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Attached is a copy of the 2005 Annual Report of Open Joint Stock Company “Vimpel-
Communications” (the “Company”). The Company posted the attached 2005 Annual Report

on its website on May 16, 2006 and intends to distribute it to the Company’s shareholders on
approximately June 12, 2006.
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M@ @ The Russian flag flying on Wall Street, with Vimpe!Com and Poccuiicnwdi daar ua Yonn-rrpur. Pynosogntenn
New York Stock Exchange executives celebrating the first Brimnenoma u Hyw-Hoprcron oraanoi Gupmm
listing of a Russian company (November 15, 1996). NPAIRHYIOT NPRXAA HA GuPry NEPBOR POCCURCHOA
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H@ QN Sheremetyevo Alrport makes a “revolutionary” change by P ® a3ponopty «llep
adding a fast-track “green corridor” to reduce waiting time OTKPMT ¥

at customs. NPOXOMACHUE TAMONERNOTO ACCMOTPA.
Fhoto: Sheremetyevo 2 - the “green corridor” {November 27, 1997) Ha cHumse: olllesemerstna-2a - o3ereAuR kopuLopy (27 HoRGpA 1997 1)
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The financlal crisis of August 1998 took most people
completely by surprise.

fhoto: Customers of tnkombank transferring their savings to Sherbank Ha cimmna; BRAAITH4: HAn0#0244a REERORRT CROM Chepemenna 8 (6epfany
{Moscow, Octaber 10, 1998)
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ng Qur Strategy

om currently operates in Russia, three countries of Central Asia ~
tan, Tajikistan and Uzbekistan - and Ukraine. VimpelCom's

reflects the difference in phases in the development of mobile
ications in these countries. Russia, with its atmost 90% SIM card
ion, can be considered a mature market except for a number of less
ed regions. Tajikistan and Uzbekistan are at an early phase of
ment of mobile communications with cnly 3-4% penetration rates.
tan is significantly more advanced with atmost 40% penstration,
aine has crossed the 60% penetration tevel.

ngly, in 2005, we started to gradually shift our strategy in Russia
bscriber growth to revenue growth by focusing on increasing
er loyalty and stimulating greater usage of voice and non-voice
by our subscribers. To support this strategy, we introduced a
cated data mining system and j
yats, and launched a re-branding program which made our "Beeline”
wre vivid and attractive to our customers. The success of these
an be seen by the fact that according to independent sesearch our
market share increased in 2005 by approximately 2 percentage
rhile our SIM card market share virtvally remained flat.

n Russia, our strategy in the other countries of the (IS where we
continues to focus on subscriber growth. We believe we are well
ed to maximize subscriber growth in these countries by utilizing
erience we have gained in Russia over the past five years, when we
ed similar phases of mobile market development.

_..m-(m:— in Xey Markets

represents a special case among all the countries of the 1S. Due to
of its poputation. economy and growth potential, Ukraine currently
tes approximately half of the (IS telecommunications market
of Russia. Ukraine is therefore a very attractive market for us and
ve that similarities in the language, cultare, history and economic
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conditions between Russia and Ukraine should contribute to VimpelCom's
success in this market.

VimpelCom entered the Ukrainian market through its isil of Q2S¢

“Ukrainian Radio Systems” (“URS"), a start-up GSM operator, Management
believes that the acquisition of URS was an important strategic
development that allowed the Company to create a foothold in a significant
market.

Discussions around VimpelCom's entry into Ukraine strained relations
between Telenor and Alfa Group, our two largest shareholders, This conflict
resulted in litigation by Telenor against VimpelCom and has, at times, had a
negative impact on the ability of our Board of Directors to reach consensus
onimportant matters. We hope that both sides will be able to settle their
differences in the near future and will work constructively for the interests
of all VimpetCom shareholders.

Investing in Our Development

In 2005, VimpelCom made capital investments in network development,
infrastructure and support systems in the amount of approximately
$1,635.3 million. In addition, we spent approximately $314.5 million in
acquisitions. To help finance these activities and, partially, to refinance
debt, during 2005 VimpelCom placed bonds in the international markets
totaling $300 million. The Company has also signed several credit
agreements with banks, inciuding two syndicated loans in the amount of
$675 million. At the same time, approximately 80% of the financing of
organic growth was covered by VimpelCom’s own operating cash and our
Company maintains a strong balance sheet with the debt to equity ratio at
0.7 and debt to OIBDA ratio at 1.3 at the end of 2005.

ivering Returns to

VimpelCom’s ADS price increased in 2005 by approximately 27%, from $34.8
at the end of 2004 to $44.2 at the end of 2005.

Buumeaon
Topouok arxer 2005
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nized Leadership

ear, as in years past, VimpelCom and its senlor managers were
ized as being among the best in Russia in various nominations by
spected and independent international and Russian institutions. We
rticularly proud of being named the “Best Telecoms Company in
" by Global Finance Magarine, the most vatuable brand in Russia by
rand Group/Business Week and Best Investor Relations (IR Magazine).

- pleased to report that management sucressfully fulfilled its plans
hieved its goals for 2005. White our plans for 2006 are even more
ous, we believe that our Company is well positioned to achieve the
#e have set for the coming year, which will fusther strengthen our
and reputation as a premier Russian and international wireless
mmurications company.

/ -

Ao
Haines Alexander Izosimov
an of the Board Chief Executive Officer

“4

Growing Confidence and Strength:
the Russian Economy

In 2005, approximately 95% of VimpelCom's operating revenue came from
Russia. We believe that Russia will remain the largest revenue generator for
VimpelCom for the foreseeable future. As such, the continued growth of the
Russian economy is important for the wellbeing of our Company. We expect
that in the long term, the combination of a welt educated populace and Russia’s
vast natural resources will strengthen Russia’s economic status. Inthe short-
to-medium term, Russia’s economic growth will come predominantly from
its position as one of the world’s leading energy suppliers.

Growing demand for oil and gas coupled with instability in the Middle East
and other oil producing regions continued the sharp increase in oil prices
in 2005. As a major suppliet of oil and gas, the Russian economy benefited
greatly from this growth. During 2005, the reserves of the Central Bank of
Russia grew by approximately 46%, reaching $182 billion, while the
external trade balance was $120 billion compared to $87 billion reported in
2004. GDP grew by 6.4% and real wages (after obligatory payments and
inflation adjustment) rose by approximately 10% in 2005. Russia’s growing
financial strength resulted in an upgrade of its credit rating by Moody’s
(from Baa3/Positive to Baa2/Stable) and Standard & Poors (from
BH+/Stable to BBB/Stable) to solid investment grade,

At the same time, there are sizeable groups of the population, particularly
employees of state-owned enterprises and pensioners, who did not benefit
enough from the economic growth of the past six years. Inresponse to this
problem, President Putin announced four national projects covering health,
education, housing and agriculture. The projects are designed to reduce
poverty and improve the living standards of millions of Russians. The
projects are scheduled to be mplemented in the next couple of years and,
if successful in their goals, should help further the advancement of the
consumer society in Russia. VimpelCom believes this should benefit
riented industries, i ing robile ¢ icati

Buxneakow
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w Growth Opportunity: the CIS

- has close economic. cultural and historical ties to the other
ries of the CIS. Hence it is natural for Russian companies, and
ICom is no exception here, to consider the countries of the CIS as an
) expansion, as they can more easily adapt to locat conditions. Given
ackground, we are confident that the simitarities with the Russian
t will result in our profitable expansion throughout the region.

& certain cultural and historical similarities, the countries of the (IS
ch unique in the size of their territory, poputation and in the amount
ural resources they possess. Their economies also differ from each
in terms of the level of industrialization, productivity, education of
orce and, consequently, in terms of GDP per capita and disposable
e

of the CIS countries have a sufficient base from which they may
re stable ic growth and imprd in the standard of
. Growth in GDP in these countries in recent years was in the range
0%. Growth in mobile communications was much higher, reflecting
et that mobile phone usage has become more widely accepted in
countries. The countries of the CIS also have varying levets of
riber/SIM card penetration rates — Tajildstan’s and Uzbekistan's
ration rates range between 3% and 4%, the penetration rates in
fa, Armenia and tjan are i ly 20%, K an’s and
15's penetration rates are around 40%, Ukraine’s penetration rate is
0% and Russia now has close to 90% penetration.

1Com currently has gperations in five countries of the CIS - Russia,
hstan, Tajikistan, Ukraine and Uzbekistan - and we are looking for
m-_wﬁua::anem in other CIS countries. As the economies of the (IS
wpe to develop, we believe that there is great potential for grawth in
glon through a combination of subscriber growth and increased usage
bite commurdcdtions.

Bozmonuocrs

gwopngo pocra: LHY

Executing Business Strategy:
Poised for Continued Performance

VimpelCom has successfully adjusted its strategy to the changing
conditions in the Russian matket. During 2005, SIM card penetration in
Russia grew from 51.2% to 86.6%. The market in Russia is approaching
saturation and, as such, has become a mature market in a majority of the
regions where we operate. In light of this, the Company made appropriate
changes in executing its strategy in Russia. First, we changed our focus
from subscriber growth to subscriber loyalty and retention; second, we
shifted from an emphasis on SIM card market share to sevenue market
share; and finally, we decided to concentrate less on “subscribers”™ and
instead focus more on “active subscribers,” whom we define as those who
made a chargeable transaction in the past three months.

These changes in focus had the desired effect: the Company increased
revenue market share in Russia (by 2 percentage points according to

research) and imp d profitability both on the OIBDA and
net income levels.

In terms of geographical expansion, VimpelCom has been very successful in
the countries of the CIS. In addition to Kazakhstan, where VimpelCom
began operating in September 2004, VimpelCom now operates in Ukraine,
Tajikistan and Uzbekistan. The total population of our licensed territories
in the (IS outside of Russia increased more than sixfold in just one year and
{s now approximately 96 million, compared to approximately 15 mitlion at
the end of 2004.

In Russia, VimpelCom operates in 78 out of 89 regions. However, the
Company still does not have a regional license for the Far East super-region,
which contains 15 regions. During the past two years, we have acquired
twa telecommunications companies in the Far East, including a company in
Sakhalin in July 2005. Due to these acquisitions, we now operate in 4 of the
15 regions in the Far East super-region. In 2006, VimpelCom will continue
to work with the regulator to receive an operating license and increase our
presence in the Far East super-region.

The quality of wireless services continues to be increasingly important in
the telecommunications industry, particularly in well penetrated markets
where non-voice services are becoming significant. One of the major
factors behind our success in 2005 has been a growing awareness among our

[
Poponoh oreer 2005
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ibers of the high quality of our services. This includes the high
ical quality of our networks, as wetl as the high quality of our billing
n service and { ip systems,
roducts that we present to the market and our convenient payment
ns. In all of these areas we pride ourselves on having made signi-
- achievements in 2005, and we will continue to bring the best in
e and quality to our customers. In 2005, our wireless network in
w was voted the best quality network in an independent survey; our
y system is one of the most advanced billing systems and it is being
ded regularly to meet new requirements; our customer service has
ionally been the best in the telecoms sector and it is being upgraded
> with our loyalty and retention programs.

Com is atso anindustry leader in new product launches. (ur emphasis
reasingly focused on making our products more user-friendly so that
thscribers can quickly adapt to and use our new services. One of the
impressive innovations in 2005 was the introduction of "Mobile Mail”.
ws our customers to receive and send e-mails using mobile phones.
e some similar services, it is implemented on a variety of smartphones
 all major handset manufacturers) and is compatibte with the major
rate e-mail systems, Lotus Notes and MS Exchange, which allows this
e to be utilized by a large group of our customers.

ty of services is always associated with brand. That is why the best
rmation of VimpelCom's superior quality is the dominant position of
Beeline” brand. In 2005, we underwent a re-branding in order to
ase the attractiveness of our brand and make it more vivid and
mparary. The new style of the brand was positively accepted by the
et gnd we have received a number of awards associated with our new
1, including “Brand of the Year” (EFFIE, Grand Prix) and PR project of
ear (PROBA-IPRA GOLDEN WORLD AWARDS). Our efforts to strengthen
Jeeline brand mma off, and Group/Busi named

ne the most vatuable brand in Russia - valuing the brand at more than
tion, «

Pioneering Presence on the World
Stage: 10th Year on the NYSE

VimpelCom began its 10th year as a NYSE listed company on November 15,
2005. This yeay, we will celebrate the 10th anniversary of our IPO in New
York, which played a crucial role in the development of the Company. In
November 1996, VimpelCom made history by becoming the first Russian
company to be listed on the NYSE since the times of Imperial Russia in
1903. \listing on the NYSE has provided VimpelCom with access to
international capital markets and altowed us to raise billions of US dollars
for the development of cellular communications in Russia. VimpelCom’s
capitatization grew from slightly over $500 million as of the date of our [P0
to close to $10 billion in 2006. We are proud that VimpelCom shareholders
have henefited from our tremendous growth,

Just as important as the financial success of our listing on the NYSE and
the big returns enjoyed by our shareholders is our pioneering role
in setting world class standards for Russian companies in terms of
transparency, corporate governance and protection of investor rights.
VimpelCom's success helped change the mindset of the Russian business
community and the way it is perceived internationally. Our listing in 1996
helped blaze a path for the dozens of Russian companies that are now listed
on international and Russian stock exchanges and fulfilling their
obligations as good global corporate citizens.
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 of tire Board of Ditectory
cutive Oficer, GRONE AG

F )

Midall M, Fridgman
Chasrman of the Board, Alfa Group
Chalrman of the Board, TNK-BP

Alexey M. Reznikovich

2o Lundex
Chief Executive Officer, Ementor ASA
Member of the Board, Ferd Holding

Watalia Tsukanava
Vice President, J.P. Morgan
H 3

Henrik Torgersen
Senlor Vice President and
Adviser to the Chief Executive Officer, Telenor

Fridtjof Rusten
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lanagement Team

Crapiuui MeHeLHMeNT

) o —

Elena A. Shmatova Nikolaj R Pryanishnikov
Executlve Vice President, Executive Vice President -
Chief

Alexander V, Iostmoy
Chief Exceutive Officer
AnanCansg Bripatore

Sergel M. Avdeey Jere C. Calmes. Kent McNetey
Executive Vice President, Executive Vice President — Vice Presidert, Chiel Marketing Otficer

¥ Business Development in the (IS, Geperal Birector, Moscow
Left the company in January 2006

i & aniG QU 5

Marina v. Novikovs
Vice President, Organizational Development Vice President, Chief Information Officer
and Humar Resources E
8033003 BransHps:

Valery V. Frontov Valery F. Goldin

Vige President, Licensing Vice President, Internationat
and Regulatory Alfalrs and Investot Relations
3 e Bazpri Wavanpar iy 5
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yrporate Information

at Advisers
n, Gump, Strauss, Haver & Feld, LLP.

ependent Auditors
5t & Young {CIS) Limited

ositary Bank
Bank of New York

IP # 68370R109

todian Bank
Bank Eurasia

mary Trading Information
E: VIP (ADS)

jnests for Corporate Information:

ipelCom
ld. 14, 8 Marta Street
cow, Russia 127083
+7(495) 974-5888
 +7(495) 721-0017
ail; Investor_Relations@vimpelcom.com

v.vimpelcom.com

anciat Dynamics
L Street Plaza,
’ine Street, 32nd Floor
7 York, NY 10005

+1 (212) 850-5600
41 (212) 850-5790

v.fd.com

formation contained herelr is quatified in its entirety by
ence to Vimpelfom's Anrual Report on Form 20-F which will
led witht the U.S. Securities & Exchange Commlsslon by June
006 pursuant to Sectian 15(d) of the United States Securities
ange Act of 1934, a3 amerded.
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el Com Setected Contoitdated Financial Data
aal Reprt 2008

nciliation of OIBDA to Operating Income

edited, in thousands of US. dolloss)

A $ 1571310 § 1026721 1 613.230 $ 322209 $ 148456
Depreciation (451,152) (281,129) (162,769} (90172) (50.513)
Amortization (142,126) (64.072) (34.064) (12.a3) {12:616)
Impairment for long lived assets - (7.354) - - -

ating income 4 978,032 3 674,166 $ 416,397 $ 21982 85327

wnciliation of 0IBDA Margin to Operating

A margin 48.9% 48.6% 46.1% 41.9% 35.4%
Bepreciation as percentage of net operating revenes  (14.0)% (13.4)% {(12.2)% {11.7)% {11.9)%
Amortization as percentage of net operating reverues  (4.4)% (3.00% {2.6)% (1.6)% (3.00%
Tmpairment as percentage of net operating revenues - {0.3)% - - -

ating income as percentage of net aperating revenyes 30.5% 31.9% 31.3% 28.6% 20.2%

solidated Balance Sheet Data

o

S
SRS

cash eqt and shore-t $ 363,646 $ 305,857 $ 157611 1 263657 3 145092
jng capital (deficit) (457.927) (127.903) (167409) 69,582 52,146
erty and equipment, net dunz 2314405 1439.758 948,325 531,096

licenses and ions of
quencies, goodwilt and other intangible assets, net 1,500,799 1338305 163186 144,115 70.926

assets 6,307,036 4,780.241 2281448 168,467 921497

debt, including current portion (1) 1998166 1581138 606991 650,580 277673

Uabititles and minority interest 3,566,487 2623108 1293,797 1026,218 416038

shareholders’ equity $ 2,740,549 $ 2152133 $ 987651 £ 657251 $ 505459

ctudes bank Ibans {inckuding (i) our April 26, 2002 US$250.0 witlion loan from J.P. Horgan AG {furded by the issuance of loan participation notes by LB Hmgan AG) as of Dacerber 31, 2004, 2003
d 2002, (i) our June 16, 2004/July 14, 2004 US$450.0 mitlian loans from UBS (Luxemhoura} S_A. {funded by the Lssuance of oan partidipatian notes hy USS (Luxembourg) S.A.) as of Decenber 11,
5 and 2004, (i) our October 22. 2004 US3300.0 eillion loan from UBS (Luxerbourg) S.A. (funded by the issuance of loar participation notes by UBS (Luxembourg) S.A.) as of December 31, 2005
d 2004), {iv) our February 11 2005 US$300.0 million loan from UBS (Luxembourg) S.A. (furded by the issuance of loan pasticipatior. notes by UBS (Luxembourg) 5.A. as of December IL 2005), and
 aur Bebroary 28, 2005 US3425.0 million syndicated 1oar, underwritten by Citibank, N4, 2nd Standard Bank Landon Limited as of December 31, 2005), equlpment Finandng capital lease obligations
r 21l periods presented and Russian ruble derominated bonds ax of December 31, 2005, 2004 and 2003,

Selected Opersting Data

Selected Operating Data

The fotlowing selected oparating data for and as of the years ended December 31, 2005, 2004, 2003, 2002 and 2001 have been derived from internal company sources and
from independent sources that we believe to bé reliable. The selected operating data set forth below should be read in conjunction with aus consolidated financial
statements and theis related notes and the section of this document entitled “Management's Discustion and Analysts of Financlal Condition and Results of Operations.”

