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CEO'’s Letter to Shareholders
Main Events in 2002

The Air Transport Market




Welcome to Aerofiot

Dear Shareholders,

Aeroflot strengthened its positions on the
international air carrying market and signif-
icantly improved financial performance
during 2002 despite the global downturn
in the airline industry. This was achieved
by improvements in management system
efficiency and labor productivity, and by
implementation of a cost saving program.

Company strategy in 2002 remained
centered on three key components: relia-
bility, profitability and service; which will
enable Aeroflot to achieve a new level of
product quality, increase return of invest-

CEQ'’s Letter to Shareholders

ments, and sharpen its image among cus-
tomers and the international business
community.

Profitability Improvements

The fleet restructuring program initiat-
ed in 2001 is crucial for improving
Company profitability. This is a unique
proiecf:.no other airline as carried out
fleet replacement on such a large scale
and within such a short timeframe. The
restructuring will give annual savings of
US$ 90 million.

The key issue for management and
employees in 2002 was improvement of
Company operating profitability through
focus on cost reduction. Each cost line
item was carefully defined in the budget,
ways of reducing each spending item
were identified, and individual incentive
schemes were devised to lock the targets.
These measures encouraged individual
responsibility and market-oriented think-
ing, and as a result overall profitability
and labor productivity were improved.

Improved use of fuel-efficient aircraft
enabled 19.5 percent fuel cost reductions
in.2002 compared with 2001. This was
the single biggest cost saving.

Closure of unprofitable routes in favor
of those offering higher returns ted to bet-
ter route network efficiency. Aeroflot
strengthened its presence in Europe and
increased network connection ratio.

The Company expanded code sharing
arrangements with international partners
and signed binding agreements with LOT,
MALEV, Air France and Lufthansa. A total

16 airlines are now partners of Aeroflot-

under code sharing agreements and the
Company is eager to further increase this

- form of co-operation. The agreement with

LOT, which resulted in load factor
increase with growth of passengers by
30% and sales by 50%, is a good example

of the benefits of code sharing.

Safety is Top Priority

Safety of our passengers was, is and
will remain the top priority for Aeroflot.
The Company's flight safety ratio is in the
range of 99.94-99.98 percent, which is
well above the average for both Ruséian
and international civil aviation. Such a
result was made possible by the high-
quality pilot training system, developed in
the Company. There was not a single acci-
dent registered in the course of Aeroflot

operations last year.

Aeroflot is equally attentive to in-flight

security, as confirmed by ISO 9001-2000
certification awarded in August 2002 to
the quality management system used by
our in-flight security service. The 1SO cer-
tification will undoubtedly increase confi-
dence in Aeroflot on the part of passén-
gers and business partners, and will
enhance the Company’'s reputation.



Improving Service Quality

Success on the world market requires
more than isolated strengths. It depends
on competence and competitive edge
across the whole spectrum of . services
provided by the Company. Aeroflot has set
an ambitious goal: fo be among the top 10
airlines in the world for service quality
both in the air and on the ground.

Aeroflot has developed and introduced
a new service concept, which has been
tested on the Moscow-New York-Moscow
route since December 2002. The key idea
is to improve the quality of catering and
entertainment for passengers, offering a
range of products for children and adults
(video program, efc.), to ensure that their
stay with Aeroflot is as enjoyable as possi-
ble. The goal of joining the top 10 service
providers worldwide will require a major
efforts to improve quality of the whole
product chain.

Aeroflot Invests in People

Investments in people are no less impor-
fant than investments in production assefs.
Understanding that a contented workforce
is the key fo commercia! success, Aeroflot
- pays special attention to well-being of its
employees. The Company offers a competi-
tive payroll, good working conditions, pro-
fessional development and career opportu-
nities, as well as a social package, includ-
ing retirement and pension arrangements.

In November 2002 Aeroflof was among
the first Russian corporates to sign a
Labor Agreement, valid for 2002 and
2003. This agreement lays a foundation
for social partnership between employer
and employee, setting out a framework for
Company social policy. A balanced social
package was developed during negotia-

tion of the Labor Agreement.

Aeroflot Prepares for the Future

The key to commercial success for any
company is ability to predict and plan for
the future. Aeroflot has shown under-
standing of this point in work with its air-
craft fieet, which has included upgrade of
TU-154 aircraft to allow continuation of
flights to European desfinations without
any limitations until 2008.

An important part of Aeroflot strategy is
restructuring to improve quality of man-
agement across the Company and its sub-
sidiaries. The restructuring program
envisages administrative cost reduction,
empowering of top managers and
increase of the financial responsibility of
business units. ‘

This restructuring will improve the qual-
ity of products and services provided by
Aeroflot business units to other compa-
nies. Business units will be able to use
greater autonomy to enlarge third-party
sales and thus increase Aeroflot's overall
revenue stream.

The program of Aeroflot's brand en-
hancement announced last year is also a
challenge for the future. It encompasses
visualization of the changes taking place
inside the Company, putting an edge on
Aeroflot’s image by addition of new, up-to-
date and attractive features. Aeroflot’s
goal is to mirror its corporate values
which are: customer care, reliability and
the best aspects of the Russian national
character.

Yours sincerely,

Chief Executing Officer
Valeriy Okulov

LEEE



and A310 aircraft.

February 4-11 The 2002
Aeroflot Open Chess
Tournament, with prize
money of $150,000. is held
in Moscow with backing
from Aeroflot. the
Association of Chess
Federations and the
Tourism Committee of the
Moscow City Government.

February 26 Top officials
of Aeroftot and Belavia sign
a memorandum on integra-
tion of their operations. The
Russian and Belarussian
carriers plans to create a
single air transport net-
work.

February 27 The Russnan

rnumber 02
ionzumber

orangion

underwritten by’
Raiffeisenbank Austna

February 27 Aeroﬂol
starts to use the CBT com-
puterized learning system

.for training of flight person-

nel and engineering and
technical personnel. -

‘state regis:’

00 nid ére sub-
|ect Toicentratized deposno- ’

March 26 The 70th
anniversary of the Aeroflot
brand. On this day 70 years
earlier the Main Directorate
of the Civil Air Fleet was
renamed “Aeroflot”, The
name has since joined
those of the Bolshoi Theater
and Moscow Kremlin as
one of the symbols of
Russia.

March 31 Aeroflot
becomes a no-smoking air-
line, with smoking banned
on all routes. The decision
was prompted by health
considerations, desire of
most passengers to travel
on non-smoking flights, and
global tendencies in service
provision.

' - sharing agréenient. The
‘agreement calls for efforts to
..improve quatity of joint prod-

ucts of the two companies, as
well as tariff co-operation and
co-operation on route net-
works to ensure convenient
connections for passengers.

Aprit 11 Aeroflot CEO,
Valeriy Okulov, and the CEQ
of Belarus air carrier, Belavia,
Anatoly Gusarov. sign a code
sharing agreement. The
agreement calls for efforts to
improve quality of joint prod-
wcts of the two companies, as
well as tariff co-operation and
co-operation on route net-
works to ensure convenient
connections for passengers.

Aprit 17 The 35th anniver-

sary of regular flights between“

Moscow and Tokyo.
Commencement of regular
flights between Russia and
Japan was a major event for
Soviet and international civil
aviation and was Aerofiot's
step towards interconti-
ghts. ;

"'Press Club (FPK) awards

“Russian Financial

Aeroflot a special diploma
“For overcoming the crisis
of confidence”.

May 21 Aeroflot and
Russian Standard Bank
begin issue of the Aeroflot-
Master Card.

May 25 The Aeroflot -
Annual General Meeting
approves the annual report,
balance sheet, profit and
loss statement, and BoD
proposals for 2001 profit
distribution. The Meeting
also elects a new Board of
Directors and Audit
Committee, appoints the
auditor and ratifies new
drafts of the five main docu-
ments of the Company: the
Company Charter,
Resolution on the Board of
Directors, Resolution on the

"Audit Committee,

Resolution on Conduct of
the Annual General *
Meeﬁng and (for e

par tissia fo Tetnions
wnh old comrades-in-arms
s part of Vlctory Day cele-

s authorities. The

L5 y e ;
“itonnes of cargo under cus-

oms supervision in 2001.

Aeroflot is also the official
carrier for ambassadars of
the European Union an
their journeys inside Russia.




July 9 Aer signs a code
sharing agreeﬁenkwxlh
Lufthansa for Lufthansg
flights on the Frankfu
Moscow-Frankfurt rout
The agreement will boost
revenue from passenger
travel between the two
cities thanks to provision of
additional scheduled flights
and attraction of transit
passengers from Russia.

July 11 Aeroflot celebrates
35 years of in-flight service.

July 15 The BoD approves
plans for restructuring of
the Company's fleet of for-
eign-made aircraft to make
it consist of nine B767s and
18 A320s.

July 23 Aeroflot signes a
code sharing agreement
with Air France, which will
boost passenger numbers
through provision of addi-
tional scheduled flights on
Moscow-Paris-Moscow
routes and attraction of
transit passengers from
Russia.

seveosesceess

ernational certification
janization TUV CERT,
*presents Aeroflot CEO

Valeny Okulov with a certifi- *

“cate aftesting that the Com-_

pany's quality control system '

meets the 1SO 9001-2000
mrernahona standard

August 22 Aeroﬂot signs
an agreéement with GECAS
on deliveries of B767 and
A320 zircraft on leasing
terms.

