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CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING STATEMENTS

Matters discussed in this document may constitute forward-looking statements. The Private Securities Litigation Reform Act of 1995 provides
safe harbor protections for forward-looking statements in order to encourage companies to provide prospective information about their
businesses. Forward-looking statements include statements concerning plans, objectives, goals, strategies, future events or performance, and
underlying assumptions and other statements, which are other than statements of historical facts.

Mobile TeleSystems OJSC, or MTS, desires to take advantage of the safe harbor provisions of the Private Securities Litigation Reform Act of

1995 and is including this cautionary statement in connection with this safe harbor legislation. This document and any other written or oral

statements made by us or on our behalf may include forward-looking statements, which reflect our current views with respect to future events

and financial performance. The words believe, expect, anticipate, intends, estimate, forecast, project and similar expressions identify
forward-looking statements. Forward-looking statements appear in a number of places including, without limitation, Item 3D. Key

Information Risk Factors, Item 4. Information on Our Company and Item 5. Operating and Financial Review and Prospects, and include
statements regarding:

strategies, outlook and growth prospects;

future plans and potential for future growth;

liquidity, capital resources and capital expenditures;

growth in demand for our services;

economic outlook and industry trends;

developments of our markets;

the impact of regulatory initiatives; and

the strength of our competitors.
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The forward-looking statements in this document are based upon various assumptions, many of which are based, in turn, upon further
assumptions, including without limitation, management s examination of historical operating trends, data contained in our records and other data
available from third parties. Although we believe that these assumptions were reasonable when made, because these assumptions are inherently
subject to significant uncertainties and contingencies which are difficult or impossible to predict and are beyond our control, we cannot assure
you that we will achieve or accomplish these expectations, beliefs or projections. In addition to these important factors and matters discussed
elsewhere herein and in the documents incorporated by reference herein, important factors that, in our view, could cause actual results to differ
materially from those discussed in the forward-looking statements including the achievement of the anticipated levels of profitability, growth,
cost and synergy of our recent acquisitions, the timely development and acceptance of new products, the impact of competitive pricing, the
ability to obtain necessary regulatory approvals, the impact of general business and global economic conditions and other important factors
described from time to time in the reports filed by MTS with the Securities and Exchange Commission.

Except to the extent required by law, neither MTS, nor any of its respective agents, employees or advisors intends or has any duty or obligation
to supplement, amend, update or revise any of the forward-looking statements contained or incorporated by reference in this document.

CURRENCIES

In this annual report, references to  U.S. dollars, dollars or $ are to the currency of the United States, and references to rubles are to the currency
of the Russian Federation.
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PART I
Item 1. Identity of Directors, Senior Management and Advisors
Not applicable.
Item 2. Offer Statistics and Expected Timetable
Not applicable.
Item 3. Key Information

A. Selected Financial Data

The selected financial consolidated financial data below shows our historical financial information for the five-year period ended December 31,
2002. The selected consolidated financial data as of December 31, 2002, 2001 and 2000 are derived from the audited consolidated historical
financial data, prepared in accordance with accounting principles generally accepted in the United States of America (U.S. GAAP) included
elsewhere in this annual report. In addition, the following table presents selected financial information for the years ended as of December 31,
1998 and 1999 derived from our audited Consolidated Financial Statements not included in this Form 20-F. The selected financial data should
be read in conjunction with our financial statements included elsewhere in this document and Item 5. Operating and Financial Review and
Prospects.

Key industry data and certain MTS operating data are also provided below.

Years Ended December 31,

1998 1999 2000 2001 2002
(Amounts in thousands, except share and per share amounts,
industry and operating data and ratios)
Statement of operations

data:

Net revenues:

Service revenues (1) $ 313282 $ 314,568 $ 484,469 $ 830,308 $ 1,274,287
Connection fees 8,697 12,755 14,885 21,066 24,854
Equipment sales 16,344 31,004 36,358 41,873 62,615



Total net revenues

Cost of services and
products:
Interconnection and line
rental

Roaming expenses

Cost of equipment

Total cost of services and
products

Operating expenses @
Sales and marketing
expenses

Depreciation and
amortization

Impairment of investment
Net operating income
Currency exchange and
translation loss ()

Other expenses
(income):

Interest income

Interest expenses, net of

amounts capitalized S
Impairment of
investments and other
expenses (income), net
Total other expenses
(income), net

Income before provision
for income taxes and
minority interest
Provision for income
taxes

Minority interest in net
(loss) income

Net income before
cumulative effect of a
change in accounting
principle, and
extraordinary gain
Cumulative effect of a
change in accounting
principle, net of income
taxes of $9,644
Extraordinary gain on
repayment of debt, net of
income taxes of $667

Net income

Dividends declared

Pro forma net income
giving effect to the change
in accounting principle,
had it been applied
retroactively

Net income before
cumulative effect of
change in accounting
principle and
extraordinary gain per
share, basic and diluted
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338,323

43,617
13,223
14,658

71,498
67,470

15,657

19,629

164,069

25,125

2,181)

8,302

4,838

10,959

127,985
62,984

(1,027)

66,028

66,028
10,119

59,439

0.047

358,327

38,958
21,725
29,932

90,615
74,612

23,722

53,766

115,612

3,238

(801)

11,805

(829)

10,175

102,199
18,829

(2,291)

85,661

85,661
11,879

78,258

0.052

535,712

41,915
41,178
39,217

122,310
110,242

76,429

87,684

139,047

1,066

(7,626)

11,335

(502)

3,207

134,774
51,154

(6,428)

90,048

90,048
13,631

93,108

0.050

893,247

75,278
68,387
39,828

183,493
134,598

107,729

133,318
10,000
324,109

2,264

(11,829)

6,944

108

(4,777)

326,622
97,461

7,536

221,625

(17,909)

2,113

205,829
2,959

223,738

0.112

1,361,756

113,052
83,393
90,227

286,672
229,056

171,977

209,680

464,371

3,474

(8,289)

44,389

(2,454)

33,646

427,251
110,417

39,711

277,123

277,123

277,123

0.140

)



Net income per share,

basic and diluted

Dividends declared per

share

Weighted average
common shares
outstanding

Consolidated cash flow

data:

Cash (used in) provided
by operating activities
Cash used in investing

activities
(of which capital
expenditures)

Cash provided by (used
in) financing activities
Consolidated balance

sheet data:

Cash, cash equivalents

and short-term
investments
Property, plant and
equipment, net

Total assets

Total debt (long-term and

short-term) ©)

Total shareholders equity:

including capital stock
Key financial ratios (end

of period):
Total debt/total
capitalization M

Key industry data (end

of period):

Estimated population in

Russia (millions)
Russian cellular

subscribers (thousands)

®)

Industry penetration (8)
MTS operating data: ©)
MTS-total subscribers
(end of period, thousands)

(10)
MTS share of total

Russian subscribers (end

of period)

Average monthly usage
per subscriber (minutes)

an

Average monthly revenue
per subscriber (in U.S.

dollars) 12
Churn (13)
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0.047

0.01

1,397,945,938

103,486
(122,051)
(103,132)

(9,624)

20,884

167,975
614,165

110,155
269,942
49,276

28.0%

146.7

718
0.5%

114

15.9%

384

302
31.2%

$

0.052

0.01

1,634,527,040

116,801
(115,184)
(118,338)

(11,557)

10,000

250,270
682,047

112,123
343,724
49,276

24.6%

145.9

1,360
0.9%

306

22.5%

224

124
20.7%

$ 0.050

$ 0.01

1,806,968,096

190,914
(423,349)
(224,898)

298,543

$ 245,828

439,307
1,101,332

52,773
801,084
40,352

6.2%

144.8

3,400
2.3%

1,194

35.1%

151

54
21.6%

$

0.104

1,983,359,507

338,201
(441,523)
(441,200)

247,592

304,933

856,056
1,727,492

325,840
1,018,279
40,352

24.2%

143.9

8,040
5.5%

2,650

33.0%

157

36
26.8%

$

0.140

(%)

1,983,359,507

412,772
(697,921)
(574,272)

100,817

64,661

1,344,633
2,283,296

454,485
1,302,044
40,352

25.9%

145.2

18,001
12.4%

6,644

37.5%

159

23
33.9%

10
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(1) Service revenues represent subscription fees, usage charges and value-added service fees, as well as
roaming fees charged to other operators for their subscribers, or guest roamers, utilizing our network. Guest roaming
fees were $56.5 million, $44.0 million, $43.2 million, $52.6 million and $83.4 million for the years ended

December 31, 1998, 1999, 2000, 2001 and 2002, respectively.

11
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) Operating expenses include taxes (other than Russian income taxes), primarily revenue and
property-based taxes, of $16.5 million, $15.6 million, $26.9 million, $25.3 million and $39.1 million for the years
ended December 31, 1998, 1999, 2000, 2001 and 2002, respectively.

3) On a day-to-day basis, we are exposed to exchange losses on cash balances and other monetary
assets and liabilities denominated in rubles. See Note 2 to our consolidated financial statements included elsewhere in
this document.

4) Capitalized interest expenses were $1.2 million, $1.3 million, $0.9 million, $nil and $nil for the
years ended December 31, 1998, 1999, 2000, 2001 and 2002, respectively.

3) To be determined. On May 19, 2003, our Board of Directors recommended cash dividends of $1.10
per ADS ($0.055 per share) for a total of $110 million. This recommended dividend distribution is subject to the
approval of our shareholders at our annual shareholders meeting on June 30, 2003. Any dividend distribution will be
recorded in our financial statements for the year ended December 31, 2003.

(6) Includes notes payable, bank loans, equipment financing and capital lease obligations.

@) Calculated as book value of debt divided by the sum of the book values of total shareholders equity
and debt at the end of the relevant period.

(8) Source: Sotovik, J Son & Partners and AC&M-Consulting.
) Source: Sotovik, J Son & Partners, AC&M-Consulting and our data.
(10) We define a subscriber as an individual or organization whose account does not have a negative

balance for more than sixty-one days. For the Jeans tariff only, introduced in November 2002, we define subscriber as
an individual or organization whose account does not have a negative balance for more than one hundred and
eighty-three days. For a description of our Jeans tariff, see Item 4. Information on Our Company-B. Business
Overview-Sales and Marketing-Tariffs.

12
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an Average monthly minutes of usage per subscriber is calculated by dividing the total number of
minutes of usage during a given period by the average number of our subscribers during such period and dividing by
the number of months in such period.

(12) We calculate our average monthly service revenue per subscriber by dividing our service revenues for
a given period, including guest roaming fees, by the average number of our subscribers during that period and
dividing by the number of months in that period.

(13) We define churn as the total number of subscribers who cease to be a subscriber as defined in
note (11) during the period (whether involuntarily due to non-payment or voluntarily, at such subscriber s request),
expressed as a percentage of the average number of our subscribers during that period.

B. Capitalization and Indebtedness

Not applicable.

C. Reasons for the Offer and Use of Proceeds

Not applicable.

D. Risk Factors

An investment in our securities involves a high degree of risk. You should carefully consider the following information about these risks,
together with the information contained in this document, before you decide to buy our securities. If any of the following risks actually occur,
our business, financial condition or results of operations could be adversely affected. In that case, the trading price of our securities could
decline and you could lose all or part of your investment.

We have described the risks and uncertainties that our management believes are material, but these risks and uncertainties may not be the only
ones we face. Additional risks and uncertainties, including those we

13
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currently do not know or deem immaterial, may also result in deceased revenues, increased expenses or other events that could result in a
decline in the price of our securities.

Risks Relating to Business Operations in Emerging Markets

Emerging markets such as the Russian Federation, Belarus and Ukraine are subject to greater risks than more developed markets, including
significant legal, economic and political risks.

Investors in emerging markets such as the Russian Federation, Belarus and Ukraine should be aware that these markets are subject to greater risk
than more developed markets, including in some cases significant legal, economic and political risks. Investors should also note that emerging
economies such as the economy of the Russian Federation are subject to rapid change and that the information set out herein may become
outdated relatively quickly. Accordingly, investors should exercise particular care in evaluating the risks involved and must decide for
themselves whether, in light of those risks, their investment is appropriate. Generally, investment in emerging markets is only suitable for
sophisticated investors who fully appreciate the significance of the risks involved and investors are urged to consult with their own legal and
financial advisors before making an investment in our securities.

Risks Relating to Our Business

All or part of our subscriber database, containing private information relating to our subscribers, was illegally copied and stolen, and is
currently available for sale in Russia on the black market. This security breach of our database could adversely impact our reputation and
lead to subscriber lawsuits, a loss of subscribers and an inability to gain new subscribers which, in turn, could negatively impact our
revenues and results of operations.

In January 2003, we discovered that our database of subscribers, containing private subscriber information, was illegally copied and stolen. The
database contained information such as the names, addresses, home phone numbers, passport details, individual tax numbers and other personal
information of approximately 5 million of our subscribers, and is currently being sold in Russia on the black market. In addition, in May 2003,
certain subscriber databases of several operators in the North-West region, including those of MTS, MegaFon, Delta Telecom and two other
operators, were stolen and are currently available and being sold on CD-ROM.

We are currently engaging in an extensive internal investigation relating to this theft. While we do not believe that this was an internal security
breach, we do not yet know the perpetrator of the theft.

The breach of security of our database and illegal sale of our subscribers personal information could adversely impact our reputation and may
prompt lawsuits against us by individual and corporate subscribers. If such lawsuits were successful, we could have to pay significant damages,
including consequential damages. It may also lead to a loss in subscribers and our inability to attract new subscribers. Each of these factors,
individually or in the aggregate, could negatively impact our revenues and results of operations.

14
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Increased competition and a more diverse subscriber base have resulted in declining average monthly service revenues per subscriber which
may adversely affect our results of operation.

While our subscriber base and revenues are constantly growing as we continue to grow our operations in Moscow and to expand into regions

outside of Moscow, our average monthly service revenues per subscriber are decreasing. We expect to see a continued decline due to tariff

decreases and the increase of mass-market subscribers as a proportion of our overall subscriber mix. See Item 5. Operating and Financial Review
and Prospects D. Trend Information Sales and  A. Operating Results. This decline in our average monthly service revenues per subscriber may
adversely affect our results of operation.

Our failure to implement the necessary infrastructure to manage our growth could have a material negative affect on our profits and
results of operations.

Our billing system registers and debits the account of a subscriber for calls made by such subscriber one to two hours after such calls were
made. There is also an additional delay between the time that a subscriber s balance reaches zero and the disconnection of such subscriber from
our network.

15
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During the first quarter of 2003, certain dealers and subscribers together fraudulently exploited these billing time lags by placing a sizeable
amount of domestic and international long distance calls using subscriber accounts registered under false names. We discovered this fraud in
March 2003, and estimate approximately $11 million in losses as a result of this dealer fraud. We have taken measures to prevent further use of
this scheme, such as requiring our subscribers to activate their long distance services in person at our service centers. This, in turn, may cause us
to lose subscribers who view the new requirement as burdensome and negatively affect our market share.

Our ability to successfully manage our business is contingent upon our ability to implement sufficient operational resources and infrastructure.
While we are in the process of implementing measures to prevent further dealer fraud of this kind, the failure or breakdown of key components
of our infrastructure in the future, including our billing system, could have a material negative affect on our profits and results of operations.

If we cannot successfully develop our network, we will be unable to expand our subscriber base, and therefore, lose market share and
revenues.

We plan to expand our network infrastructure in the following ways:

extend coverage and increase the capacity of our existing network in the Moscow license area;

further develop our operations in Ukraine and Belarus and further develop coverage in St. Petersburg,
Krasnodar, Nizhny Novgorod, Perm, Rostov and in the other regions in which we currently operate; and

introduce service in the regions in which we have licenses and have not yet commenced operations.

Our ability to increase our subscriber base depends upon the success of our network expansion. We have expended considerable amounts of
resources to enable this expansion. For a discussion of our regional expansion, see Item 4. Information on Our Company A. History and
Development Regional Expansion. Limited information regarding the potential regional markets into which we are considering expanding, either
through acquisitions or new licenses, complicates accurate forecasts of future revenues from those regions, increasing the risk that we may
overestimate these revenues. In addition, we have expanded and are likely to continue to expand our network through acquisitions. Although we
are currently in discussions with mobile cellular telecommunications providers in various regions of the Russian Federation and countries of the
CIS regarding potential acquisitions, we cannot give assurances that pending or future acquisitions will be completed on favorable terms or at

all. Moreover, we may not be able to integrate previous or future acquisitions successfully or operate them profitably.

