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	OAO "Sibirtelecom"

	Balance Sheets as of December 31, 2001 and 2000

	(In thousands of rubles expressed in purchasing power of the ruble at December 31, 2001)

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	Notes
	2001
	
	2000

	
	
	
	
	(unaudited)

	Assets
	
	
	
	

	Non-Current Assets
	
	
	
	

	Property, plant and equipment, net
	4
	   3 272 884   
	
	3,132,918  

	Intangible assets
	6
	          5 164   
	
	8,949  

	Long-term investments
	7
	      102 635   
	
	31,623  

	Advances to suppliers of equipment
	4
	        10 349   
	
	17,347  

	Deferred tax asset
	
	#REF!
	
	,0  

	Goodwill
	
	                -     
	
	,0  

	Long-term accounts receivable
	
	             696   
	
	1,958  

	       Total non-current assets
	
	   3 391 728   
	
	3,192,795  

	
	
	
	
	

	Current Assets
	
	
	
	

	Inventories
	8
	        65 207   
	
	64,121  

	Trade accounts receivable, net
	9
	      162 551   
	
	146,488  

	Other current assets
	10
	      146 550   
	
	175,197  

	Marketable securities
	
	          3 701   
	
	12,979  

	Cash and cash equivalents
	11
	        65 250   
	
	83,202  

	       Total current assets
	
	      443 259   
	
	481,987  

	
	
	
	
	

	Total Assets
	
	   3 834 987   
	
	3,674,782  

	
	
	
	
	

	Shareholders' Equity and Liabilities
	
	
	
	

	Shareholders' Equity
	
	
	
	

	Share capital
	12
	      535 324   
	
	535,324  

	Retained earnings
	
	   2 266 622   
	
	1,990,076  

	       Total shareholders' equity
	
	   2 801 946   
	
	2,525,400  

	
	
	
	
	

	Non-Current Liabilities
	
	
	
	

	Long-term borrowings
	13
	      223 717   
	
	257,385  

	Contributions on equipment
	14
	          3 012   
	
	              -     

	Obligations under lease
	5
	        27 851   
	
	44,963  

	Deferred tax liability
	19
	      360 534   
	
	458,368  

	       Total non-current liabilities
	
	      615 114   
	
	760,716  

	
	
	
	
	

	Commitments and Contingencies
	21
	
	
	

	
	
	
	
	

	Current Liabilities
	
	
	
	

	Accounts payable and accrued expenses
	15
	      255 511   
	
	186,319  

	Taxes and social security payable
	16
	        53 016   
	
	55,116  

	Amount owing to Rostelecom for interconnection fees
	22
	        19 231   
	
	16,602  

	Dividends payable
	
	          9 688   
	
	7,546  

	Short-term borrowings
	13
	                -     
	
	5,941  

	Short-term portion of long-term borrowings
	13
	        80 481   
	
	117,142  

	       Total current liabilities
	
	      417 927   
	
	388,666  

	
	
	
	
	

	Total Liabilities and Shareholders' equity
	
	   3 834 987   
	
	3,674,782  

	
	
	
	
	

	
	
	
	
	

	The accompanying notes to financial statements are an integral part of these financial statements.


	OAO "Sibirtelecom"

	Statements of Income for the years ended December 31, 2001 and 2000

	(In thousands of rubles expressed in purchasing power of the ruble at 

	December 31, 2001, except for earnings per share data)

	
	
	
	
	

	
	Notes
	2001
	
	2000

	
	
	
	
	(unaudited)

	
	
	
	
	

	Revenues
	17
	1 849 735  
	
	1 798 443  

	
	
	
	
	

	Operating Expenses
	
	
	
	

	Wages, salaries, other benefits and payroll taxes
	
	-536 283  
	
	-491 498  

	Depreciation
	
	-298 624  
	
	-287 749  

	Materials, repairs, maintenance and utilities
	
	-241 423  
	
	-241 695  

	Taxes other than on income
	
	-46 940  
	
	-101 685  

	Interconnection charges
	
	-558  
	
	                    -     

	Interconnection charges - national
	
	-250 514  
	
	-256 338  

	Bad debt expense
	
	-48 156  
	
	1 567  

	Gain (loss) on disposal of property, plant and equipment
	
	515  
	
	-21 357  

	Other operating expenses
	
	-176 599  
	
	-146 717  

	       Total operating expenses
	
	-1 598 582  
	
	-1 545 472  

	
	
	
	
	

	Income from Operations
	
	251 153  
	
	252 971  

	
	
	
	
	

	Interest expense and similar items, net
	18
	-30 601  
	
	-34 792  

	Gain on valuation of investments
	
	8 886  
	
	                    -     

	Loss on investments disposal
	
	-4 543  
	
	                    -     

	Equity income
	
	85 851  
	
	8 502  

	Other (income) and expenses, net
	
	20 008  
	
	-2 169  

	Net monetary gain
	
	27 990  
	
	55 139  

	
	
	
	
	

	Income before Taxation
	
	358 744  
	
	279 651  

	
	
	
	
	

	Income Tax Expense
	19
	-41 113  
	
	-83 804  

	
	
	
	
	

	
	
	
	
	

	MINORITY INTEREST IN SUBSIDIARIES
	
	0  
	
	0  

	Net Income
	
	317 631  
	
	195 847  

	
	
	
	
	

	Preferred Dividends
	12
	-23 671  
	
	-29 391  

	
	
	 
	
	 

	Net Income available to Common Shareholders
	
	293 960  
	
	166 456  

	
	
	
	
	

	Basic and diluted earnings per share
	
	0,110 
	
	0,114 

	
	
	
	
	

	The weighted average number of common shares used in computing basic and diluted earnings per share
	
	2 676 626 500  
	
	1 456 290 000  

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	The accompanying notes to financial statements are an integral part of these financial statements.


1. Company Business and Russian Environment

Operations of the Company

Open Joint Stock Company “Sibirtelecom” (ОАО “Sibirtelecom” or “the Company”) is registered in accordance with the laws of the Russian Federation. The registered office of the Company is in the city of Novosibirsk (Russian Federation), Gorkogo st., 53. The Company possesses licenses which expire in the years ranging from 2004 to 2006 to provide telecommunication services (including local, long-distance and international voice telephone, telegraph, data transmission, line leasing and wireless communication) over the Novosibirsk region of the Russian Federation. 

The average number of employees in the Company in 2001 and 2000 was 7,243 and  7,487, respectively.

As of December 31, 2001 and 2000 the state-controlled telecommunication holding company OAO “Svyazinvest” owned 51% of the Company's voting shares. Domestic and international long-distance telecommunication services are provided by OAO “Rostelecom”, a subsidiary of OAO “Svyazinvest”.

Formation of the Company

On December 22, 1992, the Government of the Russian Federation issued Resolution # 1003 “On Privatization of Communications Enterprises" which launched the privatization of the telecommunications industry in the Russian Federation. According to the State Privatization Plan state-owned enterprises were replaced by the newly incorporated joint stock companies. 

The Company was registered in the Russian Federation in 1994 in accordance with the Presidential Decree # 721 of July 1, 1992 «On Measures to Reorganize State Enterprises and Groups of State Enterprises into Joint Stock Companies» that approved the privatization plan and assets valuation for the Company. The Company's net assets were evaluated for privatization purposes as of July 1, 1992 in accordance with the Regulation on Accounting and Financial Reporting in the Russian Federation. The Company's financial statements as of the date of privatization were based on the opening balances stated in the financial statements prepared in accordance with the Russian accounting principles. In 1995, in accordance with the respective Presidential Decree, all state-owned common shares of the Company were transferred to OAO “Svayzinvest”.

Economic and Political Environment

Over the past decade Russia has undergone substantial political, economic and social changes.  As an emerging market, Russia does not possess a fully developed business and regulatory infrastructure that would generally exist in a more mature market economy. 

1. 
Company Business and Russian Environment (continued)

The current Government is attempting to address these issues; however, it has not yet fully implemented the reforms necessary to create banking, judicial 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 in 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, various currency controls, low liquidity levels for debt and equity markets, and continuing inflation.

