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Report of Independent Auditors

To the Shareholders and Board of Directors

of OAO Southern Telecommunication Company:

We have audited the accompanying consolidated balance sheet of OAO Southern Telecommunication Company (a Russian open joint-stock company), and its subsidiaries, hereinafter “the Group”, as of 31 December 2001 and the related consolidated statements of operations, cash flows and shareholders’ equity for the year then ended. These consolidated financial statements are the responsibility of the Group’s management. Our responsibility is to express an opinion on these consolidated financial statements based on our audit. The consolidated financial statements of the Group as of 31 December 2000 and for the year then ended, were audited by other auditors whose report dated 20 April 2001 expressed an unqualified opinion on those statements. 

Except as discussed in the following paragraph, we conducted our audit in accordance with International Standards on Auditing. Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall financial statement presentation. We believe that our audit provides a reasonable basis for our opinion.

We were unable to obtain audited financial statements as of 31 December 2001 and for the year then ended supporting the Group’s investment in ZAO Kuban GSM stated at $6,755 as of 31 December 2001, or its equity in earnings of that associate of $4,710, which is included in net income for the year then ended as described in Note 8 to the consolidated financial statements; nor were we able to satisfy ourselves as to the carrying value of this investment or the equity in its earnings by other auditing procedures.

In our opinion, except for the effects of such adjustments, if any, as might have been determined to be necessary had we been able to examine evidence regarding the investment and earnings associated with ZAO Kuban GSM, the accompanying consolidated financial statements referred to above present fairly, in all material respects, the financial position of the Group as of 31 December 2001 and the results of their operations and their cash flows for the year then ended in conformity with accounting principles generally accepted in the United States of America.

Without qualifying our report on this matter, we draw attention to Note 2 to the consolidated financial statements, which discusses the continuing political and economical uncertainties existing for enterprises operating in the Russian Federation, the impact of tariff regulation and the planned reorganization of the Group. These uncertainties will continue to affect the Group’s operations and financial condition. The effects of these uncertainties cannot presently be determined, and these consolidated financial statements do not include any adjustments to reflect the possible future effects on the recoverability and classification of assets or the amounts or classification of liabilities that may result from the outcome of these uncertainties.
16 August 2002

	OAO Southern Telecommunication Company

	Consolidated Balance Sheets as of December 31, 2001 and 2000

	(Amounts stated in thousands of US dollars)

	
	
	
	
	
	
	
	

	
	Note
	
	2001
	
	2000
	
	

	Assets
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	Currents Assets:
	
	
	
	
	
	
	

	  Cash and cash equivalents
	
	
	 $      1 228 
	
	 $          595 
	
	

	  Accounts receivable, net
	5
	
	         6 210 
	
	          4 597 
	
	

	  VAT and other taxes receivable
	
	
	         1 393 
	
	          1 361 
	
	

	  Investments held for sale
	8
	
	         6 755 
	
	          2 453 
	
	

	  Inventories, net
	6
	
	         4 925 
	
	          3 076 
	
	

	  Prepaids and other current assets
	16
	
	         1 186 
	
	             967 
	
	

	Total Current Assets
	
	
	       21 697 
	
	        13 049 
	
	

	
	
	
	
	
	
	
	

	Property, plant & equipment, net
	7
	
	     223 407 
	
	      219 582 
	
	

	Intangible and other assets, net
	
	
	              75 
	
	             262 
	
	

	Investments, net
	8
	
	              97 
	
	               70 
	
	

	
	
	
	
	
	
	
	

	Total Assets
	
	
	 $  245 276 
	
	 $   232 963 
	
	

	
	
	
	
	
	
	
	

	Liabilities & Shareholders' Equity
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	Current Liabilities:
	
	
	
	
	
	
	

	  Short-term loans
	9
	
	 $    12 000 
	
	 $       3 484 
	
	

	  Accounts payable
	10
	
	         6 633 
	
	          3 683 
	
	

	  Advances received
	
	
	         2 114 
	
	          1 944 
	
	

	  Dividends payable
	
	
	         3 774 
	
	          2 424 
	
	

	  Current portion of long-term debt
	11
	
	       11 006 
	
	          6 964 
	
	

	  Current portion of obligations under lease
	7
	
	            434 
	
	             433 
	
	

	  Taxes payable
	
	
	         2 990 
	
	          2 032 
	
	

	  Interest payable
	
	
	            729 
	
	             691 
	
	

	  Other current liabilities
	10
	
	         3 285 
	
	          2 412 
	
	

	Total Current Liabilities
	
	
	       42 965 
	
	        24 067 
	
	

	
	
	
	
	
	
	
	

	Long-term loans
	9
	
	         1 172 
	
	          6 047 
	
	

	Long-term debt
	11
	
	            833 
	
	          1 582 
	
	

	Obligations under lease
	7
	
	                 - 
	
	             463 
	
	

	
	
	
	
	
	
	
	

	Total Liabilities
	
	
	       44 970 
	
	        32 159 
	
	

	
	
	
	
	
	
	
	

	Commitments and Contingencies
	19
	
	                 - 
	
	                 - 
	
	

	
	
	
	
	
	
	
	

	Shareholders' Equity
	
	
	
	
	
	
	

	  Capital stock
	12
	
	       91 361 
	
	        91 361 
	
	

	  Additional paid-in capital
	12
	
	         1 193 
	
	          1 193 
	
	

	  Retained earnings
	12
	
	     107 752 
	
	      108 250 
	
	

	
	
	
	
	
	
	
	

	Total Shareholders' Equity
	
	
	     200 306 
	
	      200 804 
	
	

	Total Liabilities & Shareholders' Equity
	
	
	 $  245 276 
	
	 $   232 963 
	
	

	
	
	
	
	
	
	
	

	See accompanying Notes to the Consolidated Financial Statements.
	
	
	
	

	
	
	
	
	
	
	
	

	
	 
	
	
	
	 
	
	

	
	V.L. Gorbachev
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	OAO Southern Telecommunication Company

	Consolidated Statements of Operations

	For the years ended December 31, 2001 and 2000

	(Amounts stated in thousands of US dollars, except earnings per share)

	
	
	
	
	
	
	
	

	
	Note
	
	2001
	
	2000
	
	

	
	
	
	
	
	
	
	

	Revenues
	13
	
	 $    95 904 
	 
	 $     75 475 
	
	

	
	
	
	
	
	
	
	

	Operating Expenses
	14
	
	      (74 144)
	
	      (60 595)
	
	

	
	
	
	
	
	
	
	

	General and Administrative Expenses
	15
	
	      (13 060)
	
	      (11 029)
	
	

	
	
	
	
	
	
	
	

	Bad Debt Recovered
	
	
	              74 
	
	             319 
	
	

	
	
	
	
	
	
	
	

	Income from Operations
	
	
	         8 774 
	
	          4 170 
	
	

	
	
	
	
	
	
	
	

	Earnings from Equity Investment
	8
	
	         4 710 
	
	          2 522 
	
	

	
	
	
	
	
	
	
	

	Currency Traslation Gain (Loss) 
	
	
	            239 
	
	             (91)
	
	

	
	
	
	
	
	
	
	

	Interest Expense
	
	
	        (1 854)
	
	           (851)
	
	

	
	
	
	
	
	
	
	

	Non-Operating Expenses, Net
	
	
	        (4 391)
	
	        (3 288)
	
	

	
	
	
	
	
	
	
	

	Income before provision for Income Taxes
	
	
	         7 478 
	
	          2 462 
	
	

	
	
	
	
	
	
	
	

	Provisions for Income Taxes
	16
	
	        (4 469)
	
	        (3 482)
	
	

	
	
	
	 
	 
	 
	
	

	Net Income (Loss)
	
	
	         3 009 
	
	        (1 020)
	
	

	
	
	
	
	
	
	
	

	Preferred Dividends
	
	
	        (2 405)
	
	        (1 382)
	
	

	
	
	
	 
	 
	 
	
	

	
	
	
	
	
	
	
	

	Eearnings (Loss) Attributable to Common Shareholders 
	
	
	 $         604 
	
	 $     (2 402)
	
	

	
	
	
	
	
	
	
	

	Basic and diluted earnings (loss) per share, US dollars
	
	 $        0,06 
	 
	 $       (0,23)
	
	

	
	
	
	
	
	
	
	

	Weighted average number of common shares used
	
	
	
	
	
	
	

	in computing basic and diluted earnings (loss) per share
	
	
	    10 553 425 
	
	        10 553 425 
	
	

	
	
	
	
	
	
	
	

	See accompanying Notes to the Consolidated Financial Statements.
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	OAO Southern Telecommunication Company

	Consolidated Statements of Cash Flows

	For the years ended December 31, 2001 and 2000

	(Amounts stated in thousands of US dollars)

	
	
	
	2001
	
	2000
	
	

	
	
	
	
	
	
	
	

	Cash Flows from Operating Activities
	
	
	
	
	
	
	

	Net income (loss)
	
	
	 $      3 009 
	
	 $     (1 020)
	
	

	Adjustments to reconcile net income (loss) to net cash 
	
	
	
	
	
	
	

	provided by operating activities:
	
	
	
	
	
	
	

	   Depreciation and amortization
	
	
	       18 373 
	
	        18 518 
	
	

	   Increase in provision for investments
	
	
	                 - 
	
	             103 
	
	

	   Decrease in provision for doubtful accounts
	
	
	           (222)
	
	           (543)
	
	

	   Loss on fixed assets disposal
	
	
	         4 784 
	
	          2 588 
	
	

	   Equity income from investee company
	
	
	        (4 710)
	
	        (2 522)
	
	

	   Income from fixed assets received free of charge
	
	
	        (3 104)
	
