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2. General information (The audit was not carried out in respect of data set forth in this clause)
The Open Joint-Stock Company North-West Telecom, abbreviated name OJSC N.W.Telecom, INN (tax-payer's identification No.) 7808020593, (hereinafter referred to as the Company) was registered on 06th May 2005 by the Registration Chamber of the St. Petersburg Administration under registration No. 1027809169849. The Company’s personnel number as of 31st December 2006 was  26,777 (31st December 2005 – 31,979).      The Company is registered at the address:  14/26, ul. Gorokhovaya, St. Petersburg, 191186.

The basic areas of the Company's business are: 

· local and intra-zone telephone communication services;

· settlements with users for long-distance and international communication services on the basis of contracts on behalf and for the account of communication operator providing long-distance and international communication services;

· provision of connections via the Licensee’s mobile radio communication network in the range of 450 MHz for the reception (transmission) of voice and non-voice information with continuous communication in the service provision irrespective of subscriber's location, among other things, when he/she/it is in motion;

· - provision of mobile radio telephone communication services in public communication networks (trunking);

· - provision of mobile radio telephone communication services in public communication networks (of ALTAY type);

· Services of mobile radio communication in public communication networks;

· rendering communication services related to providing communication channels, ensuring that a subscriber and/or a user is provided with the technical opportunity of transferring data via channels and routes in analog and digital transmission systems of cable, aerial, radio relay and satellite communication lines; 

· telematic services (including e-mail, information resource access, facsimile message, information/inquiry , message handling, voice message, speech information transmission, audio conference, video conference, and Internet services);

· data transmission services;

· telephone communication services using technical facilities of an intelligent communication network;

· telegraph communication services (including the “Telegram” service and the AT/Telex network services);

· services of TV and sound programmes delivery via a cable TV network. 

· services of sound programmes broadcasting over the wired radio network; 

· TV broadcasting services using transmitting facilities;

· broadcasting services using transmitting facilities;

· local telephone communication services using radio access equipment.

Data on Register Holder (Registrar)
Name: Open Joint-Stock Company "United Registration Company" (OJSC URC) 

Location:  70, ul.Pyatnitskaya, Moscow, 113095

Mailing address: POB 162, Moscow, 107078

No. of license:   №10-000-1-00314 

Date of license issue: 30.03.2004

Validity period: without limitation of the validity period.
Authority issuing the license: License of the Federal Commission for the Securities Market of Russia for keeping a register: 

Data on the Auditor

Name: Limited Liability Company “Ernst & Young”

Location:  77, Sadovnichesaya nab., building 1, Moscow, 115035, Russia

Location of the branch in St. Petersburg:  23A, ul. Malaya Morskaya, St.Petersburg, 190000, Russia
Mailing address: 77, Sadovnichesaya nab., building 1, Moscow, 115035

E-mail: moscow@ru.ey.com

Data on Auditor's license: Auditor's license: 

No. of license:  E002138

Date of issue: 30.09.2002

Validity period: 5 years

Authority issuing the license: RF Ministry of Finance

The Company's Board of Directors consists of:  

Chairperson of the Board of Directors:

· Alexandr Nikolayevich Kiselev - General Manager, OJSC Svyazinvest

Members of the Board of Directors: 

· Vladimir Alexandrovich Akulich – General Manager of OJSC N.W.Telecom 

· Konstantin Vladimirovich Belyayev – Deputy Chief Official of the Directorate in charge of assets management, CJSC "Telecom System"

· Alexandr Alexandrovich Gogol - Rector, Bonch-Bruyevich Saint Petersburg State University of Telecommunications

· Alexandr Vyacheslavovich Ikonnikov - Chairperson of the Supervisory Board of the Association of Independent Directors 

· Dmitry Vladimirovich Levkovsky, Advisor, NCH Advisors, Inc.

· Oleg Mikhaylovich Mikhaylov - Director of Information Support Department, OJSC Svyazinvest

· Irina Mikhailovna Ragozina, Councellor of General Manager, OJSC Svyazinvest 

· Ivan Ivanovich Rodionov - Professor of the Corporate Economics and Finance Chair, The State University “Higher School of Economics”

· Lyubov Stepanovna Timoshenko - Director, Department of State Policy in the Field of Financial and Investment Operation, Ministry of Informatization and Communication of Russia

· Valery Nikolayevich Yashin - Chief Official of the Directorate in charge of assets management, CJSC "Telecom System"

The Company's Management Board consists of:  

· Vladimir Alexandrovich Akulich – General Manager of OJSC N.W.Telecom 

· Oleg Viktorovich Popov – Deputy General Manager, Commercial Manager of OJSC N.W.Telecom 

· Yury Alexandrovich Pochekin – Regional Manager, Director of the Vologda Branch of OJSC N.W.Telecom 

· Oleg Anatolyevich Semanov– Deputy General Manager, Technical Manager of OJSC N.W.Telecom 

· Maya Mikhailovna Semchenko – Chief Accountant of OJSC N.W.Telecom  

· Irina Vladimirovna Tambovskaya – Director of Human Resources Management Department of OJSC N.W.Telecom  

· Leonid Zigmundovich Tufrin – Regional Manager, Director of the St.Petersburg Branch of OJSC N.W.Telecom  

· Venera Adykhamovna Khusnutdinova – Deputy General Manager, Economics and Finance Manager of OJSC N.W.Telecom   

· Grigory Borisovich Chernyak – Deputy General Manager in charge of of property management and general issues of OJSC N.W.Telecom   

· Vladimir Ivanovich Shumeyko – First Deputy General Manager of OJSC N.W.Telecom  

The Auditing Committee of the Company consists of: 

· Ruslan Kyarimovich Aksyaitov - Deputy Chief Accountant, Head of the Division of the Accounting Department, OJSC Svyazinvest 

· Yekaterina Sergeyevna Yerofteyeva - Deputy Director, Head of the division, Department of Economic and Rate Policy, OJSC Svyazinvest

· Sergey Ninelevich Kosarev - Deputy Director of the Department of Telecommunications of OJSC Svyazinvest  

· Sergey Vladimirovich Podosinov - Head of the division, Internal Audit Department of OJSC Svyazinvest  

· Ivan Vladimirovich Topolya - Manager, Corporate Finance Department, Deloite and Touche CIS

· Natalia Petrovna Utina - Head of the division, Department for Economic Planning and Budgeting, OJSC Svyazinvest

· Tamara Alexeyevna Chernikova - Head of the division, Finance Department, OJSC Svyazinvest
3. Accounting Policy
These accounts and reports of the Company have been prepared on the basis of the following accounting policy.      

Basic approaches towards preparing annual accounts and reports

Accounts are kept by the Company in compliance with the Federal Law No. 129-FZ of 21st November 1996 “On Accounting” (with amendments as of 23rd July 1998, 28th March, 31st December 2002, 10th January, 28th May, 30th June 2003, 03rd November 2006) and the “Provisions on Accounting and Reporting in the Russian Federation”, approved by the Order of the Ministry of Finance of Russia, of 29.07.98, No. 34n (with amendments as of 30th December 1999, 24th March 2000, 18th September 2006), as well as other active provisions on accounting.        
The Company's accounts and reports for the year 2006 have been prepared proceeding from an assumption that the Company will continue its operasions in the foreseeable future, and it had no intention or need of liquidating or essentially reducing the operations, and, therefore, the obligations would be repaid in time according to the established order.
Assets and Liabilities in Foreign Currency

In the accounting of economic operations performed in foreign currencies, the official foreign currency to rouble exchange rate as of the day of the operation was applied.  Monetary assets and liabilities, the value of which is expressed in terms of a foreign currency, are recorded in the accounts and reports in amounts calculated on the basis of the official currency exchange rates established by the Central Bank of the Russian Federation as of the dates under report (in roubles per currency unit):    

	Currency
	31st December  2005
	31st December  2006

	US dollars
	28,7825
	26,3311

	Euros
	34,1850
	34,6965


The exchange rate differences that arose during the year in respect of operations with assets and liabilities and in their re-calculation as of the date of report shall be included in the other income and expenses.       
In the cash flow report, the ruble equivalent of the currency balance as of the beginning of the year and foreign currency flow during the year are calculated at the official currency exchange rate effective as of December 31, 2006, and the comparable data is calculated at the official currency exchange rate effective as of December 31, 2005, respectively. 

Short-Term and Long-Term Assets and Liabilities

Assets (liabilities) have been included in short-term assets or liabilities in the accounts and reports, provided their circulation (retirement) period does not exceed 12 months after the reporting date. All other assets and liabilities are presented in the accounts and reports as long-term assets or liabilities. 

Intangible Assets

Intangible assets include exclusive rights to intellectual property (exclusive copyright in the computer programme and the trademarks).  
In the accounts and reports, the intangible assets are shown at the initial value less the depreciation accumulated for the entire time of use.

The value of assets transferred or to be transferred is considered as the initial cost of intangible assets acquired in exchange for goods (values) other than money. The said value was established proceeding from the price, at which the Company normally determined the value of similar goods (values) under comparable circumstances.  

The value of intangible assets shall be retired by charging depreciation deductions by the linear method during the established useful life. The useful life shall be defined by a specialy appointed commission and approved in the established procedure on the basis of the expected time of use of the property, in which the Company intends to get a benefit (earnings) from its use. 

Fixed Assets

Fixed assets were accepted for accounting at the initial value. 
 The initial value of the fixed assets acquired on the paid basis shall be determined as the sum total of the actual costs of the Company for acquisition, construction and manufacturing less the value added tax and the other reimbursable taxes (except for the cases provided for by the legislation of the Russian Federation). 
The value of assets transferred or to be transferred shall be considered as the initial cost of fixed assets acquired in exchange for goods (values) other than money. The said value was established proceeding from the price, at which the Company normally determined the value of similar goods (values) under comparable circumstances.  

In the balance sheet, the fixed assets are shown at the initial (replacement) value less the depreciation accumulated for the entire time of operation.

Recorded as fixed assets are real estate items commissioned and actually used prior to State registration of the title of ownership to such items. 
Depreciation of fixed assets shall be calculated by the linear method according to the adopted useful life time. 

	production buildings 
	-
	from 5 to 70 years

	facilities and transmission devices
	-
	from 10 to 30 years

	communication equipment 
	-
	from 3 to 20 years

	transport facilities
	-
	from 3 to 15 years

	computing and office facilities
	-
	from 3 to 5 years

	other facilities
	-
	from 3 to 7 years


Depreciation shall not be calculated for land plots.

Depreciation shall not be calculated for housing facilities and external improvements commissioned prior to 2006. For similar facilities  commissioned in 2006, depreciation shall be calculated in the common procedure.

Costs of all kinds of repairs are included in the expenses for normal activities of the period under report. No reserve of forthcoming costs of fixed assets repairs has been created. 

The interest on credits and loans used for the funding of the acquisition (construction) of such facilities, calculated before the fixed asset units were accepted for accounting, are included in their initial cost.     The interest calculated after the fixed asset units were accepted for accounting, are recorded in the profit and loss report within operating expenses.  

The useful life of fixed assets shall be determined by the fixed assets acceptance commission and approved by the Company's General Manager.        

Items of fixed assets, the value of which does not exceed 10,000 roubles per unit, as well as books, brochures and the like editions, acquired starting from 01.01.02, shall be written off to production costs (expenses for sale) as they are released to production or operation using account 02 “Depreciation of fixed assets”. To ensure safety of such objects in the production or operation, the Company shall exercise a proper control over their flow on account 01 “Fixed Assets”.     

Finance Investment

Financial investment, for which the current market value is not determined, is shown in the balance sheet according to its initial value.   

Initial value of financial investment:  

· acquired on the paid basis, has been determined as the sum total of the actual costs of the Company for acquisition,   

· acquired under contracts providing for fulfillment of obligations (payment) otherwise than in monetary funds has been determined as the value of the assets transferred by the Company,  

· in the form of investment in capitals of subsidiaries, associate and other companies makes a monetary value agreed upon by promoters (participants) of such companies.     

Financial investments, for which a steady material value decrease has been recognized as of the end of 2006, are shown in the balance sheet less the reserve provided for financial investment depreciation.  The amount of the reserve is recorded as other costs’ increase.

Financial investments, for which the organizer of trade in the securities market determined the market price in compliance with the established procedure, are shown in the accounts and reports according to the current market value as of 31st December 2006 by adjustment of their evaluation. The amount of the adjustment has been recorded as part of the increase in the other income (loss).  
For sale and other withdrawal of securities, for which the current market value is not determined, evaluation of retiring issued securities was carried out by the method of the value of the first securities that were acquired (FIFO), while evaluation of retiring non-issued securities was carried out according to the actual value of each paper.  

Inventories

Inventories shall be accepted for accounting at the actual price, which is deemed to mean here the following: 

· When inventories are purchased for compensation – the sum of actual costs of such purchase including the costs of bringing the inventories to a condition, in which they are fit fir use, less the value added tax and other refundable taxes;
· when inventories are made by the organization itself – the total of actual costs related to their production;  

· when inventories are contributed as investment in the authorized capital of the Company – the monetary evaluation agreed upon by the founders of the Company taking into account the requirements of the Law "On Joint-Stock Companies";   

· when inventories are received by the organization under a contract of donation or on a gratuitous basis or remain from retirement of fixed assets and other property - the current market value as of the date of accepting for accounting; 

· when inventories are received under contracts providing for execution of obligations (payment) in non-monetary funds – the value of assets transferred or to be transferred by the Company.      

Goods in retail trade shall be shown in the accounting at the selling prices.   
Recorded as inventories shall be any assets purchased starting from 2006 and complying with the terms specified in Clause 4 of Accounting Rules 6/2001 "Cash Accounting", their value not exceeding 10,000 rubles per unit.

Retiring inventories (except for precious metals) shall be evaluated at the average cost.   
Precious metals shall be retired at the prime cost of each unit. 

Deferred expenses

Expenses incurred by the Company in the year under report, but related to later reporting periods, shall be recorded as deferrals. Such expenses shall be written off according to their purpose uniformly during the periods, to which they relate.    
Any deferred expenses related to purchase and implementation of software products and databases subject to writing off later than 12 months after the reporting date are shown in the balance sheet as "other non-circulating assets”. 

Indebtedness of Buyers and Customers

Buyers' and customers' debts shall be recorded in the accounts and reports, taking into account the VAT paid to the budget after receiving the payment of accounts receivable and shall be determined proceeding from the prices established by contracts between the Company and the buyers (customers) taking into account all discounts (extra charges) provided by the Company. Debts unlikely to be exacted were written off from the balance sheet as they were recognized as such.   

Buyer’s debts for any sold services, work, goods, products, fixed assets, inventories, and other property, where not repaid within the dates specified in the contracts and not covered by appropriate guarantees, are shown less the doubtful debt reserve.  
The amount of the reserve is determined separately for each debt based on an inventory, depending on debtor's solvency and debt repayment probability.  

As an individual analysis of each doubtful debt is impossible for communication services at communication enterprises because of the large number of subscribers, the reserve shall be created in the amount of 100% of the total debt for all unpaid debts in respect of communication services, the payment of which was outstanding 90 and more days as of the date of creating the reserve. No reserve shall be created for debts, the payment of which is delayed by less than 90 days.

The debt of social protection agencies to recompense the costs related to granting communication service benefits is reserved after an inventory of the debt under agreements (arrangements) with the social protection agencies.
Doubtful debt reserves are taken into account as the increase of other expenses.  

Added and Reserve Capital

The additional capital has been formed through the increase in the value of fixed assets, determined during revaluation, and the seigniorage gained as a result of selling Company's shares at a price exceeding their par value.     
The Company shall form capital reserves intended for covering its losses, for retirement of bonds and redemption of the Company's shares. Capital reserves shall be formed from the net profit of the Company. 

The Company shall form a Reserve Fund to the amount provided for by the Company's Articles of Association, but not less than 5% of the Company's Articles of Association.

Dividends to be distributed shall be considered as liabilities and deducted from the sum total of the capital as of the date under report only in case they are stated before the date under report inclusive. Dividends to be distributed stated after the date under report shall be diclosed in the reporting as events after the the date under report.

Credits and Loans Received

The Company shall transfer the long-term debt in respect of received credits and loans to the short-term debt 365 days before the principal debt amount re-payment according to the contract of loan and/or credit.

As of each reporting date, the Company shall convert ther value of credits and loans denominated in foreign currency and/or conventional units. Any differences obtained in such conversion shall be recorded as “other costs”.

Interests on received credits and loans directy used for purchase or building of investment assets shall be recorded as an increase in the value of such investment assets up to the date of their inclusion in the fixed assets. 
Any extra expenses incurred in connection with receiving credits or loans include costs connected with: 

· providing legal and consulting services to the Company; 

· agent services to the Company related to floating acceptance credits and bonded debts,

· conducting expert examinations; 

· consumption of communication services;  

· other expenses immediately connected with receiving loans in the monetary form. 

Extra expenses related to receiving loans or credits, or floating loan obligations, are recognized by the Company as expenses of the period, in which the said costs were incurred.   

Interest on received credits (loans) shall be charged on a monthly basis according to the procedure established in the agreement.     

For loans obtained in the monetary form and through issuing own notes of the Company, the amount of the discount due to the noteholder shall be included in the deferrals, with subsequent writing off to other expenses on the monthly basis in equal parts during the notes circulation period.  
For loans received in the monetary form and attracted by issuing Company’s bonds, in case of sale of issued bonds at a price differing from their face value (with a discount), the amount of the discount is included in deferred expenses, with subsequent writing off to other expenses on a monthly basis in equal parts during the bonds circulation period.      
Profit Tax Settlements 

The Company shall calculate and show in accounts and reports deferred tax assets and liabilities in respect of the profit tax to be repaid in subsequent reporting periods. 
Deferred tax assets and liabilities are to be calculated in respect of temporary differences presented by the income and expenses forming the accounting profit (loss) in one reporting period and the taxable base in respect of the profit tax in other reporting periods.

Deferred tax assets are the part of the deferred profit tax, that must result in a reduction of the profit tax to be paid to the budget in the period that follows the period under report or in subsequent periods under report.   They are determined by applying the profit tax rate established by the legislation of the Russian Federation on taxes and fees to the deducted temporary differences that have been formed in the period under report.    

Deferred tax liabilities are the part of the deferred profit tax, that must result in an increase of the profit tax to be paid to the budget in the period that follows the period under report or in subsequent periods under report.   They are determined by applying the profit tax rate established by the legislation of the Russian Federation on taxes and fees to the taxable temporary differences that have been formed in the period under report.    

