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LETTER TO SHAREHOLDERS

2002 WAS TRULY
A REMARKABLE YEAR
IN GOLDEN TELECOM'S HISTORY

IT WAS the year in which we completed our biggest and most significant
acquisition to date: the purchase of the remaining 50% stake in Sovintel to
bring our ownership in Sovintel to 100%.

COMBINING our wholly-owned operations in Russia and the Commonwealth of
Independent States ("CIS") with those of Sovintel DOUBLES OUR SIZE in terms of
revenue and creates a more powerful company with unrivaled geographical reach,
integrated service offerings and a significant presence in the region's most

attractive markets.

ALTHOUGH we have dedicated the editorial section of this Annual Report to
explaining the various benefits this transaction brings to the company, allow us

to outline them briefly here.

WE LIKE to think of the Sovintel acquisition as something like putting together

a winning team of star athletes.

The individual players do not duplicate each

other's abilities, but rather complement and enhance each others' talents, so
that together, they make an UNBEATABLE TEAM that can outperform all its

competitors.

SOVINTEL and Golden Telecom complement each other's resources and capabilities
in many aspects: Sovintel has the strongest market position in Moscow among
alternative providers, while Golden Telecom has a significant regional and CIS
presence; Sovintel works primarily in voice telephony, while Golden Telecom is a
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prime provider of data networking and Internet access.

Over the past 10 years, Sovintel has built robust access networks in the Moscow
and St. Petersburg metropolitan areas, while Golden Telecom has assembled a
robust network in Kiev and vast intercity networks straddling the Eurasian
continent from Ukraine's border with Poland all the way to the Pacific Ocean in
Russia's Far East.

PUTTING Golden Telecom and Sovintel together creates THE LARGEST INDEPENDENT
PROVIDER in the region, with vast geographical coverage, a DOMINANT POSITION IN
ALL CORE MARKETS, and a wide range of services and considerable financial
strength that allows it to pursue even more ambitious goals.

GTI ANNUAL REPORT 2002

THE ALTERNATIVE fixed-line telecommunications market is probably the most
promising in the industry after cellular. The leader in this market today is
Golden Telecom.

VEDOMOSTI, "The 'Telecom System' Bids for Leadership" by Yuri Granovsky, May 14,
2002

GOLDEN TELECOM stands out as one of Russia's most ambitious and potent telecoms
players. ECONOMIST INTELLIGENCE, (EIU ViewsWire), August 20, 2002

LETTER TO SHAREHOLDERS

WE HAVE RETHOUGHT
OUR BUSINESS TO CREATE A MORE FOCUSED
AND CUSTOMER DRIVEN COMPANY.

WE HAVE rethought the fundamentals of our business and are restructuring our
internal operations to create a more focused and customer driven company. Now
that we have completed the Sovintel acquisition, we want to concentrate

our efforts on what we know best-FIXED LINE TELECOMMUNICATIONS.

WE HAVE restructured the Internet content part of our business to make it
operating cash flow neutral and to serve a support function for our primary
Internet product - consumer Internet access. We have also significantly reduced
investment in our mobile subsidiary, an established niche player in Ukraine, and
are now actively exploring various options to extract maximum value from this
asset.

WE HAVE now focused our efforts on what we like to refer to as the "THREE
PILLARS" of our business.

THE FIRST, and main, pillar is our SERVICES TO BUSINESS CUSTOMERS. This is the
core of our entire operation, a stable, profitable and growing business. It is
primarily for our business customers that we build and develop our networks. The
nature of this business requires us to make up front investments in the purchase
of large blocks of local numbering capacity and the installation of central
office switches. In addition, we usually elect to buy more long-distance or
interconnect capacity than our current traffic volumes require in order to
obtain deeper discounts from providers and to ensure the availability of
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adequate infrastructure as we grow. Since we are constantly striving to maximize
our capacity utilization, we have developed new products to fill the capacity
not currently utilized by our services to business customers.

GTI ANNUAL REPORT 2002

GOLDEN TELECOM is the only company whose primary business is in Russia (and the
CIS) while its shares (not depositary receipts) are traded on American stock
markets. This year's second quarter results...show an increase in the company's
net profits to $9 million —-- nearly one and a half times more than in the
previous quarter, when the company earned $6.2 million. IZVESTIA, August 8, 2002

CONSOLIDATION of the assets of Golden Telecom and Sovintel could lead to a
doubling of Golden Telecom's receipts.