	        (1 779)
	
	

	   Other non-cash adjustments
	
	
	             (25)
	
	               (7)
	
	

	Changes in assets and liabilities:
	
	
	
	
	
	
	

	   Increase in accounts receivable
	
	
	        (1 390)
	
	           (671)
	
	

	   Increase in inventories
	
	
	        (1 849)
	
	           (499)
	
	

	   Increase in prepaids and other current assets
	
	
	           (252)
	
	             (81)
	
	

	   Increase (decrease) in accounts payable
	
	
	         2 950 
	
	        (1 125)
	
	

	   Increase in advances received
	
	
	            169 
	
	               93 
	
	

	   Increase in other current liabilities
	
	
	         1 870 
	
	             725 
	
	

	
	
	
	
	
	
	
	

	     Cash provided by operating activities
	
	
	       19 603 
	
	        13 780 
	
	

	
	
	
	
	
	
	
	

	Cash Flows from Investing Activities
	
	
	
	
	
	
	

	   Additions to non-current assets
	
	
	      (17 665)
	
	      (12 658)
	
	

	   Proceeds from fixed assets disposals
	
	
	            999 
	
	          1 059 
	
	

	   Dividends received from investee company
	
	
	            408 
	
	               78 
	
	

	
	
	
	
	
	
	
	

	     Cash flows used for investing activities
	
	
	      (16 258)
	
	      (11 521)
	
	

	
	
	
	
	
	
	
	

	Cash Flows from Financing Activities
	
	
	
	
	
	
	

	   Loans received
	
	
	       18 619 
	
	        20 968 
	
	

	   Repayments of loans
	
	
	      (14 978)
	
	      (15 946)
	
	

	   Dividends paid
	
	
	        (2 157)
	
	        (1 280)
	
	

	   Repayment of obligations under vendor financing agreements
	
	        (3 733)
	
	        (5 824)
	
	

	   Repayment of obligations under lease
	
	
	           (463)
	
	           (307)
	
	

	   Net proceeds on treasury stock sales
	
	
	                 - 
	 
	             258 
	
	

	
	
	
	
	
	
	
	

	     Cash flows used in financing activities
	
	
	        (2 712)
	
	        (2 131)
	
	

	
	
	
	
	
	
	
	

	Net increase in cash and cash equivalents
	
	
	            633 
	
	             128 
	
	

	
	
	
	
	
	
	
	

	Cash and cash equivalents at beginning of period
	
	
	            595 
	
	             467 
	
	

	
	
	
	
	
	
	
	

	Cash and cash equivalents at end of period
	
	
	 $      1 228 
	
	 $          595 
	
	

	
	
	
	
	
	
	
	

	Supplemental Disclosures of Cash Flow Information
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	Cash paid during the period for interest
	
	
	 $      2 078 
	
	 $       1 230 
	
	

	Cash paid during the period for income taxes
	
	
	 $      4 306 
	
	 $       3 396 
	
	

	
	
	
	
	
	
	
	

	
	 
	
	
	 
	 
	
	

	
	
	V.L. Gorbachev
	
	
	S.G. Fefilova
	
	

	
	
	General Director
	
	
	Chief Accountant
	
	

	See accompanying Notes to the Consolidated Financial Statements.
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	OAO Southern Telecommunication Company

	Consolidated Statements of Shareholders' Equity

	For the years ended December 31, 2001 and 2000

	(In thousands of US dollars)

	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	
	Shares
	
	Additional
	
	Retained
	
	

	
	Preferred
	 
	Common
	
	Amount
	
	Paid-in Capital
	
	Earnings
	
	Total

	
	
	
	
	
	
	
	
	
	
	
	

	Balance as of
	
	
	
	
	
	
	
	
	
	
	

	  December 31, 1999
	3 517 500
	
	10 539 965
	
	91 272
	
	1 025
	
	111 376
	
	203 673

	
	
	
	
	
	
	
	
	
	
	
	

	    Net loss
	-
	
	-
	
	-
	
	-
	
	(1 020)
	
	(1 020)

	
	
	
	
	
	
	
	
	
	
	
	

	    Transactions
	
	
	
	
	
	
	
	
	
	
	

	    with treasury stock
	325
	
	13 460
	
	89
	
	168
	
	-
	
	257

	
	
	
	
	
	
	
	
	
	
	
	

	    Dividends  declared
	-
	 
	-
	 
	-
	 
	-
	 
	(2 106)
	 
	(2 106)

	
	
	
	
	
	
	
	
	
	
	
	

	Balance as of
	
	
	
	
	
	
	
	
	
	
	

	  December 31, 2000
	3 517 825
	
	10 553 425
	
	91 361
	
	1 193
	
	108 250
	
	200 804

	
	
	
	
	
	
	
	
	
	
	
	

	    Net income
	-
	
	-
	
	-
	
	-
	
	3 009
	
	3 009

	
	
	
	
	
	
	
	
	
	
	
	

	    Transactions
	
	
	
	
	
	
	
	
	
	
	

	    with treasury stock
	 -
	
	 -
	
	 -
	
	 -
	
	-
	
	-

	
	
	
	
	
	
	
	
	
	
	
	

	    Dividends  declared
	-
	 
	-
	 
	-
	 
	-
	 
	(3 507)
	 
	(3 507)

	
	
	
	
	
	
	
	
	
	
	
	

	
	 
	 
	 
	
	 
	
	 
	
	 
	
	 

	Balance as of
	
	
	
	
	
	
	
	
	
	
	

	  December 31, 2001
	3 517 825
	
	10 553 425
	
	91 361
	
	1 193
	
	107 752
	
	200 306

	
	
	
	
	
	
	
	
	
	
	
	

	See accompanying Notes to the Consolidated Financial Statements.
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	Chief Accountant


	OAO Southern Telecommunication Company

	Notes to Consolidated Financial Statements 

	December 31, 2001 and 2000

	(Amounts stated in thousands of US dollars, unless otherwise noted)


1. 
The Company

General

OAO Southern Telecommunication Company (hereinafter referred to as “STC” or “the Company”), a Russian open joint stock company, completed its last charter registration on June 26, 2002. This amendment was due to the process of reorganization of OAO Kubanelectrosvyaz into OAO Southern Telecommunication Company.

STC’s principal activity is providing local and long-distance telephone services.  Other types of activity of the Company and its subsidiaries (together hereinafter referred to as “the Group”) include production of telecommunication equipment and its technical support, motor transport repair and maintenance of recreational facilities and other social infrastructure.  The associated company provides cellular services in the Krasnodar region and Republic of Adygeya. 

The Company was privatized in May 1994, assuming the assets and liabilities of the former state-owned enterprise.  As of December 31, 2001 STC consists of 23 branches and provides services to approximately 556,625 urban subscribers and 257,373 subscribers in rural areas.  The total installed capacity is approximately 857,092 telephone numbers.  

Open joint-stock company Svyazinvest, a federal holding company majority-owned by the Russian Federation, owns 51% of the common stock of STC.

Operating licenses

STC has been granted operating licenses to provide telecommunications services in the Krasnodar region.  The Company’s license to provide services for local and regional telephone, telegraph, data transmission, communication channel leasing, radio transmission, long-distance and international communications expires on October 1, 2004.  Starting September 1999, the license grants STC the right to use DECT technology in the local loop. 

A mobile radiotelephone communication license for services rendered in 7 residential areas of Krasnodar region expired on February 1, 2001. The license required payments for the development of communication networks in Russia, which total $150.  However, the authority granting this license (Ministry of Telecommunication and Informatization) has never requested such payments to be made.  In January 2001 STC was granted a new license for these services which entails different payment terms.  The license expires on January 25, 2006 and requires license payments for the development of communications networks in Russia in the amount of 0.3% of monthly revenue from licensed services.

2.
Russian Environment and Economic Conditions

General

Russia continues to undergo substantial political, economic and social changes.  As an emerging market, Russia does not possess a well-developed business and regulatory infrastructure that would generally exist in a more mature market economy. Furthermore, the Russian Government has not yet fully implemented the reforms necessary to create banking, judicial, taxation and regulatory systems that usually exist in more developed markets.  As a result and as reflected in the Government’s debt default and Ruble devaluation during August 1998, operations in Russia involve risks that are not typically associated with those in developed markets.  Such risks persist in the current environment with results that include but are not limited to, a currency that is not freely convertible outside of the country, onerous currency controls, low liquidity levels for debt and equity markets, and continuing high rates of inflation.

Currency Exchange and Control

Foreign currencies, in particular the US Dollar, play a significant role in the underlying economics of many business transactions in Russia. Following the 1998 economic crisis, the Ruble’s value fell significantly against the US Dollar, falling from a pre-crisis rate of approximately 6 Rubles to 1 US Dollar, to 27 Rubles to 1 US Dollar by the end of 1999. During 2000 and 2001, the Ruble’s value fluctuated between 26.9 and 30.3 to 1 US Dollar. As of August 16, 2002 the exchange rate was 31.56 Rubles to 1 US Dollar.

The Group’s principal currency exchange rate risks are the ability to recover the investments in non-monetary assets, specifically Property, Plant and Equipment, as well as exposure to currency exchange losses  (see “Effects Considered by the Group through December 31, 2001” below) and the ability to repay its foreign currency denominated obligations. 

The Group’s principal future operating cash flows (revenues, personnel costs and other major operating expenses) will be generated in Russian rubles. In the event the ruble continues to decline against the US dollar, the Group could have difficulties in meeting its US dollar denominated obligations.

In this respect, the Group’s principal currency exchange rate risk comes from the deferred payment agreements with Siemens AG, Ericsson Nicola Tesla and Iskratel. 

