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STATEMENTS OF DIRECTORS’ RESPONSIBILITIES

To the Shareholders of OAO “Uralsvyazinform”

1. International convention requires that management prepare financial statements which present fairly, in all material respects, the state of affairs of the Company at the end of each financial period and of the results and cash flows for each period. Management are responsible for ensuring that the Company keeps accounting records which disclose with reasonable accuracy its financial position and which enable them to ensure that the financial statements comply with International Accounting Standards and that their statutory accounting reports comply with Russian laws and regulations. They also have a general responsibility for taking such steps as are reasonably open to them to safeguard the assets of the Company and to prevent and detect fraud and other irregularities.

2. Management consider that, in preparing the financial statements set out on pages 4 to 31, the Company has used appropriate accounting policies, consistently applied and supported by reasonable and prudent judgements and estimates, and that appropriate International Accounting Standards have been followed.

3. We have reviewed the effect that the Year 2000 will have on our essential computer systems, especially those related to our ongoing operations and our internal control systems, including the preparation of financial information. We have plans under way to address any significant adverse effects on our operations or accounting records related to the Year 2000.  For certain systems we are in the process of developing contingency plans and are committed to implementing them. Management has considered the impact of Year 2000 on amounts and disclosures in the financial statements as required by generally accepted accounting principles. We are satisfied, based on our evaluation, that the financial statements adequately disclose these impacts.

4. The financial statements which are based on the statutory accounting reports restated in accordance with International Accounting Standards, are hereby approved on behalf of the Board of Directors.

For and on behalf of the Board of Directors.

___________________

V.I. Rybakin

General Director

9 June 1999

OAO “Uralsvyazinform”

ul. Lenina, 5

614096 Perm

Russian Federation

Auditors’ Report 
to the Shareholders and Board of Directors of OAO “Uralsvyazinform”

1. We have audited the accompanying balance sheet of OAO “Uralsvyazinform” (“the Company”), as of January 1, 1999, and the related statements of operations, cash flows and of changes in shareholders’ equity for the year then ended. These financial statements set out on pages 4 to 31 are the responsibility of the Company's management. Our responsibility is to express an opinion on these financial statements based on our audit.

2. 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 as to whether the financial statements are free from 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 audits provide a reasonable basis for our opinion.

3. In our opinion, the financial statements present fairly, in all material respects, the financial position of the Company as of January 1, 1999 and the results of its operations and cash flows for the year then ended in accordance with International Accounting Standards.

4. Without qualifying our opinion, we draw your attention to note 3 to the financial statements. The operations of the Company and those of similar entities in the Russian Federation, have been significantly affected, and will continue to be affected for the foreseeable future, by the country’s unstable economy caused in part by the currency volatility in the Russian Federation.

PricewaterhouseCoopers

Moscow, Russia

Balance sheet as of January 1998 and 1999

Notes
Year ended 1 January 1998
Restated     
Year ended
1 January 1999
                            

ASSETS

Rbl'000
Rbl'000






Intangible fixed assets
6
3,713
569

Tangible fixed assets
7
1,764,822
2,187,092

Investments
8
13,885
12,431

Deferred tax
9
306,017
-






Total long-term assets

2,088,437
2,200,092






Inventories
10
76,075
63,178

Trade and other receivables
11
343,302
267,221

Cash and cash equivalents
12
29,251
18,439






Total current assets

448,628
348,838






Total assets

2,537,065
2,548,930






SHAREHOLDERS’ EQUITY AND LIABILITIES








Share capital
13
2,369,399
2,369,399

Retained reserves
13
(559,824)
    (1,255,001)






Total equity

1,809,575
1,114,398






Trade and other payables
14
154,471
152,973

Taxation payable

71,124
50,525

Dividends payable

25,280
4,159

Current portion of interest bearing loans
15
107,767
188,010






Total current liabilities

358,642
395,667






Deferred income
16
97,723
51,398

Interest bearing loans
15
271,125
899,683

Deferred tax
9
-
87,784






Total non-current liabilities

368,848
1,038,865






Total liabilities

727,490
1,434,532






Total equity and liabilities

2,537,065
2,548,930

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

Statement of operations for the years ended 1 January 1998 and 1999


Notes
Year ended
1 January 1998
Restated          Rbl'000
Year ended
1 January 1999
                        Rbl'000

Revenue
17
1,474,851
1,314,348






Operating costs
18
(1,168,674)
(1,081,993)






Operating profit

306,177
232,355






Net gain (loss) from investments

3,107
(6,563)

Net finance cost
20
(56,924)
(479,828)

Gain/(loss) on monetary position

15,132
(48,502)






Net profit / (loss) before tax

267,492
(302,538)






Income tax 
21
18,596
(393,801)






Net profit / (loss) after tax

286,088
(696,339)






Dividends

(21,908)
-






Retained profit / (loss) for year

264,180
(696,339)








Rbl
Rbl

Earnings / (loss) per share - basic and fully diluted
22
0.03285
(0.07923)

The accompanying notes are an integral part of these financial statements.
Cash flow statement for the years ended 1 January 1998 and 1999


Notes
Year ended                     1 January 1998
Restated       Rbl'000
Year ended                   1 January 1999
                          Rbl'000

Net cash flows from operating activities
23
264,049
71,593






Cash flows from investing activities









Purchase of fixed assets

(323,835)
-

Purchase of investments

(3,966)
(5,196)






Net cash used in investing activities

(327,801)
(5,196)






Cash flows from financing activities









Proceeds from interest bearing loans

134,110
255,589

Repayment of loans

(102,665)
(327,555)

Purchase of treasury shares

(32,740)
(12,170)

Sale of treasury shares

76,035
13,332






Net cash inflow from financing

74,740
(70,804)






Effect of inflation on cash

(2,909)
(6,405)






Net (increase)/decrease in cash and cash equivalents


8,079

(10,812)






Cash and cash equivalents at beginning of year
12
21,172
29,251

Cash and cash equivalents at end of year 
12
29,251
18,439

Non-cash transactions
The Company acquired Rbl'000 191,922 and Rbl'000 358,457 of fixed asset through vendor financing in the years ending 1 January 1998 and 1999 respectively. In addition, Rbl’000 228,868 (Rbl’000 Nil) of fixed assets were acquired through offset of amounts due from customers.

