


2009 Major Results and Events. Overview

At the height of the global economic downturn
in 2009 a new team of managers came on board at
Svyazinvest.

The team’s main task was to lift the holding’s
companies out of a financial and structural crisis,
while maintaining their financial independence and
preparing them for a large-scale reorganization.

The list of priorities for 2009 was drawn up
with a view to overcoming the financial crisis and
spurring growth in the Group’s key financial and
operating indicators.

On the economic front, cost containment
coupled with strict control over operating expenses
was implemented. This made it possible to keep
operating profit at the target level, mitigate the
effects of negative foreign currency exchange
rate differences and achieve positive dynamics in
EBITDA and net profit.

The key investment priority was to scale down
the holding’s investment programme. On the
strength of measures adopted, investments were
financed using in-house financial resources and
financial stability on the whole. The investment
structure was optimized by boosting the proportion
of capital investments into high-yield projects.
Thus, the top-priority investment projects in 2009
were new and promising services and support of
the existing infrastructure.

As a result, despite negative foreign trade

factors and a ratcheting-up of the competitive
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strugglein key segments of the telecommunications
market, the Svyazinvest Group of companies
showed positive trends at work in 2009. Recapping
the highlights, revenue rose steadily as the Group’s
earnings advanced 2.4% compared to the year-
earlier period, amounting to RUR 259.1 bin. Also,
EBITDA surged nearly 14% and reached RUR88.4 bin.
Net profit of the Svyazinvest Group rose nearly 22%
and amounted to RUR 28.5 bIn. The most rapidly
expanding companies in 2009 were UTK (net profit
soared almost 231.3%), CenterTelecom (net profit
shot up 95.6%), Uralsvyazinform and VolgaTelecom
(net profit rose 51.9% and 44.4%, respectively).

Along with the positive results achieved by the
Svyazinvest Group in 2009, it should also be noted
that the Group’s multi-tier structure made it difficult
to accomplish federal-level tasks and reduced
its ability to deliver on new projects. In order to
enhance the efficiency of operations at the Group’s
companies in 2009 the decision was adopted to
commence reorganization in order to establish
a single operator capable of providing advanced
telecommunications services to all categories of
clients throughout Russia.

In May 2009 the Governmental Committee
for Transportation and Telecommunications
approved the concept for the reorganization of the
Svyazinvest Group as a merger between regional
telecom operators and Rostelecom. In October

2009 the Board of Directors or Svyazinvest passed

a resolution on the reorganization. In December
2009 the reorganization plan was approved by the
Governmental Committee for Transportation and
Telecommunications. The decision was adopted
to launch the Reorganization Programme of the

Svyazinvest Group and to set up all management

bodies required under the Reorganization
Programme in order to efficiently integrate business
processes and implement top-priority projects in
2009. The procedures for establishing an integrated
telecommunications company are to be completed

by spring 2011.
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Overview on the Largest Companies

of the Svyazinvest Group

5.1. Rostelecom OJSC

Branches: North-Western, Volga, Siberian,
Southern, Ural, Far Eastern, and Central; Long-
Distance and International Telephony (MMT),
Training and Engineering Centre (UPC RT).

Rostelecom OJSC is the national DLD and ILD
operator in Russia and one of the country’s largest
telecom companies, which offers a wide range of
telecommunications services.

Rostelecom OJSC owns and manages its own
150,000 km backbone network, which enables it
to provide voice services, as well as datacom and
IP applications to households, corporate clients,
Russian and international telecom operators.

The bulk of the company’s business currently
involves providing domestic and international
long-distance (DLD and ILD) telecommunications
services to end users in all regions of the Russian
Federation. The companyisthe unparalleled leader
in this segment with about a 50% share, while the
operator retains roughly an 80% share of the fixed-
line residential DLD and ILD telecommunications
market.

Rostelecom OJSC is the largest provider of
telecommunications services for Russian state

bodies atalllevels,and also for the largest domestic
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and foreign companies, in particular, Russian TV
and radio companies.

The company commands leading positions
on the traffic transit and line leasing market for
Russian and foreign operators. Rostelecom OJSC
is making concerted efforts to enter new markets
and deploy new services, including high-speed
Internet access, the rollout of virtual private
networks (VPNs), data-centre services, intelligent
networks, videoconferencing, etc.

After three years of aggressive operations
on the Russian datacom market, the company
has become a leader in the rapidly expanding
backbone Internet traffic segment.

Rostelecom OJSChas directaccess tothe long-
distance networks of over 150 operators located in
70 countries, is a party to 25 international cable
networks and deals with 600 foreign and national
fixed-line and mobile telephony operators.

The securities of Rostelecom OJSC trade on
the largest Russian and western stock exchanges,
including the RTS, MICEX, London and Frankfurt
stock exchanges, and also in the U.S. over-the-
counter electronic trading system OTCQX.

The company’s international rating assigned

by Standard&Poor’s is BB with a stable outlook.

Headline Indicators 2009 2008 Chng, %
Revenue, RUR, min 61,223.5 63,201.7 97
Expenses, RUR, min 53,7104 53,066.8 101
Operating Profit, RUR, mIn 7,513.1 10,134.9 74
Net Profit, RUR, mIn 5,101.6 7,072.1 72
Average Number of Staff, individuals 20,098 20,864 96

Shareholder Capital Breakdown of Rostelecom OJSC (% of Share Capital)

13.00%

39.30%

9.70%

38.00% Svyazinvest OJSC

5.2. North-West Telecom 0JSC

Branches: in the republics of Karelia and Komi,
in Arkhangelsk, Kaliningrad, Leningrad, Murmansk,
Novgorod, Pskov and Vologda regions, as well as in
Saint Petersburg.

North-West Telecom OJSC is the largest fixed-
line telephony operatorin the telecommunications

market of the North-Western Federal District

«

(NWFD) of the Russian Federation. The NWFD
is one of the most highly developed regions of
Russia both economically and in terms of the
telecommunications business. The population of
the NWFD is 13.6 min people.

North-West Telecom OJSC provides a wide
range of telecommunications services, including

local voice and intrazonal telephony, datacom,
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Internet access and lease of telecom channels,
IPTV, datacom centers, etc. According to 2009
results, on the regional telecom market, North-
West Telecom OJSC accounts for 74% of the local
voice segment, 90% of intrazonal connections,
and approximately 47% of the broadband Internet
access segment (not including the revenue of
national cellular operators).

North-West Telecom OJSC has a subscriber
base numbering over 4.5 min fixed-line users, over
900,000 broadband Internet users, as well as a pay
phone network which covers the most remote and
sparsely populated areas of the NWFD.

The digitalization rate of the company’s local
voice network is approaching 70%. The company

possesses a powerful transport infrastructure

which incorporates all areas of the North-Western
region into a single network. The total length of
the telephone lines exceeds 200,000 km, of which
about 30,000 km are advanced fibre-optic cable
lines.

NWT’s common and preferred shares are
traded on Russia’s benchmark stock exchanges,
the RTS and MICEX.

The company has launched a Level-1 ADR
programme for its common shares, which are
traded on the US OTC market, the Frankfurt and
Berlin stock exchanges. JPMorgan Chase Bank is its
custody bank.

The company’s international credit ratings
assigned by Standard&Poor’s/Fitch Ratings BB-/

BB-, respectively, with a stable/stable outlook.

Headline Indicators 2009 2008 Chng, %
Revenue, RUR, mIn 26,295.0 24,521.0 107
Expenses, RUR, min 23,987.0 20,638.0 116
Operating Profit, RUR, mIn 2,308.0 3,883.0 59
Net Profit, RUR, min 3,473.0 3,622.0 926
Average Number of Lines 4,492,080 4,476,807 100
Number of Lines per Employee 204 197 104
Average Number of Staff, individuals 22,053 22,690 97

Shareholder Capital Breakdown of North-West Telecom 0JSC (% of Share Capital)

17.39% [ EEE

16.01% e

27.07% DOESEELS

39.53% Svyazinvest 0JSC

5.3. CenterTelecom OJSC

Branches: in Belgorod, Bryansk, Kaluga, Kursk,
Lipetsk, Moscow, Orel, Ryazan, Smolensk, Tambov,
Tver, Tula, Vladimir and Voronezh regions, as well as
the Verkhnevolzhsky branch.

CenterTelecom OJSC is one of the largest
telecom companies in Eastern Europe. The
company commands a well-developed telecom
infrastructure in all regions of the Central Federal
District (CFD) of the Russian Federation, excluding
Moscow. The population of regions serviced by
the company is 26.54 min people.

CenterTelecom operates in all segments of the
telecommunications market providing local voice
and intrazonal telephony, data transfer, datacom,
intelligent services, ISDN, and Internet access. The
company also provides wireline, wireless and cable
TV broadcasting and leases out telecom channels.

As of year-end 2009, CenterTelecom’s market
shareintheregionstoodat68.9% (notincludingthe

revenue of national cellular operators), including

local voice (83.5%), intrazonal telephony (91.2%),
and ISP and datacom (40.1%). The company has
a subscriber base which numbers 6.7 min fixed-
line users, 1.2 min broadband Internet users, and
80,000 cable TV users.

In 2001, the company launched a Level-1 ADR
programme for common shares that are traded
on the US OTC market and major European stock
markets. JPMorgan Chase Bank is its custody
bank.

The company’s international credit ratings
assigned by Standard&Poor’s/Fitch Ratings are

BB-/ B+, respectively, with a stable/stable outlook.
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Headline Indicators 2009 2008 Chng, %
Revenue, RUR, min 36,433.7 33,715.2 108
Expenses, RUR, min 30,5294 26,351.2 116
Operating Profit, RUR, min 5,904.3 7,364.0 80
Net Profit, RUR, min 5,058.5 2,585.5 196
Average Number of Lines 6,873,701 6,843,144 100
Number of Lines per Employee 236 185 128
Average Number of Staff, individuals 29,100 37,026 79

Shareholder Capital Breakdown of CenterTelecom OJSC (% of Share Capital)

10.00%

11.14%

40.84%

38.02% BTV
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5.4. Southern Telecommunications Company
0JsC

Branches: in the republics of Adygeya,
Kabardino-Balkaria,Kalmykia, Karachay-Cherkessia
and North Ossetia, in Krasnodar and Stavropol
territories, as well as in the Astrakhan, Rostov and
Volgograd regions.

UTK is the largest fixed-line operator in the
Southern Federal District (SFD) of the Russian
Federation. Its branches are located in all
constituent entities of the SFD, except for the
republics of Chechnya, Dagestan and Ingushetia.
The population of regions serviced by the company
is 18.5 min people.

The company provides a broad range of

high-speed Internet users. The digitalization rate
of its local voice network is 74.04%.

In 2009 the company carried out one
of its largest-scale and most important
telecommunications projects by completing the
construction of its inter-regional transport network
which is designed to link all of its branches.

UTK's securities are listed on Russia’s largest
stock exchanges, the RTS and MICEX. The company
has launched a Level-1 ADR programme for its
common shares that are traded on the US OTC
market and major European stock exchanges.