The Central Bank of Russia has established strict currency control regulations designed to promote the commercial utilization of the ruble.  Such regulations place restrictions on the conversion of rubles into hard currencies and establish requirements for conversion of hard currency sales to rubles.

2. 
Russian Environment and Economic Conditions (continued)

Inflation

The Russian economy has been characterized by high rates of inflation.  The following table summarizes the annual rate of inflation for each year in the three-year period ended December 31, 2001.

	As of December 31, 
	Annual

Inflation

	
1999
	36.5%

	
2000
	20.2%

	
2001
	18.6%


The Group can experience inflation-driven increases in certain of its costs, which are sensitive to rises in the general price level in Russia. 

While the Group could seek to raise its tariffs, regulatory bodies may not permit increases that are sufficient to preserve operating margins. Additionally, high rates of inflation in Russia could adversely affect the Group’s results of operations.

Interest Rates

The Group’s principal interest rate risks relate to interest payable under deferred payment agreements with Siemens AG, Ericsson Telecom AB, Ericsson Nicola Tesla and Iskratel which have a floating interest rate (see Note 11).   

Management has not entered into transactions designed to hedge against these interest rate risks due to financial instruments typically used for hedging purposes being generally unavailable in the Russian financial markets and certain restrictions imposed by the Russian regulations on the use of hard currency-denominated financial instruments.

Effects Considered by the Group through December 31, 2001

Impairment of property, plant and equipment

As described further in Note 3, subsequent to the establishment of fixed asset balances at December 31, 1997 using the work of an appraiser, the Group has accounted for its investment in property, plant and equipment based on the historical costs of acquisition in US dollar terms.

In general, values considered in the tariffing process are based on the Russian statutory financial data. In this regard, property, plant and equipment are recorded in historical rubles, subject to statutory revaluations, if any.

2. 
Russian Environment and Economic Conditions (continued)

Effects Considered by the Group through December 31, 2001 (continued)

As a result of significant devaluation of the ruble described above, the Group has assessed the recoverability of property, plant and equipment stated in US dollar terms.  Management has considered several factors in its analysis, including the following factors:

–
the continued use of each facility,

–
the implied value of property, plant and equipment stated at current exchange rates compared to historical exchange rates,

–
expected cash flows from operations, and

–
investment needed to maintain the Group’s current (and expected) operations.

Based on this analysis, management believes that the carrying value of property, plant and equipment reflected in the accompanying financial statements as of December 31, 2001 does not exceed their expected recoverable value. See also Note 3.

Management cannot predict what effect a continuation of the difficult economic conditions in Russia or changes in fiscal, political or tariffing policies may have on the Group’s remaining investment or ability to make future investments in property, plant and equipment. Further, management cannot predict the potential for statutory revaluation of property, plant and equipment for taxation purposes nor its effect, if any, on the Group’s ability to successfully negotiate increases in tariffs.  The financial statements do not include any adjustments that might result from these uncertainties. Related effects will be reported in the financial statements, as they become known and estimable.

Allowance for doubtful accounts receivable

The unstable Russian economy has significantly affected many organizations within Russia and their ability to meet their obligations.  

As detailed in Note 5 “Accounts Receivable”, the Group provides for doubtful accounts from governmental, corporate and residential customers principally based on specific review of accounts in addition to other allowances associated with the overall delinquency in customer payments. 

While management believes that accounts receivable have been reduced to their approximate net realizable value, significant uncertainty exists as to the effect Russia’s unstable economy may have upon its customers, including governmental organizations, and their ability to fund telecom services consumed. The financial statements do not include any adjustments that might result from these uncertainties. Related effects will be reported in the financial statements, as they become known and estimable.

2. 
Russian Environment and Economic Conditions (continued)

Liquidity and Financial Resources

As of December 31, 2001 and 2000, the Group’s current liabilities exceeded its current assets by approximately $21.3 million and $11.0 million, respectively. As a result, significant uncertainties exist as to the Group’s liquidity and future capital resources.

Primarily due to ongoing investments in maintenance and construction programs, the Group requires cash flows from operations, debt and other long-term financing resources, which may be available from time to time. Further, in seeking additional financing, the Group may be limited to borrowing in hard currencies. Hard currency borrowings have an inherent risk (i.e. exchange rate movements) for which no commercially viable hedging instruments are available.

To date, the Group has significantly relied upon short-term and long-term financing to fund the improvement of its telecommunication network.  This financing has historically been provided through bank loans and vendor financing.

If needed, management believes that certain projects may be deferred or curtailed in order to fund the Group’s current operating needs.

Through 2002, the Group anticipates funding from a) existing cash reserves, b) cash generated from operations, c) financing from domestic and international lending institutions, and d) sale of assets, namely investments in associate (See also Note 8). Additionally, management has been able and expects to continue to be able to delay payment for certain operating costs to manage its working capital requirements if necessary.

The accompanying financial statements have been presented on a going concern basis, which contemplates the realization of assets and the satisfaction of liabilities in the normal course of business. Accordingly, the financial statements do not include any adjustments related to the recoverability and classification of recorded asset amounts or any other adjustments that might result should the Group either be unable to continue as a going concern or if the Group was to dispose of assets outside the normal course of its operating plan.

Russian Taxation Environment

Russia currently has a number of laws related to various taxes imposed by both federal and regional governmental authorities. Applicable taxes include value added tax, corporate income tax (profits tax), turnover-based taxes, and payroll (social) taxes, together with others. Laws related to these taxes have not been in force for significant periods, in contrast to more developed market economies; therefore, implementing regulations are often unclear or nonexistent. Accordingly, few precedents with regard to tax rulings have been established. Often, differing opinions regarding legal interpretation exist both among and within government ministries and organizations (like the State Tax Service and its various inspectorates) thus creating uncertainties and areas of conflict. Tax declarations, together with other legal compliance areas (as examples, customs and currency control matters), are subject to review and investigation by a number of authorities, who are enabled by law to impose extremely severe fines, penalties and interest charges. These facts create tax risks in Russia substantially more significant than typically found in countries with more developed tax systems. 

2. 
Russian Environment and Economic Conditions (continued)

Russian Taxation Environment (continued)

Generally, tax declarations remain open and subject to inspection for a period of three years. As of 31 December 2001, substantially all of the tax declarations of the Group are open and subject to review. The fact that a year has been reviewed does not close that year, or any tax declaration applicable to that year, from further review during the three-year period. 

In recent years, the Russian government has initiated revisions of the Russian tax system. Effective January 1, 1999, the first part of the Tax Code was enacted. Effective January 1, 2001, the second part of the Tax Code was enacted. The new tax system is generally intended to reduce the number of taxes and, thus, the overall tax burden on businesses, and to simplify the tax laws.

Management believes that it has adequately provided for tax liabilities in the accompanying financial statements; however, the risk remains that relevant authorities could take differing positions with regard to interpretive issues and the effect could be significant.

Establishment of Tariffs

Telecommunications services provided by STC are subject to tariff regulation by the Russian government. In 2001 and 2000, tariffs for local and intercity services were approved by RF ministry of antimonopoly policies and entrepreneurship support. OAO Rostelecom has been delegated the right to set international tariffs for regional operators. 

Tariffs for telecommunications services are generally ruble-denominated, based on the cost of providing the services.  The “rate making process” as known in the United States, however, is not followed in Russia.  Decisions on tariff adjustments are subject to various political and social considerations, including the general rate of inflation.  

During 2001 and 2000, tariffs for certain services were increased but not significantly. Additionally, in 1999 OAO Rostelecom changed the classification of CIS countries for the purposes of revenue allocation between the Company and OAO Rostelecom. In particular, effective June 1, 1999, related traffic is considered to be international implying 50:50 revenue allocation between OAO Rostelecom and STC which results in significant increase of STC costs for CIS outgoing traffic.

Reorganization of the Group

At the extraordinary general shareholders’ meeting held on December 21, 2001 the shareholders decided to restructure OAO “Southern Telecommunication Company” by merging with the following 9 regional enterprises of OAO “Svyazinvest” Group: OAO ”Electrosvyaz” of Adygeya Republic, OAO “Electrosvyaz” of     Stavropolski region, OAO “Karachaevo-Cherkeskelectrosvyaz”, OAO “Electrosvyaz” of Rostov region, OAO “Kabbalktelecom”, OAO “Sevosetinelectrosvyaz”, OAO “Svyazinform” of Astrakhan region, OAO “Volgogradelectrosvyaz” and OAO “Electrosvyaz” of Kalmykia Republic.  The Group’s management plans to complete this merger by the end of the year 2002. 

3. 
Significant Accounting Policies

Basis of Accounting

The Group maintains its books and records in Russian rubles and in accordance with accounting principles and practices mandated by Russian Accounting Regulations (RAR).

The accompanying financial statements are based on the Group’s statutory financial statements and are presented in accordance with United States generally accepted accounting principles (US GAAP) and are expressed in US dollars (see “Translation Methodology” below). Significant differences exist between Russian Accounting Regulations and US GAAP.

Management Estimates

The preparation of financial statements requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities and the disclosure of contingent liabilities as of the date of the financial statements and the reported amounts of revenues and expenses during the reporting period.  Actual results could differ from those estimates.  

Translation Methodology

Translation (remeasurement) of the Group’s ruble denominated financial statements into US dollars has been performed in accordance with the provisions of Statement of Financial Accounting Standards (“SFAS”) No.52 “Foreign Currency Translation”, as they relate to hyperinflationary economies. The objective of this remeasurement process is to produce the same results that would have been reported if the accounting records had been kept in US dollars.