Selected industry operating data:
Estimated population: (1)
Russia
Kazakhstan
Ukraine
Tajikistan
Estimated subscribers:
Russia (2)
Kazakhstan (3)
Ukraine (2)
Tajikistan (3)
Penetration rate: (4)
Russia
Kazakhstan
Ukraine
Tajikistan

Selected company operating data (5):
End of period subscribers:
Russia
Kazakhstan
Ukraine
Tajikistan
Total subscribers
Percentage of "active” subscribers (6)
Market share: (7}
Russia
Kazakhstan
Ukraine
Tajikistan
Monthly average minutes of use per uset {("'MOU") (8}
Russia MOU
Kazakhstan MOU
Ukraine MOU
Monthly average revenue per subscriber (“ARPU”) (9)
Russia ARPU
Karakhstan ARPY
Ukraine ARPY
Churn rate (for the period ended) (10)
Russia churn rate
Kazakhstan churn rate
Number of Russia GSM base stations:
D-AMPS
GSM

145,166,700
14,953,100
48,457,000

6.780.400

125,760,000
5,510.300
30.205,100
275,000

43,096,700
2.050.300
256,800
26,500
45430,300
83.6%

34.3%
37.2%
0.9%
92.6%
101.4
103.6
51.3
346
375
$74
$ 105
$4&1
30.4%
30.4%
303%
459
15,659

145,166,700
14,938,400

74,350,000
2,700,000

51.2%
181%

25.724,600
859,000

26,581,600

3.6%
3.8%

96.5
9.0
69.3
$10.1
$101
$15.7
$-
29.6%
29.3%
19.0%
463
10659

11.436,900
11436900

6%

7.9
2.9
$13.6
$13.6
5-
$-
39.3%
39.3%

15
' 6596

145,181,900

5,152,100

5153100

28.6%
R/A
N/A

$183

$18.3
| g
s-

30.8%

30.8%
420

3,099

ook overr 001 | &7

a0t

146,181,800

2111500

2111500

26.3%

B/A
WA
$26.2
5262

5-
23.0%
2.0%
412
1364

Continued on the next page
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ate in the Moscow license area as the effects of our retention and loyalty
ns become folly realized and subscribers increase their usage of our value

Managementy Biscussion and Anatysis of Flnancial Conditlan
and Rewlts of Operatians

2.1 million subscribers, as of December 31, 2005, an increase of 138.7%. We estimate
that ous market share in Kazakhstan as of December 33, 2005 was 37.2% compared
to 31.8% as of Decomber 31, 2004, Industry analysts estimate that the total number
of subscribers in Kazakhstan, as of December 31. 2005, was approximately 5.5

ber Data millien, which a rate of i 36.9%. Given the
1 both contract and prepaid services to our subscribers. The following table  current level of penetration, we believe that the mobile telecommumications
s gur sibscriber Figures, as wall as our prepaid asa market in K. will axpand rapidly in the next few years.

otal subscriber base, for the periods indicated:

43,096,700 25,724,600 11.436,900

hstan 2,050,300 859,000

14 256,800

tan 26.500

number of subseribers 45430,300 26,583,600 11,426,900
tage of prepaid subscribers (1) 96.9% 95.8% 91.5%

id subsribers are those who pay for their services in advante. This definition is broader
the one historicatiy used by the Company as it inctudes advance payment subscriders who
previously considered contract subscriders.

As of December 31, 2005, we had i 43.1 miltion il in

Ukraine. On November 10, 2005, we acquired the entire issued share capital of URS.
According to cur estimatex, as of December 31, 2005, our subscriber base in Ulkraine
was 256,800, representing a market share of approximately 0.9%. Industry analysts
estimate that the total number of subscribers in Ukraine as of December 31. 2005
was approximately 30.2 million, which represented a penetration rate of
approximately 62.3%. Given the current level of penetration, we believe that the
mobile telecommunications market in Ukraine will expand rapidly in the next few
years.

Both before and after our acquisition of URS, Telenor and the Telenor Nominees

have consistently objected to the acquisition. Following the URS acqui:

Telenor filed lawsuits in Russia that, among other things, challenge the validity of

the September 2005 EGM approving the acquisition and the adequacy of corporate

approvats for the URS it and seek the ing of the URS

We believe that the September 2005 EGM was properly convened and the
i of URS was properly in with the

which, according to {ndependent estimates, represented a 34.3% share of
ssian cellular market. Most of out subscriber growth in Russia in 2005 came
he regions, where our subscriber base increased from approximately 18.2
. as of December 31, 2004, to approximately 33.8 mitlion, as of December 31,
i increase of approximately 85.7%. Qur Moscow subscriber base also
ed from approximately 2.5 mitlion, as of December 31, 2004, to approximately
lion, as of December 31 2005, an increase of approximately 24.0%.

2005, we announced the intreduction of an "active subscriber” definition as
tional characteristic of our subscriber base. Pursuant to the new definition,
1iber is considered “active” if the subscriber’s activity resulted in income to
npany during the most recent three months. As of December 31, 2005, we

2005 EGM approval appticable taw and our charter. However, the provisions of
Russian law and our charter applicable to the ¢ of the Sep 2005
EGM, the effectiveness of the decision of the September 2005 EGM and our
fmplementation of that decision are subject to possible different interpretations
and a Russian court conld disagree with our interpretation. Therefore, there ¢an be
no assurance that we will prevail at any stage of the litigation relating to these
lawsuits or that other claims by Telenor or other third parties regarding our
acquisition, operation and/ot funding of URS, chaltenging our ownership interest in
URS o1 other matters will not be made. It is also possible that third parties will seek
monetary damages {rom us or challenge our ownership interest in URS in
connection with their claims against the parties that sold URS to our Company.
There can also be no assurance that any such litigation will not result in the

proximately 45.4 million subscribers, of which 83.6% were
. We believe that introduction of the “active subscriber” definition provides
ireholders, investors and others with an additional criterion for anatyzing
yscriber base and is more in tine with international standards. Introduction
definition does not change our totat subscriber base accounting policy.

Ing to AC&M Consulting. as of December 31, 2005, there were approximately
nillion subscribers in Russia in terms of the number of subscriptions (valid
rds) as reparted by each of the wircless telecommuanications operators,
g total cellular penetration in Russla to 86.6% {and wetl over 100.0% in
s two largest cities—Moscow and St. Petersburg). Churn policles differ
operators, which may lead to discrepancies in subscriber figures. Because a
ber may own several SIM card subscriptions from one o7 more celtular
75, we believe the actual number of subscribers in Russia is substantially less
v¢ 125.8 million cited by ACAM Consulting and that Russia’s penetration rate
set to 75.0% as of December 31, 2005,

of the URS deprive us of our ownership interest in URS ot
result in us paying monetary damages and that, in such event, our Company will be
able to recover the purchase price that it paid to the selters, any portion of the
Funds that our Company invested in URS during the period prior to the unwinding
of the URS acquisition or any other monetary tosses that our Company will have
incurred in connection with our ownership of URS.

Tojikistan. We acquired a 60.0% interest in Tacom on December 29, 2005. According
to our estimates, at the time of its isition, Tacom served 26500
i 9.6% of the market share in Tajikistan, We
estimate that the total number of subscribers in Tajikistan as of December 31, 2005
was 275,000, which a rate of i

4.1%.

Uzbekistan. On January 16, 2006 and February 9, 2006, we acquired 100.0% ownesship
interests in Buztel and Unitel. respectively. both of whom hold GSM-900 and 1800
licenses for the entire tertitory of Uzhekistan. At the time of its acquisition, Unitel

stan. According 1o our estimates, our base in K grew
nproximately 859,000 subscribers, as of December 31, 2004, to approximately

had i 364,000 i ing, according to our estimates, a
31.0% market share in Uzbekistan, The results of Buztel and Unitel and thelr

Managementh Discussion and Anatysis of Financis) Condition
a0 Resuilts of Operationa

respective consolidated subsidiaries will be included in our consolidated Financial
statements beginning with the fiscal quarter ended March 31, 2006.

Certain Performance Indicators

The folldwing discussion anatyzes certain operating data, such as average monthly
service revenues per subsceiber, or ARPU, minutes of use per subscriber, or MOU. and
churn rate, that is not included in our financial statements. We provide this
operating data because it is reqularly reviewed by management and because
management believes it is useful in evaluating our performance from perlod to
period. We betieve that presenting information about ARPU and MOU is useful in
assessing the usage and acceptance of our products and services, and that
presenting our charn rate is useful in assessing our ability to retain subscribers.
This Hil opetating jon may not be unil ly defined by our

itots and ingly, may not be with similasty titled measures
and disclosures by other companies.

ARPU

ARPU is a non-U.S. GAAP financial measure calculated for each month in the relevant
period by dividing our service revenue during that month including voaming
revenue, but excluding revenue from connection fees, sales of handsets and
accesseries and other non-service revenue, by the average number of our subseribers
during the month. This figure includes both prepaid and contract customers. See “—
Additional Reconcitiations of Non-U.S. GAAP Financial Measures (Unaudited)” for
mare information regarding our use of ARPU as a non-U.S. GAAP financial measure.

The following tabte shows our monthly ARPU for the periods indicated:

R A B
&aﬁﬁmﬁa )
i« A
Russia ARPU $7.4 $101 1136
Kazakhstan ARPO 10.5 15.7 -
Ukraine ARFU 4.1 - -

Total ARPU §75 310 $13.6

While our subscribers and revenoes have grown during each of the years ended
December 31, 2005, 2004 and 2003, our ARPU has steadily decteased. ARPU declined
from US$13.6 in 2003 to US$10.1 in 2004 and to US$2.5 in 2005. The decline in
ARPU during each of these periods was primarfly attributable to an increase in the
number of mass market subscribers as a proportion of the total number of our
subscribers as a result of accelerated growth of our subsciiber base in the regions,
which typically comprises mass market subscribers, and a gradual reduction in our
tariffs. Mass market subscribers generally have lower ARPU compared to corporate
and business subscribers.

We expect that price competition will gradually moderate in 2006 as cellular
operators seek to stabilize marging. However, given the decline in tariffs throughout
2005 due to price competition among the leading wireless operators, and the
migration of subscribers from high priced tariff plans to new tariff plans, we expect
our total ARPU to continue to decline in 2006 in Russia. In the CIS, we expect thatan
increasing percentage of our subscribers will be mass market subscribers and, as a
1esuit, that ARPU will continue to decrease in the neay future. However, we expect
that ARPU will eventually stabilize as downward pressure on ARPU from the growth
of our mass market subscriber segment will be balanced by a proportionate growth in

Tozoweh oreey 7005

the use of our value added services which typically yield @ higher level of ARPU. As
subscriber growth rates stow, we will become increasingty reliant on ARPU growth for
our operations to continue to expand. Our business strategy contemplates such
growth and we are expending significant tesources to increase our revenues per
subscriber, particularly by marketing nes prodhcts and vatue added services to both
our existing subscribers and new corporate and business subscribers.

Mou

MOU is calculated for each month of the relevant period by dividing the total
number of minutes of usage (including botb billable minutes of usage and free
minutes of usage) for incoming and outgoing calls during that month {exctuding
guest roamers) by the average number of subscribers duting the month,

The foltowing table shows our monthly MOU for the periods indicated:

Russia MOU 103.6 98.0 9.9
Kazakhstan MOU 513 69.3 -
Ukraine MOU 34.6 - -
Total MOU 301.4 96.5 91.9

The increase in our total MOU during the year ended December 31 2005 as
compared to the year ended December 31, 2004 was primarily attributable to an
increase in MOU in Russia in 2005 due to national marketing campaigns aimed at
increasing tocal traffic. which affered discounts and free minutes of usage to our
subscribers. The dectine in our tatal MOU during the year ended December 31, 2004
as compared to the year ended December 31, 2003 was primarily attributable to a
decrease in MOU in the regions of Russia in 2004 due to an increase in the number
of new sobscribers who are first time users. First time users typically use their
cetlutar telephonas less than moze established subscribers.

Churn rats
We define our churn rate as the total number of subscribers disconnected fiom our
network within a given period expressed as a of the midpoint of

in our network at the beginning and end of that perfod. Conttact subscribers are
disconnected if they have not paid their bills for two months and prepaid subscribers
are disconnected six months after their services have been blocked. We typically block
a prepaid subscriber's service in two ases: (1) their balance drops to US$0 or below, or
{2) an account chows no chargeable activity for six months.

Migration of subscribers from our D-AMPS network to our GSM network. as weit as
migration between prepaid and contract farms of payment, is technically recorded
as churn, which contributes to our churn rate even though we do not tose those
subscribers.

The following tabte shows our churn rates for the periods indicated:

Russia churn rate 30.4% 20.3% 39.3%
K chn rate 30.3% 19.0% =
Total chermn rate 30.6% 29.6% 39.3%
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1 Repart 2005

2005, our SAC fell to U5$13.1 from US$13.9 during 2004 and US$19.3 during
he decrease in our SAC during these periods was primarily due to a decrease
werage dealer commission per new subscriber and a decrease in the amount
m advertising per new subscriber as the number of new subscribers grew
han advertising expenses. SAC also decreased during these periods because
ng percentage of our new subscribers were located in the regions of Russia
rakhstan, where SAC is lower than in the Moscow license area primarily asa
f lower dealer commissions and advertising expenses per subscriber in the
 of Russia angd Kazakhstan than in the Moscow license area.

ation ond amortization expense. We depreciate Z_m EEEER_ 3=u of our
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life of our GSM telecommunications equipment as a result of 3G licenses being
awarded or as a result of the introduction of the 3G technology. See “—Critical
Accounting Poticies—Property and Equipment” below.

Provision for doubtful accounts. We include in our operating expenses an estimate
of the amount of our accounts receivable that we believe will ultimately be
uncollectible. We base the estimate on historical data and other refevant factors,
such as the financial condition of the economy as a whole. Looking forward, ovex
the next several years, we expect our provision for doubtful accounts to continue
to remain tow as a percentage of net operating revenues due to an anticipated
increase in the number of prepaid subscribers. In addition, we are continually

e assets, which consist mainly of and
gs owned by us. We amortize our intangible assets, which consist primarily
-ommunications licenses and frequency allocations. telephone tine capacity
1 nmbers in the Moscow license area and the regions. Effective January L
oodwill is no longer being amortized and is suhject to an annnal impairment
1 response to the new telecommunications regulations adopted by the
L Government in February 2005, we re-assessed the usefut life estimates of
A ications licenses. Begi January 1 2005, we changed the
ed useful life of GSM i licenses and frequency
ons from the initial expiration dates of the GSM Ucenses in Russia (held by
Com and our subsidiaries), which varied from August 2006 to November
> December 31, 2012. The change was driven by the implementation of the
.aw, which our management felt reduced the visk that GSM
wmunications licenses and frequency allocations would not be re-issued.
see Note 3 to our i financial included elsewhere in
rument for more information on eur change in the useful life of the licenses.

ible assets constituted 23.8% of our total assets and 54.8% of our
2ders’ equity as of December 31, 2005, In the past. we have not had to pay
21l telephone numbers. which are altocated by the Federal Communications
. Due to 3 change in the tax code effective January 1, 2005, we are now
d to pay 10 Russian rubles per federal telephone number altocated to us
anuary 1, 2005, In the future, we expect that an increasing portion of our
ber base will use federal numbers. Consequently, we do not expect to
nce an increased expense for line capacity
ses despite the anticipated growth in our subscuiber base. Our capital
nents for 2005 were agproximately US$1.635.3 million for the puichase of
'y and approximately U$$307.0 million for the arquisition of new entities
cash holdings of acquired i Qur capital i for 2004

iewing our coltection practices to identify ways to manage risk and improve how
we monitor and collect accounts receivable.

Interest expense. We incur interest expense on our vendor financing agreements,
1oans from banks, inctuding the loans fram UBS {Luxembourg) S.A., capital leases
and othet borrowings. Our interest hearing tabilities carry both fixed and floating
intetest rates. On our borrowings with a floating intecest rate, the interest rate is
linked either to LIBOR or to EURIBOR. During 2005, our interest expense amounted
to US$147.4 million, or 4.6% of our consolidated total operating tevenues, a 72.0%
increase compared to US$85.7 million, or 4.1% of our consolidated total operating
revenues, during 2004. Our interest expense depends on a combination of
prevailing interest rates and the amount of our outstanding interest bearing
liabilities. The increase in our interest expense during 2005 compared to 2004 was
primarily attributable to an increase in the overatl amount of our debt duving 2005
as compared to 2004, In 2006, based upon our current business plan, we expect to
1aise appreximately US3$700.0 million in additional debt financing in the Russian
and/or international EEE markets and/or in bank financing to EmE our
projected capital gebt and possible

through 2006. The actual amount of debt financing that we will need to raise will
be influenced by the actual pace of subscriber growth over the period, network
construction, our acquisition plans and our ability to continue revenue growth and
stabitize ARPU. In addition, we are currently actively purssing further
oppartunities for expansion in Russia and the CIS. Wae have also recently made a
non-binding proposat to acquire 100.0% of Kyivstar in Ukmaine for a tetal
consideration of US35.0 billion plus the assumption of debt.

Income tax expense. As of December 31, 2005, cur operating income was sebject to
taxation in the Russian Federation {since the inception of our Company),

pproximately US$1,241.9 mitlion of capital expenditures for the purchase of
red assets and US$431.0 million for the acquisition of new entities (net of
dings of acquired companies). Our increased capital expenditures caused
al depreciation and amortization expenses to increase by 71.9% during 2005
ed to 75.4% during 2004 and 92.2% during 2003,

\uary 2004, we changed the estimated useful tife of our GSM
imunications equipment from 9.5 years to seven years in the course of our
ring evatuation of the use of our technology and as a result of the Russian
ment’s announcements in January 2004 of plans to initiate the process of
ng lrenses for new mobile communications technologies. This change
sed net income for the year ended December 31, 2004 by US$31.5 million. In
ber 2005, the Minster of Information Technologies and Communications
ed that the government was preparing to hold tenders for 3G licenses in

) ¢ (since 2004), Ukraine (since November 2005) and
Tajikistan (since December 2005). The statutory tax rate in Russia is 24.0%. The
statutory income tax rate in Kazakhstan is 30.0%. The statutory tax rate in
Ukraine {s 25.0%. The statutory tax rate in Tajikistan is 25.0%. Income tax
expense inctudes both current and deferced tax expense. In 2005, we incurred
US$221.9 million of Income tax expense, a 43.2% increase compared to US3155.0
million during 2004. The tncrease was primarily due to the increase in our taxabte
income. In accordance with the final tax decisions for 2001 and 2002 issued by
the Russian tax inspectorate, during the fourth quarter of 2004, we recorded
U532.4 million of additional income tax. Our effective income tax rate of 26.4%
during 2005 was slightly lower than our effective income tax rate of 26.5% in
2004 due to the permanent differences between Russian tax accounting and U.S.
GAAP accounting in particular with respect to recognition of foreign currency
exchange gains or losses and non-deductible expenses. Russia’s federat and local
tax laws and regulations are subject to frequent change, varying interpretations

¥e cannot currently accurately predict the effect on the useful

and
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Results of Operations

The table below shows, for the periods indicated. the following statement of
operations data expressed as a percentage of net operating revenues. Certain
reclassifications have been made to the prior years’ consalidated finandial

Tt o os | 55

In the first quarter of 2005, we determined that, beginning with the fiscal year
ended December 31, 2005, our Company should no longer report the Moscow license
area and the regions of Russia outside the Moscow license area as two separate
segments. In accordance with the relevant provisions of the Financial Accounting
Standard, or SFAS, No. 131 “Disclosures About Segments of an Enterprise and
Related " our segments. as of December 31, 2005, were: (1)

statements to conform to the current year Fot more see
“w- Reclassifications.”

Consolidated Statements of Income

s —

. m& i mwwww S endeg ;;mm_e Br) i

L w&%; w@s@» o
Operating revences:
Service revenues and connection fees 98.9% 98.0% 95.5%
Sates of handsets and accessories 09 1.8 42
Other revenues 0.2 0.2 03
Total operating revenues 100.0 100.0 100.0
Less revenue based taxes - - -
Ret operating revenues 100.0% 100.0% 100.0%
Operating expenses:
Service costs 16.0 15.5 15.3
Cost of handsets and accessories sold 0.9 14 7
Selting general and administrative

expenses 338 341 5.2
Depreciation 14.0 133 122
Amortization 44 30 26
Impairment of tong lived assets - 0.3 -
Provision for doubtfut accounts 0.4 0.4 07
Total operating expenses 69.5 68.1 68.7
Operating income 30.5% 31.9% 31.3%
Other income and expenses:
Interest income 0.3 0.3 06
Other income 0.6 0.5 03
Interest expense (4.6) (4.1) (5.1}
Other expenses {0.8) (©.9) 0.2)
Net Foreign exchange gain (loss) 0.2 0.2 0.2}
Total other income and expenses {4.3) (4.2) {4.4)
Income before income taxes, minority

interest and cumulative effect

of change in accounting principte 26.2% 0% 26.9%
Income tax expense 6.9 13 8.0
Minority interest in net earnings

of subsidiaries, before cumulative effect

of change in accounting principte 0.1 38 18
Income before cumulative effect

of change in accounting principte 19.2 16.6 17.2
Curmulative effect of change

in accounting principle - - -
Minotity interest in cumulative effect

of change in accounting principle - -
Net income 19.2% 16.6% 17.2%

Russia, which includes the operating results of VimpelCom and ali of our
subsidiaries operating in Russia: (2) Kazakhstan. which includes the operating
sesults of our subsidlary, KaR-Tek: (3) Ukraine, which includes the operating results
of our subsidiary, URS; and (4) Tajikistan, which includes the operating results of
our subsidiary, Tarom. In addition, beginning with the fiscal quarter ended
March 31, 2006, Uzbekistan will he reported as a separate segment and witl include
the operating results of our subsidiaries, Buztel and Unitel. For mote information
on our reportable segments, please see Note 22 to the audited consolidated
financial statements included elsewhere in this document.