PRIMETASS, August 2, 2002

LETTER TO SHAREHOLDERS

THIS IS where the other two pillars of our business come into play.

OUR SECOND pillar is the sale of various SERVICES TO OTHER TELECOM OPERATORS.
While this is decidedly a "wholesale" business, it is really quite different
from the high volume, low margin, volatile type of business one might expect it
to be.

OUR MAIN customers in this area are cellular operators. We have been selling
large blocks of our local numbering in Moscow to cellular operators since 1993.
For almost ten years, we have provided cellular customers with local as well as
domestic long-distance and international connectivity. This is a stable and
growing business with good margins. And we are constantly expanding our
services to cellular operators. At first, we provided only local numbering and
local and long-distance access, but now, we are building call center network
across Russia and base station networks in Moscow and St. Petersburg for some
of these companies.

WE ALSO resell excess international and domestic long-distance bandwidth that
we have leased for our business network to second-tier ISPs, in order to
provide them with IP-backbone access. We leverage our extensive "last mile" by
providing data networking services in Russia and the CIS to the multinational
customers of such international carriers as Sprint and Cable & Wireless. In
this case, we act as a distribution channel for their advanced Frame Relay
services in Russia. This business, too, has good margins and satisfactory rates
of growth.

AND FINALLY, we provide various long-distance voices and VoIP carrier services
to other operators. This is the traditional, price-sensitive, low-margin, high
volume part of the business. Here, we typically use the substantial outgoing
traffic generated by our business customers to attract and retain incoming
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traffic streams.
THE THIRD pillar of our business is CONSUMER INTERNET ACCESS.

BEING PRINCIPALLY a business services network, we experience significantly
reduced traffic loads during off-peak non-business hours. Since the late '90s,
we experimented with a modest dial-up Internet offering, and discovered that
providing Internet access allows us to utilize capacity more efficiently, by
offsetting the reduced demand placed on our network by business customers during
off-peak hours with the higher traffic volumes from home users of dial-up
Internet service during the evening and nighttime hours. Our wide presence
across Russia and the CIS provided us with the opportunity to develop the
country's first truly nationwide Internet access system. Our subscriber base
grew from approximately 86,000 in 2000 to approximately 242,000 at the end of
2002 and we are now firmly established as a major player with our 24% nationwide
market share.

GTI ANNUAL REPORT 2002

ACCORDING TO S&P (the Standard & Poor's agency) [Russian] companies are very
unenthusiastic about disclosing information on the remuneration of top managers.
The most open companies [in Russia] in this regard are MTS and Golden Telecom...
VEDOMOSTI, September 16, 2002

CONSIDERING fixed-line communications, a shining example is Golden Telecom,
which provides services in Kazakhstan (since 2000) and in Ukraine (since 1996).
KOMMERSANT, August 10, 2002
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LETTER TO SHAREHOLDERS

WE ARE POISED
FOR GROWTH IN UKRAINE.

EARLIER in the year, we were faced with an ongoing dispute between the former
management of our Ukrainian subsidiary (who were also our partners in the
venture) and the management of the state owned monopoly operator. As long as
these issues remained unresolved, we were unable to obtain additional
infrastructure in Ukraine, which in turn reduced our capacity roll-out plans and
adversely affected sales. We acted decisively and responsibly in this difficult
situation by replacing the management of the subsidiary and buying out our local
partners. After reestablishing a new working relationship with the monopoly
operator, we have been able to begin deploying additional infrastructure on
acceptable terms, and are now positioned to deliver growth in our Ukrainian
operations next year.

11
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FROM THE POINT of view of a portfolio investor, Golden Telecom is a very
interesting company: it has diverse business operations, and is one of the two
market leaders in all of its lines of business. INFORMKURIERSVYAZ, October 2002

GOLDEN TELECOM has announced the merger of four subsidiaries. The combined
company, with annual sales of $6 million, will have up to 50% of the Nizhny
Novgorod Internet services market and will become the largest regional
telecommunications services provider after OAO Volga Telekom. VEDOMOSTI,
October 4, 2002
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LETTER TO SHAREHOLDERS

WE HAVE CONSOLIDATED
OUR BUSINESS IN NIZHNY NOVGOROD.