Monetary assets and liabilities have been translated at the rate prevailing at the balance sheet date. Non-monetary assets (other than property, plant and equipment as of December 31, 2001 - See “Property, Plant and Equipment” below) and liabilities have been translated at historical rates. Revenues, expenses and cash flows have been translated at quarterly average rates. Translation differences resulting from the use of these rates have been accounted for as currency translation gain (loss) in the accompanying statements of operations. 

The Group’s principal future operating cash flows (revenues, interconnection costs and personnel costs) will be generated in Russian rubles. As a result, future movements in the exchange rate between the Russian ruble and the US dollar will affect the carrying value of the Group’s monetary assets and liabilities. Such changes may also affect the Group’s ability to realize non-monetary assets as represented in terms of US dollars in the accompanying financial statements. See also Note 2.

3. 
Significant Accounting Policies (continued)

Property, Plant and Equipment

Property, plant and equipment are stated at estimated historic acquisition cost, determined through valuation, less accumulated depreciation (calculated by the straight-line method).  

Russian financial information is maintained in ruble terms.  In years prior to 1992, exchange rates were fixed by government action and may not have represented market valuations.  In addition, certain purchases were effected through central purchasing authorities and values transferred to receiving organizations were determined by government action.  Subsequent to 1992, certain mandatory inflation adjustments for property, plant and equipment have also been instituted by government action.  

As a result, STC was not able to determine from the statutory accounting records an appropriate carrying value of property, plant and equipment for US GAAP reporting purposes.  Accordingly, an independent appraisal company was engaged to perform a historic cost valuation of property, plant and equipment, together with related accumulated depreciation as of December 31, 1997.

In performing a valuation of property, plant and equipment, the independent appraisal company employed appraisal techniques to determine both the historic cost and fair market value (in-use) for the appraised property in US dollar terms.  The first step in estimating the historic cost and fair market value of the fixed assets entailed estimating the cost of reproduction new (CRN).  The CRN reflects the cost to produce the existing property in like kind using modern and equivalent materials.  Cost data from both Russian and foreign providers of telecommunications services were taken into account.  Cost data compiled from other producers within the Commonwealth of Independent States was given most consideration as most of the Group’s historic fixed assets are of Russian origin.  

To arrive at an appropriate estimate of original historic cost, the CRN was back-trended according to the actual age of the asset using historic western inflation adjustments.  The historic cost of the assets was then depreciated on a straight-line basis using estimates of economic useful lives.  

The overall economic useful lives used by the Group are as follows:

	
	Useful lives,

Years

	
	

	Buildings, construction and land improvements
	40

	Switching and transmission equipment
	20

	Machines, other network equipment, vehicles and other 
	8


3. 
Significant Accounting Policies (continued)

Property, Plant and Equipment (continued)

The results of this work have been used to determine the carrying values of Group’s property, plant and equipment for US GAAP purposes as of December 31, 2001. 

The period of validity of the Group’s operating licenses is significantly shorter than the useful lives used for depreciation of the cost of property, plant and equipment.  Management believes that the operating licenses will be renewed without significant cost, which would allow the Group to realize the cost of its property, plant and equipment through normal operations. See also Note 2.

The cost of maintenance, repairs, and replacement of minor items of property is charged to maintenance expense.  Renewals and betterments are capitalized.  Upon sale or retirement of property, plant and equipment, the cost and related accumulated depreciation are eliminated from the accounts.  Any resulting gains or losses are included in the determination of net income.  

Impairment losses, if any, are reflected as a component of income (loss) from operations.  See also Note 2.

The Group accounts for communication equipment leased under contract with OOO Newcourt Financial SNG as capital leases.  In the normal course of business, equipment under lease is depreciated on the straight-line basis over 3 years starting from the date the equipment was received from lessor or the respective lease term starting date. 

Property, Plant and Equipment Contributions

Property, plant and equipment transferred to the Group free of charge by its customers and other entities outside the privatization process is capitalized at market value at the date of transfer and a corresponding deferred income is recognized as a liability in the balance sheet and credited to the income statement on the same basis as the equipment is depreciated. If contributions of property, plant and equipment do not generate revenues such contributions are not recorded. 

Accounting for Long-Lived Assets

The Group complies with Statement of Financial Accounting Standards No. 121, “Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assets to be disposed off” (SFAS 121). The Group considers whether events or changes in circumstances have affected the carrying amount of the assets. When such events or changes in circumstances indicate net book value of an asset may not be recoverable, the Group estimates future cash flows expected to result from the use of the asset and its eventual disposition. If the sum of such expected future cash flows (undiscounted and without interest charges) is less than the carrying amount of the asset, an impairment loss is recognized in the amount by which the carrying amount of the asset exceeds the fair value of the asset.

3. 
Significant Accounting Policies (continued)

Cash and Cash Equivalents

Cash and cash equivalents represent cash on hand and in the Group’s bank accounts, as well as cash deposits and short-term investments with original maturity dates of 3 months or less as of December 31, 2001 and 2000.

Accounts Receivable

Accounts receivable are stated at face value, less an allowance for doubtful accounts.  The Group reserves for doubtful accounts based on specific identification and management’s estimate of doubtful balances.  

Inventories

Inventories are priced at the lower of cost or market.  Cost is determined primarily using the specific identification method.  

Prepaids and Other Current Assets

Prepaids and other current assets consist primarily of prepayments and advances paid.

Consolidation

Subsidiaries are those companies in which STC, directly or indirectly, has an interest of more than one half of the voting rights or otherwise has power to exercise control over the operations. Subsidiaries are consolidated from the date on which effective control is transferred to the Company and are no longer consolidated from the date of disposal. Where a partly owned subsidiary has a net asset deficiency, the deficiency is attributed to the Group in full. All intercompany transactions, balances and unrealized surpluses and deficits on transactions between Group companies are eliminated. 

All material investments have been consolidated. Where necessary, accounting policies for subsidiaries have been changed to ensure consistency with the policies adopted by the Group.

Investments in immaterial subsidiaries are accounted at cost.

Investments in Associates

Investments in associated companies are accounted for by the equity method of accounting. These are companies over which the Group has between 20% and 50% of the voting rights, and over which the Group exercises significant influence, but which it does not control. Provisions are recorded for long-term impairment in value.

Equity accounting involves recognizing in the statement of operations the Group’s share of the associates’ profit or loss for the year. The Group’s interest in the associate is carried in the balance sheet at an amount that reflects its share of the net assets of the associate and includes the amortized value of the goodwill recognized on the acquisition.

3. 
Significant Accounting Policies (continued)

Revenue Recognition

Sales of telecommunications services and other sales are recognized on the accrual method in the period when the services are rendered to customers. Non-refundable sign-up installation fees for indefinite contracts with its subscribers are recognized as revenue at the time when service is provided.

Expense Recognition

Expenses are recognized using the accrual method on a consistent basis with sales.

Income Taxes

In 2001 and 2000 current income taxes are provided on the accounting profit as determined under Russian accounting principles at a rate of 35% and 30%, respectively, after adjustments for certain items that are not taxable or deductible for taxation purposes.

The accompanying financial statements reflect deferred income taxes to recognize deferred tax assets and liabilities for the expected future tax consequences of existing differences between financial reporting and tax reporting basis of assets and liabilities, and operating loss or tax credit carryforwards (see Note 16).

Starting from January 1, 2002 the income tax rate was decreased from 35% to 24%.

Deferred Income Tax

Deferred tax assets and liabilities are calculated in respect of temporary differences in accordance with SFAS No.109, “Income Taxes”. SFAS No.109 requires the use of a balance sheet liability method for financial reporting and accounting for deferred income taxes. Deferred income taxes are provided for all temporary differences arising between the tax basis of assets and liabilities and their carrying values for financial reporting purposes. A deferred tax asset is recorded only to the extent that it is probable that taxable profit will be available against which the deductible temporary differences can be utilized. Deferred tax assets and liabilities are measured at tax rates that are expected to apply to the period when the asset is realized or the liability is settled, based on tax rates that have been enacted or substantively enacted at the balance sheet date.

Value-added Tax

Value-added taxes related to sales are payable to the tax authorities on an accrual basis based upon invoices issued to the subscriber.  VAT incurred for purchases and paid to suppliers may be reclaimed, subject to certain restrictions, against VAT related to sales. VAT related to purchase transactions that are not currently reclaimable as of the balance sheet dates are recognized in the balance sheets on a gross basis.

3. 
Significant Accounting Policies (continued)

Pension Costs

The Group contributes to the Russian Federation state pension, social and medical insurance schemes in respect of its employees, which meet the definition of defined contribution plans.

The Group’s contributions relating to defined contribution plans are expensed in the year to which they relate. In 2000 the Group’s pension scheme contribution amounted to 28% of employees’ gross salaries, and was expensed as incurred.

Starting from 1 January 2001, all social contributions (including contributions to the state pension fund) were substituted with a unified social tax (“UST”) calculated by the Group by the application of a regressive rate from 35.6% to approximately 18% to the annual gross remuneration of each employee. The Group allocates the UST to three social funds (state pension fund, social and medical insurance funds), where the rate of contributions to the pension fund vary from 28% to 14% depending on the annual gross salary of each employee.

In addition to the state pension scheme, the Company has noncontributory defined benefit retirement plan, which provides for a lump-sum payment of 0.5 – 2 monthly wages upon retirement. The amount of payment depends on the employee’ service period. 

The Company also participates in a defined contribution plan under which the Company has committed to contribute the agreed amounts (negotiated annually) to the non-government pension fund. Contributions made by the Company on defined contribution plans are charged to expense when incurred. Please refer also to Note 22.

