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The aggregate market value of the Registrant s voting and non-voting common equity held by non-affiliates of
the Registrant as of June 29, 2007 (the last business day of the Registrant s most recently completed second fiscal
quarter) was $802,940,734 based upon the closing price reported for such date on the NASDAQ Global Select
Market.

The number of outstanding shares of the Registrant s common stock, par value $0.01 per share, was 100 as of
March 14, 2008.
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PART I
ITEM 1. Business
Introduction
We are a leading facilities-based provider of integrated telecommunication and Internet services in major
population centers throughout Russia and other countries of the Commonwealth of Independent States ( CIS ). We offer
voice, data and Internet services to corporations, operators and consumers using our metropolitan overlay network in
major cities throughout Russia, Ukraine, Kazakhstan and Uzbekistan, and via intercity fiber optic and satellite-based
networks, including approximately 295 combined access points in Russia and other countries of the CIS. In addition,
we offer mobile services in Moscow and Moscow Region, and in the Ukrainian cities of Kiev and Odessa.
We organize our operations into four business segments, as follows:
Business and Corporate Services. Using our fiber optic and satellite-based networks in and between major
metropolitan areas of Russia, Ukraine and other countries of the CIS, we provide business and corporate
services including voice and data services to corporate clients across all geographical markets and all industry
segments, other than telecommunications operators;

Carrier and Operator Services. Using our fiber optic and satellite-based networks in and between major
metropolitan areas of Russia, Ukraine and other countries of the CIS, we provide a range of carrier and
operator services including voice and data services to foreign and Russian telecommunications and mobile
operators;

Consumer Internet Services. Using our fiber optic and satellite-based networks, we provide Internet access to
the consumer market and web content offered through a family of Internet portals throughout Russia, Ukraine,
Kazakhstan, and Uzbekistan; and

Mobile Services. Using our mobile networks in Moscow and in Kiev and Odessa, Ukraine, we provide mobile
services with value-added features, such as voicemail, roaming and messaging services on a subscription and
prepaid basis.

We intend, wherever possible, to offer all of our integrated telecommunication services under the Golden Telecom
brand, although, some services still carry local brands because of recent acquisitions. Our dial-up Internet services are
distributed under the ROL brand in Russia, Kazakhstan and Uzbekistan and under the Svit-On-Line brand in Ukraine.
In addition, we offer WiFi services in Moscow under the Golden WiFi brand. We also offer broadband Internet access
in Moscow, St. Petersburg, Yaroslavl, Tula, Rostov-on-Don, Saratov, Orenburg, Volgograd and Kaluga under the
Corbina Telecom brand.

See Corporate History and Development for information on our recent merger with a subsidiary of OAO Vimpel
Communications ( VimpelCom ).

Business Section Overview

The following subsections within the Business section describe our business strategy, our current position in the
markets in which we operate, our corporate history and development, regulatory environment, pricing, our customer
base, and a detailed review of our service groups by operating segments. Finally, we provide a summary of the
principal environments in which we operate, the telecommunications markets, the political and economic
environments, and the legal, tax and regulatory regimes in Russia and Ukraine.

Business Strategy

Our objective is to be the leading facilities-based alternative voice, data and Internet services company in Russia
and key markets in the CIS. Our strategy is focused on:

Increase Market Share by Offering Bundled Data and Voice Services over an Integrated Network

Corporate customers increasingly demand integrated telecommunications solutions from one-stop providers that
are able to deliver a full service offering in the geographical areas in which these corporate customers operate. As a
result, we plan to continue to develop and combine our businesses to create a unified service platform for local access,
local exchange, domestic long distance/international long distance ( DLD/ILD ), data, Internet access and services via
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Deepening and widening of our corporate customer base in Moscow and St. Petersburg
The corporate market in Moscow and St. Petersburg was identified as the key segment for us a number of years
ago. The solutions created and offered to large corporate clients, including major multinational corporations and
Russian businesses trading with foreign partners, helped us to create a solid foundation which included up-to-date
fiber networks, skilled technicians and a savvy sales force as well as product capabilities and a reputation for excellent
levels of services. We expect to continue to maintain two distinctive approaches to corporate customers, focusing on
innovation, quality and customer service in the large corporate segment, and promoting price and efficiency in the
small and medium enterprises ( SME ) segment. Our business in Moscow also benefits greatly from ongoing regional
expansion of our clients who continue to invest in operations outside of Moscow. In helping our customers to establish
and expand their presence in the regions we not only deepen our client relationships but also capture incremental
demand for communication services in Moscow.
Acceleration of our regional expansion to become a national market player in both corporate and retail market
segments
Most of our clients, who run successful businesses, are expanding outside of Moscow, establishing retail shops and
outlets, bank branches, hotels, restaurants and other retail franchises. We cooperate closely helping them to grow
quickly and efficiently by providing the same level of communication services as we do in Moscow. The
infrastructure, which we deploy and operate in the Russian regions and throughout the CIS, is technologically superior
to the existing telecom lines operated by the incumbents. Our set of licenses, including the long-distance license,
allows us to offer different products and services including corporate data networks, local and long-distance voice
services, Internet, data and call centers. Our ability to offer the whole range of services to all types of clients
throughout the country is one of our definitive competitive advantages. We also intend to pursue consolidation
opportunities through selective acquisitions that will allow us to expand our geographical reach, add to our service
offerings and improve our market share while maintaining operational control. We will target complementary
opportunities that will enable us to achieve synergies and economies of scale and seek regional opportunities in major
cities where we do not have our own local network infrastructure.
Becoming a leading provider of broadband access in Russia and the CIS
In order to meet the growing demand for broadband, we will construct Fiber-to-the-Building ( FTTB ) networks in
65 cities of Russia and Ukraine with a combined population of 65 million people of which an estimated 65% live in
high rise apartment blocks ( Top-65 ). The acquisition of ZAO Cortec and its subsidiaries (together Corbina ) was a
pivotal step in our broadband strategy. Corbina pioneered the construction of large scale metropolitan FTTB networks.
We also provide broadband access to residential customers in the fast growing Moscow broadband market using WiFi
technology.
Our Position in the Russian and CIS Markets
We believe that we are well positioned to maintain and consolidate our strong presence in the Russian and CIS
telecommunications markets for the following reasons:
our early market entry and local market experience;

our focus on service, quality and reliability;
our strong infrastructure position in major cities throughout Russia, Ukraine, Kazakhstan and Uzbekistan;
our extensive customer base; and
our extensive range of integrated voice, data and Internet telecommunications services;
Corporate History and Development
Golden Telecom, Inc., initially a majority owned subsidiary of Global TeleSystems, Inc. ( GTS ), was incorporated
in Delaware in June 1999 in preparation for our initial public offering ( IPO ) which took place in September 1999.

GTS was founded in 1983 as a not-for-profit company under the name San Francisco/Moscow Teleport, Inc. and was
among the first foreign telecommunications operators in the former Soviet Union, where it began offering data links to

Table of Contents 8



Edgar Filing: GOLDEN TELECOM INC - Form 10-K

the United States ( US ) in 1986, ILD services in 1992, local access to its networks in 1994 and cellular services in
1995. At the time of our IPO, GTS contributed substantially all of the assets that constituted Golden Telecom, Inc.

In September 2002, we purchased the 50% of EDN Sovintel LLC ( Sovintel ) that we did not own from OAO
Rostelecom ( Rostelecom ), the Russian national long distance carrier. As a result of this purchase, we own 100% of
Sovintel. In April 2003, we merged the operations of TeleRoss, our wholly-owned subsidiary, into Sovintel.

4
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In August 2003, we acquired 100% of Sibchallenge Telecom LLC ( Sibchallenge ), the leading alternative wireline
operator in Krasnoyarsk, Russia. Sibchallenge owns 100% of ZAO Tel ( Tel ), an Internet service provider, also based
in Krasnoyarsk. In August 2005, we merged the operations of Sibchallenge, including Tel, into Sovintel.

In December 2003, we acquired 100% of OAO Comincom ( Comincom ), and its wholly-owned subsidiary, OAO
Combellga ( Combellga ), from Nye Telenor East Invest AS ( Telenor ). As part of this transaction, we issued shares to
Telenor representing 19.5% of our shares outstanding after the acquisition. In December 2004, we merged the
operations of Comincom, including Combellga, into Sovintel.

In February 2004, we acquired 100% of ST-HOLDING s.r.0., a Czech company that owns 50% plus one share of
ZAO Samara Telecom, a telecommunications service provider in Samara, Russia, from ZAO SMARTS and individual
owners. In April 2004, we acquired 100% of OAO Balticom Mobile that owns 62% of ZAO WestBalt Telecom, an
alternative telecommunications operator in Kaliningrad, Russia. In April 2004, we also acquired the remaining 49%
ownership interest that we did not own, in Uralrelcom LLC, which was merged into Sovintel in August 2005. In
May 2004, we acquired 54% of SP Buzton ( Buzton ), an alternative telecommunications operator in Uzbekistan.

In March 2005, we acquired 75% of Dicom LLC, an early stage wireless broadband enterprise. In September 2005,
we acquired 60% of Sakhalin Telecom LLC ( Sakhalin Telecom ), a fixed line alternative operator in the Far East
region of Russia from VimpelCom. As a result of this acquisition and combined with our previous ownership in
Sakhalin Telecom, we now own 83% of Sakhalin Telecom. In October 2005, we acquired 100% of ZAO
Sochitelecom, a fixed line alternative operator in the Krasnodar region of Russia. In October 2005, we acquired 100%
of Antel Rascom, Ltd., a British Virgin Islands company that owns 49% of ZAO Rascom ( Rascom ), an infrastructure
and facilities company in the northwest region of Russia. In December 2005, we acquired an additional 5% of
Rascom.

In March 2006, we acquired 70% of ZAO Tatar Intellectual Communications, an Internet service provider ( ISP ) in
the Russian Republic of Tatarstan. In April 2006, we acquired 100% of TTK LLC ( TTK ), a fixed line alternative
operator in the Ivano-Frankovsk region of Ukraine. In June 2006, we acquired 74% of Kubtelecom LLC, a fixed line
alternative operator in the Krasnodar region of Russia. In August 2006, we acquired 100% of Telcom LLC, a fixed
line alternative operator in Nizhny Novgorod, Russia. In October 2006, we acquired 75% of S-Line LLC ( S-Line ), an
early-stage wireless broadband enterprise in Kiev, Ukraine. In October 2006, we acquired 100% of ZAO Corus ISP,
an ISP in Ekaterinburg, Russia.

