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STATEMENT OF DIRECTORS’ RESPONSIBILITIES

To the Shareholders of OAO “Uralsvyazinform”

1. International convention requires that management prepare consolidated financial statements which present fairly, in all material respects, the state of affairs of OAO “Uralsvyazinform” (“the Company”) and its subsidiary (collectively “the Group”) at the end of each financial period and of the results and cash flows in accordance with International Accounting Standards. Management are responsible for ensuring that the Group maintains accounting records which disclose with reasonable accuracy its financial position and which enable them to ensure that the consolidated 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 Group and to prevent and detect fraud and other irregularities.

2. Management consider that, in preparing the consolidated financial statements set out on pages 1 to 24, the Group 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 consolidated 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

25 June 2001

OAO “Uralsvyazinform”

ul. Lenina, 68

614096 Perm

Russian Federation

Auditors’ Report

To the Shareholders and Board of Directors of OAO "Uralsvyazinform"

1. We have audited the accompanying consolidated balance sheet of Open Joint Stock Company  "Uralsvyazinform" and its subsidiary (“the Group”) as of 31 December 2000 and the related consolidated statements of income, of cash flow and of changes in shareholders' equity for the year then ended. These financial statements set out on pages 1 to 24 are the responsibility of the Group's management. Our responsibility is to express an opinion on these consolidated 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 consolidated financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the consolidated financial statements. An audit also includes assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall consolidated financial statement presentation. We believe that our audit provides a reasonable basis for our opinion. 

3. In our opinion, the accompanying consolidated financial statements present fairly, in all material respects, the financial position of the Group at 31 December 2000 and 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 1 to the consolidated financial statements. The Group has a net working capital deficiency. This factor, along with other matters as set forth in Note 1, raise substantial doubt that the Group will be able to continue as a going concern. The consolidated financial statements do not include any adjustments that might result from the outcome of these uncertainties.  The accompanying consolidated financial statements have been prepared assuming the Group will continue as a going concern. 

Moscow, Russian Federation

25 June 2001



31 December 


Notes
2000
1999

ASSETS




Non-current assets




Intangible assets
4
15,760
845

Property, plant and equipment
3
2,754,202
2,590,033

Long term investments
5
7,393
19,487

Deferred tax asset
20
476,946
47,945

Other non-current assets
6
11,913
-

Total non-current assets

3,266,214
2,658,310






Current assets




Inventories
7
126,758
105,116

Trade and other receivables
8
258,638
362,727

Short term investments

9,319
-

Mandatory reserves held with Central Bank of Russia
9
5,451
-

Cash and cash equivalents
9
57,470
215,501

Total current assets

457,636
683,344






Total assets

3,723,850
3,341,654





SHAREHOLDERS’ EQUITY, LIABILITIES AND MINORITY INTEREST







Share capital
10
4,035,606
3,887,842

Accumulated deficit
10
(2,246,622)
(2,733,052)

Shareholders’ equity

1,788,984
1,154,790






Minority interest
21
-
-






Interest bearing loans
11
667,613
1,001,071

Deferred income
13
42,533
56,878

Total non-current liabilities

710,146
1,057,949






Trade and other payables
12
245,133
292,983

Taxes and social security payable
14
75,486
83,633

Dividends payable

8,744
-

Current portion of interest bearing loans
10
895,357
752,299

Total current liabilities

1,224,720
1,128,915






Total liabilities

1,934,866
2,186,864






Total shareholders’ equity, liabilities and minority interest

3,723,850
3,341,654

Approved and authorized for issue on behalf of the Board of Directors on ____________ 2001

_______________________

Rybakin Vladimir Ilyich

General Director
_________________________

Onuchina Lidia Vladimirovna

Deputy General Director



31 December 


Notes
2000
1999






Revenue
15
1,726,296
1,540,656






Operating costs
16
(1,443,895)
(1,381,024)

Impairment charge
3
-
(1,078,954)






Operating profit/(loss)

282,401
(919,322)






Finance cost
18
(231,564)
(347,064)

Gains on net monetary position (net)

243,453
444,482






Net profit/(loss) before tax

294,290
(821,904)






Income tax (expense)/credit
19
363,080
155,047






Net profit/(loss) after tax

657,370
(666,857)






Minority interest
21
4,998
-






Retained profit/(loss) for year

652,372
(666,857)








Rbl
Rbl

Profit/(loss) per share – basic and fully diluted
22
0,0746
(0,0762)



31 December 


Notes
2000
1999

Net cash generated from operating activities
23
184,103
306,353






Cash flows from investing activities




Purchase of fixed assets

(287,843)
(346,955)

Purchase of intangible assets

(3,354)
-

Purchase of investments

(11)
(162)

Proceeds from sale of investments

-
144

Interest income received

12,808
-






Net cash used in investing activities

(278,400)
(346,973)











Cash flows from financing activities









Proceeds from interest bearing loans

1,289,242
1,130,668

Repayment of loans

(1,334,651)
(886,037)

Purchase of treasury shares

-
(6,987)

Sale of treasury shares

-
67

Dividends paid
(9,663)
(6,825)






Net cash (used in)/from financing activities

(55,072)
230,886






Effect of inflation on cash

(8,662)
(5,021)






Net (decrease)/increase in cash and cash equivalents

(158,031)
185,245






Cash and cash equivalents at beginning of year
9
215,501
30,256

Cash and cash equivalents at end of year 
9
57,470
215,501

Non-cash transactions
The Company acquired Rbl 112,169 and Rbl 4,062 of fixed and intangible assets through vendor financing in the years ending 31 December 2000 and 1999, respectively, and as non-cash transactions they have been excluded from the consolidated cash flow statement.


