV- Valuation of Economic Costs and Benefits 

Once the costs and benefits of a project have been identified and quantified, they should be 
valued according to common criteria. This allows them to be aggregated and compared. 
Decisions by producers and users of project output will be based on financial prices. However, 
to evaluate the consequences of their decisions for the national economy, costs and benefits 
need to be valued at economic prices that represent their value from the national economic 
perspective. Costs and benefits should be valued in constant prices that are expressed at price 
levels prevailing in the year in which the project is appraised. Any expected change in the 
general price level can be ignored. However, if it is expected that there will be significant 
changes in relative prices over the life of the project, for example that the output of a food 
production project will decline in value relative to prices in general, then this relative price 
change must be incorporated in the valuation of the cost or benefit item. 
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Role of World Prices~ One approach to estimating the value of outputs and inputs from the 
national point of view uses world market prices. The extra outputs and demand for inputs 
created by a project will have a direct or indirect effect on international trade. World market 
prices are also subject to national and international policy effects and, in some cases, to 
monopolized market structures. However, trade represents an alternative to domestic 
production for most goods and services. Hence, world prices can be used to measure the 
economic value of project inputs and outputs from the national perspective The table below 
summarizes the basis for valuing main project outputs and inputs. 

Table: Valuation of Main Project Outputs and Inputs 

,~--T----
I . Category : Project Impact 

I f . Incremental I • Tradable ' Non-incremental , Output 
Incremental I • Non-tradable Non-incremental 

Input 

Incremental 
Trad able · Non-incremental 

Non-tradable , Incremental 
Non-incremental 

CIF - Cost insurance freight 
CT - Net consumption tax 
DMP - Domestic market 
price 
FOB - Free on board 

....... 
-~-·-~---

Basis of Basis of 
Economic Price Valuation 

Demand price WMP (=FOB) 
Supply price. WMP (=CIF) 
Demand price DMP + CT 
Supply price DMP-PT-OS 

Supply price WMP (=CIF) 
Demand price WMP (=FOB) 
Supply price DMP-PT-OS 
Demand price DMP +CT 

OS - Operating surplus 
PT - Net production tax 
WMP - World market 
price 

V- Project Decision and Evaluation Criteria 

The preceding sections outlined the broad principles for identification, quantification, and 
valuation of project costs and benefits. The resulting streams of costs and benefits are used to 
make project choices. F or comparing such streams of costs and benefits, they must be 
expressed in common terms of "present value" with respect to the "agreed rate of time value of 
money" as explained belo'w. 

Time Dimension of a Project: Importance of Compounding and Discounting: The time 
dimension of a project's both cash outflow and flow of economic benefits can be captured by 
expressing the values in terms of present values. When bringing future values back to the 
present for comparison purposes, it is necessary to discount them. Discounting is just the 
inverse of compounding 

Choice of a Discount Rate: The discount rate is a key variable in applying investment criteria 
for project selection. Its correct choice is critical given the fact that a small variation in its value 
may significantly alter the results of the analysis and affect the final choice of a project. The rate 
of discount, in simple terms, is the cost of funds that are invested in the project. When 
economic analysis is applied, the relevant cost of funds is the social discount rate or the 
economic opportunity cost of capital to the country. There are different approaches for 
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estimating a discount rate for economic analysis. One guide for estimating the social discount 
rate is the weighted average of the costs of funds from the three sources: rate of return on 
postponed investments, the rate of interest on domestic savings, and the marginal cost of 
additional foreign capital inflows. When a country faces a budget constraint, it is common 
practice to use a higher discount rate to determine project viability decisions. These budgetary 
situations highlight the urgency for looking for viable projects.with higher rates of return. Equally, 
a Government budget surplus, and/or readily available foreign financing, is not an excuse to 
accept projects with lower rates of return (or lower discount rates). Efforts should be made to 
design and select projects with high rates of return and favorable social impacts on the country. 

There are several criteria to be used for assessing financial and economic viability of and 
choosing from among project options, including: 

(a) Benefit-Cost Ratio: The benefit-cost ratio, known also as the profitability index, 
compares the present value of the cost streams with the present value of the benefit streams, 
each discounted at the same rate. The comparison is made by forming the ratio of the present 
value of benefits to the present value of costs. 

Formula: !Ratio = Stream of Discounted Benefits/ Stream of Discounted Cost~ 

(b) 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. However, it does so not as a 
ratio but by taking the cost stream away from the benefit stream to obtain the net benefit stream, 
which can then be discounted (where B - benefits; C - costs; i - discount rate). 

