
OAO "Uralsvyazinform"
Financial Statements for the year
ended 31 December 1999 
Prepared in accordance with 
International Accounting Standards
Index

Page

Statement of Directors’ Responsibilities 
2




Auditor’s report
3




Balance sheet
4 




Statement of operations
5




Cash flow statement
6




Statement of changes in shareholders’ equity
7




Notes to the financial statements
8 - 32

STATEMENT 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 32, 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. 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

20 June 2000

OAO “Uralsvyazinform”

ul. Lenina, 68

614096 Perm

Russian Federation

Auditor's 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 31 December 1999 and the related statements of  operations, of cash flow and of changes in shareholders' equity for the year then ended. These financial statements set out on pages 4 to 32 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 about whether the financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall financial statement presentation. We believe that our audit provides a reasonable basis for our opinion. 

3. In our opinion, the financial statements present fairly, in all material respects, the financial position of the Company as of 31 December 1999 and of the results of its operations and its 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 enterprises operating in the Russian Federation, have been affected, and may continue to be affected for the foreseeable future by the continuing regulatory, political and economic uncertainties existing for enterprises operating in the Russian Federation.

Moscow, Russia

20 June, 2000

Balance sheet as at 31 December 1999

Notes
31 December 1999
31 December 1998

ASSETS

Rbl'000
Rbl'000






Intangible assets
6
703
777

Tangible fixed assets
7
2,156,025
2,987,349

Investments
8
16,222
16,980

Deferred tax
16
39,911
-







Total long-term assets

2,212,861
3,005,106






Inventories
9
87,502
86,295

Trade and other receivables
10
301,945
339,291

Cash and cash equivalents
11
179,390
25,186






Total current assets

568,837
450,772






Total assets

2,781,698
3,455,878






SHAREHOLDERS’ EQUITY AND LIABILITIES








Share capital
12
3,236,362
3,120,855

Accumulated deficit
12
(2,275,078)
(1,598,699)






Shareholders’ equity

961,284
1,522,156






Deferred income
15
47,347
70,205

Interest bearing loans
14
833,323
1,228,877

Deferred tax
16
-
119,904






Total non-current liabilities

880,670
1,418,986

Trade and other payables
13
243,888
208,946

Taxation payable

69,619
43,306

Dividends payable


-
5,681

Current portion of interest bearing loans
14
626,237
256,803






Total current liabilities

939,744
514,736






Total liabilities

1,820,414
1,933,722






Total shareholders’ equity and liabilities

2,781,698
3,455,878

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

Statement of operations for the year ended 31 December 1999


Notes
Year ended

31 December 1999
Year ended

31 December 1998






Revenue
17
1,282,491
1,795,268






Operating costs
18
(1,148,836)
(1,477,894)

Impairment charge
7
(898,155)
-






Operating profit/(loss)

(764,500)
317,374






Net loss from investments

(773)
(8,964)

Net interest and other non-operating items, including gains or losses on net monetary position
20
81,094
(721,646)






Net loss before tax

(684,179)
(413,236)






Income tax 
21
129,067
(537,893)






Net loss after tax

(555,112)
(951,129)






Dividends
12
-
-






Retained loss for year

(555,112)
(951,129)








Rbl
Rbl

Loss per share - basic and fully diluted
22
(0.06343)
(0.10822)

The accompanying notes are an integral part of these financial statements.
Cash flow statement for the year ended 31 December 1999 


Notes
Year ended

31 December 1999
Year ended

31 December 1998



Rbl’000
Rbl’000






Net cash from operating activities
23
255,018
110,170






Cash flows from investing activities









Purchase of fixed assets

(288,816)
-

Purchase of investments

(135)
(7,097)

Proceeds from sale of investments

120
-






Net cash used in investing activities

(288,831)
(7,097)






Cash flows from financing activities









Proceeds from interest bearing loans

941,204
349,109

Repayment of loans

(737,566)
(447,407)

Purchase of treasury shares

(5,816)
(16,623)

Sale of treasury shares

56
18,210

Dividends paid
(5,681)
(12,381)






Net cash from/(used in) financing activities

192,197
(109,022)






Effect of inflation on cash

(4,180)
(8,749)






Net increase/(decrease) in cash and cash equivalents


154,204

(14,768)






Cash and cash equivalents at beginning of year
11
25,186
39,954

Cash and cash equivalents at end of year 
11
179,390
25,186

Non-cash transactions
The Company acquired Rbl'000 3,381 and Rbl'000 489,616 of fixed assets through vendor financing in the years ending 31 December 1999 and 1998, respectively.

