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Svyazinvest holding was created to control the government stakes in the regional

telecommunications operators, being attractive investment vehicle for a strategic investor
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North West Telecom

North West Telecom subsidiary, Cherepovets
Electrosvyaz, has merged with another subsidiary,
Vologda Electrosvyaz, to become the only North
West Telecom subsidiary operating in the Vologda
region. The reorganization was designed to
streamline North West Telecom's corporate
structure, consolidate its business and optimize
manning level.

A consortium of North West Telecom, BCC
(Business Computer Center) and RTComm.RU,
supported by Svyazinvest, has won the tender to
build the distribution telecom network for Sberbank
in the North West Federal District. The network will
connect more than 500 branches and carry high
quality traffic securely. North West Telecom and
RTComm.RU will be the infrastructure operators for
the project.

Center Telecom

The company has begun construction of a corporate
data transfer network based on the multi function
network of its Moscow subsidiary. Construction
started in accordance with an agreement between
Center Telecom's Moscow subsidiary and the
Moscow region Registrar signed at the end of 2003.
The network will connect 65 facilities in Moscow's
outer suburbs with the central office in 2004.

South Telecom

The company's board has created four permanent
committees: corporate governance, budget and
investment planning, personnel and compensation,
and audit. The committees are expected to improve
the efficiency and quality of the board's operating
through preliminary review of upcoming agenda
items for subsequent recommendation to the board.

South Telecom has signed a contract with Alcatel to
buy telecom equipment worth 9.3 mn Euros as part
of its development plan.

Volga Telecom

Vneshtorgbank and Volga Telecom have entered
into a strategic partnership for the provision of
banking services to Volga Telecom and its
subsidiaries. Vneshtorgbank will also offer lending
services and support for the company's foreign
economic activities and stock market operations and
advise on joint projects.

Uralsvyazinform

Uralsvyazinform has obtained a GSM license for the
Sverdlovsk region and plans to start commercial
operations before year end. The move will enable the

company to consolidate its business and offer services
to the entire federal district under a single brand.

Uralsvyazinform's board has created two new
committees: corporate governance and strategic and
investment planning and budgeting. The move is
part of ongoing efforts to improve transparency.

Uralsvyazinform has launched a 560 km fiber optic
link connecting 29 towns between the cities of
Tyumen and Demianskoye, as part of the Electronic
Russia Federal Program. The company has also rolled
out a 370 km digital radio relay link connecting

6 towns between Tyumen and Abatskoye as part of
the same program.

Sibir Telecom

Sibir Telecom's board has approved a Code of
Conduct, aimed to promote key principles and
standards of corporate behavior.

Svyazinvest's management board has approved Sibir
Telecom's GSM investment program through 2008,
forecasting investment of more than $60 mn in

2004 alone. The program is a high priority for the
company as it seeks to raise its market share in the
Siberian Federal District from the current 19% (over
450,000 subscribers). The company plans to spend
at least $200 mn on mobile assets in the next four
years to expand its market share to 25% by 2006.

Dalsvyaz

Dalsvyaz has begun test runs of its recently built
digital satellite link in Yuzhnosakhalinsk and the Kuril
Islands (Shikotan, Kunashir and Iturup), as part of
the Kuril Islands Federal Development Program.

Dalsvyaz's board has adopted a Code of Conduct. The
Code will promote basic principles of corporate
governance and business ethics and help raise the
company's revenue and market capitalization. It will
also protect the interests and rights of all shareholders.

Central Telegraph

Central Telegraph has obtained a certificate of
compliance for its enterprise management system
under state standard GOST R ISO 9001 2001 (ISO
9001:2000) for fixed telecommunications.
(Registration # RU. 79. 00022.

Registration date: Sept. 30, 2003.

Expiration date Sept. 30, 2006).

Vneshtogrbank and Central Telegraph have entered
into a cooperation agreement for the provision of
banking services to Central Telegraph and its
subsidiaries. Vneshtorgbank will also offer lending
services and support for the company's foreign
economic activities and stock market operations.
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OVERVIEW OF THE RUSSIAN
TELECOMMUNICATIONS MARKET IN 2003

Russian telecoms market showed impressive Domestic capex
performance in 2003:
€ The industry remains among the fastest 80 |
growing sectors of the Russian economy, with 60
revenue up 40% in 2003 to $12.6 bn vs. 22% R
nominal GDP growth. The sector makes up 3.5% %40
of GDP compared to the 5 6% emerging markets 2
average, so this growth is likely to continue in the 20 :. I I
next few years. 0- . . .
2000 2001 2002 2003

€ 60% of Russian telecoms market now belongs
to the alternative operators (in 2002 their share
was 53%). Market share of alternative operators

is growing mainly due to the mobile operators ,, Revenue by sector

number of mobile subscribers in Russia doubled

to 36 mn in 2003 The Communications Ministry 2 B Incumbents
predicts Russia will have 55 60 mn cellular 200 | bliest Enitieiniis
subscribers by year end ,, 44% growth y oy. &

Alternative fixed line operators have 11% of & 150

Russian access lines; <2100

€ The number of Internet users reached 12 14 mn 50 1

» 9% penetration , at the end of 2003. Revenue

from E commerce grew by 30% to $150 200 mn. 0°

2000 2001 2002 2003

Revenue breakdown by segment
€ Traditional operators also performed well in

2003 driven by 28% local tariff hikes to average
$4.2, 16% long distance traffic growth and 14%
more new access lines introduced than in 2003.

