EXPLANATORY NOTE
to the accounting reporting
of JSC IDGC of the Center and North Caucasus
for 2006
I. General information
Interregional Distribution Grid Company of the Center and North Caucasus joint-stock company (further - the Company) passed registration on December 17, 2004. In the accounting period (since January 01, 2006 till December 31, 2006) the Company was engaged in rendering consulting and advisory services.
The number of the staff of the Company as of December 31, 2006 equaled 212 persons.
Legal address: Twer, Kalinina Avenue 55, 

The branches of the Company are situated in Nizhny Novgorod, Kaluga, Rostov and Kursk.
The founder of the Company is JSC RAO UES of Russia joint-stock company of power industry and electrification.
Management bodies of the Company:
• the general meeting of shareholders;
• the Board of Directors;
• General Director.
The Board of Directors of the Company executes general management of the activity of the Company except for the resolution of the items referred by Federal Law On Joint-Stock Companies and the Charter of the Company to the competence of the general meeting of shareholders.
Composition of the Board of Directors of the Company:
• Rappoport Andrey Natanovich - member of the Management Board of JSC RAO UES of Russia, Managing Director of JSC RAO UES of Russia (Networks business unit);
• Branis Aleksandr Markovich - Director of Prosperity Capital Management Ltd;
• Burnashev Dmitriy Aleksandrovich - Chief of the Department for Business Planning of the Corporate Center of JSC RAO UES of Russia;
• Dyomin Andrey Aleksandrovich - Executive Head of the Management Center of Interregional Distribution Grid Networks of JSC UES FGC;
• Zubakin Vasiliy Aleksandrovich - member of the Management Board of JSC RAO UES of Russia, Chief of the Department for Provision of Processes of Reforming of the Reform Management Center.
• Kravchenko Vyacheslav Mikhailovich - Director of the Department of the Ministry of Industry and Energy of the Russian Federation;
• Makarov Evgeniy Fyodorovich - General Director of JSC IDGC of the Center and North Caucasus;
• Nikulov Aleksandr Evgenievich - General Director of JSC Joint-Stock Company Promregion Holding.
• Chistyakov Aleksandr Nikolaevich - First Deputy Chairman of the Management Board of JSC UES FGC.
Chairman of the Board of the Company is Rappoport Andrey Natanovich, member of the Management Board of JSC RAO UES of Russia, Managing Director of JSC RAO UES of Russia(Networks business unit);