The accompanying notes are an integral part of these financial statements.
Statement of changes in shareholders’ equity for the year ended 31 December 1999


Ordinary Shares

Outstanding
Capital
Accumulated
deficit
Total
Equity 


Notes
Outstanding

(thousands)
Treasury Shares

 (thousands)
Restated for Inflation

 Rbl'000
Rbl'000
Rbl'000

On 1 January 1998

8,782,635
338,332
3,116,313
(644,615)
2,471,698

Loss for year

-
-
-
(951,129)
(951,129)

Purchase of treasury shares
12
(103,503)
103,503
(36,726)
20,103
(16,623)

Sale of treasury shares
12
116,306
(116,306)
41,268
(23,058)
18,210

On 31 December 1998

8,795,438
325,529
3,120,855
(1,598,699)
1,522,156

Loss  for year

-
-
-
(555,112)
(555,112)

Purchase of treasury shares
12
(52,000)
52,000
(18,450)
12,634
(5,816)

Sale of treasury shares
12
500
(500)
177
(121)
56

Cancellation of treasury shares 
12
-
(377,029)
133,780
(133,780)
-

On 31 December 1999

8,743,938
-
3,236,362
(2,275,078)
961,284

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. These operations are considered to comprise one industry and one geographical segment.

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 2000 the Government of the Russian Federation controlled indirectly 53% of the voting share capital of the Company, through its 75% holding in OAO "Svyazinvest", the parent company of “Uralsvyazinform”. 

There have been announcements that the local telephone operating subsidiaries of OAO “Svyazinvest” will be reorganised on a regional basis. It is possible that several Ural regional operators, including the Company, may be combined. No formal reorganisation plan  has yet been approved, and it is not known when such plans may be promulgated

The principal office is at Ulitsa Lenina 68, 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 reporting currency for these financial statements is the Russian Rouble. 

The company has applied IAS 1 (Revised 1997) "Presentation of Financial Statements” and IAS 36 “Impairment of Assets” in preparing these financial statements. In addition, IAS 10 (Revised 1999) “Events after the balance sheet date” has been adopted in the current year, but no changes in disclosure were required.
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.

The financial statements are drawn up with a balance sheet date of 31 December 1999, (representing the year ended with the last moment of 31 December 1999), and incorporate all transactions arising in the year then ended. Prior period financial statements were drawn up with a balance date of 1 January, (representing years ending with the first moment of 1 January), in accordance with previous Russian convention.  This change in convention has made no difference to the reported results or financial position of any year.

3. Russian environment

The Russian Federation continues to experience economic difficulties following the financial crisis of August 1998.  Consequently, the Country's currency continues to devalue, there is continued volatility in the debt and equity market, hyperinflation persists, confidence in the banking sector has yet to be restored and there continues to be a general lack of liquidity in the economy.  In addition, laws and regulations affecting businesses operating within the Russian Federation continue to evolve.

The Russian Federation's return to economic stability is dependent to a large extent on the effectiveness of the measures taken by the government, decisions of international lending organizations, and other actions, including regulatory and political developments, which are beyond the Company's control.

The Company's assets and operations could be at risk if there are any further significant adverse changes in the political and business environment. Management is unable to predict what effect those uncertainties might have on the future financial position of the Company. No adjustments related to these uncertainties have been included in the accompanying financial statements.

The Сompany has foreign currency denominated borrowings of Rbl’000 1,098,010 at 31 December 1999 which are required to be repaid over future years, as is more fully described in Note 14. Through 19 June 2000, the Russian Rouble has appreciated in value as compared to the DM and Euro by approximately 1%. This has reduced the value of these borrowings by approximately Rbl’000 11,806. The Rouble has declined in value as compared to the US$ by approximately 5%, and there has been speculation that further loss of value of the Russian Rouble against other currencies may occur. Additional devaluation would 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’000 370,907 at 31 December 1999. Management has taken steps, including cost reduction and renegotiation of certain Company’s interest bearing loans. Subsequent to the year end, the Company has negotiated with its lenders an increase in the short term rouble credit facility available to it to a total of Rbl 575 million, and in 2000 to date has used this facility  to refinance short term loans of Rbl 33 million to beyond 2000 and  repay a Deutsche mark loan of Rbl’000 228 (see Note 14). 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 and the credit facilities available to the Company will be sufficient to finance working capital needs. As a result, these financial statements are presented on a going concern basis.

4. ACCOUNTING FOR THE EFFECTS OF hyper INFLATION

The adjustments and reclassifications made to the statutory records for the purpose of IAS reporting include the restatement for the changes in the general purchasing power of the Russian  Rouble in accordance with IAS 29.  IAS 29 requires that financial statements prepared in the currency of a hyperinflationary economy be stated in terms of the measuring unit current at the balance sheet date.  The restatement was calculated using conversion factors derived from the Russian Federation Consumer Price Index (“CPI”), published by the Russian State Committee on Statistics (“Goscomstat”) and from indices obtained from other sources for years prior to 1992.