Other Mobile
17% 36%

At the end of 2003 mobile penetration in Russia
surpassed fixed line ,, by the end of 2003 mobile
and fixed line penetration were respectively 25%

Fixed-line and 24%. The gap will increase rapidly going
47% forward as fixed line penetration growth
potential is limited ,, it is unlikely to exceed 30%.
Revenue breakdown by operators Traditional operators service 89% of telephone

lines in Russia, at that in the Urals Federal District
alternative operators control 21% of the fixed line
market in terms of number of lines , the highest
share in Russia.

Other Traditional
CLECs 9% 40%
14%

Mobile
37%
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[Russia's First Deputy Communications Mlinister B.D. Antonyuk:

NEW INCENTIVE TO REGIONAL TELECOM
MARKETS DEVELOPMENT

What do you consider to have been the most
important communications news last year?

Last year's key event was undoubtedly the passage
of the new Law on Communications, which opened
up many opportunities for Russia's communications
sector by enhancing its investment attractiveness in
particular. The law has also improved the industry's
business environment and boosted liberalization and
harmonization of national legislation regulating
communications.

Last year also saw a breakthrough in satellite
communications. The launch of a new generation
Express AM22 satellite late last year unlocked new
opportunities for digital radio and TV broadcasting
as well as delivering multimedia services, boosted
distance training, telemedicine and high speed
Internet access. Four more new generation satellites
will be placed in geo stationary orbit by 2005 to
complete the overhaul of Russia's civil space
operations.

Other important events include the approval of the
Postal Services Development Concept and the
creation of a federal post company called Russia's
Postal Service, which will allow for providing
European quality postal services. More importantly,
we expect considerable improvements in post
processing. We have also set up the network of
Internet cafes under our Cyber Post Project. Their
number is currently estimated at 3,000.

The Electronic Russia Federal Program is also well
under way and the population is already reaping its
benefits. Several regional projects have been rolled
out, including multimedia networks and electronic
data transmission systems, local electronic
administrations and electronic purchases by
government institutions.

The telecommunications market continued
to grow in 2003. What fueled the growth?

The telecommunications market is still one of the
most dynamic segments of the national economy.
Last year's communications income is estimated at
R383.0 bn, up 40.2% y o y. This includes payments
by private customers totaling R160.4 bn, i.e. 35.6 %
more than in 2002. Income growth can be
attributed both to a larger range of facilities and
services and to higher tariffs. Last year, 32,000 km
of cable and radio relay lines, 53,000 LD channels
and over 3.8 mn local telephone numbers were put
into operation. Telematics and data transmission
services demonstrate rapid development, and the
number of users reached 3.7 mn at year end. The
number of Internet connected devices increased by
70% y 0y, to 3.4 mn, while Internet traffic more
than doubled.

It should be noted that higher telecom tariffs
included inflation. Government regulated prices
surged to reach the breakeven mark and to cover a
drop in cross subsidization of the
telecommunications services. Last year, average
tariff hikes for urban and rural communications
ranged from 29% for residential sector to 18% for
public sector and 17% for commercial entities.

How successful was the communications sector
last year compared to other Russian industries
and to developed countries?

Last year was rather tough for global hi tech
markets. Share prices continued their downward
spiral, including IT stocks. Russia, however,
reported a reverse trend. The IT segment climbed
steadily, bolstered by the following catalysts: 1) the
Law on Communications was developed and
passed; 2) Svyazinvest restructuring was completed;
3) there was aggressive implementation of new
technologies by Russian companies. Both
investment houses and rating agencies pointed out
that the information communications market
outpaced the oil sector.

The telecommunications sector accounts for nearly
4% of the country's GDP, which is still much lower
than in the developed countries. Yet, Russia's
communications sector has outpaced production
growth in other industries. Last year, adjusted
communications revenues jumped 28.4% y 0y.
According to Goskomstat, industrial output, for
instance, gained 7.5%, while production in the
power, fuel and machine building industries
increased by 1.1%, 9.3% and 9.4% respectively.



Paid services in the communications sector have also
outstripped other industries in volume growth,

totaling 29.2% y o y last year vs. 5.6% and 2.0% in
the transportation and social amenities segments
respectively.

