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PART I. FINANCIAL INFORMATION

ITEM 1(a). CONDENSED CONSOLIDATED FINANCIAL STATEMENTS OF GOLDEN TELECOM, INC.

CURRENT ASSETS

GOLDEN TELECOM, INC.

CONDENSED CONSOLIDATED BALANCE SHEETS
(IN THOUSANDS, EXCEPT SHARE DATA)

DECEMBER 31, JUNE
2001 200
(AUDITED) (UNAUDI

ASSETS
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Cash and cash eguivalents ...ttt ittt et eeeeeeeeeeeeeeennnans S 37,404 S 51
Investments available for sale .... ..ttt ittt eeeeeeeenenan 8,976 1
Accounts receivable, nNet . ...ttt et et e e e e e 21,875 24
Prepald EXPENSE S i ittt ittt e e e e e et 6,356 6
Other CcUrrent asSet s ittt ittt ittt ittt it ettt ettt ettt aeeeeeenens 10,124 10
TOTAL CURRENT ASSE TS it ittt it i et ettt ettt et ettt ettt eeneneneneas 84,735 94
Property and equipment, net of accumulated depreciation of $49,263 and
$58,521 at December 31, 2001 and June 30, 2002, respectively.... 98,590 98
Investments in and advances tO VENLUTEeS . ... it ii ittt ttneeneeneennn 45,981 46
Goodwill and intangible assets:
Goodwill, net of accumulated amortization of $51,213 as of
December 31, 2001 .. ittt ittt ittt ettt ettt et e e 18,723 17
Intangible assets, net of accumulated amortization
of $7,614 and $9,941 at December 31, 2001 and
June 30, 2002, respecCtively ...ttt ittt tneeeeeeeeeneeeens 38,423 35
Net goodwill and intangible assets . ...ttt eennnn 57,146 53
Restricted Cash ..ttt it et et e et e e et ettt e e e e 3,369 1
Other NoON—CUrrent aSSet S v ittt ittt ittt ittt ettt e et e eeeeeeeenenan 10,563 8
O T AL AS S E T S it i ittt ettt e et e et ettt ettt ettt S 300,384 S 302
See notes to condensed consolidated financial statements.
3
GOLDEN TELECOM, INC.
CONDENSED CONSOLIDATED BALANCE SHEETS
(IN THOUSANDS, EXCEPT SHARE DATA)
DECEMBER 31,
2001
(AUDITED)
LIABILITIES AND SHAREHOLDERS' EQUITY
CURRENT LIABILITIES
Accounts payable and accrued EXPENSES vttt eeeeeenneeeeeeens S 27,327
Debt maturing within one year ... ... ..ttt eieeeeannns 9,869
Current capital lease obligation ........uiii ittt eeeeeeeennnns 1,618
Due to affiliates and related parties ..... ..t nnnn. 180
Other current liabilities ...ttt ittt ettt teteeeeeeenenn 9,731
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TOTAL CURRENT LIABTILITTIES it ittt ittt ettt oo e eseeseeessassenssaseas 48,725
Long-term debt, less current portion ..........iiiiiiiineteennnnnns 3,337
Long-term capital lease obligation, less current portion .......... 7,396
Other non-current liabilities ...ttt ittt ettt teeeenenan 14,115
TOT AL LIABILTITIE S ittt i ittt et e e et oot oeoesossesssasoesssnssesssassas 73,573
Minority dntere st ..ot ittt it e e e et e e e e e e e e 5,967
SHAREHOLDERS' EQUITY
Preferred stock, $0.01 par value (10,000,000 shares authorized;
none issued and outstanding at December 31, 2001 and
June 30, 2002) it ittt et e e e e e e et ettt e e e e e —=
Common stock, $0.01 par value (100,000,000 shares authorized;
24,790,098 shares issued and 22,517,371 shares outstanding
at December 31, 2001 and 25,054,175 shares issued and
22,781,448 shares outstanding at June 30, 2002) ............ 248
Treasury stock, at COST ittt ittt et e ettt e (25,000)
Additional paid-in capital ...ttt it e e e et e 414,407
AccumUlated defdCot vttt ittt e e e e e e e e e e e e e e e e e e (168,811)
TOTAL SHAREHOLDERS' EQUITY ittt ittt ittt et eeeeeeeeneeeaeeneeeneenens 220,844
TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY it iitiietnntnneeneennns S 300,384
See notes to condensed consolidated financial statements.
4
GOLDEN TELECOM, INC.
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(IN THOUSANDS, EXCEPT PER SHARE DATA)
(UNAUDITED)
THREE MONTHS ENDED
JUNE 30,
2001 2002
REVENUE :
TelecommUNicCation SErVICES .t uii ittt ittt et eneeennns S 30,420 S 36,172 S
Revenue from related parties ....... ...t oo.. 3,471 3,045
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TOTAL REVENUE . ...ttt ittt iieeeeeeennnn 33,891 39,217

OPERATING COSTS AND EXPENSES:

Access and network SEerviCes ...ttt ittt 15,980 17,556
Selling, general and administrative ................. 12,799 10,237
Depreciation and amortization ............. ... .. 10,380 6,247
TOTAL OPERATING COSTS AND EXPENSES . ...ttt eeeeeennn 39,159 34,040
INCOME (LOSS) FROM OPERATIONS .t ittt tittnnenneeneennens (5,268) 5,177

OTHER INCOME (EXPENSE) :

