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Attached is a copy of the 2002 Annual Report of Open Joint Stock Company “Vimpel-
Communications” (the “Company”). The Company intends to post the attached 2002 Annual
Report on its website on May 13, 2003 and distribute it to the Company’s shareholders by
June 6, 2003,
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Company Profile

HHdopmanma o xoMnaHuy

® VimpelCom is a leading provider of wireless telecommuni-

cations services in Russia, operating under the «Bee Line»
brand, which is one of the most recognized brand names in
Russia. The Group’s license portfolio covers approximately
92% of Russia’s population (134 million people)*, including
Moscow and St. Petersburg.

VimpelCom has always been a pioneer in wireless telecom-
munications in Russia and is a market leader in offering the
latest in voice communications technology and data services,
including wireless «infotainment» services, location-based
services, mobile portal and wireless Intemnet access through
«BeeOnLine». The Company provides GPRS (General
Packet Radio Services) with per byte billing and GPRS roam-
ing capabilities.

At the end of 2002, VimpelCom’s total subscriber base was
approximately 5.15 million, with approximately 3.71 million
subscribers in the Moscow license area and 1.44 million sub-
scribers in the regions outside Moscow. Growth outside of
Moscow has been particularly strong and at the end of the first
quarter of 2003, VimpelCom had approximately 3.93 million
subscribers in Moscow and 2.22 million subscribers outside
Moscow, a total of 6.15 million.

Since its listing on the NYSE., VimpelCorn has been the leader
in corporate governance and transparency in Russia, being
ranked many times number one in corporate governance by
various independent institutions and organizations.

VimpelCom was the first Russian company to list its shares on
the NYSE in November 1996. VimpelCom’s ADSs are listed
on the NYSE under the symbol «VIP». VimpelCom was also
the first Russian company to issue U.S. SEC-registered con-
vertible notes in July 2000. VimpelCom's convertible notes
are listed on the NYSE under the symbol «VIP 055,

* — According to current official statistics: Goskomstat, April 2003

® BuiMnenKoM ABNAETCS BEAVLIHM OTICPaTOPOM COTOBOH
<BA3M B PoccHM, NMpenocTaBNAOWHM CBOH YCAVTH 1ol Top-
rosoi Mapokoit «bu JlaitH», oxHoi U3 Hanbonce U3BECTHBIX
TOPTOBHIX MapoK B Pocchu. JIMUEH3MH Ha NMPeAoCTaBIeHHE
YCITYT COTOROW CBS3H TPVIITIEI KOMNTaHW#t BeinneaKowm oxna-
TBIBAIOT TEPPHTOPHIO, HA KOTOPOA MpPOXMUBACT oKoo 92%
Hacenenns Poccuy (134 MIWIIMOHAa YenoOBeK)*, BRIIOYAs
Mocksy u CaHkT-Iletepbypr.

C camoro Hayana cpoeit aesTebHOCTH BeimnienKom 6wt
TMOHEPOM B 06J1acTH BecnpoBOaHON ¢BA3M B Poccuu. B Ha-
crosilee BpeMst KoMnaHus ABAseTCS MiIepoM polHKa B 06-
7ACTH BHEAPEHIIS HOBER UMY TEXHOAOTHA TONOCOBOH CBA3M,
fepenayy aHHhX WM MHOOPMAUMOHHBIX YCAYI, BKIOYAS
npesocTaBlieHHe CIIpaBOYHON M Da3BIEKaTeAbHOM MHbOp-
MaUMH, VCIYT, CBAIGHHBIX C OTIPERETEHHEM MECTOHAXOXIE-
HUs aboHeHTa, HecTIpoBOAHOro NOCTyNa K ceTH UHTepiieT 1
LPYTHX YCAYT, MPeROCTaBAsEMBIX Yepe3 MOOHIBHEIT nopTan
«BuOnlfTasin». KoMnauus obecneumsaer ycayrn GPRS
(General Packet Radio Services) ¢ no-6aiiTHoit Tapudika-
e, a Takke nipenoctaenseT GPRS-poymunrn

B konue 2002 rona obulas aboHenTckas 6a3a BuimnenKoma
HacyWTHIBaNa NpubmiauTensHo 5,15 MWITHOHA a6OHEHTOB;
13 Hux oxono 3,71 MuanvoHa npoxusano B Mockse u Moc-
KOBCKOM 0b1acTH ¥ oxkono 1,44 MUANHMOHA — B OCTATLHEIX
pernonax Poccuu. PocT aboHeHTCKO? Ga3wl. ocobeHHo  pe-
rHoHax, NpoIoXaeTcd, W B KOHLe I1epBOTO KBapTala
2003 rona BerMnenKom uMen npuban3HTensHo 3,93 MHLIH-
OHa aboHeHTOB B MockBs ¥ MockoBckoid o6nactn M
2,22 MWUIMOHA 32 NpejeniaMy MOCKOBCKOTO pCTHOHA.

C MomenTa Buixoia Ha Huto-Mopkekyto hoHnoryio 6upxy
BrimnenKom 3aHMMaeT Beoyiliee NONTOXEHME CPEOM KOMMa-
HHit PoccHM B OTHOWLEHUH KOPNIOPAaTHBHOTO YIIpaBReHHs 1
npenocTaBneHUS HHpopMaLuy o aesreabHocTt Kosmnanu.
B cBs13u ¢ 3THUM paznuMyHble HE3aBUCUMbIE MHCTHTYTH M Op-
raHM3aLM¥ MHOTOKPATHO NPUCYXAATH eMY 3BaHWe nuaepa B
KOPIOPATHBHOM YNIDaBICHHH.

BrimnenKom cran nepBoit poccHiCKoit KoMNTaKHet, BKTIO-
yenHoit B nucTHHT Hpto-Fopkckoit doHaoBOH GHPKH
(NYSE) B HosBpe 1996 ropa. Akuuu Kommaunu xorupy-
totca Ha NYSE noa cumsoaom «VIP». Kpowme Toro,
BoimnieaKoM MepBof M3 POCCHHCKMX KOMMAHHH B Hionc
2000 Tona BRIMYCTWI KOHBEPTHPYEMbIC OOIHTALIMY, 3apeTHC-
TpUpoBaHHbie KoMuccuei rno tieHHbIM Gymariam 1 Gupxam
CLUA. KoHBepTupyeMnie obnurauny BriMneiKoma koTH-
pytorcst Ha NYSE nmox cumponom «VIP 03».

* — B cOOTBETCTBHM € NOCACAHMMH ONYBAHKOBAHHBIMH
CTaTHCTHYECKHMH JTaHHBIMK. TockoMceTaT, anpens 2003 1.



Financial Highlights

(In thousands of US dollars, excepr per share (ADS) amounis)

(US GAAP) 2002 2001 2000

Operating Results

Total operating reventes 779.644 427,856 285,673
Net operating revenues (1) 768,496 422.602 274,136
Operating income {loss) 224,792 87,150 (74.496)
% net operating revenues 29.3% 20.6% (27.2%)
Net income (loss) USS 129,552 USS 47,301 USS (77.801)
% net operating revenues 16.9% 11.2% (28.4%)
Net income (1ss) per common share US3 3.4} USS 1.4) USS (2.5
Net income (loss) per ADS equivalent (2) USS 2.56 US$ 1.06 USS (1.93)

Consolidated Balance Sheet Data
(In thousands of US dollars)

2002 2001 2000
Market share in Moscow
Cash, cash equivalents and
Aoan poimxa 8 Mockse short-term investments US$ 263,657 USS 145,092 USS 152,691

Working capital (deficit) 69,582 52,146 122.270
Property and equipment, net 957,602 535,405 356,666
Intangible assets, net 144 115 70.926 79.649
Total assets USS 1,692,744 USS 925,806 US$ 700,315
Total debt including current portion 650,580 277.673 222,764
Total liabilities 1,030,081 417,685 331,692
Total shareholders’ equity 662,663 508,121 368,623
Statistics

2002 2001 2000
End of period subscribers
Moscow license area 3,712,700 1,911,200 780,100
The regions 1,440,400 200,300 53,500
Total subscribers 5,153,100 2,111,500 833,600
Employees (3) 4,990 3.174 1,619
Market share — Moscow license area (4) 52% 46% 39%
Market share — Russia (§) 28% n/a n/a

1. Net operating revenues after deduction of revenue based taxes.

2. Net income (loss) per common share has beer adjusted by a factor of 1.33 to determine net income (loss) per
ADS equivaient, as each ADS is equivalent to thzee-guaners of one share of common stock.

3. VimpelCom and its principal subsidiaries. '

4. Based on the Company's estimates of active subscribers on its networks and independent estimates of active
subscribers on the networks of the other wireless telecommunicaiions providers in the Moscow license area.

5. Source: www.sotovik.ru, January 4, 2003

Total operating revenues
US$ in millions in US GAAP

O6wite onepauHOHHbIE JOXOAb
B MAH. noanapos CHIA B ctanpapre
TAATT (C1LA)
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OcHoBHBIE d)H HaHCOBbBIC NOKa3daTe /1Y

(8 Tercryax gonnapoe CLUIA, xpone pac4eTos Ha akumo (ADA))

TAAIT (CUIA) 2002 2001 2000
Pe3yarTaTsl ONEpaunoHHON ACATCABHOCTH
OBumin onepallMOHHBIIH TOX0a 779 644 427 896 285673
YucThie onepaliBoHHbIe T0X0a8! (1) 768 496 422 602 274 136
OnepaunoHHas npubsLL (ONepaunoHHbIN YOLITOK) 224792 87 150 (74 496)
% € YMCTOTO ONEPALNOHHOTO JOX0AA 29.3% 20.6% (27.2%)
UYncrad npubLUiL (YOLTOKX) US$ 129 552 USS 4730t USS (77 801)
% C YHCTOTO OTIEPALUHOHHOTO I0X0Zd 16.9% 11.2% (28.4%)
Yucras npHdbLIL (yOLITOK) Ha 0OOKIKHOBEHHYIO akluio USS 3.41 US$ 1.41 USS$ (2.57)
Yncras npubeinb (vEBITOK) Ha sxsuBatenT AIA (2)  US$ 2.36 US$ 1.06 USS (1.93)
Jaynbie ROHCOIHAPOBANNOre Gasiatica
(e mwcauax doarapoe CLIA)

2002 2001 2000
JeHexHble CPEACTBA, UX SKBUBANCHTH!
N KpaTKOCPOMHAE DUHAHCOBRIE BIOXEHHS USS$ 263 657  USS 145092  USS 152691
OfopoTHiie cpelcTsa (dedhULUT) 69 382 52 146 122270
OCHOBHBIE CPEACTBA, HETTO 957 602 535405 356 666
HemaTepuanbHule aKTHREL, HETTO 144 H1S 70 926 79 649
Ofwas cyMMa aKTUROR USS 1692744  USS 925806  USS 700 3135
OB61uas 3aNOKEHHOCTS,
BIJTIOUASA 3AT0AKEHHOCTh 338 TEKYLIMHE Nepuon 650 580 277 673 222 764
O6urag cymMa 0653aTenbeTB 1030 081 417 685 331692
CoBCTBEHHBIR KanuTal 662 663 508 121 368 623
CrarucTHueckHe AaHHbIe

2002 2001 2000
Koauuectno adoHeHTOR B KOHIE roaa
MockoBekas THLEH3HOHHAA TeppHTOPHS 3712700 1911 200 780 100
Pervount 1 440 400 200 300 53 500
Hroro abonentos . 5153100 2111 500 833 600
KoauyecTBO COTPYAHHKOS (3) 4990 3174 1619
Ao peitika ~ MoCKOBCKast IMUCH3KOHNAS TeppHTopWs (4)  52% 46% 39%
Hons priHka — Poccus (5) 28% - -

1. YneTeit onepaUHOHHEIR 10X01 NOCNC BHYCTA HAOTOB Ha JOXOIK.

2. Yucrad npubeine (YOLITOK) Ha OBLIKHONEHHYIO aKUNI0 GBUT pa3aeieH Ha BeanuuHy |33 118 onpeaeneHus
YHCTON RPUBLLIN (YOBITKA) Ha aMEPHKAHCKYIO ICMIO3NTapHYI0 akiuio (AILA), TaK Kak 01Ha aMepKKaHCKas
NIEMOIUTAPHAR aK1IHA SKBUBANCHTHA TPEM HETBEPTHIM O;THOH 0BMKHOREHHOM aKIniy.

3. BumiteiKoM H ero 0OCHOBHLIE LOYCPHIE NIPELIIPHATHA,

4. Jannuie ocHOBAHB Ha olicHKe KoMnaHHeH KonnyceTsa akTHBHEX aboHeHToB BuyncakoMa s HeIaBHCHMBIX
OUCHKAX KOJUECTBA AKTURHBIX 200HEHTOB IPYIUX OTIEPATOPOL COTOBOW CBA3M Hil MOCKORCKOU TULEHIHOH MO

TEPPUTOPHH.
5. UcToyHuk: wwwsotovik.ru, 4 aunaps 2003 rona.

Moscow license area
cellular penetration

ITpOHMKHOBEHHE HA PHIHOK
COTOBOMH CBA3H B MoCKBe
u MocKoBCKOH 06aacTH

Swmin
4min
Smin

2min

i min

Subscriber growth in Moscow

Pocr yncaa aboreHToB B Mockse
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Letter to Shareholders

Dear Shareholders:

2002 was, in every respect, the most rewarding vear for VimpelCom. On the wave of our success in 2001, the
Company continued intensive growth and expansion, exceeding market expectations. For the year 2002,
VimpelCom reported net operating revenues of $768.5 million, an 81.8% increase from 2001 operating income
of $224.8 million, a 157.9% increase from 2001; and net income of $129.6 million, a 173.9% increase from 2001.
In 2002, the Company generated approximately $221.7 million operating cash flows, our balance sheet was strong
with a debt-to-equity ratio at 0.98.

VimpelCom’s subscriber base growth was also significant. During 2002, we increased our subscriber base by
almost 2.5 times, from 2.11 million to 5.15 million. In Februarv 2002, we regained the leadership position in
Moscow in terms of total number of subscribers. At the end of 2002, we served approximately 3.71 million sub-
scribers in the Moscow license area, corresponding to a market share of approximately 51.6%. In comparison.
as of December 31, 2001, we served approximatety 1.91 million subscribers. corresponding to a market share
of approximately 46.5% in the Moscow license area. Even greater progress was achieved outside of Moscow.
In the beginning of 2002, we operated in 16 regions outside of Moscow. serving approximately 200,300 sub-
scribers. At the end of 2002, we operated in 38 regions and served approximately §.44 miliion subscribers, a
619.1% year-on-year growth. This was the highest rate of growth in the Russian regions of any major cellular
operator.
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The success of our national expansion strategy has become increasingly important as the regions have
become the principal area of growth in the celiular market of Russia. The penetration rate in the Moscow
license area is approaching 50%, while the cellular penetration rate outside of Moscow at the end of 2002 was
approximately 8% and independent research estimates it will tripie within the next three to four years. rep-
resenting approximately 20 million new subscribers in the regions. In anticipation of this. VimpelCom has
significantly strengthened its position in the regions and created a powerful platform for further growth. In
2002. we added two GSM super-regional operating licenses to our license portfolio: for the Northwest super-
region, which includes the city of St. Petersburg, in September 2002, and for the Ural super-region in
December 2002. With these licenses, our license portfolio covers 134 million people or 92% of Russia’s pop-
ulation.

The two basic premises of our national expansion strategy are (i) to build a unified network across Russia with the
same business processes and solutions for network operation and control. IT, marketing. distribution, customer
service and billing; and (ii) to employ primarily organic «greenfield» growth augmented by selective acquisitions.
This approach allows us to build upon our Moscow achievements and experience nationwide, utilize economies
of scale and maintain the manageability of operations in the very expansive territory of Russia.

The Company continues to be in a phase of rapid growth and therefore, requires substantial investments. In 2002,
VimpelCom’s total capital investments were approximately $578.3 million, with $509.1 million of capital expendi-
tures for purchase of property and equipment and $69.2 million of acquisitions of new entities. Capital expendi-
tures for the Moscow license area in 2002 were approximately $241.9 million. To finance its activitics, VimpelCom
placed $250 million of 10.43% 3-year bonds in April 2002. An important milestone in cur national development
was the $175.5 million investment in VimpelCom-Region, made in November 2002 jointly in equal parts by
VimpelCom and each of its two strategic partners, Telenor of Norway and Alfa Group of Russia. This investment
was made in accordance with the decisions taken at the Annual General Meeting of VimpelCom's shareholders in
May 2002 and the Extraordinary General Meeting in July 2001. In addition, VimpelCom-Region entered into a
$70 million credit facility with Sberbank of Russia in December 2002.

The economic situation in Russia continues to improve due to the prudent government policy of reform and
healthy prices for oil, gas and other traditional Russian export products. This. combined with political stability
creates favorable circumstances for growth. We are determined to use this opportunity in 2003 and beyond and will
concentrate on majntaining our leading position in Moscow and achieving rapid growth nationwide. We expect to
encounter stronger competition in 2003 than ever before, but we will continue to focus on our competitive advan-
tages in terms of quality of products and services, customer care and distribution systems, as well as product inno-
vation. With the support of our powerful strategic partners and proven management team, we are confident that
VimpelCom will successfully implement its plans and bring more value to its shareholders.

Jo Lunder Augie K. Fabeia IT
Chief Executive Officer Co-Founder and Chairman Emeriius

okl



[Tucbmo K akuMoHepam

YBaxaemblie aKIHOHEPDL:

2002 roz cra ans BeimnenKoMa campiM YCTIEWHBIM TOIOM B €10 HCTOpHH. Ha BOMHE YCNEXoB, JOCTHTHYTHIX B
2001 romgy. KOMNaHHs NPOIODKATIa HHTEHCHBHO PAcTH M PACHIMPATLCSL. 3 PE3YIBTaThl ¢ AEATENLHOCTH NPEBbICH-
JIM BCE NPOTHO3B! M OXMaaHus peiHka. T1o aanHeIM Ha xoneu 2002 roaa BrimnenKom umen unctyio onepauion-
HYIO BBIDYUKY B pasMepe $768.5 MUUTHOHA, 4To Ha §1,8% Bbiie ananorugHOTO nokasarens 3a 2001 roa; onepaun-
OHHas NMpUBLUTL cocTaBha $224,8 MmwutnoHa — Ha 157,9% sbiue, HeMm B 2001 romy: a yncras npubuUib COCTABHNA
$129,6 MiHOHA, VBETHUMBLUKCD Ha 173,9% no cpasrenmio ¢ 2001 rozom. B 2002 rony Komnauys noayuina npn-
Gansnrensho $221.7 MIUTHOHA EHEXHBIX CPEACTB OT ONEPALNOKHOM JeSTe/IbHOCTH, N0Ka3aTeny HaNaHCOBOMD
ot4eTa BBUTH BBICOKMMM, 2 OTHOILICHHE 33eMHLIX CPENCTB K COGCTBEHHOMY KanuTany pasHsaaock 0.98.

3HaunTenbHO Bbipocha aboneHTeKas Basa BoimneaKoma. B Teuerne 2002 rona uncno aGOHEHTOB yBEHUHIOCH
moyTtH B 2.5 pasa: ot 2,11 Mwuiuona 1o 5,15 murtnona. B despane 2002 rona mbi BepHyan cebe auanpyioiee
nonoxenue B Mockse no koauyecTBy aboneHTos. K xonuy 2002 roga Mbl oScnyxusani okono 3,71 MILUTHOHA
aboHeHTOB Ha MOCKOBCKOM JIMUEH3MOHHOH TEPPHTOPUH, 4TO COCTAB/LIO JOMK PHIHKA NMPHONU3HTCALHO B
51.6%. ns cpaBHenus, Ha 31 nekabps 2001 roma Mer sMeny npuiausntensio 1,91 Munanona aboHeHTOB, YyToO
COOTBETCTBOBATO MPUMEPHO 46,3% nomu peiHKa Ha MOCKOBCKOH JIHUEH3MOKHOIT TEPPUTOPUH. 3a TIPEacTaMu
Mocksei yeriex Obi edle 6onee anaunreinHblM. B nauane 2002 rona mut paboranit B 16 pernonax, obcayxusas
npumepHo 200 300 abonenTon. B xonue 2002 roga Mbl 0CYIIECTBAAIH CBOK IEATC/ILHOCTh YXe B 38 peruoHax u
obcykiBamM okono 1,44 MimnHoHa aGOHEHTOB, 4TO COCTABIIIO POCT Ha 619,1% no cpaBHEHK IO C NPEabUIYLLM
rofoM. 3To GbL1 CaMbIi BbICOKMH MOKA3aTeNb POCTA CPeNIM KPYMHLIX COTOBBIX Onepatopos Poccuu.

Yenex Haule# CTpaTernu HALHOHATHHOM SKCAAHCHM NPEACTABAACTCA OCOOEHHO BaXHbIM, TTOCKOABKY PETHOHbI
BLICTPO CTaHOBATCA OCHOBHBIM Pe3epPBOM pocTa Maciutabos coToBow ca3n B Poccun. Yposens npoHKKHOBe-
HHA Ha MOCKOBCKOH JIHUEH3HOHHOM TEPPHTOPHH TIpubanxaerca k 50%., 8 To BpeMs kak 3a npeaeinamu Mock-
Bbl 3TOT 1TOKA3aTeNb COCTABW NMPpUEIHINTENBHO 8% Ha Koweu 2002 roza. CornacHo OLUCHKaM HE3ABUCHMBIX
3KCMEPTOB, YPOBEHb NPOHUKHOBEHNS COTOBOM CBA3M B PETHOHAX VTPOWTCA B TeYEHHE OIHXKAALINX TPEX-4EThI-
pex JIeT, MTO NacT npudAH3UTeNbHO 20 MWUIMOHOB HOBHIX aboHeHTOB. C yvyeTOM Taxoi TEHUEHUMH
BbiMnenKom 3HAaYMTENBHO YKPENTHA CBOM MO3HUMK B PETMOHAX ¥ CO3Ia7T MOILIHVIO B33y 1A GyAyulero pocra.
B 2002 roay Mb! IpHOGPENN NOTIONHUTENBHO ABE THLEH3IH Ha BEOEHHE OTIEPATOPCKOIt AEATENLHOCTH B CTAH-~
napre GSM B YKPYIIHEHHBIX PerHoHax: B ceHTabpe 2002 roga Ha Cesepo-3anaaHelil YKPYNHCHHbBIR PETHOH,
Broyas ropon Cankr-TlerepOypr, v Ha Ypanbekuii peruon B aekadpe 2002 rona. C HHMM HaLUW JTMIEH3HH OX-
BaTHIBAIOT 134 MIIMOHA YENOBEeK MK 0Kk00 92% Hacenenus Poccun.

Hawa crparerng naunonanbHoMk sKcnancuu 6a3UpyeTcd Ha ABYX KAOYEBBIX 37¢MEHTAX: 1) CeTh COTOBOH CBA-
3H CTPOHTCA KaK eAHHas ODWEHAUHOHANBHAR CETh, HCMOAb3YI0UIan YHHOHLHPOBAHHDBIE PELICHUS B OTHOLLE-
HMH WHCTAUIALHMK, IKCIUTYATALMH M KOMTPOA padoThl CeTH. B1MHIa H HHPOPMAUHOHHbLIX TEXHOAOTHIHA,
MapKETHHIA, CHCTEMBI CObITA M a00OHEHTCKOR CykObl; 1 2) Pa3BHTHE B PETMOHAX OCYLUECTRIACTCH B OCHOBHOM
TIYTEM TIOCTPOEHMA HOBLIX M PACIUKPEHNA NEHCTBYIOUIHX ceTell, & npHodpPETEHUE YXKe CYLUSCTRYIOUIMX ONepa-
TOPOB HOCHT BCIOMOraTeAbHbIA XapakTep. Takoi noaxoa No3BoAsAET HCNOAB30BATh B MaclTabax Poccu go-
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CTHXEHMSA W ONbIT, NPHOOPETEHHBIE B MOCKOBCKOM PEryiOHEe, NOCTPOMTh XOPOLIO YIIPARISEMYIO CCTh Ha 00-
IMPHOT TeppuTOpHy Poccy 11 H3BIEYL MAKCHMANBHYIO BRITOMY OT DKOHOMHH 34 CYCT VBEIHYCHHA MacllTa-
DOB AEATEABHOCTH.

B nacTosiee Bpems KoMaHUs HAXOAMTCA KA 3Tale CTPEMUTEIBHOTO POCTA i, CAEA0BATENBHO, HYXIAETCH B
3HaYMUTEABHBIX UHBecTHLMAX. B 2002 romy obuinit 06beM KanuTasornoXeHUi B BuimnenKonm coctapn npu-
Bau3uTenbHo $578,3 MumHoHa, npu 3ToM $509,1 MILIMOHA KalTHTANBHBIX 3aTpaT ObL1 HANPaBieHkl Ha 3a-
KVNIKY o0opyIoraHys, a $69.2 MU/LTHOHA NOLWITH Ha NPHODPETEHUE HORBIX KOMNAaHUiT. KanuTalornoxeHHs Ha
MOCKOBCKOU AWUEH3MOHHOH TeppuTopun B 2002 romy cocTaBuau npubnusutensio $241,9 mMuuavona. ns
buHaHcupoBaHKA cBoei AeaTenpbHocTH B anpede 2002 roaa BeimnenKom pasyectiun obaurauni TpexneTHero
10.45% 3aima Ha cymMy $250 MunnoHos. BaxHoi Bexoil B pa3BUTHH HALIMX PETHOHANBHBIX IPOEKTOB CTARH
MHBECTHUMM B pasMepe $175,5 MULTHOHA B KOMNaHu1o BeiMieskonm-PerioH, KOToprie ObiAM CAENansl B HOA-
Bpe 2002 rona paBHEMKM YyacTAMH BriMnenKomom M ero aByMs CTpaTeryeckMMH MapTHEPasu., HOPBEXCKHM
TeseHopoM W poccuitckoit Anbda-Tpyrin. OTH MHBECTULIMM ObUIM CHEJIAHBL B COOTEETCTBHH € PEICHHAMM,
NpHHATEIMUA Ha JonosoM obweM cobpavuu akunoHepos BruimnenKoma B Mae 2002 rooa 1 Ha BHoeouepeanom
obmem cobparuy B urone 2001 roza. Kpome Toro, 8 nekabpe 2002 rona komnanus Bermnenkom-Perion 3axnio-
4l1a KpeAUTHOE coraauieHne co CHepBaHkom Ha cymmy 1 $70 MUILTMOHOB.

JKoHOMHMYECKaA cuTyauus B Poccuy nporomkaeT yryyinathes 61aroaps B3BelICHHBIM pedopMam, NpoBoaH-
MBIM MPaBUTETLCTBOM, M BHICOKHMM LieHAM Ha HedTb, a3 W HPyTHe TPaAMUHOHHBIE NPOLYKTHl POCCHIICKOTO
sxcrnopTa. Takoe NONOXeHWe, B COUETAHUM € MOMHTHUECKON CTAGHILHOCTBIO, CO3MaeT BIAFONPUATHEIE YCIIO-
BUSI JUIS RUTBHEAICTO POCTA. M bl MOJIHBL PELUHMMOCTH HCTI0Ab30BAT 3TY BOIMOKHOCTL B 2003 roay 1t CKOHLEH-
TPUPYEM VCHIINA Ha COXPaHEHHH Halllero JHAMPYIOLLETO NOJOXKEHHS B MOCKBE M Ha CTPEMHTENBHOM Pa3sBHTHH
Gu3Heca B perHoHax. B yenoBUsX DatbHENIUETO pocTa KOHKYpeHUMH KOMIAHUS paccdMThIBAET Ha TaKHe Npe-
MMYIECTBA KaK BRICOKOC Ka4YCCTBO HALIMX MPOAVKTOB W YCIYT, aBOHEHTCKOTO OBCIVKMBAHUS H CHCTEMBI COLI-
Ta, a TAKXKE AMAEPCTBO B 061aCTH pa3paboTKy M BHeAPEHHs HOBbIX NPOAYKTOB. Mbl yBepeHsl, 4TO Nph nox-
IepKe HalIUX CTPAaTEerHYeCKHX NapTHepoB KoMNaHis Bermnea KoM yCnelmHo peaiii3yeT CBOM IL1aHbl M YBETH-
YHT LUeHHOCTH KoMManuy 11 ee akLIHOHEPOB.

Hdxco Jdyndep Ozu K. Pabesa I
Teneparonwic dupexmop Cuyupedumens u Howemusits Hpedeedume:rs Cosemu Qupexmapos
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Russian Economy: Growth Continues

JKoHoMUKa Poceun: pPOCT MPOIAOAAKACTCH

@ 2002 was a difficult vear for the world economy. After the
terrorist attacks of September 11, 2001, the economic situa-
tion in America, the European Union and Japan was charac-
terized by a lack of confidence on the part of investors and
consumers which resulted in slowdowns and recessions in
some of the world's largest economies. In addition, uncovered
fraud in corporate reporting in America further decreased
investor confidence. The situation was exacerbated by the
mounting tension which would, in 2003, result in a war in
Iraq.

This situation did not affect the Russian economy negatively.
Rather, it had a stimulating effect as the expectation of war in
Iraq pushed the 2002 oil prices to the highest levels since 1991.
This. combined with the government’s ongoing efforts to cre-
ate a favorable business environment. has allowed Russia to
experience further growth in 2002. GDP increased by 4.3%,
Central bank reserves grew from $36.6 billion in 2001 to $47.8
billion, real wages increased by more than 25%. while infla-
tion was down from 18.6% in 2001 to 15.1%.

These encouraging results of 2002 were also reflected in the
telecommunications industry, which grew by 40% in terms of
revenue. Substantial improvements were made in the area of
corporate governance and protection of sharcholder rights in
2002. For instance, an amended law on joint stock companies
was adopted, which made Russian legislation in many
respects similar to that of the countries with developed market
economies. It increased the confidence of foreign investors,
which was manifested recently in a $6.75 billion BP—-TNK oil
deal, the biggest investment agreement ever made in Russia,

® 2002 rox 6B TPYIHBIM roaoM 118 MHPOBO DKOHOMMKH.
[Mocne ataxku TeppopHcTos t | ceHTadps 2001 roga 2KOHOMI-
4ecKas cuTyauns 8 AMepkke, Esponeiickom Cowac 1 Sno-
HUMH XapaKTepHU30BATACh OTCYTCTBUEM YBEPEHHOCTH CO CTO-
POHbBl UHBECTOPOR U MOTPeOUTENEI, YTO NNPUBENO K CTIALY U
PEUECCHH B pilie KPYTIHEHILHX MHPOBBIX 3KoHoMBK. CKaH-

Iaibl, cBA3aHHBIe ¢ danbeuduKallielt GUHaHCOBOM OTHET-

HOCTH PSAOM KPYIIHBIX dAMEPUKAHCKHX KOPIIOpaumil, Takxe
He CnocobCTBOBAIM YIVUILEHUIO NONOKEHUSN Ha PHHAHCO-
BBIX PbIHKax. CHTVALMS yeyryOuIach 3cKatalmen Hanpsaxe-
Hus BOKpYT Mpaka, koropoe B 2003 roay npuseno K BofiHe.

Oxanako ata CHUTYalUus He UMena HEMaTHBHLIX MOCIeICTBHA

118 9koHOMIKH Poccni. Ckopee, OHA CTHMyAHPOBATa poc-

CUUCKYIO 9KOHOMHKY, TAaK KaK OXHIAHWS, CBA3AHHLIE C BOJ-
Hoii B Mpake, npyBeau K pocTy LeH Ha HedThb 10 CaAMOTO Bbi-
cokoro yposHa nocae 1991 roga. 3TH obcToATeALCTBA. B CO-
YETAHHH C TPONOMKAIOLIHMMUCS YCUIMAMH NpasHTeNLCTBA
Mo CO31aHU0 BAarONPHATHLIX YCNOBHI Ul pa3sBUTHS Gu3-
Heca, CnocoBCTBOBATH TIPOROMKEHHIO POCTA 3KOHOMKKH B
Poccitn 8 2002 roxy. BBIT so3poc Ha 4,3%, peasepebl Uent-
pansHoro Garka P® yeenyumaucs ¢ $36,6 Munavapnos B
2001 roay o $47,8 MILINMApIOB, peaTbHas 3aprulaTa YRCIH-
yiack Bonee 4eM Ha 25%, OMHOBPEMCHHO © 3THM HHAA-
M cHusmach ¢ 18,6% B 2001 roay o 15,1%.

DTH Brieyatisiowne peavnwsrarsl 2002 roaa Halm oTpaxe-
HHUE B TENSKOMMYHHKALMOHHO{1 OTpacii, KoTopas Nno obbe-
My fipoliaX BhIpocia Ha 40%. 3HauHTeNbHbIC YAYYLWIECHUA
OBLIK LOCTUTHYTH B 061aCTiH KOPNOpaTHBHOTO YIIpaRICHHA
H 3aILUMTBI 1PaB aKUMOHEPoB. JLOTIONHEHUS, BHECEHHbIE B
34KOH 00 akLMOHEPHbIX 001eCTBaX, NPpHOIMINIKM pOCCHii-
CKOE 3aKOHOZATE/ILCTBO K 3aKOHOIATEJAbCTRY PAIBUTHIX
CTPaH ¢ PbIHOYHOM 3KOHOMHKOII. B pesynbraTte BO3pocio
OOBEPHE MHOCTPAHHBIX HHBECTOPOB, YTO NPOACMOHCTPHPO-
Bana caenka Ha $6,75 mwinnapaos mexay «bu ITu» w THK,
KOTOpas ABMJACh CaMbIM KPYMHKM HHBECTHUWOHHBIM CO-
TjaleHueM, KOTAA-11B0 3ai0TtodeHHBIM B Poccuu.
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Cellular Boom Spreads All Over Russia

Cotosplit OyM waracT no Poccuu

® [mproving economic conditions and the increasing
strength of mobile operators led to record growth in sub-
scribers in 2002. The total number of mobile subscribers in
Russia more than doubled, from 7.8 million at the end of 2001
to 18.0 million at the end of 2002. The rate of growth is
increasing and the latest survey shows that it has reached 1
million subscribers per month. At the end of 2002, the num-
ber of subscribers in Moscow was 7.2 million while in the
regions it reached 10.8 million. This marked the first time the
regional subscribers exceeded subscribers in Moscow, and this
gap is expected to continue to widen.

VimpelCom made a significant contribution to the overall
growth of the cellular industry in 2002. Starting the year with
only 10 regional networks and approximately 200,300 sub-
scribers outside of Moscow, VimpelCom ended the year with
38 regional networks and approximately 1.44 million sub-
scribers outside of Moscow. At the end of March 2003,
VimpelCom had approximately 2.22 million regional sub-
scribers. In Moscow, VimpelCom's performance was also
strong: the Company regained leadership in February 2002
and ended the year with 3.71 million subscribers and a 51.6%
market share.

® YryyuieHye 3KOHOMHYECKHX YCI0BHIT M YKperLieHWe co-
TOBEIX OMEPATOPOB NMPHBEJIO K PCKOPIHOMY POCTY YHCAa abo-
HeHToB B 2002 rogy. QOfulee uncio aDOHCHTOB MOGHALHOI
BA3K B Poccui yBenWuyraock 6osee ueM Basoe: ¢ 7.8 ML M-
oHa B koHLe 2001 roma a0 18,0 Munanona 8 koite 2002 ro-
ia. TeMIBbl POCT4 YBETHUMBAIOTCS H ITOCJIEJHHE OTYETHI
IOKa3bIBAIOT, UTO €XeMeCSUHO TipHBaBAsfeTCs | MIAIHOH
aboHeHTOB. B KOHLEe 2002 rona uncno aboHeHTOB B MockBe
COCTAaRIAN0 7,2 MWLIHOHA, A B PETHOHAX 3TO KOAMYECTBO
itocturno 10,8 MULNIMOHA, BnepBble NPEBLICHB YHCAO 260~
HEHTOB B MOCKOBCKOM perHoHe. OXHaaercs, YTo 3TOT pasd-
PBIB ByIET MPOAOXKATL YBEIMYMBATLCA B N10Ab3Y PETUOHOB.