The accompanying notes are an integral part of these financial statements.
Statements of changes in shareholders’ equity for the years ended 1 January 1998 and 1999


     Ordinary Shares



Notes
Number 

(thousands)
Nominal 
Value 
Rbl'000
Restated for Inflation Rbl'000
Reserves

Rbl'000
Total
Equity
Rbl'000
Change in Accounting Policy          Rbl’000
Reserves Restated

Rbl’000
Total Equity Restated

Rbl’000

On 1 January 1997

9,120,967
912,096
2,369,399
(747,292)
1,622,107
(107,988)
(855,280)
1,514,119

Retained profit for year

-
-
-
258,752
258,752
5,428
264,180
264,180

Contributed Assets
13
-
-
-
8,336
8,336

8,336
8,336

Purchase of treasury shares
13
-
-
-
(32,740)
(32,740)

(32,740)
(32,740)

Sale of treasury shares
13
-
-
-
76,848
76,848

76,848
76,848

Tax attributable to profits on treasury shares
13

-

-

-

(21,168)

(21,168)


(21,168)

(21,168)

On 1 January 1998

9,120,967
912,096
2,369,399
(457,264)
1,912,135
(102,560)
(559,824)
1,809,575

Retained loss for year

-
-
-
-
-

(696,339)
(696,339)

Purchase of treasury shares
13
-
-
-
-
-

(12,170)
(12,170)

Sale of treasury shares
13
-
-
-
-
-

13,332
13,332

Tax attributable to profits on treasury shares
13

-

-

-

-

-


-

-

On 1 January 1999

9,120,967
912,096
2,369,399
-
-

(1,255,001)
1,114,398

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

1. Reporting entity

These financial statements are presented by OAO "Uralsvyazinform" ("Uralsvyazinform" or "the Company"), which is incorporated in the Russian Federation ("Russia"). The principal activity of the Company is the provision of telecommunications services to the businesses, people, government and state bodies in the Perm region.

Uralsvyazinform was established as an open joint stock company on 29 April 1994 in accordance with the Presidential Decree on Privatisation of State Enterprises No 721 dated 29 January 1992. On 1 January 1999 the Government of the Russian Federation controlled indirectly 51% of the voting share capital of the Company, through its 75% holding in OAO "Svyazinvest", the parent company of “Uralsvyazinform”. 

The principal office is at Ulitsa Lenina 64, 614096 Perm, Russian Federation.

2. Basis of preparation

These financial statements have been prepared in accordance with the accounting and reporting requirements of International Accounting Standards ("IAS"), promulgated by the International Accounting Standards Committee. The financial statements have been prepared using the historical cost convention, restated for the effects of inflation. The functional currency of the Company and the reporting currency for these financial statements is the Russian Rouble. Certain amounts in prior years' financial statements have been reclassified to conform with the presentation adopted in the current year.

The company has applied IAS 1 (Revised 1997) "Presentation of Financial Statements" and IAS 12 (Revised 1996) "Accounting for Taxes on Income" in preparing these financial statements.

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

On 1 January 1998, the currency unit of the Russian Federation was redenominated with the effect that one thousand Roubles of the currency unit existing at 31 December 1997 became equivalent to one redenominated Rouble. All Rouble amounts appearing in these financial statements are stated in redenominated Roubles.
3. Russian environment

In recent years, Russia has undergone fundamental political and economic change. As an emerging market, Russia does not possess a well developed business infrastructure which generally exists in a more mature free market economy. As a result, operations carried out in Russia involve significant risks which are not typically associated with those in developed markets. Uncertainties regarding the political, legal, tax or regulatory environment, including the potential for adverse change in any of these factors, could significantly affect the Сompany 's ability to operate commercially. It is not possible to estimate what changes may occur or the resulting effect of any such changes on the Сompany 's  financial position or future results of operations.

During the year ending 1 January 1999 the Russian Federation suffered severe economic and financial difficulty. The effects included, but were not limited to, declines in prices of domestic debt and equity securities, a severe decline in value of the currency, restrictions on foreign debt repayments, an increased rate of inflation and increased rates of interest on government and corporate borrowings. Subsequent to 1 January 1999, the Russian Federation continued to suffer severe economic difficulty.

The Сompany has foreign currency denominated borrowings of Rbl’000 1,045,540, at 1 January 1999 which are required to be repaid over future years, as is more fully described in Note 15. Through 21 May 1999, the Russian Rouble has declined in value as compared to the DM by approximately 9%, and this has increased the Rbl’000 value of these borrowings by approximately Rbl’000 97,000. There has been speculation that further loss of value of the Russian Rouble may occur. Additional devaluation will both increase the Сompany's  effective cost of borrowings and make it more difficult to increase borrowings or re-finance existing borrowings. The Company has a net working capital deficiency of Rbl’000 46,829. Management has taken steps, including cost reduction and renegotiation of certain of the Company’s interest bearing loans such that the scheduled repayment periods were prolonged. Further, management will seek to implement tariff increases as appropriate to ensure that the Company can withstand the difficulties it faces as a result of the current economic environment. Management believes that cash flows generated from operations will be sufficient to finance working capital needs. As a result, these financial statements are presented on a going concern basis.