Formula: NPV= :t Bt 
t=I (1 + i)' 

n Ct 

- I o ')' 
t=I +z 

If this sum is equal to zero, then investors can expect to recover their incremental investment 
and to earn a rate of return on their capital equal to the private discount rate used to compute 
the present values. 

(c) Internal Rate of Return: The third criterion for summarizing the benefit and cost effects 
of a project alternative is the internal rate of return (/RR). 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. 

Formula: 0 =IRR= :t Bt 
t=I (1 + i)' 

I :t Ct 
t=I (1 + i)' 

Accordingly, investors recover their invested capital and earn a rate of return equal to the 
discount rate, which is the IRR 

In addition, there are other less rigorous criteria which can be used to assess project viability, at 
least at an initial phase, to be complemented by more rigorous methods. However, caution 
needs to be exercised in using these alternative measures to avoid misleading conclusions. 
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Pay-out or pay-back period: It measures the number of years it will take for the undiscounted 
net benefits (positive net cash flows) to repay the investment. It places a premium on projects 
which have a quick pay-back period. But, it can give misleading results for cases of investments 
with a long life as it ignores the time value of money. 

Debt service ratio: The debt service ratio is a key factor in determining the ability of a project to 
pay its operating expenses and to meet its debt servicing obligations. 

Cost-effectiveness Analysis: This is an appraisal technique and criterion often sued for social 
projects and programs, where it is difficult to quantify benefits in monetary terms, or when the 
benefits of alternative investments are similar. The present values of costs have to be 
computed. 

VI- Financial Sustainability and Fiscal Impact 

There are three aspects of financial sustainability: 

• the availability of adequate funds to finance project expenditures, especially funds drawn 
from the government budget, 

• the recovery of some of the project costs from the project beneficiaries, and 
• financial incentives necessary to ensure participation in the project. 

Project Funding and Fiscal Impact: A financial plan at constant financial prices is necessary 
to ensure that there will be adequate funds to finance project expenditures. This applies to the 
implementation period to ensure that capital funds are available to cover investment and 
working capital requirements, and to the operating period to ensure sufficient funds to cover 
operating expenditures. Where the project will generate revenue, this revenue will be the main 
source of funds during the operating period. 

For indirectly productive projects that do not generate sufficient funds to cover operating 
expenditures, the full fiscal impact of the project for each year of its life should be calculated. 
The financial requirement becomes a fiscal requirement, and steps should be taken to ensure 
that the government commits adequate funds for operational purposes. Directly productive 
projects will also impact on the government budget, through tax revenues and concessions, and 
the net budget effect also can be calculated. The fiscal impact calculations should be linked to 
policy discussions over the extent and scale of user charges, operators' fees, and tax revenues. 

VII- Environmental Assessments 

The net present value (NPV) of a project is an appropriate criterion to compare environmental 
impacts of the without and with project cases. However, with the discount rates as high as 10 to 
12 percent, many long-term environmental impacts tend to become insignificant. Where 
environmental impacts may extend beyond the life of other project effects, the environmental 
impact analysis can be combined with a sensitivity analysis for the discount rate, based on a 
lower rate. If, from the society's point of view, individuals over-consume environmental 
resources in the present, the discount rate based on society's time preference would be lower 
than market-based disc·ount rates. In such circumstances, NPVs for without and with 
environmental impact values can be examined at alternative discount rates. 
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VIII- Sensitivity and Risk Analysis 

Sensitivity analysis is undertaken to help identify the key variables that can influence the project 
cost and benefit streams. It involves recalculating the project results for different values of major 
variables where they are varied one at a time. Combinations of changes in values can also be 
investigated. Sensitivity analysis involves four steps: 

• Selecting those variables to which the project decision may be sensitive: 
• Determining the extent to which the value of such variables may differ from the base case: 
• Calculating the effect of different values by recalculating the project NPV and EIRR; and 
• Interpreting the results and designing mitigating actions. · 

Project statements are made up from underlying project data and assumptions. For example, 
vehicle operating cost savings are made up from traffic projections for different proportions of 
vehicle type, their division into without project and generated traffic, data on road quality and 
maintenance operations, and data on the vehicles and their operating costs. Sensitivity analysis 
of the project benefits for a road improvement project should be based on changes in such 
underlying variables rather than the aggregate benefit measure. Focusing on underlying rather 
than aggregate variables facilitates the design of actions to mitigate uncertainty. 

The following procedure could be followed in undertaking the sensitivity test. 

• Variables to which the project is likely to be sensitive and for which there is some 
uncertainty, should be listed. Alternative values should be assumed, based on previous 
project data where available. The change in the value of the variable should be calculated 
and expressed as a percentage of the original value. The extent of change should be stated 
for those variables such as timing of activities where a percentage change is not meaningful. 