The company’s international credit ratings
assigned by Standard&Poor’s/Moody’s Investors

Service are B/B1, respectively, with a stable/stable

telecommunications services, including intrazonal outlook.

and local voice, value-added services (ISP,

intelligent networks, construction of VPNs, cable

TV, call centres), as well as data transfer, wire

broadcasting, and line leasing. UTK has a fixed-line

subscriberbase numbering4 min,and over 550,000
Headline Indicators 2009 2008 Chng, %
Revenue, RUR, min 21,856.9 20,883.8 105
Expenses, RUR, mIn 16,313.1 15,778.2 103
Operating Profit, RUR, mIn 5,543.8 5,105.6 109
Net Profit, RUR, min 1,845.7 557.0 331
Average Number of Lines 3,993,955 4,070,386 98
Number of Lines per Employee 160 155 103
Average Number of Staff, individuals 24,996 26,250 95
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Shareholder Capital Breakdown of Southern Telecommunications Company 0JSC (% of Share Capital)

Headline Indicators 2009 2008 Chng, %
Revenue, RUR, min 27,077.0 26,420.1 102
16.01% [IrrE
Expenses, RUR, min 21,097.0 20,898.2 101
10.84% Operating Profit, RUR, mIn 5,980.0 5,521.9 108
Net Profit, RUR, min 4,262.6 2,952.0 144
9
3499 A) R Average Number of Lines 5,084,982 5,101,421 100
Number of Lines per Employee 170 157 108
381 6% Svyazinvest OJSC
° Average Number of Staff, individuals 29,856 32,548 92

5.5.VolgaTelecom OJSC

Branches: in the republics of Chuvashia, Mari
El, Mordovia and Udmurtia, in the Kirov, Nizhny
Novgorod, Orenburg, Penza, Samara, Saratov, and
Ulyanovsk regions.

VolgaTelecom OJSC is the largest fixed-line
operator in the Volga Federal District (VFD) of the
Russian Federation. Its branches are located in
all constituent entities of the VFD, except for the
republics of Bashkortostan and Tatarstan and the
Perm region. The population of regions serviced by
the company is 19.8 min people.

VolgaTelecom has a fixed-line subscriber base
which numbers over 4.8 mln and a cellular subscriber
base of 3.6 mIn people.

Thanks to the company’s efforts the broadband
Internet penetration rate in the VFD is one of the
highest in Russia, exceeding 40% in some regions.

Furthermore, VolgaTelecom OJSC has begun

to provide Internet access services using FTTx
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technology, which makes it possible to transfer data
at a speed of up to 100 Mbps.

VolgaTelecom successfully operates on both
Russian and international capital markets. Its shares
trade on the RTS and MICEX, and the company’s
Level-1 ADRs are also listed on the Frankfurt and
Berlin stock exchanges.

The company’s international credit ratings
assigned by Standard&Poor’s/Fitch Ratings are BB-/

BB-, respectively, with a stable/stable outlook.

Shareholder Capital Breakdown of VolgaTelecom OJSC (% of Share Capital)

Non-Residents

Svyazinvest 0JSC
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5.6. Uralsvyazinform OJSC

Branches: in the Chelyabinsk, Yekaterinburg,
Kurgan, Perm and Tyumen regions, in the Khanty-
Mansiysk and Yamal-Nenets autonomous districts,
as well as Interregional Mobile Division and Interre-
gional Informational and Network Technologies Divi-
sion.

Uralsvyazinform OJSC is a leader in providing
telecom services in the Ural Federal District (UFD) of
the Russian Federation. Its branches are located in all
constituent entities of the UFD, and also in the Perm
region. The company’s coverage area spans over 1.9
min sq km, with a population of over 15 miIn people.

Uralsvyazinform is a universal telecommunica-
tions operator, which provides the full range of ad-
vanced telecom services to its subscribers.

The company holds strong positions both in the
traditional telephony segmentand value-added serv-
ices market. Uralsvyazinform’s fixed-line subscriber

base numbers 3.7 min, Utel's cellular subscribers

amount to 5.7 min, broadband Internet users totaled
756,000 while the number of paid TV users reached
120,000. The company’s key competitive advantage
is its in-house digital transport network. The basis for
this facility is a 19,500 km interregional multiservice
network. The network has interconnection points in
100% of the cities and regional centres of the opera-
tor's coverage area (235 cities, towns and villages).
The company has launched a Level-1ADR
programme for its common and preferred shares.
JPMorgan Chase Bank is its custody bank. The com-
pany’s ADRs trade on the Frankfurt and Berlin stock
exchanges and the US OTC market.
Uralsvyazinform’s common and preferred shares
are on the first and second-tier quotation lists of Rus-
sia’s benchmark trade platforms, the RTS and MICEX.
The company’s international credit ratings as-
signed by Standard&Poor’s/Fitch Ratings are B+/B+,

respectively, with a stable/positive outlook.

Headline Indicators 2009 2008 Chng, %
Revenue, RUR, min 40,744.0 40,581.0 100
Expenses, RUR, min 32,412.2 33,456.4 97
Operating Profit, RUR, min 8,331.9 7,124.6 117
Net Profit, RUR, min 4,068.9 2,677.9 152
Average Number of Lines 9,469,323 9,145,689 104
Number of Lines per Employee 436 389 112
Average Number of Staff, individuals 21,710 23,521 92
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Shareholder Capital Breakdown of Uralsvyazinform OJSC (% of Share Capital)

16.96% [IFTIEE

22.79% e

18.87% INENIED

41.38% Svyazinvest 0JSC

5.7.Sibirtelecom 0JSC

Branches: in the Altai and Krasnoyarsk territo-
ries, in the republics of Buryatia and Khakassia, in
the Autonomous Republic of Gorno-Altai, in the
Chita, Irkutsk, Kemerovo, Novosibirsk, Omsk and
Tomsk regions.

Sibirtelecom OJSC is one of Russia’s largest tel-
ecom operators, with a coverage area spanning the
Siberian Federal District (SFD).

The company is currently a leader of the SFD
telecommunications market, providing telecom
services to the inhabitants of 12 regions of the SFD
and commanding 34% of the market’s aggregate
value. On the regional telecommunications market
the company accounts for 76% of the local voice
market, 97% of intrazonal telephony, 60% of ISP
and 21% of cellular telephony.

The operator’s fixed-line subscriber base num-
bered 4.4 min and its cellular subscribers totaled
more than 5.3 mIn as of year-end 2009. The com-

pany’s competitive advantage lies in its ability to

provide comprehensive services to all categories of
subscribers (residential and corporate) throughout
its coverage area.

In 2009 the company launched its 6,500 km
multi-service network, which linked the entire Si-
berian region and made it possible to provide com-
prehensive services to even the most remote areas
of Siberia.

In 2009, Sibirtelecom launched its first data-
centre, a powerful and highly reliable specialized
platform which is used to accommodate server and
communications equipment. The datacentre al-
lowed the company to expand its range of services
for corporate clients, offering them the following
solutions: collocation, dedicated servers and Web
hosting.

The company’s shares trade on Russia’s bench-
mark stock exchanges, the RTS and MICEX, and also
in the form of American Depositary Receipts on the
US OTC market, as well as the Berlin and Frankfurt

stock exchanges.
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The company’s international credit rating as-

signed by Fitch Ratings is B+ with a stable outlook.

Headline Indicators 2009 2008 Chng, %
Revenue, RUR, min 27,970.1 27,617.0 101
Expenses, RUR, min 23,152.0 23,108.2 100
Operating profit, RUR, mIn 4,818.2 4,508.8 107
Net Profit, RUR, mIn 2,345.2 2,107.0 111
Average number of Lines 5,033,361 4,928,643 102
Number of Lines per Employee 197 167 118
Average Number of Staff, individuals 25,501 29,498 86

Shareholder Capital Breakdown of Sibirtelecom OJSC (% of Share Capital)

7.83%

53.84%

0.10%

38.23% KBTI
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5.8. Far East Telecom OJSC

Branches: in the Khabarovsk and Primorie ter-
ritories, in Amur, Kamchatka, Magadan and Sakha-
lin regions.

Far East Telecom OJSC is the largest telecom
operator in the Far-Eastern Federal District (FEFD)
of the Russian Federation. Its branches are located
in all constituent entities of the FEFD, except for
the Chukotka Autonomous District. Far East Tele-
com is represented by its subsidiary Sakhatelecom
in the Republic of Sakha (Yakutia). The company
has participatory holdings in 12 Far East opera-
tors. The population of the regions serviced by the
company is about 7 min people, including the Re-
public of Sakha.

Far East Telecom possesses the basic telecom
infrastructure in the Far-Eastern Federal District
and has priority access to end users. The company
provides a full array of telecom services ranging
from fixed-line telephony to datacom using cut-

ting-edge technologies.

ony customers. The Far East operator’s broadband
Internet subscriber base numbers 400,000. There
are nearly 77,000 interactive TV customers at
present, and the penetration rate of interactive TV
to broadband Internet access is equal to 19.6%. In
addition, the IP TV growth rate is the second high-
est in Russia.

In 2009, the company began to implement
the MetroEthernet project, whereby fibre-optic
lines are to connect cities in the region with a pop-
ulation of at least 50,000 inhabitants.

The company has implemented a Level- 1 ADR
programme for its common shares, which trade on
the US OTC market, as well as the Frankfurt and
Berlin stock exchanges. JPMorgan Chase Bank is
its custody bank.

The common and preferred shares of Far East
Telecom are also traded on Russian stock exchang-
es, the RTS and MICEX.

The company’s international credit rating as-

signed by Fitch Ratings is BB- with a stable out-

The company has the biggest subscriber base look.
in the region, with over 1.36 min fixed-line teleph-
Headline Indicators 2009 2008 Chng, %
Revenue, RUR, min 13,396.8 12,232.2 110
Expenses, RUR, mIn 10,317.6 9,538.4 108
Operating Profit, RUR, mIn 3,079.2 2,693.8 114
Net Profit, RUR, min 2,171.5 1,735.6 125
Average Number of Lines 1,471,277.0 1,485,682 99
Number of Lines per Employee 141 130 109
Average Number of Staff, individuals 10,422 11,424 91
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Shareholder Capital Breakdown of Far East Telecom OJSC (% of Share Capital)

16.80%

Individuals

15.34%

29.73%

38.13% Svyazinvest OJSC

5.9. Other Significant Assets

Central Telegraph OJSC (Svyazinvest OJSC
owns 51% of its voting shares) is the major data
transmission service provider in the Moscow
metropolitan area. Its main services include local
voice, data transmission, telematic, datacom
services, channel and network leasing services.

Revenue in 2009 totalled RUR 3,614 min.

Dagsvyazinform OJSC (Svyazinvest OJSC owns

50.66% of its voting shares) is a telecommunications

operator in the Republic of Dagestan. The company
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provides local and intrazonal telecom services, wire
broadcasting, telematic and datacom services.
Revenue in 2009 totalled RUR 422 min.

Giprosvyaz 0JSC (Svyazinvest OJSC owns
74.99% of its voting shares) is a successor of the
State Telecommunications Research and Design
Institute. Under the Institute's projects the majority
of large-size telecom systems and facilities in Russia
and former Soviet republics were designed and
constructed.

Revenue in 2009 totalled RUR 770 min.
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Reporting Procedure for Svyazinvest
Group’s Financial and Operating Results

In this annual report the analysis of financial
and operating results of Svyazinvest's subsidiaries
(jointly referred to as “the Svyazinvest Group”), is
made based on the aggregate financial statements
of the Svyazinvest Group, unless otherwise
stipulated in the text of the report.

The aggregate financial statements have
been totalled on a line-by-line basis using the
balance sheets and profit and loss statements
under the Russian Accounting Standards (RAS) of
all Svyazinvest's subsidiaries whose main type of
activity is the provision of fixed-line and mobile

telecom services:

+  Rostelecom OJSC,

«  North-West Telecom 0JSC,
«  CenterTelecom 0JSC,

«  UTKOJSC,

«  VolgaTelecom OJSC,

+  Uralsvyazinform OJSC,

«  Sibirtelecom 0JSC,

+  Far East Telecom OJSC,

«  Central Telegraph OJSC,

- Dagsvyazinform OJSC.

The aggregate financial statements include
intra-Group turnovers for services provided and
dividends declared within the Svyazinvest Group,
as well as intra-Group investments and mutual

receivables and payables of the Group's companies.
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The aggregate financial statements do not include
thefinancial sheets of companies that are subsidiaries
of Svyazinvest's subsidiaries.

The financial figures of some Svyazinvest
Group's companies presented in this annual report
are reported according to the RAS financial reports
of these companies.

