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OJSC North-West telecom is the largest telecommunications operator in the North-Western Russia and the fourth largest in the country providing a complete range of fixed-line telephone services.

Company Overview
On November 1, 2002, OJSC North-West Telecom completed the merger with regional telecom operators and now satisfies the needs of its customers through nine branches in the North-West region:
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Petersburg Telephone Network (St. Petersburg);

· Artelecom of Arkhangelsk Region (Arkhangelsk region);

· Murmanelektrosvyaz (Murmansk region);

· Novgorodtelecom (Novgorod region);

· Cherepovetselektrosvyaz (Cherepovets);

· Elektrosvyaz of Vologda Region (Vologda region);

· Elektrosvyaz of Kaliningrad Region (Kaliningrad region);

· Elektrosvyaz of Pskov Region (Pskov region);

· Electrosvyaz of the Republic of Karelia (Republic of Karelia).


The primary provider of fixed-line telephony to nearly 12 million people in the North-West region, one of Russia’s most urbanized territories.

The leading telephone network in the North-West of Russia in terms of installed lines (3.6 million) and lines in service (3.4 million).

Large provider of non-ILEC services (data, Internet and integrated digital solutions) to residential and corporate customers in the region.
Mission Statement

To provide a full range of telecommunications services to the residents, businesses and government institutions of St. Petersburg and the North-West region of Russia through cooperation with local and federal authorities and by using latest technologies and skills of the qualified staff, acquired through many years of experience, in order to maintain a leading position among the telecommunications services operators in the country.
Strategy for Value Creation

Sustained market leadership

Sustained improvement of quality of our telecommunications services through on-going network infrastructure development and equipment modernization.
Better margins and revenue growth

Continued satisfaction of the growing market demand through expanded offerings of value-added services and the pursuit of high margin business opportunities, thus realizing the company’s main goal of increasing shareholder value.
Financial and Operating Highlights
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Revenues breakdown by services


	
	1H 2003
	2H 2002
	1H 2002

	
	Financial data, RUR thousands

	
	Revenues
	5,651,258
	5,393,094
	4,698,747

	
	Operating profit
	1,483,202
	1,402,493 
	1,245,980

	
	Net income 
	644,701
	65,430 
	261,834

	
	Earnings per common share, RUR
	0.79
	0.08
	0.32

	
	Capital expenditures
	610,210
	1,318,473
	424,497

	
	Total assets(1)
	15,671,668
	14,938,041
	14,044,488

	
	Property, plant and equipment(1)
	11,517,138
	10,953,003
	10,572,164

	
	Interest bearing debt net of cash(1)
	1,640,750
	1,581,619
	1,695,737

	
	Shareholders' equity(1)
	11,441,526
	10,873,684
	10,722,163
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Lines installed by branch
	Financial ratios, %

	
	Capex/Revenue
	10.8 
	24.4 
	9.0 

	
	ROA (Net income/Total assets)
	4.2
	0.5
	1.8

	
	ROE (Net income/Equity)
	5.8
	0.6
	2.4

	
	Equity ratio (Equity/Total assets) (1)
	73.0
	72.8
	76.3

	
	Gross gearing (Interest bearing debt/Equity) (1)
	12.6
	12.9
	13.4

	
	Operational figures

	
	Lines installed, thousands
	3,626
	3,612
	3,487

	
	Lines in service, thousands
	3,428
	3,399
	3,391

	
	Number of telephones, thousands
	3,382
	3,345
	3,237

	
	Telephone density (per 100 residents)
	31.0
	30.6
	29.8

	
	Level of digitalization, %
	43.5
	37.0
	35.2
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Revenues and network sructure by customer
	Domestic long-distance traffic, thousand min
	584,722
	558,066
	505,929

	
	International long-distance traffic, thousand min
	83,509
	76,823
	68,498

	
	DLD traffic per line, min
	172.0
	164.6
	155.3

	
	ILD traffic per line, min
	24.6
	22.7
	21.0

	
	Productivity ratios

	
	Revenue per line, RUR
	1,655
	1,588
	1,413

	
	Revenue per employee, RUR
	191,302
	179,530
	154,911

	
	Number of lines per employee, lines
	116
	113
	110

	
	(1) At the end of 1H 2003 and 2H 2002 reporting periods, and at the beginning of the 1H 2002 reporting period.


Key Events

	January
	Shares originally issued during the reorganization and registered in December 2002 were made available for trading at the RTS Exchange and at the Saint Petersburg Stock Exchange.

	
	Ministry for Anti-Monopoly Policy and Support of Entrepreneurship (MAP) cancelled the provision which obliged fixed line operators to separate services not regulated by State Communications Commission (cellular services, Internet, etc.) from the regulated services (local and long-distance telephony).

	February
	OJSC North-West Telecom took part in the 10th Telecommunications Exhibition Norvecom 2003 and has won a “North-West Telecommunications” award. It was also named the best among fixed-line operators nominated for “XXI Century Telecommunications Solution” for its Jazz-Telecom project.

	March
	The Company’s financial statements for the period of 1999-2001 in accordance with the international accounting standards were made available by the decision of the Board of Directors of North-West Telecom.

	
	Standard & Poor's raised its long-term credit rating of North-West Telecom from CCC to B-, the outlook being stable, and upgraded the National Scale credit rating for Company’s bonds from ruBB to ruBBB, the outlook stable. 

	April
	North-West Telecom has announced the construction of a new telephone exchange in St. Petersburg based on the Siemens EWSD equipment as part of the joint project with Siemens AG. The EWSD exchange will have a total capacity of 40,000 ports that will allow the Company to put in service 17,500 new telephone lines.

	
	North-West Telecom has made the third coupon payment to holders of registered interest-bearing bonds (issue registration number 4-01-00119-А) on April 10th. The coupon payment totaled more than RUR 27 million and has been made on time and in full with CJSC Telecombank acting as the paying agent.

	
	North-West Telecom participated in the Berlin exhibition entitled “The 300th Anniversary of St. Petersburg: Russia Open to the World.”

	May
	North-West Telecom introduced 25 public Web-phones in time for the celebration of 300th anniversary of St. Petersburg.

	
	The International Finance Corporation (IFC) approved North-West Telecom as a pilot company for its «Corporate Governance in Russia» project.

	
	The Board of Directors approved plans for the merger with OJSC Lensvyaz and OJSC Svyaz of the Republic of Komi.

	June
	North-West Telecom held an Annual General Meeting of Shareholders on June 23rd, which approved new Company’s charter and elected a new Board of Directors.

	
	The Board of Directors of North-West Telecom decided to place a second issue of bonds with a nominal value of RUR 1,000 (one thousand), amounting to RUR 1,500,000,000 (one billion five hundred million).


Industry Performance

	The expanding Russian telecommunications market continue to outpace other industries
	The traditional telecom operators in Russia, such as the companies in the Svyazinvest group, Bashinformsvyaz, Kazanskaya GTS and some others, have doubled their rates of telephone station construction. In the first half of 2003, almost 700 thousand new phone lines have been made ready for exploitation of which 617 thousand were in urban areas translating into a 43% increase from the 1H 2002. When compared to their European counterparts, whose subscriber numbers are in a continuous downfall, the domestic fixed-line telecoms are expected to enjoy a healthy demand from the population in the years to come – 5 million are still waiting to be connected, according to the data from the Ministry of Telecommunications. Investments into the sector totaled 14 billion RUR in 1H 2003, a 34% increase from the same period of the last year, and revenues reached 81.6 billion RUR, a 39% increase from the 1H 2002. During 2003, traditional operators are expected to increase their revenue to more than 161 billion RUR (a 110% increase from 2002) and the number of new phone lines is expected to reach 1,600 thousand (a 13% increase from prior period).

	The consolidation of the companies in the Svyazinvest group
	There were 7 centers selected for regional consolidation in Russia – Center Telecom, Volga Telecom, South Telecom, North-West Telecom, Siberia Telecom, South-East Telecom and Uralsvyazinform (see map below):

After the restructuring process resulting in the consolidation of Svyazinvest telecommunications assets in the seven federal regions, the newly formed companies benefited from the strengthening of their market positions in the first half of 2003. The companies’ shares became more liquid leading to increased interest from investors, which, in turn, led to higher market capitalization. The consolidated companies can now have a better-defined investment policy and they are able to attract funds easier and cheaper. The creation of potential synergies has helped companies maximize their operational and financial performance by streamlining operations, reducing costs, improving service quality and rebalancing tariffs.[image: image17.emf]Workers and 
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 The consolidated operators can now realize large-scale projects that require significant capital expenditures that were not possible in their former fractured state of being. The companies have also begun to purchase equipment on a single source basis, thus allowing to create uniform equipment standards and to lower costs by increasing bargaining power. New marketing opportunities have been made available, especially in the development and advertising of recognizable trademarks.
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	Mobile and new services – key growth poles on the market
	The most sizable market growth was experienced in mobile and new services markets. In 1H 2003, these segments demonstrate 87% and 110% growth, respectively, as compared to 1H 2002. The third fast growing segment of the market was fixed local telephony, which advanced due to several tariffs increases, approved by the state authorities for services of the state controlled ILECs.

	Wireless operators expand into the regions boosting regional telecommunications markets
	Companies in the wireless telecommunications market led by the Big Three (Mobile TeleSystems, Vimpelcom and Megafon) have continued to increase their subscriber base – 40%-45% growth for the first six months of 2003. Although the average revenue per user (ARPU) has been declining due to the increasing competition and more business savvy consumers, the wireless operators have adopted the strategy of regional expansion through mergers and acquisitions as the means of continuing to boost their revenues. During the first half of 2003, the number of subscribers grew from 18 million at the beginning of the year to 25.13 million, according to ACM-Consulting. The number one spot was occupied by MTS with 11.49 million subscribers of which 4.14 million lived in the Moscow license area. Vimpelcom had 7.46 million subscribers with 4.44 million in the Moscow area. Megafon had 4.26 million subscribers of which only 440.3 thousand were in Moscow. The analysts at ACM-Consulting are quoting the penetration of mobile telephony in Russia to be 17.2% in the regions (11% excluding St. Petersburg), 60.4% in Moscow and 42% in St. Petersburg. The projected figures for the end of 2003 indicate that the number of subscribers will reach 31.8 million users with the penetration of 22.2%.

	New tariff methodology to insure fair competition with cellular operators and better margins
	The Ministry for Anti-Monopoly Policy and Support of Entrepreneurship (MAP) is the governing body in charge of regulating the tariffs on local and long-distance services offered by the traditional regional operators. The creation of a centralized policy on tariffs has led to better transparency and control over the prices to subscribers. MAP has increased the tariffs on local services by approximately 25% as of July 1, 2003. But the need for higher tariffs on local calls continues to exist as such increase would insure better margins for the local operators from their local services and provide investments in the modernization and expansion of their infrastructure. This, in turn, will help them compete with alternative operators.


business overview

Principal Markets and Competitive Position

	A strong position nationwide
	North-West Telecom is the fourth largest enlarged wire-line telecommunications operator in Russia. The Company is servicing nearly 10% of the Russian fixed-line telephone users.

	Dominant position in the principal marketplace
	North-West Telecom is the largest PSTN operator in the North-West Federal District (NWFD) of the Russian Federation, operating in the area with population approaching 12 million people. After the merger with regional PSTN operators in 2002, North-West Telecom provides services in nine large areas of the Russian Federation: St. Petersburg, Arkhangelsk region, Murmansk region, Kaliningrad region, Nenets Autonomous region, Novgorod region, Pskov region, the Republic of Karelia and Vologda region.