The Company will continue to be affected, for the foreseeable future, by these risks and their consequences.  As a result, there are significant uncertainties that may affect future operations, the recoverability of the Company’s assets, and the ability of the Company to maintain or pay its debts as they mature. The accompanying financial statements do not include any adjustments that may result from the future clarification of these uncertainties. Such adjustments, if any, will be reported in the Company’s financial statements in the period when they become known and can be reasonably estimated.

2. The Company’s Market Position, Liquidity and Financial Resources

Tariff Setting Procedures

Under Russian anti-monopoly regulations OAO «Sibirtelecom», being a monopoly enterprise, is subject to government tariff regulation.

Since 1999 tariffs for local telephone services have been subject to approval by the RF Anti-Monopoly and Business Support Ministry (MAP). Tariffs for long-distance telecommunication services are approved by the Federal Office for Natural Monopolies (FSEMS) (currently a MAP department). The right to set regional operator tariffs for international telecommunication services rests with OAO “Rostelecom”. 

Tariffs for telecommunications services are normally set in rubles and normally they do not cover cost of service provided and the required level of investments for network development. The Western model of tariff setting is not used in Russia, as decision-making in this area is significantly affected by social and political factors as well as the level of inflation.

The management of OAO «Svyazinvest» has taken a number of steps in order to introduce changes to the existing tariff setting procedures. In particular, increases of telecommunication tariffs in June 1999, January 2000, August 2000 and July 2001 were achieved as short-term measures.

In 2001 the Company's management started the Company’s reorganization by obtaining shareholder approval to merge the following regional enterprises of OAO “Svyazinvest” Group: 

2.
The Company’s Market Position, Liquidity and Financial Resources (continued)

	-   OAO “Electrosvyaz” of Buryatia republic,
	

	-   ОАО “Electrosvyaz” of Chita region,
	

	-   ОАО “Electrosvyaz” of Krasnoyarsk region,
	

	-   ОАО “Electrosvyaz” of Kemerovo region,
	

	-   ОАО  “Altaitelecom”,
	

	-   OAO “Electrosvyaz” of Altai republic,
	


	-   ОАО “Electrosvyaz” of Omsk region,
	

	-   ОАО “Electrosvyaz” of Irkutsk region,
	

	-   ОАО “Tomsktelecom”,
	

	-   OAO “Electrosvyaz” of Hakasia republic.
	


 At the extraordinary general meeting on December 21, 2001 the shareholders decided that after the reorganization is completed the combined company will retain the name OAO “Sibirtelecom”. Extraordinary meetings of shareholders of the merging companies where respective decisions were made took place on the following dates:

	OAO “Electrosvyaz” of Buryatia republic
	December 10, 2001

	ОАО “Electrosvyaz” of Chita region
	December 10, 2001

	ОАО “Electrosvyaz” of Krasnoyarsk region
	December 11, 2001

	ОАО “Electrosvyaz” of Kemerovo region
	December 13, 2001

	ОАО  “Altaitelecom”
	December 13, 2001

	OAO “Electrosvyaz” of Altai republic
	December 14, 2001

	ОАО “Electrosvyaz” of Omsk region
	December 14, 2001

	ОАО “Electrosvyaz” of Irkutsk region
	December 17, 2001

	ОАО “Tomsktelecom”
	December 19, 2001

	OAO “Electrosvyaz” of Hakasia republic
	December 19, 2001


The merger is expected to be completed during 2002. The ultimate financial impact of the merger on the Company cannot be determined as of December 31, 2001 and no provision for any liabilities that may arise is reflected in the December 31, 2001 financial statements.

Availability of Financial Resources

In recent years, telecommunication markets in Russia have been characterized by the entrance of a number of new operators offering new value-added services to the customers. This increasingly competitive environment defines a significant need in resources necessary to finance network upgrades. However, existing tariff setting and regulatory procedures put the Company’s operating cash flows under significant pressure while the Company’s access to external finance resources is limited. 

2.
The Company’s Market Position, Liquidity and Financial Resources (continued)

Although the Company plans to attract financing from additional sources, the management cannot be assured that financing will be available in the future, and if so, at commercially acceptable rates and under terms that coincide with the long-term nature of the investments to be made. Also, in the future the Company may have to attract additional financing in foreign currencies. Foreign currency-denominated liabilities bear inherent risks (due to the fluctuations of exchange rates), and the Company does not have hedging instruments to manage and mitigate such risks.

During 2002 the Company plans to use the following financing sources: a) cash at the Company's bank accounts; b) cash provided by operating activities; c) loans provided by Russian credit institutions and d) vendor financing.

In addition, the Company's management deferred payments for some current operations, and the management believes that such deferrals will be possible in the future should the Company's current assets be insufficient to finance its current expenditures.

Nevertheless the Company's management believes that in the future cash provided by operating activities will be sufficient to finance its current operations. Therefore, the accompanying financial statements were prepared on the basis of the “going concern” principle and no adjustments were made to reflect future possible effects of the above uncertainties.

Quantitative and Qualitative Disclosures about Market Risk

The Company's significant market risk exposures are interest rate risks and exchange rate risks.

The Company may have foreign exchange gains and losses. The Company does not use financial instruments to hedge exchange rate risks originating from its operating activities.

Interest rate sensitivity

The Company's interest rate risk is minimal since as of December 31, 2001 the Company's total outstanding borrowings amounted to 304,198 (in 2000 – 380,468), of which none carried floating interest rates. 

The additional financing expense to the Company that would have resulted from a hypothetical, instantaneous and unfavorable change by 100 basis points in the interest rate applicable to these loans is approximately 500. The above sensitivity analysis is based on the assumption of an unfavorable 100 basis point movement of the interest rates applicable to each homogeneous category of financial assets and liabilities. A homogeneous category is defined according to the currency in which financial assets and liabilities are denominated and assumes the same interest rate movement within each category.

2.
The Company’s Market Position, Liquidity and Financial Resources (continued)

Exchange rate sensitivity

Foreign currencies, in particular the US dollar, play a significant role in the underlying economics of many business transactions in Russia. The following table summarizes the exchange rate of the ruble to 1 US dollar:

	As of
	Exchange rate

	December 31, 1997 
	5.96

	December 31, 1998
	20.65

	December 31, 1999
	27.00

	December 31, 2000
	28.16

	December 31, 2001
	30.14

	August 16 , 2002
	31.57


The following table summarizes the exchange rate of the ruble to 1 Euro:

	As of
	Exchange rate

	December 31, 2000
	26.14

	December 31, 2001
	26.49

	August 16 , 2002
	30.87


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 into rubles.

The Company does not use financial instruments such as foreign forward contracts, currency options, interest rate swaps or forward rate agreements to manage the above risks.
Taxation in the Russian Federation 
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, the government's implementation of these regulations is often inconsistent or nonexistent. Accordingly, few precedents with regard to tax rulings have been established. 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 
2.
The Company’s Market Position, Liquidity and Financial Resources (continued)

facts create tax risks in Russia substantially more significant than typically found in countries with more developed tax systems.

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.

The Company’s 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 taxation issues and the effect could be significant.

3.
Summary of Significant Accounting Policies
Basis of Presentation of Financial Statements

The Company maintains its accounting records and prepares its statutory accounting reports in Russian Rubles and in accordance with the Regulations on Accounting and Reporting in the Russian Federation. The accompanying financial statements presented in accordance with the International Financial Reporting Standards (IFRS) are based upon the statutory accounting records which are maintained in accordance with the Russian accounting regulations under the historical cost convention. These statutory accounting reports have been adjusted to present the accompanying financial statements in accordance with the International Financial Reporting Standards.

The preparation of  financial statements requires management to make estimates and assumptions that affect the reported amounts of assets and the reported amounts of revenues and operating costs during the reporting period. The most significant estimates relate to the realizability and depreciable lives of property, plant and equipment, allowance for doubtful accounts and deferred taxation. Actual results could differ from these management estimates.

Associated Companies

In accordance with IFRS, associated companies are defined as the entities over which OAO “Sibirtelecom” exerts significant influence and normally holds a voting interest of between 20% and 50% and are accounted for using the equity method. The Company's share in the net income/loss of associated companies is included in the statement of income, and the Company's share in the net assets of associated companies is included in the balance sheet.