WE HAVE consolidated our business in Nizhny Novgorod into a single company,
creating a leading alternative provider in Russia's third-largest city. We made
two acquisitions in Nizhny Novgorod in 2000 and 2001. Last year, we merged the
acquired entities with our local subsidiary, thereby consolidating our market
position in this important market and creating a full-service operator and a
market leader in the corporate segment. Our projects in Nizhny Novgorod are
worth highlighting here for two reasons:

FIRST, our experience in Nizhny Novgorod is an excellent example of our
REGIONAL STRATEGY IN ACTION. Essentially, our regional strategy attempts to
take the successful Moscow CLEC model, as exemplified by Sovintel, and
replicate it in the most economically developed cities across Russia.

SOVINTEL'S success 1is based to a considerable extent on its high degree of
independence from local incumbents due to its direct ownership of both local
numbering (which allows interconnection to the PSTN) and customer access
infrastructure. To achieve the same level of independence from incumbents in
regional cities, we will need to ensure sufficient interconnection with the
local PSTN and an adequate access network.

WE CAN achieve this in one of three ways: through a "greenfield" operation, by
organically developing the necessary infrastructure through our existing local
subsidiaries or through the acquisition of other existing local
providers-whichever approach works best in a particular location. In Nizhny
Novgorod, for example, the circumstances were such that, rather than trying to
obtain local numbering for our existing subsidiary there, we found it more
efficient to buy a competing alternative provider that already had secured
numbering and PSTN interconnect and then merge it with our other subsidiaries.
In addition the acquired entity already had a substantial copper access network
of its own.

SECOND, THE REGIONAL SEGMENT IS A VERY HIGH-GROWTH SEGMENT OF OUR BUSINESS. Our
Nizhny Novgorod operations grew by more than 30% in 2002. We believe that our
long-term growth potential lays in the regions.

13
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GOLDEN TELECOM provides telecommunications services to US delegation and White
House press corps during Russian-American summit.

HEADLINE FROM AGENCY OF BUSINESS NEWS (ABN), MAY 24, 2002

ROL will serve as the presenting sponsor of a concert by the legendary group
SCORPIONS in Nizhny Novgorod [and 14 other Russian cities]. REGION-INFORM,
OCTOBER 2, 2002
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LETTER TO SHAREHOLDERS

THE COMPANY'S
FINANCIAL PERFORMANCE
IN 2002 WAS EXCELLENT.

HERE are just a few highlights. We began consolidating Sovintel at the end of
the 3rd quarter, and this has boosted our consolidated revenue results.
CONSOLIDATED REVENUES INCREASED BY 42% COMPARED TO 2001.

THE RATIONALIZATION of our corporate structure has led to significant cost
savings. Together with Sovintel consolidation it has contributed to the
reduction in our selling. GENERAL AND ADMINISTRATIVE EXPENSES from 35% of
revenues in 2001 to 23% in 2002.

WE INCREASED our number POPs from 140 to 149, and have organically grown our
Internet subscriber base by 30%, from approximately 186,000 to 242,000
customers.

MOST IMPORTANTLY, 2002 was the first year that Golden Telecom has shown a
profit. In fact, WE WERE PROFITABLE IN EACH OF THE FOUR QUARTERS THIS YEAR.

We view these significant levels of profitability as a clear signal that the
strategic direction we have chosen for the company is the correct one. WE LOOK
INTO THE FUTURE WITH OUR CONFIDENCE AND OPTIMISM STRONGER THAN EVER BEFORE.

/s/ P. AVEN
P. AVEN
Chairman, Board of Directors, Golden Telecom, Inc.

/s/ A. VINOGRADOV
A. VINOGRADOV
President and CEO, Golden Telecom, Inc.