	
	North-West telecom franchise

	
	 [image: image1.emf] 



	Wide coverage and profound service portfolio is a key to success
	The Company’s main competitive advantages include the large coverage area, diversified customer base and the wide range of services provided. The dispersed networks deeply penetrate all cities, towns and majority of rural area markets, thus maximizing the reach to potential customers. More than 3.4 million lines in use allow holding approximately 90% subscriber-based share of the market for fixed-line voice telephony.
The core of the service package consists of all traditional telecommunications services, including voice local and long-distance (domestic and international) telephone services to residential, corporate and budget clients and carrier-to-carrier services. However, to improve it’s competitive position and to better satisfy customer needs through the portfolio expansion, North-West Telecom introduces and promotes an extensive array of new value-added telecommunications services. Company’s non-ILEC operations include data transmission, ISDN integrated services, dial-up and high speed Internet access, and a range of Internet-based services such as VoIP, Intellectual networks, web-hosting, etc. Combination of well-established packages with new value-added services allows North-West Telecom to remain the number one provider in the fixed-voice call market despite the increased competition from alternative operators. The Company also provides its clients with other well-established additional services, including telegraph services, radio and TV broadcasting, cellular services, etc. 

	A sound showing in the local TMT market 
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	Despite the absence in two regions on North-West Federal District, Republic of Komi and Leningrad Oblast, the Company holds prevailing positions in the traditional segments of overall District’s telecommunications market. In the regions of presence, the Company’s share in local and long-distance communications could exceed 90%. Development of new value-added services in such segments as dedicated Internet access and packaged communications solutions for small and large businesses helped North West Telecom acquire solid positions in the fast growing Internet services segment, which is virtually occupied by competitors.

	Prospects for revenue growth due to charges leveling-off
	The residential segment provides 58% of the revenues, with more than 85% of the active lines falling in this customer category. On the other hand, 10% on the network used by corporate clients generates 34% of the revenues. The reason for this disparity is cross-subsidization between residential and commercial tariffs, significant promotional and permanent discounts to private subscribers and the strict tariff regulations imposed on the North-West Telecom’s core business activities.
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	If compared to 1H 2002 and 2H 2002, the revenue structure remains practically unchanged. However, the ongoing tariff reform and an anticipated introduction of per-minute billing could diminish the difference between the key customer groups while increasing inflow from private clients. The promotion of new value-added services that can be tailored to residential customers’ needs, such as VoIP and Internet services, should provide for further increase of revenue streams from households. 

	
	

	North-West Telecom’s market share by region in 1H 2003, % and USD millions

	Regions of presence
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	St. Petersburg
	21%
	

	Kaliningrad region
	42%
	

	Arkhangelsk region
	70%
	

	Murmansk region
	77%
	

	Vologda region(1)
	81%
	

	Republic of Karelia
	73%
	

	Novgorod region
	73%
	

	Pskov region
	57%
	

	Potential markets(2)
	
	

	Republic of Komi
	86%
	

	Leningrad Oblast
	91%
	

	(1) An aggregate of two branches operating in the Vologda region –  Electrosvyaz of the Vologda region and Cherepovetselectrosvyaz 

(2) Following the prospective merger with incumbent wire-line operators OJSC Svyaz of the Republic of Komi and OJSC Lensvyaz

	
	The center of North-West Telecommunications market is St. Petersburg, with almost 70% of the total regional volume. Due to high concentration of sophisticated customers and telecom operators, the market is very competitive. Currently, North‑West Telecom holds 21% of the total wire and wireless services markets in the city. However, cellular companies occupied 56% of St. Petersburg telecom market in 1H 2003. Thus, on the wire segment only, North-West Telecom holds almost 49%, even while facing tough competition from significant number of alternative operators.

The other regional telecom markets are characterized by weaker rivalry, with less alternative operators ready to invest in dispersed modern infrastructure outside the city of St. Petersburg, and moderate presence of cellular operators. Benefiting from its strong competitive advantages, North-West Telecom holds up to 81% of the respective markets. 

	On-going consolidation to reinforce Company’s position
	To further expand it’s present market strength across the North-West supra-region, North-West Telecom plans to merge with OJSC Svyaz of the Republic of Komi and OJSC Lensvyaz, both being fixed-line incumbent operators holding notable 86% and 91% of their respective markets. The merged Company will improve its competitive position in the North-West market and become the second ILEC in Russia. 

	
	
	Lines installed
	Revenues, 1H 2003
	Area population

	
	Lensvyaz
	428 thousand
	20.9 USD million
	1,649 thousand

	
	Svyaz of the Republic of Komi
	281 thousand
	19.6 USD million
	1,117 thousand


Business Operations Review

	
	North-West Telecom provides inclusive range of wire‑line telecommunications services to residential, corporate and government clients in the North-West of Russia. The basic service package includes local telephone services, domestic (DLD) and international long-distance (ILD) communications. Additionally, the Company offers selected carrier-to-carrier services such as leased lines and interconnections. Basic services accounted for 90% of the total North-West Telecom revenues in 1H 2003.

To improve it’s market position, North-West Telecom actively enters into the new telecommunications services segments. The newly introduced services include dial‑up and broadband Internet access, data transmission, IP-telephony, ISDN services and other. 

	Local Telephony

Network modernization speeding up
	North-West Telecom installed network capacity totaled 3,626 thousand lines as of 1H 2003, up 0.4% from the end of 2002, and increase of 4% from the end of 1H 2002. The lines in service followed the similar dynamics, showing 0.9% and 1.1% increase respectfully. The net growth of both installed and in service network capacity was moderate, as most investment resources were directed to modernization and upgrading of the existing loops. Consequently, the quality of the network experienced notable improvement and the digitalization level reached 43.5%, up by 6.5% p.p. during the first half-year.

	
	Selected operating figures, local telephony

	
	
	1H 2003
	2H 2002
	1H 2002

	
	Lines installed, thousands
	3,626
	3,612
	3,487

	
	Lines in service, thousands
	3,428
	3,399
	3,391

	
	Number of telephones switched, thousands
	3,382
	3,345
	3,237

	
	Tele-density, telephones switched per 100 residents
	31.0
	30.6
	29.8

	
	Digitalization, %
	43.5
	37.0
	35.2

	
	Among the key development trends in the local telephony segment is a planned introduction of the time-based tariff system. Up to 90% of North-West Telecom network is equipped with relevant hardware and software for the per-minute traffic billing. At the moment, the implementation of the system depends on the determination by MAP, which is considering North-West Telecom’s time-based payment system.   

	Domestic Long-Distance (DLD) and International Long-Distance (ILD)
	North-West Telecom is the largest provider of long-distance telecommunications services in the North-West Russia. DLD and ILD services are provided under an agreement with Rostelecom, the national long-distance operator, which offers wholesale services to other telecom carriers. All domestic international traffic outgoing from the region is channeled through the Rostelecom network. Intra-regional traffic in the North-West is directed mostly through North-West Telecom’s own backbone network, however additional channels are leased from Rostelecom to eliminate potential bottlenecks.

	Long-distance traffic continues to grow both domestically and internationally
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	Both domestic and international long-distance traffic demonstrated a substantial growth in 1H 2003. DLD traffic increased by 16% while ILD traffic showed an improvement of 22% as compared to 1H 2002, and 5% and 9% respectively as compared to previous half year. These statistics show a continuous increase of the international long-distance usage as a percentage of total long-distance traffic. The constant improvement of both domestic and international long-distance traffic demonstrates that despite growing competition from the VoIP services (provided by ISP and alternative telecoms operators) North-West Telecom maintains and even enhances its markets positions on the long-distance calls segment due to favorable service price to quality ratio.

Following the increasing demand for DLD and ILD calls, North-West Telecom plans to expand its backbone network through increase in intra-regional and out-going long-distance communications channels.

	Carrier-to-carrier services
	As a sole traditional telecommunications operator in the region, the Company provides CLECs with the technical capability to switch to PSTN, as well as with backbone channel leases. North West Telecom leases excess capacity (telephone lines, interconnect circuits, cable ducts, etc.) to CLECs, Internet providers and mobile businesses that have difficulty in building or expanding their own infrastructure. These carrier-to-carrier services allow the Company to leverage investments in the network through its effective utilization and create a sizable revenue stream. Revenues from leasing and interconnect agreements represent almost 8% of total sales.

	New Services
	In order to stay abreast with competition North-West Telecom is currently concentrating its efforts on developing and promoting value-added telecom services. Most of the markets for the new services are currently undergoing an explosive growth (IP telephony, Internet access, broadband solutions, etc). The Company is focusing on enlargement of its position in these promising segments. The investments into new services development almost quintupled in 1H 2003 as compared to corresponding period in the previous year. These expenditures are already beginning to show the appreciable effect.

	Internet access services
	The Internet traffic volume generated by Company’s clients is constantly growing: it showed a 79% upsurge in 1H 2003 compared to the corresponding period last year. At the same time, the Internet services revenues almost doubled reaching 165 RUR million, with their share in total revenues increasing from 1.8% to 3%. 
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	IP telephony
	1H 2003 saw the active expansion of the North-West Telecom in the VoIP market. Six out of eight North-West Telecom branches introduced VoIP services so far. The revenues from the IP telephony services demonstrated explosive growth, surging to 54 times the level of 1H 2002 revenues. Although the current share of VoIP in total revenues is diminutive (0.1%), the growth dynamic confirms the expectations of the forthcoming lucrative market. 

	Data transmission services
	Advanced optic fiber data network provides the Company with an opportunity to offer wide range of data transmission services. North-West Telecom clients lease SDH-based lines with transmission speeds of up to 2 Mbps, allowing the arrangement of effective LAN-to-LAN connections and access to Internet service platform. Frame relay solutions are in high demand by corporate clients: the number of FR end-users terminals in 1H 2003 increased by 76% compared to 1H 2002. The number of X25 protocol end-users terminals progressed by 15% during the same period with 273 large clients (mostly banks) utilizing X25 solutions to connect remote terminals. The data transmissions portfolio also includes ISDN services with nearly 1,260 clients using this technology.

Among the key investment priorities of the Company is the creation of the multi service network which will serve as a base for introducing new data services, such as transmission of the a mixture of media, voice and data traffic, Intellectual networks, etc.

	Other Services
	North-West Telecom also offers services inherited from the Soviet era, when the Company’s branches were the only providers of telecommunications services in the region. The range of these services include telegraph, Altai trunking communications, ISKRA-2 business network, a network of public pay phones, radio and TV broadcasting, information services, etc. Cellular services were formerly considered an important business, however, it requires significant investments in order to compete with market leaders, therefore it was decided to focus on core fixed-line segment and divest existing mobile projects.

	Telegraph services


	The demand for telegraph services is decreasing due to strong competition from alternative technologies such as telematic services, VoIP and wireless data transmission. The most intensive substitution of the telegraph services takes place in cities and towns where considerable portion of population has access to new technologies. However, in certain areas, especially in remote rural districts, telegraph services remain the dominant means of communication, thus insuring the stable demand.

	Altai trunking communications
	Altai is the trademark for the UHF trunking communications by North-West Telecom. The competition with more advanced cellular services left trunking industry without development prospects. However, the demand from certain groups of customers such as government agencies and emergency services remains strong. The number of Altai users decreased by 2% during the 1H 2003 and stood at 1982 at the end of the period.

	ISKRA-2 business network
	North-West Telecom is an exclusive provider of the ISKRA-2 service in the North‑West of Russia. ISKRA-2 is a nationwide telephone network, which was designed in the Soviet era especially for government establishments, intelligence services, etc. to offer high level of security and reliability. The current distinctive features include connection through a 5-digit number system and absence of the per-minute billing system for DLD calls. North-West Telecom has 289 users of the ISKRA-2 network.

	Pay phones offering traditional and multimedia services
	North-West Telecom owns a widely available pay phone network, which is covering all the areas of the Company’s operations. Nearly half of the installed terminals offer both local and long-distance calls via telephone cards. The newly offered feature is multimedia terminals that provide Internet access and support e-mail and SMS text messages. 

	Cellular services
	Cellular services are provided by Artelecom, an operating branch in the Arkhangelsk region, and through directly held companies. Existing NMT networks are not cost effective and require solid modernization. Mobile communications are considered a non-core activity and will be sold in the future. 