In 2004, 2003, 2002 and 2001, our Company included all of the shares of our
convertible preferred stock in the computation of the diluted net income per
common share. In 2005, our Company began to catculate the dituted net income per
common shate in accordance with the “treasury stock method” which assumes that
the proceeds from the exercise of the conversian right will be used by our Company
to repurchase ouistanding shares of our Company’s common stock in order to
satisfy the conversion obligation. Accordingly, shares of our convertible preferred
stock have not been included in the computation of diluted net income per
common share, and the diluted net income per common share has been amended for
2001 (from US$1.15 to US$1.37), 2002 (from US$2.85 to US$1.33), 2003 (from
US$5.11 to USS5.67) and 2004 (from US$7.35 to US38.49). Notwithstanding the
foregoing, there can he no assurance that we will be able to purchase any or alt of
the shares of our common stock necessary fo satisfy our conversion obligation after
our preferted stock becomes convertible in 2016. Consequently, we may have to
issue additional shazes of our common stock which could have a dilutive effect. For
more information on computation of earnings per share, please see Note 21 ta the
audited i firancial included here In this document.

In addition, for the years ended December 31, 2004 and 2003, certain
reclassifications have been made to the published E:S:?En tesults of
For more inf see

The tables batow provide selected information about the results of our Russia
operations for the year ended December 31, 2005 campared to the year ended
December 31 2004 and the year ended December 3, 2004 compared to the year
ended December 31 2003 and our Kazakhstan operations for the year ended
December 31 2005 compared to the year ended December 31, 2004. The information
about the results of our Kazakhstan operations include only the last four months
of operating results for the year ended December 31, 2004, Comparable data is not
avaitabte for the Ukraine and Tajilistan reportable segments or for earlier periods
for the Kazakhstan reportable seqment.
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- Ended December 31, 2004 Compared
ear Ended December 31, 2003

ating Revenues

tal operating revenuss increased by 58.9% to U5$2,113.0 million during 2004
05$1329.7 million during 2003, Revenue growth in 2004 was primarily due to
verall increase in the number of our subscribers in the regions of Russia and
chstan, where we acquired KaR-Tel in 2004, an Increase in our revenues from
added services and an increase in our aming revenues. The increase in ous

Management’s Discusriun und Analysls of Finaneisl Condition
3nd Regults of dperations

increase in dealer commissions for sales of scratch cards and paymenis due to
increased revenues. Approximately US$104 5 mitlion of the increase is due to other
general and administrative expenses related to our tegional expansion, including
US$7.4 million of general and ini ive expenses of the we acquired
in 2004. At the same time, our SAC decreased from US$19.3 per subscriber during
2003 to US$11.9 per subsrriber during 2004, primarity due to a decrease in the
amount spent on advartising per new subscriber and because a growing percentage of
our new subsctibers were located in the Russian regions and Kazakhstan, where SAC
islower than in the Moscow license area. See “—Non-U.S. GAAP Financial Measures™

Tig revenues was primarily due to the improved and expanded i
areater number of roaming partners, and the increase from value mn%a S.sa
timarily due to increased consumption of value added services during 2004 as
ared to 2003. The increase in total operating vevenues during 2004 also reflects
cquisition in September 2004 of KaR-Tel, which constituted US$45.1 million. or
of our total operating revenues, excluding intragroup transactions.

ce revenues and connection foes increased by 63.1% to U552.070.7 million
g 2004 from US551,269.9 million during 2003 primatily due to an increase in
umber of our subscribers. Revenues from sales of handsets and accessories
9 2004 decreased by 30.6% to US$33,7 million from US$55.8 million during
primarily as a resutt of a decrease in the price of handsets and an increase in
t sales (a3 opposed to sales divectly from our Company). As a percentage of
operating revenues, revenues from sales of handsets and accessories
ased to 1.8% during 2004 from 4.4% during 2003, as our setvice revenues and
ection fees increased at a faster rate than our revenues from sales of handsets
ccessories.

ating Expentes

e costs. Qur tervice costs increased approximately 61.2% to US$327.4 million
g 2004 from 1$$203.1 million during 2003. Out gross margin lncreased from
» during 2003 to 83.1% during 2004, Gross margin is defined as totat operating
ues tess selected operating costs {specifically, service costs, costs of handsets
sccessories sold and costs of other revenues). Gross margin percentage is
rd as gross margin expressed as a percentage of total operating revenues.

ervice costs remained stable relative to the growth in operating revenues
iily due to our continued ability to enter into favorable interconnect
ments with telephone line providers and to an increased use in lawer cost
al tetephone numbers by our subscribers in the Moscow license area and the
ns. We pay no monthly rental fee and Incur much lower interconnection costs
aderal telephone numbers as compared to local telephone numbers. As a
ntage of total operating revenues, our service costs increased to 15.5% during
from 15.3% during 2003,

of handsets and accessorfes sold. Our cost of handsets and accessories sold
ased by 15.9% to U5530.6 million during 2004 from US$36.4 m{llion during
. Our cost of handsets and accessories sold as a percentage of totat operating
wes declined to 1.4% during 2004 compared to 2.7% during 2003.

g. general and administrative expenses. Our selling, general and administrative
1ses increased by 54.0% to US$720.1 million during 2004 from US3467.7 miltion
g 2003. The increase in selling and marketing expenses of US$89.3 miltion
ed prigrarily from an increase in aggregate subserlber isition costs dve to

for more i Tegarding our use of SAC as a non-U.S. GAAP financial measure.
The deerease in the amounts spent en advertising per subscriber is due primarily to
economies of scale. In this respect, in 2004 we derived significant benefits from our
brand name, which we betieve is one of the most recognized brand names in Russia.
As a percentage of total operating tevenues, ous selling. general and administrative
expenses also declined during 2004 to 34.1% as copared to 35.2% during 2003.

and expense. Qur and amortization expense
was US$345.2 million in 2004, 3 75.4% increase compared to the US$196.8 miltion
teported in 2003. The overall increase in depreciation and amortization expense
was paitty due to ous January 2004 change in the estimated usefut tife of our GSM
telecommunications equipment from 9.5 years to 7 years and partly due to an
increase in capital expenditures in the regions of Russia and continued investment
in the Moscow license area. In addition, KaR-Tel, which we acquired in September
2004, had deprecfation and amortization expense of US$15.7 million.

We tecorded an impaizment charge of approximately US$7.4 million in 2004,
relating to an internal review of Beeline-Samara’s assets. This charge represents the
excess of the carrying amount of assets over their estimated fair value.

Provision for doubtful accounts. Ouy provision for doubtful accounts decreased by
10.9% to US38.2 million during 2004 from US$9.2 million during 2003. As 3
percentage of net operating revenues, provision for doubtful accounts decreased
from 0.7% during 2003 to 0.4% during 2004. The decrease was primarily due to an
increase in the number of prepaid il improved risk practices
and improved cash collection procedures.

Operating Income

Primarily as a result of the foregoing our operating income was US$674.2 million
during 2004, compared to US$416.4 million during 2003. In 2004, operating income
in Russia grew by 61.4% to US$672.1 million compared to YS$416.4 mitlion in 2003,
which was primarily attributable to the growth of our subscriber base and
managerent’s efforts to contain costs. Our operating income in Kazakhstan was
US$2.1 million in 2004. In previous years, operating losses were primarily
atiributatle to expenses cornected with the greenfield development of our
regional networks and the tow number of subscribers during the initial stage of
development of our business in the regions. The primarily greenfield development
of our regional networks required us to have significant infrastructure in place
prior to offering services to, and thus receiving revenue from, our regional
subscrihers. This accelerated development of our infrastructure in the regions
during 2001 and 2002 resulted in a significant increase in ous capital expenditures
and, consequently, depreciation and amortization expenses, as well as our selling.
general and administrative expenses. When full commerciat usage of our

ase In gross sales: a US$34.7 million increase in technical support and
tenance expenses due to an extended regional roll-out: and a US$43.9 miltion

It networks in the regions began in 2003, the number of
subscribers grew substantially, which resnited in a sharp Increase in our
operational revenues during 2003 and 2004.

Management’s Dlacussion and Anatysls of Financisl Condition
and Results of Openations

Other Income and Expenses

Interest expense. Our interest expense increased 25.7% to US$85.7 million during
2004, compared to US$68.2 million during 2003, The increase in our interest
expense during this periad was primarily attributable to an increase in the overall
amount of our debt during 2004,

Foreign currency exchange goin/loss. We cecorded a US$3.6 million foreign currency
exchange gain during 2004 as compared to a US$1.3 million foreign currency
exchange loss during 2003. The devatuation of the U.S. dollar against the Euro
during moS resulted in a significant foreign exchange loss during 2002 from a
ian of our Ei liahlitios to our suppliers of
tetecommunications equipment. In order to reduce our Euro-U.S. dollar currency
exposure, in August 2002 we entered fnto a series of currency forward agreements
ta acquire approximately €89.9 miltion at a fixed Euro to U.S. dollar exchange rate,
Throughout 2003 and 2004, we continued to enter into currency ?:EE
agreements. As of December 31, 2004, ially all of our E:
Uabilities that were not covered by these forward agreements were coverad by our
cash holdings, i in Euros, in the amount of €3.4 million,
Out foreign exchange gain during 2004 was primarity due to the difference
between rates on transtation of forward agreements (forward rate) and liabilities
(spot rate).

Income tox expense. During 2004, we recorded a US$155.0 wmillion income tax
expense, compared to an income tax expense of US$105.9 million recorded during
2003. This income tax expense consisted of current and deferred taxes. Deferred
taxes arose doe to differences between the basis of computing income under
Russian tax principles and U.S. GAAP. In 2004, our income tax expense grew as a
Tesult of the increase in our taxable income. Our effective income tax rate of 26.5%
during 2004 was lower than our effective income tax rate of 29.6% in 2003.

Net income and net income per shave. In 2004, our net income was US5350.4 mittion,
or US38.50 per common share {US$2.13 pex ADS), compared to a net income of
1US$228.8 million, or US$5.98 per common share {US$1.50 per ADS) during 2003. In
2004, we 1eported diluted net income of B558.49 per common share (I1S52.12 per
ADS), compared to diluted net income of US$5.67 per common share (UUS$1.42 per
ADS) during 2003. Net income for Russia in 2004 amounted to US$428.8 miltion.
compared to US$252.1 million during 2003. Net incume for Kazakhstan in 2004
amounted to U551.8.

The table below provides selected information about net income of our two
weportable segments for the year ended December 31, 2004 compared to the year
ended December 31, 2003 {in miltion of U.5. doltars):

e S
%Tmﬁ“ux& Ly &.w,w te

s e &ﬁ@f
e . . _ .
A et

Russia $4288 $ 2521
Kazakhstan (1) 1.8
Total Net Income $430.6 52521

(1} Includes net income in Kazakhstan for onty the last four months of 2004.
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Liquidity and Capitat Resources

Consolidated Cash Row Swnmary

7 o

R ;fx:.?:&

4 et Dl

A

Net cash flaw pravided

by operating activities $ 1,298.2 $805.4 $51L.9
Net cash flow (used in) provided

by financing activities 359.6 854.6 (36.1)
Net cash [low used in investing

activities (1590.9) {1517.3) {594.0)
Effect of exchange 1ate changes

on cash and cash equivatents (9.2) 5.5 122
Net cash flow $57.8 $ 148.2 $(106.0)

Durving the years ended December 31, 2005, 2004 and 2003, we generated positive
cash flows from our operating activities and negative cash flows from investing
activities. Cash flow from financing activities was positive during the years ended
December 31 2005, and 2004 and negative during the year ended December 31,
2003. The positive cash flow from financing activities during the year ended
December 31, 2005 was primarily the resutt of our receipt of proceeds from a loan
to our Company by UBS (Luxembourg) 5.A. in connection with the sale of an
aggregate of US$300.0 million 8.0% loan participation notes issued by, but without
recaurse to, UBS {Luxembourg) S.A. in February 2005, as well as the receipt of
proceeds from 2 syndicated loan in the aggregate amount of US$425.0 million. The
positive cash flow from financing activities during the year ended December 31,
2004 was primarily a result of our veceipt of proceeds from loans to our Company by
UBS (Luxembourg) S.A. in connection with the sale of an aggreqate of US$450.0
million 10.0% toan participation notes issued hy. but without recourse to, UBS
(Luxembourg) S.A. in June and July 2004 and the sale of US$200.0 million 8.375%
loan participation notes issued by, but without reconrse to, UBS (Luxembourg) S.A.
in October 2004, which were offset in pari by repayments made under our maturing
debt obligations. The negative cash flow from finarring activities during 2003 was
primarfly the resutt of our repayment of the current portion of sur interest bearing
liabilities, including equipment financing obtigations to Alcatel and Ericsson in the
amount of US$244.2 million. In the foreseeable future, our furthes expansion will
require significant investment activity, including the acquisition of equipment and
possibly the i of other as of December 31, 2005,
approximately USS421.4 million of aur iong were to
mature prior to December 31, 2006. We expect our near term investment activity
and contractual obligations payments to generate cash outflows, and we expect to
meet these needs from internal and external sources,

As our subscriber base grows, we expect positive cash flows from operations will
continue to provide us with internal sources of funds, The avaflahility of external
financing is dif ficult to predict because it depends on maoy factors, including the
success of our operations contractual restrictions avaitability of Export Credit
Agency, o1 ECA, guarantees, the financiat position of Russian banks the willingness
of international banks to lend to Russian companies and the liquidity of
international and Russian capital markets. Historically, a large portlon of our
external financing needs was satisfied by vendor financing and financing through
the international capital markets. However, in tight of current market conditions,
we currently intend to reduce our use of vendor financing and increasingly look to
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On October 12, 2001, our suhsidiary, KaR-Tel, entered into a base loan
ent with Bank TuranAlem with an aggregate credit {imit of €23.3 miltion,
gregate amount of the avajlable credit may be extended as loans, bank
tees, letters of credit and other debt obligations. The different forms of
sear interest at varying rates ranging from 5.87% up to 8.59% per annum, A
1 of the credit matuves no later than September 1, 2006 and another portion
credit matures uo fater than December 1, 2009. The indebtedness is secured
ipment and charges over bank accounts. As of December 31, 2005, there was
imately US$14.1 million (o1 approximatety US$7.6 mitlion and €5.5 willion)
rding indebtedness under this agreement.

n Decerber 2002, Sherbank provided VimpetCom-Region with a five-year
Nar denominated secured credit line of US370.0 million. In 2002, VimpelCom-

drew dawn US$39.4 miltion of the credit line and, on March 27, 2003,
Com-Region drew down the remaining balance of the credit line. In August
iberbank decreased the initial interest rate on this loan from 13.0% per
to 11.5% pet annum. In April 2004, Sberbank decreased the interest rate on
an from 11.5% per annum to 8.5% per annum. The interest rate may change
ipon the occurrence of certain events, such as a change in Russian taw or a
in the interest rate of the Central Bank of Russia. The credit line is being
on a quarterly basis since November 2004. The last. is

Maragement's Dlscustion and Anatysis of Finanelal Condition
and Regults of Operstions

repayable in eight equal quarterly installments over a two-year period beginning
on February 27, 2007 and ending Aprfl 14, 2009. As of the end of the diawdown
period under the credit line, which fell on April 14, 2005, we had drawn down
US$129.8 miltion of the credit lina. The credit line is secured by a pledge of shares
in certain of pur ditectly and indirectly owned subsidiaries and telecom-
munications equipment. The proceeds of the credit line may be used to finance the
expansion of our business. The credit line with Sberbank contains certain
restrictive covenants that, among other things, limit borrowings by our Company
ard certain of our subsidiaries and requires that a specified amount of eur
Company’s aggregate credit turnover {as defined in the rclevant documentation)
be through Sherbank. The credit line also conlains a financial covenant requiring
that our Company's ratio of debt to DIBDA on a consolidated basis not exceed 3.0.

QOn May 7, 2004, in accordance with the terms of the Russian rubte denominated
bouds, VimpetCom Finance set the annual interest rate for the third and subsequent
interest payments at 9.9%. On May 18, 2004, bondholders exercised a put option on
bonds with an aggregate principal amount of approximately 2.5 billion Russian
rubles {US$86.1 million at the Centsal Bank of Russia exchange rate on May 18,
2004). or approximately 83.3% of the outstanding principal amount of the bonds,
at 100.0% of the principal amount of the bonds. Bonds that weie tendered for

ust 2007. The credit line is currently secured by a pledge of a portion of our
uipment and 3 pledge of certain promissory notes issued by our Company.
Jecember 31, 2005, there wax i US$52.5 million i

pursuant to exercise of the put option right were acquired on May 18,
2004 partly by VimpelCom-Region and partly by Raiffeisen Bank. All of the bonds
acquired by VimpelCom-Region and Raiffeisen Bank in connection with the May 18,

Chis eredit line.

consummation of the merger of VimpelCom-Region into VimpelCom,
Com became the obligor under this loan. As a result of an amendment
1into on November 29, 2004, some of the restrictive covenants contained in
edit line have become similar to those of aur April 2004 Sbetbank credit
' (see below). The covenants carrently cantained in this loan. among others,
sTrowings by our Company and certain of our subsidiaries and require thata
ed amount of our Company’s aggregate credit turnover (as defined in the
it documentation) be through Sberbank. The credit line also contains a
al covenant requiring that our Company’s ratio of debt to OIBDA on a
dated basis not exceed 3.0.

On May 20, 2003, we issued Russian ruble denominated bonds through
1 Liahility Company “VimpelCom Finance,” or VimpelCom Finance, a
dated Russian subsidiary of our Company, In an aggregate principal amount
illion Russian rubles, or approximately US$104.2 million at the Central Bank
sia exchange rate on December 31, 2005. The bonds were guaranteed by
Com-Region and are for on May 16, 2006, subject to the
tion right discussed below. Interest on the bonds is payable semi-annually.
nual interest rate for the first two interest payments was 8.8%. The proceeds

Russian ruble denominated bond offering were used for financing and

2004 ion have been resold in the Russian secondary market at prices equal
to between 99.0% and 103.3% of par value. As of December 31, 2005, the
outstanding aggregate principal amount of bonds comprised 3.0 bfllion Russian
rubles {approximately US$104.2 million at the exchange rate as of December 31
2005), which are traded on the secondary market.