3.
Summary of Significant Accounting Policies (continued)
Other Investments

Other investments are recorded at historical cost. In case of investment impairment (other than temporary) its carrying amount is reduced to the recoverable amount. Dividends and interest are recognized when received, respectively. Other investments are classified as long-term if they are expected to be held for longer than one year; otherwise they are classified as current.

Accounting for the Effects of Inflation

The accompanying financial statements are prepared in accordance with IFRS and under the historical cost convention and adjusted in accordance with IAS 29 "Financial Reporting in Hyperinflationary Economies" (IAS 29).

The adjustments and reclassifications made to the statutory records for the purpose of IFRS reporting include the restatement for changes in the general purchasing power of the ruble in accordance with IAS 29. IAS 29 requires that financial information prepared in the currency of a hyperinflationary economy be stated in terms of the measuring unit current at the balance sheet date. These adjustments were calculated using conversion factors derived from the Russian Federation Consumer Price Index ("CPI") published by the Russian State Committee on Statistics.

The indices used to adjust amounts in these financial statements with respect to 2001 prices (2001 = 1.0) for the years ended 31 December, and the respective conversion factors, are:

	For the Year Ended December 31
	Index
	Conversion factor

	1992
	7,541
	314.8

	1993
	67,846
	35.0

	1994
	211,612
	11.2

	1995
	487,575
	4.9

	1996
	594,110
	4.0

	1997
	659,403
	3.6

	1998
	1,216,401
	1.9

	1999
	1,663,091
	1.4

	2000
	1,997,843
	1.2

	2001
	2,374,037
	1.0


The main guidelines followed in adjusting the financial statements to current purchasing power are:

3.
Summary of Significant Accounting Policies (continued)

• all amounts, including comparative amounts as of December 31, 2000, are stated in terms of the measuring unit current at December 31, 2001;

• monetary assets and liabilities at December 31, 2001 are not restated as they are already expressed in terms of the monetary unit current at December 31, 2001;

• non-monetary assets and liabilities which are not carried at amounts current at December 31 and shareholders' equity are restated by applying the relevant conversion factors;

• indexation adjustments to property, plant and equipment applicable to prior periods are credited to "Retained earnings and other reserves" in the accompanying balance sheets;

• all items in the statements of income and of cash flows are adjusted by applying appropriate conversion factors with the exception of depreciation, amortization and losses from disposal of fixed assets and other assets;

• the effect of inflation on the Company's net monetary position is included in the statement of income as a net monetary gain or loss.

Comparative Amounts

Comparative amounts for the year 2000 are presented in terms of the measuring unit current at December 31, 2001. Where necessary, comparative figures have been reclassified to conform with changes in presentation in the current year.

Property, Plant and Equipment  
Property, plant and equipment are recorded at historical cost net of depreciation calculated using the straight-line method. As noted above, the statutory accounting data are expressed in rubles without any adjustments for the effect of inflation. Before 1992 the ruble exchange rate was fixed, and, probably, did not present the actual market value. In addition, certain items of property, plant and equipment were purchased centrally through government institutions and then sold to companies at prices fixed by the government. After  1992 several obligatory revaluations of property, plant and equipment were carried out in accordance with the resolution of government institutions. As a result, the statutory accounting data did not enable the Company to determine the historical cost of property, plant and equipment purchased before January 1, 1998 in full compliance with IFRS.

The historical cost of property, plant and equipment was determined by the independent appraisers as of December 31, 1997. The results of this valuation were used to determine the historical carrying value of property, plant and equipment as of January 1, 1998. Property, plant and equipment purchases after January 1, 1998 were recorded at cost of acquisition in rubles 
3.
Summary of Significant Accounting Policies (continued)

adjusted for the effect of inflation from the acquisition date to the reporting date in accordance with IAS 29. 

Cost of property, plant and equipment comprises construction cost or purchase price, including import duties and non-refundable taxes, and any directly attributable costs of bringing the asset to working condition for its intended use. Trade discounts and rebates are deducted in arriving at the construction cost or purchase price. Significant renovations and improvements are capitalized if these extend the life of the asset or significantly increase its revenue generating capacity. Repairs and maintenance are charged to the statement of income as incurred.

The adjusted historical values of property, plant and equipment are depreciated on the straight-line basis over the estimated economic useful lives of each class of assets as follows:

	Buildings and constructions
	20-50 years

	Analogue switches 
	20 years

	Digital switches
	15 years

	Cable and transmission devices:
	

	     Duct
	10-40 years

	     Radio and fixed link transmission equipment
	15-40 years

	Vehicles
	5 years

	Computers, office and other equipment
	3-10 years


Construction-in-progress is recorded as the total of actual expenses incurred by the Company from the beginning of construction to the reporting date, adjusted for the effect of inflation from the date when such expenses occur to the reporting date in accordance with IAS 29. Construction-in-progress is depreciated once the property, plant and equipment are put into operation.

The Company reviews its  long-term assets for impairment in accordance with IAS 36 taking into account such factors as the useful lives of operational assets, forecasted growth of tariffs for communications services and subscriber base growth in the Novosibirsk region.

Property, Plant and Equipment Contributions

Property, plant and equipment transferred to the Company 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 in the IFRS accounting books.

3.
Summary of Significant Accounting Policies (continued)

Grants received from municipal authorities for the purchase of property, plant and equipment are reflected in the balance sheet as deferred income and recognized as income during the useful life of a respective asset in accordance with IAS 20 «Accounting for Government Grants and Disclosure of Government Aid Information».

Investment Properties  
Starting January 1, 2001 the Company defines investment properties in accordance with IAS 40 as properties (land/or buildings and/or sections of buildings, or both) held (by the owner or tenant under financial lease contracts) to earn rentals or for capital appreciation, or both, rather than for use in the production or supply of goods (services) or for administrative purposes or sale in the ordinary course of business.

The Company recognizes investment property as an asset only when such investment property is expected to generate economic benefits in the future and such investment property can be reliably evaluated.

Finance Leases

Leases of equipment when substantially all the risks and rewards incident to ownership lie with the Company are classified as finance leases.

Property, plant and equipment received under finance lease contracts are included in the Company's fixed assets and recorded at the lower of the present value of lease payments  (minimum lease payments ) or estimated fair value of the fixed assets. This amount is also the initial carrying value of the Company's liabilities under the finance lease.

In calculating the present value of the minimum lease payments the discount factor used is the rate implicit in the lease. Initial direct costs incurred are included into the initial carrying value of the asset. Lease payments are apportioned between the finance charge and the reduction of the outstanding liability. The finance charge is allocated to periods during the lease term so as to produce a constant periodic rate of return on the outstanding liability as of the end of each period.

Property, plant and equipment held under finance leases are depreciated on the straight-line basis over the estimated useful lives of such assets using the same principles as for the same category of assets owned by the Company.

Operating Leases

Payments under operating leases where the Company  does not assume the risks and rewards of ownership are charged to the income statements as rental expenses for the period.

3.
Summary of Significant Accounting Policies (continued)

Intangible Assets

Intangible assets are recorded at historical cost. 

Intangible assets are recognized when the Company expects a future inflow of economic benefits from the use of assets and the value of such asset can be reliably estimated. Subsequently intangible assets are reflected at historical cost less accumulated amortization and impairment.

Intangible assets are amortized on a straight-line basis over the estimated useful economic lives of the assets. The economic lives are as follows:

	Licenses
	3-10 years (actual license periods)

	Software
	5 years

	Other
	3-10 years


Software

The cost of acquisition of software is capitalized and treated as an intangible asset if these costs are not an integral part of the related hardware.
Inventories

Inventories, which include cable, spare parts and ancillary equipment, are valued at the lower of cost or net realizable value. Net realizable value is the selling price in the normal course of business less the costs of completion, marketing and distribution. When inventories are expensed to production, cost is determined on the basis of weighted average.

Receivables

Trade accounts receivable are shown net of allowance for doubtful accounts. A portion of the Company’s accounts receivable are from the State and other public organizations. Collection of these receivables is influenced by political and economic factors which are taken into account when the Company creates a bad debt provision for this category of subscribers.