BrismneaKoM clenan 3HauMTebHblt BKIan B obwKit pocT
¢OTOBO# cBa3u B 2002 rony. Hauas rox ¢ 10 pernoHanbHpimu
ceTamu 1 npubausutensHo 200300 aGoHenTOB 3a npenena-
1N Mockebl, BermnenKoM zakonumnn ron, umes 38 peruo-
HaNbHBIX ceTell 3 npubansnTeasvHo 1,44 MitanioHa aboHen-
10B. B KoHle MapTa 2003 rozta BeiMnenKowm umen yke oko-
110 2,22 MWUTHOHA a0OHEHTOB B PETHOHAX. X0OpOWHE MoKa-
satean pabotet Oy v BrnmenKoma 1 8 Mockosckom pe-
ruone: Komnanus sephyna cebe TUAHPYIOLLCE NONOXEHME B
ibeppane 2002 roxa u 3aKoHYWAa rof ¢ 3,71 MHATHOHa abo-
HeHTOB M 51,6% ROMH pHiHKa.
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VimpelCom: The Leader in Product Innovation

BrmneaKom: suaep B 001acTH HHHOBALMIT

® In 2002, VimpelCom consolidated its position as a leader
in product innovation. After the launch of a new state-of-the-
ant. fully scalable, billing system in March 2002 we were the
first in Russia to introduce commercial GPRS service with per
byte billing. We were also the first and we remain the only
Russian operator to establish commercial GPRS roaming. By
the end of 2002, we had GPRS roaming with 23 operators in
19 of our 123 GSM roaming countries, including UK,
Germany, ltaly, Spain and all Scandinavian countries.

In 2002, VimpelCom continued to develop its increasingly
popular infotainment products including interactive services
such as «chat». As a platform, these services use VimpelCom’s
unique BeeOnLine mobile portal. To address a growing need
for infotainment service offerings and handling, VimpelCom
developed and tested a Content Provider Access (CPA) serv-
ice in 2002, which we will launch commercially in 2003 and
which will allow our customers to order content delivery to
their handsets directly from content providers using CPA as a
delivery platform. Multimedia service (MMS) is another
promising product, which VimpelCom was the first to intro-
duce in Russia in 2002, MMS is currently being offered to our
customers on a non-commercial basis pending further market
research, availability of affordable handsets and upgrades of
the product.

As expected, the most popular non-voice service remains
SMS, which represents more than 40% of the revenues gener-
ated by value added services (VAS). VAS are becoming a sig-
nificant revenue generating factor. During 2002, we generated
US$53.8 million of revenue from VAS in our Moscow opera-
tion, a 258.7% increase from USS$15.0 million generated
in 2001.

VimpelCom pays significant attention to payment procedures
in order to make the process more convenient to its clients. In
2002, we significantly extended the number of payment
instruments called «beepay», which allow our customers to
pay the bills in the supermarkets, department stores and gas
stations, via ATM, Internet and mobile phones.

® B 2002 roxy Beimren KoM yKpemil cBoc NOA0XCHHE AHIC-
pa B 061aCTH HOBRIX NpoRykToB. [Toche 3amycka HOBOW coBpe-
MEHHOI BWLTHHTOBOM CUCTeMbI B MapTe 2002 roja Mhl nepsbl -
MM B POCCHU 3aITyCTMAN B KOMMEPUECKYIO DKCTUTVATALMIO YC-
vty GPRS ¢ no-6aitTHoit Tapudukalmedt. Takoke Mul 6uITU U
OCTaeMcsi eXHHCTBEHHBIM onepartopoM B Poccii, KOTopbIR
npedocTarisger poyMuHr ¢ yeryramu GPRS. K xoHiy 2002 ro-
1a Mbl Meau GPRS-poymurr ¢ 23 oriepatopamu B 19 u3 123
CTPaH, C KOTOPBIMH ¥ HAC €CTh COTJALUEHHA Ha POYMHHT B
crariaapre GSM, B Tom uncie B Bennkobputauuu, Tepmanmu,
Wramu, Mcnanui 1 Bo BCeX CKaHAMHABCKHX CTpaHax.

B 2002 roay BriMnenKon nponosxui pa3suBaTth CBOIO Mo~
NYJAAPHYIO CEPUI0 NpoayKTos «infotainment» (HHboOpMauK-
OHHBIE YCIVIY M Pa3BNeKaTe/ibHblE MPOTpaMMul), BKAIOYAs
WHTEPAKTUBHBIE YCAYTH THMA «4aTe. B KauecTre nuiarhopmb
3TH YCITYTH MCIOJB3YIOT YHHKTbHEIT MOOWABHBI nopran
BuOnJIaitn. [ins yIoBneTBOpeHUA BCe PAacTYLLETO Crpoca Ha
venyry «infotainment» 8 2002 roay BeimnenaKost paspatoran
# uenerrant yoryty Content Provider Access (CPA), kotopyio
MBI 33ITYCTHM B KOMMEPUCCKYIO aKcIUTyaTauuio 8 2003 roxy v
TIPEAOCTaBUM HAWHM KIHEHTaM BO3MOXHOCTb NTONYYATH CO-
AepXaTeNbHY1I0 HH(opMalMio (KOHTCHT) Ha CBOMX Tenedo-
HaX HeTIOCPEeACTBEHHO OT TIPOBaACPOB KOHTEHTE, HCNOMb-
3yt CPA B kauecTse miaTgopMbl A0CTaBKH. MyabTUMEANit-
Hble yeryTu (MMS) sBnswTCA elle 0AHMM MepCrneKTUBHBIM
TIPOXYKTOM, KOTOpHIH OwUT BNepabie B PoccHu npeacramieH
BriMnienKomonm. MMS B HacTosllee BpeMs TpeLiaractcs
HalMM aGoHeHT4M Ha HeKOMMepYecKoil ocHOle B OXHda-
HHW IONOIHITENbHBIX UCCACNIOBAHHI pBIHKA, HATHYHA NO-
CTYMHEIX 110 LEHE Y XOPOLUMX 1O KaYeCTBY TeAeOHHBLX ar-
11apaToB M COBEPLIEHCTBOBAHUSA NIPOIYKTa.

Kak 1 oxumanoch, caMoit NONYyAAPHOM HEToJ0COBOH YCIy-
roit octaeTcst SMS, kxoTopast naeT 6onee 40% BHIpYUKM. NO-
CTYNMBIUEH OT NPenoCTaBAEHUS AONOJHMTEABHHIX YCAYL
JonoaHUTENBHBIE YCAYTH CTAHOBATCS CYLIECTBEHHEIM hak-
‘ropom B 06wwmx aoxoaax Konmnaruu. B 2002 roxy seipyuxa ot
J10TIONHHTENRBHBIX YCAYT B MOCKOBCKOM PETHOHE COCTaBUAa
$53,8 MiLannoHa, yTo Ha 258,7% Bulile, YeM $15,0 MuUHO-
Ha, BLIPYYEHHBIX OT RONONHHTEALHBIX yeayT B 2001 roxy.

BeivmenKosm ynenser ocoboe BHUMAaHWE MpoLCaype TuiaTe-
KEW, CTPEMACH CHENATh ITOT MPOLIECC MAKCHMATLHO YIOBHBIM
L1 CBOMX KiIMeHTOB. B 2002 roxy Mbl 3HaYUTeNbHO paciliupy-
/v Habop MAaTCKHBIX HHCTPYMCHTOB, Ha3biBaeMbIX beepay, B
]PE3YSIBTATE YETO HAlH KAMEHTHI MOTYT OTJIAYMBaTh CHCTa B CY-
nepMapKeTax, YHUBepMarax ¥ Ha apTo3arnpaBOuMHEIX CTaHIM-
aX, Yeped BaHkoMaThl, MHTepHeT U coToBbIE TeNnedOoHbI.
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VimpelCom in the Public Eve

BriMnnenKom B riazax o8lUecTBCHHOCTH

® VimpelCom has long established its reputation as one of
the best companies in Russia. Often, it is more difficult to
retain this position than to initially attain it. In this respect,
VimpelCom is proud to have received numerous awards and
top ratings. In 2002. VimpelCom’s brand «Bee Line» was
named «Brand of the Year» for high-tech services by the
national award committee associated with EFFIE, one of the
world's most renowned awards in the area of marketing com-
munications. VimpelCom has also won the «Best Corporate
Governance Award - 2002» granted by the Russian
Association for the Protection of Investor Rights.

VimpelCom'’s rapid progress and achievements in 2002 were
noticed by the U.S. magazine BusinessWeek which named
VimpelCom number 6 in its IT100 list of top 100 1T compa-
nies in the world for 2002. The list covers non-governmental
high-tech companies with revenues exceeding $300 mitlion
and the main selection criteria are the rates of growth in rev-
enues and net profits.

VimpelCom’s $250 million, 10.45% bond issue was named by
EuroWeek magazine as number 3 in the Best Corporate Deals
in Emerging Europe, following the Gazprom and Sibneft
bond issues.

VimpelCom continues to develop its extensive investor rela-
tions program in line with its policy of transparency and
world-class corporate governance. In 2002, VimpelCom had
two roadshows (in addition to a roadshow regarding its bond
offering), took part in five investor conferences in the U.S.,
U.K. and Moscow, and met numerous investors and investor
groups when they visited Moscow. In total. VimpelCom had
more than 150 one-on-one investor meetings in 2002.
VimpelCom also holds quarterly conference calls regarding its
earnings, which are webcast. Moreover, VimpelCom’s
investor relations department is in constant communication
with the investor community via its newly launched Investor
Relations website.

® BroimnienKoM WMeeT JaBHIOKW PENyTAUHIO OIKOI W3
JYYLWIMX KoMraHuit Poccuu. M3BecTHO, 4TO 3aBoeBaTh
PEeNyTALMI0 HAMHOTO JieTde, YeM COXpaHHTb. [lo3TOMY
BrimnienKoM  TOpOMTCA  CBOHUMM  MHOTOUHCIAECHHBIMU
HarpajaMH M BBICOKMMM TO3MLUMSMI B pedTuHrax. B
2002 roay Toprosas Mapka BeimnenKoMma «bu JlaitH» 6blia
Ha3BaHa «Mapxo®t Tona» B 061aCTH BRICOKOTEXHOAOTHY-
HBIX ycnyr, Harpaiay npucBoMn HauMOHAABHBIH KOMHUTET,
accouunposanHblit ¢ EFFIE, onHoit W3 Haubonee nipe-
CTIKHBIX Harpal B MUpe B 06J1aCTH MAPKETHHTOBLIX KOM-
MyHukaumni. BermnenKon Taxke 3aBoesai npus «Jlyuuiee
KOpriopaTusHoe ynpabiaeHue B 2002 rony», npucyxaeHHbIN
Poccuiickoit AccoumnalHei no 3alliTe Npas HHBECTOPOB.

KpynHue ycnexy u noctikenus BrumnenKoma B 2002 rony
GbIY OTMEYEHBI AMEPHKAHCKHM XYpHaIoM BusinessWeek.
KoTopstit nocTaBun BeimnenKom noo Ne 6 B cBoeM peitTHH-
re 13 100 nyywux MUT xoMmnanui mMupa 2002 roaa. B atoT
CTIUCOK BXOANT YacTHBIC BLICOKOTEXHONOINYHBIC KOMITaHHH
¢ noxoaamu cBhiie $300 MivunoHoB. TIpH 3TOM OCHOBHLI-
MU KPUTEPUAMM OTOOPA ABJIAIOTCH TCMITH POCTa ROX010B H
YUCTOM NPUOBLLTH.

PasMmemeniie BemnenKomom 10.45% obnaurausit Ha cyMMy
$250 MuInMOHOB ObLTO HAa3BAHO B XypHane EuwroWeek non
Ne 3 B peHTHHTE JYYLIUX CRENOK 110 BRIMYCKY KOpMOpaTHB-
HBIX obnuraumst B cTpaHax BoctouHoit Emponel, Becnen 3a
koMIaHugaMu Masnpom u CybHed1b.

BoimnenKosM npoaosiKaeT aKTHBHO Pa3BHBaTh NpOTpaMMy
MO CBA3AM ¢ MHBECTOPAaMH B PaMKaX CBOEil TTONMTHUKH NPo-
3paYHOCTH U BLICOKOTO YPOBHA KOPNOPaTHBHOrO ynpamne-
H1s. B 2002 roay npencrasutenu BeiMneaKonma coseplunan
aBe noesnxy (roadshow) mns BCTpeY ¢ HHBECTOpaMH (B Ao-
nonHeHHe X roadshow B CBA3M ¢ BBINYCKOM 0oG/MIranHit),
NIPHHANM YYacTHe B NATH KOHMEPEHUMAX ¢ UHBECTOPaMM B
CHIA, Beauko6putaHuy u Mockse., a TAKXe MPOBENU MHO-
TOUMCAEHHBIE BCTPEYY C MHBECTOPAMMU M IPYNNaMy WHBEC-
TOPOB BO BpeMS HMX noceweHuit Mocksel. B uenom
BrrvneaKowm yyactBoBan B Sonee ueM 150 BcTpeyax «onvH
Ha OaWH» ¢ WHBecTopaM# B 2002 romy. Kpome Toro,
BrivnenKoM NpoOBOOHT eXeKBapTanbHble TeNeKOHbEpeH-
LIMU, MOCBAUICHHBIE PE3YAbTaTaM JEATENbHOCTH 33 KBapTa,
KOTOpbIE TPAHCAUPYIOTCA B ceTH UnTepHeT. B Jononuenue X
aToMyY OTHAEH CBA3el ¢ HBecTopaMi BuiMnenKoma nojuaep-
AHBACT MOCTOSHHBIN KOHTAKT ¢ MHRCCTOPaMH Yepe3 CBOM
BeB-caiT B ceTH MHTepHeT.



Board of Directors
CoBeT AHPEKTOPOR

Morten Karisen-Serby Mikhail M. Fridman Alexander N. Tolchinsky
Executive Vice President, Chairman of the Board of Directors, Head of Corporate Finance,
Telenor ASA  Alfa Group Consontium Alfa Bank

Mopren Kapacen-Copbu Muxana Mapa’ronmi ®puavan  Anekcanxp H. Tomuncki
HCn0aHUTCIbHBH BULIE-1IPESILUEHT. Hpeacexatens Cqse"ra :inpetaopos HayaTuHMK YIpasineHuN

Tenerop . «Albha-Tpyins KOPSICPATHBHOTO PUHARCHPOBANKAR
- - «Ansha-banx»

|
i
\
i
\
i
»

cey M. Reznikovich Pawlcl V. Kulikov

l

Gmy:ml Dircctor, Alfa-Eco Teldcom
1 newspagier Daghladet AS
Tepne Tys
Anerceit Muxaiinosiy
Peamitkonuy




Board of Directors
CoBseT AUPEKTOPOB

Augie K. Fabela I

Co-Founder and Chairman of the Board,
Chairman Emeritus since May, 2002

- Orv ®adena 11
Covupeanrens n Mpeaceaateny
Cosera ZHpeKTopos,

C mag 2002 rona
TToweTHni# Tpeacenarens
CoBeTa AMPEKTOPOB Cone

Henrik Torgersen

Exaceutive Vice President., Toelenor

Xenpuk Toprepeen frination M
Development

Foronsie  Canbiniit s -pes

Teacuon ’ Yapins (I)parm

Buimtieskon

]
|
|
|
b
|
I




Senior Management
Crapiminit MeHCIXMCHT

* From left to right:
* Coesa nanpaeo:

Sergei M. Avdeey
Vice President. Network Development

Christine M. Grzesiak
Vice President for Corporate & Legal Affairs,
Compliance Officer and Secretary of the Board — 2003

Jere C. Calmes
Vice President, Customer Operations
and Product Management

Jo Lunder
Chief Executive Officer

Nikolai N. Pryanishnikov
First Vice President — Commercial Director

Olga N. Turischeva
Marketing Director

Mikhail V. Yakovlev
Sales Director

Cepreit Muxaiaosny Apsees
Buye-npezudenm no cemesomy pazeumurw

Kpuctiina [pxe3sk

Buue-npezudenm no ropucnpydenuyuu

u xopnopamuenssm sonpocam, Cexpemaps Cosema
Hupexmopos; Hoaxwcnocmuoe auuo, omeemcemeennoe
3a cobncdenue obazameavcme — 2003 200

Axepu Kanmec
Buye-npzsudenm no aborenmexum onepayusm
U ynpaeseHuio npodyxmamu

Ixo Jlyuaep
fenepanbnbiii dupexmop

Huxonait Hukonaesuy Ipsuuiunikos
Iepeviti suye-npesudenm — Kommepyeckul dupexmop

Osnsra Hukonaenna Typuitesa
Hupexmop no mapxemunzy

Muxant Bayecnasosuu SKobies
Hupexmaop no npodaxcam



)

Senior Management
Craplinit MeHEeIXKMEHT

* From leflt to right:
* Caesa Hanpago:

Marina V. Novikova
Human Resources Director
Alexey M. Mischenko
First Vice President, Regional

and Business Development
Chief Executive Officer, VimpelCom- Region

Valery P. Goldin
Vice President, International and Investor Relations

Andrey P. Kuznetsov
Vice President, Information Technology

Elena A, Shmatova
Chief Financial Officer - 2003

Maurice H. Worsfold
Chief Financial Officer - 2002

Valery V. Frontov
Vice President, Licensing

Mapuxa Baaamuipossa Hosurkosa
Hupexmap no pabome ¢ nepconanron

Anekcedt Muxaittoput MuuieHko
Tepabtit sune-npesudenm no pecuoRanrsHoMy
Ppassumuro ¥ passumuro Gusreca

Tenepaavnnir dupexmop « Boivneaxom- Pezuons

Baiepuit INaraosuy fonnaux
Buue-npesudenm no mexwdyrnapooHsim c633aM
U OMHOWERUAM C UHEECTNOPAMU

Axapeit [TaBrosuy Ky3nelon
Buye-npesuderm, dupexmop no UHhoOpMayUoRINM
MEXHON02UAM

Encna Ancxcanaposna [linmaTtopa
Taasnwiz punancoesiis dupexmop — 2003 260

Mopiic Yopedona
Taasreis punancossiii dupexmop — 2002 200

Basepuit Bauccaasosuy OpoHTOB
Buue-npeszudenm, dupexmop no obecneveniuo
onepamopckoll desimensHocmi




The Legacy of VimpelCom: Founders’ Pioneering Spirit

Hacaeane BreiMnenKosMa: HOBATOPCKHMH NyX yupeauTeaei

® VimpelCom’s Founder and Honorary President
Dr. Dmiti B. Zimin and Co-Founder and Chairman
Emeritus Augie K. Fabela Il (Chairman of the Board
until May 2002) led VimpelCom from its inception in
1992, 1o its history-making step of becoming the first
Russian company to be listed on the New York Stock
Exchange in 1996, to becoming one of the largest wire-
less telecommunications companies in Central and
Eastern Europe. Our founders have inspired the
Company’s transparency, strong corporate governance,
quality, innovation and a pioneering spirit — values and
characteristics that have made VimpelCom unique in
Russia.

@ Yupemwress 1 TovetHwnit TNpeaunent BrivnenKoma
1-p . B. 3mnzuy 1 Coyupenntess v [ouetHont [Mpence-
Jatent Coseta mipekTopos I-H O. K. ®abena 11 (Mpen-
cepatesnt Copera AMpexTopos 10 Mas 2002 roga) Bo3-
raBasny KOMNaHMK ¢ MOMEHTR ¢e OCHOBAHMA B
1992 roay. OHM 1pUBESIH €€ K MCTOPHYECKOMY JIOCTHXKE-
HUKO 1996 roma. xoraa BeimnenKona ctan nepsoit
POCCUIICKOW KOMMaHWeN, BKJINYEHHOW B JMCTWUHT
Huro-Mopkekoit oHmoBoit BUPXI, H K TONOKEHHIO
OMHOMH H3 KPYNHEHILIMX KOMITAHMII MGOIUILHOM CcBA3M B
llenTparmHoit 1 Boctounoit Espone. OHu sABnsioTCA
WHULMATOPAMH TIPUHATUS TAKHX LIEHHOCTEH 1 MPUHUMK-
NoB, Kak NPUOPHTET BLICOKOI'O Ka4ecTBa, HOBAaTOPCKUH
IIyX, NPO3payHOCTb G13Heca M BLICOKHI YPOBEHb KOPITO-
PaTHBHOTO YNpariaeHHs, KoTopbie cacnain Komnaviwo
YHUKQTLHBIM SBIEHHEM B COBpeMeHHOiT Poccni.
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SELECTED CONSOLIDATED FINANCIAL DATA

The following selected consolidated statement of operations data and
consolidated balance sheet data present a summary of our historical
consolidated financial information at December 31, 2002, 2001, 2000,
1999 and 1998 and for the vears then ended and are derived from our
consolidated financial statements and related notes, which have been

Years ended December 31,

audited by Emnst & Young (CIS) Limited. The selecied financial data
set forth below should be read in conjunction with our consolidared
finarnicial statements and their related notes and the section of this doc-
ument entitled «Management’'s Discussion and Analysis of FFinancial
Condition and Results of Operations».

2002 2001 2000 1999 1998
(in thousands of U.S. doliars, except per share ond per ADS amouns)
Consolidated statement of operations data
Operating revenues:
Service revenues and connection fees US$ 727,868  USS 383,321  USS$252.333  USS 206,542 USS 344,793
Sales of handsets and accessories 49,934 43,228 32.031 31,457 30,372
Other revenues 1.842 1.347 1,309 638 792
Total operating revenues - - N 779,644 427,896 . 285,673 -~ 238,637 375,957
Less revenue-based taxes (11,148) (5,294) (11.537) (12,232) (14,959)
Net operating revenues 768,496 422,602 274,136 226,405 360,998
Operating expenses:
Service costs 111,387 74.097 61.326 56,779 73.736
Cost of handsets and accessories sold 41,709 37,471 34,030 37,103 24.844
Cost of other revenues 55 120 157 242 411
Selling, general and administrative expenses 271.963 149,052 108,482 88,704 93,539
Depreciation and amortization 97.417 61,306 60,022 54,799 42,269
Impairment of long-lived assets - — 66,467 — -
Provision for doubtful accounts 21.173 13,406 18,148 17,845 24,360
Total operating expenses 543,704 335,452 348,632 255,472 259,159
Operating income (loss) 224,792 87.150 (74.496) (29,067 101,839
Other income and expenses:
Interest income 7.169 5,733 4,039 1,756 59
Other (expense) income 1,725 (481) 2,152 565 2,146
Gain (loss) on trading securities 36 420 (44 905 (9,280)
Write-down of Russian government securities — — - (17,088)
Interest expense (46,586) (26,865) (21,089) (16.074) (14,382)
Net foreign exchange (loss) gain (9,439) (110) (2,661) (2.572) (48,125)
Total other income and expenses - +{(47,095). (21,303) (17,603) (15,420) (86,670)
Income (loss) before income taxes and minority interest 177,697 65,847 (92,099) (44,487) 15,169
Income tax expense (benefit) 49,939 18,539 (14,343) (5,564) 17,10t
(1,794) 7 45 673 2,783

Minority interest in net eamings (losses) of subsidiaries

Net income'(lbss)

. US$ 129,552

US$ 47,301 USS (77,801) USS (39,596) USS (4,715)
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Weighted average common shares outstanding 38,014 33,642 30.264 23,181 19,280
Net income (loss) per common share USS 3.41 USS 1.41 USS (2.57) uSS (1.71) USS (0.24)
Net income (lass) per ADS equivalent (1) USS 2.56 USS 106 USS (1.93) USS (1.28) USS (0.18)
Weighted average diluted shares 44,489 40.068 30,264 23,181 19.280
Diluted net income (loss) per common share (2) US$2.91 USS 1.18 USS (2.57) USS (1.7D) USS (0.24)
Diluted net income (loss) per ADS equivalent (2) USS$ 2.18 USS 0.89 USS (1.93) USS (1.28) USS (0.18)
Dividends per share — - — - o=
Other data:

EBITDA (3) USS 322,209  USS 148,456 USS 51,693 USS 25,732 USS 144,108
As % of net operating revenues 41.9% 351% 19.0 % 11.4% 399 %

(1) Each ADS is equivalent to three-quarters of one share of common stock.

(2) Diluted net income per common share and ADS equivalent includes dilution for all shares of our convertible preferred stock and our empioyee
stock oprions in the periods when these shares and options had a dilutive effect (the years ended December 31, 2002 and 2001 for all shares of
our convertible preferred stock and the year ended December 31, 2002 for our emplovee stock options). Qur senior convertible notes were not
included in the computations of diluted earnings per share because they would not have a dilutive effect for all the periods presented.

(3) EBITDA, which represents operating income (loss) before depreciation, amortization and the one-time write-down of AMPSyD-AMPS related
assets of US$66.5 million in the fourth quarter of 2000, is a non-GAAP financial measure. EBITDA should not be considered in isolation as an
alternative to net income (10ss), operating income (loss} or any other measure of performance under U.S. GA4P. We believe thar EBITDA is viewed
as a relevant supplemental measure of performance in the wireless telecommunications indusiry. EBITDA is one of several metrics used by our man-
agement 10 measure the cash generated from our operations, excluding the operaring cash requirements of our interest and income taxes. In addi-
tion, our loan due to J.P. Morgan AG requires us to maintain certain financial ratios, including a specified leverage ratio, which includes EBITDA
in its calculation. Finally, EBITDA is one of many fuctors used by the credit rating agencies to determine our credit ratings. The performance that
EBITDA measures excludes our need 1o replace our capital equipment over time. A reconciliation of the differences between EBITDA and operar-
ing income (loss), the most directly comparable financial measure calculated and presented in accordance with U.S. GAAP, Is as follows:

Years ended December 31,
2002 2001 2000 1999 1998
EBITDA 322,209 148,456 51,993 25,732 144,108
Depreciation (85,204) (48,690) (47,458) (44.801) (34,623)
Amortization ) (12,213) (12.616) (12,564) (9.998) (7,646)
Impairment of long-lived assets — - (66,467) - -
Operating income (loss) ST 224,792 87,150 (74,496) (29,067) 101,839

At December 31,

2002 2001 2000 1999 1998

{in thousands of U.S. dotlars)

Consolidated balance sheet data:

Cash, cash equivalents and short-term investments USS 263,657 US$ 145,092  USS 152,691 USS 36,112 USS 16.646
Working capital (deficit) 69,582 52.146 122.270 (38,782) (46.,259)
Property and equipment, net 957.602 535,405 156.566 369,053 357,788
Intangible assets, net 144,115 70,926 79.649 82,991 89,724
Total assets 1,692,744 925.806 700.315 590,095 536,067
Total debt including current portion (1) 650,580 277,673 222,764 161,338 162,330
Total liabilities 1,030,081 417,685 331,692 289,107 333,131
Total shareholders’ equity USS 662,663  USS 508,121 USS 368,623  USS 300,988 USS 202,936

(1) Inciudes bank loans, equipment financing, capital lease obligations and senior convertible nores.
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SELECTED OPERATING DATA

The following selected operating data at December 31, 2002, 2001.  conjunction with our consolidated financial statements and their relat-
2000. 1999, and 1998 and for the years then ended have been derived  ed notes and the section of this offering memorandum entitled
from our company and from independent sources that we believe tobe  «Management’s Discussion and Analysis of Financial Condition and
reliable. The selected operating data set forth below should be read in Results of Operations».

At December 31,

2002 2001 2000 1999 1998

Selected industry operating data:
Estimated population of Moscow license area (1) 16,984,800 15.001.800 15.001.800 15,038.700 15,261,000
Estimated Moscow license area subscribers (2) 7,201,400 4,110,200 1.993.600 785.000 281,000
Estimated Moscow license area penetration rate (3) 42.4% 274 % 13.3% 5.2% 1.8%
Selected operating data:
End of period subscribers:

Moscow license area 3,712,700 1.911,200 780,100 350.400 124,000

The regions (4) 1,440,400 200,300 53.500 21,700 11,500
Total subscribers B o : s TL5,153,100 - 2,111,500 . 833,600 - 372,100 135,500
Market share of total Moscow license area subscribers (2) 51.6% 46.5% 39.1% 44.6% 44.1%
Estimated coverage of Moscow license area (sq. km) (3)

D-AMPS 40,000 39,700 39.700 37.400 36,700

GSM 46,770 46,500 44,200 34,063 4,034
Monthly average minutes of use per user («MOU») (6) 92 105 91 137 295
Monthly average revenue per subscriber («<ARPU») (7) USS 18 US$ 26 USs 37 USS 99 UsSs 215
Churn rate (8) 30.8% 23.0% 34.0% 25.0% 53.6%
Number of Moscow license area operational base stations:

D-AMPS 314 318 318 302 272

GSM 1,721 1,072 735 485 244

(1

(2

(3)
(4)

(3)
(6)

(7)

(%)

The Moscow license area includes the City of Moscow and the area constituting the Moscow region. Poputation siatistics for 1998 were published
in the «Geography of Russia 1998» by the Scientific Publishing House Boishaya Russkaya Encyclopedia. Population statisiics for 1999, 2000,
2001 and 2002 were published by Goskomstat.

Based on our estimates of active subscribers (namely, contract subscribers who have made payments in the last two months and prepaid subscribers
who have not had a charge on their phone in the last six monihs) on our networks and independent estimares of active subscribers on the networks
of the other wireless telecommunications providers in the Moscow license area. Published data on the number of subscribers of other mobile wire-
less service providers may differ from each other and from our dara because of the varving methodologies of accounting for active and inactive
subscribers.

Toral estimated Moscow license area subscribers expressed as a percentage of the estimated population of the Moscow license area.

Represents the total number of GSM and AMPS/D-AMPS subscribers in the regions outside of the Moscow license area, including subscribers on
nerworks of some of our subsidiaries and affiliates.

The Moscow license area is approximately 47,000 square kilometers.

MOU (Monthly Average Minutes of Use per User} is calculated for each month of the relevant period by dividing the total number of billable min-
utes of usage for incoming and outgoing calls during thar month (excluding guest roamers) by the average number of subscribers during the month,

ARPU (Monthly Average Revenue per User) is calculated for each monih in the relevant period by dividing our service revenue during that month,
including roaming revenue, bur excluding revenue from connection fees and sales of handsets and accessories, by the average number of our sub-
scribers during the month.

We use churn rate 1o mean the total number of subscribers disconnected from our nerwork in a given period expressed as a percentage of the mid-
point of the number of our subscribers at the beginning and end of that period. Migration of our subscribers from our D-AM PS network to our GSM
nerwork, as well as migration berween tariff plans were technically recorded as churn, therefore increasing the churn rate recorded in 2000, 2001
and 2002, although we did not lose these subscribers.



MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS

The following discussion and analysis should be read in conjunction with our consolidated financial statements and the related notes included elsewhere
in this documeni. This discussion contains forward-looking statements that involve risks and uncertainiies. Our actual results could differ materially
from those anticipated in the forward-looking statements as a result of numerous factors, including the risks discussed in our Form 20-F for the vear

ended December 31, 2001.

Overview

We are a leading provider of wireless telecommunications services in
Russia, operating under the «Bee Line» brand name. Bee Line is one
of the most recognized brand names in Russia. Based on independent
estimates of the number of subscribers of our competitors in the
Moscow license area, we estimate that our market share in the
Moscow license area was 51.6% at the end of 2002. In addition. we are
now accelerating the development of our national GSM footprint by
expanding our GSM service areas to regions outside of Moscow. As of
December 31, 2002 we had approximately 1.44 million subscribers on
our networks in the regions outside of the Moscow license area as
compared with 200,300 subscribers as of December 31, 2001. Our
G SM licenses permit us to operate wireless networks in areas populat-
ed by approximately 134 million people, or approximately 92% of the
Russian population.

Effective for the year ended December 31, 2001, our company has two
reportable segments — the Moscow license area and the regions out-
side of the Moscow license area. The Moscow license area includes the
city of Moscow and the Moscow region. The regions outside of the
Moscow license area include all other regions of the Russian

Federation. Our management analyzes the reportable segments sepa-
rately because of different economic enviromiments and the different
stages of development of markets of wireless telecommiunications serv-
ices in different geographic areas. which require different investment
and marketing strategies. The Moscow license area is a more devel-
oped market for our company’s services compared to the regions out-
side of the Moscow license area.

In each of 2002, 2001 and 2000, we increased our revenues primarily
by increasing our number of subscribers. We increased our number of
subscribers primarily through organic growth, which has been aug-
mented in 2002 and 2001 by sclected acquisitions. Approximately
1.4% and 3.5% of our consolidated total operating revenue in each of
2002 and 2001, respectively was generated by subsidiaries acquired in
each such year, with the remaining increase in total operating revenues
generated through organic growth and greenfield roll-outs.

We offer both contract and prepaid services to our subscribers. The
following table indicates our subscriber figures, including the num-
ber of subscribers in Moscow and the regions, as well as our prepaid
subscribers and GSM subscribers as percentages of our total sub-
scriber base.

Years ended December 31,

2002 2001 2000

Total number of subscribers 5,153,100 2,111.500 833,600
Moscow 3,712,760 1.911.200 780,100
Regions 1,440,400 200.300 53,500
Percentage of GSM subscribers 93.7% 81.4% 56.8%
Percentage of prepaid subscribers 79.0% 65.8% 66.5%

We define our churn rate as the total number of subscribers discon-
nected from our network in a given period expressed as a percentage
of the midpoint of the number of our subscribers at the beginning and
end of that period. We consider a subscriber to have been discon-
nected if the subscriber is a contract subscriber who has not made a
payment in the last two months or if the subscriber is a prepaid sub-
scriber who has not had a charge on his phone in the last six months.

Migration of subscribers from our D-AMPS network te our GSM
network, as well as migration between tariff plans were technically
recorded as churn, therefore increasing the churn rate recorded in
each of the last three years. although we did not lose those sub-
scriters. The following table shows our annual churn rates for the
periods indicated for our entire business, as well as in Moscow and
the regions.
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Years ended December 31,

2002 2001 2000

Churn rate 30.8% 23.0% 34.0%
Moscow 33.9% 23.7% N/A
Regions 14.5% 8.9% N/A

Contributing to the increase in our churn rate in 2002 was high subscriber growth, as well as internal migration and increased competition.

While our subscribers and revenues have grown in each of 2000, 2001
and 2002, our average monthly service revenues per subscriber, or
ARPU, and minutes of use per subscriber, or MOU, have been decreas-
ing. ARPU is calculated for each month in the relevant period by divid-
ing our service revenue during that month, including roaming revenue,
but excluding revenue from connection fees and sales of handsets and

accessories, by the average number of our subscribers during the month.
MOU is calculated for each month in the relevant period by dividing
the total number of billable minutes of usage for incoming and outgo-
ing calls during that month (excluding guest roamers) by the average
number of subscribers during the month. The following table shows our
monthly ARPU and MOU for the periods indicated.

Years ended December 31,

2002 2001 2000

ARPU USs 18.3 USS$ 26.2 Uss 37.0
Moscow US$ 19.4 UUSS$ 26.5 N/A
Regions Uss$ 124 US$ 21.9 N/A
MOU 92.3 105.3 91.0
Moscow 93.6 106.1 N/A
Regions 84.7 85.5 N/A

The decline in MOU in the Moscow license area is primarily attribut-
able to an increase in the number of our mass market subscribers as a
proportion of the total number of our subscribers. In the future, we
expect that both in the Moscow license area and in the regions, MOU
will experience further declines and then will stabilize. as has been the
casc in other cellular markets. Because the Moscow market is begin-
ning to mature, with penetration rates approaching 45% as of
December 31, 2002, we expect MOU to begin to stabilize in the
Moscow license area before it begins to stabilize in the regions, where
penetration rates are currently much lower. In 2000, 2001 and 2002.
we reduced our tariffs in response to increased competition. With
reduced tariffs, we attracted proportionately more mass-market users,
who typically gencrate lower ARPU. In addition, our subscriber
growth in the regions has led to an increase in the number of mass-
market subscribers as a percentage of our total subscribers. These fac-
tors contributed to the decline in ARPU in 2002 compared to 2001. We
expect a continuing decline in ARPU due to increasing competition,
resulting in lower tariffs, and continued growth in the number of our
regional subscribers, both of which are likely to resuit in proportion-
ately more mass-market subscribers.

