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Abstract

The article shows the history of the oil industry in our country and its current
situation. Since the establishment of the State Oil Company of the Republic of
Azerbaijan (SOCAR) to date, a number of successes have been achieved, especially
since the launch of a new oil strategy in our country. Thus, during the years
of independence new oil and gas fields were discovered, modern technologies
were mastered, new agreements were signed with international oil companies,
qualified human resources were developed and other achievements were made.
International financial reporting and risk management in oil and gas industry
enterprises were assessed. The application of the advanced work and projects
mentioned in the article has shown that SOCAR has also strengthened its position
in the international financial market and benefited from new banking products.
As a result, oil and gas industry enterprises with international financial reporting
have a favorable investment climate, which allows for efficient management of
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Introduction

After independence, the management of oil and
gas industry in the Republic of Azerbaijan differs
from that of other industries in organizational
and technical terms, in order to obtain detailed
information on the production costs of oil and gas
industry and to reduce the cost. Unlike the old
administrative-economic system, there was a great
need for the management of the new economic
system in accordance with the new market
principles, because of the serious difficulties in
providing the country with complete and useful
information for making relevant decisions in the
oil and gas industry. Therefore, the organization of
cost management in the oil and gas industry, the
efficiency of information, and the need to improve
the management system. From this point of view, in
the current economic environment, the organization
of the oil and gas industry management system in
line with international standards will enable not
only management, but also investors, founders
and all stakeholders to have detailed information
about the enterprise. In this regard, the assessment
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of the management of the oil and gas industry in
the Republic of Azerbaijan in the current economic
environment is acute.

Historical past and present of oil production
in our country

The cost system of the oil and gas industry,
operating under market conditions, forms the
basis of its entire management system. This is
because the information about actual costs is
formed here, and thus the basis for determining
the actual profit. The importance of cost accounting
in the management system can now be clarified at
the stage of determining its goals and objectives.
When assessing the management of the oil and
gas industry of our country in modern economic
conditions, let us first look at the historical past. Oil
production in our country has a long history and in
1847 year, oil wells were drilled in Bibiheybat for
the first time in the world and then in Balakhani.
Oil produced in our country has been repeatedly
mentioned as a source of great income in the
works of medieval scholars and travelers. In the
XIV century, one of these travelers, Marco Polo,
wrote about the use of Azerbaijani oil for various
purposes and transportation to nearby countries.



A.A.Gasimov et al. | SOCAR Proceedings No.3 (2021) 100-105

Notwithstanding, oil was used for domestic and
military purposes at that time [1-5].

In 1901, Azerbaijan ranked first in the world for
oil production, and this figure was 11 million tons.
In 1941, 71.4% of the oil produced in the USSR fell
to Azerbaijan (23.5 million tons). For the first time in
the world, offshore oil production was carried out in
our country, including the discovery of the so-called
«QOil Rocks» field in 1949 [6]

Despite the fact that industrial production of oil
in the world was first launched in the country, after
independence, there was a great need for improving
the management structure of the oil industry on the
use of oil in the territory of the Republic of Azerbaijan,
ensuring the development of the oil and energy
complex. Therefore, the management structure of the
oil industry was reorganized and improved at that
time, and various companies involved in oil and gas
exploration, production, transportation, processing,
marketing and other activities were brought
together. Thus, in accordance with the unified state
policy, the State Oil Company of the Republic of
Azerbaijan was established on the basis of the State
Concern Azerineft and Azerneftykimya Production
Association in accordance with the Presidential
Decree No. 200 dated 13.09.1992. In accordance with
the Decree of the President of the country No. 430
dated 22.12.2014 dated 24.01.2003, the full official
name of the company was identified as the State
Oil Company of the Republic of Azerbaijan, and the
short official name SOCAR [7].

Being an important part of our national economy,
SOCAR is a vertically integrated organization along
the state-owned production chain. According to the
statistics for 2018, the largestemployer of the Republic
of Azerbaijan, the SOCAR system, has 51139 (50424
in 2017). SOCAR conducts exploration, exploration
and development, refining, transportation and retail
sales, mainly in the onshore and Azerbaijani sector
of the Caspian Sea, as well as in the domestic and
foreign markets in various fields of oil, gas and
petrochemical industry. In addition to its internal
retail activities, SOCAR does this in a number of
foreign countries. Thus, these retail and trading
activities are carried out in Switzerland, Ukraine,
Georgia and Romania.