15
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IN THE OPINION of telecommunications analysts, the Moscow-based operators with
the most highly developed regional networks are Golden Telecom (the TeleRoss
network) and Equant. In September, the President and CEO of Golden Telecom,
Alexander Vinogradov, declared his intention to expand the holding company's
presence in regional markets. VEDOMOSTI, October 24, 2002

GOLDEN TELECOM ADOPTED SOVINTEL

A TRANSACTION was concluded within the Russian telecommunications market which

will change the line-up of alternative operators forces. GAZETA, March 18, 2002

16
LETTER TO SHAREHOLDERS
DIAL-UP INTERNET SUBSCRIBERS
(BAR CHART)
1998 4 261
1999 18 599
2000 85 833
2001 185 628
2002 242 155
CONSOLIDATED REVENUE (in millions)
(BAR CHART)
1998 $ 86.1
1999 $ 97.9
2000 $113.1
2001 $140.0
2002 $198.7
OPERATING CASH FLOW (in millions)
(BAR CHART)
1998 $ 1.3
1999 $16.4
2000 $18.1
2001 $24.5
2002 $50.7

17
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THE TEAM

"WE LIKE TO THINK OF THE SOVINTEL ACQUISITION AS SOMETHING LIKE PUTTING
TOGETHER A WINNING TEAM OF STAR ATHLETES. THE INDIVIDUAL PLAYERS DO NOT
DUPLICATE EACH OTHER'S ABILITIES, BUT RATHER COMPLEMENT AND ENHANCE EACH OTHERS'
TALENTS...FROM LETTER TO SHAREHOLDERS

THE FOLLOWING section explores the exceptional strategic fit between Golden
Telecom and Sovintel and shows how the various unique "talents" of these
individual players are being combined to create a team that is clearly greater
than the sum of its parts, capable of achieving much more than either company
could on its own.

19
(PHOTO)
THE TEAM

WHAT EXACTLY DIFFERENTIATES
AN INCUMBENT OPERATOR?

WHAT EXACTLY differentiates an incumbent operator from an alternative one -
besides the obvious fact that the incumbent, by definition, was already present
in the market at the time the alternative entered? A typical incumbent
providing end-user services should also exhibit some or all of the following
features: it should enjoy a significant market share, own a broad array of
telecommunications licenses, have its own access lines to practically all of
its customers, own a segment of the national numbering plan, and have
interconnectivity with the public switched telephone network at various levels.
Taken individually, neither Golden Telecom nor Sovintel possessed all of these
resources, but when they are considered as a single entity, they do. Bringing
together Sovintel's operations with those Golden Telecom has created more than
just a bigger alternative operator. The size of the merged company, its market
position, the infrastructure it has developed over the past ten years, the
number and the scope of the licenses it holds, and its status as a part of the
PSTN make it evident that Golden Telecom should be described as an incumbent
operator with a focus on the corporate market, i.e. A CORPORATE INCUMBENT.

21
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THE TEAM

GEOGRAPHIC FOOTPRINT

GOLDEN TELECOM has a regional presence in 149 metropolitan areas throughout
Russsia and the CIS and a leading market position in Kiev, Ukraine. Sovintel
dominates in Moscow and has a strong foothold in St. Petersburg. The
combination of the two companies results in an entity with operations that span
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from Ukraine's western border with Poland all the way to Vladivostok on the
Pacific Ocean in Russia's Far East, with a significant presence and leading
market position in each of the largest and economically most important
metropolitan areas in between - Kiev, Moscow, St. Petersburg, Nizhny Novgorod.

23
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THE TEAM

SERVICE RANGE
AND MARKET POSITION

GOLDEN TELECOM is an established leader in corporate data networking in Russia
and Ukraine, while Sovintel is the largest alternative voice services provider
in the region. Together, they are the biggest independent provider of
telecommunication services to corporations and carriers in Russia and the CIS,
with an exceptionally wide range of service offerings. 1In addition, precisely
because Golden Telecom and Sovintel are so different in their service
offerings, there are enormous cross-selling opportunities.

25
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THE TEAM

NUMBERING CAPACITY
AND LICENSES

GOLDEN TELECOM owns local numbering capacity in Moscow. Historically, some of
these numbers were resold to Sovintel, which, in its turn, marketed them to
end-users. Joining forces makes sound business sense, as a single entity now
owns the local numbers it sells. ON THE OTHER hand, while Sovintel does not have
local numbering capacity of its own, it does have close to 8 million numbers in
non-geographic area codes of the national public switched telephone network.
With Sovintel becoming part of Golden Telecom, its 8 million non-geographic
numbers can now be made available to Golden Telecom's regional customers. THE
COMBINED company thus has one of the most essential features of a true
incumbent - its own local numbering plan in its major centers of operation, as
well as the opportunity to further develop a nationwide presence using its 8
million numbers in the non-geographic area codes of the public switched
telephone network. GOLDEN TELECOM and Sovintel are also an exceptional fit in
regard to operating licenses, as Sovintel brings it extensive international
long-distance license to the broad portfolio of licenses already owned by
Golden Telecom.

