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Introduction
Azerbaijan has a rich energy heritage. Half of the world’s oil was once produced in
Baku. Azerbaijan was the home of the world’s first oil well and world’s first onshore
oil production facility. Last century, the world’s largest oil pipeline in the world was
in Baku. This century, Azerbaijan is a key partner in the Southern Gas Corridor, one
of the world’s biggest energy projects and a crucial contributor to European energy
security. Azerbaijan also has huge gas fields – its proven gas reserves amounted to
2.8 trillion cubic meters in 2020. As natural gas becomes an energy transition fuel
worldwide, Azerbaijan has the potential to increase its gas exports in the future.

Key Facts & Figures
Population:
GDP:
GDP per capita:
Inflation:
Average monthly salary:
Unemployment:
Ease of doing business rank (2020):

10 million
$ 41.7 billion
$ 4,124
3%
414 USD
6.5%
28th out of 191

Source: IMF Database as of October 2020 & World Bank
Doing Business 2020

Azerbaijan and the UK have been loyal partners in the oil and gas market for
almost three decades. The UK remains the biggest investor in Azerbaijan making
up to 51 percent of the total investments to the country. There are over 400 British
companies operating in Azerbaijan. The majority of them are engaged in BP’s
operations comprising the different parts of its supply chain. Azerbaijan, in its turn,
has proved itself as a reliable partner. Although 30 years have passed since the first
PSA was signed, Azerbaijan has never renegotiated its PSA agreements or made a
single change to them.
The UK has a reputation in Azerbaijan as a major centre of expertise for engineering,
project management and specialist manufacture for complex equipment. Besides
BP, WOOD, Worley, KBR, SNC Lavalin-Atkins, Petrofac, and KCA Deutag are other
major British companies present in the Azerbaijani market. Principal competitors to
the UK suppliers in the Azerbaijani market are companies from Italy and the USA.  
BP has a dominant market position in the oil and gas sector in Azerbaijan. BP and its
partners have made around 80 billion USD gross total investment in Azerbaijan. BP
operates two major oil and gas development projects in the country: Azeri-ChiragGunashli (ACG) oil field and the Shah Deniz Gas Condensate field as well as Baku3
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Tbilisi-Ceyhan (BTC) oil pipeline.

Pumpjacks symbolyzing old oil Baku. Some of these pumpjacks still operate in the onshore oil

fields in Baku producing at small scales and operated by SOCAR.
Copyright belongs to the photographer Aziz Elkhanoghlu.

UK oil and gas expertise is well regarded in Azerbaijan and there are commercial
opportunities in upstream, midstream and downstream. This market overview
highlights the key stakeholders, challenges, opportunities, legal regime, relevant
trade exhibitions in Azerbaijan’s oil and gas sector. It also highlights organisations,
including the British Business Group, which can support your company succeed in
Azerbaijan’s lucrative oil and gas market.
I’d encourage British companies to take a serious look at the Azerbaijan market and
visit – it is the only way to get a sense of this regional energy powerhouse.
I hope to meet your company in Azerbaijan soon.
John Patterson,
Chairman of British Business Group, Azerbaijan.
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Major Energy Projects
The ACG field is the lifeblood and major driver of the Azerbaijani economy.
The production sharing agreement (PSA) of this field was signed in 1994 by the
government of Azerbaijan and the BP-lead Consortium. The project initiated a rapid
period of development, which has transformed the country into one of the major
global energy suppliers and changed the energy map of Europe. It was the first
major investment by western multi-national companies in a former Soviet Union
country and became known as the Contract of the Century. In 2017, the parties
agreed to extend this contract until 2049. Under the new contract, the shares of the
State Oil Company of Azerbaijan (SOCAR) increased from 10 percent to 25 percent.
Major fields operated by or jointly with international partners
Field

ACG

Oil or Gas Oﬀ/Onshore Shareholders

Oil

Status

Oﬀ

BP (30.37%), SOCAR (25%),
MOL group (9.57%), INPEX
(9.31%), Equinor (7.27%),
Exxon Mobil (6.79%), TP
(5.73%), ITOCHU (3.65%),
ONGC Videsh Limited (2.31%)