In February 2007, we acquired 65% of Fortland Limited ( Fortland ), which owns Kolangon-Optim LLC
( Kolangon ), an early-stage digital video broadcast enterprise in Russia. In April 2007, we acquired 100% ownership
interest in ZAO Telecommunications Agency, a fixed line alternative telecommunications operator in Perm. In
May 2007, we acquired 100% ownership interest in ICA Center of Commercial Real Estate LLC, which owns 6,181
square meters of a building in Moscow. In May 2007, we acquired 51% ownership interest in Corbina. In June 2007
we acquired 100% ownership interest in ZAO Direct Net Telecommunications and ZAO Satcom Tel, fixed line
alternative telecommunications operators in Moscow and the assets of NDNT, Inc. and NDNT (UK) Limited. In June
2007, we acquired 75% ownership interest in Alcar LLC, an early-stage WiFi enterprise in Russia. In August 2007,
we acquired 75% ownership interest in Satel Tsentr LLC, an early stage WiFi enterprise in the Moscow region of
Russia. In August and September 2007, we acquired remaining 50% ownership interest of eight fixed line alternative
telecommunications operators in various regions of Russia. In December 2007, we acquired 100% ownership interest
in New Telecom Technologies LL.C, a channel rent service provider in Krasnodar, Russia. In December 2007, we
acquired 100% ownership interest in ZAO Bryansktel and BryanskIntel LLC which together form Group BryanskTel,
leading alternative communication carrier in Bryansk, Russia. In December 2007, we acquired 100% ownership
interest in Skat-7 LL.C, a fixed line alternative operator, in Cherepovets, Russia.

On December 21, 2007, we entered into an Agreement and Plan of Merger with VimpelCom Finance B.V. ( Parent )
and Lillian Acquisition, Inc. ( Merger Sub ). Merger Sub commenced a tender offer to purchase, at a price of $105.00
per share in cash without interest (and less any amounts required to be deducted and withheld under any applicable
law), any and all outstanding shares of our common stock, par value $0.01 per share on the terms and subject to the
conditions specified in the offer to purchase dated January 18, 2008, as amended and related letter of transmittal
(which, together with any supplements or amendments thereto, collectively constitute the Offer ). The Offer closed on
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February 27, 2008 and we became a majority owned subsidiary of Merger Sub.

On February 28, 2008, together with Merger Sub, we filed a Certificate of Ownership and Merger pursuant to
which the Merger Sub was merged with and into us (the Merger ). As a result of the Merger, we will continue as the
surviving corporation and will be a direct wholly owned subsidiary of Parent and an indirect wholly owned subsidiary
of VimpelCom.

As a result of the Merger, we no longer fulfill the numerical listing requirements of the NASDAQ Global Select
Market ( NASDAQ ). Accordingly, on February 28, 2008 we requested NASDAQ to file with the United States
Securities and Exchange Commission ( SEC ) a Notification of Removal from Listing and/or Registration under
Section 12(b) of the Exchange Act on Form 25. Pursuant to Rule 12d2-2 under the Exchange Act, the delisting of our
common shares from NASDAQ was effective on March 10, 2008 and our reporting obligations under Section 12(b) of
the Exchange Act were suspended as of that date. Trading of our Common

5
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Stock on NASDAQ ceased as of the close of trading on February 28, 2008. Our Common Stock will be deregistered
under Section 12(b) of the Exchange Act no later than ninety days after the date of the Form 25. We also intend to file
with the SEC a Certification on Form 15 under the Exchange Act to suspend our remaining reporting obligations
under the Exchange Act.

Regulatory Environment

Russia

On January 1, 2004, a new Law on Communications (the Telecommunications Law ) came into effect in Russia.
The Russian government approved in March 2005 new rules for interconnection (the Interconnection Rules ) that
became effective on January 1, 2006. These Interconnection Rules contemplate a three-layer interconnection system
consisting of DLD/ILD, zonal, and local operators. Under this structure, end-users have the right to choose a long
distance operator, and DLD/ILD operators will be required to have interconnection points in each of the 88 constituent
territories of the Russian Federation. In addition, the Telecommunications Law created a universal service fund ( USF )
charge, which became effective on May 3, 2005, calculated as 1.2% of revenue from telecommunication services
provided to end users. We have incurred approximately $7.0 million in USF charges for the year ended December 31,
2007. On December 29, 2006, the Russian President approved amendments to the Telecommunications Law setting
forth essential criteria of the USF charge. These amendments became effective on January 1, 2007.

On May 31, 2005, we received a DLD/ILD license in Russia which is valid until May 31, 2012. We were required
under the license to begin providing services and fulfill the network requirements specified in the Interconnection
Rules not later than May 31, 2007. On January 16, 2006, we announced that the construction of our Federal Transit
Network ( FTN ) was complete in compliance with the Telecommunications Law and our DLD/ILD license. The FTN
consists of four international communications transit nodes, seven intercity communications transit nodes deployed in
each federal district of Russia, and 88 connection points or FTN access nodes located in each constituent territory of
Russia. We have obtained the required governmental permissions for operation of all the international and intercity
communications transit nodes that are part of the FTN. On April 28, 2006, all of the 88 connection points were
formally commissioned by Rossvyaznadzor, a governmental body that reports to the Ministry of Information
Technologies and Communications of the Russian Federation (the Russian Ministry of Telecommunications ) that is
responsible for the control and the supervision of information technology and communications as well as for
commissioning the long distance networks. In March 2007, Russian President Putin signed an order, with an
immediate effect, to merge Rossvyaznadzor with Rosokhrankultura, a body which protects culture and supervises
media issues. On June 29, 2006, we announced that we entered into interconnection agreements with all Russian zonal
incumbent fixed line telecommunications operators. On December 15, 2006, the Russian Ministry of
Telecommunications granted us access codes to operate our FTN. On January 29, 2007, we launched DLD/ILD
services using our FTN.

To minimize the impact of payments to the incumbent operators, we received licenses to provide zonal services in
all the regions of the Russian Federation. During 2006 and 2007, we started construction of zonal networks in 28
regions of the Russian Federation. To date, we have completed construction of zonal networks in 25 Russian regions.
However, in those regions where we have not completed construction of zonal networks, we will be required to act as
an agent for zonal carriers, billing clients for intra-zonal calls and collecting payments on behalf of the zonal
operators.

On March 4, 2006, the Russian President approved amendments to the Telecommunications Law that introduced
calling party pays rules ( CPP Rules ). Effective July 1, 2006, under the CPP Rules, generally all incoming calls, on
fixed and mobile lines, in Russia are free of charge, and only the fixed line or mobile operators originating the call
may charge the customer for the call. Subscribers of fixed line telephones did not pay for incoming calls and,
therefore, the CPP Rules will not have an impact on fixed-to-fixed line calls, but the CPP Rules impact the
fixed-to-mobile calls as mobile companies traditionally charged for incoming calls in Russia.

On September 26, 2007, the Russian Ministry of Telecommunications issued an order that designated an additional
10 pairs of access codes which may be assigned to long-distance operators. This potentially creates conditions for
increased competition in the market for domestic and international long-distance services if new access codes are
assigned to new operators.
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On October 12, 2007, the Government of the Russian Federation approved amendments to the existing
interconnection rules. Under the new rules, mobile operators can transmit all incoming calls to direct mobile numbers
from the local fixed line networks through their own zonal networks. Furthermore, the service of interconnection point
is no longer considered part of the services of interconnection and therefore will not be charged.

Ukraine

In April 2006, the National Commission of Communication s Regulation ( NCCR ) issued a license for GSM-1800
radio frequency to Golden Telecom (Ukraine) ( GTU ), our subsidiary in Ukraine. Currently, GTU provides services in
Kiev and Odessa. The new license enables GTU to offer mobile services in 22 out of the remaining 25 regions of
Ukraine that GTU does not currently cover. Payment of the $5.5 million license fee was made on May 10, 2006. In
May 2006, we began using the frequencies and

6

Table of Contents 13



Edgar Filing: GOLDEN TELECOM INC - Form 10-K

Table of Contents

submitted registration documents to UkrChastotNadzor, a Ukrainian governmental body that is responsible for the
control and the supervision of the radio frequencies. To date, we have complied with the license requirements related
to the use of allocated radio frequencies by launching operations in 16 out of 22 regions.

Effective July 15, 2006, the NCCR introduced new tariffs for provision of voice services to fixed line subscribers.
As a result of the tariff re-balancing policy, the tariffs for local calls and monthly fees increased and tariffs for
DLD/ILD calls decreased. Effective November 1, 2006, the NCCR continued the tariff re-balancing process by
increasing the tariffs for local calls and monthly fees and by decreasing the tariffs for fixed-to-mobile calls. On
October 28, 2006, the Verkhovna Rada approved the amendments to the Ukrainian Law on Telecommunications
which changed the list of the telecommunication service tariffs subject to the public regulation. Under new regulation,
tariffs for DLD/ILD calls were excluded from the public regulation. The amendments also exclude fixed-to-mobile
calls from the public tariff regulation. As a result of these changes, we expect increased competition from the
incumbent operators in DLD/ILD services market.

Effective January 1, 2007, the NCCR introduced new interconnection settlement rules. During 2006, we paid fixed
monthly fees for interconnection lines with other operators. However, under the new rules the settlements will be
based on the actual volume of traffic. As a result of these changes, cost of revenue of our local voice services
increased, however, this negative variance is partially offset by additional revenue stream for the traffic termination to
our network.

Customer Base

We compete primarily for high-volume business customers and carriers who require access to highly reliable and
advanced telecommunications facilities to operate their business. Together, our top five customers accounted for
approximately 9% of our consolidated revenues for the year ended December 31, 2007. No customer accounted for
over 5% of our consolidated revenues for the year ended December 31, 2007. Our largest customer, VimpelCom,
accounted for approximately 4% of our consolidated revenues for the year ended December 31, 2007.