On June 16, 2004, UBS (Luxembourg) S.A. completed an offering of 10.0% loan
participation notes due 2009 for the sole purpose of funding a US$250.0 miltion
loan to our Company. On July 14, 2004, UBS (Luxembourg) S.A. compteted a second
1ound of debt financing through the issuance of 10,0% loan participation notes due
2009 for the sole purpose of funding an additionat US$200.0 million loan to our
Company. The notes issued on July 14, 2004 are consolidated and form a single
series with the US$250.0 million 10.0% notes due June 16, 2009 that were issued
on June 16, 2004. The loan participation notes are listed on the Luxembourg Stock
Exchange and are without recourse te UBS (Luxembourg) S.A. The loans and the
toan participation notes will mature in June 2009. Interest on the loans and the
toan participation notes is payahle semi-annually at a rate of 10.0% per annum,

On October 22, 2004, UBS (Luxembourg) S.A. completed an offering of 8.375% toan
participation notes due 2011 for the sole purpose of funding a US$300.0 million loan
to our Company, The loan participation notes are listed on the Luxembourg Stock
Exchange and ate without recourse to UBS (Luxembowrg) S.A. The loans and the
loan participation notes will mature in October 2011. Interest on the toans and the

cing the business operations of VimpelCom-Region and its
aries. Upon consummation of the merger of VimpelCom-Region into
Com, VimpelCom bacame the obligos of this guarantee.

n April 2004, Sberbank provided ous Company with a five-year U.S. doltar
inated secured non-revolving credit line of U$$130.0 miltion. The credit tine
tterest at the rate of 8.5% per annum, which may be changed unilaterally by
nk upon the occurrence of certain events, such as a change in Russian law or
ge in the interest rate of the Central Bank of Russia. The credit line is

toan i notes is payable Ity at a rate of 8.375% per annum.

2005. On Febrvary 11, 2005, UBS {Luxembourg) S.A. completed an offering of 8.0%
loan participation notes due 2010 for the sole purpose of funding a U53100.0
million loan to our Company. The loan participation notes are listed on the
Luxembourg Stock Exchange and are without recourse to UBS (Luxembourg) §.A,
The loans and the loan participation notes will mature in February 2010, Interest
on the loans and the loan participation notes is payable semi-annually at a rate of
8.0% per annum,

Mansgement' Dlscussion end Analysls of Financlal Condition
and Results of Opecations

On February 28 2005, we entered into an unsecured syndicated loan facility in the
principal amount of US$425.0 million. The transaction was partly underwritten by
Citibank, N.A, and Standard Pank London Limited, who were also acting as
mandated tead arrangers and boolaunners for the financing. The facility is a three-
year unsecured amortizing term toan, with quarterly principal payments beginning
one year after the execution date, and bears interest at 2.5% ahove LIBOR per
annum. This syndicated loan contains various testrictive covenants, which include
a change of control restriction and financial covenants requiring that our
Company's ratio of total debt to OIBDA on a consatidated basis not exceed 3.0 and
that our Company’s ratio of OIBDA to Interest expense on a consolidated basis not
exceed 5.0, As of December 31, 2005, we had drawn down US$425.0 million under
this facility.

0nJune 6, 2005, our subsidiary KaR-Tet entered into a toan agreement with Citibank
Kazakhstan for up to UUS$35.0 miltion. The loan bore interest at an annuat rate of
7.0%. On November 30, 2005, KaR-Tel repaid the loan in full and on the same date,
Citibank Razakhstan and KaR-Tel signed an addendum to the loan agreement under
which ¥aR-Tel took out two shout-term loans (denominated in the Kazakh tenge)
in the amounts of approximately US$19.8 million and US$14.6 million (at the
exchange rate as of December 31, 2005). The terms and conditions of these two
short-term loans were the same as the original loan agreement with Citibank
Kazakhstan. These loans matured on January 17, 2006, Again on January 17, 2006,
KaR-Tel repaid these loans in fult and on the same date, Citibank Kazakhstan and
KaR-Tel signed anather addendum to the loan agreement, undet which KaR-Tet took
two short-term laans {(denominated in the Kazakhstani tenge) in the amounts of
approximately US$19.8 million and US$14.6 million (at the exchange rate as of
December 31, 2005). The terms and conditions of these loans were the same as the
original loan agreement with Citibank Kazakhstan and the maturity date was
February 17 2006. On February 1. 2006, KaR-Tel paid these loans in full with
pioceeds from the EBRD loan, which is discussed bolow.

On November 13, 2005, we entered into an unsecured syndicated loan facitity in the
printipal amount of US$250.0 mitiion. The transaction was arranged by Citibank,
N.A. and Sumitomo Mitsui Banking Corporation Europe Limited, who were also
acting as booksunners for the financing. The facility is a three-year unsecured
syndicated toan, consisting of & US$147.0 million revolving loan (Facility A) and a
US5$103.0 milion amortizing term loan (Facility B). The facility initially bears
interest at a rate of LIBOR plus 1.5% per annum for Facility A and LIBOR plus 1.65%
per annum for Facility B. The interest rate adjusts based on the Company’s credit
ratings, Facility A is available for drawing until October 18, 2008 and Facility 0 is
avaitable for drawing until May 18, 2006. This syndicated loan includes various
testrictive covenants, which inctude a change of control restriction and financial
covenants requiring that our Company’s ratio of total debt to OIBDA on a
consolidated basis not exceed 3.0 and that our Company’s ratio of OIBDA to interest
expense on a consolidated basis not be less than 5.0. As of December 31, 2005, we
had not drawn down any amounts under these facilities. As of April 30, 2006, we
had drawn down U5$40.0 million under Facility A and 15$80.0 million under
Facility B.

On December 16, 2005, our subsidiary KaR-Tel entered into a U$$100.0 million toan
agreement with the European Bank of Reconstruction and Devetopment, or EBRD.
EBRD provided US$50.0 million from its own sources (Tranche A), with the
remaining US$50.0 million provided by a group of banks {Citigroup, Bayerische
Hypound Vereinshank AG and Nordea Bank AB {publ) and Raffeisen Zentralbank
Osterreich} (Tranche B). The interest rate is LIBOR plus 3.9% for Tranche A and

"“-Mﬂ!“’ 003 _ m w

LIBOR plus 3.5% for Tranche B. This loan contains various restrictive covenants,
which include a change of control restriction and financial covenants applicable to
KaR-Tel. As of December 31, 2005, KaR-Tel had not drawn down any amount urder
this loan. As of AprR 30, 2006, KaR-Tel had drawn down the entise US3100.0 million,
In connection with this loan, VimpetCom provided a parent guarantee for up to
05$20.0 million.

On May 5. 2006, we announced the pricing of the private exchange offer {the
“Exchange Offer”) launched by UBS (Luxembourg) S.A. for up to U55250.¢ million of
the UJ55450.0 miltion 10% Loan Participation Notes due 2009 issued by, but without
recourse to I/BS {Luxerabaurg) S.A. for the sole purpose of funding loans aggregating
US$450.0 miltion In principal amount to VimpelCom (the “Existing Notes”) in
exchange for new Loan Participation Notes due 2016 issued by, but without recourse
to UBS (Luxembourg) S.A., for the sole purpose of funding a new loan to VimpelCom
in a principal amount equal to the aggregate prinicipal amount of the new Loan
Participation Notes due 2016 to be issued in the Exchange Offer and a concurrent
affer (the “Concurtent Offer”) of mesw Loan Participation Notes due 2016 (coltectively,
the “New Notes”). The aggregate principal amount of New Noles to be issued
pursuant to the Exchange Offer and the Concurrent Offer is expected to totat up to
U$$600.0 witlion. The New Notes will bear an annual interest rate of 8.25% and will
be due May 23, 2016. The purpose of the Exchange Offer is to tengthen VimpelCom's
debt maturity profite and to take advantage of current market conditions as well as
to create a new liquid longer dated benchmark in the public credit market. The Rew
Notes have not been and will not be registered under the Securities Act of 1933, as
amended, and may nat be offered or sold in the United States absent registration or
an i ion from i i i

Equlpment Financing
The following is a summary of our material arrangements of this type.

2004. In February 2004, VimpelCom-Region entered into a non-tevolving credit
agreement with Svenska with a credit imit of US$69.7 million for the purpose of
financing the acquisition of Ericsson telecommunications equipment and
refinancing the guarantee premivm paid to Swedish Export redit Agency {("EKNT).
The credit line bears interest at the rate of six-month LIBOR plus 0.325%, which is
payable semi-annually. The credit tine is repayable in fourteen equal semi-annual
installments over a seven-year period. The end of the delivery period for the
purchased equipment fell on October 20, 2004, and repayment commenced on
November 20, 2004. The credit line {s secured by a guarantee from the EXN and was
secured by a guarantee from our Company for 20.0% of the outstanding
indebtedness under the loan and a pledge of the equipment financed by this toan.
In addition to interest payments. VimpelCom-Region has paid EKN a fee in the
amount of US$6.8 million, or 9.82% of the total commitment under this loan.
VimpelCom-Region is permitted to prepay at interest payment dates any amounts
outstanding undet this loan. Pursnant to the merger of VimpelCom-Region into
vimpelCom, VimpelCom and Svenska entered into an amended and restated form of
the credit agreement under which VimpelCom became the obligor under this laan.
The interest rate, the repayment date and the guarantee from the EXN remained
the same, but under the amended and restated agreement, VimpelCom's guarantee
of VimpelCom-Region's debt as described above and the restriction on VimpelCom-
Region’s ability to pay debt to VimpelCom ceased to exist under this credit facflity.
This loan also contains varfous restrictive covenants, which include a change of
control restriction and finawncial covenants requiring that our Company's ratio of
net debt to OIBDA or a consolidated basis not exceed 3.0. On November 3, 2005,
VimpelCom and Svenska entered into an amendment agreement, under which the
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Managewent’s Dlseussion and Analysls at Financlat Conditlon
and Results of Operations

actual obligations (1)

loans $768.6

s from UBS (Luxembourg) S.A. {funded by the issuance

loan participation netes by UBS (Luxemhouig) S.A. 1.050.0

ment financing (inctuding accrued interest) ni

 denominated bonds 104.2

al lease obligations 17
$1998.2

= that dedt payments could be accelerated upon violation of debt cove:

s of P n of Fi 1al Resul

aintain our records and prepare our statutory Fimancial in

$228.5 §466.2 $239 S~
- 450.0 600.0 -

358 ns 43 -
104.2 - - -
29 0.8 - -
$421.4 $948.6 §628.2 $-

accounting principles as an expense in the year paid, In contrast, numerous
expenses Teported in the financial statements prepared under U.S. GAAP are not
tax ible under Russian legistation. As a our effective tax

ance with Russian accounting principles and tax legislation and in
ance with TU.S. GAAP. Our consolidated financial statements have heen
ed in accordance with U.S. GAAP. They diffex from our financial statements
for statutory purposes in Russta. The principal differences relate to;

nue recognition;

Jnition of interest expense and ather operating expenses;

ation and depreciation of property and equipment;

gn currency transtation;

rred income taxes;

alization and areortization of telephone line capacity:

ation allowances for unrecoverable assets;

al leases:

olidation and accounting for subsidiaries; and

sions for bad debt.

nsolidated Financial statements set forth in this document inctude the

ts of our Company and our consolidated subsidiaries. ANl inter company
ts and transactions have been eliminated. We have used the equity method of

ting for companies in which our Company has significant influence. Generally,”

presents voting stock ownership of at least 20.0% and not more than 50.0%.

‘waw compoted on income reported for Russian tax purposes. We base this
tation on Russian tax rules, which differ substantially from U.S. GAAP.
1 items that are capitalized under 1.5. GAAP are recognized under Russian

charge is different under Russian tax rules and under 0.S. GAAP.

Certain Factors Affecting our Financlal Position
and Results of Operations

Inflation

The Russian economy has been characterized by high rates of inflation. We set
prices for our praducts and services in U_S. dottar equivalent units in order to hetp
insulate us from the volatility of the Russian ruble, However, inflation affects the
purchasing power of our mass market subscribers, For the years ended December 31,
2005, 2004 and 2003, Russia’s inflation rates were 10.9%, 11.7% and 12.0%
tespectively, For the year ended December 31 2005, inflation rates in Uktaine and
Kazakhstan were 10.3% and 7.5%, respectively.

Forelgn Currency Transtation

Russia. We report to Russian Lax aut hevities and maintzin our statutory accounting
records in Russian rubles. The consolidated financial statements have been
prepared in accordance with U.5. GAAP and are stated in U.S. dollars, which is our
functionat currency.

On November 25, 2002, the AICPA International Practices Task Force conctuded that
mzsnnﬁ Janwary 1, 2003, Russia would e longer be considered highly inflationary.
we our i curzency as of January 1, 2003. As of

uR==.vS 31, 2005, the U.S. dollar is the functional currency of our Company and out
subsidlartes. except far Sotovaya Company, Orensot, StavTeleSot. DalTelecom. STH,
KaR-Tel, URS and Tacom. The U.S. dollar is the functional currency of our Company
and our subsidiaries, except for those subsidiaries mentioned above, because the
wajority of our revenues, costs, property and equipment purchased, debt and trade
liabilitles are either priced, incurred or payable or otherwise measuted in U.S,
dollars. Accordingly, transactions and balances not already measured in 11.S. dollars
have been transtated into U.S. dollars in accordance with the relevant provisions of
of Financial of SFAS, No. 52, “Foreign Currency
Transtation.” Under SFAS No. 52, revenues, costs, capitat and non-monetary assets
and liabilities are translated at historical exchange rates prevailing on the

Management’s Dlscussion snd Analysls of Financial Condition
and Results of Operstions

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 liabilities that are not denominated in U.5.
dotlars are credited or charged to operations.

Sotovaya Company's, Qrensot’s. "L STM's and DTT's i currency is
the Russian ruble, because the majority of our revenues, costs, preperty and
equipment purchased debt and trade liabilities are either priced, incurred or
payable or otherwise measured in Russian rubles, Assets and liabilities of these
companies are translated into U.S. dollars at exchange rates prevailing on the
balance sheet date. Revenues, expenses, E:_m and losses are translated into U.S.

gg;: 200% — m .N

Kazakhstani tenge amounts to U.S. doflars ot other foreign currency should not be

asa ion that K; tenge amounts have been, coutd be.
or will be in the future. convertible into U.S. datlars ar other foreign cutrency at
the exchange rate shown, o7 at any other exchange rates. At December 31, 2005 and
2004 the official Kazakhstani tenge-U.S. dollar exchange rate was 133.77 and 130
tenges, respectively, per U.S. dollar,

Ukraine. The national curvency of the Ukraine is the Ukrainian hryvnia.
Management has determined Ukrainian Radio Systems’ functional currency to be
the Ukrainian bryvnia as it reflects the economic substance of the undertylng
events and circumstances of the company. ...:m Ukrainian hryvnia is not a
currancy outside Ukrat: d, ac . any of Ukrainian

dallars at historical exchange rates i the ion dates.

adjustments resutting from the process of translating the financial statements of
these entities into U.S. dollars are reported in other comprehensive income, a
separate component of shareholders’ equity.

The Russian ruble s not a fully converlible currency outside the territory of the
Russian Federation. Within the Russian Federation, official exchange rates are
determined daily by the Central Bank of Russia. Market rates may differ from the
official rates but the differences are, generally. within narrow parameters
monitored by the Centval Bank of Russia.

On December 31, 2005, 2004 and 2003, the official Russian ruble-U.S. doltar
exchange rate was 28.78 subles per U.S. dollar, 27.75 rubles per U.S. dotar and
29.45 rubles per U.S, doltar, respectively. On December 31, 2005, 2004 and 2003, the
official U.S. dollar-Euro exchange rate was US$1.19 per Euro, US$1.36 per Euro and
US$1.25 per Euro, respectively.

We have implemented a number of risk management activities to minimize currency
risk and exposure. To minimize the tisk of Russian ruble fluctuations and

siﬁ_ﬁ amounts to U.S. dollars or other fateign currency shoutd not be construed
as a representation that Ukrainian hryvnia amounts have been, could be, or will be
in the future convertible into 1.S. dollars or other foreign currency at the
exchange rate shown, or at any other exchange rates. At Decemher 33, 2005 the
official Ukrainian hryvnia - U.S. dollar exchange rate was 5.05 per U.S. dollar,

Tojikiston. The national currency of the Tajikistan is the Tajik somoni. Management
has determined Tacom’s functional cusrency to be the Tajik somoni as it reflects the
economic substance of the undertying events and cixcumstances of the company. The
Tajik somoni is not 3 convertible currency outside Tajikistan and, accordingly, any
conversion of Tajik somoni amounts to U.S. doltars or other foreign currency should
not be construed as a representation that Tajik somoni amounts have been, could be,
or will be in the future, convertible into U.S. dollars or other fareign cursency at the
exchange rate shown. or at any other exchange rates. At December 31, 2005 the
officiat Tajik someni-U.S. dollar exchange rate was 3.1993 per U.S. dotlar.

Critical Accounting Policies

The ion of i Einancial in ity with U.5, GAAP

devaluation, we list tariffs and calculate monthly billts in U.S. dollar
units. although we continue to receive payment in Russian rubles, in accordance
with applicable law. As a result, subscribers now pay their bilts at the prevailing U.S.
dollar Russian ruble exchange rate on the date that payment is made. Subseribers
are also charged a 1.0% surcharge to cover the cost of converting Russian tubles into
U.S. dollars, In addition, we hedge our Euro denominated liabilities with U.S. dollar-
Euro currency forward agreements and by maintaining some cash halance in Eutos.

To the extent permitted by Russlan law we keep part of our readily available cash
in U.S. dollars and Euros in order to manage against the risk of Russian ruble
devaluation, Our foreign currency =ma==§ are primarily associated with the
purchase of i loans in foreign and roaming
ohligations to our international reaming partners. 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 2 series of Euro-U.S. dollar forward
currency exchange contiacts, and we have cash and cash equivatents denominated
in Euros in an amount sufficient to cover the remaining liabitities, details of which

requires estimates and assumptions that affect the reported amounts of assets,
liahilitles, revenues and expenses and the disclosure of contingent assets and
liabilities. Actual amounts may differ from these estimates. The following critical
accounting policies require significant judgments, assumptions and estimates and
should be read in conjunction with our i financial included
elsewhere in this document.

Revenue Recognition

We earn service revenues for usage of vur cellular system, which indude airtime
charges from contract and prepaid subscribers monthly contract fees, roaming
charges and charges for value added services. Roaming revenues include revenues
fiom our customers who roam outside their selected home coverage area and
revenues from other wireless carrlers for roaming by thelr customers on our
network, Vatue added services include SMS. caller number identification, voice mail
call waiting and data transmission. Generally, these features generate additionat
-m<m==mu through monthly subscription fees or increased wireless usage through

are described above. Where possible. we incur i in U.S,
dollars in order to avold currency exposure.,

Kozakhston. The national currency of the Republic of Kazakhstan is the

tenge. has KaR-Tel's fu currency to
be the Kazakhstani tenge as it reflects the economic substance of the underlying
events and circumstances of the company. The Kazakhstani tenge is not a
convertible currency outside and, any ion of

of the features. Service vevenue is generally recognized when the
services (including valne added services and roaming revenue) are rendered.
Revenue on prepaid cards is deferred and recognized when services are rendered.
Revenues from equipment sales are recognized in the perfod in which the equipment
is sold. Revenues are stated net of value added tax charged to customers.

Our billing cyeles’ cut-off times require us to estimate the amount of service
revenua earned but not yet bflled at the end of each accounting pericd. We
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Hovisions of SFAS No. 153 are effective for financial statements for fiscal <~w=
ning after June 15, 2005, Earlier is for

exchanges incurred during fiscat years heginning after the date SFAS No. umu
sued, The adoption of the pravisions of SFAS No. 153 is not expected to have a
1al tmpact on our results of operations or financiat position.

arch 2005, the FASB issued FASH ~=~Eu.2uce= No. 47 (“FIN No. 477),

unting for Conditi Assets it "~ FIN No. 47 clarifies
m entity must record a liability for a “ i " asset
+ fair value of the obligation can be FIN No. 47 was

ed at December 31, 2005, The adoptlon of FON No. 47 did not have any effect
e financial position. or results of operatians, or cash fow.