August 26 Aeroflot cele-
brates the 50th anniversary
of its 63rd crew group.
which was created for serv-
ice of international routes.

official fepresentative of the ~

September

September 3 Aeroflot and
Sberbank of Russia begin
issue of a new product, the
Visa Aeroflot.international
bank card.

the Company s sharehol
ers votes against early ter
mination of the authority of
the Board of Directors,
which was elected by a vote
of the regular Annual
Shareholders Meeting on
May 25.

AR LR R Y L S SR

October

October 1 As part of the

code sharing agreement of

June 23, Aeroflot and Ai
France begin joint oper:
tion of six daily flights .
between Moscow

two 0 ounngs for;th_e Russian
" national anthem.

The international sports
organization, Interline
Sports Club of Portugal,
holds a volleyball and ten-
nis fournament.

L

November

November 4 A technical
conference at the
Company’s Center for

-, Jraining of Aviation
Rersonnel discusses issues
‘refatéd to operating of

61300 aircraft, with a

efﬁcnency ‘maximization in

use of these aircraft.

eanAA--.....vvv-vvw

‘provnsxons and for "Salaries

.. suggestion, the Council of
" "Managers of IATA agrees to

December

December 11 Aeroflot wins
two awards at the competi-
tion "Russian organization
with high social efficiency”,
sponsored by the Federal
Government, the Economy
Ministry and the Labor
Ministry.

The awards were "For
achievements in organiza-
tion of additional pension

December 23 At Aeroflof’s

hold its 2004 annual gener-
al conference in Moscow.
Aeroflot will host the confer-
ence.

December 27 The corpo-
rate govemance rating serv-
ice of the international rat-
ing agency Standard &
Poor’s raises Aeroflot’s cor-
porate governance rafing
from 4.6 o 5.2 points.

D ber 27 Completion

of an Extraordinary General
Shareholders Meeting of the

Shareholders ap,

* transaction for restructumy

of Aeroflot’s forexgn anrcraft R
fleet.




The events of September 11, 2001 had
major impact on development of the world
air transport market. Passenger traffic
from Europe to North America fell by 40
percent after September 11, traffic to
Central Asia by 25 percent, to the Far East
by 10 percent and within Europe by 5 per-
cent. Available capacity also shrank as up
to 13 percent of the international aircraft
fleet was withdrawn from use. There was
some recovery of demand fowards the
end of the year, but sfill no return to pre-
crisis levels.

The international airline industry ended
the year with huge losses, totaling $7.5
billion in the US and $1.4 billion in
Europe. Several leading international air-
lines “found themselves on the edge of
bankruptcy. The only companies, which
escaped the trend, were low-cost airlines
such as SouthWest and JetBlue in the US,
and Ryanair and EasyJet in Europe. These
companies showed steady growth of car-
rying and revenues.

104% 9,9%
ssoee
[23 “ee
Aerofiot Sibir Tyumenaviatrans

Aeroflot's share of the domestic

The Air Transport Market

The global industry crisis had almost
zero effect on Aeroflot's major market,
which is carriage to and from Russia.
Aeroflot and other Russian airlines
increased total passenger traffic by 5.8
percent and cargo volumes by 2.1 per-
cent in 2002, carrying 26.5 million pas-
sengers and 627,200 tonnes of cargo.
International passenger traffic increased
by 10.3 percent and cargo volumes by 5.4
percent on international routes. On do-
mestic routes passenger traffic grew by
2.8 percent while cargoes fell by 2.1 per-
cent.

In 2002 Russian carriers showed sig-
nificant increase of load factor, with seat
occupancy rising from 66.4 to 68.7 per-
cent and the overall load factor up from
58.3 to 59.9 percent.

The main growth drivers for the Russian
air transportation industry were increase
of GDP (by 4.3 percent), increase of real
personal incomes (by 8.9 percent), and
increase of business activity.

35,1%

Krasair

Aeroflot

passenger transportation market

Aeroflot accounted for 21 percent of
total passenger traffic carried by Russian
airlines in 2002. The Company's share on
international routes was 35.1 percent (42
percent in 2001} and its share of domes-
tic passenger carrying was 10.4 percent
(11 percent in 2001).

Reduction of Aeroflot's market share
was due to a conscious decision to -
improve profitability. The Company
almost entirely wrote off inefficient
IL-62s and significantly reduced opera-
tions using IL-86s and IL-76s. There was
also a reduction of Aeroflot's presence on
low-margin routes, particularly charter
routes,

While keeping a high passenger load
factor on domestic routes (73 percent)
the Company achieved significant growth
of seat occupancy on international routes
(from 64.3 percent to 67.3 percent).

The Company's financial performance

was improved significantly as a resuit of
the measures taken.

Sibir Pulkove Krasair

" Aeroflot's share of the international
passenger transportation market




Implementing the Strategy Concept:
Priorities and Results in 2002

Results in 2002

Information for Shareholders and Investors




.. Aeroflot's main strategic goal is to build an
international-class airline by strengthening
the Company's leading position in Russian
civil aviation, achieving high-level opera-
fional and financial performance, providing
high-quality service, building an extensive
route network, and building an efficient
management system within the Company.

In 2002 the Company focused on
improving operational and management
efficiency. A cost saving program was
developed and implemented through iden-
tification of the main cost drivers, estab-
lishment of production targets for each
business unit, and introduction of a new
incentive system, which linked staff com-
pensation to results achieved. Thanks to
this program, fleet operating costs were
reduced by 5.8 percent, and tonne-kilome-
ter costs by 3.8 percent. Aeroflot's variable
operating costs correspond to average
international levels and are better than
those of leading European air carriers.

Business processes and organizational
structures in the Company’s main operat-
ing business units were optimized as part
of the management upgrading program,
and quality management control was
brought into line with international stan-
dards. A Strategic Planning Committee,
chaired by the Aeroflot CEQ, was estab-
lished to provide a new strategic tool for
control within the Company. The main
obiective of the Committee is to develop
and monitor implementation of Aeroflot’s
strategic development plan and its adjust-
ment to the fast-changing environment as
well as to set priorities for strategic project
development.

Implementing the Strategy Concept:

Priorities and Results in 2002

Route network development was
focused on the most profitable and promis-
ing market segments, which are European
and domestic routes. These measures
enabled 4.2 percent increase of the rev-
enue rate per RPK to 6 cents/RPK. Aero-
flot is now in line with the industry average
for international airlines, although it still
lags top European carriers. Growth poten-
tial of revenue rate is limited by low dispos-
able income per capita inside Russia com-
pared with western countries.

Aeroflot places high importance on
product development in highly competi-
tive markets, and a key element of this
product is flight safety. Aeroflot is among
the safest airlines in the world. The
Company has also devoted much effort to
raising its level of passenger service, par-
ticularly for high yield passengers. New

service standards and technologies have
been introduced on several international
routes, including improvements to aircraft
interiors, in-flight catering and the pas-
senger registration procedure. Aeroflot is
encouraging passenger loyalty by active -
development of its Aeroflot Bonus scheme
for frequent flyers, and has also started
work on rebranding and sharpening the
Company's image. ‘

A program for restructuring the
Company's foreign-made aircraft fleet has
been set in motion as part of overall fleet
development strategy. The main aims are
significant cost reduction and changeover
to modern, fuel-efficient aircraft with
improved levels of passenger comfort. A
new fleet. meeting the highest internation-
al standards, will assure an extra competi-
tive advantage for Aeroflot.

The priority tasks for Aeroflot in 2003 are: _

-> completion of the aircraft fleet and engine renewal program, including various
preparatory measures and full observance of the aircraft replacement schedule;

=> further improvement of operating productivity and financial profitability:

-> consolidating quality of the Company’s main product elements, which are safety,

punctuality and the level of service;

=> assuring link and feed back between strategic and operational planning, develop-
ment of a complex incentive system, and achievement of strategic goals.




Schedule Optimization
Program

Aeroflot flew to 54 countries in 2002, with
78 destinations in the CIS and the rest of
the world, and 25 destinations in Russia.

Efforts to optimize the route network
were based on the following:

1. More frequent flights on high-margin
routes with significant passenger flows in
order to generate extra revenue and cap-
ture a larger share of the air transport
market. These routes include Western
Europe, Russia, and South-East Asia. This
policy brought major results during oper-
ation of the Summer 2002 timetable. For
example, the increase in frequency on the
MoScow-London-Moscow route was 4
percent, growth in passenger numbers
was 9.1 percent and revenue growth was
28.4 percent.

2. Increase in convenient connections
as an important factor in attracting pas-
sengers to Aeroflot flights. Russia-Europe
connections were increased by 9 percent
in 2002, and Europe-Russia connections
were increased by 1.5 percent. However,
the number of Aeroflot connections on
such routes as Europe-South East Asia,
Europe-Africa, and Europe-South Ame-
rica was reduced due to unforeseen route
network and timetable changes, carried
out after the events of September 11,
2001. Transit passenger flows were undi-
minished from 2001 despite the changes,
exceeding 380,000.