Due to inherent uncertainty, it is not possible to predict the extent, severity or duration of the current economic difficulty nor quantify what impact it may have on the current financial position or future operations of the Company. In addition, the recoverability of the Сompany's assets and the ability of the Company to pay its debts as they mature are dependent to a large extent on the effectiveness of the fiscal measures and other actions, beyond the Сompany's control, which have been or will be undertaken to achieve economic recovery. 

4. ACCOUNTING FOR THE EFFECTS OF INFLATION

IAS requires that financial statements prepared on a historic cost basis should be adjusted to take account of the effects of inflation, if this has been significant. IAS 29 provides guidance on how financial information should be presented in such circumstances. In summary, it requires that financial statements should be restated in terms of the measuring unit current at the latest presented balance sheet date and that any gain or loss on the net monetary position of assets and liabilities expenses in Roubles during the years should be included in the statement of operations and disclosed separately. 

IAS 29 states that economies should be regarded as hyperinflationary when the cumulative inflation rate over a period of three years exceeds 100%. 

During the year ended 1 January 1999 the general price index issued by Goskomstat, the official Russian Government Statistical Bureau, indicates that the domestic rate of inflation has been 84.5%. In the year ended 1 January 1998, the price index increased by  12.1%. Therefore the provisions of IAS 29 have been adopted in preparing these financial statements.

The general price index as issued by Goskomstat has been adopted in preparing these financial statements. 

The application of IAS 29 to specific categories of transactions and balances within the financial statements is set out as follows:

a) Corresponding figures

Reported amounts for the year ending 1 January 1998 have been restated by restating the amounts included in previously published financial statements for the change in the general price index up to 1 January 1999. All financial information presented is therefore presented in terms of the measuring unit current on 1 January 1999, the latest date for which financial statements are presented, unless stated otherwise.

b) Monetary assets and liabilities

Cash and cash equivalents, receivables, payables, interest bearing loans, deferred income, current taxation and dividends have not been restated as they are considered monetary assets and liabilities and are stated in Roubles current at the balance sheet date.

Gains or losses on the net monetary position of assets and liabilities expressed in Roubles, which arise as a result of inflation, are estimated by applying the change in the general price index to the monetary assets and monetary liabilities, during the period.

c) Non monetary assets and liabilities

Non-monetary assets and liabilities are restated from their historic cost, by applying the change in the general price index from the date of recognition to the balance sheet date.

d) Statement of operations

Items included in the statement of operations are restated by applying the change in the general price index from the dates when the items were initially recorded to the balance sheet date. The depreciation charge for the year is based on the restated tangible fixed asset balances at each year end. Bad debt expense represents the movement between the indexed opening and the closing provisions, adjusted for items written off during the year.

5. Principal accounting policies

Set out below are the principal accounting policies, used to prepare these financial statements:

a) Revenue and cost recognition

Revenue and operating costs for all services supplied and received are recognised at the time the services are rendered. Installation and connection fees are recognised as revenue in the year of installation or connection.  All revenues exclude value added tax.

In the years ended 1 January 1998 and 1999, the Company paid a proportion of the revenue it received from its customers for calls which terminated outside the region for the use of the other operators' networks. The amounts were settled by and with Rostelecom.

These revenues and costs are shown gross in these financial statements, and exclude value added tax.

The settlement rate for these payments is calculated to compensate for revenues that would otherwise have been received on incoming calls.

b) Tangible and intangible fixed assets

Cost
Cost includes all costs directly attributable to bringing the asset to working condition for its intended use. In the case of the network this comprises all expenditure up to distribution points within the customers' premises and includes contractors' charges and payments on account, materials, direct labour and interest.

Significant renovations are capitalised if these extend the life of the asset or significantly increase its revenue generating capacity.

Items of fixed assets that are retired or otherwise disposed of are eliminated from the balance sheet along with the corresponding accumulated depreciation. Any gain or loss resulting from such retirement or disposal is included in current income.

Depreciation
Depreciation is calculated on tangible fixed and intangible assets on a straight line basis from the time they are available for use over their estimated useful lives. These lives are as follows:


Years

Tangible Fixed Assets


Buildings
25 - 50  

Cable and transmission equipment


· SYMBOL 215 \f "Symbol" \s 12 \hDuct
25

· SYMBOL 215 \f "Symbol" \s 12 \hCable
25

· SYMBOL 215 \f "Symbol" \s 12 \hTransmission equipment, including switches
15

Computers and office equipment
7 - 50  

Motor vehicles
4




Intangible Fixed Assets


Licenses for radio frequencies
15

Change in accounting policy – Social assets

During 1998 the Company has changed its policy for accounting for Social assets in order to conform to the accounting policy of the parent company “Svyazinvest”. Social assets are now expensed on acquisition, while previously they were recorded at cost and depreciated over their expected life in use. This change in accounting policy has been applied retrospectively in line with the benchmark treatment of IAS 8 “Net Profit or Loss for the Period, Fundamental Errors and Changes in Accounting Policies”. The comparative information has been restated accordingly by a charge of 107,988 to reserves at 1 January 1997.