Most hi tech companies believe that the global hi
tech crisis is likely to end this year, as appetite for
telecommunications and mobile technologies
continues to rise.

We are also sure that Russian information
communications will maintain last year's growth rates.

The first year of joint operations by
Svyazinvest's subsidiaries is over. Have their
results met expectations? Has the company's
restructuring impacted the entire sector? What is
the development outlook for mega regional
companies this year?

The positive outcome of Svyazinvest's restructuring
is beginning to show. According to sector statistics,
the average value of the company's assets has
spiked 22%, while its capitalization has doubled. In
2004 06, Svyazinvest's revenues from
communications services (adjusted for an estimated
drop in inflation) is likely to jump about 119% per
year on average.

The above figures demonstrate that Svyazinvest's
subsidiaries have remained major market players
despite increased competition in the sector. The
holding added 4.8 mn subscribers over the past
three years and its client base currently totals
33.4 mn. Svyazinvest has boasted high growth rates
over several years, which is unusual for a concern
outside the commaodity sector. Thus, its net
additions amounted to 1.8 mn in 2001, 2.6 mn in
2002 and 3.5 mn in 2003. The indicators are
excellent.

Will the sector's pricing policies change this
year? What steps is the Communications
Ministry likely to take?

In light of the new Law on Communications, the
Anti Monopoly and the Communications Ministries
have submitted amendments and additions to
improve pricing practices. This year will see further
reduction of cross subsidization of telephone
services as well as a hike in local tariffs, which are
expected to reach economically validated cost rate.
In addition, prices should include standard profit
margins required to provide funding for network
development and upgrades as well as to improve
service quality.
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To unify LD tariffs for all customer categories,
tariffs paid by the public sector, will be aligned
with residential prices. There are no plans to
increase tariffs for residential sector or commercial
entities.

At the end of 2003, mobile subscribers
overshot the fixed telephony client base.
How will this impact the development of the
domestic telecommunications market?

The performance of the mobile market in a highly
competitive environment is impressive. On the one
hand, the mobile subscriber base and revenues are
soaring. On the other, completely new technologies
are being introduced, including high speed data
transmission and wireless Internet access. This year,
key events will take place outside the Moscow
region. Mobile communications will continue to
expand, annual net additions estimated at 13 mn.

Domestic players are expected to enter all the
country's major regions, prompting a further spike
in competition. Analysts believe mobile tariffs will
decline by 15 per cent a year on average.

We also anticipate a technological breakthrough.
Russia's communications experts have paved the
way for the deployment of 3G networks in this
country. As soon as the market offers efficient
equipment and 3G terminals, the new generation
network will start gaining ground here.

What is your assessment of the last yeares
investments in the sector, and what can you
say about this year's capex plans?

Economic growth across the communications
market boosted investment activities in the sector
last year. Thus, domestic capex totaled R78.7 bn,
up 51.9% y oy, while foreign investment
amounted to $620 mn, up 42.2%.

This year, Communications Ministry affiliates
will invest about R80 bn. Along with traditional
communications, we are planning to develop
mobile networks, Internet and data transmission
operations, IP telephony, value added

networks etc.

| would like to underscore that following the
passage of the Law on Communications companies
will now focus on their regional operations.
According to the Communications Ministry, about
50,000 localities require connection, and this
means Russian operators have much room for
further development.




2. What measures adopted by the state
(Svyazinvest) were most instrumental in raising
the investment appeal of the industry (holding)?

Elena Rogovina:
€ Consolidation of regional telecoms;
€ Local tariff hikes;
€ Issuing IAS financial statement;
€ Raising transparency and improving
disclosure of company information;
€ Development of new services by companies
(mainly cellular services);

Olga Zhilinskaya: Among the various reasons
behind the upside of Svyazivest companies we
can single out the following:
€ Consolidation completed based on the
regional principle;
€ Lobbying considerable local tariff hikes (key
driver for 25 30% average revenue growth at
Svyazinvest) and reduced LD tariffs;
€ Lobbying efforts to downsize staff, although
in our opinion staff reductions should be more
coordinated;
€ More aggressive construction of new lines
and replacement of obsolete equipment;
€ Raising transparency and corporate
governance standards;
€ Rolling out wireless services.
To round off this list, it should also be noted that
although much has been done, much more
remains to be accomplished in the future. This will
be a challenge for the managerial expertise of the
regional companies, as well as Svyazinvest.

Alexei Yakovitsky: | would say that the main
driver behind revenue and profit earnings has
been steady local tariff hikes by the super
regional companies.

3. In which sectors of the economy and which
companies did domestic and foreign investors
prefer to channel their funds last year (in
recent years)?

Elena Rogovina: Speaking of portfolio
investments, telecoms, metals and utilities were
the leaders in 2003, whereas investors paid more
attention to oil shares in 2002.

