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GENERAL INFORMATION 

 

Full registered name: Public Joint ïStock Company "Southern Telecommunications Company"  

Abbreviated registered name: PJSC "UTK"   

Registered office: 66, Karasunskaya street, Krasnodar, 350000, Russian Federation  

Mailing address: 66, Karasunskaya Street, Krasnodar, 350000, Russian Federation 

Telephone: (861) 253-20-56. 

Fax: (861) 253-25-30. 

e-mail: operator@mail.stcompany.ru 

Internet web-site: http://www.stcompany.ru/  

 

Data on the State Registration of the Company: 

Date of the state registration: May 20, 1994 

No. of the certificate of the state registration: series ɸ ˉ 494 

Authority of the state registration: Krasnodar City Registration Chamber 

State registration number: 186-p 

Certificate of making an entry in the Single State Register of Legal Entities on the legal 
entity registered before 1st July 2002: 

Date of making an entry: August 2, 2002 

Number of the certificate: series 23 ˉ 003062350 

State registration number: 1022301172112 
Name of the registering authority: Interregional inspectorate on the largest taxpayers of the 
Ministry of Taxes and Fees of the Russian Federation for the Krasnodar Krai. 

 
Public Joint ïStock Company "Southern Telecommunications Company" was founded as Open-
type joint-stock company ñKubanelectrosvyazò by the Committee of the State Property 
Management of the Krasnodar kray according to the Decree of the President of the Russian 
Federation ˉ 721 of July 1, 1992 "On organizational measures on transformation of the state-run 
enterprises, voluntary associations of the state enterprises to joint-stock companies ", and the 
Decree of the Government of the Russian Federation ˉ 1003 of December 22, 1992"On 
privatization of telecom enterprisesò.  

20.05.1994. ñKubanelectrosvyazò OJSC was registered by the Decree of the Head of Krasnodar 
Administration ˉ186-p as a legal successor of the state-run telecom enterprise of the Krasnodar 
Territory "Rossvyazinform". 

30.05.2001. General Shareholdersô Meeting of ñKubanelectrosvyazò OJSC approved the resolution 
on introducing changes into the Companyôs Charter regarding renaming the Company into Public 
Joint Stock Company ñSouthern Telecommunications Companyò (registered by Krasnodar 
Registration Chamber, ˉ 16048 of 28.06.01). 

02.08.2002. The Company was re-registered by the Interregional inspectorate ˉ 4 of the Ministry 
of Taxes and Fees of the Russian Federation for the Krasnodar Kray and the entry was made in 
the Single State Register of Legal Entities on the legal entity registered before 1st July 2002 under 
the main state registration number 1022301172112. Date of making the entry was August 2, 2002. 
31.10.2002. On the basis of the resolution of the General Shareholdersô Meeting of "UTK" PJSC 
(former ñKubanelectrosvyazò OJSC) approved on 21 December 2001 ñSouthern 
Telecommunications Companyò PJSC was reorganized through merger of the following companies 
into it as branches: ñVolgogradelectrosvyazò OJSC; ñKabBalktelecomò OJSC; ñKarachaevo-

mailto:operator@mail
http://www.stcompany.ru/investor/openinfo
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Cherkesskelectrosvyazò OJSC; ñSvyazinformò OJSC, Astrakhan Region; ñSevosetinelectrosvyazò 
OJSC; ñElectrosvyaz of Adygeia Republicò OJSC; ñElectrosvyazò OJSC, Kalmykia Republic; 
ñRostovelectrosvyazò OJSC; ñElectrosvyazò OJSC, Stavropol Territory;  

31.10.2002 Interregional inspectorate ˉ 4 of the Ministry of Taxes and Fees of the Russian 
Federation for the Krasnodar Kray made an entry in the Single State Register of Legal Entities on 
state registration of the changes in the constituent documents of a legal entity (state registration of 
the reorganization) under main state registration number 202230117254; 

21.01.2003. Joint Extraordinary General Shareholdersô Meeting of "UTK" PJSC was held 
completing the process of the Companyôs formal reorganization. 
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LETTER OF THE GENERAL DIRECTOR  

 

Dear shareholders, investors and colleagues!  

I am pleased to present our Annual Report to you. Iôd like to note that the year 2007 was a 
successful one both for the telecommunications industry as a whole and for the Company. It was a 
year of national projects, anniversaries and important events such as: step-by-step introduction of 
three tariff plans in the regions, connection of 5,180 schools to the Internet network, installation of 
7,500 payphones within the framework of the project ñUniversal serviceò, 70th anniversaries of 
several regional communication companies being at present UTKôs branches, getting the Olympic 
status by Sochi. The Companyôs business result was also a success in 2007. We fulfilled our plans 
of technical development, got good financial results and achieved the set business objectives.  

Last year we launched the construction of NGN networks and extended our broadband access 
network that allowed the Company to broaden IP-TV service area. At present IP-TV services are 
rendered in 6 branches of "UTK" PJSC. Flexible marketing solutions such as introduction of 
unlimited tariffs, offer of the package of services ñFull UNLIMò, development of the popular 
multimedia content portal ñMediazona 2.0ò contributed greatly to the Companyôs progress.  

Last year we developed and approved the Development Program of "Southern 
Telecommunications Company" PJSC till 2012 which determined its business strategy. One of the 
first results of the Program realization was a stable net income growth to 1,826.8 million rubles. 
Now we are convinced that our strategy is correct and will continue our work with enthusiasm. 

When speaking about the Companyôs progress, I want to thank all our partners and clients for their 
fruitful cooperation and confidence. I would like to assure them that UTKôs management will follow 
the development strategy aimed at improvements in the Companyôs business efficiency, increase 
in its investment appeal and revenue growth. 

 

ɸ. V. ɸndreev 

General Director of "Southern Telecommunications Company" PJSC  
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I. KEY CORPORATE EVENTS OF 2007 

 

1.1. General Shareholders' Meetings 

Annual General Shareholders' Meeting of "Southern Telecommunications Company" PJSC was 
held on June 26, 2007. Procedure for the AGM preparation was in full compliance with the Russia 
laws, the Companyôs Charter, Provisions of the Companyôs Corporate Governance Code (Set of 
Rules) and other corporate by-laws. 

List of shareholders entitled to participate in the Annual General Shareholdersô Meeting was made 
up on the basis of records in the shareholdersô register as of May 7, 2007. 

The Annual General Shareholders' Meeting of the Company approved the following resolutions: 

1. To approve annual report, annual financial statements including profit and loss statement (profit 
and loss accounts) for fiscal year 2006.  

To distribute the Companyôs profit on the basis of the reported fiscal year 2006 financial results as 
follows: 
- 275,444 thousand rubles to pay dividends, including: 
0.121838 rubles per one preference share; 
0.053031rubles per one ordinary share; 
- 908,998 thousand rubles to increase the Companyôs owned capital.  

To pay dividends on preference shares in cash prior to 24 August 2007; to pay dividends on 
ordinary shares in cash prior to 20 December 2007. 

To determine the following procedure for payment of dividends to the persons included in the list of 
persons entitled to receive dividends, made up according to the data in the register of shareholders 
of the Company as of May 7, 2007: 
- transfer to bank accounts of shareholders (shareholders shall bear expenses related to the 
dividends to be received by them); 
- postal order (shareholders shall bear postal expenses related to the dividends to be received by 
them); 
- cash payment in the Companyôs pay-offices (only to the Companyôs employees). 
 
2. To elect the following members to the Companyôs Board of Directors: 
Alexander Vladimirovich Andreev 
Boris Dmitrievich Antonyuk 
Yuriy Alexandrovich Bilibin 
Andrey Alexandrovich Vinkov 
Yevgeny Petrovich Yenin 
Vladimir Borisovich Zhelonkin 
Oleg Borisovich Zyuzin 
Gennady Georgievich Kudryavtsev 
Denis Viktorovich Kulikov 
Stanislav Nikolaevich Panchenko 
Elena Petrovna Selvich 
 
3. To elect the following members to the Companyôs Auditing Commission: 
Ruslan Kyarimovich Aksyaitov 
Sergey Vladimirovich Podosinov 
Mikhail Viktorovich Tretyakov 
Natalia Vadimovna Feoktistova 
Olga Sergeevna Chetvyorkina  
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4. To appoint the auditing company CJSC ñKPMGò the Companyôs Auditor for 2007 
 
5. To approve the following rates of deductions for calculation of the annual remuneration payable 
to the members of the Board of Directors elected by the annual General Shareholders' Meeting: 
- 0.26% (naught point two six percent) of the Companyôs EBITDA stated in the Companyôs 2007 
financial statements in accordance with IFRS; 
- 0.78% (naught point seven eight percent) of the Companyôs net profit allocated to dividend 
payment based on 2007 financial results. 
 

6. To introduce amendments and additions to the Charter of "UTK" PJSC. 

 

7. To introduce amendments and additions to the Regulations on the procedure for conducting a 
General Shareholders' Meeting of "Southern Telecommunications Company" PJSC. 
 
8. To introduce amendments and additions to the Statute on the Board of Directors of "UTK" PJSC. 
 
 

1.2. Participation in Road shows, large exhibitions and conferences 

- On March 30, 2007 the Companyôs management held a call conference with representatives of 
Golden Sachs Ltd. During the conference top managers of "UTK" PJSC answered the questions 
concerning the Companyôs development prospects and its strategy in the value-added market 
segment. 

- In June 2007 the Company was awarded a golden medal ñFor Leadership in the 
Telecommunications Sectorò at the second regional exhibition ñProtection. Security. 
Communications-2007ò held in Vladikavkaz. 

- On October 10, 2007 the Companyôs management held a call conference with representatives of 
the bank ñZAO ñCredit Suisseò. During the conference top managers of "UTK" PJSC answered the 
questions concerning the Companyôs business activity, development prospects and its strategy in 
different market segments. 

- In October 2007 the Company took part in the 7th International Exhibition-Forum ñInfoCom-2007ò 
acting as a general sponsor and co-organizer of the only regional site of the Forum in Krasnodar. 
The Company demonstrated new technologies and new telecom services as well as the ways they 
could be used in business, government and social spheres of life. 

- On November 19-22, 2007 Southern Telecommunications Company together with ñSvyazinvestò 
OJSC and Deutsche Bank took part in a road show in Europe. The Companyôs management 
presented financial and performance results of "UTK" PJSC as well as the main parameters of its 
Development Program for 2008-2012. 

- On November 27, 2007 the Companyôs management held a call conference with analysts of 
Renaissance Capital. During the conference the parties discussed the questions related to the 
Companyôs financial policy, competitive activity and selection of three tariff plans by subscribers. 

 

1.3. Meetings of the top management with investment funds 

- On March 16, 2007 the Companyôs management met with representatives and analysts of 
Russian and foreign investment funds, banks, financial and management companies. Forty 
representatives of the investment community including investment financial companies ñMetropolò, 
ñSolidò, ñDiamond Ageò (UK), ñFIMò (Finland) took part in the meeting. Top managers of Southern 
Telecommunications Company made a presentation of 2006 preliminary results and development 
prospects.  

- On June 8, 2007 a meeting was held in Moscow between the management of the company and 
analysts from leading Russian investment companies and banks, such as: Advanced Research, 
ING Bank (Eurasia), Antanta Capital, Aton Capital, KIT Finance, Alfa-bank, Deutsche UFG, UBS 
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Russia, Bank Societe Generale Vostok, Veles Capital, Bars Finance, Alemar, Rye, Man & Gor 
Securities. UTK CEO gave a presentation which showcased the RAS results of the Companyôs 
main activities in 2006 and Q1 2007, as well as its growth outlook.  

- On December 20, 2007 the Companyôs management met in Moscow with analysts of ñCitiò bank. 
At the meeting the parties discussed the issues on investment activity, interaction with other 
telecom operators as well as on the Companyôs business strategy.  

 

1.4. Assignment (revision) of Credit ratings and Corporate Governance Scores 

 
Table 1 

Date of 
assignment 
(revision) 

Rating agency 
Object of 

rating 
Rating 

CREDIT RATINGS 

05.04.2007 Moodyôs Investors 
Service 
Moodyôs Interfax 

"UTK" PJSC  Upgraded to ñB1ò of the corporate family rating of 
Southern Telecommunications Company. The 
outlook of the rating is stable. Upgrade of the 
Companyôs long-term national scale credit rating 
to ɸ2.ru. 
The ratings reflect the Companyôs incumbent 
leadership position in the SFD fixed-line 
telecommunications market, supported by UTKôs 
historical ownership of the relevant infrastructure, 
remaining low fixed-line penetration, providing for 
growth perspectives, and significant pent-up 
demand for new value-added services in the 
region, proven dedication of the management to 
de-leveraging of the company, reduced reliance 
on short-term debt associated with re-financing 
risks, and the Companyôs efforts to 
commensurate investment with internal cash flow 
generation. 

06.06.2007 Standard & Poorôs "UTK" PJSC  Standard & Poorôs Ratings Services placed its B- 
long-term corporate credit rating and ruBBB 
Russia national scale rating on CreditWatch with 
positive implications. According to Standard & 
Poorôs, the CreditWatch placement reflects 
potential improvement in UTKs creditworthiness 
given the Companyôs apparent progress in 
gradually addressing its liquidity risk, 
strengthening financial position and maintaining 
positive performance trend. 

21.11.2007 Standard & Poorôs "UTK" PJSC  Standard & Poorôs Rating Services raised its 
long-term corporate credit rating on Southern 
Telecommunications Company to B from B- with 
ñPositiveò outlook. At the same time, the Russia 
national scale rating was raised to ruA from 
ruBBB. The rating upgrade was mainly 
attributable to generation of positive free 
operating cash flow due to decline in debt 
leverage, the Companyôs limited capital 
expenditures, EBITDA increase as well as active 
development of value-added services and tight 
cost control. According to Standard & Poorôs 
analysts, UTKôs dominant position in local and 
intra-zonal telephony segments and its 
established position as a regional incumbent 
operator in Russiaôs telecoms industry moderate 
the Companyôs main risks. 

CORPORATE GOVERNANCE SCORES 
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Date of 
assignment 
(revision) 

Rating agency 
Object of 

rating 
Rating 

24.08.2008 Standard & Poorôs "UTK" PJSC  Standard & Poorôs Governance Services raised 
its Russia national scale corporate governance 
score (CGS) on Southern Telecommunications 
Company to ñCGS-4.9ò from ñCGS-4.8ò. The 
global scale score was affirmed at óCGS-4+ô. The 
upgrade on the Russia national scale primarily 
reflects the fact that "UTK" PJSC has conducted 
an open tender for audit services in 2007. 
The main strengths of corporate governance 
practices at "UTK" PJSC include: 

 relatively high overall transparency level, and 
the Companyôs proactive approach to investor 
relations;  

 the Companyôs auditor having a good global 
reputation has been chosen at the open 
tender. "UTK" PJSC seeks to strengthen its 
Internal Audit Department; 

 high quality of procedures for preparing and 
holding of General shareholdersô meetings 
and great range of  rights granted to 
shareholders according to Russian legislation; 

 great influence and effectiveness of the Board 
of Directors. Each of the four board-level 
committees has outside directors in its 
structure. 