The aggregate operating figures of Svyazinvest
Group were determined by totaling the operating
numbers of Svyazinvest Group’s companies, whose
statements are traditionally used to compile
Svyazinvest Group's aggregated financial statements,
unless otherwise stipulated in the text of the report.

This annual report presents the Draft IFRS
(International  Financial Reporting Standards)
consolidated financial statements of Svyazinvest
0JSC prepared on the basis of draft IFRS consolidated
financial statements of the Group’s companies. The
Draft IFRS consolidated financial statements also
include the financial statements of companies that
are subsidiaries of Svyazinvest's direct subsidiaries.

The consolidated balance sheet and income
statements presented in the Draft consolidated

financial statements were compiled by:

« totaling similar items of assets, liabilities,
equity, revenues and expenses of Svyazinvest and
its subsidiaries, whose structure is determined
under IFRS, on a line-by-line basis with subsequent

elimination of the book value of Svyazinvest's

investments in every subsidiary and a portion of
equity of each Svyazinvest subsidiary;

« calculating minority share in the net profit
and equity included in the financial statements of
consolidated subsidiaries;

+ eliminating intra-Group transactions and

accounts.

The assumptions used while preparing these
Draft IFRS consolidated financial statements are
disclosed in the Notes to the Draft IFRS consolidated

financial statements.
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Svyazinvest’s Role in Managing the Group’s Companies

7.1. Economic Policy

The Svyazinvest Group of companies was forced
amid an unstable economic environment in 2009 to
searchforthebestand mostbalanced solutions, while
executing prompt but well-considered actions.

Thus, in order to offset the adverse effects of
external factors and stabilize the financial indicators
of the Svyazinvest Group of companies, the following
actions were taken with respect to economics and

investments:

« cost containment coupled with strict
control over operating expenses;

« scaling down the investment programme,
reviewing the investment structure in order to raise
the economic efficiency of investments;

« streamlining business processes.

The activities of the Svyazinvest Group of
companies focused on implementing the following

top-priority economic tasks:

« to achieve growth of revenue, to raise
business diversification and the quality of available
telecom services;

« tomaintain the expansion potential of the
Group's companies amid financial and economic
instability;

« towork out and subsequently implement

anti-crisis measures;
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« to lower the pace of operating expenses
by various means, which include improving the

organizational structure.

Business and Financial Plans

In 2009, business and financial plans were
worked out for regional telecommunications
operators (RTOs) for 2010-2014. The main purpose
of these plans was to map out the financial and
economic indicators of RTOs for the next five
years. The companies clarified their key efficiency
and strategic indicators, and also assessed the
projected mid-term financial results in view of the
global economic downturn, current trends on the
telecommunications market and actual results over
the past reporting period.

Thebusinessandfinancial planssetoutthe main
areas of development for the Group of companies,

with a focus on the following objectives:

+  to retain and solidify the Group's positions
in the fixed-line telephony segment;

« to bolster market positions in developing
market segments, first and foremost, the broadband
Internet market by various means, which include
diversification of access technologies;

+ to develop and integrate the mobile
business;

+ to achieve further technical upgrade aimed

atrolling out core telecommunications infrastructure

using advanced technologies and in view of their
growth potential and scalability;

«  to raise operating efficiency by phasing in
state-of-the-art technological solutions, optimizing
structures and streamlining business processes;

+ to boost customer loyalty among all
consumer groups, including the corporate
client segment by raising the availability of
telecommunications services, expanding the range
of services, and rethinking approaches to customer

care.

7.2. Financial Priorities

Due to instability on global financial markets
during the first half of 2009 the main areas of the
Svyazinvest Group of companies financial policy

were:

+ active refinancing risk management - to
ensure that peak payment periods are met;

« mitigation of foreign currency and interest
risks;

« deleveraging.

As the global financial system showed signs of
stabilization during the second half of 2009 the main
tasks facing the Svyazinvest Group of companies in
the area of finance were:

« lowering the cost of borrowed resources;

« optimizing the debt portfolio in terms of
instruments and deadlines;

+ managing debts receivable.

7.3. Investment Priorities
Companies of Svyazinvest Group in 2009 made

investments in the following main areas of business:

« developing and upgrading transport

networks, including multi-service networks;

+ organizing broadband wireline and wireless
Internet access using advanced technologies,
including xDSL, FTTx, Wi-Fi, and Wi-MAX;

« expanding and upgrading cellular
telephony networks;

« implementing information technologies;

+ maintaining and strengthening positions
on the traditional telephony market, reducing the
number of rural areas with no telephone connection,
and decreasing the waiting line for telephone
installation;

« upgrading exchange equipment by phasing

in new generation network (NGN) facilities.

7.4.Technical Policy

At the end of 2009 the Board of Directors of
Svyazinvest OJSC approved the Unified Technical
Policy which determines the areas of technological
development, as well as the guidelines, mechanisms
and instruments used in approving technical
solutions at the Group’s companies. The main policy
tools were the Technical Council — a collective,
advisory and scientific-expert body - and design
institute Giprosvyaz, which functions on the basis
of a uniform centralized and closed-cycle design
system. As part of the Unified Technical Policy a
uniform system of corporate technical standards and
testing of system network solutions to determine
their conformity with corporate standards.

Part of the Unified Technical Policy is the
Programme to expand the use of domestic
telecommunications equipment in the network of
the Svyazinvest Group of companies, which was
approved pursuant to the implementation of an
order by the President of the Russian Federation.
Among other things, the programme calls for
using domestic solutions when building networks
and telecommunications facilities at the Group's

companies.
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7.5. Information Technologies
The Svyazinvest Group of companies in 2009
continued to implement its strategic IT initiatives in

the following areas:

« operation, support and development of
the enterprise resource planning system Oracle
E-Business Suite, which are carried out by Global
and Local Competence Centres at RTOs, including
the implementation of additional modules and
the execution of local developments;

+ development and implementation of
uniform CRM systems for RTOs;

« consolidation and development of
billing systems at RTOs, including integrated
solutions and packaged services;

« unification and  optimization  of
organizational structures for IT management at
RTOs;

« upgrade of IT infrastructure (develo-
pment and modernization of Data Processing
Centres (DPCs), fault-tolerant and disaster
recovery IT architecture);

« building information security facilities
(including a System for Operational-Investigative
Activities (SOIA), and systems to ensure

information security of personal data).

7.6. HR Policy

In 2009 the human resources policy of the
Svyazinvest Group of companies focused on
optimizing HR management process in the following

areas:

« in order to raise the efficiency of HR acti-
vities, programmes were implemented for the
purpose of streamlining the organizational structure
as well as operational and strategic processes,

headcount optimization;
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«  projectsaimed atworking outand modeling
job descriptions for employees were carried out
in order to achieve comprehensive HR efficiency
management and monitoring;

+ incentive systems were set in place
to motivate employees involved in the project
management system for the purpose of executing
project works within the assigned quality, budget
and deadline parameters;

« projects were developed to raise the
innovative activities of employees;

« inthe process of employee training projects
were implemented using in-house trainers directly
involved in sales and customer care;

« concerted actions were taken to establish
and develop a executive reserve aimed at continu-
ously supporting a high level of professionalism
among the company’s employees and maintaining

traditions of high work quality.

Svyazinvest's Role in Managing the Group’s Companies




Operating and Financial Results of the
Svyazinvest Group of Companies

8.1. Market Positions
8.1.1. Shares in Key Market Segments

In 2009 the economic crisis slowed down
growth of the Russian telecommunications mar-
ket. The growth pace of the mobile telephony
market contracted from 20% to 7%, and the zonal
telephony market shrank 6%. The only large seg-
ment where rapid growth could be seen com-
pared to 2008 was the local voice market, which
increased 4% in monetary terms.

Cellular market trends continued to impact
strongly and change the market positions of the
Svyazinvest Group of companies. The Group’s thin
footprint in the expanding cellular telephony seg-
ment, which accounts for over 50% of the industry's
revenues, caused the aggregate share of regional
telecommunications operators to decline on the
market. And although the market has reached
the saturation point in terms of telecom services,
expansion of third-generation (3G) networks ena-
bled cellular operators to boost their revenues on
the strength of datacom services.

The local voice market shrank in terms of volume
forthefirsttime in 2009. Despite negative trendsin
the number of fixed lines in service of the Svyazin-
vest Group of companies essentially managed to
maintain its market share by a number of means,
including a tariff campaign.

The positions of the Svyazinvest Group of

companies in the zonal telecommunications mar-
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ket came under competitive pressure from alter-
native zonal telecom operators in 2009, and also
from cellular telephony operators (mobile substi-
tution).

Furthermore, a decrease in Svyazinvest
Group's share of the DLD/ILD telecom market is
the result of ongoing deregulation of the market

as well as mobile substitution.

8.1.2. Development of Unregulated Services

Thekey growth driver for the Svyazinvest Group
of companies in 2009 was datacom network ser-
vices. The Russian broadband Internet market saw
growth mainly due to an increase in the number of
subscribers outside of Moscow. The main trends in
this segment were as follows: household subscrib-
ers switched over to unlimited tariff plans, further
decline in subscriber access fees and higher con-
nection speeds made available in the regions.

In 2009 the Group's companies successfully
carried out their planned strategic initiatives aimed
at boosting revenue in the broadband Internet seg-
ment. As a result, the Group managed to retain
over 5% of the datacom market. In the breakdown
of RTO operating revenue, Internet and datacom
earnings increased from 14% in 2008 to 17% in
2009. Furthermore, the aggregate broadband In-
ternet subscriber base of the Svyazinvest Group of

companies surged 41%.

Broadband Internet Subscriber Trend for Svyazin-

vest Group of Companies

Jan. 1, Jan. 1,
2009 2010
3.75 5.30

Number of broadband
Internet subscribers
(private and corporate
segments), min

ARPL Trend for Svyazinvest Group of Companies
The companies focused mainly on expanding
their line of high-speed unlimited tariff plans, roll-
ing out value-added services and aggressively mar-
keting packaged solutions as close as possible to
consumer demands, which made it possible to raise

customer loyalty and subscriber revenues.

2008 2009

In order to achieve its target indicators for ex-
panding the subscriber base on this highly compet-
itive market it was necessary for the Group’s compa-
nies to lower their tariffs for services provided in line

with market trends.

ARPL, broadband Inter-

649 559
net, RUR, month

The xDSL penetration rate in a number of re-
gions where the Svyazinvest Group of companies

operates, mainly in large cities, has currently reached

Share of the Svyazinvest Group on the telecommunications market’

2009 2008 2007
Local voice (provision of access, lines and con-
81.6 81.7 83.3
nections), %
Zonal telephony (provision of connections), % 93.6 944 95.7
Market share of RTOs
in their coverage .. om, % 50.3 522 526
areas
Cellular telephony?, % 37 4.0 4.6
TOTAL*, % 26.1 27.0 304
Rostelecom’s share on the Russian DLD/ILD market, % 70.3 76.7 81.0
Svyazinvest Group's share (Rostelecom and 7 RTOs) on the Russian
telecom market*, % 20.3 21.7 24.7

w N =

Source: Group data - internal reports of Svyazinvest; market data - iKS-Consulting.
Share is determined using the method prescribed for calculating the key efficiency indicators of Svyazinvest OJSC.

This indicator is calculated only with respect to integrated mobile telephone operators.

n

This indicator includes other revenues: line lease and other lease, document transmission, sound wire broadcasting, wire broadcasting, radio

communication, TV and radio broadcasting, and outsourcing services provides to telecom operators.
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the saturation point. The Group commenced the
construction of fibre-optic networks in 2009 in order
to achieve future expansion, radically improve the
quality of broadband Internet services and broaden

the available range of value-added services.