Ordinary Shares





Outstanding


(thousands)
Treasury Shares

 (thousands)
Ordinary Shares
Accumulated Deficit 
Total Equity

At 1 January 1999
8,795,438
325,529
3,749,083
(1,920,517)
1,828,566

Loss for year
-
-
-
(666,857)
(666,857)

Purchase of treasury shares
(52,000)
52,000
(22,164)
15,177
(6,987)

Sale of treasury shares
500
(500)
213
(145)
68

Cancellation of treasury shares 
-
(377,029)
160,710
(160,710)
-








At 31 December 1999
8,743,938
-
3,887,842
(2,733,052)
1,154,790

Profit for year
-
-
-
652,372
652,372

Dividends for 1999
-
-
-
(9,434)
(9,434)

Dividends for 2000 (Note 10)
-
-
-
(8,744)
(8,744)

Increase of nominal value of the shares outstanding (Note 10)
-
-
147,764
(147,764)
-








At 31 December 2000
8,743,938
-
4,035,606
(2,246,622)
1,788,984

1. GENERAL AND DESCRIPTION OF THE BUSINESS

Operations of the Group

These financial statements are presented by OAO "Uralsvyazinform" ("Uralsvyazinform" or "the Company"), and its subsidiary ZAO “AKIB “Pochtobank” (collectively “the Group”), both of which are incorporated in the Russian Federation ("Russia"). The Group is the largest telecommunications operator in the Perm region. The address of the Group is Lenina St. 68, 614096 Perm. The Group is primarily involved in providing an extensive range of communication services and ensures high-quality operation of long-distance, local and rural telephone networks.

Formation of the Company and its subsidiary

On the 22 December 1992, the Government of Russia issued Decree Number 1003 entitled “Privatisation of Communication Enterprises”, which launched the privatisation of the Russian telecommunications industry.  The Company was registered in the Russian Federation on 29 April 1994 in accordance with Presidential Decree on Privatisation of  State Enterprises No 721 dated 29 January 1992 which approved the privatisation plan and the valuation of the assets of the Company. 

On 1 January 2001 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”. 

At 31 December 2000, the Group includes the subsidiary, Closed joint stock company “AKIB “Pochtobank” (“the Bank”) acquired on incorporation and consolidated. The Bank’s principal business activity is commercial and retail banking operations within the Russian Federation. The Bank was registered on 30 April 1992 and commenced activities from 6 July 1992. As of 31 December 2000, the Company owns 68% of the entity’s voting capital. The assets and liabilities of the Bank were previously not material to the financial statements of the Group and were therefore not consolidated.

At 31 December 2000 the Group’s current liabilities exceed its current assets by Rbl 767,084 (1999: 
Rbl 445,571). The Group experienced significant difficulties in repaying its borrowings as they fell due as a result of the Russian financial and economic crisis in 1998, the effects of which continue to be experienced in 1999 and 2000 in the form of devaluation of the reporting currency and continued inflation having a negative effect on cash received from operations. During 2000, management of the Group was successful in rescheduling the repayment dates of borrowings due in 2000 to extend the maturities of major supplier credits; however, significant borrowings still mature in the next reporting period. Management of the Group has developed a plan to manage their obligations as they fall due. The steps consist of funding repayment with cash generated from operations, rolling over of current short term loans and negotiating new short term loans. Except for the amounts on loans under litigation as discussed in Note 11 no other interest bearing loans are overdue.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Basis of  Presentation

The consolidated financial statements are prepared in accordance with and comply with International Accounting Standards (“IAS”). The consolidated financial statements are expressed in terms of the purchasing power of the Russian Rouble at 31 December 2000 for all years presented.

The Company and its subsidiaries maintain the accounting records under the historical cost convention method, except for statutory revaluations of property, plant and equipment, and prepare their statutory accounting reports in Russian Roubles and in accordance with the Regulations on Accounting and Reporting in the Russian Federation. The accompanying consolidated financial statements are based upon the statutory accounting records, with adjustments and reclassifications necessary to present these consolidated financial statements in accordance with International Accounting Standards (“IAS”). 
The preparation of financial statements requires management to make estimates and assumptions that affect the reported amounts of assets, liabilities and the reported amounts of revenues and expenses during the reporting period.  The most significant estimates relate to the realisability and depreciable lives of property, plant and equipment, provision for bad and doubtful debts and deferred taxation.  Actual results could differ from these estimates. 

Сonsolidation

Subsidiary undertakings, being those companies in which the Company, directly or indirectly, has an interest of more than one half of the voting rights or otherwise is able to exercise control over the operations, have been consolidated where material to the results or financial position of the Group. Subsidiaries are consolidated from the date on which effective control is transferred to the Group and are no longer consolidated from the date of disposal. All intercompany transactions, balances and unrealised surpluses and deficits on transactions between group companies have been eliminated. Where necessary, accounting policies for subsidiaries have been changed to ensure consistency with the policies adopted by the Group.

Where the losses applicable to the minority in a subsidiary exceed the minority interest in the equity of the subsidiary, the excess, and any further losses applicable to the minority, are charged against the majority interest except to the extent that the majority has a binding obligation to, and is able to, make good the losses. If the subsidiary subsequently reports profits, the majority interest is allocated all such profits until the minority’s share of losses previously absorbed by the majority has been recovered.
Reporting Currency

These consolidated financial statements are expressed in Russian Roubles in terms of purchasing power at 31 December 2000.

Accounting for the effects of 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 Rouble in accordance with IAS 29 “Financial Reporting in Hyperinflationary Economies”.  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.

2.
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
The indices used to restate amounts in these consolidated financial statements, based on 1988 prices (1988 = 100) for the years ended 31 December, and the respective conversion factors, are:

Year
  Index
Conversion factors

1996
594,110
3.4

1997
659,403
3.0

1998
1,216,400
1.7

1999
1,661,481
1.2

2000
1,995,937
1.0

The main guidelines followed in restating the financial statements are:

· Amounts, including the corresponding balances for 1999, are stated in terms of the measuring unit current at 31 December 2000;

· Monetary assets and liabilities at the year end are not restated because they are already expressed in terms of the monetary unit current at 31 December 2000;

· Non-monetary assets and liabilities which are not carried at amounts current at 31 December 2000 and shareholders’ equity are restated by applying the relevant conversion factors;

· All items in the statement of income are restated by applying appropriate average conversion factors to restate the amounts in terms of the measuring unit current at 31 December 2000;

· The effect of inflation on the Group’s net monetary position is included in the consolidated statement of income as a gain on net monetary position.