Equity in earnings/ (losses) of ventures ............. 2,159 (1,223)
Interest INCOME . it it ittt ittt ettt te e teeeneeeneenns 1,054 366
INterest EXPENSE & ittt ittt ittt ettt e eeeee e (640) (390)
Foreign CUrrencCy l1OSSES . uv ittt mneeeeeeenneneeneens (13) (182)
Minority dnterest . ...ttt ittt e e e (3) (161)
TOTAL OTHER INCOME (EXPENSE) ittt it eeeeeeeeneneneeeas 2,557 (1,590)
Income (loss) before 1inNncCome taXesS v i i e teeeenenennn (2,711) 3,587
TNCOME LAXES 4t vttt et e et eaeeeeeeeeeaeeeeeeeeneeeeens 823 833

Income (loss) before cumulative effect of

a change in accounting principle ................. (3,534) 2,754
Cumulative effect of a change in accounting

principle, net of tax effect of $0 ............... - -

NET INCOME (LOSS) tvviiiiiiiitiiittettneeieennnnnnnns $ (3,534) $ 2,754 S

Basic earnings (loss) per share of common stock:
Income (loss) before cumulative effect of
a change in accounting principle ............ S (0.14) $ 0.12 S
Cumulative effect of a change in
accounting principle ...t i i - -

Net income (loss) per share - basic ............. S (0.14) S 0.12 S

Weighted average common shares - basic ................ 24,622 22,653

Diluted earnings (loss) per share of common stock:
Income (loss) before cumulative effect of
a change in accounting principle ............ S (0.14) $ 0.12 S
Cumulative effect of a change in
accounting principle ...t i i - -

Net income (loss) per share - diluted ........... S (0.14) S 0.12 S

Weighted average common shares - diluted .............. 24,622 23,396

See notes to condensed consolidated financial statements.
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GOLDEN TELECOM, INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(IN THOUSANDS)
(UNAUDITED)

SIX MONTHS ENDED JUNE

OPERATING ACTIVITIES

NEet INCOME (LOSS) vttt it ettt et e et ettt ettt ettt eeeeneeneenn S (7,444) S
Adjustments to Reconcile Net Income (Loss) to Net Cash Provided by

Operating Activities:

[y ot Y B = w1 o 8,501
02N 11T Bt wll 1wl I 3o YN 11,632
Equity in earnings of ventures, net of dividends received .......... (2,742)
FOreign CUXTeNnCY L1OSSES i i ittt iie ettt teneeeeeeeeeneeeeeeeaeeeeeenas 308
Cumulative effect of a change in accounting principle .............. -
[ ) o 1 1,377
Changes in assets and liabilities:
Accounts receivable .. ...ttt e e e i i e e 13
Accounts payable and accrued EXPENSES . v vttt ennnneeeeennneeeesns 3,563
Other changes in assets and liabilities .........ciiiiiiinnnnn.. (4,642)
NET CASH PROVIDED BY OPERATING ACTIVITIES ...t ittt ittt eeeenennenenas 10,566

INVESTING ACTIVITIES

Purchases of property and equipment and intangible assets .......... (16,351) (
Acquisitions, net of cash acquired ......... ittt (32,348)
Cash received from €SCrOW ACCOUNL . ittt ittt ittt tneeeeeeeenneaeenns -
Restricted Cash i ittt et et et e e e e e e e e e e et e e e e e e e (1,348)
Proceeds from investments available for sale ........iiiiiiiennnnnn. 54,344
Purchases of investments available for sale ........iiiiiiiieenen.. -
Other 1nvesting ...t ittt ittt ettt et ettt e teeeee e eaaeaaeenn (1,238)
NET CASH PROVIDED BY INVESTING ACTIVITIES ...t ittt ittt eeeenoenesenas 3,059

FINANCING ACTIVITIES:

Proceeds from debt ...ttt ittt et e e et ettt e e e e 1,400
Repayments oOf debt ... ittt e et et e e e et (2,055)
Exercise of stock oOpLions ...ttt ittt et ettt (155)
NET CASH USED IN FINANCING ACTIVITIES ..ttt ittt neteeeseeessossessnas (810)
Effect of exchange rate changes on cash and cash equivalents ......... (118)
Net increase in cash and cash equivalents .........iiiii i nennnn 12,697
Cash and cash equivalents at beginning of period ..................... 57,889
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CASH AND CASH EQUIVALENTS AT END OF PERIOD ...ttt ittt innennenn $ 70,586

See notes to condensed consolidated financial statements.

GOLDEN TELECOM, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(UNAUDITED)

1. FINANCIAL PRESENTATION AND DISCLOSURES

Golden Telecom, Inc. ("GTI", "Golden Telecom" or the "Company") is a
provider of a broad range of telecommunications services to businesses, other
telecommunications service providers and consumers. The Company provides these
services through its operation of voice, Internet and data networks,
international gateways, local access and various value-added services in the
Commonwealth of Independent States ("CIS"), primarily in Russia, and through its
fixed line and mobile operation in Ukraine.

The financial statements included herein are unaudited and have been
prepared in accordance with generally accepted accounting principles in the
United States of America ("US GAAP") for interim financial reporting and United
States Securities and Exchange Commission ("SEC") regulations. Certain
information and footnote disclosures normally included in complete financial
statements prepared in accordance with US GAAP and SEC rules and regulations
have been condensed or omitted pursuant to such US GAAP and SEC rules and
regulations. In the opinion of management, the financial statements reflect all
adjustments of a normal and recurring nature necessary to present fairly the
Company's financial position, results of operations and cash flows for the
interim periods. These financial statements should be read in conjunction with
the Company's 2001 audited consolidated financial statements and the notes
related thereto. The results of operations for the three and six months ended
June 30, 2002 may not be indicative of the operating results for the full year.

