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Innovation
Aeroflot Group has established a multibrand platform designed to capture
passengers across all market segments. The Company is focused on leveraging
new technologies and driving innovation. Aeroflot’s Innovative Development
Programme is designed to attain technological leadership in the global airline
industry. Aeroflot is already one of the world’s most digital airlines. The Company
continues to make ever greater use of cutting-edge digital technologies to
support data analysis, production processes as well as in-flight and airport
passenger service.
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Chairman's Statement

Dear Shareholders,
In 2016 Aeroflot once again convincingly proved
its place as the flagship Russian airline and a
strategically important company in the Russian
aviation sector. To a great extent, our airline forms
the architecture of our industry, bringing it dynamism
and stability, both of which are especially important
in challenging times for the economy.
In the period from 2009 to 2016 Aeroflot Group’s
passenger volumes have quadrupled, passenger
load factor has grown by 11.3 percentage points
and revenue has risen nearly fivefold. Meanwhile,
industry experts have recognized the achievements
of the management team led by Aeroflot’s Chief
Executive Officer Vitaly Saveliev. As the Centre
for Aviation (CAPA) has highlighted, thanks to the
efforts of top management, the Group’s structure
has changed beyond recognition, transforming from
a model of non-integrated subsidiary airlines into a
streamlined, results-oriented multi-brand strategy
focused on different market segments.

189.4%

Market capitalization growth
for the last five years

Aeroflot carries out a number of multifaceted duties
in its role as a national carrier. Last year, the airline
did much more than simply deliver profitable growth.
By staying commercially successful, Russia’s leading
air carrier continued to effectively execute tasks of
State importance, which were extremely meaningful
for the socio-economic development of the country
and strengthening of its position in the world in a
challenging geopolitical environment.
We have made noticeable progress in our key
strategic initiative to improve access to air
transportation and increase overall mobility of the
Russian population. Aeroflot has made a unique
contribution to the improvement of transportation
links between the remote regions and central part
of Russia. The Company has extended its flat tariff
programme through 2017-2018, while at the same
time expanding it to include the Moscow-MagadanMoscow route. Aeroflot’s budget airline Pobeda
offers unprecedented low rates, which makes travel
possible even for individuals on low incomes.

Corporate Governance
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Chairman's Statement
(continued)
Twelve percent of Pobeda’s passengers are using the
airline for their first ever flight. Additionally, every
year during Victory Day celebrations Aeroflot carries
out a broad programme of free flights for veterans.
Today, having completed its integration,
Aeroflot Group sets the standard for the Russian
air transportation industry, leading by example in
best business practices, innovative decisions and
implementation of advanced corporate standards
while remaining a socially responsibly company.
Impressive progress has been made in implementing
the steps laid out in the roadmap for enhancing
corporate governance at Aeroflot. A large part of
the sections and key principles of the Corporate
Governance Code has already been implemented.
Aeroflot Group has also updated the section of its
Risk Management Policy related to preventing and
countering corruption.

Another noteworthy trend is that Aeroflot has
significantly strengthened its role in formulating
government policy as it relates to civil aviation.
At the initiative of our Company, a number of
legislative changes were introduced to benefit the
entire industry, and in particular low-cost travel.
Among the most important developments was
the introduction of non-refundable tariffs. Now,
the process of adopting stricter legal measures
in relation to rowdy passengers is no longer at a
standstill. This is important as such passengers
present a serious nuisance to the airline and a real
threat to flight safety. Aeroflot has been successful in
improving the organisation of air travel and ground
infrastructure, and remains in continuous dialogue
with its home airport Sheremetevo on such matters.
Aeroflot is strategically important for Russia not
only as its largest air carrier, but also in that it is the
main consumer of innovative products produced
by the domestic aviation industry. Furthermore,
with the aim of supporting and improving the State
preparatory system for flight personnel, we maintain
direct contact with civil flight schools. In 2016, our
Company signed an agreement with the Krasnokutsk
Flight School to place its top graduates in jobs within
Aeroflot.

Our efforts are met with understanding and
constructive responses from government leaders.
This is evidenced by the two in-depth meetings
that were held in 2016 between Aeroflot’s CEO and
Russian President Vladimir Putin.
In 2017, we see signs that the Russian aviation
industry has passed the low point of the crisis.
The prospects of a recovery in growth are evident
thanks to the revived economy, the development of
domestic tourism and the revival of some popular
foreign tourist destinations.
The economic environment is becoming more
favourable, but it would be wrong to take this as a
guarantee of automatic success. There is a window
of opportunity before us and we must act efficiently
and without delay to make the most of it.

I am confident that these opportunities will not be
missed. The foundation of this belief that these
opportunities will be capitalised on is our track
record of team work, creative approach to business,
close interaction with the State, as well as our
success in 2016.
I expect Aeroflot this year to make significant
progress toward our goal of strengthening our
status as one of the largest global airlines, boosting
our importance as a strategic asset for Russia
and reaching new heights in the interests of our
shareholders and for the good of our great country.

