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(OJSC NWT) on the results of audit of financial and business activity of the Company

in 2006 and credibility of data contained in the 2006 annual report

and 2006 annual accounting reports of the Company

Moscow









April 19, 2007


The Audit Commission of OJSC NWT (elected by the General Meeting of Shareholders on June 30, 2006), consisting of:


Chairperson of the Commission
R.K. Aksyaitov,


Members of the Commission

Ye.S. Yerofteyeva







S.N. Kosarev







S.V. Podosinov







N.P. Utina







T.A. Chernikova,


Abiding by the powers determined by the Federal Law “On Joint-Stock Companies”, Charter of OJSC NWT and Provisions on the Audit Commission, has audited the financial and business activity of the Company for the year 2006.


The financial and business activity of the Company, credibility of data contained in the 2006 annual report and 2006 annual accounting reports of the Company were audited according to the Decision of the Audit Commission of OJSC NWT (Minutes No. 3 of March 1, 2007) between 2 and 14 April 2007 inclusive.


The analysis was carried out on the basis of documents, accounting and tax ledgers, registers and explanations provided by the management of the Company. The analysis included a study of the disclosure of information on financial and business activity in the financial (accounting) reports, evaluation of accounting principles and methods as well as rules for the preparation of financial (accounting) reports and the annual report.


The Audit Commission used the methods of selective audit of individual operations.

Brief information on the Company

Full corporate name:
Open Joint-Stock Company “North-West Telecom”.

Abbreviated name: OJSC NWT.

Address: 26 Bolshaya Morskaya ul., St. Petersburg, 191186, Russian Federation.

Address of the executive body: 26 Bolshaya Morskaya ul., St. Petersburg, 191186, Russian Federation.

Registration information: The Company was registered by Decision of the Registration Chamber of the St. Petersburg Mayor’s Office No. 3381 of May 6, 1993, State Registration Certificate No. 2717 of May 6, 1993.

In accordance with the Federal Law “On the State Registration of Legal Entities” the Company was registered in the Unified State Register of Legal Entities on July 17, 2002 under No. 1027809169849.


The persons responsible for the financial and business activity of the Company during the audited period are:

· General Manager V.A. Akulich;

· Chief Accountant M.M. Semchenko.


The supreme management body of the Company is the General Meeting of Shareholders and between the meetings the Board of Directors; the collective executive body is the Managing Board.

Basic financial and economic performances of the Company for the year 2006

	No.
	Performances
	2006
	2005
	Change

	
	
	
	
	(%)

	1.
	Proceeds from sale of goods (works, services), thousands of rubles
	20 473 103
	20 383 486
	0.44

	
	Including from sale of communications services
	18 802 645
	19 715 442
	- 4.63

	2.
	Prime cost of goods (works, services) sold, thousands of rubles
	15 498 679
	16 642 713
	- 6.87

	
	including communications services
	14 617 513
	16 344 333
	- 10.57

	3.
	Profit from sales, thousands of rubles
	4 974 424
	3 740 773
	32.98

	4.
	Profit before tax, thousands of rubles
	3 507 821
	2 825 255
	24.16

	5.
	Net profit, thousands of rubles
	2 426 248
	1 843 471
	31.61

	6.
	OIBDA, thousands of rubles
	7 718 374
	5 772 089
	34

	7.
	Operating margin (sales margin), %
	25.42
	18.68
	36.08

	8.
	Sales profitability, %
	34.08
	22.97
	48.37

	9.
	Prime cost of 100 rubles of proceeds, rubles
	74.58
	81.32
	- 8.29

	10.
	Proceeds per employee, thousands of rubles
	771.72
	644.09
	19.82

	11.
	Financial independence ratio
	0.57
	0.55
	3.64

	12.
	Current liquidity ratio
	0.76
	1.23
	- 38.21

	13.
	Average repayment period of debts receivable, days
	31.42
	27.31
	15.05

	14.
	Average repayment period of debts payable, days
	58.85
	63.36
	- 7.12

	15.
	Return on own capital for net profit, %
	15.21
	12.00
	26.75



Note: The calculation methods for financial and economic performances are provided in the Attachment to this Report.


In 2006, the Company improved its key performances as against 2005. The proceeds from sales rose by 0.44% and the prime cost fell by 6.87%. The 19.82% rise in the proceeds per employee reflects the continuing favorable development trends associated with the staff optimization. The OIBDA value characterizing the operating activity of the Company amounted to 34%. The profit from sales increased by 32.98%. The before-tax profit rose by 24.16% and the net profit by 31.61%.


The growth of key profitability values as against the past year is also a positive indicator.


The financial data evidence an acceptable financial stability of the Company.


The Company’s net assets are 18,198,451 thousand rubles as of December 31, 2006, which value is substantially greater than the authorized capital.

Accounting reports


The accounting records at the Company are organized in accordance with the requirements of normative legal acts on accounting in the Russian Federation and are kept on the basis of the Accounting Policy approved by Order of the General Manager of the Company No. 519-pr of December 31, 2005.


The 2006 accounting reports were prepared in the time set by the Federal Law “On Accounting” and consist of the balance sheet, profits and losses report, attachments to them and explanatory note. The accounting reports were prepared based on the reports submitted on the approved forms by the branches of the Company.