Development

BP (28.8%), TPAO (19%),
SOCAR (16.7%), PETRONAS
(15.5%), Lukoil (10%), NICO
(10%)

Development

Shahdeniz

Gas

Oﬀ

Absheron

Gas

Oﬀ

Bahar Gum Deniz

Oil & Gas

Oﬀ

Shafag-Asiman
SWAP
D230 Block
Karabakh
Aypara-Dan Ulduzu-Ashraﬁ
Umid Babek

Gas
Oil
Oil
Oil
TBC
Gas

Oﬀ
Oﬀ
Oﬀ
Oﬀ
Oﬀ
Oﬀ

Gobustan

TBC

On

Total (50%); SOCAR (50%)
Bahar Energy Ltd. (80%);
SOCAR (20%)
BP (50%); SOCAR (50%)
BP (50%); SOCAR (50%)
BP (50%); SOCAR (50%)
Equinor (50%); SOCAR (50%)
Equinor (50%); SOCAR (50%)
SOCAR (80%); Nobel Oil (20%)
BP (61%); SOCAR (20%); Vitol
(19%)

Development
Development
Exploration
Exploration
Exploration
Development
Exploration
Development
N/A

The BP-operated Baku-Tbilisi-Ceyhan Pipeline (BTC) takes crude oil from the ACG oil
field in the Caspian section of Azerbaijan to the Turkish port Ceyhan. The pipeline’s
total length is 1768 kilometers and transports 1.2 million barrels per day at normal
capacity. 10 million barrels of oil are needed to fill the pipeline.
Azerbaijan launched the Shah Deniz Natural Gas and Condensate field in 2006,
which transformed the country into a net exporter of natural gas. Since the launch
5
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A workerman standing between huge pipes
at Ceyhan Marine Terminal.
Baku-Tbilisi-Ceyhan Pipeline Project
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of Shah Deniz Stage 2 in 2018, Azerbaijan produces an additional 16 billion cubic
meters of natural gas to export via the Southern Gas Corridor (SGC) to Europe. The
$40 billion SGC pipeline combines several separate energy infrastructure projects
and brings natural gas from Azerbaijan’s Shah Deniz gas field to Europe for the first
time.

Southern Gas Corridor Segments
Segment
Shah Deniz Stage 2 Development
Expansion of the South Caucasus Pipeline
Trans-Anatolian Pipeline (TANAP)
Trans-Adriatic Pipeline (TAP)

Territories Crossing
Azerbaijan
Azerbaijan & Georgia
Turkey
Greece, Albania, Adriatic Sea & Italy

Volume
1.2 trillion cm/ 20bcm per year
23bcm
16 bcm
10 bcm

Length
N/A
692km
1,878 km
878 km

The European Commission initiated the SGC project in 2008 to improve the security
and diversity of the EU’s energy supply. It is one of the most complex gas value
chains developed in the world, stretching over 3,500 kilometers, crossing seven
countries, and involving more than a dozen major energy companies. Its capacity
can be doubled to 32 billion cubic meters in the long term. Azerbaijan can offer
additional gas for the SGC from other gas prospects such as Shafag-Asiman, which
is being explored by BP and can potentially offer the same volume of natural gas as
Shah Deniz. If the Trans-Caspian Pipeline project becomes a reality, then Turkmen
gas can also be easily pumped via the SGC into Europe.
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foreign currency earned via the sales of oil and gas are converted into manat before
being transferred to the state budget.   

Future Outlook of
Hydrocarbon Production
The oil output in Azerbaijan is facing a downward trend as the production in the
ACG field is naturally declining. Significant investments have been made to maintain
production levels, however, the aging field combined with external factors such
as OPEC+ production cut agreements are forcing the forecasts down. A similar
tendency is being observed in the SOCAR-operated fields. However, if the Karabakh
oilfield and the prospects of D230 Block and SWAP start production, it might help
offset the output decline.
In contrast, gas production is increasing significantly as the Shah Deniz Stage 2 is
pumping more gas. This upward tendency will continue over the next two decades
as Azerbaijan unlocks more and more of its deep gas potential. However, costefficiency will be a key factor, given the new normal of the global oil and gas market,
as well as the difficult geography of the Caspian basin.