2. POLICIES AND PROCEDURES
Comprehensive income (loss)

For the three and six months ended June 30, 2001 and 2002, comprehensive
income (loss) for the Company is equal to net income (loss).

New Accounting Standards

In June 2001, the Financial Accounting Standards Board ("FASB") issued
Statement of Financial Accounting Standard ("SFAS") No. 141, "Business
Combinations", and No. 142, "Goodwill and Other Intangible Assets", effective
for fiscal years beginning after December 15, 2001. Under the new rules,
goodwill and intangible assets deemed to have indefinite lives are no longer
amortized but are subject to annual impairment tests in accordance with SFAS No.
142. Other intangible assets continue to be amortized over their useful lives.
Impairment losses that arise due to the initial application of this standard are
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reported as a cumulative effect of a change in accounting principle. The Company
has adopted SFAS No. 141, "Business Combinations" which was effective for
business combinations consummated after June 30, 2001. The Company adopted SFAS
No. 142, "Goodwill and Other Intangible Assets" on January 1, 2002 and
discontinued amortization of goodwill as of such date.

The Company completed the transitional impairment test for existing
goodwill as of January 1, 2002 during the second quarter of 2002. Based on
comparison of the carrying amounts of the Company's reporting units with the
fair values of the reporting units, the Company determined that no goodwill was
impaired as of that date. Fair values of the reporting units were established
using the discounted cash flow method.

GOLDEN TELECOM, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS - (CONTINUED)
(UNAUDITED)

Upon the adoption of SFAS No. 142, the Company recorded a cumulative effect
of a change in accounting principle for negative goodwill (deferred credit)
arising on the Company's equity method investments in the amount of $1.0
million. The impact of non-amortization of goodwill on the Company's net income
for the three and six months ended June 30, 2002 was a $3.0 million and $5.9
million increase, respectively or $0.13 and $0.26 per share of common stock -
basic, respectively. The Company also reclassified to other intangible assets
approximately $1.3 million previously classified as goodwill. Amortization
expense for goodwill for the three and six months ended June 30, 2001 was $3.8
million and $7.4 million, respectively. Amortization expense for intangible
assets for the three and six months ended June 30, 2002 was $1.2 million and
$2.2 million, respectively. Amortization expense for the succeeding five years
is expected to be as follows: 2002 - $6.1 million, 2003 - $5.5 million, 2004 -
$5.4 million, 2005 - $4.2 million, and 2006 - $3.7 million. The total gross
carrying value and accumulated amortization of the Company's intangible assets
by major intangible asset class is as follows:

AS OF DECEMBER 31, 2001

COST
Amortized intangible assets:
Telecommunications service contracts ........ S 33,823
T IR =Y o ¥ = 2,854
Other intangible assets ........iiiiieenn.. 9,360
e o= $ 46,037

(IN THOUS
ACCUMULATED
AMORTIZATION

Other intangible assets, includes software, Internet software and related
content, as well as other intangible assets.
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As of December 31, 2001 the Company's goodwill by reportable business
segment, after the $1.3 million reclassification discussed above, was as
follows: CLEC $15.5 million; and Data & Internet $1.9 million.

The pro forma impact on net loss and net loss per share for the six months
ended June 30, 2001 compared to actual results for the six months ended June 30,
2002 is as follows:

SIX MONTHS END

JUNE 30,
2001
(IN THOUSANDS, EXC
SHARE DATA
Reported net income (1OSS) v v vt teeeeenenneeeeennns $ (7,444) S
Goodwill amortization ...ttt ittt et e e e e e e 7,409
Negative goodwill amortization on equity investee ...... (122)
Adjusted net 1ncome (lOSS) ittt it neeeeeeeeeeeeeennnns S (157) S
Basic net income (loss) per share:
Reported net income (1OSS) v v viieeeeteeeeenenneeeeeenns S (0.30) S
Goodwill amortization ..... ..t e e e, 0.30
Negative goodwill amortization on equity investee ...... -
Adjusted net income (loss) per share ..........eeeenennn. S —— S
Diluted net income (loss) per share:
Reported net income (L1OSS) v v vt teeeeenenneeeeennns S (0.30) S
Goodwill amortization . ... ..t e e e e 0.30
Negative goodwill amortization on equity investee ...... -
Adjusted net income (loss) per share ..........eeeenennn. S —— S
8

GOLDEN TELECOM, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS - (CONTINUED)
(UNAUDITED)

In August 2001, the FASB issued SFAS No. 143, "Accounting for Asset
Retirement Obligations." This statement deals with the costs of closing
facilities and removing assets. SFAS No. 143 requires entities to record the
fair value of a legal liability for an asset retirement obligation in the period
it is incurred. This cost is initially capitalized and amortized over the
remaining life of the asset. Once the obligation is ultimately settled, any
difference between the final cost and the recorded liability is recognized as a
gain or loss on disposition. SFAS No. 143 is effective for years beginning after
June 15, 2002. The Company is currently evaluating the impact the pronouncement
will have on future consolidated financial statements.
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In August 2001, the FASB issued SFAS No. 144, "Accounting for the
Impairment or Disposal of Long-Lived Assets." This statement addresses financial
accounting and reporting for the impairment or disposal of long-lived assets and
supersedes SFAS No. 121, "Accounting for the Impairment of Long-Lived Assets and

for Long-Lived Assets to Be Disposed Of," and the accounting and reporting
provisions of Accounting Principles Board Opinion No. 30, "Reporting the Results
of Operations - Reporting the Effects of Disposal of a Segment of a Business,

and Extraordinary, Unusual and Infrequently Occurring Events and Transactions,"
for the disposal of a segment of a business (as previously defined in that
opinion) . This statement also amends Accounting Research Bulletin No. 51,
"Consolidated Financial Statements", to eliminate the exception to consolidation
for a subsidiary for which control is likely to be temporary. The provisions of
the statement became effective for financial statements issued for fiscal years
beginning after December 15, 2001. The Company adopted this new standard from
January 1, 2002. The adoption of the pronouncement did not have an effect on the
Company's results of operations or financial position.