During September 1998, the IASC published IAS 36 “Impairment of Assets” which replaces the requirements relating to recoverability of assets in IAS 16 (revised 1993) “Property, plant and equipment”. IAS 36 becomes applicable for accounting periods beginning on or after 1 July 1999. The Company has chosen to continue application of IAS 16 for preparation of these financial statements for the year ending 1 January 1999.

c) Investments

Equity affiliates in which the Company has a significant but not a controlling interest are accounted for using the equity method. Significant interest is usually demonstrated by the Company owning, directly or indirectly between 20 percent and 50 percent of the voting share capital. The Company's share of net income of equity affiliates is included in the statement of operations, and the Company's share of the net assets of equity affiliates is included in the balance sheet. Immaterial subsidiaries are also accounted for as equity affiliates.

d) Inventory

Inventory is stated at the lower of cost incurred in bringing each item to its present location and net realisable value, after provision for excess, damaged and obsolete items. Cost is calculated on a first in first out basis. Items used in the construction of new plant and equipment are capitalised as part of the related asset. Inventory used in the maintenance of equipment is charged to operating costs as utilised. 

e) Accounts Receivable

Receivables are stated in the balance sheet at their expected realisable value, after provision for bad and doubtful amounts.

f) Components of cash and cash equivalents

Cash and cash equivalents consist of cash on hand, balances with banks, and highly liquid investments with original maturities of three months or less, with insignificant risks of diminution in value. 

g) Deferred taxation

Deferred taxation is provided using the balance sheet liability method based upon the concept of temporary differences, being differences between the carrying amounts of assets and liabilities on the balance sheet and their tax basis values. Under this method deferred taxes are required to be recognised for all temporary differences with certain specific exceptions. Deferred tax assets and liabilities are measured at the tax rates that are expected to apply to the period when the asset will be realised or the liability settled, based on tax rates and laws that have been enacted or substantively enacted at the balance sheet date. Deferred tax assets are recognised when it is probable that taxable profits will be available against which the deductible temporary differences can be utilised.

h) Borrowing costs

Borrowing costs are charged to the statement of operations as incurred unless relating to loans which fund significant capital projects, in which case they are capitalised with the relevant asset up to the date of commissioning and charged to the statement of operations over the period in which the asset is depreciated.

i) Foreign currencies

Transactions denominated in foreign currencies are translated into Roubles at the exchange rate ruling as at the transaction date. Foreign currency monetary assets and liabilities are translated into Roubles at the exchange rate as of the balance sheet date. 

Exchange differences arising on the settlement of monetary items, or on reporting an enterprise's monetary items at rates different from those at which they were initially recorded in the period, or reported in previous financial statements, are recognised as foreign currency translation gains or losses in the period in which they arise. Exchange differences are included within net finance cost in the statement of operations.

The Rouble is not a convertible currency outside the territory of Russia and there are significant restrictions on trading of foreign currency within the territory of Russia.

j) Research and development

Research and development costs are expensed as incurred.

k) Employee Benefits

The Company does not have a pension or other social insurance scheme supplementary to those provided by the State in operation during the years ending 1 January 1998 and 1999. 

Contributions are made to the Governments' social and medical insurance, retirement benefit and unemployment schemes at the statutory rates in force during the year. The costs of these benefits are charged to the statement of operations as incurred.

l) Year 2000 costs

External and internal costs specifically associated with modifying internal-use software for the year 2000 are charged to expense as incurred.

m) Financial instruments

Financial instruments carried in the balances sheet include cash and bank balances, investments, receivables, accounts payable and borrowings. The particular recognition methods adopted are disclosed in the individual policy statements associated with each item. The Company is not party to financial instruments that reduce exposure to fluctuations in foreign currency exchange and interest rates.

6. Intangible Fixed Assets

Intangible fixed assets comprise the cost of obtaining radio frequencies. Movements in the two years ended 1 January 1999 as follows:


Movement in year ended
1 January 1999
Rbl'000
Movement in year ended
1 January 1999
Rbl'000

Cost







At 2 January 
3,979
3,979

Additions 
-
118

Disposals
-
(3,326)

At 1 January
3,979
771





Amortisation







At 2 January
-
266

Charge for the year
266
158

Disposals
-
(222)

At 1 January
266
202





Net book value
3,713
569

7. TANGIBLE FIXED ASSETS

Movements in tangible fixed assets in the year ended 1 January 1999 were as follows:


Buildings and site services
Rbl'000
Cable and trans- mission devices
Rbl'000
Tehephone
exchanges
Rbl'000 
Other fixed
assets
Rbl'000
Assets in course of construction
Rbl'000
Total

Rbl'000

Cost







At 2 January 1998
464,776
1,119,510
793,375
221,313
138,889
2,737,863

Accounting policy change 
(162,823)




(162,823)

At 2 January 1998, restated
301,953
1,119,510
793,375
221,313
138,889
2,575,040

Additions




587,325
587,325

Transfers
76,656
109,744
51,531
30,646
(268,577)
-

Disposals
(3,971)
(23,309)
(8,301)
(10,285)
(13,541)
(59,407)

At 1 January 1999
374,638
1,205,945
836,605
241,674
444,096
3,102,958









Depreciation







At  2 January 1998
(113,663)
(402,259)
(233,456)
(121,103)
-
(870,481)

Accounting policy change 
60,263




60,263

At 2 January 1998, restated
(53,400)




(810,218)

Charge for the year
(5,111)
(55,161)
(48,218)
(27,709)
-
(136,199)

Disposals
936
14,095
5,880
9,640
-
30,551

At 1 January 1999
(57,575)
(443,325)
(275,794)
(139,172)
-
915,866









Net book value at 1 January  1999
317,063
762,620
560,811
102,502
444,096
2,187,092









Net book value at 2 January 1998, restated  
248,553
717,251
559,919
100,210
138,889
1,764,822









Where assets are included in the balance sheet at their restated amount, IAS requires that the historic cost should also be disclosed. However, in the opinion of the Directors, this information, in a hyper-inflationary economy, would be of no benefit to users of these financial statements.