27
(PHOTO)

THE TEAM

INFRASTRUCTURE
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GOLDEN TELECOM has assembled a formidable inter-city long-distance network
across eight CIS countries through various lease agreements, and has also built
up its own substantial transport capacity in Moscow, while Sovintel has
concentrated on developing access infrastructure within Moscow and St.
Petersburg.

29

(PHOTO)

THE TEAM

MANAGEMENT TEAM

BY BRINGING executives from Sovintel and Teleross together to run the new Golden
Telecom, we have not only ensured the smooth integration of the operations of
the two companies, but have also created a truly international management team
that combines a Western style of management with a knowledge of the intricacies
of the local market environment.

31
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THE TEAM

FINANCIAL STRENGTH

BOTH Golden Telecom and Sovintel are very strong financially, and putting them
together does not simply combine their respective financial strengths, but
amplifies and leverages it even further. The group now anticipates access to
larger sources of capital - a distinctive advantage in a market that is
currently undergoing a dynamic process of consolidation.

33
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FOR NOTES
35
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SELECTED FINANCIAL DATA

FINANCIAL REVIEW

The following selected historical consolidated financial data at December 31,
and for all of the years presented are derived
statements of Golden Telecom, Inc which have been

1998, 1999, 2000, 2001 and 2002,

from consolidated financial

audited by Ernst & Young (CIS) Limited, independent auditors. The data should be

read in conjunction with the consolidated financial statements,

and other financial information included in this document.

1998

STATEMENT OF OPERATIONS DATA:
REVENUE S + v vttt et ettt ae ettt eeeeeeeeeeeeneeeeeeeeeneeeeeeeennnn $ 86,086
Cost of revenues (excluding depreciation and amortization) ..... 43,574
[ T = T (1= ek i 5 o U 42,512
Selling, general and administrative (excluding depreciation

TSRt =111 s wils 72 wils I o 1) J 45,327
Depreciation and amortization ....... ...ttt eennnn 16,709
Abandonment and restructuring charge ........c.c.ciiiiiitiinnnnn.. -
Impairment Charge . ...ttt ittt et e e ettt et aeeeeeeeeeaeanns -
Income (loss) from operations ... ...ttt eeeeeeeeennnenns (19,524)
Equity in earnings (losses) of ventures ..........ceueiiueeeeennn 2,559
Interest income (expense), Net ... ..ttt ittt eeneeeeeennenns (3,003)
FOreign CUXTENCY L1OSS vt v ittt ttneeeeeeeeeeeeeeeeeeneeeeeeeeenns (7,452)
Minority dnterest ...t ittt e e e e et e e e et (1,040)
Other non-operating eXPeNSE ...ttt ittt ittt eeneeeeeeeanns -
Provision for 1nCome taXesS ... ii ittt tneeeeeeeeeeeeneeneeens 5,184
Net income (loss) before cumulative effect of change in

accounting pPrinciple ..ottt it e e e e e e e e e e (33,644)
Cumulative effect of change in accounting principle ............ -
Net 1ncComMe (L10SS) vt ittt it e ettt et et et e ettt et e e (33,644)
Net income (loss) per share before
Cumulative effect of change in accounting principle -

0= = 1o (0 (3.17)
Cumulative effect of change in accounting principle ............ -
Net income (loss) per share — basic (1) ...t iiin e eennnnns (3.17)
Weighted average shares — basic (1) ...ttt eennnnns 10,600
Net income (loss) per share before cumulative effect of change

in accounting principle - diluted (1) ...t ineenennn. (3.17)
Cumulative effect of change in accounting principle ............ -
Net income (loss) per share — diluted (1) ...t (3.17)
Weighted average shares — diluted (1) ...ttt eennnnns 10,600

related notes,

FOR THE YEARS

(IN THOUSANDS, EX

$ 97,931 $113
40,516 50
57,415 62
41,011 45
28,143 31
19,813
(31, 552) (15
(6,677)
2,814 7
(2,739)
(1,477)
6,823
(46,454) (10
(46,454) (10
(3.38) (
(3.38) (
13,736 24
(3.38) (
(3.38) (
13,736 24