We also may face problems and complications that we are unaccustomed to dealing with during the course of our expansion into countries
outside of the Russian Federation. For example, after we signed agreements for the acquisition of a majority stake in Ukrainian Mobile
Communications (UMC) in November 2002, a lawsuit was filed in Ukraine seeking to prevent the sale by one of the selling shareholders,
Ukrtelecom, of its shares in UMC. Though this law suit was dismissed and our acquisition of a majority stake in UMC was consummated in
March 2003, an additional law suit has been filed against Ukrtelecom in relation to its use of the purchase price we paid for Ukrtelecom s stake.
We have not been a party to either of these lawsuits, but we cannot give assurances that the current claim against Ukrtelecom or any future
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claims relating to this transaction will not challenge our purchase of Ukrtelecom s stake in UMC.

The buildout of our network is also subject to risks and uncertainties which could delay the introduction of service in some areas and increase
the cost of network construction, including difficulty in obtaining base station sites on commercially attractive terms. In addition,
telecommunications equipment used in Russia is subject to governmental certification, which must be renewed at least every three years. The
failure of any equipment we use to receive timely certification or re-certification could also hinder our expansion plans. We also, at times, put
our equipment into operation prior to receiving certification, which could lead to the seizure of such equipment. To the extent we fail to expand
our network on a timely basis, we could experience difficulty in expanding our subscriber base.

17
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Rapid growth and expansion may cause us difficulty in obtaining adequate managerial and operational resources, restricting our ability to
successfully expand our operations.

We have experienced substantial growth and development in a relatively short period of time. Management of this growth has required
significant managerial and operational resources and is likely to continue to do so. We have recently added two new vice president positions,
subordinate only to our chief executive officer, in response to this growth. Our future operating results depend, in significant part, upon the
continued contributions of a small number of our key senior management and technical personnel. Management of growth will require, among
other things:

stringent control of network buildout and other costs;

the ability to integrate new acquisitions into our operations;

continued development of financial and management controls and information technology systems and their
implementation in newly acquired businesses;

increased marketing activities;

the need to provide additional service centers; and

hiring and training of new personnel.

Our success will depend, in part, on our ability to continue to attract, retain and motivate qualified personnel. Competition in Russia for
personnel with relevant expertise is intense, due to the small numbers of qualified individuals. Our failure to successfully manage our growth
and personnel needs could have a material adverse affect on our business, operating performance and financial condition.

If we cannot interconnect cost-effectively with other telecommunications operators, we may be unable to provide services at competitive
prices and therefore lose market share and revenues.

Our ability to provide commercially viable services depends upon our ability to continue to interconnect cost-effectively with MGTS and other
local, domestic and international telecommunications operators. Fees for interconnection are established by agreements with network operators
and vary, depending on the network used and the nature of the call. We have entered into interconnection agreements with several local,

18



Edgar Filing: MOBILE TELESYSTEMS OJSC - Form 20-F

domestic and international telecommunications operators, including MGTS and Rostelecom. Interconnection with these operators is required to
complete calls originating on our network but terminating outside of it and to complete calls to our subscribers originating outside of our
network.

Any difficulties or delays in interconnecting cost-effectively with other networks could hinder our ability to provide services, causing us to lose
subscribers, increase our costs and decrease our revenues. Although Russian legislation requires that operators of public switched telephone
networks may not refuse to provide interconnections or discriminate against one operator in comparison to another, we believe that, in practice,
some public network operators attempt to impede mobile operators by delaying interconnection applications and charging varying interconnect
rates to different mobile operators and, in particular, more favorable rates to local mobile operators, potentially enabling our competitors to offer
lower prices.

If frequencies currently assigned to us are reassigned to other users, or if we fail to obtain renewals of our frequency allocations, our
network capacity will be restrained and our ability to expand limited, resulting in a loss of market share and lower revenues.

There is a limited amount of frequency available for mobile operators in each of the regions in which we operate or hold licenses to operate. We
are dependent on access to adequate spectrum allocation in each market in which we operate in order to maintain and expand our subscriber
base. While we believe that our current spectrum allocations are sufficient, we cannot be certain that frequency will be allocated to us in the
future in the quantities, with the geographic span and for time periods that would allow us to provide wireless services on a commercially
feasible basis throughout all of our license areas. A loss of assigned spectrum allocation which is not replaced by other adequate allocations
could have a substantial impact on our network capacity. For example, on September 5,
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2000, we received a letter from the State Service for Communication Control, a department of the Ministry of Communications. The letter
cancelled the approval the State Service for Communication Control had given us in May 2000 for certain frequencies within the 900 MHz band
in order to install base stations with restricted emanation, which we used primarily for the development of our network in the underground
stations of the Moscow subway system. While the Department of Communications Control, also under the Ministry of Communications, halted
the implementation of this letter on September 14, 2000, and on November 14, 2000, the Ministry of Communications reinstated these frequency
allocations to us, there can be no assurance that future attempts will not be made to remove frequency allocations from us. In addition, frequency
allocations are often issued for periods that are shorter than the terms of the licenses, and we cannot assure you that such allocations will be
renewed in a timely matter or at all. If our frequencies are revoked or we are unable to renew our frequency allocations, our network capacity
would be restrained and our ability to expand limited, resulting in a loss of market share and lower revenues.

We may be required to contribute to the cost of the Russian government s 900 MHZ frequency conversion which could negatively affect our
financial results.

A program was approved by the Russian government in November 2001 providing for the transfer during 2002-2003 of the frequency used by
air traffic control systems in order to allocate additional frequency for mobile communications. In the event that we and other mobile operators
are required by the Russian government to finance the costs of such frequency transfer, our financial results could be negatively affected, and we
may be forced to pass on some of this expense to our subscribers.

Because we lack full redundancy and insurance for our systems, a systems failure could prevent us from operating our business and lead to
a loss of customers, damage to our reputation and violations of the terms of our licenses and contracts with customers.

We have back-up capacity for our network management, operations and maintenance systems, but automatic transfer to back-up capacity is
limited. In the event that the primary network management center were unable to function, significant disruptions to our system would occur,
including our inability to provide services. Disruptions in our services have occurred on August 3, 2000, December 15, 2000, January 23, 2001
and May 30, 2003, and there can be no assurance that these types of disruptions will not recur. These types of disruptions could lead to a loss of
customers, damage to our reputation and violations of the terms of our licenses and contracts with customers. These failures could also lead to a
decrease in value of our securities, significant negative publicity and litigation.

Our computer and communications hardware is protected through physical and software safeguards. However, it is still vulnerable to fire, storm,
flood, loss of power, telecommunications failures, interconnection failures, physical or software break-ins and similar events. We do not carry
business interruption insurance to protect us in the event of a catastrophe, even though such an event could have a significant negative impact on
our business.

Failure to fulfill the terms of our licenses, including the payment of license contributions, could result in their revocation.

Our licenses contain various requirements. These include participation in a federal communications network, adherence to technical standards,
investment in network infrastructure and employment of Russian technical personnel. GSM operators are required to provide service to the
federal government at regulated tariff rates. The amount and pricing of such services are subject to change and, if they were to materially and
adversely change, so would our operating costs.
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In addition, most of our current licenses provide for payments to be made to finance telecommunication infrastructure improvements, which in
the aggregate could total approximately $110.2 million. However, no decisions regulating the terms and conditions of such payments have been
formulated. Accordingly, we have made no payments to date pursuant to any of the current licenses which could require such payments. Further,
we believe that we will not be required to make any such payments. If such payments would be required in the future, we believe that it would
be limited to purchasing certain equipment for our own use in the related license area.
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Each of our licenses also requires service to be started by a specific date. Each of our licenses, other than the licenses which cover the Moscow
license area, also contains requirements as to the number of subscribers and required territorial coverage by specified dates. Our licenses for the
Moscow license area contain requirements relating to network capacity. These requirements are subject to adjustment during the term of the
license.

If the terms of a license are not fulfilled or the service provider violates legislation, the license may be suspended or terminated. Decisions of the
Ministry of Communications on suspension or termination of licenses may be appealed in court. To date, there have been no legal actions
seeking to suspend or terminate any of our licenses, nor have we received any notice of violation with respect to any of our licenses.

However, if we fail to comply with the requirements of applicable Russian legislation, or we fail to meet the terms of our licenses, our licenses
and other authorizations necessary for our operation may be suspended or revoked. A suspension or revocation of our licenses or other necessary
governmental authorizations could negatively impact our business and results of operation.

If we are unable to maintain our favorable brand image, we may be unable to attract new subscribers and retain existing subscribers,
leading to loss of market share and revenues.

Our ability to attract new subscribers and retain existing subscribers depends in part on our ability to maintain what we believe to be our
favorable brand image. Negative rumors regarding our services could negatively affect this brand image. In addition, consumer preferences
change and our failure to anticipate, identify or react to these changes by providing attractive services at competitive prices could negatively
affect our market share. The loss of market share could negatively affect our revenues.

We must change the federal prefix telephone code used by many of our subscribers in the Moscow license area, which could result in an
increase in churn and a loss of market share and revenues.

On July 6, 2001, in response to our request that we be allocated additional numbering capacity with federal prefix codes, the Ministry of
Communications issued an administrative order pursuant to which we were allocated seven new federal prefix codes. This order also mandated
that we stop using the 902 federal prefix code.We completed the process of migrating our subscribers with telephone numbers utilizing the 902
prefix code between June 6 and June 20, 2003. Although the changeover in federal prefix codes does not require any actions by subscribers, who
have retained their seven-digit numbers and will continue to receive calls at their old 902 numbers through August 26, 2003, the change and
unavoidable associated inconvenience may lead some subscribers to consider switching to other mobile cellular operators, increasing churn and
possibly leading to a loss of market share and revenues.

We may be unable to obtain licenses for third-generation, or UMTS, mobile cellular services on commercially reasonable terms or at all,
which would materially adversely affect our competitive position and limit our ability to expand our services, leading to a loss of customers
and a decline in revenues.

The Ministry of Communications has previously stated that it expects to announce the procedures for the award of licenses for UMTS mobile
cellular services during 2002, though, to date, no procedures have been announced. Depending upon the procedures adopted, we may be unable
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to obtain UMTS licenses on commercially reasonable terms or at all. Failure to obtain UMTS licenses for the Moscow and other license areas
would materially adversely affect our ability to compete with operators who are able to operate these services and limit our ability to expand our
services, leading to a loss of customers and a decline in revenues.

We engage in transactions with related parties, which may present conflicts of interest, resulting in the conclusion of transactions on less
Jfavorable terms than could be obtained in arm s-length transactions.

We, our principal shareholders and their affiliates have engaged in several significant transactions among us and may continue to do so. We have
purchased interests in various mobile telecommunications companies from Sistema and T-Mobile and entered into arrangements with affiliates
of Sistema for advertising and insurance services. In addition, we have entered into interconnection and telephone numbering capacity purchase
agreements with MGTS, Telmos and MTU-Inform, which are majority-owned by Sistema. Furthermore, we have entered into a number of
arrangements with T-Mobile and its affiliates, including the agreements for the purchase of shares of UMC, and we have entered into a number
of equipment lease agreements with Invest-Svyaz-Holding, one of our
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shareholders. Although we anticipate that all future related party transactions will be at arm s-length, conflicts of interest may arise between us,
our affiliates and our principal shareholders or their affiliates, resulting in the conclusion of transactions on terms not determined by market
forces.

In the event that minority shareholders were to contest successfully existing, or were to prevent future, approval of transactions among our
subsidiaries which require special approval in accordance with Russian legislation, this could limit our operational flexibility and adversely
affect our results of operations.

We own less than 100% of a number of our subsidiaries. Under Russian law, certain transactions defined as interested party transactions require
approval by disinterested members of the board of directors or shareholders of the companies involved. Interested party transactions include
transactions in which a member of the board of directors, an officer of a company or any person that owns, together with any affiliates of that
person, at least 20% of a company s voting shares, or any person that is entitled to give binding instructions to a company, is interested, if that
person, or that person s relatives or affiliates, is

a party to, or a beneficiary of, a transaction with the company, whether directly or as a representative or
intermediary;

the owner of at least 20% of the issued voting shares of a legal entity that is a party to, or a beneficiary of, a
transaction with the company, whether directly or as a representative or intermediary; or

a member of the board of directors or an officer of a company which is a party to, or a beneficiary of, a
transaction with the company, whether directly or as a representative or intermediary.

Our subsidiaries engage in numerous transactions which require interested party transaction approvals in accordance with Russian law. These
transactions have not always been properly approved, and therefore may be contested by minority shareholders. In the event that minority
shareholders were to contest successfully existing interested party transactions among our subsidiaries, or prevent the approval of these
transactions in the future, this could limit our operational flexibility and adversely affect our results of operations.

In addition, certain transactions between members of a consolidated corporate group may be considered interested party transactions under
Russian law even when the companies involved are wholly-owned by the parent company. While we generally endeavor to obtain all corporate
approvals required under Russian law to consummate transactions, we have not always applied special approval procedures in connection with
our consummation of transactions with or between our subsidiaries. In the event that a claim is filed in relation to certain transactions with or
between our subsidiaries, such transactions are found to have been interested party transactions, and we are found to have failed to obtain the
appropriate approvals therefor, such transactions may be declared invalid. The unwinding of any transactions concluded with or between our
subsidiaries may have a negative impact on our business and results of operation.
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Our controlling shareholders have the ability to exert significant influence over us and their interests may conflict with those of holders of
our securities as they may make decisions that materially adversely affect your investment. In addition, because one of our controlling
shareholders is also our competitor, it may have interests that conflict with those of holders of our securities.

Together our primary shareholders, T-Mobile and Sistema, control directly or indirectly approximately 78% of our voting shares. As a result,
each of T-Mobile and Sistema have the ability to exert significant influence over certain actions requiring shareholder approval, including the
election of directors and the declaration of dividends, and may have the ability to influence our policy. As such, decisions made by T-Mobile or
Sistema may influence our business, results of operation and financial condition and these decisions may conflict with the interest of the holders
of our securities. For example, Sistema and T-Mobile have expressed their intent to vote in favor of annual dividend distributions of not less than
the equivalent of 25% of Mobile TeleSystems OJSC s stand-alone net profits (as determined under Russian accounting standards). In this
connection, if these controlling shareholders were to vote in favor of declaring dividends constituting a significant proportion of our net profits,
our cash flow and ability to finance our debt obligations or make capital expenditure investments and acquisitions of

25



Edgar Filing: MOBILE TELESYSTEMS OJSC - Form 20-F

other companies could be materially adversely affected. See Item 8. Financial Information A. Consolidated Statements and Other Financial
Information Dividend Distribution Policy.

Further, on April 16, 2003 Sistema exercised its rights under a call option agreement entered into with T-Mobile dated March 12, 2003 to

acquire directly and indirectly from T-Mobile 199,332,614 shares of common stock amounting, in aggregate, to an additional 10% of our
outstanding common stock. The acquisition was completed on April 25, 2003. As a consequence, Sistema now has a controlling interest over

more than 50% of our shares. Sistema and T-Mobile also entered into a shareholders agreement dated March 12, 2003 governing certain
important corporate actions. Decisions made by Sistema or otherwise by Sistema and T-Mobile pursuant to the terms of the shareholders
agreement may conflict with the interests of the holders of our securities. For a description of the shareholders agreement between Sistema and
T-Mobile see Item 8. Financial Information B. Significant Changes Call Option and Shareholders Agreements between Sistema and T-Mobile.

In addition, we compete directly with affiliates of Sistema. Sistema indirectly owns, through MGTS, 23.5% of Mobilnye Sistemy Svyazi, or
MCC. Sistema also indirectly controls JSC Personal Communications, which operates a CDMA network in the Moscow license area. Ownership
and involvement by this controlling shareholder in these competing businesses could result in the diversion of resources that otherwise could be
invested by this shareholder in our business and could enable these other businesses to compete against us more effectively.

Risks Relating to Our Financial Condition

Changes in exchange rates could increase our costs, decrease our reserves or prevent us from repaying our debts.

Over the past several years, the ruble has fluctuated dramatically against the U.S. dollar, in the great majority of instances falling in value. The
Russian Central Bank from time to time has imposed various currency-trading restrictions in attempts to support the ruble. The ability of the
government and the Russian Central Bank to maintain a stable ruble will depend on many political and economic factors. These include their
ability to finance budget deficits without recourse to monetary emissions, to control inflation and to maintain sufficient foreign currency reserves
to support the ruble.