The indices used to restate the financial statements, based on 1988 prices (1988=100) for the five years ended 31 December 1999, and the respective conversion factors, are :

Year
  Index
Conversion factors

1995
487,575
3.4

1996
594,110
2.8

1997
659,403
2.5

1998
1,216,400
1.4

1999
1,661,481
1.0

The main guidelines followed in restating the financial statements are:

· All amounts including corresponding figures are stated in terms of the measuring unit current at 31December 1999;

· Monetary assets and liabilities are not restated because they are already expressed in terms of the monetary unit current at 31 December 1999;

· Non-monetary assets and liabilities (items which are not expressed in terms of the monetary unit current at 31 December 1999) and shareholders’ equity are restated by applying the relevant conversion factors;

· All items in the statement of operations are restated by applying appropriate conversion factors to restate the amounts in terms of the measuring unit current at 31 December 1999 with the exception of depreciation, amortisation and loss on disposal of property, plant and equipment;

· The effect of inflation on the Company’s net monetary position is included in the statement of operations as a monetary gain or loss.

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 31 December 1999 and 1998, 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 (see further Note 24).

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

Deferred income

Income related to premiums on bonds subscribed by the public in consideration for installation of telephones within a guaranteed period is deferred and recognised over the period of the estimated economic lives of the related assets

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, 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.

5.
Principal accounting policies (continued)
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


· Duct
25

· Cable
25

· Transmission equipment, including switches
15

Computers and office equipment
3 - 25  

Motor vehicles
4




Intangible Assets


Licenses for radio frequencies
15

Social assets
Social assets are expensed on acquisition.

Impairment
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 apply of IAS 36 for preparation of these financial statements for the year ended 31 December 1999.
At each balance sheet date an assessment is made as to whether there is any indication that the Company’s assets may be impaired. If any such indication exists, an assessment is made to establish whether the recoverable amount of the assets has declined below the carrying amount of those assets as disclosed in the financial statements. When such a decline has occurred, the carrying amount of the assets is reduced to the recoverable amount. The amount of any such reduction is recognized immediately as an expense in the statement of operations. Any subsequent increase in the recoverable amount of the assets would be written back when the circumstances that led to the write-down or write-off cease to exist and there is persuasive evidence that the new circumstances and events will persist for the foreseeable future.

5.
Principal accounting policies (continued)
The recoverable amount is determined as the higher of the assets’ net selling price and value in use. The value in use of the assets is estimated based on forecast future cash inflows and outflows to be derived from continuing use of the assets and from the estimated net proceeds on disposal, discounted to present value using an appropriate discount rate.

The Company has no intention to dispose of its assets before expiry of their expected useful lives, therefore, value in use represents the estimate of recoverable amount.
c) Investments

Equity affiliates in which the Company has a significant but not a controlling interest are accounted for using the equity method. Significant influence 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. Where the Company is not able to exercise significant influence, investments are accounted for at cost. Provision are recorded for long term impairment in value.

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.

5.
Principal accounting policies (continued)
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.

As at 31 December 1999 the principal rates of exchange used for translating foreign currency balances was DM1 = Rbl13.92 (1998: DM 1 = Rbl12.35), EUR1 = Rbl27.23 (1998: EUR1 = Rbl24.09), US$1 = Rbl27.00 (1998: US$1 = Rbl20.65).  Exchange restrictions and controls exist relating to converting Russian Roubles into other currencies.  At present, the Rouble is not a convertible currency outside 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. 

Contributions are made to the Government’s 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) Financial instruments and fair value

Financial instruments carried in the balance 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. The carrying amount of these assets and liabilities are assumed as approximating fair value.

5.
Principal accounting policies (continued)
m) Year 2000 costs

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

n) Change in accounting policy

In 1999, the Company changed, starting with the current year, its accounting policy with respect to the recognition of the liability for dividends declared. Dividends are recognized as a liability in the year in which they are proposed and declared. However, the opening balance of shareholders’ equity has not been restated for the effect of the change in accounting policy (see Note 12).