The current profit tax shall be the tax for the purposes of taxation, calculated in compliance with chapter 25 of the Tax Code of the Russian Federation, determined in the accounts and reports proceeding from the value of the conventional profit tax and adjusted by the amounts of constant tax assets and liabilities, as well as deferred tax assets and liabilities of the period under report. 

The current profit tax shall be considered in the accounts and reports as a liability to the budget, equal to the unpaid value of the profit tax. 

The conventional expenses (income) in respect of the profit tax shall be calculated as the product of the accounting profit (loss) multiplied by the profit tax rate established by the legislation of the Russian Federation on taxes and fees. 

Overpayments of the profit tax that have been effected to the budgets of entities of the Russian Federation and to local territorial budgets are shown within the accounts receivable.  

Recognizing the Income

Receipts from sales of products and from provision of services shall be recognized by the accrual concept, i.e. as services are provided, and shall be recorded in accounts and reports less the value added tax and discounts provided to buyers.      
Receipts from sales of products on the conditions of barter shall be determined according to the cost of valuables received or to be received by the Company, calculated proceeding from the prices at which the Company normally determines the cost of similar valuables under comparable circumstances.    

Income from leasing out Company's property is included in the income from normal activities. 

Dividend within other income shall be recognized as it is stated. 

Recognizing the Expenses

The complete production prime cost of provided services, performed jobs and sold products shall be calculated by the Company without separation of managerial or commercial expenses.       

Normal activities expenses are formed in the amount calculated in the monetary terms and equal to the value of payment in the monetary or other form or the value of accounts payable.     

Accounting of expenses related the Company’s activities is provided as per Order No. 54 of the RF Ministry of Informatization and Communication “On Approval of the Procedure of Separate Accounting by Telecommunication Operators of Receipts and Expenditures Related to Their Activities, Communication Servicers Provided, and Parts of Telecommunication Networks Used in Such Services” dated May 2, 2006.   

Reserves for forthcoming costs

The Company shall create the following reserves for forthcoming costs: 
· for forthcoming payment for leaves to the employees;

· for payment for the year business results;

· for payment of remuneration (bonuses) for the quarterly business results;

· for payment of remuneration (bonuses) for the monthly business results which are to be paid for the previous month;

· for payment of remuneration (quarterly, annual) to the Company's managerial officials. 
Expenses for Pension Insurance

Social deductions are made in the form of payment of a single social tax calculated by the Company at the regressive rate specified in Article 241 (1) of the Russian Federation Tax Code. The assessment basis of the single social tax is defined as the sum of labor remuneration and other compensations to each employee.
 The Company shall pay the single social tax amounts to three governmental extra-budgetary funds, the Pension Fund of the Russian Federation, the Social Insurance Fund of the Russian Federation, and the Mandatory Medical Insurance Fund of the Russian Federation.  Social deductions are made by paying a single social tax calculated by the Company at a regressive rate (from 26% to 280 + 2% from any amount exceeding 600) applicable to the sum of labor remuneration and other compensations to each employee.   The Company transfers the amounts of the single social tax to the three social funds (governmental social fund, social insurance fund, and medical insurance fund), with deductions to the pension fund making from 14% to 280 + 56.8% of any amount exceeding 600 subject to the annual sum of payments and compensations to each employee. The contributions are recorded as current expenses as they are calculated. 

The Company participates in the programme of one-time welfare pays (within one salary) to the Company’s employees in case of their retirement. This programme embraces the majority of the Company’s employees and does not provide for any special fund creation.  The amounts of pays depend on the number of years of employment before the retirement.

Besides, the Company takes part in the pension programme in the framework of non-governmental provision of pensions. The amounts of the dues to be paid are determined on the annual basis and are included in expenses as they arise. See clause 11 of this Explanatory Note. 
Changes in the Accounting Policy for the Year 2006

The accounting policy applied in 2006 is similar to that used in the preceding fiscal year, except that a doubtful debt reserve was charged under advances distributed and other accounts receivable. 

In 2006, the Company, for discretion purposes, charged a doubtful debt reserve under advances paid to suppliers where the probability of receiving any assets (services) was doubtful, and under other accounts receivable where repayment of the full amount of the debt was found unlikely.   The reserve size was assessed individually as applied to debtors that were material in themselves. The reserve generation costs were recorded as “other expenses”.
Since the Company did not build any doubtful debt reserves under advances paid to suppliers and under other accounts receivable in 2005, the Company, in order to ensure the principle of comparability of accounting indicators, updated the comparable data in the balance sheet, profit and loss statement, and equity changes report for 2006.

Changes in the Accounting Policy for the Year 2007

In 2007, in accordance with the new edition of the Accounting Provisions “Accounting of Assets and Liabilities Denominated in Foreign Currencies” (PBU 3/2006) approved by Order No. 154н of the Russian Federation Ministry of Finance dated November 27, 2006, accounting of assets and liabilities whose value is denominated in a foreign currency, and to be paid in rubles, is changed.    
According to the new rules, for the reporting purposes, any assets in calculations whose value is denominated in a foreign currency, and to be paid in rubles, shall be converted into rubles at the official foreign currency exchange rate set by the Russian Federation Central Bank as of the reporting date, or at another exchange rate to be agreed in a contract.  

No other amendments able to materially affect the financial reporting will be made in the 2007 accounting policy. 

4. Comparative Data
Comparative data in the Company's accounts and reports for the year 2006 have been formed by the adjustment of the data of accounts and reports for the year 2005 in order to bring them in line with the accounting and reporting indices for the year 2006.    

Changes in the Initial Balance Sheet as of 1st January 2006:  

	Line code
	Item of balance sheet as of 31.12.2005 
	Item of balance sheet as of 01.01.2006 
	Discrepancies
	Comments

	1
	2
	3
	4
	5

	150
	2,052,237
	2,052,830
	593
	the doubtful debt reserve as of 31.12.2005 charged – 2,499, changes in methodology of making up Form 1 – transferred from lines 242, 232 – 3,092

	190
	25,240,968
	25,241,561
	593
	the doubtful debt reserve as of 31.12.2005 – 2,499, changes in methodology of making up Form 1 – transferred from lines 242, 232 – 3,092

	230
	56,758
	56,561
	(197)
	advances distributed under leasing payments, transferred to line 150 in the amount of 197

	232
	197
	,
	(197)
	advances distributed under leasing payments, transferred to line 150 in the amount of 197

	240
	1,591,777
	1,587,336
	(4,441)
	changes of sum totals in lines 242, 243

	242
	82,079
	78,,831
	(3,248)
	advances distributed under leasing payments (less than 12 months) were transferred from accounts receivable to other non-current assets (to line 150) – 828., changes in methodology of making up Form 1 – 2,069, doubtful debt reserve charged under  advances - 351

	243
	325,872
	324,679
	(1,193)
	doubtful debt reserve for other accounts receivable charged – 1,193

	290
	4,313,219
	4,308,581
	(4,638)
	changes of sum totals in lines 242, 243

	300
	29,554,187
	29,550,142
	(4,045)
	changes in reserve for advances and other accounts receivable

	460
	6,847,607
	6,843,562
	(4,045)
	changes in reserve for advances and other accounts receivable

	490
	16,111,044
	16,106,,999
	(4,045)
	changes in opening balance in connection with charging reserve for advances distributed

	700
	29,554,187
	29,550,142
	(4,045)
	changes in opening balance in connection with charging reserve for advances distributed

	901
	847,905
	1,791,566
	943,661,
	including leased land plots into the leased fixed assets

	905
	21,473
	28,713
	7,240
	adjustment of value for pledged apartments


Changes in the Comparative Information for the year 2005 in the Profit and Loss Report  

	Line code
	Column 3 of form 2 for the year 2005
	Column 4 of form 2 for the year 2006
	Discrepancies   (col. 4 –  col. 3)
	Comments

	1
	2
	3
	4
	5

	020
	16,572,811
	16,642,713
	69,902
	For the purpose of compatibility with the data for 2006 the following amounts have been included in the prime cost: agency fee for payment collection by banks – 67,189, mobilization reserve – 1,683, contribution to NPF – 1,030.

	050
	3,810,675
	3,740,773
	(69,902)
	For the purpose of compatibility with the data for 2006 the following amounts have been included in the prime cost: agency fee for payment collection by banks – 67,189, mobilization reserve – 1,683, contribution to NPF – 1,030.

	090
	1,188,108
	1,743,,760
	555,652
	The Form 2 for 2006 has been changed, this line include also income from sources other than sales and extraordinary income – 556,316, calculated difference in the amount of doubtful debt reserve for advances and other accounts receivable shown. 

	100
	1,463,300
	2,101,324
	638,024
	The Form 2 for 2006 has been changed, this line include also income from sources other than sales and extraordinary income – 707,926. For the purpose of compatibility with the data for 2006 the following amounts have been included in the prime cost: agency fee for payment collection by banks – 67,189, mobilization reserve – 1,683, contribution to NPF – 1,030.

	120
	555,059
	X
	555,059
	The Form 2 for 2006 has been changed – this line is included in other income

	130
	703,348
	X
	703,348
	The Form 2 for 2006 has been changed – this line is included in other expenses

	140
	2,829,240
	2,825,255
	(3,985)
	Changes of total indices in connection with the aforementioned re-classifications

	160
	1,847,456
	X
	1,847,456
	The Form 2 for 2006 has been changed 

	170
	1,257
	X
	1,257
	The Form 2 for 2006 has been changed – this line is included in other income

	180
	4,578
	X
	4,578
	The Form 2 for 2006 has been changed – this line is included in other expenses

	190
	1,844,135
	1,843,471
	(664)
	Changes in the amount of calculated difference of doubtful debt reserve for advances and other accounts receivable as of 31.12.2005 and 31.12.2004

	201
	672,401
	672,242
	(159)
	Data changes resulting from the financial result change after calculation of reserve for advances distributed.

	202
	322,417
	322,576
	159
	Data changes resulting from the financial result change after calculation of reserve for advances distributed.


Changes in Comparative Data for the Year 2005 related to Appendix to the Accounting Balance Sheet – Form No.5

	Line code
	Data as of the end of the year 2005
	Data as of the start of the year 2006
	Discrepancies   (col. 3 – col. 2)
	Comments

	1
	2
	3
	4
	5

	201
	4,982,507
	4,985,361
	2,854
	Re-classification of fixed assets by groups

	202
	10,196,519
	10,258,781
	62,262
	Re-classification of fixed assets by groups

	203
	18,971,785
	18,848,885
	(122,900)
	Re-classification of fixed assets by groups

	204
	345,654
	355,665
	10,011
	Re-classification of fixed assets by groups

	205
	1,420,575
	1,417,486
	(3,089)
	Re-classification of fixed assets by groups

	206
	24,075
	23,339
	(736)
	Re-classification of fixed assets by groups

	208
	559,829
	611,426
	51,597
	Re-classification of fixed assets by groups

	221
	1,176,701
	1,176,776
	75
	Re-classification of fixed assets by groups

	222
	4,753,507
	4,776,013
	22,506
	Re-classification of fixed assets by groups

	223
	7,241,048
	7,167,329
	(73,719)
	Re-classification of fixed assets by groups

	224
	195,486
	205,223
	9,737
	Re-classification of fixed assets by groups

	225
	773,958
	769,258
	(4,700)
	Re-classification of fixed assets by groups

	226
	395,470
	441,571
	46,101
	Re-classification of fixed assets by groups

	233
	4,879
	4,806
	(73)
	Re-classification of fixed assets by groups

	235
	10,477
	10,550
	73
	Re-classification of fixed assets by groups

	260
	847,905
	1,791,566
	943,661
	Including leased land plots into the leased fixed assets

	265
	7,422
	951,083
	943,661
	Including leased land plots into the leased fixed assets

	270
	2,040,656
	2,375,878
	335,222
	Adjustment of value for not registered fixed assets 

	605
	2,279,061
	2,348,963
	69,902
	For the purpose of compatibility with the data for 2006 the following amounts have been included in the prime cost: agency fee for payment collection by banks – 67,189, mobilization reserve – 1,683, contribution to NPF – 1,030.

	714
	21,473
	28,713
	7,240
	Adjustment of value for pledged apartments


In accordance with Orders Nos. 115н and 116н of the Russian Federation “On Amendments to Regulatory Documents on Accounting” dated September 18, 2006, the lines to record income and expenses from sources other than sales and extraordinary income and expenses have been deleted from the Profit and Loss Statement.    Due to this, the Company has changed its presentation of comparative data on other income and expenses for 2005. The amounts recorded in 2005 in the deleted Line 120 "Non-Sale Income" and Line 170 “Extraordinary Income” are shown in the 2006 Profit and Loss Statement in Line 090 “Other Income”.  The data on other expenses is presented similarly.

5. Analysis and Evaluation of the Balance Sheet Structure, and Profit Dynamics (The audit was not carried out in respect of data set forth in this clause)   
Analysis and Evaluation of the Balance Sheet Structure

The analysis of the financial standing of OJSC N.W.Telecom was carried out on the basis of the accounting balance sheet (Form No. 1) and the profit and loss report (Form No.2).    

Balance Sheet Assets
The dynamics and structure of the balance sheet assets items in 2006 is given in the following table: 

	Balance Sheet Assets
	Absolute values
	Percentage in the total of the balance sheet 
	Changes

	
	01.01.2006
	31.12.2006
	01.01.2006
	31.12.2006
	in absolute values
	in percentage
	Growth rate

	1
	2
	3
	4
	5
	6 = L.3 - L.2
	7 = L.5 - L.4
	8 = (L.3 - L.2) / L. 2

	Property - total
	29,550,142
	31,990,894
	100%
	100%
	2,440,752
	 
	8.3%

	1. Non-circulating assets - total
	25,241,561
	28,731,508
	85.4%
	89.8%
	3,489,947
	4.4%
	13.8%

	1.1. Intangible assets
	68
	59
	0.0%
	0.0%
	-9
	0.0%
	-13.2%

	1.2. Fixed assets
	21,983,239
	23,442,852
	74.4%
	73.3%
	1,459,613
	-1.1%
	6.6%

	1.3 Capital investment
	764,066
	1,569,981
	2.6%
	4.9%
	805,915
	2.3%
	105.5%

	1.4. Long-term financial investments
	225,553
	221,220
	0.8%
	0.7%
	-4,333
	-0.1%
	-1.9%

	1.5  Deferred tax assets
	215,805
	192,044
	0.7%
	0.6%
	-23,761
	-0.1%
	-11.0%

	1.6. Other non-circulating assets
	2,052,830
	3,305,352
	6.9%
	10.3%
	1,252,522
	3.4%
	61.0%

	2. Circulationg assets - total
	4,308,581
	3,259,386
	14.6%
	10.2%
	-1,049,195
	-4.40%
	-24.4%

	2.1. Stock including value added tax on acquired values
	1,472,782
	1,128,445
	5.0%
	3.5%
	-344,337
	-1.5%
	-23.4%

	2.2. Accounts receivable
	1,643,897
	1,908,849
	5.6%
	6.0%
	264,952
	0.4%
	16.1%

	2.3. Monetary funds and short-time financial investments
	1,189,793
	221,507
	4.0%
	0.7%
	-968,286
	-3.3%
	-81.4%

	2.4. Other current assets
	2,109
	585
	0.0%
	0.0%
	-1,524
	0.0%
	-72.3%


In the period under report the property of OJSC N.W.Telecom increased by 2,440,752 (or 8.3%), amounting to 31,990,894 at the end of the year.
The bulk of the aggregate assets structure – 89.8% – as of the end of the year are non-current assets, which is related to the specific character of the Company's industry.  For the period under analysis the following changes have taken place in the composition of the non-current assets:  

· fixed assets grew by 1,459,613 (or 6,6%), the share of fixed assets in the balance sheet total having decreased by 1.1% and amounting to 73.3% as of the end of the year;

· capital investments increased by 805,915 (or 105.5%), their share in the balance sheet total having grown from 2.6% to 4.9%;

· the amount of long-term financial investments has decreased as compared to the previous year: from 225,553 to 221,220 (or by 1.9%) their share in the balance sheet total having decreased by 0.1% and amounting to 0.7%;

· the amount of deferred tax assets has decreased by 23,761 (or by 11.0%), their share in the balance sheet total having decreased insignificantly;

· other non-current assets have increased by 1,252,522 (or by 61.01%), their share in the assets having grown by 3.4% and amounting to 10.3% as of the end of the year.

Current assets for the period under analysis decreased by 26.049.95 (or by 24.41%), their share in the aggregate assets having decreased (by 4.4%) and amounting to 10.2% as of the end of the year.  The following changes took place in the composition of the current assets:  

· reserves, including the VAT on acquired values, decreased by 344,337 (or 23.4%), including VAT decrease on acquired values by 356,979; the share of reserves, including VAT, in the balance sheet total decreased from 5.0% to 3.5%;

· as compared to the start of the year, accounts receivable increased by 264,952 (or by 16.1%), their share in the balance sheet total increased by 0.4% (from 5.6% to 6.0%);

· the most liquid assets - monetary funds and short-term financial investment – decreased by 81.4% or 968,286, their share in the balance sheet having decreased from 4.0% to 0.7% due to deposits closing in the amount of 30 million euros.
Balance Sheet Liabilities

The dynamics and structure of the balance sheet liabilities items in 2006 is given in the following table: 

	Balance Sheet Liabilities
	Absolute values
	Percentage in the total of the balance sheet 
	Changes

	
	01.01.2006
	31.12.2006
	01.01.2006
	31.12.2006
	in absolute values
	in percentage
	Growth rate

	1
	2
	3
	4
	5
	6 = L.3 - L.2
	7 = L.5 - L.4
	8 = (L.3 - L.2) / L. 2

	Property sources - total
	29,550,142
	31,990,894
	100%
	100%
	2,440,752
	0,0%
	8,3%

	1. Own capital
	16,106,999
	18,134,830
	54.5%
	56.7%
	2,027,831
	2.2%
	12.6%

	    Borrowed capital
	13,443,143
	13,856,064
	45.5%
	43.3%
	412,921
	-2.2%
	3.1%

	2. Long term liabilities – total
	9,270,983
	8,683,526
	31.4%
	27.1%
	-587,457
	-4.2%
	-6.3%

	2.1  Credits and Loans
	8,138,281
	7,580,761
	27.5%
	23.7%
	-557,520
	-3.8%
	-6.9%

	2.2. Deferred tax liabilities
	626,024
	892,179
	2.1%
	2.8%
	266,155
	0.7%
	42.5%

	2.3. Other long-term liabilities
	506,678
	210,586
	1.7%
	0.7%
	-296,092
	-1.1%
	-58.4%

	3. Short-term liabilities - total
	4,172,160
	5,172,538
	14.1%
	16.2%
	1,000,378
	2.0%
	24.0%

	3.1  Credits and Loans
	1,064,050
	1,946,371
	3.6%
	6.1%
	882,321
	2.5%
	82.9%

	3.2 Accounts Payable
	2,384,145
	2,661,823
	8.1%
	8.3%
	277,678
	0.3%
	11.6%

	3.3. Indebtedness to participants (founders) in respect of income payment
	14,081
	17,322
	0.0%
	0.1%
	3,241
	0.0%
	23.0%

	3.4. Deferred income
	74,423
	63,621
	0.3%
	0.2%
	-10,802
	-0.1%
	-14.5%

	3.5. Reserves for forthcoming expenses
	635,461
	483,401
	2.2%
	1.5%
	-152,060
	-0.6%
	-23.9%


Within the period under analysis the corporate assets increased by 2,440,752 or by 8.3%, 83.1% of which was ensured by the growth of the equity capital and 16.9% was covered by an increase in the Company's liabilities.