2y 2005, the FASE issued SFAS No. 154, “Accounting Changes and Error
ctions”, which i¢ a replacement of APB Opinion No. 20, “Accounting Changes™
FAS No. 3, “"Reporting Changes in Interim Finanrial Statements.” SFAS No. 154
"t to all voluntary changes in accounting principle and changes the
nting for and reporting of a change in accounting principle. SFAS No. 154
res retrospective application to prior periods’ financial statements of a
tary change in accounting principle untess it is impracticable, In addition,
No. 154 requires that a change in method of depreciation amortization or
tion for long-lived. nonfinancial assets be accounted for as a change in
nting estimate that is effected by a change in accounting principle. SFAS No,
s effective for accounting changes and corrections of errors made in fiscal
beginning after December 15, 2005. The impact of adopting SFAS No. 154
't be accurately estimated at this time as no such accounting changes are
ntly contemplated.

ne 2005, the FASB issued EITF 05-6 ™ ining the Period for

Management’s Dizeussion and Analysls of Financlst Candltion
and Results of Operations

Qualitative and Quantitative Disclosures
About Market Risk

We are exposed to market risk from adverse movements in foreign currency
exchange rates and changes in interest rates on our obligations. In arcordance with
our policy, we do not enter into any treasury management transactions of a
speculative nature.

The Russian ruble is generally non-convertible outside Russia. so our ability to
hedge against further devaluation by converting to other currencies is limited.
Further, our ability to convert Russian rubles into other currencies in Russia is
subject to rules that cestrict the purposes for which conversion and payments of
foreign currencies are allowed. To the extent it is permitted under Russian
requtations, we keep part of our cash and cash equivalents in interest bearing
accounts, in U.S. dollars and Euros, in order to manage against the risk of Russian
ruble devaluation. We maintain bank accounts denominated in Russian rubles, U.S.
dollars and Euros. Although we attempt to match revenue and cost in terms of their
Tespective currencies. we may experience economic loss and a negative impact on
earnings as a result of foreign currency exchange rate Ructuations. Under Russian
profit tax rules maintaining cash balances i in any foreign currency
creates taxable translation gains.

Given that much of our capital expenditures and aperating costs are indexed to. or
denominated in U.5. dollars, including service costs, employee compensation
expenses and interest expenses, we have taken specific steps to minimize our
exposure to fuctuations In the Russian ruble. Although Russian currency control
regulations requive us to collect virtuatly all of our revenues in Russian rubles, we
price and invoice in U.S. dotlars and index our invoices and collections to the

hold Improvements.” EITF 05-6 clarifies that leasehold improvements acquited
usiness combination or purchased subseguent to the inception of the lease
d be amortized over the lesser of the useful life of the asset ot the lease term
ncludes reasonably assused lease renewals as determined on the date of the
sitlon of the teasehold :_a:zm:_m:.. The gnidance is applied prospectively,
t should be in the period of leasehold
vements acquired (either directly or in business combinations) fn periods
ning after July 1, 2005. The adoption of EITF 056 is not expected to have a
1al effect on thé financial position. or resuits of eperations or cash flow.

ited Party Transactions

tve entered into transactions with related parties and affiliates. For more
mation on our related party transactlons, please see Note 20 to the
lidated included elsewhere in this document.

assifications

n reclassifications have been made to the prioy years' consolidated financial
nents to conform to Lhe current year presentation, Unamortized debt issue
were included in other assets. Software was presented separately from othet
urrent assets. Cost of content revenue related to value added services was
sified Erom service costs 1o service revenues to present content revemue net
ated cpsts. Costs of SIM cards sold were reclassified from cost of telephones
ccessories sotd to service costs and from sales of telephones and accessovies
vice revenues.

U.S. dollar exchange rates. The average period of bank transfer from our
customers’ bank accounts to our bank accounts is one business day. Our average
daily cash receipts exceed the Russian ruble equivalent of US$10.0 million. In
addition, we have Russian ruble exposure from our VAT recoverable balance which
is denominated in Russian rubles and may depreciate over time. In May 2003, we
issued bonds denominated in Russian rubtes. Our obligations under these bonds is
the Russian ruble equivalent of US$104.2 million. The bonds mature in May 2006.
We keep the balance between obligations and assets denominated in Russian rubles
in order to minimize our exposure to Fluctuations in the Russian ruble exchange
rate. Accordingly, we purchase and sell Russian rubles for U.S. doltars on a spot
basis and from time to time have entered Into short-term forward agreements with
Standard Bank, JPMorgan Bank and Deutsche Bank.

Most of our financing ot are in Euros, which
exposes us to risks assoclated with the changes in Eure exchange rates. Out
treasury function has developed risk management policies that establish
guldelines for timiting loreign currency exchange rate risk. In accordance with this
policy, we have entered into the forward agreements to hedge our Enw_us curtency
risks with our financing obli in Euros.

The following table summarizes information, as of December 31, 2005, about the
maturity of our financial instruments that are sensitive to foreign currency
exchange rates, including foreign currency denominated deht obligations. Fair
value at December 31 2005 approximates total value.

Management’ Discussion us
and Resuits of Operations

Anatysts of Finandat Condition

Assets:
(Cash and cash equivalents
Russian rubles - - -
Euro and other currencies - - -

Liabltities:
Euro denominated long-term deht,

inctuding current portion:
Varfable 1ate (six-month EURTBOR,

six-month EURIBOR plus 2.9% 3.5%) 9.3 78 15
Tenge denominated shott term

debt, including current portion:
Fixed! rate (7.0%) 14 - -
Rubte denominated long-term

debt, including current portion;
Fixed rate (9.9%) 104.2 - -
Hryvnia deneminated short-term debt,

including current portion 15.2 - -
Central Bank of Russia:

USS$/Russian rubte exchange rate - - -

Euro/US$ cross rate - - -
Forward agreement to purchase

Euro for 11.5. dollars at 2 fixed

rate of EURO 1.2089 per U.5. dollar 21 - -
Forward agreement to purchase

Euro for .S, dollars at a fixed

vate of EURO 1.2079 per U.S. dolar 21 - -
Forward agreement to purchase

Euro for U.S. dollars at a fixed

vate of EURD 0.9599 per {.S. dolar 0.3 - -

As of December 31, 2005, approximately US$605.5 million of our outstanding
indebtedness bore interest at variable vates compared to US$200.4 mitlion as of
December 31, 2004,

- - - 190.9 1613
- - - 48 88
0.8 - - 19.4 618
- - - 344 -
- - - 104.2 108.1
- - - 15.2 -
- - - 28.7825 27.7487
- - - 11877 13626
- - - 21 65
- - - 21 6.5
- - - 0.3 16.6

The interest rate under the Sberbank credit Unes for our Company may change upon
the occurrence of certain events. This potential change in the interest rate is not
directly tinked to the change in market interest rates. The following table provides
information, as of December 31, 2005, about the maturity of our debt obligations for
the pertods indicated below, which are potentially subject ta changes in interest rates.

Vendor financing - -

Fixed rate - - -
Bank loans:
VimpelCom loans from Sherbiank,

U.S. dollar denominated 24 88.0 48.7
Fixed rate 8.5% 8.5% 8.5%

Our cash and cash equivalents are not subject to any material interest rate risk.

16.2 - - 1823 196.3
8.5% - - - -
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Report of Independent Registered Public Accounting Firm

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, 2005 and 2004 and the related consolidated statements of income, shareholders equity
and accumulated other comprehensive income and cash flows for each of the three years in the period ended Decerber
31, 2005. These consolidated financial statements are the responsibility of VimpelCom's Our ibility
is to express an opinion on these consolidated financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. We were not engaged to perform an audit of VimpelCom’s internat
control over financial reporting. Qur audit included consideration of internat control over financial reporting as a basis for
designing audit procedures that are appropriate in the circumstances, but not for the purposes of expressing an opinion on
the effectiveness of VimpelCom's internal control over financial reporting. Accordingly, we express no such opinien. An
audit atso includes examining, on a test basis, evidence supporting the amounts and disctosures in the financial statements,
assessing the accounting principles used and significant estimates made by management. and evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
consotidated financial position of Open Joint Stock Company “Vimpet-Communications” at December 31, 2005 and 2004,
and the consolidated results of its operations and its cash flows for each of the three years in the period ended Decermber
31, 2005, in conformity with U.S. generally accepted accounting princples.

April 12, 2006

Trect + /\o:k& Lec

Consatidated Balance Sheets

i
e
G o

Toaomoh covrr 2003

{In thousands of US
Asgets
Cutrent assets;
Cash and cash equivalents (Note 6) $ 363.646 $ 305857
Trade accounts receivable, net of allowance for doubtful accounts of US516,467 in 2005 and US$12.884 in 2004 (Note 19} 144,197 119,566
Inventory 60.864 37855
Deferred incosae taxes (Note 18) 85,968 64,706
Input value added tax (Note 2) 229415 196.123
Other current assets (Note 7) 77335 nAs
Total current aszets 961.425 197422
Property and equipment, net (Note 9) 321112 2,314,405
Telecommunications licenses and atlocations of frequencies,
net of accumulated amortization of US$175,213 in 2005 and US§83,071 in 2004 (Note 11) 826.948 752506
Goodwill (Note 11) 477495 368,204
Other intangible assets, net (Note 11} 196,356 212,595
Software (Note 12} 538,703 224,998
Due from related parties (Note 20) 81
Deferred income taxes (Note 18) 2,070
Other assets (Note 12) 92,846 1
Total assets, 16,307,036 $ 4,780,241
Liabitities and chareholders’ equity
Current liabilities:
Accounts payable $ 544,961 $ 345.187
Due to related parties (Note 20} 709 7290
Due to emplayees 27,654 19.241
Acctued liabilities 31445 21429
Taxes payable 71,668 50.791
Deferred 1evenua 130 1893
Deferred income taxes (Note 18) 644 11,785
Customer advances 286,970 242,064
Customer deposits 30.533 36,106
Capital lease obligations 2913 2,851
Rouhle denominated bonds payable (Note 14) A 104.230 -
Bank loans, cucrent portion (Note 13) 278.537 115111
... Equipment financing obligations, current portion (Note 15) 35,787 71517
Total carrent Uabilitles 1,419,352 925,325
Deferred income taxes (Note 18) 371,008 296,967
Rouble denominated bords payable (Note 14) - 108,113
Bank loans, less current portion (Nofe 13} 1,540,043 1,240,199
Capital lease obligations, less current portion 51 5.004
Equipment financing obligations, less current portion (Note 15) 35,905 38.283
Accrued liahilities 10.802 6837
Contingencies and Uncertainties (Note 24) - -
Minority interest 188,626 2380
Shareholders” equity. (Note 15);
Convertible voting preferred stock (005 roubles nominal vatue per share), 10,000,000 shares authorized:
626,600 shares issued and outstanding - -
Cammon stock {.005 roubles naminal value per share), 90,000,000 shares authorized; 51,281,022 shares issued
(December 31, 2004; 51.281022): 51,027,320 shares outstanding (December 31, 2004: 51.129,780) 92
Additional paid-in capital 1365978
Ratained eamings 765,093
Accumulated other comprehensive income (Note 2) 25212
Treasury stock at cost, 253,702 shares of common stock (Pecember 31, 2004; 151.242) (3,242)
2l shareholders’ equity 2157133
Totat tabilities and shareholdery’ equity, $6,307,036 54,780,241

The accompanying notes are an integral part of these consolidated financial statements.

175
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nsolidated Statements of Shareholders' Equity
1 Accumulated Other Comprehensive Income (continued)

ended December 31, 2005, 2004 and 2003

B idme
(I thousands of US dollars, except shares)

treasury stock - 33,048 shares - $- L4676 $- $- $659 $5335
se of treasury stock - 135,508 shares - - - - - (18.3%4) (18374)
chensive income:

N currency transiation adjustment

2) - - - - (18,676) - {13,676)
come -~ — - 615,131 - - 615,131
! income - - - 615131 (18,676) - 596,455
ces at December 31, 2005 51,281,022 $92 $ 1,370,654 $ 1,384,224 $ 6,516 4 (20,957) $ 2,740,549

companying notes are an integral part of these consolidated financial statements.

Comolidated Statenents of Cash ows Someatax

T o

i i
* {In thonsands of US dollars)

Operating activittes
Net income $ 615131 $ 350396 $ 228809
Adjustments to reconcile net income to net cash provided by operating activities:
Deprectation 451,152 281128 162,769
Amaortization 142,126 64,072 34,064
Impairment of long-lived assets - 2354 -
Mark-to-market adj for short-term - - -
Provision for deferred taxes 4,582 286 (14.330)
(Gain) loss on foreign currency bansiation {7.041) {3.563) 1279
Provision for doubtful accounts 11583 8166 9,228
Minority interest in earnings (losses) of subsidiaries 3398 80,229 23,280
Other adjustments 3370 - -
Cumulative effect of change in accounting principte - - 379
Changes in operating assets and liabilities:
Trade accounts receivable (32,734) (19.507) (41.781)
Inventory (22,010) (18,646) (2.069)
Input value added tax 3 {24.559) {77.258)
Other current assets {8.428) (6.941) (694)
Due from related parties 453 837 17132
Due to related parties {6.581) (L322} 3.004
Accounts payable 53,950 43183 26,998
Customer advances and deposits 37808 89,852 73502
Defetred revenue (679) (671) (957)
Taxes payable and acrrued liahilities 48,211 {44,688) 83922
Net cash provided by operating activities 1,298.209 805,407 511877
Investing activities
Purchases of property and equipment {1.178,470) {925133) (506,716)
Purchases of intangible assets (16.453) (18,169) (18654)
Proceeds from sale of property and equipment 52,578 - 12433
Purchase of StavTeleSot steck net of cash acquired of US$658 - - {42455)
Purchase of DTI stock, net of cash acquired of US$382 - (3.689) e
Purchase of KaR-Tel stock, net of cash acquired of US$7.556 - (344,414) -
Purchase of STM, net of cash acquired US36,835 (48.382) - -
Purchase of §T {5.040) - -
Sale of ST 4,968 - -
Purchase of URS. ret of cash acquired $625 (235.044) - -
Purchase of Tacom, net of cash acquired 135 (11065) - -
Purchase of minority interest in consolidated subsidiaries (8.534) (12.884) -
Sale of minority in Kar-Tet 175,000 - -
Purchases of other assets (320423} {142,964}
Net cash used in investing activities $ (1.590.865) $ (1517,253)

Continued on the next page
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Jn Currency Translation

ctional currency of VimpelCom and its subsidiaries, except for Closed Joint
ympany “Cellutar Company” (“Cellular Corapany”), Orensot, StavTeteSot, DTL
R-Tel, URS and Tacom, Iy the US doltar because the majority of their
s, costs, property and equipment purchased, debt and trade liabilities are
riced, incurred. payable or otherwise measured in US dotlars. A

Motes to Consolidsted Financtal Statements

dollars, the reported values of these assets and Uabilities. Likewise, it does not
ingdicate that VimpelCom could return o1 distribute the reported US doliar value of
capital to its shareholders,

ions and balances not already measured in US dollars (primarily Russian
and Euros) have been re-measured into US dollars in accordance with the
t provisions of US of Financial A ("SFAS")
“Foreign Currency Translation”.

FAS No, 52, revenues, costs. capital and non-monetary assets and liahilities
1slated at historical exchange rates prevailing on the transaction dates.
ry assets and liabilities are translated at exchange rates prevailing on the

sheet date. Exchange gains and losses ariging from re-measurement of
1y assets and liabilities that are not denominated in US dollars are credited
jed to operations.

Company's, Orensot's StavTeleSot's. STM's and DTT's functional currency is the
touble, KaR-Tel's functional curtency is the Kazakhstani tenge, URS’s functional
y it the Ukrainian hryvala and Tacom's functional currency is the Tajikistani
because the majority of their revemues, costs, property and equipment
ed, debt and trade liabilities are either priced, incurred, payable or otherwise
»d in Russlan roubles, Xazakstami tenge, Ukrainian hrywnia and Tajikistani

Use of Estimates

The ion of i financiat in with US GAAP
requires management to make estimates and assumptions that affect the amounts
reported in the i financial and ing notes. Actual

results may differ from those estimates,
Cash and Cash Equivalents

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

Accounts Receivable and Doubtful Accounts

Accounts receivable are shown at their net realizable value which approximates
their falr value. VimpelCom reviews the valvation of accounts receivable on a
monthty basis. The allowance for doubtful accounts is estimated based on histori-
cal experience of cash coltections and future expectations of conditions that might
impact the coltectibility of accounts.

respectively, Assets and liabilities of these comp are into US

at exchange rates prevailing on the balance sheet date: revenues, expenses.
1d losses are translated into US doliars af historical exchange rates prevailing on
nsactions dates. Transtation adjustments resulting from the process of
ing thejr financial statements into US dollars are reported in other
hensive income. a separate component of sharehotders’ equity.

ible is not a fully convertible currency outside the tercitory of the Russian
ion. Within the Russian Federation. official exchange rates are detesmined
y the Central Bank of Russia ("CBR"). Market rates may differ from the offi-
es but the differences are, generally, within narrow parameters monitored
CBR.

zakhstani tenge, Ukrainian hryvnia, and Tajikistani somoni are not fully con-
2 currencies outside the tertitories of Kazakhstan, Ukraine and Tajikistan,
ively. Within the Republic of Kazakhstan transactions denominated In for-
arrencies are recorded using the market exchange rates quoted by the
stanf Stock Exchange (“KASE”). Official exchange rates for Ukrainian hryv-
- determined daily by the Rational Bank of Ukraine (“NBU"). Within the
ic of Tajikistan, official exchange rates arq determined dafly by Lhe Nationat
f the Republic of Tajikistan (“NBT").

ecember 31, 2005 and 2004, the of ficial rates of exchange were 28.78 roub-
531 and 27.75 roubles « USS1, respectively. As of December 31, 2005 and
ber 31, 2004, the official KASE's rates of exchange were 133,77 tenge = US$1
0.00 tenge - USS1, respectively. As of December 31, 2005 the officiat NBU's
exchange was 5.05 hryvnias = USS1. As of December 31, 2005 the officlal
1ate of exchange was 3.20 somoni = USS1. The -BE_E_E_ of .E.E?
inated, teng hryvnd and

and liabilities into US dollars for the purposes of these consolidated
al statements does not indicate that VimpelCom could reatize or settle, in US

y

Taventory consists of telephone handsets and accessories for resale and s stated at
the tower of cost or market. Cost is computed using the average cost method.

Input Value Added Tax

Vatue Added Tax (“VAT") related to sales is payable to the tax authorities on an
accrual basis based upon invoices Issued to customers. VAT incurred on putchases
may be offset subject to certain restrictions (one of which is that the offset could
be made only after the payment is made), against VAT related to sales, or could be
reclaimed in cash from the tax ities under certain drc es. VAT related
to putchase transactions, which will be of fset against VAT related to sates within the
following year, is recognized in the batance sheets on a gross basis. In the Russian
Federation the VAT 1ate was 20% for the year ended December 31, 2003, Starting
January 1, 2004, the VAT rate decreased to 18%, although this 2% dectease in the
VAT rate on January 1, 2004 had no impact on the abitity of VimpelCom to recover
VAT receivabtes existing prior to that date. As of December 31, 2005, the VAT rate in
Kazakhstan was 15%, and the VAT rate in Ukraine and Tajikistan was 20%.

Property and Equipment

Property and equipment [s stated at historical cost. Telecommunications equip-
ment, including equipment acquired under capital leases, is depreciated using the
straight-line method over its estimated useful life of seven years. Capitalized
leasehold improvement expenses for base station positions is depreciated using the
straight-line method over the estimated vseful life of seven years, or the lease
term, whichever is shorter. Buildings are depreciated vsing the straight-line
method over estimated useful lives of twenty years. Office and measuring equip-
ment, and vehicles and furniture are depreciated using the straight-line method
over astimated useful lives ranging from five ta ten years.

Motas to Consolidated Financlal Statements

Repair and malntenance costs are expensed as incurred. Interest costs are capital-
ized with respect to qualifying construction projects.