	
	Company / Branch
	Network standard
	Equity stake held, %
	Number of subscribers, 1H 2003

	
	Artelecom
	NMT 450
	Operating branch
	6,100

	
	Delta Telecom
	NMT 450 / IMT-MC 450
	43.12
	80,000 / 20,000

	
	Vologda Cellular Communications
	NMT 450
	60.00
	700

	
	Kaliningrad Mobile Networks
	NMT 450
	33.50
	1,500

	
	Tele-Nord
	NMT 450
	25.00
	3,000

	Paging, broadcasting and information services
	North-West Telecom also delivers a range of other services, including paging, radio and TV broadcasting and information services. In selected regions the Company operates wide wire radio broadcasting networks and offers TV retransmission services. These activities accounted for 1.6% of the total revenues in 1H 2003.


Investments in Network and Services

	Capital expenditures 

	North-West Telecom has spent RUR 610,210 thousand on capital expenditures during the fist six months of 2003. The capital expenditures dropped by 54% compared to 2H 2002 and increased by 43% as compared to 1H 2002. Approximately 70% of the capital expenditures were spent on local services and 9% on perspective new telecommunications services. The PTN branch made up 36% of total capital expenditures followed by the branch in the Republic of Karelia with 19% of total capital expenditures. 

	
	Investments breakdown, 1H 2003
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	Network capacity expansion

	The net network capacity increase accounted for 13.9 thousand lines installed and 29 thousand lines in service during the period. These improvements allow for slight increase in telephones switched per 100 inhabitants from 30.65 by the end of 2002 to 31 by the end of 1H 2003.

The key focus in the investment strategy is the core services sector – local telephony (accounted for 70% of the total capital expenditures). The digitalization level increased from 37% to 43.5% as a result of network upgrades and installation of the modern equipment.

	
	Capital investment by category, (%)
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	New services – new point of attention
	New services sector is considered a most important development direction. That is why the share of capital expenditures into new services expanded almost fivefold. Among the most significant projects is the construction of multi service ATM/FR network in St. Petersburg. 

It is planned to activate the investment program in the 2H 2003 and expected total capital expenditures in 2003 amounts RUR 3,000 million, up 72% of the 2002-year level. The key focus will be put on further replacement of obsolete analog and coordinate automatic telephone exchanges (ATE) with modern digital ATEs with ultimate goal of reaching 100% digitalization of the network. New services development will be the second important direction for funds allocation.


Human Resources

	Continuous work on staff optimization 
	As of June 30, 2003 the Company’s personnel totaled 29,911, reduced by 2% as compared to the beginning of the year. The decrease in staff reflects the strategy of optimization of the personnel costs and elimination of the doubling positions in the restructured company.

The General Directorate, the core management department, has been filled up with qualified staff. As of the end of 1H 2003 it had 169 employees (71 were in management and 98 employed as specialists), which is a 67% increase from 101 employees in the beginning of the year. 
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	Higher salaries than the regional averages 
	The average monthly salary of the Company’s employees increased by almost 30% in 1H 2003 as compared to 1H 2002, and reached 7,095 RUR, which considerably outperformed the average salary growth in the region. The branches still follow their own motivation schemes, and salary and wages growth varies among branches from 14% to 48%. However, with the introduction of the unified corporate motivation system in 2004, the remuneration differences among regional branches will diminish.

At the moment, in addition to the flat monthly salaries and wages, a bonus system is established to reward the efforts and achievements of the personnel. The bonuses are based on not only each employee’s performance, but also on the general Company’s performance. 

	
	

	Unification of motivation system
	A “Collective Agreement of North-West Telecom”, which was prepared and approved in the course of 2003 for the 2004-2005 period, sets forth the payment principles and labor motivation for the company as a whole. Uniform pay system will help better motivate the personnel in achieving their common goal – providing high‑quality services to the customers of the North-West Federal District.

	Compensation package and healthcare
	The Company tries to make employment more attractive for the specialists not only by salaries increases. During 1H 2003, 24,064 thousand RUR were spent by the Company to assure safety and comfort of workplace. 

The employee compensation packages have also been improved by adding an allowance for certain regional branch differences. The typical package includes the basic salary (paid in parts twice a month), additional payments, monthly premiums, performance-related bonuses and tutoring compensation. The Company’s social package includes medical insurance, a corporate medical center and resort complex. Employees working in hazardous conditions are entitled to additional vacations and shorter working hours. All employees are also entitled to supplemental pension benefits funded through the Telecom Soyuz private pension fund.

	NWT employees are offered all the available means for professional growth
	Given the competitive nature and the growth rates of the Russian telecommunications market, the Company does its outmost to offer the means for having the best-trained employees by providing various opportunities to develop their professional skills and improve their qualifications. During the first half of 2003, some 3,183 members of the North-West Telecom team took part in retraining (268 employees) and professional development programs (2,915 employees) at the Company’s own training centers or the country’s leading universities. The total amount invested in human resources development was over RUR 21 million (RUR 19,785 thousand for professional development and RUR 1,256 thousand for the retraining programs).


Corporate governance

	The three main governing bodies of North-West Telecom
	Corporate governance at North-West Telecom is the responsibility of the Board of Directors, the Company’s General Director and the Managing Board. The general aim of the governance structures is protection of shareholders’ rights and effective corporate management.

The Board of Directors’ main goal is creation of shareholder value, development of best-suited corporate strategies and securing adherence to the conventional principles of corporate governance.

The General Director is responsible for managing the Company’s on-going operations and implementing business objectives in accordance with relevant rules and regulations, the Company’s Charter and instructions issued by the Shareholders’ Meeting and the Board of Directors. The Managing Board assists the General Director in running the Company. 

North‑West Telecom’s administration is overseen by the Company’s Auditing Commission, which exercises the internal control function.

	Four committees to assist the Board of Directors
	Since July 2002, there are four committees aiding the Board of Directors in carrying out its duties: the Reporting and Compensations Committee, the Corporate Finance and Investment Committee, the Budget Committee and the Corporate Governance Committee. The Committees’ Provisions (Board Committee Regulations), approved by the Board of Directors, set forth specific objectives and duties for each Committee and regulate their appointment, membership, meetings and other procedure-related issues. 

The Reporting and Compensations Committee (RCC) oversees the completeness and accuracy of the Company’s financial accounts as well as the objectivity and scope of internal and external audits as performed by the Independent Auditor and the Company’s Auditing Commission. The RCC is also responsible for making recommendations on the incentive system and the size of remuneration to members of the Board of Directors, the Managing Board, the General Director and the Company’s senior executives.

The Corporate Finance and Investment Committee (CFIC) reviews issues relating to finance, investment and capital assets and makes recommendations to the Board of Directors on financial, procurement and risk management policies, major investments in projects or businesses and their funding.

The Budget Committee (BC) reviews financial planning, budgets and budget execution and assists the Board of Directors in the development of budgeting systems and the organization of financial controls.

The Corporate Governance Committee (CGC) reviews and makes recommendations to the Board on the development and implementation of principles of sound corporate governance within the Company, investor relations and communications with shareholders.

	Improving the corporate governance
	The Extraordinary Meeting of Shareholders on February 14, 2003, elected an enlarged Board of Directors. The number of members of the BoD increased from 9 to 11. The move was made after the merger to provide minority shareholders and other shareholders with a better chance of having their interests represented on the Board.  

The Company continued to work on improvements of the internal procedures and shareholders’ control over major decisions and policies. The Meeting of Shareholders introduced a new set of provisions: Provisions on the Board of Directors and Provisions on the Executive Board which more clearly define the executive procedures and make the remuneration system more transparent.

In February 2003, the BoD approved the Provisions on Major Interested Parties Transactions, which tightened regulation of major transactions at North-West Telecom. The minimum requirement for a transaction to be approved by the Board of Directors is set at 0.75% of the Company’s book value. The Annual General Meeting of Shareholders on June 23, 2003, approved the Provisions on the General Meeting of Shareholders, with the aim to make the corporate governance procedures in line with recent changes in national corporate law and to enhance shareholders’ rights. 


Board of Directors

	Changes in the BoD
	Pursuant to the Company’s Charter, the Board of Directors consists of eleven members elected by a shareholders’ meeting through cumulative voting. First time 11 members were elected to the Board by Extraordinary Shareholders’ Meeting in February 2003. The key change was increase in number of independent directors from 3 to 5.

On June 23, 2003, the Annual General Meeting of Shareholders elected a new Board of Directors of North-West Telecom, consisting of 4 representatives of the Company’s major shareholder, former and current General Director and 5 independent directors.

Ten directors were re-elected from the original Board elected in February: Valery Yashin, Dmitry Levkovsky, Sergey Soldatenkov, Irina Ragozina, Yury Bilibin, Vadim Belov, Alexander Sysoyev, Alexander Gogol, Alexander Ikonnikov and Ivan Rodionov. Stefan Bendgamin Winkening left and Oleg Lebedinets joined the Board of Directors.

	Non-executive directors

	Valery N. Yashin

Chairman of the Board
	Member of the Board of Directors since 1994 and Chairman of the Board since June 2002. From 1999 up to the present, he has been General Director and Head of the Managing Board of OJSC Svyazinvest. Between 1993 and 1999, Valery Yashin held the position of General Director of OJSC Petersburg Telephone Network. He owns a 0.172% share in the charter capital of OJSC North-West Telecom.

	Sergey V. Soldatenkov
	General Director of OJSC Megafon from April 2003. Member of the Company’s Board of Directors since 1999. From 1999 to 2002 Sergey Soldatenkov held the position of General Director of North-West Telecom. Until 1999, Sergey Soldatenkov was First Deputy General Director - Commercial Director of OJSC Petersburg Telephone Network. He owns a 0.0024% share in North-West Telecom’s charter capital.

	Irina M. Ragozina
	Member of the Board of Directors since 1996. From 1999 to the present, Irina Ragozina has held the position of Director of the Corporate Governance Department of OJSC Svyazinvest. She does not own a participatory share in the Company’s charter capital.

	Yuri A. Bilibin
	Yuri Bilibin was first elected to the Board of Directors in 2000. From 2000, he has held the position of Assistant Deputy Director of OJSC Svyazinvest. He does not own a participatory share in the Company’s charter capital.

	Vadim E. Belov
	Since 2000, he has been serving as a member of the Executive Board of OJSC Svyazinvest. From 1999 to the present, he has been Deputy General Director of OJSC Svyazinvest. From 1998 to 1999, he held the position of Managing Director of the Moscow office of SPK Capital Limited. From 1997 to 1998, Vadim Belov was Deputy President of MFK Commercial Bank. He owns a 0.00003% share in the Company’s charter capital.

	Non-executive independent directors

	Dmitry V. Levkovsky

Deputy Chairman of the Board
	A member of the Board of Directors since 2000, Dmitry Levkovsky represents the interests of the Company’s minority shareholders. Since 1995, he has held the position of Vice President of the investment company NCH Advisors, Inc. Dmitry Levkovsky is a member of the Investor Protection Association (IPA). He does not own a participatory share in the Company’s charter capital.

	Oleg A. Lebedinets
	From 2000 to the present, Oleg Lebedinets has been Director of the Analytical Department at Brunswick Capital Management Investment Fund. In 2000, he held the position of Deputy Director of the Research Department at Alfa Capital Investment Bank. From 1999 to 2000, he was a financial analyst at the Wood & Company investment company. He does not own a participatory share in the Company’s charter capital.

	Ivan I. Rodionov
	From 1997 to the present, Ivan Rodionov has served as Chief Executive Officer of the AIG Brunswick Capital Management and Fund Manager at AIG Brunswick Millennium Fund. He does not own a participatory share in the Company’s charter capital.

	Alexander A. Gogol
	Since 1998, Mr. Gogol has been the Rector of the St. Petersburg State Telecommunications University. He does not own a participatory share in the Company’s charter capital.

	Alexander V. Ikonnikov
	Since 2002, Mr. Ikonnikov has been the Director of the Investor Protection Association. He does not own a participatory share in the Company’s charter capital.

	Executive director

	Alexander A. Sysoyev
	Member of the Board since February 2003, Alexander Sysoyev has served as our General Director and Chairman of the Managing Board since September 6, 2002. On July 29, 2002 he was appointed as the Company’s Acting General Director by the decision of the Board of Directors. He owns a 0.0376% share in North-West Telecom’s charter capital.