The main source of forming the aggregate assets of the company is its equity capital.  In the absolute terms the equity capital grew by 2,027,831 (or by 12,6%), and its share in the sources of funds increased by 2.2% and amounted to 56.7% as of the end of the year under report, which exceeds the recommended minimum rated value. 
Borrowed funds for the period under analysis grew by 412,921 (or 3.1%), their share in the aggregate liabilities as of the end of the year having reached 43.3%. The following changes took place in the composition of borrowed funds:  

· the amount of long-term liabilities decreased in the absolute terms by 587,457 (or by 6.3%) to 8,683,526; their share in the balance sheet liabilities decreased from 31.4% to 27.1%; 

· short-term liabilities grew by 1,000,378 (or by 24.0%), including the debt in respect of short-term credits and loans that grew by 882,321 (or by 82.9%) having reached 1,946,371 as of the end of the year; accounts payable increased by 277,678 (or by 11.6%), having reached 2,661,823. The share of the aggregate short-term liabilities in the liabilities section increased by 2.0%, having reached 16.2% as of the ned of the year.   The share of short-term credits and loans grew from 3.6% to 6.1% (by 2.5%), the percentage of the accounts payable in the aggregate liabilities having insignificantly grown: from 8.1% to 8.3%.

Liquidity Analysis

Liquidity indicators show the ability of the company to fulfil its short-term liabilities and are based on the principle of the correspondence of a part of current assets and short-term liabilities.   An evaluation of the company's liquidity for the period under report is given in the following table:   

	Liquidity indices
	Shows
	Calculation formula (using lines of Form No. 1 of the balance sheet)  
	Recommended standard limits
	Value of indicator

	
	
	
	
	31.12.2005
	31.12.2006

	Absolute liquidity ratio
	Shows what part of the short-term liability may be immediately repaid through cash and short-term securities 
	(line 250 + line 260)/ line 690
	0.2 – 0.7
	0.29
	0.04

	Quick assets (acid test) ratio
	Describes the ability of the enterprise to repay short-term liabilities on condition that there will be timely settlements with debtors
	(line 240 + line 250)/ line 690
	0.7 - 0.8
	0.67
	0.40

	Current (working capital) ratio  
	Shows what part of the current liabilities under loans and settlements can be repaid by mobilizing all current assets 
	line 290 / line 690
	1 – 1.5
	1.03
	0.63

	Capital (equity) ratio 
	Shows what part of the current operation is funded from own sources 
	(line 490 – line 190) / line 290
	> 0.1
	-2.12
	-3.25


In the analysed period the values of the liquidity ratios deteriorated, which is connected with

increase of short-term liabilities caused by the partial transfer of long-term liabilities in respect of credits and loans to the short-term debt, including those:

· for the 2nd bonded debt in the amount of 1,050,000 to be finally retired by October 3, 2007,

·  for the syndicated credit in the amount of 771,033;

decrease in the short-term financial investment caused by the closing of a EUR 30 million deposit.

In the first and second quarter of 2007, the Company repaid the folowing short-term liabilities:

· syndicated credit in the amount of EUR 5.556 million as per the payment schedule provided by the agreement,

· 450,000 in accordance with the Securities Issue Prospectus for the second bonded debt. 

In pursuing its business, the Company builds its liabilities portfolio evenly distributing its short-term, medium-term, and long-term instruments. The target average debt period, new investments included, is defined as 2.5 years, which corresponds to international practice. Maintaining the debt period within this range will enable the Company to build a credit portfolio with a low refinancing risk.  

The Company has developed a plan to maintain and improve the current liquidity level in 2007 and to attract long-term funding sources.  

	Description of planned steps 
	Effect expected

	Raising a syndicated credit to an overall amount of US$ 100 million (scheduled for the second quarter of 2007) Short-term debt refinancing using the raised credit’s money 
	‑{}‑
Attracting a long-term fund resource to fund the 2007 investment program, in particular for refinancing the credits and loans raised earlier (increasing the current ratio).

	Floating of a 5th bonded debt to an overall amount of RUR 3 billion (scheduled for the fourth quarter of 2007) Short-term debt refinancing using the raised credit’s money 
	

	Funding the 2007 investment program using long-term bank credits to be obtained within the currently established crediting limits.  
	


The Company’s high investment attractiveness was confirmed in the floatation of the 4th bonded debt in December 2006 (Clause 6.13). 

The successful floatation of the 4th bonded debt has materially improved the Company’s liabilities structure and helped to improve the liquidity. 

Therefore, the Company refinancing risk is estimated as moderate, and the current ratio value as of December 31, 2006 complies with the requirements of the Company’s creditor banks (exceeding or equal to 0.6). The Company can have its existing short-terms and borrowings refinanced in the necessary scope.

Dynamics of Profit for 2006 

	Area of activities
	
	Receipts (line 010, Form No. 2)
	Prime cost (line 020, Form No. 2)
	Profit from sales (line 050 Form.№2)

	Provision of communication services  
	2006
	18,802,645
	14,617,513
	4,185,132

	
	2005
	19,715,442
	16,344,333
	3,371,109

	
	absolute change
	(912,797)
	(1,726,820)
	814,023

	
	accretion rate
	-4.6%
	-10.6%
	24.1%

	Other
	2006
	1,670,458
	881,166
	789,292

	
	2005
	668,044
	298,380
	369,664

	
	absolute change
	1,002,414
	582,786
	419,628

	
	accretion rate
	150.1%
	195.3%
	113.5%

	Total
	2006
	20,473,103
	15,498,679
	4,974,424

	
	2005
	20,383,486
	16,642,713
	3,740,773

	
	absolute change
	89,617
	-1,144,034
	1,233,651

	
	accretion rate
	0.4%
	-6.9%
	33.0%


The receipts from communication services decreased by 912,797 (or by 4.6%) in 2006 against 2005, and were 18,802,645 by the year’s results. However, including the earnings from work and services going with the communication services provided by national/international communication operators (receipts under agency contracts), the receipts from the core activities amounted to 19,700,334, which exceeds the similar value for 2005 by 15,108 (0.08%). 

The profit from sales related to communication services increased by 24.1% in the period under analysis, to reach 3,371,109 by the year's results.

The total receipts increased to 20,473,103 (or by 0.4%) in 2006.

Operation Profitability Analysis  

An evaluation of the efficiency of company management from the standpoint of its profitability is given in the following table.    

	Profitability indices
	Shows
	Calculation formula 
	Value of indicator

	
	
	
	2005
	2006

	Profitability of sales
	percentage of profit in each rouble of the turnover 
	(line 050 / line 010 of Form No.2)
	18.35%
	24.30%

	Profitability of own capital
	Net profit per rouble of  own funds
	line 190 of Form No.2 / ((line 490start + line 490end) * 0.5) of Form No.1
	12.01%
	14.17%

	Profitability of assets
	Net profit per rouble of aggregate assets
	line 190 of Form No.2 / ((line 300start + line 300end) * 0.5) of Form No.1
	6.72%
	7.88%


In the period under report the profitability of sales grew by 5.95 percentage points, as compared with the previous year, from 18.35% to 24,30%. 
Significant growth of profitability of sales resulted in increase of profitability of aggregate assets and equity capital in 2006 as compared with the previous year: by 1.16 and 2.16 percentage points, respectively. Equity capital profitability in 2006 was 14.17%, assets profitability was 7.88%.

6. Explanations to Essential Items of the Balance Sheet

6.1. Fixed Assets (line 120 of Balance sheet)

As of 1st January 2006, the Company did not re-value the fixed assets. 

Change in the value of fixed assets:

	
	2006
	2005

	Increase in the value of fixed assets, total
	4,234,649
	5,707,648

	including that through: 
	
	

	acquisition of new facilities
	816,632
	3,344,964

	Construction, updating and renovation of the operating facilities 
	3,344,708
	2,140,483

	free receipt
	5,281
	9,971

	other receipts (including those recorded as leased in the off-balance account) 
	68,028
	212,230

	Reduction (retirement) in the value of fixed assets, total
	(872,525)
	(,397,114)

	including that through: 
	
	

	sales of fixed assets
	(295,437)
	(,120,952)

	writing-off (partial liquidation) of fixed assets  
	(567,508)
	(,231,777)

	other kinds of withdrawal
	(9,580)
	(44,385)

	Change in depreciation, total
	(1,902,511)
	(1,954,453)

	depreciation charged for the period
	(2,508,281)
	(2,056,058)

	adjustment of depreciation charged in previous years
	(7,814)
	(18,397)

	increase of depreciation for facilities recorded as leased in the off-balance account
	(66,758)
	(190,973)

	depreciation for sold facilities
	198,001
	85,507

	depreciation for written-off facilities
	480,058
	207,318

	depreciation for other kinds of facilities withdrawal
	2,283
	18,150

	TOTAL change in the value of fixed assets
	1,459,613
	3,356,081


The bulk, or 50%, of purchased fixed assets are transmitting units and computer equipment, and of built fixed assets, 69% are transmitting units and other network equipment.

Fixed Assets Received under Contracts of Leasing

As of December 31, 2006 the Company had 42 contracts of leasing for transport, computer equipment, switches, and other telecommunication equipment. The leasing terms are up to 36 months.

Value of fixed assets acquired under leasing contracts:
	
	as of 01.01.2006
	as of 31.12.2006

	Fixed assets on the balance sheet of the Company:  
	
	

	initial value of fixed assets
	1,312,841
	1,313,101

	charged fixed assets depreciation 
	(541,852)
	(815,900)

	balance value of fixed assets
	770,989
	497,201

	Fixed assets on the balance sheet of the lessor:  
	
	

	contractual value of fixed assets
	184,047
	119,506


Amounts of impending leasing payments:  

	Payment timing 
	Amounts to be paid, total


	including:

	
	
	those in respect of fixed assets on the balance sheet of the Company  

(recorded within liabilities in items 520 and 620 of the Balance Sheet) 
	those in respect of fixed assets on the balance sheet of the lessor 

(not recorded within liabilities)

	2007
	261,646
	251,592
	10,054

	years 2008-2012
	186,724
	180,342
	6,382

	after 2012
	-
	-
	-

	TOTAL
	448,370
	431,934
	16,436


Pursuant to the accounting policy approved for the year 2004, depreciation for fixed assets received under financial lease (leasing) contracts and taken into account within fixed assets of the Company was charged by the linear method proceeding from the type of fixed assets and their useful life determined as equal to the validity period of leasing contract.

This approach was adopted on the basis of several provisions of Russian regulatory documents on accounting, and of legal restrictions inherent to leasing contracts. From January 1, 2005 the Company’s Management changed its approach to assessment of the useful life of fixed assets acquired on the basis of leasing contracts. This chaged approach suggests that the useful life of the said fixed assets should be defined primarily on the basis of their expected capacity, and of the operating conditions of facilities.

In 2006, the depreciation charging method did not changed compared to 2005.

The Management believes that the above-mentioned change in the system of criteria would enable a more precise assessment of the period, in which the use of fixed asset items can be profitable for the Company.

6.2. Capital Investment (line 130 of the Balance Sheet):  
	
	as of 01.01.2006
	as of 31.12.2006

	Investment in non-circulating assets, total: 
	550,477
	1,383,815

	including:

construction, updating and renovation of fixed assets objects
	524,080
	1,344,204

	acquisition of separate fixed assets objects  
	26,358
	39,547

	Other
	39
	64

	Equipment to be installed 
	213,589
	186,166

	TOTAL
	764,066
	1,569,981


The Company is building and renovating the switchboard objects and other communication networks equipment: 
During the year 2006 capital costs were incurred to the amount of 4,984,797; 4,166,621were commissioned, and written off and realized expenses made 904 and 321, respectively. 
Of the total amount of the 2006 capital costs, an investment of 213,306 was made to bring the Company’s networks to conformity with the regulatory documents’ requirements for the structure of telecommunication networks and for traffic capacity.   

6.3. Financial Investment (lines 140 and 250 of Balance sheet)
Contributions to authorized capitals of subsidiaries, affiliates and other companies (lines 141, 142, 143 of the Balance sheet)

Basic investment of the Company in authorized capitals of subsidiaries, associate and other companies:   
	Company 
	Area of activities
	Amount of investments as of 31.12.06

	Share in the authorized capital, %
	Percentage of voting shares
	Balance sheet total  *
	Receipts *

	Subsidiary companies

	LLC Novgorod Datacom
	Telematic services
	68,008
	100
	
	29,725
	68,733

	LLC Artelecom Service
	The Company is being liquidated 
	62,053
	77
	
	41,792
	16,827

	CJSC AMT
	Central Bank transactions
	11,600
	100
	100
	109,930
	26,117

	CJSC IC Svyaz
	The Company is being under reorganization in the form of merger with CJSC AMT
	7,972
	100
	100
	126,771
	51,844

	CJSC SPIC
	Information services
	2,712
	60
	60
	24,002
	77,807

	LLC RPK “Svyazist” 
	Services in health centre and resort treatment and care
	500
	100
	
	6,441
	11,019

	LLC RSU - Telecom
	Construction and maintenance of communication facilities
	500
	100
	
	3,287
	9,981

	LLC Parma-Inform
	Data transmission services
	100
	100
	
	29,367
	88,905

	OJSC Kolatelecom 
	Cable TV services
	75
	50
	50
	67,187
	52,757

	Other subsidiaries
	
	12
	
	
	
	

	Reserve against depreciation 
	
	(22,616)
	
	
	
	

	TOTAL
	
	130,916
	
	
	438,502
	,403,990

	Associate companies

	Insurance CJSC Medexpress
	Voluntary medical insurance
	34,092
	25
	25
	724,110
	624,481

	CJSC WBT 
	Local, international and long-distance telephone communication services
	11,344
	28
	28
	272,369
	217,758

	Other associate companies less reserve for depreciation
	
	34
	
	
	
	

	TOTAL
	
	45,470
	
	
	996,479
	842,239

	Finance investments to other companies (less reserve for depreciation), including:
	
	39,571
	
	
	
	

	OJSC Telecominvest 
	
	24,500
	15
	15
	6,903,989
	168,574

	TOTAL
	
	39,571
	
	
	
	

	GRAND TOTAL

(sum total of balance sheet items 141, 142 and 143)
	
	215,957
	
	
	
	


* LLC "Ernst & Young" did not carry out the audit in respect of data indicated in columns "Balance sheet total" and "Receipts".
The income received in the form of dividend from long-term financial investment is shown in item “Income from Participation in Other Organizations” in the profit and loss report, in the amount of 6,736 (in 2005 - 6,148).      

Share Investments of the Company in 2006

In accordance with the decision of the Board of Directors of N.W.Telecom (Minutes No. 19-01/26 (06) of 20.09.2006), the Company purchased 43,156 registered ordinary shares of the additional issue of equity securities of CJSC Medexpress for 12,731 in September 2006. The number of the shares owned by N.W.Telecom after the purchase of the securities became 197,572, and the interest in the authorized capital, 25.0001%.   The shares were purchased to retain the blocking minority ownership of the CJSC Medexpress shares.  The entry in the register of shareholders confirming the transfer of the title to the said securities was made on 29.09.2006.  

In accordance with the decision of the Board of Directors of N.W.Telecom (Minutes No. 19-01/30 (06) of 03.11.2006), the Company purchased 2,406 registered ordinary shares of CJSC SpiK, which makes 60% of the authorized capital thereof, for 2,631 in December 2006. The costs related to the purchase of the shareholding amounted to 81. The shares were purchased inorder to develop services for N.W.Telecom users.    The entry in the register of shareholders confirming the transfer of the title to the said securities was made on 04.12.2006.  

In accordance with the “N.W.Telecom Affiliate Business Restructuring Model” approved by the Company’s Board of Directors, the following procedures were completed to increase the interests up to full control (100% equity):  a) in LLC Parma-Inform, the holding of the second shareholder was bought out, b) the general meeting of shareholders (N.W.Telecom, 50%; Parma-Inform, 50%) passed a resolution to decrease the authorized capital by retiring the holding owned by Parma-Inform; c) in September 2006, corporate procedures were completed to register the amendments to the Charter of Parma-Inform related to the decrease of the authorized capital of Parma-Inform. Since the date of registration of the said amendments to the Charter, N.W.Telecom has been the sole shareholder of LLC Parma-Inform, the interest of N.W.Telecom in the authorized capital of Parma-Inform being 100%. 

Sales and other withdrawal of the Company’s investments in 2006
	Company 
	Area of activities
	Share in the authorized capital, %
	Balance value of investments
	Reason of withdrawal

	CJSC RusLeasingSvyaz
	Leasing out of equipment
	3.65
	1,424
	sales

	CJSC Northern Clearing Chamber
	Banking
	19.98
	520
	sales

	OJSC KAD St-Petersburg 
	Construction
	1.74
	200
	winding-up

	LLC Parma Paging 
	Communication services
	100
	100
	winding-up

	NPF Alternativa
	Pension insurance
	3
	45
	winding-up

	OJSC Oblcom
	Communication services
	2.76
	6
	sales

	CJSC VISA
	Preparing visas and travelers passports
	10
	0.05
	sales


The Company’s earnings from sales of its investments amounted to 4,011 and are shown in Line 090 of the Profit and Loss Statement.