The amounts shown in the general price-level financial statements do not purport to represent appraised value, replacement cost or any other measure of the current value of assets or the price at which transactions would take place currently.

Intangibles 

Intangibles are recorded at cost of acquisition restated to period-end purchasing power of the Russian Rouble. Cost comprises the purchase price, including import duties and non-refundable taxes.  Asset cost is amortized over the expected useful lives of the items as estimated by management. Purchased billing systems are being amortized over 5 years. Other rights including the rights for radio frequencies are amortized over the period of use of the right ranging from 2 to 10 years on a straight line basis.

Property, Plant and Equipment 
Property, plant and equipment are recorded at cost less accumulated depreciation restated to the equivalent purchasing power of the Russian Rouble at 31 December 2000.  Cost comprises construction cost or purchase price, including import duties and non-refundable taxes, and any directly attributable costs of bringing the asset to working condition for its intended use.  Trade discounts and rebates are deducted in arriving at the construction cost or purchase price. 
Changes in telecommunications technology are having an increasing impact on the activities of the Group.  These changes will lead to the replacement of major items by equipment which provides the same or superior service capacity at substantially lower costs and more efficiently.  In reviewing the remaining useful lives and recoverable value for the purposes of these financial statements, management took into account these circumstances, as well as the environment in which the Group operates.

2.
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

The restated values of property, plant and equipment are depreciated on the straight line basis over the estimated useful economic lives of each class of asset from the date the assets were ready for use. The depreciation periods are as follows:

Buildings
50 years

Analogue switches
20 years 

Mobile equipment
10 years

Digital switches
15 years

Transmission devices
15 years

Motor vehicles
  5 years

Computers, office and other equipment
  3-10 years

Capital improvements, renewals and repairs that extend the life of an asset are capitalised. Other repairs and maintenance are expensed.  The gain or loss on disposal of an asset is credited or charged to the consolidated statement of income.

Impairment of assets

Long-term assets other than deferred tax assets and financial assets are tested for impairment according to the provisions of IAS 36 (“Impairment of Assets”).

IAS 36 requires an impairment loss to be recognised whenever the carrying amount of an asset exceeds its recoverable amount. The recoverable amount of an asset is the higher of an asset’s net selling price and its value in use. Value in use is the present value of the estimated future cash flows expected to arise from the continuing use of an asset and from its disposal at the end of its life.

Impairment losses for an asset are based on the recoverable amount of the cash-generating unit to which it belongs. Cash generating unit includes goodwill allocated to this unit.

Impairment loss recognised in prior years is reversed if and only if there has been a change in the estimates used to determine recoverable amount since the last impairment loss was recognised. However, an impairment loss is reversed only to the extent that it does not increase the carrying amount of an asset above the carrying amount that would have been determined for the asset (net of amortisation or depreciation) had no impairment loss been recognised in prior years.

Interest payable and other borrowing costs

Interest payable and other borrowing costs that are directly attributable to the acquisition, construction and production of qualifying assets are capitalized as part of the restated cost of these assets as they are incurred.  All other interest payable and borrowing costs are recognized as an expense in the period in which they are incurred.

Accounting for leases

Operating leases

The charge to income for operating leases, where the Group does not assume the risks and rewards of ownership, is the rental expense for the period. 

Associated Undertakings

Associated undertakings are those entities over which the Company exerts significant influence and normally holds a voting interest of between 20% and 50%, and are normally accounted for under the equity method. The value of the Company’s investment in an entity is stated at a carrying amount after considering  any provision for impairment.

2.
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
Other investments

Other long term investments are recorded at cost restated to period-end equivalent purchasing power of the Russian Rouble . When there is a diminution, other than temporary, the carrying amount is reduced to the recoverable amount to recognise this decline, with the difference being taken to the Statement of Operations.  

Short term investments are carried at the lower of cost and market value. Any movement in carrying value is taken directly to the Statement of Income.

Income tax

Income tax of the Company and its subsidiaries is levied on a non-consolidated basis based upon the taxable profits determined by the Company and its subsidiaries in accordance with Russian legislation. This profit may be different to profits according to either the statutory financial statements or to IAS, which has deferred tax implications.

Deferred Income Taxes

IAS 12 (Revised) requires the use of a balance sheet liability method for financial reporting and accounting for deferred income taxes. Deferred income taxes are provided for all temporary differences arising between the tax basis of assets and liabilities and their carrying values for financial reporting purposes. A deferred tax asset is recorded only to the extent that it is probable that taxable profit will be available against which the deductible temporary differences could be utilised. Deferred tax assets and liabilities are measured at tax rates that were expected to apply to the period when the asset should be realised or the liability should be settled, based on tax rates that have been enacted or substantively enacted at the balance sheet date.

Inventories

Inventories which include spare parts and ancillary equipment are valued at the lower of cost restated to period-end equivalent purchasing power of the Russian Rouble or net realisable value as determined by the first in first out method.  Inventories are reported net of reserves for slow moving or obsolete items.

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. 

Mandatory balances with the Central Bank of the Russian Federation

Mandatory balances with the Central Bank of the Russian Federation represent mandatory reserve deposits which are not available to finance the Bank's day to day operations and hence are not considered as part of cash and cash equivalents.

Accounts Receivable

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

2.
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Loans from banking activities and provisions for losses on loans

Bank loans made are stated at the principal amounts outstanding net of provisions for losses on loans.

Provisions for losses on loans are based on the evaluation by Management of the collectibility of loans and advances. Specific provisions are raised against debts whose recovery has been identified as doubtful. A general provision is raised against the latent bad and doubtful loans which are inherent in the loan portfolio but which, at the date of preparing the financial statements, have not been specifically identified. Recoveries of amounts previously written off are treated as income by reducing the provision for losses on loans for the period. The net aggregate provisions raised during the period are recognised in the statement of income.