11.03.2008 Rating agency 
çExpert RAè 

"UTK" PJSC  Expert RA Rating Agency affirmed its ñAò (or ñ7+ò 
ï according to numerical score) national rating of 
corporate governance assigned earlier to 
"Southern Telecommunications Company" 
PJSC. Companies with ñ7+ò rating have low risks 
associated with corporate governance. The 
Company does not break the requirements of the 
Russian legislation in the sphere of corporate 
management, follows the main recommendations 
of the Russia Code of corporate conduct and of 
the advanced international corporate governance 
practice. Corporate governance practice of 
"Southern Telecommunications Company" PJSC 
has been developing very quickly driven by 
strategic initiatives of the Companyôs 
management and its shareholders. The 
important step in corporate governance 
improvement was quicker preparation of the 
financial statements under International Financial 
Reporting Standards (IFRS). According to 
monitoring results, the Company has become 
one of the leaders in Russia with respect to 
corporate governance quality.  (The Companyôs 
2007 performance results were audited).  

 

1.5. Information on floatation of bond issues and on the bond issues in circulation 

As of January 1, 2007 the Company had three bond issues in circulation worth total 9,500,000 
thousand rubles. During the year the Company fully and timely executed its obligations on coupon 
income payments, repayment and buy-back of the bonds on demand of their owners.  

One of the important last year corporate events was the placement of the Companyôs 05-series 
bond issue in MICEX Stock section (trading codes - UTK-05 ʦb., ISIN RU000A0JP9K1). Series 05 
non-convertible interest-bearing  documentary pay-to-bearer bonds were placed on June 6, 2007. 
The issue is for a total of Rub 2 bln. Period to maturity is 5 years. The face value of 1 bond is Rub 
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1,000. The bond issue carries 10 coupon periods, each lasting 182 days. The interest rate for the 
1st ï 6th  coupons is set at 7.55% per annum. The 7th through 10th coupons shall be fixed by the 
Issuer.  

The sum of the paid coupon income under the bond issues circulating in the bond market in 2007 
made 947,790,000.00 rubles.  

In October 2007 all obligations provided by "UTK" PJSC offer to buy back series 03 bonds 
presented for redemption were fulfilled on time and completely. The obligation was fulfilled in time 
stipulated in the Decision on the Bond Issue. During the offer the Company acquired the bonds 
presented for redemption to the amount of 2,865,295,400.31 rubles (including the accumulated 
coupon yield). The agent for the offer was OAO AKB Svyaz-Bank. All the redeemed bonds were 
further placed in the secondary market. 

In February 2007 the Company redeemed the nominal value of UTK series 02 bonds to the 
amount of 1,500,000 thousand rubles.  

In June 2007 the Company fulfilled in full its obligation on redemption of the second part of the 
nominal value of UTK series 04 bonds to the amount of 750,000,000 rubles.  

In December 2007 the Company fulfilled in full its obligation on redemption of the third part of the 
nominal value of UTK series 04 bonds to the amount of 500,000,000 rubles.  

 

1.6. Measures to maintain the Companyôs securities in quotation lists 

The Company undertakes continuous measures to maintain its securities in quotation lists in 
accordance with the requirements of Regulations on the activity for organization of trade on the 
equity market approved by the Decree of the Federal Financial Markets Service of the Russian 
Federation ˉ 06-68/pz-n of 22 June 2006, Regulations on information disclosure by issuers of 
securities ˉ 06-117/pz-n of 10 October 2006 and Listing Rules of CJSC "SE"MICEX" and OJSC 
"RTS". 

Series 03 non-convertible interest-bearing certificated pay-to-bearer bonds were included in the 
MICEX A1 Quotation List by the Decision of MICEX SE Executive Board of October 30, 2007). 

In addition, the Companyôs ADRs representing its common shares circulate in foreign equity 
markets. According to the Decree of FCSM ˉ 1819/r of 24.12.2002 circulation of ñUTKò PJSC    
common registered non-documentary shares outside the Russian Federation is permitted in the 
form of ADRs in the amount of 2,102,078,765 units. Level 1 ADR program was registered on 5th 
February 1998. The Companyôs ADRs are quoted in the US over-the-counter market, and in 
Europe ï Frankfurt and Berlin Stock Exchanges and NEWEX, thus making UTKôs shares widely 
available to foreign investors. JP Morgan Chase Bank is at present the Companyôs ADR 
Depositary. ING Bank (Eurasia) ZAO acts as the Custodian. 

 

1.7. IR Actions and development of secondary market of shares  

During 2007 "UTK" PJSC developed certain investment solutions related to the Companyôs shares 
and carried out analysis of strengths and weaknesses of its business profile that resulted in the 
sharesô liquidity growth. The trading volume of UTKôs ordinary shares increased on MICEX by 56% 
to 1.1 billion rubles and the trading volume of UTKôs preference shares remained the same. UTK 
bonds were also quite liquid in 2007. 

 

Table 2 
Liquidity of UTK bonds in 2007 

Bonds 

2006 2007 

Number of deals Trading volume, 
RUR mln  

Number of deals Trading volume, 
RUR mln  
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UTK-03 2,020 3,188 1,552 3,591 

UTK-04 1,642 3,871 1,184 3,425 

UTK-05  
(trading started 
from August 8, 

2007) 

- - 345 1,911.8 

 

In April 2007 the interview with the Companyôs CEO ñUTK: focus on development of new telecom 
servicesò was published in the special project ñThe Issuerò of the periodical ñRTsBò (ñSecurities 
Marketò).  

During 2007 the Company  published on a regular basis detailed analytical press releases about 
material corporate events as well as press releases on intermediate unaudited performance results 
of the Company  for 2006 according to Russian Accounting Standards (RAS), 1Q 2007 
performance results (RAS), 1H 2007 performance results (RAS), 2006 financial results of "UTK" 
PJSC according to International Financial Reporting Standards (IFRS), 1H 2007 financial results 
(IFRS), 9m 2007 performance results of "UTK" PJSC (RAS) as well as on development of new 
technologies in 1 H 2007 and plans for  2H 2007, business development forecast and financial 
strategy of "UTK" PJSC for 2008-2012. 

To increase transparency of the Companyôs business, section ñInvestor relationsò of the corporate 
site has been updated on a regular basis including maintaining active status of subsection 
"Companyôs Statistics", regular updates of information on the Companyôs share capital structure, 
reports on optimization of receivables; data on remuneration paid to the governing bodies,  
information about the contract with the Auditor. Materials subject to disclosure according to the 
requirements of the RF FFMS were published on the corporate site in statute-established time. 

Business profile of "UTK" PJSC was regularly updated in SKRIN and Interfax electronic disclosure 
systems as well as in domestic and international systems of business information distribution such 
as Bloomberg, Reuters, Qoute, and RBC Consulting. 

"UTK" PJSC presented detailed information on the secondary bond market after coupon payments 
and put options by publishing press releases and communicating with analysts. During the 
preparation of UTK series 05 bond issue the Company disclosed information on each stage of the 
issue and drew up the information memorandum together with Svyaz-Bank.  

The Company communicated with leading telecom analysts on a regular basis, answered their 
questions, presented necessary information for analytical reviews of UTKôs operations. In 2007 
"Southern Telecommunications Company" PJSC received 72 queries from analysts which were 
fully answered. The Company published 33 analytical reviews in Russian and 18 reviews in 
English in the section ñInvestor Relations/ Analyticsò of the corporate website. 
 

The Company performed analysis of financial markets, dynamics of share, bond and ɸDR prices of 
mega-regional telecom companies, news streams relating to telecommunications market. Surveys 
on UTKôs position in the stock market were prepared for its top management on a monthly basis. 

 

1.8. Charity  

Charity is the basis of social pattern of the business community. In 2007 sponsorship and 
charitable contributions of ñUTKò PJSC amounted to 18,327 thousand rubles. 44% of them or 
8,000 thousand rubles were spent to support the centralized projects aimed at improvement of the 
telecommunications infrastructure of educational institutions and the Russian Fund of 
Telecommunications History. 

Other funds were spent as follows: 

- 1,582.9 thousand rubles to render assistance to the Companyôs employees and pensioners 

- 591.1 thousand rubles to support disabled and needy persons 
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- 1,196.2 thousand rubles to prepare and conduct anniversary celebrations, to support 
administrations and public authorities 

- 6,651.2 thousand rubles to restore historic and religious monuments, to support culture and 
science 

- 305.6 thousand rubles to support educational and medical institutions. 

1.9. Work with population, consumers of the Companyôs value-added services  

Highly competitive environment in the telecommunications market and growing demand for 
telecom services stimulate for search and development of new methods of customer service. Call 
centers are among the key instruments in creation of the effective mechanism of customer service. 
At present all branches of "UTK" PJSC except for the Kalmykia branch operate their Call centers. 

The basic effectiveness indicator of this tool of customer service is a qualitative return manifested 
by a high level of customer loyalty to the Company supported by high quality of service and 
attraction of new clients.  

Therefore, one of the priority services provided on the basis of Call-centers is the information 
service of "UTK" PJSC. By calling the number 069, a customer can both receive most full answers 
to his/her questions and submit an application on expansion of the services package. A potential 
subscriber can fill in the application to subscribe to UTKôs services. Due to characteristics of Call-
centersô platforms, load on service is distributed in the best way allowing it to achieve the highest 
possible quality of customer service. 

Organizational and technological resources of Call-centers are also used to ensure high quality of 
information and technical support provided to Internet users. Earlier, it was the engineer who 
answered all the calls to the phone number of technical support, and major part of the calls did not 
require technical support. In case of need it was very difficult to get the reply and receive technical 
consultation. Now the largest branches of the Company provide information and technical support 
consisting of three lines of support. Call center operators working on the first line of technical 
support process major part of calls which require mainly information support (tariff plans and price 
of the terminal equipment, balance on a pre-paid card, access number, advantages and 
characteristics of broadband access, possibility of installations at the address, etc.).They also 
consult on simple userôs setups.  Information inquiries processed at the first line of support account 
for 70-90% of total calls, and only the remaining calls requiring technical support are transferred to 
the second line - to engineers who can give technical consultations of high quality on-line or later 
on, using the contact information of the client. In case of need an engineer can apply for 
information to the 3rd line ï to network administrators. 

From February 1, 2007 the Company offered three tariff plans for local voice services to its 
customers in the following branches, where it was technically feasible to meter the cost of local 
telephone connections on the time basis: 
- Astrakhan branch (in all the centers of districts); 
- Krasnodar branch (in all the centers of districts except for the district of Bolshoe Sochi); 
- Volgograd branch (the cities of Volgograd and Volzhsky). 

To inform its subscribers, the Company developed the Program of informing population about 
introduction of three obligatory tariff plans. According to the Program the following information 
campaign has been carried out: 

- Delivery of information letters to subscribers; 

- Placing of information posters at the Companyôs front - offices; 

- Publication of the information in mass-media and on the corporate site, holding of press 
conferences; 

- Special notifications in the bills for telecom services delivered to customers; 

- Virtual calculators on the branchesô sites. 
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"UTK" PJSC monitors regularly the level of customersô satisfaction in quality of provided services 
by means of: 

- Daily telephone polling of subscribers according to STP-1.94-06.1 çMethodology of estimation 
of the customersô satisfaction based on the results of telephone pollingè; 

- annual questionnaires of subscribers using a method of crossover questioning by Call-center 
operators; 

- electronic questionnaires filled by the visitors of the corporate Internet site; 

- continuous analysis of submitted claims. 

Experts of the quality control unit perform the analysis of the received information and find out 
localities having poor quality of service. 

Claims of the customers stated at telephone polling are sent to the branches for elimination of 
drawbacks. Then the branches report on the results of their work with claims. 

The done work allowed it to increase the satisfaction level in the branches and in the whole 
Company to 84.09% in 2007 vs. 75.71% in 2005 and 82.92% in 2006. 

 

1.10. Work with the Companyôs staff (corporate events, corporate periodicals) 

A set of uniform corporate values, traditions and ethic rules has been formed by the Company, 
many of which have become elements of the Companyôs corporate culture. They include corporate 
holidays, sporting events, contests of child arts, corporate awards. Such events contribute to 
employeesô loyalty to the Company, provide for stability and satisfaction in work as well as increase 
the Companyôs competitive power. 

  

Corporate actions of 2007: 

- Intellectual Marathon ñStep Toward the Futureò ï 2nd quarter; 

-  Fifth anniversary of "UTK" PJSC ï 4th quarter; 

- Monthly corporate newspaper ñVestnik UTKò; 

- Branch and corporate awards to the Companyôs employees ï 2nd and 4th quarters; 

- Final competitions of V Sports and Athletics Games of telecommunications workers 
of "UTK" PJSC were held in the recreation center ñOrbitaò on 19-20 May 2007; 

- In September 2007 the Company held the fifth tourist rally of UTKôs employees in 
the territory of the Volgograd branch. 

 

II. POSITION OF THE COMPANY IN THE TELECOMMUNICATIONS SECTOR  

According to the Companyôs estimates, the telecom market of UTKôs licensed territory exceeded 
77.5 billion rubles in 2007. Total revenue of large and medium-size enterprises of the 
telecommunications and information technologies sector increased 19% over 2006. Mobile telecom 
services accounted for major part (50.5%) of the telecom revenue structure. 

Revenues from interconnection and traffic transit services, local telephone services and intra-zone 
services accounted for major part of the fixed-line telecom market revenue, representing 34.7%, 
26.0% and 8.5%, accordingly. Revenues from documentary communication accounted for 11.2% 
of the total revenue of fixed-line operators. 

According to 2007 results UTKôs share of the SFD telecommunications market was 24.4 %. At the 
same time UTKôs share of the SFD fixed-line market was 49.3%.  
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Table 3 

Description 2007  

Local telephony 

Market, billion rubles 9.98* 

"UTK" PJSC, billion rubles 9.07 

Market share 90.9% 

Intra-zone telephony 

Market, billion rubles 3.28* 

"UTK" PJSC, billion rubles 3.19 

Market share 97.4% 

Documentary communication 

Market, billion rubles 4.31* 

"UTK" PJSC, billion rubles 2.87 

Market share 66.4% 

Interconnection and traffic transit  

Market, billion rubles 13.29* 

"UTK" PJSC, billion rubles 2.90 

Market share 21.8% 

Other services 

Market, billion rubles 1.98* 

"UTK" PJSC, billion rubles 0.33 

Market share 16.5% 

* According to the Companyôs estimates of the SFD telecom market revenue. 