Accounts receivable purchased on the basis of recourse cession

In accordance with the decision of the Board of Directors of N.W.Telecom (Minutes No. 19-01/30 (06) of 03.11.2006), the Company purchased 2,406 registered ordinary shares of the Close Joint-Stock Company St. Petersburg Information Company (CJSC SPiK). Along with the purchase, a transaction of acquisition of the recourse to CJSC SPiK for repayment of a loan in the amount of 3.077 and a ruble equivalent of US$ 300,000 owned by OJSC Telecominvest.    The recourse acquisition transaction was finalized 04.12.2006, the value of the recourse for repayment of the loan  being 5,263.

Reassessment of finance investments in 2006

In 2006, no finance investment reassessment related to correction to the current market value was made, as the Company did not own listed securities (in 2005: 201).   
Data on the reserve for finance investment depreciation in 2006
	Finance Investment
	Reserve as of 01.01.2006
	Reserve formed in 2006
	Reserve spent in 2006
	Reserve restored in 2006
	Reserve as of 31.12.2006

	Short-term
	375
	-
	(375)
	-
	-

	Long-term
	
	
	
	
	

	Other subsidiaries, incl.:

LLC Artelecom Service
	2

-
	22,614

22,614
	-

-
	-

-
	22,616

22,614

	Affiliates and others
	59
	-
	(45)
	-
	14

	TOTAL
	436
	22,614
	(420)
	
	22,630


6.4. Deferred Tax Assets (line 145 of the Balance Sheet) 

Deferred tax assets flow in 2006:

	Balance as of 01.01.2006
	215,805

	Created in the period under report in respect of deductible temporary differences
	344,285

	Repaid to reduce tax payments 
	363,743

	Written off at retirement of objects, for which they were created  
	4,303

	Balance as of 31.12.2006
	192,044


6.5. Other Non-Current Assets (item 150 of the Balance Sheet): 

	
	as of 01.01.2006
	as of 31.12.2006

	Advances paid as settlement for acquisition and formation of non-current assets  
	385,726
	624,864

	Deferred expenses for acquisition of software products and databases   
	1,667,104 
	2,680,488

	TOTAL
	2,052,830
	3,305,352


Oracle E-Business Suite Software

The records of deferred expenses for the acquisition of software and databases include Company's costs of acquiring and implementation enterprise management software of Oracle E-Business Suite (hereinafter referred as OEBS):

	
	as of 01.01.2006
	as of 31.12.2006

	Cost of Oracle E-Вusiness licenses and implementation expenses
	415,749
	648,934 

	
	 203,150
	24,535

	TOTAL
	618,899
	673,469


In 2006,
the Company started stage-by-stage operation of the functionality of the OEBS software as applied to non-current asset accounting management.

 It has been implemented in 10 subsidiaries of the Company.
Since February 8, 2006 the Company has been writing off to current costs any costs of acquisition and implementaiotn of the OEBS software recorded as deferred expenses.  They will be written off to normal operation costs during the useful life, which is defined to be 10 years.  
The Company is planning to complete the implementation of the system in 2009.  
Amdocs Billing Suite Software

Deferred expenses for the acquisition and implementation of software and databases show the Company's expenses for the acquisition of the Amdocs Billing Suite software for the purpose of unified automated settlements system implementation..   
	
	as of 01.01.2006
	as of 31.12.2006

	Cost of Amdocs Billing Suite licenses
	 542,472
	542,159

	Implementation expenses
	 72,826
	349,695

	TOTAL
	615,298
	891,854


The project of implementation of a unified automatic settlements system based on the Amdocs Billing Suite platform is scheduled for 3 to 4 years.  

The system implementation was started in May 2006.

The Amdocs Billing Suite software was supplied in December 2004 by LLC IBM Eastern Europe/Asia, to which the Company had issued 18 corporate promissory notes to the amount of 625,716 as payment security. As of December 2006, the Company has fully repaid the accounts payable in respect of the said notes. 

The Amdocs Billing Suite software purchase and acquisition costs will be written off to the Company’s current expenses from the start of its operation.   It is intended to write off the expenses proportional to the price of the implemented modules during their useful life, which is to be defined by the start of the software operation.

HP Open View IUM software

Shown as deferred expenses is the price of the license for purchase of a HP Open View IUM unified pre-billing software, for implementation of the Amdocs Billing Suite unified automatic settlements system, amounting to 208,470.      Unified centralized pre-billing is necessary to centralize settlements with affiliated operators and to transmit information to Amdocs Billing Suite. 

The project of implementation of the HP Open View IUM unified pre-billing software is scheduled for 3 to 4 years.  The system implementation was started in October 2006.

The HP Open View IUM software was supplied by LLC Paladin Invent  in December 2006. CJSC ISG will undertake its specification development and implementation.

The HP Open View IUM software purchase and acquisition costs will be written off to the Company’s current expenses from the start of its operation.   It is intended to write off the expenses proportional to the price of the implemented modules during their useful life, which is to be defined by the start of the software operation.

Software for the Communication Network Operating Support System (CNOSS) company

Shown as deferred expenses are the Company’s expenses of purchase and implementation of software for management of the Communication Network Operating Support System (CNOSS) company in order to automate the processes of network accounting and network and services management.  

	
	as of 01.01.2006
	as of 31.12.2006

	Software cost
	83,006
	123,897

	Implementation expenses (data migration)
	-
	298,198

	TOTAL
	83,006
	422,095


The project of implementation of the CNOSS software is scheduled for 3 to 4 years. The system implementation was started in May 2006.

The main supplier of the CNOSS software is LLC STEP LOGIC. 
The CNOSS software purchase and acquisition costs will be written off to the Company’s current expenses from the start of its operation.   It is intended to write off the expenses proportional to the price of the implemented modules during their useful life, which is to be defined by the start of the software operation.

The Company’s information systems development services

The following Company's costs are shown as deferred expenses of software and database purchase:
	
	As of 01.01.2006
	As of 31.12.2006

	Implementation of the network operation and management process optimization program
	-
	74,576

	Development of a concept for management systems replacement and telematic service accounting
	-
	27,119

	Development of a concept for information systems transformation
	-
	28,215

	TOTAL
	-
	129,910


The project of implementation of the network operation and management process optimization program is scheduled for 3 to 4 years.  The system development and implementation was started in October 2006.

The concept of management systems replacement and telematic service accounting suggests development of optimal ways to replace the existing systems with a unified system, smooting possible risk impacts, and handling the problem of transition to a unified system.  
The Company intends to write off the above costs during the period of replacement of the existing systems according to a plan to be approved by the end of the 2nd quarter of 2007.

The concept of N.W.Telecom’s information systems transformation comprises generation of an integration solution model for N.W.Telecom, pilot implementation of the integration solution at one of its subsidiaries, and development of user documentaiton for the pilot implementation of the integration solution for N.W.Telecom for further delpoyment.  

The Company expects that the costs will be written off in the period set as the Amdocs Billing Suite useful life. 

6.6. Inventories
Structure of raw materials, components and other similar valuables (line 211 of the Balance Sheet):  

	
	as of 01.01.2006
	as of 31.12.2006

	Cable
	87,014
	86,844

	Fuel
	11,880
	16,197

	Spare parts
	46,429
	 37,958

	Materials transferred for processing to other companies
	55
	2,676

	Construction materials
	13,278
	11,174

	Economic implements
	27,200
	25,857

	Inventories worth less than 10,000 roubles
	-
	22,169

	Other
	115,327
	131,341

	TOTAL
	301,183
	334,216


As of December 31, 2006, there are no inventories on the Company’s books that are obsolete, have lost their original quality fully or in part, or whose current market value has decreased.   Therefore, the Company did not establish a reserve for depreciation of its inventories.

6.7. Short-term Buyers' and Customers' Accounts Receivable (line 241 of Balance sheet)
	
	Total debt
	Doubtful debt reserve
	Indebtedness less doubtful debt reserve

	As of 1.01.2006
	
	
	

	Settlements with individuals (in respect of communication services)
	794,163
	(47,606)
	746,557

	Settlements with social security authorities in respect of reimbursement for expenses related to provision of privileges to certain categories of subscribers      
	479,697
	(479,673)
	24

	Settlements with budgetary organizations for communication services  
	101,576
	(18,036)
	83,540

	Settlements in respect of communication services with profit-making organizations (except for communication operators) 
	201,546
	(16,857)
	184,689

	Settlements with communication operators
	113,853
	(6,686)
	107,167

	Settlements with buyers and customers in respect of secondary areas of activities 
	60,248
	(15,311)
	44,937

	Payments for realized assets 
	15,591
	(2,380)
	13,211

	Settlements with the state customer in respect of civil defence  
	3,701
	-
	3,701

	TOTAL as of 01.01.2006
	1,770,375
	(586,549)
	1,183,826


	
	Total debt
	Doubtful debt reserve
	Indebtedness less doubtful debt reserve

	As of 31.12.2006
	
	
	

	Settlements with individuals (in respect of communication services)
	569,171
	(50,185)
	518,986

	Settlements with social security authorities in respect of reimbursement for expenses related to provision of privileges to certain categories of subscribers      
	189,773
	(189,773)
	-

	Settlements with budgetary organizations for communication services  
	89,082
	(6,210)
	82,872

	Settlements in respect of communication services with profit-making organizations (except for communication operators) 
	182,133
	(19,123)
	163,010

	Settlements with communication operators
	511,297
	(18,785)
	492,512

	Settlements with buyers and customers in respect of secondary areas of activities 
	87,526
	(10,517)
	77,009

	Payments for realized assets 
	72,390
	(2,553)
	69,837

	Settlements with the state customer in respect of civil defence  
	-
	-
	-

	TOTAL as 31.12.2006
	1,701,372
	(297,146)
	1,404,226


As of December 31, 2006 debt of social security organizations with regard to compensation of expenses related to granting privileges to certain categories of subscribers amounted to 11% of total accounts receivable (in 2006 – 27%).

In 2006 the Company recovered accounts receivable of 212,742 through legal action.

In December 2006, the Company estimated the probability of repayment of the debt related to reimbursement for expenses connected with the provision of privileges to certain categories of subscribers and, taking into account possible repayment of the debt through the court, charged the doubtful debt reserve in the amount of 189,773 which made 100% of the total debt of the social security organizations as of 31st December 2006.  

6.8. Other Accounts receivable (expected within 12 months after the reporting date) (line 243 of Balance sheet)

	
	as of 01.01.2006
	as of 31.12.2006

	Settlements in respect of taxes and fees
	181,725
	265,642

	Settlements with the personnel under other transactions
	17,221
	21,299

	Settlements in respect of social insurance and security
	4,656
	16,172

	Settlements with advance holders
	792
	834

	Settlements with the personnel in respect of wages  
	39
	16

	Settlements with various debtors:
	144,122
	95,786

	- settlements in respect of transactions with securities 
	36,664
	-

	-settlements with attorneys (brokers, agents)
	28,961
	14,171

	- claim settlements
	26,872
	28,056

	- others.
	51,,625
	53,559

	Doubtful debt reserve in respect of other accounts receivable
	(23,876)
	(24,424)

	TOTAL
	324,679
	375,325


6.9. Authorised Capital (line 410 of the Balance Sheet)
The authorized capital amounts to 1,131,414,770 roubles and consists of 881,045,433 common shares and 250,369,337 preferred shares with the face value of 1.00 roubles each. 

	Shareholders
	Common shares
	Preferred shares

	
	Number

(pieces)
	Face value (roubles)
	Number (pieces)
	Face value (roubles)

	Legal entities, total:
	839,197,912
	839,197,912
	166,126,969
	166,126,969

	including:
	
	
	
	

	 - OJSC Investment Communication Company
	447,230,789
	447,230,789
	- 
	- 

	 - of which those owing more than 1% of the Authorized capital
	
	
	
	

	1. CJSC UBS Nominees
	111,978,810
	111,978,810
	25,702,898
	25,702,898

	2. ING BANK EURASIA (CJSC)
	87,382,363
	87,382,363
	40,642,307
	40,642,307

	3. CJSC DKK
	58,394,110
	58,394,110
	61,696,909
	61,696,909

	4. NP NDC
	38,170,802
	38,170,802
	17,921,909
	17,921,909

	5. CJSC Citibank
	34,051,032
	34,051,032
	9,191,175
	9,191,175

	6. Federal Agency for Federal Property Management 
	37,753,619
	37,753,619
	5,276
	5,276

	7. CJSC Reiffeisen Bank Austria
	15,859,923
	15,859,923
	-
	-

	Individuals, total:
	41,847,521
	41,847,521
	84,242,368
	84,242,368

	TOTAL
	881,045,433
	881,045,433 
	250,369,337 
	250,369,337 


As of 31st December 2006, the authorized capital of the Company was completely paid up.  

Preferred shares do not grant the right of vote. They cannot be converted into common shares, however, they give the right of getting an annual fixed dividend, except for the cases provided for by the Company's Articles of Association.    The total amount paid as dividend on each preferred type A share is established as 10 per cent of the Company's net profit based on the results of the last fiscal year, divided by the number of shares that make 25 per cent of the Company's Authorized Capital. If the total amount of the dividend paid by the Company on each common share in a certain year exceeds the amount to be paid on each type A preferred share, then the amount of the dividend paid on preferred shares must be increased to the amount of the dividend paid on common shares.

6.10. Own Shares Purchased from the Shareholders (line 440 of Balance Sheet)

As of 31st December 2006 the Company had no redeemed own shares. 

6.11. Profit distribution (The audit was not carried out in respect of data set forth in this clause)
Planned distribution of profit of the year 2006, to be approved at the annual general meeting of the shareholders of the Company to take place in June 2007:
	 
	Amount

	Capital prior to distribution of profit of the year under report
	

	Authorized capital
	1,131,415

	Capital reserves
	56,571

	Additional capital
	7,922,007

	Profit of previous years
	6,598,589

	Profit of the year under report
	2,426,248

	Total, capital prior to distribution of profit of the year under report
	18,134,830

	Areas of distribution of the profit of the year under report 
	

	Profit allocated for dividends
	(529,294)

	Results of distribution of profit of the year under report 
	(529,294)

	Capital after the profit distribution
	

	Authorized capital
	1,131,415

	Capital reserves
	56,571

	Additional capital
	7,922,007

	Profit of previous years
	8,495,543

	Total capital after profit distribution 
	17,605,536

	Reduction of the capital after the distribution of the profit of the year under report   
	529,294,

	Growth (reduction) of the capital in respect of the retained profit of the year under report.   
	1,896,954


6.12. Dividend
In 2006, pursuant to the decision of the General meeting of shareholders, payment of dividend for the year that ended on 31st December 2005 was stated to the amount of 0.265 roubles per common share and 0.652 roubles per preferred share.  The amount of dividend to be paid amounted to 396,718. 
	Shares
	Number of shares (pcs.)
	Dividend per share (roubles)
	Total amount of dividend (roubles)

	Type A preferred shares
	250,369,337
	0.652
	163,240,808

	Common shares
	881,045,433
	0.265
	233,477,040

	TOTAL
	1,131,414,770
	-
	396,717,848


The enclosed financial reports do not show the dividend for the year 2006.  It will be shown as the use of the retained profit during the year expiring on 31st December 2006, after it is approved by the annual general meeting of the shareholders of the Company.  

6.13. Credits and Loans (lines 510 and 610 of the Balance Sheet): 
	
	Long-term
	Short-term

	
	01.01.2006
	31.12.2006
	01.01.2006
	31.12.2006

	Credits, total:
	3,908,189
	2,422,106
	532,685
	817,660

	including:
	
	
	
	

	JSCB SB of RF
	798,939
	758,314
	307,043
	43,162

	Kommerzbank Eurasia
	600,000
	600,000
	2,503
	2,296

	CJSC Reiffeisen Bank Austria
	800,000
	100,000
	1,027
	67

	Citibank N.A. (organizer)
	1,709,250
	963,792
	1,706
	772,135

	CJSC Citibank
	-
	-
	100,504
	-

	Svyaz-bank
	-
	-
	19,902
	-

	JSCB Bank of Moscow
	-
	-
	100,000
	-

	Loans, total:
	180,092
	158,655
	17,743
	24,161

	including:
	
	
	
	

	- Ministry of Finance of RF 
	180,092
	158,655
	17,743
	24,161

	Bonded loans
	4,050,000
	5,000,000
	499,620
	1,100,110

	Note loans
	-
	-
	14,002
	4,440

	TOTAL
	8,138,281
	7,580,761
	1,064,050
	1,946,371


Liabilities to Ministry of Finance of RF

In 1995-1996 the Government of the Russian Federation (RF Ministry of Finance) provided long-term funding to the Company for the purpose of purchasing telecommunication equipment from various foreign suppliers. Vneshekonombank acted as the agent crediting the Company on behalf of the Ministry of Finance of the Russian Federation. Euro is the currency of the contract and of the restructuring agreement signed later.   As of December 31, 2006, the total debt to the RF Ministry of Finance is 182,816 (EUR 5,269,000) of which 24,132 (EUR 696,000) is the short-term part of the loan, and 29 (EUR 800) is the interest. . No overdue debt exists as of December 31, 2006. The interest under this agreement is charged at the annual rate of 3%. The liabilities are secured by mortgage of fixed assets of the depreciated cost of 36,084 as December 31, 2006 (the mortgage value under the contract being 380,912). 