• The project NPV and EIRR should be recalculated for stated changes in variables one at a 
time. Unless a different country estimate is available, the NPV should be recalculated using 
an economic discount rate of 12 percent. which is widely used by IFls operating in 
Azerbaijan. 
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Policy and Revenues MOF 213 9817 f .. ~ '[' ?\ · 
Head of Scientific Researches :i.,:: > · >i:·> 

17 Matanat Rasulova Dept. CER, MOED 430 0170 .· :;::<.r· , •·• , 
18 Yashar Mammadov Leading Specialist CER, MOED 430 0170 ·:: 1 .. • ',•·:: 

1---19-+-B_a=gi_s~h_A_h_m_a_do_v ______ +L_e_a_d_in~g_S~p_e_c_ia_lis_t~~--~---1----C_E_R--=-,M~O~E~D~-4-43~0;;....;;..01~7~0;.__<§IT<·~~··~~~i::;:\, ') 
20 Elvin Efendi Leading Specialist CER, MOED 430 0170 \Ji:' ·:·,:;;\:J.' 1----1------..~--~--~-+----~-'-----~---------1------------~--4--~..;,._--, 21 Shahin Sadigov PIU MOENR 667 0836 ... , •..• ( L·:·.\". 
22 Dilara lbrahimova Acting Head of Economy Dept. MOCT 493 5040 /:: T:.:> • ···• ···.· 

23 Orkhan Kerimov Dtv Head of Economic Dept. MOE 496 9511 '· !' ';> 
Senior Advisor of Finance and ···: T. ' 

24 Zamina Hasanova Economic Dept. MOH 493 7062 ·••• ..•..• 
Senior Advisor of Finance and > ·•··· 

25 Shahla Nasirova Economic Dept. MOH 493 7656 ~: ....•...•. I i.------~----~----~----~--~------------------~~----~~--T_ot_a_l~---1.---2~2.1.-~2...;..i4 
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Public lnvetsment Policy Project 
Workshop for Management Group (Round IV) 

December 4-5, 2006 Nesimi Room, Park Inn Hotel 

No. Name 

1 Mirgasim Abasov 

2 Javid Mammadov 

3 Zafar Rzayev 

4 Gulshan Haiiyeva 

5 Mahabbat Mammadov 

6 Ramiz Rzayev 

7 Saleh Binnatov 

8 Kazim Kazimov 
9 Orkhan Kerimov 

1 O Elvin Rahimov 

11 Latif Novruzov 

12 Khosrov lmamaliyev 
13 Nizami Javadov 
14 Natig Pashayev 

15 Zaur Valehov 

16 Hikmet Kerimov 
17 Bagish Ahmadov 

18 Shahin Sadigov 

19 Khalil Ramazanov 
20 Yashar Mammadov 

List of Participants 

Position/Dept. 
Head of Investment Policy Sector, 
Finance and Credit Dept. 
Dty Head of Dept. of Financing of 
Social Sectors 
Head of Rayon Budget Formulation 
and Implementation Analysis, 
Budget Dept. 
Senior Advisor, Dept. of Finance 
and Accounting 
Head of the Dept. of Monitoring for 
Implementation of State and 
International Programs 
Head of Investment and 
Reconstruction of Industrial 
Projects Dept. 
Deputy Head of Health Units' 
Development Planning Sector 
Head of Health Units' Development 
Planning Sector 
Deputy Head of Economic Dept. 
Head of PIU for Education Sector 
Development Projects 
Senior Engineer, 
AZDOVLETSUTESLAYIHE 
Institute 
Senior Engineer, Joint 
Management of Irrigation and 
Melioration Construction Projects 
Head of Marketing and PR Dept. 
Head of PIP Division, DEPF 
Senior Engineer, Construction 
Agency 

Sector Head, Dept. of Investment, 
Program and Project Preparation 
Leading Specialist 

PIU 
Deputy Head of Woods 
Development Dept. 
Leading Specialist 

Ministry/Agency 

MOT 

MOF 

MOF 

MOENR 

MOIE 

MOIE 

MOH 

MOH 
MOE 

MOE 

CIWE 

CIWE 
CER 

MOED 

MOCT 

MOA 
CER 

MOENR 

MOENR 
CER 

Contacts Day 1 Day 2 

4938408 

4387075 

. 

. · .. \ 

: / 

5815569 ... · .. ·•. ,i : ( 

4935944 
1 

:.····· :f;i r 
. 
·. 

4388385 
050-

4950039 

5511144 
4386568 
4301717 
369 4644 
6146903 
4411326 

5983302 
3198252 

4926023 
6670836 

3406520 
Total 

.... 