Estimates of losses require the exercise of judgement and the use of assumptions. The principal factors considered in determining the loan loss provision are the growth, composition and quality of the loan portfolio, the ability of the individual borrowers to repay the loans, the past performance history of the individual loans, the level of past due loans, current economic conditions and the value and adequacy of collateral.

Loans and advances that cannot be recovered are written off and charged against the balance sheet provision for losses on loans. Such loans are written off after all the necessary legal procedures have been completed and the amount of the loss has been determined. 

Revenues

Revenues are recognised on the accruals basis as the service is provided, and exclude Value Added Tax (“VAT”).  Installation and maintenance fees as well as additional payments for early installation are recorded upon service delivery.  

Mutual Offset and Barter

A portion of sales is settled through mutual offset and barter arrangements. These transactions are generally either in the form of direct settlement by goods or services (barter), or through a chain of non-cash transactions involving a number of enterprises. During the year ended 31 December 2000 the Group had mutual offset and barter transactions totalling Rbl 108,603 (1999: Rbl 789,170) which have been eliminated from the net movements shown in the consolidated statement of cash flows.

Value Added Taxes

Value added taxes (“VAT”) related to sales is payable to the tax authorities upon collection of receivables from customers. Input VAT is reclaimable against sales VAT upon payment for purchases. The tax authorities permit the settlement of VAT on a net basis. VAT related to sales and purchases that have not been settled at the balance sheet date (VAT deferred) is recognized in the balance sheet on a gross basis and disclosed separately as a current asset and liability. Where provision has been made against debtors deemed to be not collectible, the expense is recorded for the gross amount of the debtor including VAT. The related VAT deferred liability is maintained until the debtor is written off for statutory accounting purposes when it becomes due.

Deferred income

Income related to premiums paid 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 (15 years).

Foreign Currency

Foreign currency balances are converted into Russian Roubles at the year end exchange rates.  Transactions in foreign currencies are recorded at the relevant rates of exchange on the date of the transaction.  Exchange differences arising are charged or credited to the consolidated statement of income.  

2.
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Pension Costs

The Group contributes to the Russian Federation state pension scheme, (as well as social insurance and employment funds) in respect of its employees and has no obligations beyond the payments made.  The Group’s contributions amount to  28% of employees' gross salaries, and is expensed as incurred.

Acquired own equity instruments (treasury shares)

Treasury shares are valued at weighted average cost, restated to the equivalent purchasing power of the Russian rouble at 31 December 2000. Any gains or loss arising on the disposal of treasury shares are recorded direct to the statements of changes in shareholders’ equity.

Earnings/(loss) per share

Earnings/(loss) per share is calculated by dividing the net income/(loss) for the period attributable to ordinary shareholders by the weighted average number of ordinary shares outstanding during the period, less holdings by the Group of its treasury shares.

Research and development

Research and development costs are expensed as incurred.

Social Commitments

The Group contributes to the maintenance and upkeep of certain local infrastructure and to the welfare of its employees, including contributions toward the construction, development and maintenance of housing and recreation.  These expenditures, including those of a capital nature, are expensed as incurred.

Provisions

Provisions are recognised when the Group has a present legal or constructive obligation as a result of past events and when it is probable that an outflow of resources embodying economic benefits will be required to settle the obligation, and a reliable estimate of the amount of the obligation can be made.

Provisions are evaluated and re-estimated annually, and are included in the consolidated financial statements at their expected net present values using discount rates appropriate to the Group in the economic environment in the Russian Federation at each balance sheet date.

Reclassifications

Certain reclassifications have been made to the prior years’ consolidated financial statements to conform to the current year presentation.

Fair values

Unless otherwise described  in the notes to the сonsolidated financial statements, all balances have been included at their fair value.

New accounting developments

A new International Accounting Standard IAS 39 “Financial Instruments: Recognition and Measurement” will come into effect for the 2001 financial statements. The Standard requires all financial assets and financial liabilities to be recognised on the balance sheet, including all derivatives. The Group’s consolidated financial statements may in the future be affected by the introduction of fair value accounting for certain marketable securities and derivatives. The Standard also establishes hedge accounting criteria and guidelines.

The Group has not assessed the impact of IAS 39 on its financial position at 1 January 2001.
3. Property, plant and equipment


Buildings and constructions
Switches and transmission
devices
Telephone
exchanges
Other assets
Assets under construction and equipment awaiting installation
Total

Cost







At 1 January 2000
679,869
2,630,305
1,423,283
440,141
185,632
5,359,230

Additions
835
3,709
1,053
9,106
370,610
385,313

Transfers
26,963
194,903
54,720
39,565
(316,151)
-

Disposals
(8,929)
(29,806)
(5,402)
(14,382)
-
(58,519)

At 31 December 2000
698,738
2,799,111
1,473,654
474,430
240,091
5,686,024









Accumulated depreciation 







At  1 January 2000
(276,512)
(1,343,242)
(783,899)
(310,953)
(54,590)
(2,769,196)

Transfers
(4,656)
(33,654)
(9,448)
(6,832)
54,590
-

Charge for the year
(12,800)
(95,701)
(62,763)
(30,665)
-
(201,929)

Disposals
1,284
20,742
3,753
13,525
-
39,304

At 31 December 2000
(292,684)
(1,451,855)
(852,357)
(334,925)
-
(2,931,821)









Net book value at 31 December 2000
410,710
1,380,910
630,744
146,337
240,091
2,754,202









Net book value at 31 December 1999 
403,354
1,287,063
639,384
129,189
131,043
2,590,033

The impairment provision included in accumulated depreciation at 1 January 2000 relating to prior years is as follows:

Impairment provision
(168,029)
(536,163)
(266,354)
(53,818)
(54,590)
(1,078,954)

Assets under construction and equipment awaiting installation represent construction in progress of new telephone stations and other assets and property, plant and equipment yet to be put into use.  Other assets include motor vehicles, computer equipment, office furniture, fixtures and fittings.