3.
Summary of Significant Accounting Policies (continued)

Mutual Offset and Barter

A portion of sales is settled through offset and barter arrangements. These transactions are generally either in the form of direct settlement by goods or services (barter) or through a chain of non-cash transactions involving a number of enterprises. These operations are accounted for at fair value as agreed between the parties.

Cash and Cash Equivalents

Cash and cash equivalents consist of cash on hand, balances with banks and highly liquid investments with original maturity of three months or less with insignificant risks of impairment.

Cash and cash equivalents restricted under contracts are recorded in the Company's balance sheet as long-term assets.

Revenues

Revenues are recognized on the accrual basis as the service is provided, and exclude Value Added Tax ("VAT"). Installation and maintenance fees as well as additional payments for early installation are recorded when service is provided.

Value Added Taxes

Under the tax legislation of the Russian Federation entities are allowed to pay value added taxes (“VAT”) either upon recognition of the related sales or upon receipt of payment for services rendered. Liabilities for VAT accrued by the Company are recorded in these financial statements regardless of the payment schedule chosen by the Company. Input VAT is reclaimable against sales VAT upon payment for purchases. VAT related to purchase transactions which have not been settled at the balance sheet date is recognized on a gross basis as an asset. 

Foreign Currency

Foreign currency assets and liabilities are translated into rubles at official Central Bank of the Russian Federation (CBR) exchange rates at the year end.  Transactions denominated in foreign currencies are reported at the CBR rates of exchange at the date of the transaction. Any gains or losses on assets and liabilities denominated in foreign currencies arising from a change in official exchange rates after the date of transaction are recognized as currency translation gains or losses.

Transactions that are conducted in rubles when the related assets and liabilities are denominated in foreign currencies (or conventional units) are recorded in the Company's financial statements on the same principles as transactions denominated in foreign currencies.

3.
Summary of Significant Accounting Policies (continued)

Borrowing Costs
Borrowing costs that are directly attributable to the acquisition or construction of fixed assets are capitalized as part of the cost of the related asset when it is probable that they will result in future economic benefits to the Company and the costs can be measured reliably. Capitalization of borrowing costs commences when the activities to prepare the asset for intended use start and lasts until the assets are ready for their intended use.

Other interest expenses and borrowing costs are recognized as expenses in the period in which they are incurred.
Pension Costs

State Pension Scheme

The Company contributes to the Russian Federation state pension scheme as well as to the social insurance and unemployment insurance funds on behalf of its employees. These pension contributions amount to 28% of the salary schedule and are expensed as incurred. The Company makes no other pension contributions.

Earnings per Share

Earnings per share are calculated by dividing the net income/(loss) for the period attributable to shareholders by the weighted average number of ordinary shares. The diluted earnings per share are calculated based on the assumption that all issued financial instruments potentially convertible to ordinary shares are deemed to have been converted. 

Social Commitments
Social infrastructure maintenance 

The Company incurs expenses related to maintenance and renovation of local social assets and provision of employees benefits, including contributions to the construction, development and maintenance of housing and recreation facilities. These costs, including capital expenditures, are expensed as incurred.

Other employee benefits  

The Company provides certain benefits to its personnel such as bonuses, subsidies, one-off allowances for education and medical assistance, etc.  These costs are expensed as incurred and are charged to payroll costs in the income statement.

3.
Summary of Significant Accounting Policies (continued)

Financial Instruments 

Fair value of financial instruments is the amount for which an asset could be exchanged, or a liability settled, between knowledgeable, willing parties in an arm's length transaction. Financial instruments reported as of the balance sheet date include bank deposits and cash on hand, investments available for sale, accounts receivable, accounts payable and loans. All financial instruments are originally recognized at historical cost, i.e. fair value of the consideration given (in the case of an asset) or received (in the case of a liability). Subsequent valuation methods differ depending on the classification of financial instrument. The Company’s accounting policy for these financial instruments are disclosed for each item separately. 

The Company does not use hedging.

Deferred Income Tax

Deferred tax assets and liabilities are calculated in respect of temporary differences in accordance with IAS 12 "Income Taxes", revised 2000 ("IAS 12 (Revised 2000)").

IAS 12 (Revised 2000) 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 bases of assets and liabilities and their carrying values for financial reporting purposes. The principal temporary differences arise in respect of property, plant and equipment. 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 settled based on tax rates that have been enacted or substantively enacted at the balance sheet date.

Effective January 1, 2001, in Novosibirsk region the income tax rate was increased to 35%. Effective January 1, 2002, in Novosibirsk region the income tax rate was decreased to 24%.  According to IAS 12 (Revised 2000) the amount of deferred tax income/charge relating to changes in tax rates is disclosed separately (see Note 19).

Valuation allowances are provided for deferred tax assets that are not expected to be realized.

Deferred tax liabilities relating to undistributed earnings of associated companies are recognized when it is probable that such earnings will be remitted to the Company in the foreseeable future.

4.
Property, Plant and Equipment

The property, plant and equipment as of December 31, 2001 and 2000 include the following:

	
	Buildings and construction
	Switches and transmission
devices
	Other
	Construction-in- progress and equipment for installation
	Total

	Cost
	
	
	
	
	

	At December 31, 1999 (unaudited)
	   1,369,504 
	5,792,933
	567,142
	50,182
	7,779,761

	Additions (unaudited)
	-
	-
	-
	406,936
	406,936

	Transfers (unaudited)
	         20,390 
	270,435
	36,018
	(326,843)
	-

	Disposals (unaudited)
	       (2,388)
	(44,167)
	(43,980)
	-
	(90,535)

	At December 31, 2000(unaudited)
	   1,387,506 
	6,019,201
	559,180
	130,275
	8,096,162

	Additions
	-
	-
	-
	436,602
	436,602

	Transfers 
	         56,190 
	228,964
	50,302
	(335,456)
	-

	Disposals
	           (599)
	(56,335)
	-
	-
	(56,935)

	At December 31, 2001
	   1,443,097 
	6,191,830
	609,482
	231,421
	8,475,829

	
	
	
	
	
	

	Accumulated

Depreciation
	
	
	
	
	

	At December 31, 1999 (unaudited)
	      574,802 
	 3,355,977 
	328,317
	-
	4,259,096

	Charge for the year (unaudited)
	         27,147 
	    225,432 
	37,110
	-
	289,689

	Disposals (unaudited)
	           (511)
	    (41,196)
	(43,368)
	-
	(85,075)

	At December 31, 2000 (unaudited)
	      601,438 
	 3,540,213 
	322,059
	-
	4,463,710

	Charge for the year
	         26,123 
	    226,380 
	41,650
	-
	294,153

	Disposals
	           (428)
	    (54,024)
	-
	-
	(54,452)

	At December 31, 2001
	      627,133 
	 3,712,569 
	363,709
	-
	4,703,410

	
	
	
	
	
	

	Impairment loss
	(124,543)
	(335,307)
	(39,685)
	-
	(499,535)

	
	
	
	
	
	

	Net book value at

December 31, 2000
	661,525
	2,143,681
	197,436
	130,275
	3,132,918

	Net book value at

December 31, 2001 
	691,421
	2,143,954
	206,088
	231,421
	3,272,884


4.
Property, Plant and Equipment (continued)

Other assets include vehicles, computer equipment and office furniture, fixtures and fittings.

Construction-in-progress and equipment for installation are primarily represented by telephone stations and other fixed assets under construction. As of  December 31, 2001 and 2000 advances in the amount of 10,349 and 17,347,  respectively, paid to suppliers for acquisition of fixed assets were separately classified in the balance sheet as “Advances to suppliers of equipment”.

A number of fully depreciated fixed assets continue to be used to provide communication services. Value of fully depreciated assets as of December 31, 2001 was 138,845. 

As of  December 31, 2001 equipment in the amount of  145,123 was pledged as collateral under loan agreements (see also Notes 13).

In the course of privatization the local administration granted to the Company the rights to use certain buildings, switches, transmission devices and other assets free of charge. The Company does not have ownership rights for these assets and it is unlikely that such rights may ever be granted. Consequently, these assets are not recognized in the financial statements.