In 2006 the Company received and repaid following credits:
	Name of bank
	Amount of credit(s) received in 2006 under contracts
	Amount of credit(s) repaid in 2006 under contracts

	
	
	

	JSCB SB of RF
	1,194,506
	1,498,586

	CJSC Citibank
	1,650,000
	1,750,000

	CJSC Reiffeisen Bank
	100,000
	800,000

	OJSC JSCB Svyaz-Bank 
	2,305,193
	2,325,095

	OJSC Bank of Moscow
	650,000
	750,000

	JSB Gazprombank (CJSC)
	100,000
	100,000

	OJSC Uralsib
	1,950,000
	1,950,000


Also, in 2006 the Company signed the following credit agreements, under which no moneys were drawn in 2006: 

	Name of bank
	Subject of the Contract
	Total amount of the contract/credit line limit
	No. of contract 
	Date of making up contract
	Expiry date of contract
	Currency of contract

	CJSC Reiffeisen Bank
	Credit agreement (closed-end credit line)
	500,000
	RBA /2741-2-spb
	25.10.2006
	26.10.2009
	RUR

	OJSC JSCB Svyaz-Bank 
	Credit line agreement
	260,000
	226/2006-credit
	25.10.2006
	17.10.2006
	RUR

	OJSC Bank St. Petersburg 
	Credit agreement (credit line)
	190,000
	27/06
	26.04.2006
	20.04.2007
	RUR

	ING BANK (EURASIA)
	Credit agreement (closed-end credit line)
	500,000
	2006/99-1
	24.10.2006
	23.10.2009
	RUR


Syndicated loan

In 2005, the Company raised a syndicated loan to the amount of EUR 50,000,000, to be received 23.12.2005. The syndicated loan manager is Citibank N.A., and the Agent, Citibank International PLC.  

The credit term is 37 months from the date of receipt, or till 23.01.2009.

The contract provides for payment of required costs should they occur.

The loan was raised in order to refinance the current accounts payable and fund the investment projects.

The loan was granted without a security.

The contract provides for repayment of the loan in nine equal installments according to the schedule, starting from the date 15 months after the loan receipt date, i.e. from March 2007. In 2006, the total interest paid on the loan were EUR 2,510,000.

No premature repayment of the princiupal was effected in 2006.

Information on restrictions related to getting credits and loans

Under the existing borrowing arrangements the Company has to comply with certain conditions.  One of such conditions is the obligation of the Company to meet certain criteria of financial standing. 

Under the credit agreements, the Company undertook to maintain the following financial indices (calculated according to the data of the financial statements made up in according to the international standards):      
Credit agreement with Citibank N.A. (Syndicated credit):

· the ratio of the total amount of borrowed funds to EBIDTA must not exceed 3:1;

· the ratio of EBIDTA to expenses for interest payment must not exceed 4:1;

· the net amount of borrowed funds to net capitalization must not exceed 1.

Credit agreements with Kommerzbank (Eurasia):

· the ratio of debt under credits and loans to equity capital must not exceed 1:2;

· the ratio of net debt under credits and loans to EBIDTA must not exceed 2:1;

· the ratio of EBITDA to net interest payments must not be less than 5:1; 

·  own funds must not be less than the equivalent of 300,000,000 euros.

Credit agreement with JSB Gazprombank (CJSC):

· the ratio of debt under long-term credits and loans to EBIDTA must not exceed 3:1;

Besides the obligations related to maintaining the financial standing of the Company according to the said financial indices, there are valid agreements that contain the following reservations, which may result in an early repayment of a debt:   

Credit agreement with Kommerzbank (Eurasia):

· signs of bankruptcy;

· Over 300,000 debt repayment to other creditors 15 days overdue. 

· Change of ownership of over 50% shares in the Company.

Credit agreement with Reiffeisen Bank Austria:

· Threat of a court trial and rulings or judgments of a court or another governmental authority to exact an amount exceeding RUR 150 million from the Company,

· Overdue debt to the budget and extra-budgetary funds in taxes, duties, and other liabilities to an amount exceeding RUR 150 million, 

· signs of bankruptcy;
· The Company’s property in excess of 10% of the book value disposed of or the right to its use transferred during the fiscal year,  

· An indisputable letter of collection received by the Bank to draw moneys from the Company’s settlement account to an amount exceeding RUR 150 million; a writ issued by a court or another authority to seize or freeze moneys on the Company’s accounts, or other property, to an amount exceeding RUR 150 million, where such letter of collection or writ are not canceled untill they are executed, and such seizure or freezing are not lifted in three business days. 

Credit agreements with JSCB RF Savings Bank (Sberbank): 

· Monthly earnings of at least RUR 900 million on the Company’s settlement account, 

· The Company declared unsolvent (bankrupt); initiation by a thord party of the Company bankruptcy procedure,

· Resolution in favor of restructuring or winding up,

· Loss of security,
· A lawsuit or property claim to an amount exceeding US$ 5,170,000 brought against the Company. 

Liabilities to Ministry of Finance of RF:

· Restructuring of the Company; failure to fulfill obligations under a contract (debt restructuring agreement).

Also, under the credit contract with Citibank N.A., the following restrictions on trabsactions are imposed: 

· Total annual asset sale transactions < 10% of the annual assets value 

· Annual purchase of other companies: < EUR 50 million ;

· Investment program, annually < EUR 200 million   during the year;

· Loans and guarantees granted < EUR 10 million  ;

· Annual dividend < 100% of the year’s net profit.

To exceed these restrictions, the Company has to obtain consent of the Principal Creditors.

Hedging

Receiving the syndicated loan, the Company takes the risk of growth of the Ruble payments under this liability with the growing Euro to Ruble exchange rate (i.e. opens a short positin for this currency).  In order to limit and minimize possible adverse effects from a drop of the Ruble to Euro exchange rate, the syndicated loan being denominated in Euro, the Company decided on hedging (insuring) its currency risks.   

As its hedging instrument, the Company used forward supply, i.e. a derivative financial instrument, under which the Bank undertakes to transfer the basic asset (Euro) to the Company or to fulfill an alternative cash cliability, while the Company agrees to receive and to pay for this basic asset at a price (forward price) and on terms to be agreed between the parties at the signing of the transaction.

As the first stage of currency risk insurance, on September 7, 2006, the Company entered into a transaction of hedging of 20% of the syndicated loan debt, which makes EUR 10 million, and of the amount of the constant part of the interest at 2% annually, which suggests supply of the currency (Euros) at one forward exchange rate according to the following schedule:

	 
	2006
	2007
	2008
	2009

	Hedged amount
	18,040
	183,394
	168,044
	38,921


In September and December 2006, the Company completely fulfilled its obligation to buy the currency (Euros) as per the hedging transaction signed.  

For the purposes of information disclosure, as of the reporting date, Line 910 “Conversion transaction requirements” (below-line) shows the bank’s debt in currency supply, and Line 911 “Conversion transaction liabilities” shows the Compony’s debt in payment for such currency amounting to 390,359.  

Bonded loans

In July 2003 the Company registered the issue of 1,500,000 coupon bonds with the face value of 1,000 roubles each, and the floatation took place on 8th October 2003. 

The Bonds have 16 coupons. Payments for the 1st coupon are effected on the 91st day from the day of the Bonds floatation start, and other coupon payments are effected on each 91st day. The interest rate for the coupons from the 9th to the 16th is determined as 7.5% per annum, which makes 18 roubles 70 kopecks per bond for the coupons from 9th through 12th, 13 roubles 09 kopecks for the 13th and 14th coupons and 7 roubles 48 kopecks for 15th and 16th coupons.  
In 2006, the Company completely fulfilled its obligations of coupon return payment at 7.5% per annum, in the amount of 112,200. The coupon return calculated per bond is RUR 18.7.  The liability was fulfilled within the date provided in the Resolution on the Issue and the Securities Prospectus.

The face value of the bonds is retired by piece-meal on the following dates:  30% of the face value was retired in October 2006, 30% of the face value – on 4th April 2007, 40% of the face value is to be retired on 3rd October 2007.

The outstanding debt was 1,050,000 as of December 31, 2006.

In December 2004 the Company registered the issue of 3,000,000 documentary coupon bonds with the face value of 1,000 roubles each, and the floatation took place on 3rd March 2005. The Bonds have 24 interest coupons. Payments for the 1st coupon are effected on the 91st day from the day of the Bonds floatation start, and other coupon payments are effected on each 91st day. The interest rate for the coupons from 1 through 12 has been established in the amount of 9.25% per annum.     The interest rates for the coupons from 13 through 24 will be determined by the Company's Board of Directors.

In 2006, the Company completely fulfilled its obligations of coupon return payment at 9.25% per annum, in the amount of 276,720. The coupon return calculated per bond is RUR 23.06. The liability was fulfilled within the date provided in the Resolution on the Issue and the Securities Prospectus.

The bonds’ par value will be retired by installments within the following dates: 30% of the value, by February 25, 2010; 30%, by August 26, 2010; 40%, to be retired by February 24, 2011.

The issued bonds do not provide for offers enabling the bond holders to present them to the Company on the specified dates, within 12 months from the date of this reporting.  The nearest offer date is February 28, 2008.

The outstanding debt was 3,000,000 as of December 31, 2006.

In October 2006 the Company registered the issue of 2,000,000 documentary coupon bonds with the face value of 1,000 roubles each, and the floatation took place on 14th December 2006. The Bonds have 20 coupons. Payments for the 1st coupon are effected on the 91st day from the day of the Bonds floatation start, and other coupon payments are effected on each 91st day. The coupon interest rate has been established in the amount of 8.1% per annum.     

The face value of the bonds is retired by piece-meal on the following dates:  25% of the face value – on 10th December 2009, 25% of the face value – on 09th December 2010, 50% of the face value is to be retired on 08th December 2011.

The issued bonds do not provide for offers enabling the bond holders to present them to the Company on the specified dates, within 12 months from the date of this reporting. 

According to the Decision on Issue and the Offering Circular, Bonds may be retired ahead of schedule, if the Company wishes so, on the 728th day from the starting date of floatation, and the amount of bonus to be paid in case of early retirement will be 20 roubles per bond.

Allocation of funds obtained from the Bonds issue: 
	Item
	 Amount
	Item
	 Amount

	Money gained from bonded loan floatation
	2,000,000 
	Investment project funding  
	1,200,000

	
	
	Existing credits portfolio refunding
	800,000 


The outstanding debt was 2,000,000 as of December 31, 2006.

Note loans

The Company did not issue its own promissory notes in 2006.

Notes issued by OJSC Lensviaz prior to the restructuring:
	Note series and No.
	Note issue date and place
	Note amount
	Currency
	Note due date
	Note payment place

	No.11
	30.12.2003, 
St.Petersburg
	22,640
	USD
	30.12.2006
	14/26 ul. Gorokhovaya (26 ul. Bolshaya Morskaya) St. Petersburg, 191186

	No.12
	30.12.2003St. Petersburg
	120,240
	USD
	30.12.2006
	14/26 ul. Gorokhovaya (26 ul. Bolshaya Morskaya) St. Petersburg, 191186


The notes issued by OJSC Lensviaz were fully retired by January 9, 2007.

Long-Term Credits and Loans Repayment Schedule as of 31st December 2006
	
	Credits and loans
	Bonded loans
	Total

	during 2008
	2,023,961
	-
	2,023,961

	during 2009
	463,300
	500,000
	963,300

	during 2010
	41,024
	2,300,000
	2,341,024

	during 2011
	52,476
	2,200,000
	2,252,476

	after 2011
	-
	-
	-

	TOTAL
	2,580,761
	5,000,000
	7,580,761


Expenses of the Company related to getting and using loans and credits are included in:  

	
	2006
	2005

	· other expenses 
	698,392
	660,369

	· the value of investment assets
	-
	33,748

	TOTAL
	698,392
	694,117


The Company did not use borrowed funds for construction financing, therefore the interests on borrowed funds were not included in the non-current assets value.

6.14. Deferred tax liabilities (line 515 of Balance Sheet)
Deferred tax liabilities flow in 2006:

	Balance as of 01.01.2006
	626,024

	Created in the period under report in respect of taxable temporary differences
	279,068

	Repaid for increase of tax payments 
	1,131

	Written off at retirement of objects, for which they were created  
	11,782

	Balance as of 31.12.2006
	892,179


6.15. Other long-term liabilities (line 520 of the Balance Sheet)
	
	as of 01.01.2006
	as of 31.12.2006

	Long-term leasing liabilities
	432,131
	180,342

	Other long-term liabilities
	74,547
	30,244

	TOTAL
	506,678
	210,586


The Company’s Balance Sheet shows in its Line 520 the debt for ten interest-free promissory notes to the total amount of 15,043 issued by OJSC Artelecom prior to the restructuring in December 2001, and transferred to LLC Profservis, their due dates being December 2015 to March 2016. 

6.16. Accounts payable (line 620 of Balance Sheet)
Suppliers and contractors (line 621 of the Balance Sheet)

	
	as of 01.01.2006
	as of 31.12.2006

	Settlements with suppliers and contractors for capital construction and equipment to be installed
	199,408
	583,646

	Settlements under current leasing payments
	306,675
	251,789

	Settlements with other communication operators
	50,530
	173,624

	Settlements with suppliers and contractors for software delivery
	222,537
	152,603

	Settlements with suppliers and contractors for repairs and maintenance
	72,639
	92,553

	Settlements with OJSC Rostelecom
	146,282
	24,768

	Settlements with suppliers and contractors for public utilities
	22,142
	23,438

	Settlements with suppliers and contractors for deliverables used in current operation
	16,491
	22,063

	Other settlements with suppliers and contractors
	112,297
	132,022

	TOTAL
	1,149,001
	1,456,506


Advances received (line 622 of the Balance Sheet)
	
	as of 01.01.2006
	as of 31.12.2006

	Advances received from non-budgetary organizations
	126,088
	136,774

	Advances received from individuals
	114,698
	138,607

	Advances received from budgetary organizations
	78,001
	75,759

	Other advances received
	19,499
	19,990

	TOTAL
	338,286
	371,130


Settlements with budget on taxes and fees (line 625 of Balance Sheet)
	
	as of 01.01.2006
	as of 31.12.2006

	Settlements in respect of the property tax
	90,074
	100,768

	Settlements in respect of the income tax of individuals
	20,587
	33,338

	Settlements in respect of value added tax 
	132,584
	2,226

	Profit Tax Settlements 
	94
	147

	Settlements in respect of transport tax 
	969
	1,439

	Other taxes and fees
	171
	1,196

	TOTAL
	244,479
	139,114


The reduction of the value added tax liabilities to the budget by 130,358 is explained by the change in the VAT refunding rules from 01.01.2006 as per Article 171 of the RF Tax Code (Part II).

In 2006, 0.04% of the Company’s tax and fee liabilities were repaid by non-cash settlements (0.009% in 2005). 

Other accounts payable (line 626 of Balance Sheet)
	
	as of 01.01.2006
	as of 31.12.2006

	Settlements with OJSC Rostelecom under agency agreements
	-
	396,245

	Settlements related to Universal services reserve
	142,516
	48,143

	Settlements in respect of deferred value added tax 
	243,017
	27,205

	Settlements with other creditors
	75,230
	70,394

	TOTAL
	460,763
	541,987


Compared to 2005, the accounts payable increased by 81,224, which is mostly related to the increased debts under agent agreements with OJSC Rostelecom totalling 396,245, and decreased debt related to deferred value added tax settlements (by 215,812). 

In 2006, in acordance with the Law on Communications and in the procedure established by Resolution No. 243 of the Russian Federation Government dated April 21, 2005, the Company made deductions to the universal service reserve mandatory for communication operators, in the amount of 181,917 (142,516 in 2005). 

The deductions to the universal service reserve were 276,290 in 2006. In 2005, the Company made no deductions to the universal service reserve.

6.17. Deferred income (line 640 of Balance Sheet)
	
	as of 01.01.2006
	as of 31.12.2006

	Gratuitous receipts
	47,720
	49,116

	Other deferred income
	26,703
	14,505

	TOTAL
	74,423
	63,621


6.18. Reserves for forthcoming costs (line 650 of Balance Sheet)
	
	as of 01.01.2006
	as of 31.12.2006

	Reserve for forthcoming payment for leaves
	237,969
	258,051

	Reserve for payment for the year business results
	108,506
	50,668

	Other reserves
	288,986
	174,682

	TOTAL
	635,461
	483,401


7. Explanations to Important Items of the Profit and Loss Report 

7.1. Normal Operation Income
Proceeds from sales of products, goods, services and jobs (less the VAT, excise taxes and similar obligatory fees):

	
	2006
	2005

	Long-distance and international telephone communication  
	-
	4,828,115

	Intrazone telephone communication 
	1,772,768
	1,648,553

	Services related to rendering long-distance and international communication services by long-distance and international communication operators
	897,689
	-

	City and rural telephone communication
	10,910,514
	10,502,887

	Mobile radio communication, broadcasting, television, satellite communication
	89,298
	79,405

	Mobile radiotelephony (cellular communication)
	1,017
	4,350

	Wired radio
	258,610
	251,035

	Documentary telecommunication 
	2,025,382
	1,256,825

	Connection and traffic passage services 
	3,585,684
	987,950

	Universal communication services
	12
	-

	Other communication services (primary activities)
	159,361
	156,321

	Income from other sales (secondary activities)
	772,768
	668,045

	TOTAL
	20,473,103
	20,383,486


Long-distance and international telephone communication  

From 2006, in accordance with the regulatory documents coming into effect, the rules for provision of intrazone, long-distance, and international communication services by communication operators to users are changed.  
In 2006, the Company ceased to provide long-distance and international communication services to users, since in accordance with the new rules, such services may only be provided in the Russian Federation’s territory by operators licensed to provide long-distance and international telephone services.   Since 2006, the company has been providing intrazone telephone services to users under the appropriate license.
Intrazone telephone communication 

Intrazone telephone communication services include providing to users:

· telephone connections between users connected to the fixed telephone communication network within a Russian Federation subject territory, 

· telephone connections between users connected to the fixed telephone communication network and users connected to a mobile communication network, when the subscriber numbers of the calling and the called party and/or user are in the numbering resource of the geographically identifiable and geographically unidentifiable numbering zones, respectively, assigned to the same subject territory of the Russian Federation.  

From January 1, 2006 limit tariffs for the intrazone communication services offered to fixed telepohone communication network users are set by Order No. 732-с/6 of the Federal Tariff Service of Russia dated December 20, 2005. The Company has set the following tariffs for intrazone communication services for all user categories at the limit level from 8 am till 18 pm on business days: 
· Tariff Zone 1 (up to 100 km): RUR 1.90,

· Tariff Zone 2 (101 km to 600 km): from RUR 3.40 (for central subsidiaries) to RUR 4.10  (for northern subsidiaries),

· Tariff Zone 3 (601 km to 1200 km): from RUR 4.50 to RUR 5.70.

For the time between 18 pm and 8 am on business days, and round the clock on holidays and days off, the Company has set reduction factors of 0.3 to 0.8 of the limit tariffs.

