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Y Baku, AZ1025, Azerbaijan

Tel.: +994 (12) 404 12 10
Fax: +994 (12) 404 12 11
deloitte.az

INDEPENDENT AUDITOR’S REPORT

To the Supervisory Board and the Shareholder of Closed Joint Stock Company “Azerbaijan
Airlines”:

Opinion

We have audited the consolidated financial statements of Closed Joint Stock Company
“Azerbaijan Airlines” and its subsidiaries (the “Group”), which comprise the consolidated
statement of financial position as at 31 December 2020, the consolidated statement of profit
or loss and other comprehensive income, consolidated statement of changes in equity and
consolidated statement of cash flows for the year then ended, and notes to the consolidated
financial statements, including a summary of significant accounting policies.

In our opinion, the accompanying consolidated financial statements present fairly, in all
material respects, the consolidated financial position of the Group as at 31 December 2020,
and its consolidated financial performance and its consolidated cash flows for the year then
ended in accordance with International Financial Reporting Standards (“IFRSs”).

Basis for Opinion

We conducted our audit in accordance with International Standards on Auditing (“ISAs”).
Our responsibilities under those standards are further described in the Auditor’s
Responsibilities for the Audit of the Consolidated Financial Statements section of our report.
We are independent of the Group in accordance with the International Ethics Standards
Board for Accountants’ Code of Ethics for Professional Accountants (the “IESBA Code”),

and we have fulfilled our other ethical responsibilities in accordance with the IESBA Code.
We believe that the audit evidence we have obtained is sufficient and appropriate to
provide a basis for our opinion.

Material Uncertainty Related to Going Concern

The accompanying consolidated financial statements have been prepared assuming that
the Group will continue as a going concern. As disclosed in Note 2 to the consolidated
financial statements, the Group has been significantly impacted by the COVID-19 pandemic,
has negative working capital, recurring losses from operations and accumulated deficit.
These events or conditions, along with other matters as set forth in Note 2, indicate that

a material uncertainty related to events or conditions exists that may cast significant doubt on
the Group’s ability to continue as a going concern. Management’s plans concerning these
matters are also discussed in Note 2 to the consolidated financial statements. The
consolidated financial statements do not include any adjustments that might result from the
outcome of this uncertainty. Our opinion is not modified in respect of this matter.
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Please see www.deloitte.com/about to learn more.
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“AZERBAIJAN AIRLINES” CLOSED JOINT STOCK COMPANY

STATEMENT OF MANAGEMENT’S RESPONSIBILITIES FOR THE PREPARATION
AND APPROVAL OF THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2020

Management is responsible for the preparation of the consolidated financial statements, which present
fairly the financial position of Closed Joint Stock Company “Azerbaijan Airlines” and its subsidiaries

(the “Group”) as at 31 December 2020, and the consolidated results of its operations, cash flows and
changes in equity for the year then ended, in accordance with International Financial Reporting
Standards (“IFRSs”).

In preparing the consolidated financial statements, management is responsible for:

° Properly selecting and applying accounting policies;

° Presenting information, including accounting policies, in a manner that provides relevant, reliable,
comparable and understandable information;

° Providing additional disclosures when compliance with the specific requirements in IFRSs are
insufficient to enable users to understand the impact of particular transactions, other events and
conditions on the Group’s consolidated financial position and financial performance; and

° Making an assessment of the Group’s ability to continue as a going concern.

Management is also responsible for:

° Designing, implementing and maintaining an effective and sound system of internal controls
throughout the Group;

° Maintaining adequate accounting records that are sufficient to show and explain the Group’s
transactions and disclose with reasonable accuracy at any time the consolidated financial position
of the Group, and which enable them to ensure that the consolidated financial statements of
the Group comply with IFRSs;

° Maintaining statutory accounting records in compliance with legislation and accounting standards
of the Republic of Azerbaijan;

e  Taking such steps as are reasonably available to them to safeguard the assets of the Group; and
] Preventing and detecting fraud and other irregularities.

The consolidated financial statements for the year ended 31 December 2020 were approved by the
Supervisory Board and management of the Group on 11 January 2022.

s

On behal§ of the Supervisory Board and management:

Esmira Tahirova
Chief Accountant

Sabir IIyasov\d L
First Vice-Preskdent

Baku, the Republic of Azerbaljg
11 January 2022

Baku, the Republic of Azerbaijan
11 January 2022



Responsibilities of Management and Those Charged with Governance for the Consolidated
Financial Statements

Management is responsible for the preparation and fair presentation of the consolidated
financial statements in accordance with IFRSs, and for such internal control as management
determines is necessary to enable the preparation of consolidated financial statements that
are free from material misstatement, whether due to fraud or error.