Kirill Androsov
Chairman of the Board of Directors
PJSC Aeroflot

12%

of Pobeda passengers fly for the first
time in their lives
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Chief Executive Officer’s
Statement
Dear Shareholders,
For Aeroflot, 2016 was a year of breakthrough
achievements across a number of areas. And it is
particularly notable that these results were achieved
despite a negative backdrop for the Russian air travel
market as well as the economy as a whole.
The most important achievement of the year was
completion of the formation of Aeroflot Group, which
today is the largest aviation holding in Eastern
Europe and serves key market segments. Aeroflot,
our parent company and the Group’s premium
carrier, was officially confirmed among the ranks
of the elite of global aviation. The airline’s biggest
breakthrough accomplishment in 2016 was achieving
a Four Star quality and service ranking from British
consultancy Skytrax, the leading benchmark
for quality in our industry. The Aeroflot product
was recognised as fully in line with the very best
European carriers. And in 2016 the Aeroflot brand
was named as the strongest brand of any airline
globally according to Brand Finance, the world’s
leading independent branded business valuation and
strategy consultancy.

4 stars

in Skytrax rating

Our low-cost carrier, Pobeda, has completely
changed the landscape for budget air travel in
Russia. In 2016 Pobeda increased passenger traffic
nearly 40% and took top place globally in a number
of international rankings, including for growth rate
among low-cost carriers, average passenger load
factor and profit per aircraft. Pobeda’s greatest
achievement, however, is that it has made air travel
infinitely more accessible for the Russian population.
We fully rolled out our mid-tier subsidiary, Rossiya.
Regional carrier Aurora is successfully serving the
Russian Far East market. And we achieved new
passenger traffic records. Aeroflot Group carried
a total of 43.4 million passengers in 2016, a yearon-year increase of 10.3%. Aeroflot airline served
29.0 million passengers, representing year-on-year
growth of 11.0%. These achievements were all
despite the Russian air travel market shrinking by
4.1% on the year. Aeroflot Group revenue passenger
kilometres increased by 14.8% and available seat
kilometres increased by 10.3%. The passenger load
factor increased by 3.2 percentage points (p.p.) to
81.5%, which had a positive effect on the Group’s
profitability.

40%

increase in Pobeda airline’s passenger
traffic in 2016
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Chief Executive Officer’s Statement
(continued)
Our financial performance also set new records.
Aeroflot Group’s revenue under IFRS increased by
19.4% versus 2015 to RUB 495.9 billion. EBITDAR
totalled RUB 137.6 billion, an increase of 33.4%.
The EBITDAR margin improved by 2.9 p.p. to 27.7%.
EBITDA increased by a third to reach RUB 78.0 billion.
Operating profit increased by 43.4% to 63.3% and
net profit was RUB 38.8 billion versus a loss in 2015.
Aeroflot’s share price rose 172.5% over the course
of 2016. The company’s market capitalisation was
RUB 170 billion, or USD 2.8 billion, as of 30 December
2016, higher than some of the large European airline
groups.
Alongside strong operating performance, other key
factors that drove financial success were strict cost
control and improvements in efficiency of business
processes as a result of implementation of digital
technologies. These initiatives allow Aeroflot to offer
some of the most competitive airfares of any airline
globally. According to a ranking by Australia-based
analytical agency Rome2rio, Aeroflot’s economy class
fares were among the lowest globally in 2016, and we
had the lowest fares among legacy carriers.

In 2016 Aeroflot placed fourth globally in a ranking of
digitalisation at airlines carried out by consultancy
Bain & Company, and Aeroflot’s website ranked as
the number one online store in Russia. We have
digitised nearly 100% of our business processes,
we’re continuously improving our mobile apps as one
of the most effective tools to engage with customers,
and we launched a major initiative to leverage
Big Data. All of Aeroflot’s wide-body aircraft are WiFienabled, with plans to expand that service to the
entire fleet with the exception of regional jets.
Aeroflot’s fleet is state of the art. The average
age of the airline’s aircraft is 4.2 years, making
it the youngest of any carrier globally with a
fleet of at least 100 aircraft. Our fleet strategy
includes increasing the proportion of domestically
manufactured aircraft by taking delivery of
50 Sukhoi Superjet 100s and 50 MC-21 aircraft.

All of these achievements are not just our success.
They represent the success of our country. It’s
irrefutable that Aeroflot Group has become a
significant contributor to Russia’s socio-economic
development, strengthening Russia’s position
globally and indeed improving the quality of life for
the Russian population.

I am confident that we have all the resources at
our disposal – both material and immaterial – to
continue to grow the company step by step in a way
that benefits all shareholders, including our largest
shareholder, the Russian state and the Russian
people.

With your support Aeroflot plans to reach new
heights. We see potential to accelerate growth in the
premium segment that Aeroflot airline operates in,
particularly by boosting international transit traffic,
as well as our low-cost carrier Pobeda.

Vitaly Saveliev
Chief Executive Officer
PJSC Aeroflot

10.3%

increase in Aeroflot Group’s
passenger traffic in 2016

172.5%

increase in Aeroflot’s share price
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Market Overview
Airline Industry Trends
Global airline industry

Russian airline industry1

2016 was a successful year for the global aviation
industry, with passenger turnover increasing by 5.9%
y-o-y, according to IATA. Scheduled passenger traffic
grew by 5.7% to 3.8 billion passengers. Worldwide,
the passenger load factor was pre-estimated at
80.2%, down 0.2 percentage points (p.p.) y-o-y.
In 2016, the Middle East delivered the highest growth
rates with the passenger turnover up 10.8% y-o-y.
Asia Pacific ranked second in terms of growth, with
passenger turnover growing by 8.9%.
Passenger turnover in Europe grew by 3.8%. The
European market was mainly driven by growing
international traffic. This trend was the result of a
3.8% increase in capacity, a reduction in yields due
to the expansion of the low-cost segment, and falling
fuel prices.