 

Telecommunications markets of traditional and value-added services of the Southern federal 
district are characterized by severe competitive environment for fixed-line and mobile operators. 
The Company decided to follow the strategy aimed at retaining its positions on the traditional 
telecom market and at the development of new value-added telecom services. 
 

III. PRIORITY TRENDS OF THE COMPANYô S BUSINESS OPERATIONS  

 

3.1. Building and updating of intra-zone transportation networks on the basis of DWDM 
technology. Construction of data transmission networks on the basis of MPLS 
technologies. 

Intra-zone transportation networks, data transmission networks 

Under license ˉ53222 for lease of communication channels the Company implements the project 
of construction of a single corporate data transmission network (ʂSPD) on the basis of the existing 
intra-zone FOLs and the FOLs under construction between the branches, using DWDM 
technology. The Company uses DWDM multiplexers of Huawei 6100 type for 40 wavelengths. 
Data transmission network on the basis of IP/MPLS technology will interconnect the largest 
distribution centers of the branchesô packet traffic, the regional centers of the Russian Federation. 
The network will allow it both to lease channels to customers and to ensure transmission of the 
growing corporate traffic within the framework of ERP, CRM, billing systems, transmission of 
content and other types of official traffic. 

3.2. Development of next generation networks (NGN), mobile networks and networks of 
wired and wireless broadband access. Broadening the range of services provided on the 
basis of intelligent networks, new content and Triple Play services, including IP ï TV. 

Mobile networks 

The Company does not develop mobile radiotelephone communication networks. 
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Broadband access networks 
 
 The Company uses generally accepted schemes of providing broadband services to subscribers 
on the basis of Ethernet - to the home, ADSL2+ technologies. The following technologies are 
determined as priority ones when building broadband access networks:  

- Optic cable using FTTH, FTTP technologies to a group of buildings in densely populated 
districts; internal cable of UTPʩat.5ʝ type; 

- Existing copper lines using ADSL2+ technology to a group of buildings in low populated districts; 

Deployment of ADSL2 + - based wired broadband access made it possible to provide customers 
with services of high-speed Internet access and digital TV under the brand DISEL-TV. Total 
number of the organized access nodes reached 356. This development trend of broadband access 
networks remains to be a priority one for the Company due to low costs and quick deployment.  

 

Intelligent network 

In 2007 "UTK" PJSC implemented the program of a single intelligent network development by 
putting a single service card ñCard Number Oneò into commercial operation and by providing a 
number of additional services, both prepaid and on credit, on the public switched telephone 
network. The Companyôs intelligent network has been integrated with the core element of UTKôs 
billing system which allows customers to pay for telecom services by means of ñCard Number Oneò 
all over the licensed territory of "Southern Telecommunications Company" PJSC on the basis of 
intelligent networks. Volume of payments made through front-offices decreases, thus reducing their 
maintenance costs. 

 

Triple play services 

Another priority trend of the Company is the development of IP-TV services including provision of 
broadcasting TV service (BTV) for 40 TV channels with a possibility to view an Electronic Program 
Guide (EPG) and the following additional services 

- Parental control; 

- Video on Demand (with the possibility to choose various tariff plans); 

- Virtual cinema (with the possibility to choose various tariff plans); 

- Personal Video Recorder (with the possibility to choose various tariff plans); 

- Possibility to subscribe to and refuse from various packages of services; 

Content is delivered to subscribers using xDSL and Ethernet-to-the-Home technologies. 
Subscriber access is provided via subscriber adapters (STB) of AmiNet103 type through special 
multimedia portal. 
 

3.3. Introducing and updating of IT solutions including implementation of the centralized IT 
Programs. 

2007 development of the Companyôs IT infrastructure is characterized by a number key events 
aimed at formation of the Companyôs uniform IT area, improvement of servicesô provision and 
increase in appeal for partners: 

- Automated settlement system ñInterconnectò has been put into commercial operation. This 
system organizes an effective control of settlements between telecom operators allowing it to 
meet the requirements of the new sector legislation in respect of the rules of telecom operatorsô 
interconnection. The system makes it possible to process accounting information about the calls 
of different types, to calculate the cost of the provided services in any currency, to execute bills 
for services in the native language of a partner, to collect statistical information and to compute 
the cost of traffic transit services depending on the traffic route;  



 

 
17 

- to ensure the quality control of network and information services and the effective centralized 
monitoring of the status of telecommunications and IT resources on UTKôs network, in 2007 the 
Company launched the introduction of  çAutomated System of QoS Control and Monitoring of 
Telecommunications and IT infrastructureè built on the basis of IBM Tivoli Netcool platform. The 
system makes it possible to collect and process information on the current condition of all 
components of the infrastructure, to control the componentsô productivity, as well as to ensure 
comprehensive quality control of the offered network and information services, efficiency of the 
network and IT equipment, trouble shooting of the network equipment, and to monitor 
applications on the servers, efficiency and capacity of communication channels and data 
transmission network devices. The system being introduced in the branches, it will be possible 
not only to detect quickly malfunctions in the work of the equipment but also to foresee them 
that will reduce the time of the problemsô elimination due to localization of faults and will improve 
the quality of provided services; 

- In 2007 "UTK" PJSC started the construction of Data-processing centre (COD) in Krasnodar. 
The construction is aimed at consolidation of computing resources and means of a data 
storage, centralization of information systems and, therefore, reduction in total cost of  IT-
infrastructure ownership due to effective usage of technical means and a due to decrease in 
administrative expenses. To make information systems available as a whole, the Stavropol 
branch started the construction of the standby COD (RCOD) to guarantee continuous work of 
IT-infrastructure in case of failure of the main COD. These technical solutions will allow 
restoring the operation of basic IT-services even at complete failure of one of the CODs in case 
of flood, fire, power cut and other external impacts. COD and RCOD are being constructed in 
accordance with existing national standards and the best practices in formation of similar 
systems in global IT community; 

- to integrate external payment systems with the billing systems "KURS" and "ONIMA" with the 
purpose to receive payments online, the Company organized the Processing Center of 
"Southern Telecommunications Company" PJSC. Using the processing center, an operator of 
external payment systems can receive information about the present balance of the subscriber 
and make payment for the selected service. The client can pay for telecom services in any way 
convenient for him/her: through payment terminals, touch-sensitive terminals, cash dispensers, 
payment modules of Internet sites, by sending SMS from their mobile phones, by pre-paid 
cards, in cashierôs offices of the banks and post offices. The payment system works round the 
clock without days off. Before payment through self-service device a customer can get the 
information on his/her personal account and sub-accounts with detailed description of the 
consumed services. Sub-accounts related to long-distance operators are stated separately; 

- to continue the roll out of broadband services, ACR ñʆNIʄɸ" was equipped with the function of 
advance provision of services with disconnection of the subscriber broadband access port and 
quotas on the consumed traffic. The Company made new configuration of billing resources in 
order to realize a number of tariff plans for unlimited Internet access "DiSeL-Unlim", tested and 
introduced the service of the tariff plan change by broadband subscribers using ñpersonal 
officeò, made ACR set-ups and tests of EV-DO wireless technology for implementation of the 
joint project with the company SkyLink allowing the subscribers to use both fixed-line and 
mobile hi-speed Internet broadband access. 

- the Company continued the introduction of an enterprise resource planning system (ERP) on the 
basis of Oracle E-Business Suite software. From September 2007 "UTK" PJSC started  the 
implementation of the second stage of the Program, tested the modules together with the 
branchesô specialists, planned the organizational changes within the framework of the Program 
and data conversion in the modules "Logistics", "Workforce", "Finances" to be introduced in 
2008; 

- within the framework of the Uniform program of settlements and relations with customers, the 
Company  determined the main directions for unification of business - processes of billing and 
settlement service and analyzed the necessity of alignment of automated settlement systems; 

- within the framework of the modernization of the technical architecture of ITïprojects, in 2007 
IBM server equipment, EMC data storage system and IBM tape library were supplied to 
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Krasnodar, Rostov, Stavropol and Astrakhan branches. The equipment is meant to extend the 
functions of IT technical architecture.   

 

IV. DEVELOPMENT PROSPECT 

 

4.1. Development priorities for 2008 ï 2012 

In 2008 and in the nearest 2-3 years the Company plans the following actions aimed at fulfillment 
of its strategic goals: 

- To bring digitization level of municipal communication centers to 100% (FOL, CRRL), to 
construct data transmission network (access nodes) in all the above mentioned centers; 

- to construct FOLs on local primary networks in cities and big localities, to update (increase the 
carrying capacity) the existing rural copper wired communication lines using G.SHDSL 
technology; 

- to develop fixed-line telephone network only on the basis of NGN-technologies with installation 
of MSAN nodes and their integration into PSTN using V5.2 protocol , to plan optimal proportion 
of SIP-subscribers and POTS analog subscribers; 

- to apply SoftSwitch equipment for network development and replacement of analog equipment 
when integrating program switchboards of different manufactures;  

- to upgrade the parameters of copper wired access lines to technical standards supporting xDSL 
technology in order to organize broadband access;  

Great part of investments will be directed at realization of the requirements of regulatory acts, 
national and social projects. 

The breakdown of the investments structure is the following: 

Traditional telephony ï investments are planned in the amount sufficient to retain the Company 
in the segment of lucrative customers. Investments in traditional telephony are to be mainly 
directed to earlier launched projects, projects with short pay-back periods and installation of 
telephones in elite newly-erected buildings as well as to the projects needed to conform to the 
requirements of the new regulatory acts developed under the Federal law ñOn Communicationsò. In 
2008-2012 the Company plans to continue modernization of its networks in order to bring their 
digitization rate to 91.01% by 2012. Starting from 2008 "UTK" PJSC plans to switch over to NGN 
technology and to install multi-service access equipment in order to meet the demand, extend the 
network capacity and increase the digitization rate.  

Value-added services ï when forming the forecast it is assumed that the Company should 
strengthen its positions in the developing value-added services market, especially in the segment 
of broadband access services. As the solvent demand for value-added services is growing, UTK 
expects their share in revenues to increase. The Company tries to build-up its presence in this 
market segment in order to forestall the competitors. Therefore it is planned to increase 
investments in new value-added services. In 2008 such investments will account for 20.3% of total 
investments. The Company plans to increase share of investments in new telecom services to 
30.9% in 2009, 23.9% in 2010, 28.1% in 2011 and 31.5% in 2012. 

Transmission lines and telecommunications infrastructure ï the budget provides for 
construction of the main intra-zone and inter-exchange communication lines, as well as for 
replacement of analog transmission equipment with digital one. The volume of the proposed 
investments is sufficient to put into service 1,036 km of FOLs in 2008, 1,192 km - in 2009, 1,192 
km ï in 2010, 886 km ï in 2011, 305 km of FOLs in 2012.  

IT ï In addition to development of new technologies and investments in transmission lines the 
Company plans to increase investments in  infrastructure necessary to introduce new information 
systems (ERP, billing, corporate re-structuring programs, other IT programs).  
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In 2010-2012 the Company plans to direct investments to technical support of computer facilities, 
and, if necessity, to modernization of IT-projects architecture. 

 
Table 3 

Capex breakdown by years, million rubles 

2008  2009  2010  2011  2012  

4,919 4,895 6,620 6,260 6,280 

 

Requirements of regulatory acts and national and social projects will be implemented mainly in 
2008-2010. 

You can see amount of investments needed to conform to the requirements of the new regulatory 
acts developed under the Federal law ñOn Communicationsò as well as to introduce SORM system 
(system of detection) in the following tables:  

2008 Investments 
Table 4 

Actions Capex, RUR mln 

Traffic record at connection points 3.95 

Technical measures on networksô interconnection at local and zonal levels 3.07 

Ensuring a subscriber right to choose a method of payment for telephone 
connections, ensuring a subscriber right to choose a long-distance operator 

95.29 

Providing access to code ç112è 30.95 

Introduction of SORM (system of detection) 31.98 

Total investments 165.24 

 

Investment planned till 2010 
Table 5 

Actions 
Capex, RUR mln 

2009 2010 

Technical measures on networksô interconnection at local and zonal levels and 
ensuring a subscriber right to choose a long-distance operator 

35  30  

Modernization of multi-service network to retain market share and subscribersô 
base, upgrade of city and rural TNs of the Company in order to ensure a 
subscriber right to choose a method of payment for telephone connections  

3,100  2,000  

Providing access to code ç112è  50  100 

Introduction of SORM (system of detection). 50  50 

Total investments  3,235 2,180 

 

Measures aimed at realization of Decree of the Communications and IT Ministry ˉ 142 of 
November 17, 2006 call for the following investments: 

Table 6 

Stage Description Capex, RUR mln 

Stage II - the 
year 2009  

Switching over to ñPmn=00ò when making international 
telephone connections and to "Pn = 0 " when making intra-
zonal and domestic telephone connections, using "1UV (ʭ1 
(ʭ2)"-type numbers for access to emergency services, 
information services of telecom operators and special 
services of local networks  

284 

Stage III ï the 
year 2010 

Switching over to closed numbering plan when making local 
telephone connections  

9,898 

 

Switching over of the subscribers using CDMA technology to other technologies in connection with 
reserving of this frequency resource for development of digital TV: 
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Table 7 

Branches 
Capital investments, RUR thousand 

2009  2010 

Rostov branch  375,000 300,000 

Northern Ossetia branch  75,000 70,000 

TOTAL: 450,000 370,000 

 

When making the Development Forecast for 2008 and 2-3 years ahead, the Company took into 
consideration a number of factors which determine overall development of the telecommunications 
market in the Southern federal district as well as development trends of separate market 
segments, namely: 

- current changes in development of product and geographical market segments in terms of 
customer categories; 

- probability of new telecommunications technologies and their impact on existing services; 

- world experience of the telecommunications market development. 

The Company  expects local market growth rates to slow down that will reduce share of local 
communications in the telecom market revenue structure and will entail migration of customer 
preferences from fixed telephony to mobile communications. Broadband access technology being 
deployed, services of voice, data and content transmission will integrate thus increasing the 
probability of migration from fixed telephone services to VoiP services. 

At present the conditions have been formed for growing demand for high-speed data transmission 
technologies that will increase share of revenues from new telecom services in the telecom 
revenue structure of "UTK" PJSC from 15.1% to 20.1%. There are many offers of content services 
in the market. Providers of content services will expand their offers by using new access 
technologies to telecom services, and first of all, high-speed and mobile access to the Internet 
network. 

The Company expects increase in share of revenues from business sector in the telecom market 
revenue structure. 

Main tasks for three years ahead are the following: 

1. retaining the market share of local and intra-zonal communications; 

2. growing share of the Internet and data transmission markets; 

3. growing number of broadband access subscribers. 
 