Substantially all of our costs and expenditures, as well as liabilities, are either denominated in or tightly linked to the U.S. dollar. These include
capital expenditures and borrowings, including our U.S. dollar-denominated Eurobonds. As a result, devaluation of the ruble against the U.S.
dollar can adversely affect us by increasing our costs in ruble terms. In order to hedge against this risk, we link our tariffs, which are payable in
rubles, to the U.S. dollar. The effectiveness of this hedge is limited, however, as we may not be able to maintain our U.S. dollar linked tariffs due
to competitive pressures in the event that the ruble devaluates against the U.S. dollar, leading to a loss of revenue in U.S. dollar terms. We do not
engage in any other hedging arrangements. Additionally, if the ruble declines and tariffs cannot keep pace, we could have difficulty repaying or
refinancing our U.S. dollar-denominated indebtedness, including our U.S. dollar-denominated Eurobonds. The devaluation of the ruble also
results in losses in the value of ruble-denominated assets, such as ruble deposits. These losses for us were approximately $1.1 million in 2000,
$2.3 million in 2001 and $3.5 million for 2002. Continued devaluation of the ruble against the U.S. dollar could materially adversely affect us.

The decline in the value of the ruble against the U.S. dollar also reduces the U.S. dollar value of tax savings arising from tax incentives for
capital investment and the depreciation of our property, plant and equipment, since their basis for tax purposes is denominated in rubles at the
time of the investment. Increased tax liability would increase total expenses.
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Inflation could increase our costs and decrease our operating margins.

The Russian economy has been characterized by high rates of inflation, including a rate of 84.4% in 1998, although according to the Central
Bank of Russia, it subsided to 15.1% during 2002. When the rate of inflation exceeds the rate of devaluation, resulting in real appreciation of the
ruble against the U.S. dollar, as was the case for periods prior to 1998 and from 1999 through the current date, we can experience
inflation-driven increases in dollar terms of certain of our costs. These include salaries and rents, which are sensitive to rises in the general price
level in Russia. In this situation, due to competitive pressures, we may not be able to raise our tariffs sufficiently to
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preserve operating margins. Accordingly, high rates of inflation in Russia relative to the rate of devaluation could increase our costs and
decrease our operating margins.

If we are unable to obtain adequate capital, we may have to limit our operations substantially, with a resulting negative impact on our
operating results and loss of market share.

We will need to make significant capital expenditures, particularly in connection with the development, construction and maintenance of our
GSM network. We spent approximately $225 million in 2000, approximately $441 million in 2001, approximately $574 million in 2002 and
expect to spend approximately $700 million in 2003 and $500 million in 2004 for the fulfillment of our capital spending plans, excluding

spendings for acquisitions and expenditures relating to our non-Russian operations. In addition, the acquisition of UMTS licenses and frequency
allocations and the buildout of a UMTS network would require substantial additional capital expenditures. However, future financing may not be

sufficient to meet our planned needs in the event of the following potential developments:

changes in the terms of existing financing arrangements;

construction of the networks at a faster rate or higher capital cost than anticipated;

need for greater than anticipated service and customer support;

pursuit of new business opportunities that require significant investment;

acquisitions or development of any additional licenses;

slower than anticipated subscriber growth;

regulatory developments;

deterioration in the Russian economy; or
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changes in existing interconnect arrangements.

To meet our financing requirements, we may need to attract additional equity or debt financing. If we cannot obtain adequate funds to satisfy our
capital requirements, we may need to limit our operations significantly, which could negatively impact our market share and operating results.

Our inability to obtain permission from the Central Bank of Russia pursuant to currency control regulations may hinder our ability to enter
into certain hard-currency-denominated transactions.

Certain payments in foreign currency are subject to prior permission by the Central Bank of Russia, including, with various exceptions, the
following:

direct investments, except investments from abroad, in the charter capital of a Russian company;

payments with respect to real estate, except acquisition of real estate by non-residents and lease payments by
non-residents;

portfolio investments; and

payments for export-import transactions with settlement over 90 days following completion.

These regulations are subject to substantial changes and varying interpretations, complicating both the process of determining whether
permission of the Central Bank of Russia is required and the process of obtaining permission. If we are unable to obtain Central Bank of Russia
permissions for hard-currency-denominated
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transactions requiring such permissions, our ability to enter into such transactions may be hindered. In addition, in the event that we failed in the
past to obtain Central Bank of Russia permissions for hard-currency-denominated transactions and borrowings requiring such permissions, such
failure could result in severe penalties, including the unwinding of such transactions, fines and administrative penalties assessed against us and
criminal and administrative penalties assessed against our management which, in turn, would negatively affect our business.

As of December 31, 2002, we had outstanding debt of approximately $391.0 million denominated in U.S. dollars and approximately $4.0 million
denominated in euro. Although we have Russian Central Bank licenses to make payments of principal and interest on these loans, there is no
assurance that we will be able to obtain similar licenses, if required, for future financings. In addition, the revocation of any of our Central Bank
licenses or a breach by us of the terms of a Central Bank license could result in cash flow difficulties and fines and penalties. The loss of a
Central Bank license may also constitute an event of default under certain of our agreements, which may result in the acceleration of some or all
of our outstanding hard-currency-denominated debt.

Restrictions on investments outside of Russia or in hard-currency-denominated instruments in Russia expose our cash holdings to
devaluation.

Currency regulations established by the Russian Central Bank restrict investments by Russian companies outside of Russia and in most
hard-currency-denominated instruments in Russia, and there are only a limited number of ruble-denominated instruments in which we may
invest our excess cash. Any balances maintained in rubles will give rise to losses if the ruble devalues against the U.S. dollar.

Additionally, Russian companies must repatriate 100% of offshore foreign currency earnings to Russia and convert 50% of those earnings into
rubles within seven days from the date on which they were received, although the Russian legislature is currently considering legislation that
would reduce the conversion requirement to a maximum of 30%. We earned around $43 million, $53 million and $83 million in foreign
currency in 2000, 2001 and 2002, respectively, constituting around 8%, 6% and 6% of our total revenues, primarily from roaming agreements.
This requirement further increases balances in our ruble-denominated accounts and, consequently, our exposure to devaluation risk.

Continued or increased limitations on the conversion of rubles to hard currency in Russia could increase our costs when making payments
in hard currency to suppliers and creditors and could cause us to default on our obligations to them.

Our major capital expenditures are generally denominated and payable in various foreign currencies, including the U.S. dollar and euro. As of
December 31, 2002, we had $182.0 million and euro 118.8 million committed under contracts with foreign suppliers for the purchase of network
infrastructure. To the extent such major capital expenditures involve the importation of equipment and related items, Russian legislation permits
the conversion of ruble revenues into foreign currency. However, the market in Russia for the conversion of rubles into foreign currencies is
limited. The scarcity of foreign currencies may tend to inflate their values relative to the ruble, and such a market may not continue to exist,
which could increase our costs when making payments in hard currency to suppliers and creditors.

Additionally, any delay or other difficulty in converting rubles into a foreign currency to make a payment or delay or restriction in the transfer of
foreign currency could limit our ability to meet our payment and debt obligations, which could result in the loss of suppliers, acceleration of debt
obligations and cross-defaults.
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Sistema may not fulfill its obligation to make payments to us in connection with our loan from Ericsson, which would have an adverse effect
on the anticipated increase in our shareholders equity and our cash position.

In December 1996, Rosico, our subsidiary that merged into us in June 2003, entered into a credit agreement with Ericsson Project Finance AB
for a five-year credit facility, with an original principal amount of $60 million and repayment now extended to February 2006. During 2003,
Ericsson assigned this loan to Salomon Brothers Holding Company on the same terms and conditions.

As of December 31, 2002, the principal amount outstanding on this credit was $30 million. In connection with our acquisition of Rosico in
1998, Sistema agreed to indemnify Rosico for this loan and all related obligations. Under the indemnification agreement, a significant portion of
payments we receive from Sistema is in
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exchange for the issuance by us of long-term, ruble-denominated promissory notes with 0% interest and maturities from 2049 to 2052. The
carrying amount of these notes is negligible for our financial statements.

Sistema, notwithstanding its obligation, did not make any payments to us under the indemnity until 2000. While Sistema has been making the
scheduled payments to us under the indemnity since that time, any further failure by Sistema to meet its obligations could have an adverse effect
on the anticipated increase in our shareholders equity and on the anticipated improvement in our cash position.

We recorded the receivable from Sistema in our financial statements as both additional paid-in capital as well as a direct reduction to our
shareholders equity. As a result, as payments are made, they have a positive effect on our shareholders equity and our cash position.

Our debt facilities contain restrictive covenants, which may limit our ability to engage in various activities.

The indentures relating to our $400 million Eurobond offering and to our $300 million Eurobond offering contain covenants limiting the ability
of the issuer, us and our subsidiaries to incur debt, create liens and lease properties sold or transferred by us. The indentures also contain
covenants limiting our ability to merge or consolidate with another person or convey our properties and assets to another person, as well as our
ability to sell or transfer any of our or our subsidiaries GSM licenses for the Moscow, St. Petersburg and Krasnodar license areas. Failure to
comply with these covenants could cause a default under the issuer s debt obligations and result in the debt and, consequently, our guarantees,
becoming immediately due and payable, which would materially adversely affect our business, financial condition and results of operations.

If a change in control occurs, our Eurobond noteholders may require us to redeem notes not previously called for redemption, which will
have a negative impact on our cash flow and results of operation.

The notes issued in connection with our Eurobond offerings provide that, if a change in control occurs, our noteholders will have the right to
require us to redeem notes not previously called for redemption. The price we will be required to pay upon such event will be 101% of the
principal amount of the notes, plus accrued interest to the redemption date. Under the terms of our Eurobonds maturing in 2004, a change in
control will be deemed to have occurred in any of the following circumstances:

Any person acquires beneficial ownership of 50% or more of the total voting power of all shares of our
common stock; provided that the following transactions would not be deemed to result in a change in control:

) any acquisition by Sistema, T-Mobile or their respective subsidiaries that results in the 50%
threshold being exceeded if, immediately following such transaction, each of Sistema (together with its subsidiaries)
and T-Mobile (together with its subsidiaries) beneficially owns more than 25% of the total voting power of all shares
of our common stock; and
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(ii) any acquisition by us, our subsidiary or our employee benefit plan.

We merge or consolidate with or into, or convey, sell, lease or otherwise dispose of all or substantially all of
our assets to, another entity or another entity merges into us and, immediately following such transaction, Sistema and
T-Mobile together do not beneficially own at least 50% of the total voting power of all shares of common stock of
such entity and, individually, do not beneficially own more than 25% of the total voting power of all shares of
common stock of such entity.

We no longer beneficially own more than 50% of the issuer s share capital.

Our Eurobonds maturing in 2008 contain a similar change in control definition.
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If a change in control occurs, and our noteholders exercise their right to require us to redeem all of their notes not previously called for
redemption, such event will have a negative impact on our cash flow and results of operation.

Risks Relating to Our Industry

We face increasing competition from existing licensees that may result in reduced operating margins, loss of market share and diminished
value in our services, as well as lead us to make different pricing, service or marketing decisions.

The Russian mobile cellular telecommunication services market is becoming increasingly competitive. The trend in Russian government
licensing policies has been to increase competition among mobile cellular telecommunication service providers. Russian regulatory authorities
have moved from granting exclusive licenses for each technology standard per region to granting multiple licenses covering the same territory.
Increased competition may result in reduced operating margins, loss of market share and diminished value in our services, as well as different
pricing, service or marketing policies.

Our principal competitors in the Moscow license area are VimpelCom and Sonic Duo. VimpelCom is 25% owned by the Russian financial
industrial conglomerate Alfa Group and 25% owned by Telenor. It operates both D-AMPS and dual-band GSM networks and had a 52% market
share in the Moscow license area as of December 31, 2002, according to Advanced Communications & Media Limited, or AC&M-Consulting.
Sonic Duo is part of the MegaFon group and, as discussed below, began commercial operations in Moscow in November 2001. It has a
dual-band GSM network in the Moscow license area and had a 4% market share as of December 31, 2002, according to AC&M-Consulting.

In the North-West region, where St. Petersburg is located, our principal competitor is MegaFon, currently the principal operator in that region
with a 56% market share as of December 31, 2002 according to AC&M-Consulting. MegaFon, formerly known as North-West GSM, is part of
the MegaFon group and was the first company to provide GSM-standard mobile cellular communications services in the North-West region. In
addition, in 2002 and 2003, VimpelCom was awarded licenses to operate a GSM 900/1800 network in the North-West region, which includes St.
Petersburg, and launched its operations there in April 2003.

We also face competition in the regional license areas from operators in the MegaFon group and VimpelCom s regional operators, as well as
from smaller, local operators, such as Nizhny Novgorod Cellular Communications, which is our primary competitor in Nizhny Novgorod. See
Item 4. Information on Our Company B. Business Overview Sales and Marketing Competition for further description of our competitors.

The creation of MegaFon through the merger of Sonic Duo, North-West GSM and several other regional operators resulted in a new
competitor that may receive preferential treatment from the federal government and benefit from the resources of its shareholders,
potentially giving it a substantial competitive advantage over us.

Russia s third largest mobile communications provider is MegaFon, which is comprised of the former North-West GSM, Sonic Duo,
Mobicom-Caucasus, Mobicom-Kirov, Mobicom-Novosibirsk, Mobicom-Khabarovsk, MCC-Povolzhje, Volzhsky GSM and Ural GSM. The
most established company in the MegaFon group is North-West GSM, which has been renamed and operates under the brand name MegaFon,
and had approximately 1.5 million subscribers in the North-West region as of December 31, 2002, according to AC&M-Consulting.
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The nine companies comprising the MegaFon group together hold licenses to provide GSM 900/1800 cellular communications service in all 89
regions of the Russian Federation, a territory populated by 145 million people. In addition, all of the MegaFon companies have instituted a
unified intra-network roaming tariff and are expected to introduce unified tariffs in each of the regions in which they operate. These factors
could undermine our plans to expand in regions outside of the Moscow license area and diminish the competitive advantage we hope to enjoy
from our creation of a single, integrated national network. Operators in the MegaFon group currently, or are expected to, compete with us in the
North-West region, which includes St. Petersburg, and in the South, Volga, Ural, Siberia and Far East regions.
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According to press reports, MegaFon is owned by Telecominvest, CT Mobile, and TeliaSonera, a leading Swedish telecommunications operator.
In turn, Telecominvest is 15% owned by North-West Telecom, a subsidiary of Svyazinvest, and 29.5% by TeliaSonera. Svyazinvest is
effectively controlled by the Russian federal government.

Press reports have pointed to the previous involvement of federal government officials, including the current Minister of Communications, in
entities owned by MegaFon as a potential reason for preferential treatment in regulatory matters. This could result in an uneven regulatory
playing field and give MegaFon an advantage over us in competing for additional frequency allocations or new licenses. For instance, the
temporary loss of frequency allocation in Moscow we suffered in the fall of 2000 has been linked in press reports to Sonic Duo s need for
frequency allocation.

MegaFon may also receive significant financial assistance from its major shareholders. The company has also announced its intention to
conduct an initial public offering which, if consummated, could provide MegaFon with a substantial amount of capital to invest into its network.

Our reliance on the GSM standard may prevent us from competing effectively against other existing technologies and new technologies,
causing us to lose subscribers and associated revenues.

The adoption of UMTS may also increase the competition we face. In Russia, the Ministry of Communications expects to complete preparatory
work for license tenders for third-generation mobile cellular standards in the near future. The UMTS standard is significantly superior to existing
second-generation standards such as GSM, and given our reliance on the GSM standard, we may not be able to develop a strategy compatible
with this or any other new technology. The technology we currently use may become obsolete or uncompetitive, and we may not be able to
acquire new technologies necessary to compete on reasonable terms. In addition, expenditures in connection with new technology may adversely
affect our ability to expand in other areas.

The Ministry of Communications has granted licenses based on code division multiple access, or CDMA, technology for the provision of fixed
wireless services in a number of regions throughout Russia. CDMA is a second-generation digital cellular telephony technology that can be used
for the provision of both mobile and fixed services. Although CDMA technology is currently classified in Russia as a fixed radio telephone
service, it may be used for mobile communications, and there is a risk that it may be offered for use via portable handsets. If CDMA operators
were able to obtain permission to offer mobile CDMA services, they would operate in direct competition with us.

The regulatory environment for telecommunications in Russia is uncertain and may be subject to political influence, resulting in negative
regulatory decisions on other than legal grounds.