P/' >·•.•Ii> · ··. 
(c .. •· .......•..•.•• 

I·> /I •. . .. •. 

:· }) ·· ................ . 
·:·t·;;····. 
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FORMULATION OF PUBLIC INVESTMENT PROGRAM AS A 
PROJECTS PLANNING FRAMEWORK 

Introduction 
• How do you define "public investment"? 

• Is investment more important than consumption or 
not? Why? 

• Accordingly, should GOAZ use public investment as 
a policy tool? 

• For answering the above questions, use as examples 
an energy and an education project. 
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FORMULATION OF PUBLIC INVESTMENT PROGRAM AS A 
PROJECTS PLANNING FRAMEWORK 

Definition of Public Investment 

• Investment = Final goods & services produced but 
not consumed in a given period and used in 
increasing the existing production capacity. 

• Public investment = investment undertaken by the 
public sector agencies. 

• Public sector= State agencies + LAs + 
Municipalities + SOEs. 

($~~nJ~ 
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FORMULATION OF PUBLIC INVESTMENT PROGRAM AS A 
PROJECTS PLANNING FRAMEWORK 

Importance of Public Investment 
• As part of total effective demand, stimulates 

production and affects economic stability. 

• Increases the production capacity (growth). 

• Improves technology, efficiency, and productivity 

3 

• Affects the future level, composition, and distribution 
of public and private consumption. 

• Affects the level and structure of private investment. 

4 



FORMULATION OF PUBLIC INVESTMENT PROGRAM AS A 
PROJECTS PLANNING FRAMEWORK 

Public Investment Policy 
• Public investment will have all effects noted in the 

last slide whether we like them or not. 
• Hence, we better try to program them rather than 

allow ad hoc decisions of the public agencies 
randomly shape them up. 

• Also, the success of most other socio-economic 
policies of GOAZ depends on the level, composition, 
and distribution of public investments; hence, on the 
success of PIP. 

5 
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AZERBAIJAN TOT AL RESOURCE USE IN 2004 

J GEJ Consumption • Investment 6 
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Policy Project 

FORMULATION OF PUBLIC INVESTMENT PROGRAM AS A 
PROJECTS PLANNING FRAMEWORK 

Current Practice in Azerbaijan: Questions 

• Do you think GOAZ has an effective Public 
Investment Policy or not? Why? 

• Where and how is it formulated? 

• How comprehensive do you think it is? 

• Do LMs/Agencies get (need) effective guidance from 
GOAZ's PIP in project development and selection? 

Public Investment 
Policy Project 

7 

PUBLIC SECTOR INVESTMENT 2005 (PLANNED) 

1 
--~ State Budget Investment/ 

Capital Spending 

PIP 
(66% of Total Public Investment) 8 
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FORMULATION OF PUBLIC INVESTMENT PROGRAM AS A 
PROJECTS PLANNING FRAMEWORK 

Current Practice in Azerbaijan: The Reality 
• Total Public Sector investment is determined in a 

highly fragmented manner. 
• There is not a comprehensive public investment 

policy formulation. 
• The PIP is only a collection of some public 

investment projects selected on ad hoc basis. 
• The present status of PIP deprives GOAZ of the 

opportunity to accelerate the social and economic 
development of the country. 

9 
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THE PUBLIC INVESTMENT POLICY PROJECT 

TRAINING WORKSHOP FOR TECHNICAL STAFF 

SECTOR STRATEGIC 
DEVELOPMENT PLANNING 

As a Framework for Project Development 
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Introductory Questions 

• What is the place and role of SSDP in the planning 
process of Azerbaijan? 

• Briefly describe (in bullet points) the current planning 
process in Azerbaijan. 

• Please identify the strengths, if any, and weaknesses of 
the current planning practices in Azerbaijan. 

• The two case projects noted at the beginning of this 
course should be used as references for discussing the 
above questions. 

2 
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SECTOR STRATEGIC DEVELOPMENT PLANNING 
As a Framework for Project Development 

Development Planning (existing procedures) 
Macroeconomic Planning: 

-Macroeconomic objectives and strategies are not explicitly considered, withi 
a consistency framework, for SPPRSD and SPSEDR; 

- Sector inputs are just inserted in SPPRSD/SPSEDR w/o consistency checks 

Sector Planning: t 
-LM prepares its SSDP on basis of project submissions; sent it for approval 
to the COM, which gets views of other agencies, and then approves. 