Buildings and site services are shown net of social assets intended for the benefit of the Company's employees, primarily accommodation. The net book value of these assets on 1 January 1998 was Rbl’000 102,560. In 1998 the Company has changed its accounting policy for the reason of consistency with the parent company’s accounting policy. Social assets are expensed on acquisition. An amount of Rbl’000 102,560 was adjusted against opening reserves.

In July 1997, the Company's right to occupy land rent-free was removed by the Government. In 1998 the Company has purchased 11% of land under production fixed assets and paid land tax of Rbl’000 1,133 in respect of this land. Annual rental payable in respect of other land in 1998 was Rbl’000 898.

8. Investments

Movements in the two years ended 1 January were as follows:


Year ended 
1 January 

1998
Rbl'000
Year ended 
1 January

1999
Rbl'000

Beginning of year
8,321
13,885

Net additions in year
3,966
5,196

Net income (loss) from investments
1,598
(6,650)

End of year
13,885
12,431

These investments comprised the following as of 1 January 1999:

Name
Activity
Interest in voting share capital
%
1998
Carrying
 amount
Rbl'000
1999
Carrying
 amount
Rbl'000

TOO "Perminform"
Telecommunications
100
4,804
2,985

Perm Telecom
Telecommunications
100
1,153
579

ZAO AKIB "Pochtobank"
Banking
50
5,447
7,132

NPF Parma
Pension Fund Management
29
917
369

Other investments
Various
Various
 1,564
 1,366




13,885
12,431


The carrying amount of investments in these financial statements is equal to the Company's share of underlying equity in the net assets of investee companies.

9. Deferred taxation

The movements in net deferred taxation during the years ending 1 January were as follows:


1998
Rbl'000
1999
Rbl'000





Beginning of year (asset)
(219,396)
(306,017)

(Credit) charge for the year
(86,621)
393,801

End of year
(306,017)
87,784


The components of the net deferred tax liability / (asset) were as follows as at 1 January :


1998
Rbl'000
1999
Rbl'000





Accounts payable and other accruals
(12,463)
(104)





Tangible fixed assets valuation differences
(346,392)
91,328

Deferred income
(34,411)
(18,494)





Differences in valuation of accounts receivable
87,249
15,054

Net total deferred tax liability / (assets)

(306,017)

87,784

Deferred income tax assets are to be recognised for tax loss carry forwards only to the extent that realization of the related tax benefit is probable. The Company has tax losses of approximately up to Rbl’000 200,306 to carry forward against future taxable income during the following 5 years up to a maximum of 20% of the losses in any one year, but restricted to 50% of the taxable profit in each year. Of the total losses, no amounts have been recognised in these financial statements as giving rise to a deferred tax asset due to the uncertainty of their recoverability.

As a result of changes in Russian tax legislation, a profit tax rate of 30% has been enacted stating from 1 April 1999. As this tax rate was not substantivly enacted at 1 January 1999, the effect of the change will be reflected in the financial statements for the year ended 1 January 2000. The estimated reduction of the net deferred tax liabilities as at 1 January 1999 resulting from the reduction in the tax rate is Rbl’000 12,500.

Tangible Fixed Assets Valuation Differences
The Company is required to revalue its tangible fixed assets periodically for tax purposes to moderate the effects of hyperinflation on investment in tangible fixed assets. Such valuations are performed using coefficients published in Government regulations, or according to the results of a valuation performed by a suitably accredited professional valuer.

Once the revaluation has been adopted, the revalued amounts are effective for tax purposes, for example, in the calculation of tax deductible depreciation.

The Company applied coefficients at 1 July 1992, 1 January 1993, 1994, 1995 and 1996. At 1 January 1998, the results of a professional valuation were adopted for tax purposes, as is permissible under Russian legislation. No revaluation was permitted at 1 January 1997.

In these financial statements prepared under International Accounting Standards, tangible fixed assets are not subject to revaluation, other than adjustments to reflect the effects of inflation on their original historic cost from the date of acquisition.

As a result of this difference in the treatment of fixed assets, a deferred tax liability arises as of 1 January 1999, in respect of the excess of the inflation adjusted carrying values of tangible fixed assets over their value for tax purposes.

Any future change in Government taxation policy could significantly affect the amount of  the deferred tax liability.

10. Inventories

Inventory on 1 January comprised the following:


1 January 1998
Rbl'000
1 January 1999
Rbl'000

Spare parts and consumables
15,088
15,916

Materials and fuels
40,508
35,008

Other
20,479
12,254


76,075
63,178

11. Trade and other receivables

Trade and other receivables on 1 January comprised the following:


 1 January 1998
Rbl'000
1 January 1999
Rbl'000

Trade accounts receivable, gross
375,610
289,607

Less: provision for doubtful debts
(126,331)
(94,099)


249,279
195,508

Prepayments
66,911
35,998

Non-income taxes recoverable
9,144
26,623

Other receivables
17,968
9,092


343,302
267,221

12. Cash and Cash Equivalents

Cash and cash equivalents on 1 January comprised the following:


1 January 1998
Rbl'000
1 January 1999
Rbl'000

Cash at bank and in hand
29,251
18,439


Cash and cash equivalents are deposited with institutions, primarily local banks, considered by the Company to have the lowest possible risk of default.