3. Termination of loss-making and
unpromising routes. Such measures
raised the average contribution of each

route to covering of fixed costs from $2.1_

to $3 million, or by more than 40 percent.

4. Aeroflot made further code sharing
agreements with other airlines in 2002
for joint operation of routes. Joint flights
between Moscow and Budapest began
on the basis of a code sharing agreement
with MALEV, Shannon/Dublin-Amster-
dam-Moscow routes were put under
joint operation with SkyNet airline, a
code sharing agreement with Lufthansa
was implemented between Frankfurt and
Moscow, and, in October, with Air France
on the Moscow-Paris-Moscow route,

The number of passengers travelling
in higher fare classes increased by 5.9
percent across the entire Company net-
work during the summer 2002 time-
table period, and the increase for
Aeroflot’s priority region (Europe) was
16.7 percent.

The priorities for schedule optimization
in 2003 are:

= further increase in efficiency of the
overall route network;

- increase of flight frequencies on high-
income roufes in order to raise market
share;

=> increased parinership activity, by
adding routes operated jointly with partner
airlines;

=> increase in the number of optimal
connections, giving a 10 percent rise in the
connection coefficient of the network
(including routes operated under code
sharing agreements);

- co-ordination between regular and
charter routes, with emphasis on regular
routes;

=> more efficient use of the aircraft fleet,
taking account of forthcoming fleet
renewal.

Fleet Restructuring Program

Aeroflot’s fleet restructuring program is
essential for route network development
and cost reduction, and is particularly
timely in view of current favorable condi-
tions on the global aircraft market.

Aeroflot began its restructuring pro-
gram for the non-Russian aircraft fleet in
2002, following approval by the Board of
Directors in December 2001. In July
2002 the Board officially approved a
schedule, proposed by Company manage-
ment, which envisages replacement of
27 foreign-made passenger aircraft, ac-
counting for 60 percent of the Company's
passenger turnover, by new, up-do-date
foreign-made aircraft. Once the program
is executed the number of foreign-made
aircraft types in operation will be reduced
from four to two, enabling significant
operating and maintenance cost savings,
as well as a better fit with the Company’s
neftwork schedule.

Intensive negotiations have been held
with the biggest foreign producers of air-
craft and aircraft engines, and also with
leasing companies, and contracts have
been signed, on favorable terms for
Aeroflot, for withdrawal of craft and their
replacement with new craft in 2003-2004..

The deal structure entails early return
of 11 A310 aircraft, two of which to
GECAS and eleven to Airbus. In return,
Aeroflot receives twelve aircraft of the
A320 family, eight of which through
financial leases and four through operai-
ing leases from GECAS under leaseback
arrangements. Commercial loans back-
ing financial leases will be provided by a
consortium of western banks under

e
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export credit agencies (ECA) guarantee.
Under the leaseback arrangements,
Aeroflot will transfer 10 B737 aircraft
from financial to operating leases for a
period of 18 months, after which they will
be replaced with six A320s and three
B767s provided by GECAS on an operat-
ing lease basis.

By the end of 2004, Aeroflot’s foreign-
made aircraft fleet will consist of 18 medi-
um-haul aircraft of the A320 family and
nine long-haul B767s, thus making it one
of the youngest in the world. All of the
B767s were built in 1999-2000 and the
A320s will be built during 2003-2004.

The financial effect of the fleet restruc-
turing will be a $90 million annual saving
thanks to reduction of leasing payments
and maintenance costs, and improved
operating efficiency.

The Company is also working to opti-
mize its Russian-made aircraft fleet.
Outdated IL-62s were withdrawn in 2002
and use of {L-86s was limited. Aeroflot
plans to replace these aircraft with mod-
ern IL-96-300s.

Technical Service
Development

Efficient organization of technical service
is essential for maximum flight safety, reg-
ularity and punctuality, and minimizing
costs. :

Aeroflot continued improvements to its
technical and repair services during
2002, raising the professional level of
technical staff, increasing co-operation
between the Company's Aviation-

Technical Center and other business _

units, as well as maintaining cost control.
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Restructuring plan for foreign-made aircraft fleet

November-December )} Contract signing
2002 Transfer of B737-400s to operating lease
June 2003 ) ’ Withdrawal of first A310

Deployment of first additional B767
October 2003 ) ’ Withdrawal of first B737-400

Deployment of first A320

Withdrawal of last A310 and B737-400
December 2004 )-)— Introduction of last B767-300 and A320

The Company made significant changes
to organization of its fechnical services,
imposing clear division between those
responsible for placing orders and those
responsible for their execution (both
under overall supervision of the
Compény's Technical Director). A new
planning system for production and pro-
curement of spare parts was developed
and introduced, and key business
processes at the Aviation-Technical
Center were audited, described and
redesigned. Most of the Company's tech-
nical personnel has undergone further
training, in some cases abroad. Additional
highly qualified personnel were assigned
to workéhqps. to provide full servicing of
the Company's foreign-made aircraft fieet.

Comptetion of restructuring

Thanks to these measures, incidents
due to technical faults were reduced by
21 percent, take-off punctuality was
raised by 17 percent, time needed for
major checks on A310 aircraft was
reduced by 15 days, and availability of
spare parts was raised by 10 percent.

There was some increase in costs of
technical service and repair of aircraft in
2002 due to additional investments in
maintenance of Russian-made aircraft
and increased maintenance costs of for-
eign-made aircraft. :




Flight Safety

Safety of Aeroflot flights remains on a
high level. The safety ratio has been in
the range 99.94-99.98 percent over the
last three years, which merits rating as
"good” under IATA classification. The
number of incidents fell by 31 percent in
2002 compared with 2001, and frequen-
cy of incident occurrence fell by 22 per-
cent. In November 2002 the Russian
State Civil Aviation Service carried out a
detailed check of the Company in respect
of flight safety, as a result of which the
Company’s operating certificate was
renewed for two years.

Targeting further safety improvements,
Aeroflot continued efforts to improve pro-
fessionalism of flight personnel, technical
personnel and ground staff, as well as fo
increase co-operation between business
units. Some important steps were taken to
improve operations at the Aviation-
Technical Center, which is directly
-responsible for the aircraft fleet status.
The Company also continued to work
closely with representatives of foreign
aviation authorities and airports.

Special attention was paid in 2002 to
preparation of Company personnel and
technical services ahead of the planned
large-scale replacement of foreign-made
aircraft. Radical renewal of the aircraft
fleet will not be detrimental to the
Company's safety record.

Plans for 2003 include a riew organi- |

zational structure for the "Company's
flight and technical branches, organiza-
tional and procedural measures connect-
ed with launch of new aircraft, strength- _
ening of logistics, improvements in train-

ing systems for flight and technical per-
sonnel, and raising standards for selec-
tion of new staff.

Flight Security

Aeroflot tolerates no compromise in giv-
ing absolute priority to flight security.
Importance of this factor has increased
dramatically after the events of
September 11, 2001 in the US.

The Company raised flight security lev-
els in 2002. New measures include
checking of all baggage with the help of
dog teams, in-flight. presence of Com-
pany security staff on high-risk routes, a
complex system to ensure security of
infrastructure facilities, measures to
prevent illegal migration, strict control
of carrying documents, and additional
hiring of highly qualified staff. Thanks to
these measures no incident threatening
passenger security occurred during
2002.

The security system applied by Aerofiot
includes the following sub-systems:
access contfrol (designed to avoid
unsanctioned access to Company facili-
ties); video surveillance (in force round-
the-clock, and providing video tracking
and recording of the situation at
Company premises), and security and fire
alarm systems (allowing control and sur-
veillance of fire safety conditions at
Company premises).

Each member of staff is fully aware of
his or her responsibility for meeting secu-
rity requirements and doing everything
necessary to avert incidents, thus offer-
ing a security guarantee to Aeroflot pas-
sengers.

Quality Control

Building an international-class airline
depends on good organization of business
processes to assure a high-quality, compet-
itive product. Installation of a complete sys-
tem of quality management, carried out by
Aeroflot in 2002, helps to achieve this goal.

Transfer to quality management based
on ISO standards will enable Aeroflot to
optimize its operating processes, reduce
costs and raise the quality of services pro-
vided, while also making the Company's
operations more “"transparent” for cus-
tomers and for business partners.

In August 2002 the authorized organiza-
tion, TUV CERT, certified the quality man-
agement systems used in three Company
business units as matching international
standards. The business units in question
were the Flight Control Center, Flight
Security Service and Aviation Personnel
Training Center.

Work to extend ISO standards through-
out the Company will be continued in
2003. The next stage will be certification of
the Flight Complex, In-flight Service
Division, Aviation-Technical Center, Gro-
und Control Complex, and Procurement
Department.

Service

Improvement of passenger service quality
is of key importance to Aeroflot, since it
determines competitiveness. The Com-
pany's marketing strategy aims to win and
retain the high-yield passenger segment
by offering a product that meets interna-
tional standards. Company managers
have set the ambitious goal of putting
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Number of participants in the
Aeroflot Bonus program

Aerofiot among the world's top 10 airlines
for service over the next few years.

Two major projects, named “Welcome!”
and “Take-off”, were implemented in 2002
as part of this long-term strategy.