At 1 January 2001 the Company performed a valuation of property, plant and equipment carried out by an independent appraiser for Russian statutory accounting purposes and applied by the Company subsequent to year end, as permitted by Russian Accounting Regulations. The assets, with effect from 1 January 2001, have been revalued to Rbl 4,579,942. The statutory revaluation gives rise to a deferred tax asset, see Note 20.

Impairment charge

During the year ended 31 December 1999 an impairment of Rbl 1,078,954 was recognised as a reduction of fixed assets and charged to the statement of operations for the year having regard to the carrying values and estimated recoverable amounts of the Group’s tangible fixed assets at 31 December 1999. The impairment provision was applied against the tangible fixed assets proportionally based on closing net book values as of 31 December 1999.

During the year ended 31 December 2000, management do not believe that there has been any indication that the impairment loss recognised for the assets in the prior year no longer exists or may have decreased, hence there has been no adjustment to the charge.

4.
Intangible assets


31 December 2000
31 December 1999





Cost







At 1 January 
1,225
1,265

Additions 
18,053
86

Disposals
(75)
(126)

At 31 December
19,203
1,225





Accumulated amortisation







At 1 January
380
331

Charge for the year
3,086
83

Disposals
(23)
(34)

At 31 December
3,443
380





Net book value
15,760
845

Intangible assets comprise of licenses for radio frequencies and purchased billing software.

5. LONG-TERM Investments


Nature

of Business
Percentage

Ownership, %
Book Value of investment

31 December




2000
1999

OOO “Perminform”
Telecommunications
100
4,315
3,281

ZAO “Perm Telecom”
Telecommunications
100
953
883

ZAO “AKIB “Pochtobank”
Banking
68
-
8,278

OOO “Parma-Pension”
Pension Fund Management
28
570
1,123

ZAO “RusLeasingSvyaz”
Leasing 
7
520
4,279

Other investments
Various
Various
1,035
1,643

Total net book value of long-term investments

           7,393
        19,487

All investments are incorporated in the Russian Federation.  None of the investee companies are publicly traded. In the opinion of the management carrying value approximates to fair value.

Certain subsidiaries and associated undertakings are reflected in these consolidated financial statements at cost due to their immateriality.

6. other non-current assets

The balance at 31 December 2000 represent the long term loans issued by the Bank of Rbl 13,670 (gross), net of general provision for loan losses of Rbl 1,757.

7. Inventories


31 December 2000
31 December 1999

Spare parts and consumables
28,010
24,944

Materials and fuels
52,146
49,556

Goods for resale
45,465
28,848

Other
1,137
1,768

 Total inventories
126,758
105,116

Goods held for resale are primarily mobile telephony equipment, including handsets. No provision has been made at the year end.

8. TRADE AND OTHER RECEIVABLES

31 December 2000
31 December 1999





Trade accounts receivable, gross
241,658
334,232

Less : Provision for bad and doubtful debts
(69,170)
(62,400)


172,488
271,832

Prepayments and advances 
45,466
71,676

Taxes recoverable other than income taxes
767
5,632

Notes receivable
3,046
5,214

Other receivables, gross
41,120
8,373

Less : Provision for loan losses
(4,249)
-


36,871
8,373

Total trade accounts receivable
258,638
362,727

Trade accounts receivable include Rbl 37,029 (1999: Rbl 101,510) in respect of state and other public organizations. 

Other receivables balance as at 31 December 2000 include Rbl 31,627 in respect of loans (gross) issued by the Bank. 

9. Cash and Cash Equivalents


31 December 2000
31 December 1999





Cash in Roubles
7,712
574

Bank in Roubles
26,215
14,784

Bank in hard currency
23,543
200,143

Total cash and cash equivalents
57,470
215,501


As at 31 December 2000 cash and cash equivalents include the amounts of the Bank in respect of: Cash in Roubles of Rbl 6,893, Bank in Roubles of Rbl 21,180. The remainder cash and cash equivalents belong to the Company, and are held primarily with local banks.

Mandatory balances with the Central Bank of the Russian Federation represent mandatory reserve deposits which are not available to finance the Bank's day to day operations and hence are not considered as part of cash and cash equivalents.

10. shareholders’ equity 

The total historical share capital subscribed, issued and fully paid, consists of the following classes of shares, each with a nominal value of Kopeks 12 per share:


31 December 2000

31 December 1999


Number of Shares

Authorised and Issued
Legal statutory value
Carrying amount

Number of Shares

Authorised and Issued
Legal statutory value
Carrying amount


Thousands
RR'000
RR'000

Thousands
RR'000
RR'000

Ordinary shares
8,743,938
912,097
3,887,842

8,743,938
912,097
3,887,842

Increase of nominal value
-
137,176
147,764

-
-
-

Total outstanding shares 
8,743,938
1,049,273
4,035,606

8,743,938
912,097
3,887,842

During 2000, the Company increased the nominal value of their ordinary shares from Kopeks 10.4 to Kopeks 12, which is reflected in the table above.

10.
shareholders’ equity (continued)

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 2000. A new version of Uralsvyazinform’s charter was approved by the Company’s shareholders and registered by the Perm City Administration on 24 July 2000 and authorises an additional 912,096,700 ordinary shares, nominal value Kopeks 12, which are as yet unissued. Ordinary shares carry voting rights with no guarantee of dividends. The Company does not have authorised or issued preferred shares.

The statutory accounting reports of the Company and its subsidiaries are the basis of profit distribution and other appropriations.  Russian legislation identifies the basis of distribution as the current year net profit. For 2000, the statutory profit for the Company as reported in the annual statutory accounts was Rbl 235,710. 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 consolidated financial statements. 

These financial statements include the dividend payable of Rbl 8,744 in respect of 2000 which have been accounted for in shareholders’ equity as an appropriation of retained earnings in the year ending 31 December 2000. Dividends for 1999 of Rbl 9,434 were proposed and recorded as an appropriation of retained earnings during 2000. 