Cash at bank includes Rbl’000 8,374 (1 January 1998 – Rbl’000 105) denominated in foreign currencies.

13. shareholders’ equity 

As at January 1, 1999 and 1998 the issued and outstanding share capital were as follows:


Number of Shares

Thousands
Nominal Value

Rbl’000
Restated for inflation 

Rbl’000

Types of shares




Ordinary shares Rbl 0.1 par value
9,120,967
912,096
2,369,399

In these Financial Statements, the share capital of the Company has been indexed to account for the effects of inflation in the period since its subscription.

A new version of Uralsvyazinform’s charter was approved by the Company’s shareholders and registered by the Perm City Administration on 8 July 1998 and authorises additional 912,096,700 ordinary shares, nominal value Rbl 0.1 as yet unissued. Ordinary shares carry voting rights with no guarantee of dividends. The Company does not have authorised or issued preferred shares.

In accordance with the Company's charter, OAO "Uralsvyazinform" is permitted to repurchase, on the open market, ordinary shares so long as 90% of the nominal value of its issued Charter Capital remains in circulation. Repurchased shares must either be sold or eliminated within one year of being purchased. During the year ended 1 January 1999 a further 103,502,912 shares were purchased at a cost of Rbl’000 12,170, and 116,306,000 shares were sold for Rbl'000 11,631. Of above amounts, 101,282,000 shares and 116,282,000 shares were respectively purchased from and sold to a related party, Pochtobank. These transactions were made on a repo basis, i.e.with the Company’s obligation to repurchase sold shares (See Note 24(a)). At 1 January 1999 325,529,511 shares were held in treasury.

The statutory accounting reports of the Company are the basis of profit distribution and other appropriations.  Russian legislation identifies the basis of distribution as the current year net profit. For 1998, the statutory loss for the Company as reported in the annual statutory reporting forms was R’000 392,117. However this legislation and other statutory law and regulations dealing with the distribution rights are open to legal interpretation and accordingly Management believes at present it would not be appropriate to disclose an amount for the distributable reserves in these financial statements. 

14. Trade and other payables

Trade and other payables on 1 January comprised the following:


1 January 1998
Rbl'000
1 January 1999
Rbl'000

Amounts due within one year





Trade accounts payable
74,420
45,775

Advances from customers
43,751
29,058

Accrued expenses
20,332
33,611

Other payables
7,905
39,800

Deferred income (Note 16)
8,063
4,729


154,471
152,973

15. Interest bearing loanS

Interest bearing loans on 1 January comprised the following:


1 January 1998
Rbl'000
1 January 1999
Rbl'000

Maturity



Current portion of interest bearing loans
107,767
188,010

Between one and two years
47,058
201,927

Between two to five years
112,355
488,574

After five years
111,714
209,182

Non-current portion of interest bearing loans
271,127
899,683

Total interest bearing loans
378,894
1,087,693


Foreign currency loans included:



Current portion 
71,402
156,615

Between one and two years
41,155
191,296

Between two to five years
112,355
488,574

After five years
111,714
209,055

Non-current portion
265,224
888,925


336,626
1,045,540

Interest bearing loans at 1 January 1999 may also be summarised as follows:


Note
Rbl'000

Foreign Currency loans:



Deutsch mark - Long term
(a)
888,925

Deutsch mark - Short term
(b)
156,615

Total foreign currency loans

1,045,540


Rouble loans:



Bank loans – short-term
(c)
31,395

Telephone Bonds
(d)
127

Cash debentures
(e)
6,981

Special purpose debentures

3,650

Total rouble loans

42,153





Total interest bearing loans

1,087,693

(a)
Deutsch mark loans long term represent a credit facility guaranteed by the Government of the Russian Federation, and credits granted by equipment suppliers including amounts later factored to Dresdner Bank, to purchase telecommunications equipment. These amount to a total of 72 mln Deutsche marks and bear interest at approximately 6% and are repayable by instalments over the term of the loan.

(b)
Deutsch mark loan short term represent Rbl’000 131,923 of short-term portion of the long-term debt and short term bank loan of Rbl’000 24,692 secured on telecommunications equipment with total value of 2.5 mln Deutsch marks. These amount to a total of 12.7 mln Deutsche marks and carry interest at 6% and 15%, respectively, and are repayable on maturity.

(c)
Bank loans represent short-term loans obtained from commercial banks at prevailing interest rate of 63%. They include some Rbl’000 28,395 which are secured on the Company’s telecommunication equipment and inventory. All Rouble loans are repayable on maturity.

(d)
Telephone Bonds represent amounts subscribed by the public and bear interest at 1%. These amounts are to be repaid through charges for telephone installation. See also Note 16.

(e) Cash Debentures are unsecured and represent amounts subscribed by the public and bear interest at 80% of the Central Bank of Russia refinancing rate. 

The Company does not utilise financial instruments to hedge against its exposure to fluctuations in interest and foreign exchange rates.