Our principal customer segments are:

Corporate Network Customers. Corporate network customers are typically large multinational, Russian or
Ukrainian companies which require the full range of voice, data and Internet services in several cities across Russia,
Ukraine and other countries of the CIS. While pricing is always a factor, this segment places more value on network
coverage, reliability as defined by service level agreements, and the ability to design, install and maintain local area
networks ( LAN ) and wide area networks ( WAN ). These customers are willing to make longer-term commitments to
integrated one-stop providers in exchange for higher levels of service.

Corporate End-Users. Corporate end-users are foreign and Russian enterprises with centralized operations, either
in Moscow, Kiev or in the regions. These corporate end-users also require a full range of voice, data and Internet
services, but are more likely to purchase distinct services from separate suppliers based on price. We attempt to
increase business with corporate end users by providing superior technology and service levels at competitive prices.

Small and Medium Enterprises. We define small and medium enterprises as those business customers that require a
full range of voice, data and Internet services and generally have monthly billings of less than $2,000.

Fixed-Line Operators. Fixed-line operators are other telecommunications providers, including other overlay
operators operating in Moscow, alternative regional fixed-line operators and local operators, which we refer to as the
local telcos. Price is the primary factor in their purchase decision, and although long-term contracts are rare, traffic
volumes can be large. Voice telephony is a commodity for customers in this segment.

Cellular Operators. Russian cellular operators purchase large quantities of local numbering capacity in Moscow
that they use in selling cellular services to their customers. Ukrainian cellular operators distribute large volumes of
international and intercity traffic through our network in Ukraine. Price, availability and quality of service are primary
factors in the purchase decision of these customers.

Mass Market. We define the mass market as households or, in some cases, more narrowly, as those customers who
utilize calling cards or dial-up Internet access. This market segment is price-sensitive, but quality of service is also
important, particularly in the Internet access market. These customers predominately prepay for such services. In Kiev
and Odessa, Ukraine, we also offer mobile services to the mass market, targeting individuals with above average
disposable income, where price and quality are also primary decision factors.
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Our FTN and receipt of access codes will also present new opportunities for growth. Our FTN provides us with a
potential customer base across all geographic zones in the Russian Federation of up to 2.2 million businesses,
143 million people, of which there are 32 million residential customers, in the 88 Russian regions. This is an increase
from our previous breadth of coverage which
7
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only allowed us to reach 25 regions in Russia with up to 0.3 million businesses and a population of 77.1 million
people. With the FTN, we will be able to offer our wide range of telecommunications services, including DLD/ILD
telecommunications services, to every person and all businesses across Russia s eleven time zones.

Pricing

Historically, our customers made payments to us in the appropriate local currency, however the majority of our
tariffs were denominated in United States dollars ( USD ) and were indexed to the USD for settlement purposes. Also,
the majority of our operating costs were denominated in USD, but settled in the appropriate local currency. However,
in the second and the third quarters of 2006, our main operating subsidiary, Sovintel, introduced semi-fixed USD
Russian Rubles ( RUR ) exchange rate for settlements with the majority of its customers. This rate is effective only if
the official USD exchange rate set by the Central Bank of Russia ( CBR ) is below the fixed level. If the RUR
depreciates against USD so that the CBR exchange rate exceeds the fixed level, Sovintel will resume applying the
CBR exchange rate, or floating rate, for settlements with its customers.

Our Service Groups

This section provides a detailed review of our business on a segment basis and by operating division. We provide
additional information on the services and customers, marketing and pricing, and competition within each division.

Business and Corporate Services ( BCS )

BCS Services in Russia

We operate a number of competitive local exchange carriers ( CLECs ) that own and operate fully-digital overlay
networks in a number of major Russian cities. The majority of our services are provided through our wholly-owned
Moscow-based subsidiary Sovintel. We are an integrated provider of the largest range of telecommunication services
available on the Russian market, including network access and hardware and software solutions including installation,
configuration and maintenance. Our geographical coverage includes all major population centers including Moscow,
St. Petersburg, Nizhny Novgorod, Khabarovsk, Arkhangelsk, Ufa, Vladivostok, Irkutsk, Kaliningrad, Ekaterinburg,
Voronezh, Krasnodar, Tyumen, Volgograd, Samara, Tula, and Krasnoyarsk.

Services and Customers

Local Access Services. Local access services are provided to business customers through the connection of the
customers premises to our fiber network, which interconnects to the local public switched telephone network ( PSTN )
in Moscow, St. Petersburg, Nizhny Novgorod, Khabarovsk, Ufa, Vladivostok, Novosibirsk, Irkutsk, Kaliningrad,
Ekaterinburg, Voronezh, Krasnodar and Krasnoyarsk.

International and Domestic Long Distance Services We provide ILD services to our customers via our FTN
network comprising our own international toll exchanges in European and Asian part of the Russian Federation in full
compliance with regulatory requirements towards networks interconnection.

DLD services are primarily provided through our federal intercity transmission network, proprietary and leased
capacity between major Russian cities, and through interconnection with zonal networks and networks of Rostelecom
in compliance with state regulation on the interconnection of telecommunications networks. We offer very small
aperture terminal (  VSAT ) satellite services to customers located in remote areas that cannot be physically connected
through terrestrial cables to our regional long distance switches, as well as to large infrastructure projects in need of
sophisticated and reliable communications systems.

Dedicated Internet and Data Services. We provide our business customers with dedicated access to the global
Internet through our access and backbone networks. We also offer traditional and high-speed data communications
services to business customers who require WAN to link computer networks in geographically dispersed offices,
using frame relay, X.25, asynchronous transfer mode and Internet protocol technologies. We also provide private line
channels to customers who require high-capacity and high-quality domestic and international point-to-point
connections. Private lines can be used for both voice and data applications.

Integrated Voice and Data Services. The markets where we operate are experiencing a continuing trend toward
routing voice traffic over the Internet using Internet Protocol ( IP ) technology, known as Voice over I[P or VoIP . We
are a leading provider of this service. In addition to using data networking services for typical LAN to LAN
interconnections, many customers will also route their voice traffic over our frame relay data network to reduce
overall telecommunications expenses. Voice over frame relay involves packetizing voice calls using frame relay, a
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data transmission protocol, and transporting the voice call over our data network to be de-packetized at the
terminating end. The call is finally terminated through normal circuit switching. Packet switching offers greater cost
efficiencies over circuit switching, and offers this division an opportunity to leverage its data network investment
across a greater number of services and geographic areas. This type of integrated communication solution is also
offered by Integrated Services
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Digital Network ( ISDN ) products where basic services include telephony, fax, data transmission, Internet access, and
video conferencing.

Value-Added Services. We offer an increasing range of value-added services such as dedicated hosting, co-location
and IP, or IP-based Virtual Private Networks ( VPNs ) and we intend to increase our market position in these services.
Our Managed Data Center, which consists of a total area of 600 square meters, continues to be the leading hosting
center in Russia and provides services to news agencies, financial and entertainment services providers. We enjoy
strong sales synergies between our Managed Data Center products and our IP transit sales efforts. We offer a variety
of information services addressing the needs of financial markets including access to S.W.LF.T., Reuters, Bloomberg
and MICEX, or the Moscow Inter-bank Currency Exchange. We also have a Moscow-based Call Center that has a
leading position in providing telemarketing, actualization and Hot Line services for business clients. We offer
fixed-to-mobile convergence services in conjunction with VimpelCom to corporate clients that wish to use their
mobile phone as an extension of their private branch exchange ( PBX ).

Equipment Sales. As part of our integrated service offering, we sell equipment manufactured by Nortel Networks,
Cisco Systems, Alcatel, Siemens, Avaya, Motorola and Ericsson. As part of our turnkey solutions, we also offer the
installation, configuration and maintenance of Nortel Meridian One products, Norstar key systems, Mercator PBXs
and the Passport lines of data equipment. This close customer contact assists in the marketing of additional services
and enhances customer retention.

Major customers range from large multinational and Russian corporate groups to Russian SMEs and residential
users. Our business customers cover all industry segments including business centers, hotels, financial institutions,
professional services firms, fast moving consumer goods companies, manufacturers and companies involved in
extractive industries. Our customers are located in all major cities throughout Russia.

Marketing and Pricing

For Sovintel, sales to customers are made through a direct sales force consisting of approximately 148 account
managers in Moscow. Each account manager targets specific customer groups and industry segments and is supported
by specialists in technical sales support, marketing, customer service and end-user training.

In addition, a team of regional sales managers is responsible for supporting the regional sales force and maintaining
relations with our regional partners. We have a dedicated sales force in each of our regional branch offices and for
other regional cities we have sales incentive plans with our regional partners.

We train our employees to provide customer service at a level which is comparable to or better than that provided
by Western telecommunications companies. As a result, we believe we have earned a reputation for providing
high-quality telecommunications services through an experienced and professional customer service staff.

We price our services at a premium compared to those offered by the incumbent local operator and competitively
with other alternative service providers within the market. We offer volume discounts to customers for exceeding
certain defined revenue thresholds. Although we publish standard tariffs, generally we are not required to obtain
regulatory approval to change tariffs. While pricing competition remains a factor, especially for voice services, many
corporate data networking customers place more value on network coverage, reliability and our ability to design,
install and maintain LANs and WANSs. These customers often require integrated solutions, including connections to
offices located in different cities. Depending on the cities involved, there are often few operators that can provide
these services, and accordingly, there is often less pricing pressure.

Competition

We compete principally on the basis of installation time, network quality, geographical network reach, customer
service, range of services offered and price. While we have a leading position in this market, we face significant
competition from other service providers, including:

Comstar-UTS, a subsidiary of Sistema Telecom, including Moscow City Telephone Network ( MGTS ) for all
services provided to corporate customers and the SME market in Moscow;

Equant, trading as Orange Business Services, a subsidiary of France Telecom, for corporate data networking
services across Russia;
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TransTelecom, currently owned by the Russian Railways, for corporate data networking services across
Russia;

Peterstar, an affiliate of Telecominvest, for services provided in St. Petersburg; and
9
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Regional subsidiaries of Svyazinvest, a holding group with a majority government ownership, for services
provided in St. Petersburg and within Russian regional cities.
BCS Services in Ukraine

The BCS division of GTU, our mainly Kiev-based CLEC, has constructed and owns a 3,303 kilometer fiber optic
network, including 800 kilometers in Kiev, which is interconnected to the local PSTN in Kiev, to other major
metropolitan areas in Ukraine, and to our international gateway. Data and Internet access services are provided in 183
regional access points in 35 metropolitan cities in Ukraine using leased terrestrial capacity from Ukrtelecom, the
Ukrainian incumbent operator, and from some alternative providers.