In preparing the consolidated financial statements, management is responsible for assessing
the Group’s ability to continue as a going concern, disclosing, as applicable, matters related
to going concern and using the going concern basis of accounting unless management either
intends to liquidate the Group or to cease operations, or has no realistic alternative but
todo so.

Those charged with governance are responsible for overseeing the Group’s financial
reporting process.

Auditor’s Responsibilities for the Audit of the Consolidated Financial Statements

Our objectives are to obtain reasonable assurance about whether the consolidated financial
statements as a whole are free from material misstatement, whether due to fraud or error,
and to issue an auditor’s report that includes our opinion. Reasonable assurance is a high
level of assurance, but is not a guarantee that an audit conducted in accordance with ISAs
will always detect a material misstatement when it exists. Misstatements can arise from
fraud or error and are considered material if, individually or in the aggregate, they could
reasonably be expected to influence the economic decisions of users taken on the basis of
these consolidated financial statements.

_As part of an audit in accordance with ISAs, we exercise professional judgment and maintain
professional skepticism throughout the audit. We also:

° Identify and assess the risks of material misstatement of the consolidated financial
statements, whether due to fraud or error, design and perform audit procedures
responsive to those risks, and obtain audit evidence that is sufficient and appropriate
to provide a basis for our opinion. The risk of not detecting a material misstatement
resulting from fraud is higher than for one resulting from error, as fraud may involve
collusion, forgery, intentional omissions, misrepresentations, or the override of
internal control.

° Obtain an understanding of internal control relevant to the audit in order to design
audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the Group’s internal control.

° Evaluate the appropriateness of accounting policies used and the reasonableness of
accounting estimates and related disclosures made by management.

° Conclude on the appropriateness of management’s use of the going concern basis of
accounting and, based on the audit evidence obtained, whether a material uncertainty
exists related to events or conditions that may cast significant doubt on the Group’s
ability to continue as a going concern. If we conclude that a material uncertainty exists,
we are required to draw attention in our auditor’s report to the related disclosures in
the consolidated financial statements or, if such disclosures are inadequate, to modify
our opinion. Our conclusions are based on the audit evidence obtained up to the date
of our auditor’s report. However, future events or conditions may cause the Group to
cease to continue as a going concern.



° Evaluate the overall presentation, structure and content of the consolidated financial
statements, including the disclosures, and whether the consolidated financial statements
represent the underlying transactions and events in a manner that achieves fair
presentation.

We communicate with those charged with governance regarding, among other matters,
the planned scope and timing of the audit and significant audit findings, including any
significant deficiencies in internal control that we identify during our audit.

EQ\D? TC {Touu,uz

11 January 2022




“AZERBAIJAN AIRLINES” CLOSED JOINT STOCK COMPANY

CONSOLIDATED STATEMENT OF PROFIT OR LOSS AND OTHER COMPREHENSIVE INCOME
FOR THE YEAR ENDED 31 DECEMBER 2020
(in thousands of Azerbaijani Manat)

Notes 2020 2019
Traffic and other revenue 5 335,236 1,008,459
Subsidies received from government due to COVID-19 4 232,082 -
Operating costs 6 (540,149) (949,588)
Operating profit 27,169 58,871
Finance costs 7 (83,966) (111,185)
Foreign exchange loss 8 (9,399) (6,579)
Loss before tax (66,196) (58,893)
Income tax expense 9 (10,219) (19,877)
LOSS FOR THE YEAR AND TOTAL COMPREHENSIVE LOSS (76,415) (78,770)

The accompanying notes are an integral part of these consolidated financial statements.



“AZERBAIJAN AIRLINES” CLOSED JOINT STOCK COMPANY

CONSOLIDATED STATEMENT OF FINANCIAL POSITION
AS AT 31 DECEMBER 2020
(in thousands of Azerbaijani Manat)

ASSETS

Non-current assets
Property and equipment
Right-of-use assets
Intangible assets
Long-term advances given
Other non-current assets

Total non-current assets

Current assets

Consumable spare parts and inventories
Trade and other receivables

Cash and cash equivalents

Total current assets

Total assets

EQUITY AND LIABILITIES

Equity

Share capital

Additional paid-in capital
Accumulated deficit

Total equity

Non-current liabilities

Long-term loans and borrowings

Lease liabilities, non-current portion

Deferred revenue related to Frequent Flyer Programme (FFP),
non-current portion

Deferred tax liability

Total non-current liabilities

Current liabilities

Trade and other payables

Short-term borrowings and current portion of long-term loans and
borrowings

Lease liabilities, current portion

Unearned revenue

Deferred revenue related to FFP, current portion

Other current liabilities

Total current liabilities

Total liabilities

Total equity and liabilities

The accompanying notes are an integral part of these consolidated financial statements.