Intangible Assets

Intangible assets consist primarily of telephone lne capacity, wiretess licensex.
goodwill and other intangible assets. VimpelCom capitalizes payments made to
third party suppliers to acquire access to and for use of telephone lines (tetephone
line capacity). These payments are accounted for as intangible assets and are
amortized on a straight-Une basis over ten years. Licenses are amottized on a
straight-line basis until the initial explration date of the licenses. Other intangible

Topowodh oreer 2008 _ Ww

tecoverable. 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 expacted
to be generated by the asset. If such assets are cunsidered 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 e disposed of
are reported at the lower of the carrying amount or fair vatue less costs to sell.

During the second quarter of 2004, certain impairment indicators were present
which indicated that the carrying amount of certain assets in Bee-Line Samara may
not be recoverable. VimpelCom then determined that an impairment of certain
assets had tn ?2 occurted and recorded an impairment charge In the

assets are amartised on a staight-line basis over their esti d useful lves,
generalty from four to ten years.

Goodwill the excess of paid over the fair value of net
assets acquired in purchase business combinations and is not amortized.
VimpelCom has acquired identifiable intangible assets through its acquisition of
interests in various enterprises. The cost of acquired entities at the date of
acquisition is allocated to identifiable assets and the excess of the totat purchase
price over the amount assigned to identifiable assets is recorded as goodwill.

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 ot drcumstances warrant revised
amortization periads. In accordance with SFAS No. 142, VimpelCom tests gaodwill
for impairment on an annual basis. Additienally, goodwill is tested for impairment
between annual tests if an event occurs or circumstances change that would more
likely than not reduce the fair vatue of an entity below its carrying vatue, These
events or circumstances would include a EE:Q.; change in the business ctimate,
legat factors, sperating ition, sale or 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 project stage iz completed and VimpelCom management has
authorized further funding of the project which it deems probable will be complet-
ed and used to pecform the function intended. Capitalization of such costs ceases
no later than the point at which the project is substantially complete and ready for
its intended purpose.

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

Long-Lived Assets

VimpelCom accounts for impairment of long-lived assets, except for goodwill. in

of income. (Note 10}
Revenue Recognition

VimpelCom earns service revenues For usage of its cellular system, which inctude
afrtime charges from contract and prepaid subscribers, monthly contract fees
roaming charges and charges for value added services {"VAS™). Roaming revenues
include revenues from VimpelCom customers who 10am outside their selected home
coverage area and revenues from other wireless carriers for roaming by their
customers on Vimpel(om's network. Value added services include short messages
(“SMS™), multimedia messages ("MMS"), caller number identification, voice mail call
waiting and data transmission. Generally, these features genmerate additionat
revenues through menthly subscription fees or increased wireless usage through
utilization of the features. Infotainment services are provided to subscribers
through the BeeOuline portal via SMS, MMS, wireless application protocol ("WAP").
general packet radio service (“GPRS”) and other channels. VimpelCom charges
subscribers a fixed monthly fee for the use of the service, which is cecognized as
revenue in the respective month.

In 2002 VimpelCom taunched the Beebonus program — the “Loyalty Program™. With
a beebonus card subscribess bonus points by goods from
participating vendors. Banns points can only be used to pay for services and have
no expiration date. The bonus points are accounted for as customer advances and
recognized as revenue when the advances are used.

Service revenue is generally Tecognized when the setvices (including vatue added
services and roaming tevenue) are rendered. VimpelCom used prepaid cards as a
wethod of cash collection. Sold prepaid cavds are accounted as customer advances
for fature services. These prepald cards have expiration dates. When a card expires,
unused balances are added to service tevenue. Revenues fiom equipment sales ate
tecognized in the period in which the equipment is sotd. Revenues are stated net
of value-added tax and sales tax charged to customers.

VimpelCom determined that the sale of wiretess services through VimpeiCom's
direct sales channel with an accompanying handset constitutes a revenue arrange-
ment with muttiple In with the p of EITF No. 00-
21 “Revenue with Multiple ", VimpelCom allocates the
arrangement consideration to the sepatate units of accounting, including the wire-
tess service and handset, based on their relative fair vatues.

accordance with the provisions af SFAS No. 144, "Accounting for the i or
Disposal of Long-Lived Assets,” SFAS No. 144 requires that long-lived assets and
certain Hentifiable intangibles be reviewed for fmpairment whenever events ot
changes in circumstances indicate that the carrying amount of an asset may not be

In with the of the US SEC Staff Accounting Bulletin ("SAB™}
No. 104, "Revenue Recognition in Financial Statements”, VimpelCom defers telecom-
wunications connection fees. The defersal of revenue is recognized over the esti-
mated average subscriber life, which is generally three years.
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ments”. These judgments ate subjective based on the status of the legal or
atory proceedings, the merits of its defenses and consultation with in-house
rxternal legal counsel. The actual outcomes of these proceedings may differ
the Company's judgments.

ent A

ecember 16, 2004, FASB issued Statement No. 123 (revised 2004), “Shate Based

Motes to Cansolldated Financlal Statementy

exchanged. The guidance in APB No. 29, however, included certain exceptions to
that principle. SFAS No. 153 amends APB No. 29 to eliminate the exception for
nonmouetary exchanges of similar productive assets and replaces it with a generat
exception for exchanges of nonmonetary assets :i. do not have commerciat

A 'y exchange has if the future cash
Flows of the entity are expected to change significantly as a cesult of the exchange.
These provisions of SFAS No, 153 are cffective for financial statements for fiscat
years beginning after June 15, 2005. Earlier application is permitted for

ent” ("SFAS No. 123R"), which is a revision of SFAS No. 123. No.

supersedes APB Opinion No. 25, “Accounting for Stock Issued to Employees™

imands Statement No, 95, “Statement of Cash Flows™. Under SFaS No. 1238,
anies must calculate and record the cost of equity instruments, such as stock
ms of testricted stock awarded to employees for services received in the
ne statement: pro Forma disclosure is no tonger permitted. The cost of the
y instruments is to be measured based on fair value of the instruments on the
they are granted (with certain exceptions} and is required to be recognized
the pediod during which the employees are cequired to provide services in
ange for the equity instruments. SFAS No. 123R is effective in the first annual
ting period beginning after June 15, 2005,

No. 123R provides two atternatives for adoptian: {1} a “modified prospective”
od in which compensation cost is recognized for all awards granted
quent to the effective date of this statement as well as for the unvested
on of awards outstanding as of the effective date and (2) a "modified
spective” method which {ollows the approach in the “modified eS»uR:_-m
od. but also permits entities to restate prior periods to reflect

y asset ineurred during fiscal years beginning after the date
SFAS No. 153 was issued. The adoption of the provisions of SFAS No. 153 is not
expected to have a materjat impact on VimpelCom's results of operations or financial
position.

In March 2005, the FASB issued FASB Interpretation No. 47 ('FIN No. 477),
“Accounting for Conditional Assets Retirement Obligations”™. FIN No. 47 Qw::mn
that an entity must record a lability for a “c ” asset retit

if the fair value of the cbligation can be timated. FIN No, 47 was
adopted at December 31, 2005. The adoption of FIN No, 47 did not have any effect
on the financial position or results of operations.

In May 2005, the FASB issued SFAS No. 154, “Accounting Changes and Error
Corrections™, which is a replacement of APB Opinion No. 20, “Accounting Changes™
and SFAS No, 3, "Reporting Changes in Interim Financial Statements”, SFAS No. 154
applies to all votuntary changes in accounting principle and changes the account-
ing for EE reporting of a change in accounting principle. SFAS No. 154 requires

ication to priot periods’ financial statements of a voluntary

ralcutated under SFAS No. 123 for pro forma amounts disclosure. The company
to adopt SFAS No. 123R using the modified prospective method. The
tion of SFAS No. 123R is expected to have an impact on results of operations.
rch 30, 2005, the SEC released Staff Accounting Bulletin No. 107, “Share-
1 Payment” (“SAB 107"), which expresses the views of the SEC staff reqarding
pplication of SFAS No, 123R, The impact of adopting SFAS No. 123R and SAB
as not been accnrately estimated at this time, as it will depend an the amaunt
are based awards granted in future periods. However, had we adopted SFAS
23R and SAB 107 in a prior period, the impact would approximate the impact
AS No. 123 as described in the disclosure of pro forma net income and earnings
hare in Note 2 to the Consolidated Financial Statements.

dition to its stock option plans, VimpelCom also has a "phantom” stock plan
embers of its Board of Directars and senior management. This plan is discussed
te 23. This plan is curtently accounted Ffor as steck appreciation :E_a in
dance with FASB ion No. 28, “A for Stock

s and Other Variable Stock Option or Award Plans”. The actounting for this
tom stock plan will also be impacted by the adoption of FAS 123R. While the
ate compensatiea cost recorded for any liability award will he measured as the
ultimately paid to settle the award, the perlodic accounting for the Uabitity
ds will change from an intrinsic value approach to a periodic fair value
ttement using a lattice model. The Company has yet to quantify the poten-
mpact of FAS 123R as it relates to its outstanding liability awards.

.nm.__am. 2004, the FASB issued SFAS No. 153, “Exchanges of ===.=e=2n—d

. SFAS No. 153 addresses the of of
s ._.sn quidance in APB Opinion No. 29, "Accounting for =E_=_e=2uq<
actions” (“APB No. 29”). is based on the principle that of

change in accounting principle unless it is impracticable, In addition, SFAS No. 154
tequires that a change in method of depreciation amortization or depletion for
tong-lived, nonfinancial assets be accounted for as a change in accounting estimate
that is effected by a change in accounting principle. SFAS No. 154 is effective for
accounting changes and corrections of errors made in fiscal years beginning after
December 15, 2005. The impact of adopting SFAS No. 154 cannot be accurately
estimated at this time as no such accounting changes are currently contemptated.

In June 2005, the FASB issued EITF 05-6 “Determining the Amortization Petiod For
Leaseheld Improvements”. EITF 05-6 clarifies that leasehold improvements
acquired in a business combination or purchased suhsequent to the inception of
the tease should be amortized over the lesser of the useful life of the asset o1 the
lease term that includes reasonably assured lease renewals as determined on the
date of the acquisition of the teasehold improvement. The guidance is applied
prospectively, thus it should be considered in determining the amortization period
of teasehold impravements acquired {efther directly or in business combinations)
in periods beginning after July 1, 2005. The adoption of EITF 05-6 is not expected
to have a materiat effect an the financial position or results of operations.

Reclassifications

Certain reclassifications have baen made ta the prior years’ consolidated financial
statements to conform to the current year's presentation. Unamortized debt issue
costs were included in other assets. Software was presented separately from ather
non-current assets. The cost of content revenue relating to VAS was reclassified
from service costs to service revenues and connection fees to present content
revenue net of xetated costs. Costs of sim-cards sold were reclassified from cost of

and ies sold to service costs and from sales of telephones and

ronetary assets should be measured based on the fair value of the assets

accessories to service revenues.

Motes t Consolidated Financlal Statements

3. Changes in Estimates

At the beginning of the third quarter 2003, YimpelCom changed the estimated
remaining useful life of DAMPS tetecommunications equipment from 2.5 to one
year. The change decreased net income for the year ended December 31 2003 by
approximately 534,626 (equivalent to US50.12 per share of common stock - basic
and US$0.11 per share of common stock ~ diluted). Tha change occurred due to
VimpelCom's continuing evaluation of its use of various technologies combined
with management’s decision not to develop the DAMPS network beyond the
rovised estimated remaining useful life.

In January 2004, VimpelCom changed the estimated useful life of GSM
telecommunications equipment from 9.5 to 7 years. The change decreased net
income for the fiscal year ended December 31, 2004 by approximately U5§31.469
(equivalent to US$0.76 per share of common stock ~ biasic and US$0.76 per shave of
common stock - diluted). This change occurred due to VimpelCom's continuing
evaluation of its use of various technologies combined with the January 2004
announcements of the plans of the Russian Government to initiate the process of
awarding licenses for new mohile communications technologies.

On January 1, 2004, a new federal law on telecommunications (the "Law”™) came
into effect in Russia, The Law sets the legal basis for the telecommunications
‘business in Russia and defines the status that state hodies have in the telecom-
munications sector. The Law was designed to create new interconnect and federal
telephone line capacity pricing regimes jn 2004 that should be more transparent
and unified, if fairly implemented. In particular, before the Law was introduced,
licenses did not provide for clear renewal procedure upon expiration, the
telecommunications industry in Russia did not have sufficient experfence with the
renewal of licenses and prior tagislation did not specify any bases for refusal to
tenew a license. The Law explains the process for renewing a license and also
inctudes a basis for refusal to renew a license. Specifically, article 33 of the Law,
“Term of Validity of the License”, states that “the term of validity of a license may
be extended at the licensee’s application for the same term for which it was issued, or
for a different term which shall not exceed 25 years... An application for the
extension of the term of validity of a license shall be filed with the licensing body not
later than two months, and not earlier than six months, before the end of the term of
wulidity of the license... An exiension of the term of validity of the license may be
refused if, on the date of submission of the application, there are violations of the
licensing terms which have not been eliminated.” In accordance with the Law the
prolongation of license terms can be refused if, as of the date of application the
violations of licensing terms were determined but not eliminated. Based on this
provision VimpelCom’s management believes that VimpelCom's licenses would be
prolonged.

The Law, by its terms, requires numerous additional requlations to be adopted.
Howevet. as of December 31, 2004, the Russian Government had not yet adopted
many of these regulations, including the required regulation setting forth the
types of telecommunications activities and related terms and conditions.
VimpelCom's had been fi and analysing the
situation during 2004, To date, many such regulations have been adopted resnlting
in greater clarity in terms of implementation of the Law: hawever, some of the
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Tequired in with the Law have not yet been
adopted and some of the adopted regulations will come into effect on Januvary 1
2006, and some on July 1. 2006,

As aresult of the implementation of the Law, effective January 1, 2005, VimpelCom
changed the estimated remaining useful life of GSM telecommunications licenses
and allocation of frequencies from the initial expiration dates of the GSM licenses
in Russia (held by VimpelCom and its subsidiaries), which varied from August 2006
to November 2012 to December 31 2012. While under the Law, there is no
limitation on the number of times a license may be renewed. VimpelCom canmnot
cutrently accurately predict related GSM cach flows in Russia beyond that date.

This change in estimate has increased net income for the year ended December 31,
2005 by US$59.725 (equivalent to US$1.17 per share of common stock — basic and
US$1.17 per share of common stock - diluted) in comparison to previous amortiza-
tion periods.

These above changes reftect comprehensive management analysls, involving future
estimated usage of and cash flows from this telecomvmunications equipment. Such
analysis are performed by the management of the Company on a regular basis (at
least quarterly). In each of the instances discussed above, the anatyses indicated
that respective licenses and i would not be
necessary generate revenue over a period beyond the revised estimated remaining
useful life. Thus, the aforementioned changes were made.

4. Acquisitions and Dispositions
StavTeleSot

In January 2003, Vimpellom-Region acquired 90% of common stock of
StavTeleSot, a celtular operator in the Stavropol region, for US$38,801. The pri-
mary reason for the acquisition was obtaining the Frequencies allocated to
StavTeteSot under its mobile telecommunications license. The acquisition was
1ecorded under the purchase method of accounting. The results of aperations of
StavTeteSot were included in the accompanying consotidated statement of income
from the date of acquisition. The fair value of net assets acquired comprised
US343,500. The difference of US54,699 between the amount paid and the fair
vaiue of net assets acquired was allocated as pro rata reduction of the acquired
lirense, aftacation of frequencies and property and equipment. On September 19,
2003, VimpelCom-Region increased its share of ownership in StavTeleSot to 100%
by acquiring the remaining 10% of StavTeteSot common stock, which VimpelCom-
Region did not previously own, for US34,312. The acquisition was recorded under
the purchase method of accounting. The fair value of 10% of net assets acquired
approximated the cost of acquisition.

The following table presents the condensed balance sheet disclosing the amount
asstgned to each major asset and liabitity caption of StavTeleSot at the acquisition
date.
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Tlowing table the Company's preliminary estimate of the fair

of the assels acquired and liabilities assumed at the date of acquisition:

Notes o Consolldated Financial Statements

Current assets 3487
Property and equipment
(9.4 years weighted-average remaining usefu life) 604
nt assets §21.017 Licenses and allocation of frequencies
tty and equipment 6,478 (10,0 years weighted-average romaining useful life) 401
ses and altocation of frequencies Goodwill 8,697
0 years weighted-average remaining useful life) 135,698 Total assets acquired 131359
intangible assets
4 years weighted-average remaining useful life) 10373 Current liabRikies (59)
wilt 81999 Long-tevm liabilities (966)
nom-current assets 44,438 Total liabiiities assumed (1025)
assets acquired 300003 Total investments $12334
nt liabilities (27,830} The foltowing unaudited pro forma combined results of operations for VimpelCom
term liabilities (33.236) give effect to the DTL KaR-Tel, STM, and URS business combinations as if they had
liabilities assumed (61.066) occurred at the beginning of 2004. The pro focma combined resutts do not include
investments $ 238,937 Tacom as such results would not materially impact the disclosure pravided. These
pro forma amounts are provided for informational purposes only and do not pur-
port to present the results of operations of VimpelCom had the transactions
m

-ember 29, 2005, VimpeiCom (BVI) Limited, a spectat-purpose entity affitiat-
h and controtled by VimpelCom, completed the acquisition of 60% of Tacom
otal cash purchase price of approximatety US$11,100. A deforred payment of
0 will be payable one year from the purchase date. The cost of the acquisi-
as US3334.

nection with the acquisition of its stake in Tacom, VimpelCom entered into

eholders ag with the harehol in Tacom that grants,
 other things, options to VimpelCom to acquire up to the entire interest
Yy the under certain i allowing

tCom the option to own 100% of Tacom for a price specified in a prescribed
la.

rimary reason for the acquisition was VimpelCom’s entry to the mobile
ony market of Tajikistan, a developing mobile market In Middle Asia
the Company does niot have a license to conduct cellular operations. The
ition was recorded under the purchase method of accounting. The fair
of acquired identifiable net assets of Tacom attzibuted to Vimpelcom
ted to US$3,637. The excess of the acquisition cost over the fair market
of the identifiable net assets of Tacor amounted to US$8,697. This amount
corded as goodwill, was assigned to the Tajikistan reportable segment and
ject to annual impairment tests. The results of operations of Tacom were

ed in the of income from the date
nisition.
Nowing table the Company’s preliminary estimate of the fair

of the assets acquired and labilities assumed at the date of acquisition:

assumed therein occurred on or as of the date indicated, nor s it necessarily indica-
tive of the results of operations which may be achieved in the futute.

Pro forma total operating revenues $3.228,787  §2,224,056
Pro forma net income 607,604 355,775
Pro forma basic net income per common share 11.90 8.63
Pio forma diluted net income per common shate $ 1189 $8.62

5. Merger between VimpelCom
and VimpelCom-Region

On August 28, 2003, VimpelCom's Board of Directors recommended to its shareholders
te approve the merger of VimpeiCom 2nd VimpelCom-Region and Lhe related issuance
of 10,948.821 new VimpelCom common shares in exchange for the 44.69% stake in
VimpelCom-Region that was owned by Eco Tetecom and by Telenor {the “Herger").
The market value of VimpelCom's 10,943,821 new shares of common stock was catcu-
tated in accordance with the relevant provisions of SFAS 141, “Business
Combinations”. and EITF 99-12, “Datermination of the Measurement Date for the
Market Price of Acquirer Securities Issued in 2 Purchase Rusiness Combination” and
comprised US$794,797. On October 24, 2003, VimpetCom and VimpelCom-Region
signed the Merger Agreement. In accordance with the Meiger Agreement,
VimpelCom issued an additional 10,948.821 shares to Telenot and Eco Telecom,

{On October 24, 2003, an Extraordinary General Meeting of VimpelCom Shareholders
approved the merger of VimpelCom and VimpelCom-Region. In order to accomplish

Motes to Cansolidated Financlil Statements

the Merger certain legal steps were necessary based on Russian law that were final-
ized in November 2004. (n November 26, 2004, VimpeiCom-Reglon merged with
and Into ¥impelCom. when the formal registration of the transaction tock place,

irming that VimpelCom-Region ceased its 2as a legal entity through
the merger into VimpelCom. As of the date of the Merger, November 26, 2004,
VimpelCom became the tegal successar of VimpelCom-Region.