Business opportunities
Expenditure on the major oil and gas developments in Azerbaijan is expected to
exceed 40 billion USD over the next two decades. The investments will primarily
focus on the future potential development of the Azeri-Chirag-Gunashli (ACG) field,
the Shallow Water of Absheron Peninsula (SWAP), the Shafag-Asiman field, the
D230 Block, the Absheron gas field, the Karabakh field, the Gas Processing Plant
and Petrochemical Complex and the Umid gas field.
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Key Stakeholders
The Ministry of Energy of Azerbaijan Republic, the State Oil Company of Azerbaijan
Republic (SOCAR), and the State Oil Fund of the Republic of Azerbaijan (SOFAZ) are
the major local stakeholders in Azerbaijan’s oil and gas sector.
The Ministry of Energy of Azerbaijan Republic is the central executive authority
implementing the state policy and regulations in the fuel and energy sectors of the
country. The Ministry regulates upstream and downstream activities, exploration
and development of oil and gas fields, operations of the oil and gas refineries, power
and heat generation, and distribution. Its key areas of responsibilities encompass
the preparation and implementation of state and regional programs to ensure
energy security and supply, representation of Azerbaijan in international platforms,
enforcement of energy sector norms and laws and issuance of licenses.
The State Oil Company of Azerbaijan Republic (SOCAR) is the strongest local oil
company in Azerbaijan. It is involved in exploring oil and gas fields, producing,
processing, and transporting oil, gas, and gas condensate, marketing petroleum
and petroleum products in the domestic and international markets, and supplying
natural gas to the industry and population in Azerbaijan. The company has three
production divisions, one oil refinery, one gas processing plant, a deep-water
platform fabrication yard, two trusts, one institution, and 23 subdivisions operating
as corporate entities under SOCAR. In addition, it has more than 30 joint ventures
(JVs) established together with various local and international companies. SOCAR
is also responsible for the development of the Oily Rocks, the first offshore oil
platform in the world which has been under operation since 1949.
SOCAR has representative offices in Georgia, Turkey, Romania, Switzerland, Iran,
Germany, Ukraine, and trading companies in Switzerland, Singapore, Nigeria, and
other countries.
State Oil Fund of the Republic of Azerbaijan (SOFAZ) is Azerbaijan’s sovereign wealth
fund where revenues from the oil and gas sales are accumulated and managed
efficiently. The fund is accountable and bears responsibility in front of the President
of the Republic of Azerbaijan. The main objective of the SOFAZ is to sustain macroeconomic stability in the country, to preserve oil and gas revenues, to stimulate the
development of the non-oil and gas sector since the revenues generated from oil
and gas sales are then invested in the non-oil and gas sector of the country. It also
provides finance for large-scale projects of national significance. The key role of
SOFAZ in Azerbaijan’s economy is to play a role of fiscal buffer in times of economic
crises. Additionally, the fund is the major contributor to Azerbaijan’s state budget
and the largest provider of foreign currency to the country’s domestic market - the
9
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Map of oil & gas pipelines operated by BP. Baku Tbilisi Ceyhan, Western Route Export Pipeline
& South Caucasus Pipeline

Upstream
There are many active oil and gas projects in the upstream section of Azerbaijan.
The extension agreement on the extended term of the Azeri-Chirag-Gunashli
field provides significant security and growth potential, and additional export
opportunities for the British companies located throughout the UK. The New
Contract of the Century (2017) is creating 3000 jobs in the UK and Azerbaijan as
well as opportunities for 200 supply chain companies. BP and its partners have
already invested around 40 billion USD in the ACG field, and the extension of the
project will see another 40 billion USD by the company in the next three decades.
The construction of a new platform Azeri Central East (ACE) started in 2019. The
platform will be operational in 2023. It will be located between the Central Azeri
and East Azeri platforms and will consist of drilling and production blocks, quarters
and utilities, three new flow lines, and related subsea infrastructure. There are
potential deeper gas layers existing in and around the ACG field, which BP is keen
to explore.
Shah Deniz 3 is another deeper gas layer beneath the existing Shah Deniz field. BP
was planning to start a further drilling operation there in 2020, however, it was
10