In April 2002, the FASB issued SFAS No. 145, "Rescission of FASB Statements
No. 4, 44 and 64, Amendment of FASB Statement No. 13, and Technical
Corrections." This statement rescinds SFAS No. 4, "Reporting Gains and Losses
from Extinguishments of Debt," and an amendment of that Statement, SFAS No. 64,
"Extinguishments of Debt Made to Satisfy Sinking-Fund Requirements." This
statement also rescinds SFAS No. 44, "Accounting for Intangible Assets of Motor
Carriers." This statement amends SFAS No. 13, "Accounting for Leases", to
eliminate an inconsistency between the required accounting for sale-lease-back
transactions. This statement also amends other existing authoritative
pronouncements to make various technical corrections, clarify meanings, or
describe their applicability under changed conditions. The provisions of this
statement became effective for financial statements issued on or after May 15,
2002. The Company adopted this new standard from May 15, 2002. The adoption of
the pronouncement did not have an effect on the Company's results of operations
or financial position.

3. NET EARNINGS (LOSS) PER SHARE

The Company's net loss per share calculation (basic and diluted) at June
30, 2001 is based upon the Company's weighted average common shares outstanding.
There are no reconciling items in the numerator or denominator of the Company's
net loss per share calculation at June 30, 2001. Warrants and stock options have
been excluded from the net loss per share calculation at June 30, 2001 because
their effect would have been antidilutive.

Basic earnings per share at June 30, 2002 is computed on the basis of the
weighted average number of common shares outstanding. Diluted earnings per share
at June 30, 2002 is computed on the basis of the weighed average number of
common shares outstanding plus the effect of outstanding employee stock options
using the "treasury stock" method.

GOLDEN TELECOM, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS - (CONTINUED)
(UNAUDITED)

The components of basic and diluted earnings per share were as follows:

10
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THREE
MONTHS EN
JUNE 30
2002
(IN T
EAR
Income before cumulative effect of a change in accounting principle ......... S 2
Weighted average outstanding of:
Common StOCK Shares ...ttt i ittt ettt ittt ettt 22
Dilutive effect of:
Employee StoCk OpPLionS i ittt ittt e e ettt e ettt ettt
Common stock and common stock equivalents ........iiiiitittnneeeeeennnnenns 23

Earnings per share before cumulative effect of a change in accounting

principle:
= I S
0 T I =Y o S

4. INVESTMENT TRANSACTIONS

In March 2002, subsidiaries of GTI entered into an Ownership Interest
Purchase Agreement with Open Joint Stock Company Rostelecom ("Rostelecom") to
acquire the 50% ownership interest in EDN Sovintel LLC ("Sovintel") held by
Rostelecom. Upon closure, Rostelecom will receive $56.0 million in cash and
debt, and will be issued GTI common stock such that Rostelecom will hold 15% of
the outstanding common shares of GTI on the date consideration is placed into
escrow. The consummation of the transaction is conditioned upon, among other
things, the receipt of all necessary regulatory approvals in the United States
and Russia and approval by the Board of Directors of GTI and Rostelecom. Upon
consummation of the transaction, GTI will own 100% of Sovintel. The transaction
is expected to close in the third quarter of 2002.

5. CONTINGENCIES
Tax Matters

The Company's policy is to accrue for contingencies in the accounting
period in which a liability is deemed probable and the amount is reasonably
determinable. In this regard, because of the uncertainties associated with the
Commonwealth of Independent States taxes ("CIS Taxes"), the Company's final CIS
Taxes may be in excess of the estimated amount expensed to date and accrued at
June 30, 2002. It is the opinion of management that the ultimate resolution of
the Company's liability for CIS Taxes, to the extent not previously provided
for, will not have a material effect on the financial condition of the Company.
However, depending on the amount and timing of an unfavorable resolution of any
contingencies associated with CIS Taxes, it is possible that the Company's
future results of operations or cash flows could be materially affected in a
particular period.

10
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GOLDEN TELECOM, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS - (CONTINUED)
(UNAUDITED)

Other Matters

Golden Telecom (Ukraine) ("GTU") 1is involved in a number of commercial
disputes with Ukrtelecom. The most significant disputes include alleged
incorrect routing of traffic and GTU's lease rights of Ukrtelecom's technical
premises. In the second quarter of 2002, GTU resolved several of these issues
with Ukrtelecom. If the remaining disputes are not resolved amicably in the near
term, they may have an adverse impact on the financial condition, results of
operations and liquidity of the Company. It is not currently possible to predict
the outcome of the remaining disputes with Ukrtelecom. The risks of an adverse
impact are assessed as possible but not quantifiable.

On March 1, 2002, the Company became aware that the Kiev City Prosecutor's
Office had initiated an investigation into the activities of the Company's
management in GTU. GTU received a letter dated July 17, 2002 from the General
Prosecutor of Ukraine stating that effective July 9, 2002 the Prosecutor's
Office withdrew all charges against management due to the absence of grounds on
which to prosecute.