Managing Board

	
	Following the enlargement of the Company after reorganization, the Management Board was increased from seven to eight members. On June 23, 2003, the Board of Directors elected the new Managing Board. Seven members of the previous Board were reelected (Alexander Sysoyev, Igor Samylin, Nikolay Bredkov, Maya Semchenko, Vladimir Akulich, Vladimir Vorojeikin, Grigory Chernyak) and one new executive joined the Board (Aleksey Shalagin).

	Alexander A. Sysoyev, General Director
	General Director and Chairman of the Managing Board of North-West Telecom since 2002. From 1998 to 2002, Mr. Sysoyev was the General Director of Lensvyaz. Mr. Sysoyev was the General Director of the St. Petersburg Telegraph from 1995 to 1998. 

	Igor N. Samylin, 
Commercial Director and Regional Director of the Petersburg Telephone Network branch
	Igor Samylin has served as Commercial Director and Regional Director of the PTN branch since June 2000. Prior to this he held the position of First Deputy General Director and Commercial Director of OJSC Petersburg Telephone Network, and subsequently of OJSC North-West Telecom. He joined the Company in 1998, initially as Manager of the Vyborg Telephone Exchange, and was subsequently appointed to the position of Deputy Commercial Director. Between 1997 and 1998 he was Acting General Director of CJSC Neda, a St. Petersburg located paging communications operator. He does not own a participatory share in the Company’s charter capital.

	Nikolay G. Bredkov, 
Deputy General Director for Corporate Governance
	From 2002 to the present, Nikolay Bredkov has held the position of Deputy General Director for Corporate Governance at OJSC North-West Telecom. From 2001 to December 2002, he held the position of Director for Reorganization at OJSC Petersburg Telephone Network. From 1996 to 2000, he was Deputy Director for Economics and Finance at OJSC Petersburg Telephone Network. He owns 0.00633% of the Company’s charter capital.

	Maya M. Semchenko,
Deputy General Director and Chief Accountant
	From 2002 onwards, Maya Semchenko has held the position of Deputy General Director and Chief Accountant of OJSC North-West Telecom. From 2000 to December 2002, she served as Chief Accountant and Head of the Accounting Department of OJSC North-West Telecom. Between 1995 and 2000, she served as Chief Accountant and Financial Director of CJSC Delta Telecom. She does not own a participatory share in the Company’s charter capital.

	Vladimir A. Akulich,
Deputy General Director for Strategic Development and Technical Policy 
	From 2002 to the present, Vladimir Akulich has held the position of Deputy General Director responsible for Strategic Development and Technical Policy.  In 2000, he was Deputy Director of OJSC Telecominvest and then joined OJSC North-West Telecom to take up the position of Long-Distance Communications Director. Between 1998 and 2000, he worked as Construction Director at OJSC Petersburg Telephone Network. From 1992 to 1998, he served as General Director of CJSC PeterStar, a St. Petersburg located CLEC. He does not own a participatory share in the Company’s charter capital.

	Vladimir N. Vorojeikin, 
HR Director 
	Vladimir Vorojeikin has held the position of HR Director at OJSC North-West Telecom from 2002. From 1999 to 2002, he was Deputy Head of the St. Petersburg and Leningrad Oblast Regional Office of the Russian Ministry for Anti-Monopoly Policy and Support of Entrepreneurship. Between 1997 and 1999, he served as the Head of the Federal Agency for Control of Natural Monopolies on Transport. He does not own a participatory share in the Company’s charter capital.

	Grigory B. Chernyak, Deputy General Director for PP&E
	Grigory Chernyak held the position of Director for General Issues from 1994 to 2001 at PTN. Mr. Chernyak was Deputy General Director for General Issues at North-West Telecom prior to assuming his current post. He owns 0.04% of the Company’s charter capital.

	Aleksey V. Shalagin,

Deputy General Director for Economics and Finance
	Prior to joining the Company in 2001, Mr. Shalagin was deputy manager of the Industry & Construction Bank (St. Petersburg), the position held from 1997 to 2001. He does not own a participatory share in the Company’s charter capital.


Auditing and Internal Financial Control

	Company Auditor
	Under Russian law and the Company’s Charter, North-West Telecom must have an independent auditor, who is appointed for a one-year term by the Annual General Meeting of Shareholders. The independent auditor is responsible for preparing a statutory Auditor’s report on the Company’s annual accounts prepared according to both national and international accounting standards. 

	
	By the decision of Annual Shareholders’ Meeting, held on June 23rd, CJSC Ernst & Young VneshAudit was reappointed as the company’s external auditor.

	Auditing Commission
	The Auditing Commission’s function is to perform the internal audit of the Company at least once a year to obtain assurances as to whether book-keeping, other financial matters and the Company’s operations comply with relevant regulations and law.

The number of members of the Commission has been increased from five to seven following the enlargement of the Company with the merger of the regional operators. Members of the enlarged Commission were elected during the Extraordinary Shareholders’ Meeting in February. In June, the Annual Shareholders’ Meeting elected new Commission. Two members of the previous commission, Lubov Greseva and Elena Kukina left the Commission, Sergey Alekhin and Larissa Tareyeva were newly elected.

	Internal Auditing Commission’s conclusion
	The Auditing commission undertook the audit of the Company in March 2003. It was stated that the Company carries out its business activities following the relevant rules and regulations. The financial statements of OJSC North-West Telecom provide full and objective information on the business practices and results of the Company’s activities, necessary for efficient management and for use by investors, suppliers, buyers, credit institutions, tax authorities, financial organizations, banks and other interested parties and organizations.

	
	Members of the Auditing Commission

	Konstantin V. Belyaev
	Chairman of the Auditing Commission, Chief Accountant, Svyazinvest

	Sergey I. Alekhin
	Chief Expert, Internal Audit Department, Svyazinvest

	Andrey Y. Lang
	Deputy Business and Finance Manager, North-West Telecom

	Maria L. Pravdina
	Head of the Contract & Agreement Department of North-West Telecom’s PTN branch

	Irina V. Prokofieva 
	Manager, Internal Audit Department, Svyazinvest 

	Larissa V. Tareyeva 
	Chief Expert, Direct Investment and Property Department, Svyazinvest

	Natalia V. Fedorova 
	Chief Accountant, Pskov Oblast Elektrosvyaz, a subsidiary of North-West Telecom


Remuneration and Compensation
	Remuneration policy
	The amount of remuneration and compensation to be paid to members of the Company’s Board of Directors is established on the basis of the Board of Directors’ Statute by a decision of the Annual Meeting. The structure of remuneration and compensation to be paid to members of the Board of Directors stipulates quarterly and annual remuneration in an amount determined by the General Shareholders’ Meeting and reimbursement of travel expenses incurred in performing their duties as members of the Board of Directors.
The amount of remuneration and compensation to be paid to members of the Company’s Executive Board is established on the basis of the Executive Board’s Statute by a decision of the Board of Directors. The structure of remuneration to be paid to members of the Executive Board stipulates quarterly remuneration in an amount determined by the BoD and reimbursement of expenses incurred in performing their duties as members of the Executive Board.

Each member of the Auditing Commission receives quarterly fees in the amount of 50% of the average quarterly remuneration to a member of the Board of Directors. All members of the Auditing Commission also receive compensation for expenses incidental to their service on the Commission.


	Details of remuneration 
	The members of the BoD and Management Board were paid salaries amounting to RUR 2,978,356 and bonuses of RUR 1,032,000 during the 1H 2003.

During their term in office, the members of the current Board of Directors are entitled to the following compensation: 

· Quarterly – every member of the BoD receives 0.0062% from the Company’s revenues from the sale of goods, products, work, services for the reported quarter as stated in the financial statements of the Company; 

· Annually – all the members of the BoD receive 0.4% from the net income amount for the reported fiscal year as stated in the financial statements of the Company.


Corporate Governance Rating

	Standard & Poor’s recognized North-West Telecom’s corporate governance improvements 
	By the end of 1H 2003 North-West Telecom was among seven Russian companies that are assigned Corporate Governance Score (CGS) by Standard & Poor’s with the result of 5.6, putting the Company in the fourth place.

The current CGS-5.6 was assigned to North-West Telecom on November 20, 2002 (the score was raised from CGS-5.0). On June 10, 2003, Standard & Poor’s Governance Service stated that North-West Telecom’s rating was not affected by the conflicting decision to purchase ERP telecommunications equipment from Oracle. The current CGS is a result of the following components: 

· Ownership structure and external influences - 5.5 

· Shareholder rights and stakeholder relations - 6.3

· Transparency, disclosure, and audit - 5.3

· Board structure and effectiveness - 5.3

	
	Standard & Poor’s raised the overall CGS for North-West Telecom due to improvements in the management structure and the observance of shareholder rights. The board structure and effectiveness score of 5.3 has increased from 3.8 due to “significant” independent representation in the board composition and improved board practices with introduction of the board committees. Continuously followed focus on shareholders’ rights was reflected by increase of financial stakeholder rights and relations score from 5.0 to 6.3. The effect of the merger of North-West Telecom with eight other operators in the region and ongoing enhancement of the governance practices are expected to raise the score in the future. 


ANALYSIS of financial condition and results of operations

Summary Financial Data
Summary income statement

(RUR thousands, except per share amounts)
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	Jan-June 2003(1)
	June-Dec 2002(2)
	Jan-June 2002(2)

	
	Revenue
	5,651,258
	5,393,094
	4,698,747

	
	     Local and access
	2,637,743
	2,541,569
	2,154,984

	
	     Long distance
	2,417,743
	2,307,141
	2,080,933

	
	     Internet, data and other
	430,457
	364,301
	328,801

	
	     Other services
	165,315
	180,083
	134,029

	
	Cost of revenue
	(4,168,056)
	(3,990,602)
	(3,452,767)

	
	Gross profit
	1,483,202
	1,402,493 
	1,245,980

	
	Operating profit
	1,483,202
	1,402,493 
	1,245,980

	
	Other operating income (expenses)
	(404,084)
	(750,294)
	(533,337)

	
	Non-operating income (expenses)
	(224,097)
	(472,006)
	(237,257)

	
	Income before tax
	855,021 
	180,193 
	475,385 

	
	Income tax
	(209,869)
	(114,761)
	(213,545)

	
	Extraordinary income (expenses)
	(451)
	(2)
	(7)

	
	Net income
	644,701
	65,430 
	261,834

	
	EPS(3), RUR
	0.79
	0.08
	0.32


(1) For the reporting period (combined with the merged entities)

(2) For the half-year periods of the previous year (combined with the merged entities)

(3) Earnings per share of common stock (adjusted for preferred dividends in 10% of net income)

Summary balance sheet data
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	June 2003(1)
	Jan 2003(2)
	Jan 2002(2)

	
	Cash, cash equivalents
	340,999
	338,834
	181,797

	
	Accounts receivable
	1,868,885
	1,492,963
	1,757,720

	
	Value-added tax receivable
	380,519
	407,099
	205,550

	
	Inventories
	589,413
	365,152
	282,869

	
	Long-term financial investments
	156,483
	159,481
	202,860

	
	Construction in progress
	770,076
	1,208,435
	793,152

	
	Property, plant and equipment
	11,517,138
	10,953,003
	10,572,164

	
	Total assets
	15,671,668
	14,938,041
	14,044,488

	
	Accounts payable
	2,095,750
	2,063,014 
	1,397,760

	
	Short-term credits and loans
	1,140,383
	579,006
	372,706

	
	Long-term liabilities
	841,366
	1,341,447
	1,504,828

	
	Total liabilities
	4,230,142
	4,064,357
	3,322,325

	
	Shareholders’ equity
	11,441,526
	10,873,684
	10,722,163

	
	Total shareholders’ equity and liabilities
	15,671,668
	14,938,041
	14,044,488


(1) At the end of the reporting period (combined with the merged entities)

(2) At the beginning of the periods (combined with the merged entities)

Discussion of Financial Results

	The following is a discussion of the combined results of operations and the financial condition of North-West Telecom and the merged companies for the six months ended June 30, 2003, compared to the six months ended June 30, 2002, and December 31, 2002. This discussion is based on pro forma financial statements with a retroactive reversal of the reorganization and should be read in conjunction therewith.

