



To agenda item 1

Opinion of the Audit Committee of the Board of Directors of JSC CenterTelecom on the report of the internal Audit Commission of Joint-Stock Central Telecommunication Company on the  results of the audit of financial and business activities of the Company,  annual financial statements of the Company and verification of data contained in the annual report and annual financial statements of the Company for 2004.

1. Having reviewed the report of the internal Audit Commission of Joint-Stock Central Telecommunication Company on the results of the audit of financial and business activities of the Company, annual financial statements of the Company and verification of data contained in the annual report and annual financial statements of the Company for 2004 the Audit Committee believes resented statement in item 3 of the report that “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” may mislead shareholders and other users of financial information of the Company.
The Audit Committee draws attention to the fact that in JSC CenterTelecom internal documents governing the procedure of contract conclusion are approved and effective including those regulating arrangements for submitting interested party deals for a review by the Board of Directors, and relevant internal control procedures are implemented; the list of affiliated persons of the Company is maintained as required.

Over the reporting period contracts requiring approvals of the Board of Directors were submitted for a review by its members as prescribed by applicable law and internal documents of the Company. Random unsystematic occurrences of violations of the procedure of decision-making on deals classified as interested party deals, happened in the reporting year, in the Committee opinion, do not provide sufficient grounds to make a conclusion that the corporate governance system and internal control of JSC CenterTelecom are ineffective.

2. The Audit Commission compiled the following list of contracts that failed to follow the procedure of approval by the Board of Directors with respect to interested party deals: 

• contract # 547-02/1966/03-DO of 26.02.03 with OAO Giprosvyaz (signed by M.Pegasov) to the amount of the contract value of 2,39 million rubles (project Expansion of the telecommunications center and multiservice network (MSN) at the exchange in the green belt with area code 095 due to opening of numbering plan for the sixth million of subscribers in area code 095 on MGTS network);

• contract # 414-03/455/03-MF of 06.11.03 with OAO Giprosvyaz (signed by N. Mezhuev) to the amount of the contract value of 14.4 million rubles (project Expansion of the network in Balashikha district of the Moscow region in area code 498); 

• contract # 461-03/454/03-MF of 06.11.03 with OAO Giprosvyaz (signed by N. Mezhuev) to the amount of the contract value of 7.4 million rubles (project Expansion of the network in Dolgoprudny district of the Moscow region in area code 498, including MSN);

• contract # 462-03/457/03-MF of 06.11.03 with OAO Giprosvyaz (signed by N. Mezhuev) to the amount of the contract value of 6.9 million rubles (project Expansion of the network in Korolev of the Moscow region in area code 498); 

• contract # 463-03/443/03-MF of 04.11.03 with OAO Giprosvyaz (signed by N. Mezhuev) to the amount of the contract value of 5.7 million rubles (project Expansion of the network in Mytischi district of the Moscow region in area code 498); 

• contract # 464-03/466/03-MF of 12.11.03 with OAO Giprosvyaz (signed by N. Mezhuev) to the amount of the contract value of 11.5 million rubles (project Expansion of the network in Lyubertsy district of the Moscow region in area code 498);

• contract # 498-03/1035/04-MF of 12.04.04 with OAO Giprosvyaz (signed by N. Mezhuev) to the amount of the contract value of 9.0 million rubles (project Expansion of the network in Khimki district of the Moscow region in area code 498, including MSN);

• contract # 499-03/1041/04-MF of 12.04.04 with OAO Giprosvyaz (signed by N. Mezhuev) to the amount of the contract value of 9.6 million rubles (project Expansion of the network in Odintsovo district of the Moscow region in area code 498); 

• contract # 556-03/1033/04-MF of 12.04.04 with OAO Giprosvyaz (signed by N. Mezhuev) to the amount of the contract value of 9.3 million rubles (project Expansion of the network in Krasnogorsk district of the Moscow region in area code 498); 

• contract # 558-03/1040/04-MF of 12.04.04 with OAO Giprosvyaz (signed by N. Mezhuev) to the amount of the contract value of 6.2 million rubles (project Expansion of the network in Leninski district of the Moscow region in area code 498).

The grounds for these contracts being treated as interested party deals are the fact that both OAO Girposvyaz and JSC CenterTelecom belong to the same group of companies, as both are members of JSC Svyazinvest holding. All these contracts for the development of the construction design of JSC CenterTelecom’s facilities were concluded with OAO Giprosvyaz according to the comprehensive schedule of enabling area codes 498 and 499, the contracts’ subject matter being in keeping with the current investment activities of the Company.

According to the information received by the Audit Committee from executive bodies of the Company violations of the procedure of approval of these deals were revealed also in the course of internal checks in the Company. Upon the results of these checks measures were undertaken to eliminate the revealed violations and prevent occurrences of violations of established procedures of submitting for a review by the Company’s Board of Directors of interested party deals from happening in future.

3. In order to provide shareholders with objective information about financial and business activities of the Company we recommend attaching this opinion of the Audit Committee to the report of the Audit Commission and inclusion of the opinion in the list of materials submitted to the annual general meeting of shareholders.

A. Gribov

Chairman of the Audit Committee