The only exception is the Republic of Komi, where diferent tariffs have been set for users depending on the user category and tariff zone: for 7 am till 22 pm on business days, the tariffs are maximum, RUR 1.40   
(Tariff Zone 1, up to 50 km) to RUR 3.50 (Tariff Zone 6, over 600 km) for individuals, and RUR 2.30 to RUR 5.80, respectively, for corporations; a reduction factor of 0.7 of the limit tariff is applicable to the time from 22 pm and 7 am and to holidays and days off.
Due to the changes in the Federal Law on Communications that came into effect on July 1, 2006 to abolish the payment for incoming calls to any telephone, the pattern of interaction between the fixed comunication operators and mobile radio telephone communication operators has changed, as weel as the pattern of settlements for telephone communication services provided.  Connections from fixed telephone network users to mobile radio telephone network users are charged as intrazone telephone connections.  The limit tariffs for intrazone telephone connections fixed telephone network users to mobile radio telephone network users were set by Order No. 123-с/1 of the Federal Tariff Service of Russia dated June 19, 2006 at the rate from RUR 0.75  (minimum tariff) to RUR 1.50  (maximum tariff) per minute of conneciton. The companmy has set its tariffs for these intrazone telephone connections at the limit maximum level, i.e.
· the price of connection to a user number on a mobile communication network within the lines of the municipal entity or federal level city, in which the user (terminal) equipment of the calling mobile communication network user, is set at RUR 1.50 per minute for all user categories in the entire territory of the North-Western Federal District.   Before July 1, 2006 such intrazone telephone communication services were charged at tariffs for local telephone connections;
· the price of connection to a user number on a mobile communication network outside the municipal entity or federal level city, in which the user (terminal) equipment of the calling mobile communication network user, is set as the price of intrazone connections to user numbers of the fixed communication network:   RUR 1.90 to RUR 5.70 subject to the region, and for the Republic of Komi, RUR 1.40 to RUR 3.50 for individuals, and RUR 2.30 to RUR 5.80 for corporations. However, the level of reduction factors applicable to intrazone connection tariffs depending on the day of the week and time of the day has been retained for all user categories (0.3 to 0.7 subject to the region).   Before July 1, 2006, such intrazone telephone communication services were charged as intrazone telephone connections, so the tariff level did not change after July 1, 2006.

In 2005, the income from intrazone telephone connections provided to users were not separated, since the Company’s tariffs for long-distance telephone comunication services were approved by authorities without separating the value of the tariff for intrazone telephone communication. Therefore, the data on the 2006 and 2005 incomes from intrazone, long-distance, and international communication services are not comparable due to new statutory documents effective from 2006 and regulating such services, and due to separation of the licenses obtained between the Company and the long-distance and international communication operators.

In 2005, the income from intrazone telephone connections provided to users were recorded as income from long-distance and international telephone communication, amounting to 1,596,621. 

Services related to rendering long-distance and international communication services by long-distance and international communication operators
In 2006, the Company started its activity as agent for long-distance and international telephone communication operators providing these services to users.  For this purpose, the Company signed contracts with OJSC Rostelecom and OJSC MTT, under which it provides them services in support to long-distance and international communication services, such as:  

· immediate and booking services of handling a user’s order when providing the user access to long-distance and international communication services, 

· billing handling of long-distance and international communication services,

· services of preparation, generation, and storage of bnecessary documents and reporting forms,

· agent services of payment collecting from users, and information/reference services, on behalf and at the expense of long-distance and international communication operators,

· claim and lawsuit services, and delivery of documents.

With regard to long-distance and international communication operators’ intentions to set up direct management of settlements with users, the Company’s Mangement expects that these earnings will decrease in the forthcoming periods.

Connection and traffic passage services 

In 2006, the Company provided connection and traffic passage services to communication operators in accordance with Resolution No. 161 of the Russian Federation Government “On Approval of the Rules for Connection and Interaction of Telecommunication Networks” dated March 28, 2005. 

By the Order of the Federal Communication Supervision Service of 01.11.2005, the Company was included on the list of operators having a material position in the public access communication network, therefore the Company’s prices for connection services and traffic passage services are subject to governmental regulation. 

As of the beginning of 2006, the limit prices for the said services were not approved, and as a result, the Federal Communication Supervision Service permitted the Company to set the prices at its own discretion. The prices for connection services and traffic passage services were approved by the Company's Order No. 266-пр of 30.06.2006, and were used when renegotiating the connection and interaction contracts with communication operators after July 1, 2006. 
Connection services

From July 1, 2006, by Order No. 51 of the Federal Communication Supervision Service dated June 19, 2006, the limit connection service prices were set for the Company, including the limit prices for arrangement of a connection point and the limit prices for connection point maintenance.   The Company has set the prices for connection services at the maximum level of the limit prices. 

The Company’s income from connection services were 415,205 in 2006 (1,279,702 in 2005), of which: 

· 6,595 from payments for connection point arangement, 

· 408,610 from payments for connection point maintenance. 

In 2005, in accordance with Resolution No. 1331 “On Approval of the Basic Provisions on Settlements between Operators of Telecommunication Networks Forming the Public Access Telecommunication Network for Provided Resources and for Contribution to Transmission of the Networks’ Traffic” dated Octover 17, 1997, the Company received income from providing access to public access telecommunication network.   The said payments of 2005 are similar to 2006 payments for connection point arrangement.
In 2005, the effective laws did not provide for income from monthly payments for connection point maintenance as part of income from providing access to the public access telecommunication network.
Traffic passage services

Taken together, traffic passage services mean:

· services of local and zonal call initiation from the Company’s network,

· services of local and zonal call initiation from a connected operator's network,

· services of local and zonal completion of calls to the Company’s network,

· services of local and zonal completion of calls to a connecte operator’s network,

· services of local and zonal call transit.

From July 1, 2006, by Order No. 51 of the Federal Communication Supervision Service dated June 19, 2006, the limit traffic passage service prices for public acess telephone networks were set for the Company. The Company has set its prices for call initiation and completion services at the maximum level of the limit prices.
By Resolution No. 627 of the Russian Federation Government “On Governmental Regulation of Prices for Connection Services and Traffic Passage Services Provided by Operators Having a Material Position in the Public Access Communication Network” dated October 19, a compensation bonus to the price for initiation of local and zonal calls aimed intending to achive an intrazone, long-distance, or international connection, is granted to operators for the period till January 1, 2008.  By Order No. 732-с/6 of the Federal Tariff Service of Russia dated 20.12.2005, a compensation bonus of RUR 0.38 per minute to the price for local and zonal call initiation services was granted to the Company. 

In 2006, the Company’s income from traffic passage services consisted of:

· payments by OJSC Rostelecom:

· for services of zonal call initiation from the Company’s network (the payments include the compensation bonus), 

· for services of zonal call initiation from a connected operator's network,

· for services of zonal completion of calls to the Company’s network and to connected operators’ networks; 

· payments by operators connected to the Company’s network at the local and zonal levels, for call completion services,

· payments by data transmission network operators for cal initiation services. 

The Company’s income from traffic passage services amounted to 3,170,479 in 2006, of which 494,253 was received as compensation bonus.

In 2005, the Company’s income from traffic passage services had a different structurem, and is in fact incomparable to the income from traffic passage in 2006. In particular, in 2005 the Company received income from traffic passage via its intrazone network (termination from the OJSC Rostelecom network) and for providing equipment and facilities, from operators whose networks were connected to the Company’s network at the local and zonal levels. 

In 2007, the size of the compensation bonus did not change, and remained at RUR 0.38 per minute of call initiation services.

Universal communication services
In March 2006, the Company won the tender for universal communication services using payphones in Archangel Oblast and Kaliningrad Oblast.  In August 2006, the Company started providing universal communication services using payphones in Archangel Oblast, and in October 2006, in Kaliningrad Oblast.

Comparative data on income for 2005 

In its reporting for 2005, the Company showed its income from connection services, traffic passage services, mobile cellular communication services, channel leasing (telegraph channels included) services, data transmission services, Internet services, and other services provided to communication operators in a separate “Income from communication operators” line.

In 2006, the Company changed the format of presentation of its income data, and shows the income from connection services and traffic passage services as a separate line. Other incomes received from communication operators are included in the appropriate income lines. 
For the purpose of comparability of the reporting indicators, the income received from communication operators in 2005 is included in the comparative data for the year 2005 as follows: 
	Total income from communication operators for 2005
	2,160,427

	of which distributed into items:
	

	- long-distance and international telephone communication  
	50,566

	 - city and rural telephone communication
	618,998

	 - mobile radiotelephony (cellular communication)
	19

	 - documentary telecommunication 
	51,488

	  - connection and traffic passage services 
	1,279,702

	  - other communication services (primary activities)
	5,339

	- intrazone telephone communication 
	154,315


In its 2005 reporting, the Company showed the income from Internet services, IP telephony services, ISDN services, and intelligent networks in a separate “New communication services” line. In 2006, the income from Internet services and IP telephony services is shown as part of the income from documental telecommunication, the income from intelligent networks services as part of the income from other communication services, and the income from ISDN services is distributed among different services provided with the use of the ISDN technology. 
For the purpose of comparability of the reporting indicators, the income received from new services in 2005 is included in the comparative data for the year 2005 as follows: 
	Total income from new services for 2005
	1,037,670

	of which distributed into items:
	

	- city and rural telephone communication
	44,878

	 - documentary telecommunication 
	944,188

	  - other communication services (primary activities)
	48,604


Settlements in non-monetary funds

In 2006, a part of the Company’s proceeds from services provided, work performed, and goods/products sold was received under contracts providing for fulfillment of obligations (payment) using non-monetary funds.

	
	2006
	2005

	Total number of organizations the settlements with which involved non-monetary funds
	324
	871

	Proceeds from such transactions, total

including:
	4,185,721
	1,247,951

	OJSC Rostelecom
	3,571,432
	973,274

	CJSC Peterburg Transit Telecom
	206,134
	-

	JSCB SB of RF
	57,936
	55,757

	CJSC Peterstar
	51,236
	-

	OJSC Inter-regional Transit Telecom
	38,668
	-

	CJSC Rostelegraph 
	35,419
	43,168

	CJSC Petroelectrosbyt
	34,920
	31,807

	FSUE Pochta Rossii (Postal Service of Russia)
	31,138
	25,122

	OJSC Pskov City Telephone Network
	30,909
	16,975

	CJSC WestBaltTelecom
	24,327
	-

	Other
	103,602
	101,848

	Proceeds under contracts providing for payment in non-monetary funds, total, as % of total proceeds
	20
	6

	Proceeds under contracts providing for payment in non-monetary funds with affiliated parties, total, as % of total proceeds for reporting year
	17
	5


The price of services provided, work performed, and products sold was assessed by the Company on usual commercial conditions. 

7.2. Normal Operation Expenses
Expenses for sales of products, goods, services and jobs 

	
	2006
	2005

	Expenses for wages
	5,288,145
	5,578,050

	Deductions for social insurance
	1,169,162
	1,220,630

	Depreciation of fixed assets
	2,495,225
	1,964,869

	Material expenses
	824,054
	780,385

	Electrical and heat power
	461,268
	409,871

	Other public utilities
	107,158
	106,412

	Expenses for advertising
	150,763
	77,609

	Post services
	124,620
	74,020

	Expenses related to services of communication operators (except for OJSC Rostelecom) 
	1,329,656
	638,923

	Expenses related to services of OJSC Rostelecom 
	133,528
	2,864,008

	Deductions for non-government pensions in favour of employees  
	89,762
	250,805

	Voluntary medical insurance and other insurance in favour of employees
	111,317
	92,071

	Property insurance
	105,387
	124,497

	Services of outside organizations 
	1,794,550
	1 392,960

	Deductions to Universal services reserve
	181,917
	142,516

	Rental
	217,205
	207,286

	Expenses related to services of outside organizations (contracts of commission, of agency) 
	327,228
	203,797

	Taxes and fees included in the expenses for normal activities
	15,856
	18,259

	Other expenses
	571,878
	495,745

	TOTAL
	15,498,679
	16,642,713


Expenses for contingent liabilities reserve

In December 2005, the Company established a contingent liabilities reserve for payment of compensations to employees who were notified of the forthcoming staff reduction as of December 31, 2005. The size of the reserve was 21,612. During the year 2006, the Compoany recognized its liabilities previously recognized as contingent liabilities, amounting to 18,242, to employees dismissed in 2006. The unused amount of the contingent liabilities reserve of 3,370 was recorded as other income.
As of December 31, 2006, the Company did not allocate any contingent liabilities reserve.

Expenses related to services of communication operators

In 2006, the procedure of the Company’s interaction with local, zonal, long-distance, and international telephone communication network operators, and with data transmission network operators was changed (see explanation in 7.1).  
From July 1, 2006 the Company has to bear the expenses of connection and traffic passage services provided by communication operators whose networks are connected to the Company’s network.  The procedure of interaction and settlements betwwen the Company and connected operators is defined by the Federal Law on Communications, and by Resolution No. 161 of March 28, 2005 and No. 627 of 19.10.2005 of the Russian Federation Government. Actually, since the contracts with the connected operators were renegotiated during the year 2006, the costs of connection and traffic passage services are recorded in the Company’s reporting starting from the dates of renegotiation of such contracts and switching over to the new system of settlements. 
The above services were paid for in accordance with the prices provided by the terms of contracts between the parties.

The Company’s expenses of payment for traffic passage services amounted to 767,954 in 2006 (0 in 2005).

In 2005, the Company provided long-distance and international communication services and effected payments to connected operators for their involvement in the process of providing intrazone, long-distance, and international communication services to these operators’ users.   Accounts were settled with connected operators in percentages of the total incomes gained by the Company from providing intrazone, long-distance, and international communication services to the connected operators’ users. 
In 2006, the Company did not provide long-distance and international communication services. Depending on the connection level (local or zonal), accounts are settled with connected operators for local or zonal call initiation or completion at the per minute price set by such connected operator. 
The Copmpany’s expenses of payment for connection services provided in favor of N.W.Telecom were 50,733 in 2006 (0 in 2005). 

Expenses related to services of OJSC Rostelecom 

Before January 1, 2006, the Company provided long-distance and international communication services to users, and bore expenses to pay for OJSC Rostelecom sevices of long-distance and international traffic passage via the OJSC Rostelecom to another region of Russia or to another country.  Furthermore, the price of OJSC Rostelecom included a component for termination of outgoing traffic initiated from the Company’s network to other operators’ networks, which price was then paid by Reostelecom to such operators.  In 2005, the Company’s expenses to pay for such services of Rostelecom amounted to 2,864,008.
Since 2006, the Company has not been providing long-distance or international communication services to users, and as a result, the structure of the Company’s costs does not include payments to OJSC Rostelecom for passage of long-distance or international traffic initiated from the Company’s network via Rostelecom’s network.

In 2006, the Company paid Rostelecom for services of completion of calls to other communication operators’ networks, if such calls were initiated from a mobile radiotelephony communication network owned by the Company.

The Company’s expenses to pay for connection services provided to OJSC Rostelecom amounted to 56,213 in 2006.

Costs of providing universal communication services
The Company’s costs of providing universal communication services amounted to 5,537 in 2006; as a result, the losses from providing universal communication services using payphones were calculated to be 5,526. 

The loss value was assessed in accordance with the Rules of Refunding Losses Caused by Providing Universal Communication Services to Universal Service Operators (approved by Resolution No. 246 of the Russian Federation Government dated April 21, 2005), and confirmed by an independent auditor.
7.3. Other income and expenses

Other income

	
	2006
	2005

	Income from restoration of doubtful debt reserve
	208,213
	368,525

	Income from sale and other retirement of fixed assets
	188,276
	85,454

	Profit of past years, revealed in the year under report
	42,366
	36,350

	Exchange rate differences
	60,227
	28,869

	Amount differences
	22,567
	24,355

	Fines, penalties or forfeits for breaking contractual terms
	39,844
	37,600

	Income from sale and other retirement of other assets
	38,567
	727,692

	Receipts for indemnification for losses inflicted 
	4,717
	2,325

	Writing-off of deferred income
	4,283
	3,562

	Income arising as consequence of emergency circumstances
	3,672
	1,257

	Income from writing off accounts payable 
	2,069
	54,049

	Income from restoration of securities depreciation reserve 
	-
	4,127

	Value of property revealed after stock-taking 
	508
	135 

	Other income
	53,249
	369,460

	including:
	
	

	Restoration of contingent liabilities reserve  
	25,796
	-

	Writing-off of deferred tax liabilities in respect of withdrawn items
	11,782
	13,135

	Receipts from accounts payable earlier written off
	5,965
	334,001

	Receipts from the budget as payment for services rendered to persons enjoying benefits
	-
	13,741

	Other income
	9,706
	8,583

	TOTAL
	668,558
	1,743,760


Other expenses

	
	2006
	2005

	Expenses for taxes and fees
	494,177
	421,894

	Expenses related to sale and other kinds of fixed assets retirement
	193,099
	61,124 

	Membership fees to associations and non-profit partnerships
	132,419
	149,427

	Expenses related to charity activities, cultural events and other similar events 
	128,959
	66,356

	Exchange rate differences
	83,428
	14,109

	Losses of past years, revealed in the year under report
	64,483
	88,823

	Expenses for paying for services of credit organizations
	62,212
	102,281

	Payment to personnel not included in the expenses for normal activities
	46,269
	66,091 

	Expenses related to sale and other kinds of assets retirement
	43,466
	742,733 

	Expenses for mobilization training and civil defense
	38,611
	41,161

	Deductions to reserves against depreciation of financial investments
	22,194
	-

	Amount differences
	15,894
	9,845

	Writing off the accounts receivable
	6,863
	7,597

	Fines, penalties and forfeits for breaking contractual terms, indemnification for losses inflicted
	4,892
	4,968

	Fines and penalties on taxes and duties
	2,378
	2,576

	Expenses arising as consequences of emergency circumstances
	1,726
	4,578 

	Value of property, the shortage of which was revealed in stock-taking 
	3
	989 

	Expenses related to participation in authorized capitals of other organizations;  
	297
	125

	Other expenses
	171,824
	316,648

	including:
	
	