-No direct links with macro planning and budgetary process 

Project Planning: t 
- No concerns for macroeconomic constraints and impacts 

- Lack of benefit-cost analysis and resource constraint considerations 
(except externally-funded projects) 

USAID I Public Investment 
FROM THEAl1ER1cAN PEOPLE Policy Project 

SECTOR STRATEGIC DEVELOPMENT PLANNING 
As a Framework for Project Development 

Major Current Weaknesses 

No unified Guidelines exist for preparation of SSDPs 

SSDPs are not based on or linked to a nationa] deveJopment 
framework 

SSDPs are not subject to strategic constraints or reconciJiation through 
an integrated coordination process 

The SSDP- budget relationship is non-existent 

Limited, if any, participation of stakeholders 

AJmost no monitoring and evaluation 

4 
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SECTOR STRATEGIC DEVELOPMENT PLANNING 

Coordinated Development Planning (proposed guidelines) 

Macro Planning: 

-National and sector development goals and strategies fonn1Jlat,ed I 

-Sector resource limitations established 

Sector Planning: t 
- Sector strategic plans for 10 years developed per National goals 

- Medium-term (4 yrs) sector programs aligned with MTEF 

Coordination, information-sharin 

Programs/ Project Planning: 

• Investment proposals consistent with macro-planning and sector development 
priorities 

Investment programs have clearly defined goals and objectives 

- Projects are appraised and prioritized by per the techniques of benefit-cost 
....,.,...,,,,.,.0:0 ,,..,.,1 .. • " .. 

Public Investment 
Policy Project 

SECTOR STRATEGIC DEVELOPMENT PLANNING 
As a Framework for Project Development' 

Conditions for Successful Sector Development 
Planning 

SSDPs should formulate sector development objectives within the 
established National and Sectoral Development Framework. 
SSDPs need to be dynamic and adaptable to GOAZ's mid-term 
development priorities and resource availabilities. 
PIP should stem from SSDPs, with clear delineation of capital and 
recurrent expenditures 
Prioritize and sequence all projects 
Consult all stakeholders and counterparts 
Establish performance indicators and benchmarks for Monitoring and 
Evaluation 

5 
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Sector Strategic Planning Structure w ANALYSIS OF 

~--------------------~~~~------ c:,~u~' 
PRINCIPLES 

~ 
STRATEGIC 

...1 Sub-GOAL: 1 

I ~ I TARGET L1 TARGET1.2 TARGET2.1 

- -------------- --------------- -------- --------- ----------------------· 

I I 

I i 

ACTIVITY ' AtTIVITY.l. AC11VI1Y 1 AC11VI1Y I AC11VI1Y 
I.I.I I 2.1.J 2.1.I 2.l.I 

AC11VI1Y AC11VI1Y ACTIVnY 4 ACJIVnY I ACJIVnY 
1.1.1 1.1.2 2.1.2 2.l.2 2.l.2 

AC11VI1Y 
1.2.J 

SECTOR STRATEGIC DEVELOPMENT PLANNING 
As a Framework for Project Development 

Sector Development Plans - Recommendations 
• Implement a more synchronized and integrated approach 

between planning, programming and budgeting through a Joint 
Call Circular. 

• Have sector 11 Goals - Targets - Activities - Projects" linked to 
each other within a result-oriented process that will gradually 
lead to performance program budgeting. 

• The President/COM should provide, through HPPC, MOED and 
MOF, a definite guidance and coordination to reconcile top
down planning (MTEF, MTFF, SPPRSD) discipline with bottom
up (projects) programming through SSDPs. 

• Accelerate a program of Monitoring and Evaluation through a 
well-defined results measurement framework. 

7 
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STAFF 

INTEGRATED<PROJECT ANALYSIS IN THE 
PROJECTLIFE-CYCLE: 

Linkages with ~SDP,•SPPRSD, .SPSEDR, 
Bur.Jget, andPIP 
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Public Investment 
Policy Project 

THE PROJECTS PLANNING PHASE 

INTRODUCTORY QUESTIONS 
• What are the goals and functions of the projects planning at 

- the sector level, and 
- the national (macro) level? 

• What should be the relationship among a sector's SOP and 
its submissions to the mid-term State Budget and PIP in 
terms of the sector's investment projects? 

• Similarly, what should be the relationship between MTEF, 
SSDPs, SPPRSD, and SPSEDR, on the one side, and the 
MTFF and the mid-term Consolidated/State Budget, on the 
other, in terms of public investment projects? 

• Please discuss the above w.r.t. our two case projects. 

2 



Public Investment 
Policy Project 

THE PROJECTS PLANNING PHASE 

Project Goals and Functions 

• The goals and functions of (e.g. rationale for) any 
investment project should be to meet the demand for 
its contribution to the success of the SSDP. 

• This also implies that the proposed project also 
serves the objectives and strategies of the national 
and sectoral development framework. 