Scheduled passenger traffic in the global
market
BILLION PAX

The North American market saw a 3.2% increase in
passenger turnover, driven by the steady economic
growth in the USA and an upward trend in domestic
flights.
IATA reported a fall of 2.4% y-o-y in industry-wide
revenue to USD 701 billion. Traditionally, passenger
flights account for the bulk of the industry’s revenue,
their share standing at 71.9%. The decline in revenue
was due to falling fuel prices, which enabled carriers
to reduce yields without affecting margins.
IATA pre-estimated the 2016 industry’s net income at
USD 35.6 billion, a ten-year high.

Passenger turnover and available seatkilometre growth in the global
market
7.4%

7.2%
4.7%
3.0

5.1%
3.2

5.6%
3.3

5.7%
3.6

3.8

5.3%

4.0%

5.2%
4.8%

5.7%

6.7%

5.5%

In 2016, the total size of the Russian market, including
foreign carriers, shrank by 4.1% y-o-y to 102.8 million
passengers (PAX). In particular, Russian airlines
carried a total of 88.6 million passengers, down 3.8%
y-o-y. Russian air carriers’ passenger turnover was
down by 5.0% to 215.6 billion passenger-kilometres
(RPK). At the same time, the capacity reduced by
6.6% to 265.8 billion available seat-kilometres (ASK),
driving an increase of 1.4 p.p. in the passenger load
factor for Russian airlines to 81.1%.
In the reporting period, the market continued to be
affected by reduced consumer purchasing power
due to the weakening national currency, restrictions
on flights to Turkey, Egypt, and Ukraine introduced
in late 2015, and the resulting weaker sales in the
outbound travel market. These factors were behind
the decline in the leisure segment serviced primarily
by charter airlines. According to Transport Clearing
House (TCH), in 2016, charter passenger traffic
fell by 27.0% y-o-y, including a 39.8% reduction in
international charter flights. As a result, the total

Passenger traffic
(including foreign carriers)
14.5%

5.9%

91.6
35.4
56.2

2012

2013

Passenger
numbers
Sources: IATA (estimate)

2014

2015

Growth rate (y-o-y)

2016

2012

2013

Passenger turnover

2014

2015
Available
seat-kilometres

Sources: IATA (estimate)

Note. Immaterial deviations in numbers in the charts and tables subtotals of the Annual Report are due to rounding.

13.1%

2016

2012

103.7

7.8%

111.8

39.2

46.3

64.4

65.5

2013

International flights
Domestic flights

2014

The domestic segment maintained its strong
operating performance: the total number of
passengers increased by 7.3% y-o-y to 56.4 million
passengers due to the development of domestic
tourism driven, among other factors, by shifts in
outbound tourism flows. The average passenger
load factor for domestic flights was 79.5%, up 2.9 p.p.
y-o-y.
Throughout 2016, the passenger traffic in the Russian
market was shrinking; however, in Q4, this decline
was halted and passenger traffic grew by 10.6% y-o-y.
A change in the trend was due to a low comparison
base effect, the reduced impact of negative factors
affecting the airline industry (including stabilised
exchange rates) and adjusted industry yields, all of
which (including the foreign exchange rate effect) led
to lower rouble-denominated prices for passengers.

Passenger traffic
(excluding foreign carriers)

MILLION PAX

6.2%

passenger traffic on international flights (including
foreign carriers) decreased by 15.1% y-o-y to
46.4 million passengers in 2016.

MILLION PAX

15.5%
(4.1%)

(4.1%)

107.2

102.8

52.6
54.7
2015

56.4

35.4

46.4

38.6

2016

2012

Growth rate
(y-o-y)

Sources: Transport Clearing House, Federal Air Transport Agency
(Rosaviatsia)

74.0

14.2%

84.6
39.2

10.2%

(1.2%)

(3.8%)

93.2

92.1

88.6

46.3

52.6

56.4

45.3

46.9

2013

2014

International flights
Domestic flights

39.5
2015

32.2
2016

Growth rate
(y-o-y)

Source: Federal Air Transport Agency

1 In this section of the Annual report Russian market is discussed in line with statistics disclosed by market regulators (only for Russian airlines), analytical

adjustments based on TCH data (for foreign carriers) and company’s estimates (for international transit). Operating results of the Russian market if not stated
otherwise or implied by the context are generated by all flights originating or terminating in Russia and serviced by Russian and Foreign carriers. Given that
Russian carriers present statistics to the regulator with international transit passengers carried on respective flights accounted for in their operating results,
market numbers for “Russian carriers excluding foreign carriers” include also international transit passengers (non-Russian O&D). For the same reason nonRussian O&D is included in the “Russian market including foreign carriers”. For analytical purposes international transit is presented separately in respective
part of the section.
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Market Overview (continued)

Passenger turnover
(excluding foreign carriers)

Available seat-kilometres
(excluding foreign carriers)

BILLION RPK

17.4%

195.8
71.5
124.3

2012

15.0%

225.2
77.9
147.3

2013

88.9
152.6

2014

International flights

15.8%
(6.0%)

(5.0%)