16. Deferred income

Deferred income on 1 January comprised the following:


1 January 1998
Rbl'000
1 January 1999
Rbl'000

Long term portion of premium on Telephone Bonds [Note 15 (d)]
97,723
51,398

Current portion of premium on telephone Bonds [Note 14]
8,063
4,729

This represents amounts subscribed by the public above the nominal value of the Bonds, in consideration for the installation of telephones within a guaranteed period. The amounts raised have been invested in the general development of the network and are released to income and expenditure over the estimated period of the exploitation of these assets of 15 years, as follows: 


1 January 1998
Rbl'000
1 January 1999
Rbl'000

Current portion (within one year)
8,063
4,729

Between one to two years
8,063
4,729

Between two to five years
24,190
14,188

After five years
65,470
32,481

Non-current portion
97,723
51,398

Total deferred income
105,785
56,125

17. rEVENUE

Revenue comprised the following for the years ended 1 January:


Year ended
1 January 1998
Rbl'000
Year ended 
1 January 1999
Rbl'000

Telephone - international and
long distance calls

678,176

570,271

Local calls
582,978
511,348

Telex and telegraph
38,818
32,293

Radio and TV transmission
68,746
51,458

Mobile telephony
44,437
72,730

Other revenue
61,696
76,248


1,474,851
1,314,348


The Company's ability to increase local tariffs is constrained by the regional government, and long distance and international tariffs by the State Communications and Information Technology Committee. The only increase in tariffs during the year ended 1 January 1999 was for long-distance calls. Range of increase is from 5% to 30% depending on distance of call and type of client: individual or legal entity. From 28 December 1998 responsibility for regulation of local and long distance tariffs has passed to the Ministry of Antimonopoly policy and Support of the Entrepreneurial Activity.

The revenues, analysed by customer group, were as follows:


Year ended
1 January 1998
Rbl'000
Year ended
1 January 1999
Rbl'000

Residents
508,824
460,022

Business
789,045
709,748

State and other public organisations
176,982
144,578


1,474,851
1,314,348

The Company provides telecommunications services to subscribers in the Perm region of Russia.  Management considers that they operate and manage the business as one business and geographical segment.

18. Operating costs

Operating costs comprised the following for the years ended 1 January:


Year ended                 1 January 1998                                            Restated            Rbl'000
Year ended                1 January 1999          Restated
Rbl'000

Staff costs



Wages, salaries and other staff costs
402,217
377,987

Social insurance
124,738
111,662

Total staff costs
526,955
489,649

Depreciation and amortisation of tangible and intangible fixed assets

104,603

136,199

Payments to other network operators
55,376
45,660

Administrative costs
164,020
176,366

Provision for doubtful debts
65,682
8,477

Research and development
16,813
14,609

Repairs and maintenance
66,592
38,829

Materials fuel and spare parts
63,249
47,983

Electricity
14,442
47,650

Taxes other than on income
90,942
76,571


1,168,674
1,081,993

19. Employees

The average number of employees was as follows for the years ending 1 January:


 1998
 1999

Staff numbers



Administrative
1,744
1,776

Technical
6,201
6,297


7,945
8,073

20. Net Finance cost

Net finance cost comprised the following for the years ending 1 January:


Year ended

1 January 1998

Rbl'000
Year ended 
1 January 1999
Rbl'000

Interest expense
 


Rouble loans
37,949
19,016

Foreign currency loans
19,552
33,690

Interest on telephone bonds
-
4,986

Total
57,501
57,692

Less: Interest capitalised
(7,397)
-

Interest expense, net
50,104
57,692

Interest income
(262)
(174)

Exchange losses
7,082
422,310

Net finance cost
56,924
479,828

21. Income tax 

The components of income tax expense (credit) for the year ending 1 January were as follows:


Year ended 1  January 1998
Rbl'000
Year ended 1  January 1999
Rbl'000

Current income taxes
68,025
-

Deferred taxes (Note 9)
(86,621)
393,801


(18,596)
393,801

A reconciliation between the reported income tax expense and the theoretical amount that would arise using the standard tax rates is as follows: 

Year ended
1 January 1998
Restated
Rbl'000
Year ended
1 January 1999

Rbl'000

Net profit/(loss) before tax
267,492
(302,538)





Income tax calculated at 35% 
93,622
(105,888)

Non-temporary elements of monetary (gain) / loss
48,552
240,971

Effect of non deductible expenses
53,172
46,419

Unrecognised current year tax losses
-  
72,172

Investment allowance
(84,532)
-  

Revaluation of tax base
(152,917)
-  

Inflation effect on deferred tax balance at beginning of year
                          23,507
                       140,127

Income tax expense/(credit) for the year
(18,596)
393,801


Non-deductible expenses comprise various costs that are non-deductible for Russian profits tax purposes, including certain amounts of bank loan interest, various employee costs, excess travel expenditures and certain taxes.

22. Earnings per share

Earnings per share are based on losses after tax of Rbl'000 696,339 (year ended 1 January 1998: profit of Rbl’000 286,088) and on 8,789 million ordinary shares being the weighted average number of ordinary shares outstanding during the year (year ended 1 January 1998: 8,708 million ordinary shares). Shares in treasury have been excluded from the number of shares outstanding, for the purposes of calculating earnings per share.
23. Cash flows from operating activities


Year ended                1 January 1998                 Restated           Rbl'000
Year ended                  1 January 1999

                                                                                      Rbl'000

Net income before taxes and dividends
267,492
(302,538)

Adjustments for:



· Depreciation and amounts written off tangible fixed assets

104,603

136,357

· Net finance cost
56,924
479,828

· Net loss (gain) from investments
(3,106)
6,650

· Disposal of fixed assets
6,715
31,960

· Amortisation of premiums on bonds issued
(8,137)
(7,902)