Revenues

We generate our revenues from providing wireless telecommunications

services and selling handsets and accessories. Our primary sources of

revenues consist of:

® Service revenues. Our service revenues include airtime charges from
contract and prepaid subscribers, monthly contract fees, roaming
charges and charges for value-added services such as SMS, call
number identification, voice mail and call waiting. Connection fees

are one time charges for the allocation of a telephone number. In
the past, connection fees were a notable component of our service
revenues. However, in response to competitive factors, we have
reduced or eliminated most connection fees in the Moscow license
area and the majority of the regions in which we operate. We expect
that connection fees are not likely to be significant going forward.
Service revenues and connection fees constituted approximately
94.7%, 90.7% and 92.0% of our net operating revenues for 2002,
2001 and 2000 respectively. We believe that service revenues will
continue to increase in 2003 primarily as a result of the continued
growth in our subscriber base. We also expect that our service rev-
enues will continue to grow at a faster rate in the regions than in the
Moscow license area.

¢ Sales of handsets and accessories. We sell wireless handsets and
accessories to our subscribers for use on our networks. Sales of
handsets and accessories constituted approximately 6.5%. 10.2%
and 11.7% of our net operating revenues in 2002, 2001 and 2000
respectively. We expect revenues from sales of handsets and acces-
sories to remain stable over the next several years.

During 2002. our roaming revenues generated by our subscribers
increased 86.9% to USS58.3 million in 2002 from US$31.2 million in
2001, and our roaming revenues received from other wireless services
operators for providing roaming services to their subscribers increased
19.1% to US$55.4 million in 2002 from US$46.5 million in 2001.
These increases were primarily due to improved and expanded network
coverage and an increase in the number of our roaming partners.
Howzver, in 2002, our service revenues grew at a higher rate than our
roaming revenues. As a result, our roaming revenues as a percentage of
our net operating revenues decreased from 18.4% in 2001 to 14.8% in
2002. Over the next several years, we expect our roaming revenues
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from wireless users routing through the Moscow license area. which
currently makes up the substantial percentage of our roaming rev-
enues, to stabilize.

During 2002. in the Moscow license area. we generated USS53.8 mil-
lion of revenue from value added services, a 258.7% increase from
USS15.0 miltion generated in 2001. Value added services include
SMS, caller number identification, voice mail, call waiting and data
transmission. In the regions, we did not account for value added serv-
ices separately. Over the next several years, we expect that value added
services will increase as a percentage of net operating revenues in both
the Moscow license area and the regions.

Expenses

We have two categories of expenses directly attributable to our rev-
enues: service costs and the costs of handsets and accessories.

Service Costs

Service costs include interconnection and traffic costs, channel
rental costs, telephone line rental costs, roaming expenses and
charges for connection to special lines such as 911. An increasing
number of our subscribers are using 10 digit federal telephone num-
bers, which creates a cost advantage for us. In 1998, we began offer-
ing our subscribers in the Moscow license area the option of receiv-
ing a 10 digit federal telephone number as an alternative to receiving
a more expensive, local Moscow telephone number, Qur costs for
the use of seven-digit Moscow telephone numbers consist of a flat
monthly line rental fee and a usage fee based on traffic. In contrast,
for the use of federal telephone numbers, we currently pay a much
lower usage fee based on traffic and we do not pay a monthly line
rental fee, resulting in significantly lower service costs with respect
to our subscribers using federal telephone numbers. Due in part to
the higher proportion of our subscribers using federal telephone
numbers, our service costs per subscriber decreased and our service
margin as a percentage of our service revenues improved to 84.7% in
2002 from 80.7% in 2001 and 75.7% in 2000. Service margin repre-
sents the aggregate of service revenues and connection fees less serv-
ice costs. We expect that competitive pressures and new technologies
may reduce certain service costs over the next several years, most
likely including transport. interconnection and other traffic costs,
although there is a risk that charges for federal numbers may
increase.

Cosrs of Handsets and Accessories

Our costs of handsets and accessories sold represent the amount that
we pay for such equipment. We purchase handsets and accessories
from third party manufacturers for resale to our subscribers for use on
our networks. In 2000, we subsidized sales of handsets and accessories
in order to encourage the use of our networks. In 2000, these subsidies
amounted to US$1.9 million or 5.6% of the cost. In 2002 and 2001, we
recorded profits from the sale of handsets and accessories of US$8.3
million and US$5.9 million, respectively. Subsidies or profits from the

sale of handsets and accessories are calculated as the difference
between the revenues generated from the sale and the costs of the
handsets and accessories sold.

Operating Expenses

In addition to service costs and the costs of handsets and accessories.,
our operating expenses include:

Selling, general and adminisirative expenses. Our selling, general and

administrative expenses include:

® dealers’ commissions;

® salaries and outsourcing costs, including related social contribu-
tions required by Russian law;

o marketing and advertising expenses;

® other miscellaneous expenses. such as insurance, taxes. license
fzes, and accounting, audit and legal fees:

@ repair and maintenance expenses;

® rent, including lease payments for base stations’ sites; and

® utilities.

Marketing and sales-related expenses comprise a large portion of our
selling, general and administrative expenses and consist primarily of
dealers’ commissions, salaries and outsourcing costs, and advertising
expenses. Subscriber acquisition cost per subscriber, or SAC, is calcu-
lated as dealers’ commissions. advertising expenses and handset subsi-
dies for the period divided by the number of new subscribers connect-
ed to our networks during the period.

In 2002, our SAC fell to USS$25.7 from USS37.6 in 2001, primarily due
to a decrease in the average dealer commission per new subscriber in
the first half of the year and a decrease in the amount spent on adver-
tising per new subscriber. In addition, SAC decreased beciuse of a
growing percentage of our new subscribers were in the regions where
SAC is lower than in Moscow. During 2000 and 2001. we made centain
improvements in our distribution network and increased the number of
our sales offices and points of sale. In the first quarter of 2001, we
acquired the «Mobile Center» dealer network, one of the largest retail
dealer networks in Moscow. for approximately US$3.2 million. This
acquisition added 12 additional sales offices to our distribution net-
work. In 2002, Mobile Center added nine new offices and as of
December 31, 2002, our Mobile Center dealer network consisted of 28
sales offices.

Depreciation and amortization expenses. We depreciate the capitalized
costs of our tangible assets, which consist mainly of equipment and
buildings owned by us. In addition, we historically have amorized our
intangible assets, which consist primarily of telecommunications
licenses and frequency allocations under certain of our GSM license
amendments, purchases of telephone line capacity for local numbers
in Moscow and the regions, and goodwill. Starting January [, 2002,
goodwill is no longer being amortized and is subject to an annual
impairment test. See «Recent Accounting Pronouncements» below.
Intargible assets constituted 8.5% of our total assets and 21.7% of our
shareholders’ equity as of December 31, 2002. In contrast to Moscow
telephone numbers, we currently do not have to purchase telephone
line capacity for federal telephone numbers. In the future, we expect
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that an increasing portion of our subscriber base will use federal num-
bers. Consequently, we do not expect to experience an increased amor-
tization expense for telephone line capacity purchases despite the
anticipated growth in our subscriber base. In 2001, the total additions
to fixed assets (including equipment under construction) amounted to
approximately US$212.9 million. which included US$152.7 million
for purchases of network equipment (including network equipment
acquired under financing agreements) primarily for our GSM net-
works, In 2002, the total expenditures for long-lived assets amounted
to approximately US$578.3 million, which included US$509.1 million
for purchases of network equipment (primarily for our GSM net-
works), and the acquisition of intangible assets, software and other
equipment, and US$69.2 million for acquisition of cther companies.
Our increased capital expenditures caused our total depreciation and
amortization expenses to increase by 58.9% in 2002 compared to 2001
and by 2.1% in 200] compared to 2000. Over the next several years, we
expect to continue making significant capital expenditures as we
expand our regional networks. which will increase our future depreci-
ation and amortization expense.

Impairment Charges. Based upon a comprehensive review of long-
lived assets, we determined that as of December 31, 2000, our
telecommunications D-AMPS network equipment in the Moscow
license area and certain of our software licenses from the vendor of the
equipment were impaired. The impairment was in large part due to
the fast pace of our GSM network expansion and the faster than
anticipated rate of migration of our customers from our D-AMPS
network to our GSM network. This migration started in the second
half of 2000. Accordingly, revised revenue forecasts for the D-AMPS
network for the coming years are based on a lower number of sub-
scribers. The estimate of the fair value of our D-AMPS assets was
based on the present value of expected future cash flows using a dis-
count rate of 20%. We recorded an impairment charge of US$66.5
million (USS43.2 million net of related tax adjustrents), including
USS61.0 million in respect of equipment and USS$5.5 million in

respect of licenses classified as inwangible assets on our consolidated
balance sheets. The amount of the impairment charge represented the
difference between net book valuz of D-AMPS assets and their fair
value, determined as mentioned above.

Provision for doubtful accounts. We include in our operating expenses
an estimate of the amount of our accounts reccivable that we believe
will ultimately be uncollectible. We base the estimate on historical data
and cther relevant factors. such as the financial condition of the econ-
omy as a whole. Looking forward. we expect our provision for doubt-
ful accounts to continue o decrease as a percentage of net operating
revenues due to an anticipated increase in the number of prepaid sub-
scribers. In addition, we are continually reviewing our collection prac-
tices to identify ways to improve how we monitor and collect accounts
receivable.

Interest expense. We incur interest expense on our vendor financing
agreements, loans from banks, the 2002 loan from JP Morgan AG, the
convertible notes issued in 2000, capital leases and other borrowings.
Our interest bearing liabilities carry both fixed and floating interest
rates. On most of the floating rate borrowings, the interest rate is
linked eitherto LIBOR orto EURIBOR. In 2002, our interest expensc
amounted to USS46.6 million or 6.1% of net operating revenue, a
73.2% increase compared to US$26.9 mitlion in 2001.

Income tax expense. The Russian Federation was the only tax jurisdic-
tion in which our income was subject to taxation. On August 6, 2001,
a law was signed which introduced certain changes in Russian tax leg-
islation reducing the statutory income tax rate from 35% to 24% effec-
tive January 1, 2002. Income tax expense includes both current and
deferred tax expense. In 2002, we incurred USS49.9 million of tax
expense, a 169.7% increase compared to US$18.5 million in 2001,
This increase was primarily due to the increase in our taxable income.
Russia’s federal and local tax laws and regulations are subject to fre-
quent change, varying interpretations and inconsistent enforcement.
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Results of Operations

The table below shows, for the periods indicated, the following statement of operations data expressed s a perceniage of net operaiing revenues.

Years ended December 31,

2002 2001 2000
Consolidated statement of operations data
Operating revenucs:
Service revenues and connection fees 94.7 90.7 92.0
Sales of handsets and accessories 6.5 10.2 11.7
Other revenues 0.3 0.4 0.5
Total dpcrating revenues ; ~ o 1015 101.3 104.2
Less revenue-based taxes (1.9 (1.3) (4.2)
Net operating revennes 100.0 100.0 100.0
Operating expenses:
Service costs 14.5 17.5 22.4
Cost of handsets and accessories sold 5.4 8.9 12.4
Cost of other revenues - — 0.1
Selling, general and administrative expenses 354 353 35.6
Depreciation and amortization 12.7 14.5 21.9
Impairment of long-lived assets — - 24.2
Provision for doubtful accounts 2.7 32 6.6
Total operating expenses : 70.7 79.4 127.2
Operating income {loss) 29.3 20.6 (27.2)
Other income and expenses:
Interest income 0.9 1.4 1.5
Other income (expense) 0.2 0.1) 0.8
Gain on trading securities — 0.1 —
Interest expense 6.1y (6.4) (7.7)
Net foreign exchange loss (1.2) — (1.0)
Total other income and expenses 6.2) (5.0) 6.4)
Income (loss) before income taxes and minority interest 23.1 15.6 (33.6)
Income tax expense (benefit) 6.4 4.4 (5.2)
Minority interest in net earmnings (losses) of subsidiaries (0.2) - -
Net income (loss) - - .16.9 11.2 (28.4)

The regions outside of the Moscow license area were identified as a
reportable segment in the year ended December 31, 200! in accor-
dance with the quantitative thresholds established in U.S. Statement
of Financial Accounting Standard, or SFAS, No. 131, «Disclosures
About Segments of an Enterprise and Related Information.» In the
discussion below, financial information by reportable segment for the
vear ended December 31, 2000 is only given for comparative purpos-
es. For more information on our reportable segments, please see Note

22 to the consolidated financial statements included in this docu-
ment. The table below provides information about the results of our
two reportable segments for the year ended December 31, 2002 com-
pared to the vear ended December 31, 2001. In the year ended
December 31, 2000, our operations in the regions outside of the
Moscow license area were not significant. Accordingly, we do not
present in this table a segment comparison of our results in 2001 com-
pared to 2000.

Moscow license area Regions
2002 2001 % change 2002 2001 % change
(in mitlions of US dollars. excepr % change)
Total operating revenues excluding intragroup transactions 698.7 416.9 67.6 81.0 1.0 636.4
Depreciation and amortization 86.4 59.3 457 11.3 2.1 438.1
Operating income {loss) 238.5 94.4 152.6 (12.9) 6.7) 92.5
Income/ (loss) before income taxes and minority interest 199.8 73.3 172.6 (22.0) (7.1) 209.9
Income tax expense 49.1 18.6 164.0 0.8 (0.D N/A
Net income (loss) 150.6 55.0 173.8 (23.2) (7.0) 2314
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Year Ended December 31, 2002
Compared to Year Ended December 31, 2001

Operatiing Revenues

Our total operating revenues, net of revenue-based taxes, increased by
81.9% 1o US$768.5 million in 2002 from US$422.6 million in 2001.
Our total operating revenues increased by 82.2% to US$779.6 million
from US$427.9 million in 2001. Total operating revenues from our
Moscow license area operations increased by 67.6% to US$698.7 mil-
lion in 2002 from US$416.9 million in 2001. Total operating revenues
from our operations in the regions increased by 636.4% to US$81.0
million in 2002 from US$11.0 million in 2001. Revenues from our
Moscow license area operations constituted 89.6% of our total operat-
ing revenues in 2002 compared to 97.4% in 2001. Revenue growth was
primarily due to the overall increase in the number of our subscribers,
an increase in our revenues from value added services and an increase
in our roaming revenues. Our increase in roaming revenues was pri-
marily due to the improved and expanded coverage and a greater num-
ber of roaming partners.

Service revenues and connection fees increased by 89.9% to US$727.9
million in 2002 from US$383.3 million in 2001. Revenues from sales
of handsets and accessories in 2002 increased 15.5% to US$49.9 mil-
lion from US$43.2 million in 2001, primarily due to the increase in the
number of our subscribers, As a percentage of net operating revenues,
revenues from sales of handsets and accessories decreased to 6.5% in
2002 from 10.2% in 2001, as our service revenues increased at a faster
rate than our revenues from sales of handsets and accessories.

Operating Expenses

Service costs. Our service costs increased approximately 50.3% to
USS$111.4 million in 2002 from US$74.1 million in 2001. Our service
costs grew at a slower rate than revenues. which led to an improvement
in our gross margin percentage from 73.6% in 2001 to 80.1% in 2002.
Gross margin is defined as net operating revenues less selected operat-
ing costs (specifically, service costs, costs of handsets and accessories
soid and costs of other revenues). Gross margin percentage is defined
as gross margin expressed as a percentage of net operating revenues.

The slower growth in service costs relative 1o net operating revenues
was primarily due to improved interconnect agreements with tele-
phone line providers and in part to the increased use of federal num-
bers by our subscribers in the Moscow license area and the regions. We
pay no monthly rental fee and incur much lower interconnection costs
for federal telephone numbers as compared to local telephone num-
bers. As a percentage of net operating revenues, our service costs
decreased to 14.5% in 2002 from 17.5% in 2001.

Cost of handsets and accessories sold. Qur cost of handsets and acces-
sories sold increased by 11.2% to US$41.7 million in 2002 from
US$37.5 million in 2001. This increase was primarily due to the
increased volume of sales of handsets and SIM cards.

Selling, general and administrative expenses. Our selling, general and
administrative expenses increased 82.4% to US$272.0 million in 2002

from USS149.1 million in 2001. The increase in selling. general and
administrative expenses resulting from increased aggregate subscriber
acquisition costs and general and administrative expenses related to
our regional expansion. including the integration of companies
acquired in 2002. was offset by decreases in dealer commissions and
our advertising expenses per subscriber, At the same time. our SAC
decreased from USS37.6 in 2001 to USS25.7 in 2002, As a percentage
of net operating revenues, our selling, general and administrative
expenses were 35.4% in 2002, substantially unchanged from 35.3% in
2001. As a percentage of our selling, general and administrative
expenses, aggregate subscriber acquisition costs decreased 10 36.8% in
200z from 38.5% in 2001.

Depreciation and amontization. Depreciation and amortization expense
in 2002 was approximately US$97.4 million, a 58.9% increasc compared
to the USS61.3 million reported in 2001. Our Moscow license area
operations recorded a 45.7% increase to USS86.4 million in deprecia-
tion and amortization expense compared to the US$59.3 million report-
ed irs 2001, while our regional operations recorded a 438.1% increase to
US$11.3 miilion in depreciation and amortization expense compared to
USS$2.1 million reported in 2001. The total increase in the depreciation
and amortization expense was due to the accelerated capital expenditure
in the regions and continued investment in the Moscow license area.

Provision for doubtful accounts. Our provision for doubtful accounts
increased 58.2% to USS21.2 million in 2002 from USS$13.4 million in
2001. This increase was primarily a result of the growth of our revenue.
As 2 percentage of net operating revenues, provision for doubtful
accounts decreased from 3.2% in 2001 to 2.7% in 2002. The decrease
in the provision rate is primarily due to an increase in the number of
prepaid subscribers, improved risk management practices and
improved cash collection procedures.

Operating Income/Loss

Primarily as a result of the foregoing, our operating income was
US$224.8 million in 2002, compared to operating income of US$87.2
million in 2001. In 2002, our Moscow license area operating income
grew by 152.6% to US$238.5 million compared to US$94 .4 million in
2001. Our operating loss from regional operations increased by 92.5%
to US$12.9 million compared to our operating loss of US$6.7 million
in 2001. The increase in operating income in the Moscow license area
is primarily attributable to the growth of our Moscow subscriber base
and our cost management efforts. The operating loss in our regional
operations is primarily attributable to expenses connected with the
greeaficld development of our regional networks and the low number
of subscribers during the initial stage of development in the regions
outside of the Moscow license arca. The primarily greenfield develop-
ment of our regional networks requires us to have significant infra-
structure in place prior to offering services to, and thus receiving rev-
enue from. our regional subscribers. This accelerated development of
our regional infrastructure in 2002 has resulted in a significant increase
in our capital expenditures, and thus depreciation and amortization
expenses, as well as our selling, general and administrative expenses.
Over the next several years, we anticipate that our revenues in the
regions will grow relative to our regional operating expenses as we fur-
ther roll-out operations and grow our subscriber base.
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Other Income and Expenses

Interest expense. Our interest expense increased 73.2% to US$46.6
million in 2002 as compared to US$26.9 million in 2001. This increase
was due to an increase in our interest bearing debt, primarily the 2002
loan from J.P. Morgan AG, certain vendor financing and bank credits,
from US$276.0 million at the end of 2001 to US$648.1 million at the
end of 2002.

Foreign currency exchange loss and gain on Russian securities. We recorded
a US$9.4 million foreign currency exchange loss in 2002 as compared to
a foreign currency exchange loss of US$0.1 million in 2001. The devalua-
tion of the U.S. dollar against the euro in 2002 resulted in a foreign
exchange loss from a corresponding revaluation of our euro-denominated
liabilities to our suppliers of telecommunications equipment. In order to
reduce our euro-U.S. dollar currency exposure, in August 2002 we
entered into a series of currency forward agreements to acquire approxi-
mately Euro 89.9 million at a fixed euro to U.S. dollar exchange rate. As
of December 31, 2002, substantially all of our euro-denominated liabili-
ties that were not covered by the forward agreement were covered by our
cash holdings, denominated in euros, in the approximate amount of
Euro 38.8 million. We recorded a USS0.04 million gain in 2002 from the
sale of Russian securities as compared to a US50.42 gain in 2001.

Income rax expense. In 2002, we recorded a US$49.9 million income tax
expense compared to an income tax expense of US$18.5 million
recorded in 2001. This income tax expense consisted of current and
deferred taxes. Deferred taxes arose due to differences between the basis
of computing income under Russian tax principles and U.S. GAAP.
In 2002, our tax expensc grew as our taxable income increased.

Net income and net income per share. In 2002, our net income was
approximately US$129.6 million, or a net income of US$3.41 per com-
mon share (USS$2.56 per ADS). compared to a net income of approxi-
mately US$47.3 million, or a net income of USS$1.41 per common share
(US$1.06 per ADS) in 2001. 1n 2002. we reported diluted net income of
USS2.91 per common share (USS$2.18 per ADS), compared to diluted
net income of USS1.18 per common share (USS$0.89 per ADS) in 2001.
In 2002, before eliminating intersegment transactions, net income for
our Moscow license area operations was US$150.6 million. Net loss in
the regions for 2002 amounted to US$23.2 million before eliminating
intersegment transactions. In 2001, before eliminating intersegment
transactions, net income for our Moscow license area operations was
US$55.0 million. We reported a net loss in the regions of US$7.0 million
in 2001 before climinating intersegment transactions.

Year Ended December 31, 2001
Compared to Year Ended December 31, 2000

Operating Revenues

Our total operating revenues, net of revenue-based taxes, increased by
54.2% to US$422.6 million in 2001 from US$274.1 million in 2000.
Our total operating revenues increased by 49.8% to US$427.9 million
from USS$285.7 million in 2000. Total operating revenues from our

Moscow license area operations increased by 46.1% to USS316.9 mil-
lion in 2001 from US$283.4 million in 2000. Total operating revenucs
from our operations in the regions increased by 5.400.0% to USSI1.0
million in 200! from USS$0.2 million in 2000. Revenues from our
Moscow license area operations constituted 97.4% of our total operat-
ing revenues in 2001 and 99.9% of our total operating revenues in
2000. Revenue growth was primarily due to the overall increasc in the
number of our subscribers and an increase in roaming revenues.

Service revenues and connection fees increased by 51.9% to US$383.3
million in 2001 from US$252.3 million in 2000. Our revenue-based taxes
decreased in 2001 as a result of changes in Russian legislation that
reduced the rate of revenue-based faxes from 4% to 1% effective January
1. 2001. Gross revenues from sales of handsets and accessories in 2001
increased 35.0% to USS$43.2 miliion from US$32.0 million in 2000, pri-
marily due to an increased number of sales offices following our acquisi-
tion of MSS-Start and an increase in sale of SIM cards. As a percentage
of net operating revenues, sales of handsets and accessories decreased to
10.2% in 2001 from 11.7% in 2000, as our service revenues increased at a
faster rate than our revenues from sales of handsets and accessories.

Operating Expenses

Service costs. Our service costs increased approximately 20.9% to
US$74.1 million in 200! from US$61.3 million in 2000. Our service
costs grew at a slower rate than revenues, which led to an improvement
in our gross margin from 65.2% in 2000 to 73.6% in 2001. Gross mar-
gin i5 defined as net operating revenues less selected operating costs
(specifically, service costs, costs of handsets and accessories sold and
costs of other revenues). Gross margin percentage is gross margin
expressed as a percentage of net operating revenues. The slower growth
in service costs was primarily due to more efficient cost controls and
improved interconnect agreements with telephone line providers. As a
percentage of net operating revenues, our service costs decreased to
17.5% in 2001 from 22.4% in 2000. This was due in part to the increased
use of federal numbers by our subscribers. We pay no monthly rental fee
and incur much lower interconnection costs for federal telephone
numbers as compared to local Moscow telephone nurnbers.

Cost of handsets and accessories sold. Our cost of handsets and acces-
sories sold increased by 10.3% to US$37.5 million in 2001 from
US$34.0 million in 2000. This increase was primarily due to the acqui-
sition of MSS-Start and the consclidation of its operations in our 200}
financial results, as well as to incrzased sales of SIM cards.

Selling, general and adminisiraiive expenses. Our selling, general and
administrative expenses increased 37.4% to USS149.1 million in 2001
from US$108.5 million in 2000. This increase was primarily due to
increased aggregate subscriber acquisition costs. As a percentage of net
operating revenues, our selling, general and administrative expenses
decreased to 35.3% in 2001 from 39.6% in 2000, which was primarily
a result of increased productivity and a decrease in average subscriber
acquisition costs to US$37.6 in 2001 from USS74 in 2000.

Depreciation and amortization. Depreciation and amortization expense
in 2001 was approximately USS61.3 million, a 2.2% increase com-
pared to the US$60.0 million reported in 2000, not including the one-
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time write-down of our AMPS/D-AMPS-related assets in the fourth
quarter of 2000. The increase in the depreciation and amortization
expense was due to our continuing capital investments.

Provision for doubtful accounts. Our provision for doubtful accounts
decreased 26.0% to USS$13.4 million in 2001 from USS$S18.1 million
in 2000. This decrease was primarily a result of the improved quality
of our subscriber base and an increase in prepaid subscribers,
. improved risk management practices and improved cash collection
procedures.

Operating Income/Loss

Primarily as a result of the foregoing, our operating income was
US$87.2 million in 2001, compared to an operating loss of US$74.3
million recognized in 2000. The operating loss in 2000 includes the
one-time write-down of AMPS/D-AMPS-related assets in the fourth
quarter of 2000 in the amount of US$66.5 million.

Other Income and Expenses

Interest expense. Qur interest expense increased 27.5% to US$26.9
million in 2001 as compared to USS$21.1 million in 2000. This increasc
was primarily due to interest payable on our outstanding convertible

notes issued in July 2000.

Foreign currency exchange loss and gain on Russian securities. We
recorded a USS$0.1 million foreign currency exchange loss in 2001 as

Liquidity and Capital Resources

Consolidated Cash Flow Summary

compared to a foreign currency exchange loss of USS2.7 million in
2000. We recorded a USS$0.42 million gain in 2001 from Russian secu-
rities as corpared to a loss of US$0.04 million in 2000.

Income tax expense. In 2001, we recorded an USS18.3 million income
tax expense compared to an income tax benefit of USS$14.3 million
recorded in 2000. This income tax benefit consisted of current and
deferred taxes. Deferred taxes arose due to differences between the
basis of computing income under Russian tax principles and U.S.
GAAP. As a result of changes in the law on taxation enacted in August
2001, our income tax rate decreased from 35% to 24% effective
Janvary 1, 2002. This reduction in our income tax rate resulted in a
deferred tax benefit of approximately USS$S.8 million in 2001.

Net income and ner income per share. in 2001, our net income was
approximately US$47.3 million, or a net income of USS$1.41 percom-
mon share {(US$1.06 per ADS), compared to 2 net loss of approxi-
mately US$77.8 million, or a loss of US$2.57 per common share
(US$1.93 per ADS) in 2000. In 2001, we reported diluted net income
of US$1.18 per common share (LISS0.89 per ADS). Without the one-
time non-cash write-down of AMPS/D-AMPS-related assets in the
fourth quarter of 2000, net income in 2001 would have been US$35.0
million or a net income of USS$1.04 per common shure (USS$0.78 per
ADS). In 2001, before eliminating intersegment transactions, net
income for our Moscow license area operations was US$55.0 million,
compared to a net loss of US$77.0 million in 2000. We reported a net
loss in the regions of US$7.0 million in 2001 and USS$2.1 million in
2000 before eliminating intersegment transactions.

Years ended December 31,

2002 2001 2000

(in millions of U.S. dollars)
Net cash flow provided by operating activities 221.7 101.1 8.6
Net cash flow provided by financing activities 294.5 53.9 193.2
Net cash flow used in investing activities (401.9) (161.7) (84.8)

During 2002. 2001 and 2000 we generated positive cash flows from our
operating and financing activities and negative cash flows from invest-
ing activities. In the foreseeable future, our expansion will require sig-
nificant investment activity, including the acquisition of network
equipment and possibly. the acquisition of other companies. We expect
this investment activity to generate cash outflows, which will be
financed from internal and external sources. As our subscriber base
grows, we expect positive cash flows from operations to continue to
provide us with internal sources of funds. The availability of external
financing is difficult to predict. because it depends on many factors.
including the success of our operations, contractual restrictions, the
financial position of vendors and Russian banks, the willingness of
international banks to lend to Russian companies, and the liquidity of
international and Russian capital markets. Historically. a large portion
of our external financing needs were satisfied by vendor financing and

finaricing through the international capital markets. However, in light
of current market conditions, we expect vendor financing to be a
smaller percentage of our external financing. and financing through
international and Russian capital markets to be a larger percentage.

As of December 31, 2002, our cash and cash equivalents balance was
US$263.7 million (substantially held in U.S. dollars, rubles and Euros)
and our working capital was USS$69.6 million. As of December 31.
2001, our cash and cash equivalents balance was US$144.2 million and
our working capital was USS$52.1 million compared to our cash and
cash equivalents balance of USS152.1 million and our working capital
of USS$122.3 million as of December 31, 2000. Working capital is
defined as current assets less current liabilities. The increase in our
working capital during 2002 was primarily due to an increase in our
cash and cash equivalents and other current assets, offset by an
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increase in the current portion of interest-bearing liabilities, accounts
pavable, accrued liabilities and customer deposits and advances. The
decrease in our working capital during 2001 was primarily due to
increases in subscriber deposits, accounts payable and short-term por-
tions of bank loans and equipment financing obligations. We believe
that our working capital is sufficient for our present requirements.

Operating activities

111 2002, we generated US$221.7 million of net cash inflow from oper-
ating activities. a 119.3% improvement from US$101.1 million of net
cash inflow generated from operating activities in 2001. This improve-
ment was primarily due to the increased profitability of our operations
and the increase in the volume of operations which was primarily the
result of an increase in the number of subscribers in 2002 compared to
2001. In 2001, we generated US$101.]1 million of net cash inflow from
operating activities, a significant improvement from US$8.6 million of
net cash inflow from operating activities in 2000. This improvement
was primarily due to the increased profitability of our operations in
2001 compared to 2000 and the increase in the volume of operations
which was primarily the result of an increase in the number of sub-
scribers in 2001 compared to 2000.

Financing activities

In 2000, we entered into three key financing transactions to finance
our scheduled capital expenditures.

In April 2000, Sberbank provided VimpelCom with a four-vear
secured credit line. We have drawn down the entire credit line in the
amount of USS66.8 million, and the balance due under the credit line
was approximately US$50.1 million as of December 31, 2002. The
credit line currently bears interest at a rate of 11.5% per annum, and
the interest rate may change if certain events occur, such as a change
in Russian law or increased costs of Sberbank to provide this credit
line. The liability under the credit line is to be repaid in eight equal
guarterly installments. To date, we have made the first four of eight
equal instaliments, each in the amount of USS$8.35 million. The final
quarterly instaliment is due in April 2004, The credit line is currently
secured by pledges of:

® 100% of the common stock of our subsidiary MSS-Start and 50%
of the common stock of our subsidiary Bee Line Samara;

e certain of our GSM and D-AMPS network equipment, GPRS
equipment and equipment used in our fiber optic network:

@ certain buildings in Moscow owned by our company and our sub-
sidiaries, including buildings that we use as an administrative and
sales office, warehouse and operating facility and to house the main
switches for our Moscow GSM networks; and

® our company’s promissory notes.

This credit arrangement with Sberbank is subject to certain restrictive
covenants that, among other things, limit bank borrowings by our
company and certain of our subsidiaries (excluding VimpelCom-
Region). These covenants also require that 60% of our company's
aggregate credit turnover (as defined in the relevant documentation)
be through Sberbank. This 60% figure is reduced pro rata as we repay
the loan.

in July 2000, we completed the public offering of 4,838,233 ADSs
(representing 3,643,675 shares of our common stock) that raised
USS79.4 million of net proceeds. At the same time. we completed a
public offering of senior convertible notes that raised USS70.3 million
(net of cost of issuance). Unless previously converted, the senior con-
vertitile notes will mature on July 28, 2003. Holders of the senior con-
vertible notes have been able to convert the notes into ADSs since
September 28, 2000 at the conversion price of USS27.0312 per ADS.
subject to certain adjustments. We pay cash interest o1 the senior con-
vertibile notes at the rate of 5.5% per annum and interest payments arc
made semi-annually on January 28 and July 28 of each vear. Unless
previously converted or redeemed, we will repay the senior convertible
notes at 135.41% of their principal amount. which represents a yield to
maturity of 11% compounded on a semi-annual basis. The senior con-
vertible notes were issued by VimpelCom B.V.. a wholly owned sub-
sidiary ‘of VimpelCom Finance B.V., which is a wholly owned sub-
sidiary of our company. We irrevocably. fully and unconditionally guar-
anteed VimpelCom B.V.'s obligations under the senior convertible
notes. including the performance by VimpelCom B.V. of its conversion
obligation.

Concurrent with the offerings made in July 2000, in a private transac-
tion, Telenor purchased 2,400,532 ADSs at the public offering price
for US$51.9 million. Prior to this purchase, in June 2000, we entered
into a US$50 million working capital bridge facility with Telenor and
drew down the full amount of the facilitv. We repaid the total amount
of borrowings plus accrued interest of USS0.3 million and structuring
and facility fees of US$0.8 million in July 2000.

In 2001, we completed one transaction to fund our regional expansion.
On November 5, 2001, Alfa Group completed the purchase of
5,150,000 newly issued shares of our common stock for USS103 mil-
lion. Pursuant to the terms of the transaction agreements, which were
signed in May 2001, we contributed this USS103 million (together
with an additional USS$15.64 million of our own funds, at the exchange
rate as of the date of contribution) as equity to VimpelCom-~Region.
representing the first of three investment tranches in which
VimpelCom-Region will raise USS$337 million. In addition to a pur-
chase of shares from another sharcholder, in order to maintain its per-
centage ownership stake in our company, Telenor purchased 3,744
shares of our common stock that we were holding as treasury shares for
a purchase price of approximately US$74,880. Alfa Group recently
reported that it owned 25% plus two shares of our voting capital stock
and Telenor recently reported that it owned 25% plus 13 shares of our
voting capital stock.

In 2002, we entered into three key financing transactions to finance
our scheduled capital expenditures, including in the regions outside of
the Moscow license area.

In April 2002, J.P. Morgan AG completed an offering of 10.45% Loan
Participation Notes for the sole purpose of funding a US$250 million
loan to our company. The notes are listed on the Luxembourg Stock
Exchange and are without recourse to J.P. Morgan AG. The loan will
mature in April 2005. Interest is payable semi-annually at an annual
rate of 10.45%. The loan contains certain covenants that, among other
things, limit our ability to incur liens (other than permitted liens) and
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restrict our ability to make certain pavments, including dividends, pay-
ments for certain shares of stock, pavments of subordinated indebted-
ness of our company and certain investments (other than permitted
investments). In addition, these covenants limit our ability to enter
into transactions with affiliates and to effect a merger of our company
with other entities.