“The “Welcome!” project aims to improve
the standard of preparation of aircraft for
passengers ahead of flights. A working
group carried out daily monitoring -of pas-
senger cabins and cabin equipment as well
as procedures for pre-flight preparation of
aircraft. Resulting improvements will ensure
a high level of flight readiness in the future.

The aim of the “Take-off’ project is fun-
damental improvement of in-flight serv-
ice. A new concept for Aeroflot service.
has been developed, incorporating the
best’that is offered by other international

carriers, enriched by the best fraditions

" and- specialties of Russian culture. This
approach has been used in devising meal
menus, cabin design and cabin staff eti-
quette, which should be based on tradi-
tional Russian cordiality and hospitality.
We expect that launch of the new service
concept will make Aeroflot stand out from
its competitors :and will have a positive
effect on the image of the Company. The
new service standards have been in use
since December 2002 for passengers
travelling in higher-class seats on flights
to New York, and will be extended to other
routes in the future, with priority routes
‘being the first fo benefit. :

The Company's image is also being
sharpened by a brand development pro-
gram, which was started in 2002 and tar-
gets consistent improvement in percep-
tions of the Aeroflot brand by passengers

and shareholders, as well as transforma-

tion of the brand into a genuine Company

asset. Various possibilities for new
emblems, color range, interior design of
cabins, and staff uniforms have been pre-
pared and submitted for approval.

As well as developing completely new
service items, Aeroflot has also
improved current services. The passen-
ger registration procedure and process-
ing of baggage at Sheremetevo-1 were
improved last year, a group was set up
to provide information for passengers,
the in-flight menu was made more var-
jed and child meals were introduced.
Smoking was forbidden on all Aeroflot
flights in 2002.

Aeroflot Bonus

Market research surveys show that the
Aeroflot Bonus scheme for frequent flyers
was one of the main factors making Aeroflot
aftractive to passengers in 2002. Numbers of
those taking part rose by 66,000 last year to
177.000.

The profile of the scheme was boosted in
2002 by integration with analogous
schemes of partner companies: Visa
Aeroflot cards were issued jointly with
Sberbank of Russia, and an Aeroflot
Mastercard was offered in association with
Russian Standard Bank. Several major
hotels joined the program, including the
Astoria, Angleterre, Katerina, and Volna, as
well as the car-hire company, SIXT.

" Realtime internet sign-up for the.Aeroflot
Bonus scheme was made possible in 2002. A
forum on the Company’s site is used for com-

‘munication with participants.

Opening of Aeraflot Bonus branches in the
US and in Russian regions is scheduled for
2002, as well as development of information

services fo participants of the scheme (includ-
ing infernet services) and creation of relation-
ships with new partners.

Procurement optimization
program

Procurement has direct importance for
smooth running of Corhpany's operations
and for cost cutting. Much work was done
to improve the procurement system and
reduce costs associated with materials
and equipment in 2002.

The biggest cost line item is aviation
fuel and lubricants, which represents
20% of total operating costs. Main steps
in 2002 to optimize fuel and lubricant
purchases were as follows:

> concentration of purchasing activity.
Aeroflot supplemented its own fue} suppli-
er tenders by joint tenders with Air France.

-> increase in the share of direct deliv-
eries. Strategic agreements were reached
with Russian oil companies, YUKOS and
LUKOIL, improving stability of fuel sup-
plies and making it possible to do without
the services of intermediaries for refuel-
ing at Sheremetevo Airport and several
other destinations inside Russia;

-> tankering (use of price differences for
aviation fuel at arrival and departure points);

> hedging (forward contracts with
British Petroleum for supplies of aviation
fuel allowed price risk reduction and sig-
nificant costs savings);

Rationalization of fuel purchases gave a
saving of $11.2 million. Aeroflot's weight-
ed-average fuel costs were 8-10 percent

~ lower than the market level at the Moscow

air traffic hub, and 3 percent lower in other
Russian regions.




The second largest cost line item is “air
property”, consisting of aircraft spare
parts and equipment. The procurement
management system was significantly
improved in 2002. In particular, the SAP-
R/3 Management Information System
(MIS) was introduced, raising internal
accounting of purchases to a new level
and facilitating decision-making process.
Positive results of the new information
technology will be seen in the near future.

Assuring Financial Stability

The following measures were taken dur-
ing 2002:

1. Financial planning quality improve-
ments.

The Company significantly improved the
accuracy of its financial plans and
increased discipline in their implementa-
tion. Divergence of the cash revenue fore-
cast from actual revenue was 1.11 per-
cent compared with 1.63 percentin 2001,
and the share of unforeseen payments on
the spending side of the payment balance
fell from 7.83 percent to 4.77 percent.

2. Cash flow consolidation and pay-
ments optimization.

Aeroflot secured a 39 percent increase
in cash receivables from representative
offices in 2002. This result was achieved

_due to the following:

- offices in Norilsk, Nizhnevartovsk
and Astrakhan were connected to
Sberbank’s unified settlement network,
and all Russian representative offices
were serviced by Sberbank branches at
unified rates;

= cash flows of offices in Germany
were consolidated at Commerzbank;

=> accounts of 22 foreign representa-
tive offices, representing 62.7 percent of
total revenues of Aeroflot offices outside
Russia, were connected to the JP Morgan
Chase Insight system;

= sales of air tickets through the
BSP/ARC system in 40 countries were
connected to the IATA currency clearing
system (JCCS). The volume of the
Company's financial flows through ICCS
grew by 42.2 percent in 2002 to $108
million;

In May 2002 cash flows from
BSP/ARC sales using VISA and MC/EC
cards were centralized (centralized
acquiring). Shortening of the period for
receipt of sales revenues and unification
of the commission rate for the bank
acquirer gave savings of $254,800.
Revenues credited to accounts in
Moscow from foreign air ticket sales by
BSP/ARC systems, starting from May
2002, were $24.122 million. Revenue
from BSP/ARC sales using VISA and
MC/EC credit cards rose by 24.4 percent
compared with 2001 and totaled $32.4
million.

3. Lower borrowing costs.

Interest rates on ruble borrowings fell by
more than 1 percent per annum, and bor-
rowings in foreign currency (US dollars)
fell from 8.06 percent to 7.75 percent.

47 Increase of mutual settlements
through the IATA clearing house (ICH).

Switch to clearing through ICH helped
to facilitate settlements with foreign air-
lines and other companies. As of
December 1, 2002 accounts receivable
and payable with ICH member airlines
had been reduced by more than two times
compared with a year earlier.

Risk Management
and Insurance

Risk management efforts led by the
Company in 2002 were concentrated on
management of credit risk, monitoring of
agency sales inside Russia and abroad,
limitation of liability risks -under code
sharing and bilateral commercial agree-
ments, and reduction of risks associated
with the tense environment to which the
airline industry was exposed in 2002.

Losses due to failure of fund transfer
from agents fell by $341,600 in 2002
compared with 2001 despite increase of
sales, and even though the credit risk
level remained unchanged. The Company
also collected $924,200 thanks to work
on reduction of accounts payable by
agents.

Risk audits were carried out on flag
agreements, Interline agreements and code
sharing agreements. As a result of analysis
of earlier flag agreements, invoices were
issued and 1.4 milfion rubles were received.
Procedures were put in place for assess-
ment and minimization of risks to Aerofiot
from liabilities to third parties under such
agreements.

Work confinued on design of efficient’
management systems for crisis situafions.
The Company's Center for Management of
Crises and Irregular Situations developed
an action plan o be the basic document co-
ordinating inter-company actions in crisis
situations.

Aeroflot was successful in keeping its
insurance rates unchanged in 2002,
despite significant increase in the cost of
insurance on international markets follow-

- ing the events of September 11,2001.The
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Company thus reduced its distance from
the group of international airlines with
most favorable insurance rates.

The Company applied intensive pressure
last year to reduce risks without additional
financing in the framework of an overall
strategy for reduction of expenses. Much
work was done to secure Russian
Government guarantees and as part of the

ICAO program for reduction of military risks,
which gave the Company an additional sav-
ing of $4.5 million.

Development of
Cargo Operations

The main drivers for development of the
international air freight market are
growth .and globalization of the world
economy. Demand for cargo carrying is
expected to triple by 2017, with 35%
growth in the next five years. The Russian
air cargo market is expected to grow by
5-8 percent per annum.

Aeroflot's cargo business developed
successfully in 2002. Tota! freight and
mail rose by 7.7 percent compared with
2001 to 105,300 fonnes of cargo and
4300 tonnes of mail.

The main cargo routes (over 70 percent
of total volumes) coincide with the world’s
main markets (Asia-Europe, Asia-North
.America). Aeroflot combines the potential
offered by cargo and passenger aircraft
networks, providing wide geographical
coverage for deliveries. Routes of cargo
planes have been modified to increase
economic efficiency, with 10 new routes
opened in 2002 and leasing of two new
DC-10 cargo aircraft.

Cargo carrying on passenger aircraft has
become a significant part of the Company’s
total cargo transport operation over the
last three years. Annual growth rates of
revenue from cargo carrying on passen-
ger aircraft have exceeded 25 percent.

Aeroflot has expanded its range of serv-
ices in order to compete with the world's
leading cargo carriers. The Company now
offers transfer under customs supervi-
sion, courier and express deliveries, and
combined transportation. The Company's
license as a carrier of customs cargo was
renewed for a further six years in 2002.