4.2. Major investment projects in 2008 

 

4.2.1. Traditional telephony 

According to the Companyôs investment program 156,454 subscriber lines based on traditional 
telephony technology are to be put into operation using Si-2000 equipment manufactured by 
Iskratel, EWSD equipment manufactured by Siemens, S-12 equipment manufactured by Alcatel-
Lucent, as well as the equipment of ɸLS-4096S, Kvant-E, Kvant-E-Sokol, Elcom types, produced 
domestically. To develop communication networks under conditions of switching over to NGN 
technologies, "UTK" PJSC plans to purchase and install BroadAccess equipment manufactured by 
Teledata Networks and U-SYS equipment manufactured by Huawei. It is also planned to update 
the existing digital automatic telephone exchanges and to equip them with OKS ˉ7 and SORM 
functions. Total amount of investments in these projects is expected to make 1,523,718 thousand 
rubles in 2008. 

2008 investment program provides for 250,000 thousand rubles for implementation of the second 
stage of the project on organization of access for universal services provided from payphones in 
the Southern federal district, in accordance with Article 57 of the Federal Law çOn 
Communicationsè. The Company plans to paint and draw necessary inscriptions on the existing 
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payphones, to move payphones to the places specified in the bidding documents, as well as to 
update the existing payphones and their control centers, to build and organize additional lines, to 
purchase new payphones and the access equipment for realization of radio, satellite and cellular 
solutions. 

Investments in the amount of 800 million rubles are planned to increase the digitization rate of local 
telephone network. At the end of 2008 the digitization rate is expected to reach 71.58%, the 
installed capacity of NGN-based POTS ports is proposed to make 193.3 thousand ports or 4.3% of 
total installed capacity or 6.1% of the capacity of digital ATEs. As this equipment will be installed 
first of all in the regions having solvent demand, the Company will be able to make quick and 
inexpensive replacement of traditional services with broadband access services for major part of its 
subscribers on their demand. 

 

4.2.2. New and other services 

Providing Internet access (DSL, Dial-up, Ethernet) 

In 2008 the Company plans to put 208,766 ports into operation bringing their number to 457,897 
ports by the end of 2008. The investment budgets of the branches for implementation of this 
project total 571,777 thousand rubles. 

To make the capacity extension of xDSL equipment technically feasible, the Company implements 
the projects of its data transmission network modernization. It is projected to update the data 
network, to introduce typical technical solutions of rendering broadband access services, to change 
the design and configuration of the data transmission network in order to improve its external 
safety, including DDoS attacks protection. A total amount of 142,822 thousand rubles will be 
invested in the network modernization. 

The Companyôs investment program includes project ˉ0401202071002 çOrganization of VPN-
channels for FGUP çMail of Russiaè with the purpose of modernization of payment system and 
development of PKD networkè. 

It is planned to invest 100 million rubles in the network development in 2008 within the framework 
of project 0401614081001 ñReconstruction of communication networks infrastructure under the 
program "Sochi - 2014". 

The Company projects to increase the capacity of the existing xDSL access nodes in Sochi and to 
install new DSLAM in Sochi, Adler and Dagomys. New xDSL access nodes will be installed in the 
villages Kazachiy Brod, Yakornaya Schel, Vishnyovka, Ashe, Sovet-Kvadje and Volkonka. It is 
planned to construct 8 multi-service access nodes based on NGN technology having total capacity 
of 4,450 numbers in Sochi. 

The Company plans to construct sub-FOLs from the FOL Tuapse ï Sochi in order to connect ATEs 
in the villages Ashe, Sovet-Kvadje, Vishnyovka, Volkonka and Vesyoloe (the splitters have been 
installed at the FOL construction). 

The planned investments will allow the Company to enlarge the broadband access service area 
and to improve the quality of traditional services. Only cellular operators out of alternative ones can 
provide communication services in the above mentioned localities, but the quality of services 
provided by "Southern Telecommunications Company" PJSC will be much higher. 

Broadband access subscriber networks (multi-service networks) 

The Company plans the construction of multi-service access nodes of Si-2000 MSAN type 

manufactured by Iskratel, of BroadAccess type manufactured by Teledata Networks and of 
Litespan A1540 type manufactured by Alcatel-Lucent, having total capacity of 20,900 ports. The 
planned investments amount to 181,629 thousand rubles in 2008. The applied technical solutions 
will allow the Company to provide subscribers with broadband access services, voice services, 
services of digital TV, etc. Pay-back periods of these projects are from 1.5 to 4 years. 
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Update and development of communication networks on the basis of Softswitch equipment, 
etc. 

The Company plans the construction of software switchboards (Softswitch) in the cities of 
Stavropol and Rostov-on-Don. Implementation of these projects will make it possible to switch over 
the branchesô communication networks to NGN-technologies. 

 

4.2.3. Development of Call centers 

In 2007 the Krasnodar branch updated its hardware and software platform by switching it to IP 
technology and increasing the number of simultaneously working operators by 30 workplaces. 
Introduction of IP technology made the work the Krasnodar Call center more flexible allowing it not 
only to organize workplaces of operators in any convenient place, but to provide the Call center 
resources for outsourcing, including organization of the operatorôs workplaces on the customerôs 
site. Introduction of IP technology made it possible to organize a remote branch of the Call center 
for 12 workplaces in the Adygeia branch thus reducing to minimum the expenses on its creation. 
The remote branch is equipped with the same functions as the Krasnodar Call-center has. 

To develop the automatic provision of services, the Kabardino-Balkaria branch installed the 
software program of an interactive voice response server (IVR) with WEB graphic interface for 
servicesô configuring. IVR resources are used by the branches both for development of commercial 
information and entertainment services, and for corporate purposes (making telephone calls to 
warn debtors, receiving applications for subscription to traditional and new telecom services, call 
back function, informing about new services and tariff plans, etc.). 

The Call center in the Northern Ossetia branch has been equipped with Telemarketing function 
with WEB graphic interface for organization of services. 

2008 priorities in development of Call centers are the following: 

1. Centralization of regional voice traffic processing at the Call-center of each branch. 

2. Integration of regional Call-centers into a common information area. 

3. Broadening of the range of commercial services, revenue growth and reduction of operational 
and overhead expenses. 

4. High quality of information and technical support. 

5. Extension of alternative access channels to the Call-centersô resources. 

At present traffic processing of order-making and information services is completely centralized in 
the Astrakhan and Kabardino-Balkaria branches. Other branches will introduce centralized traffic 
processing when it becomes technically feasible (availability of communication channels, 
workplaces, regional databases and appropriate hardware and software means) and the necessary 
number of operators is available. Centralization of traffic processing in regional Call center 
provides for most efficient work of operators and maximal financial and qualitative return on the 
investments in purchase of hardware and software means. Investment projects of expansion and 
modernization of regional platforms will be initiated by the branches as the necessary funds 
become available within the framework of their investment programs. 

Integration of regional Call-centers into the distributed platform is considered an obvious and 
promising direction of development of this kind of remote customer service and non-contact sales. 
This platform should be based on a common information area representing comprehensive 
database which includes information classified by services and regions. This database has the 
distributed structure to ensure maximal reliability. Personnel of all regional Call-centers can get 
access to its resources through a single interface. 

Due to using and updating the available database, the branches have been increasing their 
revenues from information services. Growing demand for chargeable information services caused, 
among other, by increase in their quality, is supported by implementation of new commercial 
projects. The Companyôs Call-centers conclude contracts on carrying out roll-call polling 
campaigns (telemarketing, questionnaires), on organization of "Hot linesè, on lease of the Call-
center resources and actualization of databases. The Call centers expand their service for mobile 
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subscribers as content providers and provide new services in cooperation with other content 
providers (such as OJSC "MGTS", LLC çUnified Information Serviceè, etc.) Hardware and 
software support will be extended and updated as may be required for further development of 
services. 

According to regulatory documents of the RF Communications Ministry the Company is obliged to 
provide round the clock free-of-charge information services to any client calling 09 inquiry service, 
meeting the established QoS parameters. This fact adversely affects the pay-back of Call centers. 
To reduce the non-productive costs related to this obligation, "UTK" PJSC is going to draw on 
experience of other Russian companies (OJSC "MGTS", OJSC ñMoscow Telegraphò) and to equip 
free-of-charge inquiry services with the function çVoice recognitionè. It will allow to reduce the 
number of operators working at 09 free inquiry service and to engage them in provision of 
information and technical support to broadband access subscribers. 

Information and technical support of   broadband access subscribers is one of the main tasks of a 
Call center. Its operators being çthe first lineè of such support, solve all non-technical problems. 
Technical problems requiring consultation of an engineer are transferred to ñthe second lineò of the 
support. Due to growing number of xDSL and cable TV subscribers, work of the operators of the 
first and the second lines of technical support becomes more intensive. In case of necessity, the 
branches will include the projects on increase in number of workplaces of the Call-centers in their 
investment programs in order to ensure the required QoS parameters of technical support and to 
organize alternative self-service channels. 

 

4.2.4. Meeting the requirements of the Russian legislation 

The Companyôs investment program provides for modernization of the existing automatic 
telephone exchanges or their replacement in order to meet the following regulatory requirements: 
traffic record at the connection points, interconnection of networks at local and zonal levels,  
providing subscribers with the right to choose a method of payment for telephone calls, preparation 
of the network for introduction of code "112", introduction of SORM (system of detection) function 
in accordance with plans ï schedules approved by FSB of Russia. Total amount of investments in 
these projects is to make 165,992 thousand rubles in 2008. Their implementation will reduce the 
risks associated with failure to meet the regulatory requirements in the telecommunications sector. 

 

4.2.5. Communication lines 

In 2008 it is planned to build 1,036 km of intra-zonal fiber optic lines (FOL), 248 km of which will be 
constructed within the framework of the project ñConstruction of a corporate data transmission 
network of "Southern Telecommunications Company" PJSC". 

Kalmykia branch. FOL from Sadovoe to M. Derbety, B.Tsaryn and Tsagan Aman will be built to 
continue the earlier launched project on construction of intra-zonal fiber optic ring. This project is 
meant to satisfy the existing demand for telecom services. Its implementation will allow to replace 
the obsolete equipment on the analog line Sadovoe - M. Derbety - B.Tsaryn - Tsagan Aman (243 
km long) having low carrying capacity. In 2008 it is projected to put into operation 93 km of this 
line. 

Stavropol branch. Construction of the FOL from Svetlograd to Alexandrovskoe will allow to 
reduce traffic on the part of the ring from Alexandrovskoe to Blagodarny, Letnyaya Stavka and 
Svetlograd and to route traffic directly from Alexandrovskoe to Svetlograd. This project is meant to 
increase the network carrying capacity and to replace the existing analog lines with digital ones. 

Karachaevo-Cherkessia branch. Construction of the FOL from Cherkessk to Kavkazskaya 26 km 
long, being a part of the communication line from Cherkessk to Kavkazskaya and Uchkeken will 
make it possible to provide high-quality telephone, data transmission and high-speed Internet 
access services to inhabitants and enterprises of the district center Kavkazsky, which is the only 
one in the republic, operating on the basis of K-60 analog transmission system. Implementation of 
this project will create conditions for further development of the Prikubansky district communication 
network. 
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Rostov branch. Construction of intra-zonal FOLs from Semikarakorsk to Bagaevskaya and 
Novocherkassk, from Chertkovo to Kazanskaya, from Millerovo to Kashary, from Remontnoe to 
Zavetnoe, from Semikarakorsk to Konstantinovsk, from Konstantinovsk to Ust-Donetsk, from 
Kazanskaya to Veshenskaya, a total of 505 km long, will continue the development of the regional 
transportation network. It will allow to organize digital voice and data communication channels to 
regional centers using copper cables or leased channels as well as to increase the number of intra-
zone communication channels and to reduce traffic loss. The Company plans to install T-splitters 
on the projected FOLs intended for rural localities. In 2008 303,979 thousand rubles will be 
invested in these projects. 

Kabardino-Balkaria branch. It is planned to construct the FOL from Nalchik to Anzorey 48 km 
long to organize a high-speed transportation link between the automated long-distance telephone 
exchange in Nalchik and the regional communications center in Anzorey, making it possible to 
provide a wide range of modern telecommunications services to the population and enterprises of 
the Leskensky district. SDH equipment of Metro 1000 - type manufactured by Huawei will be 
installed on the FOL as it is reliable and compatible with the equipment operating on the branchôs 
transportation network. 
 

Interoffice networks 

Kabardino-Balkaria branch. Construction of the local FOL from Tyrnyauz to Terskol and Azau 44 
km long is needed to develop telecommunications infrastructure in the tourist zone "Prielbrusie". 
Implementation of this project will allow to satisfy great demand for voice and data transmission 
services in Prielbrusje area on the part of the population, federal, municipal and private 
organizations rendering tourist and recreation services. 2008 investments will amount to 4,900 
thousand rubles. 

 

4.2.6. Investments in Information Technologies 

2008 investments in IT are planned at 827.1 million rubles or 16.8% of total capital investments. 
Among other, the plan includes investments in modernization of technical architecture for ERP, 
billing and CRM programs, updating of ONIMA equipment and renewal of computer facilities. 

 

4.3. IT Development Priorities 

To implement its IT programs the Company plans the following actions: 

- Introduction of ERP. By the end of 2008 the Company plans to complete the introduction of 
ERP-system. It will make possible to perform current management control, to increase the quality 
and transmission speed of management information, thus improving the efficiency of control and 
management of the Companyôs resources; 

- System of remote education. Uniform system of remote education for solving the tasks of 
Centralized IT Programs (Program of ERP introduction, Unified Program of introduction of billing 
and CRM systems) is aimed at automation of the process of education organization and control, 
simultaneous training of a great number of geographically distributed students (up to 1000 
persons), minimal withdrawal of employees from their workplaces. The System of remote 
education is to be introduced at the end of 2008; 

- Unified Program of introduction of billing and CRM systems. In 2008 the Company plans to 
perform analysis of billing processes and to prepare recommendations on their unification, to 
create the model of business processes in view of specificity of the automated billing system 
(ASR), as well as to develop recommendations on organizational changes needed to support and 
operate the automated billing system ASR; 

- Introduction of pre-billing platform. In 2008 the Company will continue works on 
implementation of the automated pre-billing system to be introduced in the first half of 2009; 

- Technical architecture of IT projects. In 2008 "UTK" PJSC plans to complete preparation of 
premises for server equipment of data processing center and standby data processing center 
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including installation of power supply equipment, systems of ventilation, air-conditioning, fire 
fighting, as well as to purchase the equipment for modernization and expansion of technical 
architecture for centralized IT Programs, to design technical architecture of ERP, ʆPʆ RVK, SDO 
systems and of the information security system of the corporate network, to form an integrated 
system of monitoring and management of TA objects, to create a subsystem of identification and 
control of usersô accounts within the framework of ERP and ʆPʆ RVK programs, to ensure 
realization of SORM (system of detection) on the basis of data processing center and to purchase 
the equipment ensuring information security for technical architecture projects; 

- Modernization of ONIMA equipment. Due to development of broadband access services and 
subscriber base increase as well as to the necessity to expand the license parameters of the 
automated billing system ASR, it is planned to update the central node of the system and the 
authorization centers of regional branches in order to ensure reliable operation of the automated 
billing system ASR. 
 