At the initiative and will of the national leader of
our people Heydar Aliyev, the agreement between
Azerbaijan and the world's largest oil and gas
companies on joint development of the Azeri, Chirag
and deep water Guneshli fields in the Azerbaijani
sector of the Caspian Sea, known as the «Contract of
the Century», has laid the foundation for a new oil
strategy by opening up new glorious pages in the
history of glorious oil. According to the Decree #933
of the President of the Republic on December 2, 1994
on the adoption and approval of this Agreement,
the Republic of Azerbaijan signed a decree on the
joint development of the Azeri, Chirag and deep
water Guneshli fields in the Azerbaijani sector of
the Caspian Sea. State Oil Company Amoko Caspian
Si Petroleum Limited Limited S, Lukoil Joint Stock

Company, McDermott Azerbaijan Inc., Pennzoyl
Caspian Corporation, Remko Caspian Energy
Limited, Turkey Petrolleri a. O., the Law of the
Republic of Azerbaijan «On Adoption and Approval
of the Agreement between UNOC Caspian, Ltd. and
its Permission» [8].

Since the establishment of the State Oil Company
of the Republic of Azerbaijan (SOCAR) to date, a
number of successes have been achieved, especially
since the launch of a new oil strategy in our country.
During the years of independence, new oil and
gas fields were discovered, modern technologies
were mastered, new agreements were signed with
international oil companies, qualified human
resources were developed and other achievements
were achieved.

International finance report and risk
management methods

Proper management of oil and gas industry
allows attracting foreign investments into the
national business. Investors prefer to invest in oil
and gas industry rahter than into credit institutions
besause of higher returns [9-12].

In 2016, SOCAR issued bonds to diversify
SOCAR's financial resources and support the
development of Azerbaijani capital markets.
The nominal value of these bonds, which create
alternative investment opportunities for our citizens
in the financial instruments market, is $ 1000, with
an annual maturity of 5 years, and 5% annual
interest rate repayment every 3 months.

Design features, high profitability, high liquidity,
high confidence in operations ease of purchase
and sale transactions, and interest-free repayment
schedule and attract the interest of investors. The
risk management system consists of the creation of
an effective risk management system at SOCAR and
the integration of the risk management system into
the management decision-making process. During
the year 2019, the Company has balanced risk
management, taking into account the degree of
necessity and seriousness of the risk and the amount
of costs associated with its management. According
to the Risk Management System developed
in accordance with the COSO Enterprise Risk
Management Concept, the risks identified by the
Operational, Strategic, Reporting and Demand Risk
categories for the Company in 2019 are identified
and assessed and their respective structural units
under control. the necessary tasks for management
are given. Thus, in 2019, more emphasis was placed
on risk analysis and risk management based on the
need for corporate responsibility during the global
energy crisis. Risks are classified according to the
appropriate risk categories, are placed in the risk
matrix in accordance with their impact, and the
analysis of risk interest is also reflected in this report.

As with each year, the key performance and
financial performance of SOCAR for the 2018
calendar year during the relevant period of 2019,
Sustainable Development of Representative Offices
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and Subsidiaries overseas along with the Company
and its subsidiaries in Azerbaijan and abroad.
Information on the results of its activities for the year
is prepared and summarized in the annual report.
Unlike last year, the scope of the report was expanded
by adding information about the Company's specific
areas of activity and the activities of SOCAR offices.
The report provides information on the activities of
SOCAR on sustainable development, all production
and financial performance in accordance with
international standards, International Financial
Reporting Standards and SOCAR Sustainability
Reporting Standard (SOCARSS-010.2012). The
report provides information on all areas of the oil
and gas sector in accordance with the requirements
of GRI. The content of the report is compiled
in accordance with the principles of significance,
stakeholder engagement, sustainable development
and completeness as outlined in the GRI, and the
report reflects the ideas of balance, comparability,
accuracy, timeliness, transparency and reliability.
Independent audit of the report is carried out by
Ernst & Young.