226.8

215.6

99.2

104.1
111.5

2015

2016

2012

78.3%

79.5%

75.0%

81.9%

82.2%

79.8%

79.7%

76.4%

76.6%

82.7%
81.1%
79.5%

73.0%

2012

2013

2014

13.3%

283.2

6.8%

302.5

103.8

116.3

179.4

186.3

2013

2014

International flights
Domestic flights

(5.9%)
284.6
129.6

(6.6%)

2015

International flights
Domestic flights
All flights

2016

(2.8%)
(3.9%)

265.8
131.0

155.2

134.8

2015

2016

Growth rate
(y-o-y)

Source: Federal Air Transport Agency

Passenger load factor
(excluding foreign carriers)
82.1%

97.9
152.0

Source: Federal Air Transport Agency

81.8%

250.0

127.6

Growth rate
(y-o-y)

Domestic flights

12.5%

BILLION ASK

7.2%
241.4

Passenger traffic growth1 in 2016: Russian vs foreign carriers

Aeroflot Group acts as a key contributor to the
growth in the Russian air transportation market
ensuring transport accessibility and mobility of the
population. Aeroflot Group’s gain in passenger traffic
excluded, the market demonstrated a 12.5% decline
y-o-y.
The Russian airline industry is highly consolidated
with five largest players accounting for 70.4% of the
total passenger traffic. Aeroflot Group’s leadership
in the market remains undisputed. In 2016, Aeroflot
Group had 42.3% of the total Russian market by
passenger traffic (including foreign carriers) as
compared to 36.7% in 2015. Aeroflot Group’s market
share grew throughout the reporting period, with the
biggest gains posted in Q1 and Q2.

(10.7%)
Q1

0.5%
(11.0%)
(11.6%)

(15.3%)
Q2

Russian carriers

10.6%

(3.8%)
(4.1%)

(0.2%)

(6.1%)

(7.2%)
(8.4%)
Q3

Q4

Foreign carriers

2016
Sources: Transport Clearing House,
Federal Air Transport Agency

Russian market (including foreign carriers)

Passenger traffic growth1 in 2016: Aeroflot Group vs Russian market
13.6%

13.6%

7.7%

7.6%

(22.0%)

(14.4%)

Q2

Q3

8.4%

(15.6%)

Q1
Aeroflot Group		

10.3%

(12.5%)

Q4

Russian market excluding Aeroflot Group

2016
Sources: Transport Clearing House,
Federal Air Transport Agency

Aeroflot Group’s market share evolution by Russian passenger traffic in 2016

47.3%

42.6%

38.0%

44.0%

42.3%

Q1

Q2

Q3

Q4

2016

7.3 p.p.

7.7 p.p.

5.2 p.p.

1.1 p.p.

5.6 p.p.

Sources: Transport Clearing House, Federal Air Transport Agency

1 Y-o-y change.

Sources: Transport Clearing House,
Federal Air Transport Agency
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Market Overview (continued)

Evolution of key players’ market shares
and consolidation of the passenger
transportation segment
19.2%

18.4%

16.7%

14.1%

13.9%

17.8%

17.6%

18.4%

16.7%

15.8%

63.0%

64.0%

64.9%

69.2%

70.4%

2012

2013

2014

2015

2016

Top 5 carriers
Other Russian carriers
Foreign carriers

Aeroflot Group’s market share growth was ensured
by its effective business model and strategy, which
helped the Group build resilience to external
economic and market factors. The Group’s share
growth is also associated with the redistribution
of Transaero’s market share among key players
(Transaero ceased its operations in October 2015)
and the shrinking presence of foreign carriers in
the Russian market. Enhanced international transit
operations, primarily between Europe and Asia,
also contributed to the increased market share
of Aeroflot Group among airlines that service the
Russian market. Excluding international transit
traffic, Aeroflot Group’s “net” market share was 40.0%
in 2016. The “net” market figures provide for a more
accurate representation of the Group’s Russian
market share, since passengers flying between
Europe and Asia and making connections in Moscow
by definition are not originating or terminating their
trips in Russian cities.
Aeroflot Group’s closest competitors are S7 Group
(12.8%), UTair Group (6.8%), and Ural Airlines (6.3%).
Foreign carriers’ share in the Russian was 13.9%.

Sources: Transport Clearing House, Federal Air Transport Agency

2013

2014

2015

2016

International traffic

28.4%

27.0%

26.1%

29.3%

39.4%

Domestic traffic

32.6%

36.1%

38.0%

44.6%

44.6%

30.5%

31.0%

42.3%

18.0%

6.3%
6.8%

36.8%

42.3%

12.8%

Aeroflot Group

Ural Airlines

S7 Group

Other Russian carriers

UTair Group

Foreign carriers

2012

2013

2014

2015

2016

International traffic

25.7%

24.1%

22.6%

24.1%

33.9%

Domestic traffic

32.6%

36.1%

38.0%

44.6%

44.6%

Total

28.4%

28.8%

29.1%

34.5%

40.0%

* “Net” market means the passenger traffic including foreign carriers but excluding connecting passengers on international flights, which
are not relevant for the Russian O&Ds.

According to IATA, in 2016, the global air cargo market
volume was estimated at 53.9 million tonnes (up 3.2%
y-o-y). Global cargo turnover increased by 3.4%. The
industry’s cargo revenue fell by 9.4% to USD 47.8 billion.
The decrease in aviation fuel prices enabled a reduction
in yields without affecting margins.