• "Demand for a project" will, however, be meaningful 
and effective only if it is supported by necessary 
funding and not hampered by other constraints. 

Public Investment 
Policy Project 

3 

THE PROJECTS PLANNING PHASE 

Inter-Linkages between SSDP and Budget/PIP 
Through their Projects Content 

• Social and economic developments envisaged by an 
SSDP could be realized only if the supporting 
investment projects are included in the PIP/Budget. 

• Similarly, those projects included in the PIP/Budget 
wlo proper appraisal of them vis-a-vis their SS DPs 
are likely to lead to inefficient resource uses. 

• So, isn't it obvious that the only sensible thing to do is 
to align each SSDP's next four years with its sector's 
submissions for the mid-term Budget and PIP? 

4 



Public Investment 
Policy Project 

THE PROJECTS PLANNING PHASE 

Inter-Linkages between SPPRSO/SPSEDR and 
SS DP/Budget/PIP 

Through their Projects Content 

What is said in last two slides also applies to the relationship between 
SPPRSD/SPSEDR and SSDP/Budget/PIP because only in that case the 
poverty reduction and regional development objectives of GOAZ will be 
meaningful and realistic. 

In other words, all SPPRSD/SPSEDR activities should be supported by 
programs/projects which are also in the SSDPs/Budget/PIP, but no more and 
no less. 

Again, it is obvious that SSDPs should serve as the source of LMs' 
submissions for all other plan and budget documents, provided that SSDPs are 
drawn in line with guidance and instructions of the JCC. 

Conclusion: Planning, investment programming and capital budgeting form 
a circular process enveloping the project life-cycle as shown in the next slide. 

J 

Public Investment 
Policy Project 

STHATEGJC 
Dt:VEI.OPMENT 

Pl~AN 11ml 
l'R[-t-'L.\SIHILITY 

STUDY 
MTEf' .<liMI 

.\NNU:\ I. 81.lUGJ:T 

COST 
t'.STIMATION 

AND 
INVESTMENT 

PLANNING 

1Ml'LEM'EN1'ATION 

ECONOMIC 
CROSS

SECTORAL. AND 
SOCIAL IMPA.CT 

.\NA LYSIS 

AND Ot:TE.RMINA TlON Of' T HE 
LEAST·COST OPTJON 
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THE PREPARATION AND APPROVAL OF PIP 

INTRODUCTORY QUESTIONS 

• What should be the characteristic features of an 
effective and sound PIP in light of the previous slides 
and w.r.t.: 
- Its coverage of the public sector agencies; 

- Its coverage of the type of (capital) expenditures; and 

- The State Budget and the budgets of other public agencies. 

• Should the PIP be a policy planning or capital 
budgeting instrument, or both? 

2 
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THE PREPARATION AND APPROVAL OF PIP 

Characteristic Features of the PIP 

PIP should be universal-all inclusive in terms of coverage of: 
• Public sector agencies, and 
• All capital spending, whether in the form of a project or not. 

The PIP is not a "capital budget" and cannot serve as a source of 
spending authorization. It is instead a policy planning document, 
evaluating and guiding GOAZ's use of public capital in most 
productive economic and social projects 
The PIP includes only those project and capital spending proposals 
that are found, on policy and cost-benefit criteria, to be in line with the 
national and sectoral development objectives and strategies. 
Once included in the PIP, the project and capital spending proposals 
can also be included in their sponsoring agencies' budget proposals 
according to their own budget classification and presentation bases. 

1(~)USAID I Pu~lic lnv~stment \~j FRoMTHEAMER1cANPEOPLE Pohcy Project 

THE PREPARATION AND APPROVAL OF PIP 

The PIP as an Investment Policy Document: 

The Essential Questions 

• Could anyone think of any good reason why GOAZ 
shouldn't have an investment policy? 

• Would everyone agree that there is need for it, and it 
should be MOED's responsibility as its Charter says? 

• What should be the focus of an analysis of GOAZ's 
Public Investment Policy? 

3 
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THE PREPARATION AND APPROVAL OF PIP 

The Focus of PIP as Investment Policy Document 
• Analyze the recent and planned public investment policies and 

performances w.r.t.: 
- Sustained social and economic development with stabilization; 

- Changing the structure of asset ownership (i.e., privatization); 

- Desired transformation of production structure (e.g. non-oil growth); 

- Facilitating and guiding private sector investments. 