New technologies for management of
cargo transport have been adopted by the
Company. including the global automated
SITA SUPER CARGO system, which will
be fully launched in 2003. The technical
procedure for cargo bookings underwent
qualitative improvement last year.

Aeroflfot has set up a hub at Hahn
Airport to assist penetration of cargo
markets. The advantages of Hahn are its
convenient location and relatively low
cost of cargo processing on the ground.
Use of the hub helps to maximize the load
factor on cargo flights, assuring prof-
itability. In addition, transfers via the hub
allow “fill up” loading onto a large net-
work of passenger routes and expansion
of delivery reach. Aeroflot has opened its
first ever representative office special-
ized in cargo in order to manage opera-
tions at Hahn.

Plans for 2003 include further increase
of cargo volumes, focus on increased
profitability of cargo flights and maximum
use of cargo capacities on regular pas-
senger flights.

Fare Policy

Aerofiot tariff policy in 2002 was aimed at
a decisive increase in revenues fo support
the Company's financial stability. Steps to
achieve this included the following:

= the Company's market fares were
transferred to a regime of public fares. In
global systems of air ticket booking and
sales. This enabled broadening of the actu-
al number of participants in sales of passen-
ger tickets, boosting Company revenues;

-» raising of first-class and business
fares, particularly for transit carrying, and
price increases for economy-class tickets
on routes with high and consistent
demand;

=> re-negotiation of agreements with
Russian and foreign partners in order to
increase revenues from markets, which are
not directly served by Aeroflot fights; .

- installation of the SABRE AirPrice
prgram to monitor fares of competitors,
enabling adequate counter measures in
response fo fare innovations by compefitors.

Sales Management

Aerofiot sales are organized through its
representative offices, agent network and
the Central International Agency.

Aeroflot is currently implementing a pro-
gram to improve efficiency of its sales chan-
nels. The main initiatives of the program are
increase in the share of its own sales, opti-
mization of staff numbers at the Central
Agency, increase of corporate customers,
concentration of agent sales, change in the
commission system for agents, and devel-
opment of sales through BSP/ARC.



11% 13% 23%
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Sales through the Central Agency grew
by 2.3 percent in 2002 to $71 million.
Sales through Aeroflot representative
offices abroad grew by 3 percent to $90
million, and offices inside Russia showed
sales of 424 million rubles.

The number of Aeroflot agents in Russia
rose by 10 percent in 2002 to 189. The
number of agents abroad fell from 541 to
495, which was due to shift of a part of
agent sales to BSP/ARC.

The volume of agent sales abroad was
$487 million dollars, and average agent
commission was reduced from 126 to
10.7 percent, giving increase of $7.2 mil-
lion in net sales.

BSP/ARC sales grew by $40 million dol-
lars; or by 29 percent compared with 2001.

Plans for 2003 include further expan-
sion and optimization of the agent network,
increase of BSP/ARC sales, development
of corporate sales, organization of air tick-
ets sales via the internet in Germany, US
and Japan, and development of combined
ticket sales (air travel plus travel by ground
or sea transport). The Company is targeting
a 15 percent increase of revenues from for-
eign representative offices in 2003.

Aeroflot business decisions regarding
schedule and sales are supported by ana-
Iytical information, compiled with exten-
sive use of economic and mathematical
methodologies and models.

" The Company pursued several initiatives
connected with sales in 2002, of which the
most notable were:

=> development and installation of new
automated technology for sales budget
preparation and control over its imple-
mentation;

@ staff insurance 15%
@ state pension coverage 11%
corporate transport and parking facilities 13%
. pre-school provision for children 3%
@ culture, sport and recreation 5%
@ additional social payments 23%
@ medical provision 30%

=> installation of the PROFECY infor-
mation and analysis system, which is
widely used at present by leading inter-
national airlines for analysis and control
of transport volumes and the revenues,
which they generate;

-> development and implementation of
a method for assessing efficiency of mar-
keting (fare and advertising) actions;

<> development and installation of
automated information systems.

Development of informational and ana-
lytical support for business decisions in
areas discussed in this section is already
aiding speed and accuracy in prepara-
fion and implementation of sales plans,
giving 2-3 percent annual growth of
Company revenues.

Information Technology

Use of the latest information technologies
and communication systems is crucial for
development and competitiveness of a
modern airline.

Aeroflot took a number of steps in 2002
to opfimize spendings on information tech-
nology and communications:

=> computer equipment in Aeroflot rep-
resentative offices was modernized;

- new technologies were put in place
for accessing resources of ASB Gabriel,
and most connections to the SITATEX
data transfer system, which used telex,
were canceled, as were 1024 and X.25
channels (reduced from 2100 to 92 lines};

-» spending on services of global dis-
tributive systems was reduced.

These measures enabled reduction of
spending on maintenance of information

technology and communication channels
by more than $6 million per year without
negative effect on quality.

Aeroflot is improving its management
accounting by installation of the SAP/R3
logistics management system. The
Company has also automated its Central
‘Accounts Department, and the accounts
sections of its Ground Control Complex
and Procurement Department.
Automated inventory accounting has
been installed in both of the latter. In
2003 the Company plans to introduce
inventory management at its Aviation-
Technical Center as well as accounting
processes at each business unit,

A corporate document management
system was fully launched in 2002, with
233 users in 44 business units, allowing
acceleration and systematization of docu-
ment flows.

Aeroflot continued to expand and
improve the role of information technolo-
gy in its business during 2002. Further
stages of the SABRE AirPrice and AirMax
programs were installed, helping to
organize fare policy and the load factor.
The SABRE FAM and APM programs for
optimization of the route network were
used in test mode, ahead of full launch
this year. They will enable construction of
passenger flow forecasts and calculation
of network profitability. Potential eco-
nomic effect from use of APM is estimat-
ed at $10-12 million per year.

Staff

The goals of Aeroflot staff policy are to
offer genuine scope for professional



development, competitive salaries, career
growth, satisfactory work conditions, and
social protection, including retirement
arrangements.

Careful work on social policy princi-
ples in recent years has enabled a bal-
ance of interests between staff interests
and the Company's financial capacities.
Signing of a new Labor Agreement con-
firms the success of social partnership at
Aeroflot.

The structure of the social package
defined by the new Labor Agreement is
shown in the diagram on page 17.

Spending by the airline on social provi-
sions in 2002 rose by 1.5 times to 427
million rubles.

The Company's social policy has been
highly commended by society and by the
Government. A competition on the theme
of "Russian organization with high social
efficiency’, sponsored by the Federal
Government, the Economy Ministry and
the Labor Ministry, gave Aeroflot awards

for “Achievements in organization of -

additional pension provisions” and for
"Salaries and social payments”.

The average number of Aeroflot staff in
December 2002 was 14,802, down by
824 from December 2001. The staff re-
duction was due to withdrawal of several
Russian-made aircraft (IL-62, I1L-76 and

IL-86) as well as offers of one-off pay-
ments and additional pensions to encour-
age voluntary early retirement.

Payroll rose by 17 percent in 2002
compared with 2001 to 4074.5 million
rubles, and the average monthly salary
rose by 19.4 percent to 19,500 rubles.

Labor productivity in 2002 was almost
unchanged from 2001 measured in
tonne-kilometers per employee, and rose
by 10.6 percent in cash terms to 3.009
million rubles per employee.

The average age of Aeroflot staff is 41.

Professional Training
and Education

Aeroflot’s Training Center for Aviation
Personnel worked hard in 2002 to improve
the quality of air personnel training. The
Center held 800 study sessions with partic-
ipation of 12,000 students. Flight crew spent
over 13,000 flying hours in 7000 training
events, while cabin crew spent 18,500 fly-
ing hours in 8700 fraining events.

The Training Center installed a quality
management system last year, which
merited 15O 9001-2000 certification.

The Center was also involved in joint
activities with training centers of compa-
nies such as British Airways, Lufthansa
and Air France.

Agreements were reached in 2002
with the Center for further training of air
transport personnel at Moscow State
Technical University, an agreement with
the Institute for Aviation Managers and
Specialists was extended and work
began on organization of training and
further training courses of staff in
Aeroflot representative offices.

Use of the Company's own Center
ensures high quality of personnel training
and allows major savings, since the Compa-
ny has no need fo hire outside specialists
and pay for the use of training aerodromes.

Savings from the latter source alone were
about 10 million rubles in 2002.

The Aeroflot Training Center also offer
services for training of aviation specialists
for other companies and organizations.

Protecting the Environment

Aerofiot sees protection of the environ-
ment as an important part of its responsi-
bility to society, and the Company strictly
observes Russian laws on nature conser-
vation, as well as ecological requirements
of countries, to which the Company carries
out flights. Such requirements concern uti-
lizaton of waste products, reduction of
harmful atmospheric emissions, and obser-
vance of noise limitations for aircraft.

The Company carries out constant
checks to ensure that it meets standards
for environment protection, develops-and
applies measures for conservation of soil
and water resources, controls and super-
vises temporary storage and accumula-
tion of waste, carries out regular instru-
mental control and adjustment of aircraft
fuel systems to ensure that emissions do
not exceed norms for smoke, carbon
monoxide, and hydrocarbon content.
Ecological certification of aircraft was
renewed in 2002, and part of the air fleet
was replaced by less poliuting craft.