	Revenue growth

Sales geography
	During the first six months of 2003, North-West Telecom’s revenues reached RUR 5,651,258 thousand. In the 2H 2002 and in the 1H 2002, the revenues totaled RUR 5,393,094 thousand and RUR 4,698,748 thousand, respectively. In percentage terms, the revenues increased by 5% and 20%, respectively. Sales in dollars increased accordingly by more than 6% and 19%. The main driving factors for the revenue growth were lines in service increase, rise in monthly flat rates for local telephone services and the growing demand for long-distance telephony and other communications services in the North-West region.
As it is evident from the charts below, the “Petersburg Telephone Network” branch provides North-West Telecom with the largest share of the total revenue amounting to 48.6%. More than half of Company’s revenues in 1H 2003 came from its new branches. North-West Telecom’s largest new branches are in Murmansk and Arkhangelsk regions. In 1H 2003, they provided 11.0% and 10.5% of the total revenue, respectively.

	
	[image: image29.emf]26.25%

26.01%

26.52%

15% 17% 19% 21% 23% 25% 27%

1H 2003

2H 2002

1H 2002

Distribution of the Company’s revenues by branch, 1H 2003



	Revenue breakdown


	The telecommunications services sales accounted for 97% of the total revenue and grew to RUR 5,485,943 thousand in 1H 2003 from RUR 5,213,450 thousand in 2H 2002 and RUR 4,564,717 thousand in 1H 2002. The Company’s remaining income comes from secondary services, such as leasing out assets, engineering, retail, public catering, publishing services (directories, newspapers), information services, advertisement and other activities, comprising nearly 3% of total 1H 2003 revenue.
Telecommunications services revenue includes sales from local telephone services (43% of total revenue), long-distance services (39%), carrier-to-carrier services (8%) and other telecommunications services such as data transmission, Internet access, ISDN, broadcasting and other services (7%).
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	The revenue from local telephony, the key activity of North-West Telecom, totaled RUR 2,638 million in 1H 2003 and grew along with the total revenue – almost by 4% when compared with 2Н 2002 and by more than 22% when compared with 1Н 2002. Almost 95% of the local telephony revenue comes from the urban telephone communication services, consisting of monthly subscriber fees – 70%, installation services – 11%, while revenues from rural telephony services amounted to around 5%. The share of the per-minute billed local telephony services is 3.5% and remains insignificant so far.

The second largest part of the Company’s revenues coming from long-distance telephony services grew by 5% in 1H 2003 compared with 2Н 2002 and by 16% compared with 1Н 2002, and amounted to RUR 2,418 million. More than 2/3 of the revenue from long-distance telephony came from the Domestic long-distance telephony (DLD) communications, amounting to RUR 1,647 million in 1Н 2003, up by 4% and 17% compared to 2H 2002 and 1H 2002, respectively. International long-distance (ILD) services provided more than RUR 770 million in 1Н 2003, which is by 7% and 15% higher than in 2H 2002 and 1H 2002, respectively. More than half of the ILD revenue is due to the international traffic with the CIS countries.
Starting in 2003, the Company’s internal accounting record-keeping separated revenues from services provided to other telecom operators (leasing of channels, passing of traffic) from other services. Earlier, such revenues were accounted for by types of service (local, long-distance, data transmission, etc.). During 1Н 2003, the carrier-to-carrier services contributed around RUR 444 million, with the transmitted local and international traffic of other telecoms contributing the major portion. For comparability purposes, 1H 2003 carrier-to-carrier revenues are redistributed by service in financial analysis herewith.

The Company’s revenue from the new types of services showed the most active growth rates in 1Н 2003 – 42% and 66% increases compared with 2Н 2002 and 1Н 2002, respectively, and reached RUR 203 million, of which Internet services were around RUR 165 million. Internet revenue in 1Н 2003 increased by more than twice compared to the same period last year. The largest share of this revenue comes from dial-up Internet access services offered to households.

Revenue from other telecommunications services, which includes the revenue from telegraph services, radio communications, cable and radio broadcasting, cellular communications and others, amounted to RUR 228 million in 1Н 2003, thus increasing by 3% and 10% when compared with 2Н 2002 and 1Н 2002 respectively.

	
	Telecommunications revenues review, by business services, RUR millions
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	Cost of revenues
	In 1H 2003, the COGS of North-West Telecom amounted to RUR 4,168,056 thousand, which was 4% more than in 2Н 2002 and 21% more than in 1Н 2002. In US dollars, the growth was 6% and 20% respectively, which is similar to the revenue growth rates for these periods. The COGS of the Company’s telecommunications services amounted to RUR 4,100,225 thousand, or 98% of the total COGS.

The distribution of costs by branch in North-West Telecom is different from distribution of revenues: the share of the regional branches – merged companies in the total COGS of the Company is 55.5%, which is 4% more than their share in the revenues (51.4%). At present time, a cost optimization program that will allow cost-revenue relationship improvements is being carried out.

	Costs breakdown
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Structure of the Company’s costs, 1H 2003

	Personnel costs

Services of telecom operators

Amortization and depreciation
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	The major part of the Company’s direct expenses are personnel costs, which totaled RUR 1,625 million in 1Н 2003 or 39% of the total COGS, and increased by 7% compared to 2Н 2002 and by 21% compared to 1Н 2002. The increase in personnel costs was largely due to increases in wages and salaries, which made up 72% of personnel costs (RUR 1,625 million), and social charges (25% of personnel costs).
Charges to other telecom operators amounted to RUR 1,004 million in 1H 2003 or 24% of the total COGS, increasing by 5% and 20% compared to 2H 2002 and 1H 2002, respectively. The largest part of these expenses is related to payments to OJSC Rostelecom for transmission of the domestic and international long-distance traffic (interconnection charges), which amounted to RUR 790 million or 79% of the total costs for operators’ services. Payments to Rostelecom increased in 1Н 2003 by 3% and 9% respectively when compared to 2H 2002 and 1H 2002.

The amortization and depreciation in 1H 2003 was 11% of the total COGS or RUR 458 million, which is significantly higher than in 2H 2002 (a 15% increase). The increase is due to the changes in the accounting practices: from the beginning of 2003 North-West Telecom revised its classification of fixed assets by moving towards the classification used in IAS.

Expenses due to outsourcing totaled RUR 392 million in 1Н 2003 or almost 9% of the total COGS, which included electricity, heating and other utilities (3.6%), maintenance and repair (2.5%), as well as payments for the services of auditors and consultants, personnel training, transportation services and security costs. The Company managed to decrease the expenses for outsourced services by 6% in 1H 2003 when compared to 2Н 2002.
The material costs amounted to RUR 188 million in 1Н 2003, decreasing by 4% compared to 2H 2002, while the renting and leasing costs increased by 12% in 1H 2003 and totaled RUR 58 million. Other expenses included representative, travel and advertising expenses, servicing and technical support of equipment, state licensing and control, mail and office supplies, etc., and amounted to RUR 267 million in 1Н 2003. The expenses of the General Directorate are classified as the Company’s administrative expenses and divided up among the branches in proportion to the installed capacity. In 1Н 2003 these expenses amounted to RUR 113 million or 2.7% of the total COGS of the Company.

At present time, a unified system for internal cost accounting has been developed and is being implemented in the regional branches of North-West Telecom. The key innovation is separate expenses accounting by service. The system was implemented in the Petersburg Telephone Network branch in 2002.

	Operating profit
	As a result of the revenue growth, North-West Telecom’s operating profit in 1H 2003 reached RUR 1,483,202 thousand, which were 6% and 19% better than in 2H 2002 and 1H 2003, respectively. Operating profit in US dollars increased accordingly by more than 7% and 18%. Profitability of Company’s principal activity was stable during 2002 and 1H 2003, fluctuating within 1% change. The operating profit margin totaled more than 26% in 1H 2003.
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	Due to the different level of profitability of operations in the regional branches of North-West Telecom, the distribution of the operating income by branch significantly differs from the revenue structure. Thus, PTN share in the total operating profit for the Company reached almost 60% in 1H 2003, while PTN’s revenues are less than 49% of the total.
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	The most profitable branches of North-West Telecom in 1H 2003 were PTN, Vologda, and Pskov, where the operating profit margin was higher than the average profitability of the Company with 32.3%, 31.5% and 27.2%, respectively.
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	Other operating income and expenses

Interest income and expenses

Equity income

Non-recurring income and expenses

	Other operating income and expenses of the Company, aside from interest income and expenses and equity income, consist also of the income and expenses due to the sale of the Company’s assets, transactions with foreign currencies, various taxes and duties, as well as expenses for banking and insurance services. 

Interest income in 1H 2003 was RUR 3,951 thousand, which is 73% more than for the same period last year. The Company’s interest expenses amounted to RUR 85,824 thousand, which doubled the amount of 1Н 2002. The rise in the interest income and expenses was due to the Company’s increased activity in the loans and credits market.

Equity income amounted to RUR 316 thousand in 1H 2003, which is almost 10 times more than in 1H 2002. The insignificant amount of the equity income in 1H 2003 is related to fact, that dividends from subsidiaries and affiliated companies are usually paid out and accounted in second half-year.

Other non-recurring income amounted to RUR 164,110 thousand, which is 2.4 times more than in 1Н 2002. The majority of this inflow came from the sale-out of the Company’s equity stakes in affiliated companies (RUR 143,040 thousand), and the remaining part from the sale of other assets.

Other non-recurring expenses totaled RUR 486,637 thousand in 1H 2003, which is 13% less than in 1Н 2002. This amount includes the book value of the sold-out equity stakes and other expenses related to these transactions in 1Н 2003 (RUR 169,505 thousand), expenses due to the creation of doubtful debt reserve (RUR 169,009 thousand), tax expenses (RUR 95,852 thousand), payments due to the insurance and credit institutions (RUR 38,085 thousand) and  other expenses.

Details of other non-recurring income and expenses are set out in the Notes to the Financial Statements.

	Non-operating income and expenses
	Non-operating income amounted to RUR 132,807 thousand in 1Н 2003, which is 67% more than in 1H 2002. Non-operating income is mainly due to exchange rate fluctuations (RUR 90,282 thousand) and prior periods’ profits revealed in the current accounting period (RUR 21,361 thousand).

Non-operating expenses made up RUR 356,904 thousand, which is 13% more than for the same period in 2002. Non-operating expenses are due to costs of maintaining of social infrastructure facilities (RUR 43,485 thousand), material aid, social benefits and compensations (RUR 55,120 thousand), exchange rates fluctuations (RUR 104,093 thousand), prior periods’ losses revealed in the current accounting period (RUR 21,906 thousand) and other expenses.

Details of other non-operating income and expenses are set out in the Notes to the Financial Statements.

	Income tax and other tax expenses
	Income tax and other similar charges in 1H 2003 totaled RUR 209,869 thousand, of which RUR 208,565 thousand was the income tax part alone and RUR 1,304 thousand in fines and penalties for the income and other taxes adjusted for overpayments for these taxes.

	Net income
	The 1H 2003 is the first reported period to show a positive effect of the merger of the 9 operators in the North-West. Net income totaled RUR 644,701 thousand in 1H 2003, which is 2.5 times the sum of the net incomes of the 9 operators in 1H 2002 (prior to the merger). The net income margin increased to 11.4% as compared to 1.2% in 2H 2002 and 5.6% in 1H 2002.
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	In comparing the trends in net income with 2H 2002, it should be noted that net financial results of the Company were strongly affected by the creation of the reserve for the doubtful debt due to introduction of the new accounting practices. The changes were made to insure better reporting of financial results in accordance with the IAS (see the description of the reserve for doubtful debt in the Liquidity and Capital Resources section).

	Productivity ratios
	The productivity ratios of North-West Telecom are showing substantial growth after the merger.

1Н 2003

2Н 2002

1Н 2002

Revenue per line, RUR
1,655

1,588

1,413

Profit per line, RUR
189

19

79

Revenue per employee, RUR

191,302

179,530

154,911

Profit per employee, RUR

21,824

2,178

8,632

Number of lines per employee, lines

116

113

110



	Dividends
	Based on the 2002 operating results the Board of Directors proposed, and Annual Shareholder’s Meeting (June 23, 2003) approved the following dividend payout for the shareholders: RUR 0.064 per common share and RUR 0.14 per preferred share or a total of RUR 75,382 thousand or 23% of annual net income. Dividends are to be paid during the period from August 15 to December 31, 2003.