11
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AT DECEMBER 31
1998 1999 2000
BALANCED SHEET DATA: (IN THOUSANDS)
Cash and cash equivalents ...t inenennnnneens $ 14,164 $162,722 $ 57,889
Investments available for sale ........iiiiiiiinennn. —— —— 54,344
Property and equipment, net ......... ...t 52,186 62,176 82,377
Investments in and advances to ventures .............. 46,519 45,196 49,629
Goodwill and intangible assets, net ...............0... 71,924 53,467 70,045
Total @SS S vttt ittt ettt et te ettt ee e 235,849 366,624 348,456
Total debt, including current portion ................ 24,459 28,029 18,997
Minority dnterest ... ..ttt e e e e e 7,993 2,816 3,337
Shareholders' equUity ..ttt ittt ettt 168,783 288,552 283,193

(1) Per share amounts in this table were calculated based upon the assumption
that the 10,600,000 common shares issued in connection with the formation of
the Company are outstanding for all periods prior to September 30, 1999.

Refer to Note 3 to the Consolidated Financial Statements for descriptions of
recent acquisitions that impact the comparability of financial information.
Other business combinations not disclosed in the footnotes were as follows:

In February 1998, the Company acquired the remaining interest in Sovam Teleport
for cash consideration of $5.0 million. In July 1998, the Company acquired the
remaining interest in GTS Vox Ltd., the holding company for TCM, for cash
consideration of $37.0 million. In June 1998, the Company increased its
beneficial interest in Golden Telecom (Ukraine) to 56.75% for cash consideration
of approximately $9.8 million. The Company began consolidating Sovam in February
1998 and TCM and Golden Telecom (Ukraine) in July 1998. In August 1999, the
Company increased its beneficial ownership in TCM from 95% to 100% Goodwill in
the amount of $3.2 million was recorded by the Company.

An affiliate of ING Barings which indirectly owned 12.25% of Golden Telecom
(Ukraine), contributed its indirect interest in Golden Telecom (Ukraine) to a
wholly owned subsidiary of Golden Telecom, Inc., upon the consummation of the
offering on September 30, 1999 in exchange for 420,000 newly issued shares of
common stock of the Company. In accordance with the subscription agreement filed
with the SEC at the time of the Initial Public Offering, an additional 30,000
shares of common stock in the Company were issued in full and final settlement
to the affiliate of ING Barings. Our beneficial interest in Golden Telecom
(Ukraine) increased from 56.75% to 69% as the result of this transaction.

In June 1999, the Company acquired the assets of Glasnet, a Moscow based
Internet Services Provider ("ISP"). In July 1999, the Company acquired a 75%
interest in SA Telcom LLP, a telecommunications and data services provider in
Kazakhstan. In December 1999, the company acquired the assets of Nevalink, an
ISP, and of full-equity ownership of NevaTelecom. Both Nevalink and Neva-Telecom
provide telecom and Internet services to the St. Petersburg market. These

12
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acquisitions were purchased for approximately $2.5 million in cash.

Refer to Note 2 to the Consolidated Financial Statements for a description of
the change in method of accounting for goodwill in 2002.

38

FINANCIAL REVIEW

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

The following discussion and analysis relates to our financial condition and
results of operations of the Company for each of the years ended December 31,
2002, 2001 and 2000. This discussion should be read in conjunction with the
"Selected Historical Consolidated Financial Data" and the Company's Consolidated
Financial Statements and the notes related thereto appearing elsewhere in this
Report.

OVERVIEW

We are a leading facilities-based provider of integrated telecommunications and
Internet services to businesses and other high-usage customers and
telecommunications operators in Moscow, Kiev, St. Petersburg, Nizhny Novgorod
and other major population centers throughout Russia and other countries of the
Commonwealth of Independent States ("CIS"). We organize our operations into the
four business groups, as follows:

o Competitive Local Exchange Carrier ("CLEC") Services. Using our local access
overlay networks in Moscow, Kiev, St. Petersburg and Nizhny Novgorod, we
provide a range of services including local exchange and access services,
international and domestic long distance services, data communications,
Internet access and the design of corporate networks;

o Data and Internet Services Using our fiber optic and satellite-based
networks, including 149 combined points of presence in Russia, Ukraine and
other countries of the Commonwealth of Independent States, we provide data
and Internet services including: (a) Business to Business services, such as
data communications, dedicated Internet access, web design, web hosting,
co-location and data-warehousing: and (b) Business to Consumer services,
such as dial-up Internet access and web content offered through a family of
Internet portals;

o Long Distance Services Using our fiber optic and satellite-based network, we
provide long distance voice services in Russia; and

o Mobile Services Using our mobile networks 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 offer all of our integrated tele-communication services under the Golden
Telecom brand and our Internet services under the ROL brand in Russia.