We operate in an uncertain regulatory environment. There is no comprehensive legal framework with respect to the provision of
telecommunication services in Russia and in other areas in which we currently or may in the future operate, although a number of laws, decrees
and regulations apply to the telecommunications sector. In particular, in Russia, the telecommunications system is regulated by the Ministry of
Communications, largely through the issuance of licenses and instructions, and officials of the Ministry of Communications have a high degree
of discretion.
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In this environment, political influence could be exerted to affect regulatory decisions against us, and we cannot assure you that regulators will
not challenge our compliance with applicable laws, decrees and regulations. Although Sistema, one of our principal shareholders, has no formal
ties with the Mayor of Moscow, Yuri Luzhkov, it has been linked in press reports to him. We believe the likely source of such press reports is

the fact that the controlling shareholder and Chairman of the Board of Sistema, Vladimir P. Evtushenkov, for many years worked at the
government of Moscow as Mr. Luzhkov s advisor. Because Mr. Luzhkov has been, at times, politically adverse to President Putin, in the event of
a political clash between the two politicians, some commentators in the press have suggested that President Putin could seek to exert pressure
against Mr. Luzhkov through attacks on companies perceived as linked to him, such as Sistema and us. If those commentators are correct, this
could result in regulatory decisions against us on other than legal grounds, potentially increasing our costs and leading to negative impacts on

our business or reducing our rights under our licenses.
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Because of limitations on the rights of license holders and the need to have a license reissued in the event of a merger, our ability to integrate
our networks may be restricted, thus preventing us from offering integrated network services.

As our regional development program proceeds, we intend to integrate our various networks to create a single, unified GSM network. The
Federal Law on Communications and other telecommunications regulations prohibit the transfer or assignment of licenses and require that
telecommunications services must be provided by the licensee only. Further, Letter No. 1805 of March 25, 1999, issued by the Ministry of
Communications, requires that agreements for the provision of telecommunications services must be concluded and performed only by the
licensee. This requirement has been an important factor in our recent acquisitions. As we are unable to buy licenses, we must rather purchase the
company holding the license. We also must continue to operate through such company in its license area by entering into agency, lease, services
and similar agreements.

To date, the Ministry of Communications has not challenged agreements between licensees and third parties in connection with the provision of
services under a license. We have entered into a series of agreements with a number of our subsidiaries for the provision of network construction
services, the lease of mobile switching centers and related services. The Ministry of Communications may change its position and view these
agreements as violating the general prohibition on the transfer or assignment of licenses.

Additionally, Russian law requires that, in the event of a merger, a license held by either of the merging entities must be reissued to the
successor entity, rather than simply transferred. We intend to continue to merge with our wholly-owned subsidiaries as part of our efforts to
integrate our networks. Failure to receive a new license as part of a merger would result in the loss of our ability to operate in that license area
and might prevent us from attempting future mergers.

Restrictions on our ability to enter into contracts with our subsidiaries, or the failure to receive a new license in the event of a merger, would
restrict our ability to create a single, unified GSM network, reducing our ability to attract and retain subscribers and compete with a federal,
country-wide licensee in the event that such a license was granted.

Regulatory uncertainties affecting the renewal of our licenses could result in an inability to renew our licenses or increases in our
obligations and a reduction of our rights under the terms of a renewed license, increasing our costs and limiting our service area.

Our licenses expire in various years from 2004 to 2012 and may be renewed upon application to the Ministry of Communications. For example,
our GSM license with frequency allocation in the 900 MHz band covering the Moscow license area expires in December 2004. Officials of the
Ministry of Communications have broad discretion in deciding whether to renew a license, and we cannot assure you that our licenses will be
renewed after expiration. If our licenses are renewed, they may be renewed with additional obligations, including payment obligations, or for
reduced service areas. Failure to renew our licenses or receive renewed licenses with similar terms to our existing licenses, particularly for the
Moscow license area, could significantly diminish our service area and decrease our subscriber numbers.

If we were categorized as a monopoly, our tariffs could be reduced and our commercial activities restricted, significantly affecting our results
of operations.
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Under Russian legislation, the Russian Ministry for Antimonopoly Policy may categorize a company as a dominant force in a market. Current
Russian legislation does not clearly define market in terms of the types of services or the geographic area. As of December 31, 2002, the Russian
Ministry for Antimonopoly Policy has categorized us and our subsidiaries Rosico, CJSC Kuban GSM and UDN 900 as companies with a

market share exceeding 35%. This classification, in turn, gives the Ministry the power to impose certain restrictions on the businesses of those
entities including the pre-approval of direct acquisitions of assets or shares in other entities as well as the pre-approval of related party

transactions. While we do not believe that there is a basis to categorize any of our entities as a dominant force, any determination to this effect
could result in the regulation of our tariffs and restrictions on our commercial activities. Therefore, we attempt to avoid classification as a

dominant force in the market, which, in turn, negatively impacts our ability to expand.
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If we or any of our subsidiaries were classified as a dominant market force, the imposition of government-determined tariffs could result in
competitive disadvantages, a decrease in our subscriber base and a significant decline in revenues. Additionally, restrictions on expansion or
government-mandated withdrawal from regions or markets would negatively affect our plans for expansion and could reduce our subscriber
base. Moreover, we could be required to make additional license applications at additional unexpected cost.

The public switched telephone networks have reached capacity limits and need modernization, which may inconvenience our subscribers
and will require us to make additional capital expenditures.

Due to the recent growth in fixed and mobile telephone use in Moscow, the city s 095 code has reached numbering capacity limits and an
additional code or codes are expected to be introduced in the future. Calls between a new code and another code will require callers to dial

through 8, the long distance dialing prefix, which is also used by our federal number subscribers. See Item 4. Information on Our Company B.
Business Overview Sales and Marketing Tariffs for a description of our 11-digit federal telephone numbers. The overtaxing of these long distance
lines may inconvenience our federal number subscribers by causing incoming and outgoing calls to have lower completion rates. Resolving

these issues will require additional investment. In addition, continued growth in local, long-distance and international traffic, including that

generated by our subscribers, may require substantial investment in public switched telephone networks.

Although the operators of public switched telephone networks are normally responsible for these investments, their weak financial condition
may prevent them from making these investments. Since we are financially strong relative to these public network operators, we may be
compelled to make such investments on their behalf, placing an additional burden on our financial and human resources. Additionally, assuming
we do make such investments, we may not own the assets resulting from such investment. While we cannot estimate the financial and operating
burdens associated with such investments, they may be substantial.

Alleged medical risks of cellular technology may subject us to negative publicity or litigation in Russia, decrease our access to base station
sites, diminish subscriber usage and hinder access to additional financing.

The significant environmental damage suffered by Russia during the communist era has increased public sensitivity to health risks arising from
technology. Electromagnetic emissions from transmitter masts and mobile handsets may harm the health of individuals exposed for long periods
of time to these emissions. The actual or perceived health risks of transmitter masts and mobile handsets or press reports in Russia of any
litigation relating to such risks could materially adversely affect us, including in the following ways:

reduced subscriber growth;

reduced usage per subscriber;

increased number of product liability lawsuits;
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increased difficulty in obtaining sites for base stations; and/or

reduced financing available to the wireless communications industry.

Computer viruses may harm our network s operating ability.

As mobile phones increase in technological capacity, they are becoming increasingly subject to computer viruses. These viruses can replicate
and distribute themselves throughout a network system, slowing the network through the unusually high volume of messages sent across the
network, in addition to affecting data stored in individual handsets. We cannot be sure that we will not be the target of a virus, or if we are, that
we will be able to maintain the integrity of the data in individual handsets of our subscribers or that such a virus will not overload our network,
causing significant harm to our operations.
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Risks Relating to the Russian Federation

Economic Risks

Economic instability in Russia could adversely affect our business.

Since the dissolution of the Soviet Union, the Russian economy has experienced at various times:

significant declines in gross domestic product;

hyperinflation;

an unstable currency;

high government debt relative to gross domestic product;

a weak banking system providing limited liquidity to Russian enterprises;

high levels of loss-making enterprises that continued to operate due to the lack of effective bankruptcy
proceedings;

significant use of barter transactions and illiquid promissory notes to settle commercial transactions;

widespread tax evasion;

growth of a black and gray market economy;
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pervasive capital flight;

high levels of corruption and the penetration of organized crime into the economy;

significant increases in unemployment and underemployment; and

the impoverishment of a large portion of the Russian population.

The Russian economy has been subject to abrupt downturns. In particular, on August 17, 1998, in the face of a rapidly deteriorating economic
situation, the Russian government defaulted on its ruble-denominated securities, the Russian Central Bank stopped its support of the ruble and a
temporary moratorium was imposed on certain hard currency payments. These actions resulted in an immediate and severe devaluation of the
ruble and a sharp increase in the rate of inflation; a dramatic decline in the prices of Russian debt and equity securities; and an inability of
Russian issuers to raise funds in the international capital markets.

These problems were aggravated by the near collapse of the Russian banking sector after the events of August 17, 1998, as evidenced by the
revocation of the banking licenses of a number of major Russian banks. This further impaired the ability of the banking sector to act as a
consistent source of liquidity to Russian companies and resulted in the losses of bank deposits in some cases.

There can be no assurance that recent trends in the Russian economy such as the increase in the gross domestic product, a relatively stable ruble
and a reduced rate of inflation will continue or will not be abruptly reversed. A decline in international oil and gas prices, the strengthening of the
ruble in real terms relative to the U.S. dollar and the consequences of a relaxation in monetary policy, or other factors, could adversely affect
Russia s economy and our business in the future.

Russia s physical infrastructure is in very poor condition, which could disrupt normal business activity.

Russia s physical infrastructure largely dates back to Soviet times and has not been adequately funded and maintained over the past decade.
Particularly affected are the rail and road networks; power generation and transmission; communication systems; and building stock. During the
winter of 2000-2001, electricity and heating shortages in Russia s far-eastern Primorye region seriously disrupted the local economy.
Additionally, in August 2000, a fire at the main communications tower in Moscow interrupted television and radio broadcasting
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and the operation of mobile phones for weeks. Road conditions throughout Russia are poor, with many roads not meeting minimum quality
requirements. The federal government is actively considering plans to reorganize the nation s rail, electricity and telephone systems. Any such
reorganization may result in increased charges and tariffs while failing to generate the anticipated capital investment needed to repair, maintain
and improve these systems.

The deterioration of Russia s physical infrastructure harms the national economy, disrupts the transportation of goods and supplies, adds costs to
doing business in Russia and can interrupt business operations. These difficulties can impact us directly; for example, we have needed to keep
portable electrical generators available to help us maintain base station operations in the event of power failures. Further deterioration in the
physical infrastructure could have a material adverse effect on our business and the value of our securities.

Fluctuations in the global economy may adversely affect Russia s economy and our business.

Russia s economy is vulnerable to market downturns and economic slowdowns elsewhere in the world. As has happened in the past, financial
problems or an increase in the perceived risks associated with investing in emerging economies could dampen foreign investment in Russia and
adversely affect the Russian economy. Additionally, because Russia produces and exports large amounts of oil, the Russian economy is
especially vulnerable to the price of oil on the world market and a decline in the price of oil could slow or disrupt the Russian economy. These
developments could severely limit our access to capital and could adversely affect the purchasing power of our customers and thus our business.

Political Risks

Since 1991, Russia has sought to transform itself from a one-party state with a centrally planned economy to a pluralist democracy with a
market-oriented economy. As a result of the sweeping nature of the reforms, and the failure of some of them, the Russian political system
remains vulnerable to popular dissatisfaction, as well as to unrest by particular social and ethnic groups. Significant political instability could
have a material adverse effect on the value of foreign investments in Russia, including the value of our securities.

Governmental instability could adversely affect the value of investments in Russia and the value of our securities.

The composition of the Russian government the prime minister and the other heads of federal ministries has at times been highly unstable. Six
different prime ministers, for example, headed governments between March 1998 and May 2000. On December 31, 1999, President Yeltsin
unexpectedly resigned and Vladimir Putin was subsequently elected president on March 26, 2000. While President Putin has maintained
governmental stability and even accelerated the reform process, he may adopt a different approach over time. The value of investments in Russia
and the notes could be reduced and our prospects could be harmed if governmental instability recurs or if reform policies are reversed.

Conflict between central and regional authorities and other conflicts could create an uncertain operating environment that would hinder our
long-term planning ability and could negatively affect the value of investments in Russia.
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The Russian Federation is a federation of republics, territories, regions, cities of federal importance and autonomous areas. The delineation of
authority among the members of the Russian Federation and the federal governmental authorities is, in many instances, uncertain and sometimes
contested. Lack of consensus between the federal government and local or regional authorities often results in the enactment of conflicting
legislation at various levels and may result in political instability. This lack of consensus hinders our long-term planning efforts and creates
uncertainties in our operating environment, both of which may prevent us from efficiently carrying out our expansion plans.

Additionally, ethnic, religious, historical and other divisions have, on occasion, given rise to tensions, and in certain cases, to military conflict.
Russian military forces have been engaged in Chechnya in the past and are currently involved in ground and air operations there. The spread of
violence, or its intensification, could have significant political consequences. These include the imposition of a state of emergency in some or all
of the Russian Federation. These events could materially adversely affect the value of investments in Russia, including in the value of our
securities.
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Risks Relating to the Russian Legal System and Russian Legislation

Weaknesses relating to the Russian legal system and Russian legislation create an uncertain environment for investment and business
activity and, thus, could have a material adverse effect on an investment in our securities.

Risks associated with the Russian legal system include:

inconsistencies between and among laws, Presidential decrees and Russian governmental, ministerial and
local orders, decisions, resolutions and other acts;

conflicting local, regional and federal rules and regulations;

the lack of judicial and administrative guidance on interpreting Russian legislation;

the relative inexperience of judges and courts in interpreting Russian legislation;

corruption within the judiciary;

a high degree of discretion on the part of governmental authorities, which could result in arbitrary actions
such as revocations of our licenses; and

poorly developed bankruptcy procedures that are subject to abuse.

Additionally, several fundamental Russian laws have only recently become effective. The recent nature of much of Russian legislation, the lack
of consensus about the scope, content and pace of economic and political reform and the rapid evolution of the Russian legal system in ways that
may not always coincide with market developments place the enforceability and underlying constitutionality of laws in doubt and results in
ambiguities, inconsistencies and anomalies. In addition, Russian legislation often contemplates implementing regulations that have not yet been
promulgated, leaving substantial gaps in the regulatory infrastructure. All of these weaknesses could affect our ability to enforce our rights under
our licenses and under our contracts, or to defend ourselves against claims by others. Furthermore, we cannot assure you that regulators, judicial
authorities or third parties will not challenge our compliance with applicable laws, decrees and regulations.
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Lack of independence and experience of the judiciary, the difficulty of enforcing court decisions and governmental discretion in enforcing
claims could prevent us or you from obtaining effective redress in a court proceeding, materially adversely affecting an investment in our
securities.

The independence of the judicial system and its immunity from economic, political and nationalistic influences in Russia remain largely
untested. The court system is understaffed and underfunded. Judges and courts are generally inexperienced in the area of business and corporate
law. Judicial precedents generally have no binding effect on subsequent decisions. Not all Russian legislation and court decisions are readily
available to the public or organized in a manner that facilitates understanding. The Russian judicial system can be slow. Enforcement of court
orders can in practice be very difficult in Russia. All of these factors make judicial decisions in Russia difficult to predict and effective redress
uncertain. Additionally, court claims are often used in furtherance of political aims. We may be subject to such claims and may not be able to
receive a fair hearing. Additionally, court orders are not always enforced or followed by law enforcement agencies.

These uncertainties also extend to property rights. During Russia s transformation from a centrally planned economy to a market economy,
legislation has been enacted to protect private property against expropriation and nationalization. However, it is possible that due to the lack of
experience in enforcing these provisions and due to potential political changes, these protections would not be enforced in the event of an
attempted expropriation or nationalization. Some government entities have tried to renationalize privatized businesses. Expropriation or
nationalization of any of our entities, their assets or portions thereof, potentially without adequate compensation, would have a material adverse
effect on us.
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Unlawful or arbitrary government action may have an adverse affect on our business and the value of an investment in our securities.

Governmental authorities have a high degree of discretion in Russia and at times exercise their discretion arbitrarily, without hearing or prior
notice, and sometimes in a manner that is contrary to law. Moreover, the government also has the power in certain circumstances, by regulation
or government act, to interfere with the performance of, nullify or terminate contracts. Unlawful or arbitrary governmental actions have included
withdrawal of licenses, sudden and unexpected tax audits, criminal prosecutions and civil actions. Federal and local government entities also
used common defects in matters surrounding the documentation of financing activities as pretexts for court claims and other demands to
invalidate such activities and/or to void transactions, often for political purposes. Unlawful or arbitrary government action, if directed at us,
could have a material adverse effect on our business and on the value of our securities.

Shareholder liability under Russian legislation could cause us to become liable for the obligations of our subsidiaries.

The Civil Code and the Federal Law on Joint Stock Companies generally provide that shareholders in a Russian joint stock company are not
liable for the obligations of the joint stock company and bear only the risk of loss of their investment. This may not be the case, however, when
one person is capable of determining decisions made by another. The person capable of determining such decisions is called an effective parent.
The person whose decisions are capable of being so determined is called an effective subsidiary. The effective parent bears joint and several
responsibility for transactions concluded by the effective subsidiary in carrying out these decisions if:

this decision-making capability is provided for in the charter of the effective subsidiary or in a contract
between the companies; and

the effective parent gives obligatory directions to the effective subsidiary.