• Analyze them to also see if they included the necessary 
mechanisms to help ensure: 
- Sound prioritization of investment programs and projects; and 

- Technical efficiency and sustainability of capital expenditures. 

t:~J USAI D I Pu~lic lnvc:stment 
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THE PREPARATION AND APPROVAL OF PIP 

Importance of the Joint/PIP Call Circular 

As a tool for effective integration of all plan and budget 
documents through: 

5 

- Basing all instructions and requirements on the same MTEF & MTFF 
and sectoral priorities; 

- Issuing appropriately established sector spending ceilings; 
- Ensuring consistency among information requirements for SPPRSD, 

PIP, and Budget by putting them in one document, and similarly with 
LMs/Agencies' responses. 

The JCC will also help LMs and MOED to update their SSDPs 
and SPPRSD/SPSEDR, respectively. 
And, it is obvious that the sensible thing to do for each LM is to 
align its SSDP's next four years with its submissions for the mid
term Budget and PIP? 

6 
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THE PREPARATION AND APPROVAL OF PIP 

Composition of the Joint Call Circular (JCC) 

• Overview of the national and sectoral development objectives, 
strategies, priorities, and expected outcomes (based on MTEF); 

• Guidance, sectoral ceilings, instructions, and information 
requests for the preparation of the next SPPRSD or its Annual 
Performance Review (or the Joint/SPPRSD CC); 

• The Joint/Pl P CC; and 

• The Joint/Budget CC. 

(~~I USAI D I Pu~lic lnv~stment ''-T_..Jt FRoHTHEAMERlcAN PEOPLE Pohcy Project 

THE PREPARATION AND APPROVAL OF PIP 

Composition of the Joint/PIP CC 

• Sector related information that will help MOED with formulation 
of the PIPP for the next four years; 

• Information on each project that LMs propose for the next rolling 
PIP; 

• Other capital spending proposals, which are not in the form of 
"public investment project". 

7 
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THE PREPARATION AND APPROVAL OF PIP 

How Difficult for a LM to respond 

to the Joint/PIP CC? 

• Not at all, particularly if there is a well-prepared 
SSDP with a well documented projects pipeline. 

• Also, the "rolling" nature of the Budget and PIP and 
presence of many "on-going projects" make it easier. 

• MOED's PIP experts stand ready to help LMs with 

necessary technical support. 

tf~') USAI D I Pu~lic lnv~stment 
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THE PREPARATION AND APPROVAL OF PIP 

Review and Negotiation of PIP 
• MOED's work on PIP is led and coordinated by the PIP Task 

Force comprising a Deputy Minister (economy) and all 
department and division heads with responsibility for PIP work. 

• Each LM's PIP submission will be reviewed and assessed by 
the relevant sector division of MOED; 

9 

• In this work, each sector division of MOED will also obtain views 
of all other relevant MOED divisions; 

• Based on these, the MOED sector division chief will sound out 
LM's responses to MOED's initial assessments; and 

• Each MOED sector division will submit to the Pl P Task Force its 
evaluation, based on the above, of the relevant LM submission. 

10 
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THE PREPARATION AND APPROVAL OF PIP 

Review and Negotiation of PIP (cont.) 
• The Macroeconomic Policy Division of MOED will aggregate 

LMs' submissions and present to the PIP Task Force its 
assessment wrt MTEF/MTFF and inter-sector consistency; 

• The PIP Task Force will then review each LM1s PIP submission 
in light of the assessments of the MOED sector and 
Macroeconomic Policy Divisions and establish MOED's position; 

• MOED Director in charge of PIP work will negotiate with LM; 
• Any remaining differences will be taken up by the two Ministers; 
• In the meantime, the Macroeconomic Policy Division will be 

drafting the policy section of the PIP in the light of MTEF, MTFF, 
and the above reviews of LMs' submissions by MOED divisions. 

11 
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THE PREPARATION AND APPROVAL OF PIP 

Approval of the PIP 

• MOED will send the 'final draft PIP to MOF for its concurrence; 
• Since MOF was involved in the preparation of JoinUPI P CC and 

negotiations with LMs, agreement will be reached easily; 
• MOED will then submit the draft PIP to H PPC for review and 

clearance before submission to COM for approval. 
• HPPC will also act as the final referee for any remaining 

differences between any LM and MOED. 
• Once approved by COM, the Pl P will be circulated to all 

agencies for incorporation in their capital budgets. 

12 
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DETERMINING THE PROJECTS CONTENT OF PIP 

INTRODUCTORY QUESTIONS TO LMS/AGENCIES 

• How do you prepare your PIP submissions? 

• Did you have difficulty in responding to the Joint/PIP 
CC for 2007-1 O? 

• Do you have a SSDP? 

• Do you have a projects pipeline supporting SSDP 
and multi-year Pl P and State Budget? 

• What are the "preparedness pmfile1

' of your projects? 

• Do you have a separate "project development cycle" 
independent of the Pl P process? 