In November 2002, the second tranche of equity investments in
VimpelCom-Region was completed when Alfa Group. Telenor and
our company each contributed an additional US$58.48 million in
exchange for 1,462 newly issued shares of common stock of
VimpelCom-Region. 1n addition. Alfa Group sold 231 and 860 shares
of VimpelCom-Region’s voting preferred stock to Telenor and our
company, respectively, at a price per share of 20 rubles. Following the
completion of the second tranche, we owned approximately 65% of
VimpelCom-Region, while Alfa Group and Telenor each owned
approximately 17.5%. The capital contributions of Alfa Group and
Telenor each exceeded their respective share of net assets of
VimpelCom-Region by US$23.1 million. This gain on the sale of
newly issued shares of common stock of VimpelCom-Region was
included in our consolidated additional paid-in capital. In addition.
the capital contributions of Alfa Group and Telenor resulted in an
increased minority interest in net losses of VimpelCom-Region for the
period after the date of the capital contributions. We expect that the
" third tranche of equity investments in VimpelCom-Region currently
scheduled for November 2003, will resuit in a further increase in our
consolidated additional paid-in capital and in minority interest in net
losses of VimpelCom-Region.

In December 2002, Sberbank provided VimpelCom-Region with a
five-year credit line of USS$70 million. 1n 2002, VimpelCom-Region
drew down US$39.4 million and as of March 27. 2003, VimpelCom-
Region had drawn down the full amount of the credit line. The credit
line currently bears interest at a rate of 13% per annum. and the rate
may change if certain events occur, such as a change in Russtan law or
a change in the interest rate of the Central Bank of Russia. The credit
line will be repaid on a quarterly basis commencing in November 2004.
The last repayment is scheduled for August 2007. The credit line is cur-
rently secured by:

@ a guarantee from our company for US$50.0 million;

® apledge of VimpelCom-Region’s GSM network equipment; and
& a pledge of VimpelCom-Region’s promissory notes.

VimpelCom-Region’s credit arrangement with Sberbank contains cer-
tain restrictive covenants that, among other things, limits bank bor-
rowings by VimpelCom-Region and certain of its subsidiaries and
requires that 60% of VimpelCom-Region’s aggregate credit turnover
(as defined in the relevant documentation) be through Sberbank. This
60% figure will be reduced pro rata as we repay the loan.

In 2001 and 2002, VimpelCom-Region acquired a controlling stake in
several wireless telecommunication companies in the Russian
Federation, details of which appear below in the section entitled
«Investing activities». As of December 31, 2002, indebtedness of these
subsidiaries in the amount of US$4.7 million was included in our con-
solidated financial statements and represent loans from telecommuni-
cations equipment vendors, loans from commercial banks and other

indebtedness. One example of this is the indebtedness of Cellular
Company under lease agreements entered into with Motorola of
US$3.2 million related to network equipment as of December 31,
2002. Of this principal indebtedness. approximately USS$308.000
unde: a 1999 lease agreement is due in monthly instaliments in 2003,
This indebtedness accrues interest at an annual rate of LIBOR plus
4%. (Cellular Company has been unable to make payments under a
1996 lease agreement following Motorola’s transfer in 1998 of the out-
standing indebtedness to a third panrty located outside of the Russian
Federation. The third party has not produced documents to the
Central Bank of Russia providing legal title to the pavments. Receipt
by the Central Bank of Russia of such documents is necessary in order
for Cellular Company to make payments to a foreign legal entity. As of
December 31, 2002, the outstanding principal amount under the 1996
lease agreement was approximately US$2.9 million.

We have relied heavily on equipment financing to develop our GSM net-
works. The following is a summary of our key arrangements of this type:

® KB Impuls entered into a vendor financing arrangement with
Alcatel in connection with the purchase of equipment for and the
build-out of our GSM networks. As of December 31, 2002, KB
Impuis’ indebtedness to Alcatel was USS$121.7 million. This
indebtedness is guaranteed by our company and was incurred at
various times, commencing in 1996, and bears interest at six month
U.S. dotlar LIBOR plus 4% (for the debt incurred prior to August
2000). six month EURIBOR plus 3.5% (for debt incurred from
August 2000 through December 31, 2001) and six month EURI-
BOR plus 2.9% (for debt incurred since January 1, 2002). This
indebtedness is secured by the equipment acquired from Alcatel
with the proceeds of the financing and is due on various dates
through 2006. KB Impuls’ vendor financing arrangements with
Alcatel contain certain restrictive covenants, which provide, among
other things. that KB Impuls may not pledge, encumber or grant a
lien or security interest over KB Impuls® revenues, properties and
rights to receive income as security for indebtedness of KB Impuls
(subject to certain exceptions). In addition, thesc financing
arrangements require KB Impuls to first obtain Alcatel's consent
before entering into material contracts outside of the ordinary
course of business, or material contracts with any shareholder of
KB Impuls or an affiliate of our company, with limited exceptions.
These financing arrahgcmems permit KB Impuls to pay dividends
in any year to our company or any other of its shareholders in an
arnount not greater than 80% of KB Impuls’ net profit for that year
provided certain conditions are met. [n addition, KB Impuls may
not. without Alcatel’s prior consent. make a loan or advance to any
person, with limited exceptions.

e In September 2001, VimpelCom-Region entered into a vendor
financing arrangement with Alcatel providing for financing of an
arnount up to Euro 8.3 million. This indebtedness is guaranteed
by our company. secured by the equipment acquired from Alcatel
with the proceeds of the financing and bears interest at the rate of
six month EURIBOR plus 2.9%. This indebtedness was due on
various dates through September 2002, In December 2002, we
repaid Euro 4.6 million and extended the maturity on the remain-
ing indebtedness so that it is due on various dates through
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December 27, 2005. In 2002, VimpelCom-Region entered into two
additional vendor financing arrangements with Alcatel. This
indebtedness, which is due in June 2003, is not guaranteed by our
company, but is secured by the equipment acquired from Alcatel.
As of December 31, 2002, US$8.4 million of the indebtedness
incurred in 2002 bears interest at the rate of three month EURI-
BOR plus 5% and US$1.1 million bears interest at the rate of three
month LIBOR plus 5%. As of December 31, 2002, approximately
US$23.9 million (including accrued interest) was outstanding. All
of the indebtedness to Alcatel is subject to acceleration in the event
that VimpelCom-Region repays its indebtedness to Ericsson (as
described below). VimpelCom-Region's vendor financing arrange-
ments with Alcatel contain certain restrictive covenants, which
provide, among other things. that VimpelCom-Region may not
pledge. encumber or.grant a lien or security interest over
VimpelCom-Region's revenues, properties and rights to receive
income as security for indebtedness of VimpelCom-Region (sub-
ject to centain exceptions). In addition. these financing arrange-
ments require VimpelCom-Region to first obtain Alcatel's consent
before entering into material contracts outside of the ordinary
course of business. or material contracts with any shareholder of
VimpelCom-Region or an affiliate of our company (in each case
subject 10 certain exceptions). VimpelCom-Region also may not,
without Alcatel’s prior consent, pay dividends to our company or
any other of its direct or indirect shareholders. or make any loan or
advance to any person, with limited exceptions.

In December 2001, VimpelCom-Region entered into a US$16.6
million vendor financing arrangement with Ericsson. In December
2002, we repaid all amounts owed under this vendor financing
agreement. In August 2002, VimpelCom-Region entered into a
second credit agreement with Ericsson Credit AB. As of December
31, 2002, USS545.6 million (including accrued interest) was out-
standing. This amount included US$8.3 million. which represent-
ed debt for equipment delivered, but not yet covered by the credit
agreement. This amount will become subject to the credit agree-
ment when VimpelCom-Region accepts delivery of the equipment
that it has purchased. This indebtedness bears interest at the rate of
one month LIBOR pius 5%. is secured by the equipment acquired
from Ericsson, and is due on June 20, 2003. The indebtedness is
subject to acceleration in the event VimpelCom-Region repays its
indebtedness to Alcatel. VimpelCom-Region's vendor financing
arrangements with Ericsson contain certain restrictive covenants,
which provide, among other things. that VimpelCom-Region may
not grant a security interest over its assets or properties in excess of
USS5 million in the aggregate, with certain exceptions (including
purchase money security interests, pledges of equipment not sub-
ject to a security interest in favor of Ericsson, and pledges of
accounts receivable and inventory in order to finance the same). In
addition. VimpelCom-Region may not, without first obtaining
Ericsson's consent. give guarantees of indebtedness in an aggregate
amount exceeding USSS million at any time or make investments
in orloans to any of its subsidiaries or affiliates or any third parties.
in each case in excess of USS$5 million in any calendar month, and
may not, without first obtaining Ericsson's consent, pay amounts to
any of its shareholders or to a person to whom amounts are owed
under any loan guaranteed by any of its shareholders, subject to

certain exceptions. VimpelCom-Region mav repav amounts owing
to our company under unsecured loans with interest rates no
greater than 4.2% per annum and leases only up to an amount
equal to the amount of equity contributions to VimpelCom-Region
made by our company and any other shareholders in the period
since August 21, 2002. VimpelCom-Region may make payments
under leases. service agreements and other agreements only up to
specified monthly amounts.

In Aprit 2002, we entered into a frame agreement with LLC
Technoserv A/S providing for the supply of telecommunications
eguipment, which includes an unsecured credit arrangement
whereby we initially agreed to pay for 85% of the purchase price of
the equipment with our promissory notes and 15% in cash. As of
December 31. 2002, we had delivered or will be required to deliver
promissory notes to Technoserv under this credit arrangement in
the aggregate amount of US3$4.0 million. This amount includes
euro-denominated promissory notes with Euro 0.7 million
(approximately US$0.7 million) of carrying value and Euro 0.8
million (approximatety USS$0.8 million) of face value, U.S.-dollar-
denominated promissory notes with US$1.2 million of carrving
value and USS$1.4 million of face value, and Euro 2.0 million
(approximately USS$2.1 million) in promissory notes that we will
issue to Technoserv once it completes delivery and installment of
certain equipment that we have purchased. Our outstanding prom-
issory notes were issued at a discount with an effective annual inter-
est rate of 10%. Each completed delivery of equipment is paid for
with a pool of promissory notes. Each pool has a maximum term of
three years and promissory notes in each pool mature quanterly.

In May 2002, VimpelCom-Region entered into a frame agreement
with Technoserv providing for the supply of telccommunications
equipment. As with the frame agreement into which our company
entered with Technoserv. this frame agreement included an unse-
cured credit arrangement whereby VimpelCom-Region initially
agreed to pay for 85% of the purchase price of the equipment with
its promissory notes and 15% in cash. As of December 31, 2002,
VimpelCom-Region had delivered or will be required to deliver
promissory notes to Technoserv under this credit arrangement in
the aggregate amount of US$511.0 million. This amount includes
curo-denominated promissory notes with Euro 3.4 million
(approximately US$3.5 million) of carrying value and Euro 3.9
million {approximately U.S.54.1 million) of facc value, U.S.-dol-
far-denominated promissory notes with U.S.$4.1 million of carry-
ing value and USS$4.8 miltion of face value, and Euro 3.2 million
{approximatety USS$3.3 million) in promissory notes to be issued
by VimpelCom-Region once Technoserv completes delivery and
instaliment of certain equipment that VimpelCom-Region has
purchased. VimpelCom-Region’s outstanding promissory notes
were issued at a discount with an effective annual interest rate of
10%. Each compieted delivery of equipment is paid for with a pool
of promissory notes. Each pool has a maximum term of three years
and promissory notes in each pool mature quarterly.

in August 2002, we entered into a frame agreement with L1LC
«General DataCom» providing for the supply of telecommunica-
tions equipment. As with our Technoserv frame agreements, this
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frame agreement includes an unsecured credit arrangement where-
by we initially agreed to pay for 85% of the purchase price of the
equipment with our promissory notes and 5% in cash. As of
December 31, 2002, we had delivered or will be required to deliver
promissory notes to General DataCom under this credit arrange-
ment in the aggregate amount of USS6.3 million, which included
promissory notes with US$2.6 million of carrying value and
US$2.6 million of face value and USS$3.7 million in promissory
notes that we will issue once General DataCom completes delivery
of certain equipment that we have purchased. Our outstanding
promissory notes bear an annual interest rate of six month LIBOR
plus 2%. Each completed delivery of equipment was paid for with
twelve promissory notes that mature in equal quarterly installments
over three years.

Recent Developments

In January 2003, VimpelCom-Region acquired a 90% controlling
interest in Closed Joint Stock Company «StavTeleSot» from our
strategic partner, Telenor and another shareholder. At the time of this
acquisition, VimpelCom guaranteed US$1.5 million of indebtedness
owed by StavTeleSot to Telenor.

In January 2003, we entered into a non-revolving credit line agree-
ment with Bayerische Hypo- und Vereinsbank AG and Nordea Bank
Sweden AB with a credit limit of US$35.7 million. The credit line may
only be used to finance the acquisition of Ericsson telecommunica-~
tions equipment. The credit line bears interest at the rate of six month
LIBOR plus 0.7%. The interest is payable semiannually. Each of the
three tranches under the credit line is repayable in six equal install-
ments, over a three-vear period, which commences approximately
four months prior to the date when delivery of the equipment we pur-
chased is completed. The end of the last delivery period for the equip-
ment we purchased falls on December 30, 2003. The credit line is
secured by a pledge of the telecommunications equipment we acquired
from Ericsson and a guarantee from the Swedish Export Credit Agency
«EKN». In addition to payment of interest, we are obliged to pay to the
Export Credit Agency a fee in the amount of 5.03% of the relevant
tranche before first draw down under each tranche. Qur credit line

agreement with Bayerische and Nordea contain covenants substantial-
ly similar to the covenants related to our USS$2350 million loan from J.P.
Morgan AG discussed above. However, we are permitted to prepay.
with five business days' notice. any amounts outstanding under the
Bayerische and Nordea credit line agreement.

In February 2003. VimpelCom-Region entered into another credit
agreement with Ericsson to borrow up to USS55.9 million, with terms
substantially identical to the terms of the August 2002 credit agree-
ment with Ericsson.

On April 3, 2003, we announced our intention to issue ruble-denomi-
nated bonds through LLC VimpelCom Finance, one of our consoli-
dated Russian subsidiaries, following the registration of the issuance
with the Russian Federal Commission on the Securities Markets, or
the FCSM. The bonds will be guaranteed by VimpelCom-Region. The
proposed amount of the issue is three billion rubles, which is the equiv-
alertt of approximately US$95.9 million at the Central Bank of Russia
exchange rate on Aprit 3, 2003. The proposed maturity period is three
years and the bonds have a put option on the first anniversary of the
placement date. The coupon rate for the first two coupon payments
will be defined depending on market conditions. The coupon rate for
further coupon payments will be determined by the issucr no later than
ten days before the second coupon payment. Interest will be paid semi-
annually. We expect to place the bonds in May 2003. Our intention to
consummate the proposed ruble bond offering is based on our man-
agement's best assessment of our strategic and financial position and of
future market conditions and trends, which involve risks and uncer-
tainties. As a result of these risks and uncertainties, we cannot assure
you that we will be able 10 complete this proposed transaction.

In April 2003, VimpelCom-Region received an unsecured ruble-
denominated credit facility of 640 million rubles, of which 435 million
rubles has been drawn, which is approximately USS$14 million at the
Central Bank of Russian exchange rate on April 7, 2003. The credit
facility bears interest at 14% interest rate per annum pavable with
amounts drawn on the credit facility on July 14, 2003. If the ruble bond
offering takes place, VimpelCom-Region intends to repay this unse-
cured facility with the proceeds therefrom.
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Contraciual Obligations

The following 1able summarizes the contraciual principal maturities of long-term debi, including its current portion, and our minimum payments
required under our capital lease obligations and purchase obligations, each as of December 31, 2002.

Payments duc by period
Priorto  January 1, 2004  January 1, 2006 After
December to December to December January
Total 31, 2003 31,2005 31, 2007 1,2008
(in miflions of US dollars)
Contractual Obligations(1)

Bank loans 93.9 37.8 26.6 29.5 -
2002 Loan from J.P. Morgan AG 250.0 - 250.0 - -
Equipment financing (including accrued interest) 216.0 134.6 81.2 0.2 -

5.5% Senior convertible notes
(including accrued interest) 85.9 - 85.9 - -
Capital lease obligations 4.8 39 0.9 - -
Purchase obligations 26.1 26.1 - - -
Total ’ Lo 6T6.T 202.4 444.6 29.7 -

(1) Debr payments could be accelerated upon violation of debt covenants.

Investing activities

We purchase network equipment, telephone line capacity, frequency
allocations, buildings and other assets as a part of the ongoing develop-
ment of our wireless networks. In 2002, our payments for purchases of
equipment, intangible assets and other non-current assets were approx-
imately US$332.8 million (as compared to US$154.9 million in 2001
and US$81.8 million in 2000) and our payments in respect of acquisi-
tions (net of cash holdings of acquired companies) were approximately
USS$69.2 million (as compared to US$6.8 million in 2001 and USS$3.0
million in 2000). In 2002, for our Moscow license area operations, pay-
ments for purchases of equipment, intangible assets and other non-cur-
rent assets were approximately US3$214.2 million (as compared to
USS$102.2 million for 2001 and USS$80.7 miltion in 2000) and our pay-
ments in respect of acquisitions (net of cash holdings of acquired com-
panies) were approximately USS$0.0 million (as compared to US$2.6
miltion in 2001 and US$3.0 million in 2000). in 2002, in the regions
our payments for purchases of equipment, intangible assets and other
non-current assets were approximately US$118.6 million (as compared
to US$52.7 million in 2001 and US$1.1 million in 2000) and our pay-
ments in respect of acquisitions (net of cash holdings of acquired com-
panies) were approximately US$69.2 million (as cornpared to US$4.2
million in 2001 and US$0.0 million in 2000).

Our significant acquisitions in 2000, 2001 and 2002 and the first quar-
ter of 2003 include the following.

In March 2000, we acquired the remaining 50% of voting shares in our
subsidiary, RT1 Service-Svyaz that we did not previously own for
US$3.0 million, thus increasing our ownership interest in RTI
Service-Svyaz to 100%.

In January 2001, we acquired all of the outstanding shares of common
stock of Closed Joint Stock Company MSS-Start, which operated under

the trade name «Mobile Center,» for approximately USS3.2 million.
Mobile Center is a retail dealer for mobile communications companies.

In April 2001, VimpelCom-Region acquired 93% of the shares of
common stock of Cellular Company, a wireless AMPS telecommuni-
cations operator in Novosibirsk, for approximately US$4.5 million. At
the time of the acquisition, Cellular Company had 23.200 subscribers.
In February 2002, VimpelCom-Region acquired an additional 5% of
the stock of Cellular Company for approximately US$0.2 million and
now holds a 98% interest. The remaining 2% of Cellular Company is
owned by our wholly owned subsidiary KB Impuls.

In July 2002, VimpelCom-Region acquired 107,084 common shares
of Open Joint Stock Company «Orensot», which represented a 77.6%
conirolling interest in the company. VimpelCom-Region paid approx-
imately US$14.2 million for this ownership stake. Orensot has a
GSM-900/1800 license for the Orenburg region, which covers approx-
imately 2.2 million people. At the time of the acquisition, Orensot had
approximately 65,800 subscribers (including 46,100 GSM sub-
scribers). In October 2002, VimpelCom-Region acquired an addition-
al 29,274 shares of Orensot for approximately USS$3.9 million, which
represented a 21.2% controlling interest. As of December 31, 2002,
VimpelCom-Region owned 136,358 shares, or 98.8%, of Orensot.

In October 2002, we acquired 1%, or 200 shares of common stock, of
Open Joint Stock Company «Bee Line Samara» for approximately
USS$0.7 million, increasing our interest in Bee Line Samara to 51%.
Bee Line Samara has D-AMPS and GSM-1800 licenses for the
Samara region, which covers approximately 3.3 million people. At the
time of the acquisition of the 1% interest, Bec Line Samara had
approximately 103,000 D-AMPS subscribers.

In December 2002, VimpelCom-Region acquired 100% of the issued
and outstanding shares of Closed Joint Stock Company «Extel» from our
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strategic partner. Telenor, and another shareholder, for approximately
US$25.3 million. Extel has a GSM-900 license for the Kaliningrad
region, which covers approximately 0.9 million people. At the time of the
acquisition. Extel had approximately 105,000 subscribers.

In December 2002, VimpelCom-Region acquired 100% of Limited
Liabitity Company «Vostok-Zapad Telecom» for approximately
US$26.6 million. Vostok-Zapad Telecom has a GSM-1800 license for
the Ural region and a dual band GSM-900/1800 license for the follow-
ing six territories within the Ural region: the Sverdlovsk region, the Kirov
region, the Kurgan region, the Republic of Komi, the Republic of
Udmurtia and the Yamal-Nenets autonomous district. Approximately
24.3 million people live in the Vostok-Zapad Telecom license area. At
the time of the acquisition. Vostok-Zapad Telecom had no subscribers.

In January 2003. VimpelCom-Region acquired a 90% controlling interest
in Closed Joint Stock Company «StavTeleSot» from our strategic partner,
Telenor and another shareholder. VimpelCom-Region paid approximate-
ly US$38.4 million for this ownership stake. StavTeleSot has a dual band
GSM-900/1800 license for the Stavropol region. which covers approxi-
matelv 2.7 million people. StavTeleSot has two 80%-owned subsidiaries:
CJSC «Karachaevo-CherkesskTeleSot» and CISC «Kabardino- Balkarsky
GSM» which have GSM 900 licenses for their local areas, which cover
approximately 0.4 million people and 0.8 million people, respectively. At
the time of the acquisition, StavTeleSot had approximately 175,000 sub-
scribers, and its subsidiaries had an aggregate of 18,000 subscribers.

Future capital requirements

Wireless service providers require significant amounts of capital to
construct networks and attract subscribers. Our estimated capital
expenditures for 2003 are approximately US$500 miilion, with rough-
ly more than 80% to be invested in our network development.

In addition to the amounts noted above, our company plans to continue
investing in acquiring existing wireless operators in various license areas.

We anticipate that the funds necessary to meet our current capital
requirements and those to be incurred in the foreseeable future will
come from:

® cash currently held by our company;

investments in Vimpe!lCom-Region to be made by Alfa Group;
operating cash flows;

vendor financing,

borrowings under bank financings; and

financing from Russian and international capital markets.

We believe that funds from a number of these sources, coupled with
cash on hand, will be sufficient to meet our projected capital require-
ments for the next 12 months.

Contingent Liabilities

The taxation system in Russia is evolving as the central government
transforms itself from a command to a market economy. There were

many Russian Federation tax laws and related regulations introduced in
2002 and previous vears that were not always clearly written and their
interpretation is subject to the opinions of the local tax inspectors.
Cenrral Bank officials and the Ministry of Finance. Instances of incon-
sistent opinions between local, regional and federal tax authorities and
between the Central Bank and the Ministry of Finance are not unusu-
al. We believe that we have paid or accrued all taxes that are applicable.
Where uncertainty exists, we have accrued tax liabilities based on our
best estimate. Our estimate of the amount of potential liabilities that
can be subject to different interpretations of the tax laws and regulations
and are not accrued in the financial statements could be up to approx-
imaiely US$7.5 million. We believe that it is not probable that the ulti-
mate outcome of such matters would result in a liability.

Basis of Presentation of Financial Results

We maintain our records and prepare our statutory financial state-
merits in accordance with Russian accounting principles and tax legis-
lation and in accordance with U.S. GAAP. Our consolidated financial
statements have been prepared in accordance with U.S. GAAP. They
differ from our financial statements issued for statutory purposcs in
Russia in that they reflect certain adjustments not recorded in our
statutory books that are necessary to present our financial position,
results of operations and cash flows in accordance with U.5. GAAP.
The principal adjustments relate to:

revenue recognition;

recognition of interest expense and other operating expenses;
valuation and depreciation of property and equipment:

foreign currency translation;

cdeferred income taxes;

capitalization and amortization of telephone line capacity;
valuation allowances for unrecoverable assets:

capital leases; and

consolidation and accounting for subsidiaries.

The consolidated financial statements set forth herein include the
accounts of our company and our consolidated subsidiaries. Our con-
solidated financial statements also include the accounts of
VimpelCom (BV1) Ltd.. a special-purpose entity affiliated with and
controlled by our company, and VC Limited, a wholly owned sub-
sidizry of VimpelCom (BVI) Ltd. All inter-company accounts and
transactions have been eliminated. We have used the equity method of
accounting for companies in which our company has significant influ-
ence. Generally, this represents voting stock ownership of at least 20%
and not more than 50%.

We pay taxes computed on income reported for Russian tax purpos-
es. We base this computation on Russian tax rules, which differ sub-
stantially from U.S. GAAP. Certain items that are capitalized under
U.S. GAAP are recognized under Russian accounting principles as
an expense in the year paid. In contrast, numerous expenses report-
ed in the financial statements prepared under U.S. GAAP arc not
tax deductible under Russian legislation. As a consequence, our
effective tax charge is different under Russian tax rules and under
U.S. GAAP.
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Certain Factors Affecting our Resuits of Operations
Inflation

The Russian government has battled inflation for the last decade and
had made significant progress by the mid-1990s. in 2000, Russia’s
annual inflation rate was 20.2% and in 2001 it was 18.6%. According
to the Goskomstat, inflation was 15.1% in 2002. In November 2002,
the ATCPA International Practices Task Force conciuded that Russia
will no longer be considered a highly inflationary economy for purpos-
es of FASB Statement No. 52 effective January 1. 2003. We set prices
for our products and services in U.S. dollar equivalent units in order to
help insulate us from the volatility of the ruble. However. inflation
affects the purchasing power of our mass market subscribers.

Foreign Currency Translation

We report to Russian tax authorities and maintain our statutory
accounting records in rubles. The consolidated financial statements
have been prepared in accordance with U.S. GAAP and are stated in
U.S. dollars, which is our functional currency. Accordingly, transac-
tions and balances not aiready measured in U.S. dollars have been
translated into U.S. dollars in accordance with the relevant provi-
sions of SFAS No. 52, «Foreign Currency Translation.» Under SFAS
No. 52, revenues. costs, capital and non-monetary assets and liabil-
ities are translated at historical exchange rates prevailing on the
transaction dates. Monetary assets and liabilities are translated at
exchange rates prevailing on the balance sheet date. Exchange gains
and losses arising from the translation of monetary assets and liabili-
ties that are not denominated in U.S. dollars are credited or charged
to operations.

The ruble is not fully convertible outside Russia. From 1995 until
August 17, 1998, the Russian government and the Central Bank of
Russia had generally kept the ruble trading within a fixed exchange
rate band. However, after the govemment’s announcement on August
17, 1998 to widen the ruble corridor to plus or minus 9.5 rubles per
U.S. dollar. the value of the ruble plummeted from approximately 6.2
rubles per U.S. dollar to 20.7 rubles per U.S. dollar, losing over 70% of
its value. The ruble continued to devalue in 1999, but stabilized in
2000. On December 31, 2000, the ruble-U.S. dollar exchange rate was
28.16 rubles per U.S. dollar and, on December 31, 2001, it was 30.14
per U.S. dollar. On December 31. 2002, the ruble-U.S. dollar
exchange rate was 31.78 rubles per U.S. dollar.

On December 31, 2000, the U.S. dollar - euro exchange rate was
0.9283 U.S. dollars per euro and, on December 31, 2001, it was 0.8789
U.S. dollars per euro. On December 31, 2002, the U.S. dollar-euro
exchange rate was 1.0417 U.S. dollars per euro.

We have implemented a number of risk management activities to min-
imize currency risk and exposure. To minimize the risk of ruble fluctu-
ations and devaluation, we list tariffs and calculate monthly bills in
U.S. dollar equivalent units, although we continue to receive payment
in rubles, in accordance with applicable law. As a result, subscribers
now pay their bills at the prevailing U.S. dollar-ruble exchange rate on
the date that payment is made. Subscribers are also charged a 1% sur-

charge to cover the cost of converting rubles into U.S. doilars. in addi-
tion, we hedge our euro-denominated liabilities with U.S. dollar-euro
currency forward agreements and by maintaining some cash deposits
in euros.

To the extent permitted by Russian law we keep our readily available
cash in U.S. dollars and euros in order to manage against the risk of
ruble devaluation. Our foreign currency liabilities are primarily associ-
ated with the purchase of network equipment and loans denominated
in foreign currencies. Under applicable law, we are permitted to buy
hard currency to settle these contracts. A large proportion of our euro-
denominated liabilities is hedged by a series of euro-U.S. dollar for-
ward currency exchange contracts, and we have cash and cash equiva-
lents denominated in euros in an amount sufficient to cover the
remaining liabilities, details of which are described above. Where pos-
sible, in order to avoid currency exposure we incur indcbtedness
denominated in U.S. dollars.

Trend Information

The Moscow Marker. Qur Moscow subscriber base increased from
approximately 1.9 million in 2001 to approximately 3.7 million in
2002 as total penetration in Moscow increased from 27.4% to
42.4%. In 2003, we intend to maintain our strong market position in
Moscow. While we expect the subscriber base to grow, the Moscow
market is beginning to mature. which we expect to result in higher
competition and, in the medium term, a reduction in
the annual growth rates of new subscribers and revenue in the
Moscow market.

Regional Expansion. In 2002, approximately 6.9 million new sub-
scribers were added in the regions outside of Moscow. representing a
neariy threefold increase in the Russian mobile telecommunication
industry’s regional customer base. As of December 31, 2002, there
were: approximately 10.8 million subscribers in the regions outside of
Moscow, where the penetration rate increased to 8.4% from 3.1% as of
December 31, 2001. In 2003, it is expected that the number of sub-
scribers in the regions outside of Moscow will nearly double from
approximately 10.8 miilion at the end of 2002 to approximately 19 mil-
lion at the end of 2003, with penetration rates expected to reach 13%.
Given the current level of penetration, we believe the Russinn mobile
telecommunications market will continue to expand rapidly over the
next several years, after which we expect growth to slow as the market
becomes saturated.

Qur regional growth has exceeded the overall trend. In 2002, we
expanded our subscriber base outside of the Moscow license area from
approximately 200,300 subscribers as of December 31, 2001 to
approximately 1.44 million subscribers as of December 31, 2002. As
of March 31 . 2003, we added approximately 600,000 new subscribers
in the regions, in addition to approximately 190,000 subscribers
acquired in connection with the purchase of StavTeleSot in the
Stavropol region in January 2003. In connection with our regional
expansion efforts, we launched commercial operations in St.
Petersburg on April 16, 2003 and we intend to continue the rollout of
our regional networks in 2003. including in the cities of Ekaterinburg,
Chelyabinsk and Tyumen.
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Decreasing ARPU. ARPU has declined from US$26.2 in 2001 to
US$18.3 in 2002. We expect a continuing decline in ARPU due to
increasing competition both in the regions, where we face greater com-
petition due to the presence of both national and local mobile opera-
tors. and in the Moscow license area, where we compete primarily with
national cellular operators, MTS and Megafon. In addition, as we
increase the number of subscribers in the regions outside of Moscow, we
expect an increasing proportion of mass-market subscribers, who typi-
cally generate lower ARPU, as was the case in Moscow.

Critical Accounting Policies

The preparation of consolidated financial statements in conformity
with U.S. GAAP requires estimates and assumptions that affect the
reported amounts of assets, liabilities, revenues and expenses and the
disclosure of contingent assets and liabilities. Actual amounts may dif-
fer from these estimates. The following critical accounting policies
require significant judgments, assumptions and estimates and should
be read in conjunction with our consolidated financial statements
included elsewhere in this prospectus.

Revenue Recognition

We recognize service revenues when we render services to our sub-
scribers. Revenues from handsets and accessories are recognized in the
period in which the handsets and accessories are sold. Revenues on
prepaid cards are deferred and recognized when the services are ren-
dered. Our revenues are stated net of value-added taxes charged to our
subscribers.

Our billing cycles’ cut-off times require us to estimate the amount of
service revenue earned but not vet billed at the end of each accounting
period. We estimate our unbilled service revenue by reviewing the
amounts subsequently billed and estimating the amounts relating to
the previous accounting period based on the number of days covered
by invoices and other relevant factors. Actual service revenues could be
greater or lower than the amounts estimated due to the different usage
of airtime in different days. We have analyzed the potential differences
and believe that historically they have not been material.

In line with the SEC Staff Accounting Bulietin No. 101, «Revenue
Recognition in Financial Statements». we defer telecommunications
connection fees. Deferred revenues are subsequently recognized over
the estimated average customer lives, which are periodically reassessed
by us, and such reassessment may impact our future operating resuits.

Property and Equipment

We state our property and equipment at historical cost. We depreciate
our telecommunications equipment, including equipment acquired
under capital leases, using the straight-line method over its estimated
useful life of nine and one half years. We depreciate buildings and
leasehold improvements using the straight-line method over estimated
useful lives of 20 years. Office and measuring equipment, vehicles and
furniture are depreciated using the straight-line method over estimat-

ed useful lives ranging from five to 10 vears. The actual economic lives
may be different than our estimated useful lives, thereby resulting in
different carrying value of our property and equipment. Changes in
technology or changes in our intended use of property and equipment
may cause the estimated useful lives or the value of thesc assets to
change. We perform periodic internal studies to contirm the appropri-
ateriess of the estimated useful economic lives of our property and
equipment. These studies could result in a change in the depreciable
lives of our property and equipment and, therefore, our depreciation
expense in future periods. In 2002, we changed estimated useful lives
of certain items of our equipment (see Note 3 to our consolidated
financial statements).

Intangible Assets

We capitalize pavments made to third party suppliers to acquire access
to and for use of telephone lines. We account for these pavments as
intangible assets and they are amortized on a straight-line basis over 10
years. Telecommunication licenses are amortized on a straight-line
basis until the expiration date of the licenses. Goodwill represents the
excess of consideration paid over the fair value of net assets acquired in
purchase business combinations. In 2000 and 2001, goodwill was
amortized using the straight-line method over estimated remaining
useful life. With the adoption of SFAS No. 142, "Goodwill and Other
Intangible Assets", as of January 1, 2002, no amortization was taken on
these assets in 2002. Our other intangible assets, principally our non-
telecommunication licenses, are amortized on a straight-line basis
over their estimated useful lives, generally four to ten years,

The actual economic lives may be different than our estimated useful
lives, thereby resulting in different carrying value of our intangible
assets with finite lives. In accordance with SFAS No. 142, "Goodwill
and Other Intangible Assets," we continue to evaluate the amortization
period for intangible assets with finite lives to determine whether
events or circumstances warrant revised amortization periods. These
evaluations could result in a change in the amortizable lives of our
intangible assets with finite lives and, therefore, our amortization
expense in future periods. Historically we have had no material
changes in estimated useful lives of our intangible assets.

In accordance with SFAS No. 142, we test goodwill for impairment on
an annual basis. Additionally, goodwill is tested for impairment
between annual tests if an event occurs or circumstances change that
would more likely than not reduce the fair value of an entity below its
carrying value. Impairment tests require estimates in respect of the
idertification of reporting units and their fair value. The determination
of whether there are impairment indicators requires judgment on our
behalf. We use estimated discounted future cash flows to determine the
fair value of reporting units. The use of different estimates or assump-
tions within our discounted cash flow models when determining the
fair value of reporting units may result in different value for our good-
will. and any related impairment charge.

Long-Lived Assets

We account for impairment of long-lived assets, except for goodwill, in
accordance with the provisions of SFAS No. 144, "Accounting for the
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Impairment or Disposal of Long-Lived Assets." SFAS No. 144
requires that long-lived assets and certain identifiable intangibles be
reviewed for impairment whenever events or changes in circumstances
indicate that the carrving amount of an asset may not be recoverable.
Recoverability of assets to be held and used is measured by a compar-
ison of the carrving amount of an asset to future net cash flows expect-
ed to be generated by the asset. If such assets are considered to be
impaired, the impairment to be recognized is measured by the amount
by which the carrving amount of the assets exceeds the fair value of the
assets. Assets to be disposed of are reported at the lower of the carryving
amount or fair value less costs to sell. In 2000, we determined that cer-
tain items of our telecommunications D-AMPS equipment and
licenses from the vendors of the equipment were impaired (see Note 10
to our consolidated financial statements). Impairment tests require
estimates in respect of the grouping of long-lived assets. The determi-
nation of whether there are impairment indicators requires judgment
on our behalf. The use of different assumptions in our estimated future
cash flows when determining whether the assets are impaired may
result in additional impairment charge.