· Loss (gain) on monetary position
(15,132)
48,502


409,357
392,857

Decrease (increase) in inventories
(15,261)
12,897

Increase in receivables
(37,840)
(435,789)

Increase/(decrease) in accounts payable
(417)
150,764


355,839
120,729

Interest paid
(49,842)
(40,072)

Taxes paid
(39,026)
-

Dividends paid
(2,922)
(9,064)


Net cash flows from operating activities

264,049

71,593

24. Related party transactions

A summary of the transactions with Related parties is provided in the table below:


Year ended
1 January 1998
Rbl'000
Year ended
1 January 1999
Rbl'000

Balance Sheet





Other Debtors



ZAO AKIB "Pochtobank"
8,690
-

Loans to directors
269
157





Cash and Cash Equivalents



Cash at ZAO AKIB "Pochtobank" 
7,834
5,116





Accounts payable



OAO "Rostelecom"
11,970
13,662





Interest bearing loans



ZAO AKIB "Pochtobank"
22,505
2,400





Income Statement





Charges from OAO "Rostelecom'
55,376
45,660

Interest payable to ZAO AKIB "Pochtobank"
23,203
9,751

Commissions payable to ZAO AKIB "Pochtobank"

1,177

5,413

(a) ZAO AKIB PochtoBank
During the year, the Company used the services of the bank, in which at 1 January 1999 it held 50% of the voting capital (1997: 50%), as a source of loans and as a bank in the normal course of business. 

The loans, which are denominated in Roubles, have borne interest at rates between 50% and 63%.

In September-October 1998 the Company sold 116 mln of its own shares to "Pochtobank" at par and purchased back in December 101 mln own shares at par. At 1 January 1999 "Pochtobank" held a total of 87,118,138 shares of the Company. Under the terms of the agreement, "Pochtobank" is obliged to sell these back to the Company at par.

In 1998 the Company transferred for free banking equipment to “Pochtobank” in amount of Rbl’000 13,541. This amount has been included in administration expenses in the statement of operations for the year ended 1 January 1999.

(b) OAO Svyazinvest and OAO Rostelecom

51% of the Company's voting capital is held by OAO "Svyazinvest", which during the year ended 1 January 1998 acquired 51% of the voting capital of OAO "Rostelecom", the main provider of international and domestic long distance telecommunications in the Russian Federation. Rostelecom charges the Company for completing long distance and international calls.

(c) The Government

75% of the voting capital of OAO "Svyazinvest" is held by the Government. In the year, the Company provided services to Government departments and other bodies on normal trading terms. Some Rbl'000 59,828 is included in trade debtors in respect of these services. 

(d) Directors

At 1 January 1999, loans to directors amounted to Rbl'000 157 (1998: Rbl'000 1,269). These loans were interest free. They were repaid by 31 March 1999.

25. Capital Commitments

At 1 January 1999 the Company had agreements with an equipment vendor to purchase equipment of a value of DM’000 2,734 or at the year end exchange rate 12,346 Rbl/DM – Rbl’mln 33.7, all of which will be payable in 1999.  

26. CONTINGENCIES

a) Taxation environment

Taxation inspections in Russia are frequent, involving detailed examinations of taxpayers accounting records and procedures months or even years after the end of the period of assessment. The penalty regime is punitive. Consequently, companies can find themselves subject to the imposition of costs and fines which can be significant. The Company considers that adequate provision has been made for all material taxation liabilities.

b) Svyazinvest

During 1997 the Government sold 25% plus 1 share of its holding in OAO  "Svyazinvest", the holding company initially owned by the Government in full which was created to hold the Government's majority interest in its telecommunications ventures including the local telephone operators. It is a matter of public record that it is the intention of the Government to auction a further 25% of the voting capital of OAO  "Svyazinvest". It is not possible to assess the impact on the activities of the Company of a further reduction of Government control on the telecommunications sector in the Russian Federation.

It is also a matter of public record that the Government intends to promote competition within the telecommunications industry, which may include the granting of additional licenses to other operators. At present, it is not possible to determine the effects, if any, of changes in these matters on the value of the Company's assets. At present there is no significant competition to the Company in the region.

c) Interest of the Government in the telecommunications and data transmission facilities in the Russian Federation and protection of that interest

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 exercised and may be expected to continue to exercise significant influence over the industry's operations. The Government's influence is not confined to its share holdings in the Company. For example, the Government has the general authority to regulate tariffs and does regulate domestic long distance tariffs to a limited extent and the State Committee for Communications and Information has control over the licensing of providers of telecommunications services.

d) Licenses

Substantially all of Uralsvyazinform's revenues are derived from operations conducted pursuant to licenses granted by the Russian Government. These licenses expire in various years ranging from 1999 to 2007. The Company has no reason to believe that the licenses will not be renewed or that any license will be suspended or terminated. Renewal of licences is automatic provided that the terms of the licence are met. The Company is not aware of any breaches. However, any suspension or termination of the Company's licenses or any failure to renew any or all of these licenses could have a material adverse effect on the financial position and operations of the Company. The directors consider this possibility to be remote.

e) Year 2000 – external factors

It is unclear whether the Russian government and other organisations in the Russian Federation who provide significant infrastructure services have addressed the Year 2000 problem sufficiently to mitigate potential disruption to these infrastructure services. The substantial disruption of these services would have an adverse affect on the operations of the Company. Furthermore, the severe financial difficulties discussed in Note 3 could affect the ability of the government and other organisations to fund Year 2000 compliance programs.
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