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To agenda item 1

REPORT of the internal Audit Commission of Joint-Stock Central Telecommunication Company on the results of the audit of the results of financial and business activities of the Company, annual financial statements of the Company and verification of data contained in the annual report 
of the Company and annual financial accounts of the Company for 2004.

April 15, 2005  











Moscow

Based on the Company’s Charter, Regulations on the Audit Commission of Joint-Stock Central Telecommunication Company the internal Audit Commission of JSC CenterTelecom consisting of the following members: 

· I. Prokofieva

· K. Beliaev

· L. Buryanova

· N. Ermolaeva

· A. Kachurin

· A. Kopiev

· K. Frolov

conducted an audit of the accounts for 2004. 

The audit was conducted from April 01 through April 15, 2005 of the following:
· credibility of data contained in the annual report and financial statements for 2003; 

· arrangements for bookkeeping and accounting, and financial reporting for 2004. 

General

Full name of the organization: Joint-Stock Central Telecommunication Company

Abbreviated name: JSC CenterTelecom

Legal address: 23 Proletarskaya street, Khimki, Moscow region, 141400, Russia

Address of the head office: 6 Degtiarny Pereulok, building 2, Moscow, GSP-3, 125993, Russia

Date of the state registration of the Company: July 23, 1997

Principal state registration number: 1025006174710 (as amended and added on November 30, 2002 and March 13, 2003) 
Officers responsible for financial and business activities of the Company in the audited period are:

Mr. R. Amaryan, General Director

Ms. R. Konstantinova, Chief Accountant

The general meeting of shareholders is the supreme governing body of the Company; in between the meetings the highest governing body is the Board of Directors with the Board Chairman as the head. Executive bodies of the Company: the Management Board – a collective collegial executive body, the General Director – the sole person executive body.

The Audit Commission conducted 4 audits. The Commission audited the General Directorate and the following subsidiaries: Vladimirski, Voronezhski and Moscow subsidiaries.

Ревизионной комиссией установлено следующее:

The audit included verification on a selective basis of supporting documents confirming numbers and clarifications contained in the financial statements. 

The Audit Commission conducted an analysis of the financial and business operations in the following areas:

1. Capital construction;

2. Finance management;

3. Corporate governance;

4. Analysis of relations with interconnected operators.

The key findings of the analysis:

1. Key financial ratios are below the sufficient level. For instance, the ratio of current assets to short-term liabilities is 3 to 5. The share of own capital in the Company’s property is 35%. The bulk of the property is the non-current assets (83%). 

	Indicator
	December 31, 2003
	December 31, 2004

	Current liquidity ratio (target value is at least 2)
	0.739
	0.578

	Ratio of the own funds sufficiency (target value is at least 0.1)
	-0.354
	-0.73

	Ratio of recovering (loosing) solvency (target value is over 1)
	0.402
	0.249


Over the audited period the current liquidity ratio had fallen from 0.7 to 0.6 (target value is at least 2) due to growth of short-term liabilities (loans, credit facilities, growth of accounts payable)/

	Indicator
	December 31, 2003
	December 31, 2004

	Sales margin (sales of products, works, services)
	25.09%
	21.08%

	Operating margin (cost efficiency)
	33.49%
	26.7%


Also, sales margin (profitability of sales of products, works, services) which is an indicator of the business efficiency tends to decline over the audited period from 25% to 21%, while operating margin (cost efficiency) was down from 33% to 27%. Meanwhile, starting from the 2nd quarter 2004 a positive trend of the sales margin was observed (up from 18% to 21%) due to growing revenues of the Company.

2. There were several occurrences of non-compliance with rules of closing the deals approval of which is referred to the powers of the Board of Directors according to the Charter (valued at from 0.4% to 25% of the book value of the Company’s assets) on raising debt funds by splitting the total deals into several parts.

3. The corporate governance arrangements related to presenting third party deals for a review by the Board of Directors do not ensure compliance with effective legislation and internal regulations.

4. Investment planning in the Company does not ensure efficient utilization of investment resources. The Company executive body includes in the plan items without approved design and finance documentation, having undervalued cost of construction works, item where agreements with general contractors are not reached, thus resulting in substantial adjustments of the initial budgets. And when budgets are adjusted some items are excluded from the plan, though capex was spent on them over the year.

5. Significant drawbacks of the arrangements and terms and conditions of relations with interconnected operators, found during the audit, reduce the ability to enhance revenues for the Company’s budget.

It was found in the course of the audit that the Company is governed in its business and financial operations by provisions of the Civil Code of the Russian Federation, Tax Code and other legislative acts of the Russian Federation.  

The financial accounts are prepared based on requirements of Federal Law # 129-FZ On accounting of November 11, 1996 (as subsequently amended and changed), Rules of bookkeeping, accounting and reporting, approved by Order of the Ministry of Finance of the RF #34n of July 29, 1998 (as amended and changed), Order of the Ministry of Finance of the RF #43n of July 6, 1999 On approval of the rules of bookkeeping Accounting of organizations (PBU4/99), Order of the Ministry of Finance of the RF #67n of July 22, 2003 On forms of accounts of organizations.
Breaches found by the Audit Commission do not affect the arrangements of bookkeeping and accounting and preparation of financial reports, and consequently, do not affect their true nature.

Conclusion

In the opinion of the Audit Commission members on the results of the audit of financial and business activities of JSC CenterTelecom in 2004 and annual financial statements of JSC CenterTelecom for 2004, the financial statements and accounts are prepared in such a manner as to ensure a true and fair view of assets and liabilities of the Company as on December 31, 2004 based on provisions of the Federal Law # 129-FZ of November 21, 1996 On accounting, and regulations of the Ministry of Finance of the RF (Orders #34n of July 29, 1998 (as amended and changed), # 43n of July 6, 1999 and #67n of July 22, 2003).
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