Allowance for Doubtful Accounts

The allowance estimation process requires management to make
assumptions based on historical results, future expectations, the eco-
nomic and competitive environment, and other relevant factors.
Allowances for doubtful accounts receivable are maintained based on
historical payment patterns, aging of accounts receivable and actual
collection history. We maintain allowances for doubtful accounts for
estimated losses from our subscribers’ inability to make payments that
they owe us. In order to estimate the appropriate level of this
allowance. we analyze historical bad debts, current economic trends
and changes in our customer payment patterns. If the financial condi-
tion of our subscribers were to deteriorate and to impair their ability to
make payments to us. additional aflowances might be required in
future periods. Changes to allowances may be required if the financial
condition of our customers improves or deteriorates or if we adjust our
credit standards for new customers, thereby resulting in collection pat-
terns that differ from historical experience.

Valuation Allowance for Deferred Tax Assets

We record valuation allowances related to tax effects of deductible
temporary differences and loss carryforwards when it is more likely
than not that some or all of the deferred tax assets will not be realized
in the future. These evaluations are based on expectations of future
taxable income and reversals of the various taxable temporary differ-
ences. As of December 31, 2002, our deferred tax asset amounted to
USS15.9 million, net of valuation allowance of USS7.5 million.
Changes in our assessment of probability of realization of deferred tax
assets may impact our effective inconie tax rate.

Business Combinations

We allocate purchase prices paid for the acquired businesses based on
the fair value of acquired assets, inciuding intangible assets, and
assumed liabilities. The determination of the fair value of assets and
liabilities is based on various factors, including our estimates of the

future discounted cash flows. The usc of different estimates or assump-
tions within our discounted cash flow models when determining the
fair value of assets and liabilities of the acquired entities may result in
different values for these assets and liabilities, goodwill and future
depreciation and amortization expense.

Recent Accounting Pronouncements
Business Combinations, Goodwill and Other Intangible Assers

In July 2001. the Financial Accounting Standards Board. or FASB,
issued SFAS's No. 141, «Business Combinations», and No. 142,
«Goodwill and Other Intangible Assetss, effective for fiscal years
beginning after December 15, 2001. Under the new rules, goodwill
and intangible assets deemed to have indefinite lives will no longer be
amortized but will be subject to annual impairment tests in accordance
with SFAS No. 142. Other intangible assets will continue to be amor-
tized over their useful life. Impairment losses that arise due to the ini-
tial application of this standard should be reported as a cumulative
effect of a change in accounting principle.

We have adopted SFAS No. 141, "Business Combinations”, which was
effective for business combinations consummated after June 30, 2001.
We adopted SFAS No. 142, "Goodwill and Other Intangible Assets”,
on January 1, 2002, and discontinued amortization of goodwill as of
such date. The impact of non-amortization of goodwill on our net
income for the year ended December 31, 2002 was an increase of
US$1.6 million, or USS0.04 per share of common stock — basic and
US$0.04 per share of common stock — diluted, respectively.

We have completed the goodwili impairment testing identified in SFAS
No. 142 and identified that there was no impairment of goodwill as of
December 31, 2002.

Accounting for Assets Retirement Obligations

In August 2001, the FASB issued SFAS No. 143, "Accounting for
Asset Retirement Obligations.” This statement deals with the costs of
closing facilities and removing assets. SFAS No. 143 requires entities
to record the fair value of a legal liability for an asset retirement obli-
gation in the period it is incurred. This cost is initially capitalized and
amortized over the remaining life of the asset. Once the obligation is
ultimately settled, any difference between the final cost and the
recorded liability is recognized as a gain or loss on disposition. SFAS
No. 143 is effective for years beginning after June 15, 2002. The
adoption of the provisions of SFAS No. 143 is not expected to have a
material impact on our results of operations, financial position or
cash flow.

Accounting for Costs Associated with Exit or Disposal Activities

In June 2002, the FASB issued SFAS No. 146, "Accounting for Costs
Associated with Exit or Disposal Activities,” which requires that a lia-
bility for a cost associated with an exit or disposal activity be recog-
nized when the liability is incurred. This statement nullifies Emerging
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I[ssues Task Force No. 94-3, “Liability Recognition for Certain
Emplovee Termination Benefits and Other Costs to Exit an Activity
(including Certain Costs Incurred in a Restructuring)” which required
that a liability for an exit cost be recognized upon the entity’s commit-
ment to an exit plan. SFAS No. 146 is effective for exit or disposal
activities that are initiated after December 31, 2002. The adoption of
the provisions of SFAS No. 146 is not expected to have a material
impact on our results of operations, financial position or cash flow.

Accounting for Stock-Based Compensation

In December 2002, the FASB issued SFAS No. 143 "Accounting for
Stock-Based Compensation — Transition and Disclosure — an
amendment of FASB Statement No. 123." SFAS No. 148 amends
SFAS No. 123 «Accounting for Stock-Based Compensation» to pro-
vide alternative methods of transition for an entity that voluntarily
changes to the fair value based method of accounting for stock-based
employee compensation. It also amends the disclosure provisions of
SFAS No. 123 to require prominent disclosure about the effects on
reported net income of an entity’s accounting policy decisions with
respect to stock-based employee compensation. SFAS No. 148 also
amends APB Opinion No. 28 «Interim Financial Reporting» to
require disclosure about those effects in interim financial informa-
tion. The amendments to SFAS No. 123 introduced in SFAS No. 148
are effective for financial statements for fiscal years ending after
December 15, 2002. We adopted the disclosure requirements of SFAS
No. 148 in the consolidated financial statements for the year ended
December 31, 2002.

Accounting for Guarantees

In November 2002, the FASB issued FASB Interpretation («FIN»)
No. 45, «Guarantor's Accounting and Disclosure Requirements for
Guarantees, Including Indirect Guarantees of Indebtedness of
Others». FIN No. 45 requires that upon issuance of a guarantee, the
guarantor must recognize a liability for the fair value of the obligation
it assumes under that guarantee. The disclosure provisions of FIN No.
45 are effective for financial statements of annual periods that end after
December 15, 2002. The provisions for initial recognition and meas-
urement are effective on a prospective basis for gnarantees that are
issued or modified after December 31, 2002. The adoption of the pro-
visions of FIN No. 45 did not have a material impact on our results of
operations. financial position or cash flow.

Consolidation of Variable Interest Entities

In January 2003, the FASB issued FIN No. 46, «Consolidation of
Variable Interest Entities». FIN No. 46 defines the concept of «variable
interests» and requires existing unconsolidated variable interest entities
to be consolidated into the financial statements of their primary bene-
ficiaries if the variable interest entities do not effectively disperse risks
among the parties involved. FIN No. 46 applies immediately to variable
interest entities created after January 31, 2003. It applies in the first fis-
cal year or interim period beginning after June 135, 2003 to variable
interest entities in which an enterprise holds a variable interest that it
acquired before February 1, 2003. If it is reasonably possible that an
enterprise will consolidate or disclose information about a variable

interest entity when FIN No. 46 becomes effective. the enterprisc must
disclose information about those entities in all financial statements
issued after January 31, 2003. The interpretation may be applied
prospectively with a cumulative-effect adjustiment as of the date on
which it is first applied or by restating previously issued financial state-
ments for one or more years, with a cumulative-effect adjustment as of
the beginning of the first year restated. We do not expect that the adop-
tion of the provisions of FIN No. 46 will have a material impact on our
future results of operations, financial position or cash flow.

Related Party Transactions

We have entered into transactions with related parties and affiliates.
Please see the section of our Form 20-F dated as of December 31, 2001
entitled «Certain Transactions.»

Reclassifications

Cerain reclassifications have been made to the prior years' consoli-
dated financial statements to conform to the current year presentation.

Qualitative and Quantitative Disclosures
about Market Risk

We are exposed to market risk from adverse movements in foreign cur-
rency exchange rates and changes in interest rates on our obligations.
In accordance with our policy. we do not enter into any treasury man-
agernent transactions of a speculative nature.

The ruble is generally non-convertible outside Russia, so our ability
to hedge against further devaluation by converting to other curren-
cies is limited. Further, our ability to convert rubles into other cur-
rencies in Russia is subject to rules that restrict the purposes for
which conversion and payments of foreign currencies are allowed. To
the extent it is permitted under Russian regulations, we keep our cash
and cash equivalents in interest bearing accounts. in U.S. dollars and
euros, in order to manage against the risk of ruble devaluation. We
maintain bank accounts denominated in Russian rubles, U.S. dollars
and euros. Although we attempt to match revenue and cost in tcrms
of their respective currencies, we may experience economic loss and
a negative impact on ecarnings as a result of foreign currency
exchange rate fluctuations. Under Russian profit tax rules, maintain-
ing cash balances denominated in any foreign currency creates tax-
able translation gains.

Given that much of our capital expenditures and operating costs are
indexed to. or denominated in, U.S. dollars, including service costs,
employee compensation expenses and interest expenses, we have taken
specific steps 1o minimize our exposure to fluctuations in the ruble.
Although Russian currency control regulations require us to collect
virtually all of our revenues in rubles, we price and invoice in U.S. dol-
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lars and index our invoices and collections to the applicabie U.S. dol-
lar exchange rates. The average period of bank transfer from our cus-
tomers’ bank accounts to our bank accounts is one business day. Our
average daily cash receipts exceed the ruble equivalent of US$3.2 mil-
lion. This amount represents an exposure to changes in the exchange
rate of the ruble in respect of money in transit. In addition we have
ruble exposure from our VAT recoverable balance which is denominat-
ed in rubles and may depreciate over time.

Most of our equipment financing obligations are denominated in
euros, which exposes us to risks associated with the changes in euro
exchange rates. Our treasury function has developed risk management
policies that establish guidelines for limiting foreign currency

exchange rate risk. in May 2002, we entered into a forward agreement
with Citibank providing for the purchase. in November 2002, of 5.0
million in U.S. dollars at a rate of Euro 0.897 per U.S. dollar. In
August 2002, our subsidiary KB Impuls entered into a forward agree-
ment with Citibank providing for the purchase of Euro 89.9 million in
U.S. dollars at a rate of Euro 0.9599 per U.S. dollar in several instai-
ments during the period from January 2003 to January 2006. We have
entered into the above-mentioned agreements to hedge our foreign
currency risk associated with our equipment financing obligations
denominated in euros. In accordance with the agreement dated August
2002, KBI made a prepayment to Citibank in the amount of US$8.0
million. As of December 31. 2002, the fair vaiue of the forward agree-
ment between KBl and Citibank was USS6.2 million.

The following table summarizes information on our financial instruments that are sensitive 10 foreign currency exchange rates, including foreign cur-
rency denominated debt obligarions. Fair value at December 31, 2002 approximates toral value.

Years ended December 31, At Dec. At Dec.
2003 2004 2005 2006 2007 Thereafter 31,2002 31, 2001
(U.8. dolfars in mitlions)
Assets
Cash and cash equivalents
Russian rubles 40.2 - - - - - 40.2 21.7
Euros and other currencies 40.7 - - - - - 40.7 11.9
Liabilities
Euro-denominated long-term debt,
including current portion
Variable rate (EURIBOR plus 2.9%—5.0%) 65.2 44.1 24.0 - - - 133.3 74.4
Fixed rate (10.0%) 35 3.5 2 0.2 - - 9.6 -
Ruble-denominated long-term
debt, including current portion
Fixed rate (16%-26%) 2.5 - - - - - 2.5 -
Bank of Russia: USS/Ruble exchange rate  31.7844
Bank of Russia: Euro/USS$ cross rate 1.0417
Forward agreement to purchase euro for
U.S. dollars at a fixed rate
of EURO 0.9599 per U.S. dollar 36.6 33.0 16.4 0.3

Our equipment financing facilities with Alcatel, Ericsson and DataCom
bear interest at rates ranging from EURIBOR plus 2.9% to EURIBOR
plus 5.0% and LIBOR plus 2.0% to LIBOR pius 5.0%. As of December
31. 2002, approximately US$197.4 million (including US$133.3 million
denominated in euros) of our outstanding indebtedness bore interest at
variable rates, compared with US$124.5 million {including US$74.4
million denominated in euros) as of December 31, 2001,

The interest rate under the Sberbank credit lines is subject to change
by Sberbank if certain events occur. such as a change in Russian law or
increased cost of Sberbank to provide this credit line. This potential
change in the interest rate is not directly linked to the change in mar-
ket interest rates. The following table provides information about the
maturity of our debt obligations with an indication of which obliga-
tions are potentially subject to changes in interest rates.




)

L

(1

MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

At Dec. At Dec.
Years ended December 31, 31, 2002 31, 2001
2003 2004 2005 2006 2007 Thereafter Total Total
Vendor financing,
US dollar-denominated (in millions) 5.9 1.0 1.7 - - - 8.6 -
Fixed rate 7.5%-12.5% 10.0% 10.0% - - -
Vendor financing,
Euro-denominated (in millions) 3.5 35 2.4 0.2 - - 9.6 —
Fixed rate 10.0% 10.0% 10.0% 10.0% - -
Senior convertible notes,
US dollar-denominated (in millions) - - 85.9 ~ - - 85.9 81.0
Fixed rate - - 12.52% - - - -
Bank loans
VimpelCom loan from J.P. Morgan,
US dollar-denominated (in millions) - - 250.0 - - - 250.0 —
Fixed rate - - 10.45% - — -
VimpelCom loan from Sberbank,
US dollar-denominated (in millions) 334 16.7 - -~ - - 50.1 66.8
Fixed rate, subject to change
by Sberbank 11.5% 11.5% - -~ - -
VimpelCom-Region loan from Sberbank,
US dollar-denominated (in millions) — 2.0 7.9 16.5 13.0 - 394 -
Fixed rate,
subject to change by Sberbank - 13.0% 13.0% 13.0% 13.0% -
Other loans, ruble-denominated
(in millions of US dollars based
on the Central Bank exhange rate
of USS/Ruble 31.7844) 2.5 - - — - — 2.5 -
Fixed rate 16%-26% - - - - -
Other loans, US dollar-denominated 1.9 - - - - — 1.9 -
Fixed rate 14%-15% - - - - -

Our cash and cash equivalents are not subject to any material interest rate risk.
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REPORT OF INDEPENDENT AUDITORS

The Board of Directors and Shareholders
Open Joint Stock Company “Vimpel-Communications”

We have audited the accompanying consolidated balance sheets of Open Joint Stock Company “Vimpel-Communications™ (* VimpelCom™) as
of December 31, 2002 and 2001. and the related consolidated statements of operations, shareholders’ equity and cash flows for each of the three
vears in the period ended December 31. 2002. These consolidated financial statements are the responsibility of VimpelCom's management. Our

responsibility is to express an opinion on these consolidated financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of America. Those standards require that
we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes assess-
ing the accounting principles used and significant estimates made by management, as well as evaluating the overall financial statement presen-

tation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above presen: fairly. in all material respects. the consolidated financial position
of Open Joint Stock Company “Vimpel-Communications™ at December 31, 2002 and 2001, and the consolidated results of its operations and
its cash flows for each of the three years in the period ended December 31, 2002, in conformity with accounting principles generally accepted

in the United States of America.

Eﬁ.on 4J vy (C A S)p/m'h_d

March 14, 2003
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CONSOLIDATED BALANCE SHEETS

December 31,

2002

2001

Assets

Current assets:

Cash and cash equivalents (Note 5)

Short-term investments

Trade accounts receivable, net of allowance for doubtful accounts of
USS 12,916 in 2002 and USS 8,598 in 2001 (Note 19)

laventory

Deferred income taxes (Note 18)

Other current assets (Note 6)

Total current assets

Property and equipment, net (Note 8)
Telecommunications licenses, net (Note 9)
Other intangible assets, net (Note 9)

Due from related parties (Note 20)
Unamortized debt issue costs (Note 13)
Other assets (Note 11)

Total assets

Liabilities and shareholders’ equity

Current liabilities:

Accounts payable

Due to related parties (Note 20)

Accrued liabilities

Deferred revenue

Customer deposits and advances

Capital lease obligation (Note 15)

Bank loans, current portion (Note 12)

Equipment financing obligations, current portion (Note 14)

Total current liabilities -

Deferred income taxes (Note 18)

Bank loans, less current portion (Note 12)

5.5% Senior convertible notes due July 2005 (Note 13)

Capital lease obligation, less current portion (Note 15)

Equipment financing obligations, less current portion (Note [4)

Accrued liabilities

Comimitments and contingent liabilities (Note 14, 24)

Minority interest

Shareholders’ equity (Note 16):

Convertible voting preferred stock (.005 rubles nominal value per share),
10,000,000 shares authorized: 6.426.600 shares issued and outstanding
Common stock (.005 rubles nominal value per share), $0.000,000 shares authorized;
40,332,201 shares issued

Additional paid-in capital

Retained earnings

Treasury stock, at cost, 2,283,277 shares of common stock (2001: 2,330,92¢)

Total sharebolders’ equity

Total liabilities and shareholders’ equiiy

See accompanying notes.

(In thousands of US doltars. except share amounts)

USS 263,657

75,399
15,209
15,742
118.358

488,365

957,602
88,385
55,730

2,083
8,075
92.504

‘US$ 1,692,744

USS 80,241
4,114
49,492
2,016
106,655
3,868
37,780
134,617

418,783

35,227
306,080
85,911
899
81,425
3,265

98,491

90
528,914
195,300
(61,641)

662,663

USS$ 1,692,744

USS 144,172
920

49.678
10,505

8.940
49,772

263,987

535,405
20,046
50.880

951
4,789
49,748

US$ 925,806

USS 42,680
883

13,035
1,874
63,019
4,208
17,852
68,290

211,841

18,214
50,100
81,027
56,196

307

90
504,876
65,748
(62,593

508,121

USS 925,806
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CONSOLIDATED STATEMENTS OF OPERATIONS

See accompanying notes.

Years ended December 31,
2002 2001 2000
(I thousands of US dollars. except per share (ANS) amaunts)
Operating revenues:
Service revenues and connection fees USS$ 727,868 USS 383.321 USS 252,333
Sales of handsets and accessories 49,934 43,228 32.031
Other revenues 1,842 1.347 1.309
Total operating révenues-, . 779,644 - 427,896 285,673
Revenue-based taxes (11,148) (3,294) (11.537)
Net operating revenues. - 768,496 422,602 274,136
Operating expenses:
Service costs 111,387 74.097 61,326
Cost of handsets and accessories sold 41,709 37.471 34,030
Cost of other revenues 55 120 157
Selling, general and administrative expenses 271,963 149,052 108,482
Depreciation 85,204 48,690 47,458
Amortization 12,213 12,616 12.564
Impairment of long-lived assets (Note 10) - — 66.467
Provision for doubtful accounts 21,173 13,406 18,148
Total operating expenses 543,704 335,452 348,632
Operating income (loss) 224,792 87,150 (74,496)
Other income and expenses:
Interest income 7,169 5.733 4,039
Other income 3,867 2,097 2,177
Other expenses (2,142) (2,578) (25)
Gain (loss) on trading securities 36 420 (44)
Interest expense (46,586) (26,865) (21,089)
Net foreign exchange loss (9,439) (110 (2,661)
Total other income and expenses. (47,095) {21,303) (17,603)
Income (loss) before income taxes and minority interest 177,697 65,847 (92,099)
Income tax expense (benefit) (Note 18) 49,939 18,539 {14,343)
Minority interest in net (losses) earnings of subsidiaries (1,794) 7 45
~Net income (loss). US$129,552 - USS 47,301 USS (77,801)
Basic EPS:
Net income (loss) per.common share- USS$ 3.41- US$ 1.41 . - -USS (2.57)
Weighted average common'shares*outstavnd'ing 38,014 33,642 30,264
Net income (loss) per ADS equivalent ' USS$ 2.56 US$ 1.06 USS ‘(1.93)
Diluted EPS:
Net income (loss)-per common share - -US$ 2.91 US$ 1.18 US$ (2.57)
Weighted average diluted shares (Note 21y 44,489 40,068 30,264
Net income (loss) per ADS equivalent ©US$2:18 USS$ 0.89 - US3 (1.93)
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CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY

Years ended December 31, 2002, 2001 and 2000

Additiona}
Common Stock Paid-in Retained Treasury
Shares Armount Capital Earnings Stock Total
(In thousands of US dollars. except shares)

Balances at December 31, 1999 . Ll 26,980,000 “US$ 88 US$201,986 - USS 98,914 US$ — US$ 300,988
Proceeds from issue of common stock
to Telenor under the Share Purchase
Agreement dated December 1, 1998 1,202,201 - 22,741 - - 22,741
Proceeds from public offering net
of cost of issuance (USS &8,177) 3,118,675 1 79,372 - - 79,373
Issuance and sale of ADSs to a consolidated affiliate 2,080,926 — 57.600 - (57.600) -
Proceeds from sale of ADSs to Telenor in a transaction
exempt from registration consummated concurrently
with the public offering net of cost of issuance (USS$ 928) 1,800,399 - 50,981 - - 50,981
Acquisition of treasury stock — 353,239 shares - - - - (10.517) (10.517)
Sales of treasury stock ~ 103,239 shares - - - (2,666) 5,524 2.858
Net loss - — - (77,801) - (77.801)
Balances at December 31,2000 - s © 35,182,201 89 412,680 18,447 (62,593) 368,623
Proceeds from issue of common
Stock to Eco Telecom under
the Agreement dated May 30, 2001,
net of cost of issuance (USS$ 10,803) 5,150,000 1 92,196 - - 92,197
Acquisition of treasury stock — 3,744 shares — — - - (75 (75)
Sales of treasury stock — 3,744 shares - - - - 75 75
Net income — - - 47,301 - 47,301
Balarices at December 31,2001 e 40,332,201 90 504,876 65,748 (62,593) 508,121
Gain from issuance of subsidiary stock (Note 17) - - 23,073 - - 23,073
Sale of treasury stock — 47,649 shares — — 965 - 952 1.917
Net income - - - 129.552 - 129.552
Balancesat December 31,2002~ ..40,332,200  ‘US$90 US$528,914 US$ 195,300 USS (61,641) USS 662,663

See accompanying notes.
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CONSOLIDATED STATEMENTS OF CASH FLOWS

Years ended December 31,

2002

2001

2000

Operating activities

Net income (loss) USS 129,552
Adjustments to reconcile net income {loss) to net cash

provided by operating activities:

Depreciation 85,204
Amortization 12,213
Impairment of long-lived assets -
Mark-to-market adjustments for short-term investrents (36)
Provision for deferred taxes (8,385)
Loss on foreign currency translation 9,439
Provision for doubtful accounts 21,173
Minority interest in net {losses) earnings of subsidiaries (1,794)
Other adjustments -
Changes in operating assets and liabilities:

Short-term investments 956
Trade accounts receivable (42,659)
Inventory (3,209)
Other current assets (68,050)
Due from related parties 1,050
Due 1o related parties (973)
Accounts payable 3,053
Customer deposits 42,411
Deferred revenue (615)
Accrued liabilities 42,393
Net cash provided by operating activities 221,723

Financing activities

Proceeds from bank and other loans 331,082
Repayments of bank and other loans (30,461)
Proceeds from loan from related party -
Repayment of loan from related party -
Proceeds from sale of convertible notes -
Capital contributions in a consolidated subsidiary

by minority shareholders 116,960
Payments of fees in respect of sale

of convertible notes and other debt issue (6,203)
Repayment of lease obligations (1,450)
Repayment of equipment financing obligations (115,473)

Proceeds from sale of capital stock -
Payments of fees in respect of capital contributions -
Purchase of treasury shares -
Proceeds from sale of treasury shares -

Net cash provided.by ﬁnénc»ipg_activitiég ‘ _ 294,455

(/n thousands of US dollars)

USS 47301

48,690
12.616

420
(9,970
110
13,406

50
(32.305)
1.398
(23.431)
692
(1.371)
10,048
29,029
(23
5,232

101,059

1,899
(2.168)

(366)
(1,292}
(36.338)
103,000
(10,803)
)

75

53,932

USS (77,801

47.458
12.564
66.467
(47
(15.676)
2.661
18.148
45

(73D

(23.458)
(1.444)
(15,661
153
1.655
(3,791
1.902
1,747
(5.640)

8,551

117,240
(50,440)
50,000
(50,000)
72,937

(2.968)
(62,677)
(26,35

162,201

(9,106)
(10,517

2,858

193,177
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CONSOLIDATED STATEMENTS OF CASH FLOWS
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Years ended December 31,

2002 2001 2000
¢ In thousands of US dollars)

Investing activities
Purchases of property and equipment (291,437 (136.353) (65.245)
Purchases of intangible assets (14,769) (4.398) (7.366)
Purchase of RTI Service-Svvaz stock - - (3.026}
Purchase of MSS-Start and Cellular Company stock.
net of cash acquired of USS 968 - (6.768) -
Purchase of Orensot, Bee-Line Samara,
Extel and Vostok-Zapad Telecom stock,
net of cash acquired of USS 1,537 (69,165) - -
Purchases of other assets (26,560) (14,135) (9,183)
Net-cash-used in investing activities - .- (401,931) (161,654) (84,820)
Effect of exchange rate changes on cash and cash equivalents 5,238 (1.306) {376)
Net increase(decrease) in cash : B 119,485 (7,969) 116,532
Cash and cash equivalents at beginning of year 144,172 152,141 35,609

Cash and cash equivalents at end of ~yeﬂa'r" i

Supplemental cash Nlow information
Cash paid during the period:
Income tax

Interest

Non-cash activities:

Equipment acquired under financing agreements
Accounts payable for equipment and license
Accrued debt and equity offering costs

Operating activities financed by sale of treasury stock

Acquisitions:

Fair value of assets acquired

Carrying value of equity method investment
in Bee-Line Samara before the acquisition
of controlling interest

Cash paid for the capital stock

Liabilities assumed

See accompanying notes.

- US$ 263,657

USS$ 52,594
30,810

140,367
50,117

1,917

121,388

(6,540)
(70,702)
USS 44,146

- USS 144,172

US$ 18,870
16,289

82,990
15,652
554

20,217

(7,736)
USS 12,481

USS 152,141

US$ 1.624
25.670

25,784
11,587

US$ —
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2002, 2001 and 2000

(Amounts presented are in thousands of US dollars unless otherwise indicated)

1. Description of Business

Open Joint Stock Company “Vimpel-Communications” (*Vimpel-
Com™) was registered in the Russian Federation on September 13, 1992
as a closed joint stock company, re-registered as an open joint stock
company on July 28, 1993 and began full-scale commiercial operations
in June 1994, On November 20, 1996, VimpelCom completed an initial
public offering (“IPO”) of its common stock in the United States of
America through the issuance of American Depositary Shares ("“ADS™),
each of which represents three-quarters of one share of VimpelCom's
common stock. The proceeds of the IPO totaled US$63.251, net of
related expenses of US$7.778. As of December 31, 2002, 55.64% of
VimpelCom’s outstanding common stock was owned by the holders of
the ADSs; 28.98% by Telenor East Invest AS (“Telenor™); 13.05% by
Eco Telecom Limited (*Eco Telecom”) and 2.33% by others.

On July 28, 2000, VimpelCom completed the offering of its common
stock in the form of ADS and senior convertible notes registered with
the US Securities and Exchange Commission (“SEC™) (Notes 13, 16).

On May 30, 2001, VimpelCom, Eco Telecom, a part of the Alfa Group
of companies in Russia, Telenor and Closed Joint Stock Company
VimpelCom-Region (*VimpelCom-Region”), a subsidiary of Vimpel-
Com, signed agreements under which Eco Telecom was to purchase
strategic ownership interests in VimpelCom and VimpelCom-Region,
subject to certain regulatory approvals and other conditions precedent.
VimpelCom-Region was formed to concentrate on the regional devel-
opment of VimpelCom's GSM license portfolio. On November 5, 2001.
under the terms of the transaction, Eco Telecom acquired 5,150,000
newly-issued shares of VimpelCom’s common stock (equivalent of
6,866.667 ADSs) for an aggregate consideration of US$103.000, which
was then contributed by VimpelCom as equity to VimpelCom-Region.

Together with the shares of common stock and convertible voting pre-
ferred stock of VimpelCom which Eco Telecom purchased from cer-
tain shareholders of VimpelCom, foliowing the closing of the first
tranche of the transaction, Eco Telecom owned 25% plus two shares of
VimpelCom's total outstanding voting capital stock. Under the terms
of the proposed transaction, Eco Telecom was also to make certain
investments directly into VimpelCom-Region (Note 17).

VimpelCom earns revenues by providing wireless telecommunications
services and selling wireless handsets and accessories under the trade
name “Bee-Line” in the city of Moscow and the Moscow region.
which comprise the Moscow license area. and other regions of the
Russian Federation.

Open Joint Stock Company KB Impuls (“KBI™), a wholly-owned sub-
sidiary of VimpelCom, was established in March 1991 and has been
involved in the development and provision of wireless telecommunications
services under the trade name “Bee-Line™ in Russia. KBI was granted the

first license to provide Personal Communications Services (“PCS") using
the GSM-1800 standard in the Moscow license arca and began full-scale
commercial operations in June 1997. This license expires in April 2008.

In April 1998, VimpelCom was awarded four new GSM-1800 licens-
es, covering the Central and Central Black Earth. Volga, North
Caucasus and Siberian regions of the Russian Federation,

In August 1998, VimpelCom and KBI received amendments to the
original GSM-1800 licenses for the Moscow license arca and the
Central and Central Black Earth license area of Russia, to operate dual
band GSM 900/1800 networks in these license areas. The cost of the
allocation of frequencies under these amendments was US$30,000.

In August 1999. VimpelCom received amendments to the original
GSM-1800 licenses for the Volga, North Caucasus and Siberian
regicns of the Russian Federation. to operatc dual band GSM
900/1800 networks in these license areas. There was no additional cost
associated with these amendments.

In April 2000, VimpelCom's amended GSM-1800 licenses covering the
Central and Central Black Earth, Volga, North Caucasus and Siberian
regions of the Russian Federation were re-issued to VimpelCom-Region.

On September 12, 2002, VimpelCom-Region was awarded a GSM-
1800 license for the Northwest region. VimpelCom-Region's sub-
sidiaries, Open Joint Stock Company Orensot (“Orensot”) and Closed
Joint Stock Company Extel (“Extel™), hold a GSM-900/1800 license
for the Orenburg license area and GSM-900 license for the
Kaliningrad license area, respectively. The GSM license held by
Limited Liability Company Vostok-Zapad Telecom (“Vostok-Zapad
Telecom™), a subsidiary of VimpelCom-Region, provides for the oper-
atior: of a GSM-1809 network throughout the Ural region and a dual
band GSM-900/1800 network in six territories within the Ural region.

In addition. VimpelCom operates an AMPS/D-AMPS wireless tele-
phore network under a license issued by the State Committee of the
Russian Federation for Communications and Informatization, which
expires in November 2007. VimpelCom determined that its long-lived
assets relating to AMPS/D-AMPS network in the Moscow license area
were impaired as of December 2000 due to the migration of customers
from its AMPS/D-AMPS system to its GSM network (Note 10).

VimpelCom has also been granted AMPS licenses to operate cellular
networks in the Kaluga, Karelia, Ryazan, Tver, Ulvanovsk. Vladimir
and Vologda license areas. VimpeiCom's subsidiary, Open Joint Stock
Company Bee-Line Samara (“Bee-Line Samara™), was granted a
license to operate an AMPS wireless network in the Samara region.
Closed Joint Stock Company Cellular Company (“Cellular
Company”). a subsidiary of VimpelCom-Region, holds an AMPS
license for the Novosibirsk license area.
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2. Basis of Presentation and Significant Accounting Policies

Basis of Presentation

VimpelCom maintains its records and prepares its financial statements
in accordance with Russian accounting and tax legislation and
accounting principles generally accepted in the United States of
America (“US GAAP”). The accompanying consclidated financial
statements differ from the financial statements issued for statutory
purposes in Russia in that they reflect certain adjustments, not record-
ed in VimpelCom’s statutory books. which are appropriate to present
the financial position, results of operations and cash flows in accor-
dance with US GAAP. The principal adjustments relate to: (1) revenue
recognition; (2) recognition of interest expense and other operating
expenses: (3) valuation and depreciation of property and equipment;
(4) foreign currency translation; (5) deferred income taxes; (6) capi-
talization and amortization of telephone line capacity; (7) valuation
allowances for unrecoverable assets; (8) capital leases; and (9) consol-
idation and accounting for subsidiaries.

Principles of Consolidation

The accompanying consolidated financial statements include the
accounts of VimpelCom and its subsidiaries KBI, Closed Joint Stock
Company RTI Service-Svyaz (“RTl Service-Svyaz™), Closed Joint
Stock Company Impuls KB, Closed Joint Stock Company BeeOnLine-
Portal, Closed Joint Stock Company MSS Start (“MSS Start”), Bee-
Line Samara. VC ESOP N.V., Vimpelcom Finance B.V. and its sub-
sidiary VimpelCom B.V.. VimpelCom-Region and its subsidiaries
Closed Joint Stock Company Cellular Company (“Cellular
Company™), Orensot, Extel, Vostok-Zapad Telecom. Closed Joint
Stock Company Mobile Communication Center — Smolensk, Closed
Joint Stock Company Mobile Communication Center — Lipetsk,
Closed Joint Stock Company Mobile Communication Center —
Ryazan, Closed Joint Stock Company Mobile Communication Center
— Tver and Closed Joint Stock Company Mobile Communication
Center ~— Nizhny Novgorod. The accompanying consolidated financial
statements also include the accounts of VimpelCom (BVI) Limited, a
special-purpose entity affiliated with and controlled by VimpelCom, and
VC Limited, a wholly-owned subsidiary of VimpelCom (BVI) Limited.

In accordance with the requirements of the Financial Accounting
Standards Board’s (the “FASB™) Emerging Issues Task Force Issue
(“EITF”) No. 96-16, “Investor’s Accounting for an Investee When the
Investor Has a Majority of the Voting Interest but the Minority
Shareholder or Shareholders Have Certain Approval or Veto Rights”,
VimpelCom consolidates majority-owned subsidiaries when minority
shareholders do not have substantive participating rights.

All intercompany accounts and transactions have been eliminated.

The equity method of accounting is used for companies in which
VimpelCom has significant influence. Generally this represents voting
stock ownership of at least 20% and not more than 50%.

Foreign Currency Translation
VimpelCom's functional currency is the US dollar because the major-
ity of its revenues, costs, property and equipment purchased. and debt
and trade liabilities are either priced, incurred, payable or otherwise

measured in US dollars. Accordingly, transactions and balances not
already measured in US dollars (primarilv Russian rubles and euros)
have been re-measured into US dollars in accordance with the relevant
provisions of US Statement of Financial Accounting Standards
(“SFAS™) No. 52, “Foreign Currency Translation™.

Under SFAS No. 52, revenues, costs, capital and non-monetary assets
and liabilities are translated at historical exchange rates prevailing on the
transaction dates. Monetary assets and liabilities are translated at
exchange rates prevailing on the balance sheet date. Exchange gains and
losses arising from re-measurement of monetary assets and liabilities that
are not denominated in US dollars are credited or charged to operations.

The ruble is not a fully convertible currency outside the territory of the
Russian Federation. Within the Russian Federation, official exchange
rates are determined daily by the Central Bank of Russia (*CBR™.
Market rates may differ from the official rates but the differences are,
generally, within narrow parameters monitored by the CBR. As of
December 31, 2002 and 2001, the official rates of exchange were 31.78
rubles = US$1 and 30.14 rubles = USSI, respectively. The translation of
ruble-denominated assets and liabilities into US dollars for the purposes
of these financial statements does not indicate that VimpelCom could
realize or settle, in US dollars, the reported values of these assets and lia-
bilities. Likewise, it does not indicate that VimpelCom could retum or
distribute the reported US dollar value of capital to its shareholders.