The Company also carried out regular
conservation measures in 2002 and
tracked its observance of norms for
atmospheric emissions from stationary
sources, as well as renewing and re-reg-
istering technical approvals for its gas
purification facilities.




Carrying Volumes

The Company's aircraft flew to 54 countries in 2002, making
landings at 78 destinations in the CIS and other foreign coun-
tries, and 25 cities in Russia.

Aeroflot thus made a total 59,849 standard flights, carrying
5.489 million passengers, and 109,500 tonnes of freight and
mail. That added up to 17.645,2 million passenger-kilometers
and 215.1.2 million tonne-kilometers.

Despite reduction of available transport capacity by 10 per-
cent from 2001, due to route network optimization and the start
of gradual withdrawal of 1L-62, IL-86 and IL-76 aircraft, rational
use of aircraft resources made it possible to limit the average
reduction of carrying to 5 percent. Freight and mail volumes
even grew thanks to increased use of passenger aircraft for car-
goes. Carrying volumes compared with 2001 were as follows:

-

passenger turnover

-6.9%

(—1,298.2 million pkm)

tonne-kilometers

—4.8% (=107.7 million tkm)

passenger numbers

-5.9% (-341,400 passengers)
mail

+9.6% (+372,500 tonnes)
freight

+7.7% (+7,520,200 tonnes)

Operating Results in 2002

Structure of Carrying

The share of international routes, including CIS and Baltic coun-
tries, in total passenger carrying by Aeroflot in 2002 was 70.8
percent, and the share of domestic routes was 29.2 percent. The
share of domestic routes in total carrying thus grew by 1.3 per-
cent from 2001.

Changes in carrying indicators for international and domestic
routes from 2001 to 2002 were as follows: '

International routes Domestic routes

passenger turnover

-0.4% (=14.1 million pkm)

-8.5% (-1,284.1 million pkm)
tonne-kilometers V

-4.7% (~86.5 million tkm)

-4.9% (-21.2 million tkm)

passenger numbers

-7.6% (-319,800 passengers) -1.3% (21,600 passengers)

mail

+1.4% (+44 tonnes)

+49.5% (+328.5 tonnes)
freight

+7.7% (+6,430.8 tonnes) +7.7% (+1,089.4 tonnes)

Passenger traffic on regular flights fell by 2.7 percent from
the level in 2001, and by 70.6 percent on non-regular (char-
ter) flights. Charter flights accounted for only 1.5 percent of
total passenger carrying in 2002 compared with 3.2 percent
in 2001.



. REGULAR AND CHARTER TRAFFIC
Total carrying : © 2001 i 2002

Passengers 5,830,700 5,489,300 94.1
Freight and mail, tonnes 101,600 109,500 107.8
Regular flights : - - 2001 ) - 2002
Passengers 5,558,500 5,409,300 97.3
Freight and mail, tonnes 92,000 104,300 113.4
Charter flights Co 2001 ) ' 2002
Passengers 272,100 80,000 29.4
Freight and mail, tonnes 9,600 5,300 55.2
Passengers, % 95.3 98.5

Freight and mail, % 90.6 ] 95.3 4.7
Share of charter flights 2001 2002 _
Passengers, % -3.2

Freight and mail, % 9.4 4.7 -4.7



REGULAR TRAFFIC
2002 . 2001 - . 2000

INDICATORS © B ©
s e 5 2 g ©
[} ) © b @ h
§ £ 5 £ g % 5 g 5
E a i E 8 2 E a )
Aircraft-kilometers, thousand km 119,075.0| 39,312.0(158.387.0|129,605.6] 40,990.2|{170,595.8/127,369.4| -36,254.7|163,624.1
Departures 41,021 20,757 61,778 43534 21,086 | 64,620 | 42,162 17,544 59,706
Flight hours 150,747 54,015 (204,762 |164,793 55,963 (220,756 {161,787 | 48870 [210.657
Passengers carried, thousands 3,808.8{ 16005| 5.4093] 39389f 16196{ 55585| 34441 13909| 48350
Freight and mail carried, tonnes 88,600 15,700 |104,300 77,900 14,100 | 92,000 | 87.800 | 11.400 99,200
Passenger turnover, million pkm 13,526.9] 3.808.1] 17,335.0| 14,236.6] 3,820.1| 18056.7} 13.2020] 3354.9] 16,556.9
Passenger turnover capacity,
million pkm 20,1387 5,231.5] 25370.2 22414.6| 5241.6| 27.656.2] 20,808.4| 4,600.7| 25,409.1
Seat occupancy, % 67.2 728 68.3 63.5 729 65.3 63.4 7298 65.2
Carrying, million tkm:
a) passengers 1.217.4 342.7) 1,560.1 1.281.3 343.8] 1.625.1 1.188.2 301.9 1.490.1
b) freight 4625 67.2 529.8 422.4 60.6 483.0 575.6 53.2 628.8
c) mail 10.2 25 12.7 9.4 2.4 118 6.6 1.8 8.4
Total 1.690.1 4125 210261 1,713.1 4068 21199 17704 356.9| 21273
Available capacity, million tkm 3,053.0 6782 3731.2| 33482 650.0/ 39982 33210 599.0{ 3.920.0
Overall load factor, % 55.4 60.8 56.4 51.2 62.6 53,0 533 59.6 54.3

@EEE



CHARTER TRAFFIC
|

INDICATORS ® ® ®
§ 2 § k) _§ ©
e a J @ © i
g g % 5 £ % 5 g 5
E 3 K E 3 2 £ a 2
Aircraft-kilometers, thousand km 2.850.0 44001 32900 60032 | 12402 | 72434 59182 | 8200 6,738.1
Departures : 931 228 1,159 2,243 455 2,698 2,113 334 2,447
Flight hours 3613 628 4,241 7.803 1,676 9,479 7.634 1,113 8747
Passengers carried, thousands 76.6 3.4 80.0 266.2 5.9 2721 260.5 5.4 265.9
Freight and mail carried, tonnes 4,800 500 5,300 8,300 700 9,600 7.600 600 8,200
Passenger turnover, million pkm 299.4 10.8 310.2 873.8 129 886.7 866.1 11,2 877.3
Passenger turnover capacity.
million pkm 4123 200 4323 | 11080 319 113991 11093 322 1,141,5
Seat occupancy, % 726 539 71.8 78.9 40.4 77.8 78.1 349 76,9
Carrying, million tkm:
a) passenger 26.9 1.0 27.9 786 12 79.8 78.0 10 790
b) freight 18.5 2.1 20.6 305 28.7 59.2 238 10.7 345
c) mail - - - - - - - - -
Total 455 31 485 109.1 298 139.0 101.8 11.7 1135
Available capacity, million tkm 771 5.9 83.0 186.3 40.7 2270 172.8 20.6 1934
Overall load factor, % 59.0 516 58.5 58.6 735 612 589 56.9 58.7

Quality Indicators

Seat occupancy grew by 2.6 percent to 68.4 percent in 2002.
_The load factor rose by 2.9 percent to 56.4 percent

Flight Hours

Flight hours were reduced by 9.2 percent (-21,232 hours) com-
pared with 2001 due to route optimization and withdrawal of some
aircraft types. Flight hours were down by 90 percent (-19,206
hours) on IL-62Ms, by 58 percent (-7955 hours) on IL-86s. and by

62 percent (-6848 hours) on IL-76 cargo planes. However, flight
hours were increased by 11 percent (+4316 hours) on Tu-154s, by
13 percent (+2965 hours) on Tu-134s, by 10 percent (1520 hours)
on IL-96s, and doubled (+1919 hours) on DC-10s thanks fo infro-
duction of two additional aircraft. B767s showed the highest aver-
age daily flying time among Aeroflot's foreign-built aircraft (14
hours), followed by B777s (13.7 hours). The highest average daily
flying time on Russian aircraft was shown by the IL-96 (7.9 hours,
or 13.5 hours per one technicaily operational craft).

Flight productivity by aircraft types, measured as the volume
of carrying per flight hour, was as follows:



2001, tkm 2002, thm 2002 as % of 2001

{L-96 13,788 15,400 111.7
B767 12,228 14,751 120.6
B737 5,781 5,789 100.1
B777 . 19,079 22,196 116.3
A310 11,011 11,860 107.7
1L-62M 8,255 9,380 113.6
1L-86 16,683 16,113 96.6
Tu-154 6,419 6,903 107.5
Tu-134 2,778 2,896 104.3
IL-76 17,823 17,515 98.3
DC-10 30,086 31,691 105.3
Composition of Aeroflot fleet as of January 1, 2003
+/- from
Aircraft type Owned Leased Total 2001
IL-96 6 6
IL-62 10 10 -3
1L-86 14 14 -1
Tu-154 20 20 -4
Tu-134" 12 3 15 -1
IL-76 10 10

B767 4 4
B737 10 10
B777 2 2
A310 N 71 117
DC-10 2 2 +2

Aircraft Fleet

The Co‘mpany aircraft fleet consisted of
104 aircraft as of January 1, 2003, of
which 72 were owned and 32 leased.