	Outlook for 2003
	In 2003 the Company expects revenues of RUR 12,190 million including RUR 11,870 million from the telecommunications services. Operating profit is expected to be RUR 2,835 million and income before tax is expected to almost double from the prior year, while exceeding it by RUR 1,230 million.


Liquidity and Capital Resources

	Equity and liabilities
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	Return on investment
	The 5% growth in the Company shareholders’ equity from RUR 10,874 million as of January 1, 2003, to RUR 11,442 million as of June 30, 2003, is due to the increase in retained earnings for 1H 2003.
The profitability ratios related to the Company’s assets and capital are showing stable growth when compared to previous periods. 
1Н 2003

2Н 2002

1Н 2002

ROA (Net income to Total assets), %

4.2

0.5 

1.8 

ROE (Net income to Equity), %

5.8 

0.6 

2.4 



	Changes in liabilities
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Structure of Company’s liabilities as of January 1 and June 1, 2003 , RUR M

	Long-term debt

	The Company’s long-term liabilities, which were RUR 841,366 thousand by the end of 1H 2003, decreased by more than 37% from the beginning of the year. The volume of credits and loans reduced by RUR 335,946 thousand and other long-term debt declined by RUR 164,135 thousand.

By the end of 1H 2003, majority of the Company’s current liabilities for servicing of long-term credits and loans (totaling RUR 98,676 thousand) was due to the credits and loans from Vnesheconombank (RUR 80,124 thousand with maturities in 2005-2006), Svyazinvest loans (RUR 15,598 thousand) and Lensvyaz loans (RUR 2,954 thousand). Other long-term liabilities amounting to RUR 742,690 thousand on July 1, 2003, include: RUR 178,950 thousand in Mitsui & Sumitomo & NEC Co Ltd. vendor credit for the SDH data transmission equipment due by December 31, 2004, RUR 228,651 thousand in debt owed to Siemens AG for the automatic telephone exchange (ATE EWSD) maturing 2007-2008 and long-term liabilities for the telecommunications equipment leased from RTC-Leasing and other.
Details of long-term liabilities are set out in the Notes to the Financial Statements.

	Short-term debt
	The increase of the Company’s short-term liabilities, which amounted to RUR 3,388,776 thousand by the end of 1Н 2003, was 24.5% (RUR 665,866 thousand) higher compared to the beginning of 1H 2003. This increase was due mainly to the approaching maturities for some of the Company’s long-term debt, which was included in the long-term debt total at the beginning of the year. Particularly, the debt for the RUR 300,000 thousand bond placement to be repaid on April 9, 2004 increased the Company’s short-term loans, which totaled RUR 704,635 thousand by the end of 1H 2003. Short-term loans also include the short-term portion of Vnesheconombank (RUR 362,785 thousand) and Svyazinvest (RUR 31,197 thousand) loans.

The sum of the bank credits, to be repaid in the course of 12 months has increased in 1H 2003 by RUR 226,802 thousand and totaled RUR 435,748 thousand, of which RUR 400,000 thousand is the credit from the MDM-bank maturing September 2003. The rest is the short-term portion of the Vnesheconombank credits and other short-term credits.
The accounts payable totaled RUR 2,095,750 thousand by the end of 1H 2003 and increased by RUR 32,736 thousand from the beginning of the year. The main portion of the accounts payable is the debt owed to suppliers and contractors (RUR 904,052 thousand), half of which is owed to Mitsui & Sumitomo & NEC Co. Ltd. and to Rostelecom. Other major amounts in the accounts payable section for 1H 2003 are: debt owed to budgetary and non-budgetary funds (RUR 273,525 thousand), salaries and wages due (RUR 136,241 thousand), clients’ pre-paid expenses (RUR 326,167 thousand), and other debt (RUR 455,765 thousand), including value-added tax (RUR 237,745 thousand).
Details of short-term liabilities are set out in the Notes to the Financial Statements.

	Liquidity ratios
	The Company's ability to settle it liabilities haven’t practically changed during the 1H 2003.  The minor decrease in the liquidity ratios when compared to the beginning of the year could be explained by the planned expenses for servicing of long-term credits and loans in the course of the current year.

Liquidity and equity ratios values proves the stable financial condition of the Company and its ability to pay out its current liabilities from cash and cash equivalents, marketable securities, short-term accounts receivable and other current assets.
June 2003
Jan 2003
Current ratio (Current assets to Current liabilities)
0.95

0.97

Quick ratio (Cash & Accounts receivable & Short-term financial investments to Current liabilities)

0.66
0.68
Cash ratio (Cash & Short-term financial investments to Current liabilities)

0.11 
0.13 
Equity ratio (Equity to Total capital)

0.73
0.73
Debt-to-Equity ratio
0.37 
0.37 
Gross gearing ratio (Interest bearing debt to Equity)

0.13 
0.13 


	Divestitures
	On April 17, 2003, North-West Telecom sold its 18.3% stake in the charter capital of the OJSC Commercial bank “Saint-Petersburg Bank for Reconstruction and Development.” The buyer was LLC “Victorel”, and the deal was valued at RUR 143,040 thousand.

During 1H 2003, North-West Telecom did not sell any other long-term investments (equity stakes), nor did it cease participation in its subsidiaries and affiliated companies. 

	Reserve fund and 
other reserves
	In accordance with the Federal Law “On Corporations”, the Company is creating a reserve fund amounting to 5% of the charter capital, which is intended for covering unexpected losses, making coupon payments and buying out Company’s shares in emergency cases. At the beginning of 2003, the reserve fund had RUR 29,375 thousand (5% of North-West Telecom’s charter capital prior to the merger with 8 companies). By the end of 1H 2003, the fund was increased to RUR 46,897 thousand as the merged Company’s charter capital grew. 

North-West Telecom is also setting up other types of reserves: a reserve for devaluation of investments in securities, a reserve for depreciation of current assets, a reserve for contingent liabilities that are calculated at the end of the year, and a reserve for doubtful debt that is computed on a quarterly basis. The creation of the reserve for doubtful debt began in 2002 and had significantly changed the Company’s financial statements because, in accordance with RAS and North-West Telecom’s accounting practices, all the debt not paid out in over 90 days is reserved in its full amount (when the debt is paid the reserve is reversed). In the first six months of 2003, a sum of RUR 169,009 thousand was used to create the fund.

	Credit ratings
	The international rating agency, Standard & Poor’s, assigned North-West Telecom a CCC/stable credit rating in 2001 and a ruBB Russian national scale credit rating in 2002.

In 1H 2003, Standard & Poor's Ratings Service raised its long-term corporate credit ratings on North-West Telecom by two levels from the 'CCC' level to the 'B-' level, which was announced in April 2003. Standard & Poor's also raised its Russian national scale long-term credit ratings of the Company and the Company's Russian ruble (RUR) 300 million ($10 million) senior unsecured bond issue to ruBBB from ruBB. According to the S&P report, “the ratings are supported by North-West Telecom’s relatively attractive service area, dominant market share in terms of subscribers in the North-West region fixed telephony market, generation of moderate free operating cash flow in 2002, and the Company’s plan to refinance maturing foreign currency denominated vendor debt with rubles, thus reducing the foreign exchange risk”.

The “stable” outlook on the Company’s progress reflects Standard & Poor's expectation that the Company will continue with structural reorganization, management improvement and network modernization, and that it will maintain it’s operations without materially weakening its financial profile.


FINANCIAL Statements under RUSSIAN ACCOUNTING STANDARDS

	Presentation of Financial Statements
	The Company maintains its records and prepares its statutory financial statements in accordance with Russian Accounting Standards (RAS) under Federal Law No. 129-FZ ‘On Accounting’ of November 21, 1996 and the Decree of the Ministry of Finance of the Russian Federation No. 34n ‘Regulations on Accounting and Reporting in the Russian Federation’ of July 29, 1998. These financial statements may differ significantly from statements compiled under International Accounting Standards (IAS) due to the absence of or significant discrepancies between accounting regulations, rules and standards contained in RAS and IAS. The Company’s 2003 interim financial statements include the balance sheets, income statement and notes to the financial statements.


Income Statement for the six months ended June 30, 2003
(RUR thousands)

	
	1H 2003
	1H 2002

	Revenues
	5,651,258
	4,698,747

	Telecommunications Services Revenues only
	5,485,943
	4,564,717

	Cost of Goods sold
	(4,168,056)
	(3,452,767)

	Gross Profit
	1,483,202
	1,245,980

	Selling and Marketing Expenses
	-
	-

	General and Administrative Expenses
	-
	-

	Operating Profit
	1,483,202
	1,245,980

	Interest Income
	3,951
	2,279

	Interest Expenses
	(85,824)
	(44,974)

	Equity Income
	316
	16

	Other Operating Income
	164,110
	68,045

	Other Operating Expenses
	(486,637)
	(558,703)

	Non-operating Income
	132,807
	79,500

	Non-operating Expenses
	(356,904)
	(316,757)

	Income Before Tax
	855,021
	475,385

	Income Tax 
	(209,869)
	(213,545)

	Extraordinary Income
	-
	-

	Extraordinary Expenses
	(451)
	(7)

	Net Income (Retained Earnings)
	644,701
	261,834


Balance Sheet as of June 30, 2003

(RUR thousands)

	
	January 1, 2003
	June 30, 2003

	ASSETS
	
	

	Non-Current Assets
	
	 

	Intangible Assets
	115
	63

	Property, Plant and Equipment
	10,953,003
	11,517,138

	Construction in Progress
	1,208,435
	770,076

	Long-term Financial Investments
	159,481
	156,483

	Other non-current assets
	-
	35,592

	Total Non-Current Assets
	12,321,034
	12,479,352

	Current Assets
	
	

	Inventories
	365,152
	589,413

	Value-added Tax Receivable
	407,099
	380,519

	Accounts Receivable (due in more than 12 months)
	16,677
	20,713

	Accounts Receivable (due in less than 12 months)
	1,476,286
	1,848,172

	Short-term Financial Investments
	12,959
	12,500

	Cash and Cash Equivalents
	338,834
	340,999

	Total Current Assets
	2,617,007
	3,192,316

	TOTAL ASSETS
	14,938,041
	15,671,668

	SHAREHOLDERS’ EQUITY AND LIABILITIES
	
	

	Shareholders’ Equity
	
	

	Share Capital – Authorized and Issued
	937,940
	937,940

	Additional Paid-in Capital
	6,941,473
	6,933,956

	Reserve Fund
	29,375
	46,897

	Social Fund
	-
	-

	Special Purpose Financing
	2,964,896
	2,878,032

	Retained Earnings from Previous Years
	-
	-

	Retained Earnings for the Reporting Year
	-
	644,701

	Total Shareholders’ Equity
	10,873,684
	11,441,526

	Long-Term Liabilities
	
	

	Credits and Loans
	434,622
	98,676

	Other Long-term Liabilities
	906,825
	742,690

	Total Long-Term Liabilities
	1,341,447
	841,366

	Short-Term Liabilities
	
	

	Credits and Loans
	579,006
	1,140,383

	Accounts Payable
	2,063,014
	2,095,750

	Due to Shareholders
	50,557
	109,468

	Deferred Income
	30,333
	43,175

	Total Short-Term Liabilities
	2,722,910
	3,388,776

	TOTAL LIABILITIES AND SHAREHOLDERS’ EQUITY
	14,938,041
	15,671,668


Notes to Financial Statements

Other operating income, RUR thousands

	
	1H 2003

	Income from the sale and disposal of fixed assets 
	4,870

	Income from the sale and disposal of tangible assets
	12,853

	Income from the sale and disposal of financial investments
	143,040

	Income from the sale and disposal of other assets
	2,616

	Foreign currency transactions
	93

	Other income
	638

	Total
	164,110


Other operating expenses, RUR thousands
	
	1H 2003

	Residual value and expenses of sale and disposal of fixed assets
	10,709

	Residual value and expenses of sale and disposal of tangible assets
	7,640

	Residual value and expenses of sale and disposal of financial investments 
	143,337