8.2. Investment Activity
8.2.1. Investment Trends and Structure

The Svyazinvest Group of companies invested
RUR 32.5 billion in fixed assets in 2009, which is
54.2% of the total amount of investments made in
2008:

+ RUR 10.7 billion was allocated to value-
added services and IT;

« investments in traditional telephony
amounted to RUR 4.0 billion;

+ RUR 12.7 billion was invested in the con-
struction of transmission lines and infrastructure
facilities;

« other investments amounted to RUR 5.1

billion.

Out of the total amount of investments, RUR
18.8 billion (or 57.8%) went to equipment, and RUR
9.9 billion (or 30.5%) was invested in construction
and installation of telecom facilities.

Svyazinvest's investment programme was fi-
nanced mostly by using in-house funds, which
made up 96.2% (RUR 31.3 billion) of the total invest-
ment amount. The share of raised funds (RUR 1.2
billion) from commodity and bank loans and leas-
ing, stood at 3.8%. The bulk of investments - 77%
(or RUR 24.9 billion) - was allocated to implement

lucrative projects.
8.2.2. Rollout of Telecommunications Infrastructure

DLD Network

In 2009 work continued on the construction,
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upgrade and expansion of the existing DLD teleph-
ony network. Work was also performed to enter
into service the existing DLD network nodes (au-
tomatic switching units), zonal transit nodes and
installation of new network nodes.

All'in all, as of January 1, 2010, 8 DLD network
nodes and 135 zonal transit nodes were operation-
al at the Svyazinvest Group of companies.

Thetotal number of DLD linesin services stood
at 1,576,183, while zonal lines in service amounted
to 973,382. In addition, 99.75% of equipment is
digital.

Fixed Local Network

As of January 1, 2010, 28,770 automatic ex-
changes were operational with the total number
of lines in service equal to 33,343,678.

In 2009 the construction of new and revam-
ping of existing switching facilities was performed
mainly on equipment using package switching
NGN technology. TDM-based technology was gen-
erally used to expand the current switching facili-
ties.

The Svyazinvest Group of companies continued
to commission new digital exchanges. By year-
end 2009 the digitalization rate of the fixed local
network stood at 75.15%.

The total number of lines in service stood
at 29,738,043 as of January 1, 2010, including
25,188,543 urban lines and 4,549,500 rural lines, i.e.
a decline in total fixed lines in service by 208,739
lines.

The total length of fibre-optic lines increased
by 6,117 km in 2009 and totaled 65,683 km.

Also in 2009, 756,886 applications for access
to the public switched telephone network (PSTN),
of which 5,800 were discount customers, including
484 from disabled individuals and participants of
the Great Patriotic War.

Primary Trunk and Intrazonal Network

As of January 1, 2010, the total length of trunk
cable transmission lines stood at 6,229.4 km, of
which fibre-optic lines amounted to 39,820.4 km.

The total length of intrazonal transmission
lines soot at 125,819.7 km, of which fibre-optic lines
accounted for 102,377.4 km. The length of radio re-
lay lines totaled 54,294.09 km, of which digital lines
stood at 26,705.87 km.

The total length of installed channels at the
Svyazinvest Group amounted to 25,064,263.3 lin.
km, while the total length of installed digital trans-

mission systems was equal to 25,017,233.9 lin. km.

Commissioning of Primary Operating Capacity

The year 2009 witnessed steady expansion of
broadband Internet networks using xDSL technology.
By the end of the year 1,502,406 xDSL ports were
operational.

Also in 2009 the Group’s companies made con-
certed efforts to expand their broadband networks
using promising FTTx and xPON technologies. Allin
all, 372,292 Ethernet ports and 73,321 xPON ports
were entered into service by year-end 2009.

The Group’s companies continued to roll out
their mobile and radio networks in 2009. A total of
480,000 cellular lines were commissioned during
the year.

The total number length of trunk and intra-
zonal transmission lines amounted to 12,378 km in
20009.

8.3. Main Economic Results and Key Efficiency
Indicators

Revenue generated by the Svyazinvest Group
in FY 2009 increased by RUR 6.0 billion and amount-
ed to RUR 259.1 billion, which is 2.4% more than in
2008.

Efficient cost management against the back-

drop of low revenue growth made it possible to

achieve the following results:

« net profit amounted to RUR 28.5 billion
(+21.6% vs. 2008);

«  EBITDA reached RUR 88.4 billion (+13.8%
vs. 2008);

«  EBITDA margin came in at 34.1% (+3.4 vs.
2008).

Revenue from the provision of traditional te-
lephony increased 1.4% year-on-year and stood at
RUR 247.0 billion. Revenues derived from Internet
access and datacom amounted to RUR 44.1 bil-
lion, which is 24.7% (or RUR 8.7 billion) higher than
in 2008. The proportion of this component in the
overall revenue mix reached 17.0%, which is 3%
more than in the year-earlier period.

Operating expenses reached RUR 215.3 billion,
which is 4.4% (or RUR 9.0 billion) more than in 2008,
while the inflation rate stood at 8.8%.

The net debt/EBITDA ratio decreased 0.3 per-

centage points and stood at 1.0x.

8.4. Finances

The balanced financial policy conducted by
the Group’s companies in 2009 made it possible to
mitigate the impact of the global economic down-
turn.

The Group managed to reduce its debt burden
decreased by 17%. The weighted-average cost of
servicing rouble-denominated debt instruments
shrank by 12.2% to 10.9%.

In addition, the volume of liabilities for debt
instrument denominated in foreign currency de-
creased by more than 42%, and by 31% on debt in-
struments with floating interest rates.

The current level of foreign currency and inte-

rest risk is assessed as acceptable.
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Relative efficiency indicators changed as
follows in 2009:

Indicator Value Chng. vs. 2008, %
Revenue per line, (RUR, th) 7.0 1.5
Revenue per employee*, (RUR, th) 1,393.2 13.6
Lines per employee 198 12.0

* For this calculation, the average number of employees not including outsourcing was used.

The proportion of overdue receivables in the
total amount of accounts receivable decreased 5%.

In 2009 international rating agency
Standard&Poor’s upgraded its long-term crediting
rating for CenterTelecom from B+ to BB-, and re-
vised its forecast for the long-term credit rating of
VolgaTelecom to Stable from Negative.

In addition, 2009 international rating agency
Fitch Ratings upgraded its long-term foreign cur-
rency issuer default rating for Far East Telecom from
B+ to BB-.

These changes objectively reflect the invest-

ment community’s positive assessment of the ac-

tions taken by the management of Svyazinvest

amid the economic downturn.

8.5. Tariff Policy

At the beginning of 2009 the Federal
Tariff Service reviewed the applications filed by the
Group’s companies to revise the tariffs on state-
regu lated telecommunications services. The new
tariffs for CenterTelecom, North-West Telecom, Vol-
gaTlelecom, Southern Telecommunications Com-
pany, Uralsvyazinform, Sibirtelecom and Far East
Telecom took effect as of March 1, 2009.

Average Cost of Financing Primary Rouble Debt Instruments

Type of liability Jan.1,2009  Apr.1,2009  July 1,2009 Oct.1,2009 Jan.1,2010
Long-term rouble loans 15.00% 13.54% 13.37% 14.23% 11.16%
Short-term rouble loans 10.80% 12.71% 13.06% 12.24% 11.63%
Bonded loans 10.06% 10.64% 10.64% 10.56% 10.49%
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Regulated local voice tariffs rose by an average
7.4%, in particular the monthly rental fee for tele-
phone lines went up 8.1%, while the cost per minute
of local voice connection was hiked by 13.9%. The
tariff for unlimited local voice connections was in-
creased by 6.5%.

Dagsvyazinform was authorized to hike its
tariffs effective August 1, 2009: the monthly rental
fee for telephone lines went up 9.9%, while the tariff
for the average amount of local telephone connec-
tions was hiked by 10.6%.

Tariffs for sending domestic telegrams went up
24.5%.

In addition, the intrazonal telephony tariffs of
CenterTelecom, Sibirtelecom and Far East Telecom
were lowered for remote tariff zones by 19-25%.

DLD telephony tariffs were not subject to revi-

sion.

8.6. Implementation of the Universal Service
System

In 2009 the Group’s companies were declared
the winners of 12 tenders for the right to provide
universal telecommunications services using pay
phones.

In accordance with agreements stipulated with
the Federal Telecommunications Agency (Rossvyaz),
the Group’s companies entered into service 136,696
pay phones since the date when the universal serv-
ice system was enacted, of which 691 were commis-
sioned in 2009.

In order to ensure the quality control of uni-
versal telecom services provided the Group’s com-
panies monitored the technical status of networks,
weekly, and in some areas daily testing to identify
the breakdown of equipment and perform timely
repair. In addition, technical service centers were
set up to service pay phones, and repair funds were

established to quickly fix damaged equipment.

8.7. Human Resources

The number of employees at the Svyazinvest
Group of companies was as follows in 2009: average
number of employees — 187,018, average number
of employees on payroll - 185, 946, which is 10%
less than in 2008.

Salary payments and social insurance contri-
butions were made at the Svyazinvest Group of
companies in accordance with the Statutes on Sa-
lary Payments and Collective Agreements. Further-
more, work was performed at a number of com-
panies to enhance the Group's uniform collective

employment agreements.
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Headcount Trend and Staff Structure
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Salary Trend Per Average Employee
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Unaudited Consolidated Financial Statements of Svyazinvest
0JSC, IFRS, Draft as of December 31, 2009

Consolidated Balance Sheet of

Svyazinvest OJSC, IFRS, Draft
as of December 31, 2009
(RUR, miIn)

(Continuation)

Equity and liabilities

Equity attributable to shareholders of Svyazinvest OJSC

Share capital 10.13 19,518 19,518
Treasure shares (2,284) (2,744)
9.1. Consolidated Balance Sheet of
Svyazinvest 0JSC, IFRS, Draft Unrealized gain on available-for-sale financial assets 321 61
as of December 31 , 2009 Retained earnings 96,665 88,098
(RUR, min)
Total equity attributable to shareholders of Svyazinvest 0JSC 114,220 104,933
Assets Note* December 31, 2009 December 31, 2008 Non-controlling interest 113,463 104,847
. Non-current assets Total equity 227,683 209,780
rnaBHasi C Property, plant and equipment 104 296,549 310,942 Non-current liabilities
Intangible assets 105 33,198 33,986 Long-term borrowings 10.14 67,566 79,942
Long-term accounts receivable 222 134 Pension and long-term social liabilities 15,697 14,848
Other non-current assets 10.6 5135 5,110 Long-term accounts payable 10.16 58 88
Investment property 388 - Other long-term liabilities 10.17 1,636 1,878
Investments in associates 10.7 10,209 11,741 Long-term provisions 7 47
Non-current financial assets 10.8 4121 568 Deferred income tax liability 12,811 17,437
Deferred income tax assets 204 4595 Total non-current liabilities 97,775 114,240
Total non-current assets 350,026 367,076 Current liabilities
Current assets Current borrowings 10.14 50,767 65,273
Inventories 10.9 3,896 4,245 Accounts payable and accrued liabilities 10.18 34,042 40,816
Trade and other accounts receivable 10.10 23,294 24,452 Current income tax payable 292 27
Current income tax asset 1889 3,382 Other current liabilities 10.19 6,081 6,418
Other current assets 10.11 3,898 4,804 Current provisions 2323 432
Current financial assets 10.8 21,480 11,841 Total current liabilities 93,505 112,966
Cash and cash equivalents 10.12 14,361 20,827 Total liabilities 191,280 227,206
68,818 69,551 Total equity and liabilities 418,963 436,986
Assets held for sale 119 359
Total current assets 68,937 69,910
The accompanying notes on pages 48-67 form an integral part of the consolidated financial statements.
Total assets 418,963 436,986