Market Overview: Azerbaijan’s Oil and Gas Sector

View of Shah Deniz Alpha platform from vessel. ACG oilfield operated by BP

postponed due to the slump in oil prices. The development of the Shah Deniz Stage
3 is now a longer term prospect.
SOCAR and TOTAL had an agreement in 2016 for Phase I of the Absheron gas field’s
development and formed a JV called JOCAP to take over further development. The
drilling successfully ended in late 2019. The field contains 350 billion cubic meters
of natural gas along with more than 45 million tons of gas condensates. The field
will produce 1,5 billion cubic meters of gas annually in Phase I. The production is set
to increase to 5 billion cubic meters of gas per
year in Phase II. The natural gas from Phase
billion
I of the Absheron field will be used for the contains
domestic market.
cubic meters of natural

350

Shafag-Asiman gas field is 50/50 development
by the SOCAR and BP. Both believe the field
has a huge potential and can be as big as the
Shah Deniz gas field. The depth of the first
exploratory well on the contract area is about

gas along with more than
million tons of gas
condensates.

45
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D230

Azeri-Chirag-Guneshli
SWAP

Shah Deniz

Shafag-Asiman
Map of fields with BP interests.

500 billion cubic meters
of gas and 65 million tons

7,000 meters including a water depth of 600 to
800 meters. The initial reserves are estimated
to be around 500 billion cubic meters of gas
and 65 million tons of condensate.

The Shallow Water of Absheron Peninsula
(SWAP) field is also a 50/50 development
project between SOCAR and BP. The main
water depth of the contracted territory is mainly 20 meters but reaches 40 meters in
some areas. The contracted area is ecologically sensitive as the main route of sturgeon
migration. BP is expected to be the lead operator for Stage 1 of the PSA undertaking all
the technical and commercial risks, and financing the first two exploration stages. The
exploration period is 4 years with the possibility of extension for three more years.
SOCAR will take over as an operator and project investor only at the development
stage of any approved field.

of condensate.

D230 Block field, owned 50/50 by BP and SOCAR, is a prospect in the northern
Absheron waters. The Block lies in the north-east of Baku in the Caspian Sea in
a water depth of 400 to 600 meters. Under its PSA for 25 years, BP will be the
operator during the exploration phase.
12
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Gobustan field is BP’s first onshore project in Azerbaijan. The company acquired 61
percent share of the oil field in September 2018. BP will start works in the deeper
layers of the field and will drill a well to explore for gas. If any gas is found there,
BP is expected sign a new contract with the Azerbaijani government to develop the
gas.
SOCAR and Norwegian company Equinor signed a PSA to explore and develop the
Ashrafi-Dan Ulduzu-Aypara (ADUA) Block and a risk-sharing agreement for the
Karabakh field in 2018, with 50/50 share distribution between the companies. A
joint operating company was also established between SOCAR and Equinor. The
drilling work in the Karabakh field was completed in March 2020, and the partners
found oil in the field. Six oil wells and two water wells are planned to be drilled in the
field. Plans also include drilling two gas wells using subsea technologies. The jacket
for the Karabakh platform was built locally by BOS Shelf; however, Equinor postponed
drilling in the ADUA Block until at least 2022 due to the tumbling oil prices.
Umid gas field holds around 200 billion cubic meters of gas and 30-40 million tons
of condensate. Today, the field’s development is conducted by SOCAR Umid - a joint
venture owned 80 percent by SOCAR and 20 percent by Nobel Oil. Umid Babek
Operating Company (UBOC) is developing Umid Phase II at the moment, SOCAR’s
plans include building one more offshore platform and drilling at least 8 high
marginal wells. The company is also constructing an onshore receiving- processing
Upstream opportunities are primarily in subsea technologies, integrity
management, inspection services, specialised offshore equipment,
geoscience (or subsurface) and non-geoscience such as:
•
•
•
•
•
•
•
•
•
•
•
•
•
•