As at year-end, Volga-Dnepr Group remained the
undisputed market leader by cargo traffic in Russia
(50.8%). Aeroflot Group came second with 19.4%. Top 5
players account for 78.7% of the total cargo traffic.

Sources: Transport Clearing House, Federal Air Transport Agency

0.7%

Russian air cargo market by volume in 2016

1.5%

2.6%

1.2%

7.1%
(7.4%)

1,092.1

1,121.0

1,134.9

316.8

300.6

257.9

761.7

775.3

820.4

877.0

2012

2013

2014

2015

1,076.4
314.7

Aeroflot Group’s market share evolution by passenger traffic in the “net” market*

Air cargo market

In 2016, the Russian air cargo market (including
foreign carriers) fell by 7.4% y-o-y to 1.0 million tonnes.
International cargo traffic reduced by 11.1% to 779.4
thousand tonnes, which is about 74.2% of the total cargo
traffic in the Russian market. Domestic cargo traffic was
up 5.3% to 271.6 thousand tonnes.

THOUSAND TONNES

2012

30.0%

13.9%

Russian air cargo market volume,
(including foreign carriers)

Aeroflot Group’s market share evolution by Russian passenger traffic

Total

Key Russian airline industry players by
total passenger traffic

International routes
Domestic routes

15.5%

1,051.1
271.6

2.4%

779.4

4.8%

19.4%

2016

Growth rate
(y-o-y)

50.8%

Volga-Dnepr Group

UTair Group

Aeroflot Group

Other Russian carriers

S7 Group

Foreign carriers

		
Sources: Transport Clearing House, Federal Air Transport Agency

Sources: Transport Clearing House, Federal Air Transport Agency
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Strategy Overview
AEROFLOT GROUP’S STRATEGIC VISION

Aeroflot Group’s ultimate strategic goal is to strengthen leadership in the global airline industry
by seizing opportunities in the Russian and international air transportation markets.

Aeroflot Group Development Strategy 2025 was
approved by PJSC Aeroflot’s Board of Directors and
defines the key focus areas and long-term growth
targets.
To implement Aeroflot Group’s long-term strategy,
the Company has developed a medium-term
strategic plan defining the key focus areas,
operational and financial targets supporting
strategic goals. The medium-term strategy is
reviewed and updated on an annual basis.

Government, Aeroflot Group has developed and
updates annually its Long-Term Development
Programme, which covers management-related
activities, goals, and KPIs. The Group’s consolidated
IFRS budget and KPIs for the budget year are
developed in line with the targets of the mediumterm strategy of Aeroflot Group and its Long-Term
Development Programme.

Medium-term strategy

2017–2021

Key areas

Strategic goals

The date of approval
by the Board of
Directors

Join the Top 20
global players by
passenger traffic
and revenue

Carry over 70
million passengers,
including at least
30 million within
Russia

Increase passenger
traffic via the main
hub in Moscow, with
the share of transfer
passengers reaching
at least 32%

Ensure strong
presence in the
market

43.4 million passengers in total, including 25.2 million
within Russia

Aeroflot’s share of
transfer passengers
is 42.1%

The Group is
present in all price
segments across all
geographies

STATUS AS OF THE END OF 2016
Ranked 7th by
passenger traffic
and 7th by revenue1

Ranked 24th by
passenger traffic
and 23rd by
revenue1

Analysis of Aeroflot Group’s growth trends and
changes in external business environment during
2016 suggests that the Group is well-positioned to
achieve all goals set in its Strategy 2025. However,

Long-term strategy

Up to 2025

Period
―― Pillars of Aeroflot Group’s growth
strategy
―― Growth taking in the account the
infrastructure constraints
―― Pillars of the fleet development
strategy
―― Principles of route network
expansion
―― The Group’s updated goals up to
2021

Join the Top 5
European airlines
by passenger traffic
and revenue

Sources: Airline Business, ATW, Flight Global, the Company’s estimates.

In line with the medium-term development strategy
and pursuant to the directives of the Russian

Parameter

AEROFLOT GROUP’S STRATEGIC GOALS FOR 2025

―― Selection of the Group’s growth
scenario
―― Selection of the “global player”
strategy
―― Strategy elements:
• Marketing strategy
• Network strategy
• Fleet strategy
―― Identification of constraints and risk
assessment

A set of operational and financial
targets for 2017–2021, in line with the
Group’s long-term goals

Long-term passenger traffic and
revenue targets benchmarked
against global peers

13 July 2011 (Minutes No. 1)

24 November 2016 (Minutes No. 6)

the Group’s performance against these goals may
be affected by significant fluctuations of FX rates
and the continued process of international market
consolidation.