Notes

10
11

12
13

14
15
16

17
17

18
19

20
21

22

18
19
20
20
23

31 December

31 December

2020 2019

1,382,518 1,483,726
372,468 377,979
4,086 4,658
48,454 39,186
34,137 32,558
1,841,663 1,938,107
19,919 23,823
71,892 86,759
44,726 34,959
136,537 145,541
1,978,200 2,083,648
823,975 823,975
160,181 148,413
(1,763,916) (1,687,501)
(779,760) (715,113)
1,277,930 1,605,934
285,154 340,546
27,158 22,932
46,197 36,360
1,636,439 2,005,772
108,517 167,266
905,861 472,267
49,004 50,153
25,103 46,884
1,529 5,193
31,507 51,226
1,121,521 792,989
2,757,960 2,798,761
1,978,200 2,083,648




"AZERBAIJAN AIRLINES” CLOSED JOINT STOCK COMPANY

CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

FOR THE YEAR ENDED 31 DECEMBER 2020

(in thousands of Azerbaijani Manat)

Balance at 1 January 2019
Loss for the year and total comprehensive loss
Shareholder’s contribution

Distribution to shareholder

Balance at 31 December 2019

Loss for the year and total comprehensive loss
Shareholder’s contribution

Balance at 31 December 2020

Notes

17
17

17

Additional Accumulated Total equity
Share capital  paid-in capital deficit (deficit)
823,975 160,813 (1,608,731) (623,943)
- - (78,770) (78,770)
- 654 - 654
- (13,054) - (13,054)
823,975 148,413 (1,687,501) (715,113)
- - (76,415) (76,415)
- 11,768 - 11,768
823,975 160,181 (1,763,916) (779,760)

The accompanying notes are an integral part of these consolidated financial statements.



“AZERBAIJAN AIRLINES” CLOSED JOINT STOCK COMPANY

CONSOLIDATED STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED 31 DECEMBER 2020
(in thousands of Azerbaijani Manat)

OPERATING ACTIVITIES:

Loss before tax

Adjustments for:

Depreciation and amortisation

Change in provision for trade and other receivables and advances given

Loss on disposal of property and equipment
Loss on disposal of right-of-use assets

Change in provision for obsolescence of consumable spare parts and

inventories
Change in provision for VAT recoverable
Impairment of property and equipment and right-of-use assets
Impairment of capital projects
Foreign exchange loss
Finance costs
Change in other provisions

Operating cash flow before movements in working capital

Change in trade and other receivables

Change in consumable spare parts and inventories
Change in trade and other payables

Change in deferred revenue related to FFP
Change in unearned revenue

Change in other current liabilities

Cash generated from operations

Income tax paid
Interest paid

Net cash from operating activities

INVESTING ACTIVITIES:

Purchase of property and equipment

Cash paid for additions to right-of-use assets during the period
Proceeds from disposal of property and equipment

Purchase of intangible assets

Net cash used in investing activities

FINANCING ACTIVITIES:

Shareholder’s contribution

Proceeds from loans and borrowings
Principal payments on loans and borrowings
Principal payments on lease obligations

Net cash from / (used in) financing activities

NET INCREASE IN CASH AND CASH EQUIVALENTS

Effect of exchange rate changes on cash and bank balances held in foreign

currencies
CASH AND CASH EQUIVALENTS, at the beginning of the year

CASH AND CASH EQUIVALENTS, at the end of the year

The accompanying notes are an integral part of these consolidated financial statements.

Notes

10, 11

20

17
18

2020 2019
(66,196) (58,893)
139,678 138,647

2,592 3,708
- (4,607)

722 -
(151) (1,249)
(476) 8,498
15,794 -
4,797 -
9,399 6,579
83,966 111,185
(925) 4,325
189,200 208,193
(4,730) 19,258
1,707 (4,964)
(68,233) (36,792)
562 (10,624)
(21,781) 15,574
(16,237) 40,652
80,488 231,297
(16,563) (24,136)
63,925 207,161
(58,571) (103,415)
(71) (14,338)
310 717
(1,818) (2,831)
(60,150) (119,867)
10,248 -
24,406 20,155
(3,584) (50,952)
(24,085) (51,119)
6,985 (81,916)
10,760 5,378
(993) (2,722)
34,959 32,303
44,726 34,959