	Expenses for social needs
	39,459
	36,015

	Deductions to the trade union 
	22,123
	18,199

	Expenses related to the servicing by Central Bank
	15,238
	12,549

	Agency fees
	12,665
	16,918

	Investment package assessment costs
	7,806
	1,408

	State duty
	 4,493
	-

	Writing-off of deferred tax assets in respect of withdrawn items
	4,303
	111,793

	Expenses from sale and purchase of currency
	1,989
	2,838

	Contingent liabilities reserve  
	-
	34,479

	other
	63,748
	82,449

	TOTAL
	1,513,194
	2,101,325


7.4. Profit Tax Expenses
In 2006 the Company determined the following constituents of the profit tax:  

	Indices
	Amount
	Rate
	Amount
	Constituent of the profit tax

	1
	2
	3
	4
	5

	Accounting profit
	3,507,821
	24%
	841,877
	Contingent expenses (income) for the profit tax

	
	
	
	17,720
	Profit tax according to the field tax inspection report of Komi

	Including:
	3,527,918
	24%
	846,700 
	Contingent expenses for 2006

	
	-8,145
	24%
	-1,955
	Adjustment of contingent income related to profit and loss of previous years for 2005

	
	-6,810
	24%
	-1,634
	Adjustment of contingent income related to profit and loss of previous years for 2004

	
	-5,141
	24%
	-1,234
	Adjustment of contingent income related to profit and loss of previous years for 2003

	Taxable temporary differences
	1,158,308 
	24%
	277,994 
	Deferred tax liabilities

	including:
	
	
	
	including:

	 - differences arisen
	1,158,308 
	24%
	277,994
	 - deferred tax liabilities created

	Including: 
	1,128,435
	24%
	270,825
	for 2006

	
	12,260
	24%
	2,942
	In respect of profit and loss of previous years related to 2005

	
	10,458
	24%
	2,510
	In respect of profit and loss of previous years related to 2004

	
	7,155
	24%
	1,717 
	In respect of profit and loss of previous years related to 2003

	 - differences repaid
	-
	
	-
	 - deferred tax liabilities repaid

	 - differences for withdrawn items written off
	49,090
	24%
	11,782
	 - deferred tax liabilities for withdrawn items written off

	Deductible temporary differences
	-81,073
	24%
	-19,458
	Deferred tax assets

	including:
	
	
	
	including:

	 - differences arisen
	1,434,521
	24%
	344,285
	 - deferred tax assets formed

	Including: 
	1,434,340
	24%
	344,242
	for 2006

	
	177
	24%
	42
	 In respect of profit and loss of previous years related to 2005

	
	4
	24%
	1
	 In respect of profit and loss of previous years related to 2004

	 - differences repaid
	1,515,594
	24%
	363,743
	 - deferred tax assets repaid

	Including: 
	1,513,298
	24%
	363,192
	for 2006

	
	2,296
	24%
	551
	In respect of profit and loss of previous years related to 2004


	1
	2
	3
	4
	5

	Constant taxable differences
	1,032,551
	24%
	247,812
	Constant tax liability

	Including:
	1,069,098
	24%
	256,584
	 for 2006

	
	-32,694
	24%
	-7,847
	In respect of profit and loss of previous years related to 2005

	
	-18,580
	24%
	- 4,459
	In respect of profit and loss of previous years related to 2004

	
	14,727
	24%
	3,534
	In respect of profit and loss of previous years related to 2003

	Constant deductible differences
	107,653
	24%
	25,837 
	Constant tax assets

	Including:
	107,600
	24%
	25,824
	for 2006

	
	53
	24%
	13
	In respect of profit and loss of previous years related to 2005

	Constant deductible differences
	3,265
	4%
	131
	Constant tax assets

	Taxation base (total)

Including:
	3,193,881
	
	784,121
	Current tax (total)

	Taxation base as per tax return for 2006
	3,279,302
	24%
	787,032
	Current tax

	Taxation base as per tax return for 2006
	3,265
	20%
	653
	Current tax

	Taxation base as per tax return for 2005
	-52,975
	24%
	-12,714
	Current tax

	Taxation base as per adjusted tax return for 2004
	-38,141
	24%
	-9,153 
	Current tax

	Taxation base as per adjusted tax return for 2003
	2,430
	24%
	583
	Current tax

	Profit tax according to the field tax inspection report of Komi
	
	
	17,720
	Current tax


The Company's profit tax expenses for the year 2006 amounted to: 
	Total
	(1,081,573)

	including
	

	- profit tax conventional expenditure
	(859,598)

	- constant tax liabilities
	(247,812)

	- constant tax assets
	25,837


In the Profit and Loss Report, the Company's profit tax expenses for the year 2006 are shown as the aggregate of the following amounts:    

	Total
	(1,081,573)

	including
	

	- current tax
	(784,121)

	- deferred tax liabilities
	(277,994)

	- deferred tax assets
	(19,458)


	Constant taxable differences that have led to an adjustment of the conventional profit tax, total
	1,032,551 

	Payments to personnel not recognized in tax accounting
	284,545 

	Income in the form of gratuitous use of property
	85,535 

	Differences arising as a result of different fixed assets accounting
	61,809 

	Reserves against depreciation of investment in securities
	22,239 

	Deductions to the trade union 0.3%
	22,117 

	Other taxes and fees not established by federal legislation or by legislation of RF entities
	35,338 

	Expenses related to the Nonprofit Partnership
	130,000 

	Charitable contributions and membership fees
	73,078 

	Expenses for entertainment events
	55,637 

	Expenses for activities transferred to the payment of the single tax on imputed earnings 
	17,909 

	Housing-related losses
	19,311 

	Amount differences related to revaluation of indebtedness expressed in conventional units 
	14,647 

	Other constant differences
	210,386 


	Constant deductible differences that have led to an adjustment of the conventional profit tax, total
	107,653

	Income from activities transferred to the payment of the single tax on imputed earnings 
	18,103

	Amount differences
	16,793

	Constant difference in respect of fixed assets writing off
	11,782

	Income excluded from taxation base for the profit tax (amount of received dividend)
	8,278

	Other constant deductible differences
	52,698


	Temporary taxable differences that have led to an adjustment of the conventional profit tax, total
	1,158,309,

	
	

	Depreciation of fixed assets
	92,540

	Expenses for capital investment, 10% of the fixed assets value
	379,562

	Expenses for software and databases, except for software maintenance and lease
	685,201

	Other temporary taxable differences
	1,006


	Temporary deductible differences that have led to an adjustment of the conventional profit tax, total:
	(81,073)

	
	

	Payment to personnel from reserves
	(28,795)

	Other temporary deductible differences
	(52,278)


7.5. Net Profit of the Period under Report  

The “Net Profit (Loss) of the Period under Report” index has been determined according to the accounting data proceeding from the fact that the profit tax expenditure to be deducted from the sum total of the profit before taxes was formed as the aggregate of the amounts shown in items “Deferred Tax Assets”, “Deferred Tax Liabilities” and  “Current Profit Tax”. 
7.6. Profit per Share

The base profit per share shows a part of the profit of the year under report, due to the shareholders holding common shares. It has been calculated as the ratio of the base profit for the year under report to the average weighted number of common shares in circulation during the year under report.         

The base profit for the year under report is equal to the net profit (line 190 of the Profit and Loss Report) less the dividend on preferred shares for the year 2006 to the amount proposed by the Board of Directors, however, not approved as of the date of signing the accounts and reports for the year 2006.           

When the average weighted number of common shares in circulation during the year under report was calculated, the Company's shares acquired from shareholders were deducted.  

	
	2006
	2005

	Base profit for the year under report
	2,211,431
	1,680,894

	Average weighted number of common shares in circulation during the year under report, thousand shares 
	881,045
	881,045

	Base profit per share, in roubles
	2.51
	1.91


In 2006 the Company did not issue any extra common shares.  Besides, the Company had no securities, the conditions of the issue of which would provide for their conversion to an extra number of common shares; neither was there any event related to an increase in the number of common shares.  Therefore, the Company does not prepare any analyses of watered profit per share.

8. Affiliated Parties
In the Explanatory Note the Company discloses the most essential information on affiliated parties.    The complete list of affiliated parties of the Company is given in Appendix No. 1 to this Explanatory Note.     

Parent Company 

The Company is controlled by the joint-stock company OJSC Svyazinvest, which holds 50.76% of the Company's common (voting) shares. Other 42.24% of common (voting) shares are floated as follows:

· Individual shareholders – 4.75%
· Legal entity shareholders – 44.49%

Income from sales of products and services to affiliated parties

In the year under report the Company provided services and sold its products to the following affiliated parties:     

	Affiliated party 
	Nature of relations
	Type of sales
	Method for determining operations price  
	2006
	2005

	OJSC Rostelecom
	Subsidiary of OJSC Svyazinvest
	Communication services, income from incoming international traffic to the operator’s netowrk
	Normal commercial terms
	3,275,634
	827,943

	CJSC Peterburg Transit Telecom
	The company is a member of the group of Companies of OJSC Telecominvest
	Communication services
	Normal commercial terms
	387,501
	158,605

	CJSC WEB Plus 
	The company is a member of the group of Companies of OJSC Telecominvest
	Communication services, rent of non-residential premises
	Normal commercial terms
	73,111
	45,469

	OJSC Megafon
	The company is a member of the group of Companies of OJSC Telecominvest
	Communication services, rent of non-residential premises
	Normal commercial terms
	206,483
	168,310

	CJSC Inter-regional Transit Telecom
	The company is a member of the group of Companies of OJSC Telecominvest
	Communication services
	Normal commercial terms
	51,075
	16,211

	Other
	
	
	
	43,997
	75,980

	TOTAL
	
	
	
	4,037,801
	1,292,518


Expenses for Purchases from Affiliated Parties

In the year under report the Company was provided services by the following affiliated parties:     

	Affiliated party 
	Nature of relations
	Types of purchases 
	Method for determining operations price  
	2006
	2005

	LLC Parma-Inform
	Controlled by the Company 
	Communication services
	Normal commercial terms
	42,049
	34,181

	Insurance CJSC Medexpress
	Controlled by the Company 
	Insurance services
	Normal commercial terms
	34,222
	75,657

	OJSC Rostelecom
	Subsidiary of OJSC Svyazinvest
	Communication services
	Normal commercial terms
	133,761
	2,864,014

	OJSC Leasing-Telecom
	The company is a member of the group of Companies of OJSC Telecominvest
	Lease services
	Normal commercial terms
	33,813
	22,021

	CJSC Peterburg Transit Telecom
	The company is a member of the group of Companies of OJSC Telecominvest
	Communication services
	Normal commercial terms
	406,584
	197,867

	CJSC Peterservice
	The company is a member of the group of Companies of OJSC Telecominvest
	Communication services
	Normal commercial terms
	31,835
	47,663

	OJSC Megafon
	The company is a member of the group of Companies of OJSC Telecominvest
	Communication services
	Normal commercial terms
	125,651
	18,633

	CJSC Inter-regional Transit Telecom
	The company is a member of the group of Companies of OJSC Telecominvest
	Communication services
	Normal commercial terms
	36,291
	701

	Other
	
	
	
	111,977
	175,504

	TOTAL
	
	
	
	956,183
	3,436,241


Status of Settlements with Affiliated Parties

As of 31st December 2006, the debt of affiliated parties to the Company and of the Company to affiliated parties was:    

	Name 
	Nature of relations
	Kind of indebtedness
	2006
	2005

	Accounts receivable

	OJSC Rostelecom
	Subsidiary of OJSC Svyazinvest
	Communication services
	287,067
	691

	OJSC Megafon
	The company is a member of the group of Companies of OJSC Telecominvest
	Communication services, rent of non-residential premises
	27,016
	13,518

	Non-Profit Partnership Centre for Research of Telecommunications Development Problems   
	The Company is a part of the group of interrelated organizations, OJSC Svyazinvest   
	Information services, consulting services, software implementation services, membership fees
	106,367
	104,573

	Other
	
	
	36,014
	181,022

	TOTAL
	-
	-
	456,464
	299,804

	Accounts Payable

	OJSC Rostelecom
	Subsidiary of OJSC Svyazinvest
	Channel lease services, international traffic services and other communication services
	421,043
	146,315

	OJSC Leasing-Telecom
	The company is a member of the group of Companies of OJSC Telecominvest
	Leasing out equipment
	31,250
	2

	OJSC Megafon
	The company is a member of the group of Companies of OJSC Telecominvest
	Communication services, rent of non-residential premises
	26,998
	1,874

	OJSC Information Technologies of Communication
	The Company is a part of the group of interrelated organizations, OJSC Svyazinvest   
	Software implementation services
	101,825
	-

	Other
	
	
	39,426
	45,421

	TOTAL
	-
	-
	620,542
	193,612


Loans Granted to the Company by Affiliated Parties:  

	
	2006
	2005

	Debt as of 1st January of the year under report
	19,902
	-

	Loans received 
	2,305,193
	462,801

	Repaid in the year under report
	(2,325,095)
	(442,899)

	Debt as of 31st December of the year under report
	-
	19,902


Loans have been received from OJSC JSCB Svyaz-Bank for replenishment of circulating assets. (overdrafts: 7.5% up to 14 days, 7.7% up to 30 days). The interest on loans in 2006 was 1,744 (218 in 2005)

Loans Issued by the Company to Affiliated Parties

	
	2006
	2005

	Debt as of 1st January of the year under report
	-
	10,000

	Loans received 
	9,252
	-

	Repaid in the year under report
	(9,252)
	(10,000)

	Debt as of 31st December of the year under report
	-
	-


Interest-bearing loan to the amount of 9,252 has been granted to Artelecom Service LLC (at the rate of 9.5%). The total income from the interest charged by the company on the granted loan amounted to 234 in 2006. The loan was fully repaid in 2006.

Other Transactions with Affiliated Parties

In 2006, the Company entered into a transaction of purchase of the right of recourse from CJSC SPiK. As of 31.12.2006, the value of the recourse for the loan repayment was 5,263 (disclosed in 6.3).

Remuneration to Directors  

In 2006 the Company paid to the Members of the Board of Directors and to the Members of the Company's management Board remuneration worth of the aggregate amount of 41,231 (in 2005 – 41,094). The list of the Members of the Board of Directors and of the Company's Management Board is given in the “General” section of this Explanatory Note.   The expenses for remuneration of the members of the Board of Directors and to the Members of the Company's Management Board are recorded within expenses for normal operation as other expenses of the Company.

Non-Profit Partnership Centre for Research of Telecommunications Development Problems   

The main goals of the Partnership’s activities are research into telecommunications development issues, and promotion of development and improvement of new technologies in information/telecommunications, improvement of the system of statutory/legal regulation in the domain of information technologies and communications, enhancement of the industry’s attractiveness, development of the competitive environment on the communication services market, development of the information society, integration of Russia’s telecommunication complex into the European and worldwide telecommunication complexes, higher quality of telecommunication services, and higher quality of servicing of users and other parties buying communication services.

9. State Aid
In 2006 the Company received no state aid.

10. Segment Reporting
The management considers that the Company operates in one geographic segment.  The volume of services provided in 2006 for industry segments other than provision of fixed (wire) communication is 3.79% of the total volume of proceeds (in 2005 – 3.33%). In this connection no information is provided by types of geographic or industry segments (fixed (wire) communication, mobile communication).    

11. Non-Governmental Retirement Insurance
In compliance with the Additional agreement No.4 to the Contract with the Non-governmental Pension Fund "Telecom-Soyuz" dated 08.10.2007, No.2707/2004 in the version of 23.12.2005, the cumulative fee for the year 2006 was established in the amount of 165,785.

The total fees paid by the Company for non-governmental retirement insurance in 2006 were 85,386 (258,525 in 2005).  

For 2007, the cumulative fee is established in the amount of 153,108. 

12. Terminated Operation 
In 2006 the Company did not terminate any areas of operation.    

13. Contingent Liabilities
Operating Environment of the Company

Along with the improving situation in the economy, in particular with the growth of the gross domestic product and decreasing inflation, economic reforms and development of a legal, tax, and administrative system that would meet the market economy requirements, are going on in Russia. The stability of the Russian economy will gretaly depend on the progress of reform in the said sectors, and on the efficiency of the government’s activity in economy and financial and monetary/crediting policy.

Taxation

Russian tax, currency and customs legislation is subject to varying interpretations and changes, which can occur frequently. The developments that have taken place in the Russian Federation show that tax authorities may take a tougher stand in interpreting the tax legislation and tax settlements. The interpretation of this law by the Company management as applied to Company's operations and activities can be disputed by respective  federal authorities.      As a result, it is possible that transactions and activities that have not been challenged in the past may be challenged. As such, significant additional taxes, penalties and interest may be assessed. 
Fiscal periods remain open to review by the authorities in respect of taxes for three calendar years preceding the year of review. Under certain conditions, earlier periods too may be reviewed. 
As of December 31, 2006, management believes that its interpretation of the relevant legislation is appropriate on the whole and that it is most likely that the Company’s tax, currency and customs positions will be sustained. On the other hand, based on the results of recently performed tax audits of other companies of the OJSC Svyazinvest group, the Company’s Management assumes the risk of material tax claims by tax authorities to the Company in respect of matters allowing for ambiguous interpretation of the tax legislation, in particular where related to assessment of proceeds from inter-network interaction contracts.  It does not seem possible to determine the amounts of claims for possible risks that, however, have not been presented, or to evaluate the probability of an adverse outcome.    
The reporting as of December 31, 2006 does not contain any grounds for updates that might be necessary due to such uncertainties and the stand taken by the Company. 

Provision of Universal communication services  

In accordance with Order No. 113 “On the Approval of the Rules for Communication Facilities Commissioning” dated September 9, 2002, commissioning of a communication facility shall include:

· acceptance of the facility by Acceptance Boards, with an Acceptance Report issued,

· issue of a permit for operation of the communication facility by a governmental communication supervision authority.

Some of the payphones in the Archangel Subsidiary were not commissioned in 2006 because no permit for operation was obtained from Rossvyaznadzor. These facilities will be commissioned as soon as the permit is obtained.

Guarantees issued

The Company became guarantor for third persons to the total amount of 268,315 (695,148 in 2005), plus liabilities undertaken under a conversion transaction (hedging) to the amount of 390,359 (0 in 2005). As a security of liabilities and payments, the Company deposited property worth of 1,656,404 (2,682,189 in 2005). The Company's Directorate does not expect that any essential liabilities will arise in connection with the said guarantees.   