V. MAIN PERFORMANCE RESULTS 

 

5.1. Investment policy 

 

Capital investments of the Company    

Table 8 

ˉ  
Description Measurem

ent unit 
2006 2007 

Y-o-y change 
2007/2006 (%) 

1. Capital investments - total RUR mln 2,053.9 4,079.7 198.6 
1.ʘ Funds invested in: 

- Fixed-line telephony  
-  Cellular communication; 
- Domestic, international long-distance 
telephony and intra-zone telephony; 
-  New services; 
 - Data transmission networks and 
infrastructure; 

RUR mln  
755.8 

0 
 

238.6 
548.9 

 
293.5 

 
1,380.8 

0 
 

353.3 
1,166.7 

 
511 

 
182.7 

- 
 

148.1 
212.6 

 
174.0 

1.ʙ - Information technologies; 
 
- Other 

%  
7.8 

45.3 

 
12.5 
33.9 ʭ 

2. Share of internal funds in investments % 99.4 100 ʭ 

3.  Share of borrowings in investments % 0.6 - ʭ 

 

 
Note: data is taken from annual report form P-2 çData on investment activity in 2007è and from 
consolidated forms C-1, C-2 for 2007. 

 

In 2007 rate of capital investments assimilation increased by 99.1% over 2006. 

2007 capex were mainly directed to completing the construction of new digital exchanges, 
reconstruction of analog networks, introduction of new technologies and further development of 
value-added services based on digital networks as well as to meeting the new regulatory 
requirements, provision of universal telecom services and implementation of the national project 
ñEducationò. Expansion of the operating facilities accounted for 13% of the total amount of 
investments, new construction ï for 45.2%, reconstruction ï for 22.1%, technical renewal ï for 
19.7%, 

2007 capital expenditures made RUR 4,079.7 mln versus the planned RUR 4,038.7 mln. In 2007 
fixed assets for the total amount of RUR 4,450.0 mln were put into operation versus the planned 
RUR 4,828.9 mln. The plan was not fulfilled due to delay in completion of some objectsô 
construction attributable to late delivery of equipment and late implementation of building and 
assembly jobs. 
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Number capacity of 184,317 lines were put into service (up 57% versus the planned 113 696 
lines). Due to capex optimization, additional capacity was put into operation within the framework 
of realization of the program on digitization rate growth of UTKôs networks. 

 736 km of fiber optic lines were built in 2007 compared to the planned 559 km representing a 
34%-increase over the planned parameters. 

 164.3 thousand xDSL ports were put into service (up 34% versus the planned 122.3 thousand 

ports) due to the necessity to satisfy the growing demand for broadband access services. 
 

List of major objects put into operation in 2007 
 

Table 9 

Name of the project 
(according to the Companyôs 2007 Investment 

program) 

Capacity put into service in January-December of 2007 

Measurement unit (according 

to ʉ-1, ʉ-2 consolidated 
forms) 

Fact  

(according to ʉ-1, ʉ-2 
consolidated forms) 

1 3 5 

General Management   149.5 

Construction of corporate data transmission network km 149.5 

Adygeia branch     

Updating of data transmission network and extension 
of xDSL access equipment  

port  1,872 

Construction of fiber-optic line (FOL) from 
Giaginskaya to Krasnogvardeiskoe and Ponezhukay 

km 101.04 

Astrakhan branch     

Installation of telephones in new  blocks of flats and 
offices 

ˉˉ 5,248 

Digitization of rural telephone network in the 
Astrakhan region 

ˉˉ 3,856 

Construction of intra-zone fiber-optic line (FOL) from 
village Ikryanoe to village Liman 

km 45.30 

Updating of multi-service data transmission network 
and expansion of xDSL access equipment 

port 13,682 

Volgograd branch     

Reconstruction of city and rural TNs in the Volgograd 
region with extension, including MSS 

ˉˉ 23,591 

Reconstruction of city TN in Volgograd with OPTS 
extension 

ˉˉ 15,965 

Extension of OPTS-56/58 by 3,744 ˉˉ in Volzhskiy ˉˉ 3,744 

Construction of fiber-optic line (FOL) from Volzhsky to 
Bykovo, Nikolaevsk, Pallasovka and Staraya Poltavka 

km 
162.70 

Construction of fiber-optic line (FOL) from Srednyaya 
Akhtuba to Slavyansky Posad 

km 
15.80 

Extension of ɸDSL access network port 17,472 

Kabardino-Balkaria branch     

Extension of OPTS-5 ñBaksanò by 1,280ˉˉ ˉˉ 280 

Extension of the outstation of RSM C&C08-type in 
Nalchik having total capacity of 1,024ˉˉ 

ˉˉ 1,024 

Extension of OPTS of C&C 08 type in Nartkala having 
total capacity of 3,840ˉˉ with replacement of ATSK 
100/2000 having capacity of 3,800ˉˉ 

ˉˉ 3,840 

Reconstruction of rural TN in Urvansky, Chegemsky, 
Prokhladnensky, Baksansky districts with installation 
of outstations, including SL 

ˉˉ 1,856 

Construction of connection lines on different parts of 
MSS (multi-service network) 

km 
41 

Construction of fiber optic ring in Zolsky district km 38 

Development of broadband access network port 4,368 

Karachaevo-Cherkessia branch     

Reconstruction of ATE-7 with replacement of ATE-3 in 
Cherkessk 

ˉˉ 9,042 

Reconstruction of telephone exchange in villages 
Adyge-Khabl, Djingirik, Uchkeken, Erken-Shakhar 

ˉˉ 5,056 

Organization of xDSL access port 1,776 

Kalmykia branch     

Extension of digital exchange "Kvant ɽ-Sokol" in 
Laganj by 512ˉˉ, including LKS  

ˉˉ 512 
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Name of the project 
(according to the Companyôs 2007 Investment 

program) 

Capacity put into service in January-December of 2007 

Measurement unit (according 

to ʉ-1, ʉ-2 consolidated 
forms) 

Fact  

(according to ʉ-1, ʉ-2 
consolidated forms) 

Extension of digital exchange "Kvant ɽ" in village 
Troitskoe by 1,536 ˉˉ  

ˉˉ 1,536 

Updating of data transmission network  xDSL port 912 

Krasnodar branch     

Reconstruction and extension of city and rural TNs of 
Novorossiysk 

ˉˉ 4,648 

 Reconstruction of city TN in Sochi with installation of 
PSE-6/3 of EWSD type, including MSS (Bytkha) 

ˉˉ 512 

Construction of PSE-2/10 of EWSD type having 
capacity of 512 ˉˉ in Anapa 

ˉˉ 512 

Reconstruction of city TN in Armavir with extension of 
PSE-3/8 of EWSD-type having capacity of 2,000 ˉˉ 
by 998ˉˉ 

ˉˉ 998 

Reconstruction of Sochi city TN with extension of 
PSE-460 of EWSD-type having capacity of 512ˉˉ 
by 2,448ˉˉ, including MSS (PSE-4/1)  
Reconstruction of Sochi city TN with installation of 
PSE of EWSD-type in the village Golubie Dali, 
including MSS 

ˉˉ 5,408 

Installation of telephones in blocks of flats in Anapa 
using NGN technology. Reconstruction of Anapa city 
TN with installation of ʆPS-3 and PSE-3/1 of SI 2000  
V.6-type having total capacity of 448 ˉˉ, including 
MSS 

ˉˉ 896 

Reconstruction of city TN in Sochi with installation of 
PSE of EWSD type 

ˉˉ 5,920 

Reconstruction of city TNs in Kurganinsk, Kropotkin, 
Ust-Labinsk, Timashevsk,Apsheronsk with extension. 
Including SL (connection lines) 

ˉˉ 6,448 

Construction of 6 outstations in Krasnodar using 
Broad Access equipment, including MSS 

ˉˉ 3,584 

Extension of Anapa city TN with replacement of the 
existing ATE in village Sukko with PSE-2/8 of EWSD 
type having capacity of 520 ˉˉ including 16 ISDN 
ˉˉ) 

ˉˉ 520 

Extension of PSE-2/7 of EWSD type by 1,816 ˉˉ in 
the village Anapskaya 

ˉˉ 1,816 

Reconstruction of rural TN in villages 
Vyshesteblievskaya and Strelka, Scherbinovsky 
district, ʆPS-3 of SI-2000 type having capacity of 
1,024ˉˉ, including MSS 

ˉˉ 2,688 

Construction of ATE with installed capacity of180ˉˉ 
in the village Verkhnee Loo, Lazarevsky district of 
Sochi, including SL (connection lines) 

ˉˉ 510 

Construction of fiber-optic line (FOL) from Adler to 
Krasnaya Polyana and Laura 

km 17.8 

Updating of data transmission network and extension 
of xDSL access equipment  

port 49,488 

Extension of TZUS of AXE-10-type by 3,360 field 
points, including MSS in Krasnodar  

channel 3,360 

Northern Ossetia branch     

Extension of PSTN in Vladikavkaz, OPTS- 57 having 
installed capacity of 4,096 ˉˉ. 

ˉˉ 4,150 

Reconstruction of rural TN in Ardonsky and 
Prigorodny districts, including MSS 

ˉˉ 1,600 

Extension and modernization of transit and zonal 
communications center-TZUS (AMTS) in Vladikavkaz 
by 1,590 channels with transfer to WR1A software 

channel 1590 

Modernization of multi-service network (MSS) with 
extension by 2,200 xDSL ports 

port 
7,016 

Construction of access nodes of multi-service network 
for implementation of the national project ñEducationò 

port 
432 

Stavropol branch     

Updating of city TN in Stavropol ɸʊE-51(PS-2) in 
Stavropol ˉˉ 

3,048 

Updating of ɸʊE-3/5/9 in Pyatigorsk ˉˉ 5,000 
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Name of the project 
(according to the Companyôs 2007 Investment 

program) 

Capacity put into service in January-December of 2007 

Measurement unit (according 

to ʉ-1, ʉ-2 consolidated 
forms) 

Fact  

(according to ʉ-1, ʉ-2 
consolidated forms) 

Construction of multi-service access node in 
Pyatigorsk ˉˉ 

300 

Extension of ɸʊE-7/6/3 (2
nd

 stage) in Kislovodsk ˉˉ 2,000 

ɸʊE-5 in Svetlograd ˉˉ 1,002 

ɸʊE in Lermontov ˉˉ 3,500 

Extension of ɸʊEs in 10 rural settlements ˉˉ 5,140 

Development of xDSL access nodes port 15,168 

Extension of TZUS in Stavropol channel 2,880 

Modernization of TZUS in Minvody channel 2,310 

Rostov branch     

Extension of the connecting field of OPTS-60 of 
NEAX-type in Taganrog ˉˉ 

350 

Construction of OS of Proton-SSS type having 
capacity of 800 ˉˉ, including CLs in Taganrog to 
replace coordinate ATEs ˉˉ 

1,000 

Reconstruction of city TN in Semikarakorsk with 
installation of OPTS, PSE-1 and PSE-2 of SI-2000 
type having total capacity of 5,008 ˉˉ, including 
MSS. 2

nd
 stage ˉˉ 

528 

Extension of OPTS-36/38 of EWSD type by 448ˉˉ 
in Taganrog ˉˉ 

880 

Extension of city TN in the towns of Novocherkassk, 
Proletarsk, Azov, Bataisk, Volgodonsk, Belaya Kalitva, 
Ust-Donetsky, Konstantinovsk, Kamensk-Shakhtinsky, 
Novoshakhtinsk, including MSS ˉˉ 

9,270 

Extension of Rostov-on-Don city telephone network ˉˉ 416 

Organization of access for provision of a universal 
telecom service in municipal areas, 3

rd
 stage 

ˉˉ 5,570 

Reconstruction of rural TN with installation of OPTS, 
including MSS 

ˉˉ 10,736 

Updating of telephone networks in 17 districts of the 
Rostov region 

ˉˉ 15,340 

Extension of telephone networks in Azovsky, 
Chertkovsky, Tatsinsky, Morozovsky districts 

ˉˉ 600 

Construction of fiber-optic line (FOL) from Volgodonsk 
to Semikarakorsk, Dubovskoe, Zavetnoe and Millero-
Chertkovo 

km 261,5 

Updating of data transmission network and extension 
of xDSL access equipment by 20,016 ports in the 
Rostov branch  

port 41,744 

Connection of schools to the Internet network port  5,280 

 

Capital expenditures were financed from in-house funds only (amortization). 
 

Implementation of major investment projects 

 

Traditional telephony 

In 2007 number capacity of 184,317 lines was put into operation on the basis of traditional 
telephony technology, 111,616 of them ï for replacement. Major implemented projects are the 
following:  

- Reconstruction of city TN in Kamyshino of the Volgograd region with installation of OPTS-9 of 
ALS-16384 type. 3,552 lines were put into service allowing to put step-by-step telephone 
exchanges out of operation; 

- Reconstruction of digital exchange SI-2000 V.4 in the town of Serafimovich of the Volgograd 
region with extension by 2,151 lines. ATSK having capacity of 2,000 ˉˉ was replaced; 

- Reconstruction of city TN in Volgograd with installation of OPTS-34, 35, 39 with replacement of 
ARF-50 having capacity of 20,000ˉˉ with Alkatel S-12 having capacity of 30,000ˉˉ in 
Volgograd. 5,500 lines were put into operation; 
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- Extension of OPTS-56/58 in Volzhsky by 3,744ˉˉ with transfer of the existing equipment 
Linea UT-100. 3,744 lines were put into operation; 

- Extension of the outstation of RSM C&C08 type (Kenje, Khasanya) in Nalchik having total 
capacity of 1,024ˉˉ; 

- Extension of digital exchange "Kvant ɽ" by 1,536 ˉˉ in village Troitskoe of the Kalmykia 
Republic ; 

- Extension of the city telephone network in Kamensk-Shakhtinsky of the Rostov region with 
installation of PSE of EWSD type having capacity of 1,504 ˉˉ; 

- Reconstruction of the telephone network in village Chertkovo of the Rostov region with 
installation of OPTS of SI-2000 type having capacity of 3,008 ˉˉ, including MSS; 

- 1,520 lines of ATE-29 of S-12 type were put into service in Stavropol with replacement of PSK-
1000 having capacity of 1,000 lines. 1,228 lines of ATEs-24//21/22/23/28/29 of S-12 type were 
also put into operation in Stavropol; 

- 5,036 lines of ATEs-3/5/9 were put into operation in Pyatigorsk; 

- 1,002 lines of ATE-5 were put into service in Svetlograd with replacement of 500 lines of ATSK; 

- Connecting field of OPTS-60 of NEAX-type was extended by 45ɽ1 in Taganrog in order to 
connect alternative operators; 

- Rural ATEs of the Rostov region were extended by a total of 3,855 lines in order to provide 
access to universal communication services; 

- City telephone networks in Novorossiysk and Anapa were extended using EWSD equipment by 
4,648 lines and 2,336 lines, accordingly, with replacement of analog ATEs; 

- To replace coordinate ATEs, OS of Proton-SSS type having capacity of 1,000 lines was 
constructed in Taganrog, OPTS of Si-2000 type having capacity of 1,376 lines ï in the village 
Zavetnoe,  OPTS of Si-2000 type having capacity of 3,920 lines ï in the village Yegorlykskaya; 

- Rural ATEs of the Rostov region were extended by a total of 5,555 lines in order to provide 
access to universal communication services; 

- Within the framework of the program on network digitization 64,703 lines were put into operation 
including 45,570 lines ï for replacement.  