Since the opening of our mobile service operation in Odessa in 2001, we have expanded our local access service
offerings into Odessa, targeting business clients. In the third quarter of 2002, we started offering local access and
pre-paid VolP services in Dnepropetrovsk. Further, following our regional development strategy, in the second quarter
of 2003 we started offering local access, VoIP and dial-up Internet services in Lviv, and in the second quarter of 2004
we launched the same service offering in Zaporozhe. The next step of our regional development was the launch of
local access, VoIP and broadband and dial-up Internet services offer in Kharkov in June 2005. During 2006, we
launched local access and broadband Internet services in Donetsk and Ivano-Frankovsk, through the acquisition of
TTK. In 2007, we started the deployment and development of the fixed-mobile convergent ( FMC ) services in Kiev
and Odessa.

In the second quarter of 2003, GTU constructed a Metropolitan Area Network ( MAN ) in Kiev providing a new
range of services, including broadband access to Internet and VPN service. In the fourth quarter of 2004, GTU
deployed a MAN in Odessa. In the first quarter of 2004, GTU launched an IP node in Kiev providing interconnection
with international operators via the public Internet and the possibility to offer new services such as VoIP, VPN and IP
phones. During 2005 and 2006, GTU completed construction of a fully protected international backbone network from
Kiev to its points of presence in Frankfurt, Germany, via three independent border-crossings with Poland and
Hungary. During 2006, we upgraded our nationwide backbone network by installing STM-16 capacity from the
Western part of Ukraine to Kiev via Lviv, Lutsk, Rovno, Zhitomir, and synchronous digital hierarchy ( SDH ) capacity
to the eastern part of Ukraine from Kiev to Kharkov via Chernigov and Sumy. We have also expanded our leased
capacity to Dnepropetrovsk, Donetsk, Odessa, and Zaporozhe and upgraded it to STM-1 level.

During 2005, in order to expand market penetration and to increase utilization of technical infrastructure in
Ukraine, GTU began to provide wire line local access and broadband Internet services to residential customers in
Kiev. In addition, during 2006, as part of our strategy for broadband Internet development, GTU launched its FTTB
project in Kiev.

As of December 31, 2007, the BCS division of GTU serviced approximately 83,300 telephone lines for businesses,
and connected approximately 26,800 residential telephone lines, and serviced approximately 8,500 Internet ports for
businesses and had approximately 10,000 residential broadband Internet ports.

Services and Customers

Local Access Services. Local access services are provided to business customers through the connection of their
premises to GTU s fiber optic network, which interconnects to the local PSTN in Kiev, Odessa, Dnepropetrovsk, Lviv,
Kharkov, Zaporozhe, Donetsk and 5 other major Ukrainian cities.

International and Domestic Long Distance Services. GTU provides outgoing international voice services to
business customers through its international gateway and direct interconnections with major international carriers,
transmitting traffic to international operators using least-cost routing. DLD services are primarily provided through
our own intercity transmission network, leased capacity between major Ukrainian cities, and through interconnection
with Ukrtelecom s network. On September 20, 2005, the NCCR in Ukraine issued an international license (the

Ukrainian International License ) to GTU. The Ukrainian International License enables GTU to provide international
telecommunications services throughout the entire territory of Ukraine and to lease the transmission channels to third
parties, thereby increasing GTU s potential as an international telecommunications carrier.

Dedicated Internet and Data Services. GTU provides a private line service, VPN services, an integrated voice and
data ISDN connection, frame relay, broadband digital subscriber line, and dedicated Internet services. In 2007, GTU s
main focus was the development of broadband access to VPN and dedicated Internet services over fiber optic network,
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required by customers with high-volume data traffic needs.

Voice over Data Services. GTU is a leading provider of voice over data services in Ukraine. Our pre-paid cards and
VolIP products introduced under the brand Allo! held the leading position in the market with a market share of
approximately 50% in Kiev, providing an alternative international calling solution for corporate and mass market
customers. This service is in stagnation due to the general decrease in ILD tariffs of PSTN and mobile operators.
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Information Services. GTU provides telecommunications services to financial and banking companies such as
S.W.LE.T. and Western Union, access to processing centers, news services to companies such as Reuters, as well as
conduits to airline reservation systems in Ukraine. We have been chosen as one of two exclusive last mile providers
for Reuter s services in Ukraine. Our data center provides server co-location and hosting services for news agencies,
financial and entertainment services providers.

Call Center Services. With the launching of Call Center services at the end of 2002, GTU captured the leading
position in providing telemarketing, actualization and hot line services for business clients in Kiev.

Residential Telecommunications Services. In December 2004, GTU developed unified telephone and Internet
broadband access services for residential customers. GTU implemented structural changes that will allow us to serve
this market segment in the most effective way. The FTTB project provides GTU with additional opportunities to gain
new customers. By the end of 2007, GTU had launched 100Mbit/s Internet access service under the well recognized
Internet brand Svit-On-Line. A number of new services, such as VoIP, and other service improvements are expected
in 2008.

FMC Services. During 2007, we started the testing and deployment of an FMC platform based on Huawei
solutions. In 2008, GTU expects to launch FMC services.

GTU s BCS division customers primarily consist of corporate network customers, corporate end-users, SMEs and
high-end residential customers. Pre-paid VolIP and dial-up Internet services are also offered to the mass market.
Marketing and Pricing

While emphasizing the high customer service quality and reliability of its services for corporate customers, GTU
focuses on the development of its SME and mass market offerings. Sales to our corporate customers are made through
our direct sales force and through various alternative distribution channels such as sales through agent network. SME
and mass market service offerings are mainly conducted indirectly through alternative distribution channels such as
agent networks.

During 2007, GTU introduced different pricing policies for each market segments; customized pricing model for
corporate customers and standardized pricing for SME and mass markets.

Competition

In Kiev, in the voice services market to business end-users, GTU traditionally competes with Ukrtelecom,
multiregional alternative operators of System Capital Management ( SCM ) telecom assets group, such as Optima,
Farlep, and a number of other small operators. During 2007, the competitive pressure increased as a result of the
aggressive marketing policies of Datagroup and Ukrtelecom. However, we believe that our main advantages: early
market entry, clear market focus and the ability to provide outstanding customer service combined with individual
solutions and integrated voice, data and Internet services, we will be able to maintain the leading position on the
high-end segments of the corporate market.

The provision of Internet and data services is not licensed in Ukraine. As a result, there is a high level of
competition in the market with approximately 400 Internet Service Provider s ( ISPs ) in Ukraine, although
consolidation through acquisitions has been observed in the market in recent years. The main competitors in the
corporate market for corporate data are Ukrtelecom, a majority state-owned operator, and Datagroup, a data and
integration services provider. We seek to be competitive in the corporate networks market by providing excellent
geographical coverage, wide bandwidth, high quality circuits and professional service. GTU maintains its
competitiveness in the Internet market by focusing on a strategy to provide the best value and quality Internet services
for businesses and developing exclusive consumer Internet content.

In the fast growing residential broadband Internet market, we face competition from Ukrtelecom and Volya-Cable,
a cable television provider in Kiev. However, we expect that innovative technologies, development of FT'TB network
and exclusive consumer Internet content for the SME and residential market segments will enable us to support
constant growth of our market share in these market segments.

In addition, we plan to substantially improve the accessibility of our services, market coverage and attractiveness
of our offerings for the customers by FTTB network deployment in Kharkov, Odessa, Zaporozhe, Lviv, Donetsk and
Dnepropetrovsk.

Carrier and Operator Services
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Carrier and Operator Services in Russia
The Carrier and Operator Services division in Russia provides a range of carrier and operator services including
voice and data transmission services to foreign and Russian telecommunications and mobile operators.
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For international telecommunications voice operators, we are an alternative to the incumbent for the completion of
calls terminating in Russia and the CIS and extensions of global private networks employing leased circuits in the
country. For domestic telecommunications voice operators, we provide termination to Russian and CIS destinations,
offer international call termination and telephone numbers, or subscriber ports. Furthermore, we offer interconnection
and data services, including numbering capacity and IP-centric solutions. Due to the geographic reach of our network,
presence on the local and zonal level in a large number of regions, high volume of traffic and smart traffic routing, we
have a lower cost base than many of our competitors and can therefore resell any excess transit and termination
capacity. During 2007, Russia continued to show rapid expansion of the mobile networks into the regions including
the less developed parts of northern Russia and Siberia. To capitalize on this expansion and facilitate the development
of the mobile operators, we have completed several projects with VimpelCom, MTS and Megafon in which we
provide satellite based network extension into several locations in Siberia, the Russian Far East and the Northwest of
Russia. We expect this expansion to continue throughout 2008 during which time we will deploy a network of satellite
stations for VimpelCom in the remote areas of Russia. Additionally, for the wireless operators and smaller voice
providers, we provide telephone numbers which are used under agency agreements to sell their services to their
end-users.

Our intra-zonal network in Moscow is integrated into the Moscow city incumbent telephone network at 78 transit
and local exchanges, which allows us to deliver traffic within the local public network. Further, our network
infrastructure is now integrated into the main public city networks in St. Petersburg, Nizhny Novgorod, Samara,
Voronezh, Ekaterinburg, Kaliningrad, Krasnoyarsk, Perm and Krasnodar.

Our long distance FTN has domestic long distance toll exchanges, 4 international toll exchanges and is
interconnected with all zonal fixed and cellular networks in every region of the Russian federation. We have
completed the construction and commissioned intra-zonal networks in 24 regions of Russia.