6. SEGMENT INFORMATION
LINE OF BUSINESS DATA

The Company operates in four segments within the telecommunications
industry. The four segments are: (1) Competitive Local Exchange Carrier ("CLEC")
Services using our local access overlay networks in Moscow, Kiev, St. Petersburg
and Nizhny Novgorod; (2) Long Distance Services using our fiber optic and
satellite-based network throughout the CIS; (3) Data and Internet Services using
our fiber optic and satellite-based network; and (4) Mobile Services consisting
of mobile networks in Kiev and Odessa, Ukraine. The following tables present
financial information for both consolidated subsidiaries and equity investee
ventures, segmented by the Company's lines of businesses for the periods ended
June 30, 2001 and 2002. Transfers between lines of businesses are included in
the adjustments to reconcile segment to consolidated results. The Company
evaluates performance based on the operating income (loss) of each strategic
business unit. Revenue for the three and six months ended June 30, 2001 has been
revised to eliminate intra-segment transactions, the effect of which is not
significant.

11

GOLDEN TELECOM, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS - (CONTINUED)
(UNAUDITED)
DATA &
INTERNET LONG MOBILE
CLEC SERVICES DISTANCE SERVICES

CORPORAT
ELIMINATI

12
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THREE MONTHS ENDED JUNE 30,
Revenue ......... i
Operating income (loss)

Identifiable assets
Capital expenditures

THREE MONTHS ENDED JUNE 30,
Revenue ......... i
Operating income (loss)

Identifiable assets
Capital expenditures

THREE MONTHS ENDED JUNE 30,
Revenue
Operating income (loss)
Identifiable assets
Capital expenditures

THREE MONTHS ENDED JUNE 30,
Revenue
Operating income (loss)
Identifiable assets

(IN THOUSANDS)

2001
$ 37,044 $ 14,841 S 5,217
11,598 (2,127) (887)
145,790 97,662 27,163
3,948 3,462 649
ADJUSTMENTS TO RECONCILE
BUSINESS SEGMENT TO
CONSOLIDATED RESULTS
EQUITY
METHOD AFFILIATE
VENTURES ADJUSTMENTS
(IN THOUSANDS)
2001
$ (29,359) $ 4,422
(7,507) 99
(99,748) -
(2,647) -
DATA &
INTERNET LONG
CLEC SERVICES DISTANCE
2002
$ 42,745 $ 19,959 $ 4,747
12,586 3,169 (1,320)
193,541 101,264 28,054
9,743 2,279 1,244
ADJUSTMENTS TO RECONCILE
BUSINESS SEGMENT TO
CONSOLIDATED RESULTS
EQUITY
METHOD AFFILIATE
VENTURES ADJUSTMENTS
(IN THOUSANDS)
2002
$ (36,554) $ 5,686
(8,859) -
(122,488) -

$ 3,660
(222)

23,509

469

MOBILE
SERVICES

$

(1,9
(6,2
150, ¢

CORPORAT
ELIMINATI

(IN THOUSANDS)

$ 3,292
954

9,176

53

$

13

(1,3
93,3



Edgar Filing: GOLDEN TELECOM INC - Form 10-Q

Capital expenditures

SIX MONTHS ENDED JUNE 30,

Revenue ............

Operating income (loss)

Identifiable assets
Capital expenditures

SIX MONTHS ENDED JUNE 30,

Revenue ............

Operating income (loss)

Identifiable assets
Capital expenditures

SIX MONTHS ENDED JUNE 30,

Revenue ............

Operating income (loss)

Identifiable assets
Capital expenditures

. (7,956) -
DATA &
INTERNET
CLEC SERVICES
2001
$ 70,375 $ 28,845
20,550 (3,331)
145,790 97,662
10,531 10,481

ADJUSTMENTS TO RECONCILE
BUSINESS SEGMENT TO
CONSOLIDATED RESULTS

EQUITY
METHOD AFFILIATE
VENTURES ADJUSTMENTS

(IN THOUSANDS)

2001
$  (55,965) & 9,800
(12, 611) 86
(99,748) —
(7,147) —
DATA &
INTERNET
CLEC SERVICES
2002
$ 83,319  $ 38,202
24,930 6,975
193,541 101,264
16,368 4,489

ADJUSTMENTS TO RECONCILE
BUSINESS SEGMENT TO
CONSOLIDATED RESULTS

EQUITY
METHOD AFFILIATE
VENTURES ADJUSTMENTS

(IN THOUSANDS)

LONG
DISTANCE

$ 9,614
(1,946)
27,163

1,465

LONG
DISTANCE

$ 9,245
(2,231)
28,054
2,251

$

MOBILE CORPORATE

SERVICES ELIMINATI
(IN THOUSANDS)

$ 7,190 $ (3,

(771) (12,

23,509 150,

MOBILE
SERVICES

(IN THOU

6,551
1,533
9,176

102

902

CORPORATE &

ELIMINATIONS
SANDS)

$ (1,668)

(3,342)

93,397

44

14
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SIX MONTHS ENDED JUNE 30, 2002

REVENUE vt ittt e eeeeneenn S (69,996) S 9,914
Operating income (loss) (17,398) —=
Identifiable assets ...... (122,488) -
Capital expenditures ..... (13,220) -

12

GOLDEN TELECOM, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS -
(UNAUDITED)

(CONTINUED)

GEOGRAPHIC DATA

Revenues are based on the location of the operating company providing the
service.