Unaudited Consolidated Financial Statements of Svyazinvest OJSC, IFRS, Draft
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% - | | 9.2. Consolidated Income Statement of 9.3. Consolidated Statement of Comprehensive Income
T & Svyazinvest OJSC, IFRS, Draft of Svyazinvest OJSC, IFRS, Draft
Sea € Pexom
HOS |V & Perc as of December 31,2009 as of December 31, 2009
e.py (RUR, min) (RUR, min)
Note* 2009 2008 Note* 2009 2008
Revenue 10.20 269,401 263,977 Profit for the period 23,067 24,399
Personnel costs 10.21 (68,846) (69,080) Changes in fair value of available-for-sale financial assets 515 (628)
Depreciation and amortization (52,463) (45,952) BeFognltlon of changes in fair value of available-for-sale financial assets m (6,441)
in income statement

Interconnection charges (41,236) (41,627) Other comprehensive income (loss), net of income tax 514 (7,069)
Materials, repair and maintenance, utilities 10.22 (25,209) (23,146) Total comprehensive income for the reporting period 23,581 17,330
Other operating income 10.23 14,114 9,595 Comprehensive income for the period attributable to:

:
Other operating expenses 10.24 (47,882) (52,774) Svyazinvest OJSC shareholders 9,247 5,858

rnasHas Cc

Operating profit 47,879 40,993 Non-controlling shareholders of subsidiaries 14,334 11,472
Share of result of associates 468 508 Total comprehensive income for the reporting period 23,581 17,330
Finance costs 10.25 (16,807) (14,109) The accompanying notes on pages 48-67 form an integral part of the consolidated financial statements.
Other gains from financing and investing activities 10.26 1,291 11,602
Foreign exchange losses (2,744) (5,642)
Profit from continuing operations before income tax 30,087 33,352
Income tax expense (7,020) (8,953)
Profit for the period 23,067 24,399

Profit for the period attributable to:

Svyazinvest OJSC shareholders 8,987 9,439
Non-controlling shareholders of subsidiaries 14,080 14,960
Profit for the period 23,067 24,399

The accompanying notes on pages 48-67 form an integral part of the consolidated financial statements.

2009 ANNUAL REPORT Unaudited Consolidated Financial Statements of Svyazinvest OJSC, IFRS, Draft




9.4. Consolidated Statement of Changes in
Equity of Svyazinvest OJSC, IFRS, Draft

for the year ended December 31,2009
(RUR, min)

Consolidated Statement of Changes in
Equity of Svyazinvest OJSC, IFRS, Draft
for the year ended December 31,2009
(RUR, min)

(Continuation)

Equity attributable to shareholders of Svyazinvest OJSC Equity attributable to shareholders of Svyazinvest OJSC

Share  Treasury Unreal-  Retained Total  Non-con- Total Share  Treasury Unreal-  Retained Total  Non-con- Total
capital shares  izedgain  earnings equity trolling equity capital shares izedgain  earnings equity trolling equity
on avail- attribut- interest on avail- attribut- interest
able- able to able- able to
for-sale share- for-sale share-
financial hold- financial hold-
assets ers of assets ers of
Svyazin- Svyazin-
vest vest
0Jsc 0Jsc
Balance as of December 31, 2007 19,518 (2,744) 3,642 79,157 99,573 99,541 199,114 Balance as at December 31, 2008 19,518 (2,744) 61 88,098 104,933 104,847 209,780
Profit for the period - - - 9,439 9,439 14,960 24,399 Profit for the period 8,987 8,987 14,080 23,067
rnasHass c Changesm fair value of available-for-sale ) ) 318) ) (318) (310) (628) Changes in fair value of available-for-sale 261 261 254 515
financial assets financial assets
Recognition of changes in fair value Recognition of changes in fair value of
of available-for-sale financial assets in - - (3,263) - (3,263) (3,178) (6,441) available-for-sale financial assets in in- (1) (1) (1)
income statement come statement
Total other comprehensive loss, net of ) ) (3,581) ) (3.581) (3.488) (7,069) Total other comprehensive income, net of 260 260 254 514
income tax income tax
Total comprehensive income - - (3,581) 9,439 5,858 11,472 17,330 Total comprehensive income 260 8,987 9,247 14,334 23,581
Transactions with shareholders, recog- Transactions with shareholders, recog-
nized in statement of changes in equity: nized in statement of changes in equity:
Dividends to shareholders of Svyazinvest Dividends to non-controlling sharehold-
0JsC ) ) ) (255) (255) ) (255) ers of subsidiaries 4273) 4.273)
Dividends j(o.nc.)n—controllmg sharehold- ) . B B . (5,690) (5,690) Sale of treasury shares 460 (460)
ers of subsidiaries
Acquisition of non-controlling interest - - - - - 2) 2) Acquisition of non-controlling interest 40 40 (1,445) (1,405)
Non—.cgnt.rollmg interest in acquired . . B (243) (243) (474) 717) Balance as of December 31, 2009 19,518 (2,284) 321 96,665 114,220 113,463 227,683
subsidiaries
Balance as of December 31, 2008 19,518 (2,744) 61 88,098 104,933 104,847 209,780

The accompanying notes on pages 48-67 form an integral part of the consolidated financial statements.

The accompanying notes on pages 48-67 form an integral part of the consolidated financial statements.
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Notes to Unaudited Consolidated Financial Statements

of Svyazinvest 0JSC, IFRS, Draft

10.1. General information

The Company

Svyazinvest OJSC is an open joint stock
company which was incorporated in accordance
with the laws of the Russian Federation.

As of December 31, 2009 the Government of
the Russian Federation, owned 75% minus 1 share
in the share capital of Svyazinvest OJSC.

The official address of Svyazinvest OJSC is: 55
bld. 2, Plyushikha St., Moscow, 119121, Russia.

Activities of Svyazinvest Group
Subsidiary Telecommunications Operators

Svyazinvest OJSC controls Rostelecom OJSC,
7 regional telecommunications operators (RTOs),
Central Telegraph OJSC, Dagsvyazinform OJSC and
other subsidiary network operators.

The telecom operators of the Svyazinvest
Group are mainly public network access operators
providing local voice and intrazonal telephony,
LDL/ILD telecommunications, datacom, telematic
and telegraphic services, wire broadcasting, cable
and live broadcasting, mobile and radio telephony
services, and lease of telecommunications channels,
as permitted by licences issued by the Ministry of
Telecommunications and Mass Media of the Russian

Federation.
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Other Subsidiaries

Other subsidiaries of the Svyazinvest Group
are engaged in scientific research, coordination,
management and implementation of centralized IT
and other related fields. Information on subsidiaries
whose financial statements were included in this

consolidated report is disclosed in Note 10.3 hereto.

Associates

The Svyazinvest Group is also an investor in
a number of associated companies which provide
telecommunications services throughout Russia.
Information on these companies is given in Note
10.7.

10.2. Basis for Compiling Financial
Statements

Statement of Compliance
The consolidated financial statements have
been prepared in accordance with International

Financial Reporting Standards (IFRS).

Going Concern
The consolidated financial statements have

been prepared on a going concern basis, which

contemplates the recovery of assets and redemption

of liabilities in the normal course of business.

Presentation of Financial Statements
The consolidatedfinancial statementscomprise
Svyazinvest OJSC, its subsidiaries and associates

and are prepared using unified accounting policies.

The consolidated financial statements are
presented in millions of Russian roubles, rounded

to the nearest million, unless stated otherwise.

10.3. Subsidiaries
The main subsidiaries directly controlled by

Svyazinvest OJSC are as follows:

Ownership, % Voting shares, %

Name Activities December 31, December 31, December 31, December 31,

2009 2008 2009 2008

Rostelecom OJSC felecom 38.00 38.00 50.66 50.66
services

North-West Telecom 0JSC felecom 3953 39.53 50.76 50.76
services

CenterTelecom 0JSC Telecom 38.02 38.02 50.69 50.69
services

UTK 0JSC felecom 38.16 38.16 50.69 50.69
services

VolgaTelecom 0JSC felecom 3801 3801 50.67 50.67
services

Uralsvyazinform OJSC Telec.om 41.38 41.38 51.42 51.42
services

Sibirtelecom 0JSC Telecom 38.23 3823 50.67 50.67
services

Far East Telecom 0JSC Telecom 38.13 38.13 5057 50.57
services

Central Telegraph 0JSC Telecom 38.25 3825 51.00 51.00
services

Dagsvyazinform OJSC felecom 38.00 38.00 50.66 50.66

services

All of the above entities are Russian legal

entities established pursuant to the legislation of

Russian Federation and have the same reporting

date as Svyazinvest OJSC.
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10.4. Property, Plant and Equipment

Property, Plant and Equipment

(RUR, min)
Land and build- Switches and Vehicles and Capital invest- Total
ings and con- transmission other pro- ments in pro-
structions devices  perty, plantand  perty, plant and
equipment equipment
Cost as of December 31, 2007 179,433 254,984 62,172 17,160 513,749
Additions 14 2 341 75,049 75,406
A_dfilt.lons, related to acquisition of sub- 53 506 86 93 828
sidiaries
Transfers from CIP 17,244 37,632 12,819 (67,695) -
Disposals (3,245) (12,862) (2,926) (1,176) (20,209)
Disposal related to reclassification as
assets held for sale and discontinued (506) (55) (5) (12) (578)
operations
As of December 31,2008 192,993 280,297 72,487 23,419 569,196
Additions 99 - 253 36,689 37,041
Ad;l|t}ons, related to acquisition of sub- 160 78 3 15 261
sidiaries
Additions, related to reclassification 196 28 ) ) 224
from assets held for sale
Transfers from CIP 11,529 25,730 7,435 (44,694) -
Disposals (2,231) (14,902) (3,519) (1,733) (22,385)
Disposals, related to reclassification to
assets held for sale and discontinued (80) (6) (15) - (101)
operations
Reclassification 1,295 260 (1,465) (90) -
As of December 31, 2009 203,961 291,485 75,184 13,606 584,236
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(RUR, min)
(Continuation) ) ) o
Land and Switches and Vehicles and Capital in- Total
buildings and transmission other property, vestments
constructions devices plant and in property,
equipment plant and
equipment
Accumulated depreciation
and impairment losses (63,008) (128,266) (38,749) (381) (230,404)
as of December 31, 2007
Depreciation charged for the year (10,610) (22,120) (10,039) - (42,769)
Depreciation on disposals 1,862 12,061 2,820 - 16,743
Accumulated depreciation on assets
reclassified as assets held for sale and 139 53 1 - 193
discontinued operations
Impairment loss accrued (1,107) (769) (94) (71) (2,041)
Impairment loss reversed - 4 - 20 24
As of December 31, 2008 (72,724) (139,037) (46,061) (432) (258,254)
Depreciation charged for the year (11,357) (26,229) (10,101) - (47,687)
Accumulated depreciation of acquired
s - (7) - - (7)
subsidiaries
Accumulated depreciation on assets re-
classified from assets held for sale (63) (26) ) ) (89)
Depreciation on disposals 1,334 14,130 3,175 - 18,639
Accumulated depreciation on assets
reclassified as assets held for sale and 24 6 9 - 39
discontinued operations
Impairment loss accrued (89) (334) (3) (51) (477)
Impairment loss reversed 95 24 8 - 127
Impairment loss on disposals - 6 - 16 22
Reclassification (163) 1,358 (1,270) 75 -
As of December 31, 2009 (82,943) (150,109) (54,243) (392) (287,687)
2:;;’“" value as of December 31, 116,425 126,718 23,423 16,779 283,345
yg;:mk value as of December 31, 120,269 141,260 26,426 22,987 310,942
Net book value as of December 31, 121,018 141,376 20,941 13,214 296,549

2009
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10.5. Intangible Asset
(RUR, min)

Goodwill Licenses Software Number  Subscriber Trade Other Total
capacity base mark