Key initiatives and work streams underpinning long-term strategy implementation
STRATEGIC PRIORITIES
Develop the multi-brand platform to strengthen
positioning and synergy across the Group

Enhance the network development strategy to reinforce
the key principles of route network expansion for the
Group’s airlines

Promote transit traffic via Sheremetyevo airport
(including international traffic)

Enhance the fleet development strategy to deliver Aeroflot
Group’s growth in line with the approved route network
expansion principles

MARKETING PRIORITIES
Customer experience strategy designed to ensure
service standards as part of the Group’s marketing
strategy

Deploy technology and innovation to ensure the Group’s
fundamental advantages

FINANCIAL PRIORITIES
Investment strategy aimed at achieving the Group’s Cut costs to ensure the Group’s financial stability in the
strategic goals in the medium and long term
medium and long term
Improve labour productivity

Boost the Group’s ancillary revenue

1 As at the publication date of this Annual Report – data for 2015 (published in 2016).
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Impact of risks on the Group’s strategy
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Appendixes

To mitigate the key risks, the medium-term strategy
of the Group provides for the following initiatives:
―― development of a high-performing hub at
Sheremetyevo to promote international transfer
traffic and increase fleet flexibility;
―― growth planning and control at each of Aeroflot
Group’s companies to maintain manageable
growth and the market share;
―― monitoring the progress of infrastructure
development and new facilities construction at
Moscow Sheremetyevo airport;
―― flexible development of Aeroflot and Pobeda
airlines;
―― diversification of revenue streams by currency and
geography.

The following types of risks are seen as the
key potential risks that may affect the Group’s
development strategy:
―― risk of changes in the external business
environment;
―― risk arising from infrastructure constraints;
―― macroeconomic risks.

Strategy implementation and adjustment results
outlined in previously approved strategies proved
effective. Based on the current market environment,
the Company made decisions to accelerate Aeroflot
Group’s growth via its parent company Aeroflot,
including through active promotion of international
transfer traffic and the low-cost carrier Pobeda.
We updated a number of targets, including those
set for passenger traffic: in 2021, Aeroflot Group
plans to carry 66 million passengers, including
41.8 million passengers to be carried by Aeroflot
airline. According to our estimates, by this year,
the Group’s fleet will comprise 380 aircraft. The
fleet enhancement strategy provides for increasing
the share of Russian aircraft through execution of
contracts for 50 Sukhoi Superjet 100 and 50 МС-21
aircraft.

In 2016, Aeroflot Group made significant progress
towards achieving its long-term goals, primarily,
through continued route network enhancement by
frequency and connectivity, supported by consistent
efforts to improve the hub at Moscow Sheremetyevo
airport. Measures were taken to reduce CASK,
optimise the fleet and boost sales efficiency. Pobeda,
Aeroflot’s low-cost carrier, is making good headway,
having carried 4.3 million passengers in 2016. In 2016,
we completed the transformation of regional airlines
to set up Rossiya Airlines, a united regional carrier.
In 2016, the Russian airline industry performed as
projected, with no structural shifts; therefore, no
significant adjustments or dramatic changes to the
development strategy were needed. The action plans

Aeroflot Group’s progress in achieving 2025 strategic goals
2012

2013

2014

2015

253.0

291.0

319.8

415.2

Passenger traffic, million PAX

27.5

31.4

34.7

39.4

43.4 Top 5 and Top 20, >70 mn

Domestic passenger traffic, million PAX

11.5

14.0

17.6

23.4

25.2 >30 mn

Aeroflot’s share of transit traffic, %

32.7

35.5

39.2

44.2

42.1 32

Revenue, RUB billion

2016

2025

495.9 Top 5 and Top 20

Aeroflot Group’s strategy is based on a multi-brand
platform, with each of the Group’s airlines targeting a
dedicated market segment. The multi-brand platform
enables the Group to maximise its market penetration
across price segments and geographies.
Aeroflot airline focuses on addressing the needs of
the premium passenger segment by offering best-inclass services, a high frequency route network with
extensive flight geography, access to the route network
of partners from the SkyTeam Alliance, convenient
connecting flights for international transit passengers,
and a modern aircraft fleet.

Rossiya and Aurora airlines target the mid-market
price segment and operate regional and inter-regional
flights. They focus on the relevant geographical areas
with higher price sensitivity by primarily offering
their passengers flights from the base regions with
lower flight frequency. Rossiya airline also operates
in the leisure (charter) segment. In 2016, the Company
successfully implemented its decision made in late
2015 to establish a united regional carrier, Rossiya
Airlines, by combining airlines of JSC Rossiya Airlines,
JSC Orenair, and JSC Donavia.
Pobeda airline targets the low-cost segment. Domestic
flights from Moscow to Russia’s regions, along with
additional inter-regional flights within Russia, make
up the bulk of the airline’s route network, which is
designed to improve links between Russian regions. The
airline also expands the international route network.
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Strategy Overview (continued)

2015

Aeroflot Group’s multi-brand platform
Premium product

Mid-price
regional
product

Low-cost product

Regional product for Far East

Positioning

Premium product

Regional and charter products
in the mid-price segment

Low-cost product

Regional product for Far East

Type of flights

Scheduled flights

Scheduled and charter flights

Scheduled flights

Scheduled flights

Business model

―― Hub and spoke model
―― Transit passenger traffic on domestic and
international routes
―― High frequency of flights
―― Economy and business class

―― Point-to-point flights within Russia
―― Limited connectivity
―― Popular international destinations
―― Charter flights to the most popular leisure
destinations
―― Economy and business class

―― Point-to-point flights via Moscow
―― Point-to-point flights between regions
―― High passenger load factor and fleet utilisation
―― Economy class

―― Passenger flights in the Far East
―― Local flights to remote destinations within the
region
―― Economy and business class