Legal controversies

The Company is a plaintiff in several arbitration cases, including those involving tax authorities.  However, in the opinion of the Company’s Directorate, the results of these trials will not have any material impact on the Company’s financial standing. The only exception is the trial going on at the Arbitration Court of Moscow and initiated by N.W.Telecom’s claim to invalidate the resolution of 08.12.2006 declaring a taxpayer (duty payer, tax agent) tax answerable for a tax offence. This resolution was passed by the Interregional Inspectorate of the Federal Tax Service of Russia for largest taxpayers based on the results of a field tax audit to review correctness of tax calculation and payment by N.W.Telecom in 2003-2004. N.W.Telecom was after-charged 437,222 as taxes, 77,345 as interest for default, and 70,165 as penalty. The total of the taxes, interests for default, and penalties charged as a result of the audit was 584,732. In addition, the tax agency reduced the over-taxation amount by 7,832. 

The tax principals were after-charged by the tax authority due to the incorrect, in the auditors’ opinion, structure of the doubtful debt reserve (as regards compensation for benefits in communication service prices granted to certain user categories), since the tax authority ruled that there were no proofs justifying qualification of the debt as doubtful and hopeless.  The total of the taxes charged by the tax authority on such grounds was 203,121. In addition, N.W.Telecom was after-taxed in respect of the settlements between N.W.Telecom and Rostelecom at the integral settlement rate in the period from 01.01.2003 till 01.08.2003, and unavailable settlements for international traffic termination (free services).  The total of the taxes charged by the tax authority on such grounds was 141,501.

The Company believes that the tax authority had no legal grounds for such after-taxation and default interest and penalty charging, and that the Arbitration Court of Moscow, upon review of the claims presented by N.W.Telecom, will give a judgment confirming the validity of the actions of N.W.Telecom.

Claimant: Syktyvkar Inspectorate of the Ministry of Taxes and Fees of the Russian Federation, Defendant:  ОJSC N.W.Telecom.

Subject of the controversy: Charging tax arrears, interests for default, and penalties, claim value: 19,887. 

The Inspectorate of the Ministry of Taxes and Fees applied to the Arbitration Court of the Republic of Komi with a claim to charge, on the basis of the Inspectorate’s Resolution, 12,137 as profit tax for 2000, and additional payments, interests for default, and penalties in the amount of 7,750. The subject of the application is requalification of the transaction and charging penalties.

Estimation of the proceedings' outcome and of the amount of the appropriate (conditional) loss/profit:

The Company believes that the only disputable point is reduction of the penalty, with no guilt of a tax offence committed. 

Claimant: OJSC N.W.Telecom, Defendant: Syktyvkar Inspectorate of the Ministry of Taxes and Fees of the Russian Federation

Subject of the controversy: Appeal against the Resolution of Syktyvkar Inspectorate of the RF Ministry of Taxes and Fees, claim value: 19,307.

N.W.Telecom applied to the Arbitration Court of the Republic of Komi with a claim to declare invalid the Inspectorate’s Resolution in respect of charging 13,067 as profit tax, and interests for default and penalties in the amount of 6,240. 

The subject of the claim is disagreement to the after-charging of profit tax on the costs of purchase of real estate, agent agreement costs, product sale prime cost correction method applied by the tax authorities and differing from the method used by the Company, failure to include previous years’ losses in the costs, and to the after-charging of the non-offset value added tax on the agent’s fee for the agent’s services reelated to repayment of accounts receivable and payable. 

The judgment was given on 26.05.2006. The amount was reduced to 4,810. By the resolution of the Second Arbitration Court of Appeal, the judgment of the court of first instance was left unchanged. The cassation instance returned the case to the court of first instance as regards (the amount of 5,836). 

Licenses

The Resolution of the Government of the Russian Federation dated 18th February 2008, No.87, "On Approving the List of Names of Communication Services, Entered in Licenses, and the Lists of License Conditions" (in the version of Resolution of the RF Government dated 29th December 2005, No.837) established the list of names of communication services to be entered in licenses, and the appropriate lists of licensing terms. 

The licensing terms set in earlier issued licenses shall be applied in the part that does not contradict the regulatory legal acts in effect.

Understanding that the new requirements for connection of telecomunication networks and building of a public access telephone communication network, traffic passage, services of local, intrazone, long-distance, and international telephone communication, and mobile communication services will materially affect fulfillment of some of licensing terms contained in the licenses issued before January 1, 2006, the Company applied to Rossvyaznadzor in 2006 for registration of new licenses and amendments to/revision of the existing licenses, including the licensing terms.
Thus, the following new licenses were obtained in 2006:
	Name of document
	Document No.
	Date of registration
	Period

	1. License for mobile radio telephone communication services (Arkhangelsk Oblast)
	39780
	01.02.2006
	01.02.2011

	2. License for mobile radio communication services in public communication networks (Pskov, Pskov District of Pskov Oblast)
	39914
	11.04.2006
	11.04.2011

	3. License for mobile radio communication services in public communication networks (Luga, Kingisepp, Sosnovy Bor of Leningrad Oblast)
	41543
	29.06.2006
	29.06.2011

	4. License for provision of communication services for wired broadcasting (Komi Republic and Leningrad Oblast)
	42055
	19.06.2006
	19.06.2011

	5. License for local telephone communication using payphones
	41887
	19.06.2006
	19.06.2011


Besides, amendments and additions have been made to licensing terms of the following licenses:

· No. 23227 Local and intra-zone telephone communication services;

· No. 41887 License for local telephone communication using payphones
According to the technical service, it is not intended to amend or revise the licensing terms of previously issued licenses.

Currently, work is underway to obtain the following new licenses: 
	License No.
	Service
	Status
	Request No.

	-
	Provision of communication services for cable broadcasting (general license for all regions)
	Under execution
	No.01-15/510 of 05.12.2006

	-
	Provision of local telephone communication services using multi-access capabilities
	Under execution
	No.01-15/537 of 19.12.2006

	No. 46922
	rendering communication services related to providing communication channels
	Under execution
	No.01-15/487 of 28.11.2006

	-
	Provision of local telephone communication services using payphones within the territory of Nenets Autonomous District
	Under execution
	No.01-15/551 of 27.12.2006


Effective dates of new provisions to the Federal Law on Communications

Federal Law No. 245-FZ “On Amendments to Articles 59 and 60 to the Federal Law on Communications” of December 29, 2006 came into effect on January 1, 2007.

Federal Law No. 14-FZ “On Amendments to the Federal Law on Communications” of February 9, 2007 will come into effect on August 14, 2007.

The Rules for Connection and Interaction of Communication Networks for Distribution of Television and Radio Broadcasting Programs approved by Resolution No. 760 of the RF Government “On Approval of the Rules for Connection and Interaction of Communication Networks for Distribution of Television and Radio Broadcasting Programs” dated December 13, 2006 will become effective on March 1, 2007.

Order No. 142 of the RF Ministry of Informatization and Communication “On Approval and Implementation of the Russian Numbering Plan and System” dated November 17, 2006.
Order No. 143 of the RF Ministry of Informatization and Communication “On Revision of the Order No. 97 of the RF Ministry of Informatization and Communication ‘On Approval of the Requirements for the Traffic Passage Procedure in the Public Access Telephone Communication Network’ dated August 8, 2005” of November 17, 2006.
Order No. 152 of the RF Ministry of Informatization and Communication “On Approval of the Rules for Use of User Stations (Mobile Ground User Stations) of Low-Orbit Mobile Satellite Communication Systems with Frequency-Time Channel Division" dated November 23, 2006
Order No. 176 of the RF Ministry of Informatization and Communication “On Approval of the Rules for Use of Payphone Equipment” dated December 21, 2006.
Order No. 1 of the RF Ministry of Informatization and Communication “On Approval of the Rules for Use of Communication Facilities for Transmission of Voice and Video Data via Data Transmission Networks” dated January 10, 2007.
Settlements with connected operators

The changes in the industrial legislation in 2006 have had a material impact on the Company’s financial standing and financial results. These innovations have significantly changed the Company’s relations with the connected operators and telecommunication operators, OJSC Rostelecom included. During the year 2006, the Company completed a contracting campaign to renegotiate the then existing contracts with the connected operators and telecommunication operators, in order to adapt them to the changed requirements of the industrial legislation. 
Since many of the new rules for provision of communication services were made effective from January 1, 2006, there is actually no enforcement practice currently existing as to the new provisions of the industrial legislation, and therefore there may be differences in the interpretation of the legal provisions by the regulator and by the Company. In the Management’s opinion, as of December 31, 2006, the Company interpreted the appropriate provisions of the industrial regulations generally correctly, and the currently existing uncertainty in the interpretation of the new regulations will not result in a material impact on the Company’s financial standing and financial results in subsequent reporting periods. 
14. Events after the Reporting Date

Dividend
The amount of the year's dividend per share will be approved by the General Meeting of the Shareholders of the Company in 2007. The Company’s Managing Board has suggested that the Board of Directors recommend to the General Meeting of Shareholders to approve the 2006 dividend at RUR 0.357 per ordinary share and RUR 0.858 per preferred share (in 2005, RUR 0.265 and RUR 0.652, respectively), which makes 529,294 (in 2005, 396,718). When the year’s dividend payable to the shareholders are approved, they wil lbe recorded in the reporting for 2007. 

Scheme for interaction with OJSC Rostelecom

In 2007, the relations with OJSC Rostelecom will change as regards the telecommunication networks connection contract. From January 1, 2007 on, the Company does not intend to provide connection to the OJSC Rostelecom telecomunication network at the long-distance/international level. After the said date, OJSC Rostelecom will be connected to the Company’s telecommunication network at the zonal level. Thus, the Company expects additional earnings from connection services (both single and monthly payments). 

In 2007, within the framework of implementation of the connection contract with OJSC Rostelecom, the Company intends to adopt the “per second” charging method, which will entail a drop in the earnings from traffic passage services by more than 6.3%. The date of adoption of the “per second” charging has been postponed from 01.07.2006 by agreement between the parties, and will be fixed in a supplementary agreement to the contract upon review by the Board of Directors.  

Rate regulation

By Order No. 262-с/3 of the Federal Tariff Service of Russia dated 14.11.2006, the maximum limit charge rates for local and intrazone telephone communication services were set for the Company, and a compensation bonus of RUR 0.38 per minute to the price for local and zonal call initiation services. 

The Company is required to have:

· for individual users, three required tariff plans (with the time-based, subscription, and combined payment system) and two optional plans (one of which is to be social),

· for corporate users, one required tariff plan (with the time-based payment system) and three optional plans (with the subscription and combined payment systems).

The optional tariff plans were developed to suit the needs of different user groups.

From February 1, 2007 on, the monthly payment for local telephone communication services will consist of required fees for the services “Provision and permanent use of a subscriber line” and “Provision of a local telephone connection (according to one of the selected payment systems).
The tariff plan with the subscription payment system is mostly oriented at users who speak much and do not restrain themselves in communication by telephone. This tariff plan enables you to speak for an unlimited number of minutes and pay a fixed amount monthly.
The tariff plan with the time-based payment system suggests per minute charging of conversations, starting from the first second, however, telephone connections less than 6 seconds long are not charged. 
The tariff plan with the combined payment system includes a monthly basic number of minutes (386) for a fixed fee, and provides for per minute payment for calls in excess of the fixed limit at a reduced per minute rate. Thus, subscribers will pay less for extra minutes.
The optional (social) tariff plan with the combined payment system suggests a fixed monthly fee for a limited number of minutes (100 minutes) at the minimum price.  When the fixed limit is exceeded, the cost of a minute of conversation will increase, thus the user will pay more for extra minutes.

The said tariff plans are implemented in municipal entities where it is technically feasible to meter the duration of local telephone connections. Where it is technically feasible to meter the duration of local telephone connections, users are offered the subscription system of payment at the rates set by the Federal Tariff Service of Russia from February 1, 2007.
With regard to the needs of local telephone communication service users, and to the necessity to provide the friendliest conditions for users to switch to the new charging system, N.W.Telecom has reduced the size of the subscription payment system tariff plan (“unlimited” tariff plan) for individual users on the average for the North-West, by more than 20% of the limit value set by the FTS. 
Thus, the monthly fee from individual users choosing the “unlimited” tariff plan with the subscription payment system (with an unlimited number of local telephone connections) will make from RUR 295 for the central and St. Petersburg subsidiaries to RUR 330 for the northern subsidiaries.

The main limit rate parameters of local telephone communication tariff plans for corporations are:

· “Subscriber line permanent use” service: RUR 150 (less VAT) for the central group of subsidiaries (Vologda, Kaliningrad, Leningrad Oblast, Novgorod, and Pskov subsidiaries), and RUR 160 (less VAT) for St. Petersburg subsidiary and the northern group of subsidiaries (Archangel, Karelian, Murmansk, and Komi subsidiaries);

· fixed monthly fee under the “unlimited” tariff plan: RUR 400 for the central subsidiaries, RUR 500 for the northern subsidiaries, and RUR 450 for St. Petersburg subsidiary (the rates are shown less VAT);

· per minute charge for one local telephone connection for the time-based or combined payment system, subject to the tariff plan: 20 to 40 kopecks for the northern subsidiaries, and 18 to 20 kopecks for the central and St. Petersburg subsidiaries. 

Where it is not technically feasible to meter the cost of local telephone connections on the time basis, the subscription payment system is set from February 1, 2007 for individuals and corporations, based on the average duration of a conversation as curently applied. The monthly fee from an individual user will be RUR 210 to 240, and from a corporate user, RUR 250 to 300 (less VAT) sibject to the region.
The growth of charge rates for local telephone communication services is 11.9% for individuals, and 5.5% for corporations on the average for N.W.Telecom.

From February 1, FST of Russia approved new “unified” tariffs for intrazone (intra-region)communication services, individuals and corporations, for N.W.Telecom. The unified charge per minute of intrazone connection, irrespective of the distance between the users (within a Republic or oblast – between cities, districts, and towns of one Republic or oblast) will be RUR 2.25 to RUR 2.50 subject to the region (for individuals, the rate is shown with VAT, and for corporations, less VAT).
On the average, the intrazone communication rates have been reduced by 15.5%.

Provision of Universal communication services  

As of February 6, 2007 N.W.Telecom had won the tenders for provision of universal communication services in Archangel Oblast and Kalinigrad Oblast (March 2006), in the Republic of Komi, Nenets Autonomous District, and Vologda Oblast (December 2006), The Republic of Karelia, Murmansk Oblast, and Pskov Oblast (January 2007). The Company has applied for tendering for universal communication services in Leningrad Oblast and Novgorod Oblast, and in St. Petersburg (tender date: February 15, 2007).
The total refunded losses from provision of the universal communication service announced for the tender will be RUR 2.5 billion, and the investment size, RUR 5.3 billion.

The data itemized by territory are presented below:
	Territory
	Date of competition
	Starting date for provision of Universal communication services
	Number of payphones, pcs
	Investments
	Indemnification

	Total
	—
	—
	14,799
	5,332,969
	2,543,328

	Arkhangelsk Oblast
	24.03.06
	24.09.06
	2,874
	536,413
	401,225

	Kaliningrad Oblast
	24.03.06
	24.09.06
	572
	52,258
	52,594

	The Republic of Komi
	21.12.06
	21.06.07
	616
	460,000
	146,033

	Vologda Oblast
	21.12.06
	21.06.07
	3,218
	1,116,704
	501,049

	Nenets Autonomous District
	21.12.06
	21.06.07
	43
	66,788
	62,937

	Republic of Karelia
	18.01.07
	18.07.07
	662
	568,329
	203,996

	Murmansk Oblast
	18.01.07
	18.07.07
	166
	497,749
	118,831

	Pskov Oblast
	18.01.07
	18.07.07
	3,105
	762,884
	294,216

	Novgorod Oblast*
	15.02.07
	15.08.07
	1,832
	681,084
	297,625

	Leningrad Oblast*
	15.02.07
	15.08.07
	1,600
	573,139
	440,941

	Saint Petersburg*
	15.02.07
	15.08.07
	111
	17,621
	23,881


Amendments to the industrial legislation
In July 2007, the amendments to the Federal Law on Communications, No. 126-FZ, enacted by Federal Law No. 14-FZ of February 09, 2007. 
The amendments require:

· mandatory assessment of compliance of the communication network system design with the requirements for communications, in the form of an expert evaluation to be performed in the procedure established by the Russian Federation Government,

· registration of the operator's telecommunication network included in the public access communication network, in the procedure established by the Russian Federation Government.

Understanding that no procedure has been developed yet by the Russian Federation Government for expert evaluation of communication network system designs and for registration of telecommunication network, the Company is unable to estimate the consequences of the amendments to the law.  
Telecommunication networks built before the effective date of the above amendments shall be registered in compliance with the requirements of the new edition of the Federal Law on Communications within January 1, 2020.

Hedging

As the second stage of currency risk insurance, on March 5, 2007, the Company entered into a transaction of hedging of 40% of the syndicated loan debt, which makes EUR 20 million, suggesting supply of the currency (Euros) at one forward exchange rate according to the following schedule:
	 
	2007
	2008
	2009

	Hedged amount
	310,844
	310,844
	77,711


In March 2007, the Company completely fulfilled its obligation to buy the currency (Euros) as per the hedging transaction signed.  

Capital investments

In 2007, the Company intends to make capital investments of 6,750,000 to bring its networks to conformity with the regulatory documents’ requirements for the structure of telecommunication networks and for traffic capacity.   

Purchase of CJSC Peterburg Transit Telecom shares

In accordance with the decision of the Board of Directors (Minutes No. 19-01/30 (06) of 03.11.2006), the Company purchased 61,920 registered ordinary shares of CJSC Peterburg Transit Telecom for 2,571,227 in January 2007. The costs related to the purchase of the holding were 1,004.

The shares were purchased to achive full control of the company. The entry in the register of shareholders confirming the transfer of the title to the said securities was made on January 22, 2007.  

Sale of N.W.Telecom shares

According to the Russian Federal Property Fund, on March 15, 2007, the Russian Federal Property Fund Division for St. Peterbsurg and Leningrad Oblast held an auction to sell a State-owned holding of N.W.Telecom shares. Put up for auction were 3.337% of the Authorized Capital of N.W.Telecom, of which: 37,758,895 ordinary shares of N.W.Telecom, and 5,276 preferred shares.

The auction was open by its list of tenderers and by the format of property price quotations. Applications for the auction were received from December 29, 2006 till March 12, 2007. The starting price of the holding was 1,124,117. As a result, LLC Metropol Investment Finance Company won the auction by offering 1,544,117 for the holding of N.W.Telecom shares.

Credits and loans

In 2007 (as of the date of signing of this Explanatory Note), the Company did not enter any credit agreements.

General Manager: 
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