In addition, an effective parent is secondarily liable for an effective subsidiary s debts if an effective subsidiary becomes insolvent or bankrupt
resulting from the action or inaction of an effective parent. This is the case no matter how the effective parent s capability to determine decisions
of the effective subsidiary arises. For example, this liability could arise through ownership of voting securities or by contract. In these instances,
other shareholders of the effective subsidiary may claim compensation for the effective subsidiary s losses from the effective parent which
caused the effective subsidiary to take action(s) or fail to take action(s) knowing that such action(s) or failure to take action(s) would result in
losses. Accordingly, in our position as an effective parent, we could be liable in some cases for the debts of our effective subsidiaries. This
liability could materially adversely affect us.

Shareholder rights provisions under Russian law may impose additional costs on us, which could cause our financial results to suffer.

Russian law provides that shareholders, including holders of our ADSs and GDRs, that vote against or abstain from voting on certain matters
have the right to sell their shares to us at market value in accordance with Russian law. The decisions that trigger this right to sell shares include:
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a reorganization;

the approval by shareholders of a major transaction, which, in general terms, is a transaction involving
property worth more than 50% of the book value of our assets calculated according to the Russian accounting
standards, regardless of whether the transaction is actually consummated; and

the amendment of our charter in a manner that limits shareholder rights.

Our obligation to purchase shares in these circumstances, which is limited to 10% of our net assets calculated, according to the Russian

accounting standards, at the time the matter at issue is voted upon, could have an adverse effect on our cash flow and our ability to service our

indebtedness.
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Limitations on foreign investment could impair the value of your investment in our securities and could hinder our access to additional
capital.

Russian legislation governing foreign investment activities does not prohibit or restrict foreign investment in the telecommunications industry.
However, a lack of consensus exists over the manner and scope of government control over the telecommunications industry. While draft
legislation protecting the rights of foreign investors specifically in the telecommunications industry has been considered at various times, the
Law on Foreign Investment in the Russian Federation does not provide any specific protections in this regard. Because the telecommunications
industry is widely viewed as strategically important to Russia, governmental control over the telecommunications industry may increase, and
foreign investment in or control over the industry may be limited. Any such increase in governmental control or limitation on foreign investment
could impair the value of your investment in our securities and could hinder our access to additional capital.

Changes in the Russian tax system could materially adversely affect an investment in our securities.

Generally, taxes payable by Russian companies are substantial and numerous. These taxes include, among others:

income taxes;

value-added taxes;

turnover taxes;

excise taxes; and

social contributions.

Additionally, each region may establish a regional sales tax applicable to sales of goods and services to individuals at a rate of up to 5%.
Moreover, financial statements of Russian companies are not consolidated for tax purposes. Therefore, each of our Russian entities pays its own
Russian taxes and may not offset its profit or loss against the loss or profit, respectively, of another of our entities. In accordance with legislation
that entered into force on January 1, 2002, domestic dividends will be subject to withholding tax at 6%, though in the case of dividends flowing
through a multitiered corporate structure, taxation at each level of dividend payment may be reduced.
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The taxation system in Russia is subject to varying interpretations, frequent changes and inconsistent enforcement at the federal, regional and
local levels. In some instances in the past, new taxes have been given retroactive effect. In addition to our substantial tax burden, these

conditions complicate our tax planning and related business decisions. For example, tax laws are unclear with respect to the deductibility of
certain expenses and at times we have taken a position that is aggressive in this regard, but that we consider to be in compliance with current

law. We also prior to 2003 refused to pay a certain levy imposed by government decree rather than established as prescribed under Russian law,
though a recent Russian Supreme Court decision upheld the validity and enforceability of this levy, and we have begun paying this levy for
periods commencing January 1, 2003. See Item 4. Information on Our Company B. Business Overview Government Regulation Licensing of
Telecommunications Services and Radio Frequency Allocation. This uncertainty exposes us to potentially significant fines and penalties and to
enforcement measures despite our best efforts at compliance, and could result in a greater than expected tax burden and suspension or
termination of our licenses. To date, the system of tax collection has been relatively ineffective.

There is a risk of imposition of new taxes on us, which could adversely affect the value of our securities. During 2000 and 2001, the Russian
government undertook a revision of the Russian tax system and passed certain laws implementing tax reform. The new laws reduce the number
of taxes and the overall tax burden on businesses and simplify the tax laws. However, the new tax laws continue to rely heavily on the judgments
of local tax officials and fail to address many existing problems. Many issues associated with the practical application of new legislation are
unclear and this complicates our tax planning and related business decisions. This uncertainty may expose us to fines and penalties.
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Even if further reforms of the tax code are enacted, they may not result in significant reduction of the tax burden for Russian companies and the
establishment of a more efficient tax system. Conversely, additional tax collection measures may be introduced. Accordingly, we may have to
pay significantly higher taxes, which could have a material adverse effect on our business.

In addition, in June 2003, the Russian Legislature passed a new draft Law on Communications which is now subject to the approval of the
President of the Russian Federation. This draft contains a provision establishing a fund to support the provision of telecommunications services
throughout the Russian Federation. This would be funded by an industry levy applied to the revenues of telecommunication service providers.
The draft also contemplates funding of the Department for Supervision of Communications and Informatization, a department of the Ministry of
Communications, through an industry levy on revenues of telecommunication service operators. The draft provides that the amount of these
additional levies will be determined by the executive branch of the government once the law is passed by the Russian legislature. If this law is
adopted in its current form, these additional levies will adversely affect our results of operations.

Social Risks

Crime and corruption could disrupt our ability to conduct our business as we have in the past and could materially adversely affect our
financial condition and results of operations.

The political and economic changes in Russia in recent years have resulted in significant dislocations of authority. The local and international
press have reported that significant organized criminal activity has arisen, particularly in large metropolitan centers. Property crime in large
cities has increased substantially. In addition, the local press and international press have reported high levels of official corruption in the
locations where we conduct our business. The depredations of organized or other crime, demands of corrupt officials or claims that we have
been involved in official corruption may in the future bring negative publicity, could disrupt our ability to conduct our business effectively and
could thus materially adversely affect the value of our securities.

Social instability could increase support for renewed centralized authority, nationalism or violence and thus materially adversely affect our
operations.

The failure of the government and many private enterprises to pay full salaries on a regular basis and the failure of salaries and benefits generally
to keep pace with the rapidly increasing cost of living have led in the past, and could lead in the future, to labor and social unrest. For example,
in 1998, miners in several regions of Russia, demanding payment of overdue wages, resorted to strikes which included blocking major railroads.
Such labor and social unrest may have political, social and economic consequences, such as increased support for a renewal of centralized
authority; increased nationalism, with restrictions on foreign involvement in the economy of Russia; and increased violence. Any of these could
restrict our operations and lead to the loss of revenue, materially adversely affecting us.

Risks Relating to the ADSs, Notes and the Trading Market

Because the depositary may be considered the beneficial holder of the shares underlying the ADSs, these shares may be arrested or seized in
legal proceedings in Russia against the depositary.
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Because Russian law may not recognize ADS holders as beneficial owners of the underlying shares, it is possible that you could lose all your
rights to those shares if the depositary s assets in Russia are seized or arrested. In that case, you would lose all the money you have invested.

Russian law might treat the depositary as the beneficial owner of the shares underlying the ADSs. This would be different from the way other
jurisdictions, such as the states of the United States, treat ADSs. In those jurisdictions, although shares may be held in the depositary s name or to
its order and it is therefore a legal owner of the shares, the ADS holders are the beneficial, or real owners. In those jurisdictions, no action
against the depositary, the legal owner, would ever result in the beneficial owners losing their shares. Because Russian law may not make the
same distinction between legal and beneficial ownership, it may only recognize the rights of the depositary in whose name the shares are held,

not the rights of ADS holders, to the underlying shares.
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Thus, in proceedings brought against a depositary, whether or not related to shares underlying ADSs, Russian courts may treat those underlying
shares as the assets of the depositary, open to seizure or arrest. We do not know yet whether the shares underlying ADSs may be seized or
arrested in Russian legal proceedings against a depositary. There is a lawsuit pending in the Russian courts against a depositary bank other than
Morgan Guaranty Trust Company of New York that could result in the seizure of various Russian companies shares represented by ADSs. If this
lawsuit is decided against the depositary bank involved, and if the shares are seized or arrested, the ADS holders involved will lose their rights to
the underlying shares.

Because the rights of nominee holders and depositaries are not well developed, you will be unable to exercise your voting rights and may not
be able to obtain some of the benefits due to you as a holder of our ADSs.

The Federal Law on the Securities Markets provides that shares may be held by nominees entitled to receive dividends and to vote the shares on
behalf of the beneficial owner upon receipt of the appropriate instructions from the beneficial owner. The nominee is required to provide
information on the beneficial holder of the shares upon the demand of the registrar. However, foreign depositary banks for ADSs are not
currently recognized as nominee holders under Russian law and, therefore, cannot vote the shares underlying the ADSs as a nominee. Rather, a
foreign depositary bank may only vote the shares underlying the ADSs as the beneficial owner of these shares. Since Russian law prohibits a
shareholder from voting in more than one way on any agenda item, a foreign depositary bank cannot vote the shares it holds on behalf of ADR
holders other than as a block. While the Russian Federal Commission on Securities Markets has indicated that it intends to issue regulations
allowing foreign depositary banks to vote on behalf of ADR holders, until the applicable Russian legislation is changed to allow foreign
depositary banks to vote shares other than as a block, the shares underlying our ADSs may not be voted other than as a block. Further, in the
past, nominees have reportedly experienced difficulty in convincing registrars of their right to represent the beneficial holder and in convincing
tax authorities of the right of beneficial holders to obtain the benefits available under an applicable tax treaty. This could result in your being
unable to obtain some of the benefits due to you as a holder of our ADSs.

Even if Russian legislation is amended to allow for voting of our ADSs, your voting rights with respect to the shares represented by our ADSs
are limited by the terms of the deposit agreement for our ADSs.

Even if Russian legislation is amended to allow for voting of our ADSs, you will be able to exercise voting rights with respect to the common
shares represented by ADSs only in accordance with the provisions of the deposit agreement relating to the ADSs. However, there are practical
limitations upon your ability to exercise your voting rights due to the additional procedural steps involved in communicating with you. For
example, our charter requires us to notify shareholders at least 30 days in advance of any meeting. Our common shareholders will receive notice
directly from us and will be able to exercise their voting rights by either attending the meeting in person or voting by power of attorney.

As an ADS holder, you, by comparison, will not receive notice directly from us. Rather, in accordance with the deposit agreement, we will
provide the notice to the depositary. The depositary has undertaken in turn, as soon as practicable thereafter, to mail to you the notice of such
meeting, voting instruction forms and a statement as to the manner in which instructions may be given by holders. To exercise your voting
rights, you must then instruct the depositary how to vote its shares. Because of this extra procedural step involving the depositary, the process
for exercising voting rights may take longer for you than for holders of common shares. ADSs for which the depositary does not receive timely
voting instructions will not be voted at any meeting. Except as described in this document, you will not be able to exercise voting rights with
respect to the shares of common stock that will underlie the ADSs.

You may be unable to repatriate your earnings from our ADSs.
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The Federal Law on Foreign Investments in the Russian Federation specifically guarantees foreign investors the right to repatriate their earnings
from Russian investments. However, the Russian exchange control regime may materially affect your ability to do so.

Russian currency control legislation pertaining to payment of dividends provides that ruble dividends on common stock may be paid to the
depositary or its nominee and converted into U.S. dollars by the depositary for
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distribution to owners of ADSs without restriction. Also, ADSs may be sold by non-residents of Russia for U.S. dollars outside Russia without
regard to Russian currency control laws as long as the buyer is not a Russian resident.

Under the terms of the deposit agreement, there is no restriction on the sale of our ADSs in Russia to Russian residents. However, Russian
currency control legislation will affect the ability of a non-resident of Russia to sell our ADSs to a Russian resident. Without a Central Bank
license, Russian residents must purchase securities for rubles and may not purchase foreign-currency denominated securities, such as our ADSs.
Additionally, the repatriation of proceeds from the sale of securities in Russia may be subject to costs and delays.

The ability of the depositary and other persons to convert rubles into U.S. dollars or another foreign currency is also subject to the availability of
U.S. dollars or other foreign currency in Russia s currency markets. Although there is an existing market within Russia for the conversion of
rubles into U.S. dollars and other foreign currencies, including the interbank currency exchange and over-the-counter and currency futures
markets, the further development of this market is uncertain. At present, there is no market for the conversion of rubles into foreign currencies
outside of Russia and no viable market in which to hedge ruble-currency and ruble-denominated investments.

Future sales of common stock or ADSs may affect the market price of our common stock and ADSs.

Sales, or the possibility of sales, of substantial numbers of shares of our common stock or ADSs in the public market could have an adverse
effect on the market trading prices of the ADSs. Our subsequent equity offerings may reduce the percentage ownership of our shareholders.
Newly issued preferred stock may have rights, preferences or privileges senior to those of common stock.

Foreign judgments may not be enforceable against us.

Judgments rendered by a court in any jurisdiction outside the Russian Federation will be recognized by courts in Russia only if an international
treaty providing for the recognition and enforcement of judgments in civil cases exists between the Russian Federation and the country where
the judgment is rendered. No such treaty exists between the United States and the Russian Federation for the reciprocal enforcement of foreign
court judgments. The indentures relating to our Eurobond offerings, provides that controversies, claims and causes of action brought by any
party thereto against us may be settled by arbitration in accordance with the Rules of the London Court of International Arbitration. The Russian
Federation is a party to the United Nations (New York) Convention on the Recognition and Enforcement of Foreign Arbitral Awards. However,
it may be difficult to enforce arbitral awards in the Russian Federation due to a number of factors, including the inexperience of Russian courts
in international commercial transactions, official and unofficial political resistance to enforcement of awards against Russian companies in favor
of foreign investors, Russian courts inability to enforce such orders, and corruption.

Other Risks

We have not independently verified information regarding our competitors, nor have we independently verified official data from Russian
government agencies.
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We have derived substantially all of the information contained in this document concerning our competitors from publicly available information,
including press releases and filings under the U.S. securities laws, and we have relied on the accuracy of this information without independent
verification.

In addition, some of the information contained in this document has been derived from official data of Russian government agencies. The
official data published by Russian federal, regional and local governments are substantially less complete or researched than those of Western
countries. Official statistics may also be produced on different bases than those used in Western countries. Any discussion of matters relating to
Russia in this document must, therefore, be subject to uncertainty due to concerns about the completeness or reliability of available official and
public information.

The veracity of some official data released by the Russian government may be questionable. In the summer of 1998, the Director of the Russian
State Committee on Statistics and a number of his subordinates were arrested and charged with manipulating economic data to hide the actual
output of various companies.
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Because no standard definition of a subscriber exists in the mobile telecommunications industry, comparisons between subscriber data of
different companies may be difficult to draw.

The methodology for calculation of subscriber numbers varies substantially in the mobile telecommunications industry, resulting in variances in
reported subscriber numbers from that which would result from the use of a single methodology. Therefore, comparisons of subscriber numbers
and churn between different mobile cellular communications companies may be difficult to draw.

Item 4. Information on Our Company

A. History and Development

Mobile TeleSystems CJSC, our predecessor, was formed in 1993. The founding shareholders included the Moscow City Telephone Network, or
MGTS, and three other Russian telecommunications organizations, which collectively held 53% of our original share capital, and two German
companies, Siemens AG and T-Mobile Deutschland GmbH, an affiliate of Deutsche Telekom AG, which collectively held the remaining 47%.
Our two principal shareholders are currently JSFC Sistema and T-Mobile International AG&Co KG (referred to herein as T-Mobile). Sistema, a
Russian financial industrial group, owns 40.8% of our share capital directly, and owns 100% of Invest-Svyaz-Holding, which in turn owns 8.0%
of our share capital. Sistema also owns 51% of VAST, which in turn owns 3% of our share capital. T-Mobile, a wholly-owned subsidiary of
Deutsche Telekom, directly owns 25.1% of our share capital.

Mobile TeleSystems OJSC was created on March 1, 2000, through the merger of MTS CJSC and RTC CJSC, a wholly-owned subsidiary. In
accordance with Russian merger law, MTS CJSC and RTC CJSC ceased to exist and MTS OJSC was created with the assets and obligations of
the predecessor companies. Our charter was registered with the State Registration Chamber on March 1, 2000, and with the Moscow
Registration Chamber on March 22, 2000. Our initial share issuance was registered by the Russian Federal Commission on the Securities Market
on April 28, 2000.