Comprehensive Income

The Group adopted SFAS No. 130, “Reporting Comprehensive Income” effective January 1, 1998.  This statement establishes standards for the reporting and display of comprehensive income (the change in equity of a business enterprise during a period from transactions and other events and circumstances from non-owner sources) and its components in financial statements. For the years ended December 31, 2001 and 2000, comprehensive income equaled net income (loss).

Segment Reporting 

Under SFAS No. 131 “Disclosures about Segments of an Enterprise and Related Information” the Group is required to report financial data and provide disclosures on its operating segments. Currently the Group manages its business through the following operating segments: telecommunication services, production of telecommunication equipment and its technical support, motor transportation services, construction and material supply services and maintenance of recreational facilities and other social infrastructure. See also Note 17.

3. 
Significant Accounting Policies (continued)

Earnings (Loss) per Share

Earnings (loss) per share are calculated by dividing the net income (loss) for the period attributable to common shareholders (net of dividends accrued on preferred shares type A) by the weighted average number of ordinary shares outstanding during the period. Treasury shares are not considered to be outstanding for the purpose of such determination. Fully diluted earnings (loss) per share assume that convertible preferred stock was converted into common stock as of the beginning of each year (except for those conversions, for which the effect is antidilutive).

Fair Value of Financial Instruments

The Group does not enter into derivative type financial instruments. 

The fair market value of financial instruments, consisting of cash and cash equivalents, current receivables, and accounts payable, which are included in current assets and liabilities, approximates the carrying value due to their short maturity. The following discusses the fair value determinations of each class of financial instrument:

Cash and cash equivalents

The carrying amount approximates fair value because of the short maturity of these instruments. 

Investments

As discussed in Note 8, the Group has investments in certain Russian companies carried at cost. There are no quoted market prices for these instruments and a reasonable estimate of fair value could not be made without incurring excessive costs. Management believes that carrying value is a reasonable approximation of fair value.

Accounts receivable

The Group has significant investments in trade and other accounts receivable for which a reasonable approximation of fair value is not practical.  Management believes such receivables, net of allowances for doubtful accounts, approximate fair value.

Long-term liabilities

As of December 31, 2001 and 2000, the fair market value of the Group’s long-term debt approximates its carrying value, as management believes the interest rates under long-term debt agreement (stated or implied) equal market interest rates.

3. 
Significant Accounting Policies (continued)

Accounting for Contingencies

Certain conditions may exist as of the date these consolidated financial statements are issued, which may result in a loss to the Group, but which will only be resolved when one or more future events occur or fail to occur.  The Group’s management and legal counsel assess such contingent liabilities.  The assessment of loss contingencies necessarily involves an exercise of judgment and is a matter of opinion.  In assessing loss contingencies related to legal proceedings that are pending against the Group or unasserted claims that may result in such proceedings, the Group’s legal counsel evaluates the perceived merits of any legal proceedings or unasserted claims as well as the perceived merits of the amount of relief sought or expected to be sought therein.

If the assessment of a contingency indicates that it is probable that a material loss has been incurred and the amount of the liability can be estimated, then the estimated liability would be accrued in the Group’s financial statements.  If the assessment indicates that a potentially material loss contingency is not probable, but is reasonably possible, or is probable but cannot be estimated, then the nature of the contingent liability, together with an estimate of the range of possible loss if determinable and material, would be disclosed.

Loss contingencies considered remote are generally not disclosed unless they involve guarantees, in which case the nature of the guarantee would be disclosed.  However, in some instances in which disclosure is not otherwise required, the Group may disclose contingent liabilities of an unusual nature which, in the judgment of management and its legal counsel, may be of interest to shareholders or others. 

Comparative Information

Certain amounts and disclosures from 2000 have been reclassified to conform to the 2001 presentation.

New Accounting Pronouncements

SFAS No. 141 “Business Combinations " and SFAS No. 142 “Goodwill and Other Intangible Assets”

In July 2001, the Financial Accounting Standards Board issued SFAS No. 141 “Business Combinations” and SFAS No. 142 “Goodwill and Other Intangible Assets”.  SFAS No. 141 requires using the purchase method of accounting for all business combinations initiated after June 30, 2001.  SFAS No. 141 requires intangible assets to be recognized if they arise from contractual or legal rights or are "separable", i.e., if it is feasible that they may be sold, transferred, licensed, rented, exchanged or used as collateral.  As a result, it is likely that more intangible assets will be recognized under SFAS No. 141 than its predecessor (APB Opinion No.16), although in some instances previously recognized intangibles will be subsumed into goodwill.

3. 
Significant Accounting Policies (continued)

Under SFAS No. 142, goodwill will no longer be amortized on a straight-line basis over its estimated useful life but will be tested for impairment on an annual basis and whenever indicators of impairment arise.  The goodwill impairment test, which is based on fair value, is to be performed on a reporting unit level.  A reporting unit is defined as an SFAS No. 131 operating segment or one level lower.  Goodwill will no longer be allocated to other long-lived assets for impairment testing under SFAS No. 121 “Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assets to be Disposed of”.  Additionally, goodwill on equity method investments will no longer be amortized; however, it will continue to be tested for impairment in accordance with APB Opinion No. 18 “The Equity Method of Accounting for Investments in Common Stock”.  Under SFAS No. 142 intangible assets with indefinite lives will not be amortized.  Instead they will be carried at the lower of the cost or market value and tested for impairment at least annually.  All other recognized intangible assets will continue to be amortized over their estimated useful lives. SFAS No. 142 is effective for fiscal years beginning after December 15, 2001 although goodwill on business combinations consummated after July 1, 2001 will not be amortized. 

SFAS No. 143, “Accounting for Asset Retirement Obligations” and SFAS No. 144 “Accounting for the Impairment or Disposal of Long-Lived Assets”

In June 2001, the Financial Accounting Standards Board issued SFAS No. 143 “Accounting for Asset Retirement Obligations”. SFAS No. 143 requires the fair value of a liability for asset retirement obligations to be recognized in the period in which it is incurred if a reasonable estimate of the fair value can be made.  The associated asset retirement costs are capitalized as part of the carrying amount of the related long-lived asset.  SFAS No. 143 is effective for financial statements issued for fiscal years beginning after June 15, 2002.

In August 2001, the Financial Accounting Standards Board issued Statement of Financial Accounting Standards No. 144 "Accounting for the Impairment or Disposal of Long-Lived Assets". SFAS No. 144 establishes a single accounting model for long-lived assets to be disposed of by sale consistent with the fundamental provisions of SFAS 121 "Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assets to be Disposed Of".  While it supersedes APB Opinion 30 "Reporting the Results of operations - Reporting the Effects of the Disposal of a Segment of a Business, and Extraordinary, Unusual and Infrequently Occurring Events and Transactions" it retains the presentation of discontinued operations but broadens that presentation to include a component of an entity (rather than a segment of a business).  However, discontinued operations are no longer recorded at the net realizable value and future operating losses are no longer recognized before they occur. Under SFAS No. 144, there is no longer a requirement to allocate goodwill to long-lived assets to be tested for impairment.  It also establishes a probability weighted cash flow estimation approach to deal with situations in which there is a range of cash flows that may be generated by the asset being tested for impairment.  SFAS No. 144 also establishes criteria for determining when an asset should be treated as held for sale. SFAS No. 144 is effective for fiscal years beginning after December 15, 2001 and interim periods within those fiscal years, with early application encouraged.  The provisions of the Statement are generally to be applied prospectively. Management of the Group does not expect the impact of these new statements on the Group’s financial statements to be material.

4. 
Subsidiaries and Associated Companies

The Company’s main subsidiaries are the following:

	Subsidiary
	Main activity
	Voting shares as of December 31, 

	
	
	2001
	2000

	ZAO Autocentre Yug
	Repair of motor transport
	100.0%
	100.0%

	ZAO Armavir Communications Equipment Plant
	Production of telecommunication equipment 
	100.0%
	100.0%

	ZAO Yougsvyazstroy
	Construction
	100.0%
	–

	ZAO CMTO
	Supply
	100.0%
	–

	ZAO Rest House Orbita
	Recreation
	100.0%
	100.0%


In 1999 STC liquidated two branches, Armavirskii zavod svyazi and Novorossiikaya avtobaza, and acquired 100% interest in newly formed ZAO Armavir Communications Equipment Plant and ZAO Autocentre Yug. ZAO Armavir Communications Equipment Plant continues to manufacture and technically support telecommunication equipment and materials produced formerly by STC branch “Armavirskii Zavod Svyazi”. ZAO Autocentre Yug provides transportation services to STC and to third parties.  In December 2000 STC liquidated its branch “Orbita” and acquired 100% interest in newly formed ZAO Rest House Orbita, which continues to provide recreation services. 

At the beginning of the year 2001 STC liquidated another two branches, SMU Krasnodargrazhdansvyazremstroy and CMTO, and acquired 100% interest in newly formed ZAO Yougsvyazstroy and ZAO CMTO.   

All the above companies were consolidated in the accompanying financial statements.

The Company’s main associates are the following:

	
	
	Voting shares as of December 31, 

	Associate
	Main activity
	2001 and 2000

	ZAO Kuban GSM
	Wireless telecommunication services
	24.0%

	ZAO TeleRoss Kubanelectrosvyaz
	Communication services
	50.0%


Investments in ZAO Kuban GSM are accounted under the equity method (refer also to Note 21). Investments in ZAO TeleRoss Kubanelectrosvyaz are accounted at cost, as its financial results are immaterial to the Group.

4. 
Subsidiaries and Associated Companies (continued)

All the above-mentioned companies are Russian legal entities registered in accordance with Russian regulations.

Additional information about STC’s investments is disclosed in Note 8.