The following tables present financial information segmented by the

Company's geographic regions for the three and six months ended June 30, 2001
and 2002.
RUSSIA UKRAINE
THREE MONTHS ENDED JUNE 30, 2001
REVENUE vt vttt ettt et tteeeeeeeenneeens S 24,360 S 9,773
Long-lived assets ......ciiiiiiian.. 197,020 39,755
RUSSIA UKRAINE
THREE MONTHS ENDED JUNE 30, 2002
REVENUE v ittt ettt ettt tteeeeeeeenneeens S 31,075 S 8,692
Long-lived assets .....ciiiiiiiia.. 174,629 24,077

CORPORATE,
OTHER
COUNTRIES
AND
ELIMINATIONS

$ (242)
1,195

CORPORATE,
OTHER
COUNTRIES
AND
ELIMINATIONS

$ (550)
1,117

CORPORATE,
OTHER

15
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COUNTRIES
AND
RUSSIA UKRAINE ELTMINATIONS
SIX MONTHS ENDED JUNE 30, 2001
REVENUE v vttt ettt ettt teeeeeeeeenneeens S 47,803 S 19,111 S (703)
Long-lived assets ......ciiiiiiiin.. 197,020 39,755 1,195
CORPORATE,
OTHER
COUNTRIES
AND
RUSSIA UKRAINE ELTMINATIONS
SIX MONTHS ENDED JUNE 30, 2002
REVENUE vt vttt ittt ettt eteeeieeeeennnn S 59,005 S 16,922 S (360)
Long-lived assets ......ciiiiiiii.. 174,629 24,077 1,117
7. EQUITY METHOD SUBSIDIARY INFORMATION
The following table presents summarized income statement information from
the Company's significant equity investee, Sovintel, for the three and six
months ended June 30, 2001 and 2002.
THREE MONTHS ENDED SIX MONTHS ENDED
JUNE 30, JUNE 30,
2001 2002 2001 2002

(IN THOUSANDS)

REVENUES vt ittt ettt ettt eteeeeeeeeeneenns S 28,403 S 35,325 S 53,755 S 67,

Gross Margin ... it ieeeeeeeeenneeeenns 12,897 15,581 23,464 30,

Income from operations ................. 7,208 8,564 11,858 16,

Net dncome . ... .ttt eiieeeeennn 4,777 5,963 8,408 11,
13

GOLDEN TELECOM, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS - (CONTINUED)
(UNAUDITED)

The Company's equity investee, MCT Corp. ("MCT"), is in default on a loan

16
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note that originally became due on September 29, 2001. In December 2001, MCT
signed a forbearance agreement whereby the holder of the note agreed to forbear
from selling the note or exercising its rights under the original debt
agreements and to extend the terms of repayment until January 31, 2002. MCT did
not make payment on the note prior to January 31, 2002 and during April 2002 the
holder of the note foreclosed on the collateral related to the note and
subsequently sold the collateral to a third-party, resulting in a substantial
loss to MCT. The Company recognized the corresponding amount of the Company's
equity in MCT's losses during the second quarter of 2002, not exceeding the
carrying value of the Company's investment in MCT. Total equity in losses
recognized by the Company related to its MCT investment were $4.1 million and
$5.2 million during the three and six months ended June 30, 2002, respectively.
The Company has no further commitments to provide financial support to MCT.

8. SHAREHOLDERS' EQUITY
The Company's outstanding shares of common stock increased by 198,578 shares

and 264,077 shares in the three and six months ended June 30, 2002,
respectively, issued in connection with the exercise of employee stock options.

14

ITEM 1(b). CONDENSED FINANCIAL STATEMENTS OF EDN SOVINTEL LLC.
EDN SOVINTEL LLC

CONDENSED BALANCE SHEETS
(IN THOUSANDS)

DECEMBER 31, JUNE 3
2001 2002
(AUDITED) (UNAUDI
ASSETS
CURRENT ASSETS
(7= o $ 16,793 $ 18
Accounts receivable, net of allowance for doubtful accounts
of $4,951 and $4,587, respectively ..i.iiiiiiiiitt e 14,518 18
Due from affiliated companies . ...... .ttt teeeeneeeeennnnn 1,912 1
DUE from EmMP Loy EES vttt ittt ettt e e e ettt eeeeeee e eaeeeaeeeeeaenens 721
59V o i sl X = P 7,519 5
Inventory consigned to OLhers ... ...ttt ittt eenenenns 1,063
VAT receivable, Nel ...ttt ittt ettt et et e eaetaeeaenenan 207
Prepaid expenses and other current assets .........ceoiiiiieennnnn. 2,586 2
TOTAL CURRENT ASSE TS it ittt it ittt et et ettt ettt ettt teneneneneas 45,319 47
Property and equipment, Net ... ...ttt ittt ettt 60,125 66
Intangible assets, Net ...ttt ittt ittt ettt e ee et eaeeeeeneenn - 1
Other NONCUTrTrent ASSelh S i ittt ittt ittt ettt ettt ettt eeeeeeeenenan 3,069 3
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O N R B $

LIABILITIES AND MEMBERS' EQUITY

CURRENT LIABILITIES
Trade PaVablles it ittt ettt ettt ettt ettt e S
ACCTUEd EXPEINSES t vttt vttt ettt et te e eeeeeeeeeeneeeneeeneeeneens
Due to affiliated companies .. ...ttt ittt ettt teeeeeeeeeeannns
Deferred InCOmMEe L£aXeS v i ittt iii ittt et eeeeeaeeeeeanens

TOTAL CURRENT LIABILITIES .t ittt ittt ittt ttneeneenneeneeneenneennes

Other noncurrent liabilities . ...ttt eiieeeeannnn

TOTAL LIABILITIE S &ttt ittt ittt ittt ettt ettt anenneeneenneennas

MEMBERS ' EQUITY & ittt ittt ittt ittt ittt ettt ieatieae e eeneeneennns

TOTAL LIABILITIES AND MEMBERS' EQUITY ...ttt iiiinnnnneeeennnnnnn $

See notes to condensed financial statements.
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EDN SOVINTEL LLC