As of  December 31, 1998 the Company reviewed its long-lived assets for impairment. Indicators of possible impairment of the long-lived assets were noted by the management after the August 1998 economic crisis in Russia. In particular, a significant  devaluation of the ruble resulted in the significant increase of payables to foreign vendors for purchased telecommunication equipment while revenues remained overall at a pre-crisis level as the service tariffs are set in rubles and were not increased in line with the ruble devaluation. As a result the Company reported a loss due to impairment of its production fixed assets in the amount of 499,535 thousand rubles. Accordingly, starting with 1999  the Company uses new depreciable basis of fixed assets as being equal to their value in use as defined in IAS 36 for the purposes of calculation of depreciation charge for the year. Long-term assets are depreciated on a straight-line basis starting January 1, 1999 over the residual period of their useful economic life.  

During 1999-2001 the Company reviewed the recoverability of its long-lived assets on a regular basis and no additional impairment was recognized.

5.
Leased Assets



In 2001 and 2000 the Company continued to lease assets under the finance lease contract signed in 1997 with “Gosinkor-leasing” (Russian closed joint stock company).  
Lease contracts provide for leasing of switches and other telecommunication equipment, most of which was supplied during 2000. Lease terms are from 1 to 4 years. Depreciation of the leased assets has not commenced as the equipment has not been put into service as of December 31, 2001. 

5. 
Leased Assets (continued)

As of December 31, 2001 lease obligations include the following:

	
	2001
	
	2000 (unaudited)

	Within 1 year
	40,087
	
	75,761

	Years 2 to 5
	39,032
	
	93,707

	After year 5
	
	
	

	Total lease obligations
	79,119
	
	169,468

	Finance charge
	(40,770)
	
	(89,141)

	Total net present value of lease obligations 
	38,349
	
	80,327

	Including:
	
	
	

	Current portion of lease obligations 
	10,498
	
	35,364

	Long-term lease obligations 
	27,851
	
	44,963


As of  December 31, 2001 and 2000 the leased assets comprise:

	
	2001
	
	2000 (unaudited)

	
	
	
	

	Operating equipment
	74,558
	
	72,408

	Accumulated depreciation
	
	
	(1,931)

	Leased assets, net
	74,558
	
	70,477


Some leased equipment began operations in 2000 and was out of lease in 2001. This is why such equipment was not included in the group of long-term assets under lease as at December 31, 2001.

The finance charge in 2001 amounted to 37,631 (10,060 – in 2000 ) and 40,686 was paid by the Company in settlement of its outstanding lease obligations (6,712 – in 2000).

6. 
Intangible Assets

Intangible assets as of December 31, 2001and 2000 comprise the following:

3. Intangible Assets (continued)

	
	Licenses
	
	Software
	
	Other intangible assets 
	
	Total

	
	
	
	
	
	
	
	

	Cost 
	
	
	
	
	
	
	

	At December 31, 1999 (unaudited)
	229
	
	14,195
	
	2,436
	
	16,860

	Additions (unaudited)
	8
	
	3,456
	
	580
	
	4,045

	Disposals (unaudited)
	
	
	(416)
	
	(121)
	
	(537)

	At December 31, 2000 (unaudited)
	237
	
	17,235
	
	2,895
	
	20,367

	Additions
	-
	
	406
	
	-
	
	406

	Disposals
	(1)
	
	(1,078)
	
	-
	
	(1,079)

	At December 31, 2001
	236
	
	16,563
	
	2,895
	
	19,694

	
	
	
	
	
	
	
	

	Accumulated amortization 
	
	
	
	
	
	
	

	At December 31, 1999 (unaudited)
	10
	
	7,641
	
	424
	
	8,075

	Charge for the year (unaudited)
	146
	
	3,323
	
	194
	
	3,663

	Disposals  (unaudited)
	-
	
	(320)
	
	-
	
	(320)

	At December 31, 2000 (unaudited)
	156
	
	10,644
	
	618
	
	11,418

	Charge for the year
	35
	
	3,220
	
	245
	
	3,500

	Disposal 
	-
	
	(388)
	
	-
	
	(388)

	At December 31, 2001
	191
	
	13,476
	
	863
	
	14,530

	
	
	
	
	
	
	
	

	Net book value at 

December 31, 2000 (unaudited)
	81
	
	6,591
	
	2,277
	
	8,949

	Net book value at 

December 31, 2001
	45
	
	3,087
	
	2,032
	
	5,164


Other intangible assets primarily include trade marks.

As of December 31, 2001 intangible assets in the amount of 8,248 (3,253 – in 2000) were fully amortized although were still in use.

7. 
Long-term Investments

The Company’s long-term investments as of December 31, 2001 and 2000 are summarized below:

7. 
Long-term Investments (continued)

	
	Ownership
	
	Carrying value 

	
	2001
	
	2000 (unaudited)
	
	2001
	
	2000 (unaudited)

	Associated companies
	
	
	
	
	
	
	

	ZАО «Siberian cellular systems-900»
	30%
	
	25%
	
	68,963
	
	7,428

	ОАО «Commercial Bank Accept»
	10%
	
	19%
	
	17,225
	
	9,907

	ZАО «Novokom»
	50%
	
	50%
	
	5,672
	
	5,672

	ОАО «SibAcademBank»
	2%
	
	3%
	
	3,569
	
	4,244

	ZАО «TeleRoss-Novosibirsk»
	50%
	
	50%
	
	1,296
	
	1,296

	Other investments
	
	
	
	
	5,910
	
	3,076

	Total long-term investments, net
	
	
	
	
	102,635
	
	31,623


All entities where OAO Sibirtelecom has equity interest are registered in the Russian Federation and have December 31 as the reporting date. 

ZAO «Siberian Cellular Systems» was the only associated company accounted for under the equity method. Investments in other associates were accounted for at cost less impairment reserve due to insignificance of the Company’s share in net assets and net income of such entities. 

Other investments represent investments in companies incorporated in the Russian Federation and primarily involved in telecommunications in the Novosibirsk region. 

Dividend income of 1,724 (2000: 33 ) from other  financial investments is included in the Income/loss on equity investments in the accompanying income statement.

8.        Inventories

Inventories as of December 31, 2001 and 2000 comprised the following:

	
	2001
	
	2000 (unaudited)

	
	
	
	

	Cable
	45,109
	
	36,258

	Spare parts and materials 
	13,299
	
	30,219

	Goods for resale
	6,799
	
	-

	Less provision for obsolete and unusable items
	-
	
	(2,356)

	Total inventories, net
	65,207
	
	64,121


9. Trade Accounts Receivable

Trade accounts receivable as of December 31, 2001 and 2000 comprised the following:

	
	2001
	
	2000 (unaudited)

	
	
	
	

	Receivables from businesses 
	70,114
	
	58,194

	Receivables from government companies and organizations  
	34,306
	
	50,107

	Receivables from individuals
	128,912
	
	91,420

	Notes receivable
	39,454
	
	606

	Total trade accounts receivable
	272,786
	
	200,327

	Less allowance for doubtful accounts 
	(110,235)
	
	(53,838)

	Total trade accounts receivable, less allowance for doubtful accounts 
	162,551
	
	146,488


The allowance for  doubtful accounts as of December 31, 2001 and 2000 was estimated based on the receivables aging and the Company’s management  assessment of recoverability of receivables.

Notes receivables represent interest and non-interest bearing promissory notes received from subscribers in settlement for telecommunication services.

10. Other Current Assets

Other current assets as of  December 31, 2001 and 2000 comprised the following:

	
	2001
	
	2000 (unaudited)

	
	
	
	

	Prepayments and advances
	12,241
	
	26,867

	VAT recoverable
	53,056
	
	8,894

	Other taxes prepaid
	51,268
	
	23,396

	Other
	29,985
	
	116,040

	Total other current assets
	146,550
	
	175,197


11.
Cash and Cash Equivalents 
Cash and cash equivalents as of December 31, 2001 and 2000 consisted of the following:

	
	2001
	
	2000 (unaudited)

	
	
	
	

	Cash in hand
	1,354
	
	1,279

	Cash at bank – Rubles
	63,893
	
	81,765

	Cash at bank – foreign currencies
	3
	
	158

	Total cash and cash equivalents
	65,250
	
	83,202


12.
Shareholders’ Equity
The share capital of the Company, authorized, issued and contributed in full, consists of common and preferred A shares.