11. Interest bearing loanS


31 December 2000
31 December 1999

Maturity



Repayable within one year
895,357
752,299

Between one and two years
195,610
180,125

Between two to five years
445,262
640,508

After five years
26,740
180,438

Non-current portion of interest bearing loans
667,613
1,001,071

Total interest bearing loans
1,562,970
1,753,370


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



Current portion 
261,197
333,248

Between one and two years
190,982
177,517

Between two to five years
395,478
628,019

After five years
26,740
180,255

Non-current portion
613,200
985,791


874,397
1,319,039

Interest bearing loans at 31 December 2000 may also be disclosed as follows:


Note
31 December 2000

Foreign Currency loans:



Deutsche mark - Long term
(a)
479,499

Deutsche mark - Short term
(b)
217,167

Euro – Long term
(c)
133,701

Euro – Short term
(d)
33,535

US$ - Short term

10,495

Total foreign currency loans

874,397

11.
Interest bearing loanS (continued)

Interest bearing loans at 31 December 2000 may also be disclosed as follows:


Note
31 December 2000


Rouble loans:



Bank loans – Short term
(e)
536,184

Financing arrangements of the Bank
(f)
87,246

Cash debentures
(g)
25,004

Loans from local government
(h)
18,721

Special purpose debentures
(i)
16,442

Vendor financing – Short term

2,926

Promissory notes issued by the Bank – Long term
(f)
1,898

Telephone Bonds

152

Total rouble loans

688,573





Total interest bearing loans

1,562,970

(a) Long term  Deutsche mark loans represent bank loans of Rbl 281,790 (including Rbl 194,443 guaranteed by the Government of the Russian Federation) and credits granted by equipment suppliers of Rbl 197,709 to purchase telecommunications equipment. These amount to a total of DM 35.9 mln and bear interest at an average rate of 6.3% and are repayable by instalments of DM mln 12.2, 9.3, 9 and 5.4 in the years 2002, 2003, 2004 and 2005 respectively. The amount of DM mln 19 (and DM mln 8.6 included in point (b) below) is subject to litigation with respect to whom the payment should be made. Interest and overdue interest penalty has been accrued. Disputed and other loans are secured on the telecommunication equipment purchased under vendor financing arrangements.

(b) Short term Deutsche mark loans represent short-term portion of Deutsche mark loans in (a) including bank loans of Rbl 127,092 (Rbl 49,676 guaranteed by the Government of the Russian Federation) and credits granted by equipment suppliers of Rbl 90,075 to purchase telecommunications equipment. These amount to a total of DM 16.2 mln and carry interest at an average rate of 6.5% 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 instalments of EUR mln 1.1, 1, 1, 1, 1 and 1.2 in the years 2002, 2003, 2004, 2005, after 2005 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 24.8%. They are secured over certain of the Company’s telecommunication equipment and inventory. 

(f) Financing arrangements of the Bank represent current accounts of Rbl 46,403 payable on call and deposit accounts of Rbl 40,843 (including the balance of Rbl 21,043 repayable during 2001) of commercial entities and individuals and the long term portion of promissory notes issued by the Bank of Rbl 1,898.

(g) Cash Debentures are payable in 2001 and represent amounts subscribed by the public and bear interest at 80% of the Central Bank of Russia refinancing rate (25% at 31 December 2000).

(h) Loans from local government comprise of several loans received as partial financing of acquisition of telecommunication devices and are repayable in 2001 – 2003 and bear no interest.

(i) Special Purpose Debentures are payable in 2003 - 2005 and bear no interest.

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

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

12. ACCOUNTS PAYABLE AND ACCRUED EXPENSES


31 December 2000
31 December 1999

Amounts due within one year



Trade accounts payable
65,645
89,705

Accrued expenses
57,555
112,443

Advances from customers
47,932
40,354

Promissory notes payable
31,928
16,042

Other payables
37,259
28,656

Deferred income (Note 13)
4,814
5,783

Total accounts payable and accrued expenses
245,133
292,983

13. Deferred income

Deferred income represents amounts subscribed by the public as non refundable premiums paid in consideration for the installation of telephones within a guaranteed period. 


31 December 2000




Current portion (within one year)
4,814

Between one to two years
4,814

Between two to five years
14,442

After five years
23,277

Non-current portion
42,533

Total deferred income
47,347

14. TAXES AND SOCIAL SECURITY PAYABLE


31 December 2000
31 December 1999





Profit tax
27,319
1,263

VAT – current
16,950
39,100

Social security and withheld taxes
10,505
18,969

Road users tax 
4,335
2,570

Property tax
4,317
6,945

Other 
12,060
14,786

Total taxes and social security payable
75,486
83,633

15. Revenues

Analysed by type:
31 December  2000
31 December  1999





Domestic long distance timed calls
532,457
540,420

Local telephony monthly charges
325,819
307,683

Mobile services
301,530
177,192

Regular installation charges
94,600
102,553

Local timed calls
91,574
55,762

Telephone – international timed calls
80,054
72,671

Sales of mobile equipment
56,082
50,414

Radio and TV transmission
55,467
44,305

Telex and telegraph
31,284
31,497

Rostelecom – incoming calls
8,606
6,226

Other 
148,823
151,933

Total revenues
1,726,296
1,540,656

15.
Revenues (continued)
Analysed by customer group:
31 December  2000
31 December 1999





Residents
692,902
550,666

Commercial entities
909,077
870,385

State and other public organizations
124,317
119,605

Total revenues
1,726,296
1,540,656

16. Operating EXPENSES


31 December  2000
31 December 1999

Staff costs



Wages, salaries and other staff costs
375,709
337,587

Social insurance
145,449
128,774

Total staff costs
521,158
466,361

Depreciation and amortisation 
205,015
245,016

Materials, fuel and spare parts
153,205
148,146

Taxes other than on income
89,041
79,430

Repairs and maintenance
86,814
72,364

Rostelecom and other interconnect fees
71,653
52,976

Payments to other network operators
58,337
46,537

Cost of equipment sold
41,914
38,186

Electricity
20,945
19,419

Research and development
17,660
16,296

Provision for bad and doubtful debts
17,226
(36,659)