Flight range

Unlimited

Unlimited

Up to 3–4 hours

Short- and medium-haul flights

Aircraft fleet

―― Narrow-body aircraft
―― Wide-body aircraft

―― Narrow-body aircraft
―― Wide-body aircraft

Narrow-body aircraft

Narrow-body aircraft

Target group

―― Business
―― Visiting friends and relatives
―― Leisure

―― Visiting friends and relatives
―― Leisure
―― Business

―― Leisure
―― Visiting friends and relatives

―― Visiting friends and relatives
―― Business

Base airport

Moscow (Sheremetyevo)

―― Moscow (Vnukovo)
―― Saint Petersburg (Pulkovo)
―― Airports in Orenburg and Rostov-on-Don

―― Moscow (Vnukovo)
―― Airports in Russia’s regions

―― Vladivostok
―― Khabarovsk
―― Yuzhno-Sakhalinsk

Share of
international
passengers in the
airline’s passenger
traffic

~50%

~20–30%

~10%

Positioning

2016

(extensive geography)

Regional
product

(mainly within the CIS)

Charter
product

~20%

(Asia Pacific)
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Strategy Overview (continued)

Development
programmes

Long-term development programme
and progress report
Long-Term Aeroflot Group Development Programme
2015–2020 (the Programme) was designed in
accordance with Decree of President of the Russian
Federation No. Pr-3086 dated 27 December 2013, and
approved by PJSC Aeroflot’s Board of Directors on
2 December 2014 (Minutes No. 8). On 27 January 2016,
the Strategy Committee of PJSC Aeroflot’s Board of
Directors approved proposed amendments (Minutes
No. 1) to the Long-Term Aeroflot Group Development
Programme 2015–2020.
In 2016, the Long-Term Aeroflot Group Development
Programme 2016–2021 was updated to reflect the key
amendments to Aeroflot Group’s strategy for 2017–
2021. This involved the review of the Programme’s key
initiatives to support the strategy implementation1.
We updated the Programme’s KPI framework to
adjust the set and weighting of KPIs. A dedicated
section on Ensuring Priority Funding for the Social
and Economic Development of the Russian Far East
was added in line with Russian Government Directive
No. 4531p-P13 dated 28 June 2016.
The progress on PJSC Aeroflot’s Long-Term
Development Programme for 2016 was audited by the
Company’s external auditor, AO BDO Unicon.

The independent audit was followed by an opinion
on the information prepared to reflect the progress
on the Programme’s initiatives from 1 December to
31 December 2016, on the actual 2016 KPI values and
achievement of target KPIs, in all material respects,
against the criteria set out in the Programme,
on the relevance, in all material respects, of
clarifications made by PJSC Aeroflot’s management
on discrepancies between the Group’s actual KPIs
and the Programme’s targets, and on spending the
relevant 2016 budgets in line with their intended
purpose. The auditor’s opinion was issued on
31 March 2017 under No. 1744-BDO-17.
Overall, the Programme planning and
implementation are in line with the principles set out
in the Programme Development Guidelines, the KPI
Guidelines, and other directives and instructions of
the Russian Government and the Federal Agency for
State Property Management.
In 2017, the Regulations on Updating and Managing
the Implementation of Aeroflot Group’s Long-Term
Development Programme were approved to improve
updating, reporting, and auditor communication
processes. These Regulations were developed to
comply with the auditor’s recommendation following
the 2015 Programme results audit.

1 The Resolution of the Board of Directors dated 8 September 2016 (Minutes No. 2); the Resolution of the Board of Directors dated 24
November 2016 (Minutes No. 6); the Resolution of the Board of Directors dated 22 December 2016 (Minutes No. 7).

The Programme’s key goal is to ensure the Group’s longterm sustainable development, strengthen its competitive
position, create and develop a competitive edge, and
improve performance and financial stability.
Key initiatives to support the implementation of the Long-Term
Development Programme in 2016:
―― reduce operating expenses and increase labour productivity;
―― improve the procurement process;
―― implement the investment programme;
―― implement Aeroflot Group’s Innovative Development Programme;
―― expand the route network;
―― enhance the aircraft fleet;
―― expand the production capacity;
―― develop and adopt mandatory internal documents to improve corporate
governance;
―― ensure adequate talent pipeline;
―― implement Aeroflot Group’s marketing strategy.
The Programme’s key objectives are to:
―― develop action plans to ensure achievement of the Group’s strategic
growth targets;
―― identify areas and initiatives to improve the Group’s competitive edge
and performance;
―― analyse risks to and opportunities for achieving the strategic targets and
implementing Programme initiatives.

The Group is implementing its
strategy through a number of
programmes designed to ensure
long-term growth and profitable
growth.

01

05

02

04

03

The Programme details strategic areas for the Group’s development and
includes a list of key initiatives and action plans ensuring implementation
of the strategy in the medium and long term. The Programme complements
and expands the key strategic initiatives set out in the Aeroflot Group
Development Strategy 2021.