	Residual value and expenses of sale and disposal of other assets
	9,610

	Foreign currency transactions
	1,989

	Banking services and Insurance costs
	38,085

	Doubtful debt reserve
	169,009

	Taxes
	101,090

	Other expenses
	5,168

	Total
	486,637


Other non-operating income, RUR thousands

	
	1H 2003

	Penalty fees, fines and forfeits
	3,203

	Compensation for damages
	6,943

	Profit of prior periods revealed in the accounting period
	21,361

	Income from the difference in exchange rates
	88,968

	Income from the summation differences
	1,314

	Accounts payable overdue (doubtful debts)
	1,950

	Subsidies
	891

	Other income
	8,177

	Total
	132,807


Other non-operating expenses, RUR thousands

	
	1H 2003

	Penalty fees, fines and forfeits
	1,271

	Compensation for damages
	3,334

	Losses of prior periods revealed in the accounting period
	21,906

	Expenses from the difference in exchange rates
	99,661

	Expenses from the summation differences
	4,432

	Charity, sponsorships, membership fees
	66,096

	Material aid, premiums, subsidies and other personnel payments
	55,120

	Social benefits and compensations
	18,681

	Maintenance costs of property for social purposes
	44,050

	Other expenses
	42,353

	Total
	356,904


Non-current assets, RUR thousands
	
	1H 2003

	Original cost of Intangible assets
	330

	Depreciation of Intangible assets
	(267)

	Book value of Intangible assets
	63

	Original cost of Property, plant and equipment (PP&E)
	20,531,403

	Amortization of PP&E
	(9,014,265)

	Book value of PP&E
	11,517,138

	Original cost of Construction in progress
	116,672

	Investments into fixed assets
	653,404

	Book value of Construction in progress
	770,076

	Interest in subsidiaries
	76,204

	Interest in affiliated companies
	33,145

	Interest in other companies
	30,046

	Other long-term financial investments
	17,088

	Book value of total Long-term financial investments
	156,483


Inventories, RUR thousands

	
	1H 2003

	Raw Materials and Other Supplies
	224,301

	Work in Progress
	1,644

	Finished Goods and Goods for Resale
	10,208

	Deferred Expenses 
	353,260

	Total
	589,413


Accounts receivable (due in less than 12 months), RUR thousands
	
	1H 2003 

	Buyers and customers of core businesses
	1,678,893

	General public
	519,251

	Users entitled to reduce tariffs
	717,094

	Budget funded
	144,149

	Corporate clients
	298,399

	Reserves for doubtful debt
	(666,348)

	General public
	(52,979)

	Users entitled to reduce tariffs
	(512,147)

	Budget funded
	(55,272)

	Corporate clients
	(45,950)

	Buyers and customers of non-core businesses 
	93,047

	Total Trade Receivable
	1,105,592

	Prepayments
	517,544

	Notes Receivable
	1,800

	Other Receivables
	223,236

	Total
	1,848,172


Cash and cash equivalents, RUR thousands
	
	1H 2003

	Cash
	6,009

	Bank Ruble Accounts
	271,677

	Bank Foreign Currency Accounts
	612

	Other Cash Equivalents
	62,701

	Total
	340,999


Short-term credits and loans, RUR thousands
	
	1H 2003

	Vnesheconombank credits
	5,748

	MDM-bank credit
	400,000

	Telecombank credit
	30,000

	Total short-term credits
	435,748

	Vnesheconombank loans
	362,785

	Svyazinvest loan
	31,197

	Bond issue
	300,000

	Bond issue interest payable
	10,653

	Total short-term loans
	704,635

	Total
	1,140,383


Long-term credits and loans, RUR thousands
	
	1H 2003

	Vnesheconombank credits
	20,606

	Vnesheconombank loans
	59,518

	Lensvyaz loan
	2,954

	Svyazinvest loan
	15,598

	Total
	98,676


Other long-term liabilities, RUR thousands
	
	1H 2003

	Russian Industrial Bank, promissory note
	15,044

	RTC-Leasing
	201,429

	Siemens AG
	228,651

	Mitsui & Co Ltd
	178,950

	Other vendor credits
	73,573

	Deferred taxes
	45,042

	Total
	742,690


Accounts payable, RUR thousands

	
	1H 2003

	Trade payable (accounts payable to suppliers and contractors)
	904,052

	Due to Company's employees
	136,241

	Due to state non-budgetary funds
	72,700

	Due to the budget
	200,825

	Prepayments received (from customers and buyers)
	326,167

	Other payables
	455,765

	Total
	2,095,750


Below-line assets and liabilities, RUR thousands
	
	1H 2003

	Leased fixed assets
	726,921

	Goods and stocks received for storing and sale under commission
	18,447

	Doubtful debts written off
	519,146

	Guarantee/Security Issued
	102,557

	Depreciation of housing facilities and other items
	11,232

	Other
	65,510


Market for the Company’s Securities

Stock Exchange Listings and Trading Symbols

North-West Telecom’s common and preferred shares are traded on the Russian Trading System (RTS), which is the primary market for Russian equities, on the Moscow Interbank Currency Exchange, the St. Petersburg Stock Exchange, and the St. Petersburg Currency Exchange.

	Securities exchange
	Ticker symbol
	Start of trade (common/preferred)

	
	Common shares
	Preferred shares
	

	Russian Trading System (RTS)
	SPTL
	SPTLP
	Sept. 1, 1995 / Jan. 23, 1997

	Moscow Interbank Currency Exchange
	SPTL
	SPTLP
	Mar. 31, 2000 / Mar. 31, 2000 

	St. Petersburg Stock Exchange
	SPTL
	SPTLP
	Sept. 16, 1996 / Sept. 16, 1996 

	St. Petersburg Currency Exchange
	СЗТел
	СЗТел-П
	Sept. 16, 1996 / Sept. 16, 1996

	NASDAQ (Non Bulletin Board ADRs)
	NWTEY1
	
	Sept. 4, 2001 


1 In the form of Level I ADR.

Share Performance

The Company’s common and preferred shares are among the 62 stocks comprising the RTS Index. The stocks are part of the RTS A2-Level Quotation List, which includes only 17 securities. Alternatively, the A1-Level List includes only 8 blue-chip stocks.

North-West Telecom common and preferred shares went through a period of active trading during February and March of 2003. Prices for common and preferred shares were quite stable during the period and ended up at levels similar to the end of 2002 (a 1% decrease and a 5% increase respectively). The market capitalization at the end of 1H 2003 increased 57% as compared to the end of 2H 2002. It should be noted that substantial additional shares had been issued due to the merger – 262,860,256 common shares and 87,581,937 preferred shares – and became available for trading in the RTS since January, 2003.

	Price and trading volume of common stock (RTS)
	Price and trading volume of preferred stock (RTS)
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Share price, 1H 2003 (USD)

	
	Price High / Low
	Last price
	Market capitalization (1)

	Common stock
	0.402 / 0.345
	0.376
	276,704,875

	Preferred stock
	0.235 / 0.204
	0.221
	44,546,025


(1) The last deal price was used to calculate market capitalization for the 1st half of 2003.
Share price changes, 1H 2003 (%)

	
	1 month
	3 months 
	6 months

	Common stock
	-6%
	-8%
	-1%

	Preferred stock
	no change
	1%
	5%


North-West Telecom (SPTL) was one of the most actively traded stocks on the RTS amongst Russian PSTN operating companies in the first half of 2003. Trade volumes of the Company’s common stock increased from USD 435 thousand for the previous six months to USD 2,317 thousand. The share price for North-West Telecom’s common stock reached its maximum level of USD 0.402 on April 24, 2003, and later floated around its half-year average of USD 0.368 per share. The April 23rd 14% gain of the stock is related to spring dividend play - seasonal demand on the threshold of dividend payout. The minimum price for the common stock was USD 0.345 on February 11, 2003.
Trade volume for North-West Telecom’s preferred shares (SPTLP) was estimated to be around USD 1,057 thousand in 1H 2003, which means remarkable increase as compared to previous six months and first six months of 2002. The maximum price for the preferred stock on the RTS was USD 0.235 (June 2, 2003), and the minimum price was USD 0.204 (April 15, 2003). The average price for North-West Telecom’s preferred stock in the first half of 2003 was USD 0.216.

Trading volume and number of transactions (RTS)

	
	Jan-June 2002
	July-Dec 2002
	Jan-June 2003

	Trade volume, USD
	
	
	

	Common stock
	5,850,338
	435,095
	2,317,096

	Preferred stock
	815,069
	474,156
	1,057,397

	Number of transactions
	
	
	

	Common stock
	134
	58
	112

	Preferred stock
	128
	77
	94


When compared to the RTSI and AK&M Telecommunications Index, North-West Telecom’s shares followed the trends set by the market, except for the seasonal demand changes for the Company’s shares. The S&P Global Telecommunications Index further supports this tendency, where it is evident that the share price is inline with the index throughout the first six months of 2003.

	North-West Telecom vs. RTS index and AK&M Telecom
	North-West Telecom vs. S&P Global Telecommunications
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In 2001, North-West Telecom launched a Level I ADR (American Depository Receipt) program. Each ADR is equivalent to 50 common shares in the Company. J.P. Morgan Chase is the depository bank for these sponsored ADRs that are traded on the US NASDAQ Over-the-Counter market. Due to the fact that at this moment the number of available ADRs is quite small (0.3% of the total common stock), there is practically no trading in ADRs. The investment attractiveness and liquidity of these securities can be improved through implementation of the complex program, which will include employing the services of market-makers and financial consultants. At present time, the Company, together with their Investor Relations and the Securities Markets Operations Advisor, is involved in the development of a program intended at increasing the liquidity of ADRs. The program is set to go into effect from the beginning of 2004.

Investor relations are considered among most important activities in order to improve the Company’s securities trading volume and it’s capitalization growth. The Company continually undertakes practical steps for improving investor relations practices. These steps include arrangement of industry analyst meetings with the management, real-time Internet conferences where urgent questions could be directed to Company’s executives, road shows for the new securities issues. The named activities are backboned by the information disclosure system, which implies elaboration on the annual and interim reports, both in Russian and English, publication of the information on significant events, distribution of relevant materials to the shareholders and interested parties, continuous information updates on the corporate web site.

Bond Market
In 2002 the Company issued corporate bonds on the public borrowing market for the very first time. On April 10, 2002, North-West Telecom’s 300,000 coupon non-convertible bonds with a par value of RUR 300 million were successfully placed on both the Moscow Interbank Currency Exchange (MICEX) and the St. Petersburg Currency Exchange (SPbCEX) – at the placement price of 96.5% of par value. These bonds mature on April 9, 2004 and have five coupon payments. The bonds were included in the listings of both Currency Exchanges and secondary trading started in May 2002 (ticker symbol - “СЗТелек1об”). In April 2003, the international rating agency, Standard & Poor’s raised its Russian national scale ratings on the Company and the company's Russian ruble (RUR) 300 million senior unsecured bond issue to ruBBB from ruBB.

Financial details for North-West Telecom’s bond issue

	Coupon
	Coupon annual rate (%) 
	Income per bond (RUR)
	Coupon period (days)
	Payment date

	1 coupon 
	20
	49,86
	91
	July 10, 2002

	2 coupon
	19
	47,37
	91
	October 9, 2002

	3 coupon
	18
	90,25
	183
	April 10, 2003

	4 coupon
	16
	79,78
	182
	October 9, 2003

	5 coupon
	16
	80,22
	183
	April 9, 2004
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	Jan-June 2002
	July-Dec 2002
	Jan-June 2003

	Trade volume, RUR thousands

	MICEX
	36,923
	180,281
	87,221

	SPbCEX
	1,930
	1,369
	1,833

	Number of transactions

	MICEX
	20
	120
	86

	SPbCEX
	23
	19
	44


On June 10, 2003, the BoD announced the Company’s intent to issue a second series of corporate bonds on the MICEX in the amount of RUR 1.5 billion. The placement of this issue is scheduled for October 2003. The bond will have a 4-year maturity with 16 coupon periods. The repayment schedule will be as follows: RUR 450 million after 3 years from the date of placement, RUR 450 million after 3.5 years and RUR 600 million after 4 years from the date of placement. The bondholders will have a right to claim early redemption at the end of two years after the bonds issuance date. The coupon interest rate will be determined by the results of the auction that will be carried out on the MICEX on the day of the bond issue. CJSC North-West Telecombank is the organizer for the issue, and the underwriters will be CJSC North-West Telecombank, MDM-Bank and Trust Investment Bank.