Use of Estimates

The preparation of consolidated financial statements in conformity with
US GAAP requires management to make estimates and assumptions
that affect the amounts reported in the consolidated financial statements
and accompanying notes. Actual results may differ from those estimates.

Cash and Cash Equivalents

VimpelCom considers ail highly liquid investments with a remaining
maturity of 90 days or less at the time of purchase to be cash equivalents.
Cash equivalents are carried at cost which approximates fair value.

Short-term Investments

Short-term investments consist primarily of promissory notes and
trading securities. Short-term investments are considered to be trading
securities and are stated at fair value, with unrealized gains and losses
included in gain (loss) on trading securities.

Doutitful Accounts

VimpelCom reviews the valuation of accounts receivable on a month-
ly basis. The aliowance for doubtful accounts is estimated based on his-
torical experience of cash collections and future expectations of con-
ditions that might impact the collectibility of accounts.

Inventory

[nventory consists of telephone handsets and accessories for resale and
is stated at the lower of cost or market. Cost is computed using the
average cost method.

Property and Equipment
Property and equipment is stated at historical cost. Telecommuni-
cations equipment, including equipment acquired under capital leases,
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is depreciated using the straight-line method over its estimated useful
life of nine and one-half years. Buildings and leasehold improvements
are depreciated using the straight-line method over estimated useful
lives of twenty years. Office and measuring equipment, and vehicles
and furniture are depreciated using the straight-line method over esti-
mated useful lives ranging from five to ten years.

Repair and maintenance costs are expensed as incurred.

Intangible Assets

Intangible assets consist primarily of telephone line capacity, wireless
licenses, goodwill and other intangible assets. VimpelCom capitalizes
payments made to third party suppliers to acquire access to and for use
of telephone lines (telephone line capacity). These payments are
accounted for as intangible assets and are amortized on a straight-line
basis over ten vears. Licenses are amortized on a straight-line basis until
the expiration date of the licenses. Goodwill represents the excess of
consideration paid over the fair value of net assets acquired in purchase
business combinations. In 2000 and 2001, goodwill was amortized using
the straight-line method over estimated remaining useful life. With the
adoption of SFAS No. 142, "Goodwill and Other Intangible Assets”, as
of January 1. 2002, no amortization was taken on these assets in 2002.
Other intangible assets are amortized on a straight-line basis over their
estimated useful lives, generally four to ten years.

In accordance with SFAS No. 142, "Goodwill and Other Intangible
Assets,” VimpelCom continues to evaluate the amortization period for
intangible assets with finite lives to determine whether events or circum-
stances warrant revised amortization periods. In accordance with SFAS
No. 142, VimpelCom tests goodwill for impairment on an annual basis.
Additionally, goodwill is tested for impairment between annual tests if an
event occurs or circumstances change that would more likely than not
reduce the fair value of an entity below its carrying value. These events
or circumnstances would inciude a significant change in the business cli-
mate, legal factors, operating performance indicators, competition, sale
or disposition of a significant portion of the business or other factors.

Software Costs

Under the provision of Statement of Position No. 98-1, “Accounting
for the Costs of Computer Software Developed or Obtained for
Internal Use™, VimpelCom capitalizes costs associated with software
developed or obtained for internal use when both the preliminary proj-
ect stage is completed and VimpelCom management has authorized
further funding of the project which it deems probable will be com-
pleted and used to perform the function intended. Capitalization of
such costs ceases no later than the point at which the project is sub-
stantially complete and ready for its intended purpose.

Research and development costs and other computer software mainte-
nance costs related to software development are expensed as incurred.
Capitalized software development costs are amortized using the
straight-line method over the expected life of the product.

Long-Lived Assets

VimpelCom accounts for impairment of long-lived assets, except for
goodwill, in accordance with the provisions of SFAS No. 144,
"Accounting for the Impairment or Disposal of Long-Lived Assets.”

SFAS No. 144 requires that long-lived assets and certain identifiable
intangibles be reviewed for impairment whenever events or changes in
circumstances indicate that the carrying amount of an asset may not be
recoverable. Recoverability of assets to be held and used is measured by
a comparison of the carrying amount of an asset to future net cash
flows expected to be generated by the asset. If such assets are consid-
ered to be impaired. the impairment to be recognized is measured by
the amount by which the carrying amount of the assets exceeds the fair
value of the assets. Assets to be disposed of are reported at the lower of
the carrying amount or fair value less costs to sell.

Revenue Recognition

VimpelCom earns service revenues for usage of its cellular system.
Revenue is recognized when the service is rendered. Revenues from
equipment sales and other services are recognized in the period in
which the equipment is sold and services are rendered. Revenue on
prepaid cards is deferred and recognized when services are rendered.
Revenues are stated net of value-added taxes charged to customers.

In accordance with the provisions of the SEC Staff Accounting
Bulletin No. 101, “Revenue Recognition in Financial Statements”,
VimpelCom has deferred telecommunications connection fecs. The
deferral of revenue will be recognized over the estimated average sub-
scriber life, which is generally two years.

Advertising

VimpelCom expenses the cost of advertising as incurred. Advertising
expenses for the years ended December 31, 2002, 2001 and 2000 were
US$30,450, USS21.829 and USS18.,488, respectively.

Rent

VimpelCom leases office space and premises where telecommunica-
tions equipment is installed. There were no non-cancelable operating
leases in 2002 and 2001.

Rent expense under all operating leases and rental contracts in 2002, 2001
and 2000 was US$18,152, USS$9,656, and US$5,768, respectively.

Deferred Taxes

VimpelCom computes and records income tax in accordance with
SFAS No. 109, “Accounting for Income Taxes”. Under the asset and
liability method of SFAS 109, deferred tax assets and liabilities are rec-
ognized for the future tax consequences attributable to differences
between the financial statement carrying amounts of existing assets
and liabilities and their respective tax bases.

Government Pension Fund

VimpelCom contributes to the Russian Federation state pension fund
on behalf of its employees. VimpelCom''s contribution was expensed as
incurred. Total amounts expensed in connection with contributions to
the state pension fund for the years ended December 31, 2002, 2001
and 2000 were US$7,668, US$5,037 and USS$2,793. respectively.

Concentration of Credit Risk

Trade accounts receivable consist of amounts due from subscribers for
airtime usage and equipment sales. In certain circumstances, Vimpel-
Com requires deposits as collateral for airtime usage. In addition,




)

(N

O

Ll

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Ehi

VimpelCom has introduced a prepaid service for both DAMPS and
GSM networks. Equipment sales are typically paid in advance of deliv-
ery. VimpelCom'’s credit risk arising from its trade accounts receivable
is mitigated due to the large number of its subscribers, of which
approximately 85% subscribed to a prepaid service as of December 31,
2002 and, accordingly. do not give rise to credit risk.

VimpelCom deposits available cash with financial institutions in the
Russian Federation. Deposit insurance is not offered to financial insti-
tutions operating in Russia. To manage this credit risk, VimpelCom
allocates its available cash to a variety of Russian banks and Russian
affiliates of international banks. Management periodically reviews the
credit worthiness of the banks in which it deposits cash.

VimpelCom issues advances to a variety of vendors of property and
equipment for its network development. The contractual arrangements
with the most significant vendors (Alcatel. Ericsson and Technoserve
A/S) provide for equipment financing in respect of certain deliveries of
equipment. VimpelCom periodically reviews the financial position of
vendors and their compliance with the contract terms.

Fair Value of Financial Instruments

The carrying amounts for financial instruments, consisting of cash and
cash equivalents, short-term investments, trade accounts receivable,
forward agreement obligations under accounts payable, bank loans and
equipment financing liabilities approximate their fair value.

The fair value of senior convertibic notes based on quoted market
prices was USS106.266 and USS$86,198 as of Decernber 31. 2002 and
2001, respectively.

Comprehensive Income

SFAS No. 130, “Reporting Comprehensive Income”, requires the
reporting of comprehensive income in addition to net income (loss).
Comprehensive income is a more inclusive financial reporting
methodology that includes disclosure of certain financial information
that historically has not been recognized in the calculation of net
income but as an adjustment to shareholders’ equity. VimpelCom does
not have comprehensive income items. Accordingly. net income (Joss)
is equivalent 1o comprehensive income for each of the years presented.

Stock-Based Campensation

VimpelCom follows the provisions of SFAS No. 123, “Accounting for
Stock-Based Compensation™, for its stock option plan, SFAS No. 123
generally allows companies to either account for stock-based compensa-
tion under the new provisions of SFAS No. 123 or under the provisions of
Accounting Principles Board Opinion (“APB”) No. 25. “Accounting for
Stock Issued to Employees”. Because the fair value accounting requires
use of option valuation models that were not developed for use in valuing
employee stock options (see Note 23). VimpelCom has elected to account
for its stock-based compensation in accordance with the provisions of
APB No. 25 and related Interpretations and present pro forma disclosures
of nzsults of operations as if the fair value method had been adopted.

The following table illustrates the effect on net income and earnings per share if the company had applied the fair value recognition provisions of FASB

Statement No. 123, to stock-based employee compensation.

Years ended December 31,

Net income (loss), as reported

Add: Compensation expense in respect of 2000

Stock Option Plan, as reported

Deduct: Compensation expense in respect of 2000 Stock Option Plan
determined under fair value based method for all awards

Pro forma net income

Earnings per share:
Basic—as reported
Basic~—pro forma
Diluted—as reported
Diluted—pro forma

2002 2001 2000

USS$ 129,552 USS$ 47.301 USS (77,801)
4,085 - -

(1,386) (1,363) (42)

USS 132,251 USS$ 45,938 USS (77,843)
US$ 3.41 USS$ 1.41 USS (2.57)
USS$ 3.48 US$ 1.37 USS (2.57)
US$2.91 USS 1.18 USS (2.57)
USs$2.97 UsSs 1.15 USS (2.57)

Derivative Instruments and Hedging Activities

SFAS No. 133, “Accounting for Derivative Instruments and Hedging
Activities”, requires companies to recognize all of its derivative instru-
ments as either assets or liabilities in the statement of financial position
at fair value. The accounting for changes in the fair value of a derivative
instrument depends on whether it has been designated and qualifies as
part of a hedging relationship and further, on the type of hedging rela-
tionship. For those derivative instruments that are designated and qual-
ify as hedging instruments, VimpelCom designates the hedging instru-
ment, based upon the exposure being hedged, as a fair value hedge. cash
flow hedge or a hedge of a net investment in a foreign operation.

For derivative instruments that are designated and qualify as a fair
value hedge, the gain or loss on the derivative instrument as well as the
offsetting loss or gain on the hedged item attributable to the hedged
risk are recognized in the same line item associated with the hedged
item in current earnings during the period of the change in fair values.

Business Combinations, Goodwill and Other Intangible Assets

In July 2001, the Financial Accounting Standards Board (the
“FASB™) issued SFAS’s No. 141, “Business Combinations”, and No.
142, “Goodwill and Other Intangible Assets”, effective for fiscal years
beginning after December 15, 2001. Under the new rules, goodwill
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and intangible assets deemed to have indefinite lives will no longer be
amortized but will be subject to annual impairment tests in accordance
with SFAS No. 142. Other intangible assets will continue to be amor-
tized over their useful life. Impairment losses that arise due to the ini-
tial application of this standard should be reported as a cumulative
effect of a change in accounting principle.

VimpelCom has adopted SFAS No. 141, "Business Combinations”,
which was effective for business combinations consummated after June
30, 2001. VimpelCom adopted SFAS No. 142, "Goodwill and Other
Intangible Assets”, on January 1. 2002, and discontinued amortization of
goodwill as of such date. The impact of non-amortization of goodwill on
VimpelCom’s net income for the year ended December 31, 2002 was an
increase of USS1.632. or USS$0.04 per share of common stock — basic
and US$0.04 per share of common stock — diluted, respectively.

VimpelCom has completed the goodwill impairment testing identified
in SFAS No. 142 and identified that there was no impairment of good-
will as of December 31. 2002.

Accounting for Assets Retirement Obligations

In August 2001, the FASB issued SFAS No. 143, "Accounting for Asset
Retirement Obligations.” This statement deals with the costs of closing
facilities and removing assets. SFAS No. 143 requires entities to record
the fair value of a legal liability for an asset retirement obligation in the
period it is incurred. This cost is initially capitalized and amortized over
the remaining life of the asset. Once the obligation is ultimately settled,
any difference between the final cost and the recorded liability is recog-
nized as a gain or loss on disposition. SFAS No. 143 is effective for years
beginning after June 15, 2002. The adoption of the provisions of SFAS
No. 143 is not expected to have a material impact on VimpelCom’s
results of operations, financial position or cash flow.

Accounting for Costs Associated with Exit or Disposal Activities

In June 2002, the FASB issued SFAS No. 146, "Accounting for Costs
Associated with Exit or Disposal Activities,” which requires that a lia-
bility for a cost associated with an exit or disposal activity be recognized
when the liability is incurred. This statement nullifies Emerging Issues
Task Force No. 94-3, "Liability Recognition for Certain Employee
Termination Benefits and Other Costs to Exit an Activity (including
Certain Costs Incurred in a Restructuring,” which required that a lia-
bility for an exit cost be recognized upon the entity’s commitment to an
exit plan. SFAS No. 146 is effective for exit or disposal activities that are
initiated after December 31, 2002. The adoption of the provisions of
SFAS No. 146 is not expected to have a material impact on
VimpelCom’s results of operations, financial position or cash flow.

Accounting for Stock-Based Compensation

In December 2002, the FASB issued SFAS No. 148 "Accounting for
Stock-Based Compensation - Transition and Disclosure - an amend-
ment of FASB Statement No. 123.” SFAS No. 148 amends SFAS No.
123 “Accounting for Stock-Based Compensation™ to provide alterna-
tive methods of transition for an entity that voluntarily changes to the
fair value based method of accounting for stock-based employee com-
pensation. It also amends the disclosure provisions of SFAS No. 123 to
require prominent disclosure about the effects on reported net income
of an entity's accounting policy decisions with respect to stock-based

employeec compensation. SFAS No. 148 also amends APB Opinion
No. 28 “Interim Financial Reporting” to require disclosure about those
effects in interim financial information. The amendments to SFAS No.
123 introduced in SFAS No. 148 effective for financial statements for
fiscal years ending after December 15, 2002. VimpelCom adopted the
disclosure requirements of SFAS No. 148 in the consolidated financial
statements for the year ended December 31, 2002,

Accounting for Guarantees

In November 2002, the FASB issucd FASB Interpretation (“FIN")
No. 45. “Guarantor's Accounting and Disclosure Requirements for
Guarantees, Including Indirect Guarantees of Indebtedness of
Others™. FIN No. 45 requires that upon issuance of a guarantee, the
guarantor must recognize a liability for the fair value of the obligation
it assumes under that guarantee. The disclosure provisions of FIN No.
45 are effective for financial statements of annual periods that end after
December 15, 2002. The provisions for initial recognition and meas-
urement are effective on a prospective basis for guarantees that are
issued or modified after December 31, 2002. The adoption of the pro-
visions of FIN No. 45 did not have a material impact on VimpelCom's
results of operations, financial position or cash flow.

Consolidation of Variable Interest Entities

In January 2003, the FASB issued FIN No. 46, “Consolidation of Variable
Interest Entities”. FIN No. 46 defines the concept of “variable interests”
and requires existing unconsolidated variable interest entities to be consoli-
dated into the financial statements of their pimary beneficiaries if the vari-
able interest entities do not effectively disperse risks among the parties
involved. FIN No. 46 applies immediately to variable interest entities creat-
ed after January 31, 2003, 1t applies in the first fiscal year or interim period
beginning after June 13, 2003, to variable interest entities in which an enter-
prise holds a variable interest that it acquired before February 1, 2003, If it is
reascnably possible that an enterprise will consolidate or disclose informa-
tion about a variable interest entity when FIN No. 46 becomes effective, the
enterprise must disclose information about those entities in all financial
staterments issued after January 31, 2003. The interpretation may be applied
prospectively with a cumulative-effect adjustment as of the date on which it
is first applied or by restating previously issued financial statements for one
or more vears, with a cumulative-effect adjustment as of the beginning of the
first vear restated. VimpelCom does not expect that the adoption of the pro-
visions of FIN No. 46 will have a material impact on VimpelCom's future
results of operations, financial position or cash flow.

Reclassifications
Certain reclassifications have been made to the prior vears’ consolidat-
ed financial statements to conform to the current year presentation.

3. Changes in Estimates

At the beginning of fiscal year 2002, VimpelCom changed the estimat-
ed remaining useful life of DAMPS telecommunications equipment
from 6.5 to 5 years. The change decreased net income for the year
ended December 31, 2002 by approximately USS$3,152 equivalent to
US$0.08 per share of common stock — basic and USS0.07 per share of
common stock — diluted.
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At the beginning of the second quarter 2002, VimpeiCom changed the
estimated remaining useful life of NAMPS telecommunications
equipment from 4.25 to 1.75 years. The change decreased net income
for the year ended December 31, 2002 by approximately USS$1.752
equivalent to US$0.05 per share of common stock — basic and
US$0.04 per share of common stock — diluted.

At the beginning of the third quarter 2002, VimpelCom changed the
estimated remaining useful life of certain items of telecommunications
equipment from 5 to 0.3 years. The change decreased net income for
the year ended December 31, 2002 by approximately USS$2.239 equiv-
alent to USS$0.06 per share of common stock — basic and US$0.05 per
share of common stock — diluted.

At the beginning of the fourth quarter 2002, VimpelCom changed the
estimated remaining uscful life of certain items of telecommunications
equipment from 5 to 0.25 years. The change decreased net income for
the year ended December 31. 2002 by approximately US$1,857 equiv-
alent to USS$0.05 per share of common stock — basic and US$0.04 per
share of common stock — diluted.

4. Acquisitions

On December 13, 1999, VimpelCom paid US$29.536 to Alcatel SEL
AG (“Alcatel”) for the 12% of KBI's common stock. which
VimpelCom did not previously own. In accordance with Russian leg-
islation. legal ownership of shares is effective as at the date of registra-
tion of the transaction in the register of sharcholders. The purchase of
KBI’s shares by VimpelCom was registered on January 3, 2000. The
excess of acquisition cost over the fair market value of 12% of the net
assets of KB1 amounted to US$12,699 and was recorded as goodwill.
Goodwill was amortized on a straight-line basis over its estimated use-
ful life, 8 years, until December 31, 2001 and is subject to annual
impairment tests commencing January 1, 2002.

On March 13, 2000, VimpelCom increased its share of ownership in
RTI Service-Svyaz to 100% by acquiring the remaining 50% of voting
shares it did not previously own for U$$3,026. The excess of the fair
market value of 50% of the net assets of RTI Service-Svyaz over acqui-
sition cost reduced the value of property and equipment in the accom-
panying consolidated financial statements.

In January 2001, VimpelCom acquired 100% of the shares of common
stock of MSS Start operating under a trademark “Mobile Center”, a
retail dealer for mobile communications companies, for US$3,192.
The acquisition was recorded under the purchase method of account-
ing. The results of operations of MSS Start were included in the
accompanying consolidated statement of operations from the date of
acquisition, The fair value of net assets acquired approximated the cost
of acquisition.

In April 2001, VimpelCom-Region, a subsidiary of VimpelCom.
acquired 93% of shares of common stock of Cellular Company, a cel-
lular operator in Novosibirsk, operating under trade marks “Bee Line™
and “Fora”, for US$4,544. The acquisition was recorded under the

purchase method of accounting. The results of operations of Celluiar
Company were included in the accompanying financial statement
frorn the date of acquisition. The excess of acquisition cost over the fair
value of 93% of net assets of Cellular Company amounted to USS317
as of the date of acquisition and was recorded as goodwill. Goodwill
was amortized on a straight-line basis over its estimated uszful life, 7
yeass, until December 31, 2001 and is subject to annual impairment
tests commencing January 1, 2002.

In February 2002, VimpelCom-Region acquired 5% of Cellular
Company's common stock. which VimpelCom-Region did not previ-
ousty own, for US$227. The excess of acquisition cost over the fair value
of 5% of the net assets of Cellular Company amounted to USS15 and was
recorded as goodwill. Goodwill is subject to annual impairment tests.

2% of shares of common stock of Cellular Company were owned by
KBI before the acquisition. Therefore, after the acquisition,
VimpelCom-Region and KBI collectively controlled 100% of shares of
the common stock of Cellular Company.

In July 2002, VimpelCom-Region acquired 77.6% of common stock of
Orensot, a cellular communication enterprise operating in the Orenburg
region, for US$14,204. In October 2002, VimpelCom-Region acquired
21.21% of Orensot’s common stock, which VimpelCom-Region did not
previously own, for USS$3,882. This transaction increased VimpelCom-
Region’s ownership in Orensot to 98.81%. The acquisitions were
recorded under the purchase method of accounting. The results of oper-
ations of Orensot were included in the accompanying consolidated
statement of income from the date of acquisition. The fair value of net
assets acquired approximated the cost of acquisition.

In October 2002, VimpelCom acquired 1% of common stock of Bee-Line
Samara, a cellular operator in Samara region. which VimpelCom did not
previously own, for USS680. This transaction increased VimpelCom's
ownership in Bee-Line Samara to 51%. The acquisition was recorded
under purchase method of accounting. The investment in Bee-Line
Samara was accounted for under the equity method prior to October 2002.
The accounts of Bee-Line Samara are included in VimpelComi's consoli-
dated financial staterments from October 2002. The fair value of 1% of net
assets acquired approximated the cost of acquisition.

In December 2002. VimpelCom-Region acquired 100% of Extel. a
cellular communication enterprise operating in the Kaliningrad
region. for USS25,312. The acquisition was recorded under the pur-
chase method of accounting. The results of operations of Extel were
included in the accompanying consolidated statement of income from
the date of acquisition. The fair value of net assets acquired approxi-
maied the cost of acquisition.

In December 2002, VimpelCom-Region acquired 100% of ownership
interest in Vostok-Zapad Telecom, a company that holds a GSM-
900/1800 license for operations in the Ural region, for US$26.608.
The acquisition was recorded under the purchase method of account-
ing. The results of operations of Vostok-Zapad Telecom were included
in the accompanying consolidated statement of operations from the
date of acquisition. The fair value of net assets acquired approximated
the cost of acquisition.
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The following 1able summarizes the estimated fair values of the intangible assets acquired of Orensot, Bee-Line Samara, Extel and Vosiok-Zapad
Telecom at the date of acquisition.

Intangible assets subject to amortization (10.9 years weighted-average useful life)

Licenses (11.0 vears weighted-average useful life) Uss 71.701
Other intangible assets (8.5 years weighted-average useful life) 711
) US$ 72,412

The following unaudited pro forma combined results of operations for VimpelCom give effect to Orensot, Bee-Line Samara, Extel and Vosrok-Zapad
Telecom business combinations as if they had occurred at the beginning of 2002 and 2001. These pro forma amounis are provided for informarional pur-
poses only and do not purport to present the results of operations of VimpelCom hed the transactions assumed therein occurred on or as of the daie indi-
cated, nor is it necessarily indicative of the results of operations which may be achieved in the future.

Years ended December 31,

2002 2001
Pro forma total operating revenues USS$ 818,012 USS 463,179
Pro forma net income 137,171 52.075
Pro forma basic net income per common share 3.61 1.55
Pro forma difuted net income per common share 3.08 1.30
§. Cash and Cash Equivalents
Cash and cash equivalents consisted of the following ar December 31:
2002 2001
Rubles US$ 40,185 USS 21.670
US dollars 182,815 110.631
EURO and other currencies 40,657 11,871
' ’ USS$ 263,657 USS 144,172
6. Other Current Assets
Other current assets consisted of the following at December 31:
2002 2001
Value added tax and other taxes USS 88,528 USS 37,298
Advances to supplicrs 15,194 6,905
Forward agreement (Note 7) 2,639 -
Prepayment under forward agreement (Note 7) 2,041 -
Other 9,956 5,569
‘ R - o ' ' US$ 118,358 ' | USS$ 49,772
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7. Forward Agreements with Citibank

VimpelCom enters into forward exchange contracts to hedge certain
liabilities denominated in foreign currencies. The purpose of
VimpelCom’s foreign currency hedging activities is to protect
VimpelCom from risk that the eventual dollar cash outflows from pay-
ments in euros to vendors of equipment will be adversely affected by
changes in the exchange rates.

On May 14, 2002, VimpelCom entered into a forward agreement with
Citibank for purchase of EURO 5,000 thousand on November 15,
2002 for US dollars at a rate of 0.897 EURO/1USS to hedge foreign
currency risk associated with the liability under equipment financing
agreements between KBl and Alcatel. The agreement qualified for
hedge accounting under SFAS No. 133, “Accounting for Derivative
Instruments and Hedging Activities,” as amended. VimpelCom pur-
chased EURO 5,000 thousand on November 15, 2002. The net gain of
USS$ 542 related to the change in the fair value of the derivative from
May 14, 2002 to November 15, 2002 was included in net foreign
exchange loss in the accompanying consolidated statement of income
for the year ended December 31, 2002.

8. Property and Equipment

On August 26, 2002, KBI entered into a forward agreement with
Citibank for purchase of EURC 89.912 thousand for US dollars at a
rate of 0.9599 EURO/1USS in several installments during the period
frorn January 2003 to January 2006 to hedge foreign currency risk
associated with the liability under equipment financing agreements
between KBI and Alcatel. The agreement qualified for hedge account-
ing under SFAS No. 133, “Accounting for Derivative Instruments and
Hedging Activities,” as amended. The derivative was recorded at fair
value of USS 6,222 as of December 31. 2002. and inciuded in other
current assets and other assets in the amount of US$ 2,639 and US$
3.583. respectively, in the accompanying consolidated balance sheet
(Notes 6, 11). The net gain of USS 6,222 related to the change in the
fair value of the derivative was included in net foreign exchange loss in
the accompanying consolidated statement of income for the vear
ended December 31, 2002.

In accordance with the forward agreement, KB} made a prepayment
in the amount of US$ 8.000 with Citibank. As of December 31,
2002, the deposit was recorded as other current assets and other
assets in the amount of USS 2,041 and USS 5,959, respectively
(Notes 6. 1.

«

Property and equipment, at cost, except for impaired assets, consisted of the following ar December 31:

2002 2001

Telecommunications equipment held under capital lease agreements USS 8,424 US$ 5,517
Telecommunications equipment 640,295 340,464
Buildings and leasehold improvements 39,892 37.611
Office and measuring equipment 58,951 39,284
Vehicles 4,072 3.042
Furniture 4,470 3411
Other equipment 4,919 4,705
) 761,023 - 434,034
Accumulated depreciation (165,930) (107.738)
Equipment not installed and assets under construction 362,509 209,109

US$.957,602 USS 535,405

Capitalized interest in the amount of US$1,583 and US$0 was includ-
ed in the cost of telecommunications equipment in the year ended
December 31, 2002 and 2001, respectively.

In July 2000, VimpelCom purchased all the telecommunications
equipment previously held under capital lease agreements with AB
LM Ericsson Finans.

In April 2001, VimpelCom-Region acquired Cellular Company
{Note 4). Cellular Company had telecommunications equipment held
under capital lease agreements (Note 15).

I[n October 2002, VimpelCom acquired controlling ownership inter-
est in Bee-Line Samara (Note 4). Bee-Line Samara had telecommu-

nications equipment held under capital lease agreements (Note 15).

Accumulated depreciation on telecommunications equipment
held under capital lease agreements amounted to USS$2,965 and
US$988 at December 31, 2002 and 2001, respectively. Depreciation
expense in respect of telecommunications equipment held under
capital lease amounted to US$1,977, USS988 (commencing April
2001) and US$9,789 (until July 2000) for the years ended December
31, 2002, 2001 and 2000, respectively, and was included in depreci-
ation expense in the accompanying consolidated statements of
operations.

VimpelCom recorded an impairment charge of USS$61,000 in respect
of telecommunications equipment as of December 31, 2000 {Note 10).
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9. Telecommunications Licenses and Other Intangible Assets

The total gross carrying value and accumulated amortization of VimpelCom's tefecommunications licenses was as follows:

December 31, 2002 December 31, 2001

Accumulated Accumulated
Cost amortization Cost amortization
101,826 (13,441) 30,000 (9.954)

Telecommunications licenses were initially recorded at cost. Telecommunications licenses acquired in business combinations were initialtly
recorded at their fair value as of the acquisition date.

The rotal gross carrving value and accumulated amortization of VimpelCom’s intangible assets by major intangible assei class was as follows:

December 31, 2002 December 31, 2001

Accumulated Accumulated

Cost amortization Cost amortization
Telephone line capacity USS 89,826 USS (45,487) USS 76.553 USS (37.404)
Goodwill 13,025 (3,209) 13,010 (3.209

Other intangible assets 3,439 (1,864) 3,240 (1,310
‘ USS 106,290 US$ (50,560) US$ 52,803 USS (41,923)

Amortization expense for each of the succeeding five years is expected 0 be as follows:

2003 US$ 19,595
2004 19.595
2005 19,595
2006 19,595
2007 18,681

The pro forma impact of non-amortization of goodwill on net income and net income per share for the year ended December 31, 2001 compared to
actual results for the year ended December 31, 2002 is as follows:

Years ended December 31,

2002 2001 2000
(in thousunds of US doliars, except per shan amounis)

Reported net income USS 129,552 UsS$ 47,301 USS (77.801)
Goodwill amortization - 1,621 1,588
Adjusted net income US$ 129,552 USS$ 48,922 USS$ (76,213)
Basic net income per common share:
Reported net income US$ 3.41 USS 1.41 USS (2.57)
Goodwill amortization - 0.04 0.05
Adjusted net income per common share - USS$ 3.41 USS 1.45 USS (2.52)
Diluted net income per common share:
Reported net income US$ 2.91 USS 118 USS (2.57)
Goodwill amortization - 0.04 0.05
Adjdéiéd ret inconie per.common share .. ' USs$.2.91 US$ 1.22 us ('2.52)

VimpelCom recorded an impairment charge of USS 5,467 in respect of other intangible assets as of December 2000 (Note 10).
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10. Impairment Charges

Based upon a comprehensive review of long-lived assets. VimpelCom
determined that as of December 2000, its telecommunications
AMPS/D-AMPS network equipment in the Moscow license area and
licenses from the vendor of the equipment were impaired. A marketing
research study performed by VimpelCom indicated that the migration
rate of subscribers from VimpelCom's AMPS/D-AMPS network to its
GSM network had increased. Accordingly, revised revenue forecasts

11, Other Assets

Orher assets consisted of the following at December 31:

for the AMPS/D-AMPS network were based on a lower number of
subscribers. VimpelCom recorded an impairment charge of USS
66,467, including USS 61.000 in respect of equipment and USS 5.467
in respect of licenses classified as intangible assets in the accompany-
ing consolidated balance sheets. These amounts represent an excess of
the carrying amount of assets over their fair value, Fair value was deter-
minzd as the present value of estimated future cash flows expected to
result from the use of the assets. No impairment charges were recog-
nized in 2002 or 2001.

2002 2001
Software, at cost USS$ 54,681 USS 23,321
Accumulated depreciation (10.867) (3.031)
. 43,814 20,290
Prepayments to suppliers 36,309 24813
Prepayment under forward agreement (Note 7) 5,959 -
Forward agreement (Note 7) 3,583 -
Equity investments 1,556 3,833
Other assets 1.283 812
USS$ 92,504 USS 49,748
12. Bank Loans

Bank loans consisted of the following as of December 31:
2002 2001
Sberbank — loan to VimpeiCom US$ 50,100 USS 66,800
Sberbank — loan to Cellular Company - 1,152
J.P. Morgan AG 256,000 -
Sberbank — loan to VimpelCom-Region 39,330 -
Gazbank 2,211 -
Other loans 2,169 -
343,860 67,952
Less current portion (37,780) (17.852)
Total long-term bank loans USS 306,030 US$ 50,100

On April 28, 2000, Sberegatelny Bank of the Russian Federation
(“Sberbank ™) provided a four-year, US dollar denominated, credit line
of US$80.000 to VimpelCom. The amount of the credit line was sub-
sequently reduced to US$66,800. VimpelCom had the right to draw
down the entire amount before April 28, 2001. VimpelCom has made
drawings under the credit line in the total amount of US$66,800. The
loan is to be repaid in eight equal installments, on a quarterly basis,
commencing July 10, 2002. The interest rate as at the date of signing
was 13.25% per annum and is subject 10 change by Sberbank. As of
December 31, 2002, the interest rate was 11.5% per annum.

As of December 31, 2002, assets pledged as collateral against this cred-
it line included certain items of telecommunications equipment and
buildings in Moscow owned by VimpelCom with an approximate car-
rving amount of USS$66,151 and US$14,974, respectively, all of
VimpelCom's shares in MSS Start. 50% of shares in Bee-Line Samara,
and promissory notes issued by VimpelCom to RT1 Service-Svyaz with
a nominal amount of 930,000 thousand rubles (US$29,264 at
exchange rate as of December 31, 2002). The carrving amount of 50%
of net assets of Bee-Line Samara in the accompanying consolidated
balance sheet as of December 31, 2002 was US$6,818. The carrying
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amount of net assets of MSS Start in the accompanying consolidated
balance sheet as of December 31. 2002 was US$2,732. Under the loan
agreement between VimpelCom and Sberbank. VimpelCom is subject
to certain defined debt covenant restrictions. including several restric-
tions related to financial condition.

The loan payable to Sberbank by Cellular Companyv denominated in
US dollars bears interest 0f 4% per annum. The proceeds from the loan
were used to open a stand-by letter of credit to secure certain liabilities
of Cellular Company to Motorola Credit Corporation (“Motorola™)
under a lease agreement (Note 15). The loan was fully repaid as of
December 31, 2002.

On April 26. 2002, the offering of 10.45% Loan Participation Notes
(“Notes™) issued by, but without recourse 1o J.P. Morgan AG, for the
sole purpose of funding a US$250,000 loan to VimpelCom was com-
pleted. The loan will mature on April 26, 2005. VimpelCom is to pay
cash interest on the loan at the rate of 10.45% per annum from April
26, 2002, payable semi-annually on April 26 and October 26 of each
year. Such interest payments commenced on October 26, 2002. As of
December 31. 2002, interest in amount of USS4,718 was accrued.
Gross issuance costs comprised US$6,569 and were included, net of
related accumulated amortization of USS1.439. in unamortized debt
issue costs in the accompanying consolidated balance sheet.
Amortization of debt issuance costs is included in interest expense in
the accompanying consolidated financial statements. Under the loan
agreement between VimpelCom and J.P. Morgan AG, VimpelCom is
subject to certain defined debt covenant restrictions. including several
restrictions related to financial condition.

In December 2002, Sberbank provided a US dollar denominated cred-
it line of US$70,000 to VimpelCom-Region. VimpelCom-Region has
the right to draw down the entire amount before April 1, 2003. As of
December 31. 2002, VimpelCom-Region’s drawings under the credit
line amounted to US$39,380. The loan will be repaid in twelve install-
ments, on a quarterly basis. commencing November 27, 2004. The
loan bears interest at an annual rate of 13%.

As of December 31, 2002, assets pledged as collateral against the loan
from Sberbank to VimpelCom-Region included certain items of
telecommunications equipment with an approximate carrying amount
of USS$49.606 and promissory notes issued by VimpelCom-Region to
Cellular Company with a nominal amount of 1,551,602 thousand
rubles (US848,816 at exchange rate as of December 31, 2002).

VimpelCom irrevocably, fully and unconditionally guaranteed
VimpelCom-Region's obligations under the loan from Sberbank for
the total amount of US$36,000.