Costasof 5,302 1,277 28,632 964 1,253 295 528 38,251
December 31, 2007 ! ’ 4 ’ )y
Purchases of assets - 80 6,942 22 - - 132 7,176
Additions, related to acquisi- 570 - a1 - 424 76 301 1412
tion of subsidiaries
Disposals - (13) (2,867) - - - (13) (2,893)
As of December 31, 2008 5,872 1,344 32,748 986 1,677 371 948 43,946
Purchases of assets - 239 3,343 17 1 - 86 3,686
Addltlons, r.ellatelzd to acquisi- 603 ) 3 ) ) 15 6 629
tion of subsidiaries
Disposals - (48) (1,402) (1) - - (9)  (1,460)
Reclassification - (17) 18 - - - (] -
As of December 31, 2009 6,475 1,518 34,710 1,004 1,678 386 1,030 46,801
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Intangible Asset

(RUR, miIn)

(Continuation) ) ) )

Goodwill Licenses Software Number  Subscriber Trade Other Total
capacity base mark

Accumulated amortization
and impairment losses as of (1,427) (420) (4,188) (311) (202) (80) (90) (6,718)
December 31, 2007
;\:;?rnzauon charge for the ) (155) 2.774) 65) 72) 20) 97) (3,183)
Amortization on disposals - 3 119 - - - - 122
Impairment loss accrued (157) - (23) (1) - - - (181)
As of December 31, 2008 (1,584) (572) (6,866) (377) (274) (100) (187)  (9,960)
Cg:)rnzatlon charge for the ) (176) (4,281) ©1) (103) 57) 82) (4,760)
Amortization on disposals - 17 1,130 1 - 5 - 1,153
Impairment loss accrued (14) - (9) - - - (15) (38)
As of December 31, 2009 (1,598) (731) (10,026) (437) (377) (152) (284) (13,605)
Net book value as of
December 31, 2007 3,875 857 24,444 653 1,051 215 438 31,533
Net book value as of
December 31, 2008 4,288 772 25,882 609 1,403 271 761 33,986
Netbookvalue as of 4,877 787 24,684 567 1,301 234 746 33,196

December 31, 2009
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10.6. Other Non-Current Assets

(RUR, min)

December 31, December 31,

2009 2008
Long-term advances given for investing activities 5,016 5,049
Long-term advances given for operating activities 95 30
Long-term VAT recoverable 24 31
Total 5,135 5,110

10.7. Investments in Associates

Investments in Associates

(RUR, min)
(Continuation)
December 31,2008

Name Activities Ownership, % Voting shar;c; Book value
MGTS OJSC Telecom services 23.33 28.00 10,513
Volgograd GSM CJSC Cellular services (GSM) 50.00 50.00 617
KGTS 0JSC Telecom services 27.97 37.29 147
Samara Telecom CJSC Telecom services 28.00 28.00 141
MMTS-9 OJSC Telecom services 50.29 49.14 130
Other - - 193
Total 11,741

10.8. Financial Assets

(RUR, min)
December 31, 2009
Name Activities Ownership, % Voting Book value
share, %
MGTS OJSC Telecom services 23.33 23.33 8,833
Volgograd GSM CJSC Cellular services (GSM) 50.00 50.00 692
KGTS 0JSC Telecom services 27.97 37.29 185
Samara Telecom CJSC Telecom services 27.80 27.80 150
MMTS-9 OJSC Telecom services 50.29 49.14 149
Other - - 200
Total 10,209
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(RUR, min)

December 31, December 31,

2009 2008

Non-current available for sale financial assets 773 235
Non-current held to maturity investments 3,245 204
Non-current loans 86 120
Other non-current financial assets 17 9
Total non-current financial assets 4,121 568
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Financial Assets
(RUR, min)

(Continuation)

December 31,

December 31,

10.10. Trade and Other Receivables
(RUR, min)

2009 2008
Current available for sale financial assets 229 257
Current held to maturity investments 21,206 11,259
Current loans 45 309
Other current financial assets - 16
Total current financial assets 21,480 11,841
Total financial assets 25,601 12,409
10.9. Inventories
(RUR, miIn)
December 31, December 31,
2009 2008
Cable 812 868
Spare parts 811 751
Finished goods and goods for resale 434 448
Tools and accessories 225 282
Fuel 173 182
Construction materials 83 107
Other inventory 1,358 1,607
Total 3,896 4,245
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Total, Doubtful  Net, Decem-
December debt  ber 31,2009

31,2009 allowance
Settlements with customers for operating activities 21,578 (5,067) 16,511
Settlements with customers for non-operating activities 4316 (620) 3,696
Settlements with commissioners and agents 38 - 38
Settlements with personnel 82 - 82
Settlements with other debtors 3,218 (251) 2,967
Total 29,232 (5,938) 23,294
(RUR, min) Total, Doubtful Net,
December debt December
31,2008 allowance 31,2008
Settlements with customers for operating activities 23,922 (4,780) 19,142
Settlements with customers for non-operating activities 1,527 (460) 1,067
Settlements with commissioners and agents 1,195 (47) 1,148
Settlements with personnel 89 - 89
Settlements with other debtors 3,242 (236) 3,006
Total 29,975 (5,523) 24,452
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10.11. Other Current Assets
As of December 2009 and 2008 settlements

with customers for operating activities included

settlements with the following counterparties:

(RUR, miIn)
Total, December 31, Provision Net, December 31,
(RUR, mln) 2009 2009
Total, December Doubtful debt ~ Net, December 31,
31,2009 allowance 2009
Prepayments and advances 1,910 (113) 1,797
Residential customers 9,136 (1,937) 7,199
VAT recoverable 662 - 662
Corporate customers 5,697 (836) 4,861
Prepayments for other taxes 521 - 521
Government customers 1,336 (106) 1,230
Deferred expenses 489 - 489
Interconnected operators 5,361 (2,140) 3,221
Other current assets 554 (125) 429
Social security bodies - recovering of expenses for
48 (48) -
privileges for individual categories of customers Total 4,136 (238) 3,898
Tot‘a\l.s‘ettlements with customers for core 21,578 (5,067) 16,511
activities
(RUR, min) (RUR, min)
Total, December Doubtful Net, December Total, December 31, Provision Net, December 31,
31,2008 debt allowance 31,2008 2009 2009
Residential customers 8,759 (1,725) 7,034 Prepayments and advances 1,702 (123) 1,579
Corporate customers 8,290 (2,135) 6,155 VAT recoverable 1,133 - 1,133
Government customers 1,100 (93) 1,007 Prepayments for other taxes 1,072 - 1,072
Interconnected operators 5671 (736) 4,935 Deferred expenses 591 - 591
Social security bodies — recovering of expenses for Other current assets 651 (186) 429
102 91) 11
privileges for individual categories of customers
Total 5113 (309) 4,804
Total settlements with customers for core 23,022 (4,780) 19,142

activities
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10.12. Cash and Cash Equivalents
(RUR, min)

December 31, 2009

December 31, 2008

10.14. Borrowings

Cash at bank and in hand 13,381 18,150
Short-term deposits and promissory notes up to 3 months 965 2,672
Other cash and cash equivalents 15 5
Total 14,361 20,827
10.13. Share Capital
As of December 31, 2009 the par and carrying
values of issued ordinary shares were as follows:
Type of shares Number of shares Par value, RUR Total Carrying
authorised (th.) par value value
Ordinary 19,518,337 1 19,518 19,518
Total 19,518,337 19,518 19,518

The Company’s shareholding structure as of

December 31, 2009 was as follows:

Shareholders

Share of capital, %

Ordinary shares Number

(th.)
The Russian Federation represented by the Federal
75.00 - 1 share 14,638,753
Property Management Agency
Comstar United TeleSystems OJSC 17.31 3,378,174
AK Sberbank RF OJSC 7.69 1,501,410
Total 100.00 19,518,337
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(RUR, miIn)

December 31, December 31,
2009 2008

Long-term borrowings
Bank and corporate loans 64,740 78,096
Bonds 33,628 40,526
Promissory notes 3,620 3,751
Vendor financing 3,324 2,741
Finance lease liabilities 8,336 13,253
Interest payable 270 550
Restructured customer payments for connection 154 194
Less: Current portion of long-term borrowings (46,506) (59,169)
Total non-current borrowings 67,566 79,942

Short-term borrowings
Bank and corporate loans 2,011 2,566
Promissory notes - 1,240
Vendor financing 1 429
Interest payable 1,854 1,869
Other short-term borrowings 395 -
Total short-term borrowings 4,261 6,104
Current portion of long-term borrowings 46,506 59,169
Total current borrowings 50,767 65,273
Total borrowings 118,333 145,215
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10.18. Accounts Payable and Accrued Liabilities

10.15. Finance Lease Liabilities (RUR, min)
(RUR, miIn)
December December
December 31,2009 December 31,2008 31,2009 31,2009
Minimum lease Pre:'s?nt value of Minimum lease Prgsgnt value of Payables for purchases and construction of property, plant and equipment 5118 12,909
payments minimum lease payments minimum lease
payments payments
Payables for purchases of software 145 540
Current portion (less than 1 year) 4,908 3,812 6,897 5,062
More than 1 o 5 years 5133 4,246 9,821 7887 Payables for operating activities 7,843 12,507
Over 5 years 334 278 377 304 Other taxes payable 7,943 5,984
Total 10,375 8,336 17,095 13,253 Payables to personnel 6,628 6,820
Dividends payable 386 403
Settlements with principals 484 466
Other accounts payable 5,295 1,187
10.16. Long-Term Payables
(RUR, min) Total 34,042 40,816
December December
31,2009 31,2008
As of December 31, 2009 and 2008 taxes
Long-term payables 57 86 payable comprised the following:
Long-term tax and social contributions payable 1 2
Total 58 88 (RUR, min) December December
31,2009 31,2008
Value-added tax 5,015 3,477
10.17. Other Long-Term Liabilities
(RUR, mIn) December December Property tax 1,200 1,331
31,2009 31,2008
Personal income tax 259 286
Deferred revenue 1,417 1,579
Unified social tax 756 656
Special purpose financing 162 169
Other taxes 713 234
Long-term advances received 56 130
Total 7,943 5,984
Total 1,635 1,878
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10.19. Other Current Liabilities 10.21. Personnel Costs

(RUR, min) (RUR, min)

December  December
31,2009 31,2008 2009 2008

Deferred revenue 287 172 Payroll expenses 53,564 52,893
Advances received from operating activities 5,525 5,923 Social taxes 11,651 11,643
Advances received from non-operating activities 270 323 Pension plan costs 1,096 1,760
Total 6,082 6,418 Staff optimization expenses 198 276
Other personnel costs 2,337 2,508
10.20. Revenue
(RUR, min)
Total 68,846 69,080
2009 2008
ILD telephone services 18,701 19,267 10.22. Materials, Repair and
Maintenance, Utilities
DLD telephone services 32,461 36,586 (RUR, min)
2009 2008
Intrazonal telephone services 28,422 29,909
Materials 8,411 9,074
Local voice services 81,931 78,722
Repair and maintenance 10,539 8,819
Data transmission, telematic services (Internet), telegraph
50,318 39,559
Utilities 6,258 5,253
Mobile services 28,957 29,469
Total 25,208 23,146
Interconnection services 13,560 15,102
Agency fees 293 355
Radio and TV broadcasting 3,621 3,597
Other revenues 11,137 11,411
Total 269,401 263,977
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10.23. Other Operating Income

10.25. Financial Costs

(RUR, min) (RUR, miIn)
2009 2008 2009 2008
Interest expense on bank and corporate loans, bonds, promissory notes and vendor
Reimbursement of losses incurred from universal services fund 11,353 7,593 13,240 10,339
financing
Other income 2,760 2,002 Interest expense on finance lease liabilities 1,851 2,334
Total 14,114 9,595 Interest expense of defined benefit plans 1565 1,296
Borrowings servicing expense 151 140
10.24. Other Operating Expenses
(RUR, min)
Total 16,807 14,109
2009 2008
Outsourcing and administrative expenses 7,875 9,078 10.26. Other Gains from Financing
Agency fees 7,065 5,790 and Investing Activities
(RUR, min)
Taxes, other than income tax 6,275 6,046
2009 2008
Rent 3,192 2,995
Fire and other security services 3,033 3,054 Interest income from financial assets 3,325 2,668
Audit and consulting fees 2,977 2,786
Income from pension plan assets 13 22
Advertising expenses 2,806 3,691
) ) Dividend income 8 90
Transportation and postal services 2,736 2,514
Universal service fund payments 2,174 2,063 Gain on disposal of subsidiaries: - 57
Losses on disposal of property, plant and equipment and other assets 1,289 2,870
Gain (loss) on disposal of associates: (1,889) 219
Doubtful debt allowance 1,008 972
Member fees, charity contribution, payments to labour unions 491 2,828 Gain (loss) on disposal of other financial assets: (379) 8,735
Assetinsurance 47 o3 Other gains and losses 213 (190)
Impairment of property, plant and equipment, construction-in-progress, intangible assets and 301 2126
other assets )
Total 1,291 11,602
Fines and penalties 146 43
Other expenses 6,167 5405 10.27. Dividends Declared and Proposed for
Total 47,882 52,774 Distribution

As of June 30, 2009 in accordance with a Meeting it was decided not to pay dividends for

resolution passed by the General Shareholders the year ended December 31, 2008.
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11

Summary of Significant Accounting Policies

11.1. Presentation of the Financial Statements
The consolidated financial statements of
Svyazinvest OJSC, its subsidiaries and associates are
prepared using unified accounting policies.
The consolidated financial statements are
presented in millions of Russian roubles, rounded

to the nearest million, unless stated otherwise.