Pigging technology & operations
Autonomous vessel operations (Inspection and data harvest)
Resident ROVs and AUVs
Subsea inspection
Underwater external pipeline inspection
Pig tracking / Monitoring solutions
Contactless CP measurement
Remote CP monitoring
Leak detection
Marine Inspection
Geomechanical support for wells
Sanding analysis in wells
Subsea well development geohazard and geotechnical strategy
Seismic hazard studies & site response analysis for offshore pipe
route and offshore structures
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terminal, where the gas from the field will be pumped to. The long-term program
for the development of the block assumes production of 3 billion cubic meters
of gas per annum from the Umid field, and offshore development in the Babek
prospect with possible early gas production systems.
Dostlug field – Azerbaijan and Turkmenistan signed a MOU in January 2021 on
joint exploration and development of hydrocarbon resources of the long-disputed
field in the Caspian Sea. Since the collapse of the Soviet Union, both countries
have claimed the field with Azerbaijan naming it Kapaz and Turkmenistan calling it
Sardar. As a good-will gesture, the field is renamed Dostlug, which means friendship
in both languages. Though MoU is only the first step, this can be a start of a bigger
cooperation among the Caspian states. The field is estimated to contain 60-70
million tons of oil and significant reserves of natural gas. These figures are not big
in economic terms, however, the agreement has large geopolitical significance as it
gives rise for fresh hopes on the possibility of a Trans-Caspian Pipeline.

Midstream
The opportunities in the long-term in the midstream section include ongoing
maintenance and modifications as well as upgrading required in the major pipelines
such as BTC, South Caucasus Pipeline, Western Export Route Pipeline (WREP) and
terminals.
Midstream opportunities are integrity management, inspection services, maintenance
services, HVAC services, high pressure vessels, boilers, etc.
Sangachal Terminal, one of the largest oil
& gas terminals in the world. Operated by
BP in Azerbaijan
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Downstream
Downstream projects of Azerbaijan include the Gas Processing Plant and
Petrochemical Complex (SOCAR GPC). The project covers the construction of
the Gas Processing Plant with an annual capacity of 10 billion cubic meters
and a Petrochemical Complex. The latter will consist of a steam cracker, a
polymerization block, and some other plants. The annual production will
include 600,000 tons of polyethylene and 120,000 tons of propylene. Produced
raw propylene will be supplied to SOCAR’s Polymer Plant for the production.
The majority of the products by SOCAR GPC will be exported to Turkey, Middle
East, Europe, and China. It is considered the biggest downstream project of
SOCAR so far. The project was initially planned to be commissioned in 2022 but
was delayed due to the recent decrease in oil prices. Thus, the final investment
decision is not made yet.
Another downstream project is the Baku Oil Refinery named after Heydar
Aliyev (HAOR). The process of the modernisation of the refinery is expected
to be completed within several phases. The modernisation and upgrading
program will result in 100 percent production of fuels that meet Euro-5 quality
standards as well as high-quality raw feedstock to be transported via pipeline to
an associated ethylene and polyethylene plant operated by SOCAR’s subsidiary
Azerikimya Production Union. Several facilities are being built to ensure the
production of both diesel fuel and gasoline meeting Euro-5 standards. A new
asphalt or bitumen plant was also commissioned in July 2018. The project will
enable Azerbaijan to meet its domestic demand for motor gasoline in the next
15-20 years. Upon the completion of the modernisation, the refinery’s capacity

Downstream opportunities include environmental consulting,
detailed engineering, design, construction management, project
management, high pressure vessels, boilers, specialist equipment
for petrochemical plant construction
will increase from 6 million to 7.5 million tons of oil per annum. There are two
EPC (Engineering, Procurement and Construction) packages awarded for the
modernization of the HOAR. Package A, which includes the construction of ten
new production units, was awarded to the Italian Maire Tecnimont SpA while
Package B, which envisages the reconstruction of the existing units was granted
to the Spanish Tecnicas Reunidas. The launch of the full refinery is expected in
2024-2025. In the meantime, the production of the Euro-5 diesel is expected in
March 2021.
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The legal regime in the
O&G sector
The legal regime in the oil and gas business in Azerbaijan is regulated by the
Production Sharing Agreements (PSA). Oil and gas PSAs have been very robust and
stable in the country. Although 30 years have passed since the first PSA was signed,
Azerbaijan has been very loyal and never renegotiated its PSA agreements, and not
a single change has been made to them.
PSAs are also prevalent over the existing legislation and standard tax code. However,
since one oil and gas company can work in several fields regulated by more than
one PSA, dealing with an oil and gas taxation in Azerbaijan can be sometimes
complex. In cases like this, the company always needs to consult the lawyers and
take special care while working with many PSAs. Nevertheless, PSAs provide a more
transparent framework for operations compared to the standard legislations. For
example, companies operating under oil and gas PSAs are exempt from VAT and
benefit from more simplified custom regulations.