The management of the current activity of the Company is carried out by the sole executive body - General Director.
General Director of JSC IDGC of the Center and North Caucasus is Makarov Evgeniy Fyodorovich.
Composition of the Audit Committee of the Company:
Matyunina L.R.- First Deputy Chief of the Department for Internal Audit of the Corporate Center of JSC RAO UES of Russia
Erdenko S.O.- Chief Expert of the Department for Corporate Managements and Cooperation with Shareholders of the Corporate Center of JSC RAO UES of Russia
Verbas Е.А. Chief of the Department for Financial Control and Audit of JSC IDGC of the Center and North Caucasus;
Baitov А.V. - Executive Head of the Directorate of Financial Control and Internal Audit of JSC UES FGC
Lelekova M. A. Deputy Executive Head of the Directorate of Financial Control and Internal Audit of JSC UES FGC
II. Accounting policy
The present accounting report of the Company was prepared on the basis of the accounting policy adopted by order № 195 as of 26.12.2005. The accounting policy was formed according to:
the Civil Code of the Russian Federation;
the Tax Code of the Russian Federation;
Federal Law on Business Accounting as of 29.11.96;
Regulation on conducting of business accounting and accounting reporting of the Russian Federation
(Order № 34-n of the Ministry of Finance of the Russian Federation as of 29.07.1998).
RAS 1/98 Accounting Policy of  the Organisation, RAS 2/94 Account of Agreements (Contracts) On Capital Construction, RAS 3/95 Account of Property and Obligation of The Organisation The Cost of Which is Expressed in  Foreign Currency, RAS 4,99  Accounting reporting of the Organisation , RAS 5/98  Account of Inventories, RAS 6/2001Account of Fixed Assets, RAS 7/98 Events After Accounting Date, RAS 8/98 Contingencies, RAS 9/99 Income of the Organisation, RAS 10,99 Expenses of the Organisation, RAS 11/2000 Information On Affiliated Persons, RAS 12/2000 Segment Information, RAS 13/2000 Account of Government Assistance, RAS 14/2000 Account of Intangible Assets, RAS 15/2001Account of Loans and Credits and Expenses on Their Service, RAS 16/2002 Information on Discontinuing Operation, RAS 17/2002 Account of Expenses on Scientific Research, Developmental and Technological Works, RAS 18/2002 Account of Expenses under the income tax, RAS 19/2002 Account of Financial Investments, RAS 20/2003 Information on Participation in Joint Venture.
1. Basis for drawing up
The accounting report of the Company was formed on the basis of the rules of business accounting and reporting that exist in the Russian federation including Federal Law №129-FZ as of 21.11.1996 On Accounting, Regulation on accounting RAS 1/98 Accounting Policy of the Organisation, adopted by order № 60n of the Ministry of Finance of the Russian Federation as of December 9, 1998, Regulation on conducting of business accounting and reporting in the Russian Federation adopted by order№34n of the Ministry of Finance as of 29.07.1998.
The assets and obligations of the Company were evaluated in the reporting on the actual expenses connected with their acquisition.
2. Assets and obligations expressed in foreign currencies
During the accounting of the economic operations performed in foreign currencies, there was applied the official rate of foreign currency to the ruble that was valid on the day of fulfillment of the operation.
The sum differences on operations with assets and obligations in foreign currency which appeared within the year, and also at their restatement for the accounting date are referred to financial results as extraordinary charges (income).
3. Short-term and long-term assets and liabilities
In the accounting balance financial investments, accounts receivable and payable are considered to be short-term, if the period of their circulation (redemption) does not exceed 12 months after the accounting date.
4. The fixed assets
The fixed assets include equipment and other corresponding objects with the terms of value-added use of not more than 12 months.
Objects of the fixed assets are included into the account on actual expenses on acquisition.
In the reporting the fixed assets were shown on initial (replacement) cost minus sums of amortisation that was saved up during the operation.
Amortisation of the fixed assets is carried out according to the norms, estimated on the basis of the terms of value-added use defined according to the Classification of the fixed assets that are included in amortisation groups that was adopted by resolution № 1 of the Russian Federation as of January 01, 2002.l
The terms of value-added use divided by the Company on groups of the fixed assets are given below.
	Group of fixed assets
	Terms of value-added use (number of years) of the objects taken onto the balance

	Computer hardware
	3-5

	Means of communication
	10-15

	Other
	5-20


5. Inventories
The inventories were estimated in the sum of actual expenses on acquisition. Reserve for the sum of depreciation of the materials was not created by the Company.
6. Prepaid expenses
The expenses made by the Company in the accounting year but concerning the next accounting periods (in particular, insurance payments) are presented as prepaid expenses. These expenses are regularly written off for intended purpose during the periods to which they refer.
7. Debts of buyers and customers
Debts of buyers and customers are defined on the basis of the prices fixed by the contracts between the Company and buyers (customers) with regard of all discounts (markups) and VAT provided by the Company. Realisation of services on the terms of the commercial credit granted in the form of deferment of payment was not performed by the Company in the accounting period.
The Company did not consider the debt for the accounting date to be uncollectable. The Company did not create provision for doubtful debts.
8. Authorized, additional and reserve capital
The authorized capital is reflected in the sum of par value of ordinary nominal shares acquired by shareholders. The amount of the authorised capital corresponds to the amount established in the Charter of the Company.
9. Reserves of forthcoming expenses
The Company reserved the sums on forthcoming payment of remuneration following the results of work during the year. The sums at the end of the accounting year are defined on the basis of work experience of the personnel as of the accounting date and in the amount defined by the regulation on material incentive of the top managers of the Company,
Regulation on bonus of heads, experts and employees of the Company, taking into account the charges of the Unified Social Tax.
10. Recognition of income
Proceeds from product sale and rendering of services were recognized for the purpose of business accounting during shipment of products to buyers (or rendering of services) and presentation to them of settlement documents. The proceeds are presented in the Report on income and expenses minus value-added tax.
11. The order of recognition of expenses
Commercial and administrative expenses are completely recognized in the cost value of the output sold, products, work, and services in the accounting year of their recognition as expenses on usual kinds of activity.
III. Disclosing of essential indicators
1. Shares of the Company
As of December 31, 2006 the authorized capital of the Company was paid up and consists of:
	Name
	Total amount,  pieces
	Par value, rbl