In the process of audit of financial and business activity of the Company in 2006 the Audit Commission did not find any material breaches of Russian legislation or material distortions in reflecting financial and business operations.


The accounting reports of the Company allow to form full and objective information on the financial and business activity of the Company and its results as necessary for operational control and management as well as for use by investors, creditors, government bodies and other organizations and persons concerned.

Substantial facts of business activity


To form and implement the rules of civilized corporate relations, the Board of Directors of the Company approved in 2004 the Corporate Governance Code (hereinafter the Code), declaring the principles of corporate conduct of the Company and its management bodies in relations with the shareholders as well as formulating in general the place and role of the management bodies and the Company itself in such relations.


The general rules provided by the Code are implemented by OJSC NWT on the basis of its regulations as well as rules of effective legislation, including bylaws, Charter and in-house documents of the Company (Provisions on the Procedure of General Meetings of Shareholders, Provisions on the Board of Directors, Provisions on the Managing Board, Provisions on Committees of the Board of Directors, Provisions on the Information Policy of the Company, Provisions on the Internal Control Procedure (System) and others).


The effective version of the NWT Charter was approved at the Annual General Meeting of Shareholders of the Company (Minutes No. 01-06 of July 12, 2006) and subsequently amended (Minutes of the Board of Directors No. 19-01/25(06) of September 5, 2006). Taking into consideration that amendments were made to the Federal Law “On Joint-Stock Companies” after this date, including those concerning provisions reflected in the NWT Charter, it should be noted that the NWT Charter needs to be amended.


The internal documents of OJSC NWT the rules of which are to a significant extent derivative from the provisions of the Company Charter also need (may need, depending on the amendments to the Charter) to be amended in accordance with the amended legislation and foundation document of the Company.


The Company made a deal for the acquisition of CJSC PTT in which the cost of acquired property exceeded 10% of NWT’s assets. Relevant information was disclosed by the Company in accordance with the requirements of Order of the Federal Financial Markets Service No. 05-5/pz-n of March 16, 2005.


In 2006, the Company made several interested-party deals. It did not commit any gross breaches of the rules for such deals, which would unconditionally allow to recognize these deals as invalid.


OJSC NWT does not commit gross breaches of requirements of the Code, effective legislation, Charter and its in-house documents.


The Company has formed a system of management and control bodies the efficient operation of which can ensure the normal development of OJSC NWT and the interests of its shareholders. The Board of Directors, Committees of the Board of Directors (Personnel and Rewards Committee, Corporate Governance Committee, Strategic Planning Committee, Audit Committee headed by independent members of the Board of Directors), Corporate Secretary, Managing Board, Internal Audit Department, Audit Commission were created and provisions on their activities were approved.


During the audited period, the personal composition of the Board of Directors was changed at the Annual Meeting on June 30, 2006.


The personal composition of the Managing Board was changed based on the decisions of the NWT Board of Directors dated March 30, 2006 (Minutes No. 19-01/08(06)), June 30, 2006 (Minutes No. 19-01/21(06)) and November 30, 2006 (Minutes No. 19-01/32(06)).


No gross breaches of the disclosure procedures established by Order of the Federal Financial Markets Service No. 05-5/pz-n of March 16, 2005 in 2006 were found.


OJSC NWT disclosed information in the form of notices of substantial facts, issuer’s quarterly report as well as published information on affiliated persons on its site on the quarterly basis in the form specified in the Regulation on the Disclosure of Information by the Issuers of Issuable Securities approved by Order of the Federal Financial Markets Service No. 05-5/pz-n of March 16, 2005.

Internal control system


The Provisions on Internal Control Procedures (System) establishing the competence of bodies and persons which are part of the internal control system and developing, approving, applying and evaluating the efficiency of internal control procedures operate at OJSC NWT from June 24, 2004.


The Audit Committee of the Board of Directors operates in accordance with the Charter of the Company, Corporate Conduct Code, Provisions on the Audit Committee of the Board of Directors. The Audit Committee of the Board of Directors performs the internal control functions by considering in advance and preparing recommendations for the Board of Directors regarding financial reporting, external independent audit, internal audit, internal control procedures as well as risks relating to the completeness of information disclosure.

Conclusion


In accordance with the results of audit of financial and business activity of OJSC NWT in 2006, financial (accounting) reports of OJSC NWT for 2006, credibility of the data contained in the annual report of the Company, the Audit Commission deems that:


1. The accounting reports of the Company ensure the credible reflection of assets and liabilities as of December 31, 2006 and financial results of the Company for the period from 1st January to 31st December 2006 according to the requirements of Federal Law No. 129-FZ of November 21, 1996 “On Accounting” (as amended) and RF Finance Ministry’s normative acts effective in 2006.


2. The financial and business activity of the Company during the audited period was carried out in accordance with effective Russian legislation, Charter of the Company.


3. The annual report submitted by the Company contains credible data in its substantial provisions to be reflected in accordance with legislation.


Chairperson of the Audit Commission of OJSC NWT

R.K. Aksyaitov
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