2 
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DETERMINING THE PROJECTS CONTENT OF PIP 

Processing a Project into the PIP 

Identification of the project 
Preparing the Project Concept Paper 
Preparing the Pre-Feasibility Report 
The full Feasibility Report preparation 
Project Appraisal Report 
Inclusion into the PIP 
Loan/Credit Agreements 
Finalizing the Implementation Plan 

Public Investment 
Policy Project 

DETERMINING THE PROJECTS CONTENT OF PIP 

Project Identification 

• This is what makes bottom-up planning meaningful. 

3 

• Participatory process is important. Does it work here? 

• Who could and should identify projects? 

• Who have identified our two case projects? 

• How will it be decided if it is a good project idea, and 
what is the next? 

4 
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DETERMINING THE PROJECTS CONTENT OF PIP 

The Project Concept Paper (PCP) 

• Draft a "Project Idea" proposal (maximum one page) for each of 
our two sample projects (Azerenergy and education). 

• Who, and how, will decide whether this proposal is to be taken 
one step up into the PCP stage? 

• Prepare and discuss the PCP for each of our two case projects, 
based on the template provided in the draft PIPP Manual 
(Annex 10). 
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DETERMINING THE PROJECTS CONTENT OF PIP 

Processing of PCP 
• The PCP will be prepared by the LM/Agency's dept/division in 

charge of project development work; 

• It will be reviewed & approved by the LM/Agency management 
on the basis of its SSDP, SPPRSD, SPSEDR, and the most 
recent Joint/PIP CC, and will be sent to MOED for next stage. 

5 

• The MOED Pl P Division will obtain views of all relevant divisions 
on the proposed project and give its recommendations to the 
MOED Investment Review Committee (IRC). 

• A project whose PCP is approved by IRC qualifies for inclusion 
in the outer years of the PIP. 

6 
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DETERMINING THE PROJECTS CONTENT OF PIP 

The Pre-Feasibility Report (PFR) 

• Who will decide, and how, if the PCP is to be taken 
up to the Pre-Feasibility stage? 

• Who should, and how, prepare and approve the PFR, 
LM/Agency or MOED? 

• Draft and discuss a PFR for each of our two case 
projects. Use for this purpose the PFR template 
provided in Annex 11 of the draft PIPP Manual. 
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DETERMINING THE PROJECTS CONTENT OF PIP 

Processing of PFR 
• No projects w/o a PFR will be included in the next FY's PIP. 

Discuss the reasons. 
• Once a PCP is approved by IRC, MOED/EPFD will form a PFR 

Team under himself or one of his division chiefs and including 
members from MOF and the LM/agency. 

• PFR will analyze and verify the project's potential contributions 
to national and sectoral development objectives and strategies 
with the help of sector and technical experts using both official 
and market data. 

• If the MOED/IRC approves PFR, it can be included in the LM's 
submission for the next FY PIP. 
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'-T~ FROM THE AMERICAN PEOPLE 

Public Investment 
Policy Project 

DETERMINING THE PROJECTS CONTENT OF PIP 

The Full Project Feasibility Report (FPFR) 

• If a project is below a certain size (depending on its sector), 
MOED/IRC may exempt it from the FPFR requirement and can 
move it to the Appraisal stage. 

• Preparation of a FPFR requires substantial work and expertise 
beyond the capacity of a LM/Agency, hence contracting it out. 

• Preparation of a FPFR may take several months, even years, 
depending on the size and nature of the project. 

• This last point, particularly, makes a PAR indispensible. 

(~\1 USAI D I Public Investment 
"~ FRoHTHEAMER1cANPEOPLE Policy Project 

DETERMINING THE PROJECTS CONTENT OF PIP 

The Project Appraisal Report (PAR) 

• Every project to be included in the next FY's PIP should be duly 
supported with a PAR prepared by MOED. 

• PAR will: 
- confirm the evaluations of PFR or FPFR; 

- Assess the project's suitability to medium- to long-term 
development objectives and strategies; 

- Identify the critical risks to the project and its management options; 

- Serve as a guide for project implementation and monitoring. 
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\fi'~ USAI D I Public Investment 
\~-~J FRoMTHEAMER1cANPEOPLE Policy Project 

DETERMINING THE PROJECTS CONTENT OF PIP 

Selection of Projects for the PIP 

• We have so far talked about the process and procedures for 
evaluating LMs' PIP submissions and for developing the project 
proposals into the PIP. 

• We have referred only to the "national and sectoral development 
objectives and strategies" as the main criteria for the evaluation 
of sector PIPs and projects. 

• This main set of criteria should now be specified in more definite 
and operational terms, which are called "prioritization and 
selection of investment programs and projects". 
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