	
	Number of Shares

Authorized and Issued
	
	Share Capital

	 
	2001
	
	2000 (unaudited)
	
	2001
	
	2000 (unaudited)

	Preferred shares
	 
	
	
	
	
	
	

	Issued and paid-up 
	
	
	 
	
	
	
	 

	At January 1
	8,922,006
	
	4,854,300
	
	401,492
	
	23,541

	Effect of share split
	883,278,594
	
	-
	
	-
	
	-

	Issued during the year 
	-
	
	4,067,706
	
	-
	
	377,951

	At December 31
	892,200,600
	
	8,922,006
	
	401,492
	
	401,492

	Common shares 
	
	
	
	
	
	
	

	Issued and paid-up 
	
	
	
	
	
	
	

	At 1 January
	26,766,265
	
	14,562,900
	
	133,832
	
	7,847

	Effect of share split
	2,649,860,235
	
	-
	
	-
	
	-

	Issued during the year 
	-
	
	12,203,365
	
	-
	
	125,985

	At December 31
	2,676,626,500
	
	26,766,265
	
	133,832
	
	133,832

	
	
	
	
	
	
	
	

	Total share capital:
	
	
	
	
	535,324
	
	535,324


Par value of all shares issued prior to October 2001 was 15 rubles per share. 

12.
Shareholders’ Equity (continued)

In October 2001 the Company completed a share split by changing the par value from 15 rubles per share to 0.15 rubles per share and increasing the number of outstanding shares by 100 times. In effect, each holder of a 15 Ruble share received in return for it 100 shares with a par value of 0.15 Ruble per share. The accompanying financial statements have been retroactively restated for the purposes of EPS calculation to give effect to this share split.

Preferred shares of A type do not give their owners a voting right but entitle them to minimal annual dividends in the amount of 10 % of the net income computed in compliance with the Russian statutory accounting regulations and approved by the shareholders.  

Preferred shares have a priority over common shares in case of a business liquidation but do not give their owners voting rights except in liquidation or reorganization of the Company, or in case of changes in the level of dividends payable on preferred shares or additional issue of preferred shares. These decisions demand consent of at least two thirds of the preferred share owners. Preferred shares do not give their owners the right to redeem the shares or convert into common shares. 

At the end of 2000 the Company issued 12,203,365 common shares and 4,067,706 preferred shares in exchange for 100% of the authorized capital stock of OAO «NGTS». NGTS was also a subsidiary of Svyazinvest and was comparable to the Company in terms of business operations. Consequently, according to IAS 22, the pooling-of-interests method was used to account for this transaction.

Financial statements for both entities were consolidated as if they previously operated like one united company.

For purpose of financial accounting under Russian statutory regulations, the additional issuance of shares was recorded in the statutory books in 2001 due to necessity to fulfill some formal requirements. Thus, the dividend per share amounts in the statutory books for 2000 were calculated on the assumption of a lesser number of shares. In the tables below  the dividends are presented as if the issuance was recorded in statutory books in 2000. 

Dividends

The general meeting of the Company’s shareholders held on May 25, 2001 and June 23, 2000 approved dividends for the years ending December 31, 2000 and 1999, respectively, in the following amounts:

12.
Shareholders’ Equity (continued)

	
	2001 (for 2000)
	
	2000 (for 1999) (unaudited)

	Preferred shares
	
	
	

	
	
	
	

	                 Dividend per share 
	2.653
	
	5.4871

	                 Number of shares
	8,922,006
	
	5,356,500

	                 Total dividends for preferred shares
	23,671
	
	29,391

	Common shares
	
	
	

	                 Dividend per share 
	0.6506
	
	1.2816

	                 Number of shares
	26,766,265
	
	16,069,475

	                 Total dividends for common  shares
	17,414
	
	20,598

	
	
	
	

	Total dividends
	41,085
	
	49,989


Dividends for the years ending December 31, 2000 and 1999 are recognized in the financial statements as of and for the years ending December 31, 2001 and 2000, respectively.

As a result of the Company’s operations in 2001, the Board of Directors proposed dividends on preferred A shares in the amount of 10% of the net income for the year 2001, and recommended distribution of dividends in the amount of 0.009318 rubles per common share for a total amount of 24,941. These dividends were not accrued in the accompanying financial statements for the year 2001. 

The basis for determining distributable profit is the Company’s net income as determined under Russian statutory accounting regulations. Net income for the year 2001 determined under Russian statutory accounting regulations amounted to 249,407. 

13.
Short and Long-term Debt

As of December 31, 2001 and 2000 short-term borrowings comprised the following:

	Short-term loans:
	2001
	
	2000 (unaudited)

	
	
	
	

	Bank loans
	
	
	

	Commercial Bank Accept
	-
	
	5,000

	Other
	-
	
	941

	Total bank loans
	-
	
	5,941


13.
Short and Long-term Debt (continued)

Long-term loans as of December 31, 2001 and 2000 are as follows:

	Long-term loans:
	2001
	
	2000 (unaudited)

	
	
	
	

	Bank loan
	
	
	

	OAO RIKB BashCreditBank 
	67,982
	
	96,475

	Brussels Lambert Bank
	92,556
	
	145,255

	KBC Bank
	107,823
	
	-

	Total bank loans
	268,361
	
	241,730

	Less short-term portion
	(80,481)
	
	(59,709)

	Total long-term bank loans
	187,880
	
	182,021

	
	
	
	

	Vendor financing
	
	
	

	IskraTel
	5,260
	
	20,296

	Alcatel
	30,577
	
	97,833

	Other
	-
	
	14,644

	Total vendor financing
	35,837
	
	132,773

	Less short-term portion
	-
	
	(57,410)

	Total long-term vendor financing
	35,837
	
	75,363

	
	
	
	

	Total long-term loans
	223,717
	
	257,385


On August 18, 2000 ОАО «Sibirtelecom» received from OAO RIKB «BashCreditBank» a loan in the amount of US 2,900,000 to finance purchase of equipment. During 2001 the annual interest rate on this loan was 13%. The loan maturity date is September 5, 2003. Interest is accrued and paid on a monthly basis. The loan is secured by the telecommunication equipment in the amount of 70,692 as of December 31, 2001.

On August 27, 2001 ОАО «Sibirtelecom» received from Brussels Lambert Bank H.B. (BBL) a loan in the amount of 11,389,000 DM to finance the purchase of equipment. The annual interest rate on this loan was 5.94%. The loan maturity date is September 5, 2003. Interest is accrued and 

paid semi-annually. During 2001 the Company paid 2,278,000 DM as repayment of principal and 531,000 DM as repayment of interest accrued.  

On June 28, 2001 the Company received from KBC Bank a loan in the amount of 4,070,000 EUR to increase working capital. During 2001 the annual interest rate on this loan was 5.54%.  The loan maturity date is February 15, 2007. As of December 31, 2001 the Company’s outstanding balance on this loan was 107,823 (4,070,000 EUR). 

The commercial loan with Alcatel as of December  31, 2001  is denominated in DM and was transferred in EUR as at the end of 2001, under an agreement with Alcatel Bell (supplier) for telecommunication  equipment. The interest rate was 6.6 %.  

13.
Short and Long-term Debt (continued)

The loan maturity date is September 10, 2003. Payments on the commercial loan including interest  were made quarterly in equal installments, beginning with 1996.

Following the financial crisis of August 1998, the Company has been and is currently involved in discussions with its lenders to renegotiate the maturity profile of its borrowings and defer payments due under the original contractual arrangements to later periods. The maturity profile of the borrowings has been presented by management in the financial statements based on the contractual maturities of the outstanding borrowings as at  December 31, 2001. Management has determined that none of the suppliers have sent a formal notice of default proceedings being initiated in respect of contracted borrowing arrangements.

Long-term borrowings are summarized by currency as follows:

	
	2001
	
	2000 (unaudited)

	
	Amount in specified currency, thsd.
	
	Thsd. rubles
	
	Amount in specified currency, thsd.
	
	Thsd. rubles

	Russian Rubles
	
	
	
	
	
	
	12,310

	United States Dollars
	2,428
	
	73,242
	
	3,690
	
	98,200

	Euro 
	8,719
	
	230,956
	
	5,038
	
	134,910

	Other
	
	
	
	
	
	
	11,965

	Total long-term borrowings
	
	
	  304,198
	
	
	
	257,385


The Company does not have hedge agreements in respect of its foreign currency obligations or interest risks. 