 

Development of payphone network 

During 2007 the Company was developing its payphone network within the framework of 
implementation of the program on provision of universal telecom services using payphones in 
accordance with the agreements concluded with Federal Communications Agency. 

The Company fulfilled its obligations under the agreements with Federal Communications Agency 
in full and put into operation 7,555 universal payphones. As of the end of the year "UTK" PJSC 
installed 7,581 payphones for provision of universal services on its network. 

Total number of payphones operated by "Southern Telecommunications Company" PJSC 
increased by 1,966 units to 17,640 payphones. At the same time, number of ETK-based 
payphones (those using a single payphone card) decreased by 6,770 units to 10,059 payphones. 

 

Providing access to code ç112è (single number of emergency services) 

ñUTKò PJSC made up a plan-schedule on preparation of local telephone networks for introduction 
of single emergency service ç112è. According to the plan-schedule no measures were needed to 
disengage index ç1è on the local telephone network as this numbering was free. 

In order to support the construction of a single emergency service (EDDS) ç112è, in 2007 the 
Company worked on updating of software of digital ATEs in regional centers and on partial 
replacement of analog ATEs in regional centers with digital ATEs, because during the transition 
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period only digital equipment can provide simultaneous access to emergency services using both 
index ñ112ò and numbers starting from index ñ0ò. 

At present there exist a number of problems dealing with construction and further operation of 
single emergency services (EDDS) ç112è, which are outside the Companyôs competence. 

1. at federal level: 

- development and approval of documents describing the principles of formation, organizational 
and legal form of EDDS ç112è;  

- development and approval of specifications for EDDS ç112è equipment; 

- development and approval of documents regulating obligations and responsibility of different 
parties involved in this service including obligations of telecom operators which provide call 
routing to EDDS ç112è; 

- determination of financing sources for construction of ɽDDS ç112è, including for construction of 
EDDS ç112è access lines to national telecommunications network; 

- determination of financing sources for operating expenses on maintenance of EDDS ç112è 
equipment and communication lines; 

- definition of a single Customer and Coordinator of works, as different branches of industry are 
involved in this work. 

2. at a level of local Administrations: 

- formation of working groups including representatives of telecom operators to work out 
interaction algorithm between services and departments incorporated in this service;  

- determination of the procedure and volume of works to be performed by telecom operators; 

- definition of mailing addresses where ɽDDS ç112è equipment will be installed; 

- informing population about the start of ɽDDS ç112è work. 

The Company is ready to start works on preparation of design documentation and estimation of 
investments needed to build access lines to EDDS ç112è, provided all the abovementioned 
conditions are met. 

 

Meeting the regulatory requirements 

- provision of traffic record at the connection points; 

During 2006 the Company fulfilled all the works needed to provide technical possibility for traffic 
formation and record at the connection points of alternative operators to UTKôs network. New 
connection points are organized where the traffic can be recorded. 

- technical measures on connection status and levels; 

ñUTKò PJSC executed in full the Requirements on construction of public switched telephone 
network. It organized connection points at a zonal level in the administrative center and each 
municipal region of 10 Russiaôs administrative units (the Companyôs licensed territory). Connection 
points at local and subscriber levels were organized in each municipal unit.  

To extend the capacity of transit zonal communication centers (TZUS) for connecting long-distance 
operators, "UTK" PJSC extended TZUS in Vladikavkaz by 1,590 channels and updated it with 
WR1ɸ software. TZUSes in Stavropol and Minvody were extended by 2,880 channels and 2,310 
channels, respectively. TZUS software in Nalchik was upgraded. The Rostov branch bought and 
installed additional equipment, upgraded software and added new functions to local automatic 
telephone exchanges for connection of alternative operators. 

 

- providing subscribers with the right to choose a long-distance operator  

Major part of works for realization of the function of a long-distance operatorôs selection was 
completed in 2006. At present the Company provides its subscribers with the right to choose a 



 

 
31 

long-distance operator all over the licensed territory. In Q4 2007 "UTK" PJSC upgraded software 
version at two TZUSes in Volgograd and Cherkessk in order to enhance their functions while the 
number of long-distance operators increased. 

- providing subscribers with the right to choose a method of payment for telephone calls 

In order to equip coordinate automatic telephone exchanges operating in the licensed territory of 
"Southern Telecommunications Company" PJSC with the function of time-based billing of calls, in 
Q1 2007 the Company installed SIDS equipment manufactured and delivered by the company 
"ELSIS-SPb" according to the contract ˉ ES-ɸVɸ-086 of September 6, 2006. 309 coordinate 
automatic telephone exchanges with a total capacity of 526,800 lines were equipped with this 
function. According to Q1 2007 results the Company ensured technical possibility to record the 
made calls on the switching equipment with total installed capacity of 3,964,434 lines that 
accounted for 91.16% of UTKôs total installed capacity. 

 

Providing Internet access (xDSL, Dial-up, Ethernet), providing cable TV services 

Results of xDSL access expansion in the Companyôs branches in 2007 in the context of 
implementation of the investment projects: 

 
Table 10 

xDSL ports 

Branch Number of xDSL ports put into service in 2007 

Adygeia branch  608    

Astrakhan branch  7,640      

Volgograd branch  20,304    

Kabardino-Balkaria branch  4,768      

Karachaevo-Cherkessia branch  2,032    

Krasnodar branch  28,992    

Kalmykia branch  1,776    

Northern Ossetia branch  6,144    

Rostov branch  27,344    

Stavropol branch  15,016    

TOTAL 114,624    
 

The largest projects of xDSL-access deployment were realized by Rostov, Krasnodar, Volgograd 
and Stavropol branches of the Company. 

The investment program provided for introduction of IP-TV services. 
Table 11 

Branch 
 
 
 

Service K
ra

s
n
o
d
a
r 

R
o
s
to

v
 

S
ta

v
ro

p
o
l 

K
a
b
a
rd

in
o
-

B
a
lk

a
ri
a
 

A
s
tr

a
k
h
a
n
 

A
d
y
g
e
ia

 

N
o
rt

h
e
rn

 O
s
s
e
ti
a
 

V
o
lg

o
g
ra

d
 

 

BTV ï TV broadcasting via IP network. TV channels are broadcasted in 
multicast mode 

1 2 2 1 2 2 2 2  

EPG ï Electronic Program Guide  1 2 2 1 2     

VOD ï video on demand. VOD allows users to choose any content for 
personal viewing using interface on TV display. This technology 
supposes that content is transmitted to users in a unicast mode and they 
pay for the viewing demand. 

2 3 3  3     

NPVR ï network video recorder, users can  place an order for record of 
future TV programs from EPG and pay for the order 

3  3  3     

Start Over ï  viewing current TV program from any episode/re-start of 
the program 

3  3  3     
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NVOD ï virtual cinema, video content broadcasting according to  time-
schedule in a multicast mode 

 3        

SVOD ï TV series  3        
Radio ï radio broadcasting via IP network. Radio channels are 
broadcasted in multicast mode 

1 3 3  3     

Music On Demand  - indexed audio content is stored in a single bank 
and is available for play-listsô formation by a subscriber 

 3        

Cable TV  based on HFPC, HFC technologies        1  
 

1 ï commercial roll out 
2 ï technical trial 
3 - planned 

 

 The Krasnodar branch broadened the range of IP-TV - VOD services provided in Krasnodar on 
the basis of ETTH and xDSL technologies. The Kabardino-Balkaria branch implemented the 
project on provision of IP-TV-BTV service and its further extension.  

All branches of the Company implemented the investment projects on updating and extension of 
their multi-service networks in order to extend the coverage area, broaden the range and improve 
the quality of both MSS services provided in package (Triple Play) and video and audio content 
services. The Krasnodar, Northern Ossetia, Astrakhan and Kabardino-Balkaria branches 
modernized their networks increasing carrying capacity to 10 Gbit/sec. 

One of 2007 priorities in supporting pass-through of growing official traffic and information streams 
between the branches was building of corporate data transmission network. Within the framework 
of the project the following administrative centers were interconnected through Gigabit Ethernet 
channels: Krasnodar, Maikop, Rostov-on-Don, Volgograd, Astrakhan, Stavropol, Cherkessk, 
Vladikavkaz and Nalchik. 

In 2007 "UTK" PJSC implemented the program of a single intelligent network development with 
commercial roll out of a single service card ñCard Number Oneò and offer of additional services, 
both prepaid and on credit, provided on the basis of public switched telephone network. The 
Companyôs intelligent network was integrated with the core element of UTKôs billing system which 
allowed customers to pay for telecom services by means of ñCard Number Oneò all over the 

licensed territory of "Southern Telecommunications Company" PJSC on the basis of intelligent 
networks. Volume of payments made through front-offices decreased, thus reducing their 
maintenance costs. 
 
Communication lines 

The Rostov branch put into operation the FOL from Volgodonsk to Semikarakorsk 81 km long. This 
project was launched in 2004. This fiber optic line will provide modern telecom services, high-
quality long-distance telephony and high-speed Internet access services to inhabitants and 
organizations of Semikarakorsk, Bolshaya Martynovka and involved rural areas. It will also allow it 
to surrender the leased channels and reduce costs of the Rostov branch. Then the branch put into 
operation the FOL from Dubovskoe to Zavetnoe, 96 km long. The existing equipment Siemens 
SMA 4/1 (STM-4) dismantled from the Rostov-on-Don City telephone exchange was installed on 
the line. In Q4 2007 the Rostov branch put into service the FOL from Millerovo to Chertkovo 84.4 
km long. The FOL continues the regional transportation network. The existing equipment Siemens 
SMA 4/1 dismantled from the Rostov-on-Don City telephone exchange was installed on the line. 

The Volgograd branch put into operation the first stage ñVolzhsky ï Bykovoò 162.7 km long of the 
FOL from Volzhsky to Bykovo, Nikolaevsk, Palpasovka and Staraya Poltavka. SDH (STM-4) 
equipment of 1660SMC type manufactured by Alcatel was installed on the line. This FOL will 
replace the analog line (cable ʄʂPV 1ʭ4ʭ1,2 multiplexed by K-60P) allowing to connect ATE-6 
through digital channels. 

The Astrakhan branch constructed 45.3 km of intra-zone fiber optic line from Ikryanoe to Liman. 
SDH equipment of STM-4 level disengaged from the city transportation network of Astrakhan was 
installed on the line. The FOL will replace four existing K-60P systems with linear and cable 
facilities 108 km long which are planned to be put out of operation. 
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The Adygeia branch completed the construction of the FOL from Giaginskaya to 
Krasnogvardeiskoe and Ponezhukay 101 km long. The existing equipment of Wave Star AM1 + 
level STM-1 type on the FOL from Enem to Takhtamukay, Adygeisk and Ponezhukay is planned to 
be replaced with SDH Surpass hiT7050 equipment manufactured by SIEMENS. The FOL makes it 
possible to form a single transportation network of the Adygeia Republic. Installation of single-type 
SDH Surpass hiT7050 equipment manufactured by SIEMENS will allow organizing a uniform 
management and controlling system of the republican transportation network. The project provides 
for installation of additional multiplexer in village Yablonovsky for organization of data transmission 
network from Enem to Krasnodar Gigabit Ethernet. 

In 2007 "Southern Telecommunications Company" PJSC put into operation 604 km of fiber optic 
lines versus the planned 628 km (96.2% of the plan) due to changes in routes of fiber optic lines in 
Rostov, Volgograd and Krasnodar branches as compared in the route length calculated in design 
estimates.  

In the fourth quarter of 2007 the Company added 149.5 km to its corporate data transmission 
network, namely: 16 km was built by the Astrakhan branch, 37.4 km   - by the Volgograd branch, 
11.5 km - by the Kabardino-Balkaria branch, 17 km ï by the Krasnodar branch, 21.4 km ï by the  
Karachaevo-Cherkessia branch, 26.03 km ï by the Rostov branch and 20.2 km ï by the Stavropol 
branch. 

 

National program ñEducationò 

In 2007 within the framework of the program the Company connected 2,814 schools to the Internet 
network on the basis of Agency Agreement ˉ 136-07/06 of September 29, 2006 between ñUTKò 
PJSC and OJSC ñRTComm.RUò.  

According to the technical solution all schools were integrated into single virtual private network 
(VPN) ñEducationò. 

VPN ñEducationò is supported by resources of national IP MPLS network of OJSC ñRTComm.RUò. 
The Company provides connection to VPN ñEducationò by means of organization of 
communication channels from schools to the nearest access node of ñUTKò PJSC and then to the 
connection point on RTCOmm.RU data transmission network. 

To provide schools with access to VPN ñEducationò at a speed of 128 Kbit/sec, the Company uses 
xDSL technologies on existing or constructed copper-wire subscriber lines. Where it is technically 
impossible to organize xDSL access due to lack of the appropriate ground-based communication 
infrastructure, the Company uses radio access and satellite communication equipment. 