6. Intangible Assets

Intangible assets comprise the cost of obtaining radio frequencies


Movement in
 year ended
31 December 1999
Rbl'000
Movement in 
year ended
31 December 1998
Rbl'000

Cost







At 1 January 
1,053
5,435

Additions 
72
161

Disposals
(105)
(4,543)

At 31 December
1,020
1,053





Amortisation







At 1 January
276
363

Charge for the year
69
216

Disposals
(28)
(303)

At 31 December
317
276





Net book value
703
777

7. TANGIBLE FIXED ASSETS

Movements in tangible fixed assets in the year ended 31 December 1999 were as follows:


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

Rbl'000

Cost







At 1 January 1999
511,718
1,647,200
1,142,719
330,102
606,591
4,238,330

Additions
1,433
2,157
341
690
287,576
292,197

Transfers
56,972
564,432
61,120
57,117
(739,641)
-

Disposals
(4,179)
(24,240) 
(19,394)
(21,522)
-
(69,335)

At 31 December 1999
565,944
2,189,549
1,184,786
366,387
154,526
4,461,192









Accumulated Depreciation







At  1 January 1999
(78,642)
(605,537)
(376,707)
(190,095)
-
(1,250,981)

Charge for the year
(11,848)
(83,851)
(69,567)
(38,624)
-
(203,890)

Disposals
185
17,550
15,452
14,672
-
47,859

At 31 December 1999
(90,305)
(671,838)
(430,822)
(214,047)
-
(1,407,012)









Impairment provision
(139,873)
(446,319)
(221,721)
(44,800)
(44,442)
(898,155)









Net book value at 31 December 1999
335,765
1,071,392
532,243
107,541
109,084
2,156,025









Net book value at 31 December 1998 
433,076
1,041,663
766,012
140,007
606,591
2,987,349









7.
TANGIBLE FIXED ASSETS (continued)
Impairment charge

IAS 36 requires an impairment loss to be recognized immediately in the statement of operations whenever the carrying amount of an asset exceeds its recoverable amount. 

IAS 36 requires recoverable amount to be measured as the higher of net selling price and value in use:

(a) net selling price is the amount obtainable from the sale of an asset in an arm’s length transaction between knowledgeable, willing parties, after deducting any direct incremental disposal costs; and

(b) value in use is the present value of estimated future cash flows expected to arise from continuing use of an asset and from its disposal at the end of its useful life.

In determining an asset’s value in use, IAS 36 requires that an enterprise should use, among other things:

(a) cash flow projections based on reasonable and supportable assumptions that:

· reflect the asset in its current condition; and

· represent management’s best estimate of the set of economic conditions that will exist over the remaining useful life of the asset; and

(b) a pre-tax discount rate that reflects current market assessments of the time value of money and the risks specific to the asset. The discount rate should not reflect risks for which future cash flows have been adjusted.

Recoverable amount should be estimated for an individual asset. If it is not possible to do so, IAS 36 requires an enterprise to determine recoverable amount for the cash-generating unit to which the asset belongs.

All of the network assets of the Company are considered to be interdependent and the network operates as a single revenue generating entity. Given the nature of the Company’s activities it is not practicable to relate individual revenues to specific assets or classes of assets. In the opinion of management, having regard to the nature and distribution of the Company’s assets, and the nature of its revenue, all of the tangible fixed assets including assets in course of construction, should be considered as one single cash generating unit.

As disclosed in note 3 to these financial statements, during 1998 and subsequently, the economy of the Russian Federation has suffered severe financial difficulty. The macro economic factors present in Russia currently have led to the necessity to recognize an impairment charge of Rbl’000 898,155 in the statement of operations for the year ended 31 December 1999, having regard to the carrying values and estimated recoverable amounts of the Company’s tangible fixed assets as at 31 December 1999.

The impairment provision has been applied against the tangible fixed assets proportionally based on closing net book values as of 31 December 1999.

7.
TANGIBLE FIXED ASSETS (continued)
Impairment charge (continued)

The carrying value of the tangible fixed assets in these financial statements, being Rbl’000 2,156,025, is the estimated recoverable amount of the underlying assets based on their value in use. The real discount rate applied by the Company in the assessment of value in use was 20% per annum. Assumed tariff changes below are quoted in real terms.

The principal assumptions made by the Company in the assessment of value in use are as follows for the years 2000 to 2004 respectively:

· changes in the general price index of 30%, 13%, 10%, 10% and 7%;

· devaluation of the Russian rouble against the USD and other currencies in line with changes in the general price index;

· tariffs for intercity and international calls to decrease by 14%, 2%, 1%, 1% and increase by 2%;

· monthly recurring fees for fixed lines to decrease by 3%, increase by 5%, decrease by 4%, 4% and 6%;

· time based local calls charges to increase by 49%, decrease by 3%, increase by 6%, 11% and 7%;

· tariffs for mobile services to decrease by 17%, 22%, 7%, 6% and 4%;

· volumes of long-term distance calls to increase by 8%,16,%,and then 6% per annum;

· time based local call volumes to increase by 9%, then remain constant;

· mobile call volumes to increase by 75%, and then remain approximately constant;

· operating costs to increase in line with inflation.