Subsidiaries and affiliates

Subsidiaries

The following table shows the Company’s subsidiaries (companies in which North-West Telecom held more than 50% of the share capital) as of June 30, 2003.

	Name
	Registered office
	Principle business
	Equity stake held by the Company, %

	LLC Pagetelecom
	6, Stroiteley pr., 162627, Cherepovets, Vologda region
	Paging communications
	100.00

	LLC AMT
	201, Office, 14, Sinopskaya Nab., 193167, St. Petersburg
	Consulting services
	100.00

	LLC Centrum
	22, Antikainena ul., 185000, Petrozavodsk, Republic of Karelia
	Restaurant services
	100.00

	LLC Polycomp
	20, Bolshaya Morskaya ul., 191186, St. Petersburg
	Publishing services
	90.00

	LLC Arkhangelsk City Telephone Network
	4, Priorova pr., 163071, Arkhangelsk, Arkhangelsk region
	Wire-line telecommunications services 
	77.00

	CJSC Vologda cellular communications
	103, Zosimovskaya ul., 160009, Vologda, Vologda region
	Cellular communications
	60.00

	CJSC St. Petersburg Center for telecommunications
	30/32, 3rd line, Vasilievskiy Island, 199053, St. Petersburg
	Education and consulting services
	54.38

	LLC Bona
	45, Troitskiy pr., 163061, Arkhangelsk, Arkhangelsk region
	Retail
	52.00

	LLC Novgorod Datacom
	22, Industrialnaya ul., Pankovka vill., 163061, Velikiy Novgorod, Novgorod region
	Internet services
	52.00

	CSJC Colatelecom
	43, Lenina pr., 183709, Murmansk, Murmansk region
	Long-distance communications 
	50.00


Affiliates

The following table shows the Company’s affiliates (companies in which North-West Telecom held from 20% to 50% of the share capital as of July 30, 2003.

	Name
	Registered office
	Principle business
	Equity stake held by the Company, %

	CJSC Neva Cable 
	9th block, entrance 8, Industrial Zone Parnas, 194292, St. Petersburg 
	Cable manufacturing
	48.97

	CJSC Delta Telecom
	22, Bolshaya Morskaya ul., 191186, St. Petersburg
	Cellular communications 
	43.12

	CJSC Commercial Television and Radio
	3, Academika Pavlova ul., St. Petersburg, 197022
	TV and radio broadcasting
	40.00

	CJSC Medexpress
	2, Malaya Konushennaya ul., 191186, St. Petersburg
	Insurance
	34.59

	CJSC Kaliningrad mobile networks
	2, Vasilievskaya pl., 236016, Kaliningrad, Kaliningrad region
	Cellular communications 
	33.50

	CJSC WestBaltTelecom
	2, Vasilievskaya pl., 236016, Kaliningrad, Kaliningrad region
	Local wire-line telephony 
	28.00

	CJSC Octagon Technologies
	Office 12-N, 29, Ligovsky pr., 193036, St. Petersburg
	VoIP services
	26.40

	OJSC Tele-Nord
	5, Samoilova ul., 183038, Murmansk, Murmansk region
	Cellular communications
	25.00

	CJSC Dansell
	51, Baltiyskaya ul., 198092, St. Petersburg
	Telecommunications equipment manufacturing
	23.65


Company’s Branches

	Archangelsk Region

Artelecom of the Archangelsk Region

45, Troitsky pr., 163061, Arkhangelsk

Tel: +7 (8182) 205 020, fax: +7 (8182) 654 096 

www.artelecom.ru, info@artelecom.ru
	
	Republic of Karelia

Electrosvyaz of the Republic of Karelia

5, Dzerzhinskiy pr., 185000, Petrozavodsk, 

Tel: +7 (8142) 765 111, fax: +7 (8142) 766 144

www.electrocom.onego.ru, ao@com.onego.ru

	Cherepovets

Cherepovetselectrosvyaz

29, Kommunistov ul., 162602, Cherepovets Region 

Tel: +7 (8202) 519 094, fax: +7 (8202) 519 127

www.tchercom.ru, chief@ex.tchercom.ru
	
	Murmansk Region

Murmanelectrosvyaz of the Murmansk region

82-a, Lenina pr., 183038, Murmansk 

Tel: +7 (8152) 454 545, fax: +7 (8152) 450 045

www.mels.ru, mels@mels.ru

	Kaliningrad Region

Electrosvyaz of the Kaliningrad Region

24, Bolnitchnaya ul., 236040, Kaliningrad 

Tel: +7 (0112) 214 214, fax: +7 (0112) 451 552

www.electrosvyaz-kld.ru, axo2@24baltnet.ru
	
	Novgorod Region 

Novgorodtelecom of the Novgorod region

2, Ludogotsh ul., 173000, Velikiy Novgorod

Tel: +7 (8162) 182 510, fax: +7 (8162) 131 915

www.telcom.nov.ru, nt@novgorod.net

	Pskov Region

Electrosvyaz of the Pskov Region

5, Oktyabrskiy pr., 180000, Pskov

Tel: +7 (8112) 165 481, fax: +7 (8112) 169 735

www.ellink.ru, duep@ellink.ru
	
	St. Petersburg

Petersburg Telephone Network

24, Bolshaya Morskaya ul., 191186, St. Petersburg 

Tel: +7 (812) 314 1550, fax: +7 (812) 110-68-34 www.ptn.ru, office@ptn.ru

	Vologda Region

Electrosvyaz of the Vologda Region

4, Sovetsky pr., 160035, Vologda

Tel: +7 (8172) 720 014, fax: +7 (8172) 726 123

www.vologda.ru, 32eu@vologda.ru
	
	


Information for shareholders and investors

	Charter capital and shareholders’ structure
	At the end of the first half of 2003 North-West Telecom had 735,917,222 issued and outstanding shares of common stock and 202,022,788 issued and outstanding type A shares of preferred stock, each with a par value of RUR 1. These common and preferred shares totaled RUR 937,940,010 of the Company’s charter capital. In addition, the Company’s charter capital provides for 36,517 authorized but un-issued shares of common stock and 64,605 authorized but unissued shares of preferred stock, with a par value of RUR 1 each. None of these have been approved for issuance at the present time.

	
	Of the capital stock issued and outstanding as of June 30, 2003, 78.5% was attributable to common shares and 21.5% to type A preferred shares. Common shareholders are allowed one vote per share. Type A preferred shares are non-voting. Under the Company’s current charter, this is the sole type of preferred stock authorized or outstanding. Type A preferred shares are entitled to a minimum annual dividend equal to 10% of statutory net income available for dividends. Dividends on type A preferred shares may not be less than the dividends on common shares.

	North-West Telecom’s shareholders as of May 5, 2003

	Shareholders
	Nominal holder
	Common stock
	Share in common stock, %
	Preferred stock
	Share in preferred stock, %
	Share in 
capital, %

	Svyazinvest
	owner
	374,172,243
	50.84
	-
	-
	39.89

	Lindsell Enterprises Limited
	owner
	46,344,777
	6.30
	15,870,542
	7.86
	6.63

	Gensor Enterprises Limited
	Brunswick UBS Warburg Nominees
	36,406,829
	4.95
	3,364,834
	1.67
	4.24

	Westmead Limited
	Brunswick UBS Warburg Nominees
	34,801,809
	4.73
	-
	-
	3.71

	Red Hand Investments Limited
	ING Bank Eurasia
	34,273,970
	4.66
	5,119,920
	2.53
	4.20

	Fractor Investments Limited
	owner
	26,648,680
	3.62
	-
	-
	2.84

	Stotter Limited
	Brunswick UBS Warburg Nominees
	26,182,670
	3.56
	6,043,850
	2.99
	3.44

	Lider D.U.
	Depositary Clearing Company
	20,516,145
	2.79
	2,394,615
	1.19
	2.44

	Management and the BoD in total
	
	1,505,403
	0.20
	955,219
	0.47
	0.26

	Individuals
	
	44,036,070
	5.98
	96,090,341
	47.56
	14.94

	Others
	
	91,028,626
	12.37
	72,183,467
	35.73
	17.40

	Total shares outstanding
	
	735,917,222
	100
	202,022,788
	100
	100

	Distribution of ownership (combined and by type of shares)
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	* Legal entities holding more than 2% of the Company’s charter capital.

	Annual Shareholders’ Meeting
	The Annual General Shareholders’ Meeting will be held in the 2nd quarter of 2004 in St. Petersburg. The date, place, time and agenda of the meeting are to be defined by the Board of Directors. The BoD also fixes the date on which the list of the shareholders entitled to take part in the Meeting is to be drawn up. The shareholders are to be provided with relevant information materials not lately than 20 days before the Meeting. 

	Financial reviews and other information
	Financial accounts and other information materials, including annual and semiannual reports, press releases, etc. are available on the web site at www.nwtelecom.ru in the Investor Relations section. Annual and interim reports are posted on the Internet as soon as they are published. To order printed copies, please contact our Shareholders and Securities Department or send your requests to 24, Bolshaya Morskaya ul., 191186, St. Petersburg.

	Dividend information
	The Annual General Shareholder Meeting approved the payment of a dividend of 
RUR 0.064 per common share and a dividend of RUR 0.14 per preferred share for the 2002 fiscal year. The dividends on common and preferred shares will be paid out in cash from August 15, 2003, till December 31, 2003. 

	Shareholder and investor inquiries
	Vladislav Y. Smyslov, Head of the Shareholders and Securities Department.

24, Bolshaya Morskaya ul., 191186, St. Petersburg. 

Tel. +7 (812) 312 0381, fax +7 (812) 325 8323, vsmyslov@ptn.ru.

	Registrar
	Registrator-Svyaz

License number 01147 issued by the Federal Commission for the Securities Market and Stock Exchanges on October.5, 1996, valid until October 7, 2005.

15A, Kalanchevskaya ul., 107078, Moscow.

Tel. +7 (095) 975 3605, fax: +7 (095) 975 3605, e-mail: regsw@asvt.ru.

	Dividend paying agent
	Severo-Zapadnaya Finansovaya Kompaniya

26, 1st Krasnoarmeiskaya ul., 198005, St. Petersburg.

Tel. 7 (812) 316 3018, fax: +7 (812) 251 7665.

	Depositary bank for ADR program
	J.P. Morgan Chase is the depositary for the Level I ADR program and all enquiries regarding ADR should be directed to J.P. Morgan Chase, 270 Park Avenue, New York 10017-2070, USA.

	Depositary for corporate bonds 
	National Depositary Center
1/13 building 4, Sredniy Kislovskiy per., 103009, Moscow.

Tel. +7 (095) 956 2790, fax: +7 (095) 956 2792.

	Paying agent for bond issue
	North-West Telecombank

12, Baskov per., 191014, St. Petersburg.

Tel. +7 (812) 326 3781, fax: +7 (812) 277 5523.

	Independent auditor
	Ernst & Young VneshAudit

License number E003246, issued by the Ministry of Finance on January 17, 2003, valid until January 17, 2008.

23, Konnogvardeyskiy Boulevard, 190000, St. Petersburg.

Tel. +7 (812) 325 8100, fax: +7 (812) 325 8101.

	Advisor for IR and securities market
	LYNX Finance

5, Marsovo Pole, 191186, St. Petersburg.

Tel: +7 (812) 118 3445, fax: +7 (812) 315 7771.

	Official press agency for information disclosure
	The Izvestia federal newspaper
Supplement to Vestnik FKTsB Rossii, the official press agency of the Federal Commission for the Securities Market.
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