On December 20, 2002, Closed Joint Stock Company Commercial
Bank Gazbank (“Gazbank™) provided a one vear, ruble denominated,
loan of 21,000 thousand rubles (US$66! at exchange rate as of
December 31, 2002) and a one year. US dollar denominated, loan of
USS$1.550 to Bee-Line Samara. As of December 31, 2002. drawings
under the loans amounted to US$2,211. The loans should be repaid no
later than December 22, 2003. The US dollar denominated loan bears
interest at an annual rate of 14%. The ruble denominated loan bears

interest at an annual ratc of 26% and is subject to change by Gazbank.
As of December 31, 2002, the interest rate for ruble denominated loan
was 26% per annum.

As of December 31, 2002, assets pledged as collateral against the loans
from Gazbank included certain items of telecommunications equip-
ment with an approximate carrying value of USS3.579.

13. Senior Convertibie Notes

On July 28, 2000, the offering of senior convertible notes registered
with the SEC raised a total of US$70.320 (net of cost of issuance of
USE4,680). Unamortised balance of debt issue costs of US$2,758 and
USE$3.618 was included in non-current assets in the accompanying
consolidated balance sheets as of December 31, 2002 and 2001.
respzctively.

The convertible notes will mature on July 28, 2005. Holders of the con-
vertible notes may convert the notes into ADSs at any time after
September 28, 2000 at the conversion price of US$27.0312 per ADS.
subject to certain adjustments. VimpelCom is to pay cash interest on the
convertible notes at the rate of 5.5% per annum from July 28, 2000,
payeable semi-annually on January 28 and July 28 of each. Such interest
payments commenced on January 28, 2001. Unless previously convert-
ed or redeemed. VimpelCom is to repay the convertible notes at
135.41% of their principal amount. which represents a yield to maturity
of 11% per annum compounded on a semi-annual basis. Amortization
of discount on the notes and debt issuance costs is included in interest
expense in the accompanying consolidated financial statements.

The convertible notes are redeemable by VimpelCom starting from
July 28, 2003 at their accreted value, plus accrued but unpaid cash
interest and any additional amounts, if the market price of the ADSs
on the New York Stock Exchange exceeds 140% of the conversion
price during a period of 30 consecutive trading days.

Senior convertible notes were issued by VimpelCom B.V., a wholly-
owried subsidiary of VimpelCom Finance B.V., which is a wholly-
owried subsidiary of VimpelCom. VimpelCom B.V. is ¢ company with
no assets, operations, revenues or cash flows other than those related to
the issuance, administration and repayment of senior convertible notes.

VimpelCom irrevocably, fully and unconditionally guarantecd
VimpelCom B.V.’s obligations under the senior convertible notes,
including the performance by VimpelCom B.V. of its conversion obligation.

14. Equipment Financing Obligations

Agreements between KB and Alcatel

KBI entered into an agreement with Alcatel for the purchase and
installation in four phases of mobile telecommunications GSM net-
work equipment with a total contract value of USS$135,000. In order to
finance the transaction, KBI and Alcatel entered into a deferred pay-
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ment agreement in the aggregate principal amount of US$113,242 plus
interest (the “Alcatel Agreement”). In addition, Alcatel received shares
of KBY¥’'s common stock representing the remaining 12% of the out-
standing capital stock of KBI after giving effect to such issuance. These
shares were valued at US$21.758 in accordance with the market value
of the equipment and services to be provided, adjusted for put and call
options attached to the issuance, As described in Note 4. on January 3,
2000, VimpeiCom purchased the 12% of KBJ shares held by Alcatel
for US$29,536.

The Alcatel Agreement requires interest to be paid at the US dollar
LIBOR rate plus 4.0% over a period to be determined by the timing of
the initiation of the four different phases of the Alcatel Agreement.
Financing of the contract by Alcatel provides for repayment of Phase 1
and Phase 2 to commence no later than four years from the date of the
contract. For the first phase, initiated in 1996, two annexes have been
signed. The first annex related to equipment valued at US$21.758
which was contributed in kind to the charter capital of KBI. The sec-
ond annex related to a delivery of equipment valued at US$21,511
under the equipment financing agreement. For the second phase, initi-
ated in 1997, one annex was signed for equipment valued at US$47,785.
For the third phase, initiated in 1998, one annex was signed for equip-
ment valued at EURO 20,389 thousand (US521,485) acquired in 1999.
The fourth phase, initiated in 1999, was signed for equipment valued at
EURO 19,919 thousand (US$18,356) acquired in 2000.

Repavment of amounts due under the Alcatel Agreement for the first
and second phases were 10 begin after a grace period of three years
from the date of acceptance of the related equipment and services,
however, this grace period was to expire no later than May 26, 2000.
Principal and interest repayments are made in eight semi-annual
installments beginning May 27, 2000.

On May 19. 2000. KBI and Alcatel signed the fifth amendment to the
deferred payment agreement (the “Fifth Amendment”). The Fifth
Amendment provides for the deferral of payment of the amount of
EURO 15,936 thousand (US$13,857) in respect of future deliveries of
equipment under the fourth phase of the agreement on the purchase
and installation of mobile telecommunications network equipment.
The liability accrues interest at the EURO six-month EURIBOR rate
plus 9%. Principal repayments were to be made in two equal install-
ments, no later than July 5, 2001 and December 15, 2001. Interest was
to be repaid on the same dates in the full amount accrued as of the
respective date. The Fifth Amendment changed the initial terms of
payment under the fourth phase. Under the initial terms, payments in
respect of future deliveries of equipment were to be made within 30
days after the delivery of equipment. As of December 31, 2002, all the
equipment under the fourth phase was delivered and the principal and
accrued interest were repaid on due dates.

On May 19, 2000, KBI and Alcatel signed the sixth amendment to the
deferred payment agreement (the “Sixth Amendment”). The Sixth
Amendment provided for the deferral of pavment of the amount of
US$15.000 under the sccond phase of the agreement on the purchase
and installation of mobile telecommunications network equipment.
The initial payment date under the second phase was May 27, 2000.
The new payment date under the Sixth Amendment was September 1,

2000 and the entire amount was paid on due datc. The interest was
accrued and paid for the period of May 27. 2000 through September 1.
2000 at the US dollar six-month LIBOR rate plus 6.25%.

On May 19, 2000, KBI and Alcatel signed a new agreement on the
purchase and installation in two phases {fifth and sixth phases) of
mobile telecommunications GSM network equipment in the total
value of EURQ 26,135 thousand (USS27.180 at exchange rate as of
December 31, 2002). Under the new agreement, further phases may be
agreed. On May 19, 2000, an annex for the fifth phase was signed for
the amount of EURO 7,135 thousand (US$7.420 at exchange rate as
of Diecember 31, 2002). On June 30, 2000. an annex for the sixth phase
was signed for the amount of EURO 19.000 thousand (US$19.760 at
exchange rate as of December 31, 2002).

On August 23, 2000, KBI and Alcatel signed the deferred pavment
agreement for the fifth phase. This agreement provides for the deferral
of payment of the amount of EURO 5.566 thousand (US$5.789 at
exchange rate as of December 31. 2002) in respect of future deliveries
of equipment under the fifth phase. The liability accrues interest at the
EURO six-month EURIBOR rate plus 3.5%. Priricipal repayments
are o be made in six equal and consecutive semi-annual instaliments.
The first installment was to become due six months after the accept-
ance of the related equipment, but no later than December 1, 2001.
Interest should be repaid on the same dates in the full amount accrued
as of the respective date. As of December 31, 2002, all the equipment
was delivered under the fifth phase.

On September 7, 2000, KBI and Alcatel signed the deferred payment
agreement for the sixth phase that provides for the deferral of payment
of the amount of EURO 16,150 (USS16,796 at exchange rate as of
December 31, 2002) in respect of future deliveries of equipment under
the sixth phase. This agreement was amended on January 10, 2001,
The amount of deferred payments is divided in sub-phases 1, 2 and 3
in the amounts of EUJRO 12,828 thousand (US$13,341 at exchange
rate as of December 31, 2002), EURO 1,700 thousand (USS1,768 at
exchange rate as of December 31, 2002) and EURO 1,622 thousand
(US$1,687 at exchange rate as of December 31, 2002), respectively.
The liability for sub-phases 1, 2 and 3 accrues interest at the EURO
six-month EURIBOR rate plus 3.5%. The first installments under
sub-phases 1, 2 and 3 were to become due no later than QOctober |,
2001, November 24, 2001 and January 30, 2002, respectively. Principal
repayments for each sub-phase are to be made in six equal and con-
secutive semi-annual instaliments. Interest in respect of the liability for
each sub-phase should be repaid on the same dates in the full amount
accrued as of the respective date. As of December 31, 2002, all the
equipment was delivered under the sixth phase.

On December 20, 2000, KBI and Alcatel signed an annex for the sev-
enth phase of the purchase and installation of mobile telecommunica-
tions GSM network equipment for the amount of EURO 8.000 thou-
sand (USS7,277). On December 26, 2000, KBI and Alcatel signed the
deferred payment agreement for the seventh phase. This agreement
provides for the deferral of payment of the amount of ELU'RO 6,800
thousand in respect of future deliveries of equipment under the seventh
phese. The liability accrues interest at the EURO six-month EURI-
BOR rate plus 3.5%. Principal repayments are to be made in six equal



]

i)

¢

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

33

and consecutive semi-annual installments. The first installment was to
become due six months after the acceptance of the related equipment,
but no later than February 13. 2002, Interest should be repaid on the
same dates in the full amount accrued as of the respective date. On
August 17, 2002, KBI and Alcatel agreed to accelerate the repayment.
As of December 31, 2002, all the equipment was delivered under the
seventh phase and all the principal and accrued interest were repaid.

On February 16, 2001, KBI1 and Alcatel signed an annex for the eighth
phase of the purchase and installation of mobile telecommunications
GSM network equipment for the amount of EURC 8,769 thousand
(US$9,120 at exchange rate as of December 31. 2002). On February 16,
2001, KBI and Alcatel signed the deferred payment agreement in
respect of future deliveries of equipment under the eighth phase. The
eighth phase is divided in three sub-phases with the following amounts
of deferred payments: sub-phase 1 in the amount of EURO 553 thou-
sand (USS575 at exchange rate as of December 31, 2002), sub-phase 2
in the amount of EURO 1,147 thousand (USS$1, 193 at exchange rate as
of December 31, 2002) and sub-phase 3 in the amount of EURO 5.754
thousand (US$5.984 at exchange rate as of December 31, 2002). The
liability for all the three sub-phases will accrue interest at the EURO
six-month EURIBOR rate plus 3.5%. Principal repayments for each
sub-phase are to be made in six equal and consecutive semi-annual
instaliments. The first installment for each sub-phase was to become
due six months after the acceptance of the related equipment. but no
later than February 135, April 15 and April 30, 2002 for sub-phases 1, 2
and 3, respectively. Interest in respect of the liability for each sub-phase
should be repaid on the same dates in the full amount accrued as of the
respective date. As of December 31, 2002, all the equipment was deliv-
ered under the equipment financing terms of the eighth phase.

On May 9. 2001, KB1 and Alcatel signed an annex for the ninth phase
of the purchase and installation of mobile telecommunications GSM
network equipment for the amount of EURO 8,500 thousand
(LJS$8,840 at exchange rate as of December 31, 2002). On May 9,
2001, KBI and Alcatel signed the deferred payment agreement in
respect of future deliveries of equipment under the ninth phase. The
ninth phase is divided in two sub-phases with the following amounts of
deferred payments: sub-phase 1 in the amount of EURO 5,525 thou-
sand (US$5.746 at exchange rate as of December 31, 2002) and sub-
phase 2 in the amount of EURO 1,700 thousand (US$1,768 at
exchange rate as of December 31, 2002). The liability for sub-phases |
and 2 accrues interest at the EURO six-month EURIBOR rate plus
3.5%. Principal repayments for each sub-phase are to be made in six
equal and consecutive semi-annual installments. The first installment
for each sub-phase was to become due six months after the acceptance
of the related equipment, but no later than June 14 and June 15, 2002
for sub-phases | and 2, respectively. Interest in respect of the liability
for each sub-phase should be repaid on the same dates in the full
amount accrued as of the respective date. As of December 31, 2002, all
the equipment was delivered under the ninth phase.

On June 22, 2001, KBI and Alcatel signed an annex for the tenth
phase of the purchase and instatlation of mobile telecommunications
GSM network equipment for the amount of EURO 8,570 thousand
(US$8.913 at exchange rate as of December 31, 2002). On June 22,
2001, KBI and Alcatel signed the deferred payment agreement in

respect of future deliveries of equipment under the tenth phase. This
agreement provides for the deferral of pavment of the amount of
EURO 7,284 thousand (USS7,575 at exchange rate as of December
31, 2002) in respect of future deliveries of equipment under the tenth
phase. This agreement was amended on October 29. 2001. The
amount of deferred payments is divided in sub-phases | and 2 in the
amounts of EURO 6,946 thousand (USS7,224 at exchange rate as of
December 31, 2002) and EURO 339 thousand (US$353 at exchange
rate as of December 31, 2002), respectively. The liability for sub-
phases 1 and 2 accrues interest at the EURQO six-month EURIBOR
rate plus 3.5%. Principal repayments are to be made in six equal and
conszcutive semi-annual instaliments. The first installments under
sub-phases | and 2 were to become due six months after the accept-
ance of the related equipment, but no later than june 135 and July |,
2002, respectively. Interest in respect of the liability for each sub-
phase should be repaid on the same dates in the full amount accrued
as of the respective date. As of December 31, 2002, all the equipment
was delivered under the tenth phase.

On July 20, 2001, KBI and Alcatel signed an annex for the ¢leventh
phase of the purchase and installation of mobile telecommunications
GSM network equipment for the amount of EURC 8.500 thousand
(USS7,698). On July 20, 2001, KB and Alcatel signed the deferred
payment agreement in respect of future deliveries of equipment under
the eleventh phase. This agreement provides for the deferral of pay-
ment of the amount of EURO 7,225 thousand in respect of future
deliveries of equipment under the eleventh phase. The liability accrues
interest at the EURO six-month EURIBOR rate plus 3.5%. Principal
repavments are to be made in six equal and consecutive semi-annual
installments. The first installment was to become due six months after
the acceptance of the related equipment, but no later than July I35,
2002. Interest should be repaid on the same dates in the full amount
accrued as of the respective date. On August 17, 2002, KBI and Alcatel
agreed to accelerate the repayment. As of December 31, 2002, all the
equipment was delivered under the eleventh phase and all the principal
and accrued interest were repaid.

On November 5, 2001, KB1 and Alcatel signed an annex for the thir-
teenth phase of the purchase and installation of mobile tetecommuni-
cations GSM network equipment for the amount of EURO 9,300
thousand (US$9,672 at exchange rate as of December 31, 2002). On
November 5, 2001, KBI and Alcatel signed the deferred payment
agreement in respect of future deliveries of equipment under the thir-
teenth phase. This agreement provides for the deferral of payment of
the amount of EURO 7,905 thousand (US$8.221 at exchange rate as
of Diecember 31, 2002) in respect of future deliveries of equipment
under the thirteenth phase. The liability accrues interest at the EURO
six-ronth EURIBOR rate plus 3.5%. Principal repayments are to be
made in six equal and consecutive semi-annual installments. The first
instaliment was to become due six months after the acceptance of the
related equipment, but no later than August 25, 2002. Interest should
be repaid on the same dates in the full amount accrued as of the
respective date. As of December 31, 2002, all the equipment was deliv-
ered under the thirteenth phase.

On November 12, 2001, KBI and Alcatel signed an annex for the four-
teenth phase of the purchase and installation of mobile telecommuni-
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cations GSM network equipment for the amount of EURO 9,300
thousand (US$9,672 at exchange rate as of December 31, 2002). On
November 12, 2001, KBI and Alcatel signed the deferred payment
agreement in respect of future deliveries of equipment under the four-
teenth phase. This agreement provides for the deferral of payment of
the amount of EURO 7,905 thousand (US$8,221 at exchange rate as
of December 31, 2002) in respect of future deliveries of equipment
under the fourteenth phase. The liability accrues interest at the EURO
six-month EURIBOR rate plus 3.5%. Principal repayments are to be
made in six equal and consecutive semi-annual installments. The first
installment was to become due six months after the acceptance of the
related equipment, but no later than August 30, 2002. Interest should
be repaid on the same dates in the full amount accrued as of the
respective date. As of December 31, 2002, all the equipment was deliv-
ered under the fourteenth phase.

On January 8, 2002, KB1 and Alcatel signed an annex for the fificenth
phase of the purchase and installation of mobile telecommunications
GSM network equipment for the amount of EURO 14,190 thousand
(US$14,758 at exchange rate as of December 31, 2002). On January 8.
2002, KBI and Alcatel signed the deferred payment agreement in
respect of future deliveries of equipment under the fifteenth phase.
This agreement provides for the deferral of payment of the amount of
EURO 12,061 thousand (USS$12,543 at exchange rate as of December
31, 2002) in respect of future deliveries of equipment under the fif-
teenth phase. The liability accrues interest at the EURO six-month
EURIBOR rate plus 2.9%. Principal repayments are 1o be made in six
equal and consecutive semi-annual installments. The first installment
was to become due six months after the acceptance of the related
equipment, but no later than October 31, 2002. Interest should be
repaid on the same dates in the full amount accrued as of the respec-
tive date. As of December 31, 2002, all the equipment was delivered
under the fifteenth phase.

On January §, 2002, KBI and Alcatel signed an annex for the sixteenth
phase of the purchase and installation of mobile telecommunications
GSM network equipment for the amount of EURO 15,040 thousand
(USS15,642 at exchange rate as of December 31, 2002). On January §,
2002, KBI and Alcatel signed the deferred payment agreement in
respect of future deliveries of equipment under the sixteenth phase. This
agreement provides for the deferral of payment of the amount of EURO
12.784 thousand (US$13.295 at exchange rate as of December 31, 2002)
in respect of future deliveries of equipment under the sixteenth phase.
The liability accrues interest at the EURO six-month EURIBOR rate
plus 2.9 %. Principal repayments are to be made in six equal and con-
secutive semi-annual installments. The first installment becomes due six
months after the acceptance of the related equipment, but no later than
January 10, 2003. Interest should be repaid on the same dates in the full
amount accrued as of the respective date. As of December 31. 2002, all
the equipment was delivered under the sixteenth phase.

On March 27, 2002. KBI and Alcatel signed an annex for the seven-
teenth phase of the purchase and installation of mobile telecommuni-
cations GSM network equipment for the amount of EURO 14,376
thousand (US$14,951 at exchange rate as of December 31, 2002). On
March 27, 2002, KBI and Alcatel signed the deferred payment agree-
ment in respect of future deliveries of equipment under the seven-

teenth phase. This agreement provides for the deferral of payment of
the amount of EURO 12,220 thousand (USS12.709 at exchange rate
as of December 31, 2002) in respect of future deliveries of equipment
under the seventeenth phase. The liability accrues interest at the
EUFRO six-month EURIBOR rate plus 2.9 %. Principal repayments
are to be made in six equal and consecutive semi-annual installments.
The first installment becomes due six months after the acceptance of
the rclated equipment, but no later than June 10, 2003, Interest should
be repaid on the same dates in the full amount accrued as of the
respective date. As of December 31, 2002, all the equipment was deliv-
ered under the seventeenth phase.

On April 17, 2002, KBI and Alcatel signed an annex for the eighteenth
phase of the purchase and installation of mobile telecommunications
GSM network equipment for the amount of EURO 11.646 thousand
(US$12,112 at exchange rate as of December 31, 2002). On Aprit 17,
2002. KBI and Alcatel signed the deferred payment agreement in
respect of future deliveries of equipment under the eighteenth phase.
The cighteenth phase is divided in three sub-phases with the following
amounts of deferred payments: sub-phase | in the amount of EURO
5,693 thousand (US$5,921 at exchange rate as of December 31, 2002),
sub-phase 2 in the amount of EURO 2,208 thousand (US$2.296 at
exchange rate as of December 31, 2002) and sub-phase 3 in the
amount of EURO 1,998 thousand (US$2.078 at exchange rate as of
December 31, 2002). The liability for sub-phases 1. 2 and 3 accrues
interest at the EURO six-month EURIBOR rate plus 2.9%. The first
instaltment for each sub-phase becomes due no later than June {5,
2003. May 1, 2003 and August 1, 2003, respectively. Principal repay-
ments for each sub-phase are to be made in six equal and consecutive
semi-annual installments. Interest in respect of the liability for each
sub-phase should be repaid on the same dates in the full amount
accrued as of the respective date. As of December 31, 2002, all the
equipment was delivered under the eighteenth phase.

On July 11, 2002, KBI and Alcatel signed an annex for the nineteenth
phase of the purchase and installation of mobile telecommunications
GSM network equipment for the amount of EURO 12,000 thousand
(US$12,480 at exchange rate as of December 31, 2002). On Juiy 11,
2002. KBI and Alcatel signed the deferred payment agreement in respect
of future deliveries of equipment under the nineteenth phase. This agree-
ment provides for tire deferral of payment of the amount of EURO
10,200 thousand (US$10,608 at exchange rate as of December 31, 2002)
in respect of future deliveries of equipment under the nineteenth phase.
The liability will accrue interest at the EURO six-month EURIBOR rate
plus 2.9 %. Principal repayments are to be made in six equal and consec-
utive semi-annual instaliments. The first instaliment becomes due six
months after the acceptance of the related equipment, but no later than
August 28, 2003. Interest should be repaid on the same dates in the full
amount accrued as of the respective date. As of December 31. 2002, all
the equipment was delivered under the nineteenth phase.

On August 27, 2002, KBl and Alcatel signed an annex for the twenti-
eth phase of the purchase and installation of mobile telecommunica-
tions GSM network equipment for the amount of EURQO 12,000 thou-
sand (US$12,480 at exchange rate as of December 31, 2002). On
August 27, 2002, KBI and Alcatel signed the deferred payment agree-
ment in respect of future deliveries of equipment under the twentieth
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phase. This agreement provides for the deferral of payment of the
amount of EURO 10,200 thousand (US$10.608 at exchange rate as of
December 31, 2002) in respect of future deliveries of equipment under
the twentieth phase. The liability accrues interest at the EURO six-
month EURIBOR rate plus 2.9 %. Principal repayments are to be
made in six equal and consecutive semi-annual instaliments. The first
installment becomes due six months after the acceptance of the relat-
cd equipment, but no later than November 27, 2003. Interest should be
repaid on the same dates in the full amount accrued as of the respec-
tive date. As of December 31, 2002, ali the equipment was delivered
under the twentieth phase.

No deferral of payment under the twelve, twenty first. twenty second
and twenty third phases was agreed between KBI and Alcatel.

In 2002, 2001 and 2000, interest of US$7,268, US$8,013 and
USSS8, 117, respectively, was accrued under all agreements between
KB1 and Alcatel.

VimpelCom made all payments to Alcatel in respect of principal and
accrued interest amounts in accordance with the above-mentioned
agreements.

As of December 31, 2002, telecommunications equipment received
from Alcatel with the carrying amount of US$96.608 was pledged as
collateral to secure the liability to Alcatel.

VimpelCom irrevocably, fully and unconditionally guaranteed KB1’s
obligations under equipment financing agreements with Alcatel for the
total amount of US$119.300.

Agreements between VimpelCom-Region and Alcatel

On August 31, 2001, VimpelCom-Region and Alcatel signed a frame
contract for the supply of switching, radio and other telecommunica-
tions equipment (the “Frame Contract”) and indent | to the Frame
Contract (Indent !) for the amount of EURO 9,344 thousand
(US$9,718 at exchange rate as of December 31, 2002).

On September 21, 2001, VimpelCom-Region and Alcatel signed an
agreement for the deferral of payment of the amount of EURO 9,344
thousand (USS$9,718 at exchange rate as of December 31. 2002) in
respect of future deliveries of equipment under Indent 1. The liability
accrued interest at the EURO three-month EURIBOR rate plus 2%.
The initial payment date under Indent | was February 28, 2002, extend-
ed until August 31, 2002. The first interest payment was to be made 30
days after the delivery of the last consignment of the equipment, but no
later than December 31, 2001. In addition, interest payments were to be
made on February 28, May 31, and August 31, 2002. Interest was to be
repaid in the full amount accrued as of the respective date.

On December 20. 2002, VimpelCom-Region and Alcate] agreed to
change the terms under Indent 1. Interest rate was changed to the
EURO six-month EURIBOR rate plus 2.9%. Principal repayments are
to be made in six equal and consecutive semi-annual installments. The
firstinstallment is to be made on June 27, 2003. Interest should be repaid
on the same dates in the full amount accrued as of the respective date. As
of December 31. 2002, all the equipment was delivered under Indent 1.

On September 21. 2001, VimpelCom-Region and Alcatel signed
Indent 2 to the Frame Contract (“Indent 2") for the amount of EURO
9,007 thousand (USS$9,360 at exchange rate as of December 31, 2002).
On September 21, 2001, VimpelCom-Region and Alcatel signed an
agrecment for the deferral of payment of the amount of EURO 9,000
thousand (US$9,360 at exchange rate as of December 31, 2002) in
respect of future deliveries of equipment under Indent 2. The liability
accrued interest at the EURO three-month EURIBOR rate plus 2%.
Initial principal repayment date was March 21, 2002. extended until
September 21, 2002. The first interest payment was to be made 30 days
after the delivery of the last consignment of the equipment, but no later
than January 21. 2002. In addition, interest pavments were to be made
on March 21. June 21, and September 21, 2002. Interest was to be
repaid in the full amount accrued as of the respective date.

On December 20. 2002, VimpelCom-Region and Alcatel agreed to
change the terms under Indent 2. Interest rate was changed to the
EURO six-month EURIBOR rate plus 2.9%. Principal repayments
are 1o be made in six equal and consecutive semi-annual install-
ments, The first installment is to be made on June 27, 2003. Interest
should be repaid on the same dates in the full amount accrued as of
the respective date. As of December 31, 2002, all the equipment was
delivered under Indent 2.

On September 16. 2002, VimpelCom-Region and Alcatel signed
Indent 3 to the Frame Contract (“Indent 3") for the amount of
EUFO 9,500 thousand (US$9.880 at exchange rate as of December
31, 2002). On September 16, 2002, VimpelCom-Region and Alcatel
signed an agreement for the deferral of payment of the amount of
EURO 8,075 thousand (USS$8,398 at exchange rate as of December
31, 2002) in respect of future deliveries of equipment under Indent 3.
The liability will accrue interest at the EURO three-month EURI-
BOR rate plus 5%. Principal repayment is to be made when
VimpelCom-Region enters in certain financing arrangements, but no
later than June 25, 2003. The first interest payment shall be made on
March 25, 2003. The second interest payment shall be made together
with the principal repayment. Interest should be repaid in the full
amount accrued as of respective date. As of December 31, 2002, the
equipment in the amount of EURQO 9.500 thousand was delivered
under Indent 3.

On October 31, 2002, VimpelCom-Region and Alcatel signed Indent
Stothe Frame Contract (“Indent 5”) for the amount of US$6,423, On
October 31, 2002, VimpelCom-Region and Alcatel signed an agree-
men: for the deferral of payment of the amount of USS5,460 in respect
of future deliveries of equipment under Indent 5. The liability will
accrue interest at the US dollar three-month LIBOR rate plus 5%.
Principal repayment is to be made when VimpelCom-Region enters in
certain financing arrangements, but no later than June 25, 2003. The
first interest payment shall be made on March 25, 2003. The second
interest payment shall be made together with the principal repayment.
Interest should be repaid in the full amount accrued as of respective
date. As of December 31, 2002, the equipment in the arnount of
EUERO 1.106 thousand was delivered under Indent 3.

No deferral of payment under Indent 4 was agreed between
VimpelCom-Region and Alcatel.
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In 2002. 2001 and 2000, interest of US$952, US$9 and USSO, respec-
tively, was accrued under all agreements between VimpelCom-Region
and Alcatel.

VimpelCom-Region made all payments to Alcatel in respect of princi-
pal and accrued interest amounts in accordance with the above-men-
tioned agreements.

As of December 31, 2002, telecommunications equipment received
from Alcatel with the carrying amount of USS$38,029 was pledged as
collateral to secure the liability to Alcatel.

VimpelCom irrevocably, fully and unconditionally guaranteed
VimpelCom-Region's obligations under equipment financing agree-
ments with Alcatel for the total amount of EURO 13,800 thousand
(US$14,352 at exchange rate as of December 31, 2002).

Agreements between VimpelCom-Region and Ericsson

On September 28, 2001, VimpelCom-Region and Ericsson signed a
contract for delivery of GSM equipment (the “Supply Contract”) and
a purchase order under the Supply Contract for US$16,600. Under the
contract, overdue amounts accrue interest at the US dollar LIBOR
rate plus 3.5%. All the equipment under the Supply Contract was
delivered before December 31, 2002.

On December 3, 2001, VimpelCom-Region and Ericsson Credit AB
signed a credit agreement on the financing of the delivery of equip-
ment under the Supply Contract in the amount of US$16,600 (the
“Credit Agreement”). VimpelCom-Region obtained financing under
the Credit Agreement in January and February 2002, and used the
proceeds to repay its obligation to Ericsson under the Supply
Contract. The liability under the Credit Agreement accrued interest
at the US dollar LIBOR rate plus 2% and was repaid before
December 31, 2002.

On January 9, February 5, July 15 and September 19, 2002,
VimpelCom-Region and Ericsson Radio Systems AB (“Ericsson™)
signed four purchase orders under the Supply Contract for US$2,979,
US$27.316, US$519 and US$7,698.

On August 21. 2002, VimpelCom-Region and Ericsson Credit AB
signed second tranche under the Credit Agreement on the financing of
the delivery of equipment under the Supply Contract in the amount of
US$70,000. The amount of the financing was subsequently reduced to
US$45,642. VimpelCom-Region obtained financing under the Credit
Agreement in 2002, and used the proceeds to repay its obligation to
Ericsson under the Supply Contract. Initially the liability under the
Credit Agreement accrued interest at the US dollar LIBOR rate plus
2% and was payable on December 20. 2002. On December 20, 2002
Ericsson extended the payment date until June 20, 2003 and interest
rate was changed to US dollar LIBOR rate plus 5%. :

On December 20, 2002, VimpelCom-Region and Ericsson signed
a purchase order under the Supply Contract for US$10,500.
There were no supplies under this Purchase Order before
December 31, 2002.

On December 3, 2001, VimpelCom-Region and Ericsson Credit AB
signed a pledge agreement. Under the pledge agreement, all the equip-
merit received under the Supply Contract was pledged as security for
obligations under the Credit Agreement, As of December 31. 2002, the
carrying amount of the pledged equipment was US$51.407.

In 2002, 2001 and 2000. interest of USS$1,596, US$67 and USSO,
respectively, was accrued under all agreements between VimpelCom-
Region and Ericsson.

VimpelCom-Region made alt pavments to Ericsson in respect of prin-
cipal and accrued interest amounts in accordance with the above-
mernitioned agreements.

Agreements between YimpelCom-Region and Technoserve

On May 16, 2002, VimpelCom-Region and LLC Technoserve A/S
(“Technoserve™) signed an agreement for delivery of GSM equipment
for EURO 22,000 thousand (US$22,880 at exchange rate as of
December 31, 2002). This agreement provides for the deferral of pay-
ment of the amount of EURO 18,700 thousand (USS19.448 at
exchange rate as of December 31, 2002) in respect of the future deliv-
eries of equipment. The liability will accrue interest at a rate of 10%
per annum. The accrual of interest will start 91 day after the advance
payment or after the last consignment of the equipment, whatever is
lates. Principal repavments are to be made in twelve equal and consec-
utive quarterly instaliments. The first instaliment becomes due three
months after the delivery of the last consignment of the equipment.

Agreements between YimpelCom and Technoserve

On April 25, 2002, VimpelCom and Technoserve signed an agreement
for delivery of GSM equipment for EURO 6,000 thousand (US$6.240
at exchange rate as of December 31, 2002). This agreement provides
for the deferral of pavment of the amount of EURO 5,100 thousand
(US3$5.304 at exchange rate as of December 31, 2002) in respect of the
future deliveries of equipment.

The liability will accrue interest at a rate of 10% per annum. The
accrual of interest will start 91 day afier the advance payment or after
the last consignment of the equipment, whatever is later. Principal
repayments are to be made in twelve equal and consecutive quarterly
installments. The first installment becomes due three months after the
delivery of the last consignment of the equipment.

Agreements between YimpelCom and DataCom

On August 28, 2002, VimpelCom and Limited Liability Company
General DataCom (*DataCom™) signed an agreement for delivery of
telecommunications equipment for USS$15,000. This agreement pro-
vides for the deferral of payment of the amount of US$12,750 in
respect of the future deliveries of equipment.

The liability will accrue interest at the US dollar six-month LIBOR
rate plus 2%. The accrual of interest will start after the delivery of the
last consignment of the equipment. Principal repayments are to be
made in twelve equal and consecutive quarterly installments, The first
installment becomes due three months after the delivery of the last
consignment of the equipment.
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Amounts outstanding in connection with VimpelCom’s equipment financing obligation consisted of the following at December 3 1:

2002 2001

Alcatel (agreements with KBI):
Supplier credit facilities USS$ 119,315 USS 90,835
Accrued interest 2,343 1.624
Alcatel (agreements with VimpelCom-Region):
Supplier credit facilities 23,877 15,334
Accrued interest S8 9
Ericsson (agreements with VimpelCom-Region):
Supplier credit facilities 45.486 16.600
Accrued interest 74 64
Technoserve A/S (agreements with VimpelCom-Region)
Supplier credit facilities 10,981 -
Accrued interest 12 -
Technoserve A/S (agreements with VimpelCom)
Supplier credit facilities 4,002 -
Accrued interest 4 -
DataCom (agreements with VimpelCom)
Supplier credit facilities 6,257 -
Accrued interest - -
Other 3,633 -

216,042 124,486
Less current portion (134,617) (68.290)
Total long-term equipment financing USS$ 81,425 US$ 56,196

Future payments under bank loans, senior convertible notes and supplier credit facilities are as follows:

2003
2004
2005
2006
2007

T USS

1J58$ 176,268
70,283
374,313
16,721
12,995

650,580

15. Capital Lease Obligations

As of December 31, 2002, Cellular Company had obligations under lease
agreements with Motorola of USS$3,196. Equipment under the lease
agreements was received by Cellular Company before it was acquired by
VimpelCom-Region (Note 4). Under the lease agreements, the owner-
ship of the leased assets is to be transferred to Cellular Company after the
end of the lease term and execution of all lease payments. Equipment
received under these agreements was accounted for as capital leases.

As of December 31, 2002, Bee-Line Samara had obiigations under lease
agreements with Sberbankinveststroy of US$1.571. Equipment under the
lease agreements was received by Bee-Line Samara before it was acquired
by VimpelCom (Note 4). Under the lease agreements, the ownership of
the leased assets is to be transferred to Bee-Line Samara after the end of
the lease term and execution of all lease payments. Equipment received
under these agreements was accounted for as capital leases.

16. Shareholders’ Equity

In 1696, VimpelCom issued 6,426,600 shares of preferred stock. As of
December 31, 2002, all of the shares of preferred stock were owned by
Eco Telecom. Each share of preferred stock entitles its holder to one
vote, to receive a fixed dividend of .00t ruble per share per year. and
to receive a fixed liquidation value of .005 rubles per share in the event
of VimpelCom’s liquidation, to the extent there are sufficient funds
available. As of December 31, 2002, this liquidation preference
amounted to approximately USS$2.2 at the official year-end exchange
rate. Each share of preferred stock is convertible into one share of
cominon stock at any time after June 30, 2016 at the election of the
holder upon payment to VimpelCom of a conversion premium equal
to 100% of the market value of one share of common stock at the time
of conversion. If Eco Telecom defaults on its capital contributions to
VimpelCom-Region under the agreements dated May 30, 2001 (Note
1). VimpelCom has the right to purchase, and Eco Telecom has the
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obligation 10 sell, all or a portion of the preferred stock at a purchase
price of .01 rubles per share. Pursuant to contractual arrangements
with VimpelCom, all shares of preferred stock are subject to transfer
restrictions until the fulfillment of the agreements dated May 30, 2001
(Note 1).