Other

Annual rental payable in respect of land in 1999 was Rbl’000 3,161 (1998: Rbl’000 2,774).

8. Investments

Movements in the two years ended 31 December were as follows:


Year ended 
31 December 1999
Rbl'000
Year ended 
31 December 1998
Rbl'000

Beginning of year
16,980
18,847

Net additions in year
98
7,097

Net loss from investments
(856)
(8,964)

End of year
16,222
16,980

These investments comprised the following as of  31 December 1999:

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

OOO “Perminform”
Telecommunications
100
2,731
4,077

ZAO “Perm Telecom”
Telecommunications
100
735
791

ZAO AKIB “Pochtobank”
Banking
50
6,891
9,742

OOO “Parma-Pension”
Pension Fund Management
28
935
504

Other investments
Various
Various
 4,930
 1,866




16,222
16,980

None of the investee companies are publicly traded. In the opinion of the management carrying value approximates fair value.

9. Inventories


31 December 1999
Rbl'000
31 December 1998
Rbl'000

Spare parts and consumables
20,764
21,740

Materials and fuels
41,252
47,817

Goods for resale
24,014
15,686

Other
1,472
1,052


87,502
86,295

10. Trade and other receivables


31 December 1999
Rbl'000
31 December 1998
Rbl'000

Trade accounts receivable, gross
282,566
369,868

Less: allowance for doubtful accounts
(51,944)
(128,530)


230,622
241,338

Prepayments
59,665
49,170

Recoverable taxes other than income taxes
4,688
36,364

Other receivables
6,970
12,419


301,945
339,291

Trade accounts receivable include Rbl'000 84,500 (1998: Rbl'000 89,789) in respect of state and other public organizations. 

11. Cash and Cash Equivalents


31 December 1999
Rbl'000
31 December 1998
Rbl'000





Cash at bank and in hand
179,390
25,186


Cash and cash equivalents are deposited with institutions, primarily local banks.

Cash at bank includes Rbl’000 166,605 (1998: Rbl’000 11,438) denominated in foreign currencies, US dollars (1998: Deutsche marks) mainly.

12. shareholders’ equity 

As at 31 December 1998 and 1999 the issued, outstanding and fully paid share capital was as follows:

1999

1998


No. of shares
Legal statutory value
Carrying amount

No. of shares
Legal statutory value
Carrying amount


Thousands 
Rbl'000
Rbl'000

Thousands 
Rbl'000
Rbl'000

Ordinary shares
8,743,938
912,096
3,236,362

9,120,967
912,097
3,236,362

Less: Treasury shares
-
-
-

(325,529)
(32,553)
(115,507)

Total outstanding shares 
8,743,938
912,096
3,236,362

8,795,438
879,544
3,120,855

In these Financial Statements, the nominal value of share capital of the Company has been restated to the purchasing power of the rouble as at 31 December 1999.

12.
shareholders’ equity 

A new version of Uralsvyazinform’s charter was approved by the Company’s shareholders and registered by the Perm City Administration on 9 November 1999 and authorises an additional 912,096,700 ordinary shares, nominal value Rbl 0.104, 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. In 1999, the 377,029,279 shares in treasury were cancelled according to the shareholders decision, but the nominal value of the remaining issued shares was increased from Rbl 0.1 per share to Rbl 0.104 by the amount necessary to leave the total nominal value of shares unchanged. At 31 December 1999 no 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 1999, the statutory profit for the Company as reported in the annual statutory accounts was R’000 121,491. However this legislation and other statutory law and regulations dealing with 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. 

These financial statements do not reflect the dividend payable in respect of 1999, which will be accounted for in shareholders’ equity as an appropriation of retained earnings in the year ending 31 December 2000. The opening balance of shareholders’ equity has not been restated in respect of the dividends of Rbl’000 5,681 declared 1998 in respect of prior periods. Dividends of Rbl’000 8,744 were proposed in May 2000. They were not recorded in these financial statements.