CONDENSED STATEMENTS OF INCOME AND MEMBERS' EQUITY
(IN THOUSANDS)

(UNAUDITED)
THREE MONTHS ENDED
JUNE 30,
2001 2002

REVENUE :

Telecommunication services ............. S 26,698 S 33,640

Revenue from affiliates ................ 1,705 1,685
TOTAL REVENUE .. ...ttt ittt eerennnnn 28,403 35,325
OPERATING COSTS AND EXPENSES:

SEerviCe COSLS ittt ittt et i et e eeaeeenn 15,506 19,744

Selling, general and administrative .... 3,544 4,355

Depreciation and amortization .......... 2,145 2,662

108,513 $ 118
12,058 $ 15
4,926 3
3,048 2
1,861 1
21,893 23
3,172 4
25,065 27
83,448 91
108,513 $ 118
SIX MONT

JUN

30,291
6,812
4,794

18
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TOTAL OPERATING COSTS AND EXPENSES ....... 21,195 26,761

INCOME FROM OPERATIONS .........ciiieeennn. 7,208 8,564

OTHER INCOME (EXPENSE) :

Interest income .........iiiiiiiinn. 64 188
Interest eXPEensSe ..ttt itieeeeeneennn (5) -
Foreign currency lOSSE€S ....vveuuenenen.. (290) (395

TOTAL OTHER INCOME (EXPENSE) ............. (231) (207

Income before income taxes .........ccu0... 6,977 8,357
TINCOME LaAXES t ittt it ettt eeeeeeeneeaeeeas 2,200 2,394
NET INCOME ..t ittt ittt ettt eeeeeenossanseas $ 4,777 S 5,963
DAiVIAENAS vttt ittt et e e e e e e e S (4,000) S ——
Members' equity, opening balance ......... 68,868 85,449
Members' equity, closing balance ......... $ 69,645 $ 91,412

See notes to condensed financial statements.
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EDN SOVINTEL LLC

CONDENSED STATEMENTS OF CASH FLOWS
(IN THOUSANDS)
(UNAUDITED)

OPERATING ACTIVITIES
LS A 1 o Y o) L S
Adjustments to reconcile net income to net cash
provided by operating activities:
Depreciation and amortization ..........iii ittt eennnnenenns
Provision for doubtful accounts .......ii ittt
Deferred INCOME LaAXES ittt it ittt eteennneeeeeeeeennnnneeeeens
Foreign CUTTeNCY LOSSES v ittt i it ettt eaeeeeeeeeneeeeeeeeaeeeeeeeens

SIX MONTHS ENDED J

8,408

4,794
624
1,235
117

19



Edgar Filing: GOLDEN TELECOM INC - Form 10-Q

Changes in operating assets and liabilities:

AccoUnt s recelvable ..t e e e e e e e e e e e e e e e e e e e e (3,246)
50 TS o w1 I == (1,181)
VAT receivablle, Nel ..ttt ittt ittt ettt ettt teeeeeeaeeeneean 2,001
Prepaid expenses and other assets . ...ttt teennnneeennn (1,972)
Trade Payvables ...ttt it e e e e e e e e e e et e e 1,354
Accrued liabilities and other payables . ... ...ttt ennnn 3,201
Increase (decrease) in amounts due to affiliated companies, net .... 1,431
NET CASH PROVIDED BY OPERATING ACTIVITIES ...ttt it teneeeeoesenssaneas 16,856

INVESTING ACTIVITIES Purchases of property and
equipment and intangible assSel S ..ottt i ittt et e e e (6,778)

FINANCING ACTIVITIES Payment of dividends ........... i -

Effect of exchange rate changes on cash .........iiiiiii .. (95)
Net dncrease 1N Cash i ittt ittt ittt ettt e et ettt e ettt taeeaeeenns 9,983
Cash at beginning of period ... ...ttt ittt ettt eeeeaeens 4,013
CASH AT END OF PERIOD &ttt e vttt e e ettt ettt e ee ettt e e e et e e et e $ 13,996

See notes to condensed financial statements.
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EDN SOVINTEL LLC

NOTES TO CONDENSED FINANCIAL STATEMENTS
(UNAUDITED)

1. FINANCIAL PRESENTATION AND DISCLOSURES

EDN Sovintel LLC (the "Company") is a joint venture between Sovinet, which
is a wholly owned subsidiary of Golden Telecom, Inc. ("GTI") and Open Joint
Stock Company Rostelecom ("Rostelecom"). Sovintel was created in 1990 to design,

construct, and operate a telecommunications network in Moscow and later expanded
its operations to other regions of Russia, including St. Petersburg, Pskov and
Kaliningrad. This network provides worldwide communications services,
principally to major hotels, business offices and mobile communication
companies.

The financial statements included herein are unaudited and have been
prepared in accordance with generally accepted accounting principles in the
United States of America ("US GAAP") for interim financial reporting and United
States Securities and Exchange Commission ("SEC") regulations. Certain
information and footnote disclosures normally included in complete financial
statements prepared in accordance with US GAAP and SEC rules and regulations
have been condensed or omitted pursuant to such US GAAP and SEC rules and
regulations. In the opinion of management, the financial statements reflect all
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adjustments of a normal and recurring nature necessary to present fairly the
Company's financial position, results of operations and cash flows for the
interim periods. These financial statements should be read in conjunction with
the Company's 2001 audited financial statements and the notes related thereto.
The results of operations for the three and six months ended June 30, 2002 may
not be indicative of the operating results for the full year.

2. POLICIES AND PROCEDURES
Comprehensive income

For the three and six months ended June 30, 2001 and 2002, comprehensive
income for the Company is equal to net income.