	Ordinary shares
	100 000 000
	10 000 000 

	Preferred shares
	-
	-

	Total
	100 000 000
	10 000 000


The shares of the Company belong to JSC RAO UES of Russia.
2. The leased fixed assets
Leased fixed assets for a total sum of 7 645 thousand rbl. are itemized  on the off-balance accounting of the Company. The given cost was calculated according to the cost of property under the contract for the accounting period. Among the leased fixed assets  are itemized:
	№
	Lessor
	№ of the contract
	Subject of the contract
	Cost of property under the contract

	1
	JSC Corporate Service Systems
	46-342/46-9169


	Furniture
	756951.28



	2
	JSC Corporate Service Systems
	46-245/46-9077


	furniture
	2972784.21



	3
	JSC Corporate Service Systems
	46-10228


	Equipment
	3915422.45



	4
	
	
	
	

	
	Total
	
	
	7645157.94



3. Short-term accounts receivable and payable.
The following is reflected in the composition of the account receivable:
	                                                                                                                               thousand rbl.

№
	Name
	Sum

	1.
	Buyers and customers
	239 776



	
	including
	

	
	JSC Astrakhanenergo
	478

	
	JSC Belgorodenergo
	19 182

	
	JSC Volgogradenergo
	1 953

	
	JSC Vologdaenergo
	  33 270

	
	JSC Vladimirenergo
	10 685

	
	JSC  Nizhnovenergo
	28 663

	
	JSC UES FGC
	14 051

	
	JSC Orelenergo
	1 434

	
	JSC Lipetskenergo
	12 244

	
	JSC  Twerenergo
	1 929

	
	JSC Voronezhenergo
	676

	
	JSC Rostovenergo
	25 966

	
	JSC Ryazanenergo
	871

	
	JSC Ivenergo
	6 916

	
	JSC Kalugaenergo
	1 171

	
	JSC Kurskenergo
	884

	
	JSC Kostromaenergo
	8 407

	
	JSC Kalmenergo
	191

	
	JSC Tambovenergo
	1 289

	
	JSC  Yarenergo
	9 616

	
	JSC Smolenskenergo
	1 150

	
	JSC Stavropolenergo
	16 900

	
	JSC Tulenergo
	36 482

	
	JSC Nizhni Novgorod Energobalance
	274

	
	JSC Bryanskenergo
	2 516

	
	JSC Kubanenergo
	2 578

	2.
	Made advances
	29 088

	
	Including:
	

	
	JSC Belgorodenergo
	20 461

	
	JSC ATP Energy
	3 400

	
	JSC Interfax South
	314

	
	JSC Corporate Service Systems
	707

	
	JSC Investelektrosvyaz
	149

	
	JSC BSI Management Systems
	299

	
	JSC Power Management Consulting
	3 198

	
	JSC Delta Post
	226

	
	Others
	334

	3.
	Other debtors
	10 164

	
	Including:

	

	
	VAT received from advances
	8 510

	
	JSC Sporting Service
	501

	
	Others
	1 153

	
	Total short-term account receivable
	279 028


The following is reflected in the composition of the account payable:

                                                                                                                            thousand rbl.

	№
	Name
	Sum

	1. 
	Providers and contractors
	5 119

	
	Including:
	

	
	JSC Kalugaenergo
	74

	
	JSC Fainomika
	1 250

	
	JSC IT Energy Service
	254

	
	JSC Kostromanergo
	925

	
	JSC Mobile TeleSystems
	552

	
	JSC RusSdo
	170

	
	Others
	1 894

	2.
	Salaries payable to the staff
	7 345

	3. 
	Debt to state and extra-budgetary fund
	1 409

	4.
	Taxes and fees payable
	61 303

	5.
	Made advances
	55 787

	
	Including:
	

	
	JSC Kubanenergo
	55 787

	6.
	Other debtors
	1 073

	
	Including:
	

	
	 Accounting on writs obligatory
	338

	
	Accounting with answerable persons
	735

	
	Total short-term account payable
	132 036


4. Demand balance for the end of the accounting period of the Report On Cash Flow of the Company does not include cash float in the amount of 5 000 thousand rbl. which are mentioned in line 190 Cash Directed to Other Costs (Payments) of the given report.
5. Incomes and expenses
The Company receives proceeds from rendering of consulting services to affiliated companies of JSC RAO UES of Russia (see explanatory note 8).
As a part of the cost price of the realised services the following expenses were considered:
                                                                                                                thousand rbl.
	№
	Name
	Sum