11.2. Principles of Consolidation

The Consolidated Financial ~Statements
represents the financial statements of Svyazinvest
0JSC and its subsidiaries for the periods ended
December 31, 2009 and December 31, 2008.

All intra-group balances, transactions, income
and expenses resulting from operations within
the Svyazinvest Group and recognized in the
assets are entirely eliminated. Subsidiaries are fully
consolidated as of the date of acquisition, being the
date when the Svyazinvest Group acquired control
over the subsidiary, and continue to be consolidated
until the date when such control ceases.

The purchase method of accounting is used
to account for the acquisition of subsidiaries.
Identifiable assets acquired and liabilities and
contingent liabilities assumed in a business
combination are measured initially at their fair
values at the acquisition date, irrespective of the
extent of any non-controlling interest. The excess
of purchase consideration over the fair value of the

Svyazinvest Group's share of identifiable net assets
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as at the date of acquisition is recorded as goodwill.
If the cost of the acquisition is less than the fair value
of the Svyazinvest Group's share of identifiable net
assets of the subsidiary acquired, the difference is
recognized directly in the income statement.

Any difference between the carrying value of
net assets attributable to non-controlling interest
acquired and respective consideration is recognized

in equity as at the date of acquisition.

11.3. Foreign Currency Transactions

The functional and reporting currency of the
Svyazinvest Group is the Russian rouble. Foreign
currency transactions are initially reflected in
the functional currency at the exchange rate as
of the date of each transaction. Monetary assets
and liabilities recorded in foreign currencies
are converted into the functional currency at
the exchange rate as of the reporting date. The
differences resulting from the conversion are
reflected in the income statement as exchange
rate profits (losses). Non-monetary items, which
are valued based on their historical value in foreign
currency, are converted at the rates as of the date
when they were first recorded. Non-monetary
items, which are estimated based on their fair value
in foreign currency, are converted at the rates as of
the date when their fair value was determined.

Exchange rates of the primary currencies as of
December 31, 2008 and 2007 are as follows:

Exchange rates as of December 31 2009 2008
RUR/USD 30.2442 29.3804
RUR/EUR 43.3883 41.4411

11.4. Property, Plant and Equipment

Cost of Property, Plant and Equipment

Property, plant and equipment are recorded
at purchase or construction cost less accumulated
depreciation and accumulated impairment losses.
Such cost includes the cost of replacing part of
the property, plant and equipment when that
cost meets recognition criteria. Cost of each major
inspection are capitalised as a component of the
carrying amount of the plant and equipment when
the recognition criteria are satisfied. Major renewals
and improvements are capitalised, and the assets
replaced are retired. All repairs and maintenance
costs are charged to the income statement of
income when the expenditure is incurred.

At each reporting date the Svyazinvest
Group assesses whether there is any indication of
impairment of property, plant and equipment. If
any such indication exists, management estimates
the recoverable amount, which is determined as
the higher of an asset’s realisable value less costs to
sell and its value in use. The excess of the carrying
amount over recoverable amount is recognized
as an expense (impairment loss) in the income
statement and carrying amount of the asset is
reduced toits recoverable value. An impairment loss
recognised for an asset in prior years is reversed if
the recoverable amount recalculated in the current
period due to changes in respective conditions

exceeded the book value of an asset.

Depreciation and Useful Life

Depreciation of property, plant and equipment
is calculated on a straight-line basis during the useful
life period. The property, plant and equipment’s
residual values, useful lives and depreciation
methods are reviewed and adjusted as appropriate
at each reporting date and are accounted for as a
change in accounting estimates.

As of December 31,2009 the Svyazinvest Group
analyzed the residual useful life of property, plant
and equipment. As a result the useful life periods
in respect of series of assets were revised (Chart on
p. 70).

Assets Received Free of Charge

Cost of machinery and plant and other items
of property, plant and equipment related to core
activities of the Group, which have been gratuitously
transferred to the Svyazinvest Group beyond the
privatisation framework, is capitalised in property,
plant and equipment at fair value at the date of
such transfer. Such transfers of property, plant and
equipment primarily relate to future provision of
services by the Svyazinvest Group to entities, which
have transferred property, plant and equipment.
In such instances, the Svyazinvest Group records
deferred income in the amount of the fair value of
the received property, plant and equipment and
recognises income in the income statement on the

same basis whereby the equipment is depreciated.
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The Svyazinvest Group applies the following useful lives Years
Buildings and constructions 10-50
Transmission devices 5-30
Switches 2-15
Other network equipment 2-15
Vehicles 3-20
Computer and office equipment 2-10
Other fixed assets 3-25
Land Not depreciated

11.5. Intangible Assets

Goodwill

Goodwill on the acquisition of a subsidiary
is included in intangible assets. Goodwill on
the acquisition of associates is included in the
investments in associates.

Following initial recognition goodwill is
accountedatcostlessanyaccumulated impairment
losses.

Goodwill is reviewed for impairment at least
annually at each reporting date if any events or
changes in conditions indicate probability of its
impairment.

Impairment of goodwill is determined by
assessment of recoverable amount of division or
group of divisions which generates cashflows and
which the goodwill is allocated on. Impairment of
the asset is recognized if the recoverable amount
is less the carrying amount of that asset. Goodwill

impairment losses are not reversed.
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Other Intangible Assets

Intangible assets acquired separately are
measured on initial recognition at cost. The
cost of intangible assets acquired in a business
combination is the fair value as at the date of
acquisition.

Following initial recognition, intangible
assets are carried at cost less any accumulated
amortization and any accumulated impairment
losses.

The Svyazinvest Group determines if useful
life on intangible asset is finite or indefinite.

Intangible assets with finite lives are amortised
using the linear method over the useful economic
life and assessed for impairment whenever there
is an indication that the intangible asset may be
impaired. Amortization periods and methods
for intangible assets with finite useful lives are
reviewed at least at each balance sheet date.
Changesin the expected useful life or the expected

pattern of consumption of future economic

benefits embodied in the asset is accounted for by
changing the amortization period or method, as
appropriate, and treated as changes in accounting
estimates. Useful lives of other intangible assets

are determined at individual basis.

11.6. Borrowing Costs

The borrowing costs are capitalized by the
Svyazinvest Group as part of the cost of the
asset when the costs are directly attributable
to the acquisition, construction of a qualifying
asset including construction in progress. Other

borrowing costs are expensed when incurred.

11.7. Associates

Associatesare entitiesinwhich the Svyazinvest
Group generally has between 20% and 50% of
the voting rights, or is otherwise able to exercise
significant influence, but which it does not control
or jointly control. Investments in associates are

accounted for under the equity method.

11.8. Financial Assets

The Svyazinvest Group classifies financial
assets as either loans and receivables, held-to-
maturity investments, available-for-sale financial
assets, and financial assets at fair value revalued
through profit or loss.

At the initial recognition, financial assets are
measured at fair value, plus, for instruments other
than recorded at fair value through profit or loss,
transaction costs that are directly attributable to
the acquisition or issue of the financial asset.

The Svyazinvest Group determines the
classification of its financial assets at initial
recognition and reviews the classification of
financial assets when appropriate and is allowed
by standards.

Purchases and sales of financial assets are

recognized on the settlement date, which is the
date that the investment is delivered to a buyer.

Loans and receivables are carried at amortized
cost using the effective interest rate less any
impairment loss. If there is objective evidence that
an impairment loss on loans and receivables has
been incurred, the amount of the loss is measured
as the difference between the asset's carrying
amount and the present value of estimated future
cash flows (excluding future expected losses
that have not been incurred yet) discounted at
the financial asset's original effective interest
rate (i.e. the effective interest rate computed at
initial recognition). The carrying amount of asset
decreases by using provision account. An amount
of loss is recognised in the income statement.

Non-derivative financial assets with fixed or
determinable payments and fixed maturity that
the Svyazinvest Group has the positive intention
and ability to hold to maturity are classified as
held-to-maturity.

All other investments, which were not
classified to any of the three preceding categories,
are available-for-sale investments. After initial
recognition available-for-sale investments are
measured at fair value with gains or losses being
recognized as a separate component of equity
until the investment is derecognized or until
the investment is determined to be impaired, at
which time the cumulative gain or loss previously
reported in equity is included in the income

statement.

11.9. Inventories

The cost of inventories comprises all costs of
purchase and other costs incurred in bringing the
inventories to their present condition and location.
The cost of inventories is determined on the

weighted average basis.
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11.10. Cash and Cash Equivalents
Cash comprises cash at banks and in hand and
short-term deposits with an original maturity of

three months or less.
11.11. Equity

Share Capital

Ordinary shares are reported in equity.

Non-Controlling Interest

Non-controlling interest at the balance sheet
date represents the non-controlling shareholders’
share of the fair value of the identifiable assets
and liabilities of the subsidiaries at the date of the
acquisition or the date when the subsidiary was
established and the minorities’share of movements
in equity since the date of the acquisition or
establishment.
Dividends

Dividends are recognized as a liability and
deducted from equity at the balance sheet date
only if they are declared before or on the balance
sheet date. Dividends are disclosed when they are
proposed before the balance date or proposed or
declared after the balance sheet date but before

the financial statements are authorized for issue.

11.12. Financial Liabilities

Financial liabilities of the Svyazinvest Group
includes borrowings, trade and other payables,
other contracts contemplate the possibility of
exchanging financial assets or financial liabilities
with potentially unfavourably conditions for the
Group, and derivatives, which will be or may be
redeemed by delivery other than a fixed amount of
cash or other financial assets for fixed quantity of

equity instruments.
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Borrowings

Borrowings are initially recognized at the
fair value of the consideration received, net of
directly attributable transaction costs. After
initial recognition, borrowings are measured at
amortized cost using the effective interest method;
any difference between the fair value of the
consideration received (net of transaction costs)
and the redemption amount is recognized as an
adjustment to interest expense over the period of

the borrowings.

Payables

Trade and other payables are measured at
amortized cost using the effective interest method.
Trade and other payables are reported as current
liabilities, except for cases when redemption is
expected more than 12 months after the reporting

date.