13. Trade and other payables


31 December 1999
Rbl'000
31 December  1998
Rbl'000

Amounts due within one year



Accrued expenses
93,601
45,909

Trade accounts payable
61,622
62,524

Other payables
50,259
54,364

Advances from customers
33,592
39,690

Deferred income (Note 15)
4,814
6,459


243,888
208,946

14. Interest bearing loanS


31 December 1999
Rbl'000
31 December 1998
Rbl'000

Maturity



Repayable within one year
626,237
256,803

Between one and two years
149,942
275,812

Between two to five years
533,179
667,343

After five years
150,202
285,722

Non-current portion of interest bearing loans
833,323
1,228,877

Total interest bearing loans
1,459,560
1,485,680


Included above are loans denominated is foreign currencies, as follows:



Current portion 
277,406
213,920

Between one and two years
147,771
261,291

Between two to five years
522,783
667,343

After five years
150,050
285,549

Non-current portion
820,604
1,214,183


1,098,010
1,428,103

Interest bearing loans at 31 December 1999 may also be summarised as follows:


Note
Rbl'000

Foreign Currency loans:



Deutsche mark - Long term
(a)
649,326

Deutsche mark - Short term
(b)
245,353

Euro - Long term
(c)
171,278

Euro - Short term
(d)
32,053

Total foreign currency loans

1,098,010


Rouble loans:



Bank loans – Long term

1,000

Bank loans – Short term
(e)
320,897

Telephone Bonds
(f)
19,513

Cash debentures
(g)
8,144

Special purpose debentures
(h)
10,396

Loans from local government

1,600

Total rouble loans

361,550





Total interest bearing loans

1,459,560

14.
Interest bearing loanS (continued)
(a)
Long term  Deutsche mark loans represent bank loans of Rbl’000 355,868 (including Rbl’000 252,092 guaranteed by the Government of the Russian Federation) and credits granted by equipment suppliers of Rbl’000 293,458 to purchase telecommunications equipment. These amount to a total of DM 46.6 mln and bear interest at an average rate of 6.4% and are repayable by installments of DM mln 8.3, 11, 10.4, 10.1, 6.8 in the years 2001, 2002, 2003, 2004, after 2004 respectively.

(b) Short term Deutsche mark loans represent short-term portion of Deutsche mark loans in (a) including bank loans of Rbl’000 195,751 (Rbl’000 145,759 guaranteed by the Government of the Russian Federation) and credits granted by equipment suppliers of Rbl’000 49,602 to purchase telecommunications equipment. These amount to a total of DM 17.6 mln and carry interest at an average rate of 5.9% and are repayable on maturity.

(c) Long term Euro loan represent a loan from Dresdner Bank which carries interest at 5.75%. The loan amounts to a total of Euro 6.3 mln and is repayable by installments of EUR mln 1.2, 1, 1, 1, 2.1 in the years 2001, 2002, 2003, 2004, after 2004 respectively.

(d) Short term Euro loans represent the  short term portion of the Euro loan in (c).

(e) Short term bank loans represent short term loans obtained from commercial banks at a prevailing average interest rate of 41.3%. They are secured over certain of the Company’s telecommunication equipment and inventory. 

(f) Telephone Bonds are short term liabilities which represent amounts subscribed by the public and bear interest at 80% of the Central Bank of Russia refinancing rate, which was 55 % at 31 December 1999. (See further Note 15). 

(g) Cash Debentures are payable in 2000-2001 and represent amounts subscribed by the public and bear interest at 80% of the Central Bank of Russia refinancing rate.

(h) Special Purpose Debentures are payable in 2003-2004 and bear no interest.

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

Subsequent to balance sheet date the Company has refinanced loans of Rbl 33 mln at an interest rate of 33%. The new loans will become due for repayment in 2001. Subsequent to balance sheet date, the Company has also negotiated total short-term rouble credit facilities up to Rbl 575 mln., which facility will expire subsequent to 31 December 2000. 

Rbl’000 185,000 of the short-term loans balance as well as additional amounts from the Company’s own resources were used in 2000 to repay short term portion of Deutsche mark loans of DM16.4 mln (Rbl’000 228,000, and including principal and interest  of DM10.5 mln and DM5.9 mln respectively). The replacement loans are denominated in roubles.

Management believes that, if necessary, all existing rouble short-term loans will be refinanced as they fall due for repayment.

15. Deferred income

Deferred income represents amounts subscribed by the public as non refundable premiums above the nominal value of the Telephone Bonds (see Note 14(f)), 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 over the estimated period of the exploitation of these assets of 15 years, as follows: 


31 December 1999
Rbl'000




Current portion (within one year)
4,814

Between one to two years
4,814

Between two to five years
14,442

After five years
28,091

Non-current portion
47,347

Total deferred income
52,161

16. Deferred taxation

Differences between IAS and Russian statutory taxation regulations give rise to certain temporary differences between the carrying value of certain assets and liabilities for financial reporting purposes and for profits tax purposes. The tax effect of these temporary differences is recorded at the rate of 30% as at 31 December 1999 (1998: 35%).