	1.
	Tangible costs
	7 878

	2
	Salary
	383 080

	
	Including Reserve for Remuneration by the results of the year
	130 951

	3
	The Unified Social Tax
	38 366

	4.
	Amortization of the fixed assets
	3 844

	5.
	Other costs
	236 430

	
	Including:
	

	
	Informational services
	30 697

	
	Consulting services
	46 464

	
	Leasing of real estate
	43 694

	
	Leasing of means of transport
	38 661

	
	Others
	76 914

	
	Total cost price of realization
	669 598


According to Regulation on Material Incentive of The Top Managers and Regulation on Material Incentive of General Director adopted by the Board of Directors of the Company, the Company added
reserve on payment of annual bonus in the sum of 173 619 thousand rbl. including the Unified Social Tax - 9 254 thousand rbl.
Variable component of remuneration under the contracts of rendering of services on realisation of powers of a sole executive body is recognized as part of the proceeds of that period in which the given remuneration was approved by the Board of Directors of the corresponding distribution grid company. So, as part of the proceeds for 2006 remuneration by the results of work for 2006 of distribution grid companies equaled 974.7 thousand rbl.
Other expenses consist of the following groups:
                                                                                                                             thousand rbl.
	№
	Name
	Sum

	1
	Carrying out of corporate events
	6 551

	2
	Rest and treatment vouchers
	2 356

	3
	Material aid and other payments to employees
	18 820

	4
	Payments to the Board of Directors
	1 867

	5
	Nonrefundable VAT
	3 115

	6
	Maintenance of social infrastructure expenses
	1 855

	7
	Others
	4 107

	
	Total other expenses
	38 671


6. Taxes
For the account of incomes and expenses at calculation of taxable profit the Company applies accrual basis. Incomes and expenses are recognized in that accounting (tax) period in which they took place, irrespective of actual income of cash assets, other property or property rights. The moments of occurrence of incomes and expenses at accrual basis are defined by articles 271, 272, 316, 317 of the Tax Code of the Russian Federation.
Calculation of tax base following the results of 2006 is made on the basis of data of the tax account. The taxable profit for the accounting period equaled 121 375 thousand rbl., the profit tax calculated under the rate of 24 % equaled 29 130 thousand rbl.
The Company considers as the moment of definition of the tax base for calculation of VAT in conformity with Chapter 21of the Tax Code of the Russian Federation the earliest of the following dates:
1. Day of shipment (transfer) of goods (work, services), property rights.
2. Day of payment, partial payment on account of forthcoming deliveries of the goods (performance of works, rendered services), transfer of property rights.
The value-added tax for 2006 equaled 109 080 thousand rbl.
The tax base under the wealth tax is defined by the Company on the basis of the cost of the fixed assets reflected in the asset of the Company.
The fixed assets are accounted at depreciable value. The sum of wealth tax for 2006 equaled 301 thousand rbl.
Calculation and payment of other taxes and receipts are made in conformity with the legislation on the taxes and receipts that regulates the order of calculation and payment of corresponding taxes and receipts.
7. Earnings per share 
The basis earnings per share on the share reflect part of the profit of the accounting period that can be distributed among shareholders – owners of ordinary shares. They are calculated as relation of basic earnings for the accounting year to the average quantity of ordinary shares in circulation within the accounting year. The basic earnings equal to net profit of the accounting year (line 190 of profit and loss report).
	Name
	2006

	Basic earnings for the accounting year, rbl.
	15 158 380

	Average number of ordinary shares in circulation during the accounting year, thousand shares
	100 000 000

	Basic earnings per share
	0,15158


8. Affiliated persons
The resolution of the Management Board of JSC RAO UES of Russia as of 13.04.2005 (Minutes № 1192pr) approved the contour of the inter-regional distributing network companies. It stated that JSC IDGC of the Center and North Caucasus should include 31 regional network company of the central region of Russia and North Caucasus.
As of 31.12.2006, 22 DGC were included into the zone of responsibility of the Company.

According to plans of strategic development of JSC IDGC of the Center and North Caucasus as of 31.12.2006 the functions of sole executive body of the following DGC were transferred: JSC Belgorodenergo, JSC Yarenergo, JSC Vologdaenergo, JSC Ivenergo,
JSC Nizhnovenergo, JSC Rostovenergo, JSC Vladimirenergo, JSC
Tulenergo, JSC Lipetskenergo, JSC Kostromaenergo.

Share holding of the Company belonging to JSC RAO UES of Russia was placed into trust of JSC UES FGC (according to the resolution of the Board of Directors of JSC RAO UES of Russia (Minutes as of 08.12.2006 № 237).