Before the Mergas, Telenor owned 25.00% plus 13 shares and 28.98%, and Eco
Telecom owned 25.00% plus two shares and 13.05% of the VimpelCom’s total vot-
ing stock and total common stock, respectively. Following the Merger, Telenor
owned 26.6% and 29.9%, and Eco Telecom owned 32.9% and 24.5%, of VimpelCom's
totat voting stock and total common stock, respectively.

The acquisition of the 44.69% stake in VimpelCom-Region by VimpelCom that
VimpelCom did not previously own was vatued at US$799,355 and recorded under
the purchase method of actounting, The faly value of 44.69% of net assets
acquired comprised US$618,159. As a result of the transaction, property and equip-
ment have increased by US$7.194, licenses and altocation of frequencies — by
US$385,819, other intangible assets - by US$76,651 and deferred tax liabilities - by
US$116,047. vimpetCom’s stockholders equity increased by US$794,797 for the fair
market value of the common stock issued. The excess of acquisition cost over the
fair market value of 44.69% of net assets acquired amounted to US$181,196 and
was recorded as goodwill was assigned to the Regions reportable seqment and is
subject to annual impairment test. This acquisition provides VimpelCom with a
number of i efficlency ies including: i certain
Tegional operations with similat Moscow license area operations to reduce costs,

i and the eli of and adminis-
trative costs, including various tax expenses. Recognition of the value of these
opportunities contributed to a purchase price that exceeded the fair vatue
assigned to the assets and Labilities acquited and resulted in recognition of goad-
will. A minority interest Uability of US$250,676 relating to VimpelCom-Region way

i from VimpelCom’s i balance sheet.

Following the Merger, and in accordance with the Federal Law "On
Communirations”, VimpelCom premptly fited applications with the Federal

e Service for C: i (the "Service™), the Russian sequlatory
body responsible for the issuance of telecommunications licenses, for the re-
issuance of VimpelCom-Region's licenses to VimpelCom. In May 2005, VimpelCom
teceived mobile GSM operating telecommunications licenses for the Central

Tommcaorere 20 | 91

6. Cash and Cash Equivalents

Cash and cash equivalents consisted of the following at December 31:

Roubles $ 190,902 $ 161,099
US doltars 162910 136,000
EURD and other currencles 2,028 4,662
Kr 1,080 4,006

Ukrainian hryvnia 1728 -
- $ 363,646

7. Other Current Assets

Qther cursent assets consisted of the following at December 31:

Advances to suppliers £ 57658 $53773
Forward agreements {Note 8) 76 8819
Saftware with a usefut life shorter than one year 14,537 6,744
Other 5.064 979

$ 77,335 37315

8. Forward Agreements

VimpelCom entered into forward exchange contracts to hedge certain liabilities
denominated in forelgn currencies. The purpose of YimpelCom's foreign currency
hedging activities is to protect VimpelCom from risk that the eventuat dollar cash
outflows from payments in euros to veudors of equipment will be adversely
affected by changes in the exchange rates. The net loss of (7S54,081, the net gain
U5$3,001, and the net gain US$15,592 related to the change in the fair vatue of the

Siberian, Volga, South and Northwest sup gi of Russia.
VimpelCom reccived licenses to provide data i8si and IP

was inctuded in net foreign exchange gain in the accompanying

telephony. These licenses were previousty held by VimpelCom-Region. The licenses’
terms and conditions are set in accordance with the List of License Terms and
Conditions for rendering telecommunications services approved by the Russian
Goverament on February 18, 2005. The stast-of-service dates and duration of the
licenses are unchanged including the expiry dates which are April 28, 2008 fos the
Central Siberian Volga, South super-regions, and September 12, 2012 for the
Northwest super-region.

i of ncome for the years ¢nded December 31, 2005,
December 31, 2004, and December 31, 2003 respectively.

The major forward agreements were;
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. Bank Loans

 toans consisted of the following as of December 31:

 (Luxembourg) S.A, $1050000  § 750,000
Morgan AG - 250,000
thank 182,300 196,300
nska Handelsbanken AB 54,764 64,721
Ffeisenbank Austria - 40,000
dea - 14333
kommertzhank - loan to KaR-Tel - 35,000
erische Hypound Vereinsbank AG 72,004 -
hank,/Standard Bank London 425,000 .
bank Kazakhstan- loan to KaR-Tel 34,394 -
er loans 118 4456

1,818,580 1355310
$ curtent partion (278.537) (ns.ii}
al long-term bank loans $ 1540.043  § 1240199

otes to Consotidated Flnanclal Statements

werger of VimpelCom-Region into VimpetCom. which osccurred on November 26,
2004, VimpelCam hecame the obligar under the indebtedness of VimpelCom-Region
{Note 5). As of December 31, 2005, VimpelCom has drawn US$69.700 under this
ceeditline. On February 24, 2004, VimpelCom-Region and Svenska

AB also signed a pledge agreement. Under the pledge agreement, certain
equipment and related software received under a Suppty Contract with Ericsson AB
was to be pledged as security for the obligations under the Svenska Handelsbanken
AB credit agreement. In accotdance with the Termination Agreement dated
Hovember 3, 2005, the pledge agreement was terminated. The credit line is also
secured by a guarantee from the Swedish Export Credit Guarantee Board “EXN”
(“EKN"). In Aprit 2004 VimpetCom-Region paid EKN US$6.845, 9.82% of the total
committed amount. This fee was included, net of related accumulated
amortization of US$1,601, in other assets in the accompanying consolidated
batance shieet. Amottizalion of debt issuance costs is incinded in interest expense
in the ace i i financial As of December 31, 2005,
the outstanding amount under this credit line comprised US$54,764.

In April 2004, Sberbank provided a five-year, US dollar denominated secured, non-
revolving cvedit line of US$130,000 to VimpelCom. The loan is to be repaid in eight

pril 26, 2002 the offering of 10.45% Loan Participation Notes issued by, but
out recourse to J.P. Morgan AG, for the sole purpose of funding a US$250,000
to VimpelCom was completed. The loan matured on April 26, 2005.

ecember 2002, Sberegatelny Bank of the Russian Federation (“Sberbank”) pro-
d a US dollar denominated credit line of US$70,000 to VimpelCom-Region.
elCom-Region had the right to draw down the entire amount before April 1,
. VimpelCom-Region has made drawings under the credit line in the total
unt of US$70,000. The toan will be repaid in twelve installments. on a quarter-
is. commencing November 27, 2004. The interest rate as at the date of signing
13% per annum and is subject to change by Sherbank. As of December 31, 2005,
Interest rate was 8.5% per annum, Pursuant to the merger of VimpelCom-
on into VimpetCom, which occurred on Novereber 26, 2004, VimpelCom became
abligor under the indebtedness of VimpelCom-Region (Note 5). As of December
005, assets pledged as collateral against the taan from Sberbank to VimpetCom
ded certain items of i with an i car-
g amount of US$42.510 and promissory notes issued by VimpelCom to Cellular
pany with a nominal amount of 1.536,000 thousand roubles (115553366 at the
ange rate as of December 31, 2005). As of December 31, 2005, the outstanding
ant under this credit line comprised US$52,500.

anuary 15, 2003, Nordea Bank Sweden AB provided a US dollar denominated
it line of 1J5$35,700 to VimpelCom. The loan was rapaid in full on Dctober 17,
. Assels pledged as coltateral were released.

ebruary 24, 2005, Svenska AB provided a yeat US dollar
minated credit Une of US$69,700 to VimpelCom-Region. VimpelCom-Region
the right to diaw down the entire amount before November 10, 2004. The loan
be repaid in fourteen equat on a semi it basis,

ater than November 20, 2004. The loan bears interest at the rate of six-month
R plos 0.325%. which is payable semi-annually. Under the toan agreement,
elCom-Region is subject to certain defined debt covenant restrictions,
ding scveral restrictions related to financial condition. Pursuant to the

equal on a quarterly basis, commencing February 27 2007. The
interest rate as of December 31, 2004 was 8.5% per annum and is subject to change
by Sberbank upon the occurtence of certain events. In May. June, August and
October 2004, VimpelCom, VimpetCow-Region and KBI signed a series of pledge
agreements with Sberbank. As of December 31, 2005, assets pledged as collateral
against this credit line included certain items of telecommunications equipment
with an approximate carrying amount of US$59.250, and VimpelCom's shares in
certain of its subsidiaries: 100% of shares of “RTI Service-Svyaz”, 100% of shares of
Cetlular Company. 98.81% of shares of Orensot, 100% of shares of StavTeleSot and
100% of shares of Extel. The carrying amount of net assets of RTI Service-Svyaz,
StavTeleSot and Extel was 115$8,843, US570,969 and US$26,004, respectively, in the
accompanying consolidated balance sheet as of December 31. 2005. The carrying
amgunt of 100% of net assets of Celnlar Company and 98.81% of net assets of
Orensot was 531,862 and (IS$56,206 in the accompanying consolidated balance
sheet as of December 21, 2005. Under the toan agreement between VimpelCom and
Sherbank, VimpelCom is subject to certain defined debt cuvenant restvictions.
including several restrictions related to financial condition. As of the December 31,
2005, VimpelCom has drawn 0S$129,800 under this credit tina.

On June 16, 2004, the offering of 10% Loan Participation Notes (the “Notes”) issued
by, but without recourse to UBS (Luxembourg) 5.A., for the sole purpose of fuad-
ing a US$250.000 loan to VimpelCom was completed. The loan will matute on
June 16, 2009. VimpelCom is to pay cash interest on the loan at the rate of 10% per
annum from June 16, 2004, payable semi-annually on June 16 and December 16 of
each year. Gross issuance costs amounted to US$3.775 and weve inctuded, net of
related accumulated amortization of US$963, in other assets in the accompanying
consolidated balance sheet. Amortization of debt issuance costs is included in
interest expense in the acc i financial

On July 14, 2004, the offering of 10% Loan Participation Notes (the “Furthet
Notes™) issued by, but without recoutse to UBS (Luxembourg) 5.A, for the sole
purpose of funding a US$200,000 loan ta VimpelCom was completed. The issue
price amounted to 100.5% of the Further Notes’ face value. Upon the issue, the
Fucther Notes were consolidated and formed a single series with the Notes due on
June 16, 2009, The gross issuance costs comprised US$1,408 and were included. net

Motes to Consolldated Financlal Statements

of related accumulated amortization of US$362, in other assets in the
accompanying consolidated balance sheet, Amortization of debt issuance costs is
included in interest expense in the accompanying consolidated financial
statements.

On August 18 2004, Raiffeisenbank Austria provided an unsecured, US dollar
denominated, credit line of US$40,000 to KBI. The loan bears interest at US dollar
one-month LIBOR rate plus 3.125%, payable on a monthly basis, The loan was fully
tepaid on August 18, 2005.

0n October 22, 2004, the offering of 8.375% Loan Participation Notes fssued by, but
without recoutse to UBS {Luxembourg} S.A., for the sole purpose of funding a
U$3300.000 loan to VimpelCom was completed. The loan will mature on October 22,
2011, VimpelCom is to pay cash interest on the loan at the rate of 8.375% per
annum from October 22, 2004, payable semi-annuatly on Octeber 22 and April 22 of
each year. The gross issuznce costs comprised 0S54,031 and were included, net of
related accumulated amortization of US35672, in other assets in the accompanying
consolidated balance sheet. Amortization of debt issuance costs is included in
interest expense in the i i financial

On February 11, 2005, the offering of 8% Loan Participation Notes issued by, but
without recoutse to UBS (Luxembourg) S.A., for the sole purpose of funding a
U5$300,000 loan to VimpelCom was completed. The loan will mature on
February 11, 2010. VimpelCom is to pay cash interest on the loan at the rate of 8%
per annum from February 11 2005, payable semi-annually on February 11 and
August 11 of each year. As of December 31 2005, interest in the amount of
559,333 was accrued. Gross issuance cests comprised US53.700 and wete included,
net of related accumulated amortization of US$609, in other assets in the accom-
panying condensed cansolidated balance sheet. Amortization of debt issuance
costs is included In interest expense in the acc i

Tanowod orerr 2003 I @m

KaR-Tel took two short-term Kazakh tenge loans amounting to US$19,767 and
U5$14,627 (at the exchange rate at December 31, 2005} under the same terms and
conditions. The two short-term loans matured on February 17, 2006, On February 1
2006, KaR-Tel paid these toans in foll.

OnJune 8, 2005, KaR-Tel fully repaid the US dollar denaminated credit facility from
Open Joint Stock Company X: ("K: 7). The credit
facility was opened before KaR-Tel was acquired by VimpelCom Finance B.V. (Note
4). Assets pledged as collateral were reteased. VimpelCom Finance B.V.'s quarantee
of XaR-Tel's payment obligations under the loan from Kazkommertzbank was ter-
minated.

On June 30, 2005, VimpelCom signed two unsecured loan agreements in an aggre-
gate amount of US$59.000 with Bayerische Hypound Vereinsbank AG and Nordea
Bank AB. In accordance with amendments signed on October 20, 2005, the agare-
gate amount of the loans decreased to US$58,500. The loans have identical terms
and bear interest at LIBOR plus 0.35% per annum. The first loan is to be repaid in
ten equal installments on 3 semi-annual basis commencing November 7, 2005, and
the second loan is to be repaid in ten equal installments on a semi-annual basis
commencing November 18, 2005. As of December 31, 2005, disburserments under
these loan agreements have been made in the amount US$57698. As of
December 3%, 2005 the debt under these toan agreements was US551.929.

On June 30, 2005, Vostok-Zapad Telecom, a subsidiary of VimpelCom. signed a
US$22.525 loan agreement with Bayerische Hypound Vereinsbank AG and Nordea
Bank AB. In accordance with amendments signed on October 20. 2005, the
aggregate amount of the loan decreased to US$21,542. The loan bears interest at
LIBOR plus 0.35% per annum. The first tranche borrowed under this loan
agreement is to be repaid in ten equal installments on a semi-annual basis

ing November 16, 2005, and the second tranche is to be repaid in ten

financial statements, on a semi: 1 basis April 18, 2006. As of December 31,
2005, under this loan have been made in the amount of
On February 28, 2005, VimpelCom signed a US$425,000 i loan US$21.236. of this toan is quaranteed by VimpelCom. As of December

The tansaction was pattly underwritten by Citibank, N.A. (Citigroup) and
Standard Bank London Limited {Standard Bank) who were also acting as mandated
lead arrangers for the financing. The facility is a three-year unsecured loan, with
quarterly principal payments beginning one year after the signing date, and bears
interest at LIBOR plus 2.5% per annum. Gross fssuance costs comprised US$7.990
and were included, net of related accumulated amortization of US$1,655, in other
assets in the c i balance sheet. As of
December 31, 2005, VimpelCom has borrowed US$425,000 under this credit facilily.

On June 6 2005 KaR-Tel signed a 0S5$35,000 loan agreement with Citibank
Kazakhstan. The purpose of the loan was the refinancing the 15$35,000 loan from
Kazkommertzbank. The loan bears interest at an annual rate of 7%. As of
December 31, 2005, KaR-Tel had borrowed US$34,394 uynder this foan agreement.
The toan was extended until Hovember 30, 2005. On November 30, 2005 KaR-Tel
paid the loan in full and on the same date Citibank Kazakhstan and KaR-Tel signed
an addendum to the toan agieement under which KaR-Tel took two short-term
Kazakh tenge loans amounting to US$19.767 and US$14,627 (at the exchange rate
at December 31 2005) under the same terms and conditions as the earlier loan
agreement. The two short-term loans matured on Jannary 17, 2006.

On January 17, 2606 KaR-Tel paid these {oans in full and on the same date Citibank
Kazakhstan and KaR-Tel signed an addendum to the loan agreement, under which

31, 2005 the debt under this loan agreement was U5$20,075.

On November 3, 2005, VimpelCom signed a US$99,704 loan agreement with Svenska
Handelsbanken AB. The loan bears Interest at LIBOR plus 0.325% per annum. Each
tranche borrowed under this lean is to be repaid in fourteen equal installments on
a semi-aunual basis commencing not tater than May 30, 2006. The facitity is avail-
able for drawing until and including April 30, 2006. As of December 31, 2005,
VimpelCom had not borrowed under this credit Facitity.

On November 18, 2005 VimpelCom signed a S3$250,000 syndicated loan agreement.
The transaction was arranged by Citibank, N.A, (Citigroup) and Sumitomo Mitsui
Banking Corporation Europe Limited (SMBC), who were atso acting as book-runners
for the financing. The facility Is a three-year unsecured syudicated toan
consisting of a US5147 million revelving loan {Facility A) and a U53103 million
amortizing term toan {Facility B). The facility initially bears interest at a rate of
LIBOR plus 1.5% p.a. for Facility A and LIBOR plus 1.65% p.a. for Facility B. The
interest rate adjusts based on the Company's credit ratings. Facility A is available
for drawing for thirty five months foltowing the signing date and Facility B is
available for drawing for six months following the signing date. Gross issvance
costs comprised US$2,278 and were included in other assets in the accompanying
condensed consolidated batance sheet. As of December 31, 2005, VimpelCom had
not horrowed under this credit facility.
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1Com
1 Repart 2005

previpusly issued to Telenor. The number of shares that could be purchased
ited by a condition that Telenor's share in VimpelCom’s total outstanding
capitat stock should not become less than 25% plus one share after the call
is exercised. In Derember 2000, VimpelCom purchased 250,000 shares of
n stock for [1584,993 from Telenor under its call option and further transfer
SOP NV, a consatidated subsidiary of VimpelCom, to suppact grants under
Com’s stock option plan {(Note 23).

fl 22 2005, the Board of Directors approved Amendment No. 1 to the
ed and restated stock option plan in order to increase the maximum
ate number of shares aut hovized under the plan from 250,000 to 450,000 and
nd the expiration date of the plan from December 31, 2006 to December 31,
In June 2005, VimpelCom purchased 135.508 shares of its common stock for
374 in open markel transactions and than transferred these shares to VC
V. VimpelCom intends to utilize the purchased shares for the issuance of
ased compensation awards under the stock option plan.

ates held by VO ESOP WV, {225,950 shares and 123490 shates as of
ber 31 2005 and 2004, respectively) were treated as treasury shares in the
sanying consolidated financial statements.

December 31, 2005 and 2004, 27,752 shares (111,008 ADSs) of VimpelCom's
m stock issued on July 28, 2000 were held by VC Limited, a i

Motes tn Consolidated Financtal Sttements

Since the Company listed on the New York Stock Exchange in 1996, VimpelCom's
price per ADS has risen from US$20.50 to over US$100. In order to hring the ADS
price mote into line with other ADSs, the Company changed the ratio from four
ADSs for three common shates to four ADSs for one common share effective
Novewmber 22, 2004, To implement the ratio change, VimpelCom ADS hotdets as of
record date at the close of business on November 19, 2004 received two additional
ADSs for every ADS held. There were no changes to VimpelCom's undertying com-
mon shares. Al ADS amounts for alt years disclosed in the notes to consolidated
Financial statements have been adjusted to reflect this new allocation.

On November 26, 2004 VimpelCom issued 7300.680 and 3,648,141 new shares to Eco
Telecom and Telenox, respectively in exchange for 44.69% stake in VimpelCom-
Region that was owned by Eco Telecom and by Telenor (Note 5). VimpelCom's
additional paid-in capital was increased by US3794,795 for the difference between
nominal value per share and fair market value of the new common stock issued.