The components of the net deferred tax (asset) / liability were as follows as at 31 December :



31 December

 1998 
Charge/(Credit) to statement of operations
31 December

 1999 



Rbl'000
Rbl'000
Rbl'000

Deferred tax assets





Accounts payable and other accruals

(142)
(37,170)
(37,312)

Deferred income

(25,261)
10,707
(14,554)



(25,403)
(26,463)
(51,866)

Deferred tax liabilities 




Differences in valuation of accounts receivable 

20,562
(15,585)
4,977

Tangible fixed assets valuation differences

124,745
(117,767)
6,978



145,307
(133,352)
11,955

Net total deferred tax (asset)/liability

119,904
(159,815)
(39,911)

16.
Deferred taxation (continued)
Deferred tax assets and liabilities are offset when the income taxes relate to the same fiscal authority. 

Deferred income tax assets are recognized for tax loss carry forwards only to the extent that realization of the related tax benefit is probable. The Company has tax losses incurred in 1998 of approximately 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 recognized 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 starting from 1 April 1999. 

Tangible Fixed Assets Valuation Differences
The Company may revalue its tangible fixed assets for tax purposes to moderate the effects of hyperinflation on investment in tangible fixed assets. The revalued amounts may be effective for tax purposes, for example, in the calculation of tax deductible depreciation.

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 historical cost from the date of acquisition, and any reduction in carrying value necessary to recognise asset impairment.

As a result of these differences in the treatment of fixed assets, a deferred tax asset arises as of 31 December 1999, in respect of the excess of the value for tax purposes over the adjusted carrying values of tangible fixed assets after recognition of the impairment charge in the current year.

17. rEVENUE


Year ended 
31 December 1999

Rbl'000
Year ended
31 December 1998
Rbl'000





Telephone – international
60,494
74,799

Telephone - long distance calls
484,741
677,751

Local calls
387,911
651,460

Telex and telegraph
26,219
44,109

Radio and TV transmission
36,881
70,286

Mobile 
147,500
99,342

Sale of goods
41,966
78,475

Other revenue
96,779
99,046


1,282,491
1,795,268


The Company's ability to increase local tariffs is constrained by the regional government, and long distance and international tariffs by the Ministry of Antimonopoly Policy and Support for Entrepreneurial Activity. The increase in tariffs during the year ended 31 December 1999 was for long-distance and local calls. The increases ranged from 13% to 45% depending on distance of call and type of client: individual or legal entity.

17.
rEVENUE

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


Year ended
31 December 1999
Rbl'000
Year ended
31 December 1998
Rbl'000

Residents
458,392
628,344

Business
724,536
969,445

State and other public organizations
99,563
197,479


1,282,491
1,795,268

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


Year ended                31 December 1999 
Rbl'000
Year ended                 31 December 1998                                                       Rbl'000

Staff costs



Wages, salaries and other staff costs
281,018
516,292

Social insurance
107,196
152,520

Total staff costs
388,214
668,812

Depreciation and amortisation of tangible and intangible fixed assets

203,959

186,250

Administrative costs
193,144
240,682

Materials, fuel and spare parts
155,109
65,540

Payments to other network operators
82,838
62,367

Taxes other than on income
66,120
104,588

Repairs and maintenance
60,238
53,037

Provision for doubtful debts
(30,516)
11,579

Electricity
16,165
65,085

Research and development
13,565
19,954


1,148,836
1,477,894

19. Employees


1999 
Rbl'000
1998 
Rbl'000

Average staff numbers



Administrative
1,737
1,776

Technical
6,157
6,297


7,894
8,073

20. Net interest and other non-operating items, including gains or losses on net monetary position 


Year ended                31 December 1999 
Rbl'000
Year ended                 31 December 1998 Rbl'000

Interest expense



Rouble loans
(64,103)
(25,974)

Foreign currency loans
(86,165)
(46,017)

Interest on telephone bonds
(7,286)
(6,811)

Total interest expense
(157,554)
(78,802)

Less: Interest capitalized
-
-

Interest expense, net
(157,554)
(78,802)

Interest income
644
238





Other non-operating items



Gain on net monetary position
370,001
677,854

Foreign exchange losses, net
(131,998)
(1,320,936)


81,094
(721,646)

21. Income tax 


Year ended 
31 December 1999
Rbl'000
Year ended 
31 December 1998

Rbl'000

Current income taxes
30,748
-

Deferred taxes (Note 16)
(159,815)
537,893


(129,067)
537,893

21.
Income tax 

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
31 December 1999

Rbl'000
Year ended
31 December 1998
Restated
Rbl'000

Net loss before taxation
(684,179)
(413,237)





Theoretical tax charge at statutory rate of 30% (1998: 35%) thereon
(205,254)
(144,632)