We completed our initial public offering on July 6, 2000, and listed our shares of common stock, represented by ADSs, on the New York Stock
Exchange under the symbol MBT. Each ADS represents 20 underlying shares of our common stock.

Our legal name is Mobile TeleSystems OJSC, and we are incorporated under the laws of the Russian Federation. We operate primarily in the
Russian Federation under the commercial names Mobile TeleSystems and MTS. We also operate in Ukraine and in Belarus through our
subsidiaries Ukrainian Mobile Communications and Mobile TeleSystems LLC, respectively. Our head office is located at 4 Marksistskaya
Street, Moscow 109147, Russian Federation, and the telephone number of our investor relations department is +7 095 911 6553. We have
appointed Puglisi & Associates, 850 Library Avenue, Suite 204, Newark, Delaware 19715 as our registered agent for service of process.

On June 9, 2003, our wholly-owned subsidiary Rosico merged into us pursuant to a shareholders resolution approving the merger and a merger
agreement. In connection with this merger, the telecommunications licenses held by Rosico were reissued to us as the legal successor of this
company. The intent of this merger is to reduce financial, managerial and other expenses connected with providing communication services in
the territories in which Rosico currently operates. Upon completion of the merger, Rosico shares were redeemed and there was no alteration in
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the amount of our authorized capital.

We also intend to merge our subsidiary ACC into us during 2004 pursuant to a shareholders resolution passed in April 2003 approving such
merger.

MTS CJSC inaugurated service in the Moscow license area in 1994 and began expanding into nearby regions in 1997. Since that time, we have
continued to grow by applying for GSM licenses in new regions, investing in new GSM licensees, increasing our ownership percentage in these
licensees and acquiring existing GSM license holders and operators. As of December 31, 2002, we had licenses to operate in both the 900 and
1800
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MHz frequency bands in 56 regions, were operating in 47 of these regions, and plan, in the near future, to commence operations or initiate
studies for the commencement of operations in the nine other regions.

We completed Eurobond offerings through Mobile TeleSystems Finance S.A., our 100% beneficially-owned subsidiary, on December 21, 2001
and March 20, 2002. The 10.95% notes, $250 million of which were issued on December 21, 2001, at 99.254%, and $50 million of which were
issued on March 20, 2002, at 101.616%, were issued under an indenture dated December 21, 2001, and are part of the same series. These notes
are guaranteed by us and mature on December 21, 2004. They are listed on the Luxembourg Stock Exchange. The net proceeds from these
offerings of $294.4 million have been used for general corporate purposes, including acquisitions of regional mobile operators.

We completed a $400 million Eurobond offering through Mobile TeleSystems Finance S.A. on January 30, 2003. The 9.75% notes were issued
under an indenture dated January 30, 2003. These notes are guaranteed by us and mature on January 30, 2008. They are listed on the
Luxembourg Stock Exchange. The net proceeds from this offering of $396.1 million have been partially used for general corporate purposes,
including the acquisition of 57.7% and 26.0% stakes in Ukrainian Mobile Communications in March and June 2003, respectively, and other
acquisitions of mobile operators in Russia. The remaining proceeds are maintained in U.S. dollar-denominated deposit accounts with the
Moscow Bank for Reconstruction and Development.

Acquisitions

Since 1998, we have entered into the following transactions:

In early 1998, MTS CJSC took a 24.8% founding stake in ReCom and acquired an additional 25.1% from
Sistema later the same year. Our acquisition in 2001 of an additional 4% increased our ownership percentage to 53.9%
and gave us operating control of ReCom;

In 1998, MTS CJSC acquired 80% of Rosico from Sistema. In 2000, we acquired the remaining 20% of
Rosico from Sistema s affiliates (9.5%), Siemens (10%) and T-Mobile (0.5%);

In 1998, MTS CJSC acquired 100% of RTC CJSC, with which it subsequently merged in our formation;

In 1999, MTS CJSC acquired 100% of ACC;

In 1999, MTS CIJSC acquired 51% of UDN-900;
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In 2000, we acquired 51% of MSS. Our acquisition in 2001 of an additional 32.5% increased our ownership
of MSS to 83.5%;

In May 2001, we acquired 100% of Telecom XXI, which holds dual-band licenses in 10 regions, including
St. Petersburg;

In August 2001 and November 2002, we acquired 81% and 19%, respectively, of Telecom-900, which owns a
controlling stake in three regional operators, including FECS-900 (60%), Uraltel (53%) and SCS-900 (51%);

In March 2002, we acquired a 51% controlling stake in Krasnodar-based CJSC Kuban GSM. Our acquisition
in October 2002 of an additional 1.7% increased our ownership of Kuban GSM to 52.7%;

In May 2002, we acquired 100% of BM-Telecom, a telecommunications services provider in the
Bashkortostan Republic;

In July 2002, we acquired 100% of Mobicom-Barnaul, a GSM 900 mobile operator in the Altai region, which
we renamed MTS-Barnaul in September 2002;
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In September and October 2002, we acquired 66.6% and 33.3%, respectively, of Dontelecom, a GSM
900/1800 mobile operator in the Rostov region;

In October 2002, we acquired 100% of Bit LLC, which holds GSM 900 licenses for four regions of Russia.

In March and June 2003, we acquired 57.7% and 26.0%, respectively, of Ukrainian Mobile Communications,
a provider of GSM 900/1800 mobile services in Ukraine.

In April 2003, we acquired 51% of the common shares and 50% of the preferred shares in TAIF Telcom,
which provides mobile services in the GSM 900/1800 standard in the Republic of Tartarstan and in the Volga region
of Russia.

Regional Expansion

In furtherance of our goal to be a nationwide operator in Russia, we have extended our focus beyond Moscow and the Moscow region with a
view towards developing our existing license areas in the regions, acquiring new regional licenses and acquiring regional operators. During
2002, we began operations in 12 Russian regions and acquired controlling stakes in five existing regional mobile operators. For a listing of our
regional acquisitions see  A. History and Development Acquisitions above.

St. Petersburg is among the key regions in Russia that we have focused on in developing and expanding our commercial operations. Telecom
XXI, which we acquired in May 2001 for approximately $50 million, has GSM 900 and 1800 licenses to operate in 10 regions of Russia: the city
of St. Petersburg, Leningrad region, the Republic of Karelia, Nenetsky autonomous district, Arkhangelsk region, Vologda region, Kaliningrad
region, Murmansk region, Novgorod region and Pskov region. The total population of Telecom XXI s license areas is 13.1 million people, and it
had no subscribers at the time of our acquisition. We launched our network in St. Petersburg on December 11, 2001, and as of December 31,
2002, we had over 775,000 subscribers in St. Petersburg. Our network is also operational in each of the other nine regions covered by the
Telecom XXI licenses.

We have also expanded into the Krasnodar region with our acquisition of a 51% stake in Krasnodar-based CJSC Kuban GSM in March 2002 for
$71.4 million and an additional 1.7% stake in October 2002 for $5.0 million. The placement report for our acquisition of the additional 1.7%
stake was registered in March 2003. Kuban GSM is currently Russia s largest mobile operator in the regions outside of Moscow and St.
Petersburg in terms of subscribers. As of December 31, 2002, Kuban GSM had approximately 844,000 subscribers and operated in the most
populous areas of the Krasnodar region, including Sochi, Krasnodar and Novorossisk.

One of the existing shareholders of Kuban GSM, KubTelecom LLC, has an option to put to us the company s remaining shares. This option will
be exercisable at the market price for the Kuban GSM shares from the date that is two years from our purchase of the 51% stake until
February 15, 2006. We also have an option to buy some or all of these shares under the same conditions. We can give no assurance that this
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option will be exercised on favorable terms or at all. See Item 3. Key Information D. Risk Factors Risks Relating to Our Business Rapid growth
and expansion may cause us difficulty in obtaining adequate managerial and operational resources, restricting our ability to expand our

operations and  If we cannot successfully develop our network, we will be unable to expand our subscriber base and, therefore, lose market share
and revenues.

In addition to our regional expansion within Russia, we have also begun to expand our commercial operations outside of Russia. In particular, in
September 2001, we won a tender held by the Telecommunications Ministry of the Belarus Republic for a GSM 900/1800 license to operate in
Belarus. Belarus had a population of approximately 10 million and a nationwide mobile penetration rate that we estimate was at 4.7% as of
December 31, 2002. Pursuant to the tender conditions:

we formed a joint venture in Belarus, Mobile TeleSystems LLC, and contributed approximately $2.5 million
for 49% of the share capital of the company, the other 51% of which is held by a state-owned enterprise;

we paid a lump sum of $10 million to the government of Belarus;
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the joint venture made a one-time payment of $5 million (which was funded by a $5 million loan from us to
the joint venture) and will make annual payments of $60,000 to the government of Belarus for the GSM 900/1800
license that is held by the joint venture; and

we will pay $6 million to the government of Belarus in five annual installments of $1.2 million from 2003
through 2007.

On June 26, 2002, we received all of the governmental approvals and licenses required to commence operations in Belarus. We began operations
in Belarus on June 27, 2002. We plan to pay $6 million to the government of Belarus in annual installments of $1.2 million from 2003 through
2007, as provided by the tender conditions. See Note 22 to our consolidated financial statements for further description of our investments in
Mobile TeleSystems LLC.

Under the terms of the tender, the license will be valid for ten years, after which it may be prolonged for two additional five-year periods, as
long as the joint venture fulfills the terms of the license. At the time we won the tender, Cellular Digital Network, or Velcom, already held a
GSM 900 license to operate in Belarus. Velcom s license was issued in 1998 and is also valid for ten years and may be renewed for two
additional five-year periods. Velcom is a joint venture between two Belarussian state enterprises, Beltelecom and Beltechexport, which jointly
own 51%, and SB Telecom, a Cypriot company owning 49%.

Our joint venture plans to spend up to $75 million in 2003 for network development in Belarus. We initially plan to develop full GSM 900 and
1800 networks in Belarus major cities, including Minsk and the Minsk region, Gomel, Mogilev and the Brest region, as well as to cover certain
major highways, including the Moscow-Brest highway and train route. In addition, we expect to develop our network in certain areas near
Belarus border with Ukraine and Russia.

In March 2003 we purchased a 57.7% stake in Ukrainian Mobile Communications, or UMC, for $194.2 million. We purchased a 16.3% stake
from KPN, a 16.3% stake from Deutsche Telekom, and a 25.0% stake from Ukrtelecom. In June 2003 we purchased an additional 26.0% stake
in UMC from Ukrtelecom for $87.6 million pursuant to a call option agreement, which increased our ownership in UMC to 83.7%.

In addition, in November 2002 we entered into a put and call option agreement with TDC for the purchase of its 16.3% stake in UMC which was
contingent upon our prior purchase of the 57.5% majority stake in UMC. The put option is exercisable by TDC from August 5, 2003 to
November 5, 2004 at an exercise price to be calculated based upon UMC s financial performance during the year preceding TDC s election to
exercise its put option. The put option is subject to a minimum exercise price of $55 million, but the actual put exercise price could be
substantially higher. The call option is exercisable by us from May 5, 2003 to November 5, 2004 at an exercise price of $85 million plus interest
accrued from November 5, 2002 to the date of completion of the purchase at 11% per annum. If this option is exercised, we will own a 100%
stake in UMC.

Prior to our entering into the agreements for the purchase of UMC, UMC did not make payments when due under certain loans from certain of
its shareholders. In connection with our agreement to acquire UMC, UMC has agreed to restructure, and we have agreed to guarantee, such
indebtedness, which totals $58.1 million.
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B. Business Overview

We are a leading provider of mobile cellular communications services in the Russian Federation and employ technology based exclusively on
Global System for Mobile Communications, or GSM. As of December 31, 2002, we had approximately 6.6 million subscribers in Russia,
making us the largest mobile cellular operator in Russia in terms of subscribers. In addition, we were the largest mobile operator in Russia in
terms of net revenues, generating $535.7 million during 2000, $893.2 million during 2001 and $1.4 billion during 2002.

As of December 31, 2002, we had licenses to operate in 56 regions of Russia with a population of approximately 110.2 million people, or
approximately 75.9% of the country s total population. As of December 31, 2002, we had commenced commercial operations in 47 of these
regions, with a combined population of approximately 100.4 million people, including approximately 17.0 million in the Moscow license area
and approximately 14.0 million in the North-West license area, which includes St. Petersburg. Since December 31,
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2002, we have acquired licenses for 10 additional regions in Russia, covering a population of approximately 20.9 million, and have commenced
operations in 18 additional regions.

The Moscow license area, which encompasses the City of Moscow and the Moscow region, remains our principal market in terms of revenues,
although today more than one-half of our total subscriber base resides outside of the Moscow license area. According to AC&M-Consulting,
approximately 40% of all mobile cellular subscribers in Russia reside in the Moscow license area, where penetration stood at approximately
48% as of December 31, 2002. In Russia generally, penetration was lower, at approximately 12.4% according to AC&M-Consulting. We had
approximately 3.1 million subscribers in the Moscow license area as of December 31, 2002, representing approximately 43% of all mobile
cellular subscribers in the area according to AC&M-Consulting. Our subscribers in Russia outside of the Moscow license area, in what we refer
to as regional license areas, totaled approximately 3.5 million as of December 31, 2002. According to AC&M-Consulting, as of December 31,
2002, we had a 38% market share of total mobile cellular subscribers in Russia. Our joint venture in Belarus, Mobile TeleSystems LLC, had
approximately 42,500 subscribers as of December 31, 2002.

Both our subscriber base, which reflects only active subscribers, and our net revenues have increased significantly since 1996, as summarized
below:

Period Subscribers(1) Net revenues

(In thousands )

Twelve months ended:

1996 19 $ 53,645

1997 60 $ 208,408

1998 114 $ 338,323

1999 306 $ 358,327

2000 1,194 $ 535,712

2001 2,650 $ 893,247

2002 6.644(2) $ 1,361,756

(1) For a description of our definition of subscriber see footnote 11 to Item 3. Key Information A.
Selected Financial Data.

) Russian subscribers only. We do not include our subscribers in Belarus in our operating information,

because our joint venture in Belarus is not fully consolidated in our financial statements.

To maintain and increase our market share, we use a combination of newspaper, magazine, radio, television, direct mail and outdoor advertising,
focusing in particular on brand and image advertising and public relations, to position us as a leading cellular operator in Russia. Supporting
these efforts, we had a sales and distribution network consisting of 27 integrated sales and customer service centers and over 3,500 independent
dealer distribution outlets in the Moscow license area as of December 31, 2002. We had over 168 sales and customer service centers in Russia as
of December 31, 2002.
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We seek to minimize our exposure to the credit risk of our subscribers through our advance-payment billing system, which is used by over 98%
of our subscribers. Under this system, our subscribers prepay for their access, usage and value-added service fees.

In addition to standard voice services, we offer our subscribers enhanced services including voice mail, short message service, GPRS and data
and fax transmission. We also offer our subscribers the ability to roam automatically throughout Europe, and in much of the rest of the world.
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The following table summarizes our operating and financial performance for the last five years.

Years Ended December 31,

1998 1999 2000 2001 2002
Subscribers(D) (in thousands) 114 306 1,194 2,650 6,644
Overall market share in the
Moscow license area 34.0% 40.0% 55.0% 50.0% 43.0%
Overall market share in the Russian
Federation 15.9% 22.5% 35.1% 33.0% 37.5%
Net revenues (in thousands) $ 338,323 $ 358,327 $ 535712 $ 893,247 $ 1,361,756
Net operating income (in
thousands) $ 164,069 $ 115,612 $ 139,047 $ 324,109 $ 464,371
Average monthly service revenues
per subscriber(2) $ 302 $ 124 $ 54 $ 36 $ 23
Average monthly minutes of usage
per subscriber(3) 384 224 151 157 159
Source: Sotovik, AC&M-Consulting, J Son & Partners and our data.
(1) We define a subscriber as an individual or organization whose account does not have a negative

balance for more than sixty-one days. For the Jeans tariff only, introduced in November 2002, we define subscriber
an individual or organization whose account does not have a negative balance for more than one hundred and
eighty-three days.

) We calculate our average monthly service revenue per subscriber by dividing our service revenues
for a given period, including guest roaming fees, by the average number of our subscribers during that period and
dividing by the number of months in that period.

3) Average monthly minutes of usage per subscriber is calculated by dividing the total number of
minutes of usage during a given period by the average number of our subscribers during such period and dividing by
the number of months in such period.

Business Strategy

Our primary goal is to maintain our position as a leading national mobile operator in Russia by integrating our regional networks into a single
unified network, developing standardized tariffs, adopting a unified marketing approach and deploying integrated nationwide customer service
and billing systems. In addition, we intend to take advantage of selected opportunities to expand our network coverage in the Russian Federation
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and other countries of the CIS, and offer our customers new products and services.