Social expenditure and asset write offs
28,943
72,651

Provision for loan losses
6,006
-

Write down of investments
3,443
928

Other operating expenses
122,535
159,373

Total operating expenses
1,443,895
1,381,024

17. Employees

Average staff numbers for the Group
31 December 2000
31 December 1999





Administrative
1,001
1,867

Technical
6,764
6,157

Total number of employees
7,765
8,024

18. finance cost 


31 December 2000
31 December 1999

Interest expense



Rouble loans
(168,279)
(77,007)

Foreign currency loans
(80,348)
(103,510)

Interest on telephone bonds
(8,937)
(8,753)

Total interest expense
(257,564)
(189,270)

Less: Interest capitalized
478
-

Interest expense, net
(257,086)
(189,270)

Interest income
12,630
774





Foreign exchange gains (losses), net
12,892
(158,568)


(231,564)
(347,064)

19. Income taxes


31 December 2000
31 December 1999

Current income taxes
75,916
36,938

Deferred taxes (Note 20)
(702,442)
(191,985)

Provision for non – realisable deferred tax asset
273,446
-

Income tax expense/(credit) for the year
(353,080)
(155,047)

The income tax charge/credit for the year is accrued as follows:


31 December 2000
31 December 1999

IAS net profit / (loss) before taxation
294,290
(821,904)





Theoretical tax charge at statutory rate of 30% (1999: 30%) thereon:
88,287
(246,572)

Non-temporary elements of monetary (gain) / loss
55,642
165,133

Effect of change in tax rate during the year
7,192
(20,577)

Effect of statutory revaluation of fixed assets
(575,963)
-

Effect of non deductible expenses
134,204
33,973

Investment allowance
(70,476)
(48,420)

Inflation effect on deferred tax balance at beginning of year
8,034
(38,584)





Total tax expense/(credit) for the year
(353,080)
(155,047)


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.

20. Deferred taxes

Differences between IAS and statutory taxation and reporting 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. As a result of changes in Russian tax legislation, a profit tax rate of 34.5% has been enacted starting from 1 January 2001. The tax effect on these temporary differences is therefore recorded at the rate of 34.5% as at 31 December 2000 (1999: 30%):


31 December 

2000
Movement in year
Effect of change in tax rate
31 December 

1999







Tax effects of future tax deductible (taxable) items

(temporary differences):





Property, plant and equipment, net
712,299
712,299
-
-

Accounts payable and other accruals
21,410
(30,136)
6,723
44,823

Deferred income
13,772
(6,335)
2,623
17,484

Accounts receivable and other current assets
5,760
5,760
-
-













Provision for non-realisable deferred tax asset
(273,446)
(273,446)
-
-







Deferred tax asset at 31 December
479,795
408,142
9,346
62,307







Property, plant and equipment, net
-
9,640
(1,257)
(8,383)

Investments
(312)
1,643
(255)
(1,700)

Inventory
(2,537)
371
(379)
(2,529)

Accounts receivable and other current assets
-
2,012
(263)
(1,749)













Deferred tax (liability) at 31 December
(2,849)
13,666
(2,154)
(14,361)







Net deferred tax (liability) / asset at 

31 December
476,946
421,808
7,192
47,946

20.
Deferred taxes (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 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.

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. The Company has revalued its assets for statutory purposes (see Note 3) with effect from 1 January 2001.

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 2000, in respect of the excess of the value for tax purposes after revaluation over  the adjusted carrying values of tangible fixed assets after recognition of the impairment charge in previous years.

21. minority interest



31 December 2000

Beginning of year

-

Minority interest on consolidation

4,998

Share of loss

(4,998)

Total minority interest

-

The theoretical loss at 31 December 2000 attributable to minority shareholders in the Bank but borne by the Group is Rbl 9,816.

22. Earnings / (loss) per share

Earnings / (loss) per share are based on the profit after tax of Rbl 652,372 (1999: loss of Rbl 666,856) and 8,744 million ordinary shares being the weighted average number of ordinary shares outstanding during the year (1999: 8,752 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


31 December 2000
31 December 1999

Net profit/(loss) before tax
294,290
(821,904)

Adjustments for:



Impairment charge on fixed assets
-
1,078,954

Depreciation and amortisation
205,015
245,016

Net finance costs (Note 18)
231,564
347,064

Net monetary differences
(243,453)
(444,482)

Net loss on investments
3,443
928

Disposal of fixed assets
19,215
25,800

Amortization of premiums on bonds issued
(5,297)
(6,451)

Operating income before working capital changes
504,777
424,925

Decrease in inventories
(21,642)
(1,450)

Decrease/(increase) in receivables
39,880
(65,124)

(Increase) in short term investments
(9,319)
-

Cash allocated to mandatory reserves with Central Bank
(5,451)
-

(Decrease)/increase in accounts payable
(18,331)
60,507

Cash generated from operations
489,914
418,858

Interest paid
(271,843)
(91,885)

Taxes paid
(33,968)
(20,620)


Net cash generated from operating activities
184,103
306,353

24. Related party transactions

Summary of  transactions with Related parties is performed in the table below:


31 December 2000
31 December 1999

Balance Sheet





Other Debtors



Loans to directors
1,915
84





Accounts payable



OAO "Rostelecom"
8,259
15,678





Statement OF OPERATIONS



Directors remuneration
9,218
6,189

Revenues from OAO "Rostelecom"
8,606
6,226

Charges from OAO "Rostelecom"
71,653
52,976

OAO Svyazinvest 

Joint Stock Company “Svyazinvest” (“OAO Svyazinvest”) is the major shareholder of the Group with the holding of 53% of the Company's voting capital. OAO Svyazinvest was wholly owned by the Russian Government until July 1997 when the Government sold 25% plus one share of the Charter Capital of Svyazinvest to the private sector.