New Accounting Standards

In June 2001, the Financial Accounting Standards Board ("FASB") issued
Statements of Financial Accounting Standard's ("SFAS") No. 141, "Business
Combinations", and No. 142, "Goodwill and Other Intangible Assets", effective
for fiscal years beginning after December 15, 2001. Under the new rules,
goodwill and intangible assets deemed to have indefinite lives will no longer be
amortized but will be subject to annual impairment tests in accordance with SFAS
No. 142. Other intangible assets, principally representing telecommunications
service contracts, will continue to be amortized over their useful lives.
Amortization expense for the succeeding five years is expected to be as follows:
2002 - $0.2 million, 2003 - $0.2 million, 2004 - $0.2 million, 2005 - $0.2
million, and 2006 - $0.2 million. The Company adopted the new rules on
accounting for goodwill and other intangible assets beginning on January 1,
2002. The adoption of the new statements did not have an effect on the Company's
results of operations or financial position.

In August 2001, the FASB issued SFAS No. 143, "Accounting for Asset
Retirement Obligations." This statement deals with the costs of closing
facilities and removing assets. SFAS No. 143 requires entities to record the
fair value of a legal liability for an asset retirement obligation in the period
it is incurred. This cost is initially capitalized and amortized over the
remaining life of the asset. Once the obligation is ultimately settled, any
difference between the final cost and the recorded liability is recognized as a
gain or loss on disposition. SFAS No. 143 is effective for years beginning after
June 15, 2002. The Company is currently evaluating the impact the pronouncement
will have on future financial statements.

18

EDN SOVINTEL LLC

NOTES TO CONDENSED FINANCIAL STATEMENTS - (CONTINUED)
(UNAUDITED)

In August 2001, the FASB issued SFAS No. 144, "Accounting for the Impairment
or Disposal of Long-Lived Assets." This statement addresses financial accounting
and reporting for the impairment or disposal of long-lived assets and supersedes
SFAS No. 121, "Accounting for the Impairment of Long-Lived Assets and for
Long-Lived Assets to Be Disposed Of," and the accounting and reporting
provisions of Accounting Principles Board Opinion No. 30, "Reporting the Results
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of Operations - Reporting the Effects of Disposal of a Segment of a Business,
and Extraordinary, Unusual and Infrequently Occurring Events and Transactions,"
for the disposal of a segment of a business (as previously defined in that
opinion) . This statement also amends Accounting Research Bulletin No. 51,
"Consolidated Financial Statements", to eliminate the exception to consolidation
for a subsidiary for which control is likely to be temporary. The provisions of
the statement became effective for financial statements issued for fiscal years
beginning after December 15, 2001. The Company adopted this new standard from
January 1, 2002. The adoption of the pronouncement did not have an effect on the
Company's results of operations or financial position.

In April 2002, the FASB issued SFAS No. 145, "Rescission of FASB Statements
No. 4, 44 and 64, Amendment of FASB Statement No. 13, and Technical
Corrections." This statement rescinds FASB No. 4, "Reporting Gains and Losses
from Extinguishments of Debt," and an amendment of that Statement, FASB No. 64,
"Extinguishments of Debt Made to Satisfy Sinking-Fund Requirements." This
statement also rescinds FASB No. 44, "Accounting for Intangible Assets of Motor
Carriers." This statement amends FASB No. 13, "Accounting for Leases", to
eliminate an inconsistency between the required accounting for sale-lease-back
transactions. This statement also amends other existing authoritative
pronouncements to make various technical corrections, clarify meanings, or
describe their applicability under changed conditions. The provisions of this
statement became effective for financial statements issued on or after May 15,
2002. The Company adopted this new standard from May 15, 2002. The adoption of
the pronouncement did not have an effect on the Company's results of operations
of financial position.

3. CONTINGENCIES
Tax Matters

The Company's policy is to accrue for contingencies in the accounting
period in which a liability is deemed probable and the amount is reasonably
determinable. In this regard, because of the uncertainties associated with
Russian taxation, including income tax and value added tax, the Company's final
Russian taxes may be in excess of the estimated amount expensed to date and
accrued at June 30, 2002. It is the opinion of management that the ultimate
resolution of the Company's Russian tax liability, to the extent not previously
provided for, will not have a material effect on the financial condition of the
Company. However, depending on the amount and timing of an unfavorable
resolution of any contingencies associated with Russian taxes, it is possible
that the Company's future results of operations or cash flows could be
materially affected in a particular period.

4. OTHER TRANSACTIONS

In March 2002, the Company's 50% owners, subsidiaries of GTI and Rostelecom
entered into an Ownership Interest Purchase Agreement for GTI to acquire the 50%
ownership interest in the Company held by Rostelecom. Upon closure, Rostelecom
will receive $56.0 million cash and debt, and will be issued GTI common stock
such that Rostelecom will hold 15% of the outstanding common shares of GTI on
the date consideration is placed in escrow. The consummation of the transaction
is conditioned upon, among other things, the receipt of all necessary regulatory
approvals in the United States and Russia and approval of the Board of Directors
of GTI and Rostelecom. Upon consummation of the transaction, GTI will own 100%
of the Company. The transaction is expected to close in the third quarter of
2002.
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ITEM 2. 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 the three and six month periods ended
June 30, 2002 and June 30, 2001. This information should be read in conjunction
with the Company's Condensed, Consolidated Financial Statements and the notes
related thereto appearing elsewhere in the document.

OVERVIEW

We are a leading facilities-based provider of integrated telecommunications
and Internet services in major population centers throughout Russia, Ukraine and
other countries of the Commonwealth of Independent States ("CIS"). We organize
our operations into 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