Additionally, we hold a minority interest in MCT Corp ("MCT"), which in turn
has ownership interests in 18 mobile operations located throughout Russia and in
Uzbekistan and Tajikistan. We treat our ownership interest in MCT as an equity

13
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method investment and are not actively involved in the day-to-day management of
the operations.

In July 2002, we merged the existing operations of Agentstvo Delovoi Svyazi
("ADS"), Commercial Information Network ("KIS") and TeleRoss Nizhny Novgorod to
create the leading corporate telecommunications provider in Russia's third
largest city, Nizhny Novgorod. This market is significantly less developed than
the Moscow market and we anticipate significant growth next year from this
entity. We previously owned 51% of ADS, 56% of KIS and 95% of TeleRoss Nizhny
Novgorod. As a result of the merger, we currently own 58% of the merged
operations.

39
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Most of our revenue is derived from high-volume business customers and carriers.
Our business customers include large multi-national companies, local
enterprises, financial institutions, hotels and government agencies. We believe
that the carriers, including mobile operators, which contribute a substantial
portion of our revenues, in turn derive a portion of their business from
high-volume business customers. Thus, we believe that the majority of our
ultimate end-users are businesses that require access to highly reliable and
advanced telecommunications facilities to sustain their operations.

We have traditionally competed for customers on the basis of network quality,
customer service and range of service offered. In the past several years, other
telecommunications operators have also introduced high-quality services to the
segments of the business market in which we operate. Competition with these
operators is intense, and frequently results in declining prices for some of our
services, which adversely affect our revenues. In addition, some of our
competitors do not link their prices to the dollar/ruble exchange rate, so when
the ruble devalues, their prices effectively become relatively cheaper than our
prices. The ruble exchange rate with the dollar has become relatively stable
since early 2000 and price pressures associated with devaluation have eased
considerably. We cannot be certain that the exchange rate will remain stable in
the future and therefore we may experience additional price pressures.

Since early 2000, we have witnessed a recovery in the Russian market, but with
downward pricing pressures persisting. The downward pricing pressures result
from increased competition in Russia and the global trend toward lower
telecommunications tariffs. In 2001 and 2002 our traffic volume increases
exceeded the reduction in tariffs on certain types of voice traffic. This is a
contributory factor to the increases in our revenue in 2001 and 2002. We expect
that this trend of year over year increases in traffic volume will continue as
long as the Russian economy continues to develop at its current pace.

Although we expect competition to continue to force the general level of tariffs
downward, we expect to mitigate partially the effects of this pressure by
seeking, where possible, further reductions in the settlement and
interconnection rates that we pay to other telecommunications operators. In
general, over time we expect settlement and interconnection rates to continue to
decline broadly in line with tariffs.

In order to handle additional traffic volumes, we have expanded and will
continue to expand our fiber optic capacity along our heavy traffic and high
cost routes to mitigate declines in traffic margins, reduce our unit
transmission costs and ensure sufficient capacity to meet the growing demand for
data and Internet services. As part of this strategy, we have acquired the
rights to use STM-16 fiber optic capacity on a Moscow to Stockholm route,
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significantly reducing our unit cost per E-1 fiber optic link on this route. In
September 2001, we acquired rights to use up to VC-3 fiber optic capacity on
major routes within Russia to support the increase in our interregional traffic
and our regional expansion strategy. We expect to continue to add additional
transmission capacity, which due to its fixed cost nature can initially depress
margins, but will ultimately allow us to improve or maintain our margins.

During 2001, our mobile operations in Ukraine were under strong competitive
pressure and average revenue per subscriber declined. In the fourth quarter of
2001 we reassessed our plans for this business and as a result we recorded an
impairment charge of $10.4 million. In line with our expectations revenues have
generally continued to decline, although, at the sam