11.13. Leases

If all risks and rewards are transferred to the
Svyazinvest Group the finance lease is recognised as
theassetsandliabilities shownintheir balance sheet
at the amount equal to their fair value or, if lower,
at the discounted present value of the minimum
lease payments. Lease payments are apportioned
between the finance charges and reduction of lease
liability so as to produce a constant rate of interest
of the remaining balance of the liability. Finance
costs are recognized in the income statement.

Capitalized leased assets are depreciated
over the shorter of the estimated useful life of the
asset and the lease term, if there is no reasonable
certainty that the Svyazinvest Group will obtain
ownership by the end of the lease term.

Operating lease payments are recognized as
an expense in the statement of income on a straight

line basis over the lease term.

11.14. Employee Benefits

Current Employment Benefits

Wages and salaries paid to employees are
recognized as expenses in the current period. The
Svyazinvest Group also accrues expenses for future

vacation payments.

Defined Benefits Pension Plans

The cost of providing benefits under the defined
benefit plan is determined separately for each plan
using the actuarial “projected credit unit” method.

Actuarial gains and losses are recognized
as income or expense when the net cumulative
unrecognized actuarial gains and losses for each
individual plan at the end of the previous reporting
period exceed 10% of the higher of the defined
benefit obligation and the fair value of plan assets
at that date. These gains or losses are recognized
over the expected average remaining working lives
of the employees participating in the plans.

Upon introduction of a new plan or
improvement of an existing plan past service cost
is recognized as an expense on a straight line
basis over the average period until the amended
benefits become vested. If the benefits are already
vested immediately following the introduction of,
or changes to, a pension plan, past service cost is
recognized immediately.

Asset or liability of defined benefits pension
plans represents an amount of liabilities of defined
benefits pension plans less unrecognized past
service cost and fair value of plan’s assets to be used

for payment of the liability.

11.15. Income Tax
Deferred tax assets and liabilities are calculated
in respect of temporary differences using the

liability method.

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, except where
the deferred income tax arises from the initial
recognition of goodwill or of an asset or liability in
a transaction that is not a business acquisition and,
at the time of the transaction, affects neither the
accounting profit nor taxable profit or loss.

Deferred tax assets and liabilities are measured
at tax rates that are expected to apply to the period
when the asset is realized or the liability is settled,
based on tax rates that have been enacted or

substantively enacted at the balance sheet date.

11.16. Revenue Recognition

Revenue from service contracts is accounted
for when the services are provided. Revenue from
time calls and data transfer is measured primarily by
the volume of traffic processed for the period.

Interest income is calculated using the
effective interest rate which presents the expected
future cash flows during the estimated useful life of
a financial instrument to the net carrying amount of
the financial asset.

Reimbursement of losses from universal
telecommunication services is recognized in the
period in which the loss occurred.

Dividend income is recognized in the income
statement on the date that the Svyazinvest Group

right to receive payment is established.

11.17. Uncertainty of Estimates

The key assumptions concerning the future
events and other key sources of estimation
uncertainty at the balance sheet date that have
a significant risk of a material adjustment to the
carrying amounts of assets and liabilities within the

next financial year are discussed below:
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Useful Life of Property, Plant and Equipment

The Svyazinvest Group estimates remaining
useful lives of its property, plant and equipment at
least once a year at the balance sheet date. If the
estimation differs from the previous estimations,
the changes are accounted for in accordance with
IAS 8 “Accounting Policies, Changes in Accounting

Estimates and Errors”.

Impairment of Non-Current Assets

Identification of indicators of impairment of
non-current assets involves the use of estimates
thatinclude, but are not limited to, the cause, timing
and amount of the impairment. Calculation of the
recoverable amount requires that management
estimates be applied. Calculation of the value in use
involves methods which are based on the valuation
of expected discounted future cash flows and
require the Svyazinvest Group to assess these cash
flows on a cash-generating unit level, as well as to
choose an appropriate discount rate for the purpose

of calculating the present value of cash flows.

Fair Value of Assets and Liabilities in Business
Acquisition

At the acquisition date the Svyazinvest Group
recognizes separately the identifiable assets,
liabilities and contingent liabilities acquired or
assumed in the business combination at their fair
values, which involves estimates. Such estimates
are based on valuation methods that require
considerable judgment in forecasting future cash

flows and developing other assumptions.

Doubtful Debt Allowance

Doubtful debt allowance is based on
the historical data related to collectability of
receivables and creditworthiness analysis of the

most significant debtors. If the customers’ financial
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position continues to deteriorate, actual write-offs

might be higher than expected.

Employee Benefits

The discounted value of pension plan benefits
and the related current service cost are determined
on the basis of actuarial valuation which relies on
demographic and financial assumptions including
mortality, both during employment period and
thereafter, staff turnover rates, discount rates, future
salary and pension levels and, to a lesser extent, the

expected income on the pension plan’s assets.

Principles of Preparation of the Consolidated
Financial Statements Draft

The draft of consolidated financial statements
contains draft of consolidated balance sheet as of
December 31,2009 and December 31, 2008, draft of
consolidated income statement for 2009 and 2008,
draft of consolidated statement of comprehensive
income for 2009 and 2008, draft of consolidated
statement of changes in equity and notes to the
draft of consolidated financial statements. Actual
consolidated financial statements of Svyazinvest
0JSC may differ from this draft due to changes
in subsidiaries’ data resulting from audit of their
financial statements for 2009. Some notes to
consolidated financial statements required by the

IFRS are not presented in this draft.
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Information for Shareholders and Investors

12.1. Data on the Share Capital of
Svyazinvest OJSC

The share capital of Svyazinvest OJSC amounts
to RUR 19,518,337,220 and consists of 19,518

337,220 common shares. Par value of common

12.2. Share Capital Structure of Svyazinvest
0JscC

The share capital structure of Svyazinvest
0JSC as of December 31, 2009 (as per data of
the Company’s registrar company ORK OJSC)

shares is RUR 1. is as follows:
Shareholders % OZZE;::I‘
The Russian Federation represented by the Federal Property Management Agency 75 -1 share
COMSTAR - United TeleSystems OJSC 17.31 + 1 share
Sberbank of the Russian Federation (Open Joint Stock Company) 7.69

Total

12.3. Information on Company Appointed
as Registrar for the Securities of Svyazinvest
0Jsc

Registrar

Legal name: Open Joint Stock Company
United Registrar Company

Licence # 10-000-1-00314 issued for unlimited
period by the Russian Federal Financial Market
Service on March 30, 2004.

Postal address: PO Box 151 Moscow, Russia,
115280. Telephone/fax: +7 (495) 775-18-20.

E-mail: ork@ork-reestr.ru

100.00

12.4. Securities

12.4.1. Shares

The anti-crisis measures adopted along
with expectations of a positive effect from the
reorganization on the part of the investment
community resulted in intense growth of the market
capitalization of RTOs. Furthermore, the market cap

trend of RTOs outperformed the RTS.
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Capitalization trendlines of the Svyazinvest Group of companies 12.4.3.Bonds volume of bonded loans by the telecommunications

The share of bonds issued by the Svyazinvest companies operating in the sector, and to the Group's
800 % 1
Group of companies in the overall volume of the policy aimed at deleveraging while optimizing the
700 % -
telecommunicationssectorstandsat28%.Thedecline borrowing structure in terms of loan types.

600 % -
is attributable both to a significant increase in the
500% -

400 %

8 300% -
g The Group’s Share of the Total Bonded Loan Market for the Telecommunications Sector
2 200% A
-Eh 100 % &
; 0%
&
0{\ ,\9~\
RTS ——— Rostelecom 7 RTOs NWT CenterTelecomn
VolgaTelecom —— UTK — URSI ——— Sibirtelecom Far East Telecorr 28% Group Companies
12.4.2. Dividend History
72% R
FY2009 FY2008 —e
Company dividends* dividends
Rostelecom OJSC 1,270,243 2,121,622
CenterTelecom OJSC 1,175,266 646,374
North-West Telecom OJ5C 829426 864,050 Bond yields of the Svyazinvest Group of companies as of year-end 2009
VolgaTelecom OJSC 1,065,643 738,005
Sib 08
NWT 5 — URSIO6
UTK OJSC 461,415 139,259 URS! 07 | crcos
URSI 08 — VT-4
— UTK5 — DBO-05
Uralsvyazinform OJSC 1,017,274 669,493 D2 NWT 6
VT2 —NWT4
VT-3 UTK BO-01
Sibirtelecom 0JSC 597,030 522,964 14 siboe Urereool VTKBo08
13
Far East Telecom OJSC 542,907 431,063 12
1
- 10 f A
Central Telegraph 0OJSC 42,197 29,415 8 y\
So = —o
£ s A ° o8 ® Moscow
Dagsvyazinform OJSC 110 38 7 A A
6
Group, total 7,001,510 6,162,282 s
4 T T T T T 1
0,50 1,00 1,50 2,00 2,50 3,00

*Total Amount of Dividends Declared (Planned to Be Declared) by Svyazinvest Group, RUR, th.
Duration, years
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Contact Information

Svyazinvest OJSC

55 bld. 2, Plyushikha St.,
Moscow, 119121 Russia

Website: www.svyazinvest.ru

Investor Relations

Division

Telephone: +7 (495) 727-04-73
Fax: +7 (495) 727-04-75

E-mail address: ir@svyazinvest.ru
Rostelecom OJSC

14 1" Tverskaya-Yamskaya St.,
Moscow, 125047 Russia

Website: www.rt.ru

Public Relations and Investor
Relations Department
Telephone: +7 (499) 973-99-20
Fax: +7 (499) 787-28-50

E-mail address: rostelecom@rostelecom.ru
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CenterTelecom 0JSC

6 bld. 2, Degtyarny per.,
Moscow, 125993 Russia

Website: www.centertelecom.ru

Public Relations and Investor
Relations Department
Telephone: +7 (495) 793-24-86
Fax: +7 (495) 793-29-99

E-mail address: ir@centertelecom.ru

North-West Telecom 0JSC

26 B. Moskovskaya St.,
Saint Petersburg, 191186 Russia

Website: www.nwtelecom.ru

Investor Relations Department
Telephone: +7 (812) 719-92-36
Fax: +7 (812) 719-94-94

E-mail address: ir@nwtelecom.ru

VolgaTelecom OJSC

M. Gorkogo Square,
Telecommunications Hall,
Nizhny Novgorod, 603000 Russia

Website: www.vt.ru

Information and Research Department
Telephone: +7 (831) 430-50-40
Fax: +7 (831) 437-51-40

E-mail address: investor@vt.ru

UTK OJSC

66 Karasunskaya St.,
Krasnodar, 350000 Russia

Website: www.stcompany.ru

Information and Research Department
Telephone: +7 (861) 253-20-30
Fax: +7 (861) 253-19-69

Email address: v.plehanov@mail.stcompany.ru

Uralsvyazinform OJSC

11 Moskovskaya St.,
Yekaterinburg, 620014 Russia

Website: www.uralsvyazinform.ru

Securities Department
Telephone: +7 (343) 379-12-17
Fax: +7 (343) 376-81-71

E-mail address: investor@usi.ru

Sibirtelecom 0JSC

53 M. Gorkogo St.,
Novosibirsk, 630099 Russia

Website: www.sibirtelecom.ru

Investor Relations Department
Telephone : +7 (383) 219-11-97
Fax: +7 (383) 219-15-21

E-mail address: shipitsin@sibirtelecom.ru

Far East Telecom 0JSC

57 Svetlanskaya St.,
Vladivostok, 690950 Russia

Website: www.dsv.ru

Information and Research Department
Telephone: +7 (4232) 20-85-00
Fax: +7 (4232) 40-80-30

E-mail address: ir@dsv.ru

Central Telegraph 0JSC

7 Tverskaya St.,
Moscow, 103375 Russia

Website: www.cnt.ru

Public Relations and Advertising Division
Telephone: +7 (495) 504-38-26
Fax: +7 (495) 500-46-02

E-mail address: pr@cnt.ru

Contact Information