To accomplish this, we intend to maintain our leading position in the Moscow license area in terms of revenues by growing our subscriber base
and focusing on the quality of our subscriber mix, service quality, cost control and the development of services and incentives aimed at
encouraging subscriber loyalty. We have invested and intend to continue to invest in new customer service and billing systems to help maintain
customer satisfaction, reduce costs and control churn.

We also plan to continue to develop our operations in the regional license areas in which we currently operate and, in particular, in
St. Petersburg, which we consider to be the second-most important mobile market in Russia after Moscow.

In addition to developing further our coverage in areas in which we already offer services, we intend to selectively expand our network to parts
of European and Asian Russia, primarily the Central and Volga regions and the Urals. Because per capita wealth and disposable income in these
regions are generally well below those in the Moscow license area, we intend to focus our expansion initially on high density areas, such as
regional capitals and along transportation routes, based on factors such as commercial return, strategic importance, market potential, license
requirements and competition. In the event we expand by acquiring other GSM operators or license holders, we intend to consider the
transparency of the business dealings of the operator or license holder in question and, in the case of an operator, the technical compatibility of
its network with ours.

We also plan to further develop our operations in Ukraine and Belarus and expand our operations into other countries of the CIS as attractive
opportunities arise through the acquisition of existing operators or new licenses. For example, in line with this strategy of expansion, in

March 2003 we acquired a majority interest in Ukrainian Mobile Communications, or UMC. For a description of this transaction, see  A. History
and Development Regional Expansion above.
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In addition to expanding both within and outside of Russia s borders, we intend to continue to provide new and varied tariff plans and
value-added service options, including various SMS-based and data communications services, which appeal to the range of subscribers within
our network. We also intend to continue to take advantage of the Moscow license area as a platform from which to test and launch new products
and services. For example, in May 2003 we launched GPRS in the Moscow license area as a value-added service. We also currently offer GPRS
in test mode free of charge to our subscribers in certain regional license areas where we have installed GPRS equipment, and we intend to
examine its commercial viability as a pay service in those regions in the future.

Implementation of these strategies is subject to a number of risks, including our ability to manage our rapid growth and development, integrate

new acquisitions successfully, and compete effectively against existing and new competitors. See Item 3. Key Information D. Risk Factors for a
description of these and other risks we face.

Current Operations

License Areas

The following table shows, as of May 31, 2003, information with respect to the license areas in which we provide or expect to provide GSM
services:

GSM 900 GSM 1800

License Region Licensee Expiry date Licensee Expiry date

Moscow License Area

Moscow MTS OJSC December 1, 2004 Rosico April 28, 2008
Moscow region MTS 0OJSC December 1, 2004 Rosico April 28, 2008
St. Petersburg License

Area

St. Petersburg Telecom XXI April 28, 2008 Telecom XXI April 28, 2008
Leningrad region Telecom XXI April 28, 2008 Telecom XXI April 28, 2008
Regional License Areas

European Russia

Adygeya Republic Kuban GSM April 28, 2008

Arkhangelsk Telecom XXI April 28, 2008 Telecom XXI April 28, 2008
Bashkortostan Republic BM-Telecom August 22, 2007 BM-Telecom August 22, 2007
Belgorod ReCom May 15, 2008 Rosico April 28, 2008
Bryansk ReCom May 15, 2008 Rosico April 28, 2008
Ivanovo Rosico April 28, 2008
Kaliningrad Telecom XXI April 28, 2008 Telecom XXI April 28, 2008
Kalmykia Republic(1) Bit LLC January 25, 2011

Kaluga MTS 0OJSC October 1, 2006 Rosico April 28, 2008
Karelia Telecom XXI April 28, 2008 Telecom XXI April 28, 2008
Kirov Rosico April 28, 2008 Rosico April 28, 2008
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Komi Republic
Komi-Permyatsk(1)
Kostroma
Krasnodar region
Kursk

Lipetsk
Murmansk
Nenetsk

Nizhny Novgorod
Novgorod

Orel

Orenburg

Perm
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MTS OJSC

MTS OJSC
Kuban GSM
ReCom
ReCom
Telecom XXI
Telecom XXI
Rosico
Telecom XXI
ReCom

Rosico

August 22, 2007

August 22, 2007

May 30, 2007
May 15, 2008
May 15, 2008
April 28, 2008
April 28, 2008
April 28, 2008
April 28, 2008
May 15, 2008

April 28, 2008
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Rosico
Rosico
Rosico
Kuban GSM
Rosico
Rosico
Telecom XXI
Telecom XXI
Rosico
Telecom XXI
Rosico
Rosico
Rosico

April 28, 2008
April 28, 2008
April 28, 2008
May 30, 2007
April 28, 2008
April 28, 2008
April 28, 2008
April 28, 2008
April 28, 2008
April 28, 2008
April 28, 2008
April 28, 2008
April 28, 2008
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Rostov Dontelecom July 1, 2005 Dontelecom
Pskov MTS 0OJSC October 1, 2006

Pskov Telecom XXI April 28, 2008 Telecom XXI
Ryazan MTS 0OJSC October 1, 2006 Rosico
Samara region(1) MTS OJSC December 30, 2012 MTS OJSC
Saratov(1) MTS OJSC July 11, 2012

Smolensk MTS 0OJSC October 1, 2006 Rosico
Tambov Rosico
Tartarstan Republic Taif Telcom April 4, 2007 Taif Telcom
Tula MTS 0OJSC October 1, 2006 Rosico
Tver MTS OJSC April 4, 2007 Rosico
Udmurt Republic UDN-900 February 21, 2007 Rosico
Vladimir MTS 0OJSC October 1, 2006 Rosico
Vologda Telecom XXI April 28, 2008 Telecom XXI
Voronezh ReCom May 15, 2008 Rosico
Yaroslavl Rosico
Asian Russia

Altai region MTS-Barnaul September &, 2010

Altai Republic SCS-900 July 19, 2011

Amursk ACC January 10, 2007

Chelyabinsk Rosico April 28, 2008 Rosico
Chukotka(1) Bit LLC July 19, 2011

Khabarovsk FECS-900 January 10, 2007 FECS-900
Kurgan Rosico
Khanty Mansyisk(1) Rosico
Novosibirsk SCS-900 February 21, 2007 SCS-900
Omsk MSS December 20, 2006

Sakhalin(1) Bit LLC July 19, 2011

Sverdlovsk region Uraltel March 1, 2006 Uraltel
Sverdlovsk region Rosico
Tyumen Rosico
Tyva Republic(1) Bit LLC July 19, 2011

Yamalo-Nenetsk(1) Rosico
Ukraine

Ukraine UMC December 12, 2013 UMC

(1 Our regional license areas in which the licensee has not commenced commercial operations.

Each of our licenses, except the licenses covering the Moscow license area, contains a requirement that service be commenced and that
subscriber-number and territorial-coverage targets be achieved by a specified date. We have met these targets or received extensions to these
dates in those regional license areas in which we have not commenced operations. Neither the Ministry of Communications nor other parties

July 1, 2005

April 28, 2008
April 28, 2008

December 30, 2012

April 28, 2008
April 28, 2008
April 28, 2008
April 28, 2008
April 28, 2008
April 28, 2008
April 28, 2008
April 28, 2008
April 28, 2008
April 28, 2008

April 28, 2008

January 10, 2007
April 28, 2008
April 28, 2008
February 21, 2007

March 1, 2006
April 28, 2008
April 28, 2008
April 28, 2008

December 12, 2013

have taken or attempted to take legal actions to suspend, revoke or challenge the legality of any of our licenses. We have not received any notice
of violation of any of our licenses, and we believe that we are in compliance with all material terms of our licenses.
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Services Offered

Network Access

We primarily offer mobile cellular voice, data and facsimile communication services to our subscribers on the basis of various tariff plans. In
general, subscribers pay a monthly subscription fee and a per-minute charge for usage. However, we also offer tariff plans that do not require
subscribers to pay a monthly subscription fee.
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Automatic Roaming

Roaming allows our customers, both subscribers and guest roamers, to receive and make international, local and long-distance calls while
traveling outside of their home network. Roaming is provided through individual agreements between us and other GSM operators. Unlike many
non-GSM providers that require additional equipment or prior notification, our roaming service is instantaneous, automatic and requires no
additional equipment.

As of December 31, 2002, we had bilateral roaming contracts with 264 GSM service providers in approximately 113 countries, including with
regional operators in Russia. We continually seek to expand our roaming capability and are currently in negotiations with additional operators.
In Russia, as of December 31, 2002, in addition to our network coverage area in 47 regions of Russia, GSM service is available to our
subscribers in several regions of Russia where we do not currently operate through our roaming agreements with approximately 20 regional
operators.

Roaming agreements regulate the relations and billing procedures between operators. The host operator sends the roamer s home operator a bill
for the roaming services provided to the roamer. The roamer s home operator pays the host operator directly for the roaming services and then
includes the amount due for the provision of roaming services in the roaming subscriber s monthly bill.

Value-Added Services

We offer the following value-added services to our customers in Moscow and in a number of the regions. These services may be included in the
tariff plan selected by the subscriber or subscribers may pay additional monthly charges and, in some cases, usage charges for them:

Call Divert/Forwarding;

Call Barring;

Caller ID Display;

Call Waiting;

Itemization of Monthly Bills;
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Voicemail;

Information and Directory Service;

International Access Service;

Automatic Customer Care System;

Customer Care System through the Internet;

Short Message Service (SMS);

General Packet Radio Service (GPRS);

Wireless Application Protocol (WAP); and

SIM-browser.

Other Services

In addition to cellular communication services, we offer corporate clients a number of telecommunication services such as design, construction

and installation of local voice and data networks capable of interconnecting with fixed line operators, installation and maintenance of cellular
payphones, lease of digital communication
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channels, access to open computer databases and data networks, including the Internet, and provision of fixed, local and long-distance
telecommunication services, as well as video conferencing.

Sales and Marketing

Target Customers

Our target customers historically have included companies, professionals, high-income individuals, reporters, government organizations,
businesspersons and diplomats. However, following the economic crisis in August 1998, we launched lower tariffs and widened our cellular
services market, aggressively targeting new customer segments, such as family members of existing subscribers, students, retirees and other
mass market customers. We also offer reduced tariffs and lower payments for certain value-added services. Although these newer customer
segments have lower average monthly usage than our traditional customer base, they have begun to represent the bulk of new demand for
cellular services. We believe that we will be able to provide the network capacity and expand our coverage area to serve these new customer
segments.

Advertising and Marketing

Our advertising consists of:

brand and image advertising and public relations to position us as a leading cellular operator in Russia;

information advertising to inform potential customers of the advantages of GSM technology, the high quality
and variety of our services and the extensive coverage we offer; and

product- and tariff-related advertising to inform customers of specific promotions, new tariffs and pricing
discounts.

We use a combination of newspaper, magazine, radio, television and outdoor advertising, including billboards and signs on buses and kiosks,
and exhibitions to build brand awareness and stimulate demand. Our indirect advertising includes sponsorship of high-profile television
programs, sporting events, concerts and other popular events. We combine our advertising campaigns with those of telecommunication
equipment manufacturers such as Sony Ericsson, Siemens, Nokia and Panasonic. We are also coordinating the advertising policies of our dealers
to capitalize on the increased volume of joint advertising and preserve the integrity and high-quality image of the MTS brand. As we expand our
network, we intend to concentrate a greater part of our advertising and marketing effort on positioning us as a national brand. We plan to focus
our advertising and marketing on the affordability and variety of our tariff plans, on the broad coverage of our network and the use and
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availability of national roaming.

Sales and Distribution

As of December 31, 2002, our distribution network in the Moscow license area consisted of 27 integrated sales and customer service centers and
over 3,500 independent dealer distribution outlets. We had over 168 sales and customer service centers in Russia. In response to the demand
shift to mass market subscribers, we have adjusted our distribution strategy and begun to open new dealer outlets in places of high consumer
activity, such as supermarkets and malls.

In certain of our regional license areas, we intend to form joint ventures or enter into other cooperative arrangements, when prudent, to perform
such tasks as marketing and sales and collection of subscriber payments. We expect that these joint ventures will have agreements with
sub-dealers to better service the local markets. We also have formed three affiliates in which we have 26% stakes: MTS-RK in the Komi
Republic, MTS-T in the Tver region and MTS-K in the Kostroma region. We have also formed a subsidiary in Nizhny Novgorod , MTS-NN, of
which we own 65%, and acquired 51% of Novitel in Moscow. We have, consistent with our policy of ensuring MTS brand integrity, retained
ownership of the local network elements, as well as responsibility for their construction, operation and maintenance. These joint ventures also
collect subscriber payments, which they remit in full to us.
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Some of our dealers purchase handsets directly from us and then sell them to the subscribers that they enroll. Whether a new subscriber connects
to our network with equipment purchased from a dealer or directly from us, in most of the regions, we do not charge a connection fee. Under our
current policy, dealers receive a commission per subscriber connected based on their monthly sales volume. The commission in Moscow license
area, between $27 and $50 per subscriber as of December 31, 2002, increases with the number of new subscribers a dealer signs. As of
December 31, 2002, the commission in St. Petersburg was between $10 and $16. Dealer commissions in the other regional license areas were
between $8 and $30. Dealers generally receive a higher commission of approximately $100 for enrolling subscribers in our VIP tariff plan.

We limit our credit exposure to dealers by controlling the cash flow from customers. If a new customer pays in cash, the dealer remits the full
amount received to us within three days, and we then pay the commission to the dealer by the end of the month. If the customer chooses to pay
by bank transfer or by credit card, the customer pays us directly, and we pay the dealer its commission after the end of the month.

After a dealer activates a subscriber s contract, if such subscriber s usage of our voice and non-voice services over the following six-month period
amounts to less than the amount of the dealer s commission, the dealer must reimburse the difference to us. We believe that this gives dealers an
incentive to seek high-quality subscribers so as to avoid any loss of commission.

During the year ended December 31, 2002, approximately 83% of our new subscribers enrolled through independent dealers, and we enrolled
the remainder directly. We intend to continue expanding our internal distribution network, as well as our independent dealer distribution
network. In addition, we intend to allow independent dealers to begin servicing some aspects of our subscribers accounts, such as the switching
on and off of additional services and payment collection.

As the geographic range of our network expands, we expect to increase the number of distribution points, primarily through increasing the
number of dealers under contract with us and creating joint ventures with local partners to act as our dealers.

Competition

We compete with at least one other mobile cellular operator in each of our markets. Competition is based largely on local tariff prices and
secondarily on network coverage and quality, the level of customer service provided, roaming and international tariffs and the range of services
offered.

The following table illustrates the number of mobile cellular subscribers for each network operator in the Moscow license area at the year-end of
1998, 1999, 2000, 2001 and 2002:

1998 1999 2000 2001 2002

(in thousands)

MTS (GSM) 112 298 1,106 2,035 3,082
VimpelCom (GSM, D-AMPS):(1)(2) 124 351 780 1,911 3,750
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Sonic Duo (part of the MegaFon

group) (GSM)(2) 0 0 0 26 313
MCC (NMT)(2) 90 92 94 72 58
Sonet (CDMA)(2) 2 12 15 56 75
Total 328 753 1,995 4,100 7,278
(1) Source: VimpelCom press releases, dated March 26, 1999; April 14, 2000; April 26, 2001;

March 20, 2002; November 21, 2002; and March 27, 2003.

) Source: AC&M-Consulting.
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VimpelCom

VimpelCom, which operates both D-AMPS and dual-band GSM networks, is one of our principal competitors in the Moscow license area and in
several regions outside Moscow and the Moscow region.

In the Moscow license area, we believe that VimpelCom will continue to be our primary competitor for the foreseeable future. VimpelCom
reported approximately 5.2 million subscribers at December 31, 2002, including 3.7 million in the Moscow license area. At December 31, 2002,
according to AC&M-Consulting, VimpelCom had a 52% market share in Moscow, while we accounted for 43%. VimpelCom and its
subsidiaries also hold licenses to operate D-AMPS networks in 2 regions of Russia and licenses to operate GSM networks in the North-West
region, Central region and Central Black Earth region, the Volga region, the North Caucasus region and the Siberian region. At December 31,
2002, according to AC&M-Consulting, VimpelCom had a 28% market share of total wireless subscribers in Russia, while we accounted for
38%.

VimpelCom operators also compete with us in many regions outside of Moscow and the Moscow region, including in the North Caucasus
region, Siberia and Central Russia. In addition, in 2002 and 2003 VimpelCom was awarded licenses to operate a GSM 900/1800 network for the
North-West region, which includes St. Petersburg, and launched its network there in April 2003. According to press reports, VimpelCom
invested $50 million in connection with the roll out of its network in the North-West region. We expect that VimpelCom will compete with us in
St. Petersburg, and that its entry into the North-West region generally will lead to an increase in competition in that area and may lead us to
invest additional amounts in our operations in the region.