The parent company of JSC IDGC of the Center and North Caucasus is governed by JSC RAO UES of Russia that owns 100 % of ordinary shares.

Sale of production to affiliated persons

Formation of cost of the services rendered to affiliated persons is made on the basis of cost of obtained outside services and cost values of own expenses, and also percent of profitability fixed by the decision of the sole founder. Proceeds of the Company from realisation of its services to affiliated persons equaled (without VAT):
                                                                                                                                 thousand rbl.
	Name
	2006

	JSC Orelenergo
	7 117

	JSC Bryanskenergo
	11 689

	JSC Volgogradenergo
	30 383

	JSC Ivenergo
	9 449

	JSC Astrakhanenergo
	8 896

	JSC Kalugaenergo
	12 306

	JSC Kostromaenergo
	31 426

	JSC Kurskenergo
	17 420

	JSC Lipetskenergo
	39 156

	JSC Ryazanenergo
	12 357

	JSC Smolenskenergo
	15 752

	JSC Stavropolenergo
	30 000

	JSC Tambovenergo
	11 285

	JSC Twerenergo
	16 327

	JSC Tulenergo
	47 257

	JSC Yarenergo
	21 647

	JSC Nizhnovenergo
	42 243

	JSC Rostovenergo
	35 804

	JSC Belgorodenergo
	73 264

	JSC Vladimirenergo
	15 941

	JSC Voronezhenergo
	 17 227

	JSC Moscow Regional Grid Company
	160 981

	JSC Kalmenergo
	809

	JSC Kubanenergo
	2185

	JSC UES FGC
	11 907

	JSC Vologdaenergo
	60 608

	JSC Dagenergo
	1 061

	Total
	744 497


Purchase from affiliated persons:
Cost of services (without VAT) rendered by affiliated persons equaled:

	Name
	2006

	JSC Belgorodenergo
	34 300

	JSC RAO UES of Russia
	50

	JSC Corporate Service Systems
	15 614

	JSC Kalugaenergo
	5 465

	JSC Kostromaenergo
	4 310

	JSC Rostovenergo
	6 192

	Total
	65 931


State of calculations of value with affiliated persons
As of the end of the year (December 31), debts of affiliated persons to the Company and of the Company to affiliated persons equals:

Account receivable

                                                                                                                                   Thousand rbl.

	Name
	2006 

	 JSC Belgorodenergo
	19 182

	JSC Volgogradenergo
	1 953

	JSC Lipetskenergo
	12 244

	JSC Twerenergo
	1 929

	JSC Voronezhenergo
	676

	JSC Vladimirenergo
	10 685

	JSC Tulenergo
	36 482

	JSC Rostovenergo
	25 966

	JSC Vologdaenergo
	33 270

	JSC Kalugaenergo
	1 171

	JSC Kurskenergo
	884

	JSC Nizhnovenego
	28 663

	JSC Yarenergo
	9 616

	JSC Smolenskenergo
	1 151

	JSC Stavropolenergo
	16 900

	JSC Kubanenergo
	2 578

	JSC Kostromaenergo
	8 407

	JSC Orelenergo
	1 434

	JSC Bryanskenergo
	2 516

	JSC Astrakhanenergo
	478

	JSC Kalmenergo
	191

	JSC Ryazanenergo
	871

	JSC Tambovenergo
	1 289

	JSC UES FGC
	14 051

	JSC Ivenergo
	6 916

	Total
	239 503


Advances made to affiliated persons

                                                                                                                                    Thousand rbl.

	Name
	2006

	JSC Belgorodenergo
	20 461

	JSC Corporate Service Systems
	707

	Total
	21 168


Account payable: 

                                                                                                                                    Thousand rbl.

	Name
	2006

	JSC Kubanenergo
	55 787

	JSC Corporate Service Systems
	84

	JSC Kalugaenergo
	74

	JSC Kostromaenergo
	925

	Total
	56 870


9. Segment information
In the accounting period the Company carried out its activity on the territory of the Russian Federation, services rendered to buyers are similar. In connection therewith the Company does not distinguish any accounting segments.
11. Events after the accounting date
Dividends

The amount of the annual dividend for one share will be adopted by the general meeting of shareholders of the Company following the results for 2006.

General Director                        _____________________                            E.F.Makarov

                                                           (signature)  

Chief Accountant                      ______________________                           S.Yu, Puzenko

                                                                               (signature)