According to the Order No. 999-1IIQ dated
11 May 2010 signed by the Head of State between
the SOCAR and Selected insurer 24.02 after the
enactment of the Law of the Republic of Azerbaijan
«On Compulsory Insurance of Occupational Accidents
due to Accidents and Occupational Diseases» As
of 2011, a Partnership Agreement was signed and
renewed in 2019, defining the general principles of
compulsory insurance of employees' disability due
to accidents and occupational diseases [8]. Pursuant
to this Agreement, Pasha Life Insurance OJSC and
SOCAR and its subordinate bodies are chronically
ill and severely affected by the sudden and severe
impairment of the body's organs, tissues and health,
while impaired and harmful production factors in the
performance of work and services. contracts covering
loss of professional ability or death of the insured.

The «Voluntary Medical Insurance Agreement»
was signed between SOCAR and Pasha Insurance to
improve the medical care of former employees who
worked in SOCAR, as well as retired and retired.
Since the beginning of 2012, all SOCAR employees
have been provided with the Voluntary Health
Insurance Program. According to the program,
employees have access to health care services at
agreed prices throughout the year in any hospitals
in the country. Ambulance, emergency medical
care and evacuation, inpatient and outpatient care,
emergency and planned dental care, emergency
vaccination, pregnancy follow-up and birth, annual
medical consultation, and external medical care.
includes. The contract was renewed each year, as it
did every year.

In 2019, SOCAR and insurer signed a cooperation
agreement on life insurance to improve the standard
of living and social protection of workers. The Life
Insurance product enables SOCAR employees to
benefit from this product by increasing both their
life insurance and their income. Thus, by joining this
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investment product that offers the highest returns
on the insurance market, employees will earn more
than 50% of their salary.

SOCAR has developed a holistic approach to
detecting, evaluating, controlling and monitoring
these risks through a systematic approach to
risk management and minimization in the daily
operations of the company. SOCAR implements the
standards on transparency and accountability, and
the Sustainable Development Report, which meet
the requirements of transparency and international
institutions. Since 2011, the audited reports of
SOCAR on Sustainable Development have been
properly submitted to users. As of 01.01.2013, the
implementation of SOCAR's anti-corruption policy
and the nine standards on various factors affecting
corruption and transparency have begun. In 2006,
an internal audit service was established at SOCAR
and reorganized in accordance with the Law of the
Republic of Azerbaijan «On Internal Audit Service»
adopted by the Presidential Order dated May 22,
2007 No 332-111Q [4, 13-15].

Reliability is based on the quality of the report
and the participation of civil society representatives
in the extractive industry transparency process. In
accordance with the Presidential Decree No. 1315
«On Additional Measures to Increase Transparency
and Accountability in the Extractive Industries»
dated April 5, 2017, the Extractive Industries
Transparency Commission should work with all
non-governmental organizations, including the
public and private sector at all stages of reporting.
cooperates with experts [6].

An internal audit service has been assessed
by Ernst & Young to further develop internal
audit activities, identify key areas for improving
audit performance, and improve efficiency and
compliance with international standards. The
assessment was conducted in accordance with
Ernst & Young's methodology and was rated 7 points
on a 10-point scale, which is a positive indicator. In
modern conditions, PWC is implementing projects
to improve and rebuild its internal control system.

On the official website of SOCAR, the Company
regularly publishes annual, financial and sustainable
development reports that dynamically reflect the
latest statistics. The Company's annual report
(2014-2018) provides information on its production,
processing and sales during the year, including
the discovery and development of new fields,
the projects it participates in, and so on [16].
The Company's Sustainability Report (2011-2018)
provides information on its activities in all areas of
sustainable development, including the objectives
and future plans for SOCAR. The Company has
published its financial statements audited by an
external auditor for the period 2009-2018 on its
official website. At that time, only an audit was
conducted by Ernst Young [17].

Implementation of the above-mentioned activities
and projects allowed SOCAR to strengthen its
positions in the international financial market and
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benefit from new banking products. Thus, in 2012,
SOCAR placed its Eurobonds on the London Stock
Exchange at a favorable rate of $ 500 million for a
period of 5 years at an annual rate of 5.45%. Further,
in 2013, correctly calculating the favorable market
situation, SOCAR will re-earn US $ 1 billion for a
period of 10 years, at the London Stock Exchange.
The successful placement of the securities placed by
SOCAR in the secondary market with great interest
among the important investors is highly appreciated
by the investors and creates new interest in the
Company's operations in the market.