For international data networking operators, we provide data connectivity across Russia and the CIS. We have
constructed a data network that covers more than 300 cities across Russia and the CIS, primarily to serve our
Russia-based corporate customers. We also sell data networking services to customers outside Russia and the CIS
through network interconnect agreements with international data network operators. We interconnect with these
global providers at our access points in Stockholm, London and Frankfurt.

Our data network infrastructure consists of terrestrial and satellite transmission capacity that we either lease or
have purchased via indefeasible rights of use ( IRU ). We currently have IRUs for STM-64 fiber optic capacity,
between Moscow and Stockholm, STM-4 between Stockholm and London, STM-64 between Moscow, Tula,
Voronezh, Rostov and Krasnodar, STM-1 from Ufa to Krasnoyarsk through Ekaterinburg, Chelyabinsk, Tyumen,
Omsk and Novosibirsk with an option to upgrade this line to STM-4, STM-1 from Krasnodar to Sochi and STM-1
from Vladivostok to Khabarovsk. We also leased STM-64 fiber optic capacity from Frankfurt to Stockholm. The rest
of our domestic terrestrial capacity is leased. For satellite transmission, we entered into long-term leases primarily
with Intelsat, Intersputnik and New Skies Satellite for capacity which covers Russia and the CIS. For IP capacity, we
use 12Gbit connectivity from Verizon, Cable&Wireless, Level 3 and Global Crossing. We changed our interconnect
technology from SDH to optical Gbit, which allows us to increase uplink capacity, decrease costs and at the same time
have better network utilization. We implemented our international IP backbone operations with IP routers in Frankfurt
and Stockholm, which we connected to the leading European IP exchange, DECIX. We have our own backbone fiber
optic cable links from Moscow to Ufa, Samara and Saratov via Nizhny Novgorod and Kazan. Furthermore, we
completed cross-border links between Russia and Ukraine.

The Carrier and Operator Services division also provides domestic and international IP transit services to ISPs in
Russia and the CIS. Smaller ISPs can connect to our IP backbone and then use our network to access the global
Internet or Russia-based Internet.

Services and Customers

Voice Services: The Carrier and Operator Services division offers two types of voice services to its customers: call
completion or termination services and the provision of telephone numbers. For international operators, which include
traditional incumbents such as British Telecom and VoIP operators, we provide call completion to the PSTNs located
in Russia and the CIS. Generally, we interconnect with these operators in London, Stockholm, and Frankfurt or
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through the public Internet and receive their traffic in route from foreign operators to Russia and the CIS. International
outbound switched voice traffic is routed by destination, based on either anticipated return traffic from the foreign
operator through non-geographical area codes, or through least-cost routing. We attempt to direct international traffic
through particular foreign operators so as to balance our settlements paid to and received from foreign operators.
Thereafter, we direct all international outbound, switched voice traffic in excess of that required to achieve the balance
of the bilateral relationships with the lowest cost route.

Domestic operators in Russia and the CIS, including Russian cellular operators, use us for call completion to the
PSTNs located in Russia and the CIS. They also send us international traffic that we then pass onto the PSTN of
international operators. Additionally, we provide zonal, local interconnection and telephone-numbering capacity to
Russian operators who may purchase large blocks of telephone numbers which they provide to their end-users.
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We also sell equipment and provide installation and maintenance services to cellular operators. We generally sell a
PBX with call center capabilities, but also offer LAN and WAN equipment. It is our intent to move beyond simply
providing call completion to cellular operators into higher value-added solutions such LAN and WAN solutions.
Currently, we provide satellite communication links to Russian cellular operators. This solution is for remote regions
of Russia, such as Siberia and the Russian Far East. It allows cellular operators to expand in these markets, since there
is still a low cellular penetration rate. Since 2005, we provided cellular operators with the ability to expand in these
markets where the cellular penetration rate is still low.

Our voice services customers include international operators such as Verizon, AT&T, British Telecom,
Cable&Wireless, TeleDenmark, TeliaSonera, T-Systems, Telenor, Telecom Italia Sparkle, iBasis, and Teleglobe;
domestic cellular operators such as VimpelCom, MTS, and Megafon; and domestic wire line operators such as
Macomnet, Metrocom, WestCall and Peterstar.

Data Services: The Carrier and Operator Services division also offers two types of data services to its customers:
data networking services such as frame relay, synchronous digital hierarchy capacity and IP VPN, and IP transit ports.
In addition to providing the underlying circuit capacity, the provisioning of both types of service also includes the
installation and maintenance of customer premises equipment ( CPE ) such as routers, multiplexers and frame relay
access devices.

Global data network operators sell worldwide data network services to their multinational clients. Generally, these
data network operators constructed extensive networks in the US, Western Europe and the Asia-Pacific region but
have little, if any, infrastructure in Russia and the CIS. In order to sell a turnkey solution to their customers, the global
data network operators need partners to reach the areas where they do not have their own infrastructure. Through a
network interconnect agreement with us, these global data network operators are able to provide their clients
connectivity to over 300 cities in Russia and the CIS where we have infrastructure. These global operators market and
re-sell our network as if it were their own network. Such cooperation included a joint project with British Telecom for
the construction of Visa International s access network in Russia and CIS, which allows Visa International member
banks, over 70 in Russia and 25 in the CIS, to access Visa International s bank processing centers.

Due to our large consumer and corporate customer base for Internet access services, we require very high IP transit
capacity from global providers such as Verizon, Cable&Wireless, Level 3 and Global Crossing. Currently, we began
to implement our own international IP-backbone that will allow us to peer directly with large traffic aggregators and
significantly reduce IP-traffic. We would execute this through interconnection with Internet Exchanges, starting with
DECIX, Germany. In 2008 we plan to interconnect with London and Amsterdam Exchanges for traffic balancing.
This capacity requirement allows us to obtain very favorable pricing from the global providers and, in turn, we can
offer Russian and CIS based ISPs an attractive pricing and quality combination for the resale of IP services.
Marketing and Pricing

Historically for each telephone number or subscriber port, customers generally pay a one-time port fee, a flat
monthly fee and per minute charges based on usage. However, the new Telecommunications Law requires all carriers
to implement per-minute charges for access to each other s network as well as to implement two types of charges for
calls passing through network layers: (1) initiation and transit charges for long distance calls from local networks to
regional and long distance networks, and (2) termination for calls completed from long distance networks to regional
and/or local networks.

On March 4, 2006, the Russian President approved amendments to the Telecommunications Law that introduced
the CPP Rules. Effective July 1, 2006, under the CPP Rules all incoming calls, on fixed and mobile lines, in Russia
are free of charge, and only the fixed-line or mobile operators originating the call may charge the customer for the
call. Previously, subscribers of fixed-line telephones did not pay for incoming calls and, therefore, the CPP Rules did
not have an impact on fixed-to-fixed line calls, but impacted fixed-to-mobile calls as mobile companies traditionally
charged for incoming calls in Russia.

Fixed-networks voice termination services are still priced per minute according to destination. There is an
increasing trend towards a single price for all destinations in Russia although the typical pricing has separate rates for
Moscow and St. Petersburg and a single rate for all other cities in Russia. Prices for the CIS countries usually follow a
similar pattern; the major cities have separate rates and then the rest of the particular country is priced at the same rate.

Table of Contents 26



Edgar Filing: GOLDEN TELECOM INC - Form 10-K

All of these countries have separate rates for traffic termination into cellular networks. We have been actively
expanding the geographic reach of our network in order to capture these high revenue and margin destinations and
have signed several new interconnect agreements in the CIS countries.

Pricing for data networking services consists of a number of elements: a monthly fee for the international
bandwidth capacity provided, a monthly fee for the access port, a monthly fee for the last mile connection between our
network and the customer location and a monthly maintenance fee for any CPE that we manage for the end-user.
Additionally, there are one-time installation fees for all of the elements listed above. Customers have the option to
purchase the CPE and provide their own maintenance, however, customers usually prefer a turnkey solution where we
manage all elements and are therefore responsible for all service quality issues.
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Pricing for IP transit services sold to ISPs is either in the form of a flat monthly fee for an IP port or based on the
amount of traffic consumed by the ISP. Typically, the larger ISPs will opt for a flat monthly fee for a large port
connection to our network while the smaller ISPs prefer to pay per megabyte of IP traffic sent to their network from
our network.

Competition

For voice services, our main competitors are long distance carriers Rostelecom and MTT, an affiliate of Sistema
Telecom.

For data networking services, our main competitors are Equant and TransTelecom. Equant s data network in Russia
is similar to our network; however, their CIS coverage is not as extensive. Therefore, when a customer needs a route
including Russia and the CIS, we have a competitive advantage. Equant s global network gives it access to a wider
base of corporate customers, but this advantage is offset, we believe, by the reluctance of Equant s global competitors
such as Verizon, British Telecom, Cable&Wireless, Infonet and AT&T to use Equant locally to serve their customers.
Thus, to some extent we have access to the corporate clients of Verizon, British Telecom, Cable&Wireless, Infonet
and AT&T that require connectivity to Russia and the CIS.

For IP services, our main domestic competitor is TransTelecom. A number of international IP transit providers
such as Cable&Wireless and TeliaSonera also actively sell global IP transit services in Russia. In 2002, we entered
into a peering agreement with two other Tier 1 Russian ISPs. According to the terms of this agreement, all Russian
ISPs requiring access to these networks pay traffic charges whereas previously all peering was free. As a result, we are
able to earn additional revenue from our infrastructure investments in Russia and improve our competitive position via
other IP access providers.

Carrier and Operator Services in Ukraine

Services and Customers. The Carrier and Operator Services division in Ukraine operates leased DLD/ILD networks
and is a provider of local access, international and intercity long distance services in major Ukrainian cities where our
switching equipment is located. The network consists of our gateway international switching center in Kiev, leased
and owned international and intercity fiber optic channels, and regional voice and data switches. For local carriers we
provide access to highly reliable and advanced telecommunication services, WAN, and broadband Internet in all
existing Kiev and regional access points. Internet access services are provided to more than 35 ISPs in Ukraine.
International and Domestic Long Distance Services. International outgoing traffic is terminated via direct
interconnections with international carriers such as AT&T, Deutsche Telekom, Telekom Austria, TeliaSonera and
others. We offer termination services to our international partners for interconnection with Ukrainian PSTN and
mobile networks via direct links with the major fixed and mobile carriers such as Ukrtelecom, Kyivstar, UMC, Astelit,
URS and others.