Non-temporary elements of monetary (gain) / loss
137,462
329,142

Effect of reduction in tax rate
(17,129)
-  

Effect of non deductible expenses
68,325
63,404

Unrecognised accumulated tax losses
-  
98,580  

Investment allowance
(40,306)  
-  

Non-temporary effect of fixed assets cost recognition
(40,045)
-  

Inflation effect on deferred tax balance at beginning of year
                       (32,120)
                          191,399





Income tax expense/(credit) for the year
(129,067)
537,893


Other non-deductible expenses comprise various costs that are non-deductible for Russian profits tax purposes, including interest related to the acquisition of fixed assets, certain employee costs, promotional expenditures, excess travel expenditures and non-deductible taxes.

22. Earnings per share

Earnings per share are based on the loss after tax of Rbl'000 555,112 (year ended 31 December 1998: loss of Rbl’000 951,129) and on 8,752 million ordinary shares being the weighted average number of ordinary shares outstanding during the year (year ended 31 December 1998: 8,789 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 from operating activities


Year ended                  31 December 1999

                                                                                      Rbl'000
Year ended                31 December 1998                 Restated           Rbl'000





Net loss before taxes and dividends
(684,179)
(413,236)

Adjustments for:



· Impairment charge on fixed assets
898,155
-

· Depreciation and amortisation
203,959
186,250

· Net interest and other non-operating items, including gains or losses on net monetary position (Note 20)
(81,094)
721,646

· Net loss on investments
773
8,964

· Disposal of fixed assets
21,476
43,654

· Amortization of premiums on bonds issued
(5,370)
(10,675)


353,720
536,603

Decrease/(increase) in inventories
(1,207)
17,616

Increase in receivables
(54,211)
(595,244)

Increase in accounts payable
50,368
205,929


348,670
164,904





Interest paid
(76,488)
(54,734)

Taxes paid
(17,164)
-


Net cash from operating activities

255,018

110,170

24. Related party transactions

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


Year ended
31 December 1999
Rbl'000
Year ended
31 December 1998
Rbl'000

Balance Sheet





Other Debtors



Loans to directors
70
214





Cash and Cash Equivalents



Cash at ZAO AKIB "Pochtobank" 
2,066
6,988





Accounts payable



OAO "Rostelecom"
13,051
18,661

Promissory notes issues to ZAO AKIB "Pochtobank"
1,194
-





Interest bearing loans



ZAO AKIB "Pochtobank"
3,100
3,278





Statement OF OPERATIONS



Revenues from OAO "Rostelecom"
34,878
-

Charges from OAO "Rostelecom"
79,772
62,367

Interest payable to ZAO AKIB "Pochtobank"
7,907
13,319

Commissions payable to ZAO AKIB "Pochtobank"
8,170
7,394

(a) ZAO AKIB PochtoBank
During the year, the Company used the services of the bank, in which at 31 December 1999 it held 50% of the voting capital (1998: 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 41% and 45%.

24.
Related party transactions (continued)
(b) OAO Svyazinvest and OAO Rostelecom

53% of the Company's voting capital is held by OAO "Svyazinvest", which company also holds 50.67% 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 state and other public organisations. (see Notes 10 and 17). 

 (d) Directors

At 31 December 1999, loans to directors amounted to Rbl'000 70 (1998: Rbl'000 214). These loans were interest free. They were partially repaid in the year 2000.

At 31 December 1999, directors and management held approximately 14.2% interest in the Company (1998: 13.5%).

25. Capital Commitments

At 1 January 2000 the Company had agreements with an equipment vendor to purchase equipment of a value of DM’000 1,037 (at the year end exchange rate 13.92 Rbl/DM: – Rbl’mln 14.4) all of which will be payable in 2000.

26. CONTINGENCIES

a) Legal proceedings
The Company is subject to proceedings arising out of the normal conduct of its business. The Company believes that the ultimate resolution of these matters will not have a material adverse effect on the results of operations or the financial position of the Company.

b) Taxation environment

Russian tax legislation is subject to varying interpretations and changes occurring frequently. Further, the interpretation of tax legislation by tax authorities as applied to the transactions and activity of the Company may not coincide with that of management.  As a result, transactions may be challenged by tax authorities and the Company may be assessed additional taxes, penalties and interest, which can be significant.  The periods remain open to review by the tax and customs authorities with respect to tax liabilities for three years.

26.
CONTINGENCIES (continued)
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 operations of the Company. The Government's influence is not confined to its indirect share holdings in the Company. For example, the Government has the general authority to regulate tariffs and does regulate domestic long distance tariffs 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 2000 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 licenses is automatic provided that the terms of the license 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.
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