SOCAR continues to expand its cooperation
with the world's leading banks. Such banks include
Deutsche Bank of Germany, French Natixis, BNP
Paribas and Societe Generale banks, Dutch Bank,
Swiss SWISS Bank, Japan's SMBS and BTMU banks,
Citi Bank of the United States and JP Morgan banks,
Turkey's YapiKredi Bank and other major global
banks. An example is an example.

According to a market research conducted by
PWC in 2013 during the preparation of SOCAR's
financial strategy, it was found that the interest
rates on borrowings by SOCAR are similar to
those of neighboring countries (Russia, Kazakhstan,
Georgia, Turkey, Ukraine, etc.). is almost twice as
low as companies.

Implementation of successful financial and
corporate governance policies has enabled SOCAR
to acquire and finance assets both domestically and
abroad. Thus, in 2008-2018 the assets of the SOCAR

group of companies increased from 8.0 billion manat
to 62.1 billion manats, which contributed to the
growth of the company's value in the international
markets.

Studies have shown that significant changes in
SOCAR's sales structure in recent years have led
to a significant increase in demand for essential
oil products and natural gas across the country,
increasing the share of domestic o0il products sold at
regulated prices to approximately 72%, and sold to
major consumers. The specific weight of gas (up to 42
manats per cubic meter) is about 55%, and regulated
prices are lower than world market prices and other
commercial entities for natural gas, which results in a
significant reduction in the Company's revenues [18].

Taking into consideration that domestic prices
for oil products have not been reviewed since 2007,
SOCAR has revised the price of gas sold to major
consumers directly connected to oil products and
main pipelines in January 2015, while maintaining
the current absolute level of excise tax (in absolute
figures). He appealed to the Cabinet of Ministers
of the Republic of Azerbaijan. In this regard, the
Tariff (Price) Council of the Republic of Azerbaijan
in accordance with the Resolution No. 8 of July 15,
2017 «On Regulation of Tariff (Price) Council of
the Republic of Azerbaijan on Regulation of Tariffs
(Prices) of Oil Products in the Country» dated
January 14, 2015 The price of gas sold to major
consumers and major consumers directly connected
to the main pipelines has been revised.

Conclusion

They should be regulated through the implementation of organizational measures that
are an integral part of the management of the oil and gas industry. Thus, such adjustments
should aim to eliminate deviations from the actual cost of planning. Here cost management
should play a special role. The basis for this type of control is to predict any changes in the
internal and external environment. Under the theory of management, cost management is
treated as supply chain management. Supply chain management is the regulation of total
annual costs to maintain material resources to ensure continuous operation of the enterprise.

In world practice, rating systems are integrated into companies' pricing systems, and
they usually study their accounting records to assess how risky their activities are. Under
the current economic conditions, the accounting system of oil and gas industry enterprises
satisfies credit institutions because they are organized in accordance with international
standards. However, they have previously provided the bank with a satisfactory schedule
for those who wish to obtain a loan to obtain more detailed information about the company's

operations and to analyze potential risks.

Research has shown that, despite the long-standing evolution of traditional management
theory, some of the provisions of this theory cannot be addressed for most businesses
operating in a rapidly changing business environment. For this reason, modern approaches
to budgeting in modern software management of oil and gas industry enterprises of the
Republic of Azerbaijan have been formed: non-budgetary management, best budgeting,
process-oriented budgeting, balanced system of indicators. However, the traditional
budget model is being introduced in the country's oil and gas industry, and it takes years
of experience to transform this budget model into a seamless system. It is only possible to
switch to advanced budgeting techniques once this experience is gained.
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Onenka ynpasaeHusI NpeanpuaTUsAMNU HedTerasoBom oTpacan
B COBpeMEeHHBIX 9KOHOMMYECKMX YCAOBUAX

A.A.T'acvimos?, I'.b.I'adxues®
'SOCAR, baky, Asep0baitaxan
*Asepbaiig’)KaHCKIUI TOCYy4apCTBEHHBIN YKOHOMIYIeCKIUI
yHuBepcutet, baky, Asep0Oaitaxan