“AZERBALJAN AIRLINES” CLOSED JOINT STOCK COMPANY

CONSOLIDATED STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED 31 DECEMBER 2020
(in thousands of Azerbaijani Manat)

Non-cash transactions excluded from the consolidated statement of cash flows

Amounts presented in the consolidated statement of cash flows for the year ended 31 December 2020
and 31 December 2019 do not include the following non-cash transactions:

(a)

(b)

(c)

(d)

(e)

(f)

(g)
(h)

Reclassification of aircraft and engine from property and equipment to right-of-use assets with net
book value of AZN 26,784 and AZN 372,335 in 2020 and 2019, respectively (see Note 10);

Recognition of right-of-use assets of AZN 12,648 through lease liabilities in 2019;

Reassessment of lease term of right-of-use assets with net book value of AZN 7,174 and related
lease liability of AZN 6,452 in 2020 (see Notes 11 and 19);

Payment of the government guaranteed loan and lease liabilities by Ministry of Finance on behalf of
the Group of AZN 3,250 and AZN 32,695, respectively, recognised as loan to Ministry of Finance in
2020;

Partial payment of principal amount of a loan from a local bank of AZN 10,010 in both 2020 and

2019 directly by the government on behalf of the Group as a form of subsidy for Baku-Nakhchivan-
Baku flights;

Transfer of advances given of AZN 34,000 to foreign supplier in regards to aircraft and spare parts
pursuant to three-party agreement, whereby the Group increased long-term advances given and
trade and other payables balances on the consolidated statement of financial position in 2019;

Transfer of asset at the government’s instruction with carrying value of AZN 7,510 in 2019;

Contribution of property and equipment and other assets by the shareholder of AZN 654
recognised as additional paid-in capital in 2019.

The accompanying notes are an integral part of these consolidated financial statements.



“AZERBAIJAN AIRLINES” CLOSED JOINT STOCK COMPANY

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2020
(in thousands of Azerbaijani Manat)

1.

NATURE OF ACTIVITIES

“Azerbaijan Airlines” CISC (the "Company") was officially established as a state concern on 17
August 1992. In April 2008, under the decree of the President of the Republic of Azerbaijan the
Company was reorganised into closed joint stock company, and is wholly owned by the government.
The Company is designated as a National air carrier of the Republic of Azerbaijan.

In February 2021, the governance of the Company was transferred from the Ministry of Finance to
the Azerbaijan Investment Holding (wholly owned by the government) pursuant to the order signed
by the President of the Republic of Azerbaijan.

“Azerbaijan Airlines” CISC has two subsidiaries — Nakhchivan International Airport and National
Aviation Academy, collectively the “Group”.

Company name Registered address Principal activity 2020 2019
E002, Nakhchivan AZ6725,

Nakchivan International Airport Azerbaijan Airport 100% 100%
AZ1045, Baku, Khazar, Educational

National Aviation Academy Mardakan, 30, Azerbaijan Centre 100% 100%

Subsequent to the year ended 31 December 2020, Cabinet of Ministers of the Republic of
Azerbaijan issued a resolution on 23 June 2021 ordering spin-off of Nakhchivan International
Airport as part of structure of the Group and transferring the control to the Cabinet of Ministers of
the Autonomous Republic of Nakhchivan, effective from 1 July 2021. The carrying value of total
assets of the subsidiary as at 31 December 2020 was AZN 94,195. The transfer is accounted for at
cost as the transaction is between parties under common control.

The registered office of the Company is 11 Azadlyg Avenue, Baku, AZ1000, Azerbaijan.

The Group’s principal activities comprise:

° Commercial air transportation, which includes passenger and cargo services;

° Air navigation services — provision of air navigation services for overflights and on routes,
meteorological services provided in the territory of the Republic of Azerbaijan;

e Aircraft refueling services — refueling services provided to local and foreign passenger and
cargo airline companies flying to the Republic of Azerbaijan;

° Operation of airport terminals and infrastructure, and provisioning of aviation security
services in the airports of the Republic of Azerbaijan;

° Other related activities.

The laws of the Republic of Azerbaijan determine the Group to be a natural monopoly and a sole
provider for airport operations, runways and structures, as well as passenger aviation. The main
objective of the Group is development and improvement of civil aviation in Azerbaijan.

The consolidated financial statements were authorised for issue on 11 January 2022 by
the Supervisory Board and management of the Group.
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