Alexei Yakovitsky: From the viewpoint of
portfolio investors, the telecom industry became
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more attractive in 2003. Upside gains in Russian
telecom companies far outpaced both those of
the Russian market and global
telecommunications concerns. The UFG
telecommunications index, which tracks the top
issuers in the industry, rose by 124% last year,
whereas benchmark RTS advanced by only 58%,
and MSC Global Telecom, an international
benchmark, jumped by only 19%.

Olga Zhilinskaya: A positive factor for the
telecom sector has been the reduced appeal of
raw material sector equities, since it could help
push down metal costs, whereas high crude levels
are already priced into oil shares. This state of
affairs leaves the telecom sector as an attractive
investment option, as attested by the fact that

the telecom industry showed higher revenue
earning rates than other segments of the Russian
economy last year.

4. What is your forecast for 2004?

Elena Rogovina: In our opinion, the telecom
sector will remain one of the most attractive
investment targets on the Russian market in 2004
for the following reasons:
€ Fundamental growth thanks to improved
macroeconomic indicators (raising per capita
incomes and consumer demand);
€ News concerning privatization of Svyazinvest
holding;
€ A considerable amount of free cash flows
among investors.

Olga Zhilinskaya: The investment appeal of
Russian telecoms is less apparent in 2004 than it
was in 2003. The reason for this lies not only in
the explosive overall upside of the Russian market
in 2003, but also in the higher risks and lesser
probability of positive surprises. Moreover, it is
less apparent that Russian telecom stocks will be
supported by global telecom companies, as was
the case in 2003.

Alexei Yakovitsky: We expect to see fast
track growth of Russian telecom stocks
continue in 2004. As was the case in 2003,
their investment appeal will hinge on the profit
earnings outlook, which is not yet fully priced
into current stock levels.
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HIGHLIGHTS OF SVYAZINVEST 2003
OPERATING AND FINANCIAL RESULTS

North- Center  Volga South Ural- Sibir Consolidated Rostele- Svyazinvest,
West Telecom Telecom Telecom >YY22"  Telecom Dalsvyaz companies, com total/average
Telecom inform total /average o 9
Revenues,
$ 000 402269 681188 478602 440426 636049 510126 223 261 3371923 974 429 4 346 352
Ch.yoy 25% 30% 37% 31% 35% 31% 31% 32% 20% 29%
Operating
costs, $ 000 309248 510273 341186 339573 455200 394928 191013 2541421 679 870 3 221 292
Ch.yoy 30% 32% 37% 33% 30% 30% 37% 32% 21% 30%
Operating
n 93 021 170915 137416 100853 180850 115199 32 247 830 501 294 559 1 125 061
profit, $ 000
Ch.yoy 10% 26% 36% 26% 47% 33% 7% 29,5% 20% 27%
Operating margin 23% 25% 29% 23% 28% 23% 14% 25% 30% 26%
Net profit, $ 000 27 616 48 996 64 678 42 888 62 628 49 854 8 276 304 936 298 859 603 795
Ch.yoy 165% 83% 63% 31% 116% 265% 40% 62,4% 203% 111%
LT debt, $ mn 104501 317865 115395 336011 320505 164 219 76 826 1435 322 156 597 1591919
Ch.yoy 106% 188% 242% 663% 140% 490% 854% 252% 32% 150%
EUr LS 353 461 479 512 559 470 473 an - a71
per line, min
Ch.yoy 8,7% 6,2% 14,8% 11,3% 9,3% 11,2% 16,0% 10,4% " 10,4%
et a8 32 19 31 37 24 30 31 - 31
per line, min
Ch.yoy 8,8% 8,8% 5,0% 2,0% 2,1% 3,8% 16,4% 6,1% " 6,1%
;“;%'(;'et revenues, 41751 16056 13212 10765 11188 15107 9905 87952 136 88 088
Ch.yoy 61,0% 49,5% 80,5% 38,8% 54,7% 48,2% 45,7% 53,5% 26,7% 53%
geOI:)uC:ar revenues. 1424 10 699 4625 — 45 592 8 061 6 640 77 041 — 77 041
Ch.yoy 22,6% 3,8% 64,9% ” 53,4% 31,7% 58,4% 40,1% ” 40%
Average
28 624 69 847 49 277 40 994 35 096 47 508 18 243 289 589 28 187 317 775
employees
Ch.yoy 5% 3% 4% 4% 1% 4% 5% 4% 10% -4%
Average lines (000) 3401 5 829 4008 3418 3320 3543 1117 24 636 25 24 661
Ch.yoy 3,8% 5,4% 6,4% 6,6% 11,0% 5,5% 5,8% 6,3% 2,8% 6%
Revenue per line, $ 17 117 19 129 190 143 198 136 - 136

Lines per employee 19 83 81 83 95 75 61 85 = 85
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