Pegepar

B craTne nmokasano, uto 4o0nr4a HePpTU B AzepbaiijKaHe UMeeT AaBHIOI0 UCTOPUIO U 00CyX-
Aaetcs ee TekyIee cocrosnne. Co spemennu cosganus ['ocysapcrsennoit Hedrsnoit Komnanun
Aszepbaiiaxanckoit Pecriyoankn (SOCAR) 40 cerogHsmIHero AHs OBLA AOCTUTHYT Ps1J4, YCIIEXOB,
0CcODEHHO I10C€ 3aITycKa HOBOI HepTSHOM CTpaTernu B Halllell ctpane. Takim oOpa3oM, 3a ToAbl
HEe3aBMCUMOCTY OBLAYM OTKPBITHI HOBBIE MECTOPOXKAeHIA HepTU U ra3a, OCBOEHBI COBpeMeHHbIe
TeXHOAOTUM, ITOAIIMCAHbI HOBLIE COTAAIIeHNs C MeXAYHapPOAHBIMI HePTIHBIMY KOMIIaHUIMI,
ITIOATOTOBAEHBI KBaANPUIINPOBAHHLIE KaaPBl U AOCTUTHYTHI APYTUEe AOCTVKEHLS.

brraa mposejeHa OlleHKa COCTOSTHIUA MeKAYHapOAHO (pMHAHCOBOI OTYETHOCTH U yIIpaBae-
HILS1 pUcKaMI B HepTera3oBoli oTpacan. OTMedaeTcs, 4TO B pe3yabTaTe padOT MO yAyUIIeHUIO
U peaAu3aliuy IPOEKTOB, yIIOMAHYTEIX B cTraThe, SOCAR yaaa0ch yKpenuTh CBOU HO3UIINI Ha
MeXAyHapOAHOM (PUMHAHCOBOM PBIHKE M ITOAYYUTH BHITOAY OT HOBBIX OAHKOBCKMX ITPOAYKTOB.
B pesyaprare ObI10 OTMEUEHO, UTO IpeANpUATIA HepTerazoBoil OTpacAu C MeXXAyHapOAHOI
(puHaHCOBOIT OTYETHOCTHIO MMesl YCAOBUA 0AaroNpMsATHOTO MHBECTUIIMOHHOTO KAMMaTta CO3-
AAHBI yCAOBUS AA51 DPPEKTUBHOTO yIIpaBAeHMsI KOHKYPEHTOCIIOCOOHBIM ITPOM3BOACTBOM.

Karouesvie caroea: Hedprerasopas OTpacab; IIpeAIpUsITIe; Pa3BUTHe; YIIpaBAeHUe; (PUHAHCHI,
OTYETHOCTD, PVICKUL.

Miiasir iqtisadi saraitds neft-qaz sanayesi miiassisalarinin
idarsedilmasinin qiymatlandirilmasi

9.A.Qastmov’, Q.B.Haciyev’
'SOCAR, Baki, Azarbaycan
*Azarbaycan Dovlat Iqtisad Universiteti, Baki, Azarbaycan

Xiilasa

MBoaqalada 6lkemizdas neftgixarmanin uzun tarixe malik oldugu gosterilmis ve onun bu giinkii
vaziyystinden bahs olunmusdur. Azarbaycan Respublikasi Dovlet Neft Sirkoetinin (SOCAR)
yaranmasindan bu giinadek xiisusiloeds 6lkemizds yeni neft strategiyasinin baglanmasimdan
sonra bir sira ugurlara imza atilmisdir. Bels ki, miistaqillik illarinds yeni neft vo qaz yataqlar1
kasf olunmus, miiasir texnologiyalar menimsenilmis, beynalxalq neft sirkatlori ilo yeni Sazislor
imzalanmus, bacariqli kadr potensiali hazirlanmis ve sair nailiyyetlor alde olunmusdur.

Neft-qaz sonayesi miiassisolorindoe beynolxalq maliyys hesabatliligi ve risklorin idars
edilmasi veziyyeti giymetlondirilmisdir. Maqalodo gosterilon tokmil islorin ve layihalarin
totbigi SOCAR-1n beynoalxalq maliyye bazarinda da moévgelsrinin méhkeamlendirilmasine vo
yeni bank mahsullarindan bahralonmoys imkan yaratdig1 gosterilmisdir. Naticods beynalxalq
maliyyo hesabatliligina malik neft-qaz senayesi miiassisalorinin olverigli investisiya miihitine
malik oldugqlar1 seraitde raqabatqabiliyystli istehsalin samorali iisullarla idarsedilmasine sorait
yarandig1 gqeyd olunmusur.

Acar sozlar: neft-qaz sonayesi; miiessiso; inkisaf; idareedilmes; maliyys; hesabat;
risklor.
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