Each outstanding share of VimpelCom's common stock entitles its holder to
participate in shareholders meetings, to receive dividends in such amounts as have
been validly determined by the board of directors or the shareholders, and in the
event of VimpelCom’s liquidation. to receive part of VimpelCom's assets to the
extent there ate sufficient funds avaitable.

e of YimpelCom. These shares were treated as treasury shares in the accom-
g consatidated financial staterents.

rember 12, 2002 VimpelCom, Eco Telecom and Telenor cach purchased 1462

issued shares of VimpelCom-Region's common stock for US$58.480.
aneously, Eco Telecom sold 231 and 860 shares of VimpelCom-Region's preferved
0 Telenor and VimpeiCom, respectively. at a price of 20 roubles per share. The
 represented the second tranche of equity investments into VimpelCom-Region
rdance with the agreement dated May 30, 2001, as amended.

third and fourth quarters 2003, VimpelCom used 2.053,174 shares (8,212,696
of its treasury stock to meet its if for senior ¢

The excess of the nominal value of senior convertible notes reduced by
rtised debt issue cost over the cost of the treasury shares sold in the amount
32.617 was allecated to additional paid-in capital.

igust 27, 2003, Eco Telecom purchased 1,463 newly issued shares of
[Com-Region's common stock for US$58520. Simultaneously, VimpelCom and
¥ sold 128 and 34 shares of VimpelCom-Region’s preferred stock. respectively.
Telecom, at a price of 20 roubles per share, The closing represented the third
. of equity investments into VimpelCom-Region in accordance with the
nent dated May 20, 2001, as amended.

iCom’s share in net assets of VimpelCom-Region ncreased by US$4,945 as a
of a capital contribution of Eco Telecom made on August 27, 2003. The gain
sale of newly issued stock of a subsidiaty was included in additional paid-in

In with Russian VimpelCom can distribute all profits as
dividends or transfer them to veserves. Dividends may only be declared from
arcumulated undistributed and unreserved earnings as shown in the Russian
statutory financial statements, not out of amounts previously transferted to
reserves, Dividends to shareholders — residents of Russia ave subject to a 6%
withholding tax. Dividends to other shareholders are subject to a 15% withholding
tax. which may be seduced or eliminated by double tax treaties. Transfers to
reserves have been insignificant through December 31, 2005. As of December 31,
2005, VimpetCom's retained earnings under Russian legi: were
US$1,606,585 at the official year-end exchange rate.

17. VC Limited

VC Limited is a spedial purpose entity formed under the laws of the Biitish Virgin
Islands for the purpese of holding the ADSs that were used to satisfy the conversion
obtigations under the convertibte notes. VimpelCom does not own directly ar indi-
tectly any shares of VC Limited. However, VimpelCom controls VC Limited pursuant ta
an agreement between VimpelCom and the sote shareholder of VC Limited by which
VimpelCom has an irrevocable proxy to vote the shares of VC Limited for all purposes.

As of December 31, 2005 and 2004, the assets of VC Limjted primarfly consisted of
shares of VimpelCom’s common stock with the cost of US$768. There were no other
material assets and liabilities in the financial statements of VC limited as of
December 31, 2005 and 2004. Expenses of VC Limited for the years ended
December 31, 2005, 2004 and 2003 primarily consisted of interest expense on the
loan due to Vimpelfom B.V. in the amount of US$0, US$0 and US33,199,
respectively. VC Limited had no other materfal revenues or expenses for each of
the years 2005, 2004 and 2003,

Totes to Consolidated Financlal $tatements

18. Income Taxes

The Russian the Republic of Ukraine and the Republic of
Tajikistan were tax jurisdictions in which VimpelCom's income was subject to tax-
ation a3 of December 3L 2005.

The Russian statutory income tax rate is 24%. The Kazakh statutory income tax
rate is 30%. The Ukrainian statutory income tax rate is 25%. The Tajik statutory
income tax rate is 25%.

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

Current income taxes $217319  SIS4TM $120209
Deferred taxes 4,582 285 (14,330)
$231.901 3155000 § 105879

A reconciliation between the income tax expense repotted in the accompanying
consolidated financial statements and income before taxes multiplied by the
Russian Federation statutory tax rate of 24% for the years ended December 3 isas
follows:

Income tax expeinse computed
on income before taxes

at Russian statutory tax rate $ 201,703 § 140550 $ 85990
Effect of differing tax rates

in different jurisdictions {387) 88 -
Effect of nan-deductible expenses 16,321 11874 7421

Effect of refiling prior perled tax return 9,586
Effect of deductible temporary

differences not recognized

as measured by the change

in valuation allowance ] - {1532)
Effect of tax claims {5322) 2,488 -
Income tax expense reported

in accompanying consolidated

financial $ 221901 § 155,000 1105879

Buooealion
Tonowok ovver 2003

The deferred tax balances were calculated by applying the presently enacted statu-
tory tax rate applicable to the period in which the temporary differences between
the carrying amounts and tax base of assets and liabilities are expected to teverse.
The amounts reported in the ing ¢ i financial at
December 31 consisted of the followlng:

L G e
Deferred tax assets:
Acerued operating and interest expenses $ 59,655 $ 19603
Defeured tevenue 31137 59.017
96,792 78,620
Vatuation allowance (8.754) (1.680)
88,038 76.940
Deferred tax liabilities:
Revenue acrrual - 1701
Bad debts - 8401
Property and equipment 85,672 50,309
Licenses and altocation of frequencies 226,642 160432
Other intangible assets 23,264 61829
Other non-current assets 33.172 12695
Accounts payable 2,902 10.822
Forward 2,083
371,652 319,272
Het deferred tax abilities 283.614 %2332
Add current deferred tax assets 85,968 64,706
Add non-current deferred tax assets 2,010 1714
Less current deferred tax tiability (644) (11,785)
‘Total long-term net deferred tax Hability $ 371008 § 296,967
In 2005 and 2004, VimpelCom 2 series of 3 which

tesulted in the write-up of the non-cument assets at the dates of acquisition
(Note 4). These write-ups mainly contributed to the increase in the deferred tax
Uiability on non-current assels in 2005 and 2004,

For financial reporting purposes, a vatuation allowance has been recognized to
reftect s estimate for ion of the deferred tax assets. Vatuation
allowances are provided when it is more tikely than not that some or all of the
deferred tax assets will not be realized in the future. These evaluations are hased
on expectations of future taxable income and reversals of the varfous taxable
temporary differences.
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Totes  Consolidated Financial Statements

perating tevenues

m external customers $ 2067920 $ 45,082
ntersegment revenues - -
iation and amortization 329,542 15,659
ing income 672105 2061
st income 512 -
st expense 83,046 2517
e before income taxes

) minority interest 582912 an3
e lax expense 154,127 813
come 428,786 1839
nt assets sz 602,020
il 207808 160,396

ditures for tong-lived assets $ 1620818 $ 42707

o0 DReembet s

yperating revenues fram

ernal customers $ 1,329,653
ntersegment revenues -
ciation and amortization 196833
ting income 416,397
51 income 8318
st expensa 68,246
e before income taxes and minority interest 358,295
€ tax expense 105879
come 252,089
nt assets 2,281,448
/it 9816
ditures for long-lived assets $ 7170456

nciliation of VimpelCom's total seyment financial information to the

yonding consotidated amounts foltows:

$ 213,002
345,201
674,166
5.712
85,663

585.625
155,000
430,625
4,780,241
368,204

$ 1.672,585

31329653

196833

$ 770,456

g

LA008 ooy
pperating revenues from
rernal custamers for
yortable segments $3.211118  $ 2113000 §1329653
ntersegment revenues
r teportable segments 1.043 - -
ation of i Tevenues {1043) - .
consolidated operating
ues $3,215,118  $2113,002  § 132965

Total net income for reportable

segments $ 618,529 § 430,625 4 252,089
Minority interest in net (incame)

loss of subsidiaries (3.398) (80,229) (23,280)
Net income $ 615,131 $ 350,396 $ 228809

TS s e

Lol

Total assets for reportable segments 46,364,692  $4.794227

ination of i y (57.656) {13.986)

Total consolidated assets $6.302.036  § 4,780,241
Other significant items

Year ended December 31, 2005

diustents oty

ARSPNES

.

Depreciation and amortization $593,278 $- $593.278
Operating income 918.032 - 978,032
Intetest income 11305 {2.620) 8685
Interest expense 150,068 (2.620) 147.448
Income before income taxes

and minority interest 840,430 - B40.A30
Income tax expense 221,901 - 221501
Expendituves for long-lived assets  $ 1.635,345 $-  $1635345

Year ended Decembet 31, 2004

Depreciation and amortization $ 345,201 $- 4 345,201
Operating income 674,166 - 674,166
Interest income 5712 - STz
Interest expense 85663 - 85663
Income hefore income taxes

and minority interest 585625 - 585,625
Income tax cxpense 155,000 - 155,000

Expenditures for long-lived assets  § 1.672.585 $-  $1672585

Motes tn Cansolidated Financlal $tatements

Year ended December 31, 2003

Depreciation and amortization $ 196.833 $- 119683
{Qperating income 416,397 - 416397
Interest income 8378 - 8378
Interest expense 68,246 - 68.246
Income hefore income taxes

and minority interest 358,295 - 358,205
Income tax expense 105879 - 105,879
Expenditures for long-lived assets § 770,456 5~ $ 770456

23. Stock Based Compensation Plan

YimpelCom’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 VimpelCam's
common stock. On Aprit 22, 2005, the Board of Directors approved Amendment No. 1

rmenoreee s | 103

to the amended and restated stock option plan in order to increase the maximum
number of shares under the pian from 250,000 to 450,000 and

to extend the expiration date of the plan from December 31, 2006 to December 3L
2015. On June 22, 2005, new options in the amount of 181000 were granted to
management personnel of VimpetCom. The following table summarizes the activity
for the plan.

Options outstanding, beginning of year 148,375
Options granted 72500
Options exercised (43483) (11875)  (120,750)
Qptions forfeited (16,000) - (1,500)
Options outstanding, end of year 208,267 86,750 98,625
Options exercisable, end of year 35,767 51750 44,625

No options expired in the years ended December 31, 2005, 2004 or 2003. The following table summarizes the weighted-average exercise prices of options for each of the
follawing groups of options as of December 31, 2005:

The number of options outstanding 11,250
Exercise price of options outstanding $23.60

The weighted-average remaining contractual

life of options outstanding (years) 1.0
The number of options currently exercisable 1,250
Exercise price of options curtently exercisable $23.60

5.000 27017 165,000 208,267
$52.40 $46.70 $ 136.89
1.0 1.0 35 17
5.000 2,017 10.000 53.267
$ 52.40 $ 46.70 $ 136.89

The weighted average grant-date fair value of options granted the years ended December 31, 2005, 2004 and 2003 was:

MMMZ ol

.

Equals the market

price on a grant date $- 3.
Exceeds the market price

on a grant date 215.44 53.86
Less than the market

price on a grant date $- $-
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Com
 Report 2003

iled within 30 days of the date of the KBI Merger. In October 2005
Com teceived from the Federal Agency for Supervision in
munications a license covering the city of Moscow and the Moscow region.
uance of the related frequencies and permissions is being processed but
an be no assurance that the related frequencies and permissions will be
o VimpelCom in a timely manner or on the same terms and conditions as the
ions and frequencies previonsty hetd by XBi or at all.

es retated to these licenses were US$349,261 and US$301.482 in the three-
periods ended September 30, 2005 and 2004, respectively. and US$939,011
$823,699 in the nine-month periods ended September 30, 2005 and 2004,
ively.

»ment cannot make an estimate of Lhe effect of the uttimate resolution of
tters described above on VimpetCom’s consolidated financial statements.

laims

vember 26, 2004, VimpelCom received an act from the Russian tax
orate with preliminary conclusions of the tax review of VimpelCom's 2001
ng. The act stated that VimpelCom owed an additional 2,525,012 thousand
s (5590,991 at exchange rate as of December 31, 2004) in various taxes plus
59 thousand roubles {IISS68.002 at exchange rate as of December 31, 2004)
s and penalties. On December 30, 2004, VimpeiCom received the final
0 of the tax review of VimpelCom’s 2001 tax filing by the tax inspectorate,
| that VimpelCom owed only an additional of 284,936 thousand roubtes
,268 at exchange vate as of December 31, 2004) In tax plus 205,026 thousand
s {US$7,388 at exchange rate as of December 31, 2004) in fines and penalties.
ordance with the final decision, during the fourth guarter of 2004,
Com recorded US$7383, 1US$3,758 and US$365 of additional fines and
fes, varfous taxes and additional income tax, respectively, and US$6,245 of
ryabte, which could be further offset with input VAT, During 2005, in
ance with established procedure VimpelCom recorded 220,265 thousand
s {US$7.800 at the exchange rate as of December 31, 2005) towards the
t of VAT payable in respect of 2001 tax filing. In addition. in 2005, previously
ed penalties and claims were veversed in the amount of US$1,560 at the
1ge vate as of December 31, 2005,

cember 28, 2004, VimpelCom received an act from the Russian tax
torate with preliminary conclusions of the tax review of VimpelCom's 2002
ings. The act stated that VimpelCom owed an additionat 408,534 thousand
s {US$14,722 at exchange ate as of December 31, 2004) in tax plus 172,065
ind roubles {156,201 at exchange rate as of December 31, 2004) in fines and
ies. On Fehruary 15, 2005, VimpelCom received the final decision of the tax
- of VimpelCom’s 2002 tax filing by the tax Inspectorate, stating that
(Com owed only an adgitional of 344,880 thousand roubles (US$11,983 at the
nge 1ate as of December 31 2005) in tax plus 129,107 thousand roubles
486 at the exchange rate as of December 31, 2005) in fines and penalties. In
ance with the final decision, during the fourth quarter of 2004, VimpeiCom
ed US$4.653 USSL350 and USS2023 of additional fines and penalties.

Motes t Consolldnted Flnancisl Statements

varfous taxes and additional income tax, respectively, and US$9,055 of VAT payable,
which could be further offset with input VAT. On March 30, 2005, VimpelCom filed
a court claim to dispute the decision of the tax authorities with respect to the
2002 tax audit.

On July 6, 2005, the Moscow court invalidated the portion of the tax inspectarate's
final decision that retated to the tax claim in respect of the 2002 tax audit, in the
amount of 603,372 thousand roubles {US$20.963 at the exchange rate as of
December 31, 2005). This decision was upheld in two appellate instances,
Consequently, the tax inspectorate's final decision in respect of the 2002 tax audit
was nullified and the amount of US$20,963 at the exchange rate as of December 31,
2005 was invalidated.

Shareholders Claims

On December 10 and 17, 2004, individuat purchasers of VimpelCom securities fited
tawsnits in the United States District Court for the Southern District of New York
against VimpelCom and VimpelCom's Chief Executive Officer and Chief Financiat
Officer. In substantially similar complaints, the two plaintiffs allege violations
under Sections 10(b) and 20(a) of the Exchange Act and Rule 10b-5 promulgated
thereunder on behalf of themseives and on behatf of all persons or entities who
purchased VimpelCom's securities between March 25, 2004 and December 7, 2004.
The principal allegations in the complaints relate to the act with preliminary
conclusions of the review of VimpeiCom's 2001 tax filing by the Russian tax
inspectorate, which VimpelCom disclosed in a December 8, 2004 press release.

On February 8 2005, the City of Westland Police & Fire Retirement System
(“Westland™) filed a motion to consolidate the two pending lawsuits, appaint
Westland a3 lead plaintiff and appoint its counsel as lead counsel. On April 26, 2005,
the Court issued an order consolidating the two actions under the caption In re
QOpen Joint Stock Company "Vimpel-Communications” Securities Litigation, 04 Civ.
9742 (NRB), appointing Westland as lead plaintiff and approving their selection of
Lerach Conghtin Stoia Geller Rudman & Robins LLP as lead counsel. Gn July 11, 2005,
Westland and two individual purchasers of VimpelCom securities filed an amended
complaint, which supersedes the original comptaints filed on December 10 and 17,
2004. The amended complaint has several significant differences from the original
comptaints. The original class period of March 25, 2004 to December 7, 2004 has been
reduced in the amended complaint to the period from August 26, 2004 to December
8, 2004. Additionally, the amended complaint withdraws allegations made in the
original complaints relating to the tax Habitity imposed with respect to the agency
relationshlp between XBI and VimpelCom and the atlegations regarding GAAP
viotations. The claims in the amended complaint are based principally on the
allegations that VimpetCom faited to disclose prior to Decermber 8, 2004 that (i} in
August 2004 the Russian tax authorities began an inspection of VimpelCom's tax
flings for 2001 and other years and (i} folowing the inspection. the Russian tax
authorities alleged that VAT offsets were made incorrectly by VimpelCom. On
August 25, 2005, VimpelCom, its Chief Executive Officer and Chief Financiat Officer
submitted a motion to the court to dismiss the plaintiff's daims. In March 2006, the
court ruled that the plaintiffs’ claims are without merit and dismissed the claims
with prejudice. The court’s ruling is subject to appeal by April 14, 2006.

Notes to Consolldated Financlal $tatements

VimpelCom has recelved several letters from one of its shaveholders, Telenor
chaltenging the sufficiency of the corporate authority of the decision of the
extraordinary meeting of VimpelCom's shareholders held on September 14, 2005
(the “EGM") approving the acquisition of URS (Notes 4 and 24). In one of these
letters, Telenor stated that it reserves its rights to chatlenge the URS 2cquititian,
apparently even after it i consummated. In January 2006, Tetenor filed three
lawsuits in the Moscow Arbitration Court in conmection with VimpeiCom's
acquisition of URS.

KaR-Tet

On January 10, 2005, KaR-Tel received an “order to pay™ issued hy the Savings Deposit
Insurance Fund (the “Fund”), a Turkish state agency, in the amount of approximately
15$5.5 hillion (stated as approximately Turkish Lira 7.55 quadrillion and issued prior
to the introduction of the New Turkish Lira. which became effective as of January 1,
2005). The order does not provide any information regarding the nature of or basis
for, the asserted debt, other than to state that it is a debt to the Turkish Treasury and
the term for payment is May 6, 2004, On January 17, 2005, KaR-Tel delivered to the

25. Quarterly Financial Data (Unaudited)

The following table sets forth selected highlights for each of the fiscal quarters during the years ended December 31, 2005 and 2004 (US dollars in thousands, except per
share data):

TR

2005

Total operating revenues $ 640.636
Qperating income 186.144
Net income 109,664
Net income per common share - basic .14
Net income per common share - dituted 2.14
2004

Total operating revenues $413.712
Operating income 131856
Net income 75,602
Het Income per common shase - basic 1.88
Net income per common share - diluted 1.88

-ﬂﬂ“’ 20m _ H&Q

Turkish consulate in Almaty a petition to the Turkish court objecting to the propriety
of the order. Although VimpetCom betieves that the order to pay is without merit and
that any attempted enforcement of Lthe order to pay in tetevant jurisdictions outside
of Turkey is subject to procedural and substantive hurdtes, there can be no assurance
that KaR-Tel will prevail with respect to the objections filed (either on substantive
or procedural grounds), that claims will not be brought by the Fund directly against
VimpelCom of its other subsidiaries nor that KaR-Tel and/or VimpelCom of its other
subsidiaries will not be requized to pay amounts owed in connection with the order
o1 on the basis of other claims made by the Fund.

The adverse resotution of this mattey and any other mattess that may arise in
connection therewith, could have a material adverse effect on VimpelCom's
business, financial condition and results of operations. including an event of
defautt under some or all of VimpelCom's outstanding indebtedness. The ~“order
to pay” amount is not reflected as a liability in KaR-Tel's balance sheet as of the
date of acquisition, and management it unable to estimate the effect that any
ultimate resolution of these matters might have on its consolidated financial
statements.

$ 769,770 5 890.291 $910.421 $3.211,118
257,222 297439 231227 978,032
158,844 194,875 151,748 615131
3 3.82 297 12.05

an 382 297 12.04

§ 482851 $ 591472 3§ 624,907 $ 2113002
162150 206,246 1M,914 674,166
90,036 101016 83,742 350,396
2.24 251 1.87 8.50

2.24 251 1.87 8.49
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