Challenges
The Azerbaijani government and SOCAR have been pursuing nationalisation
and localisation plans during recent years. The nationalisation plan envisages
the employment and training of the local workforce to improve their skills. In
accordance with the plan, locally employed workers should comprise 90 percent of
the overall staff in any company over a certain period of time.
BP, its partners, and contractors have made significant improvements, however,
there are still skills shortages in certain areas, especially in managerial positions.
In order to shrink skills gaps, BP and its partners have implemented various
educational initiatives and dual degree programmes in cooperation with the local
universities and international education and qualification providers.

Skill gaps exist in QMS, project management, engineering
management, geosciences, subsea automation and management,
digitalisation, AI.
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The localisation plan focuses on developing and procuring supplies and services
locally. The tendency resulted in the establishment of a number of joint ventures
between SOCAR and foreign companies. SOCAR’s high priorities include the
development of local capacity, local manufacturing, and assembly. Local content
requirements are growing in significance and have become a key factor in contract
decisions. Transference of knowledge and expertise to the local employees and
building up the skills base in the local market is required.

Manufacturing and technology development remains a key focus
area for local content development.
Some of the challenges of working in the oil and gas sector of Azerbaijan are
the inconsistent application of customs rules, short notice on changes in certain
regulations, payment or non-payment issues by some clients, and occasional unfair
tax treatment. UK exporters facing these challenges should seek legal advice and
contact the trade team at the British Embassy Baku.

Next steps
Useful organisations
British Business Group Azerbaijan
British Business Group is an organisation where new business people can meet
others that are familiar with the work environment in Azerbaijan in order to collect
information about the market. BBG can also help UK companies identify potential
partners / local advisors and support market research activity.
Website: http://bbgaz.co.uk/
Email: jpatterson@i2offshore.net
Department for International Trade Azerbaijan
Based at the British Embassy, Baku, Department for International Trade Azerbaijan
help UK exporters succeed overseas. In the O&G sector, DIT support activities that
support health and safety improvements, form part of wider clean energy transitions,
support decommissioning, or are associated with a humanitarian response. We
also support British companies facing unfair / discriminatory treatment. The list
of support provided to O&G companies can be found here: https://www.gov.uk/
government/publications/how-the-government-will-implement-its-policy-onsupport-for-the-fossil-fuel-energy-sector-overseas
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Website: https://www.gov.uk/world/organisations/department-for-internationaltrade-azerbaijan
Email: dit.azerbaijan@fco.gov.uk
AzPromo
Azerbaijan’s exporting and investment promotion foundation AzPromo, functioning
under the Ministry of Economy, is responsible for promoting investment opportunities
in Azerbaijan including market research for foreign companies interested in investing
or exporting to the country as well as assisting local companies to export overseas.

Trade shows
Caspian Oil and Gas Exhibition (caspianoilgas.az) is the largest and best-attended
industry show, not only in Azerbaijan but also in the whole Caspian region. Each
year, this event attracts 300 exhibitors both locally and internationally. The event is
held with the official support by the Ministry of Energy of Azerbaijan and SOCAR.
Besides the exhibition, the event also includes a conference, where the key players
and decision-makers in the oil and gas sector are gathered. The event is a good
opportunity for new companies to arrange a business trip to Azerbaijan, to check
the market, and to build contacts.

Further reading
DIT doing business in Azerbaijan
https://www.gov.uk/government/publications/exporting-to-azerbaijan/exportingto-azerbaijan
DIT business risk in Azerbaijan
https://www.gov.uk/government/publications/overseas-business-risk-azerbaijan/
overseas-business-risk-azerbaijan
FCDO Travel advice
https://www.gov.uk/foreign-travel-advice/azerbaijan
Note
Copyright of the images on pages 1, 6, 11, 14 and 20 and the maps on pages 10 and
12 belongs to BP
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