GTU offers DLD services throughout Ukraine via its owned and leased channels between major Ukrainian cities as
well as through interconnection with Ukrtelecom. GTU holds an intercity operator s license allowing it to offer DLD
services directly and is interconnected in major Ukrainian metropolitan areas to facilitate this offering. In
September 2003, new amendments to settlement agreements with Ukrainian fixed-line and mobile operators were
signed, which introduced the CPP principle imposed by the changes in the Ukrainian telecommunication law. These
agreements and the CPP principle remained in force during the year of 2005, 2006 and 2007.

International Internet access is provided via our IP node in Frankfurt and direct IP interconnection with Level3,
Global Crossing and Cable & Wireless.

Fixed-line operators include overlay and wireless local loop operators in Kiev and other major cities of Ukraine,
alternative regional fixed-line and local operators. Ucomline, Velton, ITC (CDMA-UA), VOLZ and Datagroup are the
main fixed-line operators in Ukraine purchasing our international, long distance and voice services.

A significant portion of our carrier revenue is generated from the Ukrainian cellular operators large volumes of
international and long distance traffic. Price and quality of service are the primary factors in their purchase decision.
In 2004, several Ukrainian cellular operators, including UMC and Kyivstar, received international communications
licenses. As a result, a larger portion of our carrier revenue is generated now by transit fixed-to-mobile traffic via our
network. However, as of the end of 2006 the main volume of the international destinations traffic is generated by URS
(Beeline brand in Ukraine).
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Marketing and Pricing
As a carrier for other telecommunication operators, we offer a more attractive pricing structure for international
calls than incumbent operators like Ukrtelecom. Although price is still the primary factor in the routing decision of the
Ukrainian carriers, more of them demand high quality international voice and data wholesale services, making our
offerings even more attractive. As a result, our traffic volume continues to increase, especially the international
destination traffic and mobile networks in Ukraine.
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In February 2003, the Ukrainian Parliament overrode the President s veto and adopted an amendment to the
Ukrainian communication law prohibiting all telecommunications operators from charging their customers for
incoming calls, thus introducing the CPP principle, which entered into effect on September 19, 2003. Concurrently,
state regulated tariffs for calls from the PSTN to mobile networks were introduced allowing operators to receive and
share revenue from calls to mobile networks. In order to implement CPP settlements, we amended our agreements
with Ukrtelecom, other fixed-line carriers and Ukrainian cellular operators establishing agreed access rates for the
calls between fixed-line and mobile networks. These changes became effective in October 2003 and enabled us to
receive a settlement when a fixed line party called a mobile telephone as well as to receive a portion of revenue when
we routed calls from mobile to fixed-line networks.

As a carrier for other ISPs, GTU offers an attractive pricing structure and is able to retain its significant market
share in this segment. GTU expects to strengthen its positions in the Ukrainian regions due to close cooperation with
Ukrtelecom and Ucomline. In data services, market share growth is expected through the continuous sale of
international private line connections, international multiprotocol label switching connections, and provision of the
last mile services in major Ukrainian cities.

Competition

In Ukraine, the carrier market, dominated by Ukrtelecom, with UMC, Kyivstar, Ucomline (Farlep-Optima), Velton
and Datagroup, is becoming more competitive. In 2004, several Ukrainian cellular operators received international
and intercity communications licenses permitting them to route their traffic through direct interconnection with local
and international operators.

Consumer Services
Services and Customers

Broadband Internet Access. Broadband services development based on the most up-to-date engineering solutions is
one of the company s strategic lines. Currently, we are focused on the local infrastructure development in order to
bring broadband Internet access services to the mass market. We use different broadband last mile technologies
depending on particular market conditions.

FTTB Services. In 2007, we started a wide-ranging project on FTTB product launching in regions. Currently, we
offer Internet via FTTB service in Moscow and the Moscow Region, in St. Petersburg and the Leningrad Region, in
Krasnoyarsk, Arkhangelsk, Samara, Voronezh, Saratov, Volgograd and Rostov-on-Don. As of December 31, 2007,
we had approximately 375,200 subscribers in these cities.

We plan to provide Voice and IPTV services via FTTB. Our nationwide fiber optic cable network will be used for
active rollout of our FTTB network in the regions.

Wireless Internet Access. Golden WiFi is the World s largest metropolitan wireless network and includes the greater
part of Moscow s city center and many other areas of the city. Moreover, the network continues to grow and develop,
with new wireless access zones added often. As of March 2008, we have installed more than 15,300 WiFi access
nodes in Moscow providing indoor and outdoor Internet access.

On March 1, 2007, we launched commercial operations of our WiFi network offering prepaid Internet access to the
mass market under Golden WiFi brand. To close the WiFi technology gap and to increase service availability and
quality, we sell equipment called WiFi adapter to our customers. The present version of the Golden WiFi product
includes local city map display with Aport search results, based on the customer s geographical position (location
based service). Since December 2007, we have been providing International WiFi roaming service in 28 countries.

As of December 31, 2007, we had approximately 68,500 active customers which number is continuing to increase.
Also we had more than 500 indoor WiFi objects in cafes, restaurants, trade centers, and entertainment centers. Our
most recognized partners are Domodedovo Airport, McDonalds, and Atrium Trade center.

VoIP. Currently, we continue developing and testing new products based on VolIP technology. We will target VoIP
service offerings at the SME/small office and home office and mass markets. VoIP services will be available for
computer, mobile devices and VoIP equipment users.

Dial-up Internet Access. We continue offering dial-up Internet services to consumers in Russia, Ukraine,
Uzbekistan and Kazakhstan. As of December 31, 2007, we had approximately 233,500 active dial-up Internet
subscribers. We provide dial-up service under multiple brands, the most notable, ROL, is our flagship dial-up service.
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With over 60 locations, including the major markets in Moscow, St. Petersburg, Kiev and Almaty, we are also the
largest ISP in the CIS.
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We plan to continue providing dial-up Internet services in migrating our dial-up Internet customers onto our new
Internet access products such as broadband, DSL and WiFi.

Internet Portals. Further, we provide Russian language content based Internet portals covering many topics
including Internet search, entertainment, education, computer-gaming and city information specifically for the Russian
mass-market. Portals run under different brands and are used as a marketing channel for both our existing and future
customers. In addition, we offer advertising space on our portals along with integrated web services to a variety of
customers who require online marketing.

Marketing and Pricing

Dial-up Internet Access. In 2007, we increased the average price per hour for our dial-up service by 22%. This was
due to the new requirements from the establishment of the Communication Federal Law. According to the new
requirement we are obligated to pay for the local dial-up traffic initiation which is the largest part of the service cost.

Wireless Internet Access. We offer three tariff plans for our WiFi service:

Sometimes is a rate plan convenient for occasional WiFi users. Sometimes allows customers to pay only
for time spent accessing the wireless network. Customers prepay for one hour of Internet use and can use
it all at once or connect several times until the time expires;

Day&Night is a rate plan that offers unlimited wireless access with no limits on traffic or speed for 24
hours; and

Always is an unlimited use rate plan for active Internet users. Customers pay a fixed monthly fee and
unlimited access is granted to the WiFi network.

FTTB Services. For FTTB service we offer an unlimited tariff plan and tariff plans which depend on traffic volume
and speed of connection. Unlimited tariff plans offer a convenient solution for active Internet users that use Internet to
download large volumes of data.

Currently, we offer prepaid tariff plans for all mass market services. Our customers can purchase scratch cards
from a point of sales, pay through an electronic payment system, or make a payment at one of our sales offices. We
use our distribution network to communicate with our subscribers and for trade marketing activities. Moscow and
regional subscribers can call our call center for customer and technical support.

Competition

In Moscow, we have the largest market share of the WiFi market. The remaining market share is divided between
Comstar and Tascom. In 2007, our share in the Russian broadband market was 11%. Our main competitors in the
broadband market are Svyazinvest companies, Comstar UTS, NAFTA and some other local home networks providers.

Mobile Services
Golden Telecom GSM

We operate a cellular network using GSM-1800 cellular technology in Kiev and Odessa, Ukraine, where our
network covers an area with a population of approximately 3.9 million people. Golden Telecom GSM launched
cellular operations with a license allowing it to offer services in Kiev and the Kiev region and later it obtained a
national operating license and commenced operations in Odessa. However, during 2001 our mobile operations in
Ukraine were under strong competitive pressure leading to an overall decline in our mobile revenues. In 2002, we
evaluated alternative strategies for our mobile operations, and refocused our mobile operations as an additional service
offered to high-end mass market and business customers. In 2004, we became more active in the prepaid market. In
2006 and 2007, we faced aggressive competition both from existing carriers and new market entrants.

In 2006, we acquired a GSM-1800 radio frequency license for an additional 22 regions of Ukraine. This license
provides us with a potential customer base of 38.1 million people, or approximately 81% of the Ukrainian population,
compared with our previous coverage of 5.1 million people. In 2006, we entered into the agreement with ZAO
Ukrainian Radio Systems ( URS ), a subsidiary of VimpelCom, for the provision of roaming services. This agreement
enables our mobile customers to use the national roaming services of URS nationwide network. In addition, we plan
to provide mobile over broadband services in Ukraine. We announced the commencement of construction of FMC
network in Ukraine. The FMC network combines the advantages of fixed-line and mobile communications and will be
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the first converging communications network in Ukraine. To date, we have deployed the FMC network in Kiev and
Odessa based on our existing GSM-1800 networks. We expect to complete network testing and launch commercial
operations during second and third quarter in 2008.

16

Table of Contents

33



Edgar Filing: GOLDEN TELECOM INC - Form 10-K

Table of Contents

In Russia we provide mobile services in Moscow via a GSM network. During the second half of 2007 we switched
our DAMPS customers onto a GSM network. We offer GSM services in Moscow via a commercial arrangement with
VimpelCom. Currently, our high-usage mobile subscriber base in Moscow is approximately 24,520 customers.
Services and Customers

Mobile Services. We provide two types of mobile services to our clients: a basic service for prepaid calling card
clients and an expanded service for subscription clients, including international roaming with 164 operators in 82
countries, and value-added services such as voicemail, call forwarding, conferencing, a broad range of short message
service, or SMS, and voice information services.