Fleet numbers were reduced by seven
aircraft in the course of 2002 due to the
following:

sale of three IL-62 aircraft;

" write-off of four Tu-154-B and one IL-86
aircraft due to full depreciation;

return of two Tu-134 aircraft, rented from
the airline KomilnterAvia, due to annufment
of the rent contract;

introduction of two DC-10-40F cargo air-
craft under a leasing agreement with
freland Cargo Aircraft, and one Tu-134
(adapted for VIP carrying) under a rent
agreement with Torginvest.

Aviation Fuel

In 2002 the Company used 1.054,200
tonnes of aviation kerosene on regular
and charter flights, 4800 tonnes on ancil-
lary and training flights, and 2100 tonnes
during works at the Aeroflot aviation-
technical center. Total aviation kerosene
use was 1,061,100 tonnes, down by 17.2
percent or 220,500 tonnes compared
with 2001. Lower fuel use was due to
reduction of flight hours (216,200 tonnes
saved) and reduction of carrying by air-
craft with inferior fuel efficiency (4300
tonnes saved). '
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General Information

Aeroflot was established under the
Russian Government Resolutions No.527
of July 28, 1992, "On measures for organ-
ization of international air communica-
tions of the Russian Federation”, N0.267
of April 1, 1993, “On Joint Stock
Company Aeroflot-Russian Airlines”, and
No.314 of April 12, 1994, "On approval of
the Charter of Joint Stock Company
Aeroflot-Russian Airlines”.

The full official name of the Company in
Russian is Otkrytoye aktsiyonernoye obsh-
estvo "Aeroflot-rossiyskiye avialinii”, and
the full official name in English. is Joint
Stock Company Aeroflot-Russian Airlines.
The abbreviated name of the Company in
Russian is OAQ “Aeroflot”, and in English
JSC Aeroflot. The Company's legal and
postal address is OAOQO “Aeroflot”, 37
Leningradsky Prospect, Building 9,
Moscow, 125167, Russia.

Aeroflot received state registration at
the Moscow Registration Chamber on
June 21, 1994 with certification
No.032.175.

The Company was registered in the
Unified State Register of Legal Entities on
August 2, 2002, with certification
No0.007893962 (Series 77).

The Company uses the auditing servic-
es of Auditing Company Vneshaudit at
legal address: 25-27/2 Bolshaya Yaki-
manka, Moscow 109180, Russia (tele-
phone 258-1991). Auditing Company
Vneshaudit currently operates under
license NoEO00548, issued with validity
for five years on June 25, 2002, on the
basis of Order No.123 of the Ministry of
Finance of the Russian Federation.

-

Information for Shareholders and Investors

The Company also uses the auditing
services of Deloitte & Touche CIS at legal
address: 16/2 Ultisa Tverskaya, Building 1,
Moscow, Russia (telephone 787-0600).
Deloitte & Touche CIS currently operates
under license No0.004509, issued with
validity for three years on February 8,
2000, on the basis of Order No.39 of the
Ministry of Finance of the Russian
Federation.

Securities
Aeroflot  has charter capital of
1.110.616,299 rubles divided into

1.110,616,299 common shares with par
value of one ruble.

State registration of the first issue of
Aeroflot stock was carried out by the
Finance Department of the Moscow
Government. The issue was assigned state
registration code No.73-1p-5142 on June

- 22, 1995. State registration of the second

issue of Aeroflot stock was carried out by
the Federal Commission for the Securities
Market (FCSM) and was assigned state
registration code No.1-02-00010-A on
February 1, 1999, '

The Company's specialized share reg-
istrar is National Registration Company
at legal address:

6 Ulitsa Veresayeva, Moscow, 121357,
Russia (telephone 440 3104), acting
under license No.10-000-1-00252,
issued by the FCSM on March 6, 2002
without a limit on validity.

Global Depository Receipts

Technical details of Aeroflot’s global depo-
sitory receipts (GDRs) are as follows:

146A
CUSIP NUMBER: 007771108
ISIN NUMBER: US0077711085
Reg S

CUSIP NUMBER: 007771207
ISIN NUMBER: US0077712075

Aeroflot GDRs began to be traded at
the third section of the Frankfurt Stock
Exchange on March 1, 2002.

Bonds

Series 1 of the Company's ruble-denomi-
nated coupon bearer bonds was redeemed
on April 1, 2002. The bonds were issued
for a period of 374 days with state regis-
tration number 4-01-00010-A, and the
total issue value was 600,000,000 rubles.
The second instaliment of a 15.06 percent
annual coupon was paid simultaneously
with the redemption, representing a pay-
ment of 79.22 rubles per bond with face
value of 1000 rubles. Total value of the sec-
ond coupon payout was 47,532,000
rubles. :
On February 27, 2002, the FCSM carried
out state registration of Series 2 of Aeroflot
ruble-denominated coupon bearer bonds
under registration number 4-02-00010-A.
A total 1,000,000 bonds were issued with
face value of 1000 rubles each, making
overall value of the issue equal to .
1.000,000,000 rubles. The bonds were
issued for a period of 728 days. Placement
was carried out on March 18, 2002. There
will be four coupon payments on the bonds,
and the first payment was made on
September 16, 2002. The annual couponis
19.85 percent, so that the first payment per
bond was 98.98 rubles and the total sum of



Structure of Aeroflot charter capital and changes in the period 2000-2002

34% 15% 51% 36% 13%
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January 1, 2002

January 1, 2001

51% 38% 11%

January 1, 2003

the first coupon payout was 98,380,000
rubles. The second coupon payment will be
made 364 days after placement of the
issue, the third payment 546 days after
issue and the fourth payment 728 days
after issue.

Main trading floors
for Aeroflot securities

The wmain wvehicles for trading of
Aeroflot securities are:

1. the Russian Trading System (RTS). The
RTS ticker for Aeroflot securities is AFLT.
The RTS internet site address is www.rts.ru;

2. the Moscow Interbank Currency
Exchange (MICEX). The MICEX internet
site address is www.micex.ru.

Share price and trading volumes

The weighted-average price of Aeroflot
shares at the close of trading on the RTS
on December 31, 2002, was $0.345 per
share. Market capitalization of the compa-
ny on December 31, 2002, was therefore
$383,162,623. The highest price for
Company shares during the accounting
period occurred on March 5, 2002, when
they were valued at $0.402, and the low-
est price levels were on July 26 and
August 15, when the shares were valued
at $0.275.

15,852,087 Aeroflot shares were trad-
ed on the RTS in 2002 (1.43 percent of
total Company shares) and overall value
of trading was $5,837,617.

The pracﬁc'e of quarterly brieﬁhgs for
shareholders, investors and the media, at
which Company officials clarify business
results and development plans, was con-_
finued in 2002.

Quarterly financial disclosure for the
FCSM and other information concerning
Aeroflot's activities can be found on the
Company's corporate internet site, at the
address www.aeroflot.ru, and also in the
system SKRIN Issuer at www.skrin.ru, and
at the site www.adr.db.com.

Main market indicators

for Aerofiot shares

2002 '2001 2000
Net profit per share,
rubles 2.88 118 111
Share price /
Net profit per share 38 886 5.2

Market capitalization
at the end of the year, :
millions of US dollars  383.2 395.4 2277

Fall of capitalization in 2002 compared
with 2001 can be explained by overall
decline of investment in the airline industry
and reduction of the Company's free float.

The Annual General Meeting
of Shareholders

Aeroflot’'s Annual General Meeting of
Shareholders (AGM) was held on May 25,
2002. Shareholders and shareholder rep-
resentatives who took part in the meeting
controlled 1,008,439,110 votes, or 90.8
percent of total issued and placed voting
stock of the Company. The meeting con-
sidered and took decisions on 14 agenda
items. Shareholders approved the 2001
annual report, balance sheet, profit and
loss account, and BoD proposals for dis-
tribution of 2001 profit. The meeting also

51%
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elected a new BoD and Audit Committee,
and confirmed the companies Vneshaudit
and Deloitte & Touche as external audi-
tors. The newspapers Rossiyskaya Gazeta
and Moi Aerofiot, as well as Interfax news
agency, were specified as channels for
publication of information for sharehold-
ers of Aeroflot.

The following documents were ap-
proved in new drafts: the Company
Charter, Resolution on the Board of Di-
rectors, Resolution on the Audit Com-
mittee. Resolution on the Board of Ma-
nagement, and Resolution on conduct of
the AGM.

The AGM accepted proposals of the
BoD to pay annual cash dividends of 0.06
rubles per share from 2001 profits.

An extraordinary meeting of Com-
pany shareholders (EGM) was held on
September 14, 2002. Shareholders and
shareholder representatives who took
‘part in  the meeting controlled
1.006,933,418 votes, or 90.66 percent of
total votes on issued and placed voting
stock of the Company. The EGM elected a
new Audit Committee and voted against
early termination of authorities of the cur-
rent BoD.

Another EGM was held on December
27, 2002, by post in absentia. Sharehold-
ers and shareholder representatives con- -
trolling 909,098,762 votes, or 81.86% of
total voting rights on issued and placed
Company stack, submitted votes in absen-
tia by 12.00 a.m. on December 27, 2002.