Since 1998, VimpelCom has been developing its dual-band GSM network, which offers its GSM subscribers international roaming capability
comparable to ours. For a description of the risks we face from increasing competition, see Item 3. Key Information D. Risk Factors Risks
Relating to Our Industry We face increasing competition from existing licensees that may result in reduced operating margins, loss of market
share and diminished value in our services, as well as lead us to make different pricing, service or marketing decisions.

MegaFon

In addition to VimpelCom, we also compete with Sonic Duo in Moscow, MegaFon in St. Petersburg and several other MegaFon group operators
in a number of regions.

In the Moscow license area we compete with Sonic Duo, a mobile operator in the MegaFon group with a GSM 900/1800 license for the Moscow
license area which launched commercial operations in November 2001. According to AC&M-Consulting, Sonic Duo had 312,500 subscribers in
the Moscow license area as of December 31, 2002. In the North-West region, where St. Petersburg is located, our principal competitor is
MegaFon, formerly known as North-West GSM. MegaFon is the primary operator in the North-West region and was the first company to
provide GSM services in that region. As of December 31, 2002, according to AC&M-Consulting, MegaFon had a 56% market share in the
North-West region while we accounted for 34%.
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According to AC&M-Consulting, MegaFon had a combined subscriber base of 2.9 million as of December 31, 2002, and has licenses to operate

in all 89 regions of the Russian Federation. The MegaFon group s subsidiaries have instituted a unified intra-network roaming tariff, and are
expected to introduce unified tariffs in each of the regions in which they operate. For a description of the risks we may face in connection with

the development and growth of MegaFon, see Item 3. Key Information D. Risk Factors Risks Relating to Our Industry The creation of MegaFon
through the merger of Sonic Duo, North-West GSM and several other regional operators resulted in a new competitor that may receive

preferential treatment from the federal government and benefit from the resources of its shareholders, potentially giving it a substantial

competitive advantage over us.

Local Operators

In addition to our principal competitors, VimpelCom and MegaFon, which do not operate in all of the regions in which we operate, we compete
with local operators using a variety of standards.

In the Moscow license area, we compete with MCC, which operates an analog network based on the NMT standard. MGTS, which is a
subsidiary of Sistema, owns a minority stake in MCC, which commenced operations in December 1991. According to AC&M-Consulting, at
December 31, 2002, MCC had approximately 58,000 subscribers in the Moscow license area. MCC has elected to pursue a license to operate a
third-generation
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network based on the CDMA 2000 standard, which would operate on the same frequencies as the current network operated by MCC. In

March 2000, the Ministry of Communication issued an approval to MCC to construct a trial network using the CDMA 400 standard. In addition,
MCQC, together with the Ministry of Communications and a Russian telecommunications company, Interregional Transit Telecom, established a
unified NMT roaming network in Russia under the commercial name Sotel, allowing automatic roaming in certain regions of Russia using the
NMT standard. As of December 31, 2002, NMT roaming was available in most regions of Russia, as well as in countries of the former Soviet
Union.

In addition, we may face future competition from JSC Personal Communications, a CDMA network operator in the Moscow license area which
began operations under the brand name Sonet in August 1998. JSC Personal Communications is a subsidiary of MTU-Inform, which is
indirectly controlled by Sistema. Sonet s license was recently extended by the Ministry of Communications until the end of 2004 with an
obligation to reach a minimum of 100,000 subscribers. CDMA licenses in other regions have been issued primarily to the regional public
switched telephone network operators, which are subsidiaries of Svyazinvest.

In St. Petersburg, we compete with regional operators Fora Communications, operating on the D-AMPS standard, and Delta Telecom, operating
on the NMT-450i standard. In Nizhny Novgorod, our primary competitor is Nizhny Novgorod Cellular Communications, which had
approximately 171,500 subscribers as of December 31, 2002. In Ekaterinburg, we compete with Ekaterinburg 2000, a D-AMPS operator with
over 44,191 subscribers as of December 31, 2002. In the Siberian city of Omsk, we compete primarily with Siberian Cellular Communication, a
D-AMPS operator with more than 30,000 subscribers as of December 31, 2002. In Ukraine, we compete primarily with Kievstar, a GSM
operator with over 1.9 million subscribers as of December 31, 2002. In Tartarsan, we compete primarily with Tatinkom, a D-AMPS operator
with over 117,000 subscribers as of December 31, 2002. In the Samara region, where in March 2003 we received a license to provide mobile
cellular services but do not currently operate, we expect to compete with SMARTS, a GSM operator with 545,000 subscribers as of December
31, 2002.

Tariffs

We customize our marketing efforts and pricing policies in each region in consideration of such factors as the average income levels,
competitive environment and subscriber needs in a particular region, all of which vary from region to region. Consistent with our marketing
strategy, we have developed new tariff plans to appeal to a broader market.

As of December 31, 2002, our subscribers in Moscow could choose from one of eighteen tariff plans. Each of the regions outside of the Moscow
license area has a variety of tariff plans in effect, some of which are different than those offered in the Moscow license area. All of our tariff
plans combine different initial connection fees, monthly network access fees (with the exceptions of the Jeans tariff plan discussed below), per
minute usage charges and value-added services in packages designed to appeal to different market segments.

In February 2003, we launched a new unified system of tariff plans across our nationwide network in Russia. The new tariff plans are divided
into four categories MTS Corporation, = MTS Optima, = MTS Business and MTS VIP  with each category designed to target a specific group of
subscribers as follows:

MTS Corporation: MTS Corporation tariff plans are available to corporate clients nationwide. They feature
substantial discounts on calls within the contract group, international roaming and voice traffic depending on the
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quantity of calls, as well as a variety of free value-added services.

MTS VIP: MTS VIP tariff plans are geared toward heavy users who spend over $100 per month on mobile
communications.

MTS Business: MTS Business tariff plans are designed for active users who spend $40 or more per month
on mobile communications.

MTS Optima: MTS Optima tariff plans are designed for mass-market users who spend up to $40 per month
on mobile communications.
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While categories of tariff plans offered in the regions generally match the categories of tariff plans offered in the Moscow license area, the prices
of these plans will continue to differ from region to region and are expected to generally remain higher in the Moscow license area.

We set prices with reference to the market and believe that our pricing is competitive vis-a-vis other providers of mobile communications

services. While we have traditionally designed our tariff plans to appeal to high- and medium-usage subscribers, we have also begun to target the
mass-market subscriber segment with a new, prepaid tariff plan launched in November 2002. We market this new tariff under the distinct brand
name Jeans rather than MTS in order to maintain our core image as a premium mobile services provider. We expect that, as the mass market is
penetrated and subscriber numbers increase, competition will place downward pressure on the prices we charge for our services.

Our tariff plans offer a variety of pricing schemes. The following description of tariffs and charges are, in each case, exclusive of VAT and sales
tax. As of December 31, 2002, the per-minute tariff for calls to Moscow from Moscow varied from $0.06 per minute to $0.24 per minute during
peak periods and from $0.09 per minute to $0.19 per minute during off-peak periods, with some plans offering discounted rates at night,
sometimes as low as $0.04 per minute. As of December 31, 2002, the per minute prices in the regions outside of the Moscow license area ranged
from $0.01 per minute to $1.00 per minute during peak periods, and from $0.01 per minute to $0.75 per minute during off-peak periods, with
some plans offering discounted rates at night, sometimes as low as $0.01 per minute; in St. Petersburg tariffs varied from $0.01 per minute to
$0.19 per minute. Higher rates apply to domestic long distance calls and, as of December 31, 2002, we assessed a surcharge for all international
calls that ranged from $1.35 per minute for calls to Europe to $2.40 per minute for calls to Africa. Our value-added services, such as Caller ID
and Call Waiting, are sometimes included in the plan at no additional charge and sometimes carry a charge between $1.00 and $3.00 per month,
depending on the plan. We also offer special tariffs for intranet calls that are considerably lower than normal roaming tariffs.

In addition, in the Moscow license area, calls from one cellular telephone to another within the same network connected to the same mobile
switching center are charged at no cost to the subscriber receiving the call, and at a discount of 20% to 50% to the subscriber placing the call.
Similar discounts are also available to subscribers in other regions. In comparison, some of our competitors do not charge their subscribers for
specific categories of incoming calls under certain of their tariff plans.

We launched our first tariff plan geared at mass-market subscribers, which we market under the Jeans brand, on November 15, 2002 in Moscow
and in 37 other regions in Russia. The Jeans brand is a prepaid tariff, and it includes features such as no monthly subscription fee, per-second
billing, free incoming calls from MTS subscribers and advance payment credit expiration dates. In December 2002, we introduced a promotion
whereby our Jeans tariff subscribers in the Moscow license area will receive all incoming calls free of charge from other MTS subscribers and
VimpelCom subscribers through December 31, 2003. For the Jeans tariff only, we define subscriber as an individual or organization whose
account does not have a negative balance for more than one hundred and eighty-three days, in contrast to sixty-one days for our other tariff

plans.

Customer Payments and Billing

Before 1997, subscribers were enrolled in a credit payment system under which they were billed monthly for their access, usage and value-added
service fees. Since November 1997, we have enrolled new subscribers, except for certain corporate clients, in an advance payment program
under which the customer prepays a specific amount to cover these fees.
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We believe that customer acceptance of the advance-payment option is due to the high degree of automation of our customer care and billing
system, which telephonically transmits reminders to add funds before service is discontinued, helping subscribers to monitor and control their
mobile telephone expenses. Our advance payment system monitors each subscriber account and sends a ten-day advance warning on the
customer s mobile telephone when the advance payment amount decreases below a certain threshold, which is approximately the average
consumption by the subscriber for a ten-day period. Then the system sends a daily telephonic reminder or SMS of the decreasing account
balance, including the current level of the subscriber s remaining deposit and a recommendation as to the sum that should be advanced to us
based on the subscriber s historical usage.
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Under the credit payment system, customers are billed monthly in arrears for their network access and usage. If the invoice is not paid within

25 days, the customer may face an up to $20 late payment charge. We limit the amount of credit extended to customers based on the customer s
payment history, type of account and past usage. As of December 31, 2002, subscribers using the credit system of payment had a maximum
credit limit of $1,000. When the limit is reached, the subscriber receives an invoice, which must be paid within five days. If the subscriber fails
to do so, we block the telephone until the invoice is settled. We actively manage our subscriber base to migrate existing credit payment
customers over to the advance-payment system. However, existing credit payment customers may continue on their old tariff plan as long as
their accounts remain in good standing. As of December 31, 2002, approximately 2.0% of our customers used the credit system, while 98.0%
used the advance-payment system.

We upgraded our billing system in October 2001. Prior to this upgrade, we had experienced some negative reaction from subscribers in the
Moscow license area due to the sometimes substantial time gap between the time of use and the date on which the use was actually charged to
the subscriber. This time gap problem intensified as our subscriber base increased. In order to remedy this problem, we upgraded our billing
system software to decrease the delay between usage and billing for subscribers in the Moscow license area. As a result of this upgrade, the time
gap between usage and billing has rarely exceeded one to two hours, making it easier for our subscribers to keep track of their balance.

Our tariffs are quoted in currency units equivalent to U.S. dollars. Invoices specify the amount owed in U.S. dollar-equivalent units and require
translation into rubles in order to make payments. We offer our subscribers various ways to pay for our services, including by cash or credit
card, wire transfer, on account, prepaid cards and express-payment cards.

Customer Service

We believe that to attract and retain customers, we must provide a high level of service in the key areas of customer assistance, care and billing.
In most of the regions in which we operate, we have a call center that provides customer service 24 hours a day, seven days a week. Customer
service representatives answer inquiries regarding disconnection due to lack of payment, handset operation, roaming capabilities, service
coverage and billing. A special group of customer service representatives handles customer claims and assists customers who wish to change
their services. In addition, customer service staff follow up with customers who have discontinued service to determine the reasons for
disconnection and to help us improve our services or tariff plans to accommodate subscriber needs. We also have customer service and financial
control department representatives at our walk-in centers located in several of the regions where we operate to assist customers and address their
questions.

Our customers are able to automatically access their account balance information, activate certain value-added features and receive information
regarding us and our services by calling, at no charge to the customer, our Automatic Customer Care System at 0880 or 767-0880. In
December 1999, we also introduced a new, Internet-based service, Customer Care System Through the Internet. This service allows subscribers
to access their accounts via our Internet site and carry out, on-line, all major account activities such as payments by credit cards, viewing and
delivery of itemized statements by fax or via e-mail and changes in the selection of value-added services.

Network Technology

We believe that geographic coverage, capacity and reliability of the network are key competitive factors in the sale of mobile cellular
telecommunication services. Our network is based primarily on GSM 900 infrastructure, augmented by GSM 1800 equipment. We use GSM
1800 equipment in high-use areas, because 1800 MHz base stations are more efficient in relieving capacity constraints in high traffic areas.
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Although there is no difference in quality between GSM 900 and GSM 1800 services, the higher-frequency 1800 MHz signals do not propagate
as far as 900 MHz signals. As a result, more 1800 MHz base stations are typically required to achieve the same geographic coverage.
Accordingly, in regions where geographic coverage, rather than capacity, is a limiting factor, networks based on GSM 900 infrastructure are
typically superior to those based on GSM 1800, because they require fewer base stations to achieve coverage and, therefore, cost less. In most
markets, including in Russia, the most efficient application of GSM technology is to combine GSM 900 and GSM 1800 infrastructure in a
unified network, which is commonly referred to as a dual-band GSM network.
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Network Infrastructure

We use switching and other network equipment supplied by Motorola, Siemens, Ericsson and other major network equipment manufacturers.
The radio frequencies allocated to us for the operation of GSM 900 span 11.4 MHz of spectrum in the city of Moscow and 10.2 MHz of
spectrum in the Moscow region. The frequencies allocated to us in the city of Moscow include 1.2 MHz of limited capacity spectrum with
restricted emanation that we may only use in the Moscow underground or in a microcell to enhance coverage and capacity within buildings.
During 2001, we returned 3.2 MHz of limited capacity spectrum with restricted emanation to the Ministry of Communications to allow research
into the joint use of frequency spectrum by cellular operators. In addition, we have frequencies spanning 24.6 MHz of spectrum in the Moscow
license area for operation of GSM 1800 base stations. We believe that these allocations in the Moscow license area are adequate and that we
have also been allocated adequate spectrum in our regional license areas.

The radio frequencies allocated to us for the operation of GSM 900 span 6 MHz of spectrum in the city of St. Petersburg. We also have
frequencies spanning 18 MHz of spectrum in the St. Petersburg license area for operation of GSM 1800 base stations.

In September 2000, we began installing GPRS equipment in the Moscow license area, and we currently have enough GPRS software to support
a majority of our base stations in the Moscow license area. In May 2003, we launched GPRS in the Moscow license area as a value-added
service. We have also installed GPRS technology in several of our regional license areas, and we currently offer GPRS in test mode free of
charge to our subscribers in those regions. We intend to examine its commercial viability as a pay service in those regions in the future.

Third-Generation Technology

Third-generation networks, using UMTS technology, will allow subscribers to send video images and access the Internet using their handsets at
transmission speeds of up to 2000 Kb per second. We currently operate one of four experimental third-generation networks existing in the
Russian Federation utilizing rented network equipment. The 3G Association, an industry group charged with advising the Ministry of
Communications of the Russian Federation on the procedure for allocating third-generation licenses and regulating third-generation operations,
has proposed that we, VimpelCom and MegaFon each be issued a third-generation license, and that a fourth license be issued to a fourth
operator. Though the Ministry of Communications was expected to announce the license allocation procedure during the second half of 2002
and issue the licenses during 2003, to date, no allocation procedures have been announced. We estimate that the initial buildout of our
third-generation network in the Moscow license area will require an investment of $60 million to $100 million.

Base Station Site Procurement and Maintenance

The process of obtaining appropriate sites requires that our personnel coordinate, among other things, site-specific requirements for engineering
and design, leasing of the required space, obtaining all necessary governmental permits, construction of the facility and equipment installation.
We use site development software supplied by Lucent Technologies to assess new sites so that the network design and site development are
coordinated. Our own software can create a digital cellular coverage map of Moscow, taking into account the peculiarities of the Moscow urban
landscape, including the reflection of radio waves from buildings and moving automobiles. Used together, these software tools enable us to plan
base station sites without the need for numerous field trips and on-site testing, saving us considerable time and money in our network buildout.
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Base station site contracts are essentially cooperation agreements that allow us to use space for our base stations and other network equipment.
The terms of these agreements r