As of December 31, 2001 the weighted average interest rate of long-term borrowings was approximately 7 %. Rates available to the Company for debt with similar terms and maturities during the year ended December 31, 2001 were not materially different to those as at  December 31, 2000.

For certain loans with fixed interest rates the lender bank might unilaterally change the interest rate whenever the change in the Central Bank of the Russian Federation base rate is announced.

13. Short and Long-term Debt (continued)

Long-term borrowings have the following maturity profile as of December 31, 2001:

а) Long term vendor financing:

	2002
	-

	2003
	25,644

	2004
	10,193

	2005
	-

	Total
	35,837


b) Long-term bank loans:

	2002
	-

	2003
	81,552

	2004
	52,416

	2005
	21,564

	2006 and thereafter
	32,348

	Total
	187,880


14.
Equipment Contributions
	
	2001
	
	2000 (unaudited)

	
	
	
	

	Carrying value at January 1
	-
	
	-

	Assets received free of charge
	3,049
	
	-

	Depreciation
	(37)
	
	-

	Carrying value at  December 31
	3,012
	
	-


Equipment contributions represent the deferred economic benefit from the assets received free of charge from other companies, organizations or individuals (see Note 3). 

15.
Accounts Payable and Accrued Expenses

Accounts payable and accrued expenses as of  December 31, 2001 and 2000 included:

15.
Accounts Payable and Accrued Expenses (continued)

	
	2001
	2000 (unaudited)

	
	
	

	Trade accounts payable
	50,775
	14,448

	Advances received from subscribers
	78,479
	19,820

	Accrued expenses
	28,645
	44,942

	Wages payable 
	4,823
	7,941

	Obligation under lease
	10,498
	35,364

	Other payables
	82,291
	63,804

	Total accounts payable and accrued expenses
	255,511
	186,319


16.
Taxes and Social Security Payables
Taxes and social security payables as of December 31, 2001 and 2000 included:

	
	2001
	
	2000 (unaudited)

	VAT
	33,773
	
	31,015

	Income tax
	7
	
	1

	Social security and payroll taxes
	2,270
	
	2,000

	Property tax
	16,966
	
	5,000

	Other
	-
	
	17,100

	Total taxes and social security payables
	53,016
	
	55,116


17.
Revenues
Revenues for 2001 and 2000 comprised:

	
	2001
	
	2000

(unaudited)

	
	
	
	

	By type of service:


	
	
	

	Revenues from Subscribers
	
	
	

	 Domestic long distance calls 
	657,255
	
	636,459

	 Monthly recurring charges for local calls 
	606,132
	
	502,434

	 International calls 
	184,965
	
	180,837

	 Regular installation charges 
	128,321
	
	117,771

	 Radio and television broadcasting 
	27,733
	
	28,047

	 Telegraph 
	30,653
	
	44,752

	 Dedicated and leased lines 
	9,063
	
	19,187

	 Data transfer 
	87,031
	
	51,995

	 Sale of goods  
	-
	
	29,086

	 Other sales
	88,052
	
	137,201

	Total revenues from Subscribers
	1,819,205
	
	1,747,769

	
	
	
	

	Revenues from national Operators:
	30,530
	
	50,674

	
	
	
	

	Total revenues
	1,849,735
	
	1,798,443

	By customer groups:
	
	
	

	Commercial entities
	726,839
	
	786,236

	Residents
	955,308
	
	847,121

	Organizations financed by the State
	167,588
	
	165,086

	Total revenues from subscribers
	1,849,735
	
	1,798,443


Management estimates that approximately 1.2% of total revenues in 2001 was transacted through barter.

18.
Interest Income, Expense and Similar Items

Interest income, expense and similar items as of December 31, 2001 and 2000 comprised:

18.
Interest Income, Expense and Similar Items (continued)

	
	2001
	
	2000

(unaudited)

	Interest received
	(10,318)
	
	(5,653)

	Interest on loans
	3,352
	
	29,662

	Interest on lease payable
	37,567
	
	10,783

	Total interest expense and similar items, net
	30,601
	
	34,792


Interest in amount of 10,168 (in 2000 - 4,659) was capitalized into cost of fixed assets.
19.
Income Tax
Income tax expense in 2001 and 2000 comprised:

	
	2001
	
	2000

(unaudited)

	Current tax charge
	117,427
	
	111,733

	Deferred tax charge 
	46,225
	
	(27,929)

	Effect of change in income tax rate
	(144,059)
	
	-

	Share in income tax of associate
	21,520
	
	-

	Income tax expense (benefit) 
	41,113
	
	83,804


During the year 2001 the income tax rate was 35%.  Starting January 1, 2002 income tax rate was decreased to 24%.

Theoretical and actual income tax charges are reconciled as follows:

	
	2001
	
	2000

(unaudited)

	Theoretical tax charge at statutory rate of 35% 
	125,561
	
	75,254

	Tax effect of permanent differences:
	
	
	

	Non-deductible expenses
	43,492
	
	11,880 

	Qualifying capital expenditure
	(61,042)
	
	(33,264)

	Permanent elements of monetary loss
	26,547
	
	29,700

	Deferred tax movement relating to changes in income tax rate
	(144,059)
	
	(89,100)

	Other
	26,311
	
	44,190 

	Inflation effect on deferred tax balance at beginning of year
	24,303
	
	45,144

	Total tax expense (benefit)  for the  year
	41,113
	
	83,804


19.
Income Tax (continued)
Deferred income taxes

Differences between IFRS and statutory tax regulations give rise to temporary differences between the carrying value of assets and liabilities as presented in the financial statements and their tax base. Tax effects of the movement on these temporary differences are recorded at the rate of 24% and 35% in 2001 and 2000, respectively.

	
	2001

	
	Movement in year
	
	2000 (unaudited)

	
	
	
	
	
	

	Tax effects of future tax deductible items (temporary differences):
	
	
	
	
	

	
	
	
	
	
	

	Accounts payable
	9,650
	
	9,650
	
	-

	Accounts receivable
	21,402
	
	10,302
	
	11,100

	Inventories
	3,020
	
	(3,071)
	
	6,091

	Investment valuation difference
	4,642
	
	4,642
	
	-

	Other
	3,847
	
	4,004
	
	(157)

	Gross deferred tax asset
	42,561
	
	25,527
	
	17,034

	
	
	
	
	
	

	Tax effects of future tax liability items (temporary differences)
	
	
	
	
	

	
	
	
	
	
	

	Property, plant and equipment
	(365,588)
	
	86,237
	
	(451,825)

	Inventories
	(437)
	
	567
	
	(1,004)

	Accounts receivable
	(10,758)
	
	(4,802)
	
	(5,956)

	Investment valuation difference
	(26,312)
	
	(9,695)
	
	(16,617)

	Gross deferred tax liability
	(403,095)
	
	72,307
	
	(475,402)

	Net deferred tax asset (liability)
	(360,534)
	
	97,834
	
	(458,368)


20.
Fair Value of Financial Instruments
The Company’s financial instruments not carried at fair value are cash and cash equivalents, accounts receivable, other current assets, other non-current assets, accounts payable, other current payables, long-term borrowings and held-to-maturity investments.

The carrying value of cash and cash equivalents approximates their fair value due to short-term maturity of these financial instruments. Similarly, the carrying values of receivables and payables which are subject to normal trade credit terms approximate their fair values. The carrying values of long-term investments net of impairment reserve approximate their fair values.

20.
Fair Value of Financial Instruments (continued)
The Company adopted IAS 39 at January 1, 2001. In accordance with the transitional provisions of that standard, the comparative financial statements for periods prior to the effective date of the standard have not been restated.

Disclosure of the nature of financial instruments and their significant terms and conditions that could affect the amount, timing and certainty of future cash flow is presented in the respective notes to these financial statements, when applicable.

21.
Commitments and Contingencies
Introduction of per-minute billings for local telecommunication services

Potential reforms in tariff setting procedures, including the implementation of per-minute billings for local calls as well as changes in the regulation of interconnection may have a significant effect on the future financial position and operations of the Company.