On December 1, 1998, VimpelCom and Telenor signed a Share
Purchase Agreement under which Telenor agreed to acquire 8,902,201
newly-issued shares of VimpelCom’s common stock for US$162,000,
or US$18.19 per share (US$13.64 per ADS equivalent), plus interest at
a rate of 4.25% per annum on unpaid amounts accruing from the date
of VimpelCom shareholders’ approval on January 29, 1999. Telenor
made all required payments in accordance with the Share Purchase
Agreement. The last payment of US$22,741 was made on January 5,
2000, which entitled Telenor to additional voting rights and other
rights of a shareholder in respect of 1,202,201 shares.

Under the agreement dated December 1, 1998, prior to the occurrence
of certain transactions, VimpelCom had the right to purchase from
Telenor a part of the shares previously issued to Telenor. The number of
shares that could be purchased was limited by a condition that Telenor’s
share in VimpelCom’s total outstanding voting capital stock should not
become less than 25% plus one share after the call option is exercised.
In December 2000, VimpelCom purchased 250,000 shares of common
stock for USS4.993 from Telenor under its call option to provide for
shares to support grants under VimpelCom’s stock option plan (see
Note 23). These shares were held by VC ESOP N.V,, a consolidated
subsidiary of VimpelCom, (202,351 shares and 250,000 shares as of
December 31, 2002 and 2001, respectively) and were treated as treasury
shares in the accompanying consolidated financial statements.

On June 26, 2000, VimpelCom purchased 103,239 shares of its com-
mon stock for USS$5,524.

On July 28, 2000, VimpelCom completed the offering of 3,643,675
shares (4,858,233 ADSs) of its common stock registered with the SEC,
which included 3,118,675 newly issued shares (4,158,233 ADSs) rais-
ing US$79,372 (net of cost of issuance of US$8,177), 421,761 shares
(562,348 ADSs) purchased from a former executive officer of
VimpelCom at the gross offering price and 103,239 shares of treasury
stock (137,652 ADSs). The amount of USS$2.666 representing the
excess of the cost of acquisition of the treasury stock over the proceeds
from the sales of treasury stock was deducted from retained earnings in
the accompanying consolidated financial statements. In a transaction
exempt from registration under Securities Act of 1933, as amended,
consummated concurrently with the offering, Telenor purchased
2,400,532 ADSs at the public offering price.

On June 23, 2000, VimpelCom entered into a US$50,000 working cap-
ital bridge facility with Telenor and made drawings for the full amount
of the facility. The interest rate on the facility was six-month US dollar
LIBOR rate plus 3% per annum, and structuring and facility fees
amounted to US$800. VimpelCom was required to repay the facility in
full prior to the closing of the offering of its equity securitics, and
Telenor was required to use the funds received from such repayment to
purchase VimpelCom’s equity securities at the public offering price in
transactions that were exempt from registration. The total amount of

borrowings plus accrued interest of USS320 and structuring and facil-
ity fees of US$800 was repaid to Telenor on July 28. 2000. Accordingly.
structuring and facility fees of USS800 were included in the cost of
issuance of common stock.

As of December 31, 2002 and 2001. 2.080.926 shares (2.774.568
ADSs) of VimpelCom’s common stock issued on July 28, 2000 were
held by VC Limited. a consolidated affiliate of VimpelCom. These
shares were treated as treasury shares in the accompanying consolidat-
ed financial statements.

VC Limited is a special purpose entity formed under the laws of the
British Virgin Islands for the purpose of holding the ADSs that are
intended to be used to satisfv the conversion obligations under the
convertible notes (Note 13). VimpelCom does not own directly or
indirectly any shares of VC Limited. However, VimpelCom controls
VC Limited pursuant to an agreement between VimpelCom and the
sole shareholder of VC Limited by which VimpelCom has an irrevo-
cable proxy to vote the shares of VC Limited for all purposes. In addi-
tion, VimpelCom Finance B.V.. a wholly-owned subsidiary of
VimpelCom, has a call option or the shares of VC Limited exercisabie
after redemption or conversion of all outstanding convertible notes.
As of December 31, 2002 and 2001, the assets of VC Limited primari-
ly consisted of shares of VimpelCom's common stock with the cost of
US557.600 and USS$57,600, respectively. The liabilities of VC Limited
primarily consisted of a loan due to VimpelCom B.V.. a subsidiary of
VimpelCom Finance B.V., in the amount of US$62.001 and
US558,842 as of December 31, 2002 and 2001, respectively. There
were no other material assets and liabilities in the financial statements
of VC Limited as of December 31. 2002 and 2001. Expenses of VC
Limited for the years ended December 31, 2002, 2001 and 2000 pri-
marily consisted of interest expense on the loan due to VimpelCom
B.V. in the amount of US$3,159, USS$2.807 and USS1,228, respec-

~ tively. VC Limited had no other material revenues or expenses for each

of the three years in the period ended December 31, 2002.
VimpelCom believes that it has no material exposure to loss as a result
of its involvement with VC Limited.

On October 8. 2001, VimpelCom purchased 3,744 shares of its com-
mon stock for US$75. On November 3, 2001, ali of these shares were
sold to Telenor for US$75.

On November S, 2001, Vimpe{Com issued 5,150,000 shares of com-
mon stock (6,866,667 ADS) to Eco Telecom, raising US$92,197 (net
of cost of issuance of US$10,803).

In 2002, VimpelCom sold 47,649 shares of its common stock for
USS1.917. The excess of the proceeds over the cost of treasury shares
sold in the amount of US$965 was allocated to additional paid-in cap-
ital in the accompanying consolidated financial statements.

Each outstanding share of VimpelCom's common stock entitles its
holder to participate in sharcholders meetings, to receive dividends in
such amounts as have been validly determined by the board of directors
or the shareholders, and in the cvent of VimpelCom’s liquidation, to
receive part of VimpelCom’s assets to the extent there are sufficient
funds available.
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In accordance with Russian legisiation. VimpelCom can distribute
all profits as dividends or transfer them to reserves. Dividends may
only be declared from accumulated undistributed and unreserved
earnings as shown in the Russian statutory financial statements, not
out of amounts previously transferred to reserves. Dividends to
shareholders — residents of Russia are subject to a 6% withholding
tax. Dividends to other shareholders are subject to a 15% withhold-
ing tax which may be reduced or eliminated by double tax treaties.
Transfers to reserves have been insignificant through December 31,
2002. As of December 31, 2002, VimpelCom’s retained earnings dis-
tributable under Russian legisiation were US$36.045 at the official
vear-end exchange rate.

As of December 31, 2002, the amount of consolidated retained
earnings of VimpelCom represented by undistributed earnings of
companics which are accounted for using the equity method was
USSt.367.

17. VimpelCom-Region

Under the agreements on investments in VimpelCom-Region, dated
May 2001, by and among VimpelCom, VimpelCom-Region, Eco
Telecom and Telenor, VimpelCom contributed US$103,000 as equi-
ty to VimpelCom-Region (Note 1). In addition, Eco Telecom was to
invest a total of US$117.000 of equity directly into VimpelCom-
Region in two equal tranches, in November 2002 and November
2003. Telenor and VimpelCom had options, either collectively or
individually, to invest up to an aggregate of US$117.000 directly in
VimpelCom-Region simultaneously with each of Eco Telecom’s
contributions.

On December 3, 2001, VimpelCom-Region sold to Eco Telecom
1.323 newly issued shares of convertible voting preferred stock of
VimpelCom-Region for a purchase price of approximately US$0.4.
Each share of preferred stock entitles its holder to one vote, 1o receive
a fixed dividend of .01 ruble per share per year, and to receive a fixed
liquidation value of 20 rubles per share in the event of VimpelCom-
Region’s liquidation. to the extent there are sufficient funds available.
As of December 31, 2002, this liquidation preference amounted to
approximately USS0.8 at the official year end exchange rate. Each
share of preferred stock is convertible into one share of common stock,
but no later than April 1, 2050. upon an official registration of com-
mon stock issue. There is no premium payable on conversion. In
accordance with the agreements on investments in VimpelCom-
Region, dated May 30, 2001, the shares of preferred stock should be
re-distributed between Eco Telecom, VimpelCom and Telenor upon
equity contributions to VimpelCom-Region in order to maintain cer-
tain percentage of the parties in the voting capital stock of
VimpeiCom-Region. Upon the fulfillment of the agreements dated
May 30, 2001, the shares of preferred stock shall be converted into
common stock.

In addition, on December 3, 2001, VimpelCom sold to Eco Telecom
one share of common stock of VimpelCom-Region for a purchase
price of US$40.

On May 15, 2002, the annua! sharcholders’ meeting of VimpelCom
approved the following changes 1o the agreements on invesiments in
VimpelCom-Region, dated May 30, 2001.

VimpelCom converted its options to purchase newly issued shares of
VimpelCom-Region into an obligation and accelerated this obligation
to November 2002, and Telenor accelerated its corresponding options
to Movember 2002, in each case, subject to extension in certain
instances. Eco Telecom’s investments in VimpelCom-Region were
scheduled as required under the original agreements dated May 30,
2001: US$58,480 in November 2002 and US$58.520 in November
2003, with each date subject to extension in certain cases. unless Eco
Telecom chooses to accelerate all or a portion of its third tranche
investment.

VimpelCom committed to provide VimpelCom-Region with a combi-
nation of secured loans, guarantees and leases of equipment and other
assets with a total value of up to US$92,000, and with unsecured cred-
its of 'up to US$30,000, with terms up to six vears.

To the extent that external financing is not obtained by February 2005
in an amount necessary to meet VimpelCom-Region's five-vear fund-
ing plan, VimpelCom-Region will give each of its sharcholders the
right to contribute to its capital the amount of cash necessary to make
up the funding shortfall on a pro rata basis. If any shareholder does not
exercise its right to make such capital contribution in full, the other
shareholders which fully contribute their pro rata amount will have the
right to contribute all or a portion of such non-contributing share-
holder’s capital contribution on a pro rata basis. The shareholders of
VimpelCom-Region further agreed to vote in favor of, and take all
actions necessary to effect the issuance of VimpelCom-Region ordi-
nary shares in connection with such capital contribution; provided that
such obligation will not be applicable if the aggregate amount of the
additional funds raised by VimpeiCom-Region (excluding the capital
increases in connection with the second and third closings in
November 2002 and November 2003, respectively) exceeds
US$300.000.

VimpelCom-Region’s Board of Directors was disbanded as part of the
unified management structure of VimpelCom and VimpelCom-
Region.

On November 12, 2602, VimpelCom. Eco Telecom and Telenor each
purchased 1,462 newly issued shares of VimpelCom-Region’s com-
mon stock for US$58.480. Simuitaneously. Eco Telecom sold 231 and
860 shares of VimpelCom-Region’s preferred stock to Telenor and
VimpelCom, respectively, at a price of 20 rubles per share. The closing
represents the second tranche of equity investments into VimpelCom-
Region in accordance with the agreement dated May 30, 2001, as
amended. Following the completion of this investment tranche,
VimpelCom's interest in VimpelCom-Region became 64.99%.

As of December 31, 2002, issued and outstanding common stock of

VimpelCom-Region comprised 8,355 shares.

Capital contributions of Eco Telecom and Telenor in VimpelCom-
Region exceeded 35.01% of net assets of VimpelCom-Region after the
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contributions by US$23,073. The gain on the sale of newly issued
stock of a subsidiary was included in additional paid-in capital in the
consolidated financial statements of VimpelCom for the year ended
December 31, 2002.

18. Income Taxes

The Russian Federation was the only tax jurisdiction in which
VimpelCom's income was subject to taxation.

On August 3, 2000, the Profits tax law was amended to allow local
authorities to increase the statutory tax rate by up to 5%. On
November 29, 2000, the authorities of the city of Moscow enacted
an increase in the statutory tax rate from 30% to 35% effective
January 1, 2001,

On August 6, 2001, a law was signed which introduced
certain changes in Russian tax legislation reducing the statutory
income tax rate from 35% to 24% effective January 1, 2002.
The effect of the new tax legislation was recognized in the period
of enactment.

Income tax expense (benefit) consisted of the following for the vears ended December 31:

2002 2001 2000

Current income taxes USS$ 58,324 USS 28,509 US$ 1,333
Deferred taxes (8,385) (9.970) {15.676)
USS 49,939 USS 18,539 USS (14,343)

A reconciliation between the income tax expense reported in the accompanying consolidaited financial siatements and income before 1axes multiplied by
the statutory 1ax rates of 30% (from January 1, 2000 through December 31, 2000}, 35% (from January 1. 2001 through December 31, 2001) and 24%
(from January 1, 2002 through December 31, 2002) for the years ended December 31 is as follows:

2002 2001 2000
Income tax expense (benefit) computed on income
before taxes at statutory tax rate USS 42,647 USS 23,046 USS (27.630)
Effect of investment incentive deductions - (16,460) (1472)
Effect of non-deductible expenses
and other permanent differences 6,528 16,460 13,152
Effect of deductible temporary differences not recognized
as measured by the change in valuation allowance 764 [.289 (1.052)
Effect of changes in tax rate - (5.796) 2,659

Income tax expense (benefit) reporfed =~
in accompanying consolidated financial statements - - .

US$ 49,939: USS 18,539 USS (14,343)
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The deferred tax balances were calculated by applying the presently enacted statutory tax rate applicable to the period in which the temporary differ-

ences between ihe carrving amounis and tax base of assets and liabilities are expected 10 reverse. The amounts reported in the accompanying consoli-

dared financial statements at December 31 consisted of the following:

2002 2001
Deferred tax assets:

Accrued operating and interest expenses US$ 5,192 USS 15,587
Deferred revenue 9,868 3,778
Bad debts, net of revenue accrual 2,569 . -
Loss carry-forwards 5,736 6.114
23,395 25,479
Valuation allowance (7,532) (6.768)
15,863 C 18,711

Deferred tax liabilities:
Revenue accrual, net of bad debts - 9,771
Non-current assets 33,854 18,214
Forward agreement 1,494 —
: 35,348 o 127,985
Net deferred tax liabilities 19,485 9.274
Add current deferred tax assets 15,742 8.940
Total long-term net deferred tax lability: - .~ US$ 35,227 USS$ 18,214

For financial reporting purposes, a valuation allowance has been recog-
nized to reflect management's estimate for realization of the deferred tax
assets. Valuation atlowances are provided when it is more likely than not

that some or all of the deferred tax assets will not be realized in the
future. These evaluations are based on expectations of future taxable
income and reversals of the various taxable temporary differences.

For Russian income 1ax purposes, VimpelCom has accumulated tax losses incurred in 2000, 2001 and 2002, which may be carried forward for use against
Sfuture income. Jts use is restricted 1o a maximum of 30% of taxable income. Tax loss carry forwards may be eroded by future devaluation of the rouble. As of
December 31, 2002, for Russian income tax purposes, VimpelCom had tax losses available 10 carry forward of approximately USS 23,898 expiring as follows:

December 31, 2010 USS 3,753
December 31, 2011 1,662
December 31, 2012 18,483

19. Valuation and Qualifying Accounts

The following summarizes the changes in the allowance for doubtful accounts for the years ended December 31, 2002, 2001 and 2000:

Balance as of December 31, 1999 USS$ 5,910
Provision for bad debts 21,778
Accounts receivable written off (20,709)
Balance as of December 31, 2000 6,979
Provision for bad debts 16,088
Accounts receivable written off (14,469)
Balance as of December 31, 2001 8.598
Provision for bad debts 25,408
Accounts receivable written off (21,050)
Balance as of December 31,:2002 USS$ 12,916

The provision for bad debrs included in the accompanying consolidated statemenis of operations is net of related value-added taxes of USS 4,235, US$
2,682 and US$ 3,630 for the years ended December 31, 2002, 2001 and 2000, respectively.
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20. Related Party Transactions

Transactions between VimpelCom and its related parties, except for the transactions described below, consist primarily of services from the relat-
ed parties and loans to them, which are not material to the financial results of VimpelCom.

Balances due from related parties, which are equity investees, except for Telenor Russia AS. which is not an equity investees, consisted of the following

as of December 31:
2002 2001
Telenor Russia AS USS - USS 940
Bee-Line Togliatti 1,411 -
Other 672 11
USS$ 2,083 Us$ 951

As of December 31, 2001, the amount due from Telenor Russia AS, a com-
pany registered in Norway and affiliated with Telenor, represents advances
issued under the contract for supply of computer hardware and software.

The amount due from Bee-Line Togliatti, a 50%-owned investee of
Bee-Line Samara. mainly represents accounts reccivable under the
contract for telecommunications services.

Balances due 10 related parties consisted of the following as of December 31:

2002 2001

Bee-Line Togliatti US$ 1,823 USS —
Telenor Invest AS 999 -
Telenor Mobile Communication AS 308 -
Telenor Russia AS 342 340
FinMark Strategy Partners LLC 173 181
Other 382 362
. US$ 4,114 US$ 883

On June 30, 2000, the Board of Directors of VimpelCom approved a
transaction with one of executive officers of VimpelCom (the
“Executive Officer”). According to the agreement, VimpelCom was
obliged to pay remuneration to the Executive Officer for the pledge of
shares of VimpelCom’s common stock as a collateral for borrowings
under the credit line from Sberbank. The remuneration was calculated
as 2% of the outstanding amount of borrowings under the credit line.
Total remuneration accrued and included in interest expense in the
accompanying consolidated statements of operations for the vears
ended December 31. 2001 and 2000 was US$17]1 and USS$1,119,
respectively. The remuneration was paid to Executive Officer in two
installments, in February and July 2001. In 2001, the shares of
VimpelCom’s common stock were released from the pledge.

The amount due to Bee-Line Togliatti mainly represents accounts payable
under the contract for maintenance of telecommunications equipment.

The amounts due to Telenor Invest AS and Telenor Mobile
Communication AS, companies registered in Norway and affiliated
with Telenor, represent accounts payable by Extel for services under
consultancy and other agreements.

On April 1, 1999, VimpelCom and Telenor Russia AS signed a Service
Obligation Agreement (“Telenor Service Obligation Agreement”).
Total expense in respect of management fees under the Telenor Service
Obligation Agreement included in selling, general and administrative

expenses in the accompanying consolidated statements of operations
for the vears ended December 31, 2002, 2001 and 2000 amounted to
US$774, USS$525 and US$672, respectively. As of December 31, 2002
and 2001, the liability to Telenor Russia AS amounted to USS$205 and
US$340, respectively.

On July 6, 2000, VimpelCom and AXF Consulting LLC, a US com-
pany controlled by a dircctor of VimpelCom, signed a Service
Obligation Agreement, with an amendment concluded in May 2001.
In October 2001, AXF Consulting LLC changed its name to FinMark
Strategy Partners LLC (“FinMark”). In accordance with the Service
Obligation Agreement, FinMark provides advising and consulting
services to VimpelCom. The total cost in respect of the Service
Obligation Agreement recorded in the accompanying consolidated
financial statements for the years ended December 31, 2002, 2001 and
2000 amounted to US$690, USS1.288 and US$804. respectively. As of
December 31, 2002 and 2001, the liability to FinMark was US$173
and USS181, respectively. In accordance with an agreement between
VimpelCom and FinMark, VimpelCom will pay a fixed service fee to
FinMark until December 31, 2003. The amount of the fee is US$575
per annum, net of all applicable taxes. If the personnel accepted under
the agreement ceases to have the status as a director of the Board of
VimpelCom, then VimpelCom will have the right to suspend the serv-
ices under the agreement and withhold a pro rata portion of the annu-
al fee. In May 2002, the personnel accepted under the agreement
ceaszd to have the status as a director of the Board of VimpetCom.
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21. Earnings per Share

Net income (loss) per common share for all periods presented has
been determined in accordance with SFAS No. 128, “Earnings per
Share”. by dividing income (loss) available to comron shareholders

The following table sets forth the computation of basic and diluted earnings per share:

by the weighted average number of common shares outstanding dur-
ing the period. Net income (loss) per share of common stock has
been adjusted by a factor of 1.33 1o determine net income per ADS
equivalent as each ADS is equivalent to three-quarters of one share
of common stock.

Years ended December 31,

2002 2001 2000
(In thousands. except per share umounts)

Numerator:
Net income (loss) 5% 129,552 USS 47.301 USS (77.80D)
Denominator:
Denominator for basic earnings per share — weighted average shares 38,014 33,642 30,264
Effect of dilutive securities:
Convertible preferred stock 6,426 6.426 -
Employee stock options 49 - -
Denominator for diluted earnings per "shér’e -agsumed conversiotis USS$ 44,489 USS 40,068 USS 30,264
Basic net income (loss) per common share = US$ 3.41 USS 1.41 USS (2.37)
Diluted net income (loss) per common share : USS$ 2.91 USS$ 1.18 USs (2.57)

The following items were not included in the computation of earnings per share assuming dilution because they would not have a dilutive effect for the
periods presented in the accompanying consolidated financial statements: senior convertible notes for the years ended December 31. 2002, 2001 and
2000, employee stock options for the years ended December 31, 2001 and 2000, convertible preferred stock for the year ended December 31, 2000,

22. Segment Information

SFAS No. 131, “Disclosures about Segments of an Enterprise and
Related Information™, requires companies to provide certain informa-
tion about their operating segments. VimpelCom has two reportable
segments: the Moscow license area and the regions outside of the
Moscow license area (the “Regions”). The Moscow license area
includes the city of Moscow and the Moscow region. The Regions
include all other regions of the Russian Federation.

Management decided to organize the enterprise based on geographical
areas. Management analyses the reportable segments separately
because of different economic environments and stages of develop-
ment of markets of wireless telecommunications services in different
geographical areas, requiring different investment and marketing

Year ended December 31, 2002

strategies. The Moscow license area represents a more developed mar-
ket for VimpelCom's services compared to the Regions.

The Board of Directors and management utilize more than one meas-
urement and multiple views of data to measure segment performance.
However. the dominant measurements are consistent with
VimpelCom's consolidated financial statements and, accordingly. are
reported on the same basis herein. Management evaluates the per-
formance of its segments primarily based on revenue, operating
income, income before income taxes and net income along with cash
flows and overall economic returns. Intersegment revenues are elimi-
nated in consolidation. Intersegment revenues may be accounted for at
amounts different from sales to unaffiliated companies. The account-
ing policies of the segments are the same as those described in the sum-
mary of significant accounting policies, as discussed in Note 2,

Moscow License Area Regions Total
Total operating revenues from external customers US$ 698,674 USS$ 80,970 USS 779,644
Total intersegment revenues 19,755 7,043 26,798
Depreciation and amortization 86,367 11,325 97.692
Operating income (loss) 238,477 (12,928) 225,549
Interest income 8,110 381 8,491
Interest expense 44,208 4,425 48,633
Income (loss) before income taxes and minority interest 199,759 (21,975) 177,784
Income tax expense 49,112 827 49,939
Net income (loss) 150,644 (23,192) 127,452
Segment assets 1,411,948 532,492 1,944,440
Goodwill 13,010 15 13,025
Expenditures for long-lived assets 331,593 256,230 587,823
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Year cnded Deeember 31, 2001

Moscow License Area Regions Total
Total operating revenues from external customers USS 416,936 USS 10.960 USS 427.896
Total intersegment revenues 3.451 1.013 4,464
Impairment of long-lived assets - - -
Depreciation and amortization 59,266 2,104 61,370
Operating income (loss) 94.363 6.695) §7.668
Interest income 3,731 2 5.733
Interest expense 26,528 337 26.865
Income (loss) before income taxes and minority interest 73,273 (7,089 66,184
Income tax expense (benefit) 18.629 (90) 18,539
Net income (loss) 55,049 (6.981) 48,068
Segment assets 888,753 162,106 1.050,859
Goodwill 13,010 - 13.010
Expenditures for long-lived assets 165,926 101,739 267.665
Year ended December 31, 2000
Moscow License Area Regions Total
Total operating revenues from external customers USS 285,437 USS 236 USS 285.673
Total intersegment revenues 154 - 154
Impairment of long-lived assets 66.467 - 66.467
Depreciation and amortization 60.021 1 60,022
Operating loss (73,477} (2,087) (75.564)
Interest income 4,039 - 4,039
Interest expense 21,089 - 21,089
Loss before income taxes and minority interest (91,071) (2,095) (93.166)
Income tax benefit (14,343) — {14.343)
Net loss (77.000) (2,095 (79,095)
Segment assets 701.050 4.069 705,119
Goodwill 12.699 - 12,699
Expenditures for long-lived assets 105.018 3.589 108,607
A reconciliation of VimpelCom'’s total segment financial information to the corresponding consolidared amounts follows:
Revenues
2002 2001 2000
Total operating revenues
from external customers for reportable segments USS$ 779,644 USS 427,896 USS 285,673
Total intersegment revenues for reportable segments 26,798 4 464 154
Elimination of intersegment revenues (26,798) (4,464) (154)
Total consolidated.operating revenes. US$ 779,644 USS$ 427,896 USS$ 285,673
Net income (loss)
2002 2001 2000
Total net income (loss) for reportable segments US$ 127,452 USS 48,068 USS (79,053)
Elimination of intersegment net income (loss) 2,100 (767) 1,252
Net income (loss) ' : US$ 129,552 USS$ 47,301 USS$ (77,801)

Assets
December 31, 2002 December 31, 2001
Total assets for reportable segments USS 1,944,440 USS 1,050,859
Elimination of intercompany receivables (251,696) (125,053)

Total consolidated assets

US$ 1,692,744

USS$ 925,806
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Other significant items:
Year ended December 31, 2002

Segment Totals Adjustments Consolidated Totals
Depreciation and amortization US$ 97,692 US$ (275) USS$ 97,417
Operating income 225,549 (757) 224,792
Interest income 8,491 (1,322) 7,169
Interest expense 48,633 (2,047) 46,586
Income before income taxes and minority interest 177,784 (87) 177,697
Income tax expense 49,939 - 49,939
Expenditures for long-lived assets 587,823 (9,507) 578,316

Year ended December 31, 2001

Segmient Totals Adjustments Consolidated Total
Impairment of long-lived assets UssS — USS - USS ~
Depreciation and amortization 61.370 (64) 61.306
Operating income 87,668 (518) 87,150
Interest income 5,733 - 5,733
Interest expense 26,865 - 26,865
Income before income taxes and minority interest 66,184 (337) 65,847
Income tax expense 18,539 - 18,539
Expenditures for long-lived assets 267,665 (12,656) 255,009

Year ended December 31, 2000

Segmient Totals Adjustments Consolidated Totals
Impairment of long-lived assets USS 66,467 Uss - USS 66.467
Depreciation and amortization 60,022 - 60,022
Operating loss 75,564 (1.068) 74,496
Interest income 4,039 - 4,039
Interest expense 21,089 - 21,089
Loss before income taxes and minority interest 93,166 (1,067 92,099
Income tax benefit 14,343 - 14,343
Expenditures for long-lived assets 108.607 882 {09,489

23. Stock Option Plan

VimpelCom's 2000 Stock Option Plan adopted on December 20, 2000 authorized the grant of options to management personnel for up to

250,000 shares of VimpelCom’s common stock.

The following table summarizes the activity for the plan.

Number of Options

2002 2001 2000

Options outstanding, beginning of year 244,125 231,375 -
Options granted 3,000 28,500 231,375
Options exercised (94,250) - -
Optiorns forfeited (4,500) (15,750) -
Options outstandin:g, end of year. . ... o 148,375 244,125 . - 231,375
_Options exercisable, end of year =~ - LT ' . 138,239 137,813 -
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No options expired in the vears ended December 31, 2002 and 2001.
The exercise price for all the options granted is USS 23.60 per share
(US$ 17.70 per ADS equivalent). No compensation expense was rec-
ognized in the years ended December 31, 2001 and 2000, because the
exercise price of VimpelCom's employee stock options exceeded the
market price of the underlying stock on the dates of grant. The weight-
ed average grant-date fair value of options granted during the years
ended December 31, 2002, 2001 and 2000 were USS 20.33 (USS 15.25
per ADS equivalent), USS 11.63 (US$ 8.72 per ADS equivalent) and
USS 13.36 (USS$ 10.02 per ADS equivalent), respectively.

The options granted vest at varying rates over one to three year periods.
If certain events provided for in 2000 Stock Option Plan occur. the
vesting period for certain employees is accelerated.

All the options granted expire in December 2004. VimpelCom can accel-
erate the expiration date. As of December 31, 2002, the weighted average

contractual life of outstanding options was two vears. Vimpe!lCom recog-
nizes compensation costs for awards with graded vesting schedules on a
straight-line basis over two to three vear periods.

The manner of exercise of stock options in the year ended December
31. 2002 required variable accounting for stock-based compensation
under APB No. 25 and related Interpretations. The amount of com-
pensation expense in respect of 2000 Stock Option Plan included in
the accompanying consolidated statements of operations was USS
4,085 in the year ended December 31, 2002.

Pro forma information regarding net income (loss) and net income
(loss) per common share is required by SFAS No. 123, and has been
determined as if VimpelCom has accounted for its employee stock
options under the fair value method of that Statement. The fair value of
these options was estimated at the dates of grant using a Black-Scholes
option pricing model with the following weighted-average assumptions.

2002 2001 2000
Risk-frec interest rate 1.4% 3.1% 4.3%
Expected dividends vield 0.0% 0.0% 0.0%
Volatility factor of expected market price of
VimpelCom’s common stock 1.002 1.070 1.172
Weighted average expected life of the options (years) 2.0 2.0 2.3

The Black-Scholes option valuation model was developed for use in
estimating the fair value of traded options which have no vesting
restrictions and are fully transferable. In addition, option valuation
models require the input of highly subjective assumptions including
the expected stock price volatility. Because VimpelCom’s employee
stock options have characteristics significantly different from those of
traded options, and because changes in the subjective input assump-
tions can materially affect the fair value estimate, in management’s
opinion. the existing models do not necessarily provide a reliable sin-
gle measure of the fair value of its employee stock options.

24. Contingencies

The Russian economy while deemed to be of market status beginning
in 2002, continues to display certain traits consistent with that of a
market in transition. These characteristics have in the past included
higher than normal historic inflation, lack of liquidity in the capital
markets, and the existence of currency controls which cause the
national currency to be illiquid outside of Russia. The continued suc-
cess and stability of the Russian economy will be significantly impact-
ed by the government’s continued actions with regard to supervisory.
legal, and economic reforms.

The taxation system in Russia is evolving as the central government
transforms itself from a command to a market oriented economy. There
were many Russian Federation tax laws and related regulations intro-
duced in 2002 and previous vears which were not always clearly written
and their interpretation is subject to the opinions of the local tax inspec-

tors, Central Bank officials and the Ministry of Finance. Instances of
inconsistent opinions between local, regional and federal tax authorities
and between the Central Bank and the Ministry of Finance are not
unusual. Management believes that it has paid or accrued all taxes that
are applicable. Where uncertainty exists, VimpelCom has accrued tax
liabilities based on management’s best estimate. Management's estimate
of the amount of potential liabilities that can be subject to different
interpretations of the tax laws and regulations and are not accrued in the
accompanying financial statements could be up to approximately
US$7,500. Management believes that it is not probable that the ultimate
outcome of such matters would result in a liability.

As of December 31, 2002, VimpelCom does not believe that any mate-
rial rnatters exist relating to the developing markets and evolving fiscal
and regulatory environment in Russia, including current pending or
future governmental claims and demands, which wouid require adjust-
ment to the accompanying financial statements in order for those
statements not to be misieading.

In the ordinary course of business, VimpelCom may be party to vari-
ous legal and tax proceedings, and subject to claims, centain of which
relate to the developing markets and evolving fiscal and regulatory
environments in which VimpelCom operates. In the opinion of man-
agement, VimpelCom's liability, if any, in all pending litigation, other
legal proceeding or other matters other than what is discusscd above,
will not have a material effect upon the financial condition, results of
openations or liquidity of VimpelCom.

VimpelCom’s operations and financial position will continue to be
affected by Russian political developments including the application of
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existing and future legislation and tax regulations. The likelihood of such
occurrences and their effect on VimpelCom could have a significant
impact on the VimpelCom's ability to continue operations. VimpelCom
does not believe that these contingencies. as related to its operations. are
any more significant than those of similar enterprises in Russia.

VimpelCom'’s ability to generate revenues in Moscow and the Moscow
region is dependent upon the operation of the wireless telecommuni-
cations networks under its licenses. VimpelCom's AMPS/D-AMPS
license to operate in the Moscow license area expires in November
2007, while the GSM license for the Moscow license area expires in
April 2008. Resolution No. 642, dated June 5. 1994, of the
Government of the Russian Federation defines the circumstances
under which a license may be revoked. Under this resolution. grounds
for termination are both broad and subjective and there is little prece-
dent upon which to determine the practical likelihood of termination.

25. Quarterly Financial Data (Unaudited)

VimpelCom is dependent upon a small number of suppliers, princi-
pally Alcatel and Ericsson, for purchases of wireless telecommuni-
cations equipment. Similarly, there is only a small number of tele-
phone line capacity suppliers in Moscow. In the year ended
December 31, 2002, VimpelCom purchases telephone line capacity
primarily from two suppliers: Teleross and Digital Telephone
Networks.

VimpelCom’s AMPS licenses to operate wireless networks in the
regions (not inctuding Moscow and the Moscow region) include a
condition to make non-returnable contributions to the development of
the public switched telecommunications network of the Russian
Federation. The amount of contribution is unspecified and will be
agrecd with or determined by the respective local administrations.
VimpelCom has made no significant payments and it is not possible to
determine the amount that will eventually become payable.

The following table sets forth selected highlights for each of the fiscal quarters during the years ended December 31, 2002 and 2001 ¢ US dollars in thou-

sands, except per share data):

March 31 June 30 September 30 December 31 Year
2002
Net operating revenues USS 145,060 US$ 173.381 USS$ 221,077 USS 228,978 USS 768,496
Operating income 44,320 49,876 76,136 54,460 224,792
Net income 28,046 21,941 40,487 39,078 129,552
Net income per common share — basic 0.74 0.58 1.06 1.03 3.41
Net income per common share — diluted 0.63 0.49 0.91 0.88 2.91
2001
Net operating revenues USS 79,743 USS 94,679 USS 114.098 US$ 134,082 USS 422,602
Operating incotne 13,981 20.643 25,459 27,067 87.150
Net income 5,126 9.414 13915 18,846 47,30]
Net income per common share — basic 0.16 0.29 0.42 0.52 1.4]
Net income per common share — diluted 0.13 0.24 0.35 0.44 1.18

The aggregate effect of adjustments recorded in the three-month period ended December 31, 2002 and relating 1o the nine-month period ended
Seprember 30, 2002 was USS 5,296 and USS$ 4,025 decrease in operating income and net income, respectively.

26. Subsequent Events

Purchase of StavTeleSot

In January 2003, VimpelCom-Region acquired 90% of common stock
of Open Joint Stock Company StavTeleSot, a cellular operator in the
Stavropol region, for US$38,400.

Equipment Financing Obligations

On January 10, 2003, VCR and Ericsson signed a purchase order under
the Supply Contract for USS$11,493. VCR expects to finance the deliv-
ery of equipment under the purchase order with a credit from Ericsson
Credit AB.

On January 15, 2003, VimpelCom, Nordea Bank Sweden AB and
Bayerische Hypo- und Mereinsbank AG signed a credit agreement
(“Nordea Bank Credit Agreement”) on the financing of the delivery of
equipment under the Supply Contract in the amount of USS$35,700.
The liability under this credit agreement will accrue interest at the US
dollar LIBOR rate plus 0.7% per annum.

On January 185, 2003, VimpelCom and Nordea Bank Sweden AB
signed a pledge agreement. Under the pledge agreement, all the
equipment received under the Supply Contract and financed by
Nordea Bank Credit Agreement will be pledged as security for
obligation under the Nordea Bank Credit Agreement.