Our customer base includes both private and corporate users. The customers base changed in 2004 due to the rapid
growth of prepaid service users. In December 2005, prepaid subscribers constituted more than half of our subscriber
base. The remaining subscriber base was represented primarily by the high-end mass market and business customer
segments. During 2005, our subscriber base decreased due to competitive pressures. However, due to aggressive
pricing and other conditions introduced by GTU in December 2005, the subscriber base remained stable during 2006.
In 2007, due to aggressive competition and a delay in the FMC launch our subscriber base declined. Following the
launch of the FMC services in 2008, we expect an increase in our market share of the Ukrainian mobile market.
Marketing and Pricing

Our network has the widest frequency bandwidth allocated to any cellular operator in Kiev, which allows us to
deploy a high quality network throughout the city and thus market ourselves as a quality service provider. Due to the
highly competitive nature of the cellular market in Kiev, our main focus is to provide flexible and competitive tariff
structure in two target markets. We present our subscription service as an affordable and quality service to private and
business users, which have high level of usage within their home base primary location. Furthermore, we provide our
customers with flexible tariff plans and a variety of basic value-added services. Our international and roaming tariff
plans are still among the most attractive in the Ukrainian mobile market.

Our marketing strategy for prepaid services is based on providing competitive tariffs for mass-market users with
low traffic volumes.

Our sales force in Kiev consists mainly of direct sales representatives, whereas in Odessa we use both a direct sales
and alternative distribution channels, such as retail dealers. Our strategy is focused on rapid subscriber growth
following the introduction of the FMC services and regional expansion.

Competition

The Ukrainian cellular market is highly competitive and is dominated by UMC and Kyivstar. In 2007, Astelit, a
newcomer to the Ukrainian mobile market, gained 16% of the market share, whereas URS gained 5% of the market.
Besides UMC and Kyivstar, which provide nationwide coverage, Astelit and URS provide coverage in every city with
population of more than fifty thousand people. Currently, Astelit and URS are actively investing in further network
development. On December 31, 2007, the Ukrainian cellular market reached approximately 55.6 million subscribers
with 120% SIM-card penetration rate. Together, UMC and Kyivstar have approximately 79% of the market share.

In 2007, Ukrtelecom introduced a new technology, 3G mobile networks, in Kiev, Kharkov, Odessa, Lviv, Donetsk
and Dnepropetrovsk, under well recognized brand Utel. Ukrtelecom combined its 3G network with the URS network
under a national roaming agreement. During 2008, Ukrtelecom plans to launch 3G network in 26 major Ukrainian
cities. In 2007, Telesystems, a Ukrainian CDMA operator, launched CDMA-based 3G services with subscriber base
of approximately 87,000 customers.

As of December 31, 2007 we had a subscriber base of more than 36,500 customers with average revenue per month
of approximately $15 per user, which currently is the highest average revenue, per user, on the Ukrainian mobile
market.

Website Access to Our Filings

We provide public access to its annual report on Form 10-K, quarterly reports on Form 10-Q, current reports on
Form 8-K, and amendments to these reports filed with the SEC under the Securities Exchange Act of 1934. These
documents may be accessed free of charge on our website at the following address: http://www.goldentelecom.com.
These documents may also be found at the SEC s website at http://www.sec.gov. Also, copies of our annual report on
Form 10-K will be made available, free of charge, upon written request.
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Employees

As of December 31, 2007, we and our consolidated subsidiaries employed a total of 10,262 full-time employees
and our ventures employed 99 full-time employees. As of December 31, 2006, we and our consolidated subsidiaries
employed a total of 4,218 full-time employees and our ventures employed 108 full-time employees. Included in the
number of full-time employees were 10 and 9 expatriates as of December 31, 2007 and 2006, respectively.

We do not have any collective bargaining agreements with our employees, and we believe that our relations with
our employees are good. We believe our future success will depend on our continued ability to attract and retain
highly skilled and qualified employees.
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Significant Licenses

Our subsidiaries hold the following licenses in Russia, Ukraine, Kazakhstan and Uzbekistan, which are important
to their operations. Renewal applications will be applied for all licenses expiring in 2008 where necessary.

License
Sovintel
GTU
GTU

ADS
Buzton

Sovintel

SA-Telcom

Sovintel

Sovintel
GTU

GTU

Buzton
Buzton

GTU
GTU
GTU
GTU

Sovintel

ADS
Dicom
SA-Telcom

Table of Contents

License
License Region (s) Number
Local Communications Services

Moscow, St. Petersburg 44382
Kiev, Kiev Region, Odessa Region 364688
Ukraine (excluding Kiev, Kiev Region, 223392
Odessa, Odessa Region)

Nizhny Novgorod Region 35438
Uzbekistan 0000663

Leased Communications Circuits

Moscow, Moscow Region, St. Petersburg, 41506
Leningrad Region
Kazakhstan 001672

Expiration Date
September 21, 2011
October 12, 2012
January 28, 2009
October 5, 2010
July 4, 2011
July 5, 2011

Unlimited

Voice Communication Services in Data Transmission Networks

Russian Federation 39543

International and National Communications Services

Russian Federation 32041
Kiev, Odessa, Odessa Region, Donetsk, 223393
Donetsk Region, Kharkov, Kharkov Region,

Lvov, Lvov Region, Dnepropetrovsk,

Dnepropetrovsk Region

Ukraine (excluding Kiev, Odessa, Odessa 223394
Region, Donetsk, Donetsk Region, Kharkov,

Kharkov Region, Lvov, Lvov Region,

Dnepropetrovsk, Dnepropetrovsk Region)

Uzbekistan 0000661
Uzbekistan 0000819

Mobile Communications Services

Kiev Region 364703
Kiev, 364704
Ukraine (excluding Kiev, Kiev Region) 223390
Kiev Region 364703
Telematic Services

Moscow, Moscow Region, St. Petersburg, 27309
Leningrad Region

Nizhny Novgorod Region 37603
Moscow, Moscow Region 40966
Kazakhstan 001817

Intra-zonal Communications Services

March 15, 2011

May 31, 2012
December 31, 2013

January 28, 2014

January 14, 2010
January 14, 2010

July 7, 2014
May 18, 2021
January 28, 2009
July 7, 2014

August 18, 2008
December 23, 2010

July 5, 2011
Unlimited
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Moscow, St. Petersburg 45074

Nizhny Novgorod Region 35439
Data Transmission Services

Moscow, Moscow Region, St. Petersburg, 27310

Leningrad Region

Uzbekistan 0000664

Kazakhstan 0000032

Radio Frequencies
Kiev, Sevastopol, Dnepropetrovsk Region, 364700
Donetsk Region, Kharkov Region, Odessa
Region,
19

October 24, 2011
October 5, 2010

August 18, 2008
August 29, 2011

Unlimited

April 20, 2016
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License

License License Region (s) Number Expiration Date

Zaporozhye Region, Kiev Region, Lugansk

Region, Lvov Region, Poltava Region,

Vinnitsa Region, Zhitomir Region, Suma

Region, Kherson Region, Khmelnitsk

Region, Ivano-Frankovsk Region, Volyn

Region, Zakarpatye Region, Kirovograd

Region, Rovno Region, Ternopol Region,

Cherskassk Region, Chernigov Region,

Chernovets Region, Crimea

Communications Services for the Purposes of Cable Broadcasting

Sovintel Russian Federation 55387 Being issued

Investelectrosvyaz Moscow, Moscow Region 44053 September 21, 2011

GTU Kiev 0206-11 May 18, 2017
Communications Services for the Purposes of TV Broadcasting

Kolangon-Optim Moscow, Moscow Region 42006 Junel9, 2011

Kolangon-Optim St.-Petersburg, Leningrad Region 43265 July 28, 2011

The Environment in Which We Operate
This section provides an overview of some of the key features of the markets where we operate and derive
substantially all of our revenue. These overviews focus on our two largest markets, Russia and Ukraine and include:
An overview of the telecommunications markets;

An overview of the political environment; and

An overview of the legal and regulatory regimes.
Overview of Telecommunications Markets in Russia and Ukraine

The Telecommunications Market in Russia. Prior to the early 1990s, the public telecommunications network in the
former Soviet Union was inefficient, unreliable and underdeveloped relative to the networks in more-developed
countries. In the early 1990s, the Russian Ministry of Telecommunications, which had formerly controlled the Soviet
telecommunications infrastructure, ceded operational control to a single long distance and international carrier,
Rostelecom, and 80 incumbent regional operators, including four independent city networks in Moscow, St.
Petersburg and two other cities. The local telcos provide local exchange services for customers within their regions,
but since February 2003 they are obligated to provide access to DLD/ILD services. In the incumbent network DLD
calls to and from areas outside the local telcos service area, as well as ILD calls, are switched through Rostelecom,
which interconnects with the local telcos to complete DLD calls and with foreign carriers to complete ILD calls.

On June 7, 2003, the Russian President signed the Telecommunications Law which came into effect on January 1,
2004. The Telecommunications Law clarifies areas, which were poorly defined, such as interconnect and licensing
arrangements, however, certain supporting regulations for the Telecommunications Law have not been passed. See

Corporate History and Development in this section and Management s Discussion and Analysis of Financial Condition
and Results of Operations for a discussion of the effect of the Telecommunications Law on our business, a discussion
of our new DLD/ILD license and the creation of our own FTN designed to satisfy the requirements of our new license
and new numbering capacity and interconnect rules.

The Telecommunications Law introduced the concept of the USF. All telecommunications companies are expected
to contribute to the USF which is designed to support the development of telecommunications infrastructure which is
deemed to be economically unviable but socially necessary. We are currently paying to the USF 1.2% of our total
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revenue from telecommunication services provided to end users. See Management s Discussion and Analysis of
Financial Condition and Results of Operations for a discussion of legislation related to USF charges.

Under the Telecommunications Law, interconnect regulation becomes, in theory, more transparent. The
Telecommunications Law states that any telecommunications operator which has a significant presence in a given
market must provide interconnect arrangements to all operators. This section of the Telecommunications Law is
designed to eliminate the discrimination which is experienced by telecommunications operators when attempting to
interconnect with regional incumbents.