As a result of the voting it was decided:

"To approve a major transaction of the
Company with Airbus G.L.E. for acquisition
on leasing terms of six A319 aircraft and
two A320 aircraft with engines built by
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CFML, to be supplied between September
2003 and December 2004, and whose
market value, assessed independently, is
not more than $313.6 million, which
exceeds 50 percent of the balance sheet
value of Aeroflot assets.” .

The main conditions of the deal are as
follows: .

=> the deal price is based on market
conditions;

- the lease period for each aircraft
does not exceed 12 years;

=> four A319 and six A320 aircraft are
taken on operating lease terms from
GECAS for a period up to 10 years, and
three B767-300 aircraft are taken for a
period up to six years;

-> nine A310 aircraft are returned to
“Airbus in the period 2003-2004;

- two A310 and 10 B737-400 aircraft
are returned to GECAS in the period
2003-2004.

A total 66.6 million rubles were
reserved for dividend payment for 2001.
In 2002 a total 68.6 million rubles were
paid out as dividends, of which 58.8 mil-
lion rubles for 2001 and 9.8 million
rubles for previous years.

Largest 10 Aeroflot Share-
holders as of January 1, 2003

1. Property Ministry of the Russian
Federation (owner)

2. Depository-Clearing Company
(nominee)

3. Lindsell Enterprises Limited (owner)

&

National Depository Center
(nominee)

ZAO ING Bank (Eurasia) (nominee)
000 Deutsche Bank (nominee)
ZAO Citibank (nominee)

000 JP Morgan Bank International
(owner)

® N o wvm

Rosbank (nominee)
10. Rossiysky Kredit Bank (nominee)

@

Corporate Governance

Aeroflot has traditionally shown high lev-
els of corparate governance, and is work-
ing steadily to improve its system for pro-
tection of the rights of shareholders and

financially interested parties, and 1o raise

transparency of company activities and
information disclosure.

Improvement of Aeroffot’s corporate
governance system was confirmed when
the international rating agency Standard
& Poor's raised the Company's corporate
governance rating from 4.6 to 5.2 points.
The report by Standard & Poor’s on the
occasion of the upgrade noted the
Company's high quality of information
disclosure to Russian and foreign share-
holders, efficient work by the BoD, and a
high level of protection of shareholder
rights. »

Aeroflot’s efforts to protect rights of its
shareholders are demonstrated by consis-
tent dividend payments and changes in
the order of dividend payment in favor of
small shareholders. An important devel-
opment was removal from the Company
charter of a point on authorized shares,

 which had raised concern among poten-

tial investors and was seen as one of.the
main risks to good corporate governance
in the Company. Procedures for notifica-
tion of shareholders meetings meet all
requirements of Russian legisiation and
the highest international standards.
Holders of GDRs receive all materials
relating to shareholder meetings in

pivident Paymert >

Date of share- -

Type of Divident holder list for divi- Total sum Number of shares Dividends per Payment
share period dend entitlement credited, rubles as of the list date share, rubles type
Common 1996 - - - Not paid -
Common 1997 20.04.98 8.796,334.42 3,164,149 2.78 Cash
Common 1998 28.04.99 9.107.054.00 1,110,616.299 0.0082 L Cash
Common 1999 26.04.00 11,106,162.99 1.110.616,299 0.01 Cash
Common 2000 20.03.01 33,318,488.97 1,110.616.299 0.03 Cash
Common 2001 05.04.02 66,636.977.94 1.110.61 6,299 0.06 Cash




English translation. A new improved pro-
cedure for registration of those taking
part in shareholder meetings has been in
force since September 2002, allowing
registration to continue until the start of
voting on the meeting agenda.

In 2002 the Company launched an
English-language site with a special sec-
tion addressed to shareholders and in-
vestors. Press-releases and articles clari-
fying events of importance to the Company
are published on the site in Russian and
English. Disclosure of operating informa-
tion by the Company meets the highest
international standards, and the National
Association for Stock Market Participants
(NAUFOR) has included Aeroflot in its A+
grc;up for information disclosure over the
last few years.

There has been a substantial strength-
ening of the role of the BoD in decisions
of greatest importance to the Company.
such as election of the CEO and approval
of Company transactions with value
exceeding $15 million. The list of large
transactions, requiring approval by the
BoD., has been extended, and it has been

decided to create committees on person-
nel and compensation, audit, and strate-
gy. which will report to the BoD.

Improvement of corporate governance
has been and remains one of Aeroflot's
priorities, and the Company has done its
utmost to take account of all the recom-
mendations set out in the Code of
Corporate Conduct, which was approved
by the FCSM in 2002.

Significant Corporate Acts

Transactions by Aerofiot in 2002 with
value equal to 10% or more of the value of
Company assets

Date of transaction: December 27, 2002.

Object and description of the transac-
tion: Agreement on purchase by Aeroflot
from Airbus of eight aircraft of the A320
family (six A319s and two A320s), togeth-
er with early termination and return of nine
A310 aircraft, of which five A310-300s
under operating lease and four aircraft
under financial lease.

Transaction sum: $313.6 million

Amount spent by the Company on the
transaction: 9,950,774,000 rubles.

Amount spent by the Company as a share
of total Company assets: 161.4 percent

There are no parties, who can be classed
under law of the Russian Federation as
interested parties in accomplishment of the
given transaction. The decision on accom-
plishment of the transaction was taken by a
General Meeting of Shareholders on
December 27, 2002.

Aeroflot did not carry out any transac-
tions in 2002, which could be classed as
involving interest under provisions of the
federal law “On joint stock companies”.




Members of
the Board of Directors

Alexander A. Braverman (born 1954)

1997-1939: First Deputy Minister for State
Property of the Russian Federation
2000-present: State Secretary and First
Deputy Minister for State Property of the
Russian Federation.

Does not own shares in Aeroflot.

Does not own shares in Aeroflot subsidiaries
or companies affiliated with Aeroflot.

German 0. Gref (born 1964)

1997-1998: Deputy Governor of St Petersburg
and Chairman of the St Petersburg Committee
for Management of Municipal Property.
1998-1998: First Deputy Minister for State
Property of the Russian Federation.
2000-present: Minister for Economic Develop-
ment"and Trade of the Russian Federation.
Does not own shares in Aeroflot.

Does not own shares in Aeroflot subsidiaries
or companies affiliated with Aeroflot.

David L. Davidovich (born 1962)

1997-1998: Director of the Production, Refining
and Sales Department of Rosneft oil company.
1998-2000: Head of the Marketing Depart-
ment of Sibneft oil company.
2000: Deputy CEO of Russian Aluminum
Management. with responsibility for production
and sales.
2000-2001: Deputy CEO of automotive manu-
facturer GAZ, with responsibility for produc-
tion and sales.
.2001-present: Managing directar of Millhouse
Capital UK Limited.
Does not own shares in Aeroflot.
Does not own shares in Aeroflot subsidiaries
or companies affiliated with Aeroflot.

Yury E. Zaostrovtsev (born 1956)

1997-present: Deputy Director of the Federal

Security Service of the Russian Federation.

Board of Directors

Does not own shares in Aeroflot.
Does not own shares in Aeroflot subsidiaries
or companies affiliated with Aeroflof.

Alexander V. Neradko (born 1961)

1997-2000: Head of the Directorate for State
Supervision of Flight Safety, and First Deputy
of the Minister of Transport of the Russian
Federation.

2000-present: First Deputy Minister of
Transport of the Russian Federation.

Does not own shares in Aeroflot.

Does not own shares in Aeroflot subsidiaries
or companies affiliated with Aeroflot.

Valeriy M. Okulov {(born 1952)

1997-present: CEO of Aeroflot

Owns 0.0025% of charter capital of Aeroflot.
Does not own shares in Aeroflot subsidiaries
or companies affiliated with Aeroflot.

Andrei A. Osipov (born 1971)

1997-1998: Chief specialist of the Project
Finance Department of YUKOS oil company.
1998-2001: Head of the Capital Markets
Department of Sibneft oil company.
2007-present: Head of the Mergers & Acqui-
sitions Department of Millhouse Capital UK
Limited.

Does not own shares in Aeroflot.

Does not own shares in Aeroflot subsidiaries
or companies affiliated with Aeroflot.

Alexei E. Tuzhiliin (born 1968)

1897-2000: Chief specialist of Sibneft oil
company.

2001-present: Head of the Corporate
Management Department of the Moscow
Representative Office of Millhouse Capital UK
Limited.

Does not own shares in Aeroflot.

Does not own shares in Aeroflot subsidiaries
or companies affiliated with Aeroflot.

Sergei 0. Frank (Chairman)
(born 1960)

1997-1998: First Deputy Minister of Transport
of the Russian Federation.

1998-present: Minister of Transport of the
Russian Federation. ’

Does not own shares in Aeroflot.

Does not own shares in Aerofiot subsidiaries

~ or companies affiliated with Aeroflot.

Vladimir A. Chernukhin (born 1968)

1997-2000: Deputy Head of Section, Deputy
Head of Department, Head of Department,
Deputy Chairman of Vneshekonombank of
Russia.

2000-2002: Deputy Minister of Finance of the
Russian Federation.

2002-present: Chairman of
Vneshekonombank of Russia.

Does not own shares in Aeroflot.

Does not own shares in Aeroflot subsidiaries
or companies affiliated with Aeroflot.

Yevgeny I. Shaposhnikov (born 1942)-

1997-present: Aide of t