MORE INFORMATION ABOUT
DEVELOPMENT PROGRAMMES
READ ON NEXT PAGE
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Strategy Overview (continued)

Key programmes
underpinning
PJSC Aeroflot’s
growth and
development
strategy:

Investment Programme 2017 was adopted by
PJSC Aeroflot’s Board of Directors on 24 November
2016 (Minutes No. 6). It is designed to address
the air carrier’s strategic objectives and ensure
the development of its business units. Planned
investments in property, plant and equipment
and financial investments in software for 2017 are
primarily designed to:
―― ensure maintenance and repair operations
(procure tools and equipment to ensure
maintenance for all types of aircraft, and invest
in hangar facility development);
―― ensure ground handling at the airport (procure
equipment and custom machinery for aircraft
ground handling);
―― develop a training platform (upgrade the FFS
A320 flight simulator and purchase the TSFT
SSJ100 trainer);
―― ensure high-quality passenger experience
(procure uniforms for front line staff, equip
aircraft with WiFEC, replace business class seats
onboard Airbus A330 aircraft);
―― upgrade aircraft (continue the project to
integrate electronic devices for pre-flight
and in-flight management of air navigation
information on Airbus A320 family aircraft
(Electronic Flight Bag – EFB), provide wheelchairs
onboard Boeing 777, Boeing 737, and Airbus A320
aircraft);

―― build new facilities (continue the construction
of a new hangar for aircraft servicing and build
a central power distribution station to expand
the capacity of PJSC Aeroflot’s power grid);
―― develop the IT infrastructure (maintain existing
and develop new information systems, procure
communication, telephone and computer
equipment, update the situation centre);
―― invest in R&D projects under the Innovative
Development Programme;
―― provide software solutions (develop the SAP
system, maintain and develop the Company’s
website, commercial, operations-related, office,
and other systems);
―― provide other types of investment in property,
plant and equipment (deliver on fire safety
initiatives, procure workwear, ensure seamless
operation of a number of business units).

Cost Cutting Programme was implemented in
2016 pursuant to Russian Government Directive
No. 4750p-P13 dated 4 July 2016 and the Resolution
of the Board of Directors of PJSC Aeroflot dated
25 August 2016 (Minutes No. 1), to achieve the KPI of
reducing operating expenses (costs) by at least 10%
in the reporting period. The updated Programme
was approved by the Resolution of PJSC Aeroflot’s
Management Board dated 17 October 2016 (Minutes
No. 26). To improve the Group’s operational efficiency,
the Programme provided for low-cost/quick-win
initiatives. The Programme was implemented in full.
With the cost reduction target of RUB 12.1 billion,
the actual cost savings amounted to RUB 14.3 billion.

Management Incentive Programme was approved
by the Board of Directors of PJSC Aeroflot on
25 September 2014 (Minutes No. 5) and amended
by the Resolution of the Board of Directors of
PJSC Aeroflot on 2 December 2014 (Minutes No. 8).
The Programme covers PJSC Aeroflot employees
whose remuneration is KPI-based. The remuneration
is paid at the end of the year for meeting the net
profit target and depends on the amount allocated
by PJSC Aeroflot’s General Meeting of Shareholders
for this purpose out of the total net profit. The
Programme sets the maximum remuneration
pool which is subsequently distributed among the
employees based on their individual contribution to
the year-end financial results.

Innovative Development Programme 2020 was
adopted by PJSC Aeroflot’s Board of Directors on
24 June 2011 (Minutes No. 16) and by the working
group on Private-Public Partnership in Innovation
under the Government Commission on High
Technologies and Innovation on 28 June 2011. The
Programme defines the key focus areas of the
Company’s innovative development.

Corporate Governance Improvement Programme
is linked to the implementation of the Corporate
Governance Code as approved by the Board of
Directors of the Bank of Russia on 21 March 2014.
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Business Model

Trade payables,
finance lease payments,
and other operating expenses and accruals

OUR MISSION

OUR STRATEGIC GOALS

We work to ensure that our customers
can quickly and comfortably travel
great distances, and thus be mobile,
meet more often, work successfully,
and see the world in all its diversity.
We give our customers a choice
through an extensive route network
and different carriers operating within
our Group, from low-cost to premium
class airlines.

―― Join the Top 20 and the Top 5 global players
by passenger traffic and revenue
―― Carry over 70 million passengers, including at
least 30 million within Russia

―― Increase passenger traffic via the main
hub in Moscow, with the share of transit
passengers reaching at least 32%
―― Ensure strong presence in the market

OUR LONG-TERM STRATEGY
Aeroflot Group’s strategic goal is to strengthen leadership in the global airline industry
by seizing opportunities in the Russian and international air transportation markets.

ASSET BASE

Leasing
Counterparties

Route network

――Service providers

326

scheduled routes

Aircraft fleet

――Maintenance and repair

Internal cost streams
――Maintenance and repair
――Staff
――General and administrative

SkyTeam
partners

292
aircraft

51

countries

Aeroflot Group’s
passenger traffic
in 2016

Aeroflot Group’s
revenue in 2016

78.0

RUB billion
Aeroflot Group’s
EBITDA in 2016

38.8

RUB billion
Aeroflot Group’s
net profit in 2016

Well-established
brand and leader in
the Russian market

5.1 million

40.0%

Highly skilled
personnel

36.6

Training platform and
simulation centre

hangars to maintain Aeroflot’s own and
third-party aircraft

thousand

employees

Aeroflot

4.2 years

8

participants in the
loyalty programme

66.7%

Premium
segment

average age of Aeroflot
airline fleet

In-house maintenance and repair
facility

――Other

43.4 million PAX

495.9

RUB billion

BUSINESS SEGMENTS

――Fueling facilities
――Airports

Value
creation

share in the
“net” Russian air
transportation market

Medical centre

Mid-price
segment

Low-cost
segment

regional
base

20.2% 3.2%
Rossiya

Aurora

9.9%
Pobeda