 
Realization of national programs in 2007 

 
Table 12 

Description 

Investments ï total per year 

Plan  
(RUR mln) 

Fact  
(RUR mln) 

% of 
execution 

Program of providing access to the Internet network in schools of the 
Russian Federation within the national project çEducationè 

499.9 498.9 100% 

Program of providing universal communication services 566.4 613.1 108% 

Program of meeting the new regulatory requirements (NPA) 118.9 92.3 78% 
- Technical measures on connection of networks at local and 

zonal levels 
55.3 37.4 68% 

- Providing subscribers with the right to choose a long-distance 
operator 

4.9 4.7 96% 

- Providing subscribers with the right to choose a method of 
payment for telephone calls 

37.3 36.6 98% 

- SORM (system of detection) 21.4 13.6 63% 
 

As of January 1, 2008 5,136 schools were connected to the Internet network.  The allocated 

investments were used in full and the Company completed its works on implementation of the 
national program "Education". At present "UTK" PJSC provides technical support of Internet 
access service to the connected schools. 
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In 2007, within the framework of the program of providing Universal communication services 
(UCS), the Company put into operation 7,555 payphones rendering universal services, including: 

- Adygeia branch     ï 194 
- Astrakhan branch    ï 416  
- Volgograd branch    ï 1,425 
- Kabardino-Balkaria branch   ï 188 
- Kalmykia branch    ï 264 
- Karachaevo-Cherkessia branch   ï 134 
- Krasnodar branch    ï 1,693 
- Rostov branch     ï 2,202 
- Northern Ossetia branch    ï 164 
- Stavropol branch      ï 875 

The Company fulfilled its obligations under the agreements with Federal Communications Agency 
in full and put into operation 7,581 UCS payphones in 2006-2007. 

2007 program on meeting the new regulatory requirements (NPA) was implemented in full in 
respect of providing subscribers with the right to choose a long-distance operator (96%) and 
providing subscribers with the right to choose a method of payment for telephone calls (98%). The 
program in respect of connection of networks at local and zonal levels and introduction of SORM 
was implemented by 68% and 63%, respectively, due to delay in supply of equipment resulting in 
late performance of works. 

 
Investments in Information Technologies (IT) 
 

In 2007 the Company expended 862,777 thousand rubles out of the planned 999,989 thousand 
rubles of investments in IT (i.e. 86.3%).  

The bulk of the investments was in the group of projects ñModernization of the technical 
architecture of IT projectsò aimed at construction of a single technical architecture, including in the 
centralized IT-programs (ERP, ʆPʆ RVK, SDO). In 2007 these projects were implemented by 
77.4%. 427,444 thousand rubles out of the planned 552,513 thousand rubles were expended. 
Shortfall of the plan in the amount of 125,069 thousand rubles was mainly attributable to transfer of 
the funds to purchase of computers (22.2 million rubles), creation of the main data processing 
center (69.7 million rubles), power supply of the main and reserve data processing centers (30 
million rubles). 

In addition, significant funds were invested in the group of projects ñIntroduction of the pre-billing 
platform based on HP IUMò. The Company concluded a centralized supply agreement of IBM 
store, servers and workstations as well as of the tape library for General Management and 
branches of "UTK" PJSC. In the year under report 119,828 thousand rubles out of the planned 
120,388 thousand rubles were expended on these projects (99.5%).  

 

5.2. Key highlights of network development 

Main goal of UTKôs strategy is to retain the Companyôs leadership position in the regional fixed-line 
telecommunications market due to: 

- balanced investments and cost reduction; 

- adequate technical strategy; 

- effective business practice; 

- arrangement of conditions for further development. 

Main priorities of the Companyôs operations in 2007: 

- ensuring leadership position of the Company in the regional telecom market; 

-   rapid development of services on the basis of new technologies; 

- providing universal and unlimited access to communications channels. 
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This strategy will allow a stable associative relation to be formed between customers, services 
provided by "UTK" PJSC and the Company itself. Creation of such associative relation in its turn 
will have a positive impact on the Companyôs competitive strength due to increase in the level of 
customersô loyalty.  

Key highlights of network development are presented in the following table: 
Table 13 

ˉ  Description 
Measureme

nt unit 
2006 2007 

Y-o-y change 
2007/2006 (%) 

1. Increase in length of long-distance 
(intra-zonal) telephone channels, 
total  

Ths 
channels/km 

263.2 772 293.4 

 Including those formed using digital 
transmission systems  

Ths 
channels/km 

672.4 1,274.9 189.6 

2. Increase in number of basic 
telephones, total 

Ths sets 49.0 11.9 24.3 

3. Installed capacity of ʭ DSL ports, 
total (as at the end of the period 
under report) 

ports 169,481 284,105 167.6 

4. Number of subscriber units 
connected to mobile wireless 
networks (as at the end of the 
reporting period) 

Ths units 0 0 - 

 

New telecom services (value-added services) 
 

Main value-added services offered by the Company to various target client segments are the 
following: 

 Services based on broadband access technologies 
o Internet access (hardwired, wireless) 
o Multi-media, information and entertainment services based on digital interactive IP-TV 

(TV and radio broadcasting, video on demand, virtual video recorder, virtual cinema 
hall, information and entertainment services) 

o Building of virtual private networks 
o Voice transmission via data networks 

 Intelligent services 

 Content services 

 Package services 

 Integrated services on the basis of fixed and mobile networks 

 Services provided on the basis of Call centers 

New value-added services accounted for 15% of total 2007 telecom revenues of "UTK" PJSC. 

SERVICES PROVIDED ON THE BASIS OF BROADBAND ACCESS TECHNOLOGIES 

Internet services 

Internet services account for major part of the Companyôs revenues from value-added services. 
According to 2007 results Internet services accounted for 86% of UTKôs revenues from new 
services. 

At present xDSL-based Internet access is becoming more and more popular among customers. In 
2007 number of xDSL Internet subscribers using TM DiSel brand increased by 142% over 2006. At 
the end of 2007 the Company operated 174,445 equipped xDSL ports. 

2007 revenues from Internet access through dedicated lines grew by 188% over 2006. 2007 
revenues from xDSL-based services were up 193% over 2006.  
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To retain the Companyôs market share, "UTK" PJSC plans to develop actively DSL-based Internet 
access services in the residential client segment, in the segments of small and medium-size and 
large corporate clients. The Company will also negotiate with national operators on conditions of 
competitive tariffs in the mentioned client segments (including unlimited ones), as well as on the 
possibility of their flexible change depending on the demand and market situation. 
 
The main principles of consumer value formation of Internet services are access speed to the 
Internet network, quality of servicesô provision and availability of additional services, including 
those bundled with telephony and interactive digital TV (IP-TV). 
 
To provide Internet access in the areas with low-grade infrastructure or low density of subscribers, 
the Company will construct wireless access networks on the basis of Wi-Fi, Wi-Max, EV-DO 
technologies. 
 
To increase its revenues from moving subscribers (business trips), the Company will take part in 
national projects of Wi-Fi roaming. 

 

Multi-media services on the basis of digital interactive IP-TV 
 
In 2007 the Company continued to introduce a Single system of content distribution for centralized 
provision of IP-TV services under DISEL-TV brand in its Krasnodar, Rostov, Stavropol and 
Kabardino-Balkaria branches. 
 
By the end of 2007 the Company started commercial roll out of the following IP-TV services: BTV ï 
TV broadcasting via IP network (TV channels are broadcasted in multicast mode), EPG ï 
Electronic Program Guide. The following services were put into technical trial: VOD ï video on 
demand (VOD allows users to choose any content for personal viewing using interface on TV 
display. This technology supposes that content is transmitted to users in a unicast mode and they 
pay for the viewing demand), NPVR ï network video recorder (users can place an order for record 
of future TV programs from EPG and pay for the order), NVOD ï virtual cinema (video content 
broadcasting according to time-schedule in a multicast mode). 
 
Commercial roll out of IP-TV services has been realized by the Krasnodar branch of "UTK" PJSC 
including provision of EPG and BTV services and comprising two packages of IP-TV channels 
çStart ʊVè (40 TV channels) and çMuch ʊVè  (55 TV channels). At the end of 2007 the subscriber 
base included 7,077 ADSL 2+ subscribers and 2,576 ɽʊʊʅ subscribers. "Southern 
Telecommunications Company" PJSC plans to expand provision of IP-TV services in its branches.  
 
In December 2007 presentation of IP-TV service was made in the Astrakhan branch. At the end of 
2007 the Company collected all necessary data for development of IP-TV services in Northern-
Ossetia and Adygeia branches. 
 

Construction of virtual private networks (VPN) 
 

Service of VPN construction is actively developing now. So the Company sees priority in 
development of the existing multi-service networks and construction of new data transmission 
networks in the Companyôs licensed territories showing the highest potential demand for the 
service.  
According to 2007 results, number of VPN connection points increased by 138.8% over 2006 to 
726 ones (vs. 304 VPN connection point in 2006). 2007 revenues from VPN services grew by 
138.8% over 2006. 
  

The Company sees priority in development of VPN services in: 
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 Improvements in customer service for large corporate clients according to a ñsingle windowò 
principle. 

 Reaching the inter-regional level of VPN construction throughout the licensed territory of 
"Southern Telecommunications Company" PJSC on the basis of the corporate multi-service 
network. 

 Reaching the inter-regional level of VPN construction outside the licensed territory of "Southern 
Telecommunications Company" PJSC with attraction of high-level national providers. 

 Build-up of VPN services in the corporate client segment 

 

Voice transmission via data networks 

Taking into consideration the changes in licensing terms, the Company sees priorities in 
development of the following services: 

Á Software-only telephony is a telephony based on software installed in computers allowing to 
connect IP phones or USB phones. The Company believes that this technical solution is 
economically feasible and can be quickly introduced. 

Á IP-centrex is the provision of UATE services on the operatorôs side (çvirtual UATEè). 

Á Voice VPN is a service of IP-centrex category, when a corporate client can organize private 
numbering plans and use them while connecting to PSTN. 

Á CALL-BACK is a service meant for existing customers of "UTK" PJSC and alternative 
operators as well as for mobile subscribers leaving UTKôs licensed territory on business or on 
holiday. This service can provide for traffic growth and, thereafter, revenue increase. 

 

 

INTELLIGENT SERVICES 

Introduction of intelligent services makes it possible to broaden the range of offered services, to 
attract new customers, to increase VAS revenues. 
 
Intelligent Network, IN, is a new way of rendering additional services through telecommunication 
network. Part of call processing algorithm related to additional service is controlled by a common 
network controller of services ï SCP, that simplifies input and modification of additional services 
(CS-1 and CS-2) including directly by service provider. 
 
Intelligent Network supports provision of the following additional services: 
Á Services based on using a single service card under the brand ñCard Number Oneò:  

- Internet  
- DLD and ILD calls, local and inter-zone telephony 
- payments for telecom services 
- operations with abbreviated numbers 
- transfer of balance from a card to the personal account. 

 
The main concept of the services based on using a single service card under the brand ñCard 
Number Oneò is to ensure roaming of services for a subscriber or a customer moving within the 
licensed territory of "Southern Telecommunications Company" PJSC.  

 
Á Other intelligent services: 
 

- Information about personal account balance 
- Universal access number (using DEF codes 8-8ʭʭ-302-ʭʭ-ʭʭ) 
- Free phone (using DEF codes 8-8ʭʭ-302-ʭʭ-ʭʭ) 
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- Premium rate (using DEF codes 8-8ʭʭ-302-ʭʭ-ʭʭ) 
- Televoting (using DEF codes 8-8ʭʭ-302-ʭʭ-ʭʭ) 
-  Quick polls 
- Direct line of the RF President. 

In 2007 the Company made all necessary preparations for introduction of çUniversal access 
numberè, çFree phoneè, çPremium rateè and "Televoting" services. Their commercial roll out is 
planned in 2008. 

According to 2007 results, revenues from intelligent services increased 21% over 2006.  

 

CONTENT SERVICES 

The Company develops the following main content services: 

Á Development of content services on the basis of broadband access network 
o Internet - content (multimedia portal www.mediazona.ru and other content resources) 
o Content of interactive digital TV DISEL-TV (TV and radio channels, films and music,  

information and entertainment textual content) 
Á Development of content services on the basis of intelligent communication network 
Á Development of content services on the basis of Call centers 

The Company sees the following priorities in development of content services on the basis of 
broadband access network: 

Á Creating conditions for generation and accumulation of local content in the Internet network of 
the Company by users themselves; 

Á Involving external content providers in realization of the content offered by them, using the 
business - model ñprofit shareò; 

Á Joint content projects with large aggregators of content; 
Á Convergence of content types, i.e. providing access for subscribers using content on the basis 

of one technology to content rendered on the basis of other technology, by means of various 
interfaces. 

 

PACKAGING OF SERVICES 

In order to increase ARPU, the Company develops actively packaging of services.  

In 2007 "UTK" PJSC started to introduce the following packages of services: 

Á Full UNLIM  which includes: 
o telephone services 
o additional services of electronic automatic telephone exchanges 
o broadband Internet access on the basis of tariff plans DISEL-UNLIM (at speeds of 64 

kb/sec, 128 kb/sec, 256 kb/sec at customer's option). In 2007 Full UNLIM was introduced in 
Krasnodar, Volgograd and Astrakhan branches, at the beginning of 2008 ï in other 
branches of the Company. 

Á Double and Triple Play services which include: 
o telephone services 
o broadband Internet access on the basis of DISEL tariff plans 
o services of interactive digital TV DISEL-TV 

The Krasnodar branch realized Duet and Trio tariff offers on the basis of Double and Triple Play 
services. 

 

http://www.mediazona.ru/
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CONVERGENT SERVICES ON THE BASIS OF FIXED AND MOBILE NETWORKS 

In 2007 the Company together with mobile operators started the development of convergent 
projects on provision of telecom services on the basis of mobile technologies. 

Astrakhan and Krasnodar branches have been chosen as pilot zones for implementation of two 
convergent projects. 

The Astrakhan branch will act as a virtual mobile operator (MVNO) and will provide services under 
the brand of "Southern Telecommunications Company" PJSC and under the licenses of the mobile 
operator being a partner. 

The Krasnodar branch will use a segment of wireless network of CDMA 2000 standard based on 

EV-DO technology to provide broadband Internet access services under the trade mark DISEL. In 
2007 this technical solution was successfully tested. 

If these technical solutions are introduced successfully, they will be further rolled out in other 
branches of the Company. 

 

Call centers  

In 2007 the Krasnodar branch updated its hardware and software platform by switching it to IP 
technology and increasing the number of simultaneously working operators by 30 workplaces. 
Introduction of IP technology made the work the Krasnodar Call center more flexible allowing it not 
only to organize workplaces of operators in any convenient place, but to provide the Call center 
resources for outsourcing, including organization of the operatorôs workplaces on the customerôs 
site. Introduction of IP technology made it possible to organize a remote branch of the Call center 
for 12 workplaces in the Adygeia branch thus reducing to minimum the expenses on its creation. 
The remote branch is equipped with the same functions as the Krasnodar Call-center has. 

To develop the automatic provision of services, the Kabardino-Balkaria branch installed the 
software program of an interactive voice response server (IVR) with WEB graphic interface for 
servicesô configuring. IVR resources are used by the branches both for development of commercial 
information and entertainment services, and for corporate purposes (making telephone calls to 
warn debtors, receiving applications for subscription to traditional and new telecom services, call 
back function, informing about new services and tariff plans, etc.). 

The Call center in the Northern Ossetia branch has been equipped with Telemarketing function 
with WEB graphic interface for organization of services. 