Licenses

The major part of the Company’s revenues is derived from operations conducted pursuant to licenses granted by the Ministry of the Russian Federation for Communications and Informatization. The principal operating and supplementary licenses expire in years ranging from 2004 to 2006. Management has no reason to believe that these licenses will not be renewed on the same terms or that any licenses will be suspended or terminated. 

However, any termination or failure to renew all or any of these licenses may have a significant effect on the future financial position and operations of the Company.

Land

As a result of the privatization carried out  in 1994 the government lost control over OAO Sibirtelecom, and the Сompany, in turn, lost  the privileges related to the use of land. In the period from privatization to December 31, 2001 the Сompany did not incur any expenses related to the use of land on which the Company’s property, plant and equipment are located.  Аt this time the management is unable to estimate the impact of future legislation regarding the use of such state-owned land by the Company.

21. 
Commitments and Contingencies (continued)

Insurance

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 in the Russian Federation. The Company does not have full insurance coverage for its network equipment, business interruption, or third party liability in respect of property or environmental damage arising from accidents with the Company’s property or relating to the Company’s operations. Until the Company obtains adequate insurance coverage, there is a risk that the loss or destruction of certain assets could have a material adverse effect on the Company’s operations and financial position.

Industry regulations

The Russian telecommunication industry is currently being reformed. Potential tariff changes and the ongoing restructuring of OAO Svyazinvest  may significantly affect the Company’s operations. Currently the management is unable to assess the impact of potential changes in the industry regulation on the financial position and results of operations of the Company. 

22.
Related Parties
OAO Svyazinvest

As described in Note 1, the parent company of OAO Sibirtelecom is the open joint stock company Svyazinvest (OAO Svyazinvest) with the controlling interest (75% minus 1 share) being  owned by the Russian Federation. 

It is critical for the Russian Federation to have an efficient telecommunication and data transfer network due to numerous reasons including economic, strategic and national security issues. The Government has and may be expected to continue to exercise significant influence over the operations of the OAO “Svyazinvest” and the Company, a subsidiary of OAO “Svyazinvest”.

The Government's influence is not confined to its shareholding in OAO “Svyazinvest”. It has general authority to regulate domestic long distance and local tariffs.  In addition, the RF Ministry for Communications and Informatization has control over the licensing of providers of telecommunications services.

ОАО “Rostelecom”

OAO “Rostelecom” ,a subsidiary of OAO “Svyazinvest”, provides long distance and international services in the Russian Federation. The Company has agreements with OAO Rostelecom for domestic and international long distance traffic. The respective costs of 188,977 (2000: 188,455) are included in Interconnection charges in the accompanying income statement. As at December 31, 2001 and 2000 the amount owing to Rostelecom for interconnection fees is 19,231 and 16,602 respectively.

22.
Related Parties (continued)

Transactions with State-financed organizations

State organizations are a significant element in the Company's customer base, purchasing services both directly through numerous authorities and indirectly through their affiliates and commercial organizations controlled by them. Entities financed by the State are users of the Company's network. These entities lease lines for which they are charged lower tariffs, approved 

by the MAP, than those charged to other customers. In addition, the Government may by law require the Company to provide certain services to its entities in connection with national security and the detection of crime.

Government subscribers (not including commercial organizations controlled by the state) accounted for approximately 9% (2000: 9%) of service revenues for the year ended December 31, 2001. As at December 31, 2001 amounts due from Government subscribers (net of provision for doubtful debts) were 44,299 (2000: 32,632).

OAO Sibirtelecom Investees

During 2001 and 2000 OAO Sibirtelecom conducted the following operations with its investees: access to the public network, rent of technical premises and rent of office space.

ZAO “Novokom” provides OAO “Sibirtelecom”  with traffic services. The volume of provided services in 2001 and 2000 amounted to 1,100 and 811 accordingly.

Volume of communication services, provided by OAO ”Sibirtelecom” to ZAO “Novokom” in 2001 and 2000 comprises 17,569 and 12,097 accordingly, including:

· Internet services 1,213 (2000- 218);

· Local telephone communication 2,581 (2000-1,878);

· Providing channel E1  1,760 (2000-920);

· NMTS traffic services 10,996 (2000-7,922);

· Billing for MKT and Belcom channels 1,018 (2000-1,159).

All services are provided based on standard rates set for legal entities.

ZAO “TeleRoss-Novosibirsk” and OOO ”TeleRoss”  provided Moscow traffic services to OAO “Sibirtelecom” . Total amount of provided services in 2001 and 2000  was 12,167 and 12,288, accordingly. As of December 31, 2001 a payable of 1,492  was included in the Company’s books in relation to these services.

Total amount of communication services, provided by OAO ”Sibirtelecom”  to ZAO “TeleRoss-Novosibirsk” in 2001  and 2000 was 4,822 and 1,712, respectively, including:

22.
Related Parties (continued)
· Local telephone communication 2,124 (2000-1,712);

· Access right 2,698 (2000-0).

Total amount of communication services, provided by OAO ”Sibirtelecom”  to OOO “TeleRoss” in 2001 and 2000 was 747 and 267 respectively. Services were provided based on standard rates set for legal entities.

OAO “Rinet” provides Internet access services to OAO “Sibirtelecom” . Total amount of provided services in 2001 and 2000 was 15,889 and 14,251,respectively. As of December 31, 2001 a payable of 1,838  was included in the Company’s books in relation to these services. 

Total amount of communication services, provided by OAO “Sibirtelecom”  to OAO ‘Rinet’ in 2001 and 2000 was 3,953 and 2,100 respectively, mainly for channel E1traffic and Ethernet. Services were provided based on standard rates set for legal entities.

Total amount of communication services provided by OAO “Sibirtelecom”  to ZAO ”SCS-900” in 2001 was 9,475, primarily, for channel E1 traffic and regional network traffic. Services were provided based on standard rates set for legal entities.

Total amount of services, provided by OAO “Sibirtelecom” to OAO “NGTS-Page” in 2001 and 2000 was 2,540 and 3,232 accordingly, mainly for  local telephone connection.

Directors’ remuneration

Directors total remuneration approximated 3,851 in 2001 and  1,019  in 2000.  

Shares held by members of the Board of Directors are:

	
	2001
	
	2000 (unaudited)

	Common shares
	28,600,400
	
	266,545

	Preferred shares
	1,286,400
	
	10,210


No loans have been granted to Directors.

23.
Segment Reporting
OAO Sibirtelecom operates in one industry, i.e. provision of telecommunication services, on the territory of Novosibirsk region. The Company’s structure is based on territorial units which service the corresponding parts of the Company network. The Company’s management evaluates performance and makes investment and strategic decisions based upon a review of profitability for the Company as a whole. Reliable information on assets or profit and loss by product type is not available to the Company’s management for evaluation or resource allocation decisions, and is therefore not presented. The performance measurement systems employed by the Company to review overall profitability are based on the results of the Company as determined based on Russian statutory accounting books and records. Russian statutory accounting rules differ in many significant respects from International Financial Reporting Standards.

24. 
Subsequent Events
Dividends

The board of Directors of OAO Sibirtelecom proposed dividends for 2001 in the amount of  24,940 and 24,940 for common shares and preferred shares, respectively (0,009318  rubles per  common share, 0,027954 rubles per preferred share of A type). Dividends were approved at the annual general meeting of shareholders.

Service tariffs

Starting January 1, 2002 tariffs on local telephone services were increased by approximately 6,7%. 

Introduction of EURO

Since January 1, 2002 the European Union has introduced the Euro as a common currency for all member states. Consequently, all of the Company’s current contracts expressed in local European currencies were amended to Euro at the fixed exchange rates of these currencies into Euro. 

The Company is not exposed to any additional currency risks as a consequence of such changes in the contract currencies. 

Long-term loan

In August 2002 the Company signed an agreement with Sberbank for a 2 year credit line with a maximum amount of 7 million Euro, which will be used to finance the purchase of telecommunication equipment from Alcatel. 

24. 
Subsequent Events (continued)
Leasing contract

In July 2002 a leasing contract for the new billing system “Start” was signed with ZAO “Promsvyazleasing”. Total minimum lease payment  under this contract will amount to $6 million.
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