The Telecommunications Market in Ukraine. The evolution of the telecommunications sector in Ukraine is similar
to that in Russia. Over the last number of years, both incumbent and alternative CLEC operators in Ukraine completed
modernization of their networks in Kiev and in some other large Ukrainian cities and became more active in service
development.
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In contrast to Russia, there has been no privatization of the state-owned telecommunications sector in Ukraine.
Whereas privatization of Ukrtelecom, the Ukrainian incumbent public operator, was considered crucial for raising
funds for the state from 2004-2006, several changes in priorities and political positioning have resulted in delays. To
date, only 7% of Ukrtelecom has been privatized, to employees and managers. The new Ukrainian government is
considering plans for privatization of 67% of Ukrtelecom s shares by open auction in 2008. The privatization of
Ukrtelecom should be completed during the first half of 2008.

Since August 2004, the Ministry of Transport and Telecommunications was the regulatory body that oversaw the
Ukrainian telecommunications industry. The Ministry of Transport and Telecommunications was responsible for
licensing, and setting tariff regulations. As of January 2005, National Commission of Telecommunications Regulation
received the abovementioned functions.

Ukrtelecom is the main provider of fixed voice telecommunications and Internet services in Ukraine. Ukrtelecom is
a joint stock company owned 93% by the State Property Fund with 31 branches, 27 of which represent the company in
each region of Ukraine. Ukrtelecom holds national transmission networks, along with broadcasting, research and
satellite assets. Ukrtelecom also put into operation a third generation ( 3G ) mobile services network under the
well-known brand Utel. Ukrtelecom also owns shares in five other Ukrainian telecommunication companies.

The remaining market is divided between three other major players: GTU, SCM s telecom assets group, Datagroup
and Volia, the number one broadband and cable TV provider in the Kiev market (based on DOCSIS technology).

Public switched voice telephony in Kiev is delivered through a layered hierarchy similar to that used in Moscow.
We connect our customers using our local access network with fiber optic and copper-based facilities, which provide
direct interconnection with the Kiev city telephone network.

The Ukrainian mobile telecoms market is currently served by seven operating companies. This market is highly
competitive and dynamic. GTU commenced operations in accordance with its GSM-1800 license in late 1996. During
2007 Ukrtelecom and Telesystems launched 3G mobile services network and UMC completed rebranding to MTS.
Overview of the Political Environments in Russia and Ukraine

Russia s Political Environment. Since the dissolution of the Soviet Union in December 1991, Russia has been in
the process of a substantial political transformation. The Russian Constitution, ratified in 1993, establishes a
three-branch governing system that replaced the Communist Party dominated Soviet system. The three-branch system
consists of a powerful executive branch led by the President, a bicameral legislative branch with an upper assembly,
the Federation Council, and a lower assembly, the State Duma, and a judicial branch, which is still underdeveloped.
On March 14, 2004, Vladimir Putin was elected to a second presidential term. Under the Russian Constitution, no
person may serve more than two terms as President. The last presidential election was held in March 2008, and
Dmitry Medvedev was elected as President. Mr. Putin has indicated that he may serve as Prime Minister. On
December 2, 2007, the State Duma held elections in which the United Russia party, which was supported by
Mr. Putin, received the majority of the popular vote and will have the majority of the seats in the State Duma.

Ukraine s Political Environment. Ukraine declared independence from the Soviet Union in 1991. Since that time,
Ukraine has established a three-branch system of government similar to that in Russia. Following a period of
significant political debate, the new Ukrainian Constitution was ratified in June 1996. Independent Ukraine s first
President, Leonid Kravchuk, led the country through a period of significant economic and social decline. Following
the 1995 presidential elections, Leonid Kravchuk was succeeded by Leonid Kuchma. Ukraine is one of the few former
Soviet republics to smoothly and peaceably transfer executive power. President Kuchma was re-elected for another
five-year term in November 1999. On January 10, 2005 Victor Yuschenko was declared the President after a divisive
presidential election against Victor Yanukovich. At the end of 2004, constitutional reform significantly reduced the
powers of the Ukrainian President in favor of the Ukrainian Prime Minister.

Until 2006, half of the members of the Verkhovna Rada (Ukrainian parliament) were elected by proportional
representation and the other half by single-seat constituencies. Starting with the 2006 parliamentary election, all 450
members of the Verkhovna Rada are elected by party-list proportional representation. In 2006, Ukraine experienced
political instability due to tensions between the President and the Prime Minister following the overturning of a
presidential veto on a law, which gave the Cabinet of Ministers more power.
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In 2007, Ukraine experienced continued political struggle for the position of the Prime Minister and new
parliamentary elections took place in the Verkhovna Rada during 2007. In September 2007 previously unscheduled
elections to the Verkhovna Rada took place and a new coalitional government was formed in December 2007. Yuliya
Timoshenko was proclaimed the Prime Minister on December 18, 2007. The leader of Nasha Ukraina Party, Arseniy
Yatsenyuk was assigned as the Speaker of Ukrainian Parliament. Currently, a new coalitional government is expected
to make many changes in political, social and economical areas. Furthermore, in 2007, Ukraine signed all the
necessary documents associated with entering the World Trade Organization ( WTO ) and in February 2008 Ukraine
joined the WTO.
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Overview of the Legal and Regulatory Regimes in Russia and Ukraine

Russia s Legal and Regulatory Regime. After the dissolution of the Soviet Union in December 1991, former
President Yeltsin and the Duma enacted legislation in an attempt to develop a legal framework to guide the transition
from a centralized command economy to a more market-oriented economy. Under pressure from the executive branch,
the Duma finally enacted a new Labor Code, which entered into effect in February 2002 and replaced the Labor Code
left over from the Soviet era. In 2006, there were significant changes to the Labor Code, particularly on the areas that
dealt with senior level management of companies.

Pursuant to the Telecommunications Law and subsequent governmental decrees, the Russian Ministry of
Telecommunications is assigned the authority to regulate and control the development of the communications industry
in Russia. Additional legislation defines the roles of other communications regulatory bodies, with the Russian
Ministry of Telecommunications exercising responsibility over supervising them. Rossvyaznadzor, which is now a
department of the Russian Ministry of Telecommunications, is empowered to issue licenses and certain permits
required for network operation and for the importation and use of telecommunications equipment. Rossvyaznadzor
conducts periodic inspections to determine an operator s compliance with the terms and conditions of its licenses and is
authorized to issue orders and instructions requiring operators to bring their network into compliance with their
licenses or to face fines and/or to suspend a license, or in the case of continued non-compliance, to initiate court
proceedings for the revocation of a license. In addition, entities such as Svyazinvest at the federal level, as well as
other entities in Moscow and St. Petersburg and other administrative regions within Russia exercise significant control
over their respective local telephone networks and may therefore affect the licensing process.

Legislation and normative acts specific to the telecommunications industry provide the regulatory framework that
guides our operations. The new Telecommunications Law came into effect in Russia on January 1, 2004, however,
some of the supporting regulations have not been enacted. See Corporate History and Development in this section and

Management s Discussion and Analysis of Financial Condition and Results of Operations for a discussion of the effect
of the Telecommunications Law on our business, a discussion of our new DLD/ILD license and the creation of our
own FTN designed to satisfy the requirements of our new license and new numbering capacity and interconnect rules.

The Telecommunications Law also sets forth general principles for the right to carry on telecommunications
activities, describes government involvement in telecommunications regulation and operation, establishes the
institutional framework involved in regulation and administration of telecommunications, and deals with various
operational matters, such as ownership of networks, protection of fair competition, interconnection, privacy and
liability. Separate legislation and administrative regulations implement this institutional framework.

Ukraine s Legal and Regulatory Regime. A primary contributor to the relatively slow pace of reform in Ukraine has
been the absence of a coherent and enforceable legal framework to facilitate widespread privatization of government
assets. However, in 2007, the Ukrainian Cabinet of Ministry confirmed the list consisted of 28 economic objects,
which includes Ukrtelecom, for primary privatization in 2008.

The regulatory framework governing the telecommunications industry in Ukraine significantly improved after the
new law On Communications came into force on December 23, 2003. The new law sets forth the general principles
for telecommunications activities, networks and services, including the relationships between operators and
customers. The new law established two new executive bodies the Central Executive Authority in the Communication
Sector ( CEACS ) and the NCCR to replace the former State Committee for Telecommunications.

CEACS retains mostly administrative functions in the telecommunications industry in Ukraine. CEACS develops
draft telecommunications laws and other legal documents, defines and monitors quality standards in
telecommunications services. NCCR retains regulatory functions in telecommunications and radio-frequency
utilization. It is also the central executive body with special status subordinated to the President of Ukraine. NCCR
supervises the observance of telecommunications law and quality control of telecommunication services. NCCR
assigns numbering capacity, grant licenses, registers services in the telecommunication sector, provides tariff
regulation, and applies sanctions to those that violate laws. On March 29, 2006, documentation governing the Public
Council which is affiliated to the NCCR was approved, intend for the Public Council to provide an environment where
the NCCR would consider public opinion during the discussion of related issues and decisions making concerning
those issues.
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The current situation in Ukraine shows that NCCR is not functioning as intended. For part of 2007, NCCR was
unable to make any decision on issues over which NCCR had regulatory authority. This situation led to the change in
the Constitution of Ukraine, which states that the President or the Cabinet of Ministers of Ukraine has authority to
form a proper functioning NCCR. Currently the issue is not solved. The NCCR is an organization which is controlled
by the President of Ukraine in accordance with the new law On Communications .

In February 2003, the Ukrainian Parliament adopted an amendment to the law  On Communications prohibiting all
telecommunications operators from charging their end-user customers for incoming calls, thus introducing the CPP
principle, which
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entered into effect on September 19, 2003. Additionally, on May 14, 2004 a special Order regulating settlements
between fixed, fixed wireless and mobile operators was adopted by the State Committee for Telecommunications of
Ukraine.

In addition to the CPP principle, state regulated tariffs for calls from the public switched telephone network to
mobile networks were introduced, thus allowing mobile operators to receive a share of revenue from calls made to
mobile networks. To effect CPP