To improve the customer service and to ensure centralized regional traffic processing in regional 
Call centers, their platforms were extended by:  

- 5 working places in the Northern Ossetia branch; 

- 10 workplaces in Sochi of the Krasnodar branch, in the Karachaevo-Cherkessia branch and in the 
Kabardino-Balkaria branch,  

-  50 workplaces in the Stavropol branch. 

5.3. Key financial highlights 

 

2007 was a favorable and successful year for the Company. "UTK" PJSC managed to offset the 
loss of revenues due to introduction of 2006 regulatory changes (loss of revenues from DLD and 
ILD services which accounted for about 25% of the Companyôs total revenue) and reported positive 
sales against 2005. It was mainly attributable to revenue growth derived from Internet access and 
intra-zonal telecom services. Stringent cost-containment efforts allowed us to achieve a substantial 
increase in net profit. 

 
Table 14 

Description Measure 
unit 

2006 2007 
Y-o-y change 
2007/2006 (%) 

Revenue RUR mln 17,570.6 19,772.4 112.5 
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Description Measure 
unit 

2006 2007 
Y-o-y change 
2007/2006 (%) 

Revenue from telecom services RUR mln 16,561.5 18,926.6 114.3 

Costs   
 

RUR mln 12,785.5 14,274.9 111.6 

Operating profit RUR mln 4,785.0 5,497.5 114.9 

Profit before tax RUR mln 1,632.8 2,640.4 161.7 

Net profit 

RUR mln 1,184.4 1,826.8 154.2 

 

 

 

Growing demand for data transmission services both in residential and business segments allowed 
the Company to increase the volume of Internet traffic by 2.3 times over 2006 to 2,613 Tbytes. 
Dial-up Internet traffic grew by 1.2 times over 2006 reaching 3,958 million minutes. Internet traffic 
growth was due to construction of new broadband access nodes and modernization of the existing 
ones. Promotion of broadband access services was supported by introduction of unlimited tariff 
plans in all branches of the Company. Due to client base growth, revenues from value-added 
services reached 2,831.1 million rubles, which is up 1.5 times over 2006. The Companyôs revenues 
from xDSL-based Internet services more than doubled allowing "UTK" PJSC to gain a significant 
share of the regional data transmission and Internet markets. 

 



 

 
41 

 

 

5.4. 2007 revenue breakdown by kind of services and client segment   

Table 15 

Kind of services 
Total (excl. VAT), RUR 

ths 
Including from 

residential sector 

Revenues from telecom services ï total, including: 18,926,624.3 10,178,758.9 

Intra-zonal, domestic and international long-distance telephony 3,767,802.8 1,652,835.5 

Local telephony 9,062,557.7 6,794,295.5 

Document communication  2,865,461.1 1,478,449.9 

Mobile communication  4,487.8 1,557.1 

Interconnection and traffic transit services  2,895,460.0 0 

Other 330,854.9 251,620.9 

The information is presented on the basis of form 65-svyaz for the year 2007 

The Companyôs revenues from telecom services increased by 14.3% over 2006 to 18,926.6 million 
rubles. 

Revenues from telecom services provided to residential sector amounted to 10,178.7 million rubles 
accounting for 53.8% of total telecom revenues. Revenues from local telephone services 
constituted a great share in telecom revenue structure (47.9%). 
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5.5. 2007 operating costs  

 

2007 operating expenses increased by 11.6% over 2006 to RUR 14,274.9 million.  
 

 
Table 16 

Costs 

Amount of expenses, 
RUR mln 

Specific weight, % Change in expense 

y-o-y 
change, % 

2006 2007 2006 2007 
Absolute 

change, RUR 
mln 

Relative 
change,% 

Wages and salaries 4,244.9 4,297.7 33.2 30.1 52.8 0.4 101.2 
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Costs 

Amount of expenses, 
RUR mln 

Specific weight, % Change in expense 

y-o-y 
change, % 

2006 2007 2006 2007 
Absolute 

change, RUR 
mln 

Relative 
change,% 

Social insurance 1,051.0 1,047.6 8.2 7.3 -3.4 0.0 99.7 

Depreciation and 
amortization 

2,608.0 2,887.5 20.4 20.2 279.5 2.2 110.7 

Material expenses 
(total) 1,467.8 1,667.0 

11.5 11.7 199.2 1.5 113.6 

Payments to national 
telecom operators 

995.5 1,738.3 7.8 12.2 742.8 5.8 174.6 

Services of outsider 
organizations 1,122.4 1,250.4 

8.8 8.8 128.0 1.0 111.4 

Other expenses 1,295.9 1,386.4 10.1 9.7 90.5 0.7 107.0 

TOTAL  12,785.5 14,274.9 100 100 1,489.4 11.6 111.6 

Expenses for wages and salaries accounted for major part of 2007 operating expenses (30.1%) 
amounting to RUR 4,297.7 million, which represents a 1.2% (or 52.8 million rubles)-increase over 
2006.  

The growth of depreciation charges by 10.7% was attributable to increase in value of the 
Companyôs fixed assets in the year under report.  

Material expenses were up 13.6 % due to electricity and power tariffs growth and increase in prices 
of materials, components and spare parts. Specific weight of material expenses accounted for 
11.7% of the reporting year total costs. 

Amount of payments to national telecom operators increased by 1.7 times over 2006 due to 
changes in the methodology of settlements with mobile operators (introduction of ñCalling Party 
Paysò principle). Specific weight of this item in total costs increased from 7.8% in 2006 to 12.2% in 
2007. 

Payments to outsider organizations for the provided services rose 11.4% due to increase in agency 
fees and in expenses for major and current repairs. 

Other expense grew by 7.0% due to obligatory deductions to a universal service reserve and 
increase in expenses for software and databases (Oracle E-Business Suite). 
 

5.6. Main business efficiency indicators  

 
Economic and financial activity of the Company   in 2007 was aimed at maintaining positive trend 
in business efficiency performance. 

 
Table 17 

Indicator Measure unit  2006  2007  Growth rate,% 

Operating margin % 27.2 27.8 +0.60 p.p. 

Net profit margin % 6.7 9.2 +2.5 p.p. 

Cost price of 100 rubles of revenues RUR 72.8 72.2 -0.6 

EBITDA  RUR mln 6,307.6 7,348.0 116.5 

EBITDA margin % 35.9 37.2 +1.3 p.p. 

Revenue per one line RUR 4,334.5 4,839.7 111.7 

Operating profit per one line RUR 1,180.4 1,345.6 114.0 

Revenue per one employee* RUR 510,386.4 685,303.9 134.3 

Operating profit per one employee* RUR 138,994.8 190,541.1 137.1 

Number of lines per one employee* line 117.7 141.6 120.3 

Operating profit per one line was up 14.0% over 2006 to 1,345.6 rubles. 2007 EBITDA margin 
increased by 1.3 percentage points over 2006 reaching 37.2% 
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In 2007 the Company continued optimization of its workforce to increase business efficiency. As a 
result the number of lines per one employee grew by 20.3% to 141.6 lines. Revenue per one 
employee reached 685.3 thousand rubles representing a 34.3% increase over 2006. 

 
 

5.7. Net assets 

Table 18 

ˉ  Description 
Measurem

ent unit 
As at January 1, 2008 

1. Net assets  RUR ths 15,421,055 

2. Authorized capital RUR ths 1,297,779 

3. Reserve fund RUR ths 64,889 

4. Net assets/authorized capital ratio (return on equity ROE) 
(line.1/line.2)  

% 1,188.3 

5. Net assets/sum of authorized capital and reserve fund ratio 
(line.1/(line.2+line.3))  

% 1,131.7 

 
In the period under report net assets increased by 1,515,031 thousand rubles or 10.9%. 
 
 

VI. RISK MANAGEMENT  

During 2007 the Company used the system of operational risks management introduced within the 
framework of the pilot project of risk management which had been launched in 2004. 

During 2007 "UTK" PJSC regularly revealed the risks, analyzed them in detail, assessed the risk 
and developed actions on their prevention and minimization: 
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Risk diagnosis

 (Group of functional 

experts of the General 

Management and the 

branches; Internal Audit 

Department)

Risk detect ion 

(Group of funct ional exper ts, 

I nternal Audit  Depar tment)

Risk detect ion 

(Group of funct ional exper ts, 

I nternal Audit  Depar tment)

Risk identification

 (Group of functional experts 

of the General Management 

and the branches; Risk 

Management Committee; 

Internal Audit Department)

Evaluation of the control 

proceduresô effectiveness 

(Risk Management 

Committee; Internal Audit 

Department)

Classificat ion of r isks 

(Group of funct ional exper ts, Risk 

Management  Commit tee)

Classificat ion of r isks 

(Group of funct ional exper ts, Risk 

Management  Commit tee)

Assessment  of r isks against  

l ikel ihood and impact  cr i ter ia

Assessment  of r isks against  

l ikel ihood and impact  cr i ter ia

Quali tat ive and quant i tat ive 

assessment  of r isks

Qual i tat ive and quant i tat ive 

assessment  of r isks

Ranking of r isksRanking of r isks

Development  and approval of 

cont rol  procedures

Development  and approval of 

cont rol  procedures

Select ion of r isk management  

methods

Select ion of r isk management  

methods

Monitor ing and assessment  of 

control proceduresõ effectiveness

Monitor ing and assessment  of 

control proceduresõ effectiveness

Methods of information collection (reception)Methods of information collection (reception)

Study of normat ive documents. 

Analysis of t ransact ions and 

mater ials presented for  approval to 

the Companyõs Management Board 

and Board of Directors 

Study of normat ive documents. 

Analysis of t ransact ions and 

mater ials presented for  approval to 

the Companyõs Management Board 

and Board of Directors 

Interviews and quest ionnaires of 

managers and special ists

Interviews and quest ionnaires of 

managers and special ists

Per forming audit , special ized 

checks and integrated audit  of 

financial  and economic act ivi ty. 

And accounts receivable

Per forming audit , special ized 

checks and integrated audit  of 

financial  and economic act ivi ty. 

And accounts receivable

 

Functional experts of the branches and General Management as well as the specialists of the 
Internal Audit Department carried out identification, regular monitoring and likelihood analysis of 
risk events. The collected information was consolidated in the Summary list of the Companyôs risks 
with preliminary ranking of risks against likelihood and impact criteria (high, medium and low). 
Every quarter the Company performed inventory of the revealed risks and worked on identification 
of new ones. 

Based on the results of the analysis of risks and violations revealed during checks and inspections, 
the Company formed a register of typical violations and sent it to its regional branches for 
development of the preventive control measures. 

Material risks with high level of likelihood and impact criteria were examined by the Risk 
Management Committee to work out plans of their treatment. The Internal Audit Department 
presented reports on implementation of the approved risk treatment actions in respect of the risks 
with high status to the Risk Management Committee and the Audit Committee of the Companyôs 
Board of Directors. 

At the beginning of 2007 the Risk Management Committee considered 60 risks to be material and 
exercised control over them. Due to implementation of the approved risk management actions 
major part of the risks were minimized and became acceptable with existing controls. 

The Company undertook the following actions to reduce the likelihood of risk events occurrence: 

- Development and improvement of internal standards (çOrganization of work with other 
receivablesè, çProcedure for write-off of unfinished construction projectsè, etc.); 

- Development of methods and normative models (Methodical instructions çOn the procedure of 
formation and usage of reserve in respect of provided services and executed works in case 
primary documents are not availableè); 

- Development and improvements in development strategy and priorities (Development Program 

for 2008-2012 approved on September 28, 2007); 

- Current control over compliance with rules and methodologies; 

- Control of functions performance (introduction of the system of electronic documents circulation,  
inspections); 

- Staff recruitment and-or training; 
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- Incentive premium to the personnel (on the basis of the achieved objectives); 

- Automation and development / purchase of software (ɸSR Interconnect); 

- Purchase of the equipment and software allowing to minimize risks; 

- Interaction with supervising authorities (to minimize risks associated with implementation of 
national programs); 

- Interaction with partners (signing of cooperation agreements); 

- Interaction with outsider contractors (carrying out tenders on delivery of equipment  and 
provision of services); 

- Changes in organizational structure of the Companyôs management and its separate functional 
blocks (centralization of the Internal Audit Department, formation of the branchesô organizational 
framework on the basis of functionality factor, etc.). 

In the fourth quarter of 2007 the Company started to introduce changes in methodological basis of 
its risk management system. The Internal audit department took an active part in development and 
introduction of the Integrated Risk Management System. 

On December 27, 2007 the Companyôs Board of Directors approved the following internal 
documents: 

1. Rules of implementation of risk management actions with the appendix çClassification of the 
functions assigned to the participants of risk management systemè; 

2. Risk management program of "UTK" PJSC for 2008; 

3. Provisions on the Risk Management Committee; 

4. Provisions on risk manager of "UTK" PJSC. 

To increase the risk management and control effectiveness, the Company introduced the following 
new elements into its risk management system:  

- The Company determined the risk level acceptable for shareholders, or the risk level which 
cannot be exceeded without preliminary analysis of this risk by UTKôs Board of Directors and its 
further approval. The acceptable risk level was set by the Companyôs Board of Directors at a 
rate of 0.5% of UTKôs annual revenue. 

According to the new internal standards, classification of the functions of the risk 
management system participants was described in çRisk Management Program of "UTK" PJSC for 
2008è, approved by the Board of Directors on December 25, 2007. The functions of the risk 
management system participants have been changed as follows: the Internal Audit Department 
performs independent monitoring of the risk management system, estimates the effectiveness of 
risk management processes and provides methodological support. Functions of organization and 
support of risk management processes that had earlier been within the terms of reference of the 
Internal Audit Department were delegated to the risk manager. To organize the integrated risk 
management system and to maintain continuous control of implementation of actions on the 
revealed risksô treatment, the Board of Directors assigned the functions of the risk manager to the 
Companyôs Financial Director. 
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Changes in risk management processes 

 

 

The main principals of the Integrated Risk Management System are the following: 

- Integrity, i.e. focus on assessment of risks taking into consideration the nature of their 
correlation; 

- Flexibility, i.e. capability of the system to integrate new elements and to respond quickly to 
occurrence of new risks; 

- Comprehensiveness, i.e. the system takes into account the complexity of control objects 
including risks correlation and specific impact of the proposed procedures on risks. 

Being a part of general management procedures, the introduced System agrees fully with the 
Companyôs development strategy. Risk management provides for consideration of internal and 
external risk factors. 

According to the principles of the integrated Risk Management System, risk management can be 
aimed at risk prevention and risk treatment. Actions on risk mitigation include purchase of 
equipment, development of the rules on control procedures for risk management as well as 
carrying out of researches, which results will allow to mitigate the detected risks 

Measures on prevention and mitigation of risks include researches on competitive environment and 
competition growth outlook of the regional telecommunications market. 