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

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

24.
Related party transactions (continued)

Rostelecom

Rostelecom is the primary provider of domestic long distance and international telecommunications services in the Russian Federation.  The Group has signed interconnection agreements with Rostelecom. The Ministry of Communications and Informatization has introduced an integral tariff calculation effective 1 January 1997 to facilitate the settlement of traffic carried by Rostelecom for the Group on each 50 km trunk line based upon the volumes of incoming and outgoing traffic. Settlement of the differences in incoming and outgoing traffic between the Group and Rostelecom are no longer made as these differences are included in the integral tariff calculation. The integral tariff for each year is calculated based on traffic volumes carried in the previous financial year by the Group and Rostelecom. 

The annual amount due to Rostelecom for traffic carried and terminated outside of the Group’s network is shown separately as an expense in the statement of income. Similarly, the income derived from customers in respect of incoming calls is shown separately as revenue from Rostelecom in Note 15. The net amount owing to Rostelecom is included in the consolidated balance sheet under current liabilities. 

State organisations

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

Government subscribers accounted for 7.2% (1999: 7.8%) of revenues. 

25.
CREDIT RISKS MANAGEMENT

A portion of the Group’s accounts receivable are from State and other public organisations (see Note 8). Collection of these receivables is influenced by political and economic factors. Management believe there are no significant unprovided losses relating to these or other receivables at 31 December 2000.

Financial instruments that could expose the Group to concentrations of credit risk are mainly trade and other receivables. The credit risk associated with these assets is limited due to the Group’s large customer base and ongoing procedures to monitor the credit worthiness of customers and other debtors.

26.
INTEREST RISKS MANAGEMENT

Trade and other receivables and payables (other than related party payables) are non-interest bearing financial assets and liabilities. The effective interest rates applicable to the financial instruments were as stated below:


31 December 2000
31 December 1999

Long term bank loans :



 - Vnesheconombank
6.25% - 7.25%
5.9% - 6.4%

 - Dresdner Bank
5.75%
5.75%

Vendor financing:



  - Alcatel SEL AG
9.5% - 10%
9.5% - 10%

  - Alcatel Italia
11%
11%

Cash debentures
24% - 45%
44%

Other loans
15% - 40%
41.3%

27.
COMMITMENTS

Capital commitments: At 31 December 2000 capital expenditures amounting to Rbl 66,395 (1999: Rbl 17,341) relating to network upgrades and expansion, had been committed under contractual arrangements. Such expenditures will be principally financed through operating cash flows. 

28.
CONTINGENCIES

Operating environment: The economy of the Russian Federation continues to display characteristics of an emerging market. These characteristics include, but are not limited to, the existence of a currency that is not freely convertible outside of the country, extensive currency controls, a low level of liquidity in the public and private debt and equity markets and high inflation.


The prospects for future economic stability in the Russian Federation are largely dependent upon the effectiveness of economic measures undertaken by the government, together with legal, regulatory, and political developments.

Fiscal: Russian tax, currency and customs legislation is subject to varying interpretations and changes, occurring frequently. Furthermore, the interpretation of such legislation by the authorities as applied to the transactions and activity of the Company and its subsidiaries may not coincide with that of management. As a result, such authorities may challenge transactions and the companies may be charged significant additional assessments, penalties and interest. The periods remain open to review by the tax and customs authorities with respect to tax payments for three years.

Legal proceedings: Group entities are party to legal proceedings arising in the ordinary course of business. Also, the Group is subject to various environmental laws and is subject to regulation by various governmental authorities. In the opinion of management, there are no current legal proceedings or other claims outstanding which, upon final disposition, will have a material adverse effect on the result of operations or financial position of the Group.

Environmental matters.  The enforcement of environmental regulation in the Russian Federation is evolving and the enforcement posture of government authorities is continually being reconsidered.  The Group periodically evaluates its obligations under environmental regulations.  As obligations are determined, they are recognized immediately, if no current or future benefit is discernible.  Potential liabilities, which might arise as a result of stricter enforcement of existing regulations, civil litigation or changes in legislation or regulation cannot be estimated but could be material.  In the current enforcement climate under existing legislation, management believes that there are no significant liabilities for environmental obligations. 

Political environment: The operations and earnings of the Group are affected by political, legislative, fiscal and regulatory developments, including those related to environmental protection. Because of the capital intensive nature of the industry, the Group is also subject to physical risks of various kinds. The nature and frequency of these developments and events associated with these risks, which generally are not covered by insurance, as well as their effect on future operations and earnings are not predictable.

Land:  From privatisation to 31 December 2000 there were no significant charges in relation to the use of land upon which the Group’s property, plant and equipment is located.  Management at this time are unable to estimate the impact of future legislation regarding the use of such State owned land.

Licenses: Substantially all of the Group’s revenues are derived from operations conducted pursuant to licences granted by the Ministry of Communications and Informatization (formerly the State Committee on Telecommunications).  The principal operating licence expires in December 2004 with other subsidiary licences expiring in years ranging from 2001 to 2007. Long distance traffic is carried by Rostelecom, a subsidiary of OAO Svyazinvest. The Group has no reasons to believe that these licences will not be renewed or that any licences will be suspended or terminated. 

Regulatory policy: The telecommunications industry is continuing to undergo significant restructuring and reform and the future direction and effects of such reforms are unknown at this time.  Potential reforms in tariff setting policies, settlements of outstanding debts by governmental entities and the restructuring of operations could have significant effects on the Group.  

28.
CONTINGENCIES (continued)

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 Group. The Government's influence is not confined to its indirect share holdings in the Group. 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. 

29.
SEGMENT REPORTING

The Group provides telecommunications services to subscribers and banking services in the Perm region of Russia. Since banking activities form an immaterial proportion of their operations (less than 10%), management consider that they operate and manage the Group as one business and geographical segment.

30.
SUBSEQUENT EVENTS 

Subsequent to the year end the Company has placed debentures bearing interest of approximately 18.5% with par value of Rbl 50,000 and proceeds of Rbl 44,750 to its related party ZAO “Parma” .

There have been announcements that the local telephone operating subsidiaries of OAO “Svyazinvest” will be reorganised on a regional basis. At the annual meeting which was held on 15 June 2001 in Perm, shareholders approved the merger with several Ural regional operators with the Company being the head company under the proposed reorganisation.
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