5.
Accounts Receivable

Accounts receivable as of December 31, 2001 and 2000 comprise the following: 

	
	2001
	2000

	Trade receivables
	$
3,822
	$
3,708

	Other receivables
	3,331
	2,054

	Less allowance for doubtful accounts
	(943)
	(1,165)

	Total
	$
6,210
	$
4,597


As of December 31, 2001 and 2000, the Group identified trade receivables by the following major customer groups: 

	
	2001
	2000

	Government customers 
	$
870
	$
1,215

	Corporate customers
	1,077
	928

	Residential customers
	1,875
	1,565

	Total
	$
3,822
	$
3,708


Other receivables include prepaid taxes and settlements related to the Group’s non-core activities.  

Significant market reforms within Russia have reduced the availability of budgetary funds to many governmental and recently privatized enterprises.  These budget deficits have further hindered the ability of large industrial and governmental organizations to make payments to suppliers on a timely basis. See also Note 2.

The Company invoices its governmental and corporate customers on a monthly basis. For residential customers, STC sends monthly payment requests and substantially relies upon these customers to remit payments based on the received payment requests. All customer payments are based upon tariffs, denominated in rubles, in effect at the time of calls made. Accordingly, in terms of US dollars, the Group is subject to the economic risk of currency movements between the time a call is made and the receipt of payment. In limited circumstances, the Group has billed and collected penalties associated with delays in payment and has been able to obtain certain payments through the Arbitrage Court. In order to further reduce a portion of the risk associated with customer nonpayments, the Group has in certain circumstances negotiated arrangements wherein the Group has accepted payment in goods and services, which are utilized in carrying out its non-core business.

5.
Accounts Receivable (continued)
Management has provided allowances associated with the overall delinquency in customer payments and based on the aging of the accounts. In 2001 and 2000 decreases of aging of the accounts and lower portion of governmental customers led to recoveries of bad debt for the respective periods.

6.
Inventory

Inventory was comprised as follows at December 31, 2001 and 2000: 

	
	2001
	2000

	Spare parts for telecommunication equipment
	$
1,186
	$
1,078

	Finished goods and goods for sale
	1,166
	532

	Raw materials for construction
	695
	503

	Other inventory
	1,878
	963

	Total
	$
4,925
	$
3,076


7. 
Property, Plant and Equipment

Property, plant and equipment as of December 31, 2001 and 2000 is comprised as follows:

	
	Buildings and constructions
	Switches and transmission
devices
	Assets under construction

and equipment

awaiting installation
	Machines and

Other
	Total

	Cost
	
	
	
	
	

	As of December 31, 1999
	
$
113,906
	
$
188,018
	
$
12,161
	
$
27,920
	
$
342,005

	Additions
	513
	744
	20,257
	450
	21,964

	Disposals
	(2,477)
	(1,544)
	(30)
	(4,635)
	(8,686)

	Transfers
	1,215
	3,519
	(15,935)
	11,201
	–

	As of December 31, 2000
	113,157
	190,737
	16,453
	34,936
	355,283

	Additions
	1,126
	279
	23,747
	2,679
	27,831

	Disposals
	(1,561)
	(304)
	(102)
	(7,160)
	(9,127)

	Transfers
	2,237
	8,249
	(31,791)
	21,305
	–

	
	
	
	
	
	

	As of December 31, 2001
	
$
114,959


	
$
198,961
	
$
8,307
	
$
51,760
	
$
373,987

	Accumulated Depreciation
	
	
	
	
	

	As of December 31, 1999
	
$
(38,154)
	
$
(79,132)
	
$
–
	
$
(5,159)
	
$
(122,445)

	Charge for the year
	(2,401)
	(9,433)
	–
	(6,460)
	(18,294)

	Depreciation on disposals
	1,471
	858
	–
	2,709
	5,038

	As of December 31, 2000
	(39,084)
	(87,707)
	–
	(8,910)
	(135,701)

	Charge for the year
	(2,859)
	(9,764)
	–
	(5,599)
	(18,222)

	Depreciation on disposals
	1,324
	304
	–
	1,715
	3,343

	As of December 31, 2001
	
$
(40,619)
	
$
(97,167)
	
$
–
	
$
(12,794)
	
$
(150,580)

	
	
	
	
	
	

	Net book value as of December 31, 2001
	
$
74,340
	
$
101,794
	
$
8,307
	
$
38,966
	
$
223,407

	
	
	
	
	
	

	Net book value as of  December 31, 2000
	
$
74,073
	
$
103,030
	
$
16,453
	
$
26,026
	
$
219,582


As of December 31, 2001 and 2000, machines and other include machinery with the net book value amounting to $34,555 and $24,224, respectively, and other fixed assets with the net book value amounting to $4,411 and $1,802, respectively. As of December 31, 2001 and 2000, machines include equipment under lease with the net book value amounting to $406 and $853, respectively.

The total interest costs capitalized during 2001 and 2000 amount to $222 and $155, respectively.

7. 
Property, Plant and Equipment (continued)

In 1999, STC concluded a 3-year lease agreement with OOO Newcourt Financial SNG for communication equipment.  The lease payable under the agreement amounts to $1,366. Under the lease agreement, advance payment was made in July 1999 amounting to $162. Lease payments in 2001 and 2000 amounted to $463 and $307, respectively. As of December 31, 2001 the Group has total lease payables in the amount of $434 that will be repaid through four equal quarterly installments. 

Buildings and equipment with a book value of 856,442 thousand rubles (reflected in the accompanying financial statements at approximately $61,000) and 498,154 thousand rubles (approximately $55,598) respectively as of December 31, 2001 and 2000 secure bank loans (see Note 9). 
As of December 31, 2001 and 2000 vendor financing from Siemens AG is secured by the equipment amounting to DM 11,702 thousand until the last installment is paid (see Note 11).
8. 
Investments

Non-current investments as of December 31, 2001 and 2000 were comprised as follows:  

	
	2001
	2000

	
	Percentage of ownership
	Amount
	Percentage of ownership
	Amount

	
	
	
	
	

	ZAO “TeleRoss –Kubanelectrosvyaz”
	50.0%
	59
	50.0%
	59

	AKB “Krasnodarbank”
	13.5%
	395
	13.5%
	395

	Other investments
	–
	38
	–
	114

	
	
	
	
	

	Less provision 
	–
	(395)
	–
	(498)

	Total
	
	$
97
	
	$
70


Provision for investments mostly consists of 100 % reserve for investment in Krasnodarbank that is not considered to be recoverable due to a weak investee’s financial position in 2001 and 2000.

As of December 31, 2001 and 2000 the Group also had an investment in ZAO “Kuban-GSM” that was classified as an investment held for sale. ZAO “Kuban-GSM”, a Russian closed joint stock company was created in 1997 to develop and operate a cellular GSM-900 telephone network in the Krasnodar region and Republic of Adygeya. During 2001 and 2000 ZAO “Kuban GSM” has significantly developed its operations in the market.

In July 1998 the Company sold 27 % of its 51% share in ZAO “Kuban-GSM”. As a result, STC discontinued to exercise control over ZAO “Kuban-GSM” operations, however the Company still has influence on ZAO “Kuban-GSM” by means of participation in the Board of Directors. Net income from the sale of ZAO “Kuban-GSM” shares amounted to approximately $370.

8. 
Investments (continued)

As of the end of 2001 STC owned 2,400 common shares of ZAO “Kuban-GSM”, a par value of 1,000 rubles each share. In total STC’s share in ZAO “Kuban-GSM” represents 24% as of December 31, 2001, as indicated above. On December 28, 2001 STC and OAO “Mobile TeleSystems” entered into preliminary agreement for the sale of STC’s  24% stake in ZAO “Kuban GSM”. See also Note 21. 

The following table represents rollforward of the investment account related to ZAO “Kuban GSM”:

	
	Amount of investment

	
	

	As of December 31, 1999
	$
9

	
	

	Share in profit
	2,522

	Dividends received
	(78)

	
	

	As of December 31, 2000
	$
2,453

	
	

	Share in profit
	4,710

	Dividends received
	(408)

	
	

	As of December 31, 2001
	$
6,755


9. 
Loans 

Loans are comprised of secured ruble denominated short-term and long-term loans obtained by the Group from the Russian banks, with fixed terms of repayment.  

As of December 31, 2001 and 2000, the Group had the following outstanding short-term loans: 

	
	2001
	2000

	
	
	

	Sberbank
	
$
9,340
	
$
 2,677

	Yugbank
	1,194
	550

	Other
	1,466
	257

	Total
	
$
12,000
	
$
3,484


Annual interest rates varied from 17% to 26% in 2001 and from 24% to 34% in 2000.  Short-term loans mature in March-October 2002. The Group repaid loans with maturity dates prior to August 16, 2002 on time. 

9. 
Loans (continued)

As of December 31, 2001 and 2000, the Group had the following outstanding long-term loans: 

	
	2001
	2000

	
	
	

	Sberbank
	$
1,161
	$
1,776

	Yugbank
	11
	4,271

	Total
	$
1,172
	$
6,047


In 2001 and 2000, annual interest rates on long-term loans varied from 18% to 21% and from 19% to 21%, respectively. Long-term loans mature in 2003.

10. 
Accounts Payable and Other Current Liabilities

Accounts payable as of December 31, 2001 and 2000 comprise the following: 

	
	2001
	2000

	
	
	

	Trade payable to OAO Rostelecom
	$
859
	$
560

	Other trade payables
	5,774
	3,433

	Total
	$
6,633
	$
3,683


Other current liabilities primarily include amounts payable relating to salary and social insurance. 

11. 
Long-Term Debt 

Long-term debt primarily consists of long-term financing arrangements with international equipment vendors. As of December 31, 2001 and 2000, the Group’s long-term debt and maturity dates are as follows:

	
	2001
	2000
	Ultimate maturity

	
	
	
	

	Ericsson Nicola Tesla
	$
7,927
	$
3,401
	2003

	Iskratel
	1,956
	2,259
	2003

	Siemens AG
	1,894
	2,293
	2002

	Ericsson Telecom AB
	62
	593
	2002

	Total
	11,839
	8,546
	

	Less current portion
	(11,006)
	(6,964)
	

	
	$
833
	$
1,582
	


Vendor financing from Iskratel and Ericsson are denominated in US dollars; Siemens’s financing is denominated in German marks. The interest rates ranged from zero to 19.5% per annum. The loans are repayable by equal quarterly installments until the final maturity date. All non-current debt totaling $833 as of December 31, 2001 is payable in 2003.

12. 
Shareholders’ Equity and Capitalization

	Shareholders’ equity:
	2001
	2000

	
	
	

	Preferred stock, 35.97 rubles par value
	$
22,840
	$
22,840

	3,517,825 shares authorized and
	
	

	outstanding as of December 31, 2001 and 2000
	
	

	
	
	

	Common stock, 35.97 rubles par value
	68,521
	68,521

	10,553,425 shares authorized and
	
	

	outstanding as of December 31, 2001 and 2000
	
	

	
	
	

	Additional paid-in capital
	1,193
	1,193

	
	
	

	Retained earnings
	107,752
	108,250

	Total shareholders’ equity
	$
200,306
	$
200,804


12. 
Shareholders’ Equity and Capitalization (continued)

The share capital account represents the authorized capital of the Company as stated in the Charter documents.  The Company had 10,553,425 common shares and 3,517,825 preferred shares type A issued as of  December 31, 2001 and 2000. All shares have a par value of 35.97 rubles. Of the capital stock issued as of December 31, 2001 and 2000, 75% was attributable to common shares and 25% attributable to preferred shares, type A.  

The common shareholders are allowed one vote per share.  Preferred shares type A are non-voting.  All common shares and preferred shares type A are eligible for distribution of earnings available in accordance with Russian statutory accounting regulations, denominated in rubles.  Preferred shares type A are guaranteed an annual payment of dividends in the amount equal to 10% of statutory income available for dividends.  Each preferred share type A is guaranteed an annual dividend distribution that is not less than the distribution for each common share for the same year.  Shareholders of preferred shares type A have a preferred right to recover the par value of preferred shares in liquidation.  

During 2000 the Company purchased treasury stock for the purpose of resale to Russian investors. The amount of net gain on the transaction with treasury stock in 2000 was $168, and was reflected as additional paid-in capital in the accompanying balance sheets. No treasury stock transactions occurred during 2001. As of December 31, 2001 the Company had no treasury stock.

Dividends paid to shareholders are determined by the directors and legally declared and approved at the annual shareholders’ meeting.  In accordance with Russian statutory accounting regulations, earnings available for dividends are limited to profits, denominated in rubles, after certain deductions. See also Note 21.

In February 1998, STC concluded a Depositary Agreement with Bank of New York in respect of American Depositary Receipts (ADRs), Level 1.  During 2001 and 2000 ING Bank served as Custodian for shares depositary.  In accordance with the Agreement, each ADR is issued for one half of a common share. As of December 31, 2001 and 2000 ADRs represented 605,098 and 386,343 deposited ordinary shares, respectively, which constituted 5.7% and 3.7% of total common shares issued, respectively. 

The following represents the Company’s shareholders as of December 31, 2001 (in thousands of shares):

	
	Common stock
	Preferred stock
	Total

	
	
	%
	
	%
	

	OAO Svyazinvest
	5,347
	50.7
	–
	–
	5,347

	Other legal entities
	4,305
	40.8
	2,831
	80.5
	7,136

	Individuals
	901
	8.5
	687
	19.5
	1,588

	Total:
	10,553
	100.0
	3,518
	100.0
	14,071


13. 
Revenues

Revenues for the years ended December 31, 2001 and 2000 consist of the following: 

	
	2001
	2000

	Domestic long-distance timed calls 
	
$
39,735
	
$
34,371

	Monthly fees for local calls
	16,686
	14,370

	International timed calls
	10,536
	7,367

	Installation fees
	6,358
	4,885

	Telegraph services
	2,577
	1,770

	Data transmission services
	2,280
	1,428

	Radio broadcasting
	1,989
	1,400

	Other telecommunication services
	5,960
	2,360

	Other revenues
	9,783
	7,524

	Total
	
$
95,904
	
$
75,475


Other telecommunication services mainly include revenues from lease of channels and payphones exploitation. 

Revenues other than telecommunication revenues primarily consist of revenue from production of telecommunication equipment and its technical support, transportation services, maintenance of recreational facilities and other social infrastructure and goods and services provided by non-core subsidiaries.

As of December 31, 2001 and 2000 the Group identified revenue by these major customer groups:

	
	2001
	2000

	Government customers
	$
5,904
	$
4,698

	Corporate customers
	33,985
	27,824

	Residential customers
	56,015
	42,953

	Total
	$
95,904
	$
75,475


14.
Operating Expenses

Operating expenses for the years ended December 31, 2001 and 2000, consist of the following: 

	
	2001
	2000

	Salary and social charges
	$
28,862
	$
21,005

	Depreciation and amortization
	18,373
	18,518

	Interconnection charges
	11,191
	7,828

	Materials and spare parts
	5,885
	5,538

	Operating taxes
	2,782
	4,161

	Maintenance and repair
	1,841
	899

	Transportation
	428
	651

	Other
	4,782
	1,995

	Total
	$
74,144
	$
60,595


15.
General and Administrative Expenses

General and administrative expenses for the years ended December 31, 2001 and 2000, consist of the following: 

	
	2001
	2000

	Salary, social charges and other personnel costs
	$
5,442
	$
4,405

	Utilities
	1,553
	1,721

	Materials and spare parts
	399
	440

	Rent expenses 
	387
	410

	Revenue collection charges
	310
	242

	Transportation
	136
	183

	Other
	4,833
	3,628

	Total
	$
13,060
	$
11,029


16.
Income Taxes

Income tax expense in 2001 and 2000 comprised as follows:

	
	2001
	2000

	
	
	

	Current tax charge
	4,383
	3,000

	Deferred tax charge
	86
	482

	
	
	

	Income tax charge
	4,469
	3,482


As of December 31, 2001 and 2000, the Group had a current deferred tax asset amounting to $558 and $644, respectively, related primarily to temporary differences resulting from differences in timing of recognition of certain expenses. These expenses are primarily cost of inventory consumed during operating activities and bad debt expense. This current deferred tax asset is reflected as a component of Prepaids and Other Current Assets in the accompanying balance sheet. No reserves are provided for the amount of the deferred tax benefit, as its realization is probable. Deferred taxes as of December 31, 2001 and 2000 are stated at tax rates of 24% and 35%, respectively.

The profits on the Group’s activities, as calculated in accordance with Russian legislation, were subject to income tax at a rate of 30% prior to December 31, 2000.   Effective January 1, 2001, the tax rate has been increased to 35%. Effective January 1, 2002, the tax rate has been decreased to 24%.

16. 
Income Taxes (continued)

A reconciliation of the theoretical tax charge to the actual income tax charge is as follows: 

	
	2001
	2000

	Theoretical tax charge at statutory rate 
	$
2,617
	$
739

	Effect of:
	
	

	Change in tax rate
	256
	(92)

	Expenses not deductible for tax purposes
	2,074
	1,312

	Investment allowance
	(3,672)
	(3,202)

	Depreciated base and depreciation policies
	4,228
	3,905

	Losses recognized for fixed assets disposals
	1,542
	849

	Currency gains and losses
	(289)
	10

	Equity income from equity investment
	(1,649)
	(756)

	Other reconciling items
	(638)
	717

	Income tax charge
	$
4,469
	$
3,482


Investment allowances are reflected in the Group’s financial statements in the year in which the allowances are utilized. Unused investment allowances may not be carried forward under Russian tax legislation.  

17.
Segment Information 

Operating segments – 2001

	As of December 31, 2001 and for the year then ended
	Telecom services
	Telecom equipment production and support
	Motor transport services
	Recreation
	Construction and supply services
	Inter-segmental eliminations
	Total

	
	
	
	
	
	
	
	

	External revenues 
	
$
89,122
	
$
551
	
$
552
	
$
3,161
	
$
2,518
	
$
–
	
$
95,904

	Intersegmental revenues
	311
	2,373
	62
	147
	1,231
	(4,124)
	–

	Total revenues
	
$
89,433
	
$
2,924
	
$
614
	
$
3,308
	
$
3,749
	
$
(4,124)
	
$
95,904

	
	
	
	
	
	
	
	

	Depreciation and amortization
	$         15,724
	$               231
	 $            662
	$           1,368
	$              388
	 $                -
	$    18,373

	
	
	
	
	
	
	
	

	Operating gain (loss)
	
$
10,785
	
$
314
	
$
(660)
	
$
(885)
	
$
(93)
	
$
(687)
	
$
8,774

	Equity income 
	4,710
	–
	–
	–
	–
	–
	4,710

	Interest expense
	(1,726)
	–
	(65)
	(63)
	–
	–
	(1,854)

	Currency gain (loss), net
	41
	229
	(40)
	(9)
	18
	–
	239

	Non-operating expenses, net
	(4,624)
	(15)
	(396)
	(15)
	(28)
	687
	(4,391)

	Income (loss) before provision for income taxes
	
$
9,186
	
$
528
	
$
(1,161)
	
$
(972)
	
$
(103)
	
$
–
	
$
7,478

	
	
	
	
	
	
	
	

	Provision for income taxes
	(4,105)
	(161)
	–
	(78)
	(125)
	–
	(4,469)

	
	
	
	
	
	
	
	

	Net income (loss)
	$          5,081
	$              367
	$        (1,161)
	$         (1,050)
	$            (228)
	$                 -
	
$
3,009

	
	
	
	
	
	
	
	

	Capital expenditures
	$
25,930
	$
86
	$
79
	$
1,304
	$
432
	$
-
	$
27,831

	Total assets
	
$
217,436
	
$
2,489
	
$
4,480
	
$
20,864
	
$
2,632
	
$
(2,625)
	
$
245,276

	Total liabilities 
	
$
42,734
	
$
465
	
$
450
	
$
1,641
	
$
554
	
$
(874)
	
$
44,970


17.
Segment Information (continued)

Operating segments – 2000

	As of December 31, 2000 and for the year then ended
	Telecom services
	Telecom equipment production  and support
	Motor transport services
	Recreation
	Construction and supply services
	Inter-segmental eliminations
	Total

	
	
	
	
	
	
	
	

	External revenues 
	$
70,630
	$
983
	$
284
	$
2,124
	$
1,454
	$
–
	$
75,475

	Intersegmental revenues
	–
	1,301
	30
	293
	1,569
	(3,193)
	–

	Total revenues
	$
70,630
	$
2,284
	$
314
	$
2,417
	$
3,023
	$
(3,193)
	$
75,475

	
	
	
	
	
	
	
	

	Depreciation and amortization
	$      16,610
	$
164
	$
334
	$
  1,202
	$
     208
	$
          -
	$   18,518

	
	
	
	
	
	
	
	

	Operating gain (loss)
	$
4,912
	$
359
	$
(424)
	$
–
	$
–
	$
(677)
	$
4,170

	Equity income 
	2,522
	–
	–
	–
	–
	–
	2,522

	Interest expense
	(827)
	–
	(24)
	–
	–
	–
	(851)

	Currency gain (loss), net
	(151)
	94
	(34)
	–
	–
	–
	(91)

	Non-operating expenses, net
	(3,906)
	(40)
	(19)
	–
	–
	677
	(3,288)

	Income (loss) before provision for income taxes
	$
2,550
	$
413
	$
(501)
	$
–
	$
–
	$
–
	$
2,462

	
	
	
	
	
	
	
	

	Provision for income taxes
	(3,351)
	(113)
	(18)
	–
	–
	–
	(3,482)

	
	
	
	
	
	
	
	

	Net income (loss)
	$         (801)
	$           300
	$       (519)
	$               -
	$                -
	$               -
	$
(1,020)

	
	
	
	
	
	
	
	

	Capital expenditures
	$
21,053
	$
53
	$
173
	$
392
	$
293
	$
-
	$
21,964

	Total assets
	$
205,852
	$
2,494
	$
5,443
	$
18,337
	$
1,898
	$
(1,061)
	$
232,963

	Total liabilities 
	$
31,819
	$
234
	$
421
	$
–
	$
–
	$
(315)
	$
32,159


18.
Intragroup Transactions 

The Group’s consolidated financial statements include the following amounts as of  December 31, 2001 and 2000:

	
	2001
	2000

	
	
	

	Accounts receivable from associates 
	
$
23
	
$
117

	Accounts payable to associates 
	
$
87
	
$
15


Consolidated statements of operations for the year 2001 and 2000 include the following transactions with the companies of the Group: 

	
	2001
	2000

	
	
	

	Sales to associates
	
$
1,095
	
$
128

	Purchases from associates
	
$
238
	
$
994


19.
Commitments and Contingencies

Insurance Coverage

The Russian insurance industry is in a developing state and many forms of insurance protection common in other parts of the world are not yet generally available. During 2001 and 2000, the Group did not maintain insurance coverage on a significant part of their property, plant and equipment asset bases, business interruption, or third party liability in respect of property or environmental damage arising from accidents on the Group’s property or relating to the Group’s operations. Until the Group obtains adequate insurance coverage, there is a risk that the loss of destruction of certain assets could have a material adverse effect on the Group’s operation and financial position. 

Litigation, Claims and Assessments

The Russian legal system is characterized by (1) inconsistencies between and among laws, Presidential decrees, and Russian governmental, ministerial and local orders, decisions, and resolutions and other acts; (2) conflicting local, regional and federal rules and regulations; (3) the lack of judicial and administrative guidance on interpreting legislation; (4) the relative inexperience of judges and courts in interpreting legislation; and  (5) a high degree of discretion on the part of governmental authorities.

Management is unable to estimate what developments may occur or the resulting effect of any such developments on the Group’ financial condition or future results of operations. The Group will continue to be affected, for the foreseeable future, by the country’s unstable economy.  The financial statements do not include any adjustment that may result from these uncertainties.

20.
Related-Party Transactions

(1) OAO Svyazinvest

As set out in Notes 1 and 12, the Group regards Joint Stock Company “Svyazinvest” as its parent entity.  OAO Svyazinvest was wholly owned by the Russian Government until July 1997 when the Government sold 25% plus one share of the Charter Capital of Svyazinvest to the private sector.

An effectively operating telecommunications and data transmission facility is of great importance to Russia for various reasons including economic, strategic and national security considerations. Consequently, the Government has and may be expected to continue to exercise significant influence over the operations of Svyazinvest and its subsidiary companies.

The Government’s influence is not confined to its share holdings in Svyazinvest.  It has general authority to regulate tariffs and does regulate domestic long distance tariffs to a limited extent. In addition, the Ministry of Communications and Informatization of the Russian Federation has control over the licensing of providers of telecommunications services. 

(2) OAO Rostelecom

OAO Rostelecom, a majority owned subsidiary of Svyazinvest, is the primary provider of domestic long distance and international telecommunications services in the Russian Federation.  The Company has negotiated interconnection agreements with OAO Rostelecom. The annual expense associated with traffic carried by OAO Rostelecom and terminated outside of the Company’s network is stated as interconnection charges in Note 14. In 2001 and 2000 interconnection charges related to OAO Rostelecom amounted to $8,688 and $7,465, respectively. Amounts due to OAO Rostelecom are shown separately as trade payables to OAO Rostelecom in Note 10.

(3) Transactions with State organisations

State organisations are a significant element in the Group’s customer base, purchasing services both directly through numerous authorities and indirectly through their affiliates.  Certain entities financed by the Government budget, including the Ministry of Defence, are users of the Group’s network.  These entities are generally charged lower tariffs as approved by the Ministry of Antimonopoly Policies and Entrepreneurship Support than those charged to other customers.  In addition, the Government may by law require the Group to provide certain services to the Government in connection with national security and the detection of crime.

Government subscribers accounted for approximately 22.8% and 32.8% of trade accounts receivable as of December 31, 2001 and 2000, respectively.  Amounts outstanding from Government subscribers as of December 31, 2001 and 2000 were $870 and $1,215, respectively.

20.
Related-Party Transactions (continued)

(4) Investments

During 2001 and 2000 the Group entered into transactions with its investees that included provision of interconnection into the common use network, rent of premises for technological and office use. Additionally, Kubaninformholding, a STC investee, developed and installed new accounting software fully used by STC for statutory accounting and reporting purposes effective the first quarter 2000. The overall effect of these transactions on the financial condition of the Group is not material. 

As of 31 December 2001 the Group had guarantees regarding trade loans received by Kuban-GSM from “Ericsson Radio System AB” amounting to 123,190 thousand rubles (approximately $4,087).

21.
Subsequent Events

(1) Dividends

The Board of Directors of STC proposed dividends for the year ended December 31, 2001 totaling approximately $9,622, which are subject to shareholders’ approval at the annual shareholders’ meeting before becoming legally payable. Dividends on preferred shares type A of approximately $2,405 of the amount above have been accrued in the accompanying balance sheet as of December 31, 2001.

(2) Tariffs for telecom services 

Effective April 1, 2002, tariffs for certain type of local and long-distance calls and installation fees were increased by approximately 10-20%.

(3) Disposal of investment in ZAO “Kuban-GSM”

As mentioned above in Note 8, on December 28, 2001 STC and OAO “Mobile TeleSystems” entered into a draft agreement for the sale of STC’s  24% stake in ZAO “Kuban-GSM”. The final agreement for transferring ownership for all STC’s shares of ZAO “Kuban-GSM” was concluded on January 3, 2002. The sale price of one share was stated as 14,000 US dollars payable in rubles at the official CSR exchange rate as of the date of payment. Thus, total sale price amounted to $33,600. On March 25, 2002, the parties to the agreement confirmed fulfillment of all conditions from previous agreements, and on April 2, 2002, STC received full cash payment for its shares of ZAO “Kuban-GSM”.

(4) Natural hazards

During summer 2002 several areas of Krasnodar region were flooded due to a water-related natural disaster. The most damaged objects were communication links in terms of certain of the Group’s operations. The Group’s management estimates the total amount of damages arising from the above events as 34,000 thousand rubles (approximately $1,128 at the exchange rate as of the end of 2001).  

22.
Non-governmental Pension Plan

In 2000, the Company concluded an agreement with the non-governmental pension fund “Telecom-Soyuz”. According to this agreement, STC is obliged to make regular contributions agreed between the Company and “Telecom-Soyuz”. These contributions are negotiated and fixed every coming year. The Company classifies this pension scheme as a defined contribution plan and expenses the contributions in the year to which they relate.

Total pension plan contributions paid by the Company during 2001 and 2000 amounted to $298 and $308, respectively. For the year 2002 the contribution is defined as 15,000 thousand rubles (approx. $